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Introduction

The messages of liberalism have been incorporated into a
growing international consensus concerning good gover-
nance. The most visible is the international bill of rights,
encompassing the Universal Declaration of Human Rights and the
two international covenants on civil and political and on
social, economic and social rights. Arguably, and taken
together, the standards espoused in these legal instrp2rO1n



of Amnesty International are full of cases of political prisoners
whose “crime” it is to struggle for democracy. Rule of law,
the institution that protects freedom, is seen as an institu-
tion that is important not only for personal security and the
protection and enforcement of rights, but also as a precon-
dition for investment and economic well-being. The Chinese
authorities are increasingly interested in the subject. Recent-
ly, we have even seen intense discussion of “international
rule of law.” Many international NGOs are pursuing a liber-
al agenda — in the field of human rights, in the fight against
corruption, for instance. Think tanks, with their international
networks, are promoting awareness of the importance of
economic freedom and competitiveness.

And yet, despite an emerging international liberal consensus
and the institutions that support it, we cannot say that liber-
alism has won the political debate. Attac' stands for the
opposite approach.

Liberalism is still met with scepticism in many parts of the
world. It is equated by political activists of the left with lack
of compassion and with lack of interest in the well-being of
the poor. It is equated with the interests of business, espe-
cially big business, and with globalisation — with its suppos-
edly harmful effects. A large number of opinion leaders in
Africa and Asia see liberalism as the product of “western”
culture with little interest in traditional cultures of other parts

1 Association for the Taxation of financial Transactions for the Aid of Citizens, one of the
leading and most outspoken anti-globalist organisations.




of the world.? Liberalism is regarded as dangerous by con-
servative clerics, Catholic, Islamic or other, throughout the
world.

Others look aghast at “cut-throat competition” and its pur-
ported negative effects — ascribing it to liberalism or its rein-
carnation, neo-liberalism. Such competition, it is claimed,
has harmful consequences for the environment and for
“social cohesion.” The fact that it promotes innovation and
is a boon for consumers — which we all are — is convenient-
ly ignored.

Many politicians fear liberalism for another reason: because
it is a threat to their power. The liberal call for a lean state is
a threat to a political and administrative caste that derives its
influence and privilege from the ability to decide who in soci-
ety gets how much. There is another fear: the feeling that
economic liberalism promotes, perhaps unwillingly, a trans-
fer of power from politicians to markets, from politicians to
business, and that this is something bad.®

The criticisms of liberalism are many and well-known. Many
such criticisms, especially those that focus on the idea that

2 lt's interesting to note that the same isn’t said for socialism, for feminism
or for modern environmentalism, all of which have theirimmediate origins
in Europe or the United States. The criticism ignores that liberal thinking
exists in other cultures and that, in part, modern political and social main-
streams have developed as a response to changes brought about by
secularisation and industrialisation.

3 If I were a citizen of Cuba, | would certainly prefer to be governed by the
Coca Cola corporation with its tradition of good governance.




liberalism promotes a process in which the rich get richer
and the poor poorer, represent a form of social Darwinism
and ignore human complexity, culture and inventiveness.

The aim of this book is to marshal and present evidence in
favour of a comprehensive liberal approach to policy, irre-
spective of whether the liberalism in question is economi-
cally or politically motivated. The argument is that

I economic liberalism complements political liberalism and
vice versa,

I that liberal economic reform has political consequences
that are desirable from a liberal point of view and

I that liberal political objectives such as freedom and
democracy (of the kind that promotes and enhances lib-
erty) have positive effects on economic and hence, ulti-
mately, on social well-being.

Although | believe that freedom, political and economic, is an end
in itself and, indeed, the most important objective of devel-
opment, many of my contemporaries would not agree. The
evidence | present in this book on the beneficial effects of
freedom in its various aspects is directed at those who need
to justify their actions in terms of increasing well-being or
welfare in a measurable way. Of course, this is not always
possible. However, | was surprised by the amount of evi-
dence that | could find.

The book is not an academic piece of work, nor does it intend
to be. It surveys and uses a lot of recent data that support
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the liberal approach. It doesn’t attempt to address details,
important as they may be. The approach is global rather than
local. | am trying to paint a broad picture. If the book suc-
ceeds in encouraging the reader to question accepted wis-
dom, to see liberalism as a comprehensive and consistent
way of thinking and to accept that liberal policies benefit the
ordinary man or woman in the street, at least in the long
term, it will have fulfilled its “mission.”

Personally, | think it strange that only 14 years after the vel-
vet revolution, a revolution against socialism that represent-
ed the final damning comment on the viability of a command
economy, economic planning and social engineering, people
still place so much trust in the economic abilities of politi-
cians and bureaucrats whose primary function was never an
economic one. Indeed, throughout the world successful
businessmen tend not to enter politics or the civil service.
And yet many believe that wealth can be engineered through
intervention and redistribution. What is more: many seem to
behave as if they believe it can be engineered by non-
experts. There is plenty of evidence to show that liberal poli-
cies create jobs — and jobs are the basis of social security in
more senses than one, but the evidence, plentifully available,
is ignored.* We tend to trust markets in the political sphere:
competitive elections. We shouldn’t we trust economic mar-
kets to the same extent?

Liberal parties are one of the victims of scepticism. We see
the dichotomy of universal acceptance of liberal standards

1"




on the one hand and the obvious weakness of “organised
liberalism.” Part of this is due to the fact that many liberal
values are generally accepted, though they might not be
given the importance of other values.® Part is due to the fact
that many see no role for liberalism in a world of universal
liberal standards — which conveniently ignores the fact that
policies in many “liberal” countries are illiberal. Witness, for
instance, the recent incursions into the private sphere of cit-
izens and into civil rights as a reaction to terrorism. Witness
the EU juggernaut with respect to economic and social reg-
ulation. A large part of this weakness, of course, is due to
infighting among liberals, a subject | will deal with briefly in
the next chapter. Other reasons include a tendency towards
self-criticism, which is admirable, but a tendency that also
sometimes engenders lack of self-confidence and an ambi-
valent approach to power. But we shouldn’t over-dramatise

4 In a number of European countries, the emphasis is still on state-led job-
creation programmes despite the experience and success of countries
that place more emphasis on market-oriented policies. The success of
Ireland is explained by pointing to EU subsidies, ignoring the question why
Greece hasn't achieved similar results. The fact that billions have been
pumped into the eastern part of Germany and unemployment remains at
20 % is ignored. Indeed, official statistics on such transfers are no longer
readily available. The US “job machine” is misrepresented in many Euro-
pean countries as a job machine that survives on the multiplicity of “infe-
rior” so-called McDonald’s jobs.

5 Many social democrats, for instance, accept the importance of freedom
but emphasise the pre-eminence of solidarity and “social justice” as defi-
ned by their representatives and certain vested interest groups. Conser-
vatives tend to stress order and security at the expense of freedom.
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the situation. Many relatively successful European countries
have strong organised liberal movements.

This book, | hope, will contribute to a more informed debate,
more self-confidence in presenting the liberal case and, in a
small way perhaps, to a strengthening of liberalism. There is
no reason to be apologetic. Liberal values are good in them-
selves. Many, if not most, humans aspire to liberty and eco-
nomic well-being. But there is more. Empirical evidence
shows that liberal policies are better than their alternatives
in enhancing freedom and prosperity on a wide scale and in
the interests of the many rather than the few.

The first chapter deals with the inter-relationships between
freedom in its economic and political dimensions, among
them human rights, and economic well-being. The second
deals with the relationship between freedom and democra-
cy, attempting to show that democracy only makes sense if
its purpose is to enhance freedom. The third chapter looks
more closely at democracy and the economy and attempts
to dislodge the misconception that democracy, or too much
of it, is bad for economic progress. The fourth chapter
addresses wide-spread pessimism concerning human pro-
gress in the economic and social spheres, arguing that the
achievements of the contemporary world are considerable
and that, given the right policies, development on a broad
scale encompassing all fellow human beings is possible.
Here my purpose is to dislodge the attitude that the task is
so overwhelming and hopeless that there's no point in try-
ing. It also tries to show that economic growth, and the eco-

13




nomic freedom that promotes substantial growth (next chap-
ter) does not per se generate more inequality. Being left
behind is not inevitable but due to the effect of bad policy in
those parts of the world concerned.

14




Human rights and economic
freedom - European and
wider perspectives

In Europe liberals tend to be categorised as economic liber-
als or social liberals. The economic liberals — sometimes
called neo-liberals, sometimes libertarians, depending on
the national context — are seen to be primarily interested in
promoting the idea of free markets. The social or left liber-
als were and still are often considered to be a) the liberals
with a social conscience and b) the liberals who campaign
for rights. This division between the two is certainly not in
keeping with liberal tradition. In the 19™ century, there was
little tendency to separate the economic, social and political
realms from one another. The separation between the two
was cemented by the intense competition between liberals
and the dominant socialist and social democratic main-
streams in Europe after the beginning of the 20" century
right up to the late 1980s. The left liberals came to sympa-
thise with some aspects of the socialist analysis of eco-
nomic reality — even if they rarely agreed with socialist solu-
tions. Today, the differences are fast disappearing because
few would dispute that a free market has a better record in
producing prosperity and the foundations for welfare than a
command economy or massive state intervention in the eco-
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nomic process (nationalisation of industry, state objectives
and priorities for the economy, massive regulation of the
labour market, to mention but a few examples).

Looking at things from a different perspective: human rights
activists tend to avoid associating with economic liberals.
Indeed, they tend to see free markets as being outside their
immediate realm of concern. Some human rights activists
are not so neutral and see links between “capitalism” and
a) human rights violations, particularly in developing coun-
tries, and b) social injustice. This is somewhat puzzling, given
the fact that the liberal and human rights movements, if not
the same thing, share an intellectual tradition, at least as far
as civil liberties and political rights are concerned. Looking
at the Universal Declaration of Human Rights and the two interna-
tional covenants on civil and political and economic social
and cultural rights (the so-called international bill of rights),
this tradition is still a shared one. It would be difficult to
describe the standards set by the international bill of rights
as anything but liberal.

Why the antagonism? The question is difficult to answer, but
| believe it is still one of the many intellectual leftovers of the
Cold War.

If liberals were split in two camps, they were wrong to allow
this to happen. If relations between liberals and human rights
activists were at times strained, they were both wrong not
to make greater efforts to repair them.

16




| prefer to see rights as a sub-category of my freedom as an
individual. Indeed, the major part of the freedom we enjoy
may be said to be the outcome of respect for human rights
(see figure 1). Some of the rights | have contribute to my
political freedom, some to my economic freedom. They are,
of course, interlinked in many ways. Some examples:

FIGURE 1: AU Freedom """""""""""""""" :

Freedomingeneral, © . '

human rights and Rights

economic freedom ‘ Political freedom ‘ (— ‘ Economic freedom ‘
‘ Liberal democracy ‘ ‘ Free market ‘

1. Mutual effects: My right to vote has effects on the eco-
nomic policies that are enacted. These policies may
either enhance or diminish my economic freedom. Viola-
tions of citizens’ property rights will influence the political
decisions they make.

2. Relative importance: who is to say that | have a right to
make a political choice (= democracy) but no right to
make an economic choice (= economic democracy)? Is
the one inherently more important than the other? |
believe it is impossible to rank categories of rights in
order of importance. Is the right to freedom of expression
more important than the right to own and run a business
— or don't both depend upon another? It isn’'t an accident
that freedom of expression, and a free press, is a phe-
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nomenon of open societies and, by the same token, it
isn't an accident that press enterprises flourish and
expand not in closed, but in open societies?

3. Experience: both political and economic freedom tends
to be found in the same societies. Liberal democracy is
the outcome of respect for civil liberties and political
rights. A free market is the outcome of respect for eco-
nomic freedom. The liberal democracies of this world are
the countries with free markets.

An environment in which rights are protected and enhanced
is an interesting environment for business and commerce. A
topical example: it is quite easy to see why India has become
a centre for software development in the global economy
and China so far hasn't. The same holds true in the other
direction. A healthy business environment is good for human
rights: The Internet, a commercial enterprise with incredible
rates of expansion over the last 10 years, has given citizens
power and influence that would have been inconceivable two
decades ago. Today we are aware of human rights violations
where, twenty years ago, we might have had vague suspi-
cions, nothing more.

The following graphic offers an interesting insight into the
relationship between human rights, the subject of this arti-
cle, and level of prosperity. The major conclusion one can
draw when looking at the top right hand quarter is that: World-
wide there is no example of a wealthy country with an abysmally bad buman
rights record (figure 2)."
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Some may object and point to the example of Saudi Arabia,
for instance (figure 2, arrow), a moderately rich country with-
out a good human rights record. But it is a case apart. Wealth
is built upon the superabundance of a single commodity: oil.
And the loyalty of its citizens is based on the generosity of
its ruling house. There are exceptions, but they are few.

If we take a closer look at figure 2 we will also see that there
are many poor countries with very bad human rights records
(bottom left). This is also what we would tend to expect. We




are then left with a third category (top left), that of countries
like India, in fact quite a lot of countries, with a fairly good
human rights record but with a poor economy — suggesting
that respect for human rights alone in no way guarantees
€conomic success.

If we look at aggregate figures (figure 3) the relationship is
even more startling. Free countries, defined as countries
with a high level of civil liberties and political rights, account
for a total of 89 % of the world’s GDP.2

FIGURE 3:

GDP output (US$) by

free, partly free and

not free Free

Partly Free

Not Free

The correlations, however, do not allow us to answer the
questions: does a) respect for human rights promote eco-
nomic growth, and the wealth this generates, or does b)
wealth promote respect for human rights? The answer is
probably both.

These were a few words on the relationship between human
rights and wealth, but we also have the relationship civil lib-
erties and political rights (= freedom) and economic freedom

2 Freedom in the World, New York: Freedom House, 2003.
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to consider.® Let us look at the world's most prosperous
countries:

TABLE 1: Wealth, form of government, economic freedom und freedom
(sum of civil liberties and political rights)

Country/GDP at Form of Score inthe  Freedom***
purchasing power parities government index of
(current international $)* economic
freedom™*
Luxembourg 56,382 democracy 7.7 M free
Switzerland 47,064 democracy 8.0 (M free
Japan 44,458 democracy 7.1 free
Denmark 38,710 democracy 7.6 M free
Norway 38,298 democracy 7.1 @ free
Austria 33,172 democracy 7.6 M free
Germany 32,813 democracy 7.3 free

3 Note that the two definitions of freedom, freedom and economic free-
dom, are quite separate. The Freedom House definition does not include eco-
nomic freedom. To what extent can freedom be measured and to what
extent is such measurement objective? Definitions are different as are the
indicators used. Both the Fraser Iustitute (see below) and Freedom House are
extensive and systematic in their approach to measuring freedom. Freedom
House, for instance, uses 10 questions in a political rights checklist and 15
questions in a civil liberties checklist (see Freedom in the World, op. cit, sec-
tion on survey methodology for details). Although we may question defi-
nitions and methodology, it is nonetheless important to try to measure
freedom. The results seem to correspond with what common sense tells
us (see table 1, for instance).
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Table 1 (continued):

Country/GDP at Form of Score inthe  Freedom™*
purchasing power parities government index of
(current international $)* economic
freedom**

Finland 32,121 democracy 7.7 (M free
Iceland 32,060 democracy 7.6 (M free
Sweden 31,627 democracy 7.2 free
United States 31,5692 democracy 8.3 (1 free
Netherlands 31,333 democracy 7.8 free
Belgium 31,218 democracy 7.4 free
France 30,492 democracy 6.7 (2) free
Ireland 29,401 democracy 8.0 (1 free
Singapore 27,118 authoritarian 8.5 (1) partly free

democracy
Hong Kong 24,505 democracy 8.6 (1) partly free
Australia 24,203 democracy 8.0 (1N free
Canada 23,081 democracy 8.1 (1 free
United Kingdom 22,697 democracy 8.2 free
[taly 21,144 democracy 7.0 (2 free
New Zealand 18,425 democracy 8.2(M free
Spain 17,595 democracy 7.0(@2 free
Israel 16,576 democracy 6.5(3) free
Taiwan 15,496 democracy 7.1 @ free
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Table 1 (continued):

Country/GDP at Form of Score inthe  Freedom***
purchasing power parities government index of
(current international $)* economic

freedom™*
Cyprus 14,592 democracy 6.2 (3 free
Greece 13,669 democracy 6.7 (2) free
South Korea 13,502 democracy 712 free
Kuwait 13,345 autocracy 6.9 (2 partly free
Portugal 13,109 democracy 722 free
Slovenia 11,984 democracy 6.1 (3 free
Bahrain 11,070 autocracy 712 not free
Malta 10,098 democracy 6.4 (3 free

There seems to be a clear inter-relationship between civil lib-
erties and political rights on the one hand and economic free-
dom on the other, at least for economically more developed
countries. The vast majority of wealthy democracies (in
which political rights are widely respected) are, at the same
time, countries with a high level of economic freedom.

*World Bank data for 2001; ** data for 2001 from: James Gwartney & Robert
Lawson, Economic Freedom of the World — Annual Report 2003, Vancouver: Fraser Insti-
tute, 2003 (1 = 1st quintile (high level of economic freedom); 5 = 5th quinti-
le (ow level of economic freedom)); *** Data from: Freedom in the World
2001-2002, New York: Freedom House, 2002.
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Economic freedom and economic and social rights

The relationships between economic freedom and economic
and social rights, however, are the subject of greater contro-
versy. When | refer to these rights, | mean those rights that
are supposed to ensure the basics for existence and well-
being (an “adequate standard of living”) and the means for
so doing.*

The claim is often made that the implementation of econom-
ic and social rights — or second generation rights as they are
sometimes called — requires a massive input of resources and
that this implies, generally speaking, deliberate government
intervention in the form of redistribution. This claim needs to
be re-examined in the light of recent experience and in the
light of a considerable amount of recent empirical research.

First: experience. Just one example, an obvious one: social-
ist systems with a massive amount of redistribution — reflect-

4 When | talk about economic and social rights, | have no intention of imp-
lying that they are rights in the same sense that civil and political rights
are. What kind of laws would we need? If economic and social rights are
enforceable by law, who would be responsible for ensuring that rulings by
courts of law are enforced? How would the executive enforce such rulings
and relevant laws? What would the effect of such government interventi-
on be on the economy and, hence, on general well-being? The likely
answers to all these questions imply a greater role for government in the
economy. This in turn would have negative effects on economic freedom
and, in the light of the evidence | will present, on growth and general well-
being. | prefer to interpret such rights as being objectives, desirable objec-
tives yes, but no more.
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ed in data on income disparities — ultimately failed to meet
people’s expectations, one of the major reasons why these
systems collapsed. The example of the People’s Republic of
China is instructive in this respect. Common-sense “social-
ists” abandoned their belief in a command economy many
years ago and are now, step by step, dismantling their social-
ist legal system as demonstrated by recent intense interest
in, and some steps towards establishing a judicial system
that conforms with generally recognised principles of rule of
law. The primacy of socialism is kept in place solely for the
purpose of maintaining political power. It will be interesting
to see how long this approach can last.

Second: empirical evidence. Here | wish to look at four dis-
tinct areas, the relationship between

= a free market and growth, assuming that growth is good
for everyone®

5 As | will later show growth in a free market tends to benefit everyone. The
reason why this should be so is reflected in an interesting comment made
many years ago by Karl Popper in a magazine interview (Der Spiegel No.
13/1992, pp. 202-211. p. 203). “Industrialisation cannot mean impover-
ishment... What did capitalism mean? It meant industrialisation and mass
production. Mass production means that a lot is produced and many get
something — because many products need a big market and hence many
consumers”. Business is only interesting and sustainable in the long term
if an entrepreneur can expand and increase profits — and this involves attrac-
ting more customers, ie, increasing the number of consumers (if you pro-
duce soap it makes sense to aim for 10 million rather than one million custo-
mers). A free market has an innate tendency to try to improve the lot of
more and more people because this is the only way of generating profit.
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= a free market and disparities in the distribution of income
= regulation and employment, and

= the effects of taxation on employment and wealth.

Free markets and growth

Here my assumption is that, in order to promote economic
and social rights, it is important to secure the foundations for
so doing. It is, to use some imagery, impossible to bake a
cake without ingredients and, for those who prefer to be
proactive, it is not a good idea to share out a cake before it
has been baked.

Recent comparative research has shown that there is a very
strong relationship, | would claim an indisputable relation-
ship, between economic liberty — the basis of a free market
— and the generation of wealth.

This relationship is true however we define economic free-
dom. The following figure (figure 4), summarising some
results from global surveys published in recent years, shows
that the relationship is extremely strong. The liberal Fraser
Institute, in co-operation with many liberal think-tanks
throughout the world, measures a country’s level of eco-
nomic freedom on the basis of scores achieved in different
areas affecting economic activity. In 1997 there were 17 dif-
ferent areas under the following major headings: a) protec-
tion of money as a store of value and medium of exchange,
b) freedom to decide what is produced and consumed, c)
freedom to keep what you earn and d. freedom of exchange
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with foreigners. The index of economic freedom has been
extended and refined since it was first used in the mid-
1990s. Today (2003) it contains 21 components and, count-
ing sub-components, utilizes 38 distinct pieces of data. The
index now includes the level of labour market and business
regulation. Refinement has led to greater emphasis being
placed on the security of property rights® and the rule of law.
Figure 4 compares the level of economic freedom and the
average annual rate of economic grow