
PROSPERITY NOW - ARIZONA
An Economic Impact Estimate of Arizona Prosperity Districts

n By Mark Lutter, Ph.D.

This document estimates the economic impact of creating Prosperity Dis-
tricts in the State of Arizona. Prosperity Districts are special jurisdictions 
which can opt out of laws, taxes, and regulations which reduce economic 
growth. They are a tool to empower the creation of new communities with 
regulatory systems that promote investment, create jobs, and maximize eco-
nomic opportunity. 

Prosperity Districts have two stages. The first stage is the state level. This 
occurs when Arizona, or another state, passes the Prosperity District legisla-
tion. Prosperity Districts, which can opt out of harmful state laws, taxes, and 
regulations, can then be created. The second stage is the federal level. After 
two or more states pass the legislation and the interstate compact takes effect, 
congress can pass a law allowing Prosperity Districts to opt out of harmful 
federal laws, taxes, and regulations. 

This document estimates the economic impact of Prosperity Districts in 
Arizona. I consider both state level Prosperity Districts and federal level Pros-
perity Districts. I find that an individual in state level Prosperity Districts 
with an annual income of $39,0001 would see, over a five-year period, their income increase by $858 - $1,115 more than 
the increase of the national average. I additionally find that, as against a comparable city, Prosperity Districts with 100,000 
people employed would see 4,000 more jobs added over a decade, Prosperity Districts with a population of 400,000 
workers would see 16,000 more jobs added over a decade, and Prosperity Districts with a population of 2 million workers 
would see 80,000 more new jobs created over a decade.

State level Prosperity Districts with 100,000 residents would have an annual statewide GDP spillover between $108 
million and $140 million more at the end of a five-year period than in the absence of districts. The annual statewide 
GDP spillover of Prosperity Districts with 400,000 residents would be between $432 million and $562 million more at 
the end of a five-year period than in the absence of districts. The annual statewide GDP spillover of Prosperity Districts 
with 2,000,000 residents would be between $2.2 billion and $2.8 billion more at the end of a five-year period than in the 
absence of districts.

Policy Brief
December 12, 2016 - No. 15

Dr. Mark Lutter is an economist at NeWAY Foundation. He has a PhD in economics from George Mason 
University. He has been published in The Daily Caller, City AM, The Freeman, and PanAm Post. His work has 
been translated into Spanish and Portuguese.

Prosperity Districts 
with 100,000 people 
employed would 
see 4,000 more 
jobs added over a 
decade; Districts 
with a population 
of 400,000 workers 
would see 16,000 
more jobs added.



Compact For America Educational Foundation | compactforamerica.org2

I find that a federal level Prosperity District will grow 
between .54 to .82 percentage points faster than the Unit-
ed States. This means that over a 20-year period Prosperity 
Districts with 100,000 residents would have GDP between 
$700 million and $1.1 billion higher than a comparable city. 
Over a 20-year period Prosperity Districts with 400,000 
residents would have an annual GDP $2.8 billion to $4.4 
billion higher than a comparable city. Over a 20-year pe-
riod Prosperity Districts with 2 million residents would 
have an annual GDP $14 billion to $22 billion higher than 
a comparable city. 

I find the annual statewide GDP spillover of a federal 
level Prosperity District with 100,000 residents would be 
between $876 million and $1.4 billion more at the end of 
a twenty-year period than in the absence of districts. The 
annual statewide GDP spillover of Prosperity Districts with 
400,000 residents would be between $3.5 billion and $5.5 
billion more at the end of a twenty-year period than in the 
absence of districts. The annual statewide GDP spillover of 
Prosperity Districts with 2,000,000 residents would be be-
tween $17.5 billion and $27.7 billion more at the end of a 
twenty-year period than in the absence of districts..

I use Fraser’s economic freedom index to estimate the 
economic impact of Prosperity Districts. I calculate the 
score that Prosperity Districts, both state and federal, would 
receive. I then use peer reviewed sources which estimate 
the economic effect of changes in economic freedom. I use 
the estimates of those changes and apply them to Prosper-
ity Districts. 

Economic Freedom
Economic freedom is the degree to which a person is able 

to take economic actions uninhibited by the state. It cap-
tures the classically liberal notion of freedom, open mar-
kets, free trade, and limited government. 

The original economic freedom index originated in a 
Liberty Fund conference organized by Milton Friedman, 
Rose Friedman, and Michael Walker. The result of these 
conferences was the published index, Economic Freedom 
of the World: 1975–1995. Economic freedom is more for-
mally defined as follows. 

Individuals have economic freedom when (a) prop-
erty they acquire without the use of force, fraud, or theft 
is protected from physical invasions by others and (b) 
they are free to use, exchange, or give their property as 
long as their actions do not violate the identical rights 

of others. Thus, an index of economic freedom should 
measure the extent to which rightly acquired property 
is protected and individuals are engaged in voluntary 
transactions. (Gwartney, Lawson and Block, Economic 
Freedom of the World 1975-1995 1996, 12)
The original economic freedom index applied to coun-

tries. The first edition was published in 1996 and has been 
published every year since. In 2004 an economic freedom 
index was created for North America. It ranked Canadian 
provinces, American states, and Mexican states. It too, has 
been published every year since. 

State Level Reform
Economic Freedom of North America is the applica-

tion of the concept of economic freedom to the state level 
(Stansel, Torra and McMahon 2015).2  Economic freedom 
at the state level has three categories: government spending, 
taxes, and labor market freedom. State economic freedom 
ranking is the average of the three categories. Each category 
of economic freedom has several sub-categories.

Different states have different degrees of economic free-
dom. New Hampshire has the highest score at 8.2, while 
New York has the lowest score at 5.6. Arizona is tied for the 
ninth highest level of economic freedom with a score of 7.3. 
Arizona’s economic freedom score is likely to fall with the 
new minimum wage law. 

I cannot calculate the new economic freedom score Ari-
zona will receive because several of the adjustment formu-
las used by the index are not publicly available. I can, how-
ever, estimate the new score based on the score other states 
have received for having a high minimum wage.3 With the 
new minimum wage, Arizona’s economic freedom score 
will drop to at least 7.2.4 

Prosperity Districts liberate residents, transforming 
states into strongholds of free markets, federalism and 
limited government once again. Given that Prosperity Dis-
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tricts are distinct jurisdictions, they would have high lev-
els of economic freedom. Prosperity Districts would score 
highly in each category of economic freedom. 

I estimate Prosperity Districts would have an economic 
freedom score of 8.3. I calculate this estimate by assum-
ing that Prosperity Districts would score equivalent to the 
highest state score in each category. Given that Prosperity 
Districts are designed to maximize economic freedom it is 
reasonable to assume they will as well as the highest scor-
ing states. 

New Hampshire has the highest government spending 
score at 8.3. Prosperity Districts would have little incentive 
to spend General consumption not related to public goods. 
Nor would Prosperity Districts have an incentive to transfer 
wealth or create subsidies. In Prosperity Districts insurance 
and retirement would be the responsibility of individuals, 
not the government.

Alaska has the highest tax score at 8.4. Prosperity Dis-

tricts would raise revenue through fees and leasing land, 
not by income, payroll, or sales taxes. 

Maryland has the highest labor score at 8.2. Prosper-
ity Districts would not impose a minimum wage, have a 
high union density, or directly employ many individuals. 
Instead, Prosperity Districts would create the environment 
for the private sector to create employment. 

The total score of Prosperity Districts would then be 8.3. 
Arizona, including the new economic freedom law has an 
economic freedom score of 7.2. Therefore, Prosperity Dis-
tricts score 1.1 points higher than Arizona on the state eco-
nomic freedom index. 

Per Capita GDP
The Economic Freedom of North America report in-

cludes several general findings of the effect of economic 
freedom on per capita GDP. They find that states5  in the 
top quartile of economic freedom have per capita GDP 
6.7% above the national average, while states in the bottom 
quartile of economic freedom have per capita GDP 7.7% 

below the national average (Stansel, Torra and McMahon 
2015, 16). 

Compton, Giedeman and Hoover (2011) authored the 
most comprehensive estimate of the effect of econom-
ic freedom in American states on per capita GDP. They 
construct a dataset with economic freedom and per capi-
ta GDP, averaged over five year periods, from 1980-2004. 
They complete both an OLS and System GMM estimate on 
the dataset. The results of their regressions on the effect of a 
change in economic freedom on growth in per capita GDP 
are statistically significant. 

Their OLS estimate finds that a one point increase in 
economic freedom over five years increases per capita in-
come growth by 2 percentage points over its mean in a five-
year period. Their System GMM estimate finds that a one 
point increase in economic freedom over five years increas-
es per capita income growth by 2.8 percentage points over 
its mean in a five-year period. When demographic controls 

are added, the OLS estimate remains the same while the 
System GMM estimate finds that a one point increase in 
economic freedom over five years increases per capita in-
come growth by 2.6 percentage points or its mean in a five-
year period. 

As previously mentioned, Prosperity Districts have an 
economic freedom score 1.1 points higher than Arizona. 
Therefore, according to the OLS estimate, over a five-year 
period, per capita income in Prosperity Districts would in-
crease by 2.2 percentage points more the national average. 
A person in Prosperity Districts with an annual income 
of $39,000 would see, over a five-year period, their income 
increase by $858 more than the increase of the national av-
erage. 

According to the System GMM estimate, over a five-year 
period, per capita income in Prosperity Districts would in-
crease by 2.86 percentage points more the national average. 
A person in Prosperity Districts with an annual income 
of $39,000 would see, over a five-year period, their income 
increase by $1115 more than the increase of the national 

With just state and local level reform, over a five-year period, per capita 
income in Districts would increase by 2.2 percentage points more the 
national average. 
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average. 
The graph on the following page shows the increase in 

per capita income in Prosperity Districts vs a comparable 
city. I assume per capita income will grow at 2.4%6 in a 
comparable city, which the blue line represents. The or-
ange line represents the OLS estimate for growth, 2.2% 
higher over a five-year period. The grey line represents 
the System GMM estimate for growth, 2.86% higher 
over a five-year period. The result is that those living in 
the Prosperity District will see their incomes rise $858-
$1,115 over a five-year period more than those living in a 
comparable city would. 

 The total economic impact will depend on the popu-
lation of the Prosperity District. Prosperity Districts with 
a population of 100,000 residents would have an annual 
GDP between $85 million and $111 million more than 
a comparable city at the end of a five-year period. Pros-
perity Districts with a population 400,000 would have a 
n annual GDP between $343 million and $446 million 
GDP more than a comparable city at the end of a five-
year period. Prosperity Districts with a population of 2 
million would have an annual GDP between $1.7 billion 
and $2.2 billion more than a comparable city at the end 
of a five-year period. 

The benefits of Prosperity Districts are not limited to the 

districts themselves. The additional GDP generated in the 
districts will have positive statewide spillover effects on the 
rest of Arizona. To estimate the spillover effect, I use the 
household multiplier from RIMS II. RIMS II is a dataset 
published by the Bureau of Economic Analysis and fre-
quently used in economic impact studies.7  

I find the annual spillover of Prosperity Districts with 
100,000 residents would be between $108 million and $140 
million in more GDP after a five-year period than in the 
absence of districts. The annual spillover of Prosperity Dis-
tricts with 400,000 residents would be between $432 mil-

A person in a Prosperity 
District with an annual income 
of $39,000 would see, over a 
five-year period, their income 
increase by $1115 more than 
the increase of the national 
average with just state & local 
reform.

 

The total economic impact will depend on the population of the Prosperity District. Prosperity Districts 
with a population of 100,000 residents would have a GDP between $85 million and $111 million more 
than a comparable city at the end of a five-year period. Prosperity Districts with a population 400,000 
would have a GDP between $343 million and $446 million GDP more than a comparable city at the end 
of a five-year period. Prosperity Districts with a population of 2 million would have a GDP between $1.7 
billion and $2.2 billion more than a comparable city at the end of a five-year period.  

The benefits of Prosperity Districts are not limited to the districts themselves. The additional GDP 
generated in the districts will have positive spillover effects on the rest of Arizona. To estimate the 
spillover effect, I use the household multiplier from RIMS II. RIMS II is a dataset published by the Bureau 
of Economic Analysis and frequently used in economic impact studies.7  

I find the annual spillover of Prosperity Districts with 100,000 residents would be between $108 million 
and $140 million after a five-year period. The annual spillover of Prosperity Districts with 400,000 
residents would be between $432 million and $562 million after a five-year period. The annual spillover 
of Prosperity Districts with 2,000,000 residents would be between $2.2 billion and $2.8 billion after a 
five-year period. 

Employment 

Prosperity Districts would have positive effects on employment. Garrett and Rhine (2011) examine the 
impact of economic freedom on the state level on employment. They break the dataset into three 
periods, from 1980-1990, 1990-2000, and 2000-2005. They then run a regression to find the impact of a 
change in economic freedom on employment.  

                                                            
7 I estimate the spillover the by multiplying the final demand output of households by the increase in difference in 
GDP between Prosperity Districts and a comparable city.    
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lion and $562 million in more GDP after a five-year pe-
riod than in the absence of districts. The annual spillover 
of Prosperity Districts with 2,000,000 residents would be 
between $2.2 billion and $2.8 billion more GDP after a five-
year period than in the absence of districts.

Employment
Prosperity Districts would have positive effects on em-

ployment. Garrett and Rhine (2011) examine the impact of 
economic freedom on the state level on employment. They 
break the dataset into three periods, from 1980-1990, 1990-
2000, and 2000-2005. They then run a regression to find the 
impact of a change in economic freedom on employment. 

They find economic freedom has a statistically signifi-
cant impact for each of the three periods. From 1980-1990, 
a one point increase in economic freedom corresponded 
to a 3.8 percentage point increase in employment growth 
over the period. From 1990-2000, a one point increase in 
economic freedom corresponded to a 4.5 percentage point 

increase in employment growth. From 2000 to 2005, a one 
point increase in economic freedom corresponded to a 1.4 
percentage point increase in employment growth over the 
period. 

Averaging the three estimates we find that a point in-
crease in economic freedom increases employment growth 
by 3.7 percentage points over a decade.8  Prosperity Dis-
tricts in Arizona would see their economic freedom levels 
increase by 1.1 points. This means Prosperity Districts with 
100,000 workers would see 4,000 more jobs added over a 
decade than a comparable city not designated Prosperity 
Districts. Prosperity Districts with a population of 400,000 
workers would see 16,000 more jobs added over a decade 
than a comparable city. Prosperity Districts with a popula-
tion of 2 million workers would see 80,000 more new jobs 
created over a decade than a comparable city. 

Federal Level Reform
Once two or more states pass the Prosperity District leg-

islation it becomes an interstate compact. Then congress 
can pass legislation which exempts Prosperity Districts 
from harmful federal laws, taxes, and regulations. This sec-
tion investigates the economic impact of federal level Pros-
perity Districts. 

The economic freedom index ranks economic freedom 
on a scale of 10. A higher score means a country has more 
economic freedom while a lower score means a country has 
less economic freedom. In the most recent report, Hong 
Kong has the highest score at 9.03, while Venezuela has the 
lowest at 3.29. 

Economic Freedom of the World is calculated with five 
categories: size of government, legal system and proper-
ty rights, sound money, freedom to trade internationally, 
and regulation. Each category is itself made up of several 

sub-categories with data to determine rankings coming 
from a number of different sources. 

The size of government category measures government 
spending, subsidies, transfers, and tax rates. A higher score 
means a smaller size of government. A smaller government 
means more money is left in the hands of citizens.

The legal system and property rights category measures 
how well courts enforce property rights and resolve dis-
putes. A higher score means courts generally resolve dis-
putes quickly and fairly. An efficient and fair judicial system 
expands opportunities for trade and commerce as residents 
are able to do business with people they might otherwise be 
unwilling to trust. 

The sound money category measures the rate of inflation 
and the ease of opening bank accounts in other currencies. 
Given that money is half of every transaction. It is import-

The benefits of Prosperity Districts are not limited to the districts 
themselves. The additional GDP generated in the districts will have 
positive spillover effects on the rest of Arizona. ... With just state & 
local reform, the annual spillover of Prosperity Districts with 100,000 
residents would be between $108 million and $140 million more GDP 
after a five-year period than in the absence of districts.
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ant for residents to be able to trust that their money will 
have the same value tomorrow as it does today. 

The freedom to trade internationally category measures 
the barriers to trading goods and services across borders. 
This includes tariffs, regulatory barriers, as well as barriers 
to the movement of people. Free trade helps expand the di-
vision of labor and improve economic outcomes. 

The final category is regulation. It measures labor market 
regulations, credit market regulations, and business regu-
lations. Simplifying the hiring and firing process, having 
access to credit, and ensuring starting a business is easy are 
all important to ensure continued economic growth. 

The United States used to score near the top of the eco-
nomic freedom index. In 2000 it was ranked third overall, 
behind only Hong Kong and Singapore. Now it ranks the 
fourteenth most economically free country, with a score of 
7.75. 

To determine the economic impact of Prosperity Dis-
tricts I estimate the level of economic freedom Prosperity 
Districts would have.9 I then use estimate the economic 
impact an increase in the level of economic freedom would 
have. 

Prosperity Districts would have their own separate legal 
and regulatory system, somewhat akin to Hong Kong un-
der Chinese rule. This legal and regulatory autonomy al-
lows Prosperity Districts to lower taxes, barriers to trade, 
and increase competition. The effect of legal and regulatory 
autonomy will be an increase in the level of economic free-
dom. 

I estimate that Prosperity Districts is likely to have an 
economic freedom score of 8.67, .92 points higher than the 
United States economic freedom score. To construct my 
estimate, I consider the categories which are used to con-
struct the economic freedom index. 

Prosperity Districts will have the same score as the Unit-
ed States for both sound money and the freedom to trade 
internationally. Prosperity Districts are likely to use dollars, 

meaning the soundness of money will be the same as the 
United States. Freedom to trade internationally is deter-
mined by tariffs, regulatory barriers to trade, and the ease 
of movement of both capital and people. By and large these 
barriers are determined by international treaties which 
Prosperity Districts will not affect. As such, Prosperity Dis-
tricts will have the same score as the United States for the 
freedom to trade internationally. 

For the three other categories, the size of government, le-
gal system and property rights, and regulation, I use Hong 
Kong as a proxy for the economic freedom score of Pros-
perity Districts. Hong Kong is one of the inspirations for 
Prosperity Districts, a small city which became world class 
because of rule of law, property rights, and economic free-
dom. Hong Kong offers a realistic objective for Prosperity 
Districts to achieve in terms of economic freedom. 

Hong Kong is a good proxy because it shows what best 
practices governance looks like. It routinely ranks at or near 
the top on different governance indices, not just economic 
freedom, but the World Bank’s Doing Business Index and 
the World Economic Forum’s competitiveness index as 
well. Prosperity Districts are able to adopt best practices in 
governance. Given Hong Kong is widely accepted as having 
much of the best practices, it is reasonable to assume Pros-
perity Districts will achieve a similar economic freedom 
score. 

Of course, the goal for Prosperity Districts is not simply 
to match Hong Kong, but to surpass it. There are always 
potential improvements to be made to lower the burden of 
government. Surpassing the economic freedom levels of 
Hong Kong will only increase economic growth in Pros-
perity Districts. 

Growth
Numerous studies have found a strong relationship be-

tween economic growth and economic freedom. Berggren 
(2003) offers a useful overview the relevant studies.  For the 

The United States used to score near the top of the economic 

freedom index. In 2000 it was ranked third overall, behind only Hong 

Kong and Singapore. Now it ranks the fourteenth most economically 

free country, with a score of 7.75.
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purposes of this document we are interested in the effect of 
a change in economic freedom on economic growth. How 
quickly would Prosperity Districts grow compared to the 
United States. 

I make three population assumptions for Prosperity Dis-
tricts. The low assumption is that Prosperity Districts will 
have a population of 100,000 residents. The medium as-
sumption is that Prosperity Districts will have a population 
of 400,000 residents. The high assumption is that Prosper-
ity Districts will have a population of 2,000,000 residents.

Investigating the effect of a change in economic freedom 
on economic growth, Pitlik (2002) finds, with a high de-
gree of statistical significance, that over a 20-year period a 
1 point increase in economic freedom increases economic 
growth by .9 percentage points. This translates into Pros-
perity Districts growing .83 percentage points more than 
the United States. Pitlik runs a series of robustness tests to 
ensure his results are valid. For simplicity’s sake, I will use 
his result from the most standard regression he ran. 

Over the last 20 years, the US has grown at a rate of 
2.4% annually.  For the following calculations I assume US 
growth will continue at a rate of 2.4% annually.10 I use this 
baseline to show the impact of Prosperity Districts. Using 
Pitlik’s estimate, Prosperity Districts would grow at 3.23% 
annually, a 33% increase in growth over the national aver-
age of 2.4%. 

After a 20-year period, Prosperity Districts with a pop-
ulation of 100,000 residents would grow to have an annual 
GDP of $7.4 billion, $1.1 billion higher than a city with a 
population of 100,000 not designated a Prosperity City.11 
Prosperity Districts with 400,000 residents would have a 
GDP of $27.9 billion, $4.4 billion higher than a compara-
ble city. Prosperity Districts with 2,000,000 residents would 
have a GDP of $139.2 billion, $22 billion higher than a com-
parable city.

Sturm and Haan (2002) also estimate the economic im-
pact of a change in economic freedom. They find statisti-
cally significant evidence that a one point change in eco-
nomic freedom increases growth .59 percentage points. As 
Prosperity Districts have an economic freedom score .92 
points higher than the United States, they would grow .54 
percentage points quicker. Using Sturm and Haan’s num-
bers, Prosperity Districts would grow at 2.94%, 22% faster 
than the national average of 2.4%. 

Over a 20-year period Prosperity Districts with 100,000 
residents would grow to have an annual GDP of $7 bil-

lion, $700 million higher than a city with a population of 
100,000 not designated Prosperity Districts. Prosperity 
Districts with 400,000 residents would have a GDP of $27.9 
billion, $2.8 billion higher than a comparable city. Prosper-
ity Districts with 2,000,000 residents would have an annual 
GDP of $139 billion, $14 billion higher than a comparable 
city.

The graph on the following page represents the growth 
rate of Prosperity Districts with a comparable city over a 20-
year period. I assume the Prosperity District and the com-
parable city both begin with populations of 400,000 resi-
dents and per capita GDP of 39,000. I assume the growth 
rate of the comparable city is 2.4% annually. The low esti-
mate growth rate for the Prosperity District is 2.94% annu-
ally and the high estimate is 3.23% annually. 

The Sturn and Haan study represents the low estimate 
in orange. The Pitlik study represents the high estimate in 
grey. The comparable city is blue. After the 20-year period 
the comparable city has a GDP of $25 billion. The low esti-
mate for the GDP of the Prosperity District is $27.9 billion 
while the high estimate is $29.5 billion. 

Federal level reforms will lead to additional spillover ef-
fects from Prosperity Districts. I estimate the spillover ef-
fect of Prosperity Districts with federal level reforms the 
same way as for state level reforms. 

I find the annual statewide GDP spillover of Prosperi-
ty Districts with 100,000 residents would be between $876 
million and $1.4 billion more after a twenty-year period 
than in the absence of districts. The annual statewide GDP 
spillover effect of Prosperity Districts with 400,000 resi-
dents would be between $3.5 billion and $5.5 billion more 
after a twenty-year period than in the absence of districts. 

Of course, the goal for 

Prosperity Districts is not 

simply to match Hong Kong, 

but to surpass it. There are 

always potential improvements 

to be made to lower the burden 

of government. 
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The annual statewide GDP spillover of Prosperity Districts 
with 2,000,000 residents would be between $17.5 billion 
and $27.7 billion more after a twenty-year period than in 
the absence of districts.

Conclusion
In this document, I estimate the economic impact of 

Prosperity Districts. I distinguish between state and feder-
al level Prosperity Districts. State level Prosperity Districts 
can opt out of harmful state laws, taxes, and regulations. 
Federal level prosperity Districts can opt out of harmful 
federal laws, taxes, and regulations.

I use Fraser’s economic freedom index to estimate the 
economic impact of Prosperity Districts. I calculate the 

score that Prosperity Districts, both state and federal, 
would receive. I then use peer reviewed sources which esti-
mate the impact of changes in economic freedom. I use the 
estimates of those changes and apply them to Prosperity 
Districts. 

I find that an individual in a state level Prosperity District 
with an annual income of $39,00012 would see, over a five-
year period, their income increase by $858 - $1,115 more 
than the increase of the national average. I additionally find 
that, compared to a comparable city, Prosperity Districts 
with 100,000 people employed would see 4000 more jobs 
added over a decade, Prosperity Districts with a population 
of 400,000 workers would see 16,000 more jobs added over 
a decade, and Prosperity Districts with a population of 2 

Over a 20-year period Prosperity Districts with 400,000 residents 

would have GDP $2.8 billion to $4.4 billion higher than a comparable 

city. Over a 20-year period Prosperity Districts with 2 million residents 

would have GDP $14 billion to $22 billion higher than a comparable city.

annually. The low estimate growth rate for the Prosperity District is 2.94% annually and the high 
estimate is 3.23% annually.  

The Sturn and Haan study represents the low estimate in orange. The Pitlik study represents the high 
estimate in grey. The comparable city is blue. After the 20-year period the comparable city has a GDP of 
$25 billion. The low estimate for the GDP of the Prosperity District is $27.9 billion while the high 
estimate is $29.5 billion.  

 

 

Federal level reforms will lead to additional spillover effects from Prosperity Districts. I estimate the 
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I find the annual spillover of Prosperity Districts with 100,000 residents would be between $876 million 
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Conclusion 

In this document, I estimate the economic impact of Prosperity Districts. I distinguish between state and 
federal level Prosperity Districts. State level Prosperity Districts can opt out of harmful state laws, taxes, 
and regulations. Federal level prosperity Districts can opt out of harmful federal laws, taxes, and 
regulations. 

I use Fraser’s economic freedom index to estimate the economic impact of Prosperity Districts. I 
calculate the score that Prosperity Districts, both state and federal, would receive. I then use peer 
reviewed sources which estimate the impact of changes in economic freedom. I use the estimates of 
those changes and apply them to Prosperity Districts.  
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million workers would see 80,000 more new jobs created over a decade.
I find that a federal level Prosperity District will grow between .54 to .82 percentage points faster than the United 

States. This means that over a 20-year period Prosperity Districts with 100,000 residents would have an annual GDP 
between $700 million and $1.1 billion higher than a comparable city. Over a 20-year period Prosperity Districts 
with 400,000 residents would have an annual GDP $2.8 billion to $4.4 billion higher than a comparable city. Over 
a 20-year period Prosperity Districts with 2 million residents would have an annual GDP $14 billion to $22 billion 
higher than a comparable city.
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Endnotes

1. Annual income taken from http://www.bea.gov/regional/bearfacts/pdf.
cfm?fips=04000&areatype=STATE&geotype=3 on 11/23/16

2. Economic Freedom of North America also has data on Canadian provinces and Mexican states. 
However, the focus of this document is only on American states.  

3. Arizona’s $12 minimum wage would be the highest in the country. To estimate the effect of the 
new minimum wage on economic freedom, I assume Arizona would have the same score as Ore-
gon in the minimum wage category. Oregon currently has the lowest score in the minimum wage 
category, with a minimum wage of $9.75 per hour. As the Arizona law increases the minimum wage 
to $10 per hour next year, and $12 per hour by 2020, it is reasonable to assume Arizona will score 
at least as low in the minimum wage category as Oregon.   

4. To calculate Arizona’s new score, I simply plug in Oregon’s minimum wage score to Arizona’s mini-
mum wage category, then recalculate the outcome. 

5. This estimate is based on states in Mexico, provinces in Canada, and states in the US. 

6. 2.4% is the average annual growth rate of the US over the last 20 years. Data is from World Bank 
http://data.worldbank.org/indicator/NY.GDP.MKTP.KD.ZG on 11/9/16

7. I estimate the spillover the by multiplying the final demand output of households by the increase 
in difference in GDP between Prosperity Districts and a comparable city.

8. (3.8+4.5+1.4*2)/3=3.7

9. Once congress passes the interstate compact, Prosperity Districts will be exempt from many fed-
eral regulations including the minimum wage.

10. Data from World Bank http://data.worldbank.org/indicator/NY.GDP.MKTP.KD.ZG on 11/9/16

11. To calculate this number, I multiply Arizona’s per capita GDP by 100,000. Then I use annual growth 
rates of both 2.4% and 3.2%. The result is the Prosperity District ends with a GDP $668 million 
higher than a comparable city.

12. Annual income taken from http://www.bea.gov/regional/bearfacts/pdf.
cfm?fips=04000&areatype=STATE&geotype=3 on 11/23/16
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