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Promoting Economic Freedom:

Key to Realizing the World Bank’s Mission
By Ambassador Terry Miller and Anthony B. Kim

n an April 2 speech, World Bank President Jim

Yong Kim set out the ambitious goal of ending
extreme poverty within a generation.! Outlining a
bold development agenda in advance of the World
Bank-IMF spring meetings from April 19 to 21, Kim
emphasized the importance of fostering “inclu-
sive growth” and building “a science of delivery for
development.”

The search for a “science” for development is a
particularly interesting concept. No doubt there
are a variety of pathways to inclusive growth, but all
that have produced long-term success have included
some application of competitive free-market capital-
ism. The principles of economic freedom that under-
pin market capitalism are all about the promotion of
competition, and that includes policy competition
among competing development philosophies as well.
The application of the scientific method—gather-
ing evidence, testing hypotheses as to policy cause
and effect, and analyzing outcomes—will help iden-
tify such best practices and provide solid empirical
grounding for the World Bank’s development theo-
ries and programs in the future.

Development Is About Stamping Out

“Unfreedoms.” Amartya Sen, a Nobel laureate
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economist who has made considerable contributions
to development economics, once noted that “devel-
opment consists of the removal of various types of
unfreedoms that leave people with little choice and
little opportunity for exercising their reasoned lega-
cy.”? People crave liberation from poverty, and they
hunger for the dignity of free will. By reducing bar-
riers to these fundamental human rights, the forces
of freedom create a sustainable framework in which
people can fulfill their dreams of success.

Indeed, the process of advancing economic free-
dom is at the heart of development and poverty
reduction. Dynamic and inclusive growth occurs as
the result of progress by individuals. Successful soci-
eties are collections of successful individuals, and
when ordinary people have the opportunity to make
decisions for themselves, their chances for individu-
al success are maximized. Economic freedom—-cul-
tivated and maintained by the rule of law, limits on
government, regulatory efficiency, and open mar-
kets—is critical to generating the broader-based eco-
nomic dynamism that brings more opportunities for
people to work, produce, and save.

This multi-dimensional relationship between
economic freedom and development has been docu-
mented in The Heritage Foundation’s annual Index
of Economic Freedom. The data collected for the
Index demonstrates empirically that a high level of
economic freedom induces a greater level of pros-
perity and also facilitates progress in overall human
development, including better health, longer lives,
greater education, and cleaner environments. And
most relevant to the mission of the World Bank, eco-
nomically freer countries have a much better record
at reducing poverty.?
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As indicated by the findings of the Index, sus-
taining dynamic and inclusive economic growth
requires putting into practice three fundamental
principles of economic freedom: (1) empowerment
of the individual, (2) nondiscrimination, and (3)
open competition.

These principles do not constitute a dogmatic
ideology. In fact, they represent the antithesis of
dogmatism, allowing individuals the freedom and
flexibility to embrace diverse and even competing
strategies for the pursuit of a brighter future. In
other words, as succinctly pointed out by President
John F. Kennedy decades ago, “the wave of the future
is not the conquest of the world by a single dogmat-
ic creed but the liberation of the diverse energies of
free nations and free men.”

The Private Sector: The Best Source for
Inclusive Development. According to Voices of
the Poor, the World Bank’s landmark report that
attempts to understand poverty from the perspec-
tive of the poor themselves, “above all, the poor pin
their best hopes for escape from poverty on income
from employment in their own businesses or on
wages earned through employment.”?

In fact, this is also something that World Bank
President Kim has emphasized:

[Olne of the things we’ve learned is that, one, 90
percent of all jobs are created in the private sec-
tor. And while there have been arguments in the
past about the appropriate way to development—
do we close off our societies and just redistribute
or do we open up our societies and try to spur the
private sector to grow in a way that—and what
did we learn from the Arab Spring? We learned
that it has to be inclusive, especially of young

people but in a way that’s sustainable, that only
through growth in the private sector with jobs
that are both inclusive and sustainable can soci-
eties reach their highest aspiration.®

The World Bank can exercise a powerful practical
influence on improving the entrepreneurial frame-
work in its member nations by advancing a private-
sector development agenda that aims to eliminate
regulatory and policy obstacles to development and
foster opportunities for entrepreneurship and job
creation.

Over the past decade, for example, the World
Bank’s Doing Business report has been instrumental
in fostering competition among countries to iden-
tify and implement the best policies and reforms
to create a climate conducive to business forma-
tion and success. It would not be wrong to call the
worldwide improvements in commercial regulation
the “Doing Business Effect.” Many member nations
of the World Bank have been inspired to pursue real
policy fixes as they recognize that the timely imple-
mentation of transparent and streamlined regula-
tions is critical to paving the way for private-sector-
led economic development.

It is an enormously challenging task to precise-
ly quantify complex aspects of the entrepreneurial
environment that matter to private-sector growth
and development across countries. Nonetheless, it
is noteworthy that Doing Business has identified
and documented specific policies that are important
in their own right and can serve as practical indi-
cators for the condition of the broader regulatory
framework.

Sparking constructive policy discussions and
intensified reform competition, Doing Business has
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encouraged an increasing number of countries, par-
ticularly developing and underdeveloped economies,
to adopt more favorable entrepreneurial frame-
works for dynamic economic expansion and broad-
er development. As concisely summed up by The
Economist magazine:

The Doing Business rankings seem to have
spurred reform. In 2005 only a third of coun-
tries in sub-Saharan Africa were reforming;
now over two-thirds are. Poland, Ukraine and
Uzbekistan have made big gains. Even the sick
men of Europe—Greece and Italy—are showing
signs of progress. Unlike bail-outs, cutting rules
comes cheap.”

How Congress Can Help. As the largest share-
holder at the World Bank, the United States should
play a proactive role in helping improve the effec-
tiveness of its development practices. Although the
executive branch hasthe keyroleinrepresenting U.S.
interests in the bank, Congress can exercise influ-
ence through oversight and control over the bank’s
funding process to encourage changes in policies or
procedures.® In this context, it would be appropriate
for Congress to:

s Hold hearings on the importance of economic
freedom and measurable cross-country policy
competition in promoting private-sector growth
and real development progress; and

m Urge the World Bank to advance principles of
economic freedom more explicitly in its develop-
ment practice.

Encouraging Policy Competition Among
Countries. President Kim said in his April 2 speech
that “we set goals to keep ourselves from falling into
either fatalism or complacency—both deadly ene-
mies of the poor.” To ensure that that does not hap-
pen, Kim should steer the World Bank to an even
greater embrace of an evidence-based approach to
development policies, emphasizing scientific prin-
ciples and rigor in evaluating successes and failures
and encouraging the economic freedom that fosters
innovation, policy competition, and the advance of
policies proven to work.
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and Anthony B. Kim is a Senior Policy Analyst in the
Center for International Trade and Economics at The
Heritage Foundation.
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