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adversely. Inflation is also negative and has adverse effect on economic growth Barro (1991),
Fischer (1993), Ram (1996). Human capital and openness has positive and significant impact on
economic growth. It suggests that increase in the human capital and trade openness leads to

increase in economic growth.

Further, indirect effects of economic freedom on economic growth are also important to
analyze, because it is our main objective to explore the indirect effect of economic freedom on
growth. It is obvious from our results that economic freedom has negative and significant indirect
effect on economic growth through the channel of corruption which shows that economic freedom
effects the corruption positively but the negative relation between corruption and growth exerts
the strong negative impact on the overall relation of economic freedom and growth which make

the resuits negative.

We conclude here that there is a direct and positive relationship between economic freedom
and economic growth in our panel set of data but indirect relation is negative in presence of
corruption. We note that, the indirect and conditional effects of economic freedom on economic
growth are more profound as compare to the direct effects. This is concluded on the basis of the
sign of the coefficient value of the interaction term of economic freedom and corruption

(EFCORR).

5.2 Policy Recommendations

From our discussion it is clear that our findings reflect the direct effect of economic
freedom on economic growth is positive. Economic freedom is an important determinant of
growth. As the increase in economic freedom enhances the level of growth so government should
play a part to raise the level of economic freedom in the economy. In order to increase the economic

freedom free but competitive markets should be promoted, protection of private property rights
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Table A6- The indirect effects of Economic Freedom (EF) on Economic

Growth(GROWTH) through the channel of Corruption(CORR). (Annual lag model)

@"!

Channels Levels of EF Indirect Effects 95% confidence interval
Low Level of EF | 0.0126 0.0072 0.0180
(0.000)***
Average Level of | 0.0069 0.0017 0.0120
o % K
Corruption EF (0.009)
High Level of EF | 0.0013 0.0041 0.0069
(0.029)**
NOTE:

P-value of each coefficient is given in parentheses. *** ** and * represents the significance level at
1%, 5% and 10% respectively. Low level means 25" percentile, Average level means 50™ percentile

and High level means 75" percentile of Economic freedom (EF) respectively.

In order to see the backward effects we will estimate the model with lagged values of EF
and CORR. In model (1) all other variables has some signs and effectiveness as we discuss in final
model. Yo has negative sign and significant at 1% level of significance which provides evidence of
convergence like in the previous studies Barro (1996), Bleaney and Nishiyama (2000), Doppelhrofer
(2000). GOV and INF both are negative and significant at 1% level of significance which shows that
GOV and INF effects GROWTH adversely. Similarly, OPEN and HC has positive sign and significant

at 1% level of significance. It suggests, these both control variables has positive correlation with
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Construction of Economic freedom index:

Economic freedom is the ability or the power of an economic agent to perform the
economic activity freely without any government intervention and economic restrictions. Many
proponents of economic freedom argue that government intervention imposes restrictions on
productions, free consumption and the control over the prices. So they are of the view that

government sixe should be reduced to get the fruits of economic freedom.

There are two indices to measure economic freedom. One is Economic Freedom of the
World (EFW) presented by Fraser institute and second is the Index of Economic Freedom (EFI)
by Heritage Foundation and Wall street Journal. Both of the indices based on ten components and
equal weights are assigned to all components but more comprehensive is_ the EFI because of the
data availability, transparency and it covers the more private sector variables. Economic Freedom
Index (EFI) was first published in 1995 and 185 countries are covered in the index. The purpose of
the Heritage Foundation was to promote those policies which indicates the free exchange,
individual freedom and minimum government intervention. Some of the freedom index
components are related to external economic variables like trade and some of the components are
related to the internal economic factors such as individual freedom, property rights. The ten
components of the index are categories into two parts. Objective components and subjective
components. Objective components are Business freedom, Labor freedom, Fiscal freedom,
Government spending and Corruption Freedom while subjective freedom components are

Monetary freedom, Trade freedom and Investment freedom.

Score of objective components are based on particular formulas while the score of
subjective freedom components lies from 0 — 100. Where 0 indicates the lowest freedom and 100
indicates the highest freedom.
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