


million. The freest group has a net gain of 
24 percent, compared to a net loss of 14 
percent for the least-free MSAs.

The evidence suggests that economic 
freedom is key to prosperity at the local 
level—a �nding with important implications 
for policy-makers and citizens.

The Wealth of Cities report is just 
a beginning. Texas and its major 
cities offer an opportunity to fulfill the 
O’Neil Center’s mission of studying 
why some economies succeed while 
others struggle. The Texas Economy 
will provide regular insights on what’s 
probably America’s most interesting 
state economy. 

References

Cox, W. Michael and Alm, Richard, The 
Wealth of Cities: Pursuing Economic 
Freedom Closer to Home, O’Neil Center 
Annual Report, 2014-15.

GDP data: U.S. Department of 
Commerce, Bureau of Economic 
Analysis. Available at bea.gov.

Employment data: U.S. Department of 
Commerce, Bureau of Labor Statistics. 
Available at bea.gov.

Stansel, Dean. “An Economic Freedom 
Index for U.S. Metropolitan Areas,”
Journal of Regional Analysis and Policy, 
43:1 (2013).

� the TEXASeconomy Page 2

Washington and Colorado at around 15 
percent (see chart at right).

Measured in either dollars or percent, 
Texas ranks at or near the top in GDP 
growth and job creation. If nothing 
else, that suggests Texas should have 
something to teach the rest of the country 
about what makes an economy succeed. 

Dumb luck or design

Simply showing that the Texas economy 
has been doing better than other states 
and the nation as a whole goes only so far. 
It doesn’t validate the Texas model.

In fact, many Americans no doubt 
attribute Texas’ prosperity to a form of 
dumb luck—i.e., the state sits atop large 
oil reserves and pumps prosperity out 
of the ground. So it might be doing well 
with high or low taxes and with big or 
small government.

An important question for our research, 
then, will be how much credit for the 
state’s economic success should go to 
the Texas model. Finding out will require 
an data-driven way to compare Texas’ 
political economy to other states—those 
that have policy mixes like Texas’ as well 
as those that are quite different.

Fortunately, economists have devised 

such measures. The Economic Freedom 
of North America report uses data on 
government size, tax burdens and labor 
market regulations to rate all 50 states 
on their degree of economic freedom, 
giving higher marks to states with lower 
taxes, smaller government and market-
friendly policies. 

As might be expected, the economic 
freedom index ranks Texas highly. Since 
1981, the first year of the data, the state 
has consistently been in the Top Five, 
often at No. 1. Texas led in economic 
freedom as recently as the 2014 report. 
Its raw score actually increased in the to 
2015 report, but Texas slipped to third 
because of larger gains by South Dakota 

and New Hampshire.
In empirical studies, high economic 

freedom can serve as a quantitative 
measure of the Texas model, although 
the appellation may seem parochial to 
the half dozen or so other states with 
similar policies.

Another relevant economic freedom 
measure, �rst published in 2013, focuses on 
America’s 380-plus metropolitan areas. It 
provides a tool for research on the booming 
growth and joh booming 

http://www.smu.edu/Cox/CentersAndInstitutes/OneilCenter/Research/AnnualReports
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Economists often measure  income inequality with 
Gini coef�cients. A completely equal society, where 
everyone had the same income, would produce a Gini 
of zero; complete inequality, with one person earning 
all income, would yield a value of one. The real world, 
of course, is somewhere in between.

According to the Census Bureau’s American 
Community Survey, the U.S. five-year average 
Gini coefficient was 0.4712 in 2012—high for a 
developed country.  

Turning to the nation’s 366 metropolitan areas, 
the ACS data show that Gini coefficients range 
from a high of 0.5376 for Bridgeport-Stamford-

http://www.oneilcenter.org

