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Abstract - This paper studies the impact of economic freedom on gross domestic product (GDP) growth rate in ASEAN 

countries over the period of 1995-2017. ASEAN countries are Brunei Darussalam, Cambodia, Indonesia, Lao People's 

Democratic Republic, Malaysia, Myanmar, Philippines, Thailand, Vietnam, and Singapore. The GDP growth rate is 

measured by annual percentage growth rate of a country’s gross domestic product. The economic freedom is measured by 

the index of economic freedom published by The Heritage Foundation, which includes twelve components such as property 

rights, government integrity, judicial effectiveness, tax burden, government spending, fiscal health, business freedom, labor 

freedom, monetary freedom, trade freedom, investment freedom and financial freedom. The regression results show that 

trade freedom and tax burden have negative effect on GDP growth rate, investment freedom has positive impact on GDP 

growth rate, whereas financial freedom, government spending, government integrity, and monetary freedom have no impact 

on GDP growth rate.  
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I. INTRODUCTION 

 

In August 1967, five countries established a new 

organization – Association of Southeast Nations 

(ASEAN) – to promote the rapid and sustained 

economic growth. By April 1999, there are 10 

member countries in ASEAN, namely Brunei 

Darussalam, Cambodia, Indonesia, Lao People's 

Democratic Republic, Malaysia, Myanmar, 

Philippines, Thailand, Vietnam, and Singapore. From 

1970 to 1995, The ASEAN’s gross domestic product 

(GDP) grew at an average annual rate of 7% 

(ASEAN, 2012). And the ASEAN’s GDP increased 

from US$577 billion in 1999 to US$2.5 trillion in 

2016, which ranked the sixth-largest economy in the 

world (Gnanasagaran, 2018).  

However, the ASEAN’s GDP growth is expected to 

slow to 4.8% in 2019 after an estimated 5.1% in 2018 

(Hai, 2019). How to keep the ASEAN GDP growing 

for another decade or several decade? The 34th 

ASEAN summit will be held in Thailand during June 

2019. Researchers tried to study this issue from 

different aspects. This paper attempts to investigate 

the impact of economic freedom on GDP growth of 

ASEAN countries as a whole from the history, i.e. the 

period 1995-2017, and then draw implications for the 

governments and authorities to set proper policies to 

promote the GDP growth in the future.  

The economic freedom studied in this paper is 

measured by the indexes of economic freedom 

published by The Heritage Foundation, which 

includes the overall score and twelve components 

such as property rights, government integrity, judicial 

effectiveness, tax burden, government spending, 

fiscal health, business freedom, labor freedom, 

monetary freedom, trade freedom, investment 

freedom and financial freedom. This study tries to 

investigate the impact of individual economic 

freedom index on GDP growth rather than just the 

impact of the overall economic freedom. The GDP 

growth is measured by the annual GDP growth rate in 

percentage.  

The rest of the paper is organized as follows: section 

II reviews the literature on GDP growth and 

economic freedom, section III describes the 

methodology, section IV reports the empirical results 

of the study, and the conclusion is in section V. 

 

II. LITERATURE REVIEW 

 

The popular measure of economic freedom is the 

index of economic freedom published by The 

Heritage Foundation. The overall score is the average 

of twelve components such as property rights, 

government integrity, judicial effectiveness, tax 

burden, government spending, fiscal health, business 

freedom, labor freedom, monetary freedom, trade 

freedom, investment freedom and financial freedom. 

Each measure is from 0 to 100, 100 indicates the 

maximum freedom. The GDP growth rate is a 

common proxy for the economic growth. 

The impact of economic freedom on economic 

growth has been heavily researched. Majority of the 

results show the positive impact of economic freedom 

on economic growth, for instance, Azman-Saini, 

Baharumshah and Law (2010), Hann and Sturm 

(2000), and Compton, Giedeman and Hoover (2011). 

Doucouliagos and Ulubasoglu (2006) concluded that 

this result was robust regardless of the sample of 

countries, the measure of the economic freedom and 

the level of aggregation of the measure. There is few 

exception such as Wu (2011) displayed a negative 

relationship between economic freedom and growth 

in the case of China. 

However, Carlsson and Lundstrom (2002) pointed 

out that this positive relationship did not mean 

increasing economic freedom could increase 

economic growth since different categories of the 

economic freedom index had different effect on 

economic growth, some effects were positive such as 
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freedom to use alternative currencies and freedom of 

exchange in capital market, some were negative such 

as freedom of trade with foreigner, and some were 

insignificant such as monetary policy. Oppositely, 

Ivanovic and Stanisic (2017) found that the real GDP 

growth is positively affected by the degree of 

monetary freedom. Viorica, Jemna and Pintilescu 

(2011) found no significant relationship between 

corruption and GDP growth. Borovic (2014) 

displayed that property rights, freedom from 

corruption, trade freedom, investment freedom, 

financial freedom were negatively correlated to GDP 

growth, fiscal freedom and government spending 

were positively correlated to the GDP growth. Trade 

freedom, business freedom, monetary freedom and 

property rights were found to have positive impact on 

per capita GDP growth rate in Cebula (2010). 

 

III. METHODOLOGY 

  

This paper attempts to study the impact of economic 

freedom on gross domestic product growth in 

ASEAN countries, including Brunei Darussalam, 

Cambodia, Indonesia, Lao People's Democratic 

Republic, Malaysia, Myanmar, Philippines, Thailand, 

Vietnam and Singapore, over the period of 1995-

2017. This period is chosen since the inception year 

of the index of economic freedom is 1995. The GDP 

growth rate is measured by annual percentage growth 

rate of a country’s gross domestic product at market 

prices based on constant local currency. The 

economic freedom is measured by the index of 

economic freedom published by The Heritage 

Foundation, which includes the overall score and 

twelve components such as property rights, 

government integrity, judicial effectiveness, tax 

burden, government spending, fiscal health, business 

freedom, labor freedom, monetary freedom, trade 

freedom, investment freedom and financial freedom. 

Two control variables are chosen based on the 

literature: GDP is chosen to proxy the market size 

and GDP per capita growth rate to proxy the market 

growth.   

The annual data of economic freedom index and 

twelve components are collected from the web page 

of The Heritage Foundation. And the annual data of 

GDP and GDP per capita growth rate are collected 

from the World Development Indicators, web page of 

the World Bank. Since some data of some countries 

are not available in early years, there are 207 country-

year observations collected in total. 

The multiple regression model is as follows: 

 

GDPGit = a + b1ln(GDPit) + b2PCGDPGit + 

b3EconomicFreedomIndexit + e       (1) 

 

Where GDPG is the annual GDP growth rate, GDP is 

a country’s annual GDP, PCGDPG is the annual GDP 

per capita growth rate, EconomicFreedoonIndex is 

the 13 measures of economic freedom: one overall 

index and 12 component indexes. 

 

IV. EMPIRICAL RESULTS 

 

A. Descriptive Statistics 

Due to the data availability issue, there are only 207 

observations in total to be studied in this paper. Table 

1 shows that there are only 4 years data for Brunei 

Darussalam from 2014 to 2017, 21 years data for 

Cambodia, 22 years for Lao PDR and Myanmar, 

where the other 6 countries have 23 years 

observations from 1995 to 2017. Myanmar has the 

highest average annual GDP growth rate as 9.61% 

during the study period whereas the Brunei 

Darussalam has the lowest average annual growth 

rate as -1.01% during the period 2014-2017. 
 

Table 1: Annual GDP growth rate of 10 ASEAN countries 

 

Mean Stdev Min. Max. 

No. of 

Obs. years covered 

Brunei Darussalam -1.01 1.79 -2.47 1.33 4 2014-2017 

Cambodia 7.71 2.97 0.09 13.25 21 1997-2017 

Indonesia 4.50 4.10 -13.13 8.22 23 1995-2017 

Lao PDR 7.05 1.08 3.97 8.62 22 1996-2017 

Malaysia 5.13 3.69 -7.36 10.00 23 1995-2017 

Myanmar 9.61 3.01 5.59 13.84 22 1996-2017 

Philippines 4.94 2.00 -0.58 7.63 23 1995-2017 

Thailand 3.50 3.64 -7.63 8.12 23 1995-2017 

Vietnam 6.65 1.19 4.77 9.54 23 1995-2017 

Singapore 5.32 3.99 -2.23 15.24 23 1995-2017 

 

Figure 1 shows the annual GDP growth rate of 10 ASEAN countries over the period 1995-2017. It can be seen 

that only a few years of negative GDP growth rate for some countries especially during the Asian financial crisis 

period 1997-1999. Majority countries are having positive annual growth rates with the highest reached 15%, 

then there is a tendency that the GDP growth rates are converging slowly to around 5% in the near future. 
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Figure 1: Annual GDP growth rate (%) of ASEAN countries from 1995 to 2017 

 

For the 13 measures of economic freedom indexes, judicial effectiveness, fiscal health and labor freedom are 

deleted due to data unavailability for many years. The remaining variables’ descriptive statistics are shown in 

Table 2. It can be seen from Table 2 that the average annual GDP growth rate for ASEAN countries is 5.87% 

over the period 1995-2017 with the maximum of 15.24% and the minimum of -13.13% among 207 

observations. 
 

Table 2: Descriptive statistics of variables 

Variables Mean Stdev Min. Max. Obs. 

GDPG (%) 5.87 3.59 -13.13 15.24 207 

LNGDP 25.14 1.57 21.77 27.72 207 

PCGDPG (%) 4.30 3.65 -14.35 13.22 207 

EF 59.12 13.45 33.50 89.40 207 

PR 40.09 26.37 5.00 97.10 207 

GI 35.04 23.72 10.00 94.00 207 

TAX 78.93 10.73 32.20 91.70 207 

GS 86.94 7.28 57.30 98.70 207 

BF 59.97 20.17 20.00 100.00 207 

MF 73.12 11.51 13.80 93.00 207 

TF 70.44 11.68 15.00 90.00 207 

IF 43.36 22.19 0.00 90.00 207 

FF 42.56 18.11 10.00 80.00 207 
Note: GDPG stands for annual GDP growth rate, LNGDP stands for the natural logarithm of annual GDP, PCGDPG stands for 

annual per capita GDP growth rate, EF stands for overall score for economic freedom, PR stands for property rights, GI stands for 

government integrity, TAX stands for tax burden, GS stands for government spending, BF stands for business freedom, MF stands 

for monetary freedom, TF stands for trade freedom, IF stands for investment freedom, and FF stands for financial freedom. 

 

 The average annual per capita GDP growth rate is 

4.3% with the maximum of 13.22% and minimum of 

-14.35%. The average overall score of economic 

freedom is 59.12 out of 100. The highest freedom is 

government spending with 86.94 out of 100 and the 

lowest freedom is government integrity with only 

35.04 out of 100. The property right, financial 

freedom, investment freedom, business freedom, 

trade freedom, monetary freedom and tax burden 

have the average of 40.09, 42.56, 43.36, 59.97, 70.44, 
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73.12 and 78.93 respectively. Since the overall 

freedom score, property rights and business freedom 

are having high correlations with other variables, so 

these 3 variables are deleted in the following 

regression. Table 3 displays the correlation among 

variable included in the regression. 

 
Table 3: Correlation matrix of variables included in the 

regression 

LNGDP GDPPCG GI TAX GS MF TF IF

GDPPCG -0.275

GI 0.364 -0.270

TAX 0.119 -0.010 0.356

GS -0.050 0.214 -0.030 0.099

MF 0.371 -0.249 0.622 0.341 -0.034

TF 0.465 -0.207 0.574 0.362 -0.038 0.351

IF 0.271 -0.368 0.724 0.415 0.081 0.649 0.379

FF 0.433 -0.291 0.627 0.419 0.088 0.637 0.385 0.782  
Note: PCGDPG stands for annual per capita GDP growth rate, 

GI stands for government integrity, TAX stands for tax 

burden, GS stands for government spending, MF stands for 

monetary freedom, TF stands for trade freedom, IF stands for 

investment freedom, and FF stands for financial freedom. 

 

B. Regression results  

The regression results are detailed in Table 4. The 

dependent variable is the GDPG, annual GDP growth 

rate in percentage, independent variables are 7 

economic freedom indexes consist of financial 

freedom, government integrity, government spending, 

investment freedom, monetary freedom, tax burden 

and trade freedom. There are 2 control variables 

included which are annual per capita GDP growth 

rate, the natural logarithm of annual GDP. AR(1) is 

further included in the regression to control for the 

autocorrelation problem.  

 

It can be seen that different index affects the GDP 

growth rate differently. Trade freedom is negatively 

affects the annual GDP growth rate at the 1 percent 

significance level, which is consistent with the result 

of Carlsson and Lundstrom (2002). Investment 

freedom affects the annual GDP growth rate 

positively at the 5 percent level. Tax burden is 

negatively affects the annual GDP growth rate at the 

10 percent significance level. Whereas the other 4 

indexes, financial freedom, government integrity, 

government spending and monetary freedom, have no 

significant impact on annual GDP growth rate of 

ASEAN countries during the period 1995-2017. This 

result is consistent with Carlsson and Lundstrom 

(2002), Viorica, Jemna and Pintilescu (2011) in some 

degree.  

 

The two control variables have different effects on 

GDP growth rate. The per capita GDP growth rate 

have positive relationship with the overall GDP 

growth rate, on the other hand, the ln(GDP) has the 

negative effect on GDP growth rate which makes 

sense that the bigger the size, the more difficult to 

grow at the same percentage.  
Table 4: Regression results on GDP growth rate 

Variable Coefficient p-value 

C 5.3442 0.0000*** 

PCGDPG 0.9846 0.0000*** 

LNGDP -0.1408 0.0022*** 

FF -0.0018 0.6942 

GI 0.0063 0.2737 

GS 0.0084 0.1414 

IF 0.0119 0.0100** 

MF 0.0024 0.4663 

TAX -0.0101 0.0522* 

TF -0.0136 0.0011*** 

   
Adjusted R-squared 0.983 

 
D-W statistic 1.699 

 
Observations 207  

Note: PCGDPG stands for annual per capita GDP growth rate, 

LNGDP stands for the natural logarithm of annual GDP, FF 

stands for financial freedom, GI stands for government 

integrity, GS stands for government spending, IF stands for 

investment freedom, MF stands for monetary freedom, TAX 

stands for tax burden, and TF stands for trade freedom.***, 

**, and * indicate significance at the level of 1%, 5%, and 10%, 

respectively. 

 

CONCLUSIONS 

 

This paper studies the impact of economic freedom 

on the annual GDP growth rate of 10 ASEAN 

countries over the period 1995-2017. The economic 

freedom is measured by the 7 indexes of economic 

freedom published by The Heritage Foundation, 

including financial freedom, government integrity, 

government spending, investment freedom, monetary 

freedom, tax burden and trade freedom. 

The regression results are mixed for 7 indexes of 

economic freedom. 3 indexes – trade freedom, 

investment freedom, and tax burden – are 

significantly affecting the annual GDP growth rate 

whereas 4 indexes – financial freedom, government 

integrity, government spending, and monetary 

freedom – are not significantly affecting the GDP 

growth rate of ASEAN countries. The 2 control 

variables – annual per capita GDP growth rate and 

ln(GDP) – are significantly related to the GDP 

growth rate.  

To conclude, the annual GDP growth rate of the 

ASEAN countries are affected by the trade freedom, 

investment freedom and tax policy rather than 

financial freedom, government spending, government 

integrity and monetary freedom. Therefore, the 

government and authorities of the ASEAN countries 

are suggested to pay more attention on trade policy, 

investment policy and tax regulations to enhance the 

GDP growth in the future.  
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For future study, the deleted indexes such as the 

overall economic freedom score, property rights, 

business freedom, judicial effectiveness, fiscal health 

and labor freedom can be taken into account to study 

the individual effect on economic growth.  
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