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During the past decade the concept of economic freedom, after being for a relatively long period a subject of little interest among economists, has attracted more attention. This is due to the emergence of indexes ranking countries according to a scale running from the least free to the freest. Now there exist two widely accepted indexes of economic freedom: the one developed by the Fraser Institute (Economic Freedom of the World Index, EFW index), and another constructed by the Heritage Foundation jointly with the Wall Street Journal (Index of Economic Freedom). These two indexes are quite similar in terms of what they consider as a plus and as a minus when measuring economic freedom.
Since the construction of these indexes researchers have been using them quite extensively in examining the effects economic freedom has on economic performance and on various measures of human welfare. So far a significant number of econometric papers have been accumulated. In another paper (Kapás and Czeglédi 2007) we reviewed this literature and argued that this body of literature – by focusing on empirical examinations – completely neglects the discussion of what is precisely understood by economic freedom, the index of which they use so extensively. However, we think that the major problem is not that that this body of the literature is not based on a coherent theory of economic freedom, but that the concept of the researchers who came up with the index (Gwartney et al. 1996, Gwartney and Lawson 2003) is formulated in such a way as to serve first of all the purpose of measuring economic freedom.
As opposed to the common criticism of the EFW index in the literature
, we criticize it on conceptual grounds. We evaluates the EFW index on the basis of the Hayekian concept of freedom (Hayek 1960), more precisely on that of its conceptualization in terms of the character of government actions developed in Kapás and Czeglédi (2007). Our argument is that economic freedom relates to the character, rather than the size of government actions. We distinguish, on the one hand, between coercive and non-coercive governmental actions, and on the other hand, between two kinds of coercive activities, those that are compatible with economic freedom (freedom-compatible coercive activities) and those that are not (freedom-non-compatible coercive activities). We argue that only coercive activities concern economic freedom.
Our detailed criticism on the EFW index is based on the above concept of economic freedom. As a result of the criticism, we regrouped the components of the EFW index in freedom-related, policy and other categories. The major tension between our concept and the way the EFW index measures economic freedom can be found in the fact that numerous components of the index are policy variables which, in our view, do not concern economic freedom.

Although we do not consider the EFW index a good measure of economic freedom, we did some empirical investigation with this index and its components. In these examinations we only wanted to show that using the freedom-related components of the EFW index (which is more in line with our concept of economic freedom) instead of the index itself may lead to even more plausible propositions than those provided by the index. The results provide support for our argumentation.

First of all we found a positive significant relationship between our freedom-related measure and income, while such a relationship was not found between policy components and income. Furthermore, we showed that the freedom-related institutions are exogeneous in the economic freedom – income relationship, which means that even if freedom-related institutions are not the only ones that can raise the income of a country, the higher income in itself will not improve the freedom-related institutions.
The former findings draw us to the following conclusions. If the original EFW index is in a positive significant relationship with income, while policy components are not, this may mean two things: (1) economic policy affects income only when appropriate (in our interpretation freedom-related) institutions are already in place, (2) freedom-related institutions even alone are capable of positively affecting income. This latter implies that as regards the channels through which economic freedom affects income not only those operate that were identified in the literature, namely those working through efficiency: freedom-related components are in themselves beneficial because they alone can induce income. What our empirical results point to is precisely the fact there exist mechanisms other than those identified in the literature
 through which economic freedom (freedom-related institutions) may affect income. However, revealing this mechanism requires further theoretical and empirical investigations.
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� The most common critiques refer to the weighting system the indexes use, what items should be included and how various policy issues should be handled (e.g., Macleod 2005, Karlsson 2005).


� Various channels, such as investment in human and physical capital, property rights, changes in inequality, social capital, and trust have been identified by different scholars. See Kapás and Czeglédi (2007) for details.
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