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The Great

ADVOCATED A
SYSTEM OF
‘NATURAL
LIBERTY”:

Individual pursuit

of self interest in

| markets (not
Ll selffishness), free
Adam Smith  trade and limited

(1723-1790) government
iInvolvement.

e '_-._-_'--'__.__‘____ .

ADVOCATED
SOCIALISM/
COMMUNISM:

Collective/
government
ownership/
control of
resources,
central
planning.

Debate: Smith v. Marx

Karl Marx
(1818-1883)






Measuring Economic Freedom

—CONOMIC
freedom IS
complex and
multidimensional,
but it can be
measured.

® Personal Choice

® Freedom to trade,
domestically and
abroad

® Freedom to enter
and compete In
markets

® Security of Property/
Rule of Law




Methodology

® We collect data on 141 countries using 42 different
components (grouped into five broad areas).

® 0-10 ratings are constructed to measure the degree
to which the country conforms to the free-market
ideal.

® Third-Party data from World Bank, IMF, Global
Competitiveness Report, IMD, etc.
® Objective data
® Survey data

® Transparency is a highly valued part of the project




5 Areas of Economic Freedom of
the World (EFW) Index

Size of Government: Expenditures,
Taxes, and Enterprises

Legal Structure and Security of

Property Rights
Access to Sound Money
Freedom to Trade Internationally

Regulation of Credit, Labor, and
Business




[ Highest Economic Freedom
Ratings, 2009
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Economic Freedom Ratings of
Selected Countries, 2009
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Average Economic Freedom
Rating, 1980-2009°
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*Chain-linked index.

Source: EFW 2011, Exhibit 1.5.




Economic Freedom and
Income

$31.501

$14.961




RELATIVE GROWTH RATES

U 55.R. REAL GNP,

yIg 1980 1990 20000 2010




Economic Freedom and Income
Share of Poorest 10%




Economic Freedom and Income
evel of Poorest 10%




Economic Freedom and Life
Expectancy

794




Economic Freedom and
Female Literacy

92.2%




Economic Freedom and Extreme
Poverty Rate
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Changes to EFW 20127

“omponents to add?
1ponents to delete?




‘Component to add Iin Area 1

Public Employment

ources: IMD World Competitiveness
rbook, ILO and ERBD

vantage: only about 80




Components to add in Area 2

e 2H Reliability of Police

— Source: WEF Global Competitiveness Yearbook

— To what extent can police services be relied upon to enforce law
and order in your country? 1 = Cannot be relied upon at all, 7 =
Can always be relied upon

e 2| Cost of crime

— Source: WEF Global Competitiveness Yearbook

— To what extent does the incidence of crime and violence impose
costs on businesses in your country? 1 = Significant costs, 7 =
No costs




Component to add in Area 4

e 4F Freedom to Travel

— 4Fi Freedom to travel to foreign country
— 4Fii Freedom of foreigners to travel to this country

 This Is based on simple tourist visa
requirements. Countries requiring more visas or
citizens facing more visa requirements score
lower.

e Source: Lawson, R. and J. Lemke. Forthcoming.

“Travel Visas.” Public Choice.
— Would need to be updated every couple years




Component to delete In Area 5

e 5AII Foreign bank competition

— Currently based on foreign bank assets (% of
total) and foreign bank application denials.

 Very erratic. Not really working as
planned.

* Do plan to retain 5Ai component on public
bank ownership (% of total) from same
source (Barth, Caprio, et al.)




Countries to add

 Because of heavy reliance on WEF's
Global Competitiveness Report and WB’s
Doing Business report, we are going to
look to add only countries that are in both
reports. These include:

— Brunei Darussalam, Cambodia, Cape Verde,
Gambia, The Lebanon, Qatar, Saudi Arabia,
Swaziland, Tajikistan, Timor-Leste.

 Would still need to be evaluated for quality

of other data.




