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ABSTRACT 

This study investigates the relationship between institutional development and business freedom in developing nations. Through 

extensive analysis, the research explores how various factors such as fiscal freedom and monetary policies influence the business 

environment in these countries. The findings reveal a nuanced relationship between fiscal freedom and business freedom, 

indicating a negative and statistically significant impact of fiscal freedom on business freedom. Conversely, the study finds that 

monetary freedom has an insignificant effect on business freedom in developing countries. Moreover, the research highlights the 

crucial role of government effectiveness, political stability, and trade freedom in fostering a conducive environment for business 

operations within developing economies. Countries with higher levels of government effectiveness and political stability tend to 

exhibit greater business freedom, while trade freedom also emerges as a significant determinant in promoting favorable business 

conditions. One notable implication of the study's findings is the need for developing countries to reassess their fiscal policies, 

particularly in terms of government expenditures. The prevalence of non-developmental expenditures suggests a potential 

obstacle to business freedom, underscoring the importance of rationalizing government spending to mitigate adverse effects on 

the business environment. Furthermore, the research underscores the importance of promoting government effectiveness, 

political stability, and trade freedom as strategic measures to enhance business freedom in developing nations. By prioritizing 

these aspects of institutional development and policy formulation, policymakers can create an enabling environment that 

encourages entrepreneurship, investment, and economic growth. Overall, the insights gleaned from this study provide valuable 

guidance for policymakers and stakeholders seeking to improve business freedom and foster sustainable economic development 

in developing countries. By addressing key institutional and policy challenges, these nations can unlock their full economic 

potential and create opportunities for prosperity and progress. 
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1. INTRODUCTION 

Simply, business freedom refers to the liberty of each person to control the benefits of her/his labor initiative (Miller and Kim, 

2013). This fundamental right empowers individuals to exercise both economic and personal autonomy, laying the foundation 

for pursuing their passions and realizing their entrepreneurial ambitions. It serves as a vital platform for individuals to explore 

their innovative ideas, take calculated risks, and actively engage in the pursuit of their dreams. Business freedom not only fosters 

a conducive environment for economic growth and prosperity but also promotes individual creativity, ingenuity, and self-

determination. By safeguarding this freedom, societies can unlock the full potential of their citizens, fostering innovation, 

entrepreneurship, and sustainable development. Business freedom, as a foundational concept in economic theory, plays a crucial 

role in ensuring equitable access to economic opportunities, irrespective of individuals' backgrounds or social standings. By 

granting individuals control over the fruits of their labor, business freedom serves as a catalyst for innovation, economic 

expansion, and overall societal prosperity (DeMartino, 2002; Dale and Hyslop-Margison, 2010; Ali, 2015). In a business-centric 

free-market economy, success or failure hinges on individual effort and capabilities, fostering a meritocratic environment where 

talent and diligence are rewarded (Amin, 1999; Storper and Venables, 2004). This principle underpins the notion of equal 

opportunity and empowers individuals to realize their entrepreneurial aspirations, contributing to economic dynamism and 

enhanced living standards for all members of society. 

Business freedom, as a cornerstone of economic theory, promotes a decentralized approach to economic decision-making, 

ensuring that resources are allocated efficiently through free and open competition, thereby offering every individual or firm a 

fair chance to thrive. At its core, the principle of business freedom aims to empower individuals by safeguarding them against 

discrimination and imperfect competition. While the concept of business freedom traces its origins back to pre-colonial times, 

its significance surged in the mid-1990s with the development of the economic freedom index by Gwartney et al. (1999). Since 

then, scholars worldwide have recognized business freedom as a pivotal determinant of socio-economic development (Dawson, 

1998; De Haan and Sturm, 2000; Goldsmith, 1995; Gwartney, Holcombe et al., 2006; Gwartney et al., 2008; Ali, 2018). By 

ensuring a level playing field and fostering competition, business freedom stimulates innovation, entrepreneurship, and economic 

growth. It enables individuals to pursue their economic aspirations without undue hindrance, promoting a dynamic and vibrant 
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business environment. Moreover, business freedom serves as a bulwark against monopolistic practices and unjust market 

barriers, thereby enhancing market efficiency and consumer welfare. Embracing and upholding the principles of business 

freedom is paramount for fostering inclusive economic growth and advancing societal well-being on a global scale. 

Business freedom is a critical concept that delineates the relationship between individuals and the state, emphasizing the degree 

to which governments control and intervene in economic activities. Advocates of business freedom advocate for minimal 

government coercion or constraint, aiming to preserve individual liberty (Skinner, 2008). In essence, business freedom entails 

the absence of undue governmental interference, allowing individuals to engage in economic endeavors freely. However, this 

freedom comes with the responsibility of respecting the economic rights and freedoms of others. The Heritage Foundation defines 

business freedom as a quantitative measure of the ease of starting, operating, and closing a business, reflecting both the regulatory 

burden and government efficiency in the regulatory process. Governments play a crucial role in safeguarding positive economic 

rights such as property and contracts, ensuring societal and individual defense against exploitation and abuse (Skinner, 2008). 

While proponents of business freedom advocate for minimal state intervention, they acknowledge the necessity of certain 

governmental actions to protect citizens and promote a peaceful and equitable civil society. Such actions include establishing 

safeguards against natural disasters and preventing exploitation by individuals or entities. Ultimately, governments are tasked 

with creating an enabling environment where individuals can freely pursue economic activities, enjoy the fruits of their labor, 

and contribute to the overall prosperity of society. Thus, while business freedom advocates for limited government intervention, 

it recognizes the essential role of governments in safeguarding economic rights and fostering societal well-being. 

Most social scientists concur on the intrinsic value of business freedom in fostering socio-economic development (Ali, 1997; 

Arora and Vamvakidis, 2006; Cebula, 2011; Cebula and Mixon, 2012; Clark and Lawson, 2008; Dawson, 2003; De Haan and 

Siermann, 1998; Ali and Bibi, 2017). Sen (1999) highlights the societal trade-off between preserving individual freedoms and 

creating new opportunities through institutional frameworks. Thus, societies must strike a balance between maintaining innate 

freedoms and introducing constraints to facilitate broader opportunities for well-being. However, Tullock (1967) cautions against 

the potential for rent-seeking behavior by democratic governments, wherein public policies may disproportionately benefit select 

groups at the expense of the broader populace. Democratic policymaking processes can lead to outcomes that either promote 

opportunities for the majority or favor the interests of a privileged few. Therefore, understanding the determinants of business 

freedom becomes imperative to mitigate the risks associated with rent-seeking and ensure equitable socio-economic 

development. By examining the factors influencing business freedom, researchers can shed light on how institutional frameworks 

shape economic opportunities and individual liberties. This research can inform policymakers about the mechanisms through 

which business freedom can be enhanced to foster inclusive growth and mitigate the concentration of benefits among select 

groups. Ultimately, a nuanced understanding of the determinants of business freedom is essential for crafting effective policies 

that promote broad-based socio-economic development and uphold individual freedoms. 

 

2. LITERATURE REVIEW 

The literature review underscores the pivotal role of institutional development as a key determinant of business freedom within 

a country (Soto et al., 2020). Institutions, encompassing elements such as the rule of law, property rights protection, and the ease 

of doing business, significantly shape the overall business environment (Heritage Foundation, 2021). Countries boasting robust 

institutional frameworks tend to achieve higher scores in business freedom, reflecting favorable conditions for entrepreneurial 

activities and economic growth (Heritage Foundation, 2021). For instance, nations like Singapore, New Zealand, and Australia, 

renowned for their well-established institutions, consistently rank among the top performers in terms of business freedom 

(Heritage Foundation, 2021). In contrast, countries characterized by poor institutional development, such as Venezuela and North 

Korea, exhibit markedly lower scores in business freedom (Heritage Foundation, 2021). This dichotomy underscores the critical 

link between institutional quality and the level of business freedom within a nation. The findings underscore the imperative for 

policymakers to prioritize efforts aimed at enhancing institutional development to cultivate a more conducive business 

environment. By focusing on bolstering the rule of law, protecting property rights, and streamlining regulatory processes, 

governments can create an environment conducive to entrepreneurship and investment. Such measures are vital for promoting 

economic dynamism, fostering innovation, and attracting domestic and foreign investment, ultimately contributing to sustained 

economic growth and development. Therefore, institutional development emerges as a fundamental factor that policymakers 

must address to unlock the full potential of business freedom and drive overall socio-economic progress within a country. 

Kedia and Rajgopal (2009) investigate the impact of a firm's headquarters located on the variation in hand-based option grants, 

controlling for industry effects. The study uses data from the Execucomp database for the period 1992-2004 and covers 2,497 

unique firms and 16,910 firm-year observations. The dependent variable used is the number of options granted to rank-and-file 

employees scaled by the number of shares outstanding, while independent variables include cash flow shortfall, interest burden, 

R&D/sales, book-to-market, long-term debt indicator, low and high marginal tax indicators, log sales, log employees, one-year 

lag fiscal year return, stock return volatility, and operating loss dummy. Additionally, the study uses a Tight labor market dummy, 

Local MSA beta, Non-compete enforceability index, and Median abnormal returns for MSA as treatment variables, and the 

Percentage of the MSA population with a bachelor’s degree, the highest income tax rate for the state, and R-square as control 

variables. The study uses Oyer’s wage indexation theory for the empirical results. The paper finds that the location of a firm's 

headquarters is significantly associated with rank-and-file option grants, even after controlling for firm-level financial and 

operational characteristics as well as industry membership. This study is the first to provide evidence of the geographical impact 

of a firm's headquarters location on hand-based option grants. 
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Fabro and Aixala (2009) aimed to explore the link between economic freedom, political rights, civil liberties, and economic 

growth. The study was conducted using data from 187 countries over 24 years, with five yearly observations from 1976 to 2000. 

The researchers used the Granger methodology and the panel concept of data to conduct their empirical analysis. The results of 

the study indicate a positive and significant relationship between economic freedom and economic growth. The study explains 

this relationship for two primary reasons. First, economic freedom tends to influence the level of investment in physical capital, 

which in turn impacts economic growth. This relationship is mutual, meaning that the level of production also affects the level 

of investment in physical capital. Second, the study examined three aspects of institutional quality, which showed bilateral 

causality in the case of investment in human capital at different levels. Overall, this study highlights the importance of economic 

freedom in promoting economic growth and suggests that policymakers should prioritize policies that enhance economic freedom 

in their countries. 

Almazan et al. (2010) aim to investigate the correlation between a firm’s location and its financial decisions. Their data was 

collected from Compustat and CRSP, spanning from 1990 to 2005. The sample includes 1910 firms, 13,342 firm-year 

observations, and 21 industries over 16 years, with a focus on manufacturing firms excluding hotels and restaurant chains. The 

paper utilizes two models, one with financial decisions as the dependent variable and cluster-firm and cluster-MV as the 

independent variables, and the other with the firm acquisition as the dependent variable and the same independent variables. The 

findings suggest that firms located in industry clusters tend to participate in more acquisitions and maintain more financial slack 

than firms outside of clusters, indicating a connection between a firm's location and its growth opportunities. The study 

recommends further examination of how geography influences other corporate finance decisions. 

Quinn et al., (2011) focus on assessing different measures of financial openness and integration. The authors critically examine 

various traditional and alternative measures, including capital account openness, exchange rate stability, cross-border capital 

flows, and stock market correlations. The article also discusses the challenges of measuring financial integration during the 2008 

financial crisis. The authors emphasize the importance of accurately measuring financial integration for policymakers and 

investors. Overall, the article provides a comprehensive and insightful review of the different measures of financial openness 

and integration, and their strengths and weaknesses. 

Cooray and Potrafke (2011) investigate the impact of political institutions, culture, and religion on gender inequality in education 

across 157 countries from 1991 to 2006. The study finds that political institutions that do not support the education of girls can 

lead to gender inequality. Democracies are less likely to be intolerant of gender and provide educational opportunities for both 

genders. Furthermore, the results reveal that culture and religion have the greatest influence on gender inequality in education, 

especially in Muslim-majority countries. 

Nasir and Hassan (2011) conducted a study on the determinants of Foreign Direct Investment (FDI) inflows in South Asian 

countries, specifically analyzing the role of Economic Freedom and Exchange Rates. The study utilized annual time series data 

from 1995 to 2008 and employed FDI as the dependent variable, while economic freedom, gross domestic product, and real 

effective exchange rate were used as independent variables. To obtain empirical results, the study utilized multivariate regression 

analysis, random effect model, and fixed effect model methods with a panel data framework. The study revealed a positive and 

significant relationship between FDI inflows and Economic Freedom in South Asian countries. The study concludes that the 

limited economic freedom in South Asia is one of the reasons for the low FDI inflows in the region, despite having a stable 

financial sector and a cooperative macroeconomic environment. 

Ioannou and Serafeim (2012) explore the role of nation-level institutions in driving corporate social performance (CSP). The 

authors use a sample of firms from 23 countries and find that stronger nation-level institutions are positively associated with 

CSP. They also find that the relationship between nation-level institutions and CSP is stronger in countries with weaker societal 

norms and stronger enforcement mechanisms. The authors suggest that nation-level institutions can serve as substitutes for 

weaker societal norms and enhance CSP in such contexts. Overall, the article provides insights into the complex interplay 

between nation-level institutions, societal norms, and CSP, and highlights the importance of considering institutional factors in 

understanding the drivers of CSP. 

Young and Bologna (2016) examine the impact of economic crises on government spending and taxes. The authors argue that 

crises can lead to higher government spending and taxes due to increased demand for social protection and economic stimulus. 

They use a panel dataset of 25 OECD countries from 1966 to 2010 and apply fixed effects estimation to investigate the 

relationship between economic crises and government policies. The authors find that economic crises have a significant positive 

effect on government spending and taxes, with a larger impact on spending than on taxes. They also find that this effect is more 

pronounced in countries with larger welfare states and higher levels of income inequality. The authors suggest that this may 

reflect the greater need for social protection in these countries during times of crisis. The article contributes to the existing 

literature on the impact of economic crises on government policies. The findings highlight the importance of considering the 

political economy of crises, particularly the role of social protection and income inequality. The authors argue that policymakers 

need to take these factors into account when designing crisis response policies, as well as in their longer-term economic policy 

decisions. 

Sarwar (2017) conducted a revisited analysis of the impact of political, economic, and social determinants on economic growth 

in developing countries in South Asia. The study used panel data from 25 Asian countries categorized into high, middle, and 

low-income panels. Gross domestic product (GDP) was used as the dependent variable, while government spending, economic 

freedom, primary education, life expectancy at birth, democracy, foreign direct investment, and labor participation were used as 

independent variables. The study found that all variables had a positive effect on economic growth, but foreign direct investment 
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had the strongest impact. Both bureaucracy and democracy had a positive impact on GDP, with the number of bureaucrats 

participating positively in economic activity. All social factors, except corruption, had a positive effect on economic growth. The 

study concludes that improving the social, economic, and political determinants can lead to significant improvement in economic 

growth. 

Banalieva (2018) examine the relationship between pro-market institutions and firm performance. The authors argue that pro-

market institutions, such as competition policies, property rights protection, and financial market development, can have both 

positive and negative effects on firm performance, depending on the stage of institutional development and the nature of the 

institutional change. The article presents a meta-analysis of 72 studies and finds that the relationship between pro-market 

institutions and firm performance is curvilinear, with a positive effect at moderate levels of institutional development and a 

negative effect at higher levels. The authors also find that the type of institutional change, such as liberalization or privatization, 

can moderate this relationship.  

Lawson et al. (2020) surveyed to analyze the relationship between economic freedom and various factors such as growth and 

income. The study used recent articles as variables to estimate the impact of different factors on economic freedom. The results 

suggest that countries with independent and free political institutions, which allow for greater civil rights and worship, tend to 

have higher economic freedom. However, the study also found that economic inequality hurts economic freedom. 

Xu (2021) examines the relationship between a country's institutional environments and international strategy and provides a 

comprehensive review and analysis of the existing research in this field. The authors argue that a country's institutional 

environments, such as the legal, regulatory, and cultural contexts, can have a significant impact on the international strategies of 

firms, by shaping their choices and actions in foreign markets. The article presents a systematic review of 164 articles and 

identifies several themes and trends, such as the importance of the institutional distance between the home and host countries, 

the role of institutional complexity and heterogeneity, and the impact of institutional change on firm behavior.  

In addition to examining the relationship between democracy, economic freedom, political instability, economic growth, and 

income inequality, researchers have explored the impact of aid on economic freedom with varying results. Studies conducted by 

March et al. (2017) and Heckelman and Knack (2009) have yielded mixed findings in this regard. Bollen (1979) found no 

significant relationship between political democracy and development timing but suggested that international diffusion could 

exert pressure on developing nations to adopt democratic governance structures. Barro (1996) emphasized the importance of 

economic freedom in fostering economic growth and stability, while Chiu (1998) argued that income equality contributes to 

higher levels of human capital accumulation and overall economic performance. Gwartney et al. (1999) discovered a positive 

correlation between higher levels of economic freedom and economic growth, supporting the notion that economic freedom is 

conducive to prosperity. Various other studies (Goldsmith, 1995; De Haan and Siermann, 1998; Dawson, 1998; Heckelman, 

2000; Heckelman and Stroup, 2000; De Haan and Sturm, 2000; Clark and Lawson, 2008; Dawson, 2003; Arora and Vamvakidis, 

2006; Gwartney, Holcombe et al., 2006; Gwartney et al., 2008; Cebula, 2011; Cebula and Mixon, 2012; Arshad and Ali, 2016; 

Ashraf and Ali, 2018; Roussel et al., 2021) have investigated the relationship between economic freedom and various factors, 

including human capital, GDP, productivity, foreign direct investment, and economic growth. However, there remains a gap in 

the literature concerning the impact of institutional development and policy mix on determining business freedom in developing 

countries. Despite the extensive research on economic freedom, there is a lack of studies specifically examining how institutional 

development and policy measures influence business freedom within the context of developing nations. This underscores the 

need for further research to understand the complex interplay between institutional factors, policy frameworks, and business 

freedom in these settings. 

 

3. The Model  

Business freedom serves as a vital metric for assessing the economic landscape of a nation, encompassing a wide array of policies 

that shape the business environment and influence individual responses to economic challenges. These policies span areas such 

as corruption, property rights, the rule of law, entry constraints, privatization, and monetary policy, each playing a crucial role 

in shaping the opportunities and constraints faced by businesses and entrepreneurs. A substantial body of literature has delved 

into the implications of these policies on economic outcomes. For instance, extensive research has illuminated the detrimental 

impact of corruption on economic growth and development (Murphy et al., 1991, 1993; Bardhan, 2005). Corruption undermines 

the efficiency of markets, distorts resource allocation, and erodes public trust in institutions, thereby impeding investment, 

innovation, and economic progress. Conversely, robust property rights and effective contract enforcement mechanisms have 

been found to foster higher levels of investment and economic growth (Mehmood et al., 2022; Acemoglu et al., 2012; Bardhan, 

2005). Clear and secure property rights provide individuals and businesses with the confidence to invest, innovate, and engage 

in productive economic activities, while reliable contract enforcement ensures the fulfillment of agreements, thereby reducing 

transaction costs and enhancing economic efficiency. 

Furthermore, the rule of law, characterized by impartial and effective legal institutions, plays a pivotal role in safeguarding 

business freedom and promoting economic development. A strong legal framework underpinned by the rule of law instills 

confidence in investors, protects property rights, and ensures fair and transparent dispute resolution mechanisms, all of which 

are essential for fostering a conducive business environment (North, 1990; La Porta et al., 1997). In addition to legal and 

institutional factors, entry constraints, privatization policies, and monetary stability also significantly influence business freedom 

and economic performance. Entry constraints, such as burdensome regulations and barriers to market entry, can stifle 

competition, innovation, and entrepreneurship, thereby hindering economic dynamism and growth. Conversely, privatization 
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initiatives aimed at enhancing competition and efficiency in formerly state-owned enterprises can spur investment, improve 

productivity, and stimulate economic growth (Megginson and Netter, 2001). Moreover, sound monetary policy characterized by 

price stability and prudent financial regulation is essential for maintaining macroeconomic stability and fostering business 

confidence. Stable prices and a well-functioning financial system provide a conducive environment for investment, savings, and 

long-term economic growth (Friedman, 1968; Bernanke and Gertler, 1995). In essence, business freedom encompasses a 

multifaceted array of policies and institutions that shape the economic landscape of a country.  

By understanding and addressing the determinants of business freedom, policymakers can create an enabling environment that 

promotes entrepreneurship, investment, and economic prosperity, ultimately benefiting society as a whole. Following the 

methodologies (Goldsmith, 1995; De Haan and Siermann, 1998; Dawson, 1998; Heckelman, 2000; Heckelman and Stroup, 2000; 

De Haan and Sturm, 2000; Dawson, 2003; Arora and Vamvakidis, 2006; Gwartney, Holcombe et al., 2006; Clark and Lawson, 

2008; Cebula, 2011; Cebula and Mixon, 2012; Gwartney et al., 2018; Sajid and Ali, 2018; Senturk and Ali, 2021), the functional 

form of the model becomes as:  

BFit=f(FFit, MFit, GOVTit, POLit, TRADit, CTit)  (1) 

BF= Business Freedom 

FF= Fiscal Freedom 

MF= Monetary Freedom 

GOVT= Government Effectivness  

POL= Political Stability  

TRADE= Trade Freedom  

For examining the relationship between the explanatory variables and explained variables, the mathematical model can be 

converted into the econometric model. The model can be written as:  

BF𝑖𝑡= 𝛼 + β
1
(FF𝑖𝑡 +β

2
MF𝑖𝑡 + β

3
GOVT

𝑖𝑡
 +β

4
POL𝑖𝑡  +β

5
TRAD𝑖𝑡+µ

1
  (2) 

where  

𝛼 = intercept  

β
𝑖
= slope coefficient  

µ = white noise error term  

 

4. RESULTS AND DISCUSSIONS 

Estimated descriptive statistics and correlation matrix have been given in appendix, these results provide reasonable properties 

of the data for the further empirical analysis.  

The estimated outcomes reveal a significant and negative impact of fiscal freedom on business freedom within developing 

countries. Fiscal freedom, encompassing government revenue and expenditure policies, holds considerable sway over both real 

and financial activities, shaping the landscape for business and economic endeavors (Baum and Koester, 2011). According to 

the standard Real Business Cycles (RBC) models, an increase in government expenditures tends to dampen private consumption 

and business activities overall (Baxter and King, 1993; Rahmayanti & Horn, 2010). Conversely, conventional Keynesian models 

posit that higher government expenditures stimulate private consumption and foster overall economic growth (Blanchard and 

Simon, 2001). The estimated results from our analysis point to an inverse relationship between fiscal freedom and business 

freedom. Specifically, the findings indicate that a 1 percent increase in fiscal freedom is associated with approximately a 3 

percent decrease in business freedom across various estimation techniques. This suggests that as developing countries elevate 

their levels of revenues or expenditures, it tends to dampen business activities and curtail business freedom. Such findings 

underscore the intricate interplay between fiscal policies and the business environment, highlighting the need for careful 

consideration and strategic policymaking to foster conducive conditions for business growth and entrepreneurship in developing 

economies. 

The relationship between monetary freedom and business freedom garnered significant attention towards the end of the twentieth 

century, as the interest rate emerged as a pivotal determinant of business and economic activities (Campbell, 1998). Additionally, 

the money supply wielded a considerable influence on economic growth, establishing direct and indirect linkages between 

monetary freedom and business freedom (Asogu, 1998). However, our estimated outcomes suggest that monetary freedom exerts 

an insignificant impact on business freedom within developing countries. A key factor contributing to this negligible relationship 

is the lack of independence in monetary policy within developing countries. Central banks in these nations often face constraints 

that limit their ability to provide financial incentives to both domestic and foreign investors, thereby hindering efforts to stimulate 

investment (Anwar and Suhendra, 2020; Cantelmo et al., 2022). As a result, the inconsistent nature of monetary policy fails to 

exert a significant influence on business and economic activities within developing countries. This underscores the importance 

of addressing institutional shortcomings and enhancing monetary policy autonomy to foster a more conducive environment for 

business growth and entrepreneurship in these economies. 

The debate surrounding the policy mix, encompassing fiscal and monetary policy, has roots dating back to the Keynesian and 

Neo-Classical eras, reflecting the inherent complexities of market economies (Prasetyo & Zuhdi, 2013). The contention arises 

from the recognition that markets are imperfect, necessitating interventions to mitigate distortions stemming from market 

failures. The overarching goal is to enhance efficiency and promote economic growth. However, it is imperative that policy 

interventions do not supplant the workings of the market system but rather compensate for its deficiencies (Prasetyo & Zuhdi, 
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2013). Our findings align with this discourse, indicating that policy mix adversely impacts business freedom within developing 

countries. While policy interventions may be implemented with the intention of addressing market imperfections and fostering 

economic growth, they can inadvertently constrain business freedom. This underscores the delicate balance required in designing 

and implementing policy measures, ensuring that they complement rather than hinder the functioning of the market system. 

Moreover, it emphasizes the need for policymakers to carefully consider the potential repercussions of policy mix interventions 

on business freedom and overall economic dynamism. 

Government effectiveness plays a crucial role in fostering an environment conducive to active citizen participation in both 

societal and economic realms (Feldman et al., 2016). By ensuring proper competition and effective governance, governments 

lay the groundwork for robust business activities that drive economic growth (McKinnon, 1993). Conversely, ineffective 

governance characterized by frequent policy shifts poses a significant threat to business freedom and constrains economic 

dynamism (Chang, 2003). Our findings underscore the pivotal role of government effectiveness in shaping business freedom 

within developing countries. The positive and significant impact observed suggests that improvements in government 

effectiveness correspond to notable increases in business freedom. Specifically, our estimates indicate that a 1 percent 

enhancement in government effectiveness leads to a substantial rise in business freedom, ranging from 17 percent to 33 percent 

across various estimation techniques. This highlights the importance of fostering strong and effective governance structures to 

facilitate vibrant business activities and promote sustainable economic growth. 

 

Table 1: Panel Least Square 

Dependent Variable: BF 

Variable Coefficient Std. Error t-Statistic Prob.   

FF  -0.033797 0.014636 -2.309166                   0.0212  

MF  -0.061701 0.049802 -1.238923                   0.2158  

GOVT  0.330626 0.021986 15.03813                             -    

POL  0.04506 0.019071 2.362704                   0.0184  

TRAD  0.239976 0.042338 5.668063                             -    

C 38.64125 4.539199 8.512789                             -    

R-squared 0.479564 Mean dependent var 56.19644 

Adjusted R-squared 0.474882 S.D. dependent var 13.70243 

S.E. of regression 9.929464 Akaike info criterion 7.439222 

Sum squared resid 65762.37 Schwarz criterion 7.486095 

Log likelihood -2500.018 Hannan-Quinn criter. 7.457372 

F-statistic 102.4362 Durbin-Watson stat 0.235536 

Prob(F-statistic) 0       

 

The relationship between the political environment and economic growth in developing countries remains a topic of ongoing 

debate. The type of government and the broader political climate exert significant influence on both business freedom and 

economic growth trajectories. Democratic political systems typically provide a conducive environment for fostering business 

activities, as they tend to prioritize transparency, accountability, and the rule of law (Roy et al., 2015). Conversely, frequent 

changes in government leadership, particularly under non-democratic regimes, often result in unpredictable economic policies 

and undermine business freedom. Political instability further exacerbates these challenges, creating conditions ripe for bribery, 

corruption, and rent-seeking behavior among bureaucrats and politicians (Schumacher, 2013). The uncertainty and lack of 

institutional stability associated with political instability can deter investment, hinder entrepreneurship, and impede economic 

growth. Consequently, the political environment plays a crucial role in shaping the business climate and determining the extent 

to which businesses can thrive and contribute to overall economic development in developing countries. 

The relationship between trade freedom and economic growth has been the subject of extensive research and analysis (Dawson, 

2010). International trade offers significant advantages for both individuals and businesses within a country. By specializing in 

the production of goods and services in which they have a comparative advantage, countries can achieve substantial gains in 

production efficiency and overall welfare. These gains stem from increased productivity and more efficient allocation of 

resources, leading to enhanced economic growth and development over time. Trade freedom fosters economic growth by 

facilitating the expansion of output and promoting greater efficiency in resource allocation (McMullen et al., 2008; Méndez-

Picazo et al., 2021). As countries engage in trade and export-oriented activities, they generate higher levels of output and income, 

driving growth in the export sector and creating opportunities for businesses to expand their operations. This process often 

requires a corresponding increase in business freedom to accommodate the growing demands and complexities of international 

trade, further stimulating economic activity and contributing to overall economic growth. 
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5. CONCLUSIONS 

Based on the estimated results and discussions presented in this study, several major conclusions can be drawn. Firstly, fiscal 

freedom has been found to have a positive and significant impact on business freedom in developing countries, whereas monetary 

freedom has shown to have an insignificant impact on business freedom across all estimated techniques. This suggests that the 

policy mix, particularly fiscal policies, may be exerting a depressant effect on business freedom in these countries. Additionally, 

the estimated findings reveal that government effectiveness, political stability, and trade freedom positively and significantly 

influence business freedom in developing countries, with consistent results across all estimation techniques. However, it's worth 

noting that the random effect model yielded opposite results for political stability, indicating a potential area for further 

investigation and refinement. Furthermore, the study underscores the importance of institutional development in fostering 

business freedom within developing countries. Institutional factors such as government effectiveness, political stability, and trade 

freedom play pivotal roles in shaping the business environment and promoting entrepreneurship and economic growth. In 

summary, the overall results of the study highlight the critical roles played by institutional development and policy mix in 

determining business freedom in developing countries. Addressing challenges related to fiscal policies, enhancing government 

effectiveness, ensuring political stability, and promoting trade freedom are essential steps towards creating a conducive 

environment for businesses to thrive and contribute to sustainable economic development. 
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Appendix 

Table A: Descriptive Statistics 

  BF FF MF GOVT POL TRAD 

Mean  56.01277  68.04029  72.69882  30.54188  33.03939  68.84786 

Median  55.80000  77.15000  74.05856  24.64455  27.83019  70.00000 

Maximum  94.30000  99.90390  88.31813  92.30769  93.86793  88.74000 

Minimum  17.30000  0.000000  0.000000  0.000000  0.000000  23.80000 

Std. Dev.  13.64923  27.26261  8.346784  22.30390  24.73515  10.12296 

Skewness -0.12799 -1.20251 -2.51636  0.694485  0.685487 -0.5785 

Kurtosis  3.210640  3.358188  19.33024  2.455115  2.533574  3.740829 

Jarque-Bera  3.228415  169.9834  8492.484  65.94922  62.12726  53.63594 

Probability  0.199048  0.000000  0.000000  0.000000  0.000000  0.000000 

Sum  39489.00  46947.80  50743.77  21715.28  23491.01  46954.24 

Sum Sq. Dev.  131156.2  512099.1  48559.15  353199.3  434397.5  69784.98 

Observations  705  690  698  711  711  682 

 

Table B: Correlation Matrix 

Variables BF FF MF GOVT POL TRAD 

BF 1           

FF 0.009524 1     

MF 0.10801*** 0.079147** 1    

GOVT 0.645857*** 0.103568*** 0.236368*** 1   

POL 0.392904*** 0.153928*** 0.232034*** 0.524891*** 1  

TRAD 0.417658*** 0.016395 0.105778*** 0.377446*** 0.158595*** 1 
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