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ABSTRACT  

 

This paper estimates the relationship between various sub-indicators of economic freedom 

and life satisfaction for 122 countries. The estimation results show that life satisfaction is 

positively related to the quality of the legal system and protection of property rights. For poor 

countries, freedom of trade fosters life satisfaction as well. Life satisfaction is independent 

from the size of the government and sound money and tends to be negatively related to low 

regulation. If the relationship between life satisfaction and economic freedom is controlled for 

income per capita, life satisfaction is independent from economic freedom. This indicates that 

the relationship between life satisfaction and economic freedom is mediated by income per 

capita.  
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1 Introduction 

As of the 1970’s, increased living standards enabled social scientists to reconsider the 

importance of directing policy towards economic growth. In 1974 Richard Easterlin published 

his famous research that showed that, while income per capita had been steadily growing, 

self-reported happiness had been stable over the period 1946 – 1970 in the United States. This 

suggests that ‘money does not buy happiness’ and hence calls for a re-orientation of the 

importance of policy directed towards economic growth. Indeed, recently not only the 

scientists, but also politicians have begun to think about the importance of economic growth. 

For example, last July the United Nations’ General Assembly adopted a resolution to make 

happiness a development indicator.  

By now, there is a vast literature of variables affecting subjective well-being measures. 

One of the relationships of which research is still in its infancy, however, is the relationship 

between economic freedom and subjective well-being. This relationship is very interesting as 

economic freedom concerns the institutional design of a society. The concept of economic 

freedom relates to the degree of personal choice, voluntary exchange, freedom of competition, 

and protection of privately owned property (Gwartney, Holcombe and Lawson, 2004). The 

literature on economic freedom has primarily focused on the relationship between economic 

freedom and economic growth (Dawson, 1998; De Haan and Sturm, 2000; Gwartney, 

Holcombe and Lawson, 2004; De Haan et al., 2006; Justesen, 2008). As to the importance of 

freedom, the subjective well-being literature has primarily focused on the importance of 

political- and civil rights (Welsch, 2003).  Only two studies by Veenhoven (2000) and Ovaska 

and Takashima (2006) have combined the two approaches by relating economic freedom to 

measures of subjective well-being. Veenhoven (2000) found a positive relation between life 

satisfaction and economic freedom and Ovaska and Takashima (2006) in three out of four 

cases.  

This analysis is a follow-up on these studies. We extend them in three directions. First, 

whereas Veenhoven (2000) analyses data for the early 1990s and Ovaska and Takashima 

(2006) for 1990-2000, in our study data are covered up to the second half of 2000s (2007-

2009). Second, whereas Veenhoven (2000) and Ovaska and Takashima (2006) only analyse 

the relationship between life satisfaction and the overall index of economic freedom, we test 

for five sub indices of economic freedom. Third, whereas Ovaska and Takashima (2006) used 

multiple regression analysis that control for income to analyze the relationship between 

economic freedom and happiness, this paper also takes account of indirect effects of 

economic freedom on life satisfaction through income per capita and other variables that may 

be affected by economic freedom.  

 The paper is structured as follows. Section 2 provides an overview of previous 

empirical research on the relationship between life satisfaction and economic freedom and 

other variables, such as income per capita, social trust and income inequality. Section 3 
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describes the methodology and data sources. Section 4 presents the results of the empirical 

analysis. Section 5 summarizes the main findings.  

 

2 Review of empirical studies  

 

In this section we first present a selected overview of the literature on the determinants of life 

satisfaction. Next, we describe some literature on the relationship between economic freedom 

and income, social trust and inequality through which economic freedom may indirectly 

influence life satisfaction.  

 

Life satisfaction 

 

Subjective well-being data can be categorized in different categories, amongst which 

happiness and life satisfaction are the two most prominent ones. Happiness measures are more 

influenced by emotions, and are thus more affected by short term influences. Life satisfaction 

measures are more influenced by reason, and therefore reflect more long term (cognitive) 

influences (Ovaska and Takashima, 2006). Dolan, Peasgood, and White (2008) and 

Blanchflower and Oswald (2011) provide useful review papers of the economic literature. 

Below we give a short overview of the most important factors explaining subjective well-

being as summarized in Table 1. 

 

Table 1 Literature overview of main determinants of life satisfaction
a
 

 Macro Micro 

Variables EA B&O DT&MC DPW D O&T V EA DT MC DPW B&O 

Economic 

Freedom 

      +     

Political Rights  +  0   +/0   +  

Income per 

Capita 

+ +  + + + + + + + + + 

GDP growth  0    - +      

Unemployment  -  -      - - 

Inflation  -  -        

Income 

Inequality 

 -  -/+        

Trust  +  +      +  

Education          + + 

Life Expectancy      0/+
b
 +    +  

Female labor 

participation 

           

Age     - -    U U
c
 

Religiosity      +    + +  
a
 EA: Easterlin (1974), B&O: Blanchflower and Oswald (2011), DT&MC: Di Tella and Muc Cullogh (2010), D: 

Deaton (2008), O&T: Ovaska and Takashima (2006), V: Veenhoven (2000), DPW: Dolan, Peasgood, White (2008). 
b  Changes in life expectancy have an effect, not the level. 
c
  U-shaped, based on data for The United States 
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Based on a study of 44 countries, Veenhoven (2000) finds that economic freedom is strongly 

and statistically significantly correlated with life satisfaction. This relationship remains 

statistically significant if controlled for differences in per-capita income. According to 

Veenhoven (2000), this means that economic freedom must affect life satisfaction in other 

ways than through economic growth. Analyses with subsamples show that the positive 

relationship between economic freedom and happiness is particularly relevant for poor 

countries. In a more recent study of Ovaska and Takashima (2006) based on a cross section 

analysis of 68 countries, economic freedom has a significant positive influence on happiness 

and life satisfaction in three out of four estimated relations, but looses significance in the most 

elaborate model that controls for religiosity and age. One of the ways through which 

economic freedom may influence life satisfaction is by fostering entrepreneurial activity, 

because, as Benz and Frey (2003) show, entrepreneurs are more satisfied and because 

economic freedom stimulates entrepreneurship. For example, in a cross country study of 29 

countries, Bjørnskov and Foss (2007) show that higher levels of ‘sound money’ significantly 

promote entrepreneurial activity. Furthermore, Nyström (2007) finds that a smaller 

government, a well-developed legal system that protects property rights and enforces 

contracts, and less regulation of business, credit, and labor markets promote entrepreneurial 

activity. 

 Besides economic freedom, also political freedom may contribute to life satisfaction 

(Frey and Stutzer, 2005). A possible explanation for this finding is that political participation 

stimulates feelings of self-determination and influence. In his study, Veenhoven (2000) finds 

a significant positive relationship between political freedom and happiness, but once 

controlled for differences in per capita income, the significance is lost. Welsch (2003) studies 

the relationship between happiness and both political freedom and rationality for a cross 

section of 54 countries. He finds that at high levels of freedom and rationality, happiness is 

positively correlated with freedom and rationality, whilst low levels show a negative 

correlation. Again, political freedom becomes insignificant when controlled for income, 

suggesting that political freedom and income are highly correlated.  

 Next to economic and political freedom, income is an important determinant of life 

satisfaction. In his 1974 classical study ‘Does Economic Growth Improve the Human Lot?’, 

Easterlin found on US data that happiness has roughly been stable over the period 1946 -1970 

although income had been growing steadily over that period of time. This finding has become 

known as the ‘Easterlin Paradox’. However, recent research has cast doubt on this finding. 

Stevenson and Wolfers (2008), for example, find that the absolute level of income (more than 

the relative level, as opposed to Easterlin) explains subjective well-being, and hence conclude 

that the Easterlin Paradox is a fallacy. The positive correlation between subjective well-being 

and income is significant and robust among countries, within countries, and across time. Also 

Fischer (2008) criticizes the existence of the paradox, arguing that the Easterlin Paradox does 

not hold for the United States. According to Fischer, the Easterlin Paradox is an illusion based 

on a misspecification of wealth. Easterlin et al. (2011) and Di Tella and MucCullogh (2010) 

admit that income positively influences life satisfaction (both within countries and among 
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countries at a specific moment in time), but significance disappears in the long run (i.e. 10 

years). Easterlin et al. argues that Stevenson and Wolfers wrongfully disapprove the existence 

of the income paradox as they focus on a period of time that is too short. The effect of higher 

levels of income per capita is temporary. Due to habit formation, higher levels of income per 

capita do not cause higher levels of subjective well-being over longer periods of time. Also, 

Di Tella and MucCulloch (2010) find that it takes time to adapt to changes in income. On 

average, they find that it takes roughly five years before income adaption is fully reached, i.e. 

income does not buy more happiness anymore. Hence, one may conclude, the effects of 

increases in income per capita on subjective well-being are not permanent, but still are 

relatively long-lasting.  

 Furthermore, Ovaska and Takashima (2006) find that economic growth positively 

affects life satisfaction. In contrast, Deaton (2008) finds that economic growth enters 

happiness equations with a negative sign. Other studies have found economic growth not to be 

significantly related to life satisfaction, once corrected for income per capita.  

The fact that unemployment has a strong detrimental effect on life satisfaction is well 

documented and generally accepted in economic literature. People may be unhappy about 

unemployment even if they are not unemployed themselves, because it increases uncertainty 

(Frey and Stutzer, 2002). Di Tella el al. (2001) find for 12 European countries that an increase 

in unemployment by 1% point resulted in a 10% reduction in SWB. Micro studies reveal that 

the unemployed report to feel less part of the society as they are unable to contribute to it.  

Di Tella et al. (2001) also find that inflation has a significant negative effect on SWB. 

The reason is that people value safety and certainty in their personal lives. Inflation, 

particularly when it is unanticipated, creates uncertainty about the future and may therefore 

reduce life satisfaction (Ovaska and Takashima, 2006). 

The relationship between income inequality on happiness is ambiguous. Some studies 

find that life satisfaction falls when income inequality rises, but some studies find a reverse 

effect. This contradictory finding is explained by the fact that different studies include 

different countries (Dolan, Peasgood, and White, 2008). Particularly, it turns out that people 

in Latin American countries, despite the fact that they have a relatively unequal income 

distribution, are relatively satisfied with their lives. On the contrary, former communist 

countries, that have a relatively equal income distribution, are relatively dissatisfied with their 

lives. Another study confirming the relevance of different countries is Alesina et al. (2001). 

They find that there is a large negative significant effect from inequality on happiness in 

Europe, but not in the United States, indicating that Europeans have a stronger aversion to 

income inequality than Americans.  

 Also trust is important in explaining life satisfaction. Helliwell and Barrington-Leigh 

(2010) explored the determinants of feelings of belongings and found that measures of trust, 

as well as measures of friendship explain the extent to which one experiences feelings of 

belonging. Bjørnskov (2005) argues that the concept of social capital as introduced by Putnam 

in his 1993 classic work ‘Making Democracies Work’ appeals to many, however lacks a clear 

and concise definition required for academic research. Instead, he proposes that Putnam’s 

measure of social capital be subdivided into ‘social trust’, ‘civic norms’ and ‘associational 
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activity’. He finds that only social trust has significant explanatory power in explaining life 

satisfaction.  

 Furthermore, people with high educational attainment will experience more life 

satisfaction, for example because they have a more challenging life and tend to be more 

involved in societal activities. Education may also help people to cope better with setbacks in 

any given life situation. Blanchflower and Oswald (2011) find, however, that (for Americans) 

education only affects life satisfaction if there is no control for the level of income. The effect 

disappears if income is added. Hence the extra satisfaction in life that is associated with 

greater education is coming solely from the extra income that education brings. It thus seems 

that educated people are more satisfied with their working life principally because their 

education brings them a higher annual salary. 

 Not surprisingly, health or life expectancy is found to be positively correlated with 

subjective well-being measures. Both physical en mental health are important, though mental 

health is more highly correlated with subjective well-being. Strokes and heart attacks are 

found to negatively impact subjective well-being. Also, evidence has been found that 

handicapped individuals adapt to their disability (Dolan, Peasgood, and White, 2008). 

 Furthermore, empirical research by Deaton (2008) indicates that elderly are less 

satisfied with their lives. Deaton shows however, that life satisfaction is U shaped with age in 

rich countries, a finding earlier suggested by Blanchflower and Oswald (2004). Ovaska and 

Takashima (2006) find, however, a significant unambiguous negative relationship between 

age and life satisfaction in their cross country study. The explanation that Ovaska and 

Takashima (2006) give for their finding is that their study also includes some former socialist 

countries from Central Europe, where older people have more difficulty to cope with the 

change from a planned to a market economy. 

 Female labor participation is hypothesized to have a negative influence on life 

satisfaction, because of the potential negative effect on family cohesiveness (Ovaska and 

Takashima, 2006). However, in their empirical analysis no significant relationship is detected. 

 Finally, religion may play a special role in one’s evaluation of life as it may guide 

people through periods in which they find themselves in trouble. Ovaska and Takashima 

(2006) find a strong positive and highly significant relationship between Christianity and life 

satisfaction. Moghaddam (2008) finds that for the 1998 United States survey non pecuniary 

variables (with a particular focus on religion and emotional variables) primarily explain 

happiness. Also Clarck and Lelkes (2009) find that, ceteris paribus, religious people are more 

satisfied with their lives than the non-religious. Studying a dataset of 90,000 Protestant and 

Catholic Europeans, they find that both ‘churchgoing’ and ‘prayer’ significantly contribute to 

one’s reported level life satisfaction. In contrast, Dolan, Peasgood, and White (2008) find no 

direct significant relationship between religion and life satisfaction..  

 

Indirect relationships between economic freedom and happiness 

 

Some of the variables that affect life satisfaction are known to be related to economic freedom 

themselves. When studying the effect of economic freedom on life satisfaction, one should 
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therefore also analyze the indirect effects of economic freedom on life satisfaction through 

these other variables.  

 Dawson (1998) hypothesizes that institutions can affect income or economic growth 

via investment or via total factor productivity. As to the investment channel, he gives two 

explanations of how institutions may affect economic growth. First, property rights ensure 

that the gains from the trade flow to the investor. Second, the enforcement of contracts makes 

it easier to access credit markets, which clearly fosters investment. Regarding the productivity 

channel, institutions may directly affect economic growth by providing the infrastructure 

needed to efficiently expand. Using panel data to overcome the problem of reverse causation, 

Dawson finds that economic freedom exerts a positive influence on both investment and 

productivity. Political- and civil freedom are, however, insignificant. Dawson also finds that 

economic freedom positively attributes to the level of human capital invested.  

 Also Blume and Voigt (2006) find a positive relationship between respect for property 

rights and economic growth. They use data of 24 different indices (including the so-called 

Empowerment Rights index, the Physical Integrity index, the Rule of Law index and two 

indices for economic freedom). Using factor analysis they cluster these indices into four 

aggregated indices referring respectively to civil rights (independent judiciary, freedom of 

religion, freedom of domestic and foreign travel, political participation), basic human rights 

(no political killings, no disappearances, protection against torture), emancipatory rights 

(workers’ rights, women’s political and economic rights) and property rights. The dependent 

variable is real GDP growth per capita from 1993 till 2000. The regression results only 

confirm a significant and positive influence of the index of property rights. No significant 

effect is found for the other three indices.  

 Further evidence of a positive influence of economic freedom on income or economic 

growth is provided by Easton and Walker (1997), Haan and Sturm (2000), Sturm and Haan 

(2001), Scully (2002) and Haan et al. (2006). Haan et al. (2006) discuss theoretical arguments 

of how economic freedom would benefit economic growth. First, economic freedom fosters 

market competition, which in turn fosters economic growth as inefficient firms are 

outcompeted by efficient ones. Second, economic growth stemming from entrepreneurial 

discoveries is more likely to occur in economies with high levels of economic freedom. Third, 

savings are expected to flow to their most productive uses in free markets, thereby stimulating 

economic growth. Haan et al. (2006) review a great number of studies, concluding that there 

is compelling evidence that economic freedom fosters economic growth. Justesen (2008) 

focuses on a number of questions left unanswered by Haan et al.  (2006). In particular, the 

direction in which the variables affect each other (causality) is studied. Justesen finds that 

economic freedom causes economic growth, and not vice versa. Additionally, Justesen studies 

the five specific components of the aggregate index of economic freedom, finding that 

‘government size’ and ‘regulation’ significantly affect economic growth and investment 

positively.  

 Also unemployment may be related to economic freedom.  Using panel data over the 

period 1985 – 2002 for 19 industrial countries, Feldmann (2006) finds that bigger 

governments are likely to increase unemployment. As explaining factors Feldmann points at 
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big state-owned enterprises, high shares of public investment, high top marginal tax rates, and 

low income thresholds. State-owned enterprises tend to work inefficiently and hence reduce 

growth, whereas high tax rates and low income thresholds are likely to reduce investment and 

work incentives. Both give rise to unemployment. Feldmann (2009) finds comparable results. 

However, contrary to the industrial countries, for developing countries neither the share of 

government investment nor the existence of dominant state owned enterprises prove to affect 

unemployment. 

 When studying the relationship between economic freedom and life satisfaction, also 

the influence of economic freedom on social trust and income inequality are of potential 

relevance, since both are found to affect life satisfaction, whereas social trust has also a 

indirect influence on life satisfaction by affecting economic growth (Knack and Keefer, 1997; 

Zak and Knack, 2001; Beugelsdijk et al. 2004). To our knowledge, the only study that 

investigates the relationship between economic freedom and trust is Berggen and Jordahl 

(2006). They argue that a priori it is not clear how institutions affect social trust. On the one 

hand, higher government expenses (on education, health care, police, defense, infrastructure, 

etc.) can be expected to yield more trust. On the other hand, a well-developed legal system 

that protects property rights and enforces contracts in a free economy stimulates social trust. 

Also free international trade can enhance generalized trust, as trade and commerce may have a 

civilizing effect on the manners and mores. Running a cross country regression for 51 

countries, Berggren and Jordahl find that especially legal structure and the protection of 

property rights, access to sound money and regulation of credit, labor and business enter 

significantly and positively in trust – freedom regressions.  

 Knack and Keefer (1997) assess the importance of a number of related institutional 

variables, including the protection of property rights, other formal institutions, income 

equality, ethnic homogeneity and per capita income in explaining trust. For a cross country 

study of 29 countries, the authors find that, ceteris paribus, people in countries with high 

levels of protection of property rights, low income inequality, low social polarization, high 

income, and high education levels experience higher levels of social trust. Their results are 

confirmed by Zak and Knack (2001). They employ a number of proxies to determine the size, 

significance and robustness of the variables affecting trust. In line with the findings by Knack 

and Keefer, the observed factors that impact trust can be categorized into ‘formal institutions’ 

and ‘population heterogeneity’. Proxies for formal institutions (the property rights index, 

contract enforceability, and the corruption index) are significantly positively related to trust.  

 Berggren (1999) has also studied the relationship between economic freedom and 

income equality. A priori this relationship is unclear. Even when redistribution falls, if the 

poor take advantage of changes in other variables of economic freedom (such as the 

protection of property rights or increased trade liberalization) more so than the rich, equality 

may increase. Using OLS regressions controlling for wealth and the illiteracy rate, Berggren 

(1999) finds that the lower the initial level of economic freedom and the higher the change of 

economic freedom, the higher the level of equality at the end of the sample. Therefore, 

Berggren concludes that the relatively strong income-growth effect for the poor due to a 

positive change in economic freedom outweighs a fall in income equality from lower 



 
 

8 

redistributive policies. Berggren mentions that trade liberalization and financial mobility drive 

these findings, suggesting that poor people are employed in industries that benefit relatively 

more from free trade.  

 In contrast to Berggren (1999), Goldberg and Pavcnik (2007) find that developing 

countries that have opened up their domestic markets have experienced a considerable 

increase in income inequality during the period 1975 – 2005. Both reductions in trade barriers 

in the beginning of the liberalization process, and increases in capital mobility in more mature 

stages, have contributed to more unequal distributions of market income. The authors warn, 

however, that the mechanisms through which trade liberalization affects income inequality in 

developing countries are time, country, and policy specific, so there are no rules of thumb that 

explain this observed trend.     

 Glaeser (2005) has also studied income inequality. Using a cross section of countries, 

he finds evidence confirming the famous Kuznets curve that hypothesizes that inequality 

initially rises with income, and then falls. Glaeser mentions three possible reasons for this 

phenomenon. First, the size of the government grows as the economy grows, leading to more 

redistributive policies. Second, civilians become more educated and hence politically skilled 

as a country develops over time, and third, development transforms farmers into clustered 

industrial employees who exert power via trade unions. Compared to countries with 

comparable income levels, the United States has a relatively unequal income distribution. 

This can partly be attributed to political factors such as low marginal tax rates and weak labor 

unions. However, a more detailed comparison between the United States and Europe indicates 

that ethnic heterogeneity is an important factor explaining the difference in income equality 

across the Atlantic. Glaeser (2005) and Lutmer (2001) find that people are reluctant to transfer 

money to people of another race. A second explanation for rising inequality in the United 

States is that inequality has been driven by a growing discrepancy in the demand for skilled 

versus unskilled workers in the US.  

 Based on this literature overview, we hypothesize that economic freedom affects life 

satisfaction directly as well as indirectly through income per capita and other variables that 

influence life satisfaction. Besides income per capita (or economic growth), education, 

unemployment, trust and income inequality, possible candidates are inflation (related to sound 

money), political freedom, life expectancy, ageing and female participation rate (all related to 

income per capita). Economic freedom is split into five components: size of the government 

(EF1), legal structure (EF2), sound money (EF3), freedom to trade internationally (Ef4) and 

regulation (EF5).  

 

3 Data and methodology 

 

Data  

 

The dataset used for conducting the empirical analysis has been constructed using different 

sources, including Veenhoven’s world database of life satisfaction, the World Bank, the 

World Values Survey, the European Values Study, the Fraser Institute, and The Freedom 



 
 

9 

House (see Table 3 below). Most data represent country averages over the three year period 

2007-2009 or observations from this period as some data sources have data for only one year. 

  

Table 2 Descriptive statistics 

 
symbol source Min Max Mean SD 

Life satisfaction LS Veenhoven
1
 2.5 8.5 5.9 1.4 

Ln GDP per capita (2009 US$) (Y) 
Y World Bank WDI 

4.97 11.61 8.47 1.61 

Growth GDP per Capita (annual %) 
YG World Bank WDI 

-2.51 1.89 0.77 0.35 

Unemployment rate (% of labor force) 
UR World Bank WDI 

1.2 37.6 8.59 6.28 

GDP Inflation rate (annual %) 
INF World Bank WDI 

-1.46 23.8 6.48 4.52 

% Most people can be trusted TR WVS 5
th

 wave  and 

EVS 4
th

 wave 

3.8 76.0 27.91 16.37 

Gini coefficient GI Veenhoven 24.7 74.3 40.8 10.13 

EF1 ( Size of Government) EF1 Fraser Institute 1.16 9.32 6.36 1.30 

EF2 ( Legal System & Property Rights) EF2 Fraser Institute 2.12 8.90 5.66 1.60 

EF3 (Sound Money) EF3 Fraser Institute 0.82 9.77 8.02 1.41 

EF4 (Freedom to Trade Internationally) EF4 Fraser Institute 3.40 9.48 6.72 1.00 

EF5 (Regulation) EF5 Fraser Institute 4.50 8.81 6.77 0.88 

Political Freedom
2
 PF Freedom House 1 7 3.03 1.93 

Primary School Enrolment
3
 EP World Bank WDI 57.82 157.74 105.55 14.11 

Secondary School Enrolment ES World Bank WDI 11.02 148.59 77.52 28.79 

Tertiary School Enrolment ET World Bank WDI 0.49 97.08 39.36 26.80 

Life expectation LE World Bank WDI 46.51 82.75 69.79 10.23 

% population 65 and above 
AG World Bank WDI 

1.01 21.42 8.48 5.41 

Female participation rate 
FP World Bank WDI 

21.00 91.00 53.75 13.99 

% Christianity 
CH Worldmapper 

(University of 

Newcastle) 

0.02 97.55 44.73 36.28 

% Muslims MO Worldmapper 

(University of 

Newcastle) 

0.00 99.08 20.77 31.88 

 

                                                           
1
 Veenhoven, R. (2011), World Database of Happiness, Erasmus university Rotterdam  

http://worlddatabaseofhappiness.eur.nl/statnat/statnat_fp.htm 
2
 Measures the extent to which i) citizens can hold their own government accountable for their actions, ii) the 

rule of law prevails, iii) there is freedom of expression, religion and association, and iv) respect for minorities 

and women are guaranteed. 
3
 Gross school enrollment rates give the % of total enrollment, regardless of age, to the population of the age 

group that officially corresponds to the level of education shown. 

http://www1.eur.nl/fsw/happiness/statnat/statnat_fp.htm
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Life satisfaction data are used in the analysis as they are less influenced by emotions or other 

short term influences than happiness data. Country level data on the question ‘All things 

considered, how satisfied are you with your life as a whole these days?’ on an 11 step scale 

are taken as the dependent variable. Most data for life satisfaction were available for 2008 

(46% of the cases). For 20% of the countries, only data for 2009 were available and for 34% 

data for 2007 were available. For 23 countries data in 2007 and 2008 were available. 

Comparing life satisfaction in 2007 and 2008 for these countries showed no decrease or 

increase in life satisfaction (life satisfaction in 2008 being on average 0.1% higher than in 

2007). This indicates that the financial crisis has not affected life satisfaction in 2008.  

 The index of economic freedom, provided by the Fraser Institute, indicates the extent 

to which citizens are free from coercion of the government in fields as personal choice, 

voluntary exchange, competition, and property rights. The first sub-index, ‘Size of the 

Government’ is best explained by the following passage, taken from the 2011 Economic 

Freedom of the World Report. ‘When government spending increases relative to spending by 

individuals, households, and businesses, government decision-making is substituted for 

personal choice and economic freedom is reduced . The second sub-index relates to the 

design of the legal system, paying special attention to the rule of law, protection of property 

rights, enforcement of contracts, independent judiciary, and an impartial court system. The 

third element of economic freedom relates to the degree to which citizens can rely on a hard 

currency, as a hard currency is essential to doing business:  ‘Inflation erodes the value of 

property held in monetary instruments. When governments finance their expenditures by 

creating money, in effect, they are expropriating the property and violating the economic 

freedom of their citizens’. Next, the fourth sub-index relates to freedom to exchange goods 

and services internationally, including no restraints as tariffs, quotas, hidden administrative 

restraints, and exchange rate and capital controls. Finally, the fifth sub-index measures the 

degree to which governments interfere in markets: ‘The fifth area of the index focuses on 

regulatory restraints that limit the freedom of exchange in credit, labor, and product 

markets’. (see appendix 1 for more details) 

 Table 2 reports the descriptive statistics for all variables included. Since we include 

many countries, there is substantial variation in the sample for all variables. Appendix 2 

reports the countries involved in our study. Countries from all regions of the world are 

included. The total number of countries in our sample equals 122. 

 

Criticism on life satisfaction 

 

We end this section by noting that some authors doubt the usefulness of subjective well-being, 

arguing that economic-, social-, and subjective indicators should be used in conjunction to 

understand the concept of ‘quality of life’, which is complex and multifaceted (Diener and 

Suh, 1997). Each type of indicator contains worthwhile, but complementary information on 

the quality of life; hence SWB alone should not be used to study a nation’s state of social 

welfare. Also Lane (2000) argues that the quality of life cannot be modeled by one single 

variable (e.g. subjective well-being). Lane refers to the ‘classical trinity’ the good, the true, 
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and the beautiful, arguing that the quality of life involves ‘subjective well-being’, ‘human 

development’, and ‘justice’, elements that cannot be ranked nor compared. Hence, subjective 

well-being alone portrays only part of the concept quality of life. Kahneman and Krueger 

(2006) argue that reports on subjective well-being may be a useful indicator of social welfare, 

but only if it can be measured in a credible way, which may cause troubles (such as the 

interpretation of response categories, the respondent’s current mood and memory, and the 

context wherein the questionnaire is conducted). 

 Oswald (1997) notes, however, that although measures of happiness such as self-

reported well-being may be questionable from a methodological perspective, they are 

probably the only ones available to us, and, interestingly, they do raise doubts about routine 

beliefs. Furthermore, there is also evidence supporting the use of subjective well-being data. 

Helliwell et al. (2008) conclude that, despite the cultural differences, people value the same 

(relatively small) set of variables in comparable ways across the globe. Also Veenhoven 

(2000) and Diener and Suh (2002) argue that aggregate SWB scores can be meaningfully 

compared across cultures. Layard (2010) finds that subjective well-being data are highly 

correlated with the reports of friends, plausible causes of well-being, plausible effects of well-

being, psychological function, and brain activity. As to the plausible factors explaining well-

being, Layard notes that both across time and across nations, physical health, employment, 

family status, income and age are always highly correlated with levels of subjective well-

being. Also Oswald and Wu (2010), using a sample of 1,3 million Americans, find that 

subjective well-being data are highly correlated to objective measures as temperature, wind 

speed, sunshine, coastal land, inland water, public land, etcetera across the United States. 

Hence, the authors conclude that subjective well-being data contain genuine information 

about individual’s life satisfaction. 

 

4 Empirical Results  

 

In this section, we present the outcomes of the empirical analysis. First, we report bivariate 

correlation coefficients to obtain an indication which independent variables are related to 

economic freedom. Next, we perform multiple regression analysis to the structural 

determinants of life satisfaction akin to the method employed by Ovaska and Takashima 

(2006) and compare our findings with their results. Third, we estimate reduced form equations 

for life satisfaction to study the total relationship between life satisfaction and economic 

freedom. Fourth, we tested the causality of the relationship between life satisfaction and 

income per capita. Lastly, we perform some robustness analysis for subsamples. 

 

Bivariate correlation analysis 

 

Table 3 reports the bivariate correlation coefficients.  

 Life satisfaction is positively related to four out of five aspects of economic freedom; 

only the size of the government is not related to life satisfaction. All other correlations are in 

line with the results in the literature: life satisfaction is positively related to (ln) per capita 
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income, trust, political freedom, education (secondary and tertiary) and life expectancy and 

negatively related to economic growth, unemployment, inflation, inequality and female 

participation. 

  

Table 3 Bivariate correlation coefficients 

 EF1 EF2 EF3 EF4 EF5 Y YG UR INF GI TR PF EP ES ET LE AG FP 

LS 
-.08 .60** .54** .49** .36** .79** -.32** -.57** -.33** -.16 .52** .48** -.09 .72** .64** .79** .51** -.32** 

EF2 
-.20*                  

EF3 
.08 .61**                 

EF4 
.08 .57** .63**                

EF5 
.08 .63** .52** .54**               

Y 
-.23** .79** .64** .57** .47**              

YG 
.05 -.33** -.25** -.18* -.24** -.47**             

UR 
-.13 -.33** -.52** -.39** -.23* -.45** -.02            

INF 
.03 -.34** -.46** -.38** -.26** -.48** .33** .13           

GI 
.35** -.42** -.26** -.22* -.25** -.38** .21* .19 .12          

TR 
-.46** .66** .24* .28* .38** .48** -.20 -.30** -.23* -.48**         

PF 
.00 -.48** -.59** -.40** -.38** -.56** .41** .22* .36** .14 -.14        

EP 
-.01 -.13 .00 -.05 -.14 -.16 .27** -.01 .13 .30** -.23 -.03       

ES 
-.23* .69** .63** .54** .40** .86** -.42** -.42** -.27** -.37** .48** .50** -.08      

ET 
-.26** .61** .55** .42** .28** .82** -.42** -.37** -.22* -.44** .44** .57** -.10 .80**     

LE 
-.01 .64** .61** .55** .37** .81** -.34** -.54** -.32** -.43** .42** .46** -.11 .83** .76**    

AG 
-.24** .61** .58** .44** .32** .75** -.55** -.24** -.37** -.58** .40** .57** -.19* .72** .80** .69**   

FP 
-.11 -.11 -.08 -.16 .03 -.28** .15 .21* .13 .06 .30* -.04 .27** -.33** -.15 -.40** -.13  

CH 
-.07 .15 .31** .18* .15 .29** -.21* -.19* -.23* .18 .17 .51** .27** .23* .25* .18* .22* .16 

MO 
.01 -.21* -.30** -.27** -.23** -.27** .27** .08 .16 -.12 -.23* -.50** -.25** -.35** -.41** -.19* -.41** -.39** 

*: p<0.05; **: p<0.01 

 

Furthermore, many independent variables appear to be related to (one or more sub indices of) 

economic freedom, except female participation. Income per capita, trust, political freedom, 

education (secondary and tertiary), life expectancy and ageing are positively related to all sub 
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indices except size of government. Income growth is negatively related to most sub indices. 

Unemployment and inflation are negatively related to all sub indices except size of the 

government. The gini coefficient is positively related to the index of government size and 

negatively related to the other sub indices . 

 

Multiple regression analysis of life satisfaction 

 

Table 4 reports the results of a multiple regression analysis of life satisfaction.  

 The first column reports the most elaborate model including all potential explanatory 

variables derived from literature. The model fit is very high: almost 90% of the inter-country 

variation in life satisfaction is explained by the model. Moreover, various variables are in line 

with earlier findings in literature: life satisfaction increases with income per capita, decreases 

with unemployment, increases with trust and life expectation and declines with ageing. 

Furthermore, we find a significant negative relationship with Muslim religiosity. For the other 

variables, no significant relationship is detected (GDP per capita growth, inflation, Gini 

coefficient, political freedom, education, female participation rate and Christianity). We also 

added a dummy for the countries for which life satisfaction was measured in 2009 (rather than 

2007 or 2008) in order to correct for the potential negative impact of the financial crisis on 

life satisfaction, but no effect was detected. 

 For the sub indices of economic freedom, we find that size of government and 

freedom to trade are significantly negatively related to life satisfaction and none of the other 

sub indices shows a significant relationship. If we aggregate the five sub indices and use the 

overall index of economic freedom, we find a significant negative coefficient of -0,571 

(column 2). 

 The results in the first column cannot be directly compared to the estimation results of 

Ovaska and Takashima (2006). Not only because they use a different estimation period (1990-

2000), but also because their sample is larger and because they do not include trust and the 

gini coefficient. In order to make our estimation more comparable, we drop trust and the gini 

coefficient which raises our sample to 81 countries. In order to analyze the effects of 

excluding trust and gini coefficients separately from the increase in the sample, we first kept 

the sample of countries unchanged (column 3). Next we enlarged the sample from 54 to 81 

countries (column 4). Dropping trust increases the negative coefficient of the size of 

government, but on the whole the estimation results remain fairly robust. When we replace 

the sub indices by the overall index of economic freedom (column 5), we still find a 

significant negative relationship 
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Table 4 Estimation results for life satisfaction 

 

 

1 2 3  4 5 6 7 8 

  EF agg. Without trust and gini 

coefficient 

EF aggregated Ovaska et 

al (2006) 

Economic 

freedom 

        

Size of the 

Government 

-.166**  

 

-0.571*** 

-.213*** -.117**  

 

 

-.286** 

 

 

 

-.340** 

 

 

 

-.293* 

 

 

 

.022 
Legal System -.075 .043 .024 

Sound Money -.082 -.120 -.006 

Freedom to Trade -.288** -.310** -.071 

Regulation .081 .182 -.098 

Other variables         

(ln) Income per 

Capita 

.436** .531*** .439** .321** .442** .673*** .022*** .039** 

GDP growth -.026 -.021 -.015 -.038 -.026 .003 -.009 .143*** 

Unemployment 

rate 
-.023* -.018* -.026* -.025*** -.025*** -.026 -.027** -.012 

Inflation rate -.030 -.024 -.042* -.008 -.009 -.010 -.008 -.000 

Social Trust .019*** .021***       

Income inequality .004 .001       

Political Freedom -.049 -.058 -.032 -.017 -.017 .067 .048 .064 

Primary 

Schooling 

.024* .014 .035** .002 .000    

-.002 Secondary 

Schooling 
-.006 -.004 -.006 -.003 -.001   

Tertiary 

Schooling 

.010 .006 .016** .004 .002   

Life Expectancy .069** .074*** .058* .091*** .086*** .062*** .100*** .091*** 

Age 65 and older -.147*** -.148*** -.146*** -.117*** -.106*** -.114*** -.090*** -.144*** 

Female 

participation rate 

-.007 -.007 .003 .006 .007 -.004 -.007 .010 

Christianity .002 .002 .001 .004* .004** .004 .005* .870**(a) 

Muslim -.010** -.010** -.007 -.003 -.003 -.010*** -.012*** .122 (a) 

Dummy 2009 .058 -.012 .120 .006 -.070 -

.573*** 

-.502**  

constant .490 .681 -.590 -.982 -.902 -.332 2.183 .292 

Radj
2
 .881 .885 .850 .822 .826 .820 .783 .830 

F 19.696 25.094 16.835 20.503 26.353 24.548 19.618  

N 54 54 54 81 81 63 63 63 

*: p<0.10; **: p<0.05; ***: p<0.01 

(a) measured by dummies instead of shares 
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 In order to further improve comparison with the results of Ovaska and Takashima 

(2006), column (6) reports the estimation results if we employ the same sample of countries 

as Ovaska and Takashima (see their appendix A). Since we lacked data for school enrolment 

for some countries covered by Ovaska and Takashima, we dropped these variables (because 

they turn out to be insignificant both in our and Ovaska and Takashima’s study). The results 

do not change very much. In column 7 we changed the specification of ln income per capita 

into income per capita which is used by Ovaska and Takashima, but again the estimation 

results remain fairly robust, although less accurate (indicating that the relationship between 

income and life satisfaction is not linear but rather log linear).  

 Based on this comparative analysis, the results indicate that the relationship between 

economic freedom and live satisfaction (when corrected for income per capita and other 

explanatory variables reported in Table 4) has become more negative over time. Note, 

furthermore, that for most other variables, our estimation results in column (7) are quite 

comparable with the estimation results of Ovaska and Takashima (2006) reported in column 

8: Life satisfaction is not related to inflation, political freedom, education and female labor 

participation rate and significantly positively related to income per capita, life expectancy and 

Christianity and negatively to aging. Only for economic growth and Muslim belief our results 

differ significantly from those of Ovaska and Takashima (2006).  

 

Indirect effects of economic freedom on life satisfaction 

 

The estimation methodology employed by Ovaska and Takashima (2006) and used in Table 4 

bypasses indirect relationships between economic freedom and life satisfaction through 

income or other variables. As hypothesized in section 2 and confirmed by the bivariate 

correlation analysis reported in Table 3, it is very likely that many variables mediate the 

relationship between economic freedom and life satisfaction. In order to research the effects 

of these indirect influences of economic freedom on life satisfaction, we drop these variables 

and estimate a reduced form equation of life satisfaction. The estimation results are reported 

in column (1) of Table 5. 

 Comparison of column (1) with column (4) from Table 5 shows a substantial increase 

in the coefficient of the quality of the legal system and protection of private property (EF2). 

Also the coefficient of the size of the government (EF1), sound money (EF3) and free trade 

(EF4) increase, but none of them becomes significant, whereas on the other hand the 

coefficient of regulation (EF5) becomes more negative.
4
 If we use the aggregate index of 

economic freedom, we find a significant and strong positive relationship between economic 

freedom and life satisfaction of similar magnitude as Veenhoven (2000) found for the early 

nineties (0.69).  

 

                                                           
4
 Furthermore, we tested for non-linearities by including squared sub indices of economic freedom, but none of 

them appeared significant. 
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Table 5 Estimation results for life satisfaction: reduced form equations 

 1 2 3  4 5 6 7 

  EF 

aggr. 

With 

income 

per 

capita 

EF 

aggregated 

Sample 

changed 

Idem with 

unemployment 

Idem with 

life 

expectation 

Idem with 

aging 

Economic 

freedom 

        

Size of the 

Government 

.009  

 

 

.824*** 

.049  

 

 

.135 

.040 .005 -.011 -.095* 

Legal System .450*** .015 -.034 -.042 .001 -.001 

Sound Money  .124 .018 -.087 -.064 -.111 -.020 

Freedom to 

Trade 

.199 .150 .047 -.031 -.031 -.055 

Regulation  -.224 -.201* -.142 -.017 -.030 -.078 

Other 

variables 

        

(ln) Income per 

Capita 

  .619*** .589*** .651 .541*** .274** .427*** 

Unemployment 
      -.030*** -.023*** 

Life 

expectancy 

       .079*** 

ageing 
       -.100*** 

Christianity .013*** .013*** .011*** .009*** .008 .008*** .009*** .005** 

Muslim .004 .004 .004 .004 -.011*** .001 .002 -.005* 

constant 2.161 -.029 -.076 -.417 1.491 2.582 .545 -.441 

Radj
2
 .511 .398 .670 .664 .642 .715 .752 .831 

F 19.041 25.060 28.681 60.847 18.956 23.298 25.320 36.830 

N 122 122 122 122 81 81 81 81 

*: p<0.10; **: p<0.05; ***: p<0.01 

 

Columns (3) – (7) give insight into how various variables contribute to these changes in 

outcomes for the various sub-indices of economic freedom. The largest change stems from the 

exclusion of income: if we include (ln) GDP per capita, the positive relationship between life 

satisfaction and EF2 (column 3) as well as with the overall index of economic freedom 

(column 4) almost completely disappears. Another major effect comes from the change in 

sample. Since a number of variables in the structural equation are not available for a number 

of poor countries, the sample size increases from 81 to 122 if we drop these variables. If we 

correct for this, particular the coefficient of free trade decreases, whereas the coefficient of 

regulation increases (column 5). Finally, if we subsequently add unemployment, life 

satisfaction and aging, we see a gradual decline in the coefficient of the size of the 

government (columns 6 and 7).  

 Notwithstanding the small number of exogenous variables, our model still explains 

50% of total variation in life satisfaction of the 122 countries included in our sample (which 

together cover more than 95% of world population). The most important conclusion from 
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these results is that economic freedom is indeed positively related to life satisfaction. 

However, not all sub indices are significantly positively related to life satisfaction. At the 

contrary, only the quality of the legal system and respect for private property appears to be 

significant. Another conclusion from Table 5 is that the relationship between economic 

freedom and life satisfaction disappears once we control for GDP per capita.  On this point, 

our results differ substantially from Veenhoven (2000) who still finds a highly significant 

positive relationship between life satisfaction and economic freedom once controlled for 

income. Veenhoven’s conclusion that the correlation between life satisfaction and economic 

freedom is largely independent of wealth and that economic freedom must affect happiness in 

other ways than through economic growth is thus not confirmed. Furthermore, our results 

indicate that life satisfaction is positively related to Christianity and not related to Muslim 

religion. 

  

Tests on simultaneity 

 

An important potential problem in research on economic freedom concerns the direction of 

causation. In Table 5, it was shown that income per capita plays an important role in 

mediating the influence of the quality of the legal system on life satisfaction. The question 

therefore is: can we be certain that the direction of causation is from economic freedom on 

income per capita and from income per capita on life satisfaction? 

 With regard to the first type of causality, studies have shown that the causality indeed 

runs from economic freedom to economic growth and not vice versa (Haan and Sturm, 2000; 

Sturm and Haan, 2001; Justesen, 2008). For that reason, we assume that economic freedom 

can be taken as an exogenous variable in our model. This leaves us, however, still with the 

problem of identifying the causality between life satisfaction and income, unemployment, life 

expectancy and ageing, because there may also be an inverse influence from life satisfaction 

on these variables. For example, as Frey and Stutzer (2002) argue, happier people may be 

more inclined to work harder or be more creative and enterprising, leading to a higher income 

and this may reduce unemployment and lead to higher life expectancy and more ageing. 

 In order to identify the simultaneity between happiness and income, unemployment, 

life expectancy, ageing and trust, we employ the Hausman specification test (also known as 

the Hausman test of endogeneity). First we estimated (ln) GDP per capita, unemployment, life 

expectancy and ageing on the five indices of economic freedom and two indices of religiosity 

as independent (exogenous) variables. Next, we estimated life satisfaction on (ln) GPD per 

capita, unemployment, life expectancy and ageing as well as on the residuals of the first set of 

regressions. If the null hypothesis that there is no simultaneity holds, that is, (ln) GDP per 

capita, unemployment, life expectancy and ageing are not endogenous variables in the life 

satisfaction equation, the F test on the coefficients of the residuals should be insignificant 

(Gujarati and Porter, 2009: 705). The F test on the four coefficients of the residuals is equal to 
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1.555
5
, which is well below the critical value of F4,95 at the 10 percent level (which is equal to 

2.01). Also the t-statistics of all residuals are well below 2
6
. Therefore we conclude that 

income per capita, unemployment, life expectancy and ageing are exogenous to life 

satisfaction and that the OLS estimators are consistent and efficient.  

 

Disaggregation to income level 

 

The final subject of this section is a test on robustness of our model for subsamples. 

Veenhoven (2000) found earlier on data for the early nineties that economic freedom is more 

related to life satisfaction in poor countries than in large countries. In this section we want to 

check whether this result is confirmed by more recent data and by the more elaborate model 

in our study. 

 In order to test how the relationship between economic freedom and life satisfaction 

develops when countries grow richer, we re-estimated the model of column (1) of Table 5 for 

several subsamples. The estimation results are reported in Table 6. 

 

Table 6 Life satisfaction and economic freedom for rich and poor countries 

 40% 

poor 

60% 

poor 

80% 

poor 

100% 80% rich 60% 

rich 

40% rich 

Size of the 

Government  
-.110 .014 .011 .009 .066 .113 -.124 

Legal System 
.304* .443*** .381*** .450*** .352*** .336*** .372*** 

Sound Money 
.056 .050 .105 .124 .133 .070 -.266 

Freedom to 

Trade  
.694*** .553*** .288* .199 -.053 -.085 -.192 

Regulation  
-.363* -.305* -.301* -.224 -.167 -.134 .172 

*: p<0.10; **: p<0.05; ***: p<0.01 

 

Table 6 shows that the positive relationship between life satisfaction and the quality of the 

legal system and protection of private property is robust for all sub samples. Also the 

independence of life satisfaction from the size of the government and sound money is 

confirmed; for none of the sub samples we detect a significant relationship. For regulation, we 

find that the negative relationship with life satisfaction becomes more significant if the sample 

is restricted to poor countries. On the other hand, if we restrict the sample to the 40% richest 

countries, regulation tends to become positive. Also for the sub index of freedom of trade, we 

find a clear difference in the relationship with life satisfaction between rich and poor 

countries. Whereas for poor countries, an increase in free trade is significantly positively 

                                                           
5
 The F test is calculated as {(R

2
new – R

2
old) / number of restrictions in old model} / {(1-R

2
new) / (n-number of 

parameters in new model} (Gujarati and Porter, 2009: 245) and equals {(0.832-0.821)/4} / {(1-0.832) / (106-

11)} =1.555.  
6
  See appendix 3 for the estimation results and the t-statistics. 
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related to life satisfaction, for rich countries this relationship is absent and even tends to 

become negative. 

 

5 Conclusions 

 

This paper empirically addresses the question whether economic freedom is positively related 

to life satisfaction. It contributes to the existing literature by covering more recent data, 

exploring the relationship between life satisfaction and various sub indices of economic 

freedom, and by taking account of indirect effects of economic freedom on life satisfaction 

through income and other variables. 

 The most important finding of this paper is that the influence of economic freedom on 

life satisfaction is heterogeneous. The relationship between (sub indices of) economic 

freedom and life satisfaction crucially depends on the specification of the model. More 

specifically, for the overall index of economic freedom our test results show that: 

- economic freedom is significantly negatively related to life satisfaction if controlled 

for the influence of income per capita, unemployment, social trust, life expectancy and 

aging. 

- economic freedom is not related to life satisfaction if controlled for the influence of 

income per capita 

- economic freedom is significantly positively related to life satisfaction if not 

controlled for the influence of income per capita  

When disaggregating to five sub indices, we find substantial differences: 

- life satisfaction is negatively related to the government size index and free trade if 

controlled for income per capita, unemployment, social trust, life expectancy and 

aging and independent from the quality of the legal system, sound money and 

regulation 

- if not controlled for the influences of these variables, life satisfaction is positively 

related to the quality of the legal system and independent from the other sub indices of 

economic freedom. But if controlled for GDP per capita, the positive relationship 

between life satisfaction and the quality of the legal system disappears. In combination 

with test results that show that economic freedom is exogenous to income per capita 

and income per capita is exogenous to life satisfaction, this indicates that the quality of 

the legal system causally influences live satisfaction through increasing GDP per 

capita 

- the positive relationship between life satisfaction and the quality of the legal system is 

robust for different sub samples of (rich or poor) countries  

- for poor countries, life satisfaction is significantly positively related to the freedom of 

trade; for rich countries this relationship tends to become negative 

- for poor countries, life satisfaction is significantly negatively related to low levels of 

regulation; for rich countries this relationship tends to become positive 

- for all subsamples of rich and poor countries, life satisfaction is independent from the 

size of the government and from sound money. 
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Based on these results, we conclude that, from the viewpoint of life satisfaction, the golden 

straightjacket that neoliberals propose –small government, respect of private property, sound 

money, free trade and no regulation - is only partly gold: respect of private property indeed 

fosters life satisfaction. But free trade only if countries are relatively poor, whereas the size of 

the government and sound money do not appear to be relevant. Deregulation may even 

jeopardize life satisfaction for low or medium income countries. 
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Appendix 1 Overview of sub indices of economic freedom 

 

1  Size of 

Government 

2  Legal System & 

Property Rights 

3  Sound Money 4  Freedom to 

Trade 

Internationally 

5  Regulation 

1A  General 

government 

consumption 

spending 

2A  Judicial 

independence 

3A  Money growth 4A  Tariffs 

 

5A  Credit Market 

Regulation 

1B  Transfers and 

subsidies 

2B  Impartial courts 3B  Standard 

deviation of 

inflation 

4B  Regulatory 

Trade Barriers 

5B  Labor Market 

Regulations 

1C  Government 

enterprises and 

investment 

2C  Protection of 

property rights 

3C  Inflation: Most 

recent year 

4C Size of trade 

sector relative to 

expected 

5C  Business 

Regulations 

 

1D  Top marginal 

tax rate 

2D  Military 

interference in rule 

of law and political 

process 

3D  Freedom of 

citizens to own 

foreign currency 

bank accounts 

4D  Black market 

exchange rates 

 

 2E Integrity of the 

legal system 

 4E  International 

Capital Market 

Controls 

 

 2F Legal 

enforcement of 

contracts 

   

 2G Regulatory 

restrictions on the 

sale of real property 

   

Source: http://www.freetheworld.com 

 

http://www.freetheworld.com/
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Appendix 2 List of countries included in the study 

 

North 

America 

Central and 

South America 

Western-

Europe 

Eastern-

Europe 

Africa Asia Middle 

East 

Canada         Argentina Austria Albania Algeria Armenia Iran 

United 

States* 

Belize Belgium Bosnia Angola Australia Israel             

 Bolivia Cyprus            Croatia Botswana Azerbaijan Kuwait 

 Brazil Denmark Czech 

Republic 

Benin Bangladesh Syria 

 Chile Finland Estonia Burkina Faso         China Jordan 

 Colombia             France Hungary Burundi              Georgia   United 

Arab 

Emirates 

 Costa Rica Germany Latvia Cameroon             Hong Kong  

 Dominican 

Republic 

Greece Lithuania Central 

African Repu 

India                 

 El Salvador          Iceland             Macedonia Chad                 Indonesia  

 Ecuador Ireland Moldova Cote d Ivoire        Japan  

 Guatemala Italy Poland Egypt Kazakhstan            

 Guana Luxembourg         Romania Ethiopia Kyrgyzstan  

 Haiti Malta                Russia Ghana Malaysia  

 Honduras             Netherlands Serbia Kenya                Mali                  

 Jamaica Norway Slovakia     Madagascar           Mongolia              

 Mexico          Portugal Slovenia Malawi               Nepal                 

 Nicaragua Spain Ukraine Mauritania New Zealand           

 Panama              Sweden  Morocco Pakistan  

 Paraguay             United 

Kingdom 

 Mozambique           Philippines  

 Peru   Namibia Singapore  

 Trinidad and 

Tobago 

  Niger Sri Lanka  

 Uruguay       Nigeria Thailand  

 Venezuela   Rwanda               Turkey  

    Senegal Viet Nam              

    Sierra Leone           

    South Africa   

    Togo   

    Tunisia                

    Uganda                 

    Zambia                 

    Zimbabwe               

2 23 19 17 31 24 6 
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Appendix 3 Estimations results for income per capita, unemployment, life expectancy 

and ageing 

 

 1 

Ln GDP per capita 

2 

unemployment 

3 

Life expectancy 

4 

Ageing 

Size of the 

Government  
-.156** -1.762* .589 -.792*** 

Legal System 
.622*** -1.324 3.366*** 1.391*** 

Sound Money  
.254*** -3.795*** 1.914*** 1.500*** 

Freedom to 

Trade 
.182 -1.464 1.780* .003 

Regulation  
-.197 1.454 -2.401** -1.193** 

Muslim 
.001 -.067 .008 -.064*** 

Christianity 
.005 -.045 .012 -.028** 

R
2
 .724 .319 .527 .589 

F 42.701*** 6.637*** 18.021*** 23.299 

n 121 106 120 121 

t-statistic of 

residual in life 

satisfaction 

equation 

0.719 1.513 0.566 1.416 

*: p<0.10; **: p<0.05; ***: p<0.01 
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