REGIONAL

DEVELOPMENTS IN
ECONOMIC FREEDOM

verage levels of economic freedom vary
widely among the five regions of the world.
Europeans typically enjoy the highest levels of
economic freedom with an average score of
69.8, far higher than the world average of 61.6.
The Middle East and North Africa score of 61.8
is slightly above the world average, while the
scores for the Asia—Pacific and Americas re-
gions are near the world average at 61.1 and 60.0,
respectively. The Sub-Saharan Africa region
falls significantly short at only 55.1.

The benefits of economic freedom—greater
income and wealth, better health, and cleaner
environments, among many others—are evi-
dent in every region, but there are substantial
differences among the regions in terms of lev-
els of development and social and economic
culture that affect the relative importance of
the various factors that influence an economic
freedom score.

The 12 indicators that make up an economic
freedom score are equally weighted in deter-
mining the rankings. For individual countries
looking to improve their scores, however, a focus
on the indicators in which they perform most
poorly provides the greatest opportunity for
major increases in economic freedom. A coun-
try that lags in fiscal health, for example, might
want to focus on reducing fiscal deficits and debt.
A country that lags in the rule of law could con-
centrate on addressing corruption, judicial effec-
tiveness, and the protection of property rights.
Such focus can bring significantimmediate gains

in economic freedom and corresponding im-
provements in economic growth and prosperity.

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

In the Asia—Pacific region, on average, in-
vestment freedom and financial freedom fall far
below world standards. Rule-of-law indicators
such as judicial effectiveness and government
integrity also need to be improved. Action by
populous countries such as India to relax re-
strictions on foreign investment and open their
banking systems to competition from around
the world would improve the livelihoods of
hundreds of millions of people. High-perform-
ing Asian economies such as those of Singapore,
New Zealand, and Australia have shown the way.

Itisin the area of government size that the
European countries tend to lose points in their
economic freedom scores. In many countries,
burdensome levels of taxation and extraordi-
narily high levels of government spending have
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led to unsustainable fiscal balances that crowd
out more productive private-sector activities.
The Middle East and North Africaregion falls
far behind others in fiscal health, with govern-
ments using debt to finance high spending on
consumer subsidies and income-redistribution
schemes. Problems related to the rule of law are
notable throughout the region, as is a serious
lack of investment freedom in many countries.
Sub-Saharan African countries trail world
averages in almost every category of economic

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

The following pages provide a summary
snapshot of economic freedom in the various
regions while highlighting significant develop-
ments in a few notable countries.
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THE AMERICAS

he Western Hemisphere’s North and South

American continents form a region of 32
sovereign countries, ranging from the advanced
economies of Canada and the United States to
the Caribbean’s tiny island states and the huge
emerging markets of Latin America. The re-
gion accounts for more than one-quarter of the
globe’s landmass and is one of its most econom-
ically diverse. Poor nations in Central America,
for example, share Iberian-rooted culture and
history but little else with potential economic
powerhouses like Mexico, Brazil, and Argentina.
Ideological differences are strong as well: The
toxic legacy of Cuba’s late dictator Fidel Castro
and his acolyte, the late Hugo Chavez of Vene-
zuela, continues to blight some nations in the
region that cling stubbornly to long-discredited
Communist/socialist economic theories that
for the most part have lost sway elsewhere.

The continent-wide and sweeping pivot

away from those flawed theories and back to
market-based democracy that began in 2015
has received boosts and suffered setbacks.

THE AMERICAS:
QUICK FACTS

TOTAL POPULATION: 999 million
Population-Weighted Averages

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

INFLATION:

UNEMPLOYMENT RATE:

PUBLIC DEBT:

$32,570

1.5%

1.3%

4.7%*

6.5%

81.5% of GDP

* Excludes Venezuela.

SOURCE: Terry Miller, Anthony B. Kim, and James M.
Roberts, 2020 Index of Economic Freedom
(Washington: The Heritage Foundation, 2020),
http:/www.heritage.org/index.

& heritage.org

¢ Voters in Brazil, disgusted by the disas-
trous consequences of more than a decade
of socialism, decisively rejected the Work-
ers’ Party and elected reform-minded Jair
Bolsonaro as President;

e Ecuadoran President Lenin Moreno has re-
jected the Chavista policies of his predeces-
sor, ex-President Rafael Correa, in favor of
market-friendly and pro-Western policies;

e Late in the year, Bolivians forced Chavista
President Evo Morales to flee the coun-
try after he tried to steal reelection to a
fourth term;

¢ The biggest setback for economic freedom
in the region in 2019 was the return to
power of the left-wing populist Peronist
Party in Argentina, which defeated cen-
ter-right President Mauricio Macri; and

¢ Thelate-breaking decision by the Chilean
government to conduct an April 2020
constitutional referendum could portend
trouble ahead for Latin America’s fre-
est economy.

The total population of the Americas is
just under one billion. Among the five glob-
al regions in the Index, the Americas has the
second-largest population-weighted GDP per
capita ($32,570 at purchasing power parity).
Within the region, economies have expand-
ed at an average rate of just 1.3 percent over
the past five years. The regional average rate
of unemployment has dropped to 6.5 percent,
but the regional average rate of inflation (ex-
cluding Venezuela) hasrisen to 4.7 percent. The
region’s average level of public debt, already
the highest in the world, rose to 81.5 percent
of GDP in the past year.

The slight improvement in the region’s over-
all average economic freedom score in the 2020
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THE AMERICAS: ECONOMIC FREEDOM SUMMARY

MODERATELY
FREE
17

MOSTLY

UNFREE
REPRESSED §
4

TOTAL MOSTLY FREE

32 COUNTRIES 3
SOURCE: Terry Miller, Anthony B. Kim, and James M. Roberts,
2020 Index of Economic Freedom (Washington: The Heritage
Foundation, 2020), http://www.heritage.org/index. Chart 1 & heritage.org

THE AMERICAS: COMPONENTS
OF ECONOMIC FREEDOM

LOWER THAN WORLD AVERAGE @— WORLD AVERAGE |—@ HIGHER THAN WORLD AVERAGE

AVERAGES
Region World
OVERALL 60.0 61.6 o
Property Rights 51.6 57.3 o—

RULE OF LAW Judicial Effectiveness 39.5 458 @—
Government Integrity 42.0 44.4 [ 3

Tax Burden 77.0 77.3 ([}
GOVERNMSEIEIE Government Spending 69.7 66.2 —o
Fiscal Health 64.4 69.1 o—i
Business Freedom 62.1 63.8 @
REGULATORY
EEEICIENCY Labor Freedom 57.6 59.6 [ 2
Monetary Freedom 73.5 75.0 @1
Trade Freedom 72.9 73.9 @
MARKET
OPENNESS Investment Freedom 61.1 57.7 .
Financial Freedom 49.1 48.8 ()

SOURCE: Terry Miller, Anthony B. Kim, and James M. Roberts, 2020 Index of Economic Freedom (Washington:
The Heritage Foundation, 2020), http://www.heritage.org/index.

Chart 2 & heritage.org
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THE AMERICAS: AVERAGE GDP PER CAPITA,
BY ECONOMIC FREEDOM CATEGORY

FREE n/a
MOSTLY FREE $46,078
MODERATELY FREE $15,733

MOSTLY UNFREE
REPRESSED

513,154 [N
s11,2e3 [
$
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$20000 $30000 $40000 $50000

NOTES: Figures are GDP per capita, purchasing power parity (PPP), in current international dollars for 2018.
SOURCES: Terry Miller, Anthony B. Kim, and James M. Roberts, 2020 Index of Economic Freedom (Washington: The
Heritage Foundation, 2020), http:/www.heritage.org/index, and International Monetary Fund, “World Economic
Outlook Database,” April 2018, http:/www.imf.org/external/pubs/ft/weo/2018/01/weodata/weoselgr.aspx (accessed

December 2, 2019).

Index reflects somewhat higher scores for the
property rights and government integrity indi-
cators. The overall score is still slightly below
the global average, however. The foundations of
awell-functioning free market remain shallow
in many Latin American countries, with wide-
spread corruption and still-weak protection
of property rights aggravating such systemic
shortcomings as regulatory inefficiency and
monetary instability that is caused by various
government-driven market distortions.

In the English-speaking Caribbean, only the
Bahamas, Trinidad and Tobago, and St. Vincent
and the Grenadines registered overall gains in
economic freedom. The protectionism that con-
tributes to the high cost of living on many of the
islands continued unabated in 2020. Only Dom-
inica, the Dominican Republic, and St. Vincent
and the Grenadines registered modest gains in
trade freedom this year, and the rule of law re-
mains a problem in many of these countries. In
North America, Mexico and Canada registered
slight gains in economic freedom while policy-
makers waited nervously for U.S. congressio-
nal approval of the U.S.-Mexico—-Canada trade
agreement, but the U.S. lost ground as new pro-
tectionist policies eroded trade freedom.

Chart 3 & heritage.org

Chart 1 shows the distribution of countries
in the Americas according to their economic
freedom. The region does not have any eco-
nomically “free” countries. Three of the 32
graded countries in the Americas region (Can-
ada, Chile, and the United States) are rated

“mostly free.” Most countries in the region fall
into the category of “moderately free” or “most-
ly unfree.” Four countries (Suriname, Bolivia,
Cuba, and Venezuela) are rated “repressed.”

An examination of the various components of
economic freedom evaluated in the Index reveals
that the countries of the Americas as awhole per-
form as well as or better than the world average
on only three of the 12 Index indicators. The gov-
ernment spending score highlights the region’s
continuing acceptance of the principle of limited
government, and levels of market openness (es-
pecially investment freedom and financial free-
dom) are generally consistent with world stan-
dards. On the other hand, as shown in Chart 2, the
rule of law and regulatory efficiency continue to
be major problem areas, reflecting long-standing
weaknesses in the protection of property rights,
judicial effectiveness, and government integrity.

Chart 3, which highlights the vivid positive
correlation between high levels of economic
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THE AMERICAS:
ECONOMIC FREEDOM AND
ENTREPRENEURIAL DYNAMISM

Each circle represents a nation in the
Index of Economic Freedom

Legatum Prosperity Index Business
Environment Pillar Score
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Correlation: 0.90
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Overall Score in the 2020 Index
of Economic Freedom

NOTE: Based on the 25 countries in the Americas
that appear in both indexes.

SOURCES: Terry Miller, Anthony B. Kim, and James
M. Roberts, 2020 Index of Economic Freedom
(Washington: The Heritage Foundation, 2020),
http://www.heritage.org/index, and Legatum
Institute, The Legatum Prosperity Index 2018, 2018,
http:/www.prosperity.com/rankings (accessed
December 2, 2019).

Chart 4 & heritage.org

freedom and high GDP per capita, reveals alarge
freedom gap within the Americas. The failed pop-
ulist policies implemented by leaders of such re-
pressive economies as Venezuela, Cuba, and Bo-
livia continue to threaten regional development
and stability, trapping millions in poverty while
their neighbors in freer countries forge ahead.

As shown in Chart 4, it is noteworthy that
countries with greater degrees of economic
freedom generally tend to achieve the higher
levels of entrepreneurial dynamism that lead
to higher growth.

In fact, for the Americas as a whole, there
was some encouraging news this year. Nine-
teen countries in the region posted gains in
economic freedom in the 2020 Index, and one
was unchanged, leaving just 12 in which eco-
nomic freedom declined. Although many of the
overall score improvements were very slight,
collectively, it was enough to raise the overall
regional average.

NOTABLE COUNTRIES

e Thisyear, the Americas region country
with the largest overall score increase was
Ecuador, which rejected Chavista social-
ism and recorded a substantial increase in
fiscal health and upticks in scores for gov-
ernment integrity, monetary freedom, and
property rights. To continue this upward
trajectory, the government is implement-
ing ambitious structural reforms, but to
attract new investment, it will also need to
make a major push to strengthen Ecua-
dor’s weak rule of law.

e Among the Hemisphere’s larger coun-
tries, one of the biggest improvements in
both Index ranking and overall score was
achieved by Brazil. The new center-right
government is committed to a program
of deep structural economic reforms, and
that commitment is reflected in higher
scores this year for government integrity
and investment freedom. In 2020, the
government, having already won a vitally
important set of reforms in Brazil’s unsus-
tainably costly pension system, plans to
continue to pursue its free-market agenda
by seeking congressional approval for sim-
plification of the tax code.

The overall score for the United States
declined slightly due to a drop in the trade
freedom score, causing its ranking in the
2020 Index to fall by five places. Reckless
and ongoing deficit spending by Congress
and the Executive under both parties
explains the lowest U.S. Index category
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ECONOMIC FREEDOM IN THE AMERICAS

Country

Colombia
Uruguay

Jamaica

Saint Lucia

Peru

Panama

St. Vincent & Grenadines
Mexico

Costa Rica
Bahamas
Guatemala
Paraguay

El Salvador
Barbados
Honduras
Dominican Republic
Dominica
Trinidad & Tobago
Belize

Nicaragua
Guyana

Brazil

Argentina

Haiti

Ecuador
Suriname

Bolivia

Cuba

Venezuela

Overall Score

78.2
76.8
76.6
69.2
69.1
68.5
68.2
67.9
67.2
66.8
66.0
65.8
64.5
64.0
63.0
616
61.4
611
60.9
60.8
58.3
574
57.2
56.2
53.7
531
523
513
495
42.8
269
25.2

Change from 2019

Property Rights
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61.1
72.0
621
69.8
549
58.8
50.5
58.3
66.7
54.9
455
4.7
416
56.6
486
55.8
59.8
56.6
444
335
53.6
57.3
50.5
16.4
40.4
45.6
201
201
10.1

Judicial Effectiveness
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528
59.8
505
62.6
30.6
30.0
62.6
347
54.4
464
322
264
30.1
36.1
34.2
18.2
62.6
421
46.4
19.5
426
46.7
47.0
233
20.7
19.5
11.2
10.0
12.6

Government Integrity
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734
71.2
461
735
46.8
418
335
312
46.1
36.7
57.2
46.0
29.6
29.6
316
44.0
28.6
312
512
374
335
243
341
456
497
223
334
36.9
21
38.7
14.6

Tax Burden

764
74.6
70.4
75.2
80.0
769
80.8
85.3
724
76.1
78.9
96.8
792
96.1
77.8
73.6
823
84.5
705
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79.5
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66.0
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69.6
80.2
775
70.5
86.3
495
72.8

Government Spending
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71.0
66.5
748
80.6
86.4
85.7
731
79.3
88.4
87.4
95.6
88.6
82.8
69.2
78.2
90.5
16.0
66.5
66.3
715
64.4
54.6
50.7
89.4
57.9
748
54.2
0.0
66.3

Fiscal Health
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85.5
723
80.2
83.8
89.0
91.2
89.0
875
39.7
69.2
95.7
98.0
80.0
63.1
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4.6
247
9.3
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10.3
142
14.8
0.0

Business Freedom
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771
76.7
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67.0
66.5
69.0
62.6
60.9
53.6
69.4
56.7
50.3
704
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60.9
5.1
58.9
60.5
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336
53.8
48.2
58.3
20.0
30.8
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o o~
= = N
o N o

78.0
710
74.0
66.4
62.9
433
133
58.4
55.0
70.0
484
29.0
523
60.0
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543
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48.0
719
529
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211

Monetary Freedom
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715
72.7
71.1
82.0
86.3
79.4
80.8
70.9
81.2
76.3
714
72.5
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719
72.2
735
83.5
774
80.4
715
82,5
71.2
53.7
615
81.0
76.1
69.9
64.1
0.0

Trade Freedom
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81.2
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3.2
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67.2
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47.8
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80.8
56.6
794
76.6
68.4
67.8
64.2
754
66.8
67.8
69.2
67.0
66.0
69.8
67.8
65.6
58.0
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scores: government spending and fiscal
health. Approval of the recently renegoti-
ated NAFTA (now the United States-Mex-
ico-Canada Agreement) should help to
ensure continued growth, and resolution
of the U.S.-China trade dispute could
boost trade freedom.

¢ Venezuela’s continuing economic col-
lapse was reflected by another all-time-low
overall Index score, with its fiscal health
score now at zero, matching North Korea’s.
The policies of the deeply corrupt socialist
Maduro government have caused hyperin-
flation and severe shortages of basic goods
that have led to one of the country’s worst
economic contractions in history and Lat-
in America’s worst migration crisis.
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ASIA-PACIFIC

he Asia—Pacific region covers the globe’s
largest geographic area, encompassing 42
countries that stretch from Japan, Southeast
Asia, and New Zealand in the East to Mongolia
in the North, the islands of the southern Pacif-
ic, and all the way across India to the Caspian
Basin in the West. With more than four billion
inhabitants, the region contains over half of the
world’s population: Of the total regional popula-
tion, China alone accounts for a little more than
one-third, and nearly another third is in India.
The region has continued to lead worldwide
economic growth, expanding by an average an-
nual rate of about 6.3 percent over the past five
years, driven largely by China, India, and other
trade-oriented economies. The region also has
the world’s lowest average unemployment rate
(3.4 percent) and lowest average inflation rate
(8.1 percent). Among the five global regions in
the Index, however, the Asia—Pacific region has
the second-lowest population-weighted GDP
per capita ($14,050 at purchasing power parity).
The Asia—Pacific is unique among the five
global Index regions in the extraordinary

ASIA-PACIFIC:
QUICK FACTS

TOTAL POPULATION: 4.18 billion
Population-Weighted Averages

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

INFLATION:

UNEMPLOYMENT RATE:

PUBLIC DEBT:

$14,050

6.1%

6.3%

3.1%

3.4%

59.9% of GDP

SOURCE: Terry Miller, Anthony B. Kim, and James M.
Roberts, 2020 Index of Economic Freedom
(Washington: The Heritage Foundation, 2020),
http:/www.heritage.org/index.

& heritage.org

disparity among its countries’ levels of econom-
ic freedom. The consequences for the people

of the region are enormous. The huge gap in

living standards between North Korea, at last
place (“repressed”) in the Index, and South Ko-
rea, at 25th place (“mostly free”), for example,
illustrates the benefits of economic freedom

versus its absence almost as vividly as does the

famous nighttime photograph from space that

contrasts the brightly lit South with a North

shrouded in darkness.

Chart 1 shows the distribution of countries
in the Asia-Pacific region by level of econom-
ic freedom. Four of the world’s six truly “free”
economies (Singapore, Hong Kong, New Zea-
land, and Australia) call the region home. An-
other five of the region’s 42 economies (Taiwan,
Malaysia, South Korea, Japan, and Macau) are
rated “mostly free.” The majority of the other
countries remain “mostly unfree.” Four coun-
tries (Turkmenistan, Timor-Leste, Kiribati,
and North Korea) have economies that are
considered “repressed.”

Although the region’s overall economic free-
dom score of 61.1is just below the world average
in the 2020 Index, the Asia—Pacific scored equal
or better this year than the world averages in
seven of the 12 economic freedom indicators:
property rights, judicial effectiveness, tax bur-
den, government spending, fiscal health, busi-
ness freedom, and labor freedom. (See Chart
2. In other critical areas of economic freedom
such as government integrity, monetary free-
dom, trade freedom, investment freedom, and
financial freedom, the Asia—Pacific region as a
whole lags behind world averages.

As shown by the scores, many of the Asia—
Pacific countries are performing well in con-
trolling the size of government, maintaining
the rule of law, and regulating economic ac-
tivity efficiently. For a region that still remem-
bers the hardships of the financial crisis of
1997-1998, the above-average score for fiscal
health is a measure of the successful adoption

74
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of significant fiscal and monetary reforms.
Although the labor freedom score also beats
the world average, many small Pacific island
economies still lack fully developed formal la-
bor markets.

As shown in the top two bars of Chart 3, the
four “free” and five “mostly free” Asia-Pacific
countries far outpace other countries in the
region in GDP per capita. However, it is among
the region’s less free countries—notably China

Map 1 & heritage.org

and India, both “mostly unfree” and ranked
only 103rd and 120th, respectively—that we
find some of the region’s highest growth rates.
In part, this is simply the result of the much
lower base from which economic growth is be-
ing measured.

On the other hand, one of the most inter-
esting findings of the Index year after year
(and again in 2020) is that economic growth is
more highly correlated with a dynamic trend

The Heritage Foundation | heritage.org/Index
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ASIA-PACIFIC: ECONOMIC FREEDOM SUMMARY

MOSTLY MODERATELY
UNFREE FREE
10
MOSTLY FREE
/ 5
REPRESSED / FREE
4 42 COUNTRIES 4
SOURCE: Terry Miller, Anthony B. Kim, and James M. Roberts,
2020 Index of Economic Freedom (Washington: The Heritage
Foundation, 2020), http://www.heritage.org/index. Chart 1 & heritage.org

ASIA-PACIFIC: COMPONENTS
OF ECONOMIC FREEDOM

LOWER THAN WORLD AVERAGE @— WORLD AVERAGE —@ HIGHER THAN WORLD AVERAGE

AVERAGES
Region World
OVERALL 61.1 61.6 ()
Property Rights 58.5 57.3 ®
RULE OF LAW Judicial Effectiveness 45.8 45.8 ()
Government Integrity 42.4 44.4 @
Tax Burden 80.8 77.3 o
GOVERNMST;E Government Spending 68.2 66.2 @
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ASIA-PACIFIC: AVERAGE GDP PER CAPITA,
BY ECONOMIC FREEDOM CATEGORY
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NOTES: Figures are GDP per capita, purchasing power parity (PPP), in current international dollars for 2018.
SOURCES: Terry Miller, Anthony B. Kim, and James M. Roberts, 2020 Index of Economic Freedom (Washington: The
Heritage Foundation, 2020), http://www.heritage.org/index; International Monetary Fund, “World Economic Outlook

Database,” April 2018, http:/www.imf.org/external/pubs/f
December 2, 2019); and The CIA World Factbook.

of improvement in economic freedom than it

is with the actual level of economic freedom.

In this context, it should be noted that both
China’s and India’s economic freedom scores
have shown notable improvement over the life

ASIA-PACIFIC: ECONOMIC FREED

Category in the 2020
Index of Economic

t/weo/2018/01/weodata/weoselgr.aspx (accessed

Chart 3 & heritage.org

of the Index. Nevertheless, the foundations of
economic freedom continue to be shaky in both
countries, with reforms often stymied by those
who have a political interest in maintaining the
status quo.

OM AND HUMAN DEVELOPMENT

Freedom Human Development Index Score

FREE

MOSTLY FREE
MODERATELY FREE
MOSTLY UNFREE
REPRESSED

NOTE: Based on the 39 countries in Asia-Pacific that appear in both indexes.

SOURCES: Terry Miller, Anthony B. Kim, and James M. Roberts, 2020 Index of Economic Freedom (Washington: The
Heritage Foundation, 2020), http:/www.heritage.org/index; U.N. Human Development Program, “Human
Development Indices and Indicators 2018 Statistical Update,” http:/hdr.undp.org/en/2018-update (accessed
December 2, 2019); and United Nations Development Program Human Development Reports, “Human Development
Data,” http:/hdr.undp.org/en/data (accessed December 2, 2019).

Chart 4 & heritage.org

The Heritage Foundation | heritage.org/Index 77



ASIA-PACIFIC:
ECONOMIC FREEDOM AND
ENTREPRENEURIAL DYNAMISM
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http:/www.prosperity.com/rankings (accessed
December 2, 2019).
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In the 2020 Index, the scores of 26 coun-
tries in the Asia—Pacific region have improved,
those of 14 have declined, and two were un-
changed. As depicted in Chart 4 and Chart 5, it
is clear that countries in which economic free-
dom is high are likely to benefit both socially
and economically.

As the charts make clear, greater economic
freedom is strongly correlated with higher rates
of human development and with an improved
business climate. That is not mere coincidence.
In fact, the two concepts are intertwined, and

they are critical to improved standards ofliving
in the world’s most populous region.

Regional advances in human development
indicators such as better health care and
greater literacy correlate with reduced rates
of poverty, greater personal financial security,
and better living conditions such as access to
water, sanitation, and electricity. This progress,
in turn, creates a better business climate. The
better business climate makes it easier to start
or expand a business. The new or expanded
business creates more jobs and increases tax
revenue, and that revenue can be used to sup-
port additional advancements in health care
and literacy. It is a virtuous circle, the key to
which is a commitment to expanding econom-
ic freedom.

NOTABLE COUNTRIES

e India’s economic freedom score and
ranking improved in the 2020 Index, led
by a higher business freedom score. Al-
though the Asia—Pacific’s second-largest
economy still languishes in the mid-range
of the “mostly unfree” category, it has
benefitted from several recent waves of
economic liberalization. GDP growth over
the past five years has been robust, driven
by higher private domestic consumption.
One area still lagging is financial freedom:
The government needs to correct inade-
quacies in banking regulation and begin
to privatize state-owned banks. There is
also plenty of room for improvements in
the tax code, the investment regime, and
labor regulations.

e Significant improvements in scores for fis-
cal health, investment freedom, and finan-
cial freedom drove Vietnam’s economic
freedom ranking and score higher in the
2020 Index for the third year in a row.
Strong GDP growth over the past five years,
driven by export-focused manufacturing
and processing sectors, has mirrored this
improvement. Economic freedom will be
enhanced in Vietnam if the government
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can successfully expand economic liberal-
ization by promoting international trade
and restructuring state-owned enterpris-
es, but progress on the latter is likely to

be limited by pushback from established
interests within the Communist Party.
Improvement of the investment climate
will be slow without improvements in
judicial effectiveness and stronger efforts
to fight corruption.

China’s economic freedom ranking
dropped in the 2020 Index, although its
overall score increased slightly. Ongoing
tensions in the U.S.-China economic
relationship and worldwide pushback
against China’s debt-trap diplomacy have
heightened business uncertainties. De-
spite impressive but declining growth
rates that are likely overstated by the
government, the Communist country
remains “mostly unfree.” Nontranspar-
ent state-owned enterprises continue to
dominate the financial sector and many
basic industries. General Secretary Xi
Jinping’s official ideology of “Socialism
with Chinese Characteristics” continues
to chill liberalization, heighten reliance
on mercantilism, raise bureaucratic
hurdles to trade and investment, weaken
the rule of law, and strengthen resistance
from vested interests that impedes more
dynamic economic development. Major
reforms of the financial system have not
occurred. Overall, the economic free-
dom that does exist in China lacks depth
and breadth, and the government needs
to ensure that business-friendly policy
changes are understood and implemented

nationwide, not just in Beijing or the major

commercial centers.

The economic freedom rank of the Sol-
omon Islands fell 17 places in the 2020
Index. GDP growth over the past five years
has been solid because of continued infra-
structure development, expansion of tuna
processing, and construction of the Tina
River hydropower project. An expansion
of economic freedom needs to begin by
addressing ongoing problems with gov-
ernment integrity. Tackling corruption
was a key electoral promise of the current
government, and parliament passed an
anticorruption bill in 2019.

Japan’s overall score improved in the
2020 Index, but its economy remains stuck
in the lower ranks of the “mostly free”
category, where it has resided more than a
decade. GDP growth has been constrained
for many years as well. The chief culprit
holding back greater economic freedom
in Japan has been too much government
spending. To address fiscal issues, the
government is focused on reducing the
cost of pensions in an aging society by
introducing social security reforms to
raise the labor force participation rate
and extend the retirement age to 70. More
fundamental structural reforms will be
required to eliminate cronyism and boost
entrepreneurship.
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EUROPE

he European continent stretches from
Iceland in the North Atlantic, to Ireland
and the Normandy beaches, then far along the
Arctic Circle to the Ural Mountains of Russia
and south to the Caspian Basin, the Black Sea,
and the Mediterranean. It was from its soil
that the idea of free markets and individual
freedom first sprouted, but it was also in Eu-
rope that the collectivist philosophies of So-
cialism and Communism were developed and
took root. Ultimately, the Communist systems
of Eastern Europe collapsed, having proved
incapable of generating living standards for
their citizens that even remotely approximated
those of Western European democratic capi-
talist countries. The Communist and socialist
philosophy, of course, lives on, having spread to
parts of Asia, Africa, Latin America, and even
the United States, and the struggle continues to
this day both in those regions and within coun-
tries almost everywhere.
Although the authoritarian political im-
pulse is manifesting itself anew in Europe,
the economic rivalries of the Cold War have

EUROPE:
QUICK FACTS

TOTAL POPULATION: 840.1 million
Population-Weighted Averages

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

INFLATION:

UNEMPLOYMENT RATE:

PUBLIC DEBT:

$36,453

2.4%

2.0%

4.0%

7.3%

60.8% of GDP

SOURCE: Terry Miller, Anthony B. Kim, and James M.
Roberts, 2020 Index of Economic Freedom
(Washington: The Heritage Foundation, 2020),
http://www.heritage.org/index.

& heritage.org

been eclipsed to a great extent by a new, tech-
nology-driven globalization and submerged
throughout much of the continent under the
evolving umbrella of the European Union. One
thing, however, is clear: Today, many of the
large economies in Europe that were built on
a quasi-market welfare state model are looking
for ways to improve their competitiveness, and
small fast-growing European countries such as
Switzerland and Ireland are showing them the
path toward economic freedom. The United
Kingdom’s struggle to extricate itself from the
EU is another sign of this trend.

The European region encompasses nations
as diverse as Russia, Ukraine, Switzerland,
Iceland, and Greece. Its population-weighted
average GDP per capita is the highest in the
world ($36,453 at purchasing power parity),
with inflation (4.0 percent) generally under
control. However, the European continent
has long been plagued by high unemployment
rates (7.3 percent) and heavy, although slightly
declining, levels of public debt (60.8 percent of
GDP on average).

Chart 1 shows the distribution of countries
in Europe within the five categories of eco-
nomic freedom. The region boasts two of the
world’s six truly “free” economies (Switzerland
and Ireland).

It is notable that over half of the world’s 37
freest countries (with overall scores above 70)
are in Europe, which is the only one of the five
global regions in the Index to have a distribu-
tion of economies that is skewed toward rela-
tively higher levels of economic freedom. Most
countries in the region fall into the categories
of “mostly free” or “moderately free.”

Only two countries (Greece and Ukraine)
have economies that are rated “mostly unfree.”
Ukraine, which continues to experience polit-
ical and security turmoil, remains the region’s
least economically free economy.

Relatively extensive and long-established
free-market institutions in a number of
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countries allow the region to score far above
the world average in most measures of econom-
ic freedom. (See Chart 2.) Europe is at least 10
points ahead of global averages in judicial effec-
tiveness, trade freedom, and financial freedom
and almost 20 points higher in fiscal health.
The region’s average scores on property rights,
government integrity, and investment freedom
in 2020 exceed world averages by more than
15 points.

However, Europe still struggles with a vari-
ety of policy barriers to vigorous economic ex-
pansion, such as overly protective and costly

Map 1 & heritage.org

labor regulations, high tax burdens, various
market-distorting subsidies, and continuing
problems in public finance caused by years
of public-sector expansion. The result has
been stagnant economic growth, which has
exacerbated the burden of fiscal deficits and
mounting debt in a number of countries in
the region.

Chart 3 shows the strongly positive correla-
tion between high levels of economic freedom
and high GDP per capita. Western Europe has
benefited from substantial internal economic
competition over the centuries, which may help
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EUROPE: ECONOMIC FREEDOM SUMMARY

MODERATELY
FREE
23

MOSTLY FREE

18
MOSTLY
UNFREE
2 TOTAL
h 46 COUNTRIES FREE
NOT GRADED m— 2
1
SOURCE: Terry Miller, Anthony B. Kim, and James M. Roberts,
2020 Index of Economic Freedom (Washington: The Heritage
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EUROPE: COMPONENTS
OF ECONOMIC FREEDOM
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EUROPE: AVERAGE GDP PER CAPITA,
BY ECONOMIC FREEDOM CATEGORY
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December 2, 2019).

to explain why economic repression there is so
rare. Some of the Eastern European countries,
however, insulated from both internal and
external competition for decades under their
former Communist regimes, still have not insti-
tuted needed reforms. Many post-Communist
countries, such as Moldova, Russia, Belarus,
and Ukraine, are found at the “less free” end of
the distribution.

Chart 3 & heritage.org

Remarkably, the scores of 39 of the 45 coun-
tries graded in the European region in the 2020
Index have improved. Just four declined, while
the scores for Germany and Iceland were un-
changed. As shown in Chart 4, around the re-
gion, countries with greater economic freedom
tend to maintain cleaner environments and
greater protection of ecosystem vitality.

EUROPE: ECONOMIC FREEDOM AND THE ENVIRONMENT

Category in the 2020
Index of Economic

Freedom Environmental Performance Index Score

FreE [ 53.1
MOsTLY FREE [ 73.0
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NOTE: Based on the 44 countries in Europe that appear in both indexes.

SOURCES: Terry Miller, Anthony B. Kim, and James M. Roberts, 2020 Index of Economic Freedom (Washington: The
Heritage Foundation, 2020), http:/www.heritage.org/index, and Yale University, 2018 Environmental Performance
Index (New Haven, CT: Yale University), https://epi.envirocenteryale.edu (accessed December 2, 2019).
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NOTABLE COUNTRIES

Economic freedom in the United King-
dom increased again in the 2020 Index.
The U.K.’s economy has slowly been climb-
ing the ranks of the “mostly free” for the
past decade and is now very close to the

“free” category. GDP growth has been solid
for the past five years, although it slowed
in 2018 amid confusion about Brexit. The
U.K. has one of the world’s most efficient
business and investment environments,
but the future of economic freedom in the
country, as well as the immediate pros-
pects for economic growth, are inextrica-
bly tied to the issue of withdrawal from
the EU.

Slovenia, Hungary, and Slovakia all
improved their scores in the 2020 Index,
primarily because of higher scores on gov-
ernment integrity as they continue to shed
the toxic legacy of Communism. Although
all three are now solidly in the “moderate-

ly free” category, Slovenia is furthest ahead,

with two of its rule-of-law indicators
(property rights and government integri-
ty) now higher than the regional averages.
The biggest threat to economic freedom
for all three countries is excessive govern-
ment spending.

Armenia’s economic freedom ranking
rose 13 places in the 2020 Index, primarily
due to an improvement in fiscal health.
The government is pursuing structural re-
forms, export promotion, and greater for-
eign investment to boost future economic
growth. To attract greater investment,
however, Armenians will need to focus
more intently on improving judicial effec-
tiveness and government integrity. Right
next door, Azerbaijan, which is included
this year in the European rather than Asia-
Pacific regional rankings, also recorded
adramatic rise in economic freedom. Its
ranking rose 16 places in the 2020 Index
as aresult of dramatically higher scores

for business freedom, investment freedom,
and fiscal health. Further improvements
in areas like government integrity and
judicial effectiveness will depend to some
extent on the government’s willingness

to undertake significant institutional and
structural changes in what is still an au-
thoritarian political and economic system.
For both Armenia and Azerbaijan, settle-
ment of their long-running conflict in Na-
gorno-Karabakh should be a high priority
that could release significant resources for
peaceful development.

France’s economic freedom score in-
creased in the 2020 Index, and its ranking
rose seven positions. The government
continues to push its package of reforms
to lower stubbornly high unemployment,
especially among young people; improve
foreign investors’ negative views of the
country; increase competitiveness; and
improve public finances. Unfortunately,
the proposed reforms, even if implement-
ed, would probably not have much impact
either in curtailing levels of government
spending that are among the highest in the
world or in reducing stifling rigidities in
the labor market.

Germany’s economic freedom score was
unchanged in the 2020 Index. The German
economy has resided in the lower half of
the “mostly free” ranks for more than a
decade. Excessive government spending
and costly labor regulations have slowed
the expansion of economic freedom, and
near-term prospects for market-oriented
reforms are slim. The government re-
mains committed to expensive measures
to address climate change. Nevertheless,
Germany remains the most politically and
economically influential nation in the EU.
Its robust business environment should
continue to attract the private investment
needed for continued growth.
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score increased in the 2020 Index and the

Russian economy became “moderately

free” for the first time in more than a de-

cade, GDP growth remains weak, burdened
by structural weaknesses, low levels of in-
vestment, and a poor demographic outlook.
Aslong as the government pursues statist,

nationalist, and protectionist economic

policies and maintains a cautious ap-

proach to inward foreign investment, the

advancement of economic freedom in Rus-
sia will be difficult. A subservient judiciary,

rampant corruption, and links among bu-
reaucrats and organized criminal groups
compromise government integrity. Large

and corrupt state-owned institutions

and an inefficient public sector dominate
the economy.
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MIDDLE EAST AND
NORTH AFRICA

S tretching from Morocco’s Atlantic coast
across the Nile, Jordan, and Euphrates riv-
ervalleys to Iranian and Yemeni beaches on the
Persian Gulf and the Arabian Sea, the Middle
East and North Africa (MENA) region remains
at the center of global politics. Although the
countries of the region are successors to some
of the world’s most ancient civilizations, rela-
tively few are enjoying the benefits of economic
freedom in the 21st century. The demographic
profiles of most of these countries, at once bless-
ed and cursed by enormous mineral resources,
tend to be distinguished by extreme concentra-
tions of wealth and poverty. Most worrisome
is the region’s ongoing notoriety as the world’s
most acute hot spot for economic, political, and
security vulnerabilities. This instability is illus-
trated by the fact that four of the six countries in
the 2020 Index that cannot be graded or ranked
because of lack of data are in the MENA region.

The region’s population-weighted average
GDP per capita is the third highest among

MIDDLE EAST/NORTH AFRICA:
QUICK FACTS

TOTAL POPULATION: 444.1 million
Population-Weighted Averages

GDP PER CAPITA (PPP):
1-YEAR GROWTH:
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UNEMPLOYMENT RATE:
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SOURCE: Terry Miller, Anthony B. Kim, and James M.
Roberts, 2020 Index of Economic Freedom
(Washington: The Heritage Foundation, 2020),
http://www.heritage.org/index.
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the five Index global regions (approximately
$21,975 at purchasing power parity). The re-
gional population-weighted average rate of in-
flation is 8.0 percent. In the past five years, the
MENA region has registered soft annual eco-
nomic growth (2.9 percent) and has continued
to suffer from high levels of unemployment (9.8
percent), particularly among the young.

Many countries in the region have been grap-
pling since 2011 with fallout from social upheav-
al or outright conflict growing out of citizens’
demands for more freedom. Unfortunately, the
lives of most people have not changed for the
better in the past eight years. The most vivid il-
lustration of this regional policy failure is in Tu-
nisia, birthplace of the “Arab Spring,” where the
country’s 2019 Index economic freedom score
dropped sharply and the 2020 score increased
only negligibly. Scores declined in two of the
region’s three economic freedom leaders: the
United Arab Emirates and Qatar. Overall, the re-
gion’s score improved only very slightly in 2020.
The grading of economic freedom for Iraq, Syria,
Libya, and Yemen remains suspended because of
ongoing violence and unrest.

Chart 1 shows the distribution of countries
in the MENA region according to the five cat-
egories of economic freedom measured by the
Index. The region does not have any econom-
ically “free” countries, and the United Arab
Emirates, Israel, and Qatar are its only “mostly
free” economies. The majority of the 14 coun-
tries in the region that are graded in the Index
fall into the “moderately free” or “mostly un-
free” categories, with Iran and Algeria catego-
rized as “repressed.”

Structural and institutional problems
abound, and private-sector growth in the
region still lags far behind levels needed to
provide enough job creation for proliferating
populations. Despite exports of crude oil for en-
ergy generation, the region’s overall trade flows
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remain very low, reflecting a lack of economic

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

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

is the predictable result.

There is one Index indicator in which the
MENA region is the clear global leader: tax
burden. (See Chart 2.) The region’s tax burden
score beat the world average by more than 10
points again in 2020, a level reached because
of the low income tax rates typical in the oil
kingdoms. The region also scores above the
world average in all three indicators related to
the rule of law and in business freedom, trade
freedom, and financial freedom.

The MENA region is endowed with the
world’s highest concentration of oil reserves,
but that does not automatically translate into
high levels of economic freedom. Even so, the
positive relationship between high levels of
economic freedom and high GDP per capita
still holds true in the region, as illustrated by
Chart 3. The ongoing transformation of rela-
tively economically advanced states such as the

Kuwait

Lebanon -----
Israel

- Bahrain

Saudi Arabia s nited Arab

Oman  Emirates
e Qatar

Jordan -+

SOURCE: Terry Miller, Anthony B. Kim, and James
M. Roberts, 2020 Index of Economic Freedom
(Washington: The Heritage Foundation, 2020),
http://www.heritage.org/index.
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United Arab Emirates, Qatar, and Israel may
yet show the way to broader-based economic
growth, more political stability, and greater
economic freedom in this region.

In the 2020 Index, the scores of nine coun-
tries in the MENA region improved, and the
scores of the other five graded countries de-
clined. As shown in Chart 4, across the region,
greater economic freedom is also strongly cor-
related with overall human development as
measured by the United Nations Human Devel-
opment Index, which measures life expectancy,
literacy, education, and standard of living.

The results of the 2020 Index reflect that the
region’s underlying political and economic ar-
chitecture, dominated by authoritarian govern-
ments, continues to repress economic freedom
a decade after the exhilarating promises of the
Arab Spring. Costly subsidies to quell social and
political unrest are still being funded by too
many of the region’s governments, even at the
cost of heavy and unsustainable budget deficits.

NOTABLE COUNTRIES

e Israel’s economic freedom score and
ranking increased in the 2020 Index. The

The Heritage Foundation | heritage.org/Index 93



MIDDLE EAST/NORTH AFRICA: ECONOMIC FREEDOM SUMMARY
MOSTLY UNFREE MODERATELY

3 FREE
6
REPRESSED
2

NOT GRADED
TOTAL ‘ MOSTLY FREE
18 COUNTRIES ‘ o

4
SOURCE: Terry Miller, Anthony B. Kim, and James M. Roberts,
2020 Index of Economic Freedom (Washington: The Heritage
Foundation, 2020), http://www.heritage.org/index. Chart 1 & heritage.org

MIDDLE EAST/NORTH AFRICA: COMPONENTS
OF ECONOMIC FREEDOM

LOWER THAN WORLD AVERAGE @— WORLD AVERAGE |—@ HIGHER THAN WORLD AVERAGE

AVERAGES
Region World
OVERALL 61.8 61.6 ()
Property Rights 60.3 57.3 [

RULE OF LAW Judicial Effectiveness 53.5 45.8 —0
Government Integrity 47.6 44.4 o ]

Tax Burden 87.6 77.3 —ae
GOVERNMSEIQE Government Spending 62.9 66.2 [ 3
Fiscal Health 48.7 69.1 o————
Business Freedom 66.5 63.8 H®
REGULATORY
EEFICIENCY Labor Freedom 57.2 59.6 [ &
Monetary Freedom 75.0 75.0 ()
Trade Freedom 75.4 73.9 )
MARKET
OPENNESS Investment Freedom 53.6 57.7 o
Financial Freedom 52.9 48.8 —o

SOURCE: Terry Miller, Anthony B. Kim, and James M. Roberts, 2020 Index of Economic Freedom (Washington:
The Heritage Foundation, 2020), http:/www.heritage.org/index.

Chart 2 & heritage.org

2020 Index of Economic Freedom



MIDDLE EAST/NORTH AFRICA: AVERAGE GDP PER CAPITA,

BY ECONOMIC FREEDOM CATEGORY

FREE n/a
MOSTLY FREE $79,276
MODERATELY FREE ~ $39,658
MosTLY UNFREE  $13,474 [
REPRESSED ~ $17,498
$0

$40000 $60000 $80000

NOTES: Figures are GDP per capita, purchasing power parity (PPP), in current international dollars for 2018.
SOURCES: Terry Miller, Anthony B. Kim, and James M. Roberts, 2020 Index of Economic Freedom (Washington: The
Heritage Foundation, 2020), http://www.heritage.org/index, and International Monetary Fund, “World Economic
Outlook Database,” April 2018, http:/www.imf.org/external/pubs/ft/weo/2018/01/weodata/weoselgr.aspx (accessed

December 2, 2019).

Israeli economy has risen higher in the
“mostly free” category for the third year
in arow. Ever since the beginning of the
Index in 1995, government spending has
consistently hindered greater economic
freedom in Israel. It remains to be seen
whether a new government can muster
the political will to address the problem
by implementing spending cuts and other
fiscal restraints. The economic competi-
tiveness of the “Start-up Nation” has been
anchored in strong protection of property
rights, efficient coordination of regulatory
processes, and a sound judicial framework
that sustains the rule of law.

Economic freedom in Egypt also improved
in the 2020 Index. The Egyptian economy
has languished in the “mostly unfree” cat-
egory for more than two decades. Growth
of GDP in the past five years, however, has
been healthy. The construction and energy
sectors are the main engines of growth. To
begin making real progress in expanding
economic freedom, the government will
need to pursue pro-business policies to
improve the investment climate; hold fast

Chart 3 & heritage.org

to its schedule of cuts in subsidies; and
continue fiscal reforms (such as the pen-
sion reform passed in 2019) to reduce its
crippling level of public debt.

Saudi Arabia’s economic freedom rank
and score increased markedly in the 2020
Index. The Saudi economy has been rated
“moderately free” for most of the past two
decades. The government is continuing
efforts to diversify the economy away from
its dependence on oil, but the momentum
of its ambitious Vision 2030 program has
been diminished as its main proponent,
Crown Prince Mohammad bin Salman, has
been embroiled in controversy surround-
ing the murder of dissident journalist
Jamal Khashoggi. The greatest need at
present is perhaps to restore Saudi Ara-
bia’s somewhat tarnished reputation for
government integrity.

The most improved country in the region
this year was Oman due to significant
gains in the rule of law. Oman’s economy
has been in the “moderately free” category
for 25 years, and further improvements

The Heritage Foundation | heritage.org/Index 95



MIDDLE EAST/NORTH AFRICA:
ECONOMIC FREEDOM AND
HUMAN DEVELOPMENT
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should help the government’s efforts to
develop the nonoil economy. GDP growth
over the past half-decade has been steady
but unremarkable. An effort is underway
to develop a new bankruptcy and insol-
vency law, which would help to improve
the business environment and increase
foreign direct investment inflows.

The biggest regional drop in rank in the
2020 Index was by Jordan. The Jordani-
an economy has been in the “moderately
free” category for all but one year since the
inception of the Index in 1995 but has been
held back from rising to the ranks of the
“mostly free” by consistently low scores
on such rule-of-law indicators as prop-
erty rights and (especially) government
integrity.
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SUB-SAHARAN AFRICA

he Sub-Saharan region of Africa spans most

of the world’s second-largest continent,
traversing southward from the vast Sahara Des-
ert thousands of miles to South Africa’s Cape
of Good Hope and stretching from the Indian
Ocean beaches of Mozambique to the North At-
lantic coast of Senegal and Mauritania. In the
2020 Index, the scores for the 47 countries in
this region that were graded generally fall into
the lower categories of economic freedom. Al-
though there was only a very slight improve-
ment in the region’s overall economic freedom
this year, a second year of economic growth
that is significantly higher than the world av-
erage could permit those nations to make the
additional but politically painful institutional
reforms that are needed to ensure long-term
economic development.

The region’s continuing underperformance
reflects repeated failures to implement policy
changes to improve the business and invest-
ment climate and strengthen the rule of law.
The missed economic opportunities due to
corruption and conflict, in particular, represent

SUB-SAHARAN AFRICA:
QUICK FACTS
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Population-Weighted Averages
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SOURCE: Terry Miller, Anthony B. Kim, and James M.
Roberts, 2020 Index of Economic Freedom
(Washington: The Heritage Foundation, 2020),
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a tragedy for the region’s huge population of
young people, who lose developmental ground
that is increasingly difficult to make up as such
conditions persist. Successful efforts at struc-
tural reform have been rare, and the modern-
ization of infrastructure and institutions lags
severely throughout most of Sub-Saharan Afri-
ca. Many countries in the region are overly de-
pendent on exports of agricultural and mineral
commodities that contribute little to sustained
increases in productivity and broad-based job
creation, and few have made any sustained
progress toward economic diversification. The
result is a deeply ingrained pattern of subopti-
mal and uneven growth that leaves a substantial
proportion of the population in many countries
living at or near subsistence levels.

The population-weighted average GDP per
capita for the region is the lowest for any of the
five global regions in the 2020 Index ($4,148
at purchasing power parity). Unemployment
dropped to 6.3 percent, however, possibly in-
dicating some progress in reducing widespread
underemployment and shrinking the region’s
large informal sectors.

Chart 1 shows the distribution of countries
in the Sub-Saharan African region by level of
economic freedom. Unlike regions that benefit
from having a diverse range of competitive and
innovative free-market economies, the distinc-
tions among economies in Sub-Saharan Africa
are defined primarily by the countries’ relative
lack of economic freedom. There is not a single

“free” economy in the region. Only Mauritius
and Rwanda are counted among the ranks of
the “mostly free,” and another six countries are
considered to have “moderately free” economies,
but a clear majority of the 47 nations graded in
the 2020 Index are ranked either “mostly unfree”
or “repressed.” In fact, nine of the total of 19 “re-
pressed” economies in the entire world—almost
half—are in Sub-Saharan Africa.

As shown in Chart 2, the only one of the 12
indicators in which the region scores higher

100
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than the world average is government spend-
ing. That is a hollow victory, however, since the

score reflects the inability of underresourced

governments in the region to perform the com-
plicated tasks required to manage 21st century

economies more than it does any particular ef-
forts at spending restraint.

Another irony emerges from the region’s
relatively positive average tax burden score,
which reflects the ineffective or corrupt ad-
ministration of existing tax laws rather than
any particular restraint in the desire to extract
revenue from the population. Labor freedom is
restricted in the formal labor markets, resulting
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in large amounts of unreported informal eco-
nomic activity in which workers enjoy no pro-
tections whatsoever. The 2020 Index scores
also document the region’s continuing lack
of progress in improving the rule of law, reg-
ulatory efficiency, and open markets, thereby
providing additional metrics that confirm how
the region is falling behind the rest of the world.
Overall, the depressing landscape painted
by the numbers in Chart 2 depicts a region
dominated by dozens of nations with uneven
economic playing fields that are further pock-
marked by weak rule of law, inadequate protec-
tion of property rights, cronyism, and endemic
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corruption. The region’s scores on property
rights, government integrity, fiscal health, and

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

The message to the vast majority of citizens
of Sub-Saharan Africa who lack political con-
nections is that their prospects for a brighter
future are severely limited absent improve-
ments in economic freedom.

Although Chart 3 confirms that the strong re-
lationship between high levels of economic free-
dom and high GDP per capita holds true even in
Sub-Saharan Africa, the region’s deep economic
distortions are also evident in the counterintu-
itive spike in average per capita GDP in the “re-
pressed” category. That is because the high GDP
of the small, profoundly repressive, and corrupt
but oil-rich nation of Equatorial Guinea per-
versely skews upward the average GDP per capita
for the region’s least economically free countries.

In a bit of good news in the 2020 Index, the
scores of 31 countries in the Sub-Saharan Af-
ricaregion improved, one was unchanged, and
only 15 declined, producing an increase of near-
ly one point in the region’s overall economic
freedom average score, although it remains in
the “mostly unfree” category.

Chart 3 & heritage.org

Perhaps the most tragic consequence of the
dearth of economic freedom in Sub-Saharan
Africa is its correlation (shown in Chart 4)
with severe food shortages and poor nutrition,
which in turn are directly and causally related
to the region’s political instability, high infant
mortality rates, disease outbreaks, childhood
learning disabilities, and frequent famines. In
the longer term, foreign aid from the West can-
not solve the food security problem in Sub-Sa-
haran Africa. The solution to that problem—
and to many other challenges in the region—is
more economic freedom.

NOTABLE COUNTRIES

e Economic freedom in Togo registered a
strong improvement in both score and
rank in the 2020 Index, and the economy
avoided areturn to the “repressed” catego-
ry. Achieving the government’s ambitious
goal of establishing Togo as a financial and
logistics hub will require massive eco-
nomic freedom-friendly changes includ-
ing reforms in the judicial system and a
commitment to tackling the serious and
long-standing problem of corruption.
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ECONOMIC FREEDOM AND
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Madagascar’s economy returned to the
ranks of the “moderately free” in the 2020
Index after three years as “mostly unfree.”
The government aims to maintain eco-
nomic growth through a structural reform
agenda designed to enhance investment
capacity and reduce the fiscal risks of its

state-owned electricity and water utilities.
To achieve those goals, the government
will need to strengthen the rule of law,
make the labor market more flexible, and
maintain political stability to boost inves-
tor confidence.

The neighboring island of Mauritius
remained Sub-Saharan Africa’s economi-
cally freest country in the 2020 Index. To
put economic freedom in Mauritius on a
faster trajectory and make the leap to a
top-10 ranking, the government will need
to take even stronger action to correct
continuing serious deficits in government
integrity and judicial effectiveness, which
are eroded by levels of corruption that are
more typical of much poorer and less-de-
veloped countries.

South Africa’s economic freedom in-
creased slightly, but its rank dropped in
the 2020 Index, and it remains “mostly
unfree.” To turn the trajectory of econom-
ic freedom positive again in South Africa
and achieve its goals of economic growth
and job creation, the government needs to
confront persistent labor market rigidities
and pursue stricter application of rules
against anticompetitive behavior.

Zimbabwe remains near the bottom of the
2020 Index. The government’s ambitious
economic reform program to promote

and protect private enterprise, reduce the
costs of doing business, and encourage
foreign direct investment has the potential
for positive results, but its implementation
is hamstrung by the lack of government
integrity and flawed governance practices
across many sectors.
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