EcoNoMIC FREEDOM AND HAPPINESS
Daniel M. Gropper, Robert A. Lawson,
and Jere T. Thorne Jr.

That liberty is necessary for greater happiness and a better life is a
notion deeply rooted in the American sensibility. But is there a link
between greater freedom and greater happiness across countries?
In this article we explore this question by examining the empirical
relationship between liberty, as measured by economic freedom, and
happiness across more than 100 countries.

There is a now a large literature on human happiness and its meas-
urement. There is even a journal fully dedicated to the study of hap-
piness. Kahneman, Diener, and Schwartz (1999) offer discussions of
the many interesting theoretical and methodological issues involved
in studying happiness. Kahneman et al. (2004) and Kahneman and
Krueger (2006) discuss the current attempts to measure happiness
at the individual and societal level. Frey and Stutzer (2000) and
Wilkinson (2007) offer interesting reviews and criticisms of the hap-
piness literature in economics. Norberg (2010) outlines the motiva-
tions behind the development of some of the happiness measures
and potential pitfalls in their use.

There is also a large literature on the concept and measurement
of economic freedom (Gwartney and Lawson 2003). The
Economic Freedom of the World (EFW) index (Gwartney and
Lawson 2008) has spawned hundreds of scholarly articles on the
impact of economic freedom on economic growth and other
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indicators of human welfare (see, for example, Hall and Lawson
2011, de Haan et al. 2006, Lawson and Clark 2010, Scully 2002,
Lawson and Roychoudhury 2010, Stroup 2008).

Early research tended to find that economic freedom was posi-
tively associated with happiness (Veenhoven 2000, Ovaska and
Takashima 2006). More recent work, however, has been mixed.
Bjornskov, Dreher, and Fischer (2010) argue that the association
between measures of institutional quality (like freedom) and happi-
ness are different between rich and poor countries. Ott (2010a,
2010b) contends that the relationship between government size (a
component of economic freedom) and happiness is contingent on
the quality of the governance. Verme (2009) provides a theoretical
argument and empirical evidence that “freedom of choice” is a strong
factor in determining happiness.

Data, Model, and Results

While happiness research has advanced a great deal in the last
decade, shortcomings in measurement remain. As Norberg (2010)
notes, measures of happiness are less scientific and more subjective
than measures of output, but some analysts still favor them in place
of GDP to guide government policy. He points out that Bhutan used
a Gross National Happiness index, created by the Centre for Bhutan
Studies, as a way to excuse the government’s failure to improve poor
living standards, and even to justify repression of minorities in efforts
to create a national identity.

Regardless of the motivations behind the development of happi-
ness measures, we think it is worthwhile to examine the relationship
between happiness and economic freedom, bearing in mind the lim-
itations of the measures. We use three measures of happiness in our
analysis. The first measure was originally gathered from Veenhoven’s
World Database of Happiness and was based primarily on the results
from the World Values Survey (WVS); however, results from the
Latinobarometer and Afrobarometer were also taken into considera-
tion. The average reported life satisfaction (happiness) score for this
sample was 6.16 (out of a possible 10), with a range of 3.0 (Burundi)
to 8.19 (Denmark).

The second measure of subjective well being comes from the
updated Happy Planet Index 2.0. Released in July 2009, the data
from this study are almost entirely derived from an average of a
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comprehensive multinational survey performed by the Gallup Poll
and the two most recent waves of the World Values Survey. The
Gallup World Poll posed the same, commonly used question as in
the World Values Survey: “All things considered, how satisfied are
you with your life as a whole these days?” Responses were ranked on
a scale of zero to ten. Zero was the least satisfied and ten was the
most. The Gallup poll and WVS average produced 112 observations
out of a total of 143 for the entire study. The remaining observations
are unmatched countries from each study, respectively. The average
score for this sample was 6.12, with a range of 2.4 (Tanzania) to
8.5 (Costa Rica). While any survey questions about how satisfied one
is with life are subject to criticisms about reliability for any given per-
son across different times, and particularly across different people in
widely varying circumstances, they are nonetheless interesting to
examine, and at this time, they represent the best data available.

The third measure of subjective well-being is simply a combination
of subjective well-being and life expectancy at birth. This measure is
created by dividing the responses to Gallup’s life satisfaction survey
by 10 and multiplying by the country’s life expectancy. Referred to as
“Happy Life Years,” this measure serves to ensure that both subjec-
tive and objective elements of well-being are captured. It recognizes
that a satistying life is not ideal if it is very short, but also that a long
life is not ideal if it is miserable. The average score for this sample was
43.62, with a range of 12.5 (Tanzania) to 66.7 (Costa Rica).

The economic freedom data for this study come from the EFW
index (Gwartney and Lawson 2008). For over a decade, the EFW
project has been devoted to measuring the degree of economic free-
dom for large numbers of countries. The EFW index uses personal
choice (voluntary exchange), the freedom to enter and compete in
markets, and protection of persons and property as core elements for
evaluating a country’s economic freedom. Each country is ranked on
a scale of zero to ten. Ten is the highest degree of economic freedom
and zero the lowest. Hong Kong scores the highest with a rating of
9.0 and the Democratic Republic of Congo is lowest at 3.8.

Table 1 reports the three happiness measures and the EFW index
for all the countries included in our study. All data are for 2005.
Table 2 presents detailed descriptions and sources for all the vari-
ables, and Table 3 provides summary statistics. Figure 1 illustrates
the simple relationship between the EFW index and the Happy Life
Years measure of happiness.
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TABLE 3
SUMMARY STATISTICS

Std.
Variable N  Mean Median Minimum Maximum Dev.
Happiness: 119 6.17 6.3 3.00 8.19 1.10
WVS
Happiness: 110 6.12 6.4 2.40 8.50 1.41
Gallup
Happiness: 110 43.62 46.75 12.50 66.70 14.91
Happy
Life
Years
Economic 120 6.65 6.65 3.8 9.0 0.96
Freedom
Index
GDP per 120 16.52 11.80 0.30 81.10 16.01
Capita

FIGURE 1
RELATIONSHIP BETWEEN ECONOMIC FREEDOM
AND HAPPINESS, BY QUARTILE
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We use the following model to examine the relationship between
measured happiness and freedom:

(1) H; = f(EF;, GDPPC;, EF; - GDPPC;)

where H; is the measured level of happiness for a country, EF; is the
EFW index for the respective country, and GDPPC; represents
GDP per capita. Including GDP per capita is justified because pre-
vious research has shown that happiness depends on the level of
development (Easterlin 2001). We include an interaction term
because the impact of economic freedom on happiness may be con-
tingent on the level of development and vice versa.

Our specification is quite parsimonious and critics might easily
suggest other variables that could matter for national happiness.
However, most of the potential control variables correlate highly
with either economic freedom, GDP per capita, or both. For
example, inflation may matter, but that is a component part of the
economic freedom index. Unemployment may matter, but as
Feldman (2007) shows, countries with less economic freedom
exhibit greater unemployment. Life expectancy, democracy, and
many other indicators are also highly correlated with both eco-
nomic freedom and GDP per capita. Thus, we argue that the
included variables of economic freedom and GDP per capita are
likely to capture most of the variation associated with any omitted
variables. Finally, there are often major tradeoffs with data quality
and sample size when including more control variables. In any
case, we are not necessarily arguing that there is a direct causal
relationship between economic freedom, GDP per capita, and the
happiness variables. Nevertheless, the results provide some
insights about the contrast between the nature and characteristics
of rich market-oriented economies and those dominated by gov-
ernment regulation and planning.

Table 4 presents the regression results. Regressions (1), (3), and
(5) omit the interaction term between economic freedom and
GDP per capita. Regardless of the happiness metric used or the
specification, the results are consistent in showing a positive
association between economic freedom and GDP per capita and
happiness. According to regression (3) for example, we find that a
one standard deviation increase in the economic freedom index
corresponds to a one-third standard deviation improvement in the
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happiness score.” A similar magnitude increase in GDP per capita
yields an increase in happiness of about 0.4 of a standard deviation.
Regressions (2), (4), and (5) include the EF; - GDPPC; interaction
term. The negative sign on the interaction coefficient indicates
that the impact of the one variable diminishes as the other variable
increases.

Table 5, using results from regression (4) in Table 4, shows the
impact of a one standard deviation increase in economic freedom on
happiness at different levels of GDP per capita, as well as the impact
of a one standard deviation increase in GDP per capita on happiness
at different levels of economic freedom. For poorer countries, addi-
tional economic freedom appears to improve happiness, but for very
rich countries additional economic freedom actually correlates with
less happiness. These results appear to be consistent with those of
Bjornskov, Dreher, and Fischer (2010). Similarly, higher GDP per
capita has a more beneficial impact on countries with lower eco-
nomic freedom, and as economic freedom increases, the impact of
GDP per capita on happiness diminishes, though it remains positive.

Of course, to the extent economic freedom is a causal factor in
contributing to GDP per capita (Hanke and Waters 1997; Gwartney,
Holcombe, and Lawson 2004, 2006), these results understate the
true impact of economic freedom. The likely endogeneity of GDP
per capita is not an issue that we will address in detail here. If
increased economic freedom causes GDP per capita to increase, as
it almost certainly does, then additional economic freedom will have
a direct impact on happiness, up to a certain point, and an indirect
effect operating through increased GDP per capita.

Statistically speaking, economic freedom and GDP per capita go
hand in hand. The simple correlation coefficient between the EFW
index and GDP per capita is 70.1 percent. See Figure 2 for a scatter-
plot and regression line between the two variables.

From Table 5, we see that a one standard deviation increase in the
EFW index corresponds to a 0.24 unit increase in the happiness
index (when evaluated at the mean level of GDP per capita).

“A one standard deviation improvement in the economic freedom rating is about
one unit on the EFW index scale, roughly the difference between the United
States (8.0) and Mexico (7.0). A one-third standard deviation in the happiness
score is nearly a half point on that scale, roughly the difference between the
United States (7.9) and the United Kingdom (7.4).
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However, for every one standardized unit increase in the EFW
index, the regression line in Figure 2 shows an approximately
$11,000 increase in GDP per capita. By our calculations, this could
generate an increase in happiness of an additional 0.60 units. Thus,
the combined effect of a standardized unit increase in the EFW
index on the happiness index is perhaps as large as 0.84 when one
includes the indirect channel through GDP per capita.

To further illustrate the effects of greater freedom on happiness,
we examine a couple of specific cases. The final column in Table 5
shows that the effect of a simultaneous increase in both economic
freedom and GDP per capita on happiness appears to be positive
throughout the relevant range of data.

Our results stand in contrast to some earlier authors, such as
Layard (2003: 17) who stated that “once a country has over
$15,000 per head, its level of happiness appears to be independent
of its income per head.” In a similar conclusion, Frey and Stutzer
(2002: 416) note, “Income provides happiness at low levels of

FIGURE 2
SIMPLE CORRELATION BETWEEN ECONOMIC FREEDOM AND
GDP PER CAPITA

GDP per Capita

Economic Freedom Index
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development but once a threshold (around $10,000) is reached,
the average income level in a country has little effect on average
subjective well-being.”

Consider Sweden, which is both a high-income country (GDP per
capita of $38,500) and, notwithstanding its welfare state reputation,
a reasonably market-oriented economy (EFW rating of 7.4). If
Sweden were to increase its economic freedom to the level of the
United States (EFW rating of 8.0), the projected impact on happi-
ness in Sweden would be slightly negative. However, if the increase
in economic freedom in Sweden also yielded a GDP per capita akin
to that of the United States ($47,000), then the net impact on
Swedish happiness would be slightly positive.

What is more striking, and perhaps more hopeful, is the impact of
increasing freedom on less free and poorer nations. If Mexico (GDP
per capita of $14,200 and EFW rating of 7.0) were to simultaneously
increase economic freedom and GDP per capita to that of the United
States, the impact would be 1.9 units on the happiness (Gallup)
scale—more than a full standard deviation increase in happiness.

Alternatively using the coefficient estimates from regression (6) in
Table 4, we find that if Sweden and Mexico each achieved the same
levels of economic freedom and GDP per capita as the United
States, the predicted improvement in Happy Life Years would be 1.2
and 7.2, respectively.

Conclusion

Using the best available data for a sample of well over 100 coun-
tries, this article finds a positive relationship between national levels
of happiness and economic freedom. GDP per capita also exerts a
strong positive influence on happiness. The statistical impact of both
economic freedom and GDP per capita appears to diminish as the
other increases, but the combined effect of simultaneously increas-
ing both economic freedom and GDP per capita, particularly for
poorer and less free nations, is positive. Around the world, freer
people generally are wealthier, live longer, and are happier.
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