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Reclaiming the Legacy of Liberty

The commemoration of the 250th anniversary of the United
States Declaration of Independence and the publication of
Adam Smith’s The Wealth of Nations serves as a profound
reminder that human flourishing is inextricably linked to indi-
vidual liberty and the rule of law.

This legacy of freedom is increasingly compromised by the
weight of administrative complexity, which functions as an
invisible shackle on modern society. Bureaucracy, while orig-
inally intended to provide rational governance, has evolved
into a formidable barrier that forces entrepreneurs to treat their
inherent right to produce as a mere concession granted by the
state through endless procedures and official discretion. This
burden is not merely a technical inconvenience but an ethical
challenge that stifles the creative potential of individuals and
undermines the prosperity of nations.

As the Adam Smith Center for Economic Freedom presents the
sixth edition of the Index of Bureaucracy, we go beyond abstract
theory to provide a rigorous quantification of this administra-
tive drain across the entire business life cycle. By analyzing the
stages of opening, running, and -for the first time in this edi-
tion- closing a business across 27 nations, the research reveals a
sobering reality for a sample that represents 94% of Latin Amer-
ican and the Caribbean and 59% of European’s GDP. Small

enterprises across these regions, which are the primary engines
of employment, are often forced to navigate a labyrinth where
formalization takes nearly ten months and exiting a market
can consume two years of unproductive effort. These delays
represent a massive waste of human capital and trap resources
in inefficient structures, creating a disconnect between institu-
tional design and economic reality.

The path forward requires more than just the adoption of new
technologies, which risk simply automating existing inefficien-
cies if not accompanied by deep institutional reform. This index
serves as an empirical tool to guide a transition from a culture
of state control to one of genuine facilitation, providing the
data necessary to dismantle the barriers that prevent individ-
uals from building their own well-being.

By reducing the weight of the administrative apparatus, we
can ensure that the principles of liberty enshrined in the Dec-
laration of Independence and The Wealth of Nations two and a
half centuries ago remain the foundation for growth in an era
of rapid global change. It is through this commitment to insti-
tutional freedom that we can liberate the human spirit to inno-
vate, compete, and flourish once again.
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ji. Words from the Coordinator

The Adam Smith Center for Economic Freedom, Florida International University

In 2026, we honor liberty as the élan vital of the individual and
the cornerstone of society. This year marks the 250th anniver-
sary of both the United States Declaration of Independence
and the publication of Adam Smith's seminal work, An Inquiry
into the Nature and Causes of the Wealth of Nations. Both
milestones, occurring in 1776, established that the prosperity
of nations is rooted in individual freedom, the rule of law, and
the markets capacity to generate wealth. Yet, two and a half
centuries later, excessive bureaucracy persists as an “invisible
shackle,” a burden that erodes competitiveness and curtails the
fundamental right of citizens to build well-being.

Within the framework of this commemoration, and amidst a
global landscape fractured by geopolitical tensions and signifi-
cant socioeconomic pressures, state efficiency transcends mere
technicality: it has become an ethical imperative to safeguard
liberty. While the revolution of artificial intelligence and digi-
talization promises to dismantle obsolete structures, technology
alone is insufficient. A profound reassessment of state interven-
tion is mandatory to ensure that innovation serves as an engine
for genuine freedom rather than a masked layer of control.

The Adam Smith Center for Economic Freedom at Florida
International University proudly presents the sixth edition of
the Index of Bureaucracy. This release marks a new milestone
in our trajectory: we have consolidated a research network
that currently spans 27 nations—representing 94% of the Latin
American and Caribbean GDP and 59% of the European—
solidifying our position as a premier global reference and
granting our findings significant statistical weight.

This endeavor is the result of a coordinated effort with world-
class think tanks and researchers in each nation, to whom 1
express my deepest gratitude for their rigor and profession-
alism. I wish to particularly recognize the work of economist
Leonardo Siles, whose responsible and dedicated assistance
was fundamental to the completion of this edition, as well as
the statistician Karen Tizado, whose expert support in quan-
titative processing provided the analysis with greater depth
and precision.

In this edition, the project has enjoyed the support of the Tem-
pleton World Charity Foundation, whose contribution, beyond
financial backing, serves as an endorsement of the technical
quality and relevance of our work. In this collaboration, we
recognize the vital participation of Roberto Salinas Leon.

My special thanks go to Dr. Carlos Diaz-Rosillo, founding
director of the Adam Smith Center for Economic Freedom,
for being a fundamental pillar in the advancement and global
reach of this research. My gratitude extends to the entire team
at the Center, whose logistical and administrative efficiency
made the realization of this report possible.

Two hundred and fifty years ago, the seeds of a world based
on landscapes of liberty were sown. In presenting this Index of
Bureaucracy 2026, we reaffirm our commitment to providing
the empirical evidence necessary so that those seeds may con-
tinue to flourish in economies that are more open, transparent,
and prosperous for all.



Iil. Executive Summary

Despite recurring pledges of administrative simplification,
modern governance is currently grappling with the paradox
of bureaucratic overload. This normative proliferation is not
incidental; it stems from structural incentives, such as regu-
latory cascading within multi-level systems and the political
impulse to legislate in response to every social demand. While
digital transformation and Artificial Intelligence (Al) emerge
as potential mitigators, their implementation without rigorous
institutional design risks automating inefficiency rather than
fostering economic freedom.

Consequently, bureaucratic quality must be recognized as a key
element for production. Its simplification and transparency do
not merely combat corruption and state capture; it is funda-
mental to ensuring that public administration serves as a cata-
lyst for social dynamism and the rule of law.

Furthermore, bureaucracy acts as a decisive filter throughout
the corporate life cycle, disproportionately affecting MSMEs
(micro, small, and medium enterprises), the primary engines of
global employment. Onerous entry barriers incentivize infor-
mality, while the accumulation of operational requirements sti-
fles growth. In the exit phase, complex liquidation processes
trap unproductive capital and distort economic statistics.

In light of these challenges, establishing a detailed diagnosis
of the obstacles facing the productive sector is critical. The
Index of Bureaucracy 2026, now in its sixth edition, addresses
this challenge through a structural evolution, providing an inte-
gral analysis of the three milestones of the business life cycle:
opening, running, and closing. This 360-degree perspective
enables the precise identification of the primary impediments
to economic liberty at every stage. This analytical depth is
further enhanced by an unprecedented geographic expansion,
extending its reach to 27 nations across Latin America, the
Caribbean, and Europe.

Collectively, this sample represents 12% of the global popula-

tion and approximately 21% of global GDP. The coverage in
Latin America and the Caribbean is particularly noteworthy,
encompassing 94.4% of the population and 94.3% of the
regional GDP. Europe is represented by 50% of its population
and 59% of its output; specifically, the European Union reflects
a representativeness of 60% and 63%, respectively. These fig-
ures underscore the significance and breadth of the findings
presented in this study.

The Index of Bureaucracy is a metric that quantifies the
time—measured in hours—required for businesses to nav-
igate bureaucratic procedures, ranging from initial startup
and formal legalization to ongoing compliance and even-
tual closure.

The study systematizes the administrative burden through a
categorized framework: five groups for opening procedures,
three for running a business, and three for business closure.

To provide context for these results, an exhaustive analysis of
each country’s productive structure was conducted, empha-
sizing the activities of small enterprises within the primary, sec-
ondary, and tertiary sectors. Furthermore, the criteria defining
a “small enterprise”—including annual revenue, headcount/
number of employees, and asset value—were evaluated. Typi-
cally, national definitions incorporate at least two of these cri-
teria, either through mathematical correlations or sector-specific
differentiation.

An examination of small business definitions reveals that
nations primarily employ three criteria: workforce size, annual
revenue, and asset value. Regarding personnel, the predominant
range fluctuates between 10 and 50 employees. There is a pro-
nounced heterogeneity in maximum annual revenue thresholds,
spanning from USD 20,000 to USD 60 million—a reflection
of the stark disparities and scales of the respective economies.
Asset value is utilized as a metric in only six countries within
the sample, with thresholds ranging from a ceiling of USD
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100,000 to USD 50 million.

The Opening Index of Bureaucracy 2026 exposes a critical
systemic weakness: formalizing a small enterprise requires an
average of 1,638 hours (equivalent to 9.5 business months).
This administrative burden is not correlated with national
income levels nor overall development; rather, it hinges on a
nation’s commitment to institutional efficiency. The primary
sector is the most severely impacted, while activity-specific
procedures constitute the primary bottleneck. Based on per-
formance across the five categories of opening procedures, the
top-performing cluster comprises Brazil, Chile, the Domin-
ican Republic, Ecuador, Spain, France, Guatemala, Guyana,
Italy, Mexico, Portugal, Paraguay, El Salvador, Ukraine, and
Uruguay.

The Running Index of Bureaucracy 2026 reveals that a small
enterprise must dedicate, on average, 1,178 hours annually
to maintain formal operational compliance. This is equivalent
to 57% of a full-time employee’s annual workload dedicated
exclusively to administrative tasks, in some cases necessitating
the hiring of up to two people for this sole purpose. The sec-
ondary sector experiences the most significant impact, with
the primary burden stemming from certifications, licenses, and
tax or labor safety obligations, elements that form the core of
administrative paralysis across the 27 nations analyzed. Based
on performance across the three categories of operational pro-
cedures, the top-performing clusters comprise 19 countries:
Argentina, Brazil, Costa Rica, the Dominican Republic, Spain,
France, the United Kingdom, Italy, Mexico, Ukraine, Uruguay,
Bolivia, Chile, Ecuador, Guyana, Honduras, Portugal, Para-
guay, and El Salvador.

The Closing Index of Bureaucracy 2026 demonstrates that the
formal closure of a small business is an extraordinarily onerous
process, requiring an average of 3,654 hours (nearly two years
of management). The crux of the issue lies in the Liquidation
stage, which consumes 60% of the total time, followed by Reg-
istration and Notification. While some nations resolve the clo-
sure in under 350 hours, extreme cases such as Guyana and
the Dominican Republic record periods of six and nine years,

respectively. Regarding performance in the three categories
of closure procedures, the best-positioned clusters are those
constituted by Argentina, Bolivia, Brazil, Colombia, Ecuador,
Spain, Honduras, Panama, Paraguay, Chile, Costa Rica, France,
Guatemala, Italy, Portugal, El Salvador, Ukraine, and Uruguay.

To quantify the magnitude of the economic distortion gener-
ated by bureaucratic excess, an opportunity cost analysis was
conducted for both the private sector and the nation at large.
Under this framework, the consolidation of opening, running,
and closing costs reveals that the business community allocates
USD 33 billion annually exclusively to administrative man-
agement. It is essential to specify that this figure represents the
operational burden and does not include the payment of fees or
tariffs associated with the procedures.

Likewise, a second assessment based on forgone labor pro-
ductivity highlights the broader economic impact. By valuing
the time invested in bureaucratic processes, it is estimated that
the GDP at stake amounts to USD 140 billion per annum.
This figure not only evidences a massive loss of efficiency but
is roughly equivalent to 16.5% of the GDP of the countries
analyzed.

The findings presented herein underscore the imperative to opti-
mize the efficiency and transparency of public administrations.
It is essential that regulatory rigor coexist with administrative
agility; to this end, superfluous or unjustifiably intrusive proce-
dures must be rigorously purged. Such administrative simplifi-
cation serves not only as a bulwark against corruption but also
reinforces social cohesion and the integrity of the rule of law.

The Index of Bureaucracy 2026 establishes itself as an essen-
tial analytical instrument for policymakers, the private sector,
and civil society. By providing empirical evidence, it enables
the precise identification of structural obstacles and facilitates
the extraction of global best practices for the design of evi-
dence-based public policy. In a global environment redefined by
technological disruption, the modernization of the state appa-
ratus is not optional; it is a sine qua non for cementing free,
competitive, and prosperous societies.

=

=i




Evolution of Bureaucratic Thought

Contemporary scholarship on bureaucracy transcends the mere
dynamics of public administration, embedding itself within
the spheres of economics and political science, while seeking
solutions to its inherent challenges through cybernetics. His-
torically, analysis has transitioned from classical sociological
perspectives toward models of incentives and autonomy that
define state efficiency. Consequently, bureaucracy has been con-
ceptualized through diverse lenses: as a rational mechanism of
governance, a collection of utility-maximizing actors, a compet-
itive internal hierarchy, or a semi-autonomous political entity.

Max Weber’s seminal analysis, presented in The Theory of
Social and Economic Organization (1947"), remains the grav-
itational center of bureaucratic studies. Weber conceptualized
bureaucracy not merely as an administrative scheme, but as
the organizational manifestation of rational-legal authority.
This structure is underpinned by critical institutional pillars:
an unequivocal hierarchy of command, functional specializa-
tion, strict meritocratic recruitment, and an impersonal admin-
istration governed by documentary formality.

Far from being a simple management tool, bureaucracy con-
stitutes a legitimate form of domination anchored in legality
and technical proficiency. Its value proposition to the economic
system lies in predictability, precision, and disciplined compe-
tence. However, Weber’s vision was deeply ambivalent. While
he recognized the technical superiority of this model in the face
of expanding state functions, he warned of the systemic risk
of an “iron cage”: a hyper-rationalization that, in its pursuit of
efficiency, threatens to stifle individual liberty and organiza-
tional flexibility.

In contrast to Weber’s sociological focus, William Niskanen’s
Bureaucracy and Representative Government (1971?%) applies
public choice theory, portraying bureaucrats as rational actors
who maximize personal utility. He models public agencies as
monopoly providers of government services, where directors
seek larger budgets to augment their power, prestige, and com-
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pensation. Principal-agent problems between agencies and leg-
islators allow bureaucrats to secure budgets exceeding the social
optimum, making expansion inherent to modern political sys-
tems. While Weber emphasizes rule-bound rationality, Niskanen
highlights strategic self-interest, reframing the bureaucracy as
an active participant in principal-agent relations. This perspec-
tive shifted scholarly attention from formal structures toward
incentive systems, inspiring extensive research on monitoring,
contracting, and institutional constraints.

Breton and Wintrobe’s The Logic of Bureaucratic Conduct
(1982%) refines the economic perspective. Rejecting pure budget
maximization, they describe bureaucracy as a multi-level hier-
archy where superiors and subordinates exchange loyalty for
resources and support. Authority is maintained not only through
formal positions but via internal competition and negotiated
compliance. Their analysis focuses on the nexus between con-
trol and discretion within hierarchies, emphasizing internal
dynamics over exclusive external legislative oversight.

Aberbach, Putnam, and Rockman, in Bureaucrats and Pol-
iticians in Western Democracies (1981%), offer an empirical
and comparative perspective. Based on international surveys,
they challenge the conventional separation between politics
and administration, finding instead considerable convergence:
high-level civil servants frequently participate in agenda-set-
ting and policy negotiation. This blurs Weber’s ideal distinc-
tion between neutral technical competence and elected political
leadership, suggesting that modern governance often involves
shared authority and porous boundaries.

Guy Peters’s 2022 article, Understanding Bureaucratic Auton-
omy,’ synthesizes decades of research on the scope of agency
independence. He distinguishes between formal autonomy,
de facto autonomy, and reputational autonomy. Peters pres-
ents autonomy as a variable, relational, and context-specific
phenomenon, shaped by political conditions, administrative
capacity, and external legitimacy.

A recurring theme across these perspectives is discretion: the
degree of interpretative authority exercised by burcaucrats.

1 Weber, Max (1947). The Theory of Social and Economic Organization. Translated by A. M. Henderson and Talcott Parsons. New York: Oxford Uni-
versity Press.

2 Niskanen, William A. (1971). Bureaucracy and Representative Government. Chicago: Aldine-Atherton.

3 Breton, Albert and Wintrobe, Ronald (1982) The Logic of Bureaucratic Conduct: An Economic Analysis of Competition, Exchange, and Efficiency in
a Hierarchical Organization. Cambridge: Cambridge University Press.

4 Aberbach, Joel D., Putnam, Robert D. and Rockman, Bert A. (1981) Bureaucrats and Politicians in Western Democracies. Cambridge, MA: Harvard
University Press.

5 Peters, B. Guy (2022). “Understanding Bureaucratic Autonomy: Existing Approaches and a Way Forward.” Public Management Review 24(4): 513—
530.




This focus leads naturally to the concept of street-level bureau-
cracy, referring to the significant decision-making power held
by frontline public employees—police officers, teachers, social
workers, and inspectors—who implement policy through daily
interactions with citizens. Confronted with limited resources
and ambiguous directives, these officials transform general laws
into concrete outcomes. Their discretionary decisions can either
reinforce or undermine equity and accountability, proving that
judgment remains an essential element of bureaucratic proce-
dures.

Bureaucratic Overload: A Paradox

Within contemporary governance studies, a persistent paradox
remains: despite continuous political pledges of deregulation
and administrative simplification, the volume and complexity
of rules continue to escalate. Scholarship suggests that rule
expansion originates not solely from bureaucratic inefficiency,
but from deep-rooted structural incentives and political con-
siderations.

A key framework for explaining the proliferation of government
rules is Bozeman’s Theory (1993°). In this model, rule develop-
ment is conceived as an essentially neutral activity that allows
administrations to function predictably and transparently. How-
ever, Bozeman argues that the same mechanisms producing
beneficial formalization can generate harmful “red tape.” This
dysfunction arises via two paths: rule-birth red tape, rules that
are flawed from inception; and rule-evolution red tape, rules
that begin with legitimate objectives but become burdensome
as contexts shift or additional procedures are layered on. Over
time, even rules designed to improve efficiency can lose their
utility while retaining their administrative burdens.

A deeper understanding of the accumulation of rules stems from
studies on vertical cascades of regulation. Kaufmann and van
Witteloostuijn (20177) investigate how norms established at
higher levels of governance frequently trigger increased regu-
latory output at lower levels. In multilevel governance systems,
supranational or national regulations require interpretation and
practical application by implementing agencies. Consequently,
these entities typically develop internal guidelines, protocols,
and standards to define responsibilities, harmonize practices,
and fulfill obligations imposed from higher levels. This pro-
cess of adaptation generates additional rules within government
bodies, producing chains of regulatory expansion that accumu-
late over time. Thus, the authors suggest that the proliferation
of rules is often an inherent characteristic of governance archi-
tectures, rather than the result of isolated bureaucratic excesses.

Political motivations also drive regulatory expansion. Jakobsen
and Mortensen (2016%) explore how shifting political agendas
influence the growth of administrative rules. Politicians fre-
quently turn to new rules to advance public policy objectives,
address social concerns, and project resolve to voters. Since
enacting new regulations typically attracts more attention than
repealing existing ones, electoral pressures tend to favor reg-
ulatory accumulation. The primary implication of their study
is that the creation of bureaucracy is closely linked to political
forces and, therefore, cannot be understood solely as an iso-
lated technical activity.

Gratton et al. (2021°) delve into the interaction between polit-
ical incentives and bureaucratic complexity, focusing on the
overproduction of laws. Their model suggests that inefficient
bureaucracy makes it difficult for politicians to evaluate the per-
formance of existing laws. In response, legislators may attempt
to present themselves as reformists by introducing new bills,
leading to a “Kafkaesque” framework marked by a complex
legal web and procedural disorder. This can lead to legislative
overproduction, often resulting in redundancies or contradic-
tions with existing regulations. The authors characterize the out-
come as a Kafkaesque framework, defined by a complex legal
labyrinth and procedural disorder. By focusing on the short-
term incentives facing politicians, this model seeks to explain
the sustained growth of rules and bureaucracy.

More recent scholarship facilitates the comparison and sys-
tematization of studies analyzing bureaucratic and regulatory
growth. Hinterleitner et al. (2023'°) posit this phenomenon as
a central structural element of contemporary governance. They
identify factors such as rising social expectations, institutional
fragmentation, and the political preference for layering new
strata of regulation and bureaucracy onto existing frameworks
rather than replacing them. This leads to an incremental accu-
mulation of bureaucracy and regulation, resulting in increas-
ingly dense policy clusters. Paradoxically, reforms aimed at
simplification often introduce new obligations, ultimately
fueling further expansion of the regulatory corpus.

Fernandez-i-Marin et al. (2021'") analyze the excessive accu-
mulation of policies in relation to administrative capacities
through the concept of bureaucratic overburdening. This study
demonstrates a widening gap between policy volume and the
resources available for implementation. As new rules prolif-
erate, agencies face mounting pressure to apply, monitor, and
enforce them. In the absence of proportional resource increases,
this yields implementation bottlenecks, such as delays, dimin-
ished effectiveness, and a divergence between formal norms
and actual outcomes (e.g., the discrepancy between officially

6 Bozeman, B. (1993). “A Theory of Government Red Tape.” Journal of Public Administration Research and Theory, 3(3), 273-304.

7 Kaufmann, W., and van Witteloostuijn, A. (2017). “Do Rules Breed Rules? Vertical Rule-Making Cascades at the Supranational, National, and Orga-
nizational Levels.” Organization Studies, 38(3—4), 381-403.

8 Jakobsen, M. L., and Mortensen, P. B. (2016). “How Politics Shapes the Growth of Rules.” Governance, 29(1), 39-55.

9 Gratton, G., Guiso, L., Michelacci, C., and Morelli, M. (2021) “From Weber to Kafka: Political Instability and the Overproduction of laws.” Amer-

ican Economic Review, 111(9), 2964-3003.

10 Hinterleitner, M., Knill, C., and Steinebach, Y. (2023) “The Growth of Policies, Rules, and Regulations: A Review of the Literature and Research

Agenda.” Regulation & Governance, 17(4), 1298-1316.

11 Fernandez-i-Marin, X., Knill, C., and Steinebach, Y. (2021). “Bureaucratic Overburdening in Advanced Democracies.” Governance, 34(3), 731-748.




mandated processing times and actual duration).

Collectively, these studies indicate that the expansion of bureau-
cracy and its attendant procedures arises from a combination
of political incentives, institutional designs, and organizational
adaptations. Electoral competition drives legislators to enact
new regulations as a means of demonstrating activity and com-
mitment. Multi-level systems generate cascades of normative
production as mandates from higher tiers are translated into
lower-level operations. Simultaneously, policy overlap and the
infrequent repeal of existing norms sustain a constant regula-
tory accumulation. These patterns create systemic headwinds
that hinder the success of reforms intended to reduce bureau-
cratic burden.

Bureaucracy and Digital Transformation

Faced with the necessity of designing systems that harmo-
nize technological infrastructure with agile legal frameworks
and administrative processes, digitalization has ceased to be
a peripheral option and has become the cornerstone of state
competitiveness. This shift demands a transition from isolated
information silos toward interoperable ecosystems that ensure
transparency and accountability in public management.

The integration of digital tools and Artificial Intelligence (AI)
offers a glimpse of a significant reduction in administrative bur-
dens and greater precision in policy implementation. However,
this process is not without structural challenges and hazards;
poorly executed digitalization risks automating inefficiency,
creating new layers of regulatory complexity, or deepening the
“iron cage” of hyper-rationalization previously warned of in
classical theory. Thus, technology emerges as a double-edged
sword, requiring rigorous institutional design to prevent mod-
ernization from becoming an additional source of overload or
a threat to the discretion necessary for fair governance.

Furthermore, the implementation of this digital transforma-
tion faces structural challenges such as institutional variation,
where traditional bureaucracies often replicate analog processes
behind digital fagades, and regulatory fragmentation that dis-
incentivizes innovation. Consequently, data security and pri-
vacy emerge as the pillars of citizen trust, indispensable for
maintaining the legitimacy of any digital governance system.

For the business sector and policymakers, a robust digital archi-
tecture is the definitive tool for mitigating administrative over-
load, reducing transaction costs through digital identity and the
automation of procedures. By facilitating data-driven, real-time
governance, it enables the design of more precise public poli-

cies that attract both capital and talent.

In a recent work by Cieslak and Levy-Carciente (2026'%), four
dimensions of Al-driven transformation are highlighted: a)
algorithmic coordination and control; b) the redistribution of
discretion between human actors and machines; c) challenges
to legitimacy and trust; and d) shifts in power dynamics within
human-Al interaction. These dimensions reveal that Al reshapes
bureaucracy through organizational, institutional, and political
processes, rather than solely through its technological impact.
Moreover, the authors note that Al readiness is strongly associ-
ated with regulatory quality but only weakly related to admin-
istrative efficiency from a business perspective, indicating that
these represent distinct performance dimensions. The findings
underscore that Al-driven administrative change is uneven and
domain-specific, highlighting the need to disaggregate bureau-
cratic quality when assessing the implications of Al for public
governance. The document emphasizes that digital transforma-
tion is not a mere technological upgrade but a profound recon-
figuration of the institutional and operational architecture of
public administration for the information age.

It is worth noting that, ultimately, the success of this transfor-
mation rests on the leadership required to reform institutions,
ensuring the State functions as a facilitator of twenty-first-cen-
tury economic dynamism, which in turn fosters environments
of liberty.

Bureaucracy and the Business Life Cycle

The interaction between public administration and the private
sector is not a static phenomenon but rather a dynamic process
in which bureaucracy serves as a decisive filter for the survival
and expansion of economic units. This impact manifests regres-
sively, disproportionately affecting small businesses, which lack
the economies of scale and administrative infrastructure neces-
sary to absorb high compliance costs.

The importance of this segment is paramount: globally, micro,
small, and medium-sized enterprises (MSMEs) represent approx-
imately 90% of the business fabric and generate over 50% of
world employment. In emerging economies, this figure is even
more compelling, as formal SMEs contribute up to 40% of the
national Gross Domestic Product (GDP), a proportion that rises
significantly when the informal sector is taken into account
(World Bank, 2024'%; TFC, 2025').

In Latin America and the Caribbean, the weight of small busi-
ness is structurally decisive, yet it faces critical productivity chal-
lenges. According to data from ECLAC and the ILO (2024,

12 Cieslak, V. and Levy-Carciente, S. (2026) “The Digital Architect: How Al Is Rebuilding the Modern Bureaucracy.” Latin Trade, March 16, 2026,
https://latintrade.com/2026/03/16/the-digital-architect-how-ai-is-rebuilding-the-modern-bureaucracy-a-column-by-veronika-cieslak-and-sary-levy-carciente/.

13 World Bank (2024). Small and Medium Enterprises (SMEs) Finance: Improving SMEs’ Access to Finance and Finding Innovative Solutions to Unlock
Sources of Capital. Washington, DC: World Bank Group, https://www.worldbank.org/en/topic/smefinance.

14 International Finance Corporation, IFC (2025). MSME Economic Outlook 2025: Bridging the Digital and Financing Gap for Global MSMEs. Wash-

ington, DC: World Bank Group.

15 OIT (2024). Informe Mundial sobre Salarios 2024—2025: ;Estd disminuyendo la desigualdad salarial a nivel mundial? Ginebra: Oficina Internacional
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2025'%), MSMEs constitute more than 99.5% of all enterprises
in the region and are responsible for generating 60% of formal
productive employment. However, their contribution to regional
GDP is proportionally lower than in OECD countries (approx-
imately 25% compared to 50-60%), evidencing a challenging
productivity gap. Despite this disparity, these enterprises are the
primary engine of income for Latin American families, acting as
the “most effective antidote to poverty” by providing direct suste-
nance to millions of households. Their role in job creation is vital
in a context where regional employment growth has slowed to
annual rates of 1.7%, with small units absorbing the bulk of the
young and vulnerable workforce (ECLAC, 2024'7; IDB, 2025'%).

During the opening phase—spanning from initial registration to
commencement of operations— what is termed rule-birth red
tape (Bozeman, 1993) establishes entry barriers that frequently
exceed the initial capacity of entrepreneurs. When procedures
are excessively onerous, they create a perverse incentive toward
informality as the sole survival mechanism; this prevents the
enterprise from being legally established and restricts its access
to financing and judicial protection.

As the firm enters its growth and scaling phase, it encounters
a regulatory cascade where operational expansion often trig-
gers multiple levels of regulation—local, national, suprana-
tional, and sectoral—that accumulate without a proportional
repeal of prior norms. This phenomenon frequently results
in the “dwarfism trap,” a scenario in which small businesses
prefer to remain undersized to avoid new layers of oversight
and administrative burdens that would erode their competitive-
ness (Bentolila, Dolado and Jimeno, 2012"). In the stage of
maturity and innovation, rule-evolution bureaucracy, rules that
have lost their utility but maintain their burden, drains financial
and human resources that should be allocated to research and
development. The “iron cage” foretold by Weber materializes,
stifling the flexibility to innovate and increase productivity, both
of which are indispensable in global markets.

In the exit or closing phase of a business, complex liquidation
processes act as barriers that trap capital in unproductive units,
distorting the actual count of active enterprises within each
productive sector, region, or country. This statistical distortion
represents a critical information failure that skews the percep-
tion of a nation’s overall economic health.

When rule-birth red tape establishes excessively onerous entry
barriers, a significant proportion of the business community
opts for informality as a survival mechanism. This creates an

under-registration that renders the true size of the productive
sector invisible. This disconnection between official records
and economic reality prevents policymakers from designing
precise strategies for fostering innovation or broadening the
tax base, as they rely on a fragmented census that ignores the
dynamics of informal small businesses.

Conversely, the exit phase of the business life cycle also con-
tributes to this distortion due to the accumulation of rules and
the complexity of liquidation procedures. High exit barriers
result in many firms that have ceased operations remaining for-
mally active in government registries, acting as “zombie compa-
nies” that inflate official statistics. This administrative overload,
characterized by a complex legal web, generates delays and dis-
crepancies between official processing times and operational
reality, ultimately tainting data on corporate demographics.

The lack of interoperable ecosystems and regulatory fragmen-
tation hinder real-time, data-driven governance, thereby exac-
erbating the lack of transparency and accountability. Without
a robust digital architecture that enables a unified digital iden-
tity, the State cannot mitigate administrative overload nor accu-
rately track the progression of firms from opening to maturity.
Fixing this distortion is fundamental not only for efficient tax
collection but also for ensuring the State acts as a facilitator
that fosters environments of liberty and economic dynamism
grounded in the reality of its productive actors.

Lastly, and of equal importance, the simplification and stream-
lining of administrative processes is not merely a measure of
economic efficiency but a primary tool in the fight against cor-
ruption and the prevention of state capture. Bureaucratic over-
load and normative disorder (Gratton et al., 2021%°) serve as a
breeding ground for opacity; when rules are excessive, contra-
dictory, or difficult to fulfill, the discretionary power of officials
increases. This discretion, compounded by a lack of interop-
erability, creates incentives for private actors to seek “short-
cuts” through bribery or for specific interest groups to influence
the creation of new, favorable rules—a phenomenon known as
regulatory capture. Within this context, the budget-maximiza-
tion model (Niskanen, 1971%'") warns that bureaucracy tends to
expand inefficiently in the absence of clear transparency con-
trols. Therefore, regulatory simplification, procedural agility,
the standardization of criteria, and the reduction of unnecessary
discretionary contact restore the sovereignty of the law and pro-
tect enterprises from extortion networks. This ensures that the
State functions as an impartial arbiter rather than an entity cap-
tured by special interests (Transparency International, 2024?).
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Ultimately, a modern public administration must recognize that
bureaucratic quality is an essential factor of production, espe-
cially for the small enterprise, the irreplaceable engine of social
dynamics and family income stability.

Toward Unfettered Liberty: 250 Years,
One Legacy

This 2026, we find ourselves at a historical crossroads of pro-
found relevance for economic and political thought: the 250th
anniversary of the United States Declaration of Independence
and the publication of Adam Smith’s An Inquiry into the Nature
and Causes of the Wealth of Nations. Both milestones, occur-
ring in 1776, laid the foundations of a world order built upon
individual liberty, the rule of law, and the market’s capacity to
generate prosperity. However, two and a half centuries later, the
dynamism described by Smith and the autonomy defended by
the Founding Fathers face a silent and persistent threat.

Contemporary bureaucracy, far from being limited to its func-
tion of technical organization, has frequently transformed into
an “invisible barrier.” This structure, which originally sought
rationality, now often operates as a systemic impediment that
stifles the entrepreneurial spirit and curtails the freedom of
action of citizens. When regulatory excess and administrative
overload become the norm, liberty ceases to be a full right and
instead becomes a concession mediated by permits, procedures,
and official discretion.

In this commemorative context, the struggle for administrative
simplification and efficiency must not be viewed merely as a
technical reform but as a moral imperative to reclaim the ideals
of 1776. Recognizing bureaucracy as an obstacle to liberty is
the first step toward transitioning to an institutional architecture
that, rather than imprisoning the individual, acts as a facilitator
for that natural flow of effort that Smith considered the true
source of the wealth and well-being of nations. Only by liber-
ating productive units, especially small businesses, from these
invisible chains can we ensure that the legacy of freedom we
celebrate today continues to flourish in the twenty-first century.

Index of Bureaucracy 2026

This sixth edition of the Index of Bureaucracy 2026,
developed at the Adam Smith Center for Economic
Freedom at Florida International University, examines
the impact of administrative burden on small businesses
to advance an agenda of transformation toward a future
of productive dynamism and civil liberties.

Its objective is to offer insights that guide policymak-
ers and the business community, while providing tools
for citizens to exercise effective oversight of public ad-
ministration. Furthermore, the index fosters a critical
analysis of state management; promotes the principle of
subsidiarity in relation to private activity; and works in
favor of a free, responsible, and prosperous society.

Methodologically, the study has been expanded and
deepened this year by quantifying the bureaucratic bur-
den across three critical stages of the business life cycle:
opening until commencement of operations; compliance
with recurring procedures to maintain operational for-
mality; and, as a new feature for this edition, the pro-
cesses required for business closure. This advancement
in analytical depth coincides with the continuous growth
of the research, which continues to broaden its spatial
scope to offer an increasingly comprehensive view of
the bureaucratic impact on enterprises and their produc-
tivity.

Regarding its geographic reach, the index has achieved
a notable expansion and currently covers 27 nations.
Within Latin America and the Caribbean, the study
encompasses 20 countries: Argentina, Bolivia, Brazil,
Chile, Colombia, Costa Rica, Ecuador, El Salvador,
Guatemala, Guyana, Honduras, Jamaica, Mexico, Pan-
ama, Paraguay, Peru, the Dominican Republic, Trinidad
and Tobago, Uruguay, and Venezuela. On the Europe-
an continent, the research integrates seven countries:
France, Germany, Italy, Portugal, Spain, Ukraine, and
the United Kingdom, consolidating itself as a transatlan-
tic reference for administrative efficiency.

Altogether, the sample represents 12% of the world’s
population and approximately 21% of global product.
The coverage in Latin America and the Caribbean is par-
ticularly striking, reaching 94.4% of the population and
94.3% of its GDP. Meanwhile, Europe is represented by
50% of its population and 59% of its product; specifi-
cally, the European Union records a representativeness
of 60% and 63%, respectively. These figures underscore
the relevance and scope of the results obtained in this
study.

The gathering of information required for the calcula-
tions was carried out with the support of the following
organizations/researchers (alphabetically):

* Asociacion de Contribuyentes del Peru, Peru

* B&K Agency SRL (responsible for the data collection for
Italy and Ukraine)

» Berlin Center For Individualist Thought, Germany

* CEDATOS (responsible for the data collection for France,
Honduras, Jamaica, and Venezuela), Centro de Estudios para
el Desarrollo, Uruguay

* Centro de Investigaciones Econémicas Nacionales, Gua-
temala (responsible for the data collection for Guatemala
and El Salvador)

* Dianna Dasilva, Guyana.
» Fundacion Innovacion para el Desarrollo, Colombia.

* Fundacion Internacional para la Libertad, Espafia



* Fundacion Libertad, Argentina

* Fundacion Libertad, Panama

* Hong Wang Ngu, United Kingdom
¢ IDEAS Labs, Costa Rica

» Institute of International Relations, University of West
Indies, Campus de St. Augustine, Trinidad and Tobago

¢ Instituto Ecuatoriano de Economia Politica, Ecuador
 Instituto Fernando de la Mora, Paraguay

» Instituto Libertad y Desarrollo, Chile

» Instituto + Liberdade, Portugal

e Instituto Millenium, Brazil

* Instituto OMG, Dominican Republic

e Libera Bolivia, Bolivia

e México Evalua, Mexico.

From the data collection, the most representative productive
activities within each economic sector for each country are
identified, alongside the bureaucratic procedures required at
each stage (opening, running, and closing). The study docu-
ments the time required for each task and the frequency with
which they must be performed (for running procedures). This
data serves as the basis for a comparative analysis of results and
an assessment of the opportunity cost impacts in both financial
terms for the firm and output for the nation.

The objective is to provide actionable information to policy-
makers, entrepreneurs, and citizens who are driving transfor-
mations to enhance governance, productivity, and the overall
quality of life for the citizenry.




I1.1. Definition and Identification of the

Representative Small Enterprise

One of the methodological distinctives of the Index of Bureau-
cracy is its analysis of regulatory burden within the spe-
cific legal and normative framework of each country. Rather
than applying a standardized model of productive activity or
selecting one at random, the study adapts to the specific eco-
nomic structure of each nation through a disaggregation by eco-
nomic sectors (primary, secondary, and tertiary). This approach
ensures a more accurate measurement of the administrative
hurdles that actually constrain productivity in each country.

In examining the definitions of a small enterprise, it is observed
that countries primarily employ three criteria: the number of
employees, the volume of revenue, and the value of assets.
Regarding the workforce, the limit is established below 250
workers, although the predominant range oscillates between
10 and 50 workers. There is a marked heterogeneity in the
maximum levels of annual revenue, with a range varying from
USD 20,000 to USD 60 million, reflecting the disparities and
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dimensions of the economies. The level of assets is used as
a selection criterion in only six countries of the sample. The
thresholds vary significantly, from a maximum of USD 100,000
to 50 million dollars.

An analysis of sectoral relevance reveals that most of the
nations studied possess a predominantly tertiary economy, with
contributions exceeding two-thirds of their GDP. The secondary
sector ranks as the second-largest economic force, accounting
for between one-quarter and one-fifth of the total.

I1.2. Opening Index of Bureaucracy

Based on totals weighted by the relative importance of eco-
nomic sectors in each country within the sample, the Opening
Index of Bureaucracy yields an average of 1,638 hours required
to open a small business and render it ready to operate for-
mally. This figure is equivalent to 68 continuous days (of 24
hours) or 205 eight-hour workdays, representing approxi-
mately 9.5 working months dedicated exclusively to com-
plying with mandatory administrative procedures. The results
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Figure 1. Opening Index of Bureaucracy 2026. Country, 1Categogy of Procedures (in hours, weighted average by sectoral
relevance).




reveal a high degree of dispersion among the countries ana-
lyzed: the maximum recorded value exceeds the minimum by a
factor of almost 18. Specifically, the time required ranges from
223 hours to 3,942 (Fig. 1).

According to the World Bank’s income classification, the
sample consists of 12 high-income countries, 12 upper-mid-
dle-income countries, two lower-middle-income countries, and
one unclassified (Venezuela). Conversely, under IMF’s criteria,
six are categorized as advanced economies, one as an emerging
and developing economy in Europe, and 20 belong to Latin
America and the Caribbean. Nevertheless, these categorizations
do not demonstrate a correlation with the countries’ rankings; it
can therefore be inferred that it is the institutional efforts, along
with the domestic political and technical commitments, within
each nation that determine the observed results.

Considering the various economic sectors, the primary sector
exhibits the highest bureaucratic burden at 2,137 hours, fol-
lowed by the tertiary sector at 1,883 hours, while the secondary
sector shows 1,819 hours.

Within the context of requirements for opening a small busi-
ness, in nine of the nations analyzed, the administrative burden
associated with procedures specific to a given economic activity
stands out as the most burdensome. These procedures account
for an average of 43% of the total bureaucratic burden, requiring
706 hours.

Ranking second in terms of significance are municipal pro-
cedures and permits, which demand an average of 515 hours,
equivalent to 32% of the total time, and constitute the greatest
time burden in eight countries.

Excessive bureaucracy acts as a barrier to entry that discourages
business creation; the associated opportunity costs and resource
depletion prove prohibitive before operations can even begin.
By transforming legal compliance into a labyrinthine process,
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productive entities are driven toward the informal economy.
This phenomenon not only renders employment precarious and
diminishes tax revenue but also undermines economic vitality
by depriving new investments of the legal certainty necessary
to scale up and compete

I1.3. Running Index of Bureaucracy

The findings of the study, which cover 27 nations, indicate that
a small business must allocate, on average, 1,178 hours annu-
ally to complying with the bureaucratic requirements necessary
to operate formally. This figure—calculated using a weighted
average based on the relative importance of economic sec-
tors in each country—is equivalent to 147 eight-hour work-
days. Under a standard schedule of 260 working days per year
(52 weeks of five working days, excluding public holidays),
this requirement implies that 57% of an employee’s annual
working time is dedicated exclusively to fulfilling adminis-
trative obligations imposed by public bureaucracy (see Fig. 2).

In terms of distribution, 19 of the countries analyzed exhibit
bureaucratic burden levels below the average, while eight sit
above it; notably, 18 nations out of the total do not exceed
the threshold of 50% of a worker’s annual time. While the
minimum value recorded is 242 hours per year, equivalent to
30 workdays, or 12% of a worker’s capacity, the maximum
reaches 3,239 hours. This extreme figure represents 405 eight-
hour workdays, which, in operational terms, translates into the
need to hire more than one full-time employee solely to manage
regulatory compliance.

An assessment by economic sector indicates that, on average,
across the countries under study, the least affected by the burden
of operational formalities is the tertiary sector (1,077 hours
annually), followed by the primary sector (1,176 hours annu-
ally), while the secondary sector reports the heaviest burden
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Figure 2. 2026 Running Index of Bureaucracy. Country, type of procedure (hours/year weighted average by sectoral rele-
vance).




(1,473 hours annually). However, the differences among them
are not substantial.

An analysis by procedure reveals that the “Other” category con-
stitutes the segment with the highest time demand, averaging
503 hours per year (63 working days), which represents 43%
of the total time allocated to bureaucracy. Within this section,
procedures specific to productive activities, as well as those
stemming from certifications and licenses, stand out due to
their complexity. It is worth noting that this set of procedures
exhibits extreme disparity, with a range spanning nearly 2,300-
fold, from a minimum of one hour per year in Italy to a max-
imum of 2,297 hours per year in Jamaica.

This excessive burden imposes a “glass ceiling” on develop-
ment, diverting both human and financial capital away from
innovation and toward mere regulatory compliance. Further-
more, the inherent complexity and prolonged waiting times
create a perverse incentive for corruption, encouraging busi-
nesses to seek informal shortcuts or resort to bribery in order
to ensure their survival. Ultimately, bureaucracy stifles effi-
ciency and degrades both institutional ethics and the invest-
ment climate.

I1.4. Closing Index of Bureaucracy

In this 2026 edition, the Closing Index of Bureaucracy has been
introduced for the first time, a dimension rarely addressed in
economic literature, yet of paramount importance to the busi-
ness sector and to the State’s assessment of national productive
dynamics. The methodology organizes business closure proce-
dures into three fundamental phases: first, Dissolution, under-
stood as the legal act formalizing the cessation of activities;
second, Liquidation, the stage dedicated to managing assets
and liabilities to definitively conclude operations; and finally,
Registration and Notification, the process ensuring the legal
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and administrative termination of the economic entity before
the competent authorities.

On average, this process demands 3,654 hours of effort to
satisfy all bureaucratic requirements. This figure, calculated
using a weighted average that accounts for the relative impor-
tance of economic sectors in each country, is equivalent to 457
eight-hour workdays. In terms of duration, this requirement
represents a burden of 21 months, amounting to nearly two
years dedicated exclusively to managing the cessation of oper-
ations (see Fig. 3).

Similarly, the figures obtained reveal that, in 12 of the coun-
tries analyzed, the business closure process extends for more
than a year. During this period, organizations must maintain
an operational and administrative cost structure without gen-
erating revenue from their productive activities. Added to this
burden are financial costs and labor liabilities stemming from
staff severance payments, as well as expenses associated with
final accounting closure and the payment of fees for handling
administrative formalities with public authorities.

A breakdown by economic sector reveals that the administrative
burden associated with ceasing operations affects the entire pro-
ductive structure across the board, albeit with varying degrees
of intensity. The primary sector records the heaviest burden,
averaging 3,945 hours, followed by the secondary sector with
3,671 hours, and the tertiary sector with 3,393 hours.

An analysis of the categories involved in closing a business
reveals that Dissolution is the segment with the lowest relative
demand, averaging 372 hours (47 working days), representing
10% of the total process time.

Conversely, the Liquidation phase constitutes the most critical
core of the process, averaging 2,139 hours (267 working days)
and accounting for nearly 60% of the total time burden. Finally,
the Registration and Notification phase consumes an average
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Figure 3. 2026 Closing Index of Bureaucracy. Country, type of procedure (hours, weighted average by sectoral relevance).




of 1,270 hours (159 working days), equivalent to nearly 35%
of the total time.

This bureaucratic burden surrounding business closures gives
rise to the phenomenon of “zombie companies,” unviable eco-
nomic entities that remain legally active because they cannot
afford the cost of formal dissolution. This distorts national
statistics, reflecting a business landscape artificially inflated
by entities that generate neither value nor employment. Fur-
thermore, it hinders the “creative destruction” essential for
economic dynamism, trapping assets and talent within failed
structures rather than allowing their reallocation toward more
competitive projects.

Factor 2 - 25.10 %

IL.S Opening, Running, and Closing
Index of Bureaucracy

Given that the efficiency of procedures, covering business
opening, running, and closing, is crucial for stimulating invest-
ment and productivity, the procedures for all three stages were
analyzed jointly (utilizing results based on totals weighted by
sectoral relevance). A statistical cluster analysis was applied,
yielding three distinct country clusters characterized by clearly
differentiated features; these clusters serve to provide spe-
cific guidance for public policy direction (see Fig. 4). Cluster
1, including Argentina, Bolivia, Brazil, Chile, Costa Rica,
Ecuador, Spain, France, Honduras, Italy, Portugal, Paraguay, El
Salvador, Ukraine, and Uruguay, offers the best overall results;
Cluster 2 has room for improvement regarding closing proce-
dures; while Cluster 3, has room for improvement across all
three types of procedures.
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I1l. The Opportunity Cost of Bureauec

While the preceding analysis has made it possible to gauge the
administrative burden in terms of absolute hours, such quanti-
fication proves insufficient to fully grasp the complexity of the
underlying economic phenomenon and its impact on national
competitiveness.

To capture the true magnitude of this economic distortion, it
is imperative to incorporate the variable of opportunity cost.
From this perspective, the time and human capital absorbed
by bureaucratic management constitute not merely operational
inefficiency but a net drain on the potential benefits that the
economy fails to capture. Thus, bureaucracy transcends the
category of a mere operating expense to establish itself as an
institutional friction that directly inhibits organizations’ poten-
tial for innovation and their trajectory of expansion.

The severity of this opportunity cost is asymmetrical and
depends on the country’s productivity environment. In high-per-
formance economies, the time consumed by bureaucracy rep-
resents a substantial loss of marginal value, given that this
alternative resource possesses a high capacity for generating
efficiency. Conversely, in low-productivity context, the admin-
istrative burden acts as a structural barrier that perpetuates
stagnation, hindering the transition toward models of greater
economic complexity. This distortion is exacerbated when con-
sidering the business life cycle: while an established organiza-
tion may be able to absorb these externalities, for an emerging
enterprise or an entity within a knowledge-intensive sector, reg-
ulatory rigidity can compromise both its operational viability
and its strategic agility.

Assessing this impact demands a counterfactual analysis. It is
not merely a matter of recording current activity but rather of
projecting the development that has been inhibited: the research
left undone, the product left unlaunched, or the market left
unexplored. While this dimension entails an intrinsic degree of
uncertainty, it is undeniable that bureaucratic density imposes
a constraint on strategic options, thereby limiting the capacity
for value creation and the scaling of competitive advantages.
Bureaucracy, therefore, functions as an implicit tax on orga-
nizational agility.

To translate this abstraction into financial terms, the first
approach involves monetizing the labor time consumed by man-
datory public bureaucracy. Based on this premise, it is observed
that the average wage in the nations analyzed stands at USD 9
per hour, albeit with a dispersion factor of more than 15 times
between the extremes of the sample, a gap that places Vene-
zuela and El Salvador (above USD 2/h) in the lower tier, in
contrast to the highest average wage rates found in Germany
(USD 31/h), the United Kingdom (USD 28/h), France (USD

19/h), and Italy (USD 19/h).

When projecting these average values onto the broader busi-
ness landscape, it becomes evident that managing bureaucratic
complexity induces financial friction of critical proportions. The
direct cost of market entry amounts to USD 14,922 in opening
fees, while maintaining legal operational status requires an
annual outlay of USD 10,602. Furthermore, the closure of com-
panies, a fundamental process for the efficient reallocation of
economic resources, imposes a burden of USD 32,886 per firm.

The magnitude of this phenomenon acquires systemic sig-
nificance when these figures are scaled up to encompass the
entire business population within the sample. Considering an
average of 315,000 new companies established annually, the
capital diverted solely for market entry totals USD 4.7 billion
per country. Added to this is the bureaucratic cost of ongoing
operations; for a business population of an average of 2.3 mil-
lion firms in each country, this represents a massive drain of
USD 24 .4 billion annually in cash flows that are consequently
withheld from productive investment. Finally, based on an esti-
mated annual business closure rate of 5%, the costs associated
with market exit siphon off an additional USD 3,8 billion from
the economic ecosystem. A consolidation of the costs associated
with business opening, operating, and closing reveals that the
business sector divests USD 32,8 billion annually in bureau-
cratic management.

The preceding calculations use the annual average of total
and newly established companies within the surveyed nations.
The sample exhibits significant heterogeneity: total company
counts range from fewer than 200,000 in Guyana, Trinidad and
Tobago, the Dominican Republic, and Uruguay, to over 5 mil-
lion in the United Kingdom, Mexico, Italy, and France. Brazil
represents the upper extreme with 18 million firms. A similar
disparity exists in business creation; while Costa Rica, Panama,
and Guyana record fewer than 2,000 new companies annually,
France surpasses one million and Brazil reaches 4 million.

It is important to underscore that the previous figure excludes
the payment of fees or public charges associated with each
specific procedure. In aggregate terms, these figures represent
not merely an administrative expense, but rather a transfer of
value from the productive sector toward procedural inefficiency,
thereby severely limiting the capacity for capital formation and
growth in the nations under study.

The preceding exercise quantifies the direct burden that com-
panies bear to attain formal status, maintain their operational
standing, and execute operational closures, based on the oppor-
tunity cost of human capital, valued in terms of the average
wage. However, this analysis represents merely a lower bound



of the issue, as it fails to capture the systemic distortion resulting
from the reallocation of strategic resources toward non-produc-
tive functions.

From a macroeconomic perspective, the magnitude of these
costs acts as a structural disincentive to formalization, exacer-
bating labor precariousness and eroding the tax base that under-
pins the State’s revenue-generating capacity. It is imperative to
clarify that this calculation is strictly confined to the value of the
labor time invested; consequently, the actual financial impact
is substantially higher once tax rates, administrative fees, and
other transactional costs inherent to bureaucratic management
are factored in.

A second approach to assessing the cost of bureaucracy is
derived from analyzing the value of lost labor productivity.
According to the definition provided by the International Labor
Organization (ILO), labor productivity refers to the volume of
output (measured in terms of Gross Domestic Product) gener-
ated per unit of labor (whether measured in terms of employed
persons or hours worked) over a specific period.

Using the most recent data -2025- on GDP per hour worked
(adjusted for purchasing power parity in constant 2021 values),
it is observed that the average productivity across the analyzed
countries stands at USD 38.23. However, a stark disparity exists
between the extremes: productivity peaks in Guyana (USD
146.50), followed by Germany (USD 84.25) and France (USD
82.00), while falling to just USD 8.99 in Bolivia and USD 12.11
in El Salvador.

Similar disparities are evident in the scale of the economies.
While the sample average GDP is USD 846 billion, the gap
between the largest and smallest economies is vast. At the
upper end, Germany (USD 4.7 trillion), the United Kingdom
(USD 3.7 trillion), and France (USD 3.1 trillion) dominate the
group. Conversely, the lower end is represented by significantly

smaller economies, such as Jamaica (USD 22 billion), Guyana
(USD 24.7 billion), and Trinidad and Tobago (USD 25.6 bil-
lion).

Based on an average of 2.3 million active companies, the annual
creation of 312,000 productive units, and a closure rate of 5%,
the economic impact of bureaucracy is overwhelming. The
opportunity cost in terms of production of opening amounts
to USD 19.5 billion, the cost of running to USD 103.6 billion,
and the cost of closure to USD 16.1 billion. In aggregate, these
figures reach nearly USD 140 billion annually, representing
16.5% of the average GDP across the countries analyzed.

The interplay between life-cycle bureaucracy, productivity, and
the size of the productive base generates a highly differentiated
impact across the sample. In absolute terms, Germany’s bureau-
cratic opportunity cost exceeds USD 900 billion annually, sur-
passing 19% of its GDP. This is followed by France at nearly
USD 440 billion (14% of GDP) and the UK at approximately
USD390 billion (over 10% of GDP). On the other end of the
spectrum, Honduras and El Salvador fall below the USD 2 bil-
lion mark, and their respective opportunity cost is lower, 2.7%
and 5.4% of GDP, respectively. Notably, in economies such as
Trinidad and Tobago, Guatemala, Portugal, Panama, Jamaica,
and Peru, the opportunity cost of bureaucracy is particularly
acute, ranging between 20% and 45% of GDP, regardless its
absolute value.

Ultimately, the true impact of bureaucracy transcends monetary
figures. These costs constitute a critical barrier for the business
sector, particularly for small enterprises that lack economies of
scale. By diverting resources toward administrative processes,
innovation and competitiveness are stifled, generating a dispro-
portionately negative effect that hinders comprehensive eco-
nomic development.



The Index of Bureaucracy 2026 presents results for 27 coun-
tries: 20 from Latin America and the Caribbean (Argentina,
Bolivia, Brazil, Chile, Colombia, Costa Rica, Ecuador, El
Salvador, Guatemala, Guyana, Honduras, Jamaica, Mexico,
Panama, Paraguay, Peru, the Dominican Republic, Trin-
idad and Tobago, Uruguay, and Venezuela) and seven from
Europe (Germany, Spain, France, Italy, Portugal, the United
Kingdom, and Ukraine). The sample represents 12% of the
global population and nearly 21% of global output. In Latin
America and the Caribbean, coverage encompasses 94.4%
of the population and 94.3% of GDP, while in Europe, it
covers 50% of the population and 59% of output.

In this edition, the /ndex of Bureaucracy takes on the chal-
lenge of analyzing the three stages of the business lifecycle:
opening, running, and closure.

The Opening Index of Bureaucracy 2026 reveals a crit-
ical weakness: formalizing the opening of a small business
requires approximately 1,638 hours (9.5 working months),
and these results show no correlation with a country’s
income level or stage of development. The primary sector
is the most heavily affected, while activity-specific admin-
istrative procedures constitute the primary bottleneck. The
cluster of countries best ranked regarding business opening
is comprised of Brazil, Chile, the Dominican Republic,
Ecuador, Spain, France, Guatemala, Guyana, Italy, Mexico,
Portugal, Paraguay, El Salvador, Ukraine, and Uruguay.

The Running Index of Bureaucracy 2026 reveals that
small businesses devote 1,178 hours annually to main-
taining their formal operational status. This is equivalent to
57% of a worker’s time dedicated exclusively to adminis-
trative tasks. The secondary sector is the most affected, with
the heaviest burden stemming from certifications, licenses,
and tax or workplace safety obligations. The clusters best
positioned across the three groups of running procedures
include the following 19 countries: Argentina, Brazil, Costa
Rica, the Dominican Republic, Spain, France, the United
Kingdom, Italy, Mexico, Ukraine, Uruguay, Bolivia, Chile,
Ecuador, Guyana, Honduras, Portugal, Paraguay, and El Sal-
vador.

The Closing Index of Bureaucracy 2026 reveals that the
formal closing of a small business is an extremely bur-
densome process that requires, on average, 3,654 hours
(nearly two years). The primary issue lies in the Liquidation
stage, which consumes 60% of the total time, followed by
Registration and Notification. While some countries com-
plete the closure process in fewer than 350 hours, others

record periods ranging from six to nine years. Based on
performance across the three categories of closing proce-
dures, the clusters comprising Argentina, Bolivia, Brazil,
Colombia, Ecuador, Spain, Honduras, Panama, Paraguay,
Chile, Costa Rica, France, Guatemala, Italy, Portugal, El
Salvador, Ukraine, and Uruguay are the best positioned.

To gauge the magnitude of the economic distortion gener-
ated by excessive bureaucracy, an analysis was conducted
regarding its opportunity cost, both for the private sector
and for the nation as a whole. In the former case, a con-
solidation of the costs associated with business opening,
operating, and closing reveals that the business community
allocates USD 33 billion annually solely to bureaucratic
compliance. This figure excludes the payment of associated
fees or tariffs. The second approach, based on labor produc-
tivity, estimates that GDP losses amount to USD 140 billion
annually. This figure is equivalent to 16.5% of GDP of the
countries analyzed.

While there is a global consensus regarding the importance
of effective governance and institutional robustness, the
findings of this research underscore the urgency of inter-
vening in the bureaucratic structures that govern produc-
tive activity.

Administrative efficiency and transparency have ceased to
be merely desirable attributes, evolving instead into essen-
tial preconditions for competitiveness. It is imperative
that the legitimate requirements of the State be administered
with agility and legal certainty. Simultaneously, it is neces-
sary to identify and eliminate those superfluous, redundant,
or excessively intrusive procedures that, far from adding
value, stifle private initiative and erode economic freedom.

Considering the foregoing, the Index of Bureaucracy 2026
serves as a high-level analytical tool for decision-makers,
the business sector, and civil society. Its purpose transcends
mere measurement: it seeks to provide the empirical evi-
dence necessary to redesign institutional strategies, opti-
mize regulatory frameworks, and inform decisions aimed at
eliminating the bottlenecks that constrain productive poten-
tial. Ultimately, this endeavor aspires to foster environments
characterized by greater freedom and prosperity.
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