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The Great Escape from Global Poverty 
The Economic and Moral Case for Good Management 

By Walker Wright, MBA 

 
 Worldwide Economic Growth Eases Poverty 
 
If this economic narrative is to be believed, then 
managing well is even more important in the fight 
against poverty. Research over the last decade finds that 
management—the day-in, day-out processes of everyday 
business—matters. As this article will show, economic 
growth has lifted billions of people worldwide out of 
extreme poverty via pro-growth policies (especially 
trade, property rights, and moderate government size). 
Good management, in turn, plays a significant part in 
this growth by increasing total factor productivity (TFP) 
and could therefore be considered a pro-growth policy. In short, those in management 
positions have the potential to improve the well-being of the global poor by learning to 
manage well. 

 
 
 
 
 
 

 
Poverty has been a moral issue at the center of philosophical, theological, and social 
thought for millennia.[1] However, over the last two centuries, much of the world has 
experienced what Nobel economist Angus Deaton calls “the great escape” from economic 
deprivation.[2] As a 2013 issue of The Economist explained, one of the main targets of 
the United Nations Millennium Development Goals (MDG) was to halve extreme poverty 
between 1990 and 2015. That goal was accomplished years ahead of schedule and the 
credit largely lies with one thing: 

The MDGs may have helped marginally, by creating a yardstick for measuring 
progress, and by focusing minds on the evil of poverty. Most of the credit, 
however, must go to capitalism and free trade, for they enable economies to 
grow—and it was growth, principally, that has eased destitution.[3] 
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Figure 1 
 

Growth & Poverty: The Greatest Story Never Told 

 

Roser, Max. “Economic Growth.” OurWorldInData.org (2017); https://ourworldindata.org/economic-
growth (Used with permission.) 

 
First and foremost, it is pertinent to demonstrate the overall impact that economic growth 
has on the least well off. The graph above displays the enormous gains for the average 
person that economic growth has generated over the last 200 years. According to Noel, 
Smith, and Webb: 

Across the whole sweep of the 1800s and 1900s, annual income growth per person 
averaged more than 1.5 percent in Europe and more than 1.7 percent in the United 
States…Expressed in contemporary values, the average income in the United States 
went from approximately $1,980 in 1820 to 2000’s $43,200. These stupendous 
increases in incomes drove the dramatic improvements in physical well-being that 
we modern citizens take for granted.[4] 

 
Noel, Smith, and Webb add that this kind of growth can be achieved if governments “craft 
economic institutions that reward all types of investment in physical and human capital, and 
that help markets function securely and inexpensively.”[5] The explosion in economic 
activity over the last two centuries has decimated extreme poverty worldwide, bringing it to 
its lowest levels in human history.[6] 

 
 

https://gbr.pepperdine.edu/2017/08/the-great-escape-from-global-poverty/
https://ourworldindata.org/economic-growth
https://ourworldindata.org/economic-growth
https://gbr.pepperdine.edu/2017/08/the-great-escape-from-global-poverty/#_edn4
https://gbr.pepperdine.edu/2017/08/the-great-escape-from-global-poverty/#_edn5
https://gbr.pepperdine.edu/2017/08/the-great-escape-from-global-poverty/#_edn6


3 

 

The Great Escape from Global Poverty• By Walker Wright, MBA •  
https://gbr.pepperdine.edu/2017/08/the-great-escape-from-global-poverty/ •  

Graziadio Business Review • 2017, Volume 20, Issue 2 
 

Graziadio School of Business and Management | Copyright © 2017 Pepperdine University 

Figure 2 
 

Share of the World Population Living in Absolute Poverty, 1820-2015 
 

 

Roser, Max and Ortiz-Ospina, Estebana. “Global Extreme Poverty.” OurWorldInData.org 
(2017), https://ourworldindata.org/extreme-poverty/ (Used with permission.) 

 

According to the Brooking Institution’s Laurence Chandy and Geoffrey Gertz, this worldwide 
economic improvement is due to 

…the rise of globalization, the spread of capitalism and the improving quality of 
economic governance—which together have enabled the developing world to begin 
converging on advanced economy incomes after centuries of divergence. The poor 
countries that display the greatest success today are those that are engaging with 
the global economy, allowing market prices to balance supply and demand and to 
allocate scarce resources, and pursuing sensible and strategic economic policies to 
spur investment, trade and job creation. It is this potent combination that sets the 
current period apart from a history of insipid growth and intractable poverty.[7] 

 
Their 2011 study also argued that poverty has declined so rapidly that the MDG goal of 
halving the rate of global poverty was likely met three years prior to their report.[8] 
 
Using a sample of 92 countries over a 40-year period, economists David Dollar and Aart 
Kraay found that “growth-enhancing policies and institutions”[9]—including openness to 
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international trade, low inflation, moderate size of government, financial development, and 
strong property rights and the rule of law—on average increase “the income of the poor to 
the same extent that it increases the income of the other households in society.” These pro-
growth policies “create a good environment for poor households—and everyone else—to 
increase their production and income.”[10] 
 
Increased Global Trade 
 
As noted, globalized trade has played a critical role in boosting economic growth and 
reducing extreme poverty worldwide.[11] For example, Andreas Bergh and Therese Nilsson 
examined data from 114 countries between 1983 and 2007 and concluded that the 
relationship between poverty and globalization is both negative and significant. Lower trade 
restrictions and higher information flows in particular are associated with lower poverty 
levels.[12] 
 
A 2010 study used data from 131 developed and developing countries and found that 
reductions in trade protections led to higher levels of income per capita.[13] A World Bank 
study found that between 1950 and 1998: 
 

…countries that liberalized their trade regimes experienced average annual growth 
rates that were about 1.5 percentage points higher than before liberalization. 
Postliberalization investment rates rose 1.5–2.0 percentage points, confirming past 
findings that liberalization fosters growth in part through its effect on physical capital 
accumulation…Trade-centered reforms thus have significant effects on economic 
growth within countries.[14] 

 
Perhaps most important, according to Fajgelbaum and Khandelwal, recent evidence finds a 
“pro-poor bias of trade in every country.”[15] This kind of evidence is why free trade has 
such overwhelming support from professional economists.[16] 
 
Impact of Economic Freedom 
 
The Canada-based Fraser Institute publishes its oft-cited Economic Freedom of the 
World report annually. Its indicator—known as the Economic Freedom of the World (EFW) 
Index—defines economic freedom based on five major areas: (1) size of the central 
government, (2) legal system and the security of property rights, (3) stability of the 
currency, (4) freedom to trade internationally, and (5) regulation of labor, credit, and 
business. According to its most recent report (which looks at data from 2014), countries 
with more economic freedom had substantially higher per-capita incomes and economic 
growth. However, one the most important findings is the level of income earned by the 
poorest 10 percent of the population between various countries. The poorest 10 percent in 
the countries that fell in the “most free” quartile earned over ten times that of the poorest 
10 percent in the “least free” countries.[17] 
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Figure 3 
 

Economic Freedom and the Income Earned by the Poorest 10% 

 

Gwartney, Lawson, Hall, 2016, pg. 27. (Used with permission.) 

Economist Joseph Connors compared the impact of economic freedom, democracy, and 
foreign aid on global poverty between 1980 and 2005. Drawing on the EFW Index 
mentioned above, Connors found that a one unit increase in the average level of EFW over 
the 25-year period led to an 11.41 percentage point lower extreme poverty rate in 2005. In 
comparison, democratic institutions had little impact on poverty, while foreign aid had 
virtually none.[18] 
 
Harvard’s Andrei Shleifer has shown that during the same period, world per capita income 
grew about 2 percent per year. During these 2.5 decades, serious hindrances on economic 
freedom declined, including the world median inflation rate, the population-weighted world 
average of top marginal income tax rates, and the world average tariff rates.[19] “In the 
Age of Milton Friedman,” summarizes Shleifer, “the world economy expanded greatly, the 
quality of life improved sharply for billions of people, and dire poverty was substantially 
scaled back. All this while the world embraced free market reforms.”[20] 
 
These various policies and conditions have been highlighted because of their empirical 
connection to economic growth. What this literature should establish is growth’s ability to lift 
the poor out of poverty and improve the lives of the destitute. If economic growth is the 
answer to poverty, then—to quote Dollar and Kraay—“growth-enhancing policies should be 
at the center of any effective poverty reduction strategy.”[21] 
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Total Factor Productivity 
 
Paul Krugman once famously said, “Productivity isn’t everything, but in the long run it is 
almost everything. A country’s ability to improve its standard of living over time depends 
almost entirely on its ability to raise its output per worker.”[22] Harvard’s Greg Mankiw 
writes, “Almost all variation in living standards is attributable to differences in countries’ 
productivity[.]”[23] Diego Comin finds that when economic growth is broken down into 
contributions from labor, capital, and improved efficiency, one finds that growth is largely 
driven by Total Factor Productivity (TFP): “the portion of output not explained by the 
amount of inputs used in production,” the levels of which are “determined by how efficiently 
and intensely the inputs are utilized in production.”[24] As economist Andrew Haldane put 
it, “movements in TFP have accounted for the lion’s share of both the growth and variation 
in living standards [in the UK] since at least the mid-18th century.”[25] 

 
Figure 4 

Decomposition of Long Run UK GDP Growth 
 

 

Haldane, 2017, pg. 21. (Used with permission.) 
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Figure 5 
 

Total Factor Productivity Correlates with Per Capita GDP, 2000 

 

Bloom et al., 2014, pg. 838. (Used with permission.) 
 
Good Management Matters 
 
Recent research has found that when it comes to a nation’s TFP—and, consequently, its 
economic growth—management matters. As McKinsey’s John Dowdy and LSE economist 
John Van Reenen explains that their research shows: 
 

…that the core elements of management can be assessed and scored and that well-
managed firms have higher productivity, market value, and growth, as well as a 
greater ability to survive adverse conditions, such as global financial recessions. Our 
research further indicates that more than 80 percent of all productivity variation 
occurs within a given sector for a given country and that there’s a “long tail” of 
persistently badly managed firms in all countries and across all sectors. These 
findings suggest a significant potential for management-led productivity 
improvements in every country on Earth.[26] 
 

In a number of publications spanning the last decade,[27] Stanford’s Nicholas Bloom and 
colleagues have narrowed down three essential elements of good management: 

1. Targets: Organizations must set proper short-term benchmarks for long-term goals, 
track the outcomes, and respond appropriately if the two are inconsistent. 

2. Monitoring: Organizations must monitor the on goings within the firm and analyze 
this performance data to continuously improvement. 

3. Incentives: Organizations must reward and promote employees based on 
performance, engage in careful hiring, retain talent, and retrain or remove 
underperformers. 
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These management practices account not only for large cross-country differences in TFP, 
but within country differences as well. In fact, one standard deviation increase in 
management quality leads to a 15 percent increase in firm TFP.[28] The United States has 
the highest average management score, followed by Japan, Germany, and Sweden. This 
tends to translate into higher productivity, firm size, profitability, sales growth, market 
value, and firm survival. 
 
On average, management accounts for nearly 30 percent of the TFP gaps between the U.S. 
and other countries.[29] The significance of management varies from country to country. 
For example, management practices make up about half of the TFP gap between the U.S. 
and Portugal, but only 1/10 between the U.S. and Japan.[30] Bloom, Lemos, Sadun, Scur, 
and Van Reenen note, “Management can potentially account for a great deal of the TFP 
spread within countries. In the United States and United Kingdom about a third of the 90-10 
difference in TFP can be related to management practices.”[31] 
 
An excellent example is the IT-led productivity boom among U.S. multinationals after 1995. 
According to Bloom and colleagues,[32] the reason European multinationals did not 
experience the same kind of boom was in part due to the United States’ superior people 
management. When all of this evidence is considered, it becomes increasingly clear that 
poor management could quite literally be holding the economies of developing countries 
back.[33] 

Figure 6 
 

Higher Management Scores Correlate with Higher TFP 
 

 

Bloom et al., 2014, pg. 856. (Used with permission.) 
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The empirical literature suggests that proper management makes serious contributions to 
TFP. Therefore, management could be considered a “growth-enhancing” policy. But 
management practices do not just matter for manufacturing or run-of-the-mill firms. 
Higher-quality management can lead to higher survival rates in hospitals,[34] better 
educational outcomes in schools,[35] reduced days to treatment for clients of substance 
abuse treatment programs,[36] and better performance in research and teaching at 
universities.[37] 
 
Ethics Pays 
 
In contrast to the occasional narrative of business being inherently exploitative and 
immoral, it turns out that productivity-boosting management practices are also ethical in 
nature. As Linda Treviño and Katherine Nelson lay out in Managing Business Ethics—ethics 
pays.[38] One example is the value of a good reputation among stakeholders. They write: 
 

In general research has supported the idea that having a good reputation pays off in 
lower costs, higher sales, and the ability to charge higher prices than firms with poor 
reputations can. Studies have also found that workers are more attracted to firms 
with a reputation for social responsibility…Once employed, people are also more 
committed to organizations that have a “benevolent climate”—one that focuses on 
the welfare of employees and the community, while organizational commitment is 
lower in “egoistic” climates (based on self-interest and people being out for 
themselves).[39] 

 
Illegal and unethical behaviors are costly. Not only do they accrue legal fines, but market 
share loss and decreased stock prices due to the hit to the firm’s reputation. In addition, 
unethical conduct often leads to more government regulations.[40] Research by Marty 
Stuebs and Li Sun finds that reputation is linked to improved labor efficiency and 
productivity.[41] 
 
Social Responsibility 
 
Evidence from the U.S. chemical industry suggests that corporate social responsibility (CSR) 
activities can lead to higher future productivity.[42] This indicates that ethical management 
inadvertently contributes to TFP. These findings complement previous research that finds 
“that firms can strategically engage in socially responsible activities to increase private 
profits. Given that the firm’s stakeholders may value the firm’s social efforts, the firm can 
obtain additional benefits from these activities, including: enhancing the firm’s reputation 
and the ability to generate profits by differentiating its product, the ability to attract more 
highly qualified personnel or the ability to extract a premium for its products.”[43] 
 
Conclusion 
 
In her Bourgeois Era trilogy, economic historian Deirdre McCloskey argues that the “Great 
Enrichment” over the last couple centuries is due to the changed attitudes toward 
the bourgeoisie—the professional class. Beginning in 17th and 18th century Europe, 
commerce, business, and innovation became seen as respectable and dignified.[44] Perhaps 
the findings above call for a reevaluation of management’s place in the world as well. What 
this brief overview demonstrates is: 
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• Economic growth via pro-growth policies (e.g., trade, property rights, etc.) raises 
living standards and decreases poverty. 

• TFP plays a primary role in economic growth. 

• Good management significantly boosts TFP. 

Based on these three premises, it seems fair to conclude that proper management can 
indirectly, but materially benefit the poor and needy around the globe. This can offer 
encouragement to businesses to revamp their current management practices not only for 
profit, but to improve the lives of those in poverty. In turn, knowing they can make a 
significant difference can inspire the profession of managers to learn how to manage well. 
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