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Poverty’s Prognosis

By Jason R. Koepke

‘ he Battle of Seattle,” the
large and visible anti-glob-
alization protest that

occurred in December 1999, led
international development economics
to become a topic of mainstream
debate. Unfortunately, the
economists who once dominated the
debate have remained relatively
silent, at least outside of the special-
ized arenas they are used to.

Jeffrey Sachs’ The End of Poverty
(Penguin Press, $27.95, 2005), howev-
er, marks an important statement on
the public stage by an established
economist.

Much of the book is his account of
what happened in the countries he
worked during the past twenty years.
These case studies, which include
Bolivia, Poland, Russia, India, and
China, are useful, as it presents read-
ers with the interesting, intellectual
path Sachs has taken.

But his simplification of these situ-
ations is striking and leaves the read-
er believing Sachs is a savior whose
advice was the only thing that res-
cued these countries. The Sachs-cen-
tricity of the successes also makes
one wonder how all of the other
countries that have prospered man-
aged to do so without his wisdom.

A NEW APPROACH

Although he doesn’t agree with
anti-globalization activists—heck,
they don’t even agree with them-
selves—he recognizes their calls for
attention on problems outside the
realm of traditional economics as
being important.

This manifests itself in the
book’s two primary proposals. The
first is a new checklist of factors to
consider when assessing a given
country’s problems and their possi-
ble solutions.

The approach, which he calls a dif-
ferential diagnosis, revolves around
the identification of certain charac-
teristics of the target country, includ-
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ing extreme poverty, economic poli-

cies, fiscal policies, physical geogra-

phy, governance patterns, cultural
barriers and geopolitics.

The result is a well-rounded assess-
ment of the key hurdles facing a coun-
try’s development and underlying eco-
nomic condition. By taking this route,
he’s acknowledging that political and
social issues do matter to an area’s
general economic situation.

The second proposal is his solu-
tion for ending extreme poverty by
2025. It urges both rich donor coun-
tries and poor aid-recipient countries
to concentrate on:

e human capital -
improve the health
and skills of indi-
viduals

e business capital -
help build business
infrastructure

e infrastructure -
improve transporta-
tion, power, water and telecommuni-
cation systems

e natural capital - protect and more
efficiently use the environment

e public institutional capital - develop
the rule of law

e knowledge capital - raise the quali-
ty of scientific knowledge.

It’s clear why poor countries
would want to work on these areas,
but why should the rich countries
become involved? Sachs spends a
significant chunk of the book talking
about this and the how the relation-
ship between the two—recipients
and donors—should be structured.

Sachs envisions a compact of
sorts, whereby the international com-
munity assists the poor countries and
the poor countries bear the responsi-
bility of using aid appropriately.

Critics have argued that this has
been tried before, but Sachs replies
that past attempts weren’t genuine
efforts to help, but geopolitical plays
with ulterior motives. In the new
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round, respectful treatment and plan-
ning, rather than Cold War tactics,
will make the difference.

But why should (taxpayers of)
rich countries become involved?
Setting aside the moral reasons of
wanting to bring millions of people
out of poverty, Sachs argues that
assistance will bring us geopolitical
security (i.e., prospering states don’t
become havens for terrorists) and
improve global, including here at
home, economic conditions (e.g., an
economically secure state has citi-
zens who can buy goods from other
countries, including the US).

“...the economic benefits for rich
countries...is a major thrust of his
book, as he realizes that getting them
on board is crucial if poverty is to be
reduced, let alone eliminated.”

This last point, the economic ben-
efits for rich countries, is a major
thrust of his book, as he realizes that
getting them on board is crucial if
poverty is to be reduced, let alone
eliminated. Sachs takes on the chal-
lenge rather well, even if it’s only by
clearly and coherently packaging
arguments others have (not so clear-
ly or coherently) made before.

But his ability to do exactly this—
simplify and write in an eloquent man-
ner the many relevant issues and
arguments already out there—is why
this book will help move the current
public debate from an intellectually
shallow shrill to a more sophisticated
approach offering real solutions and
real results.

If you're interested in this debate,
or interested in the challenges that
third-world, and even emerging mar-
ket economies, face, then The End of
Poverty is well worth your time.

Jason R. Koepke is assistant man-
aging editor of Wall Street Winners.

www.wallstreetwinners.net



