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THE DARK SIDE OF GOVERNMENT INTERFERENCE

Construction of a government interference sub-index

As stated by Luttwak (1990), the end of the Cold War marks the conclusion of military confrontation
but in a realistic perspective, States aim at securing national power and operate inside their
borders to strengthen the domestic power through tax revenues, regulation, subsidies and
supporting innovation. The levels of government intervention vary considerably amongst different
countries and areas of the World, and mainly depend on the political regime and ideology. The
purpose of our work is to understand and formalize a country's government interference level
exploitable in the future by business and non-business stakeholders.
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We capture six different dimensions of globalization:
1. Perceived Corruption
2. Government Spending

3. Freedom to Trade

To build up the final globalization sub-index
we computed a simple average of the six
subindexes that are part of the final index.

4, Property rights
5. Regulation

6. Taxation
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SUB-SUB INDEX COMPONENTS
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Corruption is overwhelmingly perpetrated by businesses to
“facilitate” processes with public administrators and officials,
making it a rent extracted by government officials from the
private sector.

Thus, it can, in our opinion, be considered an “interference”
of governments in private business practices, as public
officials that ask for bribes to get things done cause a
distortion in the free market competitive environment.
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This index takes into account government spending as a
percentage of GDP. It allows us to capture the magnitude of a
government’s effort in influencing market dynamics
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This subindex is comprised of two inputs: the trade-weighted
average tariff rate and a qualitative evaluation of nontariff
barriers (“NTBs").

Overall, it constitutes a more comprehensive description of the
government interference in the countries’ trades compared to
the use of the MFN tariffs alone, as done in the previous year.
This subindex now includes 186 countries spanning from 2000
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It can represent instances in which excessive government
intervention may result in restriction of property rights, leading
investors to be discouraged and not incentivized to invest in the
country.

e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e

Property Rights —>

- —
e e

SOURCE AND METHODOLOGY Q

(7
-
L
o
(8 4
x
L
o
O
(a4
a

—
N

Government interference sub-index | Geopolitical Risk Index - 2024




SUB-SUB INDEX COMPONENTS

P e e e e e e e e e e e e e e e e e e e e e e e e T e T eI

’ . . . . S
The regulation environment is important to assess government

| \
& Regulations ‘ i interference, because the regulatory environment can directly !
a : E

influence the degree of control and intervention exerted by the
' government in various aspcets of public and private life.
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The level of taxation imposed by the government can reflect its
intervention in the economy. Higher tax rates, especially on income,
corporate profits, and consumption, often indicate greater
government involvement.
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CHINA, RUSSIA, AND UNITED STATES
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: g' The charts represents the degree of interference of the government in the
- . economy. Russia and China, as expected, have a higher degree of government interference. In |
‘Iﬁ ' the us, instead, we see an increasing trend, probably due |
Y . to stronger fiscal stimulus as a consequence of the Great Financial Crisis and the pandemic. )

_______________________________________________________________________________________________________

Government interference sub-index | Geopolitical Risk Index - 2024




BRICS

Brazil == Egypt, Arab Rep. == Ethiopia

Russian Federation

India = 1ran, Islamic Rep.

United Arab Emirates == China

South Africa
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: ,'/ BRICS countries, except for the United Arab Emirates, show a high degree
- . of government interference. This is probably due to |
n ' the increasing spending and subsidies programs backed by governments. The
E ' United Arab Emirates stand out with respect to the rest of the |

. countries, among which the only one showing a decreasing trend is India. |
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LATIN AMERICA

——=Brazil =—=Venezuela  ====Chile =—=Argentina —=—=~Colombia =—=Ecuador =—=MexicO === Uruguay
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From the Government Interference index, it is possible to notice the long-
term effects of liberalization policies in Latin America, mainly in Chile and Uruguay.
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REFERENCES FOR GOVERNMENT INTERFERENCE SUB-INDEX

Corruption Perception sub-index

2000 - CPI - Transparency.org

Property Right sub-index

https:.//www.heritage.org/index/pages/all-country-scores

Regulation sub-index

https://www.fraserinstitute.org/economic-
freedom/dataset?geozone=world&page=dataset&min-year=2&max-year=0&filter=0
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https://www.transparency.org/en/cpi/2000
https://www.heritage.org/index/pages/all-country-scores
https://www.fraserinstitute.org/economic-freedom/dataset?geozone=world&page=dataset&min-year=2&max-year=0&filter=0
https://www.fraserinstitute.org/economic-freedom/dataset?geozone=world&page=dataset&min-year=2&max-year=0&filter=0

REFERENCES FOR GOVERNMENT INTERFERENCE SUB-INDEX

Government Spendings sub-index

https://www.imf.org/external/datamapper/exp@FPP/USA/FRA/JPN/GBR/SWE/ESP/ITA/ZAF/IND

https://www.nottingham.ac.uk/credit/documents/papers/00-14.pdf

Trade Freedom sub-index

https.//www.heritage.org/index/pages/all-country-scores

Taxation sub-index

https://www.fraserinstitute.org/economic-freedom/dataset?geozone=world&page=dataset&min-
year=2&max-year=0&filter=0
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https://www.heritage.org/index/pages/all-country-scores
https://www.imf.org/external/datamapper/exp@FPP/USA/FRA/JPN/GBR/SWE/ESP/ITA/ZAF/IND
https://www.fraserinstitute.org/economic-freedom/dataset?geozone=world&page=dataset&min-year=2&max-year=0&filter=0
https://www.fraserinstitute.org/economic-freedom/dataset?geozone=world&page=dataset&min-year=2&max-year=0&filter=0

