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Abstract
Some blame free-market capitalism for increasing income inequality, arguing that richer classes could block 
access to others for maintaining their privileges. By manipulating the degree of political rights and resources 
available to others, the rich could reduce opportunities for others. Others argue that growth-promoting 
free markets raise all incomes, increasing aggregate welfare. We argue that governments more dependent on 
free markets are likely to focus on increasing access to human capital, thereby narrowing the gap between 
the rich and poor by increasing opportunities, even if income inequality rises with high growth. We assess 
the issue by examining the effects of an Index of Economic Freedom on income inequality measured by the 
standardized GINI and measures of the equity of access to quality schooling, health, and justice covering 
128 developing countries during the 1990–2017 period. Our results show that, even if economic freedom is 
associated with higher income inequality, it also associates robustly with access to opportunity. Our results 
are robust to alternative models, sample size, and testing methods, including instrumental variables analyzes 
addressing potential endogeneity bias. Our results, taken together, do not suggest that growth-promoting 
economic freedoms hamper future progress by raising inequalities—on the contrary, economic freedoms 
promote equity of access to opportunities—findings inconsistent with the view that governments under 
free-market conditions are easily captured by the wealthy, who then block equitable access to public goods.
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Introduction

Since antiquity, questions of poverty, equity, and justice are central philosophical concerns (Nozick, 
1974; Rawls, 1993). Aristotle suggests in Politics that poverty is the root of all evil and argues that 
the ideal, just society, consists of a wealthy middle class, where extremes are avoided (Ebenstein 
and Ebenstein, 1992). Millennia later, we find ourselves in a divided world, both in terms of the 
gap between countries and growing disparities within them. Consider that 40% of the total global 
product (purchasing power parity (PPP) adjusted) is enjoyed by a handful of advanced economies. 
The current gap between the rich and poor world is massive, with almost 50 countries in sub-
Saharan Africa accounting for less than 3% of the global product.1 While this gap between coun-
tries has been closing slightly in recent years, the gap within countries is thought to be growing, 
particularly when considering wealth inequality, where the top 10% owns roughly 60–70% of the 
wealth (Piketty, 2015). Moreover, evidence suggests that the incomes of the middle classes in rich 
countries have remained stagnant in past decades, while the bulk of global wealth is concentrated 
among the super-rich (Milanovic, 2016b). Despite these arguments, most agree that economic 
growth is an absolute necessity for lifting people out of poverty, even if rapid growth may exacer-
bate inequalities, as we have witnessed recently in places such as China and India (Kuznets, 1995). 
While many argue that the turn to more liberal economic policies around the late 1970s and the 
subsequent intensification of globalization is to blame for rising inequalities within and across 
countries (Rodrik, 2011), others argue that policies aimed at equity rather than growth are the real 
problem (Phelps, 2018). Is there a poverty–inequality conundrum in encouraging free-market poli-
cies? Do growth-promoting, free-market policies increase income inequality and reduce access to 
opportunities as opponents of free markets claim?

Using the Index of Economic Freedom from the Fraser Institute, the latest GINI scores from the 
Standardized Income Inequality Dataset (SWIID), and data measuring the degree to which the poor 
have access to education and health and justice on equal terms with the rich, we find that higher 
economic freedom increases income inequality as measured by the GINI, but greater economic 
freedom reduces inequitable access to political resources, such as health and education including 
justice. The effect of economic freedom on greater equity of access to opportunity is robust to 
several different estimating methods, including instrumental variables analyzes addressing poten-
tial endogeneity due to both omitted variables bias and reverse causality. The results taken together 
do not support the view that economic freedom generates all forms of inequality and breeds ineq-
uitable access to political resources that block the poor. If economic growth lifts all boats and the 
policies that most likely accelerate it are not based on blocking others from accessing opportuni-
ties, then economic freedoms must surely be encouraged.

Literature review

As Aristotle noted, the concentration of wealth among an elite could stymie progress. According to 
him, a successful society would have a large middle class, and the best way to achieve this was to 
ensure a vibrant market economy. According to him:

Property should be . . . private. For, when everyone has a distinct interest, men will not complain of one 
another, and they will make more progress because everyone will be attending to his own business 
(Ebenstein and Ebenstein, 1992: 81).

Orthodox (liberal) economists would agree. Private investment, where people have the right to 
enjoy the fruits of their labor, increases specialization and raises productivity. These productivity 



de Soysa and Vadlamannati 3

gains, however, are unlikely to be even. Indeed, economists have generally treated inequality as a 
‘nuisance,’ advocating policies that would reduce absolute poverty through economic growth. 
When property rights become formalized, and the poor can enter formal markets, they are likely to 
improve their economic positions, thereby leading to the reduction of poverty (de Soto, 2000). 
Others point out that even when the playing field is level, growth can increase inequality, simply 
because the rich can take advantage of market conditions better than the poor due to advantages, 
such as better access to capital and knowledge. Arithmetically, a person with a dollar earns an extra 
cent for every 1 per cent in growth, but a person with $100 in hand gains an entire dollar, or 100 
times more for the same growth. The poorest, nevertheless, are still better off with growth because 
their absolute incomes increase. In other words, growth is ‘Pareto optimal.’ This logic suggests that 
we should focus on absolute gains over relative ones for improving the lot of the poor. If redistribu-
tive policies constrain economic freedoms, then one runs the risk of reducing growth, leaving the 
poor much worse off (Phelps, 2018).

Adam Smith and the physiocrats recognized that a system of mercantilism, which promoted 
state interventions and monopolistic practices, does not benefit growth and productivity as much 
as free markets do. They argued that inequality might rise under free-market conditions but it was 
unlikely to be problematic because self-interested individuals cooperating for mutual gain—self-
interest is, thus, a positive force where cooperation comes about without coercion because people 
are free to transact (Haney, 2009; Otteson, 2021). Smith also saw a role for government, which was 
to ensure that markets remained free and competitive and that states should provide public goods, 
such as schooling and infrastructure that would enhance productivity (Tanzi, 2011). Liberals, thus, 
argue for minimal states and light regulations so that there could be greater market-based growth 
for reducing poverty, concentrating more on the absolute gains of the poor rather than the relative 
gains accruing to those already rich. Since today’s rich might not be tomorrow’s rich because of 
dynamic market conditions and individual endowments determining success (such as effort, tal-
ents, etc.), then as long as all people have access to the same opportunities, free markets should also 
be the more moral determinant of the distribution of wealth, based on talent and mutually benefi-
cial exchange rather than political power and societal privileges (Otteson, 2021). The advantages 
of free markets, thus, must rest on the relationship between free markets and access to opportuni-
ties since those with the current advantages may not want to give up their privileges. As some 
argue, the accumulation of wealth among a narrower elite may indeed emasculate free-market 
conditions because of unequal access to influence and state-determined largesse in the form of 
monopolies and other rent-seeking opportunities (Acemoglu and Robinson, 2012; Hellman and 
Kaufmann, 2002).

Karl Marx and followers argued that markets, while ruthlessly efficient at creating wealth, dis-
tributed wealth so unevenly that societies characterized as capitalistic empowered the owners of 
capital in ways that led to the exploitation of workers. Free markets, Marxists argue, create classes 
that form their distinct interests, ultimately resulting in a class bias reflected in politics, perpetuating 
the privileges of the bourgeoisie at the expense of a permanent underclass. The concentration of 
political power in the hands of the owners of capital and the continued concentration of wealth 
among the rich lead to the capture of states by the upper classes, who then control the commanding 
heights of an economy to their advantage (See Tanzi, 2011 for discussion). Capitalism thus perpetu-
ates class division by biasing equitable access to opportunities for the working class. These themes 
have reappeared in anti-globalization discourses (Held and McGrew, 2000; Mudge, 2018). In short, 
neo-Marxist theory sees free-market capitalism as an institutionalized system of exploitation despite 
the growth of political democracy because the rich with access to money buys influence.

Despite arguments linking free-market capitalism, which is often measured in terms of eco-
nomic freedom, to inequality and social injustice, many report that economic freedom creates 
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higher economic growth (Berggren, 2003, de Haan et al., 2006), lower unemployment rates, par-
ticularly among women and youth (Feldmann, 2007), better human rights and societal peace (de 
Soysa and Vadlamannati, 2013; Dreher et al., 2012), lower crime rates and interpersonal violence 
(de Soysa, 2020), better health outcomes (Bergh and Nilsson, 2010b), and higher investment in 
human capital (de Soysa and Vadlamannati, 2020; Feldman, 2017). Given these direct effects of 
economic freedom on good outcomes, one wonders how badly economic freedom exacerbates 
income inequality and equity, and by extension, the validity of claims concerning harmful societal 
effects attributable to income inequality and equity, including equitable access to justice.2 As some 
suggest, economic growth, even if it generates income inequality, might generate harmonious soci-
etal outcomes because the growth of income for some signals to others that their turn is next—the 
so-called ‘tunnel effect’ (Hirschman and Rothschild, 1973). Hirschman’s analogy of a traffic jam 
in the tunnel suggests that as one lane starts moving forward, people sitting in the other lane know 
that their turn to move ahead will also soon arrive, generating orderly progress so that income 
inequality remains harmless when everyone has opportunities to flourish.

The evidence, thus far, for a direct effect of economic freedom on income inequality is highly 
mixed (Bennett and Nikolaev, 2017). While some studies report a directly positive effect of eco-
nomic freedom on inequality (Bergh and Nilsson, 2010a; Carter, 2007; Pérez-Moreno and Angulo-
Guerrero, 2016), others report a negative effect (Bennett and Nikolaev, 2017; Scully, 2002). Some 
studies criticize existing ones on methodological and substantive grounds. Indeed, Carter (2007), 
using the newer World Income Inequality Database (WIID), thought to be superior to the old 
Deininger and Squire GINI data, reports a U-shaped relationship where higher levels of economic 
freedom are associated with greater inequality after an initial reduction of inequality, results gener-
ally supported by others under some conditions (Bennett and Nikolaev, 2017). These earlier stud-
ies, however, are hampered by low coverage on GINI scores—roughly 30 countries, covering 
mostly the higher-income countries. Others, studying the variation among the 50 states within the 
United States report a parabolic relationship, where economic freedom increases inequality and 
then reduces it at the highest levels (Bennett and Vedder, 2013). Other, more recent work, also 
using the WIID for an expanded set of countries, finds that economic freedom, particularly free-
dom to trade, raises inequality, but only among rich countries (Bergh and Nilsson, 2010a). The 
most recent study, using far greater coverage and using the standardized GINI scores (SWIID), 
reports a curvilinear effect between economic freedom and inequality, where higher values of eco-
nomic freedom above a threshold reduce income inequality—results opposite to that reported by 
Carter but consistent with studies using only the United States (Bennett and Vedder, 2013; Bennett 
and Nikolaev, 2017). These studies distinguish between the short-run inequality enhancing effects 
from the long-run inequality-reducing effects of economic freedom.

We argue that the long-run effects of economic freedom on reducing inequality most likely 
work through ‘equitable access to opportunity’ stemming from free-market conditions that reduce 
inequalities of access to public goods, such as health and education. As some studies report, eco-
nomic freedom reduces harmful health effects, such as disease and mortality (Bergh and Nilsson, 
2010b; de Soysa and Vadlamannati, 2020). As government revenues and taxes are likely to derive 
from the productivity of labor when countries become more dependent on free markets, we expect 
governments will have a higher incentive to increase and expand human capital as economic free-
doms are extended. Indeed, governments and ruling elites (merchant classes and workers), particu-
larly in the developing world, are likely to benefit from open market conditions.3 Under 
open-economy conditions, workers get more capital; capitalists get more markets, and the politi-
cally powerful are likely to demand greater productivity-enhancing public goods (Feldman, 2017). 
Moreover, lower taxes and regulatory conditions (including better property rights), would increase 
new entrants, leading to higher demands for human capital investment (Chambers et al., 2019). 
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Under these conditions, greater access will be given to health and education for more and more 
people as it benefits both capital and labor—free market conditions, thus, potentially increase both 
demand and supply-driven human capital accumulation. Similar arguments in different forms 
addressing related issues are made by others on the globalization debate, often based on the simple 
fact that countries with greater economic openness also show bigger government spending 
(Cameron, 1978; Garrett, 1999).

As discussed earlier, the philosophical question of inequality is a thorny one, if indeed the real 
problems associated with social progress relate to reducing absolute poverty (Tanzi, 2011). The 
question of inequality’s effect on access to resources and opportunities, however, is a more straight-
forward concern. If inequality prevents the development of inclusive institutions, then a society 
could enter a vicious cycle of poverty and inequality (Acemoglu and Robinson, 2012).

We argue that free-market capitalist policies can reduce inequality in the long run because they 
increase access to opportunity—i.e., increasing opportunities widely lifts all boats. Policies that 
encourage competition among enterprises increase the premium on skill and human capital-led 
innovation, which would lead private, profit-motivated proprietary interests to lobby for human-
capital-enhancing public goods, such as schooling and health. Thus, an increasingly globalizing 
world and ever-increasing market competition raise the returns to innovation. A constant need for 
upskilling will drive private actors to prefer public goods and better institutions that encourage 
greater innovation and competition. All other things equal, thus, greater free-market conditions 
should increase access to opportunity above the effects of democratic political regimes and the 
level of development with which economic freedom is strongly connected. We examine the follow-
ing hypotheses:

H1. Economic freedom increases income inequality as measured by the standardized GINI

H2. Economic freedom increases equality of opportunity as measured by access to political 
resources for disadvantaged classes measured in terms of schooling, health, public services, 
and justice

Data and method

We use a panel dataset covering 128 countries (see Appendix 1) over 1990– 2017 (post-Cold War 
era) period (28 years). We mainly use the post-Cold War period for a variety of reasons, but the 
most important reason is that the coverage and reliability of both economic freedom and meas-
ures of inequality are likely to be higher and more reliable in recent years. More substantively, 
the post-Cold War period is unlikely also to reflect the many relationships regarding economic 
aid and special market access associated with proxy states of the superpowers during the Cold 
War period. Regardless, we also test the full period in robustness tests. Our dataset is unbalanced 
in that not all countries in our sample have data for all years. We estimate the following 
equations:

 gini EFW Zct c ct ct c t ct= + + + + +ϕϕ ββ ββ λλ ωω∂  (1)

 access EFW Zct c ct ct c t ct= + + + + +ϕϕ ββ ββ λλ ωω∂  (2)

Wherein ginict , in equation (1), is the GINI coefficient in country c during the year t obtained from 
SWIID (Solt, 2019). SWIID is one of the most widely used datasets for addressing cross-national 
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income inequality over time. SWIID has the widest coverage that is comparable across countries 
because the GINI values are standardized and harmonized with household-level inequality data 
gathered by the Luxembourg Income Studies (LIS), which uses comparable methodologies for 
gathering household surveys from a large number of countries (Solt, 2019). The LIS data are then 
collated with all other sources of GINI calculations for every country, where missing values are 
estimated according to what the LIS-based GINI is for the missing country years. This method 
provides data for the most comparable GINI scores cross-nationally and over time. We use the 
post-tax GINI score because this calculation has already estimated the degree of policy-based 
redistribution. We obtain a correlation of r = 0.92 between our data sourced from SWIID and the 
World Bank’s GINI reported in quintiles taken from the World Development Indicators (WDI) 
online database. Figures 1 and 2 reveal the shape of the bivariate relationship between the GINI 
and economic freedom, and the GINI and income per capita.

In equation (2) accessct  is our measure of equality of access to opportunity in country c during 
the year t taken from the award-winning ‘varieties of democracy’ (VDEM) project. We select four 
different variables representing access to opportunity: namely, (i) equity of access to schooling; (ii) 
equity of access to health; (iii) fairness in the distribution of government services; (iv) equity of 
access to justice. Access to schooling and healthcare is vital for advancing the fortunes of the poor. 
Access to justice is a vital input towards realizing the promise of all individuals, particularly for 
avoiding discrimination and marginalization. The VDEM data measures several aspects of equity 
to measure how equally distributed political power is in any given society in terms of gaining 
access to government and to resources that empower people politically (VDEM, 2019). As such, 

Figure 1. The trends in the global average of economic freedom and the GINI index.
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they measure access to education and health as basic sources of empowerment. The data are gener-
ated by asking several country experts to score on the following question along the following scale:

To what extent is high-quality basic education guaranteed to all sufficient to enable them to 
exercise their basic rights as adult citizens?

0: Extreme. The provision of high-quality basic education is extremely unequal and at least 
75 percent (%) of children receive such low-quality education that it undermines their ability to 
exercise their basic rights as adult citizens.

1: Unequal. The provision of high-quality basic education is extremely unequal and at least 
25 percent (%) of children receive such low-quality education that it undermines their ability to 
exercise their basic rights as adult citizens.

2: Somewhat equal. Basic education is relatively equal in quality but 10–25 percent (%) of chil-
dren receive such low-quality education that it undermines their ability to exercise their basic 
rights as adult citizens.

3: Relatively equal. Basic education is overall equal in quality but 5–10 percent (%) of children 
receive such low-quality education that it probably undermines their ability to exercise their 
basic rights as adult citizens.

4: Equal. Basic education is equal in quality and fewer than 5 percent (%) of children receive 
such low-quality education that it probably undermines their ability to exercise their basic rights 
as adult citizens.

Figure 2. The trends in the global average of per capita income and the GINI index.
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VDEM also collects data on the degree of public goods provided to disadvantaged classes and 
social groups (gender, ethnic, caste, religion, etc.). In other words, VDEM assesses the fairness of 
the distribution of government services across classes and social groups. The expert coders are 
asked the following question:

Is access to basic public services, such as order and security, primary education, clean water, and healthcare, 
distributed equally according to a socioeconomic position? (VDEM, 2019: 198).

The expert judgments are then collated in ways that minimize the uncertainty associated with scor-
ing with the use of sophisticated statistical techniques, such as the Bayesian item response model. 
The ordinal data are then converted to an interval scale suitable for cross-country analyses over 
time (McMann et al., 2016). To further assess the reliability of the VDEM access to health indica-
tors, we correlate the Global Burden of Disease (GBD) data project’s ‘quality of health equity 
index’ based on objective measures of the prevalence of several types of preventable diseases. Very 
encouragingly, the subjectively derived VDEM indicator and the objectively derived GBD indica-
tor are correlated at r = 0.84, which is remarkably high for two indicators so differently collected. 
Indeed, the GBD’s index and the VDEM’s equal access to public services are correlated at r = 0.80, 
which is also very high. Naturally, these indicators would not be perfectly correlated given that 
objective measures of disease capture such disparate factors as geography and climate. The VDEM 
measures government policy, regardless of these other conditions.

We use the Economic Freedom of the World (EFW) rankings from the Fraser Institute as our 
main variable of interest in both equations (1) and (2). Using EFW’s Panel Dataset allows compari-
son across countries over time. Many suggest that EFW captures a free-market, capitalistic eco-
nomic climate well (de Haan et al., 2006). These data are available in five-year intervals between 
the period 1970–2000, and yearly thereafter. Since our study period is mainly the post-Cold War 
years (1990–2017), we use the index scored in 1990 and 1995 and then the annual coding from the 
year 2000 onwards so as to maximize within-country coverage. This index is a comprehensive 
measure made up of five sub-indices capturing: limited government; legal security and property 
rights; access to sound money; freedom to trade; and low business regulation. These five sub-
indices are in turn roughly made up of 50 components of objective indicators under each sub-
index. The sub-component indices are then averaged to determine each component. The five 
component areas are in turn averaged for deriving the final summary index. The final index is 
ranked on the scale of 0 (no freedom) to 10 (high freedoms).4 The mean value of EFW in our sam-
ple is 6.1 with a standard deviation of 1.3, a maximum value of 9.23 (for Singapore), and a mini-
mum value of 1.82 (for Nicaragua). Appendix 2 contains a detailed description of the EFW. We are 
aware that aggregated indices that may have very high (low) values may suffer upwardly biased 
estimates in ordinary least squares (OLS) regressions (Gründler and Krieger, 2016).

We also utilize several control variables ( Zct ) in equations (1) and (2) to avoid spurious results. 
However, we keep the control variables to a minimum to avoid overfitting and for ease of interpre-
tation of our basic question. First, we enter a term for the level of development measured as per 
capita income in 2010 $US constant price obtained from the World Bank’s WDI. Income level has 
a bearing on the level of economic freedom and impacts other structural factors affecting inequal-
ity, such as good institutions and social infrastructures. Indeed, we also utilize a squared term of the 
income variable to model the so-called Kuznets curve or the inverted U-shape relationship between 
per capita income and the GINI. These terms are logged to reduce the impact of extreme values. 
Additionally, we enter the degree of electoral democracy taken from VDEM that measures the 
degree to which people are free to elect their governments in fair and competitive electoral pro-
cesses without coercion and violence (Coppedge et al., 2011). A strong democracy is likely to 
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increase equality and be related to economic freedom (Tanzi, 2011). We also enter a demographic 
variable, namely, population density, to capture the effectiveness with which state policies of pub-
lic goods provision might be most effectively impacting inequality. This measure also captures the 
highly trade-dependent small states, such as Singapore and Hong Kong that score high on eco-
nomic freedom. It should be noted however that running our models without this demographic 
variable does not change our basic results. We report the descriptive statistics and detailed defini-
tions of the data and sources in Appendices 3 and 4.

We utilize OLS linear regression models but compute standard errors robust to both heterosce-
dasticity and serial correlation. Additionally, following several recent studies using similar data, 
we also account for cross-sectional dependence because both economic freedom and inequality 
are likely to cluster in space. We compute Driscoll-Kraay standard errors after first conducting the 
Wooldridge test to confirm first-order serial correlation in our data (Hoechle, 2007). The Hausman 
test on our basic models suggests that the null hypothesis of no systematic difference between 
random and fixed effects can be rejected. Thus, we estimate mostly fixed effects models except 
when testing for quadratic effects when the random effects are more suitable (Bell and Jones, 
2015). Notice that we also include country fixed effects λλc  and year fixed effects ∂ t  in both 
equations (1) and (2).

Instrumental variable strategy

We address the problem of potential endogeneity between our measures of inequality (equity) and 
economic freedom. Not taking this endogeneity into account would introduce bias into our esti-
mates. High inequality, for example, could impact lower economic freedom (Murphy, 2015). We 
employ an instrumental variable estimation strategy where we use two instruments that measure 
the degree of economic freedom in the geographic neighborhood and within a specific income 
group (economic similarity). Following others, we use (i) the mean of EFW of neighboring coun-
tries (minus ith country) in the geographic region to which ith country belongs (Gassebner et al., 
2011). We call this variable EFW geographic-grouping. (ii) We also take the mean of EFW of 
countries (minus ith country) in the same income group to which ith country belongs. We call this 
variable EFW income-grouping. We follow the World Bank’s income group classification, which 
includes high-income, middle-income, and low-income categories. We lag both instruments by 
two years. The instrument relevance suggests that such policies diffuse geographically and through 
contact in similar networks (Simmons and Elkins, 2004). The instrument exclusion criteria require 
that the selected instruments should not have a direct effect on the outcome variable of interest, but 
only indirectly through the treatment variable. We believe that the instruments are likely to be 
highly correlated with EFW in the country in question, but are unlikely to be directly correlated 
with inequality in country c. We employ the Hansen J-test which is designed to assess the exclusion 
restriction criteria (Hansen, 1982).

Arellano and Bond (1991) and Blundell and Bond (1998) suggest that the system-GMM (gen-
eralized method of moments) method be used for estimating IV models. The dynamic panel GMM 
estimator utilizes an assumption about the initial conditions to attain moment conditions that stay 
instructive even for persistent data, which is considered most appropriate in the presence of an 
endogenous regressor (Arellano and Bond, 1991; Roodman, 2006). Our results are based on the 
two-step estimator implemented by Roodman (2006) in STATA 14. The two-step GMM estimator 
weights the instruments asymptotically by effectively using the first step estimates. We apply the 
Hansen J-statistic test on the validity of the instruments used (amounting to a test for exogeneity). 
We also apply the Arellano-Bond test of second-order autocorrelation which must be absent from 
the data for the GMM estimator to be consistent. We treat the lagged dependent variables and our 
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measure of EFW as endogenous and all other variables as strictly exogenous. As mentioned, we lag 
both measures by two years. We include time-specific dummies in the GMM regressions. Following 
Roodman (2006), we collapse the matrix of instruments to minimize the number of instruments in 
the GMM estimator.

Empirical results

In Table 1, we report the results estimated using the OLS fixed effects with Driscoll-Kraay stand-
ard errors on the unconditional effects of economic freedom on our measures of income inequality 
and the equality of opportunity. Table 2 presents the results of the same including basic control 
variables. Table 3 reports the results of the same utilizing the SGMM estimator to address potential 
endogeneity.

Column 1 reports results for the standardized GINI coefficient after taxes. As seen, economic 
freedom increases income inequality, a result that is significantly different from zero at the 1 per-
cent level. Substantively, a standard deviation (within) the increase in the EFW increases inequal-
ity as measured by the standardized GINI by roughly 16 percent of (within) the standard deviation 
of the GINI. This effect, thus, is substantively large and supports Carter’s (2007) study that uses 
just 30 countries in the estimations on a more limited period. Next, in column 2, our results show 
that economic freedom increases equality of access to schooling, one of our main measures of 
equity of opportunity. Substantively, a standard deviation increase in economic freedom increases 
the equality of access to schooling by roughly 5 percent of a standard deviation of equality of 
access to schooling. In column 3, economic freedom also shows a positive and statistically signifi-
cant effect on equality of access to health. Substantively, a standard deviation increase of economic 
freedom increases equality of access to health by roughly 10 percent of a standard deviation of 
access to health. These results support others that have found economic freedom to increase human 
capital through higher school enrollment and lower disease (Bergh and Nilsson, 2010b; de Soysa 

Table 1. Impact of economic freedom on income inequality, equality of access to education, health, 
government services, and justice: A parsimonious model.

(1) (2) (3) (4) (5)

 Gini Education Health Services Justice

Economic freedom 
index (EFW)

1.222*** 
(0.204)

0.0470*** 
(0.0143)

0.127*** 
(0.0357)

0.0469 
(0.0342)

0.0377*** 
(0.00690)

Controls No No No No No
Estimator OLS-FE OLS-FE OLS-FE OLS-FE OLS-FE
Country fixed effects Yes Yes Yes Yes Yes
Year fixed effects Yes Yes Yes Yes Yes
Observations 1656 2135 2135 2039 2135
Number of countries 121 128 128 123 128

The table reports the effect of EFW data (based on 5-year intervals from 1990–2000 and annual data thereafter) on 
the GINI coefficient index in column (1), equal access to education index in column (2), equal access to health index in 
column (3), equal access to public services index in column (4), and access to justice in column (5). Samples of countries 
included in the analysis are developing countries only. Estimations in columns (1)–(5) do not include control variables. 
Estimations in columns (1)–(5) are estimated using OLS Fixed Effects with Driscoll-Kraay standard errors. The estima-
tions control for country and year specific fixed effects. The Driscoll-Kraay standard errors are reported in parenthe-
ses. Statistical significance: ***p < 0.01, **p < 0.05, *p < 0.1. 
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and Vadlamannati, 2020; Feldman, 2017). In column 4, economic freedom’s effect on access to 
public services by economic class is statistically not significant, but it shows a positive and statisti-
cally highly significant effect on equality of access to justice (column 5). Substantively, a standard 
deviation increase in economic freedom increases equality of access to justice by roughly 15 per-
cent of a standard deviation of access to justice. These results support others that find that eco-
nomic freedom reduces, for example, human rights violations and the risk of civil war (de Soysa 
and Vadlamannati, 2014; Dreher et al., 2012).

In Table 2, we include basic controls in our models, namely income per capita, the square of 
income per capita, regime type, and population density. As seen, our results on the effect of eco-
nomic freedom on GINI, access to education, health, and justice continue to remain positive and 
significantly different from zero, even after controlling for, among others, income per capita and 
level of democracy. As expected, the impact of population density is negative on all dependent 
variables in columns 1–5. Interestingly, we find that regime type matters more for access to educa-
tion, government services, and justice and shows no effect on the GINI, at least in terms of the 
within-country dynamics. We also test the quadratic effect of economic freedom on the GINI using 
the random effects estimator (Figure 3).

As seen in Figure 3, economic freedom initially reduces the GINI slightly but it 
increases sharply thereafter. These results support Carter’s (2007) study, which used far 
fewer observations.

Table 2. Impact of economic freedom on income inequality, fairness of access to education, health, 
government services, and justice, with basic controls.

(1) (2) (3) (4) (5)

 Gini Education Health Services Justice

Economic freedom 
index (EFW)

1.018*** 
(0.218)

0.0234* 
(0.0128)

0.0526* 
(0.0288)

−0.00478 
(0.0235)

0.0168*** 
(0.00534)

Per capita GDP (log) 9.367*** 
(1.751)

0.807** 
(0.350)

0.392 
(0.323)

−0.368*** 
(0.112)

0.242*** 
(0.0422)

Per capita GDP 
squared (log)

−0.506*** 
(0.139)

−0.0463* 
(0.0227)

−0.00303 
(0.0218)

0.0367*** 
(0.00823)

−0.0117*** 
(0.00264)

Population density 
(log)

−2.664*** 
(0.523)

0.628*** 
(0.124)

0.815*** 
(0.0893)

0.220*** 
(0.0471)

−0.0535*** 
(0.0124)

Democracy index 0.499 
(0.491)

0.351*** 
(0.0805)

0.159 
(0.112)

0.264*** 
(0.0725)

0.400*** 
(0.0484)

Estimator OLS–FE OLS–FE OLS–FE OLS–FE OLS–FE
Country fixed effects Yes Yes Yes Yes Yes
Year fixed effects Yes Yes Yes Yes Yes
Observations 1647 2111 2111 2015 2111
Number of countries 120 126 126 121 126

The table reports the effect of Economic Freedom Index (EFW) data (based on 5-year intervals from 1990 to 2000 and 
annual data thereafter) on the GINI coefficient index in column (1), equal access to education index in column (2), equal 
access to health index in column (3), equal access to public services index in column (4), and access to justice in column 
(5). Samples of countries included in the analysis are developing countries only. Estimations in columns (1)–(5) include 
control variables, namely, per capita GDP (log), per capita GDP squared (log), population density (log), and democracy 
index. Estimations in columns (1)–(5) are estimated using OLS fixed effects with Driscoll-Kraay standard errors. Estima-
tions control for country and year specific fixed effects. The Driscoll-Kraay standard errors are reported in parenthe-
ses. Statistical significance: ***p < 0.01, **p < 0.05, *p < 0.1.
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We also test the quadratic effect of income level on the GINI. Figure 4 suggests that inequality 
rises sharply from very low levels of income and then slopes downward from roughly about the 
middle of the income range. There is, thus, a somewhat muted effect of an inverted U-shape as 
expected by the Kuznets curve theory. Overall, our results on EFW remain robust to the inclusion 
of control variables and country- and year-fixed effects. Given the slow-changing nature of equal-
ity in a society, those within-country effects, directly as well as indirectly through income gains 
associated with greater economic freedoms, are likely to be substantial.

A positive association between two variables might also mean that the causal order is reversed. 
For example, conditions causing equity might also be increasing economic freedom (Murphy, 
2015). In other words, equitable access may increase support for greater economic freedoms than 
the other way around. We address this endogeneity by using the SGMM estimations reported in 
Table 3.

Columns 1–4 report results from the baseline model estimating the impact of EFW on access to 
education, health, government services, and justice. Notice that except for government services, 
economic freedom is positive and significantly different from zero at the 10 percent level. We 
would of course expect a limited impact of our x variables given that a lagged dependent variable 

Table 3. GMM estimations of the effect of economic freedom on equity.

(1) (2) (3) (4)

 Education Health Services Justice

Lagged dependent variable 0.948*** 
(0.0205)

0.915*** 
(0.0598)

0.979*** 
(0.0279)

0.970*** 
(0.0405)

Economic freedom index (EFW) 0.0937* 
(0.0569)

0.147* 
(0.0769)

0.0286 
(0.0490)

0.0252* 
(0.0147)

Per capita GDP (log) −0.124* 
(0.0686)

−0.0980 
(0.112)

−0.0189 
(0.0508)

−0.0161 
(0.0153)

Per capita GDP squared (log) 0.00790* 
(0.00408)

0.00731 
(0.00807)

0.00129 
(0.00310)

0.000558 
(0.000863)

Population density (log) −0.0115 
(0.00933)

−0.0139 
(0.0130)

−0.00182 
(0.00534)

−0.00355 
(0.00262)

Democracy index −0.0764 
(0.0624)

−0.0811 
(0.0881)

0.00491 
(0.0325)

−0.00366 
(0.0243)

Estimator GMM GMM GMM GMM
Country fixed effects No No No No
Year fixed effects Yes Yes Yes Yes
Number of instruments 152 152 152 152
Arellano-Bond test for AR(1) 0.000 0.000 0.000 0.000
Arellano-Bond test for AR(2) 0.806 0.264 0.882 0.265
Hansen J statistic [p-value] 0.131 0.258 0.495 0.151
Observations 1647 2111 2111 2015
Number of countries 126 126 126 121

The table reports the effect of EFW data (based on 5-year intervals from 1990–2000 and annual data thereafter) 
on equal access to education index in column (1), equal access to health index in column (2), equal access to public 
services index in column (3), and access to justice in column (4). Samples of countries included in the analysis are  
developing countries only. All columns include control variables namely, per capita GDP (log), per capita GDP 
squared (log), population density (log) and democracy index. Estimations in columns (1)–(4) are produced using 
GMM estimator. Estimations control for year specific fixed effects. Robust standard errors are reported in parentheses. 
Statistical significance: ***p < 0.01, **p < 0.05, *p < 0.1.
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Figure 3. The quadratic effect of economic freedom on income inequality.

is likely to soak up most of the variance (Achen, 2000). Notice that neither the Hansen test nor the 
Arellano-Bond test rejects the GMM specifications at conventional levels of significance across 
the columns. The Hansen J-statistic shows that the null hypothesis of exogeneity of the instruments 
cannot be rejected at the conventional level of significance. Our results from GMM estimations 
suggest that our findings are robust to alternative estimation techniques and potential bias from 
endogeneity. The results taken together suggest that economic freedom promotes equal access 
to opportunity, measured as equity of access to schooling, health, and justice, even if the evi-
dence also suggests that economic freedom increases income inequality measured by the GINI 
coefficient.

Checks on robustness

We examine the robustness of our main findings in the following ways. First, we replicate our 
baseline specifications with a sample covering all countries, i.e., including developed countries. 
Our results, except for access to health, remain robust to the inclusion of developed countries. 
These results are presented in Table A in an online appendix. Second, we use the EFW index in 
5-year intervals between 1990 and 2015 as our main explanatory variable. This specification sig-
nificantly reduces the number of observations, which now range between 442 and 546. We esti-
mate a parsimonious specification without control variables and a specification with the full list of 
control variables (presented in Tables B and C, online appendix). Our results remain robust to 
using the EFW index only at 5-year intervals. These results remain similar to our baseline estima-
tions reported in Tables 1 and 2. The only exception is that the model testing access to health with 
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all control variables is not now statistically significant. This result is most likely due to the loss of 
degrees of freedom due to the lower n. Next, we interpolate the missing years between the reported 
quintiles of the EFW measure. Our results, in Table D in the online appendix, show that the impact 
of economic freedom on the GINI and access to education, health, and justice remains positive and 
significantly different from zero at the conventional levels of statistical significance—in other 
words, the results are not dependent on whether we interpolate missing values between 1990 and 
1995 and 1995 and 2000, or not.

Fourth, we disaggregated the EFW index into sub-components and estimate their individual 
impacts on access to education and health. It can be argued that the relationship between EFW and 
access to education and health are driven by a certain type of government spending, which is cap-
tured by the size of the government component in the EFW index. The results reported in Tables E 
and F (in the online appendix) on access to education and health respectively suggest that the rela-
tionship is largely driven by legal structure and property rights and not by the size of the govern-
ment component of the EFW index. Likewise, we replace the EFW index with VDEM’s property 
rights protection. The correlation between these two measures is 0.55, which means that they 
capture underlying aspects related to private property rights quite well. Our baseline results remain 
robust to using VDEM’s alternative measure (reported in Tables G and H, online appendix).

Next, we expand our list of control variables and estimate a kitchen sink model in which we 
include all other potential variables considered relevant in a model examining the determinants 
of GINI and equity in access to education, health, government services, and justice. Accordingly, 
we include oil rents to GDP capturing a country’s reliance on natural resources; trade to GDP, 

Figure 4. The quadratic effect of per capita income on income inequality (GINI).
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which serves as a proxy for trade openness, urbanization; debt to GDP which is a measure of 
economic crisis, the incidence of civil war, and the number of years of peace, the rate of growth 
of GDP per capita, and government expenditure to GDP. Our estimated results, shown in Table I 
in the online appendix, except access to education, remain robust to the inclusion of these addi-
tional controls. Finally, we replicate the GMM estimations with internal instruments, wherein 
we use the lagged endogenous variables, namely economic freedom, and a lagged dependent 
variable. We lag our internal instruments by two and four years. The results (Table J, online 
appendix) remain robust to these additional tests. Taken together, our results demonstrate a 
strong association between economic freedom and the GINI, suggesting that while economic 
freedom contributes towards increasing inequality, as others too have reported, it nevertheless 
quite unambiguously increases the equity of access to education, health, and justice—in other 
words, access to opportunity. We do not find a curvilinear relationship between economic free-
dom and the GINI. The results demonstrating this correlation are robust to alternative samples, 
data, and estimation techniques.

Conclusion

Many contemporary social scientists argue, as did Karl Marx over a century ago, that free-mar-
ket capitalism, even if progressive in terms of creating wealth, is a cause of inequality and ineq-
uity within societies. Those that see increasing income and wealth inequality as a problem argue 
that such a trend will destroy communitarian values, leading to political instabilities that will 
threaten the gradual destruction of capitalism itself (Milanovic, 2016a; Piketty, 2014). Indeed, 
many argue that globalization has driven these conditions and that rising populism and anti-
democratic movements might be attributable to rising inequalities driven by free-market, capi-
talist conditions, which hamstring political processes favoring more equitable distribution of 
incomes and wealth (Rodrik, 2011; Stiglitz, 2019). Others argue contrarily that the political 
malaise might be attributable to policies and processes that have focused on equity at the expense 
of growth, where lack of growth has stymied the advancement of a middle class (Otteson, 2021; 
Phelps, 2018). Naturally, whether inequality itself is problematic might hinge crucially on the 
question of whether or not free-market policies are also commensurate with opportunity-increas-
ing policies.

We address the question of the importance of economic freedom, or policies that approximate a 
free-market, capitalist system, and its potential effects on raising income inequality and affecting 
equitable access to opportunity. We argue that free-market policies, even if they might increase 
income inequality, potentially form powerful incentives for ruling elites to supply productivity-
enhancing public goods at the same time that ordinary people (workers) demand increasing access 
to public goods. Our results show that economic freedom, while increasing GINI, albeit with a 
relatively small substantive impact, also raises the equity of access to education, health, and jus-
tice. Most of the results obtained have relatively small direct effects but given economic freedom’s 
association with income levels and democracy, the indirect effects of economic freedom on equity 
are potentially quite large. Our results taken together support those that argue that productivity-
enhancing policies might be prefaced to generate the growth required for expanding the middle 
classes, a notion that goes back to Aristotle. The results caution against policies that might seek to 
redistribute by trading off growth-promoting policies for the sake of equalizing incomes. Such 
efforts may not just damage growth, but may also constrict justice and equity in the long run 
(Friedman, 1962; Hayek, 1944; Otteson, 2021).
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Notes

1. See IMF data mapper http://www.imf.org/external/datamapper/PPPSH@WEO/OEMDC/ADVEC/
WEOWORLD.

2. It is also possible that people gauge more open economies as fair even if they generate inequality, as 
opposed to politically determined inequalities that generate group-based disadvantages Stewart et al. 
(2005). As some suggest, people may tolerate inequality but are generally intolerant of unfairness 
Starmans et al. (2017).

3. Oded Galor offers a formal theory showing how industrialists would demand human capital invest-
ment leading to modern growth based on technological change. Where capital gets concentrated in land, 
development might be hampered by more stagnant and regressive endogenous processes driven by the 
interests of a wealthy land-owning class. See Galor (2011).

4. For detailed methodology on the EFW, see http://www.freetheworld.com/datasets_efw.html.
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Appendix

Appendix 1. List of countries.

Afghanistan Comoros Haiti Moldova Slovenia
Albania Congo, Dem. Rep. Honduras Mongolia South Africa
Algeria Congo, Rep. Hungary Morocco Spain
Angola Costa Rica India Mozambique Sri Lanka
Argentina Côte d’Ivoire Indonesia Myanmar Sudan
Armenia Croatia Iran, Islamic Rep. Namibia Suriname
Australia Cuba Iraq Nepal Sweden
Austria Cyprus Ireland Netherlands Switzerland
Azerbaijan Czech Republic Israel New Zealand Syrian Arab Republic
Bahrain Denmark Italy Nicaragua Tajikistan
Bangladesh Dominican Republic Jamaica Niger Tanzania
Barbados Ecuador Japan Nigeria Thailand
Belarus Egypt, Arab Rep. Jordan North Macedonia Togo
Belgium El Salvador Kazakhstan Norway Trinidad and Tobago
Benin Equatorial Guinea Kenya Oman Tunisia
Bhutan Eritrea Korea, Rep. Pakistan Turkey
Bolivia Estonia Kuwait Panama Turkmenistan
Botswana Eswatini Kyrgyz Republic Papua New Guinea Uganda
Brazil Ethiopia Latvia Paraguay Ukraine
Brunei 
Darussalam

Fiji Lebanon Peru United Arab 
Emirates

Bulgaria Finland Lesotho Philippines United Kingdom
Burkina Faso France Liberia Poland United States
Burundi Gabon Libya Portugal Uruguay
Cabo Verde Gambia, The Lithuania Qatar Uzbekistan
Cambodia Georgia Luxembourg Romania Venezuela, RB
Cameroon Germany Madagascar Russian Federation Vietnam
Canada Ghana Malawi Rwanda Yemen, Rep.
Central African 
Republic

Greece Malaysia Saudi Arabia Zambia

Chad Guatemala Mali Senegal Zimbabwe
Chile Guinea Mauritania Sierra Leone  
China Guinea-Bissau Mauritius Singapore  
Colombia Guyana Mexico Slovak Republic  



20 International Political Science Review 00(0)

Appendix 2. Components of the Fraser Economic Freedom Index (EFI).

Source: (Gwartney and Lawson (2019), www.freetheworld.com.

www.freetheworld.com
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Appendix 3. Descriptive statistics.

Variable Mean Standard deviation Minimum Maximum Observations

Gini index 37.950 8.698 17.300 62.600 4558
Access to education 0.381 1.487 −3.102 3.634 7278
Access to health 0.426 1.506 −2.906 3.689 7278
Access to services 0.302 1.403 −2.908 3.605 6979
Access to justice 0.585 0.284 0.002 0.995 7278
Economic freedom index 6.493 1.123 1.840 8.820 2964
Per capita GDP (log) 8.220 1.549 4.898 11.663 6742
Per capita GDP squared (log) 69.962 25.935 23.987 136.034 6742
Population density (log) 3.859 1.419 0.195 8.981 7574
Democracy index 0.452 0.291 0.011 0.948 7256

Appendix 4. Data sources and definitions.

Variables Data definition and sources

EFW index EFW index is made up of five sub-indices capturing: expenditure and tax reforms; 
property rights and legal reforms; trade reforms; reforms related to access to 
sound money; labor, business, and credit reforms. These five sub-indices are made 
up of 35 components of objective indicators. The final index is ranked on the scale 
of 0 (not free) to 10 (totally free).

Access to 
education

Access to education index measures to what extent high quality basic education 
is guaranteed to all, sufficient to enable them to exercise their basic rights as 
adult citizens. The index is coded on a scale of −3.10 to 3.69 wherein higher value 
denotes equal access to education for all.

Access to health Access to health index measures to what extent high quality basic health is 
guaranteed to all, sufficient to enable them to exercise their basic rights as adult 
citizens. The index is coded on a scale of −2.91 to 3.61 wherein higher value 
denotes equal access to health for all.

Access to 
government 
services

Access to government services index measures to what extent basic public 
services are guaranteed by the government to all, sufficient to enable them to 
exercise their basic rights as adult citizens. The index is coded on a scale of −2.91 
to 3.61 wherein higher value denotes equal access to public services for all without 
any discrimination.

Access to justice Access to justice index measures to what extent high quality justice is guaranteed 
to all, sufficient to enable them to exercise their basic rights as adult citizens. The 
index is coded on a scale of 0 to 1 wherein higher value denotes equal access to 
justice for all without any discrimination.

GINI coefficient Obtained from the World Institute for Development Research (WIDER), which 
generates the World Income Inequality Dataset (WIID) wherein the value 0 
represents perfect equality and 1 represents perfect inequality.

Per capita GDP 
(log)

GDP per head in US$ 2000 constant prices sourced from the World Development 
Indicators 2019, World Bank.

Democracy 
index

Based on VDEM’s measure of the degree to which people are free to elect their 
governments and the degree of openness and transparency in the electoral 
process, which has to be free of any coercion including the absence of electoral 
violence. The index is coded on a scale of 0–1, wherein a higher value denotes full 
electoral democracy.

Population 
density (log)

Population density (log) sourced from the World Development Indicators 2019, 
World Bank.


