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Abstract: Modern growth theory has revealed the importance of economic freedom as a positive 
contribution for economic growth and prosperity. Economic freedom is the ability of individuals to 
choose how to use, produce and interchange their own resources under the conditions of free market 
competition that function with a limited government that imposes few regulations to the market, and 
that works within the rule of law. Economic freedom is the key to achieve economic growth and 
prosperity that provide a better quality of lije. This paper examines the evolution of the economic 
freedom indexas a determinan! of economic growth in Mexico from 1995 to 2013 using data from 
The Heritage Foundation and The Fraser lnstitute. The analysis utilizes historical economic data, 
and deals with social and political events to explain the actual state of economic freedom in Mexico. 
The results indicate that Mexico is far from achieving real economic liberties because of both, its 
historical tradition, and its institutional construct which still affeci the liberties. Nowadays, Mexico 
is classed as a "mostly free'' country, but it still has to overcome big challengesfor positioning asan 
economically free country and to get its ful! potential. 

Key words: economic freedom, economic growth, index of economic freedom, development, 
prosperity, gross domestic product, political and social institutions, Mexico. 
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1 believe that free societies have arisen and persisted only beca use economic .freedom is so much 
more productive economically than other methods of controlling economic activity. 

-Mi/ton Friedman, Foreword in Gwartney et al., 1996-
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1. lntroduction 

Modern theories of economic growth have revealed the importance of economic freedom as a crucial 

factor for economic development and prosperity of the countries. Economic freedom helps building 

prosperous societies, and prosperity is the reason why it is worth fighting for freedom. 

Individual choice, private property, and exchange liberty are sorne of the characteristics that form 

individual freedom. Moreover, economic freedom and the main characteristics of market are quite 

similar, for instance, among the main economic freedoms are: enterprise freedom, exchange 

freedom, contract freedom, property freedom, preference freedom, and international trade freedom. 

Therefore it is possible to name a market economy, the economic system, in which economic 

freedoms are present. 1 

Since Adam Smith, it has been argued by economists that the freedoms to choose and supply 

resources, to produce goods, to compete in business, to trade with others, and to secure property 

rights are the central ingredients for economic progress.2 From the contemporary view of Friedman, 

it is often maintained that economic freedom fosters economic growth by affecting incentives, 

productive effort and the effectiveness of resource use. One of the ultimate theories for development 

by Amartya Sen, argue that the expansion of freedoms that people enjoy is the primary purpose and 

the primary mean for development, as he stated: "Development requires the removal of major 

sources of unfreedom: poverty as well as tyranny, poor economic opportunities as well as systematic 

social deprivation, neglect of public facilities as well as intolerance or over activity of repressive 

states."3 

Western civilization has established the principies of democracy as the leading prem1ses for 

government, the economy and society. Concepts such as human rights, political, social and economic 

liberties; and the free agency of individuals are increasingly supported. But at the same time, the 

world lives in a remarkable deprivation, inequality and poverty. Even when they consider themselves 

democratic, poi itical systems continue violating the rights and freedoms of its citizens. Yet, a large 

1 i\hmct Ay & Ccyhun Can Ozcan. (Junc 2012) The Relationship Between Growth And Economic Freedoms. A Causality Panel 
Approach: The Case Of Transition Economies. Sclcuk University. Turkcy, Clute lnstitute lntcrnational Conferencc. Rome, Italy 877. 
2 De llaan, J. & J.E. Sturm (2000). On /he relalionship between economicfreedom and economic growth. European Journal of 
Political Economy. 16, 215-241. 
3 Sen, Amartya ( 1999) Developmen/ as Freedom. Publishcd by Alfrcd A. KnopC !ne. Ncw York. p. 20. 
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part of the countries of the world are very far from covering ali their needs in arder to be truly free. 

Therefore, to achieve the freedoms of human beings and quality of life are the challenges of the XXI 

century democratic societies in arder to overcome ali the problems mentioned befare and, finally, to 

reach development. 

During the last decade, the concept of economic freedom has attracted more attention among 

economists. This is because of the need to try to measure the nations through a scale that goes from 

the least to the freest economic reality. To try to measure economic freedom, The Economic 

Freedom Index, attempts to quantify the level main conditions that modern economies must enjoy 

while they operate within a context of globalization and competitive capitalism; in which prívate 

enterprises, as the main actors that compete in a free market system, generate economic activity, 

without restrictions imposed by the government and within the law. Only under these positive 

conditions, a nation can reach economic freedom. 

Today there are only two accepted indexes of economic freedom. One is the Jndex of Economic 

Freedom (EFI) developed by joint effort of the Heritage Foundation and the Wall Street Journal; the 

other is the Economic Freedom of the World Jndex (EFW) by the Fraser lnstitute. These two indexes 

are quite similar as they consider almost the same economic fratures for measuring economic 

freedom. But for a better management of the information in the present analysis, this paper will focus 

on the (EF 1). 

The main objective of this paper is to explain the present economic freedom situation in Mexico. In 

arder to do that, it sheds light on economic freedom's conditions and the components that allow 

economic growth. Moreover, this work deals with the theory of liberalism that has configured the 

world economy nowadays, and it also explains the roles of the state and the activities in 

economically free societies. In addition, it explains the importance of economic freedom in relation 

with aspects of public life, such as its role in political and civil libcrties, in democracy, its effect in 

the prosperity of nations -within institutions and legality- and, finally, its effect in equity of income, 

and quality of life. 

This study incorporates a previous rcview of the studies that hav1: linked economic freedom and 

economic growth. Nevertheless, the study considers valid but minor these econometric approaches, 

because they fail to address the hole complexity of whole economic, political and social factors, -

each with its historical and actual effects that configure an econmnically free country-. For this 
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reason, the empirical framework of this paper aims to explain the form and historiographical 

approach of institutional the structures that have permitted the consolidation of economic freedoms 

that Mexico has gained -among the ups and downs of Mexico's economic growth- during the last 

decades as a result of its political and social historical past. This economic analysis takes into 

consideration the actual data available for Mexico, and the attempt is to answer the following 

questions: 

1. What is the relationship between economic freedom and growth? 

2. Why is economic freedom important? 

3. Which are the components of economic freedom? 

4. How is the actual state of economic freedom in the World? 

5. How is the actual state of economic freedom in Mexico? 

6. In which categories of the components of economic freedom Mexico performs the best and in 

which performs the worst? 

Finally, this study is very necessary because there is not a previous work that studies the state of 

economic freedom as a determinant factor for economic growth in Mexico from an historiographical 

approach, which considers the social and political backgrounds that have configured the economic 

liberties in Mexico. 

2. Theoretical Framework 

2.1 Liberalism and Freedom 

Liberalism is the doctrine that has prevailed in the international, the political, and the econom1c 

systems in the west hemisphere for nearly four centuries: its premise is individual freedom. 

Individual freedom is the belief in the primary importance of the individual, the virtues of self

reliance, and personal independence. It advocates freedom frorn government regulation in the pursuit 

of a person's economic goal s. 

The rnost important theoretical philosophers of liberalism have argued about the major issues of the 

doctrine of Liberalisrn. Milton Friedman, winner of the Nobel Prize in Economics in 1976, stated 

that liberalism is "the intellectual movement that emphasize[s] freedom as the ultimate goal and the 
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individual as the ultimate entity in the society." He supported laissez faire 4 at home as a mean of 

reducing the role of the state in economic affairs and thereby enlarging the role of the individual. 

Laissez faire supports free trade abroad as a means of linking the nations of the world together 

peacefully and democratically. In political matters, it supported the development of representative 

government and of parliamentary institutions, reduction in the arbitrary power of the state, and 

protection of the civil freedoms of individuals.5 

Moreover, Friedrich Hayek claimed that: "Liberalism, far from being a rational ideology articulated 

by a certain group of philosophers, is the result of the evolution of man himself understood as a 

cultural being".6 In addition, Fukuyama explains "liberalism can be: defined simple as a rule of law 

that recognizes individual rights of freedom from government control [ ... ] liberalism is the 

recognition of the rights offree economic activity". 7 

The nineteenth-century liberals regarded the extension of freedorn as the most effective way to 

promote welfare and equality; the twentieth-century liberals regarded welfare and equality as the 

prerequisites of the alternatives to freedom. That is the reason why, in the name of welfare and 

equality, the twentieth-century liberals favored a reviva! of the very policies of state intervention and 

paternalism against which classical liberalism fought. 8 

Therefore, the change in the meaning attached to the term liberalism is more striking in economic 

matters than in political ones. The twentieth-century liberals, like the nineteenth-century's, favor 

parliamentary institutions, representative govemment, civil rights, and so on. Even in political 

matters, there is a notable difference. Jealous of liberty, and henc:e fearful of centralized power, 

whether in governm,~ntal or prívate hands, the nineteenth-century liberal favored political 

decentralization. Committed to action and confident of the beneficence of power so long as it is in 

the hands of a government ostensibly controlled by the electorate, the twentieth-century liberal 

favors centralized government.9 

4laissezfaire or ··Jet do" is an economic doctrine opposing governmental interference in cconomic affairs beyond lhe mínimum 
ncccssary lor the maintenance of pcace and pro peri y rights. lt is a philosophy or practice chuacterized by an usually deliberated 
abstcntion from dircction or interlerence, especially with individual freedom or choice and action In: Thc American Heritage® 
Dictionary ofthe English Lang.uage, Fourth Edition copyright ©2000. 
5 Friedman, M ilton. ( 1962) Capitalism and Freedom. The University of Chicago Press, Chicago, P .12. 
6 Hayck, Fricdrich. ( 1990). The Fatal Conceit: The Errors of Socialism. London: Routledge. 
7 Fukuyama. Francis. ( 1992) The End of History and the las/ Man. New York, The free Pre ,s. P. 42. 
8 Friedman. Milton. (1962) Capitalism and Freedom. The University ofChicago Prcss, Chicago. P. 13. 
9 lbid. P. 13. 
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The liberal theory can be divided into three areas: the classical liberalism, modern liberalism and 

neoliberalism. 

The Classical Liberalism 

Classical liberalism envisions society asan aggregation of autonomous individuals seeking to pursue 

their prívate interests. Ideally, all social interaction should consist of voluntary exchanges among 

persons, and every individual has the right to be free from the arbitrary exercise of power. 10 

Classical Liberalism originally provided the ideological ammunition to dislodge the feudal 

aristocracy from power and to create a society in which individual freedom and aspirations were both 

permitted and rewarded. 11 This unequal social organization is combated by classical liberalism 

through natural law, which introduces a new thought and vision, which gives to every man a state of 

freedom of action and decision from birth. lt also establishes equality among ali human beings. 

John Locke is the most significant representative of classical liberalism; he defined and established 

liberalism through the reaffirmation of the natural state of equality and freedom. He noted that "the 

natural state in which ali menare[ ... ] is a state of perfect freedom to order their actions [ ... ] is also a 

state of equality in which all the power and jurisdiction is reciprocal." 12 He argued that natural law 

develops individual autonomy. He redefined the value of the individual as the superior entity in 

society, and argued that the state is an entity formed from the decision of individuals, ensuring that 

the government is to serve society through a "trust". He contributed with its interpretation of the 

private property as the source of ''competitive capitalism", individualism, and civil participation in 

government that led to "democracy". 

Adam Smith, recognized as the founder of economic liberalism and competitive capitalism, praises 

the right to private property, free enterprise, and non-governmental intervention in the individual 

choice of occupation, residence or investment. In "The Wealth of Nations" (1776), he exposed the 

most important contribution to the economic system today: the laissezfaire, or "let do", explained as 

freedom of property governed by a free market of state influence. He was an advocate of freedom of 

the individual to make economic decisions of any kind on a fully competitive free market. Smith is 

1° Clark, Barry ( 1998) Political Economy: A Comparative Approach. Second Edition. P.41. 
11 !bid. P.4 l. 
12 Lockc, John. ( 1689) Of the Sta/e o/ ,Vature. 
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the father of economic liberalism, theory that supports competitive capitalism. This economic system 

has endured and is governing the XXI century economy. 

With its insistence on the priority of individual liberty over ali other values, classical liberalism has 

served as a bulwark against the abuse of political power. For the classical liberalists, freedom is a 

synonymous of autonomy and independence; it is the absence of coe;:rcion by government or by other 

people. Society is an aggregation of individuals and has no goals or purposes of its own. The good 

society permits indiv iduals to pursue their private interests free from arbitrary constraint, and 

individuals create government for the purpose of protecting their rights as established by a 

constitution. Beyond this function, government is best when it governs least. 13 

This ideology insists that for individuals to develop and maintain personal identities, an irreducible 

core of their existence must remain separate from -and even oppo:;ed to- larger social processes. 

Any society that represses the individual desire to formulate and pursue a personal set of goals will 

lose the human energy unleashed by the pursuit of self-interest. Such energy has been a mainspring 

f . 1 d . 14 o socia an econom,c progress. 

With the English Revolution in 1688 and the French Revolution in 1789, - through a social contract 

and democratism - liberalism triumphed as an ideology, economic capitalism as a system, and 

individualism replaced the conception of communalism. 

The Modern Liberalism 

Before the First World War, liberal ideas were centered on autonomy, freedom and the minimal state 

intervention. However, after the new international scenario that left peace the Treaty of Versailles in 

1919, the system was found in an economic decline at the end of the 1920s. By 1929 the biggest 

financia! crisis of the international capitalist center of Wall Street, created both an economic and a 

social crisis. The increase in unemployment and the lack of income :reated a shortage of resources 

that dropped the living standards of individuals, and caused the collapse of the capitalist system, and 

the system ofthe "invisible hand" 15 seemed not effective anymore. 

13 Clark, Barry ( 1998) Political Economy: A Comparative Approach. Second Edition. P.41. 
14 /bid. P.4 l. 
15 Smith assumed that individuals try to maximize their own good (and become weahhier). an:1 by doing so, through trade and 
entrepreneurship. socicty as a whole is better off rurtherrnore, any government intervcntion in the economy isn't needed because the 
invisible hand is thc best guide for the economy. 
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To sol ve it, the President of The United States of America, Theodore Roosevelt, through the ideas of 

John Maynard Keynes, introduced a cyclical economic model based on state intervention to boost 

economic recovery. For Keynes the relationship of politics to economics is critica!, where the State 

have to exercise an interventionist role in the economic issues. The Welfare State carne asan option 

after the crisis with the main objective to revive the economy. The state was the savior of the 

economy, and the provider of social security. 

This theory introduced the Welfare State that relies on the responsibility of the state to procure the 

welfare of society. The most striking concepts are: welfare and equality instead of freedom. For 

modern liberals, freedom has two meanings. In a ncgative sense. freedom is the absence of coercion 

or constraints imposed by other people or by government. In a positive sense, freedom is the ability 

to effectively pursue one's goals. These two freedoms may contlict with each other when the 

negative freedom of sorne persons poses an obstacle to the positive freedom of others. 16 Society is an 

aggregation of individuals with both prívate and collective interests. To fultill both sets of interests, 

the institutions of markets and government are cssential to society. And the purpose of government is 

to impartially protect rights and to serve as a means by which citizens can collectively pursue goals 

that they cannot attain as individuals. However, these goals must promote the public interest; 

government should not favor any particular conception of the good society. 17 Modern liberals 

dominated for much of the twentieth century as they sought to promote social justice while 

preserving both prívate property and democracy. 

This theory went along in the international level. and the United States was claimed to lead. And in 

1944 the Bretton Woods lnternational Conference took place in New Hampshire, where 44 countries 

-including Mexico- gathered to restructure the economic system of the Western . The objective 

was to implement a postwar international monetary system, with the primary objectives of maintain 

the economic stability, boost global economic growth, and promote trade between nations. Also 

international institutions were created to facilitate the development of the system, such as the 

lnternational Monetary Fund, the World Bank, and later the General Agreement on Tariffs and Trade 

(GATT). 

Modern Liberalism was the dominant ideology in Western nations from the end of World War 11 

16 Clark. Aarry (1998) Political F,conomv: A comparalive Approach. Sccond Edition. P.89. 
17 • 

/bid P.89. 
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until the crises in the 1970s. The crises unleashed an inflationary period of price disparities and the 

rise of interest rates. The production contracted, the balance of payments presented deficits, and 

investment fell. The financia) crisis included the oil crisis and energy, anda general stagnation was 

reached. The Keynesian policy objective was unfulfilled. The welfare state was beneficia! to revive 

the prosperity of the national and international system. However, Keynesian liberalism could not 

meet the requirements of the new economic system. 18 

Neoliberalism 

After the crisis of the Keynesian system, modern liberalism was strongly criticized. And after the 

crisis of the 70s, neoliberalism was generally accepted as the new current of liberalism, which was 

associated, in a limited sense, as a return to classical liberal ideas. Neoliberalism tends to leave the 

intervention of the state out of economic issues, fight inflation and seek a balanced budget. lt 

encourages individualism, free markets and economic integration. 

This body of ideas would move modern liberalism closer to classical liberalism by reducing the role 

of government in economic affairs. Instead of focusing on equity and the redistribution of income, 

government would concentrate on efficiency and growth. Neoliberals argue that equity cannot be 

achieved unless the ec:onomy is thriving, and past efforts to achieve equity through transfer payments 

and regulations have actually impeded the dynamism of the market. Neoliberals largely accept the 

classical liberal argurnent that government has become a tool of i,pecial interests, so that policies 

intended to promote equity often simply cater to interest groups. Therefore, reducing or eliminating 

many facets of government activity may actually benefit less advantaged groups in society. 19 

The main influence of neoliberalism is Hayek's book "The Road to Serfdom" ( 1943), and his ideas 

were recognized in the 80s. Hayek was an enemy of the New Deal, rnd rejected the state intervention 

in economic and political life. For him, economic state intervention meant the oppression of 

freedom. Economic freedom was necessary and essential to free.fom itself and fundamental for 

development. His vision of reducing the patemalistic role of the state changed the course of liberal 

ideals as the concepts of individualism and free market return. 

Neoliberalism intended to eliminate state intervention, but dueto the teachings of the economic crisis 

18 Clark, Barry ( 1998) Polilical Economy: A comparalive Approach. Sccond Edition. P.89. 
19 /bid. l' .126. 
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and the vices that the invisible hand cannot control, the participation of the State resulted necessary 

to prevent the fati of the capitalist system. It was intended to "maintain a strong state control of the 

money, but limited in social spending." lt is important to highlight the need of the state to prevent 

possible system crashes; but this type of relationship between the state and the economy does not 

look like the mixed economy of the welfare state. 

The neo liberal philosophers defend as well the main thesis of "Freedom to Choose" ( 1980) by Milton 

Friedman, where he establishes that economic freedom is a requirement of political freedom as 

freedom itself. This means that as for neoliberals and the welfare, responsibility is a duty of the 

individual, not the state. Milton Friedman recognized: "A society that puts equality before freedom 

will get neither. A society that puts freedom before equality will get a high degree of both.''2º 

This new global economy lead to globalization, the most important phenomenon of neoliberal 

theory, that goes beyond the classical view. The economic globalization refers to the increasing 

integration of economies around the world, particularly through trade, communications, financia! 

tlows, and economic integration. In sorne cases this term refers to the movement of people (labor) 

and knowledge transfer (technology) across international borders. 

Globalization secures a market opening and removal of tariff barriers. But globalizations goes 

beyond the economic views, it advances in information and fosters an interaction of nations, states, 

people and cultures. This develops the political, social, cultural, and environmental effects. Backed 

by neoliberal ideas, globalization is itself a complex phenomenon, with advantages and 

disadvantages. 

By 1990, the Washington Consensus referred to a set of broadly free market economic ideas that 

advocates to free trade, tloating exchange rates, free markets and macroeconomic stability. The ten 

principies originally stated by John Williamson include specific policy recommendations, these are: 

1. Low government borrowing. A voidance of large fiscal deficits relative to GDP; 2. Redirection of 

public spending from subsidies "especially indiscriminate subsidies" toward broad-based provision 

of key pro-growth, pro-poor services like primary education, primary health care and infrastructure 

investment; 3. Tax reform, broadening the tax base and adopting moderate marginal tax rates; 4. 

Interest rates that are market determined and positive (but moderate) in real terms; 5. Competitive 

20 fric<lman, Mil ton ( 1980). Free to Choose. 1 larcourt 13race Jovanovich. Ncw York an<l Lon<lon. 
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exchange rates; 6. Trade liberalization: liberalization of imports, with particular emphasis on 

elimination of quantitative restrictions (licensing, etc.); any trade protection to be provided by low 

and relatively uniform tariffs; 7. Liberalization of inward foreign direct investment; 8. Privatization 

of state enterprises; 9. Deregulation: abolition of regulations that impede market entry or restrict 

competition, except for those justified on safety, environmental and consumer protection grounds, 

and prudential oversight of financia! institutions; 1 O. Legal security for property rights. 21 

This type of economic liberalism is matched with democracy (liberal democracy) as the form of 

government that relies on citizens to participate equally in political life trough a representative 

government, free elections. 

This is the vis ion ofthe United States, leader of the twentieth century in the Western, that proclaimed 

liberalism the universal leader theory, and declared itself the liberal defender. However in the 21 st 

century the biggest financia! crisis of 2008 occurred, and it is starting a rethinking neoliberalism. 

Mexico was always aliened to the USA policies, and today neoliberalism is the dominant economic, 

social and political model of our time. Mexico is a country that has pushed an agenda of 

liberalization and free markets since the early nineties at least, and has benefited from the economic 

policies. 

2.2 The Theory of Economic Freedom 

Economic Freedom can be understood as the freedom to engage m econom1c activities without 

restrictions. The terms "Economic freedorn" or "econornic libe1ty" are used in economic and 

political issues. Nowadays the term is rnost commonly associatecl to classical liberalisrn (or free 

rnarket economy) viewpoint and it is defined as: The freedom to produce, trade and consume any 

goods and services acquired without the use of force, fraud or theft. This is ernbodied in the rule of 

law, property rights and freedorn of contract, and characterized by externa! and interna( openness of 

the markets, the protection ofproperty rights and freedom of economic initiative.22 

Economic freedom appears to be a factor isolated from the main debates around the idea of freedom. 

21 Tejvan Pettinger (2013) Woshington consensus - definition and criticism. 

22 Berggren. Nicolas. The Benefits of Economic Freedom: A Survey. The Ratio lnstitute. Sweden. P. 3. 
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However, it represents a fundamental component. In the era of globalization, in which there are 

multiple human interactions, more social and political rights allow the free agency of individuals. 

And from the logic of liberalism that free agency integrates the economic liberty in order to 

exchange, sale and produce goods; as well to achieve labor mobility, to trade internationally, to 

transfer goods with no restrictions of government, and to freely innovate new businesses. Human 

freedom cannot be understood without economic freedom. 

There is a substantial difference between the degrees to which people are free individually and 

collectively to undertake economic activities. Individual freedom means the right to do economic 

activities free from arbitrary control and interference by the state and other individuals. Collective 

freedom refers to the extent to which the economic system that controls choice retlects the expressed 

preferences of majority of the citizenry rather than those of a ruling few. 23 

The first approximation to define the concept of economic freedom has a tradition of centuries of 

liberalism. But the current approach to the concept of economic freedom is based on Hayek in "The 

Road to Serfdom" ( 1944) as he rejected the state intervention in economic and political life. For him, 

economic state intervention meant the oppression of freedom. Economic freedom is necessary and 

essential to freedom itself and fundamental for development. 

''The state should confine itself to establishing rules applying to general types of situations and 

should allow the individuals freedom in everything which depends on the circumstances of time and 

place, because only the individuals concerned in each instance can fully know these circumstances 

and adapt their actions to them. lf the individuals are able to use their knowledge effectively in 

making plans, they must be able to predict actions of the state which may affect these plans. But if 

the actions of the state are to be predictable, they must be determined by rules fixed independently of 

the concrete circumstances that can be neither foreseen nor taken into account beforehand; and the 

particular effects of such actions will be unpredictable. lt~ on the other hand, the state were to direct 

the individual's actions so as to achieve particular ends, its actions would have to be decided on the 

basis of the ful( circumstances of the moment and would therefore be unpredictable. Hence the 

familiar fact that the more the state 'plans', the more difficult planning becomes for the individual."24 

z.1 de Haan, J. and J.E. Sturm (2000) On the relationship between economicfreedom and economic growth, European Journal of 
Political Economy. P. 215-241. 
2
~ Von Hayck. Fricdrich A. ( 1944) The Road to Se,fdom. l/nivcrsity Ol'Chicago Prcss. 
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In 1955 Bronfenbrenner studied the two concepts of economic freedom: the traditional liberal and 

the neo liberal. Their difference lies in their definition of the obstacles to freedom. He established that 

for the traditional liberal, there exists a fundamental dichotomy between individualism and statism. 

The obstacles are "juristic", as they come from a defined legal framework or the state. And for the 

neoliberal position, the state becomes an instrument through which freedoms are secured and 

guaranteed. The obstacles are "economic", in that they arise from a basic economic and social 

inequality.25 

In 1958, lsaiah Berlin established the difference between positivc and negative liberties. He stated 

that: "Positive liberty is involved in the answer to the question 'What, or who, is the source of control 

or interference that can determine someone to do, orbe, this rather than that?' The two questions are 

clearly different, even though the answers to them may overlap [ ... ] And negative liberty in the 

negative sense involves an answer to the question: 'What is the area within which the subject -a 

person or group of persons- is or should be left to do or be what he is able to do or be, without 

interference by other persons." 26 As a matter of economic freedom, in the classical liberal and 

libertarían point of view, economic freedom falls within the ambit of negative freedom. This makes 

intuitive sense; in the negative economic freedom essentially refers to interferences from outside of 

oneself in one's economic activity, like a legal framework or the state intervention, or even the 

interference of other individuals. For libertarians, economic freedom is the freedom to own any 

means of production or private property and to extract util ity from it, without any constraints. 

Moreover, the modern approximation delegated by Milton Friedman in "Freedom to Choose" ( 1980) 

establishes that economic freedom is a requirement of political freedom as freedom itself: "A major 

source of objection to a free economy is precisely that it [ ... ] gives people what they want instead of 

what a particular group thinks they ought to want. Underlying most arguments against the free 

market is a lack of belief in freedom itself."27 

Economic freedom is the fundamental right of every human to control his or her own labor and 

property. In an economically free society, individuals are free to work, produce, consume, and invest 

in any way they please, with that freedom both protected by the state and unconstrained by the state. 

In economically free societies, governments allow labor, capital and goods to move freely, and 

25 Bronfenbrenner, Martín. (1955) Two concepts ofEconomic Freedom. Ethics in an international Joumal ofSocial. Political and legal 
Philosophy. Vol. LXV. Number 3. 
26 Berlín, lsaiah ( 1958) Two Concepts of Liberty. 
27 Friedman, M ilton ( 1980). Free to Choose. Harcourt Brace Jovanovich. Ncw York and London. 
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refrain from coercion or constraint of liberty beyond the extent necessary to protect and maintain 

liberty itself. 28 

Economic freedom is a composite that attempts to characterize the degree to which an economy is a 

market economy, that is, the degree to which it entails the possibility to enter into voluntary contracts 

within the framework of a stable and predictable rule of law that upholds contracts and protects 

private property, with a limited degree of interventionism in the form of government ownership, 

regulations and taxes. 

lt may be common to find regimens that consider themselves promoters of individual liberty; but in 

the field of political action they exert actions that contradict freedom. This interference often occurs 

through economic freedom violations, even when the actions are taken in the name of "social justice" 

or sorne similar rhetorical justification. Sorne examples of this intervention are: laws that prohibit a 

company hiring a foreign worker to a union, laws imposing a fee on the purchase of a product 

manufactured abroad, interventions that manipulate markets for political purposes, or measures that 

generate additional costs to economic costs of human action. 29 

2.3 The Role of Government in a Free Society 

Since the state is inevitable, economic freedom should be interpreted under the existence of a state. 

Government is necessary to preserve our freedom; as it secures the protection of prívate property 

rights thought the rule of law and with the legitimate use of violence; as it provides and regulates 

public goods. 

The Hayekian concept of econom1c freedom ( 1960) should be understood as freedom under 

governmental law, and not the absence of all governmental actions. 30 Thus, economic freedom <loes 

not mean freedom in an absolute sense; sorne governmental actions must be supposed to exist. The 

reason for this líes in how the state has emerged in an undersigned, evolutionary process, where ali 

modern states evolved from extortionist institutions to secure property rights. And in this 

evolutionary process the state acquired the monopoly over coercion.31 

28 Kim, /\nthony B. & /\mbassador Terry Millcr. Chapter I - l:·conomic Freedom: Global and Regional Pallerns. 
29 Salinas León R. & Pcláez Gómcz C.(2011) Liberlad económica en ,'vféxico: Visión y Evolución. Reporte de libertad económica para 
México 2011. P.17. 
30 Hayck. F. /\. ( 1960) The Conslillllion o.f Liberty. Chicago: University ofChicago Press. 
31 l layck. F. A. ( 1973) Law, Legislation. and Liberly l. Rules and Order. London: Routledge & Kegan Paul. In: Kapás. Judit and l'ál 
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According to Friedman ( 1962), two broad principies give an answer that has preserved freedom so 

far, though they have been violated repeatedly in practice while proclaimed as precept. First, the 

scope of government must be limited. lts majar function must be to protect our freedom both from 

the enemies outside our gates and from our fellow-citizens; to preserve law and arder, to enforce 

private contracts, to foster competitive markets [ ... ] by relying primarily on voluntary co-operation 

and private enterprise. In both, economic and other activities, we can insure that the private sector is 

a check on the powers of the governmental sector and an effective protection of freedom of speech, 

of religion, and of thought. 32 The second broad principie is that government power must be dispersed 

[ ... ]. The very difficulty of avoiding the enactments ofthe federal government is of course the great 

attraction of centralization to many of its proponents. lt will enable them more effectively, they 

believe. to legislate programs that as they see it are in the interest of the public, whether it be the 

transfer of income from the rich to the poor or from private to governmental purposes. 33 

Focusing in economic freedom and relying on Hayek's view34
, it will be shown that a core element 

of economic freedom is the rule of law for the securing of property rights, by the legitimate coercion 

of the state. As described below. 

The Rule of Law and the Protection of Private Property Rights 

The rule of law is the core element to secure economic freedom, si11ce this principie determines what 

kind of actions the government can take in an economically free c,::)Untry, by permitting, or not, the 

unrestricted agency of individuals in a free market. 

The principie that provides us with a criterion according to which we can evaluate freedom is the 

rule of law. This ideal of freedom is best described in Hayek ( 1960) and in Leo ni ( 1961 ), and refers 

to a situation where governmental coercive actions conform to general abstract rules laid down 

beforehand. In fact, the rule of law is a doctrine of what the law should be: "The rule of law is 

Czcglédi. (2007) Economic Freedom: 711eory First. Empiricism Afier. lnternational Centre for Economic Research, Turin and the 
Hungarian Scientific Research Fun<l (contrae! no: T 49602). 
32 Frie<lman. Millon. ( 1962) Capitalism and Freedom. The University of Chicago Press, Chicago, 10-12. 
JJ/bidem P. 10-12. 
34 Friedrich A. Hayek ( 1899-1992) He devoted himself to defend laissez-faire capitalism. He argued that govemmenl intervention 
disrupts the smooth functioning of free market economy, thereby generating the need for additional corrective intervenlion. He 
defended thc market not because he believed in the power of individual reason, but rather because of his skepticism about the capacity 
ofthe human mind to obtain knowledge. He also established lhat the task ofpolitics should be merely to set a conslitution and set laws 
reslraining in<livi<luals from harming others. Hayek warned that when govemmenl is permitted lo expand its activities beyond the 
protection ofproperty rights, it would inevitably become the tool ofspecial interest. 
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therefore not as a rule of the law, but a rule concerning what the law ought to be, a meta- legal 

doctrine or a political ideal" (Hayek 1960). Clearly, the rule of law restricts government in its 

coercive activities. 35 

According to Hayek, the rule of law includes three principies. 1) The certainty of law is probably the 

rnost important requirement for economic activities. Moreover, according to Leoni, it refers to the 

fact that individuals can make long-term plans, which necessitates that the law is not subjected to 

sudden and unpredictable changes. 2): The generality of law means that the law never concerns to 

particular individuals, i.e., law is abstract frorn the specific circurnstances of time and place. In other 

words, to be abstract the law must consist of purpose-independent rules governing the conduct of 

individuals towards each other, and apply to an unknown number of further instances by enabling an 

order of actions. 3) The equality of the law means that ali legal rules apply to everybody including to 

those in power. That is, every individual, whatever his rank, is subject to the ordinary law of the 

realm. More importantly, laws apply both, to those who lay them down and those who apply them. 

As a result, the state is limited in the same manner as any prívate person. 36 In addition, Leoni 

proposes that we should add another one to these three principies, although Hayek ( 1960) itself does 

not qualify as a principie. The principie is: The fact that administrative discretion in coercive power 

must always be subject to review by independent courts.37 

These principies are the safeguards against severe restrictions on liberty, because they require that ali 

laws equally apply to those with political and coercive power as well as those who are governed. The 

role of property rights should be dealt with in this paper because of the way the protection of the 

state affects the economic liberties and economic growth. The safeguard of prívate property rights is 

an essential part of economic freedom. Friedman sees property rights as "the most basic of human 

rights and an essential foundation for other human rights." And according to Harper, such systems 

include two main rights: the right to control and benefit from property and the right to transfer 

property by voluntary means. These rights offer people the possibility of autonomy and self

determination according to their personal values and goals. 38 

From the classical liberal view, a secure systern of prívate property rights is an essential part of 

35 Hayck in: Kapás, Judit and Pál Czeglédi (2007) Economic Freedom: Theory Firs/, Empiricism Afler. lnternalional Centre for 
Economic Rescarch, Turin and the Hungarian Scientific Rcscarch Fund (contract no: T 49602). P. 9-10. 
·
16 Hayek, F. A., ( 1978) Law, Legisla/ion and Liberty, Volume 2: 71,e Mirage of Social Justice . 
.l7 Leoni, B. 1961. Freedom and the law. Third Edition. 1991. lndianapolis: Libcrty Fund. P.95. 
38 David A. 1 larper ( 1999). Foundations of Entrepreneurship and Economic Deve/opmenl. Routledge. P. 74 
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economic freedom. Locke assumed the self-interested and acquisitive nature of humans, but he 

believed that the capacity of reason enabled people to discover "natural laws" that would serve as a 

guide both, to restrain the pursuit of self-interest and to define the proper role of government. 

Whereas Hobbes relLed, because of his pessimistic view on human nature - the "state of nature" an 

arena of violence- on the government to establish and protect property rights, Locke claimed that 

property rights exisled before government, and therefore government's authority was limited to 

protect those natural rights. 39 Locke asserted that people's ownership of themselves and their labor is 

a self-evident truth. When individuals "mix" their labor with a part of nature unclaimed by anyone 

else, that portion of nature becomes lheir property. Since this proccss requires no government action 

or consent of others, Locke concluded that property rights are natural and therefore no person or 

government can legitimately violate them.40 

Sorne conternporary studies have linked the relationship between the protection of property rights 

and economic growth. In 1994 Torslensson highlighted the role that property rights play in human 

and physical capital accurnulation. And in 2000 Barro referred to two main mechanisrns when trying 

to explain the effect of property rights, namely the effect on incentives and that on business activity. 

His ernpirical findings show that securing of property rights improves growth perfonnance not only 

by encouraging investments, but also by enhancing the productivity of investments. His conclusion is 

that econornic freedom and property rights have direct as well as indirect effects on growth. The 

direct effect refers to those channels through which resources are used in a more efficient way, that 

is, the allocation takes place on the basis of a better technology and "better prices". The indirect 

effect involves the fact that the freer the econorny, the more incentives people have to allocate their 

resources into (socially) productive activities. 41 

Moreover, another empirical evidence suggests that countries with strong property rights systems 

have economic growth rates almost twice as high as those of countries with weak property rights 

systems, and that a market system with significant private property rights is an essential condition for 

democracy. 42 

39 Clark. Barry (1998) Political Economy: A Comparative Approach. Second Edition. P.43. 
40 Locke. John. ( 1689) Two Treatises of Government. In: Clark, Barry ( 1998) Politica/ Economy: A Comparative Approach. Second 
Edition. P.44. 
41 Barro. R. J. (2000) Rule of Law, Democracy, and Economic Performance. In: O' Driscoll, G.P., Holmes, K. R., and Kirkpatrick, M. 
(cds.), 2000 lndex ofEconomic Freedom. Washington, D. C. and New York: Heritage Foundation and The Wall Street Journal. 
42 David L. Weimcr. ( 1997). The political economy of properly rights. Publishcd in The Political Economy of Property Rights. 
Cambridge University Press. P. 8-9. 
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With property rights protected, people are free to choose the use of their property, earn on it, and 

transfer it to anyone else, as long as they do it on a voluntary basis and do not resort to force, fraud 

or theft. In such conditions most people can achieve much greater personal freedom and 

development than under a regime of government coercion. A secure system of property rights also 

reduces uncertainty and encourages investments, creating favorable conditions for an economy to be 

successful. 43 

The Coercion of the State 

Coercion means the force or the power to use in gaining compliance with the government or with 

police force. lt is a crucial concept to understanding the meaning of freedom, as Hayek argues 

"freedom demands no more than that (the coercion of other individuals) and violence, fraud and 

deception to be prevented, except for the use of coercion by the government for the sote purpose of 

enforcing known rules intended to secure the best conditions under which the individual may give 

his activities a coherent, rational pattern."44 

Hayek points out that the paradox of coercían is that the only means whereby the state can prevent 

the coercían of one individual by another is the very threat of violence. And the state, by having a 

monopoly over coercion, remains the primary threat to freedom. "A claim for equality of material 

position can be met only by a government with totalitarian powers." 45 

In a free society the government can have the monopoly only over coercían, and nothing else.46 And 

the majar question is: in which field(s) government monopoly over coercion is allowed? And what 

kinds of governmental actions are not harmful to economic liberties? Economic freedom relates to 

the character of government actions rather than to its volume of actions. Following the Hayekian line 

of freedom, the government actions will be categorized in the following section. 

43 Bernard 1-1. Siegan. ( 1997). Property and Freedom: The Constilulion, lhe Courls, and Land-Use Regula/ion. Transaction Publishers. 
P. 9,230 
44 Hayek. F. A. ( 1960) The Conslillltion of Liberty. Chicago: University of Chicago l'ress. P.144. 
45 1-Iayek. F. A. ( 1978) Law, Legislation and /,iberly, Volume 2: 7he AJirage o/Social Justice. 
46 1-layek. F. A. ( 1960) The Conslilulion of Líber/y. Chicago: Univcrsity of Chicago l'rcss. P. 222-223. 
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Government Actions and the Provision of Public Goods 

A distinction must be made between the coercive and non-coercive actions of the state; and then, 

between the two kinds of coercive activities of the state: those that are compatible with economic 

freedom (freedom-compatible coercive activities) and those that are not (freedom non-compatible 

coercive activities). 

A. Non-Coercive Activities o/ Government 

Non-Coercive Activities of Government are referred to as services by Hayek. By definition these 

activities do not concern to economic freedom, while they do influence the size of the government. 

There are two kinds of governmental services: Firstly, those services that the government should 

exclusively provide; that is, it should have a monopoly (servic1:!s with agreed monopoly). And, 

secondly, those in which, in principie, the government should not have a monopoly (services 

provided on competitive grounds); these are services with agreed monopoly (e.g., national defense, 

various official governmental statistics and information) that provide the means for a better 

execution of individuals' plans, 47 as seen in the following table: 

Services with agreed 
rnonopoly: 
Services provided on 
competitive grounds: 

Services that provide a favorable frarnework for individual 's 
decisions (monetary systern, statistics, etc.) 
Services that are provided both by the governrnent and by 
prívate firrns on the sarne terms (e.g., schooling, health care, 
etc.) 

Table 1. Non-Coercive Governmental Activities 

Those activities in which government has a monopoly, but where this monopoly is agreed upon, do 

not reduce economic freedom. On the contrary, when government has a monopoly in those services 

that can be provided on the market too (health care, schooling, etc.), this does reduce economic 

freedom. However, the government uses its coercive power because it prohibits individuals from 

supplying these services, and so accordingly, this case applies to coercive governmental activities, 

which will be explained next. Thus it may be that people, for various reasons, prefer these services 

when the government provides them rather when they are provided by private firms. lf so, the 

government will be bigger than otherwise, but this does not hurt economic freedom. 48 

47 !bid. P. 222 
48 Hayek, f. A. ( 1960) in: Kapás, Judit and Pál Czeglédi. (2007) Economic Freedom: Theory First, Empiricism After. lnternational 
Centre for Economic Research, Turin and the Hungarian Scientilic Research fund (contrae! no: T 49602). P. 14. 
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B. Coercive Activities o/ Government 

As regards the coercive activities of a state, Kapás and Czeglédi (2007) have proposed to separate 

those coercive activities that are the preconditions for freedom (freedom-compatible activities of 

government), from those that harm economic freedom (freedom non-compatible activities of 

government), as explained in the following section. 

8.1 The Freedom-Compatib/e Activities o/ Government 

The freedom-compatible activities of government are agreed on the functioning of the market, 

because they allow individuals to make plans and realize them on the market, and they do not hurt 

economic freedom. As stated before, they form the ideal of the rule of law, and any deviation from 

this reduces economic freedom. They include not only those government activities that are by 

definition laws (rules), but also those general regulations that are laid down in the form of rules 

specifying a certain type of activity, conforming ideally to the principie of the rule of law.49 

These regulations may affect, for instance, the techniques of production by limiting the scope of 

experimentation, or by prohibiting sorne activities for reasons of health, or by permitting other 

activities only when certain precautions are taken, and so forth. These government activities such as 

taxation or compulsory services or work safety regulations can be accounted for. Clearly, these 

regulations raise the cost of production and reduce productivity, but they do so equally for ali who 

engage in the particular production activity and can be taken into account when making plans. 50 But 

these regulations must be analyzed according to the criterion of efficiency. Efficiency loss has been 

seen asan argument against the government, but it is an argument on its own right, which is different 

from arguing against the government on the grounds of economic freedom. The size of the 

government per se does not hurt economic freedom. 51 

In addition, there are sorne activities that should be considered necessary implications of government 

monopoly over coercion. These government activities include most importantly the enforcement of 

contracts, the security of property rights, or national security. For instance, there is no doubt that 

ensuring the security of property rights, while being a coercive activity, does not harm freedom; on 

49 /bid. P. 14. 
jQ /bid. P .15. 
SI /bic/P.16. 
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the contrary, it is necessary for the rule of law.52 

8.2 The Freedom Non-Compatible Activities o/ Government 

When the individuals' plannings are impossible or uncertain, its activities are non-compatible with a 

free market, and reduce economic freedom per se. They must be rejected solely on the basis of 

freedom non-compatibility, and the efficiency criterion does not come into play at all. 53 

The first type of freedom non-compatible activities are the regulations that include all kinds of 

controls such as price, quantity and wage control. Clearly, these government's coercive activities 

represent the kind of infringement of the individual's prívate sphere, which is an obstacle to 

individuals to freely 1;ontracting between them. 

In addition, the second type of regulations is all the kind of government monopolies for those goods 

and services, which could be otherwise, are provided on a competitive basis. The services or goods 

upon which the government does not have an agreed monopoly should be supplied by the 

government on the same terms as anybody else, otherwise 1!conomic freedom is hurt. 54 If 

government is the only one of the -many- providers of these goods and services, this does not 

concern the issue of economic freedom. Clearly, it is not enough to examine the extent to which 

government gets involved in production or services; one shoulcl also examine whether it has a 

monopoly.55 

The third type of freedom non-compatible coercive activities is government subsidies to particular 

firms (private or state) and various transfers, which arbitrarily differentiate between agents. Transfers 

and subsidies should be seen as coercive actions because those who get particular subsidies are 

forced to behave not according to their plans but according to the government's will. 

52 lbid. P.17. 
53 Hayek, F. A. ( 1960) in: Kapás, Judit and Pál Czeglédi. (2007) Economic Freedom: Theory First, Empiricism Afler. lnternational 
Centre for Economic Researeh, Turin and the Hungarian Scientific Research Fund (contrae! no: T 49602). P.15. 
54 lbid. P.15. 
55 /bid. P.15. 
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General rules and regulations laid down 
beforehand confonning to the Rule of Law 
(e.g.; laws, work safety and health 
regulations, etc.) 

Services that are necessary implications of the 
monopoly over coercion ( enforcement of 
contracts and property rigbts, national 
security, etc.) 

Controls 
• Price 
• Quantity 
• Wage 

Services or production without agreed 
monopoly, which should be provided on 
competitive grounds, but over which 
governrnent has a mono oly. 
Government subsides to firms and transfers 

Table 2. Coercivc Govcrnmental Activitics 

2.4 The lmportance of Economic Freedom 

The absence or presence of economic freedom has important consequences in everyday life. In the 

public sphere, economic freedom has relevance in severa) areas of people, businesses and 

government in everyday life, as it covers up different aspects of social interaction. "The ideal of 

economic freedom is a system without privileges and equal opportunities, where people act freely 

according to their convenience without an imposed conception of how to live.''56 

In a true economic freedom, economic agents get to make decisions everyday through the law of 

supply and demand. Enterprises get to decide who earns more money, if a business is worthy of 

generating wealth, if a company has monopolistic practices or not, if a foreign product enters or not 

the domestic market, if enterprises stimulate the labor mobility and wages or not, the effective 

commerce transfers, etc. This free agency is safeguarded as economic rights by the government, and 

everyone, without exception, has the right to seek and achieve their own happiness. 

"Vibrant and lasting econom1c growth is achievable only when governments adopt economtc 

policies that mcrease individual choice and opportunity, empowering and encouragmg 

entrepreneurship. Greater economic freedom also provides more fertile ground for effective and 

democratic governance. lt empowers people to exercise greater control of their daily lives. By 

increasing options, economic freedom ultimately nurtures political reforms as well. Economic 

freedom makes it possible for individuals to gain the economic resources necessary to challenge 

56 Salinas León R. y Pelácz Gómcz C. (2011) Libertad económica en lvléxico: Visión y Evolución. Reporte de libertad económica para 
México 2011. P.17. 
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entrenched interests or compete for political power, thereby encouraging the creation of more 

pluralistic societies."57 

Economic rights can be defined as: "rights of access to resources --such as land, labor, physical, and 

financial capital- that are essential for the creation, legal appropriation, and market exchange of 

gods and services. Economic rights are self-evident. However, for their full recognition, economic 

rights require at least three conditions: 1. they require knowledge of basic economic needs for a 

person to operate in the economic world; 2. they require knowledgc of their legal characteristics; and 

3. they have to be fully integrated into the theory of justice."58 

The scope of economic freedoms has become so broad over the last decades of the western 

civilization that sorne elements have turned into rights and are protected by the national 

constitutions. The Mexican Constitution of 1917 recognizes the economic rights after the victory of 

the armed struggles, in which are secured the individual, social rights and the right to private 

property. New functions and powers, such as the expanding of thc mechanisms and institutions for 

reconstruction and development, are granted to the state. The constitutional basis of economic law of 

the Constitution are in sectors 3°, 4°, 5 º, 11 º, 25 º, 26 º, 27 º, 28 C, 31 º, IV, 73 º, 74 º, 123 º, 131 º 

and 134°, which includes concepts of the rectory state, strategic areas, prívate property, nation 

property, the core functions of the state, national democratic development planning, property of the 

nation and the state, expropriation and others that determine the legal nature of this area of law. 

Severa! studies establish a relationship of economic freedom between political and civil freedoms. 

Moreover, it is in its relationship with democracy, in accordanct:: with institutions and legality, a 

factor for prosperity and equality of life, and a very important trigger of economic growth. These 

interactions are described below. 

Economic Freedom and Political and Civil Freedoms 

Classical liberals argue that political and civil liberties have simultaneously expanded with market

based economies; and there is sorne empirical evidence that supports the relation between economic 

and political freedoms. Hayek argued that "Economic control is not merely control of a sector of 

57 Miller T., Holmes. K, & Feulner. E. (2013) Highlights ofthe 20/3 Index of Economic Freedom: Promoting Economic Opportunity 
and Pro5perity. The Heritagc Foundation in partncrship with The Wall Street Joumal. 
58 Gorga, Carmine. (Spring 1999) Toward !he Dejinilion of Economic Righls. Journal of Markets & Morality 2, no. 1 Copyright© 1999 
Center for Economic Personalism. P. 89. 
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human life which can be separated from the rest; it is the control of the means for ali our ends."
59 

Friedman argued that economic freedom is an extremely important component of total freedom, and 

that is necessary condition for political freedom. In addition, Ludwig von Mises argued that 

economic and political freedoms are mutually dependent: "The idea that political freedom can be 

preserved in the absence of economic freedom, and vice versa, is an illusion. Political freedom is the 

corollary of economic freedom. It is no accident that the age of capitalism became also the age of 

government by the people." 60 According to Amartya Sen, development can be achieved by 

eliminating sorne types of freedom deprivation to people and providing opportunities to them to 

realize reasonable activities. "Expansion of freedom is viewed, in this approach, both as the primary 

end and as the principal means of development. Development consists of the removal of various 

types of unfreedoms that leave people with little choice and little opportunity of exercising their 

d 
,-61 

reasone agency. 

Hayek criticized the socialist policies as the slippery slope that can lead to totalitarianism. And 

Friedman observed that centralized control of economic activities was always accompanied by 

political repression. The voluntary characters of ali transactions in a free market economy are the 

fundamental threats to repressive political leaders and to diminish its power to coerce. Through 

elimination of centralized control of economic activities, economic power is separated from political 

power, and the one can serve as counterbalance to the other.62 As Sen says: ''Development requires 

the removal of major sources of unfreedom: poverty as well as tyranny, poor economic opportunities 

as well as systematic social deprivation, neglect of public facilities as well as intolerance or 

overactivity of repressive states [ ... ] the violation of freedom results directly from a denial of 

political and civil liberties by authoritarian regimes and from imposed restrictions on the freedom to 

participate in the social, political and economic life of the community." 63 

There is strong evidence that signals that sometimes economic and political freedoms go forward, 

rather than turning against each other, moreover, they help to strengthen each other. A more recent 

research about economic developments and democracy within the rule of law, was explored in depth 

by Robert J. Barro (in the 2000 Jndex of Economic Freedom). Barro was the first to question the 

relationship between the promotion of democracy and development, highlighting the practical 

;" Hayek. Fredrich. ( 1944) 71,e Road ro Serfdom 
60 Ludwig Yon Mises. P/anningfor Freedom. Libertarían Press. 1962. P. 38 
61 Sen, Amartya ( 1999) Developmen/ as Freedom. Published by Alfred A. Knopf. lnc. New York. P. 16 
62 Milton Friedman. (2002) Capiralism andfreedom. The University ofChicago. P. 8-21 
63 Sen. Amartya ( 1999) Development as Freedom. Published by Alfrcd A. Knopf. lnc. New York. P. 16. 
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differences between democracy and the more general concept of n.1le of law and concluding that the 

rule of law, by empowering individuals within a stable and predictable environment, is the more 

reliable factor in promoting development.64 "Efforts to promote the rule of law can bear substantial 

fruit in promoting development; promotion of democracy, by contrast, is uncertain at best in spurring 

economic growth or laying a salid foundation for economic freedorn."65 

Economic Freedom and lnstitutions 

lnstitutions are crucial to foster economic freedoms, as they set the preferences for market options. 

lnstitutions are the fundamental principie for economic growth and development of countries, since 

they are the decision makers that create the regulatory framework of societies based on their cultural, 

economic and, political interests. "lnstitutions are the rules of the game in a society or, more 

formally, are the humanly devised constraints that shape human intcraction."66 

'·Freedom -whether economic, political or civil freedom- makes up what economists refer to as the 

'institutions' of an economy. 'Good' institutions are an important determinant, or precondition for, 

economic growth and development. In that context, increased freedom is indicative of the trend to go 

to 'good institutions' and thus to economic growth. In fact institutions affect aggregate economic 

activity indirectly through an effect on investment or directly through an effect on total factor 

productivity." 67 This means that economic incentives that agents have as an option are largely 

determined by the institutions that rise economic freedom. This translates into the creation of 

conditions for growth and development. 

As Easterly, W. & Levine established, the improvement in institutions is perceived in the system 

accountability, in the political stability, in govemment effectiveness, in the proper functioning of the 

market, in the rule oflaw and in the safeguard of liberties.68 

The Relationship Between Economic Freedom and Economic Growth 

64 Feulner, Edwin J. (2013) The Rule of Law. Highlights ofthe 2013 lndcx or Economic Freedom: Promoting Economic Opportunity 
and Prosperity. P.8-12. 
61 Barro, Robert. In: Feulner, Edwin J. (2013) The Rule ofLaw. Highlights ofthe 2013 lndex ofEconomic Freedom: Promoting 
Economic Opportunity and Prosperity. P.8. 
66 North, Douglass C. ( 1990) lnstitutions, lnstitutional change, and Economic Performance. New York: Cambridge University Press. 
67 Dawson, J.W. ( 1998). lnstilutions, investment and growth: New cross-country and panel data evidence. Economic lnquiry, 36. P. 
603-619. 
68 Easterly. William and Levine, Ross. (October 2002) Tropics, Gerrns, and Crops: How Endowments lnlluence Economic 
Development. Ccntcr for Global Developmcnt. Working paper No.15 
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Neoclassical economic theory explains economic growth as a four factors function: capital, labor, 

human capital and technology (Romer 1990). However, the availability of inputs does not always (by 

itself) lead to economic growth. So, which economic policies are most favorable to growth? A new 

line of economic research points out economic freedom as the answer, justas Adam Smith did long 

ago. The last decade has seen a renewed interest in the effects of institutions and policies on 

economic growth. The "new growth theory" of Bauer ( 1972) and North ( 1990) emphasizes the 

important effects on economic growth of an economic environment that supports the development 

and efficient use of resources; as well as the monetary and price stability, property rights, and 

openness to international trade. 

In recent years there have been many econometric studies that have attempted to verify the 

association between economic growth and economic freedoms. Using various methods they have 

tried to answer these questions: does economic freedom lead to growth? Orare both of them defined 

together? Social scientists have discovered both positive and negative results among the studies. So 

far the precedent studies reviews are the following. 

Since 1990, starting with Gastil and Scully, there have been severa! studies that have found a 

positive correlation between economic freedom and economic growth policy. In 1992 Leamer, 

Levine and, Renelt used the extreme bound analysis to examine how robust the variable of interest 

was in relation to economic growth. In 1994 De Yanssay and Spindler used the Scully-Slottje's 

version with a solovian growth model, and found a positive relationship between economic freedom 

and economic growth. lt is shown that positive rights hamper growth and that negative rights 

enhance it. In 1996 they showed that different constitutional factors and economic freedom affect 

· 69 econom1c convergence. 

In 1995 Goldsmith considered that the economic and political freedoms are correlated with economic 

growth. In 1996, Islam examined the relationship between economic freedom and GDP per capita in 

terms of income, via least squares method (LSM). He concluded that the freedom score affected the 

growth positively.70 The same year Gwartney, Lawson and Block developed a degree of economic 

freedom that is independent of política) freedom, and their analysis indicated no simple correlation 

between economic freedom and growth. De Haan and Siermann ( 1998) make clear that the freedom 

69 
Vanssay, Xavier De, and Zane A. Spindlcr. 1994. Freedom and Growth: Do Constitutions Matter? Public Choice 78, nos. 3-4: 359-

72. 
70 

Islam. S. ( 1996), Economic Freedom, Per Capita lncome and F:conomic Growth. Applied Economics Lellers, Vol.3. p. 595-597. 
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index constructed by Scully and Slottje is related to growth, but only in sorne of the nine weighting 
-1 

schemes developed. 1 

In 1997 Sali-i-Martin argued that the extreme bound analysis is too strong for any variable to really 

pass it. Instead he suggested analyzing the entire distribution. He finds that a substantial number of 

variables can be found to be strongly related to growth. That year, Easton, Walker and Goldsmith 

found the relationship of economic freedom with GDP per capita positive and significant utilizing a 

panel data set.72 In addition, Hanke and Walters studied the relationship between the EFI and GDP 

per capita and found it to be significant and positive. 73 Finally, Goldsmith used the EFI and, which 

shows that developing countries that protect economic rights better tend to grow faster, have a higher 

average national income and have a higher degree of human well- b,~ing.74 

Fedderke and Klitgaard found in 1998 a positive correlation between social indicators such as 

political rights and growth. The same year Ayal and Karras used LSM and found that out of 13 

economic freedom elements, only 7 elements affected the economic growth significantly. They 

found that the average growth rate in monetary supply is small; that the fluctuation in inflation is 

low; that the role of public economic enterprises in economy is insignificant and negative; that the 

real interest rate is exceptional; that the difference between the official exchange rate and 

blackmarket exchangc rate is small; that the role of commercial secwr in economy is much; and that 

household is free in capital transfer, when foreigners increase the economic growth.75 Wu and Davis 

researched the relationship between economic and political freedom and growth. They found that 

economic freedom is important for growth and that a high incom,~ level is important for political 

freedom. 76 

Latter studies start using the economic freedom index from the Heritage Foundation/The Wall Street 

Journal and found that the average leve! of economic freedom precedes growth. Farr, Lord and 

Wolfenbarger (1998), identified joint causation of economic freedom and economic wealth but do 

71 Haan, Jakob de. and Clemens L. J. Siermann. 1996. New Evidence on /he Rela1ionship 
Between Democracv and Economic Growlh. Public Choice 86, nos. 1-2: 175-98. 
72 Easton, S.T. And. M.A. Wa!ker (1997) /ncome, Growlh, and Economic Freedom. The American Economic Revicw, 87 (2), p.328-
332. 
73 Hanke, Steve H., and Stephen J. K. Walters. 1997. Economic Freedom, ProJperity, and Equality: 
A Survey. Cato Joumal 17, no. 2: 117-46. 
74 Goldsmith, Arthur A. ( 1995) Democracy, Property Rights, and Economic Growth. Joumal of Development Studies 32, no. 2: 157-
74. 
75 Ayal, E.íl., And G. Karras, ( 1998). Componen Is of Eco-nomic Freedom and Growlh: An Empírica/ Study. The Joumal of 
Developing Arcas, Vol.32, p. 327-338. 
76 Wu, Wenbo, and Otto A. Davis ( 1999). The Two Freedoms, Economic Growth and Deveiopment: An Empírica/ Sludy. Public 
Choice 100, nos. 1-2: 39--64. 
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not looked at the causal relationship between economic freedom and growth. 77 Gwartney, Lawson 

and Holcombe ( 1999) find that economic growth is not capable of predicting future increases in 

economic freedom in a significant manner. 78 Wu and Davis ( 1999) and Heckelman (2000) reach a 

. ·1 1· 1 79 s1m I ar causa 1ty res u t. 

In 2000 Leschke showed that, in particular, the framework within which the market economy 

functions and the degree of interventionism in the political process are of great importance for the 

wealth of nations. 80 Heckelman and Stroup subjected 14 economic freedom elements to regression 

and found that four of them affected the growth positively and significantly in an LSM model. 81 

Noyan Yalman et al. formed an econometric model including sorne Latin America countries and 

examined the effects of freedoms on development. They concluded that the freedom of having 

property, trade freedom, and the freedom of not bribing affected the development positively, that 

capital freedom and investment freedom negatively.82 

Gwartney, Lawson and Holcombc ( 1999), as well as de Haan and Sturm (2000, 2001) and Adkins, 

Moomaw and Savvides (2002) find that the leve! of economic freedom in the beginning of the 

growth period does not contribute significantly to explaining growth but that positive changes in 

economic freedom do so. 83 Others, however, have found that the initial leve! of economic freedom is 

positively related to growth Dawson, Wu and Davis ( 1998)84
, Hanson (2000) 85

, Heckelman and 

Stroup (2000)86
, Ali and Crain (2002)87

, Carlsson and Lundstrom (2002)88
, Pitlik (2002)89

, Scully 

77 Farr. W. Kcn. Richard A. Lord. and J. Larry Wolli:nhargcr. ( 1998). Economic Freedom, Political Freedom, and Economic We/1-
Being: A Causality Ana(rsis. Cato Journal 18. no. 2: 247-62. 
7
H Gwartney. James G .. Rohcrt /\. Lawson. and Randall G. Holcomhc. (1998). 711e Si=e and Funclio11s ofGover11menl and l:·conomic 

Growlh. Rcport to thc Joint Economic Committcc ofthc U.S. Congress, Washington. D.C. Availahle at 
httr://,v,,w.housc.gov/jec/gro,v1h /l'unction/function.htm. 
79 Wu. Wenho. and Otto /\. Davis. ( 1999). The lira Freedorns. Economic Growlh ami Developme/11: An Empírica/ S1udy. Public 
Choice 100, nos. 1-2: 39--64. 
80 Leschkc. Martín. (2000). Constitutional Choice and Prosperity: A Factor i\nalysis. Conslilulional 
Polilica/ Eco11omv 11. no. 3: 265-79. 
81 Hcckelman, J.é. And M.D. Stroup (2000). Which Economic freedom Comribule lo Growlh~. Kyklos. Vol.53. lssue 4. p.527-545 
82 ilkay Noyan Yalman. Ali Riza Sandalcliar. Ferhan Demirkoparan (2009) Freedoms and Economic Developmenl: La/in America and 
Turkey. 1 O Econometrics and Statistics Symposium. 27-29 May. Erzurum Palandokcn. 
83 Gwartncy. James G .. Rohcrt /\. Lawson. and Randall G. l lolcombe ( 1998) The Si=e and F1111clions of Gorernmenl and Economic 
Growlh. Report to the Joint Economic Committcc ofthe U.S. Congrcss. Washington. D.C. i\vailable at 
http://www.housc.gov/jec/growth /limction/funclion.htm. 
84 Dawson. John W. ( 1998). lnslillllions, !nl'es1111e111. cmd Growlh: New Cross-Co111111:v and Pa11el Dala Evidence. Economic lnquiry 
36 (Octobcr): 603-19. 
Sj I lanson. John R .• 11. (2000) Prosperily and Economic Fi·eec/0111. Thc lndcpcndent Revicw 4, no. 4: 525-31. 
86 Hcckclman, Jac C., and Michacl D. Stroup. 2000. Which Economic Freedoms Conlribule lo Grow//¡? Kyklos 53, no. 4: 527-44. 
87 

Ali. i\bdiweli. and W. Mark Crain. (2001 ). Polilical Regimes, Economic Freedom, Jnslilulions, and Growlh. Joumal of Public 
Finance and Public Choice 19, no. 1: 3-22. 
88 Carlsson. Fredrik. and Susanna Lundstréim. (2001) Polilical and Economic Freedom and !he Environmenl: The Case ofC02 
Emissions. Working Papcr in Economics no. 29. Gothcnburg. Swcden: Gothenburg Univcrsity. 
89 Pitlik. 1 lans (2002) 71ie Pa!h of Ubera/i::alion and Economic Growlh. Kyklos 55. no. 1: 57-80. 
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(2002), and Weede and Kampf (2002)90
• Even so, the results far there being a positive effect on the 

leve! of the EFI are generally weaker than those indicating a positive effect of increases in the EFI, 

and in severa! cases, the leve! effect only appears as statistically significant if the change in the EFI 

is also included as a variable. In addition, in 2002 Carlsson and Lundstrom subjected freedoms to 

regression and found that sorne parts of the EFI might promote growth more than others. Four of 

them are positively and statistically significantly related to growth. They imply that the smaller the 

size of govemment and the more freedom to trade with foreigners, the slower the growth rate. 91 

The most extensive k:st of the causal relationship between economic freedom and growth is found in 

Dawson (2003). He claims that existíng studies are capable of establishing a correlation between the 

EFI and growth but not causation. Using a Granger-causality technique, he finds that the level of EFI 

seems to cause growth whereas EFI increases are jointly detennined with growth. The complexity of 

the relationship is made clear in the study, with sorne EFI componcnts causing growth (in particular, 

the use of markets and property rights), with sorne EFI components being caused by growth, and 

with sorne EFI components being jointly determined with growth. 92 

In 2003 Norton considered, v1a LSM, the effect of economic freedom score on poverty and 

development indexes. In both, regression and economic freedom are significant and affect the 

development positively and the poverty negatively. 93 Berggere (2003) explains that economic 

freedom affects economic growth, and in 2004 Gwartney et al (2004) investigated, via the Fraser 

lndex, the effect of its first degree differential on growth and investments. In the results obtained by 

them via LSM, economic freedom score and its first degree differential affect the growth and 

investments significantly and positively.94 By 2005 Berggren and Jordahl examined those results 

and concluded that when the effect of tax is removed, attempting to make free trade with foreigners 

the growth increased. 95 In 2006 Doucouliagos and Uluba~oglu obta:ned as a result of LSM and panel 

analyses significant and positive effects. But, when capital stock is removed from model, the effect 

90 Weede, Erich, and SebastiJn Klimpl' (2002) The lmpact of lntelligence and lnstitutional lmprovements on Economic Growth. Kyklos 
55, no. 3: 361-80. 
91 Carlsson, Fredrik, and Susanna Lundstriim (2001 ). Political and Economic Freedom ami the Environment: The Case ofC02 
Emissions. Working Paper in Economics no. 29. Gothenburg, Sweden: Gothenburg University. In: Berggren, Nielas, (2003) 71,e 
Beneflts o/ Economic Freedom: A Survey. The lndepent Review, Vol:8, N:2. 
92 Dawson, John W. (2003) Causality in thefreedom-growth relationship. Europcan Journal of Political Economy 
Vol. 19 479-495. Dcpartmcnt of Economics, Appalachian State University, Boone, NC 28608-2051, USA. 
93 Norton, S. (2003). Economic lnstitutions and Human-We/1-being: a Cross- Nationa/ Analysis, Eastem Economic Joumal. Vol.29, 
No. l, p.23-40. 
94 Gwartney, J.D., R.G. Holcombe And R.A. Lawson (2004 ). Economic Freedom, lnstituti.?nal Quality, and Cross-Country 
Diflerences in lncome and Growth. Cato Joumal, 24 (3 ), p.205 -232. 
9

\ Carlsson, F. And S. Lundstriim (2002), Economic Freedom and Growth: Decomposing the Ejfects, Public Choice, Vol.! 12, p. 335-
344. 
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on index score became insignificant.96 In 2008 Justesen made Granger causality tests to 5 economic 

freedoms, and only two affected the economic growth and investments. He concluded that the 

increase of governmental size and heavy regulation policies reduces the economic growth. 97 By 

2009 Sanba~ found a negative relationship between economic freedoms and economic growth. He 

concluded that sorne elements that form important freedom elements had no relationship with 

growth.98 

Criticism to the Methodology 

The importance of economic freedom as a development determinant has been a highly emphasized 

issue in the recent years. Many econometric studies have supported it, arguing that it provides 

stability and reliability for economic growth. 

According to the actual lndex of economic freedom, "those countries that had long been known for 

having the largest economic freedoms are those who throughout modern days have presented the 

higher levels of per capita income. The statistical correlation is clear: greater economic freedoms 

allow incentives to arise and increase wealth generation."99 

As seen in the review a large number of empirical studies have shown a positive relationship among 

a variety of parameters of economic freedom and in the impact of development during the last 

decades and in many countries. These studies have used econometric approximations, utilizing cross

sectional analysis, which may ignore country-specific characteristics; and sorne others have used 

time series analysis on a single country, which help to establish a relationship between growth and 

economic liberties. Almost ali of the studies on economic freedom are restricted to ordinal data that 

can only be used to carry out sorne cross-country analysis; and no time-series test of the relationship 

between freedom and growth has been proved. 

Whatever the theoretical basis is, economic freedom is an important factor on economic growth. But 

the economic freedom of a country cannot be understood solely from mathematical estimates, 

96 Doucouliagos C. ve Ulubasoglu,M. A. (2006). Eco110111icfreedom and economic growlh: Does specijicalio11 make a difference? 
European Journal of Political Economy Vol. 22 (2006) 60 - 81. 
97 Justesen, K.M. (2008), The Effec/s of Economic Freedom on grow/1, revisiled: New evidence 011 causalily from a panel of Counlries 
/970- 1999. European Joumal of Political Economy, Vol.24, p. 642-660. 
98 Sanba~.1 l. (2009) Ekonomik Ozgürliikler ve Ekonomik Büyiime Íli:fkisi: Bir Pa11el l'eri A11alizi, Finans 
Politik & Ekonomik Yorumlar Vol.: 46 lssue: 538. 
99 Salinas León R. y Peláez Gómez C. (2011) Uher/ad económica en México: Visión y Evolución. Reporte delibertad económica para 
México 2011. P.17. 
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despite being very solvent and important, to get an approximation of the current understanding of the 

world, other factors must be provided for analyze the importance of economic freedom. 

There are a wide number of factors that explain the direction taken by the growth of nations 

throughout history. These factors range from geography, natural resources, population density, 

religion, inequality, etc.; to the inherited economic and poli1:ical historical understanding of 

colonization and externa! interventions, which continue affecting the function of contemporary 

institutions and the principies defended by political systems. For these reasons the present work will 

address the historiographical approach to explain the relationship between economic freedom and 

development of Mexico in the past decades. 

2.5 The lndex of Economic Freedom 

Nowadays there are two modern detinitions of economic freedom made by the authorities in the 

subject. The Heritage Foundation 100 defines economic freedom as: "The fundamental right of every 

human to control his or her own labor and property. In an economically free society, individuals are 

free to work, produce, consume, and invest in any way they please, with that freedom both protected 

by the state and unconstrained by the state. In economically free societies, governments allow labor, 

capital and goods to move freely, and refrain from coercion or constraint of liberty beyond the extent 

necessary to protect and maintain liberty itself." 1º1 

The other one is the classic detinition made by the Fraser lnstitute 102
: "lndividuals have economic 

freedom when they acquire prope1ty without the use of force, fraud, or theft; and when the 

individuals are prote:cted from physícal invasions by others and they are free to use, exchange, or 

give their property as long as their actions do not violate the iden-:ical rights of others. An index of 

economic freedom should measure the extent to which rightly acquired property is protected and 

individuals are engaged in voluntary transactions." 1º3 

100 For ovcr a decade, The Wall Strcct Journal and The Heritage Foundation, Washington's preeminent think. have trackcd thc march 
of economic freedom around the world with the iníluential lndex of Economic Freedom. Since 1995, the lndex has brought Smith's 
thcorics about liberty. prosperity and economic freedom to life by crcating I O bcnchmarks that gauge the economic success of 185 
countries around the world. With its user-friendl)' forma!, rcaders can see how 18th century theories on prosperity and economic 
freedom are realities in the 21 st ccntury. The lndcx covers I O freedoms - from property rights to entrepreneurship - in 185 countries. 
For more information: http:.'/www.heritage.org/index/about. 
101 Kim. Anthony B. & Ambassador Terry Miller. Chapter 1 - Economic Freedom: Global and Regional Pallerns. 
102 The Frascr lnstitute is a think tank that publishes Economic Freedom ofthc World sinc:e 1996. For more information: 
http://www.freethcworld.com/. 
103 Gwartncy, James and Lawson. Robert et al. Economic Freedom ofthe World: /996 Ar,nual Report. 
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The Components of the Economic Freedom 

The Index of Economic Freedom of the World measures the degree to which the policies and 

institutions of countries support economic freedom. Gwartney and Lawson (2005) have listed in The 

Annual Report of 2005 the "'key ingredients" of economic freedom, which are: 

A. Personal Choice 

When economic freedom is present, the choices of individuals will decide what and how goods and 

services are produced. Of course, individuals will often find it attractive to engage in exchange 

activities that are mutually advantageous. Personal ownership of self is an underlying postulate of 

economic freedom. Because of this self-ownership, individuals have the right to choose -that is, to 

decide how they will use their time and talents. - On the other hand, they do not have the rights to 

the time, talents, and resources of others. Thus, they have no right to demand that others provide 

things for them. 104 

B. Voluntary Exchange 

lnstitutions and policies are consistent with economic freedom when they provide an infrastructure 

for voluntary exchange, and protect individuals and their property from aggressors seeking to use 

violence, coercion, and fraud to seize things that do not belong to them. In this regard, the legal and 

monetary arrangements are particularly important. 105 

C. Freedom to Compete 

Governments promote economic freedom when they provide a legal structure and law enforcement 

system that protects the property rights of owners and enforces contracts in an even-handed manner. 

They also enhance economic freedom when they facilitate access to sound money. In sorne cases, the 

government itself may provide a currency of stable value. In other instances, it may simply remove 

obstacles that retard the use of sound money that is provided by others, including prívate 

organizations and other governments. However, economic freedom also requires governments to 

104 Gwartney. James & Lawson. Robert. (May 2002). 77,e concepl and meas11reme111 of economic fi'eedom. European Joumal of 
Political Economy Vol. 19 (2003) P. 405-430. 
105 /bid. P.406. 
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refrain from many activities. They must refrain from actions that interfere with personal choice, 

voluntary exchange, and the freedom to enter and compete in labor and product markets. Economic 

freedom is reduced when taxes, government expenditures, and regulations are substituted for 

personal choice, voluntary exchange, and market coordination. Restrictions that limit entry into 

occupations and business activities also retard economic freedom. 105 

D. Protection o/ Prívate Property 

The concept of economic freedom outlined here is closely related to the presence of protective rights, 

that is, rights that provide individuals with a shield against other;; who would invade and/or take 

what does not belong to them. Since they are nonaggression or "negative" rights, ali citizens can 

simultaneously possess them. Sorne argue that individuals have invasive rights or what sorne call 

"positive rights" to things like food, housing, medica! services. or a minimal income level. Such 

rights imply that sorne individuals have the right to impose on ot1ers. lf A has a positive right to 

housing, for example. this logically implies that A has a right to force B to provide the housing. But 

in a negative rights context, A has no right to the labor of B or any other individual since B owns 

himself. Because they imply that sorne have the right to invade and seize the labor and possessions 

of others, such invasive rights are in conflict with the concept of economic freedom underlying the 

EFW index. 107 

The Measurement of the Economic Freedom lndex 

Clearly, economic freedom is a complex and a multidimensional issue, which is very difficult to 

quantify, as it considers a big amount of economic variables. lts purpose is to give an objective 

approximation to economic freedom in the world but they can only face measurement problems as 

components that are omitted because the required data is only available in sorne countries. The 

design of these indexes do not respond to any poi itical orientations but to the conservative I iberal 

institutions that promote freedom and democracy. 

Both indicators are very similar in their indexes for measurement; therefore, their results are quite 

similar year after year. The index of The Fraser Institute (EFW) is more complex because it breaks 

106 /bid. P.407 
1º1 /bid. I' .407 
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down each of the categories and as a consequence has more parameters. The Heritage Foundation 

index (EFI) is simpler, which does not mean it is notas efficient: it has the same categories, but less 

measurement parameters. 

A. The Heritage Foundation lndex o/ Economic Freedom (EFI) 

The Heritage Foundation index is constructed with four key categories or pillars. Each one is divided 

into ten specific components of economic freedom. Sorne of the ten components are themselves 

composites of additional quantifiable measures, and each one is graded on a sea le from O to 100, 

where 100 represent the maximum freedom and zero is the least free. The ten component seores are 

equally weighted and averaged to get an overall economic freedom score for each economy type, so 

that the overall score will not be biased toward any component or policy direction. The l-leritage 

Foundation has been evaluating economic freedom since 1995. 
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1. Rule oflaw A. Property Rights 
The property rights componen! is an 
assessment of the ability of individuals to 
accumulate prívate property, secured by 
clear laws that are fu ll y enforced by the 
state. lt measures the degree to which a 
country' s laws pro tect prívate property 
rights and the degree to which its 
government en fo rces those laws. lt al so 
assesses the likelihood th at prívate property 
wiii be ex pro priated and analyzes the 
independence of the judiciary. the ex istence 
o f corruption within the judiciary, and the 
ability o f individuals and businesses to 
en fo rce contracts. 

The more certain the lega l pro tection of property, the higher a _country' s score; similarly, the greater the chances 
ofgovernment expropri ation of property, the lower a country' s score. Count ries that fo il between two categories 
may rece ive an intermediate score. 
Each country is graded acco rding to the fo llowing criteria: 
100-Private property is guaranteed by the government. The court sys tem en forces contracts effic ientiy and 
quickly. The justice system punishes those who uniawfull y confiscate prívate pro pert y. There is no corruption or 
expro pri ation. 
90-Pri vate pro perty is guaranteed by the government. The court system en fo rces contracts effic ientiy. The 
justi ce system punishes those who uni awfull y confiscate prívate pro perty. Corruplion is neariy nonex istent, and 
ex propriation is highi y unlikely. 
80-Private pro perty is guaranteed by the government. The court system en fo rces contracts e ffici entiy bul with 
some delays. Corruption is rninirnal, and expro priation is highi y uniikeiy. 
70-Private pro perty is guaranteed by the government. The court sys tem is subjecl to de lays and is lax in 
en fo rcing contracts. Corru ption is poss ible but rare, and expropriation is unlikeiy. 
60-Enfo rcement of pro perty righls is iax and subject to deiays . Corruption is poss ibi e but rare, and the 
j udiciary may be iníluenced by other branches o f government. Expropriation is un iikeiy. 
50-The court sys tem is inefficient and subject to de lays . Com1ption may be present. and the judiciary may be 
iníluenced by other branches o f govemment. Expro priat ion is poss ibi e but rare. 
40-The court system is highl y inellic ient. and delays are so long that they deter lhe use o fthe court system. 
Corruption is present , and the judiciary is inlluenced by other branches o f government. Ex pro priation is 
possible. 
30-Property ownershi p is weakly protected. The co urt sys tem is highiy ine fti cient. Corrupt io n is ex tensive, and 
thej udiciary is stro ngiy iníluenced by other branches o f govemment. Expro priation is poss ible. 
20-Private pro perty is weakly pro tected. The co urt system is so ine ffi cient and corrupt that outside settlement 
anrl nrhitrntinn i~ thr. norf]l . Proper!y righ!s nr~ difficu!t to e:? fo rce. ]~?die!~! cGrr~:ptic:~ is extcr,s i\rc. 
Expropriation is common. 
i O-Pri va te property is rare ly pro lected, and almos t ali pro perty belongs to the stale. The co untry is in such 
chaos (fo r example, because of ongoing war) that protection ofproperty is almost imposs ible to en fo rce. The 
judiciary is so corrupt that property is no t protected effectively. Expropriation is common. 
O- Pr ívate property is outiawed, and ali property beiongs to the state. People do not have the right to sue others 
and do not have access to the courts. Corru ption is endemic. 108 

108 Sources. Uniess otherwise noted. the lndex reiies on !he following sources for information on property rights, in order of priority: Economist lntelligence Unit. Country Commerce, 2009-
2012; U.S. Deparlment of Commerce, Country Commerciai Guide, 2009-2012: U.S. Department of Statc. Country Reports on Human Rights Practiccs. 2009-20 i 2: and various news and 
magazine articles. 
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B. Frccdom from Corruption The CPI is based on a 10-point scale in which a scorc of 1 O indicatcs very little corruption anda score ofO 
Corruption erodes economic frccdom by indicates a very corrupt governmcnt. In scoring frecdom from corruption, !he lndex conver\s !he raw CPI data to 
introducing insecurity and uncertainty into a sea!.: oro to 100 by multiplying the CPI score by 10. For example, ifa country·s raw CPI data score is 5.5, its 
economic rclationships. The scorc for this overall freedom from corruption score is 55 . 
componen! is derived primarily from 
Transparcncy lnlernational 's Corruption For countries that are no\ covered in !111: CPI. the lrccdom from corruption scorc is dclermined by using the 
Perceptions lndex (CPI) for 2011. ,vhich qualitative information from internationally recognizcd and reliablc sources. This procedure considcrs the exlent 
measures the level of corruption in 183 to which corruption prevails in a country. Toe higher the leve( of corruption, the lower the level ofoverall 
countries. economic freedom and thc lower a counlry 's scorc. 10

'' 

2. Limited Governmcnt A. Fiscal Frcedom Toe fiscal frcedom componen! is composed ofthrec quantilative factors : 
Fiscal freedom is a measun: ofthc tax -l11e top marginal tax rate 011 individual income. 
burden imposed by go,·emment. ll includes -l11e top marginal !ax rate on corporate income. and 
both the direct tax burden in terms o r the -The total tax burden as a percentage ofGDP. 
top \ax rates on individual and corporate In scoring fiscal freedom, each of thesc numcrical variables is weighted equally as onc-third of the componen!. 
incomes and the overall amount oftax This equal weighting allows a country lo achieve a score as high as 67 bascd on two ofthe factors even ifil 
revcnue as a percentage ofGDP. receives a score ofO on the third. 

Fiscal freedom seores are calculated with a quadratic cosl fünction to rellect !he diminishing revenue returns 
from very high rates oftaxalion . The data for each factor are converted to a 100-point scale using the !ollowing 
equation: 

Fiscal Frecdomij= /00- a (Faclorij)2 

where Fiscal Freedomij represents the tiscal freedom in country i for factor j : Factorij represents the value 
(based on a scalc ofO to 100) in countrv i for factor j: anda is a coefficient set eQual to 0.03. 110 

B. Go\'Crnment Spcnding No attempt has been made to identify an optima( levd ofgovemmcnt expenditurc:s . Thc: ideal level will vary 
This componen! considers the leve! of from country to country, depending on factors ranging from culture to geography to level of development. 
government expenditures as a p.:rcentage of Howe\'er, volumes ofresearch have shown that cxcessive government spending that causes chronic budget 
GDP. Government expenditures. including deficits and the accumulation ofsovereign dc:bt is one ofthe mosl serious drags on economic dynamism. 
consumption and transfers, account for the 
entire score. The methodology treats zero govc:rnment spending as the benchmark, and underdeveloped countries with little 

government capacity may receive artificially high scorc:s as a result. However, such governments. which can 
provide tew ifany public goods, are likely to receive lower seores on some ofthe other components ofeconomic 

'°9 Unless otherwise noted, the lndex relies on the following sources for information on informal markct activities, in order of priority: Transparency lntemational. Corruption Perceptions 
lndex, 2011 ; U.S. Department ofCommerce, Country Commercial Guidc, 2009-2012 ; Economist lntelligence Unit, Country Commerce. 2009-2012 : OfJice ofthe U.S. Trade Representative, 
2012 National Trade Estímate Report on Foreign Trade Barriers: and official government publications ofeach country. 
1111Unless otherwise noted. the lndex relies on thc following sources for information on taxation. in order of priority: Deloittc . lntcmational Tax and Business Guide Highlights: lntemational 
Monetary Fund. StafTCountry Report. "Selccted lssues and Statistical Appendix." and Sta!TCountry Report. "Arlick IV Consultation." 2009-2012: PricewatcrhouseCoopers, Worldwide Tax 
Summaries, 2009-2012: countries' investment agencies: other govemment authorities (embassy confirmations and/or thc: country's treasury or tax aulhority): and Economist lntelligence Unit. 
Country Commerce and Country Finance, 2009-2012 . 
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lreedom (such as property rights, financia! fret:dom, and investment freedom) that reflect government 
eflectiveness. 

The scale for scoring government spending is non-linear, which means that government spending that is close to 
zero is lightly penalized, while levels ofgovernment spending that exceed 30 percent ofGDP lead to much 
worse seores in a quadralic fashion (for example, doubling spending yields four times less freedom). Only 
extraordinarily large levels ofgovernment spending-for example, over 58 percent ofGDP- receive a score of 
zero. 
The expenditure equation used is: 

GEi = 100- a (Expendil11resi)2 

where GEi represents the government expenditure score in country i; Expendituresi represents the total arnount 
ofgovemment spending at all levels as a portien ofGDP (between O and 100): anda is a coefficient to control 
for variation among seores (set al 0.03). The mínimum componen! score is zero. 

In mosl cases, general government expenditure data include ali leve Is of government such as federal, state, and 
local. In cases where general government spending data are not available. data on central government 
expenditures are used instead. 111 

3.Regulatory Etliciency A. Busintss Freedom Business freedom is an overall indicator ofthe efliciency ofgovernment regulation ofbusiness. TI1e quantitative 
Business freedom is a quantitative measure score is derived from an array ofmeasurements ofthe difficulty ofstarting, operating. and closing a business. 
ofthe ability to start, operate, and close a The business lreedom score for each country is a number between O and 100, with 100 equaling the freest 
business thal represents the overall burden business environment. The score is based on 10 factors , ali we_ighted equally, using data from the World Bank' s 
ofregulation as well as the efficiency of Doing Business study: 
governmenl in the regulalory process. The Starting a business-procedures (number): 
business freedom score for each country is Starting a business-time (days); 
a number between O and 100, with 100 Starting a business--cost (% ofincome per capital: 
equaling Lhe freest business environment. Starting a business-mínimum capital(% ofincome pt:r capita); 

Obtaining a license-procedures (number); 
OUi.c1i11i11g i:l iíi.;~u:sc-iinu: (Üays)~ 
Obtaining a license--cost (% ofincome per capita): 
Closing a business-time (years): 
Closing a business--cosl (% ofestate); and 
Closing a business-recovery rale (cents on the dollar) . 

Each ofthese raw factors is converted to a scale of0 to 100. afler which the averal!,e of the converted values is 

111 Unless otherwise noled, the lndex relies on the following sources for information on government inlervention in thc t:conomy, in order or priority: Organisation for Economic Co-operation 
and Developrnent data: Euroslat data: A frican Development Bank and Organisation for Economic Co-operalion and Devclopmenl. A frican Economic Outlook 2012; lntemational Monetary 
Fund. Staff Country Repon, "Sekcted Issues and Stalislical Appendix," Staff Country Report, "Arlicle IV Consultalion." 2009-2012, and World Economic Outlook Database 2012; Asian 
Developmcnt Bank, Key Jndicators for Asia and Lhe Pacific. 2009-2012; African Development Bank, The ADB Statistics Pocketbook 2012: ollicial government publications ofeach country: 
and Economk Commission for Latin America. Economic Survey of Latin America and the Caribbean 2010-2011 and Macroeconomic Report on Latin America and the Caribbean-June 2012 . 
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B. Labor Freedom 
Toe labor freedom componen! is a 
quantitative measure that looks into various 
aspects ofthe legal and regulatory 
lramework ofa counlry's labor market. lt 
provides cross-country data on regulations 
concerning mínimum wages; laws 
inhibiting layo ffs; severancc requirements; 
ami measurable rcgulatory burdens on 
hiring, hours. and so 011. 

computed. The resull represents the country"s business freedom score. For example, even ifa country requires 
the highest numbcr ofproccdures for slarting a business, which yields a score ofz.:ro in that factor, it could still 
rcceive a score as high as 90 based on seores in the olher ninc factors. Canada, for instance, receivcs seores of 
100 in nine ofthese 10 faclors. but the 14 licensing procedures required by thc government cquate to a score of 
64.5 for that factor. 
Each factor is convertcd to a scalc of0 to 100 using thc lollowing cquation: 
Factor Scorei = 50 factorawrage,Jactori 

which is based on thc ratio ofthe country dala for cach factor relative to thc world average, multiplied by 50. 112 

The labor freedom componen! is a quantitativc measurc that considcrs various aspects ofthe legal and regulatory 
lramework ofa country"s labor market, including regulations concerning mínimum wagcs, laws inhibiting 
layoffs, severance requirements, and measurable regulatory restraints on hiring and hours worked. 
Six quantitative factors are equally wcighted, with each counted as one-sixth ofthe labor freedom componen\: 
-Ratio ofminimum wage to thc average value added pcr ,,-orker, 
-1-lindrance to hiring additionJI workers. 
-Rigidity ofhours, 
-Ditliculty of tiring redundan! employces, 
-Legally mandated notice period, and 
-Mandatory severance pay. 

Based on data collectcd in connection with thc World Bank's Doing Business study, thesc factors spccilically 
examine labor regulations that affecl "the hiring and redundancy ofworkers and the rigidity ofworking hours." 

In constructing the labor frcedom scon:, each ofthe six faclors is conv.:rtcd to a scale of0 to 100 based on the 
following equation: 
Factor Scorei= 50 x factoraverage!factori 

where country i data are cakulated relalive to the world average and then multiplicd by 50. Toe six factor seores 
are then averaged for each country. yidding a labor freedom score. 
The simple average ofthe convcrted values for the six factors is computed for the country's overall labor 
lreedom score. For example, evcn ifa country had the worst rigidity ofhours in the world with a zero score for 
that factor, it could still get a score as high as 83.3 based on the other live factors. 
For the six countries that are not covered by the World Bank's Doing Business study, the labor freedom 
componen! is scored by looking into labor market llexibility based on qualitative information rrom other reliable 
and internationally recognized sources. 113 

112 Unless otherwise noted, the lndex relies on the following sources in determining business rreedom seores, in order of priority: World Bank, Doing Business 2013; Economist lntelligence 
Unit, Country Commerce, 2009-2012; U.S. Department of Commerce, Country Commercial Guide, 2009-2012; and ollicial government publications of eacl1 country. 
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C. Monetary Freedom The score for the monetary freedom componen! is based on two factors: TI1e weightcd average inllation rate for 
Monetary freedom combines a measure of the most recen! three years and price controls. TI1e weighted average inflation rate for the most recen! three years 
price stability with an assessment ofprice serves as the primary input into an equation that generales the base score for monetary freedom. TI1e extent of 
controls. Both intlation and price controls price controls is then assessed as a penalty ofup to 20 points subtracted from the base score. The two equations 
distort market activity. Price stability used lo convert intlation rates into \he monetary freedom score are: 
without microeconomic intervention is \he 
ideal stale for the free market . Weigh1ed Avg. lnjTalioni = 0/ lnjla1ionil.;. 02/njTalinnil-l + fJ3 !1,jla1ionil-2 

.lvloneta1y Freedomi = /00- a .JWeighted Avg. /nfTationi - PC penalty 

where 01 through 03 (thetas 1-3) represen! three numbers that sum to 1 and are exponentially smaller in 
sequence (in this case, values of0.665, 0.245, and 0.090, respectively); lntlation it is the absolute value ofthe 
annual ínflation rate in country i during year tas measured by the consumer price index; a represents a 
coefficient that stabilizes the variance of seores; and \he price control (PC) penalty is an assigned value of0-20 
points based on the extent ofprice controls. The convex (square root) functional fonn was chosen to create 
separation among countries with low intlation rates. A concave functional fonn would essentially treat ali 
hyperintlations as equally bad. whether they were 100 percent price increases annually or 100,000 percent, 
whereas the square root provides much more gradation. The a coefficient is set to equal 6.333, which converts a 
10 percenl inflation rate into a freedom seo re of 80.0 anda 2 percent intlation rate into a score of91.0 11

~ 

4. Open Markets A. Trade Freedom Tracle freedom is a composite measure ofthe absence oftarilfancl non-tariffbarriers that atlect imports ancl 
Trade freedom is a composite measure of exports of goods and services. TI1e trade freedom score is based on two inputs: 
the absence oftariffand non-tariffbarriers The trade-weighted average tariff rate and Non-tariffbarriers (NTBs). 
that affect imports and exports ofgoods and 
services. Different imports entering a country can, and often do, face dilferent tarilfs. The weighted average tariff uses 

weights for each tariffbased on the share ofimports for each good. Weighted average tariffs are a purely 
quantitative measure and account for the basic calculation ofthe score using the following equation: 

Trade Freedomi = (((Tariffmax-Tariffi )l(Tariffmax-Tariffmin )) • /00) - NTBi 

;,·,·hcíc Tr~dc Frccdvmi icprcscnts thc tradc frccdoni in country i~ Tariffinax and Tariff111i11 1cp1c~c::11i i.in: uppc:1 
and lower bounds for tariffrates (%); and Tariffi represents the weighted average tariffrate (%) in country i. The 
mínimum tariffis naturally zero percent, and the upper bound was set as 50 percent. An NTB penalty is then 
subtracted from the base score. The penalty of 5, 10, 15, or 20 points is assigned according to the following 
scale: 
20-NTBs are used extensively across many goods and services and/or act to elfectively impede a significan! 
amount ofinternational trade. 
15-NTBs are widespread across many goods and services and/or act to impede a maiority ofpotential 

113 Unless otherwise noted, the lndex relies on the following sources for data on labor freedom. in arder ofpriority: World Bank, Doing Business 2013; Economist lntelligence Unit, Country 
Commerce, 2009-2012; U.S. Department of Commerce. Country Commercial Guide. 2009-2012; and official government publications of each country. 
11

~ Unless otherwise noted. !he lndex relies on the following sources for data on monctary policy, in arder of priority: lntemational Monetary Fund, lntemational Financia! Statistics Online; 
lntemational Monetary Fund. World Economic Outlook, 2012: Economist lntelligencc Unit. ViewsWire; and official govemment publications ofeach country. 
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B. Invcstment Frccdom 
In an economically free country, thcrc 
would be no constraints on !he tlow of 
investment capital. lndividuals and lirms 
would be allo,,·ed to move lhcir resourccs 
into and out ofspccilic activitics, both 
internally and across thc country's borders. 
without restriction. Such an ideal country 
would receive a score o f 100 on the 
investment freedom componen! ofthe lndex 
of Econonuc Freedom. 

intcrnational trade. 
10-NTBs are u sed to protccl ccrtain goods and serviccs and impcd1: some intanational tradc. 
5-NTBs are uncommon, protccting lew goods and scrviccs, and/or have very limiled impact on international 
lrnde. 
0-NTBs are nol uscd to limil intcrnational tradc. 

The cxtcnl ofNTBs is detcrmincd in a country·s tradc policy regimc using both qualitativc and quantitative 
informalion. Restrictive rules that hinder tradc vary widdy, and their overlapping and shilting nature makes their 
complcxity diflicult to gauge. Thc categorics ofNTBs considcred in our penalty include: 
-Quantity rcstriclions-import quotas; cxport limitations; voluntary cxporl restraints; import-export embargocs 
and bans; countcrtrade, etc. 
-Price n:strictions-antidumping duties; countervailing duties; border tax adjustments; variable levies/tariffrate 
quotas. 
-Regulalory rcstrictions-licensing; domestic content and mixing requirements; sanitary and phytosanilary 
standards (SPSs); safety and industrial slandards regulations; packaging, labding. and trademark regulations; 
advertising and media rcgulations. 
-lnvcstment reslrictions--exchange and othcr financia! wntrols. 
-Customs restriclions-advancc dcposit rcquirements; cusloms valuation proccdures; customs classi lication 
procedures; customs ckarance proc.:dun:s. 
-Direct go,·crnment intervention-subsidies and oth.:r aid: gov.:rnment industrial policy and regional 
dcvelopment measures; govemment-financed research and otht:r technology policies: national laxes and social 
insurance; compelition policies; immigration policies: govemmenl procurement policies; state trading, 
govcrnmenl monopolies, and exclusive franchises. 1 

i; 

In practice. most countries have a variety ofrestrictions 011 investmcnt. Sorne have dil"ferent rules for foreign and 
domestic investment: sorne restrict access to fon:ign exchangc; sorne impuse restrictions on paymcnls, transfcrs, 
and capital transactions; in sorne. certain industries are closed to foreign investment. Labor regulations, 
corruption, red tape, weak infrastructure, ami political and securily conditions can also allecl lhe frecdom that 
invcstors have in a market. 

The lndex cvaluates a varicty ofreslrictions that are typically imposed un investmenl. Points, as indicated hclow, 
are deducted from the ideal seo re of 100 for each uf thc restrictions found in a i.:ountry's investment regime. I! is 
no! necessary for a government to impose all ofthe listed restriclions al the maximurn leve! to etTectively 
eliminale investment freedom. Those few governments that imposc so many restrictions !ha! lhey total more 
!han 100 points in deductions havc had their seores set at zero. 
lnvcstmenl restrictions: 
National treatment of foreign investmenl 

• No national trcatment. pn:screening 25 points dcductcd 

11
; Unless otherwise noted, the lndex relies un !he following sources to determine seores for lrade policy. in order ofpriority: World Bank. World Dcvelopmcnl lndicators 2012; World Trade 

Organization, Trade Policy Rcview. 1995-2012; Ollice uf' !he U.S. Trade Rcpresentative, 2012 National Tradc Estímate Repon on Foreign Trade Barriers; World Bank. Doing Business 2011 
and 2012; U.S. Department ofCommerce. Country Commercial Guide. 2008-2012; Economist lntelligence Unll. Country Commerce. 2009-2012; World Bank, Dala on Trade and lmport 
Barriers: Trends in Average Applied TariffRates in Dcvdoping and Industrial Countries. 1981-2010; and orticial government publications ofeach country. 
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• Some national treatment. some prescrcening 15 points deducted 
• Some national treatmenl or prescrecning 5 points deducted 

Foreign invcstrnent code 
• No transparency and burdensome bureancracy 20 points deducted 
• lnellicient policy irnplementation and hureaucracy 1 O points deducted 
• Sorne inveslment laws and pracliccs non-transparent 5 points deducted 
nr inellicientl )' irnplernented 

Restrictions on land ownership 
• AII real estate purchases restricted 15 points dcducted 
• No foreign purchases of real estate 1 O points deducted 
• Sorne restrictions on purchases o f real estate 5 po ints deducted 

Sectoral investrnent restrictions 
• Multiple sectors restricted 20 points deducted 
• Fe\\· sec\ors restricted 1 O points deducted 
• One or two sec!ors restricted 5 points dcductcd 

Expropriation of investments without fair cornpensation 
• Cornmon with no legal recourse 25 points deducted 
• Cornmon with sorne legal recourse 15 points deducted 
• Uncommon bu\ occurs 5 points deducted 

Foreign exchange controls 
• No access by foreigners or residents 25 points deducted 
• Access available but heavily restrktcd 15 points deducted 
• Access available with few n:striclions 5 points deducted 

Capital controls 
• No repatriation ofprofits; all lransactions require 25 points deducted 
government approval 
• lnward and outward capital movements require 15 points deducted 
approval and face sorne restrictions 
• Most translers approved with sorne restrictions 5 points deducted 

Up tv i:ln ndditjo;;u! 20 points nu¡y be dcdiictcd for sccurity prol:,h;rfls, u hn.:k. ufUc1sjL: iuv.:sllm::ni infrastrucrure, 
or other governrnent policies thal indirectly burden the investmen\ process and lirnit investrnent freedorn. 1 ir, 

C. Financia! Freedom The lndex seores an econorny's linancial freedom by looking into the following five broad areas: 
Financia! freedom is a rneasure ofbanking -The extent of govemment regulalion of financia! services, 
efficiency as well as a measure of -The degree ofstate intervention in banks and other financia! firms through direct and indirecl ownership, 
independence from govemrnent control and -The extent of financia! and capital markel developrnent, 
interference in the financia! sector. State -Govemment influence on the allocation of credit. and 
ownership ofbanks and olher financia! -Openness to foreign cornpelilion . 
institutions such as insurers and capital 

iir, Unless otherwise noted. the Index relies on the following sources for data on capital flows and foreign inv.:slment. in arder of priorily: otlicial govemment publications of each counlry; 
Economist Intelligence Unit, Counlry Commercc. 2009-2012; Of!ice oíthe U.S. Trade Representative.2012 Nalional Trade Estímate Reporl on Foreign Trade Barriers; and U.S. Department of 
Cornmerce, Country Commercial Guide, 2009-2012 . 
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markets n:duces compctition and gencrally 
lowers thc kvel ofavailablc scrvices. In an 
ideal banking and financing cnvironment 
\\'herc a mínimum levcl ol' govcrnmcnt 
interli:rcnce exists, indcpcndent central 
bank supcrvision and regulation o f linancial 
institutions are limilcd to cnfordng 
contractual obl igations and prcvcnting 
rraud. Credit is allocatcd on market terms, 
and the governmcnl docs not own linancial 
institutions. Fina1mal institulions pruvide 
various lypcs of financia! scrvices to 
individuals and companics. Banks are free 
to cxlcnd crcdit, accepl dcposits, and 
conduct operations in forcign currcncies. 
Foreign linancial institutions operatc freely 
and are lreatcd thc same as domcstic 
inslilutions. 

These livc areas are considcrcd to asscss an economy"s overall lcvcl ol' linancial freedom that ensurcs easy and 
elkctive access to linancing opportunilics for peoplc and businesses in the economy. An ovcrall scurc on a scalc 
oro lo 100 is given toan cconomy"s linancial frecdom through deductions from thc ideal score of 100. 
l 00-Negligible government intcrlcrence. 
90-Minimal govcrnmcnt intcrterencc. Regulation or linancial institutions is minimal but may cxtend bcyond 
enforcing contractual obligations and prcventing fraud. 
SO-Nominal governmenl intcrlcn:ncc. Governmcnt owncrship of linancial institutions is a small share of 
ovcrall sector assets. Financia! inslilutions face almos! no rcstrictions on their ability to otlcr linancial serviccs. 
70-Limited govcrnmcnt inlcrlcrcncc. Crcdit allocation is inllucnced by the govcrnment, and prívate allocation 
ofcrcdit laces almos! no rcslrictions. Governmcnl owncrship of linancial instilutions is sizeahlc. Forcign 
linancial inslilulions are subjecl to fe,,· rcstrictions. 
60-Signiticanl govcrnmenl inlcrlerencc. The central bank is not fully indepcndcnl. ils supcrvision and 
regulation or linancial instin1tions are somcwhat burdensome. and its ability to cnlurce contracts and preven! 
rraud is insuílicicnt. Thc governn1<:11l exerciscs acti,c ownership and control of tinancial institutions wilh a 
signilicanl sharc ofovcrall sector ass..:ts. Thc ability or linancial inslitutions lo ofli:r linancial scrvices is subjecl 
to some restrictions. 
50---Considerable governmenl interlercncc. Credil allocation is signilicantly inlluenccd by !he governmenl. and 
prívate allocation of crcdil faces significan! barricrs. The ability of tinancial institutions to o!Ter financia! 
services is subjcct to signilicant rcstrictions. Foreign linancial institutions are subjccl to some restriclions. 
40-Strong govcrnment interlerencc. The central bank is sub_jecl to govemmcnt inllucnce, its supervision of 
linancial inslitulions is heavy-handed. and its ahility to en force contracls and preven! fraud is wcak. The 
governmcnt exercises active o,rn.:rship and control or tinancial institutions with a largc minority share of on:rall 
sector assets. 
30-Extensivc governmcnt intcrlcrcnce. Crcdil allocation is exlcnsively inlluenccd by thc governmcnt. The 
governmcnt owns or controls a ma_jorily of tinancial inslitutions or is in a dominan! position. Financia) 
institutions are heavily restrich:d. and bank formation faces signi licanl barricrs. Forcign linancial instilutions are 
subject to significan! restrictions. 
20-Heavy g:overnmcnt interlcrcnce. Thc central bank is not independcnl. al](( its supervision of financia! 
institutions is repressivc. Foreign linancial institutions are discouraged or highly constraincd. 
l 0-Near repressive. Cn:dil allocalion is controlled by lhe governmenl. Bank formal ion is rcslricled. Forcign 
linancial inslitulions are prohibited. 
0-Repressive. Supervision and n:gulation are dcsigned to preven! prívate linancial inslilulions. Prívate 
tinancial inslitulions are 2_rohibitcd. 117 

Table 3. Thc Heritage Foundation lndcx ofEconomic FrccJom (EFI) 

117 Unless olhcrwise noted. !he Jndcx relies on the following sourccs for data on banking and linance. in ordcr ofpriority: Economist lntelligcnce Unil. Country Commercc and Country Finance. 
2009-2012; lnternational Monetary Fund. StalTCounlry Report. '·Selected lssues," and StaffCountry Rcport. ·'Article IV Consullation." 2009-2012; Organisation for Economic Co-operation 
and Devclopment. Economic Survey; onicial govcmmcnt publicalions ofeach country; U.S. Dcpartment ofCommcrcc. Counlry Commercial Guidc, 2009-2012; Ollice ofthc U.S. Trade. 
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B. The Frase, lnstitute Economic Freedom lndex (EFW) 

The Fraser lnstitute includes five major areas, and breaks down each area into twenty one 

components. Many of these components have subcomponents that sum up thirty seven 

distinct pieces of data. Each component and subcomponent is placed on a zero-to-ten scale 

that reflects the distribution of data. The component ratings within each area are averaged to 

derive ratings for each of the five areas. In turn, the summary rating is merely the average of 

the five area ratings. The Fraser lnstitute has been measuring the countries since 1970. Here 

is the construction of the index, with a brief explanation of the components: 

42 



1. Size of Government: 
ex penditures. laxes. and 
enterprises 

2. Legal Struc ture and 
Security of Property 
Rights 

A. Government 
consumption 
B. Transfers and 
subsidies 
C. Govern ment 
enterpri ses and 
inves tm ent 
D. Top marginal tax rate 
(i) Top marginal in come 
tax rate 
(ii) Top margin al incomc 
and payro ll tax ratc 

A. Judici al independence 
B. lmpartial courts 
C. Protect ion of property 
rights 
D. Military interle rence 
in rul e of law and poli tics 
E. Tntegrity of the lega l 

The fo ur components of Area I indicate the ex tent to whi ch countri es rely on individual choice and markets rather 
than the political process to all ocate resources and goods and se rvices. When governmenl spending increases 
relati ve to spend ing by individual s. households. and busine sses, government dec ision making is substiluted for 
persona l cho ice and economic freedom is red uced. The lirst two co mponents address thi s issue. 

Government consum ption as a share oftota l consumption (1-A) and transfe rs and subsidies as a share ofGDP (1-B ) 
are indicators of govern ment size. When govern ment consumption is a larger share of the tota l. political choice is 
substituted fo r priva te choice. Simi lar ly, when gove rnments tax some peo ple in arder to provide transfers to others, 
they reduce the freedom of indi vid uals to keep what they ea rn . Thus, th e greate r the share of transfe rs and subsidies 
in an economy, the less economic freedom . 

The third componen! (1-C) in thi s area measures the extent that co untri es use pri vate rather than government 
enterprises to produce goods and services. Governm ent firms play by different rules than private enterpri ses. They 
are not dependen[ on consumers for their rcvenue or on in ves tors for ri sk capital. They often operate in protected 
markets. Thus. economic freedom is reduced as government enterpri ses produce a larger share of total output. 

The fourt h component (1-D) is based on the top margi nal income tax rate and the income threshold al which it 
applies. High marginal tax rates deny indi viduals the fruits of their labor and they of1en impose a burden on many 
cit izens that is substantially greater than the revenues transferred to the government. In ex treme cases, the high 
marginal tax ra tes will raise little. if any. add iti ona l rcvcnue. Thus . government expendi tures (and revenues) will 
understate both the cost of govern ment and the accompany ing loss of economic freedom. lnclusion of the marginal 
tax rate component is intend ed to take thi s facto r into accoun t. Taken together, th e fo ur components measure the 
degree of a co untry's reliance on persona l choice and markets rath er than government buclgets and political 
deci sion-making. Therefore, co untri es with low leve ls of govern men t spendi ng as a share of the total , a small er 

overnment enterpri se secto r, and lower marginal tax rates earn the hi _g hest ratin _gs in thi s area. 11 8 

Protect ion of persons and th eir rightfully acq uired property is a central element of both economic freedo m and a 
civ il society . lndeed, it is the most important func tion ofgove rnment. Arca JI focu ses on thi s issue. 

The key ingred ient s of a legal system consistent with economi c freedom are rule of law, sec urity of property rights, 
an independent j udi ciary. and an im parti al co urt system. Failure of a country"s lega l system to prov ide fo r the 
security of property ri ghts. enfo rcement of contracts, and the mutuall y agreeable settl ement of di sputes wil l 
undermine the operati on of a market exchange system. 1 f individ uals and businesses lack confidence that contracts 

11
" Gwartney. James & lawson. Robert . (May 2002). The concept and measuremenr of economicfreedom. Europ~an Journal of Political Economy Vol. 19 (2003) P. 411 
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3. Acccss to Sound Money 

4. Freedom to Trade 
líitCíJ1atiu11aiiy 

1 
l'J !bid. P. 413--414 

11
" !bid. P. 414 

syst.:111 
F. Legal cnfórccmenl of 
contracts 
G. Regulalory 
rcstrictions on 1he sale of 
real property 
H. Reliability of poi ice 
l. Business costs or crime 

A. Moncy growth 
B. Standard deviation of 
intlation 
C. lnflation: most recen! 
year 
D. Freedom to own 
foreign currency bank 
accounts 

A. Tariffs 
(i) Revenue from trade 
laxes(% oftrade sector) 
(ii) Mean tariff rate 
(iii) Standard deviation 
of tariff rales 
B. Regulatory trade 
barriers 

will be enforced and thc fruits of lheir productive efforts prolcctcd. their incentive to cngag1: in productive activity 
will be croded. 

Componenls indicating the even-handcdness of the legal system and the sccurily of propcrty rights were assi:mbled 
from two sourccs: the lnternational Country Risk Guide and the Global Competitiveness Report. Componen! A in 
this area identifies cross-country differences with regard to the independence ofthe _iudiciary from manipulation by 
the executive and legislative branches of govi:rnmcnt. 
Compunents B and E focus on thc impartiality of thi: court system. Componen! D provides cvidi:nci: on the 
potential danger intervention by the military might pose to thi: rule of law. Componi:nt C measures the di:gri:e of 
protection the li:gal system providcs for intellcctual property rights. 119 

Moncy oils thc wheels of exchange. Absence or sound money undermines gains from trade. lntlation is a monetary 
phenomenon. Too much money chasing too few goods· causes it High rates of monetary growth invariably lead to 
inflation. Similarly, when the rate of intlation increases, it also tends to become more volatile. High and volatile 
rates of intlation distar! relative prices, alter the fundamental terms of long-tcrm conlracts, and make it virtually 
impossible for individuals and businesses to plan sensibly for the future. 

lt makes little ditlerence who provides thc sound money. The importan! thing is that individuals have access to it. 
Thus, in addition to a country's monetary and inflation data, it is also importan! to consider how difficult it is to use 
alternative, more credible currencies. lf bankers can offer saving and checking accounts in other currencies or if 
citizens can open foreign bank accounts. then access to sound money is increased and economic freedom expanded. 

There are four componcnts to the EFW index in the sound money area. A II of them are objective and relativcly easy 
to obtain. Ali have been included in the earlier editions ofthe index. The tirst three are designed to measure the 
consistency of monetary policy (or institutions) with long-term price stability. Componen! 111-0 is designed to 
measure the ease with which other currcncies can bi: used via domcstic and foreign bank accounts. In order to earn 
a high rating in this area. a country must follow policies and adopt instilutions that lead to low (and stable) rates of 
inflation and arnid regulations that limit the use of alternative currencies should citizens w:111! !0 use them. 120 

In our rnodern wor!d ;;f high kd111uiogy ami iow communication and transportation cosls, frecdom of exchange 
across national boundaries is a key ingredient of economic freedom. The vas! ma_iority or our current goods and 
services are now either produced abroad or contain resources supplied from abroad . or course, exchange is a 
positive-sum activity. Both trading partners gain and the pursuit or the gain providi:s the motivation for the 
exchange. Thus, freedom to exchange with foreigners also contributes substantially to our modern living standards. 

Responding to protectionist critics and special-intcrcst politics, countrics have adopted a wide range of restrictions 
limiling international transactions. Tarills and quotas are obvious examples ofroadblocks lhat limit international 
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(i) Non-tariff trade trade. Because they reduce the convertibility of currencies. exchange rate controls also retard trade across national 
barriers boundaries. The volume of trade is also reduced by administrative factors that de lay the passage of goods through 
(ii) Compliance costs of customs. Sometimes these delays are the result of inefticiency while in other instances they reflect the actions of 
importing and exporting corrupt ofticials seeking to exlract bribes. 
C. Black-market 
exchange rates The components in this area are designed to measure a wide variety of restraints that impact international exchange 
D. Controls ofthe including tariffs. quotas, hidden administrative restraints, and exchange rate and capital controls. The regulatory 
movement of capital and items ofComponent IV-B (regulatory trade barrit:rs) and Componen! IV-E (i) (capital market controls) are based 
people on survey data from the Global Competitiveness Report. The other components in this area can be quantified 
(i) Foreign objectively. In arder to get a high rating in this area, a country must have low tariffs, a larger than expected trade 
ownership/investment sector, efticient administration of customs, a freely convertible currency, and few capital controls. 121 

restrictions 
(ii) Capital controls 
(iii) Freedom of 
foreigners to visit 

5. Regulation of Credit, A. Credit market When regulations restrict entry into markets and interfere with the freedom to engage in voluntary exchange, they 
Labor and Business regulations reduce economic freedom. 

(i) Ownership of banks 
(ii) Prívate sector credit Because of the difficulties in volved in developing objective measures of regulatory restraints, a substantial number 
(iii) Interest rate ( 1 O of 15) of the subcomponents in this area are based on survey data. Regulatory restraints that limit the freedom 
controls/negative real of exchange in credit, labor, and product markets are included in the index. 
interest rates 
B. Labor market The first majar component (V-A) focuses on regulatory elements of the credit market. The first two subcomponents 
regulations provide evidence on the extent to which tht: banking industry is dominated by private firms and whether foreign 
(i) Hiring regulations and banks are permitted to compete in the market. The final three subcomponents indicate the extent that credit is 
minimum wage supplied to the prívate sector and whether inlerest rate controls interfere with credit market operations. Countries 
(ii) Hiring and liring with an open banking system where privately owned banks extend a larger share of the outstanding credit to prívate 
regulations borrowers at interesl rates determined by market forces receive higher ratings far the credit market component of 
(iii) Centralizcd the regulatory area. 
collective bargaining 
(iv) Hours regulations Many types of labor market regulations infringt: on the economic freedom of employees and employers. Among the 
(v) Mandaled cosl of more prominent are mínimum wages. dismissal regulations. centralized wage setting, extensions ofunion contracts 
worker dismissal to nonparlicipating parties. unemployment benetils that undermine the incentive to accept employment. and 
(vi) Conscription conscriplion. 
C. Business regulations 

121 /bid. P. 415 
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(i) Administrative The labor market regulation componen! (V-8) is designed to measurc the extent to which these restraints upon 
requirements economic freedom are present across countries. In order to earn high marks in the labor regulatory area, a country 
(ii) Bureaucracy costs must allow market forces to determine wages and establish the conditions of dismissal, avoid excessive 
(iii) Starting a business unemployment benefits that undermine work incentives. and refrain from the use of conscription. Like capital and 
(iv) Extra labor market regulations, the regulation of business activities (Componen! V-C) inhibits economic freedom. The 
payments/bribes/favoritis business regulation subcomponents are designed to identify the extent that regulatory restraints and bureaucratic 
m procedures limit competitíon and the operation of markcts. In order lo si.:ore high in this portion of the index, 
(v) Licensing restrictions countries must allow markets to determine prices and refrain from regulatory activities that retard entry into 
(vi) Cost of tax business and increase the cost of producing products. They also must refrain from playing favorites-from using 
compliance their power to extract financia! payments and reward some businesses at the expense of others. 122 

Table 4. The Frascr lnstitutc's Economic Freedom lndex (EFW) 

122 /bid. P. 415-416 
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3. Empirical Framework 

The main objective of the present work is to expound an approximation to the actual state of 

economic freedorn in Mexico, derived from the explanation of the conditions and the 

components of econornic freedom that permits its economic growth and development. 

The present analysis is divided in two parts. The first part is the general overview of the 

progress and setbacks of the economic freedoms in the world. The second part analyses the 

state of econornic freedorn in Mexico as well as each category of economic freedom, taking 

into consideration its economic and political overview, that have created the conditions for 

the economic liberties that Mexico has nowadays. 

lt is important to notice that for purposes of this paper it will be used The Heritage 

Foundation index (IEF), which will be the guide to the economic analysis of Mexico. I will 

be also used to compare Mexico with the world from the IEF ratings in recent years. The 

2013 lndex of Economic Freedorn of the Heritage Foundation shows the progress and 

setbacks of the economic liberties for 185 countries since 1995. The comparison among 

countries in the seores and in the world ranking allows us to compare the regional and the 

global circumstances of each country, moreover, it help us to realize the efforts on economic 

freedoms that each country has been performing. 

3.1 The State of Economic Freedom in the World 

In general terms, the world stage in 2013, shows some highlights m terms of economic 

freedom: 

The five ·'free'' econom1es are: Hong Kong, Singapore, Australia, New Zealand and 

Switzerland. Hong Kong and Singapore have been involved in the most impressive economic 

miracles of the last half of the century, which illustrates how freedom improves prosperity. 

As they are two nations in which citizenship enjoys absolute economic freedom, despite 

having no natural resources, both carne off from the ranks of the world poorest countries to 
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reach the summit of the most prosperous, and economic fre,edoms were the steps for this 

development. 123 

There are seven emerging economies and only one advanced economy that are considered 

"mostly free". These countries are: United Arab Emirates, the Czech Republic, Botswana, 

Norway, Jordan, South Korea, and the Bahamas. The five emerging economies that have 

recorded notable increases are: Colombia, Indonesia, Jordan, Poland, and the United Arab 

Emirates. There are just twenty important "moderately free" countries, for instance: Kuwait, 

Portugal, Turkey, Panama, South Africa, Croatia, etc. The countries that have remained 

"mostly unfree" are the vast majority, sorne of the most important are: Brazil, Serbia, 

Indonesia, Nicaragua, Greece, Nigeria, and Egypt. And the "repressed" are countries like 

Venezuela, Cuba,, Zimbabwe and North Korea, which their governments have impoverished 

by restrictions that have been applied to economic freedoms. 

The economically free nations perform better on indicators than countries that are not free. 

"The poorest people in countries with greater economic freedom are virtually twice richer 

than the average person in the least free countries." 124 

The regional total seores are: Europe has increased its economic freedom (+0.5) as well as 

North America (+0.3); the Sub-Saharan Africa has not moved positively or negatively since 

2012. The regions that have fallen in economic freedom are: Asia-Pacific Region (-0.1 ), the 

Middle East/North Africa (-0.3), and South and Central America/Caribbean; (-0.6) making 

this region the least economically free. Finally, the regional leaders are: Canada (North 

America), Switzerland (Europe), Bahrain (Middle East/North Africa), Chile (Latin America), 

Hong Kong (Asia-Pacific) and Mauritius (Sub-Saharan Africa). 

The fastest growing nations in Europe are the fonner Soviet nations. The IEF shows that 

significant realignrnent of European countries is underway in terms of economic freedom. 

Eight countries recorded their highest economic freedom seores ever in the 2013 Index. 

These countries are: Norway, Sweden, Poland, Germany, Czech Republic, Romanía, 

Bulgaria and Georgia. Nevertheless, there are other five countries seores equal to or below 

123 The Fraser Institute (2011). Reporte de Libertad Económica para México 20/ l. Basado en Datos del Índice de Libertad 
Económica: Informe Mundial 20/ l. P. 1-48. 
124 /bid. P.12. 
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their seores from nearly 20 years ago, when the lndex began recording economic freedom, 

these countries are: United Kingdom, France, Portugal, ltaly and Greece. 

In Latin America, Venezuela and Chile are two drastic examples of the same phenomenon of 

economic freedom. Chile (79.0) is the nation with better performance. Once freedoms are 

increased, the economy takes its own rhythm and grows. Venezuela (36.1) shrinks because of 

their repressive circumstances. In addition, Colombia has gained many liberties; while 

Uruguay, Peru and Costa Rica are above México in economic freedom. 

In Asia, China has been an special case in recent decades: it does not have econom1c 

freedom, nevertheless, growth has not only been possible but also explosive. In contrast to 

countries like Taiwan or Korea-nations, that have been morphed into fully democratic 

countries, China has managed to avoid or evade the pressures of democratization that 

virtually ali its predecessors have faced in their growth process. Only time will tell if it 

supports capitalism without political freedorns and dernocracy. 125 

Sorne countries have gained a lot of econornic freedorn in the 2013. Georgia is one of those 

countries. Moreover, five other emerging countries have improved for five consecutive years, 

upgrading their economic systems despite the global econornic crisis at least totaling 3.5 

points. These countries are: United Arab Ernirates, Colombia, Jordan, Poland and Indonesia. 

But the econornic leaders are in decline. The two losers are The United States of Arnerica and 

Ireland, which have registered five consecutive years of declining econornic freedom. The 

world's largest economy, the United States, suffered one of the largest declines in economic 

freedom over the last ten years. High government spending and borrowing, and low seores on 

the components of legal structure and property rights, are sorne of the reasons of this 

declining. 126 "lt remains to be seen whether the global economy is undergoing the leading 

edge of a fundamental realignrnent of countries along the continuum of economic freedom or 

whether the breaks in progress in many countries are just transitory manifestations of a loss 

of commitment to advancing economic freedom." 127 

125 Rubio, L. (2011) Libertad y prosperidad. Repor/e de Liberlad Económica para México 201 J. Basado en Dalos del Índice 
de liherlad Económica: Informe Mundial 20/ J. Thc Fraser lnstitute. P.14 
126The Fraser lnstitute (2011 ). Reporle de Liberlad Económica para México 2011. Basado en Dalos del Índice de Liber/ad 
Económica: Informe A1undial 201 l. P. 1-48 
127 Miller T., Holmes. K. & Feulner. E. (2013) lligl11ligh1s of !he 2013 lndex of Economic Freedom: Promoling Economic 
Oppor/11ni1y and Prosperily. The Heritage Foundation in partncrship with The Wall Strect Journal.Economic Oppor/11ni1y 
and Prosperily. Thc Hcritagc Foundation in partnership with Thc Wall Street Journal. P. 1-12. 
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The general results of the 2013 Index <?f Economic Freedom, register economic policy 

stagnation in many countries around the world and record a general decline in the momentum 

for increasing frecdom. That decline has to be reversed in order to repair economic growth. In 

particular countries like the Unitcd States and lreland have to make a big effort to because 

once they were lecl the charge of economic freedom. 

The next table shows the overall score of sorne of the most impo11ant countries, so that we 

can make a comparison with Mexico. 

t 1ttt¡,; 
1 .. ,, .Jt; 
':. \;"'.·,,., 

1 Hong Kong 89.3 94 Serbia 58.6 
2 Singapo re 88.0 95 Cambodia 58.5 
,., 

Australia 82.6 96 Honduras 58.4 .} 

4 New Zealand 8 1.4 97 Philippines 58.2 
5 Switzerland 81.0 98 Tanzania 57.9 
6 Canada 79.4 99 Gabon 57.8 
7 Chil e 79.0 100 Brazil 57.7 
8 Mauritius 76,9 101 Benin 57.6 
9 Denmark 76.1 102 Belize 57.3 
10 United States 76.0 103 Bosni a and Herzegov ina 57.3 
11 lreland 75.7 104 Swaziland 57.2 
12 Bah rai n 75.5 105 Fiji 57.2 
13 Estonia 75.3 106 Samoa 57.1 
14 United Kingdom 74.8 107 Tunisia 57 .0 
15 Luxembourg 74.2 108 Indonesia 56.9 
16 Finland 74.0 109 Vanuatu 56.6 
17 Netherlands 73.5 11 O Nicaragua 56.6 
18 Sweden 72 .9 111 Mali 56.4 
19 Germany 72.8 112 Tonga 56.0 
20 Taiwan 72.7 11 3 Yemen 55.9 
2 1 Georgia 72 .2 114 Kenya 55.9 
22 Lithuan ia 72. 1 115 Moldova 55.5 
23 lceland 72.1 116 Senegal 55.5 
24 Japan 71.8 11 7 Greece 55.4 
25 Austria 71.8 118 Malawi 55.3 
26 Macau 7 1.7 11 9 India 55.2 

27 Qatar 71.3 120 Nigeria 55. 1 

28 Uni ted Arab Emirates 71.1 12 1 Pakistan 55.1 
29 Czech Republic 70.9 122 Bhutan 55.0 

30 Botswana 70.6 123 Mozambique 55.0 

3 1 Norway 70.5 124 Seychelles 54.9 
32 Saint Lucia 70.4 125 Egypt 54 .8 

33 Jordan 70.4 126 Cote d'lvoire 54.1 

34 South Korea 70 .3 127 Djibouti 53 .9 

35 The Bahamas 70.1 128 Nlger 53.9 
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36 Uruguay 69.7 129 Guyana 53.8 

37 Colombia 69.6 130 Papua New Guinea 53 .6 

38 Armenia 69.4 131 Tajikistan 53.4 

39 Barbados 69.3 132 Bangladesh 52.6 

40 Belgium 69.2 ] "', .).) Cameroon 52.3 

4 1 Cyprus 69.0 134 Manritania 52.3 

42 Slovakia 68.7 135 Suriname 52.0 

43 Macedonia 68.2 136 China 51.9 

44 Peru 68.2 137 Guinea 51.2 

45 Ornan 68. 1 138 Guinea-Bissau 5 1.1 

46 Spain 68 .0 139 Russ ia 51.1 

47 Malta 67.5 140 Vietnam 51.0 

48 Hungary 67 .3 14 1 Nepal 50.4 

49 Costa Rica 67.0 142 Centra l African Republic 50.4 
~50,r,)l;~. ~;f~xrca!~ . •. 

67 .0 143 Micronesia 50. 1 

51 Israel 66.9 144 Laos 50. 1 

52 Jamaica 66.8 145 Algeria 49.6 

53 El Salvador 66.7 146 Etjipia 49.4 
54 Saint Vincent and The 66.7 147 Liberi a 49.3 

Grenadines 
55 Latvia 66.5 148 Burundi 49.0 
56 Malaysia 66.1 149 Ma ldives 49.0 
57 Poland 66.0 150 Togo 48.8 

58 Albania 65.2 151 Sierra Leone 48 .3 
59 Romanía 65. 1 152 Haití 48. 1 
60 Bulgaria 65.0 153 Sao Torné and Príncipe 48 .0 
61 Thailand 64. 1 154 Belarus 48.0 
62 France 64.1 155 Lesotho 47.9 
63 Rwanda 64.1 156 Bol ivia 47.9 
64 Dominica 63.9 157 Comoros 47.5 
65 Cape Verde 63.7 158 Angola 47.3 
66 Kuwait 63. 1 159 Ec uador 46.9 
67 Portugal 63. 1 160 Argentina 46.7 
68 Kazakhstan 63 .0 161 Ukraine 46.3 
69 Turkey 62.9 162 Uzbekistan 46 .0 
70 Montenegro 62.6 163 Kiribati 45.9 
7 1 Panama 62 .5 164 Chad 45 .2 
72 Trinidad y Tobago 62 .3 165 So lomon lslands 45.0 
73 Madagascar 62.0 166 Timor-Leste 43.7 
74 South Africa 61.8 167 Congo, Rep. of 43.5 
75 Mongolia 61.7 168 lran 43.2 
76 Slovenia 61 .7 169 Turkmenistan 42.6 
77 Ghana 61.3 170 Equatorial Guines 42.3 
78 Croatia 61.3 171 Congo, Dem. Rep. of 39.6 
79 Uganda 61.1 172 Burrna 39.2 
80 Paraguay 61 . 1 173 Eritrea 36.3 
8 1 Sri Lanka 60.7 174 Venezuela 36. 1 
82 Saudi Arabia 60.6 175 Zimbabwe 28 .6 
83 ltaly 60.6 176 Cuba 28.5 
84 Namibia 60.3 177 North Korea 1.5 
85 Guatemala 60.0 N/A Afghanistan N/A 
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86 Burkina Faso 59.9 N/A Iraq N/A 
87 Dominican Republic 59.7 N/A Kosovo . N/A 
88 Azerbaijan 59.7 N/A Libya N/A 
89 Kyrgyz Republic 59.6 , N/A Liechtenstein '.'.'t~>II ;;. ' N/A 1 

90 Morocco 59.6 N/A Somalia N/A 
91 Lebanon 59.5 N/A Sudan " N/A - -
92 The Gambia 58.8 N/A Syria N/A 
93 Zambia 58.7 

Table 5. The 2013 Index of Econom1c Freedom Country Rankings 

The Ten Economic Freedoms: A Global Look 

In general terms, the advance of economic freedom in the world has come to a halt. 

Economic freedom increased continuously from 1980-2007, then it reduced to the levels of 

2005 in 2008, due to the global economic slowdown. Since peaking in 2008, when the 

average economic freedom score reached 60.2 on the Index (0-100 scale), global economic 

freedom has failed to advance, since the 2008 in which many nation experienced a big drop, 

especially by the sudden rise of debt in sorne European countries, particularly Greece, 

Portugal, lreland, and ltaly. This year's average score of 59.6 is no better than the score a ful) 

decade ago. 128 

According to the IEF the average changes in the world stage, with respect to the Rule of Law 

for 2013, the world is still the same in terms of property rights (43.4), and has increased its 

freedom form corruption (40.6). In accordance to the limited government, in average, the 

world has grown in terms of fiscal freedom (77.2), as well as Government Spending (61.1 ). 

In terrns of regulatory efficiency, the business freedom has fallen (64.6), as well as the labor 

freedom (60.6) and the monetary freedom (73.7). On the other hand, open markets trade 

freedom has increased (74.5), as well as investment freedom (52.2), but financia) freedom has 

stayed almost the same ( 48.8). 

A. Rule o/ Law in the World 

The rule of law continues to be undermined by political instability, particularly in the Middle 

East and North Africa. Corruption has worsened in sorne countries as state interference in 

economic activity has grown, and the idea of corruption in Europe and the South 

128 11,e Fraser Institute (2011 ). Re por/e de Liber/ad Económica para México 2011. Basado e11 Dalos del Índice de Liber1ad 
Económica: Informe Mundial 20/ l. P. 1-48. 
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Ameriea/Caribbean region have inereased signifieantly. Property rights have deelined in 16 

eountries; and only nine eountries have improved their property rights seores. 

The eategories related to the rule of law include eategories related to the proteetion from 

eorruption and of property rights, and the eomposite of these two indieators is even more 

eorrelated than overa)) eeonomie freedom seores with high levels of per eapita GDP. Not 

surprisingly, the rule-of-law indieators are highly eorrelated with high levels of investment 

and job growth. Thus, the rule of law as a foundational aspeet of eeonomic freedom 1s 

essential for achieving econornic progress and societal prosperity. 

B. limited Government in the World 

In spite of the challenging economic and politieal environments, a reform for the tax-system 

has progressed; therefore the growth of government spending has been at least marginally 

restrained in a number of countries. The average top individual income tax rate is of 28.4 

percent, and the average top corporate tax rate is of 24.3 percent. The average overall tax 

burden as a percentage of GDP is of the 22.4 percent, and average government spending as a 

share of GDP is of 35.1 percent. 129 Limited government enhanees economic dynamism. The 

index has shown evidence that many countries are putting substantial effort into getting their 

fiscal houses in order. The government-spending category showed the largest improvernent in 

comparison with the other nine economic freedoms, with the worldwide average of 61.1. 

Fiscal freedom improved as well, with many countries continuing efforts to streamline tax 

systerns and lower marginal rates. The data show the impact of government stimulus on 

eeonomic growth rates. 

C. Regulatory Efficiency in the World 

While sorne countries have continued to streamline and modernize their business 

frameworks, reforms have stalled in many others, seemingly as a result of sorne combination 

of reform fatigue and complacency. For the world as a whole, labor freedom has declined 

129 
Miller T.. Holmes. K. & Feulncr. E.(2013) Hightlighls o/the 2013 lndex o/ Economic Freedom: Promoling Economic 

Oppor/unily and Pro.1peri1y. Thc Hcritage Foundation in partnership with The Wall Strccl Journal.Economic Opporlwlity 
and Prosperily. Thc Hcritage Foundation in partnership with The Wall Strcct Joumal. P. 1-12. 
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significantly. In a large number of countries, increases in the rninimum wage have exceeded 

labor productivity growth. lnflationary pressures have inched up around the world. 130 

The regulatory efficiency has declined in every econom1c ;;ategory, with labor freedom 

suffering the most. "Many countries apparently believe that ir:iprovements in well-being for 

poorer workers can be achieved through legislative fiat. Minimum wage, labor market 

rigidities and bureaucratic and costly business regulations continue to drive many people into 

informal types of economic activity, particularly in developing countries." 131 

D. Open Markets in the World 

Trade freedom has remained essentially unchanged, with little apparent momentum for 

further liberalization. lnvestment freedom has improved suostantially as many countries 

sought to ease the foreign investment process. Progress in financia! freedom has been largely 

stagnant, reflecting a lack of reform in developing countries and uncertainty in advanced 

economies. 

The global financia! system remains highly vulnerable to thc ongoing European sovereign 

debt crisis. 132 With respect to the market-opening measures, investment is the category that 

has improved the most in the 2013 with a score of 52.2, which means that many countries are 

clearly acknowledging the benefits of integrating as much as possible with the global 

economic markets. 

The interrelationship between freedom and prosperity has a long theoretical and practica! 

history. Although sorne countries have achieved high rates of economic growth for many 

years, if one looks at the growing phenomenon, the picture i~. telling that the nations whose 

citizens enjoy greater freedoms are also the most prosperous. Practically there is no nation to 

grow atan accelerated speed without freedoms. 133 

IJO !bid. 
iii /bid. P.3. 
iii !bid. P.12. 
JJ.l Rubio. L. (2011) Libertad y prosperidad. Reporte de Libertad Económica para México 2011. Basado en Datos del Índice 
de Libertad Económica: Informe Mundial 201 f. The Fraser lnstitutc. P. 13. 
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The results of the 2013 Index reinforce the conclusion that in the areas of rule of law, limited 

government, regulatory efficiency, and open markets, advancing economic freedom is the 

most effective way to generate broad-based economic dynamism, creating more opportunities 

of work, higher leve Is of productivity, and gains from market opening and trade that elevate 

prosperity and reduce human poverty. The most basic benefit from economic freedom is the 

strong relationship between economic freedom and levels of per cap ita income. Greater levels 

of economic freedom have had a major positive impact on poverty levels over the last 

decade. Poverty rates have declined more significantly in freer countries as well. And the 

societal benefits of economic freedom extend far beyond higher incomes or reductions in 

poverty. 

3.2 The State of Economic Freedom in México: A Historiographical 

Approach 

So far it has been explained the aspects of freedom, the notion of the liberalism, the 

performance of the state in the economy, the importance of economic freedoms in different 

areas of public life, and the modern economic growth theories that govern us today. The aim 

of this section is to analyze more deeply the relationship between economic freedom and 

economic growth in Mexico, which will be addressed from a longitudinal historical economic 

analysis, in which each of the variables of economic freedom will be explained for the case of 

Mexico. 

In this the era of globalization, Mexico has underperformed in economic terms, and has not 

reached yet its full potential. In the contemporary Mexico, inherited institutional structures 

have created strong fences against economic freedom, preventing the full development of the 

country's productive potential. But apart from economic growth, this work deals with the 

acquired freedoms (political, social and economic) along decades, which serve as 

development detonators. In this sense this paper intends to give a general overview of 

Mexico, as well as to explain the state of economic freedom. 

The Economic Overview of Mexico 

Nowadays, Mexico is a country with big potential in different fields that range from its 

geographical location Mexico to its natural resources, diverse climates. In other words, 
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Mexico is strategically located in the globe, it is the 14th country with the largest territory, 

and has a demographic bonus of 113.7 million. 

Mexico ranks as the I ih largest economy in the world, and has a billionaire free market 

economy. According to the INEGI Mexico's gross domestic product in the second quarter of 

2013 is $15,776,795 million pesos, a 5-year compound annual growth of 1.4%, and foreign 

debt of $352.9 billion (43.8% of GDP). 134 

Mexico is a country that has adopted the principies of free trade; it has large foreign 

investments and is very attractive for the tourism. lts social and political importance lies in its 

historical effort for establishing itself as a free and democratic nation. Moreover, Mexico is a 

regional power in itself, and its influence is very important in international organizations. 

Nowadays Mexico grows more than other Latin American countries, even more than Brazil. 

Nevertheless, Mexico faces multiple intricacies. lt is now suffering the consequences of the 

major economic crisis of 2008. The per capita income is apprnximately $15.600 (a third of 

the U.S.) and the income distribution is one of the most unequal in the world. The lowest 

10% has the 1.5% of the national wealth, and the richest 10% has the 41.4% it. The 

unemployment rate is of 5.3%. The population below the poverty line is 51.3% (as defined 

food-based poverty, asset based poverty amounted to more than 47%). 

Mexico's economy is dominated by the private sector, where monopolies mandate the 

direction of the country, what increasingly emphasizes the huge inequality gap. Even though 

Mexico is one of the largest economies in the world, it is a relatively developed economy; the 

Human Development lndex by the United Nations (UNDP) 135 positions Mexico in the 61 th 

place of 185 countries. 

134 Instituto Nacional de Estadística y Geografia. In: http://www.incgi.org.mx/ 
rn The 1-luman Developmcnt lndex (HD!) is a composite statistic oflife expectancy, education, and income indices used to 
rank countries into four tiers or human development. The aim ofthe Human Development Report is to stimulate global, 
regional and national policy discussions on issues that are relevant to human developm~nt. To be ofrelevance, thc data in the 
Report requires the highcst standards of data quality, consistcncy, transparency and accountability. In: 
http://hdr.undp.org/en/. 
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The Political Overview of Mexico 

The root of the main economic and political problems that Mexico faces nowadays is a 

heritage of a complicated mix from the Colonial and Revolutionary legacies, ali of them 

combined with the contemporary structures of corporatism and free market institutions, 

which have resulted in the structural failures of the last Mexican administrations to enact 

effective policies to maximize economic growth and reduce poverty. 

Today Mexico's economic and political institutional structures harkens back to the colonial 

era in which Spanish administrators and the Catholic Church enjoyed numerous privileges in 

the New Spain. A feudal-type system developed, in which land holdings and political power 

translated into economic power for the peninsulares and criollos. The elites and the clergy 

were at the top and held government positions, "mestizos" (those of mixed race) performed 

the middle-class occupations, and indigenous populations were at the bottom as laborers. 

After the Independence, these class structures did not alter much, as land reforms relegated 

peasants to communal subsistence farms. The post-independence period lured other European 

powers to Mexico in search of many of the trade benefits previously monopolized by 

Spain. The Mexican government became highly indebted to foreign investors, and economic 

disputes led to invasion by the US, Great Britain and France. 

lt was in the late 19th century that Mexico started its economic expansion based on foreign 

investment and export of raw materials, which began under the presidency of Benito Juarez 

and continued with Porfirio Diaz. By 1900, 90% of ali Mexican industry and 25% of ali land 

in Mexico was owned by foreign interests. 136 During the economic growth of the Diaz 

years, patronage and nepotism increased as new industrial and export wealth became 

concentrated in power elites. Land reforms largely ceased, and peasant populations were left 

out of Mexico's development. Rebellions under Villa in the North and Zapata in the South 

exacerbated larger land and power struggles between conservative and liberal leaders leading 

up to the Mexican Revolution. 137 

136 World Savvy Monitor. (august 2009). Rctrievcd from: 
http://worldsavvy.org/monitor/index.php?option=com _ contcnt& view=article&i<l=633&ltemi<l= 1103 
117 /bid 
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The real obstacles to economic freedom were created in the second half of the 20th century, 

when the institutional framework of the Mexican economy began to develop. Val des U gal de 

(1995) explains that once the Mexican post revolutionary state built its basic structures, its 

relationship to economic development was distinguished by 1:wo outstanding features: 1. 

concentration of economic decision making and power in the prcsidency; and 2. the adoption 

of social reforms, in order to achieve economic growth unaccompanied by increased inequity. 

This was the economic content of "revolutionary nationalism." lt represented the economic 

statism of the contemporary Mexican State. 138 

After the Mexican Revolution, Carranza, Calles, and Cardenas centralized power in Mexico's 

first official political party PRI (Partido Revolucionario Institucional). This was the era of 

corporativism 139
, the political and economic structures were based in corruption, on political 

privileges and the power of the presidency was omnipotent. "This polis of concessions, 

privileges and benefits allowed the emergence of personalitics and bureaucracies with 

determinant power of decision, capable of interrupting the free action of individuals; and the 

abuse of power allowed these instances to extract rents from citizens." 140 

For over 70 years the PRI colluded with business owners and labor leaders to avoid any kind 

of collective attempt of bargaining Mexico's growing ranks with workers. lt seized private 

land in the name of the state, and nationalized foreign oil concessions. lt also fostered 

economic growth and gave birth to a significant number of modern enterprises and to a 

business class, with the import substitution industrialization (ISI) strategy, and by 

protectionist trade policies such as subsidies and tariffs. 141 The corporatist state lurched along 

through the mid part of the 20th century, spending public money on social programs to quell 

discontent among the poor while taking on more and more foreign debt. High oil prices kept 

Mexico afloat, until the decline in oil prices in the 1970s and 1980s took the Mexican 

economy down with them. The stock market crashed, the peso lost value, and foreign 

investment dried up. The Mexican government defaulted on its enormous debt to foreign 

138 Valdes-Ugalde, Francisco ( 1995) The changing re/ationship between the state and the economy in Mexico Challenge; 
May 1995; 38, 3; ProQuest Social Science Joumals. P. 32 
139 Corporativism refers to the political system in which power is exercised through large organizations (businesses, trade 
unions, etc) working in concert with each other, under the direction ofthe state. 
140 Salinas León R. & Peláez Gómez C. (2011) Libertad económica en México: Visión y Evolución. Reporte de libertad 
económica para México 2011. P.17. (translation) 
141 Valdes-Ugalde, Francisco ( 1995) The changing relationship between the state and the economy in Mexico Challenge: 
May 1995; 38, 3; ProQuest Social Science Journals. P. 32. 
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creditors, and had to be bailed out by new loans from the International Monetary Fund and 

the US. 142 

In the 70's and early 80's the abuse of presidential power led to an attempt to strengthen the 

weight of government in the economic process against the new principies of economic action. 

The President Luis Echeverria announced that decisions on the economic matter would be a 

strategy of "shared development" and would be decided "from Los Pinos." During the oíl 

boom Jose Lopez Portillo showed off the "alliance for production" as trying to deviate 

attention from the implicit goal of market privatization with his ability to "manage the 

abundance". The economic results were disastrous, and the few economic freedoms left were 

disrupted in 1982 as he nationalized the banking system. 143 By the end of his term, economic 

crisis and social conflict had reappeared, and the breakup of the economic alliance between 

the private and the public sector increased. 

It was after the economic crisis of 1982, that Mexico began to take steps toward more 

economic openness. Miguel de la Madrid attempted to reorder state economic intervention, as 

he opened a new "economic chapter" in the Constitution. The purpose of this reform was to 

establish a difference between public and private responsibilities, in response to the demands 

of the business community. The state was to restrict economic intervention to "guide" the 

economic process and to intervene only in those "strategic areas" which were specified in the 

constitutional reform. 144 

The privatization process was set tn motion . The reorganization of the state apparatus 

included the following changes: 1. from 1982 to 1994, 940 state-owned enterprises were sold 

off or eliminated; 2. the federal budget was significantly reduced by cutting government 

employment; 3. municipal reform relieved the central government of many of its budgetary 

obligations to local governments; and 4. decentralizing federal government transferred to 

state governments basic health services and education. 145 

Valdés (1995) explains that once the country had moved through this period of reform, and 

had sustained economic growth, "revolutionary nationalism" became an increasingly 

142 World Savvy Monitor. (augusl 2009). Retricvcd from : 
hllp://worldsavvy .org/monitor/indcx. php ?opt ion=com _ contcnt& view=article&id=633& 1 temid= 1103 
14

l Salinas León R. & Peláez Gómez C. (2011) libertad económica en México: Visión y Evolución. Reporte de libertad 
económica para México 2011. P.17. (translation). 
144 Valdes-Ugalde, Francisco ( 1995) 711e changing relationship hetween the state and the economy in Mexico Challenge; 
May 1995; 38, 3: ProQuest Social Science Joumals. P. 32 . 
145 !bid P. 32. 
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contradictory process. This contradiction was, and continues "to be, expressed as the one 

between the ant liberalism (in the classical sense of anti-economic freedom) of the post 

revolutionary Mexican State and the market-oriented reforms that the government began to 

set in motion in the l 980s. 146 

In 1988 the international climate for market-oriented reforms improved significantly. By 

1990, the Washington Consensus referred to a set of broadly free market economic ideas that 

advocates to free trade, floating exchange rates, free markets and macroeconomic stability, 

and the free-market mechanism was seen as the only formula for domestic economies for 

becoming part of the world economy. Consensus over neo liberal reforms, which support the 

changes in the relationship between the state and society, was finally reached in Mexico. 

State reform (along with economic reforrns) was the key goal of Salinas' policies. lt was 

meant to consolidate the modernization project that was initiatecl by his predecessor. State 

structure would then be restructured with the attainment of social justice with specific social 

programs, mainly "The National Solidarity Program." Obviously, this is an ideological 

operation which, in Salinas' own words, allows for the deepening of privatization policies, 

justifying this before Mexico by claiming that the resources which would ensue from 

privatizations would be associated with social programs. 147 

During the administration of Salinas de Gortari the first reforms in terms of economic 

freedom were characterized by four components: a) deregulation of economic sectors, b) 

fiscal discipline and monetary stability, c) privatization of state enterprises and d) openness to 

international trade. 148 

After the negative growth of past administrations, this new scheme of economic openness 

allowed greater development opportunities for individuals and economic agents, and it has 

)asted for several years. But free market economic growth proved insufficient to support 

government expenditures, and the country took on more debt, monopolies grew, and crowded 

out the competitors that the free market was supposed to produce. Fewer competitors meant 

146 !bid. P. 33. 
147 /bid. P. 34. 
148 One ofthe major turning points ofSalinas's policies was the refonn ofthe Constitution's Article 27. lts objective was to 
set in motion certain structural changes in agricultura( production: l. officially finishing lancl distribution (excepting for that 
involved in previously filed demands); 2. giving definitive property rights to "ejidos" and small proprietors; 3. allowing 
companies to buy land; 4. separating urban states from arable land and allowing communities to decide whether they would 
distribute the latter in individual parcels (or lots) among their members; and 5. allowing landowners ofany kind to fonn 
productive associations or rent their land. 
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higher prices for goods and services, and fewer jobs were being created. The rich got richer 

and the poor saw few benefits. Mexico's premier oligarch, Carlos Slim, with the help of 

Salinas to negotiate with the government, acquired Telmex when it was privatized by the 

Salinas government in 1990. He now ranks among the three richest men in the world, while 

Mexico is one of the most unequal societies in the world. 
149 

The Mexican economy was irrupted by errors in the exchange rate and the biggest credit 

bubble that culminated in the devaluation of 1994 and the economic crisis of 1995. The 

December 1994 devaluation, preceded by capital flight and its impact on interna! debt and 

confidence crisis, has intensified this debate. At the outset of President Ernesto Zedillo's 

Government, and even before the December 1994 financia! blow-up, the private sector had 

not managed to fuel the economy. 150 

During the Zedillo's administration, the Mexican economy did grow in the wake of the North 

America Free Trade Agreement (NAFTA) as trade among the three commercial partners 

exploded. Yet, the growth was not as much as had been expected. The peso crashed again, 

and the government faced severe political threats from assassinations and a peasant uprising 

by the Zapatista rebels in Chiapas. 151 

Vicente Fox carne to power in 2000, ending 70 years of PRI rule. However, econom1c 

reforms stalled, due, in part, to circumstances out of Mexico's control. The burst of the US 

dot com bubble and the economic decline that accompanied the aftermath of 9/11, reduced 

demand for Mexican imports in the US. The terrorist attacks also distracted the US from 

efforts to boost economic cooperation with Mexico, and led to bottlenecks at the border amid 

heightened security. 152 The Mexican economy grew slowly, hindered by the lack of 

institutions and policies to spur innovation and increase its competitiveness in the global 

marketplace. With the global recession of 2008 the demand for Mexican products by US 

consumers has come dramatically reduced as well as foreign investment. The top three 

149 World Savvy Monitor. (augusl 2009). Retricved from: 
http://worldsavvy.org/monitor/indl!x. php?option=com _ content& view=article&id=633 &I tcmid= 1 1 03. 
150 Valdes-Ugalde, Francisco (1995) The changing relationship between the state and the economy in Mexico Challenge; 
May 1995; 38, 3; ProQuest Social Science Joumals. P. 34. 
151 World Savvy Monitor. (august 2009). Retrieved from: 
http://worldsavvy.org/monitor/index.php?option=com_content&view=artic1e&id=633&1temid= 1103. 
152 lhid. 
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staples of the Mexican economy - oil revenues, remittances from workers living in the US, 

and tourism - have ali decreased. 153 

The Ten Economic Freedoms of Mexico 

This analysis takes into consideration a general overview of Mcxico's economic and political 

structures. lt will be examined how Mexico's economy has evolved together with the 

political, social and economic liberties that have been acquired throughout the last decades. 

This examination will be done according to the economic data of the economic freedoms that 

have contributed to the levels of growth and progress, and by making sorne international 

comparatives. 

Mexico's economic freedom score in 2013 is of 67.0 (on a scale of 0-100, O being the least 

free and 100 the freest), which makes its economy the 50th freest of other 185 nations, and it 

is classified as Modera/e/y Free. lts score is of 1.7 points better than last year, which reflects 

notable improvements in investment freedom, trade freedom, and monetary freedom. Mexico 

is ranked 3rd out of the three countries in the North America region, but its score is well 

above the world average. The seores that The Heritage Founda.tion has calculated for Mexico 

in recent years are: 

- t-"rJB E e1:a.1i..:scot~~ 
1995 63.1 
1996 61.2 
1997 57.1 
1998 57.9 
1999 58.5 
2000 59.3 
2001 60.6 
2002 63 
2003 65.3 
2004 66 
2005 65.2 
2006 64.7 
2007 66 
2008 66.2 
2009 ' 65.8 
2010 68.3 
20 11 67.8 
20 12 65.3 
2013 67 

Table 6. Overall Score ofMexico 

l>l /bid. 
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Graph 1. Overall Score of Mexico 

- Overall Score 

The overall score, indicates the growth rate trend, which has the same growth trend as the 

GDP per capita, (See Graph 2. Gross Domestic Product ofMexico). 

GDP Mexico 
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Graph 2. Gross Domestic Product ofMexico 
(million Mexican pesos) 

At the side of the economic freedom performance, the economic growth in Mexico over the 

past thirty years has been mediocre, way below its potential and insufficient to increase the 

welfare levels of citizens. Mexico has grown at an average rate of 2.6 between 1980 and 

20 I O, while other economies that were considered less developed, have grown at average 

rates significantly higher than 6%. 154 The countries that have reached Mexico in the score of 

economic freedom have also exceeded the per capita income levels, including Korea and 

154 Salinas León R. & Peláez Gómez C. (2011) Libertad económica en México: Visión y Evolución. Reporte de libertad 
económica para México 20 I l. P .17. 
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Chile. In other words, countries that have achieved market reforms towards a freer economy, 

have managed to raise their levels of development. 155 

Qualifications for Mexico do not mean that the nation is having a good or bad performance in 

terms of economic liberalization. The reality is perceived beyond the monitoring and the 

calculation of data, which means that data is only an approximation. lt is a fact that the social 

and political realities cannot be separated from the economic reality, as these have led the 

way to the achievement and defense of economic freedoms. lt is a triangle that is 

complementary, in which none of the angles can be understood by its own. 

A. The Rule of Law in Mexico 

In general terms, the rule of law has deteriorated as drug trafficking and related violence 

continue to rage out of control, especially in northern Mexico. Contracts are generally 

upheld, but courts are inefficient and vulnerable to political interference. Despite a legal 

framework covering intellectual property rights, prosecution of infringement is ineffective. 

Corruption remains pervasive at all levels of society. 156 

The rule of law provides the basis for economic development as it permits a secure climate 

for investment, for the creation of an environment of certainty for conflict resolution for 

economic agents, permitting all the equal access to justice. lt is the biggest problem that 

Mexico faces nowadays, and it is the poorest area in evaluations. 

Without clear rules, business cannot thrive. The construction of an effective justice system 

remains the weakest part of Mexico's current policy agenda, as the rule of law deals with 

every single aspect of everyday life. And still the perfection of the judiciary system is not a 

priority at this time. 

The problem derives from the Mexican institutions that have been flawed to respond to the 

interests of the power elite groups that they represent. This preferences lead to social 

inequality and law's injustice; and becomes a reality, the same as corruptive activities, 

predatory behavior, informality and the raise of the black market. As Acemoglu and 

155 !bid P.21. 
156 The l-leritage Foundation. (2013) lndex of Economic Freedom (EFI.) 
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Robinson (2007) established: "It is also true of highly oligarchic societies with very 

concentrated industrial structures, such as modern Mexico, where specific barriers to entry 

block competition." 157 

Recent studies of Mexico's growth-constraints point out to the same suspect: a poor justice 

system. lt is the lack of rule of law what has inhibited investors to efficiently define 

bankruptcy proceedings, or to be confident that non-performing loaners would be 

punished. 158 As Mexico's justice system is incapable of punishing and thus reducing the 

highly unproductive informal economy, as O'Neil (2013) pointed out, public insecurity costs 

up to 1 % of Mexico's GDP annually. The lesson is loud and clear: Mexico's economic 

development will hit a wall unless the promotion of the rule of law becomes a priority. 159 

Most of Mexico's crime and justice policies are still awaiting proper definition, or have not 

been fully enacted. The creation of a new and more qualified police force, called 

"gendarmerie", which was supposed to increase federal presence by at least 40% throughout 

the country, has now been cut to a force of only 5000 elements. 160 The implementation of 

oral trials, which should be completed in al 32 Mexican states by the end of 2015, has only 

been enacted in 13 states. As well, the rule of law has deteriorated as drug trafficking and 

related violence continue to rage out of control, especially in northern Mexico, where 

criminal activity imposes business costs to entrepreneurs, which have slowed down the 

economic growth in that region. The rates of the three main crimes (extortion, kidnapping 

and homicide) remain about as high as they were almost two years ago during the war against 

· d · 161 organize cnme. 

Mexico is rated by the EFI in terms of the defense of property rights with 50.0 (53 th place), 

and the freedom from corruption has fallen to 30.0 (98 th place), (See Graph 3. Rule of Law in 

Mexico). 

157 Acemoglu, Daron and Robinson, James. (2007). The Role of fnstitutions in Growth and Development. World Bank's 
Growth Commission. 
"

8 Bergoeing, R. Patrick J, Thimothy Koehoe, and Raimundo Soto. (2007) A Decade Los/ and Found: !vfexico and Chile in 
the 1980s". Great Depressions ofthe Twentieh Centuty. Federal Reserve Bank ofMinneapolis, 217-256. 
159 O'Neil, Shannon. (March/ April 2013) "Mexico Makes lt: A Transformed Society, Economy, and Government" in Foreign 
Afíairs. 
16° Castillo, Miriam ( mayo 2012) "Gendarmeria de 90 mil elementos, ofrece Peiia''. Milenio. 
161 SNSP (2013) Incidencia Delictiva. Sistema Nacional de Seguridad Pública. 
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Graph 3. The Rule of Law in Mexico 

A.1. Property Rights 

corruption 

This component is an assessment of the ability of individuals to accumulate private property, 

secured by clear laws that are fully enforced by the state. lt measures the degree to which a 

country's laws protect prívate property rights and the degree to which its government 

enforces those laws. lt also assesses the likelihood that prívate property will be expropriated 

and analyzes the independence of the judiciary, the existence of corruption within the 

judiciary, and the ability of individuals and businesses to en force contracts. 162 

The EFI positions Mexico in the 53 th place with a score of 50.0, which means that the court 

system is inefficient and subject to delays. Corruption may be present, and the judiciary may 

be influenced by other branches of government, and expropriation is possible but rare. But it 

should be remarked that property rights haven not been correctly measured, because they 

give the same rating (50.0) to Mexico in 18 consecutive years. (See Graph 3. Rule of Law in 

Mexico). 

The Mexican economy stands to rece1ve one of the worst grades, because the proper 

functioning of the justice system is one of the most important features for a country to 

achieve long-term development. The absence of certainty in property rights results in an 

economy that cannot fully operate. One of the most serious problems is the lack of 

confidence in the legal process to enforce contracts and thus, protect property rights. 

162 The Heritage Foundation. (2013) Index of Economic Freedom (EFI). 
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Mexico has suffered a decline of the guarantees of property rights, less independence of the 

judiciary anda weakening of the rule of law. This means that Mexico is very far from having 

a reliable justice system. And signifies the biggest mistake of Mexico, the integrity of the 

legal system does not exist, and the law is not accomplished. 

lt is fundamental for Mexico to have an authentic judiciary that is independent, impartial, 

effective and expeditious, which can effectively penalize criminal acts, and to ensure 

compliance with contracts. 

A.2. Freedom from Corruption 

Corruption erodes economic freedom by introducing insecurity and uncertainty into 

economic relationships. The EFI positions Mexico in the 98th place, with a score of 30.0 in 

terms of freedom from corruption. The score for this component is derived primarily from 

Transparency International's Corruption Perceptions 2012 Index (CPl) 163
, which measures 

the leve) of corruption in 176 countries. Mexico is ranked in the I 05 th place of 176 countries, 

with a score of 34. 

The main problem of the Mexican economy in terms of growth has a structural dimension. 

The economy is still affected by instances of interventionism, and especially corporativism, 

which have been embedded in the economic and political system, and to try to remove them 

is difficult, because for many years they have been perpetuated in power. The privileges, 

subsidies, concessions, protections, cronyism, paternalistic and populist measures cannot be 

carried out without affecting the field of economic freedom in a society. Therefore, Mexico 

has lagged behind its potential as an emerging market because it has failed to provide the 

judicial system for greater legal certainty, especially in terms of corruption, 

163 The Corruption Perceptions lndex (CPI) ranks countries and territories based on how corrupt their public sector is 
pcrccived to be. lt is a composite index - a combination ofpolls - drawing on corruption-related data collected by a variety 
ofreputable institutions. The CPJ rellects the views ofobservers from around the world, including experts living and 
working in the countries and territories evaluated. A country or territory·s score indicates the perceived leve! of public sector 
corruption on a scale ofO - 100, where O means that a country is perceived as highly corrupt and 100 means it is perceived as 
very clean. A country's rank in di cates its position relative to the other countries and territories included in the index. Th is 
year's index includes 176 countries and territories. - See more at: 
http://www.transparency.org/cpi2012/results#sthash.mARpQSKx.dpuf. 
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Government's growth involves a larger number of bureaucrats that create new regulations and 

requirements that hinders the normal functioning of the economy, reducing its potential. 

Contracts are generally upheld, but courts are inefficient and vulnerable to political 

interference. Despite a legal framework covering intellectual property rights, prosecution of 

infringement is ineffective. Corruption remains pervasive at ali levels of society and has a 

great dimension. Without the security of enforcing contracts, an employer or an investor 

raises its risks and this leads to lower growth. 164 

Corruption is pervasive in almost ali levels of Mexican government and society. President 

Calderon pledged that his government would fight corruption in government agencies at the 

federal, state and municipal levels. Aggressive investigations and operations have exposed 

corruption at the highest levels of government, and signed into law the Federal Anti

corruption law in June 2012 and the anti-money laundering law (or the illicit finance law) in 

October 2012. The anti-money laundering law obligates Designated Non-Financia! 

Businesses & Professions (DNFBP) to identify their clients and report suspicious operations 

or transactions about designated thresholds to the Secretariat of Finance (SHCP), establishes 

a Specialized Financia! Analysis Unit (UEAF) in the Office of the Attorney General (PGR), 

restricts cash operations in Mexican pesos, foreign currencies and precious metals for a 

variety of "vulnerable" activities, and imposes criminal sanctions and administrative fines on 

violators of the new legislation. For more information on the anti-money laundering law. 165 

President Peña Nieto through PRI lawmakers submitted to the Mexican congress proposals to 

reorganize his cabinet, among which is the creation of a National Anti-Corruption 

Commission, which will absorb the duties of the present Secretariat of Public 

Function/ Administration, which currently has the government's anti-corruption oversight 

role. The aim is to have an impartial and autonomous entity with full capacity to combat 

corruption. 166 

Governments need to integrate anti-corruption actions into ali aspects of decision-making. 

They must prioritize better rules on lobbying and political financing, make public spending 

164 
Rubio. L. (2011) Libertad y prosperidad. Reporte de Libertad Económica para México 20 ! l. Basado en Datos del Índice 

de Libertad Económica: Informe Mundial 201 l. The Fraser lnstitute. 
165 

Bureau of Economic and Business Affairs (2013). lnvestment Clima/e Stalement in Mexico. Retrivedform: 
http:.l/w1vw.state.govleleblrlslothr!ics/20131204 69 3.htm. 
166 !bid 
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and contracting more transparent, and make public bodies more accountable. 167 

B. Limited Government in Mexico 

In general terms, the top income and corporate tax rates, temporarily raised from 28 percent 

to 30 percent starting in 2010, will be lowered to 29 percent in 2013 and 28 percent in 2014. 

Other taxes include a value-added tax (V AT). The overall tax burden equals about 9.6% of 

GDP, 168 (See Graph 4. Limited Government in Mexico). 

Mexico has the lowest tax collection in comparison to other countries of the Organization for 

Economic Cooperation and Development (OECD), and it has the second lowest tax collection 

in Latín America 3.9%, this is lower than the regional average of revenue from direct taxes to 

consumption 6%, and lower than the average recorded in OECD countries is 6.6% of GDP 

(GDP). In terms of Government Spending, the resources of the State the Expenditure Budget 

of the Federation 2014 (Presupuesto de Egresos de la Federación PEF) is intended to be a 

countercyclical tool to boost growth in the short term. However, because an increase in 

public spending of 8% is not sustainable in the long term, for subsequent years it should 

ensure a restructuring of public spending, rather than an inertial growth of the budget 

allocated to the various classes, as it has been in recent years. 169 
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Graph 4. Limited Govemment in Mexico 

167 Transparency lntemational (2012). Corruption Perception Jndex. In: http://www.transparency.org/cpi2012/in detail. 
168 The Heritage Foundation. (2013) lndex of Economic Freedom (EFI). -
169 Centro de Investigación Económica y Presupuestaria. Presupuesto de Egresos de la Federación 20/4: ¿Quién gastará? .. 
En: h ttp :/ / ci ep. mx/ entrada-in ves tigac ion/tabla-presupuesto-de-egresos-de-la-federac ion-20 14-qu i en-gastara/. 
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8.1. Fiscal Freedom 

Fiscal freedom is a measure of the tax burden imposed by government. It includes both, the 

direct tax burden in terms of the top tax rates on individual and corporate incomes and the 

overall amount of tax revenue as a percentage of GDP. 170 

The EFI spots Mexico in the 66th place, with a score of 81. 1 in the component of fiscal, which 

is not a bad score for the reality of the Mexican fiscal system. The tax legislation is unstable, 

full of uncertainty, and enormously complicated, requiring monthly calculation of at least 

three different rates of taxation. 

The current fiscal situation in Mexico is worrying because there is not a tax culture. lt is a 

bureaucratic tax system, with several tax exemption schemes, differentiated treatments, and 

tax exemptions to entrepreneurs and those who earn more revenue. It is a system with a very 

low tax base, in which the middle class is punished, furthermore, one of two Mexicans pay 

taxes. This means that only out of 46 mi Ilion 617 thousand of economically active 

population, 25 mi Ilion of them pay tax; that is only 53% pays takes, which is just over the 

half. 

According to the OECD, the low tax base and tax obligations concentration in lower income 

levels contribute to reducing the progressivity of the tax system. Tax revenues as a 

percentage of GDP reached only 18%, and the tax evasion reaches alarming levels. The basic 

levels to meet the basic needs in the country should be of at least 30% ofthe GDP. There are 

a number of people who evade this responsibility throughout informal practices: the law does 

not persecute or punish offenders. 

On October 31 th 2013, the Mexican Congress passed an economic package for the 2014 tax 

year. The 2013 Fiscal Reform includes: l. The law repeals the IETU (single business tax), 

certain "emergency provisions" in the income tax law, and the tax on cash deposits. 2. The 

tax changes in the new law include the imposition of a special tax imposed on sales of "junk 

food" ata rate of 8%. 3. Among the changes concerning the value added tax (VAT), there are 

new V A T measures imposed on education services, home sales, and mortgage interests. 

However, the proposed V A T on food and medicines was rejected during the legislative 

process. 4. Another measure (that was rejected by the Congress) would have allowed the tax 

170 The I--Ieritage Foundation. (2013) fndex of Economic Freedom (EFI). 
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authority to consider the econom1c substance of tax transactions. 5. A revenue ra1smg 

provision imposes a new income tax on dividends and profits distributions. 171 

The main reason for the assessment is the extension of the tax collection, which is imperative 

for a good government function. The proper use of resources, programs targeting sectors that 

need it most, progressive public social policies, transparency and accountability are left to the 

political goodwill of the public and politicians. In this regard, it is important to make a fairer 

collection, because more resources are needed for the state. 

The good international reputation of Mexico and its macroeconomic stability has been 

achieved in part by the healing of the public finances. The impossibility to finance a public 

deficit has forced the Mexican government to have a balanced budget, a moderate deficit, and 

to be responsible for the debt management. These measures have been taken through the 

reduction of government spending, through privatizations, and by important reforms as in the 

pension system that switched to a new system of individual accounts for retirement (for both 

public and prívate workers in 1996 and 2007 respectively). 172 

8.2. Government Spending 

This component considers the leve! of government expenditures as a percentage of GDP. 

Government expenditures, including consumption and transfers, account for the entire score. 

Excessive government spending that causes chronic budget deficits and the accumulation of 

sovereign debt is one of the most serious drags on economic dynamism. 173 During the last 

years Mexico has maintained its rate in governmental spending at the rate of 79.4% and it is 

positioned in the 50th place of the world rank. 

Nowadays the Mexican government expenditure is equivalent to the 26.2% of total domestic 

output, and budget deficits are widening. Public debt remains below 50 percent of GDP. The 

171 KPMG (2013) Reforma Fiscal 2014. En: 
https://www.kpmg.com/Global/en/lssuesAndlnsights/ArticlesPublications/taxnewsllash/Documents/mexico-nov-4.pdf 
172 Salinas León R. & Peláez Gómez C.(2011) Libertad económica en México: Visión y Evolución. Reporte de libertad 
económica para México 2011. P.17. 
173 The 1-leritage Foundation. (2013) lndex of Economic Freedom (EFI). 
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Expenditure Budget of the Federation (PEF) approved for 2014 is 4,461,225.8 mi Ilion pesos 

(mp), 8.6% more than the approved in 2013, in real terms. 174 

In the approved budget, the largest increases are retlected in those entities that are not subject 

to accountability or operating rules, being direct budgetary control institutions IMSS 

(Mexican Institute of Social Security), ISSSTE (lnstitute of Security and Social Services of 

the Workers of State) and CFE (Federal Committee of Electricity). As well, there are 

increments of 14.5 and 53.6 percent in the Social Security Contributions and Wage and 

E . p . . . h . 1 175 conom1c rov1s10ns w1t respective y. 

A change in the way of managing resources is observed because new institutions have been 

incorporated: Federal Commission for Competition (Comisión Federal para la Competencia), 

National Institute for Educational Evaluation (Instituto Nacional para la Evaluación de la 

Educación) and Federal Institute of Telecommunications (Instituto Federal par alas 

Telecomunicaciones). Collectively they sum up the 0.07% of the federal budget. In addition, 

there is a restructuration in the Interior Ministry (Secretaría de Gobernación), to absorb the 

Ministry of Public Security (Secretaría de Seguridad Pública), and the Secretary of 

Agricultura!, Regional and Urban (Secretaría de Desarrollo Agrario,Territorial y Urbano). 

The sectors associated with Communications, Transport, Education, Marine, Environment 

and Natural Resources, Energy, Social Development and Tourism, are benefited with 

increases of more than 8.0 % compared to 2013. 176 

C. Regulatory Efficiency in Mexico 

The EFI points out that the regulatory framework in Mexico has been reformed to facilitate 

entrepreneurial activity. With no minimum capital required, launching a business involves six 

procedures. However, completing licensing requirements still costs over three times the leve! 

of annual average income. The recent labor reform bill was watered down to protect unions. 

Intlation has moderated, averaging below 4 percent over the most recent three years, 177 (See 

Graph 5. Regulatory Efficiency in Mexico). 

174 Centro de Investigación Económica y Presupuestaria. Presupuesto de Egresos de la Federación 20/4: ¿Quién gastará 7. 

En: h ttp:/ /ciep. mx/entrada-investigacion/tab la-presupuesto-de-egresos-de-la-federacion-2014-quien-gastara/. 
175 /bid. 
176 /bid. 
177 Thc lleritage Foundation. (2013) lndex of Economic Freedom (EFI). 
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Graph 5. Regulatory Efficiency in Mexico 

C.1. Business Freedom 

freedom 

Business freedom is a quantitative measure of the ability to start, operate, and close a 

business that represents the overall burden of regulation as well as the efficiency of 

govemment in the regulatory process for creating a business environment. 178 The EFI 

positions Mexico in the 28th place with a score of 81.4, which is a good qualification, and one 

of the strongest economic freedoms in Mexico. 

According to Graph 5, (Regulatory Efficiency in Mexico) it was until 2005 that real 

processes for creating businesses have been measured, but Mexico has maintained an 

ordinary rating (64.6) in this category. Even so, Mexico is above regional countries like 

Brazil and Chile, but below Colombia, which has triggered its economic potential in the 

recent years. These regional powers have made important reforms to boost their economies 

during recent years. 

Liberalism means with economic freedom performing econom1c activities, and as it is 

generally expressed, it means having the right of economic entrepreneurship. Activities 

carried out by businessmen do not equal entrepreneurship. That is, it is not the economic 

behavior of an individual -who <loes not have any factory or business enterprise, and who 

178 /bid. 
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provides his/her livelihood, only selling his labor, which is also an economic activity and 

should be considered in the concept of economic freedom. 179 

In the most recent World Bank Study "Doing Business 2014'', Mexico succeeded in easing 

the procedure to start a business, and in improving trading across borders, enforcing 

contracts, and getting electricity. Mexico is in the 48th position out of 189 economies, with a 

score of 87.50 (of 100), scoring better than Brazil, India, China and Russia. Mexico has made 

significant improvements in business registration and registration of new firms, such as the 

elimination of the requirement to have minimum capital to create a new business and the 

creation of a col lateral registry. 180 

According to the "Doing Business Report 2014", there are man y procedures for opening a 

business in Mexico with restrictions of time and costs. With no minimum capital required, 

launching a business involves six procedures. However, completing licensing requirements 

still costs over three times the level of annual average income. These requirements are listed 

next: 1. To obtain the authorization of using the company name online and file the draft deed 

of incorporation with the notary online, can take less than one day (online procedure), and 

there are no associated costs. 2. To sign the deed of incorpc,ration before a notary public, 

obtain Tax Registry Number (RFC) and file online the deed o:f incorporation with the Public 

Register of Commerce can take 2 to 3 days, and the assoc iated costs are MXN 10,500 

(notary fees)+ MXN 14,341 (registration fees). 3. To regi:,ter with the Mexican Social 

Security lnstitute (IMSS) can take I day, and there is no charge. 4. The registration with the 

local tax administration (Secretaría de Finanzas del Gobierno del Distrito Federal) for payroll 

tax takes I day, and there is no charge. 5. To notify the local government (Delegación) online 

of the opening of a mercantile establishment, can take less than one day (online procedure), 

with no charge, and 6. To register with the National Business lnformation Registry (Sistema 

de lnformation Empresarial, SIEM) takes I day, and the costs can vary from MXN $100 to 

MXN $670. 

179 Ahmet Ay & Ceyhun Can Ózcan. (2012) The Relationship Between Growth Ana Economic Freedoms. A Causality Panel 
Approach: The Case Of Transition Economies. Selcuk University, Turkey, Clute Jn;titute lnternational Conference - June 
2012. Rome, Jtaly 878. 
180 World Bank (2013) Doing Business Report 20/4. Easc ofdoing business in Mexico. In: 
http://www.doingbusincss.org/data/explorecconomics/mexico/. 
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Mexican entrepreneurs still face a heavy regulatory burden that imposes innumerable 

obstacles for the creation of new businesses. There are still many regulatory barriers and 

regulation for entrepreneurs that are enforced by the government. High taxes to enterprises 

are imposed; there is a high burden of administrative requirements, procedures and 

bureaucracy for the consolidation of new business. Small- and medium-sized businesses still 

complain of a lack of access to credit, but government-owned development banks have begun 

to expand their lending to this sector. According with the Bureau of Economic and Business 

Affairs (2013), despite the expansion, such lending remains low 1 % of GDP, compared to 

28% in Brazil. 181 

But in recent years, the regulatory framework has been reformed to facilitate entrepreneurial 

activity. In 2012, the Secretariat of Economy opened its lnternational Trade Single Window 

to simplify import, export, and transit-related operations, increase efficiency, and reduce 

costs and time for international traders and business men. The mechanism allows companies 

to send electronic information only once to a single entity to comply with ali requirements of 

foreign trade. 182 State governments have also passed small business facilitation measures to 

make it easier to create new businesses. In addition, in 2013 the National Institute of 

Entrepreneurship was created as an independent agency of the Ministry of Economy, which 

aims to implement, coordinate and implement the national policy of inclusive support for 

entrepreneurs and micro, small and medium enterprises, fostering innovation and 

competitiveness by making the national and international markets to increase their 

contribution to economic development and social welfare. lt also aims to contribute to the 

development of policies that promote the culture and business productivity. 183 

C.2. Labor Freedom 

The labor freedom component is a quantitative measure that looks into various aspects of the 

legal and regulatory framework of a country's labor market. lt provides cross-country data on 

regulations conceming minimum wages; laws inhibiting layoffs; severance requirements; and 

measurable regulatory burdens on hiring, hours, etc. 184 The EFI positions Mexico in the 94 th 

181 Bureau of Economic and Business AITairs (2013). lnvestmenl Clima/e Statement in Mexico. Retrivedform: 
h11p:, 1/www. state.gowe!eb./rls/othrlics/20 l 3120-1693.htm. 
182 lnternational Trade Single Window In: http://www.ventanillaunica.gob.mx/envucem/index.htm. 
183 Instituto Nacional del Emprendedor. En: https://www.inadem.gob.mx/ 
184 The Heritage Foundation. (2013) lndex of Economic Freedom (EFI). 
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place, with a score of 59.7. Mexico is now in a transcendental moment after the approval of 

the Labor Reforrn of 20 I 2, thus, solving the teachers syndicate as one of the major problems 

in the nation. 

A government's key role in post revolutionary Mexico had been the arbiter between labor 

and capital. In spite of the demands of the prívate sector to modify labor laws, the 

government did not attempted to change any of them. lt was not until the NAFTA allowed 

Mexico the entrance to a globally competitive market, that more jobs opportunities and more 

labor mobility were created, thus enabling the division of labor and the use of the 

comparative advantages of the producers, by reallocating resources to their most competitive 

and better paid products. This new context changed the reality of every day work; therefore 

economic adjustments have been made almost entirely on the backs of the laboring and 

middle classes. But unemployment has remained ata very high level and wages have stayed 

in a mínimum level. Nowadays there is still power concentration in syndicates as the heritage 

of the institutions constructed in the corporativist years: even now they still enjoy the 

privileges at the expense of productivity paralysis in Mexico. 

The Labor Reform Bill of November 2012, under the mandate of Felipe, encompasses major 

changes to make Mexico's labor market flexible and incorporate modern statutes such as 

non-discrimination. Included in the 300 articles, there are provisions for the easing of hiring

and-firing of workers, establishing an apprenticeship system, establishing an hourly wage 

system, and regulating outsourcing. The labor reform also prohibits job discrimination based 

on sex, health, sexual preference, age, and disability. lt makes it illegal for employers to 

require pregnancy tests of their fema le workers and job candidates. The new law also makes 

it a federal offense to employ children under the age of 14. The reform also restructures 

Mexico's labor courts and incorporares the lnternational Labo~ Organization's (ILO) concept 

of decent work. 185 But ayear after its approval, the effects have become visible since Mexico 

is still below the efficiency of labor markets in advanced countries. Although Mexico has 

built a healthy structure for financing pensions through "Afore". the cost of controls excess 

and regulations in production are unsustainable, and the very limited economic freedoms as 

shown in the lndex, have had a clear deficient impact on economic growth in the last 

decades. 

18
~ Secretaría del Trabajo y Previsión Social. Nueva ley federal del trabajo. En: 

h llp://www .slps.gob.mx/bp/111 icrosit ios/rc forma_ laboral/re(_ lab. htm 1. 
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To these heavy regulatory burdens, it is added the enormous problem of the informal 

economy, which represents 57% of the work population. That means that around 28 million 

Mexican workers do not have any legal framework or social security. For this very reason, 

there has been made recently an effort in terms of labor promotion by the President Peña 

Nieto through the Programme for the Formalization of Employement (Programa para la 

formalización del empleo 2013), signed by the Mexican Institute for Social Security (Instituto 

Mexicano del Seguro Social) and the Ministry of Work (Secretaría del Trabajo), and the 32 

states that seek to formalize employment. The first phase aims to incorporate to formality 

200,000 workers that are now in conditions of informality. 186 

C.3. Monetary Freedom 

Monetary freedom combines a measure of price stability with an assessment of price 

controls. Both inllation and price controls distort market activity. Price stability without 

microeconomic intervention is the ideal state for the free market. 187 Mexico has increased its 

rate to 77.7 in terms of monetary freedom, now it is in the 64th place. Today Mexico has been 

doing very well in terms ofmonetary freedom, positioning itself as a world reference in terms 

of its macroeconomic stability. 

For the consolidation of monetary freedom, the autonomy of the Central Bank in 1993 was a 

crucial event. The objective of its independence was that the Central Bank would not be a 

subject of political pressures from governments. This independence prevents the use of 

monetary policy for political purposes; therefore it is not obligated to grant credits to 

financia] fiscal deficits. Its objective is the abatement of inflation and price control, "to 

ensure the stability of the purchasing power of the currency.'' 

At the time that the Mexican congress changed the status and mandate of the central bank, the 

nation's economy had been suffering periodic bouts of economic instability for many years. 

The 1970s through the mid- I 990s in particular were marked by episodes of high intlation, 

boom-and-bust cycles, and financia] crises. And after the new Bank of Mexico law went into 

186 
El Economista. (julio 2013) Arranca EPN cruzada contra empleo informal. En: http://cleconomista.com.mx/video/apoyo

cmpleo/20 13/07 /23/arranca-cpn-cruzada-con Ira-cm p leo-in formal. 
187 Thc l lcritage Foundation.(2013) lndex of Econornic Frí'edorn (EFI). 
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effect in 1994, the Mexican economy entered the throes of the so-called peso crisis. However, 

the changes to the monetary policy framework, along with greater fiscal discipline and the 

adoption of a more flexible exchange rate, soon bore fruit. 1\ otably, intlation fell to single

digit leve Is by the early 2000s. And in 2001 the Bank of Mexico fonnally adopted an 

intlation-targeting regime, which-outside of sorne temporary tluctuations-has succeeded m 

keeping intlation at around 4 percent. 188 

The improved monetary policy framework has helped to reduce Mexico's susceptibility to 

financia! crises. When the recent financia) crisis in the US and other advanced economies 

threatened to spill over to Mexico, the intlation credibility enjoyed by the Bank of Mexico 

allowed it to counter economic weakness by easing monctary conditions, even though 

headline intlation was running above its target range at the time. The Bank's rate cuts helped 

to stabilize the economy, and Mexican output returned to its pre-crisis leve! by late 2010. 

Strong countercyclical policy actions of this type were unlikely to have been feasible in 

Mexico a few decades ago; with little in the way of intlation-fighting credibility and an 

immature financial sector, the monetary authority in earlier years was often forced to respond 

to a crisis by tightening monetary conditions, rather than loosrning thern, in an effort to limit 

capital tlight, exchange rate depreciation, and increases in infü.tion". 189 

The Central Bank independence has contributed to Mexico's improved macroeconom1c 

stability over the past two decades. Nowadays the bank ha:, an important credibility and 

effectiveness, as it is able to make monetary policies based on its assessment of what is in the 

economy's long-run interest rather than in response to short-term political pressures. The 

benefits of a sound monetary framework are further enhanced when combined with good 

fiscal, regulatory, and trade policies. 

In democratic societies, the independence of the central bank is crucial and must be 

accompanied by accountability to the public and its representatives. In this regard, 

transparency is key. A long with transparency, the adoption of a target range for intlation, the 

regular publication of intlation reports and policy statements, and the timely release of 

188 Chairman Ben S. Bemanke. (Octobcr 14, 2013) At the "Central Bank lndependence--Progress and Challenges," a 
Conference Sponsored by the Bank of !vlexico, Mexico City, Celebrating 20 Years of the Bank of Mexico's lndependence. 
Board ofGovemors ofthe Federal Reserve System. 
189 /bid. 
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minutes of policy meeting, the Central Bank has been functioning well during the last years. 

Toda y the Mexican economy operates under conditions of reduced uncertainty, and investors 

and producers are better informed, therefore they can make better use of their resources and 

hence, they can create further growth opportunities and can improve the quality of life of the 

population. 

D. Open Markets in Mexico 

According to the EFI the trade-weighted trade- weighted average tariff rate is of 6.1 percent, 

and extensive non-tariff barriers increase the cost of trade. Despite a strong desire to attract 

more foreign investment, the investment regime is inefficient and hampered by violence and 

instability. The financia! sector has become more competitive and open in spite of the 

challenging global environment. Banking remains relatively stable, and foreign participation 

has grown rapidly. 190 

The area of open markets is a stronghold for Mexico, as it has increased in comparison to the 

last year. Mexico has good seores, especially in terms of trade freedom, which is the most 

important economic freedom that Mexico has. But still, Mexico has many challenges in terms 

of investment and financia! freedom. 

Thanks to neo liberal measures, there has been a greater degree of freedom in terms of the unit 

account stability, as in the openness to foreign trade; which are two key factors in the 

measurement of economic freedom. As the index records from 1995 until today, these two 

aspects have been important and positive for Mexico's development, (See Graph 6. Open 

Markets in Mexico ). 

190 Thc Hcritagc Foundation.(2013) lndex o/ Economic Freedom (EFI). 
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Graph 6. Open Markets in Mexico 

D.1. Trade Freedom 

- trade freedom 

- investment 
freedom 

-financia) 
freedom 

Trade freedom is a composite measure of the absence of tariff and non-tariff barriers that 

affect imports and exports of goods and services. The trade freedom score is based on two 

inputs: The trade-weighted average tariff rate and Non-tariff barriers. 191 

The EFI positions Mexico in the 66th place with a score of 80.6. The trade-weighted average 

tariff rate is 6.1 percent, and extensive non-tariff barriers increase the cost of trade. Despite a 

strong desire to attract more foreign investment, the investment regime is inefficient and 

hampered by violence and instability. 

Before trade liberalization in the productive sector, Mexico was based on a protectionist 

model: import substitution. 192 In this model the government imposed high import costs for 

goods and foreign capital, with the intention to manufacture in Mexico what is bought from 

abroad. This policy is contrary to economic logic, and it is unaware that production is not a 

phenomenon based on decrees, but that it is a result of a large incentive structure that arises 

from the interaction of millions of individuals. 193 In 1994 the process of trade liberalization, 

191 /bid. 
192 lmport substitution is a govemment strategy that emphasizes replacement ofsome agricultura! or industrial imports to 
encourage local production for local consumption, rather than producing for export markets. lmport substitutes are meant to 
generate employment, reduce foreign exchange demand, stimulate innovation, and make the country self-reliant in critica! 
areas such as food, defense, and advanced technology. In: http://www.businessdictionary.com/definition/import
substitution.html#ixzz2klByrGvz 
193 Salinas León R. & Peláez Gómez C. (2011) libertad económica en México: Visión y Evolución. Reporte de libertad 
económica para México 2011. P.19. (translation) 
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which started with the NAFTA, made a substantial transformation of the Mexican economy. 

During the past two decades the NAFTA has allowed Mexico to compete in the global 

market, and has multiplied the consumption and supply of the Mexican commerce. 194 Today 

Mexicans have access to a wide variety of products and better services, and consumers have 

more and better choices. 

Since NAFTA, the share of US imports from Mexico has increased from 7% to 12%, and its 

share of Canadian imports has doubled to 5.5 %. And in 2013 the exports amounted to 

approximately $370.9 billion of mainly manufactured goods, oil and oíl products, silver, 

fruits, vegetables,. coffee and cotton. The 78% of exports goes to the US. The imports 

amounted to approximately $ 370.8 billion, of mainly metalworking machines, steel products, 

agricultura! machinery, electrical equipment, automotive parts assembly, spare parts for 

motor vehicles, aircraft and planes. The 50.5% of imports come from the U .S., China 15 .5%, 

and 4.8 % from Japan. 195 As well, Mexico has free trade agreements with over 50 countries 

including Guatemala, Honduras, El Salvador, the European Free Trade Association, and 

Japan. Mexico negotiates more than 90% of its commerce through trade agreements. 196 

Facing the biggest global crisis of 2009, Mexico's GDP fell 6.2%, as the global demand 

for exports dropped, the asset prices tumbled, and the remittances and investment 

declined. In 2010 the GDP registered a positive growth of 5.6% with exports to the United 

States to a greater extent. By 2011 growth slowed to 3.9% and slightly recovered to a 4% 

in 2012. But despite global economy's difficult moments, in 2010 the Mexican economy 

registered a leve! of trading of 400 000 mi Ilion dollars, that was an unprecedented fact. 197 

Nowadays Mexican consumers can relish in the relative stability purchasing power of the 

Mexican peso, furthermore, Mexicans enjoy a greater variety and availability of goods to 

choose from. Mexican producers can make long-term economical calculations what have 

affected positively the increase of the direct physical investment; as well Mexicans have 

the opportunity to place products abroad. On the other hand, trade liberalization has led to 

high levels of imports and exports, investment, consumption, production specialization. 

194 !bid. P.19. 
195 The CIA Factbook. Retrived from: https://www.cia.gov/library/publications/the-world-factbook/geos/mx.html. 
196 !bid. 
197 !bid. 
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But access to markets, particularly telecommunications, techn·Jlogy and energy is limited, 

with almost no competitive opportunity. 198 

D.2. lnvestment Freedom 

In an economically free country, there would be no constraints on the tlow of investment 

capital. lndividuals and firms would be allowed to move their resources into and out of 

specific activities, both internally and across the country's borders, without restriction. The 

EFI positions Mexico in the 3ih place with a score of 70.0, which means that Mexico is well 

placed in the world ranking and is attractive to foreign investment. 

The 1993 Foreign lnvestment Law is the basic statute governing foreign investment in 

Mexico. 199 Mexico is open to foreign direct investment (FDI) in most economic sectors and 

has consistently been one of the largest recipients of FDI among emerging markets, and is 

also a party to severa! OECD agreements covering foreign investment, notably the Codes of 

Liberalization of Capital Movements and the National Treatmcnt lnstrument. 

Mexico's macroeconomic stability and its proximity to one of the largest markets in the 

world have attracted investors. Foreign investment in Mexico has largely been concentrated 

in the northern states close to the U.S. border where most maquiladoras are located, and in 

the Federal District (Mexico City) and surrounding states, where most headquarters are 

located. 200 

According to the Secretariat of the Economy, Mexico is currently the top destination for 

aerospace manufacturing investments in the world. Financia) services, automotive and 

electronics have received the largest amounts of FDI. Recently. Mexico's auto industry 

gained attention from investors as Mexico became the eighth world producer of automobiles 

in the world. Historically, the United States has been the main source of FDI in Mexico. In 

198 Salinas León R. & Pcláez Gómez C. (2011) Libertad económica en México: ViJión y Evolución. Reporte de libertad 
económica para México 2011. P.19. (translation) 
199 ·n1e law is consisten! with the forcign investmcnt chapter ofNAFTA. lt provides national (i.c. non-discriminatory) 
treatment for most foreign investment, eliminates performance requirements for most foreign investmcnt projects, and 
libcralizes criteria for automatic approval of foreign investment. It identifies 704 activities. 656 ofwhich are open l"or 100 
percent FDI stakes. There are 20 activities in which foreigners may only invesl 49 percent: 13 in which Foreign lnvestmenl 
National Commission approval is required for a 100 percent stake; live reserved 011ly for Mexican nationals; and I O rescrved 
for the govemment ofMexico. 
20ºBureau of Economic and Business Affairs (2013). lnves/ment Clima/e Statemen.' in Mexico. Retrivedform: 
h11p:llwww.state.gov/el eb/r/sl 01/m icsi20131204 6 9 3. htm 
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the first nme months of 2012, U.S. investors accounted for 49 percent of all FDI in 

Mexico. 201 Through ProMexico, federal and state government efforts, as well as related 

private sector activities, are coordinated with the goal of harmonizing programs, strategies 

and resources while supporting the globalization of Mexico's economy. From 2011, 

ProMexico attracted 104 investment projects totaling $13.52 billion, a 27% percent increase 

frorn 201 O. In the first quarter of 2012, ProMexico attracted 54 projects totaling $7 billion.202 

Approxirnately 95 percent of ali foreign investrnent transactions do not require government 

approval. 203 Foreign investments requiring applications and not exceeding USO 165 rnillion 

are autornatically approved, unless the proposed investment is in a sector subject to 

restrictions by the Mexican constitution and the Foreign lnvestrnent Law that reserve certain 

sectors for the state and Mexican nationals. 

Despite Mexico's relatively open econorny, a number of key sectors in Mexico continue to be 

characterized by a high degree of rnarket concentration. For exarnple, telecomrnunications, 

electricity, television broadcasting, petroleurn, beer. cernent, and tortillas feature one or two 

or severa! dominant cornpanies (sorne prívate, others public) with enough rnarket power to 

restrict cornpetition. The Mexican Congress passed sorne amendments to the law to 

strengthen the enforcement powers of the Federal Competition Commission (COFECO) in 

2011, but COFECO rernains weak relative to its OECD counterparts in terms of 

enforcement. 204 

Finally, what makes an econorny work is not the control of resources but their individuals 

risk to invest, experiment, and innovate. These key factors of economic development the 

essence of prosperity. The irnportant thing is not how rnuch is spent and how the investrnent 

is controlled, but the accumulation of hundreds, thousands or millions of individuals that 

201 !bid. 
202 ProMcxico in Bureau of Economic and Business Affairs (2013). lnves/menl Clima/e Statement in 1\,/exico. Relrivedform: 
/11 lp:1í'www.slate.gov/eleh!r/siolhrlics/20 l 31204 6 9 3. hlm 
203 U.S. and Canadian inveslors gcnerally receive national and most-favorcd-nation treatmenl in sclling up operations or 
acquiring lirms in Mexico. Exccptions cxist for investments in which the Government ofMexico recorded its intent in 
NAFTA to restrict certain industries to Mexican nationals. U.S. and Canadian companies have the right under NAFTA to 
international arbitration and lhc right to transler funds without restrictions. NAFTA also eliminated sorne barriers to 
investment in Mcxico, such as trade balancing and domestic contcnt rcquirements. Local governments must also accord 
nalional trcatment to investors from NAFTA countrics. 

~
04 

13ureau ofEconomic and Business Alfairs (2013). lnves/menl Clima/e Slalemen/ in Mexico. Relrivedform: 
hltp:!/www.state.gov!e!eb/r/siothriic.v20 l 31204693.htm 

83 



invest, produce and consume, which cause aclimate of wealth and generations of growth and 

prosperity. 

D.3. Financia/ Freedom 

Financia) freedom is a measure of banking efficiency as well as a measure of independence 

from government control and interference in the financia) sector. State ownership of banks 

and other financia! institutions such as insurers and capital markets reduces competition and 

generally lowers the leve) of available services. In an ideal banking and financing 

environment where a mínimum level of government interference exists, independent central 

bank supervision and regulation of financia! institutions are limited to enforcing contractual 

obligations and preventing fraud. Credit is allocated on market terms, and the government 

does not own financia! institutions. Financia) institutions provide various types of financia) 

services to individuals and companies. Banks are free to extend credit, accept deposits, and 

conduct operations in foreign currencies. Foreign financia) institutions operate freely and are 

treated the same as domestic institutions.205 

The EFI positions Mexico in the 40th place with a score of 60.0, which means that Mexico 

still has significant government interference. The central bank is not fully independent, its 

supervision and regulation of financia! institutions are somewhat burdensome, and its ability 

to enforce contracts and prevent fraud is insufficient. The government exercises active 

ownership and control of financia! institutions with a significant share of overall sector 

assets. The ability of financia! institutions to offer financia) services is subject to sorne 

restrictions. 

The decades of the 70's and 80's characterized the Mexican economy by inflation above 

150%, high fiscal deficits, capital flight, devaluations, bankruptcy, debts, and no growth. This 

generated a vicious cycle of devaluations and deterioration in the welfare of Mexicans. lt was 

a period of economic excesses that left Mexico with no :::redibility in the international 

markets. 206 The Mexican banking sector has strengthened considerably since the 1994 Peso 

Crisis left it virtually insolvent. Since the crisis, Mexico has introduced reforms to buttress 

zo; The Heritage Foundation. (2013) lndex of Economic Freedom (EFI). 
206 Salinas León R. & Peláez Gómez C. (2011) Libertad económica en México: Visión y Evolución. Reporte de libertad 
económica para México 2011. P.19. (translation). 
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the banking system and to consolidate financia! stability. These refom,s include creating a 

more favorable economic and regulatory environment to foster banking sector growth by 

reforming bankruptcy and lending laws, moving pension fund administration to the private 

sector, and raising the maximum foreign bank participation allowance.207 The bankruptcy and 

lending reforms passed by Congress in 2000 and 2003 effectively made it easier for creditors 

to collect debts in cases of insolvency by creating Mexico's first effective legal framework. 

And in December 2007, the Mexican Congress approved amendments to the Law of Credit 

lnstitutions (LIC) that included creating a new limited banking license and transferring power 

from the Mexican tax authority to the Banking and Securities Commission (CNBV), the 

. b k" 1 108 pnmary an 111g regu ator.-

The financia! sector has become more competitive and open in spite of the challenging global 

environment; the banking system remains relatively stable and foreign participation has 

grown rapidly. The financia! pro file of the banking sector has improved dueto the reduction 

in the problem assets brought about by write-offs, problem loan sales, and the conclusion of 

most debt-relief programs. These developments, combined with more stringent capital 

requirements, have contributed to an improvement in the leve! and composition of capital 

across the banking system, particularly among the larger institutions.209 

But the banking sector remains highly concentrated, with a handful of large banks controlling 

a significant market share, and the remainder comprised of regional players and niche banks. 

The Mexican Tax Authority has approved the opening of severa! new banks since 2006, 

including Wal-Mart Bank and Prudential Bank, but the sector's competitive dynamics and 

credit quality are still being driven by six large banks (Banamex, Bancomer, Santander, 

HSBC, Banorte and Scotiabank)-five of which are foreign-owned. 

The newcomers are mostly focused on the unbanked population and will present only limited 

competition to the group of old banks. Bank lending, especially consumer lending and 

mortgages, grew rapidly in 2005 and 2006, fueled by lower interest rates and historically low 

inflation.210 

Reforrns creating better regulation and supervision of financia! intermediaries, thus fostering 

ZO? 13ureau of Economic and Business Affairs (2013 ). lnvestment Clima/e Stalement in Mexico. Retrivedform: 
h11p:/ www.state.gov/e éb,ds Othrlics/2() I 320./693.htm. 
208 /bid. 
209 /bid. 
210 /bid. 
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greater competition, have helped to strengthen the financia) sector and capital markets. These 

reforms, coupled with sound macroeconomic fundamentals, have created a positive 

environment for the financia) sector and capital markets, which have responded accordingly. 

The implementation of NAFTA opened the Mexican financia) services market to U.S. and 

Canadian finns. Foreign institutions 211 hold more than 70 percent of banking assets and 

banking institutions from the U.S. and Canada have a strong market presence. Under 

NAFTA's national treatment guarantee, U.S. securities firms and investment funds, acting 

through local subsidiaries, have the right to engage in the full range of activities permitted in 

Mexico.212 

3.3 The State of Economic Freedom of the Mexican States 

The only effort to creating an Index of Economic Freedom in Mexican States (EFM) has been 

made by The Fraser Institute and it was included in the 2008 report of Economic Freedom of 

North America. 213 This index ranks the Mexican states using seven of the ten components 

included in the measurement of economic freedom for the United States and Canada. The 

2012 report includes measures of economic freedom for ali the 32 Mexican states between 

2003 and 2010. This big contribution can be used for analyzing the Mexican economy 

throughout time. 

Nevertheless, this index has measurement problems due to Mexico's significant 

heterogeneity across the states, which may not be compa-:ible with the national score. 

According to the authors, there are problems with the older data because it is not trustworthy: 

it shows inconsistencies throughout the years. Researchers were unable to find reasonable 

data for social security expenditures at the state level, government employment, and union 

211 foreign cntities may freely invest in government securities. The Forcign lnvcstrrcnt Law cstablishes. as a general rule, 
that foreign investors may hold 100 percent ofthe capital stock ofany Mexican corporation or partnership. except in those 
fcw arcas exprcssly subject to limitations under that law. Regarding restricted activities. foreign investors may also purchasc 
non-voting shares through mutual funds. trusts, otTshore funds, and American Depositary Receipts. They also havc the right 
to huy directly limitcd or nonvoting shares as well as free subscription shares. or "ll'' shares, which carry voling rights. 
Foreigners may purchase an interest in "A" shares, which are normally reserved for Mexican citizens, through a neutral fund 
opcrated by a Mcxican Development Bank. Statc and local govcrnments. and olhcr ~ntitics such as water district authoritics, 
now issue peso-denominated bonds to finance infrastructure projects. These securities are rated by international crcdit rating 
agencies. This market is growing rapidly and represents an emerging opportunity for U .S. invcstors. In: Bu rea u ol' Economic 
and Business AtTairs (2013). lnves/menl Clima/e Stalemenl in Mexico. Retrivedform: 
hllp:llwww.s/a/e.guvleleb/rls/01hrlics/2013/2046 9 3. hlm. 

212 üureau ofEconomic and Business AITairs (2013). lnvestmenl Clima/e Statemem in Mexico. Retrivedform: 
hllp:!/www.state.gov/e/eb/rlslothrlics/2013/204 6 9 3. htm. 
213 Karabegovié, Amela and McMahon, Frcd (2008) Economic Freedom of North America: 2008 Annual Reporl (Canadian 
Edition).The Fraser lnstitute Digital copy available from <http://www.fraserinstitut,:.org>. 
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density. lt is also difficult to determine what expenditures should be included in transfers and 

subsidies. The accounts of the Mexican government include a category called "Transfers, 

Subsidies, and Assistance"' in the state and local public finance repo1ts. However. since most 

of the expenditures originate from the central government, it is quite likely that sorne other 

expenditure should be included as well. 214 Another problem is the way in which payroll 

taxes for social sccurity are reported. also. the amounts at the state leve! could not be 

obtained. There are ciphcrs of national social-security tax revenues but the authors were 

unable get these from the state. so thcy calculated the national social-security expenditures as 

a perccntage or national GDP and assumed to be constant across ali states. 215 In the latest 

report. the measure of the GDP excludes oil extraction because it creates a distortion that 

docs not allow GDP to reflect the wellbeing of the citizens of a state since most of the gains 

f• ·1 . dº ºb d 1 116 rorn 01 cxtraction are re 1stn ute arnong t 1e states.-

By 201 O the index irnproved its calculation by adding three previously not included variables: 

union density, governmcnt employrnent. and corruption. The methodology of the current 

EFM was introduced in 201 O by Ashby. Martinez and Bueno, (See Table 7) 

' 1 " 
., 
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Area Comoonent Measurement 
Area 1 Co111ponent I A General Consumption 
Si ze ofGovern111ent Expenditures by Government 

as a Percentage of GDP 
Component I B Transfers and Subsidies as a 

Percentage ofGDP 
Area 2 Co111ponent 2A Total Tax revenues at all levels 
Takings and of govern111ent as a percentage 
Discriminatory ofG DP 
Taxati on Co111ponent 2B Top Marginal lncome Tax Rate 

and the lncome Threshold at 
Which lt Applies 

Co111ponent 2C lndirect Tax Revenue as a 
Percentage ofGDP 

Co111ponent 2D Total Value-Added Taxes as a 
Percentage of GDP 

"~ Bueno. i\vilia. i\shby. Nathan J. ami Dcborah Martincz.(2012) Economic Freedom ofthe i\fexican Sta/es in 2010. In: 
Economic f'rcedom ol"North i\mcrica. Thc Fras-:r lnstitutc. P.42. 
11; ¡¡,¡,¡_ l'.42. 
:1,, ¡¡,¡,¡_ l'.42. 
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Area 3 Component 3A Mínimum Wage Legislation 
Labor Market Component 3B Govemment Employment as a 
Freedom Percentage ofTotal State 

Employment 
Component 3C Union Density 

Area 4 Component 4A Impartiality of Judges 
Legal System and Component 4B lnstitutional Quality of Judicial 
Property Rights System 

Component 4C Trustworthiness and Agility of 
Public Property Registry 

Component 40 Corruption 
Table 7. The Index ofEconomic Freedom in Mexican States (EFM). The Fraser Institute 

The overall seores and rankings between 2003 and 201 O for the 32 Mexican states and the 

Federal District are displayed below. 

~ír~;\~1lltwÍi)~(~f~d!m'.~-~]Jl':.J..':;'.• rrtrr-, foiíl"'4I{Hb'ú' S:íx,ftcYi'i.'.· 1J1t1l ·, :· 
,;, ' ... t • / .. •• ,cl't,- ,. •¿ • -,.., - • • • - "' 

State Score Rank State Score Rank 

Guanajuato 7.98 1 Hidalgo 6.59 17 

Chihuahua 7.49 2 Morelos 6.59 17 

Baja California 7.38 3 Durango 6.58 19 

Querétaro 7.3 4 Campeche 6.15 20 

Nuevo León 7.23 5 Distrito 6.08 21 
Federal 

Yucatán 7.21 6 Zacatecas 6.04 22 

Coahuila 7. 18 7 Veracruz 5.97 23 

Puebla 6.98 8 Qt,tintana 5.96 24 
Roo -

Jalisco 6.92 9 Tabasco 5.96 24 

Sinaloa 6.89 10 Nayarit 5.94 26 

Aguascal ientes 6.87 11 Guerrero 5.64 27 

México 6.84 12 Colima 5.6 28 

Michoacán 6.79 13 Oaxaca 5.35 29 

San Luis Potosí 6.79 13 Chiapas 5.34 30 

Sonora 6.69 15 Tamaulipas 5.34 30 

Baja California 6.61 16 Tlaxcala 5.26 32 
Sur 

Table 8. Summary ofEconomic Freedom Ratings lbr Mexico, 2011 
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Graph 7. Economic Freedom in the Mexican States. Overall Seores, 2003-2010 

Guanajuato (7.98) ranked the highest in economic freedom, followed by Chihuahua (7.49) 

and Baja California (7.38). The states with the current least economic freedom are Tlaxcala 

(5.26), Chiapas (5.34), and Tamaulipas (5.34); the Federal District (6.08) positioned in the 

21st place.217 

Guanajuato ranked the best due to its relatively low govemment employment, relatively 

strong judicial institutions, and low union density. A more trustworthy property-rights 

registry, lower unionization, and lower govemment consumption helped Chihuahua to rank 

second. Chiapas scored poorly mostly because of the significant transfers and subsidies, and 

the poor quality of the judicial system. Tlaxcala's penultimate position was dueto its judicial 

217 Distrito Federal is included in the curren! construction. However, one should consider it to be similar to the District of 
Columbia because it does no! have as many levels ofgovemment, which is atypical ofMexican states, nevertheless, given its 
importance in terrns ofpopulation size and GDP, it is necessary to include it. 
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system, and high transfers and subsidies. 218 According to the EFM's data, sorne of the 

Mexican states highlights are: 

In terms of the size of government (Area 1 ), the states that en~oy more economic freedoms -

because the their local governments are limited- are Nuevo León, Distrito Federal, 

Aguascalientes, and Coahuila; and the least free with bigger local governments are Oaxaca, 

Guerrero, Tabasco and Chiapas. 

The general consumption expenditures by government as a p,.!rcentage of GDP (Component 

1 A), which relates to the size of government, as it expands, allow less room for private 

choice. While government can fulfill useful roles in society, there is a government's tendency 

to undertake superfluous activities as it expands. Nueve, León, Distrito Federal and 

Aguascalientes are the states that allow more private intervention, while Oaxaca, Tabasco 

and Chiapas are subjected to more government expenditures. 

According to the transfers and subsidies as a percentage of GDP (Component I B), when the 

government laxes one person in order to give money to another, it separates individuals from 

the full benefits of their labor and reduces the real returns of such activity. These transfers 

represent the removal of property without providing a compensating benefit and are, thus, an 

infringement on economic freedom. 219 Distrito Federal, Nuevo León and Coahuila are the 

freest in transfers and subsidy, while the federal government restricts Guerrero, Chiapas and 

Oaxaca. 

In terms of the takings and discriminatory taxation (Area 2), sorne form of government 

funding is necessary to support the functions of government, but as the tax burden grows, the 

restrictions on private choice increase and thus economic freedom declines. Taxes that have a 

discriminatory impact and bear little reference to services received infringe on economic 

freedom. ·'High marginal tax rates discriminate against productive citizens and deny them the 

fruits of their labor" .220 

218 Bueno, Avilia. Ashby. Nathan J. and Dcborah Martinez, (2012) Economic Freedom ofthe Mexican Sta/es in 20/0. In: 
Economic Freedom ofNorth America. The Fraser lnstitute. P.42. 
21 '> Gwartney. James: Lawson. Robert. et al. Economic Freedom of the World: /996 Annual Reporl. P.30. 
220 //¡je/. p .30. 
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The total tax revenues at ali levels of government as a percentage of GDP (component 2A) 

are supported by Distrito Federal, Colima, Nuevo León and Tamaulipas, which pay more 

taxes and support the federal expenditures, while Guerrero, Tlaxcala, Durango and Chiapas 

pay much less. The indirect tax revenue as a percentage of GDP (Component 2C) becomes 

mainly from Distrito Federal, Zacatecas and Quintana Roo; while Yucatán, Tlaxcala and 

Durango attract the less revenues. Finally, the Total Value-Added Taxes as a Percentage of 

GDP (Component 2D) is collected mainly in Distrito Federal, Tarnaulipas and Colima. 

With respect to labor rnarket freedom (Area 3), regulations restrict entry into markets and 

interfere with the freedom to engage in voluntary exchange, therefore, they reduce economic 

freedom. The minimum wage legislation (Component 3A) signifies that high rninimum 

wages restrict the ability of employees and employers to negotiate contracts to their liking. In 

particular, minimum wage legislation restricts the ability of low-skilled workers and new 

entrants to the workforce to negotiate for employment they might otherwise accept and, thus, 

restricts the economic freedom of these workers and the employers who might have hired 

them.221 The states that enjoy better wages are Distrito Federal, Campeche, Querétaro and 

Nuevo León, while the states that are more economically restricted according to their wages 

are Sinaloa, Durango and Chiapas. 

The government employrnent as a percentage of total state ernployment (Component 3B) 

decreases economic freedom. as government employment increases beyond what is necessary 

for government's productive and protective functions. 222 Certainly, Government is using 

expropriated money to take an amount of labor out of the labor market. The states with more 

bureaucracy are Baja California Sur, Campeche and Distrito Federal, while the states with 

less are Puebla, Guanajuato and Jalisco. 

Un ion density means that workers should have the right to forrn and join unions, or not to do 

so, however, laws and regulations governing the labor market often force workers to join 

unions when they would rather not. They also permit unionization drives where coercion can 

be employed (particularly when there are undemocratic provisions such as union certification 

without a vote by secret ballot), and may make decertification difficult even when a majority 

111 lhid P.30. 
"' --- lhid. P.30. 
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of workers would favor it. 223 The Mexican states that are freer to unions and syndicate 

difficulties are Guanajuato, Hidalgo and Aguascalientes; and the states with bigger problems 

with unions are Tamaulipas, San Luis Potosí and Nuevo León. The Federal District stands 

out positioned as the i 11 free state from union disruptions, taking into account its magnitude 

and its multiple problems in the labor sector. 

As for the legal system, property rights (Area 4), according to the index, the states that enjoy 

the impartiality of judges are Guanajuato, México, San Luis Potosí and Michoacán. The 

worst judicial systems are in Veracruz, Jalisco, Puebla and Tamaulipas. The states that have 

must trustworthiness and agility of public property registry (Component 4C) are Chihuahua, 

Zacatecas and Nayarit, while the states with less trustworthiness in public registries are 

Tlaxcala, Durango, Chiapas and Distrito Federal. The less corrupt states are Baja California 

Sur, Durango and Nayarit, while the more corrupt (Component 4D) are Distrito Federal, 

Estado de México, Guerrero ancl Oaxaca. 

In 201 O, Guanajuato, Chihuahua, and Baja California ranked highest in economic freedom in 

Mexico; while Tlaxcala, Chiapas, and Tamaulipas had the lowest levels of economic 

freedom. lndividuals in the freest states have also the higher wages than those in lower 

quintiles. The results of the EFM are tied up to the reality of GDP by regions, the richness in 

the north and the poverty in the south of Mexico. 

Just to see an approximation, according to the Quality of Lifc lndex 2012 (Índice de calidad 

de vida INCAV, 2013), which, in a way, works as a comparison reference to explain the 

wellbeing that is enjoyed by Mexican citizens in the 32 states. The INCA V measures the 

perceptions of citizens on the following I O variables: housing prices, schools, mobility, air 

quality, entertainment centers, living environment, welcome to newcomers, museums and 

historical sites, natural beauty, improving on previous years and perception of other cities. 

The ratings are not based on the performance economic data of the urban quality of life, 

services or performance authorities. But it serves as a cornparison to the quality of life 

perceived by Mexicans. The following I O cities are at the top in the ranking of quality of life: 

1. Querétaro, 2. Monterrey, Nuevo León. 3. Mérida, Yucatán, 4. Colima, 5. La Paz, Baja 

California, and 6. Distrito Federal. 

223 /bid. P.30. 
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4. Conclusions 

Modem growth theory has revealed the importance of economic freedom as a determinant 

aspect for economic growth and prosperity that allows people to have a better quality of life. 

Economic growth manifests the expansion of the productive forces, such as the labor force, 

capital, production, and sales and trade, nevertheless, it depends on the quality of their 

political and economic institutions. For govemments and institutions have to do with creating 

the conditions for growth. In this sense, any country can achieve economic freedom. As 

revealed by the index of economic freedom, the countries that have more level of economic 

freedom are the most prosperous. 

In 2013 Mexico has been cataloged by The Heritage Foundation as a "mostly free" country 

with a score of 67.0 and ranks in the 50th place, out of 185 countries. This means that Mexico 

has big challenges for positioning as an economically free country by achieving its inner 

economic liberties. 

lt is a fact that during recent years Mexico has had significant improvements in sorne 

economic freedoms. Actually, Mexico is doing a good job securing the open markets by 

means of a strong trade freedom, a big network of trade agreements, and by being the first 

commercial partner of the US. The investment freedom has increased, therefore, Mexico is 

attracting more attention from the world investors; not to mention that there have also been 

policies to promote a more dynamic prívate sector. Neve1theless, the weak side of the open 

markets is the lack of financia! freedom because the government exercises active ownership 

and control on financia! institutions. 

In terms of regulatory efficiency, Mexico has strengthened the business freedom by allowing 

the necessary conditions for entrepreneurship and by giving more options to the inner market. 

Furthermore, the monetary freedom is a strong field derived from the good and independent 

performance of the Central Bank, which has contributed to Mexico's macroeconomic stability 

by securing the stability of prices and the rates of inflation. According to labor freedom, the 

Mexican government is taking steps toward the increase of flexibility in the labor market, 

which is now opening more options for employment trough outsourcing and by easing th, 
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hiring and firing procedures of workers. Mexico approved the labor reform in 2012, but there 

are still many issues with syndicalism and unions that should be dealt with. 

Mexico is not very well rated in the area of limited governmcnt. In terrns of fiscal freedom, 

Mexico has one of the lowest tax collection compared to other OCDE countries, which does 

not allow the state to achieve its main functions. The latest fiscal reform broadens the tax 

base to get more resources for the state, but the efforts to make the collection fairer and to 

properly use the resources in programs for the sectors that need it the most, are left to 

political considerations. In terms of government spending, the resources of the state are a 

countercyclical tool to boost growth in the short term, but thc increase in public spending is 

not sustainable in the long term. There must be an actual restructuration of public spending, 

rather than an inertial growth of the budget that keeps punishing the middle class. 

However, Mexico 's main problem is the defective observance of the rule of law, which has 

an enormous and negative effect in every area of society, economy and politics. Mexico is 

lagging in terms of law enforcement and strengthening of thc legal framework. The judicial 

system remains vulnerable to political and private pressures, and property rights are not 

strongly protected. Corruption is a very manifest activity that undermines institutions, in 

which bureaucrats and politicians originate excessive and indficient regulations that harms 

privates, which with comes high costs on investment and development. lt is the fear and the 

risk of foreign investors and entrepreneurs to create new business in a country that lacks law 

enforcement, in which there are many bureaucratic procedures that undermines the private 

projects. 

The results of the index give a genuine approximation of the economic reality of Mexico, as 

it coincides much with the progress and shrinking that Mexico has have in terms of economic 

liberties during the last decades. But the provided data does not explicate the whole 

environment of economic freedom that Mexico has been reached. This means that economy 

cannot be separated from political and social matters. The economic reality cannot be 

assumed without the understanding of the historical heritage of the Mexican institutional 

structures that have shaped Mexico since the Revolution and during the era of corporatism, 

which have adapted to the new patterns of liberalization, fn:e market, and democratization; 

the outcome are the man y contrasts and inequalities of the country. 
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Mexico is far from achieving its real economic potential, as it does not conceive that the 

processes of economic growth involve institutional changes. This is partly because of 

restrictions that remain today from its past: the arduous struggles of interests between power 

elites that have remained in power and that are still in control by making economic and 

political decisions that guide the direction of Mexico's future. 

The actual status of economic freedom in Mexico has ups and downs in the vanous 

categories of the index. In despite of the advances in sorne areas, Mexico has not yet reached 

the full path for generating more economic opportunities and development. The overall 

performance of Mexico in modern times is far below its potential. As analyzed in this paper, 

freedoms enable growth, and freer societies can also build greater prosperity, therefore, a lot 

remains to be done in Mexico. 
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