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Numerous studies have attempted to 

uncover the nature of the relationship 

between economic growth and various 

measures of legal, financial and 

political institutions. One of the 

fundamental questions is this: does 

economic freedom lead to economic 

growth? Skepticism about the economic 

performance of democratic institutions 

is as old as democracy itself. One 

school of thought argues that 

democracy can be a constraint on 

economic growth. According to this 

school, more political rights do not 

translate into growth (Robert Barro, 

1997). 

The evidence from the literature has 

been mixed. A review paper by Gerring

et al. (2005) concludes that the net 

effect of democracy on growth 

performance cross-nationally over the 

last five decades is negative or null. A 

recent paper by Acemoglu et al. (2019) 

provides evidence that democracy has a 

positive effect on GDP per capita. Its 

baseline results show that 

democratizations increase GDP per 

captia by about 20% in the long run. 

Brkic et al (2020) show that increases, 

but not the levels, in economic freedom 

are related to economic growth. 

Empirical studies on the effect of 

political institutions on GDP face 

several challenges such as the issue of 

measurement error and missing 

variables. 

This study contributes to the literature 

by using most recent data to examine 

the relationship between economic 

growth and economic freedom. It shows 

that improvement in economic freedom 

leads to positive economic growth. This study uses most recent data to 

examine the relationship between 

economic growth and economic freedom. 

The basic regression results indicate that 

improvement in economic freedom leads 

to positive economic growth. This basic 

result is robust in more sophisticated 

analyses.  

The results are consistent with Brkic et al 

(2020) that increases (but not the levels) 

in economic freedom lead to economic 

growth. 

Table 1 Summary Statistics

Data and summary statistics

Regression results

Table 1 provides the summary statistics of the 

main variables used in the study. The sample 

covers 176 countries over the years 2013-

2022. The Heritage Foundation has tracked 

the march of economic freedom around the 

world with its influential Index of Economic 

Freedom for more than 25 years. 

The index examines 12 categories to gauge 

the economic freedom of a country. Here, 

economic freedom is described as the absence 

of government coercion or constraint on the 

production, distribution, or consumption of 

goods and services beyond the extent 

necessary for citizens to protect and maintain 

liberty itself. The highest score is 100. 

The table presents the scores of four 

categories—property rights, government 

integrity, trade freedom, and financial 

freedom, as well as the overall score. The 

average economic freedom score is 60.7 for 

176 countries. In general, scores in trade 

freedom, with an average of 74.7, are higher 

than other freedom measures. For instance, 

the average score of government integrity is 

only 43.6. 

The average annual GDP growth is 2.5% and 

the average 5-year growth is 3.17%. The 

average inflation during the same period 

(after excluding 8 observations with inflation 

exceeding 100%) is 4.5%. Per capita GDP, 

measured in purchasing power parity (PPP), 

ranges from $348 to $143,427 measured in 

PPP dollars.

Conclusions
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Independent 

variable

(1) (2) (2)

Constant 0.631

[0.655]

0.633

[0.655]

1.129

[0.651]*

Economic 

freedom

-0.005

[0.01]

-0.006

[0.011]

-0.016

[0.011]

Change in 

economic 

freedom

0.269

[0.042]***

1-year lag in 

GDP growth

0.607

[0.031]***

0.607

[0.031]***

0.591

[0.03]***

Ln (GDP) 0.014

[0.048]

0.039

[0.048]

Adj. R2 0.205 0.205 0.205

Variable Mean Min Max Std Dev

Economic freedom score 61.4 26.9 90.2 10.3

Property rights 50.5 5.0 100.0 22.5

Government integrity 43.6 0.0 99.5 22.3

Trade freedom 74.7 23.8 95.0 11.0

Financial freedom 49.7 10.0 90.0 18.4

Annual GDP growth (%) 2.45 -36 43 4.4%

5-year GDP growth (%) 3.2% -7 17 2.7

GDP (PPP, $ billion) 651.5 0.0 27,307 2,262.7

GDP per capita (PPP, $) 18,990 348 143,427 20,548

Inflation (%) 4.5 -16 88 6.5

Table 2 Regression Analysis

The dependent variable in the regressions is the 

annual GDP growth rate. Ln(GDP) is the natural 

logarithm of GDP. Figures in brackets are the t-

values. *** indicates significance level at 1%, and * 

indicates significance level at 10%. 

The key results are presented in Table 2. 

The dependent variable is the annual 

GDP growth. In the first regression, 

annual GDP growth is regressed on 

economic freedom, one-year lag in GDP 

growth, and the natural logarithm of 

GDP. The results show that economic 

growth is not affected by economic 

freedom. Though the sign of the 

coefficient estimate is negative, it is not 

statistically significant. On the other 

hand, economic growth is positively 

associated with its one-year lag, 

implying a momentum effect. That is, 

positive economic growth in the current 

year will lead to positive growth next 

year, and vice versa.

In the second regression, we add GDP 

(in logarithm) while keeping other 

variables to control for the size of an 

economy. The rationale is that, other 

things being equal, large economies are 

often associated with low growth. The 

coefficient estimates for economic 

freedom and one-year lag in growth 

remain basically the same. Nevertheless, 

the newly added GDP variable is not 

significant statistically.

In the third and last regression, the year-

over-year change in economic freedom 

is added as an independent variable. The 

coefficient estimate of this variable is 

positive and significant at the 1% level. 

The size of the coefficient implies that a 

one-point improvement in economic 

freedom leads to an economic growth of 

27 basis points. This result is robust in 

more sophisticated analyses.


