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Abstract

This article examines economic freedom’s impact on quality of life conditional
on the political risk factors in Africa over the period 19852016, using the
Generalised Method of Moments (GMM) estimation technique. The results show
that economic freedom has a significant positive effect on the quality of life.
However, political risk fundamentals, namely civil liberties, political rights and
conflict, cause economic freedom to deteriorate the quality of life in African.
These results support North’s (1990) argument that political institutions play
a cardinal role in Africa’s economic outcomes and well-being. Therefore, gov-
ernments in Africa must improve on the political factors to enhance economic
freedom’s impact on quality of life. Moreover, policies that lead to an increase in
aid and economic growth will improve the quality of life in Africa.
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Introduction

A considerable amount of literature has been devoted to the relationships between
economic freedom and economic outcomes, such as growth and quality of life
(Haan & Siermann 1998; Sturm et al., 2002; Stroup, 2007; Brkic et al., 2020).
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Many of these studies have shown that countries with more or increasing eco-
nomic freedom have better economic outcomes than nations with low economic
freedom (Vega-Gordillo & Alvarez-Arce, 2003; Berggren, 2003 Gwartney et al.,
2004; Quazi, 2007; Aixala & Fabro, 2008; Cebula, 2013; Perez-Moreno &
Angulo-Guerrero, 2016). The various channels through which economic free-
dom aids economic outcomes such as growth and quality of life have been dis-
cussed in the literature (see Haan & Siermann, 1998; Gwartney et al., 2006). In
addition, recent empirical works have demonstrated the strong impact of eco-
nomic freedom on quality of life. These channels include the dismantling of bar-
riers that stifle the entrepreneurial aspirations of the poor (Vargas Llosa, 2008),
increased levels of investment and higher productivity of private investment
(Gwartney et al., 2006), increased trade, and increased foreign direct investment
(Xu, 2018).

Recently, the role of political risk factors on the economic freedom-economic
outcomes nexus has attracted the attention of researchers. This perspective is
referred as the ‘new political economy’ (North, 1990; Olson, 1993; Gamble,
1995). Essentially, the new political economy emphasises the role of institutional
factors, such as constitutional decisions, political, legal and civil rights, in ensur-
ing good economic outcomes. Friedman (1962) argues that no society with a con-
siderable measure of political freedom does not use something comparable to a
free market system to organise a significant portion of its economic activity. He
claims that political institutions facilitate poverty reduction directly or indirectly
through the promotion of liberal economic reforms. North’s (1990) hypothesis of
institutions argues that more efficient institutions guarantee more successful eco-
nomic outcomes and development.

The Hierarchy of Institution Hypothesis posits that political institutions do not
have a direct effect on development. Rather, they prepare the ground for the for-
mulation and implementation of sound economic institutions (Acemoglu et al.,
2005). This indirect effect may operate either through the impact of political insti-
tutions on economic institutions and policies that a country chooses or through
economic institutions and policies that impact growth. Economic and political
institutions have been established to be correlated. Historical analysis also con-
firms this correlation. For instance, according to Dabrowski (2018), the transition
from a centrally planned economy to a market economy could start only when
communist regimes collapsed. Also, countries that did not begin democratisation
(i.e., Turkmenistan and Uzbekistan) did not build a market system. Their econo-
mies remain largely centrally planned and administratively controlled.

Furthermore, in countries that experienced authoritarian drift, market-oriented
economic reforms were either stopped or reversed. These cases were the experi-
ence of countries like Slovakia (1994—1998), Belarus after 1996, Russia after
2003, Macedonia, Turkey and Hungary since the 2010s, Ukraine (2010-2014)
and Poland after 2015. Beyond the analysed region, the most extreme example is
Venezuela under the administration of Hugo Chavez and Nicolas Maduro. Lastly,
there are opposite cases when progress in democratisation enabled launching or
return to economic reforms: examples of this include Slovakia after 1998, Serbia
after 2000, Georgia after 2003 and Ukraine since 2014.
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In literature, several empirical studies have examined the role of political risk
factors on the impact of economic freedom on economic outcomes, such as eco-
nomic growth, foreign direct investment and trade (Haan & Siermann, 1998;
Nalley & Barkley, 2005; Stroup, 2007). However, only a few existing studies have
examined how political institutions aid economic freedom to affect the quality of
life. Moreover, most existing studies have focused mainly on developed coun-
tries, including some African countries as part of a larger sample. Essentially, the
intervening role of political risk factors in the quality of life-economic freedom
nexus in the specific context of Africa is under-researched. This is an important
gap that needs to be filled in the literature. There is a need to get insight into how
political institutions affect the relationship between economic freedom and qual-
ity of life in the specific context of Africa. Therefore, do political risk factors play
arole in the economic freedom-quality of life relationship in Africa?

It is essential to focus on African countries for a few reasons. First, poverty has
continued to increase over the years with a deteriorating effect on the quality of life,
despite the various economic policies implemented in the continent. Two, the qual-
ity of political institutions such as civil liberties, rule of laws, political rights, among
others, are just evolving (nascent) when compared to the developed countries of the
world. Hence, focusing the study on African countries will help determine whether
the maturity level or state of the political institutions in the continent affects the
effectiveness of economic freedom in improving the quality of life of the people.

The article is organised as follows: the second section provides a brief review
of the literature. The third section discusses the methodology and data issues. The
fourth section discusses the empirical results. Finally, the fifth section concludes
the article.

Literature Review

Numerous studies have examined theoretically and empirically how economic
freedom can impact economic outcomes, such as growth, foreign direct invest-
ment and poverty. Theoretically, several channels through which economic free-
dom could positively impact these economic outcomes, quality of life inclusive,
have been identified in the literature. For example, an increase in economic free-
dom could help reduce barriers that constrain the entrepreneurial aspirations of
the poor (Vargas Llosa, 2008). Also, economic freedom in the form of respect for
private property rights, low trade barriers and transparent enforcement of con-
tracts, among others, could help reduce transaction costs and uncertainty, thereby
enhancing income and the quality of life. Moreover, economic freedom, which
allows free entry and exit into the market and open competition, will improve the
efficient allocation of resources (Gwartney et al., 1995). In short, economic free-
dom is perceived as the foundation for economic success, and by extension, eco-
nomic well-being (Karabegovic & McMahon, 2005).

Empirically, several studies have investigated the relationship between eco-
nomic freedom and economic outcomes and the well-being of the people (Islam,
1996; Hasan et al., 2003; Kaur, 2007; Stroup, 2007; Gwartney & Connors, 2010;
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Perez-Moreno & Angulo-Guerrero, 2016; Ahmad, 2017). Some studies have
found that economic freedom reduces poverty and thus enhances the quality of
life (Grubel, 1997; Connors, 2011; 2013; Belasen & Hafer, 2012; Nikolaev, 2014;
Labrie & Doucet, 2015). For example, the study by Esposito and Zaleski (1999)
finds that increased economic freedom has a significant positive effect on the
quality of life, measured as longer life expectancy and higher literacy rate. In the
same way, Ovaska and Takashima (2006) find positive correlation between eco-
nomic freedom and improved health, thus well-being.

However, few other studies have argued that the extent to which economic free-
dom will affect the quality of life depends on political institutions, i. ., the political
risk factors. The argument is that societies with sound and robust political institu-
tions in the form of high political rights, civil liberties and minimal conflicts are
better able to create public policies that achieve higher levels of economic growth
and prosperity. Indeed, some empirical studies have found support for the claim in
the literature (Arat, 1988; Przeworski & Limongi, 1993; Goldsmith, 1995; Lake &
Baum, 2001; Bueno de Mesquita et al., 2003; Mulligan et al., 2004; Acemoglu &
Robinson, 2006; Knutsen, 2011; Okunlola, 2019). For example, Stroup (2007) finds
that economic freedom helps explain economic well-being conditioned on the coun-
try’s level of democracy. In like manner, Inglehart et al. (2008) find that happiness
and improvements in economic choice are positively correlated, particularly in
countries with high levels of economic security.

Overall, not many papers have examined the role of political risk factors on the
economic freedom-quality of life nexus. This observation is particularly obvious
in the case of African countries. Therefore, our article attempts to fill this gap by
exploring whether the ability of economic freedom to influence a country’s qual-
ity of life is conditional on the state of the political risk factors.

Hypothesis

As noted in the preceding section, few papers have examined the role of political
risk factors on the economic freedom-quality of life nexus. For example, the
Hierarchy of Institution Hypothesis hypothesises that a political institution pre-
pares the ground for the formulation and implementation of economic institu-

[AQ2] tions. However few others, including Friedman (2002) and Bhagwati (2007) asso-
ciated political institutions with economic freedom in the growth model. Likewise,
Feng (1997) argued that political institutions, working indirectly through its
impact on political stability, would likely affect growth.

Political risk factors, by creating competitive market forces conditions that are
conducive to growth, allow active but voluntary citizens’ participation. Thus, [AQ3]
political risk factors make individuals/economic agents appropriate the economic
freedom inherent in a market economy, thus impacting positively on growth.
Many other empirical works have demonstrated the moderating role that political
risk factors played in the economic freedom and economic development relation-
ships (Farr et al., 1998; Vega-Gordillo & Alvarez-Arce, 2003; Stroup, 2007;
Aixala & Fabro, 2008; Peev & Mueller, 2012; Pigtek et al., 2013). These studies,
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however, have different views regarding the role of political risk factors in the
economic freedom-development relationship. Resulting from these varying per-
spectives and given the measures of political risk factors (i.e., political rights, civil
liberties and conflict), we hypothesised that:

Hypothesis I: Civil liberties positively moderate the nexus between economic
freedom and quality of life.

Here, it is hypothesised that civil liberties and economic freedom are comple-
ments, meaning that they support each other in enhancing quality of life. Indeed,
several existing studies have lend credence to this claim. For instance, Chauffour
(2011) found empirical evidence that supports the finding that civil liberties and
economic freedom explain the large differences in economic outcomes among
countries. Similarly, in related work, Aixala and Fabro (2008) found that eco-
nomic freedom is enhanced by civil liberties, thus economic growth and quality
of life. Mardanov (2020) demonstrated the significant impact of economic free-
dom on quality of life under the influence of civil liberties. In the same way,
Thompson (2004), Xu and Li (2008), Fabro and Aixala (2014) found that civil
liberties plays a significant moderating role in the relationship between economic
freedom and economic outcomes.

The civil liberties ratings range from 1 to 7. The score 1 implies ‘most free’.
while 7 represents ‘least free’ (Abramowitz, 2018). A unit decrease in the civil
liberties index implies improved civil liberties, and a unit increase means worsen-
ing civil liberties. Our a priori expectation is that the coefficient of the interactive
term of civil liberties and economic freedom (EF W*CL/@Z)) to be negative. This
interactive term is referred to as a buffering interaction (Cohen et al., 2003). The
buffering interaction suggests that a more excellent value of the moderator—in
this case, civil liberties—reduces the impact of the independent variable (i.e., eco-
nomic freedom) on the dependent variable (i.c., quality of life) (Cartwright et al.,
2018). The implication is that a positive change in civil liberties (i.e., a reduction
in civil liberties index value) will boost the impact of economic freedom on
human development. This simply means that civil liberties positively moderate
the effect of economic freedom on human development.

Hypothesis II: That political rights positively moderate the nexus between
economic freedom and quality of life.

We hypothesise that political rights and economic freedom are complementary,
which means that they strengthen each other in enhancing quality of life. Some
studies have demonstrated the influence of political freedom on economic free-
dom in promoting economic outcomes (Vega-Gordillo & Alvarez-Arce, 2003;
Stroup, 2007; Aixala & Fabro, 2008). As an illustration, Vega-Gordillo and
Alvarez-Arce (2003) noted that economic and political freedom are required to
achieve fast and stable economic growth. This suggests that expanding the scope
of both economic and political freedom will result in a synergy effect that works
like a virtuous circle. Similarly, Stroup (2007) argued that the level of economic
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freedom in society has a positive effect on human well-being, regardless of the
strength of democracy. This is because it allows the expression of individual polit-
ical rights over public policy in society.

The political rights ratings range from 1 to 7. The score of 1 denotes ‘most
free’, while 7 signifies ‘least free’ (Abramowitz, 2018). A unit decrease in the
political right index indicates improved political rights, and a unit increase sug-
gests worsening political rights. We expect the coefficient of the interactive
variable, that is, economic freedom and political rights (EFW*PR/(f3,)) to be
negative. The negative buffering interaction means that a higher value of the
moderator—in this case, political rights—reduces the impact of the independent
variable (i.e., economic freedom) on the dependent variable (i.e., quality of life)
(Cartwright et al., 2018). The implication is that an improvement in political
rights (i.e., a reduction in political rights value) will enhance the effect of
economic freedom on human development. In other words, the effect of
economic freedom on economic development is positively moderated by politi-
cal rights.

Hypothesis I11: Conflict negatively moderates the nexus between economic
freedom and quality of life.

Lastly, we hypothesise that civil liberties and economic freedom have buffering
interaction, in which, an increase in one adversely affects the effect of the other on
human development. Studies of Tures (2002), Osborne (2010) and Djidrov et al.
(2013), among others, have shown that economic freedom and conflict are closely
related. Osborne (2010), for instance, showed that government’s restrictions on
commercial activities engender conflicts with adverse effect on trust. In the same
way, Tures (2003) and Djidrov et al. (2013) showed that economic freedom and
conflicts are closely related. The consensus in the literature is that global market
forces promote the nonviolent resolution of conflicts. Indeed, society has come to
realise that the economic benefits of cooperation far outweigh the costs of any
form of conflict, especially war (Klare, 2001).

Data series on conflicts is obtained from the Major Episodes of Political
Violence (MEPV) magnitude scores, Centre for Systemic Peace (CSP). The
scores for conflicts range from scale (1) to (10). The score of zero (0) indicates no
episode of conflicts, while ten (10) represents the highest episode of conflicts
(Marshall, 2016). Thus, a decrease in conflict scale denotes a decrease in conflict
episode, while an increase in conflict scale indicates an increase in conflict epi-
sode. Our a priori expectation is that the interaction term, that is, economic free-
dom and conflict (EFW*CONF/(83,)) will be negative, referring to a buffering
interaction. This buffering interaction implies that a higher value of the modera-
tor—in this case, conflict—reduces the impact of the independent variable (i.e.,
economic freedom) on the dependent variable, namely human development. What
this suggests is that an increase in the value of the conflict scale (i.e., increase in
conflict episode) will decrease the impact of economic freedom on human devel-
opment. In this case, an increased conflict episode negatively moderates the effect
of economic freedom on human development.
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Methodology
Model Specification

We estimate the relationship between quality of life and economic freedom using
a panel data set over 1985 and 2016. The model specification is as given in
Equation 1. Next, we introduce an interaction term to help test economic free-
dom’s impact conditional on political risk factors.

Qul, = B, + B, Efw,+ B, 1Q, + B, (Efwn* 1Q, ) + B, Gdpg,, +
Bs Popg,, + B¢ Faid, +u, (M

where Qul, represents the quality of life index for country i in periods ¢, represent-
ing various measures of life used in the literature. Among these measures are:
GDP per capita (GDPPC), life expectancy (LEXP), final household consumption
expenditure per capita (LNCOMPC), and literacy rate (SCHENROL). We com-
pute a composite quality of life index using Principal Component Analysis (PCA)'
for all four measures. The quality of life index is represented as (CQUL). Efw, is
the economic freedom index, which measures the level of economic freedom
experienced by country i in periods ¢. 1Q, is the quality of political risk factors,
which is proxied by Cl —the level of civil liberty; Pr—the level of political
rights experience in a country, and Confl —the incidence of conflict. Gdpg,,
Popg,, and Faid, represent growth rate, population and foreign aid, respectively,
which are other factors determining the quality of life, and the white noise error
term is u,. Also, (Efw, *1Q,) is the interactive variable between each measure of
political risk factors and economic freedom index.

The expectation is that the coefficient of economic freedom (/3,) will be posi-
tive. The essential explanations for this are that increased economic freedom
reduces the barriers that exist in less economically free countries, thereby unleash-
ing the entrepreneurial spirit of the poor. Moreover, according to Friedman (1962)
and Hayek (1944), economic freedom by enhancing the effectiveness of the mar-
ket in ensuring efficient resource allocation will lead to greater prosperity.
Individuals in such societies can better exploit a more excellent selection of edify-
ing consumers’ choices to live longer, healthier lives. Besides, they can attain
higher levels of human capital to empower them to exploit a more significant set
of potentially profitable productive activities (Stroup, 2007). All the same, some
empirical works have found that economic freedom could be detrimental to
growth or economic performance.

The expected sign of political risk factors estimates (3,) vary; political rights,
civil liberties and conflict incidence are expected to have positive signs, while con-
flict is expected to be negative. Generally, countries that enjoy higher civil liberties
and property rights have freer environments, and thus well-being. However, the
level of conflict is expected to impact productive activities positively, and thus the
quality of life. The sign of interaction term (/3,) estimate is expected to vary depend-
ing on the variables being interacted. An estimate of 3, is expected to be positive
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since the economy’s growth will take more people out of poverty with an expected
positive effect on the quality of life. Economic growth implies more jobs and more
money for people to spend”. The coefficient of population growth 3, can be positive
or negative. Population growth can negatively impact the quality of life if it causes
the available means and resources to become scarce. However, if an increase in
population leads to higher production, increased consumption and increased tax
revenue, it could enhance the quality of life. The coefficient of foreign aid is inde-
terminate. When foreign aid is effectively utilised, it could positively influence eco-
nomic transformation, thereby promoting a better quality of life. In contrast, by
providing an alternative source of revenue, foreign aid could serve as a disincentive
to the government in creating efficient economic institutions with a possible adverse
effect on income and the quality of life.

Estimation Techniques

The study conducted descriptive statistics for all the variables used in this study.
Most of the variables used are in index form except life expectancy, household
consumption per capita, GDP per capita, population growth and secondary school
enrolment. However, household consumption per capita and GDP per capita are
converted to their log forms. In addition, we conducted the stationarity for this
study to test the appropriateness of the methodology of a dynamic panel (Chang
etal., 2011; Chen et al., 2014). It is argued that the problem of non-stationarity of
variables that is more prevalent in time-series is also pronounced in panel analy-
sis. This condition occurs when the number of cross-sectional units (V) is higher
than time-series observation (Holtz-Eakin et al., 1988; Arelano, 2003; Buck et al.,
2008). For instance, the first difference Generalised Method of Moments (GMM)
only takes care of variables integrated into order one [I(1)].

The quality of life index (CQUL) was computed from data of Life Expectancy
(LEXP), School enrolment (SCHENROL), Consumption per capita (COMPC)
and GDP Per capita (GDPPC) using the Principal Component Analysis (PCA).
Before the PCA, we checked the factorability of variables using Barlett’s test for
sphericity and the Kaiser—-Meyer—Olkin (KMO) coefficient test. Barlett’s test con-
verts the calculated determinants of the matrix to a C? statistic, which is tested for
significance. The null hypothesis of the test is that variables are collinear. The
KMO test, on the other hand, entails the comparison of the size of the variables’
correlation coefficients with the size of the partial correlation coefficients. In the
KMO test, a minimum value of 60.0 is necessary for an acceptable PCA. The
results from Barlett’s and KMO tests and the PCA for 44 countries show that the
four variables can be merged into one set of factors using the PCA. Thus the val-
ues of the first PCA for each country are utilised in determining the weights of
quality of life index?.

The study employs the System Generalised Method of Moments (Sys-GMM)
and Difference Generalised Method of Moments (Diff-GMM) based on the weak-
nesses associated with using the fixed and random effects estimation approaches®.
The GMM approach addresses the possible endogeneity issues with the various
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variables in the model. In the dynamic panel regressions, the lagged values are
used as instruments. The introduction of lagged quality of life is vital as the previ-
ous year’s quality of life is likely to influence the current level in a country. The
study tests the instrument validity by using the Sargan test of over-identifying
restrictions. In addition, the study ascertains whether deeper lags of the instru-
mented variables are correlated with deeper lags of the disturbances. The Arellano
and Bond (1991) AR (1) and AR (2) tests are for the first and second-order serial
autocorrelation.

Data Sources and Measurement

We adopt annual data from 1985 to 2016. The GDP per capita series is obtained
by dividing gross domestic product (GDP) by the midyear population. The real
GDP per capita is used to measure the amount of resources required for an appro-
priate economic livelihood (Masud & Yontcheva, 2005; Chirino & Melian, 2006;
Olofin, 2013). We also used life expectancy, which shows the number of years a
new born child stays alive assuming thea the prevailing mortality patterns at the
time of its birth were to stay the same during its life. The household final con-
sumption expenditure per capita is the market value of all goods and services
purchased by households. This comprises all durable goods (such as cars, washing
machines and home computers) that the households purchased in a given year.
Essentially, the consumption per capita is used to measure access to resources
required for a good standard of living (Masud & Yontcheva, 2005; Chirino &
Melian, 2006). Lastly, we use students’ enrolment in secondary school to measure
the rate of literacy. This is total enrollment in secondary education, regardless of
age, as a percentage of the official secondary education age population. The arti-
cle used 44 African countries based on data availability, and the list is presented
in Table A in the appendix.

Other variables include economic growth rate (GDP growth rate). This varia-
ble is the gross value added by all local producers in the economy, adding any
product taxes and subtracting any subsidies not built-in in the value of the prod-
ucts. The population growth is the exponential growth rate of the midyear popula-
tion from year t—1 to ¢, expressed as a percentage. Foreign aid is measured as total
government aid earmarked to support economic development and welfare in the
developing countries. All these data are obtained from the World Bank, World
Development Indicators (WDI).

The economic freedom index data has ten components. These are: fiscal free-
dom, property rights, investment freedom, government spending, business free-
dom, freedom from corruption, trade freedom, labour freedom, financial freedom
and monetary freedom. (Miller et al., 2012). The data is obtained from Fraser
Institute’s Economic Freedom of the World (EFW) Report. The political rights
index is computed from four subdivisions, namely political pluralism, political
participation, electoral process and functioning of government. The civil liberties
index is generated from four subcategories: associational and organisational
rights, freedom of expression and belief, personal autonomy and individual rights,
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and the rule of law. The data on political rights and civil liberties are obtained
from Freedom in the World Country Ratings of Freedom House.

Similarly, the data on conflict incidence used in the study is the countries’
interstate, societal and communal warfare magnitude scores. The data is obtained
from the Major Episodes of Political Violence (MEPV) magnitude scores as pub-
lished by the Centre for Systemic Peace (CSP). The article uses 44 African coun-
tries based on data availability, and the list is presented in the appendix. The
descriptive statistics of the series used in the study are presented in Table 1. The
mean economic freedom is 5.83, while the average score for civil liberties is 4.43.
The average scores for property rights and conflict are 4.64 and 0.69.

Empirical Results

This section reports and discusses the empirical results in the following order.
First, we present the results of the panel unit root test and co-integration tests.
Then, we check for the direct impact of economic freedom on the quality of life.
Finally, we test the main issue: how economic freedom’s impact on the quality of
life is affected by political risk factors. The results of the panel unit root tests are
presented in Table 2. As shown in Table 2, the majority of the series is stationary
at the level. For instance, civil liberties, political rights, economic freedom and all

Table I. Descriptive Statistics

Variable Mean Std. Dev. Min Max Obs
EFW 5.83 0.94 2.74 8.15 740
PR 4.64 1.79 1.00 7.00 1404
CL 443 1.41 1.00 7.00 1,404
CONFL 0.68 |.55 0.00 10.00 1,371
CQUL 0.00 0.98 -2.19 2.72 689
FAID 19.73 1.20 15.13 23.15 1,393
LEXP 56.13 8.62 27.61 76.08 1,408
SCHENROL 38.10 25.42 34l 115.99 901
GDPG 3.83 6.36 -62.08 123.14 1,371
GDPPC 6.99 1.05 4.88 9.52 1,375
LNCOMPC 6.60 0.83 4.68 8.83 1,026
EFW*PR 24.63 9.74 5.90 50.54 740
EFW*CL 23.31 7.18 6.38 45.36 740
EFW*CONFL 2.62 6.54 0.00 34.68 740
POPG 2.48 1.06 —-6.18 7.92 1,408
Source:

Notes: EFW—Economic freedom index; PR—Property rights; CL—Civil liberties; CONFL—
Conflicts; CQUL—Composite quality of life index generated using PCA; FAID—Foreign aid; LEXP—
Life expectancy; SCHENROL—School enrolment; GDPG—GDP growth rate; GDPPC—GDP per
capita; LNCOMPC—Final household consumption expenditure per capita; EFW*PR—Interaction
created from foreign aid multiplied by property rights; EFW*CL—Interaction created from economic
freedom multiplied by civil liberties; EFW*CONFL—Interaction created from economic freedom
multiplied by conflicts; and POPG—Population growth.
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the interactive variables of economic freedom and political risk factors are of
order 1(0), that is, and stationary at a level.

In contrast, household consumption, corruption, GDP per capita, life expec-
tancy, population growth and secondary school enrollment are of order I(1), that
is, stationary at first difference.

Baseline Results

This section presents the baseline specification tests for the direct impact of eco-
nomic freedom on the quality of life. The results are presented in Tables 3 and 4°.
We find that the coefficient of economic freedom is positive and significant in all
the equations. The only exception is in the difference GMM for COMPC in Table
3. This result provides support for the finding that economic-freedom positively
impacted the quality of life in Africa. In terms of the control variables, political
rights and civil liberty deteriorate the quality of life across all the five models.
This finding suggests that a low level of political rights and civil liberties tends to
lower life quality. Foreign aid and GDP per capita have a strong positive impact
on the quality of life. The sign of population growth changes depending on the
measure of the quality of life. When the study uses the quality of life composite
index, the population growth reduces the quality of life in the estimation with dif-
ference GMM. At the same time, it enhances the quality of life in the system
GMM estimation. Sargan test p-values for the GMMs show that the null hypoth-
esis cannot be rejected, indicating that the exclusion restrictions for the instru-
ments are met.

Results for Interactive Models

Next, we examine the results for economic freedom’s impact conditional on polit-
ical risk factors (Tables 5—7). First, we explore economic freedom’s impact con-
ditional on political rights (Table 5). The coefficient of the interaction term,
EFC*PR, is negative and significant in all the specifications. The results for con-
trol variables are similar to those obtained in Tables 3 and 4.

The negative coefficient of EFC*PR points to the existence of ‘buffering inter-
action’ in the language of Cohen et al. (2003). A significant and negative interac-
tion term suggests a buffering interaction, where a greater value of the moderator
reduces the impact of the independent variable on the dependent variable
(Cartwright et al., 2018). This trend implies that lower political rights diminish
the economic freedom’s effect on the quality of life.

Economic Interpretation of Marginal Effects

To calculate economic significance, we estimate the marginal impacts®. The study
investigates the conditional marginal effects using two different cases: (a) the
impact of economic freedom on the composite quality of life index when there are
political rights (case a), and (b) the impact of political rights on the composite
quality of life index in the presence of economic freedom (case b).
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Case i: Economic Freedom in the Presence of Political Rights

Using the system GMM results, the conditional marginal impact of economic
freedom on the composite quality of life when there are political rights is pre-
dACQUL, 0274 { 0.071

— — *
dEFW,  (0.000) |(0.000)

political rights, we estimate the statistical significance of the impact. Hence, when
the political rights index reaches its mean (i.e., political right index = 0), the mar-
ginal effect of economic freedom is 0.274. The negative sign of the interactive
term suggests a buffering interaction, where a higher value of the political rights
index reduces the impact of economic freedom on the quality of life. Therefore, it
can be concluded that improved political rights will complement economic free-
dom to boost its impact on the quality of life. This result is consistent with the
findings of Stroup (2007), Aixala and Fabro (2008), Peev and Mueller (2012) and
Piatek et al. (2013). These authors found that economic freedom is reinforced by
political rights to boost economic outcomes and quality of life.

sented as Ri,} 7. Then, for a realistic value

Case ii: Political Rights in the Presence of Economic Freedom

The conditional marginal effect of political rights on the quality of life when there
is economic freedom from the system GMM results in Table 5 is given by

dACQUL, —0.373 { 0071 CEF
dPR, (0.000) (0.000)

of this impact for realistic values of economic freedom is being estimated. On the
attainment of the mean value of the economic freedom index (i.e., economic free-
dom index = 0), the marginal effect of political rights is —0.373. With the negative
sign of the interactive term, showing a buffering interaction, it can be concluded
that economic freedom does not enhance the impact of political rights on the com-
posite quality of life index.

Wn:| . Therefore, the statistical significance

Interactive Effect of Civil Liberties and Economic Freedom on Quality of Life

Next, we examine the second channel, civil liberties. Improved civil liberties can
enhance the quality of life, while a low level of civil liberties can deter the quality
of life. Hence, we explore economic freedom’s impact on the quality of life con-
ditional on civil liberties. The results are shown in Table 6. The coefficient of the
interactive term, EFW=*CL, is negative and significant in all the specifications.
This result is similar in all respect to that obtained with political rights. A low
level of civil liberties reduces the positive impact of economic freedom on the
quality of life. This result suggests that improved civil liberties will complement
economic freedom to enhance the quality of life. The results of the remaining
control variables follow the same pattern as in Table 4. We explore the conditional
marginal effects in two cases: (a) the impact of economic freedom on composite
quality of life index in the presence of civil liberties (case a), and (b) the impact
of civil liberties on the composite quality of life in the presence of economic free-
dom (case b).
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Case i: Economic Freedom in the Presence of Civil Liberties

Using the system GMM results, the conditional marginal impact of economic

dacQuL, 0.210
freedom when there are civil liberties is given by W:(O OOO)_

0.049 o JAnCOMPC, _ 0.067 [ 0.020
| and ——F = -
(0.000) " dEFW, (0.000) | (0.000)

representing the quality of life and consumption per capita (COMPC). At this

* CL,.,} , for the models

point, the statistical significance of this effect is being calculated for a reasonable
level of civil liberties. Consequently, when the index of civil liberties is at its
mean value (i.e., civil liberties index = 0), the marginal effect of the index of
economic freedom is 0.210 for the composite quality of life and 0.067 for the final
household consumption per capita model. Thus, although the negative sign of the
interactive term indicates a buffering interaction, a higher value of index of the
civil liberties (i.e., worsening civil liberties) reduces the impact of economic free-
dom on the composite and other indices of the quality of life. This result, however,
implies that more civil liberties will complement and enhance the outcome of the
index of economic freedom on the quality of life in Africa. This result is consist-
ent with the earlier findings by Thompson (2004), Xu and Li (2008), Aixala and
Fabro (2008), Chauffour (2011), Fabro and Aixala (2014), and Mardanov (2020).
These studies all found that increased civil liberties enhanced the impact of the
index of economic freedom on human development.

Case ii: Civil Liberties in the Presence of Economic Freedom

The conditional marginal impact of civil liberties in the presence of economic freedom
dAcQuL, 0317 [0.049 } ind dAELXP,  0.434
= it

is given by = _ * = -
dCL,  (0.009) |(0.011) dCL,  (0.000)

{ 0.067

(0.000)

Consequently, we evaluate the statistical significance of this impact for a reasonable
value of index of economic freedom. When the economic freedom index gets to its
mean value (meaning, economic freedom index = 0), the marginal impact of the index
of civil liberties is 0.317 and 0.434 for the composite quality of life index and life
expectancy models, respectively. However, with the negative signs of the interactive
terms indicating buffering interaction, a higher value of the economic freedom index
increases the effect of civil liberties on the quality of life. This finding implies that
more economic freedom boosts the effect of civil liberties on the quality of life in
Afica.

* EFWH}for the poverty index and life expectancy models, respectively.

Interactive Effect of Conflict and Economic Freedom on Quality of Life

To provide further evidence regarding the effect of economic freedom on quality of
life conditional on political risk factors, we look at conflict channels. Increased con-
flict will adversely impact the quality of life, while a low level of conflict will enhance
the quality of life. The results in Table 7 show that the coefficients of the interactive
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term, EFW*CONFL, are negative and significant in all specifications. This result sug-
gests that economic institutions decrease the quality of life in high-conflict countries.
On the other hand, the foreign aid and GDP per capita coefficients are positive in
almost all specifications. The only exception is the foreign aid coefficient in school
enrolment and life expectancy. The sign of population growth changes depends on the
quality of life used, but the coefficient is generally not significant.

Economic Interpretation of Marginal Effects

We investigate the conditional marginal effects in two distinct ways: (a) the impact
of economic freedom on quality of life in the presence of conflict (case a), and (b)
the impact of conflict on quality of life when there is economic freedom (case b).

Case i: Economic Freedom in the Presence of Conflict

When the study made use of the system GMM results in Table 7, the conditional
marginal effect of index of economic freedom on the quality of life in the presence

dACQUL,  0.032 {0.066
dEFW,  (0.000) |(0.000)

statistical significance of this impact is being estimated for a realistic value of
conflict. When conflict gets to its mean value (i.e., index of conflict = 0), then the
marginal effect of economic freedom is 0.032. Thus, the negative sign of the inter-
active term in the composite quality of life model implies a buffering interaction.
A higher value of conflict diminishes the effect of economic freedom on the qual-
ity of life. The same applies to other measures of quality of life. Thus, it can be
concluded that a worsening level of conflict lessens the magnitude of the impact
of economic freedom on the quality of life.

Studies have claimed that conflicts do not encourage businesses, at least not legiti-
mate ones, and they bring more considerable government control over the country’s
economy. A collection of historical evidence, modern theorists and statistical findings
pointed out that a reduced conflict level in the country is associated with increased
economic freedom. In addition, modern writers approve of the benefits of freedom,
especially commercial freedom. Sen (1999) contends that economic growth emerges
more from a friendlier economic climate than a harsh political system associated with
conflict situations in the country, no matter what form: a coup d’etat, revolution, rebel-
lion or war. Furthermore, Barbara Crossette (1997) finds that people are free to chan-
nel their energies into economic activities during times of peace.

of conflict is presented as * CONFL,, } Then, the

Case ii: Conflict in the Presence of Economic Freedom

From the system GMM estimation, the conditional marginal effect of conflict

index on the composite quality of life in the presence of economic freedom is
) dACQUL,  0.345 0.066 .

given by 4eONFL, ~ (0.000) | (0.000)

of this marginal impact for reasonable values of conflict is then being calculated.
Therefore, when the mean value of economic freedom is attained (i.e., economic

EF Wn:|. The statistical significance
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freedom index = 0), the marginal impact of conflict is 0.345. Thus, the negative
sign of the interactive term in PCA generated quality of life index, GDP per cap-
ita, and final household consumption per capita models implies a buffering inter-
action. An increase in the value of economic freedom diminishes the effect of
conflict on the composite and other measures of quality of life.

Based on our analysis in this study, we established that political risk factors mod-
erates the impact of economic freedom on the quality of life and its indicators in
Africa. This assertion is evident as all the indicators (political rights, civil liberties
and conflict) impact the role of economic freedom on the quality of life. Also, as
shown for the 15 ECOWAS countries, civil liberties, political rights, conflict and
corruption moderate the impact of economic freedom on human development
(Okunlola & Ayetigbo, 2021). This finding allows policymakers, particularly in
African countries, to know how policies on political risk factors and economic free-
dom could be combined to bring about the desired level of quality of life. On the
other hand, Okunlola and Akinlo (2021) found poor economic freedom in Africa
with an attendant low quality of life. Although they found that the initial impact of
economic freedom on quality of life in the short run is negative, then the impact
changes to positive in the long run. The reason for this trend may result from the role
of political risk factors in the relationship. Therefore, the increase in economic free-
dom may not be impactful at the initial level. Still, in the long run, and with the
attendant improvement in political risk factors, economic freedom will increase the
quality of life.

Conclusion

This article has examined the empirical question of whether the political risk fac-
tors can enhance economic freedom’s impact on the quality of life. The analysis
would assist those countries striving to enhance the quality of life for their citizens
to know which type of freedom to promote at the expense of the other.

The study employed countries’ indexes reflecting the level of economic freedom,
quality of life, and political risk factors in 44 African countries from 1985 to 2016.
The results obtained using both difference and system GMM indicate that economic
freedom significantly impacts the index of quality of life in Africa. Furthermore, we
found that an increase in economic freedom in society would improve all the quality
of life measures. Also, we found that civil liberties and political rights positively
moderate the effect of the index of economic freedom on the quality of life in Africa.
These findings imply that increased levels of political rights and civil liberties will
increase the impact of economic freedom on the quality of life.

Furthermore, conflict negatively moderates the effect of economic freedom on
the quality of life. This finding implies that political risk factors must be improved
upon for economic freedom to boost the quality of life in Africa. In short, the results
provide evidence in support of both the North and Hierarchy of Institution hypoth-
eses. These hypotheses posit that political institutions help to create the good envi-
ronment for the formulation and implementation of sound economic institutions
required to achieve good economic outcomes, including improved quality of life.
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The derived results allow the following conclusions. First, countries in Africa
would enjoy an improved quality of life by strengthening their degree of eco-
nomic freedom. Second, our findings show that political risk factors, especially
civil liberties and political rights, must be strengthened and conflicts reduced to
boost the positive effect of economic freedom on the quality of life in Africa.
Third, policies that increase aid and economic growth will promote enhanced
quality of life in Africa.

In conclusion, we may expect improved quality of life when a country has
increased economic freedom and political freedom, reduced conflict levels and
increased foreign aid and income.
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Appendix A. List of 44 African Countries Used

Algeria Angola Benin Botswana Burkina Faso

Burundi Cameroon Cabo Verde  Central African DR Congo
Republic

Congo Republic  Cote d'ivoire Egypt Ethiopia Gabon

Gambia Ghana Guinea Guinea Bissau Kenya

Lesotho Liberia Libya Madagascar Malawi

Mali Mauritania Mauritius Morocco Mozambique

Namabia Niger Nigeria Rwanda Senegal

Seychelles Seirra Leone South Africa  Tanzania Togo

Tunisia Uganda Zambia Zimbabwe

Source:

Notes

1. The Principal Component Analysis (henceforth PCA) is adopted in computing the
multidimensional quality of life index. The approach captures the economic well-
being, human capital development, longevity and standard of living in Africa. The
PCA allows us to reduce the number of variables without losing too much information.
It is highly efficient in generating fewer numbers of variables that explain most varia-
tion in the original variables. However, the new variables obtained are linear combina-
tions of the original variables. The first set of new variables generation through PCA
account for as much as possible of the variation in the original data.

2. However, this is based on the assumption that the increase in economic growth trickles
down to benefit the large society.

3. We have not included the results of the PCA here for space consideration. Formal pre-
sentation of the results of PCA for the forty-four countries will require so many pages.
However, the results can be made available on request.

4. The main weaknesses of both the fixed and random effects approaches have been
noted in the literature (details can be found in Beck & Jonathan, 2001).

5. The difference between Tables 3 and 4 is that while Table 3 has political rights as a
variable, Table 4 has civil liberties.

6. The argument is that economic freedom and the political risk factors are not indepen-
dent of one another; therefore their quality of life effects need to be examined through
the estimation of conditional marginal effects of these variables. This explains the
calculation of the conditional marginal effect as reported in this work.

7. The values in brackets are the p-values.
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