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Media Release
Economic freedom promotes growth while foreign aid fails developing countries 
Embargoed until 7th September
New Delhi, India, 7 September 2006—Economic freedom has a greater impact than foreign aid in helping people in poor nations escape poverty, according to the Economic Freedom of the World: 2006 Annual Report, released jointly today by the Centre for Civil Society, Academic Foundation and Friedrich Naumann Stiftung at the India Habitat Centre in New Delhi.
In new research published in this year’s report, economist William Easterly of New York University compares the impact of economic freedom and foreign aid on economic growth in the poorest nations. He demonstrates that foreign aid has no positive impact on economic growth in the poorest nations, and that economic freedom has a strong and positive impact on prosperity in general and on helping lift nations out of poverty. In his view, once economic freedom is taken into account, poor nations, far from being caught in a poverty trap, grow faster than rich nations.

“The demand for foreign aid is typically made in the absence of any empirical evidence that it leads to benefits for recipient nations and without asking whether there are better approaches to poverty reduction for the international community to support,” said co-author of the report, James Gwartney, Professor of Economics at Florida State University. “What the research in this edition of Economic Freedom of the World suggests is that economic freedom, rather than foreign aid, does have a powerful positive impact and is a better approach.” Fred McMahon, The Fraser Institute’s director of trade and globalization studies, says: “A key component of the success created by economic freedom is the ability to experiment, find economically successful areas of production, and prune those that do not succeed so that resources may be transferred to where they are most productive.”
Foreign Aid in India

In the developing world, India had been the largest recipient of foreign aid until its liberalization. From 1951 to 2005, it received INR 2 259.7 billion as loan, 242.4 billion as grants (almost 10% of all aid), and has repaid INR 1 669.2 billion as principal, 767.9 billion as interest. Multilateral aid–90% of which is constituted by the World Bank’s International Development Agency (IDA) and the International Bank for Reconstruction and Development (IBRD)–accounts for about 60% of country’s total aid. Little known is the fact that, among bilateral donors, Japan has been the most generous, providing 22.5% of all bilateral aid used by India. Nevertheless, with forex reserves of USD 141.5 billion in March 2005, a growth of around 8%, and rising levels of FDI and remittances, India is gradually becoming an aid donor, while drastically reducing its aid intake. Between 2000 and 2004, India received USD 6 270 million in foreign aid, USD 24 602 million in FDI, and USD 86 383 million as remittances, the largest amount in the world.

Parth J Shah, President of Centre for Civil Society, opines that “until aid flows continue, it might be more effective to have direct transfers of cash or vouchers in targeting the affected population and in achieving the targets set for development programmes,” citing Mexico’s PROGRESA scheme and Bangladesh Female Secondary School Stipend Programme. He also suggests that “the issue of aid should be decided by individuals, communities and voluntary associations—by civil society. Government to government aid should stop.”
India’s economic freedom ranking vis-à-vis other South Asian countries

India scoring 6.7 ranks at 53–the highest rank in South Asia–while Nepal with 5.2 ranks worst at 118. Sri Lanka with 6 ranks 83, while Pakistan and Bangladesh with 5.7 rank 95.

The detailed economic freedom ratings also suggest areas of improvement. India has the second worst ranking in credit market regulations (114), implying clearly the need to de-nationalize the banking system and deregulate financial market. Pakistan, standing at 61, is the best performer. In labor market regulations, India is the worst at 48, Pakistan the best in the region at 10. This pattern is reflected in the overall rankings for regulation of credit, labor & business – Pakistan being at the top at 38, India second last at 97. Despite opening up to international trade substantially, India has a long way to go as indicated by it rank of 82 in the freedom to trade internationally. Sri Lanka fares the best at 78. In terms of size of government, India ranks 7, followed by Bangladesh at 11, Sri Lanka at 24, Pakistan at 30, and Nepal at 93. In the area of legal structure and security of property rights, all of them fare amongst the worst, India being comparatively best at 44, Pakistan worst at 119. Regarding access to sound money, India can again seek solace from the fact that it stands at the top in South Asia with a rank of 98, closely followed by Bangladesh at 99, Nepal at 103, Sri Lanka at 115, and Pakistan standing last at 117.
International rankings

In this year’s index, Hong Kong retains the highest rating for economic freedom, 8.7 out of 10, closely followed by Singapore at 8.5. New Zealand, Switzerland, and the United States tied for third with ratings of 8.2. 

The United Kingdom and Ireland are tied for the 6th   place. Canada receives a score of 8.0 and ranks 8th.  Iceland and Luxembourg are tied for 9th place.
 The rankings of other large economies are Germany, 17; Japan, 19; France, 24; Italy, 45; Mexico, 60; India, 53; China, 95; Brazil, 88; and Russia, 102.

Among those nations that have made substantial gains in economic freedom since 1985 are Hungary, Iceland, El Salvador, Zambia, Poland, Bolivia, Israel, Ghana, Uganda, Peru, and Nicaragua—though some of these began at very low levels or have experienced ups and downs over the period. Among those nations that have registered significant losses in economic freedom since 1985 are Myanmar, Venezuela, and Zimbabwe.

Most of the lowest-ranking nations are African, Latin American, or former communist states. Botswana’s ranking of 35 is the best among continental sub-Saharan African nations. Chile, ranked at 20, has the best record in Latin America. 
The bottom nations were the Central African Republic, Rwanda, Burundi, Algeria, Guinea-Bissau, Venezuela, Democratic Republic of Congo, Republic of Congo, Myanmar, and Zimbabwe. However, a number of other nations for which data are not available, such as North Korea and Cuba, may have even less economic freedom. 

Economic freedom on the rise 

The report reveals that economic freedom levels have been rising around the world over the last quarter century, and that’s good news for people, particularly for the poorest of the poor.

Among the key findings: 

· Nations in the top quartile (one-fourth) in economic freedom have an average per capita GDP of US$24,402, compared to US$2,998 for those nations in the bottom quartile. 

· The top quartile has an average per capita economic growth rate of 2.1 percent, compared to negative 0.2 percent for the bottom quartile. 

· In nations of the top quartile, the average income of the poorest 10 percent of the population is US$6,519, compared to $826 for those in the bottom quartile. 

· Unemployment in the top quartile averages 5.9 percent, compared to 12.7 percent in the bottom quartile. 

· Life expectancy is 77.8 years in the top quartile compared to 55.0 years in the bottom quartile. 

· In nations of the top quartile, only 0.3 percent of children are in the labor force, compared to 19.3 percent in the least economically free nations. 

· Nations in the top quartile of economic freedom have an average score of 1.8 for political rights on a scale of 1 to 7, where 1 marks the highest level of freedom, and 7 the lowest level. The bottom quartile has an average score of 4.6. 

About the Economic Freedom Index
Economic Freedom of the World measures the degree to which the policies and institutions of countries are supportive of economic freedom. 

The cornerstones of economic freedom are personal choice, voluntary exchange, freedom to compete, and security of privately owned property. 

This is the 10th edition of Economic Freedom of the World. This year’s publication ranks 130 nations for 2004, the most recent year for which data are available. The report also updates data in earlier reports in instances where data have been revised.
Thirty-eight components and sub-components are used to construct a summary index and to measure the degree of economic freedom in five areas: (1) size of government; (2) legal structure and protection of property rights; (3) access to sound money; (4) international exchange; and (5) regulation.

The annual report is published in conjunction with the Economic Freedom Network, a group of independent research and educational institutes in over 70 nations. 
CONTACT: Centre for Civil Society, Parth J Shah (parth@ccsindia.org) 
For more information on the Economic Freedom Network, data sets and previous Economic Freedom of the World reports, go to www.freetheworld.com. 

The Centre for Civil Society (CCS) is an independent, non-profit, research and educational organization inaugurated on August 15, 1997 and devoted to improving the quality of life for all citizens of India. The CCS maintains that, having earlier attained their political independence from an alien state, the Indian people must now seek economic, social, and cultural independence from the Indian state. This can work from two directions simultaneously: a “mortar” program of building or rebuilding the institutions of civil society and a “hammer” program of readjusting the size and scope of the political society. The CCS conducts monthly dialogues on topical issues to introduce classical liberal philosophy and market-based solutions into public debate.
The Indian edition of the EFW 2006 Annual Report could be downloaded from www.ccsindia.org. 

