
DEVELOPMENT ECONOMICS

Session No. 1: Economics, Institutions, And Development: Interrelationship

Reading:   Gillis et al., Chs. 1-2 



CHAPTER 1

I. Terminology of Developing Countries

I. Based on “degree of development:” developed (or industrial) vs. underdeveloped; more- and less-developed (LDCs=Less Developed Countries); developed and developing.  

I. Based on income levels: poor vs. rich.  World Bank (see World Development Indicators, from 1996 World Development Report):

I. Low-income economies   (GNP per capita, US$725 or less in 1994, 51 economies)

I.  Middle-income ($726-$8,955, 57 economies); subdivided into “Lower-middle income” and “Upper-middle income” economies.

I. High-income ($8,956 or more, 25 economies; in fact, more countries in this group if non-OECD and small countries are included)

I. Third World: popular during 1980s.  OECD, industrialized formerly centrally planned economies of Eastern Europe, and then the rest is called the third world.  North vs. South.

I. Economic growth vs. economic development

I. Growth: a rise in national or per capita income and product

I. Development: implies more than growth; key element is that the people of the country must be major participants in the process that brought about structure changes.

II. A Development Continuum

II. Nature of structural change during development and differences within the developing world -World Bank World Development Report (WDR).  WDR contains appendix, World Development Indicators (WDI), a useful statistics.

II. Table 1-1: Development characteristics of groups and selected countries (using WDR 1998/99 figures)

II. Shortcoming using income per capita

II. Using purchasing power parity (PPP) (See WDR 1998/99, Table 1)

II. Fig. 1-1: Energy consumption per capita; a physical measure

II. Fig. 1-2: Rural population; growing share of both income produced labor employed in industry

II. Fig. 1-3: Life expectancy; well-being of people.

II. Fig. 1-4: Adult literacy

II. All figures are with variance - due to different resource endowments, government varying ideologies and policies, cultural differences, colonial experience, war, and historical accidents.

II. Development is a dynamic process, with different growth rates (Table 1-2).  Asia grew fastest; manufacturing grew more rapidly than GNP; most remarkable changes since 1965 for LDCs - universal improvement in health conditions and the availability of education (Tab. 1-3).  [Exercise: income per capita vs. infant mortality and primary school enrollment].

Chapter 2
STARTING MODERN ECONOMIC GROWTH

I. Introduction

I. Modern economic growth: term used by Simon Kuznets, application of science to problems of economic production, which in turn has led to industrialization, urbanization, and explosive growth in population.

I. Modern economic growth was two centuries old, 19th and 20th century.  before late 18th century, an economy was seen as a pie of fixed size.  The essence of modern economic growth: on average, the per capita income of all people in a country rises; other fundamental changes occur that affect the way people live -> larger enterprises -> more people live in cities and work in factories.

I. England, late 18th century, began to transform its economy, led to industrial revolution.  By mid-19th century, other countries in Europe and North America had begun similar transformations.  Japan became an industrialized country in East Asia toward the end of 19th century.

I. A key characteristics of modern economic growth: it did not begin everywhere in the world at the same time; spread slowly across Europe and North America, but except Japan, it did not break out of areas dominated by European culture until 1950s and 1960s.

I. Gaps between countries are enlarging.

II. The developing countries: A Glance at history

II. Two features common to all traditional societies: 

II. Low p/c income

II. Absence of modern economic growth

II. Diverse national experiences

II. China/Japan - long history of Confucius values; emphasizing importance of education

II. Europe/Russia: England, labors free mobility; Russia, feudal system

II. Southeast Asian and African countries: colonial system

II. Latin America: large indigenous population

II. North America: large immigrants

III. The developing countries: A brief taxonomy

III. Economic development requires both a government capable of directing or supporting a major growth effort and a people who can work effectively in and manage the enterprises and other organizations that arise in the course of development.  Education matters.

IV. The concept of substitutes

IV. Barriers to economic development: No standard of list of barriers that must be overcome or prerequisites that must be in place before development is possible.

IV. Capital and labor are essential two factors for development

IV. Examples

IV. England: Marx argued England had prior accumulation of capital before rapid economic growth

IV. Other argued Germany had little original accumulation of capital, but did have a good banking system that could create funds

IV. Russia had nether capital nor banking system, but relied on taxing power of the state and importing capital from abroad; hence taxation is a substitute.

IV. Today, LAC rely heavily on financial institutions to mobilize and allocate savings; Sub-Sahara African relies more on fiscal institutions, i.e., the government budget.

IV. Main points: to identify some of the more common political and social barriers to development and recognize that the presence of these barriers or the absence of some prerequisites does not condemn a country to stagnation and poverty.  Substitute can be found for each prerequisite.  But the existence of many barriers or the absence of many desirable preconditions will make economic development more difficult and in some cases impossible.

IV. One single necessary prerequisite: a country has access to the discoveries of modern science and innovators to adapt these discoveries for the market place.   LDCs do not have to re-discover many modern science, which can be imported from more advanced countries.

IV. No single economic barrier to development that accounts for why so few countries were able to initiate growth prior to the middle of the 20th century.  Savings rates in many of those countries were too low to pay for the investment needed to achieve development, but crucial question is why were savings so low.

V. Political barriers to development

V. Political stability: at minimum free from civil war and foreign invasion.  Bolivia: 150 governments since independence in 1825.

V. Political independence: free from colonialism.  Most colonial governments made only limited investments in training local people, developing electric power resources, or promoting industry

V. Politics of development policy: Economic policy must be in right track.  After takeoff, not necessary the country will proceed automatically along well-traveled routes

V. Argentina: 1910-20s well advanced to be an industrialized country, but Juan Peron carried out measurements that were popular with people - price control of food grains and enlarged military expenditures, but after Peron left, the forces he unleashed prevented the country from establishing a consensus behind any government that would maintain stability and promote growth.

V. Iran and Pakistan: political instability

V. Understanding of political context is an essential element in effective economic policy making.

V. Special interest groups:  Politicians in a democracy must pay attention to the special interests of their supporters.  Authoritarian governments also have their constituents; e.g., Park  Chung Hee of South Korea during 1960s and 1970s, his power rested on army and conservative farmers for the southern provinces.  Argentina’s Peron on well organized urban labor union.  Also government bureaucracy can itself be a basis of authoritarian political power and government bureaucracies have their own special interests or goals.  LAC and others organized interest groups mobilize to prevent the government from cutting their expenditures or raising their taxes, result: deficit is not cut and chronic inflation continues.

V. In recent years, scholars and practitioners of economic policy reform have attempted to incorporate politics into their analysis in a more systematic way.  Issue: whether or not to institute a full range reform at once -> Big Bang Approach to economic reform.  Poland 1989-90 experience shows price stabilization is effective by big bang approach.  Structural adjustment such as privatization of stare owned enterprises is not effective with big bang, but a more gradual approach to reform may be required, as it takes time for managers to learn how to behave in the new market environment.

VI. International barriers to development

VI. Some argue the main barriers to development today are conditions external to the developing world and the existence of already rich and industrialized countries creates international political and economic pressures that hamper the growth efforts of today poor countries.

VI. Gains from trade: theory of comparative advantage: 

VI. Nations with different endowments of capital, labor, and natural resources will gain by specializing in those areas where their relative costs of production are low and importing in those areas where their relative costs of production are high.

VI. Endowments rich countries can use trade as a vent for surplus resources

VI. LDCs can gain from trade because capital resources can only be transferred from rich to poor countries (and vice versa) through trade.

VI. Drawing on experience:

VI. Gerschenkron: advantage of backwardness.  LDCs are in a position to learn from the experience of already advanced countries, especially in science and technology.  Also, management of enterprises; national economic policy making; different economic systems.  Countries might make wrong choices.

VII. Modern theories of imperialism (or nature of relations between rich and poor nations)

VII. Slow growth, extreme inequality, and high levels of unemployment in LDCs arise out of unequal relations of power both between rich and poor countries and between classes within the poorer developing countries.

VII. A solution to these problems of poverty requires a fundamental change in these power relations usually involving the elimination of capitalist class structures and values.

VIII. Income inequality and the demand for luxury products

VIII. Brazilian economist Celso Furtado: the poor countries in the early stages of development tend to have a very unequal distribution of income -> demand for industrial products is concentrated on luxury products (automobiles) since the poor have little money left over after purchasing food and housing.  Luxury goods are imported or produced domestically by foreign firms.  Foreign investors have an interest in keeping the distribution of income unequal to keep up demand for the goods they produce.  

VIII. Empirical studies: a major redistribution of income does not lead to large shifts in the structure of demand.

VIII. Common theme: local elites combine with foreign capitalist powers to keep a government in power that pursues policies that put obstacles in the way of economic development.  Progress for a developing country is possible only if its ties to the international capitalist system is severed.  But this claim for universality is the weakest point in these analyses of the relationship between rich and poor countries.  Many countries which have close ties to the capitalist countries have achieved rapid economic growth and in few cases, even a reduction in income inequality, such as Taiwan. (p.33)

VIII. International influences operating through politics and economics can have a profound impact on the course of a country development.  

VIII. One clear conclusion: there is no single cause for why some countries took longer to initiate growth than others, or for why some have yet to enter into sustained modern economic growth even today. Nor is there any single set of explanations that applies to all countries.

Assignment for the Next Week

1.  Read Chapter 3 of the GRPS textbook

2.  Class presentation assignments

3.  Run charts through EXCEL or E-View from World Development Indicators 1998/99, Table 1 and Table 2,  for:

(a)  GNP per capita vs. under 5 infant mortality, 1996

(b)  GNP per capita vs. life expectancy at birth, 1996

(c)  GNP per capita  vs. adult literacy rate, 1996

3.
Country coverage: select 5 countries from each income group (Low, Lower Middle, Upper-middle, and High Income), all should have data.  In addition, please include China, India, South Korea, Indonesia, and Thailand.
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