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0.1. Introduction 

We start by referring to: Jeffrey Sachs: The End of Poverty, 2005, and William Easterly: The White man’s burden, 2006. 
Sachs discusses the eight Millennium Development Goals (MDG’s). He beliefs that the first step is to determine what is needed (basic education, healthcare, etc) and to estimate the associated costs (MDG Needs Assessment). Also for the reduction of poverty by half by the year 2015 there has to be an assessment of the associated costs. The costs associated with MDG1 are based on the Incremental Capital Output Ratio (ICOR): First the required GDP growth to reduce poverty by half is calculated; then the GDP growth is multiplied with the ICOR to determine the investments needed to achieve a reduction of poverty by half. 

William Easterly discusses the international literature that tries to answer the question if foreign aid has led to a structural improvement in the real GDP per capita of the aid-receiving countries. The literature rejects this notion. His advice is to abandon the illusion that foreign aid leads to economic growth in the long term. He is in favour, however, of providing foreign aid to reduce poverty temporarily. Easterly does not answer the question how to achieve long-term growth without foreign aid. Neither does he explain why foreign aid does not lead to sustainable development or structural reduction in poverty. 
So it seems that foreign aid by itself does not lead to sustainable development. But how then, do we accomplish sustainable development and a fifty percent reduction in poverty by 2015? This is the question that we try to answer in this paper. 
For this exercise we will use the macroeconomic model of Namibia (Macroabc NA) and the integrated poverty module MicromacroSim NA (MMS NA). Both models with explanation can be downloaded from www.micromacroconsultants.com/Engels/Downloads/ Downloads.html as zip file under the name Macroabc-NA.zip. 

We will estimate the impact of the following five policy measures (variants) on the number of households below the poverty line: 

1. An increase of exports by 5, 10 and 15 percent

2. An increase in the wages of the private sector by 5, 10 and 15 percent 

3. Additional productivity self-subsistence sector of 5, 10 and 15 percent

4. An introduction of a basic income grant of N$ 300, 600, 900 and 1200 per annum

In addition to calculating the effect on the number of households below the poverty line, we will estimate the costs and determine the effectiveness of each policy measure. Furthermore, we will estimate the impact of a policy package in which a combination of the above measures are inserted into the macro model. For those interested in calculating the variants in Macroabc NA we added - in the technical paper - an explanation on how to insert the variants in Macroabc NA. 

0.2. Macroabc Namibia and MicromacroSIM Namibia
Macroabc-NA is an empirical, simultaneous macroeconomic model. It is a so called 

aggregate supply/aggregate demand type of macro model of a market economy and it 

describes the behaviour of market actors. It consists of equations not only from the demand 

side but also from the supply side. The models are in use in several countries to monitor the economy and analyse the effects of economic developments on the Budget of the Government as well as the other way around: the effects of Government policy on the economy. 
This Macroabc-NA includes the poverty module Micromacrosim-NA The poverty module automatically translates the output from the macromodel into changes in the numbers of households below the poverty lines.
0. 4. Baseline scenario

The starting point of our analysis is the baseline scenario as was already constructed in 2006, with as main assumption that real export growth in the future years will be the same as the average of last ten years (4%). Table 4.1 contains the key figures of the baseline. The second row contains the number of households below the poverty line in the period 2008-2015. The poverty line is equal to one US$ a day in 2004 (adjusted for inflation in other years).

The total number of households below the poverty line increases from 57.000 households in 2008 to 111.000 households in 2015. The number of households in the subsistence sector increases because the growth in the total labour force exceeds the growth of the employment in the formal sector, and the growth of the employment in the formal sector is below real GDP growth because of the increase in labour productivity.
Table 4.1: Key figures baseline scenario in Macroabc NA
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Key figures MDG1

2007

2015

2008-2015

Total number of households

H*1000

401

490

Total number of households below the poverty line

H*1000

52

111

of which 

Salaries and wage earners

H*1000

10

13

Subsistence farmers

H*1000

18

72

Businesses and commercial farmers

H*1000

5

4

Others

H*1000

10

11

Pensioners

H*1000

9

10

wage rate enterprises

%

3

consumer price private 

%

4

import price 

%

4

export price 

%

4

population 

%

2

labour force

%

3

volume export of goods and services 

%

4

volume investments enterprises

%

1

volume consumption households

%

2

volume gross domestic product

%

3

real GDP per capita

%

1

financial deficit ( - =deficit)

mln.N$

-211

-2183

financial deficit (% gdp) (+ = surplus)

%

-2

gross government debt

mln N$

13686

27815

official reserves in months of imports

months

0

7

Output self-subsistence sector

mln N$

3245

4483


0. 5. Variants

The main target in this exercise is to reduce by half the number of households below the poverty line by 2015: From 52,000 in 2007 to 26,000 in 2015.
To reach our target we simulated five variants:

1. Increase in exports (GDP): The increase in exports reduces the number of households below the poverty line in 2015, but not enough to reach our target level in 2015. However, the increase in exports reduces the government debt and frees up government resources for poverty reducing policies.  
2. Increase in private wages: An increase in the private wage rate does not reduce the number of households below the poverty line in 2015. 
3. Additional area productivity in the self subsistence agricultural sector: This reduces the number of households below the poverty line in the self-subsistence sector. However, even with a fiftheen percent increase in total area productivity (compared to the baseline) we do not reach the target. 
4. Introduction of a basic income grant for everybody: This is a policy that the government of Namibia has discussed (see “The Basic Income grant in Namibia, Claudia & Dirk Haarmann, Windhoek, June 2005). 

The basic income grant is an effective measure to reduce the poverty level in Namibia. This measure works directly in poverty reduction. However this measure means a never ending increase in government expenditures, while the increase in area productivity is an investment that will only give government expenditures in the first year. 

Given that the government of Namibia already has a financial deficit in 2015 in the baseline, a basic income grant is not feasible without an increase in government revenues (e.g. through higher exports). 

The increase in the productivity in self-subsistence agriculture is a very effective measure to reduce the number of households below the poverty line in the self-subsistence sector. However to reach the MDG1 we also have to reduce the number of households below the poverty line in the private sector and with a main source of income from pensions. Government can achieve these results by introducing a basic income grant . However these measures have to be financed by the government. Through increased economic growth by more exports, the financial deficit turns into a surplus, which opens up room for the financing of the basic income grant.  

0. 6 Package

In this chapter we will run a package of the partial variants that we have discussed in chapter 4. Through trial-and error we have come up with this package that reduces the total number of households below the poverty line to the level of MDG1. The package will include: 5% extra exports, 5% extra productivity self-subsistence sector, N$1200 per year basic income grant and an N$1200 per year extra pension. 

Note that the basic income grant and the universal pension grant can be given in phases, starting with a basic income grant and pension grant of N$150 in 2008 and increasing it by N$150 each year, arriving at a basic income grant and pension grant of N$1200 a year in 2015.
The total increase of current transfers from the government to the private sector is equal to the costs of the basic income grant for everybody. The costs of the basic income grant of N$150 in 2008 are N$276 million; each year the basic income grant per person increases by N$150; thus the total costs increase each year by N$276 million per year until 2015 after which the basic income grant is held contstant at N$1200 per year. 

The total increase in the capital expenditures as a result of the investment in the area productivity of the self-subsistence sector is equal to the first package. See Table 6.4

Table 6.4: Output package 2
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In deviation of baseline

Baseline

Average

Average

Average

Key figures MDG1

2015

2008-2015

2015

2008-2015

2015

2008-2015

Total number of households

H*1000

490

0

490

Total number of households below the poverty line

H*1000

25

-87

111

of which 

0

Salaries and wage earners

H*1000

7

-7

13

Subsistence farmers

H*1000

6

-66

72

Businesses and commercial farmers

H*1000

2

-2

4

Others

H*1000

6

-5

11

Pensioners

H*1000

4

-6

10

0

wage rate enterprises

%

4

0

3

consumer price private 

%

4

0

4

import price 

%

4

0

4

export price 

%

4

0

4

population 

%

2

0

2

labour force

%

3

0

3

volume export of goods and services 

%

9

5

4

volume investments enterprises

%

7

6

1

volume consumption households

%

5

3

2

volume gross domestic product

%

6

4

3

real GDP per capita

%

4

3

1

financial deficit ( - =deficit)

mln.N$

1817

4000

-2183

financial deficit (% gdp) (+ = surplus)

%

0

2

-2

gross government debt

mln N$

15500

-12315

27815

official reserves in months of imports

months

5

-2

7

Output self-subsistence sector

mln N$

6610

2128

4483


The total number of households below the poverty line decreases by 87000 households to 24000 households in 2015. The highest decrease in the number of households below the poverty line is in subsistence agriculture: from 72000 households in the baseline in 2015 to 6000 households in the package scenario. This decrease is achieved in two ways: 

1. Subsistence farmers move to the formal sector because of job creation due to increased production in the private sector 

2. The per capita income of the subsistence farmers increases due to (a) the basic income grant and (b) increased area productivity in the self-subsistence sector

3. Thanks to the asumed growth in exports the government revenues increase a lot. The central government even gets a financial surplus equal to N$ 4 bln in 2015 (5% of GDP) (after dedecution of the costs of the basic income grant, and the investments leading to higher productivity in the subsistence sector.) 

There is some decrease in the stock of exchange reserves. The official exchange reserves in months of imports decrease from 7 months in the baseline in 2015 to 5 months in the package scenario in 2015. 

Conclusion

In the case of Namibia, a reduction of the numbers of extremely poor households by half can be realised in case export growth of 9% per year (5% more than in the last ten years on average), and an increase of the area productivity in the self subsistence agriculture, a basic income grant of 100 N$ per person per month. 

In that case the government debt goes down in total 12 billion N$ in 2015. But the total amount of private investments needs to be 49 billion N$ higher then in the baseline. So this macroeconomic framework exercise teaches us that in the case of Namibia two things need priority:

1. Find policy measures that increase area productivity in self subsistence agriculture with 5% per annum. The answer to that question cannot be given by macro economists, but by specialists in this field, especially those who live in that area. 

2. Find policy measures to increase exports with 5% above the average growth of last ten years. That requires improved competitiveness. Government can contribute to that by lowering taxes and by giving priority to those government activities that increase labour productivity, but within the constraint that the government deficit does not go up. Furthermore investment policy might help, like promotion of the tourism sector, the energy sector, and others. The answer to that question can not be given by macro economists, but by sector specialists.

So the contribution of the macro & micro economists to the question: how to reduce poverty by half, is to show which roads might lead to that result.

This exercise concentrated on MDG no 1. Of course it is important to mention that expenditures of the government to improve education and healthcare have a positive effect on labor productivity, but a negative effect on competitiveness because of the increase of taxes, needed to finance them. 

The macroeconomic framework including poverty module that we have used in this calculation of MDGno1 also might be used to assess the macroeconomic effects of other MDG’s.  

Furthermore we like to mention that our experiences in several countries teaches us that the package that is needed differs from country to country. 

Our analytical instruments Macroabc provides a practical macroeconomic framework including the labour market and including the relationship to the changes in numbers of the poor. Macroabc-Namibia and Macroabc- Ethiopia explicitly include a breakdown in formal and informal sector. However, please realise that these instruments are only auxiliaries that need to be blended with expert opinion of sector specialists. 
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