Executive Summary

many parts of the world, popular pressure

for governments to act to fix the situation
can be enormous. In responding to such pres-
sure, it is vital that leaders understand the real
causes of negative economic developments
and undertake actions that will fix them rather
than exacerbate them. If intrusive government
regulation has contributed to an economic
problem, it is unlikely that still more govern-
ment regulation will cure it. If excessive taxes
have stifled investment and entrepreneurship,
increasing tax rates is unlikely to spur econom-
ic growth. If the monetary supply has been too
loose or credit too easily available, lowering
interest rates is unlikely to be the magic fix the
public demands.

The Index of Economic Freedom offers a time-
tested formula for sustained economic growth.
Grounded in the classical liberal economic
theories of Adam Smith and Friedrich Hayek,
the Index promotes economic policies that:

I n a period of slowing economic growth in

e Put the individual first and allow people
to decide for themselves what is best for their
own well-being and that of their families;

* Recognize that the free market is the only
reliable predictor of the real prices of goods,
labor, and capital;

¢ Use government to shape a fair and secure
environment, protect private property and the
value of money, enforce contracts, and promote
competition, but not to produce or sell goods
and services; and

* Emphasize openness to international
trade and investment as the surest paths to
increased productivity and economic growth.

A government that limits its involvement in
economic activity consistent with these prin-
ciples maximizes opportunities for individu-
als to reach their full economic potential and
promotes the greatest levels of prosperity and
human well-being for society as a whole.

In 2009, the Index of Economic Freedom is cel-
ebrating its 15th anniversary. The idea of pro-



ducing a user-friendly “index
of economic freedom” was
first discussed at The Heritage
Foundation in the late 1980s.
The goal was to develop a sys-
tematic, objective, and empiri-
cal measurement of economic
freedom in economies around
the world.

The methodology for mea-
suring economic freedom
has been gradually enhanced
as the availability of data
has grown. The 2009 Index of
Economic Freedom covers 183
countries! and measures 10
separate components of economic freedom.
(See text box, “The 10 Components of Economic
Freedom.”) Chapter 1 and the methodological
appendix explain these components and how
to assess them in detail.

Taken together, these 10 components of eco-
nomic freedom provide a portrait of a country’s
economic policies and establish benchmarks
by which to gauge strengths and weaknesses.
A systematic analysis of the 10 freedoms over
the 15-year history of the Index demonstrates
that economic freedom is the key to creating
an environment in which entrepreneurship
and innovation flourish, with rapid economic
growth and sustainable development as the
happy results.

HIGHLIGHTS FROM THE 2009 INDEX

* Despite the progress made over the past
15 years, the struggle between the state and
the free market continues. Many govern-
ments are maintaining a strong commitment
to economic freedom, but others are regress-
ing. Regrettably, populist attacks on the free

1. The 2009 Index has expanded its coverage

to include for the first time Afghanistan, Bhutan,
Comoros, Dominica, Eritrea, Kiribati, Liberia,
Liechtenstein, Macau, Maldives, Micronesia,
Papua New Guinea, Saint Lucia, Saint Vincent and
the Grenadines, Samoa, Sdo Tomé and Principe,
Seychelles, Solomon Islands, Timor-Leste, Tonga,
and Vanuatu.

The 10 Components of
Economic Freedom

e Business Freedom

e Trade Freedom

e Fiscal Freedom

e Government Size

» Monetary Freedom

e Investment Freedom

 Financial Freedom

» Property Rights

e Freedom from
Corruption

o Labor Freedom

market, fueled by the eco-
nomic slowdown and the
political temptation of quick
interventionist remedies,
have gained momentum.
Even so, however, for coun-
tries included in last year’s
Index, economic freedom
advanced, from an average
score of 60.2 to an average
score of 60.3. The overall
average score this year for all
ranked countries, including
the 21 appearing for the first
time in the Index, is 59.5.2

* Four Asia—Pacific econ-
omies lead the world in economic freedom.
Hong Kong maintains its status as the world’s
freest economy, a position it has held for 15
consecutive years. It was the only economy
to score at least 90 on the 100-point economic
freedom scale. Singapore remains close, ranked
as the world’s second freest economy. Austra-
lia has climbed to third place in the 2009 Index,
with New Zealand only 0.4 point back in fifth
place.

* Every region continues to maintain
at least one of the top 20 freest economies.
Ten of the 20 freest economies are European,
led by Ireland, Denmark, Switzerland, and
the United Kingdom. Five are in the Asia-
Pacific region, and two (the United States and
Canada) are from North America. The other
regions are represented by one country each:
Chile (South and Central America/Carib-
bean region); Mauritius (Sub-Saharan Africa
region); and Bahrain (Middle East/North
Africa region).

* Economic freedom is strongly related
to good economic performance. Per capita

2. For countries graded in both the 2008 and 2009
editions of the Index of Economic Freedom, average
scores increased from 60.2 to 60.3. However, the
average economic freedom score for all countries
in the 2009 Index is only 59.5 because of the
addition to the Index rankings of 21 previously
unrated economies, most of which score below the
world average.
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incomes are much higher in countries that are
economically free. Economies rated “free” or
“mostly free” in the 2009 Index enjoy incomes
that are more than double the average lev-
els in all other countries and more than eight
times higher than the incomes of “repressed”
economies.

e Overall human development, political
openness, and environmental sustainability
thrive in an environment that is economically
free. Economic freedom is about more than a
business environment in which entrepreneur-
ship and prosperity can flourish. With its far-
reaching impacts on various aspects of human
development, economic freedom empowers
people, unleashes powerful forces of choice and
opportunity, gives nourishment to other liber-
ties, and improves the overall quality of life.
(See below, “Economic Freedom Matters.”)

¢ A sustained commitment to economic
freedom is critical to fostering economic
development and prosperity. The Index
findings reveal that sustained commitment
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to policies that promote economic freedom
is critical to achieving development and last-
ing prosperity. Countries that are too quick
to abandon their efforts at policy reform
often find their economic freedom fading
away, along with their prosperity. We have
seen ebbs and flows of economic freedom
in specific countries or regions. The erosion
of economic freedom in South America, for
example, reflects reversals of free-market
policies in some countries and a lack of per-
severance in pursuing economic freedom in
others. Venezuela, in particular, is tempting
long-run decline as President Hugo Chavez
takes the country further down an anti-dem-
ocratic and anti—free market path.

As shown in Chart 2, of the 179 economies
that are numerically graded in the 2009 Index,’
only seven have very high freedom scores of
80 or more, putting them in the “free” category
(the highest). The next 23 countries have scores

3. Numerical grading was not possible for
Afghanistan, Iraq, Liechtenstein, and Sudan due to
the limited availability of relevant data.



between 70 and 80, placing them in the “mostly
free” category. Thus, a total of only 30 coun-
tries, or about one-sixth of all countries graded,
have economic systems in which individuals
enjoy substantial levels of freedom. The larg-
est portion of the countries graded—119 econ-
omies—have freedom scores between 50 and
70. Of those, 53 economies are “moderately
free” (scores of 60-70), and 67 economies are
“mostly unfree” (scores of 50-60). This year,
29 countries have “repressed economies” with
scores below 50.

ECONOMIC FREEDOM MATTERS

There are clear relationships between eco-
nomic freedom and numerous other posi-
tive economic and social indicators, the most
prominent being the strong relationship
between the level of economic freedom and
the level of prosperity in a given country. (See
Chart 3.)

Previous editions of the Index have con-
firmed the tangible benefits of living in freer
societies. Not only are higher levels of econom-
ic freedom associated with higher per capita
incomes and higher GDP growth rates, but
those higher growth rates seem to create a vir-
tuous cycle, triggering further improvements
in economic freedom.

Greater economic freedom can also provide
more fertile ground for effective and democrat-
ic governance. It empowers people to exercise
greater control of their daily lives. By increas-
ing options, economic freedom ultimately
nurtures political reform as well. Economic
freedom makes it possible for individuals to
gain the economic resources necessary to chal-
lenge entrenched interests or compete for polit-
ical power, thereby encouraging the creation of
more pluralistic societies.

Debate has occasionally arisen over the
direction of causality between economic free-
dom and democracy because of the complex
interplay between them. However, the posi-
tive relationship is undeniable. Chart 4 shows
the relationship between economic freedom
and democratic governance as measured by
the Economist Intelligence Unit’s Democ-

racy Index.* They are clearly interrelated
and together form a coherent philosophy of
governance.

Higher economic freedom is also strongly
correlated with overall human development as
measured by the United Nations Human Devel-
opment Index,” which measures life expectancy,
literacy, education, and the standard of living in
countries worldwide. (See Chart 5.)

The prosperity that flows from economic
freedom results in greater access to education,
reduced illiteracy, increased access to higher
quality health care and food supplies, and lon-
ger life expectancy.

In addition, economically free countries do
a better job of protecting the environment. In
January 2008, the World Economic Forum, the
Center for International Earth Science Informa-
tion Network (CIESIN), and the Yale Center for
Environmental Law and Policy published an
Environmental Performance Index (EPI).® The
EPI shows a country’s performance in coping
with environmental challenges, providing “a
composite index of current national environ-
mental protection efforts.””

Chart 6 illustrates the relationship between
economic freedom scores and the EPI. The chart
shows a strong relationship between economic
freedom and environmental performance: The
freer the economy, the better the level of envi-
ronmental protection or sustainability.

The lesson is clear: Economic freedom is
good not only for growth and individual eco-
nomic advancement, but also for the progres-

4. For more information on the EIU Democracy
Index, see Laza Kekic, “The Economist Intelligence
Unit’s Index of Democracy,” The World in 2007:
Democracy Index, at http://www.economist.com/media/
pdf/Democracy_Index_2007_v3.pdf.

5. For more information on the United Nations
Human Development Index, see United Nations
Development Programme, Human Development
Reports, at http://hdr.undp.org/en/statistics.

6. See Daniel C. Esty, M. A. Levy, C. H. Kim,

A. de Sherbinin, T. Srebotnjak, and V. Mara, 2008
Environmental Performance Index (New Haven: Yale
Center for Environmental Law and Policy, 2008), at
http://epi.yale.edu/Framework.

7. Ibid.
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sive values and public goods that people seek
for society as a whole.

In economically free societies, children go to
school rather than to work, trees are valued for
their shade rather than as fuel, workers worry
about job safety rather than unemployment,
and hospitals are places of hope rather than
despair.

Economic freedom is the revolutionary eco-
nomic counterpart to democratic pluralism.

It empowers the poor and builds the middle
class. It is a philosophy that encourages entre-
preneurship and disperses economic power
and decision-making throughout an economy.
Governments that embrace the desires of their
citizens for growing and sustainable prosperity
will find the surest path to be that which is also
the widest and most open, offering each indi-
vidual the chance to walk freely in their own
way toward a better future.
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25 Germany 705 -01 903 858 585 382 808 80 60 90 78 434
26 Sweden 705 -04 959 858 350 73 81 80 80 90 93 555
27 The Bahamas 703 -08 747 56 965 844 755 40 70 75 50 804
28 Norway 702 16 881 892 503 505 781 60 60 90 87 486
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35 Taiwan 695 -07 695 852 762 894 81 70 50 70 57 457
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39 Saint Lucia 688 n/a 877 72 740 685 851 40 40 70 68 828
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20 Israel 676 13 678 8 571 351 87 8 70 70 61 649
43 Oman 670 -03 633 836 985 611 714 60 60 50 47 750
44 Hungary 668 -08 774 858 706 192 738 80 70 70 53 684
45 Latvia 666 17 738 858 823 585 71 70 60 55 48 616
46 Costa Rica 664 22 603 818 828 884 697 70 50 50 50 612
47 Malta 661 01 700 858 631 417 827 50 60 90 58 600
48 Qatar 658 36 757 86 999 691 673 40 50 50 60 647
49 Mexico 658 -03 803 802 834 818 775 50 60 50 35 598
50 Kuwait 656 25 674 8 999 637 717 50 50 50 43 793
51 Jordan 654 13 689 788 830 569 803 50 60 55 47 741
52 Jamaica 652 -05 878 706 753 622 754 80 50 50 33 674
53 Portugal 649 10 811 858 616 354 799 70 60 70 65 403
54  United Arab Emirates 647 2.2 574 808 999 863 698 30 50 40 57 76.2
55 Panama 647 00 745 762 826 898 779 70 70 30 32 44]
56 Bulgaria 646 09 735 858 862 587 728 60 60 30 41 784
57 Peru 646 09 651 794 797 918 865 60 60 40 35 487
58 Malaysia 646 07 708 782 830 84 799 40 40 50 51 715
59 Saudi Arabia 643 18 796 818 996 734 684 40 50 40 34 764
60 Sigg’;gfzgfnaer;d 643 nj/a 782 736 647 609 756 40 40 70 61 785
61 South Africa 638 04 746 748 689 776 743 50 60 50 51 568
62 Albania 637 13 670 758 928 756 796 70 70 30 29 472
63 Uganda 635 -03 1587 752 804 869 784 50 60 30 28 879
64 France 633 14 874 808 509 M5 717 60 70 70 73 545
65 Romania 632 15 749 858 870 700 750 60 50 35 37 57
66 Belize 630 00 755 696 688 776 784 50 50 50 30 806
67 Thailand 630 07 711 756 744 906 69 30 60 50 33 765
68 Slovenia 629 27 845 858 629 384 786 60 50 60 66 428
69 Mongolia 628 -08 710 812 813 699 767 60 60 30 30 677
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84 Nicaragua 598 -10 576 792 788 710 695 70 50 25 26 70.6
85 Burkina Faso 595 38 587 704 807 837 837 40 50 30 29 69.0
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87 Guatemala 594 -04 541 784 794 935 733 50 50 30 28 573
88  Dominican Republic 592 15 637 73 853 911 741 50 40 30 30 551
89 Swaziland 591 06 686 716 643 706 73] 50 40 50 33 69.6
90 Kenya 587 -06 669 718 786 815 740 50 50 30 21 631
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94 Montenegro 582 n/a 687 802 891 453 789 40 50 40 33 57.2
95 Lebanon 581 -19 60.0 808 917 641 773 30 60 30 30 574
96 Ghana 581 1.0 567 63 832 657 696 50 60 50 37 453
97 Egypt 580 -05 647 634 895 661 659 50 50 40 29 613
98 Tunisia 580 21 816 53 765 783 784 30 30 50 42 60.1
99 Azerbaijan 580 26 746 784 797 775 663 30 40 25 21 87.0
100 Bhutan 577 n/a 617 42 836 583 759 30 30 60 50 858
101 Morocco 577 21 76.2 68 651 765 805 60 50 35 35 30.8
102 Pakistan 57.0 14 725 656 804 907 722 40 40 30 24 54.5
103 Yemen 56.9 31 749 762 832 571 665 50 30 30 25 758
104 The Philippines 568 08 493 786 754 908 772 40 50 30 25 514
105 Brazil 567 05 544 716 658 503 772 50 50 50 35 62.7
106 Cambodia 56.6 08 427 634 914 945 800 50 50 30 20 445
107 Algeria 566 04 725 686 772 741 786 50 30 30 30 55.5
108 Zambia 566 04 688 712 729 821 64l 50 50 30 26 51.0
109 Serbia 566 n/a 560 78 859 463 658 40 50 40 34 700
10 Senegal 563 -20 650 712 651 770 765 40 40 50 36 425
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m Sri Lanka 560 24 737 71 732 805 594 20 40 40 32 708
m The Gambia 558 -1 599 596 719 744 719 50 50 30 23 670
3 Mozambique 557 02 542 734 777 765 759 50 50 30 28 4l
14 Mall 556 01 422 73 694 84 796 50 40 30 27 638
15 Benin 554 01 438 674 672 885 796 40 60 30 27 503
16 Croatia 551 10 599 876 687 317 790 50 60 30 41 434
7 Nigeria 551 00 551 618 844 643 779 30 40 30 22 858
18 Gabon 550 09 599 57 617 848 738 40 40 40 33 600
19 Cate dIvoire 550 10 458 704 581 86 791 40 60 30 21 578
120 Moldova 549 30 701 86 853 513 676 30 50 40 28 451
121 Papua New Guinea 548 n/a 601 872 674 710 814 30 30 20 20 811
122 Tajikistan 546 02 451 826 893 859 632 30 40 30 21 587
123 India 544 03 544 51 738 778 693 30 40 50 35 623
124 Rwanda 542 00 589 62 768 768 708 40 40 30 28 595
125 Suriname 541 02 415 642 67 755 722 30 30 40 35 848
126 Tonga 541 n/a 790 56 825 580 689 40 20 20 17 994
127 Mauritania 539 12 536 756 754 659 777 50 40 25 26 502
128 Niger 538 10 369 704 663 888 895 50 40 30 26 406
129 Malawi 537 11 452 688 707 486 698 50 50 50 27 572
130 Bolivia 536 05 585 818 848 719 679 20 60 20 29 419
131 Indonesia 534 02 467 764 715 880 716 30 40 30 23 509
132 China 532 01 516 714 706 889 729 30 30 20 35 618
133 Nepal 532 09 605 632 863 90 787 20 30 30 25 469
134 HBeOrigigao""V?Sa 531 08 599 772 718 376 790 50 60 10 33 521
135 Ethiopia 530 05 626 686 774 827 655 40 20 30 24 594
136 Cameroon 530 13 393 56 696 936 760 40 50 30 24 515
137 Ecuador 525 -28 540 726 858 81 750 30 40 25 21 383
138 Argentina 523 18 621 70 703 756 606 50 40 20 29 456
139 Micronesia 57 n/a 598 8 974 00 767 30 30 30 30 823
140 Djibouti 53 01 381 318 808 594 766 50 60 30 29 579
11 Syria 53 42 614 54 870 749 672 40 20 30 24 549
42 Equatorial Guinea 513 03 457 594 755 863 84 30 40 30 19 461
143 Maldives 53 n/a 832 44 958 00 765 30 30 30 33 901
144 Guinea 50 18 452 596 711 919 574 40 40 20 19 663
145 Vietnam 50 06 617 634 743 773 6 30 30 10 26 700
16 Russia 508 10 540 608 789 706 655 30 40 25 23 600
147 Haiti 505 15 377 794 779 938 690 30 30 10 16 612
148 Uzbekistan 505 14 684 654 883 681 626 30 20 20 17 649
149 Timor-Leste 505 n/a 470 73 647 840 741 30 20 20 26 660
150 Laos 504 01 595 664 706 87 754 30 20 10 19 635
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151 Lesotho 497 25 617 57 631 362 73] 30 40 40 33 627
152 Ukraine 488 2.2 405 84 770 390 681 30 40 30 27 524
153 Burundi 488 2.6 344 63 725 558 727 40 30 30 25 64.3
154 Togo 487 -0.2 366 706 537 866 815 30 30 30 23 447
155 Guyana 484 -04 609 726 665 32 69.6 40 40 40 26 65.2
156 Central African 483 -03 395 504 654 940 750 40 30 20 20 487

Republic
157 Liberia 481 n/a 402 538 738 972 701 30 20 25 21 498
158 Sierra Leone 478 -05 570 66 809 863 738 30 20 10 21 334
159 Seychelles 478 n/a 655 284 738 00 781 50 30 50 45 571
160 Bangladesh 475 33 629 402 728 942 673 20 20 25 20 52.3
161 Chad 475 -04 357 584 505 908 786 40 40 20 18 42.6
162 Angola 47.0 0l 43.6 72 852 622 618 20 40 20 22 435
163 Solomon Islands 460 n/a 672 664 689 00 735 20 30 30 28 763
164 Kiribati 457 n/a 625 55 42.2 0.0 887 30 30 30 33 85.6
165 Guinea—Bissau 454 11 242 668 884 491 735 30 30 20 22 50.5
166 Republic of Congo 454 0.0 501 554 602 776 739 30 30 10 21 456
167 Belarus 450 -04 637 672 794 309 668 20 10 20 21 70.8
168 Iran 446 -04 606 574 8.0 797 601 10 10 10 25 524
169 Turkmenistan 442 08 300 792 909 936 68 10 10 10 20 30.0
170 SéOPTF’m.é and 438 n/a 451 60 750 220 614 40 30 30 27 480
rincipe
171 Libya 435 48 200 90 817 681 703 30 20 10 25 20.0
172 Comoros 433 n/a 465 272 646 881 789 20 20 30 26 31.8
L Democratic 428 n/a 343 622 733 853 595 30 20 10 19 345
epublic of Congo
174 Venezuela 399 48 508 596 706 693 537 10 30 5 20 301
175 Eritrea 385 n/a 183 692 864 99 59.0 10 20 10 28 739
176 Burma 377 18 200 722 818 985 453 10 10 5 14 20.0
177 Cuba 279 04 100 644 459 00 670 10 10 10 42 200
178 Zimbabwe 227 67 30.8 504 44] 4.6 0 10 10 5 21 51.2
179 North Korea 20 10 00 00 00 00 00 10 0 5 5 00
n/a Afghanistan n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a
n/a Iraq nfa n/a n/fa n/a nfa n/a n/a n/a n/a na n/a n/a
n/a Liechtenstein n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a
n/a Sudan nfa n/a n/fa n/a nfa naAa n/a n/a n/a nfa n/a n/a
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