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Executive Summary 
 
The concept of economic freedom is widely discussed and debated. While there is a somewhat general 

understanding of its meaning on the academic side, the public policy practice of economic freedom is still 
very crude. This paper examines the theoretical foundation of the concept of economic freedom. It also 
suggests a principled guideline for the legislative practice of economic freedom. 

 
 
 

Disclaimer 
 
The policy recommendations in this report are those of the author. They are expressed in order to initiate 

debate and conversation and do not reflect the official views of the Wyoming Liberty Group. 
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Theory 
 
 
Economic freedom is a very frequently used term in public policy and in politics. Politicians with a 

conservative or libertarian leaning often advocate economic freedom as a means to create more jobs and 
increase prosperity. The legislative practice of economic freedom tends to concentrate on reducing the 
presence of government in our economy: lower taxes, less regulations and reduced government spending 
(usually in that order).  

While there is plenty of economic research that shows that less government is better than more 
government, its practice requires a more comprehensive analysis than a general attempt to roll back taxes, 
regulations and government spending. There are good ways to reduce the presence of government in our 
economy, and there are bad ways to do it. If done wrong, the roll-back of government can backfire and 
cause more problems than it solves. An example is the tax cuts during the Reagan and Bush Jr. 
administrations: the positive effects of the tax cuts were lost because they were not coupled with spending 
cuts. The end result was a surge in revenues, due to the growth effects of lower taxes, but also a sustained 
deficit. The revenue surge was never big enough to catch up with ever increasing spending.  

Out of this kind of one-sided practice of economic freedom came a new government burden on the 
economy: the federal debt. 

This paper is not aimed at explaining in detail how, in every turn, we can put economic freedom to 
work in legislation. That would require a far more ambitious endeavor than this paper. Instead, the 
purpose is to explain the fundamental principle – the overarching guideline – for any policy aimed at 
putting economic freedom to work.  

The first section explains the theory of economic freedom. The second part analyzes the fundamental 
first step toward practicing economic freedom. 

 
 
Economics and Economic Freedom 
 
 
At a recent seminar at the Wyoming Liberty Group in Cheyenne, Wyo., I suggested that the state 

legislature should create an economic freedom checkpoint for all its bills. The idea is to plainly and 
simply mandate that the legislature safeguard economic freedom at all turns.1 Legislators approve bills 
that will either expand economic freedom or leave it unchanged, while they will vote down bills that 
restrict economic freedom.  

One of the legislators in the audience commented that to make the idea work, they would need an 
outside entity to define economic freedom. This paper is, in essence, a response to that request. My 
purpose is not to provide the ultimate definition of economic freedom; that would require a thesis of 
academic proportions. Instead, the purpose to give the concept enough meaning so that it can be applied 
in the legislative process.  

In the more formal context of modern scholarly research, the roots of our modern concept of freedom 
can be found in the fertile intellectual soil of early Renaissance thought. Contributions primarily by Italian 
philosophers challenged the collectivist Aristotelian view of the individual that prevailed in Europe’s 
academic circles at that time. Where the Aristotelians regarded the individual as merely a piece of a 
collective “intelligence”, the founders of Humanism suggested that the individual is more than essentially 
a body walking the Earth. Unlike their collectivist opponents, the Humanists did not think of the 
individual as returning to the collective body after death. Instead, they claimed, the individual keeps 
living in spirit form, still as an independent entity, in the afterlife.2  

What might seem like a trivial exercise of academic eclecticism was actually groundbreaking at the 
time. The early Humanists discovered a wonder of nature: the individual.  

With this discovery came the need to recognize the individual as a sovereign entity in our society. 
During Enlightenment this need led to the definition of a dynamic between the state and the individual. In 
pre-Enlightenment theory, government had been viewed, explicitly or implicitly, as the Earthly 
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representation of the Aristotelian collective intelligence. The Humanist challenge to the superiority of the 
collective demanded a new role for the state. 

A dynamic tension was born, a tension between the individual and the state. This tension, which defines 
our freedom, has been the focal point of political philosophy throughout the centuries.  

Freedom has remained a topic of controversy all the way from the birth of Humanism to today’s public 
policy battlefields. A breakthrough for the notion of economic freedom came during the 18th century in 
France, when increasingly successful merchants began challenging the regulations put in place by the 
monarch. It was out of their challenge that the term laissez-faire was born as a symbol of economic 
freedom.3 

 
 
Defining economics 
 
 
Our conventional, modern take on economic freedom was born from this plain, simple demand for a 

regulations-free business climate. It reflects a static view of the economy, one where there are two states 
of economic affairs, one with government regulations and one without, that can be isolated in time and 
compared as two objects of matter. It is, of course, not possible to reduce the economic system to such 
simplistic terms. Economics is the study of flows of economic activity where time is as important a 
dimension as space.  

Does this mean that the French merchants who originated the term laissez-faire had it wrong? No, of 
course not. Their sense of what was good for their business was obviously accurate, or else they would 
not have made the effort to approach the monarch about it. But in order to explain the full meaning of a 
policy for economic freedom we need a comprehensive analysis that is founded in a thoroughly 
methodological analysis of the economic system. 

The problem with economic freedom lies not in its theory or its consequences, but in its attainability. 
What in theory looks like a simple enough set of reforms – deregulation and removal of government from 
the economy – is in reality a long and crooked road with many speed bumps. The crooks and bumps are 
inherent to the economic system. They not only define our road to economic freedom but also our ability 
to practice economic freedom even under ideal circumstances. 

To get to the nature and attainability of economic freedom we need to start with a definition of the tool 
that we use for our study. That tool, obviously, is the science of economics, which was eminently defined 
by British economist GLS Shackle as:4  

 
The study of how humanity copes with its needs by means of the resources that the natural world and its own 
social organization provide.  

 
In other words, economics must view the economy in a context that is broader social context.  
Shackle is obviously not the only one who acknowledges the social context of economic activity. This 

was a hallmark of political economy, a pre-economics discipline that evolved in Britain in the late 19th 
century. It formed the thinking of such notable scholars as Marshall, Pigou, Harrod, Kahn and Keynes.  

Austrian thinkers also approached the economy from a broader social context. In Human Action von 
Mises points to the general framework within which we can understand the difference between static and 
dynamic methodology of economics:5 

 
The intricacy of a precise definition of the scope of economics does not stem from uncertainty with regard to 
the orbit of the phenomena to be investigated. It is due to the fact that the attempts to elucidate the 
phenomena concerned must go beyond the range of the market and of market transactions. In order to 
conceive the market fully one is forced to study the action of hypothetical isolated individuals on one hand 
and to contrast the market system with an imaginary socialist commonwealth on the other hand.  

 
The problem for the British political economists, the Austrians and various flavors of Keynesians is that 

they have yielded the development of methodological rigor to mainstream economics. Since the concepts 
that directly or indirectly define economic freedom have been the property of non-mainstream, or 
heterodox, economists this has created an unintentional dividing line between mainstream economics and 
the concept of economic freedom.  
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As a result, Shackle’s open-ended definition of economics, which easily incorporates the study of 
economic freedom, has been over-run by tighter definitions that fit the technical rigor of modern 
economics. As a result, modern economics has evolved based on its methodology, not based on the 
questions with which it is challenged. Therefore, modern mainstream economics will be of no help as we 
approach the concept of economic freedom. Its methodological emphasis on closed-system analysis 
serves a well-defined purpose, but it does not fit our analytical needs here. 

This is not to say that Shackle’s definition puts us on a straight path to understanding economic 
freedom. There is quite a bit of work to be done between Shackle and the legislative application of the 
concept of economic freedom. 

 
 
Toward a definition of economic freedom 
 
 
To start the process of tying Shackle’s definition of economics to the practice of economic freedom, let 

us examine Shackle’s definition in more detail. It has two components: human needs and social 
organization.  

When human needs are at the starting point of a scientific inquiry, the inquiry must unfold along a path 
dictated by our acts to satisfy those needs. Therefore, our work on economic freedom must focus on the 
conditions under which such satisfaction is possible.  

Some schools on the outer rim of economics tend to dismiss the methodological implications of making 
human needs the starting point of economics.6 Shackle, on the other hand, saw the path that economics 
would need to take from this starting point. The route to a good scientific inquiry starts with furnishing 
the individual economic agent – the human being – with the appropriate tools to pursue that satisfaction. 
The primary tool is knowledge; Shackle puts knowledge above all other tools; we can only act to satisfy 
our needs… 

 
if there is knowledge of the needs and the [available] resources. Knowledge exists in the minds of individuals. 
This is the only form in which it can be effective and usable.  

 
Knowledge thus becomes the driving force of economic activity. This has one profound consequence: it 

mandates that economic analysis always be concerned with our movement through time.  
Knowledge ties us to time, creating a continuum of confidence. Confidence, in turn, allows us to take 

action to satisfy our needs. The more we perceive that we know about the future, the farther into the 
future we are ready to extend our plans for economic activity. In applicable terms, this means making 
spending commitments in the form of, e.g., car payments or savings for retirement and children’s college 
funds.  

The confidence continuum runs between two extremes: complete confidence (sometimes referred to as 
perfect foresight in the economics literature) and fundamental uncertainty. All the points within the 
continuum represent our ability to foresee the future. The extremes of the continuum, perfect foresight 
and fundamental uncertainty, mark the outer limits of human ability to accurately predict tomorrow or any 
other point in the relevant future.  

Shackle’s emphasis on knowledge is fundamental: because of the scarcity of resources available to us at 
any given point in time, we need to make plans to secure our access to resources in the future. We can 
only make such plans if we are able to collect and process information – create knowledge – about the 
future.  

The pursuit of knowledge, which enables the satisfaction of needs, creates a dynamic foundation for the 
practice of economics. By recognizing the human being and her pursuit of knowledge and resources as 
the starting point of economic analysis, we make the individual a sovereign economic agent. This 
provides a natural opening toward an analysis of the conditions and challenges that await the individual as 
she tries to satisfy her needs. 

Shackle’s second component in his definition of economics is the social organization. Except under 
extreme circumstances irrelevant in economics, a social organization is necessary for our pursuit of 
resources to satisfy our needs. The formalization of these interactions is our social organization. 
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Broadly understood, the social organization is the outermost humanly created framework that surrounds 
the economy. It consists of moral, constitutional and legal institutions, including the structure and 
protection of property rights and other elements that help determine how well the economy performs.   

Prior to the discovery of the individual there was no established understanding in our societies of how 
the social organization can invade the lives of individuals. People without means were, in effect, the 
property of people with means. There was no opposite pole to the social organization. The discovery of 
the individual changed that. Since then political philosophy and social science in general have been 
concerned with defining the tension between the two poles. 

Shackle defines economics as a science that studies the ability of individuals to satisfy their needs 
within the tension between the individual and the social organization. Since the social organization is 
legally defined by the state, economic freedom de facto becomes the dynamic between the individual and 
the state. As a result, the study of economic freedom is, fundamentally, the study of individual activity 
toward satisfying needs conditioned by the dynamic interaction between the individual and the state.  

 
 
Time, uncertainty and instability 
 
 
Proponents of economic freedom commonly assume that economic freedom brings about a state of 

economic harmony. This is, however, a misconception of the nature of the economic system and thereby a 
misunderstanding of the foundations of economic freedom. The economic system, even in its purest free-
market form, is plagued by business cycle swings and radical leaps – up as well as down – in economic 
activity. Government makes a difference for the worse by regulating the use of private economic 
resources and by taxing and redistributing income and wealth among private citizens. Its negative impact 
increases with the size of government. However, the forces that cause swings in the business cycle, and 
bring about growth periods and recessions, are inherent to the economic system.  

This means that any policies aimed at bringing about more economic freedom, and even policies aimed 
at preserving economic freedom at its maximum, must be designed with due recognition of both the 
potentials and the limitations of economic freedom. This habit can be broken by a better understanding of 
the foundations of economic freedom.  

A good way to elucidate these foundations is to find a precise definition of economic freedom. F.A. von 
Hayek makes a succinct contribution:7 

 
[The] freedom of our economic activity which, with the right of choice, inevitably also carries the risk and 
responsibility of that right. 

 
In other words, Hayek acknowledges the dynamic context within which the pursuit of freedom takes 

place. This is a step toward recognizing the fundamental tensions that define economic freedom.  
Milton Friedman explains economic freedom somewhat differently:8 
 

Economic arrangements play a dual role in the promotion of a free society. On the one hand, freedom in 
economic arrangements is itself a component of freedom broadly understood, so economic freedom is an end 
in itself. In the second place economic freedom is also an indispensable means toward the achievement of 
political freedom.  

 
Just like Hayek, Friedman points to the dynamic nature of the economy and the pursuit of economic 

freedom. As a general statement on the role of freedom in the economy his definition also complies with 
Shackle’s definition of economics and the economic system.  

Friedman’s definition reinforces that any pursuit of economic freedom – whether scholarly or 
practically – is an entirely empirical matter. When he says that economic freedom is a means to other 
policy ends he also stipulates a testability criterion for economic freedom. Economic freedom must 
provide a quicker, less costly path to that end than competing policy means.  

This is the strength of his contribution. At the logical level, he fails; formal logic bans an object from 
being both an end and a means to an end at the same time, but the world of empirical science does not 
always conform to formal logic. Furthermore, Friedman strengthens his contribution by exemplifying his 
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testability criterion: economic freedom removes obstacles in the way of a man’s pursuit of individual 
goals. This definition is widely shared in the literature.9 

When we combine Friedman’s testability criterion for economic freedom with the dynamic property of 
the economic system, we have the elements of a workable definition of economic freedom. But before we 
can call it a day we need to formalize our theory to a point where we have a clear testability criterion. In 
order to do so we need to put economic freedom in the context of the individual, time and uncertainty, 
much as Shackle implied.  

 
 
The Pervasiveness of Time 
 
 
Because time is omnipresent in our lives, it is also omnipresent in our economic activities. Economic 

analysis must begin with the recognition of time. Unfortunately, not all economic analysis does this. On 
the contrary, the methodology of what economics literature recognizes as established microeconomic 
theory implicitly assumes that time is not a relevant factor in economic behavior. Its starting point is 
instead a theory of human behavior that, in order to work in its purest form, effectively isolates 
individuals from each other. This theory is known to students of economics as “utility maximization” or 
“profit maximization” or, in rare cases, maximization of other variables.  

The problem with the theory of maximization is that maximization behavior is entirely an ex-ante 
activity, based on the notion that a consumer (entrepreneur) can isolate a path through time and space 
along which he can perfectly foresee the outcome of his decisions. In order to do so with the perfection 
that the theory prescribes, the economic agent must be in full charge of  his input in the form of an action 
as well as his output in the form of experienced utility (profits for entrepreneurs).  

Perfect pursuit of utility (profits) is possible only when time stands still. However, time prevents the 
creation or isolation of any such path. The point of maximum pursued by economic agents in standard 
microeconomic theory exists only in a time vacuum.  

Mainstream theoreticians have a standard answer to the criticism that their theory is fundamentally 
incompatible with time: people do not act to maximize utility or profits; they act as if they maximize 
utility or profits. But in order to do so, people will have a comprehension of life without time – they need 
a grasp of the time-frozen path from their action to the consequence of the action.  

This reasoning to defend mainstream maximization theory exhibits troubling properties. It adds an 
element of complexity in order to defend the theory, but the new element does not add any explanatory 
power to the theory. It does not help the theory explain more economic behavior than the theory was 
designed to do without it. The new element is simply added to defend the existing theory.  

Kuhnian theory of science recognizes this as a defensive move of a dominating but challenged 
paradigm. A classic comparison in science history is the retrogressive orbits phenomenon. When terra-
centric astronomers could not explain planetary movements as observed by heliocentric astronomers they 
added a new element to their theory. Instead of stipulating that planets moved in circular orbits around the 
Earth, they changed planetary orbits to include complicated loops, thus hoping to stave off the criticism 
that helio-centricists had presented them with.  

Mainstream economics clings to the maximization theory with a similar desire to complicate in order to 
defend. In a matter of speaking, time has thrown a wrench in its machinery. It takes people’s focus away 
from the ideal, static path to a maximum of utility or profits. Instead, time introduces uncertainty into our 
lives. Time keeps the future open: its infinite horizon creates an infinite number of possible outcomes of 
every human action.  

In his essay Uncertainty, Evolution and Economic Theory, Armen Alchian characterized the infinite 
horizon of time as a pattern of overlapping outcomes of our actions.10 His point is that when an economic 
agent is faced with uncertainty, he has no way of distinguishing the possible outcomes of his actions from 
each other. Because it is impossible to make these distinctions it is also impossible to identify a path from 
decision to maximization. In fact, the very presence of uncertainty in our lives not only renders the 
maximization principle meaningless, but also provides a necessary condition for profits.  

In other words, the very pursuit of profit makes impossible the maximization of profits: 
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In the presence of uncertainty – a necessary condition for the existence of profits – there is no meaningful 
criterion for selecting the decision that will “maximize profits.” The maximum-profit criterion is not 
meaningful as a basis for selecting the action which will, in fact, result in an outcome with higher profits than 
any other action would have, unless one assumes nonoverlapping potential outcome distributions.  

 
An assumption of non-overlapping outcomes is, again, identical to assuming that uncertainty – and 

thereby time – is irrelevant to human action. Instead of the pursuit of maximization of profits or utility, 
Alchian suggests that entrepreneurs and consumers pursue “positive profits” and, by implication, 
“positive utility”. In decision-making they pursue the actions that will yield positive profits and positive 
utility by the highest possible certainty.  

This does not mean that economic agents cannot achieve maximum profits or utility. But maximization 
has a practical meaning only as an ex post outcome. Because of the pervasiveness of time it is not 
possible to build a link from any ex-ante maximization decisions to ex post maximization outcomes: 

 
It must be noticed that the meaningfulness of “maximum profits” – a realized outcome which is the largest that 
could have been realized from the available actions – is perfectly consistent with the meaninglessness of 
“profit maximization” – a criterion for selecting among alternative lines of action, the potential outcomes of 
which are describable only as distributions and not as unique amounts.  

 
In reality, businesses realize positive profits while consumers realize positive utility. This condition for 

human behavior is weaker than the “maximum” condition but it relates better to the real-life economy. In 
a free market, positive profits are the reward for a more successful business performance than one’s 
competitors.  

An important consequence of this definition of human behavior is that economic activity becomes free 
in its methodological foundations. A theory that stipulates maximization has a deterministic view of 
individual action; a theory that stipulates pursuit of positive outcomes provides the individual with an 
open end toward her own goals. Her preferences do not have to follow the closed-circuit utility functions 
used in mainstream theory; the individual is free to pursue her goals according to much more 
individualized preferences.  

Alchian’s open-ended theory of human behavior is compatible with Friedman’s definition of economic 
freedom. His definition is well matched with Alchian’s use of time and uncertainty as constraints on 
individual action. However, his definition of economic freedom is prescriptive: it defines economic 
freedom a something we ought to pursue, as opposed to a descriptive definition that would tell us what 
economic freedom actually is.  

 
 
Spontaneity and Economic Freedom 
 
 
A recurring theme in the literature on economic freedom is that it allows economic activity to unfold 

spontaneously. Friedman alludes to this when he talks about freedom in economic arrangements. The idea 
of spontaneity has also made its way deep into the public policy literature on economic freedom.  

In his book Realizing Freedom Tom Palmer outlines a contemporary view of economic freedom that is 
generally accepted as a libertarian definition.11 Palmer thoroughly covers the literature in defense of free 
market capitalism, explaining that the free market is the home of a superior wealth-creating mechanism 
known as the spontaneous order. William Niskanen also makes a strong case for spontaneity and 
voluntary exchange as the wealth-creating driving forces of the free market.12 

The term “spontaneous order” has a slight oxymoronic touch to it: it is questionable how something can 
be orderly and spontaneous at the same time. But the analytical intention behind the term obviously goes 
deeper than that. Just as with Friedman’s definition of economic freedom, the purpose is to emphasize the 
freedom of the individual economic agent to create economic order without the interference of 
government. For this purpose the term “spontaneous order” fills its purpose.  

There is a methodological problem with the term, though. It is difficult to talk about “order” in the 
context of economics. While, again, the intention behind Palmer’s and Niskanen’s use of the term is to 
stay clear of deeper analytical waters, “spontaneous order” is nevertheless a hallmark of the Austrian 
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school of economics. Its use in the context of economic freedom is more widespread than indicated by the 
examples provided here.  

Economic activity is a complex flow of individual actions which fit together in the same economy with 
varying degree of friction. This is not a controversial observation; even Austrian theorists recognize the 
flow theory. Hayek, for one, makes references to it in his The Fatal Conceit.13 Economic activity never 
halts or pauses for us to study it isolated from time. We can abstract a still picture, which in turn would 
allow us to identify some sort of order. However, the best way to understand how the economy works is 
to look at the flow of activity. It avoids the unnecessarily complicated methodological step of first 
bringing the flow to a halt, then studying it as if it was not a flow.  

The correct term for a flow of various economic activities, where the relations between the activities do 
not change dramatically, is “stability”. In terms of our definition of the economy, derived from Shackle, 
this would mean that the economy is a flow of more or less stable activities pursuing scarce (or limited) 
resources through voluntary interaction. The stability of the economy is deliberate: it is created by 
economic agents and does not come about by random chance.   

Our preference for stability is a direct consequence of time. Because of the infinite horizon of time, our 
future is always by default fundamentally uncertain. Uncertainty stifles economic activity; when we can 
create a predictable future, we are more confident to committing our time and resources to economic 
activity today. Confidence, in turn, comes from stability, and stability is created by deliberate human 
action.  

Economic agents act to create a predictable, stable economy by means of explicit contracts (an 
apartment lease or an employment contract), explicit habits (such as always shopping for groceries in the 
same few stores) and implicit contracts (Wal-Mart keeps its assortment of products largely the same over 
time so as to cut search costs for us consumers). In theory, this is the exact opposite of a “spontaneously” 
driven economy. There is nothing spontaneous about acts that seek to minimize the risk for random or 
uncertain future events.  

However, if we interpret “spontaneity” less rigorously than Austrian theorists would want us to, the 
term makes sense in the context of a flow of economic activity. The spontaneous moment is not in the 
activity itself, nor in the manner in which economic agents interact. Instead, it lies in the response to 
changed circumstances. When economic agents are presented with a reason to change their interaction 
with others, they can do so at their own discretion, when they want to and to whatever extent they prefer.  

Herein lies the spontaneity of economic behavior. However, its relevance in defining the nature of the 
economy is weaker than the resistance to change: economic agents pursue stability by default, spontaneity 
by exception.  

This does not mean that spontaneity is irrelevant as a concept in defining economic freedom. On the 
contrary, it is in times when economic agents need to respond to unforeseen events that spontaneity 
becomes critical. It means that we can change our economic arrangements – to use Friedman’s term – 
entirely according to our best judgment. This means that we can seek out new solutions to the satisfaction 
of our needs based on free-market principles: it is in the response to unforeseen events that the absence of 
government regulations and other incursions becomes critical.  

We are now at a point where we can define economic freedom: 
 
Economic freedom is the freedom of private citizens to stabilize and to spontaneously reorganize their 

economic activities based entirely on their preferences for the content and predictability of outcomes of 
economic activity.  

 
Or, in so many words: 
 
Economic freedom is economic stability created and managed by free markets.  
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Practice 
 
 
Time now to take the first step toward practicing economic freedom. Again, the purpose of this section 

is not to provide an end-all, be-all solution to every aspect of public policy. Instead, its purpose is to lay 
the empirical foundation upon which we can build more specific applications. 

 
 
The Economic Freedom Checkpoint 
 
 
The most basic mistake in the practice of economic freedom is its selectivity. Virtually every 

government in America, from school districts, townships, counties and cities to states and the federal 
government, habitually grows spending every year. The result is of course a slow but steady erosion of 
economic freedom, both directly as government seizes control over caring for more and more of our 
needs, and indirectly as government has to pay for all its spending by higher taxes, more taxes and more 
debt.  

To remedy the erosion of economic freedom, our elected officials introduce bills from time to time that 
cut taxes or – though rarely – ease some regulations on private economic activity. But random acts of 
economic freedom are not enough to actually advance economic freedom. For that we need a much more 
systematic approach. 

The economic freedom checkpoint is a first step in the direction of comprehensive practice of economic 
freedom. Its purpose is to introduce an evaluation tool for every piece of legislation to assess its impact on 
economic freedom. Its practice can be either on the legislative side or on the executive side. This paper 
assumes the latter, namely that – in the case of Wyoming – the governor does not sign a bill into law until 
he has determined that it will not have a negative effect on economic freedom. 

Our economic freedom checkpoint rests on two fundamental principles. In order to pass the checkpoint, 
every bill presented to the governor must: 

 
 promote prosperity through more economic freedom, and 
 protect the poor from undue harm. 
 
The first principle is self-explanatory. The second principle is there to prevent a roll-back of 

government that leaves people, who depend on government today, worse off in the vacuum between 
government-provided services and the emergence of private alternatives. Health reform is a good 
example: if we terminate Medicaid, we advance economic freedom in the sense that government retreats 
and opens for private solutions to our need for health insurance and health care. But if we close down 
Medicaid overnight there will not be enough time for private options to step forward and replace 
Medicaid. In the meantime, former Medicaid enrollees are left out in the cold, paying a heavy price in the 
short run for a policy that will benefit them in the long run. 

It is immoral to let the poor and weak pay the price, if even short term, for policy reforms, even the 
advancement of economic freedom. Since everyone, especially the poor, benefits from economic 
freedom, it is essential that its advancement be done without the poor having to suffer initially. At every 
turn where we want to advance economic freedom, we have to make sure that it is done with everyone 
onboard from the get-go.  

With these two principles in mind, let us take the next step and specify the four questions that the 
governor should ask, every time the legislature presents him with a new bill: 

 
 Is there any part in this bill that will increase economic freedom? 
 If yes, is the increase substantial and permanent? 
 Is there any part in this bill that will harm economic freedom? 
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 Is there any part in this bill that will reduce government services to the poor without 
providing them with a compensating expansion in economic freedom? 

 
To see what this means in practice, let us return to the short version of our definition of economic 

freedom from the previous section: 
 
Economic freedom is economic stability created and managed by free markets.  
 
This definition implies that the role of the legislature is to create the path to freedom more than the 

nature of freedom itself. For obvious reasons, the nature of freedom itself – economic or individual – is 
open-ended and not for any one person, let alone government, to determine. All we know for certain is 
that freedom is at its height when forced incursions into our lives are at their minimum.  

Our definition of economic freedom provides the following guidelines for what policies can pass the 
checkpoint: 

 
1. Stability. They must at least maintain, preferably strengthen the ability of people to maintain stable, 

predictable economic relations. In practice, this means that government should, at every turn,  
a. defend and increase the protection of property rights;  
b. assure and facilitate the enforcement of legally binding contracts;  
c. make longevity commitments with reference to taxes, regulations and government spending 

programs. 
 
This longevity commitment does not mean that government will not make any changes to its current 

policies. Instead, it means that when government makes reforms, such as the introduction of free-market 
elements in our health care system, it makes a commitment that the reforms will proceed as planned over 
the necessary time span. It also means that once enacted, the reforms will not be rolled back within a 
defined period of time. 

  
2. Spontaneity. They cannot restrict the ability of individuals to spontaneously change their economic 

relations. Plain and simple, no legislation shall pass the economic freedom checkpoint that inhibits 
the functioning of free competition on free markets. This means: 

a. Removal of all regulations that prevent, restrict or delay buyers and sellers from entering a 
market; 

b. Removal of all taxes that distort the allocation of capital and labor in producing, marketing 
and selling a product; 

c. Removal of all taxes that distort consumer choice; 
d. Strict enforcement of anti-trust laws; 
e. A ban on all lobbying aimed at countering any of the aforementioned points. 

 
3. Confidence. They cannot increase, and should instead reduce the uncertainty that people perceive 

about their economic future at any given point in time. 
 
 This last point does not apply to the state government as much as it applies to the federal government, 

whose responsibility it is to manage macroeconomic uncertainty. In other words, when the governor of 
Wyoming applies his economic freedom checkpoint he needs to be concerned only with assuring that 
private citizens can stabilize their economic affairs and change them at their own will, based entirely on 
the principles of the free market.  

 
 
A Fiscal Note for Economic Freedom 
 
 
In addition to an economic freedom checkpoint, the legislature can apply fiscal notes to its bills for the 

same purpose. This note would be designed to assess more precisely the general economic impact of a bill 
than to estimate its impact on economic freedom specifically. This assessment can help guide lawmakers 
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in the direction of economic freedom, but it can also help them in their overall ambitions to build a sound 
fiscal policy for Wyoming. 

There are three parts to the fiscal note. The first is concerned with the immediate fiscal impact of the 
bill, namely how it affects the state budget. The second part deals with the broader macroeconomic effects 
of the bill, such as state GDP growth and private sector job creation. The third part covers the 
microeconomic level, more specifically competition, private sector crowding out and the regulatory 
framework of individual markets. 

To see how this would work, let us use a bill from last year that proposed a ten-cent increase in the 
state’s gasoline tax. This bill never made it out of committee – it was killed after news of the bill leaked 
out to news media.  

 
1. Immediate fiscal impact 

a. Spending: It is unclear what spending the bill was going to lead to, but based on its 
complete revenue picture it could have been as much as $80m per year  

b. Taxes and other revenues: After a three-year phase-in the $.10 extra gasoline tax would 
have taken an extra $74 million from Wyoming drivers in 2014 and $81 million in 2016. 

c. Federal funds: About one tenth of the gasoline tax was going to increase funding for a 
recreational trails program. That part would have brought in new federal funds at a 5:1 
ratio. This means $40 million in extra federal funds. 

2. Macroeconomic impact 
a. Total state spending as share of state GDP: With a total of $121 million in extra state 

government spending, the bill would not have had any immediate major impact on 
government spending as share of the state economy. However, when more money is 
siphoned from the private sector into government, it does have long-term negative effects 
on the private sector.  

b. GDP and household income: The lasting effect would be .05 percentage points lower 
annual growth in state GDP. This is a small but nevertheless notable downward adjustment. 
Household income would take a bigger relative loss: down 0.13 percent per year compared 
to a scenario with unchanged gasoline tax. 

c. Impact on the public-private jobs ratio: The private sector would have about 500 fewer 
employees per year under the higher gasoline tax. This is, again, a marginal downward 
adjustment. However, given Wyoming’s track record of having the nation’s highest state 
and local government employment rate, it is unwelcome news. 

3. Microeconomic impact 
a. What market is this spending getting involved in, if any? None that is not already under 

government control. Road maintenance is funded by government as it is, as are the 
recreational trails.  

b. Does this spending compete with private production? Not in any new way. 
c. Change to regulatory framework with impact on private businesses? No. 

 
With a fiscal note that shows overall negative macroeconomic impact and no positive impact on the 

private sector, this bill is unlikely to pass the economic freedom checkpoint.  
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