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Chapter1
Economic Freedom of Canada
and the United States

Economic Freedom and the Index

Economic Freedom of North America is an attempt to gauge the extent of the restric-
tions on economic freedom imposed by governments in North America. The index
published here measures economic freedom at two levels, the subnational and the
all-government. At the subnational level, it measures the impact on economic free-
dom of provincial and municipal governments in Canada and of state and local gov-
ernments in the United States. At the all-government level, it measures the impact of
all levels of government—federal, provincial/state, and municipal/local—in Canada
and the United States. All 10 provinces and 50 states are included. [1]

The study examines the impact of economic freedom on both the level of eco-
nomic activity and the growth of economic activity. The econometric testing presented
in this publication shows that in Canada and the United States economic freedom fosters
prosperity and growth. Economic freedom increases the affluence of individuals. This
finding is consistent with other studies of economic freedom. [2] The results are highly
significant and remarkably stable through a number of different sensitivity tests.

The majority of US states have high levels of economic freedom and prosperity
but Canadian provinces are poorly positioned to benefit from economic freedom.
With the exception of Alberta, they are all clustered at the bottom of the economic
freedom ratings. Figures 1.1 and 1.2 (pages 4 & 5) show scores for economic freedom
and the large differences between the US states and the Canadian provinces.

Economic Freedom of North America examines only US states and Canadian provinces due to the
limitations of the data available for the Mexican states. Our ultimate goal, however, is to include
all three North American nations. Chapter 4 by Nathan J. Ashley (University of Texas at El Paso)
is a major step towards this goal although the results are preliminary and subject to revision.

See Easton and Walker, 1997; De Haan and Sturm, 2000; and related papers at <http:/www.
freetheworld.com>. For the latest summary of literature on economic freedom at an international

level, see Doucouliagos and Ulubasoglu, 2006.
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Figure 1.1: Summary of 2005 Ratings at the All-Government Level

Score  Rank

Delaware . . | | 85 1
Alberta I | 7.8 2

Texas ' ' ' : 7.8 2
Colorado : | | : 7.6 4
Georgia I 76 4

North Carolina ' ' ! X 7.6 4
Nevada : | : : 75 7

New Hampshire | 75 7
Indiana : : : | 74 9
Tennessee : | : : 74 9
Utah . | 74 9

Nebraska . . . | 73 12
South Dakota 1 73 12
Louisiana ' ' ' : 7.2 14
Massachusetts . . | : 72 14
Minnesota 1 7.2 14
Virginia ' f ' : 72 14
Illinois . | . : 7.1 18

lowa l 7.1 18

Arizona : : ! X 7.0 20
Connecticut : | | : 7.0 20
Florida | 7.0 20

Kansas : : ! : 70 20
Missouri : | : : 7.0 20
Wyoming . | 7.0 20
California : : : | 68 26
Michigan : : : ! 6.8 26
Pennsylvania . | 6.8 26
South Carolina . . . : 6.8 26
Wisconsin 1 6.8 26
Idaho ' f ' : 67 31
Kentucky . . . X 6.7 31

New Jersey | 6.7 31
Ohio ' f ' | 67 31
Oklahoma : | | : 6.7 31
Oregon | 6.7 31
Arkansas ! ! ! X 66 37
Alabama : : : ! 6.5 38
Maryland | 6.5 38
North Dakota : : : | 65 38
Washington : : : ! 6.5 38
Alaska . | 6.4 42
New York . . . : 6.4 42
Vermont ! 6.3 44
Rhode Island I ' ' : 6.2 45
Hawaii . . | : 6.1 46
Montana ] l 6.0 47
New Mexico ' ' : : 6.0 47
Maine : : : : 5.8 49
Mississippi 1 l 5.8 49
Ontario I | X 57 51
British Columbia * : : 5.6 52
N e W0 un dlain Cl 1 | | 55 53
Saskatchewan IEEEEEEEEEESSESSSSSSSSSSSSSS——— X 55 53
West Virgina | | : : 53 55
New Brunswick 1 l | 4.8 56
Vianitola S S X : 47 57
Nova Scotia 1 ! ! 4.6 58
Quebec — : : 43 59

Prince Edward Island S —————————— ! ! 38 60
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Figure 1.2: Summary of 2005 Ratings at the Subnational Level

Score Rank
Delaware : : | | 8.3 1
Tennessee 8.2 2
South Dakota : : ! X 7.9 3
Virginia : | | : 7.9 3
Arizona | 7.8 5
New Hampshire : : ! X 7.8 5
Texas : | : : 7.8 5
Alberta I | 7.7 8
Nevada : : : | 76 9
Colorado : : : : 7.5 10
Florida . h 7.5 10
Georgia . . . | 7.5 10
Indiana 1 74 13
Louisiana ' ' ' : 74 13
North Carolina . . | : 74 13
Alabama I 73 16
Maryland ' ' ' : 7.3 16
Utah : | : : 73 16
Missouri l 7.2 19
Nebraska ! ! ! : 7219
lowa : | : : 7.1 21
North Dakota | 7.1 21
South Carolina : : : ! 712
Kansas : | : : 7.0 24
Massachusetts . | 7.0 24
Oklahoma . . . | 7.0 24
Arkansas | 6.9 27
Connecticut I ' ! : 6.9 27
Illinois . | | ! 6.9 27
Wyoming I 6.9 27
Pennsylvania ' ' : : 6.8 31
Idaho . | . : 6.7 32
Kentucky I 6.7 32
Minnesota : : ! X 67 32
Mississippi : | | : 6.6 35
Montana | 6.6 35
New Jersey : : : : 65 37
Wisconsin : | : : 6.5 37
Michigan | 6.4 39
Oregon : : : | 64 39
New Mexico : : : : 6.3 41
Washington . | 6.3 41
Hawaii . . : | 6.2 43
Ohio l 6.2 43
California I ' ' : 6.1 45
Vermont : : . : 6.1 45
Alaska | l 5.8 47
Maine ' ' : | 58 47
Rhode Island : : : : 5.8 47
New York l | 5.7 50
Ontario I | : 57 50
British Columbia — : : 5.6 52
Newfoundland I | 5.6 52
West Virgina : : : | 55 54
Nova Scotia . ! ! 5.2 55
New Brunswi clk 1 | | 5.1 56
Saskatch e va N S X : 5.1 56
IVianii o b 2 15 ! I 4.8 58
Prince Edward Island # : : 4.6 59

Quebec 1 — X ! 4.1 60
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