Mariusz Prochniak

Anglo-Saxon Capitalism

International Journal of Management and Economics 30, 132-152

2011

Artykut zostat opracowany do udostepnienia w internecie przez
Muzeum Historii Polski w ramach prac podejmowanych na rzecz
zapewnienia otwartego, powszechnego i trwatego dostepu do
polskiego dorobku naukowego i kulturalnego. Artykut jest umieszczony
w kolekcji cyfrowej bazhum.muzhp.pl, gromadzacej zawartos¢ polskich
czasopism humanistycznych i spotecznych.

Tekst jest udostepniony do wykorzystania w ramach
dozwolonego uzytku.

Hpe

MUZEUM HISTORII POLSKI



Mariusz Prochniak
Katedra Ekonomii II SGH

Anglo-Saxon Capitalism

Introduction

This paper aims to characterise the Anglo-Saxon model of capitalism. In the intro-
duction, we describe the method of the analysis and the selected countries.

Capitalism is a socio-economic system based on private property, personal freedom,
and freedom to sign contracts. Economic processes in the capitalist system are governed
to a dominant extent by the markets of goods, services, labour, and capital (Wielka En-
cyklopedia PWN, 2005). Actually, such a system exists in many (perhaps even most) coun-
tries of the world. However, the detailed features of the individual capitalist models differ
among countries, sometimes considerably. Thus, there are several models of capitalism.

There is no unique classification: the authors distinguish many capitalist models de-
rived from different classifications. However, regardless of the division criteria, certain
common types of capitalism can be found. Following Coates (2001), there are two or
three models of capitalism: market-led capitalism and two forms of trust-based capital-
ism: state-led capitalism (in which the state power plays a dominant role in capital ac-
cumulation) and negotiated (consensual) capitalism (which is based on mutual relation-
ships between capital, labour, and the state). According to Coates, market-led capitalism
exists primarily in the USA and UK. It is also called neo-American, Anglo-Saxon, or lib-
eral model. State-led capitalism can be found in Japan and South Korea. It is also referred
to as the Asian capitalism or developmental state capitalism. Negotiated (consensual)
model exists, inter alia, in the Scandinavian countries and Germany. It is also called the
European welfare capitalism or the Rhine model.

Hart (1992) also suggests the existence of three capitalist systems in the world: Amer-
ican, Western European, and Japanese. Hanson (2006) indicates four types of capitalism
in Europe: Continental, Mediterranean, Nordic, and Anglo-Saxon.

Capitalist models can also be divided in another way. For example, we can link them
directly with the region (the Asian model, the Scandinavian model, etc.) or with the
institutional environment (coordinated or non-coordinated labour market regulations,
communitarian or individualistic value systems, credit-based or bank-based system,
shareholder capitalism or welfare capitalism).
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In the presented paper, we characterise the Anglo-Saxon capitalist model. It will be
also called the liberal model. This type of capitalism is distinguished in most of the clas-
sifications. There is also a general agreement that this form of capitalism is observed in
two countries: the USA and the UK.

We describe the Anglo-Saxon capitalist model based on five countries. In addition to
the standard USA and UK, we decided to include three other countries: Ireland, Canada,
and Australia, which represent the Anglo-Saxon model', similarly to the suggestions of
some other authors. For example, Hanson (2006) argues that the Anglo-Saxon capita-
lism exists in Ireland. The most representative picture of the liberal model belongs of
course to the USA and the UK; therefore, we will focus our considerations on these
countries. However, several other countries are also worth considering because they can
be regarded as representatives of the Anglo-Saxon model.

The best way to show the main characteristics of a particular model is to compare the
countries under study with the countries representing other forms of capitalism. Such
analysis will show how the features of one economic system are specific to a given sys-
tem and identify it uniquely, or they are common and exist in many forms of capitalism.
Therefore, our analysis compares Anglo-Saxon countries with 10 other countries rep-
resenting different forms of capitalism: Germany and France (the Continental model),
Sweden (the best example of Scandinavian capitalism), Italy and Spain (the Mediterra-
nean capitalist economies), Japan and Korea (the East-Asian model), as well as — which
may be regarded as a novelty - Poland, Czech Republic, and Hungary (emerging market
economies).

We start the analysis by presenting general characteristics of the examined coun-
tries that is a ‘deep’ institutional environment: their political system, legal framework,
and historical and geographical aspects. Then we move to the analysis of the business
climate. We focus on the institutions responsible for private sector development by ana-
lysing indices of economic freedom and doing business indicators. After that, we discuss
explicitly some quantitative variables that reflect the size of government and capital mar-
ket development. We finish the analysis by comparing the macroeconomic performance
of the countries concerned that is their current development level.

The selection of the variables to be examined in the paper is based on a brief review
of the literature concerning institutions, structural reforms, and economic growth de-
terminants (see, e.g., Hanson, 2007; Rapacki, 2009ab; Sulejewicz, 2009; Wojtyna, 2009).

The paper consists of six points. The first one is this introduction. In point 2, we
compare the countries by examining their ‘deep’ institutional environment (historical,
geographical, cultural, and political factors). Section 3 discusses the institutional frame-
work in terms of economic freedom and ease of doing business. Point 4 shows some
quantitative data on the size of government, capital market development, and income
inequalities. In section 5, we compare the current development level of the countries.
Point 6 contains conclusion®.
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‘Deep’ institutions (historical, geographical, cultural,

and political factors)

We begin the analysis by comparing the countries in terms of political system, geo-
graphical location, and historical factors. Key data are included in Table 1. It shows the
political system of the country, the official language, the surface area, the size of popula-
tion, and the capital city.

TABLE 1. The general characteristics of the countries

Population .
A h ficial
Country Capital rea (thousand (as of 2009; Political system Officia
sq. km) - language
million)
Anglo-Saxon capitalist countries
United States Washington 9632.0 307.0 Federal republic English?
United Kingdom | London 243.6 61.8 Constitutional monarchy | English
Ireland Dublin 70.3 4.5 Republic Irish,
English
Canada Ottawa 9984.7 33.7 Federal constitutional English,
monarchy French
Australia Canberra 7741.2 219 Federal constitutional English
monarchy
Other capitalist countries
Germany Berlin 357.1 81.9 Federal republic German
France Paris 549.2 62.6 Republic French
Sweden Stockholm 450.3 9.3 Parliamentary monarchy | Swedish
Italy Roma 301.3 60.2 Republic Italian
Spain Madrid 505.4 46.0 Parliamentary monarchy | Spanish
Japan Tokyo 377.9 127.6 Constitutional monarchy | Japanese
Korea Seoul 99.7 48.7 Republic Korean
Poland Warsaw 312.7 38.1 Republic Polish
Czech Republic | Prague 78.9 10.5 Republic Czech
Hungary Budapest 93.0 10.0 Republic Hungarian

“ United States do not have official language at the federal level but English is the most commonly used language.

Source: World Bank (2010b); Wielka Encyklopedia PWN (2005).
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The data in Table 1 suggest that the specific type of a democratic political system
cannot be uniquely identified with the Anglo-Saxon capitalism. Within this group, there
are countries that are republics (the USA and Ireland) and monarchies (the UK, Canada,
and Australia). Some of these countries are federations, while the others are not. The lack
of correlation between the type of a democratic political system and the model of capital-
ism is also found for the other analysed economies.

It is worth to look at the last column of Table 1, which shows the country’s offi-
cial language. The language reflects, to some extent, the history of a given country. In
a broader context, it can be treated as a proxy for historical and cultural environment.
The Anglo-Saxon capitalism exists in English speaking countries. Although English
need not be the only official language (for example, Ireland has the second official lan-
guage Irish, while Canada also uses French), all the Anglo-Saxon capitalist economies
are English speaking. The point here, of course, is not the language itself, since English
is also found in many other countries that are far from the principles of pure capitalism
(for example, Zimbabwe and Sierra Leone). In our case, however, the English language
indicates the similarity of historical and cultural features, as the Anglo-Saxon capita-
lism apparently has developed in the countries that have strong historical relationships
with the English society: Ireland for over 100 years (the entire nineteenth century and
the beginning of the twentieth century) belonged to the United Kingdom of Great Brit-
ain and Ireland. In addition, the United States historical connections with the UK are
strong. In Canada, 20.9% of the total population are descendants of the settlers from the
British Islands (although the inhabitants of French origin are the most numerous group
that constitutes 22.7% of the population)’. The Australian population consists mainly of
the descendants of the British people arriving to that country since the late eighteenth
century.

We can therefore conclude that liberal capitalism has cultural and historical links
with the British society. In fact, the father of modern economics, Adam Smith, was
British. In 1776, in his book The Wealth of Nations, he was talking about the invisible
hand of the market. Using the invisible hand, Adam Smith tried to describe the mecha-
nism of capitalist economies. According to this view, the actions of individuals, due
to their selfish desire to satisfy their own needs, lead to the realization of social needs.
Through invisible hand, Adam Smith rejects the need for state intervention and protec-
tionism as the factors contributing to the public interest. It seems that British society
followed the way proposed in the late eighteenth century by Smith and, in countries
that have the greatest historical ties with the UK, the model of liberal capitalism has
been developed.

The other countries analysed as reference economies are not English speaking. For
many centuries, they have developed in a different cultural environment. Perhaps this is
one of the most important reasons, existing deeply in the societies, why these countries
put different emphasis on such issues as the economic role of government.
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Anglo-Saxon countries differ in respect to their areas and the number of population.
Canada, USA, and Australia are the largest countries in terms of the space, ranked 2™,
4™ and 6™ respectively in the world. However, Canada and Australia are sparsely popu-
lated: their population is smaller than the population of the UK or Poland. Ireland, in
turn, is a relatively small country. The criterion of the country’s size, therefore, does not
identify a particular model of capitalism.

The development of democracy. There is no commonly accepted way to measure
democracy. There are various definitions of democracy. For some people, the nature
of a democratic system is binary (the country is democratic or not). For others, it is of
a continuous scale (it is possible to identify countries that are more or less democratic as
well as those that are not democracies). When we consider the binary definition, all the
15 analysed countries are democratic. In this regard, the democracy itself is not a factor
identifying the Anglo-Saxon model of capitalism.

However, the following question arises: Does the scope (or the development) of de-
mocracy determine the type of capitalism? Are liberal countries the most democratic
ones or the least democratic? To answer this question we use the democracy index pub-
lished by the Economist Intelligence Unit.

Table 2 shows the values of the democracy index and its components for the 15
analysed countries. Looking at the countries’ outcomes in the worldwide ranking, the
Anglo-Saxon capitalist model is not associated with a specific level of democracy. Aus-
tralia and Canada are the most democratic countries: ranked 8™ and 9" in the world.
Similarly, a highly ranked country is Ireland (11™). The USA is ranked 17" in terms of
the level of democracy, while the UK occupies the 23" place (its low rank is due to a poor
performance in political participation, which measures how citizens are willing to take
part in public debate, elect representatives, and join political parties).

TABLE 2. Democracy index, 2006

Component variables of the democracy index

Democracy
a : . . .
Country Rank® |index: O\;erall Electoral | Functioning Political political civil
score process and of

pluralism | government participation | culture | liberties

Anglo-Saxon capitalist countries

United States 17 8.22 8.75 7.86 7.22 8.75 8.53
United Kingdom 23 8.08 9.58 8.57 5.00 8.13 9.12
Ireland 11 9.01 9.58 8.93 7.78 8.75 10.00
Canada 9 9.07 9.17 9.64 7.78 8.75 10.00

Australia 8 9.09 10.00 8.93 7.78 8.75 10.00
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contd table 2
Component variables of the democracy index
Democracy
Country Rank® |index: Overall| Electoral | Functioning Political | Political | Civil
score’ process and of participation | culture | liberties
pluralism | government
Other capitalist countries
Germany 13 8.82 9.58 8.57 7.78 8.75 9.41
France 24 8.07 9.58 7.50 6.67 7.50 9.12
Sweden 1 9.88 10.00 10.00 10.00 9.38 10.00
Italy 34 7.73 9.17 6.43 6.11 8.13 8.82
Spain 16 8.34 9.58 7.86 6.11 8.75 9.41
Japan 20 8.15 9.17 7.86 5.56 8.75 9.41
Korea 31 7.88 9.58 7.14 7.22 7.50 7.94
Poland 46 7.30 9.58 6.07 6.11 5.63 9.12
Czech Republic 18 8.17 9.58 6.79 7.22 8.13 9.12
Hungary 38 7.53 9.58 6.79 5.00 6.88 9.41

“ The ranking covers 167 countries. Lower rank means better outcome.
¥ Democracy index is a qualitative variable ranging between 0 and 10. Higher score corresponds to better outcome (greater
democracy).

Source: Economist Intelligence Unit (2010).

The results for other countries show, inter alia, that Sweden, representing the Scan-
dinavian model of capitalism, is ranked first in terms of the development of democracy;,
while Spain and Italy, both Mediterranean capitalist economies, rank 16™ and 34™ re-
spectively.

According to the general assessments made by the Economist Intelligence Unit, 11
out of 15 countries are full democracies, while Korea, Italy, Hungary, and Poland are in
the lower group of flawed democracies.

Our analysis confirms that the type of capitalism is not correlated with the level of
democracy.

Governance indicators. The next step in analysing the country’s deep institutional
environment is to examine the governance indicators published by the World Bank.
They are presented in Table 3.

Looking at the methodology, we can see that governance indicators have similar cove-
rage to earlier indices, so the main implications should be the same. They really are at
the first view, indicating a non-existence of the evident difference between Anglo-Saxon
countries and the other capitalist economies. As Table 3 illustrates, although the indivi-
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dual indices are quite differentiated, the overall indicator for the Anglo-Saxon countries
is mixed and ranges between 1.33 and 1.60. The poorest outcome belongs to the USA,
UK and Ireland are in the middle, whereas Australia and Canada are the best perfor-
mers.

However, analysing in detail the values of the overall indicator for other countries
we notice that only Germany ranks similarly to the Anglo-Saxon UK (1.49). Sweden is
significantly better (1.71) while the remaining capitalist economies rank significantly
poorer than liberal ones (France — 1.23; Japan and Spain — 1.11 and 1.09 respectively;
Italy, Korea and the CEE countries — below 1.00). As we can see, here the similarities are
not so clear as in case of the previous indicators, presented earlier.

How to comment these differences? Let us analyse the performance of Anglo-Saxon
economies in terms of the individual component indices. The most interesting results
concern the category: regulatory quality. They point to the evident difference between
Anglo-Saxon capitalist countries and the other reference economies. Varying scope of
regulatory quality explains to some extent the individuality of the model of liberal capi-
talism. As it turns out later, this tentative finding is in line with the findings obtained in
the next steps of the analysis.

Regulatory quality is an indicator that covers the quality of government policy and
the degree of regulation for private sector development. It may be treated as a proxy for
economic freedom and freedom of doing business (i.e. the variables analysed later in the
text). If we look at the methodology, regulatory quality indicator includes such concepts
as: export and import regulation, non-resident business and equity ownership restric-
tions, price controls, discriminatory tariffs and taxes, distortions of tax system, limita-
tion of competition in local markets, whether environmental regulations hurt competi-
tiveness, ease of both starting a business and market entry for new firms. These are the
most important factors determining the scope of economic freedom. Such factors have
not been included in the earlier indices.

Table 3 clearly shows that in case of a regulatory quality indicator (which represents
economic freedom), Anglo-Saxon countries record - in general - a better performance
than other analysed economies. UK and Ireland, that seem to have the best regulatory
quality for private sector development, notice percentile ranks of 96.9 and 96.3 respec-
tively. Australia ranks 94.5, the USA - 93.6, and Canada - 92.8. These are very good
results. Among the other analysed capitalist countries, the outcome comparable to that
of the poorest Anglo-Saxon performers belongs only to Sweden (93.2).

According to our opinion, this is a key difference between the Anglo-Saxon model
and the other types of capitalism. Anglo-Saxon countries are much better in promoting
private sector development because they offer a wide scope of economic freedom to
private investors.

The next point of the paper, which is devoted to the analysis of economic freedom
and doing business indicators, will confirm this preliminary finding.
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Economic freedom and ease of doing business

In this section, we characterise the Anglo-Saxon capitalism in terms of opportunities
for private sector development. We take into account the index of economic freedom
and doing business indicators.

Index of economic freedom. Economic freedom is an essential component of the
capitalist system. It gives a stimulus to the development of private sector, being a very
important determinant of a favourable business climate and positively affecting the
well-being of the society and economic efficiency. The features of economic freedom
vary between different capitalist countries. Some systems are closer to the ideal model
of economic freedom, while in the other types of capitalism economic freedom is more
restricted. In this part, we would like to check to what extent the Anglo-Saxon capitalist
countries share features of economically free societies.

Economic freedom cannot be described by a simple quantitative variable. To assess
economic freedom we use qualitative indicators published by specialised international
organisations: (1) Heritage Foundation, (2) Fraser Institute.

Table 4 illustrates overall scores of the Heritage Foundation index of economic free-
dom (along with the countries’ ranks) as well as the component variables. Countries
representing the Anglo-Saxon model of capitalism are characterised by a very large de-
gree of economic freedom. Such a great scope of economic freedom is not achieved by
any other countries included in the analysis. The most economically free country is the
United States. The index of economic freedom scores 78.3 giving the USA the 6™ rank
in the world. Over the last 16 years, the scope of economic freedom has been also large
in Australia, UK, and Ireland (the index of 78 with worldwide ranks about 7-8). Canada
performs slightly poorer with the index of 74 giving the 15" rank in the world. Hence,
we may conclude that a wide scope of economic freedom is a fundamental element of the
Anglo-Saxon model of capitalism. The other countries listed in Table 4 achieve worse re-
sults, even if we compare them to the poorest Anglo-Saxon performer — Canada. For Ja-
pan, the index of economic freedom over the past 16 years has been equal to 70.6 on ave-
rage, which yields the 23" worldwide rank. For the other countries, this score was lower
than 70, placing the countries at the following ranks: Korea (28™), Germany (29™), Czech
Republic (33"), Sweden (36™), Spain (40™), Italy (62"), France (69"), Hungary (59™),
and Poland (74™). Given that all these values are long-run averages for 16 years, such
outcomes cannot be a coincidence. They are stable and represent a certain regularity.

Let us now present some results for the component variables of the Heritage Foun-
dation index of economic freedom. Business freedom describes individual’s rights to
establish and run an enterprise without interference from the state. It is based on the
qualitative World Bank doing business indicators related to e.g. time, cost and proce-
dures to start or close a business, or obtain a license. The Anglo-Saxon capitalist coun-
tries perform extraordinarily well in this area. Canada, UK, Ireland, and USA achieve
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the best results in terms of business freedom (the scores of 87-89).* None of the other
countries under study achieves such good outcomes in this regard (the best non-Anglo-
Saxon performer, namely Japan, scores 82).

Anglo-Saxon countries also perform very well in terms of fiscal freedom. This in-
dicator encompasses three sub-indices: the top personal income tax (PIT) rate, the top
corporate income tax (CIT) rate, and total tax revenue (as % of GDP). In this regard,
Anglo-Saxon capitalist countries achieve extremely good results if compared with the
Continental, Scandinavian, and Mediterranean models. But comparing them with the
East-Asian countries and emerging market economies, it turns out that the outcomes
are quite similar.

The index of government spending (as % of GDP) assumes that zero-government
spending reflects the best outcome. This is quite controversial and may artificially pro-
mote some underdeveloped economies. However, the scale is nonlinear implying that
the countries with a very high level of government expenditure rank extremely low. We
may generally assume that excessive government spending is not the desirable outcome
because it hampers private consumption or investment and discourages economic acti-
vity (although some government spending, e.g. on R&D, infrastructure or human
capital, should be treated as investments that have positive effects). The best outcome
(among all the analysed economies except Korea) belongs to the United States. Australia
and Ireland are also free in this regard, while UK and Canada are assessed much lower.’

The development of the banking sector (or, more widely, financial sector) constitutes
the basis for the development of liberal capitalism. This is reflected by the huge difference
between Anglo-Saxon capitalist countries and other analysed economies in terms of the
financial freedom. The index of financial freedom measures the banking security and the
independence from government control. In this regard, Anglo-Saxon countries perform
extraordinarily well. The highest financial freedom exists in Australia and UK (the score
of 89-90) as well as Ireland and USA (79-82). Only the Czech Republic achieves such
a good outcome (88). The remaining reference economies have financial sectors less free.

Finally, yet importantly, labour freedom is one of the key elements that distinguish
the Anglo-Saxon model from the other types of capitalism. This index measures the de-
gree to which the labour market can be treated as the competitive market, free from any
constraints, distortions, and regulations. The data indicate that the USA has the mostly
free labour market among all the analysed countries (the score of 96). Australia achieves
similar results in this area (92). Canada, Ireland, and UK, i.e. the remaining liberal capi-
talist countries, rank lower but also high. Among the reference economies, only Japan is
ranked similarly to Canada. The remaining countries have labour markets much more
regulated, that is less free.

To wrap up the results obtained for the Heritage Foundation index of economic free-
dom, we can conclude as follows. The Anglo-Saxon capitalist model is much more eco-
nomically free than the other types of capitalism. The major differences concern busi-
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ness freedom, fiscal freedom, financial freedom, and labour freedom. Since our results
cover 16 years, they are representative and stable. They are not biased by business cycles
and other temporary shocks.

Table 5 presents the Fraser Institute index of economic freedom and its compo-
nents. All the data are very representative because they are averages for the years 1995
and 2000-2008 (10 years). Hence, the data reveal rather long-term tendencies and they
are not biased by abnormal situations prevailing in some years.

The results shown in Table 5 confirm some important differences between the An-
glo-Saxon model and other types of capitalism in line with our earlier findings. The
Anglo-Saxon capitalist countries enjoy significantly greater scope of economic freedom
than the remaining analysed economies. The best performer is the United States, that
ranks 5" in the world on average during the period 1995-2008. UK, Canada, and Ireland
also achieve perfect scores, which place them at 7™ and 8" positions in the worldwide
ranking. Australia is slightly less economically free with the rank of 10. Such good results
are not achieved by any of our reference countries. Moreover, the gap between the worst
Anglo-Saxon performer (Australia) and the best non-Anglo-Saxon country (Germany)
comprises nine ranks. After Germany, the next is Japan that occupies 24" place, Sweden
- 29" while the remaining reference countries’ ranks exceed 30. These results confirm
one of the most evident distinctions between the Anglo-Saxon model and other types of
capitalism: a different scope of economic freedom.

As regards the component variables of the Fraser Institute index of economic free-
dom, the United States record the best results among all 15 analysed economies in
terms of three indicators: size of government (the score of 7.11), sound money (9.75),
and regulation (8.23). As regards two of these areas: size of government and regulation,
the advantage of the American economy is very large. Moreover, comparing the Anglo-
Saxon group as a whole with the reference economies, it turns out that the Anglo-Saxon
countries perform considerably better than the reference economies in terms of size
of government and regulation. The gap is quite large confirming the reliability of the
results.

When we compare these results with the Heritage Foundation index of economic
freedom, it turns out that they are very similar. The United States (and the Anglo-Saxon
group as a whole) perform generally well in terms of size of government and regulation
(referring to the Fraser Institute classification) or business freedom, fiscal freedom and
government spending, financial freedom, and labour freedom (referring to the Heritage
Foundation methodology). These sub-indicators compiled by the two institutions have
similar coverage. The size of government corresponds to fiscal freedom and government
spending, whereas regulation corresponds to business freedom, financial freedom, and
labour freedom. As regards these areas, there is a considerable gap between the countries
with liberal capitalist model and other types of capitalism. Such results surely are not
random and reflect the important difference between the economies concerned.
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Summing up the results for both indices of economic freedom, we may conclude as
follows. A low size of government as well as regulations promoting business freedom,
financial (banking sector) freedom, and labour market freedom are key elements that
distinguish the Anglo-Saxon capitalist model from other types of capitalism.

Ease of doing business. Here, we will compare the analysed countries in terms of
business environment. We use the World Bank doing business indicators. Selected indi-
cators are shown in Table 6.

The Anglo-Saxon climate is the most favourable for doing business. This is well doc-
umented by the values of the aggregated doing business index. The United States rank 4
worldwide. Other Anglo-Saxon countries place consecutively in the analysed group: UK
(6™), Ireland (7™), Canada (8"), and Australia (9™). As we can see, all liberal capitalist
systems are in the top-ten in terms of ease of doing business. What about other capitalist
countries? They rank much lower with Japan and Sweden placing in the next ten (14"
and 18" ranks respectively). Korea and Germany both rank in the third ten (21% and 26"
respectively). The rest of the countries achieve much poorer results. Such outcomes are
not random. They really indicate the advantage of the liberal model in terms of the ease
of doing business.

Let us now discuss the main areas in which the Anglo-Saxon countries perform rela-
tively better than the reference economies. The first most important difference concerns
time required to start a business. In the USA, it takes 6 days to start a business. In Aus-
tralia and Canada, this period is even shorter (2 and 4 days respectively); while in the UK
and Ireland it takes about 13-14 days. Among other analysed countries, the best outcome
is achieved by France (7 days), which is comparable to that of the USA. The remaining
reference economies notice significantly longer time to start a business.

The second difference concerns taxes although it is not so clearly visible based on the
indicators involved. The group of Anglo-Saxon countries as a whole has generally low
tax rates. Ireland has the most favourable tax system: total tax rate (% of profit) equals
26% while time to prepare and pay taxes takes 76 hours. The UK also achieves good re-
sults in this area: 36% and 106 hours respectively.

The third clear difference is evidenced by the rigidity of employment index. All the
Anglo-Saxon countries have labour markets more elastic than the reference economies.
The highest labour market flexibility prevails in the United States that achieves the best
score worldwide (0). Australia, Canada, and the UK also notice very low rigidity of em-
ployment (the scores equal to 3, 4, and 6 respectively). Ireland ranks high as well, with
the index equal to 10. Other capitalist countries do not achieve such good outcomes.
Among them, the best one is the Czech Republic (the score of 12), followed by Japan
(14), and Poland and Hungary (both 24). The rest of the economies have labour markets
much more regulated. These results are in line with our earlier results for the labour
freedom component of the Heritage Foundation index.
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The size of government, capital market development,
and income inequalities

In this section, we would like to analyse explicitly some quantitative variables. We
start with the size of government (that has been already included in qualitative indices of
economic freedom). Then, we would like to put emphasis on capital market development
and income inequalities. The data are presented in Table 7. The figures for both the size
of government and stock market capitalization are averages over the period 1995-2009,
so they represent long-run tendencies rather than current situation influenced, inter alia,
by the effects of the global crisis.

Columns 2 and 3 of Table 7 show general government revenue and expenditure (as %
of GDP). In this regard, the performance of Anglo-Saxon countries is different than that
of the other countries under study. Liberal systems are generally characterised by low
share of government revenue and spending in GDP. However, it is worth to emphasise
that East-Asian economies, namely Japan and Korea, notice even lower size of govern-
ment. In the USA, UK, Ireland, and Australia, the shares of both public expenditure and
public revenue in GDP do not exceed 40% (only Canada reports somewhat higher shares
of 42%). The reference countries except East-Asian economies record the respective
shares of 40% or more (with the next exception being Spain that in terms of government
revenue notes a 38% share). The largest size of government is noticed by the Scandina-
vian country Sweden (54% in terms of both expenditure and revenue). Hence, we may
conclude that the Anglo-Saxon model of capitalism is characterised by a relatively low
size of government as measured by the share of public expenditure and revenue in GDP.
This finding confirms our earlier results obtained for the index of economic freedom
where fiscal freedom and low size of government constituted one of the key elements
identifying the liberal capitalist model.

The next quantitative variable, stock market capitalization (% of GDP), also points
to a difference between the Anglo-Saxon model and other types of capitalism. In gene-
ral, Anglo-Saxon countries have capital markets well developed as evidenced by high
levels of stock market capitalization. Except Ireland that reports extremely low level of
stock market capitalization (56% of GDP), in other Anglo-Saxon countries this share
exceeds 100% being the highest one in the USA (130%) and the UK (140%). Among
the reference economies, only Sweden exceeds 100% in this area, whereas the rest
of the countries notice the market capitalization of less than 80%. This observation
supports our previous findings. When analysing the index of economic freedom we
concluded that countries with the liberal capitalist system have banking sectors (or,
more widely, financial sectors) well developed. Now, we may add and confirm, refer-
ring to quantitative data, that Anglo-Saxon capitalist countries have capital markets
well developed.
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The last indicator included in Table 7 is the Gini index. It measures income inequali-
ties. The Gini index ranges between 0 and 100 with greater values indicating higher in-
come inequalities. We may expect that the Anglo-Saxon countries, which exhibit a libe-
ral type of capitalism, should record higher income inequalities. Moreover, they record
considerably lower size of government. Our expectations turn out to be correct. The
highest level of income inequalities exists in the USA (Gini index of 40.8) followed by the
UK (36.0) and Ireland (34.3). Among the reference countries, the greatest inequalities —
at the level comparable to that in the UK - exist in Italy (36.0). The country with the most
proportional division of income is Sweden for which the Gini index equals only 25.0.

The current level of development

Since we have already discussed the similarities and differences between the Anglo-
Saxon type of capitalism and other capitalist models, we would like to show what are the
‘effects’ of various capitalist systems. The most important indicators that measure the
country’s development level are: GDP per capita at purchasing power parity (PPP) and
human development index (HDI).

The GDP figures come directly from the official statistics on national accounts (they
are only corrected by the IMF to be expressed in PPP terms), while HDI is a qualitative
indicator that measures the development level in the broader context (apart from GDP,
HDI includes also life expectancy and education). HDI is compiled by the UNDP and
ranges between 0 and 1 with greater values indicating a higher level of development.

Table 8 shows the data on both GDP per capita at PPP and HDI. Absolute figures
and countries’ ranks in the worldwide ranking are reported. The data are the newest
available statistics (GDP as of 2009 and HDI as of 2007). In terms of GDP per capita
at PPP, the Anglo-Saxon capitalist countries are the richest ones. The leader is the USA
that ranks 6™ worldwide with GDP per capita at PPP of $ 45 934. The United States is
followed by Ireland (10" rank with GDP per capita of $ 38 685), Australia (11™), Canada
(13™), and the UK (20™). Excluding the UK, the reference economies do not notice such
high income per capita. The richest Sweden occupies 17" place (with GDP per capita of
$ 35 951) followed by Germany (21 rank), France (23™), Japan (24"), Spain (27"), and
Italy (28™).

In terms of HDI, the Anglo-Saxon countries achieve also relatively good scores al-
though the USA falls to lower position while three reference economies enter the top ten.
As regards HDI, the three most developed countries among all the 15 analysed econo-
mies are still Anglo-Saxon states: Australia (2" rank), Canada (4™), and Ireland (5™). The
next three are, however, non-Anglo-Saxon countries: Sweden (7™), France (8"), and Ja-
pan (10™). The USA fall to the below Japanese level (13" rank), followed by Spain (15™),
Italy (18"™), UK (21%), and Germany (22").



Mariusz Préchniak

150

‘suone[na[ed umo {(0107) dANA *(0107) NI 224108

*(yuawdoaasp uewNY 197ea13) SW0dINO 19733q 0) SPU0dsariod 2100s TYSIH ‘T pue o usamiaq Surduer sjqerrea aane)enb e st xapur juswdo[a49p UewWNY ,
"AWO02INO 12112 SUESW YUEI IOMO'] "SALIUNOD 7] 12400 Sunjues 2y, ,
"9WO2INO 19119 SUBIW UL TOMOT 'SILIIUNOD [T 19400 Fupfuel 3y, ,

.80 096°0 S08°0 6480 134 906 81 14 AreSunyy
9160 8¢€6°0 9680 €06°0 9¢ 14T ¥C LE orqnday yoaz)H
LY8°0 756°0 w80 0880 8% 050 81 oF pue[od
0260 886°0 7060 L£6°0 9T 8€6 LT 1¢ 2103
1460 676°0 1960 096°0 0T I °K4% 4 uede(
096°0 SL6°0 626°0 956°0 Sl 979 6T LT uredg
¥56°0 S96°0 G€6°0 156°0 81 890 6T 8¢C Ao
986°0 ¥.6°0 0¢6'0 €960 L 166 ¢ L1 Usapams
1L60 826°0 €€6°0 1960 8 Vev €€ €T JoueI]
SL6°0 $56°0 €160 LY6°0 (44 88¢ 7€ 1T Auewiron
sarnunoo Jstyeyrded YO
LL6°0 €66°0 0%76°0 0L6°0 [4 €99 8¢ 1T elensny
86°0 166°0 LT6°0 996°0 14 LV6 LE €l epeue)
000'T S86°0 116°0 G96°0 S <89 8¢ 0T Ppue[aI]
826°0 LS6°0 906°0 LY6°0 1C 88¢ ¥¢ 0¢ wop3uny pajun
000'T 896°0 206°0 966°0 €l ¥€6 S¥ 9 $3JBI§ payun)
saLunod jsipejides uoxeg-oduy
xopup Xopu[ xopu[ Xapug Juey $SN Suey
dao uoneonpyg Aouepoadxa ogr7 (£002) Anunon

(6002) ddd ¥e eades 12d 4aD
susuodwos [qH xopur juowrdoaAdp uewIN]

IAH pue ddd e eydes d ggo :3uswrdo[oAdp Jo [9A3] YL, '8 ATIV.L



Anglo-Saxon Capitalism 151

Conclusion

Looking at GDP and HDI figures we may conclude as follows. The Anglo-Saxon
countries are richer than the remaining economies. In a broader context, we may say that
the Anglo-Saxon group is more developed as compared with the countries representing
different models of capitalism. Hence, the advantage of the Anglo-Saxon countries in
institutional environment (such as greater scope of economic freedom, easier opportu-
nities for doing business, more flexible labour market, lower size of government) leads to
differences in income and development levels. The countries representing liberal capita-
lism are on average richer than other countries under study.

Finally, it is worth emphasizing that the assessment of any model (not only Anglo-
Saxon capitalism) always depends on the input data and criteria. The data given show
the Anglo-Saxon capitalism as a model that with respect to most indicators stands on
the front, or more often on the highest position. However, if we used more qualitative
or other indicators, the position could be slightly worse. A similar impact could also be
caused by another composition of the reference countries.

Notes

! Among the Anglo-Saxon countries are also New Zealand and South Africa. These countries, however,
are excluded from our analysis.

* In this paper, we conduct our own empirical analysis. We do not present the review of the literature or
report the findings obtained by other authors. Those who are interested in other authors’ views and the results
of other studies should see: Coates (2002). This publication presents a detailed debate on different capitalist
models. Liberal capitalism is discussed in vol. III.

* Wielka Encyklopedia PWN, 2005.

* For example, in many states of the U.S. the procedure for obtaining a business license can be as simple as
mailing in a registration form with a minimal fee. In Hong Kong, which may also be considered as the Anglo-
Saxon capitalist territory because of strong historical links with the British empire, obtaining a business license re-
quires filling out a single form, and the process can be completed in a few hours (Miller and Holmes, 2010, p. 59).

® An interesting case is Sweden. With a high level of government spending, it is treated as completely not
a free country in this area. However, if we take into account the quality of fiscal policy, Sweden is surely not
a bad performer.
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