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‘The End of Poverty: How we can make it happen in our lifetime’ Jeffrey Sachs, New York and London, Penguin, 2005, 396 pp., $27.95/£8.99 (US subtitle ‘Economic possibilities for our time’)

‘The End of Poverty’ was published as a contribution to the campaign to cancel the debts of heavily indebted poor countries and increase overseas development assistance and especially assistance designed to eradicate poverty. Jeffrey Sachs is Director of the ‘Earth Institute’ at Columbia University after a distinguished career as Professor of Economics at Harvard and advisor to numerous governments and the United Nations on economic reform. In more recent times he has been educating Bob Geldof and Bono (lead singer of U2) about development economics and is part of the disparate movement to eradicate poverty in an increasingly globalised world trading system.

Sachs believes in the economic benefits of trade and argues that only by re-entering world markets can those economies that isolated themselves from world markets through communism or post-imperialist protectionism grow sufficiently quickly to eradicate extreme poverty. This part of the argument is no different from that pursued by the World Bank and the World Trade Organisation and would not be recognised as theirs by the anti-globalisation protestors. Where Sachs differs from the standard diagnosis is in what he calls ‘clinical economics’, examining the actual symptoms and their causes in each political economy, making a ‘differential diagnosis’, the clinical metaphor used, he says, because he is married to a doctor. Only economists would be surprised by an analysis that includes variables such as physical geography, governance patterns, culture and geopolitics as important explanations for variable economic growth but the argument is that such a diagnosis has not been the basis in the past for the prescriptions proposed and imposed by the Bretton Woods institutions on poor countries.

Whatever the specific diagnoses there is a common theme in all poor countries: a lack of capital accumulation, including human and institutional capital. Low levels of savings and investment exist for different reasons in different places but can be corrected through overseas development assistance. How such aid can help varies according to the local diagnosis, which should be made by the governments of the countries receiving it. Historical levels of assistance have always been unable to bridge the savings and investment gap and should be increased to new levels, preferably at 0.7% of the GDP of the donor countries. He argues that this level of donor spending is achievable, especially by the USA, if recent tax cuts were partially reversed and thereby the burden of eradicating extreme poverty in poor countries would fall mainly on the richest people in the rich countries. In response to the criticism that the existing agencies especially of the United Nations have shown low levels of skill and intelligence in past aid programmes, the answer is to strengthen the existing agencies and make them more effective and more responsive to the needs of each country by being more respectful of their governments.

The argument is presented in a variety of ways: there are vignettes of villages in Malawi and urban slums in India, some ‘plain English’ theory and expositions of Sachs’ advice to countries as diverse as Bolivia and Poland, both of which countries he seems to have saved from otherwise certain economic disasters. The country chapters apply Sachs ‘differential diagnosis’ to Bolivia, Poland, Russia, China and India. The country stories have different themes, mainly determined by the nature of Sachs’ involvement in them, such as the cure for the hyperinflation in Bolivia in 1985 and the plan to transform the Polish economy, written by Sachs one night in 1989. While fascinating, these stories, based as they are on particular conjunctures of events, do not really form the basis for the subsequent chapters setting out a blueprint for an aid-supported period of economic growth in the poorest countries to get the poorest people out of poverty. Hyperinflation no longer seems to be a problem in these countries, nor does the transformation from communism and central planning to a market economy.

The argument on aid and debt relief is attractive for middle income people in rich countries: those who feel guilty about their standard of living while there is extreme poverty are able to see a way of fixing that poverty without affecting their own lives: they can still buy their clothing and footwear manufactured by people on very low pay in poor countries because those people are on the first rung of a ladder leading to economic development, can expect their living standards to continue to rise because increased world trade is good for everyone and they don’t even have to pay much, if any, extra tax for the aid effort as that will be taken care of by taxing the rich. It is also attractive to the elites in the poor countries: they will have more cash at their disposal and will be freer to choose how their governments spend it than during the past arrangements of conditionality and solutions imposed from outside. It is also apparently attractive to politicians in the rich countries who can be seen to be doing something about extreme poverty without having to do anything about the behaviour of multi-national corporations based in their territories as they move their manufacturing operations to low-wage economies or extract mineral resources from poor countries: they are simply helping those economies climb the ladder of development and lubricating the world market.

In such a happy win-win world it seems churlish to offer criticism but there are two main questions about the analysis and the campaign. The first is whether overseas development assistance can improve economic growth performance. If not it may be that aid is still worthwhile in the sense of positively affecting the welfare of poor individuals and communities but that is not the argument of the pro-aid lobby. The second is whether economic growth improves the welfare of the poor. If economic growth and accelerated accumulation simply create a wealthy élite and a small urban manufacturing and service industry working class, then poverty will be eliminated for some but remain for the majority.

The debate about the first question has been going on for some time, although Sachs hardly mentions it. A synthesis was written by William Easterly (2001) who observed that the economic development model underlying previous aid efforts was simply wrong: finding the size of the gap between the level of saving and investment (and hard currency) required and their current level and filling the gap with aid never worked. If the model had worked several countries in receipt of large amounts of aid over many years, such as Ghana, Zambia and Tanzania, would now be rich. Donor organisations continued to support the model and measure the gap long after it was shown to be wrong because it was the only justification for aid flows. Conversely, those nations that have achieved fast economic growth in the past 20 years, including China, India, Cyprus have not been major aid recipients, nor have their growth sectors benefited from aid flows. 

The second question, whether economic growth eliminates poverty, is as old as political economy. Sachs’ argument is that the severely poor are much more prevalent in poor countries and that eventually economic growth affects everyone in a country. Recent evidence from Africa should at least raise doubts. The last two decades or so have brought oil finds in west and central Africa. Previous decades have seen gold, coal, copper, diamonds and coltan on the continent. The revenues from these natural resources are analogous to aid: they generate a flow of funds some of which could be appropriated by governments through taxation or asset ownership and used for the sorts of development of human capital, infrastructure or economic investment that the aid lobby propose. Of course it is only an analogy because aid funds are designated for specific purposes and although controls and reporting on aid after it reaches its destination are notoriously weak, some of it will eventually get through for its intended purpose. However, Sachs’ argument is simply that the gap between the funds required to generate growth and the funds available stop economic growth. 

It is possible that aid-generated economic growth would have a different impact on the distribution of the welfare benefits. If aid created accumulation of capital of all kinds among the subsistence farmers and urban poor then economic growth would help eliminate poverty. Sachs’ imaginary examples, of farmers getting enough fertilizers and improved seed strains to generate surplus incomes for investment would create such effects. Investments to improve technology at all levels and size of enterprise would also have these effects. Here Sachs’ emphasis on technological improvement rather than accumulation reflects Solow’s (1957) contribution to the debate on growth theory, that returns on capital increase as successive investments contain improved technology. This local and individual application of ‘endogenous growth theory’ is attractive but there is a gap between imagining poor people getting access to improved capital and a policy of debt cancellation and increased aid.

Capitalism develops through more than the simple combination of factors of production, whatever the successive productivity levels of those factors. It requires the establishment of the relationship between capital and labour that allows accumulation to take place and the mechanisms of circulation to create a capitalist system. It seems strange to have to say this but without a workforce willing to give up their surplus for several generations, and a class of people wanting to get rich through this process rather than some other one (such as piracy or armed robbery), capitalist accumulation does not happen. Sachs emphasises the importance of the early reform of agriculture in China, creating a surplus of food and labour in the rural areas to fuel the development of factory production in the towns and cities in China since 1978. This was a necessary but not sufficient condition for China’s economic growth: the Party also had to organise the rural-urban migration through strict controls on movement, organise credit through the Party- run banking system, urban development through Party ownership of land and labour discipline both in declining and growing industries through strong police and Party informant mechanisms. These institutional elements were just as important as the markets for food and labour in creating the factories and the cities.

If the poor countries are to achieve faster economic growth through capitalist development, they will need to see their own institutional arrangements develop. The form of these arrangements will largely determine the welfare effects of any growth generated. The simple addition of aid-funded capital, whether to the industrial sector, agriculture, infrastructure or human services will not in itself generate capitalist growth or eliminate poverty. Successful extractive industries, including commercial farming have not generally led to the development of large-scale manufacturing or labour absorbing agricultural industries. The owners of the assets whether domestic or foreign can make their money by getting the stuff out of the ground and exporting it with hardly any reference to the local populations. If these surpluses are not to be reinvested in the countries in which they were made the other major source of investment is foreigners. The question is whether there are sufficient incentives and low risks for foreigners to invest in the poor countries in Africa and, crucially, whether overseas development assistance will be sufficient to tip the balance in favour of investments in these countries rather than the other opportunities in Asia.       

Sachs does not engage in these debates. He has a chapter rebutting what he says are the standard arguments against aid: that corrupt governments will steal it, that the rich countries cannot afford it, that growth cannot happen without democracy, that good governance must come first. He is silent on the academic and political debates about growth and development. Apart from that of Adam Smith and John Maynard Keynes, the only work cited with any vigour is his own. Amartya Sen gets one rather dismissive mention and economists such as Solow or Easterly do not appear.

This is a pity. The momentum of the popular pro-aid, anti-debt movement culminating in the G8 decision in July 2005 to cancel much of Africa’s debt and double overseas development assistance to Africa has been impressive and has been supported by Sachs and made popular by Bob Geldof and Bono among many others. The argument on debt and aid seems to have been won and a generation of demonstrators and CD buyers can feel proud. If it is indeed the case that poverty is eliminated as a result ‘in our lifetime’ they will have made a huge contribution to the welfare of the world. On the other hand, if aid turns out to be useful only for immediate humanitarian relief and welfare improvement the movement will suffer a huge disappointment. It may also have diverted a generation’s attention away from the history of ‘our’ involvement in Africa, stealing all the ‘factors of production’ for one and a half centuries, a process which largely continues. 
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