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The EU anis Neighbours: Challenges for Economic Freedom

1. Introduction

The 201%edition of the Economi€reedom of the World Reporhas a special relevance.

First, it includes the results of the Economic Freedom Index calculated on 2009 data, and it allows a
first assessmenof the impact of the crisis on the levels of economic freed@mwerall,economic freedom
decreased and the average score fell to 6.64 in 2009, the lowest in nearly three decades, from 6.67 in 2008.
The worsening of the institutional environment is partanly relevant for theWestern countries, whose
governmens tried to contrast the crisis through a wide range of interventions. The United States
experienced one of the largest drops, fallingthe 10" place overall fronthe 6" in 2010. The European
Union, and particularly the countries that were hit more hardly by the financial crisis, experienced a similar
decreaseThe first focus of this report will therefore be the analysis of the impact of the crisis on the scores
obtained by the EU countries.

Secad, we noticed, within the EU, that some of the Eastern countries performed relatively better
during the years of the crisis, and reached acceptable levels of economic freedomodsisot apply any
moreif one crosses the borderd the EU. The Easteneighbouing countriesare still stacked to low levels
of economic freedom and show a weak institutional background. The second focus of the report will
therefore be on the analysis of the results obtained by these countries; the gaps with the performances
obtained by the Eastern European countries that joined the EU will be analyzed.

Finally, during the last months other European neighbours (the countries or&ththern shore
of the Mediterranean Sea) were involved in a series of revolts and instialtionanges. The former
regimes were able to establish a certain level of economic freedom; however, further improvements were
unrealistic with the corrupted government systems that were ruling these countries. The changes in the
institutional setting in BEgpt and Tunisia, and the promises of reform by the Moroccan king might have an
impact on the evolution of economic freedom. However, it is still too darlgredict whether this impact
will be positive or negative. The third focus will be on these coesitiand the results concerning economic
freedom during thdast decade will be discussed.

The institutional background of a country, and economic freedonprimis is crucial in order to
determine its competitiveness and its ability to attract investmerdong the report we will therefore
analyze the relationship among the Economic Freedom Index, the Global Competitiveness Index (developed
by the World Economic Forupagnd the Doing Business Index (calculated by the World Bank).

The Economic Freedom did World Indexneasures the degree to which policies and institutions
are supportive of economic freedonit. uses 42 different measures to create an index ranking countries
around the worldon the basis opolicies that encourage economic freedom. The epstones of economic
freedom are personal choice, voluntary exchange, freedom to compete, and security of private property.
Economic freedom is measured in five different areas:

. Size ofGovernment

. LegalSructure andSecurity ofProperty Rghts
. Access toSound Money

. Freedom toTrade Internationally

. Regulation ofredit, Labor,and Business

The construction of EFW index is based on two important methodological principles. First, objective
components are always preferred to those that involve syssor value judgments. Second, the data used

iD. Gwartney, R. Lawsand J. Hall with-B. Chauffour and M.D. Strougconomic Freedom of the World: 2011
Annual ReportVancouver,TheFraser Institute 2011.
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to construct the index ratings are takdérom officialsources such as the International Monetary Futin,
World Bank, andhe World Economic Forum

In order to achieve a high economic freedom rating, a countust provide strong protection of
privately owned property, effective enforcement of contracts and a stable monetary environment. It must
also keep taxes low, refrain from creating barriers to both domestic and international trade, and rely on
markets rdher than on the political process to allocate goods and resources.

The Global Competitiveness Index is a highly comprehensive index for measuring national
competitiveness. Itians at providing benchmarking tools for business leaders and policymakersnitifyd
obstacles to competitiveness and stimulate discussion on the best strategies to overcome them.

It is calculated through a weighted average of many different components grouped into 12 pillars
of economic competitiveness: institutions, infrastructureacroeconomic environment, health and primary
education, higher education and training, goods market efficiency, labor market efficiency, financial market
development, technological readiness, market size, business sophistication and innovation. While th
results of the 12 data points are reported separately (because such details provide a sense of the specific
areas in which a particular country needs to improuhey are not independent: they tend to reinforce
each other, and a weakness in one area&nfhas anegative impact on other areas.

Additionally, these pillars affect the economic performances of the countries in different ways,
according to their stages of development, and therefore a different weight is ghem for countries in
different stage of development. The identified stages are:

. factor-driven economies. It is the first stage of development, in which competition is based on
unskilled labor and natural resources

. efficiencydriven economies, based on higher education and training and characterized by efficient
goods markets, wkfunctioning labor markets and developed financial markets

. innovationdriven, countries characterized by the most sophisticated and innovative production
processes

The Doing Business Report is an annual benchmarking of the regulations that enhamesdus
activity and those that constrain iThe Doing Business Index includes quantitative indicators congern
economic environment and protection of property rights for 183 economies, taking the perspective of
domestic,mainly SMEs;ompanies and measing the regulations applying them through their life cycle.

Economies are ranked on the basisrfie areas: starting a business, dealing with construction
permits, registering property, getting credit, protecting investors, paying taxes, trading doooders,
enforcing contracts and closing a business. In addition, data are presented for regulations on employing
workers and for a set of pilot indicatqgrsuch as the time required in order tget an electrical power
connection These indicators are udeto analyze economic outcomes and identify what reforms have
worked, where and why.

This report was developed for the Economic Freedom of the World Network annual meeting 2011, hosted in
Torino bythe Centro di Ricerca e Documentaziofje dzA 3 A 9 AdyspodsRrec BUnidredit and
Fondazione C.R.T.

The voluméis organized as follows. Chapter 2 discusses the challenges that the three areas are facing in
this historical period. Chapte3 analyzes the recent trends concerning economic freedom. Chapter 4
includes detailed country tables.

#Where not differently specified,ata in the volumerefer to the last edition othe different reports used as
sources. In particular, data on Economic Freedomaattd borrowed fromthe Global Competitiveness Indesfer to
2009,while data onDoing Business refer to 2011.
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2. Economic Freedonithree Areas, Thre€hallenges

The three areas considered in our report are facing different challenges. tAérofwill be crucial to
determine the mediurdongterm level of ecoomic freedom that will prevail in thanalyzed countries.

The EU igonfronting the current crisis through a wide set of government interventions. These
interventions are weakeningoveralleconomic freedonperformances The challenge witherefore be, for
European countries, to get out of the crisis reducagyfar as possiblthe negative impact on economic
freedom.

Eastern European countries will facelifferent critical challenge. While most Eastern countries that
joined the EU impraed ther level of economic freedom during the last two decades, countries beyond the
border are still performing poorly, especially in some areas of analyk&efore, the challenge these
countries will face will béhat of engaging on the path towar@sm improvement of the institutional setting
and of the performancesunder this perspective

North African countries are going through relevant institutional changes. It will be interesting to see
how these changes will affect their economic performance thdt level of economic freedom.

Thischapter briefly analyzes these three challenges and discusses the possible evolutions that we
might expect.The following chapter discusses, for each area, the main evidence concerning economic
freedom.

The EU, the csis and economic freedom

The last five years did not represent a faxable period for what concerns economic freedonthe
European Union.
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Graph2.1
Economic Freedom changes (26R609)
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As shown in the graph, only eigbtit of 27 countries experienag an improvement in the economic
freedom scoreThe majority of these is represented by Eastern European countified are performing
relatively well inthe various areas of analysis.

The countries that lost more ground on this respect are the oneswmae hit morehardly by the
financial crisis: Ireland and Greece. Spain, that in the previous decade had gained many positions, lost
ground and it is no more the positiease studgit had been in the pasttaly obtains a lower score in 2009
than in 20® notwithstandingan already weak starting positiofihe Lhited Kingdom still the first country
at a European levelposesabout 0.4 pointsn absolute values.

During the last year (2008009), Greece, Ireland and Portugal lost respectively eight, feartad
six positions in the global ranking. Rca passd from being 34 to being 42°. Germany on the other
hand, performed quite well and gainddur positions, ranking Z1in 2009.

The interventions that the varies governmens undertook in order to face the economic crisis
reduced economic freedom at leaisttwo ways Onthe one hand, European governments increased public
spending and incurred budget deficits in order to stimulate demand and, in some cases, to save troubled
financial institutiors. On the other hand, in order to prevent neepisodes such as those thadl¢o the
current crisis, tougher regulatioespeciallyon financial narkets, have been put in place.

Europeancountries should be aware of the importance of exiting the crisis andoresin a
reasonabldapseof time, the previous economic freedom levels.

7
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Countries with a higher level of economic freedom wémefact able, on average, tdace the
consequences of the crisigetter, and there is a positiveorrelation between the scog in the Eonomic
Freedom Index and the growth of GDP thought the years of the downturn (and up to 2010). In the long
term, this relationship should be more marked. In the short tegoonomic freedom entails a certain
degree of flexibility that might alsemphasize the effects of the slowdoywvhile in the long term,vice
versa,the positive effect of a good institutional environment shoaldaysprevail.

Moreover, as it will be shown in the followinthapter, there is a positive correlation between
econanmic freedom, competitiveness and the conditions for doing business.

It is therefore mportant to understand in which area the European countries lost ground under this
point of view, and whether this trend will be reversed in the next years. Chapter gzasathe first issues,
discusig the recent trends observed within European countries and ugithgrlsome of the causes that
led to the worsening of the average performances. But only the observation of future datalleiito
answerthe second, and magritical, question

Eastern countries, is a path to economic freedom posstble
Eastern countries are facing a radically different challenge. The issue, for these countries, is not to

maintain economic freedom notwithstanding the crisis, but @¢nter the path to economic freedm
seriously for the first time in their history.

Graph 22
Economic freedom, a look to thEast (2009)
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The graph shows economic freedom in the Eastern European countries that joined the EU (to the
left) and Eastern European couies at EU bordefto the right) Countries that joined the EU reached
a good level of performances, and obtaghscores between 6.68 (Slovenia) and 7.56 (Slovakia). Cauntrie
at the European border are stkedat a lower level of economic freedom. Withetlexception of Albania,
that reaches a 7.32, their scoreengebetween 5.7 (Ukraine) and 6.55 (Russia).

What are the sources of the weakrsesfthis clusterof countries?Asthe analysis in the following
chapter will clearly point out, the Legal Structu(eith a low independence of the judicial, scarcely
independent courts and weak protection of property rights) and the Size of Government (with a high level
of transfers and subsidies and the presence of many government enterprises and investment) represen
the two main weaknesses.

After a period in which all of these countries experienced a positive improvement, the positive trend
has almost stoppedh the last five years.
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Graph 23
Changes in economic freedom levels, 268309
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As shown in the graph, ith the exception of Serbia, that increabés scoreof more than half a
point, the countries analyzed showed very slight increases in economic freedom (despite the non excellent
starting point). Furthermore, Moldova experienced a worsening of the absolalue of the score
obtained.

As underlined by Boris Begovic, President of the Center for LiDerabcratic Studies, for the case
of Serbia (see next chapter), notwithstanding an encouraging periotheatbeginning of last decade,
characterizedoy privafzation of the state owned enterprises, foreign trade liberalization and streamlining
and simplification of the tax system, the implementation of reforms leading to economic freedom was
largely incomplete. There were small, if any, improvementareaslike government, judicial system and
protection of private property rightaand a general reform dhe public sector was missing.

The same picture might describe almost all the countries in this cluBterefore, the challenge that
the countries in this ea will face in the next years wie to begin a roadmap towardsigher leve$ of
economic freedom in order to create better conditions for the development of entrepreneurial activities.
However andas we have seen, th@nditionsare not very promising

Arab spring and economic freedom

The third challenge concerning economic freedom is the one faced bgotnaries on theSouthern
shoreof the Mediterranean Sea.

The average level of economic freedom in these countries increased duringighiées andthe
nineties. Dictatorships that were ruling these countries implemented some economic reforms that
improved the background and created thenditions for a certain growth.

The fact that some economic reforms were pursued before political ones is nothy itself,
negative. As some contributions in the literature showezbuntries that open their economies before
opening their political systems, usually obtain better performances and maintain higher growth rates
than the ones that follow the opposite ga This is due to the fact thatf property rights are well
established and the level of income peapita is acceptablbeforethe political system is reformed, the risk

® SeeF. Giavazziand G. Tabellini,6Economic and Political Liberalizatiéngournal of Monetary Economijcs2
2005,pp. 12971330
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of engaging in high level of transfersdaporkbarrel projects is lower when theagsage to democracy
occurs.And, in fact,in these countriesncome per capita was growing at an acceptable rate, as shown
in the graphbelow.

Graph 24
GDP per capitdPPP constant valug@s19862009
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However, as it will be pointed éun the following chapter, the trend toward higher level of
economic freedormalmost stopped during the last five yeaM/ithout aminimum degree of democracy,
corruption and the need to maintain stability through a high level of public spending prevailed on ttie nee
for further economic reforms.

Graph 25
Changesn economic freedom levels, 2068009
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As shown in the grapfall the countriesin the clusterdecreased their levels of economic freedom.
This decrease was very small in absolute value for Egypt, Tunisia anddglobut was quite relevant for
Algeria, thatdst almost half a point.

The Arab spring led to a regé change in Egypt and Tunisia angtomise of reforms in Morocco.
Algeria, on the other hand, was not deeply involved.

However there are at least thre elements that make the future of economic freedom in the Arab
countries quite uncertain:

10
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. it is not clear this is somewhabbvious in a rapidly evolvingnvironment what will be the real

nature d the regimes that will ruléhese countries. Will Egypt and Tunisia really be able to establish

a full democracy, and how long will it take? WilK S NBXF¥2NXa LINBYAA&ASR o08&
effective? Will Algeria be involved in simithevelopmensin the future?

. As pointed out byMohammed Nosseir, Chair of the Secretariat of International Relations and
member of the Political Bureau of the DemautaFront Party (see next chapter), the round of
liberalizations that took place during the first years of the last decade was characterized by a high
degree of corruption, and therefore citizens do not have a good perception of liberalization
processes

. The new governments that will rule Tunisia and Egypt, and the regimes that are still in power in
Algeria andMoroccg will search more than in the pasta wide popularconsensus.nl order to
pursue this objective, they will probably increase the leverafisfers and engage in social policies
that will increase the size of the government

These issues will be crucial for the futuocd the countries on theSouthern shore of the
Mediterranean.As the next chapter will show, there is a certain degree ofetation among economic
freedom, competitiveness and the ability to be appealing for the eishirient of business activities.

It is therefore important, in order to attract foreign direct investments and to allow local
entrepreneurial activities to recoveto improve the institutional qualityto maintain acceptable levels of
economic freedom andif possibé, try to restart a positive trend such as the one experienedhe
beginning of the last decade.

11
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3. Area Analysis

This chapter analyzes the mainvaence concerningcconomic FFeedom and competitiveness in
the three relevant areasEuropean Union (and candigacountries), Eastern Europend North African
countries.

Economic Freedom in the EU

Macroeconomic environment

The single market is one of tie! Q& YIF Ay | OKAS@SYSydasz FyR AlGa
people, goods, services and capital) are worth defending. Nevertheless, the European Union is not a
homogeneous area: a twspeed Europe has become an economic reality, especially withiautearea
relying on trust that each member will run sound public finances

When trust breaks down, integration is in trouble. The later confidence crisis, triggered by the severe
financial difficulties of the Greek, Irish and Portugal governments, isreong this general belief, putting
AyG2 l[jdzSaitAazy GKS 9 dzNidci$he gingle ¢lkeBoy.Qa | 0Af AGE G2 1SS

Policymakers should adopt aardinated strategy to bost growth, with two priorities.

. First, a recalibration of fiscal policie&dditional effort should be devoted to put in placgreater
reforms that will improve the public finances over time without slamgntno hard on the brakes
today.

. Second, a big push on supgigle reforms. Agint commitment to productivityboosting measures,
such as cutting trade baears or getting rid of exceseegulation would benefit the Member
Countries

In conclusion, the global economic crisis has hit a number of European countries particularly hard,
leading to rising unemployment, plunging demand, and, in some cases, concerns about the sustainability of
sovereign deht
Recent trends concerningconomickreedom

In this section we will analyzBconomic Freedom in the European Union. In particyldine 27
sovereign Member States will be considered.

12
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Graph 3.1
Economidtreedom in the European Union (2009)
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The graph shows thEconomicFHeedom scores obtained by the EU countries in 2009. The average
score (7.25) is well above the results recorded in tHeeotareas considered in this report. United Kingdom,
with a score of 7.71, reaches th& @osition at a worldwide level, being the best performer; vieesa,
Greece, ranking 8iglobally, is the worst player with a score of 6.55.

The Size of Governmengpresents the most critical area of analysis, both considethe EUand
the Euro zone. Only few countries (Bulgaria, Cyprus, Lithuania, SlovakliBeRomania and Hungary)

13
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reach sufficient/passable marks. A high level of government consumption angindicant presence of

transfers and subsidies as a share of GDP represent the main reasons of this unsatisfying performance. As a
consequence, the extent to whicBU countries rely on personal choice and free markets rather than
government budgets and fitical decisioAmaking is remarkably improvable.

For what concerns théegal Sructure, we observe mixed results. Qhe one hand there are few
troubled situations: justfour (Romania, Italy, Greece and Bulgaria) out2@fcountries obtain a non
sufficient result. On the other hand, the Scandinavian countries (Finland, Denmark, Swedet)er with

Austria and Germanyare the best in this areathanks to outstanding scores in the following variables:
Security ofProperty Rights, independent judiciaryral impartial cours.

In the field concerningiccess tdSound Money the judgments recordeacross the entire 27 Bmber

9iFiSa FNB NBYFINJlIofeé KAIKEZ

gA0K GKS

f26Sai

objective of maintaining price stdly, avoiding inflationhas given, up to now, good results.

Good perfemances are observed concerninge@dom to Trade, thanks to low tariffsa significant
size of the trade sectarn averaggSlovakia topped the list), easy clearance and efficient adtnation of

customs and few controls on the movement of capital.

As far as the area Regulation @kdit, Labor andBusinesds concerned)imited variationsacross
countries are observed. Only two nations, Greece and Portugal, reporsuificient scoes, due to

INI R

voluntary exchanges restrictions. In contrast Denmatrk, Lithuania, Bulgaria, Estonia and Belgium topped the

list, obtaining good scores.

A historical perspective

The graphs show the trend BEconomicHeedom since 1970 for the countries considérelustered

according to their joining date.

Graph 3.2
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Graph 3.3
The first enlargement (1970-86)
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Someclearly identifiableérends emege from these graphs:

. Most Eurogan countries recorded a shagrowth in Economic Freedom from 1980 to 2000,
followed by alimited decrease. Finland, Austria, Portugal, Denmark, France, Germany and the
Wi g St MeMbeng &a@the exceptions, showing an upward trend until42B0D5. Overall, while

in 1980 the countries for which the scores are available obtained results between 5.52 (ltaly) and
7.84 (Luxembourg), in 2009 (the last year for which data are available) all the countries in the area
scored between 6.55 (Greece) and'1 (United Kingdom)

. The ranking among countries changed considerably along the last four decades. Luxembourg,
that was topping the list in the eighties, lost ground and is now behind the United Kingdom,
Finland, Slovak Raplic, Denmark, Estonia, Cyprus and Austria. RamaBulgaria and Poland have
recovered in the last decades much of the ground lost during the communist era

. The countries of Central anc&ern Europe, that joined the Eldtely, generally obtain fairly good
performances (between 6.78 and 7.41)

The EUnveaknesses, mentioned above, were clear since 1995, the first year for which data for all the
countries in the cluster are available. Regarding Bivmension and theRole of the Government in the
EO2y2Ye O0GKS YIFAY WTI dzf (i Ontrids war& shawihd noiSsBficiEnt grades, mvithcpp |
the exception of Cyprus (6.21). During the period 29089 the major improvements have been recorded
08 GKS WwWySg SyiNRSaAaQd Ly LI NIAOdZ | Mave rhale2cgnisidtentw S LIdz
enhancementsViceversa Latvia, Malta and Estonia worsened their marks in this area of analysis, and they
do not reach sufficient grades (similarly tothk EUfounders in the last year). As far as Italy is concerned,
we can observe an overall score uading (5.27 vs. 3.75), withbany relative position change.

For what concerns the areéccess toSund Money, where theEUis performing remarkably well
(weighted average: 9.55), the analysis should be spiit two clusters. The firstmade up by theEU
founders and first enlargerslisplaysoutstanding grades throughout the period under consideration. The
second formed by the novel Mmber Sates from EasterrEurope, exhibits a gradyabut significant,
increase between the years 192009. In particulatwo countries, Estonia and Lithuania, have been object
of first-rate growths across the period 192800.

As far as thdegal Sructure and the Security of Property Rights are concerned, no noteworthy
changes have been recorded. The whilécountries fdl slightly throughout the lashine years, with the
exception of Estonia, Lithuania, Cyprus and Latvia that exhibited an upward trend until 2007, followed by a
marginal decrease over the last few years.

In the field Feedom to Trade Internationally, a sintar trend to the one concerning théegal
Sructure is observed. It can be clearly seen that most of the 27 sovereign member states declined
gradually throughout the whole period, starting from 2001. The exceptions are made up by the following
few countries, Slovak Republic, Cyprus, Malta, Romania and Poland, that showed a steady increase until
2007, at which point the figure began to decline and dropped slightly during the years2P098 The best
performer is Slovak Republic, rankiBi§worldwide (withan overallscorecorresponding to 8.34, against a
point of departure of 6.57) and the worst player is LithuaB2& (lost 38 rankings, scoring 6.94 in 2009 vs.
8.16 in 1995).

Finally, in the area oRegulation of Qedit, Labor andBusiness, it is clearhat the grades went
gradually up throughout the whole period, with firsite increases recorded by Romania, Lithuania, Latvia,
Slovak Republic and Bulgarigeland and the United Kgdom are the only countries showing a consistent
worsening of the perfanance in the last periadoth lost almost one poirgince 2005.

Economidveedom, competitiveness and business environment
The graph below represents the position of the countries considered in the Economic Freedom

ranking and its relationship with theosition in the Doing Business ranking

16
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Graph3.6
Economic Freedom and Doing Business rankings
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There is a general positive correlation between the ranks in the Economic Freedom Index and in the
Doing Business Index, baifew outliers are present. FirsSlovenia is the second worst performer as far as
the formerindexis concerned but exhibits fairly good marks regarding the laitex. Latvia and Portugal
keep the same track, scoring between thé"2dhd the 3@ position if we consider the conditiors Doing
Business, but ranking around B0n the area ofEconomicFreedom; Poland obtains the opposite result
Luxembourg, Hungary and Slovak &gje (that positionin the top20 as concern th&onomicFeedom,
but score between the £iand the 48' position as regarsiDoing Business conditionare the other main
outliers.

The United Kingdom, Denmark, Finland and Estonia are among the-rwoners in both the
indicators. Viceversa, Greece exhibits the worst performance. In the middle of the rankiegsbserve
Germany, Lithuania, Netherlands and Austria with similar rankings (between then?lithe 33" position)
in the two indicators. Czech Ragic, Romania and Spain drea lower position.

A similar piture emerges if we compare the Economicedédom ranking with the Global
GCompetitivenesdndex (GCJ)though with a wider dispersion of the countries in tfecond one (graph 3.7)
Overall, Finland, the United Kingdom, Denmark and Germany top the list in both indexes, scoring between
the 7" and the 21 place. Astria and Luxembourg come negxbughly 28). Czech Repblic, Poland, Spain,
Portugal keep the same track, although located in a lower position in both rankings and exhibiting slightly
superior performances as fas @ompetitiveness is corrned.

In the back row we notice Greece, displaying the worst grades due to a severe deterioration of its
YI ONRPSO2y2YAO SYy@ANRBYYSyYyGsx G2 F LIR2N Ayadaddziazyl
exhibiting the third unhealthiest ranking a®mncern GCI and the fourth poorest status in the Economic
Freedom Index. Likewise, Italy is the third last if we condittenomicFeedom, and the eight worst as
regards competitiveness

The Slovak Republic is an outlidrotigh obtaining the third begperformance as far aBconomic
Freedom is concerned, it ranks fifth last if we consider the competitess conditions. Hungary and
Bulgaria are in an analogous situation. Sweden represents, somehow, amoitegtion: firstrate grade
being showrin the GCI rankingcounterbalancedy worseperformancesas regardéconomicFHeedom

In general, as far as the competitiveness condgi@neconcerned, it is notable that the group of
countries showing secongte grades distinguish themselves from the leadeadicularly in that they have
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considerably less innovatiodrivers and much poorer institutional efronment, whiletheir results as

regars KS Y| ONRSO2y2YAO adGloAfAdGe I yR okt of Beltiget I (G A 2
performers Adlitionally, existing studies pointo large differences among the éfber Sates within

this middle group: countries from Eastern Europe have bet more heavily on open and flexible markets
for both goods and labor, while Italy and Spain have relied orettmmomies of scales their mark&@s a A 1 S
can provide.

Graph 37
Economic Freedom and GCI rankings
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Another major prerequisite for economic competitiveness is represented by a highly perfprmin
public sector able to delivesustainable, modern, highuality and reliable public services. Given the
deteriorating public finances, many Member States see only limited rmomanoeuvre but, at the same
time, they need to respond to changing citiz&@d business&3needs in an evolving society. An
interesting example for considerable progress over the last decade is Estonia, currently scoring
considerably above the EU average under this perspective. The general reform of public adtoinisr
high on the agenda afeveral otheMember Sates (e.g. Bulgari&greece, Hungary, Portugal, Romania), for
which weak administrative and judicial capacity as well as legal uncertainty constitute key impediments in
addressing economic development challenges.

Concerning theconditions for doing businessimprovements havebeen observed. Some
governments have permanently reduced or abolished the minimum capital requirements to set up a
company (e.g. Germany, Netherlands, Latvia, Luxembourg) and others relaxed theconfEsning
business angels (e.g. Netlends). Additiondly, considerable progress has been pursued in the average
time (15 days in 2009 according to the World Bank) and cost required to start up a company2@ome
Member States have set up an operational physical-stog-shop which is able to serve the cramti
of private limited companies and has developed -gedined procedures (company registration,
tax registration, etc.). Some Member States aim at a &0p shop with a simple online registration
(e.g. Poland), but, at the same time, only few courstrliave procedures that are so simple that only
one contact with a public administration is required (e.g. France, Ireland, Latvia, Sweden, Belgium).
Denmark (which has one of the most efficidabor markets) and Hungary (where online registration of
a @wmpany is now possible within one hour) are good example of significant improvewteoh have
occurred in the last years.
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However, despiteéhe progress made over the last decade, weaknesses in the business environment,
such as lack of innovation enhansgfragmentation of the internal market and burdensome procedures for
dealing with public administrations, are still inhibiting business activity and reducing the attractiveness of
the EUas a locatiorfor international investmentin fact, Ernst & Youngsémated in 2010 that Western
Europe is still perceived as the second most popular destination for FDI, but in 2010 investors raris China
0KS ¢2NI RQa coarin i F NI OGADS

Definitely, in a globalised economic setting where markets often span oveineotd and where the
division oflaborK I & NBI OKSR dzy LINBOSRSY(GSR f S@Sft & IscrcyR LIS Q&
on its capacity to compete successfully on the international markets and to face the new global challenges.

A look atthe candidae countries

The graph below shows tH&EeonomicFreedom scores concerning the E&hdidate countries.

Graph 38
Economic Freedom in the candidate countries (2009)
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Montenegro, with a score of 7.27, is the best performing among the candidate countrieacles
an enviable 37 position in the worldwide ranking ofconomicFreedom. It performs better than the other
EUcandidates in the field of Regulation of Credit, Labod &usiness (8.01) and it obtaiaa excellent
performance concerning Access taud Money (9.49)

Macedonia follows in the ranking, obtaining a score of 6.88. It performs particularly well in the field
of Regulation of Credit, Labor and Business, where it obtains a 7.86e(#m\average of the other EU
candidate countries) anshowsan excellent performance in the field of Access to Sound Money (7.96).

Iceland obtains a score of 6.81 and rank® #@rldwide. It performs fairly well, and better than the
average of the EWandidate countries, in the areas of Legal Structure and $gairProperty Rights and
Regulation of Credit, Labor and Business (8.31 and 7.57 respectively). Morieob&ains excellent scores
in the area Access to Sound Money (7.78).

Turkey, with a score of 6.74, ranks™ABorldwide. It obtains an excellent rek in the area Access to
Sound Money (8.92), an almost good result concerning the Size of Government (6.9) and a sufficient one
in the area Freedom to Trade Internationally (6.4). Not sufficient, on the other hand, the perforgsiance
the fields of Legabtructure and Security of Property Rights (5.59) and Regulation of Credit, Labor and
Business (5,9).

The last country among the EU candidatesis Croatia.46, 89" position worldwide). It obtains an
excellent performance for what concerns the arexégs to Sound Money (8.4@nd a sufficient or more
than sufficientperformance for what concernsreedom to Trade Internationally and Regulation of Credit,
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Labor and Business (6.3 and 6.82 respectively). Its scores are not sufficiengregefor whaconcerns
the Size of Government (5.13) and the Legal Structure and Security of Property Rights (5.55).

Economic Freedom in Eastern Europe

Recent trends concerninconomicFreedom

In this section we will analyZeconomicFeedom in Eastern Europe. In giaular, Albania, Bosnia
and Herzegovina, Moldova, the Russian Federation, Serbia and Ukraine will be considered. Belarus, though
being at the Eastern border of tHeU will not be included since data concerniBgpnomicFeedom are
not available for thicountry.

Graph 39
Economic Freedom in Eastern Europe (2009)
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Graph 310

Economic Freedom in Eastern Europe, area analysis
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The Legal Sructure represents the most critical area, in wihioone of the considered countries
reaches a sufficient score. Aw independence of the judicial, scarcely independent courts and weak
protection of property rights lead to this unsatisfying performance.

Also for what concerns thBimension and theRole of the Government in theEconomy, three out
of six countries (Bosa and Herzegovina, Moldova and Ukraingjain a non sufficient resulfThe causes
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are mainly ascribable to a high level of transfers and subsidies and to the presence of many government
enterprises and investmest

Almost all the countries obtain scorbgtween 6 and 7 in the areas of analysis concerkiegdom
to TradeInternationally andRegulation ofCredit, Labor andBusiness. Notwithstanding, there are still many
areas in which the performancese quite weakFor what concerns théreedom toTrade Internationally,
it is still possible to observe a high level of nontariff trade barriers, the size of the trade sector is generally
quite limited, there are restrictions to foreign ownership and investments and controls to capital
movements. On the othehand, for what concerns regulatiowe observe mixed results. In the field of
credit markets regulation the countries considered obtain fairly good scores. If we exéaboramarket
regulation the scores are often scarcely sufficient, while the resultslasely not sufficient in the context
of business regulation.

A historical perspective

The graph shows the trend EtonomicFeedom since 1995 for the countries analyzed.

Graph 311
Historical trends inEconomicHeedom
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Someevidenceclearly emergefrom this graph:

. there is an upward trend iBconomicFreedom. While in 1995 the three countries for which the
scores are available obtained results between 3.44 and 4.83, in 2009 (the last year for which data are
available) all the countries in the arsaored between 5.7 and 7.32

., the rankingamong countries did not changmuch along the last 15 years. Albania, Russian
Federation and Ukraine, for which scores are available since 1995, maintain the same relative
positions (Albania®, Russian Federatio?™ and Ukraine by far the last in the cluster)

., the countriesemerged fromthe dissolution of Yugoslavia obtain generally poor performances;
however, Serbia shows an upward trend and its sgoosvs from 5.75 in 2005 16.44 in 2009

The weaknesss peviously notedwere clear from 2005, the first year in which data for all of the
countries in the cluster were available. Concerning ltegal Sructure (the main weakness highlighted by
the analysis) the results of all the countries were not sufficiehé improvement in the period 2063009
were consistent (but not impressive) for Albania and Bosnia and Herzegovina, but very low for Moldova,
the Russian Federation and Serbia (and Ukraine worsened its results in this area of analysis).

For what concernshie Dimension and theRole of the Government in theEconomy, we observe a
consistent improvement in Ukraine (that reaches an almost sufficient scoresaigastore of 4.9 in 2005)
and minor improvemens in Albania, Bosnia and Herzegovina and, especialyeibia. On the other hand,
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in Moldova and in the Russian Federation we observe a consistent worsening of the performance (both
countries lost almost half point since 2005).

Economidreedom, competitiveness and business environment

The graphs below repsents the position in the Economic Freedom ranking and its relationship with
the position in the Global Competitiveness éxd

Graph 3.2
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There is a general positive correlation between the rank of the analyzed cauinridgne Economic
Freedom Index and in the Global Competitiveness Index. The Russian Federation is among the best in the
cluster, concerningconomicFreedomand competitivenessalike. Moldova and Serbia rank near the 100
position in both the indicatorsyhile Bosnia and Herzegovina obtain a worse performance under the two
point of view. Albania and Ukraine represent, somehow, an exception. Both rank betweentee@he
95" position as far as competitiveness is concerned. However, Albania obtgimsdaperformance in the
Economic Freedom Indewhile Ukraine obtains the worst performance among the countrigssidered.

Graph3.13
Economic Freedom and Doing Business rankings
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A similar picture emerges if we compare tEmnomicFreedom ranking withthe Doing Business one,
though with a wider dispersion of the countries in the latter. Albania obtains the best position in both
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rankings. Moldova and Serbia obtain a similar ranking if we consatarindexes, Bosnia and Herzegovina
and Ukraine are posbned in a lower position in both rankings. The Russian Federation is an outlier:
thoughreachingthe second best performance as far BnomicFeedom is concerned, it ranks second
last if we consider the conditions f@oing Business.

The point of vew of a country expert; Serbia

Interview to Boris Begovic

Dr. Boris Begovic is President of Center for LiHeesthocratic Studies (CLDS) and a professor of economics

at the School of Law, University of Belgrade. He received his education at the UwiuerBielgrade,
London School of Economic and JFK School of Government, Harvard University. His field of expertise
includes industrial organization, economic analysis of law, economics of regulation/antitrust, theory of
economic growth and urban economidde published numerous articles in international journals, three
books Economic Approach to Optimal City Siz@91;Economic of Town Planning995; Corruption: An
Economic Analysi2007) and he contributed to numerous edited volumes inclu@ngenfield=DI in Serbia

(2008) andFrom Poverty to Prosperif2008). Dr. Begovic is currently working on Institutional Aspects of
Economic Growth.

Mr. Begovic, in the last years, which were the main trends you observed concerning the evolution
of economic freedm in your country? Has any significant change been enacted in terms of laws,
regulations, privatizations?

It depends on whatyou mean byYast year® From 2000 to 2005 the main trends were encouraging:
privatization of the state owned enterprises via castiive tendering and auctions, wholesale foreign
trade liberalization, streamlining and simplification of the tax system (including the introduction of the VAT
with reasonable low rate) and improvement of some segments of the business environment, lpaticu
areas like financial mediation and sound money. The problem was that there was no improvement
whatsoever in some areas, like expenditure side of the public finances, judicial system and protection of
private property rights. In general, reform of tipaiblic sector (apart from the privatization of commercial
enterprises) was missing. Hencalthough there were some accomplishments regarding economic
freedom, it seems that these accomplishments were not sustainable.

The lack of reformin these areas kikfired in the second half of the peridqd006 onward. The share of

the public sector in the GDP remains very high and with the recession it became even higher. Privatization
stopped and about one third of the privatized firms was renationalized as bdigrsot meet privatization
requirements. Subsidies and size of the government increased in terms of number of civil servants and
public expenditures. Reforms of the public sector stalled. Nonetheless, the level of economic freedom in
Serbia is much highdhan it was ten years ago, but it is very low comparing to other countries, particularly

to the other countres in the region and in the EU.

Do you think that the EU has had or will have any impact on the level of economic freedom in your
country? If sowhy, and in which direction?

The crucial advantage of the EU regarding the economic freedom is in the area of free trade with the Union.
Since most of Serhiaforeign trade is with the EU &inber Sates, free trade areawith the EU is the

most important baeficial effect of the EU. The level of trade will gg opt down and some special

trade relations (like the one with Russia for oil and gas) are not so important to overshadow the EU trade
relations

The other benefit regarding economic freedom is {haitical pressure that the EU is exercising in the |
LIN2OS&da 2F {SNDBAIQa I 00SaaArzy (G2 (GKS !yAz2y NBII NI
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which will improve protection of private property rights and contact enforcement. This iscpkatly
important, taking into account that there is no domestic endogenous driving force of such a reform. Also,
EU is pushing Serbia and other countries in the region to déahighlevel corruption cases.

EUstyle competition policy and law that islepted by Serbia (in the process of accession) probably violates
economic freedom of entrepreneurs more than it promotes it. Strict enforcement of thestidg
competition law in Serbia does not hatee Hafety valveQthat exist in the EU, like ECJ rgknand
competent bureaucracy including judiciary.

An additionalnegative impact of the EU legislatiamn economic freedom in Serbia can probably be
expected inthe years to come as the accession process spegdespecially with adoption of the Edtyle
legislation in the areas of consumer protection, food safety, agricultural production standardijzation
environmental protection and the compulsory environmental impact assessméhe last twowill
substantially affect new industrial developments, espegiadlking into account the quality of Serbian
administration andts levels of corruption and incompetence

Which are the main strengths/weaknesses concerning economic freedom in Serbia?

The strength is that Serbia is so close to the EU (not only in thgrggtical sense), its economy is already

so deeplyintegrated tothe EU single market, that thizee trade areawith the EU is something that is
already taken for granted. Taking into account that Serbian economy is so small, it has no other option but
to be open and to be exposed to the competition from the free foreign trade.

The main weakness is that there is dillveakconstituency for economic freedom, as the general lpub

is still confused, with thdevel of the income per capita still lower thanwas during the 1980s with
non-market economy. That puzzlesubstantial number of peoplanaking normarket, socialiseconomy

as an example offood old time& Furthermore, leading domestic entrepreneurs prefer murky and
nontransparent deals with # government to economic freedom and unrestrictive competition. As they
prefer various rent seeking deakhey have no incentive to stand for economic freedom and free access
principles.

The sheer size of the government made public procurement one ofntlest profitable business
opportunities and leading domestic entrepreneurs have no incentives to push for the reduction of the
government consumption antthe size of the public sector.

Finally, overnments in Serbia, usually short lived heterogeneoustamadi are pursuing populist economic
policies with next elections as their preoccupation. Serbian political [k of a wnstant preelection
campaigm not a good time for economic freedom. For Serbian government there is no such thitbg as
big tofailQHowever small the undertaking is, it will be subsidiand supported not to fail.

Could you provide three motivations for a potential investor to choose Serbia as a destination for an
economic activity?

The frst motive isa rather well educated ad fast learning labor force. There is a substantial flexibility
and adaptability of the labor to the new rules amegulations. Contrary to the South Eastern Europe
stereotypes, Serbian labor force is rather well disciplined. These features are preddsifeatures of
younger employees, but it is reasonable to assume that the newerggions will be even better.

The ®cond motive is linked to the substantial positive spillover effects of the new private sector,
developed eithethrough domestic investnms or FDIsThere are efficient clusters in some industries with
various services specific to these industries being developed, as well as general business services. Soft
drinks industry is one example, the other is automotive indysh&t isnow underdevelopment.

The third motive is thdocation of the country, close to the EU in every sense (not only geographically, but
also inthe sense of culture and day laay life) with huge EU market and with &k benefits of such a
location. Serbia, particutly someof its cities is nota bad place for living and that could be a decisive
factor in some cases to make a decision onltwation of the investment.
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Could you provide three motivations for a potential investor NOT to choose Serbia as a destirfati@n
economic activity?

The frst is everything that deals with urban land and its development. The ownership issue is still not
resolved as there is no restitution law and it is uncertain what will be the provisions of the law regardi

the previous avnerst whether they will be restituted or financially compensated. Furthermore, even if the
plot of land could be purchased without uncertaintile procedures of gettingthe various development
permits are time and money consuming and local authoritiegho are in charge of these issyesan
exercise huge discretion. There is a substantial lack of transparency of the process, hence all of these
factors can deter investsy particularly in the case of@enfield investors. Some municipalities are better

than others, but it can still be too difficult for an investoraafind adequate plot of urban land.

The ®cond reasonare the courts (judiciary) and their performanseThe courts are inefficient, court
officials (including judges) are not competent in tmatters that are important for investors (i.e. dealing

with private property right protection and contract enforcement) and they do not have strocentivesto

be efficient and unbiased. Due to various procedural isscesrts are overwhelmed with varns cases,

some of them not meriting being at the court one way or the other. Because of all these issues there are a
substantial number of éick-log cases. Justice in Serbia is not sydtticularly not for outsiders.

Tax administration is the third reaspi.e. lack of efficiency and competence, resulting in huge compliance
effort of the undertakings. Although nominal tax burden and its gdtreee are not so bad, effective
tax burden (including tax compliance costs) is substantial due to inefficient deinistration. It is
disappointing that tax administration was more efficient five years ago, at the time when VAT wa
introduced, than it is today.

What trend do you expect as far as it concerns the advances in economic freedom in the next future in
your country, also in the lighbf the ongoing economic crisis?

In the short run, more interventionism can be expected. Not only eglab the ongoing economic cissi

but also withthe electoralcampaign for 2012. That will mean increased public spendingeblopudgetary
deficit, more borrowing and increasing subsidies to many economic activities and undertakingtekéso

is no strong and sustainable political constituency for advancing economic freedom, hence there is no
optimism regarding eamwmic freedm in the short run.

In the long run however, it seems that things are much better. New generation of entrepreneurs will
mature. New generatios of labor force will replace those witlBweet memorieSof socialism. More FDIs
will materialize. That will elate a strong and sustainable constituency for economic freedom, irrespectively
of the EU and the accession process. And what about politicians? They are Woragsin the storm@
Storm of economic freedom can be expectbdt it would be too early to & joyful about that.

Economic Freedom in North Africa

Recent trends concerningconomickreedom
In this section we will analyzBconomic Freedom in North Africa. In particular, Algeria, Egypt,

Morocco and Tunisia will be considered. Libya, though beimggiahe region, will not be included since
data concerningconomicHeedom are not available for this country.
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Graph 314
Economic Freedom in North Africa (2009)
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The graph shows th&conomicFreedom scores obtained by North African countries in 20008
average score is sufficient (6.07), and, as for Eastern European countries, quite lower than the average of
the EUcountries. Egypt, with a score of 6,48 the most performing country among those considered;
Algeria, that ranks 131worldwide, is he worst, with a score of 5.36. As it is clear from these results, the
range of scores is quite reduced, since there is just about one point of difference betiveebest and
the worst countryin the cluster.

Graph 315
Economic Freedom in North Africarea analysis

M East average
mAlbania

Bosnia and Herzegovina

mMoldova

Russian Federation

The main weaknesof North African countries iepresented by a prominent role of the government
in the economy, a weak legal structure and regulation.

Concerning the Size of Government, Algeitheworst perorming, followed by Tunigi both obtain
a non sufficient score (3.6 and 5.3 respectively). High government consumption and the existence of
government enterprises and investment drive the result in the Algerian case (the scores obtained in the
two subindicators are 2.5 and 0). lthe Tunisian case, the existence of government enterprises and
investment together with a high top marginal tax rate are the two main problems. Egypt and Morocco
obtaina sufficient grade (6 and 6.3).

Concerning the Legal Structure, Algeria and Egyptalaeach a sufficient performance, Morocco
has an almost sufficient score (5.98)hile Tunisia is by far the best one (6.78). A low independence of
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the judicial, scarcely independent courts and weak protection of property rights lead to the unsatisfying
performance of Algeria and Egypt, together with mijtanterference in the economy.

All the four countries considered do not reach a sufficient score for what concerns the Regulation of
Credit, Labor and Business. In particular, all the countries wétexteption of Tunisia have an insufficient
score in the subindicators concerning labor market regulation and business regulation.

A historical perspective

The graph shows the trend EconomicFeedom since 1980 for the countries analyzed.

Graph 316
Historical trends inEconomicFeedom
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All the countries experienced an increaseEronomic Feedom between 1980 and 2000. None of
them had a sufficient score at the beginning of the period, while all of them, with the exception of Algeria,
obtaineda sufficient performance in 2000. After 2000, this trend almost stopped. Algeria and Tunisia had a
very low increase iftconomicFeedom in the last decade (+0.38 and +0.37 respectively), while Morocco
remained substantially stable (+0.04) and Egypt lost somengt 0.18).

During the period 1982009 the couwntries in the cluster improvetheir performances in all the area
of analysis, with the exception of Algeria for what concerns the area Size of Government (it passed from a
score of 4.32 in 1980 to a scopé3.56 in 2009). However, these increases in the scores were relevant only
in a few areas of analysis and for few countries. We observe oahystecess stories involving an increase
in the score of more than two points. Egypt, as far as the areas Si@@wernment (+2.03) and Legal
Structure (+2.73) are concerned; Morocco, in the area Legal Structure (+3.69); Tunisia, in the area of
Regulation of Credit, Labor Markets and Business (+2.48).

Economidvreedom, competitiveness and business environment

The gaphs below representhe position in the Economic Freedom ranking and its relationship with
the position in the Global Competitiveness éxd
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Graph3.17
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Economic Freedom ranking

Within the analyzed countries, Tunisia and Egypt rank betteraasa$ Economic Freedom is
concerned. While Tunisia scores quite well also considering the Global Competitiveness Index, Egypt is not
positioned within the first 80 countries worldwide. Morocco ranks behind botEconomicFeedom, but a
bit better than Egpt in competitiveness. Algeria, ohé other side, obtains the worgterformance under

both pointsof view.

A similar relationship holds, as it is shown in the graph below, as far as the relationship between
Economickreedom and conditions fdboing Business are concerned

Graph3.18
Economic Freedom and Doing Business rankings
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The point of view of a country expert Egypt

Interview to Mohammed Nosseir

Economic Freedom ranking

Mohammed Nosseir is Chair of the Secretariat of International Relations and member of the Political
Bueau of the Democratic Front Party, established in 2007 to promote liberal democracy in Egypt. In
this role he is working to establish relationships with international liberal organizations and parties and,
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additionally, to develop the party as a professal institution with the goal of advancing liberalism, political
participation, and globalization in Egypt. Mohammed Nosseir writes a monthly article that is published
on his web site, and some of his articles are reissued.iloeral Mattersmagazine. Mogover, he
participates and talks at several international events that often address liberal democracy from political
and economic perspectives, which take places in Europe and the United States. Mr. Nosseir also has
extensive experience in the private sect and is general manager of Global Marketing Consultancy,
which he founded in 1997.

Mr. Nosseir, could you please provide a comment on the latest political evolutions that involved your
country? In particular, which could be the potential effects on aomic freedom?

Perhaps, the best definition for the recent political evolutions that has begun on Jandiy @somplete
revolution. There vasa strong demand by millions of Egyptian protestors who expressed their interests
in Change, Freedom, Dignityustice and Rule of Law. Egypt is now in the early stage of meeting these
demands.

With regard to economic freedom, | am expecting tihé current government andhe future ones
regardless of their economic ideologjesll step away from economic frem.

In the last years, which were the main trends you observed concerning the evolution of economic
freedom in your country? Has any significant change been enacted in terms of laws, regulations, and
privatizations?

There were major steps taken by the fioer regime towards economic freedgrhowever, it was often
accompanied with a strong element of corruption. Most of the key public sector companies were privatized
to a few business people who weaffiliated with the former regime.

This procestas causedegyptianslosing confidence in economic freedom and misperceiving the real
essence oéconomicfreedom.

The main challenge that the Egyptian economy has been facing for decades is the ambiguity of economic
laws and regulations. The recentincidentofBayf I €t AT Ay3 GKS FI Y2dzA NBGFAT 2
of law is a substantial step back fromsonomicfreedom and poor indication of the Egyptian laws and
regulations, especially when it comes to privatization. This will discourage FDI from arauyirpublic

sector company that may lead to be nationalized future.

Do you think that the EU has had or will have any impact on the level of economic freedom in your
country? If so, why, and in which direction?

In my opinion, the Ellas a very low ipact on the economic freedom in generahd consequentlyit has
little impact on influencingconomic freedom in my country.

The EU has high restrictions on imported products, which get more difficult when it comes to importing
products from a developingountry.

Which are the main strengths/weaknesses concerning economic freedom in Egypt?

Strengths
wEmerging market witlalarge number of business opportunities

Weaknesses

wEgyptians tend to prefer jobs at government organizationprivate sector jobsven if better paid.
wEconomic freedom is perceived very poorly due to the high corruptionnttaekedprivatizatiors.

wComing governments will be hesitant to take further steps towards economic freedom due to previous
experiences
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Could you please prade some motivations for a potential investor to choose Egypt as a destination for
an economic activity?

wEmerging country with plenty ahexpensive resources

wPlenty ofbusinesopportunitiesin specificsectorssuchastourism, constructionreal esate andothers
wMost of the Egyptian products can be exported to all the Arab countriest@aredarge number of the
African countries without paying any customs duties

Could you please provide some motivations for a potential investor NOT to chooget &g a destination
for an economic activity?

wLow labor productivity
wHigh bureaucracy and corruption

What trend do you expect as far as it concerns the advances in economic freedom in the next future in
your country, also in the lightf the ongoingeconomic crisis?

| am strongly expecting that Egypt will take a number of decisions that will restrict its etfreedom

such as increasing taxes, slowing down with the privatization process up to the possibility of nationalizing
a few companies. Mosbof the political parties that are recentlgmergingare talking about social justice

and steppng away from economic freedom.
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4. Country Tables

In thischapterwe will show, for each country belonging to the three areas included in the analysis,
a synhesis of the main results concerning economic freedom, and a description of the competitiveness
of the business environment, together with sofumdamental macroeconomic data.

Macroeconomic data are taken from the online version of the World Developmmaditators
available at August 2011. Data concerning economic freedom, competitiveness and the business
environment are taken, as usual, from the sources described in the introduction and listed within the
references.

Polity data are taken from the Politpdex developed by the researchers of thent&r for Systemic
Peace and by the ones tiie George Mason University. The Indexsesvalues among;10 (complete
autocracy) and 10 (full democracy).

31



Gabriele Guggiola with Davide Viroglio

EU Countries
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Austria ]
Economic Freedorindex 7.50 (19) _

Polity Index:10

Population:8.4 MLN

GDP290,009 (MLN, PPP constant 2005 international $)
GDP per capita34,673 (PPBonstant 2005 international $)
GDP as a share of world ®D0.46

Unemployment:4.8%

Economic freedom

Austria exhibig the highest EU summary rating, wifttst- I. Size of Governmeni
rate performance as concerns Access to Sound Mame °
Legal Structure andood results in the field dfreedom tc ,

. . . V. Regulation of
Trade Internationallyand Regulation(obtains noteworthy Credit, Labor and

scores: 9T W NA OS  O2 y (itNBiringt Regulatyol Business 1
and Minimum Wag@ o @ ¢KS 2dzRIYSy '

I| Legal Structure and
Security of Property
Rights

Government is, vicgersa, not sufficient.

A good ecaomic performanceijnstitutional and financi IV. Freedom to Trade’ ——===glll. Access to Sound
A0NBYIGK 2 ¢ SRpansicdmaanbiduir Internationally Money
from the recessionGDP growth expected to acceler

further this year to 2.4%, mainly driven by exports

private consumption) )
== Austria == EU average

Competitiveness and business environment

GCIR011¢ 18"

One of the top 20 most competitive regions in the world, with admirable performance as concerns Bt
Sophistication (’é the best local supplier quality, outstanding control of international distribution productior
value chain breadth)Macroeconomic Environmenfgovernment debtburden compensated by low interest ra
spread thanks to the country credit ratingAA with stable outlool and Institutions (‘? Property Rights, we:
Investor Protection)Not sufficientthe score recorded ihaborMarket Efficiency139h. Themost problematic factc
is represented byow flexibility of wage determinatiorand hiring/firing pactices. Wemployment rate is fallin
from an average of 7.2% in 2009 to an expected 6.7% in 2011, but not fast emo@8.NJ  f = | dza G 1
correspond tathe average scoregcordedacross alllie Innovationdriven economies.

DOING BUSINB§ 32

Orerous time and procedures required to start a business and high total taxarateffset by a high degree
customer orientation, bordecooperation agreements (cargoovablefreely, without stop for customs) and avoid
additional controlsat border posts(transport costdecreased despite the geographical positiprsince Austri
is a landlocked econonyThe government introduced online procedureslectronic communication betwes
notaries and the registlycourtst R i | K(do8uKiéntssrit electronicallyhuge savings postage) andtsct
RA&AOf 2adz2NE LINPQ@AaAZ2Yya 2yfe F2N aYFGSNRAIE¢ GNIyat
not define under this label even a related pargpresenting 10% of the compa@yd  I).ZLeedtraports widel
available allow utilities to ask secure deposit only to weak credit history customers.
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Belgium

Economic Freedorindex 7.15 @439

Polity Index:8

Population:10.8 MLN

GDP:349,498 (MLN, PPP constant 2005 international $)
GDP per capita32,394 (PPBonstant 2005 international $)
GDP as a share of world GDIR55

Unemployment:7.9%

Economic freedom

Belgium exhib& an excellent performancen Access 1 I. Size of Government
Sound Money (9)6 Good or fairly good judgments he 10
been recorded, respectively, on the fields Efeedom t

V. Regulation of Il. Legal Structure and

Trade InternationallyRegulation and Legal Structyneith Credit, Labor and Security of Property
relevantscores on thevariabls 8 2 y U I NA T F Business Rights

Oy om0 | YR W{ il NIndufficeent gradésc

far as Size of Government is concerned (4.06).

Belgium is oe of the richest countries in Europa solid IV. Freedom to Trad 1. Access to Sound

) . ) : International M
international lender (being a model for debtrippled nternationaly oney

governments with song economic fundamenta)s &
diversified economy, éigh level of per capita incor
and low levels of debt in the private sectohreatened by
the absence of a speedy resolution of tikerld longes
political crisis@ / S O ALJyd@sS aday LI & &€ 0

=——Belgium =—#—EU average

Competitiveness and business environment

GCRR011¢ 19"

Belgium is within thaop20 most competitive economies in the worldounterbalancing théack oflabor marke
efficiency (restrictive regulations with inflexible wage determination and low pradiygY, macroeconom
environment (A4 negative outlook: government debt burden enlarged by negative government budget balan
high interest rate spread) ancharket size with firstate skill setsExcellent quality of educational system (prim.
math, science and management schools, matched with local availability of research and training services) |
healthy and weleducated workforce able to move up the value chain (by producing value intensive goods)
develop an intensive local comiiion associated with superior production process sophistication.

DOING BUSINEER5"

Burden of government regulation (Brussels made more difficult to transfer property by requiring a-sdd
certificate) offset by strengtls in the fieldof investoray R YA Yy 2 NR (i& a K| pidektidr (B
provisions on director liabilitgnd minority investorsallowedto sue directors for misuse of corporate assedsy
infrastructureQ §uality (primarily port and railroad. It reformed the insolvencyegimes by introducing a new i
promoting and facilitatng the survival of viable ksinesses experiencing financial difficulties, amtairagedan
electronic process ditartinga businesdy setting lower fees for online registration vs. paper regigtra
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Bulgaia

Economic Freedorindex 7.34 @8™)

Polity Index:9

Population: 7.6 MLN

GDP:86,893 (MLN, PPP constant 2005 international $)
GDP per capitall,455 (PPBonstant 2005 international $)
GDPas a share of world GDP:13

Unemployment:6.8%

Economic freedom

Bulgaria &hibits an excellent performance regarding _
Access to Sound Money and good judgments in the | I S'Zelgf Government

Size of GovernmentFreedom to Trade Internationa
and Regulation with admirable ranks in the viablesWor V. Regulation of Il. Legal Structure and
al NBAY I f AyO02YS GFE NI Credit, Labor and Security of Property

W/ NBRAG YIFN)] SG NBIdzA | (A2 Business
(6.4). However, it recorded the lowest EU grade in
Legal Structurarea.

'4'/

IV. Freedom to Trad .- 111. Access to Sound

It suffered ashallowrecession compared to its neighiies. Internationally Money

Credit score lifted one notch to &2 with stable outlook

because of strong track record in managing pt

finances, increasing institutiofs & G NBy 3 K

liquidity. Expected growth mainly driven by exter —o—Bulgaria —#—EU average
demand, public investment&uppoted by EU fundsanc

competitive wages.

Competitiveness and business environment

GCl 201%, 71%

Bulgaria anked among the #iciencydriven economies, with fairly good performances amans the macre
economic environment. lexhibitedlow debt burden andmall budget deficit backely the implementation of th
latest pension reforms anche new financial stability pact. Therefore itlikely to keep the government financ
balancedover the medium to londerm. It has a notieable health primary education andabor market efficienc
(low redundancy costs)The government did not sufficiently dealith corruption and organised crime.h&
monitoring sysém put in place is not workinghe Bulgarian judiciary is still too slowitlv cases taking longer th
they should This resultén dgnificantly poor institutions and a lacking transparency in government policymakin

DOING BUSINE§S1*

The country rade starting a business, register property and getting credit easier lspectively, reducinghie
minimum capital requirement from 5,000 lev&3;25Q to 2 leva $1.30), offering expedited procedurdsimprovec
the paying taxegprocess by reducing employer contribution rates for social securityimproved the process
enforcing contracts by replacing stateficers with seHemployed private bailiffs and by computerizing the ct
records system.The directorliability for abusive related party transactioris not clearly regulatd, and as .
consequence there were mgignificant entancements in investor protection.
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Cyprus

Economic Freedorindex 7.51 (18"

Polity Index:10

Population:0.9 MLN

GDP20,619 (MLN, PPP constant 2005 international $)
GDP per capita25,759 (PPBonstant 2005 international $)
GDP as a share of world GDRO3

Unemployment:5.2%

Economic freedom

Cyprus obtains outstanding judgents in the areasSizt
of Governmentand Access to Sound Money, where i
than sufficient scores were recorded on thariables
WNIyaFSN FyR adzwmaiRASEAQ
YR LI @NRff Giddder faMy goScredults
as concernsrespectively,Regulation Legal Structureanc
Freedom to Trade.

It is anong the less risky countries in the Middle Ea:
North Africa regions, but one of the riskier in the et
zone. Even thougthe single currencyadoption increase
economic stability,political tension between the Gre
and Turkish Cypriots and economic downturn ren
actualissues.

o i
= gl

I. Size of Government

V. Regulation of
Credit, Labor and
Business

Il. Legal Structure and
Security of Property
Rights

11. Access to Sound
Money

IV. Freedom to Trade
Internationally

== Cyprus =#i—EU average

Competitiveness and business eneirment

GCI2011¢ 40"

Overall figuresare lower than the average scores recorded across all theovationdriven economies, wit
significant market size, institutions (burden of government regulation, ireffiof corporate boardsjow investo
protection andintellectual property rights not adequatgkafeguardedn Turkish Cypriot area) andacroeconomi
environment (high level of government spending increased debt burden) being the main weakness. Thes:

issues are partiallpffset by a good educational system

and relatively sound financiasector high legal rigt

degree efficient finance supervision and nhoonstrained access to credit). However, the financial sector is pen
negativdy by the stock exchange sz one of the smallest in Europe.

DOING BUSINEES37"

It has adw investors protection, still allowing directors with a conflict of interest to vofhisweakness is partial
countebalanced permitting shareholders (potentially prejudited request the appointment of a governme
inspector with full powers to verify anabtain copies of any corporate documeiinporting and exporting areasie
compared withthe other developed economiegeneratingopportunities for domestic firms to be part tiie globa
production network Hghly developed infrastruct@s made the cowntry a base for several offshore busines:
Closinga businesss made effortlesdy providing a legal framework for cof-court workouts but the time require
to deal with construction permits remains considerably high.
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Czech Republic

Economic Freedorindex 7.13 @6")

Polity Index:8

Population:10.5 MLN

GDP231,803 (MLN, PPP constant 2005 international $)
GDP per capita22,097 (PPRonstant 2005 international $)
GDP as a share of world GDR37

Unemployment:6.7%

Economic freedom

Czech Republic obtains good judgments in the are
Freedom to Trade Internationalland Regulation anc '-Sizelngovemmem
excellent score on Access to Sound Money, offse

sufficient grades on the field of Legal Structure anc V. Regulation of
inadequate figureas concerns the Size of Governm Credit, Labor and
The major firstrate rankings are recoetl on the variable Business
2F Wh2yGFNATTF GNIRS oF NN

FYR Wt NAOS O2yiNRtaQ o6yo

Il. Legal Structure and
Security of Property
Rights

IV. Freedom to Trade 11. Access to Sound

One of the most developed and industrialized econol Internationally Money

in Central and Eastern Europe, withrosig industria

tradition dating backto the 19" century. Economi

recession gave rise to a deeply negatigatput gap

Recoveryis driven by foreign trade andby a moderate —4—Czech Republic ——EU average
domestic demand growth (notwithstanding amfavorable

income situation of households).

Competitiveness and business environment

GCIR011¢ 36"

Czech Reublic is he best performer within Eastern Europe (after Estonia), relying on excellent education anc
efficient and weldeveloped markets for goods$abor, and financial serviee as well asa good macroeconomi
environment Deficit is expected tobe reduced to 4.2% of GDP dueddaster growth of certain taxevenues an
expenditures cuts. Thexchange rataés gradually appreciating and thelance surpluss slightly increasing. Po
institutions (low public ftust in politicians, lack of transpaency by government policymaking and favouriti
in decision of government officials), total tax rate and low control of international distributpnesentthe mair
weaknesses.

DOING BUSINE§83¢

It approved major structural reformdrirst, it eformed the insolvency regimes (being theuntry that obtained th
better improvementin the Closing business topiby introducing further legal amendments to restrict set
in insolvency cases and suspending the obligation to file for bankrdptcgomeinsolvent debtors It increases
transparency by introducing an online register for documents produced in the course of proceeS8amc
it enhancedthe easiness ofjetting credit, deciding to outsourcthe credit information services in 200ZThird
it simplified the labor tax processes and reduced employer contribution rates for social se€unigjly, it improve
the easiness of enforcingpntracts by allowing electronic filing of complaints.
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Denmark

Economic Freedorindex 7.52 (15") . -

Polity Index:10

Population:5.5 MLN

GDP:178,329 (MLN, PPP constant 2005 international $)
GDP per capita32,251 (PPBonstant 2005 international $)
GDP as a share of world GDR29

Unemployment:6.0%

Economic freedom

Denmark obtains outstanding gradess concern
Regulation, Access to Sound Money and Legal Stru
with relevant scores, ampared with the EU peel . Size of Government
NEO2NRSR Ay GKS @FNRIFOT S
FYR SELRNIAY3IQE WI ANRAY3

NE3dA I GA2ya00 ¢KSrecdanR@Td 1SS0 s
Internationallyare good, but inadequate figures emeriy Business Rights

the area &e of Government.

Wealthy, well balanced and globally compiet economy

with reputation rankng among the best irfEurope as IV. Freedom to Trade 1. Access to Sound
result of solid balance of payments surplysjblic deb Internationally Money

lying well below the Maastricht criteriand correlatec
Wil M iikyidSte Secefddadtedibrating
cut, primarily driven bya clear reduction in thdevels o
systemic support and difficultigs apply the rules oBanl
PackagH to hig lenders with complex exposes

=&=Denmark =il—EU average

Conmpetitiveness and business environment

GCIR011¢ 9"

Denmark has onef the mostefficient labor markets (more flexibilityn setting wages, firingnd hiring workers thal
in the other Nordic and in most European countriel) hasa healthy macroeconomic environmer{governmen
budget approximately in balance through 200#hd functioningtransparent institutions(tradition of consenst
politics longterm reforms in health, defengewelfare and education need croparty agreement ensuring
continuity when governments changeéidditionally, it reachegositive resuls thanks toa strong focus on educati
over recent decadefskilled workforce adagtblerapidlyto a changing envirament).

DOING BUSINESS"

Denmark is among the top ranking concernthg ease of ding business, with excellepbsitions in several pilla
(Closing a business, Trading across borders, Exporting and importing procedures énd Wih constructiol
permits). lately, it issuedreforms related to Registeringroperty and Starting a business, it dat half the numbe
of procedures required to register propertyt introduced a ew onestop shopestablishmentt y R £ | Y R
computerization. Finallyit ea®d business stastip by reducing the minimum capital requirement for limited liab
companies from $22,850 to $14,620
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Estonia

Economic Freedonindex 7.52 (15")

Polity Index:9

Population:1.3 MLN

GDP21,623 (MLN, PPP constant international $)

GDP per capital6,12 (PPP constant 2005 international $)
GDP as a share of world GOR04

Unemployment:13.7%%

Economic freedom

Estonia obtains a firgtate performanceregarding Acce:
to Sound Money and good judgments in the @@ 'Sizelgfeovemmem
Legal Structure, Regulation and Freedom to Trad
gygSNyl-mzyl-;féz gAGK {n V_Regmaﬂonof
uKS OF NAIFof Sa W/ 2 Yoltihgh lant Credit, Labor and
S E LJ2 NI A y JaikEt rSW/dNB ahdiiyiistrative Business
requirementQ® ¢ KS YIAYy 6SI | ytBe

Size of Governmer{b.51)

Il. Legal Structure and

Security of Property
', Rights

IV. Freedomto Trade’ ——==3}iI|. Access to Sound

Seconehighest country credit rating ifEastern Europe Internationally Money

with the biggest drop in unemploymentthe fastes

growth rate and the lowest debt (6.6% of GDBtronc

public finances austerity measures in the EU plus

declining external debt ratios and signs of increa —4—Estonia —#—EU average
stablization in the banking sector witlharge curreacy

mismatches in bank$oan portfolios neutralized, capil

adequacy ratios and asset qualitgproving.

Competitiveness and business environment

GCI2011¢ 33

Performances well above the average scores recorded acrosset¢baomies in tranision, thanksto excellen
education, highly efficient (even with low market size index) and -deleloped markets for goods, lat
(noteworthy flexibility of wage determinain and female labor force participation), and financial services (alth
restrictive regulationsare in placerelated to international capital flows)Despite sharp economic crisigmpact,
it bears astrong commitment to advaretechnological readinesst has solid institutions (réevant governmer
policymakingransparencyand cleangovernment rankingsanda goodmacroeconont stability (A+ stable outloc
V-shaped recovergonsisting irrobust growth without imbalances generatgd

DOING BUSINEES 7"

A rare bit of good news from a eumne economy with strong export (up by 53% yly, with excellent trade &
borders practicef industrial productiongrowth (26%) and several reformfeenissued Improved access to cre:
(Code of Enforcement Predureamendced andallowed secured creditors oubf-court enforcement of collateral)it
issueda new nsolvencylaw andchangng insolvency administratoqualification requirementslt boosted public
offices efficiencyby increasng technology utilizatin (documents filed online no longer have to beotarized); i
adopted the new Employment Contracts Act in 2009 (no priority rules for rehigdmitted, rotice periods an
severance payments reduck@nd enlarged the unemployment insurance contributionteabalandng flexibility
and worker protection.
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Finland

Economid=reedomindex 7.59 (11™)

Polity Index:10

Population:5.3 MLN

GDP:164,340 (MLN, PPP constant 2005 international $)
GDP per capita30,784 (PPBonstant 2005 international $)
GDP as a share of world GDIR26

Unemployment:8.2%

Economic freedom

Finlandexhibits excellentperformances as concernd.ega
Structure (recording the highest EU area grade) and A
to Sound Money. It has good judgments in the field
Freedom to Trade Internationally and Regulation,
first:Of  aa a02NBa Ay GKS gl
NAIKBAQ/ NFRAG YIN]SG NB3
it has low scores regarding tt&ze of Government

It is the only Nordic country to have adopted the eutt
competitive economy (primarily driven by manufacturir
and exportatior) bounced back ithe wale of the crisisby
using expansionary fiscal polibyt without large deficit
(the32 BSNY YSY (G Q& LINHzR S y énd tffe
national pension fund surplusontributed to overall fisci
balanceand high levels of prosperity).

I Size of Governmem

7

I11. Access to Sound
Money

V. Regulation of
Credit, Labor and
Business

IV. Freedom to

Internationally

II Legal Structure and
Security of Property
Rights

=&=Finland —#—EU average

Competitiveness and business environment

GCI2011¢ 7"

Finland anked among the most competitive economies in the woppdrforming well above the scores achie
across the innovatiomriven economies, except for what concerns the market size. It hasakhly macroeconomi

environment, withgovernment budget approximately in

balance through 2008&row interest rate sprads an

excellent country credit rating8AAA stable outlook)A g¢rong focus on higher education (top positiorecordedin
quality of primary, math and science education, in tertiary education enrolment rate and in scientists and er
availability leads to a dynamic workforce (adapble, rapidly, to a changing environment with high levels
technological adoption and innovatidm@and to a noteworthy universitindustry collaboration in R&Dts institutions
are anong the besfunctioningand most tansparent at worldwide level.

DOING BUSINE§S13"

Finland hasdalid institutions (reliable police services afidA Néwh&dbbehaviour)ease to access to loans, high le

of venture capital availability, feectiveness of antmonopoly policies, m& NJ & | E
NI 0 S

602N1LIE2 NI GS AyO2YS (it E
strengthening of nsolvency regimegcreditors committee

agadasSvyaq |
FTNRY Hce: (02 HEZO0OP ¢
over bankruptcy/reorganization proceedings) mad

the proper foundations fostarting abusiness despite inflexible wage determinatiolt hasefficient e-governmen
systems in place thaeducedLJI & A y Jconipliakcs @r@and srong property right§protections
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France

Economic Freedorindex 7.16 42"

Polity Index:9

Population:62.6 MLN

GDP:1,908,912 (MLN, PPP constant 2005 internatiéal
GDP per capita29,577 (PPP constant 2005 international $)
GDP as a share of world GD3203

Unemployment:9.1%

Economic freedom

Franceexhibits an excellent performance dar asAcces
to Sound Moneyis concerned (it shows the highest I Sizelof Government
V. Regulation of

rank), and good ofairly good judgments in the fields g .
Regulation (firstate grade been recorded in the varia Credit, Labor and

Legal Structure Freedom to Trade Internationallanc
W{GFINIAY3 | odzaAy SaaqQy ¢ Business
obtained in the area obize of Governmer{#.72).

Tra

Il. Legal Structure and
Security of Property
Rights

The second biggest economy in tlearo-zone needs, in '

the face ofanaemiceconomic growthto make meaningft V. Freedom!to 1. Access (o Sound
deficit reductions(andtackle the debtburden)in order tc Y Y

hit budget targets and avoid credit score downgradée

ntGA2y Q& 0 I iggesk holdekf délk iSsued

0 KS NI zaledypedipherdl fountries (posing poss ——France —8—EU average
Wystemic riskQ 0  dosfsRto insure French governmi

debt trebled over 2011.

Competitiveness and business environment

GCIR011¢ 15"

C NJ vy @6Grésaroughly correspond to the average scores recorded acrossntimvationdriven economie:
with the exception of exchnt infrastructues quality (outstanding transport links, energy and communica
infrastructurerankedamong the best in the worldand major market sizéeducated workforce highly develope
financial markes (superior financing through local equityarket), contribute positively to the creation of
sophisticated and aggressive businessironment, able taeach eadershiprankingsin the area of innovation. Lc
flexibility in thelabor markets(strict rules on firing andhiring and poodabor-employer relationg, extent and effec
of taxation and government delstill constitutethe majorstructuralweaknesss

DOING BUSINEE36"

Business regulationsmprovements have been recorded taavoid bureaucratic formalities: France introdu
electronic poperty registration, it offered strong minority investor protectiongby clearly regulating appro\
and disclosure of relategarty transactions andiy allowing shareholders to request government inspectc
appointment with full powers to verify and ¢din copies of any corporate docwant). It made trading across borc
easier and few document®ifly two) are required for exportation; iachieved short customs clearance timé€kours
or even minutes). Moreover, itlistributed more data on loas andstrengthened insolvency regimes along
principlesof the U.SChapter 11 process, improving the conditions of doing business.
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Germany

Economic Freedorndex 7.45 @1%)

Polity Index:10

Population:81.9 MLN

GDP2,641,018 (MLN, PPP constant 2005 international $)
GDP per capita32,254 (PPP constant 2005 international $)
GDP as a share of world GDRO3

Unemployment:7.7%

Economic freedom

Germany obtains excellent judgments in the fields I. Size of Government
Access to Sound Monegnd Legal Structure first-rate
a02NB 3 g SNB NEO2NRSR &

= A & 5 & A . g . - V. Regulation of Il. Legal Structure and
A )/ RS LIS )f R _S )/ 0S5 Q oy @ Cb v | )f R Credit, Labor and Security of Property
(8.5). Good or fairly good the nelés as far ad-reedon Business Rights

to Trade Internationallyand Regulationare concernec
Not sufficient rankings were achieved in the arg&e ¢
Government.

IV. Freedom to Trade 1. Access to Sound
Srong economy, negative banking system anc Internationally Money
municipalities strapped for cash, only partially offset t

flourishing economy (number of unemployed falling be

three millions for the first time since 1992). G £U
—— ermany =i average

Competitiveness and business environment

GCIR011¢ 5"

Overall performance are well above the score recorded acroise innovatiordriven economies. It shows

excellent infrastructure quality fi(st-rate grades as concerns air infrastructurelephony and electricity),

sophigiA OF G SR YR F33aNBaaA@dS odzaiySaa SyYy@BANRYYSyld o
company spendingranked slightly belowlapan and Swedgrand significant market sizeAll these advantages ¢
coupledwith intense local competitin and effective antitrust policyMacroeconomic environment enhancent
(BAA stabl®@ S @S ynotewvadrtiyK debt burder), threatened by labormarket rigidty (inflexible wag
determination, hindrance to job creationand poor financial market efficiency rigmentation, intrinsic balanc
sheet vulnerabilities, large exposures to cyclical industries and vdiatdegn market3.

DOING BUSINE§g32™

It eased business stattp issuingseveralreforms It increasedhe efficiency of communications betweenemmotary
and the commercial registry and eliminatéloe need toget public announcement exposure. d@pted a stimulus
package in Novembet008(temporarily expanthg special depreciation allowanceand in February 2009tax cuts)
It introduceda new legal form of limited liability company (WGwvith no minimum capital requiremeit Moreover
Germany shorteneelectricity connectiortime, set up fastrack online procedures (riskased building approva
electronic processes for filing claims in commdrdiaputes and automatically storing court documentsroicrofilm)
and maintained specialized commercial cagirtFinally, it tended until 2013the suspension obver indebtec
companie® 20f A3IFGA2Y (2 BHdines wduld bdlikelymatibudSy O8 gKSYy
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1

Greece

;

Economic Freedorndex 6.55 B1%)

Polity Index:10

Population:11.3 MLN

GDP298,807 (MLN, PPP cstant 2005 international $)
GDP per capita26,482 (PPP constant 2005 international $)
GDP as a share of world GOR49

Unemployment:9.5%

Economic freedom

Greece e&hibits the lowest overall score in the EU ar
as a consequence of roughly sufficient rankings recc I. Size of Government
across all the economic freedom pillars. The 10

exception is represented by the area Access to S

V. Regulation of I1. Legal Structure and

Money, performing fairly wi& however the results in th Credit, Labor and Security of Property
area are mainly ascribable to the European mone Business Rights
policy. The major weaknesses lie under the varie

Bize of trade sect®x ¢ sFdreigh SbankPcompetitia

oc t'C_Eedit H#afket regullatiorQ 0 ¢ OLabbryh&rket IV. Freedom to Trade 3 (1. Access to Sound
reguldionsQ o n ®p v ¢ Internationally Money

Despite the harsh austerity measures implemented
the proposed restructuring of government debtfew
believe thelatest baitout plan (amix of cash loans, boi
swaps and debt rolloveyswill do enough to make tr
O2dzy G NR QA Re@eld LIAES YI Yyl

=6—Creece =—#—EU average

Competitiveness and business environment

GCI2011¢ 83

DNBESOSQa 6SI 1 Sy Aogia thphst ydsshds heewsSryoSaiise of dismal performance in 201
lost 12 places, being the lowest ranked country within the E&fundamental problems are the severe deteriora
of the macroeconomic environment123?, with an economy set to shrink by another 3486 this yen after
dwindling by 4.5% in 201@Gnd a budget deficitthat, without austerity measurescould reach 13.5% of G[
comparedto the 7.5target) and aparticularly poor institutional setup a2 NE2 3SNE DNBSOSQ
by the low efficiency ¢ its labor market To overcome the present difficultieshe mainstrength to build upons
represented bya reasonablyvell educated workforce.

DOING BUSINE§309"

Sgnificant downgrades affe6tR D NJaSkibgs @@ the ease of doing businéss200/10. Starting a busines
registering propertyand protecting investorspillars scored among the lowest worldwide The lawrequires
AKFNBK2f RSNJ | LILINR @ f 2yte AT (K8S 2NRAYENDIO2 MRS
defining tha concept Therecent reforms mé&ingtransferring property more costlithe transfer taxincreasedrom
1% of the property value to 100onstraired business activityTo shore up its own positiogquickly, Greece needs
move up through the liberalizatioprocess.
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Hungary

Economic Freedm Index7.52 (15")

Polity Index:10

Population:10.02 MLN

GDP:169,339 (MLN, PPP constant 2005 international $)
GDP per capital6,896 (PPBonstant 2005 international $)
GDP as a share of world GDR27

Unemployment:10.0%

Economic freedom

Hungary ®ttains an excellent performance as conce

Access to Sound Money and good results in - '-SizelngOVemme”‘

of Freedom to Trade Internationally and Regula

(OUtStandinq in W{ Al S 21 UNF RS a V. Regulation of 5 Il. Legal Structure and
0 dza A y SfficianRstcabe i the fieldSize of Governme Credit, Labor and Security of Property

%\\

]
|
and Legal Sticture, despite the highest Edtore exhibite Business , Rights
2y WD2OSNYYSYh O2yadayLlih Yava
k Il. Access to Sound

The country, particularly affected by the financial crit
received a tweyear standby loan agreement of 2(C
euros in late 2008. Rating downgrade primarily drivel
gradual but significant loss of financial strength cou
with material worsening in the nderlying mediurterm
budget position; relatively high levels of public, exte —e—Hungary —B—EU average
and domestic foreigiturrency debt leave the count

vulnerable to negative shocks.

IV. Freedom to Trad
Internationally Money

Competitiveness and business environment

GCI 201t 52™

Scores concerning institutions, infrasttures, macroeconomic environment, goods market efficiency, fina
market development, and businesophistication are lower than in other economies in a comparable sta
developmentb ¢ E NB3IdzZ I GA2y &T O2 NNHzLII A Duf, th¥ heddpKaSnew abristituic
002RI&8Qa R20dzySy (i Ahe culrentfreévigwing procdsick dof itrangparentyspi@sent the mai
problematic factors. Negative banking system outlaskprimarily driven by asset quality deterioration, wak
profitability, uncertain operating environment and high level (> 70%) of foreigrency lending, especially in Sv
francs.Hungary has a high public debt (abou£8@f GDP the largestin Central and Eastern Europe).

DOING BUSINE§&6™"

Between theten economiesmore improving in the ease of doing busirsem 2009/10, with streamlinedrocedure:
to start a business (allowing firms to check and reserve the company name at the time of company registrati
limit for the issuance of building peiita, new building regulationadoption and registering property simplificati
(reduced the property registration fee by 6% of the property valliedffered easy access to corporate docume
(both directly andthrough a government inspector) anchproved paying taxes procedures (simplified taxes anc
0FasSa FyR NBRdzOSR SYLX 2 & S Nk 2%dQylossisaladeS 0 AR G & 02y
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Ireland

Economic Freedorindex 7.38 @5")

Polity Index:10

Population:4.5 MLN

GDP:161,452 (MLN, PPP constant 2005 international $)
GDP pecapita: 36,277 (PPP constant 2005 international $)
GDP as a share of world GDRR25

Unemployment:11.7%%

Economic freedom

Ireland obtains firstate judgments as concesrAccess t _
I. Size of Government

Sound Money and Freedom to Trade Internationally, 10
the highest EU grade), with outstanding score recorde /\
GKS @GFNRFotSa W FLAGEE C V. Regulation of ,

\‘

I1. Legal Structure and

,,, « x . Credit, Labor and ab Security of Property
market @ Y (i NB t & Q ®s ralao@ 8 Repulafiatvhis o Labor /4> , iohts
Legal, counterbalanced by inadequate ramkiregardin vv
Size of Government. \ A
Extraordinarily open economy (far moopen than eithel V. Freedom to Tra I11. Access to Sound
Greece or Portugal), ith exports comingmainly from Internationally Money

multinationals (America companiesin particular). Thest

strengths are overwhelmed by home weaknesses, v

consumers and government reining in their spen

and domestic businesses unable to raise money —¢=lreland —#=EU average
investment.

Competitiveness and business environment

GCRR011¢ 29"

Ireland ceclined in the rankings for the second yeara row. It continues to benefit from a number of strengt
well-functioning goods and labor markefannouncements from IT companies expanding are appearing on
weekly basis and financial services companies are struggling to attract candlidgededient health and primar
education and strong higher education and training, fostga sophisticated and innovative business culture a
growing reputation agentre for research and developmenthese attributes are considerably offset &yveakenin
macroeconomic environmenp@blic debtexponential growth and recent sovereigiebt ratingdowngrale into junl
territory, lead to the need o&nother round of official financing befolleelandcan rely on the private debt mark«
and continuing concemrdated to financial markets.

DOING BUSINEES"

Ranked between the topen on largest partof the nine topics of doing businessvith primary position reported c
getting credit (100% of adults borrowecovered by credit registriesprotecting investos (allowing access to ¢
corporate documentgluring the tria), paying taxes (total tax rates averaging less than 30% of profit) and ¢
a businesslt improved the process of enforcing contraetstablishinga specialized commercial section withihe
high court.
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Italy

Economic Freedorindex 6.81 70"

Polity Index:10

Population:60.2 MLN

GDP:1,600,533MLN, PPP constant 2005 international $)
GDP per capita26,577 (PPBonstant 2005 international $)
GDP as a share of world GOR51

Unemployment:7.8%

Econome freedom

Italy exhibitsan excellenperformanceregarding Access
Sound Money and sufficient scores in the fiellsedon
to Trade Internationally andregulation of Credit, Lak I. Size of Government
and Busines§5.88 and 6.58 respectively). It obtains a ! 19
in the evaluation of thelLegal Structure and Secu

V. Regulation of

qf Property Rigrlt$it show§ the IowesE EU ranking on Credit, Labor and Security of Property
G NAIFOES W[ S3AIf SYT2NDSY Business Rights
results concerning theSize of Governmentare no

sufficient.

It is the world sixtHargest industrial base, expoked V. Freedom 1o Trage Il Access to Sound

. N | al o
economy, and the biggest country on the edra2 y nternationally oney

troubled Southern flank. Tax avoidance, low producti
family ownership of enterprises, shallow capital mark
lack of competitiveness are well documented proble
The economy is underperforming since at least

decades

—&—|taly ——EU average

Competitiveness and business environment

GCIR011¢ 48"

Italy is &ll, by far, the lowestranked G7 member country even though it has asophisticaed husinesse
environmentand alarge market siz€significant economies of scalelt has a moderate education quality (g¢
primary schools, average secondary schools and poor universities). Lack of growth, higmaaketrinefficiency
insufficiently developed financial marketsand poor institutions are keystructural weaknesses It ranks 48
worldwide for what concerns competitivenedaefficient government bureaucracyccess to financingnd high ta
rates are seen athe main concerns for potential investors. It ranks only1#82 N¥ Ré A RS Labbr miarke
efficiencyQ due to a scarce flexibility in the wage determination process, inflexible hiring and firing practices :
productivity.

DOING BUSINE§S80"

Italy ranks 88 worldwide as far as the conditions for doing business are concerned, losing four positiol
respect to the previous year. Iinplemented several regulatory reforms in areas where results mighédmsa onl
in the longer termsuchas judiciary oinsolvency reforms (introducingood practices to make effortleslse closure
of a business by providing a legal framework for-ofsttourt workouts).It introduced online procedures concern
the process of starting a business. It edstarting a business and getting credit by, respectivelgking online filin
mandatory andintrodudng a onestop shop, and by providing a credit feau with repayment information.

strengthenedinvestorsprotection, improving the disclosure of relatd-party transactions
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Economic Freedonindex 6.92 60")

Polity Index:8

Population:2.3 MLN

GDP28,970 (MLN, PPP constant 206tnational $)

GDP per capital2,846 (PPBonstant 2005 international $)
GDP as a share of world GOIRO8

Unemployment:17.1%

Latvia ]
]

Economic freedom

Latvia exhibits good scores regarding Access to Sol
Money (although the lowest in the EU aredjreedom tc I. Size of Government
Trade Internationally and RegulatioThese results a 10
offset by an inadequate figure as concertige Size ¢ V. Regulation of
Government (4.84), obtainedlespite brilliant scoresn Credit, Labor and
GKS @FNARFOES We¢2 LIS ItkBabhg Business
sufficient judgmenbn the field ofLegal Structure.

Il. Legal Structure and
Security of Property
Rights

The small Baltic country clawed its way back from a
economic bust and bank crisis that falled a breaknec IV, Freedom o Trade “W/!1. Access to Sound
boom. @mpetitivenesswas regainedhrough wage cut Internationally Money

and fiscal restrait, rather than by devaluationAn pward

growth (after a 20%plus fall in GDPand raised medit

rating (to BB+ positive outlook)are coupled witl —¢—Latvia —#—EU average
unemployment that isstill high.

Competitiveness and business environment

GCRR011¢ 70"

The erformance, across dlhe 12 competitiveness pillarss fairly belowthe average of the emomiesin transition
A regative banking system soundness (persistentiadiffies on the variables venture capital availability, ease
access to loan and financing trough local equity market), poor institutions (inefficiency of legal framandrion
business sophistication are some of the main issues.

DOING BUSINE§24"

Latvia scored 2%in the year 201011, gaining three positions with respect to the previous year thanks to rele
reforms infltencing the business environment. d@pted EU regulations triggering the implementation of electr
customs systems teclatogy. It reformed poperty registration(land registry can now check municipal tax datab
directly, saving entrepreneurs a step)reduced the time to export and import by introducing electronic submis
of customs declarations (comjphg with 2009 EU requirements on paperless custom§lnally, itintroducec
a mechanism for oubf-court settlement of insolvencies to alleviate pressure on courts and dgiggd som:
procedural deadlines.
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Lithuania

Economic Freedorindex 7.40 @4™)

Polity Index:10

Population:3.3 MLN

GDP50,128 (MLN, PPP constant 2005 international $)
GDP per capital5,010 (PPBonstant 2005 international $)
GDP as a share of world GDRO8

Unempoyment: 13.7%%

Economic freedom

Lithuania obtains good or fairly good judgme

respectively, in the fields dRegulation Freedom to Trad

Internationally, Size of Goverment and Legal Structur

with first-rate grades in the variable®op marginal ta

NFGSQ 6T dpus WwWwS3dzA I G2 NE V- Regulation of
A ‘w , , ~ A Credit, Labor and

LINELISNLI e Q otV YR W SY. Business

Like its EU peers, it has an excellsgbre as cocerns

Access to Sound Money.

1. Size of Government

1l. Legal Structure and
Security of Property
Rights

It made great efforts to enhance the economic IV. Freedom to Trade I1. Access to Sound
financial integration with the EU countries and to deve Internationally Money

an economic system with a high level of mar
orientation, liberalization and openness. Thegéorts,
while promotng economic growth had the partic
drawback of originating gproblem of heavy foreig
reliance of the economic and financial system and |
selfdevelopment capality.

== Lithuania =—EU average

Competitiveness and business environment

GCIR011¢ 47"

Lithuania exhibitedperformances fairly correspondent tis peerones. It shows a roderate macroeconomi
environnent (BBB stable outlook witheasonably good financial record), theanomyis likely to slowly stabiliz
in the medium term andhe fiscal deficit to reduce gradually. These results were primarily drivedrbypger-
than-expected recovery and high instiional steps forward (progress made improving the country's publi
administration and policymaking over the past decadepod higher education and trainimgpresent importan
featuresLJ NI A f £ & 2FFaSh o6& LJ2 2 sdddloulfifaadidemiadket deye®pdderd. (i Nz

DOING BUSINE§23¢

It gained three positionsas compared to the previous yeaas a result of several reforms beingsued It made
trading across border easid€introducing an electronic system for submitting custodeclarations),it enhancet
the process of getting credit (expanding tket of information collectedenforcing cooperation betweepublic
and privatecredit bureats, distributng both positive and negative information concerning firms and individt
and it reducedthe corporate tax rates. Furthermore, fightened the time limit for completing the registrati
of a company and easethe process ofclosing a businesg¢by introducing regulationsrelating o insolvenc
administrators,settiing out clear rules of liability for violations of law araly eliminating athree month statutory
pre-filing waiting period).
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Luxembourg

Economic Freedorindex 7.49 0" _
Polity Index:N.A.

Population:0.5 MLN

GDP:34,300 (MLN, PPP constant 2005 international $)

GDP per capita68,853 (PPBonstant 2005 international $)

GDP as a share of world GDR06

Unemployment:5.1%

Economic freedom

Luxembourg exhibitexcellent performance as conce
Access to Sound Money and good results relate | Size of Government

Freedom to Trade InternationallyRegulation and Lec 10
{ NHzOG d2NBz 6KSNB Al 200l .
BENRI o6t Sa WelE O2YLX ALYyO V. Regulation of

W[ $3It SyFa2NDSYSyd 2F O e |
record in the field of Size of Government. \\V"/

The smallest B founder member, economy based ‘
substantial international activity (exports and imports IV. Freedom to Trade” ——===yl||. Access to Sound

both very largein relative termsand financial servic Internationally Money
sector makes up more than a quarter of GDP)
recovery pace closely tied to the global economic upi
Fiscal policy tightened and fiscal stimulus (being pur
into the economy during 2008/09) withdrawn since e
2011.

Il. Legal Structure and
Security of Property
Rights

=&=—Luxembourg =#=—EU average

Competitiveness and business environment

GCI 201t 20"

Among the20 most competitive economies in the world, witlutstanding narket efficiency a strong ihancia
market development(roughly 160 banks operatingyver 90% forgjn-owned institutiong, a superb availabilit
of financial serviceand ease to access to loans, goagthnologial readiness, nfrastructure institutions ani
macroeconont environment (excellentredit rating AAA stable outlookfavourable current acamt balance
maintained government finances deteriorated somewhdtring testing yeans It shows veakperformances in are:
such as market size, labor market efficiency and higher education and training.

DOING BUSINEE85"

Favourable climate for entrepeneurial activitieswith high levels of openness, flexibility and prudent finar
regulations. Political stability, good communications, easy access to other European financial centers, ai
multilingual staff positively contributed to the finakd: t &S OG2NR& 3INB oG K 002 dzLIX
sector). A pastoral land coexists withighly industrialized, expotintensive, and lghtech services busine
environment, with a degree of economic prosperity almost unique among indus&thldemocracies. A&ertair
number of reformswere issuedduring the last yearit eased business statp (by speeding up the delivery
the business licensgpaying taxes, enforcing contracts and exporting processes. Goegtrintentives cacerning
taxes, construction, and plant equipment attractieign new investment inmedium,light, andhightechindustry.
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M alta uﬁ;:'_

Economic Freedorindex 7.31 339

Polity Index:N.A.

Population:0.42 MLN

GDP29,124 (MLN, PPP constant 2005 international $)
GDP per capita21,987 (PPBonstant 2005 international $)
GDP as a sire of world GDP0.01

Unemployment:6.9%

Economic freedom

Malta registersan excellent performancesgarding Acce:
to Sound Money and good or fairly good scores in I Sizelngovemme"‘
fields ofLegal StructureFreedom to Trade Internatiadly

and Regulation with the highest EU judgments on | V. Regulation Of
GFENAI6fSa Wez2L) YIFINHAYLI Credit, Labor and

W{dFIyRFNR RSGALFIGAZY 27F A Business
related toSize of Government

It maintained macroeconomic policy objectives ada
at pursuing sustainable cenomic growth (followinc
the latest significant downturn in the exporiented
manufacturing sectors and tourism industrgnd furthel
convergence towards EU average income levékca
sustainability over the medium termstable inflation ——Malta —8—EU average
leaner economyand continued structural reform

I1. Legal Structure and
Security of Property

=

IV. Freedom to Trad .- I11. Access to Sound
Internationally Money

Competitiveness and business environment

GCIR011¢ 50"

a | t { erforinande] across athe 12 competitivenes pillars,is significantly belowinnovationR NA @Sy &
scoreswith the exception othe variablesHealth and primary educatidiand Wlacroeconomic environmegXfirst-
class government debt rating signallagh levels of economigovernment finacialand institutional strengtk and
very low susceptibility to event risk). It obtains superb performance as concern Financial market develop
thanks to sund financial services regimattributed greatly to the increased attention to Maltese shorby
overseas companies to the extent that a number of fiscal incentives have been developed to attract e»
talent, despitea 2 2 Ride@ative bankg systenputlook reflecting expectations of weakenimgedit conditions

DOING BUSINE§SI.A.

Malta@ institutional strengthand itshigh economic resiliencyave clearly benefited from its accession to the E!
2004 and to the EMU in 2008 through the related improvement of its economic and social institutions. Polit
decreased with the electioof the moderate Joseph Muscat asdewf | 0 pgamydkader.Education remains a ke
priority for the financial services industithat is locatedin Malta. As a Europedinandal centre, it is well aware
the importance of sustaininthe availability ofa highly educated and skilled workforce as well as ensustitgble
academic training.
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TheNetherlands ]
Economic Freedorindex 7.32 @0") _

Polity Index:10

Population:16.5 MLN

GDP601,044 (MLN, PPP constant 2005 international $)
GDP per capita36,358 (PPBonstant 2005 international $)
GDP as a share of world GDIR95

Unemployment:3.4%

Economic freedom

The Netherlands obtain good scores in the fields

Freedom to Trade Internationally, gdation and Leg '-Sizelngovemmem
Structure, vith outstanding rankingon the variable
L!J/ § ITJA ul t O2YyuUNRt aQ LYy R V. Regulation of Il. Legal Structure and
O 2 y U.NRctllan® performance regarding Access Credit, Labor and /\ Security of Property
Sound Money The judgment concerning the Size ¢ Business .’ / Rights
Government(second lowesEUgradsg is not sufficient. A ‘
Open and capitalist economygharacterized by stable . Freed . - [ A Sound

. . . . . . . . Freedom to Trade - . Access to Soun
relations in the industrial sectofiscal surplus maintaine Internationally Money

over the past several years and high dependence

foreign trade and inestment from outside countrie

Favaurable economic environment for long term econor

growth thanksto high scores on government transpare —o—Netherlands —#—EU average
andeconomic diversity.

Competitiveness and business enenment

GCI2011¢ 8"

Topped the list(in the top 20 most competitive economies in the wi)fimoving up two positions, with firstate
performances acrossimost allthe 12 competitiveness pillarddighly sophisticated and internationally amc
the most aggressive in absorbing new technolod@sproductivity enhancementsExcellent educatical systen
reasonably stable macroeconomic environment (improving on a relatgts compared with last yeaahd efficien
factor markets, especially goods marketsghly supporive to business activity. Competitiveness would be fun
enhanced by intwducing more flexibility into the labor markeimproving access to financing and shrinl
government bureaucracy burden

DOING BUSINE§S0"

It improved significantlythe conditions for doing busines# introduced an innovative system that ties buad
allocation to court performance measured in terra of number of cases resolved in each category and ju
jdzl f AGe@T Ay Of dzRA Y Expedd® ndeSRientadadjddges impaddlitilyfetidcdd the frequenc
of filing and paying valuadded taxes from monthly to quarterly and allowed snealmpaniesto use their annus
accounts as the basis for computing their corporate income lakrought into effect good practices supporti
access to credif(distributing credit information from etailers, trade creditors or utilities as well as finar
institutions) and electronic property registration.
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Poland

Economic Freedorindex 7.00 639

Polity Index:10

Population:38.1 MLN

GDP637,295 (MLN, PPP constant 2005 international $)
GDP per capital6,705 (PPBonstant 2005 international $)
GDP as a share of world GDIR98

Unemployment:8.2%

Economic freedom

Poland obtainsan excellenjudgmentas concernsicces
to Sound Money and almost good scores in the ¢
of Freedom to Trade Internationalignd Regulation with
Fy 2dziadlyRAY3I | OKAS@SYS
deviation of inflatiyy Q® LG Kl a adzF¥FfA
results related td_egal Structurend Size of Government

Home to the largest economy in Eastern Eurofiegt
kept growing all the way through the crisis, thanks
a strong ability to insulate itself from exthal shock:
G2 | 3I20SNYyYSyid aSNBAy3
lending, to a favourable floating exchange rate ant
classic Keynesian response to the downturn.

I Size of Governmem

'4/

I11. Access to Sound
Money

V. Regulation of
Credit, Labor and
Business

1V. Freedom to

Internationally

Il. Legal Structure and
Security of Property
Rights

=¢—Poland =#=EU average

Competitiveness and business environment

GCIR011¢ 39"

The only European econty to register positive growth in 2009, with fairly even performance across all 12
of competitiveness. Growing domestic market size, high educational standards (in particular enrolmempat
and well regulatedbanking sector (most rated baskemained overall profitable throughout the crisis, leaglto
improved capitalization and markedly enhanced expected losses abgability), dominant role in the financi

services industryplayedby foreign owners andincreasingly maturenstitutions 6 b .

t Q4 ONBRAOAT

implementation of a number of effective monetary initiativeggre evident during the last years.

DOING BUSINE§30"

It achieveda lowering ofadministrative burden ané reduced compliance timdyy easing paying tees and propert
registration(land registry computerid) andswitchingto fixed registration fees (independent of the property val

It improved by | NXzLJG O &

a @ a i Simplenening ah Mieraafiodal 2 thgtak&hsive training program

insolency judgespand helped businesses adjustmentllpwing employers when work volumes declingo reduce
working hours orto usetemporary leave with reduced payit introduced a fixedi SN 02 y (i NI O a ¢
of 24 months On the other handsignificant upgrading of transport infrastructur@uality of roads dire)widening
labor-market participation, mastering public finances and dealing with the red tape (that currently drag dc
international ranking)are mandatory in duture-oriented development path.
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Portugal

Economic Freedorindex: 6.93 69")

Polity Index:10

Population:10.6 MLN

GDP227,205 (MLN, PPP constant 2005 international $)
GDP per capita21,369 (PPP constant 2005 international $)
GDP as a share of world GDRO8

Unemployment:9.5%

Economic freedom

Portugal exhibgs an excellent performance regard

Access to Sound Money and good or faidypoc

judgments, respectivelynithe fields of Freedom to Tra

Internationally and Legal Structure, with topte scort V. Regulation of
NBEO2NRSR 2yt &inflatigh: miokt Secedt lyasl Cfecggsﬁ;‘gg;a“
Almost sufficient the results related to Size of Governr

(5.56)and Regulatiorf5.73)

I. Size of Government

I1. Legal Structure and
Security of Property
Rights

It bveciame the 'Ehifd eurezone country to request a Qailc IV. Ereedom to Trade 1. Access to Sound
ORSTAYSR W@AUIlf Z It faded RGIGL Internationally Money
economy future after Mood® statements conceiing its

struggling fiscal healthiThe ©st of market fundings likely

to remain high untilong-term solutions ¢eficit reduced t

a sustainable level antinproved prospects for econom —&=Portugal —#=EU average

growth) will be achieved.

Competitiveness and business environment

GCIR011¢ 46"
t 2Nl dzal £t Qa 2@FSNI f ¢ a O atie’s innovathodR N® V6§ A RSSO Yot YeA S@ ff £
exception of roughly parallelisms as conce¥ealth and primary educatidp4hfrastructureQ | yafket Sz A

negative macroeconomic environment (with rating slipped from Al to AB@sconomy struggled to grow arttie
governmentwasnot able to fully achieve the deficit and debt stabilization targets set out in its loan agreemet
the EU andthe IMF) coupled with labor market inefficiency (highly segmentadtection against dismissal
to be improved working hours extened andmaximum amount of the compensation paymersst up and poo
institutions (burden of government regulation antefficiency of legal frameworkemain the main weaknesses.

DOING BUSINE&S1*

Portugal positions itself at the 3Pplace worldwide, gainintwo positions with respect to last year thanks to sev
reforms that were inplemented. It eased business staup (time reduced from 54 days to five that lead
a 60% increase in new business registrations) by allowingubdish information about the company registrati
electronicallyand introducing onestop shop (Empresa no did).is among e countriesthat improved the most i
registering property: new customer service censerd new onestop shops (mergethree procedures) introducey
allowing users not only to register property transfers but also to complete all due diligence, including cl
tax payments, ownership and encumbrances, in one steystly, it lowered corporate tax ratesntroduced a new
social security code angbod practices supporting access to credit by distributing both positive and negative
information.
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Romania

Economic Freedorindex 7.08 48"

Polity Index:9

Population:21.5 MLN

GDP231,879 (MLN, PPP constant 2005 international $)
GDP per apita: 10,793 (PPBonstant 2005 international $)
GDP as a share of world GDIR36

Unemployment:6.9%

Economic freedom

Romania exhibits good or almost good performance
the field of Access to Sound Money (despite being '-Sizelngovemmem
second poorest in the EU area), Freedom to T

Internationally and Regulation. It obtains sufficient V. Regulation of
roughly sufficient judgments as concerns Size Credit, Labor and
D2@SNYYSyd FyR [S3lf {ar Business
d02NB 2y GKS QI NARIFafS we

I1. Legal Structure and
Security of Property
Rights

Sovereign rating raise to BBBvith stable outlook refled
progressin recovery including return to econoin growtt
(ending a tweyear cantraction), currentaccount an
budget deficis reduction(after two international bailout
since 2009) with related downside riskseasing. ku
appreciation the best performer among 25 emergh —+—Romania ——EU average
market currenciesleadsto dropping financing costs.

IV. Freedom to Trade 11. Access to Sound
Internationally Money

Competitiveness and business environment

GCR0O11¢ 67"

Romania,among theefficientRNA @Sy SO02y2YASasx SEKAOAGSR LISNF 2N
the exception & market size and higher education (fine tertiary education enrolment rate and quality of
education). Several weaknesses affemibstantial economic growthand competitiveness: non transpare
AyaadAlddziazya o0t2g LR{AYAQRIOBANY YSyzat R F& RHUzE 6 5 QT R¢
quality (it lags behind international standards by a significant margind lack of business sophistication
innovation (limited universityndustry collaboration in R&D). Its macroecononenvironment improved, buthert
term fiscal adjustment anddusehold deleveraging will have their consequenmeprivate consumption

DOING BUSINE§S6"

It introduced substantial amendmentso bankruptcy laveQ(introducing outof-court workouts, takng steps tc
prevent abuse and promotingpecialized cour)sand improved dealing with construction permit¢reducing fee
and expeditingthe proces} It improvedsecured transactions systeand unified registry (helping clarify priorit
without increasng costs(it has the 2 lowest registration feeén the world. It faced unemployment bgxemping
employers hingLINBE @A 2 dzaf & dzySYLJX 28 SR 62NJ SNE FTNRBY Llkb@mbonhd
Fiscal burden increased, with the intnaction of a new minimum tax on profit.
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&

Slovakia

Economic Freedorindex 7.56 (13")

Polity Index:10

Popuation: 5.42 MLN

GDP:104,042 (MLN, PPP constant 2005 international $)
GDP per capital9,202 (PPBonstant 2005 international $)
GDP as a share of world GDR17

Unemployment:12.5%

Economic freedom

Slovakia ehibits an excellent performance as conce

Access to Sound Money and Freedom to T . Size of Government
Internationaly (G KS KA 3K S &,(maifly div&n b
the variableW{ A1 S 2% UNJ RS &elater V. Regulation of P\ Il. Legal Structure and
to Regulationand sifficient score in the field oBize c Credit, Labor and /‘B\ Security of Property
Government and Legal Structure, notwithstanding a Business Rights
Regulatory restrictions on the ss#e¥ NXB I f LIN A
The seconghoorest country in the eur@one (afte ‘s
Estonia), with exportentred economy accounting fo 1V. Freedor 10 Trade™——===gll. Access o Sound

S ' p y g Internationally Money

barely 1% of the zone GDRecoveed quickly fron

the financial crisis, through sound economic fundamet

firmly established. @vernment cutting spending ar

raising taxes to the tune of 2.5% of GDP, followiwg —4—Slovakia ——EU average
years of budget deficits

Competitiveness and business environment

GCl 201t 60"

The country exhibits favourable overeigr@ ratings and macroeconomic environmentinderpinned by dee
economic and financial integration with core Eurgpleat facilitates income convergence, moderate governm
debt ratios, high debt affordability and a cays, albeit underdeveloped, domestic debt markiktshows a moderai
growth in financial marketnot dependent on the supply of liquidity fromhe Eurosystemsoundness of banks a
increased foreign banks deposit$hese tsengths are counterbalanced by competitiveness challengegexport
concentration, hiring and firing practicesigidities, an ageing population and negative debt dynamics res
from large fiscal imbalancistin-pot educational system, poor institutions (inefficient government buiacy
Yy20S62NIKe O2NNUzLIJiA2Yy 0 | yR AYFNI adNHzOGdzNEQa |j dzl f

DOING BUSINE&81*

The economy@ impressive real macroeconomiimckground low wages, high educational attainment and c
proximity to core Europghave made the country an attractiy@acefor foreign direct investment. &ertainnumbel
of reformswere issuedlast year. The governmemased registering property argbstablishedelectronic registries fc
movable property as collateral. iéduced fixedterm contracts limit (from 36 mnthsto 24), it made easier enforcir
contracts (introducingspecialized courts deciding cases relating to bankruptcy, securities, maritime trarg
intellectual property, introduced technology to track court processasd training programmes$o improve cas
managementin the high court the Bratislava district court keeps cases moving by allowing adjournments only
there is a compelling reason).
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Slovenia

Economic Freedonindex 6.78 @5")

Polity Index:10

Population:2.0 MLN

GDP50,700 (MLN, PPP constant 2005 international $)
GDP per capita24,806 (PPP constant 2005 interiatal $)
GDP as a share of world GDRO8

Unemployment:5.8%

Economic freedom

Slovenia ghibits an excellent performance regarding

Access to Sound Money, counterbalanced fan '-Sizelngovemmem

inadequate figure as concerns Size of Governm

(4.6). Passableresults related to Freedom to Trac V. Regulation of Il. Legal Structure and
Internationally, Regulation and Legal Structure Credit, Labor and Security of Property
notwithstanding excellenscores obtainedon the variable Business Rights
WAEfAGENE AYGSNFSNByOSQ

(9.66).

IV. Freedom to Trade I11. Access to Sound

Tradition of prudent macroeconomic policies and ste Internationally Money

economic performancewith government debtkept or

a tight rein Integration within EU strongly support

the O2dzy i NE Qa Ay adilAadldziA 2stio

adoption eliminated risk o$pecific foreign currency cri —e—Slovenia —#—EU average
Key area of risk concerns the need to maintain ex

competitiveness.

Competitiveness and business environment

GCIR0O11¢ 67"

Performance, across all 12 competitiveness pillars, fairly betovevationdriven economies scores, exclud
roughly parallelisre as concera Wealth and primary educatid®and Wigher education and trainifsignifican
tertiary education enrollment rate)Deficientbanking system soundness (persistent difficult operating conut
ongoing assetuality deterioration, bank@limited capital resources to absorb further loan losses and signi
reliance on international market funding), inflexidbbor market (reforms delayed), inefficacy of corporate boe
and poor protection2 ¥ YA Y 2 NR (& & K | anddily2pariySoNsktby doyeiniBeNiBl duirding supp:
broader mplied systemic support, qualifieshnovation capacityand strong economic base (despite 2009 st
contraction coupledvith depressed demand for exports)

DOING BUSINE§g2™

It enhanced a lot the conditions of doing businesgsth fairly even performancén all the nine topics of doin
business rankindt madestarting a business easi@émprovements to onestop shop alloving more online services
reducedby 75% delays in property registrati¢greater computerization in land regisjtynerged or eliminated tax
other than profit tax (abolished payroll tax and reduced corporate income tax rate) and introduced electror
interchange (allowing trders to submit some of their export and import declaraticarsd manifests to authoritie
electronically).New lawson labor markets were issuegovernment reimburses employefer education expenst
and wages paitb employees on temporary leav®ecaise d work shortages.
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Spain

Economic Freedorindex 6.99 64™)

Pdity Index: 10

Population:45.9MLN

GDP1,243,892AMLN, PPP constant 2005 international $)
GDP per capita27,066 (PPBonstant 2005 international $)
GDP as a share of world GDR96

Unemployment:18.0%

Economic freedom

Spain exhibg an excellent performance as concer

Access to Sound Money (9.6), achieving a score of ¢ I Sizelgf Government

GKS @GFINRIo6fS WLYTEFIGAZ2YY

results in the Freedom to Trade Internationally (al V. Regulation of Il. Legal Structure and
with the lowest EU ranking being recorded on the fiel Credit, Labor and Security of Property

W{GFINIGAY3 + odAAYyS&E&Q0S Business Fionts

insufficient grades on the Size of Government.

There are, in effect, two Spains, one vibrant and one
The public debt is boosting (36#%6 2007 vs. an estimati
68% in 2011) and the need to replace thaja mode
with a standard banking template is mandatory for
economic upturn. There are huge differences betw
the productivity of big exporting companies and the —o—Spain —#—EU average
of small domestc oriented firms.

IV. Freedom to Trade I11. Access to Sound
Internationally Money

Competitiveness andbusiness environment

GCIR011¢ 42™

Spain has aiphly infexible labor meket (130") that discourages job creation and boost persistent unemployr
rate: youth unemployment is the highest in Europ@drcial markets negative assessmengja model), access -
financing declared as the most problematic factor, and unsustdénghblic deficits corresponding to a poten
insolvency, constitute the major structural weaknessgsLJl A ofmsiitive@ess performance are enhanced b
first-class infrastructureby alarge marketsize (economies of scale and optimum trade tariéfay by a strong
degreetechnologicaprogress.

DOING BUSINE§89"

Spain ranked k) among the countries with major improvements. It reduced the number of trade document
streamlired the documentation for importsincluding taxrelated information ona single administrativerecord
It amended regulations governing insolvency proceediagd outof-court workouts(through anew law, passe
in 2009and concerning debt restructuring It ensuredregister propertytime limit compliance in an innovativeay
(G KS NXB 3 AadeicBy 3@ iffegiShtion takes more than 15 days) aimtreased efficiency in getting cre
by clarifyingpriority among creditorsaand by providingbjective information on whether assetge already subje
to the security ight of another creditor
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Sweden -
Economic Freedorindex 7.24 9" - -
Polity Index:10

Population:9.3 MLN

GDP:300,590 (MLN, PPP constant 2005 international $)
GDP per capita32,314(PPRconstant 2005 international $)
GDP as a share of world GDIR48

Unemployment:8.3%

Economic freedom

Sweden obtainsexcellent/good judgments in the fiel

of Access to 3md Money,Legal StructureFreedom t

Trade Internationallyand Regulation, with an outstandi
LISNF2NXYIFYyOS 2y GKS @I NA

wo Eu NI /udbed/F ISP # MR ( A & Yiovestmen é/{e?ﬁgfféfrnaﬁf
NBEadNRKOUA2Y a Q dexhpifsiha8equatéfigude Business
the lowest in the EU area.

I. Size of Government

//s

\ /]
Unlike the greater part of EuropeSweden is rodng A
ahead: annual growth as high as 6.4% in the first qu IV. Freedomto Trade’———==3i{lI1. Access to Sound
of 2011, unemployment falling fast, budget in surplin Internationally Money
the sameyear and public debt heading to belo40% o
GDP. Drivers: prudent prmarket policies (having learn
a lot from its banking bust in the early 1990t
strengthened budgetary rules and bank supervigidight

fiscal strategy and luck.

Security of Property
Rights

=4—Sweden ==EU average

Competitiveness and business environment

GCIR011¢ 2™

Sweden mved ahead of Singapore and thénited States, eiming the ya position and being one of the mo:
productive and competitive economies in the warigith several positivéeatures. i KS 62 NI RQ& Y2
efficient public institutions, with very low levels of corruption and undue influetice;government is considere(
one of the most efficient; private institutionare receiving excellent marks, with firms demonstrating the utn
ethical behavior1*), strong auditing and reporting standards and wehctioning corporate board€ficient goods
and financial marketsafd, lately acquired, status obig creator of privatesector jobs narrowingi K S Wi |
and strong focus on educationver the years, have createsl very sophisticated business culturariked ?d) and
madethecountynS 2F G(KS 62NI ROH). f SI RAy3 Ayy20F (i2N& 0

DOING BUSINE§34"

Within the group of top 25, Sweden improved the most ie thase of doing business, escalatfogr positions It
made starting a business, dealing with construction permits gegisteringproperty easier, respectivelyutting the
minimum capital requirement for limited liability companies by half, eliminating the requiremémtobtain ¢
preemption waiver from the municipalifyand streamlining proceduresby using electronic database 1
encumbrances.t srengthened investas protectionby requiringmore corporate disclosure andregulating the
approval of transactions (new NASDAQ Stockholm Stock Exchange rulebook adopted in Januargn@Oby
allowing access to all corporate documenefdre a trial. It reached top grades in easingsspay taxes (havingnly
one tax per tax base),ading across borders and credégal rights information for borrowers and lenders.
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United Kingdom

Ecaomic Freedomindex 7.71 ")

Polity Index:10

Population:61.8 MLN

GDP:1,987,896 MLN, PPP constant 2005 international $)
GDP per capita32,146 (PPBonstant 2005 international $)
GDP as a share of world GDR10

Unemployment:7.7%

Economic freedm

The United Kingdom hews excellent/good gradesas
regard Acces to Sound MoneyFreedom to Trad
Internationally, Regulation and Legal Structuraith
outstanding figures reported on the following variab

I. Size of Government

WC2NBAIY Ay@dSadySyi NB & V. Regulation of Il. Legal Structure and
NS I dzf | U A2 y Q 6 y DOH O I y R )/UJILN Credit, Labor and Security of Property
Business Rights

(8.2). Roughly sufficient the judgment recorded in the
Size of Government

[t f t SR Wl ak¥s Kb @S )f 7\ )ﬂty, IV. Freedom to Trade’_——===={{|I. Access to Sound
despite lacklustre growth, that wathe slowest since tF Internationally Money

1930s In the second quarter of 2011t reached just

a 0.2% because of an economy knocked on to a lo

less productive path, with weak demand, high inflat

falling real wages and fears for the future housel —&—United Kingdom =—EU average
consumption.

Competitiveness and business environment

GCIR011¢ 12"

After falling downfour positions over the past two years, the Unit&thgdom moves up one spot to tflblace with
clear strengths spurring productivity enhancemerfteancialmarket efficiency(recently new prudential legislatic
set out to ensure compliance with capiaflequacy rules), goods and labararket efficiency,sophisticated an
innovative businesseghfough universityindustry collaboratiol, superiorhigher educationand very large marke
size. The greatest competitive weakness remdlresmacroeconomic environment with ldgh budget deficit, risir
nationaldebt andan economy not strong enough to withstand a rise in interest rates.

DOING BUSINES8"

At top rankingconcerningthe ease of doing business, with primary position as corgstarting a busiess, gettin
credit (distributingboth positive and egative credit information) and investors protection (strict regulations or
transparency of relategbarty transactions)lt improved the processf enforcing contracts and closirsgbusinessy,
respectively, modernizing civil procedurestire commergal court (throughonline procedures, alloimg filings 2:
hours a day, anéhtroducingspecialized divisions) and streamlining bankruptcy procesbesugh amendments ti
the insolvency rules favoimg the sale ofthe firm as a whole and improvirtpe caldzf F G A2y 2F | R
Additionally, it @sedthe process ofregistering propertyby usingelectronic database for encumbrangesnd by
allowingpaying taxeshrough selfassessment
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Croatia
Economic Freedonindex 6.46 (89" _

Polity Index:9

Population:4.4 MLN

GDP:71,681(MLN, PPP constant international $)

GDP per capital6,166 (PPBonstant 2005 international $)
GDP as a share of world GDR11

Unemployment:8.4%

Economic freedom

Croatia obtains an excellent performance for w I. Size of Government
concerns the areaAccess to Sound Mone{B.49), 10
sufficient or more than sufficient performance for wil _
concernsFreedom to Trade Internationallnd Regulatior V- Regulation of =
g Credit, Labor and

of Credit,Laborand Busines$6.3 and 6.82 respectivel Business \/ '

Il. Legal Structure and
Security of Property
Rights

Its scores are not sufficient, viesersa, for what concer ‘
the Size of Governmen6.13) and thd_egal Structure ar

Security of Property Righ(5.55). V. Freedom to Tra

Y111. Access to Sound

Especially for what concerns ttize of Government, Internationally Money
scores far behind the other EU candidate countries,

to a high level of government consumption together v

many transfers and subsidies. —o—Croatia 8- EU candidate countrie:

Competitiveness and business environment

GCR2011¢ 77"

Croatia scores 77in the worldwide ranking, losing 16 positions in the last two years.n&fficient governmer
bureaucracyi 2 3SGKSNJ 6AGK KAIK GFE NIXdSa FyR 6FR GFE N
competitiveness. It scores badly in the icators concerningnnovation and sophistication factoand in the suk
indicators concerning theurden of government regulatignefficacy of corporate boardghe extent and effect ¢
taxationand the lusiness impact of rules on ERdhere it is not eveincluded in the top 130 countries.

DOING BUSINE§84"

Croatia positions at the §‘4p|ace worldwide, gaininfjve positions with respect to last year thanks to two refor
Contrary to what observed in the GCI indexisiamong theten countries thathave made the largest strides
making their regulatory environment more faw@ble to business. In particular, itinked 2" in improving the
conditions for starting a new businesMore possibilities to use tine procedures ad easier constructions pmits
contributed to this advancement in the ranking. In particulartakes just seven days followingsix different
proceduresin order to start a busines#t is still weak as far as conditions for registering properties and constrt
permits (notwithstanding theobservel improvements) are concerned.
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Iceland

Economic Freedorindex 6.81 (7¢)

Polity Index:N.A.

Population:0.3 MLN

GDP:10,841 (MLN, PPP constant 2005 international $)
GDP per capita33,980 (PPBonstant 2005 international $)
GDP as a share of world GDIR02

Unemployment:7.2%

Economic freedom

Iceland performs fairly well, and better than the aver

of the EU candidate countries, in the areas lofga

Structure and Security of Property Riglatisd Regulatiol

of Credit,Laborand Busines$§3.31 and 7.57 rgmectively) V. Regulation of
it obtains excellent scores in the areésccess to Soul Cre‘;ﬁ;?g:;a”
Money (7.78), while the scores concerning tt&ize c

Governmentand the Freedom to Trade Internationa

(5.01 and 5.4) are not sufficient.

I. Size of Government

Security of Property
Rights

) . . IV. Freedom to Trade 111. Access to Sound
The excellent performance in theegal Structw is drivel Internationally Money

by the independence of the judiciary system and by
integrity of the legal system. High top marginal incc
tax rates and payroll taxes drive the bad performe
concerning the area Size of Government.

=&=|celand == EU candidate countrie!

Competitiveness and business environment

GCIl2011¢ 31

Iceland ranks F1at a worldwide level for what concerns competitiveness, losing five positions with respect
year and 11 with respect to 200Access to financindgoreign currency regulatiorsnd nflation are seen as the ma
problematic issues for investors. It scores fairly well in the areardviation and sophistication factOt(QOth at
a worldwide level), thanks to a background retaty favourable to innovations. However, for what concerns
macroeconomic environment and the financial market development, the performance is bad and the
positions in the 138 and 122° place. Another disadvantage is clearly represented bylithited market size.

DOING BUSINE§35"

Notwithstanding a loss of one position, Iceland is still at the abpanking of the better nations where to rur
business. No significant reform was registered in the last year concerning the businessresrirdn particular, i
ranks & worldwide, behind Luxembourg and Hong Kofuy, what concerns enforcing contracts (especially th;
to low costs of the procedurg¢sDuring the last year, at least two worsening conditions of doing business
registeed. Onthe one hand, Iceland made dealing with construction permits more costly by increasing the
obtain the design approval and receive inspections. On the other hamtreased the corporate income tax ri
from 15% to 18% and raised sociatsety and pension contribution rates.
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Macedonia, FYR

Economic Freedorindex 6.88 (64

Polity Index:9

Population:2.0 MLN

GDP:16,906 (MLN, PPP constant international $)

GDP per capitaB,282 (PPRonstant 2005 international $)
GDP as a share of world GDRO3

Unemployment:33.8%

Economic freedom

Macedonia, with a score of 6.88, ranks"eat a worldwide

level. It performs particularly well irhe field ofRegulatiol I Sizelgf Government
of Credit, Labor and Businesswhere it obtains a 7.¢

(above the average of the other EU candidate count! V. Regulation of
It obtains an excellent performance in the field Afces Credit, Labor and
to Sound Money(7.96), and passable for what conce Business
the Siz of Government(6.88) andFreedom to Trad

Internationally (6.66). The performance in thdega

Structure and Security of Property Righgsviceversa, no IV. Freedom to Trade 111. Access to Sound
sufficient (5.05). Internationally Money

Il. Legal Structure and
Security of Property
Rights

This last, negative performance is mainly due to tl
factors: not sufficient judicial independence scarcel

independent courts, weakrptection of property rights #—Macedonia #—EU candidate countrie:

Competitiveness and business environment

GCR011¢ 79"

Macedonia gained five positions in each of the last two years and rarfkin7ehe competitiveness ranking.
scores better for what concerns the basic requirement of the economy, in particular ranl%lhfg)m(/hat concern
the economic environment. Ehperformances for what concerns efficiency enhancing factors and innovatic
less satisfying (88and 97" position respectively). The market size penalizes the competitiveness of the ecc
together with poor labor market efficiency and higher edtion system. Also for what concerns the infrastructu
the country does not perform well, and ranks only'91

DOING BUSINE§S8"

Macedonia dses two positions with respect to last year, rankiﬁ@h worldwide. It improved the conditior
concerningone-stop shop. Moreover, it increased theimber of online procedures arldwered the corporate ta
on undistributed profits from 10% to 0%, so that currently only distributed profits are taxed. As far as th
of payingtaxes is concerned, Macedonsamplified significantly the tax compliance process. The main weakr
iNGKS | NBF W/ t aherk Matedbnia pasitiohsyahEls tpace.
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Montenegro

Economic Freedorindex 7.27 (37)

Polity Index:8

Population:0.6 MLN

GDP#6,299 (MLN, PPP constant international $)

GDP per capital0,122(PPRonstant 2005 international $)
GDP as a share of world GDRO1

Unemployment:N.A.

Economic freedom

Montenegro scores 7.27 and reaches an enviabl&
position in the worldwide ranking on economic freedon
performs better than the other EU candidates in the f
of Regulation of CreditLaborand Businesg8.01), ad
obtains an excellent performance concerninfcces
to Sound Money(9.49) andRegulation of CreditLabo
and Busines$8.01). Sufficient or more than sufficient 1
scores regarding.egal Structure and Security of Prop:
Rights(6.13),Freedom to Tade Internationally(6.75) ani
almost sufficient the ones on Size of Government (5.9¢

The excellent results concerning regulation are dr
by the @ N ICadit®arket¥egulatiorQ | y R 0
flexibility in the labor market.

I. Size of Government

V. Regulation of
Credit, Labor and
Business

Il. Legal Structure and
Security of Property
Rights

=WI11. Access to Sound
Money

IV. Freedom to Trade
Internationally

== NMontenegro == EU candidate countrie:

Competitiveness and business environment

GCIR011¢ 49"

Montenegro scores 49in the competitiveness ranking, gaining 16 positions within the last two yé&asgequatt
supply of infrastructureaccess to financing andefficient government bureaucragre seen as the maiooncern:
for investors. The country scores fairly well (also as compared to the stage of development in which it cur

AY Ylye& IINBlF&az odzi Ay
limited market size penalizes the overall performance.

LI NI A Odzft I NJ A {

SEOSt a T 2"Nvhe
Improvements might be sought in the fielceogth of

auditing and reporting standardefficacy of corporate boardsnd N2 G SOUGA2Y 2F YAY 2 NA

DOING BUSINES&6"

Montenegro scoes 66" worldwide as far as the conditions for starting and continuing a business are concel
has improved in a relevant way the conditions for starting a business, especially thanks to simplifieebjstisatior
procedures (tax registration, sotisecurity registration, licensing), to a simplified tax compliance process and
reduced number of trade documents necessary to make trading across borders. In particular, it eliminatec
procedures for business stamp by introducing a singleegistration form for submission to the tax administratj
and it eliminated the requiremento present a terminal handling receipt for exporting and importing. It still ran
the last positions in the fields of dealing with construction permits, pgyaxes and enforcing contracts.
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Turkey

Economic Freedonindex 6.74 (7%)

Polity Index:7

Population:73.9 MLN

GDP:881,85 (MLN, PPP constant 2005 international $)
GDP per capital1,931 (PPBonstant 2005 international $)
GDP as a share of world GDR25

Unemployment:9.4%

Economic freedom

¢ dzNJ S& Qa eligSmdFapilNestabyisbing the aver.
of the candidate countries scores, given the relatixeght
of its GDP. It obtains an excellent result in the afeaes I. Size of Government
to Sound Money8.92), an almost good result concerr 10
the Size of Government (6.9) and affscient one in the V. Regulation of
areaFreedom to Trade International({s.4). Not sufficien Credit, Labor and
on the other hand, the performance in the fields Business
Legal Structure and Security of Property Rigbt§9) ani

Regulation of Credit, Labor and Busingss).

Rights

Military interference and scarcely independent judi IV. Freedom to Trade VIlI. Access to Sound
system and scarcely impartial courts bring down the s Internationally Money
concerning the structure of the economy. Labor ma

regulation represents the main weakness concerning

last area consideredRegulation of Credit, Lab anc ——Turkey —#—EU candidate countrie:

Businesks

Competitiveness and business environment

GCI2011¢ 61°

Turkey ranks 61in the ranking on competitiveness, and this position was quite stable during the last two y:
performs betterin the area of ficiency enhanceréwhere it ranks 5@) and of nnovation and sophistication factc
(57‘“) than for what concerns thedsic requirement$68‘h). Inefficient government bureaucracyollowed by mlicy
instability and tax regulations arseen as the main concerns that limit its competitiveness. The poor perforr
regarding the basic requirements for a competitive economy is due to the poor quality of the institution
weak macroeconomic environmerdnd to a non excellent performaadn the field ofhealth and primary educatio
Also the results concerning labonarket efficiency are unsafising, and Ttkey ranks only 127 worldwide ir
this field.

DOING BUSINESS5"

Turkey Ises five positions and ranks" at a worldwide l@el (last yeait scored60"™). Turkey performs quite well
far as registering property and enforcing contracts issues are concgoned performs badly in the fields of deali
with construction permits and of closing a business.
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Eastern Eunpean Countries
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Albania

Economic Freedorindex 7.32 (3¢)

Polity Index:9

Population:3.2 MLN

GDP 23,505 (MLN, PPP constant 2005 international $)
GDP per capita7,449 (PPP constant 20@&ernational $)
GDP as a share of world GDRO3
Unemployment:12.7%

Economic freedom

Albania scores 7.32 concerning economic freedom
ranks 38" worldwide. It is an excellent result, better th
the average of the other countries in the Eastern clu:
Thisresult is driven by the excellent performances in

I. Size of Governmenti

fields Size of Governmen(8.2) and Access to Sout V- Regulation of Il. Legal Structure and
N Credit, Labor and Security of Property
Money (9.63) where Albania is among the top10. Q Business Rights

good the performance in the fiel®Regulation of Cred
Labor and Busines&.32) and more tharsufficient the
ones concerning-reedom to Trade Internationall{6.62
andRegulation of Credit, Labor and Busin32).

IV. Freedom to Trade I11. Access to Sound

Internationally Money
The only score that is not sufficient is in the atesga
Structure and Security of Property Righs45), mainl
due to ascarcey independentjudicial system and scarc: —o— Albania —B—East average
impartial courts and by a weak protection of prope
rights.

Competitiveness and business environment

GCIR011¢ 88"

The country gained 20 positions during the last two years, and ranRswesldwide as far as competitivene
is concerned. Access to financing, corruption and tax regulation represent the cnitisal aspects that lim
its competitiveness. The country is not included among the 160 worldwide in the areas atroeconomi
environment and nnovation Within the first, the main critical issues are represented by weak government ba
and low national savings rateThe main problems in the field of innovation are represented by a low quaf
scientific research institutions, scarce universitgustry collaboration in R&D and a limited availability of scier
and engineers.

DOING BUSINE§82™

Albania is positioned at the Qﬁplace in the Doing Business ranking 2010/11. It is among thel@pountrie:
worldwide for what concerns the time that is necessary to start a business and it realized in the last years it
reforms to improse investors protection. It recently made the process of paying taxes easier, enhanc
electronicsystemsto lower the cost of compliance and reducilapor taxes andmandatory contributionslt is stil
among the worse countries worldwide for whatragerns the issues ofedling with construction permitand closing
a business.
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Bosnia and Herzegovina

Economic Freedorindex: 6.23 (108"

Polity Index:N.A.

Population:3.8 MLN

GDP27,367 (MLN, PPP constant 2005 international $)
GDP per capita7,265 (PPP constant 2005 international $)
GDP as a share of world GOR04

Unemployment:23.8%

Economic freedom

I. Size of Governmenti

Bosnia and Herzegovina, with a score of 6.23, rank¥ 10

worldwide as far as economic freedom is comst. I

obtains a good performance in the areafdcess to Soul V. Regulation of Z I. Legal Structure and
Credit, Labor and Security of Property

Money (where it scores 8.3), sufficient or more tt
sufficient in the fields oFreedom to Trade Internationa
(6.53) andRegulation of Credit,aborand Busines$6.91)
Not sufficient he results concerning the other two are
considered:Size of Governmer(6.49) and_egal Structutr
and Security of Property Righ3.94).

Business Rights

IV. Freedom to Trade 111. Access to Sound
Internationally Money

This last area (Legal Structure) represents the most ¢
issue, where Bosnia and Herzegovina performs quiiese —e—Bosnia and Herzegovin —B- East average
than the other countries in the region.

Competitiveness and business environment

GCIR011¢ 102

The country gained seven positions since last year, but still does notgaaoabe included among the first 1
countries worldwide as far as competitiveness is concerned. Access to financing, high tax rates and an i
government bureaucracy represent the most critical aspects that limit its competitiveness. If wearahsidjuality
of the infrastructures, theransparency of government policyaking, the ¢hical behaviour of firmsthe protection
2T YAY2NRAG@ &KI|thaesustdy peBaxis @mohgythie &dide até worldwide level.

DOING BUSINE§31d"

Bosna and Herzegovina maintains its ihlf)osition in the Doing Business ranking 2010/11, as in the pre
edition. Notwithstanding this low rank, at least two reforms that improved the business environment were ok
during the period. On the one hand,increased administrative efficieneyaking the registration of property easi
On the other hand, for what concerns fiscal aspects,atgad or eliminated taxesther than profit taxas to mak
the tax paying process leaner, it reduced labor taxes @nttributions and it abolisheds payroll tax The countr
still scores badly as far as the conditions for starting a business are concern&l (160
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Moldova

Economic Freedorindex 6.29 (96" @
Polity Index:8

Population:3.6 MLN

GDP29,241 (MLN, PPP constant 2005 international $)

GDP per capita2,592 (PPRonstant 2005 international $)

GDP as a share of world GDRO1

Unemployment:6.0%

Economic freedom

Moldova ranks 98 at a worldwidelevel for what concerr

economic freedom. This bad performance ascribabls . Size of Government
to a non sufficient performance for what concerns
Size of Governmen(5.61) and thelLegal Structure ar V. Regulation of II. Legal Structure and
Security of Property Right¢5.65) and to a slight Credit, Labor and Security of Property
sufficient perfemance in the fields oFreedom to Trad Business Rights
Internationally (6.32) andRegulation of Credit, Labor a
Businesg6.14). The only area in which it obtains a g
score isAccess to Sound Mondy.74). IV. Freedom to Trade 1. Access to Sound
Internationally Money
A high level of governmengnterprises and investmey
scace judicial independence and court impartial
together with a weak protection of property righ
=&—Moldova =i— East average

represent some of the main problems the country sh¢
face.

Competitiveness and business environment

GCIR011¢ 94"

It is the first year that scores for Moldova are available for what concerns the Global Competitiveness Index
results are not satisfying. The country ranksthgglobally, being 9% in the area of basic economic requiremel
99" in the area of efficiency enhancers and 2B the area of innovation and sophistication factors. Pt
instability, difficult acces® financing and corruption represent three main critical issues for investors. The ¢
does not figure within the first 100 countries for what concerns the qualitysiitutions, gpods market efficieng
financial market developmentnarket size business sophisticatioand innovation.

DOING BUSINE§S0"

Moldova ranks 99 worldwide as doing business conditions are concerned. Ittloge positions notwithstandin
reformsinvolving thereduction of labor taxes and mandatory contributiods inmost Estern European countrie
property can be registered quite fagef days for $38three days for $111 or one day for $185), so that it rank$
in this area. It also performs quite well as far as the issue of enforcing contracts is concerH‘}adT(rﬂé) mai
weakness that Moldova exhilsitoncerrs the issue of dealing with construction permits (15%nd trading acro:
borders die to the high costs incurred in order to import and export to and from the country.
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Russian Federation

Ecoromic Freedomindex 6.55 (81

Polity Index:4

Population:141.8 MLN

GDP:1,930,774 (MLN, PPP constant 2005 international $)
GDP per capital3,611 (PPBonstant 2005 international $)
GDP as a share of world GDR05

Unemployment:8.16%

Economic freedm

Russia obtains an excellent score for what concé&uses

to Sound Money8.3), a sufficient or more than sufficie I Sizelgf Government

score in Size of Government{6.78) andRegulation ¢

Credit, Labor and Busine§s.11), a non sufficient one V. Regulation of II. Legal Structure and
the areas olegal Structure and Security of Property Ri Credit, Labor and Security of Property

(5.73) andFreedom to Trade International(.82). Business Rights

The weakness of the legal structure is determined
scacelyindependentjudicial system and scarcely impar

courts and by a weak protection of property rights. 'l Access to Sound

IV. Freedom to Trade

; Internationally Money
what concerns the freedom to trade, the unsatisfy
result is driven by the existence of higkvenues for trad
taxes @&s a percentage of thérade sector) a relevan
=&=—Russian Federatior == East average

standard deviation of tariff rates, taxes on internatic
trade and nomrtariff barriers.

Competitiveness and business environment

GCIR011¢ 63

The Russian Federation ranks“@8orldwide for what concerns competitiveness, losing 12 positions in the las
years. The main concern for investors is corruption, followed by access tccifigaand tax regulations. We
institutions, limited gpods market efficiengyfinancial market developmentand husiness sophisticatiorepresen
the main weaknesses of the country. It scores particularly badly (not even among the top 130 countriesat
concens the PR G SOGA2Y 2F YAY 2N dhe pedalehchlBf Krade BaFibEna theé hyrdes N
customs proceduresGood results, vicgersa, are obtained in the area of primary amgitiary educationenrolment
rate and male participaion in labor force.

DOINGBUSINESS123¢

The Russian Federation loses seven positions and passes from heoltbe 123 position during the last year.
pursued some interesting reform in the last year, making dealing with construction permitr dagplementing
a single window for all procedure®lated to land usp and making improvements in a series of other ar
from regulation of insolvencydministratorsto the prevention of fraud and abuse imsolvency proceeding
Notwithstanding these reforms, it still ranks very low in the areasdefling with construction permits and tradi
across borders. Viegersa, it performs relatively wiein enforcing contracts (fs.
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Serbia

Economic Freedonndex 6.44 (91

Polity Index:8

Population:7.3 MLN

GDP:72,953 (MLN, PPP constant 2005 international $)
GDP per capita9,966 (PPP constant 2005 international $)
GDP as a share of world GOR11

Unemployment:16.7%

Economic freedom

Serbia scores §1at a worldwide level. Ibbtains a goo I Sizelgf Government

result in the field of Access to Sound Moneg7.72)
sufficient or more than sufficient in the fieldSize c V. Regulation of p \
"\/éb\

Government(6.85),Freedom to Trade International({.3’ Credit, Labor and

and Regulation of Credit, Labor and Busings$4). Th Business

performance conerning theLegal Structure and Secul

of Property Rightss not sufficient (4.68). —\

This last unsatisfying performance is the result of IV';::?:;EE;ZHM”LACKAeoS:;O Sound
low scores concerning the sdby RA O lideis g Y
independenc® Impa#tial court€) Protéétion of propert

rightsQ I L¢gal enfbrcement of contrads®

Il. Legal Structure and
Security of Property
Rights

=&—Serbia =i— East average

Competitiveness and business environment

GCI 201t 96"

Serbia loses 11 positions in the last two years and scor@s98 worldwide level for what regards competitivene
The main concerns for investors are representgd dorruption, nefficient government bureaucracgnd mlicy
instability. The country performs badly in field such as the qualitynsfitutions, the macroeconomic environmeg
goods and labormarket efficiencyand kusiness sophisticationThe efficiency fothe legal framework is heav
questioned by the results of the survey. Also the #udticators concerning corporate governance suggest ¢
potential criticalities for investors.

DOING BUSINE§89"

Serbia ranks 89and gains one position with respeto the previous year. The country took several steps to img
its business environment.hE registrycannow publish information about theompany registration, so compan
no longer have to arrange with a newspapgeradvertise it. Moreover, Serbiaproved its onestop shop policies.
edablished or promoted reorganizatigorocedures or prepackagedeorganizationsn order to make the closing
a business easier and it took steps to prevent abuses in this field. The country performs quite thellare:
concerning the provision of credit (ﬁﬂ but still lacks competitiveness in the field ofaling with constructio
permits(l?éh), procedures to pay taxes (1‘@Band registering property (167().
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Ukraine -

Economic Freedorindex 5.70 (125

Polity Index:7

Population:46.0 MLN

GDP263,950 (MLN, PPP constant 2005 international $)
GDP per capitab,737 (PPRonstant 2005 international $)
GDP as a share of world GDIR42

Unemployment:8.8%

Economidreedom

Ukraine obtains a globally not sufficient score for v
concerns economic freedom (5.70) and ranks only™
worldwide. In particular, its performance is worseatl I. Size of Government
the average performance of other Eastern countries ir

areas Access to Sound Monefb.32 against 7.96)Siz¢ V. Regulation of
of Government(5.72 against 6.66)l.egal Structure ar Credit, Labor and
Security of Property Righ(4.74 against 5.56Regulatiol Business

of Credit, Labor and Bimess (6.03 against 6.13). T

;/
/ \\ Security of Property
‘ ' Rights
result in theFreedom to Trade Internationallyrea (6.6€ ) 4
- 111. Access to Sound

is almost good. IV. Freedom to Trade
Internationally Money

Ukraine should manage to improve its performances i
the considered areas. For what concerns the worst re
in the fieldLegal Structure and 8Serity of Property Riglst
the scarce judicial independence together with pa
courts and weak protection of property rights repres
the main problems.

== Ukraine == East average

Competitiveness and business environment

GCIR011¢ 89"

Ukraine scores 89in the worldwide ranking on competitiveness, losing 17 positions in the last two yealis)
instability, corruption and access tfinancing are seen as the main critical issues for investors. The country pe
badly in the areas related to theabic requirementdor competitiveness (where it ranks 1?92 and in the aree
related to nnovation and sophistation factors(88‘h). In particular, for what concerns the basic requirements, &
quality of institutions and a non favourable macroeconomic environment represent the two main weakness
also observed a bad performance concerning labor markifitsency and financial market development.

DOING BUSINE§345"

Ukraineranks145" at aworldwidelevelin the doingbusinessndicator. Notwithstandingthis very poor performance
the country tried some steps to improve its business environmenntibduced streamlined procedures in ord
to deal with construction permits, it simplified the tax compliance process and it introduced or enhanced el¢
systems. Moreover, ikased business statp by substantially reducing the minimum capital regment. Howevel
the country still ranks poorly in the majority of the areas of analysis.
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North African Countries
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Algeria

Economic Freedonndex 5.36 (131

Polity Index:2

Population:34.9 MLN

GDP 258,963 (MLN, PPP constant 2005 international $)
GDP per capita7,421 (PPRonstant 2005 international $)
GDP as a share of world GDIR35

Unemployment:11.3%

Economic freedom

Algeria scores badly in all theeas considered, ape 1. Size of Government
from Access to Sound Money (7.01) and Freedom to ~
Internationally (6.27). In particular, the scores reache _
the country in the area Size of the Government are - Regulation of

. . R redit, Labor and
low, leading to a global 3.56, which is far below Business
averageof the other countries in the area. The scc
concerning Legal Structure and Regulation of Credit, |
and Business are, as well, not sufficient (4.58 and

IV. Freedom to Trade 111. Access to Sound

respectively). Internationally Money

After an improvement in economic freedom in the mic
of the last decade, Akria regressed to a non suffici
overall performance, scoring worse than the other Ni
African countries.

Il. Legal Structure and
Security of Property
Rights

=& Algeria == North Africaaverage

Competitiveness and business environment

GCIR011¢ 86"

Notwithstanding animprovement in the last years (Algeria ranked"da 2008), the country still positions in t
lower part of the ranking. Particularly critical are the areas related to efficiency enhancers (especially co
goods and labor markets efficiency and dfirtial markets development). There is amefficient governmer
bureaucracy access to credit is difficult and corruption in the country is widespread. As a consequence, the
capita, that was at the beginning of the nineties at the same level dfrdiorth African and Middle East countri
is now significantly lower.

DOING BUSINE§336"

Algeria continues to rank 158worldwide as a place where to start and run a business, and no significant ref
this field was registered during the lagéar. The country is among the ones where it is more diffidistering
property, paying &xes and starting a busined#tsdoes not perform well in any of the analyzed areas. The field v
Algeria scores better is the one referring to the conditioaslbse a business, where it ranks'5lk ranks badly fc
what concerns the enforcement of contracts (i'??and dealing with construction permits (ﬂB slightly bette
(74‘“) for what concerns investsprotection.
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