How to Tackle Poverty
Economists are closing in on the answers
Diane Coyle

More than two years on from the
Gleneagles Summit and Live8 concerts, it seems a good time to review
whether we economists can answer yet
the fundamental question posed by
those events: what can we do to tackle
the desperate poverty still afflicting so
many countries? The outcome of the
summit was the biggest possible push
it was reasonable to expect, politically
speaking. It concluded with a commitment to act from the world’s most powerful leaders, not to mention all the
celebrity advocates who were rather
more likely to enthuse the electorate.
But what action should the politicians
have taken?
Some economists had no doubts at
all about what was needed. Jeffrey
Sachs was prominent in advocating a
very large increase in aid spending. He
will have been disappointed in the gap
between the G8 spending pledges and
the dollars actually disbursed since
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mid-2005. According to the OECD,
total development aid actually fell by
5% in 2006 compared with the previous year, although it remained at a high
level by historical standards. Other
economists were convinced that a big
increase in aid was definitely not the
solution to poverty in Africa and elsewhere, having been tried and failed so
often before. William Easterly was one
who jousted with Sachs in the opinion
columns.
This contest, between almost diametrically opposed solutions to the
development challenge, was played
out as I was researching and writing
the chapters on growth and development for my book, The Soulful Science,
which surveys recent work in economics. It was striking, looking across a
broad range of specialist areas, that
development economics is still one of
the few branches of the subject where
such a fundamental clash of ideas is
possible; and all the more so as the
growth theory which underpins development economics has progressed so
much since the ideological battles of
the 1970s. Do we economists really
have no sound, empirically-based scientific results which shed light on the
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how to tackle poverty? In this essay I
offer some reflections on why today’s
debate about economic development
lacks the kind of broad professional
consensus which now characterises
growth theory or macroeconomic policy, for example, and whether this is
changing.

Development economics as a
political battleground
Partisanship has characterised development economics from the beginning, emerging as it did in the tense
political atmosphere of the Cold War
era. Paul Rosenstein-Rodan’s 1943 ‘big
push’ article concerned the war-ravaged poor countries of Europe but its
concept of progression in stages from
under-development to development
came to be applied to the countries
which were beginning to emerge from
colonial status to independence. The
economic analysis of those countries
occupied an intellectual arena entirely
separate from the study of economics
in the developed countries. It was,
moreover, a thoroughly politicised
arena. The acting out of the Cold War
by proxy in Africa, Asia and Latin
America set the political context
within which both policy makers and
development economists framed their
ideas. At least throughout the 1960s
and 70s, an individual’s personal political preferences, left or right, determined which set of policies they would
think appropriate. Those leaning to
the left favoured, for example, the
dependency theory of Raúl Prebisch,
and recommended import substitution
and central planning policies. Those
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leaning to the right would calculate
‘financing gaps’ based on a simple
Harrod–Domar style growth model
and recommend trade liberalisation.
History has moved on, passing its
verdict on planned economies en
route. Amongst those countries which
took part in the Cold War policy experiments, some on both sides of the
political chasm remain amongst the
poorest in the world, and others have
started to grow dramatically. The specific colonial legacy of each country, its
geographical attributes and natural
resources, its recent macroeconomic
policies, perhaps its cultural characteristics—any or all of these might well
be candidates for explaining differences. But whatever accounts for the
differences in the growth performance
of developing countries during the last
half century or so, it is blatantly not
simply its ideological choice. One of
the difficulties is the near-impossibility of using growth regressions to
distinguish between the impact of
the various candidate explanatory
variables, a long list including infrastructure, policies including aid,
macroeconomic variables, openness,
human capital, natural resources,
closeness to major markets, latitude,
language, and many others. Identification is near impossible, the length
and quality of the available data is
inadequate, and there is sure to be bias
in the estimates from omitted variables
and correlation between the independent variables. Like Dani Rodrik
(at Harvard’s Kennedy School of
Government), I’ve come to believe
that growth regressions are very uninformative and have already given us all
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