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This report reproduces with permission the work of Byars, Yandle and McCormick.  A 
special introductory section focusing on the author�s findings for Pennsylvania has been 
included.  The introductory material explains where Pennsylvania stands in the state 
rankings of economic freedom and why.  It also discusses the importance of economic 
freedom in economic growth and illustrates the predictive value of the Economic 
Freedom Index devised by Byars, Yandle, and McCormick. 
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A Report on the State of Pennsylvania's Economic Freedom and Its Implications for Our 
Economic Future 

 
The findings of a recent study are not at all flattering to the Commonwealth of 
Pennsylvania.  The study suggests that Pennsylvania simply does not measure up in 
most aspects when compared to the other states, ranking 45th out of 50.   
 
The investigators are John D. Byars, Robert E. McCormick and Bruce Yandle of 
Clemson University.  Their provides a review, state by state, of five basic "economic 
freedom indicators": Fiscal, Regulatory, Judicial, Government Size, and Welfare 
Spending.  The study is a strong, scientific effort at measuring and comparing those 
areas that are of great concern to "free market" advocates such as Nobel Prize winning 
economist Milton Friedman who argues that freedom is indivisible, and that personal 
freedom and economic freedom are inextricably linked.  Where one is weak, the other is 
threatened as well 
 
Unfortunately, Pennsylvania fares well in none of the five indicators of economic 
freedom, ranking absolutely worst in the Judicial (level of civil litigation) category, 5th 
worst in terms of Welfare Spending, 12th worst in the Fiscal category, and about "middle 
of the pack" in the areas of Regulatory and Government Size. 
 
The introductory section, prepared by the Allegheny Institute,  analyzes the reasons for 
Pennsylvania's unfavorable standing in the economic freedom standings and focuses 
on state-wide political issues that appear to be anti-growth, and bad "economics," 
including proposals to restrain "urban sprawl," a tendency to utilize state funding to 
subsidize otherwise economically non-viable projects (esp. stadiums and failing 
companies, i.e. "corporate welfare"). 
 
 
 

Some Key Findings 
 
• The analysis by Byars, et al provides evidence that those states which empower 

individual economic agents to exercise the greatest degree of freedom are doing 
and will continue to do better than those states which overemphasize public control 
and political power. As is shown in Tables One and Two, states with the highest 
freedom rankings dramatically outperform the states with the lowest rankings in all 
three important economic indicators: population growth, growth in per capita 
personal income, growth in gross state product (GSP) and unemployment rates.  
The disparity in performance is significant, ranging from 11 times faster population 
growth rates, 58.6% higher per capita personal income growth rates, and 45.7% 
higher gross state product growth rates when comparing the highest and lowest five 
states' averages. The disparity in unemployment rates between the top and bottom 
25 states is also quite significant. 

• Unfortunately, Pennsylvania appears to fall among those states with what Hayek 
labeled the "fatal conceit" --that government, and elected and appointed officials, 
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should be empowered to exercise control over economic activity. Pennsylvania's 
performance in the three indicator areas falls below the average for the five states in 
its decile (45 -41) and well below the average performance of states in the highest 
two deciles (ranked 1-10 in terms of highest economic freedom) as is shown in 
Table One. 

 
• A review of the report by Byars, et al shows that Pennsylvania ranks low in 

economic freedom in all categories studied.  The implication of this finding is clear.  
Pennsylvania is, in basic terms, at a competitive disadvantage to a majority of other 
states in terms of attracting and retaining economic resources.  In the area of fiscal 
policy (taxation), Pennsylvania ranks 39th, with state and local tax collections on a 
per capita basis that were, in 1994, 20th highest in the nation.   

 
• Byars, et all, reviewed a number of factors indicative of the regulatory burdens 

imposed on citizens by each state, including laws governing the "right to work," 
minimum wage, labor, school choice, trucking, workers' compensation, insurance, 
public utilities, corporate governance, property rights, and mandatory recycling.  The 
premise is that states which have moved to "deregulate" economic decision making 
in these areas enjoy a higher level of economic freedom. Based on Pennsylvania's 
level of regulation of these areas, it ranks 28th among the 50 states. From a purely 
competitive standpoint, businesses seeking a lower level of regulation of their 
activities would be better off choosing from among 27 other states when deciding 
where to locate a new facility 

 
• In the important category of litigation, Pennsylvania ranks dead last.  One probably 

need only reflect upon the number of television advertisements in which a lawyer 
promises the viewer that "There's no charge unless we get money for you!" to realize 
that we live in a litigious state. According to the rankings in the report under study, 
Pennsylvania appears to afford business decision-makers 49 alternatives where the 
likely prospects of expensive litigation are less. 

 
• Pennsylvania achieves its best, which is not to say good category ranking in the 

area of government size, coming in 25th in terms of the size and scope of 
government.  We fare better than Ohio (37), West Virginia (40), and New York (50) 
but we're just behind New Jersey (24) and far behind Maryland (5) and Virginia (7).  
It appears that our government, while not as large as some (in terms of the size of 
the government's budget as a percentage of Gross State Product) is more intrusive 
and exerts more influence over the economy (at all levels of government) than many 
others. 

 
• Pennsylvania's welfare spending index ranks the state as the fifth highest generator 

of transfer payments in the nation. Some seven percent of Pennsylvanians were 
receiving public aid in 1994, and our per capita state and local expenditures for 
public welfare programs, at $803, were the 10th highest in the nation. It appears from 
the evidence presented in the study  that the effect of such government programs is 
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to encourage the productive among us to leave, while the unproductive are 
increasingly subsidized.  

 
 
 
 
 
 

Economic Freedom in America's 50 States 
 
"Economic freedom" can be loosely defined as the right of individuals to make decisions 
regarding their economic wellbeing, and then act on them through voluntary exchange.  
What is commonly referred to as the "free market"--be it the market for ideas or 
business transactions--forms the basis of all capitalist economies and is at the essence 
of a free society.  Limits on economic freedom are not only inefficient in an economic 
sense, but should be viewed as linked inexorably with a tendency toward limits on 
individual and political freedom as well. 
 
The 50 individual states can be viewed as "experiments" involving varying degrees of 
economic freedom, and the study by Byars, et al attempts to craft a scientific index by 
which each state's current level of economic freedom can be measured.  Then, by 
comparing various factors that are indicative of economic performance, a clear 
conclusion can be drawn regarding the impact of economic freedom--or lack thereof--on 
a particular state's economic wellbeing and prospects for growth.  The authors of the 
report under study state that freedom "is an important component of a well-functioning, 
growing, capitalist, private property economic system. Limits on economic freedom 
serve only to reduce economic activity, and to inhibit the potential for future economic 
growth. 
 
At present the rate of economic growth among the 50 states varies, and as this analysis 
will demonstrate, there is a clear link between the level of economic freedom enjoyed, 
and the economic prosperity of any particular state.  Pennsylvania, as noted, ranks low 
on both measures. 
 

Definition of "Economic Freedom Index" 
 
Byars, et al have constructed an index for each state based on more than 100 different 
individual measures of economic freedom which include government spending, 
regulation, welfare burdens, school choice, taxation and the intrusiveness of the judicial 
system in private economic matters.  In essence, the index measures the relative level 
of political interference in what would otherwise be purely private economic activities in 
each state. 
 
Using information from the mid to late 1990s, data was assembled on such public and 
quasi-public sector activities as: tax revenues, tax rates, government expenditures, 
school and environmental regulation, labor regulation, litigation, welfare spending, and 
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tort reform. This information was then developed into indicators of political 
intrusiveness, and each indicator was assigned a score of one to 10, with a lower value 
implying a greater amount of economic freedom.  Individual states were ranked by 
groups of five for each indicator, with the lowest (least restrictive of economic freedom) 
decile receiving a score of one, and so on, up to 10. In all, 48 indexes resulted from 
different combinations of data and sector aggregations, and Byars, et al developed 
multivariable statistical models to explain growth in per capita personal income, net 
immigration, and growth in value added in manufacturing.  Regression analysis was 
used to determine which of the resulting indexes were most predictive of and associated 
with growth in income, net immigration and manufacturing value added across the 
states.  
 
 The most robust among the indicators became the final indices of economic freedom 
among the 50 states. Five general sectors of indicators evolved, including fiscal, 
regulatory, judicial, government size, and welfare.   

 
 

The Philosophy of Free Market Economics  
  
Since Adam Smith first offered his "Invisible Hand" explanation of economic prosperity 
and growth, economists have debated the merits of economic regulation.  Smith's 
conclusion that economies function best when directed by unfettered self-interest has 
been roundly debated and continues to be argued to this day.  On the one hand it is 
asserted that regulation of private economic activity by the public sector can improve 
the efficiency or "equity" of an economy.  This argument is used to justify everything 
from setting limits on the use of private property (i.e. zoning and wetlands acts) to the 
assignment of monopoly power to "public" utilities and other public activities that clearly 
limit competition and economic freedom. 

 
Free Market advocates, on the other hand, argue that any limits on the ability of 
individuals to act in their own economic self-interest serve only to reduce the overall 
level of activity in an economy and therefore limit the potential of that economy.  The 
evidence over the past several decades would seem to support the view of Free Market 
advocates.  The pendulum of economic regulation began to swing toward the public 
sector in the late 19th Century, with virtually every sector of economic activity coming 
under some form of public regulation by the mid 20th Century.  The trend did not begin 
to abate until the late 1970s, when President Jimmy Carter and Congress undertook the 
first efforts to deregulate energy and banking.  During the Reagan administration, 
deregulation continued, and a more or less laissez-faire attitude toward the private 
sector became the prevailing federal policy. 
 
The results were evident.  Costs to the consumer were reduced in every sector 
deregulated, in many cases precipitously.  By the late 1980s, an economy that had 
been faltering with industries losing market share around the world was rebounding 
strongly.  By the late 1990s, the United States had regained leadership in every 
important market, and is today recognized as the globe's sole economic superpower.  
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By every economic measure, including unemployment, inflation, innovation, per capita 
income and financial wealth, the United States ranks at the top. 
 
Free Market advocates trace this progress back to a subtle change in direction by which 
the private sector and its individual economic agents were again allowed to make 
significant decisions without fear of government interference.  The process was indeed 
painful and not without human cost.  The dislocation of millions of workers during the 
1980s, the "downsizing" and restructuring which continue apace today, and the 
attempts at the federal level to unwind various aspects of 40 years of "welfare state" 
policies have been difficult and traumatic to many.  But that is the nature of progress in 
a free market.  The ultimate question is at which level--government or individual--should 
responsibility for and control of decision making rest.  Since mistakes will inevitably be 
made, and as all decision making is undertaken with imperfect information, what does 
the evidence tell us?   
 
Individuals, left to decide freely, will more quickly recognize and amend mistakes than 
will bureaucrats--however enlightened--who engage in central planning.  Time and 
again we have seen various agents of government persist in failed policies and 
programs despite clear evidence that such efforts are counterproductive and even 
disastrous.  A review of studies such as the one under analysis lends credence to the 
idea that it is time to consider policies at the state level that will reduce government 
intrusion and increase economic freedom. Such a result can only be positive for 
progress, economic growth and prosperity for our citizens. 
 
There have been a number of attempts at macro rankings of economic freedom at the 
national level.  These support the proposition that nations where economic freedom is 
highest enjoy higher growth rates in per capita income, gross domestic product (GDP), 
immigration of economic resources, and nearly every measure of prosperity.  Where 
central planning and government control is highest, not only is economic growth 
stunted, but more often than not, those nations struggle to survive and their citizens 
merely subsist.  It has taken more than 50 years, but even the United Nations has come 
to accept the fact that economic aid to so-called "developing" nations absent insistence 
on reformation of governmental systems to increase individual freedom and guarantee 
private property rights is doomed to fail. 
 
The study by Byars, et al provides evidence that those states which empower individual 
economic agents to exercise the greatest degree of freedom, are doing and will 
continue to do better, than those states which overemphasize public control and political 
power.  We have seen throughout the 1980s and 1990s that the economic growth 
enjoyed by the nation as a whole has been unevenly distributed among the 50 states.  
Byars, et al offer an important theory backed by evidence that helps explain this 
disparity--the relative levels of economic freedom enjoyed by the citizens of each state. 
 
Unfortunately, Pennsylvania appears to fall among those states with what Hayek 
labeled the "fatal conceit" that government, and elected and appointed officials, should 
be empowered to exercise control over economic activity.  
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Where Pennsylvania Ranked in the Study, and Why 
 
Byars, et al ranked Pennsylvania 45th among the 50 states in terms of economic 
freedom.  In the areas of taxation, regulation, litigation, communalism, conscription, and 
cash transfers, our state exercises far above average interference in the freedom of 
individual citizens to make economic decisions.  As a result, Pennsylvania's rate of 
economic growth is stunted, and the outlook for our economic future is less bright than it 
could and should be. 
 
As an example, consider that in 1994, according to the study, Pennsylvania's per capita 
state and local taxes totaled nearly $2,500.  This was the 20th highest rate of taxation in 
the nation, and placed Pennsylvania in the 7th "decile" of states, adding 7 of possible 10 
points to our economic freedom index.  Recall that, the higher a state's total of points, 
the lower the state's ranking in terms of economic freedom. 
 
Consider for a moment what such a high rate of taxation means.  At the most basic 
level, individuals have a significant amount of their income confiscated by state and 
local governments and are, therefore, unable to spend, save or invest those monies as 
they see fit.  Instead, bureaucrats compete in an annual budgeting ritual to determine 
how the tax pie will be carved up, and expended.  To be sure, some of those dollars go 
to fund what most would consider to be "essential" government functions such as police 
and fire services.  However, the ability to tax--to confiscate--also fuels by its very nature 
the ability of government to expand its activities and to undertake new programs and 
social experiments.  In other words, taxes are the fuel by which government grows, and 
higher tax rates imply diminished private sector activity. 
 
This is why the level of taxation is an indisputably important indicator of a state's 
economic wellbeing and potential, and why issues such as fiscal reform that limits the 
ability of a state to "raise revenues" is so important.  It has been conclusively 
demonstrated that the rate of government growth is directly and negatively related to the 
rate of growth of a state's private sector.  Paradoxically, it is the health of a state's 
private sector which determines the ability of that state to collect revenues, leading 
bureaucrats to view the private sector merely as a revenue source.  Thus, state efforts 
to encourage and stimulate the private sector seem most often to be undertaken and 
justified on the basis of the increased tax revenues such efforts will generate, rather 
than any consideration of the increased wellbeing and wealth of individual citizens. 
 
  
Pennsylvania Has No Categories with High Levels of Economic Freedom 

  
A review of the report by Byars, et al shows that Pennsylvania ranks low in economic 
freedom in all categories studied.  The implication of this finding is clear.  Pennsylvania 
is, in basic terms, at a competitive disadvantage to a majority of other states in terms of 
attracting and retaining economic resources. 
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Moving to a discussion of the area of Regulation, Pennsylvania ranks in the "lower-
middle" of the 50 states.  What does this mean? 

 
Regulation 

 
Byars, et al, reviewed a number of factors indicative of the regulatory burdens imposed 
on citizens by each state, including laws governing the "right to work," minimum wage, 
labor, school choice, trucking, workers' compensation, insurance, public utilities, 
corporate governance, property rights, and mandatory recycling.  Their premise is that 
those states that have moved to "deregulate" economic decision making in these areas 
enjoy a higher level of economic freedom. 
 
Based on Pennsylvania's level of regulation of these areas, we rank 28th among the 50 
states. From a purely competitive standpoint, businesses seeking a lower level of 
regulation of their activities would be better off choosing from among 27 other states 
when deciding where to locate a new facility.  Despite claims that Pennsylvania is 
"business friendly," the evidence would point to a burdensome climate here, where 
regulation is the rule and government at the state and local level is predisposed to 
interfere in economic matters. 
 
Clearly, some of this is due to Pennsylvania's historical legacy and is neither simply nor 
easily reversed.  For decades the political process has been tilted toward regulation of 
"big business" in Pennsylvania, partly in response to a longstanding cultural view that 
protection of the individual from abuses of powerful industrial interests is an important 
function of government.  The fact that Pennsylvania remains a stronghold of organized 
labor serves to explain the pervasiveness of regulation of so-called "workplace issues," 
and in some measure as well the level of political interference in other economic areas 
such as school choice, corporate governance and property rights. 
 
 
The true burden of over-regulation is that it increases the uncertainty and risk of any 
economic undertaking, and to the extent that multiple sets of rules must be interpreted 
and exercised by several layers of governance, economic activity of any kind becomes 
more costly and less viable.  Economic activity and growth, as a result, are stunted. 
 
The fact is that Pennsylvania is a highly regulatory state, and to the extent that other 
states place fewer obstacles to the legitimate exercise of private property rights, 
contracts, and general business activity, it is inevitable that we will enjoy less of such 
activity than they. 
  

 
 
 

Litigation 
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In the important category of litigation, Pennsylvania ranks dead last.  One probably 
need only reflect upon the number of television advertisements in which a lawyer 
promises the viewer that "There's no charge unless we get money for you!" to realize 
that we live in a litigious state.   

 
While the right to redress wrongs through a legal system is a fundamental protection, 
the legal system itself can constitute a burdensome and counter-productive element in a 
state's economy.  The prospect of doing business in a state where the judicial system 
encourages frivolous lawsuits or huge awards to litigants is demonstrably discouraging 
to those who must exercise fiduciary responsibility over economic assets entrusted to 
their management.  Exposing such assets to arbitrary confiscation and redistribution 
through a legal process that is aggressive, costly and unpredictable is not attractive to 
an economic decision-maker with other alternatives. 

 
Unfortunately, according to the rankings in the report under study, Pennsylvania 
appears to afford business decision-makers 49 alternatives where the likely prospects 
of expensive litigation are less.  As Byars, et al point out, indicators of relative levels of 
litigation can be ambiguous as to their implications.  The fact that 49 percent of auto 
accidents in Pennsylvania involve claimants represented by attorneys seems to clearly 
indicate a high level of litigation, and Pennsylvania's relative lack of effort to engage in 
"tort reform" reinforces such a conclusion.   And, while New York City paid the highest 
amount--$219 million--to settle liability claims and judgements in 1994, Philadelphia 
paid $37 million, one of only six major cities in the elite ranks of those paying eight 
figures or more.  Such costs are ultimately born by taxpayers, that is, the private sector, 
and serve to directly diminish economic efficiency in the same way exorbitant costs of 
liability insurance diminish the practice of private sector medicine. 

 
However, the fact is that Pennsylvania's relative level of litigation, as is true with any 
ranking category taken alone, is not significant enough to significantly discourage 
economic growth.  This is evident from the fact that North Carolina, at number 49, fares 
insignificantly better in terms of judicial burdens on its citizens, yet ranks 17th overall in 
the nation in terms of economic freedom.  The point is that in this category, as in all the 
others, Pennsylvania fares poorly and must improve. 

 
We could begin by making significant efforts at reforming such areas as Joint and 
Several Liability, Non-economic (pain and suffering) Damage Awards, enacting limits on 
Punitive Damages Awards, and providing some reform in the area of Product Liability.  
Such efforts are obviously politically difficult and costly in a state where the prevailing 
assumption is that there are more anti-reform voters than there are pro-reform 
constituents. 

 
None- the- less, over time the costs of our aggressive judicial industry in terms of lost 
economic growth will far outweigh the political benefits of failing to rein in excessive 
litigation. 

 
Communalism--The Size and Scope of Government 
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Pennsylvania achieves its best, which is not to say good category ranking in the area of 
government size, coming in 25th in terms of the size and scope of government.  We fare 
better than Ohio (37), West Virginia (40), and New York (50) but we're just behind New 
Jersey (24) and far behind Maryland (5) and Virginia (7).  It appears that our 
government, while not as large as some (in terms of the size of the government's 
budget as a percentage of Gross State Product) it is more intrusive and exerts more 
influence over the economy (at all levels of government) than many others. 

 
Consider one important measure of government size--its payroll.  In 1995, 
Pennsylvania's state and local government workers cost the taxpayer $5.46 billion in 
salaries and wages, and Pennsylvania's Gross State Product was $294.4 billion.  Ohio, 
on the other hand, had a government payroll of $4.91 billion and GSP of $274.8 billion.  
While hardly conclusive, it is interesting to note that Pennsylvania's payroll was 11 
percent greater than Ohio's, while our GSP exceeded that of our neighboring state's by 
only 7 percent.   The point is that there should be no expectation on the part of our 
citizenry that more and better state government will inevitably lead to greater prosperity.  
This is particularly evident when one compares the multiples of GSP to state payroll of 
Pennsylvania to other states. 
 
Ohio, for example, enjoys a GSP some 56 time its state payroll, while Pennsylvania's 
multiplier is slightly less than 54.  New Jersey, on the other hand, has a lower multiplier 
of 38.  Yet, New Jersey's rate of growth in GSP between 1987 and 1996 was slightly 
higher, at 5.5 percent vs. 5.3% for Pennsylvania and 5.2% for Ohio. 
 
Clearly, the relationship between government size and economic growth, based on our 
rather limited sample of three contiguous states, is hardly conclusive.  Rather, the 
ambiguity of the data should lead to the only conclusion possible, that more government 
does not necessarily produce more economic activity, and, in fact, the opposite is more 
likely the case. 
 
Byars, et al, introduce an interesting measure of economic freedom that seems 
obviously related to the scope of governmental activity in a state, which they label 
"conscription."  As a measure of what they call "mandatory" activities (state-coerced 
would be a more strong term) they offer the relative level of educational choices 
available to parents of school-age children.   
 
In states and localities, they say, where school choice is permitted, where school 
vouchers are available, with few restrictions on home schooling, and where there are 
numerous private secondary schools competing with public schools there exists a 
higher level of economic freedom.  In some aspects of this area, Pennsylvania does 
quite well.  We ranked second in the nation in terms of the percentage of school age 
population enrolled in private elementary or secondary schools in 1994.  And, our ratio 
of local vs. state educational employees was 14th best in the nation in 1995. 
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However, the ongoing battle over outcomes-based education and the failure to pass 
some form of school voucher program indicates that Pennsylvania remains predisposed 
to central control in such areas as education.  The considerable strength of teachers' 
unions in the state dim any prospects for educational reform via the market mechanism 
of competition.  This is not to say that our educational system fares poorly on a national 
scale.  However, it is arguable that without breaking the political stronghold over 
education presently exercised by the alliance of Pennsylvania's legislature with the 
teachers' unions, our system stands less chance of remaining competitive nationally as 
we move into the 21st Century. 
 
And, a less than competitive elementary and secondary educational system will most 
certainly be a negative factor once again when it comes to attracting and retaining 
valuable economic resources for Pennsylvania. 
 
Obviously, constraining the exercise of power and control by the public sector is a 
difficult proposition.  One need only witness the most recent machinations surrounding 
tax funding of professional sports stadiums in the state to recognize this fact.  In a 
classic case of conscription, Governor Tom Ridge and the Pennsylvania legislature 
successfully thwarted the obvious public will. 
 
When tax funding for new professional sports stadiums was put to a public referendum 
in Southwestern Pennsylvania, the voters overwhelmingly defeated the proposition.  
Succumbing to the threats of the team owners to relocate outside of Pennsylvania, local 
and state government officials immediately crafted a so-called "Plan B."  This 
accomplished the original objective--immense state and local grants and subsidies to 
ensure the construction of four new stadiums at a cost now estimated to exceed a billion 
dollars, with perhaps as much as half of that coming directly from taxpayers. 
 
This was a classic case of government at all levels--local, county and state--making the 
determination that the citizens simply did not know what was best for them.  And, as 
Byars et al would assert, clear as possible evidence that the citizens of Pennsylvania 
enjoy diminished economic freedom as the result of the exercise of uncontrolled state 
and local government power. 
 
And, as was stated earlier, should any of the four state and taxpayer-subsidized sports 
franchises prove economically nonviable in a free market, competitive economy, it is 
likely that Pennsylvania's citizens will again be coerced against their will to provide 
further subsidies.  Already, citizens of Southwestern Pennsylvania are being told by 
local politicians that it is their duty to buy season tickets and attend sports events, and 
the corporate community is also being coerced to increase spending on such events.  It 
should be obvious that, once involved in formerly purely private economic matters, 
government disengagement is virtually impossible. 
 
Yet another unintended and counterproductive aspect of such public involvement in 
what should be private economic matters has become evident.  Given the fact that tax 
dollars in significant amounts are being used to fund the construction projects, there are 
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now calls for the governments involved to ensure "social equity" in the allocation of the 
resulting construction jobs.  In Pittsburgh, for example, City Council has debated and 
may enact an ordinance to require that 35% of the jobs related to the stadiums project 
go to residents of Pittsburgh.  Of course, there are calls for racial and gender quotas as 
well.  Put simply, those who will undertake the construction of the new sports stadiums 
are in serious danger of losing the right to hire those they deem best qualified to do the 
work.  Instead, the hiring process could become a political exercise in social 
engineering; with the result that the projects themselves will become increasingly 
politicized in every aspect, with cost overruns an inevitable outcome. 
 
 

Welfare Spending and Cash Transfers 
 

Pennsylvania's welfare spending index ranks as the fifth highest in the nation.  This 
shocking news is less shocking when one reflects upon the fact that our government is 
quite typical in its view of itself as the guardian of the "little guy" against the excesses of 
the private sector.  Pennsylvania has an extremely well developed welfare industry, with 
sophisticates at all levels--from grassroots community organizers to department toilers 
at the state level. 
 
Most recent evidence of this fact comes as Pennsylvania nears a moment of truth in its 
efforts to "reform" welfare.  Some 20,000 families, we are told by welfare advocates, are 
reaching the deadline where they must be employed at least part time, or risk losing 
some of their welfare benefits.  The ensuing storm in the legislature casts prospects of 
true welfare reform into doubt.  Consider the fact that welfare recipients have multiple 
options--other than full time work.  Welfare reform was sold to the citizenry based on a 
tough, two-year limit on welfare dependency.  It seemed reasonable that, in a relatively 
good economy, any able-bodied individual would be capable of finding full time 
employment within the parameters of a 24- month training period and job search.  The 
costs to the taxpayer of preparing those on welfare to reenter the job force have 
escalated yearly, and now include subsidized daycare, among other benefits. 
 
The fact that so many of our citizens have become "trapped" by the welfare system, is 
indeed a strong argument for the case that greater government benevolence renders an 
entire population that is less productive.  For those who are productive, tax burdens 
obviously increase as the welfare system expands.  As a greater number become 
dependent upon welfare, the percentage of the population that is productive decreases.  
It appears from the evidence presented in the study, and elucidated in the tables 
included in this report, that the effect of such government programs is to encourage the 
productive among us to leave, while the unproductive are increasingly subsidized.  
 
Some 7 percent of Pennsylvanians were receiving public aid in 1994, and our per capita 
state and local expenditures for public welfare programs, at $803, were the 10th highest 
in the nation.  Obviously, in addition to increasing the economic freedom of those 
citizens whose monies are transferred to welfare recipients, Pennsylvania should be 
motivated to increase the economic freedom and productivity of those who are now 
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dependent upon the state for their welfare.  To paraphrase president Clinton, 
Pennsylvania does not have 7 percent of its population to waste.  As the state moves 
forward with welfare reform, the principal factor guiding those efforts should be to make 
the state's citizens less, not more dependent upon government, and therefore, more 
economically self-dependent, and more economically free. 
 
The key to such an accomplishment is the other side of the economic freedom coin.  It 
entails a sea change in attitude from the prevailing one in which citizens look to the 
state for solutions to all problems, real and imagined.  Citizens must recognize and 
believe that true and sustainable economic prosperity is entirely dependent upon 
increasing the percentage of Pennsylvania's population that is capable of self-
determination. 

 
 

Other Non-Study Indicators of Pennsylvania's Anti-Growth Climate 
 
To the factors covered in the study by Byars, et al, we would like to bring attention to 
several indicators specific to Pennsylvania and which, we think, provide some insight to 
what we view as potentially anti-growth initiatives currently underway. 
 
 
 

Urban Sprawl 
  

A recent report from a governor's commission on sustainable economic development 
has proposed new, and we think unconscionably intrusive land management regulation.  
The commission expressed concern regarding what is termed "urban sprawl" and is 
presently a fashionable environmental concern.  The commission went a bit overboard 
in tying the growth of suburbs and the demise of inner cities to a plethora of social 
problems including crime, poverty and environmental degradation. 

 
 The obvious tone, if not the intent, of the commission's report was to encourage the idea 
that economic growth in general needs to be more centrally planned and controlled, and 
conducted in a more politically correct manner.  One is hard pressed to conceive of a 
more negative signal to send to those considering Pennsylvania as a business location, 
since the obvious effect of such tighter control over development will be to escalate 
development costs. 

 
 It is our opinion that placing additional burdens and constraints upon developers in 
Pennsylvania is both counter-productive and detrimental to future economic growth in 
the state.  Since land use management is practiced to varying degrees throughout the 
US, and particularly among the states contiguous to Pennsylvania, adding to our 
reputation as an anti-development and anti-growth state will have a deleterious effect on 
prospects for our future.   
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 Any new statewide land use management initiatives should be carefully and very 
publicly considered before enactment, and the business community's voice be raised in 
opposition.  Pennsylvania does not need at this time to begin chasing developers to the 
wrong side of our borders. 
 

Environmental Initiatives 
 
Pennsylvania's Department of Environmental Protection was promised by Governor 
Ridge to be "business friendly" and a "partner" to the private sector.  Rather than 
"punish" those businesses and industries that inadvertently run afoul of the myriad 
environmental regulations in place, Ridge said his team would work with individuals to 
find solutions to environmental problems that would encourage, rather than restrict, 
economic growth.  Government efforts to "encourage" so-called 'brownfield" (previously 
used and often polluted sites) development appear to have devolved, if the land-use 
restrictions outlined above are indicative, into policies that make brownfield 
development more attractive, merely by increasing the costs of "greenfield" 
development.   
 
Efforts to encourage the redevelopment of Pennsylvania's old industrial sites at the 
expense of less costly development of virgin real estate are misguided at best.  
Developers naturally seek to minimize site costs, and subsidizing the redevelopment of 
otherwise undesirable real estate merely shifts otherwise economical development from 
more attractive sites at taxpayer expense.   
 
Some of our basic industries have been punished by aggressive environmental 
regulation policies at the state and national level, resulting in thousands of jobs lost and 
a decline in major economic sectors.  Pennsylvania needs to maintain an aggressively 
vigilant, and we think pro domestic producer attitude when dealing with federal 
environmental regulators. 
 
What's more, the state needs to move toward further streamlining of environmental 
regulations within Pennsylvania, that would eliminate or reform all unnecessarily 
burdensome measures that currently impede economic growth.    

 
 

"Tax Reform" 
   

Tax reform has been a hot button item in Pennsylvania for over  ten years.  But efforts 
at tax reform have all too often resulted in mere tax "shifting" as the political process 
increases the burden on one group of constituents in order to provide relief to a more 
politically-connected group.  Since the historic increase in taxes in 1991, some 
reductions have been enacted, but not nearly enough to restore Pennsylvania taxpayers 
to the status quo prior to Governor Casey's tax increase. 

 
The successful move to "reform" PA's tax structure away from real estate taxes as the 
major source of school and local funding provides a number of options for recapturing 
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any "revenues" lost as the result of reductions in the real estate rates.  These include 
taxes on personal income and perhaps even sales tax initiatives.  The point here is that 
real and meaningful tax reduction at any level in PA seems to be off the table, and this 
issue needs to be addressed and restored to some priority. 

 
As was noted above, Pennsylvania's tax rate (state and local) remains the 16th highest 
in the nation. Bear in mind that the state ranking obscures the extremely poor ranking of 
Allegheny and Philadelphia Counties-- the state's two largest--  among large counties 
nationally. And while the state ranking could be worse, it most certainly needs to be 
better.  Again, the key to true tax reform and reduction is a change in attitude on the 
part of the populace and our legislators.  Pennsylvania must decide to get along with 
less government and more economic freedom.  Tax dollars must no longer be viewed 
as the solution to every problem from bad schools to new stadiums.  While governor 
ridge came into office promising to consider every means to reduce the tax burden, 
including privatization, little by way of privatization efforts have been undertaken.  The 
continued state monopoly on liquor sales is the classic example. 
 
Perhaps the key to tax reform is government reform.  Some argue that one of this 
state's most significant problems is that we have too many layers of government, and 
they recommend consolidation into regional units that would be streamlined and more 
efficient at governing. 
 
A real danger is that such streamlining and efficiency can occur at a cost of local control 
over many important issues, and an increasingly disenfranchised electorate.  
Consolidation of power at a regional or state level increases the likelihood of a 
recurrence of such events as the stadium funding incident discussed above, and could 
ultimately reduce, rather than enhance, economic freedom in Pennsylvania. 
 
Positions on government reform should be taken only after serious consideration of the 
true impact on economic freedom.  
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Economic Freedom and Economic Performance 
 
 

 
TABLE ONE 

 
A comparison of key performance indicators between States ranked in the 

Lowest Two Deciles and those in the Highest Two Deciles of Economic Freedom 
 

Freedom Ranking State  Population  Personal Income  GSP  
     Growth Rate  Growth Rate  Growth Rate 
     1990-1997  1990-1996  1987-1996 

 
50  New York    0.8%   4.99%   4.5% 
49  Rhode Island  (1.6%)   6%   4.3% 
48  New Jersey    3.9%   5.1%   5.5% 
47  Massachusetts   .7%   6.82%   4.3% 
46  Connecticut   (0.5%)   6.1%   4.6% 
 
AVERAGES    0.86%   5.80%   4.64% 
 
45  Pennsylvania  1.2%   7.19%   5.3% 
44  California      8.3%   (0.1%)   5%  
43 Minnesota     7.1%   10.46%  5.9%  
42 Maine     1.2%   2.55%   4.4% 
41  Oregon  14.1%   9.07%   7.5% 
 
AVERAGES    6.38%   5.83%   5.62% 
 
10                  Kansas             4.7%                             8.65%                         4.9% 
9  Mississippi      6%          13.99%             6.2%  
8  Texas   14.4%          7.66%   6.8%  
7  Delaware       9%          7.14%   8.1% 
6  New Hampshire  5.7%          7.85%   4.6% 
 
AVERAGES      7.96%   9.06%   6.12% 
 
5  South Dakota 6%   16.12%  6.9% 
4  Wyoming        5.42%   5.06%   5.3% 
3  Utah       16.32%            12.34%             7.5% 
2  Virginia       8.1%   5.15%   5.7% 
1  Idaho       16.8%   7.33%   8.4% 
 
AVERAGES       10.53%               9.2%   6.76% 
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The table shows an obvious disparity in performance in virtually all indicators, with those 
states ranking higher in economic freedom outperforming the lower-ranked states.  It is 
most important to consider just how great the disparity is, however, when population 
growth is taken into account.  Not only are the "freer" states importing citizens, they are 
doing a better job at increasing the prosperity of a growing population, indicating an 
inflow of other economic resources as well.  Consider a comparison of Texas, the 2nd 
most populous state, with California, which is the most populous.  Not only did Texas 
realize higher population growth, but also higher growth in per capita personal income 
and GSP.  
 
Disparities in performance between states with the highest and states with the lowest 
economic freedom rankings are very significant.   These range as high as a factor of 
1100% in population growth, 58.6% in per capita personal income growth, and 45.7% in 
gross state product growth rates when comparing the highest and lowest deciles' 
averages. Decile averages are not weighted by size of state. 

 
A Comparison of Performance vs. Rankings of all 50 States 

 
The figures in Table Two below indicate quite clearly the disparity in performance on all 
important indicators between states ranked in the top 25 as to economic freedom, vs. 
those which fall in the bottom 25 rankings.  The most significant disparity concerns 
population growth. 
 
The top tier states achieved 169% of the population growth average of the bottom tier 
states.  Let's consider the development of a "multiplier" that takes into account the per 
capital income growth of the citizens of states high in economic freedom, vs. states low 
in economic freedom.  For, it seems evident that an ideal situation occurs when 
population growth is combined with rising per capita personal income.  Not only are 
citizens obviously better off on average, but even the public sector is wealthier by virtue 
of the fact that the private sector is growing and generating increased tax revenues all 
things remaining equal.  Of course, such an environment quite clearly affords the 
opportunity to reduce tax rates, providing government has the required discipline. 
 
Average income growth in the top 25 ranked states exceeded the growth in the bottom 
25 ranked states by just under  50 percent. The significant difference between the 
results demonstrates the magnitude of the disparity in the potential positive impact on 
individuals in those states where policies preserve and enhance economic freedom, vs. 
those states where policies reduce economic freedom.  Those states with greater 
economic freedom seem literally to be able to generate population growth and increase 
the wealth of the average citizen simultaneously.  It is not clear what part of this growth 
is attributable to the importation of economic resources that may include the immigration 
of wealthier citizens, vs. indigenously produced wealth increases (i.e. domestic new 
company formations that produce higher paying jobs).  None the less, the results are far 
more positive for those states ranked among the top 25 in terms of economic freedom, 
than for those ranked in the lower half. 
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A new factor considered for the first time here is unemployment.  As can be seen, in 
1996, the average unemployment rate for those states ranked in the bottom 25 in terms 
of economic freedom was 24% greater than the average rate of unemployment among 
states in the top 25.  Some conclusions can be drawn regarding this phenomenon. 
 
Explaining the phenomenon in the most negative fashion, it is safe to remark that, 
generally, states ranked in the top 25 have lower levels of government spending, 
regulation, and most importantly, welfare payments than those in the bottom 25.  It 
stands to reason that states in the bottom 25 of the rankings have policies that serve to 
encourage higher rates of unemployment among citizens.  Among these, obviously, 
would be a greater "safety net" that enables a larger percentage of the population to 
remain unemployed, and for longer periods, perhaps, than is comfortable for citizens of 
the top 25 states.  Such results have been studied and explained as "creating a market 
for unemployment," and it is undeniable that state policies which serve to increase 
"benefits" to those without jobs will result in more citizens remaining unemployed for 
longer periods than will occur where states are "less friendly" to the unemployed.  It has 
been documented that states with attractive welfare regimes do indeed achieve a net 
immigration of individuals who are attracted by the better "welfare benefits" they are 
able to obtain there. 
 
From the same side of the coin comes the fact that a net outmigration of citizens 
seeking to better their economic fortunes in other states could serve to lower rates of 
unemployment domestically, provided the state is adept at driving out primarily those 
without jobs.  However, the evidence from Table 2 does not demonstrate such an 
occurrence, as those states with the lowest (and even negative) rates of population 
growth have generally higher rates of unemployment. 
 
Viewed more positively, lower rates of unemployment result whenever the economic 
resources of a state are employed more efficiently.  Thus, those states which ensure the 
greatest freedom of their citizens to make economic decisions seem to fare the best 
economically and by a significant measure in all important indicators, including 
unemployment rates.  In states where economic freedom is ascendant, a market is 
created for individuals who desire to exercise initiative, creativity and vision in efforts to 
create and build wealth.  Whether we call these individuals entrepreneurs or not, they 
are definitely free agents in the economy who are attracted to opportunity and are 
repelled by overburdensome government. 
 
Following this logic seems to demonstrate that state policies designed to "mitigate" the 
effects on individual citizens of such symptoms of inadequate economic freedom as 
unemployment and joblessness, are ineffective at best and counterproductive at worst.  
State policies and programs that address symptomatic issues only serve to further 
entrench government bureaucracies and directly expand the search for and creation of 
a market for the symptoms, rather than to eliminate them.  They represent a wasteful 
diversion of taxpayer dollars which would otherwise be more effectively employed in the 
private sector in the creation of actual wealth. 
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TABLE TWO 
 

A ranking of all 50 states with decile averages for population growth, personal 
income growth, GSP growth, and unemployment 

 
Freedom  State         Population  Personal Income  GSP    
Ranking      Growth Rate  Growth Rate  Growth Rate  
                   Unemp 
    1990-1997  1990-1996  1987-1996 Rate 

 
1 Idaho  16.8%   7.33%   8.4%  5.2% 
2 Virginia 8.1%   5.15%   5.7%  4.4% 
3 Utah  16.32%  12.34%  7.5%  3.5% 
4 Wyoming  5.42%   5.06%  5.3%  5% 
5 South Dakota    6%   16.12%  6.9%  3.2% 
 
AVERAGES  10.53%  9.2%   6.76%  4.26% 
 
6 New Hampshire 5.7%  7.85%   4.6%  4.2% 
7 Delaware 9%   7.14%   8.1%  5.2% 
8 Texas  14.4%   7.66%   6.8%  5.6% 
9 Mississippi 6%   13.99%  6.2%  6.1% 
10 Kansas 4.7%   8.65%   4.9%  4.5% 

 
AVERAGES  7.96%   9.06%   6.12%  5.12% 

 
 11 Alabama 6.5%   10.25%  5.6%  5.1% 
 12 Georgia 13.5%   9.5%   6.7%  4.6% 
 13 Missouri 5.6%   8.71%   5.2%  4.6%  
 14 Colorado 15.4%   9.4%   6.8%  4.2% 
 15 Arkansas 6.82%   12.35%  6.6%  5.4% 
 

AVERAGES  9.56%   10.04%  6.2%  4.78% 
 
 16 South Carolina 7.9%  7.2%   6%  6% 
 17 North Carolina 12%    10.5%   6.6%  4.3% 
 18 Oklahoma 5.5%   4.8%   4.6%  4.1% 
 19 Tennessee 10%   11.49%  6.6%  5.2% 
 20 Nevada 28.3%   6.53%   10.5%  5.4% 
 

AVERAGES  12.74%  8.1%   6.86%  5% 
 
 21 North Dakota    0.31%  12.81%  4.2%  3.1% 
 22 Indiana   5.8%   9.52%   6.1%  4.1% 
 23 Nebraska    5%   9.59%   6.4%  2.9% 
 24 Iowa  2.7%   11.13%  6.1%  3.8% 
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 25 Arizona 19.54%  12.35%  6.9%  5.5% 
 

AVERAGES  6.67%   11.08%  5.94%  3.88% 
 
 26 Montana 10%   4.91%   5.6%  5.3% 
 27 Michigan 5.1%   10.84%  5.4%  4.9% 
 28 New Mexico 14.2%   9.05%   7.5%  8.1% 
 29 Kentucky 6%   9.4%   6.2%  5.6% 
 30 Florida 11.7%   6.3%   6.4%  5.1% 
 

AVERAGES  9.4%   8.1%   6.22%  5.8% 
 
Freedom State Population  Personal Income  GSP    
Ranking  Growth Rate  Growth Rate  Growth Rate       Unemp. 
   1990-1997  1990-1996  1987-1996          Rate 
 

31 Louisiana 3.1%   11.97%  4.1%  6.7% 
32 West Virginia 1.27%   9.13%   5.1%  7.5% 
33 Ohio  3.1%   8.96%   5.2%  4.9% 

 34 Vermont 4.41%   5.46%   5.3%  4.6% 
 35 Maryland 6.6%   2.35%   5.4%  4.9% 
 

AVERAGES  3.70%   7.57%   5.02%  5.72% 
 
 36 Illinois  4.1%   8.9%   5.4%  5.3% 
 37 Wisconsin 5.38%   9.97%   6.2%  3.5% 
 38 Alaska 9.7%   (1.32%)  0.9%  7.8% 
 39 Hawaii 6.7%   (0.3%)   6.9%  6.4% 
 40 Washington 13.24%  6.79%   7.6%  6.5% 
 

AVERAGES  7.82%   4.81%   5.4%  5.9% 
 
41 Oregon 14.1%   9.07%   7.5%  5.9% 
42 Maine  1.2%   2.55%   4.4%  5.1% 
43 Minnesota 7.1%   10.46%  5.9%  4% 
44 California 8.3%   (0.1%)   5%  7.2% 
45 Pennsylvania  1.2%  7.19%   5.3%  5.3% 
 
AVERAGES  6.38%   5.83%   5.62%  5.5% 
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46 Connecticut     (0.5%)  6.1%   4.6%  5.7% 
47 Massachusetts   1.7%  6.82%   4.3%  4.3% 
48 New Jersey 3.9%   5.1%   5.5%  6.2% 
49 Rhode Island (1.6%)   6%   4.3%  5.7% 
50 New York 0.8%   4.99%   4.5%  6.2% 
 
AVERAGES  0.86%   5.80%   4.64%  5.6% 
 
 

Population  Personal Income GSP    
     Growth Rate  Growth Rate  Growth Rate  
                             Unemp                    
              1990-1997  1990-1996  1987-1996     Rate 

 
TOP 25 STATES         9.49%  9.50%   6.38%  4.6% 
BOTTOM 25 STATES     5.63%  6.42%   5.38%  5.7% 
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This report reproduces with permission the work of Byars Yandle and McCormick.   
A special introductory section focusing on the authors' findings for Pennsylvania has 
been included. The introductory material explains where Pennsylvania  stands in the 
state rankings of economic freedom and why. It also discusses the importance of 
economic freedom in economic growth and illustrates the predictive value of the 
Economic Freedom Index devised by Byars, Yandle and McCormick.   

 
 

 
 


