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The question, does aid contribute to
economic growth? has long been a subject of scholarly debate. Studies in the
1960s drawing on the Harrod–Domar
growth models saw aid as an exogenous net increment to the capital stock
of the recipient country. The underlying assumption was that aid, by contributing to an increase in savings,
inevitably spurs growth. In fact, Paul
Rosenstein-Rodan assumed that a dollar of foreign aid would result in an
increase of one dollar in total savings
and investment.1 He argued that the
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pervasive “low-level equilibrium trap”
keeps poor countries caught in a
vicious cycle of poverty because
income increases do not lead to more
savings, but only to higher population
growth. Aid was seen to fill the badly
needed “financing gap”—or the difference between domestic savings and
the level of investment required for
economic growth. In a similar vein,
Walt Rostow in his provocative
The Stages of Economic Growth argued
that countries could emerge out of
economic stagnation and “take-off”
into self-sustaining growth with
aid-financed increases in investment. Chenery and Strout in their
seminal contribution formulated the
“two-gap model” where they claimed
that poor countries trapped in poverty
could not save and accumulate
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capital.2 This capital shortage was
reflected in either their respective
investment–savings and/or import–
export gaps. That is, the savings gap
exacerbated the foreign exchange gap
resulting in the inability to export.
This only served to ensure a balance of
payments problem. Chenery and
Strout reasoned that an inflow of foreign capital would bridge this gap
between actual investment and the
investment required to reach a target
growth rate. As William Easterly notes,
the two-gap model became conventional wisdom and is still used by many
donors to calculate their aid
allocations.3
Now, a generation later, Jeffrey
Sachs, a distinguished and flamboyant
economist, in his best-selling, The End
of Poverty: Economic Possibilities for Our
Time, is once again advocating an aidfinanced “big push” to eliminate mass
poverty and generate economic growth
in the world’s poorest countries.4
According to Sachs, most of the world’s
poorest nations (and most are in SubSaharan Africa) are caught in a vicious
“poverty trap”—a condition under
which poverty begets even more
poverty, making a poor country simply
too impoverished to achieve sustained
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economic growth.5 As Sachs eloquently notes, “when poverty is
extreme, the poor do not have the ability by themselves to get out of the
mess…When people are poor, but not
entirely destitute, they may be able to
save. When they are utterly destitute,
they need their entire income, or
more, just to survive. There is no margin of income above survival that can
be invested in the future. This is the
main reason why the poorest of the
poor are most prone to becoming
trapped with low or negative economic
growth rates. They are too poor to save
for the future, and thereby, accumulate
the capital that could pull them out of
their current misery” (pp. 56–7).
Is there a solution to this predicament, and if there is one, what is it?
Sachs argues that “success in ending
the poverty trap will be much easier
than it appears” (p. 289). He proposes
an ambitious and vigorous “big push”
strategy to break the poverty trap.
Specifically, to help poor countries
break out of the poverty trap and help
them grow on their own, the rich countries must double their foreign aid
from the current $65 billion to over
$130 billion and double the aid package again by 2015. This is necessary to
fill the “financing gap” between the
poor countries’ own resources and
needs and what they can afford on
their own. Sachs goes to great length to
underscore two points. First, the new
infusion of aid must be well managed
5
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