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Know the global trends in economic
freedom?

The good news is that there was a significant increase in economic freedom between
1980 and 2010. Some great graphs to feast on

Daniel J. Mitchell
June 1, 2014

I’'m in Vancouver, Canada, for the biennial meeting of the World Taxpayers Associations. | gave a
speech on why tax competition is a valuable force to constrain the greed of the political class, but
warned the audience that high-tax governments and international bureaucracies are using financial
protectionism to coerce low-tax jurisdictions into weakening their good policies.

But regular readers know that | pontificate far too often on that topic, so today’s column is instead
about a presentation by Michael Walker, who was the founding Executive Director at Canada’s
Fraser Institute.

Michael's great contribution to the world was the creation of the Economic Freedom of the
WorldIndex, which he developed working with scholars such as Milton Friedman.

I've cited the EFW Index many times, particularly to bemoan how America’s score has
deterioratedduring the Bush-Obama years.

Today, though, we’re going to look at global trends in economic freedom, using some of the slides
from Michael’'s presentation. And the good news, as you can see from the green line in this first
chart, is that there was a significant increase in economic freedom between 1980 and 2010.


https://danieljmitchell.wordpress.com/2013/09/05/tax-havens-and-tax-competition-are-crucial-if-we-want-to-restrain-predatory-government/
https://danieljmitchell.wordpress.com/2011/06/01/with-the-support-of-the-obama-administration-paris-based-oecd-now-wants-de-facto-world-tax-organization-as-part-of-its-anti-tax-competition-campaign/
https://danieljmitchell.wordpress.com/2011/06/01/with-the-support-of-the-obama-administration-paris-based-oecd-now-wants-de-facto-world-tax-organization-as-part-of-its-anti-tax-competition-campaign/
http://www.fraserinstitute.org/about-us/who-we-are/staff/senior-fellows.aspx
http://www.freetheworld.com/
http://www.freetheworld.com/
https://danieljmitchell.wordpress.com/2012/09/18/the-united-states-plummets-to-18th-in-new-economic-freedom-of-the-world-rankings/
https://danieljmitchell.wordpress.com/2012/09/18/the-united-states-plummets-to-18th-in-new-economic-freedom-of-the-world-rankings/

Evolution in overall level of FRASER
Economic Freedom

03
0.25
02

L 0.15

s-Mean

© Variation

0.1
0.05

0 ' 0
1970 1975 1980 1885 180 1995 2000 2005 2010

The blue line, by the way, shows how much nations differed. A higher blue line means more
variation (in other words, some nations with very good scores and some with very bad scores), while
a lower blue lines means that nations are converging.

To really understand what's happening, however, it's important to look at the component parts of the
EFW Index. As | wrote back in 2012:

"...a country’s economic performance is governed by a wide range of policies.

Indeed, the research suggests that there are five big factors that determine prosperity, and they’re all
equally important.

Rule of law and property rights
Sound money

Fiscal policy

Trade policy

Regulatory policy"

So let’s look at what's been happening in each of these areas. Keep in mind, as we look at the
following charts, that 10 is the best score.

We'll start with fiscal policy. As you can see, policy was moving in the wrong direction from 1970 to
1985, then we got two decades of pro-growth changes, but now policy is again trending in the wrong
direction.
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We're still better off than we were 30 years ago, but I'm afraid scores will continue to decline

becausetax rates are now heading in the wrong direction and the burden of government spending is
rising in many nations.

Now let’s look at the regulatory data. The trend may not be dramatic, but it is positive. The green line
is gradually rising, showing that governments are easing red tape and reducing intervention.
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Moreover, there’s no sign that policy is moving in the wrong direction, at least on a global basis.

Shifting to trade, we have perhaps the biggest success story in global economic policy. Between
1980 and 200, there was a dramatic increase in the freedom to trade.

Evolution in Global Policy about
Trade with Foreigners
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We also see some progress on monetary policy, both in that it stopped moving in the wrong direction
in 1975 and then moved in the right direction beginning in 1995.
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Though | confess some skepticism about this measure. Central banks have created a lot of
problems with excess liquidity, but they generally escape blame so long as easy-money policies
don’t result in higher consumer prices.

This brings us to our final category. Property rights and the rule of law are very important for market
economies, but unfortunately we’ve seen no long-run improvement in these key measures. Positive
change between 1975 and 1995 is offset by movement in the wrong direction at other times.
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Indeed, if we look at this next chart, which measures the distribution of scores for each category in
2010, you'll see that nations get their lowest scores on rule of law and property rights.
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This aggregate data, while very useful, does not tell the entire story. If you look at various regions,
you’ll discover that “first world” nations tend to get decent scores on rule of law and property
rightswhile developing nations get poor scores.

Indeed, this is why the blue line in the rule of law/property rights chart is so much higher than it is for
other categories. Simply stated, this is one area where there hasn’t been much convergence.

Which is a big reason why many developing nations are economic laggards, even if they get
reasonably good scores in other categories.

Here’s a final chart that emphasizes that point. It shows nations that get the best scores on the size
of government (left column), but then shows that many of them get very poor scores for rule of law
and property rights (right column).

The fiscal burden of government is very low in nations such as Lebanon and Bangladesh, for
instance, but these jurisdictions don’t attract a lot of investment or enjoy much growth because
government fails to provide the right environment.

Lebanon 9.1 4.7 Singapore 8.1 8.4
Hong Kong 8.9 8.2 Albania 8 5.4
Bangladesh 2.8 3.6 Guatemala 8 3.9
Madagascar 8.8 Vietnam 8 5.9
Pakistan 8.7 Cambodia
El Salvador 8.5
Haiti 8.5
Nepal 8.3
Philippines 83
Dominican
Rep. 8.2
Honduras 8.2
Bahamas 2.1

ierra Leone 8.1

All of which shows why Hong Kong, Singapore, and Switzerland deserve special praise. They have
strong rule of law and property rights while simultaneously maintaining reasonable limits on the fiscal
burden of the public sector. No wonder they are ranked first, second, and fourth in overall economic
freedom.


https://danieljmitchell.wordpress.com/2014/03/07/mirror-mirror-on-the-wall-which-nations-maintain-the-rule-of-law-best-of-all/
https://danieljmitchell.wordpress.com/2014/03/07/mirror-mirror-on-the-wall-which-nations-maintain-the-rule-of-law-best-of-all/
https://danieljmitchell.wordpress.com/2012/05/19/american-politicians-should-learn-some-policy-lessons-from-hong-kong-and-singapore/
https://danieljmitchell.wordpress.com/2011/03/14/five-reasons-why-switzerland-is-better-than-the-united-states-but-five-reasons-why-ill-stay-in-america/
https://danieljmitchell.files.wordpress.com/2014/05/efw-size-of-government-vs-rule-of-law-challenge.jpg

And it's worth noting that a few other nations deserve honorable mention for getting good fiscal
policy scores while doing a decent job on the rule of law and property rights, specifically Bahamas
(#39), Chile (#11), Mauritius (#6), and United Arab Emirates (#5).

By the way, the United States only got a 6.4 for size of government and a 7.1 for rule of law and
property rights. No wonder America is only #17 in the overall rankings.

Back in 2000, when the United States ranked #3, we got a 7.0 for size of government and a 9.2 for
rule of law and property rights.

So now you now know why | complain so much about Bush and Obama. And you especially know
why I'm so concerned about the erosion of the rule of law under Obama.

P.S. A Spanish academic has developed some fascinating historical data on non-fiscal economic
freedom, which is very helpful in understanding how the western world has managed to remain
somewhat prosperous even though the fiscal burden of government increased dramatically in the
20th Century.

Daniel J. Mitchell, a long standing contributor to The Commentator, is a Senior Fellow at
the Cato Institute, the free-market, Washington D.C. think tank. His articles are cross-posted
on his blog by agreement
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