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Introduction
Few phenomena are as intensely debated as the market economy, which has been
the case for centuries." One debate concerns whether a system relying on mar-
kets is able to generate economic development (or, rather, if such a system is
better able to do so than economic systems that rely on central planning). That
debate has, on the whole, been settled—it is by now clear that Adam Smith’s
early prediction that the market economy is uniquely capable of creating wealth
in nations was and is correct (Acemoglu, Johnson, and Robinson, 2005; Bennett,
Faria, Gwartney, and Morales, 2017; Berggren, 2003; Bergh and Karlsson, 2010;
Bjornskov and Foss, 2012; Connors, Gwartney, and Montesinos, 2020; de Haan,
Lundstrom, and Sturm, 2006; Gwartney, 2009; Hall and Lawson, 2014; Hall,
Sobel, and Crowley, 2010; North, 1990; Rode and Coll, 2012).>

A second debate concerns the distribution of resources. Even if
market-economic systems are better at generating material resources than other
systems, they may turn out to be characterized by inequality, for example, of
income and wealth. If some people are better able to take advantage of the oppor-
tunities offered by a market order, they will be able to earn and accumulate more
resources than other people—a charge not least launched by Marx in his critique

By the “market economy”, we mean an economic system within the rule of law building on pri-
vate property and the use of both domestic and international markets to satisfy people’s wants.
This does not mean that there are not unsettled issues about what kinds of policies, within the
framework of a market economy, are best able to stimulate growth. This is not least the case
with regard to the size and character of the welfare state (see, e.g., Bergh, 2019) but also, for
example, with regard to the efficacy of competition policy (Moschel, 2001).
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of the “capitalist mode of production”, which, according to his analysis, entails

grave exploitation of the proletariat by the capitalist class (Foley and Duménil,
2008). More recently, Piketty (2014, 2020) has gone to great lengths to investi-
gate the extent of and reasons for inequality around the world. However, whether
elements of the market economy increase or decrease within-country inequality
is a contested issue. The literature investigating this particular question has thus

far produced mixed results, as illustrated for example, by two of our own studies

(Berggren, 1999; Bergh and Nilsson, 2010) reaching somewhat different conclu-
sions. Bennett and Nikolaev (2017) review this literature and conclude that differ-
ent results emerge depending on the choice of country sample, time period, and

the inequality measure used.

Setting aside these two debates—about whether the market economy pro-
duces wealth and inequality—the purpose of this chapter is to present our research
on how the market economy affects cultural traits, in particular trust, tolerance,
and antisemitism. This topic relates to a third debate about the consequences of
markets. It is not uncommon to associate free markets with characteristics that
bring about “immoral” or culturally adverse behavior (cf. Storr and Choi, 2019).
For example, Hirschman (1982) outlines arguments to the effect that there is a risk
for market-based economies to entail individualism and greed, which could erode
civic assets such as social trust that foster the development and sustainability of
public goods. Again, Marx makes a central appearance: “[I]n the Communist
Manifesto and other early writings, Marx and Engels make much of the way in
which capitalism corrodes all traditional values and institutions such as love, fam-
ily, and patriotism. Everything was passing into commerce, all social bonds were
dissolved through money” (Hirschman, 1982: 1467). This tendency for a mar-
ket-oriented system to “dissolve all social bonds” would even, averred Marx, be
a central factor behind the demise of such a system—a mechanism explaining its
pending self-destruction.

In a similar vein, Bowles (1988) points out that economists generally assume,
following Hume, that preferences are exogenous to institutions. This assumption
has a methodological rationale, but it may nevertheless be incorrect. Indeed, he
argues that there are good reasons to think that economic institutions “affect pref-
erences through their direct influences on situational construal, forms of reward,
the evolution of norms, and task related learning as well as their indirect effects
on the process of cultural transmission itself” (1988: 102). To take one example by
Bowles, “economic institutions influence the structure of social interactions and
thus affect the evolution of norms by altering the returns to relationship-specific
investments such as reputation-building, affecting the kinds of sanctions that may
be applied in interactions, and changing the likelihood of interaction for different
types of people” (1988: 77).

This brings us to our research. We agree with the premise that economic (and
legal) institutions have the capacity to influence both preferences and beliefs, and
thus that they have cultural consequences. However, we are less convinced than
Marx and others that these consequences are detrimental for society. In the fol-
lowing, we will present a theoretical outline of how we perceive market-economic
systems to affect cultural outcomes of a kind we refer to as social attitudes. We will
stress two channels: one direct (from institutions to attitudes) and one indirect
(from the market process enabled by institutions to attitudes). We then proceed to
introduce the results of empirical research into how economic freedom (primarily
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measured by the index presented in Economic Freedom of the World) relates to
social trust, tolerance, and antisemitism.> In brief summary, our results point to
a capacity for economic freedom to generate social trust and tolerance, and to a
more complex relationship to antisemitism.* What seems clear is that studies of
the determinants of the cultural fabric of society need to take economic and legal
institutions into account, and to do so in an open-minded way, not least against
the background of pronouncements from Marx and others about the culturally
harmful influence of the market economy.’

Theoretical framework

Our basic theoretical framework, linking economic freedom to social attitudes,
is depicted in figure 3.1. By economic freedom we mean the set of policies and
institutions that undergird a market economy—in essence, a small government;
a high-quality legal system (protecting, among other things, private property); a
stable and anti-inflationary monetary policy; openness for goods, services, and
capital; and easy regulation of credit, business, and labor. These are the areas of
the index presented in Economic Freedom of the World (EFW index). The social
attitudes we have in mind and have studied empirically are social trust (trust in

Figure 3.1: Economic freedom and social attitudes
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3 Other cultural variables have been related to economic freedom as well: subjective well-being
(Gehring, 2013; Graafland, 2020; Knoll, Pitlik, and Rode, 2013; Nikolaev and Bennett, 2017;
Rode, 2013); materialism (Teague, Storr, and Fike, 2020); gender equality (Stroup, 2007;
Zweimiiller, Winter-Ebmer, and Weichselbaumer, 2008); perceived life control (Pitlik and
Rode, 2016); violations of human rights (de Soysa and Vadlammanati, 2013; Dreher, Gassebner,
and Siemers, 2012); and social conflict (de Soysa and Fjelde, 2010; Steinberg and Saidemann,
2008). For a general survey of studies using economic freedom as an explanatory variable in
empirical analysis up until 2014, see Hall and Lawson, 2014.

4 Where appropriate, we will include references to related research by others.

5 It bears noting that, if cultural variables like tolerance and trust are affected by economic
freedom, and if the cultural variables affect economic growth (Berggren and Elinder, 2012;
Bjornskov, 2018), they may constitute important mechanisms that explain why economic
freedom generates economic growth (Mathers and Williamson, 2011). Still, Williamson and
Mathers (2011) find that economic freedom and culture have independent influences on growth.
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people in general, in people one does not know), tolerance (an open and accept-
ing attitude towards people who are different from oneself), and antisemitism (a
dislike of Jews for being Jews).®

The first mechanism

The first mechanism (arrow 1) linking economic freedom and social attitudes
involves a direct influence of legal institutions (a key element of economic free-
dom). In a setting where people perceive the legal system to be fair, general (or
universal), and effective, this directly shapes their attitudes towards other people,
most of whom they know little about. Why so? Rothstein (2000) explains how
the rule of law can generate one important attitude, social trust:

In a civilized society, institutions of law and order have one particularly
important task: to detect and punish people who are “traitors”, that is, those
who break contracts, steal, murder and do other such non-cooperative things
and therefore should not be trusted. Thus, if you think (i.e., if your cognitive
map is) that these particular institutions do what they are supposed to do in a
fair and effective manner, then you also have reason to believe that the chance
people have of getting away with such treacherous behavior is small. If so, you
will believe that people will have very good reason to refrain from acting in a
treacherous manner, and you will therefore believe that “most people can be
trusted”. (Rothstein, 2000: 491-492)

In a similar vein, tolerance can be expected to emerge if legal institutions are
such that people do not fear those who are not known. If there is a formal system
of de facto protection against exploitation, opportunistic behavior, and harmful
activities, there is less reason to harbor suspicious feelings towards those who are
different (which is the case for many minorities), and they will be more easily tol-
erated. The logic applies to antisemitism (which can be regarded as a form of intol-
erance) as well. If one holds certain stereotypical beliefs about Jews, and some
folk-economic beliefs about how the market economy works (perhaps especially
that it is a zero-sum game), the stronger the rule of law, the less threatening Jews
will be perceived to be, and the less antisemitic people will be.”

The second mechanism

The second mechanism (arrows 2 and 3 in the figure) linking economic freedom
and social attitudes is indirect and involves the market process. By the market
process we mean the ongoing set of activities pursued by economic actors, be
they entrepreneurs, producers, retailers, consumers, financers, or something else.
They innovate, produce, sell, consume, and invest in order to try to satisfy their

6 Figure 3.1is not intended to show all factors shaping social attitudes; the fact that we focus on
economic freedom here does not mean that other determinants do not exist. Nor does the fig-
ure provide details that are specific for each type of social attitude. One should view the figure
as encapsulating a “least common denominator” approach, illustrating basic mechanisms at
work, with additions and modifications in each case.

7 One indication of the capacity of laws to influence social attitudes is provided by Aksoy,
Carpenter, De Haas, and Tran (2020). They find that legal recognition of same-sex marriage is
associated with improvements in attitudes toward sexual minorities.
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preferences in a system characterized by dynamism, voluntariness, competition,
and exchange. This process is enabled and shaped by the policies and institutions
in place, that is, by the degree of economic freedom. One can typically expect
greater economic freedom to facilitate the market process, and hence more eco-
nomic activities to occur (which generates higher economic value per capita in
the end, roughly indicating more satisfied preferences).

How, then, can the market process affect social attitudes? We argue that it
can do so by affecting incentives and by providing mechanisms that entail expe-
riences that promote internalization of pro-social norms. Regarding incentives,
economic actors have an interest in being perceived as trustworthy in order to
engage in voluntary transactions with others. This will be beneficial in securing
various partnerships and relationships in the market economy. Likewise, there
are incentives for being tolerant in cases where a rejection of people for having a
certain characteristic entails getting a workforce with lower productivity or buy-
ing goods and services with less preference satisfaction.

The market economy also provides mechanisms for signaling trustworthiness
and tolerance, and for holding others responsible if they do not display these traits.
For example, information can be obtained and verified through extended deal-
ings/experience, reputation (verbal/online grading), brand names, franchises,
test agencies, and so. Together, incentives and mechanisms can induce “good”
behavior, which, if observed and experienced continually as a typical feature of
economic exchange, can become internalized. This would constitute a benefi-
cial cultural effect from economic freedom. On the other hand, as Bowles (1998)
points out, there is a risk that materially oriented incentives weaken people’s
intrinsic motivation, that is, to trust, be trustworthy, and tolerate. This theoret-
ical ambiguity makes empirical analysis crucial.® Let us therefore now turn to a
number of empirical studies to see if the theoretical predictions are consistent
with the data.

Economic freedom and trust

Social trust is among the most important cultural characteristics of a society.
By social (or generalized) trust is meant widespread trust in people in general,
in people one does not know or have particular information about.’ It reveals

As a precursor to our own findings (reported below), it bears noting that at least three studies
indicate that culturally beneficial effects of market interaction exist. Henrich et al. (2001) find,
after conducting behavioral experiments in 15 small-scale societies, that the higher the degree
of market integration, the greater the level of cooperation in experimental games. Baldassarri
(2020) suggests that the more Italians engage in market exchange, the more they are forced to
interact with unknown others, in turn extending prosocial behavior to outgroup members; a
nationwide “dropped-wallet” experiment confirms that, in areas where market exchange is dom-
inant, return rates are high, and prosocial behavior encompasses both ingroup and outgroup
members. Bjornskov (2019) furthermore shows a strong relation between the civic honesty of
this kind of experiment and social trust. Lastly, Teague, Storr, and Fike (2020) demonstrate,
using cross-country data, that the more economic freedom, the less materialism there is.

This stands in contrast to particularized trust—trust in people one knows or knows something
about—and institutional trust— trust in organizations (mostly political ones, such as the central
bank, government and political parties). On the different concepts of trust, see Hooghe and
Stolle, 2003.
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something fundamental about how people regard others in their society: what
they expect from the behavior of more or less random people. It thus likely also
affects their own behavior: whether they feel comfortable interacting and engag-
ing with strangers, especially when such interaction and engagement involves
uncertainty and risk.

A large but still growing body of empirical research documents that social trust
matters for a range of widely valued outcomes (see Uslaner, 2018 for a general
overview). To mention a few examples, social trust seems conducive to higher
economic growth (Zak and Knack, 2001; Berggren, Elinder, and Jordahl, 2008;
Algan and Cahuc, 2010; Bjernskov, 2012), more delegation in companies (Gur
and Bjornskov, 2017), better health (Ljunge, 2014), more education (Bjornskov,
2009; Papagapitos and Riley, 2009), better governance (Knack, 2002; Bjgrnskov,
2010), higher participation in the stock market and peer-platform markets (Guiso,
Sapienza, and Zingales, 2008; van der Cruijsen, Doll, and van Hoenselaar, 2019),
more independent central banks (Berggren, Daunfeldt, and Hellstrom, 2014),
more liberalizing reforms (Heinemann and Tanz, 2008; Berggren and Bjornskov,
2017; Leibrecht and Pitlik, 2015), and higher rates of subjective well-being
(Helliwell, Huang, and Wang, 2018).

Consequently, a central question is what determines social trust. Berggren and
Jordahl (2006) test the idea that the character of economic and legal institutions—
that is, economic freedom—plays a role. Inspired by the theoretical perspective
introduced above (figure 3.1), they advance the hypothesis that economic free-
dom has a positive effect on trust, through two mechanisms. A direct mechanism
stems from the rule of law creating an expectation that those who behave antiso-
cially will be punished and that such behavior will therefore be quite rare. This
in turn makes people trust others. An indirect effect stems from participation in
the market process that the market institutions enable: such participation makes
people trust others because they experience that others are trustworthy in actual
interactions, and from this a generalization takes place."

As the measure of social trust, Berggren and Jordahl (2006) use the standard
one from the World Values Survey: the share of the population replying “most
people can be trusted” to the question, “In general, do you think most people can
be trusted or can’t you be too careful?”. In their sample of some 50 countries, the
highest social trust, with shares around 2/3, is found in the Scandinavian coun-
tries. Three countries have scores below 10%: the Philippines, Uganda, and Brazil.
The US score is 36% (position 17).

To get a feeling for the relationship, figure 3.2 shows a plot between the score
on the EFW index for each country in the sample and the average level of social
trust. As can be seen, the overall relationship is positive. However, there are other
possible determinants of social trust, which is why regression analysis is called for.
Can it be established that economic freedom is related to social trust in a statisti-
cally significant way when controlling for other factors and, if so, what elements
of economic freedom matters?

When controlling for GDP per capita, the share having completed upper sec-
ondary school, income inequality, religious fractionalization, the share of the pop-
ulation that belongs to a hierarchical religion, and the share of people younger

10 Asmentioned above, this is not to say that market-oriented economics could not have negative

effects on trust. The net effect is an empirical matter.
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Figure 3.2: Economic freedom and social trust
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than 35, economic freedom is indeed positively related to social trust in a statis-
tically significant way, as are the following three constituent areas of the index:
the legal system and security of property rights, sound money, and (sometimes)
regulatory freedom (for details, see table 3.A1, p. 203). The most robust relation-
ship is with the quality of the legal system, indicating that the direct theoretical
mechanism is the most important for establishing trust. To get a feeling for the
magnitude of the relationship, an increase in economic freedom of one unit (on
the ten-unit scale) is related to an increase in social trust of about 5 percentage
points, a quite sizable effect. To exemplify (using the version of the EFW index in
Berggren and Jordahl, 2006), it would involve Chile increasing its economic-free-
dom level to the level of Canada or the United Kingdom, and the 5-percentage
point increase in social trust would correspond to a 22% increase."

It is always difficult, however, to establish causality in cross-country regres-
sions. To try to ascertain it, an instrumental-variable approach is used, using
legal origin (following La Porta, Lopez-de-Silanes, Schleifer, and Vishny, 1999)
as instruments. The idea is to relate the rule of law to a variable—the type of his-
torical legal system (Socialist, French, German, or Scandinavian)—that in itself is
unrelated to social trust, and consistent estimates can be obtained if such a rela-
tionship can be established and if the instrument is not correlated with the error
term. Reassuringly, doing so lends support for a causal effect from the rule of law
to social trust.””

11

12

This type of country comparison should be interpreted with care, since the regression results
reflect average associations.

Two other studies lend further support for the main result overall: that a certain kind of formal
institution can generate social trust. Cassar, d’Adda, and Grosjean (2014) show experimentally,
using market and trust games with exogenous variation in institutional quality, that signif-
icant increases in trust and trustworthiness followed exposure to better institutions. Bergh
and Orhvall (2018) investigate how social trust among emigrants from a high-trust country
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Economic freedom and tolerance
In this section, we present three studies of the relationship between economic
freedom and tolerance.

Economic freedom fosters tolerance across countries

When considering the cultural fabric of a society, social harmony based on tol-
erance arguably constitutes another valuable characteristic, in addition to social
trust. Corneo and Jeanne define tolerance as “respect for diversity” (2009: 691),
and Florida defines it as “openness, inclusiveness, and diversity to all ethnicities,
races, and walks of life” (2003: 10).”

Why is tolerance desirable? Perhaps most importantly, tolerance implies a bet-
ter life for minorities of various kinds. In a tolerant society, people are assessed
on their merits, not on the basis of having a certain characteristic unrelated to
their qualities in social and economic life. Inglehart, Foa, Peterson, and Welzel
(2008) and Berggren, Bjornskov, and Nilsson (2017, 2018) also find that subjec-
tive well-being is higher in tolerant societies—not only for minorities of various
kinds but also for the majority, since it is often the case that most people harbor
no ill will towards others, and benefit from allowing those who are different to
participate in all kinds of activities. Moreover, tolerance has economic conse-
quences. In his study of historical conditions for economic progress, Mokyr finds
that “innovation requires diversity and tolerance. (1990: 12)” Florida gives an
account of why openness to people irrespective of group characteristics can entail
economic dynamism: “Places that are open and possess low entry barriers for
people gain creativity advantage from their ability to attract people from a wide
range of backgrounds. All else equal, more open and diverse places are likely to
attract greater numbers of talented and creative people—the sort of people who
power innovation and growth” (2003: 11). This reasoning obtains support from
empirical studies examining the relationship between tolerance and economic
development, although not all types of tolerance associate with more economic
development (Berggren and Elinder, 2012; Das, DiRienzo, and Tiemann, 2008;
Florida, Mellander, and Stolarick, 2008; Gani, 2015; McGranahan and Wojan,
2007; Ottaviani and Peri, 2006; Qian, 2013).

To the extent that one cares about these outcomes, it becomes important to
investigate what determines how tolerant people in a society are. That is the topic
of Berggren and Nilsson (2013). They noted that previous studies on tolerance
formation paid scant attention to the potential role of economic-legal institu-
tions and therefore undertook a study relating the EFW index to three types of
tolerance."* Their idea, building on the theoretical framework presented above,
is that economic freedom is able to stimulate tolerance, both through the legal

(Sweden) adapts to new circumstances and find, at least among those under the age of 30,
an influence of institutional quality (measured by the second area of the index in Economic
Freedom of the World, Legal System and Property Rights) on trust.

A more classical way of defining tolerance is the non-interference with beliefs, actions, or peo-
ple that one dislikes or finds objectionable (Von Bergen and Bandow, 2009) but, in our way of
interpreting the concept, we also include people with a positive attitude.

Previous research in the social sciences on what makes a society more tolerant has found, for
example, that GDP per capita and becoming a member of the EU are positively related to tol-
erance towards gay people (Corneo and Jeanne, 2009), while income inequality stands in a
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institutions that enable the rule of law and through the market process. Market
institutions create assurance in dealings with strangers, since the generality of
the rule of law guarantees that legal rules apply equally to everyone and since the
legal system ensures that, with high probability, violators will be punished, which
deters opportunism. This in turn tends to make us less suspicious of others, even
those who are different from us. These market institutions also enable the mar-
ket process, the dynamic functioning of the market economy, which can stimu-
late tolerance by having people internalize a positive outlook on others through
experiences of mutually rewarding interaction and exchange.”® One can also think
of a long-term influence from the market process on tolerance by its ability to
transform society over time, from the small, closed group (that exerts pressure on
people to conform to one way of life) to the Great Society, to use a Hayekian term,
where people are not as inclined to control and dislike those who deviate from
majority practices and characteristics. But, as noted in the theory section above,
there could also be a negative effect from the market process, if markets bring
about greed and a perception that certain groups benefit in an unfair way from
market exchange; if markets are anonymous and therefore bring about deceptive
behavior; if markets crowd out altruistic sentiments; or if markets result in high
inequality (cf. Hirschman, 1982).

To see which effect dominates, the empirical investigation uses three mea-
sures of tolerance from the World Values Survey (various years) and the European
Values Study (various years). The first, tolerance towards gay people, refers to the
share of the population that does not pick “homosexuals” in answer to the ques-
tion: “On this list are various groups of people. Could you please mention any that
you would not like to have as neighbors?”. The second measure, tolerance towards
people of a different race, refers to the share of the population that does not pick

“people of a different race” in answer to the same question. The third measure, the

importance of teaching kids tolerance, is calculated using the share of the pop-
ulation answering “Important” to the quality “Tolerance” when being asked the
question: “Here is a list of qualities that children can be encouraged to learn at
home. Which, if any, do you consider to be especially important?”.

We can first take a look at simple scatter plots showing the relationship between
these tolerance measures and the EFW index (figure 3.3a-3.3c). The relationship
is positive in all three cases, but for tolerance towards people of a different race,
the curve is rather flat, which indicates relatively little variation. However, it may
be that other factors than economic freedom shape tolerance. Therefore, the fol-
lowing control variables are used in a regression analysis: GDP per capita, educa-
tion, the share of the working-age population that is young, the urban population
share, family values, religious fractionalization, ethnic fractionalization, a dummy
for Catholic religion, a dummy for Muslim religion, civil liberties, political rights,
and a set of geographical dummies.

negative relation to this type of tolerance (Anderson and Fetner, 2008). More recently, Bonick
and Farfan-Vallespin (2016, 2018) document institutional origins of racism.

To this one can add that there may be incentives for acting as if tolerant in the market process,
even though one has not internalized a social attitude of tolerance. This follows from Becker’s
(1971) theory of discrimination and the idea that firms that do not hire people because they hap-
pen to belong to some group, even if they are more productive, will tend to be out-competed
in the market process over time, which tends to discourage discrimination.
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of a different race
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Figure 3.3b: Economic freedom and tolerance towards gay people
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Figure 3.3c: Economic freedom and the share finding it important
to teach children tolerance
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The analysis, with a sample of almost 70 countries, is presented in table 3.A2
(p. 203) and reveals that economic freedom is positively related to all three toler-
ance measures in a statistically significant manner, but the strongest relationship,
both in terms of significance and magnitude, is the one with tolerance towards
gay people. To get a feeling for the size of the effect, an increase in economic free-
dom of one unit (on the ten-unit scale) entails an increase in tolerance towards gay
people of about 7 percentage points. Looking at the five areas of the EFW index,
they find that in particular two areas drive the results: the quality of the legal sys-
tem and a responsible monetary-policy regime. An increase in the quality of the
legal system by one unit is related to an increase in tolerance towards gay people
of almost 6 percentage points and to an increase in tolerance towards people of
a different race, as well as in the importance of teaching kids tolerance, of almost
3 percentage points. The magnitude of the effect from monetary policy is about
half the size (but it is not statistically significant for the race measure). To exem-
plify (using the EFW index in Berggren and Nilsson, 2013), going from the level
of quality of the legal system in the United States to that of Austria or Singapore
would entail an increase in tolerance towards gay people of 6 percentage points,
the equivalent of 29%.

In order to examine if the relationship could be a causal effect, they make use
of two instrumental variables that relate to economic freedom but not to toler-
ance: central-bank independence and a dummy for experience with hyperinfla-
tion in the past. The results from the instrumental-variable analysis indicate that
the relationship is causal.

To summarize this study, its purpose was to fill a void in the tolerance literature
by investigating whether market-oriented institutions were able to partly explain
the prevalence of tolerance towards gay people, tolerance towards people of a

fraserinstitute.org/economic-freedom = Fraser Institute ©2020



198 - Economic Freedom of the World: 2020 Annual Report

16

different race, and the view that it is important to teach kids tolerance. The result
suggests a positive and probably causal effect of economic freedom and two of
its areas. This is another indication that economic freedom has the capacity to
affect the cultural character of society, and in a way that most people arguably
consider beneficial."®

Market institutions bring tolerance, especially

where there is social trust

So far, we have established that economic freedom is able to boost both social
trust and tolerance in society. Building on those results, Berggren and Nilsson
(2014) explore how social trust influences the relationship between economic
freedom and tolerance. The idea is that social trust can function as a catalyst:
the more there is, the more positive the effect of economic freedom on toler-
ance. Why so? Referring to the theoretical framework outlined above, the rule of
law can bring about more tolerance if there is trust, because this reinforces the
expectation that the legal system will treat everyone equally, fairly, and in accor-
dance with the rule of law. As for the market process, the tendency for tolerance
to be internalized can be expected to be reinforced by trust, since it makes peo-
ple less suspicious of others and more relaxed in their attitudes. Furthermore, a
free economy is characterized by dynamism and development—and therefore by
uncertainty. With trust, people are less prone to fear that they will lose out and
that others benefit at their expense.

The empirical analysis applies to 68 countries and uses the indicator of toler-
ance towards gay people used also in Berggren and Nilsson (2013) and outlined
above, the same indicator of social trust as before (from the World Values Survey)
and the EFW index and its five areas, and the same control variables. Economic
freedom is interacted with social trust in the regressions. What is found? The
result can be seen in table 3.A3 (p. 204), but we recommend figure 3.4 in order to
see how the EFW effect varies across levels of social trust.

First, social trust is positively related to tolerance, but so is economic freedom
when entered in the same regression as social trust. Second, when social trust and
economic freedom interact, it turns out that the hypothesis of social trust as a cat-
alyst seems correct for the overall EFW index and, for most values of trust, for the
areas measuring the quality of the legal system, monetary stability (especially),
and regulatory freedom. We illustrate the interaction effect for the overall index
in figure 3.4. The solid line shows the point estimate of a regression with all con-
trols, and the dashed lines show the 95% confidence interval. When both dashed
lines are on the same side of the zero line, it implies statistical significance for the
relationship—and as can be seen, this applies here, except for very low levels of
economic freedom. A move from a trust level of 20 (roughly South Africa) to 40

Two other studies lend general support to the findings here, while not using the index of
Economic Freedom of the World. Berggren and Nilsson (2015) relate the KOF Globalization
Index to a willingness to teach children tolerance and find a positive effect of social and eco-
nomic (but not of political) globalization. This result suggests that openness for people, goods,
services, capital, and culture makes people realize the value of tolerating those who are different
in the world. Aksoy, Carpenter, De Haas, and Tran (2020) show that the introduction of same-
sex marriage made people more positive towards gay people, indicating the power of formal
institutions to shape social attitudes.
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Figure 3.4: How the effect of the EFW index on tolerance varies
with social trust

Social trust

(roughly Ireland) experiences an increase in how economic freedom affects tol-
erance; in the former case, a one-unit increase in economic freedom is associated
with about 8 percentage points higher tolerance, while in the latter case, the cor-
responding number is about 12 percentage points. To summarize, it seems to be
the case that formal institutions can affect cultural outcomes like tolerance, and
even more so in a cultural context where people trust each other.

Economic freedom and tolerance in the United States

So far, the presented studies have looked at the cross-country pattern. In an
extension of the literature, Berggren and Nilsson (2016) examine the relationship
between economic freedom and tolerance in the United States. They use the index
published in the Fraser Institute’s Economic Freedom of North America, which
measures the size of government, the tax burden, and the degree of labor-market
regulation in each state, to see whether economic freedom in US states affects
classical tolerance indicators as reported in the General Social Survey. The indi-
cators ask whether people think that different groups should be allowed to make
public speeches, keep books in the library, and teach college students. The study
covers the years from 1982 to 2008, a period when tolerance increased quite
substantially throughout the country, but with varying levels among states. The
empirical analysis focuses on four tolerance measures: tolerance towards racists,
gays, atheists, and communists. The results (in Table 3.A4, p. 205) show that more
economic freedom is related to more tolerance towards gay people (marginally)
and, with a higher degree of statistical significance, to tolerance towards atheists
and communists. To get a feeling for the magnitude of the relationship, another
unit of change in economic freedom (on the ten-unit scale) is related to about 7
percentage-points higher tolerance towards atheists. There is no such effect for
tolerance towards racists, however, indicating a deep-seated reluctance to toler-
ate that group. A more fine-grained analysis of the different variables of the index
in Economic Freedom of North America suggests that the driving factor behind
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more tolerance towards atheists, communists, and gay people is reduced top mar-
ginal tax rates. This implies that more general taxation that does not single out par-
ticular income earners seems able to affect attitudes towards minorities positively.

Tolerance among second-generation immigrants in Europe

The analyses presented above are all of a cross-country or cross-state kind. A recent

study by Berggren, Ljunge, and Nilsson (2019) takes a different approach and

uses individual-level data to examine the roots of tolerance for second-generation

immigrants in Europe. They use the epidemiological method, which helps rule out

reverse causality, relating the individual tolerance levels of these immigrants to 46
different characteristics of the countries from which their parents migrated (from

all over the world). To this end, they use data on tolerance towards gay people

from the European Social Survey 2004-2012, the indicator being the degree (on

a four-point scale) to which they agree with the statement: “gay men and lesbians

should be free to live their own life as they wish”. They also use information about

their countries of origin with respect to, for example, economic, cultural, and

institutional factors. As one of the institutional measures, they use the index from

Economic Freedom of the World and its five areas. The findings (in Table 3.A5, p. 205)

are in line with the results in Berggren and Nilsson (2013), to the effect that the

second area of the EFW index, the quality of the legal system, relates positively to

more tolerance. However, the size of the effect is quite small: one more unit, on

the ten-unit scale, of quality of the legal system is associated with more tolerance

towards gay people of about 0.07, which is a quite small effect, given the average

value of 3.75 (but note that the model construction is such that the index values

are from 1970 and are related to the present-day attitudes of individuals residing
in another country). Other factors that appear to matter are the share of Muslims,
two attitudes among people in the country of origin (valuing children being tol-
erant and respectful, and valuing children taking responsibility), and impartial

institutions. The last one is conceptually closely related to the quality of the legal

system. These findings thus point to an important role for both formal- and infor-
mal-institutional background factors in shaping tolerance.

Economic freedom and antisemitism

One of the oldest forms of intolerance and hatred is directed against Jews for being
Jews. It is still highly present in the world (Lipstadt, 2019), but its prevalence var-
ies among countries.”” Might economic freedom provide part of the explanation of
this variation? That is explored in new, preliminary work by Berggren and Nilsson
(2020). They argue that the ability of economic freedom to explain the level of
antisemitism is especially plausible, since this kind of intolerance has a strong
economic component. According to theory, antisemitism builds on stereotypes
of Jews, many of which emanate from the historical role of Jews as money-lenders
(Johnson and Koyama, 2019), and on folk-economic beliefs, especially the per-
ception of the economy as a zero-sum game, which implies that, if some people

According to the indicator ADL GLOBAL 100 (see description below), Scandinavian coun-
tries and North America have low levels of antisemitism, while high levels are reported in the
counties of the Maghreb and parts of the Middle East. Also within Europe, there are sizable
differences in people’s perceptions of Jews—the share of antisemites ranges from 4% in Sweden
to 67% in Greece.
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benefit financially, it comes at the expense of others. These two elements combine
to produce antisemitism (which is not to say there are not other bases for antisem-
itism that are unrelated to economic factors, for example, religious antisemitism).

Against this background, and in line with the theoretical framework outlined
above, Berggren and Nilsson hypothesize that antisemitism can be influenced by
economic freedom in two primary ways. First, the rule of law affects the charac-
ter of the stereotypes people hold about Jews: if they are positive or negative and
the strength with which they are held. With a legal system of high quality, people
do not feel threatened in the same way, or not at all, by a certain overgeneralized
conception of a minority, since the system of rules in place and their enforcement
ensures that economic life proceeds in an honest and mutually beneficial manner.
This entails less antisemitism. Second, the market process, enabled by the institu-
tions of economic freedom, leads to certain outcomes and, if these outcomes are
perceived to be detrimental, this can lead people to find scapegoats. Given the
historical stereotype of Jews as interested in acquiring and possessing wealth, cou-
pled with the folk-economic belief of the economy being zero-sum in character, it
can be expected that many of those who are skeptical of economic openness for
capital, goods, and services and dislike its perceived outcomes can blame the Jews
for it. Hence, the hypothesis is that openness will lead to more antisemitism."

The preliminary empirical analysis is carried out using the Anti-Defamation
League’s indicator of antisemitism, ADL GLOBAL 100 (various years), which is
the share of people in a country who choose at least six out of eleven negative
statements about Jews as being “probably true”. To take one example, a statement
reads: “Jews have too much power in international financial markets”. The main
explanatory variable of interest is the EFW index and its five areas."”” Up to 106
countries are studied.*

The results are compatible with the theoretically derived hypotheses. The qual-
ity of the legal system is negatively related to antisemitism, while openness is pos-
itively related to antisemitism. To get an idea of the size of the effect, an increase
of openness by one unit on the ten-unit scale is associated with an increased share
of antisemites of 5.5 percentage points, while a one-unit increase of the quality
of the legal system is related to a lower share of antisemites of about 3.5 percent-
age points. To exemplify (using the version of the EFW index in Berggren and
Nilsson, 2019), this would involve Japan increasing its openness level to the level
of Ireland, and the 5.5 percentage-point increase in antisemitism corresponds to

The positive “experience effect” of the market process can be expected to be small with regard
to Jews, since they constitute a small and often not identifiable minority in almost all societies.
The following control variables are used: log GDP per capita, average years of schooling, share
of Christians, share of Muslims, religious diversity, ethnic diversity, a dummy if there is a rel-
atively large Jewish population, dependency ratio, urban population share, political and civil
rights, a set of geographical dummy variables (for the regions Eastern Europe, North Africa,
Sub-Saharan Africa, and the Middle East), and a year dummy variable for 2015. Some further
variables are used in a sensitivity analysis.

Previous research on determinants of antisemitism has primarily been conducted with indi-
vidual-level data (e.g., Bilewicz, Winiewski, Kofta, and Woéjcik, 2013; Cohen, Harber, Jussim,
and Bhasin, 2009; Jikeli, 2015), or on the national, regional, or municipal level within single
countries (e.g., Grosfeld, Orcan Sakalli, and Zhuravskaya, 2020; Voigtlinder and Voigt, 2012),

while cross-country studies are very sparse because of a lack of comparable data.
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a7% increase. For the quality of the legal system, a one-unit change would mean
that Belgium improved its quality to the level of Denmark, in which case the 3.5
percentage-point reduction in antisemitism corresponds to a decrease of about
17%. The results hold quite well in an instrumental-variable analysis as well, sug-
gesting a causal relationship; and an interaction analysis indicates, for example,
that countries that make their economies more open can counteract the effect
on antisemitism by strengthening the rule of law (at least if the initial rule of law
is below six).

To sum up, the analysis of how economic freedom relates to antisemitism rein-
forces previous findings to the effect that the character of economic institutions
and the market process are able to shape social attitudes and hence the cultural fab-
ric of society. However, the results give reason for caution with respect to attitudes
towards Jews: more openness risks making negative attitudes more widespread.

Conclusion

Economic freedom has been shown to entail a number of material benefits.
However, this chapter has shown that the character of economic-legal policies and
institutions—how free they are—is also able to affect non-material or cultural out-
comes that many people care about. In economically freer countries with a strong
rule of law, people tend to be more trusting and tolerant towards gay people and
people of another race, while the relationship to antisemitism is more complex.
While a stronger rule of law is associated with less hostile attitudes towards Jews,
amore open economy is related to more antisemitism. A policy implication of the
research presented in this chapter is that policy makers should consider strength-
ening the institutions undergirding the market economy, especially the rule of law,
if they wish to improve chances for both economic growth and a stronger pres-
ence of trust and tolerance. Also, they need to consider measures to counteract
possible increases in antisemitism in conjunction with liberalization of trade and
capital flows. For social scientists trying to discern what determines how trusting
and tolerant societies are, it bears noting that economic freedom is an important
factor to include in empirical studies.”

21 Still, it bears noting that one area of the index in Economic Freedom of the World—the size of

government—is almost never significantly related to social trust or tolerance.
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Table 3.A1: Economic freedom and social trust

(1) (2) (3) (4) (5) (6) (7)
EFW 4,989*+*
(1.820)
EFW, Size of government -0.424 0.667
(1.256) (1171)
EFW, Legal structure and 3.811* 3.446**
security of property rights (1.483) (1532)
EFW; Access to sound 1.894* 1.872**
money (0.839) (0.852)
EFW, Freedom to exchange -1.051 1.044
with foreigners (1.458) (1.469)
EFWs Regulation of credit, 3.046 4,033**
labor, and business (2.364) (1.939)
GDP90 -0.070 -0.371 0.925** 0.570 0414 0.800 0.313
(0.556) (0572) (0.445) (0.461) (0.490) (0502) (0539)
Schooling 0.135 0.211 0.089 0.166 0.009 0074 0.133
(0.194) (0.197) (0.210) (0.205) (0.202) (0.208) (0.204)
Gini —0.660*** -0.474* —0.664*** -0.636** -0.306 —0.653*** —0.658***
(0.201) (0.239) (0.236) (0.207) (0222) (0.224) (0211)
Fractionalization -19.737** -18779** -21.741** —22.165%** —23.243*** -21.302** -21.677*
(7.873) (7.720) (8517) (8.019) (8.114) (8.461) (8.096)
Religion —0.235%** —-0.208**+* -0.266%+* —0.247%+* -0.263*** —-0.258*** —0.248%*
(0.058) (0.058) (0.062) (0.060) (0.060) (0.062) (0.060)
Young 0.145 0.344 0214 0.586** 0.071 0.258 0.041
(0.242) (0.293) (0.263) (0.290) (0.256) (0.259) (0.268)
Adjusted R? 0.69 074 0.64 0.66 0.66 0.64 0.66
Observations 51 51 51 52 52 51 52

Note: The dependent variable is social trust; for each country the last non-missing of the 1995 and 2000 observations. EFW and EFW1-5 are
values from 1990. The regressions include a constant term. Standard errors in parentheses. * Significant at 10%, ** at 5%, and *** at 1%. For
variable definitions and further details, see Berggren and Jordahl (2006).

Table 3.A2: Economic freedom and tolerance

Tolerance for Tolerance for Willingness to teach
gay people different races children tolerance

EFW —7.286** 2416* 2.816*
(2.934) (1.217) (1667)

EFW, Size of government -0.149 0461 -1274
(1.868) (0.689) (1.015)

EFW, Legal structure and security of property rights 5.556** 2.635* 2.929**
(2.367) (0.990) (1.177)

EFW; Access to sound money 3.195%* 0.615 1.297**
1.037) (0.487) (0.569)

EFW, Freedom to exchange with foreigners 3452 1.244 1433
(3.352) (1.405) (1.585)

EFWSs Regulation of credit, labor, and business 4771 1.352 2.963*
(3.667) (1572) (1.710)

Note: Robust standard errors in parentheses. All estimated equations include the specified measure of economic freedom, a constant term and
the same full set of control variables as before, including the country-group dummies. * Significant at 10%; ** at 5%, and *** at 1%. For the full
specification, variable definitions, and further details, see Berggren and Nilsson (2013).
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Table 3.A3: Economic freedom, social trust, and tolerance towards gay people

Overall EFW index Area 1 Area 2
EFW EFW EFW EFW, EFW, EFW, EFW, EFW, EFW,
Economic freedom 7.286** 5,991** 0570 -0.149 1492 3.270 5.556** 3519 0.575
(2.934) (2.803) (3.129) (1.868) (1.913) (3.198) (2.367) (2.433) (3.114)
Trust 0.463*** -1.751* 0.599*** 0.904** 0.410** -0.447
(0.152) (0.968) (0.184) (0422) (0.156) (0.736)
Economic freedom x trust 0.312** -0.061 0.114
(0.133) (0.070) (0.092)
Full set of controls Yes Yes Yes Yes Yes Yes Yes Yes Yes
Regional dummies Yes Yes Yes Yes Yes Yes Yes Yes Yes
Adjusted R? 0.729 0.764 0.780 0674 0.731 0.730 0.724 0.744 0.749
Observations 68 68 68 68 68 68 68 68 68
Area 3 Area 4 Area 5
EFW, EFW, EFW, EFW, EFW, EFW, EFW, EFW, EFW,
Economic freedom 3.195%* 2.552%* 0.382 3452 3.103 -0.882 4771 3.765 0118
(1.037) (1.022) (1.302) (3.352) (3.079) (4.777) (3.667) (3433) (3792)
Trust 0.424* -0.659 0.564*+* -1.028 0.509**+* -0.680
(0.169) (0607) (0.169) (1573) (0.150) (0.806)
Economic freedom x trust 0.124* 0.206 0.182
(0.062) (0.204) (0.121)
Full set of controls Yes Yes Yes Yes Yes Yes Yes Yes Yes
Regional dummies Yes Yes Yes Yes Yes Yes Yes Yes Yes
Adjusted R? 0.740 0.767 0.778 0683 0.737 0.740 0.700 0744 0.748
Observations 68 68 68 68 68 68 68 68 68

Note: The first column for each area of economic freedom shows baseline estimates. The second controls for social trust, while the third also
includes an interaction term between social trust and the area of economic freedom of interest. All estimated equations include the specified
measure of economic freedom, a constant term, a full set of control variables and regional dummy variables. * Significant at 10%; ** at 5%, and

*** at 1%. For the full specification, variable definitions, and further details, see Berggren and Nilsson (2014).
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Table 3.A4: Economic freedom and tolerance in the United States

A Tolerance A Tolerance A Tolerance A Tolerance
racists homosexuals atheists communists
A Economic freedom 0.041 0.048* 0.067** 0.087***
(0.026) (0.025) (0.024) (0.028)
Controls Yes Yes Yes Yes
Observations 101 101 101 101
Adjusted R? 0.463 0.551 0.567 0.531

Note: A denotes “change in!" The regressions contain a full set of controls (as in Table 1, column 6, in Berggren and Nilsson, 2016). Robust
standard errors in parentheses. Significant at 10%; ** at 5%, and *** at 1%. For the full specification, variable definitions, and further details, see
Berggren and Nilsson (2016).

Table 3.A5: Economic freedom in the ancestral countries of second-generation immigrants in
Europe and individual-level tolerance towards gay people

M (2) (3) 4) (5) (6) (7) (8) (9)
Economic Freedom Index (EFW),  0.057* 0.035

ancestral country (0.029) (0.023)

log of GDP per capita, 0.044 -0.009
ancestral country (0.056) (0.048)
EFW, Size of government, 0.022* 0.035** (0,035 **
ancestral country (0.012) (0.013) (0.013)
EFW, Legal structure and 0.045** 0.065***  0.067**
security of property rights, (0.019) (0.022) (0.025)
ancestral country

EFW,; Access to sound money , 0.012 -0.021 -0.022
ancestral country (0.008) (0.016) (0.018)
EFW, Freedom to exchange with 0.025 -0.000 0.001
foreigners, ancestral country (0.015) (0.012) (0.014)
EFWs Regulation of credit, labor, 0.028 -0.001 -0.000
and business, ancestral country (0.018) (0.018) (0.019)
Individual controls (exogenous) Yes Yes Yes Yes Yes Yes Yes Yes
Country-by-year fixed effects Yes Yes Yes Yes Yes Yes Yes Yes
Adjusted R? 0.131 0129 0.132 0129 0.130 0129 0.132 0132
Observations 5845 5845 5845 5845 5845 5845 5845 5845

Note: The dependent variable is the individual second-generation immigrant’s attitudes to the statement ‘Gays and lesbians free to live life as

they wish; ranging from 1to 4. All specifications study second-generation immigrants and estimate the effect of factors in the parents’ country

of birth. Individual controls include age, age squared and gender. Standard errors in parenthesis, which allow for clustering on the parents’ birth
country. Significant at 10%; ** at 5%, and *** at 1%. For the full specification, variable definitions, and further details, see Berggren, Ljunge, and

Nilsson (2019).
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