KEY FINDINGS OF
THE 2022 INDEX

IMPACT OF THE
COVID-19 PANDEMIC
S ince early 2020, the COVID-19 pandemic
and particularly the many restrictions on
economic activity and the movement of people
that governments have imposed in response to
it have wreaked havoc on the world economy.
Almost every economy included in this Index
experienced negative growth in 2020, which is
not surprising given that so many of the actions
that governments have taken in the name of
protecting public health have also had the effect
of reducing economic freedom. These restric-
tions have exacted a cost in terms of human
well-being that must be added to the enormous
cost of the death toll from the disease itself. The
result is a worldwide catastrophe.

Much remains unknown epidemiologically
about COVID-19 and its many variants. The in-
creasing availability of vaccines and treatments
and the possible evolution of the virus itself into
less lethal variants give hope that the health cri-
sis may be reduced in severity, if not ended.

The economic crisis, by contrast, is easily eval-
uated. Its causes and effects are clear. Govern-
ment restraints on economic freedom stifle eco-
nomic growth. They reduce incomes and increase
the vulnerability of the poor and middle classes.
Government attempts to mitigate those effects in
many countries involve excessive deficit spending
thatincreases inflation and generates huge public
debts that future generations will have to pay.

The abrupt and shortsighted renunciation of
the principles of economic freedom not only has
caused much of the economic travail afflicting

the world economy, but also will undercut the
much-needed economic rebound if not reversed.

A return to “business as usual” will not suf-
fice because, in addition to the impacts of the
pandemic on public finances, countries are
facing many long-term structural challenges.
Specifically, the COVID-19 crisis amplified and
exposed serious preexisting structural weak-
nesses in the policy areas of transparency, effi-
ciency, openness, and government effectiveness.

Policymakers in Washington and around
the globe cannot simply spend their way back
to prosperity after the toll that public health
mandates have exacted on local economies. If
we are to have a meaningful economic recov-
ery,itis essential that economic freedom rather
than extended government emergency powers
become the norm.

More than ever, we need to remember that
anation’s true capacity to grow and prosper in
alasting way hinges on the quality of its insti-
tutions and economic system. Many countries
around the globe are at a critical crossroads.
The question is whether they will recognize
the paramount need to preserve and enhance
the conditions for robust, resilient, and broad
economic growth.

THE GLOBAL ECONOMY: A
1.6-POINT LOSS IN AVERAGE
ECONOMIC FREEDOM BUT
STILL “MODERATELY FREE”

¢ The 2022 Index, which considers econom-
ic policies and conditions in 184 sovereign
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countries from July 1, 2020, through June
30, 2021, reveals a world economy that,
taken as a whole, remains “moderately
free.” However, the global average eco-
nomic freedom score is now 60—a loss of
1.6 points from the previous year’s 61.6.

Despite the notable downturn of global
economic freedom, there continues to be a
clear relationship between improving eco-
nomic freedom and achieving higher eco-
nomic dynamism as well as greater overall
well-being. No matter what their existing
level of development may be, countries
can measurably boost their economic
growth by implementing steps to increase
economic freedom through policies that
reduce taxes, rationalize the regulatory
environment, open the economy to greater
competition, and fight corruption.

The standard of living, measured by
incomes per capita, is much higherin
economically freer countries. Economies
rated “free” or “mostly free” in the 2022
Index enjoy incomes that on average are
more than three times higher than those
in other countries and almost seven times
higher than the average incomes of “re-
pressed” economies.

As documented once again in the 2022
Index, economic freedom also correlates
highly with overall well-being, which
includes such factors as health, education,
the environment, innovation, societal
progress, and democratic governance.

As shown in the ranking table beginning
on p. 5, seven countries recorded econom-
ic freedom scores of 80 or more, putting
them in the ranks of the economically

“free.” Twenty-seven countries earned a
designation as “mostly free” by recording
scores of 70.0 to 79.9, and an additional 54
countries were considered “moderately
free” with scores of 60.0 to 69.9. Thus, a

total of 88 countries, or about half of the
177 countries graded in the 2022 Index,
have institutional environments in which
individuals and private enterprises benefit
from at least a moderate degree of eco-
nomic freedom in the pursuit of greater
economic development and prosperity.

On the opposite side of the spectrum, 50
percent of the countries graded in the
2022 Index (89 economies) have regis-
tered economic freedom scores below 60.
Of those, 57 economies are considered
“mostly unfree” (scores of 50.0 to 59.9), and
32 countries, including China, are in the
economically “repressed” category.

A notable reshuffling has taken place at the
top of the rankings. Singapore maintained
its status as the world’s freest economy,
but Australia dropped out of the “free” cat-
egory, and New Zealand dropped to fourth
place, behind Switzerland and Ireland.
Luxembourg, Taiwan, and Estonia joined
the “free” category for the first time.

Quite notable is the continuing decline in
the “mostly free” category of the United
States, which plummeted to 25th place, its
lowest ranking ever in the 28-year history
of the Index. The major causative factor in
the erosion of America’s economic free-
dom is excessive government spending,
which has resulted in mounting deficit and
debt burdens.

The ongoing COVID-19 pandemic has trig-

gered a significant deterioration on a number
of policy fronts, adding to preexisting strains
from long-term structural challenges of coun-
tries around the globe. In particular:

Rising deficits and mounting public debt—
especially debt incurred to fund higher
government consumption or transfer
payments— has undermined and will likely
further undercut overall productivity
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growth and ultimately lead to economic
sluggishness rather than vibrant growth.

e The global average trade-freedom score
has declined from 70.9 to 69.5. This is the
fourth straight year that the global average
has dropped. Trade freedom declined in
98 of the 177 countries ranked in the Index.
Scores improved in only 37 countries and
were unchanged in 42 countries.

All in all, the ongoing recovery remains un-
even and uncertain with strikingly different
outcomes across countries, sectors, and de-
mographic groups. Output and employment
gaps remain in many countries, particularly in
emerging market and developing economies,
suggesting that countries face vastly different
policy challenges in recovery and beyond.

WHAT’S NEW?
Because the World Bank has discontinued
its annual Doing Business report, the 2022

Index has adopted other publicly available
data sources for subfactors measuring prop-
erty rights, judicial effectiveness, government
integrity, business freedom, and labor freedom.
In particular, the Index now includes in its eval-
uations data from Freedom House and other
sources. Details are available in the Methodol-
ogy Appendix.

The volatile nature of public policy changes
in response to COVID-19 has resulted in sig-
nificant fluctuations in economic conditions,
including levels of economic freedom, in many
countries around the world. At this point, it
cannot be known whether these changes are
permanent or temporary. If they prove to be
temporary, many countries may quickly revert
to their previous positions in the Index rank-
ings. As always, the Index is designed primarily
to be a snapshot of conditions in a particular
year, and while every effort is made to ensure
that the scoring accurately reflects changes in
policies from year to year, caution should be
used in comparing rankings over time.
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12 ECONOMIC FREEDOMS: A GLOBAL LOOK

RULE OF LAW
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Government
Rights Effectiveness Integrity

Property Judicial

On average, of the four pillars of economic freedom on which
Index grading is based, rule of law has the lowest scores on a
scale of 0 to 100. This reflects the systemic corruption of gov-
ernment institutions in many countries. Without a robust rule of
law, business owners and entrepreneurs find it difficult to know
what to expect when making economic decisions. Countries
with the worst rule of law include Burundi, the Central African
Republic, Turkmenistan, Equatorial Guinea, North Korea,
Eritrea, and Venezuela (which is in last place). Those with the
freest and fairest rule of law are Finland, Norway, Sweden,
Denmark, Switzerland, the Netherlands, and Luxembourg.

REGULATORY EFFICIENCY
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60.3
0
Business Labor Monetary
Freedom Freedom Freedom

Globally, of the three regulatory efficiency subfactors of
economic freedom, monetary freedom scores the highest,
followed by business freedom and then labor freedom.

As with all other factors, however, the difference between
high-scoring countries and low-scoring countries can be like
the difference between night and day. The top countries by
average regulatory efficiency score are Singapore, the United
States, Austria, Taiwan, Denmark, and Finland. By contrast,
the worst offenders in descending order are Sierra Leone,
Iran, Cuba, Sudan, Zimbabwe, Venezuela, and North Korea.

GOVERNMENT SIZE

100 —

65.0 60.6
Tax Government Fiscal
Burden Spending Health

The average top individual income tax rate for all countries in
the 2022 Index is 28.4 percent, and the average top corporate
tax rate is 23.3 percent. The average overall tax burden as

a percentage of GDP is 21.1 percent. The average level of
government spending has is 34.9 percent of GDP, but the
average level of gross public debt for countries covered in the
Index has risen to 69.6 percent of GDP.

OPEN MARKETS
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Trade Investment Financial
Freedom Freedom Freedom

Global trade freedom suffered a setback as the worldwide
average of countries’ trade-weighted average tariff rates rose
to 8.1 percent from 7.6 percent. The fact that investment policy
measures in many countries are geared toward promotion of
sectoral investment rather than general market openness con-
tributes to a global investment freedom score of just 57.0. The
global score for financial freedom is the lowest of the three
open markets indicators at 48.7. Government interference in
the financial sector, which gives some entities an advantage at
the expense of others, is the norm in many countries.
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80.7
97.5
89.5
73.8
83.9
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66.6
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714
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Sri Lanka
Brazil
Malawi
Belarus
Cameroon
Bangladesh
Kenya
Angola
Sierra Leone
Eswatini
Mozambique
Comoros
Argentina
Haiti

Chad
Tajikistan
Nepal
Burma
Ethiopia
Laos
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340 341 283
268 186 244
251 118 288
L6 131 238
467 358 507
3.9 299 235
31 283 245
3.4 359 325
301 195 190
27 442 262
21 338 227
681 8l6 562
L4 413 372
83292 240
60.9 495 473
24278 256
9.7 314 338
499 515 424
5L7 577 401
50.3 572 400
481 530 294
345 155 437
391 109 199
3.3 281 222
406 390 309
98 253 206
431419 324
461 369 321
L9 441 263
289 212 201
%1 579 451
241 186 143
289 136 131
295 91 178
34 341 338
231 167 298
81 205 332
411 111 204

Tax Burden

774
94.8
90.8
99.3
75.2
80.0
715
75.3
72.0
84.8
716
715
73.6
75.2
69.3
89.1
79.5
90.3
69.9
78.7
93.3
747
82.6
79.0
86.6
86.7
78.6
72.2
63.0
733
815
44.6
95.3
82.6
87.2
78.3
87.2

Government Spending
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90.2
66.7
78.1
573
89.4
83.3
85.7
76.2
86.0
9.3
8.5
59.7
89.8
67.0
92.8
445
76.2
87.4
53.8
87.4
56.7
90.1
93.2
82.2
86.4
84.9
63.9
70.3
88.5
53.0
97.0
92.7
72.4
71.2
86.8
93.0
88.4

Fiscal Health
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96.6
179
92.9
921
69.0
87.3
64.1
58.1
11
631
535
20.8
92.0
73.6
4.0
0.0
0.4
11.0
95.3
8.7
54.0
10.6
80.0
54.0
15.6
52.7
96.2
16.8
94.8
96.3
80.0
515
67.2
816
44.0

Business Freedom
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56.1
59.1
68.1
3.7
48.6
35.2
53.8
479
412
55.8
60.3
465
57.7
454
611
63.9
58.3
63.2
34.0
545
60.4
55.6
56.1
376
344
489
36.7
483
5.1
335
28.2
56.9
60.2
417
427
60.5

Labor Freedom

(S RS ]
o o o

48.0
412
48.9
50.7
53.6
469
65.1
73.6
59.0
57.3
54.7
56.0
49.5
60.7
58.2
55.7
55.9
56.4
46.8
46.4
36.6
56.8
53.9
38.2
548
474
55.5
510
54.7
545
431
515
49.6
38.8
443

Monetary Freedom
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714
61.6
79.0
80.3
69.5
746
72.0
714
67.5
84.9
815
78.2
744
69.7
712
70.0
716
784
711
70.2
79.9
70.0
755
61.2
65.1
779
78.8
815
379
56.2
74.2
67.1
70.0
739
51.7
71.8

Trade Freedom
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73.2
75.6
748
60.6
432
62.6
67.8
80.4
68.6
55.6
61.0
57.8
66.2
66.4
78.6
710
47.0
60.0
67.4
75.6
55.2
63.8
56.0
70.0
63.6
71.8
70.6
21.0
60.6
65.4
520
69.6
57.6
69.4
614
66.8

Investment Freedom
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45.0
50.0
60.0
55.0
60.0
250
45.0
70.0
35.0
55.0
45.0
50.0
35.0
40.0
40.0
60.0
50.0
30.0
30.0
50.0
55.0
30.0
60.0
50.0
35.0
45.0
55.0
30.0
60.0
250
10.0
30.0
30.0
35.0

Financial Freedom
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50.0
40.0
50.0
40.0
50.0
40.0
50.0
30.0
40.0
40.0
40.0
40.0
30.0
40.0
30.0
40.0
40.0
50.0
50.0
20.0
50.0
40.0
50.0
40.0
200
40.0
50.0
30.0
60.0
300
40.0
30.0
30.0
20.0
200
200

2022 Index of Economic Freedom
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= Country 2 S & & & 2 2 ® £ & £ £
12 11 Egypt OOl 0 21 17 &1 7 37 A1 29 08 602 60 500
153 34 Pakistan 20 W5 74 780 851 48 495 516 659 658 600 400
154 36 Zambia ¥ 42 N8 09 733 00 M2 49 664 682 550 500
155 37 Congo, Rep. TRl 200 149 134 824 80 800 25 433 805 64 B0 300
15 29 Suriname IO 512 58 36 702 666 00 527 642 B4 606 400 300
157 3% Lesotho B0 M1 @28 T4 45 75 M2 B3 759 622 50 400
158 35 China B] W4 W3 72 642 11 68 52 00 732 200 200
159 39 Liberia PEN 32 34 51 861 660 646 M8 432 617 608 50 200
160 40 Congo, Dem. Rep. 48 132 118 744 %57 94 B3 540 637 680 00 200
161 36 Maldives 72 31 B1 %9 2 00 N8 516 772 600 350 300
162 12 Lebanon PRl 7 24 28 w5 74 00 488 542 41 72 500 500
165 41 Equatorial Guinea 189 69 65 751 910 948 M4 465 T30 488 400 300
164 37 Timor-Leste 08 B3 B2 U6 00 197 59 %2 795 750 450 200
165 38 Turkmenistan IRl 00 83 74 W6 W5 B0 IS N7 727 72 100 100
166 4 Guinea-Bissau AN 21 140 159 888 858 313 315 %64 834 58 00 300
167 13 Algeria 279 07 N1 672 51 386 500 515 801 54 300 300
168 43 Central African Republic 71 123 183 653 81 %2 265 395 53 462 450 300
169 30 Bolivia POl 101 84 87 860 68 109 547 462 728 608 150 400
170 14 Iran %6 24 198 808 ®5 547 %I L4 023 92 50 100
171 4 Eritrea 86 39 11 727 686 790 31 512 615 692 00 200
172 4 Burund STl 88 71 122 70 64 103 275 415 703 5100 500 300
173 46 Zimbabwe 08 163 206 661 872 798 %9 M9 00 00 250 100
174 47 Sudan 22 B2 W6 849 NI 00 B0 M8 337 40 50 200
175 31 Cuba TRl 35 56 99 484 00 14 41 00 618 640 100 100
176 3 Venezuela 02 46 71 41 783 00 %8 76 00 S48 00 100
177 39 Korea, North 163 65 3§ 00 00 00 50 50 00 00 00 00
N/A N/A Afghanistan WM v v WA WA NA L NA L NA WA WA NA L NA WA
NA N/A rag W Ve v WA WA NA L NA L NA WA WA NA L NA WA
N/A N/A Libya NANA A WA NA L NA L NA NA WA NA L NA WA
N/A N/A  Liechtenstein NAONANA A WA NA L NA L NA NA WA WA NA
N/A N/A Somalia W v v WA WA NA NA NA NA WA NA L NA WA
N/A N/A - Syria NAONANA A WA NA NA L NA NA WA NA N
N/A N/A Yemen W v v WA WA NA L NA L NA WA WA NA L NA WA
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