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Executive Summary

It has been ten years since the Howard government’s landmark Taskforce on Reducing Regulatory Burdens 
on Business inquiry. However, despite much apparent effort, on a number of international measures 
Australia’s red tape performance has slipped since that report was released.

This paper looks at Australia’s regulatory quality across five measures of international competitiveness.

Economic freedom indexes, particularly the Fraser Institute annual freedom index, indicate a relative 
decline in Australia’s position among OECD countries on regulatory freedom. More stringent labour market 
regulations are a major issue.

Australia holds up reasonably well against other OECD countries on a key regulation measure in the World 
Economic Forum Global Competitiveness Report, but its low ranking against 140 countries surveyed remains 
a concern.

In terms of a World Bank survey of regulatory quality Australia ranks highly against most other countries, 
although it lags behind the likes of New Zealand, Nordic countries, Hong Kong and Singapore in world 
rankings.

OECD rankings of regulatory burden indicate scope for Australian improvement in terms of reducing 
entrepreneurial entry barriers and relaxing restrictions against foreign investment.

It is unclear that regulatory reform initiatives in recent years have induced a major improvement in 
international investor sentiment that Australia is an attractive place to do business without undue red tape 
risks.

In a globalised world with continuous economic change, it is vital that Australia pursues more ambitious 
action to cut red tape costs and improve its regulatory management.
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During the last few years growing concerns have been expressed about the effects of government 
regulations upon Australia’s attractiveness as a destination for productive enterprise. The issues raised, 
aside from the problems associated with the costs surrounding red tape alone, have spawned numerous 
official inquiries and policy efforts aiming to reduce regulatory burdens.

The Howard government’s landmark Taskforce on Reducing Regulatory Burdens on Business (known as the 
Banks Review) was the most ambitious attempt by governments in recent decades to spell out the red tape 
problem and detail the changes needed to reduce the red tape burden.

The aim of this paper is to present and assess the available internationally comparative evidence of 
Australia’s regulatory structure and red tape environment since that report was released.

We draw upon existing surveys of international competitiveness, and several studies, to show the 
regulatory environment in Australia is generally high quality compared to other countries but in some 
areas regulations have become comparatively less favourable for private sector activities in Australia. It 
is not evident that contemporary models of regulatory reform – such as promises to eliminate redundant 
legislation, or to achieve red tape ‘savings’ that tend to defy independent verification – resonate with 
international investors looking to locate in countries offering reasonable returns without undue risk.

These findings support the need for more ambitious policy reforms to reduce the extent of red tape 
impacting on business, and improve the quality of regulatory management to reduce the potential for 
excessive compliance and other regulatory costs to arise in future.

Introduction
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There are numerous methods employed in 
attempts to compare and contrast the regulatory 
management systems of countries. One of the 
more frequent means of doing so in the applied 
economics literature is to conceive red tape and 
regulatory quality within the broader frame of 
international attractiveness (or ‘competitiveness’) 
studies.

From the perspective of the owners of mobile 
production factors (such as capital, or skilled 
labour), the attractiveness of a particular area is 
ultimately shaped by the expected economic value 
gained through maintaining a presence in a given 
location, relative to anywhere else. Arriving at a 
decision about which country could be suitably 
competitive site for productive activity is a complex 
one:

‘… even for one location it is often extremely 
difficult to collect and assess the relevant 
knowledge about changing prices, the many 
input markets, production techniques, logistics 
and distribution networks, the costs of using 
the public domain infrastructures, the laws, 
regulations and customs that affect production, 
productivity and products, labour, investment 
and commercial transactions, the political 
risks and many more aspects on which profit 
expectations are based.'1 

To reiterate, the cost and quality of government 
regulations is likely to have a significant effect 
upon perceptions about the competitiveness 
of a given country relative to other countries. 
The growth in regulation, and the inability of 
regulatory management systems to limit the growth, 
corresponds with the accumulation of significant 
red tape costs – in Australia, it is estimated the 
economic cost of regulation is in the order of $176 
billion (11 per cent of GDP).2  Exorbitant red tape 
imposes serious impediments upon the ability of 

1 Wolfgang Kasper and Manfred E. Streit, [1998] 2005, Institutional 
Economics: Social Order and Public Policy, Edward Elgar, 
Cheltenham UK, p. 346.
2 Mikayla Novak, 2016, The $176 billion tax on our prosperity, 
Institute of Public Affairs, Red Tape Research Report No. 1.

businesses and individuals to compete in domestic 
markets, and may discourage footloose capital and 
skilled labour to relocate their proposed ventures 
in a given country with significant red tape issues.

Most regulatory indicators attempt to cover 
regulatory quality and the cost of regulation to 
business. With regard to the quality of regulation 
indicators aim to encompass regulation making, 
accountability, transparency and review activities, 
while the impact of regulation on business costs 
include the ease and time to start a new business, 
licensing costs, and trade restrictions imposed.3  
However, the nature, scope and coverage of 
indicators do vary from study to study.

The regulatory measurements appearing in 
international competitiveness and similar studies 
usually reflect either subjective judgments 
provided by surveyed business managers within 
multinational corporations, or objective data 
supplied by official statistical agencies and other 
sources, or a mix of both.

It is also important to note that international 
comparisons evaluate the regulatory environment 
and extent of red tape costs in a given country 
relative to those of other countries, rather than 
provide assessments of regulatory performance in 
absolute terms (that is, in comparison with (non 
existent) institutional regimes with no government 
regulation).4 

3 Victorian Competition and Efficiency Commission, 2011, 
Securing Victoria’s Future Prosperity: A Reform Agenda, 
Benchmarking information paper, p. 6.
4 Steven Globerman and George Georgopoulos, 2012, Regulation 
and the International Competitiveness of the U.S. Economy, George 
Mason University, Mercatus Center.

Comparing regulatory 
environments across 
countries: Context and issues
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Inferences about Australian regulatory 
performance from internationally 
comparative data
Given the multi faceted nature of factors weighing 
on cross country comparisons, the available studies 
tend to draw upon, and in themselves produce, 
a wide variety of quantitative and qualitative 
indicators perceived as relevant for the purposes of 
comparability. This implies there is no standardised 
set of indicators, or sources, common to all studies 
purporting to assess and rank the extent of red 
tape costs and the quality of regulatory governance 
for Australia and other countries.

Reflecting this variety in terms of available 
measurements, we present results from several 
high profile reports and studies (Appendix A 
presents information about the methodology and 
data sources used in the studies cited below). The 
intention of this exercise is to discern, to the best 
extent practicable, any patterns over time in the 
range of presented measures for Australia relative 
to other countries sampled.

Economic freedom indexes

Fraser Institute

Global perceptions of Australia’s rising red tape 
costs and deteriorating regulatory management 
appear to be confirmed by economic freedom 
indexes, which provide some insights regarding the 
relative attractiveness of various countries by way 
of the freedom to undertake productive ventures.

The Fraser Institute presents an annual report on 
the economic freedom of countries in relation to 
each other, with the overall freedom index measure 
spanning five areas. These include the size of 
government, legal system and property rights, 
sound money, freedom to trade internationally, and 
regulation. The regulation freedom index measure 
consists of qualitative and quantitative information 
with regard to the regulatory treatment of credit 
markets, labour markets, and the overall business 
regulatory environment.

Table 1 illustrates the trend in Australian regulatory 
freedom compared against other OECD countries. 
With lower index scores implying fewer freedoms 
to engage in economic activity, it is clear that 
Australia’s freedom from regulatory restrictiveness 
has declined since the GFC. This trend, in turn, is 
reflected in the number of countries outranking 
Australia with respect to the regulatory freedom 
index score.

There has also been a modest slippage in 
Australia’s regulatory freedom ranking against other 
APEC economies,5  falling from fifth position in 2007 
(and fourth in 2008) to seventh from 2010 to 2013 
inclusive.

5 Due to incomplete data across the sampled years, Brunei 
Darussalam is excluded from the listing of APEC countries.

Number of OECD countries superior to 
Australia on index score

Australia index score  
(out of 10)

2007 3 8.43
2008 2 8.39
2009 9 8.26
2010 4 7.96
2011 6 7.85
2012 10 7.68
2013 7 7.75

Table 1: Regulation freedom index score, OECD countries relative to Australia

Index scores from 1 to 10, with higher score denoting fewer regulatory restrictions.
Source: Fraser Institute Economic Freedom of the World reports, various years.
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According to the Fraser Institute there are several 
drivers of Australia’s deteriorating regulatory 
freedom, many of which concern the operation 
of the labour market. Changes in the regulatory 
freedom index suggest more stringent labour 
regulations (as reflected in centralised bargaining 
processes) are impeding the hiring of workers, 
are rigidly defining working hours, and have 
contributed to increases in the mandated cost of 
worker dismissals.

Changes in other components of Australia’s 
economic freedom are noteworthy. In particular, 
freedom index scores relevant to the operation 
of the legal framework have declined, in relative 
terms. For example, survey respondents tend to 
believe that Australian property rights protections 
have become less reliable compared to other 
countries since the GFC period.

Heritage Foundation

The Heritage Foundation also produces an 
economic freedom index, with update reports 
presented on an annual basis. The index consists 
of a few areas in which relative rankings for 
countries are derived: rule of law (property rights, 
and freedom from corruption); limited government 
(fiscal freedom, and government spending); 
regulatory efficiency (business freedom, labour 
freedom, and monetary freedom); and open 
markets (trade freedom, investment freedom, and 
financial freedom).

Table 2 provides information comparing Australia’s 
performance against the rest of the OECD on a 
‘business freedom’ index measure, which captures 
the ability to start, operate, and close a business 
that represents the overall burden of regulation 
as well as the efficiency of government in the 
regulatory process.

According to the Heritage Foundation, Australian 
business freedom has improved in trend terms 
since the GFC, although the number of OECD 
countries outranking Australia increased from two 
to six between 2015 and 2016.

Australia’s ranking on relative business freedom 
within the APEC region has been reasonably stable 
from 2007, with only New Zealand and Singapore 
consistently outranking Australia across all years in 
the sample.

Number of OECD countries 
superior to Australia on index 

score

Australia index score  
(out of 100)

2007 12 89.1
2008 10 90.3
2009 9 90.5
2010 10 90.3
2011 11 90.1
2012 10 91.9
2013 2 95.5
2014 2 94.6
2015 2 94.1
2016 6 89.4

Table 2: Business freedom index score, OECD countries relative to Australia

Index scores from 1 to 100, with higher score denoting fewer regulatory restrictions.
Source: Heritage Foundation Index of Economic Freedom reports, various years.
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Competitiveness indexes

World Economic Forum

The World Economic Forum (WEF) publishes 
an annual ‘Global Competitiveness Index’ (GCI) 
providing league table estimates for a wide range of 
factors the WEF considers underpins international 
competitiveness.6 

Based upon surveys of international business 
leaders, the GCI consists of twelve categories of 
competitiveness – institutions, infrastructure, 
macroeconomic environment, health and primary 
education, higher education and training, goods 
market efficiency, labour market efficiency, 
financial market development, technological 
readiness, market size, business sophistication, and 
innovation.

There are several sub component indicators 
reflecting red tape and regulatory quality within the 
index, but one of the more prominent indicators 
is the ‘burden of government regulation’ measure. 
In 2015 16 Australia recorded an improvement in 
the regulatory burden index score, reversing a 
period of worsening regulatory performance for 
Australia from 2010 11 to 2014 15 inclusive (Table 
3). Nonetheless, Australia’s OECD ranking had 
worsened for most years since the GFC.

A somewhat similar trend can be discerned when 
comparing Australia’s relative performance against 
other APEC member countries.7 In 2007 08 there 

6 Klaus Schwab and Xavier Sala i Martin, 2015, The Global 
Competitiveness Report 2015-16, World Economic Forum, Geneva 
Switzerland.
7 No data is available for Papua New Guinea, whilst data for 
Brunei Darussalam is only available for the years 2009-10 to 2013-
14 inclusive. For the purpose of this analysis, Brunei Darussalam is 
excluded from the sample of APEC countries.

were 13 APEC countries ahead of Australia in 
terms of the regulatory burden index score, and 
this reduced to ten countries in 2010 11. By 2013 
14, however, Australia’s regulatory burdens were 
perceived by survey respondents to have worsened 
as reflected by the fact that 18 APEC countries 
outranked Australia. By 2015 16, our ranking had 
recovered in that only 11 countries attained an 
index score superior to Australia.

When compared to all countries in the GCI 
sample (including developing countries) it is 
evident there are several points of Australian 
competitive weaknesses resulting from costly red 
tape and lax regulatory management. Despite 
marginal improvements since prior to the GFC, it 
is disconcerting that an advanced country such as 
Australia is ranked 80th out of 140 countries on the 
‘burden of government regulation’ measure in 2015 
16.

On the issue of labour market flexibility it is evident 
that Australian regulatory settings are perceived 
as prescriptive on an internationally comparable 
basis – our international ranking on ‘flexibility of 
wage determination’ is 117 out of 140 countries 
in 2015 16, whilst our ‘hiring and firing practice’ 
ranking is 126 out of 140. When asked to cite the 
‘most problematic factors for doing business,’ 
survey respondents indicated that restrictive labour 
regulation is Australia’s highest ranked issue.8 

8 On the same broad question, respondents ranked the 
‘complexity of tax regulations’ as the fourth in the listing of most 
problematic issues for 2015 16.

Number of OECD countries 
superior to Australia on index 

score

Australia index score  
(out of 7)

2007-08 23 3.01
2008-09 21 2.99
2009-10 14 3.20
2010-11 14 3.40
2011-12 17 3.18
2012-13 20 3.06
2013-14 23 2.78
2014-15 26 2.80
2015-16 18 3.33

Table 3: Burden of government regulation index score, OECD countries relative to Australia

Index scores from 1 to 7, with higher score denoting fewer regulatory restrictions.
Source: World Economic Forum Global Competitiveness Reports, various years.
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Other data and information sources

World Bank

The World Bank Group has undertaken a ‘Worldwide 
Governance Indicators’ (WGI) project which reports 
aggregate and individual governance indicators 
for 215 economies.9 There are six dimensions of 
governance indexed and reported by the World 
Bank, which are drawn by enterprise, citizen and 
expert surveys: voice and accountability; political 
stability and absence of violence/terrorism; 
government effectiveness; regulatory quality; rule 
of law; and control of corruption.

9 World Bank Group, Worldwide Governance Indicators, http://
info.worldbank.org/governance/wgi/index.aspx#home.

The regulatory quality index component of the WGI 
attempts to reflect perceptions of the ability of 
governments to formulate and implement sound 
policies and regulations, which permit and promote 
private sector development. Table 4 indicates that, 
relative to other OECD member countries, Australia 
improved its position in terms of regulatory quality 
from 2007 to 2014. The only country to consistently 
outrank Australia was New Zealand, although a 
combination of Nordic countries also tended to 
receive relatively higher rankings over the sample 
period.

Australia also ranked well with other APEC member 
nations, albeit outranked by Hong Kong and New 
Zealand (and in most years, Singapore) from 2007 
to 2014.

Organisation for Economic Co-Operation and 
Development

During the late 1990s the OECD developed an 
economy wide indicator to capture regulatory 
structures and policies affecting product markets. 
The ‘product market regulation’ (PMR) database 
covers all OECD countries and a range of non OECD 
countries, and is updated every five years.10 

10 The OECD also provides indexes of regulatory restrictiveness 
pertaining to certain sectors of an economy. The findings of the 
sectoral indexes are not reported in this paper.

As shown in Table 5, Australia improved its ranking 
against other OECD countries with regard to the 
PMR indicator. There were perceived improvements 
in Australian regulatory quality pertaining to state 
control and trade and investment barriers between 
2008 and 2013, but on the other hand there was a 
worsening of Australia’s index score for barriers to 
entrepreneurship – culminating in a decline in our 
relative ranking from ninth in 2008 to 16th in 2013.

Number of OECD countries 
superior to Australia on index 

score

Australia index score  
(from -2.5 to +2.5)

2007 7 1.68
2008 5 1.76
2009 3 1.82
2010 5 1.69
2011 4 1.85
2012 4 1.77
2013 4 1.79
2014 2 1.87

Number of OECD countries 
superior to Australia on index 

score

Australia index score  
(from 0 to 6)

2008 11 1.463
2013 7 1.290

Table 4: Regulatory quality index score, OECD countries relative to Australia

Table 5: Product market regulation index score, OECD countries relative to Australia

Index scores from -2.5 to +2.5, with higher score denoting improving regulatory quality.
Source: World Bank Worldwide Governance Indicators, 2015 Update data.

Index scores from 0 to 6, with lower score denoting fewer regulatory restrictions.
Source: OECD Product Market Regulation, 2013 update data.
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The OECD also presents a separate index 
capturing the extent of statutory restrictions and 
discrimination against foreign investors, compared 
to domestic investors, in a given country. Table 6 
provides information about Australia’s ranking on 
FDI restrictiveness. With 34 countries in the OECD 
member country sample, the available information 
suggests that Australia consistently maintains a 
restrictive FDI regulatory environment compared 
against most other countries.

Out of 13 APEC countries sampled between 2006 
and 2013, Australia has consistently ranked within 
the top five of countries with regard to the ease of 
FDI regulatory restrictiveness. Chile, Japan and the 
United States have outranked Australia in each year, 
whereas Korea also received a relatively higher 
ranking than Australia in 2015.

Interpreting the results

Over the last few years Australian commonwealth, 
state and local governments have undertaken 
numerous initiatives to respond to growing 
concerns that excessive red tape and sub standard 
regulatory management systems are imposing 
undue burdens upon productive economic 
activities.

Federal and state governments in particular 
have put in place red tape reduction targets, 
either expressed in compliance costs to be 
saved (in dollar or percentage terms) or the 
number of foreshadowed deregulatory initiatives. 
Governments have also attempted to signal their 
red tape reduction credentials to investors and 
other market participants by conducting either 
economy wide or sectoral commissions of inquiry 
into regulatory problems.

Given the lack of disaggregated survey information 
made available, it is not possible to directly 
pinpoint the reasons underlying respondents’ 
relative rankings on regulation. However, one 
interpretation of the lack of consistent findings 
across the studies could be that, from the 
standpoint of international investors, business 
experts and other interested parties whose 
surveyed perceptions form an important part of 
country index scores and rankings, recent initiatives 

have not unambiguously delivered improvements in 
the Australian red tape environment.

To the extent that this hypothesis is accepted it 
would help to explain why Australia has recorded 
rather uninspiring international rankings in certain 
regulatory policy areas – such as labour markets 
and foreign investment   in which politicians have 
pointedly signalled their reluctance to engage with 
wholesale reform.

It would be economically beneficial if Australian 
policymakers hedged their policies on the 
basis that perceptions about the credibility 
and meaningfulness of red tape reduction 
announcements are likely to influence decisions 
about where productive economic activities are to 
be located. This policy stance would, then, tend to 
be reflected in regulatory reforms reflecting lessons 
learned from those countries whose deregulatory 
reforms have induced marked improvements 
in country league table rankings. Furthermore, 
studies showing international rankings for 
countries in relation to specific areas of regulation 
should encourage more frequent episodes of 
targeted reforms which deliver tangible long term 
improvements.

Number of OECD countries 
superior to Australia on 
percentile rank measure

Australia index score  
(from 0-1)

2006 31 0.237
2010 28 0.128
2011 28 0.128
2012 28 0.128
2013 28 0.128
2014 27 0.128
2015 29 0.140

Table 6: FDI regulatory restrictiveness index score, OECD countries relative to Australia

Index scores from 0 to 1, with lower score denoting fewer foreign investor regulatory restrictions.
Source: OECD Product Market Regulation, 2015 update data.
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Australia is vulnerable in terms of international perceptions about some important aspects of government 
regulation in this country – for example, our increasingly stringent workplace relations system and overly 
restrictive foreign investment approval procedures.

The available international comparisons indicate that additional reforms to Australian red tape and regulation 
management   including changes targeted at specific areas of the regulatory environment   could yield dividends 
by way of greater economic freedom and improved international competitiveness. These benefits would also 
serve to complement the reduced costs that regulators impose upon Australian industries.

Conclusion
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Appendix:
International competitiveness index methodology and data sources

Economic freedom indexes

Fraser Institute

The regulation index in the Fraser Institute’s 
Economic Freedom of the World report focuses 
upon regulatory restraints that limit freedom of 
exchange in credit, labour, and product markets. 
The regulation index is scaled from zero to ten, with 
a higher index score representing relatively fewer 
regulatory infringements upon voluntary exchanges. 
The overall index consists of three sub components:

• credit market freedoms, including the degree 
of private ownership in domestic banking in-
dustry, the extent to which credit is supplied 
by the private sector, and whether controls 
on interest rates interference with credit 
markets;

• labour market freedoms, including the 
extent to which policies, such as minimum 
wages, dismissal regulations, centralised 
wage setting, extension of union contracts 
to non participating parties, and conscrip-
tion, infringe on the economic freedom of 
employees and employers to determine their 
own working terms and conditions; and

• freedom for business activities, defined as 
the extent to which regulations and bureau-
cratic procedures restrain entry and reduce 
competition. Data used to derive this sub 
component refer to: the extent of admin-
istrative compliance requirements; restric-
tiveness of product quality, energy and 
other regulations (outside of environmental 
regulations); time and money required to 
start a new business; extra payments, bribes, 
or favouritism; licensing restrictions; and the 
cost of tax compliance.

The overall regulatory freedom rating is calculated 
as the average of these three sub components. The 
underlying data and information used to derive 
the index scores are drawn from bodies such 
as the World Bank, World Economic Forum, and 
International Monetary Fund, as well as information 
prepared by financial economists.

This paper also refers to findings from the Fraser 
Institute on index scores relevant to the operation 
of the legal framework, reflecting the notion 
that the protection of people and their rightfully 
acquired property enables economic freedoms to 
flourish.

The ‘protection of property rights’ sub component 
of the legal system and property rights index is 
drawn from the World Economic Forum Global 
Competitiveness Report which, among other 
things, asks survey respondents if ‘property rights, 
including over financial assets, are poorly defined 
and not protected by law or are clearly defined and 
well protected by law.’

Heritage Foundation

The Heritage Foundation Index of Economic 
Freedom report presents an index measure of 
business freedom, indicating the extent to which 
the regulatory and infrastructure environments 
constrain the efficient operation of business. The 
sub component measures for the business freedom 
index include:

• The number of regulatory procedures, length 
of time, and cost associated with starting a 
business.

• The number of regulatory procedures, time 
length, and cost in terms of obtaining a busi-
ness license.

• The amount of time, cost, and recovery rate 
arising from closing a business.

• The number of procedures, time, and cost 
associated with obtaining electricity.

The business freedom index score ranges from 
zero to 100, with a higher index score signifying a 
relatively freer business environment for a given 
country compared against others. Information for 
the index is drawn from the World Bank, Economist 
Intelligence Unit, the US Department of Commerce, 
and official government publications of each 
country.
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Competitiveness indexes

World Economic Forum

The World Economic Forum Global Competitiveness 
Index report incorporates a measure of the ‘burden 
of government regulation’ drawn from opinion 
surveys of business executives to the question: ‘ in 
your country, how burdensome is it for countries to 
comply with public administration’s requirements 
(e.g., permits, regulations, reporting?’ The survey 
respondents are asked to rank their responses 
from one (‘extremely burdensome’) to seven (‘not 
burdensome at all’).

The main body of this paper also referred to the 
WEF’s assessments of Australia’s performance on 
labour regulations. The index for labour market 
efficiency is represented as an aggregation of 
several sub component indicators, mainly drawn 
from business surveys:

• Redundancy costs, including the cost of 
advance notice requirements, severance 
payments, and penalties due to terminating 
a redundant worker.

• Hiring and firing practices, measuring the ex-
tent to which regulations allow flexible hiring 
and firing of workers.

• Cooperation in labour employer relations, 
concerning perceptions about the extent of 
cooperation of relationships between work-
ers and employers.

• Flexibility of wage determination, measuring 
the degree of centralisation in wage bargain-
ing processes.

• Ease of finding skilled employees, indicating 
to which extent companies find employees 
with the skills required to meet their needs.

• Ease or hiring foreign labour, relating to the 
restrictiveness of regulations concerning the 
hiring of foreign labourers.

• The quality of active labour market policies.

 
Other data and information sources

World Bank

The World Bank Group’s regulatory quality index 
forms part of the its ‘Worldwide Governance 
Indicators’ project reporting aggregate and 
individual governance indicators for 215 economies 
over the period from 1996 to 2004.

The regulatory quality index consists of measures 
of regulatory impact relevant to such areas as 
business licensing, competition, financial services, 
taxation, and trade policy. The index measure is 
calibrated on a -2.5 to +2.5 scale, with increases 
in index values corresponding with improvements 
in the quality of regulation. A listing of issues 
captured in the index measure, with data sources 
from official agencies, statistical sources, and 
surveys, are as follows:

• Unfair competitive practices; price controls; 
discriminatory tariffs; excessive protec-
tions; and discriminatory taxes (information 
sourced from Economist Intelligence Unit).

• Burden of government regulations; extent 
and effect of taxation; prevalence of trade 
barriers; intensity of local competition; ease 
of starting a new business; effectiveness of 
anti trust policy; and stringency of environ-
mental regulations (World Economic Forum).

• Investment freedom; and financial freedom 
(Heritage Foundation).

• Ease of starting a business governed by 
local law; ease of setting up a subsidiary 
for a foreign firm; share of administered 
prices; subsidisation of commodity prices; 
subsidisation of petrol; barriers to entry for 
new competitors in markets for goods and 
services (excluding finance) related to ad-
ministration (red tape, etc.); barriers to entry 
for new competitors in markets for goods 
and services (excluding finance) related to 
practices of incumbents; and efficiency of 
competition regulation in non financial mar-
ket sector (Institutional Profiles Database).

• Investment profile (Political Risk Services).

• Regulatory burden; and tax inconsistency 
(Global Insight).

 
Organisation for Economic Co Operation and 
Development

The OECD has developed indicators attempting 
to reflect the extent to which member countries 
(and certain non members) impose regulatory 
restrictions upon product markets.

The aggregate ‘product market regulation’ (PMR) 
indicator is a simple average across three high 
level indicators: state control (reflecting the 
extent of public ownership and involvement in 
business); barriers to entrepreneurship (including 
complexity of regulatory procedures, administrative 
burdens on start ups, and regulatory protection of 
incumbents); and barriers to trade and investment 
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(explicit and implicit trade and investment barriers). 
In turn, the three high level sub components reflect 
numerous lower level indicators, as shown in Figure 
A.1.

The OECD’s ‘FDI Regulatory Restrictiveness 
Index’ measures statutory restrictions on foreign 
investment across 22 economic sectors, with 
restrictions evaluated on a zero (open) to one 
(closed) scale. The overall restrictiveness index 
cited in this paper is the average of sectoral scores.

Four main types of restrictions on FDI are covered 
by the OECD index:

• Foreign equity limitations.

• Discriminatory screening or approval mecha-
nisms.

• Restrictions on the employment of foreign-
ers as key personnel.

• Other operational restrictions – e.g., restric-
tions on branching and on capital repatria-
tion or on land ownership by foreign owned 
enterprises.

The information used to construct the overall index 
is drawn from OECD member FDI and other policy 
statements, as well as investment policy reviews of 
selective non OECD countries.

Figure A.1: OECD product market regulation index indicator framework

Source: Isabell Koske, Isabelle Wanner, Rosamaria Bitetti and Omar Barbiero, The 2013 Update of the OECD’s Database 
on Product Market Regulation – Policy Insights for OECD and non OECD Countries, OECD Economics Department, Working 
Paper No. 1200.
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