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ABSTRACT

  
The past two decades have witnessed a resurgence of economic research 

on the most fundamental question: What causes economic growth?  The 
research has suggested numerous determinants such as geography, physical 
capital, human capital, technology, population growth, and international trade.1  
More recently, however, empirical growth research has focused on 
“institutions.”  For example, the theme of the World Bank’s 2002 World 
Development Report was “Building Institutions for Markets.” 

Although growth theory’s focus on institutions is a more recent 
phenomenon, economists’ acknowledgment of institutions is nothing new. In 
1776, Adam Smith proclaimed that the path to economic prosperity begins with 
a general presumption of freedom from government intervention, and, ever 
since, classical liberal economists have continued the tradition (e.g., Hayek 1954, 
Friedman and Friedman 1980). Finally, beginning with the work of Douglas 
North, the link between institutions and economic performance gradually 
worked its way into the more academic discussions of growth theory (e.g., North 
and Thomas 1973, North 1990). 

One obvious reason for the long-standing lack of attention on institutions 
in the empirical growth literature is the inherent difficulty in measuring 
institutions. Although measures of some aspects of institutions have existed for 
some time, such as the Freedom House indexes of political and civil freedom, 
measures of a more comprehensive view of institutions and especially economic 
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institutions have been more elusive. This changed, however, with the publication 
of Economic Freedom of the World: 1975-1995 by James Gwartney, Robert Lawson, 
and Walter Block (1996). Their Economic Freedom of the World (EFW) Index 
was the most extensive measure available in terms of its coverage of countries, 
time, and attributes of freedom. 

Several other indexes of economic freedom are also noteworthy. Wright 
(1982) extended the Freedom House indexes of political and civil liberties to 
include a rating of economic freedom, but coverage is limited to a relatively 
short time period. Another attempt by Freedom House to publish a measure of 
economic freedom appears in Messick (1996), but publication of this measure 
has been discontinued. Scully and Slottje (1991) construct an index of economic 
liberty, but this measure also has a limited time dimension. The Heritage 
Foundation publishes a measure of economic freedom which is similar in many 
respects to the EFW index, but is available for a shorter period of time (see 
Holmes et al 1998). The EFW index has been more widely used than any of 
these alternatives, most likely because of its coverage of a longer time period. 
Because of its widespread use, the discussion that follows restricts attention to 
the EFW index. 

The EFW index is based on the classical conception of individual liberty, 
which emphasizes personal choice, private property, and freedom of exchange. 
An influential preliminary formulation of the index was Rabushka (1991). The 
EFW index currently encompasses five areas of freedom which are aggregated 
into a single summary index of economic freedom. The five major areas of the 
index are (1) size of government; (2) legal structure and security of property 
rights; (3) access to sound money; (4) freedom to trade internationally; and (5) 
regulation of credit, labor, and business. The underlying components (data) that 
comprise each area are listed in the Appendix. All underlying component data 
are converted to a scale from 1 (representing the least free) to 10 (most free). 
Each underlying component is equally weighted to construct an area index for 
each of the five areas. Then, equal weight is given to each of the five areas in 
constructing the EFW index (i.e., the five area indexes are averaged).2  The index 
is available for a large number of countries in five-year intervals from 1975-1995, 
and annually since 1995.3 

As might be expected, the publication of the EFW index prompted an 
explosion of empirical research on the institutions-growth relationship. A recent 
survey by de Haan, Lundstrom, and Sturm (2006) cites at least 28 empirical 
studies that use the EFW index in some form to investigate the institutions-
growth relationship. They cite another 12 studies that use the EFW index to 
investigate the determinants of freedom itself. However, these numbers pale in 
comparison to the overall use of the EFW index in the literature.4  A recent 
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check of the Social Sciences Citation Index (SSCI) indicates 194 citations of the 
EFW index since its inception. Table 1 provides a complete list of the journals in 
which these citations have appeared. In addition, several journals not included in 
the SSCI, such as The Cato Journal, Constitutional Political Economy, and European 
Journal of Political Economy, have published many articles citing the index. A partial 
count of citations appearing in these journals is provided at the end of Table 1. 
This partial count, providing a total of 17 additional citations, is taken from 
references in the survey article by de Haan et al (2006). 

Despite the healthy number of citations to the EFW index, closer 
examination of the citation list reveals an interesting phenomenon with respect to 
the use of the index in the economics literature. Specifically, very few of the citing 
articles have appeared in top-tier journals. The next section of the paper discusses 
the large literature that has emerged since the EFW index was developed and the 
journals in which this literature has appeared. In a separate strand of literature, a 
number of empirical papers appearing almost exclusively in top-ranked journals 
have also addressed the relationship between institutions and economic 
performance. These articles have rarely cited either the EFW index itself or the 
large body of research which uses the index. This strand of the literature is 
discussed in the last section of the paper. 

 

ARTICLES CITING THE EFW INDEX 

Prior to the publication of the EFW index, a relatively small number of 
empirical studies had addressed the role of institutions in determining economic 
outcomes. In his excellent review of the empirical growth literature, Temple 
(1999) cites only three articles in this area. These include Knack and Keefer 
(1995) who use indicators of property rights, Mauro (1995) who uses measures 
of corruption, and Barro (1997) who uses an indicator of political rights. 
Looking at freedom to include political, civil, and economic aspects, other early 
studies which include such features include Kormendi and Meguire (1985), 
Scully (1988), Barro (1991), and Levine and Renelt (1992). Given the small 
number of studies and the often narrowly-defined measures of institutional 
characteristics noted here, it would seem that an empirical project constructing a 
multifaceted measure of economic freedom would represent a significant 
contribution to the literature. 

As noted above, at least 28 articles have been published which cite the EFW 
index in their analysis of institutions and growth. Numerous other articles use the 
index to investigate other (non-growth) aspects of institutions. However, very few of 
these articles appear in top journals. Only eight of the more than 194 articles that cite 
the EFW index appear in top-20 ranked journals based on the recent journal 
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rankings provided by Kalaitzidakis, Mamuneas, and Stengos (2003). Journal rankings 
for the articles citing the EFW index are provided in Table 1. 

The journals that have published the largest number of articles citing the 
EFW index are Public Choice (17 articles), European Journal of Political Economy (13), 
Kyklos (9), Economic Inquiry (7), The Independent Review (6), and Contemporary 
Economic Policy (5). The highest ranked of these journals is Economic Inquiry 
(ranked 36), followed by Public Choice (43), and Contemporary Economic Policy (60). 
Although not included in the Kalaitzidakis et al rankings, European Journal of 
Political Economy would likely be ranked in the same general area as Economic 
Inquiry. 

Dawson (1998) was one of several early empirical studies of cross-country 
growth incorporating a measure of economic freedom to be published after the 
appearance of the EFW index.5  This study was initially submitted to the Journal of 
Economic Growth (JEG), where the editor declined to publish the paper based 
primarily on a single referee’s report. One of the referee’s main comments 
questioned the use of the EFW index, arguing that the paper “contains absolutely no 
theory justifying the Gwartney freedoms indicator.”  A later version of the paper—
still using the EFW index—was eventually published in Economic Inquiry. Based on 
the rankings by Kalaitzidakis et al, this article represents the highest ranked journal in 
which a study of institutions and growth using the EFW index has appeared. The 
point here is not to question the judgment of the JEG editor or referee in their 
review of this paper. However, the circumstances do suggest a reluctance to use the 
EFW index even at a time when alternative measures of economic institutions were 
limited.6 

Others have also noted reluctance among many researchers to use the EFW 
index. In their review of the EFW-based literature, de Haan et al (2006) argue that 
this hesitancy is likely because researchers “doubt whether the data are reliable, given 
the strong ideological position of the organizations providing them” (158). de Haan 
et al conclude, however, “that the index is both reliable and useful” (182). There is 
no doubt that the EFW measure of economic freedom, as with almost any measure 
of anything, is not perfect, and that it may not be useful for every possible 
application involving the analysis of institutions. Potential concerns that may steer 
researchers toward other measures include the EFW project’s idea of economic 
freedom, the occasional resort to policy outcomes (rather than rules) as components of 
the index, concerns about the subjectivity of the data, the choice of aggregation 
technique, and the handling of missing data.7 Nevertheless, the attempt at 

                                                                                        
5Other articles that use the EFW index are equally worthy of discussion and may have appeared even 
earlier. However, the Dawson (1998) article was selected for discussion here because of the author’s 
specific knowledge of the history of the paper and access to relevant referee reports. 
6The Journal of Economic Growth is not ranked in the Kalaitzidakis et al (2003) study (possibly because it is 
a relatively new journal), but it is arguably one of the top field journals in the area of concern here. 
Nevertheless, the main point here is not to debate relative journal rankings, but rather to establish a 
general reluctance regarding the use of the EFW index in empirical work. 
7An extensive discussion of these potential shortcomings and related analysis is provided by de Haan et al. 
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measurement of such an elusive aspect of economic reality has made possible new 
understanding of the role of institutions. As Lawson (2006) describes: 

 
A primary purpose for the creation of the EFW index was to inject some 
much needed scientific fact into the ongoing debate about the merits of 
free-market economic systems versus interventionist systems. What had 
characterized this debate for most of its history was a paucity of data and 
evidence. With the creation of the EFW index we are now in a position 
to begin to address the problem of economic organization as scientists 
should by measurement of reality and testing of hypotheses. (400) 
 
In addition, de Haan et al note the remarkable parallel between the EFW 

index and the so-called “Washington consensus,” demonstrating how the main 
elements of reform programs suggested by the IMF and World Bank match with 
components of the index (see de Haan et al, Appendix).8 

From the body of research of the last decade, a consensus has emerged. The 
conclusion of a critical assessment of recent evidence using the EFW index by de 
Haan et al (2006) is that “studies that have applied some kind of sensitivity analysis 
and sensible specifications generally find support for a positive relationship 
between changes in [economic freedom] and growth” (182). 

 

ARTICLES APPEARING IN THE TOP JOURNALS 
 
Of the more than 194 articles that cite the EFW project, only eight come 

from journals ranked in the top 20 by Kalaitzidakis et al (2003).9  However, these are 
not the only articles in top journals that have addressed the institutions issue. In the 
years following the initial publication of the EFW index, a completely separate 
strand of literature on institutions emerged—a literature which completely ignores 
the contributions of the EFW index and the empirical evidence based on it. This 
new strand of literature appears almost exclusively in the profession’s top journals. 
The following is a discussion of this literature. For obvious reasons, the discussion 

                                                                                        
8Despite the parallel between the EFW index and the Washington consensus, a group of World Bank 
economists now maintain their own broad measure of institutions—called “governance” indicators—
that includes the rule of law, government effectiveness, political instability, and regulatory burden, 
among other things. Initial work on this project is by Kaufman, Kraay, and Zoido-Lobaton (1999); the 
EFW index is not cited. 
9These articles include Acemoglu and Johnson (2005) in the Journal of Political Economy; Antras (2003), 
Djankov, La Porta, Lopez-de-Silanes, and Shleifer (2003), and Glaeser, Johnson, and Shleifer (2001) in 
the Quarterly Journal of Economics; Levine, Loayza, and Beck (2000) in the Journal of Monetary Economics; 
Freeman (2006) and Cutler, Glaeser, and Shapiro (2003) in the Journal of Economic Perspectives; and Hodler 
(2006) in the European Economic Review. The citation of Gwartney et al in Acemoglu and Johnson (2005) 
appears to be a simple error, as they clearly used data from the Heritage Foundation in their study. In 
an apparent oversight, a paper by Easton and Walker (1997) that cites Gwartney et al appears in the 
American Economic Review Papers and Proceedings, but is not reported in the SSCI. The second author, 
Walker, is affiliated with the Fraser Institute. 
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will focus on empirical studies of the relationship between institutions and economic 
performance. 

Robert Hall and Charles Jones (1999) provide one of the first empirical 
studies of the relationship between institutions and economic performance to 
appear in a top-tier journal. Their term for institutions is “social infrastructure,” 
which they define as “the institutions and government policies that determine the 
economic environment within which individuals accumulate skills, and firms 
accumulate capital and produce output” (84). They note the relationship between 
institutions and the protection of private productive units from confiscatory 
diversion. Conceding that an ideal measure of social infrastructure does not exist in 
practice, they resort to using a proxy obtained by combining two indexes: (1) an 
index of government anti-diversion policies; and (2) an index of openness to 
international trade. Two of the four major areas of the Gwartney et al (1996) EFW 
index relate directly to “freedom to keep what you earn” and “freedom to exchange 
with foreigners” (16). Thus, it would seem that the EFW index, or at least two of its 
underlying areas, might provide direct evidence on precisely the issues addressed by 
Hall and Jones. Furthermore, by the time the Hall and Jones study was published, a 
number of studies using the EFW index to investigate the relationship between 
institutions and economic performance were in print. Hall and Jones did not 
acknowledge either the EFW index or any of the evidence based on it. Although 
long editorial and publication lags might explain the lack of acknowledgement in this 
case, such an explanation does not apply to a number of more recent articles 
appearing in top journals. 

Daron Acemoglu, Simon Johnson, and James A. Robinson published a series 
of influential articles addressing the role of institutions in macroeconomic outcomes. 
Indeed, in the announcement of the AEA’s 2005 John Bates Clark Medal award, 
Acemoglu is credited with “several papers that argue that institutions play a more 
prominent role in development than was generally accepted.”10  The articles appear 
in the American Economic Review, Journal of Political Economy, Quarterly Journal of Economics, 
and Journal of Monetary Economics.11 As an example of this work, Acemoglu et al (2001) 
use average protection against expropriation risk and Acemoglu et al (2003) use a 
measure of constraint on the executive to estimate the relationship between 
institutions and economic performance. The EFW index or some of its underlying 
components might have been tapped for alternative, multifaceted measures of 
institutions. In addition, despite the extensive discussion in a nearly 100-page treatise 
on institutions and growth in the Handbook of Economic Growth, Acemoglu et al (2005) 
mention neither the EFW index nor any of the empirical work relating the index to 
economic performance. 

Dani Rodrik, Arvind Subramanian, and Francesco Trebbi (2004) take on the 
task of determining empirically the relative importance of three potential “deep 

                                                                                        
10(http://www.vanderbilt.edu/AEA/JBCMedalist_Bio.htm). 
11Articles include Acemoglu et al (2001, 2002, 2003, 2005) and Acemoglu and Johnson (2005). Recall 
that the citation of Gwartney et al in Acemoglu and Johnson (2005) appears to be an error (see 
footnote 9). 
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determinants” of growth: institutions, geography, and trade. Their conclusion, as 
indicated by the title of their study, is that “institutions rule.”  Their measure of 
institutions is a composite indicator of property rights and the rule of law. Rodrik et 
al note that an advantage of their measure in comparison to others used in the 
literature is that it “in principle captures more elements that go toward determining 
institutional quality” (footnote 6), suggesting a desire for a broad measure of 
institutions. Although it is impossible to ascertain just how broad a measure was 
desired, the EFW index is unquestionably more multifaceted than the measure they 
used and arguably allows for the broadest economic-institutions measure currently 
available. Despite the fact that the paper attempts to reconcile various strands of the 
empirical literature relating institutions, geography, trade, and growth, the EFW 
index was not cited nor was any of the available empirical evidence using the index 
to relate institutions and growth.12 

Edward Glaeser, Rafael La Porta, Florencio Lopez-De-Silanes, and Andrei 
Shleifer (2004) take the study of the institutions-growth relationship a step further by 
asking whether institutions cause growth. Despite an extensive discussion of the 
various measures of institutions used in the literature to determine which is most 
appropriate for addressing causality, neither the EFW index nor any of the studies 
which use the index to relate institutions and growth are cited. Two earlier studies 
that explore the causality issue specifically are also ignored. Farr, Lord, and 
Wolfenbarger (1998) use the EFW index in a causality study of institutions and 
income levels, and Heckelman (2000) uses the Heritage Foundation’s measure of 
economic freedom to study causality between institutions and growth.13 

These prominent studies were chosen as examples to illustrate the occurrence 
of top-ranked journal articles that do not acknowledge the contribution of the EFW 
project and related empirical research. Other examples are available in the literature, 
such as Dollar and Kraay (2003), Sala-i-Martin et al (2004), and Levine (2005). There 
is no question that each of these studies has contributed significantly and in an 
ingenious way to our understanding of the institutions-growth relationship. The 
point here is not to question the merits of this work. However, these studies are part 
of a broader effort within the profession to understand the role of institutions in the 
development process. The authors of the EFW index and the researchers who use it 
have contributed in their own right to that understanding. 

Admittedly, it is impossible to make an indubitable case that certain studies 
should have used the EFW index instead of other alternatives to measure institutions. 
There are a number of valid reasons why any particular measure might not be suitable in 
certain circumstances. Availability of the measure for the desired sample period or 
number of countries, the desired “broadness” of the measure, issues relating to 
aggregation methodology or subjectivity of the data, and problems involving the 
selection of underlying components used to construct the index are a few potential 

                                                                                        
12Interestingly, in an earlier study focusing on social conflict, Rodrik (1999) cites Gwartney et al (1996). 
13Two additional studies by Dawson (2003) and Vega-Gordillo and Alvarez-Arce (2003) use the EFW 
index to address the causality issue, but given the proximity in the timing of publication it is difficult to 
argue that these articles should have been cited by Glaeser et al. 
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APPENDIX 

Areas and Components of the EFW Index. Link
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