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ABSTRACT 

This study focuses on discovering the nature of the relationship between the 

degree of economic freedom and the level of access of credit in a country. It tests the 

hypothesis of a negative association between greater economic freedom and access 

to sovereign credit. Economic freedom is conceptualized by the Index of Economic 

Freedom which is published annually by The Heritage Foundation. Access to 

sovereign data is proxy by the price of sovereign credit swaps. Furthermore, the 

access to credit is assumed to be easier if the price of credit swaps is lower. 

It tests the argument that economic freedom is associated with lower prices 

on credit swaps using a Single Variable regression model. In this model the value of 

the index and its various parameters are treated as independent variables, and the 

price of the swaps as the outcome.  The test results offer insights on the significance 

of the Index of Economic Freedom and its influence on the access to credit.  
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INTRODUCTION 

Emerging markets such as China, Brazil, and India have recorded growth 

rates far in excess of mature capitalist economies in the past several decades. This 

fact along with the sheer size of these emerging economies suggests opportunities 

for new businesses. These economic opportunities will undoubtedly be influenced 

by two very important factors – the ease of doing the transaction and the cost of 

doing it.  It is important for these two factors to exist simultaneously for the 

prospect of doing the transaction to look attractive. When a transaction is devoid of 

either one of the two factors, the attractiveness of doing the transaction becomes 

decreasingly relevant. Similarly, when a business looks at different markets for 

doing business, it weighs how easily it can do business there and how easily it can 

access capital to do business.  

For the benefit of this paper, the degree of ease of doing business will be 

represented by the degree of economic freedom in a country and the cost of doing 

business will be represented by cost of credit availability. In other words, an Index 

of Economic Freedom will act as a proxy for ease of doing business and the cost of 

sovereign credit default swaps (SCDS) will act as a proxy for cost of doing business. 

These two factors typically keep the subject matter discussion narrow and easier to 

analyze. The Heritage Foundation, a U.S. economic think tank released an Index of 

Economic Freedom. This index takes different parameters (discussed in detail in the 

literature review section) like Rule of Law, Limited Government, Regulatory 

Efficiency, and Open Markets into consideration to calculate a composite index and 

it then ranks different countries based on the indices generated. While the index has 
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different sub-parameters that it measures and includes, it fails to establish a 

relationship with the ease of access to credit. Although, the index gives substantial 

information on the level of economic and institutional sophistication in a country, it 

fails to represent the ease of access to credit in a country. It does not establish a 

relationship level of economic freedom and cost of capital, and it therefore fails to 

give readers an accurate representation of whether a country has both high a degree 

of economic freedom and a high degree of access to credit.  

Another aspect of this paper is the use of sovereign credit default swaps to 

represent the degree of access to credit. The SCDS will reflect an additional cost to 

all borrowers in that country's currency. Thus a lower SCDS means cheaper 

borrowing, which makes access to credit easier.  

RESEARCH QUESTION 

This paper seeks answers to two questions:  

 1. Is there a relationship between economic freedom and the access to credit? 

 2. Is the relationship negative as hypothesized? 

Greater economic freedom as measured by a high economic freedom score is 

associated with easier access to credit as reflected in lower prices for sovereign debt 

swaps. The answers to these questions will be used to consider a third question: 

 3.  What are the benefits for including in the index of economic freedom 

measures that capture the ease of access to credit? 

The answers to the above questions will be relevant to individuals or businesses 

that seek to start or expand the domain of their business in different markets. They 
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will be able to better understand how easily they can secure access to credit in a 

country, given its level of economic freedom. The paper will also review the 

significance of the Index of Economic Freedom released by The Heritage 

Foundation.  

LITERATURE REVIEW 

In this section, I will analyze the parameters that were taken into 

consideration to calculate the index. I will also highlight the gaps in the parameters 

and question whether The Heritage Foundation could possibly change the nature of 

the parameters included while calculating the Index of Economic Freedom. I will 

later analyze current literature on economic freedom and access to credit.  

Overview and Analysis of Parameters 

The Heritage Foundation includes four main pillars to generate the Index of 

Economic Freedom, namely: 

i) Rule of Law – property rights and freedom from corruption 

ii) Limited Government – fiscal freedom and government spending 

iii) Regulatory Efficiency – business freedom, labor freedom, and monetary 

freedom 

iv) Open Markets – trade freedom, investment freedom, and financial 

freedom  

Out of the ten parameters included while calculating the index, I have selected 

six specific parameters i.e. fiscal freedom and government spending, business, 

monetary, investment, and monetary freedom to establish a relation with the price 
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of SCDS. In my literature review, I will explain why I included these parameters in 

my regression and why I did not include the remaining parameters. I will also 

question if The Heritage Foundation failed to include an important parameter while 

calculating the Index of Economic Freedom.   

I will also analyze current literature on economic competitiveness to prove that 

access to credit is an important factor to be considered while calculating the Index 

of Economic Freedom.  

The information in this section has been referenced from The Heritage 

Foundation’s Report of Index of Economic Freedom 2014.  

Rule of Law 

Overview: The property rights component is an assessment of the ability of 

individuals to accumulate private property, secured by clear laws that are fully 

enforced by the state. It measures the degree to which a country’s laws protect 

private property rights and the degree to which its government enforces those laws. 

It also assesses the likelihood that private property will be expropriated and 

analyzes the independence of the judiciary, the existence of corruption within the 

judiciary, and the ability of individuals and businesses to enforce contracts (Index 

Report 2014). The more certain the legal protection of property, the higher a 

country’s score.  

Corruption erodes economic freedom by introducing insecurity and 

uncertainty into economic relationships (Index Report 2014). The score for this 

component is derived primarily from Transparency International’s Corruption 
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Perceptions Index (CPI) for 2011, which measures the level of corruption in 183 

countries. 

Analysis: While both property rights and freedom from corruption are 

important components for measuring economic freedom, they lay greater emphasis 

on institutional sophistication rather than access to financial markets. While 

measuring the degree of property rights or the level of corruption, The Heritage 

Foundation does not measure any financial factor namely, number of banks 

available, number of loans given, independence of financial institutions. They have 

no direct influence on credit with respect to the manner in which they have been 

calculated by The Heritage Foundation. Hence, I have excluded these two 

parameters from the analysis.  

Limited Government 

Overview: Fiscal freedom is a measure of the tax burden imposed by 

government. It includes both the direct tax burden in terms of the top tax rates on 

individual and corporate incomes and the overall amount of tax revenue as a 

percentage of GDP (Index Report 2014). 

•The top marginal tax rate on individual income 

•The top marginal tax rate on corporate income 

•The total tax burden as a percentage of GDP 

Another component in this parameter considers the level of government 

expenditures as a percentage of GDP. Government expenditures, including 

consumption and transfers, account for the entire score. No attempt has been made 

by The Heritage Foundation to identify an optimal level of government 
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expenditures. The ideal level will vary from country to country, depending on 

factors ranging from culture to geography to level of development. However, 

volumes of research have shown that excessive government spending that causes 

chronic budget deficits and the accumulation of sovereign debt is one of the most 

serious drags on economic dynamism. 

 Analysis: The parameter of government spending represents an 

inherent contradiction in this study. The Heritage Foundation encourages lesser 

spending, while this study uses price of SCDS to represent the level of credit 

accessibility. Because SCDS are used mostly to offset the risk in government related 

investment projects, the two parameters seem to be working in opposite directions. 

The regression analysis (conducted in the latter half of the paper) will determine the 

magnitude and direction of the relationship between the level of government 

spending and the price of SCDS.  

Regulatory Efficiency 

Overview: Business freedom is an overall indicator of the efficiency of 

government regulation of business. The quantitative score is derived from an array 

of measurements of the difficulty of starting, operating, and closing a business. The 

business freedom score for each country is a number between 0 and 100, with 100 

equaling the freest business environment (Index Report 2014). 

Monetary freedom combines a measure of price stability with an assessment 

of price controls. Both inflation and price controls distort market activity. Price 

stability without microeconomic intervention is the ideal state for the free market. 

The score for the monetary freedom component is based on two factors: 
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•The weighted average inflation rate for the most recent three years  

•Price controls 

Analysis: Both business and monetary freedoms fail to emphasize and 

measure the cost of investing. They highlight the ease of starting and closing a 

business, and the effect of inflation and price controls on investments. These price 

controls do not measure the price of financial instruments because they mainly 

measure the price controls on good and services. Hence the price of SCDS is not 

represented in either of these parameters.  

Open Markets 

Overview: In an economically free country, there would be no constraints on 

the flow of investment capital. Individuals and firms would be allowed to move their 

resources into and out of specific activities, both internally and across the country’s 

borders, without restriction. Such an ideal country would receive a score of 100 on 

the investment freedom component of the Index of Economic Freedom (Index 

Report 2014). 

Financial freedom is a measure of banking efficiency as well as a measure of 

independence from government control and interference in the financial sector 

(Index Report 2014). The report mentions that state ownership of banks and other 

financial institutions such as insurers and capital markets reduces competition and 

generally lowers the level of available services. According to The Heritage 

Foundation, in an ideal banking and financing environment where a minimum level 

of government interference exists, independent central bank supervision and 
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regulation of financial institutions are limited to enforcing contractual obligations 

and preventing fraud. 

Analysis: Although investment and financial freedom are two very important 

components of economic freedom, they do not measure the level of access to credit. 

They significance is constrained more to freedom from state rather than ease or cost 

of investing. They lay greater emphasis on private participation and minimal 

regulations but do not weigh the availability of capital for investment. Hence this 

study will highlight the degree of access to credit in relatively freer economies.  

The Missing Parameter 

Access to credit 

While the parameters mentioned above are significant to calculate the Index 

of Economic Freedom, none of the parameters including investment and monetary 

freedom take the level of access to credit into consideration. In this study I will 

provide evidence to suggest why there exists a relationship between the degree of 

economic freedom and the level of access to credit. If there is a favorable 

relationship, then this study questions if it would be valid to include access to credit 

as one of the parameters under the Open Market pillar.  

Current Literature on Economic Freedom 

One of the most widely researched and presented pieces of literature on 

measuring different countries’ ability to attract business investment is the World 

Economic Forum’s “Global Competitiveness Report 2012-2013”. This report gives a 

detailed account twelve pillars of competitiveness. Each of these twelve pillars is 



13 
 

further divided into sub-areas or factors that possibly contribute in the overall 

business competitiveness of a country. These sub-areas and factors are then given 

weights (based on the impact of their influence on business) and are then 

formulated into an indices that ranks countries based on selected criteria.  

This section of literary review will extensively highlight the details of this 

report; explain the some of the pillars that were chosen and the sub-areas that were 

constituted in the indices. I will then critically analyze the relevance of the 

consequent rankings and question the process of selection and analysis. I will also 

review the work of existing literature of other scholars that have written in depth 

about indicators of financial access, drivers of success for market entry, measures of 

financial stability of a country to name a few indicators.  

According to the Global Competitiveness Report of 2012 – 2013, the Global 

Competitive Index comprises of 3 main sub-indices. These sub-indices mirror 

Maslow’s hierarchy of needs. Maslow’s hierarchy that has five stages starting from 

psychological needs of breathing food, water, etc. (basic needs) and ending at self-

actualization states that one cannot secure the next level in the hierarchy without 

securing the previous level in the hierarchy. Similarly, the three sub-indices in the 

report i.e. Basic Requirement Sub-Index, Efficiency Enhancement Sub-Index, and 

Innovation and Sophistication Factors Sun-Index are ranked in order where the last 

sub-index cannot be mastered until the first one is fairly mastered.  

The twelve pillars that this report identifies are allocated into these three 

sub-indices based on the importance the yield to a country’s global competitiveness. 

The Basic Requirement Sub-Index comprises of the pillars of Institutions, 
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Infrastructure, Macroeconomic environment, and Health and primary education. 

The Efficiency Enhancement Sub-Index comprises of the pillars of Higher education 

and training, Goods market efficiency, Labor market efficiency, Financial market 

development, Technological readiness and Market size. Innovation and 

Sophistication Factors Sub-Index comprise of the pillars of Business sophistication 

and Innovation.  

 Institutional environment: The report states that the legal and administrative 

framework within which individuals, firms, and governments interact to generate 

wealth determines the institutional environment. It influences investment decisions 

and the organization of production and plays a key role in the ways in which 

societies distribute the benefits and bear the costs of development strategies and 

policies. The role of institutions goes beyond the legal framework. Government 

attitudes toward markets and freedoms and the efficiency of its operations are also 

very important: excessive bureaucracy and red tape, overregulation, corruption, 

dishonesty in dealing with public contracts, lack of transparency and 

trustworthiness, inability to provide appropriate services for the business sector, 

and political dependence of the judicial system impose significant economic costs to 

businesses and slow the process of economic development.  

Analysis: Although this pillar proves to be essential in determining a 

country’s competitiveness, the biggest gap or limitation of including this pillar is the 

report’s inability to show how it measures excessive bureaucracy and red tape, 

corruption, and other qualitative factors like dishonestly. The basis of including this 

pillar proves to be immaterial when contemporary literature fails to provide a 
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substantial method of measuring the effectiveness of institutions.  

Infrastructure: Extensive and efficient infrastructure is critical for ensuring 

the effective functioning of the economy; as it is an important factor in determining 

the location of economic activity and the kinds of activities or sectors that can 

develop within a country (Johnson & Tellis 2007). Well-developed infrastructure 

reduces the effect of distance between regions, integrating the national market and 

connecting it at low cost to markets in other countries and regions. In addition, the 

quality and extensiveness of infrastructure networks significantly impact economic 

growth and reduce income inequalities and poverty in a variety of ways. 

Macroeconomic environment: The stability of the macroeconomic 

environment is important for business and, therefore, is significant for the overall 

competitiveness of a country (Allard & Martinez 2008). Although it is certainly true 

that macroeconomic stability alone cannot increase the productivity of a nation, it is 

also recognized that macroeconomic disarray harms the economy, as we have seen 

in recent years, notably in the European context. The government cannot provide 

services efficiently if it has to make high-interest payments on its past debts. 

Running fiscal deficits limits the government’s future ability to react to business 

cycles. Firms cannot operate efficiently when inflation rates are out of hand. In sum, 

the economy cannot grow in a sustainable manner unless the macro environment is 

stable.  

Analysis: This observation strongly contradicts the recent report by Forbes 

magazine where the report “Business Countries for Business” ranks Ireland #1 in 
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the list for best countries to do business. It further states, “Three years ago, 

European governments and the International Monetary Fund sent Ireland a $113 

billion (85 billion euro) bailout package to support the country’s budgetary needs 

and prop up the Irish banking system. The loan came after the Great Recession 

devastated the Irish economy. The bursting of the housing bubble was at the center 

of Ireland’s problems, and even with recent gains, home prices are still roughly 50% 

off their 2007 highs. Moody’s Analytics doesn’t expect home prices to reach 2007 

levels for another two decades. 

Yet despite these economic troubles, Ireland still maintains an extremely 

pro-business environment that has attracted investments by some of the world’s 

biggest companies over the past decade. In Forbes’ eighth annual ranking of the Best 

Countries for Business, Ireland grabs the top spot for the first time.” This distinct 

contradiction in these reports and their failure to substantiate these theses with 

empirical evidence makes the authenticity of such a correlation highly questionable.  

Good market efficiency: The GCI report further states that countries with 

efficient goods markets are well positioned to produce the right mix of products and 

services given their particular supply-and-demand conditions, as well as to ensure 

that these goods can be most effectively traded in the economy. Healthy market 

competition, both domestic and foreign, is important in driving market efficiency, 

and thus business productivity, by ensuring that the most efficient firms, producing 

goods demanded by the market, are those that thrive. For example, competitiveness 

is hindered by distortionary or burdensome taxes and by restrictive and 
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discriminatory rules on foreign direct investment (FDI)—which limits foreign 

ownership—as well as on international trade. The recent economic crisis has 

highlighted the high degree of interdependence of economies worldwide and the 

degree to which growth depends on open markets. Protectionist measures are 

counterproductive as they reduce aggregate economic activity. For cultural or 

historical reasons, customers may be more demanding in some countries than in 

others.  

Analysis: This efficiency can create an important competitive advantage, as it 

forces companies to be more innovative and customer-oriented and thus imposes 

the discipline necessary for efficiency to be achieved in the market. This pillar, 

however, has many answered questions. Its ambiguity therefore questions the 

relevance of this pillar while calculating economic competitiveness. What level of 

FDI (access to credit) proves to be ideal? Does too much FDI make a country too 

dependent on the global economy? And does too much opposition to FDI fail to 

bring in the much needed capital inflow and technology? What level of FDI is 

optimum? And how does one measure culture of a country? All these questions are 

unanswered in current literature.  

Financial market development: An efficient financial sector allocates the 

resources saved by a nation’s citizens, as well as those entering the economy from 

abroad, to their most productive uses (Gadanecz and Jayaram 2008). It channels 

resources to those entrepreneurial or investment projects with the highest expected 

rates of return rather than to the politically connected. A thorough and proper 

assessment of risk is therefore a key ingredient of a sound financial market. 
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Business investment is also critical to productivity. Therefore economies require 

sophisticated financial markets that can make capital available for private-sector 

investment from such sources as loans from a sound banking sector, well-regulated 

securities exchanges, venture capital, and other financial products (World Bank 

2012).  

Analysis: The biggest limitation of this pillar is that none of the existing 

literature explains in detail what accounts of financial sophistication and what 

constitutes for access to financial markets and the consequent difference between 

the two have been unexplained.  

Business sophistication: Sophisticated business practices are conducive to 

higher efficiency in the production of goods and services. Business sophistication 

concerns two elements that are intricately linked: the quality of a country’s overall 

business networks and the quality of individual firms’ operations and strategies. 

These factors are particularly important for countries at an advanced stage of 

development when, to a large extent, the more basic sources of productivity 

improvements have been exhausted. In every case, scholars have still been unable to 

develop a standardized method of calculating a qualitative factor like business 

sophistication.  

Although the above pillars are significant to economic freedom and 

competitiveness, there are some gaps in the manner in which they are calculated. 

The following analysis will define access to credit as a significant parameter, will 

explain how it is calculated and also establish the nature of its relationship with 

economic freedom.  
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ANALYSIS 

Importance of Sovereign Credit Default Swaps 

In this analysis, I use the cost of SCDS to represent the degree of access to 

credit. Although this is not the only valid representation, this is significantly 

important. If a particular business wants to invest in a government-related activity, 

then it can insure its investment in the government with a credit insurance 

company. In any economy, an investor has greater incentive to invest if his 

prospective returns are high. Another critical factor that influences investor 

sentiment is the cost of investment. If the investment is expensive and the related 

returns are not high enough to offset the cost, then the investment does not seem 

lucrative. A higher cost of SCDS would make the investment more expensive. Hence 

a lower SCDS means cheaper borrowing and greater access.  

Nature of Relationship 

The Heritage Foundation’s data reports explains that higher the value of the 

index, higher the degree of economic freedom. This means Hong Kong with an 

economic index of 90.14 has a more free economy than that of the United States 

which has an economic index of 74.90. On the contrary, lower the price of the SCDS, 

higher the degree of access to credit. This means that if the economic index holds 

relevance, then it should yield a low cost of SCDS. Hence ideally, there should exist a 

negative relationship between the index of economic freedom and the cost of SCDS. 

However, if there exists a positive relationship between the index and the SCDS, it 

would mean that greater economic freedom, one would have lesser access to credit. 
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This would, in essence, contradict the spirit of economic freedom. Hence, this 

analysis was made to determine if there is a positive or negative relationship 

between the index and the cost of SCDS. A negative relationship would be the ideal 

result.  

Description of Analysis 

 

Name CDS Price Index

Fiscal 

Freedom

Govt. 

Spending

Business 

Freedom

Monetary 

Freedom

Investment

Freedom

Financial 

Freedom

Argentina 1841.95 44.55 63.53 49.93 53.90 59.97 30.00 30.00

Australia 45.00 82.03 64.20 62.62 94.60 80.52 85.00 90.00

Austria 39.11 72.41 51.03 23.49 76.30 79.53 90.00 70.00

Bahrain 177.00 75.11 99.90 71.40 76.30 78.43 75.00 80.00

Belgium 42.67 69.86 44.75 14.77 89.90 79.45 85.00 70.00

Brazil 167.69 56.86 68.77 54.09 53.80 69.92 55.00 60.00

Bulgaria 388.62 65.69 91.19 64.45 73.50 79.61 55.00 60.00

Chile 80.34 78.73 76.50 83.80 69.30 84.14 90.00 70.00

China 93.33 52.46 69.89 82.88 49.70 73.35 30.00 30.00

Colombia 106.35 70.70 80.58 74.92 85.20 78.77 75.00 70.00

Costa Rica 301.98 66.92 79.95 90.04 64.90 76.29 70.00 50.00

Croatia 315.00 60.37 69.37 45.83 61.40 79.17 80.00 60.00

Cyprus 13.50 67.64 79.73 36.20 79.70 78.78 65.00 50.00

Czech 59.00 72.21 81.68 43.75 70.10 79.42 80.00 80.00

Denmark 25.00 76.06 39.25 0.47 98.10 80.02 90.00 90.00

Egypt 450.00 52.92 85.60 69.64 62.70 60.50 45.00 40.00

Estonia 53.32 75.88 80.42 55.99 77.60 76.86 90.00 80.00

Finland 23.10 73.42 65.08 8.92 93.60 78.91 90.00 80.00

France 47.00 63.46 48.45 5.58 79.90 76.13 70.00 70.00

Germany 21.95 73.42 61.18 38.17 89.90 80.76 90.00 70.00

Greece 14.00 55.71 65.87 19.19 75.80 76.33 60.00 50.00
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Name

CDS Price 

(USD) Index

Fiscal 

Freedom

Govt. 

Spending

Business 

Freedom

Monetary 

Freedom

Investment

Freedom

Financial 

Freedom

Argentina 1841.95 44.55 63.53 49.93 53.90 59.97 30.00 30.00

Australia 45.00 82.03 64.20 62.62 94.60 80.52 85.00 90.00

Austria 39.11 72.41 51.03 23.49 76.30 79.53 90.00 70.00

Bahrain 177.00 75.11 99.90 71.40 76.30 78.43 75.00 80.00

Belgium 42.67 69.86 44.75 14.77 89.90 79.45 85.00 70.00

Brazil 167.69 56.86 68.77 54.09 53.80 69.92 55.00 60.00

Bulgaria 388.62 65.69 91.19 64.45 73.50 79.61 55.00 60.00

Chile 80.34 78.73 76.50 83.80 69.30 84.14 90.00 70.00

China 93.33 52.46 69.89 82.88 49.70 73.35 30.00 30.00

Colombia 106.35 70.70 80.58 74.92 85.20 78.77 75.00 70.00

Costa Rica 301.98 66.92 79.95 90.04 64.90 76.29 70.00 50.00

Croatia 315.00 60.37 69.37 45.83 61.40 79.17 80.00 60.00

Cyprus 13.50 67.64 79.73 36.20 79.70 78.78 65.00 50.00

Czech 59.00 72.21 81.68 43.75 70.10 79.42 80.00 80.00

Denmark 25.00 76.06 39.25 0.47 98.10 80.02 90.00 90.00

Egypt 450.00 52.92 85.60 69.64 62.70 60.50 45.00 40.00

Estonia 53.32 75.88 80.42 55.99 77.60 76.86 90.00 80.00

Finland 23.10 73.42 65.08 8.92 93.60 78.91 90.00 80.00

France 47.00 63.46 48.45 5.58 79.90 76.13 70.00 70.00

Germany 21.95 73.42 61.18 38.17 89.90 80.76 90.00 70.00

Greece 14.00 55.71 65.87 19.19 75.80 76.33 60.00 50.00

Hong Kong 52.50 90.14 93.01 89.73 98.90 82.01 90.00 90.00

Hungary 238.00 67.00 81.09 26.79 79.30 75.59 75.00 70.00

Iceland 200.00 72.42 72.93 32.88 91.20 75.97 70.00 60.00

India 270.86 55.66 79.44 77.82 37.70 65.55 35.00 40.00

Indonesia 177.01 58.50 83.37 89.78 54.80 76.41 40.00 60.00

Ireland 75.66 76.19 74.01 30.59 83.40 81.72 90.00 70.00

Israel 92.01 68.44 60.08 40.30 73.20 80.55 80.00 70.00

Italy 114.85 60.95 55.54 25.60 75.50 78.93 85.00 60.00

Japan 50.16 72.37 69.23 47.08 80.00 87.46 70.00 50.00

Kazakhstan 186.02 63.73 92.88 85.03 74.40 74.38 40.00 50.00

Latvia 134.00 68.66 84.59 54.87 82.50 79.67 85.00 50.00

Lebanon 59.00 59.36 90.86 73.67 55.60 74.50 60.00 60.00

Lithuania 138.00 73.00 92.94 55.95 85.70 78.64 80.00 80.00

Malaysia 101.67 69.60 84.65 75.56 85.60 80.96 55.00 60.00

Mexico 86.68 66.77 80.88 78.85 76.80 77.43 70.00 60.00

Morocco 215.00 58.33 71.27 64.12 76.20 78.14 70.00 60.00

Netherlands 33.22 74.23 51.73 25.60 89.70 79.86 90.00 80.00

New Zealand 45.39 81.19 71.24 32.31 96.10 86.28 80.00 80.00

Norway 15.34 70.91 50.65 42.18 90.90 78.65 75.00 60.00

Pakistan 841.27 55.16 80.64 88.27 69.40 68.47 40.00 40.00

Panama 96.02 63.37 84.33 78.72 73.00 75.10 75.00 70.00

Peru 112.02 67.45 79.11 89.09 70.60 83.34 70.00 60.00

Philippines 105.34 60.07 79.24 92.32 59.90 78.02 60.00 50.00

Poland 72.00 67.02 76.10 43.23 70.10 77.78 70.00 70.00

Portugal 170.28 63.47 60.14 26.79 84.90 79.33 70.00 60.00

Qatar 62.78 71.22 99.92 72.15 71.70 81.22 45.00 50.00

Romania 175.00 65.50 87.04 59.21 71.00 77.05 80.00 50.00

Russia 220.02 51.90 85.61 61.48 70.00 69.42 25.00 30.00

Saudi Arabia 58.17 62.23 99.74 63.06 67.30 68.75 40.00 50.00

Slovakia 69.71 66.44 80.17 55.99 67.00 78.08 80.00 70.00

Slovenia 162.00 62.70 58.90 22.58 85.40 80.33 70.00 50.00

South Africa 193.00 62.48 68.71 69.14 74.50 75.33 55.00 60.00

South Korea 62.67 71.20 72.61 72.57 92.80 79.59 70.00 80.00

Spain 90.84 67.25 53.97 38.71 77.30 79.89 80.00 70.00

Sweden 16.10 73.07 42.87 21.36 91.10 82.46 90.00 80.00

Switzerland 35.00 81.57 68.90 65.73 75.40 85.18 85.00 80.00

Thailand 128.01 63.35 79.69 83.58 71.40 68.62 45.00 70.00

Tunisia 350.75 57.32 74.30 63.77 80.70 75.88 35.00 30.00

Turkey 211.59 64.86 77.50 63.55 67.60 71.78 70.00 60.00

Ukraine 900.00 49.30 79.06 37.55 59.80 78.74 20.00 30.00

United Kingdom 25.34 74.90 56.64 29.51 92.00 73.53 90.00 80.00

United States 19.78 75.45 65.77 48.08 89.20 75.41 70.00 70.00

Venezuela 1192.83 36.32 75.32 51.82 43.40 49.68 5.00 20.00

Vietnam 223.00 50.79 77.05 71.44 62.00 63.58 15.00 30.00
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The above table is a description of countries with their sovereign credit default 

swaps along with their corresponding indices generated by The Heritage 

Foundation. It also includes various parameters that are taken into consideration 

while calculating the index.  

Process of Research 

In this paper, I conducted a regression analysis represented by a single 

variable linear equation y= mx + b. In this equation, I set the sovereign credit default 

swap price as outcome y and the index value and other parameter values as the x 

variables. Subsequently, the coefficient of the x variables thus generated would 

represent the nature of the relationship between the index and the SCDS price. A 

negative coefficient would represent a negative relationship and a positive 

coefficient would represent a positive relationship.  

The SCDS prices were derived from extensive research on Bloomberg terminals and 

the index values were derived from The Heritage Foundation report of 2014. The 

SCDS prices of various countries were then matched with their respective index 

values, and the resulting quantitative data was entered in the regression analysis.  
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SUMMARY 

OUTPUT 

        
         Regression Statistics 

       

Multiple R R Square 

Adjusted R 

Square 

Standard 

Error Observations 

    0.647953818 0.419844 0.410635327 225.9086727 65 

    
         

  Coefficients 

Standard 

Error t Stat P-value 

Lower 

95% 

Upper 

95% 

Lower 

95.0% 

Upper 

95.0% 

Intercept 1508.013 197.5725898 7.632701061 1.56712E-10 1113.195 1902.83 1113.195 1902.83 

X Variable 1 -19.9699 2.957561374 

-

6.752148579 5.39336E-09 -25.8801 

-

14.0597 -25.8801 

-

14.0597 
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Analysis details  

In the above graph, there is a significantly negative relationship between the 

index and the price of the SCDS. The above table that shows that the coefficient of 

the index is -19.9699 reestablishes the negative relationship between the x variable 

and the outcome y.  

Inference 

This means that if the value of the index increases by 1 unit, it will cause a 

decrease in the price of the SCDS by 19.9699 units taking into consideration the 

intercept and margin of error. We can therefore imply from this graph that the value 

of the index increases, the price of the SCDS decreases, thereby, giving greater 

access to credit. 
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SUMMARY OUTPUT 

       
         Regression Statistics 

       

Multiple R R Square 

Adjusted R 

Square 

Standard 

Error Observations 

    0.098493 0.009701 -0.00602 295.1507 65 

    
         

  Coefficients 

Standard 

Error t Stat P-value 

Lower 

95% 

Upper 

95% 

Lower 

95.0% 

Upper 

95.0% 

Intercept 36.56075 195.5408 0.186972 0.852283 

-

354.196 427.3179 

-

354.196 427.3179 

X Variable 1 2.055997 2.61717 0.78558 0.435058 -3.174 7.285994 -3.174 7.285994 

 

Analysis details  

In the above graph, there is a positive relationship between the level of fiscal 

freedom and the price of the SCDS. The above table that shows that the coefficient of 

the index is 2.055997 reestablishes the positive relationship between the x variable 

and the outcome y.  

Inference 

This means that if the level of fiscal freedom increases by 1 unit, it will cause 

an increase in the price of the SCDS by 2.05 units taking into consideration the 

intercept and margin of error. We can therefore imply from this graph that the value 

of the level of fiscal freedom increases, the price of the SCDS increases, thereby, 

giving lesser access to credit. This result contradicts the relationship of the index 
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with the price of SCDS. However, since the value of the coefficient is quite 

insignificant, its effect on the overall relationship between the index and the price of 

SCDS is negligible.  
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SUMMARY OUTPUT 

       

         Regression Statistics 

       

Multiple R R Square 

Adjusted 

R Square 

Standard 

Error Observations 

    0.115948 0.013444 -0.00222 294.5923 65 

    

         

  Coefficients 

Standard 

Error t Stat P-value 

Lower 

95% 

Upper 

95% 

Lower 

95.0% 

Upper 

95.0% 

Intercept 110.5683 90.67242 1.219426 0.227228 -70.6261 291.7627 -70.6261 291.7627 

X Variable 

1 1.422032 1.53475 0.926556 0.357693 -1.64492 4.488984 -1.64492 4.488984 

 

Analysis details  

In the above graph, there is a positive relationship between the level of 

government spending and the price of the SCDS. The above table that shows that the 

coefficient of the index is 1.422032 reestablishes the positive relationship between 

the x variable and the outcome y.  

Inference 

This means that if the level of government spending increases by 1 unit, it 

will cause an increase in the price of the SCDS by 1.422032 units taking into 

consideration the intercept and margin of error. We can therefore imply from this 

graph that the value of the level of government spending increases, the price of the 
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SCDS increases, thereby, giving lesser access to credit. This result contradicts the 

relationship of the index with the price of SCDS. This is also an interesting result to 

analyze because we are comparing government spending with SCDS. SCDS are 

typically bought to offset an investor’s investment risk in government related 

projects. This means that with greater government spending, there will be more 

opportunity for investment, and hence more demand to buy an SCDS. This result is 

hence paradoxical in nature. However, since the value of the coefficient is quite 

insignificant, its effect on the overall relationship between the index and the price of 

SCDS is negligible.  
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SUMMARY OUTPUT 

       

         Regression Statistics 

       Multiple 

R R Square 

Adjusted 

R Square 

Standard 

Error Observations 

    0.48084 0.231207 0.219004 260.0551 65 

    

         

  Coefficients 

Standard 

Error t Stat P-value 

Lower 

95% 

Upper 

95% 

Lower 

95.0% 

Upper 

95.0% 

Intercept 984.1339 185.8479 5.295372 1.61E-06 612.7464 1355.521 612.7464 1355.521 

X 

Variable 

1 -10.5656 2.427319 -4.35277 5.03E-05 -15.4162 -5.71496 -15.4162 -5.71496 

 

Analysis details  

In the above graph, there is a significantly negative relationship between the 

level of business freedom and the price of the SCDS. The above table that shows that 

the coefficient of the index is -10.5656 reestablishes the negative relationship 

between the x variable and the outcome y.  

Inference 

This means that if the value of the level of business freedom increases by 1 

unit, it will cause a decrease in the price of the SCDS by 10.5656 units, taking into 
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consideration the intercept and margin of error. We can therefore imply from this 

graph that the level of business freedom increases, the price of the SCDS decreases, 

thereby, giving greater access to credit. 
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Analysis details  

In the above graph, there is a significantly negative relationship between the 

level of monetary freedom and the price of the SCDS. The above table that shows 

that the coefficient of the index is -29.034 reestablishes the negative relationship 

between the x variable and the outcome y.  

Inference 

This means that if the value of the level of monetary freedom increases by 1 

unit, it will cause a decrease in the price of the SCDS by 29.034 units, taking into 

consideration the intercept and margin of error. We can therefore imply from this 

SUMMARY OUTPUT 

       

         Regression Statistics 

       

Multiple R R Square 

Adjusted 

R Square 

Standard 

Error Observations 

    0.631808 0.399181 0.389645 229.8965 65 

    

         

  Coefficients 

Standard 

Error t Stat P-value 

Lower 

95% 

Upper 

95% 

Lower 

95.0% 

Upper 

95.0% 

Intercept 2410.171 344.7391 6.99129 2.07E-09 1721.265 3099.077 1721.265 3099.077 

X Variable 

1 -29.034 4.487697 -6.46969 1.66E-08 -38.002 -20.0661 -38.002 -20.0661 
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graph that the level of monetary freedom increases, the price of the SCDS decreases, 

thereby, giving greater access to credit 
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SUMMARY OUTPUT 

       

         Regression Statistics 

       

Multiple R R Square 

Adjusted R 

Square 

Standard 

Error Observations 

    0.585596 0.342922 0.332493 240.4191 65 

    

         

  Coefficients 

Standard 

Error t Stat P-value 

Lower 

95% 

Upper 

95% 

Lower 

95.0% 

Upper 

95.0% 

Intercept 717.1443 97.06996 7.387912 4.2E-10 523.1654 911.1231 523.1654 911.1231 

X Variable 

1 -8.01621 1.398007 -5.73403 2.99E-07 -10.8099 -5.22252 -10.8099 -5.22252 

 

Analysis details  

In the above graph, there is a significantly negative relationship between the 

level of investment freedom and the price of the SCDS. The above table that shows 

that the coefficient of the index is -8.01621 reestablishes the negative relationship 

between the x variable and the outcome y.  

Inference 

This means that if the value of the level of investment freedom increases by 1 

unit, it will cause a decrease in the price of the SCDS by 8.01621 units, taking into 

consideration the intercept and margin of error. We can therefore imply from this 



34 
 

0.00

200.00

400.00

600.00

800.00

1000.00

1200.00

1400.00

1600.00

1800.00

2000.00

0.00 20.00 40.00 60.00 80.00 100.00

Financial Freedom 

Financial Freedom

graph that the level of investment freedom increases, the price of the SCDS 

decreases, thereby, giving greater access to credit. 
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SUMMARY OUTPUT 

       

         Regression Statistics 

       

Multiple R R Square 

Adjusted 

R Square 

Standard 

Error Observations 

    0.586536 0.344025 0.333612 240.2173 65 

    

         

  Coefficients 

Standard 

Error t Stat P-value 

Lower 

95% 

Upper 

95% 

Lower 

95.0% 

Upper 

95.0% 

Intercept 819.1312 113.8609 7.19414 9.16E-10 591.5984 1046.664 591.5984 1046.664 

X Variable 

1 -10.3423 1.799261 -5.74806 2.83E-07 -13.9378 -6.74673 -13.9378 -6.74673 

 

Analysis details  

In the above graph, there is a significantly negative relationship between the 

level of financial freedom and the price of the SCDS. The above table that shows that 

the coefficient of the index is -10.3423 reestablishes the negative relationship 

between the x variable and the outcome y.  

Inference 

This means that if the value of the level of financial freedom increases by 1 

unit, it will cause a decrease in the price of the SCDS by 10.3423 units, taking into 

consideration the intercept and margin of error. We can therefore imply from this 
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graph that the level of financial freedom increases, the price of the SCDS decreases, 

thereby, giving greater access to credit. 

DISCUSSION 

The analysis thus conducted clearly states that in the case of the Index of 

Economic Freedom, and the parameters of business freedom, monetary freedom, 

monetary freedom, investment freedom, and financial freedom, there exists 

negative relationship between the x variables and outcome SCDS prices. This means 

that with greater value of the index and individual parameter, there is greater access 

to credit. There also exists positive relationship between the fiscal freedom and the 

price of SCDS, and government spending and the price of SCDS. Since fiscal freedom 

and government spending are two important parameters used to calculate the Index 

of Economic Freedom, there is a certain contradiction in the result thus formed. 

However, since the value of the coefficients of fiscal freedom and government 

spending are significantly less, they are offset by the significantly large values of the 

coefficients of the other parameters. The effective of the positive coefficients are 

therefore negligible. At this point, I would like to highlight how futile the parameter 

of government spending is while calculating the Index of Economic Freedom.  

The Heritage Foundation fails to prove how government spending limits 

economic progress. It also does not explain the kind of expenditure a government 

undertakes. Government spending can be on significant activities such as improving 

infrastructure, providing more educational opportunities, providing better health 

facilities, all of which contribute positively to economic freedom. Government 
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spending hides the purpose of the spending and hence cannot distinguish between 

spending that promises economic freedom from that which detracts from it. An 

alternative option is a more accurate index that strives to measure not the amount 

of spending but the nature of such spending. In the absence of any empirical or 

theoretical process of decomposing government spending, its inclusion may well be 

ideological and perhaps its exclusion justified. 

This paper provides evidence suggesting that as a country’s economy 

becomes freer, the price of its SCDS becomes lower. This implies that with greater 

economic freedom, there is greater access to credit. Although my research paper is 

confined to establishing the nature of the relationship between the index, the 

parameters of the index, and the SCDS prices, there is a larger question that needs to 

be answered. If greater economic freedom means greater access to credit, then why 

doesn’t The Heritage Foundation include “Access to Credit” as one of the parameters 

while calculating the Index of Economic Freedom? And if it does influence the index, 

then to what extent and in what direction does it influence it? These are questions 

that are yet to be answered. In this paper I confirm that greater freedom yields 

improved access to credit. This suggests that greater freedom can be pursued 

through measures that enhance the access to credit in emerging and even mature 

economies. It also suggests that questions about how economic freedom is 

measured remain, including the parameters that measure such freedom.  

Finally, this study provides evidence suggesting that there exists a negative 

relationship between greater economic freedom and access to sovereign credit. In 

doing so, it suggests that greater economic freedom yields, greater access to credit. 
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This paper also attempts to highlight that some variables such as government 

spending, which are not directly accorded with economic freedom are included, and 

others such as access to freedom are not. This study, therefore, suggests it might be 

useful to rethink on what counts as economic freedom. 
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