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Milton Friedman’s legacy in the modern world is the best proof that ideas really do matter. It is hard or not possible at all to imagine today’s world without the ideas of Friedman. I have actually seen such a world, and I lived in it for nearly half of my life. This was the Soviet Union, built on the ideas of Karl Marx, Lenin and Stalin. There was no place for ideas such as freedom, free choice, human initiative, and dignity. This was a world of state control, orders, and violence. Human beings did not have any value there. 
In this world, I heard for the first time the name of Milton Friedman. Although it was not possible to read his works, I saw how communist rulers hated this man, Milton Friedman, and it became clear to me that he must be a really remarkable thinker. The first time I had access to the books of Milton Friedman, I understood that the communists were actually right: Milton Friedman was a really most dangerous man for them. Ideas of liberty and the free market are the most powerful weapon in the fight against different kinds of dictatorships and their heritage. This is important not only to win the political fight against dictatorships. It is even more challenging to break really free, to move away from state control, to support free initiative and the choice of the people. Only by encouraging actions based on liberty and free markets can countries build up prosperous societies and develop human happiness. 
I have used the ideas of Friedman, such as free trade and the flat rate tax, in my country, Estonia. These fiscal policies have helped us to make the most successful transition of any country in the post-communist world. Estonia is living proof that Friedman’s ideas really work. 
I was asked to talk today about the influence of Milton Friedman’s ideas overseas. In my presentations I will mostly concentrate on so called transition countries in Central and Eastern Europe, which have made a quick and overall successful transition from communist controlled economies to free market economies. 
To check the influence of Milton Friedman overseas, we can divide Friedman’s ideas into three groups. The first of these is targeted on macro-economical performance, which includes the control of spending, a balanced budget, and the fight against inflation. The effectiveness of these policies has become common and recognized truth, even when many governments fail to follow this advice. 

The second aspect of Friedman’s ideas is connected with the decrease in the size of government, privatization, and promotion of foreign investments. These are common truths, too, but in these areas the achievements have not been as good as in the macro-economy. Privatization is quite unpopular among the voters, which has scared the governments. In some countries – for example, Russia – the movement for privatization is actually turned back, and private enterprises are nationalized again. 

The situation is even worse in the third area of Friedman’s ideas, which is concerned with issues such as the introduction of school vouchers, abolishment of custom tariffs, and the flat rate tax. These ideas can be popular, but most governments are not too eager to follow them. However, school vouchers are introduced in several countries, and free trade is developing quite well among transition countries. 
The most commonly discussed idea of Milton Friedman is the introduction of the flat rate income tax. Although this concept is known all over the world, not many countries have been able to take any real steps towards its implementation. On the other hand, many countries use a progressive income tax, which was actually first introduced only in the 19th century. In their “Communist Manifesto,” first published in 1848, Karl Marx and Friedrich Engels demanded “a heavy progressive or graduated income tax.” For the founders of Marxism, progressive taxation was so important that in their demands it was listed as second in importance only after the “abolition of property in land.” Although the destructive nature of the first demand is now largely recognized, this next foundational pillar of Marxist thinking is still used in most Western countries. In the long run, the results of the progressive income tax can be very destructive, too, taking from human beings one of the most valuable abilities, which is the right to make their own decisions and to use their talents to be creative and innovative.  


This is one reason why Milton Friedman and other scholars have advocated a flat rate proportional income tax. For a long time only one country really introduced it. Hong Kong, which in 1947 introduced a proportional 15% personal income tax, was the pioneering government in the realm of the flat tax. This policy was highly successful and supported Hong Kong’s fast development. After the collapse of the Soviet Union, nations in Central and Eastern Europe had to find ways to get out of post-communist chaos and build up modern societies and economies. Some of them tried to move immediately to the western welfare state and failed. Others tried to learn from the German economic “miracle” after World War II and other similar “miracles” and introduced radical market orientated reforms. Among the last group was the small country  of Estonia. 

On August 12, 1993, the Estonian ruling coalition, overcoming massive protests from “economic experts” and left-wing populist parties, pressed through the Estonian Parliament a reform bill for a personal income tax on a flat 26% level. Impacts of the reform were very positive. Afterwards, the amount of taxation revenues did not fall but increased significantly. Personal income tax revenues actually doubled within two years. Intoduction of the flat rate proportional income tax helped to boost economic activity and create new working places, which also meant that Estonia  avoided massive unemployment. The success of Estonian tax reform encouraged neighboring countries to follow its example.  In 1995 Latvia introduced a flat rate personal income tax, and in 1996 Lithuania followed. 

By comparing the growth rate of economies in Central Eastern Europe which use the flat rate personal income tax with the growth rates of same region economies with progressive income taxation, we can see that countries with a flat rate grow significantly faster.
ECONOMIC GROWTH RATES                                      Central Eastern Europe
YEAR    
  FLAT RATE COUNTRIES     
PROGRESSIVE RATE 
COUNTRIES

1995                             4.3                                                 3.0

1996                             4.0                                                 0.3

1997                             8.0                                                 1.4

1998                             4.1.                                                3.3.
The difference in growth rates has become even larger since the beginning of the new millennium. When we compare how fast Central and Eastern European countries are growing and getting nearer to European average GDP per capita level in PPP, then we see that countries with the flat tax have grown two times faster than countries without the flat tax. The same is true on revenues. Also, countries with a flat tax are not producing such budget deficits as we see in progressively taxed CEE countries. It is often declared that flat taxes create social inequality and are not socially fair. This is not true. After the introduction of the flat tax, GINI-index has not grown but fallen, and social inequality and poverty has decreased in all flat tax countries. 

The success of Baltic tax reforms encouraged Russia to start their own tax reform movement. On January 1, 2001, a 13% flat-rate tax on personal income took effect in Russia. The flat tax has been remarkably successful there. In the three years since the top rate of personal income tax was reduced from 30% to 13%, real flat tax revenue has risen by 79.7%. Russia's budget is relatively healthy. Tax compliance has improved, so that for the first time in the history of Russia, its people are really paying taxes. 

The Russian reforms encouraged other countries to move to a flat rate personal income tax. In 2003 Serbia instituted laws similar to Russia’s, and in 2004 the Ukraine moved to the flat rate 13% personal income tax. In all those countries, flat rate taxes have stimulated faster growth and more revenues. The lowest flat tax (12%) in the world was introduced  in Georgia in 2004, helping the Georgian citizens to get out of a disasterous economic situation. As in other countries, economic growth there has risen and budget revenues rose five times within three years. 

The most challenging tax reform in Europe was introduced in Slovakia on January 1, 2004, where VAT, corporate income tax and personal income tax were all moved to a flat tax rate of 19%. Results of this reform were impressive: more money was gathered from the flat rate income tax for the budget than was planned, and economic activity increased. On January 1, 2005, Romania  introduced the flat rate tax, and it is a great success there. Now we have evidence from 12 countries of what happens after the flat tax is introduced. And this evidence shows that results of the flat tax are everywhere the same: more growth and more revenue income in the budget and less social inequality. 

As a result of these examples, more and more countries are planning to introduce the flat rate personal income tax. The last country to do this is Macedonia. It is possible to predict that within five years, all of Central and Eastern Europe will move to a flat rate personal income tax – because the flat tax works. 

So we can clearly prove that the countries taking maximum advantage of Milton Friedman’s ideas are developing faster than countries which have used only part of them. We can say that Karl Marx has lost - and Milton Friedman has won!  

To represent the idea of freedom was, for Milton Friedman, often a thankless task, and unfortunately, often the cause of liberty still is a difficult path. Too many countries in the world are trying to ignore the ideas of liberty. They know that the teachings of Marx allow them a pretense to control and rule their people. The ideas of Milton Friedman make people free – that is the reason why Friedman is not liked in countries with big government or real dictatorship. The teachings of Marx endanger both the well-being and human happiness of people in these countries. The best help we can give in the modern world is to keep the heritage of Milton Friedman really alive. Let us encourage the development of the cause of freedom everywhere, in the West and in the East, because all of us deserve to be free. 
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