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Executive Summary

There has been long running debate around the world about the causes and consequences of
economic growth. This study objectively measures economic freedom both nationally and from
alocallevel in Michigan, and it demonstrates correlations between greater freedom and economic
well-being. It overwhelmingly and repeatedly finds positive connections between economic
liberty and outcomes that many policymakers profess to want, such as low unemployment rates
and population growth.

This study uses an economic freedom index for the 383 U.S. Metropolitan Statistical Areas, using
data through 2017 across three major components of government policy: spending, taxes and
labor market regulation. That index, originally published by the Reason Foundation, is modeled
after similar ones created for nations and states. Previous research has found those same positive
correlations between liberty and economic well-being at the national and state levels.

The results demonstrate that Michigan MSAs generally underperform the nation in their overall
economic freedom scores and in their performance on measures of well-being. Only the Midland
MSA received an overall economic freedom score higher than the national average, and only by a
small amount. That placed Midland 193rd of 383 MSAs in the country. The table directly below
reports each Michigan MSA’s overall economic freedom score as well as where it ranks nationally,
and in each of the three major policy areas.

Graphic 1: Economic Freedom Scores in Michigan MSAs, 2017

Rank | Govern- Rank Rank Labor Rank
ment Market

Metropolitan Statistical Area | Overall | Ml | US | Spending | Ml | US | Taxes MI | US | Regulation | MI | US
Warren-Troy-Farmington Hills* |  6.79 - 6.91 - 6.44 - 7.02 -

Midland 6.76 1 1193 7.06 1 [141 6.43 1 [130 6.80 2 |272
Ann Arbor 6.66 2 | 206 6.83 2 | 186 6.16 12 | 185 6.99 1 (262
Grand Rapids-Wyoming 6.56 3 (224 6.77 3 1198 6.27 6 |154 6.65 4 |285
Detroit-Warren-Dearborn 6.42 4 |248 6.31 9 | 255 6.21 10 | 174 6.72 3 | 280
Kalamazoo-Portage 6.38 5 (254 6.69 4 | 209 6.24 8 | 165 6.21 5 313
Monroe 6.31 6 |266 6.67 5 214 6.36 4 140 5.91 7 |332
Niles-Benton Harbor 6.27 7 271 6.49 7 | 241 6.18 11 1181 6.15 6 |319
Saginaw 6.17 8 (282 6.35 8 | 247 6.37 3 139 5.79 10 | 337
Muskegon 6.13 9 [291 6.65 6 | 215 6.25 7 162 5.49 13 | 350
Jackson 6.06 10 [297 6.22 11 | 263 6.28 5 |153 5.69 11 | 338
Lansing-East Lansing 6.05 11 (299 6.20 12 | 265 6.04 13 | 217 5.91 8 |333
Battle Creek 5.99 12 309 6.26 10 | 260 5.91 14 | 243 5.80 9 |336
Flint 5.98 13 [ 311 5.93 13 | 290 6.40 2 133 5.61 12 | 342
Detroit-Dearborn-Livonia* 5.65 - 5.08 - 5.73 - 6.13 -

Bay City 562 |14 |346| 536 |14 (335 622 | 9 [168| 528 14 | 356
Michigan MSA Average 6.24 - 6.41 - 6.24 - 6.07 -

U.S. MSA Average 6.75 - 6.68 - 6.17 - 7.39 -

U.S.-Michigan Difference +8% - +4% - -1% - +22% -

* Metropolitan Division of the Detroit-Warren-Dearborn MSA.
Note: Ranks are out of 383 MSAs. Since the Metropolitan Divisions are not comparable to MSAs, they are not given a rank.

Mackinac Center for Public Policy
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We also find, nationwide, that MSAs with the worst labor market regulation scores have
unemployment rates that are one-third higher than those with the best scores. Only four of
Michigan’s 14 MSAs had unemployment rates lower than the average MSA across the country in
2017. In addition, our analysis discovered that MSAs with the largest government bureaucracies
had 40% higher unemployment rates than those with the smallest ones.

The findings for employment growth were particularly strong. Nationwide, MSAs in the least-free
quartile had employment growth from 2017 through 2019 of just 1.32%. In the most-free quartile,
it was 3.54%, or more than 2.5 times higher.

These are just three examples of our findings. We examine the economic freedom scores in MSAs
nationwide and for 14 metro areas in Michigan and compare these to data of unemployment rates
and employment and population growth. We focus specifically on labor market regulations, such
as minimum wage burdens and bureaucracy size. The findings suggest that MSAs with greater
levels of economic freedom tend to perform better in economic terms compared to those with
less economic freedom.

It is important to note that correlation is not causation, and that there are other variables across
nations, states, provinces and local units of government that impact these economic outcomes.
Policymakers should, however, understand that many academic scholars have looked at questions
surrounding economic liberty and associated outcomes, while controlling for many other
variables, and they overwhelmingly find positive outcomes. Our findings are consistent with that
previous work. This study contains a robust review of that literature.

Given the overwhelming evidence that economic freedom is good for employment growth, the
unemployment rate and population growth, lawmakers would be wise to approach policy through
a freedom lens. Would a particular policy increase the tax burden on Michigan citizens or impose
job-killing labor regulations? If so, it should be reconsidered. Lawmakers could likewise do much
good by adopting policies more conducive to free and voluntary association, ones that give
individuals more economic agency, opportunity and very likely, prosperity.

Mackinac Center for Public Policy
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Introduction

Since opening its doors in the late 1980s, the Mackinac Center for Public Policy has worked to
advance liberty and opportunity for people in Michigan and elsewhere. Committed to the human
flourishing that results when people are permitted wide latitude to associate voluntarily and
peacefully for personal gain, Mackinac Center scholars have studied broad questions related to
economic and labor policies. After all, research shows that Americans spend about one-third of
their lives at work. Their experience is shaped by many federal, state and local regulations, as well
as private work rules that affect their economic opportunities and well-being.

The debate over how to achieve economic growth and development is centuries old. The father
of modern economics, Adam Smith, made the most significant contribution to this debate with
his 1776 book “An Inquiry Into the Nature and Causes of the Wealth of Nations.” The ideas and
examples from his book are relevant even today.

Scholarly research into the causes of economic growth and its consequences is much more
sophisticated today. It continues to demonstrate, though, how markets and private solutions are
usually preferable to mandates from politicians and other government officials. The findings of
this research also explain why the Mackinac Center has donated time and treasure to research and
educational efforts into economic growth: By doing so, we enhance the quality of life in Michigan.

This paper represents an updated look at the old question of the relationship between economic
liberty and well-being, using the perspective oflocal markets. It draws on work that previous scholars
have done to examine economic liberty by country and by subnational units of government across
Canada, Mexico and the United States. This study examines levels of economic freedom in
metropolitan areas in the U.S. and Michigan — specifically, labor market freedom.

There are a number of reasons the Mackinac Center chose to zero in on labor market freedom
and its related impacts. The first is Michigan’s labor history. For better or worse, organized labor
heavily influenced Michigan economically for many decades, impacting everything from worker
salaries to the price of manufactured products, and ultimately, the larger economy. Even today,
the international headquarters of the UAW calls Michigan home.'

In addition, there have been recent changes to public policies involving labor relations in the Great
Lake State. The biggest and most obvious include the adoption of a right-to-work law.

This law prohibits forcing workers to join or financially support a union at their place of
employment. There are now 28 states with right-to-work protections.> Michigan became a right-
to-work state in 2013. Union membership rates have fallen since workers were given a choice of
joining a union, from 17.5% of the state workforce in 2012 to 15.2% in 2020.® Since 2012,
Michigan’s union membership decline has been far steeper than that found in the rest of the
nation.* This fall happened despite a growing economy in most of these years.

Mackinac Center for Public Policy
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Another important policy change impacting Michigan’s labor markets is the repeal of Michigan’s
prevailing wage law. Prevailing wage mandates union-scale wages be paid on publicly funded
projects — wages which are often higher than those determined by markets.

Lastly, labor market freedom appears to exhibit a strong influence on economic well-being in the
academic literature, driving the results of many studies involving economic freedom (or a lack
thereof). More will be said about this topic in the section below titled “Literature Review.”

The links between economic liberty and human well-being are more than simple observations
made by champions of a cause. They are supported by decades of modern scholarship both here
and abroad. What follows is a description of that evidence, on whom we based our own
methodology. We begin with a short history of scholars” attempts to measure economic freedom
around the globe and its consequences, followed by similar research performed for North
America and its states and provinces, as well as a previous attempt to measure economic liberty
in local areas of the United States. This is followed by a rich review of existing academic
literature on economic liberty and various associated outcomes. We then provide a deep
statistical analysis of the relationship between economic freedom and unemployment rates,
employment growth and population growth for U.S. Metropolitan Statistical Areas, with
particular focus on the 14 MSAs in Michigan.

Economic Freedom of the World Index

The Fraser Institute of Canada published “Economic Freedom of the World, 1975-1995” in 1996
and ranked nations by economic liberty. The study — endorsed by legendary economist Milton
Friedman — collected data on 103 nations® and included factors such as taxation, regulation,
money supply and trade.® Each nation received one of six letter grades (A through F-), and the
report compared those nations’ economic performances with each other.

The findings were stark. Those nations with the best grades on economic liberty had an average
per-capita gross domestic product nearly 10 times that of the nations with the worst grades
($15,834 and $1,650, respectively).” Gross domestic product is a measure for the value of finished
goods and services produced within the borders of a country. This yawning economic gap
between the least free and most free nations appeared in every subsequent update to the report.

Because the Fraser Institute has made its datasets public, other scholars have used them in their
own research. These scholars have frequently found economic liberty to be associated positively
with overall prosperity, longer life expectancy and greater political freedoms.” The Economic
Freedom of the World and its derivatives have been cited more than 900 times.*

*

The United States ranked fourth freest in the 1996 edition. Its ranking changed in subsequent editions, and it now stands at sixth,
behind Hong Kong, Singapore, New Zealand, Switzerland and Australia. James Gwartney et al., “Economic Freedom of the World” (Fraser
Institute, 2020), 9, https://perma.cc/KL4H-R5MP.

1 As of Sept. 27, 2021, based on a review of a variety of bibliographical sources.

Mackinac Center for Public Policy
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Economic Freedom of North America Index

The Fraser Institute published another report, “Economic Freedom of Canada,” in 1999 before
taking on the whole of North America with its “Economic Freedom of North America” report
in 2002. After initially being updated every other year, the report has been updated annually
since 2010. Dean Stansel, co-author of this report, has been the primary author of the last eight
editions. The Fraser report includes an index score and ranking of all Canadian provinces, as
well as U.S. and Mexican states.

The estimates are driven by data for each variable shown in Graphic 2. There are three main areas,
each with subcomponents. The variables are standardized, so that the raw data is converted to a
0-10 scale. The most-free observation for each variable is given a value of 10, the least-free a zero.
Those in between are given a score proportionate to their distance from the maximum and
minimum, with lower numbers representing policies that are less free and higher numbers, more
free. Each major policy area — spending, taxes and labor market freedom — is weighted equally
when calculating the overall, average score.”

Graphic 2: Areas and Components of the Economic Freedom of North America Index

Area 1: Government Spending

A. General Consumption Expenditures by Government as a Percentage of Income

B. Transfers and Subsidies as a Percentage of Income

C: Insurance and Retirement Payments as a Percentage of Income

Area 2: Taxes

A. Income and Payroll Tax Revenue as a Percentage of Income

B. Top Marginal Income Tax Rate and the Income Threshold at Which it Applies

C. Property Tax and Other Taxes as a Percentage of Income

D. Sales Tax Revenue as a Percentage of Income

Area 3: Labor Market Regulation

A. Minimum Wage (full-time income as a percentage of per capita personal income)

B. Government Employment as a Percentage of Total State Employment

C. Union Density®

Michigan’s overall score is 5.93 out of 10 in the latest edition from 2021, which ranks it the 34th
freest state in the nation.” This represents a decline from 31st in the previous year’s report, but it
is an improvement from its 45th rank in 2010.® The highest score in the U.S.-specific index, 7.83,

*

For a more detailed explanation of the methodology used in this study, see: Dean Stansel, “U.S. Metropolitan Area Economic Freedom
Index” (Reason Foundation, 2020), 14—18, https://perma.cc/A7N5-XT23.

1 This represents private union members as a percentage of total employment.

I Most other states in the Midwest also received middling scores in the index. Indiana was an exception. Dean Stansel, Torra Jose and
Fred McMahon, “Economic Freedom of North America 2021” (Fraser Institute, 2021), 7, https://perma.cc/DA78-8XXX.

Mackinac Center for Public Policy
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was earned by the Live Free or Die State of New Hampshire. The lowest was earned by New York
at 4.33. The most recent EFNA report uses data through 2019.

One of the factors contributing to Michigan’s relatively poor performance overall is where it ranks
among the states for labor freedom. Labor Market Freedom is one of the three major areas of
analysis. Michigan’s composite score in that area was 5.19, which ranked just 40th among the S0
states. Michigan’s Labor Market Freedom score has improved over time but peaked in 2015 at 5.34.°

United States Metropolitan Area Economic Freedom Index

Building upon the global and subnational measures of economic freedom, Stansel developed an
index of economic freedom for MSAs, borrowing the methodology of the EFNA. It is based on
publicly available data and assesses their government spending, taxes and labor market freedom.
The key difference between the components in the Economic Freedom of North America Index
and the U.S. Metro Area Economic Freedom Index concerns taxation. This MSA study drops the
income tax rate variable that appears in EFNA, because local income taxes only exist in a small
number of states, and there is no unified source for such rates at the local level.

There were 383 MSAs in the United States in 2017 and 14 were in Michigan.'® The MSA concept
was established by the federal government in 1949 to identify local labor markets so federal
agencies could record and report statistical information. To be considered an MSA, an area has to
have atleast one “central city” with at least 50,000 people. In many cases there are several cities in
the MSA that exceed that size. In all cases, the MSA includes the central city (or cities) and the
surrounding suburban areas from which a substantial amount of commuting occurs."

In his 2019 report for the Reason Foundation, “U.S. Metropolitan Area Economic Freedom
Index,” Stansel ranked metropolitan statistical areas by degrees of economic freedom, using the
same basic methodology as the ENFA report. Stansel observed that among the 52 MSAs with a
population over one million, Houston-The Woodlands-Sugar Land, Texas, had the highest
freedom score, followed by two Florida MSAs: Jacksonville and Tampa-St. Petersburg-
Clearwater. The lowest freedom score among large metropolitan areas went to Riverside-San
Bernardino-Ontario, California. Performing only slightly better were the Rochester and Buffalo
Cheektowaga-Niagara Falls areas, both in New York state.’> The dataset for the 2019 study
contains scores from nine specific years across five decades (every five years from 1972 to 2012)."
The dataset for this MSA analysis contains one more year of data: 2017.

Neither Grand Rapids nor Detroit — the Michigan’s two large MSAs — appeared in the top or
bottom 10 of the 52 largest MSAs in the country in terms of economic freedom. The same is
true for the other 12 Michigan MSAs ranked among the 330 smaller ones examined in Stansel’s
2019 study. Of those 330 smaller MSAs, Naples-Immokalee-Marco Island, Florida, took top
honors with a score of 8.55 out of 10."* This was followed by Midland, Texas, and Sebastian-

Due to tax and spending data for local governments only being collected every five years (in the Census Bureau’s Census of
Governments), the dataset contains data only for the years ending in ‘2" and ‘7.” Given the two-year lag on the data, 2012 was the most
recent year available when the Reason Foundation report was released.

Mackinac Center for Public Policy
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Vero Beach, Florida. On the opposite end of the spectrum, El Centro, California, was ranked
last with a score of 4.22, followed by Kingston, New York, and Visalia-Porterville, California,
both with a 4.39 score.'*

Graphic 3 shows the scores and ranks for the 14 MSAs and two “metropolitan divisions” in
Michigan, using data through 2012. Eleven of the larger MSAs in the U.S., including Detroit, are
broken into multiple metropolitan divisions. Because they are fundamentally different from the
MSAs, they are not included in the rankings. However, they are given scores to facilitate
comparisons within those 11 larger MSAs. The most-free MSA in Michigan was Midland with a
score of 6.62, ranking it 141 out of the 330 smaller MSAs, followed by Ann Arbor at 6.54 and
165th. Bay City was the least-free at 5.50 and 302nd, followed by Flint at 5.64 and 297th.

In the section titled “Analysis and Findings,” we report the most and least free MSAs around the
nation and in Michigan, using data through 2017. The graphic below are rankings using Stansel’s
2012 data set.

Graphic 3: Economic Freedom Scores and Ranks for Michigan MSAs, 2012

Govern- Labor
ment Market

Metropolitan Statistical Area | Population| Overall |Rank| Spending | Rank Taxes Rank | Regulation | Rank
Warren-Troy-Farmington Hills* | 2,501,578 6.67 - 6.26 - 6.32 - 7.42 -
Midland 83,678 6.62 141 6.40 149 6.32 126 7.14 200
Ann Arbor 351,299 6.54 165 6.18 174 5.98 188 7.48 147
Grand Rapids-Wyoming® 1,007,358 6.50 34 6.12 31 6.24 19 7.13 45
Detroit-Warren-Dearborn® 4,293,573 6.23 40 5.57 41 6.04 25 7.07 47
Kalamazoo-Portage 330,519 6.12 241 5.73 228 6.08 165 6.54 258
Saginaw 198,352 6.09 243 5.55 252 6.40 114 6.31 273
Monroe 150,862 6.06 249 6.13 183 6.21 144 5.85 304
Niles-Benton Harbor 156,093 5.99 259 5.69 232 6.01 178 6.27 279
Jackson 160,102 5.96 262 5.57 250 6.32 129 6.00 298
Lansing-East Lansing 466,782 5.87 269 5.50 255 5.89 204 6.23 284
Muskegon 170,126 5.72 288 5.40 263 6.09 164 5.68 310
Battle Creek 134,777 5.70 291 5.22 275 5.74 241 6.13 292
Flint 418,029 5.64 297 5.11 280 6.35 122 5.45 321
Bay City 107,091 5.50 302 5.11 281 6.07 166 5.33 325
Detroit-Dearborn-Livonia* 1,791,995 5.48 - 4.50 - 5.49 - 6.45 -

* Metropolitan Division of the Detroit-Warren-Dearborn MSA. Since the Metropolitan Divisions are not comparable to MSAs, they are not given a rank.
1 These two MSAs are ranked out of the 52 largest MSAs in the U.S. The others are ranked among the 330 smaller MSAs.

An analysis that compares nations, subnational governments, or localities to each other is
important for several reasons. As Stansel noted previously, “Freedom can vary quite widely within
the same country and even the same state.”" By identifying a relative position among regions,
elected officials and other policymakers can review policies that may lead to a gain or fall in their

Mackinac Center for Public Policy
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polity’s economic freedom score. More than an intellectual curiosity, that position appears to have
real world consequences.

For instance, the Economic Freedom of the World and Economic Freedom of North America
reports find a wide gap between the per-capita personal income of people who live in countries
and states with low economic freedom scores and those living in the areas with the highest scores.
The same goes for Stansel’s original MSA analysis, and this study, as well. He found that through
2012, per-capita personal income in U.S. MSAs in the least-free quartile were 4.9% below the
national average. By contrast, income in the most-free MSAs was 5.7% above average.'® This
current MSA study also finds a yawning gap. The gap reflects but one among many associations,
mostly positive, between economic freedom and well-being.

Literature Review

We mostly limited this literature review to studies that used the Fraser Institute’s Economic
Freedom of North America index and produced results related to labor markets to some
degree.” But we also included recent academic papers that used Stansel’s MSA dataset, and more
generally, the most recent papers to look for associations between economic freedom and some
other metric.

Of all the empirical scholarship performed using the EFNA index through 2016, the labor market
freedom component was more frequently associated positively with economic performance than
the other two components: government spending and taxation levels. We use 2016 as a cutoff
point because Stansel co-authored a literature review (with Meg Tuszynski) of academic papers
employing EFNA and constructed the tally using papers through that year."

Their review, “Sub-National Economic Freedom: A Review and Analysis of the Literature,”
found that 103 of the 155 empirical studies they examined had “unambiguously good” or
“mostly good results,” meaning that economic freedom was found to have a positive
relationship with an outcome that is considered to be “good” (e.g., faster economic growth,
more entrepreneurial activity, increased employment, etc.). Only one study showed results that
could be identified as “mostly bad.”

There were 80 papers they reviewed in which the authors used specific areas of the EFNA index,
as opposed to (or sometimes in addition to) the overall index score. In 58 of those papers, there
was one or more areas that had a statistically significant relationship with whatever outcome was
being examined. The area that had the most consistent positive effect was labor market freedom.
It was statistically significant in 36 of those 58 studies. Government spending was significant in 27
and taxation was in 23."® The topics of the research included entrepreneurship, corruption,

*

As this paper was being prepared for print, a new review of the academic literature using the Economic Freedom of the World Index
was pre-released. It reviewed more than 700 studies published between 1996 and 2022. A majority of the papers found positive results
associated with economic freedom, while only 5% reported a bad outcome. Robert Lawson, “Economic Freedom in the Literature: What Is
It Good (Bad) For?” (Fraser Institute, 2022), https://perma.cc/BD3G-22QD.

Mackinac Center for Public Policy
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interstate migration, labor market productivity, labor force participation, wages, income
inequality, economic and employment growth, venture capital and more. *

A 2013 paper, “Economic Freedom and Labor Market Conditions: Evidence from the States,”
used EFNA’s dataset from 1981 through 2009 and examined economic freedom and labor market
conditions across all 50 U.S. states. It included measures of the unemployment rate, labor force
participation and the employment-to-population ratio. The statistical model it created to measure
these impacts included control variables for such things as demographics (population percentage
over the age of 65, percentage that lives in an urban area or is college educated or female, to name
afew). It also controlled for each of the S0 states’ production of energy, on the grounds that being
steeped in energy resources may affect the economic well-being of the state more positively."

The authors found statistically significant relationships existed between the unemployment rate
and the overall economic freedom score of states, as well as several subcomponents of the index.
They noted that “a one-point increase in economic freedom is associated with a 0.78 percentage

point decrease in the unemployment rate for the overall EFNA measure.”*

Labor force participation was also positively associated with economic freedom. That is, a one-
point increase in a state’s overall index score was associated with a 1.5 percentage pointincrease
in labor force participation.?' This held true for each of the three subcomponents of the EFNA
index as well, though the labor market freedom area had the smallest impact. The same was true
for the employment-to-population ratio the authors studied: The overall EFNA score and each
subcomponent showed a positive relationship, with the labor component producing the
smallest effect.

The authors conclude that there is a solid link between economic freedom and positive outcomes
in the labor market. They also noted that the labor market freedom component of the EFNA index
has smaller impacts than other subcomponents because it is comprised, in part, of state minimum
wage mandates, “which typically applies to a small fraction of the labor force.”**

The 2014 study, “A Longitudinal Analysis of the Impact of State Economic Freedom on Wages,”
demonstrates a statistical link between economic freedom in the 50 states and increased wages.
According to the study, (citing the EFNA), Michigan’s freedom score improved from 5.2 out of
10in 1981 to 5.9 in 1990 and 6.8 in 2000.**

To conduct the analysis, the author studied annual youth worker survey data from 1979 through
1994 and then for every two years thereafter, through 2000.>* This information was then paired

*  The reader will note the authors’ early reference to the Fraser Institute’s Economic Freedom of the World. This was the institute’s first
major effort to objectively measure economic freedom, and it led to the Economic Freedom of North America index and other freedom
indexes. In 2014, Joshua Hall and Robert Lawson published a literature review of academic articles that use the EFNA. Of the more than
400 articles surveyed, nearly 200 used the ENFA index as a key variable. According to Hall and Roberts, more than 66% of those articles
“found economic freedom to correspond to a ‘good’ outcome such as faster growth, better living standards, more happiness, etc.” They
summarized: “The balance of evidence is overwhelming that economic freedom corresponds with a wide variety of positive outcomes with
almost no negative tradeoffs.” Joshua C. Hall and Robert A. Lawson, “Economic Freedom of the World: An Accouting of the Literature,”
Contemporary Economic Policy 32, no. 1 (2014): 1, https://perma.cc/7AKT-E645.

Mackinac Center for Public Policy
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to Bureau of Labor Statistics data, which allowed the author to track where each survey taker was
located. Using a variety of statistical approaches, the author found that a one standard-deviation
increase in a state’s freedom score was associated with a wage increase of between 2.5% and 8.6%."
He also found that changes in the labor market freedom area had a stronger positive relationship
with wages than government spending or taxation.?

The 2011 European Journal of Political Economy article, “Panel Evidence on Economic Freedom
and Growth in the United States,” found a positive and significant relationship between freedom
and economic growth, as measured by inflation-adjusted gross state product.”” The authors
examined both the levels of and changes to states’ freedom scores and determined that different
areas of economic freedom impact economic growth differently. They conclude:

From a policy perspective, what emerges from these results is the importance of
constraining excessive government expenditure within the economy and
minimizing the tax burden faced by a nation’s citizens. Further we see the
importance of maintaining an open labor market and, in particular, the cost
from a growth perspective that may be associated with increases in state

minimum wages.*®

Another 2011 paper looked at economic growth, as measured by changes in employment in U.S.
states. That paper, “Economic Freedom and Employment Growth in U.S. States,” was published
in the journal Review, a publication of the Federal Reserve Bank of St. Louis. The authors look at
economic liberty in three distinct spans of time — 1980-1990, 1990-2000 and 2000-2005 — to
explore whether the years in which economic freedom and employment are measured make a
difference to their results. The authors used both the EFNA’s overall freedom scores and the three
areas that comprise it. They found a positive relationship between economic freedom and
employment growth in each of the three periods they examined: An increase of one point on the
EFNA’s 0-10 scale was associated with an increase in employment growth rates of about 3-4%
over a 10-year period.”

A 2016 review, published in the Cato Journal and titled “Subnational Economic Freedom and
Performance in the United States and Canada,” found that economic freedom at the state and
provincial levels of government in the U.S. and Canada is associated strongly with “higher levels
of income per capita, lower rates of unemployment and higher income inequality.” They find that
the relationship was strongest for the labor market freedom component, and that a one “standard
deviation increase in labor market freedom is associated with a 1.34 standard deviation decline in

the unemployment rate.”°

Jeffrey J. Yankow, “A Longitudinal Analysis of the Impact of State Economic Freedom on Individual Wages,” The Journal of Regional
Analysis & Policy 44, no. 1 (2014): 64,66, https://perma.cc/JBJ2-2SV2. To help explain the magnitude of the relationship between the
dependent variable (in this case, wages) and a particular independent variable (in this case, economic freedom), economists calculate what
are called marginal effects. These are estimates of how much the dependent variable will change (based on the statistical analysis of the
data) for a particular change in the independent variable. A common scale used for the latter is one standard deviation. The standard
deviation is a statistical measure of the degree to which a set of values is spread above and below the average of those values.
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“Economic Freedom and Migration Flows between U.S. States” is an oft-cited academic paper,
published in the Southern Economic Journal in 2007, which looked at economic freedom and
gross migration in the contiguous United States. The author concludes, “States with persistently
more economic freedom will experience higher levels of income and more rapid employment
growth.”® He adds, “[I]n aggregate, the findings indicate that individuals migrate toward states
with relatively higher government consumption expenditures, relatively lower tax burdens, and
states with more freedom with respect to labor decisions in the form of less restrictive minimum

wages, less concentration of unions, and less dependence on public employment.”*

After the 2016 literature review by Stansel and Tuszynski appeared, scores of new academic
papers have helped inform this new study.

“The Impact of Economic Freedom on Startups,” a 2021 study published in the Journal of
Regional Analysis & Policy, looked at the impact of economic freedom on entrepreneurship
between 2005 and 2015. Using the EFNA and the Kauffman Startup Activities Index, the authors
found that increases in labor market freedom are “likely to cause significant increases in startup
density (the rate at which businesses with employees are created in the economy) of
entrepreneurial activities.”** The authors find that minimum wage and government employment
rates drive differences between states and suggest that easing labor market regulations would help
increase start-up density.

In contrast, less government spending and lower tax burdens decrease startup density.** Indeed,
overall index scores show that an increase in economic freedom leads to drops in startup density.
The authors note, however, that lower startup density is not necessarily a negative outcome. For
instance, it could simply be caused by more startups surviving their first year, which would be a
positive outcome.*

A 2020 study in the Journal of Entrepreneurship and Public Policy, “The Impact of Labor Market
Freedom on State-Level In-Migration in the US,” examined how labor market freedom affected
interstate migration during the Great Recession and post-recession period from 2008 to 2016.

The authors postulate that more labor freedom suggests “greater labor-market efficiency as well
as better opportunities for entrepreneurship and small business formation and success.”*® This in
turn may induce greater in-migration. The scholars look at discrete components that determine a
state’s EFNA labor market freedom score and control for economic phenomena that may
otherwise impact their research output. These phenomena include state unemployment rates and
the average temperature in January for each state.

They find that increasing a state’s overall labor market freedom component score by just one
percentage point is associated with “a 2.8% increase in the gross in-migration rate.” In other words,
a 10% increase in a state’s freedom score, say from 6 to 6.6, “would elevate the gross in-migration

»38

rate by approximately 28%.”%* Net in-migration was also positively associated with the overall

freedom score.*
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Another research paper published in the same journal in 2017 and titled “The Impact of Labor
Freedom on Geographic Cost of Living Differentials” finds that an increase in state labor market
freedom was positively associated with a decrease in the cost of living in 2016. The authors find
that cost of living “is a decreasing function of the overall degree of labor market freedom.”* In
other words, states with greater labor market freedom enjoy a lower cost of living. The authors
assert that a one-unit increase in the state’s EFNA labor market freedom score “is found to reduce

the overall cost of living by 13.9 percent.”*

Digging deeper, the authors also examined the components of the EFNA’s labor market
freedom index and controlled for variables that might influence these scores. They found a
statistically significant positive relationship between cost of living and both government
employment and union density. Better scores in these categories were associated with a lower
cost of living.* Specifically, they state that, on average, an increase in their measure of freedom
from government employment (or “intrusion”) in the marketplace “reduces the cost of living in
(astate) by 4.8%.”* They found a similar drop in the cost of living (4.5%) for the union density
part of the EFNA index.*

A 2019 paper in the Journal of Economics and Finance, “Labor Market Freedom and Geographic
Differentials in the Percentage Unemployment Rate in the U.S.,” examined the labor market
freedom component of the EFNA and its three constituent parts. Using state-level data from 2008
to 2016, the author found that labor market freedom was negatively associated with the state

unemployment rate, meaning states with freer labor markets had less unemployment.”*

A 2018 paper, “Economic Freedom and Income Levels Across U.S. States,” pays particular
attention to economic geography. The authors argue that “spatial spillovers” may influence the
measured link between freedom and income.* They conclude that a 10% increase in economic
freedom is associated with a 5% increase in real per-capita gross state product (GDP at the state
level, or GSP). Arguably more central to their paper’s research, they find that an increase in
economic freedom in one state can have positive impacts on neighboring states.*” The authors
also ran their analyses for each of the three areas in the EFNA and found a positive and significant
link between labor market freedom and per-capita GSP. For every 10% rise in labor market
freedom, there was an associated increase of 1.2% in state GSP.

A 2018 study in the Journal of Private Enterprise looked at all three components of the EFNA's
labor market freedom component and their relation to the cost-of-living differences between
states. This has important implications for state migration. As the authors point out, other
scholarship has found that as the cost of living rises, net in-migration falls.* Titled “An Empirical
Analysis of the Impact of the Three Labor Market Freedom Indices and Occupational Licensing
on Interstate Living-Cost Differentials,” the study finds that the cost of living index for U.S. states
is negatively associated with all three variables in the EFNA’s labor market freedom area.* So,
fewer restrictions in labor markets were associated with a lower cost of living and higher
restrictions were associated with a higher cost of living.
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A study from 2018 and another from 2020 tackled economic freedom and migration at the MSA
level. The first, “Economic Freedom, Migration and Income Change among U.S. Metropolitan
Areas,” was published in the academic journal Current Urban Studies. The author concluded that
“economic freedom seems to be an important determinant of migration and have positive effects

. . »50
on aggregate and per-capita income.

The study divided 361 MSAs into three groups based on their economic freedom score from 2002
— low, medium and high — and used IRS data from 2011 to 201S to analyze the effects of
economic freedom on migration and personal income changes.” Those MSAs in the high
freedom group saw a net, inbound migration of nearly one million people. The medium and lower
categories, combined, lost about that same amount. The high freedom MSA category was
associated with total income gains from net migration, while MSAs in the medium and low
categories were associated with lower levels of income.

The findings on per-capita income gains were more complex. The MSAs in the high economic
freedom category saw average increases in per-capita income because of migration. The lower
freedom categories also had net increases in per-capita income on average as “outmigrants had,

on average, lower income than stayers.”

The second economic freedom and migration-related MSA paper was titled “Economic
Freedom and Migration: A Metro Area-Level Analysis.” Using data for 1993 through 2014, the
authors found that “a 10% increase in economic freedom of a destination MSA, relative to the
economic freedom of an origin MSA, was associated with a 27.4% increase in net migration from
the origin MSA to the destination MSA.”** (To put that in perspective, a 10% increase in
economic freedom would move the Detroit MSA from 36th of the 53 largest MSAs to 24th,
putting it on par with New Orleans.)

They found in-migration to be equivalent to adding 22 people each year from each of the other
381 MSAs in the study. Assuming that each of those migrants earn the U.S. median wage
($47,216), the authors calculate that those additional workers migrating into an MSA would
represent more than $1 million in adjusted gross income every year. Note that that assumption is
probably too strong. Some of those migrants will be either children or retirees, but regardless, that
level of in-migration has significant implications for the level of income in an MSA.*

A 2021 study by economist Daniel Bennett, “Local Economic Freedom and Creative Destruction
in America,” was published in Small Business Economics: An Entrepreneurial Journal. It looked
at how economic freedom encourages marketplace disruptions that lead to more businesses and
jobs. Bennett used local economic freedom’s impact on dynamism of economies, and his dataset
includes almost 300 cities from 1972 through 2012.%

To construct his statistical model, Bennett used data from both the Metropolitan Area Economic
Freedom Index (developed by Stansel) and measures of dynamism created with data from the
U.S. Census Bureau’s database Business Dynamism Statistics.”” The dynamism data runs from
1977 through 2014. Bennett’s research, like others described here, controlled for factors that may
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impact his findings, in this case, related to jobs and firms. These included such things as “shares of
adults that are living below the poverty line, racial minorities, female, married, immigrants,
Hispanic, college graduates” and more.*®

After running several specifications of his model and tests to examine the strength of his findings,
Bennett concluded, “[ E]conomic freedom is positively associated with firm and job creation, but

it has no effect on firm and job destruction.”*

Analysis and Findings

We are interested in the relationship between economic freedom, especially regarding labor
markets, and economic outcomes. We focus on local economies, defined as metropolitan
statistical areas. We examine three outcome variables: unemployment rate, employment growth
and population growth. When their unemployment rate is lower and their employment and
population growth are higher, areas tend to be more economically prosperous.

We examine the most recent available data for 383 U.S. metropolitan statistical areas. We break
these MSAs into four groups, or quartiles, for presentation purposes: Most free 25%, second
most free 25%, third most free 25%, and least free 25%. We compare our outcome variables
across those four groups.

We also provide the individual freedom scores of the 14 MSAs in Michigan and compare the
unemployment rate and employment and population growth among these statistical entities.
Due to limited data availability for local governments, the most recent local economic freedom
scores are for 2017.
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Michigan MSA Economic Freedom Scores

Graphic 4 shows the overall economic freedom score and its three components for the 14 MSAs
in Michigan, ranked by their overall score. The two metropolitan divisions of the larger Detroit-
Warren-Dearborn MSA are also listed. Michigan MSAs are below average in economic freedom.
Only Midland scores higher than the average for all 383 MSAs in the nation. That U.S. average is
8% higher than the Michigan MSA average.

Graphic 4: Economic Freedom Scores in Michigan MSAs, 2017

Rank | Govern- Rank Rank Labor Rank
ment Market

Metropolitan Statistical Area | Overall | Ml | US | Spending | Ml | US | Taxes | Ml | US | Regulation | Ml | US
Warren-Troy-Farmington Hills* | 6.79 - 6.91 - 6.44 - 7.02 -

Midland 6.76 1 1193 7.06 1 141 6.43 1 [130 6.80 2 |272
Ann Arbor 6.66 2 |206 6.83 2 | 186 6.16 12 | 185 6.99 1 [262
Grand Rapids-Wyoming 6.56 3 (224 6.77 3 198 6.27 6 |154 6.65 4 | 285
Detroit-Warren-Dearborn 6.42 4 |248 6.31 9 | 255 6.21 10 | 174 6.72 3 |280
Kalamazoo-Portage 6.38 5 | 254 6.69 4 | 209 6.24 8 | 165 6.21 5 [313
Monroe 6.31 6 |266 6.67 5 214 6.36 4 140 5.91 7 |332
Niles-Benton Harbor 6.27 7 271 6.49 7 | 241 6.18 11 1181 6.15 6 |319
Saginaw 6.17 8 [282 6.35 8 | 247 6.37 3 139 5.79 10 | 337
Muskegon 6.13 9 [291 6.65 6 | 215 6.25 7 162 5.49 13 | 350
Jackson 6.06 10 297 6.22 11 | 263 6.28 5 | 153 5.69 11 | 338
Lansing-East Lansing 6.05 11 (299 6.20 12 | 265 6.04 13 | 217 5.91 8 |333
Battle Creek 5.99 12 309 6.26 10 | 260 5.91 14 | 243 5.80 9 | 336
Flint 5.98 13 [ 311 5.93 13 | 290 6.40 2 133 5.61 12 | 342
Detroit-Dearborn-Livonia® 5.65 - 5.08 - 5.73 - 6.13 -

Bay City 5.62 14 | 346 5.36 14 | 335 6.22 9 |168 5.28 14 | 356
Michigan MSA Average 6.24 - 6.41 - 6.24 - 6.07 -

U.S. MSA Average 6.75 - 6.68 - 6.17 - 7.39 -

U.S.-Michigan Difference +8% - +4% - -1% - +22% -

* Metropolitan Division of the Detroit-Warren-Dearborn MSA.

Note: Ranks are out of 383 MSAs. Since the Metropolitan Divisions are not comparable to MSAs, they are not given a rank.

Breaking the overall index out into its three component areas reveals important information
about local economic freedom. As Graphic 4 shows, the U.S. freedom score average is only 4%
better than Michigan’s MSAs for government spending and is 1% below Michigan’s MSAs for
taxes. However, the labor market regulation category is where Michigan does the worst, with
the U.S. average outperforming Michigan’s MSAs by 22%. No Michigan MSA is above the U.S.
average in that category.
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As the historical data in Graphic 5 show, in 2012 and 2017, there was only one Michigan MSA
above the U.S. average for overall economic freedom scores. In all eight years before 2012, there
were no Michigan MSAs above the average. Furthermore, the latest numbers for 2017, as bad as
they are, paint a much rosier picture than those for, say, 1982, when the U.S. average for economic
freedom was 28% above Michigan’s MSAs. In fact, 10 of the 14 MSAs moved up in the national
rankings from 2012 to 2017, all but Ann Arbor, Bay City, Grand Rapids and Midland. Although
there is plenty of room for improvement, there has at least been a general upward trend in
Michigan since 1972, the first year of our local economic freedom dataset.

Graphic 5: Overall Economic Freedom Scores and Ranks for Michigan MSAs, 1972-2017

Metropolitan

Statistical Area | 2017 | Rank | 2012 | Rank | 2007 | Rank | 2002 | Rank | 1997 | Rank | 1992 | Rank | 1987 | Rank | 1982 | Rank | 1977 | Rank | 1972 | Rank
Ann Arbor 6.66 | 206 | 6.70 | 195 | 642 | 275 | 6.64 | 214 | 6.37 | 265 | 6.03 | 289 | 591 | 295 | 542 | 323 | 538 | 270 | 565 | 232
Battle Creek 599 | 309 | 593 | 333 | 568 | 346 | 6.06 | 306 | 5.88 | 331 | 557 | 336 | 524 | 350 | 4.79 | 364 | 5.04 | 314 | 527 | 279
Bay City 562 | 346 | 5.88 | 339 | 557 | 354 | 578 | 328 | 567 | 346 | 546 | 341 | 492 | 372 | 454 | 377 | 469 | 353 | 4.92 | 325
ggg:’gg‘r’xa"e”' 642 | 248 | 6.38 | 269 | 6.01 | 322 | 6.20 | 291 | 6.03 | 313 | 5.60 | 329 | 540 | 341 | 4.70 | 371 | 4.85 | 343 | 5.09 | 304
Eﬁgﬁ::?earb””' 565| - |567| - |[500| - |[528| - |520| - |498| - |484| - |47 | - |392| - |422| -

\Ii\laar::]?:g;ggyl:{ills* 679 | - |679| - |652| - |674| - |651| - |606| - |58 | - |520| - |537| - |558]| -

Flint 598 | 311 | 594 | 330 | 5.46 | 360 | 569 | 345 | 5.81 | 336 | 528 | 355 | 5.01 | 367 | 459 | 373 | 4.91 | 337 | 514 | 299
\?v?::nr:{:pids- 6.56 | 224 | 663 | 208 | 6.32 | 200 | 6.42 | 256 | 6.22 | 284 | 5.84 | 308 | 561 | 334 | 5.05 | 351 | 4.94 | 334 | 530 | 274
Jackson 6.06 | 297 | 6.12 | 308 | 5.86 | 335 | 6.19 | 294 | 6.03 | 314 | 559 | 333 | 5.33 | 346 | 4.84 | 359 | 5.00 | 323 | 5.28 | 278
gi'rfa”;:zm' 6.38 | 254 | 6.34 | 278 | 6.12 | 309 | 6.33 | 272 | 5.98 | 321 | 573 | 316 | 553 | 337 | 4.97 | 354 | 507 | 311 | 521 | 289
tz::::g'EaS‘ 6.05 | 299 | 6.10 | 310 | 5.84 | 337 | 6.09 | 305 | 5.99 | 318 | 557 | 337 | 527 | 349 | 4.74 | 369 | 4.83 | 347 | 5.15 | 298
Midland 6.76 | 193 | 6.75 | 180 | 6.42 | 273 | 6.46 | 248 | 6.20 | 285 | 589 | 304 | 567 | 330 | 5.11 | 345 | 5.18 | 294 | 4.66 | 344
Monroe 6.31 | 266 | 6.36 | 275 | 6.12 | 308 | 6.31 | 274 | 599 | 320 | 539 | 349 | 518 | 357 | 4.64 | 372 | 4.67 | 355 | 5.12 | 301
Muskegon 6.13 | 291 | 6.00 | 325 | 574 | 343 | 586 | 322 | 563 | 354 | 524 | 357 | 519 | 356 | 4.74 | 368 | 4.77 | 350 | 5.05 | 310
Hgfs(')?e”“’" 6.27 | 271 | 6.24 | 293 | 6.14 | 307 | 6.29 | 278 | 6.04 | 310 | 558 | 334 | 536 | 345 | 4.80 | 362 | 4.99 | 326 | 530 | 272
Saginaw 6.17 | 282 | 621 | 296 | 5.93 | 327 | 6.14 | 299 | 6.00 | 317 | 563 | 328 | 5.40 | 340 | 479 | 363 | 5.01 | 321 | 530 | 273
X'\ig:iaggzn MSA 1624 | - |626| - |597| - |618| - |599| - |560| - |536| - |484| - |495| - |547| -

/L\J'vi}aMng 675 | - |671| - |677| - |669| - |668| - |648| - |655| - |621| - |587| - |58 -

DooMiohigan | wgy |- | 479 | - |+13%| - | +8% | - |+12% | - |+16%| - [+22%| - |+28%| - |+19% - |+13%| -

* Metropolitan Division of the Detroit-Warren-Dearborn MSA.
Note: Ranks are out of 383 MSAs. Since the Metropolitan Divisions are not comparable to MSAs, they are not given a rank.
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Unemployment Rate

MSAs with less restrictive labor regulations have lower unemployment rates, on average. In
Graphic 6 we break the 383 U.S. MSAs into four groups, or quartiles, based on their labor
market freedom score. It shows that the 2017 unemployment rate in the MSAs with the least-
free labor markets was 5.45%. That is more than one-third higher than average in the MSAs in
the most-free quartile.

Graphic 6: MSAs with Higher Labor Market Freedom Have Lower Unemployment Rates
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Graphic 7 contains unemployment data for the 14 Michigan MSAs. Their average unemployment
rate exceeds the U.S. MSA average. Only four Michigan MSAs had unemployment rates below
the U.S. average. In the columns, note the apparent connection between an MSA’s overall
economic freedom and labor market regulation scores and its unemployment rate. As freedom
and regulation scores fall, unemployment rates tend to rise.

Graphic 7: Economic Freedom and Unemployment Rates in Michigan MSAs, 2017

Overall Labor
Economic Market Unemploy-

Metropolitan Statistical Area | Freedom |Rank Regulation |Rank| ment Rate |Rank
Grand Rapids-Wyoming 6.56 224 6.65 285 3.5% 307
Ann Arbor 6.66 206 6.99 262 3.5% 305
Lansing-East Lansing 6.05 299 5.91 333 4.1% 227
Kalamazoo-Portage 6.38 254 6.21 313 4.3% 188
Detroit-Warren-Dearborn 6.42 248 6.72 280 4.5% 169
Detroit-Dearborn-Livonia* 5.65 - 6.13 - - -
Warren-Troy-Farmington Hills* 6.79 - 7.02 - - -
Jackson 6.06 297 5.69 338 4.6% 151
Midland 6.76 193 6.80 272 4.6% 148
Monroe 6.31 266 5.91 332 4.7% 137
Niles-Benton Harbor 6.27 271 6.15 319 4.8% 129
Battle Creek 5.99 309 5.80 336 4.8% 125
Muskegon 6.13 291 5.49 350 5.3% 83
Saginaw 6.17 282 5.79 337 5.4% 78
Bay City 5.62 346 5.28 356 5.5% 64
Flint 5.98 311 5.61 342 5.7% 49
Michigan MSA Average 6.24 - 6.07 - 4.7% -
U.S. MSA Average 6.75 - 7.39 - 4.5% -

* Metropolitan Division of the Detroit-Warren-Dearborn MSA.

Note: Ranks are out of 383 MSAs. Since the Metropolitan Divisions are not comparable to MSAs, they are not given a rank.

Drilling down even further, we next examine the minimum wage variable and its relationship to
unemployment rates. The minimum wage is what economists call a price floor. The degree to
which that price floor is binding in any local labor market depends on what the market-clearing
wage in that area is. Because of that, to make comparisons across regions with different income
levels, we cannot just use the raw dollar value of the minimum wage (currently $9.87 in
Michigan).®® For example, the federal minimum wage of $7.25 is much more binding in a poor
state like Mississippi than it would be in a rich state like Connecticut, where the prevailing wage
for low-skilled labor is likely already above that level.

This subject is particularly topical in Michigan. In July, a Michigan appeals court judge
reinstituted a $12 minimum wage law that had been amended by the state Legislature in 2018.
The case stems from a 2018 ballot initiative. It remains an open question as to whether the
decision will be appealed.®' There is also movement afoot in a separate effort to place on the
November 2024 ballot a new, higher minimum wage of $15 in 2027.%
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To measure the burden of the minimum wage on the ability of employers and employees to
voluntarily enter into agreements to exchange labor for money, we must adjust for income levels.
The way that the economic freedom index does so is to measure annual full-time, minimum-wage
income as a percentage of per capita personal income in each MSA.” One of the reasons that
economic freedom may be particularly important for unemployment rates is that it directly
impacts the cost of doing business. For example, higher minimum wages make it more expensive
to hire low-skilled workers. For some employers, that will lead them to hire fewer workers, which
would lead to a higher unemployment rate.

Indeed, Graphic 8 shows that the MSAs in the United States with the highest minimum wage
burdens had a nearly 50% higher unemployment rate than those with the lowest minimum wage
burdens.

Graphic 8: MSAs with Higher Minimum Wage Burdens Have Higher Unemployment Rates
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*

Full-time income is computed by multiplying minimum wages by 40 (hours worked per week) and then by 52 (weeks in a year).
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Graphic 9 shows that half of the Michigan MSAs had a more burdensome minimum wage than

the U.S. average. The average unemployment rate in those seven areas was 5.0%, compared to the

U.S. average of 4.5%. In general, MSAs with the highest minimum wage burdens were largely

those with the highest unemployment rates.

Graphic 9: Minimum Wage Burden and Unemployment Rates in Michigan MSAs, 2017

Full-Time

Minimum Wage

Income, % of per

capita personal Unemployment
Metropolitan Statistical Area income Rank Rate Rank
Muskegon 50.1% 355 5.3% 83
Saginaw 50.0% 351 5.4% 78
Jackson 49.0% 345 4.6% 151
Battle Creek 48.3% 344 4.8% 125
Flint 47.3% 336 5.7% 49
Lansing-East Lansing 46.3% 325 4.1% 227
Bay City 46.1% 322 5.5% 64
Detroit-Dearborn-Livonia* 45.7% - - -
Kalamazoo-Portage 41.4% 265 4.3% 188
Niles-Benton Harbor 40.9% 259 4.8% 129
Monroe 40.7% 252 4.7% 137
Grand Rapids-Wyoming 38.4% 206 3.5% 307
Detroit-Warren-Dearborn 36.7% 168 4.5% 169
Ann Arbor 32.8% 79 3.5% 305
Warren-Troy-Farmington Hills* 32.3% - - -
Midland 32.2% 70 4.6% 148
Michigan MSA Average 42.9% - 4.7% -
U.S. MSA Average 42.4% - 4.5% -

* Metropolitan Division of the Detroit-Warren-Dearborn MSA.
Note: Ranks are out of 383 MSAs. Since the Metropolitan Divisions are not comparable to MSAs, they are not given a rank.
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When state and local governments have larger bureaucracies, private employers have more
competition attracting workers. Companies then must pay higher wages to keep employees,
resulting in them hiring fewer workers than they otherwise might. When competing with
government bureaucracies for employees, private firms essentially bid against their own tax
dollars. This dynamic is borne out in the economic freedom score data. Graphic 10 shows that the
unemployment rate was 40% higher in American MSAs with the largest bureaucracies compared
to those with the smallest. Bureaucracies here are measured by the percentage of employment in
an MSA that is made up of government employees.

Graphic 10: MSAs with Large Government Bureaucracies Have Higher Unemployment Rates
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Graphic 11 shows the portion of state and local government employment as a percentage of total
employment for each Michigan MSA." Note that MSAs with the smallest bureaucracies have some
of the lowest unemployment rates. The variation among some of these MSAs is wide. Bay City’s
bureaucratic rank by this measure is more than two times larger than Ann Arbor’s.

Graphic 11: State and Local Government Employees as a Percentage of Total Employment and
Unemployment Rates in Michigan MSAs, 2017

State & Local
Government
Employees

as % of Total | Mi Unemployment U.S.
Metropolitan Statistical Area| Employment | Rank Rate Rank
Bay City 12.4% 1 5.5% 64
Lansing-East Lansing 12.3% 2 4.1% 227
Jackson 10.2% 3 4.6% 151
Muskegon 9.8% 4 5.3% 83
Monroe 9.6% 5 4.7% 137
Flint 9.2% 6 5.7% 49
Niles-Benton Harbor 7.9% 7 4.8% 129
Kalamazoo-Portage 7.6% 8 4.3% 188
Battle Creek 7.5% 9 4.8% 125
Saginaw 7.2% 10 5.4% 78
Midland 6.4% 11 4.6% 148
Detroit-Dearborn-Livonia* 6.2% - - -
Detroit-Warren-Dearborn 5.3% 12 4.5% 169
Grand Rapids-Wyoming 5.2% 13 3.5% 307
Ann Arbor 5.2% 14 3.5% 305
Warren-Troy-Farmington Hills* 4.8% - - -
Michigan MSA Average 8.3% - 4.7% -

* Metropolitan Division of the Detroit-Warren-Dearborn MSA.
Note: U.S. ranking is out of 383 MSAs. Since the Metropolitan Divisions are not comparable to MSAs, they are not given a rank.

*  The 2019 economic freedom index for MSAs used a state average figure to estimate government employment in each MSA, namely the
percentage of total state employment that was state government employment. It added that figure to the number of local government
employees in each MSA as a portion of its total employment, producing an estimate of both state and local government employment in
each MSA. Because some MSAs have proportionately more state employees than others, this study collected data from Michigan for the
actual number of state government employees in each county and used that data to calculate state and local government employment for

each Michigan MSA. These statistics are not ranked with MSAs nationally for this reason.
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Employment Growth

The relationship between economic freedom and employment growth in the 383 MSAs in the
U.S.is even stronger than that for unemployment rates. To avoid complications from the COVID-
19 pandemic, we included the growth in the number of people employed from 2017 to 2019 only.
As Graphic 12 shows, the growth rate in the least-free quartile of MSAs was an anemic 1.32%. In
the most-free quartile it was over 2.5 times higher at 3.54%.

Graphic 12: MSAs with Higher Economic Freedom Have Higher Employment Growth
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Labor market freedom was found to be particularly important for employment growth. As
Graphic 13 shows, from 2017 to 2019, employment grew nearly three times faster in MSAs with
the highest scores for labor market freedom compared to those with the lowest scores. This at
least suggests that there is a significant preference by employers to grow in areas with the fewest
burdensome labor regulations, which is consistent with the academic evidence described in our
literature review.

Graphic 13: MSAs with Higher Labor Market Freedom Have Higher Employment Growth
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Graphic 14 shows employment growth data for each of Michigan’s 14 MSAs. Only three — Ann
Arbor, Grand Rapids and Detroit — had growth that exceeded the national average from 2017 to
2019. Six of the 14 MSAs lost jobs and another three saw job growth of less than 1% over the period.

Graphic 14 also includes results for 2017-2020. Due to the pandemic and related lockdowns, the
U.S. average for employment growth was negative, as all areas saw large employment declines in
2020. Michigan’s MSAs did particularly poorly. The best performer was Ann Arbor at -4.0%,
which was still a 38% larger decline than the national average and the 232nd worse of the 383
MSAs for employment growth.

Graphic 14: Economic Freedom and Employment Growth in Michigan MSAs, 2017-2020

Employ- Employ-
Overall Labor ment ment
Economic Market Growth, Growth,

Metropolitan Statistical Area| Freedom |Rank| Regulation  Rank 2017-19 Rank 2017-20 Rank
Ann Arbor 6.66 206 6.99 262 3.2% 108 -4.0% 232
Grand Rapids-Wyoming 6.56 224 6.65 285 2.8% 125 -5.2% 288
Detroit-Warren-Dearborn 6.42 248 6.72 280 2.1% 172 -6.4% 327
Detroit-Dearborn-Livonia* 5.65 - 6.13 - 2.8% - -5.7% -
Warren-Troy-Farmington Hills* 6.79 - 7.02 - 1.8% - -6.8% -
Kalamazoo-Portage 6.38 254 6.21 313 1.4% 220 -5.3% 292
Midland 6.76 193 6.80 272 1.0% 258 -5.2% 289
Flint 5.98 31 5.61 342 0.5% 286 -8.7% 365
Bay City 5.62 346 5.28 356 0.2% 300 -6.3% 324
Lansing-East Lansing 6.05 299 5.91 333 0.03% 309 -6.7% 336
Saginaw 6.17 282 5.79 337 -0.3% 321 -9.0% 366
Jackson 6.06 297 5.69 338 -0.6% 340 -8.0% 354
Niles-Benton Harbor 6.27 271 6.15 319 -1.0% 352 -8.5% 361
Muskegon 6.13 291 5.49 350 -1.1% 355 -9.6% 373
Monroe 6.31 266 5.91 332 -1.4% 362 -9.2% 368
Battle Creek 5.99 309 5.80 336 -2.9% 378 -9.8% 374
Michigan MSA Average 6.24 - 6.07 - 0.3% - -7.3% -
U.S. MSA Average 6.75 - 7.39 - 2.0% - -2.9% -

* Metropolitan Division of the Detroit-Warren-Dearborn MSA.

Note: Ranks are out of 383 MSAs. Since the Metropolitan Divisions are not comparable to MSAs, they are not given a rank.

Michigan’s poor employment growth in 2020 is no coincidence, as the state inflicted some of the
most severe pandemic restrictions in the nation. The U.S. Bureau of Labor Statistics indicates that
the Great Lake State had the highest rate of government-mandated closures of business
establishments in the country in 2020, at 32%, excepting Puerto Rico.®* Areas with less severe
restrictions tended to see less job loss.

It’s also worth mentioning that there appears to be an association between 2020 employment
declines and labor market freedom scores. The MSAs that lost the most employment tended to
have the most restrictive labor market regulation scores.
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There also appears an association between minimum wage burdens in MSAs nationally and
employment growth. From 2017 to 2019, the quartile of MSAs with the lowest minimum wage
burdens saw employment grow about 53% more than the quartile of MSAs with the highest
(Graphic 15).

Graphic 15: MSAs with Higher Minimum Wage Burdens Have Lower Employment Growth
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Graphic 16 shows that in half of the Michigan MSAs, the state’s minimum wage burden (again, as

represented by full time income as a percentage of MSA per capita personal income) is higher

than the U.S. average. Four of those seven saw an employment decline. In the other three it grew

by 0.5% or less. In contrast, the four MSAs where the minimum wage is the least burdensome saw

employment grow by at least 1%; three of those saw growth above the U.S. average.

Graphic 16: Minimum Wage Burdens and Employment Growth in Michigan MSAs, 2017-2019

Full-Time
Minimum
Wage
Income, % of

Per Capita Employment

Personal Growth,
Metropolitan Statistical Area | Income, 2017 | Rank 2017-19 Rank
Muskegon 50.1% 355 -1.1% 355
Saginaw 50.0% 351 -0.3% 321
Jackson 49.0% 345 -0.6% 340
Battle Creek 48.3% 344 -2.9% 378
Flint 47.3% 336 0.5% 286
Lansing-East Lansing 46.3% 325 0.03% 309
Bay City 46.1% 322 0.2% 300
Detroit-Dearborn-Livonia* 45.7% - 2.8% -
Kalamazoo-Portage 41.4% 265 1.4% 220
Niles-Benton Harbor 40.9% 259 -1.0% 352
Monroe 40.7% 252 -1.4% 362
Grand Rapids-Wyoming 38.4% 206 2.8% 125
Detroit-Warren-Dearborn 36.7% 168 21% 172
Ann Arbor 32.8% 79 3.2% 108
Warren-Troy-Farmington Hills* 32.3% - 1.8% -
Midland 32.2% 70 1.0% 258
Michigan MSA Average 42.9% - 0.3% -
U.S. MSA Average 42.4% - 2.0% -

* Metropolitan Division of the Detroit-Warren-Dearborn MSA.
Note: Ranks are out of 383 MSAs. Since the Metropolitan Divisions are not comparable to MSAs, they are not given a rank.
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There also appears a connection between the size of a local government bureaucracy and
employment growth. Graphic 17 shows that, nationally, employment grew twice as fast in the
MSAs with the smallest government bureaucracies compared to those with the largest ones.

Graphic 17: MSAs with Smaller Government Bureaucracies Have Higher Employment Growth
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Graphic 18 shows this detailed information for each Michigan MSA. The three areas with the
smallest bureaucracies as a percentage of total MSA employment — Ann Arbor, Grand Rapids

and Detroit — were the only ones with employment growth from 2017 to 2019 that exceeded the

national average of 2%. As the chart below it shows, there’s a strong negative correlation between

the size of the bureaucracies in Michigan MSAs and subsequent employment growth.

Graphic 18: Government Employment and Employment Growth in Michigan MSAs, 2017-2019

State & Local
Government
Employees as %
of Total

Employment, Mi Employment u.s.
Metropolitan Statistical Area 2017 Rank | Growth, 2017-19 | Rank
Bay City 12.4% 1 0.2% 300
Lansing-East Lansing 12.3% 2 0.03% 309
Jackson 10.2% 3 -0.6% 340
Muskegon 9.8% 4 -1.1% 355
Monroe 9.6% 5 -1.4% 362
Flint 9.2% 6 0.5% 286
Niles-Benton Harbor 7.9% 7 -1.0% 352
Kalamazoo-Portage 7.6% 8 1.4% 220
Battle Creek 7.5% 9 -2.9% 378
Saginaw 7.2% 10 -0.3% 321
Midland 6.4% 11 1.0% 258
Detroit-Dearborn-Livonia® 6.2% - 2.8% -
Detroit-Warren-Dearborn 5.3% 12 21% 172
Grand Rapids-Wyoming 5.2% 13 2.8% 125
Ann Arbor 5.2% 14 3.2% 108
Warren-Troy-Farmington Hills* 4.8% - 1.8% -
Michigan MSA Average 8.3% - 0.3% -
U.S. MSA Average n/a - 2.0% -

* Metropolitan Division of the Detroit-Warren-Dearborn MSA.
Note: U.S. ranking is out of 383 MSAs. Since the Metropolitan Divisions are not comparable to MSAs, they are not given a rank.

Graphic 19: Correlation Between Michigan MSA Bureaucracy Size and Employment Growth, 2017-

2019
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Population Growth

A classic article in economics — Charles Tiebout’s “A Pure Theory of Local Expenditures” from
1956 — held that people “vote with their feet” by moving to areas that provide a mix of public and
private goods that they favor, among other things. By examining the relationship between
economic freedom and population growth, we can gain some insights on how people feel about
policies that promote economic freedom.

Policymakers everywhere should be sensitive to changes in population. There is arguably no
better single measure of quality-of-life issues than migration, whether it represents an inter-state
or intrastate move. People move for a variety of reasons, but the determinants of interstate
migration have long been studied by economists and others. We would argue that economic
opportunity is a prime motivator. This subject has been made all the more relevant due to the
recent release of Census Bureau data that showed Michigan was once again losing population.®

Our own, new MSA-specific research and past scholarship by the Fraser Institute demonstrate
strong correlations between economic liberty and population growth at the local and state level,
respectively. Academics have also taken on the subject more narrowly, looking for the most
prominent variables that influence migration.

For example, economist Richard Vedder has argued that a great story of American migration
patterns has been the large movement of people from non-right-to-work states (those with less
labor market freedom) to those with more. His study, which ran statistical analyses to control for
other confounding variables like the weather or taxes, found: “Without exception, in all the
estimations, a statistically significant positive relationship ... was observed between the presence
of right-to-work laws and net migration.”® In other words, labor market freedom helped inspire
moves into those states with more of it.

Then there are the more recent economic freedom and migrations studies already referenced in
our literature review. The 2020 study from the Journal of Entrepreneurship and Public Policy
looked at state level migration and labor market freedom scores from the Fraser Institute’s
Economic Freedom of North American index and found that increasing labor market freedom by
just a single percentage point is associated with “a 2.8% increase in the gross in-migration rate.”
That means a 10% increase in a state’s labor market freedom score (from 6 to 6.6) would raise
gross state in-migration by about 28%, a heady figure.%
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As Graphic 20 shows below, MSAs in the United States in the highest economic freedom quartile
saw 2017-2019 population growth that was nearly 10 times higher than those in the lowest
quartile. The difference through 2020 (not shown in the graphic) was even greater: population
grew more than 20 times faster in the highest freedom areas (3.33% vs. 0.15%).

Graphic 20: MSAs with Higher Economic Freedom Have Higher Population Growth
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Similar results were found based on labor market freedom. The highest freedom areas saw
growth that was about 10 times faster from 2017 to 2019 (Graphic 21).

Graphic 21: MSAs with Higher Labor Market Freedom Have Higher Population Growth
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Of the 14 Michigan MSAs, only Grand Rapids, the third-most free in Michigan, saw population
growth above the national average (Graphic 22). Only four MSAs saw population increase at all
from 2017 to 2019. Population declined in the other 10 MSAs. There was a similar pattern when
we examined growth through 2020 (the most recent year available).

Graphic 22: Economic Freedom and Population Growth in Michigan MSAs, 2017-2020

Overall Labor Population Population

Economic Market Growth Growth
Metropolitan Statistical Area Freedom |Rank| Regulation | Rank 2017-19 Rank 2017-20 Rank
Warren-Troy-Farmington Hills* 6.79 - 7.02 - 0.2% - 0.0%
Midland 6.76 193 6.80 272 -0.04% 272 -0.001% 264
Ann Arbor 6.66 206 6.99 262 -0.4% 302 -0.9% 318
Grand Rapids-Wyoming 6.56 224 6.65 285 1.2% 154 1.7% 151
Detroit-Warren-Dearborn 6.42 248 6.72 280 -0.1% 276 -0.4% 287
Kalamazoo-Portage 6.38 254 6.21 313 0.7% 205 0.8% 216
Monroe 6.31 266 5.91 332 0.6% 218 0.7% 220
Niles-Benton Harbor 6.27 271 6.15 319 -0.6% 321 -0.8% 312
Saginaw 6.17 282 5.79 337 -0.8% 336 -1.1% 329
Battle Creek 5.99 309 5.80 336 -0.2% 290 -0.4% 285
Muskegon 6.13 291 5.49 350 -0.1% 277 0.05% 260
Jackson 6.06 297 5.69 338 -0.2% 285 -1.1% 328
Lansing-East Lansing 6.05 299 5.91 333 0.3% 241 0.2% 254
Flint 5.98 311 5.61 342 -0.5% 314 -0.7% 307
Detroit-Dearborn-Livonia* 5.65 - 6.13 - -0.4% - -1.0% -
Bay City 5.62 346 5.28 356 -1.1% 348 -1.6% 346
Michigan MSA Average 6.24 6.07 -0.1% -0.3%
U.S. MSA Average 6.75 7.39 1.0% 1.4%

* Metropolitan Division of the Detroit-Warren-Dearborn MSA.

Note: Ranks are out of 383 MSAs. Since the Metropolitan Divisions are not comparable to MSAs, they are not given a rank.
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Graphic 23, below, shows that of the 383 MSAs in the country, the ones with the least burdensome
minimum wages (full-time income as a percentage of per capita personal income) saw population
grow nearly 75% faster than those with the most burdensome ones.

Graphic 23: MSAs with Higher Minimum Wage Burdens Have Lower Population Growth
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Graphic 24 gives the numbers for Michigan MSAs. There appears to be a negative statistical
correlation between minimum wage burdens and population growth in Michigan MSAs. In both
periods, 2017-2019 and 2017-2020, MSAs with lower minimum wage burdens tended to have
higher population growth.

Graphic 24: Minimum Wage Burdens and Population Growth in Michigan MSAs, 2017-2020

Full-Time
Minimum Wage
Income, % of

Per Capita Population Population

Personal Growth Growth
Metropolitan Statistical Area | Income, 2017 | Rank 2017-19 Rank 2017-20 Rank
Muskegon 50.1% 355 -0.1% 277 0.05% 260
Saginaw 50.0% 351 -0.8% 336 -1.1% 329
Jackson 49.0% 345 -0.2% 285 -1.1% 328
Battle Creek 48.3% 344 -0.2% 290 -0.4% 285
Flint 47.3% 336 -0.5% 314 -0.7% 307
Lansing-East Lansing 46.3% 325 0.3% 241 0.2% 254
Bay City 46.1% 322 -1.1% 348 -1.6% 346
Detroit-Dearborn-Livonia* 45.7% - -0.4% - -1.0% -
Kalamazoo-Portage 41.4% 265 0.7% 205 0.8% 216
Niles-Benton Harbor 40.9% 259 -0.6% 321 -0.8% 312
Monroe 40.7% 252 0.6% 218 0.7% 220
Grand Rapids-Wyoming 38.4% 206 1.2% 154 1.7% 151
Detroit-Warren-Dearborn 36.7% 168 -0.1% 276 -0.4% 287
Ann Arbor 32.8% 79 -0.4% 302 -0.9% 318
Warren-Troy-Farmington Hills* 32.3% - 0.2% - 0.0% -
Midland 32.2% 70 -0.04% 272 -0.001% 264
Michigan MSA Average 42.9% - -0.1% - -0.3% -
U.S. MSA Average 42.4% - 1.0% - 1.4% -

* Metropolitan Division of the Detroit-Warren-Dearborn MSA.
Note: Ranks are out of 383 MSAs. Since the Metropolitan Divisions are not comparable to MSAs, they are not given a rank.
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Large bureaucracies seem to be even more problematic for population growth: The MSAs
nationally with the lowest government percentage of employment saw population grow more
than five times faster than those with the largest bureaucracies (Graphic 25).

Graphic 25: MSAs with Smaller Government Bureaucracies Have Higher Population Growth
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The numbers for Michigan MSAs are in the following table. As with the other variables that are used
to measure labor market regulation, government employment appears negatively associated with
population growth. The MSAs with larger bureaucracies tended to have less population growth.

Graphic 26: Government Employment and Population Growth in Michigan MSAs, 2017-2020

State & Local

Government

Employees as

% of Total Population Population

Employment, MI Growth u.S. Growth u.s.
Metropolitan Statistical Area 2017 Rank 2017-19 Rank 2017-20 Rank
Bay City 12.4% 1 -1.1% 348 -1.6% 346
Lansing-East Lansing 12.3% 2 0.3% 241 0.2% 254
Jackson 10.2% 3 -0.2% 285 -1.1% 328
Muskegon 9.8% 4 -0.1% 277 0.05% 260
Monroe 9.6% 5 0.6% 218 0.7% 220
Flint 9.2% 6 -0.5% 314 -0.7% 307
Niles-Benton Harbor 7.9% 7 -0.6% 321 -0.8% 312
Kalamazoo-Portage 7.6% 8 0.7% 205 0.8% 216
Battle Creek 7.5% 9 -0.2% 290 -0.4% 285
Saginaw 7.2% 10 -0.8% 336 -1.1% 329
Midland 6.4% 11 -0.04% 272 -0.001% 264
Detroit-Dearborn-Livonia* 6.2% - -0.4% - -1.0% -
Detroit-Warren-Dearborn 5.3% 12 -0.1% 276 -0.4% 287
Grand Rapids-Wyoming 5.2% 13 1.2% 154 1.7% 151
Ann Arbor 5.2% 14 -0.4% 302 -0.9% 318
Warren-Troy-Farmington Hills* 4.8% - 0.2% - 0.0% -
Michigan MSA Average 8.3% - -0.1% - -0.3% -
U.S. MSA Average n/a - 1.0% - 1.4% -

* Metropolitan Division of the Detroit-Warren-Dearborn MSA.
Note: U.S. ranking is out of 383 MSAs. Since the Metropolitan Divisions are not comparable to MSAs, they are not given a rank.
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Conclusion

Has any global or national institution ever attempted to produce a scholarly analysis of economic

well-being and ranked the likes of North Korea, Cuba or Venezuela as top performers? Has any
scholar argued that the determinants of economic growth lie in the purest of socialist systems? If
so, we haven’t seen them.

Scholars from the Fraser Institute and elsewhere, on the other hand, have marshalled enormous
amounts of data to study the impacts from economic liberty. They began by looking at freedom
levels in different nations, and researchers found associations between countries’ freedom scores
and measures of well-being. These same researchers likewise looked at economic liberty (oralack
thereof) in subnational units of government, such as American states and Canadian provinces.
Likewise, scholars found many positive associations between economic freedom and well-being.

More recently, and including this study, scholars have begun to find similar positive outcomes
between where local governments rank in indices of economic liberty and important metrics such
as income, employment and population growth.

Our study presents a clear picture of how Michigan MSAs can improve their economic well-being:
increase overall and labor market freedom by reducing policy and regulatory burdens. The big
takeaway is that the myriad correlations we’ve identified between local economic freedom and
well-being are unlikely to be coincidental.

Policymakers who want to effect positive outcomes, such as lower unemployment rates and a
growing population, would do well to study the findings of this and related papers closely. They
should adopt the policies demonstrated to improve the economic well-being of their inhabitants
and eschew those that don’t. Michigan residents deserve better policy at each level of government.

Our findings also demonstrate that Michigan has a long way to go —its local economic freedom
scores and measures of well-being fall short when compared to other states. Only one MSA in the
state — Midland — outperformed the average of America’s 383 MSAs and that was only by a
statistical whisker. Michigan’s local policymakers should not accept mediocrity. The path to
higher freedom scores, lower unemployment, and job and population growth can be found in the
variables referenced in this study.

The policy prescriptions we offer should be as clear as the correlations we’ve identified. Keep tax
and regulatory burdens light and restrain bureaucratic growth in government. These may seem
mundane to some policymakers, but history and evidence demonstrate that exotic central
planning schemes aren’t necessary to facilitate economic well-being. Just restraint in the
administration of good government goes a long way to promote broad economic growth.
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