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Abstract

Economic freedom has done more for the poor throughout the world than any taxpayer-funded government
program ever could. The embrace of capitalism and the defeat of serfdom in pre-industrial Europe led to

the most dramatic increases in wealth in the history of the world. The industrial revolution—when based on
foundations of individual freedom, private property, limited government, and limited requlation—improved
the lives of millions of people in the Western world. It not only led to the rise of the middle class, it spurred
innovations in health care, education, and other so-called social goods. As a result of these freedoms, and the
innovation and wealth that they fostered, the United States became the most prosperous country in the world.
Economic freedom and prosperity also go hand in hand with improved health and health care, lower infant-
mortality rates, better education, cleaner water, and improved sanitaion. Today, economic freedom is vital to
maintaining prosperity where it exists—and to lifting people out of poverty where it does not.

No economic system in history has been as suc-
cessful at lifting people out of poverty as that
of capitalism based on principles of economic free-
dom. Economic freedom has done more for the poor
throughout the world than any taxpayer-funded
social program or welfare check ever could. The
embrace of capitalism and the defeat of serfdom
in pre-industrial Europe led to the most dramatic
increases in wealth in the history of the world. The
industrial revolution—based on foundations of indi-
vidual freedom, private property, limited govern-
ment, and limited regulation—improved the lives of
millions of people in the Western world. Not only did
thislead totherise of the middle class, it also spurred
innovations in health care, education, and other so-
called social goods. As aresult of these freedoms, and
the innovation and wealth that they brought with
them, the United States became the most prosperous
country in the world. Thanks to market capitalism
and economic freedom, all Americans belong to the
global “one percent.”

Notwithstanding the overwhelming evidence of
success over the past two centuries, critics continue
to insist that economic freedom has been a failure. A
frequent charge is that governments that prioritize
policies such as low tax rates, impartial rule of law,
strong private property rights, and unfettered access
to markets generally fail to provide citizens with
adequate health care, education, and clean environ-
ments. The results of the Index of Economic Freedom,
however, tell quite a different story. In fact, greater
economic freedom correlates with better outcomes
in schools (both public and private), higher literacy
rates, lower infant-mortality rates, longer life expec-
tancy, and a cleaner, safer environment.

Ironically, it is the countries that reject economic
freedom that produce inferior social goods. Higher
quality social goods are created when consumers
have a greater variety of choices—which are cre-
ated through genuine free-market competition. It
is through competition and choice—basic tenets of
economic freedom—that countries, especially in the
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developing world, create the best opportunities to
earn a higher quality of life for their citizens.

The authors of this Special Report used cross-
country analysis to compare availability of impor-
tant social goods—education, health, and a clean
environment—among countries with high and low
levels of economic freedom. As with the Index of
Economic Freedom itself, the results outlined in this
report provide compelling evidence of the benefits of
increasing freedom.

Education

Education enhances people’s efforts to lift them-
selves out of poverty and earn their own success
through hard work and entrepreneurship. Contrary
to popular misconception, empirical evidence indi-
cates that the free-market principles that underlie
economic freedom are the most effective means of
producing these desirable educational outcomes for
most people.

Education policies that tend to increase central-
ization of educational agencies, bureaucratization,
and unionization—many of which have held sway in
the United States and other developed countries in
the past few decades—have led to drastic increases
in government spending on education with very lit-
tle progress to show. These policies are correlated
with stagnating scores on standardized tests and
other failures. Nevertheless, the Left often derides
the economic freedom policies of decentralization,
competition, and educational choice. While they
might not admit it, progressives by their actions
and policies demonstrate a distrust of parents and
an attitude that parents should not be permitted to
determine where their children go to school, what
they learn, or by whom they are taught.

While most can agree on basic standards of lit-
eracy and other requirements for an educated citi-
zenry facing the demands and opportunities of the
information economy of the 21st century, the reac-
tionary policies of the education “establishment” in
government and academia are generating negative
educational outcomes. Instead, government policy-
makers need to take a serious look at policies that
embrace economic freedom. Charter schools and
voucher programs increase competition in school
systems, raising standards and outcomes for stu-
dents and teachers. Returning educational decisions
to parents and local school officials allows educa-
tors the opportunity to tailor curricula to the local

environment and work force, improving students’
chances of employment. In Sweden, school vouchers
have reinvigorated that public school system, allow-
ing children and parents to choose the school that is
right for their education. Not surprisingly, Sweden’s
economic freedom score has risen consistently over
nearly two decades, up nearly 18 percent since 1995.!

In a globalized world, students from Ohio are no
longer merely competing with students from across
the state or the country, but with students from
around the world. In order to remain competitive,
educational systems need flexibility, competition,
and choice—the foundations of economic freedom.

Literacy and Basic Education. One of the
most easily recognized indicators of the success of
a society’s provision of basic social goods is the lit-
eracy of its citizens. Literacy is the foundation for
continued success in advanced information-age
economies as well as increased educational and eco-
nomic achievement throughout the lifetimes of its
citizens. Those who are less literate cannot access or
profit from the near-infinite amount of information
now available, and cannot provide a home environ-
ment that encourages their children’s educational
achievement. Those who are literate are able to nav-
igate government bureaucracies to start a business,
secure vital documents, or register for social servic-
es. Finally, and most importantly, widespread litera-
cy is a vital requirement for a healthy constitutional
democratic republic.

Higher rates of literacy are also prerequisites for
economic growth. Literacy improves the human
capital within a country, qualifying individuals for
jobs that require better training and have higher
wages. This subsequently contributes to increased
growth. Research has found that “the fastest eco-
nomic breakthroughs [are] achieved by those coun-
tries that [have] already attained sufficiently high
levels of literacy.” Correspondingly, high literacy lev-
els have a strong relationship with per capita gross
domestic product (GDP), making them a key factor
in long-term growth.?

These positive outcomes from literacy are con-
sistent with increased levels of economic freedom.
According to the 2013 Index of Economic Freedom,?
published jointly by The Heritage Foundation and
The Wall Street Journal, greater economic freedom
correlates with higher literacy.* As can be observed
in Chart 1, countries with higher levels of econom-
ic freedom have higher levels of adult literacy as
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CHART1

Literacy Rates Are Higher in Nations
with More Economic Freedom
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Sources: Terry Miller, Kim R. Holmes, and Edwin J. Feulner, 2013
Index of Economic Freedom (Washington, D.C.: The Heritage
Foundation and Dow Jones & Company, Inc., 2013)
http://www.heritage.org/index; and United Nations, Interna-
tional Human Development Indicators, “Adult Literacy Rate,
Both Sexes (% Aged 15 and Above),” http://hdrstats.undp.org/
en/indicators/101406.html (accessed April 26, 2013).
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CHART 2

Rwanda: Growing Literacy and
Economic Freedom
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Sources: Terry Miller, Kim R. Holmes, and Edwin J. Feulner, 2013
Index of Economic Freedom (Washington, D.C.: The Heritage
Foundation and Dow Jones & Company, Inc., 2013),
http://www.heritage.org/index; and UNESCO, “Adult and Youth
Literacy, 1990-2015: Analysis of Data for 41 Selected
Countries,” Table 1, p. 13, http://unesdoc.unesco.org/images/
0021/002174/217409e.pdf (accessed April 22, 2013).
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measured by the U.N.’s Human Development Index
(HDI).® In the sample, countries in the highest quar-
tile of the Index of Economic Freedom on average tend
to have 21 more literate adults per 100 than coun-
tries in the lowest quartile of economic freedom. On
average, only 74 percent of adults in the most eco-
nomically repressed countries (the second and third
quartile) are literate.

Nowhere in the world is the problem of illiteracy
worse than in sub-Saharan Africa. In a 2010 study
by the U.N. Educational, Scientific and Cultural
Organization (UNESCO), nine of the 20 sub-Saha-
ran African countries studied had literacy rates
below 50 percent. In Burkina Faso, the worst case,
less than one-third of the population is literate. Thus,
it is not surprising that sub-Saharan Africa has the
lowest regional score in the 2013 Index of Economic
Freedom, at 53.7 (0f 100).°

However, there is hope—if countries stick to the
principles of economic freedom that can lift their

populations out of the illiteracy trap. In the 1990s,
Rwanda was ravaged by civil war and genocide,
which is estimated to have killed between 500,000
and 1 million people. After the violence subsided,
the new government, led by President Paul Kagame,
initiated a rapid set of reforms that embraced the
principles of economic freedom. The result has
been not just growth in prosperity, but a marked
improvement in literacy. In 1990, at the beginning of
the civil war, less than 60 percent of the population
could read and write. By 2010, however, literacy had
improved to over 70 percent.

This jump was accompanied by remarkable gains
in economic freedom. In 1997, the first year that
Rwanda was graded in the Index, the country scored
a paltry of 38.3. By 2013, Rwanda had scored 64.1, a
remarkable 67 percent increase in economic free-
dom. The U.N. predicts that if current conditions
persist, Rwanda will continue to make gains in lit-
eracy through 2015, and possibly beyond.”
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CHART 3

Economic Freedom and Quality of
Education Systems

Students from nations that score higherin
economic freedom score higher on the PISA, an
international test that evaluates education systems
worldwide, independent of school curriculum.
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Sources: OECD, Programme for International Student
Assessment (PISA), PISA 2009 Database, “Comparing
Countries’ and Economies, Performance,” http://www.oecd.org/
pisa/46643496.pdf (accessed May 5, 2013), and Terry Miller
and Kim R. Holmes, 2009 Index of Economic Freedom
(Washington, D.C.: The Heritage Foundation and Dow Jones &
Company, Inc., 2009), http://www.heritage.org/index.
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Primary and Secondary Education. While lit-
eracy levels are a broad indication of the ability of
economic freedom to deliver greater levels of social
goods, more specific data provides even better evi-
dence of the positive effects of economic freedom.
The Organisation for Economic Co-operation and
Development (OECD), funded by the world’s most
advanced countries,® regularly measures student
achievement in dozens of developed and emerging-
market countries worldwide through a metric called
the Program for International Student Assessment
(PISA).

Administered every three years, PISA tests
15-year-old students via unique examinations that
cover the basic subjects of math, reading, and sci-
ence. In 2009, the most recent year available, the
OECD tested 15-year-olds in 65 countries. Scores
for each country are the mean of all student scores
in that country for each category. The top scores in
science, reading, and math went to Finland, South
Korea, and Singapore, respectively.””

By combining each country’s average score in
math, science, and reading, an aggregate score can
be generated across disciplines. These maximum
scores can then be used to compare a country’s
overall performance in all the disciplines with each
country’s individual score in the Index of Economic
Freedom. (See Chart 3.) In this analysis, a fairly
robust and positive correlation (r=0.64) emerges.
This correlation indicates that countries with high-
er levels of economic freedom tend to have students
that perform better on international tests. The aver-
age economic freedom score for the PISA sample
countries is 68.2, well into the upper bound of the
Index’s “Moderately Free” category. It is also not
surprising that students from Hong Kong, the eco-
nomically freest country in the world according to
the Index, achieved the highest overall test scores.

Lifetime Education. Students who live in coun-
tries that embrace economic freedom not only score
better on international standardized tests, they also
tend to stay in school longer. Again, using numbers
from the U.N.’s HDI, it is obvious that there is a posi-
tive relationship between expected years of school-
ing and economic freedom. (See Chart 4.) People
in countries in the first quartile of the 176-country
sample—those with the highest economic freedom
scores—tend to obtain more years of schooling than
those living in countries in the last quartile (with
the lowest scores). Individuals in the first quar-
tile can expect to receive on average 15 years of
schooling, while students in the most economically
repressed countries, Quartile Four, receive only 11
years of education over their lifetimes. That out-
come is also seen in the positive correlation (r=0.54)
between countries with high levels of economic free-
dom and expected years of schooling. This correla-
tion suggests that countries with high levels of eco-
nomic freedom not only provide better educational
opportunities for their students, but also can allow
them to remain in full-time educational activities
for longer periods of time. Those countries also tend
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CHART 4
People in Economically Freer Nations
Spend More Time in School
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Sources: United Nations, UNData, "Human Development Index
and its components,” http://data.un.org/DocumentData.aspx?
g=expected+years+of+schooling&id=324 (accessed May 9,
2013), and Terry Miller, Kim R. Holmes, and Edwin J. Feulner,
2012 Index of Economic Freedom (Washington, D.C.: The Heritage
Foundation and Dow Jones & Company, Inc., 2012),
http://www.heritage.org/index.
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to provide more opportunities for lifelong learning
and job re-training.

Higher Education. A country’s capacity to pro-
vide high-quality primary and secondary educa-
tional opportunities is a key component of its future
success. For a country to become competitive glob-
ally, however, it must have educational facilities and
private business enterprises that employ innova-
tive, highly productive people who are able to do cut-
ting-edge research and to develop ground-breaking
goods and services. These qualities depend largely
on the strength of a country’s institutions of higher
learning. In the United States, individuals who earn

CHART 5

College Tuition Costs Have Risen
Since 2000, Fueled by Government
Subsidies
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Source: National Center for Education Statistics, Institute of
Education Sciences, “Fast Facts: Tuition Costs of Colleges and
Universities,” http://nces.ed.gov/fastfacts/display.asp?id=76.
(accessed April 26, 2013).

SR139 R heritage.org

bachelor’s degrees tend to earn 63 percent more than
those with only high school degrees. In addition, the
unemployment rate for those with college degrees
is more than four percentage points lower than for
those with only high school diplomas." The higher
levels of education and training that workers receive
translate into not just higher salaries, but into more
productive and innovative economies.

Statist education bureaucrats have long insisted
that the best way to expand the availability of col-
lege-level education is through massive taxpayer-
funded grant and subsidy schemes. This, despite
growing evidence that such statist schemes have
contributed to the increasing costs of college tuition
over the past several decades.'?
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CHART 6

Economically Freer Nations Have
More Top Universities

NUMBER OF TOP-400 UNIVERSITIES
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Sources: Terry Miller, Kim R. Holmes, and Edwin J. Feulner, 2013
Index of Economic Freedom (Washington, D.C.: The Heritage
Foundation and Dow Jones & Company, Inc., 2013),
http://www.heritage.org/index, and U.S. News & World Report,
“World's Best Universities: Top 400," 2012,
http://www.usnews.com/education/worlds-best-universities-
rankings/top-400-universities-in-the-world (accessed May 2,
2013).
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Broadly speaking, the best way to determine the
quality of higher education in a country is by looking
at the number of highly rated institutions. Each year,
U.S. News & World Report ranks the 400 best insti-
tutions of higher education throughout the world by
six categories: (1) academic reputation, (2) employ-
er reputation, (3) faculty-student ratio, (4) interna-
tional faculty, (5) international students, and (6)
number of scholarly articles cited per faculty mem-
ber.”®* When comparing the countries with the best
universities in the world alongside the 2013 Index of
Economic Freedom, a trend emerges. As demonstrat-
ed in Chart 6, countries in the first quartile of the
Index, those with the most economic freedom, tend
to have a higher number of universities in the top-
400 rankings per million residents than those in the
lower quartiles. In particular, the contrast between
quartile one and quartile four is striking. Countries
in quartile one have an average freedom score of
80.3, in the very upper bound of the “Mostly Free”

CHART7

Economically Freest Nations
Granted Twice as Many Patents

as Rest of World
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Sources: Terry Miller and Kim R. Holmes, 2017 Index of Economic
Freedom (Washington, D.C.: The Heritage Foundation and Dow
Jones & Company, Inc., 2011), http://www.heritage.org/index,
and World Intellectual Property Organization, WIPO IP
Statistics Data Center, “2011 IP Data Series,”
http://ipstatsdb.wipo.org/ipstats/ipstats/patentsSearch
(accessed, February 2, 2013).
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countries. Consequently, these countries average

7.69 Top-400 universities per country per 10 mil-
lion residents. Conversely, countries in quartile four

have an average economic freedom score of just 56.3,
and, not surprisingly, have farless than one Top-400

university per 10 million residents.

Another metric of a country’s human capital and
ability to innovate is the number of patents granted
each year. A country’s stock of patents gives an indi-
cation of how good its institutions are at breeding
and training entrepreneurs, researchers, and inno-
vators. Patents granted throughout the world are
recorded by the U.N.’s World Intellectual Property
Organization (WIPO). When patents granted in 2011
are compared to scores in the 2011 Index of Economic
Freedom it becomes very clear that the freest coun-
tries in the world are overwhelmingly granted the
most patents. Countries in the top quartile of the
Index, the freest, are granted over 378,000 more
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patents than the next three quartiles combined. On
average, countries in the top quartile of economic
freedom, led by Japan and the United States, were
granted 23,066 patents in 2011."*

Education Policies That Promote Economic
Freedom. Statist policies that promote the central-
ization and bureaucratization of education systems
lead to negative outcomes for students. Instead, poli-
cymakers should turn to ideas that embrace compe-
tition, choice, and localization. Among them:

= Promote school choice. Research demonstrates
that school choice results in better education-
al outcomes. Districts that have implemented
school choice policies record higher academic
achievement through competition among schools,
raising the achievement level among all schools
in the district as they compete for voucher funds.
Also, school choice correlates with safer educa-
tional environments.'”

m Localize educational decisions. Local gov-
ernments should have the right to spend money
on education as they see fit, and decisions on
local education should not be made by far-away
bureaucrats. Local governments should reject
national standards and testing, and curb central-
ized spending on education, empowering local
leaders instead.’®

= Reduce education bureaucracies. Drastic
increases in government spending on education
lead only to expanding administrative bureaucra-
cies, not to better outcomes for students. Control
of education should be returned to the local level,
preventing funds meant for students from being
filtered through huge education bureaucracies.”

Health Care

Of all social goods, health care has historically
proved to be among the most difficult challenges for
policymakers. Health care services are often cost-
ly, are sometimes distributed unevenly, and finan-
cial services such as private health insurance have
sometimes been inefficiently regulated. In postwar
Europe, modern society was built around vast wel-
fare states with generous social safety nets and guar-
anteed health care for all citizens. Recently, policy-
makers (both elected and appointed) in the United
States have expanded the federal government’s

already intrusive reach into the health care mar-
ket with the passage of the Patient Protection and
Affordable Care Act, which dramatically increases
taxes, expands Medicaid, and coerces individuals
into purchasing health care through negative mon-
etary incentives. These obtrusive policies will have
questionable outcomes at best. Instead of creating
massive, inefficient bureaucracies, policymakers
must recognize that adhering to the principles of
economic freedom is a much more effective way of
distributing health care. Not only do countries with
economic freedom have better health care outcomes
for their citizens, but economic freedom also encour-
ages the entrepreneurship and innovation that pro-
duces medical breakthroughs and new procedures
that are vital for sustained technological progress.

Policymakers should let economic freedom poli-
cies lead the way for better health outcomes. By
empowering individuals and letting them control
their own insurance and health services, policymak-
ers can return power to the consumers and put their
health back in their hands. Instead of limiting choic-
es and forcing families to purchase government-
run health care, policymakers should encourage
competition and choice as well as national private
health plans that will spur innovation. By embracing
these principles of economic freedom, governments
throughout the world can help their citizens live lon-
ger, healthier lives.

From Birth to Death (But Not from Cradle
to Grave!). At the most basic level, countries that
embrace the principles of economic freedom have
the means, and are more likely to provide, better
health care overall from birth to death.

Infant mortality and life expectancy are two
broad measures of health standards that give some
indication of the ability of a society to provide good
health care to its citizens. Low rates of infant mor-
tality mean that women can afford to take care of
their children throughout their pregnancy, and it
indicates that good health care facilities are avail-
able to provide care during and after birth. Life
expectancy is another broad and useful measure-
ment of how well a country’s health care system per-
forms. Longer life expectancies indicate that a coun-
try’s citizens are able to prolong their lives through
access to higher quality health care for the young,
middle-aged, and old.

Beginning life healthy and strong is vital for sus-
tainable childhood and adolescent development.
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CHART 8

Infant Mortality Rates Are Higher in Countries with Less Economic Freedom
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Infant mortality remains a huge challenge through-
out the world, particularly in countries that do not
embrace economic freedom principles. Low rates
of infant mortality are correlated with higher lev-
els of economic freedom (r=0.505). Most tragically,
an additional 40 infants per 1,000 births die in the
most economically repressed countries in the world
(quartile four of the Index) versus the freest (quartile
one). (See Chart8.)

Regarding overall life expectancy, individuals
who live in countries that fall into the highest quar-
tile of economic freedom tend to live 14 years lon-
ger than those who live in the most economically

repressed countries in the world. In addition, the
relationship between economic freedom scores
and life expectancy is positive. Analyzing U.N. data
for life expectancy and the 2012 Index of Economic
Freedom country scores, it is apparent that there
is a strong correlation between economic freedom
and life expectancy (r=0.56). This finding suggests
that countries that follow the principles of eco-
nomic freedom are not only better equipped with
safe, sanitary, and effective medical facilities and
environments for infants, but also enable adequate
healthy nutrition, preventive medical care, safer
communities, better access to clean water, and




SPECIAL REPORT | NO. 139
SEPTEMBER11, 2013

CHART 9

Longer Life Expectancy in Nations With More Economic Freedom
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Sources: The World Bank, World DataBank, http://databank.worldbank.org/data/home.aspx (accessed May 6, 2013);
and Terry Miller, Kim R. Holmes, and Edwin J. Feulner, 2012 Index of Economic Freedom (Washington, D.C.: The Heritage
Foundation and Dow Jones & Company, Inc., 2012), http://www.heritage.org/index.
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reduced levels of violence for individuals through-
out their lives.

One barometer of better health is access to
clean water, and to systems that quickly and effi-
ciently remove waste products from living areas.
Comparing data from the World Bank'® with the
2010 Index of Economic Freedom' shows a correla-
tion between countries with higher rates of econom-
icfreedom and countries that have a high percentage
of people with access to cleaner water and improved
sanitation (both at r=0.52).

In addition, there is also a clear trend towards
better wastewater disposal services in countries

with greater economic freedom. Although the sam-
ple size is smaller (51), data from the World Bank
indicates that individuals in countries with higher
levels of economic freedom have better access to
wastewater disposal services. These indicators dem-
onstrate that citizens of countries with high levels
of economic freedom are able to afford such basics
as indoor plumbing, potable water, and wastewater
disposal and treatment. Such infrastructure pre-
vents the spread of cholera and other diseases, and
ensures that people have clean water for drinking
and cooking in their homes. Overall, such facilities
contribute to better health outcomes for society. By
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CHART 10

Economically Freer Nations Have Better Access to Clean Water, Sanitation
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preventing the spread of diseases at their sources,
countries can avoid negative health outcomes that
often occur when people live near exposed raw sew-
age or must rely on unreliable water supplies. This
ultimately reduces the lifetime costs of health care
for each individual, increasing his or her yearly earn-
ings and productivity by reducing costs and time lost
due to sickness.

AIDS Prevalence. Over the past two decades a
major area of focus for development and humanitar-
ian assistance to the developing world has been to
slow and reverse the spread of HIV/AIDS. Since 2003,
the U.S. government and private partners, such as

the Bill and Melinda Gates Foundation, have spent
nearly $45 billion on AIDS relief to countries around
the world through the President’s Emergency Plan
for AIDS Relief (PEPFAR).2° PEPFAR has been an
important component in reducing the prevalence of
AIDS, particularly on the African continent, because
it is a focused program that began in the private sec-
tor and hasbeen managed by agencies within the U.S.
government—at the U.S. Department of State and
the Centers for Disease Control—that are beyond
the reach of the dysfunctional U.S. Agency for
International Aid (USAID) bureaucracy.? Strategies
to combat AIDS and other diseases, such as TB and
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CHART 11

Economically Freer Nations Have
More Wastewater Collection

PERCENT OF POPULATION IN 2005
CONNECTED TO WASTEWATER COLLECTION
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CHART 12

HIV More Prevalent in Nations
with Low Economic Freedom

PERCENTAGE OF POPULATION AGES 15-49 WITH
HIV IN 2009
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malaria,?? should focus on broader and more encom-
passing policies that will improve health outcomes
through positive economic outcomes.

In particular, countries that enact policies based
on the principles of economic freedom generally
tend to have better outcomes for AIDS mortality and
incidence. Using data from the U.N. on AIDS prev-
alence throughout the world and the 2009 Index of
Economic Freedom® it is clear that countries with
higher economic freedom scores tend to have lower
rates of HIV throughout their societies. Out of this
sample, countries that ranked in the first quartile
for economic freedom have considerably lower lev-
els of HIV/AIDS prevalence. About 1.26 citizens per
100 in quartile one countries are living with AIDS,
compared to 2.79 individuals per 100 in countries in
quartile four, the countries with the lowest econom-
ic freedom scores.

Botswana is an example of the success of eco-
nomic freedom in achieving health care outcomes.
Botswana remains a major recipient of PEPFAR

aid,>* and its leadership has remained commit-
ted to the principles of economic freedom over the
past two decades. This has resulted in higher scores
in the Index of Economic Freedom, and a persistent
downward trend in HIV infection.

These levels of economic freedom mean great-
er growth and wealth for the citizens in that coun-
try—and have permitted Botswana to allocate more
money for the treatment of the relatively smaller
number of AIDS patients. In 2002, Botswana was
praised for proactively addressing the AIDS crisis in
the country by implementing programs that distrib-
ute anti-retroviral drugs to patients.?® As a result,
HIVprevalence declined from apeak of 27 percent in
2001, to 23.7 percent in 2010. This has corresponded
with a 23 percent rise in Botswana’s economic free-
dom score since 1995, making it the second-highest-
ranked country in sub-Saharan Africa. (The high-
est-ranked country is Mauritius.)

Consequently, there has been little need for
the sorts of wasteful and unfocused traditional
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CHART 13

Botswana: More Economic Freedom, Less HIV

In the late 1990s, HIV was becoming an epidemic in Botswana. By the end of the decade, more than one-quarter
of the population ages 15 to 49 was infected. However, simultaneously, the south African nation was opening up
its economy. Ten years later, Botswana’s economy continues to grow freer, and HIV is on the decline.
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development-assistance projects that swell the
ranks of foreign aid bureaucracies at the U.N. and
elsewhere around the world; HIV/AIDS projects in
those agencies should be reconsidered.?® Individual
countries must take their destiny into their own
hands. By managing their debt, creating impartial
institutions, and fighting corruption, governments
can spur the economic growth that will bring pros-
perity and wealth. HIV/AIDS is “a cause and an out-
come of poverty.”>” With economic freedom, coun-
tries can reduce the long-term prevalence of HIV,
while programs such as PEPFAR target immediate
crises.

Health Care Policies that Promote Economic
Freedom. Instead of the coercive monopolization of
health care through expensive and inefficient govern-
ment programs, economic freedom can be applied to
achieve positive health care outcomes. Government
intervention and coercion in health care markets is
far from the only, or most effective, way to achieve
healthy societies. Instead, policymakers should:

m Eliminate Barriers. Policymakers can increase
competition and choice by removing subsidies
and repealing laws that prevent individuals from
purchasing health care services from diverse pri-
vate, market-based sources. Individuals should
be allowed to purchase health care and insurance
without the limits of geographic boundaries or
employment status.?®

= Encourage competition in government bid-
ding. In systems where governments continue to
play a large role in the health care system, policy-
makers should make sure that there is competi-
tion in the bidding process by private health care
providers. Competition among bidders helps to
reduce cost and encourages innovation.*

= Encourage insurance regulation at local and
regional levels. Top down, one-size-fits-all reg-
ulation ignores local differences in health care
and insurance markets, reducing innovation
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CHART 14

Nations with More Economic
Freedom Take Better Care of the
Environment
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and undermining choice. Policymakers should
instead focus on decentralizing regulations,
allowing rules to fit the customers.*°

The Environment

Apart from health care, no other government pol-
icies and actions have been more intrusive and eco-
nomically distortionary than environmental ones.
Rather than relying on the self-interest of property
owners, the market, and a free press to ensure envi-
ronmental quality and safeguards, a myriad of gov-
ernment bureaucrats and agencies are attempting to
regulate the water people drink, the air they breathe,

and the food they consume. Some governments have
proposed programs to tax carbon emissions and
increase taxes on gasoline, set up non-transparent
and economically harmful exchanges and market-
places for the buying and selling of carbon emissions,
and have created subsidies for “clean” energy. Such
policies impose a huge cost on society. They also
retard economic growth.

Critics of the free market sometimes complain
that environmental degradation is the result of
“market failure,” whereby negative externalities are
created through the private sector’s production of
goods and services for which individuals and firms
are not held accountable. Thus they defend the
necessity of imposing government regulations to
control these negative externalities. But their argu-
ments are hollow: Economically freer countries
throughout the world continue to outperform their
repressed counterparts on environmental protec-
tion. Economic freedom, and the wealth that flows
from it, is wholly consistent with, and supportive of,
a healthy environment. The environment is also bet-
ter protected when larger percentages of land and
other real property are privately held and protected
by a country’s judicial system. Coercive government
action to regulate the environment threatens the
very means by which economically free countries
have been able to clean up their environments in the
first place.

Economic Freedom and Environmental
Protection. Statists and environmental extremists
often argue that proponents of economic freedom
have little interest in protecting the environment—
that economic freedom harms the environment
because it encourages pollution and environmental
degradation. This claim is false. The principles of eco-
nomic freedom are a better means to the same end.

Yale University’s Environmental Performance
Index (EPI) is a credible metric for assessing the
environmental health of a country. The EPI mea-
sures two broad categories of environmental per-
formance: environmental health (the effects of air
and water on human health); and ecosystem vital-
ity (including various sub-metrics, such as biodi-
versity, climate change, and agriculture). When the
results of the EPI are compared to the 2012 Index
of Economic Freedom, a significant positive trend
emerges (r=0.47). This trend indicates that as coun-
tries move from economic repression to economic
freedom, their environments improve as well.
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CHART 15

Tracking Economic Freedom and
Environmental Performance

Since 2000, the average score in the Index of
Economic Freedom has risen by more than 3
percent. During the same period, the overall
Environmental Performance Index has risen by
nearly 6 percent.
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This trend is also telling in a historical compar-
ison of the Index of Economic Freedom and the EPI.
Dating back to 2000 when Yale released the first EPI,
there is a marked relationship between the move-
ment of the EPI and the movement of countries’
scores in the Index of Economic Freedom. As the
worldwide average of economic freedom began to
slow down in 2008 so did the EPI.%! Since then, both
indices have stagnated.

Not surprisingly, the countries registering the
most significant advances in environmental pro-
tection often also enjoy the biggest improvements
in their economic freedom scores. Azerbaijan

CHART 16

Azerbaijan: Economic Freedom and
Environmental Protection
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is a prime example. Since 2000, Azerbaijan has
reformed its economy and cleaned up its environ-
ment, embracing the principles of economic free-
dom and improving its EPI score at the same time.
In the 2000 Environmental Protection Index,
Azerbaijan scored 33.7, 128th in the world—near
the bottom. Since then, Azerbaijan’s score has
improved by 28 percent, lifting the country to a
score 0f43.1,17 spots higher in the EPI rankings. At
the same time, the Azerbaijani government began
to embrace economic freedom—opening its bor-
ders to trade, making some reforms to its tax code,
and lightening the overall regulatory environment
on the economy. As a result, since 2000 Azerbaijan
has raised its economic freedom score from 49.8 to
58.8, a nearly 20 percent improvement. This rise
has lifted the country 36 spots in the Index rank-
ings since 2000.
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CHART 17

As Property Rights Increase, So Does Environmental Protection

PROPERTY RIGHTS SCORE IN THE
2012 INDEX OF ECONOMIC FREEDOM
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Taking Ownership of Environmental
Protection. To the extent that it ever was, the basis
for current environmental policies in many coun-
tries is no longer economic freedom. These policies
are based, instead, on an embrace of subsidies to

“green” companies and regulation of industries that
are deemed “dirty.” In practice, the implementation
of these policies has created too many opportunities
for cronyist, big government-designed and big gov-
ernment-subsidized monopoly rents.

To reverse this trend, policymakers must return
to the principles of economic freedom, with private

property rights as their backbone. Protecting private
property is a cornerstone to protecting the environ-
ment. A comparison of property rights in the 2012
Index of Economic Freedom and 2012 EPI shows that
the relationship between strong property rights
protection regimes and healthy environments is
even greater than the broadly positive relationship
between economic freedom and clean environments.
In this analysis the positive correlation between prop-
erty rights and environmental protection is very obvi-
ous (r=0.6), indicating that countries with good pri-
vate property protections have cleaner environments.
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This association should not be surprising. Using
private property as a tool for conservation and
resource management works because it “empow-
ers owners to act as stewards of environmental
resources and facilitates conservation efforts in the
private sector.”®> The concept behind this is sim-
ple. Because land values usually increase over time,
owners have an incentive to maintain the quality of
the land and its improvements in order to preserve
its value. Owners of private property have no inter-
est in destroying the value of the land or its environ-
mental qualities, because they would not profit from
such degradation.®® For example if timber producers
are allowed to own and exploit the resources of their
land for timber production, they will have the incen-
tive to maintain that land, and replant the trees as
they fall (or are harvested). Without investing in
sustainable timber production, these companies
would be left without timber to use, and would be
paying property taxes on unproductive land.

These same concepts can be applied to fisheries
management. In the 1990s, Iceland implemented
Individual Transferable Quotas (ITQ) for fisher-
men—a quasi-private-property system for fisheries.
These quotas gave exclusive individual rights to fish-
ermen to “harvest specific portions of the overall
quota of marine fish”** and allowed them to transfer
these rights—like private property—to others. This
gave more efficient producers the opportuntiy to buy
outless efficient ones. While efficiency improved, the
ITQ system also contributed to the gradual improve-
ment of fish stocks in Icelandic waters, consequently
improving environmental sustainablity.?®

Promoting a Clean Environment Through
Economic Freedom. Claims that economic free-
dom and environmentalism are mutually exclusive
are not supported by the data. Policies that pro-
mote and rely on higher environment-related taxes
raise costs, limit freedom, and can actually increase
environmental degradation. Instead, policymakers
should embrace economic freedom and environ-
mental protection by:

m Respecting Property Rights. Policymakers
on the Left often disregard individual prop-
erty rights in their implementation of coercive
environmental regulations. Respect for prop-
erty rights should be at the forefront of any

environmental policy. Landowners should be
fairly compensated for any regulatory takings
that are based on environmental regulations.3¢

= Removing wasteful subsidies for “green ener-
gy.” Industrial policies that seek to pick winners
and losers, choosing one sector over another, are
always ultimately counterproductive and end
by encouraging malinvestment. Instead, policy-
makers should allow the market to decide where
best to allocate resources for energy generation.
Market decisions to switch from coal to natural
gas (coupled with private sector-led advances
in drilling technology), for example, have been a
significant contributing factor in declining CO,
emissions in the United States.?”

Conclusion

This Special Report has attempted to expose the
fallacy that economicfreedom principlesundermine
the provision of social goods. In fact, the principles
of economic freedom have shown themselves to be
more efficient and effective than statist approaches
for the provision of those goods.

Those on the Right and on the Left want the same
better outcomes for themselves and their children:
good education, access to better health care, and
cleaner and safer environments. The differences
lie in their approaches and the designs of policies.

“Progressive” policies meant to achieve these aims
are generally ineffective, inefficient, and financially
unsustainable.

It is the principles of economic freedom—free
markets, rule of law, protection of private property,
and open trade—that boost prosperity and reduce
costs so that societies can protect their environ-
ments, improve health, and broaden access to edu-
cation. Nineteenth-century neoclassical economist
Alfred Marshall witnessed the prosperity that free
markets brought to England during the early days
of the Industrial Revolution. Marshall said, “The
hope that poverty and ignorance may gradually be
extinguished, derives indeed much support from
the steady progress of the working classes.”®® It is
that progress that the world needed then, and con-
tinues to need today. The hope and promise of the
free market generates more progress than progres-
sivism ever has.
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