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Foreword

T
he world economy has had another stel-

lar year, growing in the neighborhood of 5 

percent and continuing what has become 

the strongest four-year expansion since the 

1970s, defying war, terrorism, and $75-a-bar-

rel oil. This is testament in part to the policy 

lessons highlighted these past 13 years in this 

Index of Economic Freedom. As we greet 2007, 

however, there are warning signs that adher-

ence to those lessons may be starting to fray.

On the surface, to be sure, the economic news 

continues to be mostly good. While the United 

States is shifting to a slower pace of growth fol-

lowing the boom from mid-2003 to early 2006, 

there continues to be no sign of recession. The 

major issue in the next year is whether the 

decline in housing will be so deep that it sinks 

the larger economy. That answer depends in 

part on how much the Federal Reserve must 

raise interest rates to compensate for its mis-

take of keeping monetary policy so loose for 

too long in 2003 and 2004. The early evidence is 

that rising corporate profits and a robust labor 

market will offset the housing slump, but that 

is no certainty.

China and India are roaring ahead, notwith-

standing the return of a center-left government 

in New Delhi that has tried to temper the pace 

of economic change. Center-left isn’t the eco-

nomic drag it used to be even in India, however, 

and the emergence of India as a global econom-

ic player continues. Japan seems finally to have 

shaken its decade-long deflation, and even Old 

Europe left the doldrums in 2006, albeit in rela-

tively modest terms. The pace of world trade 

and investment continued to accelerate, and 

millions more of the world’s poor entered the 

middle class.

One lesson of this Index, however, is that 

what really matters is the direction of policy: 

that is, the change at the margin. And on that 

score, there is some reason for worry about an 

erosion in economic freedom. Start with the 

U.S., where the congressional election cam-

paign created bipartisan policy stampedes 

against foreign investment from China and 



x 2007 Index of Economic Freedom

Dubai. Congress, in its lack of wisdom, is also 

seeking to add even more political hurdles to 

foreigners who want to create jobs by investing 

in America.

The election also moved Congress to the left 

economically, with strong new voices rejecting 

the free trade consensus of the past 50 years. 

President Bush retains his office lease and veto 

pen for two more years, but the most he may 

be able to accomplish is to prevent any major 

policy mistakes. He will almost certainly not 

be able to extend his trade promotion author-

ity, for example, when that expires in mid-

2007. Political gridlock is probably the best 

we can expect until the policy showdown that 

is likely to take place in the 2008 presidential 

contest.

This is all the more reason for the world’s 

policymakers to complete the Doha Round of 

trade talks as soon as possible. At this writing, 

however, the talks remain caught between a 

French-led Europe that refuses to reduce its 

farm subsidies and an assertive bloc of devel-

oping nations that won’t bend on manufac-

turing and services without such a European 

concession. This is short-sighted in the extreme, 

and one question is whether this is a tempo-

rary setback due to weak political leadership, 

or whether it reflects a larger popular backlash 

against the dynamic forces of globalization. 

My guess is the former, but I would prefer not 

to test that proposition in the teeth of a global 

recession.

This policy drama is all the more reason to 

welcome the refinements in this year’s Index. 

The shift to a 0–100 freedom scale allows for 

more nuanced distinctions among countries. 

The introduction of a measure for labor free-

dom is also notable and informative because 

labor mobility has clearly become crucial to 

national prosperity and competitiveness. Mere-

ly contrast the job creation in the U.S., where 

labor mobility is high, with the record in France 

and Germany to prove that point. The slight 

overall decline in average world economic 

freedom—down 0.3 percentage point from a 

year earlier—also suggests the policy setbacks 

I have described.

There are no permanent victories in poli-

tics or economics, which is one reason that this 

Index exists to chronicle annual progress or 

regression. The next year is one to watch care-

fully for setbacks and to remind forgetful poli-

ticians of the benefits of economic freedom.

Paul A. Gigot

Editorial Page Editor

The Wall Street Journal
November 2006
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Preface

I
f there is a single triumph that history will 

remember about the 20th century, it is not 

the defeat of Nazism or the collapse of Sovi-

et Russia, but the West’s enduring confidence 

in freedom as a moral and liberating force for 

all peoples. The victory of political freedom 

as a universal ideal is so complete today that 

even modern tyrannies cloak their countries 

as “people’s republics.” Now, as we progress 

into a new century, countries around the world 

are adopting new institutions to enhance their 

economic growth. Thus, history will surely 

remark that the more fundamental freedoms 

of property, trade, entrepreneurship, work, and 

investment served as the foundations of true 

democracy and revolutionized the world.

The importance of economic freedom—an 

individual’s natural right to own the value of 

what he or she creates—would seem to be any-

thing but controversial. People crave liberation 

from poverty, and they hunger for the dignity 

of free will. Yet the struggle for economic free-

dom faces timeless opposition. Tariffs, just one 

example of protectionism, never lack champi-

ons or supporters, and the urge to avoid risk 

will always pressure societies to expand the 

size and weight of government intervention. 

It is therefore precisely the importance of eco-

nomic freedom—and ultimately, as Milton 

Friedman pointed out, political freedom—that 

makes our publication of the Index of Economic 
Freedom so necessary.

The Index of Economic Freedom has docu-

mented the progress of market economics with 

research and analysis for 13 years and encom-

passes 161 countries. Published jointly by The 

Heritage Foundation and The Wall Street Jour-
nal, the Index has created a global portrait of 

economic freedom and established a bench-

mark by which to gauge a country’s prospects 

for economic success. It follows the simple tenet 

that something cannot be improved if it is not 

measured. Tracing the path to economic pros-

perity, the annual Index continues to serve as a 

critical tool for students, teachers, policymak-

ers, business leaders, investors, and the media.
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In this 13th edition, we have refined the 

methodology to reflect a clearer picture of eco-

nomic freedom. Countries are assigned a per-

cent score rather than a 1–5 rating. In addition, 

labor freedom (something that was simply not 

measurable before) has been added as a vari-

able, and several other factors have been honed 

to provide more objectivity and greater atten-

tion to detail. Despite these changes, a core of 

stability remains, starting with our tradition of 

blending “Ten Freedoms” equally to produce a 

simple, unbiased overall score. Most of the 20 

freest countries from last year are still ranked 

among the freest, although others, in the mid-

dle of the pack, have experienced some shuf-

fling as a result of the greater level of detail in 

the new methodology.

The 2007 Index shows that economic freedom 

worldwide has decreased slightly since last year 

but remains high. The Middle East’s freedom 

increased to its highest level since 1995. Europe, 

Asia, and the Americas are the three freest 

regions, and each has something special worth 

noting. Asia has both the world’s three freest 

economies and its least free economy. Europe 

has over half of the top 20 countries, and the 

Americas are home to both the richest and some 

of the most dynamic countries in the world.

The 2007 Index contains two guest chapters 

written by outside scholars that document the 

spectacular growth of incomes in the face of 

globalization, as well as the vital importance 

of labor freedom in Europe and elsewhere. 

This edition also contains a description of 

the new methodology and an entirely new 

chapter analyzing each of the five geographic 

regions—a focus that matters for local compe-

tition. And of course, this edition includes our 

traditional country pages, so that each free-

dom in every economy is explained in detail. 

Each country page includes new charts high-

lighting the strengths and weaknesses of each 

economy.

At the most personal level, however, it may 

well be that academic methodology and care-

fully measured charts cannot make the best 

case for economic freedom. The real world—a 

walk, perhaps, through downtown Hong 

Kong—is far more eloquent than we can ever 

hope to be.

Edwin J. Feulner, Ph.D.

President

The Heritage Foundation

November 2006
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What’s New in the 2007 Index?

E
very year, the editors evaluate the Index 
of Economic Freedom and consider ways to 

improve the product. This year’s edition 

of the Index embodies the most dramatic chang-

es, in both style and substance, that have been 

made since publication of the inaugural edi-

tion in 1995. The book is physically smaller to 

enhance its usability and portability. An exten-

sive redesign of the country pages includes two 

new charts to help readers quickly assess each 

economy’s progress. Finally, the methodology 

has been improved with the help of a newly 

formed academic advisory board and utiliza-

tion of new data from the World Bank that have 

been made available only recently. Previous 

years’ scores have been revised to reflect the 

more rigorous approach.

These changes continue the Heritage Foun-

dation/Wall Street Journal tradition of continu-

ing, year-by-year improvement. Changes in 

the methodology were instituted in 2000, 2002, 

2004, and 2006 to enhance the robustness of one 

or more of the 10 factors that are used to mea-

sure overall economic freedom, and the entire 

time series was revised so that all scores were 

and are as consistent as possible, dating back 

to 1995. The 2001 Index saw the publication of a 

Spanish-language edition in cooperation with 

several Latin American think tanks. That same 

edition was the first to suspend countries from 

grading as a result of insufficient or inappli-

cable data.

To the extent that the changes are bigger 

in 2007 than ever before, they are driven by a 

new process: a fundamental effort to formal-

ize the feedback so that suggestions of friends, 

scholars, policymakers, and other readers are 

collected, considered, and acted upon. For 

example, we conducted an internal survey of 

scholars at Heritage and an external survey of 

375 people from the academic, business, gov-

ernment, and international communities who 

downloaded the Index from our Web site last 

year to assess our strengths and weaknesses. 

We also solicited advice from academic schol-

ars before revising the methodology.
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Some of the most common suggestions were 

(1) to use a new 0–100 percent grading scale 

rather than 5–1 so that a higher score now repre-

sents more freedom; (2) to add regional context 

to the rankings; (3) to enhance the methodologi-

cal rigor by using equations instead of brackets 

where possible; and (4) to add a factor for labor 

freedom. One example of the increased detail in 

the new Index is the way monetary freedom is 

measured: Two economies with inflation rates 

of 1 percent and 2 percent, respectively, tradi-

tionally were given identical monetary scores 

in the Index because both economies were in the 

same bracket, but now we use an equation that 

allows for finer detail in the scores. In the new 

methodology for monetary freedom, the closer 

an inflation rate is to zero—even one-tenth of 

a percentage point—the higher the monetary 

freedom score.

A more detailed explanation of what has 

changed, as well as what has not changed, in 

the 2007 Index follows:

• Academic Advisory Board. The method-

ology is the heart of the entire Index project. 

It gives credibility to the product and is a key 

tool in fighting claims of bias. While scholars 

working on different ways to measure eco-

nomic freedom agree that such an abstract con-

cept can never be measured perfectly, the most 

important attribute of any approach is that it 

be unbiased. For this reason, we assembled an 

academic advisory board to review the 

methodology with us on a continuing 

basis, both this year and in future years. 

Those scholars who approved of the 

final methodology that was developed 

then offered their endorsement.

• Continuous Percentile Scores. 
The Index is converting to a 0–100 scor-

ing scale that both translates more eas-

ily into percentages of freedom and 

ends the use of discrete brackets (1, 

2, 3, 4, and 5) in favor of a continuous 

scale that allows an economy in many 

cases to receive, for example, a score of 

83.3 percent instead of an 80 or 90. All 

previous scores back to 1995 have been 

converted to the new 0–100 scale. The 

5–1 rankings in use in the 1995–2006 editions 

(where a lower number equaled more freedom) 

were based on the original methodology. As the 

methodology and precision improved in subse-

quent editions, it became increasingly obvious 

that the scoring should be brought into line. In 

addition, economic freedom is a positive quan-

tity, not a mere absence of oppression, and the 

use of a zero to denote a total lack of freedom 

seems to epitomize this.

• New Methodology. The Index meth odology 

is changing substantively in several ways. First, 

new data from the World Bank’s Doing Business 

report that became available only recently are 

utilized as the basis for the business freedom 

factor (replacing the old regulation factor) and 

a new labor freedom factor. Second, an equa-

tion-based approach replaces the bracket scores 

for numerous factor variables, notably inflation 

and tariffs. The 10 factors have been renamed as 

described in the accompanying table. It must be 

emphasized that the new methodology is not 

only for 2007 scores; rather, it has been imple-

mented for this year and all previous years. 

An obvious consequence of the new method-

ology is the effect on each country’s overall 

freedom score and ranking, which is due to the 

new attention to detail. Small policy changes 

are detected more easily in the more detailed 

methodology and can cause a large change in 

worldwide rank for many countries.

• A New Labor Freedom Factor. The recent 

10 Factors
(Old Methodology)

10 Freedoms 
(New Methodology)

Regulation Business Freedom

Trade Policy Trade Freedom

Fiscal Burden Fiscal Freedom

Government Intervention Freedom from Government

Monetary Policy Monetary Freedom (80%)

Wages and Prices Monetary Freedom (20%)

Foreign Investment Investment Freedom

Banking and Finance Financial Freedom

Property Rights Property Rights

Informal Market Freedom from Corruption

(N/A) Labor Freedom



labor riots in France and the wide disparity in 

unemployment rates across countries call for 

a stronger focus on labor freedom. Labor laws 

were covered in the previous methodology as 

a small component of the regulation factor and 

less-than-equal component of the wages and 

prices factor, but this was primarily because no 

consistent data source existed for cross-coun-

try comparisons until 2003. The new labor 

freedom factor is based on objective data from 

the World Bank’s Doing Business study, which 

covers minimum wages, laws inhibiting lay-

offs, severance requirements, and measurable 

regulatory burdens on hiring, hours, and so on. 

These cross-country labor data, though cutting-

edge and well-respected, are available only for 

2005–2007.

• New Country Page Design. The new 

country page design emphasizes overall eco-

nomic freedom on the first page and details for 

each of the 10 areas of economic freedom on the 

second page. The heading includes the world 

rank for each economy and a new regional rank. 

The new approach focuses more precisely on 

economic policy and the Index scores. A para-

graph that describes historical background for 

each country, with political context, remains as 

an anchor on the first page. The “Quick Facts” 

box has been revised to include many new vari-

ables: unemployment and inflation rates, GDP 

in terms of purchasing power parity, a five-year 

compound average annual growth rate, foreign 

direct investment (FDI), three official develop-

ment assistance measures, and external debt. 

The time series chart has been expanded to give 

a better sense of how a country’s economic free-

dom is evolving, which now includes both time 

series lines for the world and regional averages 

from 1995 to the present. Finally, a new second 

chart created for each economy shows graphi-

cally how each of a country’s 10 economic free-

doms compares to the world average.

• New Regions. From this year forward, the 

Index will emphasize a country’s regional rank 

as well as its global rank. For example, the Unit-

ed Kingdom ranks as the 6th freest economy in 

the world in 2007, but it also ranks as the freest 

in Europe. Similarly, Israel has the freest econ-

omy in the Middle East/North Africa region, 

Mauritius is the best in sub-Saharan Africa, and 

the United States is number one in the Ameri-

cas. These five regions are consistent with past 

Index groupings with the exception of three 

countries: Canada, Mexico, and the U.S. are 

now included in the Americas (which replaces 

Latin America as a region). As a result, Europe 

is now a separate region, replacing the old North 

America and Europe. These regions are not only 

more geographically consistent; they also rep-

resent our long-standing philosophy of human 

equality. Just because Canada is wealthier than 

many other New World economies does not 

necessarily mean that its people are better or 

that its economy merits inclusion in a different 

class of countries. We believe (and have always 

believed) that all peoples have equal potential 

and that all economies deserve equal liberty.

We hope the changes in the Index make it an 

even better research tool and a more accessible 

policymaking guide. Despite the new look, 

however, our goal is and will remain the same: 

to advance human freedom. We believe that the 

redesigned Index might even make the transi-

tion to a better world faster and surer.

One of the editors’ paramount concerns is 

that the Index always remains a useful tool for 

researchers. This means that the integrity of the 

current-year scores is crucial. During a period 

of aggressive improvements, there undoubt-

edly will be mistakes in the scores, based on 

our errors and errors in source data. We cannot 

promise perfection, but we do promise objec-

tivity: Our methods and modifications will 

always be transparent and duplicable by other 

scholars.

Moreover, even though the Index itself is 

published in January, based on policies and data 

available as of the previous June, we remain 

committed to providing the most accurate and 

up-to-date measures on-line and will make any 

needed corrections to that source file immediate-

ly. For researchers who want to weight the Index 

or consider individual components in statistical 

analysis, the 10 freedoms and even the raw data 

are also available transparently on-line. Revised 

scores of individual factors for all years are avail-

able for download at www.heritage.org/Index.

 What’s New in the 2007 Index? xvii 
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Executive Summary

W
ith the publication of this edition, The 

Heritage Foundation/Wall Street Jour-

nal Index of Economic Freedom marks 

its 13th anniversary. The idea of producing a 

user-friendly “index of economic freedom” as 

a tool for policymakers and investors was first 

discussed at The Heritage Foundation in the 

late 1980s. The goal then, as it is today, was to 

develop a systematic, empirical measurement 

of economic freedom in countries throughout 

the world. To this end, the decision was made 

to establish a set of objective economic criteria 

that, since the inaugural edition in 1995, have 

been used to study and grade various countries 

for the annual publication of the Index of Eco-
nomic Freedom.

Economic theory dating back to the publica-

tion of Adam Smith’s The Wealth of Nations in 

1776 emphasizes the lesson that basic institu-

tions that protect the liberty of individuals to 

pursue their own economic interests result in 

greater prosperity for the larger society. Per-

haps the idea of freedom is too sophisticated, as 

popular support for it constantly erodes before 

the onslaught of populism, whether democrat-

ic or autocratic. Yet modern scholars of politi-

cal economy are rediscovering the centrality of 

“free institutions” as fundamental ingredients 

for rapid long-term growth. In other words, the 

techniques may be new, but they reaffirm clas-

sic truths. The objective of the Index is to catalog 

those economic institutions in a quantitative 

and rigorous manner.

Yet the Index is more than a simple ranking 

based on economic theory and empirical study. 

It also identifies the variables that comprise 

economic freedom and analyzes the interaction 

of freedom with wealth.

The 2007 Index of Economic Freedom mea-

sures 157 countries across 10 specific factors 

of economic freedom, which are listed below. 

Chapter 3 explains these factors in detail. High 

scores approaching 100 represent higher levels 

of freedom. The higher the score on a factor, the 

lower the level of government interference in 

the economy.
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The 10 Economic Freedoms
• Business Freedom

• Trade Freedom

• Fiscal Freedom

• Freedom from Government

• Monetary Freedom

• Investment Freedom

• Financial Freedom

• Property Rights

• Freedom from Corruption

• Labor Freedom

HIGHLIGHTS FROM THE 2007 INDEX
Global economic freedom holds steady, 

but there is much room for improvement. The 

average economic freedom score is 60.6 per-

cent, the second highest level since the Index 
began in 1995 and down by 0.3 percentage 

point from last year. Each region has experi-

enced an increase in economic freedom during 

the past decade.

Former British colonies in Asia lead the 
world in economic freedom. Hong Kong has 

the highest level of economic freedom for the 

13th straight year. Singapore remains close, 

ranked second in the world, and Australia 

is ranked third freest economy in the world, 

which means that the Asia–Pacific region is 

home to the top three economies.

Twelve of the top 20 freest economies are 
European. A majority of the freest economies 

are in Europe, led by the United Kingdom, Ire-

land, Luxembourg, and Switzerland. Only five 

are in the Asia–Pacific region. The remaining 

three are from the Americas: the United States, 

Canada, and Chile.

The methodology for measuring economic 
freedom is significantly upgraded. The new 

methodology uses a scale of 0–100 rather than 

the 1–5 brackets of previous years when assess-

ing the 10 component economic freedoms, 

which means that the new overall scores are 



more refined and therefore more accurate. Sec-

ond, a new labor freedom factor has been added, 

and entrepreneurship is being emphasized in 

the business freedom factor. Both of these new 

categories are based on data that became avail-

able from the World Bank only recently. This 

attention to detail benefits some countries and 

punishes others, and readers may note some 

dramatic changes in rankings. The methodol-

ogy has been vetted with a new academic advi-

sory board and should better reflect the details 

of each country’s economic policies. In order to 

compare country performances from past years 

accurately, scores and rankings for all previous 

years dating back to 1995 have been adjusted to 

reflect the new methodology.

Economic freedom is strongly related to 

good economic perfor-
mance. The world’s freest 

countries have twice the 

average per capita income 

of the second quintile of 

countries and over five 

times the average income 

of the fifth quintile of 

countries. The freest econ-

omies also have lower 

rates of unemployment 

and lower inflation. These 

relationships hold across 

each quintile, meaning 

that every quintile of less 

free economies has worse 

average rates of inflation 

and unemployment than 

the preceding quintile has.

The top 20 countries 
have held relatively 
steady. Even though the 

methodology used for 

rating economic freedom 

has been revised with this 

edition of the Index, the 

composition and order of 

the top 20 economies have 

hardly changed at all. 

Japan and Belgium moved 

into the top group (com-

pared to the old methodol-

ogy, not compared to 2006 scores using the new 

methodology), whereas Austria and Sweden fell 

to lower positions.

Progress is universal across all continents. 
Across the five regions, Europe is clearly the 

most free using an unweighted average (67.5 

percent), followed at some distance by the 

Americas (62.3 percent). The other three regions 

fall below the world average: Asia–Pacific (59.1 

percent), Middle East/North Africa (57.2 per-

cent), and sub-Saharan Africa (54.7 percent). 

However, trends in freedom are mirrored close-

ly across all regions. The main distinguishing 

feature of the regions is that Asia–Pacific coun-

tries have the highest variance, which means 

that there is a much wider gap between the 

heights of freedom in some economies and 

Table 1: Global Distribution of Economic Freedom

Scores Category Number of Countries

80–100 Free 7

70–79.9 Mostly Free 23

60–69.9 Moderately Free 48

50–59.9 Mostly Unfree 59

0–49.9 Repressed 20
Source: Tim Kane, Kim R. Holmes, and Mary Anastasia O’Grady, 2007 Index of Economic Freedom 
(Washington, D.C.: The Heritage Foundation and Dow Jones & Company, Inc., 2007), at www.

heritage.org/index.
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the lows in others that is 

nearly twice as variable as 

the norm.

Of the 157 countries 

graded numerically in the 

2007 Index, only seven have 

very high freedom scores 

of 80 percent or more,1 

making them what we 

categorize as “free” econo-

mies. Another 23 are in the 

70 percent range, placing 

them in the “mostly free” 

category. This means that 

less than one-fifth of all 

countries have economic 

freedom scores higher 

than 70 percent. The bulk of countries—107 

economies—have freedom scores of 50 percent–

70 percent. Half are “moderately free” (scores 

of 60 percent–70 percent), and half are “mostly 

unfree” (scores of 50 percent–60 percent). Only 

20 countries have “repressed economies” with 

scores below 50 percent.

The typical country has an economy that 

is 60.6 percent free, down slightly from 60.9 

percent in 2006. This decline is caused primar-

ily by monetary freedom scores, which are 2.6 

percentage points lower on average due to 

slightly more extensive price controls and a 

mild increase in inflation. Even so, the past 

scores for these two years produced the over-

all highest scores ever recorded in the Index, 

so the overall trend continues to be positive. 

As noted, although the methodology used for 

1  Four countries (the Democratic Republic of 
Congo, Iraq, Serbia and Montenegro, and Sudan) 
were suspended from grading again this year 
because of questions about the accuracy of the 
data reported by each country or about whether 
the data truly refl ect economic circumstances for 
most of the country. Data for suspended countries 
are reviewed annually to ascertain whether the 
situation has improved. The Democratic Republic 
of Congo and Sudan were suspended from grading 
in the 2007 Index because in each case, civil unrest 
or anarchy indicated that offi cial government 
policies did not apply to large portions of the 
country. Serbia and Montenegro and Iraq were 
suspended because reliable data were not 
available.

measuring freedom was revised this year, pre-

vious scores were also revised to be consistent 

across time.2

Among specific economies during the past 

year, the scores of 65 countries are now higher, 

and the scores of 92 countries are worse.

The variation in freedom among all of these 

countries declined again for the sixth year in a 

row, and the standard deviation among scores 

now stands at 11.4, down one-tenth of a per-

centage point from last year and down two full 

points since 1996.3

THE IMPACT OF ECONOMIC 
FREEDOM

There is a clear relationship between eco-

nomic freedom and numerous other cross-

country variables, the most prominent being 

the strong relationship between the level of 

freedom and the level of prosperity in a given 

country. Previous editions of the Index have 

confirmed the tangible benefits of living in 

2  The minor discontinuity in methodology for 
three factors may have a slight impact on a handful 
of countries, but the aggregate effect is nil. Thus, 
the decline in global economic freedom is real, 
not a refl ection of the new level of methodological 
detail. See For a more detailed discussion, see 
Chapter 3, “Methodology: Measuring the 10 
Economic Freedoms.”
3 The analysis does not extend to the 1995 
edition of the Index because many fewer countries 
were graded in that year.
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BUSINESS FREEDOM — 62.8%
Business freedom is a measure of how free entre-

preneurs are to start businesses, how easy it is to 

obtain licenses, and how easy it is to close a business. 

Impediments to any of these three components deter 

business activity and job creation. Globally, starting 

a business takes an average of 48 days, while get-

ting necessary licenses takes an average of about 215 

days.1 Bankruptcy proceedings take an average of 

three years.

TRADE FREEDOM — 64%
Tariffs are the primary obstacle to free trade, but 

non-tariff barriers like quotas and bureaucratic 

delays are also significant impediments. Using 

our equation, which assigns four-fifths of the 

score based on weighted average tariffs and a full 

20 percentage point reduction for the existence 

of non-tariff barriers, the average trade freedom 

score is 64 percent. The mean weighted average 

tariff is 8 percent. Notably, every one of the 157 

countries graded was penalized 20 points for its 

non-tariff barriers.

FISCAL FREEDOM — 82.8%
The top tax rate on individual income averages 31 

percent, and the top tax rate on corporate income 

averages 27 percent. The total revenue from all 

forms of taxation (including tariffs) averages 20 

percent of country GDP. Mixing the three scores 

together is the basis of the fiscal freedom score. 

Using an equation that defines higher freedom 

with lower taxes and tax rates, the average score 

is 82.8 percent.

FREEDOM FROM GOVERNMENT — 70.2%
Government expenditures are the other side of the 

fiscal intervention coin. The average level of govern-

1  The global average is based on data for 145 countries 
that are graded by both the Index of Economic Freedom and 
the 2007 edition of the World Bank’s Doing Business.

ment spending as a portion of GDP is 31 percent.2 

Governments that generate revenue from state-

owned enterprises are also penalized.

MONETARY FREEDOM — 75.1%
The worldwide average of the weighted average rate 

of inflation from 2003 to 2005 is 7.9 percent. Price sta-

bility explains most of the monetary freedom score, 

although there is also a penalty of up to 20 percentage 

points for countries that use price controls. The aver-

age price control penalty was 9.9 points this year.

INVESTMENT FREEDOM — 49.6%
Only 13 countries enjoy high investment freedom, 

earning scores of 80 percent and higher. These coun-

tries impose few or no restrictions on foreign invest-

ment, which promotes economic expansion and 

enhances overall economic freedom. Meanwhile, 

more than one-third of countries earn scores of less 

than 50 percent.

FINANCIAL FREEDOM — 52%
The financial freedom factor measures the relative 

openness of a country’s banking and financial system. 

Burdensome bank regulation still reduces opportuni-

ties and restricts economic freedom in the preponder-

ance of countries in all areas of the world.

PROPERTY RIGHTS — 45.6%
Strong property rights are still a work in progress. 

Although many Western economies along with 

Hong Kong and Singapore benefit from secure 

protection of property rights, earning scores of 80 

percent or higher, more than half of the world’s 

countries receive a score of less than 50 percent.

FREEDOM FROM CORRUPTION — 41.2%
There has been little progress since last year. Only 16 

countries earned scores of 80 percent or higher, and 

110 countries earned scores of less than 50 percent. 

Freedom from corruption is the lowest average score 

among the 10 factors.

LABOR FREEDOM — 62.3%
The world average of labor freedom is 62.3 percent, 

reflecting wage, hour, and other restrictions. The aver-

age ratio of minimum wage to average wage is 0.32. 

The average cost of firing equals 54 weeks of salary. 

Only 22 countries have notably flexible labor market 

policies that earn scores of 80 percent or higher.

2  In general, freedom from government looks at the 
general government expenditure data that combine all 
levels of government. In grading countries for which 
general government spending data are not available, 
central government expenditure data are used.

Business Freedom
Trade Freedom 
Fiscal Freedom

Fdm fm Government
Monetary Freedom

 Investment Freedom
Financial Freedom

Property Rights
 Fdm fm Corruption

 Labor Freedom

0 50 100

62.8
64
82.8
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Economic Freedom Score

100 = most free

THE 10 ECONOMIC FREEDOMS: A GLOBAL GUIDE
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freer societies. Not only is a higher level of eco-

nomic freedom clearly associated with a higher 

level of per capita gross domestic product, but 

those higher GDP growth rates seem to create 

a virtuous cycle, triggering further improve-

ments in economic freedom. Our 13 years of 

Index data strongly suggest that countries that 

increase their levels of freedom experience fast-

er growth rates.

Chart 4 shows a strong relationship between 

the level of economic freedom in 2007 and the 

logarithmic value of the most recent data for 

per capita GDP using 157 countries as data 

points.

Charts 5–8 illustrate four different relation-

ships using a quintile framework. The top quin-

tile of countries is composed of those that are 

ranked from 1 to 31 globally (Hong Kong to the 

Czech Republic), and each subsequent quintile 

includes the next group of countries. Quintiles 

are not the same as categorical groups (free, 

mostly free, etc.) and are used here because 

each quintile is comparable based on the same 

number of countries.

Chart 5 shows that four of five quintiles have 

roughly equal populations, but the fourth quin-

tile alone contains half of the world’s popula-

tion. This is due to the presence of China and 

India together. This fact suggests that when 

China and India further open their economies 

to globalization so that internal economic free-

doms are strengthened, the rise in global pros-

perity is poised for very large increases.

Chart 6 is another look at the relationship 

between economic freedom and average per 

capita incomes. The quintiles with higher 



economic freedom have dramatically higher 

incomes per person.

Charts 7 and 8 show that unemployment 

rates are higher for each quintile of lower eco-

nomic freedom. Likewise, 

inflation rates rise on aver-

age as economic freedom 

declines.

The lesson from these 

charts is simple. Econom-

ic repression is a sad con-

sequence of other events. 

Countries that are able to 

reflect the desires of their 

people for better lives will 

adopt economic freedom, 

and countries that repress 

their people for political 

reasons will cause eco-

nomic suffering.

In other words, the 

claim that the suspen-

sion of economic freedom 

is done for the good of 

the people is no longer 

tenable. 

 Executive Summary 7
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1 Hong Kong  89.29  88.3  80.0  95.3  91.6  91.1  90  90  90  83  93.6 

2 Singapore  85.65  94.6  80.0  93.0  86.2  89.5  80  50  90  94  99.3 

3 Australia  82.69  91.7  73.8  75.4  70.1  84.8  70  90  90  88  93.1 

4 United States  81.98  94.5  76.6  79.4  67.5  83.8  80  80  90  76  92.1 

5 New Zealand  81.59  93.7  74.0  74.2  63.6  84.5  70  80  90  96  89.9 

6 United Kingdom  81.55  92.1  76.6  74.6  54.2  79.3  90  90  90  86  82.7 

7 Ireland  81.31  92.8  76.6  81.1  73.1  85.1  90  90  90  74  60.4 

8 Luxembourg  79.31  90.0  76.6  75.4  55.9  80.2  90  80  90  85  70.0 

9 Switzerland  79.05  83.3  77.0  78.6  68.6  83.6  70  70  90  91  78.4 

10 Canada  78.72  96.1  78.2  83.9  61.8  80.6  60  70  90  84  82.7 

11 Chile  78.29  68.9  72.4  85.7  87.6  79.9  70  70  90  73  85.3 

12 Estonia  78.13  80.0  76.6  89.7  66.8  83.0  90  90  90  64  51.2 

13 Denmark  77.56  95.3  76.6  55.2  32.1  86.8  80  90  90  95  74.7 

14 Netherlands  77.08  88.3  76.6  65.8  47.8  87.0  90  80  90  86  59.2 

15 Iceland  77.06  94.1  74.0  82.4  50.3  82.9  60  70  90  97  69.9 

16 Finland  76.55  95.3  76.6  75.4  39.0  89.7  70  80  90  96  53.4 

17 Belgium  74.53  90.8  76.6  62.2  41.2  80.0  90  80  80  74  70.5 

18 Japan  73.57  94.3  75.2  80.6  67.2  92.0  60  50  70  73  73.4 

19 Germany  73.52  88.2  76.6  74.3  48.0  81.5  90  50  90  82  54.6 

20 Cyprus  73.10  70.0  76.6  87.8  54.9  84.7  70  70  90  57  70.0 

21 Sweden  72.59  95.0  76.6  53.6  31.5  85.2  80  70  90  92  52.0 

22 Lithuania  72.00  86.4  76.6  91.0  76.6  81.2  70  80  50  48  60.1 

23 Trinidad and Tobago  71.44  61.8  69.0  88.0  83.7  74.7  70  70  70  38  89.2 

24 Bahamas  71.43  80.0  28.8  98.3  89.9  77.3  40  70  80  70  80.0 

25 Austria  71.33  79.8  76.6  66.9  40.5  85.7  70  70  90  87  46.8 

26 Taiwan  71.12  73.0  76.7  84.7  89.8  81.3  70  50  70  59  56.7 

27 Spain  70.87  77.1  76.6  70.1  63.6  78.6  70  80  70  70  52.7 

28 Barbados  70.52  90.0  47.0  78.3  64.4  76.5  50  60  90  69  80.0 

29 El Salvador  70.31  62.6  66.6  90.9  95.1  76.7  70  70  50  42  79.2 

30 Norway  70.09  97.0  79.2  66.1  45.9  82.6  50  50  90  89  51.1 

31 Czech Republic  69.68  61.2  76.6  79.9  52.7  86.2  70  80  70  43  77.2 

32 Armenia  69.43  84.5  75.6  93.1  91.6  79.7  60  70  30  29  80.9 

33 Uruguay  69.33  68.1  71.6  90.8  81.7  73.1  70  30  70  59  79.0 

34 Mauritius  68.96  74.5  70.0  87.5  82.0  76.2  70  60  60  42  67.4 

35 Georgia  68.70  78.9  61.8  94.2  91.3  77.9  60  70  30  23  99.9 

 Executive Summary 9



10 2007 Index of Economic Freedom

20
07

 R
an

k

C
ou

nt
ry

 

Ec
on

om
ic

 F
re

ed
om

 
20

07

Bu
si

ne
ss

 F
re

ed
om

Tr
ad

e 
Fr

ee
do

m

Fi
sc

al
 F

re
ed

om

Fr
ee

do
m

 fr
om

 
G

ov
er

nm
en

t

M
on

et
ar

y 
Fr

ee
do

m

In
ve

st
m

en
t 

Fr
ee

do
m

Fi
na

nc
ia

l F
re

ed
om

Pr
op

er
ty

 R
ig

ht
s

Fr
ee

do
m

 fr
om

 
C

or
ru

pt
io

n

La
bo

r F
re

ed
om

36 Korea, South (ROK)  68.65  83.1  64.2  81.0  81.5  79.0  70  50  70  50  57.7 

37 Israel  68.42  69.7  75.2  72.0  60.0  84.2  70  50  70  63  70.1 

38 Botswana  68.40  66.6  59.6  82.6  54.5  76.8  70  70  70  59  74.9 

39 Bahrain  68.40  80.0  69.6  99.6  56.7  80.1  50  90  60  58  40.0 

40 Slovakia  68.37  71.1  76.6  93.0  60.8  76.7  70  80  50  43  62.5 

41 Latvia  68.21  76.8  76.6  89.3  69.2  74.1  70  70  50  42  64.1 

42 Malta  67.80  70.0  76.6  74.0  42.2  79.2  50  70  90  66  60.0 

43 Portugal  66.66  79.6  76.6  79.6  49.6  80.2  70  50  70  65  46.0 

44 Hungary  66.15  71.2  76.6  79.2  41.8  76.7  70  60  70  50  66.1 

45 France  66.11  86.1  76.6  64.2  32.0  81.3  50  60  70  75  65.9 

46 Jamaica  66.05  78.3  60.4  83.4  67.4  70.9  80  60  50  36  74.1 

47 Panama  65.87  75.1  66.2  88.7  86.8  85.8  70  60  30  35  61.2 

48 Malaysia  65.85  68.6  71.8  87.8  79.8  80.0  40  40  50  51  89.5 

49 Mexico  65.80  82.1  72.6  88.1  77.2  77.0  50  60  50  35  66.0 

50 Thailand  65.56  76.1  69.2  83.2  91.2  77.6  30  50  50  38  90.4 

51 Costa Rica  65.12  63.5  72.4  88.6  92.3  67.1  70  40  50  42  65.4 

52 South Africa  64.10  70.8  68.8  79.8  79.3  78.8  50  60  50  45  58.5 

53 Jordan  64.02  54.8  64.2  88.8  64.1  83.5  50  60  50  57  67.9 

54 Oman  63.94  63.6  73.8  99.0  37.7  79.1  50  50  50  63  73.2 

55 Namibia  63.76  76.7  79.0  78.6  70.5  78.6  40  60  30  43  81.2 

56 Belize  63.71  76.7  57.2  79.8  80.1  73.5  50  50  50  37  82.8 

57 Kuwait  63.66  67.9  72.2  99.9  39.2  78.8  50  50  50  47  81.7 

58 Slovenia  63.60  74.2  76.6  69.7  56.8  79.0  70  50  50  61  48.7 

59 Uganda  63.41  54.1  58.8  87.1  86.7  78.3  50  70  30  25  94.0 

60 Italy  63.36  73.7  76.6  68.5  46.4  80.8  70  60  50  50  57.6 

61 Nicaragua  62.70  59.7  72.4  86.4  85.6  71.2  70  60  30  26  65.7 

62 Bulgaria  62.17  66.9  60.8  91.3  65.6  75.7  60  60  30  40  71.5 

63 Peru  62.07  65.1  62.6  86.8  92.2  85.7  50  60  40  35  43.3 

64 Swaziland  61.58  71.5  59.0  81.5  73.3  76.3  50  50  50  27  77.2 

65 Madagascar  61.43  51.2  72.8  87.2  85.0  70.0  70  50  50  28  50.1 

66 Albania  61.38  56.1  63.2  91.5  77.7  80.7  60  70  30  24  60.6 

67 Romania  61.26  70.9  74.0  91.7  74.9  69.7  50  60  30  30  61.4 

68 Guatemala  61.25  54.1  70.2  86.5  96.4  72.2  50  60  30  25  68.0 

69 Tunisia  60.99  78.3  61.8  80.8  82.1  80.0  30  30  50  49  67.9 

70 Brazil  60.89  53.3  64.8  88.6  88.8  72.6  50  40  50  37  63.8 
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71 Macedonia  60.84  60.9  73.4  90.0  67.8  91.1  50  60  30  27  58.1 

72 Qatar  60.73  60.0  71.4  99.9  54.6  72.4  30  50  50  59  60.0 

73 Colombia  60.54  71.4  61.4  82.4  87.0  70.2  50  60  30  40  53.0 

74 United Arab Emirates  60.39  49.2  70.0  99.9  60.3  75.3  30  40  40  62  77.2 

75 Kazakhstan  60.35  66.5  64.2  87.6  85.9  72.9  30  60  30  26  80.5 

76 Honduras  60.32  56.6  69.2  87.8  82.9  71.5  50  70  30  26  59.2 

77 Lebanon  60.27  56.2  67.4  95.9  64.3  83.5  30  70  30  31  74.4 

78 Mongolia  60.12  73.1  70.0  81.0  56.9  74.3  60  60  30  30  65.9 

79 Kyrgyzstan  59.87  61.4  71.4  95.1  76.3  77.1  40  50  30  23  74.4 

80 Fiji  59.80  70.4  61.8  86.3  74.3  74.7  30  60  30  40  70.5 

81 Moldova  59.47  70.0  74.4  90.4  71.7  68.0  30  50  50  29  61.2 

82 Kenya  59.41  58.9  65.0  85.9  83.6  74.4  50  50  40  21  65.2 

83 Turkey  59.33  67.4  76.0  79.4  69.9  70.2  50  50  50  35  45.4 

84 Sri Lanka  59.30  69.2  66.6  85.7  85.7  69.8  30  40  50  32  63.9 

85 Saudi Arabia  59.10  52.9  65.4  99.6  46.1  80.1  30  40  50  34  92.9 

86 Senegal  58.79  56.4  61.6  73.9  85.9  82.9  50  50  50  32  45.2 

87 Poland  58.77  56.1  76.6  79.1  55.3  80.3  50  50  50  34  56.2 

88 Cape Verde  58.41  50.5  31.2  78.0  77.7  84.2  50  50  70  30  62.5 

89 Pakistan  58.20  70.9  53.6  82.0  89.3  72.0  50  40  30  21  73.2 

90 Guyana  58.16  57.0  57.0  78.5  66.1  74.0  50  60  40  25  74.1 

91 Ghana  58.15  54.9  58.0  88.4  72.0  70.0  50  50  50  40  48.2 

92 Zambia  57.91  63.6  60.8  80.4  81.9  57.8  50  50  40  26  68.6 

93 Gambia  57.65  59.0  54.6  81.4  76.4  67.2  50  60  30  27  70.9 

94 Greece  57.65  70.2  76.6  74.5  45.3  78.3  50  40  50  43  48.5 

95 Argentina  57.47  65.5  61.4  82.3  89.6  71.3  50  40  30  28  56.6 

96 Morocco  57.43  74.3  51.0  75.5  76.3  83.3  70  40  30  32  41.9 

97 Philippines  57.35  54.2  74.8  84.0  91.4  73.4  30  50  30  25  60.7 

98 Tajikistan  56.91  53.2  66.0  93.2  86.8  67.2  30  40  30  21  81.7 

99 Paraguay  56.81  47.0  67.4  97.8  79.8  78.4  50  60  30  21  36.7 

100 Dominican Republic  56.75  57.6  63.8  86.5  91.5  63.2  50  40  30  30  54.9 

101 Mozambique  56.55  51.5  60.2  85.5  86.2  75.9  50  50  30  28  48.2 

102 Cambodia  56.54  37.1  47.2  94.2  85.1  81.1  50  50  30  23  67.7 

103 Tanzania  56.40  44.8  63.6  87.1  85.7  74.4  50  50  30  29  49.4 

104 India  55.60  49.6  51.2  84.8  89.0  77.2  40  30  50  29  55.1 

105 Ivory Coast  55.52  48.1  58.6  66.3  86.2  78.6  40  70  30  19  58.4 
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106 Malawi  55.50  54.4  59.6  80.6  53.3  66.4  50  50  40  28  72.8 

107 Azerbaijan  55.36  58.0  67.6  87.2  86.6  76.8  30  30  30  22  65.4 

108 Ecuador  55.33  57.1  62.0  85.7  85.2  74.1  30  60  30  25  44.2 

109 Croatia  55.32  53.8  77.8  79.9  36.5  79.3  50  60  30  34  52.0 

110 Indonesia  55.08  45.7  69.0  85.0  90.7  70.9  30  40  30  22  67.5 

111 Guinea  55.06  39.3  54.6  83.3  92.4  57.5  30  60  30  30  73.5 

112 Bolivia  54.99  62.3  69.2  93.2  74.3  70.9  30  60  30  25  35.0 

113 Burkina Faso  54.96  42.7  57.2  84.9  88.9  76.8  40  50  30  34  45.1 

114 Benin  54.79  47.2  54.6  78.5  87.9  82.5  30  60  30  29  48.2 

115 Bosnia & Herzegovina  54.70  53.8  70.2  90.0  45.6  81.1  50  60  10  29  57.3 

116 Ethiopia  54.44  59.4  53.0  84.8  83.0  69.9  50  20  30  22  72.3 

117 Cameroon  54.43  41.0  50.0  79.7  86.5  77.4  50  60  30  22  47.6 

118 Lesotho  54.14  68.2  44.4  79.5  53.7  76.7  30  50  40  34  64.9 

119 China  54.02  54.9  68.0  77.7  88.6  75.5  30  30  20  32  63.5 

120 Russia  54.01  66.6  62.6  86.3  71.6  62.8  30  40  30  24  66.2 

121 Nepal  53.95  59.6  51.4  91.0  91.0  77.6  30  30  30  25  54.0 

122 Yemen  53.79  52.7  56.4  88.8  65.1  68.2  50  30  30  27  69.7 

123 Mali  53.70  37.1  58.6  79.5  84.6  78.4  50  40  30  29  49.7 

124 Niger  53.53  38.4  52.4  77.5  89.2  80.7  50  50  30  24  43.1 

125 Ukraine  53.35  54.0  72.2  89.1  61.9  68.4  30  50  30  26  51.8 

126 Mauritania  53.25  37.5  61.4  83.7  60.4  73.9  60  50  30  30  45.5 

127 Egypt  53.21  39.9  52.2  93.6  73.6  69.0  50  30  40  34  49.8 

128 Equatorial Guinea  53.20  44.7  47.6  82.1  81.8  79.3  30  60  30  19  57.4 

129 Gabon  52.97  52.1  46.4  74.2  71.0  81.3  40  40  40  29  55.7 

130 Djibouti  52.63  37.1  26.4  87.0  53.4  79.0  50  60  30  30  73.5 

131 Nigeria  52.57  63.1  56.6  89.5  41.7  70.5  30  50  30  19  75.2 

132 Uzbekistan  52.57  66.1  68.2  90.0  66.1  58.6  30  20  30  22  74.7 

133 Suriname  52.56  42.0  55.0  76.3  65.3  69.1  30  30  50  32  75.9 

134 Algeria  52.25  73.7  56.0  82.6  47.9  80.6  50  20  30  28  53.7 

135 Haiti  52.25  37.6  74.2  85.3  95.2  62.0  30  40  10  18  70.2 

136 Rwanda  52.13  50.8  60.6  82.6  80.3  70.2  30  40  30  21  55.9 

137 Central African Rep.  50.27  38.9  44.2  77.1  90.2  76.4  40  40  20  30  45.9 

138 Vietnam  49.95  62.0  51.0  82.9  80.8  67.5  30  30  10  26  59.3 

139 Togo  49.83  37.5  58.4  69.8  90.6  76.5  30  30  30  30  45.5 

140 Laos  49.15  51.0  55.8  80.6  86.3  71.3  30  20  10  33  53.5 

Index of Economic Freedom World Rankings
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141 Sierra Leone  48.37  50.5  50.2  82.0  83.8  72.9  30  40  10  24  40.2 

142 Syria  48.17  56.6  49.0  88.3  57.5  68.9  30  10  30  34  57.4 

143 Bangladesh  47.80  64.3  -  89.4  91.5  68.7  30  20  30  17  67.0 

144 Venezuela  47.68  48.8  56.2  83.7  69.5  57.6  20  40  30  23  48.0 

145 Belarus  47.36  54.5  62.2  87.9  66.9  61.4  20  10  20  26  64.7 

146 Burundi  46.77  40.9  50.6  80.0  60.0  68.1  30  30  30  23  55.2 

147 Chad  46.38  25.1  54.2  57.7  81.9  77.7  40  50  20  17  40.2 

148 Guinea-Bissau  45.71  27.2  52.8  88.6  59.9  80.7  40  40  20  10  37.9 

149 Angola  43.47  33.9  68.0  90.0  38.4  47.7  20  40  20  20  56.7 

150 Iran  43.13  54.9  50.4  84.8  59.8  61.3  10  10  10  29  61.2 

151 Congo, Republic of  43.00  40.4  44.4  73.2  56.9  77.3  30  30  10  23  44.8 

152 Turkmenistan  42.54  30.0  74.2  94.4  82.9  65.9  10  10  10  18  30.0 

153 Burma  40.14  20.0  71.8  87.9  88.3  65.4  10  10  10  18  20.0 

154 Zimbabwe  35.81  42.9  42.6  79.5  83.9  -  10  20  10  26  43.2 

155 Libya  34.48  20.0  29.6  87.8  23.5  78.9  30  20  10  25  20.0 

156 Cuba  29.68  10.0  60.2  62.8  10.0  65.8  10  10  10  38  20.0 

157 Korea, North (DPRK)  3.00  -  -  -  -  -  10  -  10  10  - 

Source: Tim Kane, Kim R. Holmes, and Mary Anastasia O’Grady, 2007 Index of Economic Freedom (Washington, D.C.: The Heritage Foundation and Dow 
Jones & Company, Inc., 2007), at www.heritage.org/index.
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Chapter 1

Global Inequality Fades as the 

Global Economy Grows

Xavier Sala-i-Martin

In this “age of globalization,” countless studies 
offer confl icting conclusions about overall poverty 
rates and income inequality worldwide. All observ-
ers agree that the rapid integration of international 
economies is one of the dominant experiences of the 
post–Cold War world.

Many critics have assailed globalization as a 
form of extreme capitalism that is leaving the world’s 
poor behind. At a conference in the fall of 2001, for 
example, Noam Chomsky declared that “Inequality 
is soaring through the globalization period—with-
in countries and across countries.”1 To substanti-
ate their claims, however, such anti-globalization 
activists rely on the United Nations Development 
Programme’s Human Development Report for 
1999, which claims that:

Gaps in income between the poorest 
and richest countries have continued to 
widen. In 1960, the 20% of the world’s 

1  Virginia Postrel, “The Rich Get Rich and Poor 
Get Poorer. Right? Let’s Take Another Look,” The 
New York Times, August 15, 2002.

people in the richest countries had 30 
times the income of the poorest 20%—
in 1997, 74 times as much.2

How could it be true that globalization has 
helped rather than hurt the world’s poor?

Xavier Sala-i-Martin, a professor of economics 
at Columbia University, is a renowned expert on 
economic growth who in recent years has published 
authoritative research on global incomes. Here, in 
his own words, he reviews the latest evidence. He 
notes that the confusion about growing global in-
equality among individuals is based on a logical 
misunderstanding. Comparing countries and com-
paring individuals within those countries is akin to 
the classic problem of mixing apples and oranges. 
The correct analysis is to integrate apples and apple 
trees, and that is what Professor Sala-i-Martin does 
with powerful lessons for all of us.

— The Editors

2  United Nations Development Programme, 
Human Development Report 1999, at http://hdr.undp.
org/reports/global/1999/en/.
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Looking at the planet as a whole, never in 

history has poverty been eradicated so rapidly 

as it has been during our lifetimes. Moreover, 

individual income inequalities have been fall-

ing, and this is the first time they have fallen 

since the eve of the Industrial Revolution. The 

aggregate numbers have never looked better. 

Looking at the world distribution of income 

(WDI), the world is a better place.

Poverty and inequality are, of course, dif-

ficult to measure because of the arduousness 

of collecting data, the ambiguity of the defi-

nition of poverty, and debate concerning the 

proper unit of measures of both poverty and 

inequality. However, the mounting empirical 

evidence points to significant improvements 

in these two dimensions over the past two to 

three decades.

Although this is certainly good news, the 

analysis presented in this discussion also shows 

that, alongside these positive global trends, the 

continued deterioration of the economic situa-

tion of African countries is pushing up our mea-

sures of poverty rates and head counts in that 

continent. The positive economic income growth 

experienced by billions of Asian citizens, along 

with the negative growth experienced by the 

majority of Africans, has turned poverty, which 

used to be an essentially Asian phenomenon, 

into an essentially African problem.

MEASURING POVERTY
The empirical literature on cross-coun-

try convergence shows that the dispersion of 

incomes per capita across countries tends to 

increase over time, a phenomenon that Rob-

ert Barro and I have called σ-divergence.3 

Countries are useful units if we want to test 

growth theories because many of the policies 

or institutions considered by the theories are 

country-wide.

If we are interested in whether poor people’s 

standards of living improve more rapidly than 

rich people’s, however, then the correct unit is 

a person rather than a country: The evolution 

3  Robert J. Barro and Xavier Sala-i-Martin, 
“Convergence,” Journal of Political Economy, Vol. 
100, No. 2 (April 1992), pp. 223–251.

of China’s per capita income is more important 

than the evolution of Lesotho’s because China 

has a lot more people. In fact, China has almost 

twice as many citizens as all African countries 

combined, even though Africa has around 

35 independent states. There is no reason to 

downweight the well-being of a Chinese peas-

ant relative to a Senegalese farmer just because 

China’s population is larger than Senegal’s. The 

country analysis of the traditional convergence 

literature does not help to answer such ques-

tions as how many people in the world live in 

poverty, how poverty rates have changed over 

the past few decades, or whether inequalities 

across citizens are growing over time.

A better measure of the evolution of personal 

inequality is the population-weighted variance 

of the log of income per capita, as opposed to the 

simple variance of the log of income per capita, 

which gives the same weight to all countries 

regardless of population. The striking result is 

that the weighted variance does not increase 

monotonically over time. As shown by T. Paul 

Schultz and by Steve Dowrick and Muhammad 

Akmal,4 the weighted variance increases for 

most of the 1960s and 1970s but peaks in 1978. 

After that, the weighted variance declines, and 

this is rooted in the fact that China, with 20 per-

cent of the world’s population, has experienced 

large increases in per capita income. This effect 

was reinforced in the 1990s when India, with 

another 1 billion inhabitants, started its process 

of rapid growth.

Using population-weighted distributions of 

per capita income (from national accounts) is a 

step in the right direction, but it is not sufficient 

to provide accurate estimates of concepts like 

poverty rates or indexes of income inequality. 

These measures still miss within-country disper-

sion, a factor that needs to be included if sensible 

estimates of the WDI are to be constructed.

4  T. Paul Schultz, “Inequality and the 
Distribution of Personal Income in the World: How 
It Is Changing and Why,” Journal of Population 
Economics, Vol. 11, No. 3 (1998), pp. 307–344; Steve 
Dowrick and Muhammad Akmal, “Contradictory 
Trends in Global Income Inequality: A Tale of 
Two Biases,” mimeographed, Australian National 
University, March 2003.



By using population weights, researchers 

recognize that different countries have differ-

ent population sizes, but this alone is insuf-

ficient because it still implicitly assumes that 

all citizens of a country have the same level of 

income. This can yield misleading results. If the 

per capita income in a country were a couple 

of dollars above the poverty line, for example, 

researchers would conclude that no poor citi-

zens lived in that country. Similarly, they would 

tend to find dramatic declines in poverty rates 

as the income per capita of very populated 

countries grew from a few dollars below to a 

few dollars above the poverty line. Additional-

ly, in terms of inequality, population-weighted 

indexes of inequality could show a decline in 

overall global inequality, while the true indi-

vidual inequalities could be rising if within-

country inequalities increased sufficiently.

Incorporating information about within-

country income dispersion is problematic, how-

ever, because such information is not readily 

available—but there is hope. Klaus Deininger 

and Lyn Squire, for example, collected data from 

a large number of microeconomic surveys con-

ducted in a variety of countries over a period 

of 30 years,5 and the United Nations Universi-

ty’s World Institute for Development Research 

(UNU-WIDER) keeps an update of this collec-

tion. Although these surveys contain a large 

amount of information about the distribution 

of income (or expenditure) within many coun-

tries, however, they are still incomplete. Surveys 

do not exist for a number of economies, and for 

the countries for which surveys do exist, many 

years are missing. Nevertheless, this informa-

tion can and should be used to complement the 

population-weighted national accounts and to 

construct estimates of the WDI.

MEASURING THE WORLD 
DISTRIBUTION OF INCOME

I construct a WDI by estimating an annual 

income distribution for each of 138 countries 

and then integrating these country distributions 

5  Klaus Deininger and Lyn Squire, “A New Data 
Set Measuring Income Inequality,” World Bank 
Economic Review, Vol. 10 (1996), pp. 565–591.

for all levels of income.6 The starting point of 

the analysis is the population-weighted income 

per capita, which we will use as the mean of 

each country’s distribution. As a measure of 

income, I use the purchasing power parity–

adjusted GDP per capita from the Penn World 

Tables.7 One could anchor the country distribu-

tions to other measures of average income, such 

as the mean income from surveys. I choose not 

to do so for a variety of reasons, including (but 

not limited to) the lack of survey data for many 

countries and time periods. Since surveys are 

not available every year, if one used the mean 

income of those surveys to anchor the mean of 

the distribution, then one would have to “fore-

cast” the means for missing years. National 

accounts data, on the other hand, are reported 

by the Penn World Tables for all countries dur-

ing our sample period.

The mean of the distribution can be comple-

mented by adding within-country information 

on income distribution contained in microeco-

nomic income surveys reported by Deininger 

and Squire8 and extended with UNU-WIDER 

compilation. Non-parametric kernel density 

analysis is used to determine annual income 

distribution data for the various countries.

Once a distribution of income has been esti-

mated for each country/year, I construct an 

annual world distribution of income by inte-

grating all of the country distributions.9 Charts 

1 and 2 report the estimates of the density func-

tion for some of the largest countries as well as 

WDI for 1970 and 2000, respectively. For con-

venience, the charts also include a vertical line 

representing the equivalent annual income of 

$1 per day, a widely used measure of poverty 

that will be discussed below.

6  Xavier Sala-i-Martin, “The World Distribution 
of Income: Falling Poverty and…Convergence, 
Period,” Quarterly Journal of Economics, Vol. 121, 
No. 2 (May 2006), pp. 351–397.
7  Allan Heston, Robert Summers, and Bettina 
Aten, Penn World Table Version 6.1, Center for 
International Comparisons at the University of 
Pennsylvania, December 2002.
8  Deininger and Squire, “A New Data Set 
Measuring Income Inequality.”
9  Sala-i-Martin, “The World Distribution of 
Income.”
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An interesting aspect of the charts is that 

one can visually appreciate that a substantial 

part of individual income inequality across 

the world comes from differences in per capita 

incomes across countries rather than differ-

ences within countries. In other words, the 

distance between country distributions (say, 

the difference between the mean of the United 

States and China) seems to be much larger than 

the differences between rich and poor Ameri-

cans or rich and poor Chinese.

A quick comparison of Chart 1 and Chart 2 

reveals the following features. First, the WDI 

has shifted to the right. This, of course, reflects 

the fact that per capita GDP is much larger in 

2000 than in 1970. Second, it is not visually 

evident whether the WDI is more dispersed in 

1970 than in 2000. Third, if we analyze the rea-

sons for the WDI’s change in shape, we observe 

that a major change occurs in China, whose dis-

tribution both shifts dramatically to the right 

(China is getting richer) and increases in dis-

persion (China is becoming more unequal).

To see the evolution of the WDI over time, 

Chart 3 plots together the global distributions 

(without individual country functions) for 

1970, 1980, 1990, and 2000. It is now apparent 

that the distribution shifts rightward, implying 

that the incomes of the majority of the world’s 

citizens increased over time. It is also clear that 

the fraction of the overall area that lies to the 

left of the poverty line declines, which indi-

cates a reduction in poverty rates, and that 

the absolute area to the left of the poverty line 

also diminishes, which indicates an overall 

reduction in the number of poor citizens in the 

world. Again, the chart does not show clearly 

whether world income inequality increased 

or decreased, so precise measures of income 

inequality will have to be used if we want to 

discuss the evolution of inequality over the last 

three decades.

DEFINING POVERTY
Once we have a good estimate of the WDI, 

we can use it to estimate poverty rates and head 

counts. The first problem we encounter, how-

ever, is defining what we mean by poverty. For 

a long time, analysts identified poverty with 

the lack of physical means for survival. Thus, 

some attempted to define poverty in terms of 

a minimum required caloric intake. Other ana-

lysts define poverty in monetary terms: Poor 

people are those whose income (or consump-

tion) is less than a specified amount. Some 

attempts have been made to reconcile the two 



definitions by putting a monetary value on the 

minimum caloric intake.

Even if we agree that poverty should be 

defined in monetary terms, however, we would 

define a poverty threshold. In other words, at 

what level of income (or consumption) do we 

say that a person is poor? For example, the pov-

erty line used by the United Nations when it 

first proposed the Millennium Goals was $1 a 

day. The World Bank uses both $1-a-day and 

$2-a-day lines. Surjit Bhalla settles in the mid-

dle and prefers $1.50 per day.10 Lant Pritchett is 

more extreme and argues that the poverty line 

should be put at $15 per day.11

An additional problem concerns the “base-

line year.” If we are to compare poverty rates 

over time, we need to specify a particular pov-

erty line in constant prices—but with which 

baseline? The lack of precision as to what base-

line year a particular definition applies has 

enormous implications for estimates of pov-

10  Surjit S. Bhalla, Imagine There Is No Country 
(Washington, D.C.: Institute for International 
Economics, 2002).
11  Lant Pritchett, “One World, One World Bank, 
One Poverty Line: Proposing A New Standard for 
Poverty Reduction,” mimeographed, Center for 
Global Development, 2003.

erty rates and head counts and their evolution 

over time; the difference between the number 

of people who live with less than $340 and the 

number who live with less than $495 is in the 

hundreds of millions.

The fundamental problem is that the 

answers to all these questions deliver many 

possible definitions. All of them are reasonable 

and, to some extent, arbitrary. If we settle on a 

poverty line, then the number of poor people 

in the world can be readily estimated by inte-

grating the estimated WDI from minus infinity 

to a predetermined income threshold, known 

as the poverty line. Poverty rates can then be 

computed by dividing the total number of poor 

by the overall population.

POVERTY ESTIMATES
Since, as explained above, there is no agree-

ment on the level of income below which peo-

ple are poor, we use four different lines. The 

first is the most widely publicized poverty line: 

the World Bank’s $1-a-day line. Since the World 

Bank’s original poverty line was expressed in 

1985 prices, and given that our baseline year is 

1996, the corresponding annual income in our 

analysis is $495.

The survey data used to construct our WDI 
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are said to include systematic errors. In particu-

lar, it is believed that the rich tend to underre-

port their income relatively more than the poor 

do. If this is the case, then reanchoring the sur-

vey mean to the national accounts mean, as we 

do here, biases poverty estimates downwards, 

although it is not clear whether there are biases 

in the trend. Bhalla argues that this bias is best 

corrected not by using survey means, as done 

by the World Bank, but by adjusting the pov-

erty line by roughly 15 percent.12 If we increase 

the $495 poverty line by 15 percent, we get an 

annual income of $570.

We finally report two additional poverty 

lines: an annual income of $730 (roughly $2 a 

day in 1996 prices) and $1,140 per year (which 

is twice $570; since $570 was labeled the $1.50-

a-day line, we call this the $3-a-day line).

Using the original World Bank definition 

($495 annual income), the poverty rate declined 

from 15.4 percent of the world population in 

1970 to 5.7 percent in 2000, a decline of a factor 

of almost three. This is especially impressive 

given that, during the same period, world pop-

ulation increased by almost 50 percent, from 3.5 

12  Bhalla, Imagine There Is No Country.

billion to 5.5 billion. The implication is that the 

total number of poor citizens went from 534 

million to 322 million, a decline of 50 percent. 

It is interesting to note that the total number of 

people whose income is less than $1 a day is 

nowhere near the widely cited number of 1.2 

billion. Our estimates of $1 a day are between 

33 percent and 40 percent lower.

Using the $1.50-a-day line, we see a similar 

picture. The poverty rate fell from 20 percent 

to 7 percent, a decline of a factor close to 3. The 

poverty head count declined by about 300 mil-

lion people, from 700 million to a little less than 

400 million. In other words, the total number 

of poor people declined by about 56 percent 

in a period during which world population 

increased by 50 percent.

With the $2-a-day definition ($730 a year), 

the poverty rate was close to 30 percent in 1970 

and a little below 11 percent in 2000. Again, the 

poverty rate declined by a factor close to 3. The 

number of people whose income was less than 

$2 a day was just above 1 billion in 1970 and 

about 600 million in 2000, a decline of 400 mil-

lion, or 54 percent.

Finally, using the $3-a-day definition ($1,140 

a year), the poverty rate was 47 percent in 



1970 and 21 percent in 2000—again, a healthy 

decline over the past 30 years. The overall pov-

erty head count declined by more than 400 

million people, from 1.6 billion in 1970 to 1.2 

billion in 2000.

REGIONAL TRENDS IN POVERTY 
RATES

Despite the overall decline of global poverty 

rates, regional trends vary. With over 1.7 billion 

people in 2000, East Asia is the world’s most 

populous region, accounting for 30 percent of 

world population. Poverty rates in East Asia 

were close to one-third in 1970. By 2000, poverty 

rates had declined to a little less than 2.4 percent. 

In other words, poverty rates in East Asia were 

cut by a factor of 10. The poverty head count was 

reduced by over 300 million, from 350 million in 

1970 to 41 million in 2000. In 1970, 54 percent of 

the world’s poor lived in East Asia; by 2000, this 

fraction had fallen to only 9.4 percent.

The exact growth of income per capita in 

China is a key determinant of the reduction of 

worldwide poverty, given its large size and the 

remarkable rate at which it has reduced pov-

erty. Using only survey data, the World Bank 

estimates that $1-a-day consumption poverty 

in China fell from 53 percent in 1980 to 8 per-

cent in 2000.13

Although China is an important part of this 

success story with a decline in the poverty rate 

from 32 percent in 1970 to 3.1 percent in 2000, 

which accounts for 251 million people escap-

ing poverty, it is by no means the whole story. 

Indonesia’s poverty rate declined from 35 per-

cent in 1970 to 0.1 percent in 2000. Thailand, 

with a poverty rate over 23 percent in 1970, had 

practically eliminated poverty by 2000. In fact, 

with one exception, all of the countries in this 

region experienced reduction in poverty rates; 

the only country in which the poverty head 

count increased was Papua New Guinea.

South Asia is the second most populous 

region in the world, with 1.3 billion people 

in 2000, or 24 percent of the world’s popula-

13  Shaoua Chen and Martin Ravallion, “How Did 
the World’s Poorest Fare Since the Early 1980s?” 
World Bank Research Observer, Vol. 19, No. 2 (2004), 
pp. 141–170.

tion. The evolution of poverty in South Asia is 

similar to that in East Asia; the poverty rate fell 

from 30 percent in 1970 to 2.5 percent in 2000. 

Most of the decline in the poverty head count 

can be attributed to the success of the post-1980 

Indian economy; between 1970 and 1980, the 

total number of poor Indians actually increased 

by 15 million. This is not to say that the other 

countries in the region did not improve. With 

the exception of Nepal, all of the other coun-

tries also experienced a positive evolution of 

overall poverty.

The great Asian success contrasts dramati-

cally with the African tragedy. With a total 

population of just over 608 million, sub-Saha-

ran Africa is the third most populated region in 

our data set. In all, 41 countries are analyzed. 

Most of them had such dismal growth perfor-

mances that poverty increased throughout the 

continent. Overall, poverty rates in 1970 were 

similar to those in South Asia and East Asia at 

35 percent. By 2000, poverty rates in Africa had 

reached close to 50 percent, while those in Asia 

had declined to less than 3 percent. The three 

decades have been almost equally terrible; the 

poverty rate increased from 35.1 percent to 37.2 

percent in the 1970s, 43.7 percent in 1990, and 

48.8 percent in 2000. Within Africa, poverty 

head counts increased in all countries with the 

exception of Botswana, the Republic of Congo, 

and the islands of Mauritius, Cape Verde, and 

the Seychelles.

This disappointing performance, together 

with the great success of the other two poor 

regions of the world (East Asia and South Asia) 

means that the majority of the world’s poor 

now live in Africa. Indeed, Africa accounted for 

only 14.5 percent of the world’s poor in 1970. 

Today, despite the fact that Africa accounts for 

only 10 percent of the world’s population, it 

accounts for 67.8 percent of the world’s poor. 

As noted, poverty, once an essentially Asian 

phenomenon, has become an essentially Afri-

can phenomenon.

With close to 500 million people—about 

9 percent of the world’s population—Latin 

America has had a mixed performance over 

the past three decades. Poverty rates were cut 

by more than one-half between 1970 (poverty 
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rate of 10.3 percent) and 2000 (poverty rate of 

4.2 percent). This would be an optimistic pic-

ture were it not for the fact that all of the gains 

occurred during the first decade. Little prog-

ress has been achieved since then. Indeed, the 

poverty rate in Latin America grew from 3 per-

cent in 1980 to 4.1 percent in 1990. This mixed 

performance has meant that, although Latin 

America started from a superior position rela-

tive to both East Asia and South Asia, where 

poverty rates were well above 30 percent in 

1970, we see that poverty rates were larger in 

Latin America than in both Asian regions by 

2000. The fraction of the world’s poor that live 

in Latin America declined from 4.3 percent in 

1970 to 1.7 percent in 1980. It then increased to 

3.7 percent in 1990 and 4.8 percent by 2000.

Our sample of Middle Eastern and North 

African (MENA) countries has 220 million 

people, or 7.7 percent of the world’s sampled 

population in 2000. Poverty rates in MENA 

countries have declined over the past three 

decades. Although the starting point was better 

than those for East Asia, South Asia, and sub-

Saharan Africa, MENA has nevertheless man-

aged to reduce those rates even further.

Our final region is Eastern Europe and Cen-

tral Asia, which includes the USSR and (after 

1990) the former Soviet Republics. About 436 

million people inhabited this region in 2000. 

A lot has been written about the deteriora-

tion of living conditions in this region after 

the fall of Communism. The fact, however, 

is that, although poverty has increased since 

1990, the level of income in this region was so 

high to begin with that poverty rates were a lot 

smaller than they were in any of the regions 

analyzed up until now. The rate, which was 

at the already low level of 1.3 percent in 1970, 

had declined to 0.4 percent by 1980. It did not 

change at all during the 1980s and then more 

than doubled during the decade that followed 

the fall of Communism. The increase in poverty 

was the result of both a decline in per capita 

income and an increase in inequality within 

countries, but the starting level was so small in 

magnitude that, despite its doubling, the rate 

remained at 0.1 percent in 2000.

CONVERGENCE, PERIOD!
Researchers have long worried about world 

income inequality. Recently, policymakers 

have joined the debate. For example, in its 2001 

Human Development Report, the United Nations 

Development Programme (UNDP) argues that 

global income inequality has risen based on the 

following logic:14

•  Claim 1: “Income inequalities within coun-

tries have increased.”

•  Claim 2: “Income inequalities across coun-

tries have increased.”

•  Conclusion: “Global income inequalities have 

also increased.”

To document Claim 1, analysts collect the 

Gini coefficients, which measure inequality, 

for a number of countries. They notice that the 

Gini “increased in 45 countries and fell in 16.” 

To document the second claim, analysts go to 

the convergence/divergence literature and 

show that the Gini coefficient of per capita GDP 

across countries has been increasing unambig-

uously over the past 30 years. This increasing 

difference in per capita income across countries 

is a well-known phenomenon that empirical 

growth economists call “absolute divergence.”

Although it is true that within-country 

inequalities are increasing on average, and 

although it is also true that income per capita 

across countries has been diverging, the con-

clusion that global income inequality has risen 

does not follow logically from these premises. 

The reason is that Claim 1 refers to the income 

of “individuals” and Claim 2 refers to per capita 

incomes of “countries.” By adding two different 

concepts of inequality to analyze the evolution 

of world income inequality, the UNDP falls into 

the fallacy of comparing apples to oranges.

The argument would be correct if the con-

cept of inequality implicit in Claim 2 was not 

the level of income inequality across countries 

but, instead, the inequality across individuals 

that would exist in the world if all citizens in 

14  United Nations Development Programme, 
Human Development Report 2001, at http://hdr.undp.
org/reports/global/2001/en/.



each country had the same level of income but 

different countries had different levels of per 

capita income. The difference is that the cor-

rect statement would recognize that there are 

four Chinese citizens for every American so 

that the income per capita of China is assigned 

four times the weight. In other words, instead 

of using a measure of inequality in which each 

country’s income per capita is one data point, 

the correct measure would weight by the size 

of the country. The problem for the UNDP is 

that population-weighted measures of income 

inequality show a downward trend over the 

past 20 years. The question, then, is wheth-

er the decline in across-country individual 

inequality, correctly weighted by population, 

more than offsets the population-weighted 

average increase in within-country individual 

inequality.

Since we have estimated the WDI, we are 

well equipped to answer this question. Our 

analysis shows that, after having stagnated dur-

ing the 1970s, global income inequality started 

a two-decades-long process of decline. This 

change in trend is surprising because, according 

to François Bourguignon and Christian Mor-

rison, world income inequality had increased 

continuously over the preceding century and a 

half.15 What caused this reversal? The answer is 

the growth rate of some of the largest yet poor-

est countries: China, India, and the rest of Asia. 

We could say that in 1820, the whole world was 

poor. Slowly, the incomes of the 1 billion people 

(in population size in 2000) in what is today 

the Organisation for Economic Co-operation 

and Development (OECD) grew and diverged 

away from the incomes of the 5 billion people 

in the developing world. The dramatic growth 

rates of China, India, and the rest of Asia from 

the 1970s meant that the incomes of 3 billion to 

4 billion people started to converge with those 

of the OECD. This reduced worldwide income 

inequality for the first time in centuries because 

it more than offset the divergent incomes of 608 

million Africans.

15  François Bourguignon and Christian Morrison, 
“Inequality Among World Citizens: 1820–1992,” 
American Economic Review, Vol. 92, No. 4 (2002), pp. 
727–744.

In sum, the correct decomposition of 

inequality into “within-country” and “across-

country” components reflects that within-

country inequality increased over the sample 

period, as suggested by the UNDP reports. 

However, the decline in the correct measure of 

across-country inequality more than offset the 

first effect and delivered an overall reduction in 

global income inequality.

In 1997, Lant Pritchett famously described 

the evolution of income per capita across 

countries with the expression “divergence, big 

time.”16 Using a similarly spirited expression, 

we could say that our analysis shows that, if 

rather than considering GDP per capita across 

countries we analyze the incomes of individual 

citizens, the past two decades have witnessed 

an unambiguous process of “convergence, 

period!”

IS IT ALL ABOUT CHINA?
Critics have argued that the above results 

are all driven by China. They argue that when 

China is excluded from the analysis, world-

wide individual income inequalities increase. 

This is true: They increase by 4.4 percent. How-

ever, eliminating 22 percent of the data points 

(that is, excluding 1.58 billion citizens out of 

5.66 billion) in any empirical analysis can over-

turn any result. Moreover, this is not an excep-

tion: If we exclude the incomes of 22 percent of 

the citizens that have converged, the remaining 

incomes have obviously diverged.

We should not conclude, however, that all of 

our results are driven solely by China. They are 

driven by China—and all of the other people of 

the world. For example, if we exclude the Unit-

ed States (5 percent of the data points) from the 

analysis, the tendency for incomes to converge 

is reinforced. If we instead exclude the people 

of Africa (Africa has a total of 41 countries but, 

with 608 million people, only half as many 

people as China and thus accounts for 11 per-

cent of the data points), the decline in inequal-

ity is also reinforced. Finally, if we exclude 

16  Lant Pritchett, “Divergence, Big Time,” Journal 
of Economic Perspectives, Vol. 11, No. 3 (Summer 
1997), pp. 3–17.
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China, the United States, and Africa (which 

overall account for 2.1 billion people or 38 

percent of the data points), the Gini coefficient 

still declines by 1.32 percent. In other words, 

if we exclude the “main convergers” (namely 

China) and the “main divergers” (Africa and 

the United States), we still reach the conclusion 

that world income inequality has decreased 

over the past three decades.

The problem, therefore, is that unless the 

incomes of these African citizens begin to grow, 

and grow rapidly, world income inequality will 

start to rise again in a few years’ time.

THE WORLD IS A BETTER PLACE
The estimates of a WDI for the 1970–2000 

period result in a number of interesting 

lessons.

First, global poverty rates, defined as the 

fraction of the WDI below a certain poverty 

line, declined significantly over the past three 

decades. We have documented this claim for 

the four most widely used poverty thresholds. 

Poverty rates were cut by a factor of almost 

three, according to all four poverty lines, and 

the total decline in poverty head counts was 

between 212 million and 428 million people. 

We have shown that this is also true for all con-

ceivable poverty lines. (See Table 1.)

Second, the spectacular reduction of world-

wide poverty hides the uneven performance of 

various regions in the world. East and South 

Asia account for a large fraction of this success. 

Africa, on the other hand, seems to have moved 

in the opposite direction.

Third, after remaining constant during the 

1970s, inequality declined substantially during 

the past two decades. The main reason is that 

incomes of some of the world’s poorest and 

most populated countries (most notably China 

and India, but also many other countries in 

Asia) converged rapidly with the incomes of 

OECD citizens. This force has been larger than 

the divergence effect caused by the dismal per-

formance of African countries.

Fourth, the decomposition of inequality into 

TABLE I: Poverty Rates and Headcounts 
for Various Poverty Lines

Poverty Rates
Poverty Line 

Defi nition 1970 1975 1980 1985 1990 1995 2000
Change, 

1970–2000

$495 ($1/day)* 15.4% 14.0% 11.9% 8.8% 7.3% 6.2% 5.7% -0.01

$570 ($1.5/day) 20.2% 18.5% 15.9% 12.1% 10.0% 8.0% 7.0% -0.13

$730 ($2/day) 29.6% 27.5% 24.2% 19.3% 16.2% 12.6% 10.6% -0.19

$1,140 ($3/day) 46.6% 44.2% 40.3% 34.7% 30.7% 25.0% 21.1% -0.25

Poverty Headcounts (thousands of people)

1970 1975 1980 1985 1990 1995 2000
Change, 

1970–2000

World Population 3,472,485 3,830,514 4,175,420 4,539,477 4,938,177 5,305,563 5,660,343 2,187,858

Poverty Line 
Defi nition

$495 ($1/day)* 533,861 536,379 498,032 399,527 362,902 327,943 321,518 -212,343

$570 ($1.5/day) 699,896 708,825 665,781 548,533 495,221 424,627 398,403 -301,493

$730 ($2/day) 1,028,532 1,052,761 1,008,789 874,115 798,945 671,069 600,275 -428,257

$1,140 ($3/day) 1,616,772 1,691,184 1,681,712 1,575,415 1,517,778 1,327,635 1,197,080 -419,691

* World Bank poverty line.

Source: Xavier Sala-i-Martin, “The World Distribution of Income: Falling Poverty and…Convergence, Period,” Quarterly Journal of Economics, Vol. 121, 
No. 2 (May 2006), pp. 351–397.



“within-country” and “across-country” com-

ponents reflects that within-country inequality 

increased over the sample period. However, the 

decline in across-country inequality more than 

offset the first effect and delivered an overall 

reduction in global income inequality.

In 2000, the United Nations established the 

Millennium Development Goals. Kofi Annan 

challenged national leaders around the world 

to adopt the target “of halving the proportion 

of people living in extreme poverty, and so 

lifting more than 1 billion people out of it, by 

2015.”17 Table I shows that the $1.50 per day 

poverty rate in 1990 was 10 percent. The Mil-

lennium Development Goals will be achieved, 

therefore, when poverty rates are 5 percent, 

and we have seen that the poverty rate in 2000 

was 7 percent. Thus, when the goal was estab-

lished in 2000, the world was already 60 per-

cent of the way toward achieving it. The world 

might just be in better shape than many of our 

leaders believe.

17  See United Nations Web site at www.un.org/
millennium/sg/report/ch2.pdf.
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Chapter 2

The Urgent Need for Labor 

Freedom in Europe—

and the World

Johnny Munkhammar

F
or several weeks during the autumn of 

2005, riots raged in the streets of Paris. 

Every night, hundreds of cars were 

burned, shops were vandalized, and violence 

ruled. French President Jacques Chirac con-

cluded that his nation was suffering from a pro-

found “malaise,” a word that indeed captures 

the reality of economic and social problems in 

many European countries. After centuries of 

economic leadership, Europe must now face 

the truth that its governing institutions—espe-

cially its labor markets—are deeply flawed. 

Those who finally took to the streets, native 

and immigrant citizens alike, were severely 

affected by unemployment.

France may be the most stubborn defender 

of the so-called European social model, char-

acterized by vast government intervention in 

the economy, but many other governments in 

Western Europe are committed to the same phi-

losophy. Presidents and prime ministers devote 

speeches to nostalgic messages and promise to 

maintain and protect the existing social model. 

Their rhetoric translates into policies that are a 

new kind of protectionism for traditional jobs, 

a protectionism that is reflected in the wide-

spread official resistance to a single European 

Union (EU) market in services, disapprovals of 

business mergers, and an anxious debate about 

the “Polish plumber” representing free flows of 

labor within the EU.

We Europeans are clearly at a crossroads. 

Either we look to the future and learn from suc-

cessful market-oriented reforms, or we look 

back to the past and continue trying to shield 

old occupations from international economics. It 

is a choice between openness and protectionism, 

between modernization and nostalgia—indeed, 

between government intervention and freedom 

itself. The problems of Europe are not born over-

seas, but are innate to the process of internal eco-

nomic development and change. That is why a 

tighter adherence to a failing model will only 

exacerbate current problems and lead to more 

unrest in European cities. Rioting and decline is 

a destiny that no European wants to face.



28 2007 Index of Economic Freedom

Yet there is reason for optimism. Never 

before have so many countries been so deeply 

involved in the global economy, and the benefits 

of globalization—economic growth, employ-

ment, and competition—are ever clearer. Never 

before have so many countries made success-

ful free-market reforms, which is an inspira-

tion for others. Almost all European countries 

can point to at least one successful reform, and 

as we copy each other’s successes, the future 

should rapidly become much brighter.

In my view, of all the areas that are still in 

need of substantial reform, the most impor-

tant is the labor market. People—especially the 

young—want jobs and freedom, not depen-

dence on government.

THE LABOR MARKET AND OTHER 
MARKETS: A FUNDAMENTAL 
DIFFERENCE?

Critics have difficulty seeing labor as a mar-

ket like other markets. In the public debate, it 

is often assumed that there is a fundamental 

difference between the labor market and other 

markets. “Bananas can be traded freely in the 

market,” the argument goes, “but people are 

not bananas. In the labor market, we need gov-

ernment intervention.” Even assuming there is 

a difference, however, one might ask: Should 

bananas have more freedom than workers? Is 

the market for labor truly unique in the way 

that critics suggest?

My answer is no. The free market is a superi-

or institution for labor, yielding the best results 

for society and workers, just as the free mar-

ket has proven superior for virtually all other 

fields. Furthermore, government interven-

tion produces the same problems in the labor 

market that it produces in any other market. 

Finally, in a globalized world, a free labor mar-

ket is increasingly important as a way to make 

workers more competitive and, ultimately, bet-

ter compensated.

The addition of the new labor freedom fac-

tor to the 2007 Index of Economic Freedom is thus 

highly relevant. The elements that comprise 

this new category encompass several common 

restrictions on freedom that produce conse-

quences for the labor market. Freedom is just 

as essential in the labor market as it is in any 

other market; indeed, it is fundamental to the 

concept of economic freedom.

MARKET PRINCIPLES 
AND DEREGULATION

The core principle of a market is free, vol-

untary exchange. That principle has several 

components: free choice, free pricing, and free 

competition. Today, in scholarly research or 

policy debates, it is generally accepted that the 

free market leads to constant improvements. 

A thousand consumer goods compared over 

time reveal the relentless impact of competitive 

pressure for innovation, price reduction, and 

consumer prosperity. Consider the DVD disc 

technology now sweeping away the VHS tape, 

which itself was an innovation two decades 

ago.

A more profound lesson is that whole soci-

eties are similarly superior to others, at least in 

purely economic terms. A comparison between 

the free economies in Europe versus the central-

ly planned economies reveals much. A BMW is 

better than a Trabant, the poorly manufactured, 

expensive, and polluting cars made in the for-

mer East Germany.

Innovators and entrepreneurs compete to 

satisfy consumers. Free exchange is good in 

a town, better in a country, and best in every 

country: more minds, more ideas, more peo-

ple that want to create something new. The 

globalized economy has enlarged markets and 

increased specialization. Competition means 

lower consumer prices, a broader supply, and 

better quality. Improvements in everyday life 

on a global scale constantly confirm the text-

book theories.

The free market unleashes creativity and 

change. It has been estimated that three-quar-

ters of all products today did not exist in any 

form 100 years ago.1 Joseph Schumpeter ’s 

point about destruction of the old being a nec-

1  William D. Nordhaus, “Do Real-Output 
and Real-Wage Measures Capture Reality? The 
History of Lighting Suggests Not,” in Timothy 
F. Bresnahan and Robert J. Gordon, eds., The 
Economics of New Goods (Chicago: University of 
Chicago Press, 1997).



essary condition for creation of the new is both 

relevant and visible in society.2 Some 150 years 

ago in Western Europe, three-quarters of the 

population was employed in agriculture ver-

sus about 3 percent today, and today’s farmers 

produce more total output. Innovation in eco-

nomic efficiency is therefore interwoven with 

the changing composition of the labor force.

LABOR MARKET INTERVENTION 
IN THEORY

As the types of work and jobs changed dur-

ing the Industrial Revolution, governments 

required better general treatment of workers. A 

minimum wage became common, as did other 

regulations mandating that businesses limit the 

number of hours each worker could contribute 

per week. As prosperity advanced, so did the 

multitude and variety of labor regulations.

Government interventions in the labor mar-

ket are not limited to wages or hours; they also 

affect hiring and firing practices, workplace 

rules, safety, and even the kind of language 

allowed. In various ways, the interventions 

also decide how, with what, where, and when 

people work. Government also affects pricing 

through taxation and trade union privileges, 

notably collective bargaining. Finally, govern-

ments often mandate social insurance systems, 

such as pensions. Unlike many other govern-

ment programs, regulatory structures normal-

ly impose costs that are invisible to the public 

simply because they do not show up on gov-

ernment budgets.

Why do governments intervene in labor 

markets? Three possible explanations are com-

monly cited: (a) to make the labor market more 

efficient, implying greater per capita incomes; 

(b) to gain political power; or (c) as a natural 

consequence of different legal systems. A 2004 

Harvard study of 85 countries empirically 

tested the three theories and found no sup-

port for the efficiency theory. On the contrary, 

the researchers showed that heavy regulations 

in the labor market produced adverse conse-

quences for employment. But they did find 

2  Joseph Schumpeter, Capitalism, Socialism and 
Democracy (New York: Harper, 1975).

significant support for the other explanations: 

a clear connection between higher regulation 

and leftist governments and substantial evi-

dence that legal origin countries have more 

labor market regulations than common law 

countries.3

Countries with more left-leaning govern-

ments tend to enact stricter labor regulations, 

which yield adverse efficiency results. The 

main reason behind most of the interventions, 

however, is a perception of reality: the fear of 

a “race to the bottom.” In other words, pre-

venting “social dumping” motivates interven-

tion. Skeptics have long warned that wages 

and other working conditions will decline in a 

pure free market. This skepticism has roots in 

the Marxist notion of capitalism, which retains 

its appeal even though economic history has 

hardly been kind to the theory in practice.

In Western Europe, on average, wages are 

roughly 10 times higher today than they were 

a hundred years ago because our productiv-

ity today is that much higher. We produce, per 

person, 10 times more value, which is why we 

get more pay. If we had not increased produc-

tivity, no regulations or trade unions in the 

world could have created such tenfold wage 

increases. Moreover, if wages in a free market 

are set below productivity, a competitor will 

benefit from offering the employees a higher 

wage. Thus, “social dumping” is largely a 

myth. Those who argue that labor protections 

are essential for a higher quality of life should 

ponder this point, as well as the material mis-

ery of countries that embrace such policies.

Why else would the world’s highest wages be 

found in the United States, where the labor mar-

ket is relatively free and only some 10 percent 

of the labor force are members of trade unions?4 

Why else would multinational companies vol-

untarily pay workers in, for example, China 30 

percent higher wages on average than old, state-

owned, industries do? And why did the average 

3  Juan C. Botero, Simeon Djankov, Rafael La 
Porta, Florencio Lopez De Silanes, and Andrei 
Schleifer, “The Regulation of Labor,” The Quarterly 
Journal of Economics, November 2004.
4  See International Labor Organization Web site 
at http://laborsta.ilo.org/.
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wages rise by three times in foreign-owned com-

panies during the past 10 years?5 The desire to 

make a profit in a free market benefits not only 

consumers, but also workers.

Karl Marx and Friedrich Engels pointed out 

that capitalism—in 1848—had created more 

wealth than had been experienced by all pre-

vious human generations combined,6 but they 

thought that an elite group of capitalists would 

eventually capture all the wealth and leave 

workers poor. They were proven totally wrong. 

The global explosion of living standards—for 

all people, not just the rich—since that time is 

breathtaking, and it has happened to the larg-

est extent in countries that followed Marx’s and 

Engels’ recommendations the least.

RESULTS OF FREE MARKETS VS. 
INTERVENTION

Massive state interventions in the labor 

market are thus founded on a romantically 

appealing but scientifically void theory of how 

the market works. In practice, the distortions 

generated by limiting labor freedom follow 

suit. Europe happens to be a very telling show-

case for both regulation and deregulation in the 

labor market.

In Western Europe, the labor market is often 

highly regulated. The share of the working-age 

population employed in EU countries is only 

64 percent,7 and this really says little. “Work-

ing age” between the ages of 15 and 64 really 

should be redefined because people live very 

long and healthy lives today, compared to 

when the definition was established decades 

ago. The U.S., of course, is far from a free-mar-

ket heaven, but its labor market is freer than 

those found in most of Western Europe, and the 

U.S. employment rate is 72 percent.

5  Nicholas Lardy, “Do China’s Abusive Labor 
Practices Encourage Outsourcing and Drive Down 
American Wages?” testimony before the Senate 
Democratic Policy Committee, March 29, 2004.
6  Karl Marx and Friedrich Engels, The 
Communist Manifesto, 1848.
7  See European Commission, Eurostat Web site, 
at http://epp.eurostat.ec.europa.eu/portal/page?_pageid= 
1996,39140985&_dad=portal&_schema=PORTAL&
screen=detailref&language=en&product=STRIND_
EMPLOI&root=STRIND_EMPLOI/emploi/em011.

Consider that between 1970 and 2003, 

employment in the U.S. increased by 75 per-

cent. In France, Germany, and Italy, it increased 

by 26 percent.8 In 2004, only 13 percent of 

unemployed workers in the U.S. were unable 

to find a new job within 12 months; in the EU, 

the figure was 44 percent.9 In the EU, average 

youth unemployment is 17 percent. In the U.S., 

it is 10 percent.10

But the best comparisons can be made with-

in Europe itself. Denmark has an employment 

rate of 76 percent, but Poland is far lower at 

53 percent. Youth unemployment is above 20 

percent in Greece, Italy, Sweden, France, Bel-

gium, and Finland and below 8 percent in Ire-

land, the Netherlands, and Denmark.11 In the 

EU’s 15 member states, between 1995 and 2004, 

the development of employment was also very 

different between the countries. In Ireland, 

the Netherlands, and Spain, the increase in 

employment was the highest; in Germany and 

Austria, it was almost zero.12

What were the differences between the suc-

cessful countries and the others? First of all, 

the labor market was substantially freer in the 

countries that succeeded in creating new jobs.13 

Second, payroll and income taxes were more 

than 10 percentage points lower in the five best 

economies (in terms of job creation) compared 

to the five worst.14 Third, the levels of contri-

8  Olaf Gersemann, Cowboy Capitalism: European 
Myths, American Reality (Washington, D.C.: Cato 
Institute, 2004).
9  Diana Furchtgott-Roth, “What US Labor Laws 
Can Teach Europe,” Financial Times, August 11, 
2005.
10  See European Commission, Eurostat Web 
site, at http://epp.eurostat.ec.europa.eu/portal/page?_
pageid=1996,39140985&_dad=portal&_schema=
PORTAL&screen=detailref&language=en&product=
Yearlies_new_population&root=Yearlies_new_
population/C/C4/C42/ccb30992.
11  Ibid.
12  European Commission, Employment in Europe 
2005, at http://ec.europa.eu/employment_social/
employment_analysis/employ_2005_en.htm.
13  Marc A. Miles, Edwin J. Feulner, and Mary 
Anastasia O’Grady, 2005 Index of Economic Freedom 
(Washington, D.C.: The Heritage Foundation and 
Dow Jones & Company, Inc., 2005).
14  Organisation for Economic Co-operation and 
Development, Taxing Wages 2004–2005, at http://



bution from the state for unemployment and 

sick leave were lower in the best economies.15 

What the successful countries have in common 

are freer labor markets, lower taxes, and lower 

contributions.

A look at the results for various countries 

in the labor freedom category in the Index pro-

vides further proof of the connection between 

labor freedom and employment. Table 1 shows 

all of the nations of Europe, including their EU 

affiliations, ranked according to their labor 

freedom scores in the 2007 Index.

Countries like Georgia, the U.K., Switzer-

land, and Denmark enjoy higher scores in labor 

freedom and have experienced better employ-

ment outcomes generally. Countries with low 

scores like Germany, Italy, Portugal, and Swe-

den have suffered weak employment and out-

right stagnation.

Comparing the 15 countries that were mem-

bers of the EU in 1995–2004 to EU-25 and non-

EU countries is illustrative. In Britain, the labor 

market is relatively free and earns a score of 82.7 

percent, whereas in Sweden, it is highly regulat-

ed and earns a score of 52 percent, compared to 

the EU-15 average of 59.7 percent. The 10 coun-

tries that recently joined the EU have raised their 

average labor freedom by nearly a full point, but 

the scores of non-EU economies average nearly 

five full percentage points higher. Yet the aver-

age income between 1995 and 2004 grew by 29 

percent in Sweden, 37 percent in EU-15 coun-

tries, and 72 percent in Britain. The income of 

the poorest 10 percent of the population grew 

by only 10 percent in Sweden, compared to 59 

percent in Britain.16 The worst off were better off 

where the labor market was freer.

The larger lesson is that Europe’s more 

“advanced” economies have generally cre-

ated more complex restrictions on labor free-

dom in the name of protecting workers. This 

www.oecd.org/document/40/0,2340,en_2649_37427_
36330280_1_1_1_37427,00.html.
15  European Commission, MISSOC (Mutual 
Information System on Social Protection in the 
European Union), 2004.
16  Euromonitor, “World Income Distribution 
2006/2007,” at www.euromonitor.com/World_Income_
Distribution.

Table 1: Labor Freedom in Europe

EU15/EU25 Nation
Labor 

Freedom

Georgia 99.9 
EU-15 United Kingdom 82.7 

Armenia 80.9 
Switzerland 78.4 

EU-25 Czech Republic 77.2 
EU-15 Denmark 74.7 

Bulgaria 71.5 
EU-15 Belgium 70.5 
EU-15 Luxembourg 70.0 
EU-25 Cyprus 70.0 

Iceland 69.9
Russia 66.2

EU-25 Hungary 66.1
EU-15 France 65.9

Belarus 64.7
EU-25 Latvia 64.1
EU-25 Slovakia 62.5

Romania 61.4
Moldova 61.2
Albania 60.6

EU-15 Ireland 60.4
EU-25 Lithuania 60.1 
EU-25 Malta 60.0 
EU-15 Netherlands 59.2 

Macedonia 58.1 
EU-15 Italy 57.6 

Bosnia and Herzegovina 57.3 
EU-25 Poland 56.2 
EU-15 Germany 54.6 
EU-15 Finland 53.4 
EU-15 Spain 52.7 
EU-15 Sweden 52.0 

Croatia 52.0 
Ukraine 51.8 

EU-25 Estonia 51.2 
Norway 51.1 

EU-25 Slovenia 48.7 
EU-15 Greece 48.5 
EU-15 Austria 46.8 
EU-15 Portugal 46.0 

Turkey 45.4 
Averages

EU-15 59.7 
EU-25 60.4 

Non-EU 64.4 
Europe 62.0

Source: Tim Kane, Kim R. Holmes, and Mary Anastasia O’Grady, 2007 
Index of Economic Freedom (Washington, D.C.: The Heritage Foundation 
and Dow Jones & Company, Inc., 2007), at www.heritage.org/index.
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relative wealth has been a convenient excuse 

for stagnant growth and higher unemploy-

ment, but the apology is losing its validity as 

many Eastern and Middle European countries 

experiment successfully with freedom.

WHY REGULATION CREATES 
PROBLEMS

The problems in the countries with substan-

tial state interventions in the labor market are 

no coincidence. Despite numerous differences 

between all countries, there are many common 

features. One common experience is a mis-

match between labor supply and demand when 

restrictions and protections are forced onto the 

market by government. A highly simplified 

image of a local labor market may help to shed 

some light on causes and consequences.

Imagine that your neighbor, having broken a 

leg, wants your son’s help to mow his lawn. He 

is prepared to pay 20 euros, and your son is will-

ing to do the work for as little as 15 euros. But 

imagine the state demanding a 50 percent tax. 

The deal (and work) are taxed out of existence. 

Or suppose the government demands that the 

service be performed by a public monopoly, 

which perhaps charges above 20 euros. Again, 

your son is without work. Or a labor market 

regulation demands a minimum wage of 50 

euros, and the neighbor is not willing to pay 

that much. Again, nothing happens. Or a trade 

union is allowed to deny your son access to your 

neighbor’s lawn because he is not a member of 

their organization. The result: no job.

Reality, of course, is more complicated, but 

this example describes in principle some of the 

most common barriers created by governments 

in the labor market. The state uses force to raise 

barriers against free exchange and thereby cre-

ates unemployment—all in the name of some 

“social” policy. It is not difficult to understand 

why such limitations in the name of protection 

generate widespread youth unemployment 

and resentment, resulting in such outcomes 

as the Paris riots. And there are several ticking 

bombs like Paris in Western Europe.

In recent years, the Organisation for Eco-

nomic Co-operation and Development (OECD) 

has published a number of studies that confirm 

these connections in its member countries.17 

Government interventions in the labor market 

produce serious negative effects in terms of 

unemployment, especially among young peo-

ple and immigrants. To some extent, this is also 

the intention. Trade unions are a cartel dedicat-

ed to limiting competition. Regulations against 

firing workers prevent old jobs from being 

replaced by new ones. It is common knowledge 

that allowing such interventions does produce 

adverse effects, but some people seem ready to 

accept those effects—for example, in order to 

win elections.

OBSTACLES TO FREE-MARKET 
REFORM

When the government of France proposed a 

limited deregulation of the labor market, there 

were massive protests. Young people dem-

onstrated under slogans like “Regulation!” 

despite a youth unemployment rate of 22 per-

cent. Fears of neoliberalism were frequently 

mentioned. Some interpreted this as a lack of 

understanding among the young French, but 

there is every reason to believe that many of 

them knew exactly what they were saying. 

Many of them were educated and might well 

have felt certain that they would belong to the 

privileged group that would have secure jobs 

in the future, even if others did not.

This well-known phenomenon has been 

referred to as “insiders and outsiders.” Those 

on the inside are well protected and care more 

about remaining so than they do about the 

vast numbers of people on the outside. They 

17  Giuseppe Nicoletti and Stefano Scarpetta, 
“Product Market Reforms and Employment in 
OECD Countries,” Organisation for Economic Co-
operation and Development, Economics Department 
Working Paper No. 472, December 21, 2005; Andrea 
Bassanini and Romain Duval, “Employment 
Patterns in OECD Countries; Reassessing the 
Role of Policies and Institutions,” Organisation 
for Economic Co-operation and Development, 
Social, Employment and Migration Working Paper 
No. 35, June 2006; Boosting Jobs and Incomes—Policy 
Lessons from Reassessing the OECD Jobs Strategy, 
Organisation for Economic Co-operation and 
Development, June 15–16, 2006, at www.oecd.
org/document/19/0,2340,en_21571361_36276310_
36276371_1_1_1_1,00.html.



do not want to give up their own “cradle to 

the grave” security so that others can have a 

job. But in a global economy characterized by 

rapid change and constant restructuring, even 

formerly secure jobs become insecure; and in 

a regulated labor market with few new jobs, it 

is hard to find a new one. Labor market regu-

lations thus tend to create a double insecurity, 

both for insiders and outsiders.

A broader issue is that labor problems are 

largely the result of these policies, not some-

thing evil created by invisible forces. High 

taxes on workers make hiring more expensive 

and working less profitable. Fewer can afford to 

hire, and the desire to work decreases. Combine 

that with the possibility of getting contributions 

from the state for unemployment or sick leave 

at 80 percent–90 percent of the previous salary, 

and the result is a so-called unemployment trap 

in which the economic benefit of going from 

government support to work is very limited. 

Those who are permanently on the outside, 

however, such as people in early retirement, get 

lower amounts. The government takes a lot of 

money from those who work to pay millions to 

those who do not work, and the result should 

not surprise anyone: fewer people working to 

support a growing number of people who are 

dependent on the government.

FORCE LEADS TO MORE FORCE
A central idea of those who favor interven-

tion in the labor market is that people should 

not work for low wages. Subsidies, minimum 

wages, and collective bargaining are said to 

avoid this. The ultimate effect, however, is 

that people with low productivity become 

unemployed. These groups, which have 

grown in size in Western Europe, are often 

labelled something like “early retired” rather 

than “unemployed,” but no matter what they 

are called, the effect is the same: They are not 

allowed to work for low wages, so they have 

to live their lives dependent instead on low 

contributions from the state. In many reform-

ing countries, such people are allowed to work 

and, unlike their counterparts in regulated 

countries, may rise in competence and salary 

over time.

There is a tendency in Western Europe to 

ignore the fact that this system is the cause of 

many problems, and thus to avoid gradually 

liberalizing it. Instead, regulation tends to cre-

ate more regulation, and government force 

leads to more force. It has become clear to most 

politicians that productive activities create 

wealth, but since the current system puts bar-

riers in the way, too little work is performed. 

Many politicians also understand that big 

public welfare monopolies and social security 

will be hard to finance in the future, so they 

talk with increasing frequency about people 

“having to work more.” Instead of deregulat-

ing and making work more profitable, which 

would boost people’s willingness to work, they 

keep the regulations and talk about duty and 

discipline. This is contrary to national survival, 

not just to economic freedom.

PROTECTIONISM OR FREE 
MARKETS?

In Western Europe, the two most common 

fears are of companies moving out and people 

moving in. In turn, this triggers various pro-

tectionist opinions and policies. In France, 

such policies have been labelled “economic 

patriotism,” which is in fact a continuing de 
facto endorsement of big government, more 

intrusive regulations, and more barriers to the 

world. To a large extent, the fears are exagger-

ated: Not many jobs have left, and immigra-

tion has been limited, though both are likely to 

increase. Mainly, these fears are founded on a 

misunderstanding of the market and the effects 

of regulation.

It might be regarded as a weakness of free 

economies that it is impossible to say exact-

ly which new goods, services, and jobs will 

replace the old. In a centrally planned economy, 

bureaucrats can pretend to know exactly how 

many people they will put in different factories 

next year. But the illusion of certainty is not a 

strength, and uncertainty is not necessarily a 

weakness. Innovation and the uncoordinated 

demand of free people are a solid foundation 

in fact. Nor does this mean the future is impos-

sible to know. We can see broadly what kinds 

of production have increased as traditional 
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manufacturing employment has declined: in 

one word, services.

THE NEW JOBS
In recent decades, companies have rapidly 

been shedding manufacturing jobs throughout 

Western Europe. What emerges in their stead 

are service-sector occupations. About 70 per-

cent of the work force in Western Europe today 

is employed in the service sector. In Ireland, for 

example, employment in manufacturing has 

decreased by 10 percent since 2000, but total 

employment has risen by 10 percent. For every 

job lost, two new ones have been created; and 

as before, the new jobs are better, and wages 

are higher. We know now that the larger the 

share of services is in the economy, the higher 

the level of GDP per capita and the lower the 

level of unemployment.18

The single market for goods within the EU 

has created enormous prosperity and new 

jobs. A next logical step would be a single mar-

ket in services, but the European Parliament 

has approved only a watered-down services 

directive. Parliament removed sectors that 

would benefit the most from free trade in ser-

vices—health care and education—as well as 

the important and simplifying principle that 

allows countries to follow the regulations of 

their countries of origin. The gains could have 

been substantial indeed; studies have pointed 

to substantial gains in terms of increased eco-

nomic growth and employment. The watered-

down directive illustrates what happens when 

protectionism gains ground.

We have every reason to welcome the new. 

Logic dictates that the old must make way. If 

we lock up productive resources in the old 

sectors, the new economy cannot expand. 

This is always a painful process in the short 

run for those who are affected. What is a metal 

worker going to do when his job vanishes, 

whether it leaves the country or gets taken by 

a foreigner? We still do not have a society that 

makes gaining new competence and change 

18  World Bank, World Development Indicators 2005, 
at http://publications.worldbank.org/ecommerce/catalog/
product?item_id=631625.

profitable enough. The painful fact is that peo-

ple throughout Western Europe do not have 

enough new job opportunities. If their govern-

ments stopped focusing on how to protect old 

jobs, we could think more about how to facili-

tate change to the new.

The prime example of extreme protection-

ism is the European Agricultural Policy. It is 

a system of massive tax-paid subsidies, quo-

tas, tariffs, and regulations. What could have 

been a productive part of society, as agriculture 

became in New Zealand after deregulation, has 

instead become a burden. As industrial man-

ufacturing has evolved to utilize less labor, a 

terrible precedent has been established, and it 

haunts the policy debate. Manufacturing is, in 

that sense, the agriculture of our time.

GLOBALIZATION AND CHANGE
The global economy is a consequence of the 

fact that market theory has been spread to more 

parts of the world than ever before. Internation-

al trade and investment have increased sharply 

during the past 20 years. Barriers to trade and 

capital have been reduced. The global economy 

has been growing steadily.

The economic rise of China and India (with 

GDPs, respectively, that are 650 percent and 

350 percent higher today than they were in 

1980) has been analyzed extensively.19 So far, 

the number of Chinese that have entered the 

global work force has equaled the size of the 

U.S. work force, with 80 percent more Chinese 

on the way. Global poverty has been cut in half 

in 20 years, from 40 percent to 20 percent of 

the world’s population, using conservative 

estimates from the World Bank20 or distribu-

tional estimates from Xavier Sala-i-Martin.21 

GDP growth in poor countries that opened up 

19  Statistics from Central Statistical Organisation, 
India, International Monetary Fund, and 
Organisation for Economic Co-operation and 
Development.
20  Shaohua Chen and Martin Ravaillon, “How 
Have the World’s Poorest Fared Since the Early 
1980s?” World Bank Policy Research Working Paper 
No. 3341, 2004.
21  See, for example, Chapter 1, “Global 
Inequality Fades as the Global Economy Grows,” 
in this volume.



to the global economy averaged 5 percent dur-

ing the 1990s, whereas GDP in poor countries 

that were protectionist decreased by 1 percent 

a year.22

This has an obvious effect on Western labor 

markets. The emergence of developing coun-

tries creates new and wealthy markets for 

products from the U.S. and Europe. The fact 

that these countries gain competence and cre-

ate healthy business climates implies that they 

will be able to produce goods and services that 

they can make available to consumers in the 

U.S. and Europe. In turn, this enhances global 

specialization. Currently, quite a few manufac-

turing, information technology, and service jobs 

are moving to Southeast Asia. As the produc-

tivity of the people in these countries increases, 

even more high-skilled jobs are likely to depart. 

It is essential to recognize, however, that rising 

Asia is not stealing jobs, as in a zero sum game. 

Rather, the process of development is leading 

to gains in efficiency that result in less indus-

trial employment on net. Already, China has 

lost millions of manufacturing jobs.23

In a growing global economy, every coun-

try can become wealthier, but a country can-

not continue to produce the same goods and 

services when hundreds of millions of Chinese 

can do it for a fraction of the price. The same 

restructuring of the business sector and the 

labor market that has been going on for centu-

ries will accelerate, and a country that wants to 

be successful must have policies that facilitate 

that development as much as possible. Public 

monopolies, high taxes, labor market regula-

tions, and high public contributions to people 

who don’t work do the opposite.

DEMOGRAPHY AND CHANGE
The current problems in the labor market of 

Western Europe as a consequence of govern-

ment intervention may grow worse in a time 

of globalization. The other main trend, which 

22  Paul Collier and David Dollar, Globalization, 
Growth and Poverty: Building an Inclusive World 
Economy, World Bank, 2002.
23  John E. Hilsenrath and Rebecca Buckman, 
“Factory Employment Is Falling World-Wide,” The 
Wall Street Journal, October 20, 2003.

makes reform even more important, is the 

demographic situation. The average Europe-

an simply gets older. Fewer people are born, 

and we live longer. Some politicians seem to 

deplore this, because they oppose reform. Of 

course, the fact that we live longer and health-

ier lives on average is a sign of great progress, 

but it will nevertheless affect the labor market 

and government interventions, such as pen-

sions and health care.

In Germany, for example, it is estimated that 

the population will decrease from today’s 82 

million to 72 million in 2050. A similar trend 

is visible in many other European countries. If 

the same definition of “working age” is applied 

in the future, the population of working age in 

Germany will decrease from 56 million to 41 

million during the same period, and the popu-

lation of working age in Italy will decrease from 

39 million to 22 million. It might be said that it 

is hard to predict what the world will be like in 

45 years, but in fact everyone who will retire in 

2050 is already born. This has effects not only in 

terms of the number that work and how many 

they will have to support, but also in terms of 

growth. If the population decreases by 0.5 per-

cent a year and productivity rises by 0.5 per-

cent a year, growth is zero.24 Public expenditure 

would explode in several countries if nothing is 

done; in Spain, pension costs today amount to 

50 percent of public expenditure and would be 

80 percent by 2030 if nothing is done.25

Greater openness to immigration is often 

mentioned in this context, and of course it could 

increase the labor supply. But in time, immi-

grants also grow older. The real challenge is 

how older workers are treated and whether they 

have incentives to continue working if they are 

healthy in their later years. Today, when work-

ers retire later than the mandatory age, they lose 

benefits. The OECD has calculated the size of 

24  Gabriel Stein and Brian Reading, “Baby 
Boomer’s Poverty Trap: Continental/Japanese 
Ageing,” Monthly International Review, September 
2003.
25  Tito Boeri, “What Are the Options for Pension 
and Social Security Reforms in Europe?” paper 
presented at the 747th Wilton Park Conference, 
Germany, May 17–19, 2004.
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this loss, calling it a tax that amounts to between 

50 percent and 90 percent in various Western 

European countries. A free retirement age where 

the pension rises with the age of retirement does 

not punish people who want to work longer. In 

addition, the funding of health care and elderly 

care turns out to be a problem only if the govern-

ment continues to demand that those services be 

tax-funded. To the extent that such programs are 

funded privately, higher spending ceases to be 

a major concern. In other words, the perceived 

difficulties of funding programs for older work-

ers come not from the market, but from gov-

ernment intervention. Fortunately, reforms can 

solve that.

CONCLUSION
Labor freedom is in turmoil throughout 

Europe as the nations of the EU are forced to 

confront inefficiencies in their protectionist 

policies. In all relevant respects, the labor mar-

ket is not fundamentally different from other 

markets. Just as it is in so many other areas of 

human endeavor, the free market is superior 

when it comes to labor. Numerous theories and 

empirical studies confirm the counterproduc-

tive results of government intervention and the 

successes of deregulation.

In Western Europe, reality shows that there 

is a great need for liberalization in the labor 

market to allow more new jobs and prosper-

ity to develop. Viewed within the context of 

globalization and demographics, the need for 

reform is even stronger. It is also apparent that 

freedom in the labor market and better social 

conditions are not opposites. In fact, if the 

world wants to achieve both more jobs and bet-

ter living standards, freedom is essential.
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Chapter 3

Methodology: Measuring 
the 10 Economic Freedoms

William W. Beach and Tim Kane, Ph.D.

T
he Index of Economic Freedom is a simple 

average of 10 individual freedoms, each 

of which is vital to the development of 

personal and national prosperity. The fun-

damental right of property, for example, has 

been recognized for centuries by the great phi-

losophers of liberty such as Locke and Montes-

quieu as a bulwark of free people. Over time, 

scholars and practitioners have recognized 

many other freedoms as essential to economic 

liberty, including free trade, investment rights, 

and labor freedom.

As the first comprehensive study of eco-

nomic freedom ever published, the 1995 Index 
of Economic Freedom defined a method by which 

economic freedom could be rated and ranked 

in such vastly different places as Hong Kong 

and North Korea. It did so by identifying 10 

measurable freedoms for each country that in 

concert seem to matter most for the creation 

of wealth. Some of these freedoms are inter-

national in nature, measuring the extent of an 

economy’s openness to investment or trade. 

Most are internal in nature, assessing the lib-

erty of individuals to use their labor or finances 

without restraint.

Since 1995, the Index has grown and 

improved; other, similar studies have added 

to the effort. Each cross-country study offers 

a unique and profound contribution that has 

helped to shape the world being measured.1

DEFINING ECONOMIC FREEDOM
Economic freedom is that part of freedom 

that is concerned with the material autonomy 

of the individual in relation to the state and 

other organized groups. An individual is eco-

nomically free who can fully control his or her 

labor and property. This economic component 

1  See, for example, James D. Gwartney and 
Robert A. Lawson with Erik Gartzke, Economic 
Freedom of the World, 2005 Annual Report 
(Vancouver, Canada: Fraser Institute, 2005), and 
Richard E. Messick, World Survey of Economic 
Freedom: 1995–1996 (New Brunswick, N.J.: 
Transaction Publishers, 1996).
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of human liberty is related to—and perhaps a 

necessary condition for—political freedom, but 

it is also valuable as an end in itself.

The authors of the Index perceive economic 

freedom as a positive concept, recognizing that 

its traditional definition as an absence of govern-
ment coercion or constraint must also include a 

sense of liberty as distinct from anarchy. Gov-

ernments are instituted to create basic pro-

tections against the ravages of nature, so that 

positive economic rights such as property and 

contract are given social as well as individual 

defense against the destructive tendencies of 

others. The definition of economic freedom 

therefore encompasses all liberties and rights of 
production, distribution, or consumption of goods 
and services. The highest form of economic freedom 
provides an absolute right of property ownership, 
fully realized freedoms of movement for labor, capi-
tal, and goods, and an absolute absence of coercion 
or constraint of economic liberty beyond the extent 
necessary for citizens to protect and maintain lib-
erty itself. In other words, individuals are free to 

work, produce, consume, and invest in any way 

they please, and that freedom is both protected 

by the state and unconstrained by the state.

All government action involves coercion. 

Some minimal coercion is necessary for the citi-

zens of a community or nation to defend them-

selves, promote the evolution of civil society, 

and enjoy the fruits of their labor. This Lockean 

idea is embodied in the U.S. Constitution. For 

example, citizens are taxed to provide revenue 

for the protection of person and property as well 

as for a common defense. Most political theorists 

also accept that certain goods—what economists 

call “public goods”—can be supplied more con-

veniently by government than through private 

means. Of particular interest are those economic 

freedoms that are also public goods, such as the 

maintenance of a police force to protect prop-

erty rights, a monetary authority to maintain a 

sound currency, and an impartial judiciary to 

enforce contracts among parties.

When government coercion rises beyond 

the minimal level, however, it becomes corro-

sive to freedom—and the first freedom affected 

is economic freedom. Logically, an expansion 

of state power requires enforcement and there-

fore funding, which is extracted from the peo-

ple. Exactly where that line is crossed is open to 

reasoned debate.

Throughout history, governments have 

imposed a wide array of constraints on eco-

nomic activity. Constraining economic choice 

distorts and diminishes the production, distri-

bution, and consumption of goods and services 

(including, of course, labor services).2 The estab-

lishment of a price control is perhaps the clear-

est example of the distortionary effect of state 

coercion because of its well-known disruption 

of the equilibrium of supply and demand.

The 10 Economic Freedoms. Overall eco-

nomic freedom, defined by multiple rights and 

liberties, can be quantified as an index of less 

abstract components. The index we conceive 

uses 10 specific freedoms, some as composites 

of even further detailed and quantifiable com-

ponents. A detailed discussion of each of these 

factors and their component variables follows 

this overview.

•  Business freedom is the ability to create, 

operate, and close an enterprise quickly and 

easily. Burdensome, redundant regulatory 

rules are the most harmful barriers to busi-

ness freedom.

•  Trade freedom is a composite measure of 

the absence of tariff and non-tariff barriers 

that affect imports and exports of goods and 

services.

•  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.

•  Freedom from government is defined to 

include all government expenditures—

including consumption and transfers—and 

state-owned enterprises. Ideally, the state will 

2  “The property which every man has in his 
own labour, as it is the original foundation of 
all other property, so it is the most sacred and 
inviolable.” Adam Smith, An Inquiry into the Nature 
and Causes of the Wealth of Nations (New York: The 
Modern Library, 1937), pp. 121–122; fi rst published 
in 1776.



provide only true public goods, with an abso-

lute minimum of expenditure.

•  Fiscal freedom is a measure of the burden 

of government from the revenue side. It 

includes both the tax burden in terms of the 

top tax rate on income (individual and corpo-

rate separately) and the overall amount of tax 

revenue as portion of GDP.

•  Property rights is an assessment of the ability 

of individuals to accumulate private property, 

secured by clear laws that are fully enforced 

by the state.

•  Investment freedom is an assessment of 

the free flow of capital, especially foreign 

capital.

•  Financial freedom is a measure of banking 

security as well as independence from gov-

ernment control. State ownership of banks 

and other financial institutions such as insur-

er and capital markets is an inefficient bur-

den, and political favoritism has no place in a 

free capital market.

•  Freedom from corruption is based on quan-

titative data that assess the perception of 

corruption in the business environment, 

including levels of governmental legal, judi-

cial, and administrative corruption.

•  Labor freedom is a composite measure of the 

ability of workers and businesses to interact 

without restriction by the state.

Equal Weight. In the Index of Economic Free-
dom, all 10 factors are equally weighted in order 

not to bias the overall score toward any one fac-

tor or policy direction. As described earlier, eco-

nomic freedom is an end in itself. The ability of 

economic freedom to establish a foundation for 

the rapid development of wealth for the aver-

age citizen explains contemporary interest, but 

it is not a valid rationale to weight some com-

ponents over others. Nor would it be proper 

to weight the Index in a manner that caused 

the relation between democracy and economic 

freedom to be statistically stronger.

This is a common-sense approach. It is also 

consistent with the purpose of the Index: to 

reflect the balanced economic environment in 

every country surveyed. The Index has never 

been designed specifically to explain economic 

growth or any other dependent variable; that 

is ably done by empirical econometricians 

elsewhere.

Nor is it clear how the 10 economic freedoms 

interact. Is a 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? These 

are valid questions, and they are beyond the 

scope of our more fundamental mission. The 

Index, then, offers a simple composite based on 

an average of the 10 freedoms. It also offers the 

raw data for each factor so that others can study 

and weight and integrate as they see fit.

The Grading Scale. Each one of the 10 free-

doms is graded using a scale from 0 to 100, 

where 100 represents the maximum freedom. 

A score of 100 signifies an economic environ-

ment or set of policies that is most conducive 

to economic freedom. The grading scale is con-

tinuous, meaning that scores with decimals are 

possible. For example, a country could have a 

trade freedom score of 50.33. Many of the 10 

freedoms are based on quantitative data that 

are converted directly into a score. In the case of 

trade, a country with zero tariffs and zero non-

tariff barriers will have a trade freedom score of 

100. This will often be described using percent 

terminology.

In previous years, the Index used a scale of 

1 to 5, in which 1 represented the best score. 

All of the old scores have been converted seam-

lessly to the new scale. If a country had an over-

all score of 3.00 and a trade freedom score of 

2.00 in the year 1997, for example, those have 

been converted to 50 percent and 75 percent, 

respectively.3

Period of Study. For the current Index of 
Economic Freedom, the authors generally exam-

ined data for the period covering the second 

half of 2005 through the first half of 2006. To the 

extent possible, the information considered for 

each factor was current as of June 30, 2006. It is 

important to understand, however, that some 

factors are based on historical information. 

3  For detailed guidance on how the data in 
the Index can be used in statistical research, see 
www.heritage.org/research/features/index/downloads.
cfm#methodology.
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For example, the monetary freedom factor is 

a three-year weighted average rate of inflation 

from January 1, 2003, to December 31, 2005.

Sources. In evaluating the criteria for each 

factor, the authors have used a range of author-

itative sources. Because it would be unneces-

sarily cumbersome to cite all the sources used 

in scoring every single variable of each factor, 

unless otherwise noted, the major sources used 

in preparing the country summaries may be 

found below, in the introduction to Chapter 5, 

and in the list of Major Works Cited.

METHODOLOGY FOR THE 10 
ECONOMIC FREEDOMS

Freedom #1: Business Freedom
Business freedom is a quantitative mea-

sure of the ability to start, operate, and close a 

business that represents the overall burden as 

well as the efficiency of government regula-

tions. Regulations are a form of taxation that 

make it difficult for entrepreneurs to create 

value. Although many regulations hinder 

businesses, the most important are associated 

with licensing new companies and 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 minimal fee. In 

Hong Kong, for example, obtaining a business 

license requires filling out a single form, and 

the process can be completed in a few hours. In 

other countries, such as India and countries in 

parts of South America, the process involved 

in obtaining a business license requires end-

less trips to government offices and can take 

a year or more.

Once a business is open, government regu-

lation does not always subside; in some cases, 

it increases. Interestingly, two countries with 

the same set of regulations can impose dif-

ferent regulatory burdens. If one country, for 

instance, applies its regulations evenly and 

transparently, it lowers the regulatory burden 

because it enables businesses to make long-

term plans more easily. If the other applies reg-

ulations inconsistently, it raises the regulatory 

burden by creating an unpredictable business 

environment. Finally, regulations that make it 

difficult and expensive to close businesses are 

disincentives for entrepreneurs to start them in 

the first place.

Methodology. The business freedom score 

for each country is a number between 0 and 100 

percent, with 100 equaling the freest business 

environment. The score is based on 10 com-

ponents, all weighted equally, based on objec-

tive data from the World Bank’s Doing Business 

study:

• Starting a business—procedures (number);

• Starting a business—time (days);

•  Starting a business—cost (% of income per 

capita);

•  Starting a business—minimum capital (% of 

income per capita);

• Obtaining a license—procedures (number);

• 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).4

Each of these raw components is converted 

to a 0 to 100 scale, after which the average of the 

converted values is computed. The result repre-

sents 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 component, 

it could still receive a score as high as 90 based 

on scores in the other nine components.

Norway, for example, has the world’s high-

est business freedom score (97 percent), even 

though it is ranked 30th in overall freedom 

worldwide. Indeed, Norway receives scores of 

100 in nine of the 10 components, the exception 

being the 13 procedures required by the gov-

ernment for closing a business, which equates 

to a score of 69.8 percent for that component.

4  The recovery rate is a function of time and 
cost. However, the business freedom factor uses all 
three subvariables to emphasize closing a business, 
starting a business, and dealing with licenses 
equally.



Each component is converted to a 100 per-

cent scale using the following equation:

which is based on the ratio of the country data 

for each component relative to the world aver-

age, multiplied by 50. For example, on average 

worldwide, there are 18.16 procedures to close a 

business. Norway’s 13 procedures is a compo-

nent value better than the average, resulting in a 

ratio of 1.397. That ratio multiplied by 50 equals 

the final component score of 69.8 percent. The 

average country will receive a component score 

of 50 percent, whereas a country’s maximum 

component score is limited to 100 percent.

For the 12 countries that are not covered 

by the World Bank’s Doing Business study, the 

business freedom factor is scored by looking 

into business regulations based on qualitative 

information from reliable and internationally 

recognized sources.5

Sources. Unless otherwise noted, the 

authors used the following sources in deter-

mining business freedom scores, in order of 

priority: World Bank, Doing Business 2007: How 
to Reform; Economist Intelligence Unit, Coun-
try Report and Country Profile, 2004–2006; U.S. 

Department of Commerce, Country Commercial 
Guide, 2003, 2004, 2005, and 2006.

Freedom #2: Trade Freedom
Trade restrictions can take the form of taxes 

on imports and exports (known as tariffs), quo-

tas or outright bans on trade, and regulatory 

barriers. The degree to which government hin-

ders access to and the free flow of foreign com-

merce can have a direct bearing on the ability of 

individuals to pursue their economic goals.

Tariffs immediately and directly increase 

the prices that local consumers pay for foreign 

imports, and these price distortions change 

incentives, often indirectly pulling produc-

ers away from specializing in some goods 

5  Twelve countries are not covered by the 
World Bank’s Doing Business study: Bahamas, 
Bahrain, Barbados, Burma, Cuba, Cyprus, North 
Korea, Libya, Luxembourg, Malta, Qatar, and 
Turkmenistan.

and toward the blocked goods. By interfering 

with comparative advantage, trade restrictions 

impede economic growth. Also, tariffs make 

local citizens poorer by raising prices. In many 

cases, trade limitations put advanced technol-

ogy products and services beyond the reach 

of local people, limiting their own productive 

development.

Methodology. The trade freedom score is 

based two inputs:

• The trade-weighted average tariff rate and

• Non-tariff barriers (NTBs).

Weighted average tariffs are a purely quan-

titative measure and account for the basic cal-

culation of the score using an equation that is 

described below. The presence of NTBs in a 

country affects its trade freedom score by incur-

ring a penalty of up to 20 percentage points, or 

one-fifth of the maximum score.

Different imports entering a country can, 

and often do, face different tariffs. The weight-

ed average tariff uses weights for each tariff 

based on the share of imports for each good. 

This can be calculated by dividing the coun-

try’s total tariff revenue by the total value of 

imports. This weighted measure may under-

state the level of tariff protection because goods 

with high tariffs will have low trade weights. 

Furthermore, a tariff is counted toward the 

average level of protection only if an import 

actually occurred; thus, tariffs that are so high 

as to fully prevent imports are not captured. 

In contrast, the simple average tariff makes no 

distinction as to how much of each product is 

actually imported.

The weighted average tariff rate is convert-

ed to the base trade freedom score using this 

equation:

where TF
i 
represents the trade freedom in coun-

try i, Tariff
max 

and Tariff
min 

represent the upper 

and lower bounds for tariff rates, and Tariff
i
 

represents the weighted average tariff rate in 

country i. The minimum tariff is naturally zero, 
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and the upper bound was set as 50 percent. If 

applicable to country i, the NTB penalty of 20 

percentage points is then subtracted from the 

base score. The equation simplifies to:

As an example, France received a trade free-

dom score of 76.6 percent, as did over 20 other 

European Union countries that share a unified 

trade policy. The weighted average tariff of 1.7 

percent yields a base score 96.6 percent. The 

existence of significant NTBs, however, reduces 

the score by 20 percentage points.

Gathering data on tariffs to make a con-

sistent cross-country comparison can be 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 time a 

country reported its tariff data could have been 

as far back as 1993. To preserve consistency in 

grading the trade policy factor, the authors 

have decided to use the most recently reported 

weighted average tariff rate for a country from 

our primary source. If another reliable source 

reports more updated information on the coun-

try’s tariff rate, the authors note this fact and 

may review the grading of this factor if there is 

strong evidence that the most recently reported 

weighted average tariff rate is outdated.

The World Bank produces the world’s most 

comprehensive and consistent information on 

weighted average applied tariff rates. When 

the weighted average applied tariff rate is not 

available, the authors use the country’s average 

applied tariff rate; and when the country’s aver-

age applied tariff rate is not available, the authors 

use the weighted average or the simple average 

of most favored nation (MFN) tariff rates.6 The 

6  The most favored nation tariff rate is the 
“normal,” non-discriminatory tariff charged on 
imports of a good. In commercial diplomacy, 
exporters seek MFN treatment; that is, the promise 
that they will be treated as well as the most 
favored exporter. The MFN rule requires that the 
concession be extended to all other members of the 
World Trade Organization. MFN is now referred to 
as permanent normal trade relations (PNTR).

data for customs revenues and total imports 

may not be consolidated in just one source. In 

addition, in the very few cases in which data 

on duties and customs revenues are not avail-

able, the authors use data on international trade 

taxes instead. In all cases, the authors clarify the 

type of data used and the different sources for 

those data in the corresponding write-up for the 

trade policy factor. Sometimes, when none of 

this information is available, the authors simply 

analyze the overall tariff structure and estimate 

an effective tariff rate.

Sources. Unless otherwise noted, the authors 

used the following sources to determine scores 

for trade policy, in order of priority: World Bank, 

World Development Indicators 2005 and Data on 
Trade and Import Barriers: Trends in Average Tar-
iff Rates for Developing and Industrial Countries 
1981–2003; World Trade Organization, Trade 
Policy Reviews, 1995 to March 2005; Office of the 

U.S. Trade Representative, 2005 National Trade 
Estimate Report on Foreign Trade Barriers; U.S. 

Department of Commerce, Country Commercial 
Guide, 2004 and 2005; Economist Intelligence 

Unit, Country Report, Country Profile, and Country 
Commerce, 2004–2005 and 2005–2006; and official 

government publications of each country.

Freedom #3: Fiscal Freedom
A government can impose fiscal burdens on 

economic activity by generating revenue for 

itself, primarily through taxation but also from 

debt that ultimately must be paid off through 

taxation. Fiscal freedom is a quantitative mea-

sure of these burdens in which lower taxation 

translates as a higher level of fiscal freedom. 

The Index methodology includes the top mar-

ginal tax rates on individual and corporate 

income, as well as a measure of total tax rev-

enue as a portion of gross domestic product 

(GDP).

The marginal tax rate confronting an indi-

vidual is, in effect, the price paid for supplying 

the next economic effort or engagement in an 

entrepreneurial venture. What remains after 

the tax is subtracted are the rewards of the 

effort. The higher the price of effort or entrepre-

neurship, the lower the rewards—and the less 

often such effort will be undertaken. Higher tax 



rates interfere with the ability of individuals to 

pursue their goals in the marketplace.

While individual and corporate income 

tax rates are important to economic freedom, 

they are not a comprehensive measure of the 

tax burden. First, they do not include the many 

other taxes such as payroll, sales, and excise 

taxes, tariffs, and the value-added tax (VAT). 

One way to capture all taxation is to measure 

total government revenues from all forms of 

taxation as a percentage of total GDP.

Methodology. Fiscal freedom is composed 

of three quantitative components in equal 

measure:

• The top tax rate on individual income,

• The top tax rate on corporate income, and

• Total tax revenue as a percentage of GDP.

In scoring the fiscal freedom factor, each of 

these numerical variables is weighted equally 

as one-third of the factor. This equal weighting 

allows a country to achieve a score as high as 67 

percent based on two of the components even if 

it receives a score of 0 percent on the third.

The economics of public finance are unam-

biguous on the effect of taxation, using simple 

supply and demand. A doubling of the tax rate 

quadruples the economic cost to society of lost 

market activity. This is known as deadweight 

loss because it is not value gained by govern-

ment, but simply prosperity that is destroyed. 

This happens because the price wedge cre-

ated by taxation separates optimal supply and 

demand and diminishes the quantity of goods 

exchanged. In the extreme, raising tax rates will 

decrease tax revenue itself, as famously dem-

onstrated by the Laffer curve. Therefore, the 

scoring of fiscal freedom is calculated with a 

quadratic cost function. Each of the component 

pieces of data is converted to a 100-point scale 

using this quadratic equation:

where FF
ij 

represents the fiscal freedom in 

country i for component j and Component
ij
 

represents the raw percentage value (a number 

between 0 and 1) in country i for component 

j. The minimum score for each component 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 components irrelevant.

As an example, in the 2007 Index, the Baha-

mas has no tax on individual or corporate 

income, so two of the components equal 100. 

However, overall tax revenue as a portion of 

GDP in the Bahamas is 16 percent, or 0.16, 

yielding a revenue component score of 94.9. 

When the three component freedoms are aver-

aged together, you get the Bahamas’ overall fis-

cal freedom score of 98.3 percent, which is the 

world’s 7th best fiscal freedom score.

Sources. Unless otherwise noted, the 

authors used the following sources for infor-

mation on taxation, in order of priority: Ernst 

& Young, The Global Executive and Worldwide 
Corporate Tax Guide 2005–2006; Deloitte, Coun-
try Snapshot, 2005–2006, and Corporate Tax Rates 
at a Glance; International Monetary Fund (IMF), 

Staff Country Report, Selected Issues and Statis-
tical Appendix, 2002 to 2006; investment agen-

cies; and other governmental authorities (i.e., 

embassy confirmations and/or the country’s 

treasury or tax authority). For information 

on tax revenue as a percentage of GDP, the 

authors’ primary sources were Organisation 

for Economic Co-operation and Development 

data (for member countries); African Devel-

opment Bank; International Monetary Fund, 

Staff Country Report, Selected Issues and Sta-
tistical Appendix, 2002 to 2006; Asian Develop-

ment Bank, Key Indicators of Developing Asian 
and Pacific Countries 2005; official government 

publications of each country; and individual 

contacts from government agencies and mul-

tinational organizations such as the IMF and 

World Bank.

Freedom #4:  Freedom from 
Government

The burden of excessive government is a cen-

tral issue in economic freedom, both in terms 

of generating revenue (see fiscal freedom) and 

in terms of expenditure. After a major meth-

odology review, the 2007 Index is adopting the 

newly named freedom from government factor 
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to measure the level of government spending 

and control in one place.7 The revised factor 

considers both the level of government expen-

ditures as a percentage of GDP and the share 

of government revenue from state-owned 

enterprises and property. Government expen-

ditures—including consumption and trans-

fers—account for two-thirds of the score, and 

revenue from state-owned enterprises and 

properties accounts for the remainder.

Government expenditures are often justified 

in terms of “public goods” that are provided 

efficiently by the state rather than by the mar-

ket. There is also a justification for correcting 

market failures through government action. 

Economists recognize another kind of system-

ic failure as well: a tendency for government 

failure whereby the state becomes inefficient, 

bureaucratic, and even harmful to productivity. 

Government expenditures necessarily compete 

with private agents and interfere in market 

prices by overstimulating demand and poten-

tially diverting resources through a crowding-

out effect. In extreme cases, governments can 

coerce goods and capital out of markets alto-

gether, driving up interest rates and inflation. 

Distortions in markets occur whenever the 

purpose of the government’s expenditure is to 

acquire resources for its own purposes (govern-

ment consumption) or for transfer payments.

For these reasons, the new methodology 

treats zero government spending as the ideal 

level. Since some level of government expendi-

tures represents public goods, setting the ideal 

level greater than zero, where anything more or 

less than this ideal level of government expen-

ditures (e.g., 10 percent) would receive a lower 

score, was considered. Ultimately, choosing a 

non-zero ideal level seems too arbitrary, static, 

and difficult to apply universally. Moreover, 

governments with no public goods will be 

penalized by lower scores in the other factors 

(such as property rights and financial freedom) 

that measure public goods institutions. As a 

compromise, the new scale for scoring govern-

7  In previous years’ Index methodology, 
expenditure measures were considered in two 
different places: the fi scal burden of government 
factor and the government intervention factor.

ment spending is non-linear, which means that 

government spending that is close to zero is 

not significantly penalized, while levels of gov-

ernment exceeding 30 percent of GDP receive 

much worse scores in a quadratic fashion (e.g., 

doubling spending yields four times less free-

dom), so that only really large governments 

receive very negative scores.

The government’s appetite for private 

resources affects both economic freedom and 

economic growth. Even if a state-managed 

economy achieves fast growth through heavy 

expenditure, it diminishes freedom in the pro-

cess and can create long-term damage to a 

country’s growth potential.

Methodology. Scoring of the freedom 

from government factor is based on two 

components:

•  Government expenditures as a percentage of 

GDP and

•  Revenues generated by state-owned enter-

prises (SOEs) and property as a percentage of 

total government revenue.

Government expenditure as a percentage 

of GDP is weighted as two-thirds of the free-

dom from government factor score, and rev-

enue from SOEs is weighted as one-third. In 

cases where SOE data do not exist, the data are 

excluded from the factor score.

A non-linear quadratic cost function is used 

to calculate the expenditures score, and a sim-

ple subtraction function is used for the SOE 

score. The expenditure equation is:

where GE
i 
represents the government expen-

diture score in country i, Expenditures
i
 repre-

sents the total amount of government spending 

at all levels as a portion of GDP (between 0 and 

1), and C is a constant to control for variation 

among scores (set at 3500). The minimum com-

ponent score is zero.

For example, Israel has a freedom from gov-

ernment score of 60.0 percent, which is driven 

largely by high government expenditures that 

equal 40.8 percent of GDP, yielding a compo-



nent score of 41.7. The other component for SOE 

has a score of 96.5, which is 100 minus the 3.5 

percent of SOE revenue collected. In contrast, 

Hong Kong has an expenditure level of 18.3 

percent of GDP, for a component score of 88.3, 

but its SOE is so low that its overall freedom 

from government score is 91.6 percent—the 8th 

highest in the world.

In most cases, general government expendi-

ture data include all levels of government such 

as federal, state, and local. In cases where gen-

eral government spending data are not avail-

able, data on central government expenditure 

are used instead. Often, data for the share of 

total revenues from state-owned enterprises 

and government ownership of property are 

not readily available. In these cases, the authors 

look both for data on total revenues from state-

owned enterprises and property and for data on 

total government revenues and then calculate 

the percentage of total revenues that is attribut-

able to revenues from state-owned enterprises 

and property.

Sources. Unless otherwise noted, the authors 

used the following sources for information on 

government intervention in the economy, in 

order of priority: World Bank, World Develop-
ment Indicators 2006 and Country at a Glance 

tables; official government publications of each 

country; Economist Intelligence Unit, Country 
Report and Country Profile, 2004–2006; Inter-

national Monetary Fund, Government Finance 
Statistics April 2006 on CD–ROM; Organisation 

for Economic Co-operation and Development 

data (for member countries); African Develop-

ment Bank; International Monetary Fund, Staff 

Country Report, Selected Issues and Statistical 
Appendix, 2002 to 2006; Asian Development 

Bank, Key Indicators 2005; and U.S. Department 

of Commerce, Country Commercial Guide, 2003, 

2004, 2005, and 2006.

Freedom #5: Monetary Freedom
Monetary freedom is to market economics 

what free speech is to democracy. Free people 

need a steady and reliable currency as a medi-

um of exchange and store of value. Without 

monetary freedom, it is difficult to create long-

term value.

A country’s currency is controlled largely by 

the monetary policy of its government. With a 

monetary policy that endeavors to maintain 

stability, people can rely on market prices for 

the foreseeable future. Investment, savings, 

and other longer-term plans are easier to make, 

and individuals enjoy greater economic free-

dom. Inflation not only confiscates wealth like 

an invisible tax, but also distorts pricing, misal-

locates resources, raises the cost of doing busi-

ness, and undermines a free society.

There is no singularly accepted theory of the 

right monetary institutions for a free society. 

At one time, the gold standard enjoyed wide-

spread support, but this is no longer the case. 

What characterizes almost all monetary theo-

rists today, however, is support for low infla-

tion and an independent central bank. There is 

a powerful consensus among economists that 

price controls corrupt market efficiency and 

that measured inflation in the face of wide-

spread price controls is essentially impossible 

since the price signal can no longer equate sup-

ply and demand.

Methodology. The score for the monetary 

freedom factor is based on two components:

•  The weighted average inflation rate for the 

most recent three years and

• Price controls.

The weighted average inflation (WAI) rate for 

the most recent three years serves as the primary 

input into an equation that generates the base 

score for monetary freedom (MF). The extent of 

price controls is then assessed as a penalty of up 

to 20 percent subtracted from the base score. The 

two equations used to convert inflation into the 

policy score for a given year are:

where Θ
1 

through Θ
3
 (thetas 1–3) represent 

three numbers that sum to 1 and are exponen-

tially smaller in sequence (in this case, values of 
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0.665, 0.245, and 0.090, respectively); Inflation
it
 

is the absolute value of the annual inflation rate 

in country i during year t as measured by the 

consumer price index; d represents a constant 

that stabilizes the variance of scores; and the 

PC penalty is an assigned value of 0–20 per-

centage points based on the extent of price con-

trols. The convex (square root) functional form 

was chosen to create separation among coun-

tries with low inflation rates; 128 of 161 coun-

tries had weighted average inflation under 10 

percent in absolute value. A concave functional 

form would essentially treat all hyperinflations 

as equally bad, whether they were 100 percent 

price increases annually or 100,000 percent, 

whereas the square root provides much more 

gradation. The constant d is set to equal 6.333, 

which converts a 10 percent inflation rate into 

a freedom score of 80.0 and a 2 percent inflation 

rate into a score of 91.0.

Sources. Unless otherwise noted, the 

authors used the following sources for data on 

monetary policy, in order of priority: Interna-

tional Monetary Fund, International Financial 
Statistics On-line; International Monetary Fund, 

2006 World Economic Outlook; and Economist 

Intelligence Unit, Country Report, 1999 to 2006, 

and Country Profile, 2004–2006.

Freedom #6: Investment Freedom
Restrictions on foreign investment limit the 

inflow of capital and thus limit economic free-

dom. By contrast, little or no restriction of for-

eign investment enhances economic freedom 

because foreign investment provides funds for 

economic expansion. By its nature, capital will 

flow to where it is most needed and the returns 

are greatest. State action to redirect the flow of 

capital is an imposition on both the freedom 

of the investor and the people seeking capital. 

For this factor, the more restrictions a country 

imposes on foreign and domestic investment, 

the lower its level of economic freedom.

Methodology. This factor scrutinizes each 

country’s policies toward foreign investment, 

as well as its policies toward capital flows inter-

nally, in order to determine its overall invest-

ment climate. The authors assess all countries 

using the same rubric.

Questions examined include whether there 

is a foreign investment code that defines the 

country’s investment laws and procedures; 

whether the government encourages foreign 

investment through fair and equitable treat-

ment of investors; whether there are restric-

tions on access to foreign exchange; whether 

foreign firms are treated the same as domestic 

firms under the law; whether the government 

imposes restrictions on payments, transfers, 

and capital transactions; and whether specific 

industries are closed to foreign investment. The 

following criteria are used:

•  100%—Foreign investment (FI) is encour-

aged and treated the same as domestic 

investment, with a simple and transparent 

FI code and a professional, efficient bureau-

cracy. There are no restrictions in sectors 

related to national security or real estate. 

No expropriation is allowed. Both residents 

and non-residents have access to foreign 

exchange and may conduct international 

payments. Transfers or capital transactions 

face no restrictions.

•  90%—Same as above with the following 

exceptions: There are very few restrictions on 

FI in sectors related to national security. There 

are legal guarantees against expropriation of 

property. Transfers or capital transactions are 

subject to virtually no restrictions.

•  80%—Same as above with the following 

exceptions: A transparent FI code is subject 

to minimal bureaucratic or other informal 

impediments. There are very few restrictions 

on foreign exchange. Transfers or capital trans-

actions are subject to very few restrictions.

•  70%—Same as above with the following 

exceptions: There are some restrictions on 

FI through general rules or in a few sectors 

such as utilities, natural resources, or national 

security. There are a few restrictions on access 

to foreign exchange or the ability to conduct 

international payments.

•  60%—Same as above with the following 

exceptions: FI is generally encouraged but 

may not receive equal treatment in a few sec-

tors. The FI code is somewhat non-transparent 

and/or FI faces bureaucratic impediments. 



Expropriation of property is highly unlikely, 

and the government guarantees compensa-

tion. Transfers or capital transactions are sub-

ject to some restrictions.

•  50%—Same as above with the following 

exceptions: Foreign investors face restrictions 

on their ability to purchase real estate. All 

investors face bureaucratic impediments and 

corruption. Residents and/or non-residents 

face some restrictions on access to foreign 

exchange or their ability to conduct interna-

tional payments. Transfers or capital transac-

tions are subject to obvious restrictions.

•  40%—Same as above with the following 

exceptions: FI is somewhat restricted, the FI 

code is somewhat discriminatory, and FI is 

restricted outright in some sectors. Expro-

priation of property is rare. Transfers and 

capital transactions are subject to significant 

restrictions.

•  30%—Same as above with the following 

exceptions: FI is significantly restricted, the 

FI code is discriminatory, and foreign inves-

tors may purchase real estate only in limited 

circumstances. All investors face significant 

bureaucratic impediments and corruption. 

Residents and non-residents face strict restric-

tions on access to foreign exchange, and the 

government imposes many controls on inter-

national payments.

•  20%—Same as above with the following 

exceptions: FI is discouraged and prohibited 

in many sectors, the FI code is discriminatory, 

and the approval process is opaque and sub-

ject to widespread corruption. Few sectors 

are open to FI. Expropriation of property is 

common. The government imposes extensive 

controls on international payments, transfers, 

and capital transactions.

•  10%—Same as above with the following 

exceptions: Foreign investors may not pur-

chase real estate. The government controls or 

prohibits most international payments, trans-

fers, and capital transactions.

•  0%—Same as above with the following 

exceptions: FI is prohibited, foreigners may 

not own real estate, and the government pro-

hibits international payments, transfers, and 

capital transactions.

Sources. Unless otherwise noted, the authors 

used the following sources for data on capital 

flows and foreign investment, in order of pri-

ority: International Monetary Fund, Annual 
Report on Exchange Arrangements and Exchange 
Restrictions 2005; official government publica-

tions of each country; Economist Intelligence 

Unit, Country Commerce, Country Profile, and 

Country Report, 2005 and 2006; Office of the U.S. 

Trade Representative, 2006 National Trade Esti-
mate Report on Foreign Trade Barriers; and U.S. 

Department of Commerce, Country Commercial 
Guide, 2005 and 2006.

Freedom #7: Financial Freedom
In most countries, banks provide the essen-

tial financial services that facilitate economic 

growth; they lend money to start businesses, pur-

chase homes, and secure credit for the purchase 

of durable consumer goods. Banks also furnish 

a safe place in which individuals can store their 

savings. Greater direct control of banks by gov-

ernment is a threat to these functions because 

government interference can introduce ineffi-

ciencies and outright corruption. Heavy bank 

regulation reduces opportunities and restricts 

economic freedom; therefore, the more a gov-

ernment restricts its banking sector, the lower 

its economic freedom score will be.

It should be noted that virtually all countries 

provide some type of prudential supervision of 

banks and other financial services. This super-

vision serves two major purposes: ensuring the 

safety and soundness of the financial system 

and ensuring that financial services firms meet 

basic fiduciary responsibilities. Ultimately, this 

task falls under a government’s duty to enforce 

contracts and protect its citizens against fraud 

by requiring financial institutions to publish 

their financial statements and relevant data, 

verified by independent audit, so that borrow-

ers, depositors, and other financial actors can 

make informed choices.

In a free banking environment, the market-

place should be the primary source of protec-

tion through such institutions as independent 

auditors and information services. Such over-

sight is distinguished from burdensome or 

intrusive government regulation or government 

 Chapter 3 47



48 2007 Index of Economic Freedom

 ownership of banks, both of which interfere 

with market provision of financial services to 

consumers. It is such government intervention 

in the market, not the market itself, that limits 

economic freedom and causes a country’s grade 

for this factor to be worse than it might other-

wise be.

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 a result, 

the authors take related non-banking financial 

services, such as insurance and securities, into 

consideration when grading this factor. As with 

the banking system, aside from basic provisions 

to enforce contractual obligations and prevent 

fraud, increased government intervention in 

these areas undermines economic freedom 

and inhibits the ability of non-banking finan-

cial services to contribute to economic growth. 

If the government intervenes in the stock mar-

ket, it contravenes the choices of millions of 

individuals by interfering with the pricing of 

capital—the most critical function of a market 

economy. Equity markets measure, on a con-

tinual basis, the expected profits and losses in 

publicly held companies. This measurement is 

essential in allocating capital resources to their 

highest-valued uses and thereby satisfying 

consumers’ most urgent requirements. Simi-

larly, government ownership or intervention 

in the insurance sector undermines the ability 

of providers to make available those services at 

prices based on risk and market conditions.

Methodology. The financial freedom factor 

measures the relative openness of each country’s 

banking and financial system. The authors score 

this factor by determining the extent of govern-

ment regulation of financial services; the extent 

of state intervention in banks and other financial 

services; the difficulty of opening and operating 

financial services firms (for both domestic and 

foreign individuals); and government influence 

on the allocation of credit. The authors use this 

analysis to develop a description of the country’s 

financial climate and assign it an overall score 

between 0 percent and 100 percent. The follow-

ing criteria are used in determining a country’s 

score for this factor:

•  100%—Negligible government influence. 
Independent central bank supervision and 

regulation of financial institutions are limited 

to enforcing contractual obligations and pre-

venting fraud. Credit is allocated on market 

terms. The government does not own finan-

cial institutions. Financial institutions may 

engage in all types of financial services. Banks 

are free to issue competitive notes, extend 

credit and accept deposits, and conduct oper-

ations in foreign currencies. Foreign financial 

institutions operate freely and are treated the 

same as domestic institutions.

•  90%—Minimal government influence. Same 

as above with the following exceptions: Inde-

pendent central bank supervision and regula-

tion of financial institutions are minimal but 

may extend beyond enforcing contractual 

obligations and preventing fraud.

•  80%—Nominal government influence. Same 

as above with the following exceptions: Inde-

pendent central bank supervision and regula-

tion are straightforward and transparent but 

extend beyond enforcing contractual obli-

gations and preventing fraud. Government 

ownership of financial institutions is a small 

share of overall sector assets. Financial insti-

tutions face almost no restrictions on their 

ability to offer financial services.

•  70%—Limited government influence. Same 

as above with the following exceptions: 

Credit allocation is slightly influenced by the 

government, and private allocation of credit 

faces almost no restrictions. Foreign financial 

institutions are subject to few restrictions.

•  60%—Significant government influence. 
Same as above with the following exceptions: 

The central bank is not fully independent, its 

supervision and regulation of financial institu-

tions are somewhat burdensome, and its ability 

to enforce contracts and prevent fraud is insuf-

ficient. The government exercises active own-

ership and control of financial institutions with 

a significant share of overall sector assets. The 

ability of financial institutions to offer financial 

services is subject to some restrictions.

•  50%—Considerable government influence. 
Same as above with the following exceptions: 

Credit allocation is significantly influenced 



by the government, and private allocation 

of credit faces significant barriers. The abil-

ity of financial institutions to offer financial 

services is subject to significant restrictions. 

Foreign financial institutions are subject to 

some restrictions.

•  40%—Strong government influence. Same 

as above with the following exceptions: The 

central bank is subject to government influ-

ence, its supervision and regulation of finan-

cial institutions are heavy, 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 influence. Same 

as above with the following exceptions: Credit 

allocation is extensively influenced by the 

government. The government owns or con-

trols a majority of financial institutions or is in 

a dominant position. Financial institutions are 

heavily restricted, and bank formation faces 

significant barriers. Foreign financial institu-

tions are subject to significant restrictions.

•  20%—Heavy government influence. Same as 

above with the following exceptions: The cen-

tral bank is not independent, and its supervi-

sion and regulation of financial institutions 

are repressive. Foreign financial institutions 

are discouraged or highly constrained.

•  10%—Near repressive. Same as above with 

the following exceptions: Credit allocation is 

controlled by the government. Bank forma-

tion is restricted. Foreign financial institu-

tions are prohibited.

•  0%—Repressive. Same as above with the fol-

lowing exceptions: Supervision and regula-

tion are designed to prevent private financial 

institutions. Private financial institutions are 

prohibited.

Sources. Unless otherwise noted, the 

authors used the following sources for data 

on banking and finance, in order of priority: 

The Financial Sector Reform and Strengthen-

ing (FIRST) Initiative jointly undertaken by the 

Department for International Development of 

the United Kingdom (DFID), the International 

Development Agency of Canada, the State Sec-

retariat for Economic Affairs of Switzerland, the 

Ministry of Foreign Affairs of the Netherlands, 

the International Bank for Reconstruction and 

Development (IBRD or World Bank), and the 

International Monetary Fund; Economist 

Intelligence Unit, Country Commerce, Country 
Profile, and Country Report, 2005 and 2006; offi-

cial government publications of each country; 

U.S. Department of Commerce, Country Com-
mercial Guide, 2005 and 2006; Office of the U.S. 

Trade Representative, 2006 National Trade Esti-
mate Report on Foreign Trade Barriers; and World 

Bank, World Development Indicators 2006.

Freedom #8: Property Rights
The ability to accumulate private property 

is the main motivating force in a market econ-

omy, and the rule of law is vital to a fully func-

tioning free-market economy. Secure property 

rights give citizens the confidence to under-

take commercial activities, save their income, 

and make long-term plans because they know 

that their income and savings are safe from 

expropriation.

Methodology. This factor scores the degree 

to which a country’s laws protect private prop-

erty rights and the degree to which its govern-

ment enforces those laws. It also assesses the 

likelihood that private property will be expro-

priated 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 authors grade each country 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 con-

fiscate private property. There is no corrup-

tion or expropriation.

•  90%—Private property is guaranteed by the 

government. The court system enforces con-

tracts efficiently. The justice system punishes 

those who unlawfully confiscate private 

property. Corruption is nearly nonexistent, 

and expropriation is highly unlikely.

•  80%—Private property is guaranteed by 
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the government. The court system enforces 

contracts efficiently but with some delays. 

Corruption is minimal, and expropriation is 

highly unlikely.

•  70%—Private property is guaranteed by the 

government. The court system is subject to 

delays and is lax in enforcing contracts. Cor-

ruption is possible but rare, and expropria-

tion is unlikely.

•  60%—Enforcement of property rights is lax 

and subject to delays. Corruption is possible 

but rare, and the judiciary may be influenced 

by other branches of government. Expropria-

tion is unlikely.

•  50%—The court system is inefficient and 

subject to delays. Corruption may be pres-

ent, 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 court system. Corruption is pres-

ent, and the judiciary is influenced by other 

branches of government. Expropriation is 

possible.

•  30%—Property ownership is weakly pro-

tected. The court system is highly inefficient. 

Corruption is extensive, and the judiciary is 

strongly influenced by other branches of gov-

ernment. Expropriation is possible.

•  20%—Private property is weakly protected. 

The court system is so inefficient and corrupt 

that outside settlement and arbitration is the 

norm. Property rights are difficult to enforce. 

Judicial corruption is extensive. Expropria-

tion is common.

•  10%—Private property is rarely protected, 

and almost all property belongs to the state. 

The country is in such chaos (for example, 

because of ongoing war) that protection of 

property is almost impossible to enforce. 

The judiciary so corrupt that property is 

not protected effectively. Expropriation is 

common.

•  0%—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 authors 

used the following sources for information on 

property rights, in order of priority: Economist 

Intelligence Unit, Country Commerce, Country 
Profile, and Country Report, 2005 and 2006; U.S. 

Department of Commerce, Country Commercial 
Guide, 2005 and 2006; and U.S. Department of 

State, Country Reports on Human Rights Prac-
tices, 2005 and 2006.

Freedom #9: Freedom from Corruption
Corruption is defined as dishonesty or 

decay. In the context of governance, it can be 

defined as the failure of integrity in the system, 

a distortion by which individuals are able to 

gain personally at the expense of the whole. 

Political corruption is a sad part of human his-

tory and manifests itself in many forms such as 

bribery, extortion, nepotism, cronyism, patron-

age, embezzlement, and (most commonly) 

graft, whereby public officials steal or profit 

illegitimately from public funds.

Corruption infects all parts of an economy 

unless the market is allowed to develop trans-

parency and effective policing. As a general 

rule, a higher level of corruption equates to 

a greater corrosion of economic freedom, 

although this may not hold in extreme cases. 

“In some circumstances,” notes Harvard 

economist Robert Barro, “corruption may be 

preferable to honest enforcement of bad rules. 

For example, outcomes may be worse if a reg-

ulation that prohibits some useful economic 

activity is thoroughly enforced rather than 

circumvented through bribes.”8

Many societies, of course, outlaw such activ-

ities as trafficking in illicit drugs, but others fre-

quently limit individual liberty by outlawing 

such activities as private transportation and 

construction services. A government regulation 

or restriction in one area may create an infor-

mal market in another. For example, a country 

with high barriers to trade may have laws that 

8 Robert J. Barro, “Rule of Law, Democracy, 
and Economic Performance,” Chapter 2 in Gerald 
P. O’Driscoll, Jr., Kim R. Holmes, and Melanie 
Kirkpatrick, 2000 Index of Economic Freedom 
(Washington, D.C.: The Heritage Foundation and 
Dow Jones & Company, Inc., 2000), p. 36.



protect its domestic market and prevent the 

import of foreign goods, but these barriers cre-

ate incentives for smuggling and an informal 

market for the barred products.

Methodology. This factor relies on Trans-

parency International’s Corruption Perceptions 

Index (CPI), which measures the level of cor-

ruption in 152 countries, to determine the free-

dom from corruption scores of countries that 

are also listed in the Index of Economic Freedom.

The CPI is based on a 10-point scale in which 

a score of 10 indicates very little corruption and 

a score of 1 indicates a very corrupt govern-

ment. In scoring freedom from corruption, the 

authors convert each of these raw CPI data to 

a 0 to 100 scale by multiplying the CPI score 

by 10. For example, if a country’s raw CPI data 

score is 5.5, the country’s overall freedom from 

corruption score is 55.

For countries that are not covered in the CPI, 

the freedom from corruption score is deter-

mined by using the qualitative information 

from internationally recognized and reliable 

sources. This procedure considers the extent to 

which corruption prevails in a country.

Sources. Unless otherwise noted, the authors 

used the following sources for information on 

informal market activities, in order of priority: 

Transparency International, Corruption Per-
ceptions Index, 2002, 2003, 2004, and 2005; U.S. 

Department of Commerce, Country Commercial 
Guide, 2004, 2005, and 2006; Economist Intelli-

gence Unit, Country Commerce, Country Profile, 

and Country Report, 2004, 2005, and 2006; Office 

of the U.S. Trade Representative, 2006 National 
Trade Estimate Report on Foreign Trade Barriers; 

and official government publications of each 

country.

Freedom #10: Labor Freedom
Labor policy has been a key variable in the 

Index of Economic Freedom since its inception in 

1995 as part of the wages and prices factor as 

well as the regulation factor. However, cover-

age on labor market flexibility in the previous 

methodology was limited by the lack of data 

on labor regulation that were available across 

countries in a consistent manner.

In light of the growing importance of labor 

market flexibility in today’s economy and the 

increased availability of consistent labor policy 

data across countries, the 2007 Index has adopt-

ed an independent labor freedom factor that is 

designed to measure countries’ labor market 

regulations more adequately.

Methodology. The new labor freedom fac-

tor is a quantitative factor based on objective 

data from the World Bank’s Doing Business 

study. It provides reliable cross-country data on 

regulations concerning minimum wages, laws 

inhibiting layoffs, severance requirements, 

and measurable regulatory burdens on hiring, 

hours, and so on.

Specifically, four quantitative components 

are equally weighted as 25 percent of the labor 

freedom factor:

• Minimum wage,

• Rigidity of hours,

•  Difficulty of firing redundant employees, 

and

• Cost of firing redundant employees.

The minimum wage component is basically 

a single quantitative measure: each country’s 

mandatory minimum wage as a percentage of 

the average value added per worker. A higher 

minimum wage makes hiring unskilled work-

ers more difficult.

Rigidity of hours is an index measure, 

 calculated by Doing Business, that includes five 

components:

(i) whether night work is unrestricted; 

(ii) whether weekend work is unrestrict-

ed; (iii) whether the workweek can consist 

of 5.5 days; (iv) whether the workweek 

can extend to 50 hours or more (includ-

ing overtime) for 2 months a year; and (v) 

whether paid annual vacation is 21 work-

ing days or fewer.9

Difficulty of firing is also an index measure 

calculated by Doing Business. It represents a 

simple issue: whether employers have the 

9  World Bank, Doing Business 2007: How to 
Reform, p. 81.
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legal authority to lay off workers efficiently, 

or whether that act has to be justified to the 

government or third parties. It has eight 

components:

(i) whether redundancy is disallowed 

as a basis for terminating workers; (ii) 

whether the employer needs to notify a 

third party (such as a government agen-

cy) to terminate 1 redundant worker; (iii) 

whether the employer needs to notify a 

third party to terminate a group of more 

than 20 redundant workers; (iv) whether 

the employer needs approval from a third 

party to terminate 1 redundant worker; 

(v) whether the employer needs approv-

al from a third party to terminate a group 

of more than 20 redundant workers; (vi) 

whether the law requires the employer 

to consider reassignment or retraining 

options before redundancy termination; 

(vii) whether priority rules apply for 

redundancies; and (viii) whether priority 

rules apply for reemployment.10

The cost of firing is a composite of three 

quantitative subcomponents related to dismiss-

als: the legally mandated notice period, manda-

tory severance pay, and a penalty the employer 

must pay when dismissing a worker.

In constructing the labor freedom score, 

each of the four components is converted to a 0 

to 100 scale, based on the following equation:

where country i data are calculated relative 

to the world average and then multiplied by 

50. The average country will receive a compo-

nent score of 50 percent, whereas a country’s 

maximum component score is limited to 100 

percent. The four component scores are then 

averaged for each country, yielding a labor 

freedom score.

As an example, Turkey’s average minimum 

wage as a ratio of the average wage is 0.62, 

which is double the average of 0.32 globally, 

10  Ibid.

yielding a component score of 25.2 percent. 

Turkey’s overall score is 45.4 percent, which 

is higher because the other three components 

represent a higher level of freedom than its 

minimum wage represents.

The simple average of the converted values 

for these four variables is computed for the 

country’s labor freedom score. For example, 

even if a country has the worst rigidity of hours 

in the world, with a zero score for the compo-

nent, it could still get a score as high as 75 based 

on the other three components.

For the 12 countries that are not covered 

by the World Bank’s Doing Business study, the 

labor freedom factor is scored by looking into 

labor market flexibility based on qualitative 

information from other reliable and interna-

tionally recognized sources.11

Sources. Unless otherwise noted, the 

authors relied on the following sources for data 

on labor freedom, in order of priority: World 

Bank, Doing Business 2007: How to Reform; Econ-

omist Intelligence Unit, Country Report and 

Country Profile, 2004–2006; U.S. Department 

of Commerce, Country Commercial Guide, 2004, 

2005, and 2006.

CONTINUITY AND CHANGE
With over a decade’s experience measuring 

freedom in over a hundred nations annually, 

two issues regularly challenge our methodol-

ogy. The first challenge has to do with outdat-

ed data. Country data in the most up-to-date 

sources are often behind by years. A few 

months before this publication went to press, 

for example, the World Bank revised tariff 

data for numerous countries, and this affected 

their trade freedom scores as we incorporated 

the new tariff rates. But countries often make 

policy changes during the year of grading. 

Sometimes the policy changes are not reflected 

in official data, and sometimes the changes 

are proposed but not made law, or made law 

but not enforced. Additionally, a country can 

experience a violent conflict or catastrophe that 

interrupts all efforts to measure the economy.

The second challenge is the balance between 

11  See note 5.



quality and consistency of the Index itself. The 

authors aim for methodological consistency 

from one year to the next, balanced against 

opportunities to incorporate new data and 

methods that improve the quality of the cur-

rent year’s scores.

Most Current Information. Analyzing eco-

nomic freedom annually permits the authors of 

the Index to include the most recent informa-

tion as it becomes available country by country. 

A cutoff date is utilized 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 (June 30, 2006). Any changes in 

law effective after that date have no positive 

or negative impact; nor do new constitutions, 

election results, or democratic initiatives.

Occasionally, because the Index is published 

several months after the cutoff date for evalua-

tion, major economic events occur that 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 of Economic Freedom was 

going to print. The policy changes in response 

to that crisis therefore were not considered in 

that year’s scoring but were included in the 

next year’s scores.

Changes in government policy are occurring 

at a rapid rate in many less-developed coun-

tries. The Index of Economic Freedom, because it 

is published each year, enables readers around 

the world to see how recent changes in gov-

ernment policy affect economic freedom in any 

of 161 specific countries. Each country page 

includes a time series graph of the country’s 

overall score for each year from the present 

back to 1995.

In 2006, numerical grading was suspended 

for four countries: the Democratic Repub-

lic of Congo and Sudan, which are in a state 

of civil unrest or anarchy, and Iraq and Ser-

bia–Montenegro, for which data necessary to 

grade the country are not available. Grading 

was resumed in 2006 for Angola and Burundi, 

which had been suspended since 2001 because 

of civil unrest or anarchy.

New Methodology. This year, every one 

of the 10 factors of freedom has been revised, 

and only a few—those that are purely quantita-

tive—are 100 percent continuous back to 1995. 

Most have a discontinuity of some degree for 

one year in the overall series. For example, 

business freedom uses inputs from the World 

Bank’s Doing Business for the 2006 and 2007 

Indices but uses graders’ assessments of the 

regulatory environment for the years 1995–

2005. The correlation between these methods 

is high, but the methods themselves are clearly 

distinct.

The changes introduced in the 2007 Index 

include very minor discontinuities for compar-

isons between 2006 and 2007 scores because the 

2006 scores have been revised as well. The fol-

lowing table defines how the Index time series 

changed over time.

The inclusion of labor freedom is the only 

radical departure from the old methodology. 

With the publication of the World Bank’s Doing 
Business report, there exists for the first time a 

way to compare the restrictions placed on labor 

freedom in a quantitative way. Regrettably, this 

information is new and extends back only to 

2005.

The other discontinuities are really just 

changes in the method, not adoptions of new 

data that have no relation to the previous data. 

High correlations exist between old and new 

data sources for the business freedom and free-

dom from corruption factors.

The three qualitative freedoms (investment, 

financial, and property) present an interesting 

dilemma. Though the methodology for the 

qualitative freedoms is not changed, the scal-

ing is changed, from a five-bracket scale to a 

0–100 scale. Old 1–5 scores for 1995–2006 were 

converted using a simple equation—e.g., using 

100, 75, 50, 25, and 0, respectively, for 1–5—but 

the new detail allowed for 2007 scores means 

that there will be a one-time adjustment in these 

four factor series. For example, a country that 

received a 2 for property rights in 2006—which 

is now transformed to 75—may get a score of 

80 in 2007 even if its laws are unchanged.

An attempt to regrade qualitative factor 

scores in previous years is problematic given 
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their qualitative/subjective nature, and we 

think it is fairest to leave them as is. While the 

new level of detail is clearly superior, the breaks 

mean that overall score changes between 2006 

and 2007 will partially be the result of method-

ological detail in the Index and partially due to 

policy changes in the country.

Continuity. Ideally, the methodology used 

for the Index of Economic Freedom should not 

change over time. Instead, the scores for various 

countries would improve as the institutions of 

freedom improved as measured against a con-

stant standard of measurable liberty. However, 

the increased quality of data available allows 

researchers to create more detailed measures of 

institutions as well as economic performance. 

The happy consequence of progress is an 

enhanced ability to measure progress.

Over time, therefore, the Index of Econom-
ic Freedom has been continually revised and 

improved; but we also aim for continuity, so each 

time a methodology change is implemented, we 

also attempt to make the scores continuous back 

to 1995. In this way, country performance from 

one year to the next is comparable.

Nevertheless, there are still some cases for 

which new data are not available going back 

to the first year, at least not in the same level 

of detail. There is a natural tension between 

the quality of the Index and the continuity of 

the Index. It would be easy to maintain perfect 

continuity if no changes were ever made, or 

vice versa, but we are committed to incorpo-

rating innovations into the methodology to 

optimize both the quality and continuity of the 

Index rather than simply maximizing one at the 

expense of the other.

It is important to remember that the Index 

has been an effort to quantify subjective factors, 

not the measure of a singular, natural data-gen-

erating process (such as temperature), and has 

inevitably relied on the assessments of human 

beings. It is a policy tool with uses for current 

year analysis and time series analysis.

Time Series Continuity

2006–2007 Index 1995–2007 Index

Continuity      
(100 = no change)

Explanation Continuity      
(100 = no change)

Explanation

Business Freedom 100 50 New data in 2006

Trade Freedom 100 100

Fiscal Freedom 100 100

Freedom from Government 100 100

Monetary Freedom 95 New data in 2007 95 New data in 2007

Investment Freedom 90 New scale in 2007 90 New scale in 2007

Financial Freedom 90 New scale in 2007 90 New scale in 2007

Property Rights 90 New scale in 2007 90 New scale in 2007

Freedom from Corruption 100 50 New data in 2002

Labor Freedom 100 0 Introduced in 2005

Source: Tim Kane, Kim R. Holmes, and Mary Anastasia O’Grady, 2007 Index of Economic Freedom (Washington, D.C.: The Heritage Foundation and Dow 
Jones & Company, Inc., 2007), at www.heritage.org/index.



Discontinuities in any one of the 10 factors 

tend to be minor, with negligible impact on the 

overall score. For example, in 2002, the authors 

began to use a measure of corruption reflect-

ing survey data rather than expert judgment. 

The change made sense, and the discontinuity 

of time series was justified by a high correla-

tion between the methods. Another theoretical 

discontinuity is the fact that different human 

graders are used to judge the same factor in dif-

ferent years, although the graders make every 

effort to use the same standards.

In the end, both the addition of an academic 

advisory board and the effort to improve the 

methodology are intended to help people 

achieve greater personal freedom. As a tool to 

compare economic institutions across coun-

tries, the Index should therefore be better than 

ever.
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Chapter 4

Economic Freedom in Five 

Regions

Tim Kane, Ph.D.

T
his chapter summarizes data on the five 

geographic regions used in scoring the 

countries included in the Index of Eco-
nomic Freedom. Each region has features that 

are unlike any other, such as the generally high 

levels of wealth and freedom in Europe, the 

huge populations of Asia, and the punishing 

unemployment and inflation rates throughout 

sub-Saharan Africa.

Yet one relationship remains constant for 

all to see: In each region, the richest countries 

tend to be those with the strongest economic 

freedoms.

Table 1: Economic Freedom and Performance by Region
Average Economic 

Freedom 2007 Score
 Population GDP per 

Capita 
(PPP)*

GDP 
5-Year 

Growth 
Rate*

Unemploy-
ment Rate*

Infl ation 
Rate*

Simple Weighted*

Asia–Pacifi c 59.1 55.6  3,578,391,533 $5,784 6.7 8.7 4.2
Europe 67.5 64.5  797,644,407 $19,128 4.0 9.1 5.5

Americas 62.3 68.5  871,285,637 $19,503 2.5 8.4 5.5
Middle East/N. Africa 57.2 52.4  306,947,553 $7,002 4.3 13.6 7.8

Sub-Saharan Africa 54.7 54.2  670,760,171 $1,984 4.1 10.5 15.1
World 60.6 58.2  6,225,029,301 $9,065 5.4 9.1 5.9

* Weighted by population.
Sources: World Bank, World Development Indicators Online, at publications.worldbank.org/subscriptions/WDI (October 19, 2006; subscription required); 
Central Intelligence Agency, The World Factbook 2005, at www.cia.gov/cia/publications/factbook/index.html (October 19, 2006); International Monetary 
Fund, World Economic Outlook database, April 2006, at www.imf.org/external/pubs/ft/weo/2006/01/data/index.htm (October 19, 2006); and Tim 
Kane, Kim R. Holmes, and Mary Anastasia O’Grady, 2007 Index of Economic Freedom (Washington, D.C.: The Heritage Foundation and Dow Jones & 
Company, Inc., 2007), at www.heritage.org/index.
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ASIA–PACIFIC (REGION A)
The Asia–Pacific region spans the world’s 

largest surface area, stretching from Japan and 

New Zealand in the East to Azerbaijan in the 

West. With 3.6 billion inhabitants, this region 

contains over half of the world’s population: 

one-third in China and nearly another third 

in India. Yet there are only 30 countries in the 

region, compared to 41 in Europe and 40 in 

sub-Saharan Africa.

Despite having one of the world’s poorest 

populations—the population-weighted aver-

age GDP per capita is $5,784—the Asia–Pacific 

region has far and away the fastest five-year 

per-capita growth rate at 6.7 percent. It also has 

one of the lowest average unemployment rates 

(8.7 percent) and the lowest average inflation 

rate (4.2 percent).

Chart A1 shows the 1995–2007 time series 

of the average economic freedom score for the 

region, compared to the world average. Chart 

A2 shows the clear relationship between high 

levels of economic freedom and high GDP per 

capita.

The fast growth cannot be explained by a 

high level of economic freedom alone, given 

that the average economic freedom score 

is below the world average at 59.1 percent. 

What makes Asia quite different from other 

regions is the extraordinary disparity in levels 

of economic freedom. The world’s three freest 

economies—Hong Kong, Singapore, and Aus-

tralia—are in Asia, in contrast with regional 

neighbors like Turkmenistan, Vietnam, Laos, 

Bangladesh, and Burma, all of which are cat-

egorized as “repressed,” and North Korea, 

which has been the world’s most economically 

repressed society for over a decade.

Table A1 ranks the countries in the region 

from most free to least free based on their over-

all freedom scores. It also includes the change 

from last year’s score, the country’s world 

rank, and each country’s 2007 scores for each 

of the 10 economic freedoms. Chart A3 shows 

the distribution of countries across five differ-

ent categories.

India and China are ranked 19 and 22 in 

the region, and both giants are categorized as 

“mostly unfree.” Despite these seemingly low 

scores, there is no denying that the winds of 

change are blowing in Asia, particularly in 

1995 2007
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Source: Tim Kane, Kim R. Holmes, and Mary Anastasia O’Grady, 
2007 Index of Economic Freedom (Washington, D.C.: The Heritage 
Foundation and Dow Jones & Company, Inc., 2007), at www.heri-

tage.org/index.
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Table A1: Economic Freedom Scores for Asia and the Pacifi c
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1 1 Hong Kong 89.3 -1.6 88.3 80.0 95.3 91.6 91.1 90.0 90.0 90.0 83.0 93.6

2 2 Singapore 85.7 -2.8 94.6 80.0 93.0 86.2 89.5 80.0 50.0 90.0 94.0 99.3

3 3 Australia 82.7 1.2 91.7 73.8 75.4 70.1 84.8 70.0 90.0 90.0 88.0 93.1

5 4 New Zealand 81.6 -2.4 93.7 74.0 74.2 63.6 84.5 70.0 80.0 90.0 96.0 89.9

18 5 Japan 73.6 -1.0 94.3 75.2 80.6 67.2 92.0 60.0 50.0 70.0 73.0 73.4

26 6 Taiwan 71.1 0.5 73.0 76.7 84.7 89.8 81.3 70.0 50.0 70.0 59.0 56.7

36 7 Korea, South 68.6 0.6 83.1 64.2 81.0 81.5 79.0 70.0 50.0 70.0 50.0 57.7

48 8 Malaysia 65.8 2.1 68.6 71.8 87.8 79.8 80.0 40.0 40.0 50.0 51.0 89.5

50 9 Thailand 65.6 0.5 76.1 69.2 83.2 91.2 77.6 30.0 50.0 50.0 38.0 90.4

75 10 Kazakhstan 60.4 -0.8 66.5 64.2 87.6 85.9 72.9 30.0 60.0 30.0 26.0 80.5

78 11 Mongolia 60.1 -3.1 73.1 70.0 81.0 56.9 74.3 60.0 60.0 30.0 30.0 65.9

79 12 Kyrgyzstan 59.9 -3.0 61.4 71.4 95.1 76.3 77.1 40.0 50.0 30.0 23.0 74.4

80 13 Fiji 59.8 2.8 70.4 61.8 86.3 74.3 74.7 30.0 60.0 30.0 40.0 70.5

84 14 Sri Lanka 59.3 -0.8 69.2 66.6 85.7 85.7 69.8 30.0 40.0 50.0 32.0 63.9

89 15 Pakistan 58.2 -1.3 70.9 53.6 82.0 89.3 72.0 50.0 40.0 30.0 21.0 73.2

97 16 Philippines 57.4 -0.2 54.2 74.8 84.0 91.4 73.4 30.0 50.0 30.0 25.0 60.7

98 17 Tajikistan 56.9 1.1 53.2 66.0 93.2 86.8 67.2 30.0 40.0 30.0 21.0 81.7

102 18 Cambodia 56.5 -2.7 37.1 47.2 94.2 85.1 81.1 50.0 50.0 30.0 23.0 67.7

104 19 India 55.6 3.3 49.6 51.2 84.8 89.0 77.2 40.0 30.0 50.0 29.0 55.1

107 20 Azerbaijan 55.4 1.4 58.0 67.6 87.2 86.6 76.8 30.0 30.0 30.0 22.0 65.4

110 21 Indonesia 55.1 1.0 45.7 69.0 85.0 90.7 70.9 30.0 40.0 30.0 22.0 67.5

119 22 China 54.0 -1.4 54.9 68.0 77.7 88.6 75.5 30.0 30.0 20.0 32.0 63.5

121 23 Nepal 54.0 -1.5 59.6 51.4 91.0 91.0 77.6 30.0 30.0 30.0 25.0 54.0

132 24 Uzbekistan 52.6 2.2 66.1 68.2 90.0 66.1 58.6 30.0 20.0 30.0 22.0 74.7

138 25 Vietnam 50.0 -0.0 62.0 51.0 82.9 80.8 67.5 30.0 30.0 10.0 26.0 59.3

140 26 Laos 49.1 2.4 51.0 55.8 80.6 86.3 71.3 30.0 20.0 10.0 33.0 53.5

143 27 Bangladesh 47.8 -6.6 64.3 0.0 89.4 91.5 68.7 30.0 20.0 30.0 17.0 67.0

152 28 Turkmenistan 42.5 -1.3 30.0 74.2 94.4 82.9 65.9 10.0 10.0 10.0 18.0 30.0

153 29 Burma 40.1 0.5 20.0 71.8 87.9 88.3 65.4 10.0 10.0 10.0 18.0 20.0

157 30 Korea, North 3.0 -1.0 0.0 0.0 0.0 0.0 0.0 10.0 0.0 10.0 10.0 0.0

Source: Tim Kane, Kim R. Holmes, and Mary Anastasia O’Grady, 2007 Index of Economic Freedom (Washington, D.C.: The Heritage Foundation and Dow 
Jones & Company, Inc., 2007), at www.heritage.org/index.
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India and China. The eco-

nomic success enjoyed by 

Taiwan, South Korea, and 

Japan in particular are 

an inspiration for other 

Asian countries—and for 

the rest of the world as 

well. Meanwhile, major 

reforms in New Zealand 

and Australia have raised 

their economic freedom 

scores and contributed 

to superior economic 

performance.

Asia–Pacific countries 

are significantly stronger 

than the world average in 

two of the 10 economic freedoms: labor free-

dom and freedom from government. Lower 

government expenditures result in a govern-

ment score that is almost a full 10 percentage 

points better than the world average, whereas 

labor freedom is 4 percentage points better.

However, the typical Asian country has 

notably lower scores in four factors: investment 

freedom, financial freedom, property rights, 

and freedom from corruption. This suggests 

that countries could make the most progress 

by strengthening their banking and invest-

ment institutions, perhaps by allowing greater 

foreign investment by overseas financial firms, 

including insurance and banking firms.

Hong Kong is clearly blazing a trail for oth-

ers to follow. Hong Kong has the top score in six 

of the 10 factors. Singapore is the top country in 

business freedom and labor freedom, meaning 

that it is easiest to start, operate, and close a 

firm there, and also allows firms the most flexi-

bility in hiring and firing workers. Japan enjoys 

the strongest monetary freedom, thanks largely 

to its low inflation rate, and New Zealand sets 

the standard for clean government.



EUROPE (REGION B)
Europe is the birthplace of the modern 

industrial economy. It also served as the test-

ing ground for the two great economic philos-

ophies of the past century and witnessed the 

collapse of Communism. Now that Cold War 

contrast has been eclipsed by a new technology-

driven globalization. The contemporary Euro-

pean Union consensus, which is built around a 

quasi-market welfare state, is itself looking like 

a relic of the past century in contrast with fast-

growing tigers like Ireland and Estonia.

The 41 countries in Europe are the most of 

any region and include nations as diverse as 

Russia, Switzerland, Iceland, and Greece. Most 

people around the world see Europe and pros-

perity as synonymous because the people of 

most European countries enjoy incomes that 

average $19,128 per capita annually, or more 

than twice the world average.

The European continent produces one-

quarter of the world’s economic product and 

is doubly more active in export and import 

than other regions (though much of this activ-

ity is internal trade). It enjoys moderate growth 

and inflation but has been plagued by higher 

unemployment rates than it should naturally 

endure—which means, put another way, that 

its economic model is failing to generate jobs 

year after year for almost one-tenth of willing 

workers.

Chart B1 shows the 1995–2007 time series 

of the average economic freedom score for the 

region, compared to the world average. Chart 

B2 shows the clear relationship between high 

levels of economic freedom and high GDP per 

capita.

The overall statistical picture of Europe is 

one of prosperity and of stability. The heavy 

business and labor regulations that are in place 

are intended to protect traditional sectors and 

occupations. If there is one lesson about eco-

nomics from the past 300 years, it is that capital 

does not stand still. The restrictions on labor, 

the lack of fiscal and governmental freedom, 

and the distortionary subsidies in many parts 

of Europe hinder its growth.

Table B1 ranks the countries in the region 

from most free to least free based on their over-

all freedom scores. It also includes the change 

from last year’s score, the country’s world 
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Table B1: Economic Freedom Scores for Europe
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6 1 United Kingdom 81.6 -0.7  92.1  76.6  74.6  54.2  79.3  90  90  90  86  82.7 
7 2 Ireland 81.3 0.1  92.8  76.6  81.1  73.1  85.1  90  90  90  74  60.4 
8 3 Luxembourg 79.3 -1.0  90.0  76.6  75.4  55.9  80.2  90  80  90  85  70.0 
9 4 Switzerland 79.1 -1.0  83.3  77.0  78.6  68.6  83.6  70  70  90  91  78.4 
12 5 Estonia 78.1 2.2  80.0  76.6  89.7  66.8  83.0  90  90  90  64  51.2 
13 6 Denmark 77.6 1.4  95.3  76.6  55.2  32.1  86.8  80  90  90  95  74.7 
14 7 Netherlands 77.1 0.1  88.3  76.6  65.8  47.8  87.0  90  80  90  86  59.2 
15 8 Iceland 77.1 -0.6  94.1  74.0  82.4  50.3  82.9  60  70  90  97  69.9 
16 9 Finland 76.5 0.9  95.3  76.6  75.4  39.0  89.7  70  80  90  96  53.4 
17 10 Belgium 74.5 0.3  90.8  76.6  62.2  41.2  80.0  90  80  80  74  70.5 
19 11 Germany 73.5 -0.5  88.2  76.6  74.3  48.0  81.5  90  50  90  82  54.6 
20 12 Cyprus 73.1 -0.2  70.0  76.6  87.8  54.9  84.7  70  70  90  57  70.0 
21 13 Sweden 72.6 -1.4  95.0  76.6  53.6  31.5  85.2  80  70  90  92  52.0 
22 14 Lithuania 72.0 -1.0  86.4  76.6  91.0  76.6  81.2  70  80  50  48  60.1 
25 15 Austria 71.3 -0.1  79.8  76.6  66.9  40.5  85.7  70  70  90  87  46.8 
27 16 Spain 70.9 0.3  77.1  76.6  70.1  63.6  78.6  70  80  70  70  52.7 
30 17 Norway 70.1 -0.7  97.0  79.2  66.1  45.9  82.6  50  50  90  89  51.1 
31 18 Czech Republic 69.7 -0.3  61.2  76.6  79.9  52.7  86.2  70  80  70  43  77.2 
32 19 Armenia 69.4 -5.1  84.5  75.6  93.1  91.6  79.7  60  70  30  29  80.9 
35 20 Georgia 68.7 3.9  78.9  61.8  94.2  91.3  77.9  60  70  30  23  99.9 
40 21 Slovakia 68.4 -0.8  71.1  76.6  93.0  60.8  76.7  70  80  50  43  62.5 
41 22 Latvia 68.2 -1.0  76.8  76.6  89.3  69.2  74.1  70  70  50  42  64.1 
42 23 Malta 67.8 -1.6  70.0  76.6  74.0  42.2  79.2  50  70  90  66  60.0 
43 24 Portugal 66.7 1.1  79.6  76.6  79.6  49.6  80.2  70  50  70  65  46.0 
44 25 Hungary 66.2 -0.9  71.2  76.6  79.2  41.8  76.7  70  60  70  50  66.1 
45 26 France 66.1 0.9  86.1  76.6  64.2  32.0  81.3  50  60  70  75  65.9 
58 27 Slovenia 63.6 0.1  74.2  76.6  69.7  56.8  79.0  70  50  50  61  48.7 
60 28 Italy 63.4 0.7  73.7  76.6  68.5  46.4  80.8  70  60  50  50  57.6 
62 29 Bulgaria 62.2 -2.1  66.9  60.8  91.3  65.6  75.7  60  60  30  40  71.5 
66 30 Albania 61.4 -0.6  56.1  63.2  91.5  77.7  80.7  60  70  30  24  60.6 
67 31 Romania 61.3 2.3  70.9  74.0  91.7  74.9  69.7  50  60  30  30  61.4 
71 32 Macedonia 60.8 0.2  60.9  73.4  90.0  67.8  91.1  50  60  30  27  58.1 
81 33 Moldova 59.5 -0.1  70.0  74.4  90.4  71.7  68.0  30  50  50  29  61.2 
83 34 Turkey 59.3 0.9  67.4  76.0  79.4  69.9  70.2  50  50  50  35  45.4 
87 35 Poland 58.8 -2.8  56.1  76.6  79.1  55.3  80.3  50  50  50  34  56.2 
94 36 Greece 57.6 -0.5  70.2  76.6  74.5  45.3  78.3  50  40  50  43  48.5 
109 37 Croatia 55.3 -0.9  53.8  77.8  79.9  36.5  79.3  50  60  30  34  52.0 
115 38 Bosnia & Herzegovina 54.7 -2.2  53.8  70.2  90.0  45.6  81.1  50  60  10  29  57.3 
120 39 Russia 54.0 -0.3  66.6  62.6  86.3  71.6  62.8  30  40  30  24  66.2 
125 40 Ukraine 53.3 -2.2  54.0  72.2  89.1  61.9  68.4  30  50  30  26  51.8 
145 41 Belarus 47.4 -1.2  54.5  62.2  87.9  66.9  61.4  20  10  20  26  64.7 

Source: Tim Kane, Kim R. Holmes, and Mary Anastasia O’Grady, 2007 Index of Economic Freedom (Washington, D.C.: The Heritage Foundation and Dow 
Jones & Company, Inc., 2007), at www.heritage.org/index.



rank, and each country’s 

2007 scores for each of the 

10 economic freedoms. 

Chart B3 shows the distri-

bution of countries across 

five different categories.

A majority of the 

world’s 20 freest coun-

tries are in Europe, which 

is the only region to have a 

distribution of economies 

that is skewed toward 

freedom. The United 

Kingdom is the highest-

ranking European coun-

try, ranked 6 worldwide, 

followed immediately by Ireland at 7, Luxem-

bourg at 8, and Switzerland at 9. Scandinavian 

and Baltic countries, primarily, round out the 

top 20, along with Germany, Holland, Belgium, 

and Cyprus. Europe has definitely benefited 

from economic competition over the centuries, 

which may explain why economic repression is 

so rare in the West.

With its extensive free-market institutions, 

Europe has higher than average scores in seven 

of the 10 economic freedoms. Its average score 

in business freedom is an impressive 13 per-

centage points ahead of any other region. It 

is 12 points ahead in investment freedom, 11 

in financial freedom, 13 in freedom from cor-

ruption, and 15 in property rights. However, 

Europe suffers from the second-worst regional 

score in labor freedom and is dead last in fiscal 

freedom and freedom from government—the 

price of welfare states that are so large as a per-

centage of GDP. Strong state sectors and rigid 

labor markets have already prompted signifi-

cant social turmoil, not least in France.

Norway leads in business and trade free-

dom. Impressively for a post-Communist state, 

Georgia leads in labor freedom and fiscal free-

dom because of a combination of low taxes and 

a highly flexible labor market. Armenia and 

Macedonia—leaders in freedom from govern-

ment and monetary freedom, respectively—

are other former Communist nations that are 

rebuilding their economies.

Many nations are tied with the top scores in 

property rights and financial freedom, which 

confirms how widespread good intentions are 

throughout the region.

 Chapter 4 63
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THE AMERICAS (REGION C)
The Americas is one of the most economi-

cally diverse regions and presents a puzzle. 

Countries range from the hyperwealthy Unit-

ed States and developing powerhouse Brazil 

to the small island economies of the Caribbean 

and poor nations of Central America. The aver-

age population for each country is 30 million 

people, and the overall regional population is 

871 million: second only to Asia on both counts. 

With the world’s lowest average unemploy-

ment rate and peaceful relationships, it would 

seem poised for broadly shared economic 

success.

Chart C1 shows the 1995–2007 time series 

of the average economic freedom score for the 

region, compared to the world average. On that 

simple basis, the region has performed well.

Across the region, however, the reality is 

that economies are stagnating. Among the 

five regions, the Americas has one of the low-

est average per capita incomes and by far the 

slowest compound five-year growth rate. The 

puzzle is that the income rank is inverted if a 

population-weighted average is used instead 

of a simple average. Once population is taken 

into account, income per capita is higher in 

the Americas than in any other region, even 

Europe. All this statistical evidence means that 

the smaller nations around the Western Hemi-

sphere seem to be stuck in poverty traps.

Chart C2 shows the clear relationship 

between high levels of economic freedom and 

high GDP per capita, implying a large free-

dom gap. The recent rise of populists like Evo 

Morales and Hugo Chávez threatens to widen 

the freedom gap in the Americas even more.

The Americas has been the second-highest 

region in terms of freedom since 1999, when it 

was the world leader. That was before Argen-

tina’s economic implosion and the protection-

ist policy responses that followed, notably the 

weakened average trade score.

Table C1 ranks the countries in the region 

from most free to least free based on their over-

all freedom scores. It also includes the change 

from last year’s score, the country’s world 

rank, and each country’s 2007 scores for each 

of the 10 economic freedoms. Chart C3 shows 

the distribution of countries across five differ-

ent categories.

Only three countries from the Americas rank 
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Chart C1: The Americas Average 
Economic Freedom

Source: Tim Kane, Kim R. Holmes, and Mary Anastasia O’Grady, 
2007 Index of Economic Freedom (Washington, D.C.: The Heritage 
Foundation and Dow Jones & Company, Inc., 2007), at www.heri-

tage.org/index.
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4 1 United States 82.0 -0.4  94.5  76.6  79.4  67.5  83.8  80  80  90  76  92.1 
10 2 Canada 78.7 -0.0  96.1  78.2  83.9  61.8  80.6  60  70  90  84  82.7 
11 3 Chile 78.3 -2.9  68.9  72.4  85.7  87.6  79.9  70  70  90  73  85.3 
23 4 Trinidad and Tobago 71.4 -0.4  61.8  69.0  88.0  83.7  74.7  70  70  70  38  89.2 
24 5 Bahamas 71.4 -1.2  80.0  28.8  98.3  89.9  77.3  40  70  80  70  80.0 
28 6 Barbados 70.5 -4.7  90.0  47.0  78.3  64.4  76.5  50  60  90  69  80.0 
29 7 El Salvador 70.3 -0.7  62.6  66.6  90.9  95.1  76.7  70  70  50  42  79.2 
33 8 Uruguay 69.3 1.8  68.1  71.6  90.8  81.7  73.1  70  30  70  59  79.0 
46 9 Jamaica 66.1 -1.6  78.3  60.4  83.4  67.4  70.9  80  60  50  36  74.1 
47 10 Panama 65.9 -1.3  75.1  66.2  88.7  86.8  85.8  70  60  30  35  61.2 
49 11 Mexico 65.8 1.2  82.1  72.6  88.1  77.2  77.0  50  60  50  35  66.0 
51 12 Costa Rica 65.1 -2.3  63.5  72.4  88.6  92.3  67.1  70  40  50  42  65.4 
56 13 Belize 63.7 -1.8  76.7  57.2  79.8  80.1  73.5  50  50  50  37  82.8 
61 14 Nicaragua 62.7 -1.7  59.7  72.4  86.4  85.6  71.2  70  60  30  26  65.7 
63 15 Peru 62.1 1.2  65.1  62.6  86.8  92.2  85.7  50  60  40  35  43.3 
68 16 Guatemala 61.2 0.6  54.1  70.2  86.5  96.4  72.2  50  60  30  25  68.0 
70 17 Brazil 60.9 -0.8  53.3  64.8  88.6  88.8  72.6  50  40  50  37  63.8 
73 18 Colombia 60.5 -2.4  71.4  61.4  82.4  87.0  70.2  50  60  30  40  53.0 
76 19 Honduras 60.3 0.7  56.6  69.2  87.8  82.9  71.5  50  70  30  26  59.2 
90 20 Guyana 58.2 -1.4  57.0  57.0  78.5  66.1  74.0  50  60  40  25  74.1 
95 21 Argentina 57.5 0.2  65.5  61.4  82.3  89.6  71.3  50  40  30  28  56.6 
99 22 Paraguay 56.8 1.4  47.0  67.4  97.8  79.8  78.4  50  60  30  21  36.7 
100 23 Dominican Republic 56.7 0.1  57.6  63.8  86.5  91.5  63.2  50  40  30  30  54.9 
108 24 Ecuador 55.3 -0.3  57.1  62.0  85.7  85.2  74.1  30  60  30  25  44.2 
112 25 Bolivia 55.0 -4.1  62.3  69.2  93.2  74.3  70.9  30  60  30  25  35.0 
133 26 Suriname 52.6 -0.6  42.0  55.0  76.3  65.3  69.1  30  30  50  32  75.9 
135 27 Haiti 52.2 2.4  37.6  74.2  85.3  95.2  62.0  30  40  10  18  70.2 
144 28 Venezuela 47.7 2.6  48.8  56.2  83.7  69.5  57.6  20  40  30  23  48.0 
156 29 Cuba 29.7 -2.5  10.0  60.2  62.8  10.0  65.8  10  10  10  38  20.0 

Table C1: Economic Freedom Scores for the Americas

Source: Tim Kane, Kim R. Holmes, and Mary Anastasia O’Grady, 2007 Index of Economic Freedom (Washington, D.C.: The Heritage Foundation and Dow 
Jones & Company, Inc., 2007), at www.heritage.org/index.
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among the top 20 in the 

world: the United States 

(4), Canada (10), and 

Chile (11). Indeed, the 

region’s countries are 

distributed in a more 

balanced fashion than 

are the countries of any 

other region, almost 

like a bell curve. All but 

three countries receive 

an economic freedom 

score between 50 per-

cent and 80 percent, 

and roughly half fall in 

the middle category of 

“moderately free.”

Looking at each of the specific economic 

freedoms, countries in the Americas perform 

better than the world average in eight of 10. 

Corruption and inflation are the problem areas, 

representing weaker monetary policy and rule 

of law. The deficits in freedom from corruption 

and monetary freedom are due to a few outli-

ers, such as Suriname for corruption and the 

Dominican Republic, which is suffering from 

over 50 percent annual inflation.

The typical North/Central/South American 

nation stands out positively in terms of limited 

government taxation and expenditures, as well 

as strong labor freedoms. The other five free-

doms are also slightly stronger in the Ameri-

cas than they are elsewhere, with lighter trade, 

investment, financial, and regulatory burdens.

The United States and Canada are the lead-

ers in most of the 10 categories. The U.S. is most 

free in investment freedom, financial freedom, 

property rights, and labor freedom. The result: 

a flexible, adaptive economy that remains 

one of the world’s premier financial markets. 

Canada leads in freedom from corruption and 

(deviating from the European model) trade 

and business freedom. Guatemala (for its low 

government expenditures), Panama (for its low 

inflation rate), and the Bahamas (for low taxes) 

round out the rest of the best.
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MIDDLE EAST/NORTH AFRICA 
(REGION D)

The Middle East/North Africa region 

encompasses some of the world’s most ancient 

civilizations. Stretching from Morocco’s Atlan-

tic shores to Iran and Yemen’s beaches on the 

Arabian Sea, the Middle East remains central in 

the world’s affairs. Today, however, most of the 

economies in this region are not free. Cursed in 

some ways by enormous natural oil resources, 

the local populations experience extreme con-

centrations of wealth and poverty.

The Middle East has a comparatively high 

GDP per capita. At $7,002 per person, the 

regional GDP is dead center: lower than Europe 

and the Americas but higher than Asia and 

sub-Saharan Africa. The difference between 

the highest GDP per capita and the lowest is 

enormous: an estimated $27,400 in Qatar ver-

sus $879 in Yemen. Structural problems clearly 

abound, as the regional unemployment rate, 

which averages 13.6 percent, is the highest in 

the world. Despite the outflow of crude oil, the 

Middle East is also second worst among the 

regions in exports and imports ($24 billion and 

$21 billion, respectively), indicating a lack of 

economic dynamism.

Chart D1 shows the 1995–2007 time series 

of the simple average economic freedom score 

for the region, compared to the world aver-

age. Using a population-weighted average, the 

people of the Middle East/North Africa region 

have the least economic freedom in the world. 

Paradoxically, the Middle East/North Africa 

region is also the only Index area to increase its 

average economic freedom over the past year. 

Yemen and Morocco made the biggest leaps for-

ward with 3.0 percent and 4.4 percent increases, 

respectively. The United Arab Emirates (UAE), 

Tunisia, Qatar, Jordan, Libya, Kuwait, Lebanon, 

Israel, and Egypt also improved their econom-

ic freedom scores, marking a definite regional 

trend.

Yet even in this region, there is a correlation 

between freedom and prosperity. Chart D2 

shows the positive relationship between high 

levels of economic freedom and high GDP per 

capita. The ongoing transformation of inno-

vative states in Bahrain, Qatar, and the UAE 
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Chart D1: Middle East/N. Africa 
Average Economic Freedom

Source: Tim Kane, Kim R. Holmes, and Mary Anastasia O’Grady, 
2007 Index of Economic Freedom (Washington, D.C.: The Heritage 
Foundation and Dow Jones & Company, Inc., 2007), at www.heri-

tage.org/index.
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may yet light the way for economic growth 

regionally.

Table D1 ranks the countries in the region 

from most free to least free based on their 

overall freedom scores. It 

also includes the change 

from last year ’s score, 

the country’s world rank, 

and each country’s 2007 

scores for each of the 10 

economic freedoms. Isra-

el, Bahrain, and Jordan—

three nations that are 

radically different politi-

cally but all have made a 

commitment to economic 

freedom—rank highest. 

Two leading oil-produc-

ing nations—Oman and 

Kuwait—round out the 

top five. The lowest ranking countries are 

Syria, Iran, and Libya, a group of fairly dispa-

rate nations that are united by their lack of eco-

nomic or political liberalism. Chart D3 shows 

20
07

 W
or

ld
 R

an
k

20
07

 R
eg

io
na

l R
an

k

C
ou

nt
ry

Ec
on

om
ic

 
Fr

ee
do

m
 2

00
7

C
ha

ng
e 

fr
om

 2
00

6

Bu
si

ne
ss

 
Fr

ee
do

m

Tr
ad

e 
Fr

ee
do

m

Fi
sc

al
 F

re
ed

om

Fr
ee

do
m

 fr
om

 
G

ov
er

nm
en

t

M
on

et
ar

y 
Fr

ee
do

m

In
ve

st
m

en
t 

Fr
ee

do
m

Fi
na

nc
ia

l 
Fr

ee
do

m

Pr
op

er
ty

 R
ig

ht
s

Fr
ee

do
m

 fr
om

 
C

or
ru

pt
io

n

La
bo

r F
re

ed
om

37 1 Israel 68.4 1.7  69.7  75.2  72.0  60.0  84.2  70  50  70  63  70.1 
39 2 Bahrain 68.4 -2.6  80.0  69.6  99.6  56.7  80.1  50  90  60  58  40.0 
53 3 Jordan 64.0 0.2  54.8  64.2  88.8  64.1  83.5  50  60  50  57  67.9 
54 4 Oman 63.9 1.6  63.6  73.8  99.0  37.7  79.1  50  50  50  63  73.2 
57 5 Kuwait 63.7 1.1  67.9  72.2  99.9  39.2  78.8  50  50  50  47  81.7 
69 6 Tunisia 61.0 1.8  78.3  61.8  80.8  82.1  80.0  30  30  50  49  67.9 
72 7 Qatar 60.7 0.3  60.0  71.4  99.9  54.6  72.4  30  50  50  59  60.0 
74 8 UAE 60.4 0.7  49.2  70.0  99.9  60.3  75.3  30  40  40  62  77.2 
77 9 Lebanon 60.3 1.8  56.2  67.4  95.9  64.3  83.5  30  70  30  31  74.4 
85 10 Saudi Arabia 59.1 -2.3  52.9  65.4  99.6  46.1  80.1  30  40  50  34  92.9 
96 11 Morocco 57.4 4.4  74.3  51.0  75.5  76.3  83.3  70  40  30  32  41.9 
122 12 Yemen 53.8 3.0  52.7  56.4  88.8  65.1  68.2  50  30  30  27  69.7 
127 13 Egypt 53.2 1.0  39.9  52.2  93.6  73.6  69.0  50  30  40  34  49.8 
134 14 Algeria 52.2 -1.1  73.7  56.0  82.6  47.9  80.6  50  20  30  28  53.7 
142 15 Syria 48.2 -2.3  56.6  49.0  88.3  57.5  68.9  30  10  30  34  57.4 
150 16 Iran 43.1 -0.2  54.9  50.4  84.8  59.8  61.3  10  10  10  29  61.2 
155 17 Libya 34.5 0.2  20.0  29.6  87.8  23.5  78.9  30  20  10  25  20.0 

Table D1: Economic Freedom Scores 
for the Middle East and North Africa

Source: Tim Kane, Kim R. Holmes, and Mary Anastasia O’Grady, 2007 Index of Economic Freedom (Washington, D.C.: The Heritage Foundation and Dow 
Jones & Company, Inc., 2007), at www.heritage.org/index.
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the distribution of countries across five differ-

ent categories.

The Middle East does not have any coun-

tries in the ranks of the world’s 20 most free. 

Israel, the region’s most free nation, is ranked 

37 globally, Bahrain is ranked 39, and Jordan 

is ranked 53. Oman, Kuwait, and Tunisia are 

the last countries in the top 70. The lack of eco-

nomic freedom reflects the region’s sluggish 

economic growth and hints at the reason why 

its GDP per capita lags behind the rest of the 

world.

The Middle East’s stunted economic growth 

may be due to its over-reliance on oil wealth. To 

determine whether this is so, we divided the 

region into two halves, categorizing 12 of the 

17 countries as oil exporters (with such exports 

in excess of 10 percent of total GDP) and the 

other five as non-oil countries. The most oil-

dependent economies in the Middle East are 

Qatar (60 percent), Oman (49 percent), Algeria 

(45 percent), Saudi Arabia (43 percent), Libya 

(33 percent), and the UAE (32 percent). Our 

analysis reveals that the non-oil countries have 

10 percentage points more economic freedom, 

using a population-weighted average. They 

also have lower inflation and slightly better 

employment and income levels, although their 

growth rates have been insignificantly lower.

Economists subscribe to a theory known as 

the “Dutch disease,” which holds that natural 

resource wealth can inhibit the development 

of other sectors by skewing wages. In contrast, 

resource-poor countries must give their citi-

zens a certain amount of economic freedom in 

order to create a living for themselves, develop-

ing human capital in order to create value. This 

means that people must be invested with skills.

Oil revenue, on the other hand, comes from 

the ground. In most Gulf states, even the pro-

cess of extracting the oil is in the hands of for-

eigners. It requires no investment in labor, no 

investment in humans, and only a marginal 

amount of investment in the land. People need 

different freedoms to be productive, but oil 

does not generate the incentives needed for 

societies to create those freedoms.

The Middle East is the absolute world lead-

er in only one category: fiscal freedom. Fiscally, 

its 90.4 percent average score is well above the 

world average of 82.8 percent, a level reached 

because of the extremely low income taxes 

common to oil kingdoms. The region does 

score above the world average in other areas, 

however, such as monetary freedom and free-

dom from corruption—a result that may reflect 

the measures regional leaders are taking to cut 

back on bribery and government malfeasance.

Israel is the leader in half of the categories. 

Oil-exporting states top the five factors, with 

Kuwait as the leader in fiscal freedom. Oil 

states need flexible labor markets to hire for-

eign workers, and their governments require 

little tax revenue. Bahrain is moving toward a 

more business-friendly environment, possibly 

influenced by the success of the Dubai model.
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SUB-SAHARAN AFRICA (REGION E)
Sub-Saharan Africa is well known as the 

poorest and most violent region of the world. 

It also seems to be the one region that has been 

slipping further behind over the past half-cen-

tury rather than advancing in terms of popular 

material well-being. Civil war flares sporadi-

cally from the Horn of Africa to the Atlantic 

Coast. AIDS is a continuing burden. Mass 

unemployment is common.

Average GDP per capita is only $1,984—the 

lowest of any region and barely one-tenth of 

the average incomes in Europe and the Ameri-

cas. Unemployment hovers at 10.5 percent, and 

the 15 percent average inflation rate is twice as 

high as that of the next worst region. Unsur-

prisingly, Africa receives more absolute foreign 

aid, both multilateral and bilateral, than any 

other region even though it has just one-fifth 

the population of Asia.

Chart E1 shows the 1995–2007 time series 

of the average economic freedom score for 

the region, compared with the world average. 

Africa’s overall level of economic freedom is 

weaker than any other region’s and has even 

declined over the past year. Nevertheless, there 

are some success stories, and they usually 

involve countries with greater freedom. Chart 

E2 shows the clear relationship between high 

levels of economic freedom and high GDP per 

capita.

Table E1 ranks the countries in the region 

from most free to least free based on their over-

all freedom scores. It also includes the change 

from last year’s score, the country’s world 

rank, and each country’s 2007 scores for each 

of the 10 economic freedoms. Chart E3 shows 

the distribution of countries across five differ-

ent categories.

Unlike regions that have a diverse range of 

free-market economies, in sub-Saharan Africa 

there are only distinctions among less free econ-

omies. A majority of nations are ranked “mostly 

unfree,” with the balance split evenly between 

“moderately free” and “repressed.” Reflecting 

the consistency of Africa’s chronic problems is 

a standard deviation of 6.7 points among free-

dom scores, which is the smallest deviation of 

any region. Africa’s most free countries, Mauri-

tius and Botswana, are globally ranked 34 and 

38, respectively. South Africa, the third-highest 

ranked African nation, is ranked 52 globally. 
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Chart E1: Sub-Saharan Africa
 Average Economic Freedom

Source: Tim Kane, Kim R. Holmes, and Mary Anastasia O’Grady, 
2007 Index of Economic Freedom (Washington, D.C.: The Heritage 
Foundation and Dow Jones & Company, Inc., 2007), at www.heri-

tage.org/index.
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34 1 Mauritius 69.0 2.5  74.5  70.0  87.5  82.0  76.2  70  60  60  42  67.4 
38 2 Botswana 68.4 -1.9  66.6  59.6  82.6  54.5  76.8  70  70  70  59  74.9 
52 3 South Africa 64.1 -2.2  70.8  68.8  79.8  79.3  78.8  50  60  50  45  58.5 
55 4 Namibia 63.8 2.9  76.7  79.0  78.6  70.5  78.6  40  60  30  43  81.2 
59 5 Uganda 63.4 -1.5  54.1  58.8  87.1  86.7  78.3  50  70  30  25  94.0 
64 6 Swaziland 61.6 -0.6  71.5  59.0  81.5  73.3  76.3  50  50  50  27  77.2 
65 7 Madagascar 61.4 -1.6  51.2  72.8  87.2  85.0  70.0  70  50  50  28  50.1 
82 8 Kenya 59.4 -0.6  58.9  65.0  85.9  83.6  74.4  50  50  40  21  65.2 
86 9 Senegal 58.8 1.4  56.4  61.6  73.9  85.9  82.9  50  50  50  32  45.2 
88 10 Cape Verde 58.4 -1.8  50.5  31.2  78.0  77.7  84.2  50  50  70  30  62.5 
91 11 Ghana 58.1 1.5  54.9  58.0  88.4  72.0  70.0  50  50  50  40  48.2 
92 12 Zambia 57.9 -1.2  63.6  60.8  80.4  81.9  57.8  50  50  40  26  68.6 
93 13 Gambia 57.6 -0.3  59.0  54.6  81.4  76.4  67.2  50  60  30  27  70.9 
101 14 Mozambique 56.6 1.4  51.5  60.2  85.5  86.2  75.9  50  50  30  28  48.2 
103 15 Tanzania 56.4 -2.9  44.8  63.6  87.1  85.7  74.4  50  50  30  29  49.4 
105 16 Ivory Coast 55.5 -1.3  48.1  58.6  66.3  86.2  78.6  40  70  30  19  58.4 
106 17 Malawi 55.5 -2.4  54.4  59.6  80.6  53.3  66.4  50  50  40  28  72.8 
111 18 Guinea 55.1 1.4  39.3  54.6  83.3  92.4  57.5  30  60  30  30  73.5 
113 19 Burkina Faso 55.0 -0.7  42.7  57.2  84.9  88.9  76.8  40  50  30  34  45.1 
114 20 Benin 54.8 0.5  47.2  54.6  78.5  87.9  82.5  30  60  30  29  48.2 
116 21 Ethiopia 54.4 1.1  59.4  53.0  84.8  83.0  69.9  50  20  30  22  72.3 
117 22 Cameroon 54.4 0.3  41.0  50.0  79.7  86.5  77.4  50  60  30  22  47.6 
118 23 Lesotho 54.1 -2.8  68.2  44.4  79.5  53.7  76.7  30  50  40  34  64.9 
123 24 Mali 53.7 -0.4  37.1  58.6  79.5  84.6  78.4  50  40  30  29  49.7 
124 25 Niger 53.5 -0.0  38.4  52.4  77.5  89.2  80.7  50  50  30  24  43.1 
126 26 Mauritania 53.2 -2.3  37.5  61.4  83.7  60.4  73.9  60  50  30  30  45.5 
128 27 Equatorial Guinea 53.2 3.0  44.7  47.6  82.1  81.8  79.3  30  60  30  19  57.4 
129 28 Gabon 53.0 -2.0  52.1  46.4  74.2  71.0  81.3  40  40  40  29  55.7 
130 29 Djibouti 52.6 -2.4  37.1  26.4  87.0  53.4  79.0  50  60  30  30  73.5 
131 30 Nigeria 52.6 3.8  63.1  56.6  89.5  41.7  70.5  30  50  30  19  75.2 
136 31 Rwanda 52.1 -2.2  50.8  60.6  82.6  80.3  70.2  30  40  30  21  55.9 
137 32 Central African Rep. 50.3 -4.5  38.9  44.2  77.1  90.2  76.4  40  40  20  30  45.9 
139 33 Togo 49.8 1.4  37.5  58.4  69.8  90.6  76.5  30  30  30  30  45.5 
141 34 Sierra Leone 48.4 1.6  50.5  50.2  82.0  83.8  72.9  30  40  10  24  40.2 
146 35 Burundi 46.8 -2.8  40.9  50.6  80.0  60.0  68.1  30  30  30  23  55.2 
147 36 Chad 46.4 -3.0  25.1  54.2  57.7  81.9  77.7  40  50  20  17  40.2 
148 37 Guinea-Bissau 45.7 -1.4  27.2  52.8  88.6  59.9  80.7  40  40  20  10  37.9 
149 38 Angola 43.5 0.1  33.9  68.0  90.0  38.4  47.7  20  40  20  20  56.7 
151 39 Congo, Republic of 43.0 -0.6  40.4  44.4  73.2  56.9  77.3  30  30  10  23  44.8 
154 40 Zimbabwe 35.8 1.8  42.9  42.6  79.5  83.9  -  10  20  10  26  43.2 

Table E1: Economic Freedom Scores for Sub-Saharan Africa

Source: Tim Kane, Kim R. Holmes, and Mary Anastasia O’Grady, 2007 Index of Economic Freedom (Washington, D.C.: The Heritage Foundation and Dow 
Jones & Company, Inc., 2007), at www.heritage.org/index.
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On the other hand, eight 

of the 20 countries ranked 

“repressed” around the 

world are located in this 

region.

Sub-Saharan Africa is 

also ranked last in seven 

of the 10 economic free-

dom categories and per-

forms especially poorly 

in terms of property 

rights, freedom from cor-

ruption, and business 

freedom. Chart E4 shows 

regional scores in each of 

the 10 economic freedom 

categories. Some of the 

gaps between sub-Saharan Africa’s score and 

the world average score are especially striking: 

almost 10 points for business freedom, 10 for 

freedom from corruption, and six for property 

rights. The single factor on which the region 

rates higher than the world average is in terms 

of government expenditure. Ironically, how-

ever, it is worse in terms of taxation. Labor 

freedom is perversely restricted in the region, 

which is odd because heavy labor regulations 

are much more common among higher-income 

nations. It appears that the countries of sub-

Saharan Africa have been saddled with the 

worst policies of their former European colo-

nizers but none of the prosperity.

The signs of government failure are over-

whelming in the heart of Africa and in some 

cases are so severe that the next few years will 

be inevitably bleak. Zimbabwe’s rate of infla-

tion, for example, is 350 percent, and unem-

ployment runs at 80 percent. With political 

instability rampant in the region, it is unlikely 

that even the liberalizing tendencies of Mauri-

tius or Botswana can have a significant enough 

statistical impact to lift Africa out of its last-

place status.

Within the region, Botswana is freest in the 

most absolute categories, although Mauritius 

is freest overall. Namibia scores highest in 

business and trade freedom, showing a strong 

commitment to free trade and pro-business 

regulations. Angola, as an oil-exporting nation, 

scores highest in fiscal freedom because of its 

low tax burden. Cape Verde has the lowest 

absolute inflation, giving it the highest score in 

monetary freedom, and Uganda has the high-

est labor freedom.
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Chapter 5

The Countries

T
his chapter is a compilation of the 161 

countries graded in the Index of Economic 
Freedom. Only 157 countries receive total 

scores, because grading has been suspended 

for four countries (the Democratic Republic of 

Congo, Iraq, Sudan, and Serbia–Montenegro). 

Each graded country is given a percent score 

ranging from 0 to 100 for all 10 factors of eco-

nomic freedom, and these scores are then aver-

aged (using equal weights) to get the country’s 

final Index of Economic Freedom score.

In addition to these factor and overall scores, 

each summary includes a brief introduction 

that describes the country’s economic strengths 

and weaknesses, as well as its political and 

economic background, and a statistical profile 

with the country’s main economic indicators. 

These statistics and their sources are outlined 

in detail below.

Two charts are included on each country 

page. The first shows a time series of the over-

all economic freedom score for the country for 

each year, from 1995 through 2007, compared 

Sub-Saharan Africa Average = 54.7
World Average = 60.6
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The economy is 43.5% free

1995 2007

Chart 1: Angola’s Economic Freedom

Source: Tim Kane, Kim R. Holmes, and Mary Anastasia O’Grady, 
2007 Index of Economic Freedom (Washington, D.C.: The Heritage 
Foundation and Dow Jones & Company, Inc., 2007), at www.heri-

tage.org/index.
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to the world average and regional average. In 

many cases, a country is not graded continu-

ously for all 13 years, often because grading 

did not begin until 1996 and frequently because 

of violence or natural disaster. This year, four 

countries are not graded, so their respective 

charts show a line that stops in 2005 or earlier. 

The second chart for each country graphs each 

of the 10 freedom scores for 2007 using hori-

zontal bars. A hash mark is included to show 

the world average so that one can quickly iden-

tify the strengths and weaknesses of economic 

freedom in each country according to the 10 

different component freedoms. The charts for 

Angola presented here are examples of what 

the reader will see on each country page.

To assure consistency and reliability for each 

of the 10 factors on which the countries are 

graded, every effort has been made to use the 

same source for each country; when data are 

unavailable from the primary source, second-

ary sources are used as explained in the chapter 

on methodology.

DEFINING THE “QUICK FACTS”
Each country page includes “Quick Facts” 

with 16 different categories of information: 

population size, macroeconomic data, official 

development assistance, and more. Unless 

otherwise indicated, the data in each country’s 

profile are for 2004 (the year for which the most 

recent data are widely available) and in current 

2004 U.S. dollars, also the latest available. The 

few cases in which no reliable statistical data 

were available are indicated by “n/a.” Defini-

tions and sources for each category of informa-

tion are as follows.

Population: 2004 estimate from World Bank, 

World Development Indicators Online. Another 

major source is U.S. Central Intelligence Agen-

cy, The World Factbook 2006. For some countries, 

another source is the country’s statistical agen-

cy and/or central bank.

GDP: Gross domestic product—total pro-

duction of goods and services—expressed 

as purchasing power parity (PPP) in current 

2004 U.S. dollars. The primary source for GDP 

data is World Bank, World Development Indica-
tors Online. Other sources include U.S. Central 

Intelligence Agency, The World Factbook 2006; 

the country’s statistical agency; and the coun-

try’s central bank.

GDP growth rate: Annual percentage 

growth rate of real GDP derived from constant 

national currency units, based on country-spe-

cific years. Annual percent changes are year-

on-year. The primary source is International 

Monetary Fund, World Economic Outlook Data-
base, 2006, which has growth data from 2004. 

Secondary sources include World Bank, World 
Development Indicators Online; Economist Intel-

ligence Unit, Country Reports, 2005 and 2006; 

the country’s statistical agency; and the coun-

try’s central bank.

GDP five-year compound annual growth: 
The geometric average growth rate measured 

over a specified period of time. The compound 

annual growth rate is measured using data 

from 2000 to 2004, based on the total percentage 

growth rate of real GDP expressed in constant 

national currency units, based on country-spe-

cific years. It is calculated by taking the nth root 

of the total percentage growth rate, where n is 

the number of years in the period being con-

sidered. The primary source for 2004 data is 

International Monetary Fund, World Economic 
Outlook Database, 2006.

GDP per capita: Gross domestic product 

expressed as PPP in current 2004 U.S. dol-

Business Freedom
Trade Freedom 
Fiscal Freedom

Fdm fm Government
Monetary Freedom

 Investment Freedom
Financial Freedom

Property Rights
 Fdm fm Corruption

 Labor Freedom

100 = most free,         = world average
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BUSINESS FREEDOM — 33.9%
Starting a business takes an average of 124 days, compared 

to the world average of 48 days. This makes entrepreneur-

ship far too difficult to enable a dynamic official economy. 

100 = most free,         = world average
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ANGOLA’S TEN ECONOMIC FREEDOMS

Chart 2: Angola’s 2007
Economic Freedom Scores

Source: Tim Kane, Kim R. Holmes, and Mary Anastasia O’Grady, 
2007 Index of Economic Freedom (Washington, D.C.: The Heritage 
Foundation and Dow Jones & Company, Inc., 2007), at www.heri-

tage.org/index.



lars divided by total population. The sources 

for these data are World Bank, World Develop-
ment Indicators Online; U.S. Central Intelligence 

Agency, The World Factbook 2006; and the coun-

try’s statistical agency or central bank.

Unemployment rate: A measure of the por-

tion of the workforce that is not employed but is 

actively seeking work. The primary sources are 

Economist Intelligence Unit, Country Reports, 

2005 and 2006, and Country Profiles, 2004–2005 

and 2005–2006; U.S. Central Intelligence Agen-

cy, The World Factbook 2006; the country’s statis-

tical agency; and the country’s labor ministry.

Inflation: The annual percent change in 

consumer prices as measured from 2003 to 

2004. The primary source for 2004 data is Inter-

national Monetary Fund, World Economic Out-
look Database, 2006. The secondary sources are 

Economist Intelligence Unit, Country Reports, 

2005 and 2006, and Country Profiles, 2004–2005 

and 2005–2006; U.S. Central Intelligence Agen-

cy, The World Factbook 2006; the country’s statis-

tical agency; and the country’s central bank.

Foreign direct investment (FDI): This series 

indicates total annual flow of net FDI, which 

is the sum of FDI inflows less the sum of FDI 

outflows in 2004. Data are in current 2004 U.S. 

dollars. FDI flows are defined as investments 

that acquire a lasting management interest 

(10 percent or more of voting stock) in a local 

enterprise by an investor operating in another 

country. Such investment is the sum of equity 

capital, reinvestment of earnings, other long-

term capital, and short-term capital as shown 

in the balance of payments and both short-

term and long-term international loans. Data 

are from United Nations Conference on Trade 

and Development, World Investment Report 
2005; World Bank, World Development Indicators 
Online; the country’s statistical agency; and the 

country’s central bank.

Official development assistance (ODA): 
Grants or loans to developing countries and 

territories, as defined by part I of the Develop-

ment Assistance Committee (DAC) list of aid 

recipients, that are undertaken either by the 

official sector, with promotion of economic 

development and welfare as the main objec-

tive, or on concessional financial terms (a loan 

that has a grant element of at least 25 percent). 

Aid includes technical cooperation as well as 

financial flows. Grants, loans, and credits for 

military purposes are excluded. Transfer pay-

ments to private individuals (e.g., pensions, 

reparations, or insurance payouts) are usually 

not counted. Data are listed in current 2004 U.S. 

dollars. The primary source is Organisation for 

Economic Co-operation and Development, 

Official Development Figures for 2004 (on-line).

•  Multilateral: In DAC statistics, this includes 

international institutions with governmental 

membership that conduct all or a significant 

part of their activities in favor of development 

and aid recipient countries. They include mul-

tilateral development banks (e.g., the World 

Bank and regional development banks), Unit-

ed Nations agencies, and regional groupings. 

A contribution by a DAC member to such an 

agency is deemed multilateral if it is pooled 

with other contributions and disbursed at the 

discretion of the agency.

•  Bilateral: Bilateral flows are provided direct-

ly by a donor country to an aid recipient 

country.

External Debt: Debt owed to non-residents 

that is repayable in foreign currency, goods, or 

services. It is the sum of public, publicly guar-

anteed, and private non-guaranteed long-term 

debt, use of International Monetary Fund credit, 

and short-term debt. Short-term debt includes 

all debt having an original or extended matu-

rity of one year or less and interest in arrears 

on long-term debt. Long-term debt is debt that 

has an original or extended maturity of more 

than one year. It has three components: public, 

publicly guaranteed, and private non-guaran-

teed debt. Public and publicly guaranteed debt 

comprises the long-term external obligations of 

public debtors, including the national govern-

ment and political subdivisions (or an agency of 

either) and autonomous public bodies, as well 

as the external obligations of private debtors 

that are guaranteed for repayment by a public 

entity. Private non-guaranteed debt consists of 

the long-term external obligations of private 

debtors that are not guaranteed for repayment 
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by a public entity. The data for 2004 are listed 

in current 2004 U.S. dollars, calculated on an 

exchange rate basis rather than PPP terms. The 

primary source is World Bank, World Develop-
ment Indicators, 2006. The data for 2005 are from 

U.S. Central Intelligence Agency, The World 
Factbook 2006.

Exports: The value of all goods and other 

market services, f.o.b. Included is the value of 

merchandise, freight, insurance, travel, and 

other non-factor services. Factor and property 

income, such as investment income, interest, 

and labor income, is excluded. Data are in 

current 2004 U.S. dollars. The primary source 

is World Bank, World Development Indicators 
Online. Other sources include Economist Intelli-

gence Unit, Country Reports, 2005 and 2006, and 

Country Profiles, 2004–2005 and 2005–2006; U.S. 

Central Intelligence Agency, The World Factbook 
2006; and the country’s statistical agency.

Primary exports: The country’s four to 

six principal export products. Data for major 

exports are from U.S. Central Intelligence 

Agency, The World Factbook 2006.

Imports: The value of all goods and other 

market services, f.o.b. Included is the value of 

merchandise, freight, insurance, travel, and 

other non-factor services. Factor and property 

income, such as investment income, interest, 

and labor income, is excluded. Data are in 

current 2004 U.S. dollars. The primary source 

is World Bank, World Development Indicators 
Online. Other sources include Economist Intelli-

gence Unit, Country Reports, 2005 and 2006, and 

Country Profiles, 2004–2005 and 2005–2006; U.S. 

Central Intelligence Agency, The World Factbook 
2006; and the country’s statistical agency.

Primary imports: The country’s six to eight 

principal import products. Data for major 

imports are from U.S. Central Intelligence 

Agency, The World Factbook 2006.

COMMONLY USED ACRONYMS
CIS: Commonwealth of Independent States, 

consisting of Azerbaijan, Armenia, Belarus, 

Georgia, Kazakhstan, the Kyrgyz Republic, 

Moldova, Russia, Tajikistan, Turkmenistan, 

Uzbekistan, and Ukraine.

EU: European Union, consisting of Aus-

tria, Belgium, Cyprus, the Czech Republic, 

Denmark, Estonia, Finland, France, Germany, 

Greece, Hungary, Ireland, Italy, Latvia, Lithu-

ania, Luxembourg, Malta, the Netherlands, 

Poland, Portugal, Slovakia, Slovenia, Spain, 

Sweden, and the United Kingdom.

IMF: International Monetary Fund, estab-

lished in 1945 to help stabilize countries during 

crises and now with 181 member countries.

MERCOSUR: Customs union that includes 

Brazil, Argentina, Uruguay, Paraguay, and 

Venezuela.

OECD: Organisation for Economic Co-oper-

ation and Development, an international orga-

nization of developed countries, founded in 

1948, that now includes 30 member countries.

SACU: Southern African Customs Union, 

consisting of Botswana, Lesotho, Namibia, 

South Africa, and Swaziland.

VAT: Value-added tax.

WTO: World Trade Organization, founded 

in 1995 as the central organization dealing with 

the rules of trade between nations and based 

on signed agreements among 149 member 

countries.
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How Do We Measure Economic Freedom? See Chapter 
3 (page 37) for an explanation of the methodology or 
visit the Index Web site at heritage.org/index.

ALBANIA

Population:  3.1 million

GDP (PPP):   $15.5 billion
5.9% growth in 2004
5.7% 5-yr. comp. ann. growth
$4,978 per capita

Unemployment:  14.4%

Inflation (CPI):  2.3%

FDI (net inflow):  $426 million (gross)

Official Development Assistance:
 Multilateral: $137 million
Bilateral: $250 million (16% from the 
U.S.)

External Debt:  $1.6 billion

Exports:  $1.2 billion
Primarily textiles and footwear, tobac-
co, vegetables, food, beverages, 
machinery

Imports:  $2.6 billion
Primarily chemicals, machinery and 
equipment, minerals, fuels, electricity

A
lbania’s economy is 61.4 percent free, according to our 
2007 assessment, which makes it the world’s 66th fre-

est economy. Albania is ranked 30th freest among the 41 
countries in the European region. The level of economic 
freedom decreased by 0.6 percentage point during the 
past year, partially reflecting new methodological detail, 
leaving Albania below the regional average.

Comparatively, Albania’s freedom level is on par with 
other developing Balkan states like Croatia and Mace-
donia but still higher than that of Greece, a member of 
the European Union. Fiscal freedom, freedom from gov-
ernment, and monetary freedom all rate highly, but the 
overall score is reduced by Albania’s poor performance 
in property rights and freedom from corruption. The 
unimpressive score in property rights is largely a result 
of political interference in the judiciary, leading to erratic 
enforcement of the country’s laws.

Albania’s economic freedom ranks above the world aver-
age, and its score has risen over the past seven years, a 
noteworthy achievement in a region characterized by 
federal separatism and instability. If Albania maintains its 
impressively low tax levels while doing more to combat 
corruption, its score should continue to rise.

BACKGROUND: In 1992, Albania ended nearly 50 years 
of Communist rule. The 1990s were a period of transi-
tion, but economic growth and reform have advanced 
since then. In July 2006, Albania signed a Stabilization 
and Association Agreement with the European Union as 
the first step toward EU membership. The agricultural 
sector is the largest source of employment, but services 
and the increased production of chrome and chromium 
products have led to steady economic growth. In 2005, 
the Organisation for Economic Co-operation and Devel-
opment reported that informal activity may exceed 50 
percent of the economy.

The economy is 61.4% free

Rank: 66
Regional Rank: 30 of 41
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BUSINESS FREEDOM — 56.1%
Starting a business takes an average of 39 days, compared 

to the world average of 48 days. To maximize entrepreneur-

ship and job creation, it should be easier to start a company. 

Obtaining a business license can be difficult because of 

regulations, and closing a business is very difficult. Regu-

lations are sometimes inconsistent, causing unreliability of 

interpretation. Businesses have difficulty getting copies of 

laws and regulations. The overall freedom to start, operate, 

and close a business is limited by the national regulatory 

environment.

TRADE FREEDOM — 63.2%
Albania’s weighted average tariff rate in 2002 was 8.4 per-

cent. There are no official non-tariff barriers, but admin-

istrative bureaucracy can delay trade and increase costs. 

Consequently, an additional 20 percent is deducted from 

Albania’s trade freedom score.

FISCAL FREEDOM — 91.5%
Albania enjoys low income tax rates, which enhance incen-

tives for entrepreneurs and workers. The top income tax 

rate is 20 percent. In January 2006, the government reduced 

the flat corporate tax rate by 3 percentage points to 20 per-

cent. Other taxes include a value-added tax (VAT), a prop-

erty tax, and a vehicle tax. In the most recent year, overall 

tax revenue as a percentage of GDP was 21.7 percent.

FREEDOM FROM GOVERNMENT — 77.7%
Total government expenditures, including consumption 

and transfer payments, are moderate. In the most recent 

year, government spending equaled 28.8 percent of GDP, 

and the government received 8.8 percent of its revenues 

from state-owned enterprises and government ownership 

of property.

MONETARY FREEDOM — 80.7%
Inflation is relatively low, averaging 2.2 percent between 

2003 and 2005. Relatively low and stable prices explain 

most of the monetary freedom score. An additional 10 per-

cent is deducted from Albania’s monetary freedom score 

to adjust for price control measures that distort domestic 

prices for water, railway transport, and electricity.

INVESTMENT FREEDOM — 60%
Foreign and domestic firms are treated equally under the 

law, and nearly all sectors of the economy are open to for-

eign investment. Foreigners may lease agricultural land for 

up to 99 years but may not purchase it. Political instabil-

ity, corruption, and a thriving informal market discourage 

foreign investment and undermine the implementation of 

reform. The International Monetary Fund reports that both 

residents and non-residents may hold foreign exchange 

accounts. The Bank of Albania, through licensed agencies, 

monitors and reviews the purchase of capital and money 

market instruments, outward direct investment, most 

credit operations, and residents’ purchase of real estate 

abroad.

FINANCIAL FREEDOM — 70%
Albania’s financial sector is small and largely cash-based. 

Banking dominates the sector and is overseen by the cen-

tral Bank of Albania. The government introduced deposit 

insurance in 2004. In December 2005, the government sold 

its stake in the last partially state-owned bank. There are 

17 banks, of which 15 are foreign-owned. The non-bank 

financial sector is rudimentary, and government enforce-

ment of financial regulations can be weak. The government 

has separated the Tirana Stock Exchange from the central 

bank, giving the country an independent stock exchange. 

In October 2003, the government sold a stake in the state-

owned insurance company. The insurance sector remains 

underdeveloped.

PROPERTY RIGHTS — 30%
Albania’s judicial system enforces the law weakly. Judges 

are supposed to be independent, but several are corrupt, 

having been appointed strictly for political reasons. Orga-

nized crime is a strong deterrent to the administration of 

justice. Judges are subject to intimidation, pressure, and 

bribery, and the pace of judicial reform remains very 

slow.

FREEDOM FROM CORRUPTION — 24%
Corruption is perceived as widespread. Albania ranks 

126th out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 60.6%
The labor market operates under inflexible employment 

regulations that hinder overall productivity growth. The 

non-salary cost of employing a worker is very high, and 

dismissing a redundant employee is relatively costly. The 

unemployment insurance system, funded primarily by 

employer contributions, provides for approximately 17 

percent of an average worker’s yearly salary.
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ALGERIA

Population:  32.4 million

GDP (PPP):    $213.7 billion
5.2% growth in 2004
4.3% 5-yr. comp. ann. growth
$6,603 per capita

Unemployment:  20.9% (2003)

Inflation (CPI):  3.6%

FDI (net inflow):  $624 million

Official Development Assistance:
 Multilateral: $90 million
Bilateral: $299 million (1% from the U.S.)

External Debt:  $22.0 billion

Exports:  $32.2 billion
Primarily petroleum, natural gas, petro-
leum products

Imports:  $18.0 billion
Primarily capital goods, food, consumer 
goods

A
lgeria’s economy is 52.2 percent free, according to our 
2007 assessment, which makes it the world’s 134th 

freest economy. Its overall score is 1.1 percentage points 
lower than last year, partially reflecting new methodologi-
cal detail. Algeria is ranked 14th out of 17 countries in the 
Middle East/North Africa region.

Algeria scores high in several of the 10 factors of economic 
freedom, such as business freedom, fiscal freedom, and 
monetary freedom. On average, it takes far less time to 
start a business in Algeria than it does elsewhere in the 
world. Algeria has a high income tax rate but, because of 
widespread poverty and substantial oil income, collects 
only a small proportion of GDP in taxes. Inflation is rela-
tively low, and prices are relatively stable, although the 
government does subsidize various necessities.

In other areas, the outlook is not so positive. Algeria has 
significant problems with the overall size of government, 
banking restrictions, corruption, and political interference 
in the judiciary. The government has been slow to imple-
ment its privatization plan, and state-owned companies 
still dominate several critical industries, such as banking.

BACKGROUND: Algeria gained its independence from 
France in 1962 and imposed a socialist economic model 
that stifled economic growth and wasted its huge oil and 
gas wealth: Algeria is the world’s second-largest exporter 
of natural gas and has the world’s seventh-largest natural 
gas reserves and 14th-largest oil reserves. In 1992, Islamic 
radicals launched a brutal civil war that claimed more than 
100,000 lives. President Abdelaziz Bouteflika negotiated a 
fragile peace accord and has delivered greater political sta-
bility. His government has made slow progress on liberal-
ization, privatization, and attracting foreign investment, 
and the economy has benefited from high world energy 
prices.

The economy is 52.2% free
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BUSINESS FREEDOM — 73.7%
Starting a business takes an average of 24 days, compared 

to the world average of 48 days. To maximize entrepre-

neurship and job creation, it should be easier to start a 

company. Obtaining a business license can be difficult 

because of regulations, but closing a business is relatively 

easy. With more than 400 legislative and regulatory texts, 

however, business regulations can be complex and techni-

cal. The overall freedom to start, operate, and close a busi-

ness is relatively well protected by the national regulatory 

environment.

TRADE FREEDOM — 56%
Algeria’s weighted average tariff rate in 2003 was 12 per-

cent. Non-tariff barriers include customs clearance proce-

dures, some import and export controls, and regulatory 

restrictions that delay trade and increase costs. Conse-

quently, an additional 20 percent is deducted from Alge-

ria’s trade freedom score.

FISCAL FREEDOM — 82.6%
Algeria has a high income tax rate and moderate corpo-

rate tax rate. The top income tax rate is 40 percent, and the 

top corporate tax rate is 30 percent. Other taxes include a 

value-added tax (VAT), a tax on professional activity, and 

an apprenticeship tax. In the most recent year, overall tax 

revenue as a percentage of GDP was 10.8 percent.

FREEDOM FROM GOVERNMENT — 47.9%
Total government expenditures, including consumption 

and transfer payments, are moderate. In the most recent 

year, government spending equaled 34.6 percent of GDP, 

and the government received 72.6 percent of its revenues 

from state-owned enterprises and government ownership 

of property.

MONETARY FREEDOM — 80.6%
Inflation is relatively low, averaging 2.2 percent between 

2003 and 2005. Relatively low and stable prices explain 

most of the monetary freedom score. Government policies 

distort prices through subsidies and direct controls on some 

commodities, such as agricultural goods. Consequently, an 

additional 10 percent is deducted from Algeria’s monetary 

freedom score to adjust for price control measures.

INVESTMENT FREEDOM — 50%
Foreign investors receive nondiscriminatory treatment. In 

August 2001, the National Investment Development Agen-

cy was created to simplify investment, but investors still 

face complex and burdensome procedures. Foreign owner-

ship of pipelines is prohibited. Foreign exchange and capi-

tal transactions are subject to numerous restrictions. The 

International Monetary Fund reports that both residents 

and non-residents may hold foreign exchange accounts, 

subject to some restrictions. Payments and transfers are 

subject to various limits, approvals, surrender require-

ments, and restrictions. Purchase, sale, or issue of capi-

tal market securities is permitted through an authorized 

intermediary.

FINANCIAL FREEDOM — 20%
The government exerts heavy influence on the financial 

sector. There were 15 private banks in 2004, but six state-

owned banks accounted for over 86 percent of total bank 

assets in 2003. While banking sector reform and privatiza-

tion has ostensibly been a goal since 1999, progress has 

been slow. State dominance of banking has undermined 

private banks and led to several bankruptcies. The govern-

ment intervenes in credit markets, including subsidizing 

credit for loss-making public enterprises. Governance of 

the financial sector is weak. The insurance sector is small 

and dominated by six state-owned firms, although private 

insurers are permitted and six private insurers were opera-

tional in 2004. The stock exchange is extremely small.

PROPERTY RIGHTS — 30%
The constitution provides for an independent judiciary, but 

the judicial environment is inefficient and, in fields like the 

adjudication of intellectual property disputes, suffers from 

a lack of trained magistrates. The judiciary is influenced by 

the executive branch and the Ministry of Interior.

FREEDOM FROM CORRUPTION — 28%
Corruption is perceived as widespread. Algeria ranks 97th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 53.7%
The labor market operates under restrictive employment 

regulations that hinder employment and productivity 

growth. The non-salary cost of employing a worker is high, 

but dismissing a redundant employee is costless. Algeria’s 

unemployment insurance system, funded by workers and 

their employers only, offers benefits equaling about 38 per-

cent of an average worker’s annual salary.
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ANGOLA

Population:  15.5 million

GDP (PPP):    $33.8 billion
11.1% growth in 2004
6.9% 5-yr. comp. ann. growth
$2,180 per capita

Unemployment:  n/a

Inflation (CPI):  43.5%

FDI (net inflow):  $2 billion

Official Development Assistance:  
Multilateral: $138 million
Bilateral: $1 billion (12% from the U.S.)

External Debt:  $9.5 billion

Exports:  $13.8 billion
Primarily crude oil, petroleum, dia-
monds, petroleum products, coffee, 
fish

Imports:  $10.6 billion
Primarily machinery and electrical 
equipment, vehicles, medicines, food, 
textiles

A
ngola’s economy is 43.5 percent free, according to our 
2007 assessment, which makes it the world’s 149th fre-

est economy. Its overall score is 0.1 percentage point high-
er than last year, partially reflecting new methodological 
detail. Angola is also ranked 38th out of 40 countries in 
the sub-Saharan Africa region. Data are spotty for Ango-
la because of a protracted civil war, but the country has 
attained a moderate degree of economic freedom despite 
a devastated infrastructure and a fledgling government. 

Angola scores high in fiscal freedom and receives fairly 
positive scores in trade, but it receives overwhelmingly 
negative scores for most of its policies. The income tax rate 
is low, and overall tax revenues are low as a percentage of 
GDP. Trade freedom is progressing, but significant non-
tariff barriers on imports are still imposed.

Angola faces serious economic problems in other areas. 
Inflation is high, regulation chokes business, investment 
is basically unwelcome, government size is excessive, 
corruption is crippling, and political influence mars the 
judiciary. Commercial regulations are a major hindrance 
to opening and closing a business, and inconsistent, con-
fusing regulations make operating a successful company 
difficult.

BACKGROUND: Despite extensive oil and gas resources, 
diamonds, hydroelectric potential, and rich agricultural 
land, Angola remains poor. Since 2002, when the country’s 
economically devastating 27-year civil war ended, the 
government has worked to repair and improve Angola’s 
ravaged infrastructure and its weakened political and 
social institutions. High international oil prices and ris-
ing oil production have led to strong economic growth in 
recent years, but corruption and public-sector mismanage-
ment remain common, particularly in the oil sector, which 
accounted for over 50 percent of gross domestic product 
and 78 percent of government revenues in 2005.

The economy is 43.5% free
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BUSINESS FREEDOM — 33.9%
Starting a business takes an average of 124 days, compared 

to the world average of 48 days. This makes entrepreneur-

ship far too difficult to enable a dynamic official economy. 

Obtaining a business license can be very difficult because 

of regulations, and closing a business is also very difficult. 

Inconsistently enforced, the regulatory system has been 

vague and complicated. The overall freedom to start, oper-

ate, and close a business is seriously limited by the national 

regulatory environment.

TRADE FREEDOM — 68%
Angola’s weighted average tariff rate was 6 percent in 

2005. While Angola has made solid progress in reforming 

its trade regime, non-tariff barriers still impose a cost on 

trade. Some non-tariff barriers include subsidies, import 

controls, customs barriers, some prohibitive regulations 

and standards, and issues involving the enforcement and 

protection of intellectual property rights. Consequently, 

an additional 20 percent is deducted from Angola’s trade 

freedom score.

FISCAL FREEDOM — 90%
Angola has a low income tax rate but a high corporate tax 

rate. The top income tax rate is 15 percent, and the top cor-

porate tax rate is 35 percent. Other taxes include a fuel tax 

and a consumption tax. In the most recent year, overall tax 

revenue as a percentage of GDP was 6.9 percent.

FREEDOM FROM GOVERNMENT — 38.4%
Total government expenditures, including consumption 

and transfer payments, are high. In the most recent year, 

government spending equaled 38.9 percent of GDP, and 

the government received 79 percent of its total revenues 

from state-owned enterprises and government ownership 

of property.

MONETARY FREEDOM — 47.7%
Inflation in Angola is high and unstable, averaging 34.8 per-

cent between 2003 and 2005. Relatively high and unstable 

prices explain most of the monetary freedom score. Gov-

ernment price controls are pervasive in many sectors of the 

economy, including fuel and electricity. Consequently, an 

additional 15 percent is deducted from Angola’s monetary 

freedom score to adjust for the high economic cost of these 

price control measures.

INVESTMENT FREEDOM — 20%
Angola’s Law on Private Investment provides equal treat-

ment to foreign investors, simplifies investment regula-

tions, and lowers the required investment. However, 

procedures to register a foreign investment remain bur-

densome. Capital and money market transactions, capital 

repatriation, real estate transactions, and personal capital 

movements are subject to strict controls. In most instances, 

these transactions require central bank approval and/or 

licensing. Foreign investment in defense, internal public 

order, state security, certain banking activities, and the 

administration of ports and airports is not explicitly pro-

hibited but is somewhat off-limits.

FINANCIAL FREEDOM — 40%
Angola’s financial system is small and underdeveloped but 

growing. The banking sector in 2003 consisted of seven 

commercial banks, of which three were foreign-owned. 

The two state-owned banks, which are slated for privati-

zation, control approximately 45 percent of banking assets. 

Angola has been liberalizing the banking and insurance 

sectors in accordance with International Monetary Fund 

and World Bank advice, but financial governance remains 

poor. Available financial instruments are limited by the 

overall economic environment. The state remains heavily 

involved in the insurance sector. The government has for-

mally constituted Angola’s stock exchange with plans for 

it to be fully operational by the end of 2006.

PROPERTY RIGHTS — 20%
The rule of law cannot be guaranteed through the local 

justice system, which suffers from political interference. 

Angola’s legal and judicial system is not efficient in han-

dling commercial disputes. Legal fees are high, and most 

businesses avoid taking disputes to court.

FREEDOM FROM CORRUPTION — 20%
Corruption is perceived as widespread and hinders all 

other economic freedoms. Angola ranks 151st out of 158 

countries in Transparency International’s Corruption Per-

ceptions Index for 2005.

LABOR FREEDOM — 56.7%
The labor market operates under restrictive employment 

regulations that hinder employment and productivity 

growth. The non-salary cost of employing a worker is low, 

but dismissing a redundant employee is relatively costly. 

Angola has very rigid restrictions on increasing or con-

tracting the number of working hours.
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ARGENTINA

Population:  38.4 million

GDP (PPP):   $510.3 billion
9.0% growth in 2004
0.1% 5-yr. comp. ann. growth
$13,298 per capita

Unemployment:  13.6%

Inflation (CPI):  4.4%

FDI (net inflow):  $3.9 billion

Official Development Assistance:  
Multilateral: $27 million
Bilateral: $94 million (2% from the U.S.)

External Debt:  $169.3 billion

Exports:  $39.7 billion
Primarily edible oils, fuels and energy, 
cereals, feed, motor vehicles

Imports:  $28.2 billion
Primarily machinery and equipment, 
vehicles, chemicals, metal manufac-
tures, plastics

A
rgentina’s economy is 57.5 percent free, according to 
our 2007 assessment, which makes it the world’s 95th 

freest economy. Its overall score is 0.2 percentage point 
higher than last year, partially reflecting new methodolog-
ical detail. Argentina is ranked 21st out of 29 countries in 
the Americas, and its overall score is slightly below the 
regional average.

Argentina scores high in fiscal freedom, freedom from 
government, and monetary freedom. Top tax levels are 
comparable to those of the United States, as Argentina 
levies corporate and top income tax rates of 35 percent. 
While this is relatively high, government tax revenue as a 
percentage of GDP is low, and expenditure is correspond-
ingly low as well. State ownership of businesses is also 
comparatively insignificant.

Property rights, labor freedom, and freedom from corrup-
tion are all problems for Argentina (labor freedom less so 
than the others). Political interference with an inefficient 
judiciary hinders greater foreign investment, and numer-
ous popular and official obstructions of due process make 
international courts preferable to Argentine courts. Not 
surprisingly, corruption is also a problem. On the labor 
side, employing and dismissing employees is complicated, 
expensive, and a further hindrance to economic flexibility.

BACKGROUND: Under Néstor Kirchner, who became presi-
dent in May 2003 following the fifth presidential election 
since Argentina’s return to democracy in 1983, the state’s 
role in the economy has expanded, primarily through 
price controls in some industries and the creation of 
state-owned enterprises. Argentina has abundant natural 
resources, and agriculture has always been important, but 
the principal industries are food processing and bever-
ages, chemicals, petrochemicals, and motor vehicles. High 
GDP growth in the past few years is largely attributable to 
high commodity prices, a debt moratorium, and an eco-
nomic recovery from the 2001 crisis rather than to sound 
government economic policies.

The economy is 57.5% free
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BUSINESS FREEDOM — 65.5%
Starting a business takes an average of 32 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Both obtaining a busi-

ness license and closing a business can be difficult because 

of regulations. Businesses still face difficulties involving 

inconsistent application of regulations. The overall free-

dom to start, operate, and close a business is relatively well 

protected by the national regulatory environment.

TRADE FREEDOM — 61.4%
Argentina’s weighted average tariff rate was 9.3 percent in 

2004. Several non-tariff barriers are designed to constrain 

trade and protect domestic industries, including minimum 

import prices, import controls, quotas, restrictive sanitary 

rules, and issues involving the enforcement and protection 

of intellectual property rights. The customs process is bur-

densome and weakened by corruption. Consequently, an 

additional 20 percent is deducted from Argentina’s trade 

freedom score to account for non-tariff barriers.

FISCAL FREEDOM — 82.3%
Argentina has high tax rates. Both the top income tax rate 

and the top corporate tax rate are 35 percent. Other taxes 

include a value-added tax (VAT) and a wealth tax. In the 

most recent year, overall tax revenue as a percentage of 

GDP was 14.2 percent.

FREEDOM FROM GOVERNMENT — 89.6%
Total government expenditures, including consumption 

and transfer payments, are low. In the most recent year, 

government spending equaled 20.9 percent of GDP, and 

the government received 0.8 percent of its revenues from 

state-owned enterprises and government ownership of 

property.

MONETARY FREEDOM — 71.3%
Inflation is relatively volatile, averaging 8.7 percent 

between 2003 and 2005. Relatively high and unstable prices 

explain most of the monetary freedom score. The govern-

ment imposes price controls on electricity, water, and gas 

distribution at the retail level, along with urban transport 

and local telephone services. Consequently, an additional 

10 percent is deducted from Argentina’s monetary freedom 

score to adjust for distortionary price controls.

INVESTMENT FREEDOM — 50%
Registering a foreign business is fairly simple, and most 

local companies may be wholly owned by foreign inves-

tors. Foreign investment is prohibited in a few sectors, 

including shipbuilding, fishing, border-area real estate, 

and nuclear power generation, and is restricted in media 

and Internet companies. The most significant deterrent is 

legal uncertainty concerning creditor, contract, and prop-

erty rights. The flow of capital is restricted, and repatria-

tion is subject to some controls.

FINANCIAL FREEDOM — 40%
Argentina’s financial system was devastated by the 2001–

2002 debt default and banking crisis. The sector is recov-

ering and in some cases has returned to pre-crisis levels. 

Non-performing bank loans are down, but Argentines still 

hesitate to deposit funds in local banks. The government 

has not fully compensated banks for the conversion of dol-

lar-denominated instruments to pesos. The largest bank is 

state-owned and serves as the sole financial institution in 

parts of the country. A number of foreign banks operate 

in Argentina. The government role in the financial sector 

increased after the crisis, and all financial services are sub-

ject to government regulation and supervision. The stock 

market is active, although market capitalization is domi-

nated by a few firms.

PROPERTY RIGHTS — 30%
The executive branch influences Argentina’s judiciary, 

and independent surveys indicate that public confidence 

remains weak. Many foreign investors resort to interna-

tional arbitration. An important violation of property 

rights is the “piquete,” a form of protest in which protes-

tors take over private business, causing extensive losses 

with no effective punishment by the police or the govern-

ment. Argentine courts are notoriously slow, inefficient, 

secretive, and corrupt.

FREEDOM FROM CORRUPTION — 28%
Corruption is perceived as widespread. Argentina ranks 

97th out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 56.6%
The labor market operates under restrictive employment 

regulations that hinder employment and productivity 

growth. The non-salary cost of employing a worker is very 

high, and dismissing a redundant employee is costly. Bar-

riers to creating more jobs include severance costs, pension 

payments, mandatory contributions to a union-run health 

plan, mandatory holidays, and overtime. Argentina’s labor 

market flexibility is one of the 20 lowest in the world.
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ARMENIA

Population:  3 million

GDP (PPP):   $12.4 billion
10.1% growth in 2004
10.5% 5-yr. comp. ann. growth
$4,101 per capita

Unemployment:  9.5%

Inflation (CPI):  8.1%

FDI (net inflow):  $233 million

Official Development Assistance:  
Multilateral: $146 million
Bilateral: $136 million (55% from the 
U.S.)

External Debt:  $1.2 billion

Exports:  $984.9 million
Primarily diamonds, mineral products, 
food, energy

Imports:  $1.5 billion
Primarily natural gas, petroleum, tobac-
co products, food

A
rmenia’s economy is 69.4 percent free, according to our 
2007 assessment, which makes it the world’s 32nd fre-

est economy. Armenia is ranked 19th freest among the 41 
countries in the European region. Armenia’s score puts it 
above Europe’s average—an impressive feat for an impov-
erished landlocked country. The overall score dropped 
sharply during the year by 5.1 percentage points, which 
partially reflects new methodological detail.

Armenia rates highly in many areas, such as fiscal freedom, 
freedom from government, monetary freedom, financial 
freedom, business freedom, and labor freedom. Low tax 
rates, low government expenditure, and low revenue from 
state-owned businesses contribute to its impressive fis-
cal and government freedom rankings. Armenia has low 
inflation, and its banking sector is both wholly private 
and well regulated. Commercial regulations are flexible 
and relatively simple. There are few restrictions on foreign 
investment, except for land ownership.

Armenia could still make some improvement in property 
rights and freedom from corruption. The judiciary is fairly 
weak and subject to political interference. For a post-Soviet 
country, however, Armenia shows an impressive amount 
of freedom.

BACKGROUND: Since 1988, Armenia, a former Soviet repub-
lic, has sparred with neighboring Azerbaijan, occupying 
Azerbaijan’s Nagorno–Karabakh region and adjacent 
lands. President Robert Kocharyan, former president of 
the self-proclaimed Nagorno–Karabakh Republic, presides 
over a coalition government that is rife with fundamen-
tal policy differences. Despite these differences, however, 
the government has managed to achieve macroeconomic 
stabilization in recent years and maintains a positive rela-
tionship with various international financial institutions. 
Armenia’s economy relies in nearly equal measure on 
manufacturing, services, and agriculture, including its 
famous cognac production.

The economy is 69.4% free 
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BUSINESS FREEDOM — 84.5%
Starting a business takes an average of 24 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license can be relatively simple, and closing a business 

is easy. However, the business environment can be risky 

because of the poor implementation and application of 

business legislation. The overall freedom to start, oper-

ate, and close a business is relatively well protected by the 

national regulatory environment.

TRADE FREEDOM — 75.6%
Armenia’s weighted average tariff rate in 2001 was a rela-

tively low 2.2 percent. Improper implementation of the 

customs code is a significant barrier to trade, especially 

for importers. Consequently, an additional 20 percent is 

deducted from Armenia’s trade freedom score.

FISCAL FREEDOM — 93.1%
Armenia has low tax rates. Both the top income tax rate 

and the top corporate tax rate are 20 percent. Other taxes 

include a value-added tax (VAT) and a vehicle tax. In the 

most recent year, overall tax revenue as a percentage of 

GDP was 15.3 percent.

FREEDOM FROM GOVERNMENT — 91.6%
Total government expenditures in Armenia, including 

consumption and transfer payments, are low. In the most 

recent year, government spending equaled 17.5 percent 

of GDP, and the government received 3.7 percent of its 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 79.7%
Inflation in Armenia is relatively low, averaging 2.6 percent 

between 2003 and 2005. Relatively low and stable prices 

explain most of the monetary freedom score. Government 

policies distort prices through direct price controls in some 

sectors, such as public transportation, electricity, gas, and 

telecommunications. Consequently, an additional 10 per-

cent is deducted from Armenia’s monetary freedom score 

to adjust for price control measures.

INVESTMENT FREEDOM — 60%
Officially, foreign investors have the same right to estab-

lish businesses as native Armenians in nearly all sectors 

of the economy. Non-residents may not own land but are 

permitted to lease it. The major impediments to foreign 

investors are weak implementation of business legisla-

tion and corruption in the bureaucracy. The International 

Monetary Fund reports that there are no restrictions or 

controls on the holding of foreign exchange accounts, 

invisible transactions, or current transfers and no repatria-

tion requirements.

FINANCIAL FREEDOM — 70%
Armenia’s underdeveloped financial sector is dominated 

by banking. Following a banking crisis in the 1990s, the 

government embarked on a process of bank privatization 

and regulatory reform, including adopting International 

Accounting Standards and minimum capital requirements. 

Under the revised rules and standards, many banks have 

closed or merged; the number of banks fell from 31 in 2001 

to 21 in March 2005. The state no longer has a stake in any 

bank, and all 21 commercial banks are privately owned. 

However, banks remain hindered by difficulty in debt 

recovery. All financial institutions are overseen by the cen-

tral bank. The Ministry of Finance and Economy regulates 

the small insurance industry. Foreign insurance compa-

nies and banks are permitted. The active stock exchange 

includes 190 listed companies.

PROPERTY RIGHTS — 30%
The judiciary is influenced by the executive and is also 

underdeveloped and corrupt, substantially impeding the 

enforcement of contracts. In November 2005, the constitu-

tion was amended to increase judicial independence, but 

it remains to be seen how this translates into practice. A 

special Economic Court hears commercial disputes.

FREEDOM FROM CORRUPTION — 29%
Corruption is perceived as widespread. Armenia ranks 

88th out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 80.9%
The labor market operates under flexible employment reg-

ulations that could be improved to enhance employment 

and productivity growth. The non-salary cost of employ-

ing a worker is moderate, and dismissing a redundant 

employee is relatively costless.
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AUSTRALIA

Population:  20.1 million

GDP (PPP):   $610.0 billion
3.6% growth in 2004
3.3% 5-yr. comp. ann. growth
$30,331 per capita

Unemployment:  5.5%

Inflation (CPI):  2.3%

FDI (net inflow):  $26.3 billion

Official Development Assistance: 
Multilateral:  None
Bilateral:  None

External Debt:  $287.8 billion

Exports:  $112.5 billion
Primarily coal, gold, meat, wool, alumi-
num, iron ore, wheat, machinery

Imports:  $131.4 billion
Primarily machinery, computers and 
office machines, telecommunications 
equipment, crude oil

A
ustralia’s economy is 82.7 percent free, according to 
our 2007 assessment, which makes it the world’s 3rd 

freest economy. Its overall score is 1.2 percentage points 
higher than last year, partially reflecting new methodolog-
ical detail. Australia is ranked 3rd out of 30 countries in 
the Asia–Pacific region, and its overall score is well above 
the regional average.

Australia rates highly in virtually all areas but is most 
impressive in financial freedom, property rights, busi-
ness freedom, labor freedom, and freedom from corrup-
tion. Low inflation and low tariff rates buttress a globally 
competitive financial system based on market principles. 
As befits a Western democracy, a strong rule of law pro-
tects property rights and tolerates virtually no corruption. 
Foreign investment in Australia receives equal treatment 
with national investment, and both foreign and domesti-
cally owned businesses enjoy considerable flexibility in 
licensing, regulation, and employment practices.

The top income tax rate in Australia is high, as is govern-
ment spending, but the overall effect is eclipsed by the 
impressive amount of economic freedom offered gener-
ally. Australia’s economy is a global competitor and a 
regional leader in economic freedom.

BACKGROUND: In the 1980s, Australia deregulated its labor 
markets and reduced its trade barriers, transforming itself 
into an internationally competitive producer of services, 
technologies, and high-value-added manufactured goods. 
John Howard, the country’s second longest-serving prime 
minister, has stepped up the privatization of state enter-
prises, including telecommunications. The government’s 
policy agenda has been dominated in recent years by 
reforms of the taxation, welfare, public health, and higher 
education systems.

The economy is 82.7% free

Rank: 3
Regional Rank: 3 of 30
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BUSINESS FREEDOM — 91.7%
Starting a business takes an average of two days, compared 

to the world average of 48 days. Ease of entrepreneurship 

promotes maximum job creation. Obtaining a business 

license is easy, and closing a business is very easy. In sec-

tors dominated by small businesses, the government gen-

erally follows a hands-off approach. The overall freedom 

to start, operate, and close a business is strongly protected 

by the national regulatory environment.

TRADE FREEDOM — 73.8%
Australia’s weighted average tariff rate in 2004 was a rela-

tively low 3.1 percent. However, the government imple-

ments a number of non-tariff barriers that impede and 

raise the cost of trade. These include stringent sanitary 

measures, support programs for agriculture and manufac-

turing products, and commodity boards. Consequently, an 

additional 20 percent is deducted from Australia’s trade 

freedom score.

FISCAL FREEDOM — 75.4%
Australia has a high income tax rate and a moderate cor-

porate tax rate. The top income tax rate is 47 percent, and 

the top corporate tax rate is 30 percent. Other taxes include 

a value-added tax (VAT), a tax on insurance contracts, and 

a fuel tax. In the most recent year, overall tax revenue as a 

percentage of GDP was 24.1 percent.

FREEDOM FROM GOVERNMENT — 70.1%
Total government expenditures in Australia, including 

consumption and transfer payments, are high. In the most 

recent year, government spending equaled 35.3 percent of 

GDP, and the government received 2.3 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 84.8%
Inflation is relatively low, averaging 2.6 percent between 

2003 and 2005. Relatively low and stable prices explain 

most of the monetary freedom score. The government does 

not impose national price controls on goods, but states 

retain the power to impose price controls (although the 

range of goods actually subject to control is diminishing as 

competition reforms are implemented). Consequently, an 

additional 5 percent is deducted from Australia’s monetary 

freedom score.

INVESTMENT FREEDOM — 70%
Foreign investors receive national treatment. Proposals 

to start new businesses with an investment of A$10 mil-

lion must receive prior authorization. The government 

accepts most of these proposals routinely, although it may 

reject them if the investment is determined not to be con-

sistent with the “national interest.” Foreign investment in 

media, banking, airlines, airports, shipping, urban and 

residential real estate, and telecommunications is subject 

to limitations. Residents and non-residents have access to 

foreign exchange and may conduct international payments 

and capital transactions. There are no capital repatriation 

controls.

FINANCIAL FREEDOM — 90%
Australia’s highly developed, competitive financial sys-

tem includes advanced banking, insurance, and equity 

industries. The central bank has the authority to set lend-

ing policies and interest rates but has not exercised those 

powers since the deregulation of financial markets in the 

1980s. Markets set interest rates. Government regulation 

of banks is minimal, and foreign banks may be licensed 

as branches or subsidiaries and may offer a full range of 

banking operations. Australia had 53 financial institutions 

holding banking licenses in 2005, including 14 Australian 

banks, 11 foreign subsidiaries, and 28 foreign bank branch-

es, and numerous other non-bank financial institutions. 

There are no government-owned banks. Foreign insurance 

companies are permitted, and regulation of the sector is 

undemanding, focusing on capital adequacy, solvency, and 

prudential behavior. Australia’s stock market is well devel-

oped and open to foreign listings.

PROPERTY RIGHTS — 90%
Property rights are well protected. Contracts are secure, 

although subject to backlogs. Government expropriation 

is highly unusual.

FREEDOM FROM CORRUPTION — 88%
Corruption is perceived as minimal. Australia ranks 9th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 93.1%
The labor market operates under highly flexible employ-

ment regulations that enhance employment and productiv-

ity growth. The non-salary cost of employing a worker can 

be high, but dismissing a redundant employee is costless. 

Australia’s labor market flexibility is one of the 20 highest 

in the world.
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AUSTRIA

Population:  8.2 million

GDP (PPP):   $263.8 billion
2.4% growth in 2004
1.8% 5-yr. comp. ann. growth
$32,276 per capita

Unemployment:  7.1%

Inflation (CPI):  2.1%

FDI (net inflow):  –$2.3 billion

Official Development Assistance: 
Multilateral:  None 
Bilateral:  None

External Debt:  $510.6 billion (2005 
estimate)

Exports:  $161.1 billion
Primarily machinery and equipment, 
motor vehicles and parts, paper and 
paperboard, metal goods, chemicals, 
iron and steel

Imports:  $155.3 billion
Primarily machinery and equipment, 
motor vehicles, chemicals, metal goods, 
oil and oil products, food

A
ustria’s economy is 71.3 percent free, according to our 
2007 assessment, which makes it the world’s 25th fre-

est economy. Austria is ranked 15th freest among the 41 
countries in the European region, putting it well above the 
regional average. Austria’s score declined by 0.1 percent-
age point this year, but it has been high since the inception 
of the Index, never deviating more than 5 points in either 
direction.

Austria rates well in trade, monetary, and business free-
dom, as well as property rights and freedom from cor-
ruption. As a member of the European Union, its tariff is 
standardized at the low 1.7 percent rate, property rights 
are strong, and inflation is relatively stable for the euro 
currency. Starting a business takes a relatively short time. 
Foreigners wishing to invest in Austria are not subject to 
particularly stringent requirements.

As a modern European social democracy, Austria main-
tains very high personal income tax rates to support a sig-
nificant welfare state. Extensive commercial regulations 
have been reduced slightly, although rigid labor laws 
remain. Hiring and firing employees is difficult, as is true 
almost everywhere else in the EU, and inflexibility of the 
labor market hurts overall competitiveness.

BACKGROUND: Over the past decade, Austria’s govern-
ment has relinquished control of formerly nationalized oil, 
gas, steel, and engineering companies and has deregulat-
ed telecommunications and electricity; yet foreign inves-
tors still face regulatory rigidities and barriers to market 
entry. Parliamentary elections led to reconfiguration of the 
fragile governing coalition in February 2003, and People’s 
Party Chancellor Wolfgang Schüssel has accelerated the 
pace of market reform. A major tax reform initiative sim-
plifying both wage and income taxes was enacted in May 
2004. Corporate tax rates were reduced by nearly a third 
to 25 percent, giving Austria one of the lowest rates in 
Western Europe.

The economy is 71.3% free
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Regional Rank: 15 of 41
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BUSINESS FREEDOM — 79.8%
Starting a business takes an average of 29 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license is relatively simple, and closing a business is easy. 

In recent years, the government has moved to streamline 

its complex and time-consuming regulatory environment. 

The overall freedom to start, operate, and close a busi-

ness is relatively well protected by the national regulatory 

environment.

TRADE FREEDOM — 76.6%
Austria’s trade policy is the same as those of other mem-

bers of the European Union. The common EU weighted 

average tariff rate was 1.7 percent in 2005. Non-tariff bar-

riers reflected in EU and Austrian policy include agri-

cultural and manufacturing subsidies, regulatory and 

licensing restrictions, and other market access restrictions. 

Consequently, an additional 20 percent is deducted from 

Austria’s trade freedom score.

FISCAL FREEDOM — 66.9%
Austria has a very high income tax rate and a low corpo-

rate tax rate. The top income tax rate is 50 percent, and the 

top corporate tax rate is 25 percent. Other taxes include a 

value-added tax (VAT), an advertising tax, and a tax on 

insurance contracts. In the most recent year, overall tax 

revenue as a percentage of GDP remained very high at 

42.9 percent.

FREEDOM FROM GOVERNMENT — 40.5%
Total government expenditures, including consumption 

and transfer payments, are very high. In 2004, government 

spending equaled 50.1 percent of GDP, and the government 

received 2.7 percent of its total revenues from state-owned 

enterprises and government ownership of property.

MONETARY FREEDOM — 85.7%
Austria is a member of the euro zone. From 2003 to 2005, its 

weighted average annual rate of inflation was 2.2 percent. 

Relatively low and stable prices explain most of the mon-

etary freedom score. As a participant in the EU’s Common 

Agricultural Policy, the government subsidizes agricultural 

production, distorting the prices of agricultural products. 

Consequently, an additional 5 percent is deducted from Aus-

tria’s monetary freedom score to account for these policies.

INVESTMENT FREEDOM — 70%
There are no formal sectoral or geographic restrictions on 

foreign investment. Foreign investment is forbidden in 

arms, explosives, and industries in which the state has a 

monopoly (casinos, printing of banknotes, and minting of 

coins). Restrictions exist for non-residents in the auditing 

and legal professions, transportation, and electric power 

generation. There are no controls or requirements on cur-

rent transfers, access to foreign exchange, or repatriation 

of profits. Real estate transactions are subject to approval 

by local authorities.

FINANCIAL FREEDOM — 70%
Austria’s financial system is subject to limited govern-

ment intervention. An independent supervisory body 

established in 2002 oversees retirement funds, insurance, 

securities, and banking (where oversight is performed by 

the central bank). Banks offer the full range of services, 

and the erosion of barriers has been leading to consolida-

tion. Markets set interest rates, and foreign banks operate 

freely. The largest bank is a unit of Germany’s HypoVer-

einsbank. In May 2005, the government and several private 

institutions announced a plan to support Austria’s fourth-

largest bank, Bawag PSK, after it almost collapsed from 

a speculation debacle. Tax incentives have been adopted 

to promote equity investment through pension funds. The 

stock exchange was privatized in 1999 and is modest in 

size, although financing from other European capital mar-

kets is readily available.

PROPERTY RIGHTS — 90%
Private property is very secure in Austria. Contractual 

agreements are secure, and the protection of private prop-

erty and intellectual property is well established.

FREEDOM FROM CORRUPTION — 87%
Corruption is perceived as minimal. Austria ranks 10th out 

of 158 countries in Transparency International’s Corrup-

tion Perceptions Index for 2005.

LABOR FREEDOM — 46.8%
The labor market operates under highly restrictive employ-

ment regulations that hinder employment and productiv-

ity growth. The non-salary cost of employing a worker is 

high, and dismissing a redundant employee is costly. The 

cost of fringe benefits per employee (one of the EU’s high-

est) is equivalent to nearly 100 percent of base salary.
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AZERBAIJAN

Population:  8.3 million

GDP (PPP):   $34.5 billion
10.2% growth in 2004
8.3% 5-yr. comp. ann. growth
$4,153 per capita

Unemployment:  1.1%

Inflation (CPI):  6.7%

FDI (net inflow):  $3.4 billion

Official Development Assistance: 
Multilateral:  $81 million
Bilateral:  $122 million (39% from the 
U.S.)

External Debt:  $2.0 billion 

Exports:  $4.2 billion
Primarily oil and petroleum, machinery, 
cotton, food

Imports:  $6.3 billion
Primarily machinery and equipment, oil 
products, food, metals, chemicals

A
zerbaijan’s economy is 55.4 percent free, according to 
our 2007 assessment, which makes it the world’s 107th 

freest economy. Its overall score is 1.4 percentage points 
higher than last year, partially reflecting new methodolog-
ical detail. Azerbaijan is ranked 20th out of 30 countries in 
the Asia–Pacific region, and its overall score is just below 
the regional average.

Azerbaijan’s level of monetary freedom is fairly high. Cor-
porate tax rates enhance Azerbaijan’s score, although the 
government also imposes other taxes. Most of the state-
owned businesses have been privatized. That and limited 
government spending give Azerbaijan a high freedom 
from government score.

As a transforming Second World economy, Azerbaijan still 
faces substantial challenges. Financial freedom, investment 
freedom, property rights, and corruption remain problem-
atic, and an underdeveloped judicial system engenders a 
debilitating lack of property rights. Major hurdles, both 
formal and informal, stand in the way of foreign invest-
ment, and wide sectors of the economy are off-limits to 
non-Azerbaijanis.

BACKGROUND: Azerbaijan regained its independence from 
the Soviet Union in 1991, but a long-running dispute with 
Armenia over the Nagorno–Karabakh region has cost 
Azerbaijan 16 percent of its territory. President Ilham Ali-
yev is placing loyalists in positions of power with a view 
to contesting the 2008 election. Large inflows of foreign 
direct investment continue to support the hydrocarbons 
sector. Surging exports of oil and gas are expected to raise 
GDP significantly in the years ahead.

The economy is 55.4% free

Rank: 107
Regional Rank: 20 of 30
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BUSINESS FREEDOM — 58%
Starting a business takes an average of 53 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license can be very difficult, but closing a business is rela-

tively easy. The lack of transparent and effective regula-

tions to establish clear rules and foster competition are 

serious impediments to investment. The overall freedom 

to start, operate, and close a business is limited by the 

national regulatory environment.

TRADE FREEDOM — 67.6%
Azerbaijan’s weighted average tariff rate was a relatively 

moderate 6.2 percent in 2002. Non-tariff barriers include 

a weak legal regime, arbitrary customs administration, 

conflicts of interest in regulatory matters, subsidies, and 

corruption. Consequently, an additional 20 percent is 

deducted from the trade freedom score.

FISCAL FREEDOM — 87.2%
Azerbaijan has a moderate income tax rate and a low cor-

porate tax rate. The top income tax rate is 35 percent, and 

the top corporate tax rate is 22 percent (effective January 

2006). Other taxes include a value-added tax (VAT) and a 

property tax. In the most recent year, overall tax revenue 

as a percentage of GDP was 14.4 percent.

FREEDOM FROM GOVERNMENT — 86.6%
Total government spending, including consumption and 

transfer payments, is low. In the most recent year, govern-

ment spending equaled 17.9 percent of GDP, and the gov-

ernment received 17.7 percent of its total revenues from 

state-owned enterprises and government ownership of 

property. Structural reform has been very slow in many 

sectors. Privatization of small and medium-sized enter-

prises is almost complete, but only limited progress has 

been made in large-scale enterprises.

MONETARY FREEDOM — 76.8%
Inflation averaged 8.3 percent between 2003 and 2005. 

Relatively moderate and unstable prices explain most of 

the monetary freedom score. The government continues 

to impose artificially low prices on most energy products. 

Consequently, an additional 5 percent is deducted from 

Azerbaijan’s monetary freedom score to adjust for distor-

tionary price control measures.

INVESTMENT FREEDOM — 30%
Even though the government has issued some decrees to 

improve the business environment, the Ministry of Justice 

serves as a screening process, acting in a non-transparent, 

arbitrary manner. The government prohibits investments 

in national security and defense sectors and restricts invest-

ment in government-controlled sectors like energy, mobile 

telephony, and oil and gas. The Azerbaijan National Bank 

regulates most foreign exchange transactions and foreign 

exchange accounts. Payments and transfers are subject 

to restrictions, and the central bank must authorize most 

capital transactions. Direct investment abroad by residents, 

including real estate transactions, requires central bank 

approval.

FINANCIAL FREEDOM — 30%
Azerbaijan’s financial system is underdeveloped and large-

ly cash-based. The banking sector is weak and burdened 

by non-performing loans. The central bank has overseen a 

process of closures, consolidation, and privatization under 

which the number of banks has fallen from 210 in 1994 to 

44 in 2006. The two state-owned banks together account 

for about 60 percent of banking sector assets and provide 

financing for most government departments and many 

of the state-owned enterprises, often at below-market 

rates. The central bank raised minimum capital require-

ments, but many commercial banks are undercapitalized. 

Foreign banks have a minimal presence. The government 

has imposed increased regulatory requirements and super-

vision on the insurance sector, which consisted of about 

60 companies in 2005, including two state companies 

and eight foreign companies. The stock exchange is very 

small.

PROPERTY RIGHTS — 30%
The judiciary is the least developed branch of the govern-

ment and suffers from corruption. Problems in the qual-

ity, reliability, and transparency of governance, as well as 

abuse of the regulatory system and poor contract enforce-

ment, significantly impede the ability of many companies 

to do business. Politically connected business interests ben-

efit from their control of lucrative sectors of the economy.

FREEDOM FROM CORRUPTION — 22%
Corruption is perceived as widespread. Azerbaijan ranks 

137th out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 65.4%
The labor market operates under restrictive employment 

regulations that hinder employment and productiv-

ity growth. The non-salary cost of employing a worker 

is high, and dismissing a redundant employee is costly. 

Azerbaijan’s unemployment insurance program pays out 

the equivalent of 70 percent of the average national salary, 

which is so generous that it diminishes the incentive to 

work.
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THE BAHAMAS

Population:  0.3 million

GDP (PPP):   $6.98 billion (2005 estimate)
3.0% growth in 2004
1.8% 5-yr.comp. ann. growth
$20,200 per capita (2005 
estimate)

Unemployment:  10.2%

Inflation (CPI):  0.5%

FDI (net inflow):  $211.9 million

Official Development Assistance: 
Multilateral:  $2 million
Bilateral:  $6 million (100% from the U.S.)

External Debt:  $342.6 million (2004 
estimate)

Exports:  $2.7 billion
Primarily mineral products and salt, ani-
mal products, rum, chemicals

Imports:  $3.0 billion
Primarily machinery and transport 
equipment, manufactures, chemicals, 
mineral fuels, food and live animals

T
he Bahamian economy is 71.4 percent free, according to 
our 2007 assessment, which makes it the world’s 24th 

freest economy. Its overall score is 1.2 percentage points 
lower than last year, partially reflecting new methodologi-
cal detail. The Bahamas is ranked 5th out of 29 countries 
in the Americas, and its overall score is higher than the 
regional average.

The Bahamas enjoys high levels of business freedom, 
freedom from government, monetary freedom, fiscal free-
dom, property rights, and labor freedom. The government 
imposes no income or corporate tax. Regulations can be 
subject to official whim, but the environment remains gen-
erally business-friendly. The labor market is highly flex-
ible, and severance packages are not overly onerous for 
employers. A focus on transparency represents the best 
traditions of English common law in protecting private 
property, which is nowhere more apparent than in the 
advanced financial system.

Despite a healthy respect for law and a relatively positive 
economic environment, the Bahamas levies significant tar-
iffs on a wide array of trade goods, and non-tariff barriers 
further impede trade. Foreign investment is restricted and 
subject to numerous approvals by the civil service.

BACKGROUND: The Bahamas was settled by the British and 
became independent in 1973. Tourism employs about half 
of the working population, either directly or indirectly. 
Banking and international financial services also contrib-
ute heavily to the economy, which is the most prosperous 
in the Caribbean. The government is funded in part by 
high import tariffs that serve as a mercantilist barrier to 
higher prosperity as well as closer trade integration with 
island neighbors and the United States. The economy 
experiences periodic waves of Haitian and Cuban immi-
grants and is unable to stop the drug trafficking through 
the country’s numerous cays and small islands.

The economy is 71.4% free
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BUSINESS FREEDOM — 80%
The Bahamian government generally follows a hands-off 

approach to business. However, starting, operating, and 

closing a business can be hindered by a burdensome regu-

latory environment.

TRADE FREEDOM — 28.8%
According to the World Bank, The Bahamas’ weighted 

average tariff rate was a high 25.6 percent in 2002. The gov-

ernment imposes occasional import bans and implements 

import licensing procedures. The government imposes a 

7 percent “stamp tax” on most imports, and higher stamp 

taxes are charged on some duty-free goods, including 

china, crystal, wristwatches, clocks, jewelry, table linens, 

leather goods, perfume, wine, and liquor. The govern-

ment also uses import permits to restrict imports of some 

agricultural goods. Consequently, an additional 20 per-

cent is deducted from the Bahamas’ trade freedom score 

to account for non-tariff barriers.

FISCAL FREEDOM — 98.3%
The Bahamas’ tax burden is one of the lowest in the world. 

There is no income tax, no corporate income tax, no capi-

tal gains tax, no inheritance tax, and no value-added tax. 

In the most recent year, overall tax revenue (mainly from 

import tariffs) as a percentage of GDP was 16 percent.

FREEDOM FROM GOVERNMENT — 89.9%
Total government spending, including consumption and 

transfer payments, is low. In the most recent year, gov-

ernment spending equaled 19.4 percent of GDP, and the 

government received 3.8 percent of its revenues from state-

owned enterprises and government ownership of property. 

Privatization of state-owned business has been slow and 

limited.

MONETARY FREEDOM — 77.3%
Inflation is relatively low, averaging 1.5 percent between 

2003 and 2005. Relatively stable prices explain most of 

the monetary freedom score. An additional 15 percent is 

deducted from the Bahamas’ monetary freedom score to 

adjust for price control measures that distort domestic pric-

es for such “breadbasket” items as drugs, gasoline, diesel 

oil, and petroleum gas.

INVESTMENT FREEDOM — 40%
Foreign investment is restricted in many sectors, including 

wholesale and retail operations, real estate, newspapers, 

advertising, nightclubs and some restaurants, security 

services, building supplies, construction, fishing, and 

public transportation. All outward capital transfers and 

inward transfers by non-residents require exchange con-

trol approval. Foreign direct investment must be approved 

by the central bank. To purchase real estate for commercial 

purposes or to purchase more than five acres, foreigners 

must obtain a permit from the Investments Board.

FINANCIAL FREEDOM — 70%
The Bahamian financial sector is an international financial 

hub and is open to foreigners. Yielding to international 

pressure, such as the listing in June 2000 by the Financial 

Action Task Force, the government passed regulations on 

international business companies, mutual funds, money 

laundering, and trusts in the 1990s and established a 

Financial Intelligence Unit, improved international legal 

cooperation, and tightened rules on reporting of suspicious 

transactions in 2000. The Bahamas was removed from the 

FATF list in 2001. These changes impose extra regulatory 

costs on the financial sector but do not constrain financial 

services, although stricter regulation and supervision did 

result in fewer licensed banks and companies. The govern-

ment has adopted incentives to encourage foreign finan-

cial business and remains involved in the financial sector 

through ownership of the Bahamas Mortgage Corporation 

and the Bahamas Development Bank. The stock market is 

underdeveloped and small.

PROPERTY RIGHTS — 80%
The Bahamas has an efficient legal system based on English 

common law. The judiciary is independent and conducts 

generally fair public trials. However, the judicial process 

tends to be very slow, and some investors complain of mal-

feasance on the part of court officials.

FREEDOM FROM CORRUPTION — 70%
Piracy of software, music, and videos is a problem. Exist-

ing copyright laws are ignored. Illegal drug trafficking and 

money laundering are also significant.

LABOR FREEDOM — 80%
The labor market generally operates under flexible employ-

ment regulations that enhance overall productivity growth. 

Although labor laws can be burdensome, especially for 

domestic business, their cost is relatively low. Employment 

contracts are not mandatory but are often prepared. Legal 

entitlement to notice on termination is not required, but 

one pay period is the custom.
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How Do We Measure Economic Freedom? See Chapter 
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World Average = 60.6
Mideast/North Africa Average = 57.2

BAHRAIN

Population:  0.7 million

GDP (PPP):   $14.9 billion
5.4% growth in 2004
5.6% 5-yr. comp. ann. growth
$20,758 per capita

Unemployment:  14.0% (2004 estimate)

Inflation (CPI):  2.3%

FDI (net inflow):  –$170.3 million

Official Development Assistance: 
Multilateral:  $0.2 million
Bilateral:  $111 million (0% from the U.S.)

External Debt:  $6.1 billion (2004 
estimate)

Exports:  $9.2 billion
Primarily petroleum and petroleum 
products, aluminum, textiles

Imports:  $7.1 billion
Primarily crude oil, machinery, 
chemicals

B
ahrain’s economy is 68.4 percent free, according to our 
2007 assessment, which makes it the world’s 39th freest 

economy. Its overall score is 2.6 percentage points lower 
than last year, partially due to new methodological detail. 
Bahrain is ranked 2nd out of 17 countries in the Middle 
East/North Africa region, and its economy is ideal in sev-
eral respects, such as tax and banking freedom.

Bahrain’s economy is very free for the Middle East, with 
high scores in several of the 10 factors of economic free-
dom. Business freedom, fiscal freedom, monetary free-
dom, and financial freedom all rate well but are tempered 
by a score of only 40 percent for labor freedom, based on 
government regulations mandating the hiring of Bahrain-
is. The complete absence of income or corporate taxes in 
all industries except oil gives Bahrain a competitive com-
mercial advantage globally.

Despite some high scores, however, overall freedom has 
declined consistently since 1999. The main areas in which 
the country could improve are labor freedom and free-
dom from government. Specifically, the economy would 
do well if state-owned enterprises were not so dominant, 
generating three-quarters of government revenue.

BACKGROUND: Bahrain has become one of the Persian 
Gulf’s most advanced economies and most progressive 
political systems since gaining its independence from 
Great Britain in 1971. Under a constitution promulgated 
by Sheikh Hamad bin Isa al-Khalifa, the country became 
a constitutional monarchy in 2002, and the government 
has sought to reduce dependence on declining oil reserves 
and encourage foreign investment by diversifying the 
economy. Because of its communications and transporta-
tion infrastructure, regulatory structure, and cosmopolitan 
outlook, Bahrain is home to many multinational firms that 
do business in the region. In 2005, the U.S. and Bahrain 
ratified a free trade agreement.

The economy is 68.4% free
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BUSINESS FREEDOM — 80%
Bahrain’s commercial law system is relatively straightfor-

ward, but starting, operating, and closing a business can 

be hindered by a regulatory environment that lacks coor-

dination. Obtaining a business license is difficult because 

of complicated bureaucratic procedures. In recent years, 

steps to streamline licensing and approval procedures have 

been taken.

TRADE FREEDOM — 69.6%
Bahrain’s simple average tariff rate was 5.2 percent in 2005. 

There are few non-tariff barriers, but a limited number of 

products are subject to import and export prohibitions 

and licenses, and discrepancies between legislation and 

practice reduce transparency and predictability and may 

increase the scope for administrative discretion, particu-

larly at the border. Consequently, an additional 20 percent 

is deducted from Bahrain’s trade freedom score to account 

for non-tariff barriers.

FISCAL FREEDOM — 99.6%
Bahrain imposes no taxes on personal income. Most com-

panies are not subject to corporate tax, but a 46 percent 

corporate tax rate is levied on oil companies. In the most 

recent year, overall tax revenue as a percentage of GDP 

was 7.6 percent.

FREEDOM FROM GOVERNMENT — 56.7%
Total government expenditures, including consumption 

and transfer payments, are moderate. In the most recent 

year, government spending equaled 28.7 percent of GDP, 

and the government received 72.1 percent of its revenues 

from state-owned enterprises and government ownership 

of property.

MONETARY FREEDOM — 80.1%
Inflation is relatively low, averaging 2.5 percent between 

2003 and 2005. Relatively low and stable prices explain 

most of the monetary freedom score. An additional 10 per-

cent is deducted from Bahrain’s monetary freedom score 

to adjust for price control measures that distort domestic 

prices for electricity, water, and petroleum.

INVESTMENT FREEDOM — 50%
The government welcomes foreign investment, except in 

cases that involve competition with established local enter-

prises or existing government-owned or parastatal com-

panies. All significant investments, whether by Bahraini 

or foreign firms, are subject to a lengthy and complicated 

government approval process. Gulf Cooperation Council 

(GCC) nationals may own 100 percent of the shares of 

domestic enterprises, but non-GCC nationals are allowed 

only 49 percent ownership of most companies. The stock 

exchange restricts ownership by non-GCC firms and per-

sons to 49 percent of listed companies. Bahrain has no 

restrictions on the repatriation of profits or capital, no 

exchange controls, and no restrictions on converting or 

transferring funds, whether associated with an investment 

or not.

FINANCIAL FREEDOM — 90%
Bahrain aims to become a regional financial hub, and both 

foreign and local individuals and companies have access to 

credit on market terms. Of the 25 commercial banks oper-

ating in 2006, 15 were branches of foreign banks. Some 52 

offshore banking units, which use Bahrain as a base from 

which to conduct banking operations in other countries, 

dominate the financial sector. The Arab Banking Corpora-

tion and the Gulf International Bank control 45 percent of 

total offshore banking unit assets. The International Mon-

etary Fund has praised Bahrain’s financial supervision as 

effective and its regulation as modern and comprehensive. 

The stock exchange is small but active. In March 2004, Bah-

rain lifted the requirement that foreign insurance brokers 

and loss adjusters have at least 51 percent Bahraini own-

ership. They may now operate with 100 percent foreign 

ownership.

PROPERTY RIGHTS — 60%
Property is secure, and expropriation is unlikely. The judi-

ciary is not fully independent, because the king has the 

right to appoint judges and amend the constitution. Never-

theless, the legal system is well regarded, and foreign firms 

have been able to resolve disputes satisfactorily through 

the local courts. There are no prohibitions on the use of 

international arbitration to safeguard contracts.

FREEDOM FROM CORRUPTION — 58%
Corruption is perceived as present. Bahrain ranks 36th out 

of 158 countries in Transparency International’s Corrup-

tion Perceptions Index for 2005.

LABOR FREEDOM — 40%
The labor market operates under inflexible employment 

regulations that hinder overall productivity growth. Gov-

ernment regulations require businesses, by law, to employ 

Bahrainis, and this practice hinders job creation as the gov-

ernment tries to micromanage decisions by private busi-

nesses. Rigid regulations about dismissing a worker are 

also a burden to the private sector.
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BANGLADESH

Population:  139.2 million

GDP (PPP):   $260.4 billion
5.9% growth in 2004
5.4% 5-yr. comp. ann. growth
$1,870 per capita

Unemployment:  2.5% (2004 estimate)

Inflation (CPI):  6.1%

FDI (net inflow):  $456.1 million

Official Development Assistance: 
Multilateral:  $1.0 billion
Bilateral:  $1.0 billion (9% from the U.S.)

External Debt:  $20.3 billion

Exports:  $9.2 billion
Primarily garments, jute and jute goods, 
leather, fish

Imports:  $13.1 billion
Primarily machinery and equipment, 
chemicals, iron and steel, textiles, food, 
petroleum products, cement

B
angladesh’s economy is 47.8 percent free, according to 
our 2007 assessment, which makes it the world’s 143rd 

freest economy. Its overall score is 6.6 percentage points 
lower than last year, partially reflecting new methodologi-
cal detail. Bangladesh is ranked 27th out of 30 countries in 
the Asia–Pacific region.

Bangladesh’s fiscal freedom and freedom from govern-
ment score well. Monetary freedom, labor freedom, and 
business freedom are also relatively positive. Government 
expenditures relative to GDP are low, and the top income 
and corporate tax rates are not excessive. Privatization 
continues to proceed slowly, and Bangladesh maintains 
fairly loose restrictions on starting new businesses and 
obtaining commercial licenses. Closing a business, how-
ever, is not quite as simple.

Bangladesh has extreme barriers to trade freedom. Tariffs 
are prohibitively high. It is also weak in investment free-
dom, property rights, and financial freedom. In addition, 
corruption is rampant. Chaotic regulations and restricted 
market sectors impede greater foreign investment, as does 
a haphazard and politicized approach to the rule of law. 
The banking sector is plagued by similar problems.

BACKGROUND: The People’s Republic of Bangladesh is one 
of the world’s poorest countries. The run-up to the estab-
lishment of a caretaker government preceding the October 
2005 national elections was marked by a dangerous and 
violent political struggle. However, the current govern-
ment has achieved some success in tackling environmen-
tal issues and the economy. Natural disasters, inadequate 
infrastructure, and poor management have hindered the 
economy, in which the service sector accounts for half of 
GDP, while the majority of the population is engaged in 
the agricultural sector.

The economy is 47.8% free
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BUSINESS FREEDOM — 64.3%
Starting a business takes an average of 37 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license is relatively simple, but closing a business is dif-

ficult. Commercial regulations can be unclear and incon-

sistent, and the lack of transparency raises start-up and 

operational costs. The overall freedom to start, operate, 

and close a business is relatively well protected by the 

national regulatory environment.

TRADE FREEDOM — 0%
Bangladesh’s weighted average tariff rate was 55.8 percent 

in 2005. Barriers to trade include prohibitions and restric-

tions on imports, restrictive labeling requirements, and 

ineffectively operated customs procedures. Corruption 

serves as a non-tariff barrier. Consequently, an additional 20 

percent is deducted from Bangladesh’s trade freedom score 

to account for non-tariff barriers.

FISCAL FREEDOM — 89.4%
Bangladesh has moderate tax rates. The top income tax rate 

is 25 percent, and the top corporate tax rate is 30 percent. 

Other taxes include a value-added tax (VAT), a property 

tax, and a tax on interest. In the most recent year, overall 

tax revenue as a percentage of GDP was 7.9 percent.

FREEDOM FROM GOVERNMENT — 91.5%
Total government expenditures, including consumption 

and transfer payments, are low. In the most recent year, 

government spending equaled 14.2 percent of GDP, and 

the government received 11.4 percent of its total revenues 

from state-owned enterprises and government ownership 

of property. Privatization has been hindered by bureau-

cratic resistance and opposition from labor unions.

MONETARY FREEDOM — 68.7%
Inflation averaged a moderate 6.6 percent between 2003 

and 2005. Relatively moderate and unstable prices explain 

most of the monetary freedom score. An additional 15 

percent is deducted from Bangladesh’s monetary free-

dom score to adjust for price control measures that distort 

domestic prices for goods produced in state-owned enter-

prises, some pharmaceuticals, and petroleum products.

INVESTMENT FREEDOM — 30%
Foreign investment is generally welcomed, but utilities 

and other critical sectors are not open to the private sector. 

Bureaucratic procedures, unnecessary licenses, corruption, 

and uncertainty about contract and regulatory enforcement 

constitute strong barriers to foreign investment. Most capi-

tal transactions are controlled or prohibited. Non-resident 

companies are subject to a higher corporate tax rate (37.5 

percent) than are publicly traded companies (30 percent).

FINANCIAL FREEDOM — 20%
Bangladesh has a small, underdeveloped financial services 

sector. The banking system consisted of four nationalized 

commercial banks, five state-owned specialized banks, 30 

private domestic banks, and 10 foreign banks in 2005. For-

eign banks are generally restricted to offshore and foreign 

trade business. The nationalized commercial banks domi-

nate the system, controlling over half of banking assets. 

The government is both owner and major customer of the 

state-owned banks. The central bank is not independent. 

Financial supervision is weak, and fraudulent transac-

tions, mismanagement, and political influence over lend-

ing are common. Non-performing loans are declining but 

still represented 18 percent of all loans in 2004. The exten-

sive microfinance presence is largely unsupervised. There 

are 30 private insurance companies, including a foreign-

owned firm, but the major portion of insurance activity is 

controlled by two state-owned companies. Capital markets 

are small and underdeveloped. Banks, insurance compa-

nies, and financial institutions are taxed at a higher rate (45 

percent) than are other corporations (30 percent).

PROPERTY RIGHTS — 30%
The constitution provides for an independent judiciary, 

although the lower courts are considered to be part of 

the executive branch. Contracts are weakly enforced. The 

lower courts suffer from corruption. Dispute settlement is 

also hampered by shortcomings in accounting practices 

and the registration of real property.

FREEDOM FROM CORRUPTION — 17%
Corruption is perceived as widespread. Bangladesh ranks 

last in Transparency International’s Corruption Percep-

tions Index for 2005. Given that corruption is cancerous 

to all other economic freedoms, this is the key area that 

needs improvement.

LABOR FREEDOM — 67%
The labor market operates under restrictive employment 

regulations that hinder employment and productivity 

growth. The non-salary cost of employing a worker is 

low, but dismissing a redundant employee is costly. The 

labor laws specify wage levels, leave policies, and working 

hours. There are 49 labor regulations, and the government 

has taken initiatives to amend and codify 27 of them as a 

single version of the labor laws.
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BARBADOS

Population:  0.3 million

GDP (PPP):   $4.6 billion
4.8% growth in 2004
1.4% 5-yr. comp. ann. growth
$16,825 per capita

Unemployment:  9.6%

Inflation (CPI):  1.4%

FDI (net inflow):  $50 million (gross)

Official Development Assistance: 
Multilateral:  $33 million
Bilateral:  $3 million (36% from the U.S.)

External Debt:  $643.5 million

Exports:  $1.5 billion
Primarily sugar and molasses, rum, food, 
beverages, chemicals, electrical 
components

Imports:  $1.8 billion
Primarily consumer goods, machinery, 
food, construction materials, chemicals, 
fuel, electrical components

B
arbados’s economy is 70.5 percent free, according to 
our 2007 assessment, which makes it the world’s 28th 

freest economy. Its overall score is 4.7 percentage points 
lower than last year, partially reflecting new methodologi-
cal detail. Barbados is ranked 6th out of 29 countries in the 
Americas, and its overall score is well above the regional 
average.

Barbados’s business freedom, property rights, and labor 
freedom all rate highly, as do financial and monetary free-
doms, although to a lesser extent. Business regulations, 
clearly laid out in commercial laws and generally fol-
lowed, are simple and not cumbersome. The labor market 
is highly flexible and open. A focus on transparency levels 
the playing field for domestic and foreign businesses alike, 
though certain restrictions on foreign investment and 
moderately high taxes exist. A strong legal system allows 
for the effective adjudication of business disputes, as well 
as a relatively low level of corruption and the protection 
of private property.

Despite a healthy respect for law and a relatively positive 
economic environment, Barbados does levy significant 
tariffs on non-CARICOM goods. Average tariff rates are 
similarly high, and non-tariff barriers are a hindrance to a 
more efficient flow of goods.

BACKGROUND: Barbados has a two-party parliamenta-
ry system, and the Barbados Labor Party, led by Owen 
Arthur, has been in power since 1994. Tourism is the 
most important economic sector. Barbados emphasizes 
economic and cultural cooperation within the Caribbean 
region and the development of a common trade policy 
position within the Caribbean Community and Common 
Market (CARICOM) trade bloc. The heavily subsidized 
sugar industry, although diminishing in importance, 
remains an important employer and exporter. The offshore 
financial sector is smaller than others in the Caribbean but 
makes a significant contribution to the economy and is 
generally well regulated.

The economy is 70.5% free
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BUSINESS FREEDOM — 90%
Starting, operating, and closing a business are easy and 

free from burdensome regulation. Transparent policies 

and effective laws enhance competition and establish clear 

rules for foreign and domestic investors. The Company Act 

ensures flexibility and simplicity for establishing and oper-

ating companies in Barbados.

TRADE FREEDOM — 47%
The simple average tariff rate in Barbados was 16.5 per-

cent in 2003. The government requires permits, licenses, 

or permission prior to importation and maintains restric-

tive sanitary and phytosanitary policies. Consequently, 

an additional 20 percent is deducted from Barbados’s trade 

freedom score to account for non-tariff barriers.

FISCAL FREEDOM — 78.3%
Barbados has a high income tax rate and a moderate cor-

porate tax rate. The top income tax rate is 37.5 percent, and 

the top corporate income tax rate is 30 percent. Other taxes 

include a value-added tax (VAT) and a tax on interest. In 

the most recent year, overall tax revenue as a percentage of 

GDP was 30.9 percent.

FREEDOM FROM GOVERNMENT — 64.4%
Total government expenditures, including consumption 

and transfer payments, are high. In the most recent year, 

government spending equaled 38.1 percent of GDP, and 

the government received 5.1 percent of its total revenues 

from state-owned enterprises and government ownership 

of property.

MONETARY FREEDOM — 76.5%
Inflation is moderate, averaging 4.5 percent between 2003 

and 2005. Relatively moderate but unstable prices explain 

most of the monetary freedom score. Although prices 

are generally set by the market, an additional 10 percent 

is deducted from Barbados’s monetary freedom score to 

adjust for price control measures that distort domestic 

prices for basic food items and fuel.

INVESTMENT FREEDOM — 50%
Barbados permits 100 percent foreign ownership of enter-

prises and treats domestic and foreign firms equally, but 

the government is more likely to approve projects that 

it believes will create jobs and increase exports. Foreign 

investors can be subject to performance requirements. 

Central bank approval is required for both residents and 

non-residents to hold foreign exchange accounts. Foreign 

currency transactions and current transfers are restricted by 

quantitative limits. Exchange control approval is required 

for direct investment and real estate purchases, and the 

central bank must approve all credit operations.

FINANCIAL FREEDOM — 60%
Barbados has a smaller financial sector than other Carib-

bean financial hubs. Commercial banking is dominated by 

foreign banks, including Canadian, British, and Caribbean 

banks based in other countries. Citicorp Merchant Bank ini-

tiated operations in 2001. In recent years, the government 

has intervened in the domestic credit market to influence 

interest rates, restrict the volumes of funds, and borrow 

funds. Domestic financing is generally restricted to Bar-

badians or permanent residents. As of 2004, the offshore 

financial sector included over 4,500 international business 

companies, exempt insurance companies, and offshore 

banks. Legislation passed in 1998 tightened the controls 

against money laundering. The securities exchange is 

small, listing about two dozen local and foreign Carib-

bean companies in 2005. Sagicor, the largest local insur-

ance company, controls 75 percent of the eastern Caribbean 

market.

PROPERTY RIGHTS — 90%
Private property is well protected. The legal tradition is 

based on British common law. The highest court of appeal 

is the new Caribbean Court of Justice. By Caribbean 

standards, the police and court systems are efficient and 

unbiased, and the government operates in an essentially 

transparent manner.

FREEDOM FROM CORRUPTION — 69%
Corruption is perceived as present. Barbados ranks 24th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 80%
The labor market generally operates under flexible 

employment regulations that enhance overall productiv-

ity growth. Under the Trade Union Act of 1964, employers 

have no legal obligation to recognize unions. Employees 

are guaranteed a minimum of two weeks of annual leave 

and are covered by unemployment benefits and National 

Insurance legislation. Enhancing labor market flexibility 

has become one of the key areas for further reform.
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Europe Average = 67.5
World Average = 60.6

BELARUS

Population:  9.8 million

GDP (PPP):   $68.5 billion
11.4% growth in 2004
6.8% 5-yr. comp. ann. growth
$6,970 per capita

Unemployment:  1.9%

Inflation (CPI):  18.1%

FDI (net inflow):  $170.7 million

Official Development Assistance: 
Multilateral:  $4 million
Bilateral:  $46 million (12% from the U.S.)

External Debt:  $3.7 billion

Exports:  $15.7 billion
Primarily machinery and equipment, 
mineral products, chemicals, metals, 
textiles

Imports:  $17.0 billion
Primarily mineral products, machinery 
and equipment, chemicals, food

B
elarus’s economy is 47.4 percent free, according to our 
2007 assessment, which makes it the world’s 145th fre-

est economy. Belarus is ranked 41st among the 41 coun-
tries in the European region, and its overall score is below 
the regional average. Belarus’s persistently low score has 
been blamed on the failure of post-Soviet reforms, and 
this year it experienced a 1.2 percentage point decrease 
overall.

Belarus’s fiscal freedom scores highly. Others are simply 
in line with world averages, such as freedom from gov-
ernment, trade freedom, and monetary freedom. The top 
income and corporate tax rates are a moderate 30 percent, 
and although the government adds additional costs such 
as a value-added tax, revenue collected from taxes is rela-
tively low. Belarus has a low average tariff rate, but non-
tariff barriers lower its overall trade freedom score.

Belarus’s economy has significant shortcomings. Financial 
freedom, investment freedom, property rights, and free-
dom from corruption are weak. The government domi-
nates the banking sector, which is politically influenced. 
Foreign investment in all sectors faces hurdles, from out-
right restrictions to bureaucratic incompetence. Weak rule 
of law allows for significant corruption and insecure prop-
erty rights.

BACKGROUND: Belarus won independence from the Soviet 
Union in 1991 but has retained close economic and political 
ties to Russia. President Alexander Lukashenko declared 
himself the winner of the March 2006 elections—a result 
that was challenged by internal democratic opposition and 
Western observers. The economy deteriorated after 1995, 
when Lukashenko vowed to guide his country toward a 
path of “market socialism.” Belarus’s continuing depen-
dence on Russian gas to meet its energy needs could be a 
problem because Russian gas giant Gazprom has signaled 
its intention to increase gas prices in early 2007.

The economy is 47.4% free
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BUSINESS FREEDOM — 54.5%
Starting a business takes an average of 69 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license is difficult, and closing a business is very difficult. 

Burdensome regulations discourage private enterprises, 

leading small and medium-sized private companies to 

concentrate in retail and catering, where relatively low 

sunk costs prevent excessively high losses. The overall 

freedom to start, operate, and close a business is limited 

by the national regulatory environment.

TRADE FREEDOM — 62.2%
The weighted average tariff rate in Belarus was 8.9 percent 

in 2002. The government maintains extensive import licens-

ing and quotas. Consequently, an additional 20 percent is 

deducted from Belarus’s trade freedom score to account 

for non-tariff barriers.

FISCAL FREEDOM — 87.9%
Belarus has moderate tax rates. The top income tax rate 

is 30 percent, and the top corporate income tax rate is 24 

percent. Other taxes include a value-added tax (VAT), 

an ecological tax, and a turnover tax. In the most recent 

year, overall tax revenue as a percentage of GDP was 18.6 

percent.

FREEDOM FROM GOVERNMENT — 66.9%
Total government expenditures, including consumption 

and transfer payments, are high. In the most recent year, 

government spending equaled 36.5 percent of GDP, and 

the government received 5.9 percent of its total revenues 

from state-owned enterprises and government ownership 

of property. Privatization is stalled.

MONETARY FREEDOM — 61.4%
Inflation is relatively high, averaging 13.9 percent between 

2003 and 2005. Relatively high and unstable prices explain 

most of the monetary freedom score. The government 

subsidizes many basic goods and services, sets prices of 

products made by state-owned enterprises, and regulates 

prices in the retail sector. Consequently, an additional 15 

percent is deducted from Belarus’s monetary freedom score 

to adjust for price control measures that distort domestic 

prices.

INVESTMENT FREEDOM — 20%
There are significant restrictions on capital transactions. 

Foreign investment must be registered with the Minsk 

City Executive Committee. There are restrictions in the 

share of foreign investment in insurance organizations 

and banks. An inefficient bureaucracy, corruption, and 

concerted resistance to the private sector all serve to hin-

der foreign investment. In March 2004, the government 

extended the “golden share” rule to include companies in 

which the government has no claim at all. Foreigners may 

not own land. Capital transactions, resident and non-resi-

dent accounts, invisibles, and current transfers are subject 

to strict controls.

FINANCIAL FREEDOM — 10%
Belarus’s financial system is very heavily influenced by the 

government. All but one of the 31 banks are owned or con-

trolled by the state. A handful of commercial banks domi-

nate the financial sector and account for about 85 percent of 

banking assets. Five of these banks are state-controlled. The 

central bank is fully controlled by the government. Banks 

are frequently pressured into making politically motivated 

loans, which comprised over half of all outstanding loans 

in 2004. Foreign banks face high barriers, and barriers to 

credit are high. The non-bank financial sector is small and 

inhibited by state intervention and irregular regulatory 

enforcement. Policies enacted in 2004 and 2005 curtailed 

competition in the insurance sector and led many compa-

nies to leave the market. The stock market is small and 

largely dormant.

PROPERTY RIGHTS — 20%
The legal system does not fully protect private property, 

and the inefficient court system does not enforce contracts 

consistently. The judiciary has proved neither independent 

nor objective by international standards. Independent law-

yers were barred from practicing in 1997.

FREEDOM FROM CORRUPTION — 26%
Corruption is perceived as widespread. Belarus ranks 

107th out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 64.7%
The labor market operates under relatively flexible 

employment regulations that hinder employment and 

productivity growth. The non-salary cost of employing a 

worker is very high, but dismissing a redundant employee 

is relatively costless. The unemployment insurance system, 

funded almost entirely by employers with some govern-

ment assistance, offers benefits approximately equivalent 

to 30 percent of an average worker’s annual salary.
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BELGIUM

Population:  10.4 million

GDP (PPP):   $324.1 billion
2.4% growth in 2004
1.9% 5-yr. comp. ann. growth
$31,096 per capita

Unemployment:  8.4%

Inflation (CPI):  2.1%

FDI (net inflow):  $8.2 billion

Official Development Assistance: 
Multilateral:  None
Bilateral:  None

External Debt:  $980.1 billion (2005 
estimate)

Exports:  $298.0 billion
Primarily machinery and equipment, 
chemicals, diamonds, metals and metal 
products, food

Imports:  $284.7 billion
Primarily machinery and equipment, 
chemicals, diamonds, pharmaceuticals, 
food, transportation equipment, oil 
products

B
elgium’s economy is 74.5 percent free, according to our 
2007 assessment, which makes it the world’s 17th freest 

economy. This is a 0.3 percentage point increase, partially 
reflecting new methodological detail. Belgium is ranked 
10th freest among the 41 countries in the European region, 
and its overall score is above the regional average. Over 
the past decade, it has almost always scored in the low 
70s.

As a modern Western economy, Belgium scores highly in 
many areas. Investment freedom, property rights, mon-
etary freedom, and business freedom are the strongest 
areas of the economy. As a member of the European Union, 
Belgium has a standardized monetary policy that yields 
relatively low inflation despite some government distor-
tion in the agricultural sector. The protection of property 
by a transparent rule of law encourages confidence among 
foreign investors, who enjoy excellent market access.

As in many other European social democracies, govern-
ment spending and income tax rates are exceptionally 
high in order to support an extensive welfare state. Addi-
tional taxes complement the income and corporate levies, 
bringing overall tax revenue to an uncommonly high 45.6 
percent of GDP.

BACKGROUND: Belgium is a federal state consisting of 
three regions: Flanders, Wallonia, and the capital city of 
Brussels. Brussels also houses the headquarters of NATO 
and the European Union. Since his re-election in 2003, 
Prime Minister Guy Verhofstadt and his Socialist–Liberal 
coalition have sought to ease the income tax burden and 
balance the budget, yet sluggish growth persists. The ser-
vices sector accounts for over three-quarters of GDP. Lead-
ing exports are electrical equipment, vehicles, diamonds, 
and chemicals.

The economy is 74.5% free
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BUSINESS FREEDOM — 90.8%
Starting a business takes an average of 27 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license is relatively simple, and closing a business is very 

easy. Commercial regulations can hinder entrepreneurial 

activities, especially for small and medium-size enter-

prises. The overall freedom to start, operate, and close a 

business is strongly protected by the national regulatory 

environment.

TRADE FREEDOM — 76.6%
Belgium’s trade policy is the same as those of other mem-

bers of the European Union. The common EU weighted 

average tariff rate was 1.7 percent in 2005. Non-tariff 

barriers reflected in EU and Belgian policy include agri-

cultural and manufacturing subsidies, regulatory and 

licensing restrictions, and other market access restrictions. 

Consequently, an additional 20 percent is deducted from 

Belgium’s trade freedom score.

FISCAL FREEDOM — 62.2%
Belgium’s income tax rate is one of the world’s highest, 

but its corporate tax rate is moderate. The top income tax 

rate is 50 percent, and the top corporate tax rate is 34 per-

cent (composed of a 33 percent tax rate and a 3 percent 

surcharge). Other taxes include a value-added tax (VAT), 

a transport tax, and a property tax. In the most recent 

year, overall tax revenue as a percentage of GDP was 45.6 

percent.

FREEDOM FROM GOVERNMENT — 41.2%
Total government expenditures, including consumption 

and transfer payments, are very high. In the most recent 

year, government spending equaled 49.6 percent of GDP, 

and the government received 4.3 percent of its total rev-

enues from state-owned enterprises and government own-

ership of property.

MONETARY FREEDOM — 80%
Belgium is a member of the euro zone. Between 2003 and 

2005, its weighted average annual rate of inflation was 2.5 

percent. Relatively low and stable prices explain most of 

the monetary freedom score. As a participant in the EU’s 

Common Agricultural Policy, the government subsidizes 

agricultural production, distorting the prices of agricultural 

products. Price control policies affect water, electricity, and 

gas distribution; waste handling; medicines; automobiles; 

compulsory insurance; and petroleum products. Conse-

quently, 10 percent is deducted from Belgium’s monetary 

freedom score to account for these policies.

INVESTMENT FREEDOM — 90%
Most restrictions on foreign investment also apply to 

domestic investment. Authorization is required for invest-

ment in Belgian flag vessels operated by shipping compa-

nies that do not have their main offices in Belgium. There 

are some restrictions on non–European Union investment 

in public works as required under EU regulations. There 

are no restrictions on the purchase of real estate, residents’ 

and non-residents’ accounts, repatriation of profit, or trans-

fer of capital.

FINANCIAL FREEDOM — 80%
Belgium has one of the world’s most developed financial 

systems. The independent Banking, Finance and Insur-

ance Commission supervises the financial sector. Belgium 

has over 100 banks, including over 70 foreign banks, and 

numerous financial service providers. Banks are required 

to provide a minimum set of services under a “universal 

service” law. Credit is allocated at market terms and is 

available to foreign and domestic investors without dis-

crimination. Belgian law differentiates between EU and 

non-EU banks, financial institutions, and insurance com-

panies, although firms from European Economic Area 

or World Trade Organization countries may be treated 

equally. Regional authorities may subsidize medium- and 

long-term borrowing. The world’s first stock market was 

organized in Antwerp, and capital markets are sound and 

well-established.

PROPERTY RIGHTS — 80%
Property is well protected, and contractual agreements are 

secure. Belgium’s laws are codified, and the quality of the 

judiciary and civil service is high, although the process is 

often slow.

FREEDOM FROM CORRUPTION — 74%
Corruption is perceived as minimal. Belgium ranks 19th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 70.5%
The labor market operates under relatively flexible employ-

ment regulations that hinder employment and productiv-

ity growth. The non-salary cost of employing a worker 

can be very high, and dismissing a redundant employee is 

relatively costly. Belgium’s high labor costs are sustainable 

for high-value-added processes, but labor market rigidi-

ties remain a major barrier to employing a worker. The 

unemployment insurance system offers benefits that are 

worth approximately 50 percent of an average worker’s 

annual salary.
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BELIZE

Population:  0.3 million

GDP (PPP):   $1.9 billion
4.6% growth in 2004
7.2% 5-yr. comp. ann. growth
$6,747 per capita

Unemployment:  11.6%

Inflation (CPI):  3.1%

FDI (net inflow):  $169.9 million

Official Development Assistance: 
Multilateral:  $7 million
Bilateral:  $8 million (26% from the U.S.)

External Debt:  $1.4 billion (2004 
estimate)

Exports:  $506.1 million
Primarily sugar, bananas, citrus, clothing, 
fish products, molasses, wood

Imports:  $626.4 million
Primarily machinery and transport 
equipment, manufactured goods, fuels, 
chemicals, pharmaceuticals

B
elize’s economy is 63.7 percent free, according to our 
2007 assessment, which makes it the world’s 56th freest 

economy. Its overall score is 1.8 percentage points lower 
than last year, partially reflecting new methodological 
detail. Belize is ranked 13th out of 29 countries in the 
Americas, and its overall score is equal to the regional 
average.

Belize rates highly in fiscal freedom, freedom from gov-
ernment, and labor freedom and somewhat highly in 
monetary freedom. Despite a high top income tax rate, 
corporate taxes are low, and government tax revenue is 
not particularly large as a percentage of GDP. Government 
expenditures are likewise fairly low, and the number of 
state-owned businesses is not significant. Flexible labor 
regulations contribute to an elastic employment market 
with no major regulatory distortions. Low inflation and 
stable prices contribute positively to the economic climate, 
but certain government price controls also exist.

Investment freedom, financial freedom, property rights, 
and corruption are less strong. Foreign investment is 
hampered in a wide array of sectors by special licensing 
requirements, and foreign exchange regulations are nei-
ther consistent nor transparent. A weak judicial system 
allows for political interference in the courts and signifi-
cant corruption.

BACKGROUND: Belize is a parliamentary democracy and 
member of the British Commonwealth. Prime Minister 
Said Musa was re-elected in March 2003. Tourism is a major 
contributor to the economy, as is agriculture. Traditionally, 
sugar has been the principal export, but the government is 
fostering export diversification into other products, includ-
ing shrimp, citrus, bananas, papayas, and soybeans. Crime is 
a serious problem, and Belize suffers from one of the highest 
murder rates in the Caribbean region. International relations 
are dominated by a territorial dispute with Guatemala.

The economy is 63.7% free 
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BUSINESS FREEDOM — 76.7%
Starting a business takes an average of 45 days, three times 

longer than the world average of 48 days. Entrepreneur-

ship should be easier for maximum job creation. Despite 

a lack of transparency in the administration of some laws 

and procedures, obtaining a business license is relatively 

simple, and closing a business is relatively easy. The overall 

freedom to start, operate, and close a business is relatively 

well protected by the national regulatory environment.

TRADE FREEDOM — 57.2%
The weighted average tariff rate in Belize was 11.4 percent 

in 2003. Foreign exchange shortages, quotas, and restrictive 

import licensing rules add to the cost of trade. Consequent-

ly, an additional 20 percent is deducted from Belize’s trade 

freedom score to account for non-tariff barriers.

FISCAL FREEDOM — 79.8%
Belize has a high income tax rate and a moderate tax rate. 

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 stamp duty. In the most recent year, overall tax 

revenue as a percentage of GDP was 19.4 percent.

FREEDOM FROM GOVERNMENT — 80.1%
Total government expenditures, including consumption 

and transfer payments, are very moderate. In the most 

recent year, government spending equaled 28.9 percent of 

GDP, and the government received 1.2 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 73.5%
Inflation is fairly low, averaging 3.3 percent between 2003 

and 2005. Relatively low and stable prices explain most of 

the monetary freedom score. The government maintains 

the prices of some basic commodities, such as rice, flour, 

beans, sugar, bread, butane gas, and fuel, and controls the 

retail price of electricity. Consequently, an additional 15 

percent is deducted from Belize’s monetary freedom score 

to adjust for price control measures that distort domestic 

prices.

INVESTMENT FREEDOM — 50%
Belize generally is open to foreign investment but requires 

special licenses in commercial fishing within the barrier 

reef, merchandising, sugarcane farming, real estate and 

insurance, transportation, tourism activities, accounting 

and legal services, entertainment, beauty salons, and res-

taurants and bars. Both residents and non-residents may 

hold foreign exchange accounts subject to government 

approval. The central bank rations its foreign exchange 

for invisible payments on an ad hoc basis, controls some 

payments, and requires that repatriation be made through 

an authorized dealer. All capital transactions must be 

approved by the central bank.

FINANCIAL FREEDOM — 50%
Belize’s financial system is dominated by the banking 

sector. There are five domestic commercial banks, seven 

international banks, three quasi-government banks, and 

some small credit unions. Subsidiaries of foreign banks are 

active and competitive, but approval is required to secure a 

foreign currency loan from outside Belize, and only autho-

rized dealers are permitted to retain foreign currency. The 

government affects the allocation of credit through the 

quasi-government banks. Plans to sell the Development 

Finance Corporation (the state development bank) were 

shelved, and the government assumed its debts. The Inter-

national Financial Services Act promotes offshore finan-

cial services, and the government offers extensive banking 

confidentiality.

PROPERTY RIGHTS — 50%
The constitution provides for an independent judiciary, 

which is subject to political influence. There is a severe lack 

of trained personnel, and police officers often act as pros-

ecutors in the magistrates’ courts. The result is lengthy trial 

backlogs. Expropriation of personal property is possible.

FREEDOM FROM CORRUPTION — 37%
Corruption is perceived as significant. Belize ranks 62nd 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 82.8%
The labor market operates under flexible employment 

regulations that can enhance employment and productiv-

ity growth. The non-salary cost of employing a worker is 

low, and dismissing a redundant employee can be costless. 

Labor regulations do not distort efficient business activities 

to any considerable degree.
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BENIN

Population:  8.2 million

GDP (PPP):   $8.9 billion
3.1% growth in 2004
4.5% 5-yr. comp. ann. growth
$1,091 per capita

Unemployment:  n/a

Inflation (CPI):  0.9%

FDI (net inflow):  $60 million (gross)

Official Development Assistance: 
Multilateral:  $203 million
Bilateral:  $257 million (11% from the U.S.)

External Debt:  $1.9 billion

Exports:  $713.2 million
Primarily cotton, crude oil, palm prod-
ucts, cocoa

Imports:  $1.1 billion
Primarily food, capital goods, petro-
leum products

B
enin’s economy is 54.8 percent free, according to our 
2007 assessment, which makes it the world’s 114th fre-

est economy. Its overall score is 0.5 percentage point high-
er than last year, partially reflecting new methodological 
detail. Benin is ranked 20th out of 40 countries in the sub-
Saharan African region, and its overall score is equal to 
the regional average.

Benin scores well on freedom from government and mon-
etary freedom. Relatively high tax rates on income and 
corporations dampen the fiscal score, but tax revenue col-
lected is fairly low as a percentage of GDP. Government 
expenditures are moderate, and state-owned businesses 
do not figure significantly into Benin’s revenue. Benin has 
pegged its currency to the euro, resulting in admirable 
price stability.

Economic development has been hampered, however, 
by a serious lack of liberalization in many areas, such as 
investment freedom, labor freedom, property rights, and 
business freedom. Bureaucratic inefficiency and corrup-
tion hamper virtually all areas of the economy. Foreign 
investment is subject to government approval and regu-
lations that require the hiring of native Beninese. Court 
enforcement of intrusive labor regulations and property 
rights is subject to pervasive political interference.

BACKGROUND: Benin became one of the first African coun-
tries to move peacefully from dictatorship to elected gov-
ernment when Mathieu Kérékou, who had seized power 
in 1972, accepted defeat in 1991. Kérékou won the presi-
dency in 1996 and 2001, and Yayi Boni, former president 
of the regional development bank, was elected president 
in 2006. Economic reform has encouraged growth, but 
Benin remains underdeveloped. Corruption persists, and 
much of the population is engaged in agriculture. Cotton 
is the primary export and source of GDP, and both the 
port of Cotonou and trade with Nigeria are central to the 
economy.

The economy is 54.8% free
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BUSINESS FREEDOM — 47.2%
Starting a business takes an average of 31 days, com-

pared to the world average of 48 days. Entrepreneurship 

should be easier for maximum job creation. Both obtain-

ing a business license and closing a business can be dif-

ficult. Bureaucratic procedures are not streamlined and are 

rarely transparent. The overall freedom to start, operate, 

and close a business is significantly limited by the national 

regulatory environment.

TRADE FREEDOM — 54.6%
Benin’s weighted average tariff rate was 12.7 percent in 

2004. The customs process is inefficient and corrupt, and 

the government restricts some imports, applies selected 

import bans, and levies import taxes to protect “strate-

gic products” such as rice and sugar against world price 

fluctuations. Consequently, an additional 20 percent is 

deducted from Benin’s trade freedom score to account for 

these non-tariff barriers.

FISCAL FREEDOM — 78.5%
Benin has high tax rates. The top income tax rate is 40 per-

cent, and the top corporate tax rate is 38 percent. Other 

taxes include a value-added tax (VAT), a property tax, and 

a tax on insurance contracts. In the most recent year, over-

all tax revenue as a percentage of GDP was 13.2 percent.

FREEDOM FROM GOVERNMENT — 87.9%
Total government expenditures, including consumption 

and transfer payments, are moderate. In the most recent 

year, government spending equaled 20.8 percent of GDP, 

and the government received 6.1 percent of its total rev-

enues from state-owned enterprises and government own-

ership of property. Privatization of public enterprises has 

been slow.

MONETARY FREEDOM — 82.5%
As a member of the West African Economic and Monetary 

Union, Benin uses the CFA franc, which is pegged to the 

euro. Inflation in Benin averaged a relatively low 3.9 per-

cent between 2003 and 2005. Relatively low and stable pric-

es explain most of the monetary freedom score. The cotton 

sector benefits from government subsidies and price sup-

ports. Consequently, an additional 5 percent is deducted 

from Benin’s monetary freedom score to adjust for price 

control measures that distort domestic prices.

INVESTMENT FREEDOM — 30%
Bureaucracy is inefficient and subject to corruption. The 

government requires part-Beninese ownership of any 

privatized company. Foreign exchange accounts must 

be authorized by the government and the Central Bank 

of West African States (BCEAO). Many capital transac-

tions, including direct investment, are subject to report-

ing requirements and government and BCEAO approval. 

There are no controls on the purchase of land by non-resi-

dents, except for investments in enterprises, branches, or 

corporations.

FINANCIAL FREEDOM — 60%
Benin’s underdeveloped financial system is concentrated 

in banking. Enforcement of contracts, transparency in 

financial operations, and fraud prevention are weak. The 

Central Bank of West African States (BCEAO) governs 

Benin’s financial institutions. The eight BCEAO member 

countries use the CFA franc, pegged to the euro. The bank-

ing sector is predominantly private, and foreign ownership 

in banking and insurance is prominent. Credit is allocated 

on market terms and is available without discrimination. 

Legal and regulatory requirements can be burdensome. 

Banks experience difficulty with non-performing loans 

and recovering collateral on those loans. There are many 

microcredit and savings and loan institutions.

PROPERTY RIGHTS — 30%
Benin’s justice system is weak and subject to corruption. 

There is no separate commercial court system, and back-

logs of civil cases cause long delays. Widespread corruption 

in public administration clouds the business environment 

and is a major disincentive to investment.

FREEDOM FROM CORRUPTION — 29%
Corruption is perceived as widespread. Benin ranks 88th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 48.2%
The labor market operates under highly restrictive employ-

ment regulations that hinder employment and productiv-

ity growth. The non-salary cost of employing a worker is 

high, but dismissing a redundant employee can be rela-

tively costless. Restrictions on increasing or contracting 

the number of working hours are very rigid. Benin’s labor 

market flexibility is one of the 20 lowest in the world.
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BOLIVIA

Population:  9 million

GDP (PPP):   $24.5 billion
3.6% growth in 2004
2.6% 5-yr. comp. ann. growth
$2,720 per capita

Unemployment:  8.7%

Inflation (CPI):  4.4%

FDI (net inflow):  $113.7 million

Official Development Assistance: 
Multilateral:  $285 million
Bilateral:  $1.1 billion (13% from the U.S.)

External Debt:  $6.1 billion

Exports:  $2.5 billion
Primarily natural gas, soybeans and soy 
products, crude petroleum, zinc ore, tin

Imports:  $2.3 billion
Primarily petroleum products, plastics, 
paper, aircraft and aircraft parts, food, 
automobiles, insecticides, soybeans

B
olivia’s economy is 55 percent free, according to our 2007 
assessment, which makes it the world’s 112th freest econ-

omy. Its overall score is 4.1 percentage points lower than last 
year, partially reflecting new methodological detail. Bolivia 
is ranked 25th out of 29 countries in the Americas, and its 
overall score is well below the regional average.

Bolivia rates highly in fiscal freedom and solidly in free-
dom from government and monetary freedom. A very 
low income tax rate and moderately low corporate tax 
rate give it an enviable fiscal freedom score. Its freedom 
from government rating is also relatively positive despite 
a large amount of government spending. Inflation is not 
high, although prices are unstable and the government 
imposes de facto price controls on most utilities.

Bolivia suffers from low scores in investment freedom, 
property rights, labor freedom, and freedom from corrup-
tion. Pervasive corruption and significant regulation are 
major hurdles for foreign investment, as is possible nation-
alization of the energy sector. Rule of law is weak, and pri-
vate property can be subject to bureaucratic interference, 
forced transactions, and even expropriation. Restrictive 
labor laws further cloud the business climate.

BACKGROUND: Bolivia’s history has been characterized 
by much authoritarianism punctuated by periodic bouts 
of democracy. In the 1980s, democracy returned to the 
country, and from 1993 to 1997, the democratically elect-
ed government reduced the state’s role through partial 
privatization and lowered taxes and tariffs. Following an 
economic downturn in 1999, social unrest compounded 
fiscal pressures. Unable to defend the rule of law, two 
successive constitutional presidents were removed from 
office by mob action in 2003 and 2005. In December 2005, 
Evo Morales was elected as the first indigenous Bolivian 
president on a platform of anti-globalization. Morales 
has partially nationalized Bolivia’s hydrocarbon industry 
and declared his intention to redistribute private lands to 
indigenous supporters.

The economy is 55% free

Rank: 112
Regional Rank: 25 of 29
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BUSINESS FREEDOM — 62.3%
Starting a business takes an average of 50 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license is relatively simple, and closing a business is rela-

tively easy. However, red tape and the lack of transparency 

still hinder entrepreneurial activities. The overall freedom 

to start, operate, and close a business is restricted by the 

national regulatory environment.

TRADE FREEDOM — 69.2%
Bolivia’s weighted average tariff rate was 5.4 percent in 

2004. The government has made progress in lowering trade 

barriers and simplifying the trade regime, but import bans, 

restrictive sanitary and phytosanitary rules, export subsi-

dies, and issues related to the enforcement and protection 

of intellectual property rights add to the costs of trade. 

Consequently, an additional 20 percent is deducted from 

Bolivia’s trade freedom score to account for these non-tariff 

barriers.

FISCAL FREEDOM — 93.2%
Bolivia has low tax rates. The top income tax rate is 13 per-

cent, and the corporate tax rate is 25 percent. Other taxes 

include a value-added tax (VAT), a transaction tax, and a 

property tax. In the most recent year, overall tax revenue 

as a percentage of GDP was 15 percent.

FREEDOM FROM GOVERNMENT — 74.3%
Bolivia’s total government expenditures, including con-

sumption and transfer payments, are moderate. In the 

most recent year, government spending equaled 33 percent 

of GDP, and the government received 0.9 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 70.9%
Inflation is moderate, averaging 5 percent between 2003 

and 2005. Relatively moderate and unstable prices explain 

most of the monetary freedom score. Government regu-

lations effectively control prices for hydrocarbons and 

most public utilities, and price controls are maintained for 

petroleum products, potable water, and garbage collection. 

Consequently, an additional 15 percent is deducted from 

Bolivia’s monetary freedom score to adjust for price control 

measures that distort domestic prices.

INVESTMENT FREEDOM — 30%
In general, foreign investment laws are simple, but public-

sector corruption is a major challenge to foreigners who 

want to establish a business. The energy sector is heavily 

regulated. In early 2006, the government nationalized the 

natural gas industry, ordering companies to give up con-

trol of fields and accept much tougher operating terms or 

leave. A 2005 hydrocarbons law increased state control to 50 

percent of production by raising taxes and royalties. Public 

officials sometimes ask for bribes to speed up bureaucratic 

procedures or not to initiate adverse actions. Both residents 

and non-residents may hold foreign exchange accounts. 

There are no restrictions or controls on payments, transac-

tions, transfers, purchase of real estate, access to foreign 

exchange, or repatriation of profits.

FINANCIAL FREEDOM — 60%
Bolivia’s financial sector is concentrated in banking. 

Bolivia had 12 commercial banks in 2005, of which three 

were foreign-owned and others had some level of foreign 

ownership, and several microfinance institutions, sav-

ings and loans, and credit unions. Credit is allocated on 

market terms, although foreign borrowers may find it dif-

ficult to qualify for loans. Government-owned banks no 

longer exist. Financial sector regulations and accounting 

standards are somewhat burdensome and do not conform 

to international standards. The insurance sector is small. 

Capital markets are focused on trading in government 

bonds, although corporate debt and mutual funds have 

grown in recent years.

PROPERTY RIGHTS — 30%
Legal protection of private property is weak. The legal pro-

cess is time-consuming and subject to political influence 

and pervasive corruption. For that reason, the National 

Chamber of Commerce, with assistance from USAID, has 

established a local Arbitration Tribunal. The Investment 

Law provides that investors may submit their differences 

to arbitration in accordance with the constitution and inter-

national norms. Expropriation is very possible.

FREEDOM FROM CORRUPTION — 25%
Corruption is perceived as widespread. Bolivia ranks 117th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 35%
The labor market operates under highly restrictive employ-

ment regulations that hinder employment and productiv-

ity growth. The non-salary cost of employing a worker is 

moderate, but dismissing a redundant employee can be 

very costly. The government has established the minimum 

wage for the public and private sectors. About 65 percent 

of the work force participates in the informal economy.

BOLIVIA’S TEN ECONOMIC FREEDOMS
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How Do We Measure Economic Freedom? See Chapter 
3 (page 37) for an explanation of the methodology or 
visit the Index Web site at heritage.org/index.

Europe Average = 67.5
World Average = 60.6

BOSNIA AND HERZEGOVINA

Population:  3.9 million

GDP (PPP):   $27.5 billion
6.2% growth in 2004
5.1% 5-yr. comp. ann. growth
$7,032 per capita

Unemployment:  44.0% Bosnian–Croat 
Federation (2003); 37.0% Republika Srp-
ska (2003)

Inflation (CPI):  0.3%

FDI (net inflow):  $495.6 million

Official Development Assistance: 
Multilateral:  $351 million
Bilateral:  $336 million (18% from the 
U.S.)

External Debt:  $3.2 billion

Exports:  $2.9 billion
Primarily metals, clothing, wood 
products

Imports:  $7.1 billion
Primarily machinery and equipment, 
chemicals, fuels, food

T
he economy of Bosnia and Herzegovina (Bosnia) is 54.7 
percent free, according to our 2007 assessment, which 

makes it the world’s 115th freest economy. The overall 
score is 2.2 percentage points lower than last year, partial-
ly reflecting new methodological detail. Bosnia is ranked 
38th freest among the 41 countries in the European region, 
and its overall score is well below the regional average. Its 
score has risen dramatically since 1998.

Bosnia scores highly in fiscal freedom and monetary free-
dom. The income tax rate is enviably low, and the cor-
porate tax rate is moderate, although other taxes create 
a significant drag. Inflation is less than 2 percent, but 
government price controls in some sectors lower Bosnia’s 
overall monetary score.

Bosnia faces many challenges associated with recovering 
from a decade-long civil war. Freedom from government, 
property rights, and freedom from corruption are prob-
lems, and the complex and irregularly enforced regula-
tions affect almost everything. Commercial courts do not 
exist, and trade disputes must be handled among the 
claimants or out of the country. Government expenditure 
is high but does not result in a more efficient or stream-
lined bureaucracy.

BACKGROUND: The 1995 Dayton Agreement signaled Bos-
nia–Herzegovina’s secession from the former Yugoslavia. 
Within its loose central government, two separate gov-
erning entities exist along ethnic lines: Republika Srpska 
and the Bosnian–Croat Federation. Rule of law is weak, 
and local courts are subject to substantial political interfer-
ence and lack the resources to prosecute complex crimes. 
The state’s overly large role, characterized by an intrusive 
bureaucracy and costly registration procedures, has yet to 
be fully addressed. The main exports are wood, paper, and 
metal, in addition to a large informal sector. The economy 
still relies heavily on agriculture.

The economy is 54.7% free

Rank: 115
Regional Rank: 38 of 41
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How Do We Measure Economic Freedom? See Chapter 
3 (page 37) for an explanation of the methodology or 
visit the Index Web site at heritage.org/index.

@ @ @ @ @ @ @ @ @ @ @
@ @

@ @
@ @ @

@ @
@ @ @ @

@ @

@

@

@

@ @

@
@

@

@
@



BUSINESS FREEDOM — 53.8%
Starting a business takes an average of 54 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license is difficult, but closing a business can be relatively 

easy. Heavily bureaucratic systems that lack transparency 

remain a problem for investors and entrepreneurs. The 

overall freedom to start, operate, and close a business is 

limited by the national regulatory environment.

TRADE FREEDOM — 70.2%
The weighted average tariff rate in Bosnia and Herzegovina 

was 4.9 percent in 2001. The government maintains import 

and export restrictions, as well as restrictive import licens-

ing rules, and customs procedures are inefficient. Conse-

quently, an additional 20 percent is deducted from Bosnia 

and Herzegovina’s trade freedom score to account for these 

non-tariff barriers.

FISCAL FREEDOM — 90%
Bosnia and Herzegovina has a very low income tax rate 

and a moderate corporate tax rate. The top income tax rate 

is 10 percent, and the top corporate income tax rate is 30 

percent. Other taxes include a sales tax and a property tax. 

In the most recent year, overall tax revenue as a percentage 

of GDP was 22.4 percent.

FREEDOM FROM GOVERNMENT — 45.6%
Total government expenditures, including consumption 

and transfer payments, are high. In the most recent year, 

government spending equaled 46.6 percent of GDP, and 

the government received 11.3 percent of its total revenues 

from state-owned enterprises and government ownership 

of property.

MONETARY FREEDOM — 81.1%
Inflation is low, averaging 2 percent between 2003 and 

2005. Relatively low and stable prices explain most of the 

monetary freedom score. Price controls apply to electric-

ity, gas, and telecommunications services. Consequently, 

an additional 10 percent is deducted from Bosnia and 

Herzegovina’s monetary freedom score to adjust for price 

control measures that distort domestic prices.

INVESTMENT FREEDOM — 50%
Foreign investment laws grant national treatment to for-

eign investors, protecting them from changes in legislation 

and against expropriation and nationalization of assets. 

Arms and media are the only sectors subject to restrictions. 

The main obstacles to foreign investment are a complex 

legal and regulatory framework, non-transparent business 

procedures, and weak judicial structures. There are few 

restrictions on capital transactions and foreign exchange 

accounts. A privatization law passed by the lower and 

upper houses of the Federation parliament would pro-

hibit the sale of state-owned companies to foreign-owned 

companies unless they were majority-owned by the private 

sector.

FINANCIAL FREEDOM — 60%
The country’s two autonomous government entities oper-

ate functionally independent financial systems. The inher-

ited banking system was dominated by large state-owned 

banks, burdened with non-performing loans, and populat-

ed by numerous, undercapitalized private banks. Banking 

reform begun in 1997 led to consolidation and privatiza-

tion. Most of Bosnia and Herzegovina’s banks are now pri-

vate, accounting for 86 percent of banking capital in 2004. 

The Republika Srpska had 10 privately owned banks in 

2004, most of them foreign-owned. Long-term lending is 

hindered by insufficient enforcement of contracts. Inter-

national accounting standards are in the process of being 

adopted. Each region has an underdeveloped non-bank 

financial sector and a small stock exchange.

PROPERTY RIGHTS — 10%
The judicial system does not cover commercial activities 

adequately. There are no commercial courts and no effi-

cient ways to resolve commercial disputes. Contract and 

property rights are almost unenforceable. Judges typically 

request bribes and respond to pressure from public offi-

cials. Court decisions are difficult to enforce.

FREEDOM FROM CORRUPTION — 29%
Corruption is perceived as widespread. Bosnia and Her-

zegovina ranks 88th out of 158 countries in Transparency 

International’s Corruption Perceptions Index for 2005.

LABOR FREEDOM — 57.3%
The labor market operates under restrictive employment 

regulations that hinder employment and productivity 

growth. The non-salary cost of employing a worker is very 

high, but dismissing a redundant employee is relatively 

costless. Rigidity in wage determination hinders job cre-

ation and worker mobility. Informal employment is esti-

mated at about 30 percent of total employment.

BOSNIA & HERZEGOVINA’S TEN ECONOMIC FREEDOMS
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How Do We Measure Economic Freedom? See Chapter 
3 (page 37) for an explanation of the methodology or 
visit the Index Web site at heritage.org/index.

World Average = 60.6
Sub-Saharan Africa Average = 54.7

BOTSWANA

Population:  1.8 million

GDP (PPP):   $17.6 billion
4.9% growth in 2004
5.8% 5-yr. comp. ann. growth
$9,945 per capita

Unemployment:  23.8%

Inflation (CPI):  6.9%

FDI (net inflow):  –$227.3 million

Official Development Assistance: 
Multilateral:  $18 million
Bilateral:  $37 million (59% from the U.S.)

External Debt:  $524.0 million

Exports:  $3.7 billion
Primarily diamonds, copper, nickel, soda 
ash, meat, textiles

Imports:  $2.8 billion
Primarily food, machinery, electrical 
goods, transport equipment, textiles, 
fuel and petroleum products, wood 
and paper products

B
otswana’s economy is 68.4 percent free, according to 
our 2007 assessment, which makes it the world’s 38th 

freest economy. Its overall score is 1.9 percentage points 
lower than last year, partially reflecting new methodologi-
cal detail. Botswana is ranked 2nd out of 40 countries in 
the sub-Saharan Africa region, and its overall score is well 
above the regional average.

Botswana is an economic regional leader, scoring highly 
in property rights, investment freedom, financial freedom, 
and labor freedom. Labor freedom is strong, thanks to ease 
of hiring and firing employees. The financial sector is a 
regional leader, with an independent central bank and lit-
tle government intervention. Businesses take a longer than 
average time to open, and licenses are sometimes subject 
to burdensome regulation. The overall business climate is 
superior for Africa but also is a model for the world.

Botswana’s scores in freedom from government and trade 
freedom are somewhat lower. Privatization is moving for-
ward, but government expenditures are high. 

BACKGROUND: Botswana, a multi-party democracy since 
1966, has a market-oriented economy that encourages pri-
vate enterprise and is ranked as Africa’s least corrupt. It 
also had one of the world’s highest average growth rates 
during the past four decades and possesses Africa’s high-
est sovereign credit rating. However, it still suffers from 
high unemployment and poverty; and despite efforts to 
diversify the economy, diamonds account for 80 percent 
of exports, over 40 percent of GDP, and about 50 percent 
of government revenue. Botswana has one of the world’s 
highest HIV/AIDS infection rates, and political turmoil in 
neighboring Zimbabwe is an ongoing concern.

The economy is 68.4% free

Rank: 38
Regional Rank: 2 of 40
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BUSINESS FREEDOM — 66.6%
Starting a business takes an average of 108 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license can be difficult, but closing a business is easy. The 

government has created a one-stop shop for investors to 

avoid unnecessary bureaucratic steps to start a new busi-

ness. The overall freedom to start, operate, and close a 

business is relatively well protected by the national regu-

latory environment.

TRADE FREEDOM — 59.6%
The weighted average tariff rate in Botswana was 10.2 

percent in 2005. There are very few non-tariff barriers to 

trade, but the government maintains import bans and a 

restrictive standards regime. Consequently, an additional 

20 percent is deducted from Botswana’s trade freedom score 

to account for these non-tariff barriers.

FISCAL FREEDOM — 82.6%
Botswana has one of Southern Africa’s lower tax burdens. 

Both the top income tax rate and the top corporate tax 

rate are 25 percent. Other taxes include a value-added tax 

(VAT), an additional company tax, and a fuel tax. In the 

most recent year, overall tax revenue as a percentage of 

GDP was 36.9 percent.

FREEDOM FROM GOVERNMENT — 54.5%
Total government expenditures, including consumption 

and transfer payments, are high. In the most recent year, 

government spending equaled 43.6 percent of GDP, and 

the government received 3.4 percent of its total revenues 

from state-owned enterprises and government ownership 

of property. Botswana has pursued plans for privatization 

and other initiatives to improve the performance of its 

remaining public-sector enterprises.

MONETARY FREEDOM — 76.8%
Inflation is relatively high, averaging 8.3 percent between 

2003 and 2005. Relatively high and unstable prices explain 

most of the monetary freedom score. Most prices are set by 

the market, but the government maintains price policies 

for some agricultural and livestock goods. Consequently, 

an additional 5 percent is deducted from Botswana’s mon-

etary freedom score to adjust for price control measures 

that distort domestic prices.

INVESTMENT FREEDOM — 70%
The laws encourage foreign investment, particularly in 

the non-mining sector. The government has implemented 

reforms expediting the process of applications for business 

ventures. There are no restrictions on capital transactions 

or foreign exchange accounts, residents’ and non-resi-

dents’ accounts, or international transfers. The govern-

ment restricts foreign investment in some areas reserved 

for Botswana citizens, including butchery and produce, 

gasoline filling stations, bars and liquor stores, supermar-

kets, and retail.

FINANCIAL FREEDOM — 70%
Botswana’s banking system is competitive and one of the 

most advanced in Africa. The central bank is independent. 

There were five private commercial banks in 2004, all of 

them foreign-owned. The government is involved in the 

banking sector through state-owned financial institutions. 

Credit is allocated on market terms, although the govern-

ment provides subsidized loans. The insurance sector and 

pension funds are active. The state owns the Botswana 

Motor Vehicle Insurance Fund, but private firms domi-

nate the insurance sector. The stock market is small but 

growing. The government has introduced bonds of vary-

ing maturities to stimulate the domestic capital market. 

Botswana is trying to become a regional financial hub and 

offers incentives to financial institutions and facilitates the 

free flow of financial resources.

PROPERTY RIGHTS — 70%
The constitution provides for an independent judiciary, 

and the government respects this provision in practice. 

The legal system is sufficient to conduct secure commer-

cial dealings. However, a serious and increasing backlog of 

cases prevents investors from having timely trials.

FREEDOM FROM CORRUPTION — 59%
Corruption is perceived as present. Botswana ranks 32nd 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 74.9%
The labor market operates under relatively flexible employ-

ment regulations that could be improved to enhance 

employment and productivity growth. The non-salary cost 

of employing a worker is very low, but dismissing a redun-

dant employee can be costly. Labor laws do not mandate 

retraining or replacement before firing a worker.

BOTSWANA’S TEN ECONOMIC FREEDOMS
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How Do We Measure Economic Freedom? See Chapter 
3 (page 37) for an explanation of the methodology or 
visit the Index Web site at heritage.org/index.

BRAZIL

Population:  183.9 million

GDP (PPP):   $1.5 trillion
4.9% growth in 2004
2.6% 5-yr. comp. ann. growth
$8,195 per capita

Unemployment:  11.5%

Inflation (CPI):  6.6%

FDI (net inflow):  $8.7 billion

Official Development Assistance: 
Multilateral:  $173 million
Bilateral:  $366 million (6% from the U.S.)

External Debt:  $222.0 billion

Exports:  $109.1 billion
Primarily transport equipment, iron ore, 
soybeans, footwear, coffee, 
automobiles

Imports:  $80.1 billion
Primarily machinery, electrical and 
transport equipment, chemical prod-
ucts, oil

B
razil’s economy is 60.9 percent free, according to our 
2007 assessment, which makes it the world’s 70th 

freest economy. Its overall score is 0.8 percentage point 
lower than last year, partially reflecting new method-
ological detail. Brazil is ranked 17th out of 29 countries 
in the Americas, and its overall score is slightly below the 
regional average.

Brazil is a regional economic power and receives high 
scores in fiscal freedom and freedom from government. It 
has moderate tax rates, both personal and corporate, and 
overall tax revenue is not high as a percentage of GDP 
relative to neighboring countries.

Brazil suffers from a highly inefficient and corrupt bureau-
cracy, which contributes to low scores in business freedom, 
investment freedom, financial freedom, and freedom from 
corruption. Because of serious regulatory inflexibility, 
starting a business takes more than three times the world 
average. Significant restrictions on foreign capital exist in 
a wide variety of sectors, and the government remains 
heavily involved in the banking and financial sectors. The 
judicial system is inefficient and subject to corruption, as 
are other areas of the public sector.

BACKGROUND: This vast democratic nation possesses 
abundant natural resources but is known for its high and 
persistent income inequality. Brazil suffers from serious 
obstacles to long-term investment and economic growth, 
including a convoluted tax system, barriers to foreign 
investment in some sectors, government management of 
most of the oil and electricity sectors and a significant part 
of the banking system, a weak judiciary, and a compli-
cated regulatory system. Agriculture and industry account 
for 10 percent and 40 percent, respectively, of Brazil’s gross 
domestic product.

The economy is 60.9% free
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BUSINESS FREEDOM — 53.3%
Starting a business takes an average of 152 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license is difficult, and closing a business is very difficult. 

The process for opening a business requires about 100 dif-

ferent documents. The overall freedom to start, operate, 

and close a business is limited by the national regulatory 

environment.

TRADE FREEDOM — 64.8%
The weighted average tariff rate in Brazil was 7.6 percent 

in 2004. The government continues to liberalize its trade 

regime, but export support programs, restrictive regulato-

ry and licensing rules, quotas and import bans, and issues 

involving the enforcement and protection of intellectual 

property rights persist. Consequently, an additional 20 per-

cent is deducted from Brazil’s trade freedom score to account 

for these non-tariff barriers.

FISCAL FREEDOM — 88.6%
Brazil has moderate tax rates. The top income tax rate is 

27.5 percent, and the top corporate tax rate is 25 percent 

(a 15 percent tax rate and 10 percentage point surcharge). 

Other taxes include a financial transactions tax and a tax 

on interest. In the most recent year, overall tax revenue as 

a percentage of GDP was 18 percent.

FREEDOM FROM GOVERNMENT — 88.8%
Total government expenditures, including consumption 

and transfer payments, are relatively high. In the most 

recent year, government spending equaled 20.9 percent of 

GDP, and the government received 3 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 72.6%
Inflation averaged a relatively high 7.5 percent between 

2003 and 2005. Relatively high and unstable prices explain 

most of the monetary freedom score. Although such 

public services as railways, telecommunications, and 

electricity have been privatized, the government over-

sees prices through regulatory agencies. The National 

Petroleum Agency fixes the wholesale price of fuel, and 

the government controls airfare prices. Consequently, an 

additional 10 percent is deducted from Brazil’s monetary 

freedom score to adjust for price controls.

INVESTMENT FREEDOM — 50%
Foreign capital may enter freely and by law receives 

national treatment. However, setting up new companies is 

complex. Foreign investment is restricted in nuclear ener-

gy, health services, media, rural property, fishing, mail and 

telegraph, aviation, and aerospace. Foreign ownership of 

rural land and land adjacent to national borders is pro-

hibited. There are limited restrictions on foreign exchange 

accounts, and legal restrictions prohibit foreign participa-

tion in certain economic activities. The central bank must 

approve outward direct investment in some cases, includ-

ing transfers and remittances, where it has broad admin-

istrative discretion.

FINANCIAL FREEDOM — 40%
Brazil’s financial system is South America’s largest and one 

of the largest among all emerging markets. Despite state 

involvement, banking and capital markets are diversified, 

dynamic, and competitive. There are about 200 public and 

private commercial banks and many non-banking financial 

institutions. The top 10 domestic banks hold two-thirds of 

total assets, and the sector is dominated by two publicly 

controlled banks with half of all assets. The government 

maintains several specialized financial institutions. The 

growing insurance market remains dominated by a few 

large firms. The stock market is not a major source of cor-

porate finance, but it is growing and trading is active.

PROPERTY RIGHTS — 50%
Contracts are generally considered secure, but it is impor-

tant to specify the jurisdiction for any disputes. Brazil’s 

judiciary is inefficient, subject to political and economic 

influence, and plagued by problems relating to lack of 

resources and training of officials. Decisions can take 

years, and decisions of the Supreme Federal Tribunal are 

not automatically binding on lower courts, causing more 

appeals than would otherwise occur.

FREEDOM FROM CORRUPTION — 37%
Corruption is perceived as significant. Brazil ranks 62nd 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 63.8%
The labor market operates under relatively flexible employ-

ment regulations that could be improved to enhance 

employment and productivity growth. The non-salary cost 

of employing a worker is high, and dismissing a redundant 

employee can be costly. Benefits mandated by the rigid 

labor legislation amplify the overall labor cost.
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BULGARIA

Population:  7.8 million

GDP (PPP):   $62.7 billion
5.7% growth in 2004
4.9% 5-yr. comp. ann. growth
$8,078 per capita

Unemployment:  12.7%

Inflation (CPI):  6.3%

FDI (net inflow):  $2.7 billion

Official Development Assistance: 
Multilateral:  $361 million
Bilateral:  $265 million (15% from the 
U.S.)

External Debt:  $15.7 billion

Exports:  $14.0 billion
Primarily clothing, footwear, iron and 
steel, machinery and equipment, fuels

Imports:  $16.5 billion
Primarily machinery and equipment, 
metals and ores, chemicals and plastics, 
fuels, minerals, and raw materials

B
ulgaria’s economy is 62.2 percent free, according to 
our 2007 assessment, which makes it the world’s 62nd 

freest economy. Its overall score is 2.1 percentage points 
lower than last year, partially reflecting new methodolog-
ical detail. Bulgaria is ranked 29th freest among the 41 
countries in the European region, and its overall score is 
near the regional average.

Bulgaria scores highly in fiscal freedom and receives posi-
tive marks in business freedom, monetary freedom, and 
financial freedom. An impressively low corporate tax rate 
of 15 percent complements a top income tax rate of 24 
percent. Licensing, opening, and closing a business are all 
relatively efficient, providing a highly flexible commercial 
environment.

Bulgaria still needs to develop a more independent judi-
cial system. Property rights and corruption are problems, 
and the inefficient bureaucracy bleeds over into other 
areas of economic freedom as well. Judicial corruption is 
an impediment to greater foreign investment, and prop-
erty rights and business regulations are enforced in an 
arbitrary manner.

BACKGROUND: In 1990, Bulgaria held its first multi-
party election since World War II, ending nearly 50 years 
of Communist rule. The country ratified its European 
Union accession treaty in 2005, with a planned entry date 
of January 2007; but with several member states inclined 
to oppose further enlargement, the EU could activate the 
treaty’s safeguard clause and delay Bulgaria’s entry until 
January 2008. Natural resources such as coal, copper, and 
zinc play an important role in the industrial sector, and the 
economy has benefited from significant economic policy 
reform since the fall of the socialist government in 1996.

The economy is 62.2% free
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BUSINESS FREEDOM — 66.9%
Starting a business takes an average of 32 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license can be difficult, but closing a business is relatively 

easy. Arbitrary interpretation and enforcement of regula-

tory regimes by the bureaucracy are still seen as impedi-

ments to investment. However, the overall freedom to start, 

operate, and close a business is relatively well protected by 

the national regulatory environment.

TRADE FREEDOM — 60.8%
The weighted average tariff rate in Bulgaria was 9.6 per-

cent in 2004. The main non-tariff barriers are issues involv-

ing the enforcement and protection of intellectual property 

rights and cumbersome, arbitrary, and inconsistent cus-

toms and regulatory policies. Consequently, an additional 

20 percent is deducted from Bulgaria’s trade freedom score 

to account for these non-tariff barriers.

FISCAL FREEDOM — 91.3%
Bulgaria has low tax rates. The top income tax rate is 24 

percent, and the corporate tax rate is a flat 15 percent. 

Other taxes include a value-added tax (VAT), a road tax, 

and a vehicle tax. In the most recent year, overall tax rev-

enue as a percentage of GDP was 22.3 percent.

FREEDOM FROM GOVERNMENT — 65.6%
Total government expenditures, including consumption 

and transfer payments, are high. In the most recent year, 

government spending equaled 37.5 percent of GDP, and 

the government received 4.8 percent of its total revenues 

from state-owned enterprises and government ownership 

of property.

MONETARY FREEDOM — 75.7%
Inflation is moderate, averaging 5.1 percent between 2003 

and 2005. Relatively moderate and unstable prices explain 

most of the monetary freedom score. The market deter-

mines most prices, but the government oversees electricity, 

water, natural gas, and pharmaceutical prices through its 

regulatory regime. Consequently, an additional 10 per-

cent is deducted from Bulgaria’s monetary freedom score 

to adjust for price control measures that distort domestic 

prices.

INVESTMENT FREEDOM — 60%
The law mandates equal treatment for foreign and domes-

tic investors. Bulgaria requires approval for majority for-

eign ownership in some sectors. Government bureaucracy, 

frequent changes in the legal framework, and corruption 

impede foreign investment. Residents may hold foreign 

exchange accounts subject to some restrictions; non-resi-

dents may hold foreign exchange accounts without restric-

tion. Prior registration with the central bank is required 

for a few capital transactions. Foreign ownership of land 

is permitted if the owners are from European Union coun-

tries or countries with an international agreement permit-

ting such purchases.

FINANCIAL FREEDOM — 60%
Bulgaria’s financial system is dominated by the banking 

sector. The banking system has undergone major reform 

since its virtual collapse in 1996, influenced strongly by 

the 1997 introduction of the currency board and stronger 

supervision and tighter prudential rules for the banking 

sector. With the possibility of bailouts eliminated under the 

currency board, banks have had to focus on sound banking 

practices. There are 31 private banks and four public banks. 

Foreign banks hold over 70 percent of bank capital. The 

insurance market is fully private with the sale of two state-

owned firms and has expanded rapidly since the adoption 

of the 1997 insurance law. Foreign insurers are strong par-

ticipants. The well-maintained stock market is active but 

small. The government is active in capital markets through 

the auction of short-term treasury bills.

PROPERTY RIGHTS — 30%
Bulgaria’s constitution provides for an independent judi-

ciary, but ineffective rule of law limits investor confidence 

in the ability of the courts to enforce contracts, ownership 

and shareholders rights, and intellectual property rights. 

Judicial corruption is a serious problem.

FREEDOM FROM CORRUPTION — 40%
Corruption is perceived as significant. Bulgaria ranks 55th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 71.5%
The labor market operates under relatively flexible employ-

ment regulations that could be improved to enhance 

employment and productivity growth. The non-salary 

cost of employing a worker is very high, but dismissing a 

redundant employee can be costless. Registration of labor 

contracts is compulsory. The unemployment insurance 

system offers benefits to the unemployed for four to 12 

months, depending on the duration of employment.

BULGARIA’S TEN ECONOMIC FREEDOMS

Business Freedom
Trade Freedom 
Fiscal Freedom

Fdm fm Government
Monetary Freedom

 Investment Freedom
Financial Freedom

Property Rights
 Fdm fm Corruption

 Labor Freedom

100 = most free,         = world average

0 50 100

118 2007 Index of Economic Freedom

 66.9  
 60.8  
 91.3  
 65.6  
 75.7  
 60  
 60  
 30  
 40  
 71.5 

L
L

L

L
L

L
L
L
L

L



Sub-Saharan Africa Average = 54.7
World Average = 60.6

1995 2007

100

80

60

40

20

0

119

Q U I C K  FAC T S 

How Do We Measure Economic Freedom? See Chapter 
3 (page 37) for an explanation of the methodology or 
visit the Index Web site at heritage.org/index.

BURKINA FASO

Population:  12.8 million

GDP (PPP):   $15.0 billion
5.5% growth in 2004
5.7% 5-yr. comp. ann. growth
$1,169 per capita

Unemployment:  n/a

Inflation (CPI):  –0.4%

FDI (net inflow):  $34.0 million

Official Development Assistance:  
Multilateral:  $325 million
Bilateral:  $347 million (5% from the U.S.)

External Debt:  $2.0 billion

Exports:  $438.6 million
Primarily cotton, livestock, gold

Imports:  $888.2 million
Primarily capital goods, food, 
petroleum

B
urkina Faso’s economy is 55 percent free, according to 
our 2007 assessment, which makes it the world’s 113th 

freest economy. Its overall score is 0.7 percentage point 
lower than last year, partially reflecting new methodologi-
cal detail. Burkina Faso is ranked 19th out of 40 countries 
in the sub-Saharan Africa region, and its overall score is 
slightly higher than the regional average.

Burkina Faso scores well in fiscal freedom, freedom from 
government, and monetary freedom. The top income and 
corporate tax rates are comparable to those in the United 
States, but overall tax revenue is quite low. Government 
expenditure is moderate, and state-owned businesses are 
not a primary source of revenue.

Business freedom, labor freedom, property rights, and cor-
ruption are problems for Burkina Faso. Extensive regu-
lations prevent a flexible commercial environment, and 
licensing and bankruptcy procedures are costly. The lack 
of a universal judicial system enforced by the government 
means that property rights cannot be guaranteed or adju-
dicated effectively, as local villages often use traditional 
courts. As with most other nations in the region, Burkina 
Faso experiences significant corruption.

BACKGROUND: Blaise Compaore seized power in a 1987 
coup, oversaw a transition to multi-party democracy, and 
won a third term as Burkina Faso’s president in Novem-
ber 2005. (Under a constitutional amendment adopted 
in 2002, the president is limited to two terms starting in 
2005.) Burkina Faso is a poor agrarian country beset by 
frequent drought, and over 80 percent of the population 
is engaged in subsistence agriculture. Many Burkinabé 
work abroad, and remittances are a substantial source 
of income. HIV/AIDS infections are high. Instability in 
the Ivory Coast disrupts trade and has led to hundreds of 
thousands of returning émigrés.

The economy is 55% free
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BUSINESS FREEDOM — 42.7%
Starting a business takes an average of 34 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. The government has 

made an effort to implement a one-stop system for regis-

tering businesses in an attempt to reduce the bureaucracy 

in recent years. Nevertheless, obtaining a business license 

can be very difficult, and closing a business is difficult. 

The overall freedom to start, operate, and close a business 

remains highly limited.

TRADE FREEDOM — 57.2%
Burkina Faso’s weighted average tariff rate in 2004 was a 

relatively high 11.4 percent. The government imposes sup-

plementary taxes on imports, targeted import bans, restric-

tive licensing rules, and corruption is a growing problem. 

Consequently, an additional 20 percent is deducted from 

Burkina Faso’s trade freedom score to account for these non-

tariff barriers.

FISCAL FREEDOM — 84.9%
Burkina Faso has a moderate tax rate and a high corporate 

tax rate. The top income tax rate is 30 percent, and the top 

corporate tax rate is 35 percent. Other burdensome taxes 

include a value-added tax (VAT) and a tax on insurance 

contracts. In the most recent year, overall tax revenue as a 

percentage of GDP was 11.7 percent.

FREEDOM FROM GOVERNMENT — 88.9%
Burkina Faso’s total government expenditures, including 

consumption and transfer payments, are moderate. In 

the most recent year, government spending equaled 21.2 

percent of GDP. Many state-owned companies have been 

privatized, but progress has not been smooth due to mana-

gerial delays and the government’s weakness.

MONETARY FREEDOM — 76.8%
Inflation in Burkina Faso is moderate, averaging 4.4 per-

cent between 2003 and 2005. Relatively moderate and 

unstable prices explain most of the monetary freedom 

score. The market determines most prices, but the govern-

ment maintains price supports for the cotton sector and 

influences prices through the public sector. Consequently, 

an additional 10 percent is deducted from Burkina Faso’s 

monetary freedom score to adjust for price control mea-

sures that distort domestic prices.

INVESTMENT FREEDOM — 40%
The investment code guarantees equal treatment of foreign 

and domestic investors, but the Ministry of Industry, Com-

merce, and Mines must approve new investment. Foreign 

investors are also hindered by poor infrastructure, a weak 

legal system, and growing corruption. Residents may hold 

foreign exchange accounts with permission of the govern-

ment and the Central Bank of West African States (BCEAO). 

Payments and transfers over a specified amount require 

supporting documents, and proceeds from non-WEAMU 

(West African Economic and Monetary Union) countries 

must be surrendered to an authorized dealer. All capi-

tal investments abroad by residents require government 

approval, as do most commercial and financial credits.

FINANCIAL FREEDOM — 50%
Burkina Faso’s financial system is underdeveloped and con-

centrated in banking. The BCEAO governs Burkina Faso’s 

banking and other financial institutions. The eight BCEAO 

member countries use the CFA franc, pegged to the euro. In 

2004, the small financial system was composed primarily 

of eight commercial banks and a network of microfinance 

institutions and credit unions. The government has pur-

sued privatization and restructuring in the banking sector 

since the 1990s and limits its participation in the banking 

sector to 25 percent. All major banks have some degree of 

foreign ownership, primarily from France or other West 

African countries. Burkina Faso participates in a regional 

stock exchange. The insurance sector is small.

PROPERTY RIGHTS — 30%
Burkina Faso’s judicial system is weak. Villagers have 

their own customary or traditional courts. The executive 

has extensive appointment and other judicial powers. Sys-

temic weaknesses in the justice system include removal of 

judges, outdated legal codes, an insufficient number of 

courts, a lack of financial and human resources, and exces-

sive legal costs.

FREEDOM FROM CORRUPTION — 34%
Corruption is perceived as significant. Burkina Faso ranks 

70th out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 45.1%
The labor market operates under highly restrictive employ-

ment regulations that hinder employment and productiv-

ity growth. The non-salary cost of employing a worker is 

high, but dismissing a redundant employee is relatively 

costless. Night and weekend work are not allowed, and the 

minimum wage is about 82 percent of the average value-

added worker. Burkina Faso’s labor market flexibility is 

one of the 20 lowest in the world.
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BURMA (MYANMAR)

Population:  50 million

GDP (PPP):   $78.7 billion (2005 estimate)
3.0% growth in 2004
10.7% 5-yr. comp. ann. 
growth
$1,700 per capita (2005 
estimate)

Unemployment:  5.0% (2005 estimate)

Inflation (CPI):  4.2%

FDI (net inflow):  $214 million (gross)

Official Development Assistance: 
Multilateral:  $40 million
Bilateral:  $89 million (6% from the U.S.)

External Debt:  $7.2 billion

Exports:  $3.2 billion
Primarily clothing, gas, wood products, 
pulses, beans, fish, rice

Imports:  $2.5 billion
Primarily fabric, petroleum products, 
plastics, machinery, transport equip-
ment, construction materials, crude oil

B
urma’s economy is 40.1 percent free, according to our 
2007 assessment, which makes it the world’s 153rd 

freest economy. Its overall score is 0.5 percentage point 
higher than last year, partially reflecting new methodolog-
ical detail. Burma is ranked 29th out of 30 countries in the 
Asia–Pacific region, and its overall score is much lower 
than the regional average.

Burma scores well in fiscal freedom, freedom from gov-
ernment, and trade freedom. The top income and corpo-
rate tax rates are moderate, and government tax revenue 
amounts to less than 5 percent of GDP. Government 
expenditures are likewise low, amounting to less than 10 
percent of GDP. State-owned businesses, however, con-
tribute about 30 percent of the government’s revenues.

As an autocratic state, Burma imposes severe restrictions 
on many areas of its economy. Investment freedom, finan-
cial freedom, property rights, and corruption are weak. 
The almost complete lack of a judicial system means that 
domestic and foreign companies must negotiate directly 
with the government to resolve disputes. Foreign invest-
ment is adjudicated in each instance, with no clear guide-
lines for investors. Heavy restrictions in the financial 
sector and labor market inflexibility are serious economic 
problems.

BACKGROUND: Burma is a repressive military dictatorship. 
The country gained its independence from Britain in 1948 
and has been ruled by a military junta since 1962. The cur-
rent political incarnation of martial rule is the State Peace 
and Development Council (SPDC). The SPDC offers its 
“roadmap for democracy” and National Convention to 
rewrite the constitution as examples of reform, but little 
real change has been forthcoming. Though Burma has 
significant national resources, restrictive economic poli-
cies and international sanctions have impeded economic 
development. In addition, foreign aid plummeted during 
the 1990s in response to the government’s harsh anti-dem-
ocratic repression.

The economy is 40.1% free
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BUSINESS FREEDOM — 20%
Burma’s lack of legal and regulatory transparency virtually 

impedes creation of new businesses. Bureaucratic red tape 

often complicates the process for starting, operating, and 

closing a business. Policy changes tend to be inconsistent 

and unpredictable. The often arbitrary and unpublished 

regulatory changes are barriers to improving the invest-

ment climate.

TRADE FREEDOM — 71.8%
The weighted average tariff rate in Burma was 4.1 percent 

in 2004. Burma imposes restrictive trade policies designed 

to protect “crony” companies and state-owned enterprises. 

The government imposes high import taxes, restrictive per-

mit and licensing rules, and import bans. Customs corrup-

tion is common. Consequently, an additional 20 percent is 

deducted from Burma’s trade freedom score to account for 

these non-tariff barriers.

FISCAL FREEDOM — 87.9%
Burma has moderate tax rates. Both the top income tax rate 

and the top corporate tax rate are 30 percent. In the most 

recent year, overall tax revenue as a percentage of GDP 

was 3.3 percent.

FREEDOM FROM GOVERNMENT — 88.3%
Total government expenditures in Burma, including con-

sumption and transfer payments, are low. In the most 

recent year, government spending equaled 8.1 percent of 

GDP, and the government received 30.6 percent of its total 

revenues from state-owned enterprises and government 

ownership of property. Given the lack of available data, 

Burma’s economic statistics are questionable and need to 

be viewed with caution.

MONETARY FREEDOM — 65.4%
Inflation in Burma is high, averaging 15 percent between 

2003 and 2005. Relatively high and unstable prices explain 

most of the monetary freedom score. The government 

attempts to control some prices for such staple products 

as gasoline, cooking oil, propane, and soap. However, the 

quantities of such products made available to customers are 

strictly rationed, so retailers often sell their stocks on the 

black market for a higher price. Consequently, an additional 

10 percent is deducted from Burma’s monetary freedom 

score to adjust for measures that distort domestic prices.

INVESTMENT FREEDOM — 10%
Foreign investment is approved by the Cabinet on a case-

by-case basis. Once permission is granted, the foreign 

investor needs to get a business license to trade. The gov-

ernment restricts foreign exchange accounts and current 

transfers and controls all capital transactions. Multiple 

exchange rates make conversion and repatriation of for-

eign exchange very complex and ripe for corruption. For-

eign firms are prohibited from owning land, but it may be 

leased from the government.

FINANCIAL FREEDOM — 10%
Burma’s financial sector is subject to very heavy govern-

ment intervention, and forced loans to government projects 

have almost frozen new deposits and smaller loans by pri-

vate banks. The private banking sector crashed in February 

2003. The government claims that no banks closed. Some 

private banks resumed full operation in 2004. There were 

five state-owned banks in 2005. Foreign banks are per-

mitted to enter into joint ventures with domestic private 

banks, although none have done so. Only 16 of the origi-

nal 49 authorized foreign banks remain. The state-owned 

insurer retains a near monopoly of that sector. Capital mar-

kets are largely absent.

PROPERTY RIGHTS — 10%
Private property is not protected in Burma. Private and 

foreign companies are at a disadvantage in disputes with 

governmental and quasi-governmental organizations. The 

military regime controls all the courts, so foreign inves-

tors who have had conflicts with the local government, or 

whose businesses have been illegally expropriated, have 

had little success getting compensation. Pervasive corrup-

tion further serves to undermine the impartiality of the 

justice system.

FREEDOM FROM CORRUPTION — 18%
Corruption is perceived as widespread. Burma ranks 155th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 20%
The labor market is controlled and distorted by the state. 

Labor regulations regarding wage rates and maximum 

work hours are not uniformly observed. The government 

unilaterally sets public-sector wages and influences wage 

setting in the private sector. The state uses forced labor 

in constructing military buildings and commercial enter-

prises. Formal labor markets are not fully developed.
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BURUNDI

Population:  7.3 million

GDP (PPP):   $4.9 billion
4.8% growth in 2004
1.8% 5-yr. comp. ann. growth
$677 per capita

Unemployment:  n/a

Inflation (CPI):  8.0%

FDI (net inflow):  $3.0 million (gross)

Official Development Assistance: 
Multilateral:  $196 million
Bilateral:  $217 million (20% from the 
U.S.)

External Debt:  $1.4 billion (2004 
estimate)

Exports:  $43.1 million
Primarily coffee, tea, sugar, cotton, 
hides

Imports:  $175.1 million
Primarily capital goods, petroleum 
products, food

B
urundi’s economy is 46.8 percent free, according to 
our 2007 assessment, which makes it the world’s 146th 

freest economy. Its overall score is 2.8 percentage points 
lower than last year, partially reflecting new methodologi-
cal detail. Burundi is ranked 35th out of 40 countries in the 
sub-Saharan Africa region, and its overall score is much 
lower than the regional average.

Burundi does not have very strong economic freedom in 
any category. Fiscal freedom is moderately strong due to 
low overall tax revenues as a percentage of GDP, even 
though the top income and corporate tax rates are rela-
tively high. The national inflation rate is also high but is 
not hyperinflationary.

As a developing economy recovering from years of civil 
strife, Burundi faces significant economic challenges. Its 
worst scores are for business freedom, investment free-
dom, financial freedom, property rights, and freedom 
from corruption. Rule of law is highly politicized, ineffi-
cient, and subject to erratic control over much of the coun-
try. Virtually all aspects of business are subject to intrusive 
regulation that inhibits business formation or survival, 
from obtaining licenses to firing inefficient workers.

BACKGROUND: Burundi gained its independence in 1962. 
In 1993, ethnic tensions sparked a civil war that resulted 
in an estimated 300,000 deaths and 1.2 million refugees. A 
transitional government oversaw the adoption of a new 
constitution and elections in 2005. Encouraged by grow-
ing stability and political progress, refugees have been 
returning. Corruption and economic mismanagement are 
common, however, and Burundi remains very poor. Agri-
culture accounts for nearly 50 percent of GDP, and a major-
ity of the population is engaged in subsistence agriculture. 
The state remains heavily involved in the economy, and 
efforts to privatize publicly held enterprises have stalled.

The economy is 46.8% free
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BUSINESS FREEDOM — 40.9%
Starting a business takes an average of 43 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Both obtaining a 

business license and closing a business are very difficult. 

Burundi’s continuing instability and massive, corrupt 

bureaucracy make it difficult to conduct entrepreneurial 

activities. The overall freedom to start, operate, and close 

a business is seriously limited by the national regulatory 

environment.

TRADE FREEDOM — 50.6%
Burundi’s weighted average tariff rate was a high 14.7 per-

cent In 2002. The government has removed most quantita-

tive restrictions on imports but applies numerous fees and 

taxes on imports. Corruption in the customs and excise 

administration also adds to the cost of trade with Burundi. 

Consequently, an additional 20 percent is deducted from 

Burundi’s trade freedom score to account for these non-tariff 

barriers.

FISCAL FREEDOM — 80%
Burundi has relatively high tax rates. Both the top income 

tax rate and the top corporate tax rate are 35 percent. Other 

taxes include a sales tax and a tax on interest. In the most 

recent year, overall tax revenue as a percentage of GDP 

was 23.3 percent.

FREEDOM FROM GOVERNMENT — 60%
Total government expenditures in Burundi, including 

consumption and transfer payments, are high. In the most 

recent year, government spending equaled 39.8 percent of 

GDP, and the government received 9.1 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 68.1%
Inflation in Burundi is high, averaging 12 percent between 

2003 and 2005. Relatively high and unstable prices explain 

most of the monetary freedom score. The government 

influences prices through state-owned enterprises, sub-

sidies, and agriculture support programs. Consequently, 

an additional 10 percent is deducted from Burundi’s mon-

etary freedom score to adjust for measures that distort 

domestic prices.

INVESTMENT FREEDOM — 30%
The government welcomes, but political instability con-

tinues to hinder, foreign investment. The investment code 

reflects a policy of import substitution. Residents may hold 

foreign exchange accounts, but documentation must be 

submitted to the central bank, withdrawals over set lim-

its require supporting documentation, and central bank 

approval is required to hold them abroad. Non-residents 

may hold foreign exchange accounts and withdraw funds 

up to a set limit upon presentation of documentation. Most 

capital transactions, including credit operations, direct 

investment, and personal capital movements, are subject 

to restrictions or authorization requirements.

FINANCIAL FREEDOM — 30%
Burundi has a very small, undeveloped financial sec-

tor that is dominated by banking. There are seven com-

mercial banks. Government participation in the banking 

sector is strong. The government retains stakes in several 

banks, and the many loans made to the government and 

to state-owned enterprises have resulted in a large number 

of non-performing loans. Regulation of banking is largely 

bureaucratic and arduous. There were seven insurance 

firms in 2004.

PROPERTY RIGHTS — 30%
Private property is subject to government expropriation 

and armed banditry. Judges, who are appointed by the gov-

ernment, have generally proved to be strongly influenced 

by political pressure. The judiciary has proved especially 

ineffective in dealing with politically charged cases, such 

as the earlier coups and human rights abuses by members 

of the armed forces.

FREEDOM FROM CORRUPTION — 23%
Corruption is perceived as widespread. Burundi ranks 

130th out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 55.2%
The labor market operates under restrictive employment 

regulations that hinder employment and productivity 

growth. The non-salary cost of employing a worker is low, 

but dismissing a redundant employee is relatively costly. 

There are very rigid restrictions on increasing or contract-

ing the number of working hours.
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CAMBODIA

Population:  13.8 million

GDP (PPP):   $33.4 billion
7.7% growth in 2004
6.9% 5-yr. comp. ann. growth
$2,423 per capita

Unemployment:  2.5% (2000 estimate)

Inflation (CPI):  3.9%

FDI (net inflow):  $121.2 million

Official Development Assistance: 
Multilateral:  $169 million
Bilateral:  $324 million (15% from the 
U.S.)

External Debt:  $3.4 billion

Exports:  $3.2 billion
Primarily clothing, timber, rubber, rice, 
fish, tobacco, footwear

Imports:  $3.7 billion
Primarily petroleum products, ciga-
rettes, gold, construction materials, 
machinery, motor vehicles, pharmaceu-
tical products

C
ambodia’s economy is 56.5 percent free, according to 
our 2007 assessment, which makes it the world’s 102nd 

freest economy. Its overall score is 2.7 percentage points 
lower than last year, partially reflecting new methodologi-
cal detail. Cambodia is ranked 18th out of 30 countries 
in the Asia–Pacific region, and its overall score is slightly 
lower than the regional average.

Cambodia scores well in fiscal freedom and freedom from 
government and moderately well in monetary freedom. 
Low income and corporate tax rates are complemented by 
a low level of government tax revenue, giving the country 
a high fiscal score despite some additional taxes. Govern-
ment spending is also low, although the state receives a 
significant amount of its income from publicly owned 
businesses.

Cambodia is still shaking off the legacy of a disastrous 
Communist history and therefore has significant areas 
of economic freedom that could be improved. Business 
freedom, property rights, and freedom from corruption 
all receive low scores, and trade freedom is not much bet-
ter. A highly restrictive labor market makes it difficult for 
businesses to fill seasonal employment needs, and wide-
spread corruption makes even simple regulations incon-
sistent. Weak rule of law in many areas leads to unreliable 
resolution of commercial disputes.

BACKGROUND: Cambodia has experienced solid economic 
growth over the past three years without significant politi-
cal liberalization. The country gained its independence in 
1953 after nine decades of French colonial rule. Since the end 
of Cambodia’s civil war and the Khmer Rouge regime in 
1991, national strongman Hun Sen has held de facto power, 
and the government’s repression of political opponents has 
damaged Cambodia’s international reputation. To achieve 
its stated goal of 6 percent annual growth, Cambodia must 
foster a more transparent, rules-based economic system to 
encourage business development and expansion beyond 
the current base of textiles, tourism, and agriculture.

The economy is 56.5% free

Rank: 102
Regional Rank: 18 of 30
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BUSINESS FREEDOM — 37.1%
Starting a business takes an average of 86 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Both obtaining a 

business license and closing a business are very difficult. 

Transparency in the regulatory regime is very poor, and 

bureaucratic delays are commonplace. The overall freedom 

to start, operate, and close a business is significantly lim-

ited by the national regulatory environment.

TRADE FREEDOM — 47.2%
Cambodia’s weighted average tariff rate was a relatively 

high 16.4 percent in 2003. The government has eliminated 

most non-tariff barriers to trade. However, import licenses 

are required for firearms and pharmaceuticals; export 

licenses are required for antiquities, rubber, and timber; 

and customs and regulation of trade are burdensome. 

Consequently, an additional 20 percent is deducted from 

Cambodia’s trade freedom score to account for these non-

tariff barriers.

FISCAL FREEDOM — 94.2%
Cambodia has low tax rates. Both the top income tax rate 

and the top corporate tax rate are 20 percent. Other taxes 

include a value-added tax (VAT) and a tax on interest. In 

the most recent year, overall tax revenue as a percentage 

of GDP was 8 percent.

FREEDOM FROM GOVERNMENT — 85.1%
Total government expenditures in Cambodia, including 

consumption and transfer payments, are low. In the most 

recent year, government spending equaled 14.9 percent of 

GDP, and the government received 29.1 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 81.1%
Inflation in Cambodia is moderate, averaging 4.8 percent 

between 2003 and 2005. Relatively moderate and unsta-

ble prices explain most of the monetary freedom score. 

The market determines most prices, but the government 

attempts to maintain stable retail prices for fuel through 

subsidies. Consequently, an additional 5 percent is deduct-

ed from Cambodia’s monetary freedom score to adjust for 

measures that distort domestic prices.

INVESTMENT FREEDOM — 50%
The foreign investment regime is generally liberal, 

although certain sectors face restriction, including law, 

accountancy, and certain areas of transport, construction, 

and foreign trade, as well as publishing, printing, broad-

casting, gemstone exploitation, brick making, rice mills, 

wood and stone carving manufacture, and silk weaving. 

Foreign-owned hospitals may not employ non-Cambodian 

doctors if the Ministry of Health considers that there is an 

adequate number of Cambodian practitioners. There are no 

restrictions or controls on the holding of foreign exchange 

accounts by either residents or non-residents. Non-resi-

dents may not own land, and the government still must 

approve foreign direct investment.

FINANCIAL FREEDOM — 50%
Cambodia’s financial system is small, underdeveloped, 

and subject to government influence. The government has 

pursued privatization and consolidation since 2000. All 

15 commercial banks are private except the Foreign Trade 

Bank of Cambodia and the Rural Development Bank. 

Much credit is in the informal sector. A state-owned firm 

dominates the insurance sector. There is no stock market. 

The National Bank of Cambodia, which used to operate 

as a commercial bank as well as the central bank, is now 

solely a regulatory and supervisory agency.

PROPERTY RIGHTS — 30%
Cambodia’s legal system does not protect private prop-

erty effectively and contains many gaps in company law, 

bankruptcy, and arbitration. The executive branch usually 

dominates the legislature and the judiciary. There are fre-

quent problems with inconsistent judicial rulings as well 

as outright corruption. The land titling system is not fully 

functional; most property owners do not have documenta-

tion to prove their ownership.

FREEDOM FROM CORRUPTION — 23%
Corruption is perceived as widespread. Cambodia ranks 

130th out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 67.7%
The labor market operates under relatively flexible employ-

ment regulations that could be improved to enhance 

employment and productivity growth. The non-salary cost 

of employing a worker is low, but dismissing a redundant 

employee is relatively costly. The formal labor market is 

not fully developed, and the rigid labor market runs the 

risk of creating an arbitrary dual labor market.

CAMBODIA’S TEN ECONOMIC FREEDOMS

Business Freedom
Trade Freedom 
Fiscal Freedom

Fdm fm Government
Monetary Freedom

 Investment Freedom
Financial Freedom

Property Rights
 Fdm fm Corruption

 Labor Freedom

100 = most free,         = world average

0 50 100

126 2007 Index of Economic Freedom

 37.1  
 47.2  
 94.2  
 85.1  
 81.1  
 50  
 50  
 30  
 23  
 67.7 

L
L

L

L
L

L
L
L
L

L



Sub-Saharan Africa Average = 54.7
World Average = 60.6

1995 2007

100

80

60

40

20

0

127

Q U I C K  FAC T S 

How Do We Measure Economic Freedom? See Chapter 
3 (page 37) for an explanation of the methodology or 
visit the Index Web site at heritage.org/index.

CAMEROON

Population:  16 million

GDP (PPP):   $34.9 billion
3.6% growth in 2004
4.1% 5-yr. comp. ann. growth
$2,174 per capita

Unemployment:  17.0% (2006 estimate)

Inflation (CPI):  0.3%

FDI (net inflow):  $0.3 million (gross)

Official Development Assistance: 
Multilateral:  $235 million
Bilateral:  $717 million (2% from the U.S.)

External Debt:  $9.5 billion

Exports:  $2.7 billion (2004 estimate)
Primarily crude oil and petroleum prod-
ucts, lumber, cocoa beans, aluminum, 
coffee, cotton

Imports:  $2.5 billion (2004 estimate)
Primarily machinery, electrical equip-
ment, transport equipment, fuel, food

C
ameroon’s economy is 54.4 percent free, according to 
our 2007 assessment, which makes it the world’s 117th 

freest economy. Its overall score is 0.3 percentage point 
higher than last year, partially reflecting new methodolog-
ical detail. Cameroon is ranked 22nd out of 40 countries 
in the sub-Saharan Africa region, and its overall score is 
equal to the regional average.

Cameroon scores well in freedom from government and 
somewhat well in fiscal freedom. Both the top income 
tax rate and the top corporate tax rate are 38.5 percent, 
but total tax revenue is relatively small as a percentage 
of GDP. Government expenditures are also relatively low. 
Economic development has been spurred by privatization, 
which needs to proceed more extensively.

Cameroon faces problems similar to those faced by other 
developing African nations. Because corruption is exten-
sive and the rule of law is weak, neither property rights 
nor justice in the courts can be guaranteed. Employment 
regulations are costly and restrictive, and firing a worker 
is difficult. Business licenses are difficult to obtain. Foreign 
investment remains heavily restricted, although the gov-
ernment has promised reforms.

BACKGROUND: Cameroon is a multi-party democracy 
under President Paul Biya, who has been in office since 
1982. A majority of the population is rural, and agriculture 
accounts for over 40 percent of GDP. Government inter-
vention in the economy, including state ownership of utili-
ties and industries and onerous regulation, hinders foreign 
investment and economic growth. Per capita income is 
relatively high for sub-Saharan Africa but is supported 
by declining oil production and exports of commodities 
that are subject to volatile shifts in world prices. Ongoing 
problems include bureaucracy, an unreliable legal system, 
widespread corruption, and Cameroon’s inadequate and 
poorly maintained infrastructure.

The economy is 54.4% free

Rank: 117
Regional Rank: 22 of 40
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BUSINESS FREEDOM — 41%
Starting a business takes an average of 37 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license can be very difficult, and closing a business is dif-

ficult. Regulations are applied unevenly and impose a 

substantial burden on businesses. Obtaining government 

approval after incorporation can involve a series of agencies. 

The overall freedom to start, operate, and close a business is 

seriously limited by the national regulatory environment.

TRADE FREEDOM — 50%
Cameroon’s weighted average tariff rate was 15 percent 

in 2002. Non-tariff barriers include surcharges on certain 

imports, import bans, and issues involving the enforce-

ment and protection of intellectual property rights. Cus-

toms fraud and protracted negotiations with customs 

officers over the value of imported goods are common. 

Consequently, an additional 20 percent is deducted from 

Cameroon’s trade freedom score to account for these non-

tariff barriers.

FISCAL FREEDOM — 79.7%
Cameroon has high tax rates. Both the top income tax rate 

and the top corporate tax rate are 38.5 percent. Other taxes 

include a value-added tax (VAT). In recent years, the gov-

ernment has expanded excise taxes, increased the property 

tax, and modified forestry taxation in an effort to reduce 

the potential for fraud. In the most recent year, overall tax 

revenue as a percentage of GDP was 9.3 percent.

FREEDOM FROM GOVERNMENT — 86.5%
Cameroon’s total government expenditures, including con-

sumption and transfer payments, are low. The most recent 

data show that government spending equaled 15.9 percent 

of GDP, and the government received 22.7 percent of its 

total revenues from state-owned enterprises and govern-

ment ownership of property. Privatization has been one 

of the pillars of economic reform, but progress has been 

sluggish.

MONETARY FREEDOM — 77.4%
Inflation in Cameroon is low, averaging 1.5 percent between 

2003 and 2005. Relatively low and stable prices explain most 

of the monetary freedom score. The market determines most 

prices, but the government controls prices for “strategic” 

goods and services, including electricity, water, petroleum 

products, telecommunications, cooking gas, pharmaceu-

ticals, and cotton. Consequently, an additional 15 percent 

is deducted from Cameroon’s monetary freedom score to 

adjust for measures that distort domestic prices.

INVESTMENT FREEDOM — 50%
In March 2002, Cameroon passed an investment charter 

to improve its difficult investment environment. However, 

regulations to implement this charter will not be fully in 

place until 2007 because of delays in drafting them. Some 

capital transfers are subject to requirements, controls, 

and authorization. Residents may open foreign exchange 

accounts with prior approval of the central bank and the 

Ministry of Finance and Budget. Most capital transactions, 

including foreign borrowing, foreign direct investment, 

and foreign securities, are subject to controls and generally 

require approval of or declaration to the government.

FINANCIAL FREEDOM — 60%
Cameroon’s financial sector is small and dominated by 

banking. Cameroon is a member of the Central African 

Economic and Monetary Community along with five other 

countries. These countries share a common central bank 

and a common currency pegged to the euro. The banking 

sector is private and consists of 10 commercial banks. It 

also is highly concentrated, with three banks controlling 60 

percent of assets. Microfinance is increasing. The insurance 

sector is also concentrated, with four companies account-

ing for about 60 percent of the market. The first stock 

exchange was founded in 2003, but its first listing was not 

until 2006. Outdated bankruptcy laws favor debtors, dis-

couraging lending. The government-owned Postal Savings 

Bank became insolvent in 2004 and is being reformed.

PROPERTY RIGHTS — 30%
Corruption and an uncertain legal environment can lead to 

confiscation of private property. Some foreign companies 

have alleged that judgments against them were obtained 

fraudulently or through frivolous lawsuits. The enforce-

ment of judicial decisions is subject to administrative and 

legal bottlenecks. The Constitutional Council, established 

by the National Assembly in April 2004, should improve 

general governance and efforts to fight corruption.

FREEDOM FROM CORRUPTION — 22%
Corruption is perceived as widespread. Cameroon ranks 

137th out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 47.6%
The labor market operates under highly restrictive employ-

ment regulations that hinder employment and productiv-

ity growth. The non-salary cost of employing a worker can 

be high, but dismissing a redundant employee is relatively 

costless. Labor legislation mandates retraining or replace-

ment before firing a worker. Despite an overall legal frame-

work for the emergence of an efficient labor market, such a 

market has not emerged.
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CANADA

Population:  32 million

GDP (PPP):   $999.6 billion
2.9% growth in 2004
3.0% 5-yr. comp. ann. growth
$31,263 per capita

Unemployment:  7.2%

Inflation (CPI):  1.8%

FDI (net inflow):  –$41.2 billion

Official Development Assistance:  
Multilateral:  None
Bilateral:  None

External Debt:  $439.8 billion (2005)

Exports:  $377.6 billion
Primarily motor vehicles and parts, 
industrial machinery, aircraft, telecom-
munications equipment, chemicals, 
plastics, fertilizers, wood pulp, timber

Imports:  $336.7 billion
Primarily machinery and equipment, 
motor vehicles and parts, crude oil, 
chemicals, electricity, durable consumer 
goods

C
anada’s economy is 78.7 percent free, according to our 
2007 assessment, which makes it the world’s 10th fre-

est economy. Its overall score is unchanged from last year. 
Canada is ranked 2nd out of 29 countries in the Americas, 
and its overall score is well above the regional average.

As a developed Western democracy, Canada scores well in 
business freedom, property rights, labor freedom, and fis-
cal freedom. Opening a business is fast and painless, and 
closing one is equally simple. A strong rule of law ensures 
property rights, a low level of corruption, and transparent 
application of the country’s admittedly thorough commer-
cial code. Inflation of consumer prices is low, as are the top 
commercial and income tax rates.

On the other hand, freedom from government scores com-
paratively poorly. As in many European democracies, 
government spending is high because Canada maintains 
elaborate social programs and a welfare state. Regulation 
of foreign investment discourages liquid capital transfers, 
and foreign investment in several areas of the economy is 
heavily restricted. The banking sector, however, is becom-
ing more open to foreign capital as the government loos-
ens restrictions. 

BACKGROUND: Canada is one of the world’s leading free-
market democracies. It enjoys a large trade surplus, thanks 
to oil and mineral exports. Because of its bilateral trade 
relationship with the United States, its economy tends to 
track that of its larger southern neighbor. A protracted dis-
pute with the United States over softwood lumber was 
settled in 2005. Despite maintaining one of the Organisa-
tion for Economic Co-operation and Development’s most 
restrictive foreign ownership policies in telecommuni-
cations, publishing, broadcasting, aviation, mining, and 
fishing, macroeconomic fundamentals remain strong, and 
unemployment is at a 30-year low. 

The economy is 78.7% free

Rank: 10
Regional Rank: 2 of 29
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BUSINESS FREEDOM — 96%
Starting a business takes an average of three days, com-

pared to the world average of 48 days. Entrepreneurship 

should be easier for maximum job creation. Obtaining a 

business license is simple, and closing a business is very 

easy. The regulatory system is thorough but essentially 

transparent. The overall freedom to start, operate, and 

close a business is strongly protected by the national regu-

latory environment.

TRADE FREEDOM — 78.2%
Canada’s weighted average tariff rate was a low 0.9 per-

cent in 2005. However, the government maintains some 

non-tariff barriers, at both the federal and provincial lev-

els, that impede access to the Canadian market. Canada 

closely restricts imports of certain domestic “supply man-

aged” agricultural products such as dairy products, eggs, 

and poultry and restricts access to the telecommunications 

and media sectors. Issues involving the enforcement and 

protection of intellectual property rights also contribute to 

the cost of trade. Consequently, an additional 20 percent is 

deducted from Canada’s trade freedom score to account for 

these non-tariff barriers.

FISCAL FREEDOM — 83.9%
Canada has a moderate income tax rate and a moderate 

corporate tax rate. The top income tax rate is 29 percent, 

and the top corporate tax rate is 22.1 percent. Other taxes 

include a value-added tax (VAT), a tax on insurance con-

tracts, and a property tax. In the most recent year, overall 

tax revenue as a percentage of GDP was 33 percent.

FREEDOM FROM GOVERNMENT — 61.8%
Total government expenditures, including consumption 

and transfer payments, are high. In the most recent year, 

government spending equaled 39.9 percent of GDP, and 

the government received 3.1 percent of its total revenues 

from state-owned enterprises and government ownership 

of property.

MONETARY FREEDOM — 80.6%
Inflation in Canada is low, averaging 2.2 percent between 

2003 and 2005. Relatively low and stable prices explain 

most of the monetary freedom score. The market deter-

mines most prices, but the government regulates the 

prices of some utilities and subsidizes and controls prices 

for some agricultural sectors. Consequently, an additional 

10 percent is deducted from Canada’s monetary freedom 

score to adjust for measures that distort domestic prices.

INVESTMENT FREEDOM — 60%
The government regulates foreign investment. A federal 

agency, Investment Canada, must approve direct foreign 

investments, whether through a new venture or through 

an acquisition. Restricted sectors include broadcasting and 

telecommunications, newspapers, energy monopolies, 

book publishing, filmmaking and distribution, banking 

and insurance, and air transport. There are no restrictions 

on current transfers, repatriation of profits, purchase of real 

estate, or access to foreign exchange.

FINANCIAL FREEDOM — 70%
Canada has a strong, sound financial system. The six large 

domestic banks that dominate the sector controlled over 

90 percent of banking assets in 2005. The 50 foreign banks 

operating in Canada in 2006 accounted for a very small 

portion of sector assets. The government owns the Busi-

ness Development Bank, which makes loans to the small 

and medium enterprise sector. The government has loos-

ened restrictions on financial institutions, giving them 

more freedom to offer financial services. Mergers between 

large banks are restricted, and large banks are not permit-

ted to buy large insurance companies. Banks are permitted 

to open their own insurance subsidiaries but may not sell 

policies in their bank branches. Securities markets are well 

developed.

PROPERTY RIGHTS — 90%
Private property is well protected in Canada. The judiciary 

is independent. Judges and civil servants are generally hon-

est, and bribery and other forms of corruption are rare.

FREEDOM FROM CORRUPTION — 84%
Corruption is perceived as minimal. Canada ranks 14th out 

of 158 countries in Transparency International’s Corrup-

tion Perceptions Index for 2005.

LABOR FREEDOM — 82.7%
The labor market operates under flexible employment 

regulations that enhance employment and productivity 

growth. The non-salary cost of employing a worker is 

moderate, and dismissing a redundant employee is rela-

tively costless. The labor law does not mandate retraining 

or replacement before firing a worker. Canada’s labor mar-

ket flexibility is one of the 20 highest in the world.
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CAPE VERDE

Population:  0.5 million

GDP (PPP):   $2.8 billion
4.4% growth in 2004
5.5% 5-yr. comp. ann. growth
$5,727 per capita

Unemployment:  16% (2002 estimate)

Inflation (CPI):  –1.9%

FDI (net inflow):  $20.5 million (gross)

Official Development Assistance:  
Multilateral:  $54 million
Bilateral:  $97 million (7% from the U.S.)

External Debt:  $325.0 million (2002)

Exports:  $276.9 million
Primarily fuel, shoes, garments, fish, 
hides

Imports:  $547.2 million
Primarily food, industrial products, 
transport equipment, fuels

C
ape Verde’s economy is 58.4 percent free, according to 
our 2007 assessment, which makes it the world’s 88th 

freest economy. Its overall score is 1.8 percentage points 
lower than last year, partially reflecting new methodologi-
cal detail. Cape Verde is ranked 10th out of 40 countries 
in the sub-Saharan Africa region, and its overall score is 
slightly higher than the regional average.

Cape Verde scores well in freedom from government, 
property rights, and monetary freedom. Inflation is low, 
although the government does subsidize some staples. 
The top income and corporate tax rates are high, but total 
tax revenue is relatively small as a percentage of GDP, and 
government expenditures are correspondingly moderate. 
Property rights are fairly well secured by the rule of law in 
comparison to the situation in neighboring countries.

Cape Verde faces serious challenges. Its trade freedom 
and freedom from corruption are particularly weak, and 
business and financial freedoms are not much better. Cor-
ruption inhibits economic development, and bureaucracy 
makes business operations difficult. Trade is hindered 
by a high average tariff rate and significant non-tariff 
barriers.

BACKGROUND: Cape Verde is a stable multi-party parlia-
mentary democracy with few natural resources, frequent 
droughts, and serious water shortages. The economy is 
dominated by services, but manufacturing, agriculture, 
and fishing employ most of the work force. Cape Verde 
has close economic and political ties to the European 
Union and is seeking EU associate status. The currency 
is pegged to the euro. Many Cape Verdeans live abroad, 
and remittances contribute significantly to GDP. Economic 
growth through market liberalization, good governance, 
and judicious public investment has earned Cape Verde 
middle-income status, which is high by sub-Saharan Afri-
can standards.

The economy is 58.4% free

Rank: 88
Regional Rank: 10 of 40
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BUSINESS FREEDOM — 50.5%
Starting a business takes an average of 52 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. In recent years, gov-

ernment has made efforts to streamline the cumbersome 

bureaucracy and increase transparency, but obtaining a 

business license can still be still difficult, and closing a 

business is likewise difficult. The overall freedom to start, 

operate, and close a business is restrained by the national 

regulatory environment.

TRADE FREEDOM — 31.2%
Cape Verde’s average tariff rate was a high 24.4 percent in 

2003. Import taxes and sanitary and phytosanitary restric-

tions also increase the cost of trade. Consequently, an 

additional 20 percent is deducted from Cape Verde’s trade 

freedom score to account for these non-tariff barriers.

FISCAL FREEDOM — 78%
Cape Verde has a high income tax rate and a moderate cor-

porate tax rate. The top income tax rate is 45 percent, and 

the top corporate tax rate is 30 percent. Other taxes include 

a value-added tax (VAT) and a special consumption tax. In 

the most recent year, tax revenue as a percentage of GDP 

was 19.3 percent.

FREEDOM FROM GOVERNMENT — 77.7%
Total government expenditures in Cape Verde, including 

consumption and transfer payments, are moderate. In the 

most recent year, government spending equaled 30.6 per-

cent of GDP, and the government received 1.4 percent of its 

total revenues from state-owned enterprises and govern-

ment ownership of property.

MONETARY FREEDOM — 84.2%
The average rate of inflation in Cape Verde was –0.8 

percent between 2003 and 2005. Relatively stable prices 

explain most of the monetary freedom score. The market 

determines most prices, but the government maintains 

price controls for water and electricity and regulates some 

other prices, including those for petroleum products and 

basic food items. Consequently, an additional 10 percent is 

deducted from Cape Verde’s monetary freedom score.

INVESTMENT FREEDOM — 50%
The government encourages foreign investment, particu-

larly in tourism, fishing, light manufacturing, communica-

tions, and transportation. It has simplified the registration 

process and has opened privatization to foreign investors, 

although shares are reserved for Cape Verdean investors. 

All sectors of the economy are now open. Both residents 

and non-residents may hold foreign exchange accounts, 

subject to government approval and regulations. Most 

payments and transfers are subject to controls. Real estate 

transactions require central bank approval. While most 

capital transactions are permitted, most are also subject to 

advance approval by the central bank.

FINANCIAL FREEDOM — 50%
Cape Verde has a small financial sector. Banking reform 

initiated in the 1990s led to privatization of the two larg-

est commercial banks, Comercial do Atlântico and Caixa 

Económica de Cabo Verde, although the government 

retains a large minority stake in Caixa Económica de Cabo 

Verde. There has been a significant improvement in the 

non-performing loan ratio. In addition, Cape Verde has 

a Portuguese bank, a West African bank, and a private 

domestic bank with Portuguese participation. The sector 

remains highly concentrated, with the two largest banks 

controlling 89 percent of banking assets. The government 

remains active in the banking sector through financial insti-

tutions that handle public investment and international 

aid. There are two insurance companies and two state-run 

pension funds. The stock market, founded in 1999, has 

been largely inactive. 

PROPERTY RIGHTS — 70%
Private property is fairly well protected in Cape Verde. The 

Constitution provides for an independent judiciary, and 

the government generally respects this provision. Howev-

er, the judiciary is understaffed and inefficient. In general, 

due process is provided, although the right to an expedi-

tious trial is constrained by a seriously overburdened and 

understaffed judicial system. A backlog of cases routinely 

leads to trial delays of six months or more.

FREEDOM FROM CORRUPTION — 30%
To overcome the lack of resources in Cape Verde, the poor 

turn to migration and the informal sector. In urban areas, 

informal activities are the only source of income for many 

families. It is estimated that informal employment accounts 

for about 40 percent of total employment.

LABOR FREEDOM — 62.5%
The labor market operates under restrictive employment 

regulations that could be improved to enhance employ-

ment and productivity growth. The non-salary cost of 

employing a worker is high, and dismissing a redundant 

employee is relatively costly. The labor laws were revised 

recently to make labor contracts more flexible. There is no 

private-sector minimum wage, but most private-sector 

wages are linked to those of equivalent civil servants.
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How Do We Measure Economic Freedom? See Chapter 
3 (page 37) for an explanation of the methodology or 
visit the Index Web site at heritage.org/index.

CENTRAL AFRICAN REPUBLIC

Population:  4 million

GDP (PPP):   $4.4 billion
1.3% growth in 2004
–1.0% 5-yr. comp. ann. growth
$1,094 per capita

Unemployment:  8.0% (2001 estimate)

Inflation (CPI):  –2.2%

FDI (net inflow):  –$12.7 million (gross)

Official Development Assistance: 
Multilateral:  $52 million
Bilateral:  $61 million (20% from the U.S.)

External Debt:  $1.1 billion

Exports:  $100.4 million (2004 estimate)
Primarily diamonds, timber, cotton, cof-
fee, tobacco

Imports:  $158.2 million (2004 estimate)
Primarily food, textiles, petroleum 
products, machinery, electrical equip-
ment, motor vehicles, chemicals, 
pharmaceuticals

T
he Central African Republic’s economy is 50.3 percent 
free, according to our 2007 assessment, which makes 

it the world’s 137th freest economy. Its overall score is 4.5 
percentage points lower than last year, partially reflecting 
new methodological detail. The Central African Republic 
is ranked 32nd out of 40 countries in the sub-Saharan Afri-
ca region, and its overall score is lower than the regional 
average.

The Central African Republic scores well in freedom 
from government and monetary freedom. Government 
expenditures are low, and state-owned businesses do not 
account for an exceptionally large amount of revenue. Tax 
revenue is not high as a percentage of GDP, but tax rates 
are high. Inflation is low, but the government interferes 
extensively with market prices.

Business freedom, trade freedom, financial freedom, 
property rights, and freedom from corruption are weak. 
Regulatory procedures are burdensome, and business 
operations tend to be significantly hampered by the gov-
ernment. Labor laws are restrictive, imposing exceptional-
ly high costs on employers. The banking system is subject 
to political pressure, as is the rule of law. Property rights 
cannot be guaranteed, and corruption is rampant.

BACKGROUND: The Central African Republic is very poor 
and has been politically unstable ever since gaining its 
independence in 1960. A civilian government established 
in 1993 was overthrown in 2003 by General Francois 
Bozize. Despite pledging not to run, Bozize won the 2005 
presidential election. The incidence of HIV/AIDS infec-
tion is high. Most of the population is engaged in sub-
sistence farming, and agriculture comprises over half of 
GDP. Mineral resources, aside from diamonds, remain 
undeveloped. Infrastructure is poor, institutions are weak, 
and corruption is prevalent, although initial steps have 
been taken to standardize and simplify the labor and 
investment codes.

The economy is 50.3% free

Rank: 137
Regional Rank: 32 of 40
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BUSINESS FREEDOM — 38.9%
Starting a business takes an average of 14 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license is difficult, and closing a business can be very dif-

ficult. The overall freedom to start, operate, and close a 

business is seriously limited by the national regulatory 

environment.

TRADE FREEDOM — 44.2%
The Central African Republic’s weighted average tariff rate 

was a high 17.9 percent in 2002. The government subjects 

imports from third countries to discriminatory treatment 

by attributing imported goods to categories for which a 

higher duty rate applies, and customs fraud and inefficien-

cy is a major problem. Consequently, an additional 20 per-

cent is deducted from the Central African Republic’s trade 

freedom score to account for these non-tariff barriers.

FISCAL FREEDOM — 77.1%
The Central African Republic has high tax rates. The top 

income tax rate is 50 percent, and the top corporate tax 

rate is 30 percent. Other taxes include a value-added tax 

(VAT) and a tax on check transactions. In the most recent 

year, overall tax revenue as a percentage of GDP was 6.5 

percent.

FREEDOM FROM GOVERNMENT — 90.2%
Total government expenditures in the Central African 

Republic, including consumption and transfer payments, 

are very low. In the most recent year, government spending 

equaled 13.7 percent of GDP, and the government received 

16.3 percent of its total revenues from state-owned enter-

prises and government ownership of property.

MONETARY FREEDOM — 76.4%
Inflation in the Central African Republic is low, averaging 

1.9 percent between 2003 and 2005. Relatively stable prices 

explain most of the monetary freedom score. The govern-

ment influences most prices through the large public sec-

tor, subsidies, and direct price controls. Consequently, an 

additional 15 percent is deducted from the Central African 

Republic’s monetary freedom score to adjust for measures 

that distort domestic prices.

INVESTMENT FREEDOM — 40%
Banditry and extortion are major obstacles to foreign 

investment. Foreign investment must be declared to the 

Ministry for the Economy, Finance, Planning and Interna-

tional Cooperation. Capital transfers and transactions are 

subject to exchange controls. Residents may hold foreign 

exchange accounts. All capital transactions, transfers, and 

payments to countries other than France, Monaco, mem-

bers of the West African Economic and Monetary Union 

(WAEMU), members of the Central African Economic and 

Monetary Community (CEMAC), and Comoros are subject 

to government approval and some reporting requirements. 

Sale or issue of capital market securities and commercial 

credits requires government approval.

FINANCIAL FREEDOM — 40%
The Central African Republic’s financial sector is underde-

veloped. CEMAC countries share a common central bank 

and a common currency pegged to the euro. In addition to 

a branch of the regional central bank, there are three com-

mercial banks, a microfinance institution, and two postal 

financial institutions. The government has privatized the 

two largest commercial banks, Banque Internationale pour 

le Centrafrique and Commercial Bank Centrafrique, but 

still partially owns the Banque Populaire Marocco-Centraf-

ricaine. The banking sector is used as a source of financ-

ing for government expenditures, and the accumulation of 

state debt has undermined the soundness of the banking 

system. There are two insurance companies. There is no 

stock market.

PROPERTY RIGHTS — 20%
Protection of property rights is weak. The constitution 

has been suspended, and the judiciary is subject to execu-

tive interference. Judges are appointed by the president. 

The courts barely function because of inefficient admin-

istration, a shortage of trained personnel, growing salary 

arrears, and a lack of material resources. The police and 

the judiciary are among the most corrupt institutions in 

the country.

FREEDOM FROM CORRUPTION — 30%
Informal market activity and smuggling, especially in 

the diamond industry, is extensive. The formal sector has 

contracted greatly because of extensive regulations and 

corruption. A significant part of the population works 

informally.

LABOR FREEDOM — 45.9%
The labor market operates under highly restrictive employ-

ment regulations that hinder employment and productiv-

ity growth. The non-salary cost of employing a worker is 

high, and dismissing a redundant employee can be diffi-

cult. Regulations on increasing or contracting the number 

of work hours are rigid. The Central African Republic’s 

labor freedom is one of the 20 lowest in the world.
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How Do We Measure Economic Freedom? See Chapter 
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CHAD

Population:  9.5 million

GDP (PPP):   $19.7 billion
29.5% growth in 2004
12.1% 5-yr. comp. ann. growth
$2,090 per capita

Unemployment:  n/a

Inflation (CPI):  –5.4%

FDI (net inflow):  $478.2 million (gross)

Official Development Assistance: 
Multilateral:  $181 million
Bilateral:  $173 million (27% from the 
U.S.)

External Debt:  $1.7 billion

Exports:  $1.4 billion (2004 estimate)
Primarily cotton, cattle, gum arabic, oil

Imports:  $933.4 million (2004 estimate)
Primarily machinery and transportation 
equipment, industrial goods, food, 
textiles

C
had’s economy is 46.4 percent free, according to our 
2007 assessment, which makes it the world’s 147th fre-

est economy. Its overall score is 3 percentage points lower 
than last year, partially reflecting new methodological 
detail. Chad is ranked 36th out of 40 countries in the sub-
Saharan Africa region, and its overall score is lower than 
the regional average.

Chad scores moderately well in freedom from government 
and monetary freedom. Government spending as a per-
centage of GDP is relatively low, although the government 
receives substantial revenue from state-owned enterprises 
(mainly the oil sector). Inflation is low, but the government 
does intervene somewhat in the prices of certain goods.

Chad faces significant political and economic hurdles. It 
receives very low ratings in business freedom, fiscal free-
dom, property rights, freedom from corruption, and labor 
freedom. Starting a business takes over two months, and 
both licensing and closing a business are time-consuming 
and costly, reflecting a tedious regulatory environment. 
Nowhere is this more apparent than in employment, 
where inflexibility makes Chad one of the world’s most 
restrictive labor markets. Weak rule of law means that 
property rights and regulations are rarely observed, and 
corruption is endemic.

BACKGROUND: Chad remains politically unstable and one 
of the world’s 10 poorest countries. President Idriss Deby 
seized power in 1991 and won elections in 1996, 2001, 
and 2006. Eighty percent of the population is engaged in 
subsistence agriculture, herding, and fishing. Corruption, 
poor infrastructure, and lack of administrative and judi-
cial reform undermine the business climate. Oil exports 
have increased growth in recent years, but violation of an 
agreement with the World Bank to set aside oil revenues 
for health, education, agriculture, and infrastructure led 
the Bank to suspend disbursement of loans, and negotia-
tions are underway to resolve the dispute.

The economy is 46.4% free

Rank: 147
Regional Rank: 36 of 40
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BUSINESS FREEDOM — 25.1%
Starting a business takes an average of 75 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Both obtaining a 

business license and closing a business are very difficult. 

Bureaucratic procedures are often burdensome and slow. 

Clear rules exist, but they are not always observed. The 

overall freedom to start, operate, and close a business is 

seriously limited by the national regulatory environment.

TRADE FREEDOM — 54.2%
Chad’s weighted average tariff rate was 12.9 percent in 

2002. Pervasive smuggling, corruption, bureaucracy, and 

red tape impede trade. Consequently, an additional 20 per-

cent is deducted from Chad’s trade freedom score to account 

for these non-tariff barriers.

FISCAL FREEDOM — 57.7%
Chad has very high tax rates. The top income tax rate is 65 

percent, and the top corporate tax rate is 45 percent. Other 

taxes include a value-added tax (VAT) and an apprentice-

ship tax. In the most recent year, overall tax revenue as a 

percentage of GDP was 9.4 percent.

FREEDOM FROM GOVERNMENT — 81.9%
Total government expenditures in Chad, including con-

sumption and transfer payments, are low. In the most 

recent year, government spending equaled 17.1 percent of 

GDP, and the government received 33.8 percent of its total 

revenues from state-owned enterprises and government 

ownership of property. Progress in privatization of the 

non-oil sector has been slow.

MONETARY FREEDOM — 77.7%
Inflation in Chad is moderate, averaging 3.8 percent 

between 2003 and 2005. Relatively moderate and unstable 

prices explain most of the monetary freedom score. Most 

prices are determined in the market, but the government 

influences the prices of important goods and services, such 

as cotton, telecommunications, and energy. Consequently, 

an additional 10 percent is deducted from Chad’s mon-

etary freedom score to adjust for measures that distort 

domestic prices.

INVESTMENT FREEDOM — 40%
Chad places no limits on foreign ownership and provides 

equal treatment to foreign investors, but they must satisfy 

several bureaucratic requirements, including a review and 

approval by the Ministry of Commerce. Foreign invest-

ments in cotton, electricity, and telecommunications are 

restricted to protect state-owned enterprises. The main 

constraints on investment are limited infrastructure, 

chronic energy shortages, high energy costs, a scarcity 

of skilled labor, a high tax burden, and corruption. Both 

residents and non-residents may hold foreign exchange 

accounts with government approval. Capital transactions, 

payments, and transfers to France, Monaco, members of 

the Central African Economic and Monetary Community 

(CEMAC), members of the West African Economic and 

Monetary Union, and Comoros are permitted freely and 

subject to controls to other countries.

FINANCIAL FREEDOM — 50%
Chad’s financial sector is small, underdeveloped, and 

historically hindered by instability. Chad is a member of 

the Central African Economic and Monetary Community 

along with five other countries. These countries share a 

common central bank and a common currency pegged to 

the euro. Privatization of the banking sector was complet-

ed in the 1990s. There are seven banks. However, banking 

is weak, especially outside of the three main urban areas, 

and informal financial services are common. Supervision 

and regulation of the financial system is insufficient. The 

government has encouraged lending to CotonTchad to 

finance restructuring of the cotton sector. The insurance 

sector is small and dominated by the formerly state-owned 

Star Nationale. A French insurer entered the market after 

oil production began. There is no capital or money market, 

and sophisticated financial instruments are unavailable.

PROPERTY RIGHTS — 20%
Protection of private property is weak. There is a wide-

spread perception that the courts should be avoided at all 

costs, so most disputes are settled privately. Chad’s judi-

ciary is easily influenced by the executive branch. Because 

magistrates are appointed by presidential decree with no 

legislative oversight, the careers of magistrates, judges, 

clerks, and other judicial agents depend on the presi-

dency and the Ministry of Justice. Corruption is a serious 

problem.

FREEDOM FROM CORRUPTION — 17%
Corruption is perceived as widespread. Chad ranks last 

in Transparency International’s Corruption Perceptions 

Index for 2005.

LABOR FREEDOM — 40.2%
The labor market operates under highly restrictive employ-

ment regulations that hinder employment and productiv-

ity growth. The non-salary cost of employing a worker is 

high, and dismissing a redundant employee is relatively 

costly. Restrictive labor laws and legal uncertainty discour-

age investment. Chad’s labor market flexibility is one of 

the 20 lowest in the world.
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How Do We Measure Economic Freedom? See Chapter 
3 (page 37) for an explanation of the methodology or 
visit the Index Web site at heritage.org/index.

CHILE

Population:  16.1 million

GDP (PPP):   $175.3 billion
6.1% growth in 2004
4.0% 5-yr. comp. ann. growth
$10,874 per capita

Unemployment:  8.8%

Inflation (CPI):  1.1%

FDI (net inflow):  $6.7 billion

Official Development Assistance: 
Multilateral:  $25 million
Bilateral:  $82 million (2% from the U.S.)

External Debt:  $44.1 billion

Exports:  $38.0 billion
Primarily machinery and transportation 
equipment, industrial goods, food, 
textiles

Imports:  $29.5 billion
Primarily petroleum and petroleum 
products, chemicals, electrical and 
telecommunications equipment, indus-
trial machinery, vehicles, natural gas

C
hile’s economy is 78.3 percent free, according to our 
2007 assessment, which makes it the world’s 11th freest 

economy. Its overall score is 2.9 percentage points lower 
than last year, partially reflecting new methodological 
detail. Chile is ranked 3rd out of 29 countries in the Ameri-
cas and has been a regional leader for over a decade.

Chile is a regional economic power and receives good 
scores in virtually all areas of economic freedom. Scores in 
fiscal freedom, freedom from government, monetary free-
dom, property rights, and labor freedom are particularly 
high. Despite high income taxes, corporate tax rates are an 
extremely low 17 percent. Total government spending as 
a proportion of GDP is also moderate. Inflation is low, but 
the state maintains certain price controls. The rule of law 
is transparent and fair.

Though its overall record is impressive, Chile could 
improve in business freedom and trade freedom. Bank-
ruptcy procedures can be cumbersome, although regulato-
ry licensing is easy. Non-tariff barriers are also a problem, 
as the government restricts certain imports.

BACKGROUND: Chile is richly endowed with natural 
resources and is now the world’s leading producer of cop-
per. Tourism and a strong export sector have increasingly 
been the main engines of growth. Chile has been governed 
since 1990 by a center-left coalition. Michele Bachelet, a 
member of the Socialist Party—one of the governing coali-
tion parties—won the presidential elections in January 
2006. Her government remains committed to Chile’s suc-
cessful free-market institutions. As of this writing, a free 
trade agreement with China, signed in November 2005, 
awaits congressional ratification. Chile is also engaged in 
negotiations on possible trade agreements with India and 
Japan.

The economy is 78.3% free

Rank: 11
Regional Rank: 3 of 29
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BUSINESS FREEDOM — 68.9%
Starting a business takes an average of 27 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license is relatively simple, but closing a business can be 

difficult. The time and cost of going through bankruptcy 

can be burdensome. The overall freedom to start, operate, 

and close a business is relatively well protected by the 

national regulatory environment.

TRADE FREEDOM — 72.4%
Chile’s weighted average tariff rate was 3.8 percent in 

2004. Chile generally has few non-tariff barriers to imports, 

but imports of agricultural products and processed food 

require approval, some imports are banned, and issues 

related to the enforcement and protection of intellectual 

property rights also contribute to the cost of trade. Conse-

quently, an additional 20 percent is deducted from Chile’s 

trade freedom score to account for these non-tariff barriers.

FISCAL FREEDOM — 85.7%
Chile has a high income tax rate but a low corporate tax 

rate. The top income tax rate is 40 percent, and the top 

corporate tax rate is 17 percent. Other taxes include a 

value-added tax (VAT), a tax on check transactions, and a 

property tax. In the most recent year, overall tax revenue 

as a percentage of GDP was 15.9 percent.

FREEDOM FROM GOVERNMENT — 87.6%
Total government expenditures in Chile, including con-

sumption and transfer payments, are very moderate. In 

the most recent year, government spending equaled 20.4 

percent of GDP, and the government received 8.2 percent 

of its total revenues from state-owned enterprises and gov-

ernment ownership of property.

MONETARY FREEDOM — 79.9%
Inflation is relatively low, averaging 2.5 percent between 

2003 and 2005. Relatively low and stable prices explain most 

of the monetary freedom score. Many prices are determined 

in the market, but the government maintains prices for utili-

ties, including water, fixed-line telecommunications, and 

electricity, and prices for certain agriculture products are 

controlled within price bands. Consequently, an additional 

10 percent is deducted from Chile’s monetary freedom score 

to adjust for measures that distort domestic prices.

INVESTMENT FREEDOM — 70%
Foreign and domestic investments receive equal treatment, 

and there are no restrictions on repatriation. Some restric-

tions apply for foreign ownership of local enterprises and 

joint ventures in the petroleum industry, uranium mining 

and other specialty mineral resources, communications, 

shipping, and fishing. In recent years, the authorities have 

lifted all remaining exchange controls, eliminated the 

minimum stay period on foreign investments, and eased 

procedures for placements in local capital markets. Both 

residents and non-residents may hold foreign exchange 

accounts. There are no controls on current transfers and 

capital transactions, but some restrictions apply.

FINANCIAL FREEDOM — 70%
Chile’s financial system is among the strongest and most 

developed among all emerging markets. The banking sys-

tem is efficient and well supervised. There are strict limits 

on lending to a single debtor or group of related compa-

nies. There are 14 domestic banks and 12 foreign banks. 

Foreign banks controlled 39 percent of assets in 2005. The 

state-owned Banco Estado is the nation’s third largest, 

accounting for about 13 percent of banking assets. A series 

of laws have substantially widened the range of operations 

in which banks and other financial services may engage 

and have streamlined and regularized the regulation of 

capital and credit markets. Chile’s advanced private pen-

sion system has been a model for other countries and an 

important source of investment capital. Foreign banking 

and insurance companies are treated the same as domestic 

companies. The insurance sector is large and diverse, with 

over 50 insurance companies offering a variety of services. 

Chile’s liberal capital market is the largest in Latin America 

as a proportion of GDP.

PROPERTY RIGHTS — 90%
Private property is well protected. Contractual agreements 

are secure, and court administration is transparent and effi-

cient at executing trials. Expropriation is highly unlikely 

and receives compensation. Judicial corruption is rare.

FREEDOM FROM CORRUPTION — 73%
Corruption is perceived as minimal. Chile ranks 21st out of 

158 countries in Transparency International’s Corruption 

Perceptions Index for 2005.

LABOR FREEDOM — 85.3%
The labor market operates under flexible employment 

regulations that enhance employment and productivity 

growth. The non-salary cost of employing a worker is 

very low, and dismissing a redundant employee is rela-

tively costless. Chile’s labor market flexibility is one of the 

20 highest in the world.
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CHINA, PEOPLE’S REPUBLIC OF

Population:  1.3 billion

GDP (PPP):   $7.6 trillion
10.1% growth in 2004
9.2% 5-yr. comp. ann. growth
$5,896 per capita

Unemployment:  9.9% (2004 estimate)

Inflation (CPI):  3.9%

FDI (net inflow):  $58.8 billion

Official Development Assistance: 
Multilateral:  $231 million
Bilateral:  $2.7 billion (0.8% from the U.S.)

External Debt:  $248.9 billion

Exports:  $655.8 billion
Primarily machinery and equipment, 
plastics, optical and medical equip-
ment, iron and steel

Imports:  $606.5 billion
Primarily machinery and equipment, oil 
and mineral fuels, plastics, optical and 
medical equipment, organic chemicals, 
iron and steel

C
hina’s economy is 54 percent free, according to our 
2007 assessment, which makes it the world’s 119th 

freest economy. Its overall score is 1.4 percentage points 
lower than last year, partially reflecting new methodologi-
cal detail. China is ranked 22nd out of 30 countries in the 
Asia–Pacific region, and its overall score is slightly lower 
than the regional average.

China scores well in the factors measuring government 
expenditures and freedom from government, and moder-
ately well in monetary freedom and trade freedom. Total 
government expenditures equal less than 20 percent of 
GDP. 

As an autocratic state, China imposes severe restrictions on 
many areas of its economy. Investment freedom, financial 
freedom, property rights, and corruption are particularly 
egregious. Foreign investment is highly controlled and 
regulated, the judicial system enforcing these regulations 
is highly politicized, and corruption is rampant. The state 
maintains a tight control over the financial sector, where 
the government owns all the banks directly or indirectly. 
Fiscally, the top income and corporate tax rates are fairly 
high at 45 percent and 33 percent, respectively.

BACKGROUND: China is the world’s second largest econ-
omy in absolute terms but rather poor in terms of aver-
age income per person. Despite the government’s efforts 
to cool double-digit economic growth through cutbacks 
of fixed asset investment and controls on bank lending, 
investment and a trade surplus continue to surge. Politi-
cal repression persists with tight restraints on speech and 
expression, particularly via the Internet, and unrelent-
ing persecution of religious and ethnic minorities. Viola-
tions of intellectual property rights also remain hurdles to 
improved trade relations with the United States. Industry 
makes up the vast majority of China’s economic output, 
but rural areas have the highest population, driving a 
large urban migration.

The economy is 54% free

Rank: 119
Regional Rank: 22 of 30
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BUSINESS FREEDOM — 54.9%
Starting a business takes an average of 35 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license can be difficult, and closing a business is diffi-

cult. China lacks legal and regulatory transparency, and 

its inconsistent enforcement of regulations is a barrier to 

entrepreneurial activities. The overall freedom to start, 

operate, and close a business is constrained by the national 

regulatory environment.

TRADE FREEDOM — 68%
China’s weighted average tariff rate was 6 percent in 

2004. China has reduced its non-tariff barriers as a result 

of implementing its WTO protocol of accession, but the 

government continues to use quotas, import bans, burden-

some licensing and regulatory rules, export taxes, and sani-

tary and phytosanitary restrictions to protect its economy. 

Issues involving the enforcement and protection of intel-

lectual property rights also add to the cost of trade. Conse-

quently, an additional 20 percent is deducted from China’s 

trade freedom score to account for these non-tariff barriers.

FISCAL FREEDOM — 77.7%
China has a high income tax rate and a moderate corpo-

rate tax rate. The top income tax rate is 45 percent, and the 

top corporate tax rate is 33 percent. Other taxes include a 

value-added tax (VAT) and a real estate tax. In the most 

recent year, overall tax revenue as a percentage of GDP 

was 15.1 percent.

FREEDOM FROM GOVERNMENT — 88.6%
Total government expenditures in China, including con-

sumption and transfer payments, are low. In the most 

recent year, government spending equaled 20.8 percent of 

GDP, and the government received 3.1 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 75.5%
Inflation in China is relatively low, averaging 2.3 percent 

between 2003 and 2005. Relatively low and stable prices 

explain most of the monetary freedom score. Roughly 90 

percent of traded product prices are determined in the mar-

ket, but the government maintains prices for petroleum, 

electricity, pharmaceuticals, coal, agricultural products, 

and other “essential” goods. Subsidies allow state-owned 

enterprises to produce and sell goods to wholesalers and 

retailers at artificially low prices. Consequently, an addi-

tional 15 percent is deducted from China’s monetary free-

dom score to adjust for price controls.

INVESTMENT FREEDOM — 30%
China’s accession to the World Trade Organization has 

improved its operating environment, but weak rule of law, 

lack of transparency, and a complex approval process are 

major obstacles to foreign investors. The government allows 

foreign investment only in specific sectors. The central bank 

regulates the flow of foreign exchange into and out of the 

country, and the government controls investment in the 

stock market. There are extensive controls, government 

approval requirements, and quantitative limits on foreign 

exchange, current transfers, and capital transactions. Real 

estate transactions are subject to government approval.

FINANCIAL FREEDOM — 30%
China’s financial system is complex and tightly controlled 

by the government. Over 30,000 financial institutions were 

operating in 2005. The banking sector is the largest part of 

the financial system and is almost entirely state-owned. 

Four large state-owned banks account for over 53 percent 

of banking assets. Non-performing loans are estimated to 

be much higher than the official figure of 25 percent. The 

state directs the allocation of credit, and the big four state-

owned banks lend primarily to state-owned enterprises. 

Numerous foreign banks have opened branches but face 

burdensome regulations. Capital markets are limited and 

plagued by poor governance and weak regulatory over-

sight. Foreign participation in capital markets is limited. 

The number of foreign insurers, who face looser restric-

tions, has grown rapidly.

PROPERTY RIGHTS — 20%
China’s judicial system is weak. Many companies resort to 

arbitration because of concerns about the speed and impar-

tiality of the courts. The implementation of court rulings 

is inconsistent. Even when courts do attempt to enforce 

decisions, local officials often ignore them with impunity. 

Corruption is prevalent. New property legislation is on 

hold because of a strong ideological debate.

FREEDOM FROM CORRUPTION — 32%
Corruption is perceived as significant. China ranks 78th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 63.5%
The labor market operates under restrictive employment 

regulations that hinder employment and productivity 

growth. The non-salary cost of employing a worker is very 

high, and dismissing a redundant employee can be rela-

tively costly. In general, the capacity to end employment 

varies widely according to the location and the size of the 

enterprise. The labor code mandates retraining or replace-

ment before firing a worker.
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How Do We Measure Economic Freedom? See Chapter 
3 (page 37) for an explanation of the methodology or 
visit the Index Web site at heritage.org/index.

C
olombia’s economy is 60.5 percent free, according to 
our 2007 assessment, which makes it the world’s 73rd 

freest economy. Its overall score is 2.4 percentage points 
lower than last year, partially reflecting new methodologi-
cal detail. Colombia is ranked 18th out of 29 countries in 
the Americas, and its overall score is equal to the regional 
average.

Colombia scores moderately well in fiscal freedom and 
freedom from government and somewhat less well in 
several other factors. Income and corporate tax rates are 
high, but tax revenues are relatively low as a percentage of 
GDP. Government spending is also low, and the state does 
not receive significant income from government-owned 
businesses.

Colombia faces some economic challenges. It scores poorly 
in labor freedom, property rights, and freedom from cor-
ruption. Despite nominal openness to foreign investment, 
regulations are complex and uncertain, making it difficult 
to move capital into the country. Rule of law is uneven. 
Business contracts are generally respected, but judicial 
corruption and an ongoing civil war make an entirely 
transparent legal process difficult.

BACKGROUND: Colombia is one of South America’s old-
est continuous democracies. In the 1990s, however, leftist 
insurgents and paramilitary vigilante groups joined forces 
with drug traffickers, killing and marauding throughout 
60 percent of the countryside. President Alvaro Uribe, 
who was elected in 2002, has begun to restore order and 
to demobilize these illegal rural armies. A safer environ-
ment for business has helped to cut unemployment by at 
least 4 percentage points in the past four years. Uribe’s 
next challenge will be to stimulate growth in an economy 
that relies heavily on exporting petroleum, coffee, and cut 
flowers and to reduce the number of people living below 
the poverty line, which now stands at 55 percent.

COLOMBIA

Population:  44.9 million

GDP (PPP):   $325.9 billion
4.8% growth in 2004
3.0% 5-yr. comp. ann. growth
$7,256 per capita

Unemployment:  13.6%

Inflation (CPI):  5.9%

FDI (net inflow):  $2.6 billion

Official Development Assistance: 
Multilateral:  $62 million
Bilateral:  $564 million (70% from the 
U.S.)

External Debt:  $37.7 billion

Exports:  $19.5 billion
Primarily petroleum, coffee, coal, 
apparel, bananas, cut flowers

Imports:  $19.9 billion
Primarily industrial equipment, trans-
portation equipment, consumer goods, 
chemicals, paper products, fuels, 
electricity

The economy is 60.5% free

Rank: 73
Regional Rank: 18 of 29
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BUSINESS FREEDOM — 71.4%
Starting a business takes an average of 44 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license is difficult, but closing a business is relatively easy. 

Bureaucracy remains a barrier to entrepreneurial activi-

ties, but there has been some progress in simplifying pro-

cedures and eliminating red tape. The overall freedom to 

start, operate, and close a business is relatively well pro-

tected by the national regulatory environment.

TRADE FREEDOM — 61.4%
Colombia’s weighted average tariff rate was 9.3 percent in 

2004. Significant progress has been made in dismantling 

non-tariff barriers, but bureaucracy, lack of transparency, 

import bans and restrictions, price bands, issues involv-

ing the enforcement and protection of intellectual property 

rights, and corruption add to the cost of trade. Consequent-

ly, an additional 20 percent is deducted from Colombia’s 

trade freedom score to account for these non-tariff barriers.

FISCAL FREEDOM — 82.4%
Colombia has high tax rates. Both the top income tax rate 

and the top corporate tax rate are 35 percent. Other taxes 

include a value-added tax (VAT) and a financial transac-

tions tax. In the most recent year, overall tax revenue as a 

percentage of GDP was 13.8 percent.

FREEDOM FROM GOVERNMENT — 87%
Total government expenditures, including consumption 

and transfer payments, are low. In the most recent year, 

government spending equaled 20.9 percent of GDP, and 

the government received 8.3 percent of its total revenues 

from state-owned enterprises and government ownership 

of property.

MONETARY FREEDOM — 70.2%
Inflation is moderate, averaging 5.5 percent between 2003 

and 2005. Relatively moderate and unstable prices explain 

most of the monetary freedom score. The government 

maintains prices for ground- and air-transport fares, some 

pharmaceutical products, petroleum derivatives, natural 

gas, some petrochemicals, public utility services, residen-

tial rents, schoolbooks, and school tuition. To avoid specu-

lation, the Agriculture Ministry may intervene temporarily 

to freeze the prices of basic foodstuffs through agreements 

with regional wholesalers. Consequently, an additional 15 

percent is deducted from Colombia’s monetary freedom 

score to adjust for measures that distort domestic prices.

INVESTMENT FREEDOM — 50%
Most sectors of the economy are open to foreign invest-

ment, except for activities related to national security. For-

eign investment in television network and programming 

companies is capped at 40 percent. The largest obstacles to 

foreign investment are excessive regulation and constantly 

changing business rules. Portfolio foreign investment must 

remain in the country for one year. Residents who work in 

certain internationally related companies may hold foreign 

exchange accounts. Payments and transfers must be regis-

tered with the central bank and may be subject to approval 

and quantitative limits. All foreign investment must be reg-

istered with the central bank.

FINANCIAL FREEDOM — 60%
Colombia’s financial sector is relatively large and sophis-

ticated. The banking sector has undergone significant con-

solidation and privatization since the 1998–1999 financial 

crisis. The government has strengthened regulations and 

seized some banks for falling below solvency require-

ments. All financial institutions nationalized during the 

crisis were privatized or liquidated by mid-2006 except for 

the state-owned Granbanco-Bancafé. A few conglomerates 

are emerging to take advantage of reforms that permit uni-

versal banking, and two groups accounted for 58 percent 

of financial sector assets in 2005. Foreign companies have 

a substantial presence in the insurance sector. An extensive 

informal credit market exists. Foreign investors face few 

restrictions in Colombia’s small equity markets. There is a 

4 percent tax on financial transactions through 2007.

PROPERTY RIGHTS — 30%
Corruption is present in the lowest levels of the judiciary and 

civil service, but contracts are generally respected. A reform 

approved in 2004 will shift the criminal system to a U.S.-style 

prosecutorial system. Arbitration is complex and dilatory, 

especially with regard to the enforcement of awards. Terror-

ism is a serious problem in some areas of the country.

FREEDOM FROM CORRUPTION — 40%
Corruption is perceived as significant. Colombia ranks 

55th out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 53%
The labor market operates under restrictive employment 

regulations that hinder employment and productivity 

growth. The non-salary cost of employing a worker is high, 

but dismissing a redundant employee can be relatively 

costless. The unemployment insurance program consists 

of a mandatory individual severance account system. Indi-

viduals receive a month’s worth of wages for each year of 

employment, with the option of making authorized with-

drawals from one’s account in certain situations.

COLOMBIA’S TEN ECONOMIC FREEDOMS
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How Do We Measure Economic Freedom? See Chapter 
3 (page 37) for an explanation of the methodology or 
visit the Index Web site at heritage.org/index.

World Average = 60.6
Sub-Saharan Africa Average = 54.7
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CONGO, DEMOCRATIC REPUBLIC 

OF (FORMERLY ZAIRE)

Population:  55.9 million

GDP (PPP):   $39.4 billion
6.9% growth in 2004
1.3% 5-yr. comp. ann. growth
$705 per capita

Unemployment:  n/a

Inflation (CPI):  4.1%

FDI (net inflow):  $900 million (gross)

Official Development Assistance: 
Multilateral:  $685 million
Bilateral:  $1.2 billion (16% from the U.S.)

External Debt:  $11.8 billion

Exports:  $1.8 billion (2004 estimate)
Primarily diamonds, copper, crude oil, 
coffee, cobalt

Imports:  $2.1 billion (2004 estimate)
Primarily food, mining and other 
machinery, transport equipment, fuels

T
he economic freedom of the Democratic Republic of 
Congo (DRC) cannot be graded because of the violence 

and chaos of recent years. The last time the DRC was grad-
ed was in 2000, when it received a score of 26.4 percent.

BACKGROUND: The Democratic Republic of Congo, despite 
a large population and abundant resources, is among the 
world’s poorest countries, with most of the population 
engaged in subsistence agriculture. Aided by Rwandan 
and Ugandan troops, Laurent Kabila overthrew Mobu-
tu Sese Seko’s government in 1997. When those troops 
refused to leave and sought to oust Kabila, troops from 
Angola, Namibia, and Zimbabwe intervened. After Kabi-
la’s 2001 assassination, his son assumed power and set 
up a transitional government. The elections scheduled for 
July 2006 were the first in 40 years. Instability continues, 
corruption remains endemic, and the infrastructure is very 
poor.

The economy cannot be graded

Rank: Not Ranked
Regional Rank: Not Ranked
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BUSINESS FREEDOM — NOT GRADED
Starting a business takes an average of 155 days, com-

pared to the world average of 48 days. Entrepreneurship 

should be easier for maximum job creation. Obtaining a 

business license takes about 300 days and involves 16 dif-

ferent procedures. The overall freedom to start, operate, 

and close a business is restricted by the national regulatory 

environment.

TRADE FREEDOM — NOT GRADED
The Democratic Republic of Congo’s weighted average tar-

iff rate was 12.8 percent in 2003. Most of the country’s trade 

barriers result from complex regulations, a multiplicity of 

administrative agencies, and a frequent lack of profession-

alism and control by officials who are responsible for their 

enforcement.

FISCAL FREEDOM — NOT GRADED
The Democratic Republic of Congo has high tax rates. The 

top income tax rate is 50 percent, and the top corporate tax 

rate is 40 percent. Other taxes include a sales tax and a tax 

on vehicles.

FREEDOM FROM GOVERNMENT — NOT GRADED
Total government expenditures in the Democratic Republic 

of Congo, including consumption and transfer payments, 

are low. In the most recent year, government spending 

equaled 15.3 percent of GDP.

MONETARY FREEDOM — NOT GRADED
Inflation in the Democratic Republic of Congo is high, 

averaging 16.3 percent between 2003 and 2005. Relatively 

unstable prices explain most of the monetary freedom 

score. While important structural measures have recently 

been implemented, including the liberalization of most 

prices, some prices are still controlled to some degree 

through the public sector.

INVESTMENT FREEDOM — NOT GRADED
War, economic and political instability, corruption, and 

anti-market policy decisions have deterred foreign invest-

ment. The execution of routine transactions through official 

bodies is fraught with difficulty. Political interference and 

the local cartels obstruct foreign investment. Nevertheless, 

foreign direct investment has increased in the years since 

the establishment of the transitional government, which 

has managed to make some progress in restoring peace. 

There are no restrictions on foreign exchange accounts for 

the credit or debit of international transactions for either 

residents or non-residents.

FINANCIAL FREEDOM — NOT GRADED
The banking system is unstable, and operations of the 

banks that continue to function have been hurt by war 

and political instability, frequent policy changes, unpre-

dictable monetary policy and hyperinflation, and unrecov-

erable loans. Bank formation faces significant barriers, and 

the viability of the financial system depends on progress 

in establishing peace broadly through the country. Most 

banks act as financial agents for the government or extend 

credit to international institutions operating in the country. 

In 2005, there were 12 functioning commercial banks, half 

of which were undergoing extensive restructuring. Anoth-

er nine banks are in process of liquidation. Larger banks 

are mostly subsidiaries of foreign banks. Supervision of 

banks is very poor, and most banks fail to meet basic pru-

dential standards. Most credit is informal, although there is 

a growing network of microfinance and credit institutions. 

There is no stock exchange.

PROPERTY RIGHTS — NOT GRADED
Private property is not secure. Local conflicts are common, 

and fighting, banditry, and abuses of human rights threaten 

property rights and deter economic activity. Courts suffer 

from widespread corruption, the public administration is 

not reliable, and both expatriates and nationals are subject 

to selective application of a complex legal code. BBC News 

reports that the government has no control over large parts 

of the country.

FREEDOM FROM CORRUPTION — NOT GRADED
Corruption is perceived as widespread. The Democratic 

Republic of Congo ranks 144th out of 158 countries in 

Transparency International’s Corruption Perceptions Index 

for 2005.

LABOR FREEDOM — NOT GRADED
The labor market operates under highly restrictive employ-

ment regulations that hinder employment and productiv-

ity growth. The non-salary cost of employing a worker 

is low, but dismissing a redundant employee is costly. 

Employment in the formal sector remains negligible as the 

informal sector dominates the economy.
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How Do We Measure Economic Freedom? See Chapter 
3 (page 37) for an explanation of the methodology or 
visit the Index Web site at heritage.org/index.

CONGO, REPUBLIC OF

Population:  3.9 million

GDP (PPP):   $3.8 billion
3.6% growth in 2004
4.2% 5-yr. comp. ann. growth
$978 per capita

Unemployment:  n/a

Inflation (CPI):  1.7%

FDI (net inflow):  $668 million (gross)

Official Development Assistance: 
Multilateral:  $84 million
Bilateral:  $80 million (0.4% from the 
U.S.)

External Debt:  $5.8 billion

Exports:  $1.5 billion
Primarily petroleum, lumber, plywood, 
sugar, cocoa, coffee, diamonds

Imports:  $994.8 million
Primarily capital equipment, construc-
tion materials, food

T
he Republic of Congo’s economy is 43 percent free, 
according to our 2007 assessment, which makes it the 

world’s 151st freest economy. Its overall score is 0.6 per-
centage point lower than last year, partially reflecting new 
methodological detail but mostly reflecting reduced cor-
ruption. Congo is ranked 39th out of 40 countries in the 
sub-Saharan Africa region, and its overall score is lower 
than the regional average.

Congo does not rank strongly in any category, but it does 
score moderately well in monetary freedom and fiscal 
freedom. The top income tax rate is 50 percent, but the 
top corporate tax rate is a more moderate 38 percent, and 
overall tax revenue is relatively small as a percentage of 
GDP. Very low inflation and stable prices give Congo a 
positive monetary score; however, the government inter-
feres extensively with market prices.

Congo is beset by substantial economic problems. Invest-
ment freedom, financial freedom, property rights, free-
dom from corruption, and labor freedom all score poorly. 
Significant restrictions on foreign investment combine 
with domestic regulations and an inflexible labor market 
to create a business-hostile climate. The weak rule of law 
jeopardizes the protection of property rights, and corrup-
tion is a problem.

BACKGROUND: Congo’s parliament is controlled by allies 
of President Denis Sassou-Nguesso, who seized power in 
1997 and won the 2002 election. Demobilization and dis-
armament efforts continue under the 2003 peace accord 
between the government and most rebel groups. Slow 
progress has been made toward a more market-oriented 
economy, but poor infrastructure, onerous regulation, and 
high labor, energy, and transportation costs discourage 
investment. Transparency has improved in the oil sector, 
and the government has promised to improve account-
ability and financial disclosure. Oil accounted for 55 per-
cent of GDP, 95 percent of exports, and the preponderance 
of government revenue in 2004.

The economy is 43% free

Rank: 151
Regional Rank: 39 of 40
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BUSINESS FREEDOM — 40.4%
Starting a business takes an average of 71 days, com-

pared to the world average of 48 days. Entrepreneurship 

should be easier for maximum job creation. Obtaining a 

business license is very difficult, but closing a business is 

relatively easy. The lack of legal and regulatory transpar-

ency impedes the creation of new businesses. The overall 

freedom to start, operate, and close a business is seriously 

limited by the national regulatory environment.

TRADE FREEDOM — 44.4%
Congo’s weighted average tariff rate was 17.8 percent 

in 2002. The most significant non-tariff barriers include 

restrictive import licensing rules, red tape, an inefficient 

customs service, and corruption. Consequently, an addi-

tional 20 percent is deducted from Congo’s trade freedom 

score to account for these non-tariff barriers.

FISCAL FREEDOM — 73.2%
Congo has a very high income tax rate and a high corpo-

rate tax rate. The top income tax rate is 50 percent, and the 

top corporate tax rate is 38 percent. Other taxes include 

a value-added tax (VAT), a tax on rental values, and an 

apprenticeship tax. In the most recent year, overall tax rev-

enue as a percentage of GDP was 8.7 percent.

FREEDOM FROM GOVERNMENT — 56.9%
Total government expenditures in Congo, including con-

sumption and transfer payments, are moderate. In the most 

recent year, government spending equaled 28.6 percent of 

GDP, and the government received 71.9 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 77.3%
Inflation in Congo is relatively low, averaging 1.5 percent 

between 2003 and 2005. Relatively low and stable prices 

explain most of the monetary freedom score. The govern-

ment maintains prices through ownership and subsidiza-

tion of the large public sector, which affects rail transport, 

telecommunications, electricity, water, and other goods 

and services. Consequently, an additional 15 percent is 

deducted from Congo’s monetary freedom score to adjust 

for measures that distort domestic prices.

INVESTMENT FREEDOM — 30%
In 2003, Congress approved a bill to attract foreign inves-

tors in the mining sector. Investments of over CFAF 100 

million require the approval of the Ministry of Economy, 

Finance, and Budget within 30 days unless they involve the 

creation of a mixed public–private-ownership enterprise. 

Residents may not hold foreign exchange accounts, but 

companies can hold foreign exchange accounts with spe-

cial approval. Non-residents may hold foreign exchange 

accounts subject to government approval. Payments and 

transfers to most countries are subject to documenta-

tion requirements. Capital transactions to most countries 

require exchange control approval and are restricted.

FINANCIAL FREEDOM — 30%
Congo’s financial sector is small, underdeveloped, and 

hindered by instability. Congo is a member of the Central 

African Economic and Monetary Community along with 

five other countries. These countries share a common cen-

tral bank, the Banque des Etats de l’Afrique Centrale, and 

a common currency pegged to the euro. A joint banking 

commission (Commission bancaire de l’Afrique Centrale) 

regulates Congo’s commercial banks. The regulator con-

sidered only two of Congo’s four banks to be in good 

condition, one to be in fragile condition, and the fourth 

to be critical at the end of 2004. The government has sold 

the healthy assets of three state banks to private investors. 

It has taken over the fourth bank but plans to reprivatize 

it after it has been recapitalized. The state is still dealing 

with non-performing loans accumulated by state-owned 

banks before privatization because of poor management 

and political interference.

PROPERTY RIGHTS — 10%
The war in the late 1990s reduced the country to chaos. The 

judiciary is corrupted, overburdened, underfinanced, and 

subject to political influence and bribery. Lack of resources 

continues to be a severe problem; the civil war left the 

country with almost no judicial records. Security of con-

tracts and the enforcement of justice cannot be guaranteed 

through the slow-moving justice system.

FREEDOM FROM CORRUPTION — 23%
Corruption is perceived as widespread. The Republic of 

Congo ranks 130th out of 158 countries in Transparency 

International’s Corruption Perceptions Index for 2005.

LABOR FREEDOM — 44.8%
The labor market operates under highly restrictive employ-

ment regulations that hinder employment and productiv-

ity growth. The non-salary cost of employing a worker is 

high, but dismissing a redundant employee can be relative-

ly costless. There are very rigid restrictions on increasing or 

contracting the number of working hours. The Republic of 

Congo’s labor flexibility is one of the lowest in the world.

REPUBLIC OF CONGO’S TEN ECONOMIC FREEDOMS

Business Freedom
Trade Freedom 
Fiscal Freedom

Fdm fm Government
Monetary Freedom

 Investment Freedom
Financial Freedom

Property Rights
 Fdm fm Corruption

 Labor Freedom

100 = most free,         = world average

0 50 100

146 2007 Index of Economic Freedom

 40.4  
 44.4  
 73.2  
 56.9  
 77.3  
 30  
 30  
 10  
 23  
 44.8 

L
L

L

L
L

L
L
L
L

L



Americas Average = 62.3
World Average = 60.6

1995 2007

100

80

60

40

20

0

Q U I C K  FAC T S 

147

How Do We Measure Economic Freedom? See Chapter 
3 (page 37) for an explanation of the methodology or 
visit the Index Web site at heritage.org/index.

COSTA RICA

Population:  4.3 million

GDP (PPP):   $40.3 billion
4.1% growth in 2004
3.2% 5-yr. comp. ann. growth
$9,481 per capita

Unemployment:  6.6% (2005 estimate)

Inflation (CPI):  12.3%

FDI (net inflow):  $555.8 million

Official Development Assistance: 
Multilateral:  $13 million
Bilateral:  $64 million (6% from the U.S.)

External Debt:  $5.7 billion

Exports:  $8.6 billion
Primarily coffee, bananas, sugar, pineap-
ples, textiles, electronic components, 
medical equipment

Imports:  $9.1 billion
Primarily raw materials, consumer 
goods, capital equipment, petroleums

C
osta Rica’s economy is 65.1 percent free, according to 
our 2007 assessment, which makes it the world’s 51st 

freest economy. Its overall score is 2.3 percentage points 
lower than last year, partially reflecting new methodologi-
cal detail. Costa Rica is ranked 12th out of 29 countries 
in the Americas, and its overall score is higher than the 
regional average.

Costa Rica receives high scores in fiscal freedom and 
freedom from government. It has moderate personal and 
corporate tax rates, and tax revenue is fairly low as a per-
centage of GDP. Similarly, government expenditures are 
reasonable, and state-owned businesses are not a signifi-
cant source of revenue. Costa Rica also receives moderate 
scores in other factors, such as trade freedom, where it 
boasts a low average tariff rate.

Although there are no glaring absences of freedom in the 
economy, Costa Rica could improve its monetary freedom, 
financial freedom, and property rights. Also, it takes far 
longer than the global average to start a business, and 
bankruptcy procedures are difficult. State-owned banks 
dominate the financial sector, over which there is signifi-
cant government control. The court system, while trans-
parent and not corrupt, is extremely time-consuming and 
complicated.

BACKGROUND: Costa Rica’s democratic government is one 
of the few in Latin America to have a sound system of 
checks and balances, and its economy is generally busi-
ness-friendly. However, Costa Rica also has a bloated 
public sector, including state monopolies in telecommu-
nications, utilities, petroleum refining, banking, insurance, 
and social security pensions. President Oscar Arias, who 
narrowly won a second term in February 2006, has pledged 
to balance the budget and to guide Costa Rica’s entrance 
into the Dominican Republic–Central America Free Trade 
Agreement (DR–CAFTA) with the United States.

The economy is 65.1% free
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BUSINESS FREEDOM — 63.5%
Starting a business takes an average of 77 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license is relatively simple, but closing a business is difficult. 

Commercial regulations and practices are generally trans-

parent and foster competition. Bureaucratic procedures are 

often long and discourage entrepreneurial activities. The 

overall freedom to start, operate, and close a business is 

limited by the national regulatory environment.

TRADE FREEDOM — 72.4%
Costa Rica’s weighted average tariff rate was 3.8 percent in 

2004. An electronic “one-stop” import and export window 

and other recent improvements have significantly reduced 

the time required for customs processing, but customs pro-

cedures remain complex and bureaucratic. Sanitary and 

phytosanitary requirements, which can be cumbersome 

and lengthy, and issues involving the enforcement and 

protection of intellectual property rights add to the cost of 

trade. Consequently, an additional 20 percent is deducted 

from Costa Rica’s trade freedom score to account for these 

non-tariff barriers.

FISCAL FREEDOM — 88.6%
Costa Rica has moderate tax rates. The top income tax rate 

is 25 percent, and the top corporate tax rate is 30 percent. 

Other taxes include a value-added tax (VAT) and a tax on 

interest. In the most recent year, overall tax revenue as a 

percentage of GDP was 13.4 percent.

FREEDOM FROM GOVERNMENT — 92.3%
Total government expenditures in Costa Rica, including 

consumption and transfer payments, are moderate. In the 

most recent year, government spending equaled 16.6 per-

cent of GDP, and the government received 3.9 percent of 

its total revenues from state-owned enterprises and gov-

ernment ownership of property.

MONETARY FREEDOM — 67.1%
Inflation in Costa Rica is relatively high, averaging 13 per-

cent between 2003 and 2005. Relatively high and unstable 

prices explain most of the monetary freedom score. The 

government applies price controls to all goods on a basic 

consumption list, including energy, petroleum, telecom-

munications, and water. Consequently, an additional 10 

percent is deducted from Costa Rica’s monetary freedom 

score to adjust for measures that distort domestic prices.

INVESTMENT FREEDOM — 70%
Costa Rica offers one of Central America’s better invest-

ment climates, and foreign investors are treated the same 

as domestic investors. A few sectors, such as insurance, 

telecommunications, hydrocarbons, and radioactive mate-

rials, are reserved for state companies. There are no restric-

tions on land purchases, although the government has 

been known to expropriate land owned by foreign inves-

tors. There are no controls on capital flows, but reporting 

requirements are mandatory for some transactions. There 

are no restrictions or controls on the holding of foreign 

exchange accounts by either residents or non-residents.

FINANCIAL FREEDOM — 40%
Costa Rica’s financial system is subject to extensive gov-

ernment influence. While private banks may operate free-

ly, state-owned banks dominate the sector and account 

for over 58 percent of banking sector assets. About half 

of private banks are owned by foreign investors from 

Latin America or North America. Nearly all Costa Rican 

banks have significant offshore banking operations. The 

government retains considerable influence over lending. 

The insurance sector is monopolized by the state-owned 

Instituto Nacional de Seguros, although other institu-

tions may sell policies underwritten by the INS. Foreign 

insurance companies are restricted in their ability to offer 

services. The government has partially privatized the pen-

sion system. Capital markets are small, and trading mostly 

involves short-term government debt.

PROPERTY RIGHTS — 50%
The judicial system can be slow and complicated. Con-

tracts are generally upheld, and investments are secure, 

but a legal complaint filed over a contract takes an average 

of more than one and a half years to resolve. The process to 

resolve squatter cases through the courts can be especially 

cumbersome. The legal owner of land is at a disadvantage 

in a system that quickly recognizes rights acquired by 

squatters, especially when the disputed land is rural and 

not being worked actively.

FREEDOM FROM CORRUPTION — 42%
Corruption is perceived as present. Costa Rica ranks 51st 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 65.4%
The labor market operates under relatively flexible employ-

ment regulations that need to improve for employment 

and productivity growth. The non-salary cost of employ-

ing a worker is high, but dismissing a redundant employee 

is relatively costless. There are inflexible restrictions on 

increasing and contracting working hours.

COSTA RICA’S TEN ECONOMIC FREEDOMS
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CROATIA

Population:  4.4 million

GDP (PPP):   $54.2 billion
3.8% growth in 2004
4.1% 5-yr. comp. ann. growth
$12,191 per capita

Unemployment:  18.7%

Inflation (CPI):  2.1%

FDI (net inflow):  $762.6 million

Official Development Assistance: 
Multilateral:  $32 million
Bilateral:  $108 million (43% from the 
U.S.)

External Debt:  $31.6 billion

Exports:  $17.8 billion
Primarily transport equipment, textiles, 
chemicals, food, fuels

Imports:  $20.2 billion
Primarily machinery, transport and elec-
trical equipment, chemicals, fuels and 
lubricants, food

C
roatia’s economy is 55.3 percent free, according to our 
2007 assessment, which makes it the world’s 109th 

freest economy. Its overall score is 0.9 percentage point 
lower than last year, partially reflecting new methodologi-
cal detail. Croatia is ranked 37th out of 41 countries in 
the European region, and its overall score is below the 
regional average.

Croatia scores well in trade freedom and in monetary 
freedom. Although the top income tax rate is high, the 
corporate tax rate is low, and total tax revenue is not 
unreasonably high as a percentage of GDP. Inflation is 
low, and prices are fairly stable, but Croatia’s monetary 
freedom score is hurt by lingering government price 
manipulations.

Croatia is recovering from a decade-long civil war. Free-
dom from government, investment freedom, property 
rights, and freedom from corruption are all low-scoring 
areas. Government expenditures are extremely high, and 
significant state regulation impedes the easy flow of com-
merce. The court system is prone to corruption, political 
interference, and inefficient bureaucracy, and some inves-
tors prefer to seek international arbitration. Significant 
unofficial restrictions on foreign investment, such as high-
ly politicized decision-making, exist for those investors 
willing to brave Croatia’s regulatory maze.

BACKGROUND: Croatia’s hopes of beginning accession talks 
with the European Union have risen since the arraignment 
of Ante Gotovina, a Croatian general accused of war crimes, 
before the International Criminal Tribunal for the Former 
Yugoslavia. Recent efforts at economic reform have met 
with some success. Two-thirds of the economy is privatized, 
and banking assets are 90 percent privately owned. Orga-
nized crime is less prevalent in Croatia than in other Balkan 
countries, but other problems remain to be solved. The EU, 
for example, views the need for judicial reform as the cen-
tral long-term obstacle to Croatia’s possible membership.

The economy is 55.3% free
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BUSINESS FREEDOM — 53.8%
Starting a business takes an average of 45 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license is very difficult, and closing a business is difficult. 

Bureaucratic obstacles remain onerous, as burdensome 

administrative regulations challenge new entrepreneurs. 

The overall freedom to start, operate, and close a business 

is restricted by the national regulatory environment.

TRADE FREEDOM — 77.8%
Croatia’s weighted average tariff rate was 1.1 percent 

in 2005. Non-tariff barriers include customs corruption 

and strict testing and certification requirements for some 

imports. Consequently, an additional 20 percent is deduct-

ed from Croatia’s trade freedom score to account for these 

non-tariff barriers.

FISCAL FREEDOM — 79.9%
Croatia has a high income tax rate but a low corporate tax 

rate. The top income tax rate is 45 percent, and the top cor-

porate tax rate is 20 percent. The government also imposes 

a value-added tax (VAT). In the most recent year, overall 

tax revenue as a percentage of GDP was 24.2 percent.

FREEDOM FROM GOVERNMENT — 36.5%
Total government expenditures in Croatia, including con-

sumption and transfer payments, are very high. In the 

most recent year, government spending equaled 51.6 per-

cent of GDP, and the government received 4.1 percent of its 

total revenues from state-owned enterprises and govern-

ment ownership of property. Privatization has progressed 

slowly.

MONETARY FREEDOM — 79.3%
Inflation in Croatia is relatively low, averaging 2.9 per-

cent between 2003 and 2005. Relatively low and stable 

prices explain most of the monetary freedom score. Many 

price supports and subsidies have been eliminated, but 

price changes on some 30 products must be submitted for 

approval to the Ministry of Economy. For example, the 

Ministry must be notified two weeks in advance of price 

changes for milk and bread. Consequently, an additional 

10 percent is deducted from Croatia’s monetary freedom 

score.

INVESTMENT FREEDOM — 50%
Foreign investors have the same rights and status as 

domestic investors and may invest in nearly every sector 

of the economy, but unofficial barriers persist. Because of 

a complex bureaucracy and lack of transparency, personal 

and political loyalty can trump economic merit when it 

comes to establishing a new investment. Foreigners may 

purchase real estate only with permission from the govern-

ment. Both residents and non-residents are allowed to hold 

foreign exchange accounts, but numerous limitations exist, 

and government approval is required in certain instances. 

Some capital transactions, such as inward portfolio invest-

ment, are subject to limitations and conditions set by the 

Ministry of Finance.

FINANCIAL FREEDOM — 60%
Croatia’s financial system is stable and competitive. There 

were 34 commercial banks and four savings banks in 2005. 

Two national commercial banks (Zagrebacka Banka and 

Privredna Banka Zagreb) are majority foreign-owned and 

control over 40 percent of banking assets. The government 

owns over 98 percent of Hrvatska Poštanska Banka (the 

largest domestic bank) and the Croatian Bank for Recon-

struction and Development. Many banking assets are 

foreign-owned, and newly adopted financial regulations 

harmonize with European Union standards. The insurance 

sector is small but highly competitive. The partially state-

owned Croatia Osiguranje is the largest player in the insur-

ance sector, accounting for over 40 percent of assets. The 

stock exchange has been growing rapidly, and securities 

markets are open to foreign investors.

PROPERTY RIGHTS — 30%
The court system is cumbersome and inefficient. Very long 

case backlogs mean that business disputes can go unre-

solved for years; some investors have chosen to insist that 

contract arbitration take place outside of Croatia. The gov-

ernment of Croatia has made a commitment to reinvigorate 

its efforts to reform the judiciary, but much remains to be 

done. The judicial system is one of the areas that are most 

affected by corruption.

FREEDOM FROM CORRUPTION — 34%
Corruption is perceived as significant. Croatia ranks 70th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 52%
The labor market operates under restrictive employment 

regulations that hinder employment and productivity 

growth. The non-salary cost of employing a worker is high, 

and dismissing a redundant employee is relatively costly. 

High wage costs and rigid labor laws impede business 

activities. The labor code mandates retraining or replace-

ment before firing a worker.

CROATIA’S TEN ECONOMIC FREEDOMS
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CUBA

Population:  11.2 million

GDP (PPP):   $39.2 billion (2005 estimate)
n/a
n/a
$3,500 per capita (2005 
estimate)

Unemployment:  1.9% (2004 estimate)

Inflation (CPI):  1.3%

FDI (net inflow):  $2.0 million (gross)

Official Development Assistance: 
Multilateral:  $20 million
Bilateral:  $73 million (14% from the U.S.)

External Debt:  $12.0 billion (2004 
estimate)

Exports:  $2.2 billion
Primarily sugar, nickel, tobacco, fish, 
medical products, citrus, coffee

Imports:  $5.6 billion
Primarily petroleum, food, machinery 
and equipment, chemicals

C
uba’s economy is 29.7 percent free, according to our 
2007 assessment, which makes it the world’s 156th 

freest economy. Its overall score is 2.5 percentage points 
lower than last year, partially reflecting new methodologi-
cal detail. Cuba is ranked 29th out of 29 countries in the 
Americas, and its overall score is so low that it is less than 
half of the regional average.

As an avowedly Marxist state, Cuba scores relatively well 
in very few areas of economic freedom. Havana performs 
least egregiously in trade freedom and monetary freedom. 
Cuba has a moderate average tariff of 10 percent but very 
restrictive non-tariff barriers to trade. Inflation is moder-
ate, but government efforts to control all kinds of prices 
are pervasive.

Business freedom, investment freedom, financial freedom, 
property rights, freedom from corruption, and labor free-
dom are all weak. In theory, Communist nations dictate 
central economic policy, and Cuba aims to fulfill this in 
practice. All aspects of business operations are tightly con-
trolled and government-dominated, and the private sector 
is very small. There are no courts independent of political 
interference, and private property (particularly land) is 
strictly regulated by the state.

BACKGROUND: Cuba is a one-party Communist state with 
a command economy that depends heavily on external 
assistance and a captive labor force. The Castro govern-
ment, in power since 1959, restricts basic human rights, 
such as freedom of expression, and has detained hundreds 
of political prisoners in harsh conditions. Little reliable, 
independent information on the economy is available, and 
official figures on per capita GDP may not reflect actual 
income. Venezuela supplies Cuba with up to 80,000 bar-
rels of oil per day, and its assistance has enabled Cuba to 
retreat on limited reforms undertaken in the mid-1990s.

The economy is 29.7% free
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BUSINESS FREEDOM — 10%
Cuba’s government controls and regulates the entire econ-

omy, and private entrepreneurship exists only on a very 

small scale. The inconsistent and non-transparent appli-

cation of government regulations impedes the creation of 

new businesses. The overall freedom to start, operate, and 

close a business is seriously limited by the national regula-

tory environment.

TRADE FREEDOM — 60.2%
Cuba’s weighted average tariff rate was 9.9 percent in 

2004. Procedures for the allocation of hard currency and 

centralizing of imports have resulted in delays and bottle-

necks, and customs corruption is common. Consequently, 

an additional 20 percent is deducted from Cuba’s trade 

freedom score to account for these non-tariff barriers.

FISCAL FREEDOM — 62.8%
Cuba has a high income tax rate and a moderate corporate 

tax rate. The top income tax rate is 50 percent, and the top 

corporate tax rate is 35 percent.

FREEDOM FROM GOVERNMENT — 10%
Total government expenditures in Cuba, including con-

sumption and transfer payments, are very high. In the 

most recent year, government spending equaled 59.7 per-

cent of GDP. The state produces most economic output and 

employs most of the labor force. The industrial and ser-

vices sectors are largely dominated by the state. Revenues 

from state-owned enterprises are used to finance social 

spending and new public investment programs.

MONETARY FREEDOM — 65.8%
Inflation in Cuba is moderate, averaging 5 percent between 

2003 and 2005. Relatively moderate prices explain most of 

the monetary freedom score. The government determines 

prices for most goods and services and subsidizes much 

of the economy (although the retail sector has some pri-

vate and black market activity that is not government-

controlled). Consequently, an additional 20 percent is 

deducted from Cuba’s monetary freedom score to adjust 

for measures that distort domestic prices.

INVESTMENT FREEDOM — 10%
The government maintains exchange controls. All invest-

ments must be approved by the government, and licensing 

is required for all businesses. Cuba has recently back-

tracked on limited liberalization of foreign investment. The 

government has revised the terms for business licenses to 

include “social objectives” and has erected other deterrents 

to investment, such as delaying payments from Cuban 

enterprises, imposing onerous regulations, and increas-

ing operating costs. Some restrictions have been loosened 

to permit investment commitments and credit lines from 

China and Venezuela.

FINANCIAL FREEDOM — 10%
Cuba has increased freedom in the financial sector incre-

mentally over the past decade, but the government remains 

firmly in control. The Cuban peso is used as the domestic 

currency, and a separate convertible peso is used as “hard” 

currency for foreign exchange and non-essential retail. A 

2003 law requires that transactions between Cuban enter-

prises must be carried out in convertible pesos rather than 

U.S. dollars. Over a dozen foreign banks have opened rep-

resentative offices but are not allowed to operate freely. 

The government established a central bank in 1997 and 

converted the Banco Nacional de Cuba into one of a new 

set of state banks. Central bank authority was enhanced in 

2005 to more control the use of hard currency and convert-

ible pesos more closely. Credit and insurance markets are 

heavily controlled by the central government.

PROPERTY RIGHTS — 10%
Private ownership of land and productive capital by 

Cuban citizens is limited to farming and self-employ-

ment. The constitution explicitly subordinates the courts 

to the National Assembly of People’s Power (NAPP) and 

the Council of State, which is headed by President Fidel 

Castro. The NAPP and its lower-level counterparts choose 

all judges. The law and trial practices do not meet interna-

tional standards for fair public trials.

FREEDOM FROM CORRUPTION — 38%
Corruption is perceived as significant. Cuba ranks 59th out 

of 158 countries in Transparency International’s Corrup-

tion Perceptions Index for 2005.

LABOR FREEDOM — 20%
The labor market operates under highly rigid employment 

regulations that hinder employment and productivity 

growth. The formal labor market is not fully developed, 

and the rigid labor market controlled by the government 

has contributed to creating a large informal economy that 

employs considerable labor.
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CYPRUS (GREEK)

Population:  0.8 million

GDP (PPP):   $18.8 billion
3.9% growth in 2004
3.4% 5-yr. comp. ann. growth
$22,805 per capita

Unemployment:  3.7%

Inflation (CPI):  2.3%

FDI (net inflow):  $516.4 million

Official Development Assistance: 
Multilateral:  $32 million
Bilateral:  $33 million (46% from the U.S.)

External Debt:  $10.5 billion (2005 
estimate)

Exports:  $7.4 billion
Primarily citrus, potatoes, pharmaceuti-
cals, cement, clothing, cigarettes

Imports:  $7.9 billion
Primarily consumer goods, petroleum 
and lubricants, intermediate goods, 
machinery, transport equipment

T
he economy of Cyprus is 73.1 percent free, according to 
our 2007 assessment, which makes it the world’s 20th 

freest economy. Its overall score is 0.2 percentage point 
lower than last year, partially reflecting new methodologi-
cal detail. Cyprus is ranked 12th out of 41 countries in the 
European region, and its overall score is higher than the 
regional average.

Cyprus scores highly in property rights, fiscal freedom, 
monetary freedom, trade freedom, labor freedom, busi-
ness freedom, and financial freedom. The judiciary is 
independent of corruption or political influence from the 
executive. The labor market is relatively flexible, with 
moderate severance packages and unemployment ben-
efits. The country’s inflation and average tariff rates are 
low, although its monetary and trade freedom scores are 
muted by the government’s adherence to the standard EU 
subsidies of agriculture. Starting, operating, and closing a 
business are all relatively easy. The Cypriot financial mar-
ket is diverse, sound, and open to foreign competition.

Freedom from government and investment freedom 
could be improved. Total government expenditures are 
very high, amounting to more than two-fifths of the coun-
try’s GDP. Foreign investment is deterred by government 
scrutiny, and certain sectors of the Cypriot economy are 
off-limits.

BACKGROUND: The Greek Cypriot economy is dominated 
by the service sector, especially tourism and financial ser-
vices. The desire to meet EU requirements has helped to 
liberalize the economy. Since EU accession, Greek Cypriot 
fiscal policy has focused on consolidating the budget to 
prepare for entry into the Economic and Monetary Union, 
the central bank has sped the liberalization of capital flows, 
and government control of the economy has declined to 
around 25 percent. The government, however, enjoys sig-
nificant trade union support and is unlikely to privatize 
remaining state-owned companies such as airports, power 
utilities, or the Cyprus Telecommunications Authority.

The economy is 73.1% free
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BUSINESS FREEDOM — 70%
Establishing a business in Cyprus is relatively easy because 

regulations have been streamlined in recent years. Existing 

regulations affecting business are transparent and applied 

with consistency. Cyprus has been pursuing policies 

designed to maintain a favorable business environment 

and support private initiative. The overall freedom to start, 

operate, and close a business is relatively well protected by 

the national regulatory environment.

TRADE FREEDOM — 76.6%
Cyprus’s trade policy is the same as those of other mem-

bers of the European Union. The common EU weighted 

average tariff rate was 1.7 percent in 2005. Various non-tar-

iff barriers are reflected in EU and Cypriot policy, including 

agricultural and manufacturing subsidies, regulatory and 

licensing restrictions, and other market access restrictions. 

Consequently, an additional 20 percent is deducted from 

Cyprus’s trade freedom score to account for these non-tar-

iff barriers.

FISCAL FREEDOM — 87.8%
Cyprus has a moderate income tax rate and a very low 

corporate tax rate. The top income tax rate is 30 percent, 

and the top corporate tax rate is 10 percent. Other taxes 

include a value-added tax (VAT) and a real estate tax. In 

the most recent year, tax revenue as a percentage of GDP 

was 28.7 percent.

FREEDOM FROM GOVERNMENT — 54.9%
Total government expenditures in Cyprus, including con-

sumption and transfer payments, are high. In the most 

recent year, government spending equaled 41.5 percent of 

GDP, and the government received 14.6 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 84.7%
Inflation in Cyprus is relatively low, averaging 2.6 percent 

between 2003 and 2005. Relatively stable prices explain 

most of the monetary freedom score. As a participant in 

the EU’s Common Agricultural Policy, the government 

subsidizes agricultural production, distorting the prices of 

agricultural products. Consequently, 5 percent is deducted 

from Cyprus’s monetary freedom score to account for these 

policies.

INVESTMENT FREEDOM — 70%
Residents of the European Union are permitted to own 100 

percent of local companies and any company listed on the 

Cyprus Stock Exchange. The government has lifted most 

capital restrictions and limits on foreign equity participa-

tion and ownership, thereby granting national treatment 

to foreign investors. Non-EU investors may now invest 

freely in most sectors, either directly or indirectly. The only 

remaining exceptions involve the acquisition of property 

and investments in tertiary education and mass media. 

Non-resident purchase of real estate is subject to approval. 

Some payments, current transfers, and capital transactions 

are subject to central bank approval or restrictions.

FINANCIAL FREEDOM — 70%
Cyprus’s financial sector is diverse and relatively sound. 

In compliance with EU requirements, the central bank is 

fully independent. There are 11 domestic banks, two for-

eign bank branches, and 27 international banking units, 

formerly known as offshore banks. Since the end of 2005, 

the international banking sector has had to comply with 

the same regulatory rules as local banks. There are also 

over 300 credit societies, co-operative savings banks, and 

other credit institutions that account for 32 percent of 

total deposits. The Cyprus Development Bank is 88 per-

cent owned by the government, as is the Housing Finance 

Corporation, but these institutions are minor parts of the 

banking system. The government lifted exchange controls 

and abolished the interest rate ceiling in 2001. The Cyprus 

Stock Exchange continues to suffer from lack of trust fol-

lowing a speculative bubble that was encouraged by inef-

fective regulation.

PROPERTY RIGHTS — 90%
Contracts and property rights are enforced effectively. 

Under the constitution, the civil judiciary, including the 

Supreme Court (which carries out the functions of a con-

stitutional court, a high court of appeal, and an administra-

tive court), is independent from government interference. 

In practice, this is not always the case, but the judiciary 

has nevertheless caused the government to suffer several 

embarrassing defeats.

FREEDOM FROM CORRUPTION — 57%
Corruption is perceived as present. Cyprus ranks 37th out 

of 158 countries in Transparency International’s Corrup-

tion Perceptions Index for 2005.

LABOR FREEDOM — 70%
The labor market operates under relatively flexible employ-

ment regulations that could be improved to enhance 

employment and productivity growth. Unemployment 

benefits last for only six months. This diminishes the incen-

tive to enroll as unemployed after the end of the entitle-

ment period, providing instead a strong incentive to find 

new work. A mandatory earnings-related social security 

scheme applies to both employed and self-employed indi-

viduals. The government mandates a minimum wage.
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CZECH REPUBLIC

Population:  10.2 million

GDP (PPP):   $198.3 billion
4.7% growth in 2004
3.2% 5-yr. comp. ann. 
growth
$19,408 per capita

Unemployment:  9.8%

Inflation (CPI):  2.8%

FDI (net inflow):  $3.9 billion

Official Development Assistance: 
Multilateral:  $237 million
Bilateral:  $43 million (2% from the U.S.)

External Debt:  $45.6 billion

Exports:  $76.6 billion
Primarily machinery and transport 
equipment, chemicals, raw materials 
and fuel

Imports:  $77.0 billion
Primarily machinery and transport 
equipment, raw materials and fuels, 
chemicals

T
he Czech Republic’s economy is 69.7 percent free, 
according to our 2007 assessment, which makes it the 

world’s 31st freest economy. Its overall score is 0.3 per-
centage point lower than last year, partially reflecting new 
methodological detail. The Czech Republic is ranked 18th 
out of 41 countries in the European region, and its overall 
score is equal to the regional average.

The Czech Republic scores highly in financial freedom and 
monetary freedom and fairly high in fiscal freedom and 
labor freedom. Like many other Eastern European coun-
tries, the Czech Republic has relatively low top tax rates, 
both corporate and income. Inflation is very low, though 
the government does maintain a few price supports. The 
country has an extensive banking sector and highly devel-
oped financial services. There is extensive foreign owner-
ship of banks, which operate under equal national rules, 
and minimal government involvement. Labor flexibility 
is fairly high, though hiring and firing workers can be 
costly.

As an emerging Eastern European country, the Czech 
Republic can improve in several areas, such as business 
freedom, freedom from government, and freedom from 
corruption. Licensing and bankruptcy procedures are 
extensive, characteristic of a perhaps overly intrusive reg-
ulatory environment. Government spending is high, and 
corruption exists as a minor irritant to commerce.

BACKGROUND: The Czech Republic separated from Slova-
kia and became an independent nation in 1993. The close-
ly tied elections held in June 2006 led the ruling Czech 
Social Democratic Party to abandon planned structural 
reforms, and political deadlock is likely to continue. Eco-
nomic growth over the past five years has relied heavily 
on exports to the European Union. Tourism also plays a 
central role in the country’s economy. While this pattern 
is expected to continue in 2007 and subsequent years, 
internal reforms will need to replace mercantilism if real 
growth is to take place.

The economy is 69.7% free
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@ @ @ @ @ @ @ @ @ @ @
@ @

@ @
@ @ @

@ @
@ @ @ @

@ @
@ @

@ @
@ @ @

@ @ @ @
@ @



BUSINESS FREEDOM — 61.2%
Starting a business takes an average of 24 days, com-

pared to the world average of 48 days. Entrepreneurship 

should be easier for maximum job creation. Obtaining a 

business license can be difficult, and closing a business is 

very difficult. General regulatory frameworks are consis-

tent with a market economy, but bureaucracy and red tape 

are still problems. The overall freedom to start, operate, 

and close a business is limited by the national regulatory 

environment.

TRADE FREEDOM — 76.6%
Trade policy in the Czech Republic is the same as the poli-

cies of other members of the European Union. The common 

EU weighted average tariff rate was 1.7 percent in 2005. 

Various non-tariff barriers are reflected in EU and Czech 

Republic policy, including agricultural and manufacturing 

subsidies, regulatory and licensing restrictions, and other 

market access restrictions. Consequently, an additional 20 

percent is deducted from the Czech Republic’s trade free-

dom score.

FISCAL FREEDOM — 79.9%
The Czech Republic has a moderate income tax rate and a 

low corporate income tax rate. The top income tax rate is 32 

percent, and the top corporate tax rate is 24 percent. Other 

taxes include a value-added tax (VAT), a property transfer 

tax, and a tax on dividends. In the most recent year, overall 

tax revenue as a percentage of GDP was 37.6 percent.

FREEDOM FROM GOVERNMENT — 52.7%
Total government expenditures in the Czech Republic, 

including consumption and transfer payments, are high. 

In the most recent year, government spending equaled 44.3 

percent of GDP, and the government received 4.5 percent 

of its total revenues from state-owned enterprises and gov-

ernment ownership of property.

MONETARY FREEDOM — 86.2%
Inflation in the Czech Republic is low, averaging 1.9 per-

cent between 2003 and 2005. As a participant in the EU’s 

Common Agricultural Policy, the government subsidizes 

agricultural production, distorting the prices of agricul-

tural products. Consequently, 5 percent is deducted from 

the Czech Republic’s monetary freedom score to account 

for these policies.

INVESTMENT FREEDOM — 70%
Foreign investors can freely establish new joint ventures 

and participate in existing enterprises, with as much as 100 

percent foreign ownership in both cases. Foreign persons 

are not allowed to purchase land, but branches or offices 

of foreign companies may buy local real estate, with the 

exception of farmland or woodland. There are no restric-

tions on payments or current transfers, and both residents 

and non-residents may hold foreign exchange accounts. 

Prior authorization is required for issuance of debt securi-

ties and money market securities. A lack of transparency 

in the government procurement process is an obstacle to 

foreign tenders for government contracts.

FINANCIAL FREEDOM — 80%
The Czech Republic’s financial sector is one of the most 

advanced in Central and Eastern Europe. Following the 

1990s banking crises and subsequent privatization, the 

government has had minimal direct involvement in the 

banking sector. There were 36 licensed commercial banks 

at the end of 2005, including 27 with some foreign owner-

ship. Foreign-controlled banks accounted for 90 percent of 

assets in 2005 and are treated the same as domestic banks. 

Non-banking financial institutions are less developed 

than the banking sector. Insurance companies and pen-

sion funds are numerous and competitive, with significant 

foreign participation. Capital markets are small and lack 

transparency.

PROPERTY RIGHTS — 70%
Private property is well protected, and contracts are gener-

ally secure. The judiciary is independent, although deci-

sions may vary from court to court. Commercial disputes, 

particularly those related to bankruptcy proceedings, can 

take years to resolve. Registration of companies is in the 

hands of the courts and is sometimes slow and overly 

complicated.

FREEDOM FROM CORRUPTION — 43%
Corruption is perceived as significant. The Czech Republic 

ranks 47th out of 158 countries in Transparency Interna-

tional’s Corruption Perceptions Index for 2005.

LABOR FREEDOM — 77.2%
The labor market operates under relatively flexible employ-

ment regulations that hinder employment and productiv-

ity growth. The non-salary cost of employing a worker can 

be high, and dismissing a redundant employee is relatively 

costly. Improving labor market flexibility has been a policy 

priority, as the Czech Republic’s labor market is character-

ized by its rigidity and low labor force mobility.
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DENMARK

Population:  5.4 million

GDP (PPP):   $172.5 billion
1.9% growth in 2004
1.4% 5-yr. comp. ann. growth
$31,914 per capita

Unemployment:  6.4%

Inflation (CPI):  1.2%

FDI (net inflow):  –$358.53 million

Official Development Assistance: 
Multilateral:  None
Bilateral:  None

External Debt:  $352.9 billion (2005)

Exports:  $111.4 billion
Primarily machinery and instruments, 
meat and meat products, dairy prod-
ucts, fish, chemicals, furniture, ships, 
windmills

Imports:  $98.9 billion
Primarily machinery and equipment, 
raw materials and semi-manufactures 
for industry, chemicals, grain and food, 
consumer goods

D
enmark’s economy is 77.6 percent free, according to 
our 2007 assessment, which makes it the world’s 13th 

freest economy. Its overall score is 1.4 percentage points 
higher than last year, partially reflecting new method-
ological detail. Denmark is ranked 6th freest among the 
41 countries in the European region, and its overall score 
is well above the regional average.

Denmark scores highly in business freedom, financial 
freedom, monetary freedom, property rights, and freedom 
from corruption. Starting a business takes only five days, 
compared to the global average of 48 days, and the overall 
freedom of business operation (licensing, flexibility, etc.) is 
very high. Inflation is low, but Denmark’s monetary score 
is lowered somewhat by distortionary EU agricultural 
subsidies. The financial markets are transparent, highly 
developed, and open to foreign capital and competition. 
As a modern Western democracy, Denmark has an effi-
cient, independent judiciary that protects property rights 
effectively, and the level of corruption is low.

Denmark could do somewhat better in fiscal freedom and 
freedom from government, however. The top personal 
income tax rate is very high, as it is in many social democ-
racies in the European Union, and tax revenue collected is 
correspondingly high. Government spending equals well 
over 50 percent of GDP, although state-owned businesses 
are few.

BACKGROUND: Denmark’s economy depends heavily on 
foreign trade, and its private sector is characterized by 
many small and medium-sized companies. The country’s 
large welfare state provides free public education, lifelong 
health care coverage, and subsidized care for children and 
the elderly; about 23 percent of working-age Danes rely on 
some kind of government transfer payment. In addition 
to restraining taxes and reducing immigration, addressing 
the costs and benefits of Denmark’s social welfare system 
is a major part of the national political agenda.

The economy is 77.6% free
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BUSINESS FREEDOM — 95.3%
Starting a business takes an average of five days, com-

pared to the world average of 48 days. Obtaining a busi-

ness license is very simple, and closing a business is easy. 

Transparent regulations are applied evenly and efficiently 

in most cases. The overall freedom to start, operate, and 

close a business is strongly protected by the national regu-

latory environment, giving the nation a powerful competi-

tive advantage.

TRADE FREEDOM — 76.6%
Denmark’s trade policy is the same as the policies of 

other members of the European Union. The common EU 

weighted average tariff rate was 1.7 percent in 2005. Vari-

ous non-tariff barriers are reflected in EU and Danish pol-

icy, including agricultural and manufacturing subsidies, 

regulatory and licensing restrictions, and other market 

access restrictions. Consequently, an additional 20 percent 

is deducted from Denmark’s trade freedom score.

FISCAL FREEDOM — 55.2%
Denmark has a very high income tax rate and a moderate 

corporate tax rate. The top income tax rate is 59 percent, 

and the top corporate tax rate is 28 percent. Other taxes 

include a value-added tax (VAT) and an excise tax. In the 

most recent year, overall tax revenue as a percentage of 

GDP was 49.6 percent.

FREEDOM FROM GOVERNMENT — 32.1%
Total government expenditures in Denmark, including 

consumption and transfer payments, are very high. In the 

most recent year, government spending equaled 54.8 per-

cent of GDP, and the government received 3.7 percent of its 

total revenues from state-owned enterprises and govern-

ment ownership of property.

MONETARY FREEDOM — 86.8%
Inflation in Denmark is low, averaging 1.7 percent between 

2003 and 2005. As a participant in the EU’s Common Agri-

cultural Policy, the government subsidizes agricultural 

production, distorting the prices of agricultural products. 

Consequently, 5 percent is deducted from Denmark’s 

monetary freedom score to account for these distortion-

ary policies.

INVESTMENT FREEDOM — 80%
Foreign investors are subject to the same laws as domes-

tic investors. As a general rule, foreign direct investment 

in Denmark may take place without restrictions or pre-

screening. Ownership restrictions apply to only a few sec-

tors. A non-resident may not purchase real estate unless 

the person formerly resided in Denmark for at least five 

years, is an EU national working in Denmark, or is a non-

EU national with a valid residence or business permit. 

There are no restrictions on capital transfers.

FINANCIAL FREEDOM — 90%
Denmark’s well-developed financial system is open to for-

eign competition, and credit is allocated on market terms 

and freely available. The banking system is sound if some-

what concentrated, with the two largest banks accounting 

for over 70 percent of banking system assets in 2004. The 

Danish banking sector consists of 176 banks. There are 

also 18 foreign banks and four Faroese banks operating 

in Denmark, with other foreign banks possessing repre-

sentative offices. The national payment system is jointly 

owned by Danish banks, which can make it difficult for 

foreign banks to gain access. Banks may provide services 

in a wide variety of areas. Supervision and regulation are 

based on EU legislation. Denmark has a mature, competi-

tive insurance industry with over 200 companies and 30 

pension funds. The stock market, which participates in a 

regional integrated network of exchanges that covers all 

Nordic and most Baltic countries, is highly developed and 

efficient. The bond market is well developed and one of 

the world’s largest.

PROPERTY RIGHTS — 90%
The judiciary is independent and, in general, both fair and 

efficient. The legal system is independent of the govern-

ment and is based on a centuries-old legal tradition. It 

includes written and consistently applied commercial and 

bankruptcy laws, and secured interests in property are rec-

ognized and enforced.

FREEDOM FROM CORRUPTION — 95%
Corruption is perceived as almost nonexistent. Denmark 

ranks 4th out of 158 countries in Transparency Internation-

al’s Corruption Perceptions Index for 2005.

LABOR FREEDOM — 74.7%
The labor market operates under relatively flex-

ible employment regulations that could be improved to 

enhance employment and productivity growth. The non-

salary cost of employing a worker is low, and dismissing 

a redundant employee is relatively costless. The country’s 

efficient unemployment insurance system is not financed 

by employers.
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DJIBOUTI

Population:  0.8 million

GDP (PPP):   $1.6 billion
3% growth in 2004
2.2% 5-yr. comp. ann. growth
$1,993 per capita

Unemployment:  50% (2004 estimate)

Inflation (CPI):  3.1%

FDI (net inflow):  $33 million (gross)

Official Development Assistance:  
Multilateral:  $31 million
Bilateral:  $42.4 million (15% from the 
U.S.)

External Debt:  $366.0 million (2002 
estimate)

Exports:  $90.0 million (2004 estimate)
Primarily re-exports, hides and skins, 
coffee (in transit)

Imports:  $373.0 million (2004 estimate)
Primarily foods, beverages, transport 
equipment, chemicals, petroleum 
products

D
jibouti’s economy is 52.6 percent free, according to our 
2007 assessment, which makes it the world’s 130th 

freest economy. Its overall score is 2.4 percentage points 
lower than last year, partially reflecting new methodologi-
cal detail. Djibouti is ranked 29th out of 40 countries in the 
sub-Saharan Africa region, and its overall score is slightly 
lower than the regional average.

Djibouti has high levels of fiscal freedom, labor freedom, 
and monetary freedom. The top income taxes on individu-
als and corporations are moderate. Employment restric-
tions are moderate, resulting in a flexible labor market. 
Inflation is low, but the government does try to control 
some consumer prices.

Economic development has been hampered by weak busi-
ness freedom, trade freedom, freedom from government, 
property rights, and freedom from corruption. Business 
regulations are extensive, even when enforced efficiently. 
Bureaucratic inefficiency and corruption hamper virtually 
all areas of the economy. Court enforcement of intrusive 
labor regulations and property rights is clouded by politi-
cal interference and rampant corruption.

BACKGROUND: President Ismael Omar Guelleh was first 
elected in 1999 and re-elected in 2005, and his party con-
trols all levels of government. Two-thirds of Djibouti’s 
population lives in the capital city (also called Djibouti). 
Most of those who live outside the capital city are engaged 
in nomadic subsistence and were severely affected by 
drought and famine in 2006. Djibouti has few natural 
resources and a tremendously high unemployment rate. 
Its service-based economy is centered on port facilities, the 
railway, and foreign military bases. Ethiopia is responsible 
for some 88 percent of goods moving through the port.

The economy is 52.6% free
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BUSINESS FREEDOM — 37%
Starting a business takes an average of 37 days, compared 

to the world average of 48 days, but entrepreneurship is 

hindered in other ways. Both obtaining a business license 

and closing a business can be very difficult. A lack of trans-

parency and the inconsistent application of the commer-

cial code discourage entrepreneurial activities. The overall 

freedom to start, operate, and close a business is seriously 

limited by the national regulatory environment.

TRADE FREEDOM — 26.4%
Djibouti’s average tariff rate was 26.8 percent in 2002. Much 

of Djibouti’s trade with neighboring countries is informal. 

Non-tariff barriers include import and export bans, higher 

import taxes for some products, and market access restric-

tions in the services sector. Consequently, an additional 20 

percent is deducted from Djibouti’s trade freedom score to 

account for these non-tariff barriers.

FISCAL FREEDOM — 87%
Djibouti has moderate tax rates. The top income tax rate 

is 30 percent, and the top corporate tax rate is 25 percent. 

Other taxes include a property tax and an excise tax. In the 

most recent year, overall tax revenue as a percentage of 

GDP was 20.6 percent.

FREEDOM FROM GOVERNMENT — 53.4%
Total government expenditures in Djibouti, including 

consumption and transfer payments, are high. In the most 

recent year, government spending equaled 36.5 percent of 

GDP. Much of Djibouti’s GDP is produced by the state. The 

government owns principal public utilities and infrastruc-

tures including water, electricity, telecommunications, the 

railway, and the port.

MONETARY FREEDOM — 79%
Inflation in Djibouti is moderate, averaging 3 percent 

between 2003 and 2005. Relatively stable prices explain 

most of the monetary freedom score. Goods and services 

such as medicines, “common bread,” water, electricity, tele-

communications, postal services, and urban transport are 

subject to price controls. The government also influences 

prices through the regulation of state-owned enterprises. 

Consequently, an additional 10 percent is deducted from 

Djibouti’s monetary freedom score.

INVESTMENT FREEDOM — 50%
Djibouti has no major laws that discourage incoming for-

eign investment, but certain sectors, most notably public 

utilities, are state-owned and not currently open to inves-

tors. Bureaucratic procedures are complicated. The Finance 

Ministry will issue a license only if an investor possesses an 

approved investor visa, and the Interior Ministry will issue 

an investor visa only to a licensed business. Both residents 

and non-residents may hold foreign exchange accounts, 

and there are no restrictions on payments or transfers. The 

government imposes controls on all credit transactions 

between residents and non-residents.

FINANCIAL FREEDOM —60%
Djibouti’s financial sector consists primarily of a small 

banking system. Two majority-owned or fully owned 

French banks account for 95 percent of deposits and 85 

percent of credit. The government has a 49 percent minor-

ity stake in Banque pour le Commerce et l’Industrie-Mer 

Rouge. There is also an Ethiopian bank, but it focuses on 

international transactions for Ethiopian customers. Com-

mercial banks generally provide only short-term financ-

ing and lending. A Development Fund for Djibouti was 

authorized by the government in 2001 but is still not opera-

tional. The pension system consists of three funds, two of 

which are dedicated to civil servants and the military. A 

law against money laundering was adopted in 2002. There 

are no capital markets, and little formal economic activity 

occurs outside of the capital city of Djibouti.

PROPERTY RIGHTS — 30%
Protection of private property rights is weak. The courts 

are frequently overburdened, and the enforcement of con-

tracts can be time-consuming and cumbersome. Political 

manipulation undermines the credibility of the judicial 

system. Djibouti has written commercial and bankruptcy 

laws, but they are not applied consistently. Corruption is a 

problem in trials and judicial proceedings.

FREEDOM FROM CORRUPTION — 30%
Most economic activity still occurs informally. It is esti-

mated that more than 80 percent of enterprises are within 

the informal and semi-informal sector, including a large 

number of informal microenterprises that play a key role 

in the economy.

LABOR FREEDOM — 73.5%
The labor market operates under relatively inflexible 

employment regulations that hinder employment and 

productivity growth. The non-salary cost of employing a 

worker is moderate, but dismissing a redundant employee 

can be relatively costly. Regulations on increasing or con-

tracting the number of work hours can be rigid.
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DOMINICAN REPUBLIC

Population:  8.8 million

GDP (PPP):   $65.3 billion
2.0% growth in 2004
3.2% 5-yr. comp. ann. growth
$7,449 per capita

Unemployment:  17.5% (2004 estimate)

Inflation (CPI):  51.5%

FDI (net inflow):  $645.1 million (gross)

Official Development Assistance: 
Multilateral:  $33 million
Bilateral:  $127 million (23% from the 
U.S.)

External Debt:  $7.0 billion

Exports:  $9.3 billion
Primarily ferronickel, sugar, gold, silver, 
coffee, cocoa, tobacco, meats, consum-
er goods

Imports:  $9.0 billion
Primarily food, petroleum, cotton and 
fabrics, chemicals, pharmaceuticals

T
he Dominican Republic’s economy is 56.7 percent free, 
according to our 2007 assessment, which makes it the 

world’s 100th freest economy. Its overall score is 0.1 per-
centage point higher than last year, partially reflecting new 
methodological detail. The Dominican Republic is ranked 
23rd out of 29 countries in the Americas, and its overall 
score is slightly lower than the regional average.

The Dominican Republic receives high scores in fiscal 
freedom and freedom from government. Personal and 
corporate tax rates are moderate, and overall tax revenue 
is not particularly high as a percentage of GDP. Govern-
ment expenditures are likewise moderate, and revenue 
from state-owned businesses is not large.

The Dominican Republic scores poorly in financial free-
dom, property rights, and freedom from corruption and 
somewhat low in business freedom and labor freedom. 
Starting a business takes far longer than the international 
average, and closing a business is costly and difficult. 
Over-regulation hampers business and labor market flex-
ibility, and public administration is inefficient and corrupt. 
Failure to recover from scandals in the financial sector 
reflects the rudimentary level of banking operations. The 
weak application of commercial law means that private 
property is subject to adjudication based on political inter-
ference and corruption.

BACKGROUND: The Dominican Republic has been undem-
ocratic for much of its history as an independent country, 
although regular competitive elections have taken place 
since 1996. President Leonel Fernández, elected in 2004, 
pushed for his country’s entrance into the Dominican 
Republic–Central America Free Trade Agreement (DR–
CAFTA), under which greater trade and economic free-
dom will benefit the population. Growth has surged, and 
niche-market producers have begun to appear. However, 
the country suffers from an inefficient legal system that 
lacks resources and personnel and from deteriorated infra-
structure, including frequent electrical outages.

The economy is 56.7% free
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BUSINESS FREEDOM — 57.6%
Starting a business takes an average of 73 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a busi-

ness license is relatively simple, but closing a business 

can be very difficult. Regulations are still burdensome 

and unstable, as interpretation of the commercial code 

is often arbitrary. The overall freedom to start, operate, 

and close a business is limited by the national regulatory 

environment.

TRADE FREEDOM — 63.8%
The Dominican Republic’s weighted average tariff rate 

was 8.1 percent in 2004. Customs implementation is bur-

densome and lacks transparency, especially for importers. 

Standards can be cumbersome, and discretionary import 

licenses are required for most agricultural products. Cor-

ruption and a lack of transparency characterize most of 

the trade process. Problems involving the enforcement and 

protection of intellectual property rights add to the cost of 

trade. Consequently, an additional 20 percent is deducted 

from the Dominican Republic’s trade freedom score to 

account for these non-tariff barriers.

FISCAL FREEDOM — 86.5%
The Dominican Republic has moderate tax rates. Both the 

top income tax rate and the top corporate tax rate are 30 

percent. Other taxes include a value-added tax (VAT) and 

a tax on dividends. In the most recent year, overall tax rev-

enue as a percentage of GDP was 15.1 percent.

FREEDOM FROM GOVERNMENT — 91.5%
Total government expenditures in the Dominican Republic, 

including consumption and transfer payments, are low. In 

the most recent year, government spending equaled 18.1 

percent of GDP, and the government received 2.6 percent 

of its total revenues from state-owned enterprises and gov-

ernment ownership of property.

MONETARY FREEDOM — 63.2%
Although inflation in the Dominican Republic fell sig-

nificantly between 2004 and 2005, it was relatively high 

between 2003 and 2005, averaging 17.9 percent per year. 

Relatively high and unstable prices explain most of the 

monetary freedom score. The government applies price 

controls to electricity and fuel and provides subsidies for 

some agricultural products and electricity generation. Con-

sequently, an additional 10 percent is deducted from the 

Dominican Republic’s monetary freedom score.

INVESTMENT FREEDOM — 50%
Foreign investment is generally welcomed, but some 

laws discriminate between domestic and foreign invest-

ments. There is no screening of foreign investment, but 

investments must be registered with the Central Bank 

of the Dominican Republic. Foreign direct investment is 

permitted in all sectors except the disposal and storage of 

toxic, hazardous, or radioactive waste; activities that affect 

public health or the environment; and activities related to 

defense and security. Residents and non-residents may 

hold foreign exchange accounts. Payments and transfers 

are subject to documentation requirements. Some capital 

transactions are subject to approval, documentation, or 

reporting requirements.

FINANCIAL FREEDOM — 40%
The Dominican Republic’s small financial sector is poorly 

supervised and regulated. Confidence has been shaky since 

the crisis spurred by the 2003 collapse of Banco Interconti-

nental (Baninter), the country’s second largest bank. Pub-

lic skepticism was affirmed by a 2005 revelation that the 

head of the board of directors of the fifth largest bank had 

misappropriated funds. Financial sector assets are largely 

controlled by the 12 multiple service banks, including 

three foreign-owned banks, and five state-owned banks. 

Offshore banking activities are growing. The insurance sec-

tor included 23 companies in 2004. Ten companies control 

85 percent of the markets. Capital markets are small and 

underdeveloped, and trading is slight.

PROPERTY RIGHTS — 30%
The court system is inefficient, and bureaucratic red tape is 

common. The government can expropriate property arbi-

trarily. Despite recent judicial reforms, Dominican and for-

eign business leaders have complained that judicial and 

administrative corruption affects the settlement of business 

disputes.

FREEDOM FROM CORRUPTION — 30%
Corruption is perceived as significant. The Dominican 

Republic ranks 85th out of 158 countries in Transparency 

International’s Corruption Perceptions Index for 2005.

LABOR FREEDOM — 54.9%
The labor market operates under restrictive employment 

regulations that hinder employment and productivity 

growth. The non-salary cost of employing a worker is 

moderate, but dismissing a redundant employee is costly. 

There are rigid restrictions on increasing and contracting 

working hours.
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How Do We Measure Economic Freedom? See Chapter 
3 (page 37) for an explanation of the methodology or 
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ECUADOR

Population:  13 million

GDP (PPP):   $51.7 billion
6.9% growth in 2004
4.2% 5-yr. comp. ann. growth
$3,963 per capita

Unemployment:  11%

Inflation (CPI):  2.7%

FDI (net inflow):  $1.2 billion (gross)

Official Development Assistance: 
Multilateral:  $33 million
Bilateral:  $247 million (33% from the 
U.S.)

External Debt:  $16.9 billion

Exports:  $8.7 billion
Primarily petroleum, bananas, cut flow-
ers, shrimp

Imports:  $9.3 billion
Primarily vehicles, medicinal products, 
telecommunications equipment, 
electricity

E
cuador’s economy is 55.3 percent free, according to 
our 2007 assessment, which makes it the world’s 108th 

freest economy. Its overall score is 0.3 percentage point 
lower than last year, partially reflecting new methodologi-
cal detail. Ecuador is ranked 24th out of 29 countries in 
the Americas, and its overall score is much lower than the 
regional average.

Ecuador receives high scores for fiscal freedom and free-
dom from government. It has moderate personal and 
corporate tax rates (although there are other taxes), and 
overall tax revenue is not excessively high as a percentage 
of GDP. Government expenditures are less than 25 percent 
of GDP, and the percentage of revenue from state-owned 
businesses is relatively low.

Ecuador scores particularly poorly in its investment free-
dom, property rights, labor freedom, freedom from cor-
ruption, and business freedom. Starting a business and 
closing a business can be difficult. Heavy regulation hurts 
business and labor flexibility. The rule of law is politically 
influenced and inefficient, and outright expropriation of 
private property is a constant concern. The judiciary often 
makes erratic judgments and is subject to corruption.

BACKGROUND: Ecuador has ample petroleum reserves and 
is the world’s largest banana exporter. Feuding political 
factions have made consensus in the national legislature 
elusive and have contributed to the ouster of three presi-
dents in the past decade. The dollarization of Ecuador’s 
economy imposed some order, but other problems, includ-
ing thousands of conflicting laws that result in an uncertain 
application of justice, have deterred foreign investment. 
Mismanagement and corruption plague the government-
run oil industry, and production is dwindling. As of 
August 2006, negotiations for a free trade agreement with 
the United States had been suspended. 

The economy is 55.3% free
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BUSINESS FREEDOM — 57.1%
Starting a business takes an average of 65 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license is relatively simple, but closing a business can be 

very difficult. Businesses are subject to complex bureau-

cratic rules and the inconsistent application of commercial 

laws. The overall freedom to start, operate, and close a busi-

ness is restricted by the national regulatory environment.

TRADE FREEDOM — 62%
Ecuador’s weighted average tariff rate was 9 percent in 

2004. Non-tariff barriers include restrictive requirements 

for import licensing, the requirement that firms receive 

prior authorization from various government agencies 

before importing most commodities, import bans, issues 

involving the enforcement and protection of intellectual 

property rights, and arbitrary and cumbersome regulations 

and customs procedures. Consequently, an additional 20 

percent is deducted from Ecuador’s trade freedom score to 

account for these non-tariff barriers.

FISCAL FREEDOM — 85.7%
Ecuador has moderate tax rates. Both the top income tax 

rate and the top corporate tax rate are 25 percent. Other 

taxes include a value-added tax (VAT) and a capital gains 

tax. In the most recent year, overall tax revenue as a per-

centage of GDP was 29.8 percent.

FREEDOM FROM GOVERNMENT — 85.2%
Total government expenditures in Ecuador, including 

consumption and transfer payments, are low. In the most 

recent year, government spending equaled 24.7 percent of 

GDP, and the government received 1.7 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 74.1%
Ecuador uses the U.S. dollar as its legal tender. Inflation 

is relatively low, averaging 3 percent between 2003 and 

2005, which explains most of the monetary freedom score. 

The government applies price bands for some agricultural 

products; controls the prices of electricity, telecommuni-

cations services, and pharmaceuticals; and implements 

subsidies for public transportation and cooking gas. Con-

sequently, an additional 15 percent is deducted from Ecua-

dor’s monetary freedom score to adjust for measures that 

distort domestic prices.

INVESTMENT FREEDOM — 30%
Ecuadorian foreign investment law grants foreign firms 

national treatment, but cumbersome labor laws and a lack 

of contract enforcement severely hamper both foreign and 

domestic investment. Many government officials use regu-

latory schemes and questionable legal interpretations to 

solicit bribes from and otherwise take advantage of foreign 

investors. The government maintains restrictions in the 

petroleum exploration and development, mining, domestic 

fishing, electricity, telecommunications, broadcast media, 

coastal and border real estate, and national security sectors. 

There are no restrictions on foreign exchange accounts, 

direct investment, or current transfers.

FINANCIAL FREEDOM — 60%
Ecuador’s financial system is still recovering from a late 

1990s banking crisis that spurred government default on 

foreign bonds and the takeover of many banks. Because 

the U.S. dollar is the official currency, the central bank is 

no longer the lender of last resort. In 2005, 25 commer-

cial banks (one of them state-run) were operating, down 

from 40 in 1998. The state controlled 11 percent of bank 

assets in 2005. In addition, there are 11 finance companies, 

36 co-operatives, and five mutual finance companies. The 

government has increased financial sector regulations in 

the wake of the crisis. The insurance sector consists of 43 

companies, and the eight largest control a majority of poli-

cies. There are two stock markets. Most trading involves 

government debt. Foreign takeovers of limited partnership 

banks and insurance companies are restricted.

PROPERTY RIGHTS — 30%
Weak rule of law is a significant problem for entrepreneurs 

in Ecuador. Processing delays are significant, judgments 

are unpredictable, rulings are inconsistent, and the courts 

are subject to corruption. Expropriation is possible. A num-

ber of foreign and local investors have experienced agricul-

tural land seizures by squatters over the years.

FREEDOM FROM CORRUPTION — 25%
Corruption is perceived as widespread. Ecuador ranks 

117th out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 44.2%
The labor market operates under highly restrictive employ-

ment regulations that hinder employment and productiv-

ity growth. The non-salary cost of employing a worker is 

moderate, but dismissing a redundant employee can be 

very costly. Many employers often resort to short-term out-

sourcing contracts because job tenure regulations make it 

hard to terminate employment. Ecuador’s labor market 

flexibility is one of the lowest 20 in the world.
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EGYPT

Population:  72.6 million

GDP (PPP):   $305.9 billion
4.1% growth in 2004
3.9% 5-yr. comp. ann. growth
$4,211 per capita

Unemployment:  10.0%

Inflation (CPI):  11.3%

FDI (net inflow):  $1.1 billion

Official Development Assistance:  
Multilateral:  $349 million
Bilateral:  $1.6 billion (58% from the U.S.)

External Debt:  $30.3 billion

Exports:  $26.5 billion
Primarily crude oil and petroleum prod-
ucts, cotton, textiles, metal products, 
chemicals

Imports:  $26.9 billion
Primarily machinery and equipment, 
food, chemicals, wood products, fuels

E
gypt’s economy is 53.2 percent free, according to our 
2007 assessment, which makes it the world’s 127th fre-

est economy. Its overall score is 1 percentage point higher 
than last year, partially reflecting new methodological 
detail. Egypt country is ranked 13th out of 17 countries in 
the Middle East/North Africa region, and its overall score 
is slightly lower than the regional average.

Egypt’s economy scores well in a few of the 10 factors 
of economic freedom. Fiscal freedom is rated highly, and 
its freedom from government and monetary freedom also 
score reasonably well. The top income and corporate tax 
rates are impressively low, and government tax revenue 
relative to GDP is not high. Total government expenditures 
are moderately low, although Egypt receives a significant 
part of its income from state-owned businesses.

Egypt could improve in several areas, however. Business 
freedom, financial freedom, property rights, and corrup-
tion are all serious problems. Licensing, operating, or 
closing a business is difficult and heavily regulated by 
an intrusive bureaucracy. Fairly high tariff rates and non-
tariff barriers impede trade and foreign investment alike. 
Corruption is rampant, and the fair adjudication of prop-
erty rights cannot be guaranteed.

BACKGROUND: Egypt is the most populous Arab coun-
try and a major force in Middle Eastern affairs. Although 
President Hosni Mubarak’s government has undertaken 
incremental reforms to liberalize the socialist economic 
system that has hampered economic growth since the 
1950s, the government until recently has emphasized such 
social policies as maintaining the payment of subsidies 
on food, energy, and other key commodities. Economic 
reform has become a higher priority under Prime Minister 
Ahmed Nazif, a technocrat who has placed liberal reform-
ers in key positions. In 2005, the government reduced per-
sonal and corporate tax rates, cut energy subsidies, and 
privatized several enterprises.

The economy is 53.2% free
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BUSINESS FREEDOM — 39.9%
Starting a business takes an average of 19 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Both obtaining a busi-

ness license and closing a business are very difficult. The 

government has established a “one-stop-shop” for invest-

ment procedures and has moved to revamp the regulatory 

environment in recent years, but bureaucracy still remains 

meddlesome. The overall freedom to start, operate, and 

close a business is seriously limited by the national regula-

tory environment.

TRADE FREEDOM — 52.2%
Egypt’s weighted average tariff rate was 13.9 percent in 

2002. Non-tariff barriers include import restrictions and 

import bans, burdensome and non-transparent sanitary 

and phytosanitary measures, and cumbersome regulatory 

and customs procedures. Customs corruption also adds to 

the cost of trade. Consequently, an additional 20 percent is 

deducted from Egypt’s trade freedom score to account for 

these non-tariff barriers.

FISCAL FREEDOM — 93.6%
Egypt has implemented cuts in personal income and cor-

porate tax rates since June 2005. Both the top income tax 

rate and the top corporate tax rate are 20 percent. Other 

taxes include a value-added tax (VAT) and a property tax. 

In the most recent year, overall tax revenue as a percentage 

of GDP was 12.8 percent.

FREEDOM FROM GOVERNMENT — 73.6%
Total government expenditures in Egypt, including con-

sumption and transfer payments, are moderate. In the most 

recent year, government spending equaled 26.7 percent of 

GDP, and the government received 29.4 percent of its total 

revenues from state-owned enterprises and government 

ownership of property. The government has been pushing 

forward the sale of non-strategic and smaller companies.

MONETARY FREEDOM — 69%
Inflation in Egypt is relatively high, averaging 6.4 percent 

between 2003 and 2005. Relatively high and unstable prices 

explain most of the monetary freedom score. The govern-

ment controls prices for some basic foods, energy (includ-

ing fuel), transport, and medicine. It also implements 

subsidies for basic food items, sugar and pharmaceuticals, 

and public transportation. In general, the massive size of 

the public sector limits the private sector’s ability to set 

market prices. Consequently, an additional 15 percent is 

deducted from Egypt’s monetary freedom score to adjust 

for measures that distort domestic prices.

INVESTMENT FREEDOM — 50%
In theory, automatic approval should be granted to most 

investment projects; in practice, all projects must pass 

through a review process to gain legal status and qualify for 

incentives. Foreign investment in Sinai, military products, 

and tobacco requires approval from the relevant ministries. 

Foreign ownership of areas designated as agricultural 

lands (in the Nile Valley, Delta, and Oases), except for des-

ert reclamation projects, is prohibited. Both residents and 

non-residents may hold foreign exchange accounts. There 

are no restrictions on payments and transfers. The Capital 

Market Authority must approve bond issues.

FINANCIAL FREEDOM — 30%
Egypt’s financial sector is characterized by a strong state 

presence. In 2005, 52 banks were licensed, including 41 

Egyptian financial institutions and 11 foreign banks. The 

four large state-owned banks controlled about 50 percent of 

banking sector assets in 2004. The smallest state bank was 

approved for sale in 2006, and the government has sold 

its shares in some private banks. Non-performing loans 

are a significant problem, and new banks face significant 

constraints. There were 21 insurance companies in 2004, 

including four state-owned firms that dominate the sector 

and another state-owned reinsurance company. Foreign 

ownership of insurance companies and banks is permitted. 

Capital markets are large for the region.

PROPERTY RIGHTS — 40%
The government sometimes circumvents the indepen-

dence of the judiciary by using fast-track military courts. 

On average, it takes six years to decide commercial cases, 

and appeal procedures can extend court cases beyond 15 

years. Nevertheless, local contractual arrangements are 

generally secure. Islamic law (Sharia) is officially the main 

inspiration for legislation, but the Napoleonic Code exerts 

a significant influence. Judicial procedures tend to be pro-

tracted, costly, and subject to political pressure.

FREEDOM FROM CORRUPTION — 34%
Corruption is perceived as significant. Egypt ranks 70th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 49.8%
The government has made gradual progress toward a 

more competitive and flexible labor market, adopting a 

new labor code in recent years. However, the labor market 

still operates under restrictive employment regulations 

that hinder employment and productivity growth. The 

non-salary cost of employing a worker can be high, and 

dismissing a redundant employee is costly. There are rigid 

restrictions on increasing or contracting working hours.
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EL SALVADOR

Population:  6.8 million

GDP (PPP):   $34.1 billion
1.5% growth in 2004
1.9% 5-yr. comp. ann. growth
$5,041 per capita

Unemployment:  6.5% (2005 estimate)

Inflation (CPI):  4.5%

FDI (net inflow):  $458.5 million

Official Development Assistance: 
Multilateral:  $38 million
Bilateral:  $228 million (55% from the 
U.S.)

External Debt:  $7.3 billion

Exports:  $4.3 billion
Primarily offshore assembly exports, 
coffee, sugar, shrimp, textiles, chemi-
cals, electricity

Imports:  $7.0 billion
Primarily raw materials, consumer 
goods, capital goods, fuels, food, petro-
leum, electricity

E
l Salvador’s economy is 70.3 percent free, according to 
our 2007 assessment, which makes it the world’s 29th 

freest economy. Its overall score is 0.7 percentage point 
lower than last year, partially reflecting new methodologi-
cal detail. El Salvador is ranked 7th out of 29 countries in 
the Americas, and its overall score is notably higher than 
the regional average.

El Salvador receives high scores for fiscal freedom, freedom 
from government, labor freedom, and monetary freedom. 
Personal and corporate tax rates are low, and overall tax 
revenue is not high as a percentage of GDP. Government 
expenditures are less than 15 percent of GDP, and state-
owned businesses account for less than 1 percent of total 
revenues. The labor market is fairly flexible, though firing 
an employee can be costly. Inflation is also low thanks to a 
currency pegged to the U.S. dollar, but the government does 
distort prices on certain staples through price controls.

Other freedoms are merely average, including business 
freedom, property rights, and freedom from corruption. 
Excessive regulation hampers business operations. The 
country’s inefficient judiciary is a major deterrent to for-
eign investors, as it can often neither enforce its rulings 
nor rule in a consistently impartial manner. Corruption is 
also prevalent.

BACKGROUND: Since the signing of a 1992 peace accord 
between the government and guerrillas, El Salvador’s 
political parties have moderated their positions to coop-
erate on political and economic reforms. President Elias 
“Tony” Saca, with three years left in his five-year term, 
continues to pursue the free-market policies of his National 
Republican Alliance party, though with slightly less vigor. 
Reform will be aided by El Salvador’s participation in the 
Dominican Republic–Central America Free Trade Agree-
ment (DR–CAFTA) with the United States. However, the 
country still suffers from a weak justice system, poor edu-
cation, and rising violence associated with transnational 
youth gangs.

The economy is 70.3% free
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BUSINESS FREEDOM — 62.6%
Starting a business takes an average of 26 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Although El Salvador 

has made significant progress in reducing onerous regu-

lations in recent years, both obtaining a business license 

and closing a business can be difficult. The overall freedom 

to start, operate, and close a business is restricted by the 

national regulatory environment.

TRADE FREEDOM — 66.6%
El Salvador’s weighted average tariff rate was 6.7 percent 

in 2005. Non-tariff barriers include import quota systems 

on rice and pork, discriminatory sanitary practices on 

poultry, export subsidies, and a few other discriminatory 

applications of standards. Consequently, an additional 20 

percent is deducted from El Salvador’s trade freedom score 

to account for these non-tariff barriers.

FISCAL FREEDOM — 90.9%
El Salvador has relatively low tax rates. Both the top income 

tax rate and the top corporate tax rate are 25 percent. Other 

taxes include a value-added tax (VAT) and a tax on insur-

ance contracts. In the most recent year, overall tax revenue 

as a percentage of GDP was 11 percent.

FREEDOM FROM GOVERNMENT — 95.1%
Total government expenditures in El Salvador, including 

consumption and transfer payments, are low. In the most 

recent year, government spending equaled 14.3 percent of 

GDP, and the government received 0.5 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 76.7%
Inflation in El Salvador is moderate, averaging 4.4 percent 

between 2003 and 2005. Relatively moderate prices explain 

most of the monetary freedom score. The government con-

trols the prices of some goods, including electricity, and 

implements subsidies for diesel, petroleum, and liquid 

propane gas. Consequently, an additional 10 percent is 

deducted from El Salvador’s monetary freedom score to 

adjust for measures that distort domestic prices.

INVESTMENT FREEDOM — 70%
El Salvador maintains an open foreign investment climate, 

and foreign investors receive equal treatment. Foreign 

investors may obtain credit in the local financial market 

under the same conditions as local investors. The govern-

ment limits foreign direct investment in commerce, indus-

try, certain services, and fishing. Investments in railroads, 

piers, and canals require government approval. There are 

no controls or requirements on current transfers, access to 

foreign exchange, or most capital transactions. There are 

some restrictions on land ownership; foreign persons may 

purchase land, up to 245 hectares, only if there is a recipro-

cal arrangement with their home country.

FINANCIAL FREEDOM — 70%
The Salvadoran financial sector has experienced signifi-

cant liberalization since the 1990s and is home to some of 

the region’s largest banks. In 2005, there were nine private 

commercial banks, two state-owned banks, and two foreign 

bank branches. Private banks controlled nearly 96 percent 

of bank assets in August 2005. Banks are allowed to offer a 

wide range of financial services. Interest rates are set by the 

market. Regulations on banks are open and transparent. 

Non-bank financial institutions are limited. There were 18 

insurance companies in 2004, two of which were foreign-

owned. Foreign banks and insurance companies receive 

national treatment. The stock exchange participates in a 

regional association of stock exchanges.

PROPERTY RIGHTS — 50%
Property rights are moderately well protected in El Sal-

vador. Lawsuits move very slowly and can be costly and 

unproductive. The course of some cases has shown that the 

legal system is subject to manipulation by private interests, 

and final rulings are sometimes not enforced. The ineffi-

ciency of the judiciary, along with crime, is cited as one of 

the main constraints on doing business.

FREEDOM FROM CORRUPTION — 42%
Corruption is perceived as significant. El Salvador ranks 

51st out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 79.2%
The labor market operates under relatively flexible employ-

ment regulations that could be improved to enhance 

employment and productivity growth. The non-salary cost 

of employing a worker is low, but dismissing a redundant 

employee is relatively costly. There are rigid restrictions on 

increasing or contracting the number of working hours.
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EQUATORIAL GUINEA

Population:  0.5 million

GDP (PPP):   $25.7 billion (2005 estimate)
32.4% growth in 2004
30.1% 5-yr. comp. ann. growth
$50,200 per capita (2005 
estimate)

Unemployment:  30% (1998 estimate)

Inflation (CPI):  3.8%

FDI (net inflow):  $1.7 billion (gross)

Official Development Assistance: 
Multilateral:  $9 million
Bilateral:  $42 million (0.1% from the U.S.)

External Debt:  $353.0 million (2005 
estimate)

Exports:  $4.6 billion (2004 estimate)
Primarily petroleum, methanol, timber, 
cocoa

Imports:  $1.5 billion (2004 estimate)
Primarily petroleum sector equipment, 
other equipment

E
quatorial Guinea’s economy is 53.2 percent free, accord-
ing to our 2007 assessment, which makes it the world’s 

128th freest economy. Its overall score is 3 percentage 
points higher than last year, partially reflecting new meth-
odological detail. Equatorial Guinea is ranked 27th out 
of 40 countries in the sub-Saharan Africa region, and its 
overall score is equal to the regional average.

Equatorial Guinea does not rank strongly in any category. 
Both the top income tax rate and the top corporate tax 
rate are a high 35 percent, and tax revenue is not large as 
a percentage of GDP. Government expenditures rely heav-
ily on income from state-owned businesses (mainly oil). 
Inflation is relatively low because the currency is pegged 
to the euro.

Equatorial Guinea is beset by serious, self-imposed 
economic barriers. Business freedom, trade freedom, 
investment freedom, property rights, and freedom from 
corruption are weak. Regulations are burdensome, and 
business operations are significantly hampered by red 
tape. The average tariff rate is high, and the inefficient 
and corrupt bureaucracy makes the customs process dif-
ficult. Property rights are not secured by an independent 
judiciary, and corruption is rampant.

BACKGROUND: Since seizing power in 1979, Teodoro Obi-
ang Nguema Mbasogo has been elected president in 1982 
and re-elected to a fourth seven-year term in 2002. Obiang 
and his advisers maintain tight control of the military and 
the government. Oil and gas dominate the economy, and 
income has risen sharply as a result of increased crude oil 
production, but most of the population is still engaged in 
subsistence farming, hunting, and fishing. Government 
management of oil wealth lacks transparency. Despite 
laws providing for an open investment and trade regime, 
ongoing problems include a dysfunctional judiciary, 
unclear regulation, and corruption.

The economy is 53.2% free
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BUSINESS FREEDOM — 44.7%
Starting a business takes an average of 136 days—almost 

three times longer than the world average of 48 days. 

Entrepreneurship should be easier for maximum job cre-

ation. Obtaining a business license is difficult, and closing a 

business is very difficult. Lack of transparency and uneven 

application of commercial regulations are still major prob-

lems. The overall freedom to start, operate, and close a 

business is seriously restricted by the national regulatory 

environment.

TRADE FREEDOM — 47.6%
Equatorial Guinea’s weighted average tariff rate was 16.2 

percent in 2005. A burdensome and corrupt customs pro-

cess remains an important non-tariff barrier to trade, and 

the government provides export subsidies for cocoa. Con-

sequently, an additional 20 percent is deducted from Equa-

torial Guinea’s trade freedom score to account for these 

non-tariff barriers.

FISCAL FREEDOM — 82.1%
Equatorial Guinea has high tax rates. Both the top income 

tax rate and the top corporate tax rate are 35 percent. In 

the most recent year, overall tax revenue as a percentage 

of GDP was 15.4 percent.

FREEDOM FROM GOVERNMENT — 81.8%
Total government expenditures in Equatorial Guinea, 

including consumption and transfer payments, are moder-

ate. In the most recent year, government spending equaled 

23 percent of GDP, and the government received 17.6 per-

cent of its total revenues from state-owned enterprises and 

government ownership of property.

MONETARY FREEDOM — 79.3%
As a member of the Central African Economic and Mon-

etary Community (CEMAC), Equatorial Guinea uses the 

CFA franc, pegged to the euro. Inflation in Equatorial 

Guinea is relatively high, averaging 6.2 percent between 

2003 and 2005. Relatively unstable prices explain most of 

the monetary freedom score. The government sets the price 

of electricity and subsidizes both electricity and cocoa pro-

duction. Consequently, an additional 5 percent is deducted 

from Equatorial Guinea’s monetary freedom score to adjust 

for measures that distort domestic prices.

INVESTMENT FREEDOM — 30%
The investment code, while liberal in intent, is extremely 

bureaucratic in practice and open to manipulation. Cor-

ruption and lax enforcement of investment law are serious 

impediments to investment. Foreign investors are required 

to obtain a local partner. Residents and non-residents may 

hold foreign exchange accounts, but approval is required 

for resident accounts held domestically. Capital transac-

tions, payments, and transfers to countries other than 

France, Monaco, members of the CEMAC, members of the 

West African Economic and Monetary Union, and Comoros 

are subject to restrictions.

FINANCIAL FREEDOM — 60%
Equatorial Guinea’s financial system is small and under-

developed. The Commission Bancaire de L’Afrique Cen-

trale (COBAC) has acted as Equatorial Guinea’s central 

bank since the country joined the franc zone in 1985. The 

banking sector consists of three main banks, all of which 

are primarily foreign-owned. The government maintains 

minority ownership in two banks. A fourth bank had its 

license approved in 2004 and began operation in 2005. 

Compliance with banking regulations is mixed, and the 

number of non-performing loans has increased in recent 

years. The insurance sector is very small, consisting of 

three insurance companies and one reinsurance company. 

Equatorial Guinea has no stock exchange or securities 

market.

PROPERTY RIGHTS — 30%
Senior government officials sometimes extort money from 

foreign companies, threatening to take away concessions. 

The judicial system is open to political influence. Equato-

rial Guinea is a member of OHADA (Organisation pour 

l’Harmonisation en Afrique du Droit des Affaires), a region-

al organization that trains judges and lawyers in commer-

cial law to help reform the enforcement of contracts.

FREEDOM FROM CORRUPTION — 19%
Corruption is perceived as widespread. Equatorial Guinea 

ranks 152nd out of 158 countries in Transparency Interna-

tional’s Corruption Perceptions Index for 2005.

LABOR FREEDOM — 57.4%
The labor market operates under restrictive employment 

regulations that hinder employment and productivity 

growth. The non-salary cost of employing a worker is high, 

and dismissing a redundant employee is costly. There are 

rigid restriction on increasing and contracting the number 

of working hours.
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ESTONIA

Population:  1.4 million

GDP (PPP):   $19.6 billion
7.8% growth in 2004
7.2% 5-yr. comp. ann. growth
$14,555 per capita

Unemployment:  9.7%

Inflation (CPI):  3.0%

FDI (net inflow):  $668.6 million

Official Development Assistance: 
Multilateral:  $109 million
Bilateral:  $27 million (11% from the U.S.)

External Debt:  $10.0 billion

Exports:  $8.8 billion
Primarily machinery and equipment, 
wood and paper, textiles, food prod-
ucts, furniture, metals, chemical 
products

Imports:  $9.7 billion
Primarily machinery and equipment, 
chemical products, textiles, food, trans-
portation equipment

E
stonia’s economy is 78.1 percent free, according to our 
2007 assessment, which makes it the world’s 12th freest 

economy. Its overall score is 2.2 percentage points higher 
than last year, partially reflecting new methodological 
detail. Estonia is ranked 5th out of 41 countries in the 
European region, and its overall score is much higher than 
the regional average.

Estonia scores highly in investment freedom, fiscal free-
dom, financial freedom, property rights, business freedom, 
and monetary freedom. The top income and corporate tax 
rates are low, and business regulation is efficient. Infla-
tion is fairly low, but Estonia’s monetary freedom score 
is hurt by the European Union’s agricultural subsidies. 
Investment is easy but subject to government licensing in 
some areas of the economy. Estonia’s financial sector is the 
most developed among the Baltic States and, because of its 
transparency, should be a model for developing nations. 
The judiciary, independent of politics and free of corrup-
tion, protects property rights effectively.

Estonia could do slightly better in freedom from govern-
ment and labor freedom. Total government spending is 
high (although in line with other EU economies), and the 
labor market is unnecessarily rigid.

BACKGROUND: Since the fall of the Soviet Union, Estonia 
has been one of the most radical reformers among the 
former Soviet nations and has transformed itself into one 
the world’s most dynamic and modern economies. It is 
expected that the current ruling coalition, which includes 
the liberal Reform Party, the Center Party, and the Esto-
nian People’s Union, will remain in office until the 2007 
elections. Estonia has strong trade ties to Finland, Sweden, 
and Germany, and its services and manufacturing sectors 
are thriving. The country aims to join the European Eco-
nomic and Monetary Union in January 2007.

The economy is 78.1% free
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BUSINESS FREEDOM — 80%
Starting a business takes an average of 35 days, compared 

to the world average of 48 days. The sound business cli-

mate has allowed entrepreneurship to flourish, ensuring 

high levels of job creation. Obtaining a business license is 

simple, and closing a business is relatively easy. Regula-

tions are transparent and evenly applied. The overall free-

dom to start, operate, and close a business is relatively well 

protected by the national regulatory environment.

TRADE FREEDOM — 76.6%
Estonia’s trade policy is the same as those of other mem-

bers of the European Union. The common EU weighted 

average tariff rate was 1.7 percent in 2005. Various non-

tariff barriers are reflected in EU and Estonian govern-

ment policy, including agricultural and manufacturing 

subsidies, regulatory and licensing restrictions, and other 

market access restrictions. Consequently, an additional 20 

percent is deducted from Estonia’s trade freedom score.

FISCAL FREEDOM — 89.7%
Estonia has low tax rates. The income tax rate is a flat 23 

percent, which the government intends to reduce to 20 

percent by 2009. Only distributed profits are subject to the 

23 percent corporate tax rate; undistributed profits of cor-

porations are not subject to taxation regardless of whether 

they are invested or merely retained. Other taxes include 

a value-added tax (VAT) and an excise tax. In the most 

recent year, overall tax revenue as a percentage of GDP 

was 31.9 percent.

FREEDOM FROM GOVERNMENT — 66.8%
Total government expenditures in Estonia, including con-

sumption and transfer payments, are high. In the most 

recent year, government spending equaled 37.5 percent 

of GDP, and the government received 1.1 percent of its 

total revenues from state-owned enterprises and govern-

ment ownership of property. Privatization is nearly com-

plete with the exceptions of the ports and the main power 

plants.

MONETARY FREEDOM — 83%
Inflation in Estonia is moderate, averaging 3.6 percent 

between 2003 and 2005. Relatively moderate and unstable 

prices explain most of the monetary freedom score. As a 

participant in the EU’s Common Agricultural Policy, the 

government subsidizes agricultural production, distorting 

the prices of agricultural products. Consequently, 5 per-

cent is deducted from Estonia’s monetary freedom score 

to account for these policies.

INVESTMENT FREEDOM — 90%
The foreign investment code is transparent and equiva-

lent to domestic rules. Foreigners may invest in all sectors 

and own real estate. The government requires licenses for 

investment in banking, mining, gas and water supply or 

related structures, railroads and transport, energy, and 

communications networks. Residents and non-residents 

may hold foreign exchange accounts, and payments, trans-

fers, and most capital transactions are not subject to con-

trols. Foreign direct investment rules regarding real estate, 

aviation, maritime transport, and security service enter-

prises were harmonized with EU regulations in 2004.

FINANCIAL FREEDOM — 90%
Estonia’s financial sector is the strongest and most devel-

oped in the Baltic States. Before its accession to the EU, 

Estonia dramatically reformed its financial system. The 

central bank may not lend to the public sector, and the 

government has no stake in any bank. Estonia’s universal 

banking model places no limits on what may be offered 

by financial institutions; for instance, banks may offer 

insurance, leasing, and brokerage services. Foreign finan-

cial institutions are welcome, and the insurance sector is 

dominated by foreign firms. The two largest banks are for-

eign and account for 60 percent of financial sector assets. 

Credit is allocated on market terms, and foreign investors 

may obtain credit freely. The stock exchange is small but 

active.

PROPERTY RIGHTS — 90%
Estonia’s judiciary is independent and insulated from 

government influence. Property rights and contracts are 

enforced by the courts, and the commercial code is applied 

consistently. As part of its ongoing effort to strengthen its 

judicial procedures since gaining EU membership, Estonia 

adopted a new code of criminal procedure in 2004.

FREEDOM FROM CORRUPTION — 64%
Corruption is perceived as somewhat present. Estonia 

ranks 27th out of 158 countries in Transparency Interna-

tional’s Corruption Perceptions Index for 2005.

LABOR FREEDOM — 51.2%
The labor market operates under rigid employment regu-

lations that are barriers to continuing employment and 

productivity growth. The non-salary cost of employing a 

worker can be high, and dismissing a redundant employee 

is relatively costly. Unemployment insurance amounts to 

about 40 percent to 50 percent of the worker’s previous 

wage, depending on the length of the unemployment peri-

od. There are rigid restrictions on increasing and contract-

ing the number of work hours.
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ETHIOPIA

Population:  70 million

GDP (PPP):   $52.9 billion
12.3% growth in 2004
4.4% 5-yr. comp. ann. growth
$756 per capita

Unemployment:  n/a

Inflation (CPI):  3.3%

FDI (net inflow):  $545.1 million (gross)

Official Development Assistance:  
Multilateral:  $834 million
Bilateral:  $1.1 billion (38% from the U.S.)

External Debt:  $6.6 billion

Exports:  $1.7 billion
Primarily coffee, qat, gold, leather prod-
ucts, live animals, oilseeds

Imports:  $3.8 billion
Primarily food, live animals, petroleum 
and petroleum products, chemicals, 
machinery, motor vehicles, cereals, 
textiles

E
thiopia’s economy is 54.4 percent free, according to our 
2007 assessment, which makes it the world’s 116th fre-

est economy. Its overall score is 1.1 percentage points high-
er than last year, partially reflecting new methodological 
detail. Ethiopia is ranked 21st out of 40 countries in the 
sub-Saharan Africa region, and its overall score is equal 
to the regional average.

Ethiopia does not rank strongly in any category but does 
score moderately well in fiscal freedom, freedom from 
government, and monetary freedom. The top income and 
corporate tax rates are moderate, and overall tax revenue 
is not large as a percentage of GDP. Government expen-
ditures are not high, and the government receives only 
a small amount of its total revenues from state-owned 
businesses.

As a developing nation, Ethiopia faces typical and diffi-
cult challenges. It does not score well in trade freedom, 
investment freedom, financial freedom, property rights, 
and freedom from corruption. Commercial regulation and 
bureaucracy are burdensome, and business operations 
(except for closing a business) are significantly hampered 
by the government. Ethiopia’s average tariff rate is high, 
and there are significant non-tariff barriers as well. The 
banking system is subject to strong political pressure, as is 
the rule of law. Property rights cannot be guaranteed.

BACKGROUND: Ethiopia is the second most populous coun-
try in sub-Saharan Africa and also one of the poorest. It is 
moving toward multi-party democracy, but obstacles to 
progress remain to be overcome, as demonstrated by the 
2005 post-election crackdown on protestors. Over three-
quarters of the population in rural areas is engaged in 
agriculture, and periodic drought can have severe conse-
quences. The government remains involved in key sectors 
of the economy and reserves other sectors for Ethiopians. 
Landlocked Ethiopia has depended heavily on Djibouti 
for access to foreign goods ever since a border war with 
Eritrea.

The economy is 54.4% free
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BUSINESS FREEDOM — 59.4%
Starting a business takes an average of 16 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license is difficult, but closing a business is relatively easy. 

The regulatory system is generally considered to be fair but 

not always transparent. Cumbersome bureaucracy deters 

entrepreneurial activities. The overall freedom to start, 

operate, and close a business is restricted by the national 

regulatory environment.

TRADE FREEDOM — 53%
Ethiopia’s weighted average tariff rate was 13.5 percent in 

2002. Non-tariff barriers include foreign exchange controls, 

burdensome trade-related regulations and bureaucracy, 

and some import restrictions. Consequently, an additional 

20 percent is deducted from Ethiopia’s trade freedom score 

to account for these non-tariff barriers.

FISCAL FREEDOM — 84.8%
Ethiopia has moderate tax rates. The top income tax rate 

is 35 percent, and the top corporate tax rate is 30 percent. 

Other taxes include a value-added tax (VAT) and a capital 

gains tax. In the most recent year, overall tax revenue as a 

percentage of GDP was 12.5 percent.

FREEDOM FROM GOVERNMENT — 83%
Total government expenditures in Ethiopia, including 

consumption and transfer payments, are low. In the most 

recent year, government spending equaled 25 percent of 

GDP, and the government received 7.2 percent of its total 

revenues from state-owned enterprises and government 

ownership of property. State ownership and management 

still guides many sectors of the economy.

MONETARY FREEDOM — 69.9%
Inflation in Ethiopia is relatively high, averaging 10.1 per-

cent between 2003 and 2005. Relatively high and unstable 

prices explain most of the monetary freedom score. The 

government influences prices through the regulation of 

state-owned enterprises and utilities and provides sub-

sidies and price controls for petroleum products. Con-

sequently, an additional 10 percent is deducted from 

Ethiopia’s monetary freedom score to adjust for measures 

that distort domestic prices.

INVESTMENT FREEDOM — 50%
Ethiopia has taken several steps to liberalize its foreign 

investment laws and streamline the registration process, 

but official and unofficial barriers still deter foreign invest-

ment. Certain sectors remain off-limits. The government 

has lowered the minimum capital investment for wholly 

and partially owned foreign investments. The Ethiopian 

Investment Commission, the main contact point for foreign 

investors, provides a highly expedited one-stop service 

that significantly cuts the cost of obtaining investment and 

business licenses. Foreign exchange accounts, payments, 

and current transfers are subject to controls and restric-

tions. There are significant controls on capital transactions. 

All investments must be approved and certified by the 

government.

FINANCIAL FREEDOM — 20%
Ethiopia’s small financial sector is subject to strong gov-

ernment influence. The central bank is not independent, 

and the government retains a strong influence over lend-

ing, including controlling interest rates and owning the 

country’s largest bank (Commercial Bank of Ethiopia), 

which accounts for three-quarters of total banking assets. 

However, the private banks have increased their share of 

total deposits, loans, and credit in recent years. Non-per-

forming loans are a lower percentage of the total but still 

account for over 25 percent of all loans. Microfinance is 

well established. Foreign firms are prohibited from invest-

ing in the banking and insurance sectors. The insurance 

sector is small and composed of nine companies, including 

one state-owned company. Ethiopia does not have a stock 

market, but the private sale of shares is common.

PROPERTY RIGHTS — 30%
The judicial system enforces property rights weakly. The 

system is underdeveloped, poorly staffed, and inexperi-

enced, although efforts are underway to strengthen its 

capacity. Property and contractual rights are recognized, 

and there are written commercial and bankruptcy laws, 

but judges lack an understanding of commercial matters. 

There is no guarantee that the decision of an international 

arbitration body will be fully accepted and implemented 

by Ethiopian authorities.

FREEDOM FROM CORRUPTION — 22%
Corruption is perceived as widespread. Ethiopia ranks 

137th out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005. 

LABOR FREEDOM — 72.3%
The labor market operates under relatively flexible employ-

ment regulations that hinder employment and productiv-

ity growth. The non-salary cost of employing a worker is 

very low, but dismissing a redundant employee is rela-

tively costly. There are rigid restrictions on increasing and 

contracting the number of working hours.
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FIJI

Population:  0.8 million

GDP (PPP):   $5.1 billion
4.1% growth in 2004
2.2% 5-yr. comp. ann. growth
$6,066 per capita

Unemployment:  7.6% (1999 estimate)

Inflation (CPI):  2.8%

FDI (net inflow):  –$9.2 million

Official Development Assistance: 
Multilateral:  $27 million
Bilateral:  $37 million (4.4% from the 
U.S.)

External Debt:  $267 million

Exports:  $678 million
Primarily sugar, garments, gold, timber, 
fish, molasses, coconut oil

Imports:  $1.3 billion
Primarily manufactured goods, machin-
ery, transport equipment, petroleum 
products, food, chemicals

F
iji’s economy is 59.8 percent free, according to our 2007 
assessment, which makes it the world’s 80th freest econ-

omy. Its overall score is 2.8 percentage points higher than 
last year, partially reflecting new methodological detail. 
Fiji is ranked 13th out of 30 countries in the Asia–Pacific 
region, and its overall score is slightly above the regional 
average.

Fiji scores well in business freedom, fiscal freedom, and 
labor freedom. Opening a business in Fiji is a routine pro-
cedure, and commercial licensing presents no problems. 
Closing an enterprise, however, can be costly. Fiji has mod-
erate top tax rates, and overall tax revenue is not high as a 
percentage of GDP. The labor market operates under high-
ly flexible conditions that make hiring and firing workers 
very easy. Inflation is fairly low, but Fiji’s monetary free-
dom score is hurt by government price controls.

Fiji is weak in investment freedom, property rights, and 
freedom from corruption. Foreign investment is highly 
controlled and regulated, and the judicial system enforc-
ing these regulations is erratic and clogged by a significant 
backlog of cases.

BACKGROUND: Fiji, a Pacific Island parliamentary democ-
racy, is a developing economy in which agriculture and 
fishing account for around 15 percent of GDP. Tourism, 
which has expanded rapidly for two decades, remains 
a pillar of the economy and a major source of foreign 
exchange earnings. The sugar and clothing industries are 
direct sources of jobs for more than 10 percent of Fiji’s 
labor force but need adjustments to remain viable and 
competitive. The government has tried to make the econ-
omy more business-friendly and diversified, but it still 
needs to deal with serious obstacles like the weak protec-
tion of property rights.

The economy is 59.8% free
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BUSINESS FREEDOM — 70.4%
Starting a business takes an average of 46 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license is simple, but closing a business can be difficult. The 

lack of transparency still impedes entrepreneurial activi-

ties. The overall freedom to start, operate, and close a busi-

ness is relatively well protected by the national regulatory 

environment.

TRADE FREEDOM — 61.8%
Fiji’s average tariff rate was 9.1 percent in 2004. The gov-

ernment also implements import licensing restrictions and 

quotas. Consequently, an additional 20 percent is deducted 

from Fiji’s trade freedom score to account for these non-

tariff barriers.

FISCAL FREEDOM — 86.3%
Fiji has moderate tax rates. Both the top income tax rate 

and the top corporate tax rate are 31 percent. Other taxes 

include a value-added tax (VAT) and a property tax. In the 

most recent year, overall tax revenue as a percentage of 

GDP was 11.5 percent.

FREEDOM FROM GOVERNMENT — 74.3%
Total government expenditures in Fiji, including consump-

tion and transfer payments, are moderate. In the most 

recent year, government spending equaled 31.6 percent of 

GDP, and the government received 6.9 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 74.7%
Inflation in Fiji is relatively low, averaging 2.6 percent 

between 2003 and 2005. Relatively stable prices explain 

most of the monetary freedom score. The government 

influences prices through state-owned utilities; controls the 

prices of various products, including food; and is autho-

rized to impose price controls on commodities to correct 

for “market inequities” for both consumers and producers. 

Consequently, an additional 15 percent is deducted from 

Fiji’s monetary freedom score to adjust for measures that 

distort domestic prices.

INVESTMENT FREEDOM — 30%
Fiji places a number of restrictions on foreign investment 

but also offers various tax incentives to investors in pre-

ferred activities. The government requires foreign inves-

tors to undergo several bureaucratic procedures to register 

and also must approve all foreign investments, exercising 

too much discretion according to unclear criteria. Residents 

may hold foreign exchange accounts subject to approval by 

the government. Non-residents may hold foreign exchange 

accounts subject to certain regulations. Most payments and 

transfers are subject to government approval and limita-

tions on amounts. Capital transfers in excess of specified 

amounts require approval by the central bank, the South 

Pacific Stock Exchange, or commercial banks.

FINANCIAL FREEDOM — 60%
Fiji’s financial system is relatively well developed and is 

characterized by a significant degree of foreign participa-

tion. The banking system accounts for 35 percent of finan-

cial system assets and is largely private. The state-owned 

Fiji Development Bank provides business development 

loans and offers commercial banking services. The gov-

ernment sold its minority stake in the Colonial National 

Bank in January 2006. The two largest banks are Austra-

lian and account for 80 percent of the banking market, and 

three other foreign banks operate freely. The insurance sec-

tor consists of 10 companies and is dominated by foreign 

firms. Fiji has a small stock exchange. The national pension 

system accounts for 45 percent of financial sector assets.

PROPERTY RIGHTS — 30%
Protection of property is highly uncertain in Fiji. The 

backlog of cases in the courts is significant, and process-

ing is slowed by a shortage of prosecutors. The purported 

abrogation of the constitution and other events, including 

abolition of the Supreme Court, have undermined the inde-

pendence of the judiciary. The many difficulties involved 

in obtaining land titles are serious obstacles to investment 

and growth.

FREEDOM FROM CORRUPTION — 40%
Corruption is perceived as significant. Fiji ranks 55th out of 

158 countries in Transparency International’s Corruption 

Perceptions Index for 2005.

LABOR FREEDOM — 70.5%
The labor market operates under relatively flexible employ-

ment regulations that could be improved to enhance 

employment and productivity growth. The non-salary cost 

of employing a worker is low, and dismissing a redundant 

employee is costless. There are rigid restrictions on increas-

ing or contracting the number of working hours.
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FINLAND

Population:  5.2 million

GDP (PPP):   $156.6 billion
3.6% growth in 2004
2.8% 5-yr. comp. ann. growth
$29,951 per capita

Unemployment:  8.8% (2004 estimate)

Inflation (CPI):  0.2%

FDI (net inflow):  $5.7 billion

Official Development Assistance: 
Multilateral:  None
Bilateral:  None

External Debt:  $211.7 billion (2005)

Exports:  $71.1 billion
Primarily machinery and equipment, 
chemicals, metals, timber, paper, pulp

Imports:  $60.6 billion
Primarily food, petroleum and petro-
leum products, chemicals, transport 
equipment, iron and steel, machinery, 
textile yarn and fabrics, grains

F
inland’s economy is 76.5 percent free, according to our 
2007 assessment, which makes it the world’s 16th freest 

economy. Its overall score is 0.9 percentage point higher 
than last year, partially reflecting new methodological 
detail. Finland is ranked 9th out of 41 countries in the 
European region, and its overall score is well above the 
regional average.

Finland has high levels of investment freedom, property 
rights, financial freedom, monetary freedom, and business 
freedom. A business-friendly environment with minimal 
regulation is enabling the rapid growth of private enter-
prise. Property is protected by a transparent rule of law, 
and foreign investors enjoy excellent market access. There 
is virtually no corruption, and business operations are not 
hampered by the bureaucracy. As a member of the euro 
zone, Finland has a standardized monetary policy that 
yields low inflation, despite some government distortion 
in the agricultural sector.

Finland could improve its labor freedom and freedom 
from government. As in many other European social 
democracies, high government spending supports an 
extensive welfare state: Government spending equals half 
of Finland’s GDP. The labor market operates under fairly 
restrictive regulations, such as a limited number of work-
ing hours allowed per week and very high unemployment 
benefits.

BACKGROUND: Finland ranks among the world’s most 
competitive and transparent economies. Both the infor-
mation and communications technology sectors make 
significant contributions to the economy. The government 
has given priority to reducing its labor market rigidities. 
Finland took its turn at the European Union presidency 
during the second half of 2006. Because Finland’s contri-
butions to the EU budget are expected to grow, however, 
the government faces the challenge of maintaining popu-
lar domestic support for EU policy.

The economy is 76.5% free
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BUSINESS FREEDOM — 95.3%
Starting a business takes an average of 14 days, compared 

to the world average of 48 days. The sound business envi-

ronment allows entrepreneurship to flourish in Finland. 

Obtaining a business license is relatively simple, and clos-

ing a business is very easy. The overall freedom to start, 

operate, and close a business is strongly protected by the 

national regulatory environment.

TRADE FREEDOM — 76.6%
Finland’s trade policy is the same as those of other mem-

bers of the European Union. The common EU weighted 

average tariff rate was 1.7 percent in 2005. Various non-

tariff barriers are reflected in EU and Finland government 

policy, including agricultural and manufacturing subsi-

dies, regulatory and licensing restrictions, and other mar-

ket access restrictions in sectors such as pharmaceuticals 

and services. Consequently, an additional 20 percent is 

deducted from Finland’s trade freedom score.

FISCAL FREEDOM — 75.4%
Finland has moderate tax rates. The top income tax rate is 

32.5 percent, and the top corporate tax rate is 26 percent. 

Other taxes include a value-added tax (VAT) and a real 

estate tax. The national wealth tax was abolished effective 

January 2006. In the most recent year, overall tax revenue 

as a percentage of GDP was 44.3 percent.

FREEDOM FROM GOVERNMENT — 39%
Total government expenditures in Finland, including con-

sumption and transfer payments, are very high. In the most 

recent year, government spending equaled 50.7 percent of 

GDP, and the government received 3.1 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 89.7%
Finland uses the euro as its currency. Between 2003 and 

2005, Finland’s weighted average annual rate of inflation 

was 0.7 percent. Stable prices explain most of the mon-

etary freedom score. However, as a participant in the EU’s 

Common Agricultural Policy, the government subsidizes 

agricultural production, distorting the prices of agricul-

tural products. The government also imposes artificially 

low prices on pharmaceutical products. Consequently, an 

additional 5 percent is deducted from Finland’s monetary 

freedom score to account for these policies.

INVESTMENT FREEDOM — 70%
Finland welcomes foreign investment and imposes few 

restrictions. Foreign investments do not require prior 

approval, but acquisitions of large Finnish companies may 

require follow-up clearance from the Ministry of Trade and 

Industry. Non–European Economic Area investors must 

apply for a license to invest in many sectors, including 

security, banking, insurance, mining, travel agencies, and 

restaurants. Restrictions on the purchase of land apply only 

to non-residents purchasing land in the Aaland Islands. 

There are no exchange controls and no restrictions on cur-

rent transfers or repatriation of profits, and both residents 

and non-residents may hold foreign exchange accounts.

FINANCIAL FREEDOM — 80%
Finland’s banking system is modern and sophisticated. 

Deregulation in the 1980s and a banking and financial 

crisis in the 1990s led to consolidation in the banking sec-

tor. There were 344 domestic banks operating at the end of 

2004, but the banking system is dominated by three major 

bank groups (Nordea, OKO Bank, and the Sampo Group), 

which together account for over 80 percent of the bank-

ing market. The government owns about 14 percent of the 

Sampo Group, which is majority foreign-owned. The bank-

ing industry is totally open to foreign competition. Capital 

markets determine interest rates. The stock exchange is 

part of OMX Exchanges, a regional integrated network of 

exchanges.

PROPERTY RIGHTS — 90%
Property rights are well protected, and contractual agree-

ments are strictly honored. The quality of Finland’s judi-

ciary and civil service is generally high. Expropriation is 

unlikely.

FREEDOM FROM CORRUPTION — 96%
Corruption is perceived as almost nonexistent. Finland 

ranks 2nd out of 158 countries in Transparency Interna-

tional’s Corruption Perceptions Index for 2005.

LABOR FREEDOM — 53.4%
The labor market operates under restrictive employment 

regulations that hamper employment and productivity 

growth. The non-salary cost of employing a worker is high, 

and dismissing a redundant employee is relatively costly. 

Finland’s unemployment insurance system provides both 

a government-funded basic unemployment benefit and the 

option of participating in an unemployment fund. Invol-

untarily unemployed individuals automatically receive 

benefits up to 500 working days.
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FRANCE

Population:  60.4 million

GDP (PPP):   $1.8 trillion
2.1% growth in 2004
2.1% 5-yr. comp. ann. growth
$29,300 per capita

Unemployment:  10%

Inflation (CPI):  2.1%

FDI (net inflow):  –$23.5 billion

Official Development Assistance: 
Multilateral:  None
Bilateral:  None

External Debt:  $2.8 trillion (2005)

Exports:  $531.5 billion
Primarily machinery and transportation 
equipment, aircraft, plastics, chemicals, 
pharmaceutical products, iron and 
steel, beverages

Imports:  $526.6 billion
Primarily machinery and equipment, 
vehicles, crude oil, aircraft, plastics, 
chemicals

F
rance’s economy is 66.1 percent free, according to our 
2007 assessment, which makes it the world’s 45th freest 

economy. Its overall score is 0.9 percentage point higher 
than last year, partially reflecting new methodological 
detail. France is ranked 26th out of 41 countries in the 
European region, and its overall score is lower than the 
regional average.

France scores well in business freedom, property rights, 
freedom from corruption, and monetary freedom. As a 
member of the European Union, France has a standard-
ized monetary policy that yields relatively low inflation, 
despite agricultural distortions. Property is protected by 
transparent rule of law. Starting a business takes only 
eight days—far below the world average—and closing a 
business is fairly easy.

Fiscal freedom, freedom from government, and invest-
ment freedom are weak. As in many other European 
social democracies, government spending and tax rates 
are exceptionally high in order to support an extensive 
welfare state. Foreign investment is also hurt by the intru-
sive regulatory system. Excessive labor protections have 
generated widespread youth unemployment and under-
employment but have proven resistant to reform.

BACKGROUND: Because France is a founding member of 
the EU, its rejection of the European Constitution in May 
2005 was a major political crisis. Prime Minister Domi-
nique de Villepin’s capitulation to labor union elements 
with regard to new labor legislation demonstrates the 
strength of reactionary elements in France, but the gov-
ernment has continued to open the telecommunications 
sector to more competition and recently announced its 
intentions to privatize the state-owned Gaz de France 
energy corporation. Services account for the largest por-
tion of the economy. Agricultural products, particularly 
wine and cheese, are politically protected exports.

The economy is 66.1% free
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BUSINESS FREEDOM — 86.1%
Starting a business takes an average of eight days, com-

pared to the world average of 48 days. Obtaining a busi-

ness license is simple, and closing a business is relatively 

easy. Although bureaucracy still remains pervasive, the 

government has made some progress in improving the 

transparency of the regulatory system. The overall freedom 

to start, operate, and close a business is protected by the 

national regulatory environment.

TRADE FREEDOM — 76.6%
France’s trade policy is the same as those of other members 

of the European Union. The common EU weighted aver-

age tariff rate is 1.7 percent. Various non-tariff barriers are 

reflected in EU and French government policy, including 

agricultural and manufacturing subsidies, regulatory and 

licensing restrictions, and other market access restrictions. 

The government also applies additional standards, quotas, 

or regulations on some items. Consequently, an additional 

20 percent is deducted from France’s trade freedom score.

FISCAL FREEDOM — 64.2%
France has high tax rates. The top income tax rate is 48.1 

percent, and the top corporate tax rate is 33.8 percent (a 

33.3 percent corporate tax rate plus a surcharge of 1.5 per-

cent). Other taxes include a value-added tax (VAT) and a 

business tax. In the most recent year, overall tax revenue 

as a percentage of GDP was 43.7 percent.

FREEDOM FROM GOVERNMENT — 32%
Total government expenditures in France, including con-

sumption and transfer payments, are very high. In the most 

recent year, government spending equaled 53.7 percent of 

GDP, and the government received 3.9 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 81.3%
France is a member of the euro zone. Between 2003 and 

2005, France’s weighted average annual rate of inflation was 

1.9 percent. Relatively low and stable prices explain most of 

the monetary freedom score. As a participant in the EU’s 

Common Agricultural Policy, the government subsidizes 

agricultural production, distorting the prices of agricultural 

products. The government has powers under the Commerce 

Code to impose price controls but uses them lightly. Prices 

are regulated for pharmaceuticals, books, electricity, gas, and 

rail transportation. Consequently, an additional 10 percent is 

deducted from France’s monetary policy score.

INVESTMENT FREEDOM — 50%
Foreign investment regulations are fairly simple, and many 

financial incentives are available. Foreign companies com-

plain of high payroll and income taxes, pervasive regula-

tion of labor and products markets, and negative attitudes 

toward foreign investors as disincentives. Foreign invest-

ment is restricted in agriculture, aircraft production, air 

transport, audiovisual, banking and financial and account-

ing services, insurance, maritime transport, publishing, 

radio and television media, road transportation, telecom-

munications, and tourism. Both residents and non-residents 

may hold foreign exchange accounts. There are no restric-

tions or controls on payments, transfers, or repatriation of 

profits, and non-residents may purchase real estate.

FINANCIAL FREEDOM — 60%
France has a large and sophisticated financial market. The 

financial, legal, regulatory, and accounting systems are 

somewhat burdensome but consistent with international 

norms. Holders of banking licenses may engage in any 

banking activity. Most loans are provided at market terms. 

The government has sold its majority stake in most banks 

and insurance companies but retains ownership of the 

Caisse des Depots et Consignations and a minority stake in 

several financial institutions. The postal service has its own 

bank and holds 10 percent of the financial services market. 

France is the world’s fourth-largest insurance market, and 

foreign companies held 21.5 percent of the market in 2004. 

The government owns stakes in several insurance compa-

nies, including the country’s largest. Capital markets are 

well developed, and foreign investors participate freely.

PROPERTY RIGHTS — 70%
Contractual agreements are secure, and both the judiciary 

and the civil service are highly professional. The bureau-

cracy is competent, though entanglements are common 

and can be time-consuming. The constitution states that 

any company defined as a national public service or natu-

ral monopoly must pass into state ownership.

FREEDOM FROM CORRUPTION — 75%
Corruption is perceived as minimal. France ranks 18th out 

of 158 countries in Transparency International’s Corrup-

tion Perceptions Index for 2005.

LABOR FREEDOM — 65.9%
The labor market operates under regulated employment 

rules that could be improved to enhance employment and 

productivity growth. The non-salary cost of employing a 

worker is very high, and dismissing a redundant employee 

can be costly. There are rigid restrictions on increasing or 

expanding the number of working hours. Due partly to 

complicated and pervasive labor regulations, the unem-

ployment rate is high. A recent effort to reform the regu-

lated labor market met fierce resistance.
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GABON

Population:  1.4 million

GDP (PPP):   $9.0 billion
1.4% growth in 2004
0.7% 5-yr. comp. ann. growth
$6,623 per capita

Unemployment:  20.0% (Jan. 2004)

Inflation (CPI):  0.4%

FDI (net inflow):  $317.7 million

Official Development Assistance: 
Multilateral:  $21 million
Bilateral:  $74 million (4% from the U.S.)

External Debt:  $4.2 billion

Exports:  $3.4 billion
Primarily crude oil, timber, manganese, 
uranium

Imports:  $1.9 billion
Primarily machinery and equipment, 
food, chemicals, construction materials

G
abon’s economy is 53 percent free, according to our 
2007 assessment, which makes it the world’s 129th fre-

est economy. Its overall score is 2 percentage points lower 
than last year, partially reflecting new methodological 
detail. Gabon is ranked 28th out of 40 countries in the sub-
Saharan Africa region, and its overall score is almost equal 
to the regional average.

Gabon enjoys high levels of fiscal freedom, business free-
dom, and monetary freedom. Though taxes are high, overall 
revenue is relatively small as a percentage of GDP. National 
business licensing procedures are simple, but some other 
regulations are difficult and inefficient. Inflation is excep-
tionally low, but the government distorts market prices 
through a variety of price controls on certain goods.

Gabon faces many challenges, including weak trade free-
dom, investment freedom, financial freedom, property 
rights, and freedom from corruption. The average tariff 
rate is extremely high and is supplemented by extensive 
non-tariff barriers. Though the government agreed with the 
International Monetary Fund in 2005 to liberalize foreign 
investment rules, little progress has been made. Gabon’s 
financial system is small and subject to substantial politi-
cal interference. The judicial system is protective of private 
property but is also influenced by politics. Corruption is 
present in the civil service, although not as extensively as 
in other developing countries in the region.

BACKGROUND: Gabon’s economy is driven by oil, forestry, 
and minerals. Oil accounts for over 40 percent of gross 
domestic product, 65 percent of government revenues, and 
over 80 percent of exports; but production is declining, and 
the government is trying to diversify the economy. Eco-
nomic growth has barely exceeded 1 percent over the past 
decade. President Omar Bongo Ondimba has ruled Gabon 
since 1967. Ongoing problems include mismanagement and 
a lack of transparency in government finances, corruption, 
and outdated infrastructure. The government has priva-
tized or dissolved over half of Gabon’s state-owned firms.

The economy is 53% free

Rank: 129
Regional Rank: 28 of 40

@ @ @ @ @ @ @ @ @ @ @
@ @

@
@ @ @ @ @

@ @ @ @ @
@ @

@
@

@ @ @
@

@ @ @
@

@
@

@



Business Freedom
Trade Freedom 
Fiscal Freedom

Fdm fm Government
Monetary Freedom

 Investment Freedom
Financial Freedom

Property Rights
 Fdm fm Corruption

 Labor Freedom

100 = most free,         = world average

0 50 100

182 2007 Index of Economic Freedom

BUSINESS FREEDOM — 52.1%
Starting a business takes an average of 60 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license is relatively simple, but closing a business is dif-

ficult. Complex regulations and bureaucratic delays are 

ongoing problems. The overall freedom to start, operate, 

and close a business is restricted by the national regulatory 

environment.

TRADE FREEDOM — 46.4%
Gabon’s weighted average tariff rate was 16.8 percent in 

2005. Import controls, high import taxes, and export quo-

tas and subsidies add to the cost of trade. Consequently, 

an additional 20 percent is deducted from Gabon’s trade 

freedom score to account for these non-tariff barriers.

FISCAL FREEDOM — 74.2%
Gabon has high tax rates. The top income tax rate is 50 

percent, and the top corporate tax rate is 35 percent. The 

government also imposes a value-added tax (VAT). In the 

most recent year, overall tax revenue as a percentage of 

GDP was 11.9 percent.

FREEDOM FROM GOVERNMENT — 71%
Total government expenditures in Gabon, including con-

sumption and transfer payments, are moderate. In the most 

recent year, government spending equaled 21.7 percent of 

GDP, and the government received 54 percent of its total 

revenues from state-owned enterprises and government 

ownership of property. Privatization of state-owned com-

panies has been limited in recent years.

MONETARY FREEDOM — 81.3%
Inflation in Gabon is low, averaging 0.3 percent between 

2003 and 2005. Such stable prices explain most of the mon-

etary freedom score. The government influences prices 

through subsidies to state-owned enterprises and price 

controls on various products including fuel, pharmaceuti-

cals, and medical equipment. Consequently, an additional 

15 percent is deducted from Gabon’s monetary freedom 

score to adjust for measures that distort domestic prices.

INVESTMENT FREEDOM — 40%
Foreign investment and domestic capital are not treated 

equally. Under an agreement signed with the IMF in July 

2005, Gabon is committed to economic liberalization, but 

not much has been done in this regard. Residents may 

hold foreign exchange accounts subject to some restric-

tions. Non-residents may hold foreign exchange accounts 

but must report them to the government. The government 

must approve most transfers and payments to most coun-

tries. Capital transactions are subject to various reporting 

requirements, controls, and official authorization. All real 

estate transactions must be reported.

FINANCIAL FREEDOM — 40%
Gabon’s financial system is small and subject to extensive 

government influence. Overall, government ownership 

shares account for about 25 percent of total financial sector 

assets. Gabon is a member of the Central African Economic 

and Monetary Community along with five other countries. 

These countries share a common central bank, the Central 

Bank of West African States (BCEAO), and a common cur-

rency. The banking system includes a development bank 

and five commercial banks and is open to foreign compe-

tition. Three banks are affiliated with French banks, and 

another is entirely foreign-owned. However, most banks 

are at least partially owned by the state. Domestic credit 

is limited and expensive but available to foreign investors 

without discrimination, although such loans require prior 

authorization. There are four major insurance companies 

and a small regional stock exchange headquartered in 

Gabon.

PROPERTY RIGHTS — 40%
Private property is moderately well protected in Gabon. 

The president influences the judiciary and both chambers 

of parliament, and other countries doing business in Gabon 

do not always treat giving or accepting a bribe as a criminal 

act. Expropriation is unlikely.

FREEDOM FROM CORRUPTION — 29%
Corruption is perceived as widespread. Gabon ranks 88th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 55.7%
The labor market operates under restrictive employment 

regulations that hinder employment and productivity 

growth. The non-salary cost of employing a worker is high, 

and dismissing a redundant employee is relatively costly. 

Regulations related to increasing or contracting the num-

ber of work hours are rigid.
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THE GAMBIA

Population:  1.5 million

GDP (PPP):   $2.9 billion
5.1% growth in 2004
4.1% 5-yr. comp. ann. growth
$1,991 per capita

Unemployment:  n/a

Inflation (CPI):  14.2%

FDI (net inflow):  $59 million

Official Development Assistance: 
Multilateral:  $70 million
Bilateral:  $15 million (21% from the U.S.)

External Debt:  $674.0 million

Exports:  $126.8 million (2004 estimate)
Primarily peanut products, fish, cotton 
lint, palm kernels, re-exports

Imports:  $234.4 million (2004 estimate)
Primarily food, manufactures, fuel, 
machinery, transport equipment

T
he Gambia’s economy is 57.6 percent free, according to 
our 2007 assessment, which makes it the world’s 93rd 

freest economy. Its overall score is 0.3 percentage point 
lower than last year, partially reflecting new methodologi-
cal detail. The Gambia is ranked 13th out of 40 countries 
in the sub-Saharan Africa region, and its overall score is 
slightly higher than the regional average.

The Gambia ranks moderately well in fiscal freedom, 
freedom from government, and labor freedom. Both the 
top income tax rate and the top corporate tax rate are 35 
percent, which is comparable to the U.S., and overall tax 
revenue is not overly large as a percentage of GDP. Gov-
ernment expenditures are not excessive, and the level of 
income from state-owned businesses is relatively low. The 
labor market is highly flexible, and dismissing a redun-
dant employee is easy.

As a developing nation, The Gambia faces significant 
challenges. Trade freedom, investment freedom, property 
rights, and freedom from corruption all score relatively 
poorly. The average tariff rate is fairly high, and an inef-
ficient and corrupt bureaucracy has a negative impact on 
most aspects of commercial life. Property rights are not 
secured by an independent judiciary, and the judiciary is 
subject to political interference.

BACKGROUND: The Gambia is Africa’s smallest country. 
President Yahya Jammeh, who led a successful mili-
tary coup in 1994, was re-elected in 2001 and, as of this 
writing, was expected to win a third term in September 
2006. Most of the population lives in rural villages and is 
engaged in subsistence agriculture. The agricultural sector 
accounts for about 30 percent of GDP. Corruption remains 
a problem, and many parts of the government are poorly 
managed, lacking in transparency, and inefficient. The 
government has announced its commitment to improv-
ing infrastructure, advancing privatization, and removing 
regulatory impediments to business.

The economy is 57.6% free
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BUSINESS FREEDOM — 59%
Starting a business takes an average of 27 days, compared 

to the world average of 48 days. This benefits entrepre-

neurship and helps to maximize job creation. Obtaining 

a business license is relatively simple, but closing a busi-

ness is difficult. Bureaucratic inefficiency and lack of trans-

parency remain problems. The overall freedom to start, 

operate, and close a business is restricted by the national 

regulatory environment.

TRADE FREEDOM — 54.6%
The Gambia’s simple average tariff rate was 12.7 percent 

in 2003. Non-tariff barriers to trade include an inefficient 

and sometimes corrupt customs process, restrictive licens-

ing arrangements, and sanitary and phytosanitary pro-

hibitions on a few products. Consequently, an additional 

20 percent is deducted from The Gambia’s trade freedom 

score to account for these non-tariff barriers.

FISCAL FREEDOM — 81.4%
The Gambia has moderately high tax rates. Both the top 

income tax rate and the top corporate tax rate are 35 per-

cent. Other taxes include a capital gains tax, a sales tax, and 

a road tax. In the most recent year, overall tax revenue as a 

percentage of GDP was 18.6 percent.

FREEDOM FROM GOVERNMENT — 76.4%
Total government expenditures in The Gambia, including 

consumption and transfer payments, are moderate. In the 

most recent year, government spending equaled 31.2 per-

cent of GDP, and the government received 2.6 percent of 

its total revenues from state-owned enterprises and gov-

ernment ownership of property. Most leading companies 

are still under government control, and privatization has 

proceeded slowly.

MONETARY FREEDOM — 67.2%
Inflation in The Gambia is relatively high, averaging 7.9 

percent between 2003 and 2005. Relatively high and unsta-

ble prices explain most of the monetary freedom score. The 

government influences prices through a large public sector, 

and most leading companies, including those in agricul-

ture, water, electricity, maritime services, public transpor-

tation, and telecommunications, remain in government 

hands. Consequently, an additional 15 percent is deducted 

from The Gambia’s monetary freedom score to adjust for 

measures that distort domestic prices.

INVESTMENT FREEDOM — 50%
Foreign and domestic investment receive equal treat-

ment. There are no limits on foreign ownership or control 

of businesses in all sectors except television broadcasting 

and defense-related activities. Repatriation of profits is per-

mitted, and foreign investors may invest without a local 

partner, although the government does state its intent to 

encourage joint ventures. Regulatory barriers—including 

the absence of a transparent competition law—need to be 

addressed in order to attract the foreign capital needed to 

jump-start sustainable growth. Residents and non-resi-

dents may hold foreign exchange accounts. There are no 

restrictions on payments and transfers. Some capital trans-

actions are controlled.

FINANCIAL FREEDOM — 60%
The Gambia’s financial system is small and dominated by 

banking. The Gambia is a member of the Economic Com-

munity of West African States (ECOWAS), which promotes 

regional trade and economic integration. Plans to establish 

a West African Monetary Zone (WAMZ) with four other 

countries based on a second West African common curren-

cy, the eco, and possessing a joint central bank have been 

delayed. The largest commercial bank is a locally incor-

porated subsidiary of the U.K.-based Standard Chartered, 

which is 25 percent owned by Gambian shareholders. There 

are four other commercial banks and a development bank 

that opened in 1998. Microfinance is growing in impor-

tance. The insurance sector and the stock market remain 

small. Supervision and regulation of the financial system 

remain deficient because of weak institutional capacity, 

and the central bank is subject to government influence.

PROPERTY RIGHTS — 30%
The judiciary, especially at the lower levels, is sometimes 

subject to pressure from the executive branch. Intimidation 

of lawyers, a lack of independence, and a lack of technical 

support for the legal profession severely undermine the 

administration of justice. Lack of judicial security is one of 

the main deterrents to doing business. The Supreme Court 

is in disarray and has not functioned since 2003.

FREEDOM FROM CORRUPTION — 27%
Corruption is perceived as widespread. The Gambia ranks 

103rd out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 70.9%
The labor market operates under relatively flexible employ-

ment regulations that could be improved to enhance 

employment and productivity growth. The non-salary 

cost of employing a worker is moderate, and dismissing a 

redundant employee is relatively costless.
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GEORGIA

Population:  4.5 million

GDP (PPP):   $12.8 billion
6.2% growth in 2004
5.8% 5-yr. comp. ann. growth
$2,844 per capita

Unemployment:  15.3%

Inflation (CPI):  5.7%

FDI (net inflow):  $489.5 million

Official Development Assistance: 
Multilateral:  $137 million
Bilateral:  $221 million (42% from the 
U.S.)

External Debt:  $2.1 billion

Exports:  $1.6 billion
Primarily scrap metal, machinery, chem-
icals, fuel re-exports, citrus fruits, tea, 
wine

Imports:  $2.5 billion
Primarily fuels, machinery and parts, 
transport equipment, grain and other 
foods, pharmaceuticals

G
eorgia’s economy is 68.7 percent free, according to 
our 2007 assessment, which makes it the world’s 35th 

freest economy. Its overall score is 3.9 percentage points 
higher than last year, partially reflecting new methodolog-
ical detail but mostly as a result of an increase in labor 
freedom. Georgia is ranked 20th out of 41 countries in 
the European region, and its overall score is equal to the 
regional average.

Georgia scores highly in business freedom, fiscal freedom, 
freedom from government, and labor freedom. Business 
operations are simple and not hampered by red tape. A 
very low top income tax rate complements the low corpo-
rate tax rate, and government tax revenue is fairly low as 
a percentage of GDP. Government expenditures are also 
low, and government-owned businesses are a negligible 
source of revenue. Georgia’s labor market is highly flexible 
and far freer than those of most advanced economies.

As a transforming post-Communist economy, Georgia 
has much to improve. Trade freedom, property rights, 
and freedom from corruption remain problems, and an 
inefficient bureaucracy burdens many commercial sec-
tors. Non-tariff trade barriers are correspondingly high, 
and property rights cannot be guaranteed by the courts 
because of inefficiency and persistent corruption.

BACKGROUND: Georgia became independent with the 
collapse of the Soviet Union in 1991, but its survival was 
later threatened by civil wars and secessionist movements. 
President Mikheil Saakashvili has remained politically 
dominant since February 2005. On May 2, 2006, Saakash-
vili announced that Georgia will re-examine its mem-
bership in the Commonwealth of Independent States, a 
Russian-dominated bloc of former Soviet republics. The 
government has undertaken several privatizations and 
structural reforms, such as streamlining trade tariffs and 
taxes. Georgia has benefited from completion of the Baku–
Tbilisi–Ceyhan oil pipeline from Azerbaijan to Turkey, 
which provides oil transit revenue.

The economy is 68.7% free

Rank: 35
Regional Rank: 20 of 41
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BUSINESS FREEDOM — 78.9%
Starting a business takes an average of 16 days, compared 

to the world average of 48 days. This benefits entrepre-

neurship and helps to maximize job creation. Obtaining 

a business license and closing a business are relatively 

simple. The overall freedom to start, operate, and close a 

business is relatively well protected by the national regula-

tory environment.

TRADE FREEDOM — 61.8%
Georgia’s weighted average tariff rate was 9.1 percent in 

2004. While Georgia has made progress toward liberalizing 

its trade regime, certain non-tariff barriers, including agri-

culture subsidies and an inefficient and corrupt customs 

process, continue to add to the cost of trade. Consequently, 

an additional 20 percent is deducted from Georgia’s trade 

freedom score to account for these non-tariff barriers.

FISCAL FREEDOM — 94.2%
Georgia has low tax rates. The top income tax rate is a flat 

12 percent, and the top corporate tax rate is 20 percent. 

Other taxes include a value-added tax (VAT), a tax on inter-

est, and a tax on dividends. In the most recent year, overall 

tax revenue as a percentage of GDP was 18.2 percent.

FREEDOM FROM GOVERNMENT — 91.3%
Total government expenditures in Georgia, including 

consumption and transfer payments, are low. In the most 

recent year, government spending equaled 19.1 percent of 

GDP, and the government received 0.7 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 77.9%
Inflation in Georgia is relatively high, averaging 7.3 percent 

between 2003 and 2005. Relatively unstable prices explain 

most of the monetary freedom score. Prices are generally 

set in the market, but the government may impose control 

over prices through regulation of state-owned enterprises. 

The government also provides subsidies for agricultural 

products. Consequently, an additional 5 percent is deduct-

ed from Georgia’s monetary freedom score.

INVESTMENT FREEDOM — 60%
Georgia has undergone a major structural reform to cre-

ate a business-friendly environment. Foreign investment 

receives equal treatment. There are no restrictions on pur-

chases of or investment in domestic companies, stocks, 

bonds, or any other property, and local participation in 

businesses or investments is not required. Both domestic 

and foreign investors can use a one-stop-window system 

to obtain a business license in 24 hours. Foreign firms are 

allowed to participate freely in privatizations. Residents 

and non-residents may hold foreign exchange accounts. 

There are limits and tests for payments and current trans-

fers. Capital transactions are not restricted but must be reg-

istered. Judicial inefficiency and corruption are the only 

major impediments to foreign investors.

FINANCIAL FREEDOM — 70%
Georgia’s small financial sector has undergone substantial 

liberalization since the 1990s. The central bank assumed 

a supervisory role and imposed stringent reporting and 

capital requirements that led to the closure or merging of 

a number of banks. There were 20 banks as of April 2005, 

down from 247 in 1995. The top six banks account for about 

87 percent of banking assets. Non-performing loans are a 

problem for some banks. Foreign bank branches are wel-

come, and foreign investors are majority owners of sev-

eral banks. The government does not have a stake in any 

bank. Despite consolidation, the banking sector remains 

weak, and banks remain risk-averse. The insurance sec-

tor includes significant foreign participation. The stock 

exchange is small and underdeveloped.

PROPERTY RIGHTS — 30%
Judicial corruption is still a problem despite the govern-

ment’s substantial improvement in trying to raise the level 

of efficiency and fairness in the courts. Under its anti-cor-

ruption program, the government has fired thousands 

of civil servants and police and has prosecuted several 

bureaucrats. Both foreigners and Georgians continue to 

doubt the judicial system’s ability to protect private prop-

erty and contracts.

FREEDOM FROM CORRUPTION — 23%
Corruption is perceived as widespread. Georgia ranks 

130th out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 99.9%
The labor market operates under highly flexible employ-

ment regulations that enhance employment and productiv-

ity growth. The non-salary cost of employing a worker can 

be high, but dismissing a redundant employee is costless. 

Rules on increasing or contracting the number of work 

hours are very flexible. Georgia leads the world in labor 

market freedom.
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GERMANY

Population:  82.5 million

GDP (PPP):   $2.3 trillion
1.6% growth in 2004
1.2% 5-yr. comp. ann. growth
$28,303 per capita

Unemployment:  10.6% (4th quarter 
2004)

Inflation (CPI):  1.7%

FDI (net inflow):  –$31.3 billion

Official Development Assistance: 
Multilateral:  None
Bilateral:  None

External Debt:  $3.6 trillion (2005)

Exports:  $1.1 trillion
Primarily machinery, vehicles, chemi-
cals, metals and manufactures, food, 
textiles

Imports:  $912.6 billion
Primarily machinery, vehicles, chemi-
cals, food, textiles, metals

G
ermany’s economy is 73.5 percent free, according to 
our 2007 assessment, which makes it the world’s 19th 

freest economy. Its overall score is 0.5 percentage point 
lower than last year, partially reflecting new methodologi-
cal detail. Germany is ranked 11th out of 41 countries in 
the European region, and its overall score is higher than 
the regional average.

Germany enjoys strong business freedom, property rights, 
freedom from corruption, and investment freedom. Busi-
ness regulations are clear and efficient, enforced by the 
rule of law, and free of political interference. The govern-
ment imposes few restrictions on foreign capital, which is 
subject to the same regulations as domestic investment. 
There is almost no corruption.

Freedom from government, financial freedom, and labor 
freedom are weaker. As in many other European social 
democracies, government spending and tax rates are 
exceptionally high in order to support an extensive wel-
fare state. The labor market operates under restrictive con-
ditions, although Germany has made a serious effort to 
lower its labor protectionism.

BACKGROUND: Germany is the European Union’s largest 
economy. Even though it is home to many world-class 
companies and rates as the world’s largest exporter, the 
economy has performed poorly in recent years. Over 5 
million Germans were unemployed in 2005 when the 
unemployment rate surged over 10 percent to highs not 
seen in seven decades, where it remained in 2006. Overall 
growth is weak, and a fiscal budget deficit in 2005 again 
violated the EU’s Stability and Growth Pact. Per capita 
income is now below nine other EU countries. The fact that 
Germany’s non-wage labor costs are among the world’s 
highest indicates an area in need of fundamental reform.

The economy is 73.5% free

Rank: 19
Regional Rank: 11 of 41
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BUSINESS FREEDOM — 88.2%
Starting a business takes an average of 24 days, compared 

to the world average of 48 days. Obtaining a business 

license is simple, and closing a business is easy. Germany’s 

regulatory system is transparent and consistent, but some 

bureaucratic obstacles persist. The overall freedom to start, 

operate, and close a business is protected by the national 

regulatory environment.

TRADE FREEDOM — 76.6%
Germany’s trade policy is the same as those of other mem-

bers of the European Union. The common EU weighted 

average tariff rate was 1.7 percent in 2005. Various non-

tariff barriers are reflected in EU and German government 

policy, including agricultural and manufacturing subsidies, 

regulatory and licensing restrictions, and other market 

access restrictions. The government also applies standards, 

quotas, or regulations beyond EU standards on selected 

items, and regulations and bureaucratic procedures can be 

difficult. Consequently, an additional 20 percent is deduct-

ed from Germany’s trade freedom score.

FISCAL FREEDOM — 74.3%
Germany has a high income tax rate and a moderate corpo-

rate income tax rate. The top income tax rate is 44.3 percent 

(a reduced top income tax rate of 42 percent plus a 5.5 per-

cent surcharge), and the top corporate tax rate is 25 percent 

(raised to 26.4 percent by an additional 5.5 percent solidar-

ity tax). Other taxes include a value-added tax (VAT) and 

a trade tax that varies from 13 percent to 20 percent. In the 

most recent year, overall tax revenue as a percentage of 

GDP was 34.6 percent.

FREEDOM FROM GOVERNMENT — 48%
Total government expenditures in Germany, including 

consumption and transfer payments, are very high. In the 

most recent year, government spending equaled 47 percent 

of GDP, and the government received 1.4 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 81.5%
Germany is a member of the euro zone. Between 2003 and 

2005, Germany’s weighted average annual rate of inflation 

was 1.8 percent. Relatively stable prices explain most of 

the monetary freedom score. As a participant in the EU’s 

Common Agricultural Policy, the government subsidizes 

agricultural production, distorting the prices of agricul-

tural products. It also regulates prices for pharmaceuticals, 

electricity, telecommunications, and other public services. 

Consequently, an additional 10 percent is deducted from 

Germany’s monetary freedom score.

INVESTMENT FREEDOM — 90%
Foreign and domestic investors receive equal treatment. 

There are no restrictions on capital transactions or current 

transfers, real estate purchases, repatriation of profits, or 

access to foreign exchange. There are no serious limita-

tions on new projects, except for requiring permission for 

the sale of defense companies to foreign investors, and no 

permanent currency controls on foreign investments. The 

government is somewhat skeptical of takeovers of key 

German companies by foreign groups. Some businesses, 

including certain financial institutions, passenger transport 

businesses, and real estate agencies, require licenses.

FINANCIAL FREEDOM — 50%
Germany’s financial system is open and modern. Regu-

lations are generally transparent and consistent with 

international norms. The banking sector is dominated by 

public-sector financial institutions. Private banks account 

for less than 30 percent of the market, and publicly owned 

banks linked to state and local governments account for 

nearly 50 percent. The government has stopped provid-

ing state guarantees and subsidies to public banks. Interest 

rates are market-determined, and foreign investors may 

access credit freely. Non-European banks need a license 

to open a branch or subsidiary. The 120 banks with for-

eign ownership comprise a modest element of banking 

sector activity. The insurance sector and capital markets 

are sophisticated, deep, and open to foreign participation.

PROPERTY RIGHTS — 90%
Property is well protected in Germany. The judiciary is 

independent and efficient. Contractual agreements are 

secure, and the judiciary and civil service are highly pro-

fessional. There are separate supreme courts to deal with 

cases on commercial, tax, labor, and constitutional issues.

FREEDOM FROM CORRUPTION — 82%
Corruption is perceived as minimal. Germany ranks 16th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 54.6%
The labor market operates under restrictive employment 

regulations that seriously hinder employment and produc-

tivity growth. The non-salary cost of employing a worker 

is high, and dismissing a redundant employee is costly. 

Reforms implemented in recent years focus on reducing 

welfare benefits for the unemployed. However, Germany’s 

wages and fringe benefits remain among the world’s high-

est, and the ability of businesses to fire workers is subject 

to rigid conditions, all of which serves as a disincentive to 

invest and create jobs.
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GHANA

Population:  21.7 million

GDP (PPP):   $48.5 billion
5.8% growth in 2004
4.7% 5-yr. comp. ann. growth
$2,240 per capita

Unemployment:  10% (1997 estimate)

Inflation (CPI):  12.6%

FDI (net inflow):  $139.3 million (gross)

Official Development Assistance: 
Multilateral:  $571 million
Bilateral:  $1.8 billion (4% from the U.S.)

External Debt:  $7.0 billion

Exports:  $3.5 billion
Primarily gold, cocoa, timber, tuna, 
bauxite, aluminum, manganese ore, 
diamonds

Imports:  $5.4 billion
Primarily capital equipment, petroleum, 
food

G
hana’s economy is 58.1 percent free, according to our 
2007 assessment, which makes it the world’s 91st freest 

economy. Its overall score is 1.5 percentage points higher 
than last year, partially reflecting new methodological 
detail. Ghana is ranked 11th out of 40 countries in the 
sub-Saharan Africa region, and its overall score is slightly 
higher than the regional average.

Ghana has good scores for fiscal freedom, freedom from 
government, and monetary freedom. The top income and 
corporate tax rates are fairly low, and overall tax revenue 
is not excessive as a percentage of GDP. The amount of 
revenue from government-owned businesses is likewise 
relatively small. Inflation is fairly high, but Ghana has 
made progress in reducing price subsidies and state dis-
tortions of the market.

Ghana could make significant progress in several other 
areas such as investment freedom, financial freedom, 
property rights, labor freedom, and freedom from corrup-
tion. Commercial regulations are extensive, and the labor 
market is inflexible. Ghana restricts foreign investment in 
several sectors, and the weak rule of law means that con-
sistent judicial adjudication cannot be guaranteed. This 
inconsistency is due more to an inefficient public sector 
than to outright corruption.

BACKGROUND: Ghana was the first colony in sub-Saharan 
Africa to gain independence. Political discourse is deepen-
ing with the development of private radio and mobile tele-
phony. Agriculture accounts for over half of employment, 
almost half of gross domestic product, and about one-
third of total exports (predominantly cocoa and timber). 
The government has made improving the infrastructure a 
priority and has generally followed through on economic 
reform. Over 300 state-owned enterprises (of about 350) 
have been privatized. Regulatory barriers can be onerous, 
however, and corruption, while lower than in other Afri-
can countries, remains a problem.

The economy is 58.1% free
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Regional Rank: 11 of 40
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BUSINESS FREEDOM — 54.9%
Starting a business takes an average of 81 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a busi-

ness license and closing a business are difficult. Although 

the government has focused on streamlining regulations 

as part of its strategy of empowering the private sector, 

bureaucratic processes remain slow. The overall freedom 

to start, operate, and close a business is limited by the 

national regulatory environment.

TRADE FREEDOM — 58%
Ghana’s weighted average tariff rate was 11 percent in 

2004. Non-tariff barriers include special import fees and 

taxes, cumbersome and non-transparent regulations, and 

import bans and restrictions. The government also sup-

ports domestic private enterprise with financial incentives 

and tax holidays as part of its export promotion policies. 

Consequently, an additional 20 percent is deducted from 

Ghana’s trade freedom score to account for these non-tariff 

barriers.

FISCAL FREEDOM — 88.4%
Ghana has moderate tax rates. Both the top income tax rate 

and the top corporate tax rate are 25 percent. Other taxes 

include a value-added tax (VAT) and a capital gains tax. In 

the most recent year, overall tax revenue as a percentage of 

GDP was 22.3 percent.

FREEDOM FROM GOVERNMENT — 72%
Total government expenditures in Ghana, including con-

sumption and transfer payments, are moderate. In the 

most recent year, government spending equaled 33.3 per-

cent of GDP, and the government received 6.3 percent of its 

total revenues from state-owned enterprises and govern-

ment ownership of property. Privatization has been slow 

in recent years, and many state owned enterprises perform 

poorly.

MONETARY FREEDOM — 70%
Inflation in Ghana is relatively high, averaging 15.6 percent 

between 2003 and 2005. Relatively unstable prices explain 

most of the monetary freedom score. Although the gov-

ernment has made significant progress toward privatizing 

the public sector, it influences prices through the regula-

tion of state-owned utilities and controls prices for petro-

leum products. Consequently, an additional 5 percent is 

deducted from Ghana’s trade freedom score to adjust for 

measures that distort domestic prices.

INVESTMENT FREEDOM — 50%
The foreign investment code eliminates screening of for-

eign investment, guarantees capital repatriation, and does 

not discriminate against foreign investors. The laws restrict 

petty trading, taxi services, gambling and lotteries, beauty 

salons, and barbershops to Ghanaians. The process to set 

up a business requires compliance with regulations and 

procedures of at least five government agencies. Residents 

may hold foreign exchange accounts, and non-residents 

may hold them subject to restrictions. Payments and cur-

rent transfers are subject to restrictions. The Bank of Ghana 

must approve most capital transactions, and foreign direct 

investment faces a minimum capital requirement.

FINANCIAL FREEDOM — 50%
Ghana’s financial system is small and dominated by bank-

ing. Ghana is a member of the Economic Community of 

West African States (ECOWAS), which promotes regional 

trade and economic integration. Plans to establish a West 

African Monetary Zone (WAMZ) with four other countries 

based on a second West African common currency have 

been delayed. There were 18 banks as of 2005: 10 commer-

cial banks, five merchant banks, and three development 

banks. Five commercial banks are foreign-owned and play 

a leading role in the sector. The government owns over 

34 percent of the Ghana Commercial Bank (the largest 

domestic bank) and owns two other banks. There were 19 

insurance companies in 2004, including two state-owned 

companies that dominate the sector. The stock exchange is 

small, and foreign investors face some restrictions.

PROPERTY RIGHTS — 50%
Ghana’s judicial system suffers from corruption, albeit less 

so than those of some other African countries, and the judi-

ciary is subject to political influence. The courts are slow in 

disposing of cases and at times face challenges in enforc-

ing decisions, largely because of resource constraints and 

institutional inefficiencies.

FREEDOM FROM CORRUPTION — 40%
Corruption is perceived as significant. Ghana ranks 65th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 48.2%
The labor market operates under highly restrictive employ-

ment regulations that hinder employment and productiv-

ity growth. The non-salary cost of employing a worker can 

be high, and dismissing a redundant employee is costly 

and difficult. Daily minimum wages, which were raised in 

recent years, are set by a tripartite commission composed 

of representatives of government, labor, and employers.
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GREECE

Population:  11.1 million

GDP (PPP):   $245.5 billion
4.7% growth in 2004
4.4% 5-yr. comp. ann. growth
$22,205 per capita

Unemployment:  10.5% (2004 estimate)

Inflation (CPI):  2.9%

FDI (net inflow):  $744.5 million

Official Development Assistance: 
Multilateral:  None
Bilateral:  None

External Debt:  $75.2 billion (2005 
estimate)

Exports:  $48.8 billion
Primarily food and beverages, manufac-
tured goods, petroleum products, 
chemicals, textiles

Imports:  $61.4 billion
Primarily machinery, transport equip-
ment, fuels, chemicals

G
reece’s economy is 57.6 percent free, according to our 
2007 assessment, which makes it the world’s 94th fre-

est economy. Its overall score is 0.5 percentage point lower 
than last year, partially reflecting new methodological 
detail. Greece is ranked 36th out of 41 countries in the 
European region, and its overall score is much lower than 
the regional average.

As a developed nation, Greece scores highly in surpris-
ingly few areas. Trade freedom and monetary freedom 
are the best parts of the economy, and fiscal freedom also 
scores well. The average tariff rate is low, but trade suf-
fers from numerous non-tariff barriers. As a member of 
the European Union, Greece has a standardized monetary 
policy that yields relatively low inflation, but government 
distortions in the agricultural sector persist. Greece has a 
high top income tax rate but is moving to reduce its rela-
tively low corporate tax rate to 25 percent.

Freedom from government, financial freedom, and labor 
freedom could be improved. As in many other Europe-
an welfare states, government spending is exceptionally 
high. A highly restrictive labor market is another problem, 
as firing employees is difficult and keeping them on the 
payroll is costly.

BACKGROUND: Since the abolition of the monarchy in 1974, 
Greece has been governed by a parliamentary democracy. 
The modernization of infrastructure and increased tour-
ism associated with the 2004 Olympic Games led to strong 
economic growth in recent years, but the sharp decline in 
financial assistance from the EU that is scheduled for 2007 
makes implementation of the economic reforms promised 
by Prime Minister Costas Karamanlis and his New Democ-
racy Party a matter of some urgency. Corruption within 
state enterprises and the country’s inefficient bureaucracy 
continues to deter foreign investors. Although exports of 
textiles and foodstuffs have increased, Greece still relies 
heavily on its services sector, particularly tourism.

The economy is 57.6% free

Rank: 94
Regional Rank: 36 of 41
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BUSINESS FREEDOM — 70.2%
Starting a business takes an average of 38 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a busi-

ness license and closing a business are relatively simple. 

Bureaucratic obstacles and slowness are still obstacles to 

business. The overall freedom to start, operate, and close a 

business is relatively well protected by the national regula-

tory environment.

TRADE FREEDOM — 76.6%
Greece’s trade policy is the same as those of other members 

of the European Union. The common EU weighted aver-

age tariff rate was 1.7 percent in 2005. Various non-tariff 

barriers are reflected in EU and Greek government policy, 

including agricultural and manufacturing subsidies, regu-

latory and licensing restrictions, and other market access 

restrictions. Regulations and bureaucratic procedures can 

be difficult, and corruption raises the cost of trade. Conse-

quently, an additional 20 percent is deducted from Greece’s 

trade freedom score.

FISCAL FREEDOM — 74.5%
Greece has a high income tax rate and a moderate corpo-

rate tax rate. The top income tax rate is 40 percent, and the 

top corporate tax rate is 29 percent effective January 2006. 

The corporate tax rate will be lowered to 25 percent within 

the next three years. Other taxes include a value-added tax 

(VAT) and a tax on interest. In the most recent year, overall 

tax revenue as a percentage of GDP was 37.3 percent.

FREEDOM FROM GOVERNMENT — 45.3%
Total government expenditures in Greece, including con-

sumption and transfer payments, are very high. In the most 

recent year, government spending equaled 48.3 percent of 

GDP, and the government received 0.8 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 78.3%
Greece is a member of the euro zone. Between 2003 and 

2005, Greece’s weighted average annual rate of inflation 

was 3.4 percent. Relatively moderate prices explain most 

of the monetary freedom score. As a participant in the EU’s 

Common Agricultural Policy, the government subsidizes 

agricultural production, distorting the prices of agricul-

tural products. The government also regulates prices for 

pharmaceuticals and transportation and retains the right 

to set a ceiling on retail petroleum prices. Consequently, an 

additional 10 percent is deducted from Greece’s monetary 

freedom score to account for these policies.

INVESTMENT FREEDOM — 50%
Greece officially welcomes foreign investment, but the gov-

ernment restricts both foreign and domestic investment in 

utilities, and non-EU investors receive less advantageous 

treatment than other investors in the banking, mining, 

broadcasting, maritime, and air transport sectors. An inef-

ficient bureaucracy is one of the strongest impediments to 

foreign investment. Both residents and non-residents may 

hold foreign exchange accounts. There are no restrictions 

or controls on payments, real estate transactions, transfers, 

or repatriation of profits. Investments in border regions are 

restricted to EU residents.

FINANCIAL FREEDOM — 40%
Greece has a relatively efficient and well-developed finan-

cial system. At the end of 2004, there were 62 domestic 

and foreign banks and special credit institutions. The state 

dominated the banking system in the 1990s, but privatiza-

tion and mergers have reduced the level of state influence. 

Six large commercial groups that operate as private uni-

versal banks now dominate the system, although the state 

still directly controls one bank and indirectly controls two 

other large banks that account for a large percentage of 

banking assets. State-controlled banks are highly exposed 

to state-owned enterprises that are financially unhealthy. 

The insurance sector is small, and capital markets are well 

established.

PROPERTY RIGHTS — 50%
Enforcing property and contractual rights through the court 

system is time-consuming and often problematic. The judi-

ciary is supposed to be nonpartisan but tends to reflect the 

political sensibilities of the government in power. Seeking 

legal advice and assistance before entering into a lawsuit 

is critical. Expropriation of property is unlikely.

FREEDOM FROM CORRUPTION — 43%
Corruption is perceived as significant. Greece ranks 47th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 48.5%
The labor market operates under highly restrictive employ-

ment regulations that hinder employment and productiv-

ity growth. The non-salary cost of employing a worker is 

high, and dismissing a redundant employee can be diffi-

cult. Penalizing overtime, labor codes limit working hours 

and part-time employment. A new labor law passed in 

2005 aims at providing greater flexibilities to employers.
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How Do We Measure Economic Freedom? See Chapter 
3 (page 37) for an explanation of the methodology or 
visit the Index Web site at heritage.org/index.

GUATEMALA

Population:  12.3 million

GDP (PPP):   $53.0 billion
2.7% growth in 2004
2.6% 5-yr. comp. ann. growth
$4,313 per capita

Unemployment:  7.5% (2003 estimate)

Inflation (CPI):  7.4%

FDI (net inflow):  $154.7 million (gross)

Official Development Assistance: 
Multilateral:  $37 million
Bilateral:  $241 million (33% from the 
U.S.)

External Debt:  $5.5 billion

Exports:  $4.6 billion
Primarily coffee, sugar, petroleum, 
apparel, bananas, fruits and vegetables, 
cardamom

Imports:  $8.5 billion
Primarily fuels, machinery and transport 
equipment, construction materials, 
grain, fertilizers, electricity

G
uatemala’s economy is 61.2 percent free, according to 
our 2007 assessment, which makes it the world’s 68th 

freest economy. Its overall score is 0.6 percentage point 
higher than last year, partially reflecting new methodolog-
ical detail. Guatemala is ranked 16th out of 29 countries in 
the Americas, and its overall score is slightly lower than 
the regional average.

Guatemala receives high scores in fiscal freedom, freedom 
from government, labor freedom, and monetary freedom. 
Personal and corporate tax rates are moderate, and overall 
tax revenue is relatively low as a percentage of GDP. Gov-
ernment expenditures are very low (almost 10 percent of 
GDP), and income from state-owned businesses is negli-
gible. The labor market is fairly flexible, although firing an 
employee can be costly. Despite inflationary problems, the 
government has wisely avoided direct price controls.

Guatemala scores poorly in business freedom, investment 
freedom, and financial freedom. The scores for property 
rights and corruption are lowest of all, and both areas 
need to be improved to nurture investment. Closing a 
business is difficult, and licensing procedures are bur-
densome. Many sectors of the economy are off-limits to 
foreign investors, and an inefficient bureaucracy further 
repels foreign capital. The judiciary is not an effective arbi-
ter of cases, and corruption is extensive.

BACKGROUND: Guatemala is Central America’s most 
populous country. The government has withdrawn 
from ownership of services and energy utilities, and the 
Dominican Republic–Central America Free Trade Agree-
ment (DR–CAFTA), ratified in 2005, should boost trade 
and employment prospects in the formal sector. About 75 
percent of the population lives below the poverty line, less 
than one-third of all age-appropriate youth are enrolled in 
secondary school, and 50 percent of the labor force works 
in agriculture. High crime rates and rising youth gang 
membership challenge Guatemala’s police, and a weak 
judiciary remains plagued by corruption.

The economy is 61.2% free

Rank: 68
Regional Rank: 16 of 29
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BUSINESS FREEDOM — 54.1%
Starting a business takes an average of 30 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license can be very difficult, and closing a business is dif-

ficult. Bureaucratic impediments and slowness are persis-

tent problems. The overall freedom to start, operate, and 

close a business is restricted by the national regulatory 

environment.

TRADE FREEDOM — 70.2%
Guatemala’s weighted average tariff rate was 4.9 percent in 

2004. Non-tariff barriers to trade include regulatory restric-

tions, some limitations on market access in the services 

sector, and a burdensome and corrupt customs process. 

Consequently, an additional 20 percent is deducted from 

Guatemala’s trade freedom score to account for these non-

tariff barriers.

FISCAL FREEDOM — 86.5%
Guatemala has moderate tax rates. Both the top income tax 

rate and the top corporate tax rate are 31 percent. Other 

taxes include a value-added tax (VAT), a capital gains tax, 

and a tax on interest. In the most recent year, overall tax 

revenue as a percentage of GDP was 10.1 percent.

FREEDOM FROM GOVERNMENT — 96.4%
Total government expenditures in Guatemala, including 

consumption and transfer payments, are low. In the most 

recent year, government spending equaled 11.4 percent of 

GDP, and the government received 1.8 percent of its total 

revenues from state-owned enterprises and government 

ownership of property. The pace of privatization has been 

slowed by the government’s indecisiveness.

MONETARY FREEDOM — 72.2%
Inflation in Guatemala is relatively high, averaging 7.9 per-

cent between 2003 and 2005. Relatively high and unstable 

prices explain most of the monetary freedom score. The 

government maintains few price controls, but it does sub-

sidize numerous economic activities and products, such 

as fuel and housing construction. Consequently, an addi-

tional 10 percent is deducted from Guatemala’s monetary 

freedom score to adjust for measures that distort domestic 

prices.

INVESTMENT FREEDOM — 50%
Guatemala grants foreign investors national treatment and 

allows the full repatriation of profits. Licenses to foreign 

investors to provide professional services are restricted, 

as is foreign ownership of domestic airlines, newspapers 

and commercial radio stations, mining and forestry opera-

tions, petroleum operations, and real estate. Time-con-

suming administrative procedures, arbitrary bureaucratic 

impediments and judicial decisions, a high crime rate, and 

corruption impede investment. Minerals, petroleum, and 

natural resources are considered the property of the state. 

Residents and non-residents may hold foreign exchange 

accounts. There are no restrictions or controls on payments, 

transactions, and transfers.

FINANCIAL FREEDOM — 60%
Guatemala’s financial system is small and dominated by 

bank-centered financial conglomerates. As of Novem-

ber 2005, 24 domestic banks and one foreign bank were 

operating. The third and tenth largest banks are partially 

or fully owned by the government and together account 

for about 14 percent of banking assets. There are also 20 

private finance companies (two of them inactive) and 11 

authorized offshore banks. Foreign borrowers are able to 

secure domestic credit. Bank supervision and transpar-

ency have been strengthened under a legal and regulatory 

framework adopted in 2002, which also makes it easier for 

the government to intervene in troubled banks. Capital 

markets are small and involved primarily in trading gov-

ernment debt. The government permits foreign currency to 

be used as legal tender for accounts, salaries, and monetary 

instruments.

PROPERTY RIGHTS — 30%
Dispute resolution through Guatemala’s judicial system is 

time-consuming and often unreliable. Civil cases can take 

as long as a decade to resolve. Judicial corruption is not 

uncommon. Land invasions by squatters are increasingly 

common in rural areas, and squatters can be difficult to 

evict.

FREEDOM FROM CORRUPTION — 25%
Corruption is perceived as widespread. Guatemala ranks 

117th out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 68%
The labor market operates under relatively flexible employ-

ment regulations that could be improved to enhance 

employment and productivity growth. The non-salary 

cost of employing a worker is moderate, but dismissing 

a redundant employee is relatively costly. There are some 

restrictions on increasing or contracting the number of 

work hours.

GUATEMALA’S TEN ECONOMIC FREEDOMS

Business Freedom
Trade Freedom 
Fiscal Freedom

Fdm fm Government
Monetary Freedom

 Investment Freedom
Financial Freedom

Property Rights
 Fdm fm Corruption

 Labor Freedom

100 = most free,         = world average

0 50 100

194 2007 Index of Economic Freedom

 54.1  
 70.2  
 86.5  
 96.4  
 72.2  
 50  
 60  
 30  
 25  
 68

L
L

L

L
L

L
L
L
L

L



Sub-Saharan Africa Average = 54.7
World Average = 60.6

1995 2007

100

80

60

40

20

0

195

Q U I C K  FAC T S 

How Do We Measure Economic Freedom? See Chapter 
3 (page 37) for an explanation of the methodology or 
visit the Index Web site at heritage.org/index.

GUINEA

Population:  9.2 million

GDP (PPP):   $20.1 billion
2.7% growth in 2004
2.8% 5-yr. comp. ann. growth
$2,180 per capita

Unemployment:  n/a

Inflation (CPI):  17.5%

FDI (net inflow):  $100 million (gross)

Official Development Assistance: 
Multilateral:  $157 million
Bilateral:  $202 million (24% from the 
U.S.)

External Debt:  $3.5 billion

Exports:  $810.9 million
Primarily bauxite, alumina, gold, 
diamonds, coffee, fish, agricultural 
products

Imports:  $963.6 million
Primarily petroleum products, metals, 
machinery, transport equipment, 
textiles, grain and other food

G
uinea’s economy is 55.1 percent free, according to our 
2007 assessment, which makes it the world’s 111th fre-

est economy. Its overall score is 1.4 percentage points high-
er than last year, partially reflecting new methodological 
detail. Guinea is ranked 18th out of 40 countries in the 
sub-Saharan Africa region, and its overall score is equal 
to the regional average.

Guinea scores well in fiscal freedom, freedom from gov-
ernment, and labor freedom. Relatively high tax rates on 
income and corporations dampen its overall fiscal score, 
but tax revenue is low as a percentage of GDP. Government 
expenditures are also low, and state-owned businesses do 
not account for a significant portion of total revenues. The 
labor market is highly flexible, although the non-salary 
cost of employing a worker is high.

As a developing sub-Saharan African country, Guinea 
faces challenges in such areas as investment freedom, 
monetary freedom, property rights, and business freedom. 
Bureaucratic inefficiency and corruption affect virtually all 
areas of the economy. Foreign investment is subject to an 
opaque process of government approval, and the lack of 
basic infrastructure exacerbates the corruption and inef-
ficiency of the bureaucracy. The judiciary is subject to per-
vasive political interference and corruption at all levels, 
despite nominal government efforts to improve.

BACKGROUND: President Lansana Conté has ruled Guinea 
since seizing power in 1984. He won his first presidential 
election in 1993 and a third term in 2003. Most opposi-
tion parties are not represented because they boycott the 
elections. Instability in the Ivory Coast and Liberia affects 
the social, political, and economic situation. The govern-
ment is marked by corruption and lack of transparency. 
Electricity and water shortages are common. More than 
three-quarters of the population is engaged in subsistence 
agriculture. Guinea possesses half of the world’s baux-
ite reserves, and the mining of aluminum, gold, and dia-
monds is important to the economy.

The economy is 55.1% free

Rank: 111
Regional Rank: 18 of 40
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BUSINESS FREEDOM — 39.3%
Starting a business takes an average of 49 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license is very difficult, and closing a business is difficult. 

The application of commercial law lacks both transparency 

and consistency. The overall freedom to start, operate, and 

close a business is seriously restricted by the national regu-

latory environment.

TRADE FREEDOM — 54.6%
Guinea’s average tariff rate was 12.7 percent in 2005. Non-

tariff barriers include a lack of foreign currency for trans-

acting formal trade, import taxes, state-owned import and 

export monopolies, regulatory controls, subsidies, and 

corruption in the customs process. Consequently, an addi-

tional 20 percent is deducted from Guinea’s trade freedom 

score to account for these non-tariff barriers.

FISCAL FREEDOM — 83.3%
Guinea has high tax rates. Both the top income tax rate and 

the top corporate tax rate are 35 percent. Other taxes include 

a value-added tax (VAT), a tax on insurance contracts, and 

an apprenticeship tax. In the most recent year, overall tax 

revenue as a percentage of GDP was 7.9 percent.

FREEDOM FROM GOVERNMENT — 92.4%
Total government expenditures in Guinea, including con-

sumption and transfer payments, are low. In the most 

recent year, government spending equaled 16.5 percent of 

GDP, and the government received 3.9 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 57.5%
Inflation in Guinea is high, averaging 26.3 percent between 

2003 and 2005. Relatively high and unstable prices explain 

most of the monetary freedom score. The government 

influences prices through the regulation of state-owned 

enterprises and administrative price controls for cement, 

petroleum products, water, and electricity. It also provides 

subsidies for rice importers. Consequently, an additional 

10 percent is deducted from Guinea’s monetary freedom 

score to adjust for measures that distort domestic prices.

INVESTMENT FREEDOM — 30%
Investment is deterred by bureaucratic inefficiency, a lack 

of basic services infrastructure, and opaque application 

procedures that allow for significant corruption. Foreign 

investors are restricted from majority ownership in radio, 

television, and newspapers. Both residents and non-resi-

dents may hold foreign exchange accounts, but residents 

may hold such accounts abroad only with central bank 

approval. Payments and transfers are subject to govern-

ment approval in some cases, and repatriation is con-

trolled. All capital transfers through the official exchange 

market and many capital transactions, including all real 

estate transactions and all outward direct investment, must 

be authorized by the central bank.

FINANCIAL FREEDOM — 60%
Guinea’s financial system is small and dominated by bank-

ing. Guinea is a member of the Economic Community of 

West African States (ECOWAS), which promotes regional 

trade and economic integration. Regulation can be some-

what burdensome, and supervision is weak. The financial 

sector consists of six deposit-taking banks, four insurance 

companies, a social security institution, two cooperative 

banks, and a number of foreign exchange bureaus and 

microfinance institutions. There are few restrictions on 

banks, and foreign banks dominate the sector. Microfinance 

institutions, although growing in number and importance, 

account for only about 3 percent of sector assets. Overall, 

Guinea’s banking system remains fragile, risk-averse, and 

unable to meet the private sector’s development needs. 

There is no stock market.

PROPERTY RIGHTS — 30%
Property is weakly protected in Guinea. Entrepreneurs 

complain that poorly trained magistrates, high levels of 

corruption, and nepotism plague the administration of jus-

tice. The government intends to reform the judiciary with 

the help of international donor agencies. To that end, it 

established an arbitration court in 1999, but much remains 

to be done.

FREEDOM FROM CORRUPTION — 30%
The difficulties involved in registering a business have 

resulted in the existence of a very large informal economy. 

Much of the population finds the informal sector the only 

place in which to obtain income.

LABOR FREEDOM — 73.5%
The labor market operates under relatively flexible 

employment regulations that do not hinder employment 

or productivity growth. The non-salary cost of employing 

a worker is high, but dismissing a redundant employee is 

costless. Regulations on increasing or contracting the num-

ber of work hours are rigid.
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GUINEA–BISSAU

Population:  1.5 million

GDP (PPP):   $1.1 billion
2.2% growth in 2004
0.3% 5-yr. comp. ann. growth
$722 per capita

Unemployment:  n/a

Inflation (CPI):  0.8%

FDI (net inflow):  $4.5 million

Official Development Assistance: 
Multilateral:  $59 million
Bilateral:  $29 million (0.4% from the 
U.S.)

External Debt:  $765 million

Exports:  $71 million (2003 estimate)
Primarily cashew nuts, shrimp, peanuts, 
palm kernels, sawn lumber

Imports:  $101.5 million (2003 estimate)
Primarily food, machinery and transport 
equipment, petroleum products

G
uinea–Bissau’s economy is 45.7 percent free, according 
to our 2007 assessment, which makes it the world’s 

148th freest economy. Its overall score is 1.4 percentage 
points lower than last year, partially reflecting new meth-
odological detail. Guinea–Bissau is ranked 37th out of 40 
countries in the sub-Saharan Africa region, and its overall 
score is lower than the regional average.

Guinea–Bissau scores well in fiscal freedom, and some-
what well in monetary freedom. The top income tax is a 
low 20 percent, but the top corporate rate is higher. Taxes 
are not excessive as a percentage of GDP. Inflation is low, 
and the government directly distorts prices in only one 
area (cashew nuts), although it does influence the market 
slightly through state-owned enterprises.

Guinea–Bissau’s business freedom, investment freedom, 
financial freedom, property rights, labor freedom, and 
freedom from corruption all score poorly. Normal business 
operations are intensely difficult. Significant restrictions 
on foreign investment combine with domestic regulations 
and an inflexible labor market to create a business-hostile 
climate. Partially as a consequence, Guinea–Bissau has the 
West African Economic and Monetary Union’s weakest 
financial system. Weak rule of law jeopardizes the protec-
tion of property rights. Corruption is so rampant that the 
informal market (mainly diamonds) dwarfs the legitimate 
market.

BACKGROUND: Guinea–Bissau is one of the world’s poor-
est countries and has a history of instability. A September 
2003 military intervention forced President Kumba Yala to 
resign. The military appointed a civilian transitional gov-
ernment, and legislative elections were held in March 2004. 
In August 2005, former President João Bernardo Vieira was 
declared the winner of the presidential election. Agricul-
ture, forestry, and fishing account for the bulk of GDP and 
employ most people. Cashew nuts are the primary export. 
Instability has greatly hindered economic growth, the infra-
structure is dilapidated, and corruption is substantial.

The economy is 45.7% free

Rank: 148
Regional Rank: 37 of 40
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BUSINESS FREEDOM — 27.2%
Starting a business takes an average of 233 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Despite government 

efforts to streamline the registration process and reduce 

bureaucracy, obtaining a business license is difficult, and 

closing a business is very difficult. The overall freedom to 

start, operate, and close a business is seriously limited by 

the national regulatory environment.

TRADE FREEDOM — 52.8%
Guinea–Bissau’s weighted average tariff rate was 13.6 

percent in 2004. Abuses in customs, including irregulari-

ties in the valuation of imports and difficulty tracking and 

monitoring goods, add to the cost of trade. Consequently, 

an additional 20 percent is deducted from Guinea–Bis-

sau’s trade freedom score to account for these non-tariff 

barriers.

FISCAL FREEDOM — 88.6%
Guinea–Bissau has a low income tax rate but a high cor-

porate tax rate. The top income tax rate is 20 percent, and 

the top corporate tax rate is 35 percent. In the most recent 

year, overall tax revenue as a percentage of GDP was 9.1 

percent.

FREEDOM FROM GOVERNMENT — 59.9%
Total government expenditures in Guinea–Bissau, includ-

ing consumption and transfer payments, are high. In the 

most recent year, government spending equaled 40.4 per-

cent of GDP, and the government received 5.9 percent of its 

total revenues from state-owned enterprises and govern-

ment ownership of property.

MONETARY FREEDOM — 80.7%
Inflation in Guinea–Bissau is relatively low, averaging 2.1 

percent between 2003 and 2005. Relatively low and stable 

prices explain most of the monetary freedom score. The 

government influences prices through the regulation of 

state-owned utilities and controls prices for cashew nuts, 

the country’s primary export. Consequently, an additional 

10 percent is deducted from Guinea–Bissau’s monetary 

freedom score to adjust for measures that distort domestic 

prices.

INVESTMENT FREEDOM — 40%
Political and economic instability, a weak infrastructure, 

and an unskilled workforce discourage foreign invest-

ment in Guinea–Bissau. The investment code provides for 

investment incentives and guarantees against nationaliza-

tion and expropriation. Non-residents may hold foreign 

exchange accounts with permission of the Central Bank 

of West African States (BCEAO), and residents may hold 

them with permission of the Ministry of Finance and the 

BCEAO. Capital transfers to most foreign countries are 

restricted. The government must approve most personal 

capital movements between residents and non-residents, 

such as personal loans, gifts or inheritances, or transfers 

of assets.

FINANCIAL FREEDOM — 40%
Guinea–Bissau has the weakest, least developed finan-

cial sector among the eight members of the West African 

Economic and Monetary Union (WAEMU). The BCEAO 

governs banking and other financial institutions. The eight 

BCEAO member countries use the CFA franc, pegged to 

the euro. Three banks were operating in the first half of 

2006, including the country’s first microfinance institution 

(a subsidiary of a regional development bank) that began 

operations at the end of 2005 and the new Banco da União 

that opened in early 2006 with the government, a regional 

development bank, and the WAEMU as shareholders. A 

fourth bank is expected to open in late 2006. The govern-

ment, regional government institutions, and foreign inves-

tors participate in the banking sector. There is a regional 

development bank as well as a regional stock exchange 

based in the Ivory Coast.

PROPERTY RIGHTS — 20%
Protection of property in Guinea–Bissau is extremely weak. 

The judiciary is subject to executive influence and control. 

Judges are poorly trained, poorly paid, and subject to cor-

ruption. Traditional practices still prevail in most rural 

areas, and persons who live in urban areas often bring 

judicial disputes to traditional counselors to avoid the costs 

and bureaucratic impediments of the official system. The 

police often resolve disputes.

FREEDOM FROM CORRUPTION — 10%
Guinea–Bissau’s informal market is so large that it eclips-

es the legal market. Trade in smuggled diamonds is very 

large, as is trade in food and fishing products. There is a 

substantial level of corruption.

LABOR FREEDOM — 37.9%
The labor market operates under highly restrictive employ-

ment regulations that hinder employment and productiv-

ity growth. The non-salary cost of employing a worker is 

high, and dismissing a redundant employee is relatively 

costly. Guinea–Bissau’s labor freedom is one of the 20 low-

est in the world.
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GUYANA

Population:  0.8 million

GDP (PPP):   $3.3 billion
1.6% growth in 2004
0.6% 5-yr. comp. ann. growth
$4,439 per capita

Unemployment:  9.1% (2000)

Inflation (CPI):  4.7%

FDI (net inflow):  $48.4 million (gross)

Official Development Assistance: 
Multilateral:  $95 million
Bilateral:  $81 million (24% from the U.S.)

External Debt:  $1.2 billion (2002)

Exports:  $748.0 million
Primarily sugar, gold, bauxite, alumina, 
rice, shrimp, molasses, rum, timber

Imports:  $782.4 million
Primarily manufactures, machinery, 
petroleum, food

G
uyana’s economy is 58.2 percent free, according to 
our 2007 assessment, which makes it the world’s 90th 

freest economy. Its overall score is 1.4 percentage points 
lower than last year, partially reflecting new methodologi-
cal detail and partly reflecting a sharp drop in labor free-
dom. Guyana is ranked 20th out of 29 countries in the 
Americas, and its overall score is slightly lower than the 
regional average.

Guyana does not rank strongly in any category but scores 
best in monetary freedom, labor freedom, and fiscal free-
dom. The top income and corporate tax rates are high but 
not excessive, and overall tax revenue is moderate as a per-
centage of GDP. Inflation is below 10 percent, and Guyana 
benefits from a highly flexible labor market. Firing a worker 
can be difficult, but employing labor is relatively easy.

As a developing nation, Guyana faces substantial economic 
challenges. Investment freedom, business freedom, prop-
erty rights, and freedom from corruption all score poorly. 
Significant restrictions on foreign investment are slowly 
being addressed, and these restrictions, combined with an 
inefficient bureaucracy, substantially limit Guyana’s eco-
nomic freedom. The substandard rule of law means that 
property rights are protected only erratically, and corrup-
tion is a problem in all areas of government.

BACKGROUND: Colonized by the Dutch and later by the 
British, Guyana gained its independence in 1966. Support 
for the two major political parties is highly polarized by 
ethnic tensions, and any attempts at reform have been 
made only under framework agreements with interna-
tional organizations. Guyana’s economy depends mainly 
on agriculture and mining. Parliamentary and presiden-
tial elections originally scheduled for August 4, 2006, 
were delayed because of problems with voter registration. 
Recent high-profile killings have highlighted a growing 
crime problem and threaten public order: Minister of Agri-
culture Satyadeo Sawh, for example, was assassinated in 
April 2006.

The economy is 58.2% free
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BUSINESS FREEDOM — 57%
Starting a business takes an average of 46 days, roughly 

equal to the world average of 48 days. Obtaining a busi-

ness license is relatively simple, but closing a business can 

be very difficult. Bureaucratic procedures are burdensome 

and time-consuming. The overall freedom to start, operate, 

and close a business is restricted by the national regulatory 

environment.

TRADE FREEDOM — 57%
Guyana’s weighted average tariff rate was 11.5 percent in 

2003. Non-tariff barriers include import-licensing require-

ments for a relatively large number of products, delays, 

customs corruption, import taxes, import restrictions, and 

burdensome standards and regulations. Consequently, an 

additional 20 percent is deducted from Guyana’s trade 

freedom score to account for these non-tariff barriers.

FISCAL FREEDOM — 78.5%
Guyana has high tax rates. The top income tax rate is 33.3 

percent, and the top corporate tax rate is 35 percent. Other 

taxes include a fuel tax and a sales tax. In the most recent 

year, overall tax revenue as a percentage of GDP was 29.9 

percent.

FREEDOM FROM GOVERNMENT — 66.1%
Total government expenditures in Guyana, including con-

sumption and transfer payments, are high. In the most 

recent year, government spending equaled 35.9 percent of 

GDP, and the government received 11.5 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 74%
Inflation in Guyana is relatively high, averaging 6.4 percent 

between 2003 and 2005. Relatively high and unstable prices 

explain most of the monetary freedom score. Guyana has 

made progress in removing most price controls and priva-

tizing the large public sector, but the government still influ-

ences prices through the regulation of state-owned utilities 

and enterprises. Consequently, an additional 10 percent is 

deducted from Guyana’s monetary freedom score to adjust 

for measures that distort domestic prices.

INVESTMENT FREEDOM — 50%
Guyana has been moving toward a more welcoming envi-

ronment for foreign investors, although the government 

remains cautious about approving new foreign investment 

and encourages joint ventures with the government. The 

approval process can be bureaucratic and non-transpar-

ent. Residents involved in exporting activities (which are 

subject to approval) and non-residents are allowed to hold 

foreign exchange accounts. Payments and transfers are 

not restricted. Most capital transactions are unrestricted, 

but all credit operations are controlled. Guyana’s constitu-

tion guarantees the right of foreigners to own property or 

land.

FINANCIAL FREEDOM — 60%
Guyana’s financial system is small and underdeveloped. 

The banking sector dominates the financial system. Legis-

lation implemented in 1997 introduced more effective bank 

regulation and supervision, but weaknesses remain. Non-

performing loans are relatively high at 14 percent, down 

from 25 percent during the mid-1990s. There are six com-

mercial banks, the two largest of which—the Bank of Nova 

Scotia and Republic Bank (Guyana)—are foreign-owned. 

There are approximately two dozen credit unions. The 

last state-owned bank, the Guyana National Co-Operative 

Bank (GNCB), was sold in 2003. There are some restrictions 

on financial activities with non-residents. Guyana also has 

six insurance companies and a small stock exchange.

PROPERTY RIGHTS — 40%
Guyana’s judicial system is often slow, inefficient, and sub-

ject to corruption. Law enforcement officials and promi-

nent lawyers question the independence of the judiciary 

and accuse the government of intervening in some cases. A 

shortage of trained court personnel and magistrates, poor 

resources, and persistent bribery prolong the resolution of 

court cases unreasonably.

FREEDOM FROM CORRUPTION — 25%
Corruption is perceived as widespread. Guyana ranks 

117th out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 74%
The labor market operates under relatively flexible employ-

ment regulations that could be improved to enhance 

employment and productivity growth. The non-salary cost 

of employing a worker is low, but dismissing a redundant 

employee is relatively costly.
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HAITI

Population:  8.4 million

GDP (PPP):   $14.15 billion (2005 estimate)
–3.8% growth in 2004
–0.8% 5-yr. comp. ann. growth
$1,700 per capita (2005 
estimate)

Unemployment:  n/a

Inflation (CPI):  22.8%

FDI (net inflow):  $6.5 million (gross)

Official Development Assistance: 
Multilateral:  $93 million
Bilateral:  $210 million (44% from the
U.S.)

External Debt:  $1.2 billion

Exports:  $469.2 million
Primarily manufactures, coffee, oils, 
cocoa, mangoes

Imports:  $1.4 billion
Primarily food, manufactured goods, 
machinery and transport equipment, 
fuels, raw materials

H
aiti’s economy is 52.2 percent free, according to our 
2007 assessment, which makes it the world’s 135th 

freest economy. Its overall score is 2.4 percentage points 
higher than last year, partially reflecting new methodolog-
ical detail. Haiti is ranked 27th out of 29 countries in the 
Americas, and its overall score is lower than the regional 
average.

Haiti has high levels of freedom from government, labor 
freedom, and trade freedom. The top income and corpo-
rate tax rates are somewhat high, but overall tax revenue is 
low as a percentage of GDP. Government expenditures are 
also low. Overall labor flexibility is impressively high.

Major weaknesses are found in business freedom, invest-
ment freedom, property rights, and freedom from cor-
ruption. Starting a business takes four times longer than 
the world average, and regulation is intrusive. There are 
significant restrictions on foreign capital, and investment 
decisions are often subject to the arbitrary will of the 
bureaucracy. Rule of law is weak as a result of prolonged 
political instability. Haiti’s judicial system is affected by the 
crippling corruption in most areas of the public sector.

BACKGROUND: Haiti is the Western Hemisphere’s poorest 
country. Government policies sustain a dominant tradition 
of subsistence farming that contributes to the depletion 
of forests and vegetation. Since gaining its independence 
from France, Haiti has been ruled by a series of despotic 
governments, although a model democratic constitution 
was adopted in 1987. President Jean-Bertrand Aristide 
resigned in February 2004 when his regime collapsed, and 
presidential and parliamentary elections were conducted 
(with outside help) in 2006. Current President René Préval 
has named a diverse cabinet.

The economy is 52.2% free
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BUSINESS FREEDOM — 37.6%
Starting a business takes an average of 203 days, compared 

to the world average of 48 days, stifling entrepreneurship 

and job creation. Obtaining a business license is difficult, 

and closing a business is very difficult. The application of 

commercial laws is characterized by inconsistency and lack 

of transparency. The overall freedom to start, operate, and 

close a business is seriously restricted by the national regu-

latory environment.

TRADE FREEDOM — 74.2%
Haiti’s simple average tariff rate was 2.9 percent in 2003. 

Non-tariff barriers include the high cost of shipping goods 

through inefficient state-owned international seaports, cus-

toms corruption, import controls, import quotas on some 

food products, and import licensing requirements for 

agricultural products, chemicals, and pharmaceuticals. 

Consequently, an additional 20 percent is deducted from 

Haiti’s trade freedom score to account for these non-tariff 

barriers.

FISCAL FREEDOM — 85.3%
Haiti has a moderate income tax rate and a high corpo-

rate tax rate. The top income tax rate is 30 percent, and the 

top corporate tax rate is 35 percent. Other taxes include a 

value-added tax (VAT) and a capital gains tax. In the most 

recent year, overall tax revenue as a percentage of GDP 

was 8.9 percent.

FREEDOM FROM GOVERNMENT — 95.2%
Total government expenditures in Haiti, including con-

sumption and transfer payments, are low. In the most 

recent year, government spending equaled 12.7 percent of 

GDP, and the government received 3.2 percent of its total 

revenues from state-owned enterprises and government 

ownership of property. Restructuring of the inefficient state 

enterprises to reduce their burden on government finances 

is an important objective, but the process has been slow.

MONETARY FREEDOM — 62%
Inflation in Haiti is high, averaging 19.6 percent between 

2003 and 2005. Unstable prices explain most of the mon-

etary freedom score. Prices are generally determined by 

the market, but the government imposes restrictions on 

the mark-up of some products. For example, retailers are 

prohibited from marking up pharmaceutical products by 

more than 40 percent, and prices of petroleum products are 

strictly controlled. Consequently, an additional 10 percent 

is deducted from Haiti’s monetary freedom score to adjust 

for measures that distort domestic prices.

INVESTMENT FREEDOM — 30%
Special government authorization is required for some for-

eign investments, particularly in electricity, water, public 

health, and telecommunications. There are restrictions on 

foreign ownership of land. Unofficial barriers to invest-

ment include judicial inadequacies, lack of transparency, 

corruption, bureaucratic inefficiency, and political instabil-

ity. Residents may hold foreign exchange accounts only 

for specified purposes, and non-residents may hold them 

without restriction. There are no restrictions on payments, 

transfers, or capital transactions.

FINANCIAL FREEDOM — 40%
Haiti’s financial sector is very small and prone to crisis. 

Supervision and regulation of the financial system is poor, 

and domestic standards do not comply with internationally 

recognized accounting standards. The banking sector, con-

sisting of 11 banks overall, remains undeveloped. There are 

two state-owned banks, which accounted for about 10 per-

cent of banking assets in 2004. Two foreign-owned banks 

accounted for a similar level of bank assets. The sector also 

includes a development finance institution and two mort-

gage banks. Credit is available on market terms, foreigners 

have access to domestic credit, and banks may offer a full 

range of banking services. There is no stock market.

PROPERTY RIGHTS — 10%
The protection and guarantees that Haitian law extends to 

investors are severely compromised by weak enforcement 

mechanisms, a lack of updated laws to handle modern 

commercial practices, and a dysfunctional, resource-poor 

legal system. Business litigants are often frustrated with 

the legal process, and most commercial disputes are settled 

out of court. Widespread corruption has allowed disputing 

parties to purchase favorable outcomes.

FREEDOM FROM CORRUPTION — 18%
Corruption is perceived as widespread. Haiti ranks 155th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 70.2%
The labor market operates under relatively flexible employ-

ment regulations that could be improved to enhance 

employment and productivity growth. The non-salary 

cost of employing a worker is moderate, but dismissing a 

redundant employee is relatively costly. There are restric-

tions on increasing or contracting the number of working 

hours.
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HONDURAS

Population:  7.0 million

GDP (PPP):   $20.3 billion
4.6% growth in 2004
3.8% 5-yr. comp. ann. growth
$2,876 per capita

Unemployment:  28% (2005 estimate)

Inflation (CPI):  8.1%

FDI (net inflow):  $293 million (gross)

Official Development Assistance: 
Multilateral:  $363 million
Bilateral:  $337 million (33% from the 
U.S.)

External Debt:  $6.3 billion

Exports:  $3.1 billion
Primarily coffee, shrimp, bananas, gold, 
palm oil, fruit, lobster, lumber

Imports:  $4.4 billion
Primarily machinery and transport 
equipment, industrial raw materials, 
chemical products, fuels, food

T
he economy of Honduras is 60.3 percent free, accord-
ing to our 2007 assessment, which makes it the world’s 

76th freest economy. Its overall score is 0.7 percentage 
point higher than last year, partially reflecting new meth-
odological detail. Honduras is ranked 19th out of 29 coun-
tries in the Americas, and its overall score is slightly lower 
than the regional average.

Honduras receives high scores for fiscal freedom, freedom 
from government, and financial freedom. Personal and 
corporate income tax rates are fairly low, and overall tax 
revenue is just 17 percent of GDP. Government expendi-
tures are similarly moderate, although the level of revenue 
from state-owned businesses is significant. Honduran 
financial freedom is boosted by the developing banking 
sector, which has been instituting stronger rules and bet-
ter, more transparent oversight.

Honduras suffers from weak property rights, freedom 
from corruption, investment freedom, and business free-
dom. Starting a business takes about as long as the inter-
national average, but closing a business and obtaining 
commercial licenses are difficult. Public administration is 
inefficient and widely corrupt. The rule of law is under-
mined by weak basic security.

BACKGROUND: Honduras is one of Central America’s 
poorest nations, and three-quarters of the population 
lives below the poverty line. Approximately 34 percent 
of the labor force works in agriculture, and the estimat-
ed unemployment rate is 28 percent. However, peaceful 
democratic elections have been held regularly since 1981, 
and an economy that once subsisted on coffee and banana 
exports has been diversified to include shrimp, melons, 
tourism, and a growing clothing-assembly industry. The 
government has met targeted macroeconomic objectives 
and is reducing debt under World Bank and International 
Monetary Fund initiatives. Ongoing problems include 
drug trafficking, youth gangs, and violent crime.

The economy is 60.3% free
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BUSINESS FREEDOM — 56.6%
Starting a business takes an average of 44 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license and closing a business are difficult. The govern-

ment does not always publish regulations before they enter 

into force, and obtaining government approval for invest-

ment activities commonly involves procedural red tape. 

The overall freedom to start, operate, and close a business 

is restricted by the national regulatory environment.

TRADE FREEDOM — 69.2%
The weighted average tariff rate in Honduras was 5.4 per-

cent in 2004. Non-tariff barriers include differential import 

taxes, customs corruption, some limitations on market 

access in the services sector, subsidies, coffee export fees, 

and restrictive sanitary and phytosanitary rules. Conse-

quently, an additional 20 percent is deducted from Hon-

duras’s trade freedom score to account for these non-tariff 

barriers.

FISCAL FREEDOM — 87.8%
Honduras has moderate tax rates. Both the top income tax 

rate and the top corporate tax rate are 30 percent (a 25 per-

cent corporate tax rate plus a 5 percent temporary social 

contribution tax). Other taxes include a value-added tax 

(VAT) and a capital gains tax. In the most recent year, over-

all tax revenue as a percentage of GDP was 17.3 percent.

FREEDOM FROM GOVERNMENT — 82.9%
Total government expenditures in Honduras, including 

consumption and transfer payments, are low. In the most 

recent year, government spending equaled 24.1 percent of 

GDP, and the government received 10.8 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 71.5%
Inflation in Honduras is relatively high, averaging 8.5 per-

cent between 2003 and 2005. Relatively high and unstable 

prices explain most of the monetary freedom score. The 

government regulates the price of petroleum products, 

steel, pharmaceuticals, and services from state-owned 

utilities and reserves the right to impose price controls 

across other goods and services as needed. Consequently, 

an additional 10 percent is deducted from Honduras’s 

monetary freedom score to adjust for measures that dis-

tort domestic prices.

INVESTMENT FREEDOM — 50%
Honduras welcomes foreign investment, which is gener-

ally accorded the same rights as domestic investment. The 

investment climate is hampered by high levels of crime, a 

weak judicial system, and high levels of corruption. Gov-

ernment authorization is required for foreign investment 

in basic health services, telecommunications, electricity, air 

transport, fishing and hunting, exploration and exploita-

tion of minerals, forestry, agriculture, insurance and finan-

cial services, and private education. Foreign ownership of 

land near the coast or along borders is generally prohibited 

but may be allowed in some cases with government per-

mission. Both residents and non-residents may hold for-

eign exchange accounts. Payments and transfers are not 

restricted, and few capital transactions require approval.

FINANCIAL FREEDOM — 70%
The Honduran financial sector is developing. The bank-

ing sector has undergone consolidation through mergers 

and closures in recent years. The collapse of several banks 

has led to stronger capital-adequacy rules, clarification of 

the role of the central bank, and greater oversight. There 

were 16 private commercial banks (several with foreign 

ownership), two state-owned banks, and about a dozen 

other small financial institutions operating in 2005. Foreign 

investors face few formal restrictions on accessing domes-

tic credit, but informal constraints can be significant. The 

insurance sector is very small, accounting for only 4 percent 

of financial sector assets, and consisted of nine domestic 

and two foreign insurance companies as of October 2004. 

There are two small stock exchanges.

PROPERTY RIGHTS — 30%
Protection of property is weak. The lack of judicial security, 

a deteriorating security environment, and endemic corrup-

tion pose real risks, making business disputes difficult to 

resolve. Expropriation of property is possible, but compen-

sation, when awarded, is in 20-year government bonds.

FREEDOM FROM CORRUPTION — 26%
Corruption is perceived as widespread. Honduras ranks 

107th out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 59.2%
The labor market operates under restrictive employment 

regulations that impede employment and productivity 

growth. The non-salary cost of employing a worker can 

be low, but dismissing a redundant employee is costly. 

Restrictions on contracting or increasing the number of 

work hours are rigid.
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HONG KONG

Population:  6.9 million

GDP (PPP):   $212.1 billion
8.6% growth in 2004
4.8% 5-yr. comp. ann. growth
$30,822 per capita

Unemployment:  6.8%

Inflation (CPI):  –0.4%

FDI (net inflow):  –$5.7 billion

Official Development Assistance: 
Multilateral:  None
Bilateral:  $7 million (3% from the U.S.)

External Debt:  $72.0 billion (2005 
estimate)

Exports:  $314.4 billion
Primarily electrical machinery and 
appliances, textiles, apparel, footwear, 
watches and clocks, toys, plastics, pre-
cious stones, printed material

Imports:  $299.6 billion
Primarily raw materials and semi-
manufactures, consumer goods, capital 
goods, food, fuel

H
ong Kong’s economy is 89.3 percent free, according 
to our 2007 assessment, which makes it the world’s 

freest economy. Its overall score is 1.6 percentage points 
lower than last year, partially reflecting new methodologi-
cal detail. Hong Kong is ranked 1st out of 30 countries in 
the Asia–Pacific region, and its overall score is well above 
the regional average.

Hong Kong scores exceptionally well in almost all areas 
of economic freedom. Income and corporate tax rates are 
extremely low, and overall taxation is relatively small as a 
percentage of GDP. Business regulation is simple, and the 
labor market is highly flexible. Inflation is low, although 
the government distorts the prices of several staples. 
Investment in Hong Kong is wide open, with virtually no 
restrictions on foreign capital. The island is also one of the 
world’s leading financial centers, with an extensive bank-
ing and services industry that is regulated non-intrusively 
and transparent. The judiciary, independent of politics 
and virtually free of corruption, has an exemplary ability 
to protect property rights.

Hong Kong could do slightly better in trade freedom, 
however. Enforcing intellectual property rights is a prob-
lem, though the country’s zero percent average tariff rate 
is impressively open.

BACKGROUND: Hong Kong is part of the People’s Republic 
of China, although it remains a separate economic system. 
It was a British colony for 130 years until the 1997 transfer 
of sovereignty to China. A major gateway to the Chinese 
economy, Hong Kong maintains the rule of law, simple 
procedures for enterprises, free entry of foreign capital 
and repatriation of earnings, and transparency. The vast 
bulk of Hong Kong’s economy is built on the service sec-
tor. Governance of Hong Kong is run as a Special Admin-
istrative Region (SAR), headed by a Chief Executive. The 
current Chief Executive is Donald Tsang, who took power 
after Tung Chee-hwa resigned in the wake of massive pro-
democracy demonstrations.

The economy is 89.3% free
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BUSINESS FREEDOM — 88.3%
Starting a business takes an average of 11 days, compared 

to the world average of 48 days. The sound business envi-

ronment allows entrepreneurship to flourish. Obtaining a 

business license is relatively simple, and closing a busi-

ness is very easy. Business regulations are streamlined and 

applied uniformly. The overall freedom to start, operate, 

and close a business is protected by the national regulatory 

environment.

TRADE FREEDOM — 80%
Hong Kong’s weighted average tariff rate was zero per-

cent in 2003. With the exception of four categories of 

goods—liquors, tobacco, hydrocarbon oil, and methyl 

alcohol—trade is essentially duty-free. Non-tariff barriers 

include restrictive regulation of pharmaceuticals, market 

access restrictions for legal services, and issues involving 

the enforcement and protection of intellectual property 

rights. Consequently, an additional 20 percent is deducted 

from Hong Kong’s trade freedom score to account for these 

non-tariff barriers.

FISCAL FREEDOM — 95.3%
Hong Kong’s tax rates are among the lowest in the world. 

Under a dual income tax system, individuals are taxed 

either progressively, between 2 percent and 19 percent, 

on income adjusted for deductions and allowances or at 

a flat rate of 16 percent on their gross income, depending 

on which liability is lower. The top income tax rate is 17.5 

percent. The estate (inheritance) tax was abolished effec-

tive February 11, 2006. In the most recent year, overall tax 

revenue as a percentage of GDP was 11.7 percent.

FREEDOM FROM GOVERNMENT — 91.6%
Total government expenditures in Hong Kong, including 

consumption and transfer payments, are low. In the most 

recent year, government spending equaled 18.3 percent of 

GDP, and the government received 1.9 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 91.1%
Inflation in Hong Kong is low, averaging 0.4 percent 

between 2003 and 2005. Stable prices explain most of the 

monetary freedom score. The government regulates the 

price of public transport, electricity, and some residential 

rents. Consequently, an additional 5 percent is deducted 

from Hong Kong’s monetary freedom score to adjust for 

measures that distort domestic prices.

INVESTMENT FREEDOM — 90%
Foreign investment is strongly encouraged. There are no 

limits to foreign ownership and no screening or special 

approval procedures to set up a foreign firm. The only 

exception is broadcasting, where foreign entities may own 

no more than 49 percent of the local stations. The Hong 

Kong dollar is freely convertible. There are no controls or 

requirements on current transfers, purchase of real estate, 

access to foreign exchange, or repatriation of profits.

FINANCIAL FREEDOM — 90%
Hong Kong is a global financial center with an innovative 

and efficient financial system. The regulatory and legal 

environment is non-intrusive, focused on prudent mini-

mum standards and transparency. Banks are overseen by 

the independent Hong Kong Monetary Authority. Credit 

is allocated on market terms to all investors. There are no 

restrictions on foreign banks, which are treated the same 

as domestic institutions. The stock exchange ranks ninth 

in the world in terms of capitalization. In April 1998, the 

government intervened in the stock market by purchas-

ing $15.2 billion in private stocks, but it has since largely 

divested itself of all but $410 million of these holdings.

PROPERTY RIGHTS — 90%
Contracts are strongly protected. Hong Kong has a trans-

parent legal system based on common law, and its consti-

tution strongly supports private property and freedom of 

exchange. These protections do not seem to be in danger. 

The government controls all land and grants renewable 

land leases through public auctions. The leases are valid 

up to 2047 for all land in the SAR, and it is uncertain what 

the government’s land policy will be after 2047 vis-à-vis 

China’s land policy.

FREEDOM FROM CORRUPTION — 83%
Corruption is perceived as minimal. Hong Kong ranks 15th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 93.6%
The labor market operates under highly flexible employ-

ment regulations that enhance employment and productiv-

ity growth. The non-salary cost of employing a worker is 

low, but dismissing a redundant employee can be relatively 

costly. Regulations on expanding or contracting the num-

ber of working hours are very flexible. The labor code is 

strictly enforced but does not impede business activities. 
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HUNGARY

Population:  10.1 million

GDP (PPP):   $169.9 billion
4.6% growth in 2004
4.3% 5-yr. comp. ann. growth
$16,814 per capita

Unemployment:  6.1%

Inflation (CPI):  6.8%

FDI (net inflow):  $3.6 billion

Official Development Assistance: 
Multilateral:  $241 million
Bilateral:  $63 million (2% from the U.S.)

External Debt:  $63.2 billion

Exports:  $66.4 billion
Primarily machinery and equipment, 
other manufactures, food products, raw 
materials, fuels and electricity

Imports:  $69.4 billion
Primarily machinery and equipment, 
other manufactures, fuels and electrici-
ty, food products, raw materials

H
ungary’s economy is 66.2 percent free, according to 
our 2007 assessment, which makes it the world’s 44th 

freest economy. Its overall score is 0.9 percentage point 
lower than last year, partially reflecting new methodologi-
cal detail. Hungary is ranked 25th out of 41 countries in 
the European region, and its overall score is slightly lower 
than the regional average.

Hungary enjoys strong trade freedom, fiscal freedom, 
monetary freedom, property rights, investment freedom, 
business freedom, and labor freedom. The top income tax 
rate is fairly high, but corporate taxes are low. Inflation 
is low, but Hungary’s monetary score is hurt by the EU’s 
agricultural subsidies. Investment in Hungary is easy, 
although it is subject to government licensing in security-
sensitive areas. Foreign capital enjoys virtually the same 
protections and privileges as domestic capital. The rule of 
law is strong, a professional judiciary protects property 
rights, and the level of corruption is low.

Hungary’s freedom from government is weak. Total gov-
ernment spending is high, and many state-owned enter-
prises have not been privatized. Business licensing is also 
a problem, as regulations are not applied consistently.

BACKGROUND: Hungary held its first multi-party elec-
tions in 1990, following nearly 50 years of Communist 
rule, and has succeeded in transforming its centrally 
planned economy into a market economy. Both foreign 
ownership of and foreign investment in Hungarian firms 
are widespread. The governing coalition, comprising the 
Hungarian Socialist Party and the liberal Alliance of Free 
Democrats, prevailed in the April 2006 general election. 
Hungary needs to reduce government spending and fur-
ther reform its economy in order to meet the 2010 target 
date for accession to the euro zone.

The economy is 66.2% free
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Regional Rank: 25 of 41
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BUSINESS FREEDOM — 71.2%
Starting a business takes an average of 38 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license is difficult, but closing a business is relatively easy. 

Regulations are not always applied transparently or even-

ly. The overall freedom to start, operate, and close a busi-

ness is relatively well protected by the national regulatory 

environment.

TRADE FREEDOM — 76.6%
Hungary’s trade policy is the same as those of other mem-

bers of the European Union. The common EU weighted 

average tariff rate was 1.7 percent in 2005. Various non-

tariff barriers are reflected in EU and Hungarian govern-

ment policy, including agricultural and manufacturing 

subsidies, regulatory and licensing restrictions, and other 

market access restrictions. The government also imple-

ments restrictive biotechnology regulations for food and 

feed products. Consequently, an additional 20 percent is 

deducted from Hungary’s trade freedom score.

FISCAL FREEDOM — 79.2%
Hungary has a high income tax rate but a low corporate tax 

rate. The top income tax rate is 38 percent, and the top cor-

porate tax rate is 16 percent. Other taxes include a value-

added tax (VAT), a property tax, and a community tax. In 

the most recent year, overall tax revenue as a percentage of 

GDP was 37.7 percent.

FREEDOM FROM GOVERNMENT — 41.8%
Total government expenditures in Hungary, including con-

sumption and transfer payments, are extremely high. In 

the most recent year, government spending equaled 49.4 

percent of GDP, and the government received 3.9 percent 

of its total revenues from state-owned enterprises and 

government ownership of property. The sale of remaining 

state-owned enterprises has been accelerated.

MONETARY FREEDOM — 76.7%
Inflation in Hungary is moderate, averaging 4.4 percent 

between 2003 and 2005. Relatively unstable prices explain 

most of the monetary freedom score. As a participant in 

the EU’s Common Agricultural Policy, the government 

subsidizes agricultural production, distorting the prices of 

agricultural products. It also regulates prices for energy, 

telecommunications services, and subsidized pharmaceu-

tical products, among others. Consequently, an additional 

10 percent is deducted from Hungary’s monetary freedom 

score to account for these policies.

INVESTMENT FREEDOM — 70%
Foreign companies account for a large share of manufac-

turing, telecommunications, and energy activity. The gov-

ernment allows 100 percent foreign ownership in almost all 

sectors, with the exception of some defense-related indus-

tries, some types of land, airlines, and broadcasting. The 

law provides for equal treatment of foreign and domestic 

capital. Both residents and non-residents may hold foreign 

exchange accounts. There are no restrictions or controls on 

payments for invisible transactions, current transfers, or 

repatriation of profits and no restrictions on issues or sales 

of capital market instruments, although there are some 

reporting requirements.

FINANCIAL FREEDOM — 60%
To prepare for accession to the European Union, Hungary 

undertook significant reform of its financial system, par-

ticularly financial regulation, permitting greater foreign 

participation. The law still restricts financial institutions 

from offering a full range of services. Although most large 

financial institutions are subsidiaries of foreign financial 

groups, EU institutions have easier access than others. The 

banking industry is competitive. Foreign investors account 

for over 80 percent of banking capital. Two major banks 

and the FHB Land Credit and Mortgage Bank are partially 

state-owned and together account for over 7.5 percent of 

bank assets. The state also has a very small stake and a 

“golden share” in the largest domestic bank, OTP Bank. 

There were 28 insurance companies and 34 insurance co-

operatives in 2004, and the top three insurers were foreign 

companies. Capital markets are well developed, and for-

eign investors participate freely.

PROPERTY RIGHTS — 70%
The constitution provides for an independent judiciary, 

and the government respects this provision in practice. The 

threat of expropriation is low. The court system is slow and 

severely overburdened, and it often takes more than a year 

to obtain a final ruling on a contract dispute.

FREEDOM FROM CORRUPTION — 50%
Corruption is perceived as present. Hungary ranks 40th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 66.1%
The labor market operates under relatively flexible employ-

ment regulations that could be improved to enhance 

employment and productivity growth. The non-salary cost 

of employing a worker can be high, and dismissing a redun-

dant employee is relatively costly. The unemployment insur-

ance system offers benefits for up to 270 calendar days to the 

involuntarily unemployed, with an average worker receiv-

ing about 65 percent of his or her salary in benefits.

HUNGARY’S TEN ECONOMIC FREEDOMS

Business Freedom
Trade Freedom 
Fiscal Freedom

Fdm fm Government
Monetary Freedom

 Investment Freedom
Financial Freedom

Property Rights
 Fdm fm Corruption

 Labor Freedom

100 = most free,         = world average

0 50 100

208 2007 Index of Economic Freedom

 71.2  
 76.6  
 79.2  
 41.8  
 76.7  
 70  
 60  
 70  
 50  
 66.1

L
L

L

L
L

L
L
L
L

L



Europe Average = 67.5
World Average = 60.6

100

80

60

40

20

0
1995 2007

209

Q U I C K  FAC T S 

How Do We Measure Economic Freedom? See Chapter 
3 (page 37) for an explanation of the methodology or 
visit the Index Web site at heritage.org/index.

ICELAND

Population:  0.3 million

GDP (PPP):   $9.7 billion
8.2% growth in 2004
3.6% 5-yr. comp. ann. growth
$33,051 per capita

Unemployment:  3.1%

Inflation (CPI):  2.8%

FDI (net inflow):  –$2.3 billion

Official Development Assistance: 
Multilateral:  None
Bilateral:  None

External Debt:  $3.1 billion (2002)

Exports:  $4.5 billion
Primarily fish, fish products, aluminum, 
animal products, ferrosilicon, diatomite

Imports:  $5.3 billion
Primarily machinery and equipment, 
petroleum products, food, textiles

I
celand’s economy is 77.1 percent free, according to our 
2007 assessment, which makes it the world’s 15th freest 

economy. Its overall score is 0.6 percentage point lower 
than last year, partially reflecting new methodological 
detail. Iceland is ranked 8th out of 41 countries in the 
European region, and its overall score is higher than the 
regional average.

Iceland enjoys high levels of freedom from corruption, 
investment freedom, trade freedom, financial freedom, 
property rights, business freedom, fiscal freedom, and mon-
etary freedom. A point of pride is that Iceland is rated as 
the world’s least corrupt economy. The average tariff rate 
is low (though non-tariff barriers such as phytosanitary and 
agricultural restrictions are extensive), and business regu-
lation is efficient. Virtually all commercial operations are 
simple and transparent. Inflation is fairly low, and foreign 
investment is permitted without government approval, 
although capital is subject to restrictions in some areas of 
the economy. Iceland’s financial sector is highly modern. 
The judiciary, independent of politics and free of corrup-
tion, has an exemplary ability to protect property rights.

Iceland is relatively weaker in terms of labor freedom, 
investment freedom, and especially freedom from gov-
ernment. Total government spending equals almost 50 
percent of GDP.

BACKGROUND: The Republic of Iceland is a North Atlantic 
island with a centuries-old democratic tradition. In per 
capita terms, it is one of the world’s wealthiest economies. 
Recent market liberalization and a considerable reduction 
in government ownership have strengthened entrepre-
neurial dynamism and increased productivity in many 
sectors of the economy. Iceland has never applied for EU 
membership, which is unpopular among the country’s cit-
izens. Although the marine sector accounts for the major-
ity of exports, its share of the economy has declined over 
the years. The service sector employs more than 60 percent 
of the working population.

The economy is 77.1% free
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Regional Rank: 8 of 41
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BUSINESS FREEDOM — 94.1%
Starting a business takes an average of five days, compared 

to the world average of 48 days. The business environ-

ment has allowed entrepreneurship to flourish. Obtaining 

a business license is simple, and closing a business is very 

easy. In recent years, the government has made progress 

in streamlining its complex and time-consuming regula-

tory environment. The overall freedom to start, operate, 

and close a business is strongly protected by the national 

regulatory environment.

TRADE FREEDOM — 74%
Iceland’s weighted average tariff rate was 3 percent in 

2003. Strict phytosanitary regulations, import taxes, import 

bans, import and export restrictions, prohibitively high 

agriculture tariffs, burdensome regulations, and a govern-

ment agricultural policy that includes a price equalization 

mechanism to support agricultural exports add to the cost 

of trade. Consequently, an additional 20 percent is deduct-

ed from Iceland’s trade freedom score to account for these 

non-tariff barriers.

FISCAL FREEDOM — 82.4%
Iceland has a moderate income tax rate and a low corporate 

tax rate. The top income tax rate is 23.8 percent, and the 

top corporate tax rate is 18 percent. Other taxes include a 

value-added tax (VAT) and a net wealth tax. In the most 

recent year, overall tax revenue as a percentage of GDP 

was 41.9 percent.

FREEDOM FROM GOVERNMENT — 50.3%
Total government expenditures in Iceland, including con-

sumption and transfer payments, are high. In the most 

recent year, government spending equaled 45.5 percent of 

GDP, and the government received 4.2 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 82.9%
Inflation in Iceland is moderate, averaging 3.6 percent 

between 2003 and 2005. Relatively unstable prices explain 

most of the monetary freedom score. The government 

subsidizes agricultural production, distorting the prices of 

agriculture products. Milk is subject to production-linked 

direct payments, production quotas, and administered 

prices, and sheep farmers receive direct payments based on 

support targets and quality-dependent payments. Conse-

quently, an additional 5 percent is deducted from Iceland’s 

monetary freedom score to account for these policies.

INVESTMENT FREEDOM — 60%
Iceland generally welcomes foreign investment, although 

the government maintains restrictions in some key areas. 

Foreign ownership in the fishing industry, which con-

stitutes a major portion of the economy, is limited to 25 

percent, and individuals must live in Iceland to purchase 

real estate. Residents and non-residents may own foreign 

exchange accounts, subject to reporting requirements. 

There are no controls or requirements on payments or cur-

rent transfers, access to foreign exchange, or repatriation 

of profits.

FINANCIAL FREEDOM — 70%
Iceland’s financial sector is modern and provides a full 

range of financial services. Since joining the European 

Economic Area, Iceland has liberalized and deregulated 

its financial markets, allowing Icelandic financial institu-

tions to operate on a cross-border basis in the EEA and 

vice versa. The government sold its stakes in two partially 

state-owned banks in 2003 and no longer has a presence 

in the commercial banking sector. The state-owned Hous-

ing Financing Fund (HFF), which enjoys public guaran-

tees from the government and is exempt from tax liability 

according to the European Banking Federation, now faces 

competition from Icelandic banks in residential housing 

mortgages. The HFF holds approximately 80 percent of 

the individual home loan market and about 50 percent of 

the individual credit loan market. There were 13 domestic 

insurance companies and a number of foreign insurance 

companies operating in June 2005. The stock market has 

expanded rapidly and is part of a regional integrated net-

work of exchanges in Nordic and some Baltic countries.

PROPERTY RIGHTS — 90%
Private property is well protected in Iceland. The constitu-

tion provides for an independent judiciary, and the gov-

ernment generally respects this provision in practice. With 

just a few exceptions, trials are public and conducted fairly, 

with no official intimidation.

FREEDOM FROM CORRUPTION — 97%
Corruption is perceived as almost nonexistent. Iceland 

ranks first out of 158 countries in Transparency Interna-

tional’s Corruption Perceptions Index for 2005.

LABOR FREEDOM — 69.9%
The labor market operates under relatively flexible employ-

ment regulations that could be improved to enhance 

employment and productivity growth. The non-salary 

cost of employing a worker is moderate, and dismissing 

a redundant employee is not difficult. Regulations on 

increasing or contracting the number of work hours are 

rigid.
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INDIA

Population:  1.1 billion

GDP (PPP):   $3.4 trillion
8.1% growth in 2004
5.8% 5-yr. comp. ann. growth
$3,139 per capita

Unemployment:  9.1% (2004 estimate)

Inflation (CPI):  3.8%

FDI (net inflow):  $3.1 billion

Official Development Assistance: 
Multilateral:  $1.3 billion
Bilateral:  $1.8 billion (9% from the U.S.)

External Debt:  $122.7 billion

Exports:  $82.7 billion
Primarily textile goods, gems and jewel-
ry, engineering goods, chemicals, leath-
er manufactures

Imports:  $93.9 billion
Primarily crude oil, machinery, gems, 
fertilizer, chemicals

I
ndia’s economy is 55.6 percent free, according to our 
2007 assessment, which makes it the world’s 104th freest 

economy. Its overall score is 3.3 percentage points high-
er than last year, partially reflecting new methodologi-
cal detail. India is ranked 19th out of 30 countries in the 
Asia–Pacific region, and its overall score is lower than the 
regional average.

India enjoys strong fiscal freedom, freedom from govern-
ment, and monetary freedom. The top individual and 
corporate income tax rates are moderate, and overall tax 
revenue is not excessive as a percentage of GDP. Govern-
ment expenditure is relatively low as well, although a 
significant amount of total tax revenue comes from state-
owned businesses. Inflation is fairly low, but government 
price controls hinder market forces.

India could improve in several areas, including business 
freedom, trade freedom, financial freedom, investment 
freedom, and freedom from corruption. The average tar-
iff rate is high, and the government imposes severe non-
tariff barriers. Foreign investment is overly regulated, and 
the judicial system is erratic and clogged by a significant 
backlog of cases. Though the country has a large financial 
sector, the government interferes extensively with foreign 
capital.

BACKGROUND: India is the world’s most populous democ-
racy. Though one of the oldest civilizations in existence, 
it has been a nation only since the end of British colonial 
rule in 1947. India’s fast-growing population of 1.1 billion 
people offers a potential human capital advantage, but a 
tradition of protectionism and a large public sector are 
heavy burdens. Nevertheless, the private sector is vibrant 
and diversified, and 2006 saw strong economic growth, 
mostly due to residual benefits earned from past reforms. 
Historically, services and manufacturing have driven 
economic gains, but the majority of Indians still work in 
agriculture.

The economy is 55.6% free
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BUSINESS FREEDOM — 49.6%
Starting a business takes an average of 35 days, compared 

to the world average of 48 days. Obtaining a business 

license and closing a business can be very difficult. All 

businesses must contend with extensive federal and state 

regulation as well as an infamously slow bureaucracy. 

The overall freedom to start, operate, and close a busi-

ness is significantly restricted by the national regulatory 

environment.

TRADE FREEDOM — 51.2%
India’s weighted average tariff rate was 14.4 percent in 

2005. Non-tariff barriers include excessive bureaucracy, 

restrictive licensing requirements, export subsidies, import 

taxes, onerous standards and certifications on many goods, 

discriminatory sanitary and phytosanitary measures, prob-

lematic enforcement of intellectual property rights, and a 

negative import list that bans or restricts many goods. 

Consequently, an additional 20 percent is deducted from 

India’s trade freedom score to account for these extensive 

non-tariff barriers.

FISCAL FREEDOM — 84.8%
India’s tax rates are moderate. Both the top income tax 

rate and the top corporate tax rate are 33 percent (a top 

rate of 30 percent plus a 10 percent surcharge). Other taxes 

include a dividend tax, a property tax, and a tax on insur-

ance contracts. In the most recent year, overall tax revenue 

as a percentage of GDP was 10.2 percent.

FREEDOM FROM GOVERNMENT — 89%
Total government expenditures in India, including con-

sumption and transfer payments, are low. In the most 

recent year, government spending equaled 16.3 percent of 

GDP, and the government received 14.3 percent of its total 

revenues from state-owned enterprises and government 

ownership of property—an extraordinarily high percent-

age relative to other countries.

MONETARY FREEDOM — 77.2%
Inflation in India is moderate, averaging 4.1 percent between 

2003 and 2005. Relatively unstable prices explain most of 

the monetary freedom score. The government subsidizes 

agricultural, gas, and kerosene production and (under the 

Essential Commodities Act of 1955) applies price controls 

at three levels (factory, wholesale, and retail) on “essential” 

commodities, electricity, some petroleum products and cer-

tain types of coal, and pharmaceuticals. Consequently, an 

additional 10 percent is deducted from India’s monetary 

freedom score to account for these policies.

INVESTMENT FREEDOM — 40%
India controls foreign investment with limits on equity and 

voting rights and mandatory government approvals. High-

ly complex rules and laws limit FDI and, in some sectors, 

even prohibit it. Rules established in 2005 maintain restric-

tions on most existing joint ventures but allow new ones to 

negotiate their own terms on a commercial basis. Central 

bank approval is required for residents to open foreign 

currency accounts, either domestically or abroad, which 

are subject to significant restrictions. Non-residents may 

hold conditional foreign exchange and domestic currency 

accounts. Capital transactions and some credit operations 

are subject to certain restrictions and requirements.

FINANCIAL FREEDOM — 30%
India’s financial system, the largest in South Asia, is charac-

terized by heavy government involvement. India’s 27 state-

owned banks control about 70 percent of banking loans 

and deposits. In addition, the government owns nearly all 

of approximately 600 rural and cooperative banks; many 

national, state, and local development banks; financial 

institutions; and even venture capital funds. Banks are 

required to extend a specified percent of their loans to 

“priority” borrowers. Foreign investors face restrictions 

on ownership of Indian banks and insurance companies. 

While the insurance sector has been partially liberalized, 

the five state-owned insurers dominate the market. Capi-

tal markets are widespread, but foreign participation faces 

some restrictions.

PROPERTY RIGHTS — 50%
Protection of property rights is applied unevenly in India. 

Because of large backlogs, it takes several years for the 

courts to reach decisions. Foreign corporations often resort 

to international arbitration to bypass the court system. 

Protection of property for local investors, particularly the 

smallest ones, is weak.

FREEDOM FROM CORRUPTION — 29%
Corruption is perceived as widespread. India ranks 88th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 55.1%
The labor market operates under restrictive employment 

regulations that hinder employment and productivity 

growth. The non-salary cost of employing a worker is 

moderate, but dismissing a redundant employee is costly. 

The rigid labor code impedes job creation and keeps the 

majority of the work force in the informal economy, which 

is estimated to employ about 90 percent of workers.
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INDONESIA

Population:  217.6 million

GDP (PPP):   $785.2 billion
5.1% growth in 2004
4.7% 5-yr. comp. ann. growth
$3,609 per capita

Unemployment:  10.9% (2004 estimate)

Inflation (CPI):  6.2%

FDI (net inflow):  $915.8 million

Official Development Assistance: 
Multilateral:  $262 million
Bilateral:  $1.3 billion (13% from the U.S.)

External Debt:  $140.7 billion

Exports:  $89.8 billion
Primarily oil and gas, electrical appli-
ances, plywood, textiles, rubber

Imports:  $79.1 billion
Primarily machinery and equipment, 
chemicals, fuels, food

I
ndonesia’s economy is 55.1 percent free, according to our 
2007 assessment, which makes it the world’s 110th fre-

est economy. Its overall score is 1 percentage point higher 
than last year, partially reflecting new methodological 
detail. Indonesia is ranked 21st out of 30 countries in the 
Asia–Pacific region, and its overall score is lower than the 
regional average.

Indonesia scores well in fiscal freedom, freedom from gov-
ernment, and labor freedom. The top income tax rate is 
high, but corporate tax rates are moderate. Government 
expenditures are fairly low, and state-owned businesses 
do not account for a significant portion of total revenues. 
The labor market operates under somewhat flexible condi-
tions, but employing and firing workers can be costly.

Indonesia is weak in business freedom, investment free-
dom, financial freedom, property rights, and freedom 
from corruption. Starting a business takes twice as long 
as the world average, and regulations are onerous. Foreign 
investment is restricted, and judicial enforcement is both 
erratic and non-transparent in its treatment of foreigners. 
Because corruption is rampant, impartial adjudication of 
cases is not guaranteed.

BACKGROUND: Indonesia, the world’s largest Muslim 
country and third largest democracy, straddles strategi-
cally important shipping lanes and has the largest econo-
my in Southeast Asia. In his second term, President Susilo 
Bambang Yudhoyono has successfully negotiated a peace 
deal in Aceh and substantial reductions in fuel subsidies. 
Currently, the government is hard-pressed to deliver on 
its campaign promises to fight corruption and provide 
jobs. The economy is helped by development in industry 
and services, but the agriculture sector is the dominant 
employer.

The economy is 55.1% free

Rank: 110
Regional Rank: 21 of 30
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BUSINESS FREEDOM — 45.7%
Starting a business takes an average of 97 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license is difficult, and closing a business is very difficult. 

Despite recent deregulation, bureaucracy and lack of trans-

parency are persistent problems. The overall freedom to 

start, operate, and close a business is significantly restrict-

ed by the national regulatory environment.

TRADE FREEDOM — 69%
Indonesia’s weighted average tariff rate was 5.5 percent in 

2004. Non-tariff barriers include import and export restric-

tions, customs corruption, import bans, nontransparent 

regulations, quotas, and weak enforcement of intellectual 

property rights. Consequently, an additional 20 percent is 

deducted from Indonesia’s trade freedom score.

FISCAL FREEDOM — 85%
Indonesia has a high income tax rate and a moderate corpo-

rate tax rate. The top income tax rate is 35 percent, and the 

top corporate tax rate is 30 percent. Implementation of a tax 

reform package that includes reduction of the corporate tax 

rate has been delayed. Other taxes include a value-added tax 

(VAT) and a tax on interest. In the most recent year, overall 

tax revenue as a percentage of GDP was 11.2 percent.

FREEDOM FROM GOVERNMENT — 90.7%
Total government expenditures in Indonesia, including 

consumption and transfer payments, are low. In the most 

recent year, government spending equaled 19.1 percent of 

GDP, and the government received 2.3 percent of its total 

revenues from state-owned enterprises and government 

ownership of property. State-owned enterprises still domi-

nate many sectors, including oil and gas, retail distribution, 

and electric power generation and transmission.

MONETARY FREEDOM — 70.9%
Inflation is relatively high, averaging 9.1 percent between 

2003 and 2005. Relatively high and unstable prices explain 

most of the monetary freedom score. Fuel, housing, and 

health care are subsidized, and prices for goods and services, 

including gasoline, electricity, liquefied petroleum gas, rice, 

cigarettes, cement, hospital services, potable piped water, 

city transport, air transport, telephone charges, trains, salt, 

toll-road tariffs, and postage, are administered. Consequent-

ly, an additional 10 percent is deducted from Indonesia’s 

monetary freedom score to account for these policies.

INVESTMENT FREEDOM — 30%
Rampant corruption, lack of security, and taxation and 

labor issues are among the greatest obstacles to foreign 

investment. Foreign investors complain that corruption 

makes it very difficult to negotiate and enforce contracts 

and leads to unequal treatment of foreign investors. In 

2000, the government closed 11 business sectors to for-

eign and domestic investment and closed eight others to 

foreign investment. Subject to restrictions, residents and 

non-residents may hold foreign exchange accounts. Most 

capital transactions are restricted. Non-residents may not 

purchase real estate but may purchase the right to use real 

estate. Several investments require domestic partners.

FINANCIAL FREEDOM — 40%
After the Asian financial crisis of 1997–1998, the number 

of banks fell from 238 in 1997 to 131 at the end of 2005. 

All banks taken over by the Indonesian Bank Restructur-

ing Agency (IBRA) in the wake of the crisis have been 

privatized, but the state remains a considerable presence 

in the banking sector. At the end of 2005, the 41 foreign-

owned or foreign-controlled banks accounted for over 

45 percent of banking assets, and government-controlled 

banks accounted for 38 percent. Provincial governments 

also own and operate development banks. Supervision 

of financial institutions remains insufficient, and regula-

tions are somewhat burdensome. State-owned banks are 

estimated to have a non-performing loan ratio of about 15 

percent. Several insurers and foreign insurers rank among 

the top 10 companies. Capital markets are developing, and 

two small stock exchanges were operating in 2005. For-

eign investors are permitted to invest in Indonesian banks, 

insurance companies, and capital markets.

PROPERTY RIGHTS — 30%
Court rulings can be arbitrary and inconsistent, and judi-

cial corruption is substantial. Businesses find the judicial 

process unpredictable and the actions of local officials arbi-

trary. Judges have been known to rule against foreigners in 

commercial disputes, ignoring the facts of the case and the 

contracts between the parties. It is also difficult to get the 

courts to enforce international arbitration awards.

FREEDOM FROM CORRUPTION — 22%
Corruption is perceived as widespread. Indonesia ranks 

137th out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 67.5%
The labor market operates under relatively flexible employ-

ment regulations that could be improved to enhance 

employment and productivity growth. The non-salary 

cost of employing a worker can be high, and dismissing a 

redundant employee is relatively costly. Although the gov-

ernment has vowed to improve labor market flexibility in 

recent years, significant changes have not been made.
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How Do We Measure Economic Freedom? See Chapter 
3 (page 37) for an explanation of the methodology or 
visit the Index Web site at heritage.org/index.

IRAN

Population:  67 million

GDP (PPP):   $504.2 billion
5.6% growth in 2004
5.7% 5-yr. comp. ann. growth
$7,525 per capita

Unemployment:  11.2%

Inflation (CPI):  14.8%

FDI (net inflow):  $614.1 million

Official Development Assistance: 
Multilateral:  $35 million
Bilateral:  $173 million (3% from the U.S.)

External Debt:  $13.6 billion

Exports:  $18.2 billion (2004 estimate)
Primarily petroleum, chemical and pet-
rochemical products, fruits and nuts, 
carpets

Imports:  $14.9 billion (2004 estimate)
Primarily industrial raw materials and 
intermediate goods, capital goods, 
food and other consumer goods, tech-
nical services, military supplies

I
ran’s economy is 43.1 percent free, according to our 
2007 assessment, which makes it the world’s 150th fre-

est economy. Its overall score is 0.2 percentage point lower 
than last year, partially reflecting new methodological 
detail. Iran is ranked 16th out of 17 countries in the Middle 
East/North Africa region, and its overall score is extreme-
ly low—almost one-third below the regional average.

Iran’s economy scores well in only one of the 10 factors 
measured: fiscal freedom. The top income tax rate is 
high, and the top corporate tax is moderate at 25 percent. 
Overall tax revenue as a percentage of GDP, however, is 
significant.

Iran’s economy is unfree in many ways. Business free-
dom, trade freedom, investment freedom, financial free-
dom, property rights, and freedom from corruption are all 
weak. Business licensing and closing are regulated heavily 
by an intrusive and highly inefficient bureaucracy. High 
tariff rates and non-tariff barriers impede trade and for-
eign investment alike. Corruption is rampant, and the fair 
adjudication of property rights in a court of law cannot be 
guaranteed.

BACKGROUND: Iran’s economy, once one of the most 
advanced in the Middle East, was crippled by the 1979 
Islamic revolution, the Iran–Iraq war, and attendant eco-
nomic mismanagement. The June 2005 presidential elec-
tion elevated Mahmoud Ahmadinejad to power and halted 
tentative efforts to reform the state-dominated economy; 
instead, Ahmadinejad has promised the poor a greater 
share of Iran’s oil wealth, greater subsidies, and greater 
state control. High world oil prices have raised export rev-
enues and helped to service Iran’s large foreign debt, but 
the economy remains burdened by high unemployment, 
inflation, corruption, expensive subsidies, and a bloated 
and inefficient public sector.

The economy is 43.1% free

Rank: 150
Regional Rank: 16 of 17
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BUSINESS FREEDOM — 54.9%
Starting a business takes an average of 47 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a busi-

ness license can be very difficult, and closing a business 

is difficult. Bureaucratic hurdles and slowness are persis-

tent problems. The overall freedom to start, operate, and 

close a business is restricted by the national regulatory 

environment.

TRADE FREEDOM — 50.4%
Iran’s weighted average tariff rate was 14.8 percent in 2004. 

The government imposes restrictive sanitary and phyto-

sanitary regulations, burdensome customs procedures, 

and import bans. Consequently, an additional 20 percent 

is deducted from Iran’s trade freedom score to account for 

these non-tariff barriers.

FISCAL FREEDOM — 84.8%
Iran has a high income tax rate and a moderate corporate 

tax rate. The top income tax rate is 35 percent, and the top 

corporate tax rate is 25 percent. Other taxes include a tax 

on check transactions and a tax of property transfers. In 

the most recent year, overall tax revenue as a percentage 

of GDP was 20.9 percent.

FREEDOM FROM GOVERNMENT — 59.8%
Total government expenditures in Iran, including con-

sumption and transfer payments, are moderate. In the most 

recent year, government spending equaled 31.4 percent 

of GDP, and the government received 51.5 percent of its 

total revenues from state-owned enterprises and govern-

ment ownership of property. Privatization has proceeded 

slowly.

MONETARY FREEDOM — 61.3%
Inflation in Iran is high, averaging 14 percent between 

2003 and 2005. Relatively unstable prices explain most of 

the monetary freedom score. The government controls the 

prices of goods, including petroleum products, electricity, 

water, and wheat for the production of bread. It also pro-

vides economic subsidies and influences prices through 

the regulation of Iran’s many state-owned enterprises. 

Consequently, an additional 15 percent is deducted from 

Iran’s monetary freedom score to adjust for measures that 

distort domestic prices.

INVESTMENT FREEDOM — 10%
Foreign investment is restricted in banking, telecommu-

nications, transport, and border control. The government 

allows the sale of 65 percent of the shares of state-owned 

enterprises, except for defense and security-related indus-

tries and the National Iranian Oil Company. Iran’s consti-

tution forbids foreigners to own any concessions, operate 

projects, or participate in production-sharing agreements 

in the oil and gas sector. The parliament has the power to 

veto projects in which foreign investors have a majority 

stake and has blocked two proposed investments. Most 

payments, transfers, credit operations, and capital trans-

actions are subject to limitations, quantitative limits, or 

approval requirements.

FINANCIAL FREEDOM — 10%
Iran’s financial sector is subject to very heavy government 

influence. All banks were nationalized following the 1979 

revolution. Iran’s laws require that the banking sector be 

run according to Islamic law, which prohibits interest pay-

ments. There are six state-owned commercial banks, four 

state-owned specialized banks, and a state-owned postal 

bank. State banks account for 98 percent of banking assets. 

Six small private banks have been established recently. For-

eign banks are legally permitted to operate in free trade 

zones. The government directs credit allocation. All insur-

ance companies were nationalized during the revolution, 

and the sector remains dominated by five state-owned 

companies. There were also five small private domestic 

companies and one foreign insurance company in 2005. 

Iran has a small stock exchange. Supervision of the finan-

cial sector is weak, and regulations on private banks are 

very restrictive.

PROPERTY RIGHTS — 10%
Resort to Iranian courts is often counterproductive and 

rarely leads to a fast resolution of disputes. Most foreign 

firms have bad experiences when disputing a contract. 

Written agreements offer very little protection for the con-

tracting party. Finding an influential local business partner 

who also enjoys substantial political patronage is the more 

effective way to protect contracts.

FREEDOM FROM CORRUPTION — 29%
Corruption is perceived as widespread. Iran ranks 88th out 

of 158 countries in Transparency International’s Corrup-

tion Perceptions Index for 2005.

LABOR FREEDOM — 61.2%
The labor market operates under restrictive employment 

regulations that hinder employment and productivity 

growth. The non-salary cost of employing a worker is 

high, and dismissing a redundant employee is costly. Reg-

ulations on increasing or contracting the number of work 

hours are very inflexible. Firing a worker requires approval 

of the Islamic Labor Council or the Labor Discretionary 

Board.
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IRAQ

Population:  26.8 million (2006 
estimate)

GDP (PPP):   $94.1 billion (2005 estimate)
n/a
n/a
$3,400 per capita (2005 
estimate)

Unemployment:  25%–30% (2005 
estimate)

Inflation (CPI):  31.7%

FDI (net inflow):  $300 million (gross)

Official Development Assistance: 
Multilateral:  $151 million
Bilateral:  $4.5 billion (67% from the U.S.)

External Debt:  $102.2 billion

Exports:  $16.9 billion
Primarily crude oil, crude materials 
excluding fuels, food, live animals

Imports:  $21.3 billion
Primarily food, medicine, manufactures

T
he economic freedom of Iraq cannot be scored in our 
2007 assessment because sufficient reliable data for 

the country are not available. In the years since the inva-
sion by U.S. military forces in 2003, the Iraq economy has 
slowly recovered. However, the country is still unstable 
and faces continuing violence among different ethnic and 
religious factions. Iraq was last graded in 2002, when it 
received a score of 0 percent.

The Iraqi economy should benefit from many excellent 
reforms and institutions that have been put in place since 
2003, including tax policies, simple and low tariffs, new 
investment laws, and a significantly liberalized and mod-
ernized banking system; but these reforms and institutions 
cannot be fully effective as long as they have to depend 
on a foundation of weak physical security and persistent 
corruption.

BACKGROUND: Iraq gained its independence from Britain 
in 1932 and was a constitutional monarchy until a 1958 
military coup led to a series of dictatorships. Saddam 
Hussein’s regime was ousted in 2003, and an elected gov-
ernment led by Prime Minister Nuri al-Maliki took office 
in May 2006. Iraq’s oil industry provides more than 90 
percent of hard-currency earnings but has been hurt by 
pipeline sabotage, electricity outages, and years of neglect 
and postponed maintenance. Economic recovery, though 
helped by high oil prices and economic aid from the Unit-
ed States and other foreign donors, is hampered by con-
tinued insurgency and instability.

The economy cannot be graded

Rank: Not ranked
Regional Rank: Not ranked
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BUSINESS FREEDOM — NOT GRADED
Iraq’s old commercial code has been significantly amended 

in recent years. The changes have aimed at liberalizing the 

investment and business environment in order to enhance 

job creation and economic growth. Despite some progress 

in establishing an investment-friendly business environ-

ment, significant problems remain to be addressed as Iraq 

tries to deal with challenges to its security and stability.

TRADE FREEDOM — NOT GRADED
Iraq is in the process of rebuilding its economy. According 

to the U.S. Department of Commerce, Iraq applied a flat 

tariff rate of 5 percent in 2004. Non-tariff barriers include 

significant delays in trade through customs as well as some 

import and export bans.

FISCAL FREEDOM — NOT GRADED
The suspension of personal and corporate income taxes 

ended after May 2004. Both individual and corporate 

income tax rates are capped at 15 percent. Workers must 

pay 5 percent of their salary as a mandatory contribution 

to the social security system; the employer’s contribution is 

12 percent of the same salary base. There is a flat sales tax of 

10 percent. Data on overall tax revenue are not available.

FREEDOM FROM GOVERNMENT — NOT GRADED
Total government expenditures in Iraq, including consump-

tion and transfer payments, are very high. It is estimated 

that government spending equals about 90 percent of GDP. 

The oil sector accounts for over 95 percent of exports and 

government revenue.

MONETARY FREEDOM — NOT GRADED
Inflation in Iraq is high, averaging 33 percent between 2003 

and 2005. Such unstable prices are harmful to savings and 

therefore to investment. The government maintains a large 

public sector and provides a number of subsidies and price 

controls to consumers and businesses. As it implements 

steps to create a social security safety net, the government 

may be able to move closer to its target of reducing overall 

subsidies by 25 percent and, specifically, price subsidies by 

some 13 percent as it makes progress in restoring overall 

stability.

INVESTMENT FREEDOM — NOT GRADED
The Foreign Investment Law of 2003 allows foreign com-

panies to own up to 100 percent of Iraqi companies, but it 

specifically excludes the energy sector. Under this legisla-

tion, foreign companies are treated the same as Iraqi com-

panies, and foreign investors may acquire 40-year leases 

on—but not ownership of—real estate. Iraq continues to 

face substantial difficulties in attracting investment, largely 

as a result of the security situation.

FINANCIAL FREEDOM — NOT GRADED
The Coalition Provisional Authority and the new Iraqi gov-

ernment have introduced many changes to Iraq’s financial 

system. A new banking law significantly liberalized and 

modernized the banking system. Although there were 17 

private banks in 2004, the two largest state-owned banks—

Rafidain and Rasheed—accounted for 85 percent of bank-

ing sector assets. In addition, there were four specialized 

state-owned banks serving the agricultural, industrial, real 

estate, and social sectors. It is planned that these banks will 

be merged with the two state-owned commercial banks 

and sold. Three foreign banks have been granted licenses. 

The central bank is now independent, and interest rates 

on loans, deposits, and securities were fully liberalized in 

March 2004. The insurance sector is very small and includ-

ed three state-owned companies in 2004. The new stock 

exchange is small. Iraqi banks have been the most actively 

traded shares.

PROPERTY RIGHTS — NOT GRADED
There is no protection of property in Iraq. The aftermath 

of the war resulted in high insecurity, rioting, and looting, 

discouraging any kind of investment. The absence of an 

enforceable legal system means that foreigners are further 

disadvantaged in terms of dispute resolution, although 

this affects local investors to a large degree as well. U.S. 

forces are trying to help Iraqis feel safer, but that remains 

a daunting task.

FREEDOM FROM CORRUPTION — NOT GRADED
Corruption is perceived as widespread. Iraq ranks 137th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — NOT GRADED
Iraq’s formal labor market is not yet fully developed. Most 

jobs in the private sector are informal. It is estimated that 

unemployment and underemployment combined are 

around 50 percent.
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IRELAND

Population:  4.1 million

GDP (PPP):   $158.0 billion
4.5% growth in 2004
6.1% 5-yr. comp. ann. growth
$38,827 per capita

Unemployment:  4.5%

Inflation (CPI):  2.2%

FDI (net inflow):  $16.5 billion

Official Development Assistance: 
Multilateral:  None
Bilateral:  None

External Debt:  $1.1 trillion (2005 
estimate)

Exports:  $152.2 billion
Primarily machinery and equipment, 
computers, chemicals, pharmaceuticals, 
live animals, animal products

Imports:  $124.7 billion
Primarily data processing equipment, 
other machinery and equipment, chem-
icals, petroleum and petroleum prod-
ucts, textiles, clothing

I
reland’s economy is 81.3 percent free, according to our 
2007 assessment, which makes it the world’s 7th freest 

economy. Its overall score is 0.1 percentage point higher 
than last year, partially reflecting new methodological 
detail. Ireland is ranked 2nd out of 41 countries in the 
European region, and its overall score is much higher than 
the regional average.

Ireland has high levels of business freedom, investment 
freedom, financial freedom, monetary freedom, property 
rights, and freedom from corruption. Entrepreneurship is 
made easy by the light regulatory hand of government. 
Inflation is low, but Ireland’s monetary score suffers 
somewhat from distortionary EU agricultural subsidies. 
Foreign investment is welcome and restricted only in a 
few sectors. Financial markets are transparent and open 
to foreign competition. Property rights are well protected 
by an efficient, independent judiciary.

Ireland’s weakest area is labor freedom. As in many other 
European nations, generous labor laws mean that employ-
ment is not as flexible as it should be for maximum job 
creation and sectoral dynamics. Government spending as 
a proportion of GDP is also a disincentive. Even though 
tariffs are low, non-trade barriers reduce Ireland’s trade 
freedom score.

BACKGROUND: Ireland’s modern, highly industrialized 
economy performed well throughout the 1990s. The coun-
try has one of the world’s most business-friendly envi-
ronments, especially for investment. In January 2003, the 
government lowered the corporate tax rate to 12.5 per-
cent—far below the EU average. Ireland receives nearly 
one-third of total U.S. investment going to the EU. Due 
largely to its close trading ties with the United States, Ire-
land is the world’s largest exporter per capita. However, 
it also is saddled with an underperforming health service 
whose costs have tripled in seven years with only limited 
gains in output.

The economy is 81.3% free

Rank: 7
Regional Rank: 2 of 41
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BUSINESS FREEDOM — 92.8%
Starting a business takes an average of 19 days, compared 

to the world average of 48 days. The business environ-

ment has allowed entrepreneurship to flourish in Ireland. 

Obtaining a business license is simple, and closing a busi-

ness is very easy. Bureaucratic procedures generally are 

transparent and efficient. The overall freedom to start, 

operate, and close a business is strongly protected by the 

national regulatory environment.

TRADE FREEDOM — 76.6%
Ireland’s trade policy is the same as those of other mem-

bers of the European Union. The common EU weighted 

average tariff rate was 1.7 percent in 2005. Various non-tar-

iff barriers are reflected in EU and Irish government policy, 

including agricultural and manufacturing subsidies, regu-

latory and licensing restrictions, and other market access 

restrictions. The government also implements restrictive 

procurement rules. Consequently, an additional 20 percent 

is deducted from Ireland’s trade freedom score to account 

for non-tariff barriers.

FISCAL FREEDOM — 81.1%
Ireland has a high income tax rate but a low corporate tax 

rate. The top income tax rate is 42 percent, and the top 

corporate tax rate is 12.5 percent. Other taxes include a 

value-added tax (VAT) and a tax on interest. In the most 

recent year, overall tax revenue as a percentage of GDP 

was 30.2 percent.

FREEDOM FROM GOVERNMENT — 73.1%
Total government expenditures in Ireland, including con-

sumption and transfer payments, are high. In the most 

recent year, government spending equaled 33.7 percent of 

GDP, and the government received 1.2 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 85.1%
Ireland is a member of the euro zone. Inflation in Ireland 

is relatively low, averaging 2.5 percent between 2003 and 

2005. Relatively low and stable prices explain most of the 

monetary freedom score. As a participant in the EU’s Com-

mon Agricultural Policy, the government subsidizes agri-

cultural production, distorting the prices of agricultural 

products. The government also influences prices through 

state-owned enterprises. Consequently, an additional 5 

percent is deducted from Ireland’s monetary freedom score 

to account for these policies.

INVESTMENT FREEDOM — 90%
Ireland welcomes foreign investment. All domestic and 

foreign firms that are incorporated in Ireland receive equal 

treatment. The only restrictions apply to ownership of air-

lines by non-EU residents and the purchase of agricultural 

lands. Foreign investors may participate in the sale of Irish 

state-owned companies. There is no approval process for 

foreign investment or capital inflows unless the company 

is applying for incentives. There are no restrictions or barri-

ers with respect to current transfers, repatriation of profits, 

or access to foreign exchange.

FINANCIAL FREEDOM — 90%
Ireland’s banking and financial system is advanced and 

competitive. Some 115 banks and other credit institutions, 

a majority of which were foreign, were authorized to con-

duct business in 2004. There is substantial offshore bank-

ing. Domestic banking is dominated by two Irish banks 

that together account for about 75 percent of deposits. The 

government sold its shares in the last state-owned financial 

institution, the ACC Bank, in 2002. Ireland is increasingly 

an international hub for insurance, fund management, 

and venture capital. About 190 insurance companies and 

subsidiaries, including over half of the world’s top 20 

insurance companies, were operating in 2004. The stock 

exchange is independent but small, trading mostly in Irish 

equities and government bonds.

PROPERTY RIGHTS — 90%
Expropriation is highly unlikely. Property is well protected 

by the court system, and contracts are secured. Both the 

judiciary and the civil service are of high quality.

FREEDOM FROM CORRUPTION — 74%
Corruption is perceived as minimal. Ireland ranks 19th out 

of 158 countries in Transparency International’s Corrup-

tion Perceptions Index for 2005.

LABOR FREEDOM — 60.4%
The labor market operates under somewhat restrictive 

employment regulations that could be improved to enhance 

employment and productivity growth. The non-salary 

cost of employing a worker is moderate, but dismissing 

a redundant employee can be costly. The unemployment 

insurance system offers benefits for up to 15 months to the 

involuntarily unemployed, and an average worker receives 

about 15 percent of his or her salary in benefits.

IRELAND’S TEN ECONOMIC FREEDOMS
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I
srael’s economy is 68.4 percent free, according to our 
2007 assessment, which makes it the world’s 37th freest 

economy. Its overall score is 1.7 percentage points higher 
than last year, partially reflecting new methodological 
detail. Israel is ranked 1st out of 17 countries in the Middle 
East/North Africa region, and its overall score is much 
higher than the regional average.

Israel enjoys high levels of trade freedom, monetary 
freedom, investment freedom, and labor freedom. The 
economy is open to foreign investment in almost all sec-
tors except defense. Tariff rates are low. Inflation is very 
low, although the government interferes with the market 
by subsidizing certain basic goods. The labor market is 
highly flexible.

Israel is weak in business freedom and freedom from 
government. Complicated and inefficient bureaucracy 
makes closing a business difficult. Government spend-
ing is high, constituting over 40 percent of GDP, although 
revenue generated by state-owned businesses is not large. 
Though advanced for the region, Israel’s financial sector is 
still subject to government intervention and control.

BACKGROUND: Israel gained its independence from Brit-
ain in 1948 and fought a series of wars against its Arab 
neighbors that imposed a high defense burden on the 
state-dominated economy. Despite few natural resources, 
Israel has developed a modern market economy with a 
thriving technology sector. The collapse of the 1993 Oslo 
peace agreement with the Palestinians and the onset of the 
Intifada in September 2000 depressed tourism, discour-
aged foreign investment, and contributed to economic 
recession. A recovery in 2003–2004 was due to increased 
tourism, foreign investment, and greater demand for 
Israeli exports, especially high-tech goods and services. 
The conflict in Lebanon in 2006 casts a cloud of uncer-
tainty over the current economy.

ISRAEL

Population:  6.8 million

GDP (PPP):   $165.7 billion
4.4% growth in 2004
2.4% 5-yr. comp. ann. growth
$24,382 per capita

Unemployment:  10.4%

Inflation (CPI):  –0.4%

FDI (net inflow):  –$1.4 billion

Official Development Assistance: 
Multilateral:  $2 million
Bilateral:  $588 million (93% from the 
U.S.)

External Debt:  $75.6 billion (2005 
estimate)

Exports:  $51.4 billion
Primarily machinery and equipment, 
software, cut diamonds, agricultural 
products, chemicals, textiles, apparel

Imports:  $52.0 billion
Primarily raw materials, military equip-
ment, investment goods, rough dia-
monds, fuels, grain, consumer goods

The economy is 68.4% free

Rank: 37
Regional Rank: 1 of 17
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BUSINESS FREEDOM — 69.7%
Starting a business takes an average of 34 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license is relatively simple, but closing a business can be 

difficult. Although Israel has been moving toward deregu-

lation, bureaucratic hurdles persist. The overall freedom to 

start, operate, and close a business is relatively well pro-

tected by the national regulatory environment.

TRADE FREEDOM — 75.2%
Israel’s weighted average tariff rate was 2.4 percent in 

2005. The government has made progress in liberalizing its 

trade regime but still maintains import restrictions, import 

bans, a non-transparent tariff rate quota system, burden-

some regulations and standards, import fees, government 

procurement rules, and export subsidies. Consequently, an 

additional 20 percent is deducted from Israel’s trade free-

dom score to account for these non-tariff barriers.

FISCAL FREEDOM — 72%
Israel has a very high income tax rate but a moderate 

corporate tax rate. The top income tax rate is 49 percent, 

and the top corporate tax rate is 31 percent (scheduled to 

be reduced to 25 percent by 2010). Other taxes include a 

value-added tax (VAT) and a capital gains tax. In the most 

recent year, overall tax revenue as a percentage of GDP 

was 28.9 percent.

FREEDOM FROM GOVERNMENT — 60%
Total government expenditures in Israel, including con-

sumption and transfer payments, are high. In the most 

recent year, government spending equaled 40.8 percent of 

GDP, and the government received 3.5 percent of its total 

revenues from state-owned enterprises and government 

ownership of property. Privatization has accelerated in 

recent years.

MONETARY FREEDOM — 84.2%
Inflation is low, averaging less than 1 percent between 2003 

and 2005. Stable prices explain most of the monetary free-

dom score. The government influences prices through the 

public sector and provides some subsidies, especially for 

agriculture production. The energy sector remains largely 

state-owned and heavily regulated, and the government 

has authority to impose price controls on vital goods 

and services. Consequently, an additional 10 percent is 

deducted from Israel’s monetary freedom score to account 

for these policies.

INVESTMENT FREEDOM — 70%
Foreign investment is restricted is some sectors, including 

the defense industry. Foreign investment is not screened, 

and the same regulations regarding acquisitions, mergers, 

and takeovers apply to both foreign and domestic inves-

tors. Investments in regulated industries, such as banking, 

require prior government approval. Both residents and 

non-residents may hold foreign exchange accounts, and 

there are no controls or restrictions on current transfers, 

repatriation of profits, or other transactions. The bureau-

cracy can be difficult to navigate. The government has 

equalized the tax applied to foreign and domestically 

traded securities.

FINANCIAL FREEDOM — 50%
Israel’s financial sector is modern and sophisticated. Cred-

it is available on market terms, and financial institutions 

offer a wide array of credit instruments. Supervision is 

prudent, and regulations conform to international norms. 

Five main groups (Bank Hapoalim, Bank Leumi, Israel Dis-

count Bank, United Mizrahi Bank, and First International 

Bank) dominate the banking sector with over 90 percent 

of banking assets. As of late 2005, the government owned 

over 14 percent of Bank Leumi and over 30 percent of Israel 

Discount Bank. There are restrictions on bank ownership of 

insurance companies and vice versa, and the 2005 Bachar 

Reform bars commercial banks from owning holdings in 

mutual funds. The Postal Bank provides bill payment and 

a few other services but no credit. Foreign investments in 

the banking and insurance sector require prior government 

approval, and there are two foreign bank branches.

PROPERTY RIGHTS — 70%
Contractual arrangements in Israel are generally secure. 

The legal system is perceived as independent, fair, and 

honest. Commercial law is clearly written and consistently 

applied. Expropriation is possible, particularly for Palestin-

ians, but reportedly occurs only if the property is linked to 

a terrorist threat and expropriation is deemed to be in the 

interest of national security.

FREEDOM FROM CORRUPTION — 63%
Corruption is perceived as present. Israel ranks 28th out of 

158 countries in Transparency International’s Corruption 

Perceptions Index for 2005.

LABOR FREEDOM — 70.1%
The labor market operates under relatively flexible employ-

ment regulations that could be improved to enhance 

employment and productivity growth. The non-salary cost 

of employing a worker is low, but dismissing a redundant 

employee is relatively costly. There are rigid regulations on 

increasing or contracting the number of work hours.
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ITALY

Population:  57.6 million

GDP (PPP):   $1.6 trillion
0.9% growth in 2004
1.2% 5-yr. comp. ann. growth
$28,180 per capita

Unemployment:  8.0%

Inflation (CPI):  2.2%

FDI (net inflow):  –$2.5 billion

Official Development Assistance: 
Multilateral:  None
Bilateral:  None

External Debt:  $922.5 billion (2005 
estimate)

Exports:  $435.9 billion
Primarily engineering products, textiles 
and clothing, machinery, vehicles, trans-
port equipment, chemicals, food

Imports:  $423.2 billion
Primarily engineering products, chemi-
cals, transport equipment, energy prod-
ucts, minerals, nonferrous metals, tex-
tiles, clothing, food, beverages, tobacco

I
taly’s economy is 63.4 percent free, according to our 
2007 assessment, which makes it the world’s 60th freest 

economy. Its overall score is 0.7 percentage point higher 
than last year, partially reflecting new methodological 
detail. Italy is ranked 28th out of 41 countries in the Euro-
pean region, and its overall score is equal to the regional 
average.

Italy scores highly in business freedom, trade freedom, 
investment freedom, and monetary freedom. Starting a 
business takes about 13 days, which is far below the world 
average. The tariff rate is low, although the country’s inef-
ficient bureaucracy implements some non-trade barriers 
that also deter foreign investment. As an EU member, Italy 
has a standardized monetary policy that yields relatively 
low inflation, despite government distortion in the agri-
cultural sector.

Freedom from government, property rights, and freedom 
from corruption are relatively weak. As in many other 
European social democracies, government spending 
and tax rates are exceptionally high in order to support 
an extensive welfare state. Corruption is not severe rela-
tive to some other nations, but it is high for an advanced 
economy. Enforcement of government regulations and 
judicial decisions are further impeded by an inefficient 
civil service.

BACKGROUND: Since World War II, Italy has been a central 
force in European integration and the military structure 
of NATO. Italy faces some serious economic challenges, 
however. The state’s large pension liabilities, labor market 
rigidities, and bureaucratic burdens remain unaddressed, 
and it remains to be seen whether the limited reforms 
made by former Prime Minister Silvio Berlusconi will be 
repealed or augmented by his successor, Romano Prodi. 
Despite strong international competition, small and medi-
um-sized enterprises continue to thrive in manufacturing 
and high design, particularly in the northern regions. Tour-
ism and services are among the most important sectors.

The economy is 63.4% free

Rank: 60
Regional Rank: 28 of 41
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BUSINESS FREEDOM — 73.7%
Starting a business takes an average of 13 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation and economic growth. 

Obtaining a business license and closing a business are 

relatively simple. The overall freedom to start, operate, and 

close a business is relatively well protected by the national 

regulatory environment.

TRADE FREEDOM — 76.6%
Italy’s trade policy is the same as those of other members 

of the European Union. The common EU weighted aver-

age tariff rate was 1.7 percent in 2005. Various non-tariff 

barriers are reflected in EU and Italian government policy, 

including agricultural and manufacturing subsidies, regu-

latory and licensing restrictions, and other market access 

restrictions. The government implements restrictive phar-

maceutical and biotechnology regulations, and enforce-

ment of intellectual property is weak. Consequently, an 

additional 20 percent is deducted from Italy’s trade free-

dom score to account for non-tariff barriers.

FISCAL FREEDOM — 68.5%
Italy has high tax rates. The top income tax rate is 43 per-

cent, and the top corporate tax rate is 33 percent. Other 

taxes include a value-added tax (VAT), a tax on interest, 

and an advertising tax. In the most recent year, overall tax 

revenue as a percentage of GDP was 42.2 percent.

FREEDOM FROM GOVERNMENT — 46.4%
Total government expenditures in Italy, including con-

sumption and transfer payments, are very high. In the most 

recent year, government spending equaled 47.8 percent of 

GDP, and the government received 0.9 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 80.8%
Italy is a member of the euro zone. Inflation in Italy is rela-

tively low, averaging 2.1 percent between 2003 and 2005. 

Relatively stable prices explain most of the monetary free-

dom score. As a participant in the EU’s Common Agri-

cultural Policy, the government subsidizes agricultural 

production, distorting agricultural prices. The government 

also retains the power to introduce price controls. Items 

subject to rate setting at the national level include drinking 

water, electricity, gas, highway tolls, prescription drugs, 

telecommunications, and domestic travel. Consequently, 

an additional 10 percent is deducted from Italy’s monetary 

freedom score to account for these policies.

INVESTMENT FREEDOM — 70%
Italy welcomes foreign investment, although the govern-

ment can veto acquisitions involving foreign investors. The 

government does not block foreign investment, and the 

tax code does not discriminate against foreign investments. 

Foreign investment is closely regulated in the defense, 

aircraft manufacturing, domestic airline, and shipping 

sectors. Investors cite excessive bureaucracy, inadequate 

infrastructure, and a rigid labor market as major disincen-

tives. Foreigners may not buy land along the Italian border. 

There are no barriers to repatriation of profits, transfers, 

payments, or current transfers.

FINANCIAL FREEDOM — 60%
In Italy’s modern financial sector, credit is allocated on 

market terms, and foreign participation is welcome. Ita-

ly’s banking sector was dominated by the state until a 

recent series of privatizations and consolidations. Gov-

ernment ownership of banks has fallen sharply, and only 

two major financial institutions (Cassa Depositi e Prestiti 

and Bancoposta) remain state-controlled. The six largest 

banks account for over 54.6 percent of total assets. Regula-

tions and prohibitions can be burdensome, and approval is 

required to gain control of a financial institution. Italy has 

the EU’s fourth-largest insurance market. The government 

has adopted reforms, including privatization of the stock 

exchange, that are intended to revitalize Italy’s underde-

veloped capital markets.

PROPERTY RIGHTS — 50%
Property rights and contracts are secure, but the delivery 

of justice is extremely slow, and many companies choose 

to settle out of court. Corruption is more common than in 

other European countries, and many judges are politically 

oriented.

FREEDOM FROM CORRUPTION — 50%
Corruption is perceived as present. Italy ranks 40th out of 

158 countries in Transparency International’s Corruption 

Perceptions Index for 2005.

LABOR FREEDOM — 57.6%
The labor market operates under restrictive employment 

regulations that hinder employment and productivity 

growth. The non-salary cost of employing a worker is very 

high, and dismissing a redundant employee can be costly. 

Rules on expanding or contracting the number of work 

hours are rigid. Unemployed individuals receive benefits 

for up to 180 days (270 days if over 50 years of age), and 

an average worker receives about 40 percent of his or her 

salary in benefits.
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IVORY COAST

Population:  17.9 million

GDP (PPP):   $27.7 billion
1.8% growth in 2004
–0.9% 5-yr. comp. ann. growth
$1,551 per capita

Unemployment:  13% (1998 estimate)

Inflation (CPI):  1.4%

FDI (net inflow):  $360 million (gross)

Official Development Assistance:  
Multilateral:  $93 million
Bilateral:  $252 million (13% from the U.S.)

External Debt:  $11.7 billion

Exports:  $7.7 billion
Primarily cocoa, coffee, timber, petro-
leum, cotton, bananas, pineapples, palm 
oil, fish

Imports:  $6.2 billion
Primarily fuel, capital equipment, food

I
vory Coast’s economy is 55.5 percent free, according to 
our 2007 assessment, which makes it the world’s 105th 

freest economy. Its overall score is 1.3 percentage points 
lower than last year, partially reflecting new method-
ological detail. Ivory Coast’s current score is based on the 
government’s data and policies that, because of ongoing 
civil unrest, may not be applicable to areas that the gov-
ernment does not control. If the current situation fails to 
improve, grading of economic freedom will be suspended 
next year.

Ivory Coast has relatively high levels of freedom from gov-
ernment and monetary freedom. It would also score well in 
financial freedom if it were not for civil unrest. Government 
expenditures are low, and the level of income from state-
owned businesses is relatively low. Inflation is also low, but 
the government subsidizes basic goods like petroleum.

As a nation in the middle of civil unrest, Ivory Coast faces 
significant challenges. Business freedom, trade freedom, 
investment freedom (if it were graded), property rights, 
and corruption all score poorly. Commercial regulation 
and bureaucratic red tape are burdensome. The average 
tariff rate is high, and imports are subject to substantial 
non-tariff barriers. The political atmosphere makes it dif-
ficult to invest in Ivory Coast even though the state nomi-
nally welcomes capital. Property rights are not secured by 
an independent judiciary, and corruption is debilitating.

BACKGROUND: General Robert Guei seized power in a 1999 
coup and later was forced to flee after refusing to accede 
to President Laurent Gbagbo’s victory in the 2000 election. 
Civil war erupted in 2002 after a failed coup. A tenuous 
peace was facilitated, and as of this writing, legislative elec-
tions originally set for October 2005 have been rescheduled 
for October 2006. Instability undermines economic growth 
and discourages investment, and the government and judi-
ciary are subject to corruption and lack of accountability. 
The economy relies on cash crops, and the agricultural sec-
tor employs more than 60 percent of the population.

The economy is 55.5% free

Rank: 105
Regional Rank: 16 of 40
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BUSINESS FREEDOM — 48.1%
Starting a business takes an average of 45 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license is difficult, but closing a business can be relatively 

easy. Although the government has made some efforts to 

increase regulatory transparency, red tape and bureaucracy 

still impede entrepreneurial activities. The overall freedom 

to start, operate, and close a business is seriously restricted 

by the national regulatory environment.

TRADE FREEDOM — 58.6%
Ivory Coast’s weighted average tariff rate was 10.7 percent 

in 2004. Non-tariff barriers include import fees and taxes, 

import price floors, import prohibitions and restrictions, 

corruption in customs and government procurement, 

weak protection of intellectual property rights, and import 

authorization requirements for various goods including 

petroleum products, animal products, live plants, seeds, 

plastic bags, distilling equipment, and saccharin. Conse-

quently, an additional 20 percent is deducted from Ivory 

Coast’s trade freedom score.

FISCAL FREEDOM — 66.3%
Ivory Coast has high tax rates. The top income tax rate is 60 

percent, and the top corporate tax rate is 35 percent. Other 

taxes include a value-added tax (VAT) and a tax on interest. 

In the most recent year, overall tax revenue as a percentage 

of GDP was 15.2 percent.

FREEDOM FROM GOVERNMENT — 86.2%
Total government expenditures in Ivory Coast, including 

consumption and transfer payments, are low. In the most 

recent year, government spending equaled 20.2 percent of 

GDP, and the government received 12.7 percent of its total 

revenues from state-owned enterprises and government 

ownership of property. Privatization remains stalled.

MONETARY FREEDOM — 78.6%
Inflation in Ivory Coast is moderate, averaging 3.2 percent 

between 2003 and 2005. Relatively moderate and unsta-

ble prices explain most of the monetary freedom score. 

The government regulates the prices of pharmaceuticals, 

petroleum products, and public-sector goods and services. 

Cocoa prices and quotas are maintained as part of a gov-

ernment cocoa price stabilization program. Consequently, 

an additional 10 percent is deducted from Ivory Coast’s 

monetary freedom score to account for these policies.

INVESTMENT FREEDOM — 40%
The government welcomes foreign investment, but the 

ongoing political crisis and corruption pose significant 

disincentives. Residents may hold foreign exchange 

accounts with the approval of the government and the 

Central Bank of West African States (BCEAO), and non-

residents may hold them with BCEAO approval. Transfers 

to countries other than France, Monaco, members of the 

West African Economic and Monetary Union (WAEMU), 

members of the Central African Economic and Monetary 

Community (CEMAC), and Comoros must be approved by 

the government. Other transfers are subject to numerous 

requirements, controls, and authorization, depending on 

the transaction. Capital transactions are subject to govern-

ment authorization in many cases.

FINANCIAL FREEDOM — 70%
Ivory Coast’s financial sector is affected by the ongoing 

political crisis. The BCEAO governs banking and other 

financial institutions. The eight BCEAO member countries 

use the CFA franc, pegged to the euro. The banking sec-

tor accounts for 80 percent of financial sector assets. There 

were 17 commercial banks in 2005. Although the financial 

system remains functional, commercial banks in rebel-con-

trolled areas have been closed since the start of the civil 

war. The government retains small stakes in several banks 

and owns two specialized financial institutions. The two 

largest banks are majority-owned by French banks. The 

insurance sector consists of about 30 companies and is part 

of a larger regional insurance system involving 14 African 

countries. Ivory Coast is home to the WAEMU’s capital 

markets. Trading on the stock market is minimal despite 

over 40 listings.

PROPERTY RIGHTS — 30%
The judiciary, although constitutionally independent, is 

slow, inefficient, and subject to executive branch, military, 

and other outside influence. Judges serve at the discretion 

of the executive, and there are credible reports that they 

submit to political pressure and financial influence.

FREEDOM FROM CORRUPTION — 19%
Corruption is perceived as widespread. Ivory Coast ranks 

152nd out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 58.4%
The labor market operates under restrictive employment 

regulations that hinder employment and productivity 

growth. The non-salary cost of employing a worker is 

high, and dismissing a redundant employee is costly. Reg-

ulations on increasing or contracting the number of work 

hours are rigid.
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JAMAICA

Population:  2.6 million

GDP (PPP):   $11.0 billion
2.5% growth in 2004
1.6% 5-yr. comp. ann. growth
$4,163 per capita

Unemployment:  11.7%

Inflation (CPI):  13.6%

FDI (net inflow):  $560 million

Official Development Assistance: 
Multilateral:  $86 million
Bilateral:  $81 million (41% from the U.S.)

External Debt:  $6.4 billion

Exports:  $3.9 billion
Primarily alumina, bauxite, sugar, banan-
as, rum, coffee, yams, beverages, chemi-
cals, wearing apparel, mineral fuels

Imports:  $5.3 billion
Primarily food, other consumer goods, 
industrial supplies, fuel, capital goods 
parts and accessories, machinery, trans-
port equipment, construction materials

J
amaica’s economy is 66.1 percent free, according to our 
2007 assessment, which makes it the world’s 46th freest 

economy. Its overall score is 1.6 percentage points lower 
than last year, partially reflecting new methodological 
detail. Jamaica is ranked 9th out of 29 countries in the 
Americas, and its overall score is higher than the regional 
average.

Jamaica enjoys high fiscal freedom, investment freedom, 
labor freedom, and business freedom. Starting and closing 
a business are simple, although an inefficient bureaucracy 
hinders business activity. The labor market is highly flex-
ible and open. The top corporate tax rate is relatively low 
(though personal income rates are higher), and tax revenue 
is not particularly large as a percentage of GDP. Jamaica wel-
comes foreign investment in almost all areas of its economy, 
including the purchase of privatized state enterprises.

Jamaica has weak property rights, freedom from cor-
ruption, trade freedom, and freedom from government. 
Despite a positive economic environment, average tar-
iff rates are high. The court system is rooted in English 
common law traditions but suffers from a significant case 
backlog and some corruption. An understaffed police 
force is also a problem. Government expenditure is high 
as a percentage of GDP and up to the level of some EU 
social welfare states.

BACKGROUND: A former British colony, Jamaica was once 
a major sugar producer. Today, it gets most of its foreign 
exchange from remittances, tourism, and bauxite. Its econ-
omy is diverse, but industries lack investment and modern-
ization. In recent years, factory closures have contributed to 
rising unemployment, largely as a result of growing indus-
trial competition from Mexico, Central America, and Asia. 
Sworn in as prime minister in March 2006, Portia Simp-
son-Miller faces major challenges from crime, corruption, 
money laundering, and drug-related violence. The grow-
ing use of ethanol blends in gasoline throughout the hemi-
sphere could lead to a revival of Jamaica’s sugar industry.

The economy is 66.1% free

Rank: 46
Regional Rank: 9 of 29
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BUSINESS FREEDOM — 78.3%
Starting a business takes an average of 8 days, compared to 

the world average of 48 days. Obtaining a business license 

can be difficult, but closing a business is relatively easy. 

Cumbersome bureaucracy is a major problem for business. 

The overall freedom to start, operate, and close a business 

is relatively well protected by the national regulatory 

environment.

TRADE FREEDOM — 60.4%
Jamaica’s weighted average tariff rate was 9.8 percent in 

2003. While non-tariff barriers remain fairly low, restrictive 

import and export licensing rules, import fees, import and 

export bans, and export subsidies add to the cost of trade 

and restrict competition. Consequently, an additional 20 

percent is deducted from Jamaica’s trade freedom score to 

account for these non-tariff barriers.

FISCAL FREEDOM — 83.4%
Jamaica has moderate tax rates. The top income tax rate 

is 25 percent, and the top corporate tax rate is 33.3 per-

cent. Other taxes include a value-added tax (VAT) and a 

property transfer tax. In the most recent year, overall tax 

revenue as a percentage of GDP was 27.5 percent.

FREEDOM FROM GOVERNMENT — 67.4%
Total government expenditures in Jamaica, including con-

sumption and transfer payments, are moderate. In the most 

recent year, government spending equaled 35.7 percent of 

GDP, and the government received 8.6 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 70.9%
Inflation in Jamaica is high, averaging 14.4 percent between 

2003 and 2005. Unstable prices explain most of the mon-

etary freedom score. Most prices are set in the market, but 

the government regulates utility services including elec-

tricity, water, and bus fares. While there are no official poli-

cies on price regulation or control, the government does 

monitor the pricing of consumer items. Consequently, an 

additional 5 percent is deducted from Jamaica’s monetary 

freedom score to account for these policies.

INVESTMENT FREEDOM — 80%
Jamaica encourages foreign investment in all sectors. 

Foreign investors and domestic interests receive equal 

treatment, and foreign investors are not excluded from 

acquiring privatized state-owned enterprises. There is no 

screening of foreign investments, but projects that affect 

national security, have a negative impact on the environ-

ment, or involve sectors such as life insurance, media, or 

mining are subject to some restrictions. Residents and non-

residents may hold foreign exchange accounts. There are 

no restrictions on transactions, transfers, or repatriation of 

funds, and non-residents may purchase real estate.

FINANCIAL FREEDOM — 60%
Jamaica’s financial markets are underdeveloped and 

emerging from a mid-1990s financial crisis. In 1997, the 

government started to rehabilitate the banking and insur-

ance sectors and strengthened supervision and regulation. 

After restructuring and consolidation, 15 financial institu-

tions were operational in 2005 including six commercial 

banks, five merchant banks, four building societies, and 

several credit unions. The three largest commercial banks 

account for 85 percent of commercial bank assets, and five 

of the commercial banks are foreign-owned. The govern-

ment no longer has any stake in any commercial bank. The 

government continues to provide concessionary financing 

through five development banks. There were 21 insurance 

companies in 2004. Capital markets are small and centered 

on the stock exchange. There are no specific restrictions on 

foreign participation in capital markets.

PROPERTY RIGHTS — 50%
Jamaica’s legal system is based on English common 

law principles. However, the judiciary lacks adequate 

resources, and trials are sometimes delayed for years. An 

inadequate police force further weakens the security of 

property rights, and crime poses a great threat to foreign 

investment.

FREEDOM FROM CORRUPTION — 36%
Corruption is perceived as significant. Jamaica ranks 64th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 74.1%
The labor market operates under relatively flexible employ-

ment regulations that could be improved to enhance 

employment and productivity growth. The non-salary 

cost of employing a worker is moderate, but dismissing a 

redundant employee is costly. Regulations on increasing or 

contracting the number of work hours are flexible.
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JAPAN

Population:  127.8 million

GDP (PPP):   $3.7 trillion
2.3% growth in 2004
1.5% 5-yr. comp. ann. growth
$29,251 per capita

Unemployment:  4.7%

Inflation (CPI):  0%

FDI (net inflow):  –$23.1 billion

Official Development Assistance: 
Multilateral:  None
Bilateral:  None

External Debt:  $1.6 trillion

Exports:  $636.6 billion
Primarily transport equipment, motor 
vehicles, semiconductors, electrical 
machinery, chemicals

Imports:  $542.4 billion
Primarily machinery and equipment, 
fuels, food, chemicals, textiles, raw 
materials

J
apan’s economy is 73.6 percent free, according to our 
2007 assessment, which makes it the world’s 18th freest 

economy. Its overall score is 1 percentage point lower than 
last year, partially reflecting new methodological detail. 
Japan is ranked 5th out of 30 countries in the Asia–Pacif-
ic region, and its overall score is much higher than the 
regional average.

Japan enjoys high levels of trade freedom, property rights, 
business freedom, freedom from corruption, fiscal free-
dom, labor freedom, and monetary freedom. The average 
tariff rate is low, and business regulation is efficient. Virtu-
ally all commercial operations are simple and transparent. 
A very modest, stable deflation in prices has been occur-
ring. Taxes are fairly high, and overall tax revenue is mod-
erate as a percentage of GDP. Contracts in Japan are often 
imprecise, which can impede smooth judicial handling 
of commercial disputes. Despite the confusion, contract 
agreements are highly respected by the judiciary. There is 
very little corruption in the civil service.

Japan is weaker in freedom from government and financial 
freedom. Total government spending equals more than a 
third of GDP. The financial sector is wholly modern and 
developed, but it is also subject to strong government influ-
ence and host to a variety of legal restrictions on capital.

BACKGROUND: Japan is one of the world’s most developed 
countries. After World War II, it achieved rapid economic 
growth by pursuing an aggressive export-oriented eco-
nomic policy, but high levels of protectionism left the 
country vulnerable. The economy experienced a severe 
recession in the early 1990s and stagnated for the rest of 
the decade. Long-term challenges include an immense 
government debt equaling 170 percent of GDP, a rapidly 
aging population combined with low birth rates, and the 
economic dominance of large corporations. Prime Minis-
ter Junichiro Koizumi initiated structural reforms, such as 
privatization of the postal system and banking and finan-
cial reforms, but results remain largely unrealized.

The economy is 73.6% free

Rank: 18
Regional Rank: 5 of 30
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BUSINESS FREEDOM — 94.3%
Starting a business takes an average of 23 days, compared to 

the world average of 48 days. Obtaining a business license 

is relatively simple, and closing a business is easy. The gov-

ernment has undertaken much-needed reform measures 

to ensure greater regulatory transparency. The overall 

freedom to start, operate, and close a business is strongly 

protected by the national regulatory environment.

TRADE FREEDOM — 75.2%
Japan’s weighted average tariff rate was 2.4 percent in 

2004. Non-transparent regulations, import restrictions, 

import bans, restrictive sanitary and phytosanitary rules, 

services and agricultural market access barriers, agricul-

ture and other subsidies, a non-transparent tariff rate quota 

system, and an inefficient customs process add to the cost 

of trade. Consequently, an additional 20 percent is deduct-

ed from Japan’s trade freedom score to account for these 

non-tariff barriers.

FISCAL FREEDOM — 80.6%
Japan has a high income tax rate and a burdensome cor-

porate tax rate. The top income tax rate is 37 percent, and 

the top corporate tax rate is 30 percent. Other taxes include 

a value-added tax (VAT), a tax on interest, and an inhabit-

ants’ tax. In the most recent year, overall tax revenue as a 

percentage of GDP was 25.3 percent.

FREEDOM FROM GOVERNMENT — 67.2%
Total government expenditures in Japan, including con-

sumption and transfer payments, are high. In the most 

recent year, government spending equaled 37.3 percent of 

GDP, and the government received 1 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 92%
Japan experienced a –0.2 percent average rate of deflation 

between 2003 and 2005. Such stable prices explain most of 

the monetary freedom score. The only formal price controls 

apply to rice, but indirect regulation influences prices on a 

variety of products. For decades, major producers, backed 

by regulators ostensibly concerned with price stability, have 

been able to dictate retail as well as wholesale prices. Con-

sequently, an additional 5 percent is deducted from Japan’s 

monetary freedom score to account for these policies.

INVESTMENT FREEDOM — 60%
Foreign acquisition of Japanese firms is inhibited by insuffi-

cient financial disclosure practices, cross-holding of shares 

among companies belonging to the same business group-

ing (keiretsu), and public attitudes about foreign takeovers. 

Exclusive buyer-supplier networks and alliances are still 

maintained by some keiretsu, limiting competition from 

foreign firms and domestic newcomers. Foreign investors 

must notify and obtain approval from the government for 

investments in agriculture, forestry, petroleum, electricity, 

gas, water, aerospace, telecommunications, and leather 

manufacturing. There are no controls on the holding of 

foreign exchange accounts or on transactions, current 

transfers, repatriation of profits, or real estate transactions 

by residents or non-residents.

FINANCIAL FREEDOM — 50%
Japan’s financial system is competitive but remains sub-

ject to considerable government influence. Financial trans-

parency is insufficient. Deregulation and international 

competition have changed Japanese banking and led to 

consolidation. Japanese corporations and banks maintain 

tight relationships, and banks are often shareholders in 

companies with which they conduct business. Both domes-

tic and foreign investors have free access to a wide array of 

credit instruments at market rates. The government affects 

the supply of credit through state-run financial institutions. 

The government-owned postal savings system, which does 

not pay taxes and offers higher than market rate interest on 

deposits, is the world’s largest single pool of savings and 

accounts for a third of Japan’s deposits. Japan’s insurance 

industry is the world’s second largest, and 26 foreign firms 

account for 25 percent of the insurance market. Capital 

markets are well developed.

PROPERTY RIGHTS — 70%
Property rights are generally secure in Japan. The courts 

do not discriminate against foreign investors but are not 

well suited to litigation of investment and business dis-

putes. Japanese businesses tend to write their contracts in 

general terms, but despite this lack of precision, contracts 

are highly respected.

FREEDOM FROM CORRUPTION — 73%
Corruption is perceived as minimal. Japan ranks 21st out of 

158 countries in Transparency International’s Corruption 

Perceptions Index for 2005.

LABOR FREEDOM — 73.4%
The labor market operates under relatively flexible employ-

ment regulations that could be improved to enhance 

employment and productivity growth. The non-salary 

cost of employing a worker is moderate, and dismissing 

a redundant employee is not costly. Regulations related 

to increasing or contracting the number of work hours are 

not flexible.
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J
ordan’s economy is 64 percent free, according to our 2007 
assessment, which makes it the world’s 53rd freest econ-

omy. Its overall score is 0.2 percentage point higher than 
last year, partially reflecting new methodological detail. 
Jordan is ranked 3rd out of 17 countries in the Middle 
East/North Africa region, and its overall score is higher 
than the regional average.

Jordan enjoys relatively high levels of monetary freedom, 
fiscal freedom, financial freedom, freedom from corrup-
tion, and labor freedom. Inflation is low, and the govern-
ment has succeeded in phasing out direct subsidies of 
goods. Personal and corporate income tax rates are low, 
and overall tax revenue represents about one-fifth of GDP. 
The labor market is fairly flexible, though firing workers 
remains overly complicated. Developed and increasingly 
modern, Jordan’s financial sector is making serious efforts 
to meet international standards. Corruption is extremely 
low, particularly for the Middle East.

Jordan is weaker in terms of trade freedom, freedom from 
government, property rights, and investment freedom. 
The government maintains regulatory obstacles to trade 
and an opaque bureaucracy. A variety of restrictions have 
limited the opportunities for foreign investment in Jor-
dan. The judiciary is not corrupt, but it is subject to royal 
influence.

BACKGROUND: Jordan gained its independence from Brit-
ain in 1946 and is a constitutional monarchy with relative-
ly few natural resources and an economy supported by 
foreign loans, aid, and remittances from expatriate work-
ers, many of whom work in the Persian Gulf oil kingdoms. 
King Abdullah II has undertaken political, economic, and 
regulatory reforms since coming to power in 1999. Jor-
dan joined the World Trade Organization and signed a 
free trade agreement with the United States in 2000 and 
signed an association agreement with the European Union 
in 2001. Jordan suffers from high unemployment, heavy 
debt, and the high cost of oil imports.

JORDAN

Population:  5.4 million

GDP (PPP):   $25.5 billion
7.7% growth in 2004
5.4% 5-yr. comp. ann. growth
$4,688 per capita

Unemployment:  14.5% (2003 estimate)

Inflation (CPI):  3.4%

FDI (net inflow):  $620.3 million

Official Development Assistance: 
Multilateral:  $166 million
Bilateral:  $527 million (72% from the 
U.S.)

External Debt:  $8.2 billion

Exports:  $6.0 billion
Primarily clothing, phosphates, fertiliz-
ers, potash, vegetables, manufactures, 
pharmaceuticals

Imports:  $9.4 billion
Primarily crude oil, textile fabrics, 
machinery, transport equipment, manu-
factured goods

The economy is 64% free

Rank: 53
Regional Rank: 3 of 17
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BUSINESS FREEDOM — 54.8%
Starting a business takes an average of 18 days, compared 

to the world average of 48 days. Obtaining a business 

license is relatively simple, but closing a business is dif-

ficult. In recent years, the government has made efforts to 

reform its complex regulatory environment, but bureau-

cratic obstacles and delays remain persistent problems. The 

overall freedom to start, operate, and close a business is 

restricted by the national regulatory environment.

TRADE FREEDOM — 64.2%
Jordan’s weighted average tariff rate was 7.9 percent in 

2005. The government has made progress in liberalizing 

the trade regime, but import restrictions, import bans, 

import taxes and fees, red tape and delays in customs, and 

import licensing requirements continue to add to the cost 

of trade. Consequently, an additional 20 percent is deduct-

ed from Jordan’s trade freedom score to account for these 

non-tariff barriers.

FISCAL FREEDOM — 88.8%
Jordan has low tax rates. Both the top income tax rate 

and the top corporate tax rate are 25 percent. Other taxes 

include a value-added tax (VAT), a tax on interest, and a 

property transfer tax. In the most recent year, overall tax 

revenue as a percentage of GDP was 20.8 percent.

FREEDOM FROM GOVERNMENT — 64.1%
Total government expenditures in Jordan, including con-

sumption and transfer payments, are high. In the most 

recent year, government spending equaled 36.9 percent 

of GDP, and the government received 12.5 percent of its 

total revenues from state-owned enterprises and govern-

ment ownership of property. Despite modest progress in 

privatization, the state still dominates many sectors of the 

economy.

MONETARY FREEDOM — 83.5%
Inflation in Jordan is moderate, averaging 3.3 percent 

between 2003 and 2005. Relatively unstable prices explain 

most of the monetary freedom score. While most price con-

trols and subsidies have been eliminated, the government 

influences the prices of fuel products through subsidies 

and sets prices for electricity, telecommunications, and 

water. Consequently, an additional 5 percent is deducted 

from Jordan’s monetary freedom score to account for these 

policies.

INVESTMENT FREEDOM — 50%
The government promotes foreign investment. There is 

no formal screening process, but foreign investors face 

minimum capital requirements. Residents and non-resi-

dents may hold foreign exchange accounts. There are no 

restrictions or controls on payments, transactions, trans-

fers, or repatriation of profits. Real estate purchases require 

approval. Foreign investments may not exceed 50 percent 

in construction, wholesale and retail trade, transport, 

wastewater treatment, food services, travel agent services, 

import and export services, and advertising. Foreigners 

are prohibited from investing in investigative and security 

services, sports clubs, stone quarrying, custom clearance 

services, and land transportation.

FINANCIAL FREEDOM — 60%
Jordan’s financial sector, dominated by banking, is fairly 

well developed, and reforms are being implemented to 

bring supervision and regulation in line with international 

standards. There are nine domestic commercial banks, two 

Islamic banks, five investment banks, and eight foreign 

banks. The Arab Bank dominates the sector, accounting for 

about 60 percent of total banking assets. The government 

does not own any commercial banks, but it does own five 

specialized credit institutions focused on agricultural cred-

it, housing, rural and urban development, and industry. 

The government guarantees loans to Jordanian small and 

medium-size industries through the Jordan Loan Guaran-

tee Corporation. The insurance sector has 26 companies, 

and a foreign insurer dominates the life insurance market. 

Capital markets are small, but the stock exchange is robust 

by regional standards.

PROPERTY RIGHTS — 50%
The judiciary is generally independent, but the king is the 

country’s ultimate authority. Despite a law passed in 2001 

to limit its influence, the Ministry of Justice still wields 

significant influence over judges’ careers. Expropriation 

is unlikely.

FREEDOM FROM CORRUPTION — 57%
Corruption is perceived as present. Jordan ranks 37th out 

of 158 countries in Transparency International’s Corrup-

tion Perceptions Index for 2005.

LABOR FREEDOM — 67.9%
The labor market operates under relatively flexible employ-

ment regulations that could be improved to enhance 

employment and productivity growth. The non-salary 

cost of employing a worker is moderate, but dismissing a 

redundant employee is not easy.
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KAZAKHSTAN

Population:  15 million

GDP (PPP):   $111.6 billion
9.6% growth in 2004
10.4% 5-yr. comp. ann. growth
$7,440 per capita

Unemployment:  8.4%

Inflation (CPI):  6.9%

FDI (net inflow):  $5.6 billion

Official Development Assistance: 
Multilateral:  $19 million
Bilateral:  $262 million (22% from the U.S.)

External Debt:  $32.3 billion

Exports:  $22.6 billion
Primarily oil and oil products, ferrous 
metals, chemicals, machinery, grain

Imports:  $18.8 billion
Primarily machinery and equipment, 
metal products, food

K
azakhstan’s economy is 60.4 percent free, according to 
our 2007 assessment, which makes it the world’s 75th 

freest economy. Its overall score is 0.8 percentage point 
lower than last year, partially reflecting new methodologi-
cal detail. Kazakhstan is ranked 10th out of 30 countries in 
the Asia–Pacific region, and its overall score is just above 
the regional average.

Kazakhstan scores highly in fiscal freedom, freedom from 
government, and labor freedom. The top income and cor-
porate tax rates are a moderate 20 percent and 30 percent, 
respectively. The government also imposes additional 
taxes, however, and overall tax revenue is somewhat high 
as a percentage of GDP. Government expenditure is also 
somewhat high, although the government has gradually 
been privatizing businesses. Kazakhstan has a highly flex-
ible labor system.

Kazakhstan’s economy has significant shortcomings. 
Investment freedom, property rights, and freedom from 
corruption are weak. Foreign investment in virtually all 
sectors is restricted by exclusive barriers and bureaucratic 
incompetence. Government policy actively favors domes-
tic businesses, and the weak rule of law allows for signifi-
cant corruption and insecure property rights.

BACKGROUND: Kazakhstan became an independent 
nation in 1991, following the collapse of the Soviet Union. 
Although Nursultan Nazarbayev prevailed in the Decem-
ber 2005 presidential election, political infighting contin-
ues within the ruling class. The energy sector has driven 
economic growth, thanks to an energy boom that began 
in 2000. China has invested billions in oil companies and 
pipelines to access Kazakhstan’s hydrocarbon resources, 
and output is projected to grow from 1.2 million barrels a 
day in 2006 to 3.5 million barrels a day in 2020. Kazakh-
stan has also begun to develop financial services and light 
industry sectors.

The economy is 60.4% free

Rank: 75
Regional Rank: 10 of 30
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BUSINESS FREEDOM — 66.5%
Starting a business takes an average of 20 days, compared 

to the world average of 48 days. Obtaining a business 

license and closing a business can be difficult. Lack of 

transparency and inconsistent application of commercial 

laws remain obstacles to business. The overall freedom to 

start, operate, and close a business is relatively well pro-

tected by the national regulatory environment.

TRADE FREEDOM — 64.2%
Kazakhstan’s average tariff rate was 7.9 percent in 2005. 

The government has made progress toward a more liberal 

trade regime, but non-transparent and burdensome regula-

tions and standards, service market access barriers, opaque 

government procurement procedures, and customs corrup-

tion continue to add to the cost of trade. Consequently, an 

additional 20 percent is deducted from Kazakhstan’s trade 

freedom score to account for these non-tariff barriers.

FISCAL FREEDOM — 87.6%
Kazakhstan has a low income tax rate and a moderate 

corporate tax rate. The top income tax rate is 20 percent, 

and the top corporate tax rate is 30 percent. Other taxes 

include a value-added tax (VAT) and a vehicle tax. In the 

most recent year, overall tax revenue as a percentage of 

GDP was 23.6 percent.

FREEDOM FROM GOVERNMENT — 85.9%
Total government expenditures in Kazakhstan, including 

consumption and transfer payments, are low. In the most 

recent year, government spending equaled 23.3 percent of 

GDP, and the government received 4.2 percent of its total 

revenues from state-owned enterprises and government 

ownership of property. Privatization has been gradual but 

successful, although the transactions involved have lacked 

transparency.

MONETARY FREEDOM — 72.9%
Inflation in Kazakhstan is relatively high, averaging 7.3 

percent between 2003 and 2005. Relatively high and unsta-

ble prices explain most of the monetary freedom score. The 

market sets most prices, but the government retains the 

right to control prices when necessary. The government 

also influences prices through numerous state-owned 

enterprises and manufacturing subsidies, and little prog-

ress has been made in promoting competition in agricul-

ture. Consequently, an additional 10 percent is deducted 

from Kazakhstan’s monetary freedom score to account for 

these policies.

INVESTMENT FREEDOM — 30%
The government constantly challenges contractual rights 

and legislates to favor domestic investors over foreign 

ones, all of which significantly deters foreign investment. 

No sector of the economy is closed to investment, but the 

government imposes a 25 percent cap on foreign capital 

in the banking system and a 20 percent ceiling on foreign 

ownership in media companies. It also screens foreign 

investment proposals in a process that is often non-trans-

parent, arbitrary, and slow. Subject to restrictions, foreign 

exchange accounts may be held by residents and non-resi-

dents. Most capital transactions, payments, and transfers 

are subject to government approval, quantitative limits, 

and strict documentary requirements.

FINANCIAL FREEDOM — 60%
Kazakhstan’s banking system is the most developed in Cen-

tral Asia. All banks are now required to meet international 

banking standards, including a risk-weighted 8 percent 

capital-adequacy ratio. As a result, the number of banks 

has fallen from 130 banks operating at the end of 1995 to 34 

with licenses in January 2006. Foreign banks may not have 

branches but may establish subsidiaries, joint ventures, and 

representative offices. The government must approve own-

ership of over 25 percent of a bank. At the end of 2005, 14 

banks had foreign participation, and 18 foreign banks had 

representative offices. There are three state-owned banks 

(a development bank, an export–import bank, and a hous-

ing finance bank) and two development funds, as well as a 

number of microfinance institutions. The insurance sector 

is small but has 34 licensed companies. Foreign insurance 

companies are limited to joint ventures with local compa-

nies. Capital markets are underdeveloped.

PROPERTY RIGHTS — 30%
Kazakhstan’s legal system does not provide sufficient pro-

tection for private property. Most legal disputes arise from 

contract breaches or non-payment on the part of the gov-

ernment. Corruption remains widespread, and the judi-

ciary views itself more as an arm of the executive than as 

an enforcer of contracts or guardian of property rights.

FREEDOM FROM CORRUPTION — 26%
Corruption is perceived as widespread. Kazakhstan ranks 

107th out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 80.5%
The labor market operates under flexible employment 

regulations that enhance employment and productivity 

growth. The non-salary cost of employing a worker can 

be high, but dismissing a redundant employee is costless. 

Regulations regarding firing a worker are flexible and 

straightforward.

KAZAKHSTAN’S TEN ECONOMIC FREEDOMS
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KENYA

Population:  33.5 million

GDP (PPP):   $38.1 billion
4.3% growth in 2004
2.5% 5-yr. comp. ann. growth
$1,140 per capita

Unemployment:  40% (2001 estimate)

Inflation (CPI):  11.6%

FDI (net inflow):  –$2.6 million

Official Development Assistance:  
Multilateral:  $259 million
Bilateral:  $521 million (27% from the 
U.S.)

External Debt:  $6.8 billion

Exports:  $4.2 billion
Primarily tea, horticultural products, 
coffee, petroleum products, fish, 
cement

Imports:  $5.1 billion
Primarily machinery, transportation 
equipment, petroleum products, motor 
vehicles, iron, steel, resins, plastics

K
enya’s economy is 59.4 percent free, according to our 
2007 assessment, which makes it the world’s 82nd fre-

est economy. Its overall score is 0.6 percentage point lower 
than last year, partially reflecting new methodological 
detail. Kenya is ranked 8th out of 40 countries in the sub-
Saharan Africa region, and its overall score is higher than 
the regional average.

Kenya scores well in fiscal freedom, freedom from govern-
ment, and labor freedom. Personal income and corporate 
taxes are moderate, and overall tax revenue as a percent-
age of GDP is low. Government expenditures are about 
one-fourth of GDP, and state-owned businesses produce a 
small amount of revenue. The labor market is flexible, and 
dismissing redundant employees is almost costless.

Property rights, freedom from corruption, financial free-
dom, monetary freedom, and investment freedom are all 
weak. Corruption is extremely high, giving Kenya one of 
the world’s lowest freedom from corruption scores. Non-
transparent trade regulations and an inefficient customs 
service hurt trade. Kenya has a well-developed financial 
sector, particularly for the region, but it is vulnerable to 
government influence. As in many other sub-Saharan 
African nations, Kenya’s judiciary is underdeveloped and 
subject to the political whims of the executive.

BACKGROUND: Kenya, transportation and financial hub 
of East Africa, experienced high economic growth in the 
years following independence in 1963. During the past two 
decades, government mismanagement and corruption have 
hindered economic growth, although growth has improved 
under the current National Rainbow Coalition (NARC) 
government. Despite government steps to combat corrup-
tion, officials have been implicated in corruption in recent 
years, and fractures in the coalition have stalled progress on 
economic reform. Bureaucracy is extensive, and civil service 
reform has been slow. Agriculture accounts for about 25 
percent of GDP and employs about 70 percent of the popu-
lation. Much of the infrastructure is in poor condition.

The economy is 59.4% free
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BUSINESS FREEDOM — 58.9%
Starting a business takes an average of 54 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license is difficult, but closing a business is relatively easy. 

Lack of transparency and inconsistent application of com-

mercial codes are persistent problems. The overall freedom 

to start, operate, and close a business is restricted by the 

national regulatory environment.

TRADE FREEDOM — 65%
Kenya’s weighted average tariff rate was 7.5 percent in 

2005. Non-transparent and restrictive regulations, sanitary 

and phytosanitary rules and standards, opaque govern-

ment procurement procedures, import restrictions, manip-

ulation of import taxes to protect strategic sectors, weak 

enforcement of intellectual property rights, and customs 

corruption add to the cost of trade. Consequently, an addi-

tional 20 percent is deducted from Kenya’s trade freedom 

score to account for these non-tariff barriers.

FISCAL FREEDOM — 85.9%
Kenya has moderate income and corporate tax rates. Both 

the top income tax and top corporate tax rates are 30 per-

cent. Other taxes include a value-added tax (VAT) and an 

apprentice tax. In the most recent year, overall tax revenue 

as a percentage of GDP was 17.7 percent.

FREEDOM FROM GOVERNMENT — 83.6%
Total government expenditures in Kenya, including con-

sumption and transfer payments, are low. In the most 

recent year, government spending equaled 24.4 percent 

of GDP, and the government received 7.5 percent of its 

revenues from the earnings of state-owned enterprises. 

Privatization of state-owned enterprises has been stagnant. 

Legislation on privatization was passed by Parliament in 

August 2005 but does not specify an exact timetable.

MONETARY FREEDOM — 74.4%
Inflation in Kenya is relatively high, averaging 10.6 per-

cent between 2003 and 2005. Relatively high and unstable 

prices explain most of the monetary freedom score. Price 

controls were officially dismantled in 1994, but the govern-

ment reserves the right to set maximum prices in certain 

cases and influences prices through agricultural marketing 

boards and state-owned utilities and enterprises. Conse-

quently, an additional 5 percent is deducted from Kenya’s 

monetary freedom score to account for these policies.

INVESTMENT FREEDOM — 50%
Kenya’s government has relaxed its screening standards 

and has established the Investment Promotion Center for 

investment approval. Foreigners face ownership restric-

tions in only a few industries, including infrastructure, 

insurance, and the media. Work permits are required for 

all foreigners and are hard to obtain. Both residents and 

non-residents may hold foreign exchange accounts. There 

are no controls or requirements on payments and transfers. 

Most capital transactions are permitted, but government 

approval is required for the sale or issue of most capital 

and money market instruments and for the purchase of 

real estate by non-residents.

FINANCIAL FREEDOM — 50%
Kenya’s financial system is one of the most developed in 

sub-Saharan Africa but is subject to considerable govern-

ment influence and inadequate supervision. At the end of 

2005, the banking sector included two mortgage financial 

companies, two building societies, a large number of sav-

ings and credit cooperatives, and 41 commercial banks. 

The six largest banks, including two majority state-owned 

banks and two foreign banks, control about two-thirds 

of banking assets. The government also owns or owns 

shares in several other domestic financial institutions and 

influences the allocation of credit. Non-performing loans, 

particularly from state-owned banks to state-owned enter-

prises, remain a problem. There were 39 insurance compa-

nies in 2005, but the sector was highly concentrated with 

four companies accounting for 75 percent of premiums. 

Capital markets are relatively small and focused on the 

stock exchange. Foreign investors may acquire shares in 

the stock market, subject to specified limits.

PROPERTY RIGHTS — 40%
Kenya’s judicial system is modeled after the British sys-

tem. Commercial courts were established in 2000 to deal 

with commercial cases. Property and contractual rights are 

enforceable but subject to very long delays. The govern-

ment has taken some steps to address judicial corruption.

FREEDOM FROM CORRUPTION — 21%
Corruption is perceived as widespread. Kenya ranks 144th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 65.2%
The labor market operates under relatively flexible employ-

ment regulations that could be improved to enhance 

employment and productivity growth. The non-salary cost 

of employing a worker is low, and dismissing a redundant 

employee is relatively costless.
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N
orth Korea’s economy is 3 percent free, according to 
our 2007 assessment, which makes it the world’s least 

free economy, or 157th out of 157 countries. North Korea is 
ranked 30th out of 30 countries in the Asia–Pacific region, 
and its overall score is the lowest in the world.

North Korea does not score well in a single area of eco-
nomic freedom, although it does score 10 percent in 
investment freedom and property rights. The opening of 
the Kaesong industrial venture in cooperation with South 
Korea has been a start in foreign investment.

Business freedom, investment freedom, trade freedom, 
financial freedom, freedom from corruption, and labor 
freedom are nonexistent. All aspects of business opera-
tions are totally controlled and dominated by the govern-
ment. Normal foreign trade is almost zero. No courts are 
independent of political interference, and private property 
(particularly land) is strictly regulated by the state. Cor-
ruption is virtually immeasurable and, in the case of North 
Korea, hard to distinguish from necessity. Much of North 
Korea’s economy cannot be measured, and world bodies 
like the International Monetary Fund and World Bank are 
not permitted to gather information. Our policy is to give 
countries low marks for specific freedoms when it is coun-
try policy to restrict measurement of those freedoms.

BACKGROUND: The Democratic People’s Republic of Korea 
has maintained its Communist system since its founding in 
1948. A serious economic decline began in the early 1990s 
with the end of economic support from the Soviet Union 
and other Communist-bloc countries, including China. 
Floods and droughts all but destroyed the agricultural 
infrastructure and led to severe famine and dislocation of 
the population during the 1990s. South Korean and Chi-
nese investments in the economy have alleviated dire con-
ditions. The government continues to rely on counterfeiting 
foreign currency and sales of missiles for money. That and 
the nuclear ambitions and isolationism of Kim Jong Il rein-
force North Korea’s status as the hermit kingdom.

KOREA, DEMOCRATIC PEOPLE’S 

REPUBLIC OF (NORTH KOREA)

Population:  22.4 million

GDP (PPP):   n/a
n/a
n/a
n/a

Unemployment:  n/a

Inflation (CPI):  n/a

FDI (net inflow):  $40 million (gross)

Official Development Assistance: 
Multilateral:  $49 million
Bilateral:  $152 million (37% from U.S.)

External Debt:  $12 billion (1996 
estimate)

Exports:  $1.3 billion
Primarily minerals, metallurgical prod-
ucts, manufactures (including arma-
ments), textiles, fishery products

Imports:  $2.3 billion
Primarily petroleum, coking coal, 
machinery and equipment, textiles, 
grain

The economy is 3% free

Rank: 157
Regional Rank: 30 of 30
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BUSINESS FREEDOM — 0%
The state regulates the economy heavily through central 

planning. The economic reforms implemented in 2002 

allegedly brought some changes at the enterprise and 

industrial level, but government regulations make the 

creation of any entrepreneurial activities virtually impos-

sible. The overall freedom to start, operate, and close a 

business is extremely restricted by the national regulatory 

environment.

TRADE FREEDOM — 0%
The government controls all imports and exports, and 

formal trade is minimal. Data on North Korean trade are 

limited and compiled from trading partners’ statistics. 

Most North Korean trade is de facto aid, mainly from 

North Korea’s two main trading partners, China and South 

Korea. Non-tariff barriers are significant. Inter-Korean 

trade remains constrained in scope by North Korea’s dif-

ficulties with implementing needed reform. Given the lack 

of necessary tariff data, a score of zero is assigned.

FISCAL FREEDOM — 0%
No data on income or corporate tax rates are available. 

Given the absence of published official macroeconomic 

data, such figures as are available with respect to North 

Korea’s government expenditures are highly suspect and 

outdated.

FREEDOM FROM GOVERNMENT — 0%
The government owns all property and sets production lev-

els for most products, and state-owned industries account 

for nearly all GDP. The state directs all significant economic 

activity. The government implemented limited economic 

reforms, such as changes in foreign investment codes and 

restructuring in industry and management, in 2002.

MONETARY FREEDOM — 0%
In July 2002, North Korea introduced price and wage 

reforms that consisted of reducing government subsidies 

and telling producers to charge prices that more closely 

reflect costs. However, without matching supply-side mea-

sures to boost output, the result of these measures has been 

rampant inflation for many staple goods. With the ongo-

ing crisis in agriculture, the government has banned sales 

of grain at markets and returned to a rationing system. 

Given the lack of necessary inflation data, a score of zero 

is assigned.

INVESTMENT FREEDOM — 10%
North Korea does not welcome foreign investment. One 

attempt to open the economy to foreigners was its first spe-

cial economic zone, located at Rajin-Sonbong in the north-

east. However, Rajin-Sonbong is remote and still lacks 

basic infrastructure. Wage rates in the special zone are 

unrealistically high, as the state controls the labor supply 

and insists on taking its share. More recent special zones at 

Mt. Kumgang and Kaesong are more enticing. Aside from 

these few economic zones where investment is approved 

on a case-by-case basis, foreign investment is prohibited.

FINANCIAL FREEDOM — 0%
North Korea is a Communist command economy and lacks 

a private financial sector. The central bank also serves as 

a commercial bank with a network of local branches. The 

government provides most funding for industries and 

takes a percentage from enterprises. There is an increasing 

preference for foreign currency. Foreign aid agencies have 

set up microcredit schemes to lend to farmers and small 

businesses. A rumored overhaul of the financial system to 

permit firms to borrow from banks has not materialized. 

Because of debts dating back to the 1970s, most foreign 

banks will not consider entering North Korea. A South 

Korean bank has opened a branch in the Kaesong zone. 

The state holds a monopoly on insurance, and there are 

no equity markets.

PROPERTY RIGHTS — 10%
Property rights are not guaranteed in North Korea. Almost 

all property belongs to the state, and the judiciary is not 

independent.

FREEDOM FROM CORRUPTION — 10%
North Korea’s informal market is immense, especially in 

agricultural goods, as a result of famines and oppressive 

government policies. There is also an active informal mar-

ket in currency and in trade with China.

LABOR FREEDOM — 0%
The government controls and determines all wages. Since 

the 2002 economic reforms, factory managers have had 

more autonomy to set wages and offer incentives, but the 

labor market still operates under highly restrictive employ-

ment regulations that seriously hinder employment and 

productivity growth.
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KOREA, REPUBLIC OF 

(SOUTH KOREA)

Population:  48.1 million

GDP (PPP):   $985.6 billion
4.6% growth in 2004
5.4% 5-yr. comp. ann. growth
$20,499 per capita

Unemployment:  3.7%

Inflation (CPI):  3.6%

FDI (net inflow):  $2.9 billion

Official Development Assistance: 
Multilateral:  $1 million
Bilateral:  $109 million (0% from the U.S.)

External Debt:  $153.9 billion (2005 
estimate)

Exports:  $299.2 billion
Primarily semiconductors, wireless tele-
communications equipment, motor 
vehicles, computers, steel, ships, 
petrochemicals

Imports:  $269.8 billion
Primarily machinery, electronics, elec-
tronic equipment, oil, steel, transport 
equipment, organic chemicals, plastics

S
outh Korea’s economy is 68.6 percent free, according to 
our 2007 assessment, which makes it the world’s 36th 

freest economy. Its overall score is 0.6 percentage point 
higher than last year, partially reflecting new methodolog-
ical detail. South Korea is ranked 7th out of 30 countries in 
the Asia–Pacific region, and its overall score is higher than 
the regional average.

South Korea has high levels of business freedom, fiscal 
freedom, freedom from government, investment freedom, 
monetary freedom, and property rights. The corporate tax 
rate is low. Both total government expenditures relative 
to GDP and inflation are fairly low as well, but South 
Korea’s monetary score is hurt by government subsidies 
of several sectors. Investment in South Korea is easy, as the 
government has made several efforts over the past decade 
to open the economy to foreign capital. The rule of law is 
strong, and property rights are protected in a transparent 
manner.

South Korea’s trade freedom, financial freedom, and labor 
freedom are weak. Non-tariff barriers are common. The 
financial system is advanced, but it remains partially 
dominated by the government. The labor market remains 
rigid despite the government’s efforts to enhance market 
flexibility in recent years.

BACKGROUND: South Korea is one of Asia’s most vibrant 
democracies. After several decades of rapid industrializa-
tion and modernization, a 1997 economic financial crisis 
revealed structural deficiencies that have been largely 
corrected. Although the government did much to liberal-
ize the financial and economic sectors in the aftermath 
of the crisis, the economy continues to be dominated by 
the chaebols (large conglomerates). South Korea’s great-
est challenge, both economically and politically, is man-
aging its increasing interaction with North Korea in light 
of ongoing tensions resulting from the North’s nuclear 
programs and deteriorating relations with major powers 
in the region.

The economy is 68.6% free

Rank: 36
Regional Rank: 7 of 30
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BUSINESS FREEDOM — 83.1%
Starting a business takes an average of 22 days, compared to 

the world average of 48 days. Obtaining a business license 

is simple, and closing a business is easy. The regulatory 

process has improved over the years, but bureaucracy and 

lack of transparency can still hinder entrepreneurial activi-

ties. The overall freedom to start, operate, and close a busi-

ness is protected by the national regulatory environment.

TRADE FREEDOM — 64.2%
South Korea’s weighted average tariff rate was 7.9 percent 

in 2005. Prohibitive tariffs, non-transparent and restric-

tive regulations and standards, import restrictions, import 

taxes, weak enforcement of intellectual property rights, 

export subsidies, and services market access barriers add 

to the cost of trade. Consequently, an additional 20 per-

cent is deducted from South Korea’s trade freedom score 

to account for these non-tariff barriers.

FISCAL FREEDOM — 81%
South Korea has a high income tax rate but a moderate 

corporate tax rate. The top income tax rate is 38.5 percent 

(a 35 percent income tax rate plus a 10 percent resident 

surcharge), and the top corporate tax rate is 27.5 percent 

(a 25 percent income tax rate plus a 10 percent resident 

surcharge). Other taxes include a value-added tax (VAT), 

a special excise tax, and a property tax. In the most recent 

year, overall tax revenue as a percentage of GDP was 24.6 

percent.

FREEDOM FROM GOVERNMENT — 81.5%
Total government expenditures in South Korea, includ-

ing consumption and transfer payments, are modest. In 

the most recent year, government spending equaled 28.1 

percent of GDP, and the government received 0.19 percent 

of its total revenues from state-owned enterprises and 

government ownership of property. There were 32 state-

owned enterprises as of January 2006.

MONETARY FREEDOM — 79%
Inflation in South Korea is moderate, averaging 3 percent 

between 2003 and 2005. Relatively unstable prices explain 

most of the monetary freedom score. The government 

regulates or controls prices in certain sectors, including 

agriculture, telecommunications, and other utilities; phar-

maceuticals and medical services; and some energy prod-

ucts. Consequently, an additional 10 percent is deducted 

from South Korea’s monetary freedom score to account for 

these policies.

INVESTMENT FREEDOM — 70%
The Foreign Investment Promotion Act of November 1998 

and other reforms substantially opened South Korea’s 

economy to foreign investment, but media, electric power, 

and certain agricultural sectors remain partially closed. The 

government has removed restrictions on foreign investors 

that acquire companies through mergers and acquisitions. 

In August 2005, the government eased regulations and 

expanded tax incentives. Both residents and non-residents 

may hold foreign exchange accounts. Payments, transac-

tions, transfers, or repatriation of profits are subject to 

reporting requirements or restrictions on amounts permit-

ted for specified periods.

FINANCIAL FREEDOM — 50%
South Korea has one of the most advanced and sophisti-

cated financial systems among the world’s fast-growing 

economies. Foreign banks own majority stakes in four 

of the eight major commercial banks and account for 

roughly one-third of banking assets. The government has 

been selling its shares in private banks but retains some 

ownership positions, including a majority of the second 

largest domestic bank. The post office network offers 

some banking services and personal insurance products 

and is a major participant in both sectors. The government 

still owns the Korea Development Bank, Export–Import 

Bank of Korea, Industrial Bank of Korea, Industrial Bank 

of Korea, National Agricultural Co-operative Federa-

tion, and National Federation of Fisheries Co-operatives. 

Supervision and transparency remain insufficient. There 

are numerous restrictions on ownership of financial insti-

tutions. The insurance sector is large and well developed, 

and foreign insurers are prominent. Capital markets are 

deep and sophisticated.

PROPERTY RIGHTS — 70%
Private property is secure, and expropriation is highly 

unlikely. However, the justice system can be inefficient and 

slow. Contracts are often considered as a matter of consen-

sus that allows for flexibility. Strict adherence to contract 

terms is difficult.

FREEDOM FROM CORRUPTION — 50%
Corruption is perceived as present. South Korea ranks 40th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 57.7%
The labor market operates under restrictive employment 

regulations that hinder employment and productivity 

growth. The non-salary cost of employing a worker is high, 

and dismissing a redundant employee is relatively costly. 

Regulations related to increasing or contracting the num-

ber of work hours are not flexible.
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KUWAIT

Population:  2.5 million

GDP (PPP):   $47.7 billion
6.2% growth in 2004
5.9% 5-yr. comp. ann. growth
$19,384 per capita

Unemployment:  3.4% (2003 Kuwaiti 
nationals)

Inflation (CPI):  1.2%

FDI (net inflow):  $1.9 billion

Official Development Assistance: 
Multilateral:  $0.4 million
Bilateral:  $2 million (0% from the U.S.)

External Debt:  $16.1 billion (2005 
estimate)

Exports:  $33.5 billion
Primarily oil and refined products, 
fertilizers

Imports:  $18.5 billion
Primarily food, construction materials, 
vehicles and parts, clothing

K
uwait’s economy is 63.7 percent free, according to our 
2007 assessment, which makes it the world’s 57th freest 

economy. Its overall score is 1.1 percentage points higher 
than last year, partially reflecting new methodological 
detail. Kuwait is ranked 5th out of 17 countries in the 
Middle East/North Africa region, and its overall score is 
much higher than the regional average.

Kuwait scores highly in fiscal freedom, labor freedom, and 
monetary freedom. There is no income tax, but corporate 
tax rates on foreign businesses can be high. Kuwait is a 
major energy producer, and overall tax revenue relative to 
GDP is not high. Low inflation boosts its monetary free-
dom score. The labor market is fairly flexible.

Economic freedom is weak in several areas, including 
freedom from government, property rights, and freedom 
from corruption. Government spending is relatively high, 
and a significant amount of revenue is received from state-
owned businesses. Corruption is a problem, though less 
so than in many other developing nations. Property rights 
cannot be guaranteed because the courts are heavily influ-
enced by the government and reportedly favor Kuwaiti 
nationals over foreigners.

BACKGROUND:  Kuwait, an Arab constitutional monar-
chy that gained its independence from Britain in 1961, is 
endowed with billions of barrels of oil reserves—roughly 
10 percent of the world’s oil supply. Oil accounts for near-
ly 50 percent of GDP and 95 percent of export revenues. 
The Al-Sabah dynasty has used state-owned oil revenues 
to build a modern infrastructure and cradle-to-grave wel-
fare system for Kuwait’s small population. Former Prime 
Minister Sabah al-Ahmad al-Jabr al-Sabah was chosen as 
amir in January 2006 and remains committed to cautious 
economic reforms, but he faces opposition from Islamist 
and populist members of parliament.

The economy is 63.7% free

Rank:  57
Regional Rank:  5 of 17
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BUSINESS FREEDOM — 67.9%
Starting a business takes an average of 35 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license and closing a business can be relatively simple. 

Bureaucracy and lack of transparency are persistent prob-

lems. The overall freedom to start, operate, and close a 

business is relatively well protected by the national regu-

latory environment.

TRADE FREEDOM — 72.2%
Kuwait’s weighted average tariff rate was 3.9 percent in 

2002. Prohibitive tariffs, import bans, inefficient customs 

implementation, restrictive and burdensome regulations 

and standards, service market access barriers, and weak 

enforcement of intellectual property rights all add to the 

cost of trade. Consequently, an additional 20 percent is 

deducted from Kuwait’s trade freedom score to account 

for these non-tariff barriers.

FISCAL FREEDOM — 99.9%
Kuwait does not levy a tax on individual income or domes-

tic business income. Foreign-owned firms and joint ven-

tures are the only businesses subject to corporate income 

tax, which can be as high as 55 percent. The National 

Assembly recently rejected a proposal to cut the corporate 

tax rate to 15 percent, but other proposals to reform the 

tax code are still being considered. In the most recent year, 

overall tax revenue (mainly from customs duties and taxes 

on transfers of property) was 1.6 percent of GDP.

FREEDOM FROM GOVERNMENT — 39.2%
Total government expenditures in Kuwait, including con-

sumption and transfer payments, are high. In the most 

recent year, government spending equaled 35.2 percent of 

GDP, and the government received 95.6 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 78.8%
Inflation in Kuwait is moderate, averaging 3.1 percent 

between 2003 and 2005. Relatively moderate prices 

explain most of the monetary freedom score. The govern-

ment provides some subsidies and controls prices through 

state-owned utilities and enterprises, including telecom-

munications, ports, and transportation. Consequently, an 

additional 10 percent is deducted from Kuwait’s monetary 

freedom score to account for these policies.

INVESTMENT FREEDOM — 50%
Kuwait is open to some types of foreign investment, but 

there are significant restrictions. Foreign investors may 

own 100 percent of investments in infrastructure projects 

such as water, power, waste water treatment, or commu-

nications; investment and exchange companies; insurance 

companies; information technology and software devel-

opment; hospitals and pharmaceuticals; air, land, and sea 

freight; tourism, hotels, and entertainment; and housing 

projects and urban development. Kuwait still restricts 

foreign investment in the upstream petroleum sector. 

Residents and non-residents may hold foreign exchange 

accounts, and there are no restrictions or controls on pay-

ments, transactions, transfers, or repatriation of profits.

FINANCIAL FREEDOM — 50%
Kuwait has a well-developed financial system by regional 

standards. Seven commercial banks, including one operat-

ing on Islamic banking principles, were operating in 2005. 

The government retains stakes in a number of these com-

mercial banks, acquired after the 1982 stock market crash, 

but maintains its intent to divest these assets. Kuwait also 

has three government-owned specialized banks that pro-

vide medium- and long-term financing. Foreign investors 

are permitted to own 100 percent of Kuwaiti banks, subject 

to approval. The government has permitted foreign banks 

to open branches under 2004 banking legislation, but strict 

restrictions still apply. Capital markets are relatively well 

developed, and stock market trading is vigorous.

PROPERTY RIGHTS — 50%
The constitution provides for an independent judiciary, but 

the amir appoints all judges. The majority of the judges are 

non-citizens, and renewal of their appointments is subject 

to government approval. Foreign residents involved in 

legal disputes with citizens frequently claim that the courts 

demonstrate a bias in favor of citizens. Trials are lengthy.

FREEDOM FROM CORRUPTION — 47%
Corruption is perceived as significant. Kuwait ranks 45th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 81.7%
The labor market operates under flexible employment reg-

ulations that can enhance employment and productivity 

growth. The non-salary cost of employing a worker is mod-

erate, but dismissing a redundant employee can be costly. 

The labor force dominates Kuwait’s public sector. Different 

labor codes define working conditions in the public and 

private sectors. For example, there is no minimum wage in 

the private sector, but there is one in the public sector.
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KYRGYZ REPUBLIC

Population:  5.1 million

GDP (PPP):   $9.9 billion
7.0% growth in 2004
4.9% 5-yr. comp. ann. growth
$1,935 per capita

Unemployment:  10.4%

Inflation (CPI):  4.1%

FDI (net inflow):  $250.3 million

Official Development Assistance: 
Multilateral:  $149 million
Bilateral:  $147 million (27% from the 
U.S.)

External Debt:  $2.1 billion

Exports:  $942.1 million
Primarily cotton, wool, meat, tobacco, 
gold, mercury, uranium, natural gas, 
hydropower, machinery, shoes

Imports:  $1.1 billion
Primarily oil and gas, machinery and 
equipment, chemicals, food

T
he Kyrgyz Republic’s economy is 59.9 percent free, 
according to our 2007 assessment, which makes it the 

world’s 79th freest economy. Its overall score is 3 percent-
age points lower than last year, partially reflecting new 
methodological detail. The Kyrgyz Republic is ranked 
12th out of 30 countries in the Asia–Pacific region, and its 
overall score is equal to the regional average.

Fiscal freedom and labor freedom in the Kyrgyz Republic 
score highly, while monetary freedom, trade freedom, and 
freedom from government somewhat less highly. The labor 
system is very flexible; despite some remaining restrictions, 
the implementation of a new labor code has helped to tai-
lor employment to free-market conditions. The top income 
and corporate tax rates are low, although the government 
imposes other taxes as well. Government expenditure is 
also moderate.

The Kyrgyz Republic’s investment freedom, property rights, 
and freedom from corruption are weak. Foreign investment 
in virtually all sectors faces hurdles, not so much from out-
right restrictions as from bureaucratic incompetence and 
opaque regulatory enforcement. The weak rule of law allows 
for significant corruption and insecure property rights.

BACKGROUND: The Kyrgyz Republic was once part of the 
U.S.S.R. The popular, autocratic President Askar Akayev 
ruled the nation from 1990 until 2005. In March 2005, 
violent protests over fraudulent parliamentary elections 
brought Kurmanbek Bakiyev to power. His presidency 
was cemented by a June 2005 election and a power-sharing 
agreement with rival Feliks Kulov, now the prime minister. 
The government has made significant progress in market 
reforms, including privatization and trade liberalization, 
but political turmoil is worsening. The country is land-
locked, with underdeveloped agricultural and industrial 
sectors, and has had difficulty attracting significant foreign 
investment. GDP growth in the past two years has been 
strong, but the Kyrgyz Republic remains saddled with a 
large external debt and heavy dependence on foreign aid.

The economy is 59.9% free
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BUSINESS FREEDOM — 61.4%
Starting a business takes an average of 21 days, compared 

to the world average of 48 days. Obtaining a business 

license is not always easy, and closing a business can be 

difficult. Lack of transparency and inconsistent applica-

tion of commercial codes plague the business environ-

ment. The overall freedom to start, operate, and close a 

business is only partially protected by the national regula-

tory environment.

TRADE FREEDOM — 71.4%
The Kyrgyz Republic’s weighted average tariff rate was 

4.3 percent in 2003. Import taxes, burdensome regulations, 

restrictive licensing and sanitary and phytosanitary rules, 

and a customs process that is inefficiently implemented 

and corrupt all add to the cost of trade. Consequently, an 

additional 20 percent is deducted from the Kyrgyz Repub-

lic’s trade freedom score to account for these non-tariff 

barriers.

FISCAL FREEDOM — 95.1%
The Kyrgyz Republic implemented tax reductions in 2006. 

Both the income tax rate and the corporate tax rate are a 

flat 10 percent, down from 20 percent. Other taxes include 

a value-added tax (VAT) and a land tax. In the most recent 

year, overall tax revenue as a percentage of GDP was 23.1 

percent.

FREEDOM FROM GOVERNMENT — 76.3%
Total government expenditures in the Kyrgyz Republic, 

including consumption and transfer payments, are moder-

ate. In the most recent year, government spending equaled 

27.6 percent of GDP, and the government received 17.9 per-

cent of its total revenues from state-owned enterprises and 

government ownership of property.

MONETARY FREEDOM — 77.1%
Inflation in the Kyrgyz Republic is moderate, averaging 

4.2 percent between 2003 and 2005. Relatively moderate 

and unstable prices explain most of the monetary free-

dom score. Most price controls and subsidies have been 

eliminated, but the government regulates or influences 

prices through state-owned industries, including electric-

ity, agriculture, telecommunications, water, and energy. 

Consequently, an additional 5 percent is deducted from 

the Kyrgyz Republic’s monetary freedom score to account 

for these policies.

INVESTMENT FREEDOM — 40%
The Kyrgyz Republic has opened most of its economy to 

foreign investment, has adopted guarantees against expro-

priation or nationalization, and permits investors to bid on 

privatized firms. Licensing and approval procedures are 

not transparent, and contracts are not enforced effectively. 

Foreign corporations may not purchase land. Residents 

and non-residents may hold foreign exchange accounts. 

There are no restrictions on payments and transfers, but 

most capital transactions must be registered with the rel-

evant government authority or are subject to controls.

FINANCIAL FREEDOM — 50%
The Kyrgyz Republic’s financial system is improving, 

but it remains underdeveloped. There are 18 commercial 

banks and a settlement-saving company, all but three of 

them private, and a large number of credit unions. Gov-

ernment officials may not own or control over 5 percent 

of any bank. There are 66 microcredit institutions that pro-

vide most of the credit used by small and medium enter-

prises. There are no limits on foreign ownership of banks 

and microcredit institutions. Eleven banks have foreign 

participation, including two fully foreign-owned banks. 

Foreign-controlled banks account for about half of bank-

ing assets. The nominally independent central bank has 

improved supervision and established minimum capital 

requirements for banks. Although the state dominates the 

insurance sector, several companies provide private insur-

ance services. Capital markets are limited and centered on 

the small stock exchange.

PROPERTY RIGHTS — 30%
The legal system does not protect private property suffi-

ciently. Contracts are not fully enforced. Individual inves-

tors have become involved in disputes over licensing, 

registration, and enforcement of contracts. Corruption is 

a serious problem.

FREEDOM FROM CORRUPTION — 23%
Corruption is perceived as widespread. The Kyrgyz 

Republic ranks 130th out of 158 countries in Transparency 

International’s Corruption Perceptions Index for 2005.

LABOR FREEDOM — 74.4%
The labor market operates under relatively flexible employ-

ment regulations that could be improved to enhance 

employment and productivity growth. The non-salary cost 

of employing a worker is high, but dismissing a redundant 

employee is not difficult. The labor code reform adopted in 

2004 has been recognized as a key step toward increasing 

labor market flexibility.
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LAOS

Population:  5.8 million

GDP (PPP):   $11.3 billion
6.4% growth in 2004
6.0% 5-yr. comp. ann. growth
$1,954 per capita

Unemployment:  2.4% (2005 estimate)

Inflation (CPI):  10.5%

FDI (net inflow):  $17 million (gross)

Official Development Assistance: 
Multilateral:  $116 million
Bilateral:  $182 million (2% from the U.S.)

External Debt:  $2.1 billion

Exports:  $361.0 million
Primarily garments, wood products, 
coffee, electricity, tin

Imports:  $506.0 million
Primarily machinery and equipment, 
vehicles, fuel, consumer goods

T
he Laotian economy is 49.1 percent free, according to 
our 2007 assessment, which makes it the world’s 140th 

freest economy. Its overall score is 2.4 percentage points 
higher than last year, partially reflecting new methodolog-
ical detail. Laos is ranked 26th out of 30 countries in the 
Asia–Pacific region, and its overall score is much lower 
than the regional average.

Laos scores well in freedom from government and fiscal 
freedom. Income and corporate tax rates are high, but 
overall tax revenue is relatively small as a percentage of 
GDP. Government spending is also fairly low, and the gov-
ernment does not receive a large amount of its income 
from state-owned businesses.

As an avowedly Communist nation, Laos could improve 
in most areas of economic freedom. Business freedom, 
investment freedom, financial freedom, property rights, 
and freedom from corruption all receive low scores. Busi-
ness regulations hinder entrepreneurship, and enforce-
ment is in the hands of an opaque bureaucracy. Rule of 
law does not operate independently of political influence, 
and corruption is rampant. The average tariff rate is high, 
and there are substantial non-tariff barriers.

BACKGROUND: Laos is one of the world’s few remaining 
Communist nations but has slowly been adopting some 
market reforms. The borders of modern Laos were set by 
a treaty between France and Thailand in 1907, though the 
Laotian monarchy was established five centuries earlier. 
The current Communist government came to power in 
1975 and immediately imposed a rigid socialist economic 
program. Change began in 1986 with the loosening of 
restrictions on private enterprise. Laos has experienced 
high economic growth since 1988 but continues to be ham-
pered by a poor national infrastructure. As a final affront 
to Communist orthodoxy, Laos has recently begun formal 
negotiations to join the World Trade Organization.

The economy is 49.1% free 
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BUSINESS FREEDOM — 51%
Starting a business takes an average of 163 days, com-

pared to the world average of 48 days. Entrepreneurship 

should be easier for maximum job creation. Obtaining a 

business license is relatively simple, but closing a business 

can be very difficult. Lack of transparency and inconsis-

tent interpretation of commercial laws are still problems 

for investors. The overall freedom to start, operate, and 

close a business is restricted by the national regulatory 

environment.

TRADE FREEDOM — 55.8%
Laos’s weighted average tariff rate was 12.1 percent in 

2004. The government has made progress in liberalizing 

the trade regime and improving customs procedures, but 

a corrupt customs process, prohibitive tariffs, import bans, 

import restrictions, import taxes, and weak enforcement 

of intellectual property rights still add to the cost of trade. 

Consequently, an additional 20 percent is deducted from 

Laos’s trade freedom score to account for these non-tariff 

barriers.

FISCAL FREEDOM — 80.6%
Laos has high tax rates. The top income tax rate is 40 per-

cent, and the top corporate tax rate is 35 percent. Other 

taxes include a vehicle tax and a tax on insurance contracts. 

In the most recent year, overall tax revenue as a percentage 

of GDP was 9.6 percent.

FREEDOM FROM GOVERNMENT — 86.3%
Total government expenditures in Laos, including con-

sumption and transfer payments, are low. In the most 

recent year, government spending equaled 19 percent of 

GDP, and the government received 15.8 percent of its total 

revenues from state-owned enterprises and government 

ownership of property. Laos has been making progress on 

reforming state-owned enterprises, but remaining govern-

ment enterprises take a large share of the non-performing 

loans.

MONETARY FREEDOM — 71.3%
Inflation in Laos is high, averaging 8.8 percent between 

2003 and 2005. Relatively high and unstable prices explain 

most of the monetary freedom score. There are no formal 

laws governing the pricing of products or services, but the 

government influences many prices through state-owned 

enterprises and utilities and sets the price of fuel prod-

ucts. Consequently, an additional 10 percent is deducted 

from Laos’s monetary freedom score to account for these 

policies.

INVESTMENT FREEDOM — 30%
Laos’s foreign investment law guarantees foreign investors 

that their investments will be protected, that their property 

will not be confiscated without compensation, that their 

operations will be free from government interference, 

and that they have the right to lease land and repatriate 

earnings. However, foreign investment is threatened by 

the country’s macroeconomic instability, particularly the 

tendency for the currency to weaken, and the potential for 

deterioration in security. Both residents and non-residents 

may hold foreign exchange accounts, subject to certain 

restrictions and government approval. Some payments 

and transfers face quantitative restrictions. All capital 

transactions require central bank approval.

FINANCIAL FREEDOM — 20%
The Laotian financial system is small and subject to heavy 

government involvement. Supervision and regulation of 

financial services are weak. The banking sector is the most 

important part of the financial system. Three state-owned 

banks dominate the banking sector, accounting for about 

70 percent of assets. There are 10 private and foreign banks, 

but their activities are limited. The government extensively 

directs credit. The banking sector is hindered by non-per-

forming loans, predominantly from state-owned banks to 

state-owned enterprises. Microfinance has a small pres-

ence. Capital markets are primitive.

PROPERTY RIGHTS — 10%
The judiciary is not independent. Foreign investors are 

generally advised to seek arbitration outside of Laos, 

since the domestic arbitration authority lacks the ability to 

enforce its decisions. Corruption is a serious problem, and 

judges can be bribed.

FREEDOM FROM CORRUPTION — 33%
Corruption is perceived as significant. Laos ranks 77th out 

of 158 countries in Transparency International’s Corrup-

tion Perceptions Index for 2005.

LABOR FREEDOM — 53.5%
The labor market operates under restrictive employment 

regulations that hinder employment and productivity 

growth. The non-salary cost of employing a worker is low, 

but dismissing a redundant employee can be both costly 

and difficult. Increasing or modifying the number of work 

hours can be burdensome. The government raised the offi-

cial minimum wage in 2005.
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LATVIA

Population:  2.3 million

GDP (PPP):   $27.0 billion
8.5% growth in 2004
7.7% 5-yr. comp. ann. growth
$11,653 per capita

Unemployment:  8.5%

Inflation (CPI):  6.2%

FDI (net inflow):  $538 million

Official Development Assistance: 
Multilateral:  $135 million
Bilateral:  $29 million (11% from the U.S.)

External Debt:  $12.7 billion

Exports:  $6.0 billion
Primarily wood and wood products, 
machinery and equipment, metals, tex-
tiles, food

Imports:  $8.2 billion
Primarily machinery and equipment, 
chemicals, fuels, vehicles

L
atvia’s economy is 68.2 percent free, according to our 
2007 assessment, which makes it the world’s 41st freest 

economy. Its overall score is 1 percentage point lower than 
last year, partially reflecting new methodological detail. 
Latvia is ranked 22nd out of 41 countries in the Europe-
an region, and its overall score is equal to the regional 
average.

Latvia scores well in most areas of economic freedom, 
including business freedom, trade freedom, fiscal freedom, 
investment freedom, and financial freedom. Top income 
and corporate tax rates are low, and business regulation 
is relatively light. In accordance with the European Union 
standard, the average tariff is low. Investment in Latvia is 
welcome, with a few restrictions. The financial sector is 
modern and subject to few intrusive regulations.

Latvia can improve its freedom from government, prop-
erty rights, and freedom from corruption. Total govern-
ment spending is high, although not as high as in other 
EU states. The judiciary is somewhat inefficient, with a 
significant backlog of cases, but this is due more to slow 
jurisprudence than to corruption.

BACKGROUND: Latvia regained its independence when the 
Soviet Union collapsed in 1991, and it joined the EU in 
2004. Its economy, including financial and transportation 
services, banking, electronic manufacturing, and dairy, 
is developing quickly, and GDP has grown rapidly as a 
result. However, political leaders have objected strongly to 
the construction of a North European Gas Pipeline, being 
planned by Germany and Russia, which would bypass 
Latvia and other Baltic states. Latvia’s May 2005 admis-
sion to the European Exchange Rate Mechanism has fur-
ther aligned its economy with that of the euro zone.

The economy is 68.2% free
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BUSINESS FREEDOM — 76.8%
Starting a business takes an average of 16 days, compared 

to the world average of 48 days. Entrepreneurship is easy 

and encourages maximum job creation. Obtaining a busi-

ness license is relatively simple, but closing a business can 

be difficult. The overall freedom to start, operate, and close 

a business is relatively well protected by the national regu-

latory environment.

TRADE FREEDOM — 76.6%
Latvia’s trade policy is the same as those of other members 

of the European Union. The common EU weighted average 

tariff rate was 1.7 percent in 2005. Various non-tariff bar-

riers are reflected in EU and Latvian government policy, 

including agricultural and manufacturing subsidies, regu-

latory and licensing restrictions, and other market access 

restrictions. Consequently, an additional 20 percent is 

deducted from Latvia’s trade freedom score to account for 

these non-tariff barriers.

FISCAL FREEDOM — 89.3%
Latvia has a moderate income tax rate and a low corpo-

rate tax rate. The income tax rate is a flat 25 percent, and 

the corporate tax rate is 15 percent. Other taxes include a 

value-added tax (VAT) and a real estate tax. In the most 

recent year, overall tax revenue as a percentage of GDP 

was 27.5 percent.

FREEDOM FROM GOVERNMENT — 69.2%
Total government expenditures in Latvia, including con-

sumption and transfer payments, are high. In the most 

recent year, government spending equaled 35.9 percent of 

GDP, and the government received 2.2 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 74.1%
Inflation in Latvia is relatively high, averaging 6.3 percent 

between 2003 and 2005. Relatively unstable prices explain 

most of the monetary freedom score. As a participant in 

the EU’s Common Agricultural Policy, the government 

subsidizes agricultural production, distorting the prices 

of agricultural products. The government also regulates 

rents, utility rates, transportation, and energy prices and 

influences prices through state-owned enterprises. Con-

sequently, 10 percent is deducted from Latvia’s monetary 

freedom score to account for these policies.

INVESTMENT FREEDOM — 70%
Latvia welcomes foreign investment, and foreigners receive 

equal treatment. The government has no screening process. 

Bureaucratic obstacles include poor availability of informa-

tion on government procedures and the insufficient profes-

sionalism of many civil servants. Foreign investors may not 

hold controlling shares in companies involved in security 

services, air transport, or raffles and gambling interests. 

Foreign investors may own land for agricultural or forestry 

purposes but only subject to prerequisites. Both residents 

and non-residents may hold foreign exchange accounts. 

There are no restrictions or controls on payments, transac-

tions, transfers, or repatriation of profits.

FINANCIAL FREEDOM — 70%
Latvia has a modern financial sector with substantial 

foreign participation. Supervision is prudent, and regu-

lations are transparent, straightforward, and focused on 

minimum accounting and financial standards, minimum 

capital requirements, restrictions on exposure, and open 

foreign exchange positions. There were 23 commercial 

banks operating in 2004. The top 10 banks accounted for 

about 80 percent of banking assets. Approximately half of 

banking assets was controlled by foreign-owned banks. 

Foreign banks receive domestic treatment, and bank for-

mation faces few barriers. The government owns one bank 

that accounts for over 4 percent of bank assets. The insur-

ance sector is small and was composed of about 20 compa-

nies in 2004. The largest insurer is majority foreign-owned. 

Capital markets are small, but the stock exchange is part of 

a regional network of exchanges that includes Nordic and 

most Baltic countries.

PROPERTY RIGHTS — 50%
Latvia’s constitution provides for an independent judicia-

ry, which in practice is inefficient. There are long delays in 

court hearings and enforcement of decisions. Some judges 

are not well trained.

FREEDOM FROM CORRUPTION — 42%
Corruption is perceived as significant. Latvia ranks 51st 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 64.1%
The labor market operates under relatively flexible employ-

ment regulations that could be improved to enhance 

employment and productivity growth. The non-salary cost 

of employing a worker is high, but dismissing a redundant 

employee is costless. There are rigid regulations on increas-

ing or modifying the number of work hours.
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LEBANON

Population:  3.5 million

GDP (PPP):   $20.7 billion
6.0% growth in 2004
3.8% 5-yr. comp. ann. growth
$5,837 per capita

Unemployment:  20% (2000 estimate)

Inflation (CPI):  3.0%

FDI (net inflow):  $242.7 million

Official Development Assistance: 
Multilateral:  $146 million
Bilateral:  $153 million (19% from the U.S.)

External Debt:  $22.2 billion

Exports:  $1.8 billion
Primarily jewelry, inorganic chemicals, 
consumer goods, fruit, tobacco, con-
struction minerals, electric power 
machinery and switchgear, textile fibers

Imports:  $9.1 billion
Primarily petroleum products, cars, 
medicinal products, clothing, meat, live 
animals, consumer goods, paper, textile 
fabrics, tobacco

L
ebanon’s economy is 60.3 percent free, according to our 
2007 assessment, which makes it the world’s 77th freest 

economy. Its overall score is 1.8 percentage points higher 
than last year, partially reflecting new methodological 
detail. Lebanon is ranked 9th out of 17 countries in the 
Middle East/North Africa region, and its overall score is 
slightly higher than the regional average.

Lebanon’s economy has strong fiscal freedom, monetary 
freedom, financial freedom, and labor freedom. The top 
income and corporate tax rates are low, and inflation is 
very low. The financial sector is well developed for the 
region, with an array of private banks and services. The 
labor market is highly flexible.

Business freedom, investment freedom, property rights, 
and freedom from corruption are all areas in which Leba-
non could improve. Intrusive bureaucracy makes closing 
a business difficult, and the generally chaotic regulatory 
regime deters foreign capital. Corruption is rampant, and 
fair adjudication of property rights cannot be guaranteed 
because the courts are subject to singificant influence from 
the security services and the police.

BACKGROUND: Lebanon gained its independence from 
France in 1943 and developed one of the Middle East’s 
most advanced economies. As a trading and international 
banking center, it was known as “the Switzerland of the 
Middle East” until the disastrous 1975–1990 civil war. 
Syria intervened with a stranglehold on Lebanese poli-
tics that continued until it was forced to withdraw in 2005 
after being implicated in the February assassination of 
former Prime Minister Rafiq Hariri. Prime Minister Fuad 
Siniora has pledged to carry out economic reforms, but 
the Hezbollah-instigated conflict with Israel in 2006 will 
undoubtedly haunt the economy for years to come. Leb-
anon’s huge $26 billion foreign debt will pose an obstacle 
to reconstruction as well.

The economy is 60.3% free
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BUSINESS FREEDOM — 56.2%
Starting a business takes an average of 46 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license is relatively simple, but closing a business is very 

difficult. Bureaucracy and lack of transparency are persis-

tent problems. The overall freedom to start, operate, and 

close a business is restricted by the national regulatory 

environment.

TRADE FREEDOM — 67.4%
Lebanon’s weighted average tariff rate was 6.3 percent 

in 2002. The government maintains import bans, restric-

tive licensing rules, quotas, and burdensome sanitary and 

phyto sanitary regulations that add to the cost of trade, as 

does corruption. Consequently, an additional 20 percent is 

deducted from Lebanon’s trade freedom score to account 

for these non-tariff barriers.

FISCAL FREEDOM — 95.9%
Lebanon has low tax rates. The top income tax rate is 20 

percent, and the top corporate tax rate is 15 percent. Other 

taxes include a value-added tax (VAT) and a capital gains 

tax. In the most recent year, tax revenue as a percentage of 

GDP was 16.9 percent.

FREEDOM FROM GOVERNMENT — 64.3%
Total government expenditures in Lebanon, including 

consumption and transfer payments, are moderate. In the 

most recent year, government spending equaled 34.5 per-

cent of GDP, and the government received 23.8 percent of 

its total revenues from state-owned enterprises and gov-

ernment ownership of property. Privatization has been 

stalled since 2000.

MONETARY FREEDOM — 83.5%
Inflation in Lebanon is low, averaging 1.1 percent between 

2003 and 2005. Relatively low and stable prices explain most 

of the monetary freedom score. The government influences 

prices through state-owned enterprises and subsidies and 

controls the prices of bread, petroleum derivatives, phar-

maceuticals, and electricity. Consequently, an additional 

10 percent is deducted from Lebanon’s monetary freedom 

score to account for these policies.

INVESTMENT FREEDOM — 30%
Lebanon welcomes foreign investment, although with 

some restrictions, particularly in real estate, insurance, 

media companies, and banks. Red tape and corruption, 

arbitrary licensing decisions, archaic legislation, and an 

ineffectual judicial system are serious impediments to for-

eign investment. Residents and non-residents may hold 

foreign exchange accounts, but central bank approval is 

required to purchase treasury securities, money market 

instruments, and derivatives, and some credit operations 

are prohibited. All foreigners must obtain a license from 

the government to acquire real estate. There are no restric-

tions on payments and transfers.

FINANCIAL FREEDOM — 70%
Lebanon’s financial sector is one of the region’s most liber-

al and sophisticated. There are few restrictions on domestic 

bank formation and few barriers to foreign banks. Finan-

cial regulations are transparent, and credit is allocated to 

all investors on market terms. The five largest commer-

cial banks accounted for over 60 percent of total banking 

assets in 2004. Non-performing loans were estimated to 

exceed 25 percent at the end of September 2004. Private-

sector borrowers complain about being crowded out of the 

market because much bank credit goes to the government. 

There are more than 70 insurance firms, and regulations 

have been passed to tighten supervision and establish 

minimum capital requirements to address a problem with 

small, undercapitalized firms that charge low premiums 

but rarely pay claims.

PROPERTY RIGHTS — 30%
The judiciary is significantly influenced by the security ser-

vices and the police. The government-appointed prosecut-

ing magistrate exerts considerable influence over judges 

by, for example, recommending verdicts and sentences. 

Trials, particularly commercial cases, drag for years.

FREEDOM FROM CORRUPTION — 31%
Corruption is perceived as significant. Lebanon ranks 83rd 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 74.4%
The labor market operates under restrictive employment 

regulations that could be improved to enhance employ-

ment and productivity growth. The non-salary cost of 

employing a worker can be high, and dismissing a redun-

dant employee is relatively costly. Regulations on increas-

ing or contracting the number of work hours are flexible.
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LESOTHO

Population:  1.8 million

GDP (PPP):   $4.7 billion
2.0% growth in 2004
2.6% 5-yr. comp. ann. growth
$2,619 per capita

Unemployment:  30% (2002 estimate)

Inflation (CPI):  5.2%

FDI (net inflow):  $51.7 million

Official Development Assistance: 
Multilateral:  $79 million
Bilateral:  $36 million (11 % from the U.S.)

External Debt:  $764.0 million

Exports:  $771.2 million
Primarily clothing, footwear, road vehi-
cles, wool, mohair, food, live animals

Imports:  $1.4 billion
Primarily food, building materials, vehi-
cles, machinery, medicines, petroleum 
products

L
esotho’s economy is 54.1 percent free, according to 
our 2007 assessment, which makes it the world’s 118th 

freest economy. Its overall score is 2.8 percentage points 
lower than last year, partially reflecting new methodologi-
cal detail. Lesotho is ranked 23rd out of 40 countries in the 
sub-Saharan Africa region, and its overall score is equal to 
the regional average.

Lesotho does not rank strongly in any category, but it does 
enjoy moderate levels of business freedom, monetary free-
dom, and labor freedom. High top income tax and top 
corporate tax rates are supplemented by additional taxes. 
Inflation is moderate, although the government intervenes 
in the price structure of certain goods. The labor market 
is flexible.

Lesotho faces substantial economic challenges that are 
common among poor African countries. Its trade freedom, 
freedom from government, investment freedom, proper-
ty rights, and freedom from corruption are all weak. The 
country’s average tariff rate is high, and non-tariff barri-
ers to trade are significant. Regulation is oppressive, and 
business operations are significantly impeded by red tape. 
Government spending is also far too high. Property rights 
are not secured by an independent judiciary, and corrup-
tion is a problem.

BACKGROUND: Lesotho sells water and electricity to South 
Africa, and over half of all households depend on agricul-
ture or migrant labor, primarily miners that work in South 
Africa. King Letsie III is head of state but has no executive 
authority. Prime Minister Pakalitha Mosisili and his party 
control a significant parliamentary majority. The govern-
ment supports privatization and an improved business 
environment. Under the African Growth and Opportunity 
Act, Lesotho has become the largest African exporter of 
garments to the United States, but expiration of the Multi-
Fiber Arrangement will hurt the textile sector. HIV/AIDS 
is a serious concern.

The economy is 54.1% free 
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BUSINESS FREEDOM — 68.2%
Starting a business takes an average of 73 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Both obtaining a busi-

ness license and closing a business are relatively simple. 

Although the regulatory framework generally lacks trans-

parency, the overall freedom to start, operate, and close a 

business is relatively well protected by the national regula-

tory environment.

TRADE FREEDOM — 44.4%
Lesotho’s weighted average tariff rate was 17.8 percent in 

2001. Burdensome regulations, non-transparent and arbi-

trary import licensing, import bans, and import restrictions 

add to the cost of trade. Consequently, an additional 20 

percent is deducted from Lesotho’s trade freedom score to 

account for these non-tariff barriers.

FISCAL FREEDOM — 79.5%
Lesotho has high tax rates. The top income tax rate is 35 

percent, and the top corporate tax rate for all companies 

other than manufacturing is 25 percent (a reduced rate of 

10 percent is applicable to all manufacturing companies). 

Other taxes include a value-added tax (VAT) and a tax on 

dividends. In the most recent year, overall tax revenue as 

a percentage of GDP was 35 percent.

FREEDOM FROM GOVERNMENT — 53.7%
Total government expenditures in Lesotho, including con-

sumption and transfer payments, are high. In the most 

recent year, government spending equaled 43.1 percent of 

GDP, and the government received 9 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 76.7%
Inflation in Lesotho is moderate, averaging 4.4 per-

cent between 2003 and 2005. Relatively moderate and 

unstable prices explain most of the monetary freedom 

score. Although many prices are freely determined in the 

market, the government influences prices through state-

owned enterprises and utilities, especially in agriculture. 

Lesotho’s tradition of direct government involvement has 

limited private-sector development in the economy, and 

the program for privatizing agricultural parastatals has 

made little headway. Consequently, an additional 10 per-

cent is deducted from Lesotho’s monetary freedom score 

to account for these policies.

INVESTMENT FREEDOM — 30%
Foreign investors have participated in the country’s priva-

tization program without discrimination. However, politi-

cal instability and a lack of transparency discourage foreign 

investment. Local unrest often leads to the destruction of 

property owned by foreign businesses. Residents and non-

residents no longer require government permission to 

hold foreign exchange accounts, but quantitative restric-

tions apply. Some payments and transfers are subject to 

prior government approval and limitations. Many capital 

transactions face restrictions or quantitative limits, and real 

estate purchases abroad require government approval.

FINANCIAL FREEDOM — 50%
Lesotho’s small, underdeveloped financial system is closely 

tied to South Africa through the Common Monetary Area 

that also includes Namibia and Swaziland. The banking 

sector has four commercial banks, three of which are for-

eign-owned. The government privatized the Lesotho Bank 

in 1999 but still owns two development banks. The central 

bank established a Rural Credit Guarantee Fund in 2003 to 

encourage rural lending and established the Lesotho Post-

Bank in 2005 to provide banking services to the poor and 

in rural areas. Non-performing loans are a legacy problem 

linked to historical exploitation of Lesotho Bank by poli-

ticians and lending to state-owned enterprises. Financial 

supervision remains insufficient. There are four insurance 

companies, the largest of which is 50 percent government-

owned. Capital markets are marginal.

PROPERTY RIGHTS — 40%
Private property is guaranteed, and expropriation is 

unlikely. The judiciary is independent and has generally 

been allowed to carry out its role effectively, even during 

the years of military rule. However, draconian internal 

security legislation gives considerable power to the police 

and restricts the right of assembly and some forms of 

industrial action.

FREEDOM FROM CORRUPTION — 34%
Corruption is perceived as significant. Lesotho ranks 70th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 64.9%
The labor market operates under relatively flexible employ-

ment regulations that could be improved to enhance 

employment and productivity growth. The non-salary cost 

of employing a worker is low, and dismissing a redundant 

employee is relatively costless. In recent years, the govern-

ment has vowed to increase labor market flexibility.
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LIBYA

Population:  5.7 million

GDP (PPP):   $65.8 billion (2005 estimate)
4.6% growth in 2004
4.5% 5-yr. comp. ann. growth
$11,400 per capita (2005 
estimate)

Unemployment:  30% (2004 estimate)

Inflation (CPI):  –2.2%

FDI (net inflow):  $69.1 million

Official Development Assistance: 
Multilateral:  $7 million
Bilateral:  $11 million (0.4% from the U.S.)

External Debt:  $4.3 billion (2005 
estimate)

Exports:  $17.9 billion
Primarily crude oil, refined petroleum 
products, natural gas

Imports:  $10.5 billion
Primarily machinery, transport equip-
ment, semi-finished goods, food, con-
sumer products

L
ibya’s economy is 34.5 percent free, according to our 
2007 assessment, which makes it the world’s 155th fre-

est economy, or third most repressed. Its overall score is 
0.2 percentage point higher than last year, partially reflect-
ing new methodological detail. Libya is ranked 17th out of 
17 countries in the Middle East/North Africa region, and 
its overall score is much lower than the regional average.

Libya’s fiscal freedom and monetary freedom are its 
strengths. The top income and corporate tax rates are 
moderate, but various surtaxes can be extremely high. 
Government tax revenue relative to GDP is low, perhaps 
because of the country’s oil revenues. Inflation in Libya is 
also low, though price controls distort the market.

Libya has extremely low freedom in many areas. Busi-
ness freedom, trade freedom, freedom from government, 
investment freedom, financial freedom, property rights, 
labor freedom, and freedom from corruption are all seri-
ous problems. Oil dominates the economy, and the gov-
ernment dominates the oil sector. Forming, operating, or 
closing a business is difficult and heavily regulated by an 
avowedly socialist state, which also manages the labor 
market inflexibly. Fairly high tariff rates and non-tariff 
barriers impede trade and foreign investment. Corrup-
tion is rampant, and fair adjudication of property rights 
is unlikely.

BACKGROUND: Oil revenues generate almost all export 
earnings in Libya’s state-dominated economy. Despite one 
of Africa’s highest per capita incomes, Libya has suffered 
from more than 30 years of socialist economic policies and 
international sanctions due to its role in the 1989 Lockerbie 
bombing. The United Nations lifted its sanctions in 2003 
after Libya agreed to pay compensation to victims’ fami-
lies, and the U.S. lifted most of its sanctions in 2004 after 
Libyan leader Muammar Qadhafi abandoned his efforts 
to build weapons of mass destruction. The Department 
of State removed Libya from its list of state sponsors of 
terrorism in 2006.

The economy is 34.5% free
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BUSINESS FREEDOM — 20%
Libya still has a planned economy, although the private 

sector has been developing in recent years. A one-stop win-

dow has been established to simplify the business applica-

tion process, and approval can now be obtained within 30 

days. However, government regulations are applied ran-

domly and still significantly impede the creation of new 

businesses. The freedom to start, operate, and close a busi-

ness is significantly restricted by the national regulatory 

environment. 

TRADE FREEDOM — 29.6%
Libya’s weighted average tariff rate was 25.2 percent in 

2002. Import restrictions, burdensome and non-transpar-

ent regulation, and customs corruption add to the cost of 

trade. Consequently, an additional 20 percent is deducted 

from Libya’s trade freedom score to account for these non-

tariff barriers.

FISCAL FREEDOM — 87.8%
Libya levies a top income tax rate of 15 percent on individ-

ual income from labor and any service or function, whether 

permanent or temporary. A jihad tax is also applied to all 

taxable income. For incomes over 200,000 Libyan dinars, 

other taxes (such as those on commercial and industrial 

profits) can raise the top rate to 90 percent. The top cor-

porate tax rate is 40 percent. Oil companies are subject to 

special provisions. Libya has no value-added tax (VAT) or 

inheritance tax. In the most recent year, overall tax revenue 

as a percentage of GDP was 2.4 percent.

FREEDOM FROM GOVERNMENT — 23.5%
Total government expenditures in Libya, including con-

sumption and transfer payments, are very high. In the most 

recent year, government spending equaled 44.2 percent of 

GDP, and the government received 92.9 percent of its total 

revenues from state-owned enterprises and government 

ownership of property. Privatization programs have been 

broadened, but results are not yet evident.

MONETARY FREEDOM — 78.9%
Inflation in Libya is low, averaging 0.9 percent between 

2003 and 2005. Stable prices explain most of the monetary 

freedom score. Most prices are determined by the govern-

ment through price controls and state-owned enterprises 

and utilities. Consequently, an additional 15 percent is 

deducted from Libya’s monetary freedom score to account 

for these policies.

INVESTMENT FREEDOM — 30%
Almost all foreign direct investment is in the hydrocarbons 

sector. The government has partially liberalized rules on 

foreign investment, permitting it in limited sectors, but the 

regulatory and bureaucratic environment remains complex. 

Both residents and non-residents may hold foreign curren-

cy accounts with prior approval. Payments for authorized 

imports are not restricted; other payments require govern-

ment approval or are subject to quantitative limits. Repatri-

ation and most capital transactions, including transactions 

involving capital and money market instruments, credit 

operations, direct investment, and real estate, are subject 

to controls, including approval requirements.

FINANCIAL FREEDOM — 20%
Libya’s financial system is primitive and highly central-

ized. The government nationalized all banks in 1970 and 

maintains tight control. Private ownership of financial 

institutions was permitted in 1993, and the first private 

bank since 1969 opened in 1996. An active central bank 

and eight other government-owned financial institutions 

dominate the sector. There is no coherent plan to privatize 

state banks, although the government has mentioned it as 

a goal. Legislation passed in 2005 permits foreign banks 

to open branches, and three foreign banks had represen-

tative offices as of June 2006. Regulation is bureaucratic 

and antiquated. Transparency and supervision of state 

banks is very weak. There is no capital market, although 

the government adopted a law to establish a stock market 

in June 2006.

PROPERTY RIGHTS — 10%
The judiciary is not independent. The private practice of 

law is illegal, and all lawyers must be members of the Sec-

retariat of Justice. There is little land ownership, and the 

government may re-nationalize the little private property 

that is granted, especially to foreign companies.

FREEDOM FROM CORRUPTION — 25%
Corruption is perceived as widespread. Libya ranks 117th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 20%
The labor market operates under highly restrictive employ-

ment regulations that hinder employment and productiv-

ity growth. Regulations make employing and dismissing 

a worker difficult and costly. The government sets most 

wages because it employs about 70 percent of the labor 

force. Unemployment is a major policy issue as the pace of 

privatization gradually increases.
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LITHUANIA

Population:  3.4 million

GDP (PPP):   $45.0 billion
7.0% growth in 2004
7.1% 5-yr. comp. ann. growth
$13,107 per capita

Unemployment:  6.8%

Inflation (CPI):  1.2%

FDI (net inflow):  $510.4 million

Official Development Assistance: 
Multilateral:  $219 million
Bilateral:  $43 million (12% from the U.S.)

External Debt:  $9.5 billion

Exports:  $11.8 billion
Primarily mineral products, textiles, 
clothing, machinery and equipment, 
chemicals, wood, wood products, food

Imports:  $13.3 billion
Primarily mineral products, machinery 
and equipment, transport equipment, 
chemicals, textiles, clothing, metals

L
ithuania’s economy is 72 percent free, according to our 
2007 assessment, which makes it the world’s 22nd fre-

est economy. Its overall score is 1 percentage point lower 
than last year, partially reflecting new methodological 
detail. Lithuania is ranked 14th out of 41 countries in the 
European region, and its overall score is higher than the 
regional average.

Lithuania scores well in most areas of economic freedom, 
including business freedom, trade freedom, fiscal free-
dom, monetary freedom, investment freedom, and finan-
cial freedom. Top income and corporate tax rates are low. 
Business regulation is simple. Investment in Lithuania is 
welcome, and foreign capital is subject to the same rules as 
domestic capital. The financial sector is advanced, region-
ally integrated, and subject to few intrusive regulations.

Lithuania could improve its labor freedom, property 
rights, and freedom from corruption. Labor restrictions 
are inflexible, and despite the fact that foreign invest-
ment is generally welcome, complicated regulations are a 
deterrent. The judiciary has a significant backlog of cases 
because of slow jurisprudence.

BACKGROUND: In 1993, Russian troops withdrew from 
Lithuania, and the country won its independence, fol-
lowed by membership in the European Union and NATO. 
In May 2006, the four-party ruling coalition that had come 
to power in the October 2004 election collapsed following 
the decision of the Labor Party to withdraw its support. 
With more than 80 percent of its enterprises now priva-
tized, Lithuania continues to navigate the transition from 
a command economy to a market economy successfully.

The economy is 72% free
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BUSINESS FREEDOM — 86.4%
Starting a business takes an average of 26 days, compared 

to the world average of 48 days. The relatively sound busi-

ness environment has encouraged entrepreneurial activi-

ties. Obtaining a business license is relatively simple, and 

closing a business is easy. The overall freedom to start, 

operate, and close a business is protected by the national 

regulatory environment.

TRADE FREEDOM — 76.6%
Lithuania’s trade policy is the same as those of other mem-

bers of the European Union. The common EU weighted 

average tariff rate was 1.7 percent in 2005. Various non-

tariff barriers are reflected in EU and Lithuanian govern-

ment policy, including agricultural and manufacturing 

subsidies, regulatory and licensing restrictions, and other 

market access restrictions. The government implements 

restrictive pharmaceutical and biotechnology regulations, 

as well as burdensome procurement rules, and the enforce-

ment of intellectual property rights is weak. Consequently, 

an additional 20 percent is deducted from Lithuania’s trade 

freedom score to account for these non-tariff barriers.

FISCAL FREEDOM — 91%
Lithuania has a moderate income tax rate and a low cor-

porate tax rate. The income tax rate is a flat 27 percent 

(scheduled to be reduced to 24 percent effective January 

2008), and the corporate tax rate is 15 percent. Other taxes 

include a value-added tax (VAT), a land tax, and a road tax. 

In the most recent year, overall tax revenue as a percentage 

of GDP was 19.8 percent.

FREEDOM FROM GOVERNMENT — 76.6%
Total government expenditures in Lithuania, including 

consumption and transfer payments, are moderate. In the 

most recent year, government spending equaled 31.2 per-

cent of GDP, and the government received 2 percent of its 

total revenues from state-owned enterprises and govern-

ment ownership of property.

MONETARY FREEDOM — 81.2%
Inflation in Lithuania is low, averaging 2 percent between 

2003 and 2005. Relatively stable prices explain most of 

the monetary freedom score. As a participant in the EU’s 

Common Agricultural Policy, the government subsidizes 

agricultural production, distorting the prices of agricul-

tural products. The government also regulates rents, elec-

tricity rates, and some energy prices and influences prices 

through state-owned enterprises. Consequently, 10 percent 

is deducted from Lithuania’s monetary freedom score to 

account for these policies.

INVESTMENT FREEDOM — 70%
Foreign companies are accorded the same treatment as 

domestic firms. All sectors of the economy are open to 

foreign investment, with the exception of the security and 

defense sectors. Activities involving increased danger to 

human life, health, environment, manufacturing, or trade 

in weapons require permission or a license. Complex regu-

lations and procedures are continuing problems for inves-

tors. Residents may hold foreign exchange accounts. There 

are no controls or restrictions on repatriation of profits, cur-

rent transfers, or payments. Some capital transactions must 

be registered with the central bank, and there are limits on 

open foreign exchange positions by banks.

FINANCIAL FREEDOM — 80%
Lithuania’s financial system is advanced and tightly inter-

twined with those of its Scandinavian neighbors. The bank-

ing system is stable and regulated according to European 

Union standards. Non-EU banks must be approved by 

the central bank. Restrictions on financial transactions are 

minimal under a universal banking model. Credit is allo-

cated on market terms. The three largest banks account for 

over 70 percent of banking assets. Most commercial banks 

are foreign-owned, and foreign-owned banks accounted 

for over 90 percent of banking capital in 2004. Privatiza-

tion of the last remaining state-owned bank was completed 

in 2002, and the state held less than 1 percent of banking 

assets at the end of 2005. The insurance sector is also dom-

inated by foreign firms. Capital markets are well devel-

oped but small. The stock exchange is part of a regional 

network of exchanges that includes Nordic and most Baltic 

countries.

PROPERTY RIGHTS — 50%
Accession to the EU has played a major role in encouraging 

reforms in Lithuania’s judicial system, including strength-

ening its independence and streamlining proceedings to 

clear up the backlog of criminal cases. Investors still com-

plain that judicial enforcement of contracts is weak.

FREEDOM FROM CORRUPTION — 48%
Corruption is perceived as significant. Lithuania ranks 44th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 60.1%
The labor market operates under restrictive employment 

regulations that hinder employment and productivity 

growth. The non-salary cost of employing a worker can be 

very high, but dismissing a redundant employee is rela-

tively costless. Restrictions on increasing or modifying the 

number of work hours are rigid.

LITHUANIA’S TEN ECONOMIC FREEDOMS

Business Freedom
Trade Freedom 
Fiscal Freedom

Fdm fm Government
Monetary Freedom

 Investment Freedom
Financial Freedom

Property Rights
 Fdm fm Corruption

 Labor Freedom

100 = most free,         = world average

0 50 100

256 2007 Index of Economic Freedom

 86.4  
 76.6  
 91  
 76.6  
 81.2  
 70  
 80  
 50  
 48  
 60.1

L
L

L

L
L

L
L
L
L

L



Europe Average = 67.5
World Average = 60.6

100

80

60

40

20

0
1995 2007

257

Q U I C K  FAC T S 

How Do We Measure Economic Freedom? See Chapter 
3 (page 37) for an explanation of the methodology or 
visit the Index Web site at heritage.org/index.

LUXEMBOURG

Population:  0.5 million

GDP (PPP):   $31.7 billion
4.5% growth in 2004
4.1% 5-yr. comp. ann. growth
$69,961 per capita

Unemployment:  4.3% (2004 estimate)

Inflation (CPI):  2.2%

FDI (net inflow):  –$2.0 billion

Official Development Assistance: 
Multilateral:  None
Bilateral:  None

External Debt:  n/a

Exports:  $46.9 billion
Primarily machinery and equipment, 
steel products, chemicals, rubber prod-
ucts, glass

Imports:  $37.9 billion
Primarily minerals, metals, food, quality 
consumer goods

L
uxembourg’s economy is 79.3 percent free, according 
to our 2007 assessment, which makes it the world’s 

8th freest economy. Its overall score is 1 percentage point 
lower than last year, partially reflecting new methodologi-
cal detail. Luxembourg is ranked 3rd out of 41 countries in 
the European region, and its overall score is much higher 
than the regional average.

Luxembourg has high levels of investment freedom, trade 
freedom, financial freedom, property rights, business 
freedom, and monetary freedom. The average tariff rate 
is low (though non-tariff barriers include EU subsidies), 
and business regulation is efficient. Virtually all commer-
cial operations are simple and transparent. The govern-
ment has instituted a streamlined registration for all new 
businesses. Inflation is fairly low. Foreign investment in 
Luxembourg is welcome, although subject to government 
licensing in some sectors. The financial sector is highly 
developed and is regarded as a global financial hub that 
maintains depositor secrecy. The judiciary, independent of 
politics and free of corruption, has an exemplary ability to 
protect property rights.

Luxembourg could do slightly better in freedom from 
government. Total government spending equals more 
than two-fifths of GDP but is still lower than that of some 
other EU member countries.

BACKGROUND: Luxembourg is a founding member of the 
European Union and, despite a deceleration in per capita 
GDP in recent years, maintains one of the world’s highest 
income levels. During the 20th century, it evolved into a 
manufacturing and services economy. With a financial ser-
vices industry that accounts for about one-third of GDP, 
Luxembourg is Europe’s principal center for mutual funds 
and a major force in the banking and insurance industries. 
It possesses a skilled workforce and well-developed infra-
structure. There are no restrictions that apply specifically 
to foreign investors, and the regulatory structure is liberal 
and transparent.

The economy is 79.3% free
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BUSINESS FREEDOM — 90%
The process for establishing a business in Luxembourg is 

simple and straightforward. The government’s one-stop-

shopping system for business registration applies to for-

eign and domestic enterprises alike. Regulations are fair, 

transparent, and applied evenly in most cases. The overall 

freedom to start, operate, and close a business is well pro-

tected by the national regulatory environment.

TRADE FREEDOM — 76.6%
Luxembourg’s trade policy is the same as those of other 

members of the European Union. The common EU weight-

ed average tariff rate was 1.7 percent in 2005. Various 

non-tariff barriers are reflected in EU and Luxembourg 

government policy, including agricultural and manufac-

turing subsidies, regulatory and licensing restrictions, and 

other market access restrictions. Consequently, an addi-

tional 20 percent is deducted from Luxembourg’s trade 

freedom score to account for these non-tariff barriers.

FISCAL FREEDOM — 75.4%
Luxembourg has a high income tax rate but a low corpo-

rate tax rate. The top income tax rate is 38.95 percent (38 

percent plus a 2.5 percent surcharge), and the top corpo-

rate tax rate is 22.9 percent (including a 4 percent employ-

ment fund contribution). Municipal business tax rates vary. 

Other taxes include a value-added tax (VAT) and a wealth 

tax. In the most recent year, overall tax revenue as a per-

centage of GDP was 40.6 percent.

FREEDOM FROM GOVERNMENT — 55.9%
Total government expenditures in Luxembourg, including 

consumption and transfer payments, are high. In the most 

recent year, government spending equaled 43.2 percent of 

GDP, and the government received 1.7 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 80.2%
Luxembourg is a member of the euro zone. Inflation in 

Luxembourg is low, averaging 2.4 percent between 2003 

and 2005. Relatively stable prices explain most of the mon-

etary freedom score. As a participant in the EU’s Common 

Agricultural Policy, the government subsidizes agricul-

tural production, distorting the prices of agricultural 

products. The government also regulates electricity rates 

and some fuel prices and influences prices through state-

owned enterprises. Consequently, 10 percent is deducted 

from Luxembourg’s monetary freedom score to account 

for these policies.

INVESTMENT FREEDOM — 90%
Luxembourg has a very open foreign investment regime. 

Foreign and domestic businesses receive equal treatment, 

and there are no local content requirements. Non–Europe-

an Economic Area banks need a license from the Commis-

sion de Surveillance du Secteur Financier to set up a branch 

or subsidiary. The government restricts investments that 

directly affect national security. Both residents and non-

residents may hold foreign exchange accounts. There are 

no restrictions or barriers with respect to capital transac-

tions or current transfers, repatriation of profits, purchase 

of real estate, or access to foreign exchange.

FINANCIAL FREEDOM — 80%
Luxembourg has a sophisticated and well-developed finan-

cial sector that serves as a global financial hub. Supervision 

is strong, and regulations are transparent and undemand-

ing. Banking is one of Luxembourg’s largest industries, 

and the banking system is highly competitive. Banking 

secrecy is legally enforced. At the end of January 2006, Lux-

embourg had 155 banks from over 20 different countries. 

Of the world’s 50 leading banks, 30 have subsidiaries in 

Luxembourg. Banks operate as universal banks, offering 

an unrestricted range of activities. The one state-owned 

bank, Société Nationale de Crédit et d’Investissement 

(SNCI), offers medium- and long-term financing of invest-

ments made by Luxembourg-based companies. Credit is 

allocated on market terms. Foreign investors may freely 

access credit domestically. There has been a withholding 

tax on interest from bank accounts held by non residents 

since July 2005.

PROPERTY RIGHTS — 90%
Private property is well protected in Luxembourg. Con-

tractual agreements are strongly secured, and the judiciary 

is of high quality.

FREEDOM FROM CORRUPTION — 85%
Corruption is perceived as minimal. Luxembourg ranks 

13th out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 70%
The labor market operates under somewhat flex-

ible employment regulations that could be improved to 

enhance employment and productivity growth. Structural 

unemployment has been increasing in recent years. Gen-

erous unemployment benefits, which are almost twice as 

high as those in neighboring countries, pose a challenge to 

labor market flexibility. Luxembourg’s minimum wage is 

the highest in the EU.
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MACEDONIA

Population:  2 million

GDP (PPP):   $13.4 billion
4.1% growth in 2004
1.5% 5-yr. comp. ann. growth
$6,610 per capita

Unemployment:  37.2% (end 2004)

Inflation (CPI):  1.0%

FDI (net inflow):  $150.1 million

Official Development Assistance: 
Multilateral:  $96 million
Bilateral:  $173 million (31% from the U.S.)

External Debt:  $2.0 billion

Exports:  $2.1 billion
Primarily food, beverages, tobacco, mis-
cellaneous manufactures, iron and steel

Imports:  $3.2 billion
Primarily machinery and equipment, 
automobiles, chemicals, fuels, food 
products

M
acedonia’s economy is 60.8 percent free, according to 
our 2007 assessment, which makes it the world’s 71st 

freest economy. Its overall score is 0.2 percentage point 
higher than last year, partially reflecting new methodolog-
ical detail. Macedonia is ranked 32nd out of 41 countries 
in the European region, and its overall score is lower than 
the regional average.

Macedonia has high levels of fiscal freedom and monetary 
freedom. Personal and corporate income tax rates are very 
low, but total tax revenue is somewhat high as a percent-
age of GDP. Inflation is low. The government is pushing 
forward efforts to reduce its influence on the price of mar-
ket goods, although some (like electricity) are distorted by 
state-owned businesses.

Macedonia faces many challenges, including weak free-
dom from government, investment freedom, property 
rights, and freedom from corruption. Government expen-
ditures are high, although state-owned businesses do not 
account for a significant portion of total revenue. The court 
system is prone to corruption, political interference, and 
inefficiency, partially as a result of the country’s political 
turmoil.

BACKGROUND: Since gaining its independence from the 
former Yugoslavia in 1991, Macedonia has faced a trou-
blesome political and economic transition. Following civil 
strife in 2001, the Ohrid Agreement prevented an all-out 
civil war by giving greater recognition to the Albanian 
minority within a unitary state. Under the guidance of 
Prime Minister Vlado Buckovski, Macedonia has made 
great strides toward gaining membership in both the 
European Union and NATO. The principal exports include 
clothing, iron, and steel, but the high level of informal eco-
nomic activity remains a concern.

The economy is 60.8% free

Rank: 71
Regional Rank: 32 of 41
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BUSINESS FREEDOM — 60.9%
Starting a business takes an average of 18 days, compared 

to the world average of 48 days, encouraging entrepreneur-

ship. Obtaining a business license is relatively simple, but 

closing a business can be very difficult. Although the gov-

ernment has made some effort to establish a regulatory 

system to promote competitiveness, poor and inconsistent 

enforcement of commercial legislation remains a problem. 

The overall freedom to start, operate, and close a business 

is restricted by the national regulatory environment.

TRADE FREEDOM — 73.4%
Macedonia’s weighted average tariff rate was 3.3 percent 

in 2005. Import taxes, import and export quotas, import 

restrictions, non-transparent regulations and standards, 

and corruption in the customs process all add to the cost of 

trade. Consequently, an additional 20 percent is deducted 

from Macedonia’s trade freedom score to account for these 

non-tariff barriers.

FISCAL FREEDOM — 90%
Macedonia enjoys low tax rates. The top income tax rate 

is 18 percent, and the top corporate tax rate is 15 percent. 

Other taxes include a value-added tax (VAT) and a proper-

ty transfer tax. In the most recent year, overall tax revenue 

as a percentage of GDP was 30.8 percent.

FREEDOM FROM GOVERNMENT — 67.8%
Total government expenditures in Macedonia, including 

consumption and transfer payments, are high. In the most 

recent year, government spending equaled 36.1 percent of 

GDP, and the government received 5.5 percent of its total 

revenues from state-owned enterprises and government 

ownership of property. The government has almost com-

pleted the privatization of small and medium-sized enter-

prises, but this has not resulted in considerable progress 

toward sound corporate governance.

MONETARY FREEDOM — 91.1%
Inflation in Macedonia is extraordinarily low, averaging 0.4 

percent between 2003 and 2005. Such stable prices explain 

most of the monetary freedom score. Most prices are deter-

mined in the market, and the government is continuing 

to privatize state-owned firms, but the government still 

retains an influence on certain prices through state-owned 

enterprises and utilities, such as electricity. Consequently, 

an additional 5 percent is deducted from Macedonia’s 

monetary freedom score to account for these policies.

INVESTMENT FREEDOM — 50%
Macedonia grants foreign and domestic investors equal 

treatment and permits non-residents to invest in domes-

tic firms, except in arms manufacturing. Foreign inves-

tors may also acquire state-owned firms that are slated 

for privatization. Political instability, however, weakens 

the business environment. Residents may hold foreign 

exchange accounts with approval from the central bank, 

and non-residents may hold foreign exchange accounts 

subject to some restrictions. Payments and transfers face 

few controls and restrictions. Most capital and money mar-

ket activities require the approval of or must be registered 

with the government. Residents are generally not permit-

ted to buy real estate abroad.

FINANCIAL FREEDOM — 60%
Although Macedonia has adopted reforms aimed at 

strengthening the financial sector, it remains relatively 

weak. Supervision and regulation are insufficient. The 

financial system is dominated by the banking sector. 

Macedonia has 20 banks, 15 savings houses, and one state-

owned bank. Savings banks are restricted and may not 

offer banking operations to companies. The private sector 

controls about 90 percent of banking assets. Foreign-owned 

banks may establish branches or representative offices and 

control over half of banking assets. The banking sector is 

highly concentrated, with three banks accounting for about 

70 percent of assets. The insurance industry is small and 

included seven companies in 2004, the largest being the 

former state-owned insurer. The stock exchange is small.

PROPERTY RIGHTS — 30%
Protection of property in Macedonia is weak. The executive 

improperly influences the judiciary. The country is slowly 

trying to harmonize its judicial standards with those of the 

EU. The lack of an effective rule of law is a crucial impedi-

ment to economic development.

FREEDOM FROM CORRUPTION — 27%
Corruption is perceived as widespread. Macedonia ranks 

103rd out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 58.1%
The labor market operates under restrictive employment 

regulations that hinder employment and productivity 

growth. The non-salary cost of employing a worker is 

very high, but dismissing a redundant employee can be 

easy. Regulations related to increasing or contracting the 

number of work hours are rigid. In an effort to increase 

labor market flexibility, Macedonia’s parliament passed 

new legislation on labor relations in 2005.
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MADAGASCAR

Population:  18.1 million

GDP (PPP):   $15.5 billion
5.3% growth in 2004
2.3% 5-yr. comp. ann. growth
$857 per capita

Unemployment:  n/a

Inflation (CPI):  13.8%

FDI (net inflow):  $45 million (gross)

Official Development Assistance: 
Multilateral:  $599 million
Bilateral:  $698 million (6% from the U.S.)

External Debt:  $3.5 billion

Exports:  $1.1 billion
Primarily coffee, vanilla, shellfish, sugar, 
cotton cloth, chromite, petroleum 
products

Imports:  $1.7 billion
Primarily capital goods, petroleum, 
consumer goods, food

M
adagascar’s economy is 61.4 percent free, according to 
our 2007 assessment, which makes it the world’s 65th 

freest economy. Its overall score is 1.6 percentage points 
lower than last year, partially reflecting new methodologi-
cal detail. Madagascar is ranked 7th out of 40 countries in 
the sub-Saharan Africa region, and its overall score is well 
above the regional average.

Madagascar enjoys high levels of fiscal freedom, free-
dom from government, trade freedom, property rights, 
and investment freedom. Personal income and corporate 
income tax rates are moderate, and overall tax revenue 
is fairly low as a percentage of GDP. Foreign investment 
in Madagascar is welcome. Despite some regulatory bur-
dens, foreigners may own 100 percent of many businesses. 
Government expenditures are moderate, and state-owned 
businesses account for virtually no tax revenue.

Economic development in Madagascar is hurt by a lack 
of freedom in several areas. Labor freedom and freedom 
from corruption are weak, as are financial freedom and 
business freedom. As in many other sub-Saharan African 
nations, Madagascar’s judiciary is underdeveloped and 
subject to the political whims of the executive. In addition, 
businesses are subject to an inefficient bureaucracy that is 
prone to corruption.

BACKGROUND: Madagascar has recovered from its 2001–
2002 political crisis, in which both opposition candidate 
Marc Ravalomanana and former military dictator and 
president Didier Ratsiraka claimed victory. (Ratsiraka 
eventually fled to exile in France.) Madagascar is a poor 
nation with a history of anti-market economic policies, but 
economic growth has been strong in recent years as the 
government has begun to implement economic reforms. 
Poor weather continues to threaten the livelihood of the 
three-quarters of the population engaged in agriculture. 
Corruption, poor infrastructure, and onerous bureaucracy 
remain problems. The expiration the Multi-Fiber Arrange-
ment has affected Madagascar’s textile industry.

The economy is 61.4% free

Rank: 65
Regional Rank: 7 of 40
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BUSINESS FREEDOM — 51.2%
Starting a business takes an average of 21 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Both obtaining a 

business license and closing a business can be very dif-

ficult. Despite the government’s efforts to streamline the 

regulatory process, red tape and a lack of transparency 

remain problems. The overall freedom to start, operate, 

and close a business is restricted by the national regula-

tory environment.

TRADE FREEDOM — 72.8%
Madagascar’s weighted average tariff rate was 3.6 per-

cent in 2001. Import restrictions, import bans, sanitary 

and phytosanitary regulations, and a customs process that 

lacks transparency and is susceptible to corruption add to 

the cost of trade. Consequently, an additional 20 percent 

is deducted from Madagascar’s trade freedom score to 

account for these non-tariff barriers.

FISCAL FREEDOM — 87.2%
Madagascar has moderate tax rates. Both the top income 

tax rate and the top corporate tax rate are 30 percent. Other 

taxes include a value-added tax (VAT) and a capital gains 

tax. In the most recent year, overall tax revenue as a per-

centage of GDP was 10.9 percent.

FREEDOM FROM GOVERNMENT — 85%
Total government expenditures in Madagascar, including 

consumption and transfer payments, are low. In the most 

recent year, government spending equaled 25.1 percent of 

GDP, and the government received 0.8 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 70%
Inflation in Madagascar is high, averaging 15.6 percent 

between 2003 and 2005. Relatively high and unstable 

prices explain most of the monetary freedom score. Most 

prices are determined in the market, but the government 

retains an influence on certain prices through state-owned 

enterprises and utilities, such as electricity (although this 

influence is diminishing as the government pushes ahead 

with privatization). Consequently, an additional 5 percent 

is deducted from Madagascar’s monetary freedom score to 

account for these policies.

INVESTMENT FREEDOM — 70%
Foreign investors face a heavy bureaucratic burden, but the 

government has taken measures to improve the investment 

climate, such as a one-stop shop for approvals. Foreign-

ers can also own land now. Most sectors of the economy 

are open to 100 percent foreign ownership. Both residents 

and non-residents may open foreign exchange accounts, 

subject to certain restrictions and government approv-

al. There are no restrictions on payments or transfers, 

although profits must be repatriated within 30 days. Most 

capital movements with other nations require government 

authorization.

FINANCIAL FREEDOM — 50%
Madagascar has a small financial system that is dominated 

by the banking sector. The government has been pursu-

ing banking reform, and the major banks are now partially 

privatized. Two new banks recently entered the sector: 

The locally based Compagnie Malgache de Banque was 

licensed in 2005, and an existing savings institution (Caisse 

d’Epargne de Madagascar) converted to a commercial 

bank. The central bank controls a third of financial sector 

assets. There is also an extensive network of savings and 

loans associations. Non-performing loans remain a prob-

lem. Six insurance companies, including two state-owned 

insurers and several foreign-owned companies, were oper-

ating in 2005. Capital markets are insignificant, and there 

is no stock market.

PROPERTY RIGHTS — 50%
The judiciary is influenced by the executive and subject 

to corruption. Investors face a legal and judicial environ-

ment in which neither the security of private property nor 

the enforcement of contracts can be guaranteed. The land 

titling process is very bureaucratic.

FREEDOM FROM CORRUPTION — 28%
Corruption is perceived as widespread. Madagascar ranks 

97th out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 50.1%
The labor market operates under highly restrictive employ-

ment regulations that hinder employment and productiv-

ity growth. The non-salary cost of employing a worker is 

high, but dismissing a redundant employee can be easy. 

Regulations related to increasing or modifying the number 

of work hours are rigid.
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M
alawi’s economy is 55.5 percent free, according to our 
2007 assessment, which makes it the world’s 106th 

freest economy. Its overall score is 2.4 percentage points 
lower than last year, partially reflecting new methodologi-
cal detail. Malawi is ranked 17th out of 40 countries in the 
sub-Saharan Africa region, and its overall score is slightly 
higher than the regional average.

Malawi has a high level of labor freedom and moderate 
levels of investment freedom, financial freedom, and fis-
cal freedom. The top income tax and corporate tax rates 
are fairly high, but overall tax revenue is not large as a 
percentage of GDP. The labor market is surprisingly flex-
ible, and employment is not heavily regulated in ways 
that impede job creation.

Malawi is beset by substantial economic problems that are 
characteristic of the region. Monetary freedom, freedom 
from corruption, freedom from government, and property 
rights are weak. Inflation in Malawi is very high, although 
government subsidies are not widespread. Government 
spending is over two fifths of GDP. A weak rule of law 
jeopardizes the protection of property rights, and corrup-
tion is a major problem.

BACKGROUND: Malawi is one of Africa’s most densely 
populated countries. Its economy is hindered by bureau-
cracy, burdensome regulation, corruption, inadequate 
infrastructure, and state-owned enterprises and utilities. 
More than 85 percent of the population is engaged in sub-
sistence agriculture, and recurring drought can create food 
shortages. Agriculture accounts for about 45 percent of 
gross domestic product and 90 percent of export earnings. 
Tobacco, tea, cotton, coffee, and sugar are the primary 
exports. Industrial activity is a small part of the economy, 
and Malawi possesses few natural resources. An estimated 
15 percent of the population is infected with HIV/AIDS.

MALAWI

Population:  12.6 million

GDP (PPP):   $8.2 billion
5.1% growth in 2004
1.5% 5-yr. comp. ann. growth
$646 per capita

Unemployment:  n/a

Inflation (CPI):  11.4%

FDI (net inflow):  $16 million (gross)

Official Development Assistance: 
Multilateral:  $222 million
Bilateral:  $332 million (17% from the 
U.S.)

External Debt:  $3.4 billion

Exports:  $483.3 million (2004 estimate)
Primarily tobacco, tea, sugar, cotton, 
coffee, peanuts, wood products, 
apparel

Imports:  $613 million (2004 estimate)
Primarily food, petroleum products, 
semimanufactures, consumer goods, 
transportation equipment

The economy is 55.5% free

Rank: 106
Regional Rank: 17 of 40
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BUSINESS FREEDOM — 54.4%
Starting a business takes an average of 37 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license is relatively simple, but closing a business can be 

very difficult. Red tape and bureaucratic delays are persis-

tent problems. The overall freedom to start, operate, and 

close a business is restricted by the national regulatory 

environment.

TRADE FREEDOM — 59.6%
Malawi’s weighted average tariff rate was 10.2 percent 

in 2001. The government has been working to liberalize 

the trade regime, but subsidies, export controls on maize, 

import and export licensing requirements, import taxes, 

burdensome regulations, and a customs process that can 

be non-transparent and corrupt add to the cost of trade. 

Consequently, an additional 20 percent is deducted from 

Malawi’s trade freedom score to account for these non-tar-

iff barriers.

FISCAL FREEDOM — 80.6%
Malawi has high tax rates. The top income tax rate is 40 

percent, and the top corporate tax rate is 30 percent. Other 

taxes include a value-added tax (VAT) and a property tax. 

In the most recent year, overall tax revenue as a percentage 

of GDP was 20.1 percent.

FREEDOM FROM GOVERNMENT — 53.3%
Total government expenditures in Malawi, including con-

sumption and transfer payments, are high. In the most 

recent year, government spending equaled 42.7 percent of 

GDP, and the government received 12.3 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 66.4%
Inflation in Malawi is high, averaging 13.9 percent between 

2003 and 2005. Such unstable prices explain most of the 

monetary freedom score. Although most prices are deter-

mined in the market, the government retains an influence 

on certain prices through state-owned enterprises and util-

ities, such as electricity, transportation, water and telecom-

munications; controls the prices of petroleum products and 

sugar; and uses subsidies to stabilize maize and fertilizer 

prices. Consequently, an additional 10 percent is deducted 

from Malawi’s monetary freedom score to account for 

these policies.

INVESTMENT FREEDOM — 50%
The government welcomes foreign investment. A short list 

of products require a license for both domestic and foreign 

investors, but this is not seen as an obstacle. Restrictions 

based on environmental, health, and national security 

concerns affect investment in weapons, explosives, and 

manufacturing that involves the treatment or disposal of 

hazardous waste or radioactive material. Residents may 

not hold foreign exchange accounts abroad. Non-residents 

may hold foreign exchange accounts, subject to restrictions 

and government approval in some cases. Some payments 

and transfers face quantitative limits. Most capital trans-

actions by residents—including outward direct invest-

ment—require approval.

FINANCIAL FREEDOM — 50%
Malawi’s financial sector is developing but remains unso-

phisticated, dominated by banking. Financial institutions 

offer a variety of credit instruments, generally allocated 

on market terms. Much bank lending goes to the govern-

ment or state-owned enterprises. There were 10 full-service 

commercial banks and several other non-bank financial 

institutions in 2006. The two largest banks are the domes-

tic National Bank of Malawi (NBM), which is half owned 

by the government, and Stanbic Bank (formerly known 

as Commercial Bank of Malawi), a subsidiary of a South 

African bank. The state also owns the Malawi Develop-

ment Corporation, which services industry. There are 12 

insurance companies, including one foreign insurer and 

one re-insurer. Capital markets are very small, and the 

stock exchange lists only 10 companies. Foreign investors 

are active participants in the stock market.

PROPERTY RIGHTS — 40%
Malawi’s laws protect all rights to property, including real 

property and intellectual property. There are some reports 

of government intervention in some cases and frequent 

allegations of bribery in civil and criminal cases. Adminis-

tration of the courts is weak, and due process can be very 

slow.

FREEDOM FROM CORRUPTION — 28%
Corruption is perceived as widespread. Malawi ranks 97th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 72.8%
The labor market operates under relatively flexible employ-

ment regulations that could be improved to enhance 

employment and productivity growth. The non-salary 

cost of employing a worker is very low, but dismissing a 

redundant employee can be relatively costly. Regulations 

related to increasing or contracting the number of work 

hours are flexible.
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M
alaysia’s economy is 65.8 percent free, according to 
our 2007 assessment, which makes it the world’s 48th 

freest economy. Its overall score is 2.1 percentage points 
higher than last year, partially reflecting new methodolog-
ical detail. Malaysia is ranked 8th freest out of 30 countries 
in the Asia–Pacific region, and its overall score is higher 
than the regional average.

Malaysia enjoys high levels of fiscal freedom, monetary 
freedom, trade freedom, and labor freedom. Both the top 
income tax rate and the top corporate tax rate are moder-
ate, and overall tax revenue is relatively low as a percent-
age of GDP. Inflation is minor, and the government does 
not widely distort market prices with direct subsidies. The 
tariff rate is fairly low, and the government has been work-
ing to eliminate some of the non-tariff barriers that impede 
trade. A highly flexible labor sector with simple employ-
ment procedures and no minimum wage helps businesses 
to stay competitive.

Malaysia suffers from weak investment freedom and weak 
financial freedom. Despite efforts to liberalize procedures, 
foreign investment is deterred by such impediments as 
limited voting shares in companies, enforced hiring of eth-
nic Malays, and case-by-case government preinvestment 
approval. Malaysia’s financial sector is fairly well devel-
oped, but it is also subject to significant government inter-
ference and some restrictions on foreign involvement.

BACKGROUND: Malaysia’s ruling political party, the Unit-
ed Malays National Organization, has held power in a 14-
party coalition called Barisan National since 1957. Prime 
Minister Abdullah Badawi is expected to remain in power 
until the next election in 2009. Services and industry are 
the mainstays of the economy and provide the vast major-
ity of employment opportunities. The Office of the U.S. 
Trade Representative announced on March 8, 2006, that it 
would initiate negotiations with Malaysia for a free trade 
agreement. Negotiating a comprehensive agreement is 
expected to be challenging for both sides.

MALAYSIA

Population:  24.9 million

GDP (PPP):   $255.8 billion
7.1% growth in 2004
5.2% 5-yr. comp. ann. growth
$10,276 per capita

Unemployment:  3.6%

Inflation (CPI):  1.5%

FDI (net inflow):  $2.6 billion

Official Development Assistance:  
Multilateral:  $4 million
Bilateral:  $447 million (0.2% from the 
U.S.)

External Debt:  $52.1 billion

Exports:  $118.6 billion
Primarily electronic equipment, petro-
leum, liquefied natural gas, wood, 
wood products, palm oil, rubber, tex-
tiles, chemicals

Imports:  $96.8 billion
Primarily electronics, machinery, petro-
leum products, plastics, vehicles, iron 
and steel products, chemicals

The economy is 65.8% free 

Rank: 48
Regional Rank: 8 of 30
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BUSINESS FREEDOM — 68.6%
Starting a business takes an average of 30 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license can be difficult, but closing a business is relatively 

easy. The overall freedom to start, operate, and close a busi-

ness is relatively well protected by the national regulatory 

environment.

TRADE FREEDOM — 71.8%
Malaysia’s weighted average tariff rate was 4.1 percent in 

2003. The government has made progress in liberalizing the 

trade regime, but non-automatic import licensing, import 

bans, burdensome regulations and standards, export 

licensing, non-transparent import tax rules, export subsi-

dies, weak protection of intellectual property rights, restric-

tive government procurement rules, and services market 

access barriers add to the cost of trade. Consequently, an 

additional 20 percent is deducted from Malaysia’s trade 

freedom score to account for these non-tariff barriers.

FISCAL FREEDOM — 87.8%
Malaysia has moderate tax rates. Both the top income tax 

rate and the top corporate tax rate are 28 percent. The gov-

ernment has announced that it will reduce individual and 

corporate tax rates when introducing a value-added tax 

(VAT). Other taxes include a capital gains tax and a vehicle 

tax. In the most recent year, overall tax revenue as a per-

centage of GDP was 16 percent.

FREEDOM FROM GOVERNMENT — 79.8%
Total government expenditures in Malaysia, including 

consumption and transfer payments, are moderate. In the 

most recent year, government spending equaled 26.5 per-

cent of GDP, and the government received 11.5 percent of 

its revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 80%
Inflation in Malaysia is relatively low, averaging 2.5 per-

cent between 2003 and 2005. Relatively low and stable 

prices explain most of the monetary freedom score. Most 

prices are determined in the market, but the government 

influences certain prices through state-owned enterprises; 

controls the prices of petroleum products, steel, cement, 

wheat flour, sugar, milk, bread, and chicken meat; and 

usually sets ceiling prices for an extended list of essential 

foods during major holidays. Consequently, an additional 

10 percent is deducted from Malaysia’s monetary freedom 

score to account for these policies.

INVESTMENT FREEDOM — 40%
Foreign investment rules have been eased over the years, 

but foreign investors still face such restrictions as limited 

voting shares, prior approval, and mandatory hiring of 

ethnic Malays. In September 2005, the government eased 

restrictions for domestic residents to buy foreign-listed 

securities and for foreigners to sell shares in the domes-

tic market. Residents and non-residents may hold foreign 

exchange accounts, but government approval is required 

in many cases. Nearly all capital transactions are prohib-

ited, are subject to restrictions, or require government 

approval.

FINANCIAL FREEDOM — 40%
Malaysia’s financial sector is relatively well developed 

but subject to extensive government intervention. Of the 

29 commercial banks operating as of September 2005, 10 

were domestically owned and 13 were foreign-owned. Six 

Islamic banks (five domestic and one foreign) account for 

over 10 percent of baking assets. The government owns a 

majority of Malaysia’s two largest local commercial banks. 

Foreign equity in banks is restricted, with participation in 

commercial banking limited to a maximum of 30 percent. 

The government influences the allocation of credit. There 

are several offshore banks, insurance companies, and other 

financial institutions. Numerous restrictions apply to the 

insurance industry, including restrictions on expatriate 

employment and foreign equity. Foreigners may trade 

in securities and derivatives, but foreign participation 

in stockbrokerages and trust management companies is 

restricted.

PROPERTY RIGHTS — 50%
Private property is protected in Malaysia, but the judiciary 

is subject to political influence. Corporate lawsuits take 

over a year to file. Cases are generally handled in a satis-

factory manner, although many firms include a mandatory 

arbitration clause in their contracts.

FREEDOM FROM CORRUPTION — 51%
Corruption is perceived as present. Malaysia ranks 39th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 89.5%
The labor market operates under flexible employment 

regulations that enhance employment and productivity 

growth. The non-salary cost of employing a worker is 

moderate, and dismissing a redundant employee is not dif-

ficult. The government restricts the number of expatriates 

that foreign and domestic firms may hire. Malaysia does 

not have a national minimum wage.

MALAYSIA’S TEN ECONOMIC FREEDOMS

Business Freedom
Trade Freedom 
Fiscal Freedom

Fdm fm Government
Monetary Freedom

 Investment Freedom
Financial Freedom

Property Rights
 Fdm fm Corruption

 Labor Freedom

100 = most free,         = world average

0 50 100

266 2007 Index of Economic Freedom

 68.6  
 71.8  
 87.8  
 79.8  
 80  
 40  
 40  
 50  
 51  
 89.5

L
L

L

L
L

L
L
L
L

L



Sub-Saharan Africa Average = 54.7
World Average = 60.6

1995 2007

100

80

60

40

20

0

267

Q U I C K  FAC T S 

How Do We Measure Economic Freedom? See Chapter 
3 (page 37) for an explanation of the methodology or 
visit the Index Web site at heritage.org/index.

M
ali’s economy is 53.7 percent free, according to our 
2007 assessment, which makes it the world’s 123rd 

freest economy. Its overall score is 0.4 percentage point 
lower than last year, partially reflecting new methodologi-
cal detail. Mali is ranked 24th out of 40 countries in the 
sub-Saharan Africa region, and its overall score is equal 
to the regional average.

Mali enjoys high levels of freedom from government and 
monetary freedom. Both the top income tax rate and the top 
corporate tax rate are high, though at a level comparable to 
the U.S., and government revenue from taxes is not huge 
compared to GDP. Government expenditures are moder-
ately low, and there is very little income from state-owned 
businesses. The state controls prices on some staples, such 
as fuel, but on the whole does not significantly influence 
prices, and inflation is fairly low.

Mali has weak business freedom, financial freedom, prop-
erty rights, labor freedom, and freedom from corruption. 
Business operations are difficult and inconsistently regu-
lated; the country’s inefficient and corrupt bureaucracy 
negatively affects most aspects of commercial life. Prop-
erty rights are not secured by the judiciary, which is sub-
ject to political interference. The labor market is highly 
inflexible.

BACKGROUND: Most of the labor force in landlocked, 
drought-prone Mali works in agriculture and herding. 
Bolstered by a decade of enhanced political and social sta-
bility, including the first successful democratic transfer of 
power in 2002, the government has implemented policies 
to liberalize the economy and strengthen the investment 
climate. While Mali remains one of the world’s poorest 
countries, economic growth over the past 10 years has 
averaged about 5 percent. Instability in the Ivory Coast 
affects the many Malians that live or work there. Other 
ongoing problems include desertification, deforestation, 
illiteracy, inadequate infrastructure, an inefficient judi-
ciary, and corruption.

MALI

Population:  12.1 million

GDP (PPP):   $13.1 billion
2.3% growth in 2004
4.4% 5-yr. comp. ann. growth
$998 per capita

Unemployment:  14.6% (2001 estimate)

Inflation (CPI):  –3.1%

FDI (net inflow):  $179.0 million

Official Development Assistance: 
Multilateral:  $311 million
Bilateral:  $430 million (11% from the 
U.S.)

External Debt:  $3.3 billion

Exports:  $1.2 billion
Primarily mineral products, salt, animal 
products, rum, chemicals, fruit, 
vegetables

Imports:  $1.5 billion
Primarily machinery, transport equip-
ment, manufactures, chemicals, mineral 
fuels, food, live animals

The economy is 53.7% free

Rank: 123
Regional Rank: 24 of 40
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BUSINESS FREEDOM — 37.1%
Starting a business takes an average of 42 days, com-

pared to the world average of 48 days. Entrepreneurship 

should be easier for maximum job creation. Obtaining a 

business license is very difficult, and closing a business 

is difficult. Despite government efforts to improve the 

regulatory structure, businesses still have to deal with 

inconsistent application of regulations and bureaucratic 

delays. The overall freedom to start, operate, and close a 

business is significantly restricted by the national regula-

tory environment.

TRADE FREEDOM — 58.6%
Mali’s weighted average tariff rate was 10.7 percent in 2004. 

Import restrictions, import bans, weak customs implemen-

tation, import licensing restrictions, and import taxes add 

to the cost of trade. Consequently, an additional 20 percent 

is deducted from Mali’s trade freedom score to account for 

these non-tariff barriers.

FISCAL FREEDOM — 79.5%
Mali has high tax rates. The top income tax rate is 40 per-

cent, and the top corporate tax rate is 35 percent. Other 

taxes include a value-added tax (VAT) and an insurance 

tax. In the most recent year, overall tax revenue as a per-

centage of GDP was 15.7 percent.

FREEDOM FROM GOVERNMENT — 84.6%
Total government expenditures in Mali, including con-

sumption and transfer payments, are low. In the most 

recent year, government spending equaled 25 percent of 

GDP, and the government received 2.6 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 78.4%
Inflation in Mali is moderate, averaging 3.4 percent between 

2003 and 2005. Relatively moderate and unstable prices 

explain most of the monetary freedom score. Although 

most prices are determined in the market, the government 

retains an influence on certain prices through state-owned 

enterprises and utilities, such as telecommunications, and 

controls the price of fuel and cotton, which is one of the 

most important sectors of the economy. Consequently, an 

additional 10 percent is deducted from Mali’s monetary 

freedom score to account for these policies.

INVESTMENT FREEDOM — 50%
The government allows for 100 percent foreign owner-

ship of any new business. Corruption is a serious problem 

in procurement, where lower-rank civil workers request 

bribes to speed up the approval process. Residents and 

non-residents must obtain permission to hold foreign 

exchange accounts. Payments and transfers to some coun-

tries require government approval. Credit and loan opera-

tions, and issues and purchases of securities, derivatives, 

and other instruments, are subject to various requirements, 

controls, and authorization depending on the transaction. 

The purchase of real estate requires prior authorization 

from the Ministry of Finance.

FINANCIAL FREEDOM — 40%
Mali’s financial sector is small, and the country partici-

pates in the West African Economic and Monetary Union 

(WAEMU) along with seven other countries. The Central 

Bank of West African States (BCEAO), a central bank com-

mon to the eight members of WAEMU, governs banking 

and other financial institutions. There were nine com-

mercial banks as of mid-2004, including a development 

bank, an agricultural bank, and a housing bank. Only 

three commercial banks are fully private. The government 

has a minority stake in the three main banks (including 

20 percent in the largest bank, Banque de développement 

du Mali) and a majority share in Banque Internationale du 

Mali, which is the process of being privatized. There is an 

extensive microfinance industry of over 300 institutions 

that primarily serves rural areas. There were five insurance 

firms and two pension funds in 2003. There is a relatively 

small regional stock exchange based in the Ivory Coast.

PROPERTY RIGHTS — 30%
The constitution provides for an independent judiciary, 

which in practice is corrupt and subject to political influ-

ence. Mali’s judicial system is described as notoriously 

inefficient and corrupt, with frequent bribery and influ-

ence-peddling in the courts.

FREEDOM FROM CORRUPTION — 29%
Corruption is perceived as widespread. Mali ranks 88th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 49.7%
The labor market operates under highly restrictive employ-

ment regulations that hinder employment and productiv-

ity growth. The non-salary cost of employing a worker is 

high, but dismissing a redundant employee can be rela-

tively costless. Regulations on increasing or contracting the 

number of work hours are not flexible.

MALI’S TEN ECONOMIC FREEDOMS
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M
alta’s economy is 67.8 percent free, according to our 
2007 assessment, which makes it the world’s 42nd 

freest economy. Its overall score is 1.6 percentage points 
lower than last year, partially reflecting new methodologi-
cal detail. Malta is ranked 23rd out of 41 countries in the 
European region, and its overall score is slightly higher 
than the regional average.

Malta scores highly in property rights, trade freedom, mon-
etary freedom, business freedom, and financial freedom. 
The country’s judiciary is independent and not tainted by 
political influence. In accordance with European Union 
standards, the average tariff rate is low, although Malta’s 
trade freedom score is hurt by the standard EU subsidies 
of agricultural and other goods. All aspects of business 
formation are efficient, providing a highly flexible com-
mercial environment. Malta’s financial market is small but 
sound and is open to foreign competition.

Freedom from government, fiscal freedom, and labor free-
dom are relatively weak. Total government expenditures 
in Malta are high, equaling nearly half of the country’s 
GDP. The labor market is inflexible, with restrictive rules 
and certain obsolete employment regulations. Foreign 
investment is deterred somewhat by government scrutiny, 
as decisions on foreign capital are made individually to 
judge the likely impact on domestic businesses.

BACKGROUND: The economy of Malta, which gained its 
independence from Great Britain in 1964, depends on 
tourism, foreign trade, and manufacturing. The country’s 
well-trained workers, low labor costs, and proximity to 
the EU market attract foreign companies. But Malta also 
maintains a sprawling socialist market economy, with 
the majority of spending allocated to housing, education, 
and health care. As a member of the EU, Malta hopes to 
adopt the euro, which means that it must introduce more 
reforms. Both fiscal consolidation and job creation remain 
major economic policy challenges.

MALTA

Population:  0.4 million

GDP (PPP):   $7.6 billion
1.0% growth in 2004
1.8% 5-yr. comp. ann. growth
$18,879 per capita

Unemployment:  7.2%

Inflation (CPI):  2.7%

FDI (net inflow):  $412.2 million

Official Development Assistance: 
Multilateral:  $7 million
Bilateral:  $2 million (29% from the U.S.)

External Debt:  $188.8 million (2005)

Exports:  $4.0 billion
Primarily machinery, transport equip-
ment, manufactures

Imports:  $4.4 billion
Primarily machinery, transport equip-
ment, manufactured and semimanufac-
tured goods, food, drink, tobacco

The economy is 67.8% free

Rank: 42
Regional Rank: 23 of 41
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BUSINESS FREEDOM — 70%
Malta has adopted transparent and effective policies and 

regulations to foster competition. It is striving to eliminate 

unnecessary bureaucratic procedure. Although they can be 

sometimes burdensome, existing regulations are relatively 

straightforward and applied uniformly most of the time. 

The overall freedom to start, operate, and close a busi-

ness is relatively well protected by the national regulatory 

environment.

TRADE FREEDOM — 76.6%
Malta’s trade policy is the same as those of other members 

of the European Union. The common EU weighted average 

tariff rate was 1.7 percent in 2005. Various non-tariff bar-

riers are reflected in EU policy, including agricultural and 

manufacturing subsidies, regulatory and licensing restric-

tions, and other market access restrictions. Consequently, 

an additional 20 percent is deducted from Malta’s trade 

freedom score.

FISCAL FREEDOM — 74%
Malta has burdensome tax rates. Both the top income tax 

rate and the top corporate tax rate are 35 percent. Other 

taxes include a value-added tax (VAT) and a capital gains 

tax. In the most recent year, overall tax revenue as a per-

centage of GDP was 38 percent.

FREEDOM FROM GOVERNMENT — 42.2%
Total government expenditures in Malta, including con-

sumption and transfer payments, are very high. In the 

most recent year, government spending equaled 49.1 per-

cent of GDP, and the government received 4.5 percent of 

its total revenues from state-owned enterprises and gov-

ernment ownership of property. In recent years, Malta has 

strengthened competition by reducing government aid to 

industry.

MONETARY FREEDOM — 79.2%
Inflation in Malta is relatively low, averaging 2.9 percent 

between 2003 and 2005. Relatively low and stable prices 

explain most of the monetary freedom score. As a partici-

pant in the EU’s Common Agricultural Policy, the govern-

ment subsidizes agricultural production, distorting the 

prices of agricultural products. The government also influ-

ences prices through state-owned enterprises, controls the 

prices of bread and milk, and heavily subsidizes energy. 

Consequently, 10 percent is deducted from Malta’s mon-

etary freedom score to account for these policies.

INVESTMENT FREEDOM — 50%
Malta welcomes foreign investment, except in real estate, 

wholesale retail trade, and public utilities, and restricts 

foreign ownership in information technology. The gov-

ernment considers proposals on a case-by-case basis and 

carefully screens foreign proposals that are in direct compe-

tition with local business. Both residents and non-residents 

may hold foreign exchange accounts, subject to maximum 

amounts for residents and restricted to income earned in 

Malta for non-residents, and some capital transactions, 

including selected capital and money market transactions 

and real estate purchases by non-residents, require govern-

ment approval.

FINANCIAL FREEDOM — 70%
Malta’s financial sector is small but competitive. Supervi-

sion and regulation of the financial system are transparent 

and consistent with international norms. Formerly state-

owned banks are now largely privatized, and foreign 

banks have a significant presence. HSBC (Malta) Ltd., 

which purchased the government’s stake in Malta’s larg-

est bank in 1999, and the Bank of Valletta dominate the 

banking market. The government continues to hold a 25 

percent stake in the Bank of Valletta but has announced its 

intention to sell its remaining interest. Foreign companies 

enjoy free access to domestic credit. Commercial banks 

may offer all forms of commercial banking services. There 

were over 30 licensed insurers as of mid-2006, including a 

number of foreign insurers. Malta’s stock exchange is small 

but active.

PROPERTY RIGHTS — 90%
Malta’s judiciary is independent, both under the consti-

tution and in practice. Property rights are protected, and 

expropriation is unlikely.

FREEDOM FROM CORRUPTION — 66%
Corruption is perceived as present. Malta ranks 25th out of 

158 countries in Transparency International’s Corruption 

Perceptions Index for 2005.

LABOR FREEDOM — 60%
The labor market operates under restrictive employment 

regulations that could be improved to enhance employ-

ment and productivity growth. Labor relationships can be 

confrontational, and outdated and inefficient practices are 

persistent problems. The government mandates a mini-

mum wage.
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MAURITANIA

Population:  3 million

GDP (PPP):   $5.8 billion
6.2% growth in 2004
5.0% 5-yr. comp. ann. growth
$1,940 per capita 

Unemployment:  20% (2004 estimate)

Inflation (CPI):  10.4%

FDI (net inflow):  $300 million (gross)

Official Development Assistance: 
Multilateral:  $133 million
Bilateral:  $173 million (6% from the U.S.)

External Debt:  $2.3 billion

Exports:  $409 million (2004 estimate)
Primarily iron ore, fish and fish prod-
ucts, gold

Imports:  $925 million (2004 estimate)
Primarily machinery and equipment, 
petroleum products, capital goods, 
food, consumer goods

M
auritania’s economy is 53.2 percent free, according to 
our 2007 assessment, which makes it the world’s 126th 

freest economy. Its overall score is 2.3 percentage points 
lower than last year, partially reflecting new methodologi-
cal detail. Mauritania is ranked 26th out of 40 countries 
in the sub-Saharan Africa region, and its overall score is 
lower than the regional average.

Mauritania scores well in fiscal freedom, monetary free-
dom, and investment freedom. Relatively high tax rates 
on income are balanced by the beneficial effects of low 
corporate tax rates, and overall tax revenue is fairly low 
as a percentage of GDP. Inflation is high, but the govern-
ment does not intervene actively in market prices. Foreign 
investment is welcome in almost all sectors of the econo-
my, except for a few specialized niches like fishing boats.

Economic development has been hampered by a serious 
lack of freedom in several other areas, such as business 
freedom, labor freedom, freedom from corruption, and 
property rights. Opening a business takes nearly twice the 
world average, and licensing and operational procedures 
are grueling. Bureaucratic inefficiency and corruption bur-
den virtually all areas of the economy. Court enforcement 
of property rights and intrusive labor regulations is sub-
ject to pervasive political interference.

BACKGROUND: Mauritania is predominantly desert and 
beset by frequent drought, poor harvests, and unemploy-
ment. Mining and fishing dominate the economy, and 
efforts to diversify the economy have met with little suc-
cess. Oil production from offshore fields discovered in 
2001 began in 2006 and will boost gross domestic product. 
Mauritania has a fragile political climate, having experi-
enced three failed coup attempts in 2003 and 2004 and a 
successful bloodless coup in 2005. The leaders of the coup 
dissolved the legislature, established a military council to 
rule the country, and announced that elections would be 
held in 2007.

The economy is 53.2% free

Rank: 126
Regional Rank: 26 of 40
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BUSINESS FREEDOM — 37.5%
Starting a business takes an average of 82 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license is difficult, and closing a business is very difficult. 

Despite the government’s effort to streamline its complex 

and time-consuming regulatory environment, bureaucratic 

obstacles and delays are persistent problems. The overall 

freedom to start, operate, and close a business is seriously 

restricted by the national regulatory environment.

TRADE FREEDOM — 61.4%
Mauritania’s weighted average tariff rate was 9.3 percent 

in 2001. Import restrictions, import bans, weak enforce-

ment of intellectual property rights, and a complexity and 

lack of transparency in the customs implementation that 

promote corruption and delays in processing shipments 

all add to the cost of trade. Consequently, an additional 20 

percent is deducted from Mauritania’s trade freedom score 

to account for these non-tariff barriers.

FISCAL FREEDOM — 83.7%
Mauritania has a high income tax rate and a low corpo-

rate tax rate. The top income tax rate is 40 percent, and the 

top corporate tax rate is 25 percent. Other taxes include a 

value-added tax (VAT) and a tax on insurance contracts. In 

the most recent year, overall tax revenue as a percentage of 

GDP was 14.9 percent.

FREEDOM FROM GOVERNMENT — 60.4%
Total government expenditures in Mauritania, including 

consumption and transfer payments, are high. In the most 

recent year, government spending equaled 37.7 percent of 

GDP, and the government received 19.3 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 73.9%
Inflation in Mauritania is relatively high, averaging 11.1 per-

cent between 2003 and 2005. Relatively high and unstable 

prices explain most of the monetary freedom score. Most 

prices are determined in the market, but the government 

retains an influence on certain prices through state-owned 

enterprises and utilities, such as electricity. Consequently, 

an additional 5 percent is deducted from Mauritania’s 

monetary freedom score to account for these policies.

INVESTMENT FREEDOM — 60%
Almost all sectors of Mauritania’s economy welcome for-

eign investment, except fishing boats, where foreign invest-

ment is limited to a 49 percent share. The 2002 investment 

code encourages foreign investors but does not cover the 

two most important sectors: mining and fisheries. Both 

residents and non-residents may hold foreign exchange 

accounts, but non-resident accounts are subject to some 

restrictions. Capital movements are subject to exchange 

controls, and payments and transfers are subject to quan-

titative limits, bona fide tests, and prior approval in some 

cases. Procurement, fishing licenses, bank loans, and land 

distribution are subject to serious corruption.

FINANCIAL FREEDOM — 50%
Mauritania’s financial sector is small, underdeveloped, and 

dominated by the banking sector. Supervision and enforce-

ment of financial sector regulation is insufficient. The bank-

ing sector has been undermined by non-performing loans. 

There were seven commercial banks as of mid-2004. The 

government owns 50 percent of one commercial bank. 

Most bank lending is focused on large companies. Govern-

ment funds comprise a substantial portion of bank depos-

its. The financial sector also includes a government-owned 

development bank and a growing number of microfinance 

institutions. Six private insurance companies competed 

with the state-owned insurer in 2004. Capital markets are 

virtually nonexistent, and there is no stock market.

PROPERTY RIGHTS — 30%
Mauritania’s judicial system is chaotic and corrupt. The 

judiciary is subject to influence from the executive. Poorly 

trained judges are intimidated by social, financial, tribal, 

and personal pressures.

FREEDOM FROM CORRUPTION — 30%
Mauritania’s informal market includes consumer goods, 

agricultural products, and entertainment products. There 

is also a large black market for foreign currency. The infor-

mal sector represents about 30 percent of the economy.

LABOR FREEDOM — 45.5%
The labor market operates under highly restrictive employ-

ment regulations that hinder employment and productiv-

ity growth. The non-salary cost of employing a worker is 

moderate, but dismissing a redundant employee is diffi-

cult. Regulations on increasing or contracting the number 

of work hours are rigid. Mauritania’s labor freedom is one 

of the 20 lowest in the world.

MAURITANIA’S TEN ECONOMIC FREEDOMS

Business Freedom
Trade Freedom 
Fiscal Freedom

Fdm fm Government
Monetary Freedom

 Investment Freedom
Financial Freedom

Property Rights
 Fdm fm Corruption

 Labor Freedom

100 = most free,         = world average

0 50 100

272 2007 Index of Economic Freedom

 37.5  
 61.4  
 83.7  
 60.4  
 73.9  
 60  
 50  
 30  
 30  
 45.5

L
L

L

L
L

L
L
L
L

L



How Do We Measure Economic Freedom? See Chapter 
3 (page 37) for an explanation of the methodology or 
visit the Index Web site at heritage.org/index.

World Average = 60.6
Sub-Saharan Africa Average = 54.7

T
he economy of Mauritius is 69 percent free, according 
to our 2007 assessment, which makes it the world’s 

34th freest economy. Its overall score is 2.5 percentage 
points higher than last year, partially reflecting new meth-
odological detail. Mauritius is ranked the freest out of 40 
countries in the sub-Saharan Africa region, and its overall 
score is well above the regional average.

Mauritius enjoys high levels of investment freedom, 
property rights, business freedom, trade freedom, labor 
freedom, fiscal freedom, and freedom from government. 
The environment is business-friendly, and licensing proce-
dures are simple. Virtually all commercial operations are 
efficient and transparent. Foreign investment is actively 
promoted, although land ownership is restricted to arbi-
tration on a case-by-case basis. The top income and corpo-
rate tax rates are moderate, and government expenditures 
are moderate as a percentage of GDP. The judiciary, inde-
pendent of politics and relatively free of corruption, is able 
to protect property rights exceptionally well.

Mauritius has slightly weaker levels of monetary freedom 
and freedom from corruption. Inflation is moderate, but the 
government distorts prices of certain goods through direct 
subsidies. Although the government has been making an 
effort to liberalize foreign trade, it still imposes, through spe-
cial permits, a variety of import and export restrictions.

BACKGROUND: With a well-developed legal and commercial 
infrastructure and a long tradition of entrepreneurship and 
representative government, Mauritius has one of Africa’s 
strongest economies. Sugar and textiles, the traditional 
economic mainstays, are facing stronger international com-
petition and the erosion of trade preferences, which has 
undermined growth in recent years and led to increased 
unemployment. The government is addressing this problem 
through business-friendly policies, training, and attempt-
ing to diversify the economy by promoting information and 
communication technology, financial and business services, 
seafood processing and exports, and free trade zones.

MAURITIUS

Population:  1.2 million

GDP (PPP):   $14.8 billion
4.2% growth in 2004
4.3% 5-yr. comp. ann. growth
$12,027 per capita

Unemployment:  8.5%

Inflation (CPI):  4.7%

FDI (net inflow):  $32.3 million

Official Development Assistance:  
Multilateral:  $36 million
Bilateral:  $35 million (1% from the U.S.)

External Debt:  $2.3 billion

Exports:  $3.5 billion
Primarily clothing and textiles, sugar, 
cut flowers, molasses

Imports:  $3.6 billion
Primarily manufactured goods, capital 
equipment, food, petroleum products, 
chemicals

The economy is 69% free 

Rank: 34
Regional Rank: 1 of 40
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BUSINESS FREEDOM — 74.5%
Starting a business takes an average of 46 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license and closing a business are relatively simple, but 

bureaucratic obstacles and delays are ongoing problems. 

The overall freedom to start, operate, and close a busi-

ness is relatively well protected by the national regulatory 

environment.

TRADE FREEDOM — 70%
Mauritius’s weighted average tariff rate was 5 percent in 

2005. The government has made progress in liberalizing 

the trade regime, but subsidies, some quotas, import bans, 

weak enforcement of intellectual property rights, and con-

trols on imports and exports of certain goods by means of 

special permit requirements all add to the cost of trade. 

Consequently, an additional 20 percent is deducted from 

Mauritius’s trade freedom score to account for these non-

tariff barriers.

FISCAL FREEDOM — 87.5%
Mauritius has moderate tax rates. The top income tax rate 

is 30 percent, and the top corporate tax rate is 25 percent. 

Other taxes include a value-added tax (VAT) and a transfer 

tax. In the most recent year, overall tax revenue as a per-

centage of GDP was 18.7 percent.

FREEDOM FROM GOVERNMENT — 82%
Total government expenditures in Mauritius, including 

consumption and transfer payments, are moderate. In the 

most recent year, government spending equaled 26 percent 

of GDP, and the government received 6.7 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 76.2%
Inflation in Mauritius is moderate, averaging 4.8 percent 

between 2003 and 2005. Relatively unstable prices explain 

most of the monetary freedom score. The government con-

trols prices for a number of goods, including flour, sugar, 

milk, bread, rice, petroleum products, steel, cement, fer-

tilizers, and pharmaceuticals; is able to influence prices 

through state-owned enterprises and utilities; and sub-

sidizes some agriculture and industry. Consequently, an 

additional 10 percent is deducted from Mauritius’s mon-

etary freedom score to account for these policies.

INVESTMENT FREEDOM — 70%
Mauritius generally welcomes foreign investment and 

has a transparent and well-defined foreign investment 

code. Foreigners may not own land without prior permis-

sion from the Prime Minister and the Minister of Internal 

Affairs. The only restrictions on foreign ownership of busi-

nesses apply to casinos and public utilities. Both residents 

and non-residents may hold foreign exchange accounts. 

There are no controls on payments or transfers and few 

controls on capital transactions.

FINANCIAL FREEDOM — 60%
Mauritius has an open, efficient, and competitive finan-

cial system. The 2004 Banking Act eliminated distinctions 

between onshore and offshore banks, and only one license 

is now offered. The two largest domestic banks are the 

Mauritius Commercial Bank and the State Bank of Mauri-

tius, which is minority state-owned. The government also 

wholly owns both the Development Bank of Mauritius 

Ltd. and Mauritius Post and Cooperative Bank Ltd. and 

owns a majority of First City Bank. Banks that are entirely 

or partially state-owned constitute 12.4 percent of aggre-

gated total assets. The two largest foreign banks account 

for 22 percent. Banks are free to conduct business in all 

currencies. The three largest insurance firms account for 

approximately 75 percent of the market. Capital markets 

are growing, and the Stock Exchange of Mauritius has links 

to regional exchange networks in Africa and Asia. A second 

stock exchange, focusing on smaller companies, is sched-

uled to open in 2006.

PROPERTY RIGHTS — 60%
The judiciary is independent and provides citizens with a 

fair trial. The domestic legal system is generally non-dis-

criminatory and transparent. The highest court of appeal 

is the judicial committee of the Privy Council of England. 

Corruption exists but is much less than elsewhere in Africa. 

Expropriation of property is unlikely.

FREEDOM FROM CORRUPTION — 42%
Corruption is perceived as significant. Mauritius ranks 51st 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 67.4%
The labor market operates under relatively flexible employ-

ment regulations that could be improved to enhance 

employment and productivity growth. The non-salary cost 

of employing a worker is low, but dismissing a redundant 

employee can be relatively costly. Regulations related to 

increasing or modifying the number of work hours are 

somewhat rigid.
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M
exico’s economy is 65.8 percent free, according to our 
2007 assessment, which makes it the world’s 49th fre-

est economy. Its overall score is 1.2 percentage points high-
er than last year, partially reflecting new methodological 
detail. Mexico is ranked 11th out of 29 countries in the 
Americas, and its overall score is slightly higher than the 
regional average.

Mexico enjoys high levels of business freedom, fiscal free-
dom, trade freedom, freedom from government, prop-
erty rights, monetary freedom, and labor freedom. The 
business climate is positive and improving; commercial 
operations are becoming more streamlined, and business 
formation is efficient. Income and corporate tax rates are 
moderate, and overall tax revenue is low as a percentage 
of GDP. Government expenditures are likewise fairly low. 
Flexible labor regulations contribute to an elastic employ-
ment market with no major regulatory distortions.

Freedom from corruption is weak and is the only factor 
worse than the world average. Foreign investment in 
many sectors is deterred by special licensing requirements, 
although the government is working to make commercial 
regulations more investment-friendly. A weak judicial sys-
tem produces slow resolution of cases and is subject to 
fairly significant corruption.

BACKGROUND: Mexico is a member of the North Ameri-
can Free Trade Agreement with Canada and the United 
States. In 2000, Vicente Fox became the first opposition-
party president in 71 years. Despite a divided Congress, 
some reforms were adopted that helped Mexico to recover 
from an economic contraction following the 2001 terror-
ist attacks on the United States. Mexico still needs more 
private-sector job creation for new entrants into the work-
force, and that means it must tackle the problem of monop-
olies in energy, telecommunications, and transportation to 
boost competitiveness. Felipe Calderón of the center-right 
National Action Party was elected president in July 2006.

MEXICO

Population:  103.8 million

GDP (PPP):   $1.0 trillion
4.2% growth in 2004
2.6% 5-yr. comp. ann. growth
$9,803 per capita

Unemployment:  3.9%

Inflation (CPI):  4.7%

FDI (net inflow):  $14.4 billion

Official Development Assistance: 
Multilateral:  $44 million
Bilateral:  $176 million (24% from the U.S.)

External Debt:  $138.7 billion

Exports:  $202.0 billion
Primarily manufactured goods, oil and 
oil products, silver, fruits, vegetables, 
coffee, cotton

Imports:  $216.6 billion
Primarily metalworking machines, steel 
mill products, agricultural machinery, 
electrical equipment, car parts for 
assembly, repair parts for motor vehi-
cles, aircraft, aircraft parts

The economy is 65.8% free

Rank: 49
Regional Rank: 11 of 29
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BUSINESS FREEDOM — 82.1%
Starting a business takes an average of 27 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license is simple, and closing a business is relatively easy. 

In recent years, the government has made progress in 

streamlining its time-consuming regulatory environment. 

The overall freedom to start, operate, and close a business 

is protected by the national regulatory environment.

TRADE FREEDOM — 72.6%
Mexico’s weighted average tariff rate was 3.7 percent in 

2004. Sanitary and phytosanitary regulations, non-trans-

parent and complex customs administration and valuation 

procedures, import licensing for sensitive products, import 

taxes, restrictive standards and labeling rules, service mar-

ket access barriers, import restrictions, minimum import 

price requirements, import bans, customs corruption, and 

weak enforcement of intellectual property rights add to 

the cost of trade. Consequently, an additional 20 percent 

is deducted from Mexico’s trade freedom score to account 

for these non-tariff barriers.

FISCAL FREEDOM — 88.1%
Mexico has been lowering its tax rates. Both the top income 

tax rate and the top corporate tax rate are 29 percent and 

are scheduled to be reduced to 28 percent by 2007. Other 

taxes include a value-added tax (VAT), a property tax, and 

a vehicle tax. In the most recent year, overall tax revenue 

as a percentage of GDP was 10.1 percent.

FREEDOM FROM GOVERNMENT — 77.2%
Total government expenditures in Mexico, including con-

sumption and transfer payments, are low. In the most 

recent year, government spending equaled 23.5 percent of 

GDP, and the government received 29.7 percent of its total 

revenues from state-owned enterprises and government 

ownership of property. The energy and electricity indus-

tries remain under government control.

MONETARY FREEDOM — 77%
Inflation in Mexico is moderate, averaging 4.2 percent 

between 2003 and 2005. Relatively unstable prices explain 

most of the monetary freedom score. Although most prices 

are determined in the market, the government maintains 

suggested retail prices for medicines; influences prices 

through state-owned enterprises and utilities, including 

electricity and energy; and implements minimum prices 

for a broad range of imports, including textiles, tools, and 

bicycles. Consequently, an additional 10 percent is deduct-

ed from Mexico’s monetary freedom score to account for 

these policies.

INVESTMENT FREEDOM — 50%
Foreign investors are barred from important sectors of the 

economy, such as petroleum and electricity. Foreigners may 

invest in real estate subject to certain restrictions. Improve-

ments introduced in recent years include less legal and 

administrative red tape, higher ceilings on foreign equity, 

fewer local content requirements, better intellectual prop-

erty legislation, and the elimination of most import license 

requirements. Residents and non-residents may hold for-

eign exchange accounts. Most payments, transactions, and 

transfers are permissible. Some capital transactions, includ-

ing capital and money market instruments and derivatives, 

are subject to government permission and controls.

FINANCIAL FREEDOM — 60%
Mexico’s increasingly competitive financial sector is one of 

the most developed in Latin America. The government has 

significantly reduced its holdings in commercial banking, 

and foreign participation has grown rapidly since the lifting 

of restrictions on foreign ownership in 1998. The govern-

ment has improved financial transparency and supervision 

by adopting U.S. accounting standards. There were 32 com-

mercial banks in 2005. Foreign-controlled banks account 

for 85 percent of banking assets. Banks offer a wide range 

of services. The government owns six development banks 

that provide financing to specific areas of the economy, 

such as small and medium-size enterprises, through which 

the government influences credit. The insurance sector is 

well developed but highly concentrated, with five firms 

accounting for 65 percent of all policies. Although capital 

markets are fairly well developed, the stock exchange is 

relatively small, and most large Mexican companies are 

traded on U.S. exchanges.

PROPERTY RIGHTS — 50%
The threat of expropriation is low. Contractual agreements 

are generally upheld, but the courts are slow to resolve 

disputes and allegedly subject to corruption.

FREEDOM FROM CORRUPTION — 35%
Corruption is perceived as significant. Mexico ranks 65th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 66%
The labor market operates under relatively flexible employ-

ment regulations that could be improved to enhance 

employment and productivity growth. The non-salary 

cost of employing a worker can be high, and dismissing 

a redundant employee is relatively costly. Labor reform 

remains stalled, with only limited progress in reducing 

rigidities in employment legislation.
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MOLDOVA

Population:  4.2 million

GDP (PPP):   $7.3 billion
7.3% growth in 2004
6.0% 5-yr. comp. ann. growth
$1,729 per capita

Unemployment:  8%

Inflation (CPI):  12.5%

FDI (net inflow):  $300 million (gross)

Official Development Assistance: 
Multilateral:  $35 million
Bilateral:  $83 million (40% from the U.S.)

External Debt:  $1.9 billion 

Exports:  $1.3 billion
Primarily food, textiles, machinery

Imports:  $2.1 billion
Primarily mineral products and fuel, 
machinery and equipment, chemicals, 
textiles

M
oldova’s economy is 59.5 percent free, according to 
our 2007 assessment, which makes it the world’s 81st 

freest economy. Its overall score is 0.1 percentage point 
lower than last year, partially reflecting new methodologi-
cal detail. Moldova is ranked 33rd out of 41 countries in 
the European region, and its overall score is lower than 
the regional average.

Moldova’s trade freedom, business freedom, and fiscal 
freedom are strong. The top income and corporate tax 
rates are 18 percent and 15 percent, respectively. Addi-
tional taxes are imposed by the government, and over-
all tax revenue is fairly high as a percentage of GDP. The 
average tariff rate is low, but the government maintains 
non-tariff barriers that include burdensome regulations 
and restrictive customs.

As the poorest country in Europe, Moldova has an econ-
omy with significant shortcomings. Monetary freedom, 
investment freedom, and freedom from corruption are 
weak. Inflation is high, although the government has been 
phasing out its price supports on certain goods. Foreign 
investment in virtually all sectors faces hurdles, from out-
right restrictions to bureaucratic inefficiency. There is also 
significant corruption in most areas of the bureaucracy, 
and although the government has been reforming its judi-
ciary, public institutions are weak overall.

BACKGROUND: Moldova has struggled since becoming 
independent after the collapse of the Soviet Union in 
1991. It is now trying to deal with problems created by a 
secessionist enclave in Transnistria. The March 2005 elec-
tions gave the Communist Party of Moldova a majority 
of seats, which is expected to reinforce commitment to 
European integration. Agriculture remains central to the 
economy, with foodstuffs and animal and vegetable prod-
ucts as the main exports. A Russian embargo on Moldovan 
wine imports has severely hurt the overall health of the 
economy.

The economy is 59.5% free

Rank: 81
Regional Rank: 33 of 41
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BUSINESS FREEDOM — 70%
Starting a business takes an average of 30 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a busi-

ness license and closing a business are relatively simple, 

but bureaucratic procedures are not always transparent, 

and red tape can make processing unnecessarily long. 

The overall freedom to start, operate, and close a busi-

ness is relatively well protected by the national regulatory 

environment.

TRADE FREEDOM — 74.4%
Moldova’s weighted average tariff rate was 2.8 percent in 

2001. Cumbersome and restrictive customs procedures, 

corruption, burdensome regulations, and export restric-

tions add to the cost of trade. Consequently, an additional 

20 percent is deducted from Moldova’s trade freedom 

score to account for these non-tariff barriers.

FISCAL FREEDOM — 90.4%
Moldova enjoys low tax rates that have been gradually 

reduced over the years. The top income tax rate is 18 per-

cent, and the top corporate tax rate is 15 percent. Other 

taxes include a value-added tax (VAT), an advertising tax, 

and a vehicle tax. In the most recent year, overall tax rev-

enue as a percentage of GDP was 29.8 percent.

FREEDOM FROM GOVERNMENT — 71.7%
Total government expenditures in Moldova, including 

consumption and transfer payments, are moderate. In the 

most recent year, government spending equaled 34.6 per-

cent of GDP, and the government received 1 percent of its 

total revenues from state-owned enterprises and govern-

ment ownership of property.

MONETARY FREEDOM — 68%
Inflation in Moldova is relatively high, averaging 12.1 per-

cent between 2003 and 2005. Relatively high and unstable 

prices explain most of the monetary freedom score. The 

government has phased out most price controls and many 

subsidies, but it still influences prices through numerous 

state-owned enterprises and utilities, including electric-

ity and energy. Consequently, an additional 10 percent 

is deducted from Moldova’s monetary freedom score to 

account for these policies.

INVESTMENT FREEDOM — 30%
Foreign investment is welcome as long as it does not con-

flict with national security interests, anti-monopoly legisla-

tion, environmental protection norms, public health, and 

public order. The business environment is overwhelmed 

with informal obstacles such as corruption and weak gov-

ernance. Foreign investors may not purchase agricultural 

or forest land. Both residents and non-residents may hold 

foreign exchange accounts, but approval is required in 

some cases. Payments and transfers require supporting 

documentation and approval by the National Bank of Mol-

dova if they exceed specified amounts. Nearly all capital 

transactions require approval by or registration with the 

National Bank of Moldova.

FINANCIAL FREEDOM — 50%
Moldova’s small financial system was wholly controlled by 

the state as recently as the 1990s and has been undergoing 

restructuring and consolidation. Supervision and regula-

tion fall short of international standards. There are 16 com-

mercial banks, including two foreign bank branches. The 

sector is highly concentrated, with the top five banks con-

trolling over 70 percent of bank assets. The government, 

which holds shares in two banks, has announced its inten-

tion to sell its majority stake in Banca de Economii, one 

of the country’s largest banks. The insurance market was 

opened to foreign competition in mid-1999 and consisted 

of 33 insurance operators in March 2006. The formerly 

state-owned insurance company Asito, which dominates 

the market, is now majority foreign-owned. Capital mar-

kets are immature, and the stock market is very small.

PROPERTY RIGHTS — 50%
The judiciary has been improved in recent years but is still 

subject to executive influence. Delays in salary payments 

also make it difficult for judges to remain independent 

from outside influences and free from corruption.

FREEDOM FROM CORRUPTION — 29%
Corruption is perceived as widespread. Moldova ranks 

88th out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 61.2%
The labor market operates under highly restrictive employ-

ment regulations that could be improved to enhance 

employment and productivity growth. The non-salary cost 

of employing a worker is high, but dismissing a redundant 

employee is relatively costless. There are rigid regulations 

on increasing or contracting the number of work hours.
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MONGOLIA

Population:  2.5 million

GDP (PPP):   $5.2 billion
10.7% growth in 2004
4.4% 5-yr. comp. ann. growth
$2,056 per capita

Unemployment:  6.7% (2003 estimate)

Inflation (CPI):  8.2%

FDI (net inflow):  $147.5 million (gross)

Official Development Assistance: 
Multilateral:  $106 million
Bilateral:  $175 million (15% from the U.S.)

External Debt:  $1.5 billion

Exports:  $1.2 billion
Primarily copper, apparel, livestock, ani-
mal products, cashmere, wool, hides, 
fluorspar, other nonferrous metals

Imports:  $1.4 billion
Primarily machinery and equipment, 
fuel, cars, food products, industrial 
consumer goods, chemicals, building 
materials, sugar, tea

M
ongolia’s economy is 60.1 percent free, according to 
our 2007 assessment, which makes it the world’s 78th 

freest economy. Its overall score is 3.1 percentage points 
lower than last year, partially reflecting new methodologi-
cal detail. Mongolia is ranked 11th out of 30 countries in 
the Asia–Pacific region, and its overall score is slightly 
higher than the regional average.

Mongolia enjoys high levels of fiscal freedom, financial 
freedom, business freedom, investment freedom, and 
trade freedom. The top income and corporate tax rates 
are moderate. The average tariff rate is also moderate, 
although non-tariff barriers (such as customs corruption) 
have undermined the government’s policy of liberaliza-
tion. Commercial registration and licensing are efficient, 
though closing a business takes longer than it should. 
Inflation is fairly high, but the government has eliminated 
almost all of its price supports and market distortions.

Mongolia could do better in property rights, freedom from 
government, and freedom from corruption. The judicial 
protection of property rights is still weak, and judges often 
do not validate previously agreed contracts. The judicia-
ry is further hampered by corruption. Total government 
expenditures are high.

BACKGROUND: Mongolia’s efforts at political liberaliza-
tion and economic reform have progressed unevenly 
but gradually since 1990. The new government, which 
came to power following the abrupt dissolution of the 
17-month-old coalition government in January 2006, con-
tinues to face increasing public discontent with the rul-
ing Mongolian People’s Revolutionary Party (MPRP) and 
the MPRP-dominated cabinet over such issues as corrup-
tion, transparency, and economic development. Livestock 
herding employs a majority of the population, but copper 
mines are one of the leading destinations for foreign direct 
investment.

The economy is 60.1% free

Rank: 78
Regional Rank: 11 of 30
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BUSINESS FREEDOM — 73.1%
Starting a business takes an average of 20 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license is simple, but closing a business can be difficult. 

Bureaucratic bottlenecks and delays are persistent prob-

lems. The overall freedom to start, operate, and close a 

business is relatively well protected by the national regu-

latory environment.

TRADE FREEDOM — 70%
Mongolia’s average tariff rate was 5 percent in 2004. 

The government has made progress liberalizing the 

trade regime, but import restrictions, import and export 

bans, import and export taxes, restrictive import licens-

ing requirements, and inefficient and corrupt customs 

implementation add to the cost of trade. Consequently, an 

additional 20 percent is deducted from Mongolia’s trade 

freedom score to account for these non-tariff barriers.

FISCAL FREEDOM — 81%
Mongolia has moderate tax rates. Both the top income tax 

rate and the top corporate tax rate are 30 percent. Other 

taxes include a value-added tax (VAT), a property tax, and 

a dividend tax. In the most recent year, overall tax revenue 

as a percentage of GDP was 32.3 percent.

FREEDOM FROM GOVERNMENT — 56.9%
Total government expenditures in Mongolia, including 

consumption and transfer payments, are high. In the most 

recent year, government spending equaled 41.7 percent of 

GDP, and the government received 7.4 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 74.3%
Inflation in Mongolia is relatively high, averaging 10.6 

percent between 2003 and 2005. Relatively high and 

unstable prices explain most of the monetary freedom 

score. Although most price controls and many subsidies 

have been phased out, the government influences prices 

through the public sector or through regulation; sometimes 

intervenes in the market to stabilize commodity prices; 

and still controls air fares and fuel prices. Consequently, 

an additional 5 percent is deducted from Mongolia’s mon-

etary freedom score to account for these policies.

INVESTMENT FREEDOM — 60%
Mongolia’s laws support foreign direct investment in 

all sectors and businesses at whatever levels investors 

want. The government provides equal treatment and 

a non-screening process. Individual agencies often use 

their power to hinder investments in some sectors. Both 

domestic and foreign investors report similar abuses of 

inspections, permits, and licenses by regulatory agencies. 

Foreigners may own land but must register it. Residents 

may hold foreign exchange accounts in authorized banks; 

non-residents may hold foreign exchange accounts but 

must register them with the government. There are no 

restrictions on payments and transfers. Most credit and 

loan operations must be registered with the central bank.

FINANCIAL FREEDOM — 60%
Mongolia’s financial system is small and dominated by 

banking. The government imposes very few restraints on 

the flow of capital in any of its markets, and foreign inves-

tors may freely tap domestic capital markets. There were 16 

commercial banks in 2006. Two banks were foreign-owned. 

One bank was wholly state-owned, and another was partly 

state-owned. Supervision is insufficient, and regulation is 

poorly enforced. Non-performing loans are a problem, 

and several banks are believed to be insolvent. The four 

largest banks control over 60 percent of bank assets. There 

are also about six dozen smaller, largely unregulated non-

bank lending institutions. The insurance sector included 

16 companies in 2006. The largest insurance company was 

privatized in 2002. Capital markets are small and limited. 

The stock market was originally set up to facilitate priva-

tization of state-owned enterprises but now functions as a 

regular exchange.

PROPERTY RIGHTS — 30%
The enforcement of laws protecting private property is 

weak. Judges in general do not understand such commer-

cial principles as the sanctity of contracts and regularly 

ignore the terms of contracts in their decisions. Corruption 

is a serious obstacle to business.

FREEDOM FROM CORRUPTION — 30%
Corruption is perceived as significant. Mongolia ranks 85th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 65.9%
The labor market operates under relatively flexible employ-

ment regulations that could be improved to enhance 

employment and productivity growth. The non-salary 

cost of employing a worker can be high, but dismissing 

a redundant employee is costless. Regulations related to 

increasing or contracting the number of work hours are 

not flexible.
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MOROCCO

Population:  29.8 million

GDP (PPP):   $128.5 billion
4.2% growth in 2004
4.0% 5-yr. comp. ann. growth
$4,309 per capita

Unemployment:  10.8%

Inflation (CPI):  1.5%

FDI (net inflow):  $822.2 million

Official Development Assistance: 
Multilateral:  $253 million
Bilateral:  $773 million (3% from the U.S.)

External Debt:  $17.7 billion

Exports:  $16.6 billion
Primarily clothing, fish, inorganic chemi-
cals, transistors, crude minerals, fertiliz-
ers, petroleum products, fruits, 
vegetables

Imports:  $19.9 billion
Primarily crude petroleum, textile fab-
ric, telecommunications equipment, 
wheat, gas and electricity, transistors, 
plastics

M
orocco’s economy is 57.4 percent free, according to 
our 2007 assessment, which makes it the world’s 96th 

freest economy. Its overall score is 4.4 percentage points 
higher than last year, partially reflecting new methodolog-
ical detail. Morocco is ranked 11th out of 17 countries in 
the Middle East/North Africa region, and its overall score 
is slightly higher than the regional average.

Morocco’s economy is very free for the Middle East, with 
high scores in several of the 10 factors of economic free-
dom. Business freedom, monetary freedom, freedom from 
government, and investment freedom all score well. Infla-
tion is low, but the kingdom still uses price supports for 
some goods. Despite regulatory obstacles, business for-
mation is generally efficient. Foreign investment receives 
national treatment, but Morocco’s bureaucracy provides 
its own de facto deterrent to foreign capital.

Morocco suffers from weak trade freedom, fiscal freedom, 
financial freedom, labor freedom, property rights, and 
freedom from corruption. The average tariff rate is high, 
and bureaucratic practices are opaque. The judiciary and 
the financial sector are inefficient and subject to substan-
tial corruption (at least in the courts) and significant politi-
cal interference from the king. The labor market is highly 
restrictive and one of the 20 least free in the world.

BACKGROUND: An Arab constitutional monarchy, Morocco 
gained its independence from France in 1956 and became 
a close ally of the United States. King Mohammed VI has 
encouraged political and economic reform, the expansion 
of civil rights, and the elimination of corruption. Morocco 
has rich resources, including the world’s largest phosphate 
reserves, a large tourist industry, and a growing manufac-
turing sector; but agriculture still accounts for about 20 
percent of GDP and employs roughly 40 percent of the 
labor force. A free trade agreement between Morocco and 
the United States that had been signed in 2004 took effect 
in January 2006.

The economy is 57.4% free

Rank: 96
Regional Rank: 11 of 17
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BUSINESS FREEDOM — 74.3%
Starting a business takes an average of 12 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license is difficult, but closing a business is relatively easy. 

Despite attempts at reform, bureaucratic obstacles and 

delays remain problems. The overall freedom to start, 

operate, and close a business is relatively well protected 

by the national regulatory environment.

TRADE FREEDOM — 51%
Morocco’s weighted average tariff rate was 14.5 percent 

in 2005. Prohibitive tariffs, import taxes, inconsistent and 

opaque government procurement procedures, non-trans-

parent regulations and standards, import restrictions, and 

import bans add to the cost of trade. Consequently, an 

additional 20 percent is deducted from Morocco’s trade 

freedom score to account for these non-tariff barriers.

FISCAL FREEDOM — 75.5%
Morocco has high tax rates. The top income tax rate is 44 

percent, and the top corporate tax rate is 35 percent. Other 

taxes include a value-added tax (VAT) and a property tax. 

In the most recent year, overall tax revenue as a percentage 

of GDP was 22.7 percent.

FREEDOM FROM GOVERNMENT — 76.3%
Total government expenditures in Morocco, including con-

sumption and transfer payments, are moderate. In the most 

recent year, government spending equaled 30.8 percent of 

GDP, and the government received 4.7 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 83.3%
Inflation in Morocco is low, averaging 1.1 percent between 

2003 and 2005. Relatively low and stable prices explain 

most of the monetary freedom score. Although price con-

trols and subsidies are slowly being phased out, the gov-

ernment influences prices through state-owned enterprises 

and utilities, including electricity; subsidizes fuel, health 

products, and educational supplies; and sets prices for 

staple commodities, including vegetable oil, sugar, flour, 

bread, and cereals. Consequently, an additional 10 percent 

is deducted from Morocco’s monetary freedom score to 

account for these policies.

INVESTMENT FREEDOM — 70%
Morocco treats foreign and locally owned investments 

equally and permits 100 percent foreign ownership in 

most sectors. There is no screening requirement, but for-

eign investment in some sectors is restricted. Morocco’s 

unwieldy bureaucracy remains a major constraint on com-

petitiveness and deters investors. The government has set 

up regional investment centers to decentralize and acceler-

ate investment-related bureaucratic procedures. Residents 

and non-residents may hold foreign exchange accounts, 

subject to restrictions and requirements. Personal pay-

ments, transfer of interest, and travel payments are sub-

ject to limits, documentation requirements, and approval 

in some cases. Some capital transactions, including many 

capital and money market transactions and credit opera-

tions, require government approval.

FINANCIAL FREEDOM — 40%
Morocco’s financial system is fairly well developed but 

subject to considerable government influence. Institu-

tional weaknesses, poor supervision, and underdevel-

oped infrastructure are primary weaknesses. Most private 

banks are partially owned by European banks, but foreign 

investment in commercial banks and financial institutions 

is restricted by law. The state continues to possess large 

holdings in several banks. There are a number of state-

owned specialized banks that together account for 43 per-

cent of banking sector assets. Foreign investors have access 

to domestic credit. The government still uses the banking 

system to influence domestic savings and finance govern-

ment debt. Non-performing loans are a serious problem, 

particularly at publicly owned banks. Capital markets are 

relatively developed, and the Casablanca Stock Exchange 

(Africa’s third oldest exchange) does not restrict foreign 

participation.

PROPERTY RIGHTS — 30%
The judiciary is influenced by the king and is slow to deal 

with cases, bankruptcy protection, and liquidation proce-

dures, as well as to enforce contracts. Corruption in the 

legal system is regarded as one of the main impediments 

to doing business.

FREEDOM FROM CORRUPTION — 32%
Corruption is perceived as significant. Morocco ranks 78th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 41.9%
The labor market operates under highly restrictive employ-

ment regulations that hinder employment and productiv-

ity growth. The non-salary cost of employing a worker is 

high, and dismissing a redundant employee is costly. To 

increase labor flexibility, a new labor code came into effect 

in mid-2004, but it has not been fully implemented. Moroc-

co’s labor freedom is one of the 20 lowest in the world.
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MOZAMBIQUE

Population:  19.4 million

GDP (PPP):   $24 billion
7.5% growth in 2004
7.7% 5-yr. comp. ann. growth
$1,237 per capita

Unemployment:  21% (1997 estimate)

Inflation (CPI):  12.6%

FDI (net inflow):  $131.9 million

Official Development Assistance: 
Multilateral:  $544 million
Bilateral:  $748 million (15% from the 
U.S.)

External Debt:  $4.7 billion

Exports:  $1.8 billion
Primarily aluminum, prawns, cashews, 
cotton, sugar, citrus, timber, bulk 
electricity

Imports:  $2.4 billion
Primarily machinery and equipment, 
vehicles, fuel, chemicals, metal prod-
ucts, food, textiles

M
ozambique’s economy is 56.6 percent free, according 
to our 2007 assessment, which makes it the world’s 

101st freest economy. Its overall score is 1.4 percentage 
points higher than last year, partially reflecting new meth-
odological detail. Mozambique is ranked 14th out of 40 
countries in the sub-Saharan Africa region, and its overall 
score is slightly higher than the regional average.

Mozambique ranks highly in fiscal freedom, freedom from 
government, investment freedom, and monetary freedom. 
Both the top income tax rate and the top corporate tax rate 
are moderate, and overall tax revenue is low as a percentage 
of GDP. Government expenditures are not high, and state-
owned businesses account for a negligible portion of total 
tax revenues. Inflation is fairly high, but the government 
does not generally distort market prices with subsidies.

Economic development has been hampered by weak labor 
freedom, property rights, freedom from corruption, finan-
cial freedom, and business freedom. Opening a business 
takes about two and a half times the world average, and 
the overall regulatory environment is a burden on business 
formation. Most aspects of the labor market are inflexible, 
from the number of allowable hours in the workweek to 
employee severance. Judicial enforcement is weakened 
by corruption and subject to the political whims of the 
executive.

BACKGROUND: Mozambique’s 16-year civil war ended in 
1992. Since then, it has been a model for economic devel-
opment and post-war recovery through liberalization, 
privatization, and stability. Economic growth averaged 
over 8 percent from 1992 to 2004. Mozambique remains 
very poor, however, and needs significant reform, includ-
ing civil service reform and streamlining of the regula-
tory and administrative barriers to business. President 
Armando Guebuza has announced plans to address judi-
cial inadequacies and corruption. Over three-quarters of 
the population is engaged in small-scale agriculture. Infra-
structure is poor, and HIV/AIDS is a serious problem.

The economy is 56.6% free

Rank: 101
Regional Rank: 14 of 40
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BUSINESS FREEDOM — 51.5%
Starting a business takes an average of 113 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license is relatively simple, but closing a business is diffi-

cult. Implementation of regulatory reforms has been behind 

schedule due to the complexity of the process. Businesses 

still have to deal with extensive and opaque regulations. 

The overall freedom to start, operate, and close a business 

is restricted by the national regulatory environment.

TRADE FREEDOM — 60.2%
Mozambique’s weighted average tariff rate was 9.9 percent 

in 2003. The government has made progress in liberaliz-

ing the trade regime, but time-consuming and bureaucratic 

customs clearance procedures, import restrictions, import 

bans, and corruption still add to the cost of trade. Conse-

quently, an additional 20 percent is deducted from Mozam-

bique’s trade freedom score to account for these non-tariff 

barriers.

FISCAL FREEDOM — 85.5%
Mozambique has moderate tax rates. Both the top income 

tax rate and the top corporate tax rate are 32 percent. Other 

taxes include a value-added tax (VAT) and a tax on interest. 

In the most recent year, overall tax revenue as a percentage 

of GDP was 11.4 percent.

FREEDOM FROM GOVERNMENT — 86.2%
Total government expenditures in Mozambique, including 

consumption and transfer payments, are moderate. In the 

most recent year, government spending equaled 24 percent 

of GDP, and the government received 1 percent of its total 

revenues from state-owned enterprises and government 

ownership of property. Privatization has transformed a 

state-dominated economy into one that is driven by the 

private sector.

MONETARY FREEDOM — 75.9%
Inflation in Mozambique is relatively high, averaging 9.1 

percent between 2003 and 2005. Relatively high and unsta-

ble prices explain most of the monetary freedom score. 

The government influences prices through state-owned 

utilities, including electricity, telecommunications, ports, 

and transportation, and subsidizes passenger rail services. 

Consequently, an additional 5 percent is deducted from 

Mozambique’s monetary freedom score to account for 

these policies.

INVESTMENT FREEDOM — 50%
Most sectors of Mozambique’s economy are open to for-

eign investment, but some restrictions remain in effect. 

Outright private ownership of land, for example, is pro-

hibited, and mining and management contracts are subject 

to specific performance requirements. Lengthy registration 

procedures can be problematic. Foreign investors have par-

ticipated in Mozambique’s privatization program, subject 

to some impediments. Mozambique allows 100 percent 

repatriation of profits and retention of earned foreign 

exchange in domestic accounts. Both residents and non-

residents may hold foreign exchange accounts. Payments 

and transfers are subject to maximum amounts, above 

which they must be approved by the central bank. Capital 

transactions, money market instruments, and derivatives 

are subject to controls.

FINANCIAL FREEDOM — 50%
Mozambique’s financial system has undergone substantial 

reform and liberalization but remains small and dominated 

by banking. Supervision is insufficient. Non-performing 

loans led to a banking crisis in 2000–2001 and remain a 

problem. The banking sector had eight commercial banks 

in 2003, all of which were majority foreign-owned. Banco 

Internacional de Moçambique, majority-owned by a Por-

tuguese bank, is Mozambique’s largest bank and controls 

a majority of total banking assets. The state retains shares 

in two large banks. Most banks concentrate their lending to 

large companies, but microfinance is expanding. The small 

insurance sector is dominated by the state-owned insur-

ance firm. Capital markets are very small, and the stock 

market mostly trades government debt.

PROPERTY RIGHTS — 30%
Property rights are weakly protected, and the judiciary is 

corrupt. There is a severe shortage of qualified legal per-

sonnel, and the backlog of cases is substantial. Enforcement 

of contracts and legal redress through the court system 

cannot be assured. Most commercial disputes are settled 

privately because of the judicial system’s inefficiency.

FREEDOM FROM CORRUPTION — 28%
Corruption is perceived as widespread. Mozambique ranks 

97th out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 48.2%
The labor market operates under highly restrictive employ-

ment regulations that hinder employment and productiv-

ity growth. The non-salary cost of employing a worker 

can be low, but dismissing a redundant employee is costly. 

There are rigid regulations on increasing or contracting the 

number of work hours.
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N
amibia’s economy is 63.8 percent free, according to 
our 2007 assessment, which makes it the world’s 55th 

freest economy. Its overall score is 2.9 percentage points 
higher than last year, partially reflecting new methodolog-
ical detail. Namibia is ranked 4th out of 40 countries in the 
sub-Saharan Africa region, and its overall score is much 
higher than the regional average.

Namibia enjoys high levels of business freedom, trade 
freedom, labor freedom, financial freedom, and monetary 
freedom. Although starting a business takes longer than the 
world average, other commercial operations, such as licens-
ing and bankruptcy, are simple. The average tariff rate is 
less than 1 percent. The labor market is highly flexible and 
one of the freest in the world. Namibia’s financial sector is 
small but developed for the region, and much of the bank-
ing industry is intertwined with that of South Africa.

Namibia has low levels of investment freedom and prop-
erty rights. The state policy of appropriating white-owned 
farms is a terrible signal to foreign investors. Although 
foreign investment is officially welcomed, the govern-
ment strongly encourages investors to form partnerships 
with local companies. Corruption is present, but not to the 
degree found in the rest of the region.

BACKGROUND: Namibia is rich in minerals, including 
uranium, diamonds, lead, silver, tin, tungsten, and zinc. 
The economy is dependent on mining, fishing, and live-
stock, but a majority of Namibians are employed in sub-
sistence agriculture and herding. President Hifikepunye 
Pohamba is committed to a “willing seller, willing buyer” 
effort to redistribute land, but commercial farmers are 
under increasing pressure to cooperate. Pohamba has 
pledged to clamp down on corruption. The government 
opposes privatization of state-owned enterprises, and its 
Black Economic Empowerment (BEE) policy forces foreign 
investors to partner with local BEE firms or trusts. Poverty, 
HIV/AIDS, and unemployment remain problems.

NAMIBIA

Population:  2 million

GDP (PPP):   $14.9 billion
5.9% growth in 2004
4.4% 5-yr. comp. ann. growth
$7,418 per capita

Unemployment:  34% (July 2004 
estimate)

Inflation (CPI):  4.1%

FDI (net inflow):  $307 million

Official Development Assistance: 
Multilateral:  $43 million
Bilateral:  $141 million (24% from the U.S.)

External Debt:  $712.9 million (2005 
estimate)

Exports:  $2.3 billion
Primarily diamonds, copper, gold, zinc, 
lead, uranium, cattle, processed fish, 
karakul skins

Imports:  $2.5 billion
Primarily food, petroleum products and 
fuel, machinery and equipment, 
chemicals

The economy is 63.8% free

Rank: 55
Regional Rank: 4 of 40
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BUSINESS FREEDOM — 76.7%
Starting a business takes an average of 95 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license is very simple, and closing a business is relatively 

easy. The overall freedom to start, operate, and close a busi-

ness is relatively well protected by the national regulatory 

environment.

TRADE FREEDOM — 79%
Namibia’s weighted average tariff rate was 0.5 percent in 

2001. The government maintains a relatively open trade 

regime, but non-automatic import licensing regulations, 

import restrictions, and weak enforcement of intellectual 

property rights add to the cost of trade. Consequently, an 

additional 20 percent is deducted from Namibia’s trade 

freedom score to account for these non-tariff barriers.

FISCAL FREEDOM — 78.6%
Namibia has burdensome tax rates. Both the top income 

tax rate and the top corporate tax rate are 35 percent. Other 

taxes include a value-added tax (VAT), a property transfer 

tax, and a vehicle tax. In the most recent year, overall tax 

revenue as a percentage of GDP was 27.7 percent.

FREEDOM FROM GOVERNMENT — 70.5%
Total government expenditures in Namibia, including con-

sumption and transfer payments, are moderate. In the most 

recent year, government spending equaled 34.5 percent of 

GDP, and the government received 5.3 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 78.6%
Inflation in Namibia is moderate, averaging 3.3 percent 

between 2003 and 2005. Relatively stable prices explain 

most of the monetary freedom score. The government 

sets the prices of fuel products; influences prices through 

state-owned enterprises and utilities, including electricity, 

telecommunications, water, and transportation services; 

determines guideline prices for maize; and subsidizes 

agricultural production. Consequently, an additional 10 

percent is deducted from Namibia’s monetary freedom 

score to account for these policies.

INVESTMENT FREEDOM — 40%
Namibia guarantees foreign investors national treatment 

for most sectors. Foreign-owned and non-productive farms 

are targets of the government’s land reform program. For-

eign investors are strongly encouraged to form a partner-

ship with a local business as part of its Black Economic 

Empowerment policy. Companies that are 75 percent or 

more foreign-owned are subject to exchange controls. 

Residents may hold foreign exchange accounts, subject to 

prior approval and some restrictions. Non-residents may 

hold foreign currency accounts only if they operate in an 

export-processing zone. Capital transactions, transfers, and 

payments are subject to various restrictions, approvals, 

and quantitative limits. Investments abroad by residents 

are restricted.

FINANCIAL FREEDOM — 60%
Namibia’s small but sound financial sector is closely tied to 

South Africa’s financial system. There were four commer-

cial banks in 2004, all at least partially foreign-owned. The 

largest two banks are South African. The government owns 

the Agricultural Bank of Namibia, the Development Bank 

of Namibia, and the National Housing Enterprise. It also 

affects the allocation of credit through subsidized credits 

for subsistence farmers. There were 22 insurance compa-

nies and two reinsurers in 2004. One of the reinsurers, the 

Namibia National Reinsurance Corporation (NamibRe), is 

state-owned and enjoys first option on reinsurance placed 

within Namibia. A 1998 law requiring that insurance com-

panies must cede 20 percent of any policy, either issued 

or renewed, to NamibRe is not currently enforced and is 

under review. The Namibian Stock Exchange (NSX) opened 

in 1992 and listed 33 companies at the end of 2004.

PROPERTY RIGHTS — 30%
Expropriating land from white farm owners is now official 

policy. The government expropriated three large farms at 

the end of 2005 and by mid-2006 had begun to offer the 

land for resettlement. The lack of qualified magistrates, 

other court officials, and private attorneys causes a seri-

ous backlog of cases.

FREEDOM FROM CORRUPTION — 43%
Corruption is perceived as significant. Namibia ranks 47th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 81.2%
The labor market operates under flexible employment 

regulations that enhance employment and productivity 

growth. The non-salary cost of employing a worker is 

very low, and dismissing a redundant employee is cost-

less. Namibia’s labor freedom is one of the 20 highest in 

the world.
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N
epal’s economy is 54 percent free, according to our 2007 
assessment, which makes it the world’s 121st freest 

economy. Its overall score is 1.5 percentage points lower 
than last year. Nepal is ranked 23rd out of 30 countries 
in the Asia–Pacific region, and its overall score is slightly 
lower than the regional average.

Nepal enjoys moderately high levels of fiscal freedom, 
freedom from government, and monetary freedom. Both 
the top income tax rate and the top corporate tax rate are 
moderate, and overall tax revenue is low as a percentage 
of GDP. Government expenditures are also low. Although 
Nepal receives 10 percent of its income from state-owned 
businesses, a plan for privatization has been in place since 
the 1990s, and there has been limited progress. The gov-
ernment is also working to eliminate price controls.

As a developing nation with widespread civil unrest, Nepal 
faces significant challenges. Investment freedom, finan-
cial freedom, trade freedom, property rights, and freedom 
from corruption are weak. There are many restrictions on 
foreign investment that put much of Nepal’s economy off-
limits to foreign capital. These regulations are enforced 
by an inefficient and corrupt bureaucracy. Property rights 
are not secured by the judiciary, which is also subject to 
substantial corruption and political influence.

BACKGROUND: Nepal’s absolute monarchy ended in April 
2006, but its transition to democracy faces many challeng-
es. The interim government must find common ground 
with Maoist rebels and conduct new elections if it is to be 
successful. The Maoists are participating in negotiations 
and have honored a cease-fire, but the “people’s govern-
ment” continues to impose its own taxes and maintains a 
hard line in negotiations against both the monarchy and 
the interim government. There is little economic develop-
ment against this backdrop; approximately three-quarters 
of the population works in agriculture, and services con-
stitute the largest portion of GDP.

NEPAL

Population:  26.6 million

GDP (PPP):   $39.6 billion
3.8% growth in 2004
3.6% 5-yr. comp. ann. growth
$1,490 per capita

Unemployment:  42% (2004 estimate)

Inflation (CPI):  4.5%

FDI (net inflow):  $10.0 million (gross)

Official Development Assistance: 
Multilateral:  $164 million
Bilateral:  $329 million (11% from the U.S.)

External Debt:  $3.4 billion

Exports:  $1.2 billion
Primarily carpets, clothing, leather 
goods, jute goods, grain

Imports:  $2.2 billion
Primarily gold, machinery and equip-
ment, petroleum products, fertilizer

The economy is 54% free

Rank: 121
Regional Rank: 23 of 30
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BUSINESS FREEDOM — 59.6%
Starting a business takes an average of 31 days, compared to 

the world average of 48 days. Entrepreneurship should be 

easier for maximum job creation. Both obtaining a business 

license and closing a business are difficult. Other obsta-

cles to entrepreneurial activities include inadequate and 

obscure commercial codes as well as bureaucratic delays. 

The overall freedom to start, operate, and close a business 

is restricted by the national regulatory environment.

TRADE FREEDOM — 51.4%
Nepal’s weighted average tariff rate was 14.3 percent in 

2004. Although Nepal has one of the region’s more open 

economies, import bans, import restrictions, import taxes, 

red tape and procedural delays, and customs corruption 

add to the cost of trade. Consequently, an additional 20 

percent is deducted from Nepal’s trade freedom score to 

account for these non-tariff barriers.

FISCAL FREEDOM — 91%
Nepal has moderate tax rates. Both the top income tax rate 

and the top corporate tax rate are 25 percent. Other taxes 

include a value-added tax (VAT) and a property tax. In the 

most recent year, overall tax revenue as a percentage of 

GDP was 9.7 percent.

FREEDOM FROM GOVERNMENT — 91%
Total government expenditures in Nepal, including con-

sumption and transfer payments, are low. In the most recent 

year, government spending equaled 15.5 percent of GDP, 

and the government received 10.2 percent of its total rev-

enues from state-owned enterprises and government own-

ership of property. Nepal began to privatize state-owned 

enterprises in the early 1990s, but procedural problems and 

weak political will have retarded the overall process.

MONETARY FREEDOM — 77.6%
Inflation in Nepal is relatively high, averaging 7.5 per-

cent between 2003 and 2005. Relatively high and unstable 

prices explain most of the monetary freedom score. While 

most price controls have been eliminated, the government 

regulates the prices of petroleum products and telecom-

munications services and subsidizes companies in strategic 

sectors. Consequently, an additional 5 percent is deducted 

from Nepal’s monetary freedom score to account for these 

policies.

INVESTMENT FREEDOM — 30%
Foreign ownership is permitted in various sectors, but 

business and management consulting, accounting, engi-

neering, legal services, defense, alcohol and cigarette 

production, travel and trekking agencies, and retail sales 

remain closed. Foreign investors complain about complex 

and opaque government procedures. Residents may hold 

foreign exchange accounts only in specific instances. Most 

non-residents may hold foreign exchange accounts. Most 

payments and transfers are subject to prior approval by 

the government. There are restrictions on most capital 

transactions, and all real estate transactions are subject to 

controls.

FINANCIAL FREEDOM — 30%
Nepal’s financial system is dominated by banking and 

strongly influenced by the government. Financial supervi-

sion is insufficient, and efforts to prevent fraud are lacking. 

Regulations are not transparent and fall short of interna-

tional standards. The government owns one commercial 

bank and 40 percent of another. Government-controlled 

banks account for approximately 60 percent of total bank-

ing sector lending. Foreign banks are permitted to own up 

to two-thirds of a joint venture but may not open a branch. 

The government sets commercial interest rates and directs 

credit to support state projects and state-owned enter-

prises. There were 18 insurance companies in mid-2004, 

the largest of which (the National Insurance Company) is 

majority-owned by the government. Capital markets are 

weak, trading on the government-owned stock exchange is 

moribund, and foreign participation is restricted.

PROPERTY RIGHTS — 30%
Nepal’s judicial system suffers from corruption and inef-

ficiency. Lower-level courts are vulnerable to political pres-

sure, and bribery of judges and court staff is endemic.

FREEDOM FROM CORRUPTION — 25%
Corruption is perceived as widespread. Nepal ranks 117th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 54%
The labor market operates under restrictive employment 

regulations that could be improved to enhance employ-

ment and productivity growth. The non-salary cost of 

employing a worker is moderate, but dismissing a redun-

dant employee is costly. Rigid labor markets add to the cost 

of conducting business in Nepal.

NEPAL’S TEN ECONOMIC FREEDOMS
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T
he economy of the Netherlands is 77.1 percent free, 
according to our 2007 assessment, which makes it the 

world’s 14th freest economy. Its overall score is 0.1 per-
centage point higher than last year, partially reflecting 
new methodological detail. The Netherlands is ranked 7th 
out of 41 countries in the European region, and its overall 
score is much higher than the regional average.

The Netherlands enjoys high levels of investment freedom, 
trade freedom, financial freedom, property rights, busi-
ness freedom, freedom from corruption, and monetary 
freedom. The average tariff rate is low, although non-tariff 
barriers include distortionary European Union subsidies, 
and business regulation is efficient. Virtually all commer-
cial operations are simple and transparent. Inflation is low, 
and investment in the Netherlands is actively promoted. 
The country’s financial sector is highly developed, and it 
has been a European banking hub for centuries. The judi-
ciary, independent of politics and free of corruption, has 
an exemplary ability to protect property rights.

The Netherlands could do better in freedom from govern-
ment, fiscal freedom, and labor freedom. Total government 
spending is high: almost half of total GDP. The govern-
ment has been working to liberalize the labor market, but 
impediments to reform, such as extensive unemployment 
benefits, still exist.

BACKGROUND: As a founding member of the European 
Union, the Netherlands stunned its fellow members by 
decisively rejecting the European Constitution in June 
2005. Rotterdam remains the world’s largest port as mea-
sured by tonnage of goods, and there are few restrictions 
on foreign direct investment. The governing coalition has 
pursued its reform program by trimming welfare benefits 
and trying to liberalize the labor market while scrapping 
tax breaks for early retirees. A robust, modern agricultur-
al sector exports high-quality foodstuffs. Other exports 
include metal manufactures and chemicals.

THE NETHERLANDS

Population:  16.3 million

GDP (PPP):   $517.6 billion
1.7% growth in 2004
1.3% 5-yr. comp. ann. growth
$31,789 per capita

Unemployment:  6.5%

Inflation (CPI):  1.3%

FDI (net inflow):  –$6.1 million

Official Development Assistance: 
Multilateral:  None
Bilateral:  None

External Debt:  $1.7 trillion (2005)

Exports:  $388.9 billion
Primarily machinery and equipment, 
chemicals, fuels, food

Imports:  $341.6 billion
Primarily machinery and transport 
equipment, chemicals, fuels, food, 
clothing

The economy is 77.1% free

Rank: 14
Regional Rank: 7 of 41
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BUSINESS FREEDOM — 88.3%
Starting a business takes an average of 10 days, compared 

to the world average of 48 days. Such ease of entrepreneur-

ship is good for job creation. Obtaining a business license 

is relatively simple, and closing a business is easy. Regu-

lations affecting entrepreneurial activities are transparent 

and applied evenly. The overall freedom to start, operate, 

and close a business is protected by the national regulatory 

environment.

TRADE FREEDOM — 76.6%
The Netherlands’ trade policy is the same as those of 

other members of the European Union. The common EU 

weighted average tariff rate was 1.7 percent in 2005. Vari-

ous non-tariff barriers are reflected in EU policy, including 

agricultural and manufacturing subsidies, regulatory and 

licensing restrictions, and other market access restrictions. 

The government further restricts trade by implementing 

supplementary biotechnology and pharmaceuticals rules 

that extend beyond EU policy. Consequently, an additional 

20 percent is deducted from the Netherlands’ trade free-

dom score.

FISCAL FREEDOM — 65.8%
The Netherlands has high income tax rates and moder-

ate corporate tax rates. The top income tax rate is 52 per-

cent, and the top corporate tax rate is 29.6 percent, which 

it is expected will be reduced to 29.1 percent in January 

2007. Other taxes include a value-added tax (VAT), a tax 

on insurance contracts, and a real estate tax. In the most 

recent year, overall tax revenue as a percentage of GDP 

was 39.3 percent.

FREEDOM FROM GOVERNMENT — 47.8%
Total government expenditures in the Netherlands, includ-

ing consumption and transfer payments, are very high. In 

the most recent year, government spending equaled 46.6 

percent of GDP, and the government received 4.6 percent 

of its total revenues from state-owned enterprises and gov-

ernment ownership of property.

MONETARY FREEDOM — 87%
The Netherlands is a member of the euro zone. Inflation 

in the Netherlands is low, averaging 1.6 percent between 

2003 and 2005. Relatively stable prices explain most of the 

monetary freedom score. As a participant in the EU’s Com-

mon Agricultural Policy, the government subsidizes agri-

cultural production, distorting the prices of agricultural 

products. The government also regulates energy prices, 

pharmaceutical prices, and housing rents. Consequently, 

an additional 5 percent is deducted from the Netherlands’ 

monetary freedom score to account for these policies.

INVESTMENT FREEDOM — 90%
The Netherlands actively promotes foreign investment, 

except in railways, the national airport, and public broad-

casting. Foreign firms receive national treatment. There 

is no screening process, 100 percent foreign ownership is 

allowed in the areas where foreign investment is permit-

ted, and foreign investors receive national treatment. There 

are no restrictions or barriers on current transfers, repa-

triation of profits, purchase of real estate, or access to for-

eign exchange. Capital transactions are not restricted but 

are subject to reporting requirements under the External 

Financial Relations Act.

FINANCIAL FREEDOM — 80%
The Netherlands has been one of Europe’s financial and 

banking centers for centuries, and its financial system 

operates freely, with little government regulation. For-

eign investors face no restrictions on accessing domestic 

finance. Banks established in the Netherlands may engage 

in a variety of financial services, even real estate. Three 

Dutch bank conglomerates (ABN Amro, Rabobank, and 

ING Bank) dominate the market and account for about 

75 percent of total lending. There are few formal barriers 

to foreign banks, but foreign participation in Dutch retail 

banking is minimal. The government is minimally involved 

in the banking sector but does guarantee loans for small to 

medium-size enterprises that lack sufficient collateral for 

securing credit lines. EU banks receive privileged treat-

ment. Capital markets are well developed, and the Dutch 

stock exchange forms part of the Euronext alliance.

PROPERTY RIGHTS — 90%
Private property is secure. Contracts are very secure, and 

the judiciary is of high quality.

FREEDOM FROM CORRUPTION — 86%
Corruption is perceived as minimal. The Netherlands ranks 

11th out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 59.2%
The labor market operates under restrictive employment 

regulations that could be improved to enhance employ-

ment and productivity growth. The non-salary cost of 

employing a worker is high, and dismissing a redundant 

employee is relatively costly. As modernization of the 

unemployment insurance program advances, changes will 

include reduction of the maximum duration of unemploy-

ment benefits from 60 months to 38 months.

THE NETHERLANDS’ TEN ECONOMIC FREEDOMS
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N
ew Zealand’s economy is 81.6 percent free, according 
to our 2007 assessment, which makes it the world’s 5th 

freest economy. Its overall score is 2.4 percentage points 
lower than last year, partially reflecting new methodologi-
cal detail. New Zealand is ranked 4th out of 30 countries 
in the Asia–Pacific region, and its overall score is much 
higher than the regional average.

New Zealand rates highly in almost all areas of economic 
freedom but is most impressive in financial freedom, prop-
erty rights, business freedom, labor freedom, and freedom 
from corruption. A globally competitive financial system 
based on market principles attracts many foreign banks, 
helped by low inflation and low tariff rates. A strong rule 
of law protects property rights, and New Zealand is the 
world’s second most corruption-free country. Foreign and 
domestically owned businesses enjoy considerable flexi-
bility in licensing, regulation, and employment practices.

New Zealand could do better in freedom from govern-
ment and fiscal freedom. The top income tax rates are 
fairly high, as are tax revenue and government spending, 
but the overall effect is eclipsed by the amount of eco-
nomic freedom that has been established. New Zealand’s 
economy is a global competitor and a regional model of 
economic freedom.

BACKGROUND: Following two decades of sound economic 
policies and structural reforms, New Zealand has turned 
itself into a modern, flexible economy with the lowest 
unemployment rate of any Organisation for Economic Co-
operation and Development member country. Agricultural 
commodities, which historically have thrived on privileged 
British market access, dominate the export market. New 
Zealand relies heavily on international trade, and its open-
ness has helped to boost exports of goods and services, 
which now account for more than 30 percent of total out-
put. Securing bilateral and regional free trade agreements 
is one of the government’s major foreign policy goals, as is 
continuing to diversify the economy into industrial goods.

NEW ZEALAND

Population:  4.1 million

GDP (PPP):   $95.1 billion
4.4% growth in 2004
3.8% 5-yr. comp. ann. growth
$23,413 per capita

Unemployment:  3.9% (end 2004)

Inflation (CPI):  2.3%

FDI (net inflow):  $1.6 billion

Official Development Assistance: 
Multilateral:  None
Bilateral:  None

External Debt:  $42.8 billion (2005 
estimate)

Exports:  $28.3 billion
Primarily dairy products, meat, wood 
and wood products, fish, machinery

Imports:  $28.8 billion
Primarily machinery and equipment, 
vehicles, aircraft, petroleum, electron-
ics, textiles, plastics

The economy is 81.6% free

Rank: 5
Regional Rank: 4 of 30
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BUSINESS FREEDOM — 93.7%
Starting a business takes an average of 12 days, compared 

to the world average of 48 days. The business environment 

has allowed entrepreneurial activities to flourish. Obtain-

ing a business license is simple, and closing a business is 

very easy. The overall freedom to start, operate, and close 

a business is strongly protected by the national regulatory 

environment.

TRADE FREEDOM — 74%
New Zealand’s weighted average tariff rate was 3 percent 

in 2004. The government maintains a relatively open trade 

regime, but restrictive sanitary and phytosanitary regula-

tions, import fees, import restrictions, import bans, issues 

involving the enforcement of intellectual property rights, 

protectionist pharmaceutical policies, and market access 

restrictions in some service sectors add to the cost of trade. 

Consequently, an additional 20 percent is deducted from 

New Zealand’s trade freedom score to account for these 

non-tariff barriers.

FISCAL FREEDOM — 74.2%
New Zealand has high tax rates. The top income tax rate 

is 39 percent, and the top corporate tax rate is 33 percent, 

which is higher than those of most developing Asian coun-

tries. Other taxes include a value-added tax (VAT) and a tax 

on interest. In the most recent year, overall tax revenue as 

a percentage of GDP was 35.4 percent.

FREEDOM FROM GOVERNMENT — 63.6%
Total government expenditures in New Zealand, including 

consumption and transfer payments, are high. In the most 

recent year, government spending equaled 39.2 percent of 

GDP, and the government received 1.7 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 84.5%
Inflation in New Zealand is relatively low, averaging 2.7 

percent between 2003 and 2005. Relatively low and stable 

prices explain most of the monetary freedom score. There 

are no official price controls, but the government regulates 

the prices of utilities and subsidizes pharmaceuticals. Con-

sequently, an additional 5 percent is deducted from New 

Zealand’s monetary freedom score to account for these 

policies.

INVESTMENT FREEDOM — 70%
New Zealand encourages foreign investment, and barriers 

to investment are minimal. Foreign ownership is restricted 

in Telecom New Zealand, Air New Zealand, and fishing. 

The purchase of land and real estate is subject to strong 

restrictions. Foreign investments involving acquisition of 

an existing New Zealand business where foreign own-

ership would be 25 percent or greater or the investment 

exceeds NZ$50 million require approval from the Overseas 

Investment Commission. There are no restrictions on cur-

rent transfers, repatriation of profits, or access to foreign 

exchange.

FINANCIAL FREEDOM — 80%
New Zealand’s financial system is regulated minimally 

and transparently in accordance with international stan-

dards. The central bank is independent. Foreign banks are 

welcome, and all but two of the registered banks are pre-

dominantly foreign-owned. Foreign-owned banks account 

for approximately 90 percent of banking assets. The gov-

ernment owns one small bank, Kiwibank Limited, which 

began operations in late 2001. The government does not 

provide deposit insurance for financial institutions. Banks 

are required to provide full public disclosure of their finan-

cial condition. Banking services may be offered by non-

bank financial institutions, provided they comply with 

banking regulations and public disclosure requirements. 

Capital markets are well developed, if small, and stocks 

are actively traded. Capital markets are open to foreign 

participation. The insurance sector is lightly regulated, and 

foreign participation is high. The government is involved 

in the accident and earthquake sectors of the insurance 

market.

PROPERTY RIGHTS — 90%
Private property is well protected in New Zealand. The 

judiciary is independent, and contracts are notably 

secure.

FREEDOM FROM CORRUPTION — 96%
Corruption is perceived as almost nonexistent. New Zea-

land ranks 2nd out of 158 countries in Transparency Inter-

national’s Corruption Perceptions Index for 2005.

LABOR FREEDOM — 89.9%
The labor market operates under flexible employment 

regulations that enhance employment and productivity 

growth. The non-salary cost of employing a worker is low, 

and dismissing a redundant employee is costless. Regula-

tions related to increasing or contracting the number of 

work hours are flexible. New Zealand’s labor freedom is 

one of the 20 highest in the world.
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N
icaragua’s economy is 62.7 percent free, according to 
our 2007 assessment, which makes it the world’s 61st 

freest economy. Its overall score is 1.7 percentage points 
lower than last year, partially reflecting new methodologi-
cal detail. Nicaragua is ranked 14th out of 29 countries in 
the Americas, and its overall score is equal to the regional 
average.

Nicaragua enjoys high levels of fiscal freedom, freedom 
from government, labor freedom, investment freedom, 
financial freedom, and trade freedom. Personal and cor-
porate tax rates are high, and overall tax revenue is low 
as a percentage of GDP. Government expenditures are also 
fairly low, and state-owned businesses account for less than 
10 percent of total revenues. The labor market is flexible, 
and dismissing an employee is not costly. Nicaragua has 
liberalized its foreign investment procedures, and the law 
accords foreign capital equal treatment (although certain 
restrictions still exist).

Nicaragua could improve in property rights, freedom 
from corruption, and business freedom. The judicial sys-
tem is rudimentary, inconsistent in contract enforcement, 
and subject to political interference. A significant amount 
of corruption also has a negative impact on the economic 
climate. Business freedom is fairly low because of difficult 
licensing procedures, but the government is working to 
streamline its regulatory process.

BACKGROUND: Nicaragua is the second-poorest country in 
the Western Hemisphere. Its economy depends on exports 
of coffee, seafood, and sugar but has also been diversified 
to include minerals and clothing manufacturing. The trea-
sury was looted when the Sandinista National Liberation 
Front controlled the government during the 1980s. Since 
then, free elections have helped to restore order and pro-
mote growth. The economy has grown stronger thanks to 
President Enrique Bolaños’s macroeconomic reforms and 
lower deficits through better tax collection. The outcome 
of presidential elections scheduled for November 2006 
could have a major effect on economic policies.

NICARAGUA

Population:  5.4 million

GDP (PPP):   $19.5 billion
5.1% growth in 2004
3.0% 5-yr. comp. ann. growth
$3,634 per capita

Unemployment:  5.6% (2005 estimate)

Inflation (CPI):  8.4%

FDI (net inflow):  $250 million (gross)

Official Development Assistance: 
Multilateral:  $410 million
Bilateral:  $1.2 billion (7% from the U.S.)

External Debt:  $5.2 billion

Exports:  $1.7 billion
Primarily coffee, beef, shrimp, lobster, 
tobacco, sugar, gold, peanuts

Imports:  $2.9 billion
Primarily consumer goods, machinery 
and equipment, raw materials, petro-
leum products

The economy is 62.7% free

Rank: 61
Regional Rank: 14 of 29
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BUSINESS FREEDOM — 59.7%
Starting a business takes an average of 39 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a busi-

ness license is difficult, but closing a business is relatively 

easy. The government has established a single window for 

investment in an attempt to streamline the bureaucracy, 

but the legal and regulatory framework remains cumber-

some and lacks transparency. The overall freedom to start, 

operate, and close a business is restricted by the national 

regulatory environment.

TRADE FREEDOM — 72.4%
Nicaragua’s weighted average tariff rate was 3.8 percent 

in 2004. The government has made progress in liberaliz-

ing the trade regime, but some prohibitive tariffs, import 

taxes, import fees, weak enforcement of intellectual prop-

erty rights, corruption, import restrictions, import bans, 

and import licensing restrictions add to the cost of trade. 

Consequently, an additional 20 percent is deducted from 

Nicaragua’s trade freedom score to account for these non-

tariff barriers.

FISCAL FREEDOM — 86.4%
Nicaragua has burdensome tax rates. Both the top income 

tax rate and the top corporate tax rate are 30 percent. Other 

taxes include a value-added tax (VAT) and a capital gains 

tax. During the most recent year, overall tax revenue as a 

percentage of GDP was 15.5 percent.

FREEDOM FROM GOVERNMENT — 85.6%
Total government expenditures in Nicaragua, including 

consumption and transfer payments, are low. In the most 

recent year, government spending equaled 22.3 percent 

of GDP, and the government received 8.3 percent of its 

total revenues from state-owned enterprises and govern-

ment ownership of property. Privatization has been rather 

slow.

MONETARY FREEDOM — 71.2%
Inflation in Nicaragua is relatively high, averaging 8.8 

percent between 2003 and 2005. Unstable prices explain 

most of the monetary freedom score. Although most price 

controls have been eliminated, the government contin-

ues to set prices for pharmaceuticals, sugar, domestically 

produced soft drinks and cigarettes, and liquefied natural 

gas; regulates the retail price of butane gas and rates for 

electricity, energy, water, and telecommunications; and 

has been known to negotiate voluntary price restraints 

with domestic producers of important consumer goods. 

Consequently, an additional 10 percent is deducted from 

Nicaragua’s monetary freedom score to account for these 

policies.

INVESTMENT FREEDOM — 70%
Nicaragua has liberalized its foreign investment sector. 

Investment is guaranteed equal treatment, is not screened, 

and faces no performance requirements. Investors are 

permitted to own and use property. Poor protection of 

property rights and cumbersome procedures are still disin-

centives for foreign investors. Residents may hold foreign 

exchange accounts, but the only non-residents who may 

hold such accounts are those with approved immigration 

status (such as diplomats). There are no controls or restric-

tions on payments and transfers. There are very few restric-

tions on capital transactions.

FINANCIAL FREEDOM — 60%
Nicaragua’s underdeveloped financial system was the 

smallest in Central America in 2004. Foreign investors 

may access credit from domestic financial institutions on 

the same terms as domestic investors. The banking system 

has been stabilizing since regulators intervened to liqui-

date four banks between November 2000 and March 2002 

and reforms introduced international standards. The state 

owns several development banks. There were 17 microfi-

nance institutions in 2003, primarily serving rural areas. 

The insurance sector, once a state monopoly, now has four 

private insurance companies, though the state-owned firm 

remains the country’s largest insurer and controls over half 

of the market. Capital markets are small, and the stock 

exchange trades primarily in government bonds.

PROPERTY RIGHTS — 30%
Protection of property rights is weak. Contracts are not 

strongly enforced, and the judiciary is politicized and sub-

ject to corruption.

FREEDOM FROM CORRUPTION — 26%
Corruption is perceived as widespread. Nicaragua ranks 

107th out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 65.7%
The labor market operates under somewhat flexible 

employment regulations that could be improved to enhance 

employment and productivity growth. The non-salary cost 

of employing a worker is high, but dismissing a redundant 

employee is not costly. Workers are entitled to generous 

fringe benefits. Regulations on increasing or contracting 

the number of work hours are not flexible.
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N
iger’s economy is 53.5 percent free, according to our 
2007 assessment, which makes it the world’s 124th fre-

est economy. Its overall score is virtually unchanged since 
last year. Niger is ranked 25th out of 40 countries in the 
sub-Saharan Africa region, and its overall score is roughly 
equal to the regional average.

Niger enjoys high levels of freedom from government 
and monetary freedom. Total government expenditures in 
Niger are fairly low, equaling roughly 20 percent of GDP, 
and state-owned businesses constitute a negligible source 
of revenue. Although the country has high tax rates, over-
all tax revenue is low as a percentage of GDP. Inflation is 
moderate at about 5 percent per year, and the market sets 
all prices for consumer goods except for petroleum.

Niger faces many challenges that are commonly found 
throughout Africa. Business freedom, labor freedom, prop-
erty rights, and freedom from corruption are weak. Starting 
a business takes less time than the world average, but com-
mercial operations overall are constrained by the national 
regulatory environment. The labor market is highly inelas-
tic and one of the 20 least free in the world. The judicial 
system does not have enough qualified magistrates or inde-
pendence from the executive branch and, like much of the 
rest of Niger’s bureaucracy, is subject to corruption.

BACKGROUND: Niger is arid, landlocked, and one of the 
world’s poorest countries. More than 80 percent of the 
population is engaged in subsistence farming and herd-
ing, and most economic activity is conducted informally. 
Drought is common and frequently leads to food short-
ages. The country possesses substantial mineral resourc-
es, including uranium and gold, and exploration for oil 
is underway. The infrastructure is poor and inadequate. 
Mamadou Tandja, first elected president in 1999, was re-
elected in 2004. Niger has strong economic ties with its 
neighbors, particularly Nigeria, which serves as a key 
trading partner and conduit to international markets.

NIGER

Population:  13.5 million

GDP (PPP):   $10.5 billion
0.0% growth in 2004
2.8% 5-yr. comp. ann. growth
$779 per capita

Unemployment:  n/a

Inflation (CPI):  0.3%

FDI (net inflow):  $3.6 billion

Official Development Assistance: 
Multilateral:  $261 million
Bilateral:  $339 million (6% from the U.S.)

External Debt:  $2.0 billion

Exports:  $415.1 million
Primarily uranium ore, livestock, cow-
peas, onions

Imports:  $681.0 million
Primarily food, machinery, vehicles and 
parts, petroleum, cereals

The economy is 53.5% free

Rank: 124
Regional Rank: 25 of 40
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BUSINESS FREEDOM — 38.4%
Starting a business takes an average of 24 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Both obtaining a busi-

ness license and closing a business can be very difficult. 

The overall freedom to start, operate, and close a busi-

ness is significantly restricted by the national regulatory 

environment.

TRADE FREEDOM — 52.4%
Niger’s weighted average tariff rate was 13.8 percent in 

2004. Burdensome import licensing and certification regu-

lations, inefficient and non-transparent customs implemen-

tation and regulation, and widespread corruption add to 

the cost of trade. Consequently, an additional 20 percent is 

deducted from Niger’s trade freedom score to account for 

these non-tariff barriers.

FISCAL FREEDOM — 77.5%
Niger has high tax rates. The top income tax rate is 45 per-

cent, and the top corporate tax rate is 35 percent. Other 

taxes include a value-added tax (VAT), a tax on interest, 

and an insurance tax. In the most recent year, overall tax 

revenue as a percentage of GDP was 11.4 percent.

FREEDOM FROM GOVERNMENT — 89.2%
Total government expenditures in Niger, including con-

sumption and transfer payments, are low. In the most 

recent year, government spending equaled 21.4 percent of 

GDP, and the government received 0.3 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 80.7%
Inflation in Niger is moderate, averaging 5.1 percent 

between 2003 and 2005. Relatively moderate and unstable 

prices explain most of the monetary freedom score. With 

the exception of petroleum products, market forces set 

prices in Niger. The government also influences prices 

through state-owned utilities. Consequently, an addition-

al 5 percent is deducted from Niger’s monetary freedom 

score to account for these policies.

INVESTMENT FREEDOM — 50%
Niger does not screen foreign investment and grants 

national treatment to foreign investors. All sectors are 

open except for national security purposes. Land owner-

ship requires authorization. Barriers to investment include 

the small scale of the economy, limited buying power, high 

transport costs, and government bureaucracy. Residents 

may hold foreign exchange accounts, subject to some 

restrictions. Non-residents may hold foreign exchange 

accounts with prior approval. Payments and transfers to 

selected countries are subject to quantitative limits and 

approval. Some capital transactions to selected countries 

are subject to authorization. Real estate purchases by non-

residents must be reported.

FINANCIAL FREEDOM — 50%
Niger’s financial system is underdeveloped and the weak-

est in the Economic Community of West African States. 

The Central Bank of West African States (BCEAO) governs 

Niger’s banking institutions. The eight BCEAO member 

countries use the CFA franc, pegged to the euro. Credit 

is allocated on market terms, but the cost is high, and 

credit generally is extended only to large businesses. For-

eign investors have access to credit. At the beginning of 

2005, nine commercial banks were in operation along with 

a large number of microfinance institutions. Banks offer 

only a limited number of financial instruments, generally 

letters of credit and loans. The government is a shareholder 

in a number of financial institutions, but private banks and 

foreign banks operate freely and account for most bank 

resources and deposits. Most capital market activity is cen-

tered in the regional stock exchange in the Ivory Coast. 

Although the stock market has a branch in Niger, trading 

is moribund and capital markets are minimal.

PROPERTY RIGHTS — 30%
Niger’s judicial system is understaffed and subject to pres-

sure from the executive. Corruption is pervasive, fuelled in 

part by low salaries and inadequate training programs.

FREEDOM FROM CORRUPTION — 24%
Corruption is perceived as widespread. Niger ranks 126th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 43.1%
The labor market operates under highly restrictive employ-

ment regulations that hinder employment and productiv-

ity growth. The non-salary cost of employing a worker is 

high. Regulations on increasing or contracting the number 

of work hours are very rigid. Niger’s labor freedom is one 

of the 20 lowest in the world.
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N
igeria’s economy is 52.6 percent free, according to our 
2007 assessment, which makes it the world’s 131st fre-

est economy. Its overall score is 3.8 percentage points high-
er than last year, partially reflecting new methodological 
detail. Nigeria is ranked 30th out of 40 countries in the 
sub-Saharan Africa region, and its overall score is slightly 
lower than the regional average.

Nigeria ranks moderately well in fiscal freedom and labor 
freedom and fairly well in business freedom. The top 
income and corporate tax rates are moderate, and over-
all tax revenue is low as a percentage of GDP. Regulatory 
commercial burdens exist, and inflation is fairly high, but 
the government does not distort market prices with sub-
sidies (except for rail transport). The labor market is fairly 
elastic, and while firing an employee can be difficult, other 
factors are more flexible.

Nigeria faces significant economic challenges. Trade free-
dom, freedom from government, investment freedom, 
property rights, and freedom from corruption all need 
improvement. Non-tariff barriers are high, and regulations 
are enforced inconsistently. As in many other sub-Saharan 
African nations, judicial enforcement is rudimentary, cor-
rupt, and subject to the political whims of the executive. 
Corruption is substantial throughout the civil service.

BACKGROUND: Nigeria has Africa’s largest population, 
with nearly 130 million people, including 250 ethnic 
groups and the continent’s second-largest Muslim popu-
lation. Ethnic and religious tensions are volatile. Despite 
extensive oil resources, per capita income remains low 
because of corruption and mismanagement. Two-thirds 
of the population is engaged in agriculture, and the infra-
structure is poor. In recent years, democratic processes 
have replaced coups and dictatorship. President Oluse-
gun Obasanjo, who won re-election in April 2003 and is 
expected to leave office in 2007, has sought to reduce gov-
ernment involvement in the economy through privatiza-
tion and deregulation, although progress has been slow.

NIGERIA

Population:  128.7 million

GDP (PPP):   $148.6 billion
6.0% growth in 2004
5.3% 5-yr. comp. ann. growth
$1,154 per capita

Unemployment:  2.9% (2005 estimate)

Inflation (CPI):  19.1%

FDI (net inflow):  $1.9 billion

Official Development Assistance: 
Multilateral:  $284 million
Bilateral:  $328 million (37% from the 
U.S.)

External Debt:  $35.9 billion

Exports:  $27.0 billion
Primarily petroleum and petroleum 
products, cocoa, rubber

Imports:  $16.1 billion
Primarily machinery, chemicals, trans-
port equipment, manufactured goods, 
food, live animals

The economy is 52.6% free

Rank: 131
Regional Rank: 30 of 40
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BUSINESS FREEDOM — 63.1%
Starting a business takes an average of 43 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license is difficult, but closing a business can be relatively 

easy. Regulation is uneven and lacks transparency. The 

overall freedom to start, operate, and close a business is 

restricted by the national regulatory environment.

TRADE FREEDOM — 56.6%
Nigeria’s weighted average tariff rate was 11.7 percent 

in 2005. The government has made progress in liberaliz-

ing trade, but prohibitive tariffs, import fees, import and 

export taxes, import bans, export incentive programs, sani-

tary and phytosanitary regulations, weak enforcement of 

intellectual property rights, corruption, and inconsistent 

and non-transparent customs implementation add to the 

cost of trade. Consequently, an additional 20 percent is 

deducted from Nigeria’s trade freedom score to account 

for these non-tariff barriers.

FISCAL FREEDOM — 89.5%
Nigeria has moderate tax rates. The top income tax rate 

is 25 percent, and the top corporate tax rate is 30 percent. 

Other taxes include a value-added tax (VAT), a tax on inter-

est, and a capital gains tax. In the most recent year, overall 

tax revenue as a percentage of GDP was 7.2 percent.

FREEDOM FROM GOVERNMENT — 41.7%
Total government expenditures in Nigeria, including con-

sumption and transfer payments, are moderate. In the most 

recent year, government spending equaled 35.4 percent of 

GDP, and the government received 87.2 percent of its total 

revenues from state-owned enterprises and government 

ownership of property. Privatization has progressed slowly 

and is behind schedule.

MONETARY FREEDOM — 70.5%
Inflation in Nigeria is high, averaging 15 percent between 

2003 and 2005. Relatively high and unstable prices explain 

most of the monetary freedom score. With the exception of 

petroleum products, prices are set by the market. The gov-

ernment also subsidizes agriculture and manufacturing 

and influences prices through state-owned enterprises and 

utilities. Consequently, an additional 5 percent is deduct-

ed from Nigeria’s monetary freedom score to account for 

these policies.

INVESTMENT FREEDOM — 30%
Nigeria permits 100 percent foreign ownership in every 

industry, except for petroleum and national security. 

Investment disincentives include poor infrastructure, 

complex tax procedures, confusing land ownership laws, 

arbitrary application of regulations, corruption, and crime. 

Residents and non-residents may hold foreign exchange 

accounts. Some capital transactions are subject to docu-

mentation requirements and restrictions. Most payments 

and transfers must be conducted through banks.

FINANCIAL FREEDOM — 50%
Nigeria’s financial sector is not as advanced as the size 

of the economy suggests. Supervision and regulation 

of financial institutions is bureaucratic. Nigeria has 25 

licensed banks, down from 89 as a result of a new mini-

mum capital requirement that forced many banks to merge 

or sell shares. Banks may offer a wide variety of financial 

services. Over 700 community banks focus on microfi-

nance lending. Foreign banks must acquire licenses from 

the central bank. The government owns six development 

banks and affects the allocation of credit under the Small 

and Medium Industries Equity Investment Scheme, which 

requires banks to deposit 10 percent of their profit after tax 

to fund its loan programs. Nigeria has approximately 100 

insurance companies. The government sold a majority of 

the dominant National Insurance Corporation of Nigeria 

to a domestic insurer in October 2005 but retains 49 per-

cent of the Nigeria Reinsurance Corporation (scheduled 

for privatization in 2006), which automatically reinsures 20 

percent of all direct business received by Nigerian insur-

ance companies and 25 percent of all outward reinsurance 

business. Capital markets are underdeveloped.

PROPERTY RIGHTS — 30%
Nigeria’s judiciary is subject to corruption and delays, 

partly because of insufficient funding. There is a severe 

lack of available court facilities, a lack of computerized 

systems to facilitate document processing, and arbitrary 

adjournment of court sessions caused by power outages.

FREEDOM FROM CORRUPTION — 19%
Corruption is perceived as widespread. Nigeria ranks 

152nd out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 75.2%
The labor market operates under relatively flexible employ-

ment regulations that could be improved to enhance 

employment and productivity growth. The non-salary 

cost of employing a worker is low, and dismissing a redun-

dant employee is relatively costless. Regulations related to 

increasing or contracting the number of work hours are 

flexible.

NIGERIA’S TEN ECONOMIC FREEDOMS

Business Freedom
Trade Freedom 
Fiscal Freedom

Fdm fm Government
Monetary Freedom

 Investment Freedom
Financial Freedom

Property Rights
 Fdm fm Corruption

 Labor Freedom

100 = most free,         = world average

0 50 100

298 2007 Index of Economic Freedom

 63.1  
 56.6  
 89.5  
 41.7  
 70.5  
 30  
 50  
 30  
 19  
 75.2

L
L

L

L
L

L
L
L
L

L



Europe Average = 67.5
World Average = 60.6

100

80

60

40

20

0
1995 2007

299

Q U I C K  FAC T S 

How Do We Measure Economic Freedom? See Chapter 
3 (page 37) for an explanation of the methodology or 
visit the Index Web site at heritage.org/index.

N
orway’s economy is 70.1 percent free, according to 
our 2007 assessment, which makes it the world’s 30th 

freest economy. Its overall score is 0.7 percentage point 
lower than last year, partially reflecting new methodologi-
cal detail. Norway is ranked 17th out of 41 countries in the 
European region, and its overall score is roughly equal to 
the regional average.

Norway enjoys high levels of business freedom, trade 
freedom, monetary freedom, property rights, and freedom 
from corruption. The average tariff rate is low, although 
some non-tariff barriers complicate trade. Starting a busi-
ness takes only a few days, and the overall protection of 
business operations is high. Although Norway’s overall 
monetary freedom score is harmed by government sub-
sidizing of several goods, inflation is low. Norway has 
an efficient, independent judiciary that protects property 
rights effectively, and corruption is negligible.

Norway could do better in freedom from government, 
fiscal freedom, and labor freedom. Government spend-
ing is high as a percentage of GDP, as is income from 
state-owned businesses (mainly petroleum, although not 
relative to other oil-producing states). As in most other 
modern European welfare economies, the labor market is 
fairly rigid, but the government has been trying to intro-
duce more flexibility into employment practices.

BACKGROUND: Norway has been a key force in develop-
ment of the transatlantic alliance. In October 2005, Jens 
Stoltenberg and his Labor–Green coalition took office 
as the first majority government in nearly two decades. 
Although Norway is not a member of the European Union, 
the European Economic Area agreement has enabled it to 
benefit from close economic interaction with EU members. 
The country’s welfare state is largely subsidized by high 
taxes and oil revenues. Fisheries, metal, and oil are the 
most important economic sectors.

NORWAY

Population:  4.6 million

GDP (PPP):   $176.5 billion
3.1% growth in 2004
2.2% 5-yr. comp. ann. growth
$38,454 per capita

Unemployment:  4.5%

Inflation (CPI):  0.5%

FDI (net inflow):  $292.7 million

Official Development Assistance: 
Multilateral:  None
Bilateral:  None

External Debt:  $281.0 billion (2005)

Exports:  $109.1 billion
Primarily petroleum, petroleum prod-
ucts, machinery and equipment, metals, 
chemicals, ships, fish

Imports:  $73.6 billion
Primarily machinery and equipment, 
chemicals, metals, food

The economy is 70.1% free

Rank: 30
Regional Rank: 17 of 41

@ @ @ @ @ @ @ @ @ @ @
@ @

@ @
@ @ @

@ @
@ @ @ @

@ @
@ @

@ @ @
@ @ @ @ @

@ @



BUSINESS FREEDOM — 97%
Starting a business takes an average of 13 days, compared 

to the world average of 48 days. Such ease of entrepre-

neurship is good for job creation. Both obtaining a business 

license and closing a business are very simple. The overall 

freedom to start, operate, and close a business is strongly 

protected by the national regulatory environment.

TRADE FREEDOM — 79.2%
Norway’s weighted average tariff rate was 0.4 percent in 

2004. Although tariffs are relatively low, import licensing 

requirements, restrictive pharmaceutical policies, pro-

hibitive and burdensome regulations and standards, agri-

culture and manufacturing subsidies, and inconsistent 

enforcement of intellectual property rights add to the cost 

of trade. Consequently, an additional 20 percent is deduct-

ed from Norway’s trade freedom score to account for these 

non-tariff barriers.

FISCAL FREEDOM — 66.1%
Norway has a high income tax rate and a moderate corpo-

rate tax rate. The top income tax rate is 47.8 percent, and 

the top corporate tax rate is 28 percent. Other taxes include 

a value-added tax (VAT) and a tax on insurance contracts. 

In the most recent year, overall tax revenue as a percentage 

of GDP was 44.9 percent.

FREEDOM FROM GOVERNMENT — 45.9%
Total government expenditures in Norway, including con-

sumption and transfer payments, are high. In the most 

recent year, government spending equaled 45.9 percent of 

GDP, and the government received 14.9 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 82.6%
Inflation in Norway is low, averaging 1.4 percent between 

2003 and 2005. Stable prices explain most of the mon-

etary freedom score. The government controls prices for 

petroleum products, regulates prices for pharmaceuticals, 

influences prices through state-owned enterprises and 

utilities, and provides numerous agriculture and manu-

facturing subsidies. Consequently, an additional 10 per-

cent is deducted from Norway’s monetary freedom score 

to account for these policies.

INVESTMENT FREEDOM — 50%
The government restricts investment in sectors in which 

it has a monopoly, such as financial services, mining, 

hydropower, property acquisition, and areas considered 

politically sensitive. There are nationality restrictions in 

the fishing and maritime transport sectors. Existing regu-

lations, standards, and practices often marginally favor 

Norwegian, Scandinavian, and European Economic Area 

(EEA) investors. Both residents and non-residents may 

hold foreign exchange accounts. There are no restrictions 

on payments, transfers, or repatriation of profits.

FINANCIAL FREEDOM — 50%
Supervision of the financial system is prudent, and regu-

lations are largely consistent with international norms. 

Credit is allocated on market terms, and banks offer a wide 

array of financial services. Norway’s banking system is 

composed of 15 commercial banks, 129 savings banks, and 

a number of specialized state-owned banks that provide 

medium-term and long-term credit to targeted industries. 

The government continues to own 34 percent of Den nor-

ske Bank, Norway’s largest bank, which accounts for 40 

percent of banking assets. The Norwegian Financial Super-

visory Authority must grant permission for acquisition of 

financial institutions that exceed certain thresholds. More-

over, half of a bank’s board and corporate assembly must 

be nationals or permanent residents of Norway or an EEA 

nation. There were eight registered foreign banks and two 

foreign subsidiary banks as of October 2005. The insurance 

sector is dominated by private insurers. The stock exchange 

is part of a regional integrated network of exchanges that 

covers all Nordic and most Baltic countries.

PROPERTY RIGHTS — 90%
Private property is safe from expropriation. Contracts are 

secure, and the judiciary is of high quality.

FREEDOM FROM CORRUPTION — 89%
Corruption is perceived as minimal. Norway ranks 8th out 

of 158 countries in Transparency International’s Corrup-

tion Perceptions Index for 2005.

LABOR FREEDOM — 51.1%
The labor market operates under restrictive employment 

regulations that hinder employment and productivity 

growth. The non-salary cost of employing a worker is mod-

erate, but dismissing a redundant employee is relatively 

costly. A new Working Environment and Worker Protection 

Act, passed in late 2005, mainly maintains the basic prin-

ciples of a 1977 Act and aims to meet the need for flexibility 

in employment contracts and working hour periods.
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O
man’s economy is 63.9 percent free, according to our 
2007 assessment, which makes it the world’s 54th fre-

est economy. Its overall score is 1.6 percentage points high-
er than last year, partially reflecting new methodological 
detail. Oman is ranked 4th freest among the 17 countries 
in the Middle East/North Africa region, and its overall 
score is higher than the regional average.

Oman has high levels of fiscal freedom, trade freedom, 
labor freedom, monetary freedom, and freedom from cor-
ruption. A business-friendly environment encourages the 
rapid growth of private enterprise. There are no taxes on 
private income, and the highest corporate tax rate is only 
12 percent. The government imposes significant addition-
al non-tariff barriers to trade, but a free trade agreement 
signed with the United States in 2006 should lead to the 
easing of some restrictions. Corruption is very low, par-
ticularly for a country that is not a democracy. Oman’s 
labor market is flexible, but the practice of forcing foreign 
governments to hire Omanis is cumbersome.

Oman could primarily improve in freedom from govern-
ment but also in investment freedom and financial free-
dom. Very high government spending is supported by a 
large state-owned energy sector.

BACKGROUND: The Arab monarchy of Oman has been try-
ing to modernize its oil-dominated economy without dilut-
ing the ruling al-Said family’s power. Oman is a relatively 
small oil producer, and production has declined steadily 
since 2001, but this has been offset by rising oil prices. 
To promote economic diversification, the government has 
sought to expand natural gas exports and develop gas-
based industries. It has encouraged foreign investment in 
the petrochemical, electrical power, telecommunications, 
and other industries. Dangerously high unemployment 
has led the government to place a high priority on “Oman-
ization,” or the replacement of foreign workers with local 
staff. A new free trade agreement reached with the U.S. in 
2006 should spur further growth and new opportunities.

OMAN

Population:  2.5 million

GDP (PPP):   $38.7 billion
4.5% growth in 2004
4.3% 5-yr. comp. ann. growth
$15,259 per capita

Unemployment:  15% (2004 estimate)

Inflation (CPI):  0.4%

FDI (net inflow):  –$17.9 million

Official Development Assistance: 
Multilateral:  $1 million
Bilateral:  $83 million (1% from the U.S.)

External Debt:  $3.9 billion

Exports:  $14.2 billion
Primarily petroleum, fish, metals, 
textiles

Imports:  $10.6 billion
Primarily machinery, transport equip-
ment, manufactured goods, food, live-
stock, lubricants

The economy is 63.9% free

Rank: 54
Regional Rank: 4 of 17
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BUSINESS FREEDOM — 63.6%
Starting a business takes an average of 34 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Oman’s regulatory 

system is not always transparent and consistent. Obtaining 

a business license can be difficult, but closing a business is 

relatively easy. The overall freedom to start, operate, and 

close a business is relatively well protected by the national 

regulatory environment.

TRADE FREEDOM — 73.8%
Oman’s weighted average tariff rate was 3.1 percent in 

2005. Prohibitive tariffs, import restrictions, import bans, 

burdensome licensing requirements, subsidies, and protec-

tionist government procurement policies add to the cost of 

trade. Consequently, an additional 20 percent is deducted 

from Oman’s trade freedom score to account for these non-

tariff barriers.

FISCAL FREEDOM — 99%
Oman has low tax rates. There is no income tax on indi-

viduals, and the top corporate tax rate is 12 percent. Other 

taxes include a value-added tax (VAT) and a transfer tax. 

In the most recent year, overall tax revenue as a percentage 

of GDP was 1.9 percent.

FREEDOM FROM GOVERNMENT — 37.7%
Total government expenditures in Oman, including con-

sumption and transfer payments, are high. In the most 

recent year, government spending equaled 40 percent of 

GDP, and the government received 74.9 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 79.1%
Inflation in Oman is low, averaging 0.9 percent between 

2003 and 2005. Stable prices explain most of the monetary 

freedom score. The government implements an extensive 

subsidy system, controlling the prices of a range of core 

goods and services, and influences prices through state-

owned enterprises and utilities, including electricity and 

water. Consequently, an additional 15 percent is deducted 

from Oman’s monetary freedom score to account for these 

policies.

INVESTMENT FREEDOM — 50%
Foreign ownership above 70 percent is allowed with the 

Minister of Commerce and Industry’s approval. The official 

“Omanization” requirement that only Omanis may work 

in specified occupational categories is an impediment to 

foreign investment. The approval process for establish-

ing a business can be difficult, particularly with respect 

to land acquisition and labor requirements. Both residents 

and non-residents may hold foreign exchange accounts. 

Restrictions on payments, transactions, and transfers gen-

erally apply only to Israel. Non-residents are generally not 

permitted to own land, but there are exceptions for citizens 

of Gulf Cooperation Council countries.

FINANCIAL FREEDOM — 50%
Supervision and regulation of the financial sector is often a 

burden. A 2000 banking law limited investments in foreign 

securities, raised capital requirements, and granted the 

central bank authority to reject candidates for senior posi-

tions in commercial banks. Since then, several banks have 

merged. Oman’s banking sector consists of 14 commercial 

banks, nine of which are foreign bank branches. Three 

other specialized banks provide housing and industrial 

loans to Omani citizens at favorable terms. Although most 

credit is offered at market rates, the government intervenes 

in credit markets through subsidized loans to promote 

investment. The central bank also imposes restrictions on 

interest rates on personal housing loans. The central bank 

purchased a 35 percent stake in the National Bank of Oman 

in 2005. The Muscat Securities Market is very active and, 

unlike many other equity markets in the region, is open to 

foreign investors.

PROPERTY RIGHTS — 50%
The threat of expropriation is low, although the judiciary is 

subject to political influence. Since February 2006, foreign-

ers may hold the title to homes inside specified tourism 

projects.

FREEDOM FROM CORRUPTION — 63%
Corruption is perceived as present. Oman ranks 28th out of 

158 countries in Transparency International’s Corruption 

Perceptions Index for 2005.

LABOR FREEDOM — 73.2%
The labor market operates under relatively flexible employ-

ment regulations that could be improved to enhance 

employment and productivity growth. The non-salary cost 

of employing a worker is low, and dismissing a redundant 

employee is not difficult. The labor laws, which enforce 

the “Omanization” requirement that private-sector firms 

must meet quotas for hiring native Omani workers, are 

burdensome.
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PAKISTAN

Population:  152.1 million

GDP (PPP):   $338.4 billion
7.1% growth in 2004
4.5% 5-yr. comp. ann. growth
$2,225 per capita

Unemployment:  6.5%

Inflation (CPI):  7.4%

FDI (net inflow):  $896 million

Official Development Assistance: 
Multilateral:  $1.4 billion
Bilateral:  $424 million (18% from the 
U.S.)

External Debt:  $35.7 billion

Exports:  $16.1 billion
Primarily textiles, rice, leather goods, 
sports goods, chemicals, manufactures, 
carpets and rugs

Imports:  $22.1 billion
Primarily petroleum and petroleum 
products, machinery, plastics, transpor-
tation equipment, edible oils, paper 
and paperboard, iron and steel, tea

P
akistan’s economy is 58.2 percent free, according to our 
2007 assessment, which makes it the world’s 89th freest 

economy. Its overall score is 1.3 percentage points lower 
than last year, partially reflecting new methodological 
detail. Pakistan is ranked 15th out of 30 countries in the 
Asia–Pacific region, and its overall score is slightly below 
the regional average.

Pakistan scores well in fiscal freedom, business freedom, 
freedom from government, and labor freedom. The top 
income and corporate tax rates are high (35 and 37 percent, 
respectively), but tax revenue and government spending are 
low relative to GDP. Commercial registration and licensing 
are historically inefficient, but the government’s efforts to lib-
eralize the business climate are producing results. The labor 
market is flexible, although firing procedures are costly.

Pakistan has weak trade freedom, financial freedom, prop-
erty rights, and freedom from corruption. Imports are 
subject to a high average tariff rate and burdensome non-
tariff barriers. The judicial system does not protect property 
rights effectively because of a serious case backlog, under-
staffed facilities, and poor overall security. Serious corrup-
tion taints the judiciary and civil service, making Pakistan 
one of the 20 most corrupt nations rated by the Index. Pak-
istan’s financial market, though advanced for the region, is 
similarly constrained by regulation and bureaucracy.

BACKGROUND: Pakistan is a vital crossroads between Cen-
tral and South Asia. President Pervez Musharraf is expected 
to stay in office throughout the year; to retain his positions 
as chief of the army and chairman of the National Security 
Council, which gives him the power to dismiss Parliament 
and the prime minister; and to retain power after elections 
scheduled for October 2007. Active insurgencies in Baluch-
istan, Waziristan, and Kashmir and the attendant possibili-
ty of assassination threaten political stability. Wide-ranging 
macroeconomic reforms have spurred economic growth. 
Services comprise just over half the economy, with agricul-
ture and industry evenly dividing the rest.

The economy is 58.2% free

Rank: 89
Regional Rank: 15 of 30
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BUSINESS FREEDOM — 70.9%
Starting a business takes an average of 24 days, compared 

to the world average of 48 days. Entrepreneurship should 

be easier for maximum job creation. Obtaining a business 

license is difficult, but closing a business is relatively easy. 

In recent years, the implementation of privatization, bank-

ing sector reforms, utility sector reform, and reductions 

in red tape have helped to create an environment within 

which the private sector has begun to thrive. The overall 

freedom to start, operate, and close a business is relatively 

well protected by the national regulatory environment.

TRADE FREEDOM — 53.6%
Pakistan’s weighted average tariff rate was 13.2 percent in 

2004. The government has made progress toward liberal-

izing the trade regime, but import bans, inconsistent and 

non-transparent regulations and standards, export sub-

sidies, weak enforcement of intellectual property rights, 

and corruption add to the cost of trade. Consequently, an 

additional 20 percent is deducted from Pakistan’s trade 

freedom score to account for these non-tariff barriers.

FISCAL FREEDOM — 82%
Pakistan has burdensome tax rates. The top income tax rate 

is 35 percent, and the top corporate tax rate is 37 percent. 

Other taxes include a value-added tax (VAT) and a prop-

erty tax. In the most recent year, overall tax revenue as a 

percentage of GDP was 10.1 percent.

FREEDOM FROM GOVERNMENT — 89.3%
Total government expenditures in Pakistan, including 

consumption and transfer payments, are low. In the most 

recent year, government spending equaled 16 percent of 

GDP, and the government received 14.1 percent of its total 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 72%
Inflation in Pakistan is relatively high, averaging 8.1 per-

cent between 2003 and 2005. Relatively high and unstable 

prices explain most of the monetary freedom score. The 

government controls pharmaceutical and fuel prices and 

provides subsidies to agriculture. It also influences prices 

through state-owned enterprises and utilities, including 

electricity and water. Consequently, an additional 10 per-

cent is deducted from Pakistan’s monetary freedom score 

to account for these policies.

INVESTMENT FREEDOM — 50%
Foreign investors are permitted to own 100 percent of 

most businesses, except in arms and munitions, high 

explosives, currency and mint operations, radioactive 

substances, finance, and new non-industrial alcohol plants. 

The government requires a minimum initial investment in 

agriculture, infrastructure, and social services; maintains 

local content requirements for 16 items in the automobile 

and motorcycle industries; and caps foreign ownership in 

agricultural investments at 60 percent. Foreign exchange 

accounts are subject to restrictions, including government 

approval in some cases. Payments and transfers are sub-

ject to approval, quantitative limits, and other restrictions. 

Most capital transactions are not permitted or require gov-

ernment approval.

FINANCIAL FREEDOM — 40%
Pakistan’s financial system is well developed compared to 

those of other developing countries but remains vulnerable 

to government influence. The banking sector is dominated 

by five domestic banks that account for over 80 percent of 

assets. The government maintains a majority stake in the 

largest bank and controls several specialized banks. There 

were 14 foreign banks as of mid-2005. The central bank 

must approve all new bank branches, whether domestic 

or foreign. The underdeveloped insurance sector included 

55 companies in 2003, but a state-owned firm controls 76 

percent of the life insurance market. Foreign investors may 

not own more than 51 percent of a life or general insurance 

company. Domestic insurance companies are required to 

meet their reinsurance needs in Pakistan.

PROPERTY RIGHTS — 30%
Pakistan’s judiciary was completely separated from the 

executive in mid-2001 but remains hampered by ineffec-

tive implementation of the laws, poor security for judges 

and witnesses, delays in sentencing, and a huge backlog of 

cases. Corruption is a serious impediment to the adminis-

tration of justice.

FREEDOM FROM CORRUPTION — 21%
Corruption is perceived as widespread. Pakistan ranks 

144th out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 73.2%
The labor market operates under relatively flexible employ-

ment regulations that could be improved to enhance 

employment and productivity growth. The non-salary 

cost of employing a worker is moderate, but dismissing 

a redundant employee is relatively costly. Regulations 

related to increasing or contracting the number of work-

ing hours are flexible.
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PANAMA

Population:  3.2 million

GDP (PPP):   $23.1 billion
7.6% growth in 2004
3.4% 5-yr. comp. ann. growth
$7,278 per capita

Unemployment:  9.8% (2005 estimate)

Inflation (CPI):  0.5%

FDI (net inflow):  –$472.7 million

Official Development Assistance: 
Multilateral:  $21 million
Bilateral:  $39 million (39% from the U.S.)

External Debt:  $9.5 billion

Exports:  $8.9 billion
Primarily bananas, shrimp, sugar, coffee, 
clothing

Imports:  $9.2 billion
Primarily capital goods, food, consumer 
goods, chemicals

P
anama’s economy is 65.9 percent free, according to our 
2007 assessment, which makes it the world’s 47th freest 

economy. Its overall score is 1.3 percentage points lower 
than last year, partially reflecting new methodological 
detail. Panama is ranked 10th out of 29 countries in the 
Americas, and its overall score is slightly higher than the 
regional average.

Panama receives high scores for business freedom, fiscal 
freedom, freedom from government, financial freedom, 
investment freedom, and monetary freedom. Commercial 
operations are generally subject to clear rules, although 
bureaucratic inefficiency worsens the regulatory environ-
ment. Personal and corporate income tax rates are mod-
erate, and overall tax revenue is low as a percentage of 
GDP. Government expenditures are also fairly low, and 
the country experiences only a marginal amount of infla-
tion. The law welcomes foreign capital and imposes only 
minor restrictions on investments. Panama is a regional 
financial hub and uses the U.S. dollar as its currency.

Panama suffers from weak property rights and freedom 
from corruption. The judicial system is backlogged with 
cases, not committed to contract enforcement, and subject 
to political interference. The economic climate is further 
hurt by a significant amount of corruption in the judi-
ciary and civil service. Trade regulations are enforced 
inconsistently.

BACKGROUND: Once a part of Colombia, Panama has been 
independent since 1903. Its canal was built by the U.S. 
Army Corps of Engineers and operated jointly with the 
United States until 1999. Since then, Panama has man-
aged the canal and has put former U.S. military zones 
to commercial use. President Martín Torrijos, elected in 
2004, has enacted laws to curb corruption and has pro-
posed expanding the canal to handle large container ships. 
Education needs to be improved so that youth will be bet-
ter prepared for jobs in the service sector that dominates 
Panama’s economy.

The economy is 65.9% free

Rank: 47
Regional Rank: 10 of 29
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BUSINESS FREEDOM — 75.1%
Starting a business takes an average of 19 days, compared to 

the world average of 48 days. Obtaining a business license 

is relatively simple, but closing a business is difficult. Reg-

ulations are generally transparent, but bureaucratic delays 

and red tape are obstacles to entrepreneurship. The overall 

freedom to start, operate, and close a business is relatively 

well protected by the national regulatory environment.

TRADE FREEDOM — 66.2%
Panama’s weighted average tariff rate was 6.9 percent 

in 2001. Import taxes (including a 5 percent transfer tax 

levied on the CIF value of all imports), an arbitrary and 

non-transparent import licensing process, inconsistent and 

non-transparent regulations and standards, export subsi-

dies, weak enforcement of intellectual property rights, and 

corruption add to the cost of trade. Consequently, an addi-

tional 20 percent is deducted from Panama’s trade freedom 

score to account for these non-tariff barriers.

FISCAL FREEDOM — 88.7%
Panama has moderate income tax and corporate tax rates. 

The top income tax rate is 27 percent, and the top corporate 

tax rate is 30 percent. Other taxes include a value-added tax 

(VAT) and a transfer tax. In the most recent year, overall tax 

revenue as a percentage of GDP was 8.5 percent.

FREEDOM FROM GOVERNMENT — 86.8%
Total government expenditures in Panama, including 

consumption and transfer payments, are low. In the most 

recent year, government spending equaled 18.7 percent 

of GDP, and the government received 15.2 percent of its 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 85.8%
Panama has used the U.S. dollar as its legal tender (i.e., has 

been fully dollarized) since its founding in 1904. Inflation 

in Panama is relatively low, averaging 2.1 percent between 

2003 and 2005. The government controls pharmaceutical 

and fuel prices. It also influences prices through state-

owned enterprises and utilities, including electricity and 

water. Consequently, an additional 5 percent is deducted 

from Panama’s monetary freedom score to account for 

these policies.

INVESTMENT FREEDOM — 70%
Most sectors of the economy are open to foreign invest-

ment. The government imposes some limitations on for-

eign ownership—for example, in the retail and media 

sectors where ownership must be Panamanian, except in 

cases of franchising. Some professionals, such as medi-

cal practitioners, lawyers, and custom brokers, must be 

Panamanian citizens. Foreign investors may not purchase 

land within 10 kilometers of a national border or on an 

island. Both residents and non-residents may hold foreign 

exchange accounts. There are no restrictions or controls on 

payments, transactions, transfers, repatriation of profits, or 

capital transactions.

FINANCIAL FREEDOM — 60%
Panama is a financial hub in Latin America and home to 

numerous international companies and financial institu-

tions. Because the U.S. dollar is legal tender, Panama does 

not have a central bank. Instead, an independent Bank-

ing Superintendency oversees the sector. A 1998 banking 

reform law brought Panamanian regulations largely into 

compliance with international standards. There are few 

restrictions on opening banks, and the government exer-

cises little control over the allocation of credit. Domestic 

and foreign banks offer a wide variety of financial services. 

Foreign and domestic banks are treated equally, and there 

is considerable foreign participation in the banking sec-

tor. Of the country’s 10 largest banks, two are state-owned. 

Capital markets are relatively sophisticated, although the 

stock market trades primarily in government debt.

PROPERTY RIGHTS — 30%
Panama’s judiciary, although constitutionally independent, 

is influenced by the executive. Businesses do not trust the 

system as an objective, independent arbiter in legal or com-

mercial disputes. Backlogs and corruption are severe.

FREEDOM FROM CORRUPTION — 35%
Corruption is perceived as significant. Panama ranks 65th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 61.2%
The labor market operates under inflexible employment 

regulations that hinder overall productivity growth. The 

non-salary cost of employing a worker is high, and dis-

missing a redundant employee can be difficult. Regula-

tions on increasing or contracting the number of work 

hours are flexible.
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PARAGUAY

Population:  6 million

GDP (PPP):   $29.0 billion
4.1% growth in 2004
1.3% 5-yr. comp. ann. growth
$4,813 per capita

Unemployment:  16.2% (2004 estimate)

Inflation (CPI):  4.3%

FDI (net inflow):  $113.4 million

Official Development Assistance:  
Multilateral:  $10 million
Bilateral:  $91 million (18% from the U.S.)

External Debt:  $3.4 billion

Exports:  $3.4 billion
Primarily soybeans, feed, cotton, meat, 
edible oils, electricity, wood, leather

Imports:  $3.5 billion
Primarily road vehicles, consumer 
goods, tobacco, petroleum products, 
electrical machinery

P
araguay’s economy is 56.8 percent free, according to 
our 2007 assessment, which makes it the world’s 99th 

freest economy. Its overall score is 1.4 percentage points 
higher than last year, partially reflecting new methodolog-
ical detail. Paraguay is ranked 22nd out of 29 countries 
in the Americas, and its overall score is lower than the 
regional average.

Paraguay enjoys high levels of fiscal freedom, monetary 
freedom, and freedom from government. Income and cor-
porate tax rates are extremely low, and overall tax revenue 
is low as a percentage of GDP. Government spending is 
also low. Even though the government has initiated a pro-
gram of privatization, it still receives a large amount of 
income from state-owned businesses. Inflation is moder-
ate, most prices are freely set by the market, and price 
intervention is minimal.

Paraguay has weak business freedom, labor freedom, 
property rights, and freedom from corruption. Opening a 
business is difficult, commercial regulations are extensive, 
and enforcement is the prerogative of an opaque bureau-
cracy. The labor market is similarly constrained by regula-
tion and bureaucracy to the extent that Paraguay has one 
of the world’s 20 most restricted labor systems. The rule 
of law is significantly influenced by the government, and 
corruption is rampant.

BACKGROUND: Since 1989, Paraguay has consolidated its 
democracy, though not without occasional violence, includ-
ing the assassination of a vice president in 1999. President 
Nicanor Duarte Frutos, elected in 2003, launched fiscal 
and judicial reforms and has enjoyed broad support; but 
nearly half of the labor force still works in agriculture—the 
major export earner—and 36 percent of Paraguayans live 
below the poverty line. Better security cooperation with 
neighboring countries has resulted in a reduction in smug-
gling and better scrutiny of suspected Middle Eastern ter-
rorist-support groups.

The economy is 56.8% free

Rank: 99
Regional Rank: 22 of 29
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BUSINESS FREEDOM — 47%
Starting a business takes an average of 74 days, compared 

to the world average of 48 days. To maximize entrepre-

neurship and job creation, it should be easier to start a 

company. Obtaining a business license can be difficult, and 

closing a business is difficult. Regulations are sometimes 

inconsistent and lack transparency. The overall freedom to 

start, operate, and close a business is seriously restricted 

by the national regulatory environment.

TRADE FREEDOM — 67.4%
Paraguay’s weighted average tariff rate was 6.3 percent in 

2004. Cumbersome and time-consuming customs proce-

dures, import taxes, import fees, and burdensome labeling 

requirements add to the cost of trade. Import restrictions 

and prohibitions are imposed for economic development 

and balance-of-payments purposes or to protect domes-

tic industry. Consequently, an additional 20 percent is 

deducted from Paraguay’s trade freedom score to account 

for these non-tariff barriers.

FISCAL FREEDOM — 97.8%
Paraguay has very low income tax rates. A top income tax 

rate of 10 percent was introduced in 2006, and the corpo-

rate income tax rate is also 10 percent. Other taxes include 

a value-added tax (VAT) and a property tax. In the most 

recent year, overall tax revenue as a percentage of GDP 

was 11.2 percent.

FREEDOM FROM GOVERNMENT — 79.8%
Total government expenditures in Paraguay, including 

consumption and transfer payments, are low. In the most 

recent year, government spending equaled 21.1 percent 

of GDP, and the government received 29.5 percent of its 

revenues from state-owned enterprises and government 

ownership of property. Privatization has been slow and 

uneven.

MONETARY FREEDOM — 78.4%
Inflation in Paraguay is relatively high, averaging 6.9 per-

cent between 2003 and 2005. Relatively high and unstable 

prices explain most of the monetary freedom score. Most 

prices are freely set in the market, but the government 

controls the price of fuel and is able to influence prices 

through state-owned enterprises and utilities, including 

electricity, telecommunications, transportation, and water. 

Consequently, an additional 5 percent is deducted from 

Paraguay’s monetary freedom score to account for these 

policies.

INVESTMENT FREEDOM — 50%
Paraguay guarantees equal treatment to foreign investors, 

as well as full repatriation of capital and profits. Foreign-

ers may not purchase land along the country’s borders, 

and foreign investment is deterred by legal insecurity, 

shortages of skilled labor, deficient infrastructure, and the 

absence of cheap and reliable transport. Both residents and 

non-residents may hold foreign exchange accounts. Most 

payments and transfers are permitted, although financial 

enterprises require central bank authorization to trans-

fer earnings. Capital transactions are subject to minimal 

restrictions.

FINANCIAL FREEDOM — 60%
Although several domestic financial crises, including a 

number of bank closures, have hurt the financial sector 

and have led the government to restructure the banking 

sector and improve oversight, supervision of the financial 

system falls short of international standards. The central 

bank is not entirely independent. The state development 

bank, Banco Nacional de Fomento (BNF), is charged with 

channeling loans from international financial institutions 

to local banks and other financial institutions but is bur-

dened with numerous non-performing loans. The two larg-

est banks are foreign-owned. Any financial transaction may 

be conducted in foreign currency. Most companies protect 

themselves against risk through international reinsurance 

companies. Capital markets are negligible, and trading on 

the small stock market is slight.

PROPERTY RIGHTS — 30%
Because of widespread judicial corruption, protection 

of property is extremely weak. Commercial and civil 

codes cover bankruptcy and give priority for claims first 

to employees, then to the state, and finally to private 

creditors.

FREEDOM FROM CORRUPTION — 21%
Corruption is perceived as widespread. Paraguay ranks 

144th out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 36.7%
The labor market operates under highly restrictive regula-

tions that hinder overall productivity growth. The non-sal-

ary cost of employing a worker is moderate, but dismissing 

a redundant employee is costly. Regulations on increasing 

or contracting the number of work hours are not flexible. 

Paraguay’s labor freedom is one of the 20 lowest in the 

world.
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PERU

Population:  27.6 million

GDP (PPP):   $156.5 billion
4.8% growth in 2004
3.3% 5-yr. comp. ann. growth
$5,678 per capita

Unemployment:  8.8%

Inflation (CPI):  3.7%

FDI (net inflow):  $1.8 billion

Official Development Assistance:  
Multilateral:  $39 million
Bilateral:  $620 million (33% from the 
U.S.)

External Debt:  $31.3 billion

Exports:  $14.5 billion
Primarily copper, gold, zinc, crude 
petroleum and petroleum products, 
coffee

Imports:  $12.6 billion
Primarily petroleum and petroleum 
products, plastics, machinery, vehicles, 
iron and steel, wheat, paper

P
eru’s economy is 62.1 percent free, according to our 
2007 assessment, which makes it the world’s 63rd fre-

est economy. Its overall score is 1.2 percentage points 
higher than last year, partially reflecting new method-
ological detail. Peru is ranked 15th out of 29 countries in 
the Americas, and its overall score is equal to the regional 
average.

Peru scores well in fiscal freedom, monetary freedom, 
and freedom from government. Personal income and 
corporate tax rates are moderate, and overall tax revenue 
is low as a percentage of GDP. Inflation is also low, and 
prices are not significantly influenced by the state. Peru 
is pushing forward its privatization efforts, particularly 
in infrastructure, and revenue from state-owned busi-
nesses is correspondingly low (as are overall government 
expenditures).

As a developing nation, Peru faces significant economic 
challenges, particularly in labor freedom, property rights, 
and freedom from corruption. The slowness and unpre-
dictability of the court system have led to allegations of 
corruption. Corruption certainly is present, but it is not as 
serious in Peru as it is in other countries in the region. Eco-
nomic development is also impeded by a restrictive labor 
market that regulates both costly employee dismissal pro-
cedures and inflexible weekly working hours.

BACKGROUND: Peru is Latin America’s fifth most popu-
lous country and a growing industrial power. Exports 
include minerals, hydrocarbons, textiles, and clothing. 
Sound economic management under President Alejandro 
Toledo resulted in economic growth of 4 percent to 5 per-
cent from 2002 to 2004. Trade liberalization has helped to 
reduce poverty, but half of all Peruvians are still consid-
ered poor. President Alan García, elected in 2006, prom-
ised to continue most of Toledo’s economic policies but 
faces a Congress dominated by representatives from the 
rival populist Unión por el Perú.

The economy is 62.1% free

Rank: 63
Regional Rank: 15 of 29
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BUSINESS FREEDOM — 65.1%
Starting a business takes an average of 72 days, compared 

to the world average of 48 days. To maximize entrepre-

neurship and job creation, it should be easier to start a 

company. Obtaining a business license can be difficult, 

but closing a business can be relatively easy. Bureaucratic 

obstacles and delays are persistent problems. The overall 

freedom to start, operate, and close a business is relatively 

well protected by the national regulatory environment.

TRADE FREEDOM — 62.6%
Peru’s weighted average tariff rate was 8.7 percent in 2004. 

Variable import levies for certain agricultural goods to 

maintain minimum import prices, export and import taxes, 

import restrictions, and restrictive sanitary and phytosani-

tary regulations add to the cost of trade. Consequently, an 

additional 20 percent is deducted from Peru’s trade free-

dom score to account for these non-tariff barriers.

FISCAL FREEDOM — 86.8%
Peru has moderate income tax rates. Both the top income 

tax rate and the top corporate tax rate are 30 percent. Other 

taxes include a value-added tax (VAT), a real estate tax, and 

a vehicle tax. In the most recent year, overall tax revenue as 

a percentage of GDP was 13.3 percent.

FREEDOM FROM GOVERNMENT — 92.2%
Total government expenditures in Peru, including con-

sumption and transfer payments, are low. In the most 

recent year, government spending equaled 16.9 percent 

of GDP, and the government received 3.5 percent of its 

revenues from state-owned enterprises and government 

ownership of property. Much of the progress made in 

privatization has been in the infrastructure sector.

MONETARY FREEDOM — 85.7%
Inflation in Peru is relatively low, averaging 2.2 percent 

between 2003 and 2005. Relatively low and stable prices 

explain most of the monetary freedom score. Most prices 

are freely set in the market, but the government is able to 

influence prices through regulation, state-owned enterpris-

es, and utilities. A special government fund is used to sta-

bilize changes in fuel prices. Consequently, an additional 

5 percent is deducted from Peru’s monetary freedom score 

to account for these policies.

INVESTMENT FREEDOM — 50%
Peru welcomes foreign investment and provides national 

treatment. There is no screening process for foreign inves-

tors, and only investments in banking and defense-related 

industries require prior approval. Both investment in 

broadcast media and the purchase of land are restricted to 

Peruvian citizens. National air and water transportation 

are restricted to domestic operators. Both residents and 

non-residents may hold foreign exchange accounts. There 

are no restrictions or controls on payments, transactions, 

transfers, or repatriation of profits. Capital transactions 

face minimal restrictions. There are limitations on hiring 

foreign employees.

FINANCIAL FREEDOM — 60%
Peru is open to foreign banks and insurance companies. 

The government has established capital requirements and 

has strengthened prudential standards and disclosure 

requirements. Credit is allocated on market terms, and for-

eign investors can obtain credit in the domestic market. At 

the end of 2005, foreigners were majority owners of nine of 

14 commercial banks and held shares in three more. There 

are also three state-owned specialized financial institutions 

in addition to the central bank—the government’s financial 

agent (Banco de la Nacion) and two development banks 

(Corporación Financiera de Desarrollo and the Agrarian 

Bank)—and several dozen microfinance institutions and 

savings banks. The insurance sector is small. Capital mar-

kets are centered on the small stock market and the pension 

system. Pension funds may not invest over 10.5 percent of 

their resources abroad.

PROPERTY RIGHTS — 40%
The judicial system is often extremely slow to hear cases 

and issue decisions. Court rulings and the degree of 

enforcement are difficult to predict. Allegations of cor-

ruption and outside interference in the judicial system are 

common.

FREEDOM FROM CORRUPTION — 35%
Corruption is perceived as significant. Peru ranks 65th out 

of 158 countries in Transparency International’s Corrup-

tion Perceptions Index for 2005.

LABOR FREEDOM — 43.3%
The labor market operates under highly inflexible employ-

ment regulations that hinder overall productivity growth. 

The non-salary cost of employing a worker is low, but dis-

missing a redundant employee is very difficult. Regula-

tions related to increasing or contracting the number of 

work hour are not flexible.

PERU’S TEN ECONOMIC FREEDOMS
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T
he economy of the Philippines is 57.4 percent free, 
according to our 2007 assessment, which makes it the 

world’s 97th freest economy. Its overall score is 0.2 per-
centage point lower than last year, partially reflecting new 
methodological detail. The Philippines is ranked 16th out 
of 30 countries in the Asia–Pacific region, and its overall 
score is slightly lower than the regional average.

The Philippines scores well in fiscal freedom, trade free-
dom, and freedom from government. Income and corpo-
rate tax rates are burdensome, and overall tax revenue is 
low as a percentage of GDP. The average tariff rate is low, 
but non-tariff barriers are significant. Total government 
expenditures in the Philippines are equal to roughly 20 
percent of national GDP, and state-owned businesses do 
not account for a large portion of overall revenue.

The Philippines is relatively weak in business freedom, 
investment freedom, monetary freedom, property rights, 
and freedom from corruption. The government imposes 
both formal and non-formal barriers to foreign investment. 
Inflation is fairly high, and the government subsidizes the 
prices of several basic goods. The judicial system is weak 
and subject to extensive political influence. Organized 
crime is a major deterrent to the administration of justice, 
and bureaucratic corruption is extensive.

BACKGROUND: Before gaining its independence in 1946, 
the Philippines had been a United States colony since 1898 
and, before that, a Spanish colony since the 16th century. 
Current President Gloria Arroyo took power in 2001 after 
her predecessor’s resignation and has weathered a num-
ber of coup attempts. GDP has grown annually by about 5 
percent since 2002 as a result of success in the service sec-
tor, increased agricultural output, and improved exports. 
The Philippines is handicapped, however, by a major debt 
burden and an Islamic insurgency in the south. Industry, 
services, and remittances account for most of the country’s 
GDP, and the majority of workers are employed in the 
service sector.

THE PHILIPPINES

Population:  81.6 million

GDP (PPP):   $376.6 billion
6.0% growth in 2004
4.5% 5-yr. comp. ann. growth
$4,614 per capita

Unemployment:  11.8%

Inflation (CPI):  6%

FDI (net inflow):  $57 million

Official Development Assistance: 
Multilateral:  $49 million
Bilateral:  $970 million (11% from the U.S.)

External Debt:  $60.6 billion

Exports:  $42.8 billion
Primarily electronic equipment, machin-
ery, transport equipment, garments, 
optical instruments, coconut products, 
fruits and nuts, copper products, 
chemicals

Imports:  $50.5 billion
Primarily raw materials, machinery, 
equipment, fuels, vehicles, vehicle parts, 
plastic, chemicals, grains

The economy is 57.4% free

Rank: 97
Regional Rank: 16 of 30
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BUSINESS FREEDOM — 54.2%
Starting a business takes an average of 48 days, which is 

equal to the world average of 48 days. To maximize entre-

preneurship and job creation, it should be easier to start a 

company. Obtaining a business license is relatively simple, 

but closing a business can be difficult. Regulations are 

sometimes inconsistent and lacking in transparency. The 

overall freedom to start, operate, and close a business is 

restricted by the national regulatory environment.

TRADE FREEDOM — 74.8%
The Philippines’ weighted average tariff rate was 2.6 per-

cent in 2003. Complex and restrictive customs regulations, 

burdensome import licensing requirements, sanitary and 

phytosanitary restrictions, import and export taxes, import 

and export bans, numerous import restrictions, export sub-

sidies, quotas, widespread corruption, and weak protec-

tion of intellectual property rights add to the cost of trade. 

Consequently, an additional 20 percent is deducted from 

the Philippines’ trade freedom score to account for these 

non-tariff barriers.

FISCAL FREEDOM — 84%
The Philippines has burdensome tax rates. The top income 

tax rate is 32 percent, and the top corporate tax rate is 35 

percent. Other taxes include a value-added tax (VAT) and 

a real property tax. In the most recent year, overall tax rev-

enue as a percentage of GDP was 12.4 percent.

FREEDOM FROM GOVERNMENT — 91.4%
Total government expenditures in the Philippines, includ-

ing consumption and transfer payments, are low. In the 

most recent year, government spending equaled 18.7 per-

cent of GDP, and the government received 1.2 percent of 

its revenues from state-owned enterprises and government 

ownership of property. Although efforts to restructure and 

privatize state-owned companies have been made in recent 

years, privatization in the electricity generation and distri-

bution network has not been significant.

MONETARY FREEDOM — 73.4%
Inflation in the Philippines is high, averaging 6.9 percent 

between 2003 and 2005. Relatively high and unstable prices 

explain most of the monetary freedom score. Additionally, 

the government is able to influence prices through state-

owned enterprises and utilities. Price controls exist for elec-

tricity distribution, water, telecommunications, and most 

transportation services. Price ceilings are usually imposed 

only on basic commodities for emergencies. The president 

can impose price controls to check inflation or ease social 

tension, but this authority has rarely been exercised. An 

additional 10 percent is deducted from the score to account 

for these policies.

INVESTMENT FREEDOM — 30%
The Philippines maintains barriers to many foreign invest-

ments. Two negative lists restrict both foreign investment 

and the ability of foreigners to practice in numerous sec-

tors. Unofficial barriers, like high levels of corruption, also 

impede foreign investment. The mining sector is now open 

to 100 percent foreign-owned companies. Both residents 

and non-residents may hold foreign exchange accounts, 

although non-residents may do so only with foreign cur-

rency deposits or proceeds from conversions of property in 

the Philippines. Payments, capital transactions, and trans-

fers are subject to numerous restrictions, controls, quantita-

tive limits, and authorizations.

FINANCIAL FREEDOM — 50%
The government has opened the financial system to for-

eign competition, has raised capital standards, and has 

improved oversight in the wake of a 1990s devaluation 

and financial crisis. Non-performing loans are declining. 

Two banks are fully state-owned, and one is partially state-

owned, including the fourth and seventh largest domestic 

banks as of March 2005. Credit is generally available at 

market terms, but the government requires banks to lend 

specified portions of their funds to preferred sectors. For-

eign banks are not permitted to own over 30 percent of 

banking assets. Foreign firms are allowed to fully own 

insurers and may set up local subsidiaries. Capital markets 

are centered on the stock exchange.

PROPERTY RIGHTS — 30%
The Philippine judicial system enforces the law weakly. 

Judges are supposed to be independent, but several are 

corrupt, having been appointed strictly for political rea-

sons. Organized crime is a strong deterrent to the admin-

istration of justice.

FREEDOM FROM CORRUPTION — 25%
Corruption is perceived as widespread. The Philippines 

ranks 117th out of 158 countries in Transparency Interna-

tional’s Corruption Perceptions Index for 2005.

LABOR FREEDOM — 60.7%
The labor market operates under inflexible employment 

regulations that could be improved to enhance overall 

productivity growth. The non-salary cost of employing a 

worker is low, but dismissing a redundant employee can 

be costly.
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P
oland’s economy is 58.8 percent free, according to our 
2007 assessment, which makes it the world’s 87th freest 

economy. Its overall score is 2.8 percentage points lower 
than last year, partially reflecting new methodological 
detail. Poland is ranked 35th out of 41 countries in the 
European region, and its overall score is much lower than 
the regional average.

Poland scores well in trade freedom and monetary free-
dom. The average tariff rate is low, but non-tariff barri-
ers include distortionary EU subsidies of agricultural and 
other goods. Inflation is also low. Poland has a fairly high 
top personal income tax rate, but its corporate rate is rela-
tively low.

Poland faces several economic challenges, as do other for-
merly Communist nations, but is progressing. Freedom 
from government, freedom from corruption, and labor 
freedom remain weak. The court system, though fairly reli-
able, is prone to inefficiency and sudden changes in laws 
or regulations. Foreign investment is generally welcome, 
but foreign ownership of companies in certain industries 
is limited. The financial sector, while subject to govern-
ment interference, is well-regarded overall.

BACKGROUND: Poland’s struggle for freedom from the 
Soviet Union ended in 1990, with Solidarity sweeping par-
liament and the presidency. A pioneer among countries 
making the transition from Communism to free markets, 
Poland has managed to tame inflation and achieve rapid 
real income growth and is now a member of the European 
Union. Many problems, like high unemployment, remain. 
The country continues to work on further economic liber-
alization through a robust but chaotic democratic process. 
Key Polish exports include foodstuffs, chemicals, steel, 
and transport equipment.

POLAND

Population:  38.2 million

GDP (PPP):   $495.4 billion
5.3% growth in 2004
3.2% 5-yr. comp. ann. growth
$12,974 per capita

Unemployment:  19.6%

Inflation (CPI):  3.6%

FDI (net inflow):  $5.4 billion

Official Development Assistance: 
Multilateral:  $1.1 billion
Bilateral:  $433 million (1% from the U.S.)

External Debt:  $99.2 billion

Exports:  $95.3 billion
Primarily machinery, transport equip-
ment, intermediate and miscellaneous 
manufactured goods, food, live animals

Imports:  $99.9 billion
Primarily machinery, transport equip-
ment, intermediate manufactured 
goods, chemicals, minerals, fuels, lubri-
cants, related materials

The economy is 58.8% free

Rank: 87
Regional Rank: 35 of 41
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BUSINESS FREEDOM — 56.1%
Starting a business takes an average of 31 days, compared 

to the world average of 48 days. To maximize entrepreneur-

ship and job creation, it should be easier to start a company. 

Obtaining a business license and closing a business can be 

difficult, and regulations are sometimes inconsistent. The 

government has put more emphasis on reducing bureau-

cratic barriers to business. The overall freedom to start, 

operate, and close a business is restricted by the national 

regulatory environment.

TRADE FREEDOM — 76.6%
Poland’s trade policy is the same as those of other members 

of the European Union. The common EU weighted aver-

age tariff rate was 1.7 percent in 2005. Various non-tariff 

barriers are reflected in EU and Polish government policy, 

including agricultural and manufacturing subsidies, regu-

latory and licensing restrictions, and other market access 

restrictions. The government also implements non-trans-

parent pharmaceutical regulations. Consequently, an addi-

tional 20 percent is deducted from Poland’s trade freedom 

score.

FISCAL FREEDOM — 79.1%
Poland has a high income tax rate and a low corporate 

tax rate. The top income tax rate is 40 percent, and the 

top corporate tax rate is 19 percent. Other taxes include 

a value-added tax (VAT) and a property tax. In the most 

recent year, overall tax revenue as a percentage of GDP 

was 34.3 percent.

FREEDOM FROM GOVERNMENT — 55.3%
Total government expenditures in Poland, including con-

sumption and transfer payments, are high. In the most 

recent year, government spending equaled 42.9 percent 

of GDP, and the government received 5.2 percent of its 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 80.3%
Inflation in Poland is relatively low, averaging 2.4 percent 

between 2003 and 2005. Relatively stable prices explain 

most of the monetary freedom score. As a participant in 

the EU’s Common Agricultural Policy, the government 

subsidizes agricultural production, distorting the prices 

of agricultural products. The government also monitors 

utility rates and sets official prices for pharmaceutical and 

medical materials, taxi services, and any other goods or 

services as required to maintain the proper functioning 

of the economy. Consequently, an additional 10 percent 

is deducted from Poland’s monetary freedom score to 

account for these policies.

INVESTMENT FREEDOM — 50%
Polish law allows for 100 percent foreign ownership of 

domestic businesses but sets ceilings on the share of for-

eign ownership in various industries. Foreign ownership 

of land is restricted. Both residents and non-residents may 

hold foreign exchange accounts, subject to certain restric-

tions, including government approval for resident accounts 

held abroad. Payments, transactions, and transfers over a 

specified amount must be conducted through a domestic 

bank. Capital transactions with nations outside the EU are 

subject to restrictions and government approval.

FINANCIAL FREEDOM — 50%
Poland’s financial system is open and well regulated, but 

government influence is considerable. Credit is available 

on market terms, and foreign investors can access domestic 

financial markets. The banking sector is dominated by 12 

commercial banks, two of which are government-controlled 

and the remaining 10 of which are foreign-controlled. For-

eign banks control around 70 percent of banking assets. 

The government provides low-interest loans to farmers 

and homeowners. The insurance sector has been growing 

strongly. The Polish government controls the country’s 

largest insurer. Capital markets are expanding, as is the 

stock exchange.

PROPERTY RIGHTS — 50%
Property rights are moderately well protected. The judicial 

system is slow to resolve cases, and investors complain 

about the unexpected issuance of or changes in laws and 

regulations.

FREEDOM FROM CORRUPTION — 34%
Corruption is perceived as significant. Poland ranks 70th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 56.2%
The labor market operates under inflexible employment 

regulations that hinder overall productivity growth. 

The non-salary cost of employing a worker is high, and 

dismissing a redundant employee is relatively costly. 

Poland’s small and medium-sized companies have cited 

the rigid labor code as a barrier to the creation of new jobs. 

In response to growing unemployment, there have been 

debates on means to increase labor flexibility.

POLAND’S TEN ECONOMIC FREEDOMS
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P
ortugal’s economy is 66.7 percent free, according to our 
2007 assessment, which makes it the world’s 43rd freest 

economy. Its overall score is 1.1 percentage points higher 
than last year, partially reflecting new methodological 
detail. Portugal is ranked 24th freest out of 41 countries in 
the European region, and its overall score is slightly lower 
than the regional average.

Portugal enjoys high levels of business freedom, trade 
freedom, monetary freedom, investment freedom, prop-
erty rights, and freedom from corruption. The average tar-
iff rate is low, but non-tariff barriers include distortionary 
EU subsidies on agriculture and other goods. Business for-
mation is efficient, although other commercial operations 
are often slowed by bureaucracy. Inflation is low, and the 
government actively promotes foreign investment. Case 
resolution is slower than the EU average, but the judiciary 
is independent and free of corruption.

Portugal is weak in freedom from government and labor 
freedom. Total government spending equals almost 50 
percent of GDP, and the labor sector is highly restrictive 
in all areas, from maximum workweek hours to employ-
ment severance procedures.

BACKGROUND: Since the 1974 “Revolution of the Carna-
tions” that overthrew the country’s long-running dic-
tatorship, Portugal has been central to both European 
integration and the transatlantic alliance. In January 2006, 
Anibal Cavaco Silva became the first conservative presi-
dent of the democratic era. Although his role is largely 
ceremonial, the president must deal with a Socialist Party 
that won its first overall parliamentary majority since 
the revolution. Currently, the public sector consumes 
the equivalent of 15 percent of gross domestic product 
in wages alone. Portugal’s main exports include agri-
cultural produce, textiles, wood products, and electrical 
equipment.

PORTUGAL

Population:  10.5 million

GDP (PPP):   $206.1 billion
1.1% growth in 2004
1.3% 5-yr. comp. ann. growth
$19,629 per capita

Unemployment:  6.7%

Inflation (CPI):  2.4%

FDI (net inflow):  –$5.1 billion

Official Development Assistance: 
Multilateral:  None
Bilateral:  None

External Debt:  $287.8 billion (2005 
estimate)

Exports:  $51.9 billion
Primarily clothing, footwear, machinery, 
chemicals, cork and paper products, 
hides

Imports:  $65.4 billion
Primarily machinery, transport equip-
ment, chemicals, petroleum, textiles, 
agricultural products

The economy is 66.7% free

Rank: 43
Regional Rank: 24 of 41
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BUSINESS FREEDOM — 79.6%
Starting a business takes an average of eight days, com-

pared to the world average of 48 days. Such ease of entre-

preneurship is good for job creation. Obtaining a business 

license can be difficult, but closing a business is easy. 

Bureaucratic obstacles and delays are ongoing problems. 

The overall freedom to start, operate, and close a busi-

ness is relatively well protected by the national regulatory 

environment.

TRADE FREEDOM — 76.6%
Portugal’s trade policy is the same as those of other mem-

bers of the European Union. The common EU weighted 

average tariff rate was 1.7 percent in 2005. Various non-

tariff barriers are reflected in EU and Portuguese govern-

ment policy, including agricultural and manufacturing 

subsidies, regulatory and licensing restrictions, and other 

market access restrictions. The government also imple-

ments burdensome pharmaceutical regulations and non-

transparent government procurement rules. Consequently, 

an additional 20 percent is deducted from Portugal’s trade 

freedom score.

FISCAL FREEDOM — 79.6%
Portugal has a high income tax rate and a moderate corpo-

rate tax rate. The top income tax rate is 42 percent, and the 

top corporate tax rate is 27.5 percent. Other taxes include 

a value-added tax (VAT), a property tax, and a vehicle tax. 

In the most recent year, overall tax revenue as a percentage 

of GDP was 23.2 percent.

FREEDOM FROM GOVERNMENT — 49.6%
Total government expenditures in Portugal, including 

consumption and transfer payments, are high. The gov-

ernment’s privatization plans include divestment of state 

holdings in such traditional industries as paper and pulp. 

In the most recent year, government spending equaled 46.4 

percent of GDP, and the government received 0.6 percent of 

its revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 80.2%
Portugal is a member of the euro zone. Inflation in Portugal 

is relatively low, averaging 2.4 percent between 2003 and 

2005. Relatively low and stable prices explain most of the 

monetary freedom score. As a participant in the EU’s Com-

mon Agricultural Policy, the government subsidizes agri-

cultural production, distorting the prices of agricultural 

products. The government also influences prices through 

state-owned enterprises and utilities. Consequently, an 

additional 10 percent is deducted from Portugal’s mon-

etary freedom score to account for these policies.

INVESTMENT FREEDOM — 70%
Portugal does not discriminate against foreign investments. 

Foreigners may invest in almost all economic sectors that 

are open to private enterprise. Approval is required for 

non-EU investment in the defense industry, water manage-

ment, public service telecommunications operators, rail-

ways, and maritime transportation. Portugal also restricts 

non-EU investment in regular air transport and television 

operations. Residents and non-residents may hold foreign 

exchange accounts. There are no controls or restrictions 

on repatriation of profits, current transfers, payments for 

invisible transactions, or real estate transactions.

FINANCIAL FREEDOM — 50%
Financial institutions may offer a variety of services, and 

banks increasingly sell insurance products. The govern-

ment has been privatizing state financial institutions 

since the late 1980s, and the sole remaining state-owned 

financial services firm, Caixa Geral de Depósitos (CGD), 

is Portugal’s largest financial group. Following a period of 

banking consolidation, CGD and four large private banks 

dominate the market and account for about 80 percent of 

banking assets. The government also influences the alloca-

tion of credit through a program that is designed to assist 

small and medium-size enterprises. The insurance sector 

is dominated by three firms, two of which are owned by 

CGD. Capital markets and the stock market were bolstered 

by government privatization in the 1990s but remain small 

by European standards. The stock exchange participates 

in Euronext, the common trading platform linking the 

bourses of Paris, Brussels, and Amsterdam.

PROPERTY RIGHTS — 70%
The judiciary is independent. The court system is slow and 

deliberate, and the number of years it takes to resolve cases 

is well above the EU average.

FREEDOM FROM CORRUPTION — 65%
Corruption is perceived as present. Portugal ranks 26th out 

of 158 countries in Transparency International’s Corrup-

tion Perceptions Index for 2005.

LABOR FREEDOM — 46%
The labor market operates under inflexible employment 

regulations that hinder overall productivity growth. The 

non-salary cost of employing a worker is high, and dis-

missing a redundant employee is costly. Regulations relat-

ed to increasing or contracting the number of work hours 

are not flexible. Portugal’s labor freedom is one of the 20 

lowest in the world.
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Q
atar’s economy is 60.7 percent free, according to our 
2007 assessment, which makes it the world’s 72nd fre-

est economy. Its overall score is 0.3 percentage point high-
er than last year, partially reflecting new methodological 
detail. Qatar is ranked 7th out of 17 countries in the North 
Africa/Middle East region, and its overall score is slightly 
higher than the regional average.

Qatar enjoys high levels of trade freedom, property rights, 
freedom from corruption, and fiscal freedom. The average 
tariff rate is reasonable, and business regulation is becom-
ing more efficient as the government tries to streamline 
commercial procedures. There are no personal or corpo-
rate taxes on Qatari nationals, and overall tax revenue is 
very low as a percentage of GDP. The financial sector is 
fairly modern and supervised mostly according to gov-
ernment standards. Corruption is low, particularly for a 
developing nation.

Qatar has weak monetary freedom, freedom from govern-
ment, and investment freedom. Total government spend-
ing is fairly high at one-third of GDP, and the government 
receives over half of its revenues from state-owned busi-
nesses. Inflation is fairly high, and prices are unstable. 
Investment in Qatar is hindered by rules that mandate the 
hiring of Qataris and limit the percentage of enterprises 
that foreigners may own.

BACKGROUND: Qatar has been ruled by the Al-Thani fam-
ily ever since gaining its independence from Great Britain 
in 1971. Sheikh Hamad bin Khalifa al-Thani, who oust-
ed his father in a bloodless coup in 1995, implemented 
a publicly approved constitution in 2005 that formalized 
the country’s social and economic progress. The emir is 
pursuing a parliamentary election that is expected to grant 
direct legislative power to an advisory council elected 
by Qatari citizens. Despite efforts at diversification, the 
economy remains heavily dependent on oil and gas. Qatar 
recently overtook Indonesia to become the world’s largest 
exporter of liquefied natural gas.

QATAR

Population:  0.8 million

GDP (PPP):   $23.6 billion (2005 estimate)
9.3% growth in 2004
7.8% 5-yr. comp. ann. growth
$27,400 per capita (2005 
estimate)

Unemployment:  2.7% (2001)

Inflation (CPI):  6.8%

FDI (net inflow):  $680.9 million

Official Development Assistance:  
Multilateral:  None
Bilateral:  $2 million (0% from the U.S.)

External Debt:  $21.13 billion (2005 
estimate)

Exports:  $18.7 billion
Primarily liquefied natural gas, petro-
leum products, fertilizers, steel

Imports:  $5.4 billion
Primarily machinery, transport equip-
ment, food, chemicals

The economy is 60.7% free

Rank: 72
Regional Rank: 7 of 17
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BUSINESS FREEDOM — 60%
In recent years, the Qatari government has passed and 

updated a number of commercial laws to enhance the busi-

ness environment and further economic development, but 

bureaucracy and a lack of transparency in procurement 

are problems. The overall freedom to start, operate, and 

close a business is restricted by the national regulatory 

environment.

TRADE FREEDOM — 71.4%
Qatar’s average tariff rate was 4.3 percent in 2002. Prohibi-

tive tariffs, import licensing requirements, import bans, 

service market access barriers, and non-transparent gov-

ernment procurement procedures add to the cost of trade. 

Consequently, an additional 20 percent is deducted from 

Qatar’s trade freedom score to account for these non-tariff 

barriers.

FISCAL FREEDOM — 99.9%
Qatar imposes no income taxes on individuals and no cor-

porate income tax on corporations that are wholly owned 

by Qatari nationals. The top corporate tax rate of 35 percent 

applies to foreign corporations operating in Qatar. Other 

than customs duties, there are no major taxes, as Qatar 

does not impose wealth taxes or consumption taxes. In the 

most recent year, overall tax revenue as a percentage of 

GDP was 3.6 percent.

FREEDOM FROM GOVERNMENT — 54.6%
Total government expenditures in Qatar, including con-

sumption and transfer payments, are high. In the most 

recent year, government spending equaled 34 percent 

of GDP, and the government received 55.3 percent of its 

revenues from state-owned enterprises and government 

ownership of property. Despite some progress in privatiza-

tion, the state is involved in such activities as oil and gas 

production and transportation.

MONETARY FREEDOM — 72.4%
Inflation in Qatar is high, averaging 7.7 percent between 

2003 and 2005. Relatively unstable prices explain most of 

the monetary freedom score. The government influences 

prices through regulation, subsidies, and numerous state-

owned enterprises and utilities. Consequently, an addition-

al 10 percent is deducted from Qatar’s monetary freedom 

score to account for these policies.

INVESTMENT FREEDOM — 30%
Full or majority foreign investment is permitted in agri-

culture, industry, health, education, tourism, and projects 

involved in the development of natural resources with 

prior approval. Other sectors are capped at 49 percent for-

eign ownership with prior approval. The law still requires 

foreign businesses to employ a local agent. The govern-

ment screens all major foreign investment projects in the 

oil and gas industry. Foreign companies face a higher tax 

rate (up to 35 percent) than do domestic companies (0 per-

cent). Both residents and non-residents may hold foreign 

exchange accounts. There are no controls or restrictions on 

payments and transfers.

FINANCIAL FREEDOM — 50%
Qatar has a relatively open financial system that permits 

the free flow of capital. Supervision is prudent, and the reg-

ulatory system is transparent and largely consistent with 

international standards. At the end of 2005, there were 15 

commercial banks, seven of which were locally owned and 

accounted for approximately 80 percent of banking assets. 

The government owns 50 percent of Qatar National Bank, 

which holds nearly 50 percent of total deposits and handles 

most of the government’s business. Loans to the govern-

ment and to liquefied natural gas operations account for 

the majority of commercial bank loans. The government 

must approve foreign investment in the banking and insur-

ance sectors and has shares in two prominent insurers. The 

Doha Securities Market has been opened to foreign inves-

tors, but their holdings are restricted to 25 percent of the 

issued capital of nearly all listed companies.

PROPERTY RIGHTS — 50%
Expropriation of property is not likely, but the judiciary is 

subject to inefficiencies and influence from the executive. 

The court system is slow, bureaucratic, and biased in favor 

of Qataris and the government.

FREEDOM FROM CORRUPTION — 59%
Corruption is perceived as present. Qatar ranks 32nd out of 

158 countries in Transparency International’s Corruption 

Perceptions Index for 2005.

LABOR FREEDOM — 60%
Qatar’s labor force consists primarily of expatriate work-

ers whose role in the economy is vital. In general, flexible 

immigration and employment rules to enable the import 

of foreign labor are offered to foreign and Qatari inves-

tors as an incentive. Over the past several years, Qatar has 

tightened the administration of its manpower programs to 

control the flood of expatriate workers. The government 

does not mandate a minimum wage.
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R
omania’s economy is 61.3 percent free, according to our 
2007 assessment, which makes it the world’s 67th freest 

economy. Its overall score is 2.3 percentage points higher 
than last year, partially reflecting new methodological 
detail. Romania is ranked 31st out of 41 countries in the 
European region, and its overall score is well below the 
regional average.

Romania enjoys high levels of fiscal freedom, trade free-
dom, and financial freedom. The top income and corporate 
tax rates are a flat 16 percent, although overall tax revenue 
is fairly high as a percentage of GDP. Progress has been 
made in lowering tariffs, but non-tariff barriers remain 
significant. The financial system in Bucharest is consistent 
with international standards and has been enhanced by a 
recent reform and privatization program.

As one of the poorer European countries, Romania faces 
several economic challenges. Its monetary freedom, prop-
erty rights, and freedom from corruption are weak. Infla-
tion is high, particularly for a European nation. There is 
significant corruption in most areas of the bureaucracy, 
particularly in the judiciary, which enforces commercial 
contracts only selectively.

BACKGROUND: In the run-up to joining the European 
Union, the Romanian government has implemented eco-
nomic reform that is consistent with the Maastricht cri-
teria. However, friction between Romania’s two main 
governing coalition partners, the Democratic Party and 
National Liberal Party, could cause political deadlock, 
especially in the event of any delays in EU accession. 
Macroeconomic improvements have spurred the begin-
nings of a middle class and have helped to reduce poverty. 
Investment activity is expected to remain strong as acces-
sion approaches, with new and modernized production 
facilities being launched, large public investment projects 
getting underway, and healthy inflows of foreign direct 
investment continuing.

ROMANIA

Population:  21.7 million

GDP (PPP):   $183.9 billion
8.4% growth in 2004
5.3% 5-yr. comp. ann. growth
$8,480 per capita

Unemployment:  6.6%

Inflation (CPI):  11.9%

FDI (net inflow):  $5.1 billion

Official Development Assistance:  
Multilateral:  $706 million
Bilateral:  $215 million (19% from the 
U.S.)

External Debt:  $30.0 billion

Exports:  $27.1 billion
Primarily textiles, footwear, metals, 
metal products, machinery and equip-
ment, minerals, fuels, chemicals, agri-
cultural products

Imports:  $34.0 billion
Primarily machinery and equipment, 
fuels, minerals, chemicals, textiles, basic 
metals, agricultural products

The economy is 61.3% free

Rank: 67
Regional Rank: 31 of 41
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BUSINESS FREEDOM — 70.9%
Starting a business takes an average of 11 days, compared to 

the world average of 48 days. Obtaining a business license 

can be difficult, and closing a business is likewise difficult. 

Cumbersome regulations are sometimes inconsistent and 

not always transparent, and the result is unreliability of 

interpretation. The overall freedom to start, operate, and 

close a business is relatively well protected by the national 

regulatory environment.

TRADE FREEDOM — 74%
Romania’s weighted average tariff rate was 3 percent in 

2005. Prohibitive tariffs, restrictive sanitary and phytosani-

tary regulations, customs fees, weak enforcement of intel-

lectual property rights, and customs corruption all add to 

the cost of trade. Consequently, an additional 20 percent is 

deducted from Romania’s trade freedom score to account 

for these non-tariff barriers.

FISCAL FREEDOM — 91.7%
Romania has low flat tax rates. Both the income tax rate 

and the corporate tax rate are a flat 16 percent. Other taxes 

include a value-added tax (VAT), a land tax, and a vehicle 

tax. In the most recent year, overall tax revenue as a per-

centage of GDP was 27.1 percent.

FREEDOM FROM GOVERNMENT — 74.9%
Total government expenditures in Romania, including 

consumption and transfer payments, are moderate. In 

the most recent year, government spending equaled 31.1 

percent of GDP, and the government received 7.6 percent 

of its revenues from state-owned enterprises and govern-

ment ownership of property. Privatization has proceeded 

slowly.

MONETARY FREEDOM — 69.7%
Inflation in Romania is high, averaging 10.3 percent 

between 2003 and 2005. Relatively high and unstable prices 

explain most of the monetary freedom score. The govern-

ment is able to influence prices through regulation, subsi-

dies, and numerous state-owned enterprises and utilities. 

Consequently, an additional 10 percent is deducted from 

Romania’s monetary freedom score to account for these 

policies.

INVESTMENT FREEDOM — 50%
Although foreign investment is officially welcome in 

Romania, the country’s weak rule of law and unpredictable 

regulatory environment are major deterrents. The govern-

ment has simplified the procedures for obtaining permits 

and licenses and has implemented a flat tax to simplify tax 

reporting. Residents and non-residents may hold foreign 

exchange accounts, subject to restrictions and government 

approval in some cases. All payments and transfers must 

be documented. Most restrictions on capital transactions 

have been removed, and the few transactions that require 

central bank approval are those involving derivatives.

FINANCIAL FREEDOM — 60%
Romania’s financial system is still developing. Supervision 

and regulation are largely consistent with international 

standards. The banking sector has undergone significant 

reform and restructuring, including privatization of many 

state-owned banks. Majority foreign-owned banks account 

for 23 of the country’s 32 private banks, or three-fifths of 

sector assets. With the sale of Banca Comerciala Romana 

to an Austrian bank in December 2005, the state-owned 

banks’ total share of banking assets fell to under 8 percent, 

down from 75 percent in 1998. Foreign insurers must form 

a partnership with a Romanian partner to enter the domes-

tic market. Capital markets are underdeveloped compared 

to those of other Eastern European countries, and most 

trading involves government debt.

PROPERTY RIGHTS — 30%
Investors usually complain about unpredictable changes 

in legislation as well as weak enforcement of contracts and 

the rule of law. Judicial corruption is a serious problem.

FREEDOM FROM CORRUPTION — 30%
Corruption is perceived as significant. Romania ranks 85th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 61.4%
The labor market operates under inflexible employment 

regulations that could be improved to enhance overall 

productivity growth. The non-salary cost of employing a 

worker is very high, and dismissing a redundant employee 

can be relatively easy. Regulations related to increasing or 

contracting the number of work hours are not flexible.
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R
ussia’s economy is 54 percent free, according to our 
2007 assessment, which makes it the world’s 120th 

freest economy. Its overall score is 0.3 percentage point 
lower than last year, partially reflecting new methodologi-
cal detail. Russia is ranked 39th out of 41 countries in the 
European region, and its overall score is much lower than 
the regional average.

Russia enjoys high levels of fiscal freedom, labor freedom, 
and business freedom. The top income and corporate tax 
rates are 13 percent and 24 percent, respectively, although 
overall tax revenue is relatively high as a percentage of 
GDP. The labor system is only partially flexible; dismiss-
ing a redundant employee is simple, but regulation in 
other areas is rigid.

Russia’s significant weaknesses lie in monetary freedom, 
investment freedom, financial freedom, property rights, 
and freedom from corruption. Foreign investment in vir-
tually all sectors faces both official and unofficial hurdles, 
including bureaucratic inconsistency, corruption, and 
outright restrictions in lucrative sectors like energy. Cor-
ruption engenders a weak rule of law, which in turn rein-
forces the transience of property rights and arbitrary law 
enforcement.

BACKGROUND: The 1991 collapse of the Soviet Union was 
a seminal event in Russian history. Russia seems to have 
moved to a “managed democracy”—a soft authoritarian-
ism—under President Vladimir Putin. The economy con-
tinues to depend heavily on sales of natural resources, 
especially oil and natural gas. Russia has almost paid 
off its debts and is enjoying an impressive $200 billion 
hard currency reserve. Although Russia aspires to join 
the World Trade Organization, weak intellectual property 
rights and protectionism in the natural resources sector 
make accession difficult.

RUSSIA

Population:  143.9 million

GDP (PPP):   $1.4 trillion
7.2% growth in 2004
6.9% 5-yr. comp. ann. growth
$9,902 per capita

Unemployment:  8.2%

Inflation (CPI):  10.9%

FDI (net inflow):  $2.1 billion

Official Development Assistance:  
Multilateral:  $189 million
Bilateral:  $1.2 billion (64% from the U.S.)

External Debt:  $197.3 billion

Exports:  $203.7 billion
Primarily petroleum, petroleum prod-
ucts, natural gas, wood, wood products, 
metals, chemicals, civilian and military 
manufactures

Imports:  $130.1 billion
Primarily machinery and equipment, 
consumer goods, medicines, meat, 
sugar, semi-finished metal products

The economy is 54% free

Rank: 120
Regional Rank: 39 of 41
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BUSINESS FREEDOM — 66.6%
Starting a business takes an average of 28 days, compared 

to the world average of 48 days. Both obtaining a business 

license and closing a business are difficult. Regulations are 

inconsistent, causing unreliability of interpretation, and 

laws are implemented unevenly. Bureaucratic obstacles 

are a particular problem for small businesses. The overall 

freedom to start, operate, and close a business is somewhat 

protected by the national regulatory environment.

TRADE FREEDOM — 62.6%
Russia’s weighted average tariff rate was 8.7 percent in 

2002. Prohibitive tariffs, quotas, discriminatory and pro-

hibitive taxes, charges and fees, non-transparent regula-

tions and standards, discriminatory licensing, registration, 

and certification rules, and weak enforcement of intellec-

tual property rights add to the cost of trade. Consequently, 

an additional 20 percent is deducted from Russia’s trade 

freedom score to account for these non-tariff barriers.

FISCAL FREEDOM — 86.3%
Russia has a low income tax rate and a moderate corporate 

tax rate. The income tax rate is a flat 13 percent, and the 

top corporate tax rate is 24 percent. Other taxes include a 

value-added tax (VAT), a property tax, and a transport tax. 

In the most recent year, overall tax revenue as a percentage 

of GDP was 36.1 percent.

FREEDOM FROM GOVERNMENT — 71.6%
Total government expenditures in Russia, including con-

sumption and transfer payments, are moderate. In the 

most recent year, government spending equaled 33.6 per-

cent of GDP, and the government received 6.1 percent of 

its revenues from state-owned enterprises and government 

ownership of property. Privatization has been hasty and 

very chaotic.

MONETARY FREEDOM — 62.8%
Inflation in Russia is high, averaging 12.3 percent between 

2003 and 2005. Relatively high and unstable prices explain 

most of the monetary freedom score. The government influ-

ences prices through regulation, extensive subsidies, and 

numerous state-owned enterprises and utilities. Conse-

quently, an additional 15 percent is deducted from Russia’s 

monetary freedom score to account for these policies.

INVESTMENT FREEDOM — 30%
Official and unofficial barriers impede foreign invest-

ment in Russia. Officially, Russia restricts investments in 

aerospace, natural gas, insurance, electric power, defense, 

natural resources, Russian liquor concerns, and large-scale 

construction projects. Corruption is a serious unofficial 

barrier to foreign investment. In 2005, the government 

announced a decision barring foreign-controlled compa-

nies from bidding on its most lucrative natural resources. 

Residents and non-residents may hold foreign exchange 

accounts, subject to restrictions and government approval 

in some cases. Payments and transfers are subject to restric-

tions and surrender requirements. Transactions involving 

capital and money market instruments, derivatives, and 

credit operations are subject to central bank authorization 

in many cases.

FINANCIAL FREEDOM — 40%
Russia’s financial system, which was strongly affected by 

a 1998 financial crisis, consists primarily of banking. Both 

supervision and transparency are insufficient. The 1,000 

licensed and registered banks in Russia are generally small 

and undercapitalized. Patron relationships between indus-

tries and banks continue. The banking sector is dominated 

by two state-owned banks, which together account for a 

large minority of banking assets. Foreign banks may oper-

ate only as subsidiaries and must have a minimum number 

of Russian employees and board members. Foreign invest-

ment in the sector is capped at 12 percent of total bank-

ing capital. The state has a 25 percent stake in the largest 

insurer. Foreign insurers together may not control over 15 

percent of the insurance market and are barred from the 

life insurance market. Capital markets are relatively small 

and are dominated by energy companies.

PROPERTY RIGHTS — 30%
Protection of private property in Russia is weak. The judi-

cial system is unpredictable and corrupt, and contracts are 

difficult to enforce.

FREEDOM FROM CORRUPTION — 24%
Corruption is perceived as widespread. Russia ranks 126th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 66.2%
The labor market operates under somewhat flex-

ible employment regulations that could be improved to 

enhance overall productivity growth. The non-salary cost 

of employing a worker is high, and dismissing a redun-

dant employee can be easy. Characterized by limited and 

restricted labor mobility across regions, the labor market is 

still fragmented. Regulations on increasing or contracting 

the number of work hours are rigid.
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R
wanda’s economy is 52.1 percent free, according to 
our 2007 assessment, which makes it the world’s 136th 

freest economy. Its overall score is 2.2 percentage points 
lower than last year, partially reflecting new methodologi-
cal detail. Rwanda is ranked 31st out of 40 countries in the 
sub-Saharan Africa region, and its overall score is slightly 
lower than the regional average.

Rwanda enjoys relatively high levels of fiscal freedom and 
freedom from government. Personal and corporate income 
tax rates are moderately high, but overall tax revenue is 
relatively low as a percentage of GDP. Recent government 
efforts to liberalize foreign trade include reducing some of 
Rwanda’s non-tariff barriers. Total government expendi-
tures are moderate, equaling slightly more than 25 percent 
of national GDP, and state-owned businesses do not consti-
tute a large source of revenue.

Rwanda scores poorly in most areas: business freedom, 
investment freedom, financial freedom, monetary free-
dom, property rights, and freedom from corruption. The 
government officially welcomes foreign investment and 
has streamlined the relevant bureaucratic procedures, but 
political instability is still a major deterrent to capital. The 
judicial system does not have enough qualified magis-
trates or political independence, and legal procedures are 
subject to corruption. Inflation is high.

BACKGROUND: Over 80 percent of Rwanda’s population is 
engaged in rain-fed subsistence agriculture that is supple-
mented by cash crops, particularly tea and coffee. Much 
economic activity is informal. Rwanda is still dealing with 
the social and legal aftermath of the 1994 genocide of an 
estimated 800,000 Tutsis and moderate Hutus. The largely 
Tutsi Rwandan Patriotic Front (RFP) seized power in 1994 
and ruled through a transition government until 2003, 
when the RFP’s Paul Kagame was elected president and 
the RFP won a majority in the legislature. Based partly on 
economic reform, including privatization and trade liberal-
ization, the economy has surpassed pre-genocide levels.

RWANDA

Population:  8.9 million

GDP (PPP):   $11.2 billion
4.0% growth in 2004
5.4% 5-yr. comp. ann. growth
$1,263 per capita

Unemployment:  n/a

Inflation (CPI):  11.7%

FDI (net inflow):  $10.9 million

Official Development Assistance:  
Multilateral:  $279 million
Bilateral:  $221 million (23% from the 
U.S.)

External Debt:  $1.7 billion

Exports:  $200.5 million
Primarily coffee, tea, hides, tin ore

Imports:  $493.3 million
Primarily food, machinery and equip-
ment, steel, petroleum products, 
cement, construction material

The economy is 52.1% free

Rank: 136
Regional Rank: 31 of 40
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BUSINESS FREEDOM — 50.8%
Starting a business takes an average of 16 days, compared 

to the world average of 48 days. However, both obtaining 

a business license and closing a business can be very dif-

ficult. Regulations are sometimes opaque and inconsistent, 

causing unreliability of interpretation. The overall freedom 

to start, operate, and close a business is restricted by the 

national regulatory environment.

TRADE FREEDOM — 60.6%
Rwanda’s weighted average tariff rate was 9.7 percent in 

2005. The government has made progress in liberalizing 

the trade regime, but import bans, prohibitive tariffs, and 

lack of transparency in some trade regulations and govern-

ment procurement add to the cost of trade. Consequently, 

an additional 20 percent is deducted from Rwanda’s trade 

freedom score to account for these non-tariff barriers.

FISCAL FREEDOM — 82.6%
Rwanda has moderately high tax rates. Both the top 

income tax rate and the top corporate tax rate are 35 per-

cent. Other taxes include a value-added tax (VAT) and a 

property transfer tax. In the most recent year, overall tax 

revenue as a percentage of GDP was 12.8 percent.

FREEDOM FROM GOVERNMENT — 80.3%
Total government expenditures in Rwanda, including 

consumption and transfer payments, are moderate. In the 

most recent year, government spending equaled 26.1 per-

cent of GDP, and the government received 11.5 percent of 

its revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 70.2%
Inflation in Rwanda is high, averaging 9.8 percent between 

2003 and 2005. Relatively unstable prices explain most of 

the monetary freedom score. The government influences 

prices through regulation and through state-owned enter-

prises and utilities, and it controls the prices of cement, 

electricity, water, telecommunications, petroleum, beer, 

and soft drinks. Consequently, an additional 10 percent 

is deducted from Rwanda’s monetary freedom score to 

account for these policies.

INVESTMENT FREEDOM — 30%
Rwanda officially welcomes foreign investment and has 

adopted several initiatives, including a one-stop shop, to 

facilitate investment, but corruption and political instability 

are persistent unofficial barriers. The government relaxed 

some restrictions on foreign investment in June 2000. Both 

residents and non-residents may hold foreign exchange 

accounts, but only if they provide supporting documenta-

tion. Payments and transfers are subject to authorizations 

and maximum allowances and limits. Nearly all capital 

transactions require the central bank’s approval.

FINANCIAL FREEDOM — 40%
The Rwandan financial sector is very small and burdened 

by serious shortcomings in supervision, regulation, audit-

ing and oversight. Non-performing loans are a problem for 

the financial sector, which consists primarily of small banks 

and microfinance institutions. The government reduced its 

involvement in the banking sector in 2004 when it sold an 

80 percent stake of the Banque Commerciale du Rwanda 

and 80 percent of Banque Continentale Africaine du Rwan-

da to foreign investors, but it remains extensively involved 

in the sector and, according to the International Monetary 

Fund, controls about 22 percent of total assets. The state 

also plays a large role in the insurance sector. It owns the 

largest insurer, Sonarwa, and controls another insurance 

parastatal, and these two companies together account for 

a majority of the insurance market. There are no capital 

markets in Rwanda.

PROPERTY RIGHTS — 30%
The Rwandan judiciary is influenced by the government 

and suffers from inefficiency, a lack of resources, and 

corruption.

FREEDOM FROM CORRUPTION — 21%
Corruption is perceived as significant. Rwanda ranks 83rd 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 55.9%
The labor market operates under restrictive employment 

regulations that could be improved to enhance overall 

productivity growth. The non-salary cost of employing a 

worker is low, but dismissing a redundant employee can 

be difficult. There are rigid regulations on increasing or 

contracting the number of work hours. The government 

sets minimum wages that vary by type of job.
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S
audi Arabia’s economy is 59.1 percent free, according to 
our 2007 assessment, which makes it the world’s 85th 

freest economy. Its overall score is 2.3 percentage points 
lower than last year, partially reflecting new methodologi-
cal detail. Saudi Arabia is ranked 10th out of 17 countries 
in the Middle East/North Africa region, and its overall 
score is above the regional average.

Saudi Arabia has high levels of fiscal freedom, labor free-
dom, property rights, and monetary freedom. Except for 
a mandatory Islamic 2.5 percent Zakat charitable contribu-
tion, the government imposes no taxes on personal or cor-
porate income. Saudi Arabia’s labor market is flexible, as 
the government imposes few costs on employing or firing 
workers. Inflation is less than 1 percent, and the govern-
ment maintains no direct price supports.

Saudi Arabia could improve its freedom from government, 
investment freedom, financial freedom, business freedom, 
and freedom from corruption. As in many other Gulf oil 
states, high government spending is supported by a large 
state-owned energy sector. The monarchy has begun to 
liberalize aspects of foreign investment, but immense bar-
riers remain in effect. Financial markets in Saudi Arabia 
are distorted by government influence, and the legal sys-
tem is similarly subject to political influence.

BACKGROUND: Saudi Arabia, the largest Persian Gulf oil 
kingdom, was founded in 1932 by King Abdul Aziz al-
Saud and has been ruled as an absolute monarchy by the 
Saud dynasty ever since then. Crown Prince Abdullah 
officially became monarch in August 2005 following the 
death of King Fahd. As the world’s leading oil producer 
and exporter, Saudi Arabia plays a dominant role in the 
Organization of Petroleum Exporting Countries. Its acces-
sion to the World Trade Organization in 2005 has led to 
gradual economic reforms, but recent debates about the 
king’s successor have increased political tension and 
slowed the reform process.

SAUDI ARABIA

Population:  24 million

GDP (PPP):   $331.1 billion
5.2% growth in 2004
3.6% 5-yr. comp. ann. growth
$13,825 per capita

Unemployment:  6.9%

Inflation (CPI):  0.3%

FDI (net inflow):  $1.8 billion

Official Development Assistance:  
Multilateral:  $15 million
Bilateral:  $25 million (0.4% from the 
U.S.)

External Debt:  $36.78 billion (2005 
estimate)

Exports:  $131.8 billion
Primarily petroleum and petroleum 
products

Imports:  $66.7 billion
Primarily machinery and equipment, 
food, chemicals, motor vehicles, 
textiles

The economy is 59.1% free

Rank: 85
Regional Rank: 10 of 17
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BUSINESS FREEDOM — 52.9%
Starting a business takes an average of 39 days, compared 

to the world average of 48 days. To maximize entrepre-

neurship and job creation, it should be easier to start a com-

pany. Obtaining a business license is relatively simple, but 

closing a business is difficult. Cumbersome bureaucratic 

procedures are coupled with a lack of transparency. The 

overall freedom to start, operate, and close a business is 

restricted by the national regulatory environment.

TRADE FREEDOM — 65.4%
Saudi Arabia’s weighted average tariff rate was 7.3 percent 

in 2004. Import bans, special approval for some imports, 

non-transparent regulations, service market access barri-

ers, and weak protection of intellectual property rights add 

to the cost of trade. Consequently, an additional 20 percent 

is deducted from Saudi Arabia’s trade freedom score to 

account for these non-tariff barriers.

FISCAL FREEDOM — 99.6%
Saudi Arabia has no income tax or corporate tax, either 

for Saudi nationals or for citizens of the Gulf Cooperation 

Council (GCC). However, a fixed 2.5 percent religious tax, 

called Zakat, is mandated by Islamic law and applied to 

Saudi and GCC individuals and corporations. Saudi Ara-

bia has neither a value-added tax nor an estate tax. In the 

most recent year, overall tax revenue as a percentage of 

GDP was 7.7 percent.

FREEDOM FROM GOVERNMENT — 46.1%
Total government expenditures in Saudi Arabia, including 

consumption and transfer payments, are high. In the most 

recent year, government spending equaled 33.3 percent 

of GDP, and the government received 84.1 percent of its 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 80.1%
Inflation in Saudi Arabia is low, averaging 0.6 percent 

between 2003 and 2005. Relatively low and stable prices 

explain most of the monetary freedom score. Although 

direct price controls are forbidden by Islamic law, the gov-

ernment influences prices across the economy through reg-

ulation, extensive subsidies, and state-owned enterprises 

and utilities, and a government purchasing agency controls 

prices for wheat and barley. Consequently, an additional 

15 percent is deducted from Saudi Arabia’s monetary free-

dom score to account for these policies.

INVESTMENT FREEDOM — 30%
Saudi Arabia has taken steps to open its economy to for-

eign investments, but substantial barriers remain. Many 

sectors are still off-limits to foreign investment. All for-

eign investment projects require a license from the gov-

ernment. Residents may hold foreign exchange accounts, 

but approval is required for non-residents. There are no 

controls or restrictions on payments and transfers. Only 

Saudi Arabian and Gulf Cooperation Council nationals 

and corporations may engage in portfolio investment in 

listed Saudi Arabian companies or buy securities, bonds, or 

money market instruments, and non-residents must have 

permission to issue them in Saudi Arabia. Credit opera-

tions must be approved.

FINANCIAL FREEDOM — 40%
Financial markets in Saudi Arabia are constrained by gov-

ernment influence, Islamic financial principles, and barri-

ers to foreign participation. Regulatory, supervisory, and 

accounting standards are generally consistent with interna-

tional norms. Foreign ownership of financial institutions is 

limited. Credit is available to domestic and foreign borrow-

ers and is generally allocated on market terms. The banking 

sector includes 13 domestic commercial banks (nine major-

ity privately owned) and eight foreign bank branches. The 

government owns a majority of the largest domestic bank 

and 34 percent of the majority foreign-owned Gulf Inter-

national Bank and offers subsidized credit to preferred sec-

tors. All insurance companies must be locally registered 

and must operate according to the principle of co-operative 

insurance. Insurance liberalization in 2005 led to 13 new 

insurance companies, including some foreign firms. Capi-

tal markets are relatively well developed.

PROPERTY RIGHTS — 50%
Investors question the ability of Saudi courts to enforce 

contracts efficiently. The court system is slow and non-

transparent, and the judiciary is influenced by the ruling 

elite.

FREEDOM FROM CORRUPTION — 34%
Corruption is perceived as significant. Saudi Arabia ranks 

70th out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 92.9%
The labor market operates under highly flexible employ-

ment regulations that enhance overall productivity growth. 

The non-salary cost of employing a worker is very high, 

but dismissing a redundant employee is not difficult. There 

is no legal minimum wage.
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S
enegal’s economy is 58.8 percent free, according to our 
2007 assessment, which makes it the world’s 86th freest 

economy. Its overall score is 1.4 percentage points higher 
than last year, partially reflecting new methodological 
detail. Senegal is ranked 9th out of 40 countries in the 
sub-Saharan Africa region, and its overall score is slightly 
higher than the regional average.

Senegal enjoys high levels of freedom from government 
and monetary freedom. Total government expenditures in 
Senegal equal slightly more than 20 percent of GDP, and 
state-owned businesses constitute a negligible source of 
revenue. Inflation is very low, and the market sets virtu-
ally all prices for consumer goods.

As a developing African nation, Senegal faces many chal-
lenges. Business freedom, fiscal freedom, labor freedom, 
property rights, and freedom from corruption are all 
weak. Starting a business takes more time than the inter-
national average, and commercial operations overall are 
made more difficult by the national regulatory environ-
ment. Tax rates are high, particularly the top income tax 
rate. The labor market is highly inelastic and one of the 20 
least free in the world. The judicial system does not have 
enough qualified magistrates or freedom from the execu-
tive branch and is subject to corruption, as is much of the 
rest of Senegal’s bureaucracy.

BACKGROUND: Senegal is one of the few African countries 
with a long-standing democratic tradition. In March 2000, 
President Abdoulaye Wade was elected to a seven-year 
term. The peace process with a rebel group in the southern 
Casamance region is progressing fitfully. Infrastructure is 
fairly good by African standards, and Senegal serves as a 
regional gateway and business center. Senegal has limited 
natural resources and is predominantly rural, with agri-
culture and fishing occupying at least 60 percent of the 
population. Economic reforms aimed at liberalizing the 
economy are progressing slowly, and business is hindered 
by inconsistent or opaque regulation and corruption.

SENEGAL

Population:  11.4 million

GDP (PPP):   $19.5 billion
6.2% growth in 2004
4.3% 5-yr. comp. ann. growth
$1,713 per capita

Unemployment:  48% (2001 estimate)

Inflation (CPI):  0.5%

FDI (net inflow):  $66 million

Official Development Assistance:  
Multilateral:  $392 million
Bilateral:  $880 million (6% from the U.S.)

External Debt:  $3.9 billion

Exports:  $1.8 billion
Primarily fish, groundnuts, petroleum 
products, phosphates, cotton

Imports:  $2.7 billion
Primarily food and beverages, capital 
goods, fuels

The economy is 58.8% free

Rank: 86
Regional Rank: 9 of 40
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BUSINESS FREEDOM — 56.4%
Starting a business takes an average of 58 days, compared 

to the world average of 48 days. To maximize entrepre-

neurship and job creation, it should be easier to start a com-

pany. Although obtaining a business license and closing a 

business can be relatively easy, the regulatory environment 

still lacks consistency and transparency. The overall free-

dom to start, operate, and close a business is restricted by 

the national regulatory environment.

TRADE FREEDOM — 61.6%
Senegal’s weighted average tariff rate was 9.2 percent in 

2004. Significant import taxes and fees, as well as incon-

sistent customs implementation and corruption, add to 

the cost of trade. Consequently, an additional 20 percent 

is deducted from Senegal’s trade freedom score to account 

for these non-tariff barriers.

FISCAL FREEDOM — 73.9%
Senegal has high tax rates. The top income tax rate is 50 

percent, and the top corporate tax rate is 33 percent. Other 

taxes include a value-added tax (VAT) and a vehicle tax. In 

the most recent year, overall tax revenue as a percentage of 

GDP was 18.1 percent.

FREEDOM FROM GOVERNMENT — 85.9%
Total government expenditures in Senegal, including con-

sumption and transfer payments, are relatively low. In 

the most recent year, government spending equaled 23.2 

percent of GDP, and the government received 4.6 percent 

of its revenues from state-owned enterprises and govern-

ment ownership of property. The pace of privatization has 

been slow.

MONETARY FREEDOM — 82.9%
Inflation in Senegal is low, averaging 1.3 percent between 

2003 and 2005. Relatively stable prices explain most of the 

monetary freedom score. Although many prices are freely 

determined, the government influences prices across the 

economy through state-owned enterprises and utilities, 

and the prices of pharmaceuticals and medical services 

are controlled. Consequently, an additional 10 percent 

is deducted from Senegal’s monetary freedom score to 

account for these policies.

INVESTMENT FREEDOM — 50%
There is no legal discrimination against foreign inves-

tors, and 100 percent foreign ownership of businesses is 

permitted in most sectors except for electricity, telecom-

munications, mining, and water. The unofficial barriers to 

investment, such as corruption and judicial weakness, are 

substantial. The government must approve capital transfers 

to most countries. Other transfers are subject to numerous 

requirements, controls, and authorization, depending on 

the transaction. Residents and non-residents must receive 

official approval to hold foreign exchange accounts.

FINANCIAL FREEDOM — 50%
Senegal’s financial system is underdeveloped. The Central 

Bank of West African States (BCEAO), a central bank com-

mon to eight countries, governs Senegal’s financial insti-

tutions. The eight BCEAO member countries use the CFA 

franc, pegged to the euro. There were 10 commercial banks 

at the end of 2005. There were also two specialized banks 

providing credit for housing and agriculture. The largest 

banks are predominantly French-owned. The banking sec-

tor is highly concentrated, with three banks holding two-

thirds of deposits. The government owns over 25 percent 

of the shares in seven banks, including a majority share in 

the agricultural bank. Banks are heavily exposed to a small 

number of borrowers, according to the International Mone-

tary Fund. There also are several microfinance institutions. 

Senegal participates in a small regional stock market that 

is based in the Ivory Coast.

PROPERTY RIGHTS — 50%
Senegal lacks commercial courts staffed with trained judg-

es, so court decisions can be arbitrary and inconsistent. An 

arbitration center administered by the Dakar Chamber of 

Commerce was established in 1998. Corruption is present 

in dispute settlement cases.

FREEDOM FROM CORRUPTION — 32%
Corruption is perceived as significant. Senegal ranks 78th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 45.2%
The labor market operates under highly restrictive employ-

ment regulations that hinder overall productivity growth. 

The non-salary cost of employing a worker is high, and 

dismissing a redundant employee can be costly. Regula-

tions related to increasing or contracting the number of 

work hours are rigid. Senegal’s labor freedom is one of the 

20 lowest in the world.
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M
ost of the economic freedom of Serbia and Montenegro 
cannot be graded because of the violence and political 

turmoil that the country has endured in recent years. The 
last time Serbia and Montenegro was wholly graded was 
in 2003, when it received a score of 39.5 percent.

Monetary freedom and trade freedom are weak. Inflation 
is high, particularly for a European country, and the gov-
ernment reserves the right to re-impose price supports that 
have been phased out in the past. Belgrade imposes a fair-
ly high average tariff rate, although efforts are underway 
to liberalize the country’s regulatory non-tariff barriers.

BACKGROUND: Following Montenegro’s secession in May 
2006, Serbia became a stand-alone state for the first time 
since the adoption of the 1835 constitution. After suffering 
from economic sanctions imposed throughout the 1990s, 
Serbia has started the long road to membership in the 
European Union by signing a Stability and Association 
Agreement. However, membership talks have been jeop-
ardized by the failure of Serbian authorities to hand over 
indicted war criminal Ratko Mladic, and investor confi-
dence is likely to remain stagnant until Mladic is captured. 
Serbia’s exports include manufactured goods, machinery 
and transport equipment, and foodstuffs.

SERBIA AND MONTENEGRO

Population:  8.1 million

GDP (PPP):   n/a
8.8% growth in 2004
5.2% 5-yr. comp. ann. growth
n/a

Unemployment:  31.6%

Inflation (CPI):  9.5%

FDI (net inflow):  $966 million (gross)

Official Development Assistance: 
Multilateral:  $563 million
Bilateral:  $611 million (30% from the 
U.S.)

External Debt:  $15.9 billion

Exports:  $4.0 billion (2004 estimate)
Primarily manufactured goods, food, 
live animals, machinery, transport 
equipment

Imports:  $11.4 billion (2004 estimate)
Primarily machinery, transport equip-
ment, fuels and lubricants, manufac-
tured goods, chemicals, food, live ani-
mals, raw materials (2003 data)

The economy is not graded

Rank: Not Ranked
Regional Rank: Not Ranked
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BUSINESS FREEDOM — NOT GRADED
Starting a business takes an average of 18 days in Serbia 

and an average of 24 days in Montenegro, compared to 

the world average of 48 days. Obtaining a business license 

can be difficult: It involves 20 procedures in Serbia and 22 

procedures in Montenegro. Regulations can be inconsistent 

and lacking in transparency.

TRADE FREEDOM — NOT GRADED
The weighted average tariff rate in Serbia and Montenegro 

was 7.9 percent in 2002. Progress has been made toward 

liberalizing the trade regime, but import licensing, import 

bans, and corruption still add to the cost of trade. Conse-

quently, if Serbia and Montenegro were graded this year, 

an additional 20 percent would be deducted from its trade 

freedom score to account for these non-tariff barriers.

FISCAL FREEDOM — NOT GRADED
Different tax rates exist in Serbia and Montenegro. Serbia 

has a flat tax rate of 10 percent for both individual and 

corporate income. Montenegro’s top income tax rate is 22 

percent, and its corporate tax rate is a flat 9 percent. Other 

taxes include a value-added tax (VAT), which Serbia intro-

duced in 2005 and Montenegro introduced in 2003.

FREEDOM FROM GOVERNMENT — NOT GRADED
Total government expenditures in Serbia and Montenegro, 

including consumption and transfer payments, are high. In 

the most recent year, government spending was estimated 

to equal about 46 percent of GDP.

MONETARY FREEDOM — NOT GRADED
Inflation in Serbia and Montenegro is high, averaging 

14.2 percent between 2003 and 2005. For most goods, state 

subsidies and price supports have been eliminated, and 

prices are determined by market forces. However, the gov-

ernment retains the right to control the prices of certain 

basic products, including milk, bread, flour, and cooking 

oil; directly controls the prices of utilities, public transit, 

telecommunications services, and petroleum; and influ-

ences prices through numerous state-owned enterprises. 

Consequently, if Serbia and Montenegro were graded this 

year, an additional 15 percent would be deducted from its 

monetary freedom score to account for these policies.

INVESTMENT FREEDOM — NOT GRADED
Serbian law eliminates previous investment restrictions, 

provides for national treatment, permits transfer and 

repatriation of profits and dividends, guarantees against 

expropriation, and provides investment incentives. Mon-

tenegro’s Foreign Investment Law incorporates these same 

protections for foreign investors. However, the business 

environment is still weak. Excessive bureaucracy, red 

tape, and corruption are major impediments to existing 

enterprises and to the creation of new enterprises. Both 

residents and non-residents may hold foreign exchange 

accounts, subject to central bank permission or conditions. 

Payments and transfers are subject to restrictions, and most 

capital transactions are subject to controls.

FINANCIAL FREEDOM — NOT GRADED
Serbia and Montenegro have two separate banking sys-

tems with central banks for each republic. A 2005 banking 

law requires that Serbia’s central bank approve purchases 

of 5 percent or more in any bank. The government has 

been privatizing state-owned banks, including selling 

Jubanka, Novosadska Banka, and Kulska Banka in 2005. 

Serbia enjoys significant participation by foreign banks. 

Montenegro also has participation and investment by for-

eign banks. The government privatized the last bank with 

direct majority state ownership in 2005. Serbia’s insurance 

sector is dominated by state-owned insurers, although the 

government has announced its intention to privatize them. 

Capital markets in Serbia are vigorous, and takeovers are 

common on the Belgrade Stock Exchange. Montenegro’s 

capital markets are less developed.

PROPERTY RIGHTS — NOT GRADED
The constitutions of the Serbian Union and the Republic 

of Montenegro serve as the foundation of the legal system 

and create independent judiciaries in Serbia and Monte-

negro. The judicial system is inefficient, judges are poorly 

trained, and corruption is present.

FREEDOM FROM CORRUPTION — NOT GRADED
Corruption is perceived as widespread. Serbia and Mon-

tenegro ranks 97th out of 158 countries in Transparency 

International’s Corruption Perceptions Index for 2005.

LABOR FREEDOM — NOT GRADED
Labor costs are relatively low in Serbia and Montenegro. 

Labor laws have improved the ability of businesses to 

dismiss non-performing employees without high sever-

ance costs. Serbia’s adoption of a new labor law in 2005 

was viewed as a step back toward labor market rigid-

ity, but amendments are under consideration. Permitting 

direct talks between workers and employers, Montene-

gro has amended its labor code to increase labor market 

flexibility.
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S
ierra Leone’s economy is 48.4 percent free, according to 
our 2007 assessment, which makes it the world’s 141st 

freest economy. Its overall score is 1.6 percentage points 
higher than last year, partially reflecting new methodolog-
ical detail. Sierra Leone is ranked 34th out of 40 countries 
in the sub-Saharan Africa region, and its overall score is 
below the regional average.

Sierra Leone scores well in fiscal freedom and freedom 
from government. The government imposes high tax rates, 
but overall tax revenue is relatively low as a percentage of 
GDP. Total government expenditures in Sierra Leone are 
equal to about 25 percent of GDP, and state-owned busi-
nesses are a relatively small source of revenue.

Recovering from a civil war, Sierra Leone faces many 
challenges. Investment freedom, financial freedom, labor 
freedom, property rights, and freedom from corruption 
are all weak. The government faces political instability, 
which discourages foreign investment, as do legal restric-
tions and devastated infrastructure. Sierra Leone’s finan-
cial system is small. The judicial system is riddled with 
corruption (as is virtually all of the country’s civil service) 
and often supplemented by traditional tribal courts in 
areas outside of the government’s jurisdiction. The labor 
market is highly inflexible and one of the 20 least free in 
the world.

BACKGROUND: Sierra Leone’s decade-long civil war ended 
in 2002. President Ahmed Tejan Kabbah was re-elected in 
2002, and his party won a majority in parliament. The 
demobilization and disarmament of rebel forces and mili-
tias are proceeding, but stability is fragile. Sierra Leone 
could also be affected by regional instability. Per capita 
income is very low, and the economy and infrastructure 
were seriously damaged by the civil war. Minerals, par-
ticularly diamonds, are central to the economy. Agricul-
ture accounts for about 40 percent of the economy, and 
two-thirds of the population is engaged in subsistence 
agriculture. Corruption is pervasive.

SIERRA LEONE

Population:  5.3 million

GDP (PPP):   $3.0 billion
7.4% growth in 2004
12.9% 5-yr. comp. ann. growth
$561 per capita

Unemployment:  n/a

Inflation (CPI):  14.2%

FDI (net inflow):  $4.9 million (gross)

Official Development Assistance:  
Multilateral:  $239 million
Bilateral:  $166 million (19% from the 
U.S.)

External Debt:  $1.7 billion

Exports:  $215.5 million
Primarily diamonds, rutile, cocoa, cof-
fee, fish

Imports:  $341.9 million
Primarily food, machinery and equip-
ment, fuels, lubricants, chemicals

The economy is 48.4% free

Rank: 141
Regional Rank: 34 of 40
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BUSINESS FREEDOM — 50.5%
Starting a business takes an average of 26 days, compared 

to the world average of 48 days. To maximize entrepreneur-

ship and job creation, it should be easier to start a company. 

Obtaining a business license can be difficult, and closing a 

business is very difficult. Regulations are inconsistent and 

applied unevenly, causing unreliability of interpretation. 

The overall freedom to start, operate, and close a business 

is restricted by the national regulatory environment.

TRADE FREEDOM — 50.2%
The weighted average tariff rate in Sierra Leone was 14.9 

percent in 2005. The government is making progress 

toward liberalizing the trade regime, but non-transparent 

customs valuation, customs fees, inefficient and burden-

some customs implementation, import bans and restric-

tions, export taxes, and complex export regulations all add 

to the cost of trade. Consequently, an additional 20 percent 

is deducted from Sierra Leone’s trade freedom score to 

account for these non-tariff barriers.

FISCAL FREEDOM — 82%
Sierra Leone has relatively high tax rates. Both the top 

income tax rate and the top corporate tax rate are 35 per-

cent. Other taxes include a vehicle tax and a tax on interest. 

In the most recent year, overall tax revenue as a percentage 

of GDP was 15.7 percent.

FREEDOM FROM GOVERNMENT — 83.8%
Total government expenditures in Sierra Leone, including 

consumption and transfer payments, are moderate. In the 

most recent year, government spending equaled 24.8 per-

cent of GDP, and the government received 5.4 percent of 

its revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 72.9%
Inflation in Sierra Leone is high, averaging 12.2 percent 

between 2003 and 2005. Such unstable prices explain most 

of the monetary freedom score. While most prices are 

freely set in the market, the government influences prices 

through state-owned enterprises and utilities. Consequent-

ly, an additional 5 percent is deducted from Sierra Leone’s 

monetary freedom score to account for these policies.

INVESTMENT FREEDOM — 30%
Foreign and local businesses face a shortage of foreign 

exchange, corruption, devastated infrastructure, and 

uncertainty in the wake of the civil war. Non-citizens and 

foreign investors are not permitted to participate in certain 

economic activities. Both residents and non-residents may 

hold foreign exchange accounts, subject to some restric-

tions. Payments and transfers are generally permitted but 

face quantitative limits and approval requirements in some 

instances. Most capital transactions involving capital and 

money market instruments and credit operations require 

the Bank of Sierra Leone’s approval. Direct investment 

abroad by residents, including the purchase of real estate, 

is prohibited.

FINANCIAL FREEDOM — 40%
Sierra Leone’s financial system is small and recovering 

from civil war, during which the system collapsed. Sierra 

Leone is a member of the Economic Community of West 

African States (ECOWAS), which promotes regional trade 

and economic integration. Poor enforcement of contracts 

discourages lending, and non-performing loans are a prob-

lem. The banking sector, composed of the central bank and 

seven commercial banks, is relatively sound. Foreign and 

domestic borrowers have access to credit at market rates. 

Government-owned banks, taken together, account for a 

majority of banking assets. There are also several dozen 

small, non-bank financial institutions. The government 

holds frequent bond auctions, which tend to crowd out 

credit to other markets. There were 10 insurance compa-

nies as of January 2004. The government is in the process 

of setting up a stock market.

PROPERTY RIGHTS — 10%
Property is not secure in Sierra Leone. The level of judicial 

corruption is significant. Traditional tribal justice systems 

continue to serve as a frequently used supplement to the 

central government’s judiciary, especially in rural areas.

FREEDOM FROM CORRUPTION — 24%
Corruption is perceived as widespread. Sierra Leone ranks 

126th out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 40.2%
The labor market operates under highly inflexible employ-

ment regulations that hinder overall productivity growth. 

The non-salary cost of employing a worker is moderate, but 

dismissing a redundant employee is costly. Sierra Leone’s 

labor freedom is one of the 20 lowest in the world.
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S
ingapore’s economy is 85.7 percent free, according to 
our 2007 assessment, which makes it the world’s 2nd 

freest economy. Its overall score is 2.8 percentage points 
lower than last year, partially reflecting new methodolog-
ical detail. Singapore is ranked 2nd out of 30 countries 
in the Asia–Pacific region, and its overall score is much 
higher than the regional average.

Singapore is a world leader in all 10 areas of economic free-
dom. Virtually all commercial operations are performed 
with transparency and speed, and private enterprise has 
boomed. Inflation is low, and foreign investment is wel-
comed and given equal treatment. There are no tariffs. 
Singapore’s legal system is efficient and highly protective 
of private property, and corruption is almost nonexistent. 
The labor market is highly flexible, and dismissing work-
ers is costless.

Singapore could do slightly better in financial freedom, 
which at 50 percent is the only one of 10 economic free-
doms below 80 percent. It is a world leader in foreign 
exchange transactions, and the government is promoting 
Singapore as a global financial hub, but state influence in 
the banking system persists.

BACKGROUND: Singapore gained its independence in 1965, 
and the People’s Action Party has controlled its parliament 
ever since then. One of the foundations of Singapore’s 
attractiveness to business is the integrity of its courts, 
but there is a growing perception that the judiciary may 
reflect the views of the ruling party. In 2006, a Canadian 
appeals court was asked to determine whether rulings in 
Singapore were sufficiently fair and impartial. Regardless 
of how the court rules, this case could well affect the deci-
sions of foreign investors. Manufacturing makes up the 
largest portion of the economy, followed by business and 
financial services.

SINGAPORE

Population:  4.2 million

GDP (PPP):   $119.1 billion
8.7% growth in 2004
4.6% 5-yr. comp. ann. growth
$28,077 per capita

Unemployment:  3.4%

Inflation (CPI):  1.7%

FDI (net inflow):  $5.4 billion

Official Development Assistance:  
Multilateral:  None
Bilateral:  $9 million (0% from the U.S.)

External Debt:  $23.76 billion (2005 
estimate)

Exports:  $238.5 billion
Primarily machinery and equipment 
(including electronics), consumer 
goods, chemicals, mineral fuels

Imports:  $206.8 billion
Primarily machinery and equipment, 
mineral fuels, chemicals, food

The economy is 85.7% free

Rank: 2
Regional Rank: 2 of 30
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BUSINESS FREEDOM — 94.6%
Starting a business takes an average of six days, compared 

to the world average of 48 days. The business environ-

ment has allowed entrepreneurship to flourish. Obtain-

ing a business license is simple, and closing a business is 

very easy. The overall freedom to start, operate, and close 

a business is strongly protected by the national regulatory 

environment.

TRADE FREEDOM — 80%
Singapore’s weighted average tariff rate was zero percent 

in 2003. Although tariffs are generally low, import restric-

tions, import taxes, import licensing, export incentive 

programs, issues involving the enforcement of intellectual 

property rights, service market barriers, sanitary and phy-

tosanitary rules, and non-transparent regulations add to 

the cost of trade. Consequently, an additional 20 percent is 

deducted from Singapore’s trade freedom score to account 

for these non-tariff barriers.

FISCAL FREEDOM — 93%
Singapore enjoys low income tax rates. The top income 

tax rate is 22 percent, and the top corporate tax rate is 20 

percent. Other taxes include a value-added tax (VAT) and 

a property tax. In the most recent year, overall tax revenue 

as a percentage of GDP was 13 percent.

FREEDOM FROM GOVERNMENT — 86.2%
Total government expenditures, including consumption 

and transfer payments, are low. In the most recent year, 

government spending equaled 14.6 percent of GDP, and 

the government received 26.4 percent of its revenues from 

state-owned enterprises and government ownership of 

property.

MONETARY FREEDOM — 89.5%
Inflation in Singapore is low, averaging 0.8 percent between 

2003 and 2005. Relatively low and stable prices explain most 

of the monetary freedom score. The government influences 

prices through regulation and state-supported enterprises 

and can impose controls as it deems necessary. Consequent-

ly, an additional 5 percent is deducted from Singapore’s 

monetary freedom score to account for these policies.

INVESTMENT FREEDOM — 80%
Singapore’s investment laws are clear and fair. Foreign 

and domestic businesses are treated equally, there are no 

production or local content requirements, and nearly all 

sectors are open to 100 percent foreign ownership. Foreign 

investment is still limited in broadcasting (up to 49 per-

cent unless waived); newspaper services (5 percent); for-

eign law firms and foreign lawyers practicing in Singapore; 

and some sectors in which government-linked companies 

are dominant (for example, foreign equity in the PSA Cor-

poration, one of two main managers of Singapore’s ports, 

is restricted to 49 percent). Foreign ownership of certain 

landed properties is subject to approval by the relevant 

authority. Residents and non-residents may hold foreign 

exchange accounts. There are no controls or requirements 

on current transfers, payments, or repatriation of profits.

FINANCIAL FREEDOM — 50%
The financial system is sound and well regulated, and 

Singapore is among the world’s top five foreign exchange 

trading centers. The Monetary Authority of Singapore, 

owned and controlled by the Ministry of Finance, acts as 

the central bank. Credit is readily available and generally 

allocated at market rates. The government controls the 

Development Bank of Singapore (the largest domestic bank 

group and publicly listed) and indirectly holds significant 

minority shares in the other two domestic bank groups. 

The government launched the SME Access Loan Program, 

a new financing scheme for small and medium-sized enter-

prises, in 2005. Foreign banks have been granted greater 

freedom to open branches and offer services, but the gov-

ernment seeks to maintain the domestic bank share of 

deposits above 50 percent and requires that the majority of 

board members of domestic banks must be Singapore citi-

zens and residents. Six foreign banks possess “qualifying 

full bank” licenses. Other foreign banks face more restric-

tions on their activities. A free trade agreement between 

Singapore and the U.S. has greatly loosened restrictions on 

U.S. banks in Singapore. Foreign financial firms compete 

aggressively in insurance, fund management, and venture 

capital. Capital markets are sophisticated and well devel-

oped, and the Singapore Exchange is increasing its ties 

with other Asian exchanges.

PROPERTY RIGHTS — 90%
The court system is very efficient and strongly protects 

private property. There is no threat of expropriation, and 

contracts are very secure.

FREEDOM FROM CORRUPTION — 94%
Corruption is perceived as almost nonexistent. Singapore 

ranks 5th out of 158 countries in Transparency Internation-

al’s Corruption Perceptions Index for 2005.

LABOR FREEDOM — 99.3%
The labor market operates under highly flexible employ-

ment regulations that enhance overall productivity growth. 

The non-salary cost of employing a worker is low, and dis-

missing a redundant employee is costless. Regulations on 

increasing or contracting the number of work hours are 

very flexible.
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T
he Slovak Republic’s economy is 68.4 percent free, 
according to our 2007 assessment, which makes it the 

world’s 40th freest economy. Its overall score is 0.8 per-
centage point lower than last year, partially reflecting new 
methodological detail. The Slovak Republic is ranked 21st 
out of 41 countries in the European region, and its overall 
score is equal to the regional average.

The Slovak Republic enjoys high levels of investment 
freedom, trade freedom, financial freedom, and business 
freedom. The average tariff rate is low, although non-tar-
iff barriers include distortionary EU subsidies, and busi-
ness regulation is efficient. Foreign investment is actively 
promoted, and foreigners are subject to remarkably few 
regulations in almost all areas of the economy. The finan-
cial sector has benefited significantly from an aggressive 
privatization campaign by the government.

The Slovak Republic is weak in freedom from govern-
ment, property rights, and freedom from corruption. Total 
government spending equals almost two-fifths of GDP. 
The judiciary is independent of political influence, but 
cases take years to resolve, both for citizens and for foreign 
investors. The level of corruption in the judiciary and civil 
service is significant by modern European standards.

BACKGROUND: Slovakia became independent following its 
peaceful “Velvet Divorce” from the former Czechoslova-
kia in 1993. Elections scheduled for September 2006 were 
moved up to June because of the departure of the New 
Citizen Party and the Christian Democratic Movement 
from the coalition government. Although Robert Fico’s 
Smer–Socialist Democratic Party failed to gain an over-
all majority, he announced that he would form a coali-
tion. The reforms implemented by former Prime Minister 
Mikulas Dzurinda have led to low labor costs, low taxes, 
and political stability that make Slovakia one of Europe’s 
most attractive economies, especially for automobile and 
other manufacturing.

SLOVAK REPUBLIC

Population:  5.4 million

GDP (PPP):   $78.7 billion
5.5% growth in 2004
4.1% 5-yr. comp. ann. growth
$14,623 per capita

Unemployment:  14.3%

Inflation (CPI):  7.5%

FDI (net inflow):  $1.3 billion

Official Development Assistance: 
Multilateral:  $171 million
Bilateral:  $64 million (2% from the U.S.)

External Debt:  $22.1 billion

Exports:  $25.2 billion
Primarily vehicles, machinery, electrical 
equipment, base metals, chemicals, 
minerals, plastics

Imports:  $25.6 billion
Primarily machinery, transport equip-
ment, intermediate and other manufac-
tured goods, fuels, chemicals

The economy is 68.4% free

Rank: 40
Regional Rank: 21 of 41
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BUSINESS FREEDOM — 71%
The Slovak Republic has been making considerable prog-

ress in improving its business environment. Starting a 

business takes an average of 25 days, compared to the 

world average of 48 days. Obtaining a business license is 

relatively simple, but closing a business can be somewhat 

difficult and time-consuming. The overall freedom to start, 

operate, and close a business is relatively well protected by 

the national regulatory environment.

TRADE FREEDOM — 76.6%
The Slovak Republic’s trade policy is the same as those of 

other members of the European Union. The common EU 

weighted average tariff rate was 1.7 percent in 2005. Vari-

ous non-tariff barriers are reflected in EU policy, including 

agricultural and manufacturing subsidies, regulatory and 

licensing restrictions, and other market access restrictions. 

The enforcement of intellectual property rights is weak, 

licensing and government procurement regulations are 

burdensome and non-transparent, and corruption can be a 

problem. Consequently, an additional 20 percent is deduct-

ed from the Slovak Republic’s trade freedom score.

FISCAL FREEDOM — 93%
The Slovak Republic enjoys relatively low and flat tax 

rates. Both the income and corporate tax rates are a flat 19 

percent. Other taxes include a value-added tax (VAT) and 

a property tax. In the most recent year, overall tax revenue 

as a percentage of GDP was 18 percent.

FREEDOM FROM GOVERNMENT — 60.8%
Total government expenditures in the Slovak Republic, 

including consumption and transfer payments, are high. 

In the most recent year, government spending equaled 39.3 

percent of GDP, and the government received 9.4 percent of 

its revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 76.7%
Inflation in the Slovak Republic is moderate, averaging 

4.4 percent between 2003 and 2005. Relatively unstable 

prices explain most of the monetary freedom score. As a 

participant in the EU’s Common Agricultural Policy, the 

government subsidizes agricultural production, distort-

ing the prices of agricultural products. The government 

also influences prices through regulation and state-owned 

enterprises and utilities. Consequently, an additional 10 

percent is deducted from the Slovak Republic’s monetary 

freedom score to account for these policies.

INVESTMENT FREEDOM — 70%
There is no screening process for foreign investment, and 

full foreign ownership is permitted in some cases. Foreign 

ownership is limited to 49 percent of the natural gas com-

pany, the electric power producer, electricity distributors, 

and an oil pipeline, and the state retains ownership of the 

railroad rights of way, postal services, water supplies (but 

not suppliers), and forestry companies. Residents may 

establish foreign exchange accounts when staying abroad 

or with permission of the National Bank of Slovakia; non-

residents may hold foreign exchange accounts. There are 

very few controls on capital transactions, except for rules 

governing commercial banking and credit institutions, 

which must abide by existing banking laws.

FINANCIAL FREEDOM — 80%
The Slovak Republic has implemented an aggressive 

privatization program and has adopted reforms to bring 

its financial sector into line with European standards. 

Interest rates have been completely liberalized, and credit 

limits have been abolished. The banking sector, which 

dominates the financial sector, was composed of 18 Slovak 

incorporated banks and six licensed branches of foreign 

banks as of December 2005. The Slovak Republic has sold 

most state-owned banks, and only one medium-size bank 

remains fully owned by domestic owners. Foreign capital 

controls 97 percent of the banking sector. The insurance 

sector is growing but remains limited. Capital markets are 

small, and trading on the two exchanges is relatively light. 

Pension administration companies are required to invest 

at least 30 percent of their assets in Slovakia.

PROPERTY RIGHTS — 50%
The judiciary is independent and effective, although deci-

sions can take years. Slovak courts recognize and enforce 

foreign judgments, subject to the same delays. Corruption 

is present in the court system.

FREEDOM FROM CORRUPTION — 43%
Corruption is perceived as significant. The Slovak Republic 

ranks 47th out of 158 countries in Transparency Interna-

tional’s Corruption Perceptions Index for 2005.

LABOR FREEDOM — 62.5%
The labor market operates under relatively flexible 

employment regulations that could be further improved to 

enhance overall productivity growth. The non-salary cost 

of employing a worker is high, but dismissing a redundant 

employee is not costly. The government’s efforts to reform 

the labor codes, which began in 2003, have contributed to 

increasing labor market flexibility.
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S
lovenia’s economy is 63.6 percent free, according to our 
2007 assessment, which makes it the world’s 58th freest 

economy. Its overall score is 0.1 percentage point higher 
than last year, partially reflecting new methodological 
detail. Slovenia is ranked 27th out of 41 countries in the 
European region, and its overall score is lower than the 
regional average.

Slovenia enjoys high levels of business freedom, invest-
ment freedom, trade freedom, and freedom from corrup-
tion. The average tariff rate is low, although non-tariff 
barriers include distortionary EU subsidies, and business 
regulations are transparent. Foreign investment is encour-
aged, and the streamlining of investment rules has left 
virtually no restrictions on foreign capital. Slovenia has 
low levels of corruption but, as a member of the European 
Union, could still improve.

Slovenia is weak in freedom from government, labor 
freedom, and property rights. Total government spend-
ing equals more than two-fifths of GDP. Slovenia’s labor 
market, like those of many other EU social democracies, 
is highly rigid. The judiciary is constitutionally protective 
of private property but suffers from understaffing, long 
delays in case resolution, and traces of corruption.

BACKGROUND: As the first entity to secede from the for-
mer Yugoslavia in 1991, Slovenia managed to avoid the 
bloody conflict that followed Croatia’s secession. As a 
result, Slovenia’s economic infrastructure was left intact, 
and it continues to be the richest country in East Central 
Europe. The nation was invited to join both NATO and the 
EU in 2002, which it did by referendum approvals in 2004. 
In 2007, Slovenia is expected to become the first former 
Communist state to join the European single currency, the 
euro.

SLOVENIA

Population:  2 million

GDP (PPP):   $41.8 billion
4.2% growth in 2004
3.4% 5-yr. comp. ann. growth
$20,939 per capita

Unemployment:  10.6%

Inflation (CPI):  3.6%

FDI (net inflow):  $18.2 million

Official Development Assistance: 
Multilateral:  $58 million
Bilateral:  $9 million (10% from the U.S.)

External Debt:  $19.0 billion (2005 
estimate)

Exports:  $19.5 billion
Primarily manufactured goods, machin-
ery, transport equipment, chemicals, 
food

Imports:  $19.9 billion
Primarily machinery, transport equip-
ment, manufactured goods, chemicals, 
fuels and lubricants, food

The economy is 63.6% free

Rank: 58
Regional Rank: 27 of 41
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BUSINESS FREEDOM — 74.2%
Starting a business takes an average of 60 days, compared 

to the world average of 48 days. To maximize entrepre-

neurship and job creation, it should be easier to start a com-

pany. Obtaining a business license and closing a business 

are relatively simple. The overall freedom to start, oper-

ate, and close a business is relatively well protected by the 

national regulatory environment.

TRADE FREEDOM — 76.6%
Slovenia’s trade policy is the same as those of other mem-

bers of the European Union. The common EU weighted 

average tariff rate was 1.7 percent in 2005. Various non-tar-

iff barriers are reflected in EU policy, including agricultural 

and manufacturing subsidies, regulatory and licensing 

restrictions, and other market access restrictions. The gov-

ernment also implements burdensome pharmaceutical and 

non-transparent government procurement regulations. 

Consequently, an additional 20 percent is deducted from 

Slovenia’s trade freedom score.

FISCAL FREEDOM — 69.7%
Slovenia has a very high income tax rate and a moderate 

corporate tax rate. The top income tax rate is 50 percent, 

and the top corporate tax rate is 25 percent. Other taxes 

include a value-added tax (VAT), a property transfer tax, 

and a tax on insurance. In the most recent year, overall tax 

revenue as a percentage of GDP was 37.6 percent.

FREEDOM FROM GOVERNMENT — 56.8%
Total government expenditures in Slovenia, including 

consumption and transfer payments, are high. In the most 

recent year, government spending equaled 42.7 percent of 

GDP, and the government received 2 percent of its rev-

enues from state-owned enterprises and government own-

ership of property.

MONETARY FREEDOM — 79%
Inflation in Slovenia is moderate, averaging 3 percent 

between 2003 and 2005. Relatively moderate and unstable 

prices explain most of the monetary freedom score. As a 

participant in the EU’s Common Agricultural Policy, the 

government subsidizes agricultural production, distort-

ing the prices of agricultural products. The government 

also controls pharmaceutical prices and influences prices 

through regulation and state-owned enterprises and utili-

ties. Consequently, an additional 10 percent is deducted 

from Slovenia’s monetary freedom score to account for 

these policies.

INVESTMENT FREEDOM — 70%
Foreign investors are accorded national treatment, restric-

tions on portfolio investment have been abolished, and 

the government has streamlined the investment process. 

Residents and non-residents may hold foreign exchange 

accounts after proving their identity. There are no restric-

tions on payments and transfers. Nearly all restrictions on 

capital and money market instruments were removed in 

2003. Most direct investment is unrestricted, but a license 

is required to invest in the trading or producing of arma-

ments or military equipment. Non-EU foreigners may face 

restrictions on investment in real estate.

FINANCIAL FREEDOM — 50%
Slovenia has been pursuing privatization and financial 

reform to meet EU standards. The banking system is rela-

tively well developed and sound, although concentrated, 

with the top three banks accounting for a majority of bank-

ing assets. At the end of 2004, there were 20 banks and 

two savings institutions. The government owns a majority 

share in Slovenia’s two largest banks and sold 39 percent of 

the largest bank in 2002. The state also owns 85 percent of 

the country’s largest insurer, Zavarovalnica Triglav, which 

dominates the general and life insurance markets. Capital 

markets are relatively small and centered on the Ljubljana 

Stock Exchange.

PROPERTY RIGHTS — 50%
Private property is guaranteed by Slovenia’s constitution, 

but the courts are inadequately staffed and procedurally 

slow, and there are reports of corruption. Investors are usu-

ally frustrated about the weak protection afforded by the 

judiciary.

FREEDOM FROM CORRUPTION — 61%
Corruption is perceived as present. Slovenia ranks 31st out 

of 158 countries in Transparency International’s Corrup-

tion Perceptions Index for 2005.

LABOR FREEDOM — 48.7%
The labor market operates under highly inflexible employ-

ment regulations that retard overall productivity growth. 

The non-salary cost of employing a worker is moderate, 

but dismissing a redundant employee is relatively costly. 

Regulations related to increasing or contracting the num-

ber of work hours are not flexible. Comprehensive over-

hauls to reduce labor market rigidities are necessary to 

foster productivity and job creation.
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World Average = 60.6
Sub-Saharan Africa Average = 54.7

S
outh Africa’s economy is 64.1 percent free, according to 
our 2007 assessment, which makes it the world’s 52nd 

freest economy. Its overall score is 2.2 percentage points 
lower than last year, partially reflecting new methodologi-
cal detail. South Africa is ranked 3rd out of 40 countries 
in the sub-Saharan Africa region, and its overall score is 
much higher than the regional average.

South Africa enjoys fairly high levels of business freedom, 
fiscal freedom, monetary freedom, freedom from govern-
ment, and financial freedom. The government has been 
working to increase the transparency of commercial regu-
lations. Income tax rates are high, but corporate taxes are 
relatively moderate, and overall tax revenue is moderate 
as a percentage of GDP. Inflation is low, and the govern-
ment actively subsidizes the market prices of only a few 
staple goods. South Africa’s financial system is the most 
developed in Africa.

South Africa’s investment freedom, property rights, and 
freedom from corruption could be improved. The judicial 
system is slow, primarily because of understaffing and 
inefficiency. Race laws and unclear regulation hamper 
foreign investment, but the legal environment is free from 
political interference and the threat of expropriation.

BACKGROUND: South Africa is the economic hub of sub-
Saharan Africa, accounting for one-third of regional GDP. 
South Africa is the world’s largest producer of gold and 
platinum, and its well-developed mining, services, manu-
facturing, and agriculture sectors rival those in the devel-
oped world. The government has implemented economic 
reform over the past decade, and growth has improved. 
Obstacles to long-term growth and stability include crime, 
HIV/AIDS, and high unemployment. Powerful unions 
oppose labor market liberalization, and privatization is 
undermined by failure to include major state-owned enter-
prises. President Thabo Mbeki and the African National 
Congress have a commanding majority in parliament.

SOUTH AFRICA

Population:  45.5 million

GDP (PPP):   $509.3 billion
4.5% growth in 2004
3.6% 5-yr. comp. ann. growth
$11,191 per capita

Unemployment:  27.1%

Inflation (CPI):  1.4%

FDI (net inflow):  –$1 billion

Official Development Assistance:  
Multilateral:  $156 million
Bilateral:  $493 million (19% from the 
U.S.)

External Debt:  $28.5 billion

Exports:  $56.7 billion
Primarily gold, diamonds, platinum, 
other metals and minerals, machinery 
and equipment

Imports:  $57.9 billion
Primarily machinery and equipment, 
chemicals, petroleum products, scien-
tific instruments, food

The economy is 64.1% free

Rank: 52
Regional Rank: 3 of 40
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BUSINESS FREEDOM — 70.8%
Starting a business takes an average of 35 days, compared 

to the world average of 48 days. To maximize entrepre-

neurship and job creation, it should be easier to start a com-

pany. Obtaining a business license and closing a business 

are relatively simple. Despite efforts to increase regulatory 

transparency, bureaucratic obstacles and delays persist. 

The overall freedom to start, operate, and close a busi-

ness is relatively well protected by the national regulatory 

environment.

TRADE FREEDOM — 68.8%
South Africa’s weighted average tariff rate was 5.6 percent 

in 2001. Import restrictions, weak enforcement of intel-

lectual property rights, service market barriers, sanitary 

and phytosanitary rules, non-transparent and inefficient 

bureaucracy, excessive regulation, and corruption add to 

the cost of trade. Consequently, an additional 20 percent 

is deducted from South Africa’s trade freedom score to 

account for these non-tariff barriers.

FISCAL FREEDOM — 79.8%
South Africa has a high income tax rate and a moderate 

corporate tax rate. The top income tax rate is 40 percent, 

and the top corporate tax rate is 29 percent. Other taxes 

include a value-added tax (VAT), a property tax, and a cap-

ital gains tax. In the most recent year, overall tax revenue 

as a percentage of GDP was 24.3 percent.

FREEDOM FROM GOVERNMENT — 79.3%
Total government expenditures in South Africa, including 

consumption and transfer payments, are moderate. In the 

most recent year, government spending equaled 26.3 per-

cent of GDP, and the government received 13.7 percent of 

its revenues from state-owned enterprises and government 

ownership of property. The state still exerts monopolistic 

controls over enterprises in some sectors.

MONETARY FREEDOM — 78.8%
Inflation in South Africa is moderate, averaging 3.1 percent 

between 2003 and 2005. Relatively moderate and unstable 

prices explain most of the monetary freedom score. Prices 

are generally set by the market, the exceptions being the 

prices of petroleum products, coal, paraffin, and utilities, 

and the government influences prices through regulation, 

state-owned enterprises, and support programs. Conse-

quently, an additional 10 percent is deducted from South 

Africa’s monetary freedom score to account for these 

policies.

INVESTMENT FREEDOM — 50%
South Africa permits foreign investment in most sectors 

and generally does not restrict the form or extent of foreign 

investment. The Black Economic Empowerment strategy 

establishes a scorecard with targets for equity ownership, 

management, procurement, and equality in employment 

for “historically disadvantaged” individuals. Unclear regu-

lations in key sectors and rigid labor laws are disincentives. 

Residents may establish foreign exchange accounts through 

authorized dealers, subject to government approval and 

quantitative limits. Non-residents may hold them with 

authorized dealers. Many payments, capital transactions, 

and transfers are subject to restrictions, controls, quantita-

tive limits, and prior approval.

FINANCIAL FREEDOM — 60%
South Africa’s financial system is the most advanced in 

Africa. Financial regulations are generally consistent with 

international standards. However, under the Financial 

Services Charter, which establishes a scorecard to measure 

progress in empowering “historically disadvantaged” 

individuals and communities, banks must have black own-

ership of 25 percent by 2010, direct a portion of after-tax 

profits to specific projects, and employ a fair representa-

tion of disadvantaged individuals in management. Bank-

ing is dominated by the “Big Four” banks, which together 

account for about 80 percent of assets. There are 65 foreign 

banks. Foreign ownership must be approved by the gov-

ernment. A large number of microfinance institutions are 

active. The insurance industry is well-capitalized and has 

166 firms. Capital markets are well developed, and the JSE 

Securities Exchange is one of the world’s 20 largest.

PROPERTY RIGHTS — 50%
The threat of expropriation is low. The judiciary is indepen-

dent, and contractual arrangements are generally secure. 

However, the judiciary is understaffed, underfunded, and 

overburdened.

FREEDOM FROM CORRUPTION — 45%
Corruption is perceived as significant. South Africa ranks 

46th out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 58.5%
The labor market operates under inflexible employment 

regulations that hinder overall productivity growth. The 

non-salary cost of employing a worker is low, but dismiss-

ing a redundant employee can be cumbersome. Businesses 

characterize South Africa’s labor market as overly regu-

lated and have urged the government to amend some of 

the recently passed labor codes.
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S
pain’s economy is 70.9 percent free, according to our 
2007 assessment, which makes it the world’s 27th freest 

economy. Its overall score is 0.3 percentage point higher 
than last year, partially reflecting new methodological 
detail. Spain is ranked 16th out of 41 countries in the Euro-
pean region, and its overall score is slightly higher than 
the regional average.

Spain enjoys high levels of business freedom, trade free-
dom, monetary freedom, investment freedom, property 
rights, and freedom from corruption. The average tariff 
rate is low, but non-tariff barriers include distortionary 
European Union subsidies on agriculture and other goods. 
The government has tried to streamline business red tape 
and has improved licensing procedures. Inflation is low, 
and foreign investment is subject to few government 
restrictions. The judiciary is independent of politics, as in 
most other EU countries, but case resolution is extremely 
slow.

Spain is relatively weak in freedom from government and 
labor freedom. Total government spending equals almost 
two-fifths of GDP. Spain’s labor market is highly restric-
tive in many ways, from a strict limit on the number of 
workweek hours to employment severance procedures.

BACKGROUND: Many years of brisk growth characterized 
by strong job creation, structural reforms, and sound fiscal 
policy are a major part of former Spanish Prime Minis-
ter José María Aznar’s legacy from 1996 to 2004. The new 
premier, José Luis Rodríguez Zapatero, won office in the 
wake of the pre-election al-Qaeda bombings in Madrid in 
2004. The new socialist government has not undermined 
Aznar’s economic achievement, however. Gross domestic 
product has continued to grow respectably, and unem-
ployment—long the scourge of modern Spain—continues 
to decline. The key to continued growth lies in improving 
sluggish labor productivity.

SPAIN

Population:  42.7 million

GDP (PPP):   $1.1 trillion
3.1% growth in 2004
3.5% 5-yr. comp. ann. growth
$25,047 per capita

Unemployment:  11%

Inflation (CPI):  3.03%

FDI (net inflow):  –$35.9 billion

Official Development Assistance:  
Multilateral:  None
Bilateral:  None

External Debt:  $970.7 billion (2005 
estimate)

Exports:  $269.0 billion
Primarily machinery, motor vehicles, 
food, pharmaceuticals, medicines, other 
consumer goods

Imports:  $307.4 billion
Primarily machinery and equipment, 
fuels, chemicals, semi-finished goods, 
food, consumer goods, measuring and 
medical control instruments

The economy is 70.9% free

Rank: 27
Regional Rank: 16 of 41
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BUSINESS FREEDOM — 77.1%
Starting a business takes an average of 47 days, compared 

to the world average of 48 days. To maximize entrepreneur-

ship and job creation, it should be easier to start a company. 

Obtaining a business license can be relatively simple, and 

closing a business is easy. Although the government has 

streamlined its regulatory regime, bureaucratic obstacles 

and delays remain problems. The overall freedom to start, 

operate, and close a business is relatively well protected by 

the national regulatory environment.

TRADE FREEDOM — 76.6%
Spain’s trade policy is the same as those of other members 

of the European Union. The common EU weighted aver-

age tariff rate was 1.7 percent in 2005. Various non-tariff 

barriers are reflected in EU policy, including agricultural 

and manufacturing subsidies, regulatory and licensing 

restrictions, and other market access restrictions. The gov-

ernment also implements burdensome pharmaceutical and 

biotechnology regulations and service market access bar-

riers, and the protection of intellectual property rights can 

be problematic. Consequently, an additional 20 percent is 

deducted from Spain’s trade freedom score.

FISCAL FREEDOM — 70.1%
Spain has burdensome tax rates. The top income tax rate 

is 45 percent, and the top corporate tax rate is 35 percent. 

Other taxes include a value-added tax (VAT), a property 

tax, and a transportation tax. In the most recent year, over-

all tax revenue as a percentage of GDP was 35.1 percent.

FREEDOM FROM GOVERNMENT — 63.6%
Total government expenditures in Spain, including con-

sumption and transfer payments, are moderate. In the 

most recent year, government spending equaled 38.8 per-

cent of GDP, and the government received 3.7 percent of 

its revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 78.6%
Spain is a member of the euro zone. Inflation in Spain is 

moderate, averaging 3.3 percent between 2003 and 2005. 

Nearly stable prices explain most of the monetary freedom 

score. As a participant in the EU’s Common Agricultural 

Policy, the government subsidizes agricultural produc-

tion, distorting the prices of agricultural products. The 

government also influences prices through regulation and 

state-owned enterprises and utilities. Consequently, an 

additional 10 percent is deducted from Spain’s monetary 

freedom score to account for these policies.

INVESTMENT FREEDOM — 70%
Spain maintains few restrictions on foreign investment. 

Spanish law permits foreign investment of up to 100 per-

cent of equity, and capital movements have been com-

pletely liberalized. Activities related to national defense 

require prior approval. In May 2006, a decree law was 

approved allowing the government to stop public offers 

from foreign companies to acquire domestic firms. There 

are no restrictions or controls on resident or non-resident 

foreign exchange accounts, repatriation of profits, and pro-

ceeds from invisible transactions. Current transfers are not 

restricted but must be declared to deposit institutions. The 

Bank of Spain requires reporting on most credit and lend-

ing activities.

FINANCIAL FREEDOM — 80%
Spain’s financial sectors are diverse, modern, and fully 

integrated into international financial markets. Spain 

has 348 credit entities, including private banks, savings 

banks, credit unions, finance houses, and branches of 

foreign banks headquartered in non-EU countries. Two 

large private commercial banks, Banco Santander Central 

Hispano and Banco Bilbao Vizcaya Argentaria, dominate 

the banking sector and account for over half of banking 

assets. Sixty-one foreign banks together account for less 

than 15 percent of total banking assets. The government 

provides subsidized financing through several modest 

credit institutions. The insurance sector has over 300 insur-

ers, and foreign companies are among the industry leaders. 

Capital markets are well developed and open to foreign 

investors.

PROPERTY RIGHTS — 70%
The judiciary is independent in practice, but bureaucratic 

obstacles at the national and state levels are significant. 

Contracts are secure, although the courts are very slow to 

enforce contracts when they are not honored.

FREEDOM FROM CORRUPTION — 70%
Corruption is perceived as minimal. Spain ranks 23rd out 

of 158 countries in Transparency International’s Corrup-

tion Perceptions Index for 2005.

LABOR FREEDOM — 52.7%
The labor market operates under inflexible employment 

regulations that hinder overall productivity growth. Regu-

lations on increasing or contracting the number of work 

hours are rigid. The non-salary cost of employing a worker 

is high, and dismissing a redundant employee is relatively 

costly.
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S
ri Lanka’s economy is 59.3 percent free, according to 
our 2007 assessment, which makes it the world’s 84th 

freest economy. Its overall score is 0.8 percentage point 
lower than last year, partially reflecting new methodologi-
cal detail. Sri Lanka is ranked 14th out of 30 countries in 
the Asia–Pacific region, and its overall score is equal to the 
regional average.

Sri Lanka scores well in fiscal freedom and freedom from 
government. Income and corporate tax rates are moderate, 
and overall tax revenue is relatively low as a percentage 
of GDP. Total government expenditures in Sri Lanka equal 
slightly more than one-fifth of GDP, and state-owned busi-
nesses generate only a small portion of total tax revenue.

As a developing Asian nation with widespread civil 
unrest, Sri Lanka faces serious challenges. Investment 
freedom, financial freedom, monetary freedom, property 
rights, and freedom from corruption all score poorly. The 
government generally welcomes foreign capital, but a host 
of formal restrictions and the security situation are deter-
rents. Sri Lanka’s financial system is small but growing 
and would benefit from greater transparency. Inflation 
is high, and the government directly subsidizes a wide 
array of goods. The judicial system is not independent of 
political interference and is subject to corruption as well 
as extensive delays in resolving cases.

BACKGROUND: As of August 2006, Sri Lanka’s shaky 
cease-fire was holding, and both sides remained engaged 
in negotiations. But President Mahinda Rajapske, elected 
in November 2005, is considered a hard-liner on negotia-
tions with the Liberation Tigers of Tamil Eelam, and nego-
tiations have progressed slowly. The civil war continues 
to hinder development, as reflected by the high number 
of people still involved in agriculture and the fact that 
industry still contributes little to the economy. Services 
contribute a fair amount to GDP and to opportunities in 
the labor pool.

SRI LANKA

Population:  19.4 million

GDP (PPP):   $85.2 billion
5.4% growth in 2004
3.9% 5-yr. comp. ann. growth
$4,390 per capita

Unemployment:  8.3%

Inflation (CPI):  7.6%

FDI (net inflow):  $227 million

Official Development Assistance:  
Multilateral:  $246 million
Bilateral:  $552 million (4% from the U.S.)

External Debt:  $10.9 billion

Exports:  $7.3 billion
Primarily textiles, apparel, tea, spices, 
diamonds, emeralds, rubies, coconut 
products, rubber manufactures, fish

Imports:  $9.1 billion
Primarily textile fabrics, mineral prod-
ucts, petroleum, foodstuffs, machinery, 
transportation equipment

The economy is 59.3% free

Rank: 84
Regional Rank: 14 of 30
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BUSINESS FREEDOM — 69.2%
Starting a business takes an average of 50 days, compared 

to the world average of 48 days. To maximize entrepre-

neurship and job creation, it should be easier to start a 

company. Both obtaining a business license and closing a 

business are relatively simple. However, enforcement of 

commercial codes can be deficient, and transparency is 

lacking. The overall freedom to start, operate, and close a 

business is relatively well protected by the national regula-

tory environment.

TRADE FREEDOM — 66.6%
Sri Lanka’s weighted average tariff rate was 6.7 percent 

in 2004. Import restrictions, restrictive import taxes, 

numerous import fees, weak enforcement of intellectual 

property rights, service market barriers, non-transparent 

government procurement policies, export subsidies, and 

export controls add to the cost of trade. Consequently, an 

additional 20 percent is deducted from Sri Lanka’s trade 

freedom score to account for these non-tariff barriers.

FISCAL FREEDOM — 85.7%
Sri Lanka has burdensome tax rates. The top income tax 

rate is 30 percent, and the top corporate tax rate is 32.5 

percent. Other taxes include a value-added tax (VAT), 

a property tax, and a tax on interest. In the most recent 

year, overall tax revenue as a percentage of GDP was 13.9 

percent.

FREEDOM FROM GOVERNMENT — 85.7%
Total government expenditures in Sri Lanka, including 

consumption and transfer payments, are moderate. In the 

most recent year, government spending equaled 23.5 per-

cent of GDP, and the government received 4.3 percent of 

its revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 69.8%
Inflation in Sri Lanka is high, averaging 10.2 percent 

between 2003 and 2005. Such unstable prices explain most 

of the monetary freedom score. The government influences 

prices through regulation, state-owned enterprises, and 

subsidies for a wide array of goods, including petroleum 

products, fertilizer, and electricity. Consequently, an addi-

tional 10 percent is deducted from Sri Lanka’s monetary 

freedom score to account for these policies.

INVESTMENT FREEDOM — 30%
Foreign investment, although generally welcomed, is pro-

hibited in non-bank lending, pawnbroking, and retail trade 

with a capital investment of less than $1 million (with some 

exceptions). Foreign investment is screened and approved 

on a case-by-case basis when foreign equity exceeds 40 

percent in several sectors. Outward direct investment 

must be approved by the government. Residents and non-

residents may hold foreign exchange accounts subject to 

requirements, including government approval in some 

cases. There are strict reporting requirements and limits 

on payments and transfers. Capital transactions are sub-

ject to many restrictions and government approval in some 

cases.

FINANCIAL FREEDOM — 40%
Sri Lanka’s financial system remains subject to extensive 

government influence but has been growing rapidly as the 

government has pursued privatization and liberalization. 

Regulations are largely consistent with international stan-

dards, but supervision and enforcement are insufficient. 

The central bank is not independent. Foreign investors are 

free to access domestic capital markets, and the govern-

ment allows 100 percent foreign ownership of commercial 

banks, insurance services, and stockbroker services. The 

government influences the allocation of credit and has a 

virtual monopoly on the management of long-term sav-

ings, using half of domestic financial resources to finance 

government borrowing. The two state-owned banks con-

trol 45 percent of banking assets. The insurance sector has 

13 insurers, and the largest firm, which controls 40 percent 

of premiums, was privatized in 2003. Capital markets are 

centered on the Colombo Stock Exchange, which is modern 

but relatively small.

PROPERTY RIGHTS — 50%
The judiciary is influenced by other branches of govern-

ment. The system is subject to extensive delays in litiga-

tion that lead investors most often to pursue out-of-court 

settlements.

FREEDOM FROM CORRUPTION — 32%
Corruption is perceived as significant. Sri Lanka ranks 78th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 63.9%
The labor market operates under relatively flexible employ-

ment regulations that could be improved to enhance over-

all productivity growth. The non-salary cost of employing 

a worker is moderate, but dismissing a redundant employ-

ee can be difficult.
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M
ost of Sudan’s economic freedom cannot be grad-
ed because of the violence and genocide that have 

wracked the country in recent years. The last time Sudan 
was wholly graded was in 2000, when it received a score 
of 46.8 percent.

Trade freedom, monetary freedom, and freedom from cor-
ruption are all weak. Sudan’s average tariff rate is very 
high, and significant non-tariff barriers further impede 
trade. Inflation is also high, and the state subsidizes a 
wide array of goods. Khartoum’s government is rife with 
corruption: Sudan is one of the world’s 20 most corrupt 
nations.

BACKGROUND: Sudan is Africa’s largest country and has 
a long history of internal conflict. President Omar Has-
san al-Bashir’s government has ruled since a 1989 military 
coup. A January 2005 peace agreement ended the decades-
long civil war between the government in Khartoum and 
the Sudan People’s Liberation Movement/Army. In the 
western Darfur region, conflict between government-sup-
ported militia groups and rebels has resulted in 200,000 
deaths and 2 million displaced persons. Sudan’s economy 
is hindered by instability, poor infrastructure, economic 
mismanagement, and corruption. Until significant oil 
production began in 2000, the economy was predomi-
nantly agrarian, and most Sudanese remain engaged in 
agriculture.

SUDAN

Population:  35.5 million

GDP (PPP):   $69.2 billion
5.2% growth in 2004
6.3% 5-yr. comp. ann. growth
$1,949 per capita

Unemployment:  18.7% (2002 estimate)

Inflation (CPI):  8.4%

FDI (net inflow):  $1.5 billion (gross)

Official Development Assistance:  
Multilateral:  $136 million
Bilateral:  $789 million (48% from the 
U.S.)

External Debt:  $19.3 billion

Exports:  $3.8 billion
Primarily oil and petroleum products, 
cotton, sesame, livestock, groundnuts, 
gum arabic, sugar

Imports:  $4.7 billion
Primarily food, manufactured goods, 
refinery and transport equipment, med-
icines, chemicals, textiles, wheat

The economy is not graded

Rank: Not Ranked
Regional Rank: Not Ranked
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BUSINESS FREEDOM — NOT GRADED
Starting a business takes an average of 39 days, compared 

to the world average of 48 days. It takes 17 days to obtain a 

business license in Sudan. Regulations are often character-

ized as inconsistent, uneven, and lacking in transparency.

TRADE FREEDOM — NOT GRADED
Sudan’s weighted average tariff rate was 19.6 percent in 

2002. The government has made some progress in liberaliz-

ing the trade regime, but non-transparent and burdensome 

customs implementation, discriminatory taxes, significant 

delays in customs clearance, and corruption add to the cost 

of trade. Consequently, if Sudan were graded this year, an 

additional 20 percent would be deducted from its trade 

freedom score to account for these non-tariff barriers.

FISCAL FREEDOM — NOT GRADED
Sudan has a low income tax rate but a burdensome cor-

porate tax rate. The top income tax rate is 20 percent, but 

the top corporate tax rate is 35 percent. In the most recent 

year, overall tax revenue as a percentage of GDP was 7.8 

percent.

FREEDOM FROM GOVERNMENT — NOT GRADED
Total government expenditures in Sudan, including con-

sumption and transfer payments, are low. In the most 

recent year, government spending equaled 18.9 percent of 

GDP.

MONETARY FREEDOM — NOT GRADED
Inflation in Sudan is high, averaging 8.4 percent between 

2003 and 2005. The government is able to influence prices 

through regulation, a wide range of subsidies, and state-

owned enterprises and utilities, and petroleum products 

are both subsidized and subject to price controls. Conse-

quently, if Sudan were graded this year, an additional 10 

percent would be deducted from its monetary freedom 

score to account for these policies.

INVESTMENT FREEDOM — NOT GRADED
Foreign investment in Sudan is restricted by cumbersome 

regulations, political instability, and corruption. The gov-

ernment is seeking foreign investment for the privatiza-

tion of state-owned enterprises, but SOEs are in such poor 

shape and the level of corruption is so high that inves-

tors do not find them an attractive prospect. All residents 

(except the government, public institutions, and public 

enterprises) may hold foreign exchange accounts. Non-

residents may hold foreign exchange accounts only with 

government approval. Controls apply to all transactions 

involving capital market securities, money market instru-

ments, credit operations, and outward direct investment.

FINANCIAL FREEDOM — NOT GRADED
Sudan’s financial system is underdeveloped, small, and 

largely bound by Islamic financial principles that include 

a prohibition on charging interest. Under the North–South 

peace agreement, banks operating in the South do not have 

to abide by Islamic principles. Supervision and regulation 

are weak. There are 26 commercial banks in Sudan, includ-

ing 17 that are completely or majority privately owned and 

seven that are state-owned. The government continues to 

direct the allocation of credit, and non-performing loans 

are a problem. The insurance sector is small. Capital mar-

kets are very small and focused on trading bank shares on 

the Khartoum Stock Exchange.

PROPERTY RIGHTS — NOT GRADED
There is little respect for private property in Sudan. The 

government influences the judiciary. The military and civil 

authorities do not follow due process to protect private 

property rights.

FREEDOM FROM CORRUPTION — NOT GRADED
Corruption is perceived as widespread. Sudan ranks 144th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — NOT GRADED
The non-salary cost of employing a worker is high, and 

dismissing a redundant employee is costly. Regulations 

related to increasing or contracting the number of work 

hours are not flexible.
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S
uriname’s economy is 52.6 percent free, according to 
our 2007 assessment, which makes it the world’s 133rd 

freest economy. Its overall score is 0.6 percentage point 
lower than last year, partially reflecting new methodolog-
ical detail. Suriname is ranked 26th out of 29 countries 
in the Americas, and its overall score is lower than the 
regional average.

Suriname scores well in only one area: labor freedom. 
The country’s labor market is flexible, and the combina-
tion of no minimum wage and low non-salary costs of 
employment gives Suriname a high labor freedom score. 
Corruption is present in the civil service, although not as 
extensively as it is in other developing countries.

Most economic freedoms are weak in Suriname. Open-
ing a business takes almost 15 times the world average 
time, and commercial operations are hamstrung by red 
tape. The government dominates economic activities. 
One central authority has been set up to coordinate for-
eign investment, but foreign investors still do not receive 
equal treatment under the law. Tax rates, inflation, and 
government spending are all high. Suriname’s financial 
system is small, and the regulations that exist are antiquat-
ed. Banking is subject to substantial political interference. 
The judicial system is understaffed, and case backlogs are 
extensive.

BACKGROUND: Suriname has gone through five peace-
ful changes of government since becoming a presidential 
democracy in 1991. Ronald Venetiaan won the presidency 
in September 2005. Suriname is rich in natural resources, 
especially timber and minerals, and has reserves of baux-
ite, gold, nickel, and silver. However, it remains one of the 
region’s poorest and least-developed countries. Agricul-
ture accounts for 8.6 percent of gross domestic product, 
and mining accounts for over 10 percent of GDP. The pub-
lic sector is the primary employer, with half of the labor 
force on its rolls. Fiscal budget deficits remain the most 
pressing economic problem.

SURINAME

Population:  0.5 million

GDP (PPP):   $2.8 billion (2005 estimate)
7.8% growth in 2004
4.1% 5-yr. comp. ann. growth
$4,100 per capita (2005 
estimate)

Unemployment:  9.5%

Inflation (CPI):  9.1%

FDI (net inflow):  –$60 million (gross)

Official Development Assistance:  
Multilateral:  $8 million
Bilateral:  $40 million (3% from the U.S.)

External Debt:  $503.4 million (2005 
estimate)

Exports:  $923.5 million
Primarily alumina, crude oil, lumber, 
shrimp, fish, rice, bananas

Imports:  $1.0 billion
Primarily capital equipment, petroleum, 
food, cotton, consumer goods

The economy is 52.6% free

Rank: 133
Regional Rank: 26 of 29
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BUSINESS FREEDOM — 42%
Starting a business takes an average of 694 days, compared 

to the world average of 48 days. To maximize entrepre-

neurship and job creation, it should be easier to start a 

company. Closing a business is very difficult. The overall 

freedom to start, operate, and close a business is seriously 

restricted by the national regulatory environment.

TRADE FREEDOM — 55%
Suriname’s weighted average tariff rate was 12.5 percent 

in 2000. The government has made progress toward liber-

alizing the trade regime, but non-transparent regulations 

and standards, import and export taxes, and import and 

export restrictions add to the cost of trade. Consequently, 

an additional 20 percent is deducted from Suriname’s trade 

freedom score to account for these non-tariff barriers.

FISCAL FREEDOM — 76.3%
Suriname has high tax rates. The top income tax rate is 38 

percent, and the top corporate tax rate is 36 percent. Other 

taxes include a property tax and a tax on dividends. In the 

most recent year, overall tax revenue as a percentage of 

GDP was 28.5 percent.

FREEDOM FROM GOVERNMENT — 65.3%
Despite some reforms, the state still dominates economic 

activity in Suriname. Total government expenditures in 

Suriname, including consumption and transfer payments, 

are high. In the most recent year, government spending 

equaled 37.1 percent of GDP, and the government received 

7.8 percent of its revenues from state-owned enterprises 

and government ownership of property.

MONETARY FREEDOM — 69.1%
Inflation in Suriname is high, averaging 10.9 percent 

between 2003 and 2005. Highly unstable prices explain 

most of the monetary freedom score. The government 

is able to influence prices through regulation and state-

owned enterprises and utilities, and prices of basic food 

items are controlled. Consequently, an additional 10 per-

cent is deducted from Suriname’s monetary freedom score 

to account for these policies.

INVESTMENT FREEDOM — 30%
The government has created a new institute, InvestSur, 

to process applications for investment requests, settle 

disputes, and help investors. Foreign companies do not 

receive equal treatment. Residents may hold foreign 

exchange accounts provided that the funds did not come 

from sales of real estate in Suriname. Non-residents may 

open foreign exchange accounts in U.S. dollars and with 

the approval of the Foreign Exchange Commission. Pay-

ments and transfers face various quantitative limits and 

approval requirements. Capital transactions involving out-

ward remittances of foreign exchange require the approval 

of the Foreign Exchange Commission.

FINANCIAL FREEDOM — 30%
Suriname’s financial system is underdeveloped and subject 

to extensive government influence. Financial regulations 

are antiquated, and supervision is poor. Of the country’s 

eight banks, three controlled over 85 percent of banking 

deposits as of 2004. The state owns a majority of two of 

the three major banks. The financial health of these banks 

is poor, and non-performing loans are a problem. The third 

major bank is owned by a parent company in Trinidad and 

Tobago. The non-banking financial sector, including insur-

ance and pension funds, is small and underdeveloped. 

Capital markets are slight and focused on the small stock 

market, which listed 11 companies as of May 2006.

PROPERTY RIGHTS — 50%
Private property is not well protected in Suriname. There 

is a severe shortage of judges, and dispute settlement can 

be extremely time-consuming.

FREEDOM FROM CORRUPTION — 32%
Corruption is perceived as significant. Suriname ranks 78th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 75.9%
The labor market operates under relatively flexible employ-

ment regulations that could be improved to enhance over-

all productivity growth. The non-salary cost of employing 

a worker is low, but dismissing a redundant employee 

can be costly. There is no minimum wage legislation in 

Suriname.
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S
waziland’s economy is 61.6 percent free, according to 
our 2007 assessment, which makes it the world’s 64th 

freest economy. Its overall score is 0.6 percentage point 
lower than last year, partially reflecting new methodologi-
cal detail. Swaziland is ranked 6th out of 40 countries in 
the sub-Saharan Africa region, and its overall score is 
higher than the regional average.

Swaziland scores highly in several areas, including busi-
ness freedom, fiscal freedom, and labor freedom. The 
government maintains a business-friendly environment, 
and licensing procedures are simple, although opening an 
enterprise takes longer than the world average. The top 
income and corporate tax rates in Swaziland are moderate, 
and overall tax revenue is not overwhelmingly high as a 
percentage of GDP. The labor sector in Swaziland is flex-
ible, but dismissing a redundant employee can be costly.

Swaziland is weak in freedom from corruption, freedom 
from government, investment freedom, property rights, 
trade freedom, and financial freedom. Though inflation 
is fairly low, the government distorts the price of certain 
goods through direct subsidies. Total government expen-
ditures equal about a third of national GDP. Corruption is 
rampant. Swaziland’s financial sector is extremely small 
and subject to political interference and unclear rules.

BACKGROUND: The economy of this landlocked Southeast 
African nation is dependent on South Africa, which is 
the source of most imports and the destination for most 
exports. Most of the population is rural and engages in 
subsistence agriculture or herding. Progress toward eco-
nomic liberalization and privatization has been slow, and 
corruption remains a problem. Under the new constitu-
tion, King Mswati III of Swaziland holds supreme execu-
tive, legislative, and judiciary powers. However, much 
authority is delegated to the prime minister, his cabinet, 
and traditional government structures. Swaziland has one 
of the world’s highest HIV/AIDS rates: an estimated 42 
percent of adults.

SWAZILAND

Population:  1.1 million

GDP (PPP):   $6.3 billion
2.1% growth in 2004
2.3% 5-yr. comp. ann. growth
$5,638 per capita

Unemployment:  40% (2005 estimate)

Inflation (CPI):  3.4%

FDI (net inflow):  $65.1 million

Official Development Assistance:  
Multilateral:  $15 million
Bilateral:  $112 million (1.4% from the 
U.S.)

External Debt:  $470.0 million

Exports:  $2.4 billion
Primarily soft drink concentrates, sugar, 
wood pulp, cotton yarn, refrigerators, 
citrus, canned fruit

Imports:  $2.4 billion
Primarily motor vehicles, machinery, 
transport equipment, food, petroleum 
products, chemicals

The economy is 61.6% free

Rank: 64
Regional Rank: 6 of 40
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BUSINESS FREEDOM — 71.5%
Starting a business takes an average of 61 days, compared 

to the world average of 48 days. To maximize entrepre-

neurship and job creation, it should be easier to start a 

company. Both obtaining a business license and closing a 

business can be simple. The overall freedom to start, oper-

ate, and close a business is relatively well protected by the 

national regulatory environment.

TRADE FREEDOM — 59%
Swaziland’s weighted average tariff rate was 10.5 per-

cent in 2005. Select import permit requirements and weak 

enforcement of intellectual property rights also add to the 

cost of trade. Consequently, an additional 20 percent is 

deducted from Swaziland’s trade freedom score to account 

for these non-tariff barriers.

FISCAL FREEDOM — 81.5%
Swaziland has moderately high tax rates. The top income 

tax rate is 33 percent, and the top corporate tax rate is 30 

percent. Other taxes include a real estate tax and a fuel tax. 

In the most recent year, overall tax revenue as a percentage 

of GDP was 28 percent.

FREEDOM FROM GOVERNMENT — 73.3%
Total government expenditures in Swaziland, including 

consumption and transfer payments, are high. In the most 

recent year, government spending equaled 33.6 percent of 

GDP, and the government received 1 percent of its rev-

enues from state-owned enterprises and government own-

ership of property.

MONETARY FREEDOM — 76.3%
Inflation in Swaziland is moderate, averaging 4.7 percent 

between 2003 and 2005. Relatively moderate and unstable 

prices explain most of the monetary freedom score. The 

government is able to influence prices through regulation 

and numerous state-owned enterprises and utilities, and 

government administered prices account for approximate-

ly 16 percent of the consumer price index. Consequently, 

an additional 10 percent is deducted from Swaziland’s 

monetary freedom score to account for these policies.

INVESTMENT FREEDOM — 50%
The foreign investment laws are not clear and are highly 

affected by government statements and decrees. All foreign 

workers must have permits, and the process involved in 

obtaining these permits can be both time-consuming and 

cumbersome. Both residents and non-residents may hold 

foreign exchange accounts, but residents face restrictions. 

Payments and transfers, while not usually restricted, are 

subject to quantitative limits and government approval in 

some cases. The central bank must approve most inward 

capital transfers. Most other capital transactions require 

documentation or face restrictions. Real estate transactions 

by non-residents must be approved.

FINANCIAL FREEDOM — 50%
Swaziland’s financial system is very small and subject to 

considerable government influence. The banking sector is 

composed of three foreign-owned private banks, a state-

owned bank, and a state-owned housing bank. There also 

are over 150 microfinance institutions. Supervision of the 

banking sector is insufficient. The non-bank financial sec-

tor is dominated by the government. As of September 2005, 

the government owned 41 percent of the Swaziland Royal 

Insurance Corporation, which has a monopoly in the insur-

ance sector. Two state-owned pension funds dominate the 

pension sector. Capital markets are slight and centered on 

the Swaziland Stock Exchange, which listed six companies 

in September 2005, and a small bond market.

PROPERTY RIGHTS — 50%
The judiciary suffers from inadequate training, low sala-

ries, and a small budget. Delays are common. The execu-

tive exerts significant influence over judges’ decisions.

FREEDOM FROM CORRUPTION — 27%
Corruption is perceived as widespread. Swaziland ranks 

103rd out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 77.2%
The labor market operates under relatively flexible employ-

ment regulations that could be improved to enhance over-

all productivity growth. The non-salary cost of employing 

a worker is low, but dismissing a redundant employee can 

be costly.

SWAZILAND’S TEN ECONOMIC FREEDOMS

Business Freedom
Trade Freedom 
Fiscal Freedom

Fdm fm Government
Monetary Freedom

 Investment Freedom
Financial Freedom

Property Rights
 Fdm fm Corruption

 Labor Freedom

100 = most free,         = world average

0 50 100

350 2007 Index of Economic Freedom

 71.5  
 59  
 81.5  
 73.3  
 76.3  
 50  
 50  
 50  
 27  
 77.2

L
L

L

L
L

L
L
L
L

L



Europe Average = 67.5
World Average = 60.6

100

80

60

40

20

0
1995 2007

351

Q U I C K  FAC T S 

How Do We Measure Economic Freedom? See Chapter 
3 (page 37) for an explanation of the methodology or 
visit the Index Web site at heritage.org/index.

S
weden’s economy is 72.6 percent free, according to our 
2007 assessment, which makes it the world’s 21st freest 

economy. Its overall score is 1.4 percentage points lower 
than last year, partially reflecting new methodological 
detail. Sweden is ranked 13th out of 41 countries in the 
European region, and its overall score is higher than the 
regional average.

Sweden enjoys high levels of investment freedom, trade 
freedom, financial freedom, property rights, business free-
dom, freedom from corruption, and monetary freedom. 
The average tariff rate is low, although non-tariff barri-
ers include distortionary European Union subsidies, and 
business regulation is efficient. Virtually all commercial 
operations are simple and transparent. Inflation is low. 
Foreign investment is permitted without government 
approval, though capital is subject to restrictions in some 
areas. Sweden’s financial sector is highly developed, and 
the Stockholm stock market is open to foreign investment. 
The judiciary, independent of politics and free of corrup-
tion, has an exemplary ability to protect property rights.

Sweden is weaker in fiscal freedom, freedom from gov-
ernment, and labor freedom. The top income tax rate of 
60 percent is one of the highest in the world, and total 
government spending equals more than half of GDP. The 
labor market is over-regulated, and the costs of employing 
and dismissing workers are significant.

BACKGROUND: Renowned for its economic model of pub-
lic–private partnerships, Sweden has enjoyed a buoyant 
economy since becoming a member of the EU in 1995. 
Sweden relies heavily on international trade, with total 
trade accounting for more that 50 percent of GDP. Job cre-
ation in the private sector remains low, and as of this writ-
ing, this was seen as a possible catalyst for the removal of 
Goran Persson’s Social Democratic–led coalition govern-
ment in September 2006. Sweden’s main exports include 
paper products, machinery and transport equipment, and 
chemicals.

SWEDEN

Population:  9 million

GDP (PPP):   $265.6 billion
3.7% growth in 2004
2.6% 5-yr. comp. ann. growth
$29,541 per capita

Unemployment:  5.5%

Inflation (CPI):  0.4%

FDI (net inflow):  –$15.5 billion

Official Development Assistance:  
Multilateral:  None
Bilateral:  None

External Debt:  $516.1 billion (2005)

Exports:  $163.9 billion
Primarily machinery, motor vehicles, 
paper products, pulp and wood, iron 
and steel products, chemicals

Imports:  $134.9 billion
Primarily machinery, petroleum and 
petroleum products, chemicals, motor 
vehicles, iron and steel, food, clothing

The economy is 72.6% free

Rank: 21
Regional Rank: 13 of 41

@ @ @ @ @ @ @ @ @ @ @
@ @

@ @
@ @ @

@ @
@ @ @ @

@ @

@ @
@ @ @ @ @

@ @ @
@

@ @



BUSINESS FREEDOM — 95%
Starting a business takes an average of 16 days, compared 

to the world average of 48 days. The business environ-

ment has allowed entrepreneurship to flourish in Sweden. 

Obtaining a business license is very simple, and closing 

a business is easy. The overall freedom to start, operate, 

and close a business is strongly protected by the national 

regulatory environment.

TRADE FREEDOM — 76.6%
Sweden’s trade policy is the same as those of other mem-

bers of the European Union. The common EU weighted 

average tariff rate was 1.7 percent in 2005. Various non-tar-

iff barriers are reflected in EU policy, including agricultural 

and manufacturing subsidies, regulatory and licensing 

restrictions, and other market access restrictions. The 

government also implements burdensome sanitary and 

phytosanitary regulations, and the enforcement of intel-

lectual property rights can be problematic. Consequently, 

an additional 20 percent is deducted from Sweden’s trade 

freedom score.

FISCAL FREEDOM — 53.6%
Sweden has a very high income tax rate and a moderate 

corporate tax rate. The top income tax rate is 60 percent, 

making Sweden’s income tax burden one of the heaviest 

in the world, and the top corporate tax rate is 28 percent. 

Other taxes include a value-added tax (VAT) and a capital 

gains tax. There has been debate over the wealth tax. In 

the most recent year, overall tax revenue as a percentage 

of GDP was 50.7 percent.

FREEDOM FROM GOVERNMENT — 31.5%
Total government expenditures in Sweden, including 

consumption and transfer payments, are very high. In the 

most recent year, government spending equaled 56.7 per-

cent of GDP, and the government received 5.5 percent of 

its revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 85.2%
Inflation in Sweden is low, averaging 0.6 percent between 

2003 and 2005. Such stable prices explain most of the mon-

etary freedom score. As a participant in the EU’s Common 

Agricultural Policy, the government subsidizes agricultural 

production, distorting the prices of agricultural products. 

Prices are generally set by market forces, but oligopolies 

may hinder price competition, and the government influ-

ences prices through regulation and state-owned enter-

prises and utilities. Consequently, an additional 10 percent 

is deducted from Sweden’s monetary freedom score to 

account for these policies.

INVESTMENT FREEDOM — 80%
Sweden presents few barriers to foreign investment. For-

eign companies may purchase Swedish companies without 

government approval, although they are subject to controls 

in fishing, civil aviation, and transport and communica-

tions. Both domestic and foreign investors are prohibited 

from investing in the retail sale of pharmaceuticals and 

alcoholic beverages, in which the government maintains a 

monopoly. Residents and non-residents may hold foreign 

exchange accounts. There are no controls on payments 

and transfers or repatriation of profits. A permit may be 

required for the purchase of real estate by non-residents.

FINANCIAL FREEDOM — 70%
Sweden’s financial system is sophisticated and dynamic. 

Credit is allocated on market terms, and financial regu-

lation is transparent and largely consistent with interna-

tional norms. Banks offer a full range of financial services. 

Foreign-owned banks and insurance companies may open 

branch offices. Nearly all commercial banks in Sweden are 

privately owned and operated. The banking sector is high-

ly concentrated, with four banks, including one in which 

the government holds a 19.5 percent stake, accounting for 

over 80 percent of banking assets. The government also 

owns a mortgage company and a number of development 

funds and continues to offer concessional funds through 

various government agencies. The insurance sector is 

sophisticated, and foreign insurers are well-represented. 

The Stockholm Stock Exchange is modern, active, and open 

to domestic and foreign investment.

PROPERTY RIGHTS — 90%
The judiciary is independent and provides citizens with a 

fair judicial process. Contracts are highly respected, and 

the judiciary is of high quality.

FREEDOM FROM CORRUPTION — 92%
Corruption is perceived as almost nonexistent. Sweden 

ranks 6th out of 158 countries in Transparency Internation-

al’s Corruption Perceptions Index for 2005.

LABOR FREEDOM — 52%
The labor market operates under inflexible employment 

regulations that hinder overall productivity growth. The 

non-salary cost of employing a worker is high, and dis-

missing a redundant employee is costly. Rigid labor market 

regulations, including high statutory overtime payment, 

have contributed to Sweden’s failure to create jobs, par-

ticularly in the private service sector.
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S
witzerland’s economy is 79.1 percent free, according 
to our 2007 assessment, which makes it the world’s 

9th freest economy. Its overall score is 1 percentage point 
lower than last year, partially reflecting new methodologi-
cal detail. Switzerland is ranked 4th out of 41 countries in 
the European region, and its overall score is much higher 
than the regional average.

Switzerland has high levels of investment freedom, trade 
freedom, financial freedom, property rights, business free-
dom, and freedom from corruption. The average tariff rate 
is low, and commercial operations are protected by the 
regulatory environment and aided by a flexible labor mar-
ket. Inflation is extremely low, and foreign investment is 
welcome and subject to only a few restrictions. The nation-
al financial sector leads the world and is both protective 
of privacy and open to foreign institutions. The judiciary, 
independent of politics, enforces contracts reliably. Cor-
ruption is virtually nonexistent.

Switzerland could improve its fiscal freedom and free-
dom from government. As in many other European social 
democracies, personal income taxes are high, particularly 
at the provincial level, and in some areas are nearly 42 per-
cent. Unsurprisingly, total government spending equals 
more than a third of GDP.

BACKGROUND: Stable currency and politics, low taxes, 
secure banking, and incentives for new investors make 
Switzerland an attractive investment location, particularly 
for small manufacturing. In general, there are no overall 
restrictions on the percentage of equity that foreign firms 
may hold, and some cantons waive taxes on new firms 
for up to 10 years. Larger businesses are highly competi-
tive, but the protection of smaller businesses, particularly 
those related to agriculture, has led to higher food prices. 
Although the growth in GDP has been weak during the 
past two decades, reflecting the low growth in productiv-
ity, per capita income remains high.

SWITZERLAND

Population:  7.4 million

GDP (PPP):   $244.1 billion
2.1% growth in 2004
1.3% 5-yr. comp. ann. growth
$33,040 per capita

Unemployment:  3.9%

Inflation (CPI):  0.8%

FDI (net inflow):  –$20.7 billion

Official Development Assistance:  
Multilateral:  None
Bilateral:  None

External Debt:  $856 billion (2005)

Exports:  $181.6 billion
Primarily machinery, chemicals, metals, 
watches, agricultural products

Imports:  $146.3 billion
Primarily machinery, chemicals, vehi-
cles, metals, agricultural products, 
textiles

The economy is 79.1% free

Rank: 9
Regional Rank: 4 of 41
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BUSINESS FREEDOM — 83.3%
Starting a business takes an average of 20 days, compared 

to the world average of 48 days. Both obtaining a business 

license and closing a business can be relatively easy. The 

overall freedom to start, operate, and close a business is 

protected by the national regulatory environment.

TRADE FREEDOM — 77%
Switzerland’s weighted average tariff rate was 1.5 percent 

in 2001. Prohibitive agriculture tariffs and quotas, restric-

tive biotechnology regulations, import taxes, export subsi-

dies, and service market access barriers add to the cost of 

trade. Consequently, an additional 20 percent is deducted 

from Switzerland’s trade freedom score to account for 

these non-tariff barriers.

FISCAL FREEDOM — 78.6%
Taxation in Switzerland is more burdensome at the can-

tonal levels than it is at the federal level. In addition, tax 

rates vary widely between regions. The top income tax rate 

can be as high as 41.5 percent, and the top corporate tax 

rate can be as high as 25 percent. Other taxes include a 

value-added tax (VAT), a property tax, and a vehicle tax. 

In the most recent year, overall tax revenue as a percentage 

of GDP was 29.4 percent.

FREEDOM FROM GOVERNMENT — 68.6%
Total government expenditures in Switzerland, including 

consumption and transfer payments, are high. In the most 

recent year, government spending equaled 36.6 percent 

of GDP, and the government received 0.6 percent of its 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 83.6%
Inflation in Switzerland is low, averaging 1 percent 

between 2003 and 2005. Such stable prices explain most of 

the monetary freedom score. The prices of some products, 

primarily agricultural goods and pharmaceutical products, 

are directly influenced by government measures, and the 

government is also able to influence prices through regu-

lation, subsidies, and state-owned utilities. Consequently, 

an additional 10 percent is deducted from Switzerland’s 

monetary freedom score to account for these policies.

INVESTMENT FREEDOM — 70%
Switzerland is generally open to foreign investment. For-

mal approval is not required, and screening applies only 

to foreign investment in real estate and national security 

establishments. Cantonal laws generally require 51 percent 

Swiss ownership in mining activities, and foreign firms 

must have less than 51 percent ownership in petroleum 

exploitation operations. Both residents and non-residents 

may hold foreign exchange accounts. There are no restric-

tions on repatriation of profits, payments for invisible 

transactions, or current transfers. Purchases of real estate 

by non-residents must be approved by the canton in which 

the property is located.

FINANCIAL FREEDOM — 70%
Switzerland is a leading international financial center, 

and its institutions are highly developed and well regu-

lated. The credit, currency, and equity markets are open 

to foreign investors without restriction. The federal gov-

ernment is not a shareholder in the central bank but does 

have authority over appointments and approves its regula-

tions. Banks may offer a wide range of financial services, 

and credit is allocated on market terms. Banking secrecy 

has been loosened to prevent money laundering and tax 

evasion. Switzerland’s two biggest banks, UBS and Credit 

Suisse, dominate the Swiss market and rank among the 

world’s top 10 financial institutions. Twenty-four cantonal 

banks, owned by the cantonal governments, are involved 

in savings deposits, mortgages, and lending to public 

authorities. Approximately 44 percent of all banks in Swit-

zerland are foreign controlled, and they can operate only if 

their country of origin grants reciprocal privileges to Swiss 

banks. The insurance industry is well developed. The state-

owned postal service is a leader in the payments system 

through its Postfinance operation, which offers mutual 

funds, insurance products, and interest-earning savings 

accounts. Capital markets are strong, and Switzerland has 

Europe’s fourth largest stock exchange.

PROPERTY RIGHTS — 90%
The judiciary is independent, and the government respects 

this independence in practice. Contracts are secure, and the 

judiciary is of high quality.

FREEDOM FROM CORRUPTION — 91%
Corruption is perceived as almost nonexistent. Switzerland 

ranks 7th out of 158 countries in Transparency Internation-

al’s Corruption Perceptions Index for 2005.

LABOR FREEDOM — 78.4%
The labor market operates under relatively flexible employ-

ment regulations that could be improved to enhance overall 

productivity growth. The non-salary cost of employing a 

worker is moderate, but dismissing a redundant employee 

is relatively costly.
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How Do We Measure Economic Freedom? See Chapter 
3 (page 37) for an explanation of the methodology or 
visit the Index Web site at heritage.org/index.

S
yria’s economy is 48.2 percent free, according to our 
2007 assessment, which makes it the world’s 142nd 

freest economy. Its overall score is 2.3 percentage points 
lower than last year, partially reflecting new methodologi-
cal detail. Syria is ranked 15th out of 17 countries in the 
Middle East/North Africa region, and its overall score is 
lower than the regional average.

Syria scores well in only one area: fiscal freedom. The top 
income tax is relatively low, and the corporate tax is mod-
erate. Overall tax revenue is low as a percentage of GDP.

Syria is weak in trade freedom, investment freedom, 
financial freedom, monetary freedom, freedom from gov-
ernment, property rights, and freedom from corruption. 
The government maintains a high average tariff rate, as 
well as non-tariff barriers such as an opaque regulatory 
process. Significant state influence in most areas of the 
economy taints the civil service and makes court rulings 
subject to the diktats of the Ba’athist government. This 
interference bleeds into the Syrian financial market, which 
is unsophisticated and dominated by the state. Inflation is 
high, and the government directly subsidizes a wide array 
of goods. State expenditures are also high, and over half of 
Syria’s revenue comes from state-owned businesses.

BACKGROUND: Syria has been ruled by the Assad regime 
since Minister of Defense Hafez al-Assad seized power 
in 1970. Assad was succeeded in 2000 by his son Bashar, 
who has failed to deliver on his promises to reform Syria’s 
socialist economy. Foreign investment has been dampened 
by U.S. economic sanctions and Syria’s growing isolation 
as a result of its involvement in the February 2005 assas-
sination of former Lebanese Prime Minister Rafiq Hariri. 
Military withdrawal from Lebanon has deprived Syrian 
officials of substantial opportunities for graft and the 
smuggling of illicit goods.

SYRIA

Population:  18.6 million

GDP (PPP):   $67.1 billion
2.5% growth in 2004
2.4% 5-yr. comp. ann. growth
$3,610 per capita

Unemployment:  12.3% (2004 estimate)

Inflation (CPI):  4.6%

FDI (net inflow):  $1.2 billion (gross)

Official Development Assistance:  
Multilateral:  $126 million
Bilateral:  $134 million (0% from the U.S.)

External Debt:  $21.5 billion

Exports:  $8.2 billion
Primarily crude oil, petroleum products, 
fruits, vegetables, cotton fiber, clothing, 
meat, live animals, wheat

Imports:  $7.9 billion
Primarily machinery, transport equip-
ment, electric power machinery, food, 
livestock, metal, metal products, chem-
icals, chemical products, plastics, yarn, 
paper

The economy is 48.2% free

Rank: 142
Regional Rank: 15 of 17
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BUSINESS FREEDOM — 56.6%
Starting a business takes an average of 43 days, compared 

to the world average of 48 days. To maximize entrepreneur-

ship and job creation, it should be easier to start a company. 

Obtaining a business license is relatively simple, but clos-

ing a business can be difficult. Bureaucratic obstacles and 

delays are ongoing problems. The overall freedom to start, 

operate, and close a business is restrained by the national 

regulatory environment.

TRADE FREEDOM — 49%
Syria’s weighted average tariff rate was 15.5 percent in 

2002. Prohibitive tariffs, import taxes, non-transparent 

trade regulations, import bans and restrictions, burden-

some standards requirements, restrictive biotechnology 

regulations, import taxes, and corruption all add to the 

cost of trade. Consequently, an additional 20 percent is 

deducted from Syria’s trade freedom score to account for 

these non-tariff barriers.

FISCAL FREEDOM — 88.3%
Syria has a low income tax rate and a moderately high cor-

porate tax rate. The top income tax rate is 20 percent, and 

the top corporate tax rate is 35 percent. Other taxes include 

a tax on insurance and a property transfer tax. In the most 

recent year, overall tax revenue as a percentage of GDP 

was 11.6 percent.

FREEDOM FROM GOVERNMENT — 57.5%
Total government expenditures in Syria, including con-

sumption and transfer payments, are moderate. In the 

most recent year, government spending equaled 31.6 per-

cent of GDP, and the government received 57.7 percent of 

its revenues from state-owned enterprises and government 

ownership of property. The state maintains its controls over 

a large part of economic activity.

MONETARY FREEDOM — 68.9%
Inflation in Syria is relatively high, averaging 6.5 percent 

between 2003 and 2005. Relatively high and unstable prices 

explain most of the monetary freedom score. The govern-

ment controls product prices for many goods and sets 

prices, provides subsidies, and controls marketing in the 

agricultural sector. Prices are also influenced through state-

owned enterprises and utilities, and private participation 

in manufacturing remains constrained by input and output 

pricing limits. Consequently, an additional 15 percent is 

deducted from Syria’s monetary freedom score to account 

for these policies.

INVESTMENT FREEDOM — 30%
Officially, foreigners may own 100 percent of a company 

and may own land. New laws guarantee against expro-

priation and permit repatriation. Almost all sectors of the 

economy are open to foreign direct investment, except 

for power generation and distribution, air transport, port 

operation, water bottling, telephony, and oil and gas pro-

duction and refining. However, a weak and arbitrary legal 

environment is a strong disincentive for foreign inves-

tors. Many capital transactions are subject to controls, and 

foreign exchange and trade are severely hampered by a 

requirement for government approval of all transactions.

FINANCIAL FREEDOM — 10%
Syria’s financial system is subject to heavy state influence, 

and financial services are so unsophisticated that they 

inhibit development. Regulations are cumbersome and 

unclear, and interest rates are fixed by the government. 

Although private banks are now permitted, the banking 

system remains dominated by five state-owned banks, 

which focus on certain economic sectors. Three private 

banks were licensed to operate in January 2004, and three 

more were licensed to operate in June 2004. However, 

state-owned banks account for 92 percent of private-sector 

lending, and the central bank is not independent. Foreign 

banks have been allowed to establish offices in free trade 

zones since 2000, but only six foreign banks, mostly Leba-

nese, have done so. The public sector is given priority in 

lending, and private borrowers find it difficult to obtain 

loans. The insurance sector is controlled almost entirely 

by a government-owned firm. The first private insurers 

were permitted to operate in June 2006. Capital markets are 

negligible and restricted to small amounts of government 

debt. There is no stock market.

PROPERTY RIGHTS — 30%
Protection of property rights is weak. The govern-

ment, political connections, and bribery influence court 

decisions.

FREEDOM FROM CORRUPTION — 34%
Corruption is perceived as significant. Syria ranks 70th out 

of 158 countries in Transparency International’s Corrup-

tion Perceptions Index for 2005.

LABOR FREEDOM — 57.4%
The labor market operates under inflexible employment 

regulations that hinder overall productivity growth. The 

non-salary cost of employing a worker is high, and dis-

missing a redundant employee is relatively costly.
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How Do We Measure Economic Freedom? See Chapter 
3 (page 37) for an explanation of the methodology or 
visit the Index Web site at heritage.org/index.

T
aiwan’s economy is 71.1 percent free, according to our 
2007 assessment, which makes it the world’s 26th freest 

economy. Its overall score is 0.5 percentage point higher 
than last year, partially reflecting new methodological 
detail. Taiwan is ranked 6th out of 30 countries in the 
Asia–Pacific region, and its overall score is much higher 
than the regional average.

Taiwan has high levels of investment freedom, trade 
freedom, property rights, fiscal freedom, freedom from 
corruption, and freedom from government. The average 
tariff rate, inflation rate, and level of corruption are all 
low. Although Taiwan’s personal income tax is high, the 
corporate tax rate is moderate, and overall tax revenue is 
low as a percentage of GDP. Government spending is simi-
larly low. Taiwan’s investment climate is healthy, and 100 
percent foreign ownership is permitted in most sectors. 
Property rights are protected by the judiciary, although 
there are minor problems with case delays and corruption 
associated with organized crime.

Taiwan is relatively weak in labor freedom and business 
freedom. The country’s labor market is not as flexible as 
it could be, and dismissing a redundant worker is costly. 
Starting a business takes as long as the global average, but 
commercial licensing can be difficult.

BACKGROUND: Taiwan is Asia’s fifth largest economy and 
one of its most dynamic democracies. Despite Taiwan’s 
long-standing autonomy from the People’s Republic of 
China, Beijing’s “One China” policy has isolated Taipei 
from the international community and pressured it to 
accept PRC suzerainty. Taiwan seeks to participate in the 
World Health Organization and to maintain a presence in 
international trade and financial organizations with the 
help of such democratic partners as the United States and 
Japan. The service industry leads the Taiwanese economy, 
and both the agricultural and manufacturing sectors are 
gradually declining.

TAIWAN

Population:  23 million (2006 estimate)

GDP (PPP):   $631.2 billion (2005 estimate)
6.1% growth in 2004
3.4% 5-yr. comp. ann. growth
$27,600 per capita (2005 
estimate)

Unemployment:  4.4%

Inflation (CPI):  1.6%

FDI (net inflow):  –$5.2 billion

Official Development Assistance: 
Multilateral:  n/a
Bilateral:  $15 million (4% from the U.S.)

External Debt:  $87.5 billion (2005 
estimate)

Exports:  $199.6 billion
Primarily computer products, electrical 
equipment, metals, textiles, plastics, 
rubber products, chemicals

Imports:  $188.3 billion
Primarily machinery, electrical equip-
ment, minerals, precision instruments

The economy is 71.1% free

Rank: 26
Regional Rank: 6 of 30
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BUSINESS FREEDOM — 73%
Starting a business takes an average of 48 days, which is 

about the world average. To maximize entrepreneurship 

and job creation, it should be easier to start a company. 

Obtaining a business license can be difficult, but closing a 

business is easy. The overall freedom to start, operate, and 

close a business is relatively well protected by the national 

regulatory environment.

TRADE FREEDOM — 76.7%
Taiwan’s weighted average tariff rate was 1.67 percent 

in 2005. Prohibitive agriculture tariffs, import bans and 

restrictions, import taxes, export subsidies, burdensome 

standards and certification requirements, complex regula-

tions, restrictive sanitary and phytosanitary rules, service 

market access barriers, and weak enforcement of intellectu-

al property rights all add to the cost of trade. Consequently, 

an additional 20 percent is deducted from Taiwan’s trade 

freedom score to account for these non-tariff barriers.

FISCAL FREEDOM — 84.7%
Taiwan has a high income tax rate and a moderate corpo-

rate tax rate. The top income tax rate is 40 percent, and the 

top corporate tax rate is 25 percent. Other taxes include a 

value-added tax (VAT) and a capital gains tax. In the most 

recent year, overall tax revenue as a percentage of GDP 

was 8.5 percent.

FREEDOM FROM GOVERNMENT — 89.8%
Total government expenditures in Taiwan, including con-

sumption and transfer payments, are moderate. In the 

most recent year, government spending equaled 15.3 per-

cent of GDP, and the government received 14.4 percent of 

its revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 81.3%
Inflation in Taiwan is low, averaging 1.9 percent between 

2003 and 2005. Relatively stable prices explain most of the 

monetary freedom score. The government regulates the 

prices of pharmaceutical and medical products and is also 

able to influence prices through regulation, subsidies, and 

state-owned utilities. Consequently, an additional 10 per-

cent is deducted from Taiwan’s monetary freedom score to 

account for these policies.

INVESTMENT FREEDOM — 70%
Repatriation of profits is not restricted, and 100 percent 

ownership is permitted in most sectors. However, foreign 

investment is prohibited in a handful of industries such 

as agriculture, wireless broadcasting, oil exploration of 

Taiwan’s coastal area, public utilities, and postal services. 

Foreign investment is limited in the telecommunications 

sector, electricity transmission and distribution, and high-

speed railway transportation. Restrictions on capital flows 

relating to portfolio investment have been removed. The 

insurance and securities industries have been liberalized 

and opened to foreign investment. Access to Taiwan’s secu-

rities markets by foreign institutional investors has also 

been broadened.

FINANCIAL FREEDOM — 50%
Taiwan has liberalized the traditionally over-regulated 

financial sector. Among other things, the government has 

reduced many restrictions on financial activities, particu-

larly the activities of foreign financial institutions. A wide 

variety of financial instruments are available to foreign 

and domestic investors on market terms. Four state-owned 

banks were privatized in 1998, four more in 1999, and one 

more in 2005. Four state-controlled banks remain, includ-

ing two of the three largest domestic banks, which together 

account for 16 percent of bank assets. Banks offer a wide 

range of services, and foreign banks are treated essentially 

the same as domestic banks. The insurance and securities 

industries have been opened to foreign participation and 

ownership, although foreign participation remains rela-

tively low. The only reinsurance company was privatized 

in 2002. Capital markets are sophisticated, and the stock 

market is open to foreign participation, except for select 

industries.

PROPERTY RIGHTS — 70%
Property rights are generally protected, and the judiciary 

enforces contracts, although the court system is very slow. 

One of the judiciary’s biggest problems is corruption asso-

ciated with organized crime.

FREEDOM FROM CORRUPTION — 59%
Corruption is perceived as present. Taiwan ranks 32nd out 

of 158 countries in Transparency International’s Corrup-

tion Perceptions Index for 2005.

LABOR FREEDOM — 56.7%
The labor market operates under inflexible employment 

regulations that hinder overall productivity growth. The 

non-salary cost of employing a worker is moderate, but 

dismissing a redundant employee is relatively costly.
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How Do We Measure Economic Freedom? See Chapter 
3 (page 37) for an explanation of the methodology or 
visit the Index Web site at heritage.org/index.

T
ajikistan’s economy is 56.9 percent free, according to 
our 2007 assessment, which makes it the world’s 98th 

freest economy. Its overall score is 1.1 percentage points 
higher than last year, partially reflecting new methodolog-
ical detail. Tajikistan is ranked 17th out of 30 countries in 
the Asia–Pacific region, and its overall score is lower than 
the regional average.

Tajikistan scores well in fiscal freedom, freedom from gov-
ernment, and labor freedom. The government imposes 
low tax rates, including a 13 percent personal income rate. 
Total government expenditures in Tajikistan are equal to 
about 20 percent of national GDP, and state-owned busi-
nesses constitute a relatively minor source of overall tax 
revenue. Tajikistan’s labor market is flexible, and both dis-
missing redundant employees and changing the number 
of workweek hours are easy.

As a nation still recovering from a civil war, Tajikistan 
faces significant challenges. Business freedom, monetary 
freedom, investment freedom, financial freedom, property 
rights, and freedom from corruption all score poorly. The 
regulatory environment is not protective of business, and 
laws are both restrictive and inconsistent. Foreign invest-
ment in Tajikistan faces many regulatory hurdles as well as 
outright corruption. Tajikistan is rated one of the world’s 
20 most corrupt nations, and corruption seeps into most 
aspects of official life, from the courts to customs.

BACKGROUND: After it gained its independence from the 
Soviet Union in 1991, Tajikistan was wracked by civil war 
from 1992 to 1997. Since then, it has struggled with politi-
cal and economic reforms. While progress toward a mar-
ket economy is clearly evident, Tajikistan’s transition to 
a multi-party democracy and pluralism remains bumpy, 
with parliamentary elections in February 2005 failing to 
meet international standards. The combination of uneven 
implementation of structural reforms, weak governance, 
high unemployment, external debt, and drug trafficking 
has left Tajikistan with an extremely fragile economy.

TAJIKISTAN

Population:  6.4 million

GDP (PPP):   $7.7 billion
10.6% growth in 2004
9.6% 5-yr. comp. ann. growth
$1,202 per capita

Unemployment:  12% (2004 estimate)

Inflation (CPI):  7.1%

FDI (net inflow):  $272 million (gross)

Official Development Assistance: 
Multilateral:  $149 million
Bilateral:  $105 million (46% from the 
U.S.)

External Debt:  $896.0 million

Exports:  $1.2 billion
Primarily aluminum, electricity, cotton, 
fruits, vegetable oil, textiles

Imports:  $1.4 billion
Primarily electricity, petroleum prod-
ucts, aluminum oxide, machinery and 
equipment, food

The economy is 56.9% free

Rank: 98
Regional Rank: 17 of 30
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BUSINESS FREEDOM — 53.2%
Starting a business takes an average of 67 days, compared 

to the world average of 48 days. To maximize entrepre-

neurship and job creation, it should be easier to start a 

company. Both obtaining a business license and closing a 

business can be relatively simple. Regulations are some-

times inconsistent, causing unreliability of interpretation. 

The overall freedom to start, operate, and close a business 

is restricted by the national regulatory environment.

TRADE FREEDOM — 66%
Tajikistan’s weighted average tariff rate was 7 percent in 

2005. Excessive and non-transparent standards and certi-

fication requirements, burdensome and corrupt customs 

implementation, quotas, import bans and restrictions, and 

weak enforcement of intellectual property rights all add to 

the cost of trade. Consequently, an additional 20 percent is 

deducted from Tajikistan’s trade freedom score to account 

for these non-tariff barriers.

FISCAL FREEDOM — 93.2%
Tajikistan has relatively low tax rates. The top income tax 

rate is 13 percent, and the top corporate tax rate is 25 per-

cent. Other taxes include a value-added tax (VAT) and a tax 

on immovable property. (Effective January 1, 2005, Tajiki-

stan abolished its property tax while introducing the tax on 

immovable property.) In the most recent year, overall tax 

revenue as a percentage of GDP was 15.2 percent.

FREEDOM FROM GOVERNMENT — 86.8%
Total government expenditures in Tajikistan, including 

consumption and transfer payments, are moderate. In the 

most recent year, government spending equaled 20.3 per-

cent of GDP, and the government received 10.7 percent of 

its revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 67.2%
Inflation in Tajikistan is high, averaging 7.9 percent between 

2003 and 2005. Relatively unstable prices explain most of 

the monetary freedom score. The government is able to 

influence prices through regulation, subsidies, and numer-

ous state-owned enterprises and utilities. Consequently, an 

additional 15 percent is deducted from Tajikistan’s mon-

etary freedom score to account for these policies.

INVESTMENT FREEDOM — 30%
Tajikistan presents substantial barriers to foreign invest-

ment, including corruption and a lack of transparency in 

government contracts and privatizations. Investors face 

ownership restrictions, especially in the banking sector, 

and cumbersome procedures with regard to tax and busi-

ness registrations. Both residents and non-residents may 

hold foreign exchange accounts, although residents are 

subject to some restrictions. Payments and transfers are 

subject to documentary requirements. Most capital transac-

tions, including all direct investment transactions, require 

central bank approval.

FINANCIAL FREEDOM — 40%
Tajikistan’s financial sector is small and underdeveloped. 

The government is pursuing reforms to increase trans-

parency and to improve supervision and the regulatory 

regime, but substantial weaknesses remain. The financial 

system is dominated by banking, which includes the cen-

tral bank and 12 commercial banks. Four large banks hold 

approximately 80 percent of deposits and 70 percent of 

non-government loans. All banks, except for Amonat Bank 

(one of the country’s four largest) are privately owned. 

Non-performing loans remain a problem. The govern-

ment increased minimum capital requirements for banks 

in January 2006 and opened the banking sector to foreign 

banks in late 2005. The non-banking financial sector is very 

small, including a number of small insurance companies 

and one pension fund. Capital markets are negligible, and 

a securities market has been established, although it was 

not yet functioning as of March 2006.

PROPERTY RIGHTS — 30%
Protection of private property is weak in Tajikistan. Judicial 

corruption is widespread, and the courts are sensitive to 

pressure from the government and paramilitary groups.

FREEDOM FROM CORRUPTION — 21%
Corruption is perceived as widespread. Tajikistan ranks 

144th out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 81.7%
The labor market operates under flexible employment 

regulations that enhance overall productivity growth. The 

non-salary cost of employing a worker is high, but dismiss-

ing a redundant employee is relatively easy. Regulations 

on increasing or contracting the number of work hours are 

flexible.
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T
anzania’s economy is 56.4 percent free, according to 
our 2007 assessment, which makes it the world’s 103rd 

freest economy. Its overall score is 2.9 percentage points 
lower than last year, partially reflecting new methodologi-
cal detail. Tanzania is ranked 15th out of 40 countries in 
the sub-Saharan Africa region, and its overall score is 
slightly higher than the regional average.

Tanzania enjoys strong fiscal freedom and freedom from 
government. The top personal income and corporate tax 
rates are moderate, and overall tax revenue is relatively 
low as a percentage of GDP. Government expenditures 
are fairly low, and state-owned businesses produce only 
a small portion of overall tax revenue.

Economic development has been hurt by weak property 
rights, freedom from corruption, financial freedom, and 
business freedom. The overall regulatory environment is 
poor, and most business operations are seriously restricted. 
A slow civil service hurts Tanzania’s trade score, as fairly 
high tariff rates are complemented by an inefficient customs 
service. As in many other sub-Saharan African nations, Tan-
zania’s judiciary is underdeveloped and subject to the polit-
ical whims of the executive. Exacerbating these problems is 
a high level of corruption, although the problem is not as 
acute in Tanzania as it is in some other African nations.

BACKGROUND: The United Republic of Tanzania is com-
posed of mainland Tanzania and the Zanzibar archipelago. 
Despite an impressive growth rate averaging nearly 7 per-
cent since 2001, it remains very poor. More than 80 percent 
of the population is rural, and agriculture accounts for 
nearly 50 percent of GDP. President Jakaya Kikwete won 
the 2005 election, succeeding President Benjamin Mkapa. 
The historically state-led economy is becoming more mar-
ket-based, and efforts to improve economic management 
and privatize public enterprises continue. The business 
and investment climate remains challenging, however, 
and the economy is hindered by corruption, poor infra-
structure, and HIV/AIDS.

TANZANIA

Population:  37.6 million

GDP (PPP):   $25.4 billion
6.7% growth in 2004
6.5% 5-yr. comp. ann. growth
$674 per capita

Unemployment:  n/a

Inflation (CPI):  0.03%

FDI (net inflow):  $469.9 million (gross)

Official Development Assistance: 
Multilateral:  $830 million
Bilateral:  $1.2 billion (8% from the U.S.)

External Debt:  $7.8 billion

Exports:  $2.2 billion
Primarily gold, coffee, cashew nuts, 
manufactures, cotton

Imports:  $3.2 billion
Primarily consumer goods, machinery, 
transportation equipment, industrial 
raw materials, crude oil

The economy is 56.4% free

Rank: 103
Regional Rank: 15 of 40
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BUSINESS FREEDOM — 44.8%
Starting a business takes an average of 30 days, compared 

to the world average of 48 days. To maximize entrepre-

neurship and job creation, it should be easier to start a 

company. Obtaining a business licenses can be very dif-

ficult, and closing a business is difficult. Regulations are 

not always transparent and consistent, causing unreliabil-

ity of interpretation. The overall freedom to start, operate, 

and close a business is seriously restricted by the national 

regulatory environment.

TRADE FREEDOM — 63.6%
Tanzania’s weighted average tariff rate was 8.2 percent 

in 2003. Inefficient and corrupt customs implementation, 

import taxes, some prohibitive tariffs, and weak enforce-

ment of intellectual property rights add to the cost of trade. 

Consequently, an additional 20 percent is deducted from 

Tanzania’s trade freedom score to account for these non-

tariff barriers.

FISCAL FREEDOM — 87.1%
Tanzania has moderate tax rates. Both the top income tax 

rate and the top corporate tax rate are 30 percent. Other 

taxes include a value-added tax (VAT), a property tax, and 

a tax on interest. In the most recent year, overall tax rev-

enue as a percentage of GDP was 11.7 percent.

FREEDOM FROM GOVERNMENT — 85.7%
Total government expenditures in Tanzania, including 

consumption and transfer payments, are low. In the most 

recent year, government spending equaled 22.2 percent 

of GDP, and the government received 8.4 percent of its 

revenues from state-owned enterprises and government 

ownership of property. Privatization and restructuring of 

public enterprises have progressed in recent years.

MONETARY FREEDOM — 74.4%
Inflation in Tanzania is relatively high, averaging 6.1 

percent between 2003 and 2005. Relatively high and 

unstable prices explain most of the monetary freedom 

score. The government influences prices through regula-

tion, subsidies, and state-owned enterprises and utilities. 

Consequently, an additional 10 percent is deducted from 

Tanzania’s monetary freedom score to account for these 

policies.

INVESTMENT FREEDOM — 50%
Tanzania generally welcomes foreign investment, although 

investors must overcome many bureaucratic obstacles. 

There is no limit on foreign ownership or control, but 

land ownership is restricted. Residents may hold foreign 

exchange accounts only for funds acquired outside of Tan-

zania; otherwise, such accounts are restricted. Non-resi-

dents temporarily residing in Tanzania may hold foreign 

exchange accounts. All transfers of foreign currency from 

residents to non-residents must be approved by the cen-

tral bank. Most capital transactions are subject to reporting 

requirements, and some are restricted. Foreign purchase of 

real estate in Tanzania and purchase of real estate abroad 

by residents must be approved by the government.

FINANCIAL FREEDOM — 50%
Tanzania’s financial system is relatively small and under-

developed. The central bank lists 22 commercial banks that 

are licensed to operate. Credit is allocated largely at mar-

ket rates. There are minimal restrictions on foreign banks, 

and international banks are expanding their Tanzanian 

operations. Privatization of remaining government-owned 

banks is continuing. In September 2005, the government 

selected a consortium led by Rabobank of the Netherlands 

to buy 49 percent of the National Microfinance Bank, 

although the government will retain 30 percent. There are 

three non-bank financial institutions, including the gov-

ernment-owned Tanzania Investment Bank and Tanzania 

Postal Bank. The insurance sector is small, with 12 insur-

ance companies licensed as of the beginning of 2004. The 

state-owned National Insurance Corporation is the largest 

insurer and controls 25 percent of premiums. Capital mar-

kets are rudimentary. The Dar es Salaam Stock Exchange is 

open to foreign investors, but foreign ownership of listed 

companies is restricted to 60 percent. Foreign investors 

may not participate in government securities.

PROPERTY RIGHTS — 30%
The legal system is slow and subject to corruption. A com-

mercial court has been established to improve the capacity 

of the legal system to resolve commercial disputes.

FREEDOM FROM CORRUPTION — 29%
Corruption is perceived as widespread. Tanzania ranks 

88th out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 49.4%
The labor market operates under very restrictive employ-

ment regulations that hinder overall productivity growth. 

The non-salary cost of employing a worker is moderate, 

but dismissing a redundant employee can be difficult.
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How Do We Measure Economic Freedom? See Chapter 
3 (page 37) for an explanation of the methodology or 
visit the Index Web site at heritage.org/index.

T
hailand’s economy is 65.6 percent free, according to our 
2007 assessment, which makes it the world’s 50th freest 

economy. Its overall score is 0.5 percentage point higher 
than last year, partially reflecting new methodological 
detail. Thailand is ranked 9th out of 30 countries in the 
Asia–Pacific region, and its overall score is higher than 
the regional average.

Thailand enjoys high levels of business freedom, fiscal 
freedom, freedom from government, monetary freedom, 
and labor freedom. Opening a business takes less time 
than the world average, and overall licensing procedures 
are simple and transparent. Thailand imposes fairly high 
tax rates, and overall tax revenue is low as a percentage of 
GDP. Government spending is also low as a percentage of 
GDP, and state-owned businesses account for a small por-
tion of overall revenue. Thailand’s labor market is highly 
flexible, and firing a redundant worker is costless.

Thailand could do better in monetary freedom, investment 
freedom, and freedom from corruption. Though inflation 
is low, Bangkok directly subsidizes the prices of a number 
of staple goods. Foreign investment is subject to a variety 
of restrictions, and these restrictions are not enforced uni-
formly. Corruption is significant, although it is not as great 
a problem as it is in many neighboring countries.

BACKGROUND: Thailand has a strong and business-friend-
ly economy. The only Southeast Asian state never to be 
colonized, it has been independent for over 600 years and 
a constitutional monarchy since 1932. Thai politics were 
already in turmoil in early 2006, and then the military 
deposed Prime Minister Thaksin Shinawatra in Septem-
ber as this publication was being prepared for printing. 
Consistent annual growth rates of 4 percent–6 percent 
in recent decades and relatively high GDP per capita are 
largely the result of free-market economic policies, manu-
facturing and agricultural exports, and tourism. In 2004, 
Thailand began negotiating a free trade agreement with 
the United States that has yet to be finalized.

THAILAND

Population:  63.7 million

GDP (PPP):   $515.3 billion
6.2% growth in 2004
5.1% 5-yr. comp. ann. growth
$8,090 per capita

Unemployment:  2.1%

Inflation (CPI):  2.8%

FDI (net inflow):  $702 million

Official Development Assistance:  
Multilateral:  $30 million
Bilateral:  $971 million (1% from the U.S.)

External Debt:  $51.3 billion

Exports:  $114.0 billion
Primarily textiles, footwear, fishery 
products, rice, rubber, jewelry, automo-
biles, computers, electrical appliances

Imports:  $107.5 billion
Primarily capital goods, intermediate 
goods and raw materials, consumer 
goods, fuels

The economy is 65.6% free

Rank: 50
Regional Rank: 9 of 30
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BUSINESS FREEDOM — 76.1%
Starting a business takes an average of 33 days, compared 

to the world average of 48 days. To maximize entrepreneur-

ship and job creation, it should be easier to start a company. 

Obtaining a business license is simple, but closing a busi-

ness is difficult. The overall freedom to start, operate, and 

close a business is relatively well protected by the national 

regulatory environment.

TRADE FREEDOM — 69.2%
Thailand’s weighted average tariff rate was 5.4 percent 

in 2005. Some prohibitive tariffs, import bans, significant 

and complex import taxes and fees, export subsidies, bur-

densome standards and import licensing requirements, 

restrictive sanitary and phytosanitary rules, service market 

access barriers, non-transparent government procurement 

procedures, and weak enforcement of intellectual property 

rights add to the cost of trade. Consequently, an additional 

20 percent is deducted from Thailand’s trade freedom score 

to account for these non-tariff barriers.

FISCAL FREEDOM — 83.2%
Thailand has burdensome tax rates. The top income tax 

rate is 37 percent, and the top corporate tax rate is 30 per-

cent. Other taxes include a value-added tax (VAT) and a 

property tax. In the most recent year, overall tax revenue 

as a percentage of GDP was 15.9 percent.

FREEDOM FROM GOVERNMENT — 91.2%
Total government expenditures in Thailand, including 

consumption and transfer payments, are low. In the most 

recent year, government spending equaled 17 percent of 

GDP, and the government received 6.2 percent of its rev-

enues from state-owned enterprises and government own-

ership of property.

MONETARY FREEDOM — 77.6%
Inflation in Thailand is low, averaging 3.9 percent between 

2003 and 2005. Relatively unstable prices explain most 

of the monetary freedom score. The government retains 

authority to set price ceilings for 20 goods and services, 

including medicines, sound recordings, milk, sugar, fuel 

oil, and fertilizer, and influences prices through regula-

tion, subsidies, and state-owned utilities. Consequently, an 

additional 10 percent is deducted from Thailand’s mon-

etary freedom score to account for these policies.

INVESTMENT FREEDOM — 30%
The law permits 100 percent foreign ownership except in 

32 restricted service occupations. Non-Thai businesses and 

citizens may not own land in Thailand unless it is on gov-

ernment-approved industrial estates. Regulations are not 

enforced consistently or predictably and remain an obsta-

cle to investment. Residents and non-residents may hold 

foreign exchange accounts, subject to approval in some 

cases and maximum limits. Foreign exchange transac-

tions, repatriation, some outward direct investments, and 

transactions involving capital market securities, bonds, 

debt securities, money market instruments, real estate, and 

short-term money securities are regulated and require gov-

ernment approval in most cases.

FINANCIAL FREEDOM — 50%
Following the 1997 Asian financial crisis, Thailand pursued 

reform of its financial system. Financial regulation and 

supervision are largely transparent and have improved, 

although they remain short of international standards. 

Credit is generally allocated on market terms. Financial 

regulations can be burdensome. The government holds 56 

percent of Krung Thai Bank, 48 percent of Siam City Bank, 

and 49 percent of BankThai, all of which are among the 

top 10 domestic banks. Foreign ownership of Thai financial 

institutions is restricted in some cases. The government’s 

establishment of an investment fund in June 2003 raises 

questions of impartiality. Roughly 100 insurance com-

panies are registered in Thailand, including many com-

petitive foreign firms. Capital markets are relatively well 

developed and sophisticated. The stock exchange is active 

and open to foreign investors.

PROPERTY RIGHTS — 50%
Thailand generally protects private property, but there are 

indications of inefficiency and corruption. The legal pro-

cess is slow, and litigants or third parties sometimes affect 

judgments through extra-legal means.

FREEDOM FROM CORRUPTION — 38%
Corruption is perceived as significant. Thailand ranks 59th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 90.4%
The labor market operates under highly flexible employ-

ment regulations that enhance overall productivity growth. 

The non-salary cost of employing a worker is low, and dis-

missing a redundant employee is relatively costless.

THAILAND’S TEN ECONOMIC FREEDOMS
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How Do We Measure Economic Freedom? See Chapter 
3 (page 37) for an explanation of the methodology or 
visit the Index Web site at heritage.org/index.

T
ogo’s economy is 49.8 percent free, according to our 
2007 assessment, which makes it the world’s 139th fre-

est economy. Its overall score is 1.4 percentage points high-
er than last year, partially reflecting new methodological 
detail. Togo is ranked 33rd out of 40 countries in the sub-
Saharan Africa region, and its overall score is far below 
the regional average.

Togo scores best in monetary freedom and freedom from 
government. Government spending is low, and state-run 
businesses produce a moderate amount of revenue. Infla-
tion is moderate, and petroleum is the only good that the 
government subsidizes directly.

Virtually all areas of economic freedom in Togo are 
restricted. Opening a business takes longer than the 
world average, and commercial operations are hamstrung 
by red tape. Despite efforts at liberalization during the 
1990s, foreign investment is allowed only in certain sec-
tors. The judiciary is not free from political influence, and 
corruption pervades much of the economy. Both formal 
and informal barriers to trade are high, and the financial 
system is rudimentary. Despite a smoothly functioning 
bureaucracy, labor regulations are extensive and make 
Togo one of the world’s 20 least free labor markets.

BACKGROUND: Togo has an agrarian economy, and a 
majority of the population is engaged in subsistence agri-
culture. The principal exports are cotton and phosphates. 
Services are also important, particularly the re-export of 
goods through the Lomé port facility to landlocked states 
in the region. Following the death of President Gnassingbé 
Eyadéma, the military appointed his son Faure Gnassing-
bé president. After protests, international condemnation, 
and the imposition of sanctions, an election was held in 
April 2005. Gnassingbé won this election, but internation-
al pressure led him to establish a government of national 
unity with opposition party leader Edem Kodjo as prime 
minister.

TOGO

Population:  6 million

GDP (PPP):   $9.2 billion
3.0% growth in 2004
2.0% 5-yr. comp. ann. growth
$1,536 per capita

Unemployment:  n/a

Inflation (CPI):  0.4%

FDI (net inflow):  $63 million

Official Development Assistance:  
Multilateral:  $26 million
Bilateral:  $59 million (6% from the U.S.)

External Debt:  $1.8 billion

Exports:  $0.7 billion
Primarily re-exports, cotton, phos-
phates, coffee, cocoa

Imports:  $1.0 billion
Primarily machinery and equipment, 
food, petroleum products

The economy is 49.8% free

Rank: 139
Regional Rank: 33 of 40
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BUSINESS FREEDOM — 37.5%
Starting a business takes an average of 53 days, compared 

to the world average of 48 days. To maximize entrepre-

neurship and job creation, it should be easier to start a com-

pany. Obtaining a business license can be very difficult, 

and closing a business is difficult. Regulations are some-

times inconsistent, causing unreliability of interpretation. 

Lack of transparency and bureaucratic delays are ongoing 

problems. The overall freedom to start, operate, and close 

a business is seriously restricted by the national regulatory 

environment.

TRADE FREEDOM — 58.4%
Togo’s weighted average tariff rate was 10.8 percent in 

2004. Significant import taxes and fees, import bans, and 

weak enforcement of intellectual property rights add to 

the cost of trade. Consequently, an additional 20 percent is 

deducted from Togo’s trade freedom score to account for 

these non-tariff barriers.

FISCAL FREEDOM — 69.8%
Togo has burdensome tax rates. The top income tax rate 

is 55 percent, and the top corporate tax rate is 37 percent. 

Other taxes include a value-added tax (VAT), a property 

tax, and a vehicle tax. In the most recent year, overall tax 

revenue as a percentage of GDP was 11.7 percent.

FREEDOM FROM GOVERNMENT — 90.6%
Total government expenditures in Togo, including con-

sumption and transfer payments, are moderate. In the 

most recent year, government spending equaled 13.7 per-

cent of GDP, and the government received 15.1 percent of 

its revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 76.5%
Inflation in Togo is moderate, averaging 4.5 percent 

between 2003 and 2005. Relatively unstable prices explain 

most of the monetary freedom score. The government 

is able to influence prices through regulation and state-

owned enterprises and utilities, and prices for petroleum 

products are controlled. Consequently, an additional 10 

percent is deducted from Togo’s monetary freedom score 

to account for these policies.

INVESTMENT FREEDOM — 30%
Togo’s foreign investment code was liberalized in 1990, 

but investors still face barriers. The 1990 code includes 

local content restrictions, and there is an overall lack of 

administrative transparency. Investment is permitted only 

in certain sectors and is screened on a case-by-case basis. 

Residents and non-residents may hold foreign exchange 

accounts after obtaining government approval. Payments 

and transfers to certain countries are subject to authoriza-

tion and quantitative limits in some cases. Purchases of real 

estate by non-residents for purposes other than business 

are subject to controls. Most capital transactions are subject 

to controls or require government approval.

FINANCIAL FREEDOM — 30%
Togo’s financial system is underdeveloped. The Central 

Bank of West African States (BCEAO), a central bank com-

mon to eight countries, governs Togo’s financial institu-

tions. The eight BCEAO member countries use the CFA 

franc, pegged to the euro. Four of Togo’s six commercial 

banks are state-controlled. Government involvement in 

banking and lending decisions has caused the banking sec-

tor to deteriorate in recent years, particularly for these four 

state-dominated banks, which have substantial levels of 

non-performing loans. Togo has pursued privatization of 

the four state-run banks, but only one had found a private 

partner as of mid-2005. The government offered two-thirds 

of the national savings bank to the public in March 2005 

as part of the process of converting the institution into a 

commercial bank. A new bank opened in December 2005: 

the Banque Régionale de Solidarité, owned by the BCEAO 

and regional private investors. Togo participates in a small 

regional stock market based in the Ivory Coast.

PROPERTY RIGHTS — 30%
The judicial system does not protect private property suf-

ficiently and is subject to strong influence from the execu-

tive. Contracts are difficult to enforce.

FREEDOM FROM CORRUPTION — 30%
Togo has a large informal market in computer software, 

video, and cassette recordings, as well as beauty products. 

Informal retail accounts for much of the country’s entre-

preneurial activity.

LABOR FREEDOM — 45.5%
The labor market operates under highly restrictive employ-

ment regulations that hinder overall productivity growth. 

The non-salary cost of employing a worker is high, and 

dismissing a redundant employee can be difficult. There 

are rigid regulations related to increasing or contracting 

the number of work hours. Togo’s labor freedom is one of 

the 20 lowest in the world.

TOGO’S TEN ECONOMIC FREEDOMS
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How Do We Measure Economic Freedom? See Chapter 
3 (page 37) for an explanation of the methodology or 
visit the Index Web site at heritage.org/index.

T
rinidad and Tobago’s economy is 71.4 percent free, 
according to our 2007 assessment, which makes it the 

world’s 23rd freest economy. Its overall score is 0.4 per-
centage point lower than last year, partially reflecting new 
methodological detail. Trinidad and Tobago is ranked 4th 
out of 29 countries in the Americas, and its overall score 
is higher than the regional average.

Trinidad and Tobago enjoys high levels of fiscal freedom, 
freedom from government, financial freedom, invest-
ment freedom, property rights, and labor freedom. The 
tax system has been simplified, and both the corporate 
and income tax rates have been lowered to 25 percent. 
Government expenditures equal about one-fourth of GDP. 
The government welcomes foreign investment, and the 
financial market is generally transparent. Flexible labor 
regulations contribute to an elastic employment market 
with no major regulatory distortions. Property rights are 
secured by an independent judiciary, although the legal 
system is burdened by a years-long backlog of cases.

Business freedom, monetary freedom, and corruption 
could be improved. Regulation of commercial operations 
makes licensing procedures difficult, and the enforcement 
of applicable regulations is uneven. Although inflation is 
moderate, the government subsidizes the prices of several 
goods. Corruption is minimal for a developing nation.

BACKGROUND: Investor-friendly Trinidad and Tobago is 
the largest supplier of liquefied natural gas in the Ameri-
cas and has one of the largest economies in the Caribbean 
Community. The former British colony is a parliamentary 
democracy, practices sound fiscal management, and has 
embraced free-market policies. It has a stabilization fund 
to save windfall revenues when oil and gas prices are high 
so that it can meet expenses when prices are low. Exports 
also include petrochemicals, and there is potential for 
growth in financial services. Trinidad and Tobago leads 
Caribbean integration efforts and supports the proposed 
Caribbean Single Market and Economy.

TRINIDAD AND TOBAGO

Population:  1.3 million

GDP (PPP):   $15.9 billion
6.6% growth in 2004
7.7% 5-yr. comp. ann. growth
$12,182 per capita

Unemployment:  8.4%

Inflation (CPI):  3.7%

FDI (net inflow):  $972.7 million

Official Development Assistance: 
Multilateral:  $5 million
Bilateral:  $7 million (25% from the U.S.)

External Debt:  $2.9 billion

Exports:  $5.9 billion
Primarily petroleum, petroleum prod-
ucts, chemicals, steel products, fertiliz-
er, sugar, cocoa, coffee, citrus, flowers

Imports:  $4.3 billion
Primarily machinery, transportation 
equipment, manufactured goods, food, 
live animals

The economy is 71.4% free

Rank: 23
Regional Rank: 4 of 29
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BUSINESS FREEDOM — 61.8%
Starting a business takes an average of 43 days, compared 

to the world average of 48 days. To maximize entrepre-

neurship and job creation, it should be easier to start a 

company. Both obtaining a business license and closing a 

business can be difficult. Regulations are sometimes incon-

sistent, causing unreliability of interpretation. The overall 

freedom to start, operate, and close a business is restricted 

by the national regulatory environment.

TRADE FREEDOM — 69%
The weighted average tariff rate in Trinidad and Tobago 

was 5.5 percent in 2003. Certain prohibitive tariffs, import 

taxes and fees, export support programs, and import licens-

ing requirements add to the cost of trade. Consequently, 

an additional 20 percent is deducted from Trinidad and 

Tobago’s trade freedom score to account for these non-tar-

iff barriers.

FISCAL FREEDOM — 88%
Trinidad and Tobago enjoys low tax rates, and the tax 

system has been simplified through tax rate reductions in 

recent years. Both the top income tax rate and the stan-

dard corporate tax rate are 25 percent. Other taxes include 

a value-added tax (VAT) and a property tax. In the most 

recent year, overall tax revenue as a percentage of GDP 

was 23.4 percent.

FREEDOM FROM GOVERNMENT — 83.7%
Total government expenditures in Trinidad and Tobago, 

including consumption and transfer payments, are moder-

ate. In the most recent year, government spending equaled 

25.4 percent of GDP, and the government received 3.8 per-

cent of its revenues from state-owned enterprises and gov-

ernment ownership of property.

MONETARY FREEDOM — 74.7%
Inflation in Trinidad and Tobago is moderate, averaging 

5.8 percent between 2003 and 2005. Relatively moderate 

and unstable prices explain most of the monetary freedom 

score. The government retains price ceilings for a number 

of goods; controls prices for sugar, schoolbooks, and some 

pharmaceuticals; and influences prices through regulation, 

subsidies, and state-owned enterprises and utilities, includ-

ing oil, electricity, and chemicals. Consequently, an addi-

tional 10 percent is deducted from Trinidad and Tobago’s 

monetary freedom score to account for these policies.

INVESTMENT FREEDOM — 70%
Trinidad and Tobago is open to foreign investment, which 

receives national treatment and is welcome in the priva-

tization program. Foreign investment in private business 

is not subject to limitations, but a foreigner must obtain 

a license to purchase more than 30 percent of a publicly 

held business. Foreign ownership of land is limited to one 

acre for residential purposes and five acres for trade pur-

poses. Both residents and non-residents may hold foreign 

exchange accounts. There are no restrictions or controls 

on payments, transactions, transfers, or repatriation of 

profits.

FINANCIAL FREEDOM — 70%
Trinidad and Tobago has one of the region’s more advanced 

financial systems. Financial regulations and supervision 

are generally transparent. There are no restrictions on 

foreign banks or foreign borrowers, and all banks are free 

to engage in a wide range of services. There are six com-

mercial banks, including one state-owned bank and sev-

eral foreign banks. Many of Trinidad and Tobago’s banks 

have expanded into neighboring countries. The country’s 

approximately 130 credit unions are growing in impor-

tance, and the government is considering tightening their 

regulation and oversight. In 2004, the insurance sector 

included over 40 firms but was dominated by CL Financial, 

which controlled over half of total assets. Capital markets 

are well developed, if rather small, and centered around 

the stock exchange in Port-of-Spain.

PROPERTY RIGHTS — 70%
The judiciary is independent and provides a fair judi-

cial process. However, court cases are time-consuming, 

and there is a several-year backlog of cases waiting to be 

heard.

FREEDOM FROM CORRUPTION — 38%
Corruption is perceived as significant. Trinidad and Toba-

go ranks 59th out of 158 countries in Transparency Interna-

tional’s Corruption Perceptions Index for 2005.

LABOR FREEDOM — 89.2%
The labor market operates under flexible employment 

regulations that enhance overall productivity growth. The 

non-salary cost of employing a worker is low, but dismiss-

ing a redundant employee can be costly. Regulations relat-

ed to increasing or modifying the number of work hours 

are flexible.
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How Do We Measure Economic Freedom? See Chapter 
3 (page 37) for an explanation of the methodology or 
visit the Index Web site at heritage.org/index.

T
unisia’s economy is 61 percent free, according to our 
2007 assessment, which makes it the world’s 69th freest 

economy. Its overall score is 1.8 percentage points higher 
than last year, partially reflecting new methodological 
detail. Tunisia is ranked 6th out of 17 countries in the 
Middle East/North Africa region, and its overall score is 
slightly higher than the regional average.

Tunisia enjoys high levels of business freedom, monetary 
freedom, fiscal freedom, freedom from government, and 
labor freedom, especially for a Middle Eastern country. 
Inflation is low, although the state retains the right to set 
prices in some circumstances. Tunisia maintains moderate-
ly high tax rates, but overall tax revenue is not particularly 
large as a percentage of GDP. There are regulatory obstacles, 
but businesses can be opened and closed without undue 
difficulty. The labor market is fairly flexible, and redundant 
workers can be fired without significant cost.

Tunisia faces challenges in trade freedom, investment 
freedom, and financial freedom. The government main-
tains complex trade regulations and opaque bureaucratic 
practices. Protectionist economic policies have limited the 
opportunities for foreign investment. The financial sector is 
subject to heavy political influence, and much of its regula-
tion and oversight falls short of international standards.

BACKGROUND: Tunisia gained its independence from 
France in 1956 and developed a socialist economy. Presi-
dent Zine al-Abidine Ben Ali has undertaken gradual free-
market economic reforms since the early 1990s, including 
privatization of state-owned firms, simplification of the 
tax code, and more prudent fiscal restraint. The country’s 
diverse economy includes significant agricultural, mining, 
energy, tourism, and manufacturing sectors. Tunisia’s 1998 
association agreement with the European Union, which 
has helped to create jobs and modernize the economy, was 
the first such agreement between the EU and a Maghreb 
country. The economy has also benefited from expanded 
trade and tourism.

TUNISIA

Population:  9.9 million

GDP (PPP):   $77.2 billion
6.0% growth in 2004
4.6% 5-yr. comp. ann. growth
$7,768 per capita

Unemployment:  14.2%

Inflation (CPI):  3.6%

FDI (net inflow):  $634.7 million

Official Development Assistance:  
Multilateral:  $116 million
Bilateral:  $423 million (0.1% from the 
U.S.)

External Debt:  $18.7 billion

Exports:  $13.3 billion
Primarily textiles, mechanical goods, 
phosphates, chemicals, agricultural 
products, hydrocarbons

Imports:  $14.1 billion
Primarily textiles, machinery, equip-
ment, hydrocarbons, chemicals, food

The economy is 61% free

Rank: 69
Regional Rank: 6 of 17
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BUSINESS FREEDOM — 78.3%
Starting a business takes an average of 11 days, compared to 

the world average of 48 days. Obtaining a business license 

can be difficult, but closing a business can be easy. Bureau-

cratic obstacles and delays can be problems. The overall 

freedom to start, close, and operate a business is relatively 

well protected by the national regulatory environment.

TRADE FREEDOM — 61.8%
Tunisia’s weighted average tariff rate was 9.1 percent in 

2005. A complex tariff structure, significant and complex 

import taxes and fees, export subsidies and other export 

promotion programs, and delays in customs all add to 

the cost of trade. Consequently, an additional 20 percent 

is deducted from Tunisia’s trade freedom score to account 

for these non-tariff barriers.

FISCAL FREEDOM — 80.8%
Tunisia has burdensome tax rates. Both the top income tax 

rate and the top corporate tax rate are 35 percent. Other 

taxes include a value-added tax (VAT) and a vehicle tax. In 

the most recent year, overall tax revenue as a percentage of 

GDP was 20.7 percent.

FREEDOM FROM GOVERNMENT — 82.1%
Total government expenditures in Tunisia, including con-

sumption and transfer payments, are moderate. In the 

most recent year, government spending equaled 26.8 per-

cent of GDP, and the government received 3.4 percent of 

its revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 80%
Inflation in Tunisia is low, averaging 2.5 percent between 

2003 and 2005. Relatively low and stable prices explain 

most of the monetary freedom score. The government 

retains authority to set prices for subsidized goods and 

influences prices through regulation, subsidies, and state-

owned utilities and enterprises. Consequently, an addition-

al 10 percent is deducted from Tunisia’s monetary freedom 

score to account for these policies.

INVESTMENT FREEDOM — 30%
Tunisia is open to foreign investment generally but does 

restrict it in some sectors to minimize the impact on domes-

tic competitors. The Investment Code Law covers all major 

sectors of economic activity except mining, energy, the 

financial sector, and domestic trade. Foreign ownership of 

agricultural land is prohibited. Onshore companies out-

side the tourism sector with a capital share larger than 49 

percent require government authorization. Residents and 

non-residents may hold foreign exchange accounts, sub-

ject to restrictions and approval. There are some controls, 

quantitative limits, and other restrictions on payments and 

transfers. There are many restrictions and controls on capi-

tal transactions.

FINANCIAL FREEDOM — 30%
Tunisia’s financial system is subject to heavy government 

involvement. Supervision and regulation are slowly being 

brought up to international standards, but they remain 

insufficient. The banking sector includes 14 commercial 

banks. The government sold its stake in two banks in 2002 

and late in 2005 but remains the controlling shareholder 

in at least four banks that together account for about 42 

percent of bank assets. In 2005, the government established 

a state-owned financial institution to improve access to 

capital by small and medium-size enterprises. The small 

insurance sector had 20 insurance companies in 2005 (15 

Tunisian and five foreign), four of which were wholly or 

partly state-owned, including the largest, which controlled 

one-third of the market. Capital markets are nominal, 

although the stock market is active, and the number of 

investment funds is growing.

PROPERTY RIGHTS — 50%
The executive branch is the supreme arbiter of events in 

the cabinet, government, judiciary, and military. Com-

mercial cases take long to resolve and face complex legal 

procedures.

FREEDOM FROM CORRUPTION — 49%
Corruption is perceived as significant. Tunisia ranks 43rd 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 67.9%
The labor market operates under somewhat flex-

ible employment regulations that could be improved to 

enhance overall productivity growth. The non-salary cost 

of employing a worker is high, but dismissing a redundant 

employee is not costly.
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T
urkey’s economy is 59.3 percent free, according to our 
2007 assessment, which makes it the world’s 83rd freest 

economy. Its overall score is 0.9 percentage point higher 
than last year, partially reflecting new methodological 
detail. Turkey is ranked 34th out of 41 countries in the 
European region, and its overall score is lower than the 
regional average.

Turkey enjoys strong trade freedom, business freedom, 
and fiscal freedom. The government maintains a busi-
ness-friendly environment for young companies, although 
licensing and bankruptcy procedures are difficult. Turkey’s 
average tariff rate is low, but there are significant non-tar-
iff barriers and complex regulations. The top income and 
corporate tax rates are moderately high, and overall tax 
revenue is relatively moderate as a percentage of GDP.

Turkey faces some challenges in freedom from corruption, 
freedom from government, monetary freedom, and labor 
freedom. Inflation is fairly high, and the government dis-
torts the prices of a variety of agricultural goods through 
direct subsidies. Total government expenditures equal 
more than a third of national GDP. Corruption is present, 
although it is not as serious a problem in Turkey as it is 
in some nearby Middle Eastern countries. Turkey’s labor 
freedom is exceptionally low, and its labor market is one 
of the 20 least free in the world.

BACKGROUND: Ever since Mustafa Kemal Ataturk found-
ed modern Turkey in 1923, the country has sought a more 
Western-oriented approach to policy, especially in its vig-
orous attempts to join the European Union. Prime Minis-
ter Recep Tayyip Erdogan is seeking to reverse decades of 
corruption, economic mismanagement, and authoritarian 
intervention, but Turkey still faces challenges in decreas-
ing the role of the state. The public sector dominates 
energy, telecommunications, transport, and banking. The 
EU agreed to start formal accession talks with Turkey in 
October 2005. Turkey’s main exports include foodstuffs, 
textiles, clothing, iron, and steel.

TURKEY

Population:  71.7 million

GDP (PPP):   $556.1 billion
8.9% growth in 2004
4.3% 5-yr. comp. ann. growth
$7,753 per capita

Unemployment:  10.3%

Inflation (CPI):  8.6%

FDI (net inflow):  $1.9 billion

Official Development Assistance:  
Multilateral:  $326 million
Bilateral:  $394 million (2% from the U.S.)

External Debt:  $161.6 billion

Exports:  $91.0 billion
Primarily apparel, food, textiles, metal 
manufactures, transport equipment

Imports:  $102.2 billion
Primarily machinery, chemicals, semi-
finished goods, fuels, transport 
equipment

The economy is 59.3% free

Rank: 83
Regional Rank: 34 of 41
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BUSINESS FREEDOM — 67.4%
Starting a business takes an average of nine days, compared 

to the world average of 48 days. Both obtaining a business 

license and closing a business are difficult. Red tape and 

bureaucratic delays are persistent problems. The overall 

freedom to start, operate, and close a business is relatively 

well protected by the national regulatory environment.

TRADE FREEDOM — 76%
Turkey’s weighted average tariff rate was 2 percent in 2003. 

Prohibitive tariffs for agriculture and food products, signifi-

cant import taxes and fees, export subsidies and other export 

promotion programs, import licensing, non-transparent and 

complex standards and regulations, service market access 

barriers, weak enforcement of intellectual property rights, 

and corruption all add to the cost of trade. Consequently, 

an additional 20 percent is deducted from Turkey’s trade 

freedom score to account for these non-tariff barriers.

FISCAL FREEDOM — 79.4%
Turkey has burdensome tax rates. The top income tax rate 

is 35 percent, and the top corporate tax rate is 30 percent. 

Other taxes include a value-added tax (VAT), a property 

tax, and a tax on interest. In the most recent year, overall 

tax revenue as a percentage of GDP was 31.1 percent.

FREEDOM FROM GOVERNMENT — 69.9%
Total government expenditures in Turkey, including con-

sumption and transfer payments, are moderate. In the 

most recent year, government spending equaled 35.4 per-

cent of GDP, and the government received 2.6 percent of 

its revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 70.2%
Inflation in Turkey is high, averaging 9.8 percent between 

2003 and 2005. Such unstable prices explain most of the 

monetary freedom score. The government sets prices for 

many agricultural products and pharmaceuticals and 

influences prices through regulation, subsidies, and state-

owned utilities and enterprises. Municipalities fix ceilings 

on the retail price of bread. Permission for price increases 

traditionally has depended more on political than on eco-

nomic criteria. Consequently, an additional 10 percent 

is deducted from Turkey’s monetary freedom score to 

account for these policies.

INVESTMENT FREEDOM — 50%
Turkey welcomes foreign investment but maintains a 

number of formal and informal barriers in broadcasting, 

aviation, maritime transportation, and value-added tele-

communications services companies, and port facilities 

must be at least 51 percent Turkish-owned. Significant 

deterrents to foreign investment include excessive bureau-

cracy, a weak judicial system, and frequent changes in the 

legal environment. Both residents and non-residents may 

hold foreign exchange accounts. There are few restrictions 

on payments and transfers. Reporting requirements apply 

to some capital transactions. Non-residents are subject 

to restrictions on the purchase of real estate, but foreign 

companies may acquire real estate through a Turkish legal 

entity or local partnership.

FINANCIAL FREEDOM — 50%
Turkey’s financial system is well developed and has largely 

recovered from the 2000–2001 financial crisis. Following 

the crisis, the government increased transparency, strength-

ened regulatory and accounting standards, and improved 

oversight. As of November 2005, there were 34 commer-

cial banks, including three state-owned banks, 18 private 

domestic banks, and 13 majority foreign-owned banks. 

Three state-owned commercial banks control over 30 per-

cent of banking assets, whereas foreign banks account 

for only 6 percent. The insurance sector is growing and 

includes 60 insurance companies, five of which are foreign-

owned and two of which are state-owned. Capital markets 

are relatively small and dominated by government securi-

ties. The stock exchange is state-owned but autonomous.

PROPERTY RIGHTS — 50%
Property rights are generally enforced, although the court 

system is overburdened and slow to reach decisions, and 

judges are not well trained for commercial cases. The judi-

ciary is subject to government influence.

FREEDOM FROM CORRUPTION — 35%
Corruption is perceived as significant. Turkey ranks 65th 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 45.4%
The labor market operates under highly inflexible employ-

ment regulations that hinder overall productivity growth. 

Turkey’s Labor Law 4857, enacted in 2003, has provided 

some increased flexibility to employers. However, the non-

salary cost of employing a worker is high, and dismissing a 

redundant employee is still costly. Turkey’s labor freedom 

is one of the 20 lowest in the world.
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T
urkmenistan’s economy is 42.5 percent free, according 
to our 2007 assessment, which makes it the world’s 

152nd freest economy. Its overall score is 1.3 percentage 
points lower than last year, partially reflecting new meth-
odological detail. Turkmenistan is ranked 28th out of 30 
countries in the Asia–Pacific region, and its overall score 
is much lower than the regional average.

Turkmenistan scores well in fiscal freedom, freedom from 
government, and trade freedom. The top income tax is only 
10 percent, and the corporate tax is 20 percent. Government 
spending equals slightly more than one-fifth of national 
GDP. While there are non-tariff barriers, including cumber-
some regulations, the average tariff rate is low.

Turkmenistan’s business freedom, investment freedom, 
financial freedom, labor freedom, property rights, and 
freedom from corruption are all weak. Although total gov-
ernment spending is fairly low relative to GDP, a non-trans-
parent regulatory system discourages both local businesses 
and foreign investment. The national financial market is 
unsophisticated, and most operations are dominated by the 
state; accordingly, many people keep their money in cash. 
The judicial system is wholly controlled by the state, and 
corruption pervades the judiciary and civil service. Infla-
tion is fairly high, and the government subsidizes a wide 
array of goods. The labor market is highly inflexible, with 
the government providing most of the country’s jobs.

BACKGROUND: Since gaining its independence in 1991, 
Turkmenistan has remained impoverished and largely 
closed to the outside world. Its government, led by Presi-
dent Saparmurat Niyazov, is composed mainly of former 
Communists who resist reform. Turkmenistan’s large exter-
nal debt is due to low export prices and a heavy reliance 
on imports. Its main exports are gas, oil, and oil products, 
which are sold primarily to Russia. A recent agreement 
with Russia will double the export price of Turkmen gas. 
The other main industry, agriculture, is concentrated in 
cotton, the price of which is kept artificially low.

TURKMENISTAN

Population:  4.8 million

GDP (PPP):   $39.5 billion
17.2% growth in 2004
17.8% 5-yr. comp. ann. growth
$8,000 per capita

Unemployment:  60% (2004 estimate)

Inflation (CPI):  5.9%

FDI (net inflow):  $150 million (gross)

Official Development Assistance:  
Multilateral:  $7 million
Bilateral:  $32 million (22% from the U.S.)

External Debt:  $2.4 (2001 estimate)

Exports:  $3.9 billion
Primarily gas, crude oil, petrochemicals, 
cotton fiber, textiles

Imports:  $3.2 billion
Primarily machinery and equipment, 
chemicals, food

The economy is 42.5% free

Rank: 152
Regional Rank: 28 of 30
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BUSINESS FREEDOM — 30%
The non-transparency of the entire regulatory system is a 

great challenge to entrepreneurial activities in Turkmeni-

stan. Businesses have difficulty getting copies of laws and 

regulations as government officials routinely refuse even to 

provide them. Personal relations with government officials 

often help to determine how and when government regula-

tions are applied. Considering the private sector a competi-

tor, government entities use regulations as an excuse for 

restricting private business. The overall freedom to start, 

operate, and close a business is seriously restricted by the 

national regulatory environment.

TRADE FREEDOM — 74.2%
Turkmenistan’s weighted average tariff rate was 2.9 per-

cent in 2002. Prohibitive tariffs for agricultural and food 

products, import taxes and fees, export bans, and customs 

procedures that are bureaucratic, slow, and subject to cor-

ruption add to the cost of trade. Consequently, an addi-

tional 20 percent is deducted from Turkmenistan’s trade 

freedom score to account for these non-tariff barriers.

FISCAL FREEDOM — 94.4%
Turkmenistan enjoys low tax rates. The top income tax rate 

is 10 percent, and the top corporate tax rate is 20 percent. 

Other taxes include a value-added tax (VAT) and an excise 

tax. Important gaps in the available data include figures 

for government finance. In the most recent year, overall tax 

revenue as a percentage of GDP was 18.3 percent.

FREEDOM FROM GOVERNMENT — 82.9%
Total government expenditures in Turkmenistan, including 

consumption and transfer payments, are moderate. In the 

most recent year, government spending equaled 22.1 per-

cent of GDP. Turkmenistan has made very limited progress 

in economic reforms. Government intervention has been 

pervasive in the economy, and privatization has stalled. 

There are still mandatory state plans.

MONETARY FREEDOM — 65.9%
Inflation in Turkmenistan is high, averaging 9.1 percent 

between 2003 and 2005. Relatively high and unstable prices 

explain most of the monetary freedom score. A system of 

subsidies, price controls, and free provision of utilities 

underpins the government’s economic policies, and the 

government also influences prices through numerous 

state-owned utilities and enterprises. Consequently, an 

additional 15 percent is deducted from Turkmenistan’s 

monetary freedom score to account for these policies.

INVESTMENT FREEDOM — 10%
The government controls most of Turkmenistan’s economy 

and restricts foreign participation. Investors face currency 

and trade restrictions, and the state continues to interfere 

in companies that have been privatized. The government 

chooses its investment partners selectively. Deficient rule 

of law, excessive and inconsistent regulation, and corrup-

tion are strong disincentives to foreign investment. Foreign 

exchange accounts require government approval. All pay-

ments and transfers require government approval. Capital 

transactions face restrictions and central bank approval in 

some cases.

FINANCIAL FREEDOM — 10%
Turkmenistan’s financial system is subject to very heavy 

government influence. A financial crisis led the number of 

banks in operation to fall from 67 to 12 in mid-2004. Many 

banks are insolvent by international standards, and the 

financial sector is dominated by state-owned or state-influ-

enced institutions. An estimated 95 percent of all loans go 

to state-owned enterprises. The government directs credit 

allocation, often at subsidized rates. Most individuals hold 

their wealth in cash, preferably foreign currency. The cen-

tral bank is not independent. Private enterprises have little 

access to credit. There are no significant non-bank financial 

institutions, and the state-owned insurance company is the 

sole insurer. There is no private capital market.

PROPERTY RIGHTS — 10%
The legal system does not strongly enforce contracts and 

rights. Laws are poorly developed, and judicial employees 

and judges are poorly trained and open to bribery.

FREEDOM FROM CORRUPTION — 18%
Corruption is perceived as widespread. Turkmenistan 

ranks 155th out of 158 countries in Transparency Interna-

tional’s Corruption Perceptions Index for 2005.

LABOR FREEDOM —30%
The labor market operates under highly inflexible employ-

ment regulations that hinder overall productivity growth. 

The government provides the majority of jobs. Minimum 

wages are mandated by the state.

TURKMENISTAN’S TEN ECONOMIC FREEDOMS
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Sub-Saharan Africa Average = 54.7
World Average = 60.6

U
ganda’s economy is 63.4 percent free, according to 
our 2007 assessment, which makes it the world’s 59th 

freest economy. Its overall score is 1.5 percentage points 
lower than last year, partially reflecting new methodologi-
cal detail. Uganda is ranked 5th out of 40 countries in the 
sub-Saharan Africa region, and its overall score is much 
higher than the regional average.

Uganda scores highly in fiscal freedom, freedom from 
government, financial freedom, and labor freedom. The 
top income and corporate tax rates are moderate, and 
overall tax revenues are not large as a percentage of GDP. 
Government expenditures are also fairly low, and govern-
ment-owned businesses do not account for a significant 
portion of total tax revenues. Uganda has a small but 
developed financial sector that is dominated by banking. 
The labor sector is elastic in workweek hours and work-
force flexibility.

Uganda is weaker in freedom from corruption, property 
rights, and business freedom. Regulations make commer-
cial licensing burdensome and are not always enforced 
consistently. Closing a business is also difficult. Uganda 
opened its first commercial court several years ago, but 
slow resolution and understaffing lead most investors to 
seek settlements or outside arbitration. Corruption is a 
problem, but no more so than for other African nations.

BACKGROUND: Uganda remains poor despite market 
reforms that contributed to economic growth averaging 
over 6 percent annually during the past decade. The gov-
ernment’s “abstinence, be faithful, and condoms” (ABC) 
program has reduced HIV prevalence to 6.5 percent in 2005 
from 18 percent in the 1990s. President Yoweri Museveni, 
who has ruled since leading a successful insurgency that 
seized power in 1986, was elected to a third five-year term 
in 2006 following the adoption of a controversial constitu-
tional amendment that removed the two-term limit. The 
agricultural sector employs most Ugandans and account-
ed for over one-third of gross domestic product in 2004.

UGANDA

Population:  27.8 million

GDP (PPP):   $41.1 billion
5.6% growth in 2004
5.4% 5-yr. comp. ann. growth
$1,478 per capita

Unemployment:  n/a

Inflation (CPI):  3.3%

FDI (net inflow):  $237.2 million (gross)

Official Development Assistance:  
Multilateral:  $585 million
Bilateral:  $751 million (28% from the 
U.S.)

External Debt:  $4.8 billion

Exports:  $1.2 billion
Primarily coffee, fish, fish products, tea, 
cotton, flowers, horticultural products, 
gold

Imports:  $2.2 billion
Primarily capital equipment, vehicles, 
petroleum, medical supplies, cereals

The economy is 63.4% free

Rank: 59
Regional Rank: 5 of 40
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BUSINESS FREEDOM — 54.1%
Starting a business takes an average of 30 days, compared 

to the world average of 48 days. To maximize entrepre-

neurship and job creation, it should be easier to start a com-

pany. Obtaining a business license can be very difficult, 

and closing a business is difficult. Regulations are some-

times inconsistent, causing unreliability of interpretation. 

The overall freedom to start, operate, and close a business 

is restricted by the national regulatory environment.

TRADE FREEDOM — 58.8%
Uganda’s weighted average tariff rate was 10.6 percent in 

2005. The government has made progress toward liberal-

izing the trade regime, but inefficient and non-transpar-

ent customs implementation, import restrictions, weak 

enforcement of intellectual property rights, and corruption 

still add to the cost of trade. Consequently, an additional 20 

percent is deducted from Uganda’s trade freedom score to 

account for these non-tariff barriers.

FISCAL FREEDOM — 87.1%
Uganda has moderate tax rates. Both the top income tax 

rate and the top corporate tax rate are 30 percent. Other 

taxes include a value-added tax (VAT), a property tax, and 

a vehicle tax. In the most recent year, overall tax revenue 

as a percentage of GDP was 11.7 percent.

FREEDOM FROM GOVERNMENT — 86.7%
Total government expenditures in Uganda, including 

consumption and transfer payments, are low. In the most 

recent year, government spending equaled 23.8 percent 

of GDP, and the government received 0.1 percent of its 

revenues from state-owned enterprises and government 

ownership of property. Many state-owned companies have 

been privatized or divested.

MONETARY FREEDOM — 78.3%
Inflation in Uganda is relatively high, averaging 6.9 percent 

between 2003 and 2005. Relatively high and unstable prices 

explain most of the monetary freedom score. The govern-

ment is able to influence prices through state-owned utili-

ties and enterprises. Consequently, an additional 5 percent 

is deducted from Uganda’s monetary freedom score to 

account for these policies.

INVESTMENT FREEDOM — 50%
Foreign investment is allowed in privatized industries. 

Foreign investors may form 100 percent foreign-owned 

companies and majority or minority joint ventures with 

local investors with no restrictions. They also may acquire 

or take over domestic enterprises. Foreign investors, how-

ever, do not receive equal treatment, especially for perfor-

mance obligations. A slow land registry and complex land 

regulations make it difficult for foreign companies to buy 

land. Both residents and non-residents may hold foreign 

exchange accounts. There are no restrictions or controls on 

payments, transactions, or transfers.

FINANCIAL FREEDOM — 70%
Uganda’s small financial system is dominated by its bank-

ing sector. The banking industry generally is sound and 

well capitalized. The central bank has tightened supervi-

sion and increased regulatory requirements in the wake 

of several bank closures in the late 1990s. Uganda had 16 

commercial banks and two development banks in 2004. 

Most banks are foreign-owned. New banks are not allowed 

unless they offer completely new financial services or take 

over existing banks. As of 2004, there also were seven sav-

ings and loan institutions and a number of microfinance 

institutions. The insurance sector is small and comprised 

15 companies in 2003, including the state-owned National 

Insurance Company, which is undergoing privatization. 

Capital markets are relatively small and underdeveloped. 

Foreign investors may participate in capital markets, and 

foreign-owned companies may trade on the stock market 

subject to some restrictions.

PROPERTY RIGHTS — 30%
Uganda opened its first commercial court about six years 

ago, but a shortage of judges and funding drives most 

commercial cases to outside arbitration or settlement. The 

judiciary suffers from corruption.

FREEDOM FROM CORRUPTION — 25%
Corruption is perceived as widespread. Uganda ranks 

117th out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 94%
The labor market operates under highly flexible employ-

ment regulations that enhance overall productivity growth. 

The non-salary cost of employing a worker is moderate, 

and dismissing a redundant employee is not difficult. Reg-

ulations on increasing or contracting the number of work 

hours are flexible.

UGANDA’S TEN ECONOMIC FREEDOMS
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U
kraine’s economy is 53.3 percent free, according to our 
2007 assessment, which makes it the world’s 125th 

freest economy. Its overall score is 2.2 percentage points 
lower than last year, partially reflecting new methodologi-
cal detail. Ukraine is ranked 40th out of 41 countries in the 
European region, and its overall score is much lower than 
the regional average.

Ukraine scores well in trade freedom and fiscal freedom. 
The average tariff rate is low, although highly complex 
regulations constitute significant non-tariff barriers. The 
top personal income and corporate tax rates are relatively 
low, and overall revenue from taxes is not high as a per-
centage of GDP.

Ukraine is weaker in freedom from government, monetary 
freedom, investment freedom, property rights, and free-
dom from corruption. Inflation is high, and government 
expenditures equal nearly two-fifths of GDP. While foreign 
investment is officially welcomed, corruption and arcane 
regulations are de facto deterrents to capital. The judi-
ciary, subject to pressure from both the government and 
organized crime, does not always enforce contracts and is 
tarnished with corruption. Corruption is a major problem 
throughout the civil service, particularly for a European 
nation, and the bureaucracy’s inefficiency makes many 
commercial operations difficult.

BACKGROUND: Promises of market openness and econom-
ic reform after Ukraine’s 2004 “Orange Revolution” have 
fallen short, and April 2006 elections produced a weak 
coalition led by the pro-reform “Our Ukraine” party and 
the more populist Tymoshenko Bloc. Prominent sectors of 
the economy include services, mining, metals, and manu-
facturing. Ukraine has benefited heavily from recent price 
increases for metal and ore. Despite lucrative opportuni-
ties for foreign direct investment, economic progress in 
the near term may be slowed by persistent corruption, 
steadily increasing gas prices, deteriorating infrastructure, 
and political deadlock.

UKRAINE

Population:  47.5 million

GDP (PPP):   $303.4 billion
12.1% growth in 2004
8.3% 5-yr. comp. ann. growth
$6,394 per capita

Unemployment:  3.5% (end 2004)

Inflation (CPI):  9.0%

FDI (net inflow):  $1.7 billion

Official Development Assistance:  
Multilateral:  $92 million
Bilateral:  $275 million (41% from the 
U.S.)

External Debt:  $21.7 billion

Exports:  $39.7 billion
Primarily ferrous and nonferrous metals, 
fuel, petroleum products, chemicals, 
machinery, transport equipment, food 
products

Imports:  $34.8 billion
Primarily energy, machinery and equip-
ment, chemicals

The economy is 53.3% free

Rank: 125
Regional Rank: 40 of 41
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BUSINESS FREEDOM — 54%
Starting a business takes an average of 33 days, compared 

to the world average of 48 days. Obtaining a business 

license is relatively simple, but closing a business is dif-

ficult. Cumbersome regulations are sometimes inconsistent 

and lacking in transparency. The overall freedom to start, 

operate, and close a business is restricted by the national 

regulatory environment.

TRADE FREEDOM — 72.2%
Ukraine’s weighted average tariff rate was 3.9 percent in 

2002. Import taxes and fees, import licensing requirements, 

restrictive sanitary and phytosanitary regulations, export 

subsidies, burdensome and complex standards and certi-

fication regulations, and weak enforcement of intellectual 

property rights add to the cost of trade. Consequently, an 

additional 20 percent is deducted from Ukraine’s trade 

freedom score to account for these non-tariff barriers.

FISCAL FREEDOM — 89.1%
Ukraine enjoys low tax rates. The top income tax rate is a 

flat 13 percent, and the top corporate tax rate is 25 percent. 

Other taxes include a value-added tax (VAT), a land tax, 

and a vehicle tax. In the most recent year, overall tax rev-

enue as a percentage of GDP was 29.1 percent.

FREEDOM FROM GOVERNMENT — 61.9%
Total government expenditures in Ukraine, including con-

sumption and transfer payments, are high. In the most 

recent year, government spending equaled 39.4 percent 

of GDP, and the government received 5.6 percent of its 

revenues from state-owned enterprises and government 

ownership of property. Ukraine’s economy is still shack-

led by lingering government interference in private-sector 

decision-making.

MONETARY FREEDOM — 68.4%
Inflation in Ukraine is high, averaging 11.7 percent between 

2003 and 2005. Relatively high and unstable prices explain 

most of the monetary freedom score. The executive branch 

is allowed by law to establish high minimum prices for 

goods and services, and the government further influences 

prices through regulation and state-owned enterprises and 

utilities. Consequently, an additional 10 percent is deduct-

ed from Ukraine’s monetary freedom score to account for 

these policies.

INVESTMENT FREEDOM — 30%
Foreign investment laws provide equal treatment, with 

some restrictions in publishing, broadcasting, energy and 

insurance. Foreign investment is prohibited in weapons 

manufacturing and alcoholic spirits. Complex regulations 

and corruption are major deterrents to foreign investment. 

Resident and non-resident foreign exchange accounts are 

subject to restrictions and government approval in some 

cases. Payments and transfers are subject to various 

requirements and quantitative limits. Some capital trans-

actions are subject to controls and licenses.

FINANCIAL FREEDOM — 50%
Ukraine’s financial system is small but growing. Financial 

regulation and supervision are weak. Banks may offer a 

wide range of services. Ukraine has 166 licensed banks, 

most of which are very small, including 28 wholly or par-

tially foreign-owned banks. There are two state-owned 

banks, and the 10 largest banks account for about half of 

the net banking assets. A 2002 law eliminated restrictions 

on foreign participation in the banking system, which may 

now include 100 percent foreign-owned subsidiaries that 

operate on par with domestic banks, but foreign bank 

branches are not permitted. Several large Ukrainian banks 

have been purchased by foreign investors in recent years, 

including the second largest Ukrainian bank, which was 

purchased by an Austrian bank in 2005. Despite 338 regis-

tered insurance companies, the insurance sector is small. 

Foreign insurers may operate in Ukraine but are subject to 

more restrictions than domestic insurers. Capital markets 

are underdeveloped and poorly regulated.

PROPERTY RIGHTS — 30%
Protection of property is weak. The judiciary is subject 

to pressure from the executive and organized crime, and 

corruption is a serious problem. Contracts are not well 

enforced, and expropriation is possible.

FREEDOM FROM CORRUPTION — 26%
Corruption is perceived as widespread. Ukraine ranks 

107th out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 51.8%
The labor market operates under inflexible employment 

regulations that hinder overall productivity growth. The 

non-salary cost of employing a worker is very high, and 

dismissing a redundant employee is not easy.

UKRAINE’S TEN ECONOMIC FREEDOMS
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How Do We Measure Economic Freedom? See Chapter 
3 (page 37) for an explanation of the methodology or 
visit the Index Web site at heritage.org/index.

World Average = 60.6
Mideast/North Africa Average = 57.2

T
he economy of the United Arab Emirates (UAE) is 60.4 
percent free, according to our 2007 assessment, which 

makes it the world’s 74th freest economy. Its overall score is 
0.7 percentage point higher than last year, partially reflect-
ing new methodological detail. The UAE is ranked 8th out 
of 17 countries in the Middle East/North Africa region, and 
its overall score is higher than the regional average.

The UAE scores well in fiscal freedom, labor freedom, 
freedom from corruption, and trade freedom. The aver-
age tariff rate is not high, but the government issues gen-
eral import licenses only to nationals. Individual emirates 
impose their own corporate taxes, but there are no income 
or corporate taxes at the federal level. The labor market is 
highly flexible, and there is no minimum wage. The level 
of corruption is low for a developing nation.

The UAE is weak in business freedom, freedom from gov-
ernment, investment freedom, financial freedom, and prop-
erty rights. Total government spending equals less than 25 
percent of GDP, but state-owned businesses account for 
more than 75 percent of total tax revenues. Foreign invest-
ment is restricted, and even in the free zones, rules mandate 
majority emirati ownership. Though the UAE is a regional 
financial hub, its financial sector is subject to considerable 
government interference. The state also interferes with the 
courts, which are dominated by the UAE’s rulers.

BACKGROUND: The United Arab Emirates is a federation of 
seven Arab monarchies (Abu Dhabi, Ajman, Dubai, Fujai-
rah, Ras Al-Khaimah, Sharjah, and Umm al-Qaiwain) that 
gained their independence from Great Britain in 1971. Abu 
Dhabi accounts for about 90 percent of UAE oil produc-
tion and has taken a leading role in political and economic 
decision-making, but many economic policy decisions are 
made by the rulers of the individual emirates. Dubai has 
developed into the UAE’s foremost center of finance, com-
merce, transportation, and tourism. UAE nationals continue 
to rely heavily on a bloated public sector for employment, 
subsidized services, and government handouts.

UNITED ARAB EMIRATES

Population:  4.3 million

GDP (PPP):   $103.9 billion
7.8% growth in 2004
7.1% 5-yr. comp. ann. growth
$24,056 per capita

Unemployment:  2.4% (2001)

Inflation (CPI):  4.6%

FDI (net inflow):  $870 million

Official Development Assistance:  
Multilateral:  None
Bilateral:  $5 million (6% from the U.S.)

External Debt:  $34.5 billion (2005 
estimate)

Exports:  $90.6 billion
Primarily crude oil, natural gas, re-
exports, dried fish, dates

Imports:  $63.4 billion
Primarily machinery, transport equip-
ment, chemicals, food

The economy is 60.4% free

Rank: 74
Regional Rank: 8 of 17
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How Do We Measure Economic Freedom? See Chapter 
3 (page 37) for an explanation of the methodology or 
visit the Index Web site at heritage.org/index.
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BUSINESS FREEDOM — 49.2%
Starting a business takes an average of 63 days, compared 

to the world average of 48 days. To maximize entrepre-

neurship and job creation, it should be easier to start a com-

pany. Obtaining a business license is relatively simple, but 

closing a business can be difficult. The overall freedom to 

start, operate, and close a business is seriously restricted 

by the national regulatory environment.

TRADE FREEDOM — 70%
The weighted average tariff rate in the UAE was 5 percent 

in 2005. Non-transparent standards, sanitary and phyto-

sanitary regulations, service market access barriers, and 

inconsistent government procurement regulations add 

to the cost of trade. Only firms with a trade license may 

engage in importation, and only UAE nationals may obtain 

such a license (this provision does not apply to goods 

imported into free zones). Consequently, an additional 20 

percent is deducted from the UAE’s trade freedom score to 

account for these non-tariff barriers.

FISCAL FREEDOM — 99.9%
The UAE has no income tax and no federal-level corporate 

tax, but different corporate tax rates exist in some emirates 

(for example, a 55 percent corporate tax rate for foreign oil 

companies and a 20 percent corporate tax rate for foreign 

banks. The government also levies a rental tax, and a 7 

percent–12 percent federal-level value-added tax is under 

consideration. In the most recent year, overall tax revenue 

as a percentage of GDP was 1.7 percent.

FREEDOM FROM GOVERNMENT — 60.3%
Total government expenditures in the UAE, including 

consumption and transfer payments, are moderate. In the 

most recent year, government spending equaled 24.3 per-

cent of GDP, and the government received 77.7 percent of 

its revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 75.3%
Inflation in the UAE is moderate, averaging 5.4 percent 

between 2003 and 2005. Relatively moderate and unstable 

prices explain most of the monetary freedom score. The 

government influences prices through regulation, subsi-

dies, and numerous state-owned enterprises and utilities, 

including oil, gas, electricity, and telecommunications. 

Consequently, an additional 10 percent is deducted from 

the UAE’s monetary freedom score to account for these 

policies.

INVESTMENT FREEDOM — 30%
Foreign investment in the UAE is restricted, and foreign 

investors do not receive national treatment. Except for 

companies located in the free zones, at least 51 percent 

of a business establishment must be owned by a UAE 

national. Non–Gulf Cooperation Council nationals may 

not own land, and only 22 out of 53 stocks on the UAE 

stock market are open to foreign investment. There are no 

controls or requirements on current transfers, access to for-

eign exchange, or repatriation of profits.

FINANCIAL FREEDOM — 40%
Financial supervision has been strengthened to address 

money laundering. There are 21 domestic banks (some 

with federal or local government ownership), 26 foreign 

bank entities, two investment banks, and 49 representative 

bank offices. The central bank stopped issuing licenses for 

new foreign bank branches in the mid-1980s but announced 

that it would consider permitting new branches if they 

employed UAE citizens. There is a 20 percent tax on for-

eign bank profits. In early 2006, the insurance sector had 

47 companies, about half of them foreign. The government 

closed the insurance sector to new foreign entries in 1989 

but has announced that it intends to reopen it. Capital mar-

kets are relatively developed, and the two stock markets 

are open to foreign investment, but foreign ownership of 

companies listed on the stock market is limited to 49 per-

cent, and some companies prohibit foreign ownership. A 

new regional exchange opened in September 2005.

PROPERTY RIGHTS — 40%
The ruling families exercise considerable influence on the 

judiciary. Incompetence and corruption are rarely chal-

lenged. All land in Abu Dhabi, the largest of the UAE’s 

seven emirates, is owned by the government.

FREEDOM FROM CORRUPTION — 62%
Corruption is perceived as present. The United Arab Emir-

ates ranks 30th out of 158 countries in Transparency Inter-

national’s Corruption Perceptions Index for 2005.

LABOR FREEDOM — 77.2%
The labor market operates under relatively flexible employ-

ment regulations that could be improved to enhance overall 

productivity growth. The non-salary cost of employing a 

worker is moderate, but dismissing a redundant employee 

is relatively costly. There is no minimum wage.

UAE’S TEN ECONOMIC FREEDOMS
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How Do We Measure Economic Freedom? See Chapter 
3 (page 37) for an explanation of the methodology or 
visit the Index Web site at heritage.org/index.

T
he United Kingdom’s economy is 81.6 percent free, 
according to our 2007 assessment, which makes it the 

world’s 6th freest economy. Its overall score is 0.7 percent-
age point lower than last year, partially reflecting new 
methodological detail. The United Kingdom is ranked 1st 
out of 41 countries in the European region, and its overall 
score is much higher than the regional average.

The United Kingdom scores highly in virtually all areas: 
investment freedom, trade freedom, financial freedom, 
property rights, business freedom, and freedom from cor-
ruption. The average tariff rate is low, although the gov-
ernment does implement distortionary European Union 
agricultural tariffs, and business regulation is highly effi-
cient. Almost all commercial operations are simple and 
transparent, and support for private enterprise is a world 
model. Inflation is fairly low, and foreign investment is 
welcome and attracted by a favorable business climate. 
The United Kingdom’s financial sector is modern and a 
historic world hub. The judiciary, independent of poli-
tics and highly trained, should be the envy of the world. 
Corruption is almost nonexistent, and the labor market is 
highly flexible, particularly for the European Union.

The U.K. could do slightly better in freedom from gov-
ernment. Total government spending equals more than 
two-fifths of GDP, although almost none of the govern-
ment’s total tax revenues is received from state-owned 
businesses.

BACKGROUND: Since implementation of the market 
reforms instituted by former Prime Minister Margaret 
Thatcher in the 1980s, the United Kingdom has experi-
enced steady economic growth. The U.K., particularly the 
City of London, remains one of the world’s leading centers 
of commerce, and exports of manufactured goods, chemi-
cals, and foodstuffs remain strong. However, the fall-off in 
North Sea oil production has left the U.K. as a net importer 
of oil, making its economy more susceptible to disruptions 
in the global energy market.

UNITED KINGDOM

Population:  59.9 million

GDP (PPP):   $1.8 trillion
3.1% growth in 2004
2.8% 5-yr. comp. ann. growth
$30,821 per capita

Unemployment:  4.7%

Inflation (CPI):  3%

FDI (net inflow):  $13 billion

Official Development Assistance:  
Multilateral:  None
Bilateral:  None

External Debt:  $7.1 trillion (2005)

Exports:  $533.2 billion
Primarily manufactured goods, fuels, 
chemicals, food, beverages, tobacco

Imports:  $604.6 billion
Primarily manufactured goods, machin-
ery, fuels, food

The economy is 81.6% free

Rank: 6
Regional Rank: 1 of 41
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BUSINESS FREEDOM — 92.1%
Starting a business takes an average of 18 days, compared 

to the world average of 48 days. To maximize entrepre-

neurship and job creation, it should be easier to start a com-

pany. Obtaining a business license is simple, and closing a 

business is very easy. The overall freedom to start, operate, 

and close a business is strongly protected by the national 

regulatory environment.

TRADE FREEDOM — 76.6%
The United Kingdom’s trade policy is the same as those of 

other members of the European Union. The common EU 

weighted average tariff rate was 1.7 percent in 2005. Vari-

ous non-tariff barriers are reflected in EU policy, including 

agricultural and manufacturing subsidies, regulatory and 

licensing restrictions, and other market access restrictions. 

Consequently, an additional 20 percent is deducted from 

the U.K.’s trade freedom score.

FISCAL FREEDOM — 74.6%
The United Kingdom has a high income tax rate and a 

moderate corporate tax rate. The top income tax rate is 40 

percent, and the top corporate tax rate is 30 percent. Other 

taxes include a value-added tax (VAT), a tax on insurance 

contracts, and a vehicle tax. In the most recent year, overall 

tax revenue as a percentage of GDP was 36.1 percent.

FREEDOM FROM GOVERNMENT — 54.2%
Total government expenditures in the United Kingdom, 

including consumption and transfer payments, are very 

high. In the most recent year, government spending 

equaled 44 percent of GDP, and the government received 

1.8 percent of its revenues from state-owned enterprises 

and government ownership of property.

MONETARY FREEDOM — 79.3%
Inflation in the United Kingdom is low, averaging 2.9 

percent between 2003 and 2005. Relatively low and stable 

prices explain most of the monetary freedom score. As a 

participant in the EU’s Common Agricultural Policy, the 

government subsidizes agricultural production, distort-

ing the prices of agricultural products. Prices in the United 

Kingdom are generally set by market forces, but pharma-

ceutical prices are capped, and the government influ-

ences prices through regulation and state-owned utilities. 

Consequently, an additional 10 percent is deducted from 

the U.K.’s monetary freedom score to account for these 

policies.

INVESTMENT FREEDOM — 90%
Foreign investors receive the same treatment as domestic 

businesses. The most attractive features of the business 

environment are deep and sophisticated capital markets, 

strong macroeconomic fundamentals, and a relatively flex-

ible labor market. The government has the power to block 

foreign acquisitions but rarely does so in practice. Both 

residents and non-residents may hold foreign exchange 

accounts. Payments and proceeds on invisible transactions 

and current transfers are not subject to restrictions, prof-

its can be repatriated freely, and there are no controls on 

real estate transactions. The government can prohibit the 

transfer of control of important domestic manufacturing to 

a non-resident if the transaction is determined not to be in 

the national interest.

FINANCIAL FREEDOM — 90%
The U.K. has a well-developed, competitive financial sys-

tem that offers all forms of financial services. Credit is 

allocated on market terms. Supervision is prudent, regula-

tions are transparent and undemanding, and the sector is 

overseen by an independent institution. Universal banking 

is permitted. The banking sector is the third largest in the 

world, and nearly 100 British banks and nearly 400 for-

eign-controlled banks were operating in 2005. There were 

also a number of credit unions. There are no government 

banks, although some government agencies provide grants 

and financing, and the Post Office provides some personal 

banking services. The insurance market is the world’s third 

largest. Most large foreign insurers are represented in the 

U.K., and many account for significant market shares. 

The London Stock Exchange is one of the world’s largest 

exchanges.

PROPERTY RIGHTS — 90%
Property rights are highly respected and well enforced. 

Contracts are secure, and the judiciary is of very high 

quality.

FREEDOM FROM CORRUPTION — 86%
Corruption is perceived as minimal. The United Kingdom 

ranks 11th out of 158 countries in Transparency Interna-

tional’s Corruption Perceptions Index for 2005.

LABOR FREEDOM — 82.7%
The labor market operates under flexible employment 

regulations that enhance overall productivity growth. The 

non-salary cost of employing a worker is moderate, but 

dismissing a redundant employee can be relatively costly.
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How Do We Measure Economic Freedom? See Chapter 
3 (page 37) for an explanation of the methodology or 
visit the Index Web site at heritage.org/index.

T
he economy of the United States is 82 percent free, 
according to our 2007 assessment, which makes it the 

world’s 4th freest economy. Its overall score is 0.4 percent-
age point lower than last year, partially reflecting new 
methodological detail. The United States is ranked 1st out 
of 29 countries in the Americas, and its overall score is 
much higher than the regional average.

The United States enjoys high levels of investment freedom, 
trade freedom, financial freedom, property rights, business 
freedom, and freedom from corruption. The average tariff 
rate is low, although there are several non-tariff barriers. 
Almost all commercial operations are simple and transpar-
ent. Foreign investment is welcome and subject to the same 
rules as national capital. Financial markets are open to for-
eign competition and are the world’s most dynamic and 
modern. The judiciary is independent and of consistently 
high quality. Corruption is low, as befits a Western democ-
racy, and the labor market is highly flexible.

America could do slightly better in fiscal freedom and 
freedom from government. Total government spending 
equals more than a third of GDP, although the percent-
age of total revenue received from state-owned enterprises 
and government ownership of property is low. Corporate 
and personal taxes are moderately high.

BACKGROUND: The United States is the world’s dominant 
economy. With over two centuries of a fundamentally free, 
constitutionally protected economy, America benefits from 
its massive scale and intrastate competition. Trade barri-
ers among the 50 states are unconstitutional, for example, 
allowing for the free movement of goods and labor. How-
ever, troubling changes include the weakening of property 
rights caused by the Supreme Court’s 2005 ruling in Kelo 
v. City of New London. Burdensome accounting regulations 
under Sarbanes–Oxley legislation are also a concern. Most 
alarming, America’s major political parties are unwilling 
to curb growing government expenditures, particularly 
public entitlements.

UNITED STATES

Population:  293.7 million

GDP (PPP):   $11.7 trillion
4.2% growth in 2004
2.6% 5-yr. comp. ann. growth
$39,676 per capita

Unemployment:  5.5%

Inflation (CPI):  2.7%

FDI (net inflow):  –$133.4 billion

Official Development Assistance:  
Multilateral:  None
Bilateral:  None

External Debt:  $8.8 trillion (2005 
estimate)

Exports:  $1.2 trillion
Primarily soybeans, fruit, corn, industrial 
supplies, transistors, aircraft, motor 
vehicle parts, computers

Imports:  $1.8 trillion
Primarily agricultural products, industri-
al supplies, computers, telecommunica-
tions, motor vehicle parts, electric 
power machinery, automobiles

The economy is 82% free

Rank: 4
Regional Rank: 1 of 29
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BUSINESS FREEDOM — 94.5%
Starting a business takes an average of five days, compared 

to the world average of 48 days. The business environ-

ment has allowed entrepreneurship to flourish. Obtain-

ing a business license is simple, and closing a business is 

very easy. The overall freedom to start, operate, and close 

a business is strongly protected by the national regulatory 

environment.

TRADE FREEDOM — 76.6%
The weighted average U.S. tariff rate was 1.7 percent in 

2005. High out-of-quota tariffs, anti-dumping provisions, 

countervailing duties, export controls, service market 

access restrictions, and export promotion programs and 

subsidies add to the cost of trade. Consequently, an addi-

tional 20 percent is deducted from the U.S. trade freedom 

score to account for these non-tariff barriers.

FISCAL FREEDOM — 79.4%
The United States has burdensome tax rates. Both the top 

income tax rate and the top corporate tax rate are 35 per-

cent. Other taxes include a property tax, an estate tax, and 

excise taxes. In the most recent year, overall tax revenue as 

a percentage of GDP was 25.4 percent.

FREEDOM FROM GOVERNMENT — 67.5%
Total government expenditures in the U.S., including con-

sumption and transfer payments, are high. In the most 

recent year, government spending equaled 36.4 percent 

of GDP, and the government received 4.8 percent of its 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 83.8%
Inflation in the U.S. is moderate, averaging 3.1 percent 

between 2003 and 2005. Relatively moderate and unstable 

prices explain most of the monetary freedom score. Price 

controls apply to some regulated monopolies; certain states 

and localities control residential rents; Hawaii imposes 

caps on gasoline prices; and the government influences 

prices through subsidies, particularly for the agricultural 

sector, dairy products, and some forms of transportation. 

Consequently, an additional 5 percent is deducted from 

the United States’ monetary freedom score to account for 

these policies.

INVESTMENT FREEDOM — 80%
Foreign and domestic enterprises are treated equally under 

the law, and foreign investors are not required to register 

with or seek approval from the federal government. How-

ever, foreign investors face restrictions in banking, min-

ing, defense contracting, certain energy-related industries, 

fishing, shipping, communications, and aviation. The gov-

ernment also restricts foreign acquisitions that threaten to 

impair national security. There are no controls or require-

ments on current transfers, access to foreign exchange, or 

repatriation of profits. Purchase of real estate is unrestrict-

ed on a national level, but the purchase of agricultural land 

by foreign nationals or companies must be reported to the 

government.

FINANCIAL FREEDOM — 80%
The United States has the world’s most dynamic and 

developed financial markets. Reform in 1999 eliminated 

barriers to entry; removed barriers between commercial 

banks, insurance companies, and securities firms; and per-

mitted a wider range of services. The reforms facilitated 

consolidation, led to universal financial services compa-

nies, and enhanced the competitiveness of U.S. banking. 

Federal and state governments share regulatory respon-

sibility for banks. Regulations are generally straightfor-

ward, undemanding, and consistent with international 

standards, although concerns have been raised about the 

intrusive nature and cost of the 2002 Sarbanes–Oxley Act. 

Foreign financial institutions are subject to the same restric-

tions as domestic banks. Direct government involvement 

in banking and finance prominently includes the Federal 

National Mortgage Association (Fannie Mae) and Federal 

Home Mortgage Loan Corporation (Freddie Mac), which 

enjoy privileged treatment and account for about half of 

U.S. home mortgages. Foreign participation in the equities 

and insurance markets is substantial and competitive.

PROPERTY RIGHTS — 90%
Property rights are guaranteed. Contracts are very secure, 

and the judiciary is independent and of high quality. The 

courts recognize foreign arbitration and court rulings.

FREEDOM FROM CORRUPTION — 76%
Corruption is perceived as minimal. The United States 

ranks 17th out of 158 countries in Transparency Interna-

tional’s Corruption Perceptions Index for 2005.

LABOR FREEDOM — 92.1%
The labor market operates under highly flexible employ-

ment regulations that enhance overall productivity growth. 

The non-salary cost of employing a worker is low, and dis-

missing a redundant employee is costless.

UNITED STATES’ TEN ECONOMIC FREEDOMS

Business Freedom
Trade Freedom 
Fiscal Freedom

Fdm fm Government
Monetary Freedom

 Investment Freedom
Financial Freedom

Property Rights
 Fdm fm Corruption

 Labor Freedom

100 = most free,         = world average

0 50 100

384 2007 Index of Economic Freedom

 94.5  
 76.6  
 79.4  
 67.5  
 83.8  
 80  
 80  
 90  
 76  
 92.1

L
L

L

L
L

L
L
L
L

L



Americas Average = 62.3
World Average = 60.6

1995 2007

100

80

60

40

20

0

Q U I C K  FAC T S 

385

How Do We Measure Economic Freedom? See Chapter 
3 (page 37) for an explanation of the methodology or 
visit the Index Web site at heritage.org/index.

U
ruguay’s economy is 69.3 percent free, according to 
our 2007 assessment, which makes it the world’s 33rd 

freest economy. Its overall score is 1.8 percentage points 
higher than last year, partially reflecting new method-
ological detail. Uruguay is ranked 8th out of 29 countries 
in the Americas, and its overall score is higher than the 
regional average.

Uruguay enjoys high levels of investment freedom, trade 
freedom, property rights, freedom from corruption, and 
fiscal freedom. The average tariff rate is fairly low, although 
non-tariff barriers are extensive, and while bureaucratic 
procedures can be time-consuming, business regulation 
is relatively simple. The boom in private enterprise and 
lack of a personal income tax have given Uruguay Latin 
America’s fourth highest GDP per capita. Foreign invest-
ment is permitted in almost all sectors, and the govern-
ment has never expropriated foreign capital. The judiciary 
is independent of politics and free of corruption but can be 
subject to bureaucratic delays. Uruguay’s labor market is 
highly flexible, and firing a redundant worker is easy.

Uruguay could do slightly better in financial freedom and 
monetary freedom. Inflation is fairly high, and the govern-
ment fixes the prices of a few staples. The financial sector 
is small and subject to government interference, although 
this is partially a response to financial crises in nearby 
Argentina and Brazil.

BACKGROUND: Uruguay has a history of stable democratic 
government and a small economy based largely on beef 
and wool exports. Today, wood and software are gaining 
market share, and the government is increasingly trade-
friendly. Despite being a founding member of MERCO-
SUR (the Southern Cone Common Market), Uruguay has 
signed a bilateral investment treaty with the United States, 
which is now its major trade partner, and has proposed 
free-trade accords with the U.S. and China. Uruguay’s rule 
of law rivals Chile’s, and the country has Latin America’s 
fourth highest GDP per capita.

URUGUAY

Population:  3.4 million

GDP (PPP):   $32.4 billion
12.3% growth in 2004
–0.6% 5-yr. comp. ann. 
growth
$9,421 per capita

Unemployment:  12.2% (2005 estimate)

Inflation (CPI):  9.2%

FDI (net inflow):  $299.5 million

Official Development Assistance:  
Multilateral:  $15 million
Bilateral:  $19 million (3% from the U.S.)

External Debt:  $12.4 billion

Exports:  $4.0 billion
Primarily meat, rice, leather products, 
wool, fish, dairy products

Imports:  $3.7 billion
Primarily machinery, chemicals, road 
vehicles, crude petroleum

The economy is 69.3% free

Rank: 33
Regional Rank: 8 of 29
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BUSINESS FREEDOM — 68.1%
Starting a business takes an average of 43 days, compared 

to the world average of 48 days. To maximize entrepreneur-

ship and job creation, it should be easier to start a company. 

Both obtaining a business license and closing a business 

are relatively simple, although bureaucratic obstacles and 

delays remain problems. The overall freedom to start, 

operate, and close a business is relatively well protected 

by the national regulatory environment.

TRADE FREEDOM — 71.6%
Uruguay’s weighted average tariff rate was 4.2 percent in 

2004. Import bans and restrictions, import taxes and fees, 

quotas, import licensing requirements, protectionist anti-

dumping and safeguard provisions, and customs delays 

all add to the cost of trade. Consequently, an additional 20 

percent is deducted from Uruguay’s trade freedom score 

to account for these non-tariff barriers.

FISCAL FREEDOM — 90.8%
Uruguay imposes no income tax, and its top corporate tax 

rate is 30 percent. Other taxes include a value-added tax 

(VAT), a capital tax, and a property transfer tax. In the most 

recent year, overall tax revenue as a percentage of GDP 

was 21.9 percent.

FREEDOM FROM GOVERNMENT — 81.7%
Total government expenditures in Uruguay, including 

consumption and transfer payments, are moderate. In the 

most recent year, government spending equaled 27.2 per-

cent of GDP, and the government received 3 percent of its 

revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 73.1%
Inflation in Uruguay is high, averaging 7.1 percent between 

2003 and 2005. Relatively high and unstable prices explain 

most of the monetary freedom score. Uruguay has elimi-

nated most price controls, but the executive branch con-

tinues to fix prices on certain staples, including milk, and 

the government influences prices through regulation and 

numerous state-owned enterprises and utilities, includ-

ing energy, petroleum products, and telecommunications. 

Consequently, an additional 10 percent is deducted from 

Uruguay’s monetary freedom score to account for these 

policies.

INVESTMENT FREEDOM — 70%
Foreign investors face few restrictions outside of state-

monopoly sectors. Uruguay has traditionally met all of its 

commitments to foreign investors and has never confiscat-

ed any foreign capital. State monopolies include electricity, 

hydrocarbons, railroads, some minerals, port administra-

tion, and telecommunications, although the government 

permits some of these monopolies to forge private partner-

ships. Both residents and non-residents may hold foreign 

exchange accounts. There are no restrictions or controls on 

payments, transactions, transfers, or repatriation of profits. 

Non-residents may purchase real estate.

FINANCIAL FREEDOM — 30%
Uruguay’s small financial system is subject to heavy gov-

ernment influence. Economic crises in Argentina and Brazil 

spurred a financial crisis in Uruguay and led to the clos-

ing of four major banks. The assets of those banks were 

grouped into the new state-owned (but privately man-

aged) Nuevo Banco Comercial in 2003. Uruguay’s banking 

system now includes the central bank, three state-owned 

banks, 23 private banks, and 15 other financial institutions. 

The state-owned Banco de la República Oriental del Uru-

guay is the country’s largest bank, and the state-owned 

Banco Hipotecario del Uruguay is the leading mortgage 

lender. Most private banks are foreign bank branches. 

Long-term banking credit has been scarce since the 2002 

financial crisis. Insurance was a government monopoly 

until 1996, when the government opened most insurance 

sectors to private competition. The government-owned 

Banco de Seguros del Estadoize still dominates the sector, 

accounting for over half of the market. Capital markets are 

underdeveloped and concentrated in government debt. 

The two stock exchanges listed only 19 firms in 2006, and 

trading is negligible.

PROPERTY RIGHTS — 70%
Private property is generally secure, and expropriation 

is unlikely. Contracts are enforced properly, although the 

judiciary tends to be slow. The government has established 

a Settlement and Arbitration Center to improve investment 

relations.

FREEDOM FROM CORRUPTION — 59%
Corruption is perceived as present. Uruguay ranks 32nd 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 79%
The labor market operates under relatively flexible employ-

ment regulations that enhance overall productivity growth. 

The non-salary cost of employing a worker is low, and dis-

missing a redundant employee is relatively easy.
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How Do We Measure Economic Freedom? See Chapter 
3 (page 37) for an explanation of the methodology or 
visit the Index Web site at heritage.org/index.

U
zbekistan’s economy is 52.6 percent free, according to 
our 2007 assessment, which makes it the world’s 132nd 

freest economy. Its overall score is 2.2 percentage points 
higher than last year, partially reflecting new methodolog-
ical detail. Uzbekistan is ranked 24th out of 30 countries in 
the Asia–Pacific region, and its overall score is lower than 
the regional average.

Uzbekistan enjoys high levels of fiscal freedom, labor 
freedom, business freedom, and trade freedom. The top 
personal income tax rate is moderately high, but the top 
corporate tax rate is low, and overall tax revenue equals 
little more than 20 percent of national GDP. Uzbekistan’s 
labor market is flexible. Commercial licensing and bank-
ruptcy procedures are costly, but opening a business is 
easy, and the average tariff rate is moderate.

Uzbekistan is weaker in monetary freedom, investment 
freedom, financial freedom, property rights, and free-
dom from corruption. Inflation is disastrously high, and 
the government controls the prices of a variety of goods 
through state monopolies. While foreign investment is 
officially welcome, opaque bureaucratic procedures and 
political interference are disincentives. The courts are sub-
ject to political interference, and corruption is rampant 
throughout the civil service.

BACKGROUND: Uzbekistan, created after the Bolshevik 
occupation of Turkestan in the 1920s, achieved its inde-
pendence from the Soviet Union in 1991 after over 120 
years of Russian and Soviet rule. President Islam Kari-
mov has ruled since the late 1980s and, since the violent 
Islamist insurrection in Andijan in May 2005, has intensi-
fied the suppression of opponents. Uzbekistan relies heav-
ily on natural gas, gold, and cotton production as sources 
of export revenue. Efforts at privatization are expected to 
remain sluggish because of the harsh investment environ-
ment and the government’s reluctance to cede majority 
control over strategic enterprises.

UZBEKISTAN

Population:  26.2 million

GDP (PPP):   $49.0 billion
7.4% growth in 2004
3.9% 5-yr. comp. ann. growth
$1,869 per capita

Unemployment:  0.6% (2004 estimate)

Inflation (CPI):  8.8%

FDI (net inflow):  $140 million (gross)

Official Development Assistance:  
Multilateral:  $25 million
Bilateral:  $222 million (28% from the 
U.S.)

External Debt:  $5.0 billion

Exports:  $4.3 billion
Primarily cotton, gold, energy products, 
mineral fertilizers, ferrous metals, tex-
tiles, food products, automobiles

Imports:  $3.1 billion
Primarily machinery and equipment, 
food, chemicals, metals

The economy is 52.6% free

Rank: 132
Regional Rank: 24 of 30

Asia Average = 59.1
World Average = 60.6
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BUSINESS FREEDOM — 66.1%
Starting a business takes an average of 29 days, compared 

to the world average of 48 days. Both obtaining a business 

license and closing a business are difficult. The regulatory 

burden makes it costly for small companies to operate in the 

formal economy. Regulations are sometimes inconsistent 

and unevenly applied, lacking transparency. The overall 

freedom to start, operate, and close a business is relatively 

well protected by the national regulatory environment.

TRADE FREEDOM — 68.2%
Uzbekistan’s weighted average tariff rate was 5.9 percent 

in 2001. Discriminatory import taxes and fees, import 

licensing requirements, currency controls, non-transpar-

ent and burdensome standards and certification regula-

tions, export subsidies, service market access barriers, 

weak enforcement of intellectual property rights, and inef-

ficient customs implementation add to the cost of trade. 

Consequently, an additional 20 percent is deducted from 

Uzbekistan’s trade freedom score to account for these non-

tariff barriers.

FISCAL FREEDOM — 90%
Uzbekistan has a moderate income tax rate and a low cor-

porate tax rate. The top income tax rate is 29 percent, and 

the top corporate tax rate is 12 percent. The government is 

considering reducing the top tax rates to 25 percent and 10 

percent, respectively. Other taxes include a value-added 

tax (VAT) and a property tax. In the most recent year, over-

all tax revenue as a percentage of GDP was 22.7 percent.

FREEDOM FROM GOVERNMENT — 66.1%
Total government expenditures in Uzbekistan, including 

consumption and transfer payments, are moderate. In the 

most recent year, government spending equaled 32 percent 

of GDP, and the government received 30.1 percent of its 

revenues from state-owned enterprises and government 

ownership of property. State control of the economy is still 

extensive and hinders development of the private sector.

MONETARY FREEDOM — 58.6%
Inflation in Uzbekistan is very high, averaging 17.5 percent 

between 2003 and 2005. Highly unstable prices explain 

most of the monetary freedom score. The government 

influences prices through extensive regulation, subsidies, 

and numerous state-owned enterprises and utilities. The 

government controls prices primarily by declaring compa-

nies or certain products national or regional monopolies, 

which automatically requires official review and approval 

of prices for such products. Consequently, an additional 15 

percent is deducted from Uzbekistan’s monetary freedom 

score to account for these policies.

INVESTMENT FREEDOM — 30%
Officially, all sectors of the economy are open to foreign 

investment except for industries the government deems 

“strategic” (mining, agriculture, and machinery manu-

facturing). In practice, investors face numerous unofficial 

barriers, including cumbersome procedures, the threat of 

expropriation, and corruption. Residents and non-resi-

dents may hold foreign exchange accounts, subject to some 

restrictions. Payments and transfers face quantitative limits 

and bona fide tests. Some capital transactions, including 

credit operations and real estate transactions, are subject 

to controls.

FINANCIAL FREEDOM — 20%
Uzbekistan’s financial sector is underdeveloped and sub-

ject to heavy government intervention. The banking sector 

includes 29 banks, most of which are privately owned. The 

government controls three large banks, totaling about 70 

percent of the country’s foreign exchange business and 60 

percent of banking sector assets. Government-controlled 

banks support the government’s economic priorities 

through subsidized loans offered to specific sectors. The 

government uses the banking system to collect and enforce 

taxes by freezing the accounts of those who are believed 

to be evading taxes. The government withdrew the license 

of the largest private joint-stock commercial bank in 2005. 

Foreign banks may operate only in a subsidiary status, and 

all routine banking operations require government permis-

sion. The insurance sector is minimal. Uzbek law grants 

state-owned companies a monopoly over certain forms of 

insurance. Capital markets are virtually nonexistent, and 

the stock market is very small.

PROPERTY RIGHTS — 30%
The government influences the judiciary. Judicial proce-

dures fall short of international standards, corruption is 

extensive, and expropriation is possible.

FREEDOM FROM CORRUPTION — 22%
Corruption is perceived as widespread. Uzbekistan ranks 

137th out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 74.7%
The labor market operates under relatively flexible employ-

ment regulations that could be improved to enhance over-

all productivity growth. The non-salary cost of employing 

a worker is high, but dismissing a redundant employee is 

relatively easy.
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3 (page 37) for an explanation of the methodology or 
visit the Index Web site at heritage.org/index.

V
enezuela’s economy is 47.7 percent free, according to 
our 2007 assessment, which makes it the world’s 144th 

freest economy. Its overall score is 2.6 percentage points 
higher than last year, partially reflecting new methodolog-
ical detail. Venezuela is ranked 28th out of 29 countries in 
the Americas, and its overall score is much lower than the 
regional average.

Venezuela scores fairly well only in fiscal freedom. The top 
income and corporate taxes are relatively high, but overall 
tax revenue is relatively low as a percentage of GDP.

As a staunchly socialist nation, Venezuela is weak in labor 
freedom, financial freedom, investment freedom, mone-
tary freedom, freedom from government, property rights, 
and freedom from corruption. The commercial regulato-
ry process is burdensome and confusing. The judiciary 
is heavily influenced by the government and does not 
enforce contracts well. The labor market is rigid, and the 
financial market, though sophisticated, has become more 
vulnerable to political interference. Corruption pervades 
the civil service and, along with the likelihood of expro-
priation, helps to deter foreign investment. Inflation is 
extremely high, and the government has the power to set 
prices.

BACKGROUND: Since his initial election in 1998, President 
Hugo Chávez has engaged in a military buildup, adopt-
ed draconian libel laws to constrain the media, hobbled 
opponents through electoral manipulation, imposed for-
eign exchange controls on the private sector, and politi-
cized the state oil industry, which dominates the economy. 
Manufacturing and agricultural products like cocoa and 
coffee comprise a small share of GDP. Although Chávez 
promised to help the poor, Venezuela’s National Statistics 
Institute has calculated that poverty rose from 43.9 percent 
to 55.1 percent from 1998 to 2003.

VENEZUELA

Population:  26.1 million

GDP (PPP):   $157.9 billion
17.9% growth in 2004
1.2% 5-yr. comp. ann. growth
$6,043 per capita

Unemployment:  15.1%

Inflation (CPI):  21.8%

FDI (net inflow):  $1.9 billion

Official Development Assistance:  
Multilateral:  $20 million
Bilateral:  $34 million (26% from the U.S.)

External Debt:  $35.6 billion

Exports:  $39.8 billion
Primarily crude oil, marine products, 
rice, coffee, rubber, tea, garments, 
shoes

Imports:  $22 billion
Primarily machinery and equipment, 
petroleum products, fertilizer, steel 
products, raw cotton, grain, cement, 
motorcycles

The economy is 47.7% free

Rank: 144
Regional Rank: 28 of 29
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BUSINESS FREEDOM — 48.8%
Starting a business takes an average of 141 days, compared 

to the world average of 48 days. To maximize entrepreneur-

ship and job creation, it should be easier to start a company. 

Obtaining a business license can be difficult, and closing 

a business is very difficult. Complicated regulations are 

sometimes inconsistent, causing unreliability of interpre-

tation. The overall freedom to start, operate, and close a 

business is seriously restricted by the national regulatory 

environment.

TRADE FREEDOM — 56.2%
Venezuela’s weighted average tariff rate was 11.9 percent 

in 2004. Discriminatory import licensing requirements, 

import bans and restrictions, mismanagement of tariff 

rate quotas, currency controls, non-transparent and bur-

densome standards and labeling regulations, export sub-

sidies, service market access barriers, weak enforcement 

of intellectual property rights, and inefficient customs 

implementation add to the cost of trade. Consequently, an 

additional 20 percent is deducted from Venezuela’s trade 

freedom score to account for these non-tariff barriers.

FISCAL FREEDOM — 83.7%
Venezuela has burdensome tax rates. Both the top income 

tax rate and the top corporate tax rate are 34 percent. Other 

taxes include a value-added tax (VAT) and a property tax. 

In the most recent year, overall tax revenue as a percentage 

of GDP was 11.5 percent.

FREEDOM FROM GOVERNMENT — 69.5%
Total government expenditures in Venezuela, including 

consumption and transfer payments, are moderate. In the 

most recent year, government spending equaled 26.7 per-

cent of GDP, and the government received 41.6 percent of 

its revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 57.6%
Inflation in Venezuela is high, averaging 18.7 percent 

between 2003 and 2005. Relatively high and unstable pric-

es explain most of the monetary freedom score. The gov-

ernment has the authority to control most prices through 

extensive regulation, subsidies, and numerous state-owned 

enterprises and utilities and protects agricultural producers 

through a non-legislated system of guaranteed minimum 

prices. Consequently, an additional 15 percent is deducted 

from Venezuela’s monetary freedom score to account for 

these policies.

INVESTMENT FREEDOM — 20%
The government restricts certain types of investment and 

requires that certain professions be licensed in Venezu-

ela. Foreign equity participation in media companies is 

limited to 20 percent, and the number of foreign workers 

that foreign companies may hire is limited. The govern-

ment controls key sectors of the economy, including oil, 

petrochemicals, and much of the mining and aluminum 

industries. Expropriation is likely. The government con-

trols foreign exchange and fixes the exchange rate. Spe-

cial regulations exist for a range of transactions including 

foreign investment, remittances, foreign private debt, 

imports, exports, insurance and reinsurance, and the air-

line industry.

FINANCIAL FREEDOM — 40%
Venezuela’s financial system is relatively well devel-

oped but subject to growing government influence. As of 

November 2005, there were 51 financial institutions (43 pri-

vate and eight state-owned). Foreign banks may acquire 

existing banks, create a new wholly owned foreign bank, 

or establish a branch; and they accounted for over 30 per-

cent of loans as of March 2005. The government created a 

new bank in 2005 to centralize public-sector resources, now 

largely held in private institutions, and act as its financial 

agent. The government increasingly directs financial insti-

tutions to provide credit in accordance with its require-

ments, and even the central bank is subject to government 

influence. Maximum and minimum levels for lending and 

deposit interest rates were established in 2005. There were 

50 insurance companies as of April 2005, and the top two 

insurers were foreign-owned. Capital markets are rela-

tively small. Foreign companies may participate legally in 

capital markets and may buy shares in Venezuelan compa-

nies, either directly or on the stock exchange.

PROPERTY RIGHTS — 30%
Property rights are weakly protected. The judiciary is 

influenced by the executive, and the government routinely 

backs off from “inconvenient” contracts, particularly in the 

oil sector.

FREEDOM FROM CORRUPTION — 23%
Corruption is perceived as widespread. Venezuela ranks 

130th out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 48%
The labor market operates under highly inflexible employ-

ment regulations that hinder overall productivity growth. 

The non-salary cost of employing a worker is moderate, 

but dismissing a redundant employee is costly. Regulations 

related to increasing or contracting the number of work 

hours are rigid.
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V
ietnam’s economy is 50 percent free, according to our 
2007 assessment, which makes it the world’s 138th 

freest economy. Its overall score is unchanged since last 
year. Vietnam is ranked 25th out of 30 countries in the 
Asia–Pacific region, and its overall score is much lower 
than the regional average.

Vietnam has high levels of fiscal freedom and freedom 
from government. While the government imposes high 
personal tax rates, overall tax revenue is not large as a 
percentage of GDP. Total government expenditures equal 
about a fourth of national GDP, and state-owned busi-
nesses constitute a minor source of revenue. Commercial 
licensing is fairly simple, although other business regula-
tory procedures can be difficult.

Vietnam suffers from weak trade freedom, investment 
freedom, financial freedom, property rights, and freedom 
from corruption. Although it is undergoing reform, the 
financial sector is neither well-regulated nor independent 
of the government. Foreign investment is subject to an 
array of opaque regulations and cannot be guaranteed 
legally. The judiciary is subject to political influence, and 
commercial cases often take years to reach resolution. Cor-
ruption is a serious problem in the legal system, as well as 
for the civil service as a whole. Tariffs are extremely high 
and supplemented by regulatory non-tariff barriers.

BACKGROUND: The Socialist Republic of Vietnam contin-
ues to reform its economy while maintaining a single-
party state. The most significant development during 
2006 was an agreement in principle with the United States 
on a bilateral market access agreement that will clear the 
way for Vietnam to join the World Trade Organization. 
The economy is liberalizing slowly. Services and industry 
account for a large share of GDP even though they employ 
less than half the population. The majority of Vietnamese 
still work in agriculture.

VIETNAM

Population:  82.2 million

GDP (PPP):   $225.5 billion
7.7% growth in 2004
7.2% 5-yr. comp. ann. growth
$2,745 per capita

Unemployment:  2.4% (2005 estimate)

Inflation (CPI):  7.8%

FDI (net inflow):  $1.6 billion (gross)

Official Development Assistance:  
Multilateral:  $701 million
Bilateral:  $1.3 billion (3% from the U.S.)

External Debt:  $17.8 billion

Exports:  $29.9 billion
Primarily crude oil, marine products, 
rice, coffee, rubber, tea, garments, 
shoes

Imports:  $33.3 billion
Primarily machinery and equipment, 
petroleum products, fertilizer, steel 
products, raw cotton, grain, cement, 
motorcycles

The economy is 50% free

Rank: 138
Regional Rank: 25 of 30

@ @ @ @ @ @ @ @ @ @ @
@ @

@
@ @

@ @ @ @ @ @ @ @
@ @

@
@ @ @ @ @ @

@ @ @ @

@ @



BUSINESS FREEDOM — 62%
Starting a business takes an average of 50 days, compared 

to the world average of 48 days. To maximize entrepre-

neurship and job creation, it should be easier to start a com-

pany. Obtaining a business license is relatively simple, but 

closing a business can be difficult. Although the govern-

ment has started to streamline the regulatory process in 

recent years, the process is still characterized by a general 

lack of transparency. The overall freedom to start, operate, 

and close a business is restricted by the national regulatory 

environment.

TRADE FREEDOM — 51%
Vietnam’s weighted average tariff rate was 14.5 percent in 

2004. The government has made progress toward liberal-

izing the trade regime, but import bans and restrictions, 

export restrictions, import licensing requirements, burden-

some pharmaceutical standards, restrictive sanitary and 

phytosanitary regulations, export subsidies, service market 

access barriers, weak enforcement of intellectual property 

rights, corruption, and inconsistent customs implementa-

tion add to the cost of trade. Consequently, an additional 

20 percent is deducted from Vietnam’s trade freedom score 

to account for these non-tariff barriers.

FISCAL FREEDOM — 82.9%
Vietnam has a high income tax rate and a moderate corpo-

rate tax rate. The top income tax rate is 40 percent, and the 

top corporate tax rate is 28 percent. Other taxes include a 

value-added tax (VAT) and a business licensing tax. In the 

most recent year, overall tax revenue as a percentage of 

GDP was 13.6 percent.

FREEDOM FROM GOVERNMENT — 80.8%
Total government expenditures in Vietnam, including 

consumption and transfer payments, are moderate. In the 

most recent year, government spending equaled 26.7 per-

cent of GDP, and the government received 7.8 percent of 

its revenues from state-owned enterprises and government 

ownership of property. Progress in reforming state enter-

prises has been confined mainly to the smaller ones.

MONETARY FREEDOM — 67.5%
Inflation in Vietnam is high, averaging 7.7 percent between 

2003 and 2005. Such unstable prices explain most of the 

monetary freedom score. The government controls prices 

to stem inflation and also influences prices through regula-

tion, subsidies, and state-owned enterprises and utilities, 

including electricity, gasoline, telecommunications, water, 

and fares for train and air travel. Consequently, an addi-

tional 15 percent is deducted from Vietnam’s monetary 

freedom score to account for these policies.

INVESTMENT FREEDOM — 30%
Vietnam’s regulatory and financial system is cumbersome 

and corrupt. Obtaining a license is a lengthy process. The 

courts are unable to enforce rules transparently and con-

sistently. The government limits the employment of for-

eign workers. Both residents and non-residents may hold 

foreign exchange accounts, subject to restrictions and gov-

ernment approval for resident accounts held abroad. Pay-

ments and transfers are subject to restrictions, including 

requirements for government approval over established 

amounts. Most transactions in money market and capital 

instruments, derivatives, commercial credits, and direct 

investments either are prohibited or require government 

approval. Foreigners may not own land but can lease it 

from the government.

FINANCIAL FREEDOM — 30%
Despite reform efforts, the government remains heavily 

involved in the financial sector. Regulations, supervision, 

and transparency fall short of international standards. 

The central bank is not independent. Of 63 commercial 

banks, five are state-run, and four of them provide about 

70 percent of all lending. A March 2006 decree permits fully 

foreign-owned banks to open in Vietnam, subject to some 

restrictions and conditions. Lending from state banks is 

still used as an arm of government policy in some cases, 

particularly with subsidized interest rates and debt relief to 

farmers and large state-owned enterprises. Non-perform-

ing loans are a problem. The insurance sector is small, and 

the largest insurer is state-owned. Capital markets are very 

small. Trading on Vietnam’s first stock market, founded in 

2000, has been light.

PROPERTY RIGHTS — 10%
The judiciary is not independent. Corruption among judg-

es and court clerks is common. Contractual agreements are 

weakly enforced, and disputes can take years to resolve.

FREEDOM FROM CORRUPTION — 26%
Corruption is perceived as widespread. Vietnam ranks 

107th out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 59.3%
The labor market operates under inflexible employment 

regulations that hinder overall productivity growth. The 

non-salary cost of employing a worker is high, and dis-

missing a redundant employee is relatively costly.
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Y
emen’s economy is 53.8 percent free, according to our 
2007 assessment, which makes it the world’s 122nd fre-

est economy. Its overall score is 3 percentage points higher 
than last year, partially reflecting new methodological 
detail. Yemen is ranked 12th out of 17 countries in the 
Middle East/North Africa region, and its overall score is 
slightly lower than the regional average.

Yemen scores well in fiscal freedom and somewhat well in 
labor freedom. The top income tax is relatively low, but the 
corporate tax rate is more burdensome. Overall tax revenue 
is low as a percentage of GDP. The labor market is relatively 
flexible, and employing and dismissing workers is easy.

Yemen faces major challenges in financial freedom, mone-
tary freedom, freedom from government, property rights, 
and freedom from corruption. State influence makes the 
regulatory process opaque and court rulings subject to the 
demands of the government. Political interference bleeds 
into the financial market, which is unsophisticated, domi-
nated by the state, and not subject to standard oversight 
and international regulations. Corruption is prevalent 
throughout the civil service. Inflation is high, although the 
government directly subsidizes only a few goods. State 
expenditures equal almost two-fifths of national GDP.

BACKGROUND: Yemen, in addition to being a poor country 
with few natural resources, suffers from political instabil-
ity. President Ali Abdallah Saleh’s government continues 
to face intermittent challenges from some of Yemen’s often 
unruly tribes and Islamic radicals, who oppose the gov-
ernment’s economic reform program and cooperation with 
the United States in the war against terrorism. Saleh’s gov-
ernment has placed economic reforms on the back burner 
while it has waged war against Islamic extremists. In recent 
years, the economy has been hurt by declining oil produc-
tion, terrorist attacks, and kidnappings, which have under-
mined tourism and foreign investment. The government 
has acknowledged the problem of corruption and has taken 
some steps to combat it, but needs to do more.

YEMEN

Population:  20.3 million

GDP (PPP):   $17.9 billion
2.6% growth in 2004
3.7% 5-yr. comp. ann. growth
$879 per capita

Unemployment:  35% (2003 estimate)

Inflation (CPI):  12.5%

FDI (net inflow):  –$20.9 million (gross)

Official Development Assistance:  
Multilateral:  $171 million
Bilateral:  $176 million (25% from the 
U.S.)

External Debt:  $5.5 billion

Exports:  $5 billion
Primarily crude oil, coffee, dried and 
salted fish

Imports:  $4.9 billion
Primarily food, live animals, machinery 
and equipment, chemicals

The economy is 53.8% free

Rank: 122
Regional Rank: 12 of 17
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BUSINESS FREEDOM — 52.7%
Starting a business takes an average of 63 days, compared 

to the world average of 48 days. To maximize entrepreneur-

ship and job creation, it should be easier to start a company. 

Both obtaining a business license and closing a business are 

relatively simple. The implementation and enforcement of 

investment codes is not always transparent. The overall 

freedom to start, operate, and close a business is restricted 

by the national regulatory environment.

TRADE FREEDOM — 56.4%
Yemen’s weighted average tariff rate was 11.8 percent in 

2000. Import taxes, import licensing requirements, import 

bans and restrictions, weak enforcement of intellectual 

property rights, and customs corruption add to the cost 

of trade. There is some progress in making customs more 

transparent, but not enough. Consequently, an additional 

20 percent is deducted from Yemen’s trade freedom score 

to account for these non-tariff barriers.

FISCAL FREEDOM — 88.8%
Yemen has a low income tax rate but a burdensome corpo-

rate tax rate. The top income tax rate is 20 percent, and the 

top corporate tax rate is 35 percent. Other taxes include a 

property tax and a fuel tax. In the most recent year, overall 

tax revenue as a percentage of GDP was 7.1 percent.

FREEDOM FROM GOVERNMENT — 65.1%
Total government expenditures in Yemen, including con-

sumption and transfer payments, are high. In the most 

recent year, government spending equaled 38.2 percent 

of GDP, and the government received 2.5 percent of its 

revenues from state-owned enterprises and government 

ownership of property. Unlike other regional oil produc-

ers, Yemen depends heavily on foreign oil companies. The 

relationship with these private companies is based on pro-

duction-sharing agreements.

MONETARY FREEDOM — 68.2%
Inflation in Yemen is high, averaging 11.9 percent between 

2003 and 2005. Relatively high and unstable prices explain 

most of the monetary freedom score. The government con-

trols the prices of pharmaceuticals and petroleum products 

and also influences prices through regulation, subsidies, 

and state-owned enterprises and utilities. Consequently, an 

additional 10 percent is deducted from Yemen’s monetary 

freedom score to account for these policies.

INVESTMENT FREEDOM — 50%
The government officially permits foreign investment in 

most sectors and grants equal treatment to all investors, 

both domestic and foreign. Foreign investment in the explo-

ration for and production of oil, gas, and minerals is subject 

to production-sharing agreements. Foreign investment is 

not permitted in the arms and explosive materials indus-

tries, industries that could cause environmental disasters, 

or wholesale and retail imports. Foreign exchange accounts 

are permitted. There are no restrictions on payments and 

transfers, and capital transactions are subject to few restric-

tions. Yemen has a significant and widely acknowledged 

corruption problem.

FINANCIAL FREEDOM — 30%
Yemen’s financial system is small, underdeveloped, and 

dominated by the state. Despite efforts at improvement, 

financial supervision and regulation remain insufficient, 

and enforcement of prudential standards is poor. Non-per-

forming loans are a problem. There were 15 commercial 

banks (including four Islamic banks) in October 2005, of 

which nine were private domestic banks, four were for-

eign banks, and two were state-owned banks. The state 

wholly owns the country’s largest bank, the National Bank 

of Yemen, and owns a majority of the Yemen Bank for 

Reconstruction and Development. Efforts to privatize these 

banks have foundered. The state also owns a large majority 

of two specialized development banks focused on hous-

ing and agriculture. The Embassy of Yemen reports that 

the state is a very small shareholder in three other private 

banks. The insurance sector is small and included 10 insur-

ance and reinsurance companies in 2004. Capital markets 

are negligible, and there is no stock market.

PROPERTY RIGHTS — 30%
The judiciary is subject to government pressure and cor-

ruption. Contracts are weakly enforced.

FREEDOM FROM CORRUPTION — 27%
Corruption is perceived as widespread. Yemen ranks 103rd 

out of 158 countries in Transparency International’s Cor-

ruption Perceptions Index for 2005.

LABOR FREEDOM — 69.7%
The labor market operates under relatively flexible employ-

ment regulations that could be improved to enhance over-

all productivity growth. The non-salary cost of employing 

a worker is low, and dismissing a redundant employee is 

relatively easy.
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Z
ambia’s economy is 57.9 percent free, according to 
our 2007 assessment, which makes it the world’s 92nd 

freest economy. Its overall score is 1.2 percentage points 
lower than last year, partially reflecting new methodologi-
cal detail. Zambia is ranked 12th out of 40 countries in the 
sub-Saharan Africa region, and its overall score is slightly 
higher than the regional average.

Zambia scores fairly well in fiscal freedom, freedom from 
government, and labor freedom. Personal and corporate 
tax rates are moderately high, but overall tax revenue is 
relatively low as a percentage of GDP. Total government 
expenditures equal about one-fourth of national GDP, 
and state-owned businesses constitute a minor source of 
revenue. Zambia’s labor market is somewhat flexible, if 
uneven; hiring an employee is easy, but firing a redundant 
employee is more difficult.

Zambia’s scores in most of the other economic factors are 
at best mediocre. The judicial process is slow, and many 
courts cannot arbitrate commercial suits effectively. Cor-
ruption is a serious problem. The regulatory environment 
is not protective of business, and commercial licensing 
procedures are notably slow. The government has stream-
lined foreign investment procedures, but capital is still 
subject to extensive restrictions.

BACKGROUND: Zambia experienced steadily declining 
income from 1974 to 1990 as a result of falling copper prices, 
a bloated civil service, HIV/AIDS, government mismanage-
ment, inefficient state-owned enterprises, and corruption. 
Beginning in 1991, the government began to implement 
reforms to improve macroeconomic policies and reduce its 
intervention in the economy, including privatizing Zam-
bia Consolidated Copper Mines. Nevertheless, the public 
sector remains excessive, efforts to improve the business 
climate and adopt a new investment code have stalled, and 
an anti-corruption initiative has had only limited success. 
Most of the population relies on subsistence agriculture, 
and copper accounts for most export earnings.

ZAMBIA

Population:  11.5 million

GDP (PPP):   $10.8 billion
5.4% growth in 2004
4.5% 5-yr. comp. ann. growth
$943 per capita

Unemployment:  50% (2000 estimate)

Inflation (CPI):  18%

FDI (net inflow):  $334 million (gross)

Official Development Assistance:  
Multilateral:  $622 million
Bilateral:  $757 million (11% from the U.S.)

External Debt:  $7.3 billion

Exports:  $1.8 billion
Primarily copper, cobalt, electricity, 
tobacco, flowers, cotton

Imports:  $1.7 billion
Primarily machinery, transportation 
equipment, petroleum products, elec-
tricity, fertilizer, food, clothing

The economy is 57.9% free

Rank: 92
Regional Rank: 12 of 40
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BUSINESS FREEDOM — 63.6%
Starting a business takes an average of 35 days, compared 

to the world average of 48 days. To maximize entrepre-

neurship and job creation, it should be easier to start a com-

pany. Obtaining a business license can be very difficult, 

and closing a business is difficult. Bureaucratic obstacles 

and delays are persistent problems. The overall freedom 

to start, operate, and close a business is restricted by the 

national regulatory environment.

TRADE FREEDOM — 60.8%
Zambia’s weighted average tariff rate was 9.6 percent in 

2005. Import certification, export licensing requirements, 

import restrictions, and corruption all add to the cost of 

trade. Consequently, an additional 20 percent is deducted 

from Zambia’s trade freedom score to account for these 

non-tariff barriers.

FISCAL FREEDOM — 80.4%
Zambia has burdensome tax rates. The top income tax rate 

is 37.5 percent, and the top corporate tax rate is 35 per-

cent. Other taxes include a value-added tax (VAT), a tax 

on services, and a property transfer tax. In the most recent 

year, overall tax revenue as a percentage of GDP was 17.6 

percent.

FREEDOM FROM GOVERNMENT — 81.9%
Total government expenditures in Zambia, including con-

sumption and transfer payments, are moderate. In the 

most recent year, government spending equaled 26.8 per-

cent of GDP, and the government received 4.1 percent of 

its revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 57.8%
Inflation in Zambia is high, averaging 18.5 percent between 

2003 and 2005. Relatively high and unstable prices explain 

most of the monetary freedom score. The government 

strongly influences agriculture prices by purchasing and 

selling agricultural input products and crops from the pri-

vate sector, thereby significantly distorting the economy. 

The government also influences prices through subsidies 

and state-owned enterprises and utilities. Consequently, an 

additional 15 percent is deducted from Zambia’s monetary 

freedom score to account for these policies.

INVESTMENT FREEDOM — 50%
The Zambian Investment Center was established as a 

one-stop resource for international investors interested in 

Zambia. An investment board screens all investments for 

which incentives are requested. The retail sector is closed 

to foreigners. There are no local content, equity, financing, 

employment, or technology transfer requirements. Red 

tape is extensive, and corruption remains common despite 

government efforts to clamp down on it. Both residents 

and non-residents may hold foreign exchange accounts. 

There are no controls on payments, transfers, capital trans-

actions, or repatriation of profits.

FINANCIAL FREEDOM — 50%
Zambia’s financial sector is small and dominated by bank-

ing. Zambia has one of Southern Africa’s more liberal 

banking regimes. Banking supervision and regulation have 

improved. There were 11 operational commercial banks in 

mid-2006, including several majority foreign-owned banks. 

The government-owned Zambia National Commercial 

Bank, which was in the process of being privatized in 2006, 

controlled about 24 percent of the banking retail market. 

The poor loan repayment records of many borrowers and 

difficulty seizing loan collateral have led banks to invest 

in government debt. The government opened the insur-

ance market to competition in the early 1990s. Privatiza-

tion efforts for the state-owned Zambia State Insurance 

Corporation have stalled. Capital markets are small, and 

the stock exchange listed only 13 companies in mid-2006. 

There are no restrictions on foreign investment in the stock 

exchange.

PROPERTY RIGHTS — 40%
Zambia’s judicial system suffers from inefficiency, gov-

ernment influence, and a lack of resources. Contracts are 

weakly enforced, and courts are relatively inexperienced 

in commercial litigation.

FREEDOM FROM CORRUPTION — 26%
Corruption is perceived as widespread. Zambia ranks 

107th out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 68.6%
The labor market operates under relatively flexible employ-

ment regulations that could be improved to enhance over-

all productivity growth. The non-salary cost of employing 

a worker is moderate, but dismissing a redundant employ-

ee can be costly.
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Z
imbabwe’s economy is 35.8 percent free, according to 
our 2007 assessment, which makes it the world’s 154th 

freest economy. Its overall score is 1.8 percentage points 
higher than last year, partially reflecting new methodolog-
ical detail. Zimbabwe is ranked 40th out of 40 countries 
in the sub-Saharan Africa region, and its overall score is 
much lower than the regional average.

Zimbabwe scores somewhat well in fiscal freedom. The 
top income tax rate is high, but the corporate tax rate is 
somewhat lower. The government imposes an additional 
3 percent AIDS surcharge on all taxes.

Zimbabwe has transformed itself from the “breadbasket of 
Africa” into a starving, destitute tyranny. Virtually all areas 
of economic freedom score poorly. The government main-
tains a high average tariff rate, as well as non-tariff barri-
ers embedded in its labyrinthine customs service. National 
expenditures are also high. State influence in most areas 
of the economy is stifling, and expropriation is common 
as the political executive pushes forward with its resource-
redistribution-by-angry-mob economic plan. Political inter-
ference has wrecked the once-prosperous financial market, 
and the state has made a point of not welcoming foreign 
investment. Inflation is crippling, and the government 
directly subsidizes a wide array of goods.

BACKGROUND: Upon gaining its independence from Rho-
desia in 1980, Zimbabwe had ample natural resources, a 
diversified economy, a well-developed infrastructure, and 
an advanced financial sector. Since then, economic mis-
management and state intervention have undermined the 
economy. President Robert Mugabe has ruled since 1980, 
and economic policies designed to strengthen his hold on 
power have led to chaos and economic collapse. Mugabe 
has sanctioned violent acts of political repression, and many 
Zimbabweans have fled to neighboring countries. Corrup-
tion is endemic, inflation is in triple digits, most economic 
activity is informal, and controversial land reform has seri-
ously undermined agricultural production.

ZIMBABWE

Population:  12.9 million

GDP (PPP):   $26.7 billion
–3.8% growth in 2004
–5.7% 5-yr. comp. ann. growth
$2,065 per capita

Unemployment:  80% (2005 est.)

Inflation (CPI):  350%

FDI (net inflow):  $60 million (gross)

Official Development Assistance:  
Multilateral:  $47 million
Bilateral:  $167 million (18% from the 
U.S.)

External Debt:  $4.8 billion

Exports:  $1.7 billion
Primarily cotton, tobacco, gold, ferroal-
loys, textiles, clothing

Imports:  $2.0 billion
Primarily machinery, transport equip-
ment, other manufactures, chemicals, 
fuels

The economy is 35.8% free

Rank: 154
Regional Rank: 40 of 40
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BUSINESS FREEDOM — 42.9%
Starting a business takes an average of 96 days, compared 

to the world average of 48 days. To maximize entrepre-

neurship and job creation, it should be easier to start a 

company. Obtaining a business license can be very diffi-

cult, and closing a business is very difficult. Regulations 

are sometimes inconsistent, causing unreliability of inter-

pretation. The overall freedom to start, operate, and close 

a business is seriously restricted by the national regulatory 

environment.

TRADE FREEDOM — 42.6%
Zimbabwe’s weighted average tariff rate was 18.7 percent 

in 2003. Customs corruption, import taxes, import bans, 

import restrictions, and government controls on the export 

and domestic trading of major agricultural commodities 

add to the cost of trade. Consequently, an additional 20 

percent is deducted from Zimbabwe’s trade freedom score 

to account for these non-tariff barriers.

FISCAL FREEDOM — 79.5%
Zimbabwe has burdensome tax rates. The top income tax 

rate is 40 percent, and the top corporate tax rate is 30 per-

cent. Other taxes include a 3 percent AIDS surcharge on all 

taxes, a value-added tax (VAT), and a capital gains tax. In 

the most recent year, overall tax revenue as a percentage 

of GDP was 24 percent.

FREEDOM FROM GOVERNMENT — 83.9%
Total government expenditures in Zimbabwe, including 

consumption and transfer payments, are very high. In the 

most recent year, government spending equaled 25.3 per-

cent of GDP, and the government received 3.6 percent of 

its revenues from state-owned enterprises and government 

ownership of property.

MONETARY FREEDOM — 0%
Inflation in Zimbabwe is high, averaging 276.7 percent 

between 2003 and 2005. Relatively high and unstable 

prices explain most of the monetary freedom score. The 

government sets price ceilings for essential commodities 

such as agricultural seeds, bread, maize meal, sugar, beef, 

stock feeds, and fertilizer; imposes price controls on a wide 

array of basic goods and food staples, including energy; 

and influences prices through subsidies and state-owned 

enterprises and utilities. Consequently, an additional 15 

percent is deducted from Zimbabwe’s monetary freedom 

score to account for these policies.

INVESTMENT FREEDOM — 10%
The government will consider foreign investment up to 

100 percent in high-priority projects but applies pressure 

for eventual majority ownership by Zimbabweans. The 

government’s increasingly hostile attitude toward foreign 

investment and its support for economic nationalism have 

led to growing cronyism and corruption. Expropriation is 

very common. The government controls foreign exchange. 

Foreign exchange accounts are subject to government 

approval and restrictions. Payments and transfers are sub-

ject to government approval and numerous restrictions, 

and all outward capital transactions are controlled.

FINANCIAL FREEDOM — 20%
Zimbabwe’s once relatively sophisticated financial system 

has deteriorated due to government intervention, lack of 

adequate supervision, and repeated crises. The govern-

ment has used the Reserve Bank of Zimbabwe to finance 

deficit spending and direct loans to state-owned enter-

prises. Many banks are illiquid, and fears of a banking col-

lapse have caused a flight to quality service that benefits 

foreign-owned banks. The government also owns a savings 

bank and development banks devoted to financing specific 

economic sectors. There were nine life insurance compa-

nies, 26 general insurance companies, and six re-insurance 

companies operating in 2003. Capital markets have been 

greatly diminished by financial turmoil, the stock market is 

small, and trading is thin. Foreign ownership of any locally 

listed company is capped at 40 percent, with a single inves-

tor capped at 10 percent. Foreign participation in the bond 

market is restricted.

PROPERTY RIGHTS — 10%
The executive branch exerts strong influence on the judi-

ciary and openly challenges court outcomes when they run 

afoul of government action. Corruption and expropriation 

are common.

FREEDOM FROM CORRUPTION — 26%
Corruption is perceived as widespread. Zimbabwe ranks 

107th out of 158 countries in Transparency International’s 

Corruption Perceptions Index for 2005.

LABOR FREEDOM — 43.2%
The labor market operates under highly restrictive employ-

ment regulations that hinder overall productivity growth. 

The non-salary cost of employing a worker can be bur-

densome, and dismissing a redundant employee is costly. 

Zimbabwe’s labor freedom is one of the 20 lowest in the 

world.
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