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26-June-1995 ﬁ
ISRAEL / U.S. GUARANTEE PROGRAM =
FINANCIAL ADVISOR
i X N SPECIFIC | DETERMINATION -
___ FIRM | KEY PERSONNEL | PREQUALFICATION | FEE - CRITERIA (7) OF STRUCTURE (7}{JOINT BIDDING (7)
i acy s I‘ll L !
Bear Stearns \Fred Khedouri Yes 0.025% Yes No DaAA Yes
Jonathan llany Financial Capacity of the net procceds
‘ Lee Sachs Technical Capability Refer to AID All in Cost But with Firms not
{Timothy Oniel Secondary Market $125,000 - 500 m | on the List of Eligible
| Pricing Indication 5187 ,500-750 m | Bidders :
! S ' .-{\. i e e e} ]
! ' I : reo
Paine Webber Marvin Markus Yes §200,000+ |Yes No Yes ik
Zeev Goldberg Financial Information 10,000 Expenses " b
| Jlemes Mullim (Adv):Equity Capital Position Refer to AID .
Underwriting Capacity All in Cost i i
| Distribution and Markeling t s
| e e
; Capabilities L3
’;‘rudentical Leland Paton Bidder Should Pre Qualify ~ $250,000  [Yes |yes Yes
' John Donzhue Jr. [Themselves (?) ' |
IJoseph Kelly I Ignore the AID ' (?)
tFrank Sinalra i E
[¥2]
- : —
2
1

"
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-
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tiraelMankee Bonds

Lead Underwriter Proposals

Fumn

Bear Slesins

Chermjcal

Ciliconp

% First Boston

; Datwa Securities

Doutache Bank

Geldman Sachs

Lepman

gy Personnel

Fred Khedouri
Jonathan lany
Lea Sachs
Tom O'Mell

Ronald Keenan
Giulia Codaccl-
Pisanell

ey Kearney
Michanl Riccrardi
Teny Dargsht
Ren Braverman

David Mutford
tatty Vengerik
Rich DuBusa
Brady [Jougan

iehiro Aba
Wiltiam Brachield
Jarnes Mickelson

Wamen Spar
Grant Kvalheim

Mark Schwatz
Carlos Cardeire

Harvey Frueged
Ron Lubash
Bradiay Jack

Recommended
Sacurity

10-year bullet

10-year maturity;

put option after Sthyr

10-year budlet

10-year [buliet]

5 o 10 year [bulletj

5 or 10 year [buflet]

5 or 10 year bullet

10-year bullet; also
consider 10-year with

put aller 5 years

{u plen
Registered? Listing?

Call?
[non-call?] yes
non-call  yes
non-call  yes
non-call  yes
mnon-call  yes
yEs
non-call  yes
non-call  yes

PR
deslzd

[no?]

[na?]

Hew York
LondonfHKS

Singapore

Covenants/Defaulls Dffering Size

none specified

negative pledge
cross-defaull
15-day grace on
prine, 30 days on
int or povenants

negative pledge
o withholding tax

none specified

negative pledge
cross-delault

negative pledge
croas-defaull

negafive pledge
cross-delaull

negalive piedoe
cross-default

Page 1

$250-300 million

$200 miflon

§200-300 millign

3200 millon

$200 million

£200 milkon

$200-300 million

$200-300 million

Pricing

T 485 (10yr)
T+70(5yr)

SyrT + 85

T+65-75

T+ 75 B5(10yr})
T + 65-75(5yr)

T+115-125(10yr
T+100-110{Syr)

T # 65-75(10yr)
T + B0-60{5yr)

T4100-125(10yr
T+75-100 (Syr)

T+90-95{10yr)
T455-60{10puts

Foes Managing Tearn Other Managers
BI5W(10yr  bewd + 2 Lehman
50% (5y1) Merril

B5%(10yr, lour femvs
with put)

B5%(10yr} tead ¢ 2.3

B5%(10yr) Iead + 2
B125%(5y7)

B5%(10yr) leads4 cot 0
B5%({5yr)  underwriters

ESW{10yT)
E5%(5yr)

B5%(10yr) lead + 2-3
B25%(Syr)

E5%(10 y1) tead + 2;
625%(put) no syndicale

Merril
Salomon
Morgan or Lehmzai

Goldrman
targan Stanley
Labrman
Salomen

Lefwman
Salomon

flenible

Salomen
oLl




=
man
rill

0N

gan of Lehman

adman

jan Staniey

Noles

Assisted in 1950
preparations for 1444
Yankee Bond offering

Azls (o be co-maniger
for Yankeno; kead #a Global
offering

Suggests considering
Glob=l inslead of Yankee

Consider Global MTN
pregram also, consider
use of ensting Sched B;
recommends against 9y
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IsraelMankes Bonds

Lead Underwtiter Proposals

Firm Ky Personnel

Meritl Lynch John Helmann
Steve Marquard!
Patrick Currie

Alex Deifanno

Jellrey Satzman
Walid Chammah
Stuart Epsteln
Arnaud Gremaont
Melissa James

Maorgan Slandey

Marvin Markus
Zeav Galdberg
Jow| Mckoan

Thamas Quinn

FalneVyebber

Prudental Leland Palon

John F, Donatue Jr

Jeseph Kelty

Cale Horawitz
Joan Camins

Salomon

Aod Suriel

Robert Holloman
Michael Hynes
Chiristopher Lynch

Smith Bamey

Keni Walanabe
Tetsuya Nakamura
Frank Cerosky

= Yamaxh

URS Cravid Dwek
Chris Moore
James Gellen
Craig Sanger

Recommended
Securfty

10-year bullet
{5 or 7 year would
2lso be possible)

10-year bulet

S-year bultel {7)

Sor T year bullel

10-year bullel

10-year bullet

5, 7 o1 10 year

5.7 or 10 year

Call

non-call

non-call

[ron-call]

nan-calk

nan-call

non-gall

non-call

Regislered?  Lisling? Covenarts/Delaylls Offering Size Puicing
yes no negative pledge £200 million T+ 95100 65%(10yr)  lead + 2. no
cross-accelerafion T + B0-85 (Sy1) 6O%(Syr) seling group
M-day grace on
payments & cov.
yES no negalive pledge $200 milllon T+ 100 (10yr) G5%(10y) fead + 1-2
cross-drfault T+T75(5y1) G25%(5yr)  (small poder-
tax gross-up Wil absarb GOI wriling group ok)
ERPENEes U
lo §100,000
yes no negative pledge $200.250 milion T + 100 [Sy7) G25%(Syr) lead + 3
cross-default {=mall undes-
waiting grp ok|
yes Londonor  negalive pledge $200.250 millon  T+100-110(5y) 5% (Syr)  lend « 2-4;
Luzembourg cross-acceleration T+115125(Ty1) S75%(Ty1) syndicale of
o withhelding 10-12 finmes
currency transter guar,
yes no negalive pledge $200-300 milien  T+O5-100(10yr) .65% (10yr) tead + 2-3
cross-defaull T+75-80 (Tyr)  G25%(Tyr) (syndicate or
T+B5.70 (5y)  B0% (S5y) =elling grp ok)
yes no na significant 1250500 milion T+ BS{W0yr)  B5% (10yr) lead + 3
covenanis (7} T+I7(0mM B25%(Ty1)
T+T70(5y) E0% (5n)
yes HewYork  megalive pledge $200 mitlion {as T + 150 (1Qyr) 65% (10y1}
London cross-defaull part of 5500 milion T + 135 (Tw) S0% (Tyr)
Hong Kong  no withho!ding shell) T+125(5y)  40% (Syr)
yes no [bid con-  force majeurs £200-250 millon T+105-110{10yr) .65% (10y1) lead + 3-4

sider NYSE  olhers
I retal)

Page 2

Fees Managing Team Oiher Manageis  Hol

T+100-105(Tyr} B25%(Tyr)
T+95.100 (Syr) S50%(Sy)

Letrman
Salamon

Memill
Lehman

Merill
Lelman
Salomon

Dean Witter
Goldman

L =hwran
PaineYebber
Salomon

Firs! Boslon,
Grdman, J P,
Morgan, Lehman,
Merelll, MStanley

Kaerrill

Firel Beslon
Lebman

VArous

Assi

See
.28

158
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TIME

NAME OF COMPANY

CONTACT

0500

0850

CLIFFORD CHANCE

MR STEPHEN ROITH

CLIFFORD CHANCE

200 ALDERSGATE STREET
LONDON EC1A 4FF

TEL: 0171 600 1000/282 7000

FAX: 0171 600 5555

0555

1050

HERBERT SMITH

MR JONATHAN MOULT
HERBER1 SMITH
EXCHANGE HOUSE
PRIMROSE STREET
LONDON EC2ZA 2HS
TEL: 0171 374 BOOO
FAX: 0171 496 0043

1035

1150

LINKLATERS & PAINES

MR JAMES RICE
LINLATERS AND PAINES
BARRINGTON HOUSE
59/67 GRESHAM STREET
LONDON EC2ZV 7JA

TEL: 0171 606 7080
FAX: 0171 606 5113

1155

1250

NABARRCO NATHONSON

MR JEFFREY GREENWOOD
NABARRO NATHONSON

50 STRATTON STREET
LONDON Wi1iX SFL

TEL: 0171 433 3333
FAX: 0171 €29 7900

1300

1400

LUNCIH

1405

1500

ALLEN AND CVERY

MR PETER HOCKLESS
ALLEN AND OVERY

1 NEW CHANGE
LONDON EC4M 900
TEL: 0171 330 3000
FAX: 0171 330 9999

1505

1600

S J BERWIN & CO

MR JONATHAN METLISS
5 J BERWIN & CO

222 GRAYS INN ROAD
LONDON WC1X 8HB
TEL: 0171 837 222
FAX: 0171 B33 2860
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105 - 1700 BROWN AND WOOD MR CHRISTOPHER MEAD
BROWN AND WOQD
BLACKWELI HOUSE
GUILDHALL YARD
LONDON EC2ZV S5AB
TEL: 0171 606 1BEBS8
FAX: 0171 796 1BOD7

1705 - 1800 SLEUGHTER AND MAY MR DAVID FRANK
SLAUGHTER AND MAY
35 BASINGHALL STREET ‘
LONDON EC2V 5DB
TEL: 0171 €00 1200
FA¥: 0171 726 0030

1800 = 1900 | ~-—-—-mmsmeme= |  emmeeccceccccaeaa-
1500 LEAVE HOTEL
2240 FLIGHT TO ISRAEL
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COVERNMENT OF 1ISRAEL
MINISTRY OF FINAN CE

June 12, 1985

Mr. John G. Hailmann

Chairman

Global Financial Tnstitutions
Merrill Lynch

World Financial Center

Horth Towel

New York, New York 10281-1332

Re: Request for proposals to Serve as Managing
Underwriter

Dear Mr. Heimann:

The Government of Israel ("GOI"). acting through
its Ministry of Finance, is pleased to invite your firm
to present a proposal to act as a managing underwriter
in cennection with a proposed offering (the wgffering")
of U.S. dollar*danﬂminatEd debt securities of the GOI.

The debt securities to be offered (the
ngecurities") will constitute full-fazth—and-credit
general obligations of the GoI. The securities will pot
pe guaranteed by the United States or any other party.
1t is expected that preparations for the Offering will
commence immediately after selection of the managing

underwriters, and that the Offering will be completed at
the earliest practicable date.

The GOI expects to designate an underwriting team
made up of one or more 1ead managers, who will
participate in the day-to-day structuring of the
transaction, and cne of more co-managing underwriters.
The GOI will not accept proposals from teams of
underwriters. The coI reserves the right to change
underwriter selections at any time or to complete the
transaction on a competitive bid or other basis. The
coI may also retain a financial advisor for the
offering, who may pe selected from among the firms that
respond to this RFP.

$0U Second Avenue * New York, N.Y. 10017 = TEL: (212} 499-5710 » FAX: (212) 499-5715
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The appointment of the financial advisor may be
made on the basis of the written bProposals.
Alternatively, the GOI may designate a final selection
group, which may be ‘invited to make oral presentations.
If oral preszntations are required, they will be held
during the last week of June.

It should be understood that this RFP doss not
constitute a commitment on the part of the GOI to effect
a sale of the type proposed, to retain a financial
advisor, or to enter into negotiations or take any other
action with respect thereto. The GOI reserves the right

to solicit other firms in addition to those to which
this RFP is submitted.

Thank you for your interest in this transaction,
and we look forward to your proposal.

Very truly yours,

Eliahu 2z} Ejiauk
Chief FistaV officer for the

Western Hemisphere

T [ BIELT; - =5 Iy
s HlZASURY GOl 372 2 GG



GOVERNMENT OF TSRAEL
U.%. Loan Guarantees

Request for Proposals to Serve as
Financial Advisor

a. Backqround and Scope of Services

The U.S. government guaranty of the securities to
be offered has been authorized by Public Law 102-391,
enacted October 6, 1992. Under the legislation, the
standard terms of the debt securities guaranteed by
USAID shall be thirty (30) years, with semiannual
payments of interest only for the first ten (10) years,
and with semiannual payments of principal and interest
on a level payment basis over the last 20 years, except
that the guaranteed debt issued in a single transaction
may include obligations having different maturities,
interest rates, and payment terms if the aggregate
scheduled debt service for all obligations issued in a
single transaction equals the debt service for a single
debt obligation of like amount having the standard
terms. Because of the U.S. government guaranty, the
offer and sale of Guaranteed Securities are exempt from
registration under the Securities Act of 13933, as
amended.

It is anticipated that the Offering will be
conducted on a competitive bid basis. The services to
be provided by the financial advisor will depend, in
part, on the manner in which the competitive bid process
is conducted. However, it is expected that the
financial advisor will, at a minimum, organize and
administer the bid process, including the
pre-qualification of bidders, the design and
distribution of bid packages, and the review of bids.
In addition, the financial advisor will assist the GOI
in coordinating the process with, and obtaining
necessary approvals from, USAID.

B. Reguired Information for Proposals

Each proposal to serve as financial adviseor should
address the gquestions set forth in this secticn in the
order shown and as specifically and succinctly as
possible.




provide a brief, general descriptlon of

L

your firm.

Tdentify and discuss your firm’s
qualifications to sarve as financial
advisor for the Offering, including in
particular:

a. Experience as either financial advisor
or lead underwriter in bringing U.S.
government-guaranteed securities to
market;

b. Experience in designing and managing a
competitive bid process;

c. A description of your firm’s
underwriting capacity and distribution
and marketing capabilities in the U.S.,
Europe and Japan, including examples of
significant debt offerings
senior-managed by your firm, or in
which your firm served as financial
advisor, during the last five years;

d. Description of any significant Israel-
related transactions in which your firm
participated during the last five
years; and

e. Any other relevant experience or
particular strengths that would give
your firm a distinct competitive
advantage in providing the services
required.

Provide the names and relevant experience
of the professionals to be assigned to this
matter, with a description of each
individual’s role.

Please provide your recommendations as to
how a competitive bid process for the
Guaranteed Securities should be organized
and conducted. Please include:

a. Your recommendations as to the
following:




(i)

{11)

(15%)

(iv)

17 TREASURY GOl 972 2 6if

Whether thers should be a
pre-gualification stage for
bidders and, if so, what criteria
you would recommend for
pre—qualification;

Whether the offering structure and
terms should be fixed before bids
are sought, or whether bidders
cshould be permitted to structure
the offering (within specified
parameters) ;

whether joint bids should be
permitted; and

Any other issues involved in the
design and implementation of the
competitive bid process.

b. An illustrative timetable;

c. A description of the services that your

firm

would provide, as financial

advisor, with respect to each step in
the process;

5. Describe

the fees you would propose to

charge for your services in connection with
the Offering. In addition, please provide
an itemized breakdown of the reimbursable

expenses,

if any, that you estimate would

be incurred by your firm in connection with
the Offering, including any proposed caps
on such expenses. For purposes of this
guestion, you may assume that the services
to be provided are as described in your

response

teo question 4.

6. Discuss briefly any other topics not
covered in this RFP that your firm feels
are relevant.

C. ission Proc

S

Please submit six copies of your proposal no later
than 4:00 p.m. on Wednesday, June 21, 1995 to the
following address:




M. F
Chlh{
Minis
Govar
BOOD 5

liahui Ziv-2itouk

Fiscal Officer

try of Finance

nment of Israel

econd Avenue, 17th Floor

Hew York, New York 10017

with two copies to:

Paul

5. Berger, Esd.

steven G. Tepper, Esd.

Arnol
399 F
Hew X

Any 4
ziv-2Zitouk
peputy Chi
(telephone

d & FPorter
ark Avenue
ork, New York 10022

yestions should be addre
, Chief Fiscal officer,

ef Fiscal Officer, Minis
212-499-5710, telecopie

ssed to Mr. Eliahu
or Mr. Eldad Fresher,
try of Finance

r 212-499-5715).
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MINISTRY OF FINANCE

TO: Interested rarties
FROM: the Government of Israesl
DATE: June 12, 1995

SUBJECT: U.s. Loan guarantees—-
pegquest for proposals to Serve as
Financial Advisor — — ————

The Government of Israel ("co1"), acting through
jte Ministry of Finance, is pleased to invite your firm
to present a proposal to act as financial advisor in
connection with the proposed offer and sale, on a
competitive pid basis (the woffering”), of up to 5750
million in debt securities of the GOIL, to be backed by a
full faith and credit guaranty as to payment of both
principal and interest of the United States of America,
acting through the U.s. Agency for International
pevelopment ("Usa1D") (the wGuaranteed securities") .

The Offering will pe part of an anticipated
five-year program of debt offerings by the GOI
guaranteed bY USAID, under which the issuance of up to
§10 billion in principal amount of guaranteed securities
was originally authorized. To date, the GOI has
completed five offerings of UEAID-quaranteed securities
under this program, resulting in an aggregate of $4.313
pillion in net proceeds to the GOI.

Attached is a dgscriptiun of the services to be
provided and the information to pe included in your
written proposal. The responses in your proposal should
follow the same order as presented in this Request for
Proposals ("RFPY) . and should fully respond to each
specific reguest for information. We would appreciate
it if your proposal were as concise as possible. Please
submit your prnpnaal noc later than 4:00 p.m. ON
Wednesday, June 21, 1995, in accordance with the
jnstructions given at the end of this RFP.

please nota that if you are selected to serve as

financial advisor, you will neot be eligible to
participate in the sale of the Guaranteed securities.

RN Secnnd Avenue = New york. N.Y. 10017 = TEL: {212) 499-5710 » FAX: {212) 499-5T13
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Mr. John G- Heimann
June 12, 1985
Page 2
responses to this RFP are reguired to he
subnitted no later than 4:00 p.m. ©n wednesday, June 21,

1995, 1t is presently anticipated that, on the basis of
the written proposals, a final selection group will be
designated. Firms in the final selection group will be
invited to make oral presentations. The firms selected
for an oral presentation will be notified by the GOI as
soon as possible. oral presentations will be conducted
in New York at the end of June., Personnel who will have
responsibility for performing the services should attend
and participate in the oral presantation.

It should be understood that this RFP does not
constitute a comnmitment on the part of the GOI to effect
an offering of the type proposed, to retain
underwriters, or to enter into negotiations or take any
other action with respect thereto. The GOI reserves the
right to eclicit other firms in addition to those to
which this RFP is submitted.

Thank you for your interest in this transaction,
and we look forward to your proposal-

Very tru s,
Eliah zitouk
chief aly officer
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GOVERNMENT OF ISRAEL
proposed "Yankee Bond" Offering

Reguest for rroposals Lo Serve
: as Managing Underwriter

1. Objectives of Offering

The primary objectives of the COI with respect to
the Offering are to create a proadly-based market for
the Securities and to establish a positive precedent, in
terms of market perceptions, for contemplated future
offerings of debt securities by the COIL.

consistent with those cbjectives, it is currently
anticipated that approximately $200 million of
securities, having a term of 5 to 10 years, will be

offered. The final terms and size of the Offering will
be established after consultation with the managing
underwriters.

II. ZRe ormation for PFropo s

Each proposal to serve as managing underwriter
should address the guestions set forth below in the
order shown and as specifically and succinctly as

possible.

A.

B.

1.

=] et ti arn imin

Please provide your views as to the current
market conditiocns for sovereign debt
offerings generally, including any
particular factors that may affect market
acceptance of Israel’s Yankee Bonds.

please discuss the optimal timing for the
offering, in terms of current and forecast
market conditions. Please provide an
jllustrative timetable (taking into account
the structure and marketing recommendations
provided in response to the questicns
below) .

structure =]

please discuss your firm’s views with respect to
the structure and terms of the offering that would best
serve the GOI’‘s objectives. Please provide an
indicative term sheet, including at a minimum principal




ENT BY

and interest payment schedule, interest computation
method (if applicable), and any significant covenants or
events of default that you h=lieve are necessary.

c. Marketing Strateqy

Please discuss your firm’s view of the optimal
strategy for the marketing of the securities, addressing
the following guestions:

14

2.
3.
4.
D.
E.
1.

Discuss the marketing strategy your firm
would propose, including the geographic
markets where the Securities should be
offered, and the types of investors you
would expect to purchase the securities.
Please comment on the use of ratings and
research reports as part of your marketing
strategy, the possible need for road shows
or investor meetings and any other elements
of such marketing strategy that may be
relevant.

Please provide your views as to whether the
of fering should be SEC-registered or
unregistered, and your recommendations as
to any foreign (non-U.5.) listings or
registrations.

What would be the optimal size and
structure of the management and
underwriting group for the oftering?

Name the firms, 1f any, that you would
propose to serve as co-managing
underwriters, and describe briefly the
reasons for selecting those firms.

=Market Su

Provide evidence of your firm’s
market-making capabillties in sovereign
debt securities and discuss your plans for
maintaining a secondary market for the
Securities. Please be as specific and
concise as possible.

ive Prici

Based upen the structure and terms that you
recommended in Part B, above, please
specify the pricing (in terms of both
all-in cost to the GOI and yield to



investors, expresssd in relation to
benchmark rrepsuries) at which you balieve
your firm cou 1d place the Secur ities.

please discuss the pasis for your
indicative pricing and the key [acLore thatl
could affect the priecing, either positively
or negatively. Tnclude both factors
relating to the offering (e.d., size,
terms, etc.) and oxternal factors (2.9..
comparables) .

Fees and Expenses

1.

please specify the fees you would charge to
underwrite the offering. Include an .
itemization of management fees,

underwriting fees, selling concession and

cost of issuance.

provide an itemized breakdown of the
expenses Yyou estimate would be incurred in
connection with the offering, including all
underwriters’ legal fees, accounting fees,
costs of printing, any registration fees,
blue sky and legal investment survey
expenses and all other out-of-pocket
exXpenses. Tdentify the party expected to
pear each expense item.

G. D;ggniza;iﬂna; Experience and Capabiligigs

1.

provide a brief, general description of

your firm. Enclose your audited financial
information for the most recent periecd .
under separate cover.

Provide your firm’s vequity capital
position” (net capital) and "excess het
capital position” pased on Securities and
Exchange Commission regulations for uniform
reporting (if applicable) -

1dentify and discuss your firm’s
gualifications to serve as lead managing
underwriter for the offering, including in
particular:

a. Experience in bringing sovereign debt
securities to market, either as an
underwriter or as a financial advisor;
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n. A description of your firm's
underwriting capacity and distribution
and marketing capabilities in the U.5.,
Europe and Japah, including examples of
significant debt offerinds
cenior-managed by your £irm durinyg the

1ast five yYears;

~. Description of any significant Israel-
related transactions in which your firm
participated during the last five
years; and

d. Any other relevant experience OTr
particular strengths that would give
your firm a distinct competitive
advantage in providing the services
required.

H. ualj jons of Person el

1. Provide the names and relevant experience
of the professionals, {ncluding key sales
and distributicn personnel, to pe assigned

to this matter, with a description of each
individual’s role.

2., If you would expect to rely on outside
advisors, such as legal counsel,
accountants or local rapresentativ!s,
please identify the persons Or firms which
you propose to retain.

1. Information

Discuss briefly any other topics not
covered in this RFP that your firm feels
are relevant.

ITI. Type of Awards

1t is anticipated that the compensation of managing
underwriters will pe based on 2 fixed underwriting
discount which includes all fees and out-of-pocket
costs. However, the right is reserved to make whataver
type of awards are most favorable to the coI. All
payments under any proposals accepted by the GOI are
contingent on the completion of the sale and will be
paid out of sale proceeds only.

&
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participation in the management group will ke
contingent upon each firm’s acceptance of the tinal,
agreed-upon fixed underwriting discount.

v, ﬁpgmiﬁsiqn procedures

Please submit six copies of your propusal no later
than 4:00 p.-M., Wednesday, June 21, 1995 to the
following address:

Mr. Eliahu ziv-zitouk

chief Fiscal officer

Ministry of Finance
covernment of Israel

800 Second Avenue, 17th Floor
New York, New york 10017

with two copies to:

paul S. Berger, Esq.
Steven G. Tepper: Esqg-
arnold & Porter

299 Park Avenue

New York, New york 10022

Any questions should be addressed to Mr. Eliahu
ziv-Zitouk, Chief Fiscal officer, or Mr. Eldad Fresher,
Deputy chief Fiscal officer, Ministry of Finance
(telephone 212-499-5710, telecopier 212—499—5715}.



Prime Minister'’s Office nYYHRNN YNI TIVUN

Economic Advisor to The Prime Minister %f} O ATYUNNN YN Y93597 YWih
- rd

DIM3TY NYNIA DDVREN YN JEN DA o1
26.7.95 '1 OV

4
LR WIND W D0 I W L TIPennn ¢ cOrannvn

290 NN DM YYD WNA
Y TN LNNIN D mmanaen
OMT O

NUINHN HIVEN MEPNY MYn DY NHvad 3y
o00%aN Oy DYYN MO0N YITnY MNNYa v

i1l o] o

DONNYRY (PRVD .
P2APEM - 1IN MR

02°527239 .09 705585 (70 91007 DY2017" .A1"T@N .3 1789 ‘M

3 Kaplan St. Hakirya, Jerusalem 21007, Israel. Tel: 972-2-705585 Fox: 972-2-527239




® @
]
b

BALANCE
W2
oroyany

— I m o ﬂﬂﬁEIIﬂJlllﬂ m ~mEsAanE O 457ﬂﬂ55135ulﬂ?ﬂlﬂ!ﬂﬂ?il!ﬂﬂ?il L] HIHEGEDJGUJIJJZJJJJJ
oSt S Sl i e ) mMEmAmE O A L eNHRORs SN TaE0 e i i e TR N S
n — i - D W owsam-4 MeNOMA~O0E0Yam~0an omown L1 1=] Q iM“DlﬂMlﬁﬂHﬂl?Mﬁﬂﬂﬁ“
A § GSEESRIICEEL  § BUNER g acacsa~eeza A°gez"eIq° g Tae 2L L
B W - B!ﬁJlﬂllllli & maoo~r- o E!TﬂﬂiﬂlﬂlﬂﬂﬁTﬂI!ﬂlﬂaﬂliﬁlTJJ L] 4225ﬂ?!1ﬂﬂ1JJinjjlj
i bttt e Soa bl -l L L Lo L L e e e e L - b s e i m S g
_ At s gagfognicgdy § IOameE § nogoN {0 {oga--enanegognggese sgpo-ggroodrogereoad
i ¥ “ = =i e [ 1] i - — — -l —
\J -1g @ mawcaaveonges @ SwaanRe o ©oAOa@ e eEOroRNROnOBr AT Iaran T samcourooorenaageans
= n|s = m“mmHuMﬂm = Ral=b o !DDDDH!DBHQMbDﬂﬂ?lEﬂﬂﬂﬁlHﬂlﬂl ] ﬂﬂ”lnmmﬁﬂﬂﬂhiTWﬂﬁnﬂW
™ “ zZln H — = - — = m - = -
L =i
“ W @ 9 n@uFr Ti0mann W Nanmen W lulﬂlﬂl?lDﬂTDIElJGHUIT!lEETDB u LEIDUEEDDDEHOEBOHJTJ
| L L bl P -t e SO S I A b s bty Ry i S S S S S LT R i ity o T ST R L S
T~ |~ M1 m ﬁﬂﬂﬂﬂmn“ﬂ&mﬁ MIHWEM - IﬂuUDHEUDHEHGUGDTHEEHHﬂ!ﬂﬁlﬂﬂ m aﬂmluwﬂnnuﬂﬁaﬂwuﬂ g2
o b= Ll m =1 E] -
' - 2 X ~d o
m m o jJJJJ A i O B 8 ] 5E‘ﬂlliﬂl!ﬂﬂﬂﬂlll?ﬂjllﬂli4ﬂ15 L] llIiﬁ?TlﬂﬂﬂjllﬂEﬂEZﬂ
b e L Sttt B i e S S SE ST v -1 gl e s S5t igir i  Sar Sr e S  Br T S, b
P - M mmmm = m mnunlt44uﬂﬂuﬂ1ﬂndﬂﬂuwﬂﬂﬂﬂllﬂa m !ﬂﬁ%lMWlﬂﬂﬁHTWﬂﬁﬂuﬂi
. — el L]
- L]
g :
a
-
3
[+
-
b

2"me
1 23775.8 11984.5 18884,0|-6183.8 -5E52.1 16976.0 20E17.6 10782.2 14825.5

2 14801.5 4BBG6.1 5868.4 -4751.8 -7000.3 8334,8 1361d.4 4582.9 BE14.1

=
B
=
Ll
=
W =le @O AEaWe R - jJJjJJJJJjﬁileJIDE4IJTEJliIi o JJJJJJJJJJJJJJJJJJJJ
n @ 1000 0 o o - lIGlUDlD.ﬂLLthE&.GLEl.&1& - PeEOY=HNAD0 a1 ]
g -1 CEPELE g RRUOS7O°R3 dogonezeesc & "EIc e o S8TEEA a0
[ L]
-] W mo@mona-aaar = = cisveo @ jTJJlJJﬁIinJJEJJanJJJﬁljﬁlj o JJJJJJJijjJJJJJdej
2% ) m“ﬂuumﬂmswmm 1 2°8:ir3 m niﬁinulnnwuuutlinimunaﬂiﬂﬂﬁmn 2 auwulmmlunnmummuuuwn
E = e = - 1 - A o = e
o
& -le - mWOhelan 8- @ mowaan o Eljjﬂlilﬂﬂﬂlul&ﬂlﬁ?lﬁﬂ?ii?ﬁll - HTIuﬁlﬂjjJﬁjijiijjﬂ
= n - ] 3 Iogneg 0 .miﬁl.mmmmm.Em&mLL&lL&LL,LL.L i Ao TRaas ms ¢0 oo ®ma
-4 [ m WWWﬁMMMuummm m a Hmmm 2 a 3 2°3 AmuNogoZegRYEs ﬁm mm 2 ﬂm A%
- s | L= ] ok
o]

@ E - J ik 00 ¥ ol @10 0 T o reeannd - ijjjDJJEUJDHJIJJ{EJJQJJBJJJJ] - jjﬂjjjjjjJJJJJJJJij
= 2 ﬂm -] lﬁ?ﬂﬂﬂ Humﬂm “u“ﬂmm m EnUDiﬂﬁmmﬂn%ﬁuﬂﬂnlﬂﬂﬂﬂﬂtﬂﬂlﬂﬂ Oﬂ?lﬂﬂﬂﬂﬁﬂﬂibﬂﬂﬂﬂﬂﬂm
D “11“1“ =T — 4 - “ u

[ ] " i @B e [ ] =]
- |.ﬂl. el
= gle - i - b b e -+ mweCHE o JaﬂjlﬁJBES&?AJQJH!IJEBJ(‘J!!A . jJJEJJJﬂJJJJJJiJJJJJ
3 |%|2]|2 | 3 ¢ g sr3geggodays g 375283 F o maigeganeing eoregraevid  § “ggTTEA CTERIEFNIRT
= N m H !-ﬂ llm.hl ﬂ [ | orEd — [] i i 1 - -
ﬂ | =] 1 " — Vol 1
[] i ¥ 1] LI ] L] I
m m W o - - JJJJIJJJﬁﬁﬁa o owToNe ™ Hﬁjilialﬁﬂﬂ!hﬂﬂiﬂi!31ﬂﬁ1!’4&3 o Dﬁlﬁlifﬂ!l?ﬂ?JJjjﬁja
= i et 173 1 03 03 Wodsm T LL‘&&LL&&L&&ELLl.LE&t&.L.LL-. L,I.Lt,L&.Liii wmooTm
2 2185 § § § ETaEaNETTINE 2 §To3R8 3 ST 3 greccograevad R "IRTIIRTOTIRTEENTNS
- 2 ﬂ = L=l [] [ (] ] ] ]
m I_ a ] i i i i
-

i g
s ® o g : R 4 R ]
Sk S ¥ £ = BE. i P
g3l = . § y> ! g 8. 3 888 & . . 2
4 ;23 13, % SN S I
5 g B E 3 ,mm“mm ag-fy 5 2% 8 mmmmmmmunm“mmum..wmumm Sgsing - m.mmmm. oyiziied 85,
= o o3 . = = . = = - = i

3 d 58 aaaakl B R ¢ i TG faER - ERREARASsESEEReNA




A

2"m

Wiy

ML
aroyany
g48.9

3"mo

war

gre 2 553591
1883
386.7 3257

oroyaney

"o |IMPORTS

3" m

I-a11

-718.8 -8).3

W32

oroyany

BALANCE

_ﬂ.ﬂl__ll_..l_! liizﬂ'il—!ﬂ. ﬂlﬂll_ﬂ‘i_ﬂ_ﬂdlﬂ_ﬂ_llaii

ﬂ_llauuuﬂ =] l.nrﬂlulan“uuﬁ.ﬁﬁﬁuﬁuuulﬂnnﬂ

3

O Yo AN WD '.H..l_ 3‘u1ﬂliua‘°ll.ﬂﬂ- i 0 5 D

om ~Eo ﬂ“ﬂmulunln MMoONoc® ﬂ_ﬂﬂﬁ!ﬂ._ﬂ-uulﬂuﬂ-“.

(=1 =T L -T-T=TaT laT-T=d=T T=lof=t=q T=t=0 T=l_ [ T=T-=0=F T=R L=§=]-3

oooo wﬂ ﬂ:nrmﬂﬂ-nniulunnuﬁmuouuuuuuauﬂ_ns

OMONEOD n-iﬂ-.nn.ﬂ_au—fﬁ-.ﬂ!ﬁ-u‘ulauun.ﬂlulnu-{

.ﬂﬂ-.ﬂ—.ﬂvmﬂ_ﬂ_ﬂmn_ﬂﬂ- ﬂ.!ﬂlﬂuuuuuuuuuuauuﬁn‘nﬂ-_’

nu.un‘ "Il-ﬂlnﬁﬂ-“:&"ﬂlﬁl’ﬁ?lﬂ:lﬂ 11.&-5.

Da!.aﬂ..u “ﬂ“ulﬁ ﬂ_ﬂu ﬂ.tﬂﬂ‘ﬂ.ﬂl.ﬂﬂuﬂ-_ﬂnuq_l‘.nﬂ“
-
.

.ﬂ.ﬂ l.ﬂ..“’lﬁﬂft:u'iJ"n‘ﬁ‘-:Dﬁr:na Ll -t ol -l L1 -}

omee mﬂ E“Talunnnﬂs.ﬂ_lﬂrnlﬂ n_.“n-ﬂ_n-_ﬂﬂll_.lﬂ-u..l

.l.
i

1.8 18.8 18.7 1.3 i1.8

-885.0 1l44.4 BB82.7 3977.5 8477.7 G121.9
ER.6

310 i D v O D R D D LD A D D

=Tt -0-1 T-To 1l Eal-R=1-0 h b

3_ﬂin—lﬂ_ﬂ_ﬂﬁilﬂlﬂﬂi
e I el L

alnuau.ﬂ-lﬂnnuﬁl Ly L]

u_lnnsn..‘ll luu.ﬂ_“‘

1186,8 900.0 20856 §18.0 319.3

118.0

.Df;n‘..lu..-..rnra-.l m o

0 4 80 = = = D D

“lln“ﬁni—ﬂ_n

'l-nlul‘aﬁl

=SS N e

ulln‘lona“u

'.‘.il{‘ﬂllﬂ.u&

_““Tl‘.ll-'w -

[T -] “n?‘llﬂnﬂ‘

2"m
282.0

LA L

Ler)

pYoYans

3'm
J4.8 M

LA

1884

J24.0G

oroyam

1o | JUPORTE

2'mo

I1-X11

-42.6

-63.5

BALANCE

orovan

ORETFN-NOFOFOANOROD@DO O 0090~ DLWl oW

u1‘ﬂhnunumnlul—ﬂ-uluuuuumuuuﬁoa ﬂ‘l“n_ﬂ_“_

CUNTRANO~SOED NN NOO o0 = e~ 0 w00 W o

mLmEnwmmleLmsllL&Enwﬁtﬂ.m .mu......_nm ...._...u,a,L%.m_ﬂ._ﬂ
-

CMOoOsSFO0QROOMO~ONMO~D0 zlniﬂ_n—nugzluu.ﬂ

OMoOArRDOO-00MO~NONNO~00N~AOFOOOONMEOOS

=1 L Rk 1!““01 mEnoon u-.[ﬁ.ﬂ-ﬂl Lol R LBl = A== -l

“:E!ﬂﬂ.ﬂnﬁn 1-‘ Iﬂu.ﬂﬂ unoﬁvﬂ.un—u.ﬂ_“ﬂ_usluuu“

DHE-S-SNODD-MNRoO0NO YOO Iazi_ailusuﬂu“'

3871.4 B&71.R
18.1 18.3 4.7 B0.1

.8

-8BA.7 1000.3 4301.7 4430.4 B8433.0 B491.3| -686.5 1006.7 3843.3 3766.3 8117.4 4761.0
3.8

-886.0 1174.4 45E7.4 4698.8

o 0 e O e ol i~ ‘aﬂnﬂl =i 00 o4

(=L 0-T1=124 ﬂﬂ'll.ul_n. .l.?-.....

ol @ 03 0D w1 1D~ W M O - - 100

omoor-oDoN 1!“1““?1

F*OOO0000DA~200RBI

[=T-T-T-E=-F-T=0=-1=]-] nnuzn

TOOOOQO0~~O00Dawno

(=T=-N=-F-To1-1-1-T-2-X-F-F=] u...l_u

oLl E=El R -] _..Iu.ullu_ﬂ-.-fﬁ._ 1:

-Taun..lu..ﬂ.llnlﬂ 1“151

B 510 10 i 00 T D O P T e

g48.5 250.1 3887 368.8

T

140.1

Mtumﬂm&&&&m

.I‘uln'ﬂ-!*u

$rE~gETEITO

-

COUNTRIES

B e e i T

TAJLE 11.- EXPORTS, IMPORTS AND TRADE BALANCE BY COUNTRY OF PURCHASE AMDESTINATION (CONT'D)

MILLION DOLLARS (A)

AFRICA

L iE, 5., &
mmlnuuﬂﬂ.“ﬁnm .._.Hﬂ_n_..nlm
e e R

AMERTCA

HORTH AMERICA

DOMINICAN REPURLIC
HAITI 8

TAINIDAD AKD
mﬂmgu:
MICARAGUA

PAHAMA

COSTA RICA

JAMATCA

OTHER COONTRIES
EOUTH AMERICA

158.8

13L.7

14.0 78.6 l03.3 5.3 56.8
1386.8| -282.8 -348.4 1B616.8 1803.1 1253.8 1255.7
s DATA UNTIL MAY 1982, YUGOSLAVIAN'S DATA UNTIL AUGUET 1892. CZECHOSLOVAKIAN'S DATA UNTIL FEBRUARY 1083.

63.0 182.1

62.2
1418.] 1487.2 1388.4

161.0
=101.4

-ga.7

118.8

COUNTRIES
(A) U.5.5.R

UNCLASSIFIED

OCBANIA



S72-2-383367

29/86/95 BB:25:H9 972-2-383367-> NUM:4395
MINISTRY OF FOREIGN AFFAIRS ; pini TT10H
JERUSALEM , b 0*Jny
COMMUNICATION DEPARTMENT " B
PHONE - 972-2-303402 - 11930
FAX - 972-2-303367 - {'JnDp9

No. - 4385 - 11 790n

54266:07 10, KNKN

4395/Dpp9: N

A0, N:NT,1706:07,280695:N0,1312:7], 711081 W11 : -
1111

02635769

T/

> il " 19393 9°3340 <N
0K 1389 - 1MW L ISIN 97300 L K*9¥N L A1IET <07
1031711 - TS0 < ANK

"MI10 P11 - 113°0 DP*1 179 < 11TIA

DA NIL'A3 BPIAM (28/6 D1'A DI'IXK 13070 T13W) 1A PIIAA *
CTLIN B30T - 1H9IPT NN 321N :DY1MINT

((30/6) 1 011 ATU1 INTW'J XXA DADOK ANJGM '3 110°TIA 101131 .1
AITUIT 1138X D*'DIIJT0 D*ATIA 0U 113'EA KD BA9m

Y01 DUOMIA 6 - 3 TADY (CRPTTIMN) '1'7339 110 TIND' ANJBMA BX11 .2
-TITKI PI0MY DNDET 113'0 *0P*1791 11°0]

DITX (1183 1130) 1J710A 10K JMOMA 'R DATIID  RXIMA MITIR) .3
IXTPI M1XIna 1331 DUTTYA MIAMYT M1IXTD 7'TN@RD D719 0'1'110M

719311 Mt
J'MAAI DAJ1131 ,0'WAOMA DIRAD TWP1  DJMD A'A* 110019 '3 NN 4
.3/7 "1 01°1 B A5

JDXTH MBA9 AT TP UK DB 1TINT RITPTAM .S

113 nJw




08/21/85

EMBASSY OF ISRAEL
WASHINGTON, D.C.

09:42 o202 364 5647 Israell Emb-"""- ZB2 384 Sed7

O

mearen

ECONOMIC OFFICE =
20.6.95 ;1"
MIMINN DTIn nowy FIN INT7 200NN 0X 719 107 7R
o1 IR 11021°01 1177372 JIND
21 -06- 1995
Ll 212 7192 TV DWE T

TN0IR P W 1140 - 21?7 M19°2 OV N3 N@Ua9?7 n°Nim 23720 181 ,10191 19.6 -2

Oqnnuan antmoa O Ama n@R . WTO-0 7902 00 1M Ima TmIinm Kop7° NR Y900 117
JTrsm oo

O0"INDA NNX ORT 7203 70 X101 .127 7127012 121N 1041°0112 N2 MoT R0 127

10111 - 07101 M08 MAN 7027 2o vR1on 70 Finance - 11 MTUI N0 *RONY
L2712 N0 "RO1I DT U 1M

RONM? 121712 NOTRN Anton
2170100 - NN Npn 970

JNRPPN (270R 1127 131 01 179 70 0 Iniun owan
A12 NPunm n’m‘ﬂm‘?sfg mawnm 8O

I TRNN 9187 qmon N1an ]‘u;‘m 117 RN ORI 1°2UN? 0Pt MR Y7730 1000
1T RDXD 019 17 00 N*0R 0200 0P 27IR? PRI0° "1 2 R0 - D'RPINKRN 0D
0727 02T N7 L1984 770N BV RPIO T80 .0 il "W 12 N"M 0PN 17?0 0200
mM3I7Wn @ 07x U107 "2 N0 IR OR A%MIRA 1) "210702mn 1oma 1n
U™ IR MINY 1937 8?71 - 7870° 0L DN?71 N7 71770 02000 *11°0 N& M371800
JO7TTY-TN

AZIRN 70 DM? DI 70 UNNMN D& 13730071 1P0NN 772 RO 70 07 0Pna 10Ias0
®1i1 ITIN9 VI 1720M FUNKRN 03T MK 04 7700 71 10pN2 . 0'RPINRD 0o0m
JI"ORN DI00 o2 "mnn

NR "8 21NKRN X011 .12 MMON? 178 08011 WANLA DR 117 {10 '3 178 112
J17N3 70 nWpn WTIA0 717 212 Yo manun

70 &710 M0'I? DINNN DR 07127 10K N*In 07P7 1IN 1mn 1 219 R MXZpPNN NO1I2
STIRPT NPET2712Y97 13T 2019701 R°°@ 1Y70N° 70 1aT? @ 21 *030an

NIwn "2273 MUPUA 121N 2 TNRD .00 19012 010 70 N1TNTUAN AR 117100 R
TUPTN MIWN 1R Y . 0PN02 M?217a20 MTHIAN 2P0 00K 0 1epon 1mana

Y1000 10N ¥7? '3 02 1M RPINR? 21000 ponn 172 P70 Y7120 DR 2amy

178 M7 .NINKRD MITTN 220 ND0A DRPTINKRT 192 NINgN T 700 2R00°%
P07 NTPN920 113°0i NIR 172200 137 - MNING 11°8 - 170X N300 2°1IN7? ©° 1Ny
N'¥7 8739 NWN 2177 AN &7 IR TMR AT M MK T ONRY 9Rnn

2 DR ®10 .27 M7 NPT PIRA D2 77?000 21 L, N1 22?0 0Xm? 0N AT1un

TN N8T272727 DYN7 ®7 D170 712703 1770 0722190 01K 27 0'nuen Yo n'voo
JO'PIUN(nNG ) 711a0 "UINK U1P7 NNuIR

nYoaban npbnnn

@oo2

INYYY MY

3514 INTERNATIONAL DRIVE, N'W. = WASHINGTON, D.C. 20008 = TELEPHONE (201) 364-3652 = FAX (202) 364-5647




T e e T o o Ty - s S e R o

06/21/85 09:42 202 364 5647 Israell Emb-"""- 2B2 364 56847 @ooa

7D PIR1 0RSIN 102 7RW) N0 70 77174 MN2 0'2712 IR "2 1102 810 "2 138 RN
LR11Y7 0PN 0 "’RTAL(NPPIN NBIINN 7IM 17m 1IN

X7 NTONNA 07NN 2110 2 13X N"0X0 03002 6 §°U0 NN NX 1371200 "0 830 1

97 MAE?PPN? 100NN 871, (N30 7710 X0 ,700170 '92) axR?n 1'sr?1197 1monn ~ |

oI 70 N7 2037 7211 ,007 230 MIE7 1% 277K 0K .0"IN® 0" 110p07 oonnno |
T1P? M2A™NN ©° 2*NIR70 *’INA NRT AN "DENR N0I3a 71 2% 021000
JA "

.0In B9 "9 7p n*InY 0Ipn 00 UNDINN IR NN Mn'ent 237 ob an'on m
M7 721N ®? 20K LINUT? ."N1I1IN8 0’30 2793 T2 A1 nTIna* 2 17X 217
O™IXIMN 70 P90n NRQ 1207 721 ®70 17212 1277 01779 'R .1NP0N 20 nonEan
Jan? unE1a onven
TANDI MYIP PN D TN 120182 ¥R D07 10K 270 737 1791 127 nmion
XU NP AND T2 MUY? 710310 127 M0 1TIY 00 1°UN 217 .P*000 012 DT ‘
TR

. 17
™ PN
12070 Ym

U"AMn 10 - 07N 127N PN
o nno 220 - 1o or
WX FTIM-UTIA TIT
M®?PNiN 70N - PIN IN07 272100 - N9 "13
U*nN - PIN N0 7700 27I0/0 - 102 78
FINn Ti@n - A nv270
183 ,77370 1'% - MR TR






JUN-16-1995 16:25 ISRAELT CONSULATE HOUSTON 219637 B145149 P.B1

-
\

%

; Sk e R Y
CONSULATE GENERAL OF ISRAEL pD3l, 18010

24 GREENWAY PLAZA, SUITE 1500 = PHOME: (713) 627-3780
HOUSTON, TEXAS 77046 FAX NO: (713) 627-0148

1995 317 16
n"ivn 11w N

T TP 9"3In n'n DN
v ol A"NDD

11013%W1Y / 1'Tawn v
: nIiNIpAnN TR / 2"2In
\\ JI¥IND TWD / 7"331p
IXIND DYINEPNN JIN Y M I1PBN
11033'w11 [/ Mvaon 10N

11V3WYY / 1Y00W YT "

# (} 119910/ 2¥311PN 1NND
4
Y - y nn i T T A -
Tya MAATEN 11731 NIT 16-1 DOPY JY MINIPNN TOwp NYTIN D37 D'IYayp .1

N3y

NINSPAN DINNY 2¥A IMITI N2 MR 1YW DT 31N VP9 2y Tipe> vy L2
.131%y naa 2yd

LOMIMIZIYe] NINTA AP 12 DINIIY NYIA DYIVIYP 131D 1NY DUpL Jwip 1N .3
LAYIIYANY MYINIAN OMIANIYD 2P TIOW ) IpY 10D T) D N37an 2y INaY

o 11::;}/
g

oHIT NS
AR T




JUN-16-1995 16:25 ISRAELT CONSULATE HOUSTON 213 627 B149149 P.B@2

TEXAS DEPARTMENT OF AGRICULTURE

RICK PERRY

Commissioncr
FOR MMEDIATE RELEASE CONTACT: LORIE WOODWARD
FRIDAY, JUNE 16, 1995 (512) 4637664

FUNDING DOUBLED FOR TDA’S
TEXAS-ISRAEL EXCHANGE PROGRAM

AUSTIN — A Texas Department of Agniculture program that supports
research on water conservation and semi-arid agricultural production has
received a commitment for another $500,000 in funding over the 1996-97
bicnnium, Agriculture Commissioner Rick Perry said.

The funding is part of a cantingency rider to House Bill 1, the state
appropriations bill. The Texas-Israel Exchange Program was established to
support agricultural research and development as well as improve trade and
business rclations between Texas and lsrael. The program is a joint effort
between TDA and Israel’s Ministry of Agriculture. Texas and Israel each
contributed $250,000 the past biennium to fund research projects with a high
potential for commercialization. The research will be conducted
simultaneously by teams in Texas and in Israel.

“The Legislature and Gov. Bush have shown that they are preparing
Texas for the economy of the future by recognizing the impartance of
innovative agricultural research and by fostering international relations,”
Perry said. “This program provides a win-win situation for both Texas and

e
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Israel by giving each more resources to gain a global competitive edge in
agricultural production.”
Perry also thanked Sens. John Montford, D-Lubbock, and Florence
Shapiro, R-Plano, and Reps. Sherri Greenberg, D-Austin, and Rob Junell, D-
San Angelo, for their support of the TIE program. To assure the success of
this project, TDA also warked closely with Gadi Shalitin of the Embassy of
Israel in Washington, D.C.; Gerry Stoch of Israel’s Economic Office in Los
Angeles; and Israel Counsel General Meir Romem in Houston. Perry also
credits the active involvement of the TIE Board members for the funding E)
Increase.
In March, the program financed its first series of research grants with
each of ninc university grant recipients receiving $27,770 in funding. The
projects range from examining the effectiveness of new subsurface irrigation
technology to discovening new crop varieties and animal genetics that are
adaptable to semu-arid conditions. An equal amount in funding was awarded
by Israel to the Israeli research partners.
However, TDA received grant proposals totaling more than $1.2
million in requests. By this fall, TDA plans to begin accepting applications for
research proposals. The TIE program also encourages private sector .

involvement in bringing successful research to the marketplace.

.-
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JRFFREY M. KA1
ATTORENREY AT [LAW
70 WART Mfve THRNT
NEW VIRHE Y. DA

—_—

W TeN-TR T

May 2, 1995

VIA TELECOPIER

Mr. Glara 5. Meyuhas

®conomic Minister to M. America
Govt. of Israel Economic Mission
350 Fifth Avenue

Naw York, NY 10114

Fax: (212) 961-6407 (11 pages sant)

Dear Gliors:

The Tender Obligations Law (Chapter J, Section 25 (13))
requires Dr, Kaulman Lo furnish the sxempiion from tender \f
such exemption "ls vital to the successful implementation of
the project®™. The six-year bureaucratic atruggle, including
the refusals by the Minhal to bring the land to tender based
on NUEMErous assurances hy Dr. Kaufman that he will furnish the
exemption, means now, as & matter of fact, that this foreign
investnernt will be lpst if the exemption is not now furnished.

therefore, the short answer to Dr. Kaufman's question is:

"Exemption from tender is now required due to the fact
that it is wvital to tha successful implementation by
Mr. Leibowitz of this foreign investment project.”

The attached letter, whlch was sent last week to Dr, Kaufma
and Tamar Hacker, is a detailed explanation of the above short
answer, which provides the technical law, elc., for your gqenersal
information, The short and factval summation, which is direct
and to the point, is the bolded sentence above.

Eincerely yours,

f

Jetfrey M. Kat
JMK /mE % ane

Att,

BLEL SZL 21 ¢ TH M
I d WdhEiE SEETE A POEEEIS ¢ TH M

T
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JerrRey M. KaTs .
ATTOWMNEY AT LAW
A BANT BSra WY exeT
mEW Yol NY. 10D

. Wi tEn-TRTY _
Tamar Hacker, Faq April 27, 1995
Legal Advisor, Ministry of Finance
| Kaplan St., P.O.B. 13195
Jerusalam, wagl 91131

Doar Ma. Hackesr:

T reprosemt Iekoo Inc and its prossdont, Juke |etbowitz, i the mastor of the Har Kitron
projuct. | have noled your failurc, contrary to Israel bagal requincments, to sapond to the letter by
Advocate Ubud Gtk w you dited | 27125094 yelating 1o this matter. As it is Jeles's position thar Dr
Kaulman has violated Isaacli law by hus posturing on the Hos Kitron project, your enrly response to
this leticr would be appreaiatad. :

1. Israch law provides for an excioplion from the land tender process for non-nesident
investors under cortam conditions. Mr. Lelbowilz, & nos-reaident, is an investor, whose mvesoment
group will initially mfusy ak loast $50 milbon of forcign carruncy into Ismel. His status as an .
investor is cloarly and explicitly confinned by, among other proofy, the letter dated 1016/92 from
the Commiastoner of the Isract Trade Centur (o Minister Bonjumin Ben-Eliezor, where the
Commissoncy identifies and chasactenzus him as an mvestor, stating, "The invesior group has the
ability to invest in the amount of at kast $30 millios." (Other Isracli officials have projocted in
wriling that the total foragn investment will reach §1 billion ) The fact that Mr Leibowitz is a
developer can nol ander lew detract fram his confinmed stafus as an mvestor, Dr, Kaufman's
stempt to chamcierize my clicnt as not heing an "investor” becauss he (s  developur, 15
burcaucratie mctic imntended to confuse U issuc, which is simply: s he or is e not an investor?

2. Dr. Kaufman's bevcr dated 23/5/94 recognizes that “lsracki law allows for according
MMWmnwm,thMrMhWhhudm
form of compacative advaniage.” Any confetion that (s huge foregn investment project is sot a
“compurative advantuge” for lsrac] ia falso as & mattor of law. Approvals withbld on that basis
are thorefore unlawful.

3 Dr Katﬂimhﬂ.amrlhmuilhnum{uimhﬂhhlﬂmhﬂ}.
notified Michact Vardi, then hoad of the fsmct Lands Aathonty, as well as other Isracli officals
and Mr. MdlhlhpmnrmmmmHMhmwmﬁxﬁpm
if the ILA did nol brng the Land to tender within 30 days. Mr. Vardi agreed (o abstain, on the
WMlh.mpwmumnmm.mymlwmum .

bhmﬁmmﬂw&mum“' and the rokia g
outgrowth, is a grave maticr which will ba deals with M

BLSL S2L 212 ¢ 0N MY MDA
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that of Dr. Kaufiman who relics on your advice, with the rolevant issucs and law as they pertain to
this case. For examply, in an offically documented report where the fopic was Har Kitron, you

askod, "What is roquired under the Tenders Obligation Law ™ and *What territory are we talking
about? This, along with Dr Kaufman's inordinate delay, indicatos the uncortainty and arbitvary
niature of the decusion-making process, and the stats of confiasion in your office with regard 1o the

5. As noted abowe, the [LA has consistantly refused to put the land up for eader, The
Head of the ILA informed Dr Kaufiun, Mr. Leibowilz and others that b has no intention of
brnging Har Kitron 0 s public wendur, as thut would ewtail 4 rish that the vinon they share sy
not be realized oo Har Kitron Tha ILA 1 siniply awaiting Dr. Kaufman's performance of his
duly, the issuance of his rccommendation for the project

6. Great proven tricnds of lsrael, U S. Senatons Al D'Amato and Dan Inouye, strong
wuppostons of the Har Kitron projuct, have expressed surprise with yowr offio’s handling of the
muatior and contimuing Grustention of thoir conatituents. Your Ministry's recklcssly worded lefters 10 ®
the Senators, who mercly intervened in support of 3 project they truly believe is in the best mteress
of laracl, ooty aggravated the situation,

7. Dr. Kaufman's poshiring appears to be divarced from all factors recognized uader kaw.
It reveals wstead a burcaucrat acting oul of personal caprice, 1n otal disngard of a satutory
mandate which calls on him to exvreise hongst discretion in good fuith It has been allaged that Dr
Kaufmaa has deliboraicly shidked s rosponsibility, by automatically rejocting sl roqucsts for
Cxemphon, rather than cxcrasing the judgement specifically required under law. 1F so, this would
constitute a clear abusc of ducretion by u public official

& 1call on you now, before the dissolution of ths huge investment project, to act m
acoordance with law and issuc dis requested approval, Do not allow the igaorance and pridk of the
burcaucesatic dlitc 10 urt the average lsrach citzum who s the beneficiary of large forvign
irvcstmend by fellow Jows.

9. It should be obvious by now that Mr. Lesbowitz hus shown super-buman tokerance and
endurance, 'l'his,!wmm.hm:wmumm. If the project 1s lerminated ae & dircet nesull of
mﬂw:ﬁhlcmndmdﬁlmmmhﬂhnww. i the

muumm,mmmummﬂymmmmhhm. The roverse plso .
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| Qited States Senane i

February #, 1994

Minister Avaham $hochar
LLY of Finance
Jerusalem, Israe)

Dear Miniater Shochats

T am writing to you arding my estosmed associate and
Coxmunity leader, Mr. Jake L sbowi®z, who has been pureuing e
unique bulldiag Project i(mrael.

Jake's project is Precisaly the type of fore investment
that Israel needs and in additian, j creutes the k of loog-term
ties 80 essantial hetween lerael and diaspora Jewry.

I am & vocifergus SUPPOLTEr of the security of the State of
Israal and have wrltten in the PasL regardiag Jake's project. Ie
SuUrprises ma that (r Ras® not yer broken ground. [ would appreciate
any asslstance you &ighc be able te provide to gat it moving.

Best wishes.
Alfonsa M, D Amoa to
United States Sanatoy
ARD/ jow
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STATE OF CONNCECTICUT
EXECHTIVE CHAMBERS
HARTFORD, CONNECTICUT

06100

March 28, 1995

Mr. Giora Meyuhas

Feonomic Minister to North America
Government of Israel Economic Mission
350 Fifth Avenuc

New York, NY 100128

Dear Mr. Meyuhas:

Many thanks for attending the meeting at my office on March 20, 1995. 1t was good lo
see you and to have the opportunity to exchange thoughts.

In Connecticut, we are very conscious of the need 1o forms bonds with Middle Fastcrn
countries in this new global economic era. Becausc of discussions such as the one wc
had, T will continuc to formulate policies that will multiply both the economic and
cultural interchange which will necessarily shape the future of Connecticut.

Please know my door is always open to you and 1 invitc you to contact me with your
thoughts, ideas and concerns. Again, thank you for any cnjoyable and informative
meehing.

Singercly, O
hn G. B.oZlund
Governor
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STATE OF CONNECTICUT
EXRECUTIVE CHAMBERS
HARTHFORD, CONNECTICUT
06106

Join GG, RowLann

GOVERNOR

March 28, 1995

Mr. Giora Meyuhas
Fconomic Minister to North America
Government of Isracl Economic Mission
350 Fifth Avenue

New York, NY 10018

Dear Mr. Meyuhas:

Many (hanks for attending the meeling at my officc on March 20, 1995. It was good lo
see you and to have the opportunity to cxchange thoughts.

In Conneclicut, we are very conscious of the necd to forms bonds with Middlc Easlern
countrics in this new global economic era. Because of discussions such as the onc we
had, T will continue to formulate policies that will multiply both Lhe economic and
cultural interchange which will necessarily shape the future of Connecticut.

Please know my door is always open to you and I invite you to contact me with your
thoughts, ideas and concerns. Again, thank you for any enjoyable and informative
meeting.

JGR/kem
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STATLOF CONMNECTICUT
FXECUTIVE CHAMBERS .
HARTFORI, CONNECTICUT
06106
GOVERNOR
March 28, 1995
Mr. Giora Meyuhas
Economic Minister to North America
Government of Israel Econormc Mission .
350 Fifth Avenuc
New York, NY 10018
Dear Mr. Meyuhas:

Many thanks for atlending the mecting at my office on March 20, 1995. It was good to
see you and to have the opportunity to exchange thoughts.

in Connecticut, we are very conscious of the need Lo forms bonds with Middle Fastern
countries in this new global cconomic cra. Becausc of discussions such as the one wc
had, 1 will continuc to formulate policies that will multiply both the cconomic and
cultural interchange which will necessarily shapc the future of Connecticut.

Please know my door is always open to you and 1 invitc you fo contact me with your
thoughts, ideas and concerns. Again, thank you for any enjoyable and informative
mecting.

JGR/kem
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EMBASSY OF ISRAEL

WASHINGTON, D.C. SRW T
OFFICE OF nBITEn

CONGRESSIONAL AFFAIRS

TO: MITZFPA \5\"\ I'
FROM: Cathie Levine, Congressional Affairs o
Subject: January 31, 1995 Foreign Operations Subcommittee \ EJ

RE: Review of Foreign Aid
Witnesses: Kim Holmes, VP, Heritage Foundation
Julia Taft, Pres., Interaction
Linda Powers, VP, International Fin.EnronCorp

Members Present: Republicans Chairman Callahan(AL), Livingston(LA),
Lightfoot(IA), Wolf(VA), Packard(CA), Knollenberg(MI), Bunn(OR),

Forbes(NY) and Democrats Wilson(TX), Yates(IL), Pelosi(Ca),
Torres(CA)

MAIN POINT

Members from both parties expressed hesitation over
the Heritage foundation report and the methodology used
to achieve its results. Congressmen Forbes and Lightfoot
specifically mentioned Israel and expressed
dissatisfaction with its final scores remarking that the
same methods should not be used to compute Israel’s
scores as are used with all of the other 100 countries.
Forbes believes that Israel’s enormous military and
immigration expenditures should have been taken into
account. Holmes, the Heritage representative, stated
repeatedly throughout the hearing, that foreign aid to
Israel and Egypt should be maintained.

Although each of the members of the panel were asked to give
their ideas about foreign aid, about 99% of the hearing focused on
the Heritage Foundation report. Each member of the committee was
given a copy of the book and many referred to it throughout the
hearing. Holmes was forced to defend the report and its
methodologies to almost every committee member and while most of
the Republicans acknowledged its merits, no one seemed entirely
pleased with its results.

Congressman Lightfoot told Holmes that many in the "Israeli
community" have expressed "reservations" about the methodologies
used to determine Israel’s score. Lightfoot asked that his
objections be placed into the record and that Holmes respond.
Holmes replied that Johnson and Sheehy (the authors of the Heritage
report) will respond to the Israelis. Holmes then said that he met
with the Economic representative at the Embassy and that in the end
the Counsellor said that Israel was given "fair treatment."

Congressman Forbes also expressed concern. He is troubled
that this report is the "snapshot" by which to judge whether an
economy is free or not. He fears that this will become common
place and that advances in Israel’s economy will be ignored.
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Forbes was also concerned that no adjustment was made to account
for the unique amount of military spending and immigration costs
that the country must incur. He thinks that the index by which
Israel is judged should be different. Holmes replied that it is
necessary to judge each of the 101 countries by the same standards
and that they can’t be in the business of making special allowances
due to circumstances. Holmes said that Israel’s bad score "“is a
fact and we all know why. Anyone who cares will understand why the
score is bad." Holmes said that they can’t go back and change the
standards because of special circumstances. Forbes was not
satisfied with this response. He said that from his point of view
no two countries are static, that is why he is concerned. Forbes
said that Israel has one of the highest per capita in the world and
he thinks that the results are "skewered." Holmes said that they
are not "skewered," they are the most accurate that they can be.

In his written statement and in his opening remarks Holmes
made very clear that he thinks that aid to Israel and Egypt should
be maintained. However, he said that aid that is intended as a
form of security support assistance and as political support for
the Middle East peace process should be expressed as such, rather
than be passed off &as mere economic assistance.
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Preface

Despite the near total collapse of socialism around the world, most countries still do not
have free economies. This is the main conclusion of the Index of Economic Freedom, a
comparative study of the economic freedom in the world. The authors of the /ndex, Bryan
Johnson and Thomas Shechy, have discovered that most rich countries are also the most
economically free. Conversely, their research shows that most poor countries have economies
that are unfree. Thus, economic freedom is a critical factor in the relative wealth of nations. The
more government interferes in the market, the more it hampers economic growth and lowers the
standard of living of its citizens.

These issues, though subject to academic study, have never been addressed in such a
comprehensive manner. Thus, this report should lay to rest once and for all doubts about whether
economic fresdom is integral to economic development. As the conclusions of this study show,
there can be no doubt that the more free an economy is, the higher the likelihood of economic
development.

The idea of creating an index of economic freedom has been long in the making. Milton
Friedman and other economists for years have explored ways to measure the relative economic
fresdom of countries around the globe. Groundbreaking work was done by the Fraser Institute
and others to build the academic foundation upon which an index could be built. However, in the
mid-1980s analysts at The Heritage Foundation began thinking about ways to create an index that
would be useful to policymakers, particularly with respect to allocating levels of foreign aid. .We
were looking for a “user friendly” version of the index that could unambiguously show
policymakers and investors the positive relationship between economic freedom and wealth.

Thus was born The Heritage Foundation's Index of Economic Freedom, the first study of
its kind. It measures the economic freedom of 90 countries according to the most important

economic factors determining economic freedom, such 2s taxes, tariffs and protection of private (i

property. Not all economic factors could or even should be examined. Our task was to find
accurate data for the most important factors, and then to provide the most compreheasive and
accurate comparison possible. That is what the authors of the /ndex have done. Avoiding

puﬂyﬁngmdeuﬁcdehuu,themthnﬂfmumwmi:knmmdnntanwha:umtbe
known. The result is the most accurate snap-shot possible of how the countries of the world
measure up to the standards of economic freedom.

There will be many uses for the /ndex. Policymakers will find it helpful in determining
whether Third World countries should be receiving foreign aid: that is, whether it will be
squandered in economically unfree countries. They can discover that the main cause qf poverty
around the world is not the ﬁ.ﬂm:nfﬁchmmiumsprudrh:weelththrmghfomgn aid
programs, but the misguided economic policies of developing countries themselves. They also
will find a paradox: The countries that appear to most need U.S. aid are the ones that Jeast
deserve it, because their government-controlled economies will misuse the money. By the same
token, the countries that are least likely to squander U.S. aid, because they have free economues,
are the countries that least need it. Either way, there seems 10 be less of a need for so-called
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“development aid." The key to economic prosperity in the developing world is not foreign aid,
but economic freedom.

Investors should find the /ndex to be useful as well. While many countries are
encouraging foreign investment through privatization and other means, and have more open
economies than they did a few years ago, the report shows that the countries’ economic
“fundamentals” can be more important to investors than the strengths or weaknesses of particular
companies or business sectors. These fundamentals include tax rates, the stability of the currency,
trade policy, private property rights, and other “factors™ considered by the Index of Economic
Freedom.

Finally, the study should be an indispensable source of primary data and bibliographical
references on the world's economies. The authors use the most up-to-date information
available. They also have assembled an impressive bibliography that not only attests to the depth ()
of their research, but can point other researchers in the right direction in their work.

Future editions of the Index of Economic Freedom will enable readers to compare
countries over time. Thus, trends in economic freedom will be established, which should be
particularly useful to policymakers who are concerned with assessing the impact of foreign aid.

This report is a tremendously important undertaking of which I and the rest of the
Heritage staff are justly proud. It should show, once and for all, that economic fresdom is no less
important than political freedom. As a human right which governments should be bound to
protect, if for no other reason than concemn for the general welfare of its citizens, economic
freedom is a critically important key to the well-being of people. It can be a measure not only of
how free a person is, but how rich or poor. This is a powerful, even revolutionary idea. If
applied around the world, it could transform the world's economy. It is in the hope that this
report will contribute to that end that I present The Heritage Foundation's Index of Economic
Freedom.

Kim R Holmes

Vice President and Director
Foreign Policy and Defense Studies
The Heritage Foundation
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Executive Summary

The idea of producing a "user-friendly” Index of Economic Freedom for policymakers was
born at The Heritage Foundation in 1989. The purpose then, as it remains today, is to develop an
index that measures the extent of economic freedom in countries around the world. To this end 2
set of objective economic criteria has been established to grade TK countries. While there are
many theories about the origins and causes of economic development, the findings of this study
are conclusive: those countries with the most economic freedom have higher rates of economic
development than those with less economic freedom.

The Index of Economic Fresdom measures how well these TK countries score on a list of
ten economic factors. The higher the score, the more government interfereace in the economy
(hence, the less economic freedom there is). The factors are: .

1. Trade Policy

2. Taxation Policy

3. State Intervention in the Economy

4. Monetary Policy

5. Capital Flows and Foreign Investment
6. Banking Policy

7. Wage and Price Controls

8. Property Rights

9. Regulanon .

10. Black Market

The study demonstrates unequivocally that countries with the highest level of economic freedom

(the lowest Index score) also have the highest living standards (see Chart TK). Likewise,

countries that have the least amount of economic freedom (the highest Index score) have the

lowest living standards .

A comparison of the Index scores also demonstrates an interesting phenomenon: wealthy
and economically free countries tend over time to re-introduce restrictions on economic freedom
(see chart TK). As they become wealthy, countries begin adding welfare and other social
programs that were not affordable when they were poorer. Thus, after they have become
economically "liberated,” countries like Germany, Sweden, and even the United States tend to fall
back down the scale of economic freedom, getting worse scores than newly emerging free
economies like Hong Kong or Singapore. These "Asian tigers” are still growing and developing
and have not yet begun to restrict their economies with post-industrial welfare and eavironmental
policies. This phenomenon, when displayed graphically, is called the Curve of Economic Freedom.
It shows that economic freedom can rise and fall, and that the seeds of destruction can exist in the

fruits of success.

Another conclusion of this report concerns how fast developing countries with free
economies grow. The data and scoring show that developing countries that pursued economic
liberalization quickly became the richest in the world. Conversely, developing countries that did
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not pursue e:anumjc liberalization remained poor (see chart). Clearly, the path to prosperity is
paved by economic liberalizarion and maximized economic freedom. This is a lesson which all
developing countries should leamn.

For example, Hong Kong and Singapore have the highest amount of economic fresdom in
the world. In these countries consumers and businesses are free from most government intrusion.
Their economies are based on the mutual consent of individuals to buy, sell, and dispose of
property as they see fit. As a result, they have had extremely high levels of economic growth.
Berween 1980 and 1991, Hong Kong 's gross national product grew at an average rate of 5.6
percent, while Singapore’s economy grew at an averags rate of 5.3 percent over the same period.
While their economic wealth 15 less than some industrial democracies, Singapore’s and Hong
Kong's economies are carching up quickly with the Western world. These countries someday
may even surpass the U.S. and Germany in per capita GDP if current trends continue. ‘

In contrast, countries like Angola, Bangladesh and Haiti have the least amount of
economic growth. These countries have done little to unleash the entrepreneurial forces in their
economies. Instead they have followed the self-destructive path of ceatral government control
and state intervention in the economy. As a result, they are among the world's poorest nations.
Other countries scored poorly as well, such as the newly formed independent republics of Belarus,
Moldova, and Ukraine. Their problems stem from slow progress toward fres market reforms.
Their economic problems are the worst in the former Soviet Union

Former Mandst countries which have made rapid progress toward maximizing economic
freedom are doing relatively well: the Czech Republic and Estonia, for example, score well on the
Index. The Czech Republic has halted an economic decline. It probably will have a respectable
growth rate of 3 percent in 1994. The Bank of Estonia estimates the GDP growth will be in the
3 1o five percent range in 1994. These countries have managed to begin the process used by
Hong Kong and Singapore to promote large economic growth rates by maximizing economic
freedom. .

Above all, these findings disprove the assertion that economic growth can be bought by
huge transfers of wealth from the industrialized economies to the less developed world. People in
Angola, Mozambique, Haiti, and Ukraine are not poor because wealthy people in the West do not
share their riches. They are poor because their governments pursue destructive economic policies
that depress fres enterprise. Oﬂywhmmmmwmcmmuﬁcﬁudcmnﬁhd{
citizens, and unleash the phenomenal power of the fres market on the masses, will true prosperty
come to the poor nations of the world. Anmything short of this is not only economically unwise, but

inhumane.



The Curve of Economic Freedom
A Comparison of Economic Freedom and Wealth
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Chapter 1
Why An Index of Economic Freedom?

The U.S. Agency for International Development (AID) for years has beea giving aid to
developing countries whose economies are over-regulated, protected by trade barriers, and state-
controlled. Nevertheless, billions of dollars of U.S. development aid, most of these countries
receiving aid are still poor. The reason is simple: their governments have done little to promote
economic development freedom. Quite simply, the recipient countries are destroying their own
economies. Not only has U.S. development aid beea wasted , is has actually retarded economic
development in the countries that recsive it. Not one country receiving foreign aid has succeeded
in developing sustained economic growth. :

It should be no surprise that U.S. aid has done so little to bring about economic growth
worldwide. The experience of the past three decades shows that economic policies, not aid, is the
mmain factor in moving from the ranks of developing to middle and high income countries. For ‘
example, the economies of Hong Kong and Singapore, two of the “Asian Tigers,” expanded their
gross domestic product by a rate of § percent each year between 1960 and 1985. During this
pericd of rapid development, neither Hong Kong nor Singapore received significant amounts of
development aid.

Indesd, these and other Asian countries would not have grown so much if the crutch of
foreign aid had been available. If Scuth Korea had been flooded with aid, as was Tanzania it
probably would be closer to Tanzania’s status as the world's second poorest country. In reality,
South Korea is one of the worid's most dynamic economies, growing at an average annual rate of
8.7 percent from 1980 and 1991.

The potential perverse effect of development can be seea in the receat history of Chile. In
1973, Chile was the world's second largest recipient of foreign uid. It also had a stagnating
economy. Under the leadership of Marxdst President Salvader Allende, Chile's GDP shrank 5.6
percent in 1973, As with many Latin American countries, the government controlled a large part
of the Chilean economy, estimated to be around 75 percent of the GDP. .

However, by 1950, Chile's econcmy changed dramarically, General Augusto Pinochet
launched a market reform program that drastically cut back on government intervention in the
economy. The Chilean government controlled only 25 percent of the economy after Pinochet’s
privatization program was largely complete. As a result, Chile has developed one of the fastest
growing economies in the worid. A GDP growth rate averaging 7.3 percent per year since 1583
has dramatically improved the lives of the Chilean people. For example, the infant mortality rate
has been reduced as life expectancy has gone up.

It was with this understanding of econcmic development in mind that the authors
undertook to measure the relative economic freedom of most countries in the world. The Index of
Economic Freedom represents an excellent tool for deciding how best to allocate development
aid. Using it would help to ensure that foreign aid is not sent to countries that repress economic

11




freedom and have no chance of growing economically. Countries scoring well or improving on

the Index would be eligible for development aid, if they were using the money in constructive
ways - i.e. 10 stimulate free market reforms.

The Index of Economic freedom should not be seen as a means to reward countries which
have adopted or are moving toward pro-growth economic policies. These countries should nesd
no reward for acting in their own best interests. Moreover, using aid to pay for building stock
markets, a banking system, and other elements of a free market will always be dwarfed in
importance when compared to the economic policy decisions of the host country. The greatest
advantage of the Index is to ensure that U.S. development aid does no harm and is not wasted on
countries that demonstrate no commitment to economic growth

The Index of Economic Freedom is not a tool for deciding whether or not to dispense
humanitarian aid or to promise aid for reasons of national security. A foreign country’s economic
policies have always and undoubtadly will continue to be irrelevant when deciding whether to
offer relief to people suffering from hurricanes, earthquakes, and other natural disasters. @&
Moreover, for reasons of national security, the U.S. should contimue providing foreign aid when
necessary to bolster political allies abroad.

There is yet another use for the Index. Investors around the world would benefit from
knowing how well countries score on the "fundamentals” of economic freedom. Although the
Index would be of lirtle use in judging the advisability of specific investments, or in discerning the
relative strength of specific business sectors, 1t could be usaful in understanding the overall |
economic environment inside a country, and whether the economic trends are favorable to future
investments. Moreover, the Index would be more useful in judging imvestment opportunities in
underdeveloped countries than in the advanced democracies. The relative economic performances
of underdeveloped countries tend to be less known than those of Western nations. And perhaps
more important, an understanding of the economic “fundamentals™ would be more important in
assessing risk for the lesser developed nations. The economies of poorer countries tend to be
unpredictable and difSicult for investors to understand. The Index should help them to improve

their understanding.
- ®



Chapter 2
Where We Have Been In Foreign Aid

Since 1946, the U.S. has spent over $450 billion in military and economic bilateral assistance to
other countries.® Below is a breakdown of how the U.S. has distributed this considerable sum.

U.S. Economic and Military Bilateral Assistance: 1946-199¢°

(in millions of dollars)
TOTAL
207.1 8
35]
38,558.5
2,172.6
103.4
20,470.5 53,497.9
1,965.4 3,755.8
4159 §8 693.4
2,082.4 Ko 3,262.5
1921 B 3240|°
31.8 324.1
353.0 353.1
1,247.9 2,014.6
15.8 15.8
4728 503.1
11.1 11.1
£0,276.6 106.536.1 @
725 B 725
100.5 Ea 101.2
3319 & 366.1
340.1 E 3413

2 U.SALD. Congressional Presentation Fiscal Year 1995, Washingion, D.C., 1994.

) From. Foreign Operarions, Export Financing, and Related Programs Appropriations Bill, 1994, US S:u.mn
Report No. 103-142, September 14, 1993. Some “regional aid” — that is, U.S. aid given not 10 specific countries
MMnrpninﬁansﬁktmeWoﬂdBukfnrdisuMmmr:pmmdU.S. nddmm:uddmtrfurspmﬁ:
regions— is omined from these figures. Regional aid is, however, calculated in the total aid figures. The Senate
study did Dot include data for years after 1990.

13
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3215 §
105.1
63.6
253.0
14.8
372 8
431 &
8.5
16.2
907.0
35.9
132.0
5063 B
393.4
62.4
132.4
£70.0 §
305.3
878.8
212.5 §
2399 B
381.5
493.1
181.1
79.9

640.1 SRS
35.1 &5

485.0 S

4431

208 .4
113
673.7
315
207.5
755.4
2539
1,491.1

169.6 =

4923 §

179.7 B
3242
1,220.7

501.7

527.6 i3

14

129.8
354.8
106.1

€3.6

289.8

15.1
318
€3.7
85
18.0
1,167.9
39.0
133.0

601.1

404.0

63.1
135.4
1,133.2
305.8
973.8
230.1
2449
390.6

498.3

181.9

80.1
640.4
354
517.8

446.0
210.7

1y

T24.9

38.0

209.6
996.2
253.9

1,866.8
170.3
452.7
180.5
325.4

1,659.4
502.1
530.0




1772.0
20.177.3

64.5 64.6
1,135.8 1,257.9
589.1 1,864.4
131.9 131.9
6 9
317.2 § 3172
195.6 196.6
276.5 916.6
51.2 52.0
3,917.0 8,465.6
3 8
3,843 .4 4,732.8
1,901.7 BEE 9,510.3
37.8 388
76.9 772
3,420.8 5,966.1
84.1 34.7
1,027.6 23123
2999 & 1,243.7
954.5 B8 955.7
1,3675 § 2,992.7
2874 287.5
125.1 125.1
1,084.5 4,530.6
109.0 109.0
46534 16,719.9
7,672.1 8.779.5
191.4 191.4
1,735.3 2,459.0
1,523.5 1,523.7
37,076.1 § 75,858.3
319.0 3192
456.9

46

4.6

135.1

1554.2
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3045 3
1,474.7
1,9412
1,731.4
20.1
1,514.7
985.6
4,780.1
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1,779.2
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32.5
3219
498 4
10,788.7
7,090.6
413.8
24
1,311.0
6,579.5
33825
23,366.6
222

100,061.9

123.6
8.6
8242
143
236.6
1,207.1
30.5
70,5702

407,455.1

The U.S. will spend over $13 billion on foreign aid in 1994. This brings total U.S.
bilateral aid since 1946 to close to half a trillion dollars. Of the $13 billion speat in 1994, AID
will distribute $2.4 billion in bilateral economic assistance directly to specific countries. In
addition, the U.S. will give almost a billion dollars in economic support to the former Soviet
Union, $1.9 billion through international financial institutions including the World Bank and the
Inter-American Development Bank, and $2.4 billion in Economic Suppert Funds (ESF), which
are used to advance U.S. political and security interests.

Unfortunately, this aid has sccomplished little. The failure of development aid has beea 00
where more evident than in Africa. The U.S. alone has spent over $18 billion on development ad
to Africa since the end of World War IL Yﬂmnyhﬁimmmuiumpqummdxythmmc}'
were at the time of their independence in the 1950s and 1960s. The per capita GDP of Uganda,
Zaire, and Zambia, for example, actually shrank from 1961 to 1587, although those countnes
recsived hundreds of millions of foreign aid.
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Chapter 3
Where We Are Going In Foreign Aid

The Clinton Administration this year made a bid to reform forsign aid. After countless
commissions and biue ribbon panels over the years as well as several failed efforts to pass foreign
aid reform bills, Clinton introduced the Peace, Prosperity, and Democracy Act of 1994 (PPDA).
Many thought this would be the year in which foreign aid program would finally be revamped.

This, however, was not to be. The Clinton foreign aid reform plan ran out of steam, falling
prey to politics and other priorities. The Senate Democratic leadership was unwilling to devote
the floor time that the PPDA required. The reason: Doing so would have given Clinton critics a
stage on which to voice their complaints against the President’s foreign policy. Senate Democrats
also were hesitant to direct congressional attention away from the health care debate. Thus, the
PPDA never made it to the floor for a vote.

The PPDA was a weak attempt to reform foreign aid. It failed to address one of the
fundamental problems of development aid: how best to use foreign aid to advance economic
freedom and, as a result, spur economic development.’ The central idea of the Clinton reform plan
was something called "sustainable development.” In this idea, the state manages the economy,
trying to create "sustainable” economic growth without harming the eavironment or unleashing a
"population explosion.” But the results of this approach will be the exact opposite of the free
market-driven growth the Clinton Administration claims to champion. By increasing government
intervention in the economy — with intrusive eavironmental regulations and industrial policigs -
the Clinton plan will only strangle economic growth

The bartle over reforming foreign aid is by no means over. AID Administrator J. Brian
Arwood believes that the U.S. foreign aid program must be reformed or face budget cuts by
skeptical legislators. But for foreign aid reform to succeed, more will have to be done than
pouring oid wine into new bottles, as the Clinton Administration has done. The greatest weakness
of the Clinton approach is that it does not focus U.S. development aid on those countries that are
making free market reforms. Moreover, the programming emphasis of the Administration is
wrong, focusing largely on population control and environmental protection efforts, act economic
growth. Unless U.S. development aid is clearly focused on those countries commirtted to free
market generated economic growth, it will only prop up failing economies, doing more harm than
good.

The Index of Economic Freedom is the ideal mechanism for judging which countries
should recsive foreign aid. This was the conclusion of George M. Ferris, Jr., Chairman of the _
President's Commission on the Management of Aid Programs (1992), who urged AID to cmbhs.h
an Index of Economic Freedom for the purpose of allocating development aid among countries.
Representative Robert Livingston, ranking minority member of the House Appropriaticns Foreign
Operaticns subcommittes, stated on the House floor last spring that the Republican Party shouid

* Far 3 comprehensive overview of the Clinton Administration forsign aid reform. see Thomas P. Shesfry, "Toe
Index of Economic Freedom: A Real Tocl for Reform of Foreign Aid,” Hevitage Foundation Backgrounder No.
986, May 6, 1994.
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"expand on [the Index of Economic Fresdom] and ultimately adopt it in our foreign aid
program.”®

The Index of Economic Freedom, rooted in the recognition that free markets are the only
means toward development, should be the foundation of U.S. foreign policy reform legislation. By
using the Index, policymakers can identify which countries are making progress toward free
market reforms and which ones are not. Countries reforming their economies could use specially
targeted aid to help build market instirutions. Aid also could provide leverage in persuading
developing countries to make market reforms. While it may be true that reforming countries over
time will have less ne=d for foreign 2id, temporary assistance can help jump start the process of
reform. The ultimate and ideal goal, however, should be to end dependence on aid altogether. It is
with this goal in mind that the Index of Economic Freedom was developed.

* Congresnional Record, May 25, 1994, H4040,
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Chapter 4
Factors of the Index of Economic Freedom

Ll
-

There are many factors that could be

used to determine how much economic Factors of the Index of Economic
freedom exists in a particular country, Freedom

Economic relations between individuals ars 1. Trade Poiicy

restricted 1o a varying degres by government 2. Taxaticn Policy

intervention. By looking at such economic 3. State Intervention in the Economy
factors as taxes, imernational trade, and 4. Monewary Policy

banking the extent to which economic freedom 5. Capital Fiows and Foreign lnvestment

is encouraged or hindered can be discerned. : wiphmﬂl mm.“ TN

3. Property Rights
The Grading Scale. Under each factor |9. Regulation Policy

is a grading scale. The scale runs from 1 to § 10. Blacx Market .
with 1 being the most free and 5 the least fres.
After each score is either 2 “-,” “+,” or “stable” mark. These indicate whether a coumtry is getting
worse, better, or staying the same, respectively, in each category.

Countries wers ranked according to four categories of economic freedom. Countries
receiving an Index score of 1.99 or less are considered to have economies that are “free.” .
Countries scoring berween 2.00 and 2.99 have economies that are “mostly free.” For scores of
berween 3.00 and 3.99, economies were ranked as “mostly not free.” And economies that
obtained a score of 4,00 and above are “repressed ™

The Sources. [n grading the countries, the most recent available information and
statistical data were used. Where primary sources were not svailable, secondary sources were
used. These cases are footnoted accordingly. In each section, a general list of sources is provided
for each country. Unless otherwise footnoted, these are the main sources used to grade each of
the countries. A general bibiiography appears at the end of the study. .

THE FACTORS

Factor #1: Trade Policy.” Trade policy is a key factor in measuring economic freedom.
The degres to which a government hinders the free flow of foreign commerce has a direct bearing
on economic growth. Trade policy, in fact, is a key factor in ndustrialization of developing
economies.® International trade enables a country's industries to maximize producton by allowing

* Sources. Unless otherwise noted, the following sources wers used in determining scores for this factor: Office of
the United States Trade Represcnuarive, /994 Manonal Trade Estimate Report on Foreign Trade Barmers. U.S.
Buresu of the Census, Stanstical Abstract of the United Sictes, Department of Stte, Country Reports on Economic
Policy and Trade Proctices.

% “Forid Bank Forid Develapment Report 987, " The Werld Bank, Washingien, D.C., 1987,
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them to import raw materials and foreign goods and services that are cheaper than those produced
at home. [t can also offer a country greater access to a large world market, which can be the
source of much wealth ) 3

Methodology: The average tariff rate is used to score a country's trade policy. A score of
| through 5 is given based on a country's tariff rate — the hugher the tariff rate, the worse the
score. Sources 10 determine the average tariff rate were derived from reports issued by the
General Agreement on Tariffs and Trade (GATT) and the International Monetary Fund (IMF).
When the average tariff rate was not available in these sources, the authors determined the
average rate by calculating the revenue raised from tariffs and duties as a percentage of total
umports. Most of the average tariff rates are valid for 1992. In some cases, adequate average tariff
rate figures do not exist. In these cases, the authors used publications fom the United States
Trade Representative's office, the Commerce Department, and the State Department. These
instances are footnoted.” Such non-tariff barriers as trade quotas, overly stricc licensing, or import
inspections also were examined. If they existed in sufficient quantity, a country's score based .
solely on taniff rates was lowersd by one point. -

Example: The U.S. has an average tariff rate of 3.6 percent. Based on a scale measuring
tariffs alone, it would be given a score of 1. However, because the U.S. maintains non-tarisf
barriers, such as import quotas on textiles and sugar, it was given a total score of 2.

TarifT Grading Scale

Score Levels of Protectionism Criteria i

1 Very low Average tariff rates less than 4 percent
and/or very low non-tariff barriers.

2 Low Average tariff rate § percent to 9 percent
and/or low non-tariff barriers.

3 Moderate Average tariff rate 10 percent to 14 percent .
and/or moderate non-tariff barriers.

4 High Average tariff rate 15 percent to 19 percem
and/ or high non-tariff barriers.

5 Very high Average tariff rate 20 percent and higher
and/or very high non-tariff barriers that
virtually closes the market to imports.

: ; : . hich
"'mﬁmmmﬁiwchmgndnmnalty:ﬁﬂmptmmnmd’m:hmmﬂmddmeﬁﬁﬂfw
reéummﬂmﬂd-mmmmnguﬁﬂb:minmmthAlTbummuhw.whmTh:Hmmge
Foundagon updates this study nesa year and annually thersarter,
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Factor #2: Taxation." Taxes are a key factor in measuring economic fresdom. While
every country taxes economic activity to pay for national defense, public health, and other vital
| government services, 100 much taxation stifles individual entrepreneurship. A tax is essentially 2
| government-imposed disincentive to perform the activity being taxed. For this reason, exorbitant
| taxes slow economic growth. When analyzing this factor, taxes on corporate profits, income, and
other significant activities are measured.

Methodology. Two types of taxation are scored: income taxes and corporate taxes. The
| average score between these two determined the overall taxation score.

1) Income taxes. Some countries have relatively high top income tax rates, but they apply
to very few people. For example, Japan has a top income tax rate of 50 percent, but it is levied on
| such large amounts of income that very few people fall into this high tax bracket. The tax rate that
| applies to the average Japanese taxpayer is much lower. Thus, to more accurately measure
taxation policy, it is necessary to examine not only the top income tax rate, but the rate that
applies to the average taxpayer.

To discover the average income tax rate, a country's total gross domestic product was
divided by total population. This per capita income fSgure was then used to determine which tax
rate applies to the average income level.' Once this was done, each country was scored on 1) the
top tax rate, and 2) the tax rate that applies to average income.

Example: Japan has a top income tax rate of 50 percent. But the 50 percent tax bracket
applies to income levels that equal about $180,000, which is more than nine times the per capita
GDP level, which is around $19,000. The tax level that applies to that amount is 20 percent.
Thus, based on the tax scale, Japan would receive a score of 4.

Income Tax Grading Scale
This scale lists a score from 1 through 5. The higher the score, the higher the tax rate. The highest
level for which a country qualifies is the score that country receives.

Score Taz Rates Criteria .
1 Very low taxes No taxes on income; or
Maintains a flat tax rate on income

of 10 percent or less.

2 Low taxes A top tax rate of 25 percent or below; or
A flat income tax between 10 and 20 percent; or
A top rate of 40 percent or below, but a tax on average
income below 10 percent

10 Sgurces: For sach country, the following sources wee used unless otherwise footmoted: Individual Tm:fd
| Woridwide Summary, * Prics Waterhouse, New York, 1993; “Corporate Taxes: A Woridwide Summary,” Prics
Waterhouse, New Yark, 1993; The Economist [nteiligencs Unit, [TL Repors. World Bank
|1 This method allowed the authors to geaerate an average income leve! for nearfy all countries, since these Sgures
are readily available.
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3 Moderate taxes A top tax rate of 35 percent or below: or
A t2x on averags tax below 15 percent.

4 High taxes A 10p Income 2 tax rate betwesn 36 and 50 percent
and an average tax level of 15 percent to 20 percent.

5 Very high taxes A top rate above 50 percent and 2 tax on average income
between 20 percent and 25 percent; or
A tax rate on average income of 25 percent or above,
regardless of the top rate

2) Corporate taxes. The second type of tax analyzed is the corporate tax. Each country is scored
according to a sliding scale based on corporate tax rates, .

Example: Japan has a top corporate tax rate of 37.5 percent. Thus, based on the
corporate tax rate scale, Japan recsives a score of 4,

Corporate tax grading scale

Score Corporate Taz Rates Criteria

1 Very low taxes Considered a tax haven Limited or no taxes are
imposed on corporate profits.

2 Low taxes Flat corporate tax less than 25 percent or & .
progressive top tax of less than 25 percent.

3 Moderate taxes A progressive corporate tax system with top rate
bcmeen!ﬁpmanmdﬂpcrum,uraﬂnm:
system with tax levels above 25 percent. .

4 High taxes Aprnﬂrem'wcarpnmeuxsystmwithltapme
between 36 percent and 45 percent.

5 Very high taxes A cumbersome progressive tax system with top
corporate tax rates above 46 percent.

Factor #3: State Interveation in the Economy.” The grester the degres to which the :
government intrudes in the economy, the less individuals are fre= to engage in their own economic
activities. The level of state intervention in the economy can be measured by analyzing the level of
government consumption of economic output, commonly referred to as “government
consumption.” By taking government consumption as 2 percentage of gross domestic product,

‘%mmem.mwmmmmmﬁ:MUﬁwm&mw
Project, United Nations Human Development Report: 1994, Internadonal Monetary Fund, Government Finance
Stansucs Yearbook: 1993. World Bank, World Tabies, 1993,
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the level of government intervention in the economy can be determined. The higher the rate of

government CONsSUMPption as a percentage of gross domestic product, the higher the index score,
and hence the lower the economic fresdom.

Methodology: Measuring a country's government consumption as a percentage of GDP
reveals only an approximation of the government’s role in the economy.” In the U.S., for
example, the U.S. budget is about 24 percent of GDP. This figure includes servicing the federal
budget deficit and transfer payments through entitlements liks Medicaid. Other government
consumption figures for most less developed countries do not include funds spent on servicing the
budget deficit and some transfer payments. While using government consumption figures probably
understates the total government intervention in the economy, they are a useful 100l and starting
point for gauging the degres of government intervention in the economy.

The next step in scoring a country on state intervention in the economy is to determine the
size of the state-owned sector of the economy. If 30 percent of more of a country’s GDP is

produced by the state owned sector, it was moved one point higher on the scale, representing
decreased economic fresdom.

Example: Russia has a government consumption figure as a percentage of GDP of about
22 percent. This would give Russia 1 score of 2 because the government consumption figure is
berween 11 percent and 25 percent. However, state-owned enterprises account for some 50
percent of industrial production and 2 majority of GDP. Thus, Russia gets a final score of 3, one

Grading Scale

Score Level of e ntion in t onomy Criteria

1 Very low Less than 10 percemt of GDP.
2 Low 11 to 25 percent of GDP.

3 Moderate 26 to 35 percent of GDP.

4 . High 3610 45 percent of GDP.

5 Very high 46 percent or above of GDP.

Factor #4- Monetary Policy." The value of a country’s currency is based largely on the
government’s menetary policy. If a government maintains a “tight™ monetary policy, meaning the
supply of currency does not exceed demand, individuals have the economic freedom to engage in
productive and profitable economic activities. If the government maintaine 2 “loose” monetary
policy, meaning it supplies more money than demand requires, money I}usa.-: its value and

individuals are less free to engage in productive and profitable economic activities. The best way

'3 GDP is used in mest cases. When only GNP figurss were available. it is 5o stated.
1+ Soarces: World Bank World Development Report: 1993,
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10 measure monetary policy is to analyze a country's inflation rate over a penod of time, The
inflation rate is directly linked to the government’s ability to manage the supply of money in the
economy X
Methodology: The average inflation rate was the sole criterion for this factor. The

inflation rate is the best measurs of how a country manages its money supply. Countries with
high inflaticn rates have a loose manetary policy, and are graded higher because they have less
economic freedom than countries with lower inflation rates. Countries with a low inflation rate
have a tight monetary policy and are graded lower because they have more economic fresdom.

Example: Japan keeps a tight control over its money suppiy, and low inflation rates ars

the result. Japan's government has done this by maintaining a supply of yen consisteat with the
domestic demand for the currency, In addition, Japan has very high savings rates. This supplies

)

Grading Scale

Score Inflation Rate Criteria

1 Very low Below 6 percent.

s Low Between 7 percent and 13 percent, !
3 Moderate Berween 14 percent and 20 percent.

4 High Between 21 percent and 30 percent.

5 Very high Over 30 pm;em

Factor #5: Capital Flows and Foreign Investmeant Policy ™ Foreign investment finds ‘
mncmicexp:nsiou.Invmnﬁ‘umtbmndmpptycapimmdomuﬁcimmmmmmmur
expand their businesses. Rmidnmmfnrﬁphvmmhmpummcﬁudmmdm
ﬁmﬁhhﬂwaf&r&pmﬂym&wnrmmmmﬁrdpiwmm
mﬂﬁnmﬁ:ﬁmﬁmmmwm&anMmemjsmqm,m
mm:mninﬁum:wmyimpommﬁ:rdmmmcﬁgh:memmdhmm
lower the economic freedom.

IS Soarces: mehmm.m:fwwmmmmmum&mmzwwm
Trade Esumate Report on Foreign Trade Barriers; U.S, Bureau of the Caasus, smmuwu:uu_d
SmDmmﬂSmCmmRmmmEmmhﬁq:MTntThEmmmmmUm
[TL Reports. memmamy’:hﬁpmdwmmhmhﬂmmmuﬂ
mmqm@mmmwdmmt‘mmmmmmm.
These sources give a good description of the foreign investment climate.
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Methodology. A country’s foreign investment policies were scrutinized in order to
determine the overall investment climate. Among the specific questons asked: Are there foreign
ownership limits placed on domestic industries? Is there an existing foreign investment code that
defines the country’s investment laws and procedures? Does the government encourage foreign
investment by providing tax holidays or other incentives? Ars foreign corporations treated under
the law the same as domestic corporations? Are specific industries closed to foreign investment?
These questions were answered to develop an overall description of the investment climate of the
country being examined. Each country was graded based on its investment climate.

Example: Venezuela maintains restrictions on foreign investment. For example,
foreigners can own no more than 20 percent of a company engaged m the following industries:
accounting, architecture, engineering, and insurancs. Foreign investment in oil, gas, coal,
petroleum, automebiles, and iron ore is prohibited. Finally, there are some employment
restrictions. On some investments, the workforce of 2 company with more than 10 employees
must be 90 percent Venezuelan. Thus, according to the criteria in the scale below, these
restrictions are considered as moderately restrictive. Venezuela is given a score of 3 because there
are restrictions on investment, but government policy at least conforms to established foreign .
uvestment codes. '

Grading Scale

Score Barriers to Foreign Investment  Criteria

1 None Investors are eacouraged to invest through
tax holidays and other incentives and allowed
to invest in almost any industy.

2 Low Restricdons on investments like utilities,

' companies vital to national security, and
natural resources.

3 Moderate barmiers Restrictions on many investments, but
government peiicy conforms to established
foreign investment code.

4 High Investments permitted on a case by case .
basis.

5 Very high Government actively sesks to prevent
foreign investment.

Factor #6: Banking.' In most countries, banks provide the economy with the financial
means to cperate. They lend money to start businesses, provide servicss such as real esiate,
insurance, and securities investments, and furnish a safe piace for mdividuals to store their

18 Sources: For each counrry, the following sources were used unless otherwise noted: State Department, Country
Repons on Economic Policy and Trade Pracuces; The Economust [ntelligencs Unn, ITL Reports. World Bank.
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earnings. The more government controls banks, the less they are fre= 1o engage in these activities.
The consequence of heavy regulation of banks is restricted economic freedom. Therefore, the

more 4 government restricts its banking sector, the higher the Index score it receives, and hence
the lower economic freedom.

Methodology. This factor is measured by determining the openness of a country's
banking system. Among the questions asked: Are foreign banks abie to operate fresly? How
difficult it is to open domestic banks? How heavily regulated is the banking system? Are banks
fres to provide customers with insurance, seil real estate, and investments in securities? The
answers 1o these questions were usad to develop a description of the country’s banking climate.

Example: The U.S. banking system is minimally regulated. However, it maintains federa)
deposit insurance and interstate banking regulations, Based on the scale below, the U.S. recsives

2 2 score, which means that restrictions on banks are considered to be low. .
Grading Scale
Score Restrictions on Banks Criteria
1 Very low Very few restrictions on foreign banks. Banks can
engage in all types of financial services.

Government controls few, if any commercial banks.
No deposit insurancs. "

2 Low chlimiuanfbreignbmh.?hewm?my
maintain some limits on financial services and have
interstate banking restrictions and deposit insurance.
Domestic bank formation may face some barriers.

3 Moderate L Barriers to new bank formation. Heavy influence on
banks by government. Governments owns or
Operates some banks. Strict government conmol of .
credit. Domestic bank formation may facs

significant barriers.

4 High Banks tightly controlled by government, Corruption
may be present. Domestic bank formation is
virually non-existent.

5 Very High Financial institutions in chaos, corruption rampant,




e

Factor #7: Wage and Price Controls."” A free €conomy is one that allows individuals 1o
set not only the prices on the goods and services they sell byt the wages they pay to the workers
they employ. Some governments mandate wage and price controls. By doing so, they restrict
economic activity, and thus curtail economic freedom. Therefore, the more a government

intervenes and controls prices and Wwages, the higher the Index. score, and the lowe? the econcmic
freedom.

Example: In Hong Kong, all wages and pricss are determined by the market. it

Grading Scale

Score Wage and Price Controls Criteria

1 Very low Wages and prices determined by the market. No
minimum wage.

2 Low Most prices determined by supply and demand.
Some pﬁcumdnuminedbymegwmmtm
monopoly such as utilities. May or may not have
minimum wage laws.

3 Moderate Mixture of market forces and government
dﬂ:‘minedw:gumdpﬁm. or heavy government
control of either pricas or wages.

4 High Rationing, wage and prics controls on most jobs and
items.

5 - Very high Wages and prices compietely controiled by the
government.

' Sources: For emach country, the following sourcss wers used unless nlhmmui State Dq.n:m::n, Counmy
Reponts on Economic Policy and Trade Practices; The Economig [nteiligencs Unit, [TL Repons. Worid Bank
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Factor #8: Property Rights." The accumulation of private property is the main
motivating force in a market economy. This factor examines the exzent that private property is

Methodology: The degres to which private property is a guaranteed night is measured.
S0, 100, is the extent to which the government protects and enforcss laws to protect private
property. The probability that the state will eXpropriate private property also is examined. The less
legal protection of private property, the higher the score. The higher the chance of government
expropriation of private property, the higher the score.

Example: The U.S. economic system is based entirely on people’s right to accumulate
property. America's legal system is one of the best in the world. It allows people to use the court
system for disputes over property and to enforca contracts, Thus, based on the scale below, the
U.S. would receive a very low score of 1, meaning that the level of protection for private property
is '\ftrjl' h-‘gh.‘

Grading Scale: 2

Scors Level of Protection for Property Rights Criteria

1 Very high Private property guaranteed by the
government and efficient court system
enforces contracts. Adequate justice system
10 punish those who unlawfully confiscate
private property. Expropriation not likely.

2 High Private property guaranteed by the
govemment, but enforcement is lax.
Expropriation uniikely,

3 - Moderate Government recognizes some private
property rights, such as land, but
property can be nationalized. Expropriation .
possibie.

4 Low ﬁomommﬁphﬁmitﬁtupmunﬂ
items with little legal protection. Communal
property is the rule, Expropriation likely and
memdoesnmadequudypmm

private property, the legal system has
collapsed.

5 Non-existent Private property is cutlawed. Everything
belongs to the peopie or the state.

"mMmem.mmuMgmmmmmmmhmmmm
Unit, [TL Repents, Price Waterhouse, and the World Bank
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Expropriation is certain or the country is so
corrupt and chaotic that property protection
IS non-existent.

Factor #9: Regulation.” In many less developed economies. obtaining a business license
to sell a good or service is nearly impossible. With so many hoops for the entrepreneur to jump
through, it is very difficult to create new businesses. In some cases, government officials frown
upon private sector initiative and it may even be illegal. While thers are many regulations that
hinder business, the most important ones are those associated with licensing new companies and
businesses. In some countries, like the U.S., obtaining a business licsnse is a simple as mailing in
a registration form with a minimal fee. In others, especially in Sub-Saharan Africa and parts of
South America, obtaining a business license requires endless trips to a government building,
countless bribes, and may take up to a year.

Gnuahudmshcpmmuhnmnmumﬂymemdofgmmm regulation. In some
cases, it is just the beginning. Some countries apply their regulations haphazardly, For exampie,
an envircnmental regulation may be used to shut down one business, while another is not
penalized. Business owners become confused over which regulations must be obeyed, Moreover,
the existence of many regulations can cause corruption as confised and harassed business owners
try to work around the red tape.

Methodology. The purpose is to measure how easy or difficult it is to open a business.
ﬁ:mmr@iaﬁonsnnhu:inmth:hardai:ismﬂpu In addition, the degree of corruption
mmﬂumwmmemﬂmmmpﬁdmﬂammﬂmm

These conditions include such items as: the extent of government corruption, the uniformity of the
regulations’ applications, and the extent to which the regulations pose a burden on business. At
un:endufr.hesca.leisthelmr:nfmlowie&re{sofmgumiun,whmmnupﬁonhmn-
e:ds:cntmdruguhﬁcnsmminimﬂmduﬂfmmiyappﬁaimmcmh:rmdnfthemlcis'vujr
high” score of 5, where corruption is rampant, regulations are applied randomly, and the general
lcvelcfregulaﬁoninrﬂyhigtLAcmmmadnulymenlm:jnritynﬂhcmndiﬁaminmh
score for 1t to recsive that score.

Example: Obtaining a business license in Hong Kong is the easiest in the world. In some
cases, one can even be obtained by mail. HongKong‘:mgul:ﬂunmi:m:pﬁnn—&u,nnu
bwdmmbuﬁnmmdh:ppﬁduﬁfnm]ymwghmnm:wm?.mmmma
1.

"Smmmehmny,m:bﬂm:mmﬁﬂuﬂmWMEmemm
businesses engaged in country, World Bank data.
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Grading Scale

Score Levels of Regulation
] Very low

2 Low

3 Moderate

) High

5 Very high

Factor #10: Black Market. Black markets are a direct resuit of government imervention

23

Criteria

Corruption free. Existing regulations are
straightforward and applied uniformly to all
businesses. Regulations are not much of a
burden to business.

Simple licensing procedure. No bribes.
Existing regulations are relatively
straightforward and applied uniformly most
of the time. However, regulations prove to
be a burden to business in some instances.

Existing regulations may be applied

haphazardly and in some instances

are not even published by the government. .
Complicated licensing procedure.

Regulations are 1 substantial burden to

business. A significamt state-owned sector

exists. However, no bribes.

Government-set production quotas and state
planning. Major barriers to opening a
business. Complicated licensing process,
very high fees, bribes sometimes necessary.
Reguiations a great burden to business.

Government discourages new business

creation. Bribes mandatory. Regulations
applied randomly.

'mmemuiﬂ.h&cnlbh:kmnknacﬁviryhunemumegcvmhumﬁnwd The larger

the black market is in a country, the lower the econo
the higher economic freedom. This factor considers

mic freedom. The smailer the biack market,
the size of a country’s black market as a

percentage of GDP. Thehighuthsmqthehishamcmmdmmm:muﬁc

freedom.

Methodology. [nformaticn svailable on the size of black markets in less developed
countries is extremely scarce, Nevertheless, esumates can be made on the size of black market

activities by answering several questions. For examp

le, does the country have a large smuggiing

market? If so, this could be an indication that the governmeat imposes too many restrictions on

- foreign imports. Do consumers need to turn to the ©

lack market to buy such items as televisions

and video-cassette recorders? If so, this could be 2a indication that these products cannot be
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bought in stores legally or that their prices are too high because of very high tariffs. Are there
large numbers of workers who work illegally? If so, this could be an indication that the economy
is overly regulated, and that labor must be supplied by the black market.

The existence or absence of these and other activities was used to estimate the.size of the
black market as a percentage of gross domestic product. In cases where black market information
exists for specific countries, it is noted. At one end of the scale is the score of 1, where the black
market constitutes less than 10 percent of GDP. At the other end is the score of 5, where the
black market makes up 30 percent or more of GDP.

Example: In Peru, for example, almost 30 percent of the GDP consists of such black
market acdvities as labor and food. Other black market activities are outlawed in many cases.
Peru recsives the highest score of 5.

Grading Scale

Score Black Market Percentage of GDP Criteria

1 Very low Black market makes up less than 10 percent
of GDP. Economies with this rating are free
markets with black markets in such things as
drugs, weapons, and prostitution

2 Low Black market makes up between 11 percemt

: and 15 perceat of GDP. g

3 Moderate Black market makes up between 16 percent
and 20 percent of GDP.

4 High Black market makes up between 21 percent
and 30 percemt of GDP.

5 Very high Black market is equal to more than 30
percent of GDP.
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ARGENTINA

In the 1930s, Argentina had achieved the status of fourth richest country in the world. Just
before World War II, Argentina had living standards equal to that of the U.S. and Europe. But
following the war, it introduced a host of social economic policies that sent the economy into a
spiraling decline. Under the leadership of President Carlos Menem, Argentina in 1989 began a fres
market revival that has increased economic freedom. As a result, inflation has stabilized and the
economy is growing. While corruption is still rampant, Argentina is now the richest country in
South America.

Factor #1: Trade Policy

Score: 4+ (High level of protectionism)

Argentina began to liberalize its trade policy in the mid-1970s. That policy continues today. Along
with Brazl, Paraguay, and Uruguay, Argentina is a member of the Southern Cone Commen
Market (Mercosur) free trade zone. Argentina has a three-tier tariff system: 20 percent for
finished products destined for consumption, 15 percent for intermediate goods, and 5 percent for
raw materials. Its average tariff rate is 10.8 percent. Since October 1992, Argentina has imposed a
10 percent surcharge on all imports except capital goods, and it maintains a “trigger price
mechanism” that automatically applies anti-dumping or compensatory levies whenever the price of
an imports falls below a certain amount. Argentina limits the import of automobiles through a
quota system.

Factor #2: Tax Policy

Score - Income Taxation: 3+ (Moderate tax rates)

Score - Corporate Taxation: 3-Stable (Moderate tax rates)

Average Score: 3-Stable (Moderate tax rates)

Argentina’s tax rates have been reduced to stimuiate the economy. It has a top income tax rate of
30 percent. The tax rate on the GDP per capita level is 11 percent. Argentina has a top marginal
corporate tax rate of 30 percent.

Factor #3: Level of State Interveation in the Economy

Score: 2+ (Low level of state interveation)

As Argentina becomes more industrialized, it is limiting government intervention in the economy.
It is privatizing industries, seeking ways to allow private businesses provide basic services, and
related policies. Argentina's government consumes 15.8 percent of Argentina's GDP.

Factor #4: Monetary Policy

Score: 5+ (High levels of inflation)

Argentina has tried to control its chronic inflation rate. While some progress has besa made
recently, the inflation rate is still quite high. The average annual rate of inflation from 1980 to
1991 was 416 percent. For 1992, the rate dropped to 16 percent. For 1993, the rate dropped to

10 perceat.
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Factor #5: Capital Flows and Foreign Investment.

Score: 2-Stable (Low barriers to foreign investment)

There are virtually no investment barriers to Argentina. Firms do not nead to gain permission
from the government to invest in Argentina. Foreign investors may wholly own most local
companies and no permission is nesded to own investment shares in the local stock exchange.
However, foreign investment is prohibited in the following industries: fishing, nuclear power
generation, uranium mining, ship building, and some businesses along the borders. In addition,
many foreign investors complain about bureaucrats seeking bribes.

Factor #6: Banking

Score: 3+ (Moderate level of restrictions on banks)

Argentina’s banking system is becoming more competitive as the result of privatization. As banks
become profit driven, they have streamlined and modemnized business practices. However, there ()
are restrictions oa foreign banks. In fact, foreign banks may not open branches in Argentina.

Moreover, the government has stopped granting licenses to foreign banks to acquire local banks,

Thus, foreign banks are not plentiful in Argentina. As for domestic banks, government bodies and

state agencies must conduct their business with state-owned banks. About 15 percent of the

banks are state-owned. While domestic banks cannot freely invest in real estate and industrial

firms, they can freely sell securities and insurance.

Factor #7: Wage and Price Controls

Score: 2-Stable (Low level of wage and price controls) _

Wages and prices are more freely set today than in the last four decades. From 1930 to the late
1980s, price controls were the rule in Argentina. Under the leadership of Prasident Menem, the
government has liberalized prices. Today, thers are no major items that have price controls. Most
wages are determined by the market. However, the government fixes wages for public sector
employees, and there is 3 minimmum wage.

Factor #8-Property Rights

Score: 2-Stable (High level of protection for property rights)

Private property is now guaranteed in Argeatina. While the likelihood of property expropristion is
low, court protection for private property can be weak.

Factor #9: Reguiation

Score: 2-Stable (Low leve! of regulation)

Argentina was once one of the most reguiated economies in the Western Hemisphere, Now, it has
reduced cumbersome registration requirements. Thus, cpening a business in Argentina is
generally easy. Existing regulations are relatively straightforward and applied uniformly most
times.
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Factor #10: Informal Sector

Score: 3-Stable (Moderate black market activity)
In the past, most of Argentina's GDP was produced in the black market. However, as'Argentina’s
market becomes more integrated into the world economy, the black market is shrinking. For
example, as Argentina reduces government barriers on businesses, more people engage in the
legal market rather than the black market. Sdll, as much as 38 percent of the labor in the city of
Cordoba, Argentina, is provided by the black market. Moreover, because the econcmy has yet to
become fully deregulated, other activities like transportation and construction on the black market

sull exist.

OVERALL RATING

Factor Trade Taxation State Monetary | FDI

Interveation | Policy

Score 4 3 2 £ 2

Factor Banking Wages and | Property . | Regulation | Black
Prices Rights Market

Score 3 2 2 2 2

Average Score: 2.80
Argentina scored best in state imervention, foreign direct investment, wage and price cogtrols,
property rights, and regulation. It scored worst i trade, taxation, banking and black marker.

35




BANGLADESH

Bangladesh seceded from Pakistan in 1971. Since independence, Bangladesh has
encountered several coups and political turmoil. One of the most densely populated nations of the
world, Bangladesh has struggled to produce and import enough food to feed its population.

Some 60 percent of the labor force in engaged in agriculture. Since independence, Bangladesh
has received massive infusions of foreign aid. Rather than using that aid to develop a free marker,
many foreign aid dollars were squandered on under-nilized buildings, roads, and bridges. Little
progress has beea made in adopting market forces.

Factor #1: Trade Policy

Score: 5+ (Very high levels of protection)

Bangladesh has extremely high tariff and non-tariff trade barriers. Its average tariff rate is over 50
percent. Bmgiaduhm_ﬂmzinsimponbnmonmnyproducu.hcmingmmmps,ohme or
religiously offensive material, and lower-quality products.

Factor #2: Taxation

Income tax score: 4-Stable (High tax rates)

Corporate tax score: 5-Stabie (Very high tax rates)

Taxation score average: 4.5-Stable (Very high tax rates)

The top marginal income tax rate is 50 percent. The tax on the average income leve! is 10
perceat. Bangladesh has a top corporate tax rate of 55 percent.

Factor #3: State Interveation in the Economy
Score: 2- (Low level of state interveation in the economy)

The government consumption as a percentage of GDP is 11.3 percent, up from 6.3 percent in
1980.

Factor #4: Monetary Policy

Score: 2-Stable (Low inflation rate)

Bangladesh has a relatively low inflation rate. Its average annual rate of inflation from 1980 to
1951 was 5.3 percent. Inflation was 4.3 percemt m 1992 and 5.2 percent in 1993,

Factor #5: Capital Flows and Foreign Investment

Score: 3-Stable (Moderate barriers to foreign investmeat)

Bangladesh maintains substantial barriers to imports. Bangiadesh has an investment registration
and approval procass that is often cumbersome and deters investors. Some industries like power
generation, forestry, telecommunications, air transportation, railways, and mining, among others,
are banned from foreign direct investment. Nevertheless, Bangiadesh has made some modest
efforts recently to attract foreign invesument. For example, foreign and domestic investors now
enjoy equal treatment.
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Factor #6: Banking

Score: 4-Stable (High leve! of restrictions on banks) L

The govemnment maintains a large amount of control over the Bangladeshi banking system. The
central bank restricts some type of lending. While some reforms have aimed at increasing the
access that poor people have to banking services, some parts of Bangladesh's banking system is
chaotic and corrupt.

Factor #7-Wage And Price Controls

Score: 4-Stable (High level of wage and prics coatrols) |
Few wages and prices are determined by market forces in Bangladesh. Prices are influencad by |
large state-owned industrial sectors which are subsidized by the state. Bangladesh has a minimum |
wage.

Factor #3: Property Rights

Score: 4-Stable (Low level of protection for property rights) ‘.
Private property is not safe in Bangladesh. Expropriation is likely. The court system is corTupt

and there is lirtle legal protection of private property.

Factor #9: Regulation

Score: 5-Stabie (Very high level of regulation)

The Bangladesh economy is highly regulated. Businesses in Bangladesh are plagued by
unpublished rules and regulations that are randomly applied. Corruption is a problem. .

Factor #10: Informal Sector

Score: 5-Stable (Very high level of black market activity)
Bangladesh has a massive black market. Import bans encourage smuggless to get items into the
country that are not available legally.

OVERALL RATING ‘
Factor Trade Tazation State Monetary | FDI
Interveation | Policy
Score 5 4.5 2 2 3
Factor Banking Wages and | Property Regulation | Black
Prices Rights Market
Score 4 4 4 5 5

Average Score: 3.85 _ : _
Bangiadesh scored best in state intervention and monetary pelicy. It scored worst in trade,
taxation, banking, wage and price controls, property rigins, reguiation, and the biack market.
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CANADA

Canada has moved from periods of increasing governmental control to spurts of
privatization. It is the world’s seventh largest market economy, While Canada generalfy has a free
market, it has reduced economic freedom through high taxes and high spending on social welfare,
especially its government managed heaith system.

Factor #1: Trade Policy

Score: 2-Stable (Low level of protectionism)

Canada largely is a supporter of free trade policies. Its average tariff rate is 4.9 percent. Canada is
part of the North American Free Trade Agreement with the United States and Mexdco. While
largely a free trader, Canada nonetheless maintains trade barriers against dairy products, liquor,
poultry, and wheat, According to the United States Trade Representative's office, Canada’s
Special Import Measures Act has been used to reduce imports. Since the early 19805, the country
also has increased its use of antidumping laws, further restricting imports.

Factor #2: Taxation

Income tax score: 3- (Moderate tax rates)

Corporate tax score: 4 (high tax rates)

Tazation score average: 3.5 (high tax rates)

Canada’s tax policy aims to redistribute wealth from rich to poor. It has a progressive tax
structure with a top marginal rate of 29 percent. Canada’s tax rate on the average income leve! is
17 percent. Cmd:h:umumnmnmlddnth::mmmﬁﬂp«cmofﬁﬂ? This is

increasing pressures to raise taxes. Canada has a top marginal corporate tax rate of 38 percent.
Provincial taxes ranging from 6 to 10 percent raise this amount even further,

Factor #3: State Interveation In The Economy

Score: 2-Stable (Low level of state intervention in the economy)

Canada has been much more willing to intervene in its economy than the United States. The
government consumes 21 percent of the GDP. The Canadian government owns and runs the
Canadian Broadcasting Corporation, the Canadian National Railway, and the Canadian Wheat
Board. Nevertheless, since 1984, the Canadian government has undertaken a substantial
privatization program, which has now stailed.

Factor #4: Monetary Policy
Score: 1-Stable (Very low level of inflation)
Monezary policy is set by the Canadian Central Bank. The average annual inflation rate fom 1980

to 1991 was 4.3 percent. Today, inflation is running around 2 percent per year.



Factor #5: Capital Flows And Foreign Investment

Score: 3- (Moderate barrier to foreign investment)

Canada has attracted 5113 billion in foreign investment, Canada maintains several restrictions on
investment. The Investment Canada Act, for example, requires the government to review each
foreign investment to determine whether there is a “net benefit to Canada™ While most foreign
investments ultimately benefit the recipient country, Canada’s regulations discourage potential
investors. The Investment Canada Act often is used to restrict foreign investment in the following
industries: energy, publishing, telecommunications, broadcasting, and cable television.

Factor #6: Banking

Score: 2+ (Low restrictions on banks)

Canada has a private financial system with some restrictions. The Canadian banking system
prohibits entry of foreign-owned branches. In mid-1992, Canada implemented a financial sector
reform package that increased competition among banks, trust companies, and insurance.

Factor #7: Wage and Price Controls

Score: 2-Stable (Low levels of wage and price controls)

Most prices are set by the market without government involvement. Some notable exceptions are
for government owned utilities, the health care system, and such agricultural products as eggs,
poultry, and dairy products.

Factor #3: Property Rights

Score: 1- (Very high level of property rights protection)

Private property is a fundamental principle of the Canadian economy. Canada's legal and juditial
system afford adequate protection of private property. However, the Canadian government's
fliration with socialist economic policies present the threat of nationalization of businesses in the
future.

Factor #9: Regulation

Score: 2- (Low levels of regulation) :

It is relatively easy to establish a business in Canada. Every business must be registered in its
province, except in New Brunswick, which does not require any kind of registration. Fees range
from nominal to non-existent. Registration is virtually automatic for most types of businesses.
Regulations are applied evenly and consistently. Some regulations like consumer safery and
environmental laws, pius occupational and heaith standards, pose a burden to business.

Factor #10: Informal Sector

Score: 1-Stable (Very low level of black market activity)

The Canadian black market is confined to the sale of goods and services that are considersd
harmfiul to public safery or criminal acts. The Canadian black market is centersd around the illegal

sale of weapons, drugs, and stolen merchandise and illegai services fikes book-making.




Factor Trade Tazation State Monetary | FDI
Intervention | Policy
Score 2 3.5 2 1 3
Factor Banking Wages and | Property Regulation | Black |
Prices Rights Market
Score 2 2 1 2 1

OVERALL RATING: 1.95

T

Canada performs best in property rights protection, monetary policy, and limited black market. It
performs worst in forsign investment and taxation,
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GERMANY

Germany is the largest economic power in the European Union. Nevertheless, since
reunification with East Germany, the Federal Republic has experienced a high unemployment rate
of around 10 percent per year. To ease the pain of reunification, Germany has mn-eased social
spending, which now accounts for some 48 percent of total government expeaditure.® Such

large amounts of government spending by Germany and other European governmeats has taken
Europe into a recassion.

Factor #1: Trade Policy

Score: 2-Stable (Low level of protectionism)

Like the rest of the European Union, Germany maintains an average tariff rate of 3.6 percent. The
FRG is the second largest exporter in the World, behind only the U.S., exporting some $367

billion in 1992. It is very reliant on open markets abroad. Moreover, it is one of the most open
markets in the EU. However, Germany maintains some non-tariff barriers, such as overbearing
consumer regulations on the labeling and testing of products. A U.S. Department of State study .
concludes: “Germany’s regulations and bureaucratic procedures can prove a baffling maze,

blunting the enthusiasm of U.S. exporters.... [Glovernment regulation does offer a degree of

protection to German suppliers.™*

Factor #2: Taxation
Income tax score: 5+ (Very high taxes)
Corporate tax score: 5+ (Very high tazes)
Taxation score average: 5+ (Very high taxes)
Germany’s taxes remain among the highest in the industrialized world. Germany has some of the
highest tax rates in the European Union. It has recently increased its value added tax from 14
percent to 15 percent, making it one of the highest tax fability countries in Europe. Germany’s

top income tax bracket is 53 percent. The tax on the average income level varies between 20

percent and 35 percent. In 1994, however, the top income tax rates will fall 1o 47 percent. But the

rate applied to the average income will change little. In addition to taxes on income, thersisa 7.5
percent tax called a “solidarity supplementary surcharge.” .

Corporate profits are taxed twice. The top rate is 50 percent and is cailed a “corporation tax.”
Those same profits are taxed additionally at rates that range from 12 percent to 20 percent,
depending on the locality of the business. This is called a “locality tax.™ Thus, in 19922
company’s profits couid have been taxed as high as 70 percent. The 50 percent top rate will fall
10 45 percent in 1994,

®eee Lawrence T. Di Rita and Bryan T. Johoson, “An Agenda for Leadership: The G-7 Summit in Naples”
Henage Foundation Tallong Poincs, July 5, 1994,

= suntry Reports on Economic Policy and Trade Practices,” report submitied to the Committes on Foreign
Relanons and the Commintes on Finance, U.S. Seaate, by the Deparunent of State, 294
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Factor #3: State Intervention in the Economy

Score: 2+ (Low level of state intervention in the economy)

Germany's total public consumption as a percentage of GDP was 17.9 percent in 1992 and that
probably rose in 1993, After reunification, the German government extended its generous social
welfare system to the former East Germany. Moreover, the German government expanded
subsidies for private investment. These hefty expenditures have increased the role of the German
government in the economy. Nevertheless, there seems to be a recognition that this social
spending has gone too far. Germany's social security and welfare spending now amounts to about
43 percent of total government expenditures, compared to only 28 percent in the U.S.

Factor #4: Monetary Policy

Score: 1- (Very low level of inflation)

Germany's inflation rate has been among the lowest in the world. Germany had an annual rate of
inflation from 1980 to 1991 of 2.2 percent. Inflation reached 4 percent in 1992 and 3.9 percent in

1993. Germany has been 30 successful at managing its money supply since World War I, that the .
German Deutsch Mark has become the basis for the European monetary system.

Factor #5: Capital Flows And Foreign Investment

Score: 2-stable (Low barriers to foreign investmeant)

Germany welcomes foreign invesunent. It is one of the few places in the world that places no
permanent currency or administrative controls on foreign investmems. However, it somewhat
restricts investments in insurance, telecommunications and other services.

Factor #6: Banking

Score: 2+ (Low levels of restrictions on banks)

Germany is a world financial center and banking powerhouse. Nevertheless, the FGR still

maintains some restrictions on foreign banks. All foreign banks must obtain a license to do
business in Germany. This process can take up to four months and in some cases, the German
bursaucracy can be cumbersome, acting as a barrier to banks that want to quickly establish .
themseives in Germany. Stil, in 1990, some 60 foreign banks from 21 countries had established
German branches and subsidiaries. In addition, 193 foreign banks from 39 countries has
representative offices in Germany. The State Department reports that Germany's banking system

is becoming more open to foreigners

Factor #7: Wage and Price Controls

Score: 2-Stable (Low levels of wage and price controls.)

Germany’s fres enterprise sysiem is based on market-set pricss and wages. Minimum wages ars
not fixed by law, but are the result of collective bargaining, which has brought average wage
increases of berwesn 3 percent and 4 percent anmuaily since sbout the 1980s. W]:ﬂewa.g:s?n
predominately set by the market, Germany still maintains 2 Federal Cartel Offcs (FCO) which
monitors prices on specific goods and services. If prices rise quickly, the FCO initiates an
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investigation o discover whether the increase is a result of carzels or moncpolies. [fit is, fines are
imposed and pricas are reduced. In addition, Germany controls the prics of reat and agricuitural
products.

-
i

Factor #38: Property Rights

Score: 1-Stable (Very high level of protection for property rights)

Germany’s econcry is based on the private ownership of propesty. Itis undergoing exiensive
privatization, especially in former East Germany. Germany is pursuing privatizarion of state-
owned property and the chances of expropriation are virtually non-edstent. Germany's count
sysiem provides a very high level of property proteczion, as it is eSicient and availabie for ail types
of disputs resciution.

Factor #9: Regulaton

Score: 2-Stable (Low levels of regulation)

Establishing a business in Germany is refatively easy, with little or no barriers to new business
creation. All that is required is for 2 new business to notify the local econemic superviscry office,
which supplies 2 certificate. Corruption is absent and regulations are appiied evenly and
consistently. However, Germany's employmest, produc safery, and eavircomental laws pose
some burdens on business.

Factor #10: Informal Sector

Score: 1 (Very low levels of black markst activity)

Black markets in Germany invelve such illezal activities as drugs and guns. However,
prosttution is legalized, as weil as scme forms of gambiing.

OVERALL RATING
Factor Trade Tazation State Monetary | FDI
Interveation | Policy

Scors | 2 £ 2 1 | 2
Factor Baniding Wages and | Property Reguiadon | Black

Priczs Righo Market
Score | 2 2 | 1 L3 11 .
Average Score: 2.00

Germany scored best in property rights srotection and biack markers, it scorsd worst in taxation.
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UNITED STATES

The United States is one of the most industrialized nations in the world. It is the biggest
exporter and importer of goods, has the largest economy, and the highest standard of living. It has
one of the freest economies in the world, but not the most free. Recently, the U.S. has increased
government regulations, taxes, and government spending. Asa tread, the U.S. has been reducing
the levels of economic fresdom since the 1940s. As a result, economic growth and living
standards have leveled off as some economic activity is being hindered by increased government
intrusion. Stll. America’s vast resources and high levels of accumulated wealth have kept it from
sliding more into economic stagnation.

Factor #1: Trade Policy

Score: 2-Stable (Low levels of protectionism)

The average U.S. tariff rate is 3.3 percent. Nevertheless, the U.S. maintains trade restrictions on
such items as automobiles, ball bearings, dairy products, glass, machine tools, meat, stesl sugar,
textiles, and other items.® Moreover, the U.S. is an aggressive user of unilateral trade retaliation,
whether through antidumping laws, which allows the U.S. to impose tariffs and duties on .
products imported at too low a price, and countervailing duties, which allows the U.S. to impose

duties on imports that are subsidized in their home markets, or through “Super 301,” which
allows the U.S. to arbitrarily impose protectionist policies on countries that it considers are
“unfair traders.” However, the U.S. has successfully negotiated passage of the North American
Fres Trade Area, which reduces trade barriers between Canada, Mexico, and the United States,
and is working to complete a global free trade pact called the Genenal Agreement on Tariffs and
Trade. Thus, U.S. trade policy is really heading in two different directions. Given the propensity
of the Clinton Administration to threaten U.S. trading partners with trade retaliation, it remains a
possibility that the U.S. could become more protectionist in the years to follow.

Factor #2: Taxation
Income tax score: 4 (High tax rates)
Corporate tax score: 3- (Moderate tax rates)
Taxation score average: 3.5- (High tax rates) _
Tnmahmpu.s.m:h;ugedd:ﬂaﬂymﬁ:mmm however, remained .
wnﬁnmﬂylmmmmmmmmu The U.S. has a progressive tax squcture
with:mpmﬁnﬂrﬂ:ufﬂ.ﬁpqmmuippﬁuminmmcwnm,ﬁm. Eowever, the
wmgemuimmmﬂhhmelipamm The U.S. has 3 top marginal corporate
tax rate of 35 percent. TheCEmanAdmﬁimﬁmhummmmﬁmldmli
pa]

percent.

:Cnr?mydnl-hﬂhn:mdwmﬂﬁﬂ,}fﬂm: the Casts of Protecaon in the United Siates (Washingwoa, D.C.,
Insuute for Internatiooal Economes 1994}
23 "Corporate Tazes: A Foridwde Swmomary. * Prics Waterbouse, New York, 1993
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Factor #3: State Intervention In The Economy

Score: 2- (Low level of state intervention in the economy)

The United States has generally refrained from massive government intervention in the economy
during peacetime. However, the powers of the federal government continue to grow, often at the
expense of sustained economic growth. Federal, state, and local government consumption as a
percentage of GDP is 18.7 percent. The Clinton Administration is increasing government
spending, which ultimately may increase government consumption of GDP.

Factor #4: Monetary Policy

Score: 1-Stable (Very low levels of inflation)

Despite the tendency of every Federal Reserve Chairman to increase and decrease the money
supply, the U.S. has maintained a stable inflation rate of 4.2 from 1980 to 1991.* With inflation
levels remaining constant, the U.S. gets a stable rating.

Factor #5: Capital Flows and Foreign Investment

Score: 2+ (Low barriers to foreign investment)

The U.S. welcomes foreign investment. Yet, while foreign investment in the U.S. accounts for
some 11.5 percent of U.S. mamfacturing employment, and 5.2 percent of overall employment,
the U.S. stil maintains some restrictions on foreign investors. Restrictions exists on investments in
commercial and civil aviation, telecommunications, public utilities, and industries considered vital
to national security. Washington is considering opening its doors to foreign investment in cvil
aviation and telecommunications.™

Factor #6: Banking

Score: 2+ (Low restrictions on banking)

The U.S. banking system is minimally regulated by, federal, state, and local governments. There
are some limits on foreign banks. For example, there are ownership restrictions on the amount
that foreigners can own U.S. banks. Nevertheless, some recent progress has been made in
deregulating banks. For example, Congress recently passed legislation that would allow banks to
open branches across interstate lines.

Factor #7: Wage and Price Controls

Score: 2- (Low level of wage and price coatrols)
Wagumdpﬁcuintheu.ﬁ.mmbymm The U.S. Congress, however, imposed wage
mdpﬁumnﬂulswhhtheEmmnﬁc Stabilization Act of 1970. Later, Presidem Richard Nixon
imposeﬁwqemdpﬂummhhlﬂlwhh&mﬂveﬂrd:llﬁlﬁ,wﬁ:hphced:?o-d:y
freezs on all prices, reats, wages, and salaries.® Also, during World War II, President Frankiin

24 United Nations Development Program, “Utnited Nazions Hwman Developmens Report: 1994, Table 1.

258es "Foreign Direct Irrvesoment in e Urited Siates,” U.S. Ceomrmmet of Commeres, Washington, D.C., 1991 and alsc;
Jobnson, Brym T., “Making American More Compentive with Foragn Imvesoment,” Backgrosnder #864, The Hemage
Foundaticn, Washingion, D.C., 1991.

~ Fisher Loms, Tmuﬂfmﬂmﬂm&wwhhﬂM'mwmmm 1935,
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Roosevelt imposed controls on certain wages and prices to maintain the war efort. The .S
government continues to set prices on some goods and services, such as agricultural goods,
through its purchases of excass production. In addition, the U.S. maintains a federally imposed
minimum wage standard. :

Factor #8: Property Rights

Score: 1-Stable (Very high level of protection for property rights)

Private property is a fundamental principle of the U.S. The U.S. legal and judicial system is
efficient and provides adequate protection of private property. The chances of government
expropriation of property is virtually non-existent.

Factor #9: Regulation

Score: 2- (Low levels of regulation) .
Establishing a business in the U.S. is relatively easy and affordable, perhaps among the easiest in
the world. Regulations in the U.S. are applied evenly and consistently in most cases. Sdil, U.S.
regulations are making it harder for business to keep their doors opea. U.S. regulations now cost
American consumers $580 billion each year. In fact, the costs of federal regulations on small and
medium-sized businesses continue to grow annually.

Factor #10: Informal Sector
Score: 1-Stable (Very low level of black market activity)

The U.S. black market is confined to the sale of goods and services — narcotics, pmsl:imtiun.'
guns, and stolen goods — that are considered harmful to public safety or criminal acts.

OVERALL RATING:
Factor Trade Taxation State Mogetary | FDI
Intervention | Policy
Score 2 e 1 2 1 2
Factor Banking Wages and | Property Reguiation | Black
Prices Rights Market
Score 2 2 1 2 | 1

mu.s.mmmmmﬁmmﬂmpmmmmm
Itpa'fomwnminmimmﬂﬁmhﬂmmmymdm
Average Score: 1.35
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CONCLUSION

This study demonstrates that the countries with free economic systems enjoy the highest
degres of economic deveiopment. Likewise, the countries with the least amount of economic
freedom suffer from the lowest degree of economic development and are among the poorest
countries on earth. Throughout the world, free markets have driven development, while heavy
government intervention has wrought nothing but economic disaster.

These conclusions are reflected in the scores of TK countries examined in the /ndex of
Economic Freedom. TK countries were given a "free” score, while TK were found to be "mostly
free." By contrast, TK nations were "mostly not free,” while TK were deemed as "repressed.” As
these designations show, most of the countries in the world have economies that are not free.

The Index demonstrates clearty the positive relationship between economic freedom and
wealth. Five of the seven advanced industrial (G-7) democracies are among the ten countries with
the most economic freedom in the worid. By contrast, countries with unfree economies, such as
Cuba, Mozambique, North Kores, and Vietnam, are among the world's poorest. Predictably

Mozambique is indeed the world’

s poorest country. While Mozambique's long running civil war,

which eaded in Ianuﬁnedmhspovm.mmmbenndnubtrhnMcnmbique‘slong
flirtation with Mardsm has been the major cause of its abysmal state of economic development.

Asian Powerhouses. Nor is it surprising that the Asian Tigers, Hong Kong, South Korea,
Singapoere, and Taiwan, are doing well economically. Two members of this enviable group, Hong
Kong and Singapore, tie for the best score on the Index of Economic Freedom. Each country

scored a 1.25, receiving identical

scores in all but two categories. Hong Kong edged out

Singnpurebylminglnwummuwbﬂeﬁinppom;ﬁned:pohnmﬂcngKnngbyh:ﬁngl

superior monetary policy. These
Right behind Hong Kong

two countries are paragons of economic freedom

mdShg:pcmﬁnhhh:gtﬁrdwmﬂinmnunﬁc&mdum,is

Bahrain. Hhhﬁdﬂeﬁmmmm:l.m,ﬂmmmofmhwmw

tariff rates in the world, around 3

3 percent. It makes no use of non-tariff barriers such as trade

quotas and voluntary export restraints. Huxun@thﬁ'mmmennrwrpomepmﬁaﬂmaf
ﬁwmmﬁdﬁﬂmmmmwﬂaMnﬂ "negative inflation
—ates” — in other words, prices actually dropped in the 1980s.(CORRECT??7] Bahrain has few
govmmmpﬁmmsﬂmmiﬂmﬂmﬁmmfmdpm:w
memwmﬁmmmmhmmhmm
mmmdmmmmmmﬁ.mmmmm

Since Bahrain's independencs in

1971, it has achieved a per capita GDP of $11,536.”

Nations Emerge From Communism. The Index also sheds light on the different
economic paths taken by former communist countries. The study ranks the Czech Republic tenth
in the world in economic freedom, with 2 2.05 score. Thus, the Czech Republic has the freest
economy of ail the former East Bloc countries. Right behind the Czech Republic is Estonia, witlf a

7 Per capita GDP figures expressed in purchasing power parity for 1991
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very good score of 2.20. Both Estonia and the Czach Republic have adopted low rates of
taxation, eliminated abusive government reguiations, and minimized state constraints on individual
economic activity. The results are that the economies of these two countries are performing bemer
than any other former socialist state. 7R

Some of the more developed countries have less economic freedom than less prosperous,
developing countries. Sweden for exampie, scored a relatively weak 2.50. This score can be
attributed to Sweden'’s high leve! of taxation and the heavy role its govenment plays in the
economy. Nevertheless, Sweden is wealthier than Malaysia, which scores 2 2.15. Sweden has a
per capita GDP amount of $17,490, while Malaysia has 2 per capita GDP figure of §7,400.2

Thisﬁndingmymuﬁmg!mn:,minwﬁdmchimﬂmmmmic&mdomisme
most important factor in stimulating economic development. However, this would be a misreading
of the evidence. The Index of Economic Freedom is but 2 snapshot in time. Tt measures economic
freedom today. Mhmmmﬁngfcr&uﬂwﬂmnfﬁmam.mﬂmmymlgu,
nuri:Mﬂzyﬁ:‘spmc:pnndhiuIndummTh.uSwedmisrichﬁ-tthMty:igm . ‘
mmghhhmnominﬁy&wwwbemrmhofthcﬁnﬂmsmmbegm
indusnia]izaﬁcnlnngbefareMll:}'ﬁ;whinhmunsrhl.thbuhldlungu'wdﬂdnpm
mmcwmﬁnm.ummmﬁmymbehngbe{nmmm
up with Sweden. Malaysia's economic growth exceeds Sweden’s today, and Malaysia had an
average growth rate of 5.6 percent from 1980 to 1991. Sweden had an average rate of growth
for the same time of 2 percent.

The Carve of Economic Freedom. There is another phenomenon discovered in ﬂ:is'
study: Longpﬁodsafmmnﬁ:mmhruﬂdng&mhighlwdmfmuuﬁc&mmmm

systems that promote economic growth, per capita wealth increases. Once these countries reach a
n:m:jnlcvelnfmnu::ﬁcpm:puiry,uinthemumﬁuoftheﬁﬂ,:hcymtanpudmrcmg:dne
MmmﬁqmmmmmmwﬁuhmhﬂnMemm&ﬂom .

The Curve of Economic Freedom helps to explain why economic growth rates have
ﬁwudintheU.S.demupeﬁnuthenﬁd—l%Ethmmm these countries will

Regions of Freedom. By region, North America, parts of Europe, and East Asis have the
highest amounts of both economic freedom and per capita wealth. Sub-Saharan Africa, Central
America, and some republics of the former-Soviet Union are among the least economically free
and poorest countries in the worid. Yet, while many countries in the developed worid have rather
high levels ufe:nmrnic&eedom.myhzverdmpomdmuisﬁnnsun:hu&udom“rhﬂemy
less developed countries have removed impediments to freedom.

2* Per capita GDP figures expressed in purchasing power parity for 1991.
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For example, some countries in Europe, mainly Germany, France, [taly, and even the
United Kingdom 10 2 lesser extent, have found their economiss in recession. Much of thisis &
result of increesed government spending and interfarence in the economy. The European Union,
for exampie, will spend about 22 percent of its combined GDP on social welfare programs. This
is up from around 16 percent in 1989, In Germany, government spending on social security and
welfare now accounts for 49 percent of total government expenditure. In the UK, this spending is
about 33 percent.

Toﬁmdttﬁshmused:pmding&uemniesh:wmﬁmhedmmﬂyhighmmu
Germany, Italy, and Japan have top incoms tax rates over 50 percent. Britain has a top rate of 40
percent, while that of the U.S. is 39.6 percent. Hong Kong, however, taxes income at 2 top rate
of around 15 percent. Other developing countries, like Estonia, have adopted top tax rates of 26 .

percent,

Foreign Aid Failures. The /ndex of Economic Freedom scores represent a damning
condemnation of the U.S. foreign aid program_ It is well known that many of those countries
urﬁchmmmemgﬂmmofmmmicuﬁnm&umthcus., including India and
Bangladesh, are 2lso the world’s poorest countries, Sadly, many of these countries are only
gettng poorer, and most policy makers know that the U.S. foreign aid program is doing little or
nothing to stop it. Indeed, this is why Brian Arwood, the Administrator of the U.S. Agency for
International Development, is scrambling to “reinvent™ his beleaguered agency.

It is troubling to learn that the large recipients of U.S. aid are also the countriss with the
least amount of economic freedom. India, for example, scored a 3.70 and Bangladesh even worse
at 3.85. The dearth of economic freedom permitted in these countries has produced nothing but
economic misery. It is tragic that this disastrous course has been subsidized by U.S. foreign aid

The record is particularly damning in Africa. The west African country of Ghana scores a .
poor 3.25. Nevertheless, Ghana is the “star” of the international donor community, recsiving
neariy §1 billion in development 2id each year. The sub-Saharan country with the greztest degree
of economic freedom is South Africa, scoring 2.95. Though good by Africa standards, this is still
2 bad score when compared to Western standards. Africa’s interventionist economic policies have
drained it of economic vitality. |

Israel scores 3.05 and Egypt 3.35. These two countries together receive the bulk of U.S.
foreign aid. They are scheduled to receive over $5 billion in 1995. Although each country has
spoken of economic liberaiization, little progress has been made, particularly in Egypt, where a
reform effort hes run out of steam. U.S. aid to these two countries may be justified in terms of
U.S. national security. The peaceful relationship between Israel and Egypt is viewed as the
bulwark of Middle East stability. These virtues aside, there can be no doubt that U.S. aid is doing
little to promote economic development in these countries. In fact, it may be retarding
development by delaying economic reforms.
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The U.S. has recently invaded Haiti to restore democracy to that poverty-stricken country.
Haiti scores & 4.2 on the /ndex of Economic Freedom. This amounts to economic repression. The
Hautian elite has repressed economic activity by every means, including the use of physical
violence. Haiti’s lack of economic freedom has made it the Western Hemisphere's poorest
country. In short, Haiti's crisis is as much economic s political. Haiti's /ndex of Economic
Freedom score suggests that this aid will do nothing to promote economic development unless the
Haitian economy is dramatically liberalized.

Finally, nations still under the control of communist dictatorships like Cuba and North
Korez, and to 2 lesser extent, Viemam, collected at the bottom of the Index  These countries are
controlled by regimes that repress most forms of economic activity, saving most sources of wealth
furmurruptgovmmﬁdmmmmﬂmmlmmmmum:mmm
power.

After all is said and done, the inescapable conclusion of the Index of Economic Freedom is.
LhnthebmmyfurluﬁnntnmwmmcﬂyismuxmIuw:rmdehm'iﬂ's.bmer

protect private property, tﬂawfmﬁgn'mvmmdgmuﬂ}'mmﬂwdofsom
interference in the economy. Whether they be G-7 countries or the “Asian Tigers,” countries that
are the wealthiest and growing fastest are the ones that are most economically free. While many
factors in addition to economic freedom account for the absolute wealth of nations—such s siza,
mﬁnommd:mnﬂme—wﬁngle&nmhuimpamindmmmm
development. The road to riches, it seems, is paved with freedom.
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Country Rankings

cally

The following are rankings of all the countries graded in order from most economu

free to least economically free.
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