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ACER, Albania The Albanian Center for Economic Research is
a public policy institute that focuses on research and advocacy ac-
tivities. In addition to providing policymakers and academics with
applied economic research, it works to build public understanding
of economic development issues.

(E-mail: ZEFI@QSKE.TIRANA.AL)

African Research Center for Public Policy and Market Pro-
cess, Kenya The African Research Center for Public Policy and
Market Process, Kenya, is the first research center founded in Af-
rica by the African Educational Foundation for Public Policy and
Market Process, an independent educational oragnization regis-
tered in the United States. The primary mission of the Center and
the Foundation is to promote ideas about free markets and volun-
tary associations in Africa. The Center seeks to conduct research
on all aspects of free markets, voluntary association, individual
liberty, and dissiminate the results to as wide an audience as pos-
sible. The Center also organizes seminars and conferences to ex-
amine issues related to liberty and enterprise in Africa.

Association pour la Liberté Economique et le Progrés Social
(ALEPS), France The ALEPS objective is to promote the idea
of free market, generating social progress. It connects French lib-
eral intellectuals with the world scientific community. Thanks to
its permanent contacts with various prestigious foreign institutes,
in 1990 ALEPS published “Manifeste de I’Europe pour les Eu-
ropéens,” signed by 600 faculties from 28 countries.

The economic collapse of central planning and the disappearance
of totalitarian regimes in Eastern Europe has not solved all social
problems. The post-socialist society remains to be set up. This re-
quirement in Eastern Europe is also needed in Western countries,
such as France, where 40 years of the welfare state have led to
mass unemployment, fiscal oppression, a social security explo-
sion, an increase in poverty and inequality, and a loss of moral vir-
tues and spiritual values. ALEPS provides the political and
intellectual push for this necessary revival.
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Association for Liberal Thinking, Turkey The objectives of
the Association for Liberal Thinking as a non-profit, non-govern-
mental organization are to introduce the liberal democratic tradi-
tion to the Turkish public; to engage in activities that promte
understanding and acceptance of ideas like liberty, justice, peace,
human rights, equality, tolerance; to help the development of aca-
demic writing on liberal themes that will improve the ability of the
Turkish people to assess contemporary domestic and international
changes; and to attempt to find effective solutions to Turkey’s
problems within liberal thought. The Association for Liberal
Thinking is not involved in day-to-day politics and has no direct
links to any political party or movement. Instead, as an indepen-
dent intellectual group, it aims to set and influence broader politi-
cal agendas so as to contribute to the liberalization of Turkey in
economics and politics.

Cato Institute, United States of America Founded in 1977, the
Cato Institute is a public policy research foundation dedicated to
broadening the parameters of policy debate to allow consideration
of more options that are consistent with the traditional American
principles of limited government, individual liberty, free markets,
and peace. To that end, the Institute strives to achieve greater in-
volvement of the intelligent, concerned lay public in questions of
policy and the proper role of government through an extensive pro-
gram of publications and seminars.

The Center for the Dissemination of Economic Knowledge
(CEDICE), Venezuela CEDICE is a non-partisan, non-profit,
private association dedicated to the dissemination, research, and
promotion of philosophical, economic, political, and social think-
ing that focuses on individual initiative and activities conducive to
better understanding of the free market system and free and re-
sponsible societies. CEDICE carries out a variety of activities and
programs to meet its objectives, including operating a library and
bookstore, researching and writing the Venezuela Today series and
other studies, conducting economic training for journalists, and of-
fering special events and community programs.

Center for Policy Research, Sri Lanka The Center for Policy
Research (CPR) is a non-partisan advocacy and policy research in-

stitute dedicated to fostering demoncracy and promoting free en-

terprise. As part of its philosophy, CPR actively takes positions on
critical policy reform issues and aggressively lobbies key decision-
makers in the country.
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The Center for Research and Communication, Philippines
The Center for Research and Communication (CRC), which
started operations in 1967, conducts research and publishes works
on domestic and international economic and political issues, focus-
ing on the Asia-Pacific region. It provides fora for discussion and
debate among academicians, businessmen, civil officials, and rep-
resentatives of other sectors that help shape public opinion and
chart the course of policies. CRC, which is the main research arm
of the University of Asia and the Pacific in Metro Manila, Philip-
pines, also currently serves as the Secretariat of the Asia Pacific
Economic Cooperation (APEC) Business Advisory Council.

Center for the New Europe, Belgium The Center for the New
Europe is a European research institute based in Brussels. It aims
to promote the advancement of a market-oriented economy, per-
sonal liberty, and creativity and responsibility in an ordered soci-
ety. CNE is founded on the belief that European integration can
work only in a society led by a spirit of democratic capitalism. The
Center focuses on developing policy alternatives encouraging eco-
nomic growth and deregulation; seeking new market-based solu-
tions for social and environmental concerns; and promoting
individual freedom, choice and responsibility.

Centro de Investigaciones Académicas (CIVILIZAR), Colombia
The Centro de Investigaciones Académicas is a private, non-profit
economic and social research organization. Established in 1996,
the Centro is affiliated with the Sergio Arboleda University of
Bogata. It is dedicated to the scientific study of economic and so-
cial topics. It defends individual liberty and recongnizes it as a ba-
sic principle to guide programs of research and eduction. The
Centro supports research and publishes studies on economic, so-
cial, and legal issues in order to promote Colombian economic
growth and human development.

Centro de Investigaciones Econémicas Nacionales, Guatemala
The Center for Research on the National Economy (CIEN) was es-
tablished in Guatemala in 1982. It is a private, non-partisan, not for
profit public policy institute, funded by the sale of its books and
periodical publications, income from conferences and seminars,
and the support it receives from its members and the public. The
Center’s program is devoted to the technical study of economic
and social problems that need to be resolved to promote the stable
development of the nation. Its members, staff, research associates,
and its supporters share the principles of a social order of free and
responsible individuals interacting through a market economy
functioning within the rule of law.
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Centro de Investigaciones Sobre la Libre Empresa, A.C.,
Mexico The Centro de Investigaciones Sobre la Libre Empresa
(CISLE) is a nonprofit educational and public policy organization
founded in 1984. Its aim is to defend and promote the ideals of free
trade and free enterprise in all areas of society. CISLE maintains
that the fundamental source of well being and the wealth of nations
is a sound institutional order which guarantees competition, pri-
vate ownership, and open markets. CISLE’s activities are financed
by a select group of generous donors.

Centrum im. Adama Smitha, Poland The Adam Smith Re-
search Center is the first private, non-profit, non-partisan institu-
tion in Poland and in Eastern Europe whose statutory goals are
strongly associated with the ideals of the free market economy.
The Adam Smith Research Center realizes its mission of support-
ing the development of a free market economy and a democratic
society through research, education, and publishing. Its current
programs include reform of the pension system, the influence of
corruption on economic processes in Poland, effectiveness of the
institutional order and the constitutional system, changes to the tax
system, and the decentralization of power and the function of local
government.

(E-mail: adam.smith@pol.pl; Internet: www.adam-smith.pol.pl)

Centro de Investigacion y Estudios Legales (CITEL), Peru
CITEL was organized in 1989. Its principal field is the economic
analysis of law. To that end, it conducts research on different legal
institutions, publishes books, and organizes seminars and colloquia.

Edmund Burke Institute, Ireland The Edmund Burke Institute
is a non-profit and non-political organization that believes that Ire-
land’s political, academic, and cultural leaders have failed to draw
the natural conclusions from the collapse of state socialism and the
growth of free-market ideas across the industrialized and develop-
ing world. It believes that these ideas are directly relevant to Ire-
land, and that hostility towards free markets and individual
freedom needs to be challenged by an institution which promotes
debate and discussion about the role of the state in our lives.
(Internet: http://www.his.com/~chyden/ebi/)

The Estonian Institute for Open Society Research The Esto-
nian Institute for Open Society Research was established in 1993 as
an independent non-profit public policy research institute. EIOSR’s
research and public communication programs focus on the key is-
sues of Estonian social and political development: building a free
market economy and open civil society; enhancing social stability
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and integration of minority groups; promoting Estonia’s integration
into European and world structures. EIOSR’s first effort was the
Estonian translation of Milton Friedman’s book Capitalism and
Freedom in early 1994. Current EIOSR projects include promoting
the idea of philanthropy to local businesses and elaborating future
scenarios concerning the integration of the Russian minority into
Estonian society.

The F.A. Hayek Foundation, Slovak Republic The F.A. Hayek
Foundation is an independent, non-profit organization that brings
together social scientists, business people, and policy-makers to
exchange their ideas on economic, social, political, and other is-
sues. It provides practical reform proposals for the transition of
economics, health, education, social welfare, retirement and legis-
lative systems. The F.A. Hayek Foundation established a tradition
that was virtually absent in Slovakia until 1989—the tradition of
liberal thinking and its further cultivation in order to demonstrate
the advantages of market economy solutions as better alternatives
to collectivist policies. The Foundation promotes the following
liberal ideals: limited government; and a free market economy and
an open society based on the concept of individual choice and per-
sonal responsibilities.

The Fraser Institute, Canada The Fraser Institute is an inde-
pendent Canadian economic and social research and educational
organization. It has as its objective the redirection of public atten-
tion to the role of competitive markets in providing for the well-be-
ing of Canadians. Where markets work, the Institute’s interest lies
in trying to discover prospects for improvement. Where markets do
not work, its interest lies in finding the reasons. Where competitive
markets have been replaced by government control, the interest of
the Institute lies in documenting objectively the nature of the im-
provement or deterioration resulting from government interven-
tion. The work of the Institute is assisted by an Editorial Advisory
Board of internationally renowned economists. The Fraser Insti-
tute is a national, federally chartered, non-profit organization fi-
nanced by the sale of its publications and the tax-deductible
contributions of its members (Email: info@fraserinstitute.ca).

The Free Enterprise Commission, Panama The Free Enter-
prise Commission is a working group within the Panamanian As-
sociation of Executives (APEDE). APEDE is a non-partisan, non-
profit association dedicated to the improvement of enterpreneur-
ship, management, and the development of the individual in a free
society. As such, APEDE invests a good part of its efforts in edu-
cation and individual liberties.

Xxiv

www fraserinstitute.org



The Free Market Foundation of Southern Africa The Free
Market Foundation of Southern Africa was established in 1975 to
promote economic freedom. The FMF sponsors and conducts re-
search, publications, conferences, lectures, training programs and
lobbying efforts in support of the free market. Its funding comes
from membership subscriptions, project sponsorships, and income
from sales and fees.

Fundaciéon Economia y Desarrollo, Inc., Dominican Republic
The Fundaciéon Economia y Desarrollo, Inc. (FEyD) is a private
non-profit organization dedicated to fostering the principles,
mechanisms, and advantages of the economy of competitive mar-
kets and private enterprise as well as the economic policies which
back this strategy of economic development. To meet its objec-
tives, FEyD has several regular publications in the most important
newpapers in the country. It also produces a weekly television pro-
gram called “Tridlogo,” a one-hour program that is broadcast three
times week, and elaborates numerous studies related to the perfor-
mance of the Dominican economy and its sectors.

Fundacion Libertad, Democracia y Desarrollo, Bolivia The
Fundacion Libertad, Democracia y Desarrollo (FULIDED), is a
non-profit organization created by a group of citizens interested in
promoting democracy and freedom. The Foundation has the pur-
pose of investigating, analyzing, and spreading issues of national
priority, keeping in mind that economic, political, and social topics
are of great importance to strenghten the free market and private
initiative, within the ideal of an open, pluralist, and honest society.
Through seminars, debates and publications, FULIDED seeks to
create a current of opinion according to Bolivia’s reality and in the
framework of a global economy.

Gruppo Giovani Imprenditori and Centro Luigi Einaudi, Italy
The Turin Group of Young Entrepreneurs was founded in 1959. It is
composed of 300 entrepreneurs and managers under the age of 40.
A member of the Confederation of Italian Industry, it has always
been on the forefront of the liberalization of the Italian economy.

Established in 1963, the Centro di ricerca e documentazione
“Luigi Einaudi” is one of Italy’s most influential independent think
tanks. Its aim is to further free market policies and personal free-
dom, promote leaner government, and enhance political pluralism.

The Hong Kong Center for Economic Research The Hong
Kong Center for Economic Research is an independent free market
policy research institute. The Center was established in 1987 as a
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charitable trust. Until 1992 it was affiliated with the Chinese Uni-
versity of Hong Kong, and since then it has been affiliated with the
University of Hong Kong. The Center recognizes that the economic
success of Hong Kong is the result of policies that protected private
property rights, free enterprise, and limited the role of the govern-
ment. It also recognizes that the political foundation of these poli-
cies is always vulnerable, and that the case for preserving these
policies and expanding its scope has to be continuously articulated.
The main activities of the Center are to influence public opinion and
policy outcomes through a program of research and education.

Institute for Advanced Strategic and Political Studies,
Jerusalem The mission of the Institute for Advanced Strategic
and Political Studies is the development of policies in economics,
strategic studies, and politics, directed toward the understanding
and realization of limited government in domestic affairs and the
balance of power in strategic planning. The Institute’s Division for
Economic Policy Research (DEPR) produces Policy Studies in
both English and Hebrew, while the Division for Research in Strat-
egy and Politics produces one series of documents in strategic
studies, and another series in politics.

The Institute for Economic Freedom, Bahamas The Institute
for Economic Freedom is an independent non-political, non-profit
Bahamian institute that promotes economic growth, employment
and entrepreneurial activity. It believes that this can best be
achieved with a free market economy and a decent society . . . one
that embraces the rule of law, the right of private property, the free
exchange of property and services, and the individual virtues of
self-control, commitment, and good will.

Institute for Economy and Politics (IWIP), Austria IWIPisan
affiliate institute of the Federation of Austrian Industry. Its duty is
to give objective information to the general public about the econ-
omy, politics, and culture. It supports a social free market economy
and protection of the environment. IWIP organizes meetings,
workshops, symposiums, and lectures, and is editor of Conturen, a
quarterly magazine aimed at the liberal and critical reader who is
interested in diverse discussions about the economy, politics, and
culture.

Institute For Market Economics, Bulgaria Established in
1993, IME is the first independent economic think tank in Bul-

garia. It is a private, registered, non-profit corporation with a mis-
sion to elaborate and advocate market approaches to the problems
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Bulgaria is facing in its transition to a market economy, thus sup-
porting market reforms. IME’s objectives are to provide the fol-
lowing: independent assessment and analysis of the government’s
economic policies; a focal point for an exchange of views on mar-
ket economics and relevant policy issues; and an internationally
supported Bulgarian think thank which is widely respected for its
expertise. (E-mail: IME@SF.CIT.BG or G=Krassen; S=Stanchev,
O=IME; A=BG 400; C=BG)

The Institute of Economic Affairs, England The IEA’s mis-
sion is to improve public understanding of the foundations of a free
and harmonious society by expounding and analyzing the role of
markets in solving economic and social problems, and bringing the
results of that work to the attention of those who influence think-
ing. The IEA achieves its mission by a high quality publishing pro-
gram; conferences, seminars and lectures on a range of subjects;
outreach to school and college students; brokering media introduc-
tions and appearances; and other related activities. Incorporated in
1955 by the late Sir Anthony Fisher, the IEA is an educational
charity, limited by guarantee. It is independent of any political
party or group, and is financed by sales of publications, conference
fees, and voluntary donations.

The Institute of Economic Affairs, Ghana The Institute of
Economic Affairs (IEA) Ghana is an independent, non-govern-
mental institution dedicated to the establishment and strengthening
of a market economy and a democratic, free and open society. The
IEA was founded in October 1989. It considers improvements in
the legal, social and political institutions as necessary conditions
for sustained economic growth and human development. The IEA
supports research, and promotes and publishes studies on impor-
tant economic socio-political and legal issues in order to enhance
understanding of public policy.

Institute of Economic Analysis, Russia The Institute of Eco-
nomic Analysis is a macroeconomic research institute designed to:
analyze the current economic situation and policies; provide expert
analysis of acts, programs, and current economic policy; consult
Russian government bodies, enterprises, and organizations; pre-
pare and publish scientific, research and methodological economic
literature; and conduct seminars, conferences, and symposia on
economic topics. The Institute is an independent, non-governmen-
tal, non-political, non-profit research center that works closely
with leading Russian and international research centers. Its re-
search focuses on macroeconomic, budget, and social policy.
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Institute of Economic Studies, Iceland The Institute of Eco-
nomic Studies was founded in 1989. It operates within the Depart-
ment of Economics in the Faculty of Economics and Business
Administration at the University of Iceland. From the outset, the
Institute has been active in carrying out applied research projects
commissioned by a great variety of private and public clients rang-
ing from small Icelandic interest groups, to the Nordic Investment
Bank, to the governments of Iceland, Denmark, and the Faroe Is-
lands. More recently, funded by research grants, the Institute has
put greater emphasis on large scale applied research projects with
substantial analytical content and economic research.

Institute of Public Affairs, Australia Established in 1943, the
IPA is Australia’s oldest and largest private-sector “think tank.” Its
aim is to advance the interests of the Australian people. Those in-
terests include prosperity and full employment, the rule of law,
democratic freedoms, security from crime and invasion, high stan-
dards in education and family life. To identify and promote the
best means of securing these values, the IPA undertakes research,
organizes seminars, and publishes widely.

Instituto Ecuatoriano de Economia Politica, Ecuador The In-
stituto Ecuatoriano de Economia Politica (IEEP) is a private, inde-
pendent, non-profit institution. Its mission is to defend and promote
the classical liberal ideals of individual liberty, free markets, limited
government, property rights, and the rule of law. The IEEP achieves
its mission through publications, seminars, and workshops that de-
bate socio-economic and political issues. The IEEP’s funding comes
from voluntary donations, membership subscriptions and income
from sales of its publications. (E-mail: dampuero@ecua.net.ec)

Instituto Liberal do Rio de Janiero, Brazil Instituto Liberal is
a non-profit insitution supported by donations and the sponsorship
of private individuals and corporations. Its by-laws provide for a
Board of Trustees as its supreme body, and forbid any political or
sectarian affiliations. Its principal objective is to persuade Brazil-
ian society of the advantages of a liberal order. To attain this goal,
the institute publishes books, organizes seminars, and elaborates
policy papers on subjects related to public policy.

The Korea Center for Free Enterprise The Korea Center for
Free Enterprise is devoted to ensuring national progress under a
free market economy and through the healthy growth of business.
The Center has focused its efforts on formulating practical poticy
recommendations on the basis of its research on the short and long-
term trends of the Korean economy and the nation’s enterprises.
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Libertad y Desarrollo, Chile Libertad y Desarrollo is a private
“think tank” committed to free market ideas and devoted to research,
study, and anlysis of public policy issues inspired by political and
economic freedom. Libertad y Desarrollo is wholly independent of
any religious, political, financial, or governmental groups.

Liberales Institut, Germany The Liberales Institut (Liberty In-
stitute) is the think tank of the Friedrich-Naumann-Foundation. The
Bonn-based institute devotes itself to spreading classical liberal/free
market ideas through the publication of classical liberal literature,
the analysis of current political trends and the promotion of research.
By organizing conferences and workshops, the institute tries to stim-
ulate an intellectual exchange among liberals around the world.

Liberales Institut, Switzerland The Liberal Institute provides a
platform where the basic values and concepts of a free society can
be discussed and questioned. The Institute offers a meeting place
for practitioners and theoreticians from different walks of life and
professions. The aim is to examine issues in an open atmosphere,
to inquire and experiment. The Liberal Institute is not associated
with any political party. It wants to foster the development and dis-
semination of liberal ideas in the classical European sense, ideas
about personal freedom, limited government, and free markets.

Liberalni institut, Czech Republic The Liberal Institute is an
independent, non-profit organization for the development and ap-
plication of liberal ideas and programs based on the principles of
classical liberalism. The Liberal Institute’s activities are based on
the recognition of the following: each individual has inalienable
rights, and the individual’s life is valuable; the principle of volun-
tary action applies in all human activity; the institutions of private
property, contract, and the rule of law are essential in the protec-
tion of human rights; self-regulating markets, free trade, and a
clearly defined government sphere are crucial factors for the devel-
opment of any society. The Liberal Institute is financed by funds
realized from its various activities and by donations from individ-
uals and private corporations.

The Lithuanian Institute of International Political and Eco-
nomic Relations The Lithuanian Institute of International Politi-
cal and Economic Relations is a non-profit organization that
propagates the rightist ideas both in politics and economics. It col-
laborates with municipalities, leading democratic parties, and public
movements in the areas of self-government development and munic-
ipal economy managment, and in the preparation of small-business
support and job creation programs based on Western standards. The
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institute also provides economic consulting to private Lithuanian en-
terprises and foreign investors; it prepares business plans, conducts
market research, and assists in establishing and maintaining busi-
ness contacts. It also conducts reasearch on the Lithuanian market
and Lithuania’s import-export activities.

Making Our Economy Right (MOER), Bangladesh MOER
champions free market concepts and the freedom of the individual.
Bangladesh is a fully statist society where politicians promise jobs
and economic development, but are unaware that the function of
the state and the government is merely to protect individual free-
dom, liberty, life, property, and the national geographic boundary.
MOER solicits international support and cooperation in its efforts
to fully liberalize Bangladesh’s economy and thereby democratize
Bangladesh society.

The New Zealand Business Roundtable The New Zealand
Business Roundtable is an organization of chief executives of
about 60 of New Zealand’s largest business organizations. Its aim
is to contribute to the development of sound public policies that re-
flect overall New Zealand interests. It has been a prominent sup-
porter of the country’s economic liberalization reforms.

SZAZADVEG: Budapest School of Politics, Hungary The
Budapest School of Politics is a non-partisan, non-profit organiza-
tion financed by the contributions of its supporters and the sale of
its publications and services. It is independent from any state orga-
nization and any political party. The BSP was founded in 1990 to
provide professional training for those entering politics as mem-
bers of Parliament or members of local governments, as well as for
those in NGOs, trade unions, etc. Over the years, the BSP has en-
tered the field of pubic policy research and advising. The BSP car-
ries out its research and publication activities in areas such as
public administration, labour markets, taxation, agro-economic re-
structuring, welfare reform, and education.

Timbro, Sweden Timbro is a Swedish free enterprise think tank.
Its goal is to mold public opinion favourably toward free enterprise,
a free economy, and a free society. Timbro publishes books, papers,
reports and the magazine Smedjan. It also arranges seminars and
builds human networks. Founded in 1978, Timbro is owned by the
Swedish Free Enterprise Foundation, which has as its principals a
large number of Swedish companies and organizations.
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The Ukrainian Center for Independent Political Research
The Ukrainian Center for Independent Political Research was es-
tablished in early 1991 as a non-profit, non-partisan, and non-gov-
ernmental research institution. Its purpose is to enhance the
awareness of the Ukrainian people of democracy and to further the
analytic research of Ukrainian domestic and international politics
and security. The UCIPR is politically independent; it does not ac-
cept any funding from either the state or any political party. The
UCIPR publishes books and research papers on Ukraine’s domes-
tic and foreign policy issues, economy in transition, security doc-
trine, relations with neighbouring states, the Crimean dilemma,
inter-ethnic relations, and media freedom, etc. The Center has
hosted a number of national and international conferences and
workshops on the above issues.
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CHAPTER 1

Introduction and Overview of the Index

This report is a continuation of an ongoing process designed to de-
velop a comprehensive and accurate measure of economic freedom
across countries. The roots of the project go back more than a de-
cade. Motivated by a stimulating discussion concerning the differ-
ences between political freedom and economic freedom, Michael
Walker, the Executive Director of the Fraser Institute, organized a
series of symposia focusing on the measurement of economic free-
dom. Milton and Rose D. Friedman agreed to co-host the series
with Michael Walker, and the Liberty Fund of Indianapolis, Indi-
ana provided the necessary financial support. The series attracted
some of the world’s most talented economists and challenged them
to help develop a reliable measure of economic freedom. The par-
ticipants included Nobel Prize winners, Milton Friedman, Gary
Becker, and Douglass North; development economist Peter Bauer;
Sweden’s Assar Lindbeck; and Sir Alan Walters. Alvin Rabushka
of Stanford, Ronald Jones and Alan Stockman of the University of
Rochester, Governor Ramon Diaz of the Central Bank of Uruguay,
Steven Easton of Simon Fraser University, and Gerald Scully of
the University of Texas at Dallas were among those presenting
symposium papers that moved the process forward.!

As the result of our participation in several of the conferences, we
co-authored (with Walter Block), Economic Freedom of the
World: 1975-1995.2 Published in early 1996 by a consortium of 11
institutes from around the world, this book presented an index de-
signed to 1dentify the consistency of a nation’s institutions and pol-
icies with economic freedom. Following the publication of this
book, Milton Friedman and Michael Walker hosted a conference
in San Francisco that led to the formalization of the Economic
Freedom Network, which had grown to a group of 47 institutes in-
terested in the development of a quality index of economic free-
dom. The institutes that consituted the Network agreed to assist us
in the updating of the index (with minor modifications) through
1995 and publish the results in our 1997 Annual Report. The Eco-
nomic Freedom Network also plans to broaden the index and seeks
to provide more detailed information on factors that influence eco-
nomic freedom in subsequent annual reports.
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The use of
government—
whether directed by
a monarch or a
democratic process
—to decide what
(and how) goods
will be produced
and who will
consume them
violates personal
economic freedom.

THE CONCEPT OF ECONOMIC FREEDOM

Development of a sound measure of economic freedom requires
one to clearly define the concept. The central elements of eco-
nomic freedom are personal choice, freedom of exchange, and pro-
tection of private property. When economic freedom is present,
individuals are free to make economic choices such as how to use
their time and other resources, what goods to consume, and what
business and investment alternatives to pursue. Of course, they
will often find it advantageous to cooperate with others and mar-
kets will coordinate their choices and bring them into harmony.

The use of government—whether directed by a monarch or a dem-
ocratic process—to decide what (and how) goods will be produced
and who will consume them violates personal economic freedom.
Other things constant, freer economies will rely more on markets
and less on government to answer these basic economic questions.
This is not to say that government has no role. Protection of prop-
erty acquired without the use of force, fraud, or theft from physical
invasions by others is also an integral element of economic free-
dom.? This protection generally involves a legal structure and
other institutional arrangements (for example, monetary arrange-
ments consistent with price stability) that enhance the operation of
markets. Governments promote economic freedom when they pro-
vide these structures.

In an economically free society, the fundamental function of gov-
ernment is the protection of private property and the provision a
stable infrastructure for a voluntary exchange system. When a gov-
ernment fails to protect private property, takes property itself with-
out full compensation, or establishes restrictions (and follows
policies) that limit voluntary exchange, it violates the economic
freedom of its citizens.*

CONSTRUCTION OF THE INDEX

A sound measure of economic freedom will identify the extent to
which individuals are free to choose for themselves and engage in
voluntary transactions with others, and have their rightly acquired
property protected from invasions by others. Like a compass, these
criteria guided us as we developed the Index of Economic Free-
dom. When constructing the index, we tried to design components
that were both (a) good indicators of economic freedom across a

2
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large number of countries and (b) based on objective information
that could be updated regularly. To the extent possible, we sought
to minimize the significance of “judgment calls” and subjective
evaluations.

As Exhibit 1-1 illustrates, the index contains 17 components that
are divided into four major areas: (1) money and inflation, (2) gov-
ernment operations and economic structure, (3) takings, and (4) in-
ternational trade. These components provide an indication of the
degree to which a nation’s institutional arrangements and policies
are consistent with sound money, reliance on markets, avoidance
of plunder and discriminatory taxes, and freedom of international
exchange. While they may not be as comprehensive as we would
like, nonetheless, they comprise central elements of economic
freedom.

Since a detailed description of the components and procedures
used to construct the summary rating was provided in Economic
Freedom of the World: 1975-1995, we will present only a brief
overview here. The four components in the Money and Inflation
area reflect the availability of sound money. Expansionary mone-
tary policy (rapid growth in the money supply) “waters down” the
outstanding monetary units and thereby erodes their value. This is
wrongful seizure of property. Monetary institutions and policies
that lead to substantial variations in the general level of prices cre-
ate uncertainty and undermine the efficacy of money. Therefore,
countries with high rates of monetary growth (relative to potential
real GDP) and large variations in the inflation rate are given low
ratings. The highest ratings go to the countries with less money
growth and more stable (and therefore more predictable) rates of
inflation.
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Exhibit 1-1: Components of the Index of Economic Freedom

I. MonEy anp INFLATION (Protection of money as a store of value and medium
of exchange) '

@7 A
(53) B.
(3.0) C.

@7 D.

Average Annual Growth Rate of the Money Supply During the Last
Five Years Minus the Potential Growth Rate of Real GDP

Standard Deviation of the Annual Inflation Rate During the Last Five
Years

Freedom of Citizens to Own a Foreign Currency Bank Account Do-
mestically

Freedom of Citizens to Maintain a Bank Account Abroad

II. GOVERNMENT OPERATIONS AND REGULATIONS (Freedom to decide what is
produced and consumed)

(6.2)

(6.5)
(7.1)

6.7

“.n

(349

A,

B.
C.

General Government Consumption Expenditures As a Percent of To-
tal Consumption (Private + Government)

The Role and Presence of Government-Operated Enterprises

Price Controls—the Extent that Businesses are Free to Set Their Own
Prices (This variable is included in only the 1990 and 1995 Indexes.)

Freedom of Private Businesses and Cooperatives to Compete in Mar-
kets (This variable is included only in the 1995 Index.)

. Equality of Citizens Under The Law and Access of Citizens to a Non-

discriminatory Judiciary (This variable is included only in the 1995
Index.)

Freedom from Government Regulations and Policies that Cause Neg-
ative Real Interest Rates

HI. TAKINGS aND DiscRIMINATORY TaxaTiON (Freedom to keep what you earn)

(10.9) A. Transfers and Subsidies as a Percent of GDP

(12.7) B. Top Marginal Tax Rate (and income threshold at which it applies)
(3.6) C. The Use of Conscripts to Obtain Military Personnel

IV. ResTRAINTS ON INTERNATIONAL ExCHANGE (Freedom of exchange with
foreigners)

6.7 A.
(62) B.

3.7 C.
(59) D.

Taxes on International Trade as a Percent of Exports Plus Imports

Difference Between the Official Exchange Rate and the Black Mar-
ket Rate

Actual Size of Trade Sector Compared to the Expected Size

Restrictions on the Freedom of Citizens to Engage in Capital Trans-
actions with Foreigners

(Note: The numbers in parentheses indicate the weight attached to each compo-
nent when the summary rating is derived.)
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Money offered by other monetary authorities is a substitute for
money issued by the government of a given country. When residents
are allowed to maintain bank accounts in foreign currencies, it is
easier for them to avoid the uncertainties accompanying an unstable
domestic monetary regime. Thus, countries that permit their citizens
freely to maintain bank accounts in other currencies—both domesti-
cally and abroad—are given higher ratings.

The six components in the Government Operations and Regula-
tions area are designed to identify the extent that resources are di-
rected by personal choice and markets rather than political
planning and coercion. Consumption is the ultimate objective of
all economic activity. As more and more of total consumption ex-
penditures are undertaken by the government, consumers exert less
and less impact on what is produced and consumed. Government
consumption reduces the ability of consumers to decide for them-
selves. Thus, countries are given a lower rating as government con-
sumption increases as a share of the total (government + private
consumption).

No private business firm, regardless of its size, can force potential
consumers to purchase its products. Private firms must provide
consumers with sufficient value to induce them to pay a price that
will cover unit production costs. Government is fundamentally dif-
ferent. Governments can levy taxes and thereby force citizens to
pay for goods regardless of the value received. Similarly, govern-
ment-operated firms can be used to produce goods even when con-
sumers are unwilling to cover the production cost. Thus, countries
are given a lower rating as state-operated enterprises comprise a
larger portion of the economy.

Since price controls both constrain exchange and take property
from owners, they are inconsistent with economic freedom. Free-
dom to compete in the marketplace; a legal structure that clearly
defines property rights, enforces contracts, and provides a mutu-
ally agreeable mechanism for the settlement of contractual and
property-right disputes; and a competitive and stable credit mar-
ket are also important foundations for the operation of a market
economy. Countries providing this infrastructure are given higher
ratings.

Taken together the six components in the Government Operations
area indicate a great deal about the structure of the economy. Who
determines what will be consumed: the private choices of individ-
ual consumers or the central planning of the government? Are
goods produced by private firms directed by markets or by
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Finally, the four
components in the
International
Exchange area
indicate the
consistency of
policies with

free trade.

state-operated enterprises? Do the prices and interest rates reflect
market forces or are they controlled by the government? Is entry
into markets open? Does the legal structure protect private prop-
erty, enforce contracts, and are individuals treated equally under
the law? High ratings in each of these areas reflects reliance on
personal choice and market allocation; low ratings indicates polit-
ical choices and centralized planning are used to allocate goods
and resources.

The three components in the Takings and Discriminatory Taxation
area indicate the degree to which governments honor and protect
property rights rather than engage in plunder activities. When gov-
ernments tax income from one person in order to transfer it to an-
other, they are denying individuals the fruits of their labor. The
larger transfers and subsidies as a share of GDP the lower the rat-
ing for this component. High marginal tax rates discriminate
against productive citizens and seize wealth from taxpayers with-
out providing them any equivalent increase in service. Thus, coun-
tries are given lower ratings as they impose higher marginal tax
rates that take affect at lower income thresholds. Conscription de-
nies draftees the property right to their labor services. It is also an
in- kind tax that is not registered through the budgetary process. As
a result, the budget figures for both taxes and expenditures are un-
derstated in the case of those countries that utilize conscription to
obtain military personal. A lower rating for this component is nec-
essary to adjust for this bias.

Finally, the four components in the International Exchange area in-
dicate the consistency of policies with free trade. Taxes on inter-
national trade limit the freedom of domestic residents to trade with
foreigners. Thus, the larger the taxes on trade relative to the vol-
ume of international trade, the lower the rating. Exchange rate con-
trols often make it difficult for individuals and businesses to obtain
the foreign exchange (other currencies) required to trade with for-
eigners. The black market exchange rate provides an indicator of
the degree to which exchange rate controls limit trade with for-
eigners. Thus, the larger the black market premium, the lower the
rating for this component. Many nations restrain trade through the
use of quotas, monopoly grants, “buy local” schemes, and various
other types of discriminatory regulations. Such restrictions reduce
the volume of international trade. A model was developed and
used to derive an “expected size of the trade sector” for each coun-
try which was then compared with the actual size of the country’s
trade sector. A smaller trade sector relative to the expected size
(given the geographic size, population, and location of the country)
suggests that the country imposes move non-tariff trade barriers.
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Thus, countries with the smallest trade sectors (relative to the ex-
pected size) are given the lowest ratings for this component.>

Many countries require foreigners to get permission from the gov-
ernment in order to make an investment or remit their earnings.
The freedom of their citizens to make investments abroad may also
be limited. The greater the restrictions on the mobility of capital,
the lower the rating for this component.

Data for each of these 17 components were compiled for 115 coun-
tries and statistical procedures used to determine the component
rating for each.® Since we want the ratings to be easily comparable
across countries and time periods, a zero to ten rating scale was
used for each component in the index. Countries were given higher
component ratings when their institutions and policies were more
consistent with economic freedom. A ten represented the highest
possible rating and a zero the lowest.”

How should each component in the index be weighted? In the pre-
vious edition, we presented three summary indices based on alter-
native component weights. In most cases, the variation in the
weights exerted only a small impact on the summary rating. Given
their similarity, presentation of the three alternative ratings was
unnecessarily confusing. Therefore, in this edition we will present
only one summary index, the one with weights based on a survey
of the participants in the Fraser-Liberty Fund Symposia Series.
(Note: This index was referred to as the Is1 summary index in Eco-
nomic Freedom of the World: 1975-1995.) We constructed a sur-
vey instrument which described the 17 components in our index
and asked the participants of these conferences to provide us with
their views concerning the weights that should be attached to each
of the components. Since all of these people attended at least one
of the conferences, we were reasonably sure of their familiarity
with the concept of economic freedom and the factors that influ-
ence it. The average weight suggested by the respondents was then
used to weight the components and derive the summary index for
each of the years. These weights are indicated by the number in pa-
renthesis at the left of each component in Exhibit 1-1.

WHAT’S NEW IN THIS REPORT?

While the methodology employed in the construction of this index
is identical to that of Economic Freedom of the World, the 1997
Report contains several additions and adjustments that improve
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both index and the accompanying material. We would like to high-
light five of these factors.

1. More Countries Are Rated. In this report, we were able to
obtain the required data for 115 countries compared to 102 for the
prior index. The following countries were added: Albania, Baha-
mas, Bahrain, Barbados, China, Croatia, Estonia, Latvia, Lithua-
nia, Oman, Russia, Slovenia, and Ukraine. Given their size,
additions of Russia and China are particularly important.

2. The Assistance of Economic Freedom Network Institutes.
Since the last edition was published, the number of co-publishing
institutes of the Economic Freedom Network has increased from
11 to 47. Even more important, we were able to work closely with
these institutes, use their expertise to verify information, supply
missing data, and provide useful background material. Thus, the
underlying data for this edition is more complete and the accompa-
nying text of the country profile chapter is more comprehensive
than in the prior edition.

3. Final 1995 Index. When the prior index was published, data
for several components were only available through 1993. Thus,
the mid-1990s index was preliminary. The 1995 data are now
available (although not necessarily for every country). Thus, we
were able to update the information and finalize the 1995 index.
This provides us with economic freedom ratings covering a
20-year time period.

4. Expansion in Country Profile Chapter. The country profile
chapter of this report contains detailed information for 81 coun-
tries, 23 more than in the prior edition. We have also included more
supplemental data than in the prior edition. In this regard, inclusion
of a graphic on total government expenditures as a share of GDP
during 1975-1995 is particularly important. Trends in the size of
government expenditures as a share of GDP will help us better in-
terpret changes in our index of economic freedom. They also pro-
vide an indication of what would happen if the components related
to government expenditures (government consumption and trans-
fers and subsidies) were weighed more heavily in the index.

5. Marginal Improvements in the Index. Even though the un-
derlying methodology is unchanged, some minor revisions were
made in the index. First, discussions with other researchers con-
vinced us that the government consumption component should be
divided by total consumption (government plus private) rather
than by GDP as was done in the last edition. We believe this revi-
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sion provides a more accurate measure of the proportion of con-
sumption that is directed by government rather than markets.
Second, in a few cases, information supplied by recent publica-
tions and the cooperating institutes convinced us to revise a few
component ratings for years prior to 1995.8 These changes almost
always involved only a one unit change in the rating for a compo-
nent. Finally, the money, GDP deflator, consumer price index, and
national account data used in this edition are from the International
Monetary Fund rather than the World Bank. For most countries,
these two data sets are identical, but this was not always the case.
When there was a disparity, the IMF data, which are available
more readily (from Monthly International Financial Statistics),
were used in this edition. Taken together, these revisions exerted
only a minor impact—changes of a few tenths of a point—on sum-
mary ratings prior to 1995.

DIFFERENCES FROM OTHER INDEXES

During the last several years, two other organizations—the Heri-
tage Foundation and the Freedom House—have published mea-
sures of economic freedom.? It is encouraging to see others
developing an interest in this topic. At our invitation, Richard Mes-
sick the editor and coordinator of the Freedom House Index and
Kim Holmes and Bryan Johnson, the lead authors of the Heritage
project, met with us at a San Francisco meeting of the Economic
Freedom Network. Presentations on the background and nature of
these two indexes, as well as our own, were made. While there are
some similarities between the three indexes, there are also major
differences.

First, our index is the only one of the three that starts with a clear
presentation of what economic freedom is and then uses that as the
foundation for the development of a measuring rod. Given the
meaning of economic freedom, what variables should be used for
its measurement? What weight should be given to each? What set
of components would provide a sound measure for a specific cate-
gory? We wrestled with these questions and related issues for sev-
eral years. They were the focal point of the Fraser Institute/Liberty
Fund symposia series. Input was obtained from numerous sources,
including some of the world’s leading economists. We sought—
and are continuing to seek—to develop objective indicators of eco-
nomic freedom for all major areas. The variables in our index work
together—for example, it is important to measure not only mone-
tary and price stability, but it is also important to identify whether
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it is possible to shift to another currency if monetary instability is
present. Since some factors that affect economic freedom are more
important than others, accurate measurement requires that the
more important factors be weighted more heavily. Neither Heri-
tage nor Freedom House attempt to deal with any of the these is-
sues. They simply average their components, which in effect
weights them all equally.

Second, we developed ratings for five different years over two de-
cades. This makes is possible to track the economic freedom of
various countries over time. In contrast, both the Heritage and
Freedom House Indexes cover only a few years in the mid-1990s.

Third, both the Heritage and Freedom House indexes are highly
subjective. Neither presents an underlying set of data which is then
used in a systematic manner in the rating process. While both list
factors considered in their ratings, it is often unclear precisely how
these factors influence their category ratings. Furthermore, evalu-
ation of countries on the basis of the factors listed requires the au-
thors to make numerous subjective judgments.!® This results in
ambiguities regarding why a rating for a country is high, middle or
low in a specific area. In contrast, we did not inject our subjective
views into the component ratings. Most of the components of our
index are objective variables (for example, standard deviation of
the inflation rate or government consumption as a share of the to-
tal) designed to measure important elements of economic freedom.
In cases where subjective judgments would influence the relative
standing of countries, we use survey data or evaluations by others
rather than injecting our own views.!! We also present the under-
lying data set used to rate countries and carefully explain how it
was used to derive the component ratings. We wanted our index to
be transparent in order to enhance its credibility.

Perhaps none of this would matter very much if it did not lead to
some unusual outcomes. Consider the case of Bahrain, a country
which the 1997 Heritage Index ranks as the third freest economy
in the world. Bahrain is characterized by monetary stability and
liberal financial markets. It deserves high marks in these areas. But
it is also an economy dominated by government. In fact, 45% of all
consumption expenditures are determined by the government
rather than by the personal choices of its citizens. This is the larg-
est share—more than Sweden, more than Russia, more than any
former Soviet bloc country—among the 115 countries in our study.
Can a country that uses central planning and political power to al-
locate almost half of total consumption be classified as one of the
freest in the world? In essence, Bahrain is a big government wel-
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fare state financed with oil revenues. Since the Heritage Index
gives very little weight to size of government, Bahrain earns an ex-
ceptionally high rating.!2

The Freedom House Index also has serious internal deficiencies
that lead to unusual outcomes. One of the six categories in the
Freedom House Index is “Freedom to Earn a Living.” This is cer-
tainly a basic element of economic freedom. Inspection, however,
reveals that this rating is primarily based on the freedom to orga-
nize labor unions. High taxation does not affect the rating received
in the “freedom to earn a living” category. Apparently persons liv-
ing in countries imposing 50%, 60% or even 100% tax rates would
be “free to earn a living” as long as they could organize labor
unions. The Freedom House Index ignores the size of government
altogether. The use of government to channel 50% or 60% of GDP
does not reduce a country’s economic freedom rating in the Free-
dom House survey. For example, in 1995 the total government ex-
penditures of Sweden and Denmark summed to 68% and 61% of
GDP, respectively. Thus, taxation, government expenditures, and
political decision-making control more than three-fifths of the
Swedish and Danish economies. Nonetheless, these two econo-
mies (tied with four others) are rated as the freest in the world by
the Freedom House.

QOur index differs from that of Heritage and Freedom House be-
cause our initial objectives were fundamentally different. The par-
ticipants in the Fraser Institute/Liberty Fund series were mostly
academic economists. The focus on the series was the development
of an accurate measure of economic freedom—one that would be
useful to scholars investigating the relationship between economic
freedom and other factors such as political freedom, economic
growth, income inequality, and economic mobility. If an index of
this type was going to have credibility, it needed to be based on a
sound theoretical foundation, the components needed to be objec-
tive, and the relationship between the components and the sum-
mary index needed to be transparent. Again and again, conference
participants reminded us of these points. The structure of our own
index was revised and broadened several times as we sought to im-
prove its accuracy.

The development of the Freedom House and Heritage indexes was
based on a different set of objectives, including public relations
and political considerations. At the October meeting in San Fran-
cisco, Freedom House made it clear that they sought to improve
the image of economic freedom in circles—particularly among
proponents of labor unions and activist government—where it has
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traditionally had a bad name. Perhaps, this explains why the Free-
dom House index does not consider high taxes and large govern-
ment expenditures as an infringement on economic freedom. The
Heritage Foundaton has made it clear that their index was designed
to influence Congress, particularly the allocation of the foreign aid
budget of the United States. As a result, the Heritage spolesmen
explained, it was necessary to keep the index simple.!3 Given these
factors, the absence of a clear statement in either the Freedom
House or Heritage publications concerning the meaning of eco-
nomic freedom and the relationship between the concept and their
index is not surprising.

The bottom line is this: the indexes of both the Heritage Founda-
tion and Freedom House are ambiguous and poorly structured, and
they often generate inaccurate and misleading outcomes. Measures
of this type will leave many with the impression that economic
freedom is nebulous and highly subjective, and therefore largely a
meaningless concept. We reject this view; we believe that eco-
nomic freedom is highly meaningful and that it is possible to mea-
sure it objectively. This is why we feel compelled to point out that
our index is fundamentally different from those of Freedom House
and the Heritage Foundation. We have one objective—to develop
the best possible measure of economic freedom. In that regard, we
realize that much more needs to be done.

IMPROVING THE MEASURE OF
ECONOMIC FREEDOM

We recognize that economic freedom is multi-dimensional and
that our index fails to incorporate all of its many facets. As we look
to the future, we want to develop a more comprehensive index. In
particular, we need to more fully incorporate regulatory restric-
tions into our index. Many countries use discriminatory tax con-
cessions and other indirect subsidies to modify market outcomes.
Regulations such as mandated benefits (for example, mandated
severance pay, health care and other fringe benefits) and laws that
impose a centralized wage setting structure exert a major impact on
the labor market and the degree of economic freedom present in
that market. In addition, there are sectors of the economy, such as
housing and education, where arrangements more (and less) con-
sistent with economic freedom can be identified. This is an ongo-
ing project. Plans are already underway to develop a more
comprehensive index that will provide a better measure of eco-
nomic freedom in the future.

12

www fraserinstitute.org



Additional analysis is also needed concerning the proper weighing
of components. The importance of various components may differ
across countries. For example, trade restraints may exert a lesser
impact on economic freedom when applied to a large country than
would be the case for a small nation. Correspondingly, restrictions
in one area (for example, stable money) may be less important if
economic freedom in other areas (such as freedom to use other cur-
rencies) provides individuals with an alternative means of reaching
their goals. Highly imprudent policies—hyper-inflationary mone-
tary policies or insecure property rights, for example—may effec-
tively undermine both the market process and significance of
economic freedom in other areas. All of these issues are related to
how one combines the components into an index that provides the
most meaningful measure of economic freedom. Additional re-
search is needed in each of these areas.

The current index supplies valuable information on the consistency
of institutional arrangements with sound money, reliance on mar-
kets, protection of private property, and free trade. While these are
not the sum total of economic freedom, they are important elements.
Thus, the current index provides researchers with a tool to under-
take more serious analysis of the relationship between economic
freedom and other important variables such as economic growth,
democratic political institutions, civil liberties, and economic ine-
quality. As this research moves forward, it will enhance our knowl-
edge of economic freedom and provide information that will assist
with the development of a still more accurate measure in the future.

Developing a better measure of economic freedom and enhancing
our knowledge of how it impacts our lives is an exciting research
agenda. This will be the focal point of the 1998 Annual Report of
the Economic Freedom Network. We encourage other researchers
to join with us as we pursue these topics.

ENDNOTES

1. For those interested in the papers and a summary of the discussion from the
Fraser Institute/Liberty Fund series, see Michael A. Walker, ed., Freedom, De-
mocracy, and Economic Welfare, (Vancouver: Fraser Institute, 1988); Walter
Block, ed., Economic Freedom: Toward a Theory of Measurement, (Vancouver:
Fraser Institute, 1991); and Stephen T. Easton and Michael A. Walker, eds., Rat-
ing Global Economic Freedom, (Vancouver: Fraser Institute, 1992). For addition-
al details on the historical background of the index, see Michael Walker
“Introduction: Historical Development of the Economic Freedom Index” in Eco-
nomic Freedom of the World: 1975-1995 (Vancouver: Fraser Institute, 1996).
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2. James Gwartney, Robert Lawson, and Walter Block, Economic Freedom of
the World: 1975-1995 (co-published by the Fraser Institute in Canada, Cato Insti-
tute in the United States, the Institute of Economic Affairs in England, and insti-
tutes in eight other countries, 1996).

3. Of course, the most basic property right of individuals is the property right to
their person. This protection of individuals from “invasions” by others is the cen-
tral element of criminal law.

4. See Ronald W. Jones and Alan C. Stockman. “On the Concept of Economic
Freedom” in Stephen T. Easton and Michael A. Walker (ed.), Rating Global Eco-
nomic Freedom, (Vancouver: The Fraser Institute, 1992) and Alvin Rabushka,
“Preliminary Definition of Economic Freedom,” in Economic Freedom: Toward
a Theory of Measurement, ed. Walter Block, (Vancouver: The Fraser Institute,
1991), pp. 87-108. for additional background on the meaning of economic free-
dom and an analysis of how it might be measured.

5. Factors such as geographic size, population, and location will also influence
the size of the trade sector. In order to adjust for these factors, we regressed coun-
try size (in terms of area), population, whether it was land-locked, and the propor-
tion of the population living within 150 miles of a potential trading partner on the
size of the trade sector for the countries in our study. The characteristics of each
country were then plugged into the equation and used to derive an expected size
of the trade sector. A large trade sector would imply that few regulatory con-
straints were imposed on trade. Thus, when the actual size of the trade sector as a
share of GDP was large relative to the expected size, the country was given a high
rating. See Economic Freedom of the World: 1975- 1995 (Chapter 1, footnote 28)
for additional details.

6. The data series used for the price controls component (I-C) was available for
only 1990 and 1995. The data for the freedom of entry into business (I-D) and
equality under the law (I-E) components were only available for 1995. Thus, the
index has only 15 components in 1990 and only 14 components for the years 1975,
1980, and 1995.

7. Inthe case of continuous variables like standard deviation of the inflation rate
or government consumption as a percent of total consumption, the data for 1985—
our base year—were arrayed from highest to lowest and divided into 11 groups of
equal size. The 1/11th of the countries that achieved the outcomes most consistent
with economic freedom (for example, those with the most stable level of prices)
were assigned a rating of ten. The next 1/11th were assigned a nine, and so on. For
example, if there were 110 countries (for which the required data were available),
then the ten countries that rated best in this category in 1985 would receive a rating
of ten, the next nine would receive a rating of nine, and so on. The cutoff points
between groups in the 1985 data were then used to rate each country in the other
years (1975, 1980, 1990 and 1995). To determine the interval cutoff points be-
tween, for example, a ten and a nine rating, we calculated the midpoint in the 1985
data between the country with the lowest ten rating and the country with the high-
est nine rating. This same procedure was used to determine the interval for each
of other ratings classes.

The advantage of using only the base year 1985 to derive the conversion table
is that this approach allows the ratings of countries to either improve or worsen in
the other years. Thus, while the rating system judges countries relative to one an-
other during the 1985 base year, if most countries improve (or regress) relative to
the base year, this system allows their ratings to reflect this improvement.

8. Data provided by the World Bank Research Report, Bureaucrats in Business:
The Economics and Politics of Government Ownership (Oxford: Oxford Univer-
sity Press, 1995) were called to our attention after the prior edition was published.
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This report provided information on the size of government enterprises as a share
of the economy over a lengthy time period. A number of the country ratings for
this component were revised in light of the information derived from this source.

9. Richard E. Messick, World Survey of Economic Freedom: 1995-1996,(New
Brunswick: Transaction Publishers, 1996) and Kim R. Holmes, Bryan T. Johnson
and Melanie Kirkpatrick, /997 Index of Economic Freedom, (Washington, D. C.:
The Heritage Foundation and The Wall Street Journal, 1997). The Heritage Foun-
dation also published a similar index for 1995 and 1996.

10. The following is a list of actual variables used by the authors of the Heritage
Index to rate different countries:

“Are there any significant non-tariff barriers?”

“Is there corruption in the customs service?”

“Does the government set prices for any products? If so, to what extent?”

“Is the legal system free from government influence?”

“Is it easy to obtain a business license?”

“Is there corruption within the bureaucracy?”

“Does the existence of regulations impose a burden on business? If so, to what
extent?”

These are interesting questions but what criteria was used to decide that Coun-
try A would receive a rating of one, while Country B is given a three or a five. No
underlying information was supplied or methodology explained that would pro-
vide a basis for ratings given to different countries. This is simply a beauty-contest
approach where the ratings reflect the subjective views of the authors. It is not in-
dicative of serious research.

11. There are three variables in our index—price controls, freedom to compete in
markets, and equality of citizens under the law—that involve some judgment. We
used the survey data from the World Competitiveness Report published by the
World Economic Forum as the primary source for the price controls component.
Freedom to compete and equality under the law are two elements of the Freedom
House political and civil liberties survey. We used their ratings for these two com-
ponents in order to avoid injecting our subjective views into the country ratings.
In the future, we hope that we will be able to develop objective variables for each
of these components.

12. Consider the following: two of the variables in the Heritage Index are (a) gov-
ernment consumption as a share of GDP and (b) Can foreign companies receive
local financing? While both of these variables influence economic freedom, their
relative importance varies widely. However, this is not reflected in the index. A
country where government consumption takes 50% of GDP, but denies local fi-
nancing to foreign firms gets the same rating (for the aggregate of these two com-
ponents) as another country with government consumption equal to 10% of GDP
and a prohibition against the local financing. We expect that the authors of the
Heritage Index would agree that government taking half of the income of citizens
is a more significant violation of economic freedom than denial of financing to
foreign investors. Their index, however, treats the two as equals.

13. As one of the authors of the Heritage Index put it at the San Francisco confer-
ence, “Our index reflects what the Heritage Foundation is and where it is located.”
On the opening page of Heritage’s initial report, the authors stated that their index
“represents an excellent tool for deciding how best to allocate development aid.”
The first three chapters of that report focus on the foreign aid program. See Bryon
T. Johnson and Thomas P. Sheehy, The Index of Economic Freedom, (Washing-
ton, D. C., Heritage Foundation, 1995)
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CHAPTER 2

Ratings, Rankings, and Highlights

This chapter focuses on the presentation of the updated ratings and
highlights some of the interesting changes that have taken place
during the last two decades. Section 1 presents the 1995 compo-
nent ratings and explains how they were used to derive the sum-
mary ratings. Section 2 focuses on the 1995 rankings. Section 3
indicates the countries that have experienced the largest changes in
economic freedom during various time periods. Finally, the con-
cluding section illustrates the basic relationship between economic
freedom on the one hand and per capita GDP and growth of income
on the other. Graphics are used freely in the chapter in order to help
the reader quickly grasp the major points.

1995 COUNTRY RATINGS

Exhibit 2-1 presents the 1995 ratings for each of the 17 compo-
nents in our index, as well as area ratings, and the summary index.
The underlying data and the country ratings for each of the 17 com-
ponents are presented in the tables of Appendix II. We also derived
both component and summary ratings for 1975, 1980, 1985, and
1990. Appendix I contains this information—similar to that of Ex-
hibit 2-1—for the earlier years. The roman numeral and letter la-
bels of the tables in Appendix II match the component labels of
Exhibits 1-1 and 2-1. The note following each of the tables in Ap-
pendix II indicates both the source of the data used to derive the
rating for the component and precisely how the underlying data are
converted to the zero to ten rating scale used for all components.
Readers interested in the details of the relationship between the un-
derlying data and the component ratings will want to review Ap-
pendix II carefully. Throughout, a component rating of “10”
indicates that for this dimension of economic freedom the nation is
among the freest in the world. On the other hand, a rating of zero
indicates that the country is among the least free in the category
measured by the component.
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Exhibit 2-1: Component, Area, and Summary Index Ratings: 1995

Part 1: Component Ratings: 1995
I: Money and IlI: Government Operations ll: Takings IV: International
Inflation Sector
INDUSTRIAL ABCD A B C D E F A B C A B C D
COUNTRIES

United States 10 10 10 10 5 8 9100 75 10 3 7 10 9 10 3 10
Canada 9 10 10 10 2 6 7 7575 10 2 4 10 9 10 10 8
Australia 7 10 10 10 4 6 7100 75 10 3 4 10 8 10 6 8
Japan 10 10 10 10 8 8 575 75 10 3 2 10 8 10 0 8
New Zealand 9 10 10 10 5 8 10100100 10 3 7 10 9 10 3 10
Austria 8 10 10 10 2 2 87575 8 14 0 g 10 6 8
Belgium 10 10 10 10 5 6 5 75100 10 0 1 0 10 10 10 10
Denmark 10 10 10 10 0 4 9100100 10 0 1 0 10 10 2 8
Finland 8 10 10 10 1 6 9 75100 10 1 2 0 9 10 4 8
France 10 10 10 10 2 6 87575 10 04 O 10 10 5 5
Germany 9 10 10 10 2 6 97575 10 1 3 0 10 10 5 10
Iceland 8 91010 2 4 6100100 8 4 4 10 9 10 2 5
freland 9 10 10 10 3 4 87575 10 0 3 10 8§ 10 10 8
italy 10 910 10 4 2 5 75 75 10 0 1 0 10 10 5 8
Netherlands 10 910 10 5 6 7 75100 10 0 2 O 10 10 8 10
Norway 9 910 10 1 2 7 75100 10 1 5 0 9 10 5 8
Spain 10 10 10 10 4 4 5 7550 10 2 2 O 10 10 4 8
Sweden 10 8 10 10 0O 4 8100100 10 0 1 0 9 10 6 10
Switzerland 10 9 10 10 5 8 6100100 10 2 8 O 8 10 4 10
United Kingdom 9 9 10 10 2 6 9100 75 10 2 5 10 10 10 5 10
CENTRAL/-

SOUTH AMERICA

Argentina 0 01010 - 8 8100 25 10 4 9 O 6 10 0 10
Bahamas 10 8 0 O 6 6 4 50 50 10 910 10 1 7 2 2
Barbados 9 700 2 4 6 50 75 10 10 5 10 7 6 0 2
Belize 1010 0 O 5 8 6 75 75 10 10 5 10 1 6 2 5
Bolivia 1 110 10 7 4 8 75 00 8 810 O 8 8 5 5
Brazil 0 000 5 4 6 7500 0 3 8 O 7 6 1 0
Chile 2 61010 9 8 10100 50 10 5 4 O 7 7 4 5
Colombia 1 710 10 1 6 57500 8 7 8 O 6 5 3 5
Costa Rica 5 410 10 3 8 6100 75 8 5 9 10 6 10 4 8
DominicanRep 3 5 0 0 10 6 6 50 00 8 9 9 10 1 7 2 2
Ecuador 1 21010 7 4 07525 6 99 0 7 4 3 5
El Salvador 6 91010 10 8 6 50 25 10 8 8 0 7 8 1 5
Guatemala 3 21010 10 8 6 50 00 8 9 8 O 6 10 1 8
Haiti 1 110 10 - 4 050 00 O - - 10 - 2 0 2
Honduras 3 21010 9 6 4 75 25 4 7 7 0 - 8 6 &
Jamaica 0 110 10 6 4 4 75 25 6 7 8 10 - 5 5 8
Mexico 1 210 10 8 6 57500 8 77 0 8 10 7 &
Nicaragua 0 000 8 2 27525 6 5 8 10 5 5 5 5
Panama 7 10 10 10 4 4 4 75 25 10 5 9 10 9 10 3 8
Paraguay 1 510 10 10 6 6 75 25 8 810 O 8 4 9 5
Peru 0 010 10 10 8 6 75 25 6 7 8 O 6 10 1 8
Trinidad/Tobago 3 5 10 10 4 2 47575 6 4 5 10 - 6 1 8
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Exhibit 2-1 (con't)

Part 2: Area Ratings

Part 3: Summary Index

www fraserinstitute.org

Money Govern- Inter-
and ment national Summary
Inflation Operations Takings Sector Rating Grade INDUSTRIAL
COUNTRIES
10.0 8.2 5.8 8.6 79 (B) United States
9.7 6.4 4.0 9.2 6.9 (C) Canada
9.1 7.2 44 8.2 70 (B) Australia
10.0 7.4 3.5 7.2 6.7 (C) Japan
9.7 8.7 5.8 8.6 8.0 (A) New Zealand
9.4 5.6 2.3 8.5 6.0 (C) Austria
10.0 6.8 0.5 10.0 6.3 (C) Belgium
10.0 6.9 0.5 8.2 5.9 (D) Denmark
94 6.9 1.3 8.2 6.1 (C) Finland
10.0 6.6 1.9 7.9 6.1 (C) France
9.7 6.8 1.8 9.2 64 (C) Germany
9.1 6.4 4.8 71 6.5 (C) iceland
9.7 6.4 27 8.9 6.5 (C) Ireland
9.7 5.6 0.5 8.7 55 (D) Italy
9.7 7.3 0.9 9.7 6.5 (C) Netherlands
9.4 5.8 27 8.4 6.1 (C) Norway
10.0 5.6 1.7 8.5 59 (D) Spain
9.3 6.7 0.5 9.0 59 (D) Sweden
9.7 7.9 45 8.4 74 (B) Switzerland
9.4 7.3 45 9.2 7.3 (B) United Kingdom
CENTRAL/-
SOUTH AMERICA
3.6 7.8 5.8 7.2 64 (C) Argentina
5.7 5.7 9.6 3.1 6.2 (C) Bahamas
51 5.3 7.7 4.3 57 (D) Barbados
6.4 7.1 7.7 3.6 6.3 (C) Belize
43 5.9 7.9 6.7 64 (C) Bolivia
0.0 43 4.9 3.9 3.7 (F) Brazil
6.3 8.8 3.9 6.0 64 (C) Chile
6.3 4.6 6.5 5.0 55 (D) Colombia
6.5 7.0 75 7.3 71 (B) Costa Rica
2.6 5.9 9.1 3.1 56 (D) Dominican Rep
4.6 4.4 7.8 5.0 55 (D) Ecuador
8.5 6.8 6.9 58 6.9 (C) El Salvador
5.2 6.3 7.3 6.8 6.5 (C) Guatemala
4.3 2.1 10.0 15 * 29 (F) Haiti
5.2 5.7 6.1 6.4 59 (D) Honduras
4.0 5.0 7.9 6.1 59 (D) Jamaica
4.6 5.8 6.1 7.6 6.1 (C) Mexico
0.0 4.6 71 5.0 46 (F) Nicaragua
9.1 5.1 7.5 8.0 70 (B) Panama
56 6.7 79 6.3 6.8 (C) Paraguay
36 6.9 6.5 6.8 6.3 (C) Peru
6.2 5.0 5.3 5.6 54 (D) Trinidad/Tobago
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Exhibit 2-1: (Continued)

Part 1: Component Ratings: 1995

I: Money and lI: Government Operations lli: Takings IV: International
Inflation Sector

CENTRAL/- A BCD A B C D E F A B C A B C D
S. AMERICA (con't)
Uruguay 0 11010 7 6 6 75 50 6 210 10 7 10 0 10
Venezuela 1100 10 2 0 75 00 0 6 7 ©O© 7 2 4 5
EUROPE/MIDDLE EAST
Albania 0 010 O 5 0 45025 6 3 - 0 - 10 3 2
Bahrain 10 8 10 10 0 2 4 50 00 8 1010 10 9 10 5 2
Bulgaria 0 010 10 5 0 47550 2 3 3 0 8 6 6 5
Croatia 0 010 0 0 0 2 50 50 4 - -0 - 5 - 2
Cyprus 1010 0 O 4 6 2100 75 10 4 4 0 7 6 2 0
Czech Republic 2 1 10 10 2 4 6100 50 6 05 0 9 10 10 5
Egypt 8 410 10 8 0 2 25 00 10 4 3 0 5 6 5 0
Estonia 0 01010 1 2 6100 75 0 3 8 0 9 10 10 8
Greece 4 710 0 7 2 57550 8 05 0 10 10 1 5
Hungary 3 610 0 7 2 7100 75 6 0 4 0 - 10 7 5
Iran 1200 6 2 2 25 00 0 8 4 0 6 1 3 0
Israel 5 610 0 0 2 57550 8 24 0 10 10 3 2
Jordan 1010 0 O 1 6 2 50 25 6 8 - 10 4 8 9 2
Latvia 0 01010 1 0 67550 2 27 0 9 7 7 8
Lithuania 0 01010 7 0 47575 0 47 0 9 10 9 8
Malita 101010 0 2 4 2 75100 10 3 7 10 6 6 5 2
Oman 10 410 10 0 2 4 25 25 10 810 10 9 10 5 2
Poland 1 210 10 3 2 6 75 50 6 14 0 4 10 3 5
Portugal 7 510 10 3 2 57575 10 3 5 0 10 10 3 8
Romania 0 010 0 5 0 6 50 50 10 3 1 0 7 6 2 5
Russia 0 010 10 0 0 25025 8 18 0 2 7 1 5
Slovakia 5 210 10 1 4 4 75 50 6 -4 0 - 10 10 2
Slovenia 0 010 O 1 2 6 50 75 8 - - 0 - 10 5 0
Syria 3 610 0 6 2 0 25 00 O - -0 6 0 6 0
Turkey 0 11010 7 4 5 75 00 0 5 4 0 9 7 3 2
Ukraine 0 010 © 8 0 2 50 50 O - -0 - 6 10 2
ASIA
Bangladesh 6 7 00 7 6 0 50 50 8 - - 10 - 3 2 0
China 3 310 0 3 0 3 50 00 4 -6 0 9 565 10 5
Fiji 8 7 00 3 6 6 7550 8 8 7 10 6 8 6 2
Hong Kong 9 510 10 8 10 9100 75 10 1010 10 9 10 10 10
India 6 9 00O 7 2 4 50 25 8 5 5 10 0 5 4 2
Indonesia 510 10 10 8 2 2 25 00 10 10 8 © 8 10 9 2
Malaysia 410 10 10 4 6 4 75 25 10 7 7 10 8 10 10 5
Nepal 3500 9 2 2 50 00 - - - 10 6 4 6 O
Pakistan 7 810 0 8 4 4 50 00 6 - 4 10 0 6 4 2
Philippines 5 610 10 8 6 4 50 25 10 10 7 10 5 10 10 &
Singapore 10 10 10 10 6 8 8 75 00 10 9 9 0 10 10 10 10
South Korea 6 91010 6 6 3 7575 10 8 5 0 8 10 6 5
Sri Lanka 710 0 O 9 4 4 50 00 10 5 7 10 6 7 7 2
Taiwan 10 10 10 10 4 6 6 75 50 10 5 7 0 8 10 5 5
Thailand 9 10 10 10 7 6 4 50 25 10 10 7 O 7 10 10 5
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Exhibit 2-1 (continued)

Part 2: Area Ratings

Part 3: Summary Index

Money Govern- Inter-
and ment national Summary
Inflation Operations Takings Sector Rating Grade CENTRAL/-
S. AMERICA (con't)
4.0 6.3 6.8 7.5 6.3 (C) Uruguay
0.6 3.6 5.7 46 39 (F) Venezuela
EUROPE/MIDDLE
1.9 36 23 54 34 (F) Albania
9.3 3.0 10.0 6.8 6.7 (C) Bahrain
3.6 4.0 26 6.3 41 (F) Bulgaria
1.9 25 0.0 3.5 24 (F-) Croatia
6.4 6.2 3.5 4.1 50 (D) Cyprus
46 5.5 23 8.4 52 (D) Czech Rep
74 3.3 3.0 4.0 40 (F) Egypt
3.6 4.7 49 9.2 56 (D) Estonia
5.5 5.6 23 7.2 5.0 (D) Greece
4.8 6.6 1.9 7.4 51 (D) Hungary
1.0 2.3 5.1 2.6 29 (F9) Iran
54 4.3 27 6.8 46 (F) Israel
6.4 3.6 8.5 5.4 54 (D) Jordan
3.6 3.7 4.1 7.9 4.7 (F) Latvia
3.6 4.5 49 9.0 55 (D) Lithuania
8.3 5.3 5.8 4.8 58 (D) Malta
8.0 3.0 9.2 6.8 6.3 (C) Oman
4.6 4.9 23 5.8 43 (F) Poland
7.4 5.4 35 8.3 59 (D) Portugal
1.9 4.8 1.7 5.4 36 (F) Romania
36 25 4.1 4.0 35 (F-) Russia
5.8 4.5 3.1 7.0 49 (F) Slovakia
1.9 46 0.0 5.1 38 (F) Slovenia
4.8 1.9 0.0 2.8 2.7 (F-) Syria
4.0 4.5 3.9 5.6 45 (F) Turkey
1.9 35 0.0 5.4 34 (F) Ukraine
ASIA
42 48 10.0 1.6 42 (F) Bangladesh
3.8 25 4.7 7.0 43 (F) China
4.8 5.8 7.8 55 6.1 Q) Fiji
8.0 9.1 10.0 9.7 9.3 (A+¥) Hong Kong
4.8 4.5 5.7 2.6 44 (F) India
8.5 3.7 7.7 71 6.3 (C) Indonesia
8.2 5.4 74 8.1 70 (B) Malaysia
26 37 10.0 3.9 3.8 (F) Nepal
6.7 4.6 5.3 238 46 (F) Pakistan
7.2 5.7 8.6 7.2 70 (B) Philippines
10.0 6.7 7.8 10.0 8.2 (A) Singapore
8.5 6.3 5.5 74 6.7 (C) South Korea
5.5 5.1 6.6 54 56 (D) Sri Lanka
10.0 6.2 5.3 7.3 6.8 (C) Taiwan
9.7 5.5 7.3 7.8 72 (B) Thailand
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Exhibit 2-1: (Continued)

Part 1: Component Ratings: 1995

I: Money and ll: Government Operations lll: Takings [V: International
Inflation Sector

ABCD A B C D E F A B C A B C D
AFRICA
Algeria 6 2 00 2 0 2 50 00 o0 - -0 - 1 5 2
Benin 9 2 00 8 4 2 75 50 2 - -0 - 8 3 0
Botswana 10 510 O 0O 6 6 7575 6 5 7 10 1 7 9 5
Burundi 6 3 00 6 2 2 25 00 4 - - 10 - 2 0 o0
Cameroon 9100 7 4 250 00 4 9 0 10 3 8 1 0
C African Rep 4 2 00 6 6 2 50 50 6 - -0 - 8 1 0
Chad 10 1 0 0 7 4 2 50 00 4 10 - 0 8 8 4 o0
Congo 1010 0 0 1 0 0 50 25 2 - 3 10 - 8 6 0
Cote d' lvoire 5 2 00 7 4 4 50 00 4 -3 0 - 8 7 0
Gabon 10 1 0 O 1 6 4 75 25 4 10 1 10 4 8 3 0
Ghana 1100 8 2 6 50 25 4 7 7 10 2 7 3 0
Kenya 3 310 0 6 4 4 50 00 4 9 3 10 6 7 8 8
Madagascar 1100 10 6 4 50 25 - 10 - 0 2 7 6 0
Malawi 12 00 4 4 2 75 50 4 - 7 10 - 8 4 2
Mali 6 2 00 7 4 4 50 25 6 - -0 - 8 8 2
Mauritius 9 910 10 7 6 4100 75 10 7 8 10 4 10 5 8
Morocco 1010 0 O 4 2 4 50 00 8 8 3 0 1 8 5 5
Niger 91 00 6 6 2 50 25 6 - - 0 - 8 2 0
Nigeria 1100 107 2 0 25 00 O - 7 10 - 0 5 0
Rwanda 2 410 0 5 6 -25 00 0 8 - 10 0O 6 0 0
Senegal 9 2 0 0 10 6 4 50 25 4 -0 0 - 8 5 0
Sierra Leone 1 010 O 9 6 2 50 00 2 7 - 10 3 7 1 0
Somalia -- 00 - 4 -25 00 O - -0 - - -0
South Africa 3900 2 4 6 75 75 10 6 4 10 9 10 6 2
Tanzania 1 310 0 10 0 4 25 50 4 - 8 0 - 8 10 0
Togo 6 9 0O 8 4 2 50 00 8 - - 0 - 8 3 0
Tunisia 1010 0 © 4 2 6 50 00 8 5 - 0 1 8 8 5§
Uganda 1100 10 2 4 50 25 4 - 8 10 - 6 1 0
Zaire 0 00O 6 2 2 25 00 o0 10 1 10 5 6 1 2
Zambia 00 0O 6 0 2 50 25 0 8 7 10 6 6 2 2
Zimbabwe 1 300 3 4 4 50 25 8 - 4 0 2 8 8 2
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Exhibit 2-1 (continued)

Part 2: Area Ratings Part 3: Summary Index
Money Govern- Inter-
and ment national Summary
Inflation Operations Takings Sector Rating Grade

AFRICA
25 1.7 0.0 23 19 (F-) Algeria
34 4.9 0.0 3.8 41 (F) Benin
6.6 5.4 6.6 5.0 58 (D) Botswana
2.8 2.7 10.0 0.8 27 (F-) Burundi
3.0 3.8 49 3.3 39 (F) Cameroon
1.9 4.8 0.0 34 36 (F) C African Rep
3.3 3.8 7.5 5.2 47 (F) Chad
6.4 1.7 45 45 3.7 (F) Congo Rep
22 4.2 2.3 48 36 (F) Cote d' Ivoire
33 4.3 5.8 3.9 45 (F) Gabon
0.6 47 74 3.0 44 (F) Ghana
3.8 4.0 6.3 7.1 53 (D) Kenya
0.6 5.6 7.5 3.5 44 (F) Madagascar
1.0 44 7.7 48 45 (F) Malawi
25 47 0.0 5.8 42 (F) Mali
9.4 7.1 7.9 6.9 76 (B) Mauritius
6.4 37 4.6 46 46 (F) Morocco
3.0 4.5 0.0 3.6 3.7 (F) Niger
0.6 27 7.7 1.2 3.0 (F) Nigeria
3.9 3.2 8.5 1.7 38 (F) Rwanda
3.4 5.4 0.0 4.3 3.8 (F) Senegal
22 43 7.7 3.0 42 (F) Sierra Leone
0.0 2.0 0.0 0.0 N/R Somalia
3.9 5.8 5.6 6.9 57 (D) South Africa
3.2 4.2 6.2 55 46 (F) Tanzania
4.8 4.3 0.0 3.8 41 (F) Togo
6.4 4.1 3.8 5.1 47 (F) Tunisia
0.6 47 8.4 26 43 (F) Uganda
0.0 2.3 5.8 3.8 33 (Fy) Zaire
0.0 2.8 7.8 4.3 41 (F) Zambia
1.3 4.2 3.1 46 36 (F9) Zimbabwe

N/R = No rating because data were available for less than 12 of the 17 components in the index for this year.
Note: See Exhibit 1-1 for the description of each component in the index.

a The following conversion table was used to allocate the letter grades:

summary rating of 9.0 or more = A+;

summary rating of 8.0 to 8.9 =A;

summary rating of 7.0 to 7.9 = B;

summary rating of 6.0 to 6.9 = C;

summary rating of 5.0 to 5.9 =D;

summary rating of 4.0 t0 4.9 =F;

summary rating less than 4.0 = F—.
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Exhibit 2-1 (right side) also presents ratings for the four areas cov-
ered by our index and the aggregate summary rating. Both the area
and summary ratings reflect the aggregation of the component rat-
ings, based on the component weights presented in Exhibit 1-1. As
in the case of the component ratings, higher area and summary rat-
ings are indicative of greater economic freedom.

Let us look at the various component ratings for a few countries and
consider their significance. The United States, Japan, Belgium and
Denmark (and several others) received a rating of ten for compo-
nent I-A, monetary expansion adjusted for the estimated growth
rate of potential output. The ten rating indicates that the growth of
the money supply of these countries during the last five years
(1991-1995) would have placed them in the top 1/11th of the coun-
tries during the base year (1985) in terms of the /east monetary ex-
pansion adjusted for the potential growth of real output. (Note: see
Chapter 1, endnote 7 for details concerning the importance of the
base year.) At the other end of the spectrum, Brazil received a rating
of zero, indicating that the growth rate of its money supply during
1991-1995 would have placed it in the bottom 1/11th of countries—
those with the most rapid growth rates of the money supply—dur-
ing the 1985 base year. (Note: the annual growth rate of the money
supply in Brazil was 1,111% during 1991-1995.) Of course, inter-
mediate ratings closer to ten reflect moderate rates of money
growth, while the ratings closer to zero reflect more money growth.

The second component (I-B) in the index is the instability in the
price level as measured by the standard deviation in the rate of in-
flation during the last five years. Countries with the lowest stan-
dard deviation (least variability) in the inflation rate are given the
highest ratings. The ratings of ten for the United States, Canada,
Australia and Japan, for example, indicate that the small variability
in the inflation rate in each of these countries during 1991-1995
would have placed them in the top 1/11th of the countries with the
least variability in the inflation rate during the base year period.
The zero ratings of Brazil and Nicaragua indicate that the fluctua-
tions in the inflation rates of these countries during 1991-1995
would have placed them in the bottom 1/11th of all countries dur-
ing the base year period.

The next two components, freedom to maintain a foreign currency
bank account domestically (I-C) and freedom to maintain a bank
account abroad (I-D) have only two possible outcomes—it is either
legal or illegal for citizens to maintain these accounts. A rating of
ten indicates that the accounts were legal in the mid- 1990s; a zero
rating indicates that the accounts were illegal.
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Using the component weights of Exhibit 1-1, the four Money and
Inflation components are aggregated into an area rating. These re-
sults are presented in Part 2 of Exhibit 2-1. Of course, countries
with high ratings for the four monetary components will also re-
ceive a high rating in this area. For example, the Money and Infla-
tion area ratings of the United States and Japan (among others)
were ten because they received a rating of ten for each of the four
components in this area. The monetary area rating of Canada was
slightly lower (9.7) since it received a 9 for the money expansion
component (I-A) and a ten for the other three components. The
area ratings are merely a reflection of the component ratings that
comprise them.

Finally, the component ratings were used to derive a summary rating
for each country. In the calculation of the summary rating, each
component was assigned the weight indicated in Exhibit 1-1.1 Of
course, countries with high ratings for most components (and partic-
ularly for those that are weighed more heavily) will have the highest
summary ratings. On the other hand, countries with a large majority
of low component ratings will have the lowest summary ratings.

In order to make comparisons across countries easier, we assigned
letter grades to various ranges of summary ratings. Countries with
a summary rating of 8.0 or more were assigned a letter grade of
“A.” (A rating of 9.0 or more was assigned an A+). Countries with
summary ratings in the 7.0 to 7.9 range were assigned a “B.” Be-
low that point, one letter grade was subtracted for each decline of
1.0 in the summary rating. Thus, countries with a summary rating
of less than five, were given a letter grade of “F.” When the sum-
mary rating for a country was less than 4.0, indicating low ratings
for most of the components of our index, an F- grade was assigned.

Exhibit 2-1 makes it easy to compare ratings of the industrial coun-
tries and within regions. Among the high-income industrial coun-
tries, only New Zealand earned a rating of “A” in 1995. The 7.9
rating of the United States was just below the cutoff for an “A.” In
addition to the United States, Australia, Switzerland, and United
Kingdom earned “B” ratings. Canada's 6.9 rating was just below
the “B” cutoff. Denmark, Italy, Spain, and Sweden had the lowest
ratings among the industrial nations. In general, the ratings of the
industrial nations were lowest in the Takings area. Most rated high
in the monetary and international areas.

Taking a closer look at the summary ratings within regions, the
highest ratings in South and Central America—a low B—were
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By a significant

margin, Hong Kong
was the highest rated
country in the world,

earned by Costa Rica and Panama. Most nations in this region
earned either “C” or “D” grades. The lowest rated countries in this
region were Brazil, Haiti, Nicaragua, and Venezuela—all of which
were assigned grades of either F or F-.

The summary ratings of the non-industrial European and the Mid-
dle Eastern nations were quite low. Only Bahrain and Oman were
able to earn grades of “C.” The lowest ratings in this region went
to Albania, Croatia, Iran, Romania, Russia, Slovenia, Syria, and
Ukraine. All of these countries earned a grade of F-, indicating that
their policies and institutions were highly inconsistent with eco-
nomic freedom.

In Asia, the summary index ratings were highly diverse. Hong
Kong (A+) and Singapore (A) registered the highest ratings. Ma-
laysia, Philippines, and Thailand earned a “B” grade, while Taiwan
and South Korea were assigned a high “C.” At the other end of the
spectrum, Bangladesh, China, India, and Pakistan posted F ratings,
while Nepal registered an F-.

The economic freedom ratings of the African countries were ex-
tremely low. Except for the “B” of Mauritius and the “D” grades of
Botswana, Kenya, and South Africa, the other 26 African nations
included in our study earned grades of either F or F-. (Note: There
was insufficient data to give Somalia a summary rating in 1995.)

1995 COUNTRY RANKINGS

Exhibit 2-2 presents the 1995 summary ratings arranged from high
to low. This makes it easy to identify the countries with the highest
and lowest ratings (and therefore rankings). By a significant mar-
gin, Hong Kong was the highest rated country in the world in 1995,
a spot that it also achieved during each of the four prior rating
years. Singapore, New Zealand, United States, and surprisingly,
Mauritius round out the Top Five. Switzerland, United Kingdom,
Thailand, and Costa Rica occupy spots six through nine. Four
countries—Malaysia, Philippines, Australia, and Panama—are
tied for the tenth place ranking. Several of the countries in the Top
Ten occupied this lofty position throughout the 1975-1995 period.
Hong Kong, Singapore, United States, and Switzerland fall into
this category. Malaysia has also ranked in the Top Ten since 1985.
The other Top Ten members have improved their relative position
substantially during the last decade. This is particularly true of
Mauritius, Costa Rica, Thailand, and Philippines.
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Exhibit 2-2: Summary Ratings and Rankings 1995

Summary Rating

Hong Kong 1
Singapore 2
New Zealand 3
United States 4
Mauritius 5
Switzerland 6
UK7
Thailand 8
Costa Rica 9
Malaysia 10
Philippines 10
Australia 10
Panama 10
Canada 14
El Salvador 14
Taiwan 16
Paraguay 16
South Korea 18
Japan 18
Bahrain 18
Netherlands 21
Guatemala 21
Ireland 21
lceland 21
Bolivia 25
Argentina 25
Chile 25
Germany 25
Oman 29
Belize 29
Uruguay 29
Indonesia 29
Peru 29
Belgium 29
Bahamas 35
Mexico 35
Finland 36
France 36
Fiji 36
Norway 36
Austria 36
Portugal 42
Jamaica 42
Denmark 42
Honduras 42
Spain 42
Sweden 42
Botswana 48
Malta 48
South Africa 50
Barbados 50
Sri Lanka 52
Dom. Rep. 52
Estonia 52
Colombia 55
Lithuania 55
Italy 55
Ecuador 55
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Summary Rating

Trinidad/Tob. 5
Jordan 59
~ Kenya 61
Czech Rep 62
Hungary 63
Cyprus 64
Greece 64
Slovakia 66
Chad 67
Tunisia 67
Latvia 67
Tanzania 70
Israel 70
Morocco 70
Pakistan 70
Nicaragua 70
Gabon 75
Malawi 75
Turkey 75
Madagascar 78
Ghana 78
India 78
Uganda 81
Poland 81
China 81
Bangladesh 84
Mali 84
Sierra Leone 84
Benin 87
Bulgaria 87
Zambia 87
Togo 87
Egypt 91
Cameroon 92
Venezuela 92
Rwanda 94
Nepal 94
Slovenia 94
Senegal 94
Niger 98
Brazil 98
Congo Rep 98
Zimbabwe 101
Cote d' Ivoire 1
C African Rep 1
Romania 101
Russia 105
Albania 106
Ukraine 106

Zaire 108

Nigeria 109
Iran 110
Haiti 110
Burundi 112
Syria 112
Croatia 114
Algeria 115

www fraserinstitute.org
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New Zealand
registered the largest
increase, a jump
from 4.2 in 1975

t0 8.0 in 1995.

At the other end of the spectrum, our index indicates that the econo-
mies of Algeria, Croatia, Syria, Burundi, Haiti, Iran, Nigeria, Zaire,
Ukraine, and Albania were the least free in the world in 1995. In to-
tal, there were 24 countries with ratings of less than 4.0. Ratings in
this range (F-) are indicative of low or middle-low ratings for all or
almost all components.

CHANGES IN THE ECONOMIC
FREEDOM OF COUNTRIES

As we previously mentioned, country ratings were also derived for
1975, 1980, 1985, and 1990. In many ways, the change in a coun-
try's rating is more interesting than the rating at a point in time. If
our index is a good measure of economic freedom, an increase in
a country's summary rating indicates that it is moving toward lib-
eralization—that the economic freedom of the citizenry is expand-
ing. In contrast, a reduction in the summary rating suggests a
decline in economic freedom.

Which countries have made the most progress toward economic
freedom— Exhibit 2-3 (left frame) presents the summary ratings
for 1975, 1985, and 1995 of the ten countries that registered the
largest rating increases during the last two decades. The summary
ratings of these countries were at least 2.6 units higher in 1995 than
in 1975. New Zealand registered the largest increase, a jump from
4.2 in 1975 (and 4.1 in 1985) to 8.0 in 1995. As an inspection of
the “country profile” data (see Chapter 3) for New Zealand reveals,
improvement was made in most rating categories. Monetary policy
was more stable, foreign currency bank accounts were legalized,
privatization reduced the size of the state enterprise sector, trans-
fers and subsidies were reduced, the top marginal tax rate was
chopped (from 66% in the mid-1980s to 33% in the 1990s), and
trade policies were liberalized. Interestingly, most of these
changes took place during the last decade.?

The rating increases of Chile and Mauritius were only marginally
lower than those of New Zealand. In contrast with New Zealand,
Chile moved significantly toward economic liberalization during
1975-1985 and that trend continued during 1985-1995. In the
mid-1970s, the Chilean economy was characterized by triple- digit
annual increases in both the money supply and the price level. In
recent years the money growth has fallen to the 20% range—still
more rapid than ideal, but a substantial improvement compared to
the 1970s—and the inflation rate has fallen to single-digit levels.
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Largest Increases
in Economic Freedom

0 2 4 6 8 10

Mauritius

Iceland

Portugal i

Argentina

Uganda

Philippines

Largest Decreases
in Economic Freedom
0 2 4 6 8

6.7

6.6

Algeria i 1.

Senegal

11975 21985 21995

Exhibit 2-3: The Ten Countries with the Largest Increases and Largest Decreases in

Economic Freedom, 1975 - 1995

Chile legalized the use of foreign currency bank accounts both do-
mestically and abroad. Reductions in government consumption
and the privatization of state enterprises also contributed to Chile's
improvement. The most important factors pushing up Chile's rat-
ing were lower marginal tax rates and a reduction in the size of the
transfer sector. Chile has reduced its top marginal tax rate during
every five year period since 1975. In 1975 the top marginal tax rate
was 80 percent. That rate was sliced to 60% in 1980, 57% in 1985,
50% in 1990 and 45% in 1995. The primary factor under- lying the
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Chile has reduced
its top marginal tax
rate during every
five year period
since 1975.

reduction in transfers and subsidies was the adoption of a private
savings and investment plan instead of a pay-as-you-go social se-
curity system. (See country profile for Chile in Chapter 3.)

Like Chile, Mauritius has moved steadily toward a freer economy
throughout the last two decades. A more stable monetary policy
boosted its summary rating during 1975-1985. The marginal tax
rate was cut from 50% in 1980 to 35% in 1985 and 30% in 1995.
More recently, legalization of foreign currency bank accounts,
elimination of exchange rate controls, and liberalization of restric-
tions on the mobility of capital have enhanced the summary rating
of Mauritius. As the result of this improvement, along with its rel-
atively small government consumption and transfer sectors, this
small country now has one of the freest economies in the world.

As Exhibit 2-3 illustrates, Portugal has registered steady move-
ment toward a freer economy since 1975 and the summary ratings
of both Iceland and Argentina have increased substantially during
the last decade. Uganda, Philippines, Norway, and Jamaica round
out the list of ten recording the largest gains during the last two de-
cades. Interestingly, with the exception of New Zealand and Nor-
way, all of these countries were low-income, less developed
nations at the beginning of the period.

Exhibit 2-3 also presents data for the ten countries that recorded
the largest reductions in economic freedom during the last two de-
cades. Venezuela has the dubious distinction of heading this list.
In 1975 our index ranked Venezuela as the fifth freest economy in
the world. Since that time, monetary policy has become more er-
ratic; foreign currency bank accounts have been restricted; and
price controls—including those imposed on the financial and for-
eign exchange markets—have become more restrictive. At a time
when most of Latin America was moving toward economic liber-
alism, Venezuela moved in the opposite direction. In 1995, it
ranked 92nd (among the 115 economies of our study), quite a
plunge from its lofty position of 1975. (See country profile in
Chapter 3 for additional details.)

Haiti, Nicaragua (despite a significant rating increase in the 1990s),
Iran, Honduras, and Syria are also among the economies that have
become substantially less free during the last two decades. Interest-
ingly, all of the countries that have regressed during this period are
from three regions—Latin America, Africa, and the Middle East.

Exhibit 2-4 presents the “honor roll” of most improved countries
during the last decade (left frame) and during the most recent five
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years (right frame). Of course, there will be some overlap of these
groups with the most improved economies for the entire 20-year
period. But there are several “new entrants” into the most im-
proved category. The ratings of both Peru and Poland rose signifi-
cantly during both the late 1980s and the early 1990s. These
economies are now considerably more free than during the mid-
1980s. The rating of Costa Rica rose sharply during the last half of
the 1980s and the improvement was maintained and improved
slightly during the 1990s. The ratings of Nicaragua, El Salvador,
and Tanzania have also jumped sharply, but most of their improve-
ment was during the 1990s. Russia, Bulgaria, Hungary, and Do-
minican Republic are also among the countries registering the
largest rating increases during the last five years.

With the collapse of communism, the economies of Eastern Eu-
rope and the former Soviet Union are currently going through a
dramatic period of transition. In 1990 most countries in this region
ranked among the world's 15 least free economies. Croatia,
Ukraine, Albania, Russia, and Romania still fall into this category.
As Exhibit 2-5 illustrates, these economies have made significant
moves toward economic liberalism in the 1990s. Our index indi-
cates they were “more free” in 1995 than in 1990. Several of the
rating increases are substantial. For example, the ratings of the
Czech and Slovak Republics were 5.2 and 4.9 respectively in 1995,
compared to a 2.4 rating in 1990 for the former Czechoslovakia.
The summary ratings of both Hungary and Bulgaria rose by more
than 2 units between 1990 and 1995; Poland registered a 1.5 unit
increase during the same period. Except for Romania, all of the
rated former Soviet bloc countries recorded summary rating in-
creases of at least 1.5 units between 1990 and 1995.

In spite of these rating increases, the summary ratings of these
countries are still low. Two Baltic states—Estonia and Lithuania
—have the highest summary ratings within this group. The ratings
of the Czech Republic and Hungary are only slightly lower. None
of these countries was able to make even the Top Fifty among the
115 countries of our study. Estonia ranks 52nd; Lithuania 55th; the
Czech Republic 62nd; and Hungary 63rd. At the other end of the
spectrum, Croatia ranks 114th; Ukraine and Albania tied for 106th;
Russia ranked 105th; and Romania 101st. Almost all of these
countries received a very low rating (two or less) for both the
money growth and inflation variability components. Several are
now in a position to improve their ratings in these two areas during
the next three or four years. This improvement, along with contin-
ued moves toward liberalization in other areas, could push several
of these countries into the Top Thirty in the not too distant future.
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Most Improved 1985-1995 Most Improved 1990-1995

Summary Ratings Summary Ratings

Nicaragua

Russia

El Salvador

Iceland | Tanzania %

Nicaragua tim) Bulgaria

Poland Peru

El Salvador 82 Mauritius

Argentina

Costa Rica [uommiin ] 6.

Hungary e
Uganda ungary

. Dom. Rep.
Tanzania i

11985 61990 21995 | |

Exhibit 2-4: Honor Roll of Most improved: 1985-1995 and 1990-1995

ECONOMIC FREEDOM, INCOME,
AND GROWTH

In the last edition, we had a chapter on economic freedom and
growth. We will not address that topic in detail in this report. We
would, however, like to present an exhibit illustrating the basic re-
lationship between economic freedom, per capita income, and
growth. We arrayed the summary ratings for our 115 countries
from the highest to the lowest and divided them into quintiles—
five groups of 23 (one group had 24 and another 22 as the result of
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Summary Ratings: 1990-1995

Estonia (1)
Lithuania (2)
Czech Rep. (3) |
Hungary (4) :
Slovakia (5) §
Latvia (6)
Poland (7)
Bulgaria (8)

Slovenia (9)

Romania (10) §

Russia (11) ikl

35

Albania (12) 00 34

Ukraine (12) i 34 1990

Croatia (14) man 24 W 1995
NR = no rating.

(Note: The 1995 rankings within this group are indicated in parenthesis. The summary rating in 1990 for
the Czech Republic and Slovakia is for the former Czechoslovakia.)

Exhibit 2-5: Changes in Economic Freedom in Eastern Europe and the
Former Soviet Union

ties). Then the average per capita GDP in 1996 and annual rate of
growth during 1985-1996 were derived for each of the quintile
groups. These figures are presented in Exhibit 2-6.3 For the top
quintile of “most free” economies, the average per capita GDP was
$14,829. The figure for the next quintile was $12,369 and it de-
clined for each quintile down to $2,541 for the countries compris-
ing the “least free” quintile. Clearly, there was a strong positive
relationship between per capita GDP and economic freedom as
measured by our index.
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(a) Per Capita GDP (1995 U.S. dollars) {b) Growth of Real GDP Per Capita 1985-1996

30
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1995 Economic Freedom Quintile 1995 Economic Freedom Quintile

{Note: The summary ratings of the five quintiles were: top quintile = 6.5 and above; second highest quintile = 5.9 to 6.4,
third highest = 4.7 to 5.8; fourth highest = 3.9 to 4.6; lowest quintile = 3.8 and lower. The per capita GDP data are
updates of the Penn World Tables data of Robert Summers and Alan Heston which were derived by the purchasing

power parity method.

Exhibit 2-6: Per Capita GDP and Growth of Real Income by Quintile Ratings of Economic

Freedom

Both per capita GDP
and its growth rate
are positively linked
with economic
freedom. This
relationship is not
an artifact of the
construction of the
index.

The growth of real GDP between 1985 and 1996 (or the most re-
cent year available) is also presented by quintile. The top quintile
registered per capita growth of 2.9%. The figure for the second
quintile fell to 1.8% and it continued to decline by approximately
1% as one moved down each quintile. For the least free quintile
(countries in this group had summary ratings of 3.8 or less), per
capita GDP fell at an annual rate of 1.9% during 1985- 1996.4

Thus, both per capita GDP and its growth rate are positively linked
with economic freedom. This relationship is not an artifact of the
construction of the index. The components of the index were all in-
dicators of institutional structure and economic policy. None of
them were “proxies” for level of income or development. If eco-
nomic freedom did not exert a positive impact on growth and even-
tually the level of income achieved, there would be no reason why
the income and growth figures would be positively correlated with
the index rating. They could just as well have been negatively cor-
related. Or there could have been no relationship at all. This posi-
tive correlation suggests that countries that follow policies more
consistent with economic freedom reap a payoff in the form of
more rapid economic growth that leads to higher living standards.5
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LOOKING AHEAD

The focal point of this Annual Report is the expanded country pro-
file section. The following chapter presents this material.

ENDNOTES

1. If the data for a component could not be obtained for a country, the weight for
that component was distributed proportionally among the other components when
deriving the summary index for the country.

2. For an excellent survey of recent economic policy in New Zealand , see Lewis
Evans, Arthur Grimes, Bryce Wilkinson, and David Teece, “Economic Reform in
New Zealand 1984-1995: The Pursuit of Efficiency,” Journal of Economic Liter-
ature (December 1996).

3. A similar exhibit in the last edition by grade level was widely reproduced by
the media. Since there are so few countries in the grade “A” and “B” categories,
this time, we thought it would be more meaningful to present the data by quintiles
rather than grade level.

4. Everyone of the countries in the “most free” quintile achieved a positive
growth rate of real GDP during 1985-1996. Four of the economies in the second
freest quintile experienced declines in real GDP. The number of countries with a
negative growth rate rose to 7 for the third quintile, 10 for the fourth quintile and
13 for the “least free” quintile. Since the growth data were unavailable for new-
ly-formed countries (Slovenia, Ukraine, Russia, and Croatia) during this period,
they were omitted from the average growth rate calculation. Thus, the growth fig-
ures were available for only 18 countries in the least free quintile. Thirteen of the
18 experienced reductions in per capita GDP.

5. In some ways, the strong linkage between level of economic freedom and
growth of per capita GDP is a bit surprising because both economic theory and
more detailed analysis indicate that changes in economic freedom will also influ-
ence growth. Some of the low-rated countries have experienced significant in-
creases in economic freedom, which would tend to increase their growth rate.
Correspondingly, some countries with a relatively high rating have experienced
recent reductions in economic freedom, which tend to adversely affect their
growth. Both of these factors would weaken the simple relationship between eco-
nomic freedom and growth. Of course, as a country shifts toward policies more
consistent with economic freedom, it will take time to convince potential investors
and other decision-makers that the shift is permanent. Thus, there may often be a
time lag between a move to a freer economy and a significant positive impact on
economic growth. See Chapter 4 of Economic Freedom of the World: 1975-1995
for additional analysis of these topics.
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CHAPTER 3

Country Profiles

This chapter presents detailed data covering both economic free-
dom and the recent economic performance for 81 of the 115 coun-
tries included in this study.

For each country, we present a bar chart of both the summary eco-
nomic freedom rating and total government expenditures as a share
of GDP for 1975, 1980, 1985, 1990, and 1995.! For years, the gov-
ernment expenditure/GDP ratio was considered the most objective
measure of the size of the government sector compared to the mar-
ket sector. In addition to government expenditures (including both
government consumption and size of the transfer sector), our eco-
nomic freedom index highlights the importance of several other
factors including monetary stability and institutions, price con-
trols, discriminatory taxation, and freedom of international ex-
change. Some would argue that these “other factors” should have
less (or more) weight in the measurement of economic freedom.
Observation of changes in both economic freedom and govern-
ment expenditures will help us better interpret the trends in, and
meaning of, these two different but interrelated indicators.

Part 1 of each country profile shows the ratings for each of the sev-
enteen components of the economic freedom index, as well as the
accompanying area and summary ratings. When they can be easily
denoted, the underlying raw data upon which the component rating
was based are reported in parentheses. Since this information is
presented for each rating year, it makes it easy to observe the spe-
cific component factors causing a country’s rating to change over
time. The country rankings for each year are also reported in the
final line of Part 1.

The International Monetary Fund (International Financial Statis-
tics and Government Finance Statistics Yearbook) and the World
Bank (World Tables) provided the primary data sources for money
supply, GDP deflator, government consumption as a share of total
consumption, interest rates, transfers and subsidies, taxes on inter-
national trade, and the size of the trade sector used to derive the re-
lated components presented in Part 1. The precise sources used to
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derive each component of the index and a complete explanation of
the procedures used to determine the component ratings are indi-
cated in the source notes accompanying the tables of Appendix II.

Part 2 of each country profile presents annual data for various key
indicators of economic policy and performance for the 1988- 1996
period. Population and per capita real GDP figures are reported at
the beginning of Part 2. The per capita GDP figure (in 1995 U.S.
dollars) is an update of the Summers and Heston, Penn World Ta-
bles (Cambridge: National Bureau of Economic Research, 1994)
income data which were derived by the purchasing power parity
method. The original data were in 1985 dollars and they generally
ran through 1992. We used real per capita GDP growth rates as
measured in local currencies to update the Summers and Heston
data to 1996, and the U.S. GDP deflator to convert from 1985 to
1995 dollars. While purchasing power parity estimates of GDP are
less widely reported than estimates derived by the exchange rate
conversion method, most economists believe that the former are
more accurate. Furthermore, the Summers and Heston data are
widely accepted as the best available set of income comparisons
across countries.

The growth rates of per capita real GDP for 1980-1990 and
1990-1996 are also presented in Part 2. These figures were derived
from real GDP (measured in local currency) and population data.
Annual growth rates for real GDP are also shown for 1988-1996.

Part 2 also presents annual data for the rate of inflation (as mea-
sured by the CPI), money supply (both M1 and M2) growth rates,
gross investment/GDP ratio, size of trade sector (defined as ex-
ports + imports divided by two as a percent of GDP), government
expenditure/GDP ratio, deficit (or surplus) of the central govern-
ment as a share of GDP, and the rate of unemployment. Except for
the unemployment data for OECD countries, the source for all the
annual data in Part 2 was the International Monetary Fund, Inter-
national Financial Statistics, (either the annual yearbook or the
monthly publication). Since the OECD Economic QOutlook pro-
vides unemployment figures based on a standardized definition,
these figures were used for OECD members. When we were un-
able to obtain the necessary data from international sources, the in-
stitutes of the Economic Freedom Network were sometimes able to
obtain the figures for us from national sources.

Finally, each country profile includes a written description of the
country’s economic freedom and performance. Many of the mem-
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ber institutes of the Economic Freedom Network helped us in the
preparation of this text and in checking the accuracy of the data. Of
course, we bear complete responsibility for any errors.

ENDNOTE

1. We made a special effort to obtain figures for total government expenditures
for all purposes, including government consumption, investment, transfers and
subsidies, and net interest cost. We also sought to include expenditures for all lev-
els of government. Grants and aid from a central government to lower levels were
counted only once. As we discovered, this comprehensive measure for size of gov-
ernment is not an easy figure to obtain. The reported figures are often for the cen-
tral government only or they often omit important categories of government
expenditures such as income transfers, capital expenditures, or interest. For
OECD countries, the primary source of this figure was OECD Historical Statis-
tics, Table 6.5. The institutes of the Economic Freedom Network often helped us
obtain this figure for the countries they represent.
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ALBANIA

Total Government Expenditures

Economic Freedom Rating As a Percent of GDP
8 100
6l 80 |
60 -
41 34
40
2 L
0.6 20
0 N/R N/R N/R 0 NA~ N/A  NA
1975 1980 1985 1990 1995 1975 1980 1985 1990 1993
Year Year

Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1990 1995

I. Money and Inflation 0.0 1.9

(a) Annual Money Growth (last 5 yrs.) - 0 (78.9)
(b) Inflation Variablity (last 5 yrs.) - 0 (86.2)
(c) Ownership of Foreign Currency 0 10

(d) Maint. of Bank Account Abroad 0 0

II. Government Operation 0.3 3.6

(a) Gov't Consump. (% of Total Consump.) 1(29.1) 5 (22.0)
(b) Government Enterprises 0 0

(c) Price Controls 0 4

(d) Entry Into Business - 5.0

(e) Legal System - 2.5

(f) Avoidance of Neg. Interest Rates 0 6

II1. Takings 0.3 23

(a) Transfers and Subsidies (% of GDP) 1(243) 3 (149
(b) Marginal Tax Rates (Top Rate) - -

(c) Conscription 0 0

IV. International Sector 1.2 5.4

(a) Taxes on International Trade (Avg.) - -

(b) Black Market Exchange Rates (Prem.) 0 (800) 10 (0)
(c) Size of Trade Sector (% of GDP) 5(42.00 3 (38.0)
(d) Capital Transactions with Foreigners 0 2
Economic Freedom Rating 0.6 3.4
Ranking of Country 109 106
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ALBANIA

Part 2: Recent Economic Indicators:

Population 1996: 34 Real Per Capita GDP 1996 = $475
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1980-96): -0.6% Avg. Growth Rate: 1980-90= -
1990-96= -4.0%
Economic Indicators:* 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate -10.0 -27.7 97 -11.0 9.4 8.6 8.5
: Per Capita 94 -271 9.1 -104 10.0 9.2 9.1
Inflation Rate (CPI) 0.0 355 226.0 85.0 22.6 7.8 12.7
Change in Money Supply: (M1) - - - - - 518 50.8
1 (M2) - - - - - 238 32.6
Investment/GDP Ratio 34.6 - - - - - -
Size of Trade Sector (% of GDP) 42.0 - - - - 380 -
Total Gov't Exp./GDP Ratio 62.1 619 469 440 285 30.8 29.4
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP -3.7  -440 220 -16.0 -14.0 94 -15.0
Unemployment Rate 7.6 11.7 30.3 22.4 19.2 13.0 11.0

* The figures in this table are in percent form.

In 1990 Albania ranked last among the 109 coun-
tries that we were able to rate. Its 1995 ranking
was slightly better, 106th (out of 115).

Like so many transitional economies, Albania
ran large budget deficits which were financed with
money creation. In turn, this led to hyperinflation,
economic chaos, and high rates of unemployment.
Subsequently, a few positive steps were taken.
Some control was exerted over the growth of the
money supply and the inflation rate was reduced to
the 10% range in 1995. Citizens were allowed to
maintain foreign currency bank accounts domesti-
cally, which provided them with some means of
protection against inflation. Exchange rate con-
trols were liberalized. The economy began to sta-
bilize and impressive growth was achieved during
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1994-1996. However, the collapse of several pyr-
amid investment schemes in early 1997 led to civil
unrest and once again thrust the country into a cha-
otic situation.

All of this highlights the importance of institu-
tional structures for the smooth operation of a
market economy. Monetary arrangements must
provide for price stability and legal structures
must protect people against fraud. Unfortunately,
development of sensible monetary and legal ar-
rangements, including a judicial system capable
of protecting property rights and enforcing con-
tacts, is not easy. This is precisely the task that
confronts the proponents of a market economy in
this, the poorest country in Europe.
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Total Government Expenditures

Economic Freedom Rating As a Percent of GDP
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Year Year

Part 1: The Economic Freedom Ratings for the Components and Various Area and

Summary Indexes: 1975, 1980, 1985, 1990 and 1995.

(The numbers in parentheses indicate the actual values for the components.)
‘Components of Economic Freedom 1975 1980 1985 1990 1995

1. Money and Inflation 3.6 3.6 3.6 3.6 3.6

(a) Annual Money Growth (last 5 yrs.) 0 (78.2) 0 (146.0) 0 (296.1) 0 (514.4) 0 (52.5)
(b) Inflation Variablity (last 5 yrs.) 0 (61.8) 0 (119.8) 0 (207.6) 01185.0) 0 (54.0)
(c) Ownership of Foreign Currency 10 10 10 10 10
(d) Maint. of Bank Account Abroad 10 10 10 10 10

II. Government Operation 6.0 4.7 5.5 4.9 7.8

(a) Gov't Consump. (% of Total Consump.) 6 (17.8) 6 (16.5) 8 (13.0) 10 4.7 -

(b) Government Enterprises 6 6 6 8 8

(c) Price Controls - - - 0 8

(d) Entry Into Business - - - - 10.0

(e) Legal System - - - - 2.5

(f) Avoidance of Neg. Interest Rates - 0 0 0 10

IIL. Takings 3.9 44 2.5 53 5.8

(a) Transfers and Subsidies (% of GDP) 5 (7.9 4 (97 4 (L7 5 (2 4 (94
(b) Marginal Tax Rates (Top Rate) 4 (51 6 45) 2 (62) 7 35) 9 (30)
(c) Conscription 0 0 0 0 0

1V. International Sector 0.3 25 0.7 31 7.2

(a) Taxes on International Trade (Avg.) 0 (12.9) 1 (9.5 0 (12.7) 1 (99 6 (4.8)
(b) Black Market Exchange Rates (Prem.) 1 (124) 8 (1 2 @40) 10 © 10 (0)
(c) Size of Trade Sector (% of GDP) 0 (5.9 0 (58) 1 (9.0) 0o (07 0 (8.0
(d) Capital Transactions with Foreigners 0 0 0 0 10
Economic Freedom Rating 3.1 3.8 2.8 43 6.4
Ranking of Country 79 57 91 62 25
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Part 2: Recent Economic Indicators:

Population 1996: 35.0 Real Per Capita GDP 1996=$8,698
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96): 1.4% Avg. Growth Rate: 1980-90= -2.3%
1990-96 =  3.5%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP:Aggregate -1.9 -6.2 0.1 8.9 8.7 6.0 7.4 -3.2 6.6
: Per Capita -3.3 -7.6 -1.3 7.5 7.3 4.6 6.0 46 52
Inflation Rate (CPI) 343.0 3079.8 2314.0 171.7 249 10.6 4.2 34 03
Change in Money Supply: (M1) 351.4 4168.2 1023.2 148.6 49.0 33.0 8.2 1.7 -
: (M2) 4433 22262 1099.3 141.3 62.5  46.5 17.6 -2.7 -
Investment/GDP Ratio 18.6 15.5 14.0 14.6 16.7 18.2 19.9 207 -
Size of Trade Sector (% of GDP) 7.9 9.8 7.7 7.0 7.4 7.3 8.0 8.0 -
Total Gov't Exp./GDP Ratio 33.1 36.2 30.5 29.7 288 28.6 27.9 28.0
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP -1.9 -0.4 -1.6 -1.6 +0.5 +1.0 -0.1 -0.9 -
Unemployment Rate 6.0 7.4 7.4 5.8 6.7 10.1 12.1 18.8 -

* The figures in this table are in percent form.

After stagnating among the lowest rated countries
in the world during 1975-1985, Argentina has
made substantial moves toward economic freedom
during the last decade. Its summary rating rose
from 2.8 in 1985 to0 6.4 in 1995. Only New Zealand
registered a larger increase during this period. Ar-
gentina’s ranking also soared from 91st in 1985 to
62nd in 1990 and 25th in 1995. Even though Ar-
gentina has moved toward monetary restraint and
achieved a low stable rate of inflation during 1994-
1996, its marks in these two areas are still low be-
cause they cover a five-year time period. If it con-
tinues to follow a stable monetary policy, higher
ratings in these two areas in the next couple of
years are sure to boost its summary rating and rank-
ing even higher.

Argentina started the deregulation process and
move toward a market economy in the late 1980s.
Exchange rate controls were eliminated and a cur-
rency board structure was used to anchor the Ar-
gentine peso to the U.S. dollar (1 peso = $1).
Several government enterprises were privatized;
credit market restrictions were relaxed; marginal
tax rates were reduced (the top rate was cut from
62% in 1985 to 35% in 1990 and 30% in 1995).
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Most restrictions on capital transactions with for-
eigners were also eliminated.

The currency board and accompanying reduc-
tion of monetary growth reduced the inflation rate
from over 2000% in 1990 to 4% in 1994. The
Mexican peso crisis of late-1994 severely tested
Argentina’s resolve to escape the vicious cycle of
monetary expansion and hyper-inflation. In order
to maintain the one-to-one conversion rate with
the dollar, Argentina had to sharply reduce its do-
mestic money supply. The fall-out of the crisis
threw the economy into a recession during 1995,
but Argentina weathered the storm and enhanced
its credibility both at home and abroad. The econ-
omy has rebounded strongly in 1996 and returned
to the impressive growth path of 1991-1994.

Perhaps Argentina’s most serious current prob-
lem is a highly inflexible labor market. The rate of
unemployment rate soared to 18% during the re-
cession of 1995. Wage setting in Argentina is
highly centralized and therefore wages adjust
slowly to dynamic change. Decentralization of col-
lective bargaining units and deregulation of the la-
bor market would help Argentina maintain strong
growth and achieve its full potential in the future.
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AUSTRALIA

Total Government Expenditures

Economic Freedom Rating As a Percent of GDP
10 100

80 -

60

40 ¢ 314 05 349 369

2

0 -
1975 1980 1985 1990 1995 1975 1980 1985 1990 1995
Year Year
Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.
Components of Economic Freedom 1975 1980 1985 1990 1995
1. Money and Inflation 7.1 8.5 9.0 8.2 9.1
(a) Annual Money Growth (last 5 yrs.) 6 (11.8) 6 (11.4) 9 (5.9 5 (13.5) 7 (94
(b) Inflation Variablity (last 5 yrs.) 5 42) 9 (1.6) 8 (22 9 (1.9 10 (0.6)
(¢) Ownership of Foreign Currency 10 10 10 10 10
(d) Maint. of Bank Account Abroad 10 10 10 10 10
II. Government Operation 4.4 5.7 5.7 6.1 7.2
(a) Gov't Consump. (% of Total Consump.) 3 (23.0) 3 (234) 3 (239 4 (22.1) 4 (21.9)
(b) Government Enterprises 6 6 6 6 6
(¢) Price Controls - - - 6 7
(d) Entry Into Business - - - - 10.0
(e) Legal System - - - - 7.5
(f) Avoidance of Neg. Interest Rates 4 10 10 10 10
I11. Takings 3.9 3.9 3.5 4.3 4.4
(a) Transfers and Subsidies (% of GDP) 4 (8.5) 4 (10.1) 3 (11.9) 4 (10.7) 3 (142)
(b) Marginal Tax Rates (Top Rate) 2 (64) 2 (62) 2 (60) 3 49) 4 47
(c) Conscription 10 10 10 10 10
IV. International Sector 5.2 5.5 7.1 7.8 8.2
(a) Taxes on International Trade (Avg.) 6 (4.4 7 (3.6) 7 (3.2) 7 (@G0 8 (19
(b) Black Market Exchange Rates (Prem.) 8 ) 8 1) 10 0) 10 (0) 10 (0)
(¢) Size of Trade Sector (% of GDP) 4 (14.4) 4 (17.0) 6 (17.6) 5 (17.2) 6 (20.3)
(d) Capital Transactions with Foreigners 2 2 5 8 8
Economic Freedom Rating 5.0 5.6 6.0 6.3 7.0
Ranking of Country 24 19 15 15 10
44
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AUSTRALIA

Part 2: Recent Economic Indicators

Population 1996: 18.3 Real Per Capita GDP 1996 =  $22,809
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96): 1.4% A vg. Growth Rate:  1980-90 = 1.5%
1990-96 = 1.3%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 4.3 4.2 1.4 -1.6 2.6 4.0 5.2 31 3.8
: Per Capita 29 2.8 0.0 -3.0 1.2 2.6 3.8 1.7 25
Inflation Rate (CPI) 7.2 7.6 7.3 3.2 1.0 1.8 1.9 46 1.5
Change in Money Supply: (M1) 29.6 7.5 7.3 7.0 201 17.8 11.1 63 84
: (M2) 20.1 28.1 12.6 0.7 7.6 6.0 9.7 86 5.7
Investment/GDP Ratio 253 26.8 22.8 19.8 19.7 20.4 21.5 214 19.5
Size of Trade Sector (% of GDP) 17.0 17.2 17.2 17.6 18.7 19.3 19.4 20.3 202
Total Gov't Exp./GDP Ratio 347 354 377 396 398 39.5 39.0 39.0 385°F
General Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP +1.0  +1.0 +0.6 -2.7 -4.0 -3.7 -4.0 22 -1.7
Unemployment Rate 7.2 6.1 6.9 9.5 10.7 11.0 9.8 86 8824

* The figures in this table are in percent form.
2 QOctober, 1996.

P Preliminary.

Australia’s economic freedom rating has regis-
tered modest but steady increases during the last
two decades. It ranking has also risen. In 1995 the
Australian economy ranked 10th, compared to
24th in 1975 and 15th in 1985.

Several factors have contributed to the im-
provement in Australia’s economic freedom rat-
ing. Tariffs have been reduced and other trade
barriers relaxed. The size of the trade sector has
expanded from 14% of GDP in 1975 to 20% in
1995 and 1996. During the last six years, the in-
flation rate has averaged 2.3%, and it has been rel-
atively stable. While government consumption
accounted for 21.9% of total consumption (gov-
ernment plus private) in 1995, even this figure has
declined slightly during the last decade. The top
marginal tax rate on personal income has been re-
duced modestly from the high levels of the 1975-
1985 period.

The major weakness of this economy is its
large and growing transfer sector. Total govern-
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ment expenditures rose from 30% of GDP in 1975
to 37% in 1995. The growth of transfer payments
fully account for the growth of government dur-
ing this period. In 1995, 15% of GDP was trans-
ferred from one citizen to another, up from 8.5%
of GDP in 1975. Generally, the growth of trans-
fers leads to large budget deficits, reductions in
investment (as a share of GDP) and high rates of
unemployment. All of these factors have plagued
the Australian economy during the 1990s. Since
1990, the budget deficits of the central govemn-
ment have averaged 3% of GDP, the investment
rate has declined, and the rate of unemployment
has hovered around 10% of the labor force. Like
several other high-income industrial nations,
Australia must reduce the size of its income trans-
fers and provide citizens with private sector op-
tions that will encourage saving and investment if
it wants to achieve strong growth and continued
prosperity in the future.
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Total Government Expenditures

Economic Freedom Rating As a Percent of GDP
8 100

80 |

e 48.9 494 31

40
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0
1975 1980 1985 1990 1995 1975 1980 1985 1990 1995
Year Year
Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)
Components of Economic Freedom 1975 1980 1985 1990 1995
1. Money and Inflation 7.1 8.3 83 9.7 9.4
(a) Annual Money Growth (last 5 yrs.) 6 (12.1) 10 (4.5) 10 (4.4) 9 (4.9 8 (7.0)
(b) Inflation Variablity (last § yrs.) 10 (1.1) 10 (0.6) 10 (1.3) 10 (0.9 10 (0.7)
(c) Ownership of Foreign Currency 10 10 10 10 10
(d) Maint. of Bank Account Abroad 0 0 0 10 10
I1. Government Operation 3.2 33 3.7 4.1 5.6
(a) Gov't Consump. (% of Total Consump.) 3235 2 (244) 2 (247 2 (24.3) 2 (25.5)
(b) Government Enterprises 2 2 2 2 2
(¢) Price Controls - - - 5 8
(d) Entry Into Business - - - - 7.5
(e) Legal System - - - - 7.5
() Avoidance of Neg. Interest Rates 6 8 10 10 8
I11. Takings 2.7 1.3 1.3 23 2.3
(a) Transfers and Subsidies (% of GDP) 2 (19.4) 1 (22.1) 1 (23.1) 1 (22.4) 1 (24.4)
(b) Marginal Tax Rates (Top Rate) 4 (549 2 (62) 2 (62) 4 50) 4 (50)
(c) Conscription 0 0 0 0 0
IV. International Sector 6.8 7.3 7.4 8.1 8.5
(a) Taxes on International Trade (Avg.) 8 17y 9 (0.7 9 (0.6) 9 (0.7) 9 (0.6)
(b) Black Market Exchange Rates (Prem.) 10 (0) 10 () 10 0) 10 0) 10 ©
(c) Size of Trade Sector (% of GDP) 7315 8 (37.8) 9 (40.6) 8 (39.6) 6 (36.1)
(d) Capital Transactions with Foreigners 2 2 2 5 8
Economic Freedom Rating 4.8 4.7 4.8 5.5 6.0
Ranking of Country 28 29 32 31 41
46
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AUSTRIA

Part 2: Recent Economic Indicators

Population 1996: 8.1 Real Per Capita GDP: 2 1996 = $18,509
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96): 1.2% Avg. Growth Rate: 1980-90= 1.9%
1990-96= 1.1%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996 P
Change in Real GDP: Aggregate 4.1 3.8 42 2.8 2.0 0.4 3.0 1.8 038
: Per Capita 2.9 2.6 3.0 1.6 0.8 -0.8 1.8 06 0.5
Inflation Rate (CPI) 1.9 2.6 33 3.3 4.0 3.6 3.0 23 1.9
Change in Money Supply: (M1) 8.8 1.2 52 7.5 6.5 9.1 8.4 15.6 10.8
. (M2) 58 71 97 14 69 55 53 50 73
Investment/GDP Ratio 24.7 25.0 25.5 25.9 25.9 24.7 26.3 27.0 26.9
Size of Trade Sector (% of GDP) 372 393 39.6 396 389 367 371 36.1 36.8
Total Gov't Exp./GDP Ratio 509 49.7 494 505 51.1 538 524 53.1 528
General Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP -3.0 -2.8 2.2 -2.7 -1.9 -4.2 -4.4 -5.9 3.7
Unemployment Rate  ° 3.6 3.1 3.2 3.5 3.6 4.2 3.7 38 41°

* The figures in this table are in percent form.

a Derived by purchasing power parity method.

b These rates are the OECD standardized unemployment rates. They are comparable with the rates for other OECD
countries. See OECD Main Economic Indicators, January, 1997, p. 24.

¢ October, 1996.

P Preliminary.

In 1995 Austria ranked 41st among the 115 coun-
tries in our study. While its rating improved
slightly during the last decade, its ranking declined
as other countries moved more rapidly toward
liberalization.

A stable monetary policy, well established legal
system, and relatively free trade policies are the
strengths of this economy. In recent years, the in-
flation rate has fluctuated in a narrow range around
3%. The Austrian shilling is a strong, fully convert-
ible currency and citizens are free to maintain for-
eign currency bank accounts both domestically and
abroad. During the last decade, the top marginal
tax rate was reduced from 62% to 50% and several
restrictions limiting the mobility of capital were re-
laxed. There have also been modest moves toward
deregulation. Limitations on hours worked during
busy periods and the hours that businesses are al-
lowed to remain open have been liberalized.

Despite these positive developments, the Aus-
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trian economy continues to be dominated by gov-
ernment. Government consumption accounts for
25% of the total and a huge transfer sector takes
25% of GDP away from the person that earned it
and transfers it to others. Total government ex-
penditures have grown and they now account for
more than one-half of GDP. While there has been
some privatization in the oil, energy and steel in-
dustries, Austria (unlike most other European
countries) has made little progress toward privati-
zation in the telecommunication sector. However,
liberalization in telecommunications and energy
was initiated in accordance with EU rules. During
the last 4 years, the budget deficit has averaged
more than 4% of GDP, a level that is unsustain-
able. A budgetary consolidation program to re-
duce the deficit below 3% in 1997 has been
adopted. Nevertheless, Austria will be forced to
make some difficult decisions concerning the size
and functions of government in the near future.
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BAHAMAS

Economic Freedom Rating

Total Government Expenditures
As a Percent of GDP
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Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.

(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995

I. Money and Inflation 5.0 3.8 5.1 6.1 5.7

(a) Annual Money Growth (last 5 yrs.) 10 (-4.0) 6 (10.6) 9 (59 9 (6.0) 10 (2.8)
(b) Inflation Variablity (last 5 yrs.) 6 (3.1 6 (3.3) 7 (2.6) 10 (0.5 8 (22)
(c) Ownership of Foreign Currency 0 0 0 0 0

(d) Maint. of Bank Account Abroad 0 0 0 0 0

II. Government Operation 6.4 5.6 5.2 5.1 5.7

(a) Gov't Consump. (% of Total Consump.) 6 (17.6) 6 (16.9) 6 (16.5) 7 (15.6) 6 (16.5)
(b) Government Enterprises 6 4 2 2 6

(c) Price Controls - - - 4 4

(d) Entry Into Business - - - - 5.0

(e) Legal System - - - - 5.0

(f) Avoidance of Neg. Interest Rates 8 8 10 10 10

IIL Takings 10.0 10.0 10.0 10.0 9.6

(a) Transfers and Subsidies (% of GDP) 10 (0.5) 10 (0.5) 10 (0.1) 10 (1.0) 9 (1.6)
(b) Marginal Tax Rates (Top Rate) 10 (0) 10 (0) 10 (0) 10 (© 110 (O
(c) Conscription 10 10 10 10 10

IV. International Sector 3.2 3.0 2.9 23 3.1

(a) Taxes on International Trade (Avg.) 2 (8.8) 2 (8.1) 1 (9.3) 1 (9.6) 1 (10.3)
{(b) Black Market Exchange Rates (Prem.) 4 (14) 4 (20) 4 (11) 4 (13 7 (2)
(c) Size of Trade Sector (% of GDP) 6 (76.0) 5 (74.8) 6 (75.2) 2(535) 2(51.2)
(d) Capital Transactions with Foreigners 2 2 2 2 2
Economic Freedom Rating 6.5 6.0 6.1 6.1 6.2
Ranking of Country 7 10 13 22 35
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BAHAMAS

Part 2: Recent Economic Indicators:

Population 1996: 0.3 Real Per Capita GDP 1993 = $16,222
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96): 2.0% Avg. Growth Rate: 1980-90= 1.3%
1990-96= -1.7%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 2.0 29 -0.9 -3.5 0.2 1.9 2.1 2.1 2.3
: Per Capita -0.1 1.1 -3.2 -4.9 -1.7 0.0 0.6 0.7 0.9
Inflation Rate (CPI) 44 5.4 4.7 7.1 5.7 2.7 1.4 2.0 1.3
Change in Money Supply: (M1) 7.0 0.4 9.8 8.3 2.8 2.0 10.6 7.1 6.0
1 (M2) 8.0 8.7 14.6 7.8 5.6 16.0 8.8 8.8 3.8
Investment/GDP Ratio 20.9 24.1 22.0 20.5 20.9 21.0 - - -
Size of Trade Sector (% of GDP) 70.9 53.4 53.5 514 50.6 50.2 50.5 51.2 .
Total Gov't Exp./GDP Ratio 19.9 19.3 17.7 18.9 19.5 19.0 - - .
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP -2.9 -4.1 -2.4 -4.3 -2.9 -2.8 - - -
Unemployment Rate - - - 123 14.8 13.1 13.0 - -

* The figures in this table are in percent form.

4 Since the Bahamas does not calculate a GDP deflator, the CPI was used to adjust the nominal GDP figures for inflation.

In 1995 the Bahamas ranked 35th among the 115
countries in our study. At first glance this economy
appears to be quite free. Government expenditures
and taxes are relatively low. There is no income
tax. Direct income transfers and subsidies are small
and most businesses are privately owned.

Probing beneath the surface, however, one dis-
covers that this is a highly regulated, central-man-
aged economy. The business sector is characterized
by a complex and contradictory set of entry re-
straints, targeted tax breaks, and indirect subsidies.
A bureaucratic licensing system restrains entry into
many business activities and exerts political control
over the economy. While foreigners are virtually
excluded from the wholesale and retail business
sector, they qualify for attractive tax breaks in other
areas (export manufacturing and light industry, for
example). When they meet certain criteria, new ho-
tels are exempted from property taxes for up to ten
years and granted other tax concessions for even
longer periods of time. The government also uses
both regulatory power and tax concessions to pro-
mote the offshore banking industry.

Regulations abound in other areas. A residency
and work permit system controls and taxes foreign-

ers. Price controls are imposed on petroleum and
food products. Domestic citizens are not allowed to
maintain foreign currency bank accounts. Foreign
exchange controls limit the movement of capital.
Tariff rates vary widely among product categories,
distorting relative prices and reducing the gains
from international trade.

During the 1980s, the employment of state-oper-
ated enterprises expanded and the government be-
came a major hotel owner and operator. A reform
government elected in August 1992 and re-elected
in 1997 has privatized the largest part of these
holdings.

Nevertheless, state enterprises and excessive
regulations continue to exert a major impact on the
economy. While the new government has speeded
the investment approval process, regulations limit-
ing the entry and development of business remain
on the books. Residents dealing with the govemn-
ment telephone monopoly often confront lengthy
waiting periods. The government-operated airline
has 635 employees, while operating only 9 planes.
Hopefully, a decade of economic stagnation is end-
ing and this country will move toward deregulation
and economic liberalism in the near future.
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BAHRAIN

Total Government Expenditures

Economic Freedom Rating As a Percent of GDP
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Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)
Components of Economic Freedom 1975 1980 1985 1990 1995
I. Money and Inflation 6.7 6.6 6.7 73 93
(a) Annual Money Growth (last 5 yrs.) 7 (09.3) 2 (18.1) 8 (1.7) 10 (-1.7) 10 (-0.5)
(b) Inflation Variablity (last 5 yrs.) 3 (72 7 (2.6) 2 (8.2) 2 (82) 8 (2.5)
(c) Ownership of Foreign Currency 10 10 10 10 10
(d) Maint. of Bank Account Abroad 10 10 10 10 10
II. Government Operation 1.0 1.5 1.0 33 3.0
(a) Gov't Consump. (% of Total Consump.) - 1 (29.0) 0 (41.0) 0 419 0 (45.5)
(b) Government Enterprises 2 2 2 2 2
(c) Price Controls - - - 4 4
(d) Entry Into Business - - - - 5.0
(e) Legal System - - - - 0.0
(f) Avoidance of Neg. Interest Rates - - - 10 8
IIL. Takings 10.0 10.0 10.0 10.0 10.0
(a) Transfers and Subsidies (% of GDP) - - 10 (0.0) 10 (0.5) 10 (0.0)
(b) Marginal Tax Rates (Top Rate) 10 ) 10 ()] 10 (0) 10 0) 10 (0)
(c) Conscription 10 10 10 10 10
IV. International Sector 6.8 6.5 6.9 7.3 6.8
(a) Taxes on International Trade (Avg.) - - 9 (0.7) 9 (1.1 9 (1.5
(b) Black Market Exchange Rates (Prem.) 10 0) 10 0) 10 (0) 10 ()} 10 (0)
(c) Size of Trade Sector (% of GDP) 9 (120.6) 8 (117.7) 6 (95.8) 8 (110.8) 5(95.5)
(d) Capital Transactions with Foreigners 2 2 2 2 2
Economic Freedom Rating 7.2 64 7.0 7.1 6.7
Ranking of Country 2 8 4 18
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BAHRAIN

Part 2: Recent Economic Indicators:

Population 1996: 0.6 Real Per Capita GDP 1994=$14,926
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96):  3.7% Avg. Growth Rate:  1980-90 = -2.5%
1990-94 = 1.8%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 9.0 24 4.6 4.6 7.8 8.3 2.3 - .
: Per Capita 5.3 -1.3 0.9 0.9 4.1 4.6 -1.5 - -
Inflation Rate (CPI) 0.3 1.5 0.9 0.8 -0.2 2.5 0.8 - .
Change in Money Supply: (M1) -1.0 -2.3 22.2 1.7 13.6 5.4 -3.9 -6.4 -
1 (M2) 4.0 44 -11.6 205 4.1 5.5 6.2 6.9 -
Investment/GDP Ratio 26.5 26.5 25.1 27.7 29.8 31.2 30.0 - .
Size of Trade Sector (% of GDP) 84.5 969 1108 1075 1094 103.8 955 -
Total Gov't Exp./GDP Ratio 38.1 374 37.0 35.0 36.2 37.4 38.9 - -
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP +3.8 -84 -6.8 -4.2 -6.9 -0.1 -3.2 - .
Unemployment Rate

* The figures in this table are in percent form.

Our index ranked Bahrain as the 18th freest econ-
omy in the world in 1995. Its ranking for the ear-
lier years was even higher, but this was because
data limitations prevented the inclusion prior to
1995 of the components on entry into business
and legal structure—two areas where Bahrain
earns poor marks.

Monetary stability (including the freedom to
maintain foreign currency bank accounts), low
taxes, a small transfer sector, and sound financial
markets are the strengths of this economy. But fo-
cus on these features paints a very deceptive pic-
ture. Government dominates the spending and
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consumption of this economy. Total government
expenditures sum to just under 40% of GDP—a
figure similar to that of European welfare states.
Even more revealing, 45% of the consumption ex-
penditures are undertaken by the government.
This is the highest government consumption rate
in the world, These figures are not indicative of a
free market economy directed by prices that coor-
dinate the consumption choices of individuals.
Rather they reflect that Bahrain is a big govern-
ment welfare state financed with oil revenues.
Given these factors, if anything, we believe that
our index overstates its economic freedom.
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BANGLADESH

Economic Freedom Rating

Total Government Expenditures
As a Percent of GDP

10

1975 1980 1985 1990
Year

1995

No Data

Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995
I. Money and Inflation 2.1 0.9 3.0 54 4.2
(a) Annual Money Growth (last 5 yrs.) 6(109) 2 (1900 2175 9 (5.4) 6 (11.4)
(b) Inflation Variablity (last 5 yrs.) 1 (3L5) 1 (144) 7 (3.0) 8 (2.1) 7 (2.8)
(¢) Ownership of Foreign Currency 0 0 0 0 0
(d) Maint. of Bank Account Abroad 0 0 0 0 0
I1. Government Operation 8.0 7.5 7.5 5.0 4.3
(a) Gov't Consump. (% of Total Consump.) 10 3.5) 10 (65 10 (7.5 7 (14.4) 7 (15.0)
(b) Government Enterprises 6 6 6 6 6
(c) Price Controls - - - 0 0
(d) Entry Into Business - - - - 5.0
(e) Legal System - - - - 5.0
(f) Avoidance of Neg. Interest Rates - 6 6 10 8
I1I. Takings 10.0 3.0 3.0 10.0 10.0
(a) Transfers and Subsidies (% of GDP) - - - - -
(b) Marginal Tax Rates (Top Rate) - 1 (60) 1 (60) - -
(c¢) Conscription 10 10 10 10 10
IV. International Sector 14 0.4 0.4 0.7 1.6
(a) Taxes on International Trade (Avg.) 379 0 (134 0Q79 1(12.1) -
(b) Black Market Exchange Rates (Prem.) 2 (51 1 (111) 1 (168) 1 (165) 3 (28)
(¢) Size of Trade Sector (% of GDP) 0 55 1 (20 1 (12.9) 1 (13.5) 2 (18.3)
(d) Capital Transactions with Foreigners 0 0 0 0 0
Economic Freedom Rating 3.7 2.8 3.2 3.9 4.2
Ranking of Country 63 94 84 77 84
52
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BANGLADESH

Part 2: Recent Economic Indicators:

Population 1996: 123.2 Real Per Capita GDP 1995 = $2,295
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96):  1.9% Avg. Growth Rate: 1980-90=  2.6%
1990-95=  2.6%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 2.9 2.5 6.6 34 4.2 4.5 4.2 4.4 -
: Per Capita 1.0 0.6 47 1.5 2.3 2.6 2.3 2.3 -
Inflation Rate (CPI) 9.3 10.0 8.1 7.2 4.3 0.0 3.6 5.8 -
Change in Money Supply: (M1) 4.2 12.9 9.6 7.7 13.6 16.0 24.3 16.7 -
1 (M2) 13.6 18.7 10.2 13.4 12.2 10.5 19.3 12.2 -
Investment/GDP Ratio 14.5 12.9 12.8 11.5 12.1 14.3 13.8 16.1 -
Size of Trade Sector (% of GDP) 12.4 12,9 13.5 12,6 13.3 14.8 15.0 18.3 -
Total Gov't Exp./GDP Ratio
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP
Unemployment Rate —T

* The figures in this table are in percent form,

In 1995, Bangladesh ranked 84th among the 115
countries of our study. Its economic freedom rat-
ing declined slightly between 1975 and 1980.
Since 1980, it has increased marginally.

Even though government expenditures as a
share of GDP are modest, this economy is charac-
terized by excessive regulation and a weak insti-
tutional structure. Regulations prohibit citizens
from maintaining foreign currency bank accounts,
limit entry and increase the cost of doing busi-
ness, and control the exchange rate market. Both
investments abroad by citizens and foreign in-
vestment within the country are highly regulated.
Price controls are imposed on many products.

Neither the legal nor monetary institutions re-
flect rule of law principles. Government officials
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have a great deal of discretionary authority to both
provide favors and impose costs on citizens engag-
ing in economic activities. Arrangements of this
type stifle entrepreneurship and promote discrimi-
natory treatment and corruption. While monetary
growth has been modest in recent years, the institu-
tional structure fails to provide the central bank
with a clearly defined objective (for example, a low
and stable rate of inflation). When the objectives
are ambiguous, accountability is absent.

Given the low level of economic freedom and
institutional weaknesses of this economy, the
growth rate has been quite good during the last 15
years. If it is going to do better in the future,
movement toward greater economic freedom is
essential.



BARBADOS

Economic Freedom Rating

Total Government Expenditures
As a Percent of GDP
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Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.

(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995

1. Money and Inflation 2.8 1.6 2.3 1.6 5.1

(a) Annual Money Growth (last 5 yrs.) 6 (10.6) 3 (16.4) 1 (213) 2 (185) 9 (-5.0)
(b) Inflation Variablity (last 5 yrs.) 377 2 (A1.0) 6 (32 3 (70 7T (6)
(c) Ownership of Foreign Currency 0 0 0 0 0

(d) Maint. of Bank Account Abroad 0 0 0 0 0

II. Government Operation 4.5 4.4 4.9 5.2 53

(a) Gov't Consump. (% of Total Consump.) 5(183) 4 (21.6) 3 (234) 3 (227) 2 (24.2)
(b) Government Enterprises 4 4 4 4 4

(c) Price Controls - - - 6 6

(d) Entry Into Business - - - - 5.0

(e) Legal System - - - - 7.5

(f) Avoidance of Neg. Interest Rates - 6 10 10 10

III. Takings 5.8 5.8 5.8 7.2 7.7

(a) Transfers and Subsidies (% of GDP) 10 0.2) 10 (02) 10 (0.0) 10 (05 10 (0.0
(b) Marginal Tax Rates (Top Rate) 1 (65) 1 (60) 1 (60) 4 (50) 5 (40)
(c) Conscription 10 10 10 10 10

IV. International Sector 3.7 3.7 4.0 3.9 43

(a) Taxes on International Trade (Avg.) 6 44 6 (B7H 7 (G4 7 @6 7 (@33
(b) Black Market Exchange Rates (Prem.) 4 (200 4 (1) 4 11y 4 10 6 3)
(c) Size of Trade Sector (% of GDP) 2(631) 2 (71.1) 2 (639) 1 (504) 0 (47.8)
(d) Capital Transactions with Foreigners 2 2 2 2 2
Economy Freedom Rating 4.4 4.1 4.5 4.8 5.7
Ranking of Country 38 48 39 43 50
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BARBADOS

Part 2: Recent Economic Indicators:

Population 1996: 0.3 Real Per Capita GDP 1994= $8,065
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96):  0.4% Avg. Growth Rate: 1980-90= 0.5%
1990-94= -2.6%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 3.5 3.6 -3.3 -40 -11.9 2.9 5.2 - 4
: Per Capita 3.1 3.2 -3.7 -44 -123 2.5 4.8 - 4
Inflation Rate (CPI) 4.9 6.2 3.1 6.3 6.1 1.1 0.1 1.9 -
Change in Money Supply: (M1) 124 -12.5 14.6 -5.9 1.5 -5.1 8.3 -17.0 -
: (M2) 11.1 1.1 13.8 -1.1 5.0 2.9 8.9 4.9 -
Investment/GDP Ratio 17.5 17.9 18.8 17.1 9.5 12.7 13.3 -
Size of Trade Sector (% of GDP) 486 516 504 488 462 492 478 - .
Total Gov't Exp./GDP Ratio 312 332 327 - - 334 308 - .
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP -2.6 -0.9 -8.2 -2.4 -2.5 -2.6 -2.3 - -
Unemployment Rate 17.4 16.5 15.0 17.3 23.0 24.3 21.7 19.7 1

* The figures in this table are in percent form.

Even though its economic freedom rating has im-
proved slightly during the last decade, Barbados’s
ranking has actual fallen. In 1995 this economy
ranked 50th, down from 39th in 1985 and 43rd in
1990.

The weaknesses of this economy are excessive
regulation, a large government enterprise sector,
and protectionist trade policies. Citizens are not
allowed to maintain foreign currency bank ac-
counts; price controls are imposed on several
product lines; and a complex web of regulations,
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tax breaks, and subsidies distort markets and re-
duce the mobility of capital. State-owned enter-
prises are present in several non-traditional areas,
including housing, hotels, petroleum, and agricul-
tural development. Exchange rate controls and
other regulations reduce the size of the trade sec-
tor, which is exceedingly small (as a share of the
economy) for a country of this size.

Government expenditures consume approxi-
mately 30% of GDP. This is a very high figure for
a country with a negligible transfer sector.
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BELGIUM

Total Government Expenditures

Economic Freedom Rating As a Percent of GDP
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Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)
Components of Economic Freedom 1975 1980 1985 1990 1995
I. Money and Inflation 7.8 9.7 10.0 10.0 10.0
(a) Annual Money Growth (last 5 yrs.) 6 (11.0) 10 (4.5) 10 (3.5) 10 (3.3 10 (3.8)
(b) Inflation Variablity (last 5 yrs.) 7 (3.0) 9 (1.6) 10 (0.8) 10 (1.0 10 (0.6)
(c¢) Ownership of Foreign Currency 10 10 10 10 10
(d) Maint. of Bank Account Abroad 10 10 10 10 10
I1. Government Operation 52 6.1 6.1 5.1 6.8
(a) Gov't Consump. (% of Total Consump.) 4 (21.2) 4 (22.0) 4 (20.7) 5 (18.8) 5 (19.2)
(b) Government Enterprises 6 6 6 6 6
(c) Price Controls - - - 2 5
(d) Entry Into Business - - - - 7.5
(e) Legal System - - - - 10.0
(f) Avoidance of Neg. Interest Rates 6 10 10 10 10
III. Takings 0.9 0.0 0.0 0.9 0.5
(a) Transfers and Subsidies (% of GDP) 0 (28.5) 0 (26.0) 0 (27.6) 0 (25.0) 0 (26.5)
(b) Marginal Tax Rates (Top Rate) 2 (64) 0 (76) 0 (76) 2 (55-65) 1 (58-68)
(c) Conscription 0 0 0 0 0
IV. International Sector 10.0 10.0 10.0 10.0 10.0
(a) Taxes on International Trade (Avg.) 10 (0.0) 10 (0.0) 10 (0.0) 10  (0.0) 10 (0.0)
(b) Black Market Exchange Rates (Prem.) 10 (0) 10 (0 10 (0) 10 ) 10 0)
(c) Size of Trade Sector (% of GDP) 10 (53.5) 10 (64.2) 10 (75.6) 10 (72.5) 10 (70.2)
(d) Capital Transactions with Foreigners 10 10 10 10 10
Economic Freedom Rating 5.6 5.8 5.9 5.9 6.3
Ranking of Country 15 16 18 24 29
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BELGIUM

Part 2: Recent Economic Indicators

Population 1996: 10.1 Real Per Capita GDP 1996=$19,765

(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96):  0.2% Avg. Growth Rate: 1980-90= 1.8%

1990-96= 1.5%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 4.9 3.5 3.2 22 1.8 -1.6 2.2 1.9 1.9
: Per Capita 4.7 33 3.0 2.0 1.6 -1.8 2.0 1.7 1.7
Inflation Rate (CPI) 1.2 3.1 3.5 3.2 24 2.8 2.4 1.5 2.4
Change in Money Supply: (M1) 5.5 5.4 0.8 1.3 -1.1 7.7 1.5 4.8 1.2
1 (M2) 5.3 10.1 4.1 52 3.3 4.4 2.8 4.9 8.3

Investment/GDP Ratio 18.1 195 204 19.5 19.2 17.3 17.6 17.9 -
Size of Trade Sector (% of GDP 706 755 725 709 678 662  69.0 70.2 -
Total Gov't Exp./GDP Ratio 573 553 55.3 566 567 57.1 56.5 554 549°
General Government Budget

Deficit (-) or Surplus (+)

As a Percent of GDP -7.0 -6.4 -5.6 -6.5 -7.2 -1.5 -5.1 -4.1 -3.2
Unemployment Rate 9.7 8.0 7.2 7.2 7.7 89 100 9.9 9.6 2

* The figures in this table are in percent form.
a2 October, 1996.

P Preliminary.

While Belgium’s summary rating of economic
freedom has been relatively constant, its ranking
has declined. In 1975, it ranked 15th, but it
slipped to 24th in 1990 and 29th in 1995.

A stable monetary regime and free trade poli-
cies are the strengths of this economy. Monetary
restraint, a low and stable rate of inflation, and the
freedom of citizens to maintain foreign currency
bank accounts has earned Belgium a “perfect ten”
in the monetary area for the last three rating years.
Similarly, low tariffs, a fully convertible cur-
rency, a large trade sector, and liberal policies
with regard to the mobility of capital earned it a
10 in the international area during each of our five
rating years.

Like so many other European countries, Bel-
gium’s downfall is a huge transfer sector, high
level of government expenditures, and high taxes.
Transfers and subsidies summed to 26.5% of
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GDP in 1995, a level exceeded only by Sweden,
Netherlands, France, and Ireland. Total govern-
ment expenditures consumed 55% of GDP, a fig-
ure that is actually slightly lower than that of the
mid-1980s. Of course, large government expendi-
tures generally lead to high taxes, large budget
deficits, and high unemployment. Belgium is now
experiencing all three. Its top marginal tax rate is
one of the highest in the world. The top rate rang-
ing between 58% and 68% takes effect at an in-
come level equivalent to approximately 75,000
US dollars. In the 1990s, budget deficits have av-
eraged 5.5% of GDP and the unemployment rate
is now hovering around 10%. Belgium is a high
income country—its real per capita GDP in 1996
was almost $20,000. Unless it is willing to reduce
the size of government and move toward a freer
economy, it is unlike to maintain its current rela-
tive economic position.



BELIZE

Economic Freedom Rating

Total Government Expenditures
As a Percent of GDP
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Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.

(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995

I. Money and Inflation 2.0 29 34 4.5 6.4

(a) Annual Money Growth (last 5 yrs.) - 3 (162) 8 ((7.00 7 (81 10 1.0
(b) Inflation Variablity (last 5 yrs.) 2 83) 6 (36) 3 (65 7 (28 10 (12
(c) Ownership of Foreign Currency - 0 0 0 0

(d) Maint. of Bank Account Abroad - 0 0 0 0

IL. Government Operation 7.0 6.8 5.7 5.0 7.1

(a) Gov't Consump. (% of Total Consump.) 6 (164 S (193) 2 (23.1) 5 (202) 5 (1979
(b) Government Enterprises 8 8 8 8 8

(c) Price Controls - - - 0 6

(d) Entry Into Business - - - - 7.5

(e) Legal System - - - - 7.5

(f) Avoidance of Neg. Interest Rates - 8 8 10 10

HI. Takings 0.0 8.5 6.0 7.2 7.7

(a) Transfers and Subsidies (% of GDP) - 8§ (@26) 7 @6 10 (12) 10 (12
(b) Marginal Tax Rates (Top Rate) - - 4 (0O 4 (45 5 (45)
(c) Conscription - 10 10 10 10

IV. International Sector 45 3.2 24 3.1 3.6

(a) Taxes on International Trade (Avg.) - 2 (8.7 1 (10.9) 1 (10.8) 1 (10.9)
(b) Black Market Exchange Rates (Prem.) 3 (32) 3 34) 1 (63) 3 25) 6 3)
(¢) Size of Trade Sector (% of GDP) 7(80.8) 3 (62.0) 3 (549) 4 (63.7) 2 (53.6)
(d) Capital Transactions with Foreigners - 5 5 5 5
Economic Freedom Rating 5.1 4.5 5.1 6.3
Ranking of Country 25 39 37 29
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BELIZE

Part 2: Recent Economic Indicators:

Population 1996: 0.2 Real Per Capita GDP 1995= $5,993
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96): 2.8% Avg. Growth Rate: 1980-90= 2.1%
1990-95=  2.5%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 9.2 13.1 10.7 3.0 7.7 4.2 2.2 3.7 -
: Per Capita 6.4 10.3 7.9 0.2 4.9 1.4 -0.6 0.9 .
Inflation Rate (CPI) 53 - 3.0 2.3 2.3 1.4 2.6 2.9 -
Change in Money Supply: (M1) -3.0 22.1 6.1 11.6 6.8 7.9 5.7 7.8 -
: (M2) 43 13.9 15.2 10.1 13.0 3.3 8.4 18.2 -
Investment/GDP Ratio 254 30.3 28.5 30.5 28.8 30.8 23.2 22.3 -
Size of Trade Sector (% of GDP) 649 644 637 63.7 64.1 62.1 55.7 53.6 -
Total Gov't Exp./GDP Ratio 23.8 27.9 28.4 323 334 35.7 38.6 - -
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP +7.1 -0.8 +0.7 -3.2 -3.4 -89 -10.6 - -
Unemployment Rate - - - - - 9.8 11.1 - -

* The figures in this table are in percent form.

Belize’s economic freedom rating has improved
since the mid-1980°s. Our 1995 index ranks it
29th (out of 115), up from 39th in 1985.

The strengths of this economy are:

* A relatively stable monetary policy (note
the low rate of monetary growth and the
price stability of the 1990s);

+ Few government enterprises;

+ A small transfer sector; and

» The absence of conscription.
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Its primary weaknesses are excessive regula-
tion (note the legal restrictions on foreign cur-
rency bank accounts and limitations on the
mobility of capital) and protectionist trade poli-
cies. The growth of government expenditures dur-
ing the last decade is also a troublesome sign. As
a share of GDP, government expenditures rose to
38% in 1994, up from 23% in 1980.
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BOLIVIA

Economic Freedom Rating

Total Government Expenditures

As a Percent of GDP
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Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)
Components of Economic Freedom 1975 1980 1985 1990 1993-95
I. Money and Inflation 43 4.6 0.0 3.9 4.3
(a) Annual Money Growth (last 5 yrs.) 1 (26.3) 1 (25.2) 0 (570.0) 1 (37.3) 1 (28.5)
(b) Inflation Variablity (last 5 yrs.) 121.00 2 (11.0) 04349.2) 0 (91.2) 1 (16.9)
(c) Ownership of Foreign Currency 10 10 0 10 10
(d) Maint. of Bank Account Abroad 10 10 0 10 10
11. Government Operation 55 52 4.3 6.0 5.9
(a) Gov't Consump. (% of Total Consump.) 7151 6 (174) 7 (14.6) 7 (15.5) 7 (15.5)
(b) Government Enterprises 4 4 4 4 4
(c) Price Controls - - - 6
(d) Entry Into Business - - - - 7.5
(e) Legal System - - - - 0.0
(f) Avoidance of Neg. Interest Rates - 6 0 8 8
III. Takings 7.5 5.0 7.3 7.9 7.9
(a) Transfers and Subsidies (% of GDP) 10 (13) 9 (1.6 9 (1.8) 8 (2.9 8 (25
(b) Marginal Tax Rates (Top Rate) - 3 (48) 8 (30 10 (10) 10 . (13)
(c) Conscription 0 0 0 0 0
IV. International Sector 4.2 3.0 34 54 6.7
(a) Taxes on International Trade (Avg.) 2 89 3 (1.8 4 (7.0 8 (23) 8§ (2.1
(b) Black Market Exchange Rates (Prem.) 6 (5 4 (22) 5 ) 6 3) 8 N
(c) Size of Trade Sector (% of GDP) 8(29.1) 3 (18.8) 2 (15.1) 5 (234 5 (47
(d) Capital Transactions with Foreigners 2 2 2 2 5
Economic Freedom Rating 52 4.4 4.2 6.1 6.4
Ranking of Country 20 40 S5 22 25
60
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BOLIVIA

Part 2: Recent Economic Indicators

Population 1996: 8.8 Real Per Capita GDP 1996 = $2,544
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96): 2.9% Avg. Growth Rate: 1980-90= -2.7%
1990-96= 1.2%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 3.0 2.8 4.1 5.3 1.6 4.7 5.0 3.7 4.0
: Per Capita 0.1 -0.1 1.2 24 -1.3 1.8 2.1 0.8 1.1
Inflation Rate (CPI) 16.0 15.2 17.1 214 12.1 8.5 7.9 10.2 13.1
Change in Money Supply: (M1) 353 24 39.5 45.1 32.9 30.0 29.3 21.2 20.6
1 (M2) 286 222 528 505 345 337 242 7.7 -
Investment/GDP Ratio 14.0 130 125 15.6 16.7 17.6 16.5 19.5 -
Size of Trade Sector (% of GDP) 180 21.0 234 242 246 247 253 247 -
Total Gov't Exp/GDP Ratio 14.1 152 18.0 185 222 252 245 - -
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP -0.6 -1.2 -1.5 -0.1 -1.8 - - - -
Unemployment Rate 18.0  20.0 19.0 - - - - - -

* The figures in this table are in percent form.

Bolivia’s economic freedom rating fell during
1975-1985, but it has rebounded during the last
decade. In 1995, Bolivia ranked 25th, up from
55th in 1985. Historically, the potential of this
country has been stifled by monetary instability
and hyperinflation. In 1985 Bolivia’s inflation rate
soared to over 13,000% (this means that prices in-
creased by a factor of 130 in one year). Inflation
rates of this magnitude undermine economic
progress, pretty much regardless of the policies in
other areas. _
Seeking to rebound from this catastrophic situ-
ation, Bolivia has taken a number of constructive
steps. The freedom to maintain foreign currency
bank accounts which was denied during the infla-
tion of the mid-1980s has been restored. The top
marginal tax rate was reduced from 48% in 1980
to 10% in 1990 and 13% in 1995. Tariff rates were
reduced sharply and most of the discriminatory
treatment among product categories was elimi-
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nated. Relaxation of exchange rate controls has
virtually eliminated the black market in this area.
There has also been some liberalization of the re-
strictions on the movement of capital.

The potential of this economy continues to be
limited by two major problems: monetary instabil-
ity and a discriminatory legal structure. While re-
cent monetary policy has been less expansionary
than during the 1980s, the monetary authorities
continue to expand the money supply too rapidly.
Given its monetary history, more stable policies
and/or changes in monetary institutions (for exam-
ple, adoption of a currency board) are needed to
supply credibility in this area. The legal structure
as it relates to business activity is a maze of com-
plex tax concessions, protected markets, govern-
ment favors, and both direct and indirect subsidies.
Pure and simple, it is a regulatory system that
breeds corruption and stifles real entrepreneurship.
Deregulation is badly needed in this area.
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BOTSWANA

Total Government Expenditures

Economic Freedom Rating As a Percent of GDP
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Year Year
Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses the actual values for the components.)
Components of Economic Freedom 1975 1980 1985 1990 1995
I. Money and Inflation 14 2.5 1.6 1.3 6.6
(a) Annual Money Growth (last 5 yrs.) - 6 (119 3 (15.0) 2 (20.6) 10 (-2.9)
(b) Inflation Variablity (last 5 yrs.) 3 (77 2 (8.8 2 (8.8 2 (8.7) 5 (3.9
(c) Ownership of Foreign Currency 0 0 0 0 10
(d) Maint. of Bank Account Abroad 0 0 0 0 0
I1. Government Operation 5.6 4.5 4.9 4.1 54
(a) Gov't Consump. (% of Total Consump.) 3 (24.0) 1 (267) 0 (36.1) 0 (30.5) 0 41.9)
(b) Government Enterprises 8 8 8 6 6
(c¢) Price Controls - - - 6 6
(d) Entry Into Business - - - - 7.5
(e) Legal System - - - - 7.5
(f) Avoidance of Neg. Interest Rates - 4 8 4 6
III. Takings 3.7 3.7 43 4.7 6.6
(a) Transfers and Subsidies (% of GDP) 6 (5.5 6 (4.9 5 (7.3) 5 (6.6) 5 (7.8)
(b) Marginal Tax Rates (Top Rate) 0 (75) 0 (75) 2 (60) 3 (50) 7 (35)
(c) Conscription 10 10 10 10 10
IV. International Sector 3.4 4.1 5.0 5.5 5.0
(a) Taxes on International Trade (Avg.) 1 (104 0 (128 3 (7.01) 4 (6.6) 1 (99
(b) Black Market Exchange Rates (Prem.) 2 44) 4 10 4 22) 5 (O 7 2)
(c) Size of Trade Sector (% of GDP) 10 (54.6) 10 (58.2) 10 (57.5) 10 (59.1) 9 (51.7)
(d) Capital Transactions with Foreigners - 5 5 5 5
Economic Freedom Rating 3.6 3.7 4.1 4.2 58
Ranking of Country 67 65 60 69 48
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BOTSWANA

Part 2: Recent Economic Indicators:

Population 1996: 1.5 Real Per Capita GDP : 1994= $4,840
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96):  3.0% Avg. Growth Rate:  1980-90=  6.1%

1990-94 =  2.0%

Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP:Aggregate 15.3 13.1 5.7 8.8 6.5 -0.3 4.1 - -
: Per Capita 12.3 10.1 2.7 5.8 3.5 -3.3 1.1 - -

Inflation Rate (CPI) 8.4 11.6 114 11.8 16.2 14.3 10.5 10.5 -
Change in Money Supply: (M1) 30.2 24.6 15.7 4.7 -1.1 14.7 11.1 7.2 -
1 (M2) 212 463 -140 416 13.3 2.3 15.0 9.4 -

Investment/GDP Ratio 7.3 320 318 31,7 315 300 - - -

Size of Trade Sector (%of GDP) 644 61.0 591 568 530 474 517 - -
Total Gov't Exp./GDP Ratio
Central Government Budget

Deficit (+) or Surplus (+)

As a Percent of GDP +156 +9.6 +11.7 +10.0 - - - - -
Unemployment Rate

* The figures in this table are in percent form.

This relatively small country is the freest among government consumption as a share of the

those on the African continent. Its 5.8 rating placed total in 1995;

it 48th among the 115 economies of our study. » High tariffs: the revenues from taxes on in-
Botswana’s economic freedom rating has in- ternational trade summed to 10% of the to-

creased significantly, particularly during the 1990s. tal trade sector in 1995; and

During the 1990s monetary policy has been more » Excessive regulation (note the restrictions

stable, regulations prohibiting the maintenance of on foreign currency accounts abroad, pres-

foreign currency bank accounts have been removed, ence of interest rate controls, and limita-

and the top marginal tax rate has been reduced to tions on the mobility of capital.)

35% (down from 50% in 1990 and 75% in 1980). Botswana’s per capita GDP grew rapidly dur-
The primary weaknesses of this economy are: ing the 1980s but its growth rate has slowed con-

» A very high level of government consump- siderably in the 1990s.

tion; only Bahrain had a higher rate of
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BRAZIL

Economic Freedom Rating

8

Total Government Expenditures
As a Percent of GDP

100

80 -

60

40 - 32.9

30.0

1975 1980 1985 1990 1995 1975 1980 1985 1990 1994
Year Year
Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)
Components of Economic Freedom 1975 1980 1985 1990 1995
I. Money and Inflation 1.3 0.6 0.0 0.0 0.0
(a) Annual Money Growth (last 5 yrs.) 1 (28.9) 1 (416) 0 (137.8) 0 (647.7) 0 (1111.6)
(b) Inflation Variablity (last 5 yrs.) 3 69 1 (166) 0 (53.1) 0 (909.8) 0 (996.6)
(¢) Ownership of Foreign Currency 0 0 0 0 0
(d) Maint. of Bank Account Abroad 0 0 0 0 0
I1. Government Operation 6.0 6.4 39 1.9 43
(a) Gov't Consump. (% of Total Consump.) 8§(13.8) 9 17y 8 (13.1) 5 (20.1) 5 (19.7)
(b) Government Enterprises 4 4 2 2 4
(c) Price Controls - - - 0 6
(d) Entry Into Business - - - - 7.5
(e) Legal System - - - - 0.0
(f) Avoidance of Neg. Interest Rates - - 0 0 0
III. Takings 3.9 3.1 21 5.8 4.9
(a) Transfers and Subsidies (% of GDP) - 3 (124) 4 (10.0) 4 (10.7) 3 (149
(b) Marginal Tax Rates (Top Rate) 5 (50) 4 55 1 (60) 9 (25) 8 (35)
(c) Conscription 0 0 0 0 0
IV. International Sector 24 1.7 3.0 29 3.9
(a) Taxes on International Trade (Avg.) 5 (5.7 1 (100) 7 (G2 6 (3.7 7 2.6)
(b) Black Market Exchange Rates (Prem.) 2 (49) 4 (18) 2 (49) 4 10) 6 3)
(¢) Size of Trade Sector (% of GDP) 2 95 2 (102 2 Q97D 0 (6.3 1 (7.3)
(d) Capital Transactions with Foreigners 0 0 0 0 0
Economic Freedom Rating 3.2 2.7 23 3.0 3.7
Ranking of Country 78 95 100 96 98
64
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BRAZIL

Part 2: Recent Economic Indicators:

Population 1996: 168.4 Real Per Capita GDP: 1996= $6,313
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96):  1.4% Avg. Growth Rate: 1980-90= -0.3%
1990-96=  0.8%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate -0.1 3.2 -4.6 0.3 -0.8 4.2 5.7 4.1 3.1
: Per Capita -1.5 1.8 -6.0 -1.1 -2.2 2.8 43 2.7 1.7
Inflation Rate (CPI) 682.3 1287.0 2937.8 440.9 1008.7 2148.4 2668.5 84.4 18.2
Change in Money Supply: (M1) 4269 1337.0 2333.6 4294 981.8 2017.8 20987 312 254
1 (M2) 10193 1462.7 1289.2 633.6 1606.6 2936.6 1146.4 389 663
Investment/GDP Ratio 227 286 229 19.3 195 200 208 21.6 16.9
Size of Trade Sector (Yoof GDP) 8.3 6.6 6.3 7.5 8.3 8.7 8.0 7.3 7.1
Total Gov't Exp./GDP Ratio 26.1 282 329 291 33.8 421 277 300  29.0
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP -15.2  -16.1 -5.7 -0.4 -3.6 -3.4 -1.1 -5.9 -3.9
Unemployment Rate 3.8 33 43 4.8 4.5 5.3 5.1 4.6 6.2

* The figures in this table are in percent form.

In 1995, Brazil ranked 98th among the 115 coun-
tries in our study. Its economic freedom rating
and ranking have been low throughout the last
two decades. The reason for Brazil’s low rating is
clear—its policies conflict with economic free-
dom in almost every area. Until very recently, its
monetary policy was a disaster, characterized by
excessive monetary growth and the consequent
hyperinflation. Furthermore, it is illegal to main-
tain foreign currency bank accounts. Despite
some recent privatization, government enterprises
are still widespread throughout the economy. The
legal system is often ambiguous and it grants a
great deal of discretionary authority to govern-
ment officials. The transfer sector is large, partic-
ularly for a country with a low per capita income
level. Brazil’s trade policies are highly protec-
tionist—it has the smallest trade sector of any
country in our study. Restrictions limiting the mo-
bility of capital are also widespread.
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In recent years, there have been some moves to-
ward economic freedom. The top marginal tax rate
has been cut. It is now 35%, down from 60% in
1985. Taxes on international trade have also been
reduced (from 10.0% in 1980 to 2.6% in 1995). Fi-
nally, there is some reason for optimism that Brazil
is now willing to break the vicious cycle of mone-
tary expansion and hyperinflation. Restrictive
monetary policy during 1995-1996 has reduced the
inflation rate to single digits. Credibility is impor-
tant. If Brazil is going to reap the full benefit of a
more stable monetary policy, it would be helpful if
the political authorities committed the government
to a low and stable rate of inflation. For example,
inflation rate targets that held the monetary author-
ities accountable might be adopted.

As might be expected from its pattern of eco-
nomic freedom, Brazil’s growth record has been
dismal. Its real GDP per capita in 1996 was virtu-
ally unchanged from the level of 1980.
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BULGARIA

Total Government Expenditures

Economic Freedom Rating As a Percent of GDP

10 100

8r 80 |

6 60 52.3

4.1

4r 29 4or

ol 1.8 20

0 N/R N/R 0 N/A N/A N/A

1975 1980 1985 1990 1995 1975 1980 1985 1990 1995

Year Year

Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995

I. Money and Inflation 0.0 0.0 3.4 2.2 3.6

(a) Annual Money Growth (last 5 yrs.) - - - 5 (13.1) 0 (67.0)
(b) Inflation Variablity (last 5 yrs.) - - 7 @25y 2 (11.3) 0 (83.9)
(¢) Ownership of Foreign Currency 0 0 0 0 10

(d) Maint. of Bank Account Abroad 0 0 0 0 10

II. Government Operation 0.0 4.9 4.4 0.9 4.0

(a) Gov't Consump. (% of Total Consump.) - 10 (93 9 (124 3 (233) 5 (19.0)
(b) Government Enterprises 0 0 0 0 0

(c) Price Controls - - - 0 4

(d) Entry Into Business - - - - 7.5

(e) Legal System - - - - 5.0

(f) Avoidance of Neg. Interest Rates - - - - 2

I1L. Takings 0.0 0.0 1.5 0.0 2.6

(a) Transfers and Subsidies (% of GDP) - - 2 (175) 0 (272) 3 (15.6)
(b) Marginal Tax Rates (Top Rate) - - - - 3 50)
(c) Conscription 0 0 0 0 0

IV. International Sector 0.5 1.4 2.8 3.4 6.3

(a) Taxes on International Trade (Avg.) - - 6 (54 9 (1.3) 8 (22
(b) Black Market Exchange Rates (Prem.) 1 (175 1 (175) 0 (435) 1 (100) 6 (5)
(c) Size of Trade Sector (% of GDP) - 3 (332) 6 (43.0)0 3 (349 6 (522
(d) Capital Transactions with Foreigners 0 0 0 0 5
Economic Freedom Rating - - 29 1.8 4.1
Ranking of Country 97 106 89 105 87
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BULGARIA

Part 2: Recent Economic Indicators:

Population 1996: 8.4 Real Per Capita GDP: 1996= $4,274
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96): -0.7% Avg. Growth Rate: 1980-90= 3.2%
1990-96= -4.3%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 2.6 -1.9 -9.0 -9.1 -6.9 -5.7 1.8 2.6 -9.0
: Per Capita 2.5 -2.0 -8.3 -8.4 -6.2 -5.0 2.5 3.3 -8.3
Inflation Rate (CPI) 1.2 56 260 3340 794 84.3 96.0 62.0 220.0
Change in Money Supply: (M1) 13.1 15.2 31.0 1250 41.0 27.7 55.2 437 122.1
. (M2) - - - 1204 416 476 78.6 394 1237
Investment/GDP Ratio - - - 226 19.9 15.2 9.4 14.4 7.5
Size of Trade Sector (% of GDP) 458 473 34.9 45.5 48.6 52.2 - - -
Total Gov't Exp./GDP Ratio - 523 55.1 40.1 40.6 44.8 452 41.5 -
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP - -1l -8.3 -4.5 -49 -12.1 -4.7 -5.3 -8.9
Unemployment Rate - - 1.5 10.0 15.0 16.0 12.8 10.5 10.4

* The figures in this table are in percent form.

In 1995 Bulgaria ranked 87th (among the 115
countries rated), up from 105th in 1990. As in the
case of most other former socialist economies, the
development of a market economy in Bulgaria has
been hampered by budget deficits, monetary insta-
bility, and the absence of appropriate economic in-
stitutions. Actually, liberal reforms got off to a
fairly good start. In February 1991 most prices, in-
cluding the exchange and interest rates, were freed
as part of a “shock-therapy” inspired by the exam-
ple of Poland. Political factors, however, slowed
the institution of a sensible privatization program
and resulted in the use of money creation as a
means of financing a bloated government. This
loss of momentum was followed by the return to
power of the former communist party (re-named
socialist) and some reversal of earlier liberaliza-
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tion. Thus, the scope of economic liberalization in
Bulgaria currently lags well behind that of other
Eastern European former socialist countries.
Despite these disasters and the economic decline
of recent years, there are some reasons for future
optimism. The size of government expenditures as
a share of GDP has been reduced. Citizens are now
permitted to maintain foreign currency bank ac-
counts. Furthermore, the Bulgarian government re-
cently adopted a currency board, which is
supposed to be established in 1997. This reform
should tie the hands of politicians seeking to fi-
nance government programs with printing press
money and thereby help bring inflation under con-
trol. In turn, political officials will be forced to
adopt more sensible budget priorities and consider
privatization alternatives more seriously.
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CAMEROON

Economic Freedom Rating

10
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1980 1985

Year
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Part 1: The Economic Freedom Ratings for the Components and Various Area and

Total Government Expenditures
As a Percent of GDP
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Summary Indexes: 1975, 1980, 1985, 1990 and 1995.

(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995

I. Money and Inflation 34 33 4.2 4.7 3.0

(a) Annual Money Growth (last 5 yrs.) 6 (12.3) 1 (222) 4 (14.8) 10 (0.3) 9 (-6.2)
(b) Inflation Variablity (last 5 yrs.) 4 (5.3) 9 (19 9 (1.5 5 (4.2 1 (14.5)
(¢) Ownership of Foreign Currency 0 0 0 0 0

(d) Maint. of Bank Account Abroad 0 0 0 0 0

II. Government Operation 6.0 6.3 6.0 4.8 3.8

(a) Gov't Consump. (% of Total Consump.) 8 (13.1) 9 (104) 8 (14.0) 7 (14.5) 7 (15.1)
(b) Government Enterprises 4 4 4 4 4

(c) Price Controls - - - 2 2

(d) Entry Into Business - - - - 5.0

(e) Legal System - - - - 0.0

(f) Avoidance of Neg. Interest Rates - 6 6 8 4

IIL. Takings 9.2 10.0 6.3 5.0 4.9

(a) Transfers and Subsidies (% of GDP) 9 (1.4 10 (0.8) 10 (0.6) 8 (2.7) 9 (1.9)
(b) Marginal Tax Rates (Top Rate) - - 2 (60) 1 (60) 0 (66)
(c) Conscription 10 10 10 10 10

IV. International Sector 2.4 2.7 4.5 3.8 3.3

(a) Taxes on International Trade (Avg.) 0(13.4) 1 (11.0) 5 (6.1) 6 (54) 3 (1.7
(b) Black Market Exchange Rates (Prem.) 7 (2 7 2 8 ¢y 6 @) 8§
(c) Size of Trade Sector (% of GDP) 3(24.1) 3 (257 5 (28.8) 2 (20.8) 1 (20.1)
(d) Capital Transactions with Foreigners 0 0 0 0 0
Economic Freedom Rating 4.8 5.2 53 4.6 3.9
Ranking of Country 28 24 26 56 92
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CAMEROON

Part 2: Recent Economic Indicators:

Population 1996: 13.7 Real Per Capita GDP : 1995= $1,098
(in 1995 U.S. dollars)

(in millions)
Annual Rate of Change (1985-96):  2.7%

Avg. Growth Rate: 1980-90= -0.6%
1990-95=-4.0%

Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP:Aggregate -7.2 -6.0 2.1 -0.4 -4.4 1.0 -18.0 5.8 -
: Per Capita -9.9 -8.7 -0.6 3.1 -7.1 -1.7 207 3.1 -
Inflation Rate (CPI) 1.7 -1.7 1.1 0.1 -0.1 32 351 13.9 -
Change in Money Supply: (M1) 0.4 7.2 -1.5 27 -279 -141 351 -11.6 -
1 (M2) 2.0 6.1 -1.7 1.8 -219 92 265 -6.2 -
Investment/GDP Ratio 279 27.2 29.0 - - - - - -
Size of Trade Sector (% of GDP) 19.4 21.0 20.8 19.9 20.3 20.1 - - -
Total Gov't Exp./GDP Ratio - 201 21.3 217 18.2 - - - -
Central Government Budget
Deficit (+) or Surplus (+)
As a Percent of GDP - =32 -5.8 -5.2 -2.1 - - - -
Unemployment Rate

* The figures in this table are in percent form.

After increasing from 4.8 to 5.3 between 1975 and
1985, Cameroon’s economic freedom rating
plunged to 3.9 during the last decade. It ranked
92nd among the 115 countries of our study in
1995.

From the viewpoint of economic freedom, the
major strengths of this economy are the absence
of conscription and a largely convertible cur-
rency—the black market premium in the foreign
exchange market has generally been small.

The major weaknesses are:

« The widespread presence of government
enterprises;
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* A weak, often discriminatory legal system;

» High marginal tax rates (the 66% top mar-
ginal rate was exceeded only by Italy in
1995);

» Restrictive trade practices (high tariffs and
a small trade sector); and

*» Restrictions on the mobility of capital (di-
rect investments abroad must be approved
by the Ministry of Finance).

As Cameroon has moved to a more restrictive
economy, its growth rate has plunged. Real per
capita GDP has fallen at an annual rate of 4% thus
far in the 1990s.
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CANADA

Economic Freedom Rating

Total Government Expenditures
As a Percent of GDP
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1975 1980 1985 1990 1995 1975 1980 1985 1990 1995
Year Year
Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)
Components of Economic Freedom 1975 1980 1985 1990 1995
I. Money and Inflation 71 94 6.9 9.7 9.7
(a) Annual Money Growth (last 5 yrs.) 6 (104) 9 (549 4 (14.2) 9 (55 9 @7
(b) Inflation Variablity (last 5 yrs.) 5 (40 9 (1.9 6 (32 10 (1.0 10 (0.6)
(c) Ownership of Foreign Currency 10 10 10 10 10
(d) Maint. of Bank Account Abroad 10 10 10 10 10
II. Government Operation 4.5 53 4.9 6.1 6.4
(a) Gov't. Consump. (% of Total Consump.) 2 (256) 2 (25.8) 1 (26.0) 2 (25.6) 2 (24.5)
(b) Government Enterprises 6 6 6 6 6
(¢) Price Controls - - - 8 7
(d) Entry Into Business - - - - 7.5
(e) Legal System - - - - 7.5
(f) Avoidance of Neg. Interest Rates 6 10 10 10 10
IIL Takings 48 44 3.5 49 4.0
(a) Transfers and Subsidies (% of GDP) 4 (9.1) 3 (14.5) 2 (16.3) 3 (15.6) 2 (17.7)
(b) Marginal Tax Rates (Top Rate) 4 (43-61) 4 (47-62) 3 (49-60) 5 (42-47) 4 (44-54)
(c) Conscription 10 10 10 10 10
IV. International Sector 8.0 8.7 8.7 8.8 9.2
(a) Taxes on International Trade (Avg.) 6 (37 8 (249 8 (A7 9 (1.2 9 (0.7
(b) Black Market Exchange Rates (Prem.) 10 0 10 0) 10 © 10 ()] 10 )
(c) Size of Trade Sector (% of GDP) 8 (236) 9 (2795) 9 (27.2) 8 (25.6) 10 (36.2)
(d) Capital Transactions with Foreigners 8 8 8 8 8
Economic Freedom Rating 6.0 6.7 5.9 7.1 6.9
Ranking of Country 12 5 18 14
70
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CANADA

Part 2: Recent Economic Indicators:

Population 1996: 30.0 Real Per Capita GDP: 1996 = $24,115
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96):  1.6% Avg. Growth Rate: ~ 1980-90 = 1.9%
1990-96 = -0.3%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 4.9 2.4 -0.2 -1.8 0.8 2.2 4.1 2.3 1.6
: Per Capita 3.3 0.8 -1.8 -3.4 -0.8 0.6 2.5 0.7 0.0
Inflation Rate (CPI) 4.0 5.0 4.8 5.6 1.5 1.8 0.2 22 22
Change in Money Supply: (M1) 5.8 5.9 0.8 44 7.5 5.9 6.5 10.5 17.0
1 (M2) 10.6 13.5 7.7 49 9.5 10.9 8.0 6.2 5.6
Investment/GDP Ratio 22.5 23.0 20.7 19.0 18.1 18.2 19.0 18.2 -
Size of Trade Sector (% of GDP) 26.3 25.6 256 252  27.0 296 333 36.2 -
Total Gov't Exp./GDP Ratio 44.2 44.8 47.8 51.1 52.1 522 489 48.2 473 P
General Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP -2.5 -2.9 -4.1 -6.6 -7.4 -7.3 -5.3 -4.1 -2.7
Unemployment Rate 7.7 7.5 8.1 10.3 11.3 11.2 10.4 9.5 9.7 4

* The figures in this table are in percent form.
2 December, 1996.

P Preliminary.

Canada’s economic freedom rating has increased
slightly during the last decade after experiencing a
modest decline during 1975-1985. In 1995 its rank-
ing was 14th, up from an 18th place finish in 1985
and a notch below its 12th place position in 1975.

Canada rates high marks in both the monetary
and international areas. In recent years, the infla-
tion rate has been low and relatively stable and
Canadians are free to maintain bank accounts in
other currencies. Tariff rates have declined and
they are relatively low. The currency is fully con-
vertible and the international trade sector is large
for a country of this size.

Its major shortcomings are government con-
sumption and the transfer sector. Expenditure lev-
els in these areas are looking more and more like
those of the European welfare states and less like
the United States. Like France, Germany, and the
United Kingdom, Canada channelled one-fourth of
the total consumption expenditures through gov-
ernment in 1995. Income transfers and subsidies
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summed to 17.7% of GDP in 1995, nearly twice the
level of 1975. Government expenditures increased
to 48.2% of GDP in 1995, up from 40.5% in 1980.
As a share of GDP, total government expenditures
in Canada are now one-third higher (48% com-
pared to 36%) than in the United States.

The growth of government expenditures gener-
ally leads to budget deficits, stagnating investment,
and unemployment. The Canadian experience fits
this general pattern. During the 1990s, budget def-
icits averaged more than 5% of GDP. The invest-
ment/ GDP ratio, which was persistently greater
than 20% during the 1980s, has averaged only
18.5% during the last five years. The Canadian un-
employment rate continues to hover around 10%, a
rate that is currently more than 4% higher than that
of the United States. Canada needs to shrink the
size of its transfer sector, move toward a balanced
budget, and deregulate its labor market. Effective
action in these areas would promote both economic
freedom and prosperity.
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CHILE

Economic Freedom Rating
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Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995

I. Money and Inflation 0.0 1.9 6.1 6.0 6.3

(a) Annual Money Growth (last 5 yrs.) 0 (2133) 0 (95.6) 6 (10.6) 1 (25.2) 2 (19.9)
(b) Inflation Variablity (last 5 yrs.) 0 (234.0) 0 (80.6) 2 (9.6) 6 (3.2 6 (3.6)
(c) Ownership of Foreign Currency 0 10 10 10 10

(d) Maint. of Bank Account Abroad 0 0 10 10 10

II. Government Operation 4.5 6.0 6.4 7.4 8.8

(a) Gov't Consump. (% of Total Consump.) 5 (184) 7 (15.7) 6 (16.7) 8 (13.3) 9(12.9)
(b) Government Enterprises 4 4 6 6 8

(c) Price Controls - - - 8 10

(d) Entry Into Business - - - - 10.0

(e) Legal System - - - - 5.0

(f) Avoidance of Neg. Interest Rates - 8 8 8 10

III. Takings 1.6 2.5 1.7 34 3.9

(a) Transfers and Subsidies (% of GDP) 4 94 4 (104 3 (12.8) 5 (6.3) 5 (6.7)
(b) Marginal Tax Rates (Top Rate) 0 (80) 2 (60) 1 57 3 (50) 4 (45)
(c) Conscription 0 0 0 0

IV. International Sector 4.8 4.9 3.9 6.2 6.0

(a) Taxes on International Trade (Avg.) 6 (56) 7 (2.3 5 (5.7 6 (3.7 7 (3.5
(b) Black Market Exchange Rates (Prem.) 6 5) 6 6) 4 (22) 10 ©) 7 @
(c) Size of Trade Sector (% of GDP) 5 (264) 4 (249 5 (26.9) 7 (32.7) 4 (28.3)
(d) Capital Transactions with Foreigners 2 2 2 2 5
Economic Freedom Rating 2.7 38 4.1 5.6 6.4
Ranking of Country 87 57 60 28 25
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CHILE

Part 2: Recent Economic Indicators:

Population 1996: 14.4 Real Per Capita GDP: 1996= $8,316
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96): 1.6% Avg. Growth Rate: 1980-90=  2.0%
1990-96= 5.2%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 7.3 9.9 3.3 73 11.0 6.3 4.2 8.5 7.0
: Per Capita 5.7 8.3 1.7 5.7 9.4 4.7 2.6 6.9 5.4
Inflation Rate (CPI) 14.7 170 260 218 15.4 12.7 11.4 8.2 6.6
Change in Money Supply: (M1) 46.5 17.2 23.3 44.7 26.3 21.2 16.2 22.2 21.5
:(M2) 27.1 312 235 28.1 23.3 234 11.3 25.8 -
Investment/GDP Ratio 22.8 255 26.3 24.5 26.8 28.8 26.8 27.4 -
Size of Trade Sector (% of GDP) 31.1 329 327 31.0 30,0 29.0 275 28.3 -
Total Gov't Exp./GDP Ratio ? 240 204 203 21.1 20.3 20.8 20.5 19.2 21.0
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP +1.0 +1.4 +0.8 +1.5 +2.2 +1.9 +1.7 +2.5 +2.2
Unemployment Rate 8.1 53 5.6 5.3 4.4 4.5 5.9 47 6.6 °

* The figures in this table are in percent form.

8 These data are from the Ministry of Public Finances Statistical Report, 1996, and Monthly Report, Central Bank of
Chile, 1997. They exclude the expenditures of local governments, which were approximately 1.5% of GDP during

this period.
b June, 1996.

During the last two decades, no economy has un-
dergone more fundamental economic change and
moved more persistently toward economic free-
dom than Chile. In 1975 this was one of the least
free economies in the world, ranking 87th among
the 96 countries that we were able to rate. By 1985
it had risen to 60th and it continued the climb to
25th in 1995. The figures on total government ex-
penditures also reflect the dramatic change. In
1975, total government expenditures consumed
37% of GDP, but by 1985 this figure had fallen to
30% and by 1995 it was down to 20% of GDP.
The key elements of this economic transforma-
tion were a move toward monetary restraint, legal-
ization of foreign currency bank accounts, a
reduction of government consumption, privatiza-
tion of state enterprises, social security reform,
lower marginal tax rates, lower tariffs, and a more
liberal exchange rate system. Perhaps the most im-
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portant reform was that of social security. Under
the Chilean plan, rather than pay into a social secu-
rity system, individuals were allowed to channel
their funds into private sector savings and invest-
ment funds. Most chose to do so, and this essen-
tially led to the privatization of the government-
operated system. Several other countries are now
considering options similar to the Chilean plan.

Chile’s economic record speaks for itself. It has
become the first non-Asia country to achieve
Asian-like growth rates. During the 1984-1996 pe-
riod, the Chilean growth of real GDP has averaged
6.5%. More needs to be done. Chile needs to make
its currency completely convertible and adopt a
more stable monetary policy (Note the growth rate
of the money supply continues to exceed 20%). If
it follows this course, it will become one the ten
freest countries in the world and will surely con-
tinue to experience growth and prosperity.
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CHINA

Economic Freedom Rating

Total Government Expenditures

As a Percent of GDP

8

1975 1980 1985 1990
Year

100

80 |

60 -

40

20

1995 1975

35.8
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38.4

1985

Year

31.6

1990

1994

Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.

(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995
I. Money and Inflation 0.0 4.0 2.6 5.8 38
(a) Annual Money Growth (last 5 yrs.) - 2 (2000 2 (203) 5 (13.8) 3 (16.2)
(b) Inflation Variablity (last 5 yrs.) - 0 @11 6 (B2 7 @7 3 (14
(c) Ownership of Foreign Currency 0 0 0 10 10
(d) Maint. of Bank Account Abroad 0 0 0 0 0
II. Government Operation 0.0 0.0 0.0 0.8 25
(a) Gov't Consump. (% of Total Consump.) - - - - 3 (23.0)
(b) Government Enterprises 0 0 0 0 0
(c) Price Controls - - - 2 3
(d) Entry Into Business - - - - 5.0
(e) Legal System - - - - 0.0
(f) Avoidance of Neg. Interest Rates - 0 0 0 4
I11. Takings 0.0 0.0 4.7 3.9 4.7
(a) Transfers and Subsidies (% of GDP) - - - - -
(b) Marginal Tax Rates (Top Rate) - - 6 (45 S5 (45 6 (45
(c) Conscription 0 0 0 0
IV. International Sector 1.5 2.5 3.2 5.0 7.0
(a) Taxes on International Trade (Avg.) - 5 67 1 (100) 6 @37 9 @12
(b) Black Market Exchange Rates (Prem.) 3 249 3 25) 4 (11 1 (159 5 )
(¢) Size of Trade Sector (% of GDP) - 1 (65 8 (13.1) 10 (17.1) 10 (20.9)
(d) Capital Transactions with Foreigners 0 0 2 5 5
Economic Freedom Rating 23 2.7 3.9 4.3
Ranking of Country 99 95 77 81
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CHINA

Part 2: Recent Economic Indicators:
Population 1996: 1234 Real Per Capita GDP 1996= $3,383
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96): 1.2% Avg, Growth Rate: 1980-90=  7.3%
1990-96=  8.9%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 11.2 4.3 3.9 8.0 13.2 13.8 11.9 10.2 9.7
: Per Capita 10.0 3.1 2.7 6.8 12.0 12.6 10.7 9.0 8.7
Inflation Rate (CPI) 18.7 18.3 3.1 3.5 6.2 146 242 16.9 6.1
Change in Money Supply: (M1) 20.0 6.3 20.1 232 357 389 262 16.8 18.9
: (M2) 20.7 18.3 287  26.5 31.3 37.3 34.5 29.5 25.3
Investment/GDP Ratio 30.6 25.1 24.3 25.9 30.4 36.1 35.2 32.7 34.9
Size of Trade Sector (% of GDP) 17.3 16.5 17.1 18.3 19.8 17.9 22.5 20.9 18.6
Total Gov't Exp./GDP Ratio *? 31,5 323 316 304 286 17.3 16.2 11.5 11.3
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP -0.6 -0.6 -0.8 -1.0 -1.0 -0.6 -1.3 -1.0 -1.0
Unemployment Rate - 2.6 2.5 23 2.3 2.6 2.8 2.9 3.0

* The figures in this table are in percent form.

2 Both budgetary and extra budgetary government expenditures are included in these figures (1988-1994). The extra
budgetary accounts were abolished after 1994. The data for 1995 and 1996 are for the budgetary accounts.

Source: Money supply data are from the Peoples Bank of China, Quarterly Statistical Bulletin. The other data are from

China’s Statistical Yearbook.

Prior to the Communist Party Congress of 1978,
the Chinese economy was operated and controlled
by the government. Under the leadership of Deng
Xiaoping, the Congress adopted several reforms
designed to accelerate development and move the
economy in a new direction. Th fected
the agricultural sector, industrial enterprises, for-

¢ign trade management, taxation, bankmg and fi1-
’mﬂmf The establishment of Special
Economic Zones (SEZs) in several coastal areas in-
creased the openness of the Chinese economy.
With time, this experiment was extended to 14
coastal cities, then to other border cities and towns,
and finally to major cities all over China. The pref-
erential treatment and special policies granted to
SEZs (for example, lower tax rates and customs,
autonomy for local governments to approve for-
eign investments and to develop foreign trade ac-
tivities) are now enjoyed by most Chinese cities.

The impact of economic reform and increased

—
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openness led to the emergence of, and increased
reliance on, markets in China. Under the rural re-
forms adopted in 1979, the collective farms were
dismantled and the arable land allocated to farm-
ers under the “household contract responsibility
system.” In essense, the long-term leases accom-
panying this system provided farmers with a prop-
erty right to land and the produce derived from it.
Farmers were allowed to retain the excess output
for sale in the free market after supplying the state
with a fixed amount of production. The system
provided farmers with a strong incentive to maxi-
mize output and to adjust the products supplied in
response to changing demand conditions. As the
result of these reforms, leasing of agricultural land
for up to 20 years to local farmers, migrant labor
from other provinces, or even investors from Hong
Kong is now common in several regions.

(Continued on page 202.)
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COLOMBIA

Total Government Expenditures

Economic Freedom Rating As A Percent of GDP
10 100
8t 80 -
60
40

1975 1980 1985 1990
Year

1995 1 1975 1980 1985
Year

1990

1995

Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995

I. Money and Inflation 1.6 2.0 55 3.0 6.3

(a) Annual Money Growth (last 5 yrs.) 1(209) 1 (289) 2 (204 1 (289 1 (26.2)
(b) Inflation Variablity (last 5 yrs.) 4 (5.7) 5 @2 9 17 8 (22 7 (@95
(c) Ownership of Foreign Currency 0 0 10 0 10

(d) Maint. of Bank Account Abroad 0 0 0 0 10

II. Government Operation 15 6.4 6.0 6.3 4.6

(a) Gov't Consump. (% of Total Consump.) 9(11.0) 9 (126) 8 (134) 8 (13.6) 1 (28.4)
(b) Government Enterprises 6 4 4 4 6

(c) Price Controls - - - 6 5

(d) Entry Into Business - - - - 7.5

(e) Legal System - - - - 0.0

(f) Avoidance of Neg. Interest Rates - - - 8 8

IIL. Takings 6.0 4.1 5.1 6.5 6.5

(a) Transfers and Subsidies (% of GDP) 8 (3.0 8 (29 7 @449 7 (3.7 7 &0
(b) Marginal Tax Rates (Top Rate) 6 (41) 2 (s6) 5 49 8 (30) 8 (30)
(c) Conscription 0 0 0 0 0

IV. International Sector 2.0 2.3 2.4 2.5 5.0

(a) Taxes on International Trade (Avg.) 3 (749 3 (78 3 @5 3 (@31 6 (40
(b) Black Market Exchange Rates (Prem.) 3 (29 4 (1) 5 o 4 an 5 @)
(c) Size of Trade Sector (% of GDP) 2(149) 2 (159 1 (132) 3 (17.7) 3 (18.4)
(d) Capital Transactions with Foreigners 0 0 0 0 5
Economic Freedom Rating 4.2 3.6 4.6 4.8 5.5
Ranking of Country 44 68 37 43 58
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COLOMBIA

Part 2: Recent Economic Indicators:

Population 1996: 357 Real Per Capita GDP 1996= $5,310
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96): 2.1% Avg. Growth Rate: 1980-90= 1.2%
1990-96=  2.0%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 4.1 34 43 2.0 4.0 54 5.7 5.3 2.4
: Per Capita 2.0 1.3 22 -0.1 19 33 3.6 3.1 0.3
Inflation Rate (CPI) 28.1 25.8 291 304 270 226 238 210 200
Change in Money Supply: (M1) 25.7 - - 317 443 27.7 27.4 23.1 16.5
: (M2) 21.6 - - 208 450 375 346 217 14.6
Investment/GDP Ratio 220 20.0 18.5 16.0 172 212 211 21.1 -
Size of Trade Sector (% of GDP) 15.1 15.9 17.7 17.3 17.7 18.3 17.8 18.4 -
Total Gov't Exp./GDP Ratio 14.1 15.1 15.5 167 215 172 20.0 16.6 -
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP +0.3 -04 -0.1 +0.3 0.0 +03  +04 1.9 -
Unemployment Rate - 8.9 10.2 9.8 10.3 8.7 8.9 8.9 11.7 2

* The figures in this table are in percent form.
2 June, 1996.

While Colombia’s rating has improved slightly,
its ranking has actually declined because other
countries have moved more rapidly toward liber-
alization. In 1995 it ranked 55th (among 115
countries), down from 37th in 1985 and 44th in
1975. It has ranked among the middle group of
countries throughout the last decade.

Clearly the moves toward economic freedom
have been modest. There has been some deregula-
tion. Citizens are now permitted to maintain for-
eign currency bank accounts. Restrictions on the
mobility of capital have been liberalized a little
and there has been some privatization of state en-
terprises. But there is no comprehensive plan for
economic liberalization. The government contin-
ues to regulate prices in several areas and impose
exchange rate controls. Monetary growth contin-
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ues at a rate that is far too expansionary for the
achievement of price stability (a low and stable
rate of inflation). Perhaps the major weakness of
this economy is the absence of rule of law princi-
ples. Laws are often complex and ambiguous,
which provides government officials with sub-
stantial discretionary authority. Not surprisingly,
this authority is often exercised in a discrimina-
tory manner and the process breeds corruption.

Among Latin American nations, Colombia has
had one of the stronger rate of economic growth
during the last 15 years. Deregulation of markets,
reform of the legal structure, and adoption of pol-
icies (and institutions) consistent with monetary
and price stability would greatly improve the per-
formance of this economy and lay the foundation
for solid growth and prosperity.
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COSTA RICA

Total Government Expenditures

Economic Freedom Rating As a Percent of GDP
10 100
80 |
60
40
19.1 250 51 256 20.4

1975 1980 1985 1990 1995 1975 1980 1985 1990 1995
Year Year

Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)
Components of Economic Freedom 1975 1980 1985 1990 1995
I. Money and Inflation 4.6 5.9 4.3 7.2 6.5
(a) Annual Money Growth (last 5 yrs.) 1(23.1) 2 (20.5) 1 (34.8) 5 (13.2) 5 (134
(b) Inflation Variablity (last 5 yrs.) 2 89 5 (45 1 (242 6 (3.3 4 (5.8
(c) Ownership of Foreign Currency 10 10 10 10 10
(d) Maint. of Bank Account Abroad 10 10 10 10 10
II. Government Operation 6.0 5.0 5.2 6.1 7.0
{(a) Gov't Consump. (% of Total Consump.) 6(175) 4 (218) 4 (208 3 (2238 3 (22.2)
(b) Government Enterprises 6 6 6 8 8
(¢) Price Controls - - - 6 6
(d) Entry Into Business - - - - 10.0
(e) Legal System - - - - 7.5
(f) Avoidance of Neg. Interest Rates - - 6 8 8
III. Takings 6.1 5.7 4.7 7.9 1.5
(a) Transfers and Subsidies (% of GDP) - 5 (6.0 5 (7.2) 6 (5.0 5 (7.0
(b) Marginal Tax Rates (Top Rate) 5 (50) 5 (50) 3 (50) 9 25 9 (25)
(¢) Conscription 10 10 10 10 10
IV. International Sector 3.9 9 3.8 5.8 7.3
(a) Taxes on International Trade (Avg.) 5 (5.9 6 (5.3 4 (6.9 4 (7.0 6 (4.6)
(b) Black Market Exchange Rates (Prem.) 5 (8 1 (69) 3 (24) 10 0) 10 ()}
(c) Size of Trade Sector (% of GDP) 3343) 2 (31.7) 3 (31.6) 3 (37.7) 4 (41.5)
(d) Capital Transactions with Foreigners 2 2 5 5 8
Economic Freedom Rating 5.0 4.8 4.5 6.7 7.1
Ranking of Country 24 28 39 9
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COSTA RICA

Part 2: Recent Economic Indicators:

Population 1996: 32 Real Per Capita GDP: 1995= $5,238
(in millions) (in 1985 U.S. dollars)
Annual Rate of Change (1985-96): 2.3% Avg. Growth Rate: 1980-90= 0.2%
1990-95= 2.2%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 34 57 3.6 23 7.7 6.3 4.5 25 -
: Per Capita 1.1 44 1.3 0.0 5.4 4.0 2.2 0.2 -
Inflation Rate (CPI) 20.8 16.5 190 287 218 9.8 13.5 23.2 17.4
Change in Money Supply: (M1) 53.2 2.0 39 200 37.2 7.0 37.7 -6.0 -
:(M2) 40.2 16.4 27.5 337 245 15.2 22.0 48 -
Investment/GDP Ratio 24.5 26.5 27.4 25.2 29.3 29.9 26.8 25.5 -
Size of Trade Sector (% of GDP) 349 367 377 394 410 424 413 41.5 -
Total Gov't Exp./GDP Ratio 24.5 26.1 256 248 239 262 30.6 204 -
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP - 221 -3.1 -1.3 +0.9 -0.2 -5.7 -5.1 -
Unemployment Rate - 3.8 4.6 5.5 4.1 4.1 4.2 - -

* The figures in this table are in percent form.

The experience of Costa Rica illustrates the impor-
tance of economic freedom as a source of progress.
Between 1975 and 1985 Costa Rica’s economic
freedom rating declined and it fell to a 39th place
ranking among the 107 countries rated in 1985. Be-
tween 1985 and 1990, its economic freedom rating
rose substantially and it moved up to a 9th place
ranking in both 1990 and 1995.

Several factors contributed to the jump in Costa
Rica’s rating. The top marginal tax rate was sliced
from 50% to 25%. Various restraints on interna-
tional trade were liberalized. The average tariff
rate was cut from 6.9% in 1985 to 4.6% in 1995.
Exchange rate controls were relaxed and eventu-
ally eliminated. Responding to trade liberaliza-
tion, the size of the trade sector increased from
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30% of GDP in the mid-1980s to more than 40%
in the 1990s. Perhaps excessive monetary growth
is the major current shortcoming of this economy.
The annual rate of monetary growth during the
1985-1994 period averaged approximately 20%, a
rate that is far too expansionary for the achieve-
ment of stable prices.

The increase in economic freedom has fueled
economic growth. During the 1985-1995 period,
the real GDP of Costa Rica expanded at an aver-
age annual rate of 4%, more than twice the rate of
the 1975-1985 period. Costa Rica has now expe-
rienced 12 straight years of growth in real GDP.
Continued movement toward economic freedom
will keep this country on a solid growth path.
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CZ E C H R E P U B L I C {Data prior to 1993 are for former Czechoslovakia)

Total Government Expenditures

Economic Freedom Rating As a Percent of GDP
8 100
80
6 -
5.2 61.5
60 -
4 L
24 40 r
27 20
0 N/R N/R N/R N/A~ NA NA
1975 1980 1985 1990 1995 1975 1980 1985 1990 1995
Year Year

Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995

I. Money and Inflation 0.0 0.0 5.7 4.7 4.6

(a) Annual Money Growth (last 5 yrs.) - - 10 (3.0) 10 (0.4) 2 (20.0)
(b) Inflation Variablity (last 5 yrs.) - - 8 (2.2) 5 4.0 1 (13.9)
(c) Ownership of Foreign Currency 0 0 0 0 10

(d) Maint. of Bank Account Abroad 0 0 0 0 10

I1. Government Operation 0.5 0.5 0.5 0.3 5.5

(a) Gov't Consump. (% of Total Consump.) 1 (26.6) 1(27.3) 1 (30.1) 1(29.9) 2 (25.9)
(b) Government Enterprises 0 0 0 0 4

(¢) Price Controls - - - 0 6

(d) Entry Into Business - - - - 10.0

(e) Legal System - - - - 5.0

(f) Avoidance of Neg. Interest Rates - - - - 6

I11. Takings 0.0 0.0 0.0 1.9 2.3

(a) Transfers and Subsidies (% of GDP) - - - 0(37.2) 0 (28.4)
(b) Marginal Tax Rates (Top Rate) - - - 4 (5% 5 (43)
(¢) Conscription 0 0 0 0 0

IV. International Sector 0.0 0.0 1.6 3.2 8.4

(a) Taxes on International Trade (Avg.) - - - 6 (4.0) 9 (1.1)
(b) Black Market Exchange Rates (Prem.) 0 (359 0 (387) 0 (423) 2 (61 10 (0)
(c) Size of Trade Sector (% of GDP) - - 7 (34.9) 5(344) 10 (61.6)
(d) Capital Transactions with Foreigners 0 0 0 0 5
Economic Freedom Rating 24 5.2
Ranking of Country 101 62
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CZECH REPUBLIC

Part 2: Recent Economic Indicators: a

Population 1996: 10.3 Real Per Capita GDP: 1996 = $9,930
(in millions) (in 1995 U.S. doliars)
Annual Rate of Change (1990-96): 0.0% Avg. Growth Rate: 1990-96 = -1.6%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP:Aggregate 2.3 0.7 -1.5  -14.0 -6.9 0.0 2.1 4.8 4.0
: Per Capita 2.3 0.7 -1.5 -14.0 -6.9 0.0 2.1 4.8 4.0
Inflation Rate (CPI) 0.1 14 10,0 577 10.8 20.8 10.1 9.1 9.0
Change in Money Supply: (M1) 6.1 4.7 0.2 42 25.7 24.0 50.3 6.7 -
: (M2) 6.7 6.3 3.8 107 276 22.5 204 293 -
Investment/GDP Ratio 13.5 12.9 15.7 13.3 - 184 204  28.0 -
Size of Trade Sector (% of GDP) - - - 542 56.0 55.6 52.7 61.6 -
Total Gov't Exp./GDP Ratio - 723 61.5 57.1 60.1 47.5 442 440 -
Central Government Budget
Deficit (+) or Surplus (+)
As a Percent of GDP - 24 +0.1 -2.0 -3.3 +0.0 +1.0 +0.6 0.0
Unemployment Rate - - 1.2 4.0 3.0 3.7 33 2.9 3.5

* The figures in this table are in percent form.

a All data prior to 1993 are for the former Czechoslovakia. The 1993-96 data are for the Czech Republic only. The
Czech Republic comprised approximately two-thirds of the former Czechoslovakia.

Our index indicates that the Czech Republic has
made significant moves toward economic freedom
since the fall of communism and the Velvet Revo-
lution of 1989. Its summary rating increased from
2.4 in 1990 to 5.2 in 1995. Similarly, its ranking
rose from 101th in 1990 to 62nd in 1995. (Note:
the 1990 figures are for the former Czechoslova-
kia.) Its 1995 rating was slightly higher than that
of Greece and Hungary, for example.

The Czech Republic has made the transition to
a market economy smoother than the other former
socialist countries. Because it exercised greater
monetary restraint prior to the decontrol of prices,
it was spared the hyperinflation that beset most
other transitional economies. Institutional change
accounts for much of the improvement since
1990. Price controls have been eliminated from
most products. Various types of privatization pro-
grams, including a voucher plan that privatized
many large firms, have reduced the size and scope
of state-operated enterprises. Exchange rate con-
trols have been eliminated and the Czech koruna
is now a fully convertible currency. As trade bar-
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riers have fallen, the size of the trade sector has
grown and it is now quite large for a country the
size of the Czech Republic. Finally, government
expenditures for both consumption and income
transfers have been curtailed. In 1995 total gov-
ernment expenditures summed to 44% of GDP,
down from 61.5% in 1990.

Problems remain. Monetary policy is too ex-
pansionary for the achievement of stable prices;
therefore the inflation rate continues to hover
around 10%. In the case of recently privatized as-
sets, the legal system is often unable to protect the
property rights of the new owners against the ac-
tions of holdover managers. Both employment
and income taxes are high and compliance is low
and difficult to enforce in an economy where most
transactions are conducted with cash rather than
checks. Nonetheless, the foundation for a market
economy has been laid and the Czech Republic is
now on a solid, sustainable growth path. If it con-
tinues to move toward economic freedom, its fu-
ture will be bright.
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DENMARK

Economic Freedom Rating

Total Government Expenditures

1975 1980 1985 1990
Year

As a Percent of GDP
100
80 +
eo b s62 593 586 609

1995

Part 1: The Economic Freedom Ratings for the Components and Various Area and

40 -

20

1975

1980 1985
Year
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1995

Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995

I. Money and Inflation 4.8 5.5 3.9 9.1 10.0

(a) Annual Money Growth (last 5 yrs.) 6 (12.2) 7 (8.8) 4 (14.7) 7 (8.6) 10 (1.8)
(b) Inflation Variablity (last 5 yrs.) 9 (21) 10 (0.8) 8 (24) 10 (0.8) 10 (0.3)
(c) Ownership of Foreign Currency 0 0 0 10 10

(d) Maint. of Bank Account Abroad 0 0 0 10 10

I1. Government Operation 33 3.7 3.7 4.4 6.9

(a) Gov't Consump. (% of Total Consump.) 0 (30.7) 0 (32.3) 0 (31.6) 0 (32.8) 0 (31.8)
(b) Government Enterprises 4 4 4 4 4

(c) Price Controls - - - 6 9

(d) Entry Into Business - - - - 10.0

(e) Legal System - - - - 10.0

(f) Avoidance of Neg. Interest Rates 8 10 10 10 10

IIL. Takings 1.3 0.4 0.4 0.4 0.5

(a) Transfers and Subsidies (% of GDP) 2 (17.8) 1 (20.8) 1 (204) 1 (22.6) 0 (26.5)
(b) Marginal Tax Rates (Top Rate) 1 (63) 0 (66) 0 (73) 0 (68 1 (63.5)
(¢) Conscription 0 0 0 0 0

IV. International Sector 6.7 6.7 7.7 7.5 8.2

(a) Taxes on International Trade (Avg.) 9 (0.9) 10 (0.1) 10 (0.0) 10 (0.0) 10 (0.0)
(b) Black Market Exchange Rates (Prem.) § (1) 7 2 10 (0) 10 (0) 10 (0)
(c) Size of Trade Sector (% of GDP) 3(30.6) _ 3(33.3) 4 (36.5) 3 (32.8) 2 (324)
(d) Capital Transactions with Foreigners 5 5 5 5 8
Economic Freedom Rating 3.9 38 3.7 4.8 5.9
Ranking of Country 55 57 73 43 42

82

www fraserinstitute.org



DENMARK

Part 2: Recent Economic Indicators:

Population 1996: 53 Real Per Capita GDP 1996= $21,777
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96): 0.2% Avg. Growth Rate: 1980-90= 2.0%
1990-96= 1.8%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 1.2 0.6 14 1.3 0.2 1.5 44 2.6 2.7
: Per Capita 1.0 0.4 1.2 1.1 0.0 1.3 42 24 2.5
Inflation Rate (CPI) 4.6 4.8 2.6 24 2.1 1.3 2.0 2.1 23
Change in Money Supply: (M1) 19.5 0.4 8.1 9.2 -0.9 10.5 -1.4 4.6 8.9
: (M2) 5.4 1.3 6.5 6.1 -0.7 19.7 -10 6.2 7.9

Investment/GDP Ratio 17.9 18.4 17.3 16.4 15.4 14.2 14.8 17.5 -
Size of Trade Sector (% of GDP) 31.0 32.8 328 34.1 33.2 30.8 32.0 324 -
Total Gov't Exp./GDP Ratio 59.4 59.6 58.6 59.2  61.1 637 63.6 60.9 61.6 P
General Government Budget

Deficit (-) or Surplus (+)

As a Percent of GDP 0.6 -0.5 -1.5 -2.1 -2.9 -3.9 -3.5 -1.6 -1.5
Unemployment Rate 8.6 9.3 9.6 10.5 11.4 10.1 82 7.1 562

* The figures in this table are in percent form.
a October, 1996

P Preliminary

Denmark’s 5.9 rating in 1995 placed it 42nd
among the 115 countries in our study.
Denmark’s rating has improved during the last
decade, primarily as the result of a freer and more
stable monetary regime. During the last five years,
monetary expansion has been low (less than 5%)
and the inflation rate has been steady at an annual
rate of approximately 2%. The former restrictions
on the maintenance of foreign currency bank ac-
counts have been abolished. Removal of prior re-
strictions limiting the mobility of capital have also
contributed to Denmark’s recent improvement.
The strengths of this economy are monetary sta-
bility and relatively free international exchange.
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(Note the high ratings in each of these areas.) Its
major deficiencies are huge government consump-
tion and transfer sectors and the high taxes re-
quired for their finance. Government now takes
60% of the Danish GDP, up from 48% in 1975.
The current top marginal tax rate of 63.5% is one
of the highest in the world. Even though the legal
and economic institutions of this country are
strong, economic freedom is limited when 60% of
the income is channelled by the government,
rather than by markets reflecting the personal
choices of individuals.
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DOMINICAN REPUBLIC

Economic Freedom Rating

10

1975 1980 1985 1990
Year

1995

Total Government Expenditures
As a Percent of GDP
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1980 1985
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1990

14.6

1995

Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995

I. Money and Inflation 1.9 5.2 3.3 0.6 2.6

(a) Annual Money Growth (last 5 yrs.) 3(166) 6 (106) 3 (17.4) 1 (382) 3 (17.3)
(b) Inflation Variablity (last 5 yrs.) 3 68 S5 @47 2 (131 1 (16.7) 5 (41
(¢) Ownership of Foreign Currency 0 0 0 0 0

(d) Maint. of Bank Account Abroad 0 10 10 0 0

1I. Government Operation 8.0 8.0 8.0 5.6 5.9

(a) Gov't Consump. (% of Total Consump.) 10 82) 10 (0) 10 (1) 10 (69 10 (9.0)
(b) Government Enterprises 6 6 6 6 6

(c) Price Controls - - - 4 6

(d) Entry Into Business - - - - 5.0

(e) Legal System - - - - 0.0

(f) Avoidance of Neg. Interest Rates - - - 0 8

II1. Takings 3.2 4.9 4.5 4.9 9.1

(a) Transfers and Subsidies (% of GDP) 8 25 9 (16 8 (25 9 (A5 9 (14
(b) Marginal Tax Rates (Top Rate) 0 (73) 0O (73) 0 (73.1) o 73 9 25)
(¢) Conscription 0 10 10 10 10

IV. International Sector 1.8 1.5 3.3 22 3.1

(a) Taxes on International Trade (Avg.) 0 (16.1) 1 92 4 (65 3 (798 1 (12.2)
(b) Black Market Exchange Rates (Prem.) 3 28 2 (37 4 (14) 1 (66) 7 2)
(c) Size of Trade Sector (% of GDP) 3 (28.0) 1 (241) 3 (285 3 (31.2) 2 (27.8)
(d) Capital Transactions with Foreigners 2 2 2 2 2
Economic Freedom Rating 3.3 4.5 4.5 3.6 5.6
Ranking of Country 72 37 39 84 52
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DOMINICAN REPUBLIC

Part 2: Recent Economic Indicators:

Population 1996: 8.1 Real Per Capita GDP 1996= $3,460
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96): 2.1% Avg. Growth Rate: 1980-90= -1.0%
1990-96= 0.9%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 1.6 4.1 -5.8 1.0 8.0 3.0 4.3 4.8 7.3
: Per Capita -0.5 2.0 -1.7 -1.4 55 0.0 22 2.6 5.0
Inflation Rate (CPI) 484 346 799 7.9 52 2.8 14.3 4.2 4.0
Change in Money Supply: (M1) 5.3 259 405 274  26.0 16.6 -39 203 253
: (M2) 514 289 388 409 322 228 6.3 189  20.1
Investment/GDP Ratio 390 28.0 219 203 20.3 220 227 242 232
Size of Trade Sector (% of GDP) 344 337 312 269 26.1 25.3 258 2738 .
Total Gov't Exp./GDP Ratio 18.9 16.6 13.7 12.6 14.2 16.4 17.5 14.6 14.9
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP -0.7 0.7 1.0 1.5 1.0 -0.6 -2.1 0.3 0.2
Unemployment Rate 19.1 18.9 21.0 19.6 20.3 19.9 16.0 15.8 16.7

* The figures in this table are in percent form.

After years of monetary instability, regulatory re-
strictions, discriminatory taxes and economic stag-
nation, the Dominican Republic has taken some
modest steps toward economic freedom in the
1990s. The economic freedom rating of this coun-
try rose from 3.6 in 1990 to 5.6 in 1995. During the
same period, its ranking jumped from 84th to 52nd.

The primary reasons for the improvement of
the 1990s were:

* increased monetary and price stability (note
the sharp reduction in the growth rate of the
money supply between 1990 and 1995 and
the accompanying lower and more stable
rate of inflation);

« relaxation of both interest rate and ex-
change rate controls; and

* a reduction in tax rates—the top marginal
rate was cut from 73% in 1990 to 25% in
1995.

Much more needs to be done. Regulatory re-
strictions limiting entry into business should be
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relaxed. Lower tariffs and liberalization of trade
is badly needed. (Note that the size of the trade
sector is much smaller than would be expected for
a country of this size and location.) Citizens
should be permitted to maintain foreign currency
bank accounts and institutional changes designed
to reinforce and add credibility to the recent
moves toward monetary and price stability would
also be helpful. The major weakness of this econ-
omy, however, is its highly discretionary and of-
ten ambiguous legal structure. Moves toward
greater transparency and more clearly defined
rule of law would do a great deal to promote both
economic freedom and progress.

Perhaps the climate for such changes is im-
proving. The modest moves toward economic
freedom during the 1990s were accompanied by
improved economic performance. In contrast with
the economic decline of the 1980s, real GDP has
grown at a robust 5.5% during the last five years.
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ECUADOR

Total Government Expenditures

Economic Freedom Rating As a Percent of GDP
10
8 -
No Data

1975

1980 1985

Year

1990

1995

Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995

I. Money and Inflation 4.3 5.6 4.6 4.3 4.6

(a) Annual Money Growth (last 5 yrs.) 1 (248 1 (2350 1 (23.0) 1 (400) 1 (345)
(b) Inflation Variablity (last 5 yrs.) 1(146) 5 (@43 2 (102 1 (167) 2 (10.6)
(c) Ownership of Foreign Currency 10 10 10 10 10

(d) Maint. of Bank Account Abroad 10 10 10 10 10

I1. Government Operation 5.5 5.5 4.3 3.5 4.4

(a) Gov't Consump. (% of Total Consump.) 5(182) 5 (196) 7 (151) 9 (11.2) 7 (159
(b) Government Enterprises 6 4 4 4

(c) Price Controls - - - 0 0

(d) Entry Into Business - - - - 7.5

(e) Legal System - - - - 25

(f) Avoidance of Neg. Interest Rates - - 0 0 6

IIL. Takings 3.9 4.7 3.7 5.5 7.8

(a) Transfers and Subsidies (% of GDP) - 6 (49 7 @40 8 (23 9 15
(b) Marginal Tax Rates (Top Rate) 5 (50) S 50y 2 58 s 40) 9 (25)
(c) Conscription 0 0 0 0 0

IV. International Sector 3.6 3.0 31 3.0 5.0

(a) Taxes on International Trade (Avg.) 2 89 3 (72) S5 (62) 6 @40 7 (35
(b) Black Market Exchange Rates (Prem.) 6 (5) 4 13) 2 48 0 (10) 4 (12)
(c) Size of Trade Sector (% of GDP) 5(295) 3 (253) 3 (238 4 (30.1) 3 (279
(d) Capital Transactions with Foreigners 2 2 2 2 5
Economic Freedom Rating 4.2 4.5 3.8 4.8 5.5
Ranking of Country 44 37 69 43 55

86

www fraserinstitute.org



ECUADOR

Part 2: Recent Economic Indicators:

Population 1996: 11.7 Real Per Capita GDP 1995= $4,055
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96):  2.3% Avg. Growth Rate: 1980-90= -0.3%
1990-95= 1.1%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 10.5 0.3 3.0 5.0 3.6 2.0 4.4 23 -
: Per Capita 8.2 -2.0 0.7 2.7 1.3 -0.3 2.1 0.0 .
Inflation Rate (CPI) 582 756 485 487 546 450 273 229 2238
Change in Money Supply: (M1) 527 438 59.0 467 484 637 325 2.7 4
: (M2) 564 38.0 526 541 522 63.0 516 367 -
Investment/GDP Ratio 20.7 175 222 212 202 18.9 186 209 .
Size of Trade Sector (% of GDP) 29.5 303 30.1 306 296 259 252 278 -
Total Gov't Exp./GDP Ratio
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP - 419  +1.8 +15 +23  +26 +03 -1.2 -J
Unemployment Rate - - 6.1 8.5 8.9 8.3 7.1 - -

* The figures in this table are in percent form.

In 1995 Ecuador ranked 55th among the 115
countries of our study. It has persistently ranked
in the middle group during each of our rating
years.

On the positive side, government consumption
and income transfers are both relatively low.
Taxes are also low and the current top marginal
tax rate (25%) is substantially lower than the 58%
rate of the mid-1980s. Citizens are permitted to
maintain foreign currency bank accounts which
provides them with some measure of protection
against the inflation policies that have historically
beset this economy.

Excessive regulation and a weak institutional
structure are the major weaknesses of this econ-
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omy. Regulations control both exchange rates and
interest rates, restrict the mobility of capital, and
often limit entry and increase the cost of doing
business. The central bank is controlled by the
politicians and the monetary institutions do little
to breed confidence that price stability is an im-
portant goal. The legal institutions are also highly
politicized and provide government officials with
discretionary authority, which inevitably leads to
both discrimination and corruption.

This economy has stagnated for two decades.
Perhaps the poor performance will soon create an
environment that will facilitate needed institu-
tional reforms and movement toward economic
freedom.
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EGYPT

Economic Freedom Rating

Total Government Expenditures
As a Percent of GDP
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Part 1: The Economic Freedom Ratings for the Components and Various Area and

Summary Indexes:

1975, 1980, 1985, 1990 and 1995.

(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995
I. Money and Inflation 29 5.6 6.6 8.5 7.4
(a) Annual Money Growth (last 5 yrs.) 3 (16.8) 1 (28.9) 3 (16.1) 6 (10.8) 8 (7.0
(b) Inflation Variablity (last 5 yrs.) 6 (3.5 5 (4.4) 6 (3.4 9 (1.6) 4 (5.7)
(c¢) Ownership of Foreign Currency 0 10 10 10 10
(d) Maint. of Bank Account Abroad 0 10 10 10 10
IL. Government Operation 0.5 2.8 3.2 3.9 33
(a) Gov't Consump. (% of Total Consump.) 1 (28.4) 5 (18.5) 5 (20.2) 9 (12.3) 8 (12.6)
(b) Government Enterprises 0 0 0 0 0
(¢) Price Controls - - - 2 2
(d) Entry Into Business - - - - 2.5
(e) Legal System - - - - 0.0
(f) Avoidance of Neg. Interest Rates - 4 6 6 10
I1L. Takings 0.0 0.8 2.1 2.5 3.0
(a) Transfers and Subsidies (% of GDP) 0 (25.0) 2(17.2) 3 (13.9) 4 (8.9 4 (8.9
(b) Marginal Tax Rates (Top Rate) - 0 (80) 2 (65 2 (65) 3 (50
(c) Conscription 0 0 0 0
IV. International Sector 3.8 3.0 2.1 3.7 4.0
(a) Taxes on International Trade (Avg.) 0 (16.7) 0 (13.1) 1 (12.1) 5 5.9 5 (6.1)
(b) Black Market Exchange Rates (Prem.) 8§ 5 9 1 (146) 2 (56) 6 (3
(c) Size of Trade Sector (% of GDP) 10 (30.7) 10 (36.7) 9 (26.0) 10 (32.5) 5 (23.1)
(d) Capital Transactions with Foreigners 0 0 0 0 0
Economic Freedom Rating 2.1 2.7 3.2 4.2 4.0
Ranking of Country 93 95 84 69 91
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EGYPT

Part 2: Recent Economic Indicators:

Population 1996: 60.1 Real Per Capita GDP : 1995=  $2,654
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96): 2.5% Avg. Growth Rate: 1980-90= 2.6%
1990-95=  1.3%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 5.4 5.0 5.7 1.1 4.4 2.9 3.9 4.6 -
: Per Capita 2.9 2.5 3.2 -1.4 1.9 0.4 14 2.1 -
Inflation Rate (CPI) 17.7 213 16.8 19.7 13.6 12.1 8.2 83 -
Change in Money Supply: (M1) 12.8 9.2 16.6 8.1 8.8 12.1 10.7 8.5 -
: (M2) 21.5 17.5 28.7 19.3 19.4 13.2 11.2 9.9 -
Investment/GDP Ratio 33.2 31.3 294 24.0 19.8 19.7 20.3 19.2 -
Size of Trade Sector (% of GDP) 31.7 30.1 32.5 37.1 326 306 255 23.1 -
Total Gov't Exp./GDP Ratio 366 31.1 27.8 31,9 393 35.7 - - -
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP -7.7 -5.4 -5.7 -1.0 -3.5 - - - -
Unemployment Rate - 6.9 8.6 9.6 9.0 - - - -

* The figures in this table are in percent form.

Source: United Nations, Statistical Yearbook, 1992 (New York 1994).

Only three countries (Uganda, Israel, and Russia)
had lower economic freedom ratings than Egypt
in 1975. Between 1975 and 1990, Egypt’s eco-
nomic freedom rating rose slowly from 2.1 to 4.2,
prior to receding to 4.0 in 1995. Egypt’s 1995 rat-
ing places it 91st (out of 115), down from a rank-
ing of 68th in 1990. Interestingly, the changes in
government expenditures are highly consistent
with the changes in the economic freedom. As a
share of GDP, total government expenditures de-
clined during 1975-1990, but they have been in-
creasing in the 1990s.

The improvement in Egypt’s rating compared
to the rating it had in the mid-1970s is the result
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of greater monetary stability, a sharp reduction in
both government consumption and the size of the
transfer sector, lower marginal tax rates (the top
marginal rate is now 50% down from 80% in
1980.), and relaxation of exchange rate controls.
Despite these improvements, this economy still
has a long way to go. It is still plagued with nu-
merous government enterprises, price controls,
high taxes, a legal system that often fails to sup-
port private property rights, conscription, and
capital market restrictions.

Egypt has made some progress. A decisive
move toward a freer economy could well lead to
strong economic growth.
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EL SALVADOR

Economic Freedom Rating
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Part 1: The Economic Freedom Ratings for the Components and Various Area and

Summary Indexes:

1975, 1980, 1985, 1990 and 1995.

(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995

I. Money and Inflation 23 1.9 3.8 25 8.5

(a) Annual Money Growth (last 5 yrs.) 2(184) 3 (169 7 (98 6 (11,5 6 (123)
(b) Inflation Variablity (last 5 yrs.) 5 45 3 (75 5 @47 2 (82 9 (.9
(c) Ownership of Foreign Currency 0 0 0 0 10

(d) Maint. of Bank Account Abroad 0 0 0 0 10

II. Government Operation 6.0 5.0 6.8 8.4 6.8

(a) Gov't Consump. (% of Total Consump.) 8§(135) 6 (163) 7 (160) 9 (114) 10 (8.1
(b) Government Enterprises 4 4 6 8 8

(c) Price Controls - - - - 6

(d) Entry Into Business - - - - 5.0

(e) Legal System - - - - 2.5

{(f) Avoidance of Neg. Interest Rates - - 8 8 10

IIL. Takings 5.8 4.6 5.0 4.5 6.9

(a) Transfers and Subsidies (% of GDP) 8§ 25 8 271 9 (2O 9 (49 8 @32
(b) Marginal Tax Rates (Top Rate) 4 (55) 3 %0 3 “48) 2 60) 8 30)
(c) Conscription - 0 0 0 0

IV. International Sector 3.5 23 1.9 3.1 5.8

(a) Taxes on International Trade (Avg.) 4 64 4 (62) 3 (1) 6 ALH 7T 3.6
(b) Black Market Exchange Rates (Prem.) 4 (20) 1 (100) 1 (195) 3 24) 8 (1)
(¢) Size of Trade Sector (% of GDP) 4357 2 (337 1 (261) 0 (215 1 (29.6)
(d) Capital Transactions with Foreigners 2 2 2 2 5
Economic Freedom Rating 4.4 35 4.3 45 6.9
Ranking of Country 38 74 51 60 14
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EL SALVADOR

Part 2: Recent Economic Indicators:

Population 1996: 5.9 Real Per Capita GDP 1995= $2,911
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96): 1.7% Avg. Growth Rate: 1980-90= -1.3%
1990-95= 4.0%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 1.6 1.1 34 3.6 7.5 7.4 6.0 6.1 -
: Per Capita -0.1 -0.6 1.7 1.9 5.8 57 43 44 -
Inflation Rate (CPI) 19.8 176 240 14.4 11.2 18.6 10.6 10.0 7.2
Change in Money Supply: (M1) 8.1 13.5 22.3 179  29.6 17.2 5.0 11.8 -
1 (M2) 12.2 128 323 235 307 274 249 9.8 -
Investment/GDP Ratio 12.8 153 13.9 15.4 18.5 18.6 19.8 19.7 -
Size of Trade Sector (% of GDP) 19.1 185 215 209 215 208 276 296 -
Total Gov't Exp./GDP Ratio 11.1 10.3 10.9 11.5 12.2 12.8 14.5 13.3 -
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP -0.6 -2.3 -0.1 -2.8 -3.8 -2.1 -1.5 -1.1 -
Unemployment Rate - 8.4 10.0 7.5 7.9 - - - -

* The figures in this table are in percent form.

After years of civil unrest and economic restric-
tions, El Salvador’s economic freedom rating has
improved substantially in the 1990s. Its rating
jumped from 4.5 in 1990 to 6.9 in 1995, one of the
largest improvements registered during this time
period. Perhaps even more impressive, it ranked
as the 14th freest economy in 1995, up from 60th
in 1990.
The major factors underlying this dramatic gain

Wwere:

» Substantial reduction in the variability of

the inflation rate;
* Legalization of foreign currency accounts;
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Reduction of the top marginal tax rate from
60% in 1990 to 30% in 1995;

Virtual elimination of exchange rate con-
trols (note the sharp reduction in the black
market exchange rate);

Relaxation of several restrictions limiting
the mobility of capital.

More needs to be done. Monetary policy is still
too expansionary and the inflation rate is too high.
Perhaps most importantly, rule of law principles
need to be built into the legal code. A start has
been made, however, and this economy has expe-
rienced solid growth in the 1990s.
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ESTONIA

Total Government Expenditures

Economic Freedom Rating As a Percent of GDP
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Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)
Components of Economic Freedom 1995
1. Money and Inflation 3.6
(a) Annual Money Growth (last 5 yrs.) 0 (83.3)
(b) Inflation Variablity (last 5 yrs.) 0 (395.0)
(¢) Ownership of Foreign Currency 10
(d) Maint. of Bank Account Abroad 10
IL. Government Operation 4.7
(a) Gov't Consump. (% of Total Consump.) 1 (29.1)
(b) Government Enterprises 2
(c) Price Controls 6
(d) Entry Into Business 10.0
(e) Legal System 7.5
(f) Avoidance of Neg. Interest Rates 0

III. Takings 4.9
(a) Transfers and Subsidies (% of GDP) 3 (13.7)
(b) Marginal Tax Rates (Top Rate) 8 (26)
(c) Conscription 0

IV. International Sector 9.2
(a) Taxes on International Trade (Avg.) 9 (04
(b) Black Market Exchange Rates (Prem.) 10 0)
(c) Size of Trade Sector (% of GDP) 10 (87.0)
(d) Capital Transactions with Foreigners 8
Economic Freedom Rating 5.6
Ranking of Country 52
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ESTONIA

Part 2: Recent Economic Indicators:

Population 1996: 1.5 Real Per Capita GDP 1995= $4,760
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1992-96). -0.2% Avg. Growth Rate: 1980-90= -
1990-95= -6.4%
Economic Indicators:* 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 71 2201 -21.6 -6.6 6.0 4.0 2.3
: Per Capita -6.9 219 -214 -6.4 6.2 4.2 2.1
Inflation Rate (CPI) 23.1 2106 10690 8.0 48,0 289 250
Change in Money Supply: (M1) - - 2915 75.2 20.6 29.1 4
: (M2) - - - - 346 271 -
Investment/GDP Ratio - 244 262 236 206 29.1 -
Size of Trade Sector (% of GDP) - 295 51.1 71.0 84.4 87.0 -
Total Gov't Exp./GDP Ratio - - 31.0 339 337 - -
Central Government Budget
Deficit (~) or Surplus (+)
As a Percent of GDP - - - - 1.3 0.8 -1.5
Unemployment Rate - - 1.0 1.7 5.1 5.0 3.0

* The figures in this table are in percent form.

Estonia’s 5.6 rating in 1995 placed it 52nd among
the 115 countries in our study. Its rating was a lit-
tle lower than that of Sweden, but a little higher
than Italy, for example. Our index indicates that
Estonia (along with Lithuania which rates a tenth
of a point lower) are the freest of the former so-
cialist countries. _

Estonian’s are free to maintain foreign cur-
rency bank accounts. Entry restraints into busi-
ness are generally low. The top marginal tax rate
of 26% is also relatively low. A major strength of
this economy is a relatively free trade sector. Tar-
iffs are low and exchange rate liberalization has
eliminated the black market in this area. There are
also relatively few restrictions on the mobility of
capital. These policies have led to a large (87% of
GDP) and growing trade sector.
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Rapid money growth and price level instability
continue to be problem areas. Even though the in-
flation rate has decelerated sharply from the
1,069% rate of 1992, it continues to run in the
20% range. Monetary expansion is clearly too
rapid for the achievement of a low and stable rate
of inflation. Nonetheless, Estonia is off to a rea-
sonably good start. The foundation for a market
economy is now present, and its current govern-
ment expenditure level (33.7% of GDP in 1995) is
low by European standards. If it can move toward
monetary stability, control the growth of govern-
ment spending, and avoid excessive (and unnec-
essary) regulation, both economic freedom and
income levels will expand in the decade ahead.
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FINLAND

Economic Freedom Rating
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Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)
Components of Economic Freedom 1975 1980 1985 1990 1995
1. Money and Inflation 3.6 7.0 6.4 9.1 9.4
(a) Annual Money Growth (last S yrs.) 1 224) 7 (8.6) 5 (12.8) 7 (8.2 8 (6.8)
(b) Inflation Variablity (last 5 yrs.) 4 (55 9 (@19 9 09 10 (0.9) 10 (L1.1)
(c) Ownership of Foreign Currency 10 10 10 10 10
(d) Maint.of Bank Account Abroad 0 0 0 10 10
II. Government Operation 4.5 4.9 4.9 5.2 6.9
(a) Gov't Consump. (% of Total Consump.) 3 (23.6) 2 (25.0) 1 (26.9) I (28.5) 1 (28.3)
(b) Government Enterprises 6 6 6 6 6
(c) Price Controls - - - 6 9
(d) Entry Into Business - - - - 7.5
(e) Legal System - - - - 10.0
(f) Avoidance of Neg. Interest Rates - 8 10 10 10
I11. Takings 2.1 1.7 1.3 0.8 1.3
(a) Transfers and Subsidies (% of GDP) 3 (141) 3 (143) 2 (15.8) 2 (16.0) I (22.6)
(b) Marginal Tax Rates (Top Rate) 2 (61-68) 1 (65-71) 1 (64-70) 0 (63-69) 2 (55-61)
(c) Conscription 0 0 0 0 0
IV. International Sector 58 6.1 6.6 6.3 7.9
(a) Taxes on International Trade (Avg.) 8§ ({16 9 (©8 9 (04 9 (0.6) 9 (0.5)
(b) Black Market Exchange Rates (Prem.) 8 a8 (1 10 0) 10 ©) 10 0)
(c) Size of Trade Sector (% of GDP) 4 (27.00 4 (336) 4 (29.1) 2 (23.8) 2 (3371
(d) Capital Transactions with Foreigners 2 2 2 2 8
Economic Freedom Rating 3.9 4.6 4.5 4.8 6.1
Ranking of Country 55 34 39 43 36
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FINLAND

Part 2: Recent Economic Indicators:

Population 1996: 5.1 Real Per Capita GDP 1996= $17,898
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96): 0.4% Avg. Growth Rate:  1980-90= 2.7%
1990-96= -0.6%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 4.9 5.7 0.0 -7.1 -3.6 -1.2 4.4 42 1.6
: Per Capita 4.5 5.3 -04 -1.5 -4.0 -1.6 4.0 3.8 1.2
Inflation Rate (CPI) 5.1 6.6 6.1 4.1 2.6 2.1 1.1 1.0 0.7
Change in Money Supply: (M1) 18.4 15.4 7.2 - 3.2 5.1 8.9 14.0 17.9
: (M2) 23.0 9.5 5.0 7.7 -1.0 1.5 14 6.0 -
Investment/GDP Ratio 266 297 281 18.8 16.7 14.3 15.4 16.4 -
Size of Trade Sector (% of GDP) 252 248 238 226 263 304 326 33.7 -
Total Gov't Exp./GDP Ratio 453 433 468 555 606 61.8 61.0 596 58.7°P
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP +41 +63 +54 -15 -5.8 -8.0 -6.2 -5.4 2.9
Unemployment Rate 4.5 34 34 7.5 13.0 17.6 17.9 16.6 150 2

* The figures in this table are in percent form.
a Qctober, 1996
P Preliminary

Finland’s 6.1 rating in 1995 placed it 36th among
the 115 economies of our study. Even though its
rating is higher in 1995 than 1990, this is a little
deceptive. The higher rating was primarily be-
cause of the inclusion of the “entry into business”
and “legal system” components into our index for
the first time in 1995. The figures on government
expenditures do not indicate that this economy
has been moving toward economic freedom. Total
government expenditures were almost 60% of
GDP in 1995, up from only 36% in 1975 (and
45% in 1985).

This is a troubled economy. Like several other
“big government” European nations, Finland is
caught in the vicious cycle of large government
expenditures, budget deficits (the government
deficit has averaged 5% of GDP during the last 5
years), and rising interest costs that fuel still more
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government spending. Higher taxes will not solve
this problem. Finland’s current top marginal tax
rate of approximately 60% is already one of the
highest in the world. Weak private investment and
high unemployment are typically side effects of
large government expenditures, rising interest
costs, and high taxes. Changing trade patterns as-
sociated with the collapse of the former Soviet
Union created an additional transition problem
that drove the Finnish unemployment rate to
record levels (nearly 20%) in 1994. The situation
is now improving a little—the budget deficit
shrank and the unemployment rate fell to 15% in
1996. Sustainable improvement, however, is de-
pendent on other factors, particularly a reduction
in the size of government and increased reliance
on markets to coordinate economic activity.
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FRANCE

Economic Freedom Rating

Total Government Expenditures
As a Percent of GDP
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1975 1980 1985 1990 1995 1975 1980 1995
Year Year
Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)
Components of Economic Freedom 1975 1980 1985 1990 1995
I. Money and Inflation 4.2 4.9 5.1 10.0 10.0
(a) Annual Money Growth (last 5 yrs.) 6 (12.4) 5(13.4) 8 (8.0 10 3.7) 10 (-0.5)
(b) Inflation Variablity (last 5 yrs.) 7 (2.6) 10 (0.8) 8 (23) 10 (0.9) 10 (0.5)
(c) Ownership of Foreign Currency 0 0 0 10 10
(d) Maint. of Bank Account Abroad 0 0 0 10 10
II. Government Operation 4.0 3.7 4.1 4.9 6.6
(a) Gov't Consump. (% of Total Consump.) 4 (22.0) 3 (23.6) 2 (24.1) 33 2 (24.6)
(b) Government Enterprises 2 2 4 4 6
(¢) Price Controls - - - 6 8
(d) Entry Into Business - - - - 7.5
(e) Legal System - - - - 7.5
(f) Avoidance of Negative Interest Rates 8 8 8 8 10
II1. Takings 2.7 1.4 0.5 1.4 1.9
(a) Transfers and Subsidies (% of GDP) 1 (24.0) 0 (26.1) 0 (26.8) 0 (25.2) 0 (27.9)
(b) Marginal Tax Rates (Top Rate) 5 (48) 3 (60) 1 (65) 3 (53) 4 &2))
(c) Conscription 0 0 0 0 0
IV. International Sector 6.9 6.0 6.3 7.9 7.9
(a) Taxes on International Trade (Avg.) 10 (0.1) 10 (0.1) 10 (0.0) 10 (0.0) 10 (0.0)
(b) Black Market Exchange Rates (Prem.) 10 (0) 6 (3) 6 Q) 10 (0) 10 ()]
(c) Size of Trade Sector (% of GDP) 4 (18.5) 5(22.1) 7 (23.6) 5 (22.6) 5 (22.3)
(d) Capital Transactions with Foreigners 2 2 2 5 5
Economic Freedom Rating 4.4 3.8 3.6 5.5 6.1
Ranking of Country 38 57 73 31 36
96
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FRANCE

Part 2: Recent Economic Indicators:

Population 1996: 58.2 Real Per Capita GDP 1996= $20,350
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96): 0.5% Avg. Growth Rate: 1980-90= 1.9%
1990-96= 0.9%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 4.5 43 2.5 0.8 1.2 -1.3 2.8 22 1.4
: Per Capita 4.0 3.8 2.0 0.3 0.7 -1.8 2.3 1.7 0.9
Inflation Rate (CPI) 2.7 3.5 34 3.2 2.4 2.1 1.7 1.8 1.7
Change in Money Supply: (M1) 4.1 6.6 4.2 -5.5 -0.1 1.0 3.2 9.0 4.0
1 (M2) 5.6 24 2.4 -0.9 12 3.8 6.8 10.9 -1.9

Investment/GDP Ratio 214 223 225 215 19.7 17.1 18.0 18.2 -
Size of Trade Sector (% of GDP) 21.3 228 226 226 225 209 217 22.3 -
Total Gov't Exp./ GDP Ratio 50.0  49.1 499 505 522 550 549 54.3 547 P
General Government Budget

Deficit (-) or Surplus (+)

As a Percent of GDP -1.7 -1.2 -1.6 -2.0 -3.8 -5.6 -5.6 -4.8 -4.1
Unemployment Rate 10.0 9.4 8.9 9.4 10.4 11.7 12.3 11.6 125¢%

* The figures in this table are in percent form.
a October, 1996.
P Preliminary.

The economic freedom rating of France has in-
creased during the last decade, following a decline
during 1975-1985. In 1995 France ranked 36th
among the nations in our study, up from 75th in
1985 but virtually unchange from its 1975 position.

The improvement during the last decade was pri-
marily the result of a reduction in monetary growth,
greater price stability, and legalization of foreign
currency bank accounts. Like most of the European
welfare state economies, France achieved high rat-
ings in the monetary and international sectors, but
low ratings for government operations and takings,
particularly the latter.

Given France’s high level of government ex-
penditures (54% of GDP in 1995), our index may
overstate the economic freedom of this country. If
the components affected (primarily consumption
and income transfers) were given more weight, its
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summary rating would lower. So, too, would the
degree of improvement. After all, total govern-
ment expenditures are now modestly greater than
1985 and substantially higher than the 43.5% fig-
ure of 1975.

Like other European countries with large trans-
fer sectors and government expenditures equal to
50% or more of GDP, France is now caught in the
budget deficit, declining investment, and high un-
employment cycle. Budget deficits have averaged
4.8% of GDP during 1992-1996. During this same
period, the investment/GDP ratio has averaged
approximately 18%, down from the 22% rate of
the 1980s. The unemployment rate stubbornly
persists at double-digit levels. France needs to re-
duce the size of its transfer sector and deregulate
its labor market. If it fails to do so, the current
economic stagnation is likely to continue.
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GERMANY

Total Government Expenditures

Economic Freedom Rating As a Percent of GDP
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Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)
Components of Economic Freedom 1975 1980 1985 1990 1995
1. Money and Inflation 8.8 9.4 9.7 9.1 9.7
(a) Annual Money Growth (last 5 yrs.) 6 (10.5) 8 (7.0) 9 (5.1) 7 (102) 9 (4.8)
(b) Inflation Variablity (last 5 yrs.) 10 (0.9) 10 (0.5) 10 (1.0) 10 (0.7) 10 (1.0)
(c) Ownership of Foreign Currency 10 10 10 10 10
(d) Maint. of Bank Account Abroad 10 10 10 10 10
I1. Government Operation 4.5 4.9 4.9 6.4 6.8
(a) Gov't Consump. (% of Total Consump.) 1 (26.5) 1 (26.3) 1 (26.1) 2 (25.2) 2 (25.5)
(b) Government Enterprises 6 6 6 6 6
(c) Price Controls - - - 9 9
(d) Entry Into Business - - - - 7.5
(e) Legal System - - - - 7.5
(f) Avoidance of Neg. Interest Rates 8 10 10 10 10
III. Takings 2.7 2.2 1.7 2.2 1.8
(a) Transfers and Subsidies (% of GDP) 2(174) 2 (17.6) 2 (19.0) 2 (17.9) 1 (21.6)
(b) Marginal Tax Rates (Top Rate) 4 (56) 3 (56) 2 (56) 3 (56) 3 (57)
(c) Conscription 0 0 0 0 0
IV. International Sector 8.8 9.0 9.8 9.7 9.2
(a) Taxes on International Trade (Avg.) 10 (0.0) 10 (0.0) 10 (0.0) 10 (0.0) 10 (0.0)
(b) Black Market Exchange Rates (Prem.) 10 (0) 10 (0) 10 (0) 10 (")} 10 )
(c) Size of Trade Sector (% of GDP) 6 (23.2) 7 (26.7) 9 (30.8) 8 (29.0) 5 (22.5)
(d) Capital Transactions with Foreigners 8 8 10 10 10
Economic Freedom Rating 5.9 6.0 6.1 6.4 6.4
Ranking of Country 13 10 14 14 25
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GERMANY

Part 2: Recent Economic Indicators:

Population 1996: 81.9 Real Per Capita GDP 1996 = $21,387
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96):  0.4% Avg. Growth Rate: 1980-90= 1.8%
1990-96= 2.3%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 3.6 3.7 5.9 4.9 1.8 -1.7 23 2.5 2.5
: Per Capita 3.2 3.3 5.5 4.5 14 -2.1 1.9 2.3 2.5
Inflation Rate (CPI) 1.3 2.8 2.7 3.5 4.0 4.1 3.0 1.8 1.4
Change in Money Supply: (M1) 11.7 57 279 4.2 11.5 8.8 4.9 7.1 11.2
: (M2) 5.8 5.1 18.6 6.4 7.9 11.6 2.5 4.6 7.7
Investment/GDP Ratio 22.8 23.6 246 259 25.1 23.9 24.5 22.7 22.4
Size of Trade Sector (% of GDP) 270 288 29.0 30.7 300 219 224 22.5 -
Total Gov't Exp./GDP Ratio 463 448 451 479 485 495 489 506 510
General Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP -2.2 +0.1 -2.1 -3.3 -2.8 -3.5 -2.4 -3.5 -3.9
Unemployment Rate 7.6 6.9 6.2 7.3 7.7 8.9 9.6 9.4 10.4

* The figures in this table are in percent form. Prior to 1991, data are for West Germany only.

While the economic freedom rating of Germany
has improved slightly during the last two decades,
its relative position has fallen as other countries
have liberalized their economies. In 1995, the
German economy ranked 25th (tied with Argen-
tina, Bolivia and Chile), down from its 14th place
ranking in 1990 and 10th place finish in 1980.
Monetary and price stability, freedom to main-
tain bank accounts in other currencies, a stable
and competitive credit market, and a relatively
free trade sector constitute the strengths of this
economy. There are three major weaknesses: a
high level of government consumption, a large
transfer sector, and high tax rates. Throughout
most of the last two decades, approximately 25%
of the consumption expenditures have been allo-
cated by the government rather than directed by
markets. During the same period, 20% of GDP
has been consistently taxed away from its earner
and transferred to someone else. Government ex-
penditures now account for more than half of
GDP. Of course, big government means high
taxes. Since many high-income countries cut
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taxes during the last decades, Germany’s top mar-
ginal tax rate of 56% is among the highest in the
world. (Note: if the surtax imposed on church
membership were counted, the top rate would ex-
ceed 60%.) Several political leaders, including
the finance minister, have proposed substantial
reductions in tax rates, but the tax cut proposals
face an uncertain future as the German economy
stagnates and the budget deficit increases.

The German economy needs economic liberal-
ization. The highly regulated German labor mar-
ket is inflexible. This inflexibility, along with
generous transfer benefits, has pushed the unem-
ployment rate to its highest level in fifty years.
The German social security system needs liberal
reform—the provision of private sector invest-
ment options, for example. Given its price stabil-
ity, strong and competitive trade sector, and high
investment rate, this economy will probably con-
tinue to perform reasonably well in the future. If
Germany continues on its present course, how-
ever, its future income relative to other countries
will almost surely decline.
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GHANA

Economic Freedom Rating

8
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Year

Part 1: The Economic Freedom Ratings for the Components and Various Area and

Total Government Expenditures
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Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995

1. Money and Inflation 1.0 0.6 0.3 2.0 0.6

(a) Annual Money Growth (last 5 yrs.) 1(28.4) 1(42.4) 1 (44.0) 1 (37.8) 1 (32.0)
(b) Inflation Variablity (last 5 yrs.) 2 (8.7 1 (16.9) 0 (38.2) 5 (4.8 1 (21.9)
(c) Ownership of Foreign Currency 0 0 0 0 0

{d) Maint. of Bank Account Abroad 0 0 0 0 0

IL. Government Operation 34 3.5 3.9 3.3 4.7

(a) Gov't Consump. (% of Total Consump.) 7 (15.1) 9 (11.7) 10 (10.2) 9 (11.6) 8 (13.0)
(b) Government Enterprises 0 0 0 2 2

(c) Price Controls - - - 0 6

(d) Entry Into Business - - - - 5.0

(e) Legal System - - - - 2.5

(f) Avoidance of Neg. Interest Rates - 0 0 2 4

II1. Takings 4.5 5.0 54 5.5 7.4

(a) Transfers and Subsidies (% of GDP) 8 (3.1) 8 (24 9 (1.3) 8 (2.6) 7 (33)
(b) Marginal Tax Rates (Top Rate) 0 (70) 1 (60) 1 (60) 2 (55) 7 (35
(c) Conscription 10 10 10 10 10

IV. International Sector 0.6 0.0 0.3 1.8 3.0

(a) Taxes on International Trade (Avg.) 0 (20.6) 0 (17.3) 0(21.7) 1 (11.6) 2 (8.1
(b) Black Market Exchange Rates (Prem.) 1 (67) 0 (304) 1 (142) 5 7 (2)
(c) Size of Trade Sector (% of GDP) 2 (18.9) 0 (8.8) 0 (10.6) 1(19.7) 3 277
(d) Capital Transactions with Foreigners 0 0 0 0 0
Economic Freedom Rating 2.5 25 2.7 33 4.4
Ranking of Country 92 97 95 91 78
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GHANA

Part 2: Recent Economic Indicators:

Population 1996: 18.0 Real Per Capita GDP 1996= $1,433
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96):  3.2% Avg. Growth Rate: 1980-90= -1.2%
1990-96= 1.3%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 5.6 5.1 3.3 5.3 3.9 5.0 3.8 4.5 5.2
: Per Capita 2.4 1.9 0.1 2.1 0.7 1.8 0.8 1.5 2.2
Inflation Rate (CPI) 314 252 37.3 18.0 10.1 25.0 249 59.5 41.0
Change in Money Supply: (M1) 45.0 52.7 10.8 7.7 53.0 27.9 50.3 334 -
: (M2) 464 548 13.5 17.3 52.2 264 457 404 340
Investment/GDP Ratio 10.9 13.5 12.3 12.7 129 220 - - -
Size of Trade Sector (% of GDP) 214 207 19.7 197 214 277 277 - -
Total Gov't Exp./GDP Ratio 13.7 13.9 13.7 14.4 18.2 21.5 23.4 23.3 23.2
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP +04  +0.7 +0.2 +1.6 -5.2 -3.2 +2.3 +0.7 -1.0
Unemployment Rate

* The figures in this table are in percent form.

Throughout most of the last two decades, the
economy of Ghana was one of the least free in the
world. In 1985 it ranked 95th out of the 107 coun-
tries that were rated. There has been modest im-
provement during the 1990s. In 1995 Ghana
ranked 78th among the 115 countries in our study.
The recent improvement is primarily the result
of lower marginal tax rates and some liberaliza-
tion of international trade. The top marginal tax
rate was cut from 60% in 1985 and 55% in 1990
to 35% in 1995. Taxes on international trade are
now approximately half the level of 1975-1985
and exchange rate controls have been liberalized
substantially since 1985. As the result, the inter-
national trade sector as a share of GDP is now
more than twice the levels of 1980 and 1985.
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Much more needs to be done. During the last
five years, monetary expansion has averaged 34%
annually. The predictable side effect—a high and
variable rate of the inflation—continues to under-
mine the confidence and planning of decision-
makers. Trade restrictions continue to retard inter-
national exchange and the mobility of capital. For-
eign investors must obtain approval from the
Ghana Investment Center prior to undertaking a
project; otherwise they will not be permitted to re-
mit returns from their investment. Price controls
continue to be imposed on various products and the
legal system provides political officials with a
great deal of discretionary authority to intrude and
limit business activity. Policies of this type must be
scrapped if this poor country is going to develop.
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GREECE

Economic Freedom Rating

Total Government Expenditures
As a Percent of GDP
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Part 1: The Economic Freedom Ratings for the Components and Various Area and
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Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995

I. Money and Inflation 3.5 5.2 5.2 4.9 5.5

(a) Annual Money Growth (last 5 yrs.) 2 (19.0) 2 (18.5) 2 (18.9) 2 (19.2) 4 (14.0)
(b) Inflation Variablity (last 5 yrs.) 3 (7.3) 8 (24) 8 (2.3) 7 29 7 (2.8)
(¢) Ownership of Foreign Currency 10 10 10 10 10

(d) Maint. of Bank Account Abroad 0 0 0 0 0

II. Government Operation 3.6 3.6 3.2 33 5.6

(a) Gov't Consump. (% of Total Consump.) 5(18.3) 4 (21.3) 3 (23.7) 6 (17.5) 7 (15.9)
(b) Government Enterprises 2 2 2 2 2

(c) Price Controls - - - 0 5

(d) Entry Into Business - - - - 7.5

(e) Legal System - - - - 5.0

(f) Avoidance of Neg. Interest Rates 4 6 6 8 8

III. Takings 31 2.6 1.3 2.3 23

(a) Transfers and Subsidies (% of GDP) 3 (12.5) 3 (13.8) 2 (17.7) 1 (23.8) 0 (24.6)
(b) Marginal Tax Rates (Top Rate) 4 (52) 3 (60) 1 (63) 4 (50) 5 (45
(c) Conscription 0 0 0 0 0

IV. International Sector 4.6 4.3 4.5 5.6 7.2

(a) Taxes on International Trade (Avg.) 7 (3.5) 7 (3.2) 9 (0.3) 10 (0.1) 10 (0.
(b) Black Market Exchange Rates (Prem.) 6 3 5 (7 3 (29 6 (3 10 )
(c) Size of Trade Sector (% of GDP) 2 (21.9) 2 (23.6) 3 (27.0) 3271 1 (21.8)
(d) Capital Transactions with Foreigners 2 2 2 2 5
Economic Freedom Rating 3.7 3.8 33 3.9 5.0
Ranking of Country 63 57 80 77 64
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GREECE

Part 2: Recent Economic Indicators:

Population 1996: 10.5 Real Per Capita GDP 1995=  $9,939
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96):  0.5% Avg. Growth Rate:  1980-90= 0.9%
1990-95=  0.4%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 4.5 4.0 -0.8 3.5 0.4 -1.0 1.5 2.0 -
: Per Capita 4.0 3.5 -1.3 3.0 -0.1 -1.5 1.0 1.5 -
Inflation Rate (CPI) 13.5 137 204 19.5 15.9 14.4 10.9 9.3 7.5
Change in Money Supply: (M1) 14.0 23.3 243 13.5 13.3 11.3 28.0 13.4 -
: (M2) 213 227 14.3 9.0 7.9 69 248 12.0 -
Investment/GDP Ratio 23.1 23.3 236 238 21.7 209 205 21.8 -
Size of Trade Sector (% of GDP) 270 274 271 22.5 220 21,5 218 - -
Total Gov't Exp./GDP Ratio 442  46.1 496 490 489 512 527 50.3 49,7 P
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP -11.5  -144  -16.1  -11.5 -123  -142 -12.1 9.1 -8.2
Unemployment Rate 6.0 6.5 6.4 7.3 8.7 9.8 10.1 - -

* The figures in this table are in percent form.

P Preliminary.

Greece’s rating stagnated at less than 4.0 through-
out the 1975-1990 period. It has increased mar-
ginally during the last five years. Its 5.0 rating
placed it 64th (out of 115) in 1995.

The major factors contributing to the recent im-
provement were the elimination of price controls
in several areas, a reduction of the top marginal
tax rate to 45% (down from 63% in 1985 and 50%
in 1990), movement to a fully convertible cur-
rency in the foreign exchange market, and relax-
ation of several restrictions limiting the mobility
of capital. Much more needs to be done. Monetary
policy continues to be far too expansionary. (Note
that the monetary aggregates have continued to
grow at approximately 15% annually in recent
years.) The size of the transfer sector is one of the
largest in the world. In turn, this fuels the growth
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of government. Total government expenditures
now exceed 50% of GDP, almost twice the level
of 1975.

The growth of government has led to persis-
tently large budget deficits that have averaged
12% of GDP during the 1990s. Deficits of this
size increase the pressure for monetary expan-
sion, drain funds from the capital market, and in-
crease the rate of unemployment. This has been
the case in Greece—the unemployment rate rose
significantly during the 1990s. While government
has grown, the economy has not. Per capita GDP
has barely expanded during the last 15 years. Un-
less Greece is willing to reduce the size of govern-
ment, particularly its huge transfer sector, it will
almost surely continue to confront economic stag-
nation and high rates of unemployment.
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GUATEMALA

Total Government Expenditures

Economic Freedom Rating As a Percent of GDP
10 100
8 80 |
6 60
4r 40 -
2r 208 g5 M3 g4 100 g2
0
1975 1980 1985 1990 1995 1975 1980 1985 1990 1995
Year Year
L_

Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995

I. Money and Inflation 3.6 6.6 6.8 4.6 5.2

(a) Annual Money Growth (last 5 yrs.) 3 (16.0) 3 (16.3) 6 (12.4) 2 (17.8) 3 (15.5)
(b) Inflation Variablity (last 5 yrs.) 3 (7.8) 6 (3.6) 4 (5.3) 1(15.2) 2 (9.1)
(c) Ownership of Foreign Currency 0 10 10 10 10

(d) Maint. of Bank Account Abroad 10 10 10 10 10

I1. Government Operation 9.0 8.8 8.8 7.9 6.3

(a) Gov't Consump. (% of Total Consump.) 10 (8.0) 10 (9.2) 10 (7.8) 10 (7.5) 10 (6.5)
(b) Government Enterprises 8 8 8 8 8

(c) Price Controls - - - 6 6

(d) Entry Into Business - - - - 5.0

(e) Legal System - - - - 0.0

(f) Avoidance of Neg. Interest Rates - 8 8 8 8

I1I. Takings 8.2 7.7 6.3 6.9 7.3

(a) Transfers and Subsidies (% of GDP) 10 (0.8) 10 (1.2) 10 (1.3) 9 (1.8) 9 (1.5)
(b) Marginal Tax Rates (Top Rate) 9 (34 8 (40) ) (48) 7 (34) 8 (30)
(c) Conscription 0 0 0 0 0

IV. International Sector 4.5 4.4 25 6.3 6.8

(a) Taxes on International Trade (Avg.) 6 (5.6) 6 (4.8) 3 (7.9 7 (3.6) 6 (3.8)
(b) Black Market Exchange Rates (Prem.) 4 (10) 4 (10) 1 (89) 10 (0) 10 (0)
(c) Size of Trade Sector (% of GDP) 2 (22.6) 1 (23.6) 0 (12.5) 1(21.7) 1(22.7)
(d) Capital Transactions with Foreigners 5 5 5 5 8
Economic Freedom Rating 6.4 6.8 58 6.6 6.5
Ranking of Country 8 3 20 11 21
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GUATEMALA

Part 2: Recent Economic Indicators:

Population 1996: 10.9 Real Per Capita GDP 1996= $3,336
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96):  2.9% Avg. Growth Rate: 1980-90=  -2.0%
1990-96= 1.1%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 3.9 3.9 3.1 3.6 4.8 3.9 4.0 4.9 3.1
: Per Capita 1.0 1.0 0.2 0.7 1.9 1.0 1.1 2.0 1.1
Inflation Rate (CPI) 10.8 114 412 332 10.0 11.8 10.9 8.6 10.9
Change in Money Supply: (M1) 14.4 20.7 33.0 18.6 9.1 20.4 40.1 4.3 22.1
: (M2) 19.8 16.1 258 489  31.1 15.1 12.9 11.5 11.7
Investment/GDP Ratio 13.7 13.5 13.6 14.3 18.3 17.4 16.4 14.4 -
Size of Trade Sector (% of GDP) 19.0 199 217 196 225 217 213 22.7 -
Total Gov't Exp./GDP Ratio 12.0 11.7 10.0 9.0 10.4 9.8 8.9 9.2 -
Central Government Budget
Deficit (-)or Surplus (+)
As a Percent of GDP -1.7 -2.9 -2.1 0.0 0.0 -1.7 -1.4 -0.7 -0.1
Unemployment Rate

* The figures in this table are in percent form.

In 1995, Guatemala ranked 21st among the coun-
tries in our study. Except for a decline during the
mid-1980s as the result of higher trade taxes,
more restrictive exchange rate controls, and a de-
cline in the size of the trade sector, Guatemala’s
summary rating has been steady throughout the
last two decades.

From the viewpoint of economic freedom,
there are several positive attributes of this econ-
omy. Government expenditures are low—approx-
imately 10% of GDP—and the transfer sector is
small. Most of the businesses are privately
owned. Both marginal tax rates and taxes on inter-
national trade have been reduced during the last
decade. A 1992 reform narrowed the band of per-
missible tariff rates to between 5% and 20%,
down from 0 to 100%. The top marginal tax rate
is now 30%, down from the 48% rate of the mid-
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1980s (but up from the 25% rate that was applica-
ble in 1994).

The major weaknesses of this economy are
monetary instability, insecure property rights, and
an absence of the rule of law. A new constitu-
tional provision prohibiting the central bank from
extending credit to the government took effect in
1995. While this is a positive step, greater com-
mitment to monetary and price stability is needed.
Adoption of a currency board approach or an in-
flation rate target that would increase the account-
ability of the central bank would be helpful in this
area. The legal system often grants political offi-
cials discretionary authority. This undermines the
rule of law and inevitably leads to political cor-
ruption and loss of confidence in the system. With
constructive action in these areas, Guatemala
could become one the world’s freest economies.
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HONDURAS

Total Government Expenditures

Economic Freedom Rating As a Percent of GDP
10 100
80 +
60
40 -
200 232 247 232

1975 1980 1985 1990 1995
Year

1975 1980 1985
Year

1990

1995

Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.

(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995
1. Money and Inflation 6.8 6.6 9.7 55 5.2
(a) Annual Money Growth (last 5 yrs.) 6 (10.6) 2 (18.0) 9 (6.6) 3 (16.6) 3 (16.3)
(b) Inflation Variablity (last 5 yrs.) 4 (54) 7 (3.0 10 (1.3) 3 (6.7 2 (83)
(c) Ownership of Foreign Currency 10 10 10 10 10
(d) Maint. of Bank Account Abroad 10 10 10 10 10
II. Government Operation 7.0 6.5 7.2 5.9 5.7
(a) Gov't Consump. (% of Total Consump.) 8 (13.7) 7 (15.3) 7 (14.8) 7 (15.8) 9 (11.8)
(b) Government Enterprises 6 6 6 6 6
(c) Price Controls - - - 4 4
(d) Entry Into Business - - - - 7.5
(e) Legal System - - - - 2.5
(f) Avoidance of Neg. Interest Rates - - 10 8 4
III. Takings 9.5 8.4 5.5 55 6.1
(a) Transfers and Subsidies (% of GDP) 10 (0.5) - 8 (2.3) 8 (2.2) 7 (4.0)
(b) Marginal Tax Rates (Top Rate) 9 (27 8 (40 5 (46) 5 (46) 7 (40)
(c) Conscription - 10 0 0 0
IV. International Sector 5.2 3.1 0.9 5.1 6.4
(a) Taxes on International Trade (Avg.) 6 (5.3) 4 (6.7) - - -
(b) Black Market Exchange Rates (Prem.) 10 (0) 4 (20) 1 (65 10 (0) 8§ ()
(c) Size of Trade Sector (% of GDP) 4 (35.2) 5 (40.2) 2 (27.1) 5 (37.6) 6 (45.8)
(d) Capital Transactions with Foreigners 0 0 0 0 5
Economic Freedom Rating 7.2 5.9 58 5.6 5.9
Ranking of Country 2 13 20 28 42
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HONDURAS

Part 2: Recent Economic Indicators:

Population 1996: 6.1 Real Per Capita GDP 1995= $1,884
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96): 3.1% Avg. Growth Rate: 1980-90= -0.9%
1990-95= -0.1%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 4.6 43 0.1 33 5.6 6.2 -1.5 3.6 -
: Per Capita 1.5 1.2 -3.0 0.2 2.5 3.1 -3.6 0.5
Inflation Rate (CPI) 4.5 9.9 233 34.0 8.8 10.7 217 29.5 -
Change in Money Supply: (M1) 119 20.0 23.6 11.1 22.5 11.9 36.1 21.7 -
: (M2) 14.8 14.5 21.4 17.5 22.4 10.4 30.3 29.2 -
Investment/GDP Ratio 21.0 19.1 23.0 247 260 324 360 31.5 -
Size of Trade Sector (% of GDP) 26.9 31.7 37.6 35.6 32,7 36.1 44.5 45.8 -
Total Gov't Exp./GDP Ratio 19.7 214 247 216 227 30.1 23.9 23.2 23.7
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP -3.0 -3.3 -3.4 +0.7 +09 -0.7 -0.3 +3.1 -
Unemployment Rate

* The figures in this table are in percent form.

In the mid-1970s Honduras was one of the most
economically free countries in the world. Our
summary index ranked it 2nd—behind only Hong
Kong—in 1975. Since that time its ranking has
slid steadily downward, falling to 20th in 1985
and 42nd in 1995.

What accounts for the decline? An increase in
monetary instability was clearly a contributing
factor. In recent years, the growth of the money
supply has been more rapid and the inflation rate
more variable than was true during the early
1970s. Honduran authorities also increased the
top marginal tax rates from 27% in 1975 to 46%
in the 1980s. In the 1990s, the top rate was re-
duced to 40%, but this rate is still well above that

107

of the mid-1970s. Conscription was instituted be-
ginning in the 1980s. Exchange rate controls have
been imposed off and on throughout the last 15
years. In the mid-1980s the controls were so rigid
that the black market premium rose to 65%.

While economic freedom has fallen, govern-
ment expenditures have persistently increased. As
a share of the economy, they are now almost 50%
greater than the levels of the mid-1970s. At the
same time, the performance of the economy has
declined. Per capita GDP fell by almost 10% dur-
ing the 1980s and the economy continues to stag-
nate in the 1990s. Unless this country begins
moving in the opposite direction, its economic fu-
ture is bleak.
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HONG KONG

Total Government Expenditures

Economic Freedom Rating As A Percent of GDP
11 100
9.3 9.3 93 9.3 9.3

9+ 80
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5r 40

3t 20 - 160 160 176

1 . N(A N{A :

1975 1980 1985 1990 1995 1975 1980 1985 1990 1995
Year Year
Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)
Components of Economic Freedom 1975 1980 1985 1990 1995 B
I. Money and Inflation 6.8 6.8 7.8 7.5 8.0
(a) Annual Money Growth (last 5 yrs.) 5 (13.1) 6 (10.4) 6 (11.8) 5 (13.1) 9 (64)
(b) Inflation Variablity (last S yrs.) 5 (3.9 4 (52 7 (2.5 7 (29 5 4.2)
(c) Ownership of Foreign Currency 10 10 10 10 10
(d) Maint. of Bank Account Abroad 10 10 10 10 10 i
II. Government Operation 10.0 10.0 9.6 9.7 9.1
(a) Gov't Consump. (% of Total Consump.) 10 (10.0) 10 (9.5) 9 (10.6) 9 (11.7) 8 (12.8)
(b) Government Enterprises 10 10 10 10 10
(c) Price Controls - - - 10 9
(d) Entry Into Business - - - - 10.0
(e) Legal System - - - - 7.5
(f) Avoidance of Neg. Interest Rates 10 10 10 10 10
1. Takings 10.0 10.0 9.5 9.5 10.0
(a) Transfers and Subsidies (% of GDP) 10 (LD1) 10 (0.6) 10 (0.9) 10 (0.9) 10 (1.1)
(b) Marginal Tax Rates (Top Rate) 10 (15) 10 (15) 9 25) 9 25 10 (20)
(c) Conscription 10 10 10 10 10
IV. International Sector 9.5 9.5 9.7 9.7 9.7
(a) Taxes on International Trade (Avg.) 9 (0.7) 9 (0.5) 9 (0.6) 9 (04 9 (0.3)
(b) Black Market Exchange Rates (Prem.) 10 0) 10 ) 10 0) 10 ) 10 0)
(¢) Size of Trade Sector (% of GDP) 9 (81.3) 9 (90.3) 10 (104.8) 10 (131.5) 10 (148.9)
(d) Capital Transactions with Foreigners 10 10 10 10 10
Economic Freedom Rating 9.3 9.3 923 9.3 93
Ranking of Country 1 1 1 1 1
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HONG KONG

Part 2: Recent Economic Indicators:

Population 1996: Real Per Capita GDP: 1996=  $27,202
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96):  0.9% Avg. Growth Rate:  1980-90 = 5.4%
1990-96 = 3.7%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP:Aggregate 8.3 2.8 3.0 3.9 54 5.4 5.1 4.8 4.8
: Per Capita 7.4 1.9 2.1 3.0 4.5 4.5 4.2 3.7 3.9
Inflation Rate (CPI) 7.4 9.7 9.7 11.0 9.6 8.7 8.6 9.2 6.7
Change in Money Supply: (M1) 8.5 6.8 13.3 195 211 20.8 -0.3 2.8 14.4
1 (M2) 14.2 199 223 13.3 10.8 16.0 12.8 14.0 10.6
Investment/GDP Ratio 286 267 274 272 285 277 318 350  31.0
Size of Trade Sector (% of GDP) 1309 1299 1315 1369 1429 137.1 138.7 148.9
Total Gov't Exp./GDP Ratio 14.2 14.5 16.0 16.2 15.9 17.3 16.3 17.6 18.0
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP +42 +21 +07 +34 +28 +2.1 +0.8 -0.3 22
Unemployment Rate 14 1.1 13 1.8 2.0 2.0 1.9 3.2 28 |

* The figures in this table are in percent form.

During each of our five rating periods, Hong
Kong was the freest nation in the world by a sub-
stantial margin. No doubt this has been the case
for the last several decades. Hong Kong is an
amazing story of what an economically free peo-
ple can accomplish. In 1960 Hong Kong’s per
capita GDP was less than the comparable figures
for Israel, Mexico, and Argentina, for example
and approximately one-fourth that of the United
States. Thirty-five years of sustained growth has
changed this picture dramatically. In 1996 Hong
Kong’s per capita GDP ($27,202) was slightly
greater than that of the United States. (Note: the
per capita GDP figures are updates of the Sum-
mers and Heston data, which were derived by the
purchasing power parity method.)

Hong Kong’s rating is high for almost all of the
components in our index. Its lowest rating—a
five—is for the variability of inflation component.
Both government consumption (as a percent of the
total) and income transfers (as a percent of GDP)
are low. The top marginal tax rate is 20% with a
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ceiling on the average tax rate set at 15% of gross
income. Clearly, the citizens of Hong Kong are
permitted to keep most of what they earn and al-
lowed to decide what they want to consume.
How will Hong Kong’s future be affected by its
return to China later this year? This is a very dif-
ficult question to answer. Clearly, there will be
changes that will affect civil liberties. With regard
to economic liberty, much depends on the future
of China. Even though there are substantial re-
straints on economic liberty, China has taken
some remarkable steps toward liberalization and
production for markets (rather than a central plan)
since 1978. Furthermore, there is far more institu-
tional diversity and decentralization within China
than is generally perceived in the West. At this
point both Hong Kong and China appear commit-
ted to the concept of “one country, two systems.”
If so, perhaps the Hong Kong experience will ex-
ert a positive influence on China and lead to
changes that will promote their joint prosperity.
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HUNGARY

Total Government Expenditures

Economic Freedom Rating As a Percent of GDP
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G NA_ NA NA
1875 1980 1985 1990 1995 1975 1980 1985 1991 1995
Year Year
Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)
Components of Economic Freedom 1975 1980 1985 1990 1995
1. Money and Inflation 3.4 4.1 5.8 2.5 4.8
(a) Annual Money Growth (last 5§ yrs.) - 7 (8.7 8 (6.7) 5(13.2) 3 (15.0)
(b) Inflation Variablity (last 5 yrs.) 7 29 6 (3.8 10 (1.0) 3 (7.8 6 (3.3)
(c) Ownership of Foreign Currency 0 0 0 0 10
(d) Maint. of Bank Account Abroad 0 0 0 0 0
II. Government Operation 34 4.0 3.9 4.6 6.6
(a) Govern. Consumption (% of Total Consump.) 7 (15.0) 7 (144) 8 (13.9) 7 (14.7) 7 (14.8)
(b) Government Enterprises 0 0 0 0 2
(¢) Price Controls - - - 6 7
(d) Entry Into Business - - - - 10.0
(e) Legal System - - - - 7.5
(f) Avoidance of Neg. Interest Rates - 6 - 6 6
IIL. Takings 0.0 0.0 0.0 14 1.9
(a) Transfers and Subsidies (% of GDP) - - 0 (33.3) 0 (28.7) 0 (25.0)
(b) Marginal Tax Rates (Top Rate) - - - 3 (50) 4 (44)
(c) Conscription 0 0 0 0 0
IV. International Sector 2.3 33 34 3.7 7.4
(a) Taxes on International Trade (Avg.) - 6 (5.0 6 (3.7 6 (5.0 -
(b) Black Market Exchange Rates (Prem.) 0 (317 0 (244) 0 (210) 4 (22) 10 (0)
(c) Size of Trade Sector (% of GDP) 10 (45.2) 9 40.2) 10 (41.2) 5 (29.8) 7 (36.0)
(d) Capital Transactions with Foreigners 0 0 0 0 5
Economic Freedom Rating 35 33 3.0 5.1
Ranking of Country 74 80 9 63
110
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HUNGARY

Part 2: Recent Economic Indicators:

Population 1996: 10.2 Real Per Capita GDP 1996 = $6,617
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96): -0.4% Avg. Growth Rate: 1980-90= 1.7%
1990-96= -1.6%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 5.5 0.7 3.5 -11.9 -3.0 -0.8 2.9 1.5 1.0
: Per Capita 5.9 1.1 -3.1  -11.5 -2.6 -0.4 3.3 1.9 1.2
Inflation Rate (CPI) 15.8 169 290 342 229 225 18.9 283 19.8
Change in Money Supply: (M1) -1.5 25.8 26.4 18.2 32.4 11.4 8.0 5.8 18.0
1 (M2) 2.2 16.5 292 294 273 16.8 13.0 18.5 20.9
Investment/GDP Ratio 25.3 26.6 25.4 19.7 18.9 18.0 19.3 18.3 -
Size of Trade Sector (% of GDP) 35.5 344 298 33.2 31.6 305 322 36.0 -
Total Gov't Exp./GDP Ratio - - - 545 59.0 59.0 615 550 49.6
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP -0.2 -1.9 +0.8 -4.6 -8.3 -6.0 -9.8 -6.4 -4.0
Unemployment Rate - - 2.5 8.0 12.0 12.1 104 10.4 11.0

* The figures in this table are in percent form.

After declining during the 1980s, the economic
freedom rating of Hungary jumped from 3.0 in
1990 to 5.1 in 1995. This placed it 63rd, up from
96th in 1990.

Prior to the collapse of communism, markets
were utilized more extensively in Hungary than
was true in the other former socialist countries.
Perhaps reflecting this fact, privatization has
moved forward less rapidly in Hungary than in the
Czech Republic, for example. Nonetheless, im-
portant reforms have been adopted in several ar-
eas. Citizens are now free to maintain foreign
currency bank accounts domestically. Exchange
rate controls have been liberalized and the black
market eliminated in this area. Restrictions limit-
ing the mobility of capital have been relaxed.
Marginal tax rates have been reduced slightly
from 50% in 1990 to 44% in 1995.
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While the foundation for a market economy has
been laid, the Hungarian economy continues to be
dominated by government. Total government ex-
penditures continue to consume approximately
50% of GDP. Transfers and subsidies sum to 25%
of GDP, one of the highest levels in the world.
Like the big government economies of Western
Europe, Hungary now confronts large budget def-
icits, a low rate of capital formation, and high
rates of unemployment. Monetary expansion con-
tinues to fuel inflation, which is currently running
at a 20% annual rate. Hungary needs to adopt re-
forms that will (a) encourage private saving and
reduce the size of its transfer sector, (b) lead to
monetary and price stability and (c) keep the bud-
get in balance . Without such reforms, it will fail
to reach its full growth potential.
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ICELAND

Economic Freedom Rating

Total Goverment Expenditures
As a Percent of GDP
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Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995

I. Money and Inflation 1.0 1.3 0.3 6.0 9.1

(a) Annual Money Growth (last 5 yrs.) 1(286) 1 (43.0) 0 (458 1 (282) 8 (7.8
(b) Inflation Variablity (last 5 yrs.) 211y 3 (77 1 (172) 6 (36) 9 (1.8)
(c¢) Ownership of Foreign Currency 0 0 0 10 10

(d) Maint. of Bank Account Abroad 0 0 0 10 10

I1. Government Operation 3.6 3.6 4.0 4.4 6.4

(a) Gov't Consump. (% of Total Consump.) 4 (22.0) 3 (22.8) 4 (219) 2 (244) 2 (25.6)
(b) Government Enterprises 4 4 4 4 4

(c) Price Controls - - - 6 6

(d) Entry Into Business - - - - 10.0

(e) Legal System - - - - 10.0

(f) Avoidance of Neg. Interest Rates 2 4 4 6 8

IIL. Takings 5.5 29 34 5.2 4.8

(a) Transfers and Subsidies (% of GDP) 4 (99) 4 (10.6) 4 (117 4 @101y 4 (102)
(b) Marginal Tax Rates (Top Rate) - 0 (63) 1 56) S 40) 4 47)
(c) Conscription 10 10 10 10 10

IV. International Sector 2.1 34 4.1 4.3 71

(a) Taxes on International Trade (Avg.) 2 81) 4 (6.5 6 46) 6 @0 9 (07
(b) Black Market Exchange Rates (Prem.) 1 (106) 5 S 4 (16) 6 3) 10 0)
(c) Size of Trade Sector (% of GDP) 4(394) 2 (363) 4 (409) 2 (347) 2 (351
(d) Capital Transactions with Foreigners 2 2 2 2 5
Economic Freedom Rating 29 29 31 5.0 6.5
Ranking of Country 85 92 87 41 21
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ICELAND

Part 2: Recent Economic Indicators:

Population 1996: 03 Real Per Capita GDP 1996= §$19,142
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96): 1.1% -Avg. Growth Rate:  1980-90= 1.6%
1990-96= 0.6%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate -0.1 0.2 1.2 1.3 -3.3 0.9 3.6 2.2 5.5
: Per Capita -1.2 0.9 0.1 0.2 -4.4 -0.2 2.5 1.1 4.6
Inflation Rate (CPI) 25.8 208 15.5 6.8 4.0 4.1 1.6 1.7 2.3
Change in Money Supply: (M1) 16.5 32.8 249 19.9 1.3 5.4 10.7 11.3 10.8
: (M2) 288 263 14.2 10.5 6.6 44 -125 -2.3 2.9
Investment/GDP Ratio 15.5 179  20.6 18.7 15.2 14.4 14.4 15.2 18.3
Size of Trade Sector (% of GDP) 328 336 347 335 322 313 335 35.1 34.4
Total Gov't Exp./GDP Ratio 400 426 399 408 412 410 407 394 386
General Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP -2.0 -4.6 -3.3 -2.9 -2.8 -4.5 -4.7 -3.1 -2.1
Unemployment Rate 0.6 1.6 1.8 1.5 3.1 43 4.7 4.9 3.6

* The figures in this table are in percent form.,

After stagnating among the world’s lowest rated
countries during 1975-1985, Iceland has made
significant moves toward economic freedom dur-
ing the last decade. As its rating improved, so did
its ranking. It jumped from 87th in 1985 to 41st in
1990 and 21st in 1995. Only New Zealand and
Argentina registered larger increases in economic
freedom between 1985 and 1995.

Several factors contributed to Iceland’s im-
provement. Monetary policy was considerably
more stable and legislation allowing citizens to
maintain foreign currency bank accounts led to
sharply higher ratings in the Money and Inflation
area. Both interest rate and exchange rate controls
were relaxed. Tariffs were reduced, particularly
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during the 1990s. The top marginal tax rate was
cut from 63% in 1980 to 40% in 1990. (It was sub-
sequently raised to 47% in 1995.) Finally, there
has been some liberalization of the restrictions on
the mobility of capital.

Problems remain—recent budget deficits have
averaged more than 3% of GDP. Total govern-
ment expenditures are still quite large, approxi-
mately 40% of GDP. If Iceland is not vigilant, it
will fall into the large deficit, falling investment,
rising unemployment cycle that has entrapped
several European countries. Its growth rate during
1994-1996 has been strong. Continued liberaliza-
tion will keep it on a healthy growth path.
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INDIA

Total Government Expenditures
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Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)
Components of Economic Freedom 1975 1980 1985 1990 1995
I. Money and Inflation 2.8 35 4.6 4.8 4.8
(a) Annual Money Growth (last 5 yrs.) 6 (10.9) 6 (10.5) 4 (14.5) 6 (12.2) 6 (12.0)
(b) Inflation Variablity (last 5 yrs.) 3 (7.2) 5 (4.8) 10 (1.1 9 (14 9 (2D
(c) Ownership of Foreign Currency 0 0 0 0 0
(d) Maint. of Bank Account Abroad 0 0 0 0 0
II. Government Operation 4.3 5.1 4.3 3.9 4.5
(a) Gov't Consump. (% of Total Consump.) 9 (11.8) 9 (11.6) 7 (14.0) 7 (15.2) 7 (15.1)
(b) Government Enterprises 0 \ 0 0 0 2
(c) Price Controls - S - 3 4
(d) Entry Into Business - - - - 5.0
(e) Legal System - - - - 2.5
(f) Avoidance of Neg. Interest Rates 4 8 8 8 8
111. Takings 4.1 4.2 33 43 5.7
(a) Transfers and Subsidies (% of GDP) 7 (3.8) 6 (54 5 (6.5) 5 (6.5) 5 (6.3)
(b) Marginal Tax Rates (Top Rate) 0 7N 1 (60) 0 (62) 2 (53) 5 (40)
(c) Conscription 10 10 10 10 10
1V. International Sector 2.1 25 2.0 2.1 2.6
(a) Taxes on International Trade (Avg.) 0 (14.8) 0 (15.5) 0 (24.2) 0 (20.7) 0(12.7)
(b) Black Market Exchange Rates (Prem.) 5 9 6 5) 4 (19 4 (10) 5 (8
(¢) Size of Trade Sector (% of GDP) 1 (64) 2 (83) 2 (7.5 3 (949 4 (11.4)
(d) Capital Transactions with Foreigners 2 2 2 2 2
Economic Freedom Rating 33 3.8 34 3.7 4.4
Ranking of Country 72 57 79 82 78
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INDIA

Part 2: Recent Economic Indicators:

Population 1996: 967.5 Real Per Capita GDP 1995=  $1,921
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96): 2.2% Avg. Growth Rate:  1980-90 = 3.5%
1990-96 =  2.2%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP:Aggregate 9.9 6.6 5.7 0.5 4.6 4.5 6.3 5.0 -
: Per Capita 7.7 4.4 3.5 -1.7 24 2.3 4.1 2.8 -
Inflation Rate (CPI) 9.4 6.2 9.0 13.9 11.8 6.4 10.2 10.2 -
Change in Money Supply: (M1) 16.5 18.0 14.3 22.6 7.1 18.7 274 11.1 -
1 (M2) 18.3 15.7 15.1 18.3 16.9 170 203 11.0 -
Investment/GDP Ratio 244 24.1 252 227 240 213 23.2 - -
Size of Trade Sector (% of GDP) 8.2 9.0 9.4 9.6 10.6 11.4 - - -
Total Gov't Exp./GDP Ratio
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP -8.1 -7.9 -8.2 -5.8 -5.2 -7.4 -6.7 - -
Unemployment Rate

* The figures in this table are in percent form.

India’s 4.4 economic freedom rating of 1995
placed it 78th among the 115 countries in our
study. Throughout the last two decades, it has per-
sistently ranked in the bottom third. Along with
Nepal and Bangladesh, India is the least free of the
Asian economies.

Economic freedom is restricted in many areas.
Legal restraints prohibit citizens from the mainte-
nance of foreign currency bank accounts. Even
though government consumption as a share of
GDP is not particularly large (the most recent rat-
ing for this component was 7), the Indian econ-
omy is dominated by government. State-operated
enterprises exist in almost every major sector of
the economy. Price controls abound. Restrictions
limit entry into various business activities. Invest-
ment by foreigners generally requires approval
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from the government. The legal system arms po-
litical decision-makers with a great deal of discre-
tionary authority. The Indian tariff rates are
among the highest in the world. (Note: the aver-
age tax rate on international trade was 12.7% in
1995.) All these factors serve to undermine eco-
nomic freedom and the operations of markets.

In recent years, a few modest steps toward a
freer economy have been taken. The top marginal
tax rate has been cut from 77% in 1975 and 62%
in 1985 to the current 40% rate. Exchange rate
controls have been eased during the last decade.
The credit market is now more fully integrated
with the global market. However, much more
needs to be done if this populous country is going
to reach its full potential.
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INDONESIA

Economic Freedom Rating
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Part 1: The Economic Freedom Ratings for the Components and Various Area and

Total Government Expenditures

As A Percent of GDP

Summary Indexes: 1975, 1980, 1985, 1990 and 1995.

(The numbers in parentheses indicate the actual values for the components.)

No Data

Components of Economic Freedom 1975 1980 1985 1990 1995

I. Money and Inflation 4.3 4.6 6.9 5.9 85

(a) Annual Money Growth (last 5 yrs.) 1 (37.4) 1(314) 3 (14.8) 3 (15.6) 5 (137
(b) Inflation Variablity (last 5 yrs.) 1 (16.3) 2 (10.2) 7 (3.0 4 (. 10 (1.D
(¢) Ownership of Foreign Currency 10 10 10 10 10

(d) Maint. of Bank Account Abroad 10 10 10 10 10

I1. Government Operation 5.5 35 4.4 5.7 3.7

(a) Gov't Consump. (% of Total Consump.) 9 (12.2) 6 (16.8) 7 (16.0) 7 (14.2) 8 (13.2)
(b) Government Enterprises 4 2 2 2 2

(c) Price Controls - - - 6 2

(d) Entry Into Business - - - - 2.5

(e) Legal System - - - - 0.0

(f) Avoidance of Neg. Interest Rates 2 2 - 10 10

II1. Takings 5.5 42 6.5 6.9 7.7

(a) Transfers and Subsidies (% of GDP) 9 (1.5) 7 (3.3) 8 (2.5 9 (2.0 10 (0.3)
(b) Marginal Tax Rates (Top Rate) 4 (48) 3 (50 7 (35 7 (395 8§ (30)
(c) Conscription 0 0 0 0 0

IV. International Sector 5.2 6.2 5.8 7.3 7.1

(a) Taxes on International Trade (Avg. ) 6 (4.0 7 (2.9 8 (1.6) 8 (2.5 8 (2.2)
(b) Black Market Exchange Rates (Prem.) 5 7 @ 5 O 10 ()] 10 0)
(¢) Size of Trade Sector (% of GDP) 9 (22.1) 10 (26.6) 9 (21.3) 10 (26.3) 9 (25.6)
(d) Capital Transactions with Foreigners 2 2 2 2 2
Economic Freedom Rating 5.2 4.7 6.0 6.5 6.3
Rankin&of Country 20 29 15 13 29
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INDONESIA

Part 2: Recent Economic Indicators:

Population 1996: 196.9 Real Per Capita GDP 1995=$3,483
(in millions) (in 1985 U.S. dollars)
Annual Rate of Change (1985-96):  1.6% Avg. Growth Rate:  1980-90=  3.5%
1990-95=  4.7%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP:Aggregate 5.8 7.5 7.2 2.0 6.5 6.5 7.5 8.1 -
: Per Capita 4.2 5.9 5.6 0.4 4.9 4.9 5.9 6.5 -
Inflation Rate (CPI) 8.0 6.4 7.8 9.4 7.5 9.7 8.5 9.4 5.3
Change in Money Supply: (M1) 13.3 12.9 15.9 10.6 9.3 27.9 23.3 16.1 20.0
1 (M2) 24.1 39.1 44.6 17.5 19.8 - - - -
Investment/GDP Ratio 31.5 352 36.1 35.5 35.9 33.2 34.3 41.8 -
Size of Trade Sector (% of GDP) 232 243 26.3 274 279 265 25.0 25.6 -
Total Gov't Exp./GDP Ratio
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP -3.0 -1.9 +0.4 +0.4 -04 -0.8 - - -
Unemployment Rate

* The figures in this table are in percent form.

Indonesia’s 6.3 rating in 1995 placed it 29th
among our 115 countries. Neither its rating nor
ranking have changed substantially during the last
two decades. Among its Asian neighbors, Indone-
sia falls in the middle. This economy is clearly
less free than those of Hong Kong, Singapore,
Malaysia, Thailand, South Korea, and Taiwan,
but more free than India, Bangladesh, and Nepal.
There are two major areas that Indonesia must im-
prove if it is going to achieve its full potential.
These two deficiencies are:
¢ Legal Structure—Absence of Rule of Law.
The legal structure provides public officials
with too much arbitrary authority. When
the discretion of government officials re-
places the rule of law, the security of prop-
erty rights is undermined and corruption

(for example, bribes, selective enforcement
of regulations, and favoritism) becomes a
way of life. A legal structure of this type
undermines market allocation.

Excessive Regulation. This is a regulated
economy. Price controls, limitations on en-
try into business and professional practice,
and restrictions on the movement of capital
are widespread. Government enterprises—
often protected from potential market com-
petitors—operate in many sectors of the
economy.

Despite these shortcomings, Indonesia’s growth
record during the last two decades has been out-
standing. With movement toward a freer econ-
omy, it could follow the path of Japan and become
a major economic power.
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IRAN

Economic Freedom Rating

1975 1980 1985 1990

Year

1995

Total Government Expenditures
As A Percent of GDP

No Data

Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.

(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995

I. Money and Inflation 25 4.9 5.2 6.6 1.0

(a) Annual Money Growth (last 5 yrs.) 1 (26.6) 1 (374) 2 (20.3) 3 (15.3) 1 (26.6)
(b) Inflation Variablity (last 5 yrs.) 1(20.4) 3 (6.1) 3 (6.8) 6 (3.6 2 89
(c) Ownership of Foreign Currency 10 10 10 10 0

(d) Maint. of Bank Account Abroad 0 10 10 10 0

II. Government Operation 2.0 1.5 35 36 23

(a) Gov't Consump. (% of Total Consump.) 0 (36.5) 1(28.3) 5 (19.6) 7 (14.7) 6 (17.6)
(b) Government Enterprises 4 2 2 2 2

(¢) Price Controls - - - 2 2

(d) Entry Into Business - - - - 2.5

(e) Legal System - - - - 0.0

(f) Avoidance of Neg. Interest Rates - - - - 0

IIL. Takings 53 3.8 32 2.8 5.1

(a) Transfers and Subsidies (% of GDP) 4 (8.9 5 (7.0) 8 (3.0 7 (4.4 8 (3.2)
{b) Marginal Tax Rates (Top Rate) 8 (40) - 0 (90) 0 (5 4 (59
(c) Conscription 0 0 0 0 0

IV. International Sector 7.0 0.6 0.0 1.4 2.6

(a) Taxes on International Trade (Avg.) 7 (3.6) 0 (17.0) 0 (14.2) 3 (7.3 6 (5.6)
(b) Black Market Exchange Rates (Prem.) 7 @ 1 (164) 0 (533) 0 (2197) 1 (115)
(c) Size of Trade Sector (% of GDP) 10 (38.0) 2 (14.9) 0 8.0) 3 (16.6) 3 (16.2)
(d) Capital Transactions with Foreigners 5 0 0 0 0
Economic Freedom Rating 4.7 2.5 2.7 3.2 2.9
Ranking of Country 32 97 95 93 110

118

www fraserinstitute.org



IRAN

Part 2: Recent Economic Indicators:

Population 1996: 62.4 Real Per Capita GDP 1995= $4,810
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96):  3.5% Avg. Growth Rate: 1980-90=  0.0%
1990-95= 2.9%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate -8.7 3.3 11.7 114 5.7 1.6 1.9 4.2 -
: Per Capita -12.2 -0.2 8.2 7.9 3.2 -1.9 -1.6 1.9 -
Inflation Rate (CPI) 28.7 223 7.6 17.1 256 212 315 496 -
Change in Money Supply: (M1) 10.2 15.7 18.1 26.1 148 300 416 325 -
1 (M2) 20.1 22.5 180 256 244 303 33.3 30.1 -
Investment/GDP Ratio 19.1 23.8 28.6 33.2 35.4 29.0 23.0 20.0 -
Size of Trade Sector (% of GDP) 7.3 11.5 16.6 17.2 156 235 213 16.2 -
Total Gov't Exp./GDP Ratio
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP -9.2 -3.9 -1.8 -2.3 -1.4 -0.3 -0.1 - -
Unemployment Rate

* The figures in this table are in percent form.

In 1975, the Iranian economic freedom rating of
4.7 placed it 32nd among the countries in our
study. That changed dramatically following the
Iranian revolution and the overthrow of the Shah.
By 1980 Iran had fallen to 97th and in 1995 it
placed 110th. This means that it is one of the least
free countries in the world.

Inspection of the components makes it clear
why Iran received such a low rating. Monetary
policy is highly expansionary—the M1 money
supply grew at an annual rate of almost 30% dur-
ing 1991-1995. Of course, high and variable rates
of inflation have accompanied this money
growth. Citizens are not allowed to have foreign
currency bank accounts, so the function of money
as a store of value is undermined. Government en-
terprises are widespread throughout the economy.
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Equal protection under the law is weak; political
figures have a substantial amount of discretionary
authority. Taxes take 54% of the marginal earn-
ings of productive citizens—and this is down
from 90% in 1985 and 75% in 1990. Conscription
takes the labor of the young. The taxes on interna-
tional trade are high. Exchange rate controls have
led to a more than 100% black market premium.
As a share of GDP, the size of the trade sector is
now less than half its size in 1975. Foreigners are
not allowed to undertake domestic investments
and neither are citizens allowed to make invest-
ments abroad without the permission of the
government.

The 1995 per capita real GDP of Iran was 40%
less than the 1975 figure. Countries that stifle
economic freedom pay a price.
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IRELAND

Economic Freedom Rating

Total Government Expenditures
As a Percent of GDP
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1975 1980 1985 1990 1995 1975 1980 1Y985 1990 1995
Year ear
Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)
Components of Economic Freedom 1975 1980 1985 1990 1995
I. Money and Inflation 35 2.9 4.4 5.1 9.7
‘(a) Annual Money Growth (last 5 yrs.) 6 (120) 3 (17.2) 9 (60 9 (56 9 @9
(b) Inflation Variablity (last 5 yrs.) 5 47 6 (3.5) 5 4.8 7 25 10 (©7
(c) Ownership of Foreign Currency 0 0 0 0 10
(d) Maint. of Bank Account Abroad 0 0 0 0 10
II. Government Operation 4.0 4.4 4.9 5.8 6.4
(a) Gov't Consump. (% of Total Consump.) 4212 4 (219 3 (223) 4 (206) 3 (223)
(b) Government Enterprises 4 4 4 4 4
(c) Price Controls - - - 7 8
(d) Entry Into Business - - - - 7.5
(e) Legal System - - - - 7.5
(f) Avoidance of Neg. Interest Rates 4 6 10 10 10
II1. Takings 2.1 2.6 1.7 2.2 2.7
(a) Transfers and Subsidies (% of GDP) 2 (183) 2 (177N 1 (20.5) 1 (242) 0 (27.1)
(b) Marginal Tax Rates (Top Rate) 0 B0 1 (60) 0 65y 1 (58 3 (48)
(c) Conscription 10 10 10 10 10
IV. International Sector 6.8 15 6.8 6.9 8.9
(a) Taxes on International Trade (Avg.) 6 (48 7 (3.0) 8 2.5 7 26) 8 (1.5
(b) Black Market Exchange Rates (Prem.) 10 ) 10 ) 6 3 8 (1) 10 ()]
(c) Size of Trade Sector (% of GDP) 6 (43.7) 8 (53.8) 9 (56.7) 8 (56.8) 10 (71.8)
(d) Capital Transactions with Foreigners 5 5 5 5 8
Economic Freedom Rating 4.1 4.4 4.3 4.8 6.5
Ranking of Country 50 40 51 43 21
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IRELAND

Part 2: Recent Economic Indicators:

Population 1996: 3.6 Real Per Capita GDP 1996= $17,454
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96):  0.1% Avg. Growth Rate:  1980-90= 3.3%
1990-96= 5.4%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 4.3 6.1 7.8 2.2 3.9 3.1 6.7 7.0 8.0
: Per Capita 42 6.0 7.7 2.1 3.8 3.0 6.6 6.9 7.9
Inflation Rate (CPI) 22 4.1 33 3.2 3.1 1.4 2.3 2.5 2.0
Change in Money Supply: (M1) 7.1 10.1 7.5 1.3 -40 229 12.6 13.8 14.0
: (M2) 6.5 14.0 8.9 114 12.7 19.2 4.5 14.1 18.0
Investment/GDP Ratio 18.5 16.4 18.0 18.9 17.4 15.7 15.1 15.8 16.1
Size of Trade Sector (% of GDP) 564 606 568 572  58.1 628 674 71.8 72.7
Total Gov't Exp./GDP Ratio 472 406  41.1 426 432 431 42.9 412 397 °P
General Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP -4.4 -1.8 -2.3 -2.4 -2.5 -2.5 -2.0 -23 -1.5
Unemployment Rate 16.2 14.7 13.3 14.7 15.5 15.6 14.3 124 12.5

* The figures in this table are in percent form.

P Preliminary.

After eamning ratings just above 4 during 1975-
1985, the economic freedom rating of Ireland
jumped to 4.8 in 1990 and 6.5 in 1995. Ireland
ranked 21st (tied with Netherlands) in 1995, up
from 51st in 1985.

Several factors contributed to this rating im-
provement. Monetary policy has been consider-
ably less expansionary during recent years than
was true during the 1970s and early 1980s. As a
result, the inflation rate has fluctuated within a
narrow band around 3% during the 1990s. The le-
gal ban against the maintenance of foreign cur-
rency bank accounts—both domestically and
abroad—was lifted in the early 1990s. The top
marginal tax rate was cut from the 80% rate of the
1970s to 65% in 1985 and 48% in the 1990s. The
Irish pound is now a fully convertible currency.
The size of the trade sector as a share of GDP has
steadily increased during the last two decades.
The trade sector is now nearly twice the size of the
figure during the mid-1970s. Furthermore, total
government expenditures have declined slightly
as a share of GDP during the last decade.
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Despite these positive developments, there is
reason to believe that they may paint a picture that
is too rosy. Tax concessions and other indirect
subsidies have often been used to attract foreign
investment. As currently structured, our index
fails to capture discriminatory treatment and indi-
rect subsidies of this type. During the last two de-
cades, GDP has grown more rapidly than GNP.
Thus, the income of the “nationals” has not in-
creased as rapidly as the growth of domestic out-
put. Clearly, unemployment is a severe and
continuing problem. Even though the Irish econ-
omy experienced a decade of strong growth, un-
employment was still 12% during 1996. When a
growing economy has prolonged double-digit un-
employment, it invariably reflects transfer pay-
ments that reduce the cost of joblessness and/or
regulations that make it expensive to hire and ter-
minate employees. Ireland desperately needs to
revise its transfer system and deregulate its labor
market in order to achieve its full potential.
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ISRAEL

Total Government Expenditures

Economic Freedom Rating As A Percent of GDP
8 100
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1975 1980 1985 1990 1095 1975 1980 1985 1990 1994
Year Year
Part 1: The Economic Freedom Ratings for the Components and Various Area and
Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)
Components of Economic Freedom 1975 1980 1985 1990 1995
I. Money and Inflation 2.9 1.9 1.9 29 54
(a) Annual Rate of Money Growth (last 5 yrs.) 1 (24.7) 0 (45.6) 0 (172.3) 1 (44.1) 5 (13.6)
(b) Inflation Variablity (last 5 yrs.) 2 (99 0 (332 0 (101.7) 2 (13.0) 6 (3.8
(¢) Ownership of Foreign Currency 10 10 10 10 10
(d) Maintenance of Bank Account Abroad 0 0 0 0 0
II. Government Operation 1.0 0.8 0.8 1.4 43
(2) Gov't Consump. (% of Total Consump.) 0 (42.3) 0 432 0 (38.7) 0 (329 0 (321
(b) Government Enterprises 2 2 2 2 2
(c) Price Controls - - 0 5
(d) Entry Into Business - - - 7.5
(e) Legal System - - - 5.0
(f) Avoidance of Negative Interest Rates 0 0 6 8
IIL. Takings 0.0 0.9 1.8 2.7 2.7
(a) Transfers and Subsidies (% of GDP) 1 (20.38) 1 (19.7) 2 (16.7) 2 (18.6)
(b) Marginal Tax Rates (Top Rate) 1 (66) 3 (60) 4 62)) 4 (50)
(c) Conscription 0 0 0 0 0 o
IV. International Sector 23 5.2 43 54 6.8
(a) Taxes of International Trade (Avg. Rate) 2 (8.0) 6 (5.1) 7 (29 9 (0.9 10  (0.2)
(b) Black Market Exchange Rates (Premium) 2 (60) 8 (1 5 @) 6 “) 10 0)
(c) Size of Trade Sector (% of GDP) 4 (38.7) 4 (452) 5 (429 3 (345) 3 (40.2)
(d) Capital Transactions with Foreigners 2 2 2 2 2
Economic Freedom Rating 2.0 22 25 31 4.6
Ranking of Country 94 102 99 94 70
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ISRAEL

Part 2: Recent Economic Indicators:

Population 1996: 5.7 Real Per Capita GDP 1996 = $15,206
(in mitlions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96):  2.7% Avg, Growth Rate: 1980-90= 1.8%
1990-96= 2.9%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP:Aggregate 3.1 1.3 5.8 6.2 6.6 39 6.5 6.8 3.2
: Per Capita 0.4 -1.4 3.1 3.5 39 1.2 3.8 4.1 0.5
Inflation Rate (CPI) 163 202 17.2 19.0 11.9 10.9 12.3 10.0 10.6
Change in Money Supply: (M1) 11.3 44.4 30.6 13.7 33.7 27.9 7.7 15.1 -
1 (M2) 223 210 194 177 254 22.0 246 21.7 -
Investment/GDP Ratio 17.3 15.9 187 243 243 240 242 24.9 -
Size of Trade Sector (% of GDP) 344 358 345 321 322 356 40.6 40.2 -
Total Gov't Exp./GDP Ratio 477 474 486 478 485 469 462 - -
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP -8.0 -3.9 -4.3 -8.0 -3.9 -1.8 -3.1 - -
Unemployment Rate 6.4 8.9 9.6 10.6 11.2 10.0 7.8 6.9 -

* The figures in this table are in percent form.

Among the countries that we were able to rate in
1975, only Russia and Uganda had a lower rating
than Israel. While little progress was made during
the 1975-1985 period, Israel has made some mod-
est moves toward economic freedom during the
last decade. In 1995 Israel ranked 70th among the
115 nations in our study.

What factors contributed to the increase in Is-
rael’s rating? The monetary policy of the 1990s
has been far less expansionary and, as the result,
the inflation rate has descended from the astro-
nomical levels of 1975-1985. While still huge,
transfers and subsidies are now a little smaller as a
share of the economy than was true a decade ago.
Tariff rates have been reduced and both exchange
and interest rate controls have been relaxed.

Despite these changes, this is still a government-
dominated economy. Government accounted for
one-third of the total consumption spending in
1995. Only Bahrain, Oman, Botswana, and Sweden
channeled a larger share of their consumption
through the government (rather than having it di-
rected by personal choice and market prices.) There
has been far more talk than action in the area of
privatization. The share of resources consumed by
state-operated enterprises changed very little dur-
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ing the last decade. While the top marginal tax rate
has been reduced, it still remains at the 50% level.
(Note: in 1996 Israel instituted a new payroll tax to
finance health care. A plan to withhold taxes on
second jobs at a 50% marginal rate has just been
enacted. These efforts to squeeze still more revenue
from the taxpayer reflect Israel’s attempt to balance
the budget. See below.) Countries that take one half
of the marginal earnings of their most productive
citizens are unlikely to reach their full potential.

Government expenditures as a share of the
economy are now lower than was true during the
1980s. This downward trend, however should be
interpreted with caution. It is primarily due to pres-
sure—both domestic and international-—to reduce
the size of government debt and the budget deficit.
Balancing the budget in Israel has a very unique
meaning. Israel receives approximately 12% of its
national income ($10 billion in 1995) in the form
of “remittances” and guaranteed loans. Most of
these funds are, in one form or another, transfers
from abroad. No other country—<certainly none
with such a high per capita income level—receives
transfers even close to this magnitude.

(Continued on page 203.)
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ITALY

Total Government Expenditures
Economic Freedom Rating As A Percent of GDP
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Year Year

Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995

I. Money and Inflation 2.2 3.0 3.5 9.4 9.7

(a) Annual Money Growth (last 5 yrs.) 3 (16.9) 1 (20.7) 5 (12.5) 8 (1.7 10 (1.9)
(b) Inflation Variablity (last 5 yrs.) 4 (5.2) 8 (22 6 (3.8) 10 (0.8) 9 (14
(c) Ownership of Foreign Currency 0 0 0 10 10

(d) Maint. of Bank Account Abroad 0 0 0 10 10

I1. Government Operation 4.0 3.6 3.6 4.6 5.6

(a) Gov't Consump. (% of Total Comsump.) 5(18.5) 5 (19.4) 4 (21.1) 4 (22.1) 4 (21.6)
(b) Government Enterprises 2 2 2 2 2

(c) Price Controls - - - 5 5

(d) Entry Into Business - - - - 7.5

(e) Legal System - - - - 7.5

(f) Avoidance of Neg. Interest Rates 6 4 6 10 10

IIL. Takings 3.1 04 0.0 0.5 0.5

(a) Transfers and Subsidies (% of GDP) 2 (17.5) 1 (20.9) 0 (28.5) 0 (25.8) 0 (29.3)
(b) Marginal Tax Rates (Top Rate) 5 (48) 0 (72) 0 (81 1 (66) 1 67)
(c) Conscription 0 0 0 0 0

IV. International Sector 6.5 7.9 8.0 7.7 8.7

(a) Taxes on International Trade (Avg.) 10 (0.3) 10  (0.0) 10 (0.0) 10 (0.0) 10 (0.0)
(b) Black Market Exchange Rates (Prem.) 5 9 10 (V)] 10 (0) 10 ) 10 ©)
(c) Size of Trade Sector (% of GDP) 5 (20.6) 5 (23.3) 6 (23.0) 4 (20.7) 5 (23.7)
(d) Capital Transactions with Foreigners 5 5 5 5 8
Economic Freedom Rating 4.1 3.6 3.6 5.0 55
Ranking of Country 50 67 7 39 55
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ITALY

Part 2: Recent Economic Indicators:

Population 1996: 574 Real Per Capita GDP 1996= $18,275
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1984-96):  0.0% Avg. Growth Rate: 1980-90= 2.0%
1990-96= 1.1%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 4.1 29 21 1.3 0.9 -1.2 2.1 3.0 0.8
: Per Capita 4.1 2.9 2.1 1.3 0.9 -1.5 1.9 2.1 0.6
Inflation Rate (CPI) 5.1 6.2 6.5 6.3 5.1 4.5 4.0 5.2 3.8
Change in Money Supply: (M1) 7.8 12.7 6.8 11.4 1.5 6.1 3.2 13 1.8
1 (M2) 7.7 11.2 8.8 9.5 5.5 73 1.0 24 3.5
Investment/GDP Ratio 21.5 21.3 21.0 20.5 19.4 16.9 16.6 170 20.5
Size of Trade Sector (% of GDP) 192 204 207 19.5 19.9 19.8 20.9 237 225
Total Gov't Exp./GDP Ratio 50.7 51.7 53.6 539 54.0 57.9 54.6 52.9 53.2
General Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP -10.7 -99 -11.0 -10.2 -9.5  -10.0 -9.5 -74 -1.3
Unemployment Rate 11.0 10.9 10.3 9.9 10.5 103 114 11.9 122

* The figures in this table are in percent form.

After declining during 1975-1985, Italy’s eco-
nomic freedom rating has increased during the
last decade. Its ranking has followed a similar
path. In 1995 the Italian economy ranked 55th, up
from its ranking of 77th in 1985, but still below its
50th place position in 1975.

The bright spots of the Italian economy are
monetary policy and international trade. Histori-
cally, Italy’s monetary expansion and inflation
rates have been the highest among the large indus-
trial nations. This is no longer true. Monetary ex-
pansion has been moderate during the last decade
and the inflation rate has hovered around 4% in
the 1990s. Italy also legalized the maintenance of
foreign currency bank accounts, both domesti-
cally and abroad, in the late 1980s. These factors
resulted in a sharp rating increase in the monetary
area. In the trade area, tariffs are low, the Italian
lira is fully convertible, and restrictions limiting
capital movement are liberal. Thus, Italy also
rates well in this area.

125

The problem areas are the size of government,
a huge transfer sector, and high marginal tax
rates. Even through there has been some privati-
zation, state-operated enterprises still account for
almost 20% of the non-agricultural business sec-
tor. Government expenditures sum to more than
50% of GDP. In 1995, almost 30% of GDP was
taxed away from its earner and transferred to an-
other. Of course, big government means high
taxes and Italy’s taxes are just about the highest in
the world. In fact, Italy’s top marginal personal
income tax rate of 67% (counting the 16% local
income tax that is collected by the central govern-
ment) is the highest among the 115 countries in
our study. Furthermore, budget deficits are al-
ready huge—between 7% and 10% of GDP. Def-
icits of this size cannot be maintained over the
long term. Given its high taxes, large budget def-
icits, and double-digit rates of unemployment, It-
aly is sure to confront difficult economic choices
in the near future.
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JAPAN

Economic Freedom Rating
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Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995

I. Money and Inflation 3.9 7.6 8.0 10.0 10.0

(a) Annual Money Growth (last 5 yrs.) 2 (17.6) 9 (64) 9 (4.6) 10 (3.9) 10 (3.3)
(b) Inflation Variablity (last 5 yrs.) 4 (5.6) 9 (1.7) 10 (0.8) 10 (0.9) 10 (0.7)
(c) Ownership of Foreign Currency 10 10 10 10 10

(d) Maint. of Bank Account Abroad 0 0 0 10 10

II. Government Operation 6.8 8.0 8.4 7.7 7.4

(a) Gov't Consump. (% of Total Consump.) 7 (14.9) 7 (14.3) 8 (14.0) 8 (13.7) 8 (13.9)
(b) Government Enterprises 8 8 8 8 8

(c) Price Controls - - - 6 5

(d) Entry Into Business - - - - 7.5

(e) Legal System - - - - 7.5

(f) Avoidance of Neg. Interest Rates 4 10 10 10 10

III. Takings 3.8 29 3.4 3.9 3.5

(a) Transfers and Subsidies (% of GDP) 5 (6.7 4 (9.2) 4 (10.9) 4 (11.5) 3 (122)
(b) Marginal Tax Rates (Top Rate) 1 (68) 0 (75 1 (70) 2 (65) 2 (65)
(c) Conscription 10 10 10 10 10

IV. International Sector 6.5 6.5 7.2 7.7 7.2

(a) Taxes on International Trade (Avg.) 9 (1.3) 9 (0.9 9 (0.8) 9 (0.9 8 (1.6)
(b) Black Market Exchange Rates (Prem.) 10 (0) 10 (0) 10 (0) 10 (0) 10 0)
(c) Size of Trade Sector (% of GDP) 3 (12.8) 3 (14.1) 3 (12.8) 1 (10.5) 0 (87
(d) Capital Transactions with Foreigners 2 2 5 8 8
Economic Freedom Rating 5.1 5.8 6.3 6.9 6.7
Ranking of Country 22 16 9 8 18
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JAPAN

Part 2: Recent Economic Indicators:

Population 1996: 125.5 Real Per Capita GDP 1996= $22,149
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96): 0.4% Avg. Growth Rate: 1980-90= 3.5%
1990-96= 1.8%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 6.2 4.8 4.8 4.3 14 0.1 0.5 0.9 32
: Per Capita 5.8 44 4.4 3.9 1.0 -0.3 0.1 0.5 2.8
Inflation Rate (CPI) 0.7 23 3.1 3.3 1.7 1.3 0.7 -0.1 0.6
Change in Money Supply: (M1) 8.6 2.4 4.5 9.5 3.9 7.0 42 13.1 10.3
1 (M2) 9.8 11.8 8.2 2.5 -0.1 22 3.1 2.8 32
Investment/GDP Ratio 306 318 328 325 311 299 289 29.5 30.4
Size of Trade Sector (% of GDP) 9.0 10.0 10.5 9.5 9.0 83 8.4 8.7 9.0
Total/Gov't Exp./GDP Ratio 322 315 323 320 329 349 356 367 375°
General Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP +1.5 25 +29 +29 +14 -1.6 -2.1 -3.3 -4.1
Unemployment Rate 2.5 23 2.1 2.1 2.2 2.5 29 3.1 34 1%

* The figures in this table are in percent form.
a October, 1996.

P Preliminary.

Our index indicates that the economic freedom of
Japan increased steadily during 1975-1990, be-
fore receding slightly during the last five years.
Its 1995 rating places it 18th (out of 115), down
from an 8th place ranking in 1990.

Japan’s greatest strength is in the Money and
Inflation area. It earned a “perfect ten” in this area
in both 1990 and 1995, compared to 3.9 in 1975.
For the last ten to fifteen years, Japan has been a
model of monetary stability. For a high-income
industrial country, Japan’s government consump-
tion expenditures are relatively small. Its rating in
this area is the highest among the industrial na-
tions. Its major weaknesses are high marginal tax
rates (its top marginal rate of 65% is now one of
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the highest in the world) and non-tariff trade re-
straints (note how the size of the trade sector is
much smaller than would be expected for a coun-
try of this size and location).

In contrast with the mid-1970s, Japan is no
longer a small government economy. Pushed
along by the growth of the transfer sector, govern-
ment expenditures have steadily risen from 27%
of GDP in 1975 to 36.7% in 1995. Japanese gov-
ernment expenditures as a share of the economy
are now approximately the same size as those of
the United States. The Japanese economy has
struggled in the 1990s. This may well reflect that
as government becomes larger, adjustments to
change are increasingly difficult.
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KENYA

Economic Freedom Rating

8

1975 1980 1985 1990
Year

1995

Part 1: The Economic Freedom Ratings for the Components and Various Area and

Total Government Expenditures
As a Percent of GDP

Summary Indexes: 1975, 1980, 1985, 1990 and 1995.

(The numbers in parentheses indicate the actual values for the components.)

No Data

Components of Economic Freedom 1975 1980 1985 1990 1995

1. Money and Inflation 2.2 1.9 5.5 4.5 3.8

(a) Annual Money Growth (last 5 yrs.) 5 (12.5) 3 (51 7 (8.5) 5 (13.6) 3 (16.5)
(b) Inflation Variablity (last 5 yrs.) 2 (93) 3 (6.1 10 (1.2) 9 (1.4 3 (79
(c) Ownership of Foreign Currency 0 0 0 0 10

(d) Maint. of Bank Account Abroad 0 0 0 0 0

I1. Government Operation 4.0 4.1 4.9 4.0 4.0

(a) Gov't Consump. (% of Total Consump.) 4 (21.2) 2 (242) 3 (23.3) 3 (23.1) 6 (17.8)
(b) Government Enterprises 4 4 4 4 4

(c) Price Controls - - - 2 4

(d) Entry Into Business - - - - 5.0

(e) Legal System - - - - 0.0

(f) Avoidance of Neg. Interest Rates 4 8 10 10 4

IIL Takings 22 5.0 3.7 5.9 6.3

(a) Transfers and Subsidies (% of GDP) - 8 (2.3) 6 4.7) 8 (2.8) 9 (1.9
(b) Marginal Tax Rates (Top Rate) 0 (70) 1 (65) 0 (65) 3 (50) 3 (50)
(c) Conscription 10 10 10 10 10

IV. International Sector 4.5 3.7 3.6 3.8 7.1

(a) Taxes on International Trade (Avg.) 6 (5.5) 5 (6.1 3 (74 4 (6.3) 6 (5.0)
(b) Black Market Exchange Rates (Prem.) 5 (8 4 (10) 7 @ 6 (6) 7 2)
(c) Size of Trade Sector (% of GDP) 8 (32.2) 7 (33.5) 5 (25.8) 6 (28.8) 8 (36.3)
(d) Capital Transactions with Foreigners 0 0 0 0 8
Economic Freedom Rating 33 3.9 4.3 4.6 53
Ranking of Country 72 52 51 56 61
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KENYA

Part 2: Recent Economic Indicators:

Population 1996: 31.8 Real Per Capita GDP 1995=  $1,188
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96):  4.2% Avg. Growth Rate: 1980-90= 0.4%
1990-95= -2.0%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 6.2 47 42 1.4 -0.8 0.4 3.9 44 -
: Per Capita 2.0 0.5 0.0 -2.8 -5.0 -3.8 -0.3 0.2 -
Inflation Rate (CPI) 11.2 12.9 15.6 198 295 458 29.0 0.8 -
Change in Money Supply: (M1) 1.3 13.0 27.2 15.0 47.1 27.4 12.6 3.8 -
: (M2) 8.0 129 201 196 390 28.0 315 16.4 -
Investment/GDP Ratio 25.0 24.7 243 21.3 17.4 18.4 19.6 22.0 -
Size of Trade Sector (% of GDP) 245 268 288 280 27.0 395 36.1 36.3 -
Total Gov't Exp./GDP Ratio
Central Government Budget
Deficit (-) or Surplus (+)
(As a Percent of GDP) -4.4 -6.9 -4.0 -2.8 -0.4 -4.0 -3.4 - -
Unemployment Rate

* The figures in this table are in percent form.

While Kenya’s economic freedom rating has risen
during the last two decades, its ranking has de-
clined slightly. Among the 115 of our study, it
ranked 61st in 1995, down from 51st in 1980.
Both its modest 5.3 rating and 1995 ranking indi-
cate that it still has a long way to go.

Reductions in marginal tax rates (from 65% to
50%) and some deregulation of financial markets
account for most of the rating improvement. Mon-
etary and price stability continues to be a prob-
lem. There has been little privatization and ineffi-
cient government enterprises continue to exert a
negative impact on the economy. The legal struc-
ture often operates in a discriminatory manner.
Public officials have a great deal of discretionary
authority that often reaches beyond the scope of
the law. As the result, corruption is widespread
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and it contributes significantly to the cost of doing
business.

Perhaps most significantly, the credibility of
even the modest steps toward a market economy
is very low—and with good reason. Responding
to a recent drought, the president invoked the
Emergency Powers Act in February 1997. This
act provides the government with broad powers to
regulate the prices of food products, control the
movement of both goods and people, and deter-
mine what goods will be imported and exported.
Actions of this type undermine the confidence of
entrepreneurs and investors both at home and
abroad. If this country is going to prosper in the
future, fundamental structural reform will be re-
quired. At the moment, there is little sign that
such a plan is on the horizon.
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LITHUANIA

Total Government Expenditures

Economic Freedom Rating As a Percent of GDP
8 100
6| 55 80 r
60 -
4 -
40 + 33.0
2+ 20 }+
0 N/R N/R N/R N/R 0 N/A N/A N/A N/A
1975 1980 1985 1990 1995 1997 1980 1985 1990 1994
Year Year

Part 1: The Economic Freedom Ratings for the Components and Various Area and

Summary Indexes:

1975, 1980, 1985, 1990 and 1995.

(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1995

I. Money and Inflation 3.6

(a) Annual Money Growth (last 5 yrs.) 0 (53.0)
(b) Inflation Variablity (last 5 yrs.) 0 (357.8)
(c) Ownership of Foreign Currency 10

(d) Maint. of Bank Account Abroad 10

II. Government Operation 4.5

(a) Gov't Consump. (% of Total Consump.) 7 (14.6)
(b) Government Enterprises 0

(c) Price Controls 4

(d) Entry Into Business 7.5

(e) Legal System 7.5

(f) Avoidance of Neg. Interest Rates

I11. Takings 4.9

(a) Transfers and Subsidies (% of GDP) 4 (104)
(b) Marginal Tax Rates (Top Rate) 7 (35)
(c) Conscription 0

1V. International Sector 9.0

(a) Taxes on International Trade (Avg.) 9 (0.7)
(b) Black Market Exchange Rates (Prem.) 10 0)
(c) Size of Trade Sector (% of GDP) 9 (63.1)
(d) Capital Transactions with Foreigners 8
Economic Freedom Rating 5.5
Ranking of Country 55
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LITHUANIA

Part 2: Recent Economic Indicators:

Population 1996: 3.7 Real Per Capita GDP 1996= $3,531
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1992-96): -0.3% Avg. Growth Rate: 1980-90= -
1990-96= -9.4%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate - - 50 -13.0 -35.0 -30.3 1.0 2.6 1.5
: Per Capita - - 53 127 -347  -30.0 1.3 2.9 1.8
Inflation Rate (CPI) - - 8.4 2247 10203 3902 722 397 28.0
Change in Money Supply: (M1) - - - - - - - 417 -
: M2) - - - - - - - 298 -
Investment/GDP Ratio
Size of Trade Sector (% of GDP) - - - - 680 63.1 - - .
Total Gov't Exp./GDP Ratio - - - - 329 30.4 33.0 - -
Central Government Budget
Deficit (-} or Surplus (+)
As a Percent of GDP - - - - - - 4.2 -3.3 -3.4
Unemployment Rate - - - - 1.0 1.4 3.8 6.2 6.4
* The figures in this table are in percent form.
Lithuania’s 5.5 rating in 1995 placed it 55th change rate is driven by market forces, and the size

among the 115 countries in our study. Our index
indicates that Lithuania and Estonia (which had a
one-tenth of a point higher rating) were the freest
of the former socialist countries in 1995.

While Lithuania is not yet a free market econ-
omy, the foundation has been laid. The size of both
the government consumption and the income
transfer sectors are modest by European standards.
Citizens are free to maintain foreign currency
bank accounts and entry restraints into business
are comparable to those of Western Europe. The
top marginal tax rate (35% percent in 1995) is rel-
atively low. The international trade sector is a
strength of the economy. Tariffs are low, the ex-
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of the trade sector is large, even for a country of
such small size.

Monetary instability is a continuing problem.
Even though the inflation rate has declined
sharply from the levels of 1992-1993, it is still
running in the 30% range. Like neighboring Esto-
nia, Lithuania is off to a reasonably good start.
Total government expenditures (33% of GDP in
1995) are low by European standards. If it can
move toward monetary stability and control the
growth of government (both spending and regula-
tion), it can look forward to a period of expanding
economic freedom and prosperity in the future.
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MALAYSIA

Total Government Expenditures
Economic Freedom Rating As a Percent of GDP

10 100

80 -

60 -

40

20

1975 1980 1985 1990 1995 1975 1980 1985 1990 1995

Year Year

Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995

I. Money and Inflation 4.5 7.8 7.3 7.7 8.2

(a) Annual Money Growth (last 5 yrs.) 7 (8.6) 7 (9.6) 10 (2.5 9 (6.0) 4049
(b) Inflation Variablity (last 5 yrs.) 2 (8.3) 6 (3.1) 7 (2.6) 4 (5.2) 10 (1.1)
(c) Ownership of Foreign Currency 0 10 10 10 10

(d) Maint. of Bank Account Abroad 10 10 0 10 10

II. Government Operation 4.5 3.7 4.9 5.7 5.4

(a) Gov't Consump. (% of Total Consump.) 3 (23.9) 2 (24.6) 3 (227 4 (21.0) 4 (20.6)
(b) Government Enterprises 6 4 4 6 6

(c) Price Controls - - - 5 4

(d) Entry Into Business - - - - 7.5

(e) Legal System - - - - 2.5

(f) Avoidance of Neg. Interest Rates - 6 10 10 10

II1. Takings 5.2 4.7 6.9 73 7.4

(a) Transfers and Subsidies (% of GDP) 5 (64) 6 (4.8) 7 (3.6) 8 (24) 7 (3.6)
(b) Marginal Tax Rates (Top Rate) 4 (50) 2 (60) 6 (45) 6 @5 7 (32
(c) Conscription 10 10 10 10 10

IV. International Sector 6.9 6.6 72 7.8 8.1

(a) Taxes on International Trade (Avg.) 4 (7.0 3 (77 5 (5.7 7 (3.2 8 (2.1)
(b) Black Market Exchange Rates (Prem.) 10 (0) 10 ()] 10 ) 10 © 10 (@O
(c) Size of Trade Sector (% of GDP) 10 (43.4) 10 (56.3) 10 (52.3) 10 (75.6) 10 (90.6)
(d) Capital Transactions with Foreigners 5 5 5 5 5
Economic Freedom Rating 54 5.6 6.7 7.1 7.0
Ranking of Country 18 19 6 10
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MALAYSIA

Part 2: Recent Economic Indicators:

Population 1996: 20.9 Real Per Capita GDP 1995 = $9,644
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96):  2.5% Avg. Growth Rate:  1980-90=  3.3%
1985-95=  5.1%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP:Aggregate 8.9 9.2 9.7 8.7 7.8 8.3 8.7 8.3 -
: Per Capita 6.4 6.7 7.2 6.2 5.3 5.8 6.2 5.8 -
Inflation Rate (CPI) 2.6 2.8 2.6 44 4.8 3.5 3.7 5.3 -
Change in Money Supply: (M1) 14.4 17.3 15.6 9.9 27.3 35.3 16.8 13.2 -
1 (M2) 6.7 15.2 10.6 169 292  26.6 12.7 200 -
Investment/GDP Ratio 260 286 313 359 335 35.0 38.5 - -
Size of Trade Sector (% of GDP) 624 702 756 844 77.1 779  90.6 - -
Total Gov't Exp./GDP Ratio
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP -0.3 -0.5 -1.3 -0.2 +0.7 +1.6 +2.3 - -
Unemployment Rate

* The figures in this table are in percent form.

During the 1980s, the economic freedom of this
southeast Asian nation increased substantially. As
its 10th place ranking in 1995 indicates, it is now
one of the freest economies in the world. As eco-
nomic freedom has increased the size of govern-
ment has been reduced. Total government expen-
ditures summed to 32.3% of GDP in 1995, down
from 37.7% in 1980.

Several factors contributed to the improvement.
There was an increase in the stability of the price
level (and inflation rate). During the last two de-
cades, there has been a decline in both government
consumption expenditures and transfers as a share
of the economy. Not many countries can match
that record. Marginal tax rates have been reduced.
The top rate is now 32%, down from 60% in 1980.
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Tariffs have been reduced and the trade sector
has grown rapidly. As a share of GDP, the size of
the trade sector in 1995 was twice that of 1975.

There are a few areas of concern. Malaysia
shows some reluctance to give up its regulatory
ways. Despite some privatization, government en-
terprises are still widespread throughout the econ-
omy. As the relatively low ratings for the Equality
before the Law component indicates, there is am-
ple room for improvement in this area.

Malaysia’s impressive move toward economic
liberalization has been rewarded. Its growth rate
of per capita GDP averaged over 3% per year in
the 1980°s and 5% during the 1990s. Malaysia is
earning the dividends of economic freedom.
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MAURITIUS

Economic Freedom Rating

10

Total Government Expenditures
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Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)
Components of Economic Freedom 1975 1980 1985 1990 1995
1. Money and Inflation 0.6 2.8 6.0 3.6 9.4
(a) Annual Money Growth (last 5 yrs.) 1 (32.9) 6 (11.1) 10 (2.8) 2 (18.6) 9 (53
(b) Inflation Variablity (last 5 yrs.) 1 (20.1) 3 B0 9 (14 9 (13) 9 (1.3)
(c) Ownership of Foreign Currency 0 0 0 0 10
(d) Maint. of Bank Account Abroad 0 0 0 0 10
II. Government Operation 6.5 6.5 7.2 59 7.1
(a) Gov't Consump. (% of Total Consump.) 7 (15.2) 7 (157 7 (47) 7 (152) 7 (15.8)
(b) Government Enterprises 6 6 6 6 6
(c) Price Controls - - - 4 4
(d) Entry Into Business - - - - 10.0
(e) Legal System - - - - 7.5
(f) Avoidance of Neg. Interest Rates - - 10 8 10
II1. Takings 6.2 4.7 7.0 7.4 7.9
(a) Transfers and Subsidies (% of GDP) 5 (6.6) 5 (65 6 (52) 7 42 7 (44
(b) Marginal Tax Rates (Top Rate) - 3 50y 7 35 7 (35) 8 (30)
(c) Conscription 10 10 10 10 10
IV. International Sector 31 22 38 3.9 6.9
(a) Taxes on International Trade (Avg.) 4 (7.1) 1 (9.6 1 6 3 (7.6) 4 (6.3)
(b) Black Market Exchange Rates (Prem.) 2 47 2 (40 8 a1 s 8) 10 ()}
(c) Size of Trade Sector (% of GDP) 5 (56.1) 5 (563) 5 (545 7 (711) 5 (61.0)
(d) Capital Transactions with Foreigners 2 2 2 2 8
Economic Freedom Rating 39 39 6.0 5.5 7.6
Ranking of Country 55 52 15 31 5
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MAURITIUS

Part 2: Recent Economic Indicators:

Population 1996: 1.2 Real Per Capita GDP 1995=$9,596
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96): 1.0% Avg. Growth Rate:  1980-90=  5.2%
1990-95= 4.1%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP:Aggregate 6.8 4.6 7.2 4,1 6.2 5.4 4.1 44 -
: Per Capita 5.8 3.6 6.2 3.1 52 4.4 2.1 34
Inflation Rate (CPI) 9.2 12.7 13.5 7.0 4.6 10.5 7.3 6.0 -
Change in Money Supply: (M1) 15.6 18.1 23.7 19.7 8.0 3.0 19.4 8.0 -
1 (M2) 28.7 154 212 219 15.9 17.0 12.3 18.7
Investment/GDP Ratio 30,6 30.7 304 280 294  30.8 322 25.4
Size of Trade Sector (% of GDP) 693 703 71.1 673 642 654 616 61.0 -
Total Gov't Exp./GDP Ratio 229 232 253 232 232 215 226 232 -
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP +0.3 -1.6 -0.5 0.0 -0.8 0.0 -0.3 -1.4 -
Unemployment Rate 10.4 6.7 4.6 3.8 - - - - -

* The figures in this table are in percent form.

This small island nation has taken substantial
steps toward economic freedom since 1980. Sur-
prisingly, our index now ranks it as the 5th freest
economy in the world, behind only Hong Kong,
Singapore, New Zealand, and the United States.
This is certainly a dramatic improvement over its
52nd place ranking in 1980, and 31st in 1990. The
figures on government expenditures also suggest
increased reliance on markets. As a share of GDP,
total government expenditures summed to 23% in
1995, down from 27% in 1980 and 1985.

What accounts for this relatively high ranking?
In the 1990s, the growth rate of the money supply
has been moderate and the inflation rate relatively
stable. The government consumption and transfer
sectors are both relatively small and the legal
structure provides for protection of property
rights and freedom of entry into business. Taxes
are moderate. Unlike most other countries, Mau-
ritius rates average or well above average for ev-
ery component of our index. Its lowest rating in
1995 was a “4” for the price controls component.
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The following factors have contributed to the
recent jump in rating:

» A more stable monetary policy (note the rat-
ing for each of the two monetary policy com-
ponents rose from 1 in 1975 to 9 in 1995;

 The recent deregulations allowing citizens to
maintain foreign currency bank accounts;

* Reductions in marginal tax rates—the top
marginal rate was reduced from 50% in
1980 to 35% in 1985 and 30% in 1995;

* Elimination of exchange rate controls;

» A modest reduction in tariffs;

» Removal of restrictions on both the inflow
and outflow of capital as well as several
regulations that were discriminatory toward
foreign capital.

Like its economic freedom rating, Mauritius’s
growth rate has been impressive. Per capita GDP
expanded at an annual rate of 5.2% during the
1980s and 4.1% thus far during the 1990s. If it
continues on its current path, the economic future
of this country will be bright.
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MEXICO

Economic Freedom Rating
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Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995

I. Money and Inflation 5.2 5.6 4.0 3.6 4.6

(a) Annual Money Growth (last 5 yrs.) 2 (17.5) 1 (30.9) 0 (48.4) 0 (68.1) 1 (40.5)
(b) Inflation Variablity (last 5 yrs.) 3 (6.0) 5 (4.9 1 (20.4) 0 (42.8) 2 (11.1)
(c) Ownership of Foreign Currency 10 10 10 10 10

(d) Maint. of Bank Account Abroad 10 10 10 10 10

I1. Government Operation 5.4 4.7 5.1 4.7 5.8

(a) Gov't Consump. (% of Total Consump.) 9 (11.5) 8 (13.4) 9 (12.5) 9 (10.6) 8 (13.4)
(b) Government Enterprises 2 2 2 4 6

(c) Price Controls - - - 0 5

(d) Entry Into Business - - - - 7.5

(e) Legal System - - - - 0.0

(f) Avoidance of Neg. Interest Rates - 4 4 8 8

III. Takings 5.1 4.7 4.3 6.5 6.1

(a) Transfers and Subsidies (% of GDP) 7 4.1 7 (44) 6 54 8 (2.7 7 (4.0)
(b) Marginal Tax Rates (Top Rate) 5 @7 4 (55 4 (55) 7 (40) 7 (35)
(c) Conscription 0 0 0 0 0

IV. International Sector 4.2 1.0 3.9 7.1 7.6

(a) Taxes on International Trade (Avg.) 3 (1.9 0 (17.6) 7 (2.6) 8 (2.0) 8 (1.5)
(b) Black Market Exchange Rates (Prem.) 10 (0) 1 (92) 3 (25 10 (0) 10 (0)
(c) Size of Trade Sector (% of GDP) 0 (74) 1 (11.8) 3 (12.9) 4 (16.4) 7 (22.6)
(d) Capital Transactions with Foreigners 2 2 2 5 5
Economic Freedom Rating 4.9 3.8 4.3 5.7 6.1
Ranking of Country 27 57 51 27 36
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MEXICO

Part 2: Recent Economic Indicators:

Population 1996: 96.6 Real Per Capita GDP 1996= $8,690
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96): 1.5% Avg. Growth Rate:  1980-90=  -0.5%
1990-96=  0.5%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 1.3 3.3 4.5 3.6 2.8 1.7 3.5 -6.9 5.1
: Per Capita -0.2 1.8 3.0 2.1 1.3 0.2 2.0 -8.4 3.1
Inflation Rate (CPI) 1142 200 26.7 22.7 15.5 9.8 7.0 350 277
Change in Money Supply: (M1) 67.8 1373 63.1 1239 15.1 17.7 1.1 3.5 16.1
1 (M2) -17.5 1159 75.8 49.3 22.8 14.5 21.7 33.3 17.1
Investment/GDP Ratio 21.1 222 228 234 244 232 235 19.4 15.2
Size of Trade Sector (% of GDP) 16.0 16.1 16.4 15.5 154 15.8 152 226 276
Total Gov't Exp./GDP Ratio *® 31.0 260 23.0 20.0 19.5 200 21.0 240 31.0
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP -10.3 -5.2 +0.7 -0.2 +4.5 +0.7 -0.8 -1.1 -0.9
Unemployment Rate ° 3.6 3.0 2.8 2.6 2.8 3.6 3.8 6.3 4.1

* The figures in this table are in percent form.

a These figures include state and regional government expenditures, which usually account for about 3%of GDP.

b If the Mexican unemployment rate was adjusted to the concepts of unemployment used in the United States, these
rates would be between 1.5% and 2% higher. See Susan Fleck and Constance Sorrentino, “Employment and Unem-
ployment in Mexico’s Labor Force,” Monthly Labor Review, November, 1994,

After declining during 1975-1985, Mexico’s eco-
nomic freedom rating rose during the last decade.
In 1995 Mexico ranked 36th (among the 115
countries in our study), up from 51st in 1985 and
57th in 1980.

The reduction in the economic freedom rating
between 1975 and 1985 was primarily the result
of unstable monetary policy, higher taxes, and im-
position of exchange rate controls. Beginning in
the late 1980s, Mexico undertook a number of
constructive moves toward a freer economy. Ex-
change rate controls were eliminated. Price con-
trols were relaxed. A number of government
enterprises were privatized. The top marginal tax
rate was reduced from 55% in 1985 to 40% in
1990 and 35% in 1995. These factors were re-
sponsible for the higher rating of the last decade.

If Mexico is going to reach its full economic po-
tential, major changes are needed in two areas:
monetary institutions and legal structure. As the

peso crisis of 1994 illustrated, the monetary sys-
tem is badly in need of reform. Even though mon-
etary policy has been less expansionary since
1992, the credibility of the monetary authorities is
still low. Some modest steps have been taken to re-
duce the political control over monetary policy,
but more fundamental reform (for example, adop-
tion of either a currency board or a firm price level
target) are needed. The Mexican legal structure
provides government officials with substantial
discretion and places them in a position to hand
out numerous favors (tax concessions, both direct
and indirect subsidies, government contracts,
etc.). A legal structure of this type undermines the
operation of a market economy and breeds corrup-
tion. In 1996, the Mexican economy rebounded
from the severe downturn of 1995. A more stable
and transparent monetary system and a less am-
biguous and politicized legal structure would help
keep this economy on a healthy growth path.
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NETHERLANDS

Total Government Expenditures

Economic Freedom Rating As a Percent of GDP
8 100
80 -
6ol spg 575 807 575
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1985
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40 -

1985
Year

1975 1980

1990

1995

Part 1: The Economic Freedom Ratings for the Components and Various Area and

Summary Indexes:

1975, 1980, 1985, 1990 and 1995.

(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995

1. Money and Inflation 8.5 94 9.4 9.7 9.7

(a) Annual Money Growth (last 5 yrs.) 5(128) 9 (5 9 (65 9 @9 10 @459
(b) Inflation Variablity (last 5 yrs.) 100 07 9 (@17 9 (19 10 10 9 (16
(c) Ownership of Foreign Currency 10 10 10 10 10

(d) Maint. of Bank Account Abroad 10 10 10 10 10

I1. Government Operation 4.8 5.7 6.1 6.6 7.3

(a) Gov't Consump. (% of Total Consump.) 3(223) 3 (221) 4 (209) 5 (198) S5 (19.0)
(b) Government Enterprises 6 6 6 6 6

(¢) Price Controls - - - 7 7

(d) Entry Into Business - - - - 7.5

(e) Legal System - - - - 10.0

(f) Avoidance of Neg. Interest Rates 6 10 10 10 10

IT1. Takings 23 0.0 0.0 0.0 0.9

(a) Transfers and Subsidies (% of GDP) 0(256) O (294) 0 (316) O (287) 0 (29.7)
(b) Marginal Tax Rates (Top Rate) 5 46) 0 (72 0 ((72) O (72) 2 (60)
(c) Conscription 0 0 0 0 0

IV. International Sector 8.2 93 9.5 9.3 9.7

(a) Taxes on International Trade (Avg.) 9 (13) 10 (0 10 (00 10 (©0 10 (0.0
(b) Black Market Exchange Rates (Prem.) 10 (@ 10 © 10 0y 10 0 10 )
(c) Size of Trade Sector (% of GDP) 9 (46.1) 9 (50.5) 10 (58.4) 9 (51.9) 8 (50.0)
(d) Capital Transactions with Foreigners 5 8 8 8 10
Economic Freedom Rating 5.6 5.5 5.6 5.8 6.5
Ranking of Country 15 21 22 25 21
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NETHERLANDS

Part 2: Recent Economic Indicators:

Population 1996: 15.5 Real Per Capita GDP 1996= $19,760

(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96):  0.7% Avg. Growth Rate: 1980-90= 1.5%

1990-96= 1.6%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 2.6 4.7 3.9 2.3 1.8 0.3 2.6 2.3 3.0
: Per Capita 1.9 4.0 32 1.6 1.1 -0.4 1.9 1.6 2.3
Inflation Rate (CPI) 0.7 1.1 2.5 3.1 3.2 2.6 2.8 1.9 2.5
Change in Money Supply: (M1) 7.3 6.9 4.1 4.4 4.4 10.8 1.7 13.6 12.0
: (M2) 74 102 6.9 4.7 4.9 5.7 0.3 5.9 5.8

Investment/GDP Ratio 214 226 222 214  20.6 189  20.0 20.3 -
Size of Trade Sector (% of GDP) 506 533 519 519 500 477 48.6 50.0 -
Total Gov't Exp./GDP Ratio 605 576 575 580 584 58,6  56.1 552 528°P
General Government Budget

Deficit (-) or Surplus (+)

As a Percent of GDP -4.6 -4.7 -5.1 -2.9 -3.9 -3.6 -3.4 -4.0 -2.6
Unemployment Rate 9.1 8.3 7.5 7.0 5.6 6.6 7.1 7.0 6.6

* The figures in this table are in percent form.

P Preliminary.

The economic freedom rating of the Netherlands
has been remarkably steady. So, too, has its rank-
ing. In 1975, this economy ranked 15th; it slipped
a little to 22nd in 1985; and it was ranked 21st
(tied with Ireland and Iceland) in 1995.

Netherlands gets exceedingly high marks in
both the money and international areas. The justi-
fication for these high ratings is clear. The growth
rate of the money supply has been low and rela-
tively stable. Not surprisingly, the inflation rate
has followed suit. Citizens are allowed to main-
tain foreign currency bank accounts both domes-
tically and abroad. Tariffs are negligible; the
guilder is fully convertible; the trade sector is
large; and there are virtually no restrictions on the
mobility of capital.

Even in the government operations area, the
rating of the Netherlands is not bad. While gov-
emment consumption accounts for approximately
20% of the total, this figure has actually declined
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slightly during the last two decades. The legal
system is supportive of competitive markets and
the credit market is well integrated with the global
economy. In contrast with the other areas, the rat-
ing of the Netherlands in the takings area is one of
the lowest in the world. Netherlands combines a
huge transfer sector (only Sweden transfers a
larger share of its GDP away from those who gen-
erate it), with high taxes (the top marginal tax rate
is currently 60%, down from the 72% figure of
1990), and conscription. Typically, a large trans-
fer sector leads to two unpleasant side effects—
large budget deficits and high unemployment
rates. During the 1990s, budget deficits have av-
eraged approximately 3.5% of GDP, a rate that is
unsustainable in the long run. While the unem-
ployment rate (6.6% in 1996) is moderate by Eu-
ropean standards, it is likely to rise in the future
unless there is some reduction in income transfers
and the size of the budget deficits.
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NEW ZEALAND

Economic Freedom Rating

10

1975 1980 1985 1990
Year

1995

Part 1: The Economic Freedom Ratings for the Components and Various Area and

Total Government Expenditures
As a Percent of GDP
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80 -
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40

20
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1985 1990
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1995

Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate actual values for the components).

Components of Economic Freedom 1975 1980 1985 1990 1995

I. Money and Inflation 32 54 4.1 5.3 9.7

(a) Annual Money Growth (last 5 yrs.) 4 (14.3) 8 (7.3) 7 (10.0) 1 (41.6) 9 (53)
(b) Inflation Variablity (last 5 yrs.) 6 (3.7) 9 (2.1) 6 (3.1) 4 (5.0 10 (1.2)
(c) Ownership of Foreign Currency 0 0 0 10 10

(d) Maint. of Bank Account Abroad 0 0 0 10 10

II. Government Operation 4.5 4.0 48 7.0 8.7

(a) Gov't Consump. (% of Total Consump.) 5 (19.7) 3 (22.3) 4 (21.1) 4 (21.6) 5 (18.8)
(b) Government Enterprises 4 4 4 6 8

(c) Price Controls - - - 9 10

(d) Entry Into Business - - - - 10.0

(e) Legal System - - - - 10.0

(f) Avoidance of Neg. Interest Rates - 6 8 10 10

IIL. Takings 31 2.7 1.7 4.6 5.8

(a) Transfers and Subsidies (% of GDP) 1 (20.2) 1 (21.9) 1 (20.6) 0 (27.5) 3 (12.8)
(b) Marginal Tax Rates (Top Rate) 3 (60) 2 (60) 0 (66) 7 (33) 7 (33
(c) Conscription 10 10 10 10 10

IV, International Sector 6.2 7.3 6.3 84 8.6

(a) Taxes on International Trade (Avg.) 8 (24 8 (2.5) 8 (2.0) 8 (1.7) 9 (14)
(b) Black Market Exchange Rates (Prem.) 6 (5 10 (0) 6 4 10 (0) 10 (0)
(c) Size of Trade Sector (% of GDP) 5 (27.4) 5 (30.9) 6 (32.2) 4 (27.0) 3 (26.7)
(d) Capital Transactions with Foreigners 5 5 5 10 10
Economic Freedom Rating 4.2 4.7 4.1 6.3 8.0
Ranking of Country 44 29 60 15 3
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NEW ZEALAND

Part 2: Recent Economic Indicators:

Population 1996: 3.6 Real Per Capita GDP 1996= $17,363
(in millions): (in 1995 U.S. dollars)
Annual Rate of Change (1985-96):  0.9% Avg. Growth Rate: 1980-90= 1.0%
1990-95= 1.1%
Economic Indicators: " 1987 1988 1989 © 1990 1991 1992 1993 1994 1995
Change in Real GDP: Aggregate 0.6 -0.6 0.8 -0.5 -1.2 1.2 6.2 5.3 3.0
: Per Capita -0.3 -0.8 0.2 -1.7 24 0.1 5.0 39 1.5
Inflation Rate (CPI) 9.0 4.0 7.0 4.5 0.8 0.8 1.3 4.0 2.2
Change in Money Supply: (M1) 35.8 9.9 13.1 4.5 -1.5 24 5.6 8.4 0.1
1 (M2) 1.8 0.8 3.6 1.3 8.8 9.8
Investment/GDP Ratio 19.7 18.7  20.1 19.2 16.0 16.5 18.1 20.1 21.1
Size of Trade Sector 279 274 267 270 271 267 276 27.1 26.7
Total Gov't Exp./GDP Ratio ° 404 398 414 420 404 404 369 362 349
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP -2.1 -1.4 -1.3 -3.5 -3.4 -1.1 +0.9 +3.1 +3.6
Unemployment Rate 4.8 7.0 7.0 9.4 10.6 9.8 9.1 6.6 6.2

3 Data are for years beginning April 1 and running through the end of March of the following year. The figures in this

table are in percent form.

b Central government only.

In 1985, New Zealand tied for 60th among the
107 nations we were able to rate. The economy of
New Zealand was characterized by high taxes,
government expenditures approaching half of
GDP, monetary instability, and protectionist trade
policies. What a difference a decade makes. In
1995 New Zealand ranked third, behind only
Hong Kong and Singapore. No country has
moved more rapidly toward economic freedom
during the last decade.

The following were key elements of structural
change and legislative action:

* Monetary reform. Legislation requiring the
central bank to achieve price stability (a
pre-announced low and stable rate of infla-
tion) and holding it accountable if it failed
to do so was adopted. Foreign currency
bank accounts were legalized.
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» Tax reform. The progressivity of the tax
structure was reduced and the top marginal
tax rate sliced from 66% to 33%.

Trade policy. Tariffs were reduced, ex-
change rate controls were eliminated, and
the New Zealand dollar was made fully
convertible.

Price Controls. Interest rate and other price
controls were abolished, the labor market
was de-regulated, and agriculture subsidies
phased out.

Not only has New Zealand’s economic freedom
rating increased, government expenditures have
declined as a share of GDP. The reforms are pay-
ing off. New Zealand achieved solid growth dur-
ing 1992-1995 and our analysis suggests that it
can expect more of the same if it continues on its
current economic course.
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NICARAGUA

Economic Freedom Rating

Total Government Expenditures

As a Percent of GDP
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Part 1: The Economic Freedom Ratings for the Components and Various Area and

Summary Indexes:

1975, 1980, 1985, 1990 and 1995.

(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995
I. Money and Inflation 6.1 43 0.0 0.0 0.0
(a) Annual Money Growth (last 5 yrs.) 6 (12.3) 1(26.6) 0(62.0) 0 (2072.0) 0 (280.2)
(b) Inflation Variablity (last 5 yrs.) 2 (88 1(159 0(603) 0 (4853.2) 0 (1210.6)
(c) Ownership of Foreign Currency 10 10 0 0 0
(d) Maint. of Bank Account Abroad 10 10 0 0 0
I1. Government Operation 7.5 5.5 0.0 0.0 4.6
(a) Gov't Consump. (% of Total Consump.) 9(105) 5(193) 0426) 0 (329 8 (13.7)
(b) Government Enterprises 6 6 0 0 2
(c) Price Controls - - - 0 2
(d) Entry Into Business - - - - 7.5
(e) Legal System - - - - 2.5
(f) Avoidance of Neg. Interest Rates - - - 0 6
IIL. Takings 7.9 5.1 4.3 3.8 7.1
(a) Transfers and Subsidies (% of GDP) 8 24 7 @1 5 (62) 5 (6.8) 5 6.0)
(b) Marginal Tax Rates (Top Rate) 10 21) 5 (50) 5 (50) - 8 (30)
(c) Conscription 0 0 0 0 10
IV. International Sector 49 1.4 1.1 34 5.0
(a) Taxes on International Trade (Avg.) 6 499 2 87 3 (74 6 4.3) 5 (5.9
(b) Black Market Exchange Rates (Prem.) 4 21) 1 1) 0 (382) 4 (10) 5 ¢))]
(c) Size of Trade Sector (% of GDP) 4329 3 (33.8 1(183) 3 (34.3) 5 (44.8)
(d) Capital Transactions with Foreigners 5 0 0 0 5
Economic Freedom Rating 6.6 3.9 1.8 1.7 4.6
Ranking of Country 6 52 102 106 70
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NICARAGUA

Part 2: Recent Economic Indicators:

Population 1996: 4.7 Real Per Capita GDP 1995=  $1,660
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96): 3.3% Avg. Growth Rate: 1980-90= -4.5%
1990-95= -2.1%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate -12.4 -1.7 - =02 0.4 -0.4 33 4.2 -
: Per Capita -15.7 -5.0 -3.5 -3.5 -2.9 -3.7 0.0 0.9 -
Inflation Rate (CPI) 10205.0 47704 74852 2945.1 23.7 204 7.8 10.9 -
Change in Money Supply: (M1) 11673.4 2368.3 6286.7 1336.9 11.4 46 362 212 -
1 (M2) 12513.1 2700.2 7677.8 1519.6  20.1 252 659 394 -
Investment/GDP Ratio 268 272 193  20.2 19.0 19.7 249 266 -
Size of Trade Sector (% of GDP) 38.1 48.9 34.3 36.1 32.6 32.9 38.1 44.8 -
Total Gov't Exp./GDP Ratio 468 30.7 36.1 274 299 300 320 293 -
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP -23.7 -1.9  -17.8 +53  -2.0 -0.1 -4.3 - -
Unemployment Rate

* The figures in this table are in percent form.

Since the Sandinista Revolution socialized the
economy, Nicaragua’s economic freedom rating
plunged. The reduction in Nicaragua’s rating
from 6.6 in 1975 to 1.8 in 1985 was the largest in
the world during that period. Its 1990 rating
placed it 106th (only Russia, Somalia, and Alba-
nia had lower ratings.) With the electoral defeat of
the Sandinistas, there have been some moves to-
ward economic freedom during the 1990s. Nica-
ragua has rebounded to 70th among the 115
economies rated in 1995.

The Nicaraguan socialist experiment provides
a vivid portrait of what happens when economic
freedom is lost. In almost every area, policies that
conflicted with economic freedom were adopted.
By the mid-1980s, government enterprises domi-
nated the economy and the top marginal tax rate
had been pushed to 50%, up from 21% in 1975.
Government consumption soared and total gov-
ernment expenditures rose from 8.8% of GDP in
1975 to 59.7% in 1985. As more and more of
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these expenditures were financed with money cre-
ation, the annual growth rate of the money supply
rose from 12% during 1970-1975, to 26% in
1975-1980, to 70% in 1980-1985, and to more
than 2000% during 1985-1990. Predictably, hy-
perinflation was the result. The government re-
sponded with price controls. Higher tariffs, rigid
exchange rate controls (the black market ex-
change rate premium rose from 21% in 1975 to
382% in 1985), and capital market controls were
also a part of this political economy experiment.
The results were disastrous. Per capita real GDP
fell by more than 50% between 1975 and 1993.
In the 1990s there have been some moves to-
ward liberalization. Monetary policy is becoming
more stable. Government consumption has been
curtailed dramatically. Even though they have not
yet been removed, exchange rate and interest rate
controls have been relaxed. Much more needs to
be done, however, before this troubled economy
will achieved a healthy sustainable growth path.
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NIGERIA

Economic Freedom Rating

8

1975 1980 1985 1990
Year

1995

Total Government Expenditures
As a Percent of GDP

No Data

Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995

1. Money and Inflation 0.6 33 3.7 0.9 0.6

(a) Annual Money Growth (last 5 yrs.) 1 (32.5) 1 (30.7) 9 (6.6) 2 (189 1 (39.8)
(b) Inflation Variablity (last 5 yrs.) 1 (15.7) 9 (1.5) 3 (6.0 1 (19.3) 1(20.2)
(c) Ownership of Foreign Currency 0 0 0 0 0

(d) Maint. of Bank Account Abroad 0 0 0 0 0

I1. Government Operation 5.1 43 5.1 4.5 2.7

(a) Gov't Consump. (% of Total Consump.) 8 (13.7) 8 (13.8) 9 (12.0) 10 (7.3) 10 (4.1)
(b) Government Enterprises 4 2 2 2 S 2

(c) Price Controls - - - 4 0

(d) Entry Into Business - - - - 25

(e) Legal System - - - - 0.0

(f) Avoidance of Neg. Interest Rates 2 2 4 0 0

IIL. Takings 45 22 6.3 38 7.7

(a) Transfers and Subsidies (% of GDP) 8 (2.8) - 9 (13) - -

(b) Marginal Tax Rates (Top Rate) 0 (75) 0 (70) 3 (55) 2 (55) 7 (35)
(c) Conscription 10 10 10 10 10

IV. International Sector 2.7 2.0 23 43 1.2

(a) Taxes on International Trade (Avg.) 4 (6.6) 2 (8.5) 6 (.1 6 4.0 -

(b) Black Market Exchange Rates (Prem.) 2 43) 1 (72) 0 (270) 3 (23) 0 (286)
(c) Size of Trade Sector (% of GDP) 6 (20.6) 7 (24.0) 3 (143) 10 (32.3) 5(21.2)
(d) Capital Transactions with Foreigners 0 0 0 0 0
Economic Freedom Rating 34 29 45 35 3.0
Ranking of Country 69 92 39 87 109
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NIGERIA

Part 2: Recent Economic Indicators:

Population 1996: 115.2 Real Per Capita GDP 1994= $1,349
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96):  1.6% Avg, Growth Rate: 1980-90= -0.3%
1990-94=  2.3%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 9.9 7.4 8.2 4.7 3.0 23 1.3 - -
: Per Capita 8.3 5.8 6.6 3.1 14 0.7 -0.3 - :
Inflation Rate (CPI) 54.5 50.5 7.4 13.0 44.6 57.2 57.0 72.8 .
Change in Money Supply: (M1) 43.9 24.3 29.5 41.0 73.2 53.4 47.3 16.9 4
1 (M2) 32.9 129 327 374 591 51.5 36.5 19.9 :
Investment/GDP Ratio 6.5 8.2 11.9 11.0 10.7 11.6 9.3 6.4 .
Size of Trade Sector (% of GDP) 22.6 27.7 323 32.7 29.8 28.7 21.2 - -
Total Gov't Exp./GDP Ratio
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP)
Unemployment Rate

* The figures in this table are in percent form.

The economic freedom of this resource rich coun-
try was low throughout the 1975-1995 period and
it has been falling during the last decade. Nige-
ria’s ranking of 109th in 1995 places it among the
ten least free economies in the world.

Monetary instability, insecure property rights,
rigid exchange rate controls, and capital market
restrictions continue to undermine the Nigerian
economy. Excessive monetary expansion (M1 ex-
panded at an annual rate of more than 40% during
1991-1995) has caused high and variable rates of
inflation. In 1990, the inflation rate was 7%, but it
rose to 45% in 1992 and 73% in 1995. 1t is diffi-
cult for either businesses or households to plan for
the future in this environment. In addition the
economy is characterized by inefficient state en-
terprises and legal restrictions (and subsidies) that
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retard competition from private firms. Nigeria’s
1995 black market exchange rate premium
(286%) was the second highest among the coun-
tries in our study. A highly politicized economy
of this type almost inevitably leads to corruption
that undermines the confidence of both domestics
and foreigners. This is precisely what has hap-
pened to the Nigerian economy.

This country provides powerful evidence that
natural resources are not the key to economic pros-
perity. Even though its resource endowments are
among the richest in the world, incomes are low
(per capita GDP was $1349 in 1994) and the econ-
omy is stagnating (real GDP per capita fell during
the 1980s.) Unless the current policies that are sti-
fling both economic freedom and growth are re-
versed, the poverty and stagnation will continue.
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NORWAY

Total Government Expenditures

Economic Freedom Rating As A Percent of GDP
8 100
6 80
60
4
40t
2 20+
0 0
1975 1980 1985 1990 1995 19756 1980 1985 1990 1995
Year Year
Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)
Components of Economic Freedom 1975 1980 1985 1990 1995
I. Money and Inflation 4.5 5.1 29 6.3 9.4
(a) Annual Money Growth (last 5 yrs.) 5 (13.8) 9 (5.7) 3 (16.2) 2 (18.7) 9 (6.8)
(b) Inflation Variablity (last 5 yrs.) 9 (2.1 7 (3.0 6 (3.3) 6 (3.5 9 (L)
(c) Ownership of Foreign Currency 0 0 0 10 10
(d) Maint. of Bank Account Abroad 0 0 0 10 10
II. Government Operation 1.5 25 33 38 5.8
(a) Govern. Consumption (% of Total Consump.) 1 (27.0) 1 (28.3) 1 (27.4) 1 (29.3) 1 (29.6)
(b) Government Enterprises 2 2 2 2 2
(c) Price Controls - - - 5 7
(d) Entry Into Business - - - - 7.5
(e) Legal System - - - - 10.0
(f) Avoidance of Neg. Interest Rates - 6 10 10 10
II1. Takings 0.4 04 0.9 14 2.7
(a) Transfers and Subsidies (% of GDP) 1 (21.0) 1(22.1) 1 (21.4) 0 (27.3) 1 (23.2)
(b) Marginal Tax Rates (Top Rate) 0 (74) 0 (75 1 (64) 3 (59 5 (42)
(c) Conscription 0 0 0 0 0
IV. International Sector 6.9 6.0 84 8.8 8.4
(a) Taxes on International Trade (Avg.) 9 (0.5 9 (0.3) 10 (0.3) 10 (0.3) 9 (0.3)
(b) Black Market Exchange Rates (Prem.) 8§ ) 6 (3 10 0 10 O 10 )
(c) Size of Trade Sector (% of GDP) 9 (45.2) 7 (44.2) 8 (43.0) 6 (40.6) 5 (409
(d) Capital Transactions with Foreigners 2 2 5 8 8
Economic Freedom Rating 33 3.3 3.8 4.8 6.1
Ranking of Country 72 81 69 43 36
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NORWAY

Part 2: Recent Economic Indicators:

Population 1996: 4.4 Real Per Capita GDP 1995= $23,803
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96):  0.5% Avg. Growth Rate: 1980-90= 1.8%
1990-95= 2.7%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate -0.5 0.9 1.9 3.1 3.3 2.8 5.0 3.3 -
: Per Capita -1.0 04 1.4 2.6 2.8 2.3 4.5 2.8 -
Inflation Rate (CPI) 6.7 4.6 4.1 3.4 2.3 2.3 1.4 2.5 -
Change in Money Supply: (M1) 22.6 16.6 8.9 7.6 26.4 5.2 44 1.1 -
1 (M2) 4.9 8.6 5.6 29 8.5 -0.7 5.0 3.8 -
Investment/GDP Ratio 29.2 26.3 23.3 214 20.7 21.6 22,7 23.9 -
Size of Trade Sector (% of GDP) 370 400 406 404 395 409 412 40.9 -
Total Gov't Exp./GDP Ratio 53.7 54.7 54.9 56.5 57.6 56.9 54.4 52.2 497 P
General Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP +26 +1.8 +26 +02 -1.7 -1.5 +0.3 +3.0 +54
Unemployment Rate 3.2 4.9 5.2 5.5 5.9 6.1 5.5 5.0 5.0°

* The figures in this table are in percent form.
4 May, 1996.

P Preliminary.

Norway placed 36th (out of 115) in 1995 and
there is evidence that this economy has become
more free during the last decade.

The increase in Norway’s rating between 1990
and 1995 is partially the result of the inclusion of
the “entry into business” and “legal system” com-
ponents—two areas where Norway rates high—
into our index for the first time in 1995. It has,
however, registered genuine improvement during
the last decade in other areas—particularly those
reflecting monetary policy and institutions. Dur-
ing the last five years, monetary expansion has
been low (6.8% after adjustment for the growth of
real output, down from double-digit monetary
growth throughout much of the 1975-1990 pe-
riod.) The recent inflation rate has been both low
and relatively steady. The restrictions on the main-
tenance of foreign currency bank accounts were

abolished in the late 1980s. As the result, Nor-
way’s rating in the Money and Inflation area rose
from 2.9 in 1985 t0 9.4 in 1995.

Norway’s legal structure provides equal pro-
tection and restricts arbitrary authority. Its credit
market is integrated with the global market and its
international sector is relatively free. The major
deficiencies of this economy are the huge govern-
ment consumption and transfer sectors. Total
government spending—mostly in these two ar-
eas—takes more than 50% of the Norwegian
GDP. To date, substantial revenues from North
Sea oil have made it possible for Norway to avoid
the large budget deficits, increasing national debt,
and rising interest costs that have entrapped sev-
eral other European welfare states. However, if
revenues from this source should decrease, Nor-
way will almost surely fall into this same cycle.
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PAKISTAN

Economic Freedom Rating

8

1975

1980 1985

Year

1990

1995

Total Government Expenditures
As a Percent of GDP

No Data

Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995
I. Money and Inflation 25 33 4.5 6.1 6.7
(a) Annual Money Growth (last 5 yrs.) 6 (10.8) 1 (20.6) 6 (12.3) 5 (12.8) 7 (8.7)
(b) Inflation Variablity (last 5 yrs.) 2 (8.6) 9 (1.6) 8 (23) 8 (24) 8 (24)
(c) Ownership of Foreign Currency 0 0 0 10 10
(d) Maint. of Bank Account Abroad 0 0 0 0 0
II. Government Operation 5.4 5.5 5.6 5.2 4.6
(a) Gov't Consump. (% of Total Consump.) 9 (11.2) 9 (10.8) 8 (13.0) 6 (17.5) 8 (13.2)
(b) Government Enterprises 2 2 2 4 4
(c) Price Controls - - - - 4
(d) Entry Into Business - - - - 5.0
(e) Legal System - - - - 0.0
(f) Avoidance of Neg. Interest Rates - 6 8 6 6
H1. Takings 0.8 3.8 5.8 4.5 5.3
(a) Transfers and Subsidies (% of GDP) - - 10 (0.7) - -
(b) Marginal Tax Rates (Top Rate) 1 (61 2 (55 1 (60) 3 (50) 4 (45)
(c) Conscription 0 10 10 10 10
IV. International Sector 2.3 2.0 2.8 23 2.8
(a) Taxes on International Trade (Avg.) 0 (15.3) 0 (15.3) 0 (14.7) 0 (16.5) 0 (13.6)
(b) Black Market Exchange Rates (Prem.) 4 (17 3 @27 6 & 4 (14 6 (3
(¢) Size of Trade Sector (% of GDP) 4 (16.5) 4 (18.3) 4 (17.0) 4 (17.5) 4 (17.9)
(d) Capital Transactions with Foreigners 2 2 2 2 2
Economic Freedom Rating 2.6 3.5 4.7 4.3 4.6
Ranking of Country 88 74 34 62 70
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PAKISTAN

Part 2: Recent Economic Indicators:

Population 1996: 134.1 Real Per Capita GDP 1995= $2,067
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96):  3.0% Avg. Growth Rate: 1980-90= 3.0%
1990-95= 2.1%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 7.6 5.0 45 5.5 7.8 1.9 4.0 4.5 -
: Per Capita 4.6 2.0 1.5 2.5 4.8 -1.1 3.0 1.8 -
Inflation Rate (CPI) 8.8 7.8 9.1 11.8 9.5 10.0 124 12.3 -
Change in Money Supply: (M1) 9.7 14.3 17.3 20.2 21.5 1.7 15.1 12.8 -
: (M2) 7.7 74 11.6 18.9 29.3 18.1 17.4 13.8 -
Investment/GDP Ratio 18.0 18.9 18.9 19.0 20.1 20.7 19.9 18.7 -
Size of Trade Sector (% of GDP) 18.0 18.2 17.5 17.7 20.8 20.5 17.6 17.9 -
Total Gov't Exp./GDP Ratio
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP -6.3 -7.4 -5.4 -7.6 -7.9 -7.4 -6.0 -4.8 -
Unemployment Rate 2 3.1 3.1 3.1 6.3 6.3 - - - -

* The figures in this table are in percent form.

2 May, 1996.

In 1975 Pakistan’s 2.6 ranking placed it 88th (out
of 95). During 1975-1985 it did register some im-
provement, but there has been very little addi-
tional change since 1985. In 1995 Pakistan ranked

70th (out of 115).

The major deficiencies of this economy are:

* Excessive regulation—continued use of
price controls, interest rate controls, and ex-
change rate controls, as well as regulations
restricting entry into business;

» The widespread presence of government

enterprises;
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* A legal system that provides government
officials with arbitrary authority that under-
mines the security of property rights and is
often used in a discriminatory manner;

* Restrictive trade practices (note the high
tariffs and a small trade sector); and

* Restrictions on the mobility of capital.

If Pakistan is going the follow the path of Ma-
laysia, Thailand, and Singapore, it must improve
its regulatory environment, liberalize its trade
barriers, and adopt legal and monetary institutions

supportive of a market economy.
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PANAMA

Economic Freedom Rating

Total Government Expenditures

10

1975 1980 1985 1990
Year

As a Percent of GDP
100
80 r
60 r
40 + . 328
316 :30'44 25.2 254

1995 1975

Part 1: The Economic Freedom Ratings for the Components and Various Area and

1980

1985
Year

1990

1995

Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995

I. Money and Inflation 7.5 7.2 9.7 10.0 9.1

(a) Annual Money Growth (last S yrs.) 6 (10.5) 4 (142) 10 (3.6) 10 (18 7 (8.7
{b) Inflation Variablity (last 5 yrs.) 6 32y 7 (25 9 (13) 10 (0.8 10 (0.3)
(c) Ownership of Foreign Currency 10 10 10 10 10

(d) Maint. of Bank Account Abroad 10 10 10 10 10

II. Government Operation 4.0 4.0 3.0 4.3 5.1

(a) Gov't Consump. (% of Total Consump.) 2(254) 2 (256) 2 (243) 4 (21.8) 4 (20.3)
(b) Government Enterprises 6 6 4 4 4

(c) Price Controls - - - 2 4

(d) Entry Into Business - - - - 7.5

(e) Legal System - - - - 25

(f) Avoidance of Neg. Interest Rates - - - 10 10

II1. Takings 6.0 5.1 5.1 4.7 7.5

(a) Transfers and Subsidies (% of GDP) 7 38 6 (49 6 (4.8 5 (74 5 (6.8)
(b) Marginal Tax Rates (Top Rate) 4 (52) 3 56) 3 (56) 3 56) 9 (30
(c) Conscription 10 10 10 10 10

IV. International Sector 7.6 7.4 7.1 7.7 8.0

(a) Taxes on International Trade (Avg.) 7 32 7 @31) 6 (41 8§ (18 9 (14
(b) Black Market Exchange Rates (Prem.) 10 (0) 10 © 10 0) 10 0 10 o
(c) Size of Trade Sector (% of GDP) 4(374) 3 (386) 3 (342 3 (374) 3 (38.6)
(d) Capital Transactions with Foreigners 8 8 8 8 8
Economic Freedom Rating 6.4 6.0 6.3 6.3 7.0
Ranking of Country 8 10 9 15 10
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PANAMA

Part 2: Recent Economic Indicators:

Population 1996: 2.7 Real Per Capita GDP 1996= $5,063
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96): 1.9% Avg. Growth Rate: 1980-90= -1.3%
1990-96= 3.1%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate -13.2 -0.8 7.4 7.9 7.2 4.1 3.7 1.8 2.8
: Per Capita -15.1 -2.7 5.5 6.0 5.3 2.2 1.8 -0.1 1.1
Inflation Rate (CPI) 0.4 0.1 0.8 1.3 1.8 0.5 1.3 1.0 0.9
Change in Money Supply: (M1) -31.3 1.0 41.0 287 14.8 10.8 13.5 1.3 11.7
: (M2) -27.6 29 366 31.0 250 17.2 15.5 7.9 17.7
Investment/GDP Ratio 7.5 6.0 16.6 189 236 252 278 34.3 36.4
Size of Trade Sector (% of GDP) 309 320 374 374 372 370 378 386 -
Total Gov't Exp./GDP Ratio 269 254 252 253 276 271 26.3 254 256
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP -10.5  -11.3 -2.6 -1.3 +1.6 +1.5 +3.8 +32  +1.
Unemployment Rate 16.3 16.3 16.2 16.1 14.7 13.3 14.0 13.7 13.9

* The figures in this table are in percent form.

Panama’s 7.0 economic freedom rating placed it
10th in 1995. Both its rating and ranking have
been relatively steady during the last two decades.

This high rating reflects the monetary and price
stability, the freedom of citizens to maintain for-
eign currency bank accounts, and the relatively
open finance markets. The domestic currency (it
is tied to the dollar at a one-to-one rate) is fully
convertible and the restrictions on the mobility of
capital are quite liberal. In 1995 the top marginal
tax rate was 30%, down from 56% in 1990.

The major weakness of this economy is its legal
system. As is so often the case in Latin American

151

countries, government officials are granted a great
deal of discretionary power and rule of law princi-
ples are often weak. As a result, political officials
are often in a position to either provide favors or
impose costs on those engaging in economic activ-
ity. Structures of this type breed corruption and
undermine confidence.

Panama’s growth rate during the 1990s has av-
eraged 3.1% annually. With an improvement in
its legal structure and other moves toward eco-
nomic freedom, it has the potential to do substan-
tially better.
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PERU

Economic Freedom Rating

Total Government Expenditures

8

1975

1980 1985

Year

1990

1995

As a Percent of GDP
100
80 -
60 -
40 +
222 202 458 7.8

1975

1980

1985

Year

1990

1994

Part 1: The Economic Freedom Ratings for the Components and Various Area and

Summary Indexes:

1975, 1980, 1985, 1990 and 1995.

(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995

I. Money and Inflation 1.6 0.6 0.0 1.9 3.6

(a) Annual Money Growth (last 5 yrs.) 1 (24.1) 1 (42.2) 0 (99.3) 0 (690.3) 0 (64.2)
(b) Inflation Variablity (last 5 yrs.) 4 (59 1 (Q175) 0 (38.1) 0 (2302.8) 0 (154.9)
(c) Ownership of Foreign Currency 0 0 0 10 10

(d) Maint. of Bank Account Abroad 0 0 0 0 10

I1. Government Operation 6.5 5.5 6.0 5.0 6.9

(a) Gov't Consump. (% of Total Consump.) 7 (14.3) 7 (15.3) 8§ (12.7) 10 (7.6) 10 (10.3)
(b) Government Enterprises 6 4 4 6 8

(c) Price Controls - - - 2 6

(d) Entry Into Business - - - - 7.5

(e) Legal System - - - - 2.5

(f) Avoidance of Neg. Interest Rates - - - 0 6

1L Takings 5.5 4.5 3.6 51 6.5

(a) Transfers and Subsidies (% of GDP) 9 (19 9 (1.9 9 (1.8 8 (BO 7 (G9
(b) Marginal Tax Rates (Top Rate) 4 (51) 2 (65) 0 (65 4 45) 8 (30)
(c) Conscription 0 0 0 0 0

IV. International Sector 1.9 2.6 23 3.6 6.8

(a) Taxes on International Trade (Avg.) 1 (95) 1 (10.6) 2 83) 6 (39 6 (55
(b) Black Market Exchange Rates (Prem.) 2 (56) 4 (18) 2 (51) 4 (16) 10 (V)
(c) Size of Trade Sector (% of GDP) 3(l6.4) 4 (20.8) 4 (19.7) 1 (13.4) 1 (14.0)
(d) Capital Transactions with Foreigners 2 2 2 2 8
Economic Freedom Rating 3.8 3.3 2.9 4.1 6.3
Ranking of Country 59 81 89 72 29
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PERU

Part 2: Recent Economic Indicators:

Population 1996: 24.0 Real Per Capita GDP 1995= $3,607
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96): 1.9% Avg. Growth Rate: 1980-90= -2.9%
1990-95= 2.1%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate -3.8 -11.7 -3.8 2.9 -1.8 6.3 13.1 7.0 -
: Per Capita -10.7  -13.6 -5.7 1.0 -3.7 44 11.2 5.1 -
Inflation Rate (CPI) 667.0 33987 7481.7 4095 735 486 237 11.1 -
Change in Money Supply: (M1) 515.0 16549 6710.7 1269 79.4 50.6 26.5 374 -
:(M2) 621.0 19173 63849 2306 8382 718 39.5 26.6 -
Investment/GDP Ratio 24.2 18.1 15.7 14.9 16.5 18.5 22.0 24.2 -
Size of Trade Sector (% of GDP) 14.9 13.5 13.4 10.7 11.2 11.0 12.9 14.0 -
Total Gov't Exp./GDP Ratio - - 168 12.4 16.6 16.4 17.8 - -
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP -3.6 -5.6 -3.7 -14 -1.8 -0.8 1.6 -2.1 -
Unemployment Rate b - 1.9 - 5.8 9.4 9.9 8.9 - -

* The figures in this table are in percent form.

2 Includes local and regional government expenditures which generally account for approximately 2% of GDP.

b From the United Nations, Statistical Yearbook.

During the last decade and particularly during the
last five years, Peru has made dramatic moves to-
ward a freer economy. Its rating rose from 2.9 in
1985 t0 6.3 in 1995, an increase of 3.4 units. Only
New Zealand and Argentina registered more im-
provement during this period. In 1995 Peru’s
ranking was 29th, up from 72nd in 1990 and 89th
in 1985.

Gains were registered in several areas. Citizens
are now permitted to maintain bank accounts in al-
ternative currencies, both domestically and abroad.
There has been substantial privatization of state en-
terprises. The top marginal tax rate was cut from
65% in 1985 to 45% in 1990 and 30% in 1995. Ex-
change rate controls were relaxed and eventually
eliminated. The Peruvian sole is now a fully con-
vertible currency. Tariffs were reduced and made
more uniform. Restrictions on the mobility of cap-
ital were substantially relaxed in the 1990s.

While some progress has been made—mone-
tary expansion was reduced from the colossal fig-

153

ures of 1988-91 (see above)—the growth rate of
the money supply is still much too rapid. Like sev-
eral other Latin American countries with a history
of inflation, Peru’s monetary policy needs a cred-
ible anchor. There are several ways this could be
accomplished, including the establishment of a
currency board (as in the case of Hong Kong) or
the subjection of one’s monetary policy to the
maintenance of a pegged exchange rate (as Argen-
tina has done). Unless institutional change of this
type is made, it will be difficult to convince deci-
sion-makers that monetary and price stability are
important policy objectives. Without this credibil-
ity, the economy will fail to meet its full potential.

The changes to date are paying off. After years
of decline (real per capita GDP fell by 34% be-
tween 1975 and 1992), the growth rate of real
GDP averaged 8.8% during 1993-1995. If addi-
tional steps are taken to achieve monetary stabil-
ity and improve the legal system, the long-term
prospects for this economy are good.
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PHILIPPINES

Total Government Expenditures

Economic Freedom Rating As a Percent of GDP
100
80
60
40 +
16.1 15.3 14.0 203 19.5
1975 1980 1985 1990 1995 1976 1980 1985 1990 1995
Year Year

Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995

1. Money and Inflation 13 3.0 2.1 2.6 7.2

(a) Annual Money Growth (last 5 yrs.) 2 (18.2) 2 (17.7) 6 (11.0) 2 (18.1) 5 (12.6)
(b) Inflation Variablity (last 5 yrs.) 2 (9.2 7 29 1 (16.4) 6 (3.3) 6 (3.6)
(¢) Ownership of Foreign Currency 0 0 0 0 10

(d) Maint. of Bank Account Abroad 0 0 0 0 10

II. Government Operation 7.6 6.8 6.3 5.9 5.7

(a) Gov't Consump. (% of Total Consump.) 7 (14.3) 9 (12.0) 10 (9.2) 9 (12.4) 8 (13.2)
(b) Government Enterprises 4 4 4 6 6

(c) Price Controls - - - 2 4

(d) Entry Into Business - - - - 5.0

(e) Legal System - - - - 2.5

(f) Avoidance of Neg. Interest Rates 8 8 4 8 10

IIL. Takings 54 4.5 5.8 8.6 8.6

(a) Transfers and Subsidies (% of GDP) 10 (0.8) 10 (1.1) 10 (0.2) 10 (0.9) 10 (0.7)
(b) Marginal Tax Rates (Top Rate) 3 (56) 1 (70 1 (60) 7 (35 7 (35
(c) Conscription 0 0 10 10 10

IV. International Sector 3.1 4.7 4.7 4.7 7.2

(2) Taxes on International Trade (Avg.) 0(134) 4 (6.8 5 (6.2) 4 (6.6) 5 (6.2)
(b) Black Market Exchange Rates (Prem.) 4 (13) 6 3) 5 O 5 M 10 )
(c) Size of Trade Sector (% of GDP) 9 (24.1) 8 (26.0) 8 (22.9) 10 (30.7) 10 (40.1)
(d) Capital Transactions with Foreigners 2 2 2 2 5
Economic Freedom Rating 4.1 4.7 4.9 58 7.0
Ranking of Country 50 29 30 25 10
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PHILIPPINES

Part 2: Recent Economic Indicators:

Population 1996: 69.8 Real Per Capita GDP 1996= $2,493

(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96):  2.5% Avg. Growth Rate:  1980-90=  -0.8%

1990-96=  0.3%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996 |
Change in Real GDP:Aggregate 6.8 6.2 3.0 -0.5 0.3 2.1 4.4 4.8 5.8
: Per Capita 43 37 0.5 -3.0 2.2 -0.4 1.9 23 3.1
Inflation Rate (CPI) 8.8 12.2 14.1 18.7 8.9 7.6 9.1 8.1 8.4
Change in Money Supply: (M1) 13.7 32.8 14.3 15.9 9.1 223 11.3 21.7 16.0
1 (M2) 246  30.1 22.5 17.3 136  27.1 244 242 18.0

Investment/GDP Ratio 187 21,6 242 202 213 240 240 223 256
Size of Trade Sector (% of GDP) 276 294 307 308 312 355 37.0 40.1 -
Total Gov't Exp./GDP Ratio 16.1 18.0 196 192 19.7 18.5 18.7 19.5 18.5
Central Government Budget

Deficit (-) or Surplus (+)

As a Percent of GDP -2.9 -2.1 -3.5 -2.1 -1.2 -1.5 +1.1  +1.1  +03
Unemployment Rate 10.8 9.2 83 106 9.8 102 9.4 9.4 7.6 2

* The figures in this table are in percent form.
2 November, 1996.

Both the rating and ranking of this country have
improved substantially during the last two decades,
particularly during the 1990s. In 1995 the Philip-
pines ranked 10th, up from 30th in 1985 and 50th
in 1975. The primary factors contributing to the
rating improvement were legalization of foreign
currency bank accounts, reductions in marginal tax
rates (the top rate was reduced from 70% in 1980
and 60% in 1985 to the current rate of 35%), relax-
ation of exchange rate controls, and an increase in
the size of the trade sector. Privatization and dereg-
ulation of the telecommunications, shipping, civil
aviation, petroleum and financial sectors have also
contributed to the growth of economic freedom.
The reforms are paying off handsomely. The
growth of per capita GDP has accelerated signifi-
cantly since 1992, and is expected to continue at a
high level for the next few years.
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Of course, deficiencies are still present, partic-
ularly in the institutional and legal framework.
Defective bidding procedures have led to several
recent cases of political and judicial interference
and the reversal or suspension of several major in-
frastructure contracts. There is a general percep-
tion of wide-scale corruption in the awarding of
public works contracts, in tax and customs collec-
tion, in the judiciary and certain other government
services. The constitution also continues to pre-
vent the entry of foreign investment in some sec-
tors, such as mass media and certain professional
services. In order to further enhance gains from
economic freedom, the government needs to pro-
mote greater transparency, fairness and efficiency
of public services through civil service reforms
and privatization.
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POLAND

Total Government Expenditures

Economic Freedom Rating As a Percent of GDP
10 100
8 r 80 -
6 60 [
43 489 440
4r 2.8 40
2r 1.2 20 |
N/R N/R 0 N/A N/A N/A
0 i 1 . 1 i
1975 1980 1985 1990 1995 1975 1980 1985 1989 1994
Year Year

Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995

I. Money and Inflation 6.6 7.1 2.5 3.6 4.6

(a) Annual Money Growth (last 5 yrs.) - - 2 (20.5) 0 (110.5) 1 (3L.5)
(b) Inflation Variablity (last 5 yrs.) 8 (24 9 200 0374 0 (1783) 2 (8.5)
(c) Ownership of Foreign Currency 10 10 10 10 10

(d) Maint. of Bank Account Abroad 0 0 0 10 10

II. Government Operation 34 4.4 1.0 0.9 4,9

(a) Gov't Consump. (% of Total Consump.) 7 (15.6) 9 (12.0) 2 (25.5) 1 (287) 3 (22.6)
(b) Government Enterprises 0 0 0 0 2

(c) Price Controls - - - 2 6

(d) Entry Into Business - - - - 7.5

(e) Legal System - - - - 5.0

(f) Avoidance of Neg. Interest Rates - - - 0 6

II1. Takings 0.0 0.0 0.0 3.8 2.3

(a) Transfers and Subsidies (% of GDP) - - 0279 5 (72 1 (24.4)
(b) Marginal Tax Rates (Top Rate) - - - - 4 (45)
(c) Conscription 0 0 0 0 0

IV. International Sector 0.0 1.6 1.1 35 58

(a) Taxes on International Trade (Avg.) - - 2 86) S5 (6.0 4 (6.4)
(b) Black Market Exchange Rates (Prem.) 0(3786) 0 (298) 0 (301) 5 ® 10 0)
(c) Size of Trade Sector (% of GDP) - 7(296) 3175 4 (229) 3 (21.0)
(d) Capital Transactions with Foreigners 0 0 0 0 5
Economic Freedom Rating 1.2 2.8 4.3

Ranking of Country 106 98 81
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POLAND

Part 2: Recent Economic Indicators:

Population 1996: 38.6 Real Per Capita GDP 1996 = $6,570
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96): 0.4% Avg. Growth Rate:  1980-90= -0.9%
1990-96=  0.4%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP:Aggregate 4.0 02 -11.6 -7.0 2.6 3.8 5.5 7.0 54
: Per Capita 3.6 -0.2  -12.0 -7.4 2.2 3.4 5.1 6.6 5.0
Inflation Rate (CPI) 58.7 2446 5860 703 430 353 322 278 19.9
Change in Money Supply: (M1) 51.3 253.7 4011 28.1 38.8 31.3 39.7 36.4 -
1 (M2) 639 5358 155.9 48.1 57.5 36.0 38.2 350 256
Investment/GDP Ratio 326 385 256 19.9 15.2 15.8 16.1 16.5 16.9
Size of Trade Sector (% of GDP) 21.4 17.0 229 20.1 21.8 20.4 23.8 21.0 19.9
Total Gov't Exp./GDP Ratio - 489 398 480 507 484 440 - -
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP 2.4 -7.4 +35 -6.2 -1.0 -4.8 -1.8 -2.6 -2.8
Unemployment Rate - - 6.0 9.2 12.9 15.0 16.5 14.9 14.0 2

* The figures in this table are in percent form.
a July, 1995.

The economic freedom rating of Poland jumped
from 1.6 in 1985 to 4.3 in 1995. In 1995 Poland
ranked 81th, up from 98th in 1990 and 105th in
1985. Thus, our index indicates that Poland has
made significant moves toward economic free-
dom during the last decade.

During 1989-1991 the Polish economy went
through a shock therapy treatment. It was a period
of monetary instability and institutional change.
Fueled by both monetary overhang and printing
press finance, the inflation rate soared to almost
600% in 1990. But there were also significant
positive developments during and immediately
following this period. Price controls were elimi-
nated on most products. Interest controls were lib-
eralized and financial markets were allowed to
develop. There was considerable privatization, al-
though many large established enterprises con-
tinue in the hands of the state. Exchange rate
controls were liberalized, increasing the convert-
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ibility of the zloty. Restrictions on the mobility of
capital were also relaxed.

While Poland has moved away from socialism
and toward a market economy, the transition is
still incomplete and many problems remain. Even
though the growth rate of the money supply has
fallen substantially, monetary policy is still far
too expansionary for the achievement of price sta-
bility. While government expenditures have been
reduced modestly (to 44% of GDP, down from
48.9 in 1989), they are still quite large. The legal
structure needs reform that would reduce the abil-
ity of political officials to interfere with markets
and intrude into business affairs. Overall, how-
ever, the Polish economy is now on a solid growth
path. Growth of real GDP has averaged almost
5% during the last five years, the highest among
the former socialist countries. With continued lib-
eralization, Poland could well become the growth
economy of Europe in the decade ahead.
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PORTUGAL

Total Government Expenditures

Economic Freedom Rating As a Percent of GDP
8 100
80
60 |
434 429 455
40 e
20
0]
1975 1980 1985 1990 1995 1975 1980 1985 1990 1995
Year Year
Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1993-95.
(The numbers in parentheses indicate the actual values for the components.)
Components of Economic Freedom 1975 1980 1985 1990 1995
I. Money and Inflation 2.2 29 3.6 29 7.4
(a) Annual Money Growth (last 5 yrs.) 3(17.9) 3(172) 4 (14.7) 3(17.4) 7 (94
(b) Inflation Variablity (last 5 yrs.) 4 (5.2) 6 (34) 7 (2.5) 6 (3.4) 5 (43)
(c) Ownership of Foreign Currency 0 0 0 0 10
(d) Maint. of Bank Account Abroad 0 0 0 0 10
I1. Government Operation 35 4.0 4.8 4.0 5.4
(a) Gov't Consump. (% of Total Consump.) 5(17.0) 6 (17.8) 5 (18.6) 4 (21.0) 3 (22.1)
(b) Government Enterprises 2 2 2 2 2
(c) Price Controls - - - 4 5
(d) Entry Into Business - - - - 75
(e) Legal System - - - - 7.5
(f) Avoidance of Neg. Interest Rates - 4 10 8 10
I11. Takings 1.2 0.8 0.8 35 3.5
(@) Transfers and Subsidies (% of GDP) 3 (14.6) 2 (16.3) 2 (19.5) 3 (15.5) 3 (142)
(b) Marginal Tax Rates (Top Rate) 0 (82) 0 (84) 0 (69) 5 (40) 5  (40)
(c) Conscription 0 0 0 0 0
IV. International Sector 34 5.7 6.3 6.6 83
(a) Taxes on International Trade (Avg.) 6 (4.6) 8 (2.1 9 (1.2) 9 (1.0) 10 (0.0)
(b) Black Market Exchange Rates (Prem.) 2 (42) 7 (2 7 @ 6 3 10 0)
(c) Size of Trade Sector (% of GDP) 3 (26.6) 5 (34.7) 7 (39.4) 6 (40.9) 3 (30.5)
(d) Capital Transactions with Foreigners 2 2 2 5 8
Economic Freedom Rating 25 3.2 3.6 4.3 5.9
Ranking of Country 90 84 76 62 42
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PORTUGAL

Part 2: Recent Economic Indicators:

Population 1996: 11.8 Real Per Capita GDP 1996= $11,274
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96):  0.8% Avg. Growth Rate:  1980-90 = 2.5%
1990-95 = 0.9%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP:Aggregate 5.8 5.7 4.3 2.1 1.1 -1.2 0.8 2.4 2.6
: Per Capita 5.0 4.9 35 1.3 03 -2.0 0.0 1.6 1.8
Inflation Rate (CPI) 9.6 12.6 13.4 11.4 8.9 6.8 4.9 4.1 -
Change in Money Supply: (M1) 216 142 47 15.6 18.1 10.2 7.0 11.0 -
1 (M2) 17.7 14.4 94 243 21.1 11.0 9.6 9.8 -
Investment/GDP Ratio 304  28.1 285 267 255 244 250 - -
Size of Trade Sector (% of GDP) 409 418 409 366 339 281 30.5 - -
Total Gov't Exp./GDP Ratio 435 417 429 464 457 465 453 455 459
General Government Budget
Deficit (-) or Surpius (+)
As a Percent of GDP -3.6 -2.3 -5.5 -6.4 -3.3 -6.9 -5.7 -4.9 -3.8
Unemployment Rate 5.7 5.0 4.6 4.1 4.1 5.7 7.0 7.3 7182

* The figures in this table are in percent form.
a October, 1996.

In 1975, only five countries (Ghana, Egypt, Israel,
Russia, and Uganda) had lower economic free-
dom ratings than Portugal. Since that time this
country has moved steadily toward a freer econ-
omy. As its rating steadily increased, its ranking
rose from 90th in 1975 to 76th in 1985 and 42nd
in 1995. During the last two decades, only New
Zealand, Mauritius, Chile and Iceland have regis-
tered larger increases in their economic freedom
rating.

The highlights of Portugal’s advancement in-
clude:

» Legalization of foreign currency accounts
in the early 1990s;

» Reduction of the top marginal tax rate from
82% in 1975 to 69% in 1985 and to the cur-
rent 40% in the late 1980s;

+ Substantial reductions in tariffs;

* Movement to a convertible currency and
therefore the elimination of the black mar-
ket in foreign exchange; and

* Relaxation of restrictions limiting the mo-
bility of capital.

Not all of the news is positive. The size of gov-
ernment as a share of the economy is now larger
than was the case in the mid-1970s and budget
deficits have been exceedingly large in recent
years. This pattern—the growth of government fi-
nanced with large budget deficits—generally
leads to falling investment and rising unemploy-
ment. Portugal’s unemployment rate (around 7%
during 1994-1996) is currently one of the lowest
in Europe. If Portugal is going to maintain (and
lower) its unemployment rate, it must do a better
job of controlling government expenditures and
reducing the size of its budget deficit.
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ROMANIA

Total Government Expenditures

Economic Freedom Ratings As a Percent of GDP
8 100
6l 80 -
60
4 b
40
2r 20
N/R
0 0
1975 1980 1985 1990 1995 1975 1980 1985 1990 1994
Year Year

Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995

I. Money and Inflation 4.8 4.2 4.1 5.0 1.9

(a) Annual Money Growth (last 5 yrs.) - 6 (11.2) 8 (7.7 7 (89 0 (100.7)
(b) Inflation Variablity (last 5 yrs.) 10 049 7 (28 5 @8 3 (6.00 0 (847
(c) Ownership of Foreign Currency 0 0 0 10 10

(d) Maint. of Bank Account Abroad 0 0 0 0 0

II. Government Operation 0.0 4.9 4.9 3.1 4.8

(a) Gov't Consump. (% of Total Consump.) - 10 (80) 10 (65 6 (179 5 (18.1)
(b) Government Enterprises 0 0 0 0 0

(c) Price Controls - - - 0 6

(d) Entry Into Business - - - - 5.0

(e) Legal System - - - - 5.0

(f) Avoidance of Neg. Interest Rates - - - 10 10

IIL. Takings 0.0 2.3 3.8 1.5 1.7

(a) Transfers and Subsidies (% of GDP) - 3 (141) 5 (79 2 (186) 3 (14.6)
(b) Marginal Tax Rates (Top Rate) - - - - 1 (60)
(c) Conscription 0 0 0 0 0

IV. International Sector 0.0 14 0.5 2.8 5.4

(a) Taxes on International Trade (Avg.) - - - 9 (04 7 29
{(b) Black Market Exchange Rates (Prem.) 0 (596) O (628) O (1246) O (416) 6 3)
(c) Size of Trade Sector (% of GDP) - 6 (3777 2 (20.8) 1 (214) 2 (25.6)
(d) Capital Transactions with Foreigners 0 0 0 0 5
Economic Freedom Rating 3.1 3.2 3.1 3.6
Ranking of Country 87 84 94 101
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ROMANIA

Part 2: Recent Economic Indicators:

Population 1996: 22.6 Real Per Capita GDP 1995= $3,360
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96):  0.0% Avg. Growth Rate: 1980-90= -0.8%
1990-95= -2.2%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate -0.5 -5.8 5.6 -12.9 -8.8 1.5 3.9 6.9 -
: Per Capita -0.5 -5.8 -58 -128 -7.2 1.7 4.1 7.1 -
Inflation Rate (CPI) 2.8 0.7 6.1 1702 2104 2561 1367 323 300
Change in Money Supply: (M1) 16.4 2.5 158 1932 513 1265 103.2 56.2 -
: (M2) 10.3 53 220 1012 79.6 1432 138.1 71.6 -
Investment/GDP Ratio 284 268 302 280 314 290 269 257 -
Size of Trade Sector (% of GDP) 15.7 19.8 21.4 18.5 29.0 25.6 - - -
Total Gov't Exp./GDP Ratio - 428 387 387 420 342 339 - -
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP +5.8 +8.2 +0.9 -1.9 -4.4 -2.6 -4.2 -4.1 -3.0
Unemployment Rate - - - 3.0 82 104 109 9.5 6.3 °

* The figures in this table are in percent form.
a December, 1996.

In 1995 Romania ranked 101th among the 115
countries rated. During the last several decades, it
has been one of the least free economies in the
world.

It is clear why Romania ranks so low. Like sev-
eral other transitional economies, Romania used
budget deficits and money creation to finance sub-
sidies and the continued operation of inefficient
state enterprises. Predictably, this policy led to in-
flation. Romania’s inflation rate averaged nearly
200% during 1991-1994. Thus, Romania gets low
marks in the monetary area. The privatization
record is mixed. While there has been consider-
able privatization in agriculture, construction,
wholesale and retail trade, and textiles; the process
has been slow in other areas. Most large busi-
nesses in the heavy industry, banking, and energy
sectors continue under state control. Price controls
are imposed on many energy products and subsi-
dies continue to distort the prices of several food
products. While entry into business is no longer
blocked, the approval of several regulatory author-
ities is generally required. Meeting the various
regulatory criteria can be both lengthy and costly.
Furthermore, this process places government offi-
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cials in a position to exert considerable informal
authority over economic activity. This is a major
source of corruption. Transfers and subsidies con-
tinue to consume a large share of GDP and the
60% top marginal tax bracket is one of the highest
in the world.

Most of the bright spots are in the financial and
international sectors. Both interest rate and ex-
change controls have been liberalized. Citizens
have been allowed to hold foreign currencies and
maintain bank accounts in alternative currencies
since 1990. There has also been some relaxation
of restrictions on the mobility of capital.

Despite its many shortcomings, Romania has
experienced modest growth during the last four
years. If this growth is going to be sustained and
accelerated, more needs to be done. The current
government has promised to move in this direc-
tion. A systematic plan for liberalization would
include the following: (1) Completion of the
privatization process, (2) a significant reduction
the tax and regulatory burden imposed on both
businesses and individuals, (3) achieving full con-
vertibility of the Romanian lei, and (4) providing
for the free flow of capital.
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RU SS IA (Prior to 1990, most of the data are for the former Soviet Union)

Total Government Expenditures

Economic Freedom Rating As a Percent of GDP
8 100
6l 80

60

40 -

20 -

0 N/A N/A N/A
1976 1980 1985 1990 1995 1975 1980 1985 1992 1996
Year Year
Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)
Components of Economic Freedom 1975 1980 1985 1990 1995
I. Money and Inflation 5.5 4.8 5.1 4.5 3.6
(a) Annual Money Growth (last 5 yrs.) 7 83) 6 (106) 7 (96) 7T (9.7 0 (4014
(b) Inflation Variablity (last 5 yrs.) 0 11 9 @18 9 A4 7 27 0 (2287
(c) Ownership of Foreign Currency 0 0 0 0 10
(d) Maint. of Bank Account Abroad 0 0 0 0 10
II. Government Operation 0.0 0.4 0.0 0.0 2.5
(a) Gov't Consump. (% of Total Consump.) 0@31s) 1 (297 0 (31.0) O (314 O (317
(b) Government Enterprises 0 0 0 0 0
(c) Price Controls - - - 0 2
(d) Entry Into Business - - - - 5.0
(e) Legal System - - - - 2.5
(f) Avoidance of Neg. Interest Rates 0 0 0 0 8
II1. Takings 0.0 0.0 0.0 0.0 4.1
(a) Transfers and Subsidies (% of GDP) 0300 O0 (300) 0 (300) 0 (@300O) 1 (200
(b) Marginal Tax Rates (Top Rate) 0 (100) O (100) O (1000 O (80) 8 (30
(c) Conscription 0 0 0 0 0
IV. International Sector 0.0 0.0 0.2 0.0 4.0
(a) Taxes on International Trade (Avg.) - - - - 2 (8.8
(b) Black Market Exchange Rates (Prem.) 0 (391 0 (359 0 (637) 0 (6100) 7 )
(c) Size of Trade Sector (% of GDP) - - 1 @9 o0 @77 1 (94
(d) Capital Transactions with Foreigners 0 0 0 0 5
Economic Freedom Rating 1.2 1.2 1.1 0.9 3.5
Ranking of Country 95 105 107 107 105
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RUSSIA

Part 2: Recent Economic Indicators:

Population 1996: 148.0 Real Per Capita GDP 1996 = $4,285
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1990-96, 0.0% Avg. Growth Rate: 1980-90= 2.9%
1990-96= -1.7%
Economic Indicators:* 2 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate -3.0 -5.0 -14.5 -8.7 -12.7 -4.2 -5.7
: Per Capita -3.0 -5.0 -14.5 -8.7 -12.7 -4.2 -5.7
Inflation Rate (CPI) 5.6 168.0  2508.8 844.2 214.8 114.6 21.8
Change in Money Supply: (M1) 31.2 120.5 889.0 714.7 161.9 120.7 31.2
: (M2) 11.5 125.9 642.6 416.2 166.4 125.8 32.5
Investment/GDP Ratio 30.1 36.3 34.6 31.0 28.9 28.1 24.6
Size of Trade Sector (% of GDP) 7.7 4.8 5.3 59 7.7 9.4 10.1
Total Gov't Exp./GDP Ratio - - 61.1 49.2 50.2 442 46.0
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP - - -28.9 -8.3 -10.6 -8.7 -8.8
Unemployment Rate - 0.6 2.9 5.1 7.4 8.3 9.4

* The figures in this table are in percent form.

2 The data for all years are for Russia.

Rating the economic freedom of a former socialist
country during a period of transition is a difficult
task. Often times the quality of the data is poor and
availability limited. With the assistance of our co-
operating partner, the Institute of Economic Anal-
ysis of Moscow, we were able to include Russia
(and the former Soviet Union) in our index for the
first time. Our index indicates that economic free-
dom in the former Soviet Union was very limited.
Except for the monetary and price stability com-
ponents, which clearly take on less importance in
an economy where the government fixes the prices
of everything, the ratings for the former Soviet
Union were extremely low (usually zero) for every
component of our index. As a result, the former
Soviet economy ranked among the bottom two or
three least free economies during 1975-1990.

The 1995 rating of Russia improved a little to
3.5, but this still places it 105th (out of 115). The
areas where the 1995 ratings were reasonably
good were primarily institutional. Foreign cur-
rency bank accounts are now permissible. Both
interest rate and exchange rate controls have been
relaxed substantially. Restrictions on the mobility
of capital flows have also been liberalized.

It is clear that two important elements of a mar-
ket economy remain absent. Those two elements
are monetary stability and a legal structure capa-
ble of providing secure property rights. Since the
monetary expansion and hyperinflation of 1992,
the inflation rate has persistently declined. But it
is still quite high—more than 30% in 1996—and
the monetary system needs an anchor. Institu-
tional arrangements providing the central bank
with a low (and stable) target inflation rate would
be helpful in this regard.

The problems with the legal structure are more
complex. The method of privatization left the own-
ership and control of most enterprises in the hands
of their former managers. Even though the enter-
prises have been nominally privatized the struggle
for favorable treatment and protected markets is
likely to continue for several years. So too, is the
opportunistic behavior on the part of the managers.
This incentive structure will often lead to the de-
pletion of the value of existing capital, while un-
dermining the incentive for capital investment.
Furthermore, regulations held over from the former

(Continued to page 203)
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SINGAPORE

Total Government Expenditures
Economic Freedom Rating As a Percent of GDP
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° 1975 1980 1985 1990 1995 1975 1980 1985 1990 1995
Year Year
Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)
Components of Economic Freedom 1975 1980 1985 1990 1995
I. Money and Inflation 3.2 3.8 6.7 8.4 10.0
(a) Annual Money Growth (last 5 yrs.) 5 (139 6 (11.3) 8 (7.6) 8 (7.8) 10 (2.8)
(b) Inflation Variablity (last 5 yrs.) 5 @7 6 (3.7 7 @7 7 (2.8) 10 (0.6)
(c) Ownership of Foreign Currency 0 0 10 10 10
(d) Maint. of Bank Account Abroad 0 0 0 10 10
11. Government Operation 7.5 8.0 6.5 7.5 6.7
(a) Gov't Consump. (% of Total Consump.) 7 (15.0) 7 (15.6) 3 (23.8) 5 (19.1) 6 (17.2)
(b) Government Enterprises 8 8 8 8 8
(c) Price Controls - - - 8 8
(d) Entry Into Business - - - - 7.5
(e) Legal System - - - - 0.0
(f) Avoidance of Neg. Interest Rates - 10 10 10 10
111. Takings 5.5 59 73 7.4 7.8
(a) Transfers and Subsidies (% of GDP) 9 (14) 10 (1.1) 9 (1.8) 8 (2.6) 9 (1.8
(b) Marginal Tax Rates (Top Rate) 4 55) 4 (5% 8 (40) 9 (33) 9 (30)
(c) Conscription 0 0 0 0 0
IV. International Sector 9.2 9.2 9.7 10.0 10.0
(a) Taxes on International Trade (Avg.) 9 (07 9 (0.5 9 (0.3) 10 (0.2) 10 (0.1
(b) Black Market Exchange Rates (Prem.) 10 © 10 (0] 10 0) 10 (1)} 10 0)
(c) Size of Trade Sector (% of GDP) 10 (144.6) 10 (211.7) 10 (159.0) 10 (176.8) 10 (166.0)
(d) Capital Transactions with Foreigners 8 8 10 10 10
Economic Freedom Rating 6.4 6.8 7.7 83 8.2
Ranking of Country 8 3 2 2 2
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SINGAPORE

Part 2: Recent Economic Indicators:

Population 1996: 3.1 Real Per Capita GDP 1996 = $23,342
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96): 1.9% Avg. Growth Rate:  1980-90 = 5.8%
1990-96 = 6.3%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP:Aggregate 11.1 9.4 8.1 7.0 6.4 10.1 10.1 8.8 7.0
: Per Capita 9.2 7.5 6.2 5.1 4.5 8.3 8.0 6.8 5.1
Inflation Rate (CPI) 1.5 2.3 3.5 34 2.3 23 3.1 1.7 1.4
Change in Money Supply: (M1) 8.4 14.9 11.0 7.7 12.7 236 2.3 8.3 6.6
: (M2) 135 225 200 124 8.9 8.5 14.4 8.5 9.8
Investment/GDP Ratio 334 333 357 351 364 384 322 326  35.1
Size of Trade Sector (% of GDP) 1894 1778 1768 167.1 1613 1613 163.3 166.0 -
Total Gov't Exp./GDP Ratio 23.0 223  21.0 212 19.7 17.7 14.5 14.4 -
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP +6.7 +99 +106 +8.7 +12.5 +109 +12.5 +11.5 +11.9
Unemployment Rate 33 2.2 1.7 1.9 2.7 2.7 2.0 2.0 2.0

* The figures in this table are in percent form.

Singapore’s 8.2 rating in 1995 indicates that it is
the 2nd freest economy in the world, behind only
Hong Kong. Both its ranking and rating were per-
sistently high throughout the last two decades.
Singapore’s high ranking reflects the following:
+ Its monetary policy is just about the most
stable in the world and, as a result, its infla-
tion rate has been low (1% to 3%) during
the last decade;
The Singapore dollar is fully convertible
and citizens are free to maintain funds in
foreign currency bank accounts;
Government expenditures are low (less
than 20% of GDP), as are taxes (the top
marginal tax rate is currently 30%, down
from 55% in the mid-1980s);
International exchange is relatively free
(tariffs are negligible, there are no exchange
rate controls, and few restrictions on either
the inflow or outflow of capital, and the
trade sector is the largest in the world);
Most of the enterprises are private (state-
operated enterprises produce only a small
portion of the total output) and there are
few restraints limiting entry into business.
Singapore is not perfect. It uses military con-
scription, which is an in-kind tax that causes the
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taxation and expenditure figures to understate the
size of government. Furthermore, three-fourths of
the housing units are constructed and operated by
the government.

Singapore’s Central Provident Fund (CPF) pro-
vides a unique method of dealing with social wel-
fare issues. Individuals are required to pay a large
amount (approximately 20% of earnings paid by
both employee and employer) into this fund. They
do, however, have a property right to the funds
and, as the result of recent liberalization, they
may use them for several purposes other than re-
tirement, including education, medical services,
the purchasing of a home, and even certain types
of real estate investments. While the payments are
compulsory, saving and investment programs of
this type are clearly more consistent with econ-
omy freedom than the tax and spend social secu-
rity programs utilized by most countries. (Note:
since the CPF payments are not included in either
taxes or government expenditures, they are not
registered by our index.)

All things considered, Singapore has one of the
world’s freest economies. Its rapid growth and
now high level of per capita GDP once again il-
lustrate the potential for growth in an economi-
cally free environment.
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S LOVAKIA (Data prior to 1993 are for the former Czechoslovakia).

Economic Freedom Rating
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Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1990 1995

I. Money and Inflation 4.7 5.8

(a) Annual Money Growth (last 5 yrs.) 10 (04) 5(134)
(b) Inflation Variablity (last 5 yrs.) 5 (40) 2(102)
(c) Ownership of Foreign Currency 0 10

(d) Maint. of Bank Account Abroad 0 10

II. Government Operation 0.3 4.5

(a) Gov't Consumption (% of Total Consump.) 1 (29.9) 1 (27.6)
(b) Government Enterprises 0 4

(c) Price Controls 0 4

(d) Entry Into Business - 7.5

(e) Legal System - 5.0

(f) Avoidance of Neg. Interest Rates - 6

III. Takings 1.9 31

(a) Transfers and Subsidies (% of GDP) 0 (372) -

(b) Marginal Tax Rates (Top Rate) 4 (55 4 W)
(c) Conscription 0 0

IV. International Sector 3.6 7.0

(a) Taxes on International Trade (Avg.) 6 (4.0) -

(b) Black Market Exchange Rates (Prem.) - 10 (0)
(c) Size of Trade Sector (% of GDP) 5 (34.4) 10 ¢(61.1)
(d) Capital Transactions with Foreigners 0 2
Economic Freedom Rating 24 4.9
Ranking of Country 101 66
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SLOVAKIA

Part 2: Recent Economic Indicators:

Population 1996: 53 Real Per Capita GDP 1996= $3,815
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1990-96):  0.3% Avg. Growth Rate: 1980-90= _
1993-96=  3.6%
Economic Indicators:* 1993 1994 1995 1996
Change in Real GDP: Aggregate -3.7 49 6.8 6.8
: Per Capita -4.0 4.5 7.0 6.7
Inflation Rate (CPI) 25.1 11.7 7.2 5.4
Change in Money Supply: (M1) 7.4 109  20.5 16.2
1 (M2) 18.5 186 212 15.8
Investment/GDP Ratio 326 295 29.1 33.8
Size of Trade Sector (% of GDP) 64.0 62.0 61.1 59.0
Total Gov't Exp./GDP Ratio 680 570 55.0 -
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP -6.2 -5.2 -1.6 -4.6
Unemployment Rate 12.7 14.6 138 1282

* The figures in this table are in percent form.
a December, 1996.

Slovakia’s 1995 rating of 4.9 placed it 66th among
our 115 countries. This rating was just a fraction
lower than the ratings of the Czech Republic, Hun-
gary and Greece, for example. This was a marked
improvement on the 2.4 rating (and 101st ranking)
of the former Czechoslovakia in 1990.

Several steps have been taken to provide a solid
foundation for a market economy. Monetary re-
straint reduced the inflation rate to 7.2% in 1995
and 5.4% in 1996, the lowest rates of any former
socialist country. Foreign currency bank accounts
are now legal both at home and abroad. Substantial
privatization, including a number of large enter-
prises, has occurred. The exchange rate is now pri-
marily determined by market forces and the size of
the trade sector is large for a country of this size.

Several additional steps are needed. The legal
structure needs to become more transparent and
less discretionary. Regulations limiting entry into
business need to be reduced. The trade sector can
be liberalized even more and continuation of the
move toward a monetary policy consistent with a
low and stable rate of inflation is vital. But the
foundation has been established. Slovakia is now
primarily a market economy and it is already
reaping benefits. Its growth rate during the last
three years (6.4%) has been impressive and the
unemployment rate—while still high—fell to a
post-transition low (12.8%) at year-end 1996.
With continued liberalization, this economy faces
a bright future.
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SOUTH AFRICA

Economic Freedom Rating

Total Government Expenditures
As a Percent of GDP

100

80

60 -

40+

20

1985

35.9

37.0

1975 1980 1985 1990 1995 1975 1980 1990 1994
Year Year
Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)
Components of Economic Freedom 1975 1980 1985 1990 1995
I. Money and Inflation 3.2 2.8 33 4.0 39
(a) Annual Money Growth (last 5 yrs.) 5(13.4) 5 (13.9) 1 (20.6) 2 (7.7 3 (15.0)
(b) Inflation Variablity (last 5 yrs.) 5 (4.8) 4 (5.1 9 (1.9 10 (0.9) 9 (1.7)
(c) Ownership of Foreign Currency 0 0 0 0 0
(d) Maint. of Bank Account Abroad 0 0 0 0 0
II. Government Operation 45 3.6 4.1 38 58
(a) Gov't Consump. (% of Total Consump.) 5 (19.7) 3 (22.2) 2 (24.5) 1 (26.1) 2 (25.2)
(b) Government Enterprises 4 4 4 4 4
(c) Price Controls - - - 4 6
(d) Entry Into Business - - - - 7.5
(e) Legal System - - - - 7.5
(f) Avoidance of Neg. Interest Rates - 4 8 8 10
IIL Takings 0.8 4.1 43 4.7 5.6
(a) Transfers and Subsidies (% of GDP) - 8 (3.2 6 (4.8) 6 (4.8 6 (5.3)
(b) Marginal Tax Rates (Top Rate) 1 (66) 2 (60) 4 (40) 5 (45) 4 (43)
(c) Conscription 0 0 0 0 10
IV. International Sector 6.0 6.3 55 55 9.9
(a) Taxes on International Trade (Avg.) 8 (2.0) 9 (1.2) 9 (1.4) 8 (22 9 (0.6)
(b) Black Market Exchange Rates (Prem.) 6 (6) 6 6) 3 (25) 6 3) 10 (0)
(c) Size of Trade Sector (% of GDP) 9 (29.3) 9 (324) 9 (21.7) 6 (23.6) 6 (24.5)
(d) Capital Transactions with Foreigners 2 2 2 2 2
Economic Freedom Rating 3.8 44 4.4 4.6 5.7
Ranking of Country 59 40 47 56 50
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SOUTH AFRICA

Part 2: Recent Economic Indicators:

Population 1996: 42.1 Real Per Capita GDP 1996 = $4,513
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96):  2.2% Avg. Growth Rate:  1980-90 = -1.2%
1990-95 = -1.2%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP:Aggregate 4.2 24 -0.3 -1.0 -2.2 1.3 2.7 34 3.1
: Per Capita 1.8 0.0 -2.6 -3.3 -4.4 -0.9 0.6 1.2 1.0
Inflation Rate (CPI) 129 147 144 153 13.9 9.7 9.0 8.7 7.4
Change in Money Supply: (M1) 276 153 53 216 186 1.8 257 13.5 347
:(M2) 347 289 120 204 114 2.6 19.3 11.0 18.1
Investment/GDP Ratio 198  20.6 19.6 17.8 16.6 15.5 16.0 16.9 17.0
Size of Trade Sector(% of GDP) 265 256 236 223 219 225 229 24.5 -
Total Gov't Exp./GDP Ratio 309 295 359 311 350 368 370 - -
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP -5.3 -0.2 -4.3 -6.1 -6.2 -1.7 -5.8 -5.4 -
Unemployment Rate

* The figures in this table are in percent form.

While South Africa’s economic freedom rating
has increased during the last two decades, its
ranking continues to place it in the middle range
among the countries in our study. In 1995 it
ranked 50th (out of 115), compared to 47th (out of
107) in 1985.

For a country with such a low level of income
(1996 per capita GDP = $4,513), government ex-
penditures are exceedingly high. Total govern-
ment expenditures consumed 37% of GDP in
1995, up from 30% in 1975. This also suggests
that there has been little movement toward eco-
nomic freedom during 1975-1995.

Several factors pull South Africa’s economic
freedom rating down. Government consumption
sums to 25% of total consumption, a figure that is
seldom exceeded by nations other than the high-
income welfare states of Western Europe. State-
operated enterprises are present in many sectors of
the economy. Uncertainty about the future politi-
cal stability of this racially divided country re-
duces the security of property rights and the
incentive of both foreigners and domestics to in-
vest. Regulations constrain the mobility of capital.
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There have been some encouraging develop-
ments. Interest and exchange rate controls have
been liberalized. The top marginal tax rate was re-
duced from 60% in 1980 to 40% in 1985 (before
climbing back to a 43% rate in 1995). Conscrip-
tion was abolished in 1994. Most recently, legis-
lation permitting citizens to maintain foreign
currency bank accounts both in South Africa and
abroad (beginning in July of 1997) was approved.

While they do not directly enter into our index,
large budget deficits are a problem. During the
1990s, budget deficits have averaged 6% of GDP.
If they are not brought under control, they will de-
press the investment rate and lead to abnormally
high rates of unemployment.

The political future of this country is both un-
certain and complex. From an economic view-
point, the best thing South Africa could do would
be to move swiftly and consistently toward a freer
economy. Voluntary exchange tends to bring peo-
ple together, while the political process pulls
them apart. South Africa needs more of the
former and less of the latter.
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SOUTH KOREA

Economic Freedom Rating

1975 1980 1985 1990 1995
Year

Total Government Expenditures
As a Percent of GDP
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Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995

I. Money and Inflation 1.3 23 2.9 25 8.5

(a) Annual Money Growth (last 5 yrs.) 1 (28.4) 1 (25.5) 4 (14.0) 6 (11.2) 6 (10.9)
(b) Inflation Variablity (last 5 yrs.) 3 (7.1) 6 (33) 5 49 2 (10.2) 9 (2.0
(c) Ownership of Foreign Currency 0 0 0 0 10

(d) Maint. of Bank Account Abroad 0 0 0 0 10

I1. Government Operation 5.9 6.0 72 59 6.3

(a) Gov't Consump. (% of Total Consump.) 8 (13.5) 7 (15.2) 7 (14.5) 7 (15.9) 6 (16.4)
(b) Government Enterprises 6 6 6 6 6

(c) Price Controls - - - 3 3

(d) Entry Into Business - - - - 7.5

(e) Legal System - - - - 7.5

(f) Avoidance of Neg. Interest Rates 2 4 10 10 10

I1L. Takings 4.5 3.6 4.1 4.6 55

(a) Transfers and Subsidies (% of GDP) 9 (2.0 9 (2.0) 8 (2.2) 8 (29 8§ 2.9
(b) Marginal Tax Rates (Top Rate) 2 (63) 0 (89) 2 (65) 3 (60) 5 (48)
(c) Conscription 0 0 0 0 0

IV. International Sector 52 4.2 5.0 6.4 7.4

(a) Taxes on International Trade (Avg.) 7 3.1 6 4.1) 7 (3.6) 7 (3.4) 8 (2.0
{(b) Black Market Exchange Rates (Prem.) 7 (2 4 (11) 4 (11 8 ) 10 (0)
(c) Size of Trade Sector (% of GDP) 7 (32.2) 8 37.7) 8 (33.9) 5 (30.0) 6 (33.7)
(d) Capital Transactions with Foreigners 0 0 2 5 5
Economic Freedom Rating 44 4.0 48 5.0 6.7
Ranking of Country 38 56 32 39 18
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SOUTH KOREA

Part 2: Recent Economic Indicators:

Population 1996: 45.2 Real Per Capita GDP 1996 = $13,553
(in millions) (in 1995 U.S. doliars)
Annual Rate of Change (1985-96): 1.0% Avg. Growth Rate: ~ 1980-90 = 7.9%
1990-95 = 6.7%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP:Aggregate 11.3 6.4 9.5 9.1 5.1 5.8 8.6 8.9 7.1
: Per Capita 10.3 5.4 8.5 8.1 4.1 4.8 7.6 8.0 6.1
Inflation Rate (CPI) 7.1 5.7 8.6 9.3 6.2 4.8 6.2 4.5 5.0
Change in Money Supply: (M1) 20.2 17.9 11.0 368 13.0 18.1 11.9 19.6 1.5
: (M2) 21.5 19.8 172 219 14.9 16.6 18.7 15.6 15.8
Investment/GDP Ratio 311 336 369 389 366 351 36.1 37.1 -
Size of Trade Sector (% of GDP) 344 314 300 294 294 292 305 33.7 -
Total Gov't Exp./GDP Ratio 16.1 17.6 19.0 19.2 18.9 19.0 19.7 20.4 -
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP +1.5  +0.2 0.7 -1.6 -0.5 +0.6 +0.3 +0.6 -
Unemployment Rate 2.5 2.6 24 23 24 2.8 2.4 2.0 2.0

* The figures in this table are in percent form.

Both the economic freedom rating and ranking of
this country have improved substantially during
the last two decades. In 1995, South Korea ranked
18th (among the 115 countries rated), up from
50th in 1980. This places South Korea in a tie with
Japan, and well above several high-income Euro-
pean economies (France and Italy, for example).
The relatively small size (approximately 20%) of
total government expenditures as a share of GDP
re-enforces the validity of this high rating.

The improvement during the 1990s was prima-
rily the result of a more stable monetary regime
and the legalization of foreign currency bank ac-
counts both domestically and abroad. As a result,
South Korea’s rating in the Money and Inflation
area rose from 2.5
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in 1990 to 8.5 in 1995. Over the last two de-
cades, a more competitive and stable credit market,
lower marginal tax rates (the top rate is now 48%,
down from 89% in 1980), and some relaxation of
restrictions on capital transactions with foreigners
also contributed to Korea’s improved rating.

Like many other emerging economic powers in
Asia, South Korea is not known for its political
and civil freedoms. Nonetheless, it has achieved
extraordinary growth rates. Since 1980 the annual
growth rate of per capita GDP has averaged al-
most 7.5%. Measured in 1995 US dollars, per
capita GDP in 1996 was $13,553, only slightly
less than that of Spain and well above the figures
for Portugal, Greece, and several other European
nations.
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SPAIN

Economic Freedom Rating

Total Government Expenditures
As a Percent of GDP
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Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995

I. Money and Inflation 23 2.9 5.1 3.9 10.0

(a) Annual Money Growth (last 5 yrs.) 121y 3 (157 7 (.7 30167 10 (1.2)
(b) Inflation Variablity (last 5 yrs.) 6 37 6 (35 9 21 9 (20 10 (1.2)
(c) Ownership of Foreign Currency 0 0 0 0 10

(d) Maint. of Bank Account Abroad 0 0 0 0 10

I1. Government Operation 6.0 52 5.7 58 5.6

(a) Gov't Consump. (% of Total Consump.) 8(139) 6 (16.7) 5 (187 5(19.9 4 (209
(b) Government Enterprises 4 4 4 4 4

(c) Price Controls - - - 6 5

(d) Entry Into Business - - - - 7.5

(e) Legal System - - - - 5.0

(f) Avoidance of Neg. Interest Rates - 6 10 10 10

III. Takings 35 1.7 1.3 2.2 1.7

(a) Transfers and Subsidies (% of GDP) 4 95 3 (123) 2 (16.9) 2 (16.0) 2 (189
(b) Marginal Tax Rates (Top Rate) 4 (55 1 (66) 1 66) 3 (56) 2 (56)
(c) Conscription 0 0 0 0 0

IV. International Sector 44 6.5 6.1 7.2 8.5

(a) Taxes on International Trade (Avg.) 5 6 7 @7 7 @GO 9 (13 10 (0.0
(b) Black Market Exchange Rates (Prem.) 7 (2 10 0 7 2 7 (2 10 0)
(c) Size of Trade Sector (% of GDP) 3(154 2 (169 5 (21.8) 3 (18.8) 4 (23.6)
(d) Capital Transactions with Foreigners 2 5 5 8 8
Economic Freedom Rating 3.9 3.9 4.2 4.7 5.9
Ranking of Country 55 52 55 51 42
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SPAIN

Part 2: Recent Economic Indicators:

Population 1996: 39.2 Real Per Capita GDP 1996 = $14,613
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96):  0.2% Avg. Growth Rate: 1980-90= 2.6%
1990-96= 1.6%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 5.2 4.7 3.7 2.3 0.7 -1.2 2.1 3.0 22
: Per Capita 5.0 4.5 3.5 2.1 0.5 -1.4 1.9 2.8 2.0
Inflation Rate (CPI) 4.8 6.8 6.7 5.9 5.9 4.6 4.7 47 3.2
Change in Money Supply: (M1) 204 21.3 15.8 9.5 -1.0 24 6.8 3.2 7.1
: (M2) 8.3 10.7 0.8 4.5 3.0 4.4 0.9 2.6 6.4
Investment/GDP Ratio 21.3 21.5 20.6 24.6 22.7 19.9 20.1 21.3 -
Size of Trade Sector (% of GDP) 19.4 19.7 18.8 18.7 19.0 19.7 225 23.6 -
Total Gov't Exp./GDP Ratio 40.5 419 430 445 455 487 469 458 44.1°P
General Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP -3.3 -2.8 -4.1 -4.9 -3.6 -6.8 -6.3 -6.6 -4.8
Unemployment Rate 19.1 16.9 15.9 16.0 18.1 22.8 24.1 22.9 229 2

* The figures in this table are in percent form.
a QOctober, 1993,

P Preliminary.

After struggling with an economic freedom rating
of approximately 4.0 during 1975-1985, Spain’s
summary rating has improved in recent years. Its
5.9 rating placed it 42nd (out of 115) in 1995, up
from 55th in 1985.

Spain’s improvement is almost exclusively the
result of steps taken in the monetary and financial
areas. In the 1990s, the monetary authorities re-
duced the rate of money growth and the inflation
rate has declined accordingly. In addition, it is
now legal for the Spanish to maintain foreign cur-
rency bank accounts both domestically and
abroad. As the result of the increased monetary
stability and the legalization of these foreign cur-
rency accounts, Spain’s rating in the monetary
area jumped from 3.9 in 1990 to a “perfect 10” in
1995. In addition, exchange controls have been
abolished and some restrictions limiting the mo-
bility of capital have been eliminated.

More needs to be done. The government con-
sumption and transfer sectors are quite large and
the top marginal tax rate (56%), though down a
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little from the mid-1980s, is still one of the high-
est in the world. Total government expenditures
have grown substantially since the mid-1970s and
they now sum to 45% of GDP. Much of this
growth has been financed with budget deficits.
Recent budget deficits have averaged around 5%
of GDP, a level that is unsustainable. Even though
the growth has been solid and persistent (per cap-
ita GDP has risen at a 2% annual rate since 1980),
the unemployment rate has hovered near or above
20% since the mid-1980s. Interestingly, the un-
employment rate of Portugal, Spain’s next door
neighbor, has been running between 5% and
7%—Tless than a third the Spanish rate—during
this same period. When a growing economy has
prolonged double-digit unemployment, it reflects
transfer payments that reduce the cost of job
search and/or regulations that make it expensive
to hire and terminate employees. Spain desper-
ately needs to revise its transfer system and dereg-
ulate the labor market. It will fail to reach its full
potential until these steps are taken.
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SRI LANKA

Economic Freedom Rating

Total Government Expenditures
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Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995

I. Money and Inflation 34 23 22 29 55

(a) Annual Money Growth (last 5 yrs.) 8 (7.7) 1 (245) 4 (144) 4 (146) 7 (9.7
(b) Inflation Variablity (last 5 yrs.) 3 81) 6 (36 3 (62 5 @7 10 1.1
(c) Ownership of Foreign Currency 0 0 0 0 0

(d) Maint. of Bank Account Abroad 0 0 0 0 0

II. Government Operation 5.9 55 6.0 5.9 5.1

(a) Gov't Consump. (% of Total Consump.) 10 (102) 10 (96) 9 (114) 9 (112) 9 (124
(b) Government Enterprises 2 2 2 4 4

(c) Price Controls - - - 4 4

(d) Entry Into Business - - - - 5.0

(e) Legal System - - - - 0.0

(f) Avoidance of Neg. Interest Rates - 4 8 8 10

I11. Takings 29 29 3.7 6.2 6.6

(a) Transfers and Subsidies (% of GDP) 4 81) 4 @4 6 (1) 5 (6O 5 (59
(b) Marginal Tax Rates (Top Rate) - 0 (60.5) 0 (60.5) - 7 35
(¢) Conscription 10 10 10 10 10

IV. International Sector 1.6 3.2 2.2 2.2 5.4

(a) Taxes on International Trade (Avg.) 11y 1 (Ar7y 1 (106) 2 (88 6 (4.5
(b) Black Market Exchange Rates (Prem.) 1 (92) 5§ ©® 4 200 3 249 7 2)
() Size of Trade Sector (% of GDP) 6 (31.2) 9 435 5 (315 5 (337 7 (40.1)
(d) Capital Transactions with Foreigners 0 0 0 0 2
Economic Freedom Rating 3.7 34 3.5 4.3 5.6
Ranking of Country 63 78 78 62 52
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SRI LANKA

Part 2: Recent Economic Indicators:

Population 1996: 18.3 Real Per Capita GDP 1995= $3,584
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96): 1.5% Avg. Growth Rate: 1980-90=  3.0%
1990-95= 3.8%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 2.7 2.3 6.2 4.8 2.5 5.2 6.7 6.2 .
: Per Capita 1.2 0.8 4.7 33 1.0 3.7 52 4.7 ]
Inflation Rate (CPI) 14.0 116 215 122 114 11.7 8.4 7.7 -
Change in Money Supply: (M1) 29.1 9.1 12.8 17.7 7.4 18.6 18.7 6.7 4
: M2) 15.3 13.1 21.1 224 164 231 19.2 19.4 4
Investment/GDP Ratio 22.8 21.7 22.2 22.9 24.3 25.6 27.0 25.1 -
Size of Trade Sector (% of GDP) 30.8 31.5 33.7 33.4 35.8 38.1 39.7 40.7 -
Total Gov't Exp./GDP Ratio 31.1 308 284 293 269 270 272 282 .
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP -12.7 -8.6 7.8 -9.5 -5.4 -6.4 -8.5 7.0 .
Unemployment Rate - - 144 14.1 14.1 14.7 13.6 - .

* The figures in this table are in percent form.

During 1975-1985, Sri Lanka’s economic free-
dom rating fluctuated between 3.4 and 3.7. Dur-
ing the last decade it has increased sharply,
reaching 5.6 in 1995. Between 1985 and 1995 Sri
Lanka’s ranking rose from 78th to 52nd.

Several factors have contributed to the im-
proved rating. Monetary policy has been more re-
strained and the inflation rate less variable. The
top marginal tax rate was reduced from 60.5% in
1985 to 35% in 1995. Tariff rates have been re-
duced and exchange rate controls liberalized. The
size of the trade sector has also increased during
the last decade.

The major weaknesses of this economy are ex-
cessive regulation and the absence of rule of law.
Citizens are not allowed to maintain foreign cur-

rency bank accounts. Price controls continue to be
imposed on many products and entry into busi-
ness is often complex and costly. Furthermore,
government enterprises are numerous and they
are often granted monopoly status. The legal
structure provides government officials with arbi-
trary power and places them in a position where
they can either provide favors or impose costs on
persons engaging in business activities. Systems
of this type undermine business entrepreneurship
and lead to corruption.

As Sri Lanka moved toward economic freedom
during the last decade, its growth rate rose. Thus
far, real GDP has increased at an annual rate of
3.8% during the 1990s, up from 3.0% during the
1980s.
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SWEDEN

Economic Freedom Rating
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Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.

(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995

I. Money and Inflation 6.1 6.7 7.7 7.3 9.3

(a) Annual Money Growth (last 5 yrs.) 6 (11.4) 6 (11.6) 8 (7.2) 8 (7.0) 10 (3.0)
(b) Inflation Variablity (last 5 yrs.) 7 (29 9 (1.5) 10 (1.2) 9 (1.4 8 20
(c) Ownership of Foreign Currency 10 10 10 10 10

(d) Maint. of Bank Account Abroad 0 0 0 0 10

II. Government Operation 25 33 3.7 4.4 6.7

(a) Gov't Consump. (% of Total Consump.) 0 (31.7) 0 (36.3) 0 (35.3) 0 (35.0) 0 (3.1
(b) Government Enterprises 4 4 4 4 4

(c) Price Controls - - - 6 8

(d) Entry Into Business - - - - 10

(e) Legal System - - - - 10

(f) Avoidance of Neg. Interest Rates 4 8 10 10 10

II1. Takings 0.8 0.0 0.0 0.0 0.5

(a) Transfers and Subsidies (% of GDP) 0 (25.0) 0 (24.7) 0 (26.0) 0(29.9) 0 (352)
(b) Marginal Tax Rates (Top Rate) 1 (70) 0 (87 0 (80) 0 (72 1 (58)
(c) Conscription 0 0 0 0 0

IV. International Sector 6.2 5.7 7.3 8.7 9.0

(a) Taxes on International Trade (Avg.) 9 (1.0) 9 (0.7) 9 (0.3) 9 (04 9 (04)
(b) Black Market Exchange Rates (Prem.) 8§ 6 (5 8§ (O 10 (0) 10 ©)
(c) Size of Trade Sector (% of GDP) 5 (27.9) 5 (30.4) 7 (34.5) 4 (29.7) 6 (3717
(d) Capital Transactions with Foreigners 2 2 5 10 10
Economic Freedom Rating 3.5 3.5 42 4.7 5.9
Ranking of Country 68 74 55 51 42
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SWEDEN

Part 2: Recent Economic Indicators:

Population 1996: 8.9 Real Per Capita GDP 1996 = $20,239
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96):  0.6% Avg. Growth Rate: 1980-90= 1.7%
1990-96= -0.1%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 2.7 2.4 1.4 -1.7 -1.4 2.2 2.6 3.0 1.2
: Per Capita 2.1 1.8 0.8 -2.3 -2.0 -2.8 2.0 2.4 1.1
Inflation Rate (CPI) 5.8 6.4 10.5 9.3 2.3 4.6 22 2.5 -0.2
Change in Money Supply: (M1) 0.9 12.1 - - - - - - -
1 (M3) 8.3 10.7 11.3 4.0 3.2 4.0 0.3 2.7 11.7
Investment/GDP Ratio 199 219 213 17.9 16.5 13.3 14.2 15.6 15.3
Size of Trade Sector (% of GDP) 31.5. 31,7 297 272 270 309 344 377 404
Total Gov't Exp./GDP Ratio 596 600 608 628 687 72.6 702 677 67.0°
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP +.8 +0.6 -1.1 23 -119 -11.6 -9.5 -
Unemployment Rate 1.9 1.6 3.3 5.8 9.5 9.8 9.2 99?2

* The figures in this table are in percent form.
a Qctober, 1996.

P Preliminary.

Our index ranked Sweden 42nd (among the 115
countries in our study) in 1995. The index indicates
that there was an expansion in economic freedom
during 1975-1995. However, there are two reasons
why this increase should be interpreted with cau-
tion. First, to a large degree, it reflects the fact that
the entry into business and legal system compo-
nents are included only in the 1995 index. Since
Sweden rates high in these two areas, their inclu-
sion in the 1995 index pushes Sweden’s rating up-
ward. Second, unlike most countries, Sweden’s
rating is highly sensitive to the weight attached to
(a) government consumption and (b) transfers and
subsidies. It received the lowest possible rating in
these two areas. If they were given a larger weight
in the index, Sweden’s economic freedom rating
might well have declined during 1975-1995. Total
government expenditures have risen from less than
50% of GDP in 1975 to 67.7% in 1995. This is not
the pattern that one would expect for a country
moving significantly toward a freer economy.
Sweden deservingly earns top marks in the
monetary and international areas. During the last

five years, inflation has been low and stable. Cit-
izens are free to maintain foreign currency bank
accounts. Tariffs are low; the kronor is fully con-
vertible; and the trade sector is large for a country
of Sweden’s size. Liberalization of the financial
market during the last decade removed most of
the restrictions on the mobility of capital.

There is some evidence that the high level of
government spending is beginning to exert an im-
pact on the economy. Like other countries that
have followed this path, Sweden is now plagued
with large budget deficits, a declining investment
rate, high unemployment, and sluggish economic
growth. Note: per capita GDP actually declined
slightly during the 1990s and the unemployment
rate (OECD standardized definition) hovered near
10% during 1993-1996. If persons in training pro-
grams and protected employment categories were
numbered among the unemployed, Sweden’s rate
would be considerably higher. Perhaps this will
create an environment for economic liberalization
in the near future.
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SWITZERLAND

Total Government Expenditures

Economic Freedom Rating As a Percent of GDP
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Year Year
Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)
Components of Economic Freedom 1975 1980 1985 1990 1995
I. Money and Inflation 10.0 9.7 9.7 10.0 9.7
(a) Annual Money Growth (last 5 yrs.) 10 43) 9 (62) 10 (1.2) 10 (1.3) 10 (2.0)
(b) Inflation Variablity (last 5 yrs.) 10 @11 10 @) 9 @0 10 (12) 9 (15
(c¢) Ownership of Foreign Currency 10 10 10 10 10
(d) Maint. of Bank Account Abroad 10 10 10 10 10
IL. Government Operation 6.8 6.8 7.7 7.2 79
(a) Gov't Consump. (% of Total Consump.) 6 (17.0) 6 (16.7) 6 (17.7) 5 (19.1) 5 (19.9)
(b) Government Enterprises 8 8 8 8 8
(c) Price Controls - - - 7 6
(d) Entry Into Business - - - - 10.0
(e) Legal System - - - - 10.0
(f) Avoidance of Neg. Interest Rates 6 6 10 10 10
II1. Takings 5.5 4.5 4.5 4.5 4.5
(a) Transfers and Subsidies (% of GDP) - 3 (134 3 (13.2) 2 (16.0) 2 (183)
(b) Marginal Tax Rates (Top Rate) 7 (38-42) 7 (31-44) 7 (33-46) 8 (33-43) 8 (35-39)
(c) Conscription 0 0 0 0 0
IV. International Sector 6.2 8.9 9.1 8.7 8.4
(a) Taxes on International Trade (Avg.) 7 (3.5 8 (249 8 (2.0 8 1.9 8 23
(b) Black Market Exchange Rates (Prem.) 10 ©) 10 0) 10 0) 10 (0] 10 (1))
(¢) Size of Trade Sector (% of GDP) 5 (30.0) 7 (38.5) 8 (388 6 (36.4) 4 (33.49)
(d) Capital Transactions with Foreigners 2 10 10 10 10
Economic Freedom Rating 7 7.2 7.4 7.3 7.4
Ranking of Country 4 2 3 4 6
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SWITZERLAND

Part 2: Recent Economic Indicators:

Population 1996: 7.1 Real Per Capita GDP 1996 = $22,182
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96):  0.9% Avg. Growth Rate: 1980-90= 1.5%
1990-96= -0.4%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 2.9 3.9 2.3 - 03 -0.8 1.2 0.7 0.7
: Per Capita 2.0 3.0 1.4 -1.3 -1.2 -1.7 0.3 -0.2 -0.2
Inflation Rate (CPI) 1.9 32 5.4 5.8 4.1 3.3 0.8 1.8 0.8
Change in Money Supply: (M1) 23 -2.7 -1.6 -1.7 4.0 5.8 4.0 6.1 9.6
: (M2) 54 6.3 0.8 23 2.6 8.9 4.2 4.6 8.4
Investment/GDP Ratio 279 297 293 270 234 212 222 234 -
Size of Trade Sector (% of GDP) 36.3 382 364 346 342 340 339 334 -
Total Gov't Exp./GDP Ratio 305 302 309 325 349 368 369 - -
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP +0.5 +0.3 0.3  -1.2 -1.4 -2.7 -1.9 -0.9 -1.2
Unemployment Rate 0.7 0.6 0.6 1.8 2.8 4.2 4.7 4.2 5.0

* The figures in this table are in percent form.

Our 1995 index ranked Switzerland as the 6th fre-
est economy in the world. Rating one-tenth of a
point higher than the United Kingdom, it is high-
est ranked among the European nations, More-
over, it has sustained this lofty position over a
lengthy time period. Its rating was 7.0 or more
during each of our rating years and it has been
ranked between 2nd and 6th throughout the last
two decades. No doubt, this high level of eco-
nomic freedom for many years provides the ex-
planation for its income per capita ($22,182 in
1996), one of the highest in the world.

The strengths of the Swiss economy are a very
stable monetary regime buttressed with the liberty
to use alternative currencies (note the near perfect
rating in the monetary area), few government en-
terprises, freedom of entry into business, equal
treatment under the law, competitive financial
markets, and minimal restraints on trade and cap-
ital mobility. Like most other high income coun-
tries, both government consumption expenditures
and transfers are large.

Conscription is used to obtain military person-
nel. Thus, the Swiss rating is low for these com-
ponents. For many years, the size of government
was substantially lower in Switzerland than for
other OECD countries. Compared to its European
neighbors, this is still true. However, the recent
trend is troublesome. As a share of GDP, total
government expenditures rose from 25.5% in
1975 to 31% in 1985 and 1990 to nearly 37% in
1994. Should this trend continue, it will retard
both economic freedom and growth. Some nega-
tive signs may already be observable. The Swiss
growth rate has been meager—per capita GDP
has actually declined slightly during the 1990s—
and the unemployment rate has been rising. Per-
haps it is time for the Swiss to consider reforms,
such as a private sector saving and investment op-
tion rather than social security taxes, designed to
promote capital formation and growth.
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SYRIA

Total Government Expenditures

Economic Freedom Rating As a Percent of GDP
8
6 -
No Data

1975 1980 1985 1990
Year

1995

Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995
I. Money and Inflation 4.6 6.0 5.6 4.8 4.8
(a) Annual Money Growth (last 5 yrs.) 1(23.0) 1(26.1) 2 (19.7) 3 (16.0) 3 (16.8)

(b) Inflation Variablity (last 5 yrs.) 2(122) 6 (3.8) 4 (53) 6 (3.2) 6 (3.2)
(c) Ownership of Foreign Currency 10 10 10 10 10

(d) Maint. of Bank Account Abroad 10 10 10 0 0

I1. Government Operation 4.0 3.0 1.5 4.0 1.9

(a) Gov't Consump. (% of Total Consump.) 2 (24.1) 2 (25.8) 1 (26.8) 6 (17.0) 6 (17.0)
(b) Government Enterprises 6 4 2 2 2

(c) Price Controls - - - - 0

(d) Entry Into Business - - - - 2.5

(e) Legal System - - - - 0.0

(f) Avoidance of Neg. Interest Rates - - - - 0

I11. Takings 0.0 0.0 0.0 0.0 0.0

(a) Transfers and Subsidies (% of GDP) - - - - -

(b) Marginal Tax Rates (Top Rate) - - - - -

(c) Conscription 0 0 0 0 0

1V. International Sector 3.5 1.9 2.0 2.6 2.8

(a) Taxes on International Trade (Avg.) 2 85 3 @1 6 (56) 7 (29 6 (4.0
(b) Black Market Exchange Rates (Prem.) g8 (1) 2 (35 0 @51y o0 @3on 0 (301)
(c) Size of Trade Sector (% of GDP) 4 (27.7) 3(26.8) 1(18.6) 3 (27.6) 6 (37.5)
(d) Capital Transactions with Foreigners 0 0 0 0 0
Economic Freedom Rating 3.7 3.2 2.8 3.4 2.7
Ranking of Country 63 84 91 89 112
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SYRIA

Part 2: Recent Economic Indicators:

Population 1996: 14.8 Real Per Capita GDP 1994= $6,489
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96): 3.4% Avg. Growth Rate: 1980-90= -1.2%
1990-94=  4.2%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 13.3 -9.0 7.6 7.1 10.6 6.7 6.2 - -
: Per Capita 9.9 -124 4.2 37 7.2 33 2.8 - -
Inflation Rate (CPI) 34.6 11.4 19.4 7.7 9.5 11.8 9.2 - -
Change in Money Supply: (M1) 17.7 19.1 24.9 23.2 24.4 14.2 - - -
1 (M2) 22.1 20.1 26.1 305 237 14.9 - - -
Investment/GDP Ratio 14.0 16.5 16.5 180 232 260 303 - -
Size of Trade Sector (% of GDP) 21.4 26.6 27.6 28.8 31.9 34.4 375 - -
Total Gov't Exp./GDP Ratio
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP +1.3 -0.6 +0.3 +1.4 +1,9 0.0 - - -
Unemployment Rate - 5.8 - 6.8 - - - - -

* The figures in this table are in percent form.

Syria’s 2.7 economic freedom rating of 1995
places it 112th among the 115 countries in our
study. Its rating never rose above 4.0 during the
period of our study. Clearly, this is one of the least
free economies in the world.

Several factors underlie Syria’s persistently
low ratings. Monetary policy has generally been
both erratic and highly expansionary, although
there is some evidence of improvement during the
last few years. Government enterprises are wide-
spread and legal restraints limit the freedom of
private firms to compete in several areas. Regula-
tions limiting economic activity provide govern-
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ment officials with excessive powers that are
often exercised in an arbitrary and discriminatory
manner. Conscription, exchange rate controls
(note that the black market premium has persis-
tently exceeded 250% during the last decade), and
restrictions on trade and capital mobility also con-
tributed to Syria’s low rating.

While there has been growth during the 1990s,
Syria’s 1994 per capita income was virtually un-
changed from the level of 1980. Like several
other countries in this region, Syria is paying a
price for ignoring the laws of economics and the
path to prosperity.
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TAIWAN

Economic Freedom Rating

Total Government Expenditures

As a Percent of GDP

1975 1980 1985 1990
Year

100

80

60 [

40+

1980

1985
Year

1890

1993

Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995

I. Money and Inflation 4.9 6.2 8.0 7.6 10.0°

(a) Annual Money Growth (last 5 yrs.) 2(19.1) 3 (1s51) 9 (5.0 3 (16.5 10 (0.1
(b) Inflation Variablity (last 5 yrs.) 2(126) 5 (@43) S5 @8 9 ((13) 10 (04)
(c) Ownership of Foreign Currency 10 10 10 10 10

(d) Maint. of Bank Account Abroad 10 10 10 10 10

I1. Government Operation 4.8 4.5 4.9 5.8 6.2

(a) Gov't Consump. (% of Total Consump.) 4(21.7) 3 (236) 3 (240) 3 (239 4 (20.3)
(b) Government Enterprises 4 4 4 6 6

(¢) Price Controls - - - 6 6

(d) Entry Into Business - - - - 7.5

(e) Legal System - - - - 5.0

(f) Avoidance of Neg. Interest Rates 8 8 10 10 10

II1. Takings 4.6 4.6 4.2 4.7 53

(a) Transfers and Subsidies (% of GDP) 8§ 22) 8 (26) 7 @6 6 (47 5 (59
(b) Marginal Tax Rates (Top Rate) 3 (60) 3 60) 3 (60) 5 (50) 7 (40)
(c) Conscription 0 0 0 0 0

IV. International Sector 4.8 6.0 54 7.3 7.3

(a) Taxes on International Trade (Avg.) 6 48 7 @36 7 (28 8 () 8 (2.0)
(b) Black Market Exchange Rates (Prem.) 6 (5 8 1 6 3) 10 0 10 ©)
(c) Size of Trade Sector (% of GDP) 5(413) 7 (53.1) 7 (483) 5 (45.3) 5 (433)
(d) Capital Transactions with Foreigners 2 2 2 5 5
Economic Freedom Rating 4.8 5.3 5.4 6.2 6.8
Ranking of Country 28 22 24 20 16
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TAIWAN

Part 2: Recent Economic Indicators:

Population 1996: Real Per Capita GDP 1996 = $15,059

(in millions) (in 1985 U.S. dollars)
Annual Rate of Change (1985-96): 1.1% Avg. Growth Rate:  1980-90 = 6.5%

1990-96 = 5.1%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP:Aggregate 7.8 8.2 54 7.6 6.8 6.3 7.0 4.9 5.6
: Per Capita 6.7 7.1 4.3 6.5 5.7 52 59 3.8 45
Inflation Rate (CPI) 1.3 44 4.1 3.6 4.5 29 3.4 3.0 2.0
Change in Money Supply: (M1) 244 6.1 -6.7 12.1 12.4 153 - - -
1 (M2)

Investment/GDP Ratio 23.7 234 231 233 249 252 - - -
Size of Trade Sector (% of GDP) 490 458 453 451 423 433 433 - -
Total Gov't Exp./GDP Ratio - - 271 - - 317 - - -
Central Government Budget

Deficit (-) or Surplus (+)

As a Percent of GDP +29 +36 +08 +05 +02 +0.6 - - -
Unemployment Rate 1.7 1.6 1.7 1.5 1.5 1.5 - - -

* The figures in this table are in percent form.

The Taiwanese economic freedom rating has con-
tinuously improved during the last two decades,
rising from 4.8 in 1975 to 5.4 in 1985 and 6.8 in
1995. Our index indicates that the economy of
Taiwan is the 16th freest in the world.
Improvements in the monetary and interna-
tional areas account for most of the gains. In the
1970s, money growth was rapid (15% or more
even after adjustment for the long-term growth of
real GDP) and inflation was a persistent problem.
This is no longer the case. During the last five
years, the inflation rate has remained within a nar-
row band between 2.0% and 4.5%. (Note the per-
fect 10 rating in the Money and Inflation area in
1995.) In the international area, lower tariffs,
elimination of exchange rate controls, and a relax-
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ation of various restrictions on capital movements
have led to a higher rating. Large government ex-
penditures, state-operated enterprises, and con-
scription are the major factors pulling down the
overall Taiwanese rating. As a share of the econ-
omy, government expenditures have risen from
23% in the mid-1980s to 32% in 1993. While the
current figure is not particularly high for a high
income economy, a status that Taiwan has now
achieved, the trend is troublesome.

Rapid economic growth has accompanied the
steady expansion in economic freedom. Since
1980, the per capita GDP of Taiwan has increased
at an annual rate of 6%. The Taiwanese economy
is now one of the fastest growing in the world.
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TANZANIA

Total Government Expenditures

Economic Freedom Rating As a Percent of GDP
8 100
80 -
60
40 324 330
3 26.6

1975 1980

1985
Year

1990

1995

1980

1975

1985
Year

1990

1994

Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1993-95.
(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995
I. Money and Inflation 1.6 1.6 29 1.0 4.3
(a) Annual Money Growth (last 5 yrs.) 1 (20.8) 1 (25.1) 5 (13.7) 1 (30.0) 1 (27.6)
(b) Inflation Variablity (last 5 yrs.) 4 (5.8) 4  (5.7) 4 (5.9) 2 (9.5 3 (7.9
(¢) Ownership of Foreign Currency 0 0 0 0 10
(d) Maint. of Bank Account Abroad 0 0 0 0 0
II. Government Operation 35 4.3 2.3 3.0 4.2
(a) Gov't Consump. (% of Total Consump.) 5 (18.9) 7 (14.5) 6 (16.6) 9 (11.8) 10 (7.9)
(b) Government Enterprises 2 2 0 0 0
(c) Price Controls - - - 0 4
(d) Entry Into Business - - - - 2.5
(e) Legal System - - - - 5.0
(f) Avoidance of Neg. Interest Rates - 4 0 4 4
111. Takings 53 10.0 24 23 6.2
(a) Transfers and Subsidies (% of GDP) 10 (0.1) 10  (0.0) 6 (5.2) - -
(b) Marginal Tax Rates (Top Rate) 0 (80) - 0 (95 3 (50) 8 (30)
(c) Conscription 10 10 0 0
IV. International Sector 23 1.4 1.2 2.7 5.5
(a) Taxes on International Trade (Avg.) 3 (7.3) 3 (07 4 (6.3) - -
(b) Black Market Exchange Rates (Prem.) 1 (203) 0 (229 0 (259) 1 (78) 8 (1)
(c) Size of Trade Sector (% of GDP) 7 (26.1) 3 (197 0 (10.5) 10 (38.0) 10 (40.4)
(d) Capital Transactions with Foreigners 0 0 0 0 0
Economic Freedom Rating 34 4.0 2.1 23 4.6
Ranking of Country 69 50 101 103 70
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TANZANIA

Part 2: Recent Economic Indicators:

Population 1996: 319 Real Per Capita GDP 1994= $663
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96):  3.4% Avg. Growth Rate:  1980-90 = 0.4%
1990-94 = 0.8%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP:Aggregate 4.1 4.0 4.5 5.7 35 4.2 3.0 - -
: Per Capita 0.7 0.8 1.1 23 0.1 0.8 -0.4 - -
Inflation Rate (CPI) 312 258 358 287 21.8 253 341 27.4 -
Change in Money Supply: (M1) 37.1 296 350 228 341 329 326 - -
1 (M2) 32.8 321 419  30.1 406 392 353 - -
Investment/GDP Ratio 28.7 30.7 40.8 29.5 32.7 322 30.7 - -
Size of Trade Sector (% of GDP) 315 349 38.0 332 395 346 404 - -
Total Gov't Exp./GDP Ratio - - 186 - - - 26.6 - -
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP -3.8 -2.5 -2.0 -5.1 -4.8 -8.1 -1.5 - -
Unemployment Rate

* The figures in this table are in percent form.

Despite recent improvements, the economic free-
dom rating of Tanzania is still one of the lowest in
the world. In 1985, Tanzania’s rating fell to 2.1.
Only six countries (Nicaragua, Somalia, Uganda,
Poland, Algeria, and Russia) had lower 1985 rat-
ings. Tanzania’s rating has risen significantly dur-
ing the 1990s and our index now places it 70th (out
of 115) in 1995.

The major factors contributing to the recent
gains are lower marginal tax rates, relaxation of
exchange rate controls, and a substantial increase
in the size of the trade sector. Tanzania’s astro-
nomical 95% top marginal tax rate of 1985 was
cut to 50% in 1990 and 30% in 1995. The black
market exchange rate premium is now virtually
eliminated in contrast with the 259% differential
of 1985 and 78% level of 1990.
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The exchange rate controls of the mid-1980s
virtually stifled the ability of Tanzanians to en-
gage in international trade. Thus, the growth of
the trade sector as the controls were relaxed is not
surprising. A highly unstable monetary policy (in
recent years money growth has generally ex-
ceeded 30% and the inflation rate 25%), legal re-
straints imposed on private sector business,
insecure property rights, inefficient state-oper-
ated enterprises, price controls, conscription, and
restrictions on capital mobility continue to plague
this extremely poor country. Major changes are
needed if this nation is going to throw off the
curse of both state oppression and poverty.



THAILAND

Total Government Expenditures

Economic Freedom Rating As a Percent of GDP
10 100
80
60
40 |

1975 1980 1985 1990 1995 1977 1980 1985 1990 1995
Year Year
Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)
Components of Economic Freedom 1975 1980 1985 1990 1995
1. Money and Inflation 25 33 5.7 6.4 9.7
(a) Annual Money Growth (last 5 yrs.) 6 (10.8) 3 (15.0) 10 (3.3) 5 (12.8) 9 (5.5)
(b) Inflation Variablity (last 5 yrs.) 2 (84) 7 (28 8 (29) 9 (1.7) 10 (0.9)
(c) Ownership of Foreign Currency 0 0 0 10 10
(d) Maint. of Bank Account Abroad 0 0 0 0 10
IL. Government Operation 7.0 6.0 6.5 59 55
(a) Gov't Consump. (% of Total Consump.) 8 (13.3) 7 (15.9) 5 (18.2) 7 (14.2) 7 (15.1)
(b) Government Enterprises 6 6 6 6 6
(c) Price Controls - - - 4 4
(d) Entry Into Business - - - - 5.0
(e) Legal System - - - - 2.5
(f) Avoidance of Neg. Interest Rates - 4 10 8 10
III. Takings 54 54 4.9 5.9 7.3
(a) Transfers and Subsidies (% of GDP) 10 (0.6) 10 (0.7) 10 (1.2) 10 (1.0) 10 (1.1)
(b) Marginal Tax Rates (Top Rate) 3 (60) 3 (60) 2 (65) 4 (55) 7 (37
(c) Conscription 0 0 0 0 0
IV. International Sector 4.5 4.5 4.5 6.7 7.8
(a) Taxes on International Trade (Avg.) 4 (7.0) 4 (6.9 4 (6.5 6 (54 7 (3.5
(b) Black Market Exchange Rates (Prem.) 7 @ 6 5) 6 3) 10 ()] 10 (0)
(c) Size of Trade Sector (% of GDP) 5 (20.7) 7 (27.2) 7 (24.6) 10 (37.8) 10 (45.0)
(d) Capital Transactions with Foreigners 2 2 2 2 5
Economic Freedom Rating 4.8 4.9 53 6.2 7.2
Ranking of Country 28 27 26 20 8
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THAILAND

Part 2: Recent Economic Indicators:

Population 1996: 61.0 Real Per Capita GDP 1995=  $6,801
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96): 1.4% Avg. Growth Rate: 1980-90 = 6.0%
1990-95 = 7.3%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP:Aggregate 133 12.2 10.6 8.4 7.9 8.2 8.5 8.6 -
: Per Capita 11.9 10.8 9.2 7.0 6.5 6.8 7.1 7.2 -
Inflation Rate (CPI) 38 5.4 6.0 5.7 4.1 3.4 5.1 6.5 4.3
Change in Money Supply: (M1) 12,2 17.7 11.9 13.8 12.3 18.6 17.0 12.1 -
:(M2) 182 262 267 19.8 15.6 18.4 12.9 17.0 -
Investment/GDP Ratio 32.6 35.1 41.1 42.2 39.6 39.9 40.1 - -
Size of Trade Sector (% of GDP) 337 362 378 389 386 394 409 45.0 -
Total Gov't Exp./GDP Ratio 17.6 16.4 16.1 16.5 17.2 18.2 18.8 18.1 -
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP 0.7 3.1 47 49 2.9 2.1 1.9 3.0 -
Unemployment Rate 2 4.6 3.6 22 35 3.6 -

* The figures in this table are in percent form.

2 Data for 1987-1990 are based on an average of a few months during each year.

During the last two decades, Thailand’s economic
freedom rating has risen from 4.8 in 1975t0 5.3 in
1985 and 7.2 in 1995. Our index indicates that the
Thai economy is now the 8th freest among the 115
countries of our study.

Thailand has improved in almost every area. Its
price level is now more stable—the inflation rate
has fluctuated within a narrow band around 5% in
the 1990s. Beginning in the late 1980s, Thais
were permitted to own foreign currency bank ac-
counts domestically and the maintenance of bank
accounts abroad was authorized in the early
1990s. These moves contributed to a jump in the
Money and Inflation area rating. Deregulation of
the credit market has integrated the domestic fi-
nancial markets with the global economy. The
negative real interest rates of the late 1970s are
now a thing of the past.

The top marginal tax rate was reduced from
65% in 1985 to 55% in 1990 and 37% in 1995.
Tariff rates have been reduced, the Thai baht is
now fully convertible and the size of the trade sec-
tor as a share of GDP has more than doubled
since the mid-1970s. Restrictions on the flow of
capital were also relaxed in the early 1990s. All of
these factors contributed to the growth of eco-
nomic freedom. The low—Iless than 20%—and
relatively steady level of government expendi-
tures as a share of GDP also suggest reliance on
markets and a high level of economic freedom.

The economy has responded. The annual
growth rate of per capita GDP has averaged 7.7%
during 1985-1994, up from 3.7% during 1970-
1985. The central government has generally run a
budget surplus in recent years and the unemploy-
ment rate is relatively low.
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TURKEY

Total Government Expenditures

Economic Freedom Rating As a Percent of GDP
ﬁ8 100
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20

1975 1980 1985 1990 1995 1975 1980 1985 1990 1996
Year Year
Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)
Components of Economic Freedom 1975 1980 1985 1990 1995
1. Money and Inflation 20 0.6 1.0 4.0 4.0
(a) Annual Money Growth (last 5 yrs.) 1 (26.0) 1 (443) 1 (35.0) 0 (51.3) 0 (61.7)
(b) Inflation Variablity (last 5 yrs.) 5 (44) 1 (31.4) 2 (84 1 (13.9) 1(19.2)
(c) Ownership of Foreign Currency 0 0 0 10 10
(d) Maint. of Bank Account Abroad 0 0 0 10 10
I1. Government Operation 4.7 43 6.8 54 4.5
(2) Govern. Consumption (% of Total Consump.) 7 (14.5) 7 (14.6) 9 (10.5) 8 (13.8) 7 (15.0)
(b) Government Enterprises 4 4 4 4 4
(¢) Price Controls - - - 6 5
(d) Entry Into Business - - - - 7.5
(e) Legal System - - - - 0.0
(f) Avoidance of Neg. Interest Rate 2 0 8 2 0
I11. Takings 25 2.0 2.5 4.7 3.9
(a) Transfers and Subsidies (% of GDP) 5 (6.0 5 (6.0 4 (104) 7 (3.9 5 (7.1
(b) Marginal Tax Rates (Top Rate) 1 (68) 0 (75 2 (63) 4  (50) 4 (55)
(c) Conscription 0 0 0 0 0
IV. International Sector 1.3 23 4.7 4.8 5.6
(a) Taxes on International Trade (Avg.) 0(144) 4 (63) 7 (3.0 7 (2.8) 9 (1.5)
(b) Black Market Exch. Rates (Prem.) 4 (11) 4 (16) 6 3) 7 2) 7 Q)
(c) Size of Trade Sector (% of GDP) 1 9.7 0 (10.3) 6 (22.2) 5 (21.0) 3 (16.8)
(d) Capital Transactions with Foreigners 0 0 0 0 2
Economic Freedom Rating 2.5 23 3.7 4.8 4.5
Ranking of Country 90 99 73 43 75
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TURKEY

Part 2: Recent Economic Indicators:

Population 1996: 62.1 Real Per Capita GDP 1996 = $5,870
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96): 2.0% Avg. Growth Rate: 1980-90= 2.9%
1990-96=  2.6%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 2.3 0.3 9.2 0.8 5.0 5.8 -3.0 6.8 7.4
: Per Capita 0.3 -1.7 7.2 -1.2 2.0 3.9 -5.0 5.7 5.7
Inflation Rate (CPI) 73.7 633 60.3 66.0 70.1 66.1 106.3 93.6 80.2
Change in Money Supply: (M1) 30.6 73.2 584 464 725 64.8 81.5 68.3 66.4
: (M2) 65.3 68.9 53.2 82.7 787 64.4 1453 103.6 100.0
Investment/GDP Ratio 258 242 246 224 232 26.1 21.3 24.6  23.5
Size of Trade Sector (% of GDP) 23.1 22.8 21.0 211 22.2 169  20.8 16.8 19.9
Total Gov't Exp./GDP Ratio 27.5 27.5 28.7 28.3 29.1 31.1 29.5 25.9 30.5
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP -3.8 -4.5 -4.2 -5.2 -4.3 -6.7 -3.9 -4.0 -8.9
Unemployment Rate 8.3 8.5 7.4 8.3 7.8 7.2 8.2 6.7 6.3

* The figures in this table are in percent form.

Turkey’s 1995 economic freedom rating placed it
75th among the 115 countries we rated. After in-
creasing substantially during 1975-1990, the Turk-
ish rating declined a bit during the last five years.

During the 1980s, Turkey took several significant
steps toward a freer economy. The key elements of
Turkey’s improvement during this period were:

* legalization of foreign currency bank ac-

counts;
reductions in tax rates—the top marginal rate
was cut from 75% in 1980 to 50% in 1990 (it
was subsequently increased to 55%);
lower tariffs—the average tax on interna-
tional trade fell from 14.4% in 1975 t0 2.8%
in 1990 and 1.5% in 1995;
relaxation of exchange rate controls—the
black market in this area has virtually dis-
appeared; and
a substantial increase in the size of the trade
sector.

189

Two major factors continue to limit the devel-
opment of this economy: monetary instability and
absence of rule of law. During the last five years,
the Turkish monetary authorities have expanded
the money supply at a 70% annual rate. Predict-
ably, the price level has increased by a similar
magnitude. The 1996 Turkish inflation rate (86%)
was one of the highest in the world. The legal
structure grants political officials a great deal of
discretionary regulatory authority. Not surpris-
ingly, this authority is often used in a discrimina-
tory manner, thereby reducing the security of
property rights. Moves toward deregulation and
greater transparency are badly needed in this area.
After making significant progress toward eco-
nomic freedom and experiencing healthy growth
(per capita GDP has increased at a 2.5% annual
rate since 1980), it would be tragic if policy fail-
ures in these two important areas prevented this
economy from achieving its full potential.
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UKRAINE

Total Government Expenditures

Economic Freedom Rating As a Percent of GDP
8
6 r
4k 3.4 No Data
2 -
0 N/R N/R N/R N/R
1975 1980 1985 1990 1995
Year

Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995

I. Money and Inflation 0.0 0.0 0.0 53 1.9

(a) Annual Money Growth (last 5 yrs.) - - - - 0 (690)
(b) Inflation Variablity (last 5 yrs.) - - - - 0:1682.7)
(c) Ownership of Foreign Currency 0 0 0 10 10

(d) Maint. of Bank Account Abroad 0 0 0 0 0

II. Government Operation 0.0 1.3 1.3 1.1 3.5

(a) Gov't Consump. (% of Total Consump.) - 2 (242) 2 (2500 3 (233) 8 (134
(b) Government Enterprises - - - - 0

(c) Price Controls - - - 0 2

(d) Entry Into Business - - - - 5.0

(e) Legal System - - - - 5.0

(f) Avoidance of Neg. Interest Rates - - - - 0

III. Takings 0.0 0.0 0.0 0.0 0.0

(a) Transfers and Subsidies (% of GDP) - - - - -
(b) Marginal Tax Rates (Top Rate) - - - - -

(c) Conscription - - - 0 0
IV. International Sector 0.0 0.0 0.0 0.0 54
(a) Taxes on International Trade (Avg.) - - - - -
(b) Black Market Exchange Rates (Prem.) 0 391) 0 (359 o0 (637) O (6100) 6 3)
(¢) Size of Trade Sector (% of GDP) - - - - 10 (37.0)
(d) Capital Transactions with Foreigners 0 0 0 0 2
Economic Freedom Rating 3.4
Ranking of Country 106
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UKRAINE

Part 2: Recent Economic Indicators:

Population 1996: 52.1 Real Per Capita GDP 1996= $2,350
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1980-96): -0.3% Avg. Growth Rate: 1980-90= -
1991-96= -14.0%
Economic Indicators:* 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate -140 -140 -142 -243 -11.8 -7.9
: Per Capita -13.7  -13.7 -139 -240 -115 -7.6
Inflation Rate (CPI) 91.2 1210.0 47349 891.2 376.7 -
Change in Money Supply: (M1) - - 1551.0 4436 1515 -
1 (M2) - - 1808.0 567.8 114.8 .
Investment/GDP Ratio - 345 36.3 353 - -
Size of Trade Sector (% of GDP) 30,6 231 26.0 37.0 - -
Total Gov't Exp./GDP Ratio
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP - - - -10.5 -7.9 -6.2
Unemployment Rate - - 0.8 0.9 1.0 1.5

* The figures in this table are in percent form.

Ukraine’s 3.4 rating placed it 106th among the
115 countries of our study. Among the former so-
cialist countries, only Russia, Albania, Romania,
and Croatia have similar ratings.

Clearly this is a troubled economy that has ex-
perienced very little constructive reform. There
has been little privatization and the privatization
that has occurred has been handled poorly. Large
budget deficits financed with money creation
continue to fuel inflation, which continues at tri-
ple-digit rates. Legal operation of a private busi-
ness still involves a regulatory maze. The legal
structure is highly discretionary and therefore a
fertile ground for corruption.
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The result is economic collapse. The region
that was once referred to as “the bread basket of
Europe” has experienced 7 straight years of de-
clining income. Per capita GDP is now less than
half the figure of 1990. This is a country that has
potential. The labor force is reasonably well edu-
cated and the people have a reputation for both
creativity and survival during difficult times.
Without liberal economic reform on a major
scale, however, the situation is unlikely to im-
prove. Hopefully, the current disastrous economic
situation will create an environment where mean-
ingful reform can take place.
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UNITED KINGDOM

Economic Freedom Rating

Total Government Expenditures
As a Percent of GDP
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10
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1980 1985

Year

1990

80
60 |
40

2

1995

46.3 451

1975 1980

46.0 45.3

42.3

1985
Year

1990 1995

Part 1: The Economic Freedom Ratings for the Components and Various Area and

Summary Indexes:

1975, 1980, 1985, 1990 and 1995.

(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995

I. Money and Inflation 2.8 4.2 7.8 7.0 9.4

(a) Annual Money Growth (last 5 yrs.) 6(122) 6 (119 5 (12.5) 1 (28.9) 9 (54)
(b) Inflation Variability (last 5 yrs.) 3 749 7 (26) 8 25 9 1.4) 9 (1.6)
(c) Ownership of Foreign Currency 0 0 10 10 10

(d) Maint. of Bank Account Abroad 0 0 10 10 10

II. Government Operation 2.8 28 53 6.1 7.3

(a) Gov't Consump. (% of Total Consump.) 1 (27.0) 1 (26.7) 2 (259) 2 (24.6) 2 (25.0)
(b) Government Enterprises 4 4 6 6 6

(c) Price Controls - - - 8 9

(d) Entry Into Business - - - - 10.0

(e) Legal System - - - - 7.5

(f) Avoidance of Neg. Interest Rates 4 4 10 10 10

IIL. Takings 58 21 3.1 4.9 4.5

(a) Transfers and Subsidies (% of GDP) 3150 2 (158 2 (179 3 (149 2 (17.7)
(b) Marginal Tax Rates (% of Top Rate) 7 @) 0 83 2 60) 5 (40) 5 (40)
(c) Conscription 10 10 10 10 10

IV. International Sector 7.4 9.2 9.5 9.2 9.2

(a) Taxes on International Trade (Avg.) 10 (0.0) 10 (0.0) 10 (0.0) 10 0.0) 10 (0.0)
(b) Black Market Exchange Rates (Prem.) 10 (0) 10 © 10 © 10 © 10 (0
(c) Size of Trade Sector (% of GDP) 71268 S5 (262) 7 (283) 5 (25.7) 5 (28.6)
(d) Capital Transactions with Foreigners 2 10 10 10 10
Economic Freedom Rating 5.1 4.6 6.2 6.7 7.3
Ranking of Country 22 34 12 9 7
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UNITED KINGDOM

Part 2: Recent Economic Indicators:

Population 1996: 58.8 Real Per Capita GDP 1996 = $19,917
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96):  0.3% Avg. Growth Rate: 1980-90= 2.4%
1990-96= 1.1%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 5.0 22 0.4 -2.0 -0.5 2.3 3.8 2.4 3.4
: Per Capita 47 1.9 0.1 -2.3 -0.8 2.0 3.5 2.1 3.1
Inflation Rate (CPI) 4.9 7.8 9.5 5.9 3.7 1.6 2.5 3.4 2.5
Change in Money Supply: (M1) 10.7 14.4 10.1 6.6 4.3 9.9 0.8 16.7 7.0
1 (M2) 18.3 21.6 10.6 0.5 6.9 4.8 5.8 12.9 9.6
Investment/GDP Ratio 20.3 21.0 19.2 16.1 154 15.0 154 15.6 -
Size of Trade Sector (% of GDP) 248 258 257 24.2 24.5 260 268 28.6 -
Total Gov't Exp./GDP Ratio 41.0 40.7 42.3 428 452 456 450 45.3 435 P
Central Government Budget
Deficit () or Surplus (+)
As a Percent of GDP +1.6 +1.5 +0.7 -1.0 -5.0 -6.9 -5.6 -4.8 -
Unemployment Rate 8.6 73 6.9 88 100 105 9.6 8.8 6.7°%

* The figures in this table are in percent form.
a December, 1996.
P Preliminary.

Our analysis indicates that the United Kingdom is
one of the freest economies in the world, and both
its rating and ranking have been improving.
Among the 115 countries in our study, the UK
ranked 7th in 1995, up from 34th in 1980. The
major factors underlying this improvement were
greater monetary and price stability, removal of
restrictions limiting the use of foreign currencies,
privatization, and the sharp reduction in marginal
tax rates (the top rate was sliced from 83% in
1980 to 60% in 1985 and 40% later in the decade).

During the last two decades total government
expenditures have been increasing as a share of
GDP in most of the high-income industrial econ-
omies of Western Europe. This has not been true
in the UK. In fact, the size of government fell as a
share of GDP during the 1980s, before rising a bit
during the 1990s. Growth of the transfer sector
has provided the engine for government growth in
most European countries. This has been less true
in the UK. In fact, transfers and subsidies as a
share of GDP have changed little since 1985. As
a share of the economy, the transfer sector is now
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significantly lower than that of the other large Eu-
ropean economies. Interestingly, the British un-
employment rate has also been lower than that of
its neighbors.

Even though the British economy was hard hit
by the 1990-1992 recession, growth since 1980
has been impressive. Between 1980 and 1996, the
annual growth of per capita GDP averaged 2.0%,
compared to, for example, 1.9% for Germany and
1.4% for France. Both these economies had grown
more rapidly than the UK between 1960 and 1980.
The UK economy still confronts serious problems.
Its government consumption and transfer sectors
are large. Employment regulations and a complex
web of social benefits reduce worker mobility and
labor market flexibility. A still significant “pub-
lic” housing sector, rent/tenure controls in the
small private rental sector and taxes on buying
your own home all contribute to low labor mobil-
ity. The extent to which the size and regulatory
powers of government can be reduced and labor
market flexibility increased will determine the fu-
ture direction of the British economy.
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UNITED STATES

Economic Freedom Rating

1975 1980 1985 1990
Year

1885

Total Government Expenditures
As a Percent of GDP
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Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components).

Components of Economic Freedom 1975 1980 1985 1990 1995

1. Money and Inflation 9.0 9.4 84 10.0 10.0

(a) Annual Money Growth (last 5 yrs.) 9 (57 9 (6.8 7 (84 10 (4.5) 10 (3.2)
(b) Inflation Variablity (last 5 yrs.) 8 (@) 9 (13) 8§ (24 10 (0.7) 10 (1.0)
(c) Ownership of Foreign Currency 10 10 10 10 10

(d) Maint. of Bank Account Abroad 10 10 10 10 10

I1. Government Operation 6.1 6.9 6.9 7.2 8.2

(a) Gov't Consump. (% of Total Consump.) 3 (22.6) 4 (21.3) 4 (211 4 (20.3) 5 (18.8)
(b) Government Enterprises 8 8 8 8 8

(c) Price Controls - - - 8 9

(d) Entry Into Business - - - - 10.0

(e) Legal System - - - - 7.5

(f) Avoidance of Neg. Interest Rates 8 10 10 10 10

III. Takings 29 29 44 5.8 5.8

(a) Transfers and Subsidies (% of GDP) 4 (11.1) 4 (10.9) 3 (12.5) 3 (127 3 (139
{(b) Marginal Tax Rates (Top Rate) 0 (70-75) 0 (70-75) 4 (50-59) 7 (33-42) 7 (40-47)
(c) Conscription 10 10 10 10 10

1V. International Sector 8.1 8.6 8.1 8.6 8.6

(a) Taxes on International Trade (Avg.) 8 (1.5 9 (1.1) 8 (1.9 9 (L% 9 (12
(b) Black Market Exchange Rates (Prem.) 10 (1)) 10 0) 10 ©) 10 ) 10 ©0)
(c) Size of Trade Sector (% of GDP) 2 (82 3 (10.6) 2 (89 3 (10.7) 3 (118)
(d) Capital Transactions with Foreigners 10 10 10 10 10
Economic Freedom Rating 6.1 6.5 6.7 7.6 7.9
Ranking of Country 11 6 6 3 4
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UNITED STATES

Part 2: Recent Economic Indicators:

Population 1996: 265.4 Real Per Capita GDP 1996 = $27,178

(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96):  1.0% Avg. Growth Rate: 1980-90= 1.7%

1990-96= 1.0%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 3.9 2.5 0.8 -1.2 3.3 3.1 4.1 2.0 2.2
: Per Capita 29 1.5 -0.2 -2.2 23 2.1 3.1 1.0 1.2
Inflation Rate (CPI) 4.0 4.8 5.4 4.2 3.0 3.0 2.6 2.8 33
Change in Money Supply: (M1) 4.8 1.0 5.0 8.6 11.7 9.7 0.1 -0.9 -4.3
1 (M2) 6.3 5.8 4.9 3.3 1.7 1.5 0.1 5.5 4.6

Investment/GDP Ratio 18.4 18.2 16.9 15.3 15.6 16.6 17.1 17.7 -
Size of Trade Sector (% of GDP) 10.2 10.5 10.7 10.7 10.9 10.5 11.1 11.8 -
Total Gov't Exp./GDP Ratio 357 357 366 38.0 381 373 36.4 367 368°
Central Government Budget

Deficit (-) or Surplus (+)

As a Percent of GDP -3.2 -2.8 -4.0 -4.8 -4.9 -4.1 -3.3 =22 -1.6
Unemployment Rate 5.5 5.3 5.5 6.7 7.4 6.9 6.1 5.6 54

* The figures in this table are in percent form.

P Preliminary.

Other than Hong Kong and Switzerland, no econ-
omy has achieved more persistently high ratings
throughout the last two decades than the United
States. The U.S. has ranked in the top six since
1980. Its 7.9 rating in 1995 placed it 4th, behind
only Hong Kong, Singapore, and New Zealand.

The U.S. received below average ratings for
only two components: size of the transfer sector
and international trade as a share of GDP. In-
creased price stability (the inflation rate has gen-
erally been between 2% and 4% for more than a
decade) and a reduction in the top marginal tax
rate (the combined federal and state top rate was
reduced from over 70% in 1980 to the 40% range)
were the primary factors contributing to the in-
crease in the U.S. rating during the 1980s.

The size of government of the U.S. is generally
smaller than that of other high income industrial
countries. Total government expenditures summed
to 36.7% of GDP in 1995, compared to 48% in
Canada, 54% in France, 51% for Germany, and
52% for Italy. Except for Japan, no other big indus-
trial economy has a level of government expendi-
tures similar to that of the United States.

Even though our index does not currently do a
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good job of measuring differences in this area, it
is widely believed that the labor market of the
U.S. is more flexible than that of its European
counterparts. This factor, along with the smaller
size of government—particularly the transfer sec-
tor—help explain why the unemployment rate of
the U.S. has persistently been lower than the rates
of the European industrial economies.

The U.S. economy is neither problem free nor a
bastion of economic liberalism. Most (approxi-
mately 90%) elementary and secondary students
attend government-operated schools. While dis-
satisfaction with the poor performance of these
schools is widespread, thus far the teachers’
unions have managed to stifle competition, paren-
tal choice and meaningful reform. The U.S. has
the highest number of lawyers per capita of any
nation in the world. Perhaps because of this, the
legal system—particularly liability law—has in-
creasingly become a tool for the redistribution of
income. The social security system is headed for
trouble as the large baby-boom generation moves
into the retirement phase of life beginning in 2010.

(Continued on page 203.)
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VENEZUELA

Total Government Expenditures

Economic Freedom Rating As a Percent of GDP
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60 | 55.1
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Part 1: The Economic Freedom Ratings for the Components and Various Area and

40
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Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995

1. Money and Inflation 4.3 5.5 6.2 4.6 0.6

(a) Annual Money Growth (last 5 yrs.) 1 (30.0) 3 (16.2) 4 (14.0) 2 (19.4) 1 (43.1)
(b) Inflation Variablity (last 5 yrs.) 1 (15.0) 3 (74) 4 (5.2) 1 (304) 1 (15.6)
(c) Ownership of Foreign Currency 10 10 10 10 0

(d) Maint. of Bank Account Abroad 10 10 10 10 0

I1. Government Operation 5.5 5.0 5.2 4.2 3.6

(a) Gov't Consump. (% of Total Consump.) 5 (19.0) 6 (17.7) 7 (14.5) 9 (11.9) 10 (7.8)
(b) Government Enterprises 6 4 4 2 2

(c) Price Controls - - - 4 0

(d) Entry Into Business - - - - 7.5

(e) Legal System - - - - 0.0

(f) Avoidance of Neg. Interest Rates - - 4 0 0

III. Takings 7.8 6.8 6.0 5.2 5.6

(a) Transfers and Subsidies (% of GDP) 8 (2.3) 9 (2.0 7 (4.5) 5 (5.8) 6 (5.1
(b) Marginal Tax Rates (Top Rate) 10 (20) 7 (45) 7 (45) 7 (45) 7  (34)
(¢) Conscription 0 0 0 0 0

IV. International Sector 7.6 7.8 3.1 7.6 4.6

(a) Taxes on International Trade (Avg.) 6 (3.7 7 (3.0) 1 (9.1 8 (22 7 @7
(b) Black Market Exchange Rates (Prem.) 10 (0) 10 (0) 3 (25 10 (0) 2 42
(c) Size of Trade Sector (% of GDP) 6 (25.4) 5 (25.3) 4 (20.4) 7 (29.8) 4 (22.9)
(d) Capital Transactions with Foreigners 8 8 5 5 5
Economic Freedom Rating 6.7 6.6 5.1 5.5 39
Ranking of Country 5 6 28 31 92
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VENEZUELA

Part 2: Recent Economic Indicators:

Population 1996: 21.9 Real Per Capita GDP 1995= $9,178
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96): 2.2% Avg. Growth Rate: 1980-90= -1.7%
1990-95=  1.5%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP: Aggregate 6.2 -7.8 6.9 9.7 6.1 0.3 -2.8 22 -
: Per Capita 40 -10.0 47 7.5 3.9 -1.9 -5.0 0.0 -
Inflation Rate (CPI) 29.5 845 407 342 314 381 60.8 599 1032
Change in Money Supply: (M1) 227 222 546 513 4.6 -7.1 1417 38.1 -
1 (M2) 184 48.0 690 476 14.5 176 707  36.7 -
Investment/GDP Ratio 27.9 12.9 10.2 187 237 18.8 13.2 15.9 -
Size of Trade Sector (% of GDP) 240 276 298 286 272 270  26.1 229 -
Total Gov't Exp./GDP Ratio 309 359 304 435 378 308 285 - -
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP -1.7 -1.6 +1.1 +44 32 -3.0 -4.1 - -
Unemployment Rate 7.3 9.2 10.4 9.5 7.8 6.6 8.7 - -

* The figures in this table are in percent form.

In 1975, Venezuela’s 6.7 summary rating placed
it as the 5th freest economy in the world. Since
that time, its economic freedom rating has persis-
tently declined. By 1995 Venezuela’s rating had
fallen to 3.9, 2.8 units below the 1975 level. Its
ranking followed a similar path, falling from 5th
in 1975 to 28th in 1985 and 92nd in 1995. No
other country has experienced as sharp a decline
in economic freedom during the last two decades.

Why did Venezuela’s rating decline? The ma-
jor contributing factors were: monetary and price
instability, removal in the early 1990s of the free-
dom to maintain foreign currency bank accounts,
and increased use of price controls. Low ratings
for the widespread use of public sector enter-
prises, a weak and often arbitrary legal system, in-
terest rate controls, and conscription also pull
down the summary rating. As economic freedom
fell, so too, did economic performance. Real GDP
per capita declined during 1993-1995. The 1995
per capita real GDP was nearly 15% below the
1980 figure.

Prodded by the economic decline and a triple-
digit rate of inflation, President Caldera finally
took action in April 1996. Exchange rate and inter-
est rate controls were lifted. Price controls, includ-
ing those imposed on gasoline, were liberalized
but they were not eliminated. Taxes were raised
and plans were laid to reduce the size of the large
budget deficits. While some aspects of this pro-
gram are consistent with economic liberty, others
are likely to enlarge the size of government and in-
crease the fiscal burden imposed on the private
sector. Clearly, the plan does not represent a sys-
tematic strategy to liberalize the economy.

If this resource-rich economy is going to reach
its potential, deregulation is needed in numerous
areas and the legal system needs to be made less
arbitrary and more transparent. The monetary sys-
tem needs to be de-politicized and the monetary
authorities assigned a low inflation rate target and
held accountable for its attainment. Venezuela
needs to follow the lead of neighboring Chile and
move systematically toward a freer economy.

197

www fraserinstitute.org



ZAIRE

Economic Freedom Rating
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Part 1: The Economic Freedom Ratings for the Components and Various Area and

Summary Indexes: 1975, 1980, 1985, 1990 and 1995.
(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995

I. Money and Inflation 23 0.6 0.3 0.3 0.0

(a) Annual Money Growth (last 5 yrs.) 2 (19.5) 1 (42.1) 0 (52.7) 0 (100.) 0 (2955.0)
(b) Inflation Variablity (last 5 yrs.) 5 (4.0 1 (25.8) 1(25.1) 1(28.0) 0 (8703.2)
(¢) Ownership of Foreign Currency 0 0 0 0 0

(d) Maint. of Bank Account Abroad 0 0 0 0 0

II. Government Operation 4.9 5.9 4.7 33 23

(a) Gov't Consump. (% of Total Consump.) 8 (13.3) 10 (9.3) 10 (9.0) 8 (13.9) 6 (16.2)
(b) Government Enterprises 2 2 2 2 2

(c) Price Controls - - - 2 2

(d) Entry Into Business - - - - 2.5

(e) Legal System - - - - 0.0

(f) Avoidance of Neg. Interest Rates - - - 0 0

II1. Takings 6.3 5.8 3.0 5.8 58

(a) Transfers and Subsidies (% of GDP) 10 (1.0) 10 (0.6) - 10 (0.8) 10 0.2)
(b) Marginal Tax Rates (Top Rate) 2 (60) 1 (60) 1 (60) 1 (60) 1 (60)
(c) Conscription 10 10 10 10 10

IV. International Sector 1.1 1.6 4.3 3.6 3.8

(a) Taxes on International Trade (Avg.) 0 (19.0) 1 (10.3) 2 (8.4) 1 (9.1) 5 6.1)
(b) Black Market Exchange Rates (Prem.) 1 (120) 1 (131) 6 (6) 4 (20) 6 €Y
(c) Size of Trade Sector (% of GDP) 2 (12.5) 3 (164) 9 (26.6) 10 (31.3) 1 (10.2)
(d) Capital Transactions with Foreigners 2 2 2 2 2
Economic Freedom Rating 3.8 3.6 33 3.6 33

Ranking of Country 59 67 80 84 108
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ZAIRE

Part 2: Recent Economic Indicators:

Population 1994: 45.3 Real Per Capita GDP: 2 1992 = $425
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-94):  3.6% Avg. Growth Rate: 1980-90= -1.7%
1990-92 = -12.0%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP:Aggregate 0.6 -1.4 -25 -123 -10.5 - - - -
: Per Capita -3.0 -5.0 6.1 -159 -14.1 - - - -
Inflation Rate (CPI) 82.7 104.1 81.3 21544 41292 19869 23773.1 541.9 -
Change in Money Supply: (M1) 90.8 119.2 754 1758 23867 41145 2460.6 5635.4 -
:(M2) 1312 674 1954 2388.6 37945 2853.1 6968.9 - -
Investment/GDP Ratio 14.4 14.3 9.1 5.6 6.9 23 - - -
Size of Trade Sector (% of GDP) 275 282 313 221 20.3 10.2 - - -
Total Gov't Exp./GDP Ratio 20.1 13.6 188 205 17.3 17.9 - - -
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP - =80 - =65 -144 -12.1 - - -
Unemployment Rate

* The figures in this table are in percent form.

3 Derived by purchasing power parity method.

In 1995, this country ranked 108th among the 115
countries in our study. It is easy to see why it re-
ceived such a low rating. Economic freedom is re-
stricted in almost every area. Monetary expansion
of more than 1,000% per year during the 1990s
has led to hyperinflation. Citizens are prohibited
from using other currencies. The legal structure is
arbitrary (it is under the control of an authoritar-
ian political regime) and corrupt. Restrictions
abound. Interest and exchange rate controls, re-
strictions on entry into business, political control
of capital movements, and high marginal tax rates
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(the top rate is currently 60%) are all part of this
economic tragedy. More recently, political tur-
moil fueled by economic restrictions and hardship
has turned to civil unrest.

The results were predictable. Already one of
the world’s poorest nations, income has persis-
tently declined during the last two decades. Per
capita GDP is now approximately one-half the
figure of the mid-1970s. Until there is a dramatic
change in political and economic structure, the
suffering will continue.
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ZIMBABWE

Economic Freedom Rating
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Part 1: The Economic Freedom Ratings for the Components and Various Area and
Summary Indexes: 1975, 1980, 1985, 1990 and 1995.

(The numbers in parentheses indicate the actual values for the components.)

Components of Economic Freedom 1975 1980 1985 1990 1995

I. Money and Inflation 34 4.2 3.7 1.9 1.3

(a) Annual Money Growth (last 5 yrs.) - 6 (11.5) 8 (74 2 (18.0) 1 (33.6)
(b) Inflation Variablity (last 5 yrs.) 7 27) 7 27) 4 (5.5) 4 (5.7) 3 7))
(c) Ownership of Foreign Currency 0 0 0 0 0

(d) Maint. of Bank Account Abroad 0 0 0 0 0

II. Government Operation 5.0 4.0 3.7 3.2 4.2

(a) Gov't Consump. (% of Total Consump.) 6 (17.1) 3(23.4) 1(27.2) 1(28.3) 3 (229
(b) Government Enterprises 4 4 4 4 4

(c) Price Controls - - - 2 4

(d) Entry Into Business - - - - 5.0

(e) Legal System - - - - 2.5

(f) Avoidance of Negative Interest Rates - 6 8 8 8

II1. Takings 35 1.6 0.8 3.1

(a) Transfers and Subsidies (% of GDP) - 4 (11.4) 4 (10.0) - -

(b) Marginal Tax Rates (Top Rate) - 4 (45) 0 (63) 1 (60) 4 (45)
(c) Conscription - 0 0 0 0

IV. International Sector 5.8 4.3 2.8 3.1 4.6

(a) Taxes on International Trade (Avg.) 8 (2.1 8 (1.7) 2 (8.0) 1 (9.2) 2 (8.1)
(b) Black Market Exchange Rates (Prem) 2 (549 1 (84) 2 (42) 4 (15) 8 1
(c) Size of Trade Sector (% of GDP) 8 (30.1) 7 (31.8) 7 (28.2) 7 (29.5) 8 (34.8)
(d) Capital Transactions with Foreigners - 2 2 2 2
Economic Freedom Rating 4.1 28 24 3.6
Ranking of Country 48 91 101 101

200

www fraserinstitute.org



ZIMBABWE

Part 2: Recent Economic Indicators:

Population 1996: 11.9 Real Per Capita GDP 1993= $1,626
(in millions) (in 1995 U.S. dollars)
Annual Rate of Change (1985-96):  3.2% Avg. Growth Rate:  1980-90= 0.7%
1990-92= -5.5%
Economic Indicators:* 1988 1989 1990 1991 1992 1993 1994 1995 1996
Change in Real GDP:Aggregate 8.8 11.6 -0.5 -2.8 - - - - -
: Per Capita 5.5 8.4 -3.7 -6.0 -6.9 - - - -
Inflation Rate (CPI) 7.4 12.9 174 233 421 276 223 22.6 -
Change in Money Supply: (M1) 28.5 195 276 23.0 58 949 182 524 -
1 (M2) 20.8 243 15.1 1.4 126 713 351 25.5 -
Investment/GDP Ratio 21.8 189 255 - - - - - -
Size of Trade Sector (%o0f GDP) 274 299 295 336 374 348 - - -
Total Gov't Exp./GDP Ratio 422  41.1 41.4 - - - - - -
Central Government Budget
Deficit (-) or Surplus (+)
As a Percent of GDP -11.1 ~ -10.0 9.2 -8.0 - - - - -
Unemployment Rate - - - - - - -

* The figures in this table are in percent form.

This country has consistently followed policies
that conflict with economic freedom. Even
through its 1995 summary ratings increased by
approximately a point, Zimbabwe still ranked
97th among the 115 nations we were able to rate.
Excessive monetary expansion (the M1 money
supply has increased at an annual rate of more
than 30% in recent years) has fueled inflation.
Use of foreign currencies is restricted. Govern-
ment enterprises operate in many sectors of the
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economy. The legal system is authoritarian and
provides little protection for the property rights of
either blacks or the few whites who remain. Price
controls, foreign exchange controls, and restric-
tions on capital movements are also part of this
economic tragedy.

Per capita GDP has declined during the last de-
cade and there is no hope for improvement until
there is a dramatic shift in policies and institu-
tional arrangements.
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(China: continued from page 75.)

Even though our index still gives China a zero
rating for the state enterprise component, the size
of the state enterprise sector has been shrinking
(and the market sector growing). The contribution
of private enterprises to China’s gross industrial
output increased from 3% in 1985 to 29.4% in
1995. During the same time period, output of col-
lective enterprises rose from 32.1% to 36.6%,
while the output of state-owned enterprises fell
from 64.9% to 34%. In domestic wholesale and
retail trade sectors, private enterprises now pro-
vide employment for 22.5 million workers, more
than half of the total employment in these sectors.

The emergence of a share-holding system of
business organization and the establishment of
stock exchanges in Shanghai and Shenzhen have
launched property rights reforms in China. State-
owned enterprises are required to assign equity
shares to the leading government units. Enter-
prises will set up their own accounts and be re-
sponsible for their own profit and loss. During
1991-1995, China issued 311 stocks denominated
and traded in remenbi (A-shares), 70 stocks de-
nominated in remenbi but traded in foreign cur-
rencies (B-shares) and 22 H-shares (listed on
Hong Kong Stock Exchange) with capitalization
up to 12 billion U.S. dollars, or 5% of the total
fixed assets in China.

The separation of enterprise management and
financial accounts from the administration of gov-
ernment has drastically reduced the relative size of
general public expenditures. Including the ex-
trabudgetary accounts—the activities conducted
outside of the budget after the adoption of the con-
tracting system—general government expendi-
tures have fallen from more than 35% of GDP in
the mid-1980s to 11.5% in 1995.

As the Chinese economy became more open,
the trade sector has grown and foreign investment
has risen. As a share of GDP, the size of the trade
sector rose from 6.5% in 1980 to 20.9% in 1995.
(Note the rating improvement in this area.) For-
eign investment is now a central element of Chi-
nese development. Attracted by both lower labor
cost and land prices, much of the manufacturing
sector of Hong Kong has moved to the Pear] River
Delta. Figures indicate that foreign-owned enter-
prises now employ about 6 million workers in in-
dustrial processing for export trade in the Delta.
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Foreign investment now accounts for 20.5% of the
total. Given China’s size, both international trade
and foreign investment are extremely large as a
share of the economy.

China is shifting away from granting preferen-
tial treatment to identified areas and toward the
national treatment principle. The discriminatory
policy has largely been replaced with nation-wide
implementation of policies that reduced govern-
ment intervention and provided for general tax re-
ductions. The recent reduction in the top marginal
income tax rate to 33%, down from 45% in 1995,
is illustrative of this point.

Foreign investors can be the sole owners of a
business in China. They are welcome to invest in
industry, services, commerce, banking (in certain
areas), infrastructure, resources and mineral ex-
ploration, for example. China has successfully
unified the official and market exchange rates.
Free convertibility for current account purposes is
now present and both individuals and businesses
are allowed to maintain foreign currency bank ac-
counts domestically.

As our index indicates, China has a long way to
go before it qualifies as a free economy. Progress
has been made, however. (Note the increase in
China’s rating from 2.3 in 1980 to 4.3 in 1995.)
Nonetheless, continued movement toward eco-
nomic freedom is vitally important if the Chinese
economy is going to maintain its growth rate and
achieve a significantly higher level of per capita
GDP in the future.

In 1984, China launched an urban reform plan.
It caused problems with inflation and corruption,
and led to social discontent and chaos in several
cities. The reform program was started with the
release of price controls, without building an in-
frastructure for the support of a market system. In
the mid-1980s, collective-owned township and
village enterprises (TVEs) emerged as major con-
tributors to Chinese business activities. The TVEs
are market-oriented in their operation and man-
agement. They are generally more efficient than
state-owned enterprises.Due to government regu-
lation and control, private enterprises are mainly
involved in small businesses in the trading, trans-
port, and service sectors. Hotels and luxurious
restaurants are also sometimes privately owned
and operated.

www fraserinstitute.org



(The report on China was prepared primarily
by Priscilla P. K. Lau, Associate Head of the De-
partment of Business Studies of Hong Kong Poly-

technic University, and Dr. Sung Yun-wing, Head
of the Department of Economics, The Chinese
University of Hong Kong.)

(Israel: continued from page 123).

Without these remittances and other monies such
as loan guarantees, Israel would be running huge
deficits. Most of these transfers end up in the hands
of the government. Rather than a systematic move
toward economic freedom, the recent reductions in
the government spending/GDP ratio are designed
to shore up and continue an aid-based economy
dominated by government. As long as the aid,
grants, and guaranteed loans are forthcoming, real

reform and a permanent reduction in the size of
government are unlikely to occur. Rather than aid,
this economy needs liberalization—more mone-
tary stability, deregulation of its financial and cap-
ital markets, and privatization of state enterprises.
The entrepreneurial spirit and market success of
the Jewish people are renown around the world. If
released, these forces will also lead to prosperity
and growth in the Jewish homeland.

(Russia: continued from page 163.)

socialist economy make it difficult to do business
without breaking some law. Thus, entrepreneurs
constantly confront the threat of harassment from
both legitimate government officials and others
merely seeking bribes. This increases the risks of
engaging in business and reduces the competi-
tiveness of the economy.

Russia has made some progress. There is now
some hope for monetary and price stability. If the
legal structure can be improved, perhaps the eco-
nomic nightmare of both the prior regime and the
transition will soon be over.

(United States. continued from page 195.)

Seeking to attract business, local governments of-
ten provide various tax concessions and indirect
subsidies that distort the operation of markets.
Despite its deficiencies, the U.S. has been one
of the two or three most persistently free econo-
mies in the world. Persistent economic freedom
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over a prolonged time period can be expected to
lead to high per capita income. Along with Hong
Kong, another persistently free economy, the per
capita income of Americans ($27,178 in 1996) is
the highest in the world. Economic freedom leads
to progress.
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Table A1-1: Component and Summary Index Ratings: 1990

Summary

] Il [1]] v Rating
INDUSTRIAL A B C D A B C F A B C A B C D
COUNTRIES
United States 10 10 10 10 4 8 8 10 3 7 10 9 10 3 10 7.6
Canada 9 10 10 10 2 6 8 10 3 5 10 9 10 8 8 7.4
Australia 5 9 10 10 4 6 6 10 4 3 10 7 10 5 8 6.3
Japan 10 10 10 10 8 8 6 10 4 2 10 9 10 1 8 6.9
New Zealand 1 4 10 10 4 6 9 10 0 7 10 8 10 4 10 6.3
Austria 9 10 10 10 2 2 5 10 1 4 0 9 10 8 5 5.5
Belgium 10 10 10 10 5 6 2 10 0 2 0 10 10 10 10 5.9
Denmark 7 10 10 10 0 4 6 10 1 0 o0 10 10 3 5 4.8
Finland 7 10 10 10 1 6 6 10 2 0 0 9 10 2 2 4.8
France 10 10 10 10 3 4 6 8 0 3 0 0 10 65 5 5.5
Germany 7 10 10 10 2 6 9 10 2 3 0 10 10 8 10 6.4
Iceland 1 6 10 10 2 4 6 6 4 5 10 6 6 2 2 4.9
Ireland 9 7 0 0 4 4 7 10 1 1 10 7 8 8 5 4.8
Italy 8 10 10 10 4 2 5 10 0o 1 0 10 10 4 5 5.0
Netherlands 9 10 10 10 5 6 7 10 0 0 0 10 10 9 8 5.8
Norway 2 6 10 10 1 2 5 10 0 3 0 10 10 6 8 4.8
Spain 3 9 0 O 5 4 6 10 2 3 0 9 7 3 8 4.7
Sweden 8 9 10 O 0 4 6 10 0 0 O 9 10 4 10 4.7
Switzerland 10 10 10 10 5 8 7 10 2 8 O 8 10 6 10 7.3
United Kingdom 1 g 10 10 2 6 8 10 3 5 10 10 10 5 10 6.7
CENTRAL/SOUTH AMERICA
Argentina 0 0 10 10 7 8 0 O 5 7 0 1 10 0 O 4.3
Bahamas 9 10 O 7 2 4 10 10 10 10 1 4 2 2 6.1
Barbados 2 3 0 0 3 4 6 10 10 4 10 7 4 1 2 48
Belize 7 7 0 O 5 8 0 10 10 4 10 1 3 4 5 5.1
Bolivia 1 0 10 10 7 4 6 8 8 10 0 8 6 5 2 6.1
Brazil 0 0 0 0 5 2 0 0 4 9 0 6 4 0 O 3.0
Chile 1 6 10 10 8 6 8 8 5 3 0 6 10 7 2 5.6
Colombia 1 8 0 O 8 4 6 8 7 8 0 3 4 3 0 4.8
Costa Rica 5 6 10 10 3 8 6 8 6 9 10 4 10 3 5 6.7
Dominican Rep 1 1 0 0 10 6 4 0 9 0 10 3 1 3 2 3.6
Ecuador 1 1 10 10 9 4 0 O 8 5 0 6 10 4 2 4.8
El Salvador 6 2 0 O 9 8 - 8 g 2 0 6 3 0 2 4.5
Guatemala 2 1 10 10 107 8 6 8 g 7 0 7 10 1 5 6.6
Haiti 7 3 10 10 10 6 2 - - 9 10 4 1 0 0 5.4
Honduras 3 3 10 10 7 6 4 8 8 5 0 - 10 5 0O 5.6
Jamaica 2 4 0 O 6 4 4 8 g 7 10 - 3 5 2 5.1
Mexico 0 0 10 10 9 4 0 8 8 7 0 8 10 4 5 5.7
Nicaragua 0 0 0 0 o 0 0 O 5 - 0 6 4 3 0 1.7
Panama 10 10 10 10 4 4 2 10 5 3 10 8 10 3 8 6.3
Paraguay 1 6 10 10 10 6 4 2 9 8 O 7 3 8 5 6.3
Peru 0 0 100 O 0 6 2 0 8 4 O 6 4 1 2 4.1
Trinidad/Tobago 10 4 0 O 3 2 4 6 4 7 10 7 2 1 0 43
Uruguay 0 2 10 10 6 4 8 3 10 10 6 10 1 10 6.3
Venezuela 2 1 10 10 9 2 4 0 5 7 0 8 10 7 5 5.5
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Table A1-1: 1990 (cont.)

Summary
I I 1] v Rating

EUROPE- A B C D A B C F A B C A B C D
MIDDLE EAST
Albania - - 0 o0 1 0 0 O 1 - 0 - 0 5 o0 06*
Bahrain 10 2 10 10 0 2 4 10 i0 10 10 9 10 8 2 7.1
Bulgaria 5 2 0 0 3 0 0 - 0 - 0 9 1 3 0 1.8
Croatia - - 10 0 - -0 - - - 0 -1 -0 N/R
Cyprus 9 10 0 0 3 6 0 10 4 0 O 6 6 3 0 3.6
Czechoslovakia 10 § 0 0 1 0 0 - 0 4 O 6 2 5 0 24

Czech Rep - - - - - - - - - - - - - N/R

Slovakia - - - - - - - - - - - - N/R
Egypt 6 9 10 10 9 0 2 &6 4 2 0 5 2 10 0 4.2
Estonia - - 10 0 - - 0 - - - 0 9 0 -0 N/R
Greece 2 7 10 0 6 2 0 8 1 4 O 10 6 3 2 3.9
Hungary 5 3 0 0 7 0 6 6 0 3 O 6 4 5 0 3.0
Iran 3 6 10 10 7 2 2 - 7 0 O 3 0 3 0 3.2
Israel 1t 2 10 O 0 2 0 6 2 4 0 9 6 3 2 3.1
Jordan 6 2 0 0 4 6 2 4 7 §5§ 10 6 4 10 2 4.7
Latvia - - 10 0 - - 0 - - -0 - 0 - 0 N/R
Lithuania - - 10 0 - -0 - - - 0 - 0 -0 N/R
Maita 10 10 0 O 4 4 0 10 3 0 10 6 7 4 2 4.1
Oman 10 1 10 10 0 2 4 10 8 10 10 9 10 § 2 6.6
Poland 0 0 10 10 1 0 2 0 5 - 0 5 5 4 0 2.8
Portugal 3 6 0 0 4 2 4 8 3 5 0 9 6 6 5 4.3
Romania 7 3 10 0 6 0 0 10 2 -0 9 0 1 0 31
Russia 7 7 0 O 0 0 o0 o 0o o0 O - 0 0 O 0.9
Slovenia - - 10 0 2 - - - - - 0 -1 - 0 N/R
Syria 3 6 10 0 6 2 - - - - 0 7 0 3 0 34"
Turkey 0 1 10 10 8 4 6 2 7 4 O 7 7 5 0 438
Ukraine - - 10 o0 3 -0 - - - 0 -0 - 0 N/R
ASIA
Bangladesh g9 8 0 o0 7T 6 0 10 - - 10 1 1 0 3.9
China 5 7 10 0 - 0 2 0 - 5 0 6 1 10 5 3.9
Fiji 6 9 0 0 5 6 6 6 10 3 10 4 6 8 2 5.6
Hong Kong 5 7 10 10 9 10 10 10 0 9 10 9 10 10 10 9.3
India 6 9 0 O 7 0 3 8 5 2 10 0 4 3 2 3.7
Indonesia 3 4 10 10 7 2 6 10 9 7 O 8 10 10 2 6.5
Malaysia 9 4 10 10 4 6 5 10 8 6 10 7 10 10 5 71
Nepal 2 9 0 o0 9 2 2 10 - - 10 2 4 2 0 3.9
Pakistan 5 8 10 O 6 4 - 6 - 3 10 0 4 4 2 4.3
Philippines 2 6 0 0 9 6 2 8 10 7 10 4 5 10 2 5.8
Singapore 8 7 10 10 5 8 8 10 8 9 0 10 10 10 10 8.3
South Korea 6 2 0 O 7 6 3 10 8 3 0 7 8 5 5 5.0
Sri Lanka 4 5 0 0 9 4 4 8 5 - 10 2 3 5 0 4.3
Taiwan 3 9 10 10 3 6 6 10 6 5 0 8 10 5 5 6.2
Thailand 5 9 10 0 7 6 4 8 10 4 0 6 10 10 2 6.2
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Table A1-1: 1990 (cont.)

Summary
I Il v Rating
A B A ¢ F A B C (o

AFRICA
Algeria 9 2 0 O 3 0 2 - - -0 -1 7 0 21*
Benin 10 8 0 O 8 4 - 8 - - 0 - 6 2 0 46"
Botswana 2 2 0 0 0 6 6 4 5 3 10 4 5 10 5 4.2
Burundi 10 3 0 O 5 2 2 4 - - 10 0o 6 1 0 3.3
Cameroon 10 5 0 0 7 4 2 8 8 1 10 6 6 2 0 4.6
C African Rep 0 3 0 0 10 6 2 10 - - 0 1 6 3 0 4.1
Chad 10 3 0 0 5 4 2 8 10 -0 6 6 7 0 4.9
Congo Peoples 10 1 0o 0 1 0o 0 10 - 4 10 - 6 6 0 34
Cote d' Ivoire 10 7 0 O 4 4 2 8 - 4 0 1 6 5 0 37
Gabon 10 2 0 0 1 6 - 8 10 1 10 6 6 4 0 4.7
Ghana 1 5 0 O 9 2 0 2 8 2 10 1 5 1 0 3.3
Kenya 5 9 0 0 3 4 2 10 8 3 10 4 6 6 0 4.6
Madagascar 2 5 0 0 10 6 4 - 9 - 0 0 5 4 0 4.3
Malawi 1 4 0 0 6 4 2 6 8 3 10 5 4 3 2 41
Mali 9 5 0 0 7 4 2 8 10 -0 6 6 6 2 5.3
Mauritius 2 9 0 O 7 6 4 8 7 7 10 3 5 7 2 5.5
Morocco 6 7 0 O 5 2 0 8 8 0 O 2 4 6 5 35
Niger 10 4 0 O 7 6 2 8 - -0 - 6 4 0 4.2
Nigeria 2 1 0 o0 10 2 4 0 - 2 10 6 3 10 O 3.5
Rwanda 10 6 0 0 7 6 - 10 7 - 10 0 3 0 0 4.7
Senegal 10 7 0 O 7 6 4 8 - 4 0 - 6 3 0 45
Sierra Leone 0 0 0 O 10 6 2 0 9 - 10 5 1 1 0 3.9
Somalia 0 0 0 © 4 0 O - -0 -1 3 0 0.8*
South Africa 2 10 0 © 1 4 4 8 6 5 0 8 6 6 2 4.6
Tanzania 1 2 0 0 9 0 0 4 - 3 0 - 1 10 0 2.3
Togo 10 9 0 0 6 4 2 8 - -0 1 6 4 0 4.0
Tunisia 0 9 0 0 4 2 4 8 4 -0 1 5 8 5 43
Uganda 0 0 0 0 107 2 2 0 - 3 10 - 2 1 0 25
Zaire 0 1 0 o0 8 2 2 0 10 1 10 1 4 10 2 3.6
Zambia 0o 1 0 o 3 0 0 O 7 0 10 6 0 10 2 25
Zimbabwe 2 4 0 O 1 4 2 8 -1 0 1 4 7 2 24

* These summary ratings should be interpreted with caution because they are based on data for only 11 of the

potential 15 components in the index for this year.
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Table A1-2: Component and Summary Index Ratings: 1985

Summary

I ]| v Rating
INDUSTRIAL A B C D A B F A B C A B D
COUNTRIES
United States 7 8 10 10 4 8 10 3 4 10 8 10 2 10 6.7
Canada 4 6 10 10 1 6 10 2 3 10 8 10 9 8 5.9
Australia 9 8 10 10 3 6 10 3 2 10 7 10 6 5 6.0
Japan 9 10 10 O 8 8 10 4 1 10 g 10 3 5 6.3
New Zealand 7 6 0 0 4 4 8 1 0 10 8 6 6 5 4.1
Austria 10 10 10 O 2 2 10 1 2 0 9 10 9 2 48
Belgium 10 10 10 10 4 6 10 0 0 O 10 10 10 10 5.9
Denmark 4 8 0 O 0 4 10 1 0 0 10 10 4 5 37
Finland 5 9 10 0 1 6 10 2 1 0 9 10 4 2 4.5
France 8 8 0 0 2 4 8 0 1 0 10 6 7 2 3.7
Germany 9 10 10 10 1 6 10 2 2 0 10 10 9 10 6.1
lceland 0o 1 0 O 4 4 4 4 1 10 6 4 4 2 3.1
Ireland 9 5 0 0 3 4 10 1 0 10 8 6 9 5 4.3
ltaly 5 6 0 0 4 2 6 o 0 O 10 10 6 5 36
Netherlands 9 9 10 10 4 6 10 0 0 O 10 10 10 8 5.6
Norway 3 6 0 o0 1 2 10 1 1 0 10 10 8 5 3.8
Spain 7 9 0 0 5 4 10 2 1 0 7 7 5 5 4.2
Sweden 8 10 10 0 0 4 10 0 0 O 9 8 7 5 4.2
Switzerland 10 9 10 10 6 8 10 3 7 0 8 10 8 10 7.4
United Kingdom 5 8 10 10 2 6 10 2 2 10 10 10 7 10 6.2
CENTRAL/SOUTH AMERICA
Argentina 0O 0 10 10 8 6 0 4 2 0 0o 2 1 0 2.8
Bahamas 9 7 0 O 6 2 10 10 10 10 1 4 6 2 6.1
Barbados 1 6 0 O 3 4 10 10 1 10 7 4 2 2 45
Belize 8 3 0 0 3 8 8 7 4 10 1 1 3 5 4.5
Bolivia 0 0 0 O 7 4 0 9 8 O 4 5 2 2 4.2
Brazil 0 0 o0 0 8 2 o0 4 1 0 7 2 2 0 2.3
Chile 6 2 10 10 6 6 8 3 1 0 5 4 5 2 4.1
Colombia 2 9 10 0 8 4 - 7 5 0 3 5 1 0 4.6
Costa Rica 1 1 10 10 4 6 6 5 3 10 4 3 3 5 4.5
Dominican Rep 3 2 0 10 10 6 - 8 0 10 4 4 3 2 4.5
Ecuador 1 2 10 10 7 4 0 7 2 0 5 2 3 2 3.8
El Salvador 7 5 0 0 7 6 8 9 3 O 3 1 1 2 4.3
Guatemala 6 4 10 10 10 8 8 10 5 0 3 1 0 5 5.8
Haiti 6 6 10 10 8 6 - 5 - 10 2 2 1 0 5.0
Honduras 9 10 10 10 7 6 10 8 5 0 - 1 2 0 5.8
Jamaica 3 2 0 0 5 2 4 10 1 10 8 4 8 2 4.4
Mexico 0 1 10 10 9 2 4 6 4 O 7 3 3 2 4.3
Nicaragua 0 0 0 0o 0 0 - 5 5 0 3 0 1 0 1.8
Panama 10 9 10 10 2 4 - 6 3 10 6 10 3 8 6.3
Paraguay 4 3 10 10 10 6 - 9 8 O 8 0 4 5 6.3
Peru 0 0 0 o 8 4 - 9 0 O 2 2 4 2 2.9
Trinidad/Tobago 7 1 0 0 1 4 8 3 4 10 5 2 1 0 3.3
Uruguay 1 1 10 10 6 6 8 4 10 10 5 10 1 10 6.6
Venezuela 4 4 10 10 7 4 4 7 7 0 1 3 4 5 5.1
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Table A1-2: 1985 (cont.)

Summary
1 ] n v Rating

EUROPE- A B C D A B F A B C A B C D
MIDDLE EAST
Albania - - 0 O -0 - - -0 -0 - 0 N/R
Bahrain 8 2 10 10 0 2 - 10 10 10 9 10 6 2 7.0
Bulgaria -7 0 O 9 0 - 2 - 6 0 6 0 29
Cyprus 5 7 0 0 5 6 8 4 1 0 6 8 4 0 3.9
Czechoslovakia 10 8 0 O 1 0 - - - - 0 7 0 N/R

Czech Rep - - - - - - - - - - - - - - N/R

Slovakia - - - - - - - - - - - - - N/R
Egypt 3 10 10 5 0 6 3 2 0 1 1 g 0 3.2
Greece 2 8 10 0 3 2 6 2 1 0 9 3 3 2 3.3
Hungary 8 10 0 O 8 0 - 0 - 0 6 0 10 0 3.3
Iran 2 3 10 10 5 2 - 8 0 O 60 0 0 o 27
Israel 0 0 10 0 0 2 0 1 3 0 7 5 5 2 25
Jordan 8 4 10 O 3 6 - 6 - 10 5 6 9 2 5.6
Malta 10 6 0 O 5 4 10 3 0 10 6 5 4 2 4.1
Oman 3 5 10 10 0 2 10 8 10 10 9 10 6 2 6.8
Poland 2 0 10 © 2 0 - 0 -0 2 0 3 0 1.2
Portugal 4 7 0 0 5 2 10 2 0 O 9 7 7 2 3.6
Romania 8 5 0 0 10 O - 5 -0 - 0 2 0 3.2
Russia 7 9 0 O 0 0 O 0o 0 ©O - 0 1 0 1.1
Syria 2 4 10 10 1 2 - - - 0 6 0 1 0 2.8
Turkey 1 2 0 0 9 4 8 4 2 0 7 6 6 0 37
ASIA
Bangladesh 2 7 0 O 10 6 6 - 1 10 0 1 3.2
China 2 6 0 O0 - 0 0 - 6 0 1 4 8 2 2.7
Fiji 8 5 0 0 3 6 8 7 3 10 3 5 5 5 4.9
Hong Kong 6 7 10 10 g 10 10 10 9 10 9 10 10 10 9.3
India 4 10 0 O 7 0 8 5 0 10 0 4 2 2 34
Indonesia i 7 10 10 7 2 - 8 7 0 8 5 9 2 6.0
Malaysia 10 7 10 O 3 4 10 7 6 10 5 10 10 5 6.7
Nepal 5 8 0 0 9 2 6 - - 10 3 4 2 0 4.2
Pakistan 6 8 0 O 8 2 8 10 1 10 0 6 4 2 47
Philippines 6 1 0 0 10 4 4 10 1 10 5 8 2 4.9
Singapore 8 7 10 0 3 8 10 9 8 O 9 10 10 10 1.7
South Korea 4 5 0 0 7 6 10 8 2 0 7 4 8 2 4.8
Sri Lanka 4 3 0 O 9 2 8 6 0 10 1 4 5 0 3.5
Taiwan 9 5 10 10 3 4 10 7 3 0 7 6 7 2 5.4
Thailand 10 8 0 O 5 6 10 10 2 0 4 6 7 2 5.3
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Table A1-2: 1985 (cont.)

Summary
il v Rating
A B A B F A C A B C

AFRICA
Algeria 2 5 0 0 2 0 - - -0 - 0 6 © 15*
Benin 5§ 3 0 0 7 4 8 - - 0 - 8 5 0 4.0
Botswana 3 2 0 o0 0O 8 8 5 2 10 3 4 10 5 4.1
Burundi 6 3 0 0 6 2 6 - - 10 0 3 0 O 29
Cameroon 4 9 0 0 8 4 6 10 2 10 5 8 5 0 5.3
C African Rep 7 3 0 0 8 6 8 - -0 - 8 7 0 4.7
Chad 2 2 0 O 8 4 8 - - 0 - 8 8 0 39
Congo Peoples 3 2 0 0 3 0 8 - - 10 - 8 10 0 3.8
Cote d' Ivoire g 5 0 0 5 4 10 - 5 0 1 8 8 0 4.4
Gabon 5 6 0 0 0 6 - - 10 4 8 7 0 4.5
Ghana 1 0 0 O 10 0 O 9 1 10 0 1 0 0 27
Kenya 7 10 0 0 3 4 10 6 0 10 3 7 5 0 43
Madagascar 7 3 0 © 10 6 - - -0 - 5 2 0 39*
Malawi 6 7 0 O 4 4 8 8 3 10 2 3 3 2 44
Mali 5 5§ 0 0 9 4 6 8 - 0 6 8 9 2 5.4
Mauritius 07 9 0 O 7 6 10 6 7 10 1 8 5 2 6.0
Morocco 6 10 0 0 5 2 6 7 0 O 4 5 8 5 4.2
Niger 10 4 0 0 7 4 - - -0 - 8 7 0 45"
Nigeria g9 3 0 O 9 2 4 9 3 10 6 0 3 O 4.5
Rwanda 10 4 0 O 9 6 8 - - 10 - 2 0 0 4.7
Senegal 9 9 0 O 6 4 6 -1 0 2 8 5 0 3.8
Sierra Leone 1 1 0 0 10 6 0 10 - 10 1 1 0 0 3.9
Somalia 1 1 0 0 8 4 0 - -0 -1 0 0 1.8
South Africa 1 9 0 0 2 4 8 6 4 0 9 3 9 2 4.4
Tanzania 5 4 0 O 6 0 0 6 0 0 4 0 0 0 2.1
Togo 8 4 0 O 7 4 8 - -0 2 8 8 0 43
Tunisia 3 6 0 0 4 0 6 5 2 0 0 4 6 0 2.7
Uganda 0 0 0 © 9 2 0 - 0 10 1 3 0 O 1.8
Zaire o 1 0o 0 10 2 - - 1 10 2 6 9 2 3.3
Zambia 2 2 0 0 1 0 o0 7 0 10 4 2 10 2 2.8
Zimbabwe 8 4 0 O 1 4 8 4 0 O 2 2 7 2 2.8

N/R = No rating given because data were available for less than 10 of the components of the index.

* These summary ratings should be interpreted with caution because they are based on data for only 10 of the
potential 14 components in the index for this year.
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Table A1-3: Component and Summary Index Ratings: 1980

Summary
it m v Rating
INDUSTRIAL A B C D A B F A B C A B C D
COUNTRIES
United States 9 9 10 10 4 8 10 4 0 10 9 10 3 10 65
Canada 9 9 10 10 2 6 10 3 4 10 8 10 9 8 67
Australia 6 9 10 10 3 6 10 4 2 10 7 8 4 2 56
Japan 9 9 10 0 7 8 10 4 0 10 9 10 3 2 58
New Zealand 8 9 0 O 3 4 6 1 2 10 8 10 5 5 47
Austria 10 10 10 O 2 2 8 1 2 0 9 10 8 2 47
Belgium 10 9 10 10 4 6 10 0 0 O 10 10 10 10 58
Denmark 7 10 0 0 0 4 10 1 0 0 0 7 3 5 38
Finland 7 9 10 O 2 6 8 3 1 0 9 8 4 2 46
France 5 10 0 0 3 2 8 0 3 0 0 6 5 2 38
Germany 8 10 10 10 1 6 10 2 3 0 0 10 7 8 6.0
Iceland 1 3 0 O 3 4 4 4 0 10 4 5 2 2 29
Ireland 3 6 0 O 4 4 6 2 1 10 7 10 8 5 44
italy 1 8 0 O 5 2 4 1 0 0 0 10 5 5 36
Netherlands g 9 10 10 3 6 10 0 0 0 0 10 9 8 55
Norway 9 7 0 0 1 2 6 1 0 0 9 6 7 2 33
Spain 3 6 0 0O 6 4 6 3 1 0 7 10 2 5 39
Sweden 6 9 10 O 0 4 8 0 0 0 9 6 5 2 35
Switzerland 9 10 10 10 6 8 6 3 7 0 8 10 7 10 72
United Kingdom 6 7 0 0 1 4 4 2 0 10 10 10 5 10 46
CENTRAL/-
SOUTH AMERICA
Argentina 0 0 10 10 6 6 0 4 6 0 1 8 0 0 38
Bahamas 6 6 0 O 6 4 8 10 10 10 2 4 5 2 60
Barbados 3 2 0 0 4 4 6 10 1 10 6 4 2 2 441
Belize 3 6 0 O 5 8 8 8 - 10 2 3 3 5 51
Bolivia 1 2 10 10 6 4 6 9 3 0 3 4 3 2 44
Brazil 1 1 0 0 9 4 - 3 4 0 1 4 2 0 27
Chile 0 0 10 O 7 4 8 4 2 0 7 6 4 2 38
Colombia 1 5 0 O 9 4 - 8 2 0 3 4 2 0 36
Costa Rica 2 5 10 10 4 6 - 5 5 10 6 1 2 2 48
Dominican Rep 6 5 0 10 10 6 - 9 0 10 1 2 1 2 45
Ecuador 1 5 10 10 5 6 - 6 5 0 3 4 3 2 45
El Salvador 3 3 0 O 6 4 - 8 3 0 4 1 2 2 35
Guatemala 3 6 10 10 10 8 8 10 8 0 6 4 1 5 68
Haiti 2 2 10 10 9 6 - - - 10 1 4 1 0 45
Honduras 2 7 10 10 7 6 - - 8 10 4 4 5 0 5.9
Jamaica 2 4 0 0 2 2 4 - 0 10 9 2 5 2 3.0
Mexico 1 5 10 10 8 2 4 7 4 0 0 1 1 2 38
Nicaragua 1 1 10 10 5 6 - 7 5 0 2 1 3 0 39
Panama 4 7 10 10 2 6 - 6 3 10 7 10 3 8 60
Paraguay 1 4 10 10 10 6 - 9 -0 5 5 2 5 59
Peru 1 1 0 0 7 4 - 9 2 0 1 4 4 2 33
Trinidad/Tobago 1 2 0 0 4 4 - 5 - 10 7 2 2 0 34
Uruguay 0 2 10 10 7 6 6 4 10 10 2 10 0 10 63
Venezuela 3 3 10 10 6 4 - 9 7 0 7 10 5 8 66
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Table A1-3: 1980 (con't)

Summary
il ] \% Rate

EUROPE/- A B C D A B F A B C A B C D
MIDDLE EAST
Albania - - 0 0 - 0 - - -0 - 0 -0 N/R
Bahrain 2 7 10 10 1 2 - - 10 10 - 10 8 2 64
Bulgaria - - 0 O 10 O - - - 0 -1 3 0 N/R
Cyprus 2 8 0 O 6 6 4 5 1 0 6 6 3 0 36
Czechoslovakia - - 0 0 1 0 - - - 0 - 0 - 0 N/R

Czech Rep - - - - - - - - - - - - - - NR

Slovakia - - - - - - - - - - - - - - NR
Egypt 1 5 10 10 5 0 4 2 0 0 0 5 10 0 27
Greece 2 8 10 0O 4 2 6 3 3 0 7 5 2 2 38
Hungary 7 6 0 0 7 0 6 - - 0 6 0 9 0 35
Iran 1 3 10 10 1 2 - 5 -0 0 1 2 0 25
Israel 0O 0 10 O 0 2 O 1 1 0 6 8 4 2 22
Jordan 1 7 10 0 1 6 - 5 - 10 4 10 10 2 53
Malta 3 7 - - 5 4 6 3 0 10 6 4 5 2 39
Oman 3 1 10 10 o 2 - - 10 10 - 10 6 2 58
Poland - 9 10 O 9 0 - - - 0 - 0 7 0 N/R
Portugal 3 6 0 0 6 2 4 2 0 O 8 7 5 2 32
Romania 6 7 0 0 10 O - 3 - 0 - 0 6 0 3.1
Russia 6 9 0 0 1 6 o 0 0 O - 0 - 0 12
Syria 1 6 10 10 2 4 - - -0 3 2 3 0 32
Turkey 1 1 0 0 7 4 0 5 0 O 4 4 0 0 23
ASIA
Bangladesh 2 1 0 O 10 6 6 -1 10 0 1 1 0 28
China 2 10 0 0 - 0 0 - -0 5 3 1 0 2.3 *
Fiji 10 4 0 0 4 6 8 2 10 5 4 5 5 50
Hong Kong 6 4 10 10 10 10 10 10 10 10 9 10 9 10 93
India 6 5 0 O 9 0 8 6 1 10 0 6 2 2 38
indonesia 1 2 10 10 6 2 2 7 3 0 7 7 10 2 47
Malaysia 7 6 10 10 2 4 6 6 2 10 3 10 10 5 56
Nepal 3 4 0 O 10 2 6 - - 10 2 10 1 0 42
Pakistan 1 9 0 0 9 2 6 - 2 10 0 3 4 2 35
Philippines 2 7 0 O 9 4 8 10 1 0 4 6 8 2 47
Singapore 6 6 0 0 7 8 10 10 4 O g 10 10 8 6.8
South Korea 1 6 0 0 7 6 4 9 0 0 6 4 8 0 4.0
Sri Lanka 1 6 0 O 10 2 4 4 0 10 1 5 9 0 34
Taiwan 3 5 10 10 3 4 8 8 3 0 7 8 7 2 53
Thailand 3 7 0 O 7 6 4 10 3 O 4 6 7 2 49
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Table A1-3: 1980 (con't)

Summary
i il 1] v Rate
A B C D A B F A B C A B C D

AFRICA

Algeria 1 4 0 O 2 0 - - -0 - 0 9 0 15 *
Benin 7 7 0 0 10 4 6 - - - 1 7 3 0 4.4
Botswana 6 2 0 0 1 8 4 6 0 10 0 4 10 5 37
Burundi 1 3 0 - 6 2 2 - - 10 0 2 0 0 23
Cameroon 1 g 0 O 9 4 6 10 - 10 1 7 3 0 52
C African Rep 1 3 0 O 8 6 - - - 0 1 7 6 0 33
Chad 6 10 0 O 1 4 - - - 10 - 7 8 0 47 *
Congo Peoples Rep 4 3 0 O 1 0 6 - - 10 6 7 9 0 37
Cote d' ivoire 2 2 0 0O 4 4 8 7 5 10 0o 7 7 0 42
Gabon 7 2 0 O 0 6 6 - - 10 3 7 5 0 38
Ghana 1 1 0 0 9 0 0 8 1 10 0 0 0 0 25
Kenya 3 3 0 o0 2 4 8 8 1 10 5 4 7 0 39
Madagascar 3 7 0 O 9 6 - - -0 2 2 4 0 34
Malawi 9 4 0 0 4 4 4 9 4 10 4 2 3 2 4.6
Mali 5 10 0 0 10 4 4 8 - 10 6 6 5 2 59
Mauritius 6 3 0 0 7 6 - 5 3 10 1 2 5 2 39
Morocco 4 5 0 O 4 4 - 7 2 0 1 8 4 2 36
Niger 1 6 0 O 8 4 2 8 - 0 2 7 9 0 43
Nigeria 1 9 0 O© 8§ 2 2 - 0 10 2 1 7 0 29
Rwanda 2 6 0 0 8 6 6 10 - 10 0 1 1 0 44
Senegal 5 7 0 0 4 4 8 - - 0 1 7 5 0 36
Sierra Leone 2 5 0 0 10 6 6 - - 10 0 1 3 0 36
Somalia 1 0 0 0 8 4 0 - - 10 1 2 10 0 3.0
South Africa 5 4 0 O 3 4 4 8 2 0 9 6 9 2 44
Tanzania 1 4 0 O 7 2 4 10 - 10 3 0 3 0 40
Togo 2 2 0 O 5 4 8 - - 0 0o 7 7 0 30
Tunisia 4 6 0 0 5 0 4 6 2 0 1 4 7 0 3.0
Uganda 1 0 0 o - 2 0 - - 10 7 0 4 0 22
Zaire 1 1 0 0 10 2 - 10 1 10 1 1 3 2 36
Zambia 7 5 0 0 0 o0 4 4 0 10 8 1 10 2 32
Zimbabwe 6 7 0 0 3 4 6 4 5 0 8 1 7 2 44

N/R = No rating given because data were available for less than 10 of the components of the index.

* These summary ratings should be interpreted with caution because they are based on ratings for only 10
of the 14 components in the index for this year.
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Table A1-4: Component and Summary Index Ratings: 1975

Summary
I 1] v Rating
INDUSTRIAL A B C D A B F A B C A B C D
COUNTRIES
United States 9 8 10 10 3 8 8 4 0 10 8 10 2 10 61
Canada 6 5 10 10 2 6 6 4 4 10 6 10 8 8 6.0
Australia 6 5 10 10 3 6 4 4 2 10 6 8 4 2 50
Japan 2 4 10 0 7 8 4 5 1 10 9 10 3 2 51
New Zealand 4 6 0 0 5 4 - 1 3 10 8 6 5 5 42
Austria 6 10 10 0 3 2 6 2 4 0 8 10 7 2 48
Belgium 6 7 10 10 4 6 6 0o 2 0 10 10 10 10 5.6
Denmark 6 9 0 O 0 4 8 2 1 0 9 8 3 5 3.9
Finland 1 4 10 0 3 6 - 3 2 0 8 8 4 2 39
France 6 7 0 0 4 2 8 1 5 0 10 10 4 2 44
Germany 6 10 10 10 1 6 8 2 4 0 10 10 6 8 59
Iceland 1 2 0 0 4 4 2 4 - 10 2 1 4 2 29
ireland 6 5 0 0 4 4 4 2 0 10 6 10 6 5 441
Italy 3 4 0 0 5 2 6 2 5 0 10 5 5 5 41
Netherlands 5 10 10 10 3 6 6 0 5 0 9 10 9 5 586
Norway 5 9 0 O 1 2 - 1 0 O 9 8 9 2 33
Spain 1 6 0 0 8 4 - 4 4 0 5 7 3 2 39
Sweden 6 7 10 0 0 4 4 0o 1 0 9 8 5 2 35
Switzerland 10 10 10 10 6 8 6 - 7 0 7 10 5 2 70
United Kingdom 6 3 0 0 1 4 4 3 7 10 10 10 7 2 51
CENTRAL/SOUTH AMERICA
Argentina 0 0 10 10 6 6 - 5 4 0 0o 1 0 0 31
Bahamas 07 6 0 0 6 6 8 10 10 10 2 4 6 2 65
Barbados 6 3 0 0 5 4 - 10 1 10 6 4 2 2 44
Belize - 2 - - 6 8 - - - - - 3 7 - N/R
Bolivia 1 1 10 10 7 4 - 10 -0 2 6 8 2 52
Brazil 1 3 0 o 8 4 - - 5 0 5 2 2 0 32
Chile 0 0 0O 0 5 4 - 4 0 0 6 6 5 2 27
Colombia 1 4 0 0 9 6 - 8 6 0 3 3 2 0 42
Costa Rica 1 2 10 10 6 6 - - 5 10 5 5 3 2 50
Dominican Rep 3 3 0 0 10 6 - 8 0 O 0 3 3 2 33
Ecuador 1 1 10 10 5 6 - - 5 0 2 6 5 2 42
El Salvador 2 5 0 0 8 4 - 8 4 - 4 4 4 2 44
Guatemala 3 3 0 10 10 8 - i0 9 O 6 4 2 5 64
Haiti 3 4 10 0 10 6 - - - 10 1 10 0 0 50
Honduras 6 4 10 10 8 6 - 10 9 - 6 10 4 0 72
Jamaica 2 2 0 0 4 2 - 5 2 10 6 4 3 2 33
Mexico 2 3 10 10 9 2 - 7 5 0 3 10 0 2 49
Nicaragua 6 2 10 10 9 6 - 8 10 0 6 4 4 5 66
Panama 6 6 10 10 2 6 - 7 4 10 7 10 4 8 64
Paraguay 2 3 10 10 10 6 - 9 -0 2 4 1 5 54
Peru 1 4 0 0 7 6 - 9 4 0 1 2 3 2 38
Trinidad/Tobago 1 1 0 0 3 4 - - - 10 7 2 3 0 30
Uruguay 0 0 10 10 6 6 - 4 7 10 7 10 1 8 59
Venezuela 1 1 10 10 5 6 - 8 10 O 6 10 6 8 67
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Table 1-4: 1975 (con't)

Summary

1 i} 1 v Rating
EUROPE/- A B C D A B F A B C A B C D
MIDDLE EAST
Albania - - 0 O - 0 - - - 0 - 0 - 0 NR
Bahrain 7 3 10 10 - 2 - - 10 10 - 10 9 272 *
Bulgaria - - 0 0 - 0 - - - 0 -1 - 0 NR
Cyprus 9 7 0 0 6 6 8 4 3 - 7 6 3 0 46
Czechoslovakia - -0 0 1 0 - - -0 -0 - 0 NR
Egypt 3 6 0 0 1 0 - 0 -0 0 8 10 0 21
Greece 2 3 10 0 5 2 4 3 4 0 7 6 2 2 37
Hungary - 7 0 0 7 0 - - - 0 - 0 10 0 N/R
Iran 1 1 10 0 0 4 - 4 8 0 7 7 10 5 47
israel 1 2 10 0 0 2 - - - 0 2 2 4 2 20
Jordan 3 4 0 0 1 6 - - - 10 4 8 10 2 44
Malta 3 8 - - 4 4 - 3 - - 6 6 5 2 N/R
Oman 0 0 10 10 o0 2 - - 10 10 - 10 9 2 56
Poland 8§ 10 0 7 O - - -0 - 0 - 0 NR
Portugal 3 4 0 0 6 2 - 3 0 O 6 2 3 2 25
Romania - 10 0 © - 0 - - - 0 -0 - 0 NR
Russia 7 0 0 0 0 0 o0 0o 0 O -0 - 0 12
Syria 1 2 10 10 2 6 - - - 0 2 8 4 0 37
Turkey 1 5 0 0 7 4 2 5 1 0 0 4 1 0 25
Ukraine - - 0 0 - - - - - - -0 - 0 NR
ASIA
Bangladesh 6 1 0 0 10 6 - - - 10 3 2 0 0 37
China - - 0 0 -0 - - - 0 -3 - 0 NR
Fiji 2 2 0 0 7 6 0 9 3 10 4 4 4 5 45
Hong Kong 5 5 10 10 10 10 10 10 10 10 9 10 9 10 93
india 6 3 0 0 9 0 4 7 0 10 0 5 1 2 33
Indonesia 1 1 10 10 9 4 2 9 4 0 6 5 9 2 52
Malaysia 7 2 0 10 6 - 5 4 10 4 10 10 5 54
Nepal 5 2 0 0 10 2 - - - 10 2 2 0 0 31
Pakistan 6 2 0 0 9 2 - -1 0 0 4 4 2 26
Philippines 2 2 0 0 7 4 8 10 3 0 0 4 9 2 41
Singapore 5 5 0 0 7 8 - 9 4 0 g 10 10 8 6.4
South Korea 1 3 0 0 8 6 2 9 2 0 7 7 7 0 44
Sri Lanka 8 3 0 0 10 2 - 4 - 10 1 1 6 0 37
Taiwan 2 2 10 10 4 4 8 8 3 0 6 6 5 2 48
Thailand 6 2 0 0 8 6 - 10 3 o0 4 7 5 2 48
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Table 1-4: 1975 (con't)

Summary
I [} 1] v Rating
A B C D A B F A B C A B C D

AFRICA
Algeria 1 1 0 0 5 0 - - - 10 - 2 10 0 26 *
Benin 1 4 0 0 10 4 - - - - 1 7 3 0 34 *
Botswana - 3 0 0 3 8 - 6 0 10 1 2 10 - 36
Burundi 7 1 - - 7 2 - - - 10 1 2 0 0 NR
Cameroon 6 4 0 0 8 4 - 9 - 10 0 7 3 0 48
C African Rep 7 3 0 0 6 6 - - - - - 7 7 0 NR
Chad 6 9 0 0 1 4 - - - 10 1 7 8 0 4.1
Congo Peoples Rep 6 10 0 0 4 0 - - - 10 6 7 8 0 47
Cote d' lvoire 3 2 0 0 4 4 - - - 10 - 7 7 0 38 *
Gabon 1 1 0 0 O 6 - - - 10 2 7 6 0 30
Ghana 1 2 0 0 7 O - 8 0 10 0o 1 2 0 25
Kenya 5 2 0 0 4 4 4 - 0 10 6 5 8 0 33
Madagascar 7 3 - 0 9 &6 - - - - 0 3 3 0 NR
Malawi 2 4 0 0 6 4 - 10 0 10 6 3 6 2 42
Mali 2 4 0 0 10 4 - 8 - 10 0 5 4 2 486
Mauritius 1 1 0 0 7 6 - 5 - 10 4 2 5 2 39
Morocco 2 2 0 0 5 4 - 5 8 0 3 6 7 2 42
Niger 2 1 0 0 9 4 - - - 10 4 7 7 0 42
Nigeria 1 1 0 0 8 4 2 8 0 10 4 2 6 0 34
Rwanda 3 1 - 0 6 6 - 10 - 10 0 2 0 0 41
Senegal 3 4 0 0 6 4 - 9 - - 2 7 7 0 45
Sierra Leone 3 3 0 0 9 &6 - 9 - 10 1 2 3 0 44
Somalia 3 5 0 0 4 4 4 - - 10 0 3 2 0 29
South Africa 5 5 0 0 5 4 - -1 0 8 6 9 2 38
Tanzania 1 4 0 O 5 2 - 10 0 10 3 1 7 0 34
Togo 2 1 0 0 6 4 - - - - 3 7 7 033 *
Tunisia 2 3 0 0 5 0 - 9 -0 1 4 5 0 31
Uganda 1 1 0 0 - 2 - - - 10 0 0 O 0 12
Zaire 2 5 0 0 8 2 - 10 2 10 o 1 2 2 38
Zambia 6 2 0 0 0 0 4 5 0 10 7 1 10 2 30
Zimbabwe - 7 0 0 6 4 - - - - 8 2 8 - NR

N/R= No rating given because data were available for less than 10 of the components of the index.

* These summary ratings should be interpreted with caution because they are based on ratings for only
10 of the 14 components in the index for this year.
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APPENDIX II

The Underlying Data and Country Ratings for
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Table I-A: The Expansion in the Money Supply (M1) Minus the Annual Growth
Rate of Potential Real GDP: 1971-75, 1976-80, 1981-85, 1986-90,

and 1991-95

Annual Growth Rate of the Money Supply (M1) Minus Annual
Growth Rate of Potential Real GDP

INDUSTRIAL {The rating of each country is in parenthesis)
COUNTRIES 1971-75 1976-80 1981-85 1986-90 1991-95
United States 57 (9) 6.8 (9) 84 (7) 45 (10) 3.2 (10)
Canada 104 (6) 54 (9) 142 (4) 55 (9) 47 (9)
Australia 11.8 (6) 11.4 (6) 59 (9) 135 (5) 94 (7)
Japan 176 (2) 6.4 (9) 46 (9) 3.9 (10) 3.3 (10)
New Zealand 143 (4) 7.3 (8) 10.0 (7) 416 (1) 53 (9)
Austria 121 (6) 4.5 (10) 4.4 (10) 49 (9) 7.0 (8)
Belgium 11.0 (6) 4.5 (10) 3.5 (10) 3.3 (10) 3.8 (10)
Denmark 122 (6) 88 (7) 147 @) 86 (7) 1.8 (10)
Finland 224 (1) 86 (7) 128 (H) 82 (7) 6.8 (8)
France 124 (6) 134 (5) 8.0 (8) 3.7 (10) -0.5 (10)
Germany 10.5 (6) 7.0 (8) 51 (9) 10.2 (7) 48 (9)
Iceland 286 (1) 43.0 (1) 458 (0) 282 (1) 78 (8)
Ireland 12.0 (6) 17.2  (3) 6.0 (9) 56 (9) 49 (9)
ltaly 16.9 (3) 207 (1) 125 (5) 77 (8) 1.9 (10)
Netherlands 128 (5) 6.5 (9) 6.5 (9) 49 (9) 4.5 (10)
Norway 138 (9) 57 (9) 16.2 (3) 18.7 (2) 6.8 (9)
Spain 211 (1) 15.7 (3) 9.7 (7) 16.7 (3) 1.2 (10)
Sweden 114 (6) 116 (6) 7.2 (8) 7.0 (8) 3.1 (10)
Switzerland 4.3 (10) 6.2 (9) 1.2 (10) 1.3 (10) 2.0 (10)
United Kingdom 122 (6) 119 (6) 125 (5) 289 (1) 54 (9)
CENTRAL/SOUTH AMERICA

Argentina 78.2 (0) 146.0 (0) 296.1 (0) 514.4 (0) 525 (0)
Bahamas -4.0 (10) 10.6 (6) 59 (9) 6.0 (9) 2.8 (10)
Barbados 10.6 (6) 164 (3) 21.3 (1) 18.5 (2) 5.0 (9)
Belize - 16.2 (3) 7.0 (8) 8.1 (7) 1.0 (10)
Bolivia 26.3 (1) 252 (1) 570.0 (0) 373 (1) 285 (1)
Brazil 289 (1) 416 (1) 137.8 (0) 647.7 (0) 11116 (0)
Chile 213.3 (0) 95.6 (0) 106 (6) 252 (1) 199 (2)
Colombia 209 (1) 289 (1) 204 (2) 28.9 (1) 262 (1)
Costa Rica 231 (1) 205 (2) 348 (1) 13.2 (%) 13.4 (5)
Dominican Republic 16.6 (3) 106 (6) 174 (3) 38.2 (1) 17.3 (3)
Ecuador 248 (1) 235 (1) 23.0 (1) 40.0 (1) 345 (1)
El Salvador 184 (2) 16.9 (3) 9.8 (7) 11.5 (6) 12.3 (6)
Guatemala 16.0 (3) 16.3 (3) 124 (6) 178 (2) 155 (3)
Haiti 16.7 (3) 186 (2) 10.9 (6) 82 (7) 240 (1)
Honduras 10.6 (6) 18.0 (2) 6.6 (9) 16.6 (3) 16.3 (3)
Jamaica 20.0 (2) 175 (2) 16.7 (3) 194 (2) 494 (0}
Mexico 175 (2) 309 (1) 484 (0) 68.1 (0) 405 (1)
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Table I-A: Money Supply (continued)

Annual Growth Rate of the Money Supply (M1) Minus Annual

Growth Rate of Potential Real GDP

CENTRAL/- (The rating of each couhtry is in parenthesis)
S. AMERICA 1971-75 1976-80 1981-85 1986-90 1991-95
Nicaragua 123 (6) 266 (1) 620 (0) 20720 (0) 280.2 (0)
Panama 105 (6) 142 (4) 3.6 (10) 1.8 (10) 87 (7)
Paraguay 194 (2) 282 (1) 146 (4) 329 (1) 223 (1)
Peru 241 (1) 422 (1) 99.3 (0) 690.3 (0) 64.2 (0)
Trinidad & Tobago 220 (1) 29.2 (1) 94 (7) 3.8 (10) 16.6 (3)
Uruguay 64.0 (0) 61.4 (0) 382 (1) 739 (0) 546 (0)
Venezuela 300 (1) 16.2 (3) 140 (4) 194 (2) 431 (1)
EUROPE/MIDDLE EAST
Albania - - - - 789 (0)
Bahrain 9.3 (7) 18.1 (2) 7.7 (8) -1.7 (10) -0.5 (10)
Bulgaria - - - 13.1 () 67.0 (0)
Croatia - - - - 624 (0)
Cyprus 6.4 (9) 19.0 (2) 12.7 (5) 51 (9) 1.7 (10)
Czechoslovakia - - 3.0 (10) 0.4 (10) -
Czech Republic - - - - 200 (2)
Slovakia - - - - 13.4 (5)
Egypt 16.8 (3) 289 (1) 16.1 (3) 10.8 (6) 7.0 (8)
Estonia - - - - 833 (0)a
Greece 19.0 (2) 185 (2) 189 (2) 19.2 (2) 14.0 (4)
Hungary - 8.7 (7) 6.7 (8) 13.2 (5) 15.0 (3)
Iran 266 (1) 374 (1) 203 (2) 15.3 (3) 26.6 (1)
Israel 247 (1) 456 (0) 1723  (0) 441 (1) 136 (5)
Jordan 14.9 (3) 20.7 (1) 7.3 (8) 11.3 (6) 1.3 (10)
Latvia - - - - 495 (0)
Lithuania - - - - 53.0 (0)b
Malta 16.0 (3) 158 (3) 4.2 (10) 0.7 (10) 2.0 (10)
Oman 55.8 (0) 16.5 (3) 16.6 (3) -3.0 (10) -2.7 (10)
Poland - - 205 (2) 110.5 (0) 315 (1)
Portugal 174 (3) 172 (3) 147 (4) 174 (3) 94 (7)
Romania - 11.2 (6) 77 (8) 89 (7) 100.7 (0)
Russia 83 (7) 10.6 (6) 96 (7) 9.7 (M) 401.4 (0)
Slovenia - - - - 575 (0)a
Syria 230 (1) 26.1 (1) 19.7 (2) 16.0 (3) 16.8 (3)
Turkey 26.0 (1) 443 (1) 350 (1) 513 (0) 61.7 (0)
Ukraine - - - - 690.0 (0) a
ASIA
Bangladesh 10.9 (6) 19.0 (2) 175 (2) 54 (9) 114 (6)
China - 200 (2) 203 (2) 13.8 (5) 16.2 (3)
Fiji 18.1 (2) 2.9 (10) 6.9 (8) 121 (6) 76 (8)
Hong Kong 13.1  (5) 10.4 (6) 11.8 (6) 13.1  (5) 64 (9)
India 10.9 (6) 10.5 (6) 145 (4) 12.2 (6) 120 (6)
Indonesia 374 (1) 314 (1) 14.8 (3) 156 (3) 13.7 (5)
Malaysia 86 (7) 96 (7) 2.5 (10) 6.0 (9) 144 (4)
Nepal 129 (5) 15.6 (3) 13.8 (5) 176 (2) 161 (3)c
221

www fraserinstitute.org



Table I-A: Money Supply (continued)

Annual Growth Rate of the Money Supply (M1) Minus Annual
Growth Rate of Potential Real GDP
(The rating of each country is in parenthesis)

ASIA 1971-75 1976-80 1981-85 1986-90 1991-95
Pakistan 10.8 (6) 206 (1) 12.3 (6) 128 (5) 8.7 (7)
Philippines 18.2 (2) 17.7 (2) 11.0 (6) 18.1 (2) 126 (5)
Singapore 13.9 (5) 11.3 (6) 76 (8) 78 (8) 2.8 (10)
South Korea 284 (1) 255 (1) 14.0 (4) 112 (6) 10.9 (6)
Sri Lanka 7.7 (8) 245 (1) 144 (4) 146 (4) 9.7 (7)
Taiwan 19.1 (2) 151 (3) 50 (9) 16.5 (3) 0.1 (10)
Thailand 10.8 (6) 15.0 (3) 3.3 (10) 128 (5) 55 (9)
AFRICA
Algeria 210 (1) 209 (1) 18.5 (2) 58 (9) 114 (6)
Benin 220 (1) 9.9 (7) 135 (5) 3.2 (10) 6.4 (9)
Botswana - 119 (6) 15.0 (3) 206 (2) -2.9 (10)
Burundi 85 (7) 255 (1) 119 (6) 29 (10) 112 (6)
Cameroon 12.3 (6) 222 (1) 148 (4) 0.3 (10) 6.2 (9)
Cent African Rep 9.8 (7) 224 (1) 83 (7) 0.4 (10) 146 (4)
Chad 104 (6) 11.0 (6) 19.0 (2) -1.9 (10) -0.1 (10)
Congo 11.3 (6) 14.3 (4) 16.0 (3) 1.4 (10) 0.1 (10)
Cote d'lvoire 16.5 (3) 19.8 (2) 6.7 (9) -2.9 (10) 12.7 (5)
Gabon 355 (1) 9.1 (7) 13.7 (5) 0.0 (10) 3.4 (10)
Ghana 284 (1) 424 (1) 440 (1) 378 (1) 320 (1)
Kenya 125 (5) 15.1  (3) 85 (7) 136 (5) 16.5 (3)
Madagascar 9.6 (7) 16.7 (3) 94 (7) 17.8 (2) 251 (1)
Malawi 176 (2) 52 (9) 11.0 (6) 223 (1) 327 (1)
Mali 19.2 (2) 13.0 (5) 13.6 (5) 53 (9) 122 (6)
Mauritius 329 (1) 111 (6) 2.8 (10) 186 (2) 53 (9)
Morocco 178 (2) 141 (4) 105 (6) 115 (6) 45 (10)
Niger 18.0 (2) 28.2 (1) 4.2 (10) -1.7 (10) 59 (9)
Nigeria 325 (1) 30.7 (1) 6.6 (9) 189 (2) 398 (1)
Rwanda 15.9 (3) 204 (2) 3.8 (10) 2.2 (10) 18.2 (2)
Senegal 154 (3) 13.3 (5) 6.6 (9) -0.7 (10) 6.2 (9)
Sierra Leone 15.3 (3) 20.0 (2) 432 (1) 725 (0) 276 (1)
Somalia 16.9 (3) 27.2 (1) 278 (1) 92.0 (0) -
South Africa 134 (5) 13.9 (5) 206 (1) 17.7  (2) 15.0 (3)
Tanzania 208 (1) 251 (1) 13.7 (5) 30.0 (1) 276 (1)d
Togo 175 (2) 20.2 (2) 78 (8) -3.1 (10) 10.5 (6)
Tunisia 18.9 (2) 14.3 (4) 16.2 (3) 3.8 (10) 1.6 (10)
Uganda 225 (1) 344 (1) 744 (0) 410.0 (0) 250 (1)
Zaire 19.5 (2) 421 (1) 52.7 (0) 100.0 (0) 2955.0 (0}
Zambia 121 (6) 95 (7) 18.7 (2) 58.3 (0) 77.0 (0)
Zimbabwe - 11.5 (6) 74 (8) 18.0 (2) 336 (1)
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2 Based on 1992-95 data.
b Based on 1993-95 data.
¢ Based on 1991-92 data.
d Based on 1991-94 data.

Source: The actual growth rate of real GDP during the last 10 years was used as the estimate for the growth rate of
“potential real GDP.” Thus, this variable is the annual rate of growth in the M1 money supply during the last 5 years
minus the annual growth rate of real GDP during the last 10 years.

The money supply (narrow definition) and real GDP data from the International Monetary Fund, International Fi-
nancial Statistics Yearbook, 1996 (or the monthly version) were used. The base year for the rating of each country
was 1985. The following conversion table divided the 1985 data into eleven intervals of equal size.

Percent Growth Rate of the
Money Supply minus Percent Rating
Change in Real GDP
<-20.57 1
-20.56 — -17.45 2
-17.44 — -14.82 3
~14.81 — -13.83 4
-13.82 — -12.43 5
-12.42 — -10.34 6
-10.33 — -8.04 7
-8.03 — -6.79 8
-6.80 — —4.55 9
—4.54 — 453 10
4.54 — 6.79 9
6.80 — 8.02 8
8.03 — 10.32 7
10.33 — 1241 6
1242 — 1391 5
13.92 — 14.80 4
14.81 — 17.43 3
17.44 — 20.56 2
20.57 — 44.85 1
> 44.86 0
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Table I-B: The Standard Deviation of the Annual Rate of Inflation As Measured by
the GDP Deflator (1971-75, 1976-80, 1981-85, 1986-90 and 1991-95)

Standard Deviation of the Inflation Rate (percent)

INDUSTRIAL (The rating of each country is in parenthesis)

COUNTRIES 1971-75 1976-80 1981-85 1986-90 1991-95
United States 21 (8) 13 (9) 24 (8) 0.7 (10) 1.0 (10)
Canada 40 (5) 19 (9) 3.2 (6) 1.0 (10) 0.6 (10)
Australia 42 (5) 16 (9) 22 (8) 19 (9) 0.6 (10)
Japan 56 (4) 1.7 (9) 0.8 (10) 0.9 (10) 0.7 (10)
New Zealand 3.7 (6) 21 (9) 3.1 (6) 50 (4) 1.2 (10)
Austria 1.1 (10) 0.6 (10) 1.3 (10) 0.9 (10) 0.7 (10)
Belgium 3.0 (M) 1.6 (9) 0.8 (10) 1.0 (10) 0.6 (10)
Denmark 21 (9) 0.8 (10) 24 (8) 0.8 (10) 0.3 (10)
Finland 55 () 19 (9) 1.9 (9) 0.9 (10) 1.1 (10)
France 26 (7) 0.8 (10) 23 (8) 0.9 (10) 0.5 (10)
Germany 0.9 (10) 0.5 (10) 1.0 (10) 0.7 (10) 1.0 (10)
Iceland 1.1 (2) 7.7 (3) 17.2 (1) 3.6 (6) 1.8 (9)
Ireland 4.7 (5) 35 (6) 48 (5) 25 (7) 0.7 (10)
Italy 52 (4) 22 (8) 38 (6) 0.8 (10) 14 (9)
Netherlands 0.7 (10) 1.7 (9) 1.9 (9) 1.0 (10) 1.6 (9)
Norway 21 (9) 3.0 (M) 3.3 (6) 35 (6) 16 (9)
Spain 3.7 (6) 3.5 (6) 21 (9) 20 (9) 1.2 (10)
Sweden 29 (M 1.5 (9) 1.2 (10) 1.4 (9) 21 (8)
Switzerland 1.1 (10) 1.1 (10) 20 (9) 1.2 (10) 1.5 (9)
United Kingdom 74 (3) 26 (7) 25 (8) 14 (9) 16 (9)
CENTRAL/S. AMERICA

Argentina 618 (0) 1198 (0) 2076 (0) 1185.0 (0) 54.0 (0)
Bahamas 3.1 (6) 33 (6) 26 (7) 0.5 (10) 22 (8)
Barbados 7.7 (3) 11.0 (2) 32 (6) 70 (3) 26 (7)
Belize 83 (2) 36 (6) 65 (3) 28 (7) 1.2 (10)
Bolivia 210 (1) 11.0 (2) 4349.2 (0) 91.2 (0) 16.9 (1)
Brazil 69 (3 166 (1) 531 (0) 9098 (0) 996.6 (0)
Chile 2340 (0) 806 (0) 96 (2) 32 (6) 3.6 (6)
Colombia 57 (4) 42 (5) 1.7 (9) 22 (8) 25 (7)
Costa Rica 89 (2 45 () 242 (1) 3.3 (8) 58 (4)
Dominican Rep 6.8 (3) 4.7 (5) 131 (2) 16.7 (1) 41 (5)
Ecuador 146 (1) 43 (5) 10.2 (2) 16.7 (1) 106 (2)
El Salvador 45 (5) 75 (3) 47 (5) 8.2 (2) 1.8 (9)
Guatemala 78 (3) 36 (6) 53 (4) 152 (1) 9.1 (2)
Haiti 59 @) 83 (2) 3.1 (6) 81 (3) 211 (1)
Honduras 54 (4) 30 (7) 1.3 (10) 6.7 (3) 8.3 (2)
Jamaica 99 (2) 51 (4) 102 (2) 50 (4) 142 (1)
Mexico 6.0 (3) 49 (5) 204 (1) 428 (0) 1.1 (2)
Nicaragua 88 (2) 159 (1) 603 (0) 48532 (0) 12106 (0)
Panama 3.2 (6) 25 (7) 13 (9) 0.8 (10) 0.3 (10)
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Table I-B: Annual Rate of Inflation (continued)

(The rating of each country is in parenthesis)

Standard Deviation of the Inflation Rate (percent)

CENTRAL- 1971-75 1976-80 1981-85 1986-90 1991-95
S. AMERICA (con't)
Paraguay 75 (3) 53 (4) 8.0 (3) 36 (6) 45 (5)
Peru 59 (4) 175 (1) 381 (0) 23028 (0) 154.4 (0)
Trinidad/Tobago 185 (1) 9.6 (2) 139 (1) 56 (4) 43 (5)
Uruguay 36.4 (0) 119 (2) 204 (1) 126 (2) 206 (1)
Venezuela 15.0 (1) 74 (3) 52 (4) 304 (1) 156 (1)
EUROPE/MIDDLE EAST
Albania - - - - 86.2 (0)
Bahrain 7.2 (3) 26 (7) 8.2 (2) 8.2 (2) 25 (8)
Bulgaria - - 25 (7) 113 (2) 839 (0)
Croatia - - - - 5529 (0)
Cyprus 3.0 (@) 23 (8) 28 (7) 0.7 (10) 0.6 (10)
Czechoslovakia - - 22 (8) 40 (5) -
Czech Republic - - - - 139 (1)
Slovakia - - - - 10.2 (2)
Egypt 3.5 (6) 44 (5) 34 (6) 16 (9) 57 (4)
Estonia - - - - 395.0 (0)
Greece 73 (3) 24 (8) 23 (8) 29 (1) 28 (7)
Hungary 29 (@) 3.8 (6) 1.0 (10) 78 (3) 3.3 (6)
Iran 204 (1) 6.1 (3) 6.8 (3) 3.6 (6) 8.9 (2
Israel 94 (2) 332 (0) 1017 (0) 130 (2) 3.8 (6)
Jordan 58 (4) 26 (7) 51 (4) 83 (2) 0.5 (10)
Latvia - - - - 353.2 (0)
Lithuania - - - - 357.8 (0)
Malta 23 (8) 30 (M) 3.1 (6) 0.7 (10) 1.2 (10)
Oman 60.5 (0) 245 (1) 4.7 (5) 14.0 (1) 57 4)
Poland 24 (8) 20 (9 374 (0) 1783 (0) 85 (2)
Portugal 52 (4) 3.4 (6) 25 (7) 34 (6) 43 (5)
Romania 0.4 (10) 28 (7) 48 (5) 6.0 (3) 847 (0)
Russia 1.1 (10) 1.8 (9) 14 (9) 27 (7) 228.7 (0)
Slovenia - - - - 58.3 (0)
Syria 12.2 (2) 3.8 (6) 53 (4) 3.2 (6) 3.2 (6)
Turkey 44 (B) 314 (1) 84 (2) 139 (1) 19.2 (1)
Ukraine - - - - 1682.7 (0)
ASIA
Bangladesh 315 (1) 144 (1) 30 (M) 21 (8) 28 (7)
China - 1.1 (10) 32 (6) 27 (7) 74 (3)
Fiji 9.0 (2) 57 (4) 3.9 (5) 20 (9) 29 (7)
Hong Kong 3.9 (5) 5.2 (4) 25 (7) 29 (1) 42 (5)
India 7.2 (3) 4.8 (5) 1.1 (10) 14 (9) 21 (9)
Indonesia 16.3 (1) 10.2 (2) 30 (M) 51 (4) 1.1 (10)
Malaysia 83 (2) 31 (6) 26 (7) 52 (4) 1.1 (10)
Nepal 113 (2) 54 (4) 22 (8) 19 (9) 41 (5)
Pakistan 86 (2) 16 (9) 23 (8) 24 (8) 24 (8)
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Table I-B: Annual Rate of Inflation (continued)

Standard Deviation of the Inflation Rate (percent)
(The rating of each country is in parenthesis)

ASIA 1971-75 1976-80 1981-85 1986-90 1991-95
Philippines 9.2 (2) 29 (M) 164 (1) 33 (6) 3.6 (6)
Singapore 4.7 (5) 3.7 (6) 27 () 28 () 0.6 (10)
South Korea 7.1 (3) 33 (6) 4.9 (5) 10.2 (2) 20 (9
Sri Lanka 8.1 (3) 36 (6) 6.2 (3) 47 (5) 1.1 (10)
Taiwan 126 (2) 43 (5) 4.8 (5) 1.3 (9) 0.4 (10)
Thailand 84 (2) 28 (7) 25 (8) 1.7 (9) 0.9 (10)
AFRICA

Algeria 17.3 (1) 57 (4) 4.2 (5) 9.5 (2) 115 (2)
Benin 57 (4) 3.0 (7) 6.8 (3) 24 (8) 129 (2)
Botswana 77 (3) 88 (2) 88 (2) 87 (2 39 (5)
Burundi 16.6 (1) 6.0 (3) 73 (3) 6.9 (3) 6.4 (3)
Cameroon 5.3 (4) 19 (9) 1.5 (9) 42 (5) 145 (1)
C African Rep 6.7 (3) 6.4 (3) 6.5 (3) 6.0 (3) 10.1  (2)
Chad 20 (9) 0.8 (10) 9.4 (2) 82 (3) 16.1 (1)
Congo Peoples Rep 0.9 (10) 7.2 (3) 11.0 (2) 145 (1) 0.4 (10)
Cote d' Ivoire 96 (2) 10.1  (2) 3.9 (5 3.0 (M) 106 (2)
Gabon 26.3 (1) 114 (2) 36 (6) 13.0 (2) 144 (1)
Ghana 8.7 (2) 16.9 (1) 38.2 (0) 48 (B) 219 (1)
Kenya 93 (2) 6.1 (3) 1.2 (10) 14 (9) 79 (3)
Madagascar 76 (3) 28 (7) 79 (3) 48 (5) 159 (1)
Malawi 55 (4) 59 4) 26 (7) 59 () 9.2 (2)
Mali 5.9 (4) 1.3 (10) 45 (5) 3.8 (5) 9.6 (2)
Mauritius 20.1 (1) 8.0 (3) 14 (9) 1.3 (9) 1.3 (9)
Morocco 84 (2) 45 (5) 0.9 (10) 26 (7) 0.9 (10)
Niger 166 (1) 33 (8) 57 (4) 53 (4) 147 1)
Nigeria 15.7 (1) 1.5 (9) 6.0 (3) 19.3 (1) 202 (1)
Rwanda 300 (1) 33 (6) 53 (4) 3.8 (6) 59 (4)
Senegal 54 (4) 25 () 1.7 (9) 27 M) 119 (2)
Sierra Leone 79 (3) 44 (5) 280 (1) 389 (0) 330 (0)
Somalia 48 (5) 358 (0) 187 (1) 675 (0) -
South Africa 48 (5) 51 (4) 1.9 (9) 0.9 (10) 1.7 (9)
Tanzania 58 (4) 57 (4) 59 (4) 9.5 (2) 74 (3)
Togo 16.8 (1) 112 (2) 50 4) 16 (9) 1.7 (9)
Tunisia 78 (3) 35 (6) 3.8 (6) 1.8 (9) 0.9 (10)
Uganda 1565 (1) 338 (0) 457 (0) 67.7 (0) 1.0 (1)
Zaire 40 (5) 258 (1) 251 (1) 280 (1) 8703.2 (0)
Zambia 121 (2) 46 (5) 126 (2) 233 (1) 495 (0)
Zimbabwe 27 (7) 27 (M) 55 (4) 57 (4) 71 (3)
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Source: The inflation rate for each year was obtained from the International Financial Statistics Yearbook: 1996
(and monthly updates). In a few cases where the data for the GDP deflator were unavailable, data from the Consumer
Price Index was used to derive the annual rate of inflation. The following conversion table divided the 1985 data into
eleven intervals of equal size.

Standard Dev.iation (%) Rating
of the Inflation Rate
0.000 — 1.29 10
1.30 — 2.11 9
2,12-—2.48 8
249 —3.04 7
3.05—3.80 6
3.81 —4.94 5
495 —5.94 4
595—8.19 3
8.20 —13.52 2
13.53 — 32.69 1
>32.70 0
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Table I-C: Freedom of Residents to Own Foreign Currencies Domestically
(Countries Where Citizens are Free to Own Foreign Currencies are Given
a Rating of 10; Countries that Restrict This Freedom are Given a Rating

of Zero.)
Is It Legal (without restrictions) for Citizens to
Own Foreign Money Domestically?
INDUSTRIAL 1975 1980 1985 1990 1995
COUNTRIES
United States Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
Canada Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
Australia Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
Japan Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
New Zealand No 0 No 0 No 0 Yes 10 Yes 10
Austria Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
Belgium Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
Denmark No 0 No 0 No 0 Yes 10 Yes 10
Finland Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
France No O No O No O Yes 10 Yes 10
Germany Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
Iceland No 0 No 0 No 0 Yes 10 Yes 10
ireland No 0 No 0 No 0 No 0 Yes 10
italy No 0 No 0 No 0 Yes 10 Yes 10
Netherlands Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
Norway No 0 No 0 No 0 Yes 10 Yes 10
Spain No 0 No 0 No 0 No 0 Yes 10
Sweden Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
Switzerland Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
United Kingdom No 0 No 0 Yes 10 Yes 10 Yes 10
CENTRAL/SOUTH AMERICA
Argentina Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
Bahamas No 0 No 0 No 0 No 0 No 0
Barbados No 0 No 0 No 0 No 0 No 0
Belize No 0 No 0 No 0 No 0
Bolivia Yes 10 Yes 10 No 0 Yes 10 Yes 10
Brazil No 0 No 0 No 0 No 0 No 0
Chile No 0 Yes 10 Yes 10 Yes 10 Yes 10
Colombia No 0 No 0 Yes 10 No 0 Yes 10
Costa Rica Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
Dominican Rep No 0 No 0 No 0 No 0 No 0
Ecuador Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
El Salvador No 0 No 0 No 0 No 0 Yes 10
Guatemala No 0 Yes 10 Yes 10 Yes 10 Yes 10
Haiti Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
Honduras Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
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Table I-C: Freedom to Own Foreign Money (continued)

Is It Legal (without restrictions) for Citizens to
Own Foreign Money Domestically?

CENTRAL/- 1975 1980 1985 1990 1995
S. AMERICA (con't)
Jamaica No 0 No 0 No 0 No 0 Yes 10
Mexico Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
Nicaragua Yes 10 Yes 10 No 0 No 0 No 0
Panama Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
Paraguay Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
Peru No 0 No 0 No 0 Yes 10 Yes 10
Trinidad/Tobago No 0 No 0 No 0 No 0 Yes 10
Uruguay Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
Venezuela Yes 10 Yes 10 Yes 10 Yes 10 No O
EUROPE/MIDDLE EAST
Albania No 0 No 0 No 0 No 0 Yes 10
Bahrain Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
Bulgaria No O No O No O No O Yes 10
Croatia Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
Cyprus No 0 No 0 No 0 No 0 No 0
Czechoslovakia No O No 0 No 0 No 0 -

Czech Rep - - - - Yes 10

Slovakia - - - - Yes 10
Egypt No 0 Yes 10 Yes 10 Yes 10 Yes 10
Estonia No 0 No 0 No 0 Yes 10 Yes 10
Greece Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
Hungary No 0 No 0 No 0 No 0 Yes 10
Iran Yes 10 Yes 10 Yes 10 Yes 10 No 0
Israel Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
Jordan No 0 Yes 10 Yes 10 No 0 No 0
Latvia No 0 No 0 No 0 Yes 10 Yes 10
Lithuania No 0 No 0 No 0 Yes 10 Yes 10
Malta - - No 0 No 0 Yes 10
Oman Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
Poland Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
Portugal No 0 No 0 No 0 No 0 Yes 10
Romania No 0 No 0 No 0 Yes 10 Yes 10
Russia No 0 No 0 No 0 No 0 Yes 10
Slovenia Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
Syria Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
Turkey No 0 No 0 No 0 Yes 10 Yes 10
Ukraine No 0 No 0 No o Yes 10 Yes 10
ASIA
Bangladesh No 0 No 0 No 0 No 0 No 0
China No 0 No 0 No 0 Yes 10 Yes 10
Fiji No 0 No 0 No 0 No 0 No 0@
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Table I-C: Freedom to Own Foreign Money (continued)

Is It Legal (without restrictions) for Citizens to
Own Foreign Money Domestically?

1975 1980 1985 1990 1995

ASIA (cont.)

Hong Kong Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
India No 0 No 0 No 0 No 0 No 0
Indonesia Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
Malaysia No 0 Yes 10 Yes 10 Yes 10 Yes 10
Nepal No 0 No 0 No 0 No 0 No 0
Pakistan No 0 No 0 No 0 Yes 10 Yes 10
Philippines No 0 No 0 No 0 No 0 Yes 10
Singapore No 0 No O Yes 10 Yes 10 Yes 10
South Korea No 0 No 0 No 0 No 0 Yes 10
Sri Lanka No 0 No 0 No 0 No 0 No 0
Taiwan Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
Thailand No 0 No 0 No 0 Yes 10 Yes 10
AFRICA

Algeria No 0 No 0 No 0 No 0 No 0
Benin No 0 No 0 No 0 No 0 No 0
Botswana No 0 No 0 No 0 No 0 Yes 10
Burundi - No 0] No 0 No 0 No 0
Cameroon No 0 No 0 No 0 No 0 No 0
C African Rep No 0 No 0 No 0 No 0 No 0
Chad No 0 No 0 No 0 No 0 No 0
Congo Peoples Rep No 0 No 0 No 0 No 0 No 0
Cote d' lvoire No 0 No 0 No 0 No 0 No 0
Gabon No 0 No 0 No 0 No 0 No 0
Ghana No 0 No 0 No 0 No 0 No 0
Kenya No 0 No 0 No 0 No 0 Yes 10
Madagascar No 0 No 0 No 0 No 0
Malawi No 0 No 0 No 0 No 0 No 0
Mali No 0 No 0 No 0 No 0 No 0
Mauritius No 0 No 0 No 0 No 0 Yes 10
Morocco No 0 No 0 No 0 No 0 No 0
Niger No 0 No 0 No 0] No 0 No t]
Nigeria No 0 No 0 No 0 No 0 No 0
Rwanda - No 0 No 0 No 0 Yes 10
Senegal No 0 No 0 No 0 No 0 No 0
Sierra Leone No 0 No 0 No 0 No 0 Yes 10
Somalia No 0 No 0 No 0 No 0 No 0
South Africa No 0 No 0 No 0 No 0 No 0
Tanzania No 0 No 0 No 0 No 0 Yes 10
Togo No 0 No O No O No O No O
Tunisia No 0 No 0 No 0 No 0 No 0
Uganda No 0 No 0 No 0 No 0 No 0
Zaire No 0 No 0 No 0 No 0 No 0
Zambia No 0 No 0 No 0 No 0 No 0
Zimbabwe No 0 No 0 No 0 No 0 No 0
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2 Beginning January 1, 1996 residents of Fiji were allowed to open foreign currency accounts with domestic banks.

Source: International Currency Analysis, World Currency Yearbook, (various issues) and International Monetary
Fund, Exchange Arrangements and Exchange Restrictions: Annual Report 1996.
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Table I-D: Freedom of Citizens to Maintain Bank Balances Abroad

(Countries That Permit Their Citizens to Maintain Bank Balances Abroad
Are Given a Rating of 10; Those That Restrict This Freedom are Given a

Rating of Zero.)

Is It Legal (without restrictions) for Citizens to

Maintain Bank Balances Abroad?

INDUSTRIAL 1975 1980 1985 1990 1995
COUNTRIES
United States Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
Canada Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
Australia Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
Japan No 0 No 0 No 0 Yes 10 Yes 10
New Zealand No 0 No 0 No 0 Yes 10 Yes 10
Austria No 0 No 0 No 0 Yes 10 Yes 10
Belgium Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
Denmark No 0 No 0 No 0 Yes 10 Yes 10
Finland No 0 No 0 No 0 Yes 10 Yes 10
France No 0 No 0 No 0 Yes 10 Yes 10
Germany Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
iceland No 0 No 0 No 0 Yes 10 Yes 10
ireland No 0 No 0 No 0 No 0 Yes 10
italy No 0 No 0 No 0 Yes 10 Yes 10
Netherlands Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
Norway No 0 No 0 No 0 Yes 10 Yes 10
Spain No 0 No 0 No 0 No 0 Yes 10
Sweden No 0 No 0 No 0 No 0 Yes 10
Switzerland Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
United Kingdom No 0 No 0 Yes 10 Yes 10 Yes 10
CENTRAL/SOUTH AMERICA
Argentina Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
Bahamas No 0 No 0 No 0 No 0 No 0
Barbados No 0 No 0 No 0 No 0 No 0
Belize - No 0 No 0 No 0 No 0
Bolivia Yes 10 Yes 10 No 0 Yes 10 Yes 10
Brazil No 0 No 0 No 0 No 0 No 0
Chile No 0 No 0 Yes 10 Yes 10 Yes 10
Colombia No 0 No 0 No 0 No 0 Yes 10
Costa Rica Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
Dominican Rep No 0 Yes 10 Yes 10 No 0 No 0
Ecuador Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
El Salvador No 0 No 0 No 0 No 0 Yes 10
Guatemala Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
Haiti No 0 Yes 10 Yes 10 Yes 10 Yes 10
Honduras Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
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Table I-D: Freedom to Maintain Bank Balances (continued)

Is It Legal (without restrictions) for Citizens to
Maintain Bank Balances Abroad?

CENTRAL/- 1975 1980 1985 1990 1995
S. AMERICA (con't)
Jamaica No 0 No 0 No 0 No 0 Yes 10
Mexico Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
Nicaragua Yes 10 Yes 10 No 0 No 0 No 0
Panama Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
Paraguay Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
Peru No 0 No 0 No 0 No 0 Yes 10
Trinidad/Tobago No 0 No 0 No 0 No 0 Yes 10
Uruguay Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
Venezuela Yes 10 Yes 10 Yes 10 Yes 10 No O
EUROPE/MIDDLE EAST
Albania No 0 No 0 No 0 No 0 No 0
Bahrain Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
Bulgaria No 0 No 0] No 0 No 0 Yes 10
Croatia No 0 No 0 No 0 No 0] No 0
Cyprus No 0 No 0 No 0 No 0 No 0
Czechoslovakia No 0 No 0 No 0 No 0 -

Czech Rep - - - - Yes 10

Slovakia - - - - Yes 10
Egypt No 0 Yes 10 Yes 10 Yes 10 Yes 10
Estonia No 0 No 0 No 0 No 0 Yes 10
Greece No 0 No 0 No 0 No 0 No 0
Hungary No 0 No 0 No 0 No 0 No 0
Iran No 0 Yes 10 Yes 10 Yes 10 No 0
israel No 0 No 0 No 0 No 0 No 0
Jordan No 0 No 0 No 0 No 0 No 0
Latvia No 0 No 0 No 0 No 0 Yes 10
Lithuania No 0 No 0 No 0 No 0 Yes 10
Malta - - No 0 No 0 No 0
Oman Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
Poland No O No O No O Yes 10 Yes 10
Portugal No 0 No 0 No 0 No 0 Yes 10
Romania No 0 No 0 No 0 No 0 No 0
Russia No 0 No 0 No 0 No 0 Yes 10
Slovenia No 0 No 0 No 0 No 0 No 0
Syria Yes 10 Yes 10 Yes 10 No 0 No 0
Turkey No 0 No 0 No 0 Yes 10 Yes 10
Ukraine No 0 No 0 No 0 No 0 No 0
ASIA
Bangladesh No 0 No 0 No 0 No 0 No 0
China No 0 No 0 No 0 No 0 No 0
Fiji No 0 No O No O No 0 No 0
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Table I-D: Freedom to Maintain Bank Balances (continued)

Is It Legal (without restrictions) for Citizens to
Maintain Bank Balances Abroad?

COUNTRY 1975 1980 1985 1990 1995
ASIA (cont.)
Hong Kong Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
India No 0 No 0 No 0 No 0 No 0]
Indonesia Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
Malaysia Yes 10 Yes 10 No 0 Yes 10 Yes 10
Nepal No 0 No 0 No 0 No 0 No 0
Pakistan No 0 No 0 No 0 No 0 No 0
Philippines No 0 No 0 No 0 No 0 Yes 10
Singapore No 0 No 0 No 0 Yes 10 Yes 10
South Korea No 0 No 0 No 0 No 0] Yes 10
Sri Lanka No 0 No 0 No 0 No 0 No 0
Taiwan Yes 10 Yes 10 Yes 10 Yes 10 Yes 10
Thailand No 0 No 0 No 0 No 0 Yes 10
AFRICA
Algeria No 0 No 0 No 0 No 0 No 0
Benin No 0 No 0 No 0 No 0 No 0
Botswana No 0 No 0 No 0 No 0 No 0
Burundi - - No 0 No 0 No 0
Cameroon No 0 No 0 No 0 No 0 No 0
C African Rep No 0 No 0 No 0 No 0 No 0
Chad No 0 No 0 No 0 No 0 No 0
Congo Peoples Rep No 0 No 0 No 0 No 0] No 0
Cote d' ivoire No 0 No 0 No 0 No 0 No 0
Gabon No 0 No 0 No 0 No 0 No 0
Ghana No 0 No 0 No 0 No 0 No 0
Kenya No o No o No 0 No 0 No 0
Madagascar No 0 No 0 No 0 No 0 No 0
Malawi No 0 No 0 No 0 No 0 No 0
Mali No 0 No 0 No 0 No 0 No 0
Mauritius No 0 No 0 No 0 No 0 Yes 10
Morocco No 0 No 0 No 0 No 0 No 0
Niger No 0 No O No O No O No O
Nigeria No 0 No 0 No 0 No 0 No 0
Rwanda No 0 No 0 No 0 No 0 No 0
Senegal No 0 No 0 No 0 No 0 No 0
Sierra Leone No 0 No 0 No 0 No 0 No 0
Somalia No 0 No 0 No 0 No 0 No 0
South Africa No 0 No 0 No 0 No 0 No 0
Tanzania No 0 No 0 No 0 No 0 No 0
Togo No 0 No 0 No 0 No 0 No 0
Tunisia No 0 No 0 No 0 No 0 No 0
Uganda No 0 No 0 No 0 No 0 No 0
Zaire No 0 No 0 No 0 No 0 No 0
Zambia No 0 No 0 No 0 No 0 No 0
Zimbabwe No 0 No 0 No 0 No 0 No 0
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Source: International Currency Analysis, World Currency Yearbook, (various issues) and International Monetary
Fund, Exchange Arrangements and Exchange Restrictions: Annual Report 1996.
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Table lI-A: General Government Consumption Expenditures As A
Percent of Total Consumption

Government Consumption As A Percent of Total Consumption
(The rating of each country is in parenthesis)

INDUSTRIAL 1975 1980 1985 1990 1995
COUNTRIES
United States 226 (3) 213 (4) 211 (4) 203 (4) 1838 (5
Canada 256 (2) 258 (2) 260 (1) 256 (2) 245 (2)
Australia 23.0 (3) 234 (3) 239 (3) 221 (4) 219 (4)
Japan 149 (7) 143 (7) 140 (8) 137 (8) 139 (8)
New Zealand 197 (8) 223 (3) 211 (4 216 (4) 188 (5)
Austria 235 (3) 244 (2) 247 (2) 243 (2) 255 (2)
Belgium 212 (4 220 @4) 207 (4) 188 (B) 19.2 (5
Denmark 307 (0) 323 (0) 316 (0) 328 (0) 318 (0)
Finland 236 () 250 (2) 269 (1) 285 (1) 283 (1)
France 220 (4) 236 (3) 241 (2) 231 (3) 246 (2)
Germany 265 (1) 263 (1) 261 (1) 252 (2) 255 (2)
Iceland 220 (4) 228 (3) 219 (4) 244 (2) 256 (2)
Ireland 212 (4) 219 (4) 223 (3) 206 (4 223 (3)a
ltaly 185 (B) 194 (5) 211 4) 221 (4) 216 @) a
Netherlands 223 (3) 221 (3) 20.9 (4) 19.8 (5) 19.0 (5)
Norway 270 (1) 283 (1) 274 (1) 293 (1) 296 (1)
Spain 139 (8) 16.7 (6) 18.7 () 199 (5) 209 @)
Sweden 317 (0) 363 (0) 353 (0) 350 (0 331 (0)
Switzerland 170 (6) 16.7 (6) 177 (6) 191 (5) 194 (5)
United Kingdom 270 (1) 267 (1) 259 (2) 246 (2) 250 (2
CENTRAL/SOUTH AMERICA
Argentina 17.8 (6) 16.5 (6) 13.0 (8) 4.7 (10) -
Bahamas 176 (6) 169 (6) 165 (6) 156 (7) 165 (6)c
Barbados 183 (B) 216 (4) 234 (3) 227 () 242 (2)a
Belize 164 (6) 193 (5) 231 (3) 202 (5 19.7 (5)
Bolivia 15.1 (7) 174 (6) 146 (7) 155 (7) 155 (7)
Brazil 13.8 (8) 11.7 (9) 131 (8) 201 (5) 197 (B a
Chile 184 (5) 157 (7) 167 (6) 133 (8) 124 (9)
Colombia 110 (9) 126 (9) 134 (8) 136 (8) 284 (1)a
Costa Rica 175 (6) 218 (4) 208 (4) 228 (3) 222 (3)
Dominican Republic 8.2 (10) 9.0 (10) 8.1 (10) 6.9 (10) 9.0 (10)
Ecuador 182 (5) 196 (5) 151 (7) 112 (9) 159 (@)
El Salvador 13.5 (8) 163 (6) 160 (7) 114 (9) 8.1 (10)
Guatemala 8.0 (10) 9.2 (10) 7.8 (10) 7.5 (10) 6.5 (10) a
Haiti 9.7 (10) 11.0 (9) 127 (8) 8.8 (10) -
Honduras 137 (8) 153 (7) 148 (7) 158 (7) 118 (9)
Jamaica 217 (4) 240 (2) 182 (5) 168 (6) 164 (6)a
Mexico 115 (9) 134 (8) 125 (9) 106 (9) 134 (8)
Nicaragua 10.5 (9) 193 (5) 426 (0) 329 (0) 137 (8)
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Table II-A: (continued)

Government Consumption As A Percent of Total Consumption
(The rating of each country is in parenthesis)

CENTRAL/- 1975 1980 1985 1990 1995
SOUTH AMERICA (con't)
Panama 254 (2) 256 (2) 243 (2) 218 (4) 203 @4)a
Paraguay 7.7 (10) 74 (10) 6.9 (10) 7.7 (10) 7.7 (10)
Peru 143 (7) 153 (7) 12.7 (8) 7.6 (10) 10.3 (10)
Trinidad & Tobago 224 (3) 208 (4) 295 (1) 230 (3 211 @ a
Uruguay 16.6 (6) 141 (7) 174 (6) 16.8 (6) 147 (7)
Venezuela 19.0 (5) 17.7 (6) 145 (7) 119 (9) 7.8 (10)
EUROPE/MIDDLE EAST
Albania - - - 291 (1) 220 (5)
Bahrain - 290 (1) 410 (©0) 419 (0) 455 (0)a
Bulgaria - 9.3 (10) 124 (9) 233 (3) 19.0 (5) a
Croatia - - - - 31.8 (0)
Cyprus 17.7 (6) 16.9 (6) 181 (5) 224 (3) 212 (4)
Czechoslovakia 266 (1) 273 (1) 301 (1) 299 (1) -
Czech Republic - - - - 259 (2)
Slovakia - - - - 276 (1) a
Egypt 284 (1) 185 (5) 20.2 (5) 123  (9) 126 (8)
Estonia - - - - 291 (1)
Greece 183 (5) 213 (4) 23.7 (3) 17.5 (6) 159 (7)
Hungary 15.0 (7) 144 (7) 13.9 (8) 14.7 (7) 148 (7)a
Iran 365 (0) 283 (1) 19.6 (5) 147 (7) 176 (6)
Israel 423 (0) 432 (0) 387 (0) 329 (0 321 (0)
Jordan 296 (1) 285 (1) 228 (3) 216 4) 272 (1)
Latvia - - - - 26.3 (1)
Lithuania - - - - 146 (7)
Malta 204 (4) 200 (5) 202 (5) 219 (4 249 (2)b
Oman 666 (0) 475 (0) 454 (0) 58.8 (0) 43.0 (0)
Poland 156 (7) 12.0 (9) 255 (2) 287 (1) 226 (@3)a
Portugal 17.0 (6) 17.8 (6) 186 () 210 4) 221 @) a
Romania - 8.0 (10) 6.5 (10) 17.9 (6) 181 (5) a
Russia 315 (0 297 (1) 310 (0) 314 (0) 317 (0)
Slovenia - - - 259 (2 2711 (1) a
Syria 241 (2) 258 (2) 26.8 (1) 17.0 (6) 170 (6) a
Turkey 145 (7) 146 (7) 10.5 (9) 13.8 (8) 150 (7)a
Ukraine - 242 (2) 250 (2) 233 (3) 134 (8)a
ASIA
Bangladesh 3.5 (10) 6.5 (10) 7.5 (10) 144 (7) 15.0 (7)
China - - - - 230 (3)a
Fiji 15.0 (7) 218 (4) 236 (3) 196 () 233 @)b
Hong Kong 10.0 (10) 9.5 (10) 106 (9) 11.7 (9) 128 (8)
India 11.8 (9) 116 (9) 14.0 (7) 15.2 (7) 151 (7) a
Indonesia 122 (9) 16.8 (6) 16.0 (7) 142 (7) 132 (8)
Malaysia 239 (3) 246 (2) 227 (3) 210 (4) 206 @) a
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Table li-A: (continued)

Government Consumption As A Percent of Total Consumption
(The rating of each country is in parenthesis)

1975 1980 1985 1990 1995
ASIA
Nepal 8.4 (10) 7.5 (10) 117 (9 126 (9) 104 (9 a
Pakistan 112 (9) 108 (9) 130 (8) 175 () 13.2 (8)
Philippines 143 (7) 120 (9) 9.2 (10) 124 (9) 13.2 (8)
Singapore 15.0 (7) 15.6 (7) 238 (3) 191 (5) 17.2 (6)
South Korea 135 (8) 15.2 (7) 145 (7) 159 (7) 164 (6)
Sri Lanka 10.2 (10) 9.6 (10) 114 (99 1.2 (9) 124 (9)a
Taiwan 217 (4) 236 (3) 240 (3) 239 (3) 203 (4)
Thailand 13.3 (8) 159 (7) 182 (5) 142 (7) 151 (7)
AFRICA
Algeria 202 (5) 242 (2) 247 (2) 227 (3) 242 (2)a
Benin 9.4 (10) 8.2 (10) 155 (7) 140 (8) 13.0 (8)
Botswana 240 (3) 267 (1) 361 (0) 305 (0 419 (0)a
Burundi 147 (7) 164 (6) 172 (6) 190 (5) 17.8 (6)
Cameroon 131 (8) 104 (9) 140 (8 145 (7) 151 (7)
Central African Rep 163 (6) 138 (8) 13.8 (8) 93 (10) 16.1 (6)a
Chad 271 (1) 26.0 (1) 140 (8 186 (5) 155 (7)a
Congo Peoples Rep 203 (4 273 (1) 239 (3) 264 (1) 299 (M) a
Cote d'lvoire 220 4 212 (4) 188 (B) 2214 @) 156 (7)
Gabon 342 (0) 336 (0) 387 (0) 288 (1) 265 (1)a
Ghana 151 (7)) 11.7 (9) 102 (10) 116 (9) 13.0 (8)a
Kenya 212 (4) 242 (2) 233 (3) 231 (3) 178 (6)
Madagascar 11.2 (9) 119 (9) 9.9 (10) 6.7 (10) 6.8 (10)
Malawi 170 (6) 216 (4) 203 (4) 168 (6) 21.0 (4)
Mali 9.8 (10) 10.2 (10) 111 (9) 143 (7) 143 (7)
Mauritius 15.2 (7) 15.7 (7) 147 (7) 152 (7) 158 (7)
Morocco 190 () 213 ) 194 (5) 191 (5) 214 (4)
Niger 111 (9) 133 (8) 160 (7) 157 (7) 172 (B)a
Nigeria 137 (8) 138 (8) 120 (9) 7.3 (10) 4.1 (10)
Rwanda 176 (6) 13.0 (8) 123 (9) 16,0 (7) 18.4 (5)
Senegal 174 (6) 219 (4) 166 (6) 159 (7) 8.7 (10)
Sierra Leone 11.8 (9) 8.4 (10) 8.0 (10) 73 (10) 105 (9)
Somalia 221 (4) 138 (8) 13.9 (8) - -
South Africa 197 (6) 222 (3) 245 (2) 261 (1) 252 (2
Tanzania 189 (5) 145 (7) 166 (6) 118 (9) 7.9 (10) a
Togo 16.7 (6) 18.9 (5) 160 (7) 162 (6) 13.2 (8)
Tunisia 190 (5) 19.0 (5) 208 (4 203 (4) 205 @)
Uganda - - 125 (9) 88 (10) 10.2 (10)a
Zaire 13.3 (8) 9.3 (10) 9.0 (10) 139 (8) 16.2 (6)b
Zambia 340 (0) 316 (0) 282 (1) 231 (3) 17.7 (6)
Zimbabwe 171 (6) 234 (3) 272 (1) 283 (1) 229 (3)a
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3 Based on 1994 data.
b Based on 1993 data.
¢ Based on 1992 data.

Source: Total consumption is equal to private consumption plus government consumption. The data were derived
from International Monetary Fund, International Financial Statistics: 1996 (and monthly updates). The base year for

the rating of each country was 1985. The following conversion table divided the 1985 data into eleven intervals of
equal size.

General Government
Consumption as a Percent Rating
of Total Consumption
<10.330 10
10.300 — 12.597 9
12.597 — 14.035 8
14.035 — 16.000 7
16.000 — 17.904 6
17.904 — 20.220 5
20.220 — 22.109 4
22.109 — 24.009 3
24.009 — 25.929 2
25.929 — 30.228 1
>30.228 0
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Table II-B: The Role of Government Enterprises in the Economy

Size of Government Enterprises As A Share of Economy
(A higher rating indicates that government enterprises play a less significant role.)

INDUSTRIAL 1975 1980 1985 1990 1995
COUNTRIES

United States (8) (8) (8) (8) (8)
Canada (6) (6) (6) (6) (6)
Australia (6) (6) (6) (6) (6)
Japan (8) (8) (8) (8) (8)
New Zealand 4) (4) (4) (6) (8)
Austria () ) () 2) (2)
Belgium (6) (6) (6) (6) (6)
Denmark 4) (4) 4) 4) 4)
Finland (6) (6) (6) (6) (6)
France (2 (2) 4) 4) (6)
Germany (6) (6) (6) (6) (6)
Iceland 4) 4) 4) 4) 4)
ireland 4) 4) 4 4) 4)
Italy 2) (2) (2 (2) 2)
Netherlands (6) (6) (6) (6) (6)
Norway () 2) (2) (2) )
Spain 4) 4) 4) 4) 4)
Sweden “) 4) 4) (4) (4)
Switzerland (8) (8) (8) (8) (8)
United Kingdom 4) 4) (6) (6) (6)
CENTRAL/SOUTH AMERICA

Argentina (6) (6) (6) (8) (8)
Bahamas (6) 4) () (2) (6)
Barbados (4) 4) 4) 4) “)
Belize (8) 8) (8) (8) (8)
Bolivia (4) (4) 4) “) 4)
Brazil 4) 4) 2 (2) 4)
Chile ) 4) (6) (6) (8)
Colombia (6) 4) 4) 4) (6)
Costa Rica (6) (6) (6) (8) (8)
Dominican Rep (6) (6) (6) 6) (6)
Ecuador (6) (6) (4) 4) “)
El Salvador 4) 4) (6) (8) 8)
Guatemala (8) (8) (8) (8) (8)
Haiti (6) (6) (6) (6) 4)
Honduras (6) (6) (6) (6) (6)
Jamaica (2) (2) 2) 4) 4)
Mexico ) 2) (2) 4) (6)
Nicaragua (6) (6) 0) (0) (2
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Table |I-B: (continued)

Size of Government Enterprises As A Share of Economy
(A higher rating indicates that government enterprises play a less significant role.)

CENTRAL/- 1975 1980 1985 1990 1995
S. AMERICA (cont)
Panama (6) (6) “) 4 4)
Paraguay (6) 6) (6) (6) (6)
Peru (6) 4) 4) (6) (®)
Trinidad/Tobago @) (4) ) 2 )
Uruguay (6) (6) (6) (6) (6)
Venezuela (6) 4) (4) 2) 2)
EUROPE/MIDDLE EAST
Albania (0) (0) (0) © (0)
Bahrain 2) 2) (2) (2 2
Bulgaria (0) 0) (0) (0) (0)
Croatia - - - - (0)
Cyprus (6) (6) (6) (6) (6)
Czechoslovakia (0) (0) 0) (0) -
Czech Republic - - - - 4)
Slovakia - - - - 4)
Egypt (0) (0) (0) (0) (0)
Estonia - - - - (2)
Greece (V3) 2 (2) V3 (2)
Hungary (0) (0) (0) (0) ()
Iran 4) (2) 2 (2) 2
Israel 2) 2 2) (2) (2
Jordan (6) (6) (6) (6) (6)
Latvia - - - - (0)
Lithuania - - - - (0)
Malta 4) 4) 4) 4) 4)
Oman 2 2 2 (2 (2
Poland 0) 0) 0) 0) (2)
Portugal 2) (2) 2 2) (2)
Romania (0) (0) (0) (0) 0)
Russia (0) (0) 0) (0) (0)
Slovenia - - - - (2)
Syria (6) 4) (2) 2) (2)
Turkey (4) 4) 4) 4 )
Ukraine - - - - (0)
ASIA
Bangladesh (6) (6) (6) (6) (6)
China (0) (0) (0) (0) (0)
Fiji (6) (6) (6) (6) (6)
Hong Kong (10) (10) (10) (10) (10)
India (0) (0) (0) (0) )
Indonesia (4) (2) 2) (2) 2)
Malaysia (6) (4) 4) (6) (6)
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Table II-B: {continued)

Size of Government Enterprises As A Share of Economy
(A higher rating indicates that government enterprises play a less significant role.)
1975 1980 1985 1990 1995

ASIA

Nepal (2) ) (2) 2 2
Pakistan (2) (2) (2) 4) 4)
Philippines 4) 4) (4) (6) (6)
Singapore (8) ®) @ - (8 (8)
South Korea (6) (6) (6) (6) (6)
Sri Lanka () (2) (2 4) 4)
Taiwan (4) 4) 4) (6) (6)
Thailand (6) (6) (6) (6) (6)
AFRICA

Algeria (0) (0) (0) (0) (0)
Benin 4) 4) 4) 4) 4)
Botswana (8) (8) (8) (6) (6)
Burundi (2) (2) 2) (2) 2)
Cameroon (4) 4) (4) 4) 4)
C African Rep (6) (6) (6) (6) 6)
Chad 4) 4) 4) 4) 4)
Congo Rep (0) (0) (0) (0) (0)
Cote d' Ivoire 4) 4) ) 4) 4)
Gabon (6) (6) (6) (6) (6)
Ghana 0) (0) (0) (2 (2)
Kenya 4) 4) 4) 4) (4)
Madagascar (6) (6) (6) (6) (6)
Malawi 4) 4) 4) 4) 4)
Mali (4) 4) (4) (4) (4)
Mauritius (6) (6) (6) (6) (6)
Morocco 4) 4) (2) (2) (2
Niger (4) 4) 4) (6) (6)
Nigeria (4) () 2 (2) 2)
Rwanda (6) (6) (6) (6) (6)
Senegal 4) ) 4) (6) (6)
Sierra Leone (6) (6) (6) (6) (6)
Somalia (4) 4) (4) (4) 4)
South Africa (4) 4) 4) (4) )
Tanzania () (2) (0) ) (0)
Togo (4) 4) 4) 4) 4)
Tunisia (0) (0) (0) 2) 2
Uganda () 2) 2) (2) (2)
Zaire 2) 2) 2 (2) (2)
Zambia (0) (0) (0) 0) (0)
Zimbabwe 4) 4) 4) ) 4
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Source and Explanation of Ratings: The rating for each country was designed to reflect the following.

Role of Government Enterprises in Country Rating
There are very few state-operated enterprises (SOEs) and they produce less then 1 percent of the 10
country’s total output.
There are very few SOEs other than power-generating plants and those operating in industries 8

where economies of scale generally reduce the effectiveness of competition.

SOEs are generally present in power generating, transportation (airlines, railroads, and bus lines), 6
communications (television and radio stations, telephone companies, and post offices) and the de-
velopment of energy sources, but private enterprises dominates other sectors of the economy.
SOEs account for less than 10% of non-agricultural output and employment.

There are a substantial number of SOEs in many sectors of the economy, including the manufac- 4
turing sector. Most of the large enterprises of the economy are operated by the government; private
enterprises are generally small. Employment and output in the SOEs generally comprises between
10 and 20 percent of the total non- agricultural employment and output.

Numerous SOE:s of all sizes are present and they operate in many sectors of the economy, includ- 2
ing manufacturing and retail sales. Employment and output in the SOEs generally comprises be-
tween 20 and 30 percent of the total non-agricultural employment and output.

The economy is dominated by SOEs. Employment and output in the SOEs generally exceeds 30 0
percent of the total non-agricultural employment and output.

Data on the number of government enterprises and the activities of these enterprises from the International Monetary
Fund, Government Finance Statistics Yearbook, (various issues) and World Bank Policy Research Report, Bureau-
crats in Business (World Bank, 1995) were used to assist with the determination of the rating for each country. In
addition, the following publications were helpful in determining the proper classification for various countries: V.V.
Ramanadham, ed., Privatization in Developing Countries, London: Routledge, 1989; Rexford A. Ahene and Bernard
S. Katz, eds., Privatization and Investment in Sub-Saharan Africa, New York: Praeger, 1992; Manuel Sanchez and
Rossana Corona, eds., Privatization in Latin America, Washington, D.C.: Inter-American Development Bank, 1993;
Iliya Harik and Denis J. Sullivan, eds., Privatization and Liberalization in the Middle East, Bloomington, IN: Indiana
University Press, 1992; OECD Economic Surveys, Italy; Organization for Economic Co-Operation and Develop-
ment, January 1994; John R. Nellis, “Public Enterprises in Sub-Saharan Africa,” World Bank Discussion Paper, no.
1 (Washington, DC: November, 1986); Bos Dieter, Public Enterprise Economics, New York: North Holland, 1989;
and Raymond Vernon, editor, The Promise of Privatization: A Challenge for American Foreign Policy, New York:
Council on Foreign Relations, 1988.
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Table lI-C: The Extent Countries Imposed Price Controls on Various Goods

and Services, (1990 and 1995)

Rating

(Ten indicates little or no use

INDUSTRIAL
COUNTRIES

of price controls)
1990

1995

United States
Canada
Australia
Japan

New Zealand

8

9

~

Austria
Belgium
Denmark
Finland
France

Germany
Iceland
Ireland

ltaly
Netherlands

Norway

Spain

Sweden
Switzerland
United Kingdom

CENTRAL/S. AMERICA

0O ~NOOO NN N OO N Voo OO

O OO WM NN O © O O O, o O N

Argentina
Bahamas
Barbados
Belize
Bolivia

Brazil

Chile

Colombia

Costa Rica
Dominican Republic

Rating

(Ten indicates little or no use

CENTRAL/-
S. AMERICA (con't)

of price controls)
1990

1995

Peru
Trinidad/Tobago
Uruguay
Venezuela

EUROPE/MIDDLE EAST

2

b b

6

[ o> I -

Albania
Bahrain
Bulgaria
Croatia
Cyprus

NN B~ D

Czechoslovakia
Czech Rep
Slovakia

Egypt
Estonia

o0 OO A~ O

Greece
Hungary
Iran
Israel
Jordan

Latvia
Lithuania
Malta
Oman
Poland

Portugal
Romania
Russia
Slovenia
Syria

O O KN A OOCOCINDNODNOO®OION

Ecuador

El Salvador
Guatemala
Haiti
Honduras

Old 00000 O[O0 O O O

Jamaica
Mexico
Nicaragua
Panama
Paraguay

A NDO O SN

D AN BRBMOOOTNNOIOD O RN A ®

Turkey
Ukraine

ASIA

(=2

N Oojlooo v oA NBREOOOINOONNOON PO

Bangladesh
China

Fiji

Hong Kong
India

Indonesia
Malaysia
Nepal
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Table 1I-C: (continued)

Rating

(Ten indicates little or no use
of price controls)

Rating

(Ten indicates little or no use

of price controls)

ASIA (cont.) 1990 1995 AFRICA (cont) 1990 1995
Pakistan - 4 Kenya 2 4
Philippines 2 4 Madagascar 4 4
Singapore 8 8 Malawi 2 2
South Korea 3 3 Mali 2 4
Sri Lanka 4 4 Mauritius 4 4
Taiwan 6 6 Morocco 0 4
Thailand 4 4 Niger 2 2
Nigeria 4 0
AFRICA Rwanda - -
Algeria 2 2 Senegal 4 4
Benin 2 Sierra Leone 2 2
Botswana 6 6 Somalia 0
Burundi 2 2 South Africa 4 6
Cameroon 2 2 Tanzania 0 4
C African Rep 2 2 Togo 2 2
Chad 2 2 Tunisia 4 6
Congo Peoples Rep 0 0 Uganda 2 4
Cote d' Ivoire 2 4 Zaire 2 2
Gabon - 4 Zambia 0 2
Ghana 0 6 Zimbabwe 2 4

Source: The foundation for these ratings was provided by the data of the World Economic Forum, The World Com-
petitiveness Report, (1990 and 1996) and Price Waterhouse, Doing Business Series. The World Competitiveness Re-
port contains survey data indicating the “extent to which companies can set their prices freely: 0 = not at all, to 100
= very much so.” In the 1996 survey, 46 countries were rated. These data were the most comprehensive quantifiable
indicators of the presence or absence of price controls which we could find. The following table indicates the rela-

tionship between the World Economic Forum survey data and our 0 to 10 rating system.

Percent Indicating Companies Rating
Can Set Prices Freely

more than 90% 10
85—90 9
80 — 85 8
75 — 80 7
70— 175 6
65—170 5
60 — 65 4
55— 60 3
50—55 2
45 —50 1

less than 40% 0
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The Price Waterhouse booklet provided a verbal description on the general presence or absence of price controls
which helped us classify other countries. In some instances, this information was supplemented with similar infor-
mation which was available from country sources. These descriptive data were used to classify countries and place

them into the following categories.

General Characteristics of Country Rating
No price controls or marketing boards are present. 10
Except in industries (e.g., electric power generation) where economics of scale may reduce the effective- 8
ness of competition, prices are generally determined by market forces.
Price controls are often applied in energy markets; marketing boards often influence prices of agricultural 6
products; controls are also present in a few other areas, but most prices are determined by market forces.
Price controls are levied on energy, agricultural, and many stable products (e. g. food products, clothing 4
and housing) that are widely purchased by households; but most other prices are set by market forces.
Price controls apply to a significant number of products in both agricultural and manufacturing industries. 2
There is widespread use of price controls throughout the economy. 0
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Table 1I-D: Freedom of Businesses and Cooperatives to Compete in
the Marketplace

Are Businesses and Cooperatives Free to Compete?
(1994-95 Rating--the Higher the Rating the Greater the Freedom to Compete)

INDUSTRIAL CENTRAL/-
COUNTRIES S. AMERICA (con't)
United States 10.0 Paraguay 75
Canada 7.5 Peru 7.5
Australia 10.0 Trinidad/Tobago 7.5
Japan 7.5 Uruguay 7.5
New Zealand 10.0 Venezuela 7.5
Austria 75
Belgium 7.5 EUROPE/MIDDLE EAST
Denmark 10.0 Albania 5.0
Finland 7.5 Bahrain 5.0
France 7.5 Bulgaria 7.5
Germany 75 Croatia 5.0
Iceland 10.0 Cyprus 10.0
Ireland 7.5 Czech Republic 10.0
italy 7.5 Egypt 25
Netherlands 7.5 Estonia 10.0
Norway 7.5 Greece 7.5
Spain 7.5 Hungary 10.0
Sweden 10.0 iran 25
Switzerland 10.0 Israel 7.5
United Kingdom 10.0 Jordan 5.0
Latvia 7.5
CENTRAL/SOUTH AMERICA Lithuania 7.5
Argentina 10.0 Malta 7.5
Bahamas 5.0 Oman 25
Barbados 5.0 Poland 75
Belize 7.5 Portugal 7.5
Bolivia 7.5 Romania 5.0
Brazil 75 Russia 5.0
Chile 10.0 Slovakia 7.5
Colombia 7.5 Slovenia 5.0
Costa Rica 10.0 Syria 25
Dominican Rep 5.0 Turkey 7.5
Ecuador 75 Ukraine 5.0
El Salvador 5.0
Guatemala 5.0 ASIA
Haiti 5.0 Bangladesh 5.0
Honduras 7.5 China 5.0
Jamaica 7.5 Fiji 7.5
Mexico 75 Hong Kong 10.0
Nicaragua 7.5 India 5.0
Panama 7.5 Indonesia 25
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Table 1I-D: (Con't)

Are Businesses and Cooperatives Free to Compete?
(1994-95 Rating--the Higher the Rating the Greater the Freedom to Compete)

ASIA (cont.) AFRICA (cont.)
Malaysia 7.5 Ghana 5.0
Nepal 5.0 Kenya 5.0
Pakistan 5.0 Madagascar 5.0
Philippines 5.0 Malawi 7.5
Singapore 7.5 Mali 5.0
South Korea 7.5 Mauritius 10.0
Sri Lanka 5.0 Morocco 5.0
Taiwan 7.5 Niger 5.0
Thailand 5.0 Nigeria 25
Rwanda 25
AFRICA Senegal 5.0
Algeria 5.0 Sierra Leone 50
Benin 7.5 Somalia 25
Botswana 7.5 South Africa 7.5
Burundi 25 Tanzania 2.5
Cameroon 5.0 Togo 5.0
C African Rep 5.0 Tunisia 5.0
Chad 5.0 Uganda 5.0
Congo Rep 5.0 Zaire 25
Cote d' Ivoire 5.0 Zambia 5.0
Gabon 7.5 Zimbabwe 5.0

Source: See Freedom House, Freedom in the World: The Annual Survey of Political Rights and Civil Liberties,
1995-96. The survey team of Freedom House ranked countries with regard to the economic freedom of businesses
and cooperatives to compete in the marketplace (Item 9 on their checklist of 13 civil liberty categories). Each country
was given a rating of 0 to 4 with a rating of 4 indicating the countries for which businesses and cooperatives were
most free to compete. We transformed the 0 to 4 rating of Freedom House to our 0 to 10 scale (0=0,1=2.5,2=35,
3=7.5and 4 = 10). The Freedom House ratings were quite generous. Most all countries received ratings of 5 or more.
In a few cases (Bahamas, Barbados, Dominican Republic, and Benin), we reduced the rating one unit because there
was substantial evidence that the Freedom House rating was overly generous.
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Table II-E: Equality of Citizens Under the Law and Access to a
Nondiscriminatory Judiciary

Equality of Citizens Under the Law
(1994-1995: the higher rating indicates greater equality under the law)

INDUSTRIAL CENTRAL/-
COUNTRIES S. AMERICA (con't)
United States 7.5 Paraguay 25
Canada 7.5 Peru 25
Australia 7.5 Trinidad/Tobago 7.5
Japan 7.5 Uruguay 5.0
New Zealand 10.0 Venezuela 0.0
Austria 7.5
Belgium 10.0 EUROPE/MIDDLE EAST
Denmark 10.0 Albania 25
Finland 10.0 Bahrain 0.0
France 7.5 Bulgaria 5.0
Germany 75 Croatia 5.0
Iceland 10.0 Cyprus 75
Ireland 7.5 Czech Republic 5.0
Italy 7.5 Egypt 0.0
Netherlands 10.0 Estonia 7.5
Norway 10.0 Greece 5.0
Spain 5.0 Hungary 7.5
Sweden 10.0 Iran 0.0
Switzerland 10.0 Israel 5.0
United Kingdom 7.5 Jordan 25
Latvia 5.0
CENTRAL/SOUTH AMERICA Lithuania 7.5
Argentina 25 Malta 10.0
Bahamas 5.0 Oman 25
Barbados 7.5 Poland 5.0
Belize 7.5 Portugal 7.5
Bolivia 0.0 Romania 5.0
Brazil 0.0 Russia 25
Chile 5.0 Slovakia 5.0
Colombia 0.0 Slovenia 7.5
Costa Rica 7.5 Syria 0.0
Dominican Rep 0.0 Turkey 0.0
Ecuador 25 Ukraine 5.0
E! Salvador 25
Guatemala 0.0 ASIA
Haiti 0.0 Bangladesh 5.0
Honduras 25 China 0.0
Jamaica 2.5 Fiji 5.0
Mexico 0.0 Hong Kong 7.5
Nicaragua 25 India 25
Panama 25 Indonesia 0.0
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Table II-E: (continued)

Equality of Citizens Under the Law
(1994-1995: the higher rating indicates greater equality under the law)

ASIA (cont.) AFRICA (cont.)
Malaysia 25 Ghana 2.5
Nepal 0.0 Kenya 0.0
Pakistan 0.0 Madagascar 25
Philippines 25 Malawi 5.0
Singapore 0.0 Mali 2.5
South Korea 75 Mauritius 7.5
Sri Lanka 0.0 Morocco 0.0
Taiwan 5.0 Niger 25
Thailand 25 Nigeria 0.0
Rwanda 0.0
AFRICA Senegal 25
Algeria 0.0 Sierra Leone 0.0
Benin 5.0 Somalia 0.0
Botswana 7.5 South Africa 7.5
Burundi 0.0 Tanzania 5.0
Cameroon 0.0 Togo 0.0
C African Rep 5.0 Tunisia 0.0
Chad 0.0 Uganda 2.5
Congo Rep 25 Zaire 0.0
Cote d' Ivoire 0.0 Zambia 25
Gabon 25 Zimbabwe 25

Source: These data are from the annual survey of political and civil liberties conducted by the Freedom House. Item
5 of the 13 item civil liberties checklist is: “Are citizens equal under the law, do they have access to an independent,
non-discriminatory judiciary, and are they respected by the security forces?” Countries were given ratings ranging
from O to 4. The higher the rating, the greater the degree of equality under the law. We transformed the 0 to 4 ratings
of the Freedom House to our 0 to 10 scale (0=0,1=2.5,2=5,3=7.5, and 4 = 10). We are indebted to Joseph Ryan
of the Freedom House for supplying the rating for each country to us. See Freedom House, Survey of Political Rights
and Civil Liberties, 1995-96. This variable was not available for the early periods of our study.
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Table II-F: Freedom from Government Regulations and Policies
That Cause Negative Interest Rates

Have Government Regulations, Interest Rate
Controls, and Inflationary Monetary Policy Caused
Negative Interest Rates and Credit Market Disruptions?
( When this is the case, a country is given a low rating.)

1973-75 1978-80 1983-85 1988-90 1993-95
INDUSTRIAL COUNTRIES
United States 8 10 10 10 10
Canada 6 10 10 10 10
Australia 4 10 10 10 10
Japan 4 10 10 10 10
New Zealand - 6 8 10 10
Austria 6 8 10 10 8
Belgium 6 10 10 10 10
Denmark 8 10 10 10 10
Finland - 8 10 10 10
France 8 8 8 8 10
Germany 8 10 10 10 10
Iceland 2 4 4 6 8
Ireland 4 6 10 10 10
ltaly 6 4 6 10 10
Netherlands 6 10 10 10 10
Norway - 6 10 10 10
Spain - 6 10 10 10
Sweden 4 8 10 10 10
Switzerland 6 6 10 10 10
United Kingdom 4 4 10 10 10
CENTRAL/SOUTH AMERICA
Argentina - 0 0 0 10
Bahamas 8 8 10 10 10
Barbados - 6 10 10 10
Belize - 8 8 10 10
Bolivia 6 0 8 8
Brazil - 0 0 0
Chile 8 8 8 10
Colombia - - 8 8
Costa Rica - 6 8 8
Dominican Rep - - 0 8
Ecuador - 0 0 6
El Salvador - 8 8 10
Guatemala 8 8 8 8
Haiti - - - 0
Honduras - 10 8 4
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Table II-F: (continued)

Have Government Regulations, Interest Rate
Controls, and Inflationary Monetary Policy Caused
Negative Interest Rates and Credit Market Disruptions?
{ When this is the case, a country is given a low rating.)
1973-75 1978-80 1983-85  1988-90  1993-95
CTRLU/S. AMERICA (cont.)

Jamaica - 4 4 8 6
Mexico - 4 4 8 8
Nicaragua - - - 0 6
Panama - - - 10 10
Paraguay - - - 2 8
Peru - - - 0 6
Trinidad/Tobago - - 8 6 6
Uruguay - 6 8 8 6
Venezuela - - 4 0 0

EUROPE/MIDDLE EAST

Albania - - - 0 6
Bahrain - - - 10 8
Bulgaria - - - - 2
Croatia - - - - 4
Cyprus 8 4 8 10 10
Czechoslovakia - - - - -
Czech Rep - - - - 6
Slovakia - - - - 6
Egypt - 4 6 6 10
Estonia - - - - 0
Greece 4 6 6 8 8
Hungary - 6 - 6 6
Iran - - - - 0
Israel - 0 0 6 8
Jordan - - - 4 6
Latvia - - - - 2
Lithuania - - - - 0
Malta - 6 10 10 10
Oman - - 10 10 10
Poland - - - 0 6
Portugal - 4 10 8 10
Romania - - - 10 10
Russia 0 0 0 0 8
Slovenia - - - - 8
Syria - - - - 0
Turkey 2 0 8 2 0
Ukraine - - - - 0
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Table II-F: (continued)

Have Government Regulations, Interest Rate
Controls, and Inflationary Monetary Policy Caused
Negative Interest Rates and Credit Market Disruptions?
( When this is the case, a country is given a low rating.)
1973-75 1978-80 1983-85  1988-90  1993-95

ASIA
Bangladesh - 6 6 10 8
China - 0 0 0 4
Fiji 0 6 8 6 8
Hong Kong 10 10 10 10 10
India 4 8 8 8 8
Indonesia 2 2 - 10 10
Malaysia - 6 10 10 10
Nepal - 6 6 10 -
Pakistan - 6 8 6 6
Philippines 8 8 4 8 10
Singapore - 10 10 10 10
South Korea 2 4 10 10 10
Sri Lanka 4 8 8 10
Taiwan 8 8 10 10 10
Thailand - 4 10 8 10
AFRICA
Algeria - - - - 0
Benin - 6 8 8 2
Botswana - 4 8 4 6
Burundi - 2 6 4 4
Cameroon - 6 6 8 4
C African Rep - - 8 10 6
Chad - - 8 8 4
Congo Peoples Rep - 6 8 10 2
Cote d' lvoire - 8 10 8 4
Gabon - 6 8 8 4
Ghana - 0 0 2 4
Kenya 4 8 10 10 4
Madagascar - - - - -
Malawi - 4 8 6 4
Mali - 4 6 8 6
Mauritius - - 10 8 10
Morocco - - 6 8 8
Niger - 2 - 8 6
Nigeria 2 2 4 0 0
Rwanda - 6 8 10 0
Senegal - 8 6 8 4
Sierra Leone - 6 0 0 2
Somalia 4 0 0 0 0
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Table 1I-F: (continued)

Have Government Regulations, Interest Rate
Controls, and Inflationary Monetary Policy Caused
Negative Interest Rates and Credit Market Disruptions?
( When this is the case, a country is given a low rating.)
1973-75 1978-80 1983-85  1988-90  1993-95

AFRICA (cont.)

South Africa - 4 8 8 10
Tanzania - 4 0 4 4
Togo - 8 8 8 8
Tunisia - 4 6 8 8
Uganda - 0 0 0 4
Zaire - - - 0 0
Zambia 4 4 0 0 0
Zimbabwe - 6 8 8 8

Source and Explanation of Ratings:  This rating seeks to identify how credit market regulations, interest rate controls,
and government operation of the banking system stifle and distort exchange in the credit market. When interest rates
are determined by market forces and monetary policy is relatively stable, positive real borrowing and lending rates
will emerge consistently in credit markets. When this is the case, the country is given a high rating. There are several
ways that regulations and controls can restrict exchanges between potential borrowers and lenders. The most dam-
aging is the combination of an inflationary monetary policy coupled with interest rate controls that lead to substantial,
persistently negative real deposit and lending interest rates. Thus, countries with persistently large negative real de-
posit and lending interest rates are rated low. In addition, regulations and controls that drive a wedge between the
deposit rate and the lending rate will stifle exchange. Thus, a country is given a lower rating if the differential between
the deposit and the lending rate is abnormally large. The inflation rate, deposit rate, and lending rate data of the In-
ternational Monetary Fund, International Financial Statistics Yearbook (or the monthly version of this publication)
were used to estimate the real interest rates. The real interest rate is simply the nominal rate (either the deposit rate
or the lending rate) minus the rate of inflation during the year. The following table indicates the relationship between
the rating and the characteristics in the credit market.

Characteristics in Credit Market Rating
Interest rates are determined primarily by market forces and real interest rates are consistently positive. 10
Interest rates are determined primarily by market forces, but real interest rates are sometimes slightly 8

(less than 5%) negative and/or regulatory policies result in a persistent abnormally large differential (8%
or more) between the deposit and the lending interest rate.

Either the deposit or lending real interest rate is persistently negative by a single-digit amount. 6

Both the deposit and lending interest rates are fixed by the government and the real rates are persistently 4
negative by single- digit amounts.

Either the deposit or lending real interest rate is persistently negative by a double-digit amount. 2

Both the deposit and lending interest rates are fixed by the government and the real rates are persistently 0
negative by double- digit amounts or hyperinflation has virtually eliminated the operation of the credit
market.
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Table lll-A: Transfers and Subsides As A Percent of GDP

(1975, 1980, 1985, 1990, and 1995)

(Rating in parenthesis)

Transfers and Subsidies As A Percent of GDP

INDUSTRIAL 1975 1980 1985 1990 1995
COUNTRIES
United States 11 (4) 109 4) 125 (3) 127 (3) 139 (3)2
Canada 91 (4 145 (3) 163 (2) 156 (3) 177 (2)9
Australia 85 (4 101 (4 119 (3) 107 4) 142 (3)
Japan 67 (5) 92 (4 109 (4 115 @) 122 (3)
New Zealand 202 (1) 219 (1) 2086 (1) 275 (0) 128 (3)
Austria 194 (2) 224 (1) 231 (1) 224 (1) 244 (1)2
Belgium 285 (0) 260 (0) 276 (0) 250 (0) 265 (0)2
Denmark 17.8 (2) 208 (1) 204 (1) 226 (1) 265 (0)
Finland 141 (3) 143 (3) 158 (2) 160 (2 226 (1)@
France 240 (1) 261 (0) 268 (0) 252 (0) 279 (0)
Germany 174 (2) 176 (2) 190 (2) 179 (@ 216 (1)
Iceland 99 (4) 106 (4 117 (4 101 @) 102 (@4)°P
Ireland 183 (@) 177 (2) 205 (1) 242 (1) 271 (0)P
italy 175 (2) 209 (1) 285 (0) 258 (0) 293 (0)@
Netherlands 256 (0) 294 (0) 316 (0) 287 (0) 297 (0)
Norway 210 (1) 221 (1) 214 (1) 273 (0) 232 (1)@
Spain 95 (4 123 (3) 169 (2) 160 (2 189 (2P
Sweden 250 (0) 247 (0) 260 (0) 299 (0) 352 (0)2
Switzerland - 134 (3) 132 (3) 160 (2 183 (2P
United Kingdom 150 (3) 158 (2 179 (2) 149 (3) 177 (2)
CENTRAL/SOUTH AMERICA
Argentina 79 (5) 97 (4 117 @) 72 (5) 94 (4)°€
Bahamas 05 (10) 05 (10) 0.1 (10) 1.0 (10) 16 (9P
Barbados 02 (10) 02 (10) 0.0 (10) 05 (10) 0.0 (10)
Belize - 26 (8 36 (7) 12 (10) 1.2 (10)
Bolivia 13 (10) 16 (9) 1.8 (9 28 (8 25 (8)
Brazil - 124 (3) 100 (@) 107 @) 149 (3)°
Chile 94 (4 104 (4 128 (3) 63 (5) 67 (52
Colombia 3.0 (8) 29 (8 44 (1) 37 (7)) 41 (P
Costa Rica - 60 (5) 72 (5) 50 (B) 7.0 (5
Dominican Republic 25 (8 16 (9 25 (8 15 (9 14 (92
Ecuador - 49 (6) 40 (1) 23 (8 15 (9
El Salvador 25 (8) 27 (8 20 (9 14 (9 32 (82
Guatemala 0.8 (10) 1.2 (10) 13 (10) 18 (@ 15 (92
Haiti - - 7.3 (5) - -
Honduras 0.5 (10) . 23 (8 22 @8 40 (¢
Jamaica 7.0 (5) - 05 (10) 20 (@ 39 ()¢
Mexico 41 (7) 44 (1) 54 () 27 (B8 40 (P
Nicaragua 24 (8) 41 (7 62 (5) 68 (5) 6.0 (5)
Panama 38 (7) 49 (6) 48 (6) 74 (5) 68 (52
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Table 1lI-A: (con't)

Transfers and Subsidies As A Percent of GDP
(Rating in parenthesis)

CENTRAL/- 1975 1980 1985 1990 1995
SOUTH AMERICA
Paraguay 20 (9) 20 (9) 21 (9) 1.8 (9) 30 8P
Peru 1.9 (9) 19 (9) 1.8 (9) 3.0 (8) 39 ()
Trinidad & Tobago - 6.0 (5 149 (3) 100 (4) 83 (4)°
Uruguay 118 (4) 91 4) 100 @) 120 (3) 173 (2)
Venezuela 23 (8) 20 (9) 45 (7) 58 (5) 51 (6)b
EUROPE/MIDDLE EAST
Albania - - - 243 (1) 149 (@3)b
Bahrain - - 0.0 (10) 0.5 (10) 0.0 (10)
Bulgaria - - 175 (2) 272 (0) 156 (@3)°¢
Croatia - - - - -
Cyprus 10.3 (4) 6.6 (5) 8.1 (4) 83 (4) 101 (4)2
Czechoslovakia - - - 372 (0) -
Czech Republic - - - - 284 (0)
Slovakia - - - - -
Egypt 25.0 (0) 172 (2) 139 (3) 8.9 (4) 89 @4)P
Estonia - - - - 137 (3)4d
Greece 125 (3) 138 (3) 177 (2) 238 (1) 246 (0P
Hungary - - 333 (0) 287 (0) 250 (0)
iran 89 (4) 7.0 (5) 3.0 (8) 44 (7) 32 (83
Israel - 208 (1) 19.7 (1) 167 (2) 186 (2)
Jordan - 6.3 (5) 51 (6) 3.7 (7) 29 (g8)a
Latvia - - - - 18.2 (2)
Lithuania - - - - 104 (4)
Malta 147 (3) 122 (3) 157 (3) 156 (3) 140 @3)°
Oman - - 3.1 (8) 29 (8) 27 (8)2
Poland - - 274 (0) 72 (5) 244 (1)
Portugal 146 (3) 163 (2) 195 (2) 155 () 142 (3)2
Romania - 141 (3) 79 (5 186 (2 146 (3)2
Russia 300 (0) 300 (0) 300 (0) 300 (0) 200 (1)
Slovenia - - - - -
Syria - - - - -
Turkey 6.0 (5) 6.0 (5) 104 (4) 39 M 71 ()2
Ukraine - - - - -
ASIA
Bangladesh - - - - -
China - - - - -
Fiji 19 (9) 25 (8) 45 (7) 1.0 (10) 27 (8)°
Hong Kong 1.1 (10) 0.6 (10) 0.9 (10) 0.9 (10) 1.1 (10)
India 38 (7) 54 (6) 6.5 (5) 6.5 (5) 63 (5)P
Indonesia 1.5 (9) 33 (M) 25 (8) 20 (9) 0.3 (10) b
Malaysia 64 (5) 48 (6) 36 (M 24 (8) 36 (7)2
Nepal - - - - -
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Table HlI-A: (con't)

Transfers and Subsidies As A Percent of GDP

(Rating in parenthesis)

1975 1980 1985 1990 1995
ASIA
Pakistan - - 0.7 (10) - -
Philippines 0.8 (10) 1.1 (10) 0.2 (10) 0.9 (10) 0.7 (10) @
Singapore 14 (9) 1.1 (10) 1.8 (9) 26 (8) 1.8 (9)
South Korea 20 (9) 20 (9) 22 (8) 29 (8) 29 (8)
Sri Lanka 8.1 (4) 8.4 (4) 5.1 (6) 6.0 (5) 5.9 (5)
Taiwan 22 (8) 26 (8) 36 (M) 4.7 (6) 59 (5)
Thailand 0.6 (10) 0.7 (10) 1.2 (10) 1.0 (10) 1.1 (10)
AFRICA
Algeria - - - - -
Benin - - - - -
Botswana 55 (6) 49 (6) 73 (5) 6.6 (5) 78 (5)P
Burundi - - - - -
Cameroon 1.4 (9) 0.8 (10) 0.6 (10) 2.7 (8) 1.9 9)°
Central African Rep - - - - -
Chad - - - 09 (10) 0.8 (10)9
Congo - - - - -
Cote d'lvoire - 42 (7) - - -
Gabon - - - 1.2 (10) 1.2 (10) 9
Ghana 3.1 (8) 24 (8) 1.3 (9) 26 (8) 33 )¢
Kenya - 23 (8) 47 (6) 28 (8) 19 (9)°
Madagascar - - - 14 (9) 1.1 (10)
Malawi 1.0 (10) 20 (9) 23 (8) 24 (8) -
Mali 23 (8) 23 (8) 23 (8) 0.6 (10) -
Mauritius 6.6 (5) 6.5 (5) 52 (6) 42 (7) 44 (7)
Morocco 6.0 (5) 41 (7) 46 (7) 2.3 (8) 28 (8)°¢
Niger 25 (8) - - -
Nigeria 28 (8) - 1.3 (9) - -
Rwanda 0.4 (10) 0.4 (10) - 35 (7) 22 (8)°
Senegal 1.9 (9) - - - -
Sierra Leone 16 (9) - 0.6 (10) 16 (9 C 43 ()
Somalia - - - - -
South Africa - 3.2 (8) 48 (6) 48 (6) 53 (6)2
Tanzania 0.1 (10) 0.0 (10) 52 (6) - -
Togo - - - - -
Tunisia 1.9 (9) 56 (6) 6.8 (5) 9.0 (4) 7.7 (5)°
Uganda - - - - -
Zaire 1.0 (10) 0.6 (10) - 0.8 (10) 0.2 (10)P
Zambia 7.0 (5) 8.7 (4) 42 (7) 45 (7) 26 (8)
Zimbabwe - 114 (4) 10.0 (4) - -

a= 1994; b= 1993; c= 1992; d=1991 data.
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Source: The data on transfers and subsidies are from International Monetary Fund, Government Finance Statistics
Yearbook, (various years). In addition, supplementary data on transfers and subsides from Inter-American Develop-
ment Bank, Economic and Social Progress in Latin America, 1994, were also utilized. The 1994 data were the most
recent available at the time this study was completed. The base year for the rating of each country was 1985. The
following conversion table divided the 1985 data into eleven intervals of equal size.

Transfers and Subsidies as a Rating
Percent of GDP
0.0% —1.30 10
1.31—2.11 9
2.12—3.26 8
327 —4.62 7
4.63 —5.75 6
5.76 — 8.01 5
8.02—11.81 4
11.82 —15.74 3
15.75 — 19.59 2
19.60 — 24.51 1
>24.52 0
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Table Ill-B: Top Marginal Tax Rate and Income Threshold (Measured
in 1982-84 dollars) at which Top Rate Takes Affect

1975 1980
Top Threshold Top Threshold
Marginal  Income Marginal Income
INDUSTRIAL Tax Rate Level Rating Tax Rate Level Rating
COUNTRIES
United States 70-75 185,000 O 70-75 82645 0
Canada 43-61 130,109 4 47-62 115,840 4
Australia 64 74,348 2 62 51,928 2
Japan 68 185,000 1 75 546,694 O
New Zealand 60 83,642 3 60 31,818 2
Austria 54 185,000 4 62 153,581 2
Belgium 64 185,000 2 76 187,879 0
Denmark 63 37,174 1 66 37052 0
Finland 61-68 111,522 2 65-71 88,843 1
France 48 130,109 5 60 126,722 3
Germany 56 167,283 4 56 193,939 3
Iceland - - 63 17,725 0O
Ireland 80 46,468 O 60 19,559 1
Italy 48 185,000 5 72 819,559 0
Netherlands 46 185,000 5 72 127,548 0
Norway 74 111522 O 75 82645 0
Spain 55 185,000 4 66 195,592 1
Sweden 70 74,348 1 87 53,306 O
Switzerland 3842 111522 7 31-44 76,171 7
United Kingdom 41 185,000 7 83 66,942 O
CENTRAL/SOUTH AMERICA
Argentina 51 65,055 4 45 101,515 6
Bahamas 0 - 10 0 - 10
Barbados 65 45,000 1 60 15,000 1
Belize - - - -
Bolivia - - 48 15,152 3
Brazil 50 65,055 5 55 105,234 4
Chile 80 185,000 O 60 42,424 2
Colombia 41 111,522 6 56 36,501 2
Costa Rica 50 83642 5 50 56,061 5
Dominican Rep 73 185,000 O 73 125,000 O
Ecuador 50 148,696 5 50 150,000 5
El Salvador 55 185,000 4 60 137,741 3
Guatemala 34 185,000 9 40 688,700 8
Haiti - - - -
Honduras 27 185,000 9 40 688,700 8
Jamaica 60 27,881 2 80 23,967 O
Mexico 47 83642 5 55 90,634 4
Nicaragua 21 185,000 10 50 275482 5
Panama 52 185,000 4 56 275482 3
Paraguay - - - -
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Table 1I-B: (continued)

1975 1980
Top Threshold Top Threshold
Marginal  Income Marginal Income

CENTRAL/- Tax Rate Level Rating Tax Rate Level Rating
S. AMERICA (con't)
Peru 51 55,761 4 65 583,719 2
Trinidad/Tobago - - - -
Uruguay 41 185,000 7 0 - 10
Venezuela 20 185,000 10 45 1,350,000 7
EUROPE/MIDDLE EAST
Albania - - - -
Bahrain 0 - 10 0 - 10
Bulgaria - - - -
Croatia - - - -
Cyprus 54 37,174 3 60 19,146 1
Czechoslovakia - - - -

Czech Republic - - - -

Slovakia - - - -
Egypt - - 80 196,832 0
Estonia - - - -
Greece 52 130,109 4 60 113,223 3
Hungary - - - -
Iran 40 150,900 8 - -
Israel - - 66 70,000 1
Jordan - - - -
Latvia - - - -
Lithuania - - - -
Malta - - 65 18,000 O
Oman 0 - 10 0 - 10
Poland - - - -
Portugal 82 167,283 0 84 28,788 0
Romania - - - -
Russia® 100 - 0 100 - 0
Slovenia - - - -
Syria - - - -
Turkey 68 na. 1 75 60,000 O
Ukraine - - - -
ASIA
Bangladesh - - 60 10,000 1
China - - - -
Fiji 53 27,000 3 53 13,774 2
Hong Kong 15 27,881 10 15 28,512 10
India 77 13,940 O 60 16,529 1
Indonesia 48 37174 4 50 21,212 3
Malaysia 50 46,468 4 60 47383 2
Nepal - - - -
Pakistan 61 27,881 1 55 6,887 2
Philippines 56 167,000 3 70 94,353 1
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Table HI-B: {(continued)

1975 1980
Top Threshold Top Threshold
Marginal  Income Marginal Income
Tax Rate Level Rating Tax Rate Level Rating
ASIA
Singapore 55 83,642 4 55 255,096 4
South Korea 63 110,000 2 89 238,567 0
Sri Lanka - - 60.5 3500 O
Taiwan 60 111,500 3 60 110,000 3
Thailand 60 100,000 3 60 68,871 3
AFRICA
Algeria - - - -
Benin - - - -
Botswana 75 83642 O 75 66,116 O
Burundi - - - -
Cameroon - - - -
C African Rep - - - -
Chad - - - -
Congo Peoples Rep - - - -
Cote d' lvoire - - 45 38,500 5
Gabon - - - -
Ghana 70 22,000 © 60 700 1
Kenya 70 46,468 O 65 27,500 1
Madagascar - - - -
Malawi 69 27,881 0 45 20,937 4
Mali - - - -
Mauritius - - 50 20,000 3
Morocco 39 185,000 8 64 261,570 2
Niger - - - -
Nigeria 75 74348 O 70 62,000 O
Rwanda - - - -
Senegal - - - -
Sierra Leone - - - -
Somalia - - - -
South Africa 66 83,642 1 60 45868 2
Tanzania 80 74,000 O
Togo - - - -
Tunisia - - 62.3 300,000 2
Uganda - - - -
Zaire 60 37,200 2 60 8540 1
Zambia 70 37175 0 70 22,452 0
Zimbabwe - - 45 34435 5
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Table !i1-B: (continued)

1985 1990 1995
Top Threshold Top Threshold Top Threshold
Marginal Income Marginal  Income Marginal  Income
INDUSTRIAL Tax Rate Level Rating Tax Rate Level Rating Tax Rate Level Rating
COUNTRIES
United States 50-59 156,300 4 33-42 58,937 7 40-47 168,300 7
Canada 49-60 43,100 3 42-47 35,888 5 44-54 27,700 4
Australia 60 28,400 2 49 23,555 3 47 25,500 4
Japan 70 305,500 1 65 178,000 2 65 197,150 2
New Zealand 66 17,200 O 33 15,194 7 33 13,118 7
Austria 62 65,350 2 50 42,728 4 50 41,900 4
Belgium 76 60,600 O 55-65 46,379 2 58-68 49,600 1
Denmark 73 21,400 O 68 24,802 0 63.5 25,500 1
Finland 64-70 59,300 1 63-69 47,128 0 55-61 39,400 2
France 65 30,700 1 53 29,929 3 51 122,750 4
Germany 56 39,650 2 56 114,764 3 57 50,900 3
Iceland 56 9,864 1 40 10,550 5 47 39,535 4
Ireland 65 19,000 O 58 20,214 1 48 8,330 3
ltaly 81 248,200 O 66 180,906 1 67 120,800 1
Netherlands 72 59,100 O 72 90,675 0 60 33,500 2
Norway 64 32,600 1 54 28,117 3 42 26,000 5
Spain 66 67,700 1 56 57,114 3 56 48,600 2
Sweden 80 38,100 O 72 24,346 0 58 18,000 1
Switzerland 33-46 145,300 7 33-43 176,000 8 35-39 500,900 8
United Kingdom 60 40,100 2 40 24,700 5 40 24,950 5
CENTRAL/SOUTH AMERICA
Argentina 62 65,400 2 35 40,465 7 30 78,750 9
Bahamas 0 - 10 0 - 10 0 - 10
Barbados 60 15,000 1 50 35,700 4 40 7,900 5
Belize 50 30,000 4 45 23,980 4 45 39,370 5
Bolivia 30 45 8 10 1 10 13 1a 10
Brazil 60 10,400 1 25 1,434 9 35 113,600 8
Chile 57 3,600 1 50 3,709 3 45 3,960 4
Colombia 49 55,400 5 30 32,822 8 30 25,400 8
Costa Rica 50 2,200 3 25 9,843 9 25 9,800 9
Dominican Rep 73 497,238 0 73 183,000 0 25 7,570 9
Ecuador 58 27,800 2 40 21,787 5 25 41,600 9
E! Salvador 48 11,700 3 60 39,370 2 30 15,000 8
Guatemala 48 324350 5 34 3,791 7 30 20,900 8
Haiti - - 30 193,000 9 - -
Honduras 46 476,400 5 46 393,701 5 40 70,000 7
Jamaica 58 2400 1 33 1,489 7 27 700 8
Mexico 55 59,300 4 40 89,000 7 35 13,000 7
Nicaragua 50 67600 5 30 16,600 8
Panama 56 192,500 3 56 157,480 3 30 131,000 9
Paraguay 30 8,200 8 30 3,822 8 0¢ - 10
Peru 65 40 O 45 12,558 4 30 32,500 8
Trinidad/Tobago 50 34600 4 35 9,330 7 38 4,400 5
Uruguay 0 - 10 0 - 10 0 - 10
Venezuela 45 1,110,000 7 45 234,000 7 34 3,900 7
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Table II-B: (continued)

1985 1990 1995
Top Threshold Top Threshold Top Threshold
Marginal Income Marginal Income Marginal Income
EUROPE/- Tax Rate Level Rating Tax Rate Level Rating Tax Rate Level Rating
MIDDLE EAST
Albania - - - - - -
Bahrain 0 - 10 0 - 10 0 - 10
Bulgaria - - - - 50 3,000 3
Croatia - - - - - -
Cyprus 60 20,900 1 62 18,547 0 42 11000 4
Czechoslovakia - - 55 52,500 4 - -
Czech Rep. - - - - 43 25,250 5
Slovakia - - - - 42 22,700 4
Egypt 65 148,000 2 65 61,750 2 50 13,100 3
Estonia - - - - 26 200 8
Greece 63 36,500 1 50 28,594 4 45 41,000 5
Hungary - - 50 9,900 3 44 3,200 4
Iran 90 59,700 0 75 140,827 0 54 113,300 4
Israel 60 55,000 3 51 82,000 4 50 31,800 4
Jordan - - 45 49,000 5 - -
Latvia - - - - 35 4,300 7
Lithuania - - - - 35 20 7
Malta 65 10,000 O 65 3,030 0 35 8,900 7
Oman 0 - 10 0 - 10 0 10
Poland - - - - 45 6,700 4
Portugal 69 39,900 O 40 16,171 5 40 24 5
Romania - - - - 60 3,700 1
Russia 100 - 0 80 - 0 30 9,200 8
Slovenia - - - - - -
Syria - - - - - -
Turkey 63 53,800 2 50 32,800 4 55 84,500 4
Ukraine - - - - - -
ASIA
Bangladesh 60 8,200 1 - - - -
China 45 75,000 6 45 48,000 5 45 93,225 6
Fiji 50 16,650 3 50 21,872 3 35 6,900 7
Hong Kong 25 d 4900 9 25 d 7,066 9 20 d 6,800 10
India 62 7700 O 53 5,194 2 40 2,500 5
Indonesia 35 44750 7 35 22,731 7 30 15,000 8
Malaysia 45 117,300 6 45 90,161 6 32 38,720 7
Nepal -
Pakistan 60 6,500 1 50 8,394 3 45 6,400 4
Philippines 60 24,350 1 35 18,031 7 35 13,500 7
Singapore 40 325,000 8 33 161,850 9 30 179,690 9
South Korea 65 69,600 2 60 110,000 3 48 53,245 5
Sri Lanka 60.5 2220 O 35 1,200 7
Taiwan 60 100,000 3 50 97,658 5 40 84,000 7
Thailand 65 70,700 2 55 62,270 4 37 104,400 7
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Table IHi-B: (continued)

1985 1990 1995
Top Threshold Top Threshold Top Threshoid
Marginal Income Marginal Income Marginal Income
Tax Rate Level Rating Tax Rate Level Rating Tax Rate Level Rating

AFRICA
Algeria - - - - - -
Benin - - - - - -
Botswana 60 34300 2 50 16,472 3 35 14,500 7
Burundi -
Cameroon 60 30,000 2 60 20,600 1 66 9,205 0
C African Rep - - - - - -
Chad - - - - - -
Congo - - 50 34,250 4 50 9,800 3
Cote d' Ivoire 45 25,050 5 45 14,500 4 49 12,400 3
Gabon - - 60 15,000 1 60 1,475 1
Ghana 60 400 1 55 3,700 2 35 8,800 7
Kenya 65 9900 O 50 400 3 50 4,600 3
Madagascar - - - - - -
Malawi 50 13,500 3 50 7,194 3 35 1,500 7
Mali - - - - - -
Mauritius 35 10,000 7 35 2,750 7 30 2,000 8
Morocco 87 75500 O 87 28,699 0 46 6,120 3
Niger - - - - - -
Nigeria 55 40,000 3 55 4,200 2 35 3,000 7
Rwanda -
Senegal 65 39,000 1 48 31,000 4 64 15,500 0
Sierra Leone - - - - - -
Somalia - - - - - -
South Africa 50 32,250 4 45 26,456 5 43 10,500 4
Tanzania 95 19,293 0 50 1,200 3 30 400 8
Togo - - - - - -
Tunisia 62.3 351,300 2 - - - -
Uganda 70 4440 O 50 2,020 3 30 3,000 8
Zaire 60 1,350 1 60 854 1 60 b 100b 1
Zambia 80 10,700 O 75 2,375 0 35 850 7
Zimbabwe 63 22200 O 60 13,287 1 45 3,760 4

2 Flat tax rate on all taxable income.
b Based on the 1993 data.

¢ Paraguay does not levy an income tax on wages and salaries. Self-employment income is taxed and the top marginal
tax rate is 30 percent.

d The maximum average tax rate is 15%.

€ The marginal tax rate prior to 1988 reflects the fact that it was illegal to earn income from business activities during
this period.
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Source: The data are from Price Waterhouse, Individual Taxes: A Worldwide Summary, (various issues). The ex-
change rate at beginning of the year was used to convert the income threshold data to U.S. dollars, and the U.S. Con-
sumer Price Index was used to convert the threshold to real 1982-84 dollars. The following conversion table/matrix
was devised to transform the marginal tax rate/income threshold data for each country into the zero to ten rating sys-

tem:
Income Threshold Level (1982-84 U.S. Dollars)
Top Marginal Tax Rate | Less than 25,000 | 25,000 to 50,000 | 50,000 to 150,000 | more than 150,000
20% or less 10 10 10 10
21t0 25 9 9 10 10
26 to 30 8 8 9 9
31to 35 7 7 8 9
36 to 40 S 6 7 8
41 to 45 4 5 6 7
46 to 50 3 4 5 5
S1to 55 2 3 4 4
56 to 60 1 2 3 3
61 to 65 0 1 2 2
66 to 70 0 0 1 1
more than 70% 0 0 0 0
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Table IlI-C: The Use of Conscription to Obtain Military Personnel
(Countries with Voluntary Military Service are given a Rating of
10; Countries that Use Conscription to Obtain Military Personnel
are Given a Rating of Zero.)

Are Individuals Conscripted into the Military?

INDUSTRIAL 1974-75 1979-80 1984-85 1989-90 1994-95
COUNTRIES
United States No 10 No 10 No 10 No 10 No 10
Canada No 10 No 10 No 10 No 10 No 10
Australia No 10 No 10 No 10 No 10 No 10
Japan No 10 No 10 No 10 No 10 No 10
New Zealand No 10 No 10 No 10 No 10 No 10
Austria Yes 0 Yes 0 Yes 0 Yes 0 Yes 0
Belgium Yes 0 Yes 0 Yes 0 Yes 0 Yes 0
Denmark Yes 0 Yes 0 Yes 0 Yes 0 Yes 0
Finland Yes 0 Yes 0 Yes 0 Yes 0 Yes 0
France Yes 0 Yes 0 Yes 0 Yes 0 Yes 0
Germany Yes 0 Yes 0 Yes 0 Yes 0 Yes 0
Iceland No 10 No 10 No 10 No 10 No 10
Ireland No 10 No 10 No 10 No 10 No 10
Italy Yes 0 Yes 0 Yes 0 Yes 0 Yes 0
Netherlands Yes 0 Yes 0 Yes 0 Yes 0 Yes 0
Norway Yes 0 Yes 0 Yes 0 Yes 0 Yes 0
Spain Yes 0 Yes 0 Yes 0 Yes 0 Yes 0
Sweden Yes 0 Yes 0 Yes 0 Yes 0 Yes 0
Switzerland Yes 0 Yes 0 Yes 0 Yes 0 Yes 0
United Kingdom No 10 No 10 No 10 No 10 No 10
CENTRAL/S. AMERICA
Argentina Yes 0 Yes 0 Yes 0 Yes 0 Yes 0
Bahamas No 10 No 10 No 10 No 10 No 10
Barbados No 10 No 10 No 10 No 10 No 10
Belize - No 10 No 10 No 10 No 10
Bolivia Yes 0 Yes 0 Yes 0 Yes 0 Yes 0
Brazil Yes 0 Yes 0 Yes 0 Yes 0 Yes 0
Chile Yes 0 Yes 0] Yes 0 Yes 0 Yes 0
Colombia Yes 0 Yes 0 Yes 0 Yes 0 Yes 0
Costa Rica No 10 No 10 No 10 No 10 No 10
Dominican Rep Yes 0 No 10 No 10 No 10 No 10
Ecuador Yes 0 Yes 0 Yes 0 Yes 0 Yes 0
El Salvador - Yes 0 Yes 0 Yes 0 Yes 0
Guatemala Yes 0 Yes 0 Yes 0 Yes 0 Yes 0
Haiti No 10 No 10 No 10 No 10 No 10
Honduras - No 10 Yes 0 Yes 0 Yes 0
Jamaica No 10 No 10 No 10 No 10 No 10
Mexico Yes 0 Yes 0 Yes 0 Yes 0 Yes 0
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Table I1l-C: (continued)

Are Individuals Conscripted into the Military?

CENTRAL/- 1974-75 1979-80 1984-85 1989-90 1994-95
S. AMERICA (con't)
Nicaragua Yes 0 Yes 0 Yes 0 Yes 0 No 10
Panama No 10 No 10 No 10 No 10 No 10
Paraguay Yes 0 Yes 0 Yes 0 Yes 0 Yes 0
Peru Yes 0 Yes 0 Yes 0 Yes 0 Yes 0
Trinidad/Tobago No 10 No 10 No 10 No 10 No 10
Uruguay No 10 No 10 No 10 No 10 No 10
Venezuela Yes 0 Yes 0 Yes 0 Yes 0 Yes 0
EUROPE/MIDDLE EAST
Albania Yes 0 Yes 0 Yes 0 Yes 0 Yes 0
Bahrain No 10 No 10 No 10 No 10 No 10
Bulgaria Yes 0 Yes 0 Yes 0 Yes 0 Yes 0
Croatia - - - Yes 0 Yes 0
Cyprus - Yes 0 Yes 0 Yes 0 Yes 0
Czechoslovakia Yes 0 Yes 0 Yes 0 Yes 0 -
Czech Republic - - - - Yes 0
Slovakia - - - - Yes 0
Egypt Yes 0 Yes 0 Yes 0 Yes 0 Yes 0
Estonia - - - Yes 0 Yes 0
Greece Yes 0 Yes 0 Yes 0 Yes 0 Yes 0
Hungary Yes 0 Yes 0 Yes 0 Yes 0 Yes 0
Iran Yes 0 Yes 0 Yes 0 Yes 0 Yes 0
Israel Yes 0 Yes 0 Yes 0 Yes 0 Yes 0]
Jordan No 10 No 10 No 10 No 10 No 10
Latvia - - - Yes 0 Yes 0
Lithuania - - - Yes 0 Yes 0
Malta - No 10 No 10 No 10 No 10
Oman No 10 No 10 No 10 No 10 No 10
Poland Yes 0 Yes 0 Yes 0 Yes 0 Yes 0
Portugal Yes 0 Yes 0 Yes 0 Yes 0 Yes 0
Romania Yes 0 Yes 0 Yes 0 Yes 0 Yes 0
Russia Yes 0 Yes 0 Yes 0 Yes 0 Yes 0
Slovenia - - - Yes 0 Yes 0
Syria Yes 0 Yes 0 Yes 0 Yes 0 Yes 0
Turkey Yes 0 Yes 0 Yes 0 Yes 0 Yes 0
Ukraine - - - Yes 0 Yes 0
ASIA
Bangladesh No 10 No 10 No 10 No 10 No 10
China Yes 0 Yes 0 Yes 0 Yes 0 Yes 0
Fiji No 10 No 10 No 10 No 10 No 10
Hong Kong No 10 No 10 No 10 No 10 No 10
India No 10 No 10 No 10 No 10 No 10
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Table 11I-C: (continued)

Are Individuals Conscripted into the Military?

1974-75 1979-80 1984-85 1989-90 1994-95
ASIA
Indonesia Yes 0 Yes 0 Yes 0 Yes 0 Yes 0
Malaysia No 10 No 10 No 10 No 10 No 10
Nepal No 10 No 10 No 10 No 10 No 10
Pakistan Yes 0 No 10 No 10 No 10 No 10
Philippines Yes 0 Yes 0 No 10 No 10 No 10
Singapore Yes 0 Yes 0 Yes 0 Yes 0 Yes 0
South Korea Yes 0 Yes 0 Yes 0 Yes 0 Yes 0
Sri Lanka No 10 No 10 No 10 No 10 No 10
Taiwan Yes 0 Yes 0 Yes 0 Yes 0 Yes 0
Thailand Yes 0 Yes 0 Yes 0 Yes 0 Yes 0
AFRICA
Algeria No 10 Yes 0 Yes 0 Yes 0 Yes 0
Benin - - Yes 0 Yes 0 Yes 0
Botswana No 10 No 10 No 10 No 10 No 10
Burundi No 10 No 10 No 10 No 10 No 10
Cameroon No 10 No 10 No 10 No 10 No 10
C African Rep - Yes 0 Yes 0 Yes 0 Yes 0
Chad No 10 No 10 Yes 0 Yes 0 Yes 0
Congo Peoples Rep No 10 No 10 No 10 No 10 No 10
Cote d' Ivoire No 10 No 10 Yes 0 Yes 0 Yes 0
Gabon No 10 No 10 No 10 No 10 No 10
Ghana No 10 No 10 No 10 No 10 No 10
Kenya No 10 No 10 No 10 No 10 No 10
Madagascar - Yes 0 Yes 0 Yes 0 Yes 0
Malawi No 10 No 10 No 10 No 10 No 10
Mali No 10 No 10 Yes 0 Yes 0 Yes 0
Mauritius No 10 No 10 No 10 No 10 No 10
Morocco Yes 0 Yes 0 Yes 0 Yes 0 Yes 0
Niger No 10 Yes 0 Yes 0 Yes 0 Yes 0
Nigeria No 10 No 10 No 10 No 10 No 10
Rwanda No 10 No 10 No 10 No 10 No 10
Senegal - Yes 0 Yes 0 Yes 0 Yes 0
Sierra Leone No 10 No 10 No 10 No 10 No 10
Somalia No 10 No 10 Yes 0 Yes 0 Yes 0
South Africa Yes 0 Yes 0 Yes 0 Yes 0 No 10
Tanzania No 10 No 10 Yes 0 Yes 0 Yes 0
Togo - Yes 0 Yes 0 Yes 0 Yes 0
Tunisia Yes 0 Yes 0 Yes 0 Yes 0 Yes 0
Uganda No 10 No 10 No 10 No 10 No 10
Zaire No 10 No 10 No 10 No 10 No 10
Zambia No 10 No 10 No 10 No 10 No 10
Zimbabwe - Yes 0 Yes 0 Yes 0 Yes 0
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Source: International Institute for Strategic Studies, The Military Balance, (various issues).

269

www fraserinstitute.org



Table IV-A: The Average Tax Rate on International Trade

Taxes on Trade As A Percent of Exports Plus Imports
(The rating of each country is in parenthesis)

INDUSTRIAL 1975 1980 1985 1990 1995
COUNTRIES
United States 1.50 (8) 113 (9) 173 (8) 145 (9) 1.18 (9)
Canada 3.67 (6) 238 (8) 1.67 (8) 1.18 (9) 0.72 (9)
Australia 4.36 (6) 3.60 (7) 322 (1) 307 (1) 194 (8)°2
Japan 1.25 (9) 0.89 (9) 082 (9) 0.93 (9) 160 (8)2
New Zealand 242 (8) 251 (8) 201 (8) 1.65 (8) 1.37 (9)
Austria 1.65 (8) 0.71 (9) 060 (9) 0.65 (9) 061 (9)
Belgium 0.01 (10) 0.00 (10) 0.00 (10) 0.01 (10) 0.00 (10)
Denmark 0.92 (9) 0.05 (10) 0.04 (10) 0.04 (10) 0.03 (10)
Finland 1.61 (8) 0.81 (9) 042 (9) 0.59 (9) 0.46 (9)
France 0.05 (10) 0.05 (10) 0.03 (10) 0.01 (10) 0.01 (10)
Germany 0.02 (10) 0.01 (10) 0.00 (10) 0.00 (10) 0.00 (10)
Iceland 8.06 (2) 6.54 (4) 457 (6) 3.96 (6) 067 (9)
Ireland 482 (6) 298 (7) 253 (8) 261 (7) 1.50 (8)
Italy 0.26 (10) 0.04 (10) 0.02 (10) 0.01 (10) 0.01 (10)
Netherlands 1.33 - (9) 0.00 (10) 0.00 (10) 0.00 (10) 0.00 (10)
Norway 0.51 (9) 0.30 (9) 0.25 (10) 0.27 (10) 0.32 (9)
Spain 6.11 (5) 269 (7) 297 (7) 1.33 (9) 0.03 (10) @
Sweden 095 (9) 0.66 (9) 0.32 (9) 0.39 (9) 043 (9)
Switzerland 350 (7) 242 (8) 195 (8) 1.87 (8) 229 (8)
United Kingdom 0.00 (10) 0.04 (10) 0.00 (10) 0.04 (10) 0.04 (10)
CENTRAL/SOUTH AMERICA
Argentina 1290 (0) 9.50 (1) 12.72 (0) 9.85 (1) 480 (6)
Bahamas 8.80 (2) 8.10 (2) 933 (1) 9.60 (1) 10.30 (1)@
Barbados 440 (6) 3.70 (6) 340 (7) 360 (7) 3.30 (7)
Belize - 870 (2) 1086 (1) 1076 (1) 10.85 (1)
Bolivia 8.90 (2) 7.80 (3) 701 (4) 231 (8) 212 (8)
Brazil 5.65 (5) 10.00 (1) 322 (7) 3.66 (6) 262 (7)
Chile 5.56 (6) 279 (7) 569 (5) 3.69 (6) 354 (7)
Colombia 7.39 (3) 777 (3) 746 (3) 7.09 (3) 4.00 (6)
Costa Rica 591 (5) 5.30 (6) 6.92 (4) 7.03 (4) 462 (6)
Dominican Rep 16.12 (0) 9.20 (1) 6.45 (4) 7.80 (3) 1221 (1)
Ecuador 8.88 (2) 7.20 (3) 6.21 (5) 3.95 (6) 351 (7)
El Salvador 6.40 (4) 6.24 (4) 713 (3) 413 (6) 3.60 (7)
Guatemala 562 (6) 481 (6) 747 (3) 355 (7) 3.80 (6)
Haiti 9.30 (1) 9.86 (1) 8.03 (2) 6.70 (4) d -
Honduras 5.32 (6) 6.70 (4) - - -
Jamaica 3.99 (6) 0.87 (9) 1.71 (8) - : -
Mexico 7.87 (3) 17.56 (0) 257 (7) 195 (8) 152 (8)
Nicaragua 488 (6) 8.70 (2) 7.38 (3) 430 (6) 5.85 (5)
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Table IV-A: (contined)

Taxes on Trade As A Percent of Exports Plus imports
(The rating of each country is in parenthesis)

CENTRAL/- 1975 1980 1985 1990 1995
S. AMERICA (cont)
Panama 3.20 (7) 3.07 (7) 414 (6) 1.83 (8) 1.39 (9)
Paraguay 8.81 (2) 6.04 (5) 222 (8) 3.26 (7) 207 @2
Peru 9.52 (1) 10.62 (1) 8.30 (2) 3.86 (6) 549 (6)
Trinidad/Tobago 2.60 (7) 3.17 (7) 571 (5) 268 (7)d -
Uruguay 341 (7) 8.87 (2) 5.82 (5) 5.61 (6) 270 (7)
Venezuela 3.74 (6) 298 (7) 9.14 (1) 221 (8) 266 (7)
EUROPE/MIDDLE EAST
Albania - - - - -
Bahrain - - 0.74 (9) 1.09 (9) 146 (9)
Bulgaria - - 5.40 (6) 1.30 (9) 222 (8)b
Croatia
Cyprus 345 (7) 4.00 (6) 4.42 (6) 4.15 (6) 279 (@)
Czechoslovakia - - - 3.99 (6) -

, Czech Republic - - - - 1.13 (9)

Slovakia - - - - -
Egypt 16.73 (0) 13.08 (0) 12.06 (1) 5.92 (5) 6.08 (52
Estonia 034 (9) 0.38 (9)
Greece 3.46 (7) 323 (7) 0.33 (9) 0.05 (10) 0.05 (10)
Hungary - 497 (6) 3.74 (6) 497 (6) -
Iran 3589 (7) 16.95 (0) 14.18 (0) 732 (3) 5.60 (6)
Israel 796 (2) 5.05 (6) 285 (7) 092 (9) 0.24 (10)
Jordan 6.75 (4) 7.06 (4) 6.09 (5) 496 (6) 6.54 (4)
Latvia - - - - 0.88 (9)
Lithuania - - - - 0.74 (9)
Malta 459 (6) 487 (6) 446 (6) 485 (6) 441 (6)2
Oman - - 1.37 (9) 0.97 (9) 1.07 (9)
Poland - - 8.59 (2) 6.00 (5) 6.38 (4)
Portugal 461 (6) 211 (8) 124 (9) 1.02 (9) 0.01 (10)
Romania - - - 044 (9) 290 (7)
Russia - - - - 8.80 (2)
Slovenia - - - - -
Syria 8.48 (2) 7.12  (3) 5.63 (6) 293 (7) 3.97 (6)
Turkey 14.43 (0) 6.33 (4) 296 (7) 281 (7) 148 (9)
Ukraine - - - - -
ASIA
Bangladesh 7.90 (3) 13.41 (0) 17.88 (0) 1211 (1) d -
China - 570 (5) 10.00 (1) 3.70 (6) 120 (9)
Fiji 6.58 (4) 5.78 (5) 7.87 (3) 6.43 (4) 475 (6)
Hong Kong 0.70 (9) 0.50 (9) 0.60 (9) 040 (9) 0.30 (9)
India 14.77 (0) 1552 (0) 2419 (0) 20.73 (0) 1270 (0) @
Indonesia 4.00 (6) 289 (7) 1.59 (8) 246 (8) 221 (8)
Malaysia 7.04 (4) 771 (3) 5.65 (b) 320 (V) 2.08 (8)
Nepal 8.90 (2) 8.60 (2) 771 (3) 8.80 (2) 5.29 (6)
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Table IV-A: (continued)

Taxes on Trade As A Percent of Exports Plus Imports
(The rating of each country is in parenthesis)

1975 1980 1985 1990 1995
ASIA
Pakistan 15.32 (0) 15.29 (0) 14.74 (0) 16.45 (0) 13.62 (0)
Philippines 13.38 (0) 6.75 (4) 6.20 (5) 6.64 (4) 6.17 (5)
Singapore 0.74 (9) 0.47 (9) 0.32 (9) 0.15 (10) 0.11 (10)
South Korea 3.07 (7) 414 (6) 355 (7) 342 (1) 1.96 (8)
Sri Lanka 1113 (1) 11.72 (1) 1059 (1) 8.81 (2) 452 (6)
Taiwan 483 (6) 3.60 (7) 280 (7) 214 (8) 1.97 (8)
Thailand 7.00 4) 6.88 (4) 6.48 (4) 540 (6) 347 ()
AFRICA
Algeria - - - - -
Benin 917 (1) 1060 (1) - - -
Botswana 10.39 (1) 12.80 (0) 712 (3) 6.61 (4) 9.87 (1)
Burundi 12.18 (1) 18.08 (0) 17.01 (0) 2290 (0) -
Cameroon 1344 (0) 11.00 (1) 6.07 (5) 5.39 (6) 771 (3)
C African Rep - 10.60 (1) - 1150 (1) d -
Chad 9.16 (1) - - 3.87 (6) 217 ()¢
Congo Peoples Rep. 543 (6) 3.80 (6) - - -
Cote d' Ivoire - 12.78 (0) 11.79 (1) 10.92 (1) -
Gabon 8.20 (2) 725 (3) 643 (4) 478 (6) 6.32 (4)¢
Ghana 20.58 (0) 17.27 (0) 2167 (0) 11.59 (1) 805 (2)2
Kenya 547 (6) 6.06 (5) 7.38 (3) 6.26 (4) 496 (6)
Madagascar 13.80 (0) 8.50 (2) - 14,00 (0) 849 (2)
Malawi 3.75 (6) 6.58 (4) 880 (2) 5.65 (5) -
Mali 14.09 (0) 3.81 (6) 4.97 (6) 460 (6)d -
Mauritius 7.06 (4) 955 (1) 964 (1) 761 (3) 6.26 (4)
Morocco 7.51 (3) 10.68 (1) 6.39 (4) 8.59 (2) 9.91 (1)b
Niger 6.70 (4) 840 (2) - - -
Nigeria 6.64 (4) 8.50 (2) 5.09 (6) 400 (6)d -
Rwanda 16.49 (0) 13.30 (0) - 14.15 (0) 1463 (0)b
Senegal 8.66 (2) 11.40 (1) 8.30 (2) - -
Sierra Leone 10.44 (1) 13.33  (0) 1190 (1) 5.97 (5) 7.74 (3)
Somalia 14.01 (0) 10.50 (1) - - -
South Africa 2.02 (8) 1.21 (9) 141 (9) 222 (8) 0.59 (9)
Tanzania 733 (3) 772 (3) 625 (4) - -
Togo 7.20 (3) 12.43 (0) 863 (2) 920 (1)d -
Tunisia 10.70 (1) 8.99 (1) 13.30 (0) 949 (1) 954 (1)b
Uganda 20.40 (0) 307 (M 1160 (1) - -
Zaire 19.02 (0) 10.28 (1) 839 (2) 9.10 (1) 6.05 (52
Zambia 261 (7) 239 (8) 6.40 (4) 484 (6) 384 (6)
Zimbabwe 210 (8) 1.67 (8) 8.03 (2) 9.19 (1) 810 (2)¢

1993=a, 1992=b, 1991=c, 1989=d.
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Source: The data on tax revenue are from the International Monetary Fund, Government Finance Statistics Year-
book, (various issues), Table A, line 6 entitled, “Taxes on International Trade Transactions.” The data on the volume
of exports and imports are from the IMF, International Financial Statistics (various issues). The following conver-
sion table divided the 1985 base year data into eleven intervals of equal size.

Average Tax Rate (%) Rating
0.000 — 0.284 10
0.285 — 1.499 9
1.500 — 2.549 8
2.550 —3.644 7
3.645 — 5.639 6
5.640 — 6.229 5
6.230 — 7.064 4
7.065 — 7.949 3
7.950 — 8.969 2

8.970 — 12.389 1
>12.390 0
273

www fraserinstitute.org



Table IV-B: The Black Market Exchange Rate Premium
(The premium one must pay to exchange the domestic currency
for dollars in the black market relative to the official exchange rate.
The data are year-end.

Black Market Exchange Rate Premium
(The rating of each country is in parenthesis)

INDUSTRIAL 1975 1980 1985 1990 1995
COUNTRIES

United States 0 (10) 0 (10) 0 (10) 0 (10) 0 (10)
Canada 0 (10) 0 (10) 0 (10) 0 (10) 0 (10)
Australia 1 (8) 1 (8) 0 (10) 0 (10) 0 (10)
Japan 0 (10) 0 (10) 0 (10) 0 (10) 0 (10)
New Zealand 5 (6) 0 (10) 4 (6) 0 (10) 0 (10)
Austria 0 (10) 0 (10) 0 (10) 0 (10) 0 (10)
Belgium 0 (10) 0 (10) 0 (10) 0 (10) 0 (10)
Denmark 1 (8) 2 (M 0 (10) 0 (10) 0 (10)
Finland 1 (8) 1 (8) 0 (10) 0 (10) 0 (10)
France 0 (10) 3 (6) 4 (6) 0 (10) 0 (10)
Germany 0 (10) 0 (10) 0 (10) 0 (10) 0 (10)
Iceland 106 (1) 9 (5 16 (4) 3 (6) 0 (10)
Ireland 0 (10) 0 (10) 3 (6) 1 (8) 0 (10)
Italy 9 (5) 0 (10) 0 (10) 0 (10) 0 (10)
Netherlands 0 (10) 0 (10) 0 (10) 0 (10) 0 (10)
Norway 1 (8) 3 (8 0 (10) 0 (10) 0 (10)
Spain 2 (7 0 (10) 2 (7) 2 (7 0 (10)
Sweden 1 (8) 5 (6) 1 (8) 0 (10) 0 (10)
Switzerland 0 (10) 0 (10) 0 (10) 0 (10) 0 (10)
United Kingdom 0 (10) 0 (10) 0 (10) 0 (10) 0 (10)
CENTRAL/SOUTH AMERICA

Argentina 124 (1) 1 (8) 40 (2) 0 (10) 0 (10)
Bahamas 14 @) 20 (4) 11 @) 13 @) 2 (7
Barbados 20 (4) 11 4) 11 @) 10 (4) 3 (6)
Belize 32 (3) 34 (3) 63 (1) 25 (3) 3 (6)
Bolivia 5 (6) 22 (4) 9 (5) 3 (6) 1 (8)
Brazil 49 (2) 18 (4) 49 (2) 10 (4) 3 (6)
Chile 5 (6) 6 (6) 22 (4) 0 (10) 2 7
Colombia 29 (3) 16 (4) 9 (5) 17 (4) 7 (5)
Costa Rica 8 (5) 69 (1) 24 (3) 0 (10) 0 (10)
Dominican Rep 28 (3) 37 (2) 14 (4) 66 (1) 2 M
Ecuador 5 (6) 13 (4) 48 (2) 0 (10) 12 (4)
El Salvador 20 (4) 100 (1) 195 (1) 24 (3) 1 (8)
Guatemala 10 (4) 10 @4) 89 (1) 0 (10) 0 (10)
Haiti 0 (10) 20 (4) 60 (2) 151 (1) 47 (2)
Honduras 0 (10) 20 (4) 65 (1) 0 (10) 1 (8)
Jamaica 22 (4) 61 (2) 19 @) 27 (3) 7 (5)
Mexico 0 (10) 92 (1) 25 (3) 0 (10) 0 (10)
Nicaragua 21 (4) 91 (1) 382 (0) 10 (4) 8 (5)
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Table IV-B: (Continued)

Black Market Exchange Rate Premium
(The rating of each country is in parenthesis)

CENTRAL/- 1975 1980 1985 1990 1995
S. AMERICA (con't)
Panama 0 (10) 0 (10) 0 (10) 0 (10) 0 (10)
Paraguay 13 (4) 7 (6) 213 (0) 26 (3) 13 (4)
Peru 56 (2) 18 @) 51 2 16 (4) 0 (10)
Trinidad/Tobago 43 (2) 49 (2) 39 (20 40 (2 3 (6)
Uruguay 0 (10) 0 (10) 0 (10) 0 (10) 0 (10)
Venezuela 0 (10) 0 (10) 25 (3) 0 (10) 42 (2)
EUROPE/MIDDLE EAST
Albania 745 (0) 866 (0) 818 (0) 800 (0) 0 (10)
Bahrain 0 (10) 0 (10) 0 (10) 0 (10) 0 (10)
Bulgaria 175 (1) 175 (1) 435 (0) 100 (1) 5 (6)
Croatia -- -- - 106 (1) 8 (5
Cyprus 6 (6) 4 (6) 1 (8) 5 (6) 5 (6)
Czechoslovkia 359 (0) 387 (0) 423 (0) 61 (2) -
Czech Republic - -- - -- 0 (10)
Slovakia - - - - 0 (10)
Egypt 1 (8) 9 (5) 146 (1) 56 (2) 3 (6)
Estonia - - - 6,100 (0) 0 (10)
Greece 3 (6) 7 6 25 (3) 3 (6) 0 (10)
Hungary 317 (0) 244 (0) 210 (0) 22 (4) 0 (10)
Iran 2 (7y 164 (1) 533 (0) 2197 (0) 115 (1)
Israel 60 (2) 1 {8) 7 (5) 4 (6) 0 (10)
Jordan 1 (8) 0 (10) 3 () 11 (4) 1 (8)
Latvia - - - 6,100 (0) 2
Lithuania - - - 6,100 (0) 0 (10)
Malta 5 (6) 12 (4) 7 (5) 2 (M 4 (6)
Oman 0 (10) 0 (10) 0 (10) 0 (10) 0 (10)
Poland 3786 (0) 298 (0) 301 (0) 9 (5 0 (10)
Portugal 42 (2) 2 (7 2 (7 3 (6) 0 (10)
Romania 596 (0) 628 (0) 1246 (0) 416 (0) 3 (6)
Russia 391 (0) 359 (0) 637 (0) 6,100 (0) 2
Slovenia - - - 106 (1) 0 (10)
Syria 1 (8) 35 (2) 251 (0) 301 (0) 301 (0)
Turkey 11 (4) 16 (4) 3 (6) 2 (7) 2 (M
Ukraine 391 (0) 358 (0) 637 (0) 6100 (0) 3 (6)
ASIA
Bangladesh 51 (2 1111 (1) 168 (1) 165 (1) 28 (3)
China 24 (3) 25 (3) 11 (4) 159 (1) 7 (5
Fiji 17 4) 18 @) 8 (5) 4 (6) 1 (8)
Hong Kong 0 (10) 0 (10) 0 (10) 0 (10) 0 (10)
India 9 (5) 5 (6) 14 (4) 10 (4) 8 (5)
Indonesia 7 (5 2 (7 7 (5 0 (10) 0 (10)
Malaysia 0 (10) 0 (10) 0 (10) 0 (10) 0 (10)
Nepal 40 (2) 0 (10) 11 (4) 16 (4) 19 (4)
Pakistan 17 4 27 (3) 4 (6) 14 (4) 3 (6)
Philippines 13 4) 3 (6) 7 (5 7 (5) 0 (10)
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Tabie iV-B: (Continued)

Black Market Exchange Rate Premium
(The rating of each country is in parenthesis)

1975 1980 1985 1990 1995
ASIA
Singapore 0 (10) 0 (10) 0 (10) 0 (10) 0 (10)
South Korea 2 7 11 4) 11 (4) 1 (8) 0 (10)
Sri Lanka 92 (1) 9 (5 20 (4) 24 (3) 2 (N
Taiwan 5 (6) 1 (8) 3 (6) 0 (10) 0 (10)
Thailand 2 (7 5 (6) 3 (6) 0 (10) 0 (10)
AFRICA
Algeria 56 (2) 263 (0) 335 (0) 140 (1) 201 (1)
Benin 2 (7N 2 (7) 1 (8) 4 (6) 1 (8)
Botswana 44 (2) 10 (4) 22 (4) 7 (5) 2 (7
Burundi 46 (2) 45 (2) 25 (3) 6 (6) 44 (2)
Cameroon 2 () 2 (7) 1 (8) 4 (6) 1 (8)
C African Rep 2 @) 2 1 (8) 4 (6) 1 (8)
Chad 2 (7 2 (M 1 (8) 4 (6) 1 (8)
Congo Peoples Rep 2 (7 2 (7) 1 (8) 4 (6) 1 (8)
Cote d' Ivoire 2 (N 2 (7) 1 (8) 4 (6) 1 (8)
Gabon 2 (7) 2 (1) 1 (8) 4 (6) 1 (8)
Ghana 67 (1) 304 (0) 142 (1) 7 (5) 2 (7)
Kenya 8 (5 10 (@) 2 () 6 (6) 2 (7
Madagascar 23 (3) 51 (2) 9 (5 7 (5) 2 ()
Malawi 28 (3) 48 (2) 30 (3) 14 (4) 1 (8)
Mali 7 (5) 5 (6) 1 (8) 4 (6) 1 (8)
Mauritius 47 (2) 40 (2) 1 (8) 8 (5) 0 (10)
Morocco 3 (6) 1 (8) 7 (5) 13 (4) 1 (8)
Niger 2 (7N 2 (1) 1 (8) 4 (6) 1 (8)
Nigeria 43 (2) 72 (1) 270 (0) 23 (3) 286 (0)
Rwanda 45 (2) 67 (1) 49 (2) 28 (3) 3 (6)
Senegal 2 (7 2 (7) 1 (8) 4 (6) 1 (8)
Sierra Leone 53 (2) 62 (1) 206 (1) 165 (1) 2 (7
Somalia 28 (3) 41 (2) 147 (1) 200 (1) -
South Africa 6 (6) 6 (6) 25 (3) 3 (6) 0 (10)
Tanzania 203 (1) 224 (0) 259 (0) 78 (1) 1 (8)
Togo 2 (7) 2 (7) 1 (8) 4 (6) 1 (8)
Tunisia 11 (4) 18 (4) 12 (4) 8 (5) 1 (8)
Uganda 390 (0) 360 (0) 25 (3) 40 (2) 3 (6)
Zaire 120 (1) 131 (1) 6 (6) 20 (4) 4 (6)
Zambia 140 (1) 70 1) 38 (2) 212 (0) 3 (6)
Zimbabwe 54 (2) 84 (1) 42 (2) 15 (4) 1 (8)
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Source: International Currency Analysis, Inc., World Currency Yearbook (various issues of the yearbook and the
monthly report supplement) and International Monetary Fund, International Financial Statistics (various monthly

issues). The 1985 base year data were used to derive the rating intervals. The following conversion table divided the
1985 data into eleven intervals of equal size.

Black Market Exchange

Rate Premium (%) Rating

0

1

2
3—6
7—9
10— 22
23 —34
35—6l
62 — 208

210 or more

—
<

S = NV W A U N 0
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Table IV-C: The Actual Size of the Trade Sector (Exports plus Imports divided by
GDP) Compared to the Expected Size: 1975, 1980, 1985, 1990, and 1995

1975 1980
Actual Expected Actual-Expected Actual Expected Actual-Expected
INDUSTRIAL Trade  Trade Expected Trade Trade Expected
COUNTRIES
United States 8.2 11.4 -28.5% 2) 10.6 12.8 -17.4% (3)
Canada 23.6 17.2 37.4% (8) 275 19.2 43.7% (9)
Australia 14.4 15.3 -6.1% 4) 17.0 17.1 -0.8% (4)
Japan 12.8 14.9 -13.9% 3) 14.1 16.6 -14.8% (3)
New Zealand 27.4 26.4 4.1% (5) 30.9 29.6 43% (5)
Austria 31.5 257 22.7% (7) 37.8 28.9 30.6% (8)
Belgium 53.5 33.6 59.4% (10) 64.2 37.8 69.9% (10)
Denmark 30.6 36.0 -15.1% (3) 33.3 40.5 -17.8% (3)
Finland 27.0 30.0 -9.9% 4) 33.6 337 0.2% (4)
France 18.5 18.5 -0.1% 4) 221 20.7 6.8% (5)
Germany 23.2 19.3 20.4% {6) 26.7 21.8 228% (7)
Iceland 394 43.1 -8.4% 4) 36.3 48.2 -24.6% (2)
Ireland 43.7 36.9 18.4% 6) 53.8 411 30.8% (8)
ltaly 20.6 19.4 5.9% (5) 233 21.8 6.7% (5)
Netherlands 46.1 314 46.8% (9) 50.5 35.2 435% (9)
Norway 45.2 30.8 46.5% 9) 442 34.6 279% (7)
Spain 15.4 19.8 -22.0% 3) 16.9 22.1 -235% (2)
Sweden 279 26.8 4.1% (5) 30.4 30.1 0.9% (5)
Switzerland 30.0 28.2 6.4% (5) 38.5 31.8 21.1% (7)
United Kingdom 26.8 21.2 26.2% 7) 26.2 23.9 9.5% (5)
CENTRAL/SOUTH AMERICA
Argentina 5.9 17.7 -66.6% (0) 58 19.6 -70.6% (0)
Bahamas 76.0 65.7 15.6% (6) 74.8 72.9 27% (5)
Barbados 63.1 87.4 -27.9% (2) 71.1 98.4 -27.8% (2)
Belize 80.8 66.3 21.9% (7) 62.0 73.4 -15.6% (3)
Bolivia 29.1 21.5 35.0% (8) 18.8 23.8 -20.8% (3)
Brazil 9.5 12.8 -25.7% (2) 10.2 14.2 -28.2% (2)
Chile 26.4 247 7.2% (5) 249 274 -9.3% (4)
Colombia 14.9 19.5 -23.4% (2) 15.9 21.6 -26.2% (2)
Costa Rica 343 40.8 -16.0% (3) 31.7 45.0 -29.6% (2)
Dominican Republic 28.0 35.6 -21.2% (3) 241 39.3 -38.8% (1)
Ecuador 29.5 28.7 2.8% (5) 25.3 31.6 -19.9% (3)
El Salvador 35.7 39.8 -10.2% 4) 33.7 441 -23.5% (2)
Guatemala 226 321 -29.5% (2) 23.6 354 -335% (1)
Haiti 18.8 37.6 -50.1% (0) 26.1 418 -37.7% (1)
Honduras 35.2 35.4 -0.7% (4) 40.2 38.9 3.3% (5)
Jamaica 40.4 47.0 -14.0% (3) 52,7 52.5 04% (5)
Mexico 74 16.1 -54.4% (0) 11.8 17.8 -33.5% (1)
Nicaragua 329 36.2 -9.3% 4) 33.8 39.9 -154% (3)
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Table IV-C: (Continued)

1975 1980
Actual Expected Actual-Expected Actual Expected Actual-Expected

CENTRAL/- Trade Trade Expected Trade Trade Expected
S. AMERICA (cont)
Panama 374 40.0 -6.5% 4) 38.6 44.3 -12.8% (3)
Paraguay 15.9 259 -38.5% (1) 22.0 28.5 <22.7% (2)
Peru 16.4 20.6 -20.4% 3) 20.8 227 -8.6% (4)
Trinidad & Tobago 441 56.2 -21.5% 3) 447 62.6 -28.6% (2)
Uruguay 18.5 344 -46.1% (1) 17.8 38.5 -53.7% (0)
Venezuela 254 21.9 15.9% (6) 25.3 24.0 5.3% (5)
EUROPE/MIDDLE EAST
Albania - - - - - -
Bahrain 120.6 83.1 45.1% 9) 117.7 89.9 31.0% (8)
Bulgaria - - - 33.2 40.8 -18.7% (3)
Croatia - - - 0.0 - -
Cyprus 46.1 574 -19.7% (3) 54.2 64.3 -15.8% (3)
Czechoslovakia - - - - - -

Czech Republic - - - - - -

Slovakia - - - - - -
Egypt 30.7 18.5 66.2% (10) 36.7 20.4 79.5% (10)
Estonia - - - - - -
Greece 21.9 29.7 -26.3% 2) 23.6 33.1 -28.7% (2)
Hungary 45.2 242 86.8% (10) 40.2 272 478% (9)
Iran 38.0 17.9 112.6% (10) 14.9 19.6 -24.3% (2)
Israel 38.7 40.8 -5.1% (4) 452 45.1 0.2% (4)
Jordan 64.4 39.3 64.1% (10) 73.3 43.0 70.7% (10)
Latvia - - - - - -
Lithuania - - - - - -
Malta 89.6 82.7 8.3% (5) 93.7 91.7 22% (5)
Oman 59.1 41.4 42.8% 9) 50.9 447 13.9% (6)
Poland - - - 29.6 23.3 271% (@)
Portugal 26.6 30.7 -13.3% (3) 34.7 34.1 1.7% (5)
Romania - - - 37.7 33.1 13.8% (6)
Russia - - - - - -
Slovenia - - - - - -
Syria 27.7 29.6 -6.4% 4) 26.8 325 -17.5% (3)
Turkey 9.7 18.6 -48.1% (1) 10.3 20.7 -50.3% (0)
Ukraine - - - - - -
ASIA
Bangladesh 5.5 21.3 -74.2% 0) 12.0 23.5 -48.9% (1)
China - - - 6.5 10.2 -36.2% (1)
Fiji 43.3 43.8 -1.2% (4) 50.3 48.6 3.4% (5)
Hong Kong 81.3 52.4 55.0% 9) 90.3 57.7 56.5% (9)
India 6.4 10.8 -40.6% (1) 8.3 11.9 -30.3% (2)
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Table IV-C: (Continued)

1975 1980
Actual Expected Actual-Expected Actual Expected Actual-Expected
Trade Trade Expected Trade Trade Expected

ASIA

Indonesia 22.1 14.3 54.6% 9) 26.6 15.8 68.1% (10)
Malaysia 434 26.0 67.1% (10) 56.3 28.7 95.8% (10)
Nepal 11.1 226 -50.7% 0) 16.1 249 -39.3% (1)
Pakistan 16.5 17.1 -3.1% 4) 18.3 18.8 -26% (4)
Philippines 24 .1 17.5 37.4% 9) 26.0 19.4 34.3% (8)
Singapore 144.6 58.8 1458% (10) 211.7 65.1 225.2% (10)
South Korea 32.2 24.8 29.8% 4] 377 27.6 36.8% (8)
Sri Lanka 31.2 27.7 12.6% (6) 435 30.8 41.3% (9)
Taiwan 41.3 37.0 11.6% (5) 53.1 41.0 29.6% (7)
Thailand 20.7 19.3 7.1% (5) 27.2 213 277% ()
AFRICA

Algeria 38.3 19.3 98.4% (10) 324 21.2 52.5% (9)
Benin 29.9 355 -15.7% (3) 331 39.2 -15.4% (3)
Botswana 54.6 30.3 79.9% (10) 58.2 33.2 75.0% (10)
Burundi 13.6 318 -57.1% (0) 16.1 351 -54.3% (0)
Cameroon 24.1 27.1 -10.9% (3) 25.7 29.8 -13.8% (3)
Central African Rep 32.6 26.0 25.7% ) 344 28.7 20.2% (6)
Chad 28.6 21.9 30.8% 8) 325 24.2 343% (8)
Congo Peoples Rep 49.8 35.8 39.3% (8) 60.1 394 52.4% (9)
Cote d'lvoire 36.7 28.5 28.6% {7) 38.1 31.2 222% (7)
Gabon 48.7 41.4 17.6% (6) 48.2 45.1 6.8% (5)
Ghana 18.9 27.7 -31.8% (2) 8.8 30.8 -71.4% (0)
Kenya 322 242 32.8% (8) 335 26.5 264% (7)
Madagascar 184 21.4 -14.0% (3) 215 23.6 -8.6% (4)
Malawi 375 325 15.3% (6) 31.8 35.8 -11.0% (3)
Mali 20.6 20.7 -0.3% (4) 25.6 22.9 11.5% (5)
Mauritius 56.1 50.5 11.2% (5) 56.3 56.1 0.3% (5)
Morocco 27.9 223 25.2% (7) 226 247 -8.3% (4)
Niger 25.1 19.9 26.2% (7) 314 21.9 43.7% (9)
Nigeria 20.6 17.2 19.6% (6) 24.0 18.9 26.6% (7)
Rwanda 13.4 31.2 -56.9% (0) 20.4 34.2 -40.3% (1)
Senegal 39.2 314 24.7% (7) 36.1 34.6 4.3% (B)
Sierra Leone 30.5 37.2 -17.9% (3) 32.8 41.2 -204% (3)
Somalia 19.7 28.0 -29.7% (2) 60.8 30.8 97.3% (10)
South Africa 29.3 19.1 53.4% 9) 324 211 53.6% (9)
Tanzania 26.1 21.2 23.1% (7) 19.7 23.2 -15.1% (3)
Togo 48.6 39.5 22.8% (N 83.7 43.6 232% (7)
Tunisia 334 31.2 7.1% (5) 42.9 34.5 245% (7)
Uganda 9.2 22.0 -57.9% (0) 223 242 -7.8% (4)
Zaire 12.5 18.3 -31.4% 2) 16.4 20.1 -18.3% (3)
Zambia 46.3 224 107.0% (10) 434 24.6 76.5% (10)
Zimbabwe 30.1 23.0 31.0% (8) 31.8 253 25.7% (1)
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Table 1IV-C: (Continued)

1985 1990 1995

Actual Expected Actual-Expected  Actual Expected Actual-Expected Actual Expected Actual-Expected
INDUSTRIAL Trade Trade Expected Trade Trade Expected Trade Trade Expected
COUNTRIES
United States 8.9 11.7 -24.2% (2) 10.7 126 -15.1% 3) 11.8 134 -12.3% (3)
Canada 27.2 176 54.5% (9) 25.6 18.9 35.3% (8) 36.2 20.0 81.1% (10)
Australia 176 15.7 12.6% (6) 17.2 16.8 2.7% (5) 20.3 179 13.7% (6)
Japan 12.8 15.3 -16.5% (3) 10.5 16.5 -36.6% (1) 8.7 17.7 -50.8% (0)
New Zealand 32.2 27.2 18.3% (6) 27.0 29.4 -8.2% 4) 26.7 31.3 -146% (3)
Austria 40.6 26.8 51.8% 9) 39.6 28.9 36.9% (8) 36.1 30.8 17.1% (6)
Belgium 75.6 35.0 116.4% (10) 725 37.8 91.8% (10) 70.2 40.5 73.3% (10)
Denmark 36.5 374 -2.5% “4) 328 40.5 -19.1% 3) 324 433 -251%  (2)
Finland 291 31.0 -6.4% 4) 238 335 -29.0% (2) 337 35.8 -6.0% (4)
France 23.6 19.0 23.9% (7) 226 20.6 9.4% (5) 223 221 12% (5)
Germany 30.8 20.2 527%  (9) 29.0 21.8 33.4% (8) 225 21.7 3.9% (5)
Iceland 40.9 44.2 -7.4% 4) 34.7 475 -26.9% (2) 35.1 50.5 -30.5% (2)
Ireland 56.7 37.8 50.0% (9) 56.8 41.0 38.3% (8) 71.8 43.9 63.8% (10)
Italy 23.0 20.1 14.3% (6) 20.7 218 -4.9% (4) 237 234 13% (5)
Netherlands 58.4 324 80.2% (10) 51.9 35.0 48.3% (9) 50.0 37.3 34.1% (8)
Norway 43.0 31.9 34.6% (8) 40.6 34.5 17.5% 6) 40.9 36.8 10.9% (5)
Spain 21.8 204 6.9% (5) 18.8 220 -14.8% 3) 236 236 0.1% (4)
Sweden 345 27.9 23.6% (7 29.7 30.1 -1.2% 4) 377 321 17.3% (6)
Switzerland 38.8 293 32.5% (8) 36.4 316 15.1% (6) 334 336 -0.6% (4)
United Kingdom 28.3 221 27.9% 7) 257 239 7.7% (5) 28.6 25.6 11.9% (5)
CENTRAL/SOUTH AMERICA
Argentina 9.0 18.0 -49.9% (1) 7.7 19.3 -60.2% (0) 8.0 20.5 -61.2% (0)
Bahamas 75.2 66.5 13.1% (6) 53.5 70.8 -24.3% (2) 51.2 75.4 -321%  (2)
Barbados 63.9 91.1 -29.8% (2) 50.4 98.1 -48.6% (1) 478 105.2 -545% (0)
Belize 54.9 66.6 -17.6% (3) 63.7 70.8 -10.1% 4) 53.6 74.7 -28.3% (2)
Bolivia 15.1 21.6 -29.9% (2) 23.4 23.0 2.1% (5) 24.7 24.2 22% (5)
Brazil 9.7 129 -25.1% (2) 6.3 13.8 -54.1% (0) 7.3 146 -50.0% (1)
Chile 26.9 25.1 7.4% (5) 327 26.8 21.9% (7 28.3 28.5 -0.5% (4)
Colombia 13.2 19.6 -33.0% (1) 177 21.0 -156.7% (3) 18.4 22.2 -171%  (3)
Costa Rica 316 40.7 -22.3% 3) 37.7 43.2 -12.7% ) 41.5 46.0 9.7% (4)
Dominican Republic 28.5 35.7 -20.2% (3) 31.2 38.2 -18.2% (3) 27.8 40.2 -30.9% (2)
Ecuador 238 28.6 -16.8% (3) 30.1 30.4 -1.3% 4) 27.8 32.2 -13.9% (3)
E! Salvador 26.1 40.5 -35.5% () 215 43.3 -50.4% [(1)} 29.6 458 -35.4% (1)
Guatemala 12.5 321 -61.1% (0) 21.7 34.0 -36.1% (1) 227 35.8 -36.5% (1)
Kaiti 19.2 38.2 49.7% (1) 17.2 40.8 57.7%  (0) 134 43.0 68.8% (0)
Honduras 271 35.0 -22.7% (2) 37.6 37.1 1.4% (5) 45.8 38.8 18.0% (6)
Jamaica 66.3 48.1 37.6% (8) 55.5 51.8 7.0% {5) 62.1 55.4 121% (5)
Mexico 129 16.2 -20.6% (3) 16.4 17.3 -5.6% 4) 226 18.2 243% (7)
Nicaragua 18.3 36.2 -49.4% (1) 343 38.4 -10.8% (3) 44.8 39.9 12.4% (5)
Panama 34.2 40.3 -16.1% 3) 374 43.0 -13.0% (3) 38.6 45.7 -16.5% (3)
Paraguay 24.8 25.7 -3.6% {4) 37.8 27.3 38.6% (8) 43.0 28.7 49.9% (9)
Peru 19.7 20.7 -4.7% (4) 13.4 22.1 -39.3% 1) 14.0 233 -39.9% (1)
Trinidad & Tobago 305 57.3 -46.8% (1) 36.9 61.6 -40.1% (1) 34.9 64.2 -456% (1)
Uruguay 239 35.5 -32.6% (1) 23.1 38.3 -39.6% (1) 19.5 40.9 -52.2% (0)
Venezuela 20.4 21.8 -6.4% 4) 208 23.2 28.8% (8] 229 24.4 -6.2% (4)
EUROPE/-MIDDLE EAST
Albania - - - 47.0 43.0 9.3% (5) 38.0 46.0 -17.4% (3)
Bahrain 95.8 80.8 18.5% (6) 110.8 85.0 30.3% (8) 95.5 89.6 6.6% (5)
Bulgaria 430 378 13.9% (6) 34.9 411 -15.1% (3) 52.2 44.2 18.0% (6)
Croatia - - - - - - - - -
Cyprus 538 59.0 -8.8% 4) 50.9 63.4 -19.8% (3) 49.8 67.6 -26.3% (2)
Czechoslovakia 349 28.7 21.6% (7) 344 30.8 11.9% (5) - - -
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Table IV-C: (con't)

1985

1990

1995

Actual Expected Actual-Expected

Actual Expected

Actual-Expected

Actual Expected

Actual-Expected

EUROPE!/- Trade Trade Expected Trade Trade Expected Trade Trade Expected
MIDDLE EAST

Czech Republic - - - - - - 61.6 29.8 106.2% (10)

Slovakia - - - - - - 61.1 345 76.9% (10)
Egypt 26.0 18.6 40.0%  (9) 325 19.8 64.7% (10 23.1 20.8 11.4% (5)
Estonia - - - - - - 87.0 521 67.0% (10)
Greece 27.0 30.5 -11.5% (3) 27.1 32.9 -17.6% (3) 21.8 35.1 -37.9% (1)
Hungary 41.2 252 63.5% (10) 29.8 27.3 9.2% (5) 36.0 29.4 224% (1)
Iran 8.0 17.7 -54.9% (0) 16.6 18.7 -10.9% (3) 16.2 19.8 -18.1% (3)
Israel 42.9 41.2 4.1% (5) 34.5 44.0 -21.6% 3) 40.2 46.1 -12.8% (3)
Jordan 56.8 386 47.0% (9) 72.2 40.5 78.2% (10) 63.8 40.5 57.5% (9)
Latvia - - - - - - 60.5 46.7 29.6% (7)
Lithuania - - - - - - 63.1 43.9 43.7% (9)
Malta 80.4 856 -6.0% 4) 92.1 92.4 -0.3% (4) 101.0 98.8 2.3% (5)
Oman 435 371 17.3% 6) 41.7 41.1 1.5% (5) 44.6 428 4.2% (5)
Poland 17.5 214 -18.1% 3) 229 231 -0.9% 4) 21.0 24.7 -15.0% (3)
Portugal 39.4 314 25.3% (7) 40.9 34.2 19.6% (6) 30.5 36.6 -16.8% (3)
Romania 20.8 30.5 -31.9% 2) 21.4 33.0 -35.1% (1) 25.6 35.5 -27.8% (2)
Russia 8.9 14.9 -40.3% (1) 7.7 16.0 -51.9% 0) 94 17.0 -44.7% (1)
Slovenia - - - - - - 58.0 53.9 7.8% (5)
Syria 18.6 293 -36.5% (1) 276 31.0 -11.2% (3) 375 326 14.9% {6)
Turkey 222 18.8 18.3% (6) 21.0 20.0 4.9% (5) 16.8 21.2 -20.8% (3)
Ukraine - - - - - - 37.0 222 66.2% (10)
ASIA
Bangladesh 12.9 214 -39.7% 1) 13.5 228 -40.9% (1) 18.3 24.2 -242% (2)
China 13.1 93 39.8% 8) 17.1 10.0 704% (10) 20.9 10.7 95.3% (10)
Fiji 446 443 0.5% (5) 64.8 47.6 36.2% (8) 57.3 50.8 129% (6)
Hong Kong 104.8 528 98.5% (10) 131.5 56.8 131.3% (10) 148.9 60.8 145.0% (10)
India 7.5 10.9 -30.9% (2) 94 11.6 -19.1% (3) 11.4 12.3 -7.2% (4)
Indonesia 213 145 47.6% 9) 26.3 15.5 70.3% (10) 256 16.4 56.7% (9)
Malaysia 52.3 26.1 100.7%  (10) 75.6 27.7 172.6% (10) 90.6 29.3 209.3% (10)
Nepal 15.5 226 -31.3% (2) 16.9 241 -29.8% (2) 29.8 253 17.9% (6)
Pakistan i7.0 17.0 0.1% 4) 175 18.0 -2.6% (4) 17.9 18.9 -5.4% (4)
Philippines 22.9 176 30.2% (8) 30.7 18.7 63.5% (10) 40.1 19.8 103.0% (10)
Singapore 159.0 59.5 167.4% (10) 167.1 63.6 162.6% (10) 166.0 67.4 146.3% (10)
South Korea 339 253 34.2% (8) 30.0 27.2 10.5% (5) 33.7 29.0 16.2% (B)
Sri Lanka 315 282 11.6% (5) 33.7 30.2 11.3% (5) 40.7 322 26.6% (7)
Taiwan 48.3 375 28.9% @ 453 40.3 12.4% (5) 433 43.1 0.4% (5)
Thailand 24.6 194 26.4% (7N 37.8 20.8 81.5% (10) 45.0 221 103.2% (10)
AFRICA
Algeria 219 19.2 14.5% (6) 25.1 20.4 23.1% (7) 23.2 21.6 76% (5)
Benin 38.4 354 8.5% (5) 26.2 375 -30.2% (2) 31.8 39.2 -19.0% (3)
Botswana 57.5 30.0 92.0% (10) 59.1 31.6 86.7% (10) 51.7 334 54.9% (9)
Burundi 15.4 31.8 -51.6% (0) 177 33.8 -47.6% M 14.8 35.6 -58.5% (0)
Cameroon 28.8 27.0 6.8% (5) 20.8 28.6 -27.4% (2) 20.1 30.3 -33.8% (1)
Central African Rep 326 26.0 25.3% 7) 245 27.6 -11.2% (3) 18.9 29.3 -35.4% (1)
Chad 30.7 220 39.4% (8) 30.1 234 28.4% [€4)] 231 24.8 -6.8% (4)
Congo 56.4 357 58.1%  (10) 433 37.7 14.7%  (6) 47.2 40.0 18.0% (6)
Cote d'lvoire 39.1 28.0 39.5% (8) 32.0 29.5 8.4% (5) 38.0 31.2 21.7% (7)
Gabon 50.0 40.3 24.0% (7) 41.8 42.9 -2.5% (4) 38.6 45.1 -145% (3)
Ghana 10.6 27.8 -61.7% (0) 19.7 29.4 -32.9% (1) 27.7 31.0 -10.8% (3)
Kenya 25.8 23.8 8.4% (5) 28.8 25.2 14.0% 6) 36.3 26.0 39.8% (8)
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Table IV-C: (Continued)

1985 1990 1995

Actual Expected Actual-Expected  Actual Expected Actual-Expected Actual Expected Actual-Expected

Trade Trade Expected Trade Trade Expected Trade Trade Expected
AFRICA (con't)
Madagascar 15.3 21.4 -285%  (2) 22,0 226 29%  (4) 27.4 235 16.3% (6)
Malawi 27.0 323 -16.3% (3) 28.9 342 -15.4% (3) 32.8 359 -8.6% (4)
Mali 311 20.9 49.3% 9) 25.3 221 14.3% (6) 30.7 23.0 33.6% (8)
Mauritius 54.5 51.5 5.8% (5) 711 554 28.4% @) 61.0 59.1 32% (5)
Morocco 29.2 22.4 30.5% (8) 27.3 23.8 14.6% (6) 26.1 254 29% (5)
Niger 256 19.7 29.6% 7 19.0 20.9 -8.9% (4) 15.0 221 -31.9% (2)
Nigeria 14.3 171 -16.6% (3) 323 18.2 78.0% (10) 21.2 19.1 10.9% (5)
Rwanda 15.3 31.0 -50.5%  (0) 11.1 3258 -66.1%  (0) 6.6 34.6 -81.0% (0)
Senegal 35.3 314 12.6% (5) 27.8 33.2 -16.3% (3) 357 35.2 1.5% (5)
Sierra Leone 9.8 37.5 -74.0% (0) 22.4 39.9 -43.9% (1) 237 424 -44.0% (1)
Somalia 12.8 27.9 -54.0% 0) 238 295 -19.5% (3) - - -
South Affica 217 19.1 44.9% 9) 236 20.4 16.0% (6) 245 216 13.7% (6)
Tanzania 10.5 21.0 -50.1% 0) 38.0 22.3 70.7%  (10) 40.4 233 73.3% (10)
Togo 52.8 394 33.8% (8) 39.2 416 -5.7% 4) 346 441 216% (3)
Tunisia 35.7 31.3 14.0% (6) 44.7 33.4 33.8% (8) 47.1 35.3 33.2% (8)
Uganda 10.8 221 -61.0% (0) 123 234 -47.6% (&) 15.4 243 -36.5% (1)
Zaire 266 18.2 46.4% 9) 313 19.0 64.6% (10) 10.2 20.3 -49.6% (1)
Zambia 38.5 21.9 76.0% (10) 371 235 57.7% (10) 175 24.7 -29.1% (2)
Zimbabwe 28.2 22.8 23.6% ) 295 24.2 2214%  (7) 34.8 257 357% (8)

Source: The data for exports, imports, and GDP used to derive the actual size of the international trade sector are
from the International Monetary Fund, Monetary International Financial Statistics: 1996 (and monthly updates). Re-
gression analysis was used to derive the expected size of the trade sector adjusted for population, geographic size,
whether the country was land locked, and percent of population living within 150 miles of a potential trading partner.
The rating of each country is indicated in parenthesis. The 1985 base year data were used to derive the rating inter-
vals. The following conversion table divided the 1985 data into eleven intervals of equal size.

Actual Relative to Expected Rating

(% Difference)

less than —50.03 0

-50.02 to -32.24 1

-32.23 t0 -22.52 2

-22.51 t0 -10.79 3
—-10.78 to .29 4

300 12.59 5

12.60 to 20.89 6
20.90 to 29.91 7
29.92 10 39.92 8
39.93 to 57.66 9

more than 57.67 10
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Table IV-D: Freedom to Engage in Capital (Investment) Transactions

with Foreigners

Freedom to Engage in Capital Transactions with Foreigners
(Countries with Fewer Restrictions on this Freedom are Rated Higher).

www fraserinstitute.org

INDUSTRIAL 1975 1980 1985 1990 1995
COUNTRIES
United States 10 10 10 10 10
Canada 8 8 8 8 8
Australia 2 2 5 8 8
Japan 2 2 5 8 8
New Zealand 5 5 5 10 10
Austria 2 2 2 5 8
Belgium 10 10 10 10 10
Denmark 5 5 5 5 8
* Finland 2 2 2 2 8
France 2 2 2 5 5
Germany 8 8 10 10 10
Iceland 2 2 2 2 5
Ireland 5 5 5 5 8
Italy 5 5 5 5 8
Netherlands 5 8 8 8 10
Norway 2 2 5 8 8
Spain 2 5 5 8 8
Sweden 2 2 5 10 10
Switzerland 2 10 10 10 10
United Kingdom 2 10 10 10 10
CENTRAL/SOUTH AMERICA
Argentina 0 0 0 0 10
Bahamas 2 2 2 2 2
Barbados 2 2 2 2 2
Belize - 5 5 5 5
Bolivia 2 2 2 2 5
Brazil 0 0 0 0 0
Chile 2 2 2 2 5
Colombia 0 0 0 0 5
Costa Rica 2 2 5 5 8
Dominican Rep 2 2 2 2 2
Ecuador 2 2 2 2 5
El Salvador 2 2 2 2 5
Guatemala 5 5 5 5 8
Haiti 0 0 0 0 2
Honduras 0 0 0 0 5
Jamaica 2 2 2 2 8
Mexico 2 2 2 5 5
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Table IV-D: (Contined)

Freedom to Engage in Capital Transactions with Foreigners
(Countries with Fewer Restrictions on this Freedom are Rated Higher).

CENTRAL/- 1975 1980 1985 1990 1995
S. AMERICA (con't)
Nicaragua 5 0 0 0 5
Panama 8 8 8 8 8
Paraguay 5 5 5 5 5
Peru 2 2 2 2 8
Trinidad/Tobago 0 0 0 0 8
Uraguay 8 10 10 10 10
Venezuela 8 8 5 5 5
EUROPE/MIDDLE EAST
Albania 0 0 0 0 2
Bahrain 2 2 2 2 2
Bulgaria 0 0 0 0 5
Croatia - - - 0 2
Cyprus 0 0 0 0 0
Czechoslovakia 0 0 0 0 -
Czech Rep - - - - 5
Slovakia - - - - 2
Egypt 0 0 0 0 0
Estonia - - - 0 8
Greece 2 2 2 2 5
Hungary 0 0 0 0 5
Iran 5 0 0 0 0
Israel 2 2 2 2 2
Jordan 2 2 2 2 2
Latvia - - - 0 8
Lithuania - - - 0 8
Malta 2 2 2 2 2
Oman 2 2 2 2 2
Poland 0 0 0 0 5
Portugal 2 2 2 5 8
Romania 0 0 0 0 5
Russia 0 0 0 0 5
Slovenia 0 0 0 0 0
Syria 0 0 0 0 0
Turkey 0 0 0 0 2
Ukraine 0 0 0 0 2
ASIA
Bangladesh 0 0] 0 0
China 0 0 2 52 52
Fiji 5 5 5 2 2
Hong Kong 10 10 10 10 10
India 2 2 2 2 2
Indonesia 2 2 2 2 2
Malaysia 5 5 5 5 5
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Table IV-D: (Con't)

Freedom to Engage in Capital Transactions with Foreigners
(Countries with Fewer Restrictions on this Freedom are Rated Higher).

1975 1980 1985 1990 1995
ASIA
Nepal 0 0 0 0 0
Pakistan 2 2 2 2 2
Philippines 2 2 2 5
Singapore 8 8 10 10 10
South Korea 0 0 2 5 5
Sri Lanka 0 0 0 0 2
Taiwan 2 2 2 5 5
Thailand 2 2 2 2 5
AFRICA
Algeria 0 0 0 0 2
Benin 0 0 0 0 0
Botswana - 5 5 5 5
Burundi 0 0 0 0 0
Cameroon 0 0 0 0 0
C African Rep 0 0 0 0 0
Chad 0 0 0 0 0
Congo Peoples Rep 0 0 0 0 0
Cote d' Ivoire 0 0 0 0 0]
Gabon 0 0 0 0 0
Ghana 0 0 0 0 0
Kenya 0 0 0 0 8
Madagascar 0 0 0 0 0
Malawi 2 2 2 2 2
Mali 2 2 2 2 2
Mauritius 2 2 2 2 8
Morocco 2 2 5 5 5
Niger 0 0 0 0 0
Nigeria 0 0 0 0 0
Rwanda 0 0 0 0 0
Senegal 0 0 0 0 0
Sierra Leone 0 0 0 0 0
Somalia 0 0 0 0 0
South Africa 2 2 2 2 2
Tanzania 0 0 0 0 0
Togo 0 0 0 0 0
Tunisia 0 0 0 5 5
Uganda 0 0 0 0 0
Zaire 2 2 2 2 2
Zambia 2 2 2 2 2
Zimbabwe - 2 2 2 2
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a All foreign direct investment projects are in principle, subject to the approval of the Chinese state planning authori-
ties. However, a number of provincial and local authorities have been granted the authority to approve foreign direct
investment projects (except for those that are quite large) and in several cases they now do so with a minimal cost to
the investor. This factor was taken into consideration in these ratings for China.

Source: International Monetary Fund, Exchange Arrangements and Exchange Restrictions (various issues) and
Price-Waterhouse, Doing Business Series (booklets for various countries), were used to rate each country. These pub-
lications provided the descriptive characteristics of the capital market arrangements for each country. These descrip-
tions were used to classify and rate each country as follows:

Characteristics of Capital Market Rating
Foreigners are free to undertake domestic investments and nationals are free to undertake investments 10
abroad.
With the exception of a few industries (e.g., banking, defense-related, telecommunications) and/or minor 8

administrative procedures, foreigners are free to undertake domestic investments and nationals are free
to undertake investments abroad.

Both domestic investments by foreigners and investments by nationals abroad are authorized, but there 5
are regulatory restrictions (e.g., divesture after a period of time, investment must be of a specific size,
limitations on the percentage share of a firm that can be owned by foreigners, or registration is required
for repatriation of profits or earnings from investments) that retard the mobility of capital.

Either (but not both) (a) foreigners are prohibited from undertaking domestic investments or (b) nation- 2
als are prohibited from undertaking investments abroad without the approval of governmental authori-
ties.

Regulations (including restrictions on the remittance of earnings) substantially reduce the freedom of 0
both foreigners to undertake domestic investments and of nationals to undertake investments aboard.
Generally neither are allowed without the approval of government officials.
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