

[image: cover.jpg]




ECONOMIC
 DEVELOPMENT

THIRTEENTH EDITION

MICHAEL P. TODARO

New York University

STEPHEN C. SMITH

The George Washington University

[image: ]

[image: ]


PEARSON EDUCATION LIMITED

KAO Two

KAO Park

Harlow CM17 9SR

United Kingdom

Tel: +44 (0)1279 623623

Web: www.pearson.com/uk



Twelfth edition published 2015 (print and electronic)

Thirteenth edition published 2020 (print and electronic)

© Michael P. Todaro and Stephen C. Smith 2015, 2020 (print and electronic)

The rights of Michael P. Todaro and Stephen C. Smith to be identified as authors of this work have been asserted by them in accordance with the Copyright, Designs and Patents Act 1988.

The print publication is protected by copyright. Prior to any prohibited reproduction, storage in a retrieval system, distribution or transmission in any form or by any means, electronic, mechanical, recording or otherwise, permission should be obtained from the publisher or, where applicable, a licence permitting restricted copying in the United Kingdom should be obtained from the Copyright Licensing Agency Ltd, Barnard’s Inn, 86 Fetter Lane, London EC4A 1EN.

The ePublication is protected by copyright and must not be copied, reproduced, transferred, distributed, leased, licensed or publicly performed or used in any way except as specifically permitted in writing by the publishers, as allowed under the terms and conditions under which it was purchased, or as strictly permitted by applicable copyright law. Any unauthorised distribution or use of this text may be a direct infringement of the authors’ and the publisher’s rights and those responsible may be liable in law accordingly.

All trademarks used herein are the property of their respective owners. The use of any trademark in this text does not vest in the author or publisher any trademark ownership rights in such trademarks, nor does the use of such trademarks imply any affiliation with or endorsement of this book by such owners.

Pearson Education is not responsible for the content of third-party internet sites.

ISBN: 978-1-292-29115-4 (print)

978-1-292-29120-8 (PDF)

978-1-292-29119-2 (ePub)

British Library Cataloguing-in-Publication Data

A catalogue record for the print edition is available from the British Library

Library of Congress Cataloging-in-Publication Data

Names: Todaro, Michael P, author. | Smith, Stephen C., 1955- author. Title: Economic development / Michael P. Todaro, New York University, Stephen C. Smith, The George Washington University. Description: Thirteenth Edition. | Hoboken : Pearson, 2020. | Revised edition of the authors' Economic development, [2015] | Includes bibliographical references and index.

Identifiers: LCCN 2019035607 | ISBN 9781292291154 (paperback) | ISBN

9781292291208 | ISBN 9781292291192 (epub)

Subjects: LCSH: Economic development. | Developing countries—Economic policy.

Classification: LCC HD82 .T552 2020 | DDC 338.9009172/4—dc23

LC record available at https://lccn.loc.gov/2019035607

10  9  8  7  6  5  4  3  2  1

24 23 22 21 20

Cover: oxygen/Moment/Getty Images

Print edition typeset in 10/12 Palatino LT Std by SPi Gobal

Printed and bound by Vivar in Malaysia

NOTE THAT ANY PAGE CROSS REFERENCES REFER TO THE PRINT EDITION



Brief Contents

1 Introducing Economic Development: A Global Perspective

2 Comparative Economic Development

3 Classic Theories of Economic Growth and Development

4 Contemporary Models of Development and Underdevelopment

5 Poverty, Inequality, and Development

6 Population Growth and Economic Development: Causes, Consequences, and Controversies

7 Urbanisation and Rural–Urban Migration: Theory and Policy

8 Human Capital: Education and Health in Economic Development

9 Agricultural Transformation and Rural Development

10 The Environment and Development

11 Development Policymaking and the Roles of Market, State, and Civil Society

12 International Trade Theory and Development Strategy

13 Balance of Payments, Debt, Financial Crises, and Sustainable Recovery: Principles, Cases and Policies

14 Foreign Finance, Investment, Aid, and Conflict: Controversies and Opportunities

15 Finance and Fiscal Policy for Development




Contents

Case Studies and Boxes

Figures and Tables

Preface

1 Introducing Economic Development: A Global Perspective

1.1 Introduction to Some of the World’s Biggest Questions

1.2 How Living Levels Differ Around the World

1.3 How Countries Are Classified by Their Average Levels of Development: A First Look

1.4 Economics and Development Studies

1.4.1 Wider Scope of Study

1.4.2 The Central Role of Women

1.5 The Meaning of Development: Amartya Sen’s “Capability” Approach

1.6 Happiness and Development

1.7 The Sustainable Development Goals: A Shared Development Mission

1.7.1 Seventeen Goals

1.7.2 The Millennium Development Goals, 2000–2015

1.7.3 Implementing the Sustainable Development Goals

1.8 Some Critical Questions for the Study of Development Economics

■ Case Study 1: Comparative Economic Development: Pakistan and Bangladesh

2 Comparative Economic Development

2.1 An Introduction

2.2 What is the Developing World? Classifying Levels of National Economic Development

2.2.1 Conventional Comparisons of Average National Income

2.2.2 Adjusting for Purchasing Power Parity

2.2.3 Other Common Country Classifications

2.3 Comparing Countries by Health and Education, and the Human Development Index

2.3.1 Comparing Health and Education Levels

2.3.2 Introducing the Human Development Index

2.3.3 Human Development Index Ranking: How Does it Differ from Income Rankings?

2.3.4 Human Development Index: Alternative Formulations

2.4 Key Similarities and Differences Among Developing Countries

2.4.1 Levels of Income and Productivity

2.4.2 Human Capital Attainments

2.4.3 Inequality and Absolute Poverty

2.4.4 Population Growth and Age Structure

2.4.5 Rural Economy and Rural-to-Urban Migration

2.4.6 Social Fractionalisation

2.4.7 Level of Industrialisation and Manufactured Exports

2.4.8 Geography and Natural Resource Endowments

2.4.9 Extent of Financial and Other Market Development

2.4.10 Quality of Institutions and External Dependence

2.5 Are Living Standards of Developing and Developed Nations Converging?

2.5.1 The Great Divergence

2.5.2 Two Major Reasons to Expect Convergence

2.5.3 Perspectives on Income Convergence

2.6 Long-Run Causes of Comparative Development

2.7 Concluding Observations

■ Case Study 2: Institutions, Colonial Legacies, and Economic Development: Ghana and Côte d’Ivoire

Appendix 2.1 The Traditional Human Development Index (HDI)

Appendix 2.2 How Low-Income Countries Today Differ from Developed Countries in Their Earlier Stages

3 Classic Theories of Economic Growth and Development

3.1 Classic Theories of Economic Development: Four Approaches

3.2 Development as Growth and the Linear-Stages Theories

3.2.1 Rostow’s Stages of Growth

3.2.2 The Harrod-Domar Growth Model

3.2.3 Obstacles and Constraints

3.2.4 Necessary Versus Sufficient Conditions: Some Criticisms of the Stages Model

3.3 Structural-Change Models

3.3.1 The Lewis Theory of Economic Development

3.3.2 Structural Change and Patterns of Development

3.3.3 Conclusions and Implications

3.4 The International-Dependence Revolution

3.4.1 The Neocolonial Dependence Model

3.4.2 The False-Paradigm Model

3.4.3 The Dualistic-Development Thesis

3.4.4 Conclusions and Implications

3.5 The Neoclassical Counter-Revolution: Market Fundamentalism

3.5.1 Challenging the Statist Model: Free Markets, Public Choice, and Market-Friendly Approaches

3.5.2 Traditional Neoclassical Growth Theory

3.5.3 Conclusions and Implications

3.6 Classic Theories of Development: Reconciling the Differences

■ Case Study 3: Classic Schools of Thought in Context: South Korea and Argentina

Appendix 3.1 Components of Economic Growth

Appendix 3.2 The Solow Neoclassical Growth Model

Appendix 3.3 Endogenous Growth Theory

4 Contemporary Models of Development and Underdevelopment

4.1 Underdevelopment as a Coordination Failure

4.2 Multiple Equilibria: A Diagrammatic Approach

4.3 Starting Economic Development: The Big Push

4.3.1 The Big Push: A Graphical Model

4.3.2 Other Cases in Which a Big Push May Be Necessary

4.3.3 Why the Problem Cannot Be Solved by a Super-Entrepreneur

4.4 Further Problems of Multiple Equilibria

4.4.1 Inefficient Advantages of Incumbency

4.4.2 Behaviour and Norms

4.4.3 Linkages

4.4.4 Inequality, Multiple Equilibria, and Growth

4.5 Michael Kremer’s O-Ring Theory of Economic Development

4.5.1 The O-Ring Model

4.5.2 Implications of the O-Ring Theory

4.6 Economic Development as Self-Discovery

4.7 The Hausmann-Rodrik-Velasco Growth Diagnostics Framework

4.8 Conclusions

■ Case Study 4: China: Understanding a Development “Miracle”

5 Poverty, Inequality, and Development

5.1 Measuring Inequality

5.1.1 Size Distributions

5.1.2 Lorenz Curves

5.1.3 Gini Coefficients and Aggregate Measures of Inequality

5.1.4 The Ahluwalia-Chenery Welfare Index (ACWI)

5.2 Measuring Absolute Poverty

5.2.1 Income Poverty

5.2.2 Multidimensional Poverty Measurement

5.3 Poverty, Inequality, and Social Welfare

5.3.1 What is it About Extreme Inequality That’s So Harmful to Economic Development?

5.3.2 Dualistic Development and Shifting Lorenz Curves: Some Stylised Typologies

5.3.3 Kuznets’s Inverted-U Hypothesis

5.3.4 Growth and Inequality

5.4 Absolute Poverty: Extent and Magnitude

5.4.1 The Multidimensional Poverty Index (MPI)

5.5 Economic Characteristics of High-Poverty Groups

5.5.1 Children and Poverty

5.5.2 Women and Poverty

5.5.3 Ethnic Minorities, Indigenous Populations, and Poverty

5.6 Growth and Poverty

5.7 Labour, the Functional Distribution of Income, and Inclusive Development

5.7.1 The Functional Distribution

5.7.2 Labour and Inclusive Development

5.8 Policy Options on Income Inequality and Poverty: Some Basic Considerations

5.8.1 Areas of Intervention

5.8.2 Altering the Functional Distribution of Income Through Relative Factor Prices: Minimum Wage and Capital Subsidy Debates

5.8.3 Modifying the Size Distribution Through Increasing Assets of the Poor

5.8.4 Progressive Income and Wealth Taxes

5.8.5 Direct Transfer Payments and the Public Provision of Goods and Services

5.8.6 Applying Insights from Behavioural Economics to Address Poverty

5.9 Summary and Conclusions: The Need for a Package of Policies

■ Case Study 5: India: Complex Challenges and Compelling Opportunities

Appendix 5.1 Appropriate Technology and Employment Generation: The Price Incentive Model

Appendix 5.2 The Ahluwalia-Chenery Welfare Index

6 Population Growth and Economic Development: Causes, Consequences, and Controversies

6.1 The Basic Issue: Population Growth and the Quality of Life

6.2 Population Growth: Past, Present, and Future

6.2.1 World Population Growth Throughout History

6.2.2 Structure of the World’s Population

6.2.3 Demographic Structure and the Hidden Momentum of Population Growth

6.3 Demographic Structure and the Demographic Transition

6.4 The Causes of High Fertility in Developing Countries: The Malthusian and Household Models

6.4.1 The Malthusian Population Trap

6.4.2 Criticisms of the Malthusian Model

6.4.3 The Microeconomic Household Theory of Fertility

6.4.4 The Demand for Children in Developing Countries

6.4.5 Implications for Development and Fertility

6.5 The Consequences of High Fertility: Some Conflicting Perspectives

6.5.1 It’s Not a Real Problem

6.5.2 It’s a Deliberately Contrived False Issue

6.5.3 It’s a Desirable Phenomenon

6.5.4 It Is a Real Problem

6.5.5 Goals and Objectives: Toward a Consensus

6.6 Some Policy Approaches

6.6.1 What Developing Countries Can Do

6.6.2 What the Developed Countries Can Do

6.6.3 How Developed Countries Can Help Developing Countries with Their Population Programmes

6.6.4 Policy for Still-Developing Countries Facing Population Declines

■ Case Study 6: “Twins” Growing Apart: Burundi and Rwanda

7 Urbanisation and Rural–Urban Migration: Theory and Policy

7.1 Urbanisation: Trends and Living Conditions

7.2 The Role of Cities

7.2.1 Industrial Districts

7.2.2 Efficient Urban Scale

7.3 Understanding Urban Giants: Causes and Consequences

7.3.1 First-City Bias

7.3.2 The Political Economy of Urban Giants

7.4 The Urban Informal Sector

7.4.1 Policies for the Urban Informal Sector

7.4.2 Women in the Informal Sector

7.5 Migration and Development

7.6 Toward an Economic Theory of Rural–Urban Migration

7.6.1 A Verbal Description of the Todaro Model

7.6.2 A Diagrammatic Presentation

7.6.3 Policy Implications

7.7 Conclusion: A Comprehensive Urbanisation, Migration, and Employment Strategy

■ Case Study 7: Rural–Urban Migration and Urbanisation in Developing Countries: India and Botswana

Appendix 7.1 A Mathematical Formulation of the Todaro Migration Model

8 Human Capital: Education and Health in Economic Development

8.1 The Central Roles of Education and Health

8.1.1 Education and Health as Joint Investments for Development

8.1.2 Improving Health and Education: Why Increasing Income Is Not Sufficient

8.2 Investing in Education and Health: The Human Capital Approach

8.2.1 Social Versus Private Benefits and Costs

8.3 Child Labour

8.4 The Gender Gap: Discrimination in Education and Health

8.4.1 Education and Gender

8.4.2 Health and Gender

8.4.3 Consequences of Gender Bias in Health and Education

8.5 Educational Systems and Development

8.5.1 The Political Economy of Educational Supply and Demand: The Relationship Between Employment Opportunities and Educational Demands

8.5.2 Distribution of Education

8.6 Health Measurement and Disease Burden

8.6.1 HIV/AIDS

8.6.2 Malaria

8.6.3 Parasitic Worms and Other “Neglected Tropical Diseases”

8.7 Behavioural Economics Insights for Designing Health Policies and Programmes

8.8 Health, Productivity, and Policy

8.8.1 Productivity

8.8.2 Health Systems Policy

■ Case Study 8: Pathways Out of Poverty: Progresa/Oportunidades in Mexico

9 Agricultural Transformation and Rural Development

9.1 The Imperative of Agricultural Progress and Rural Development

9.2 Agricultural Growth: Past Progress and Current Challenges

9.2.1 Trends in Agricultural Productivity

9.2.2 Market Failures and the Need for Government Policy

9.2.3 Agricultural Extension

9.3 The Structure of Agrarian Systems in the Developing World

9.3.1 Three Systems of Agriculture

9.3.2 Traditional and Peasant Agriculture in Latin America, Asia, and Africa

9.3.3 Agrarian Patterns in Latin America: Progress and Remaining Poverty Challenges

9.3.4 Transforming Economies: Problems of Fragmentation and Subdivision of Peasant Land in Asia

9.3.5 Subsistence Agriculture and Extensive Cultivation in Africa

9.4 The Important Role of Women

9.5 The Microeconomics of Farmer Behaviour and Agricultural Development

9.5.1 The Transition from Traditional Subsistence to Specialised Commercial Farming

9.5.2 Subsistence Farming: Risk Aversion, Uncertainty, and Survival

9.5.3 The Economics of Sharecropping and Interlocking Factor Markets

9.5.4 Intermediate Steps to Mixed or Diversified Farming

9.5.5 From Divergence to Specialisation: Modern Commercial Farming

9.6 Core Requirements of a Strategy of Agricultural and Rural Development

9.6.1 Improving Small-Scale Agriculture

9.6.2 Institutional and Pricing Policies: Providing the Necessary Economic Incentives

9.6.3 Conditions for Rural Development

■ Case Study 9: The Need to Improve Agricultural Extension for Women Farmers: Kenya and Uganda

10 The Environment and Development

10.1 Environment and Development: The Basic Issues

10.1.1 Economics and the Environment

10.1.2 Sustainable Development and Environmental Accounting

10.1.3 Environment Relationships to Population, Poverty, and Economic Growth

10.1.4 Environment and Rural and Urban Development

10.1.5 The Global Environment and Economy

10.1.6 Natural Resource–Based Livelihoods as a Pathway Out of Poverty: Promise and Limitations

10.1.7 The Scope of Domestic-Origin Environmental Degradation

10.1.8 Rural Development and the Environment: A Tale of Two Villages

10.1.9 Environmental Deterioration in Villages

10.2 Global Warming and Climate Change: Scope, Mitigation, and Adaptation

10.2.1 Scope of the Problem

10.2.2 Mitigation

10.2.3 Adaptation

10.3 Economic Models of Environmental Issues

10.3.1 Privately Owned Resources 

10.3.2 Common Property Resources

10.3.3 Public Goods and Bads: Regional Environmental Degradation and the Free-Rider Problem

10.3.4 Limitations of the Public-Good Framework

10.4 Urban Development and the Environment

10.4.1 Environmental Problems of Urban Slums

10.4.2 Industrialisation and Urban Air Pollution

10.4.3 Problems of Congestion, Clean Water, and Sanitation

10.5 The Local and Global Costs of Rain Forest Destruction

10.6 Policy Options in Developing and Developed Countries

10.6.1 What Developing Countries Can Do

10.6.2 How Developed Countries Can Help Developing Countries

10.6.3 What Developed Countries Can Do for the Global Environment

■ Case Study 10: A World of Contrasts on One Island: Haiti and the Dominican Republic

11 Development Policymaking and the Roles of Market, State, and Civil Society

11.1 A Question of Balance

11.2 Development Planning: Concepts and Rationale

11.2.1 The Planning Mystique

11.2.2 The Nature of Development Planning

11.2.3 Planning in Mixed Developing Economies

11.2.4 The Rationale for Development Planning

11.3 The Development Planning Process: Some Basic Models

11.3.1 Three Stages of Planning

11.3.2 Aggregate Growth Models: Projecting Macro Variables

11.3.3 Multisector Models and Sectoral Projections

11.3.4 Project Appraisal and Social Cost–Benefit Analysis

11.4 Government Failure and Preferences for Markets Over Planning

11.4.1 Problems of Plan Implementation and Plan Failure

11.4.2 The 1980s Policy Shift Toward Free Markets

11.4.3 Government Failure

11.5 The Market Economy

11.5.1 Sociocultural Preconditions and Economic Requirements

11.6 The Washington Consensus on the Role of the State in Development and Its Subsequent Evolution

11.6.1 Toward a New Consensus

11.7 Development Political Economy: Theories of Policy Formulation and Reform

11.7.1 Understanding Voting Patterns on Policy Reform

11.7.2 Institutions and Path Dependency

11.7.3 Democracy Versus Autocracy: Which Facilitates Faster Growth?

11.8 Development Roles of NGOs and the Broader Citizen Sector

11.9 Trends In Governance and Reform

11.9.1 Tackling the Problem of Corruption

11.9.2 Decentralisation

11.9.3 Development Participation

■ Case Study 11: The Role of Development NGOs: BRAC and the Grameen Bank

12 International Trade Theory and Development Strategy

12.1 Economic Globalisation: Meaning, Extent, and Limitations

12.2 International Trade: Some Key Issues

12.2.1 Five Basic Questions about Trade and Development

12.2.2 Importance of Exports to Different Developing Nations

12.2.3 Demand Elasticities and Export Earnings Instability

12.2.4 The Terms of Trade and the Prebisch-Singer Hypothesis

12.3 The Traditional Theory of International Trade

12.3.1 Comparative Advantage

12.3.2 Relative Factor Endowments and International Specialisation: The Neoclassical Model

12.3.3 Trade Theory and Development: The Traditional Arguments

12.4 The Critique of Traditional Free-Trade Theory in the Context of Developing-Country Experience

12.4.1 Fixed Resources, Full Employment, and the International Immobility of Capital and Skilled Labour

12.4.2 Fixed, Freely Available Technology and Consumer Sovereignty

12.4.3 Internal Factor Mobility, Perfect Competition, and Uncertainty: Increasing Returns, Imperfect Competition, and Issues in Specialisation

12.4.4 The Absence of National Governments in Trading Relations

12.4.5 Balanced Trade and International Price Adjustments

12.4.6 Trade Gains Accruing to Nationals

12.4.7 Some Conclusions on Trade Theory and Economic Development Strategy

12.5 Traditional Trade Strategies and Policy Mechanisms for Development: Export Promotion Versus Import Substitution

12.5.1 Export Promotion: Looking Outward and Seeing Trade Barriers

12.5.2 Import Substitution: Looking Inward but Still Paying Outward

12.5.3 Tariffs, Infant Industries, and the Theory of Protection

12.5.4 The IS Industrialisation Strategy and Results

12.5.5 Foreign-Exchange Rates, Exchange Controls, and the Devaluation Decision

12.5.6 Trade Optimists and Trade Pessimists: Summarising the Traditional Debate

12.6 The Industrialisation Strategy Approach to Export Policy

12.6.1 Export-Oriented Industrialisation Strategy

12.6.2 The New Firm-Level International Trade Research and the Developing Countries

12.7 South–South Trade and Economic Integration

12.7.1 Economic Integration and Development Strategy

12.7.2 Regional Trading Blocs and Prospects for South–South Cooperation

■ Case Study 12: Pioneers in Development Success through Trade and Industrialisation Strategy: South Korea and Taiwan in Comparative Perspective

13 Balance of Payments, Debt, Financial Crises, and Sustainable Recovery: Principles, Cases and Policies

13.1 Introduction

13.2 The Balance of Payments Account

13.2.1 General Considerations

13.2.2 A Hypothetical Illustration: Deficits and Debts

13.3 The Issue of Payments Deficits

13.3.1 Some Initial Policy Issues

13.3.2 Trends in the Balance of Payments

13.4 Accumulation of Debt and Developing-Country Crises: The 1980s Debt Crisis, and its Resolutions and Repercussions

13.4.1 External Debt Accumulation and Crisis: The Basic Transfer Framework

13.4.2 The 1980s Crisis: Background and Analysis

13.4.3 Attempts at Alleviation: Classic IMF Stabilisation Policies, and Strategies for Debt Relief

13.5 The 2000s Global Financial Crisis: Economic Development Impacts and Lessons

13.5.1 Causes of the Crisis and Challenges to Lasting Recovery

13.5.2 Economic Impacts on Developing Countries

13.5.3 Differing Impacts across Regions and Developing Country Groups

13.5.4 Conditions Affecting Prospects for Stability and Growth

■ Case Study 13: Brazil: Meaningful Development or Middle-Income Trap?

14 Foreign Finance, Investment, Aid, and Conflict: Controversies and Opportunities

14.1 The International Flow of Financial Resources

14.2 Private Foreign Direct Investment and The Multinational Corporation

14.2.1 Private Foreign Investment: Some Pros and Cons for Development

14.2.2 Private Portfolio Investment: Benefits and Risks

14.3 The Role and Growth of Remittances

14.4 Foreign Aid: The Development Assistance Debate

14.4.1 Conceptual and Measurement Problems

14.4.2 Amounts and Allocations: Public Aid

14.4.3 Why Donors Give Aid

14.4.4 Why Recipient Countries Accept Aid

14.4.5 The Role of Nongovernmental Organisations in Aid

14.4.6 The Effects of Aid

14.5 Conflict and Development

14.5.1 The Scope of Violent Conflict and Conflict Risks

14.5.2 The Consequences of Armed Conflict

14.5.3 The Causes of Armed Conflict and Risk Factors for Conflict

14.5.4 The Resolution and Prevention of Armed Conflict

■ Case Study 14: The Roots of Divergence Among Developing Countries: Costa Rica, Guatemala, and Honduras

15 Finance and Fiscal Policy for Development

15.1 The Role of the Financial System in Economic Development

15.1.1 Differences Between Developed- and Developing-Country Financial Systems

15.2 The Role of Central Banks and Alternative Arrangements

15.2.1 Functions of a Fully-Fledged Central Bank

15.2.2 The Role of Development Banking

15.3 Informal Finance and the Rise of Microfinance

15.3.1 Traditional Informal Finance

15.3.2 Microfinance Institutions: How They Work

15.3.3 MFIs: Three Current Policy Debates

15.3.4 Potential Limitations of Microfinance as a Development Strategy

15.4 Formal Financial Systems and Reforms

15.4.1 Financial Liberalisation, Real Interest Rates, Savings, and Investment

15.4.2 Financial Policy and the Role of the State

15.4.3 Debate on the Role of Stock Markets

15.5 Fiscal Policy for Development

15.5.1 Macrostability and Resource Mobilisation

15.5.2 Taxation: Direct and Indirect

15.6 State-Owned Enterprises and Privatisation

15.6.1 The Nature and Scope of SOEs

15.6.2 Improving the Performance of SOEs

15.6.3 Privatisation: Theory and Experience

15.7 Public Administration: The Scarcest Resource

■ Case Study 15: How Two African Success Stories Have Addressed Challenges: Botswana and Mauritius

Glossary

Name Index

Subject Index



Case Studies and Boxes

Case Studies


	1Comparative Economic Development: Pakistan and Bangladesh

	2Institutions, Colonial Legacies, and Economic Development: Ghana and Côte d’Ivoire

	3Classic Schools of Thought in Context: South Korea and Argentina

	4China: Understanding a Development “Miracle”

	5India: Complex Challenges and Compelling Opportunities

	6“Twins” Growing Apart: Burundi and Rwanda

	7Rural–Urban Migration and Urbanisation in Developing Countries: India and Botswana

	8Pathways Out of Poverty: Progresa/Oportunidades in Mexico

	9The Need to Improve Agricultural Extension for Women Farmers: Kenya and Uganda

	10A World of Contrasts on One Island: Haiti and the Dominican Republic

	11The Role of Development NGOs: BRAC and the Grameen Bank

	12Pioneers in Development Success through Trade and Industrialisation Strategy: South Korea and Taiwan in Comparative Perspective

	13Brazil: Meaningful Development or Middle-Income Trap?

	14The Roots of Divergence Among Developing Countries: Costa Rica, Guatemala, and Honduras

	15How Two African Success Stories Have Addressed Challenges: Botswana and Mauritius



Boxes


	1.1Development Policy: The Experience of Poverty: Voices of the Poor

	1.2Development Policy: Comparing Living Conditions Commonly Found Across Four Strata

	1.3Development Policy: The 17 Goals, and Where They are Examined in This Text

	2.1Development Policy: Differences Between the Current Human Development Index and the Traditional HDI

	2.2Findings: The Persistent Effects of Colonial Forced Labour on Poverty and Development

	2.3Findings: Instruments to Test Theories of Comparative Development: Inequality

	2.4Findings: Legacy of Colonial Land Tenure and Governance Systems

	4.1Development Policy: Synchronising Expectations: Resetting “Latin American Time”

	4.2Findings: Village Coordination and Monitoring for Better Health Outcomes

	4.3Findings: Three Country Case Study Applications of Growth Diagnostics

	4.4Findings: Inclusive Growth Diagnostics: The Case of Bangladesh

	5.1Development Policy: The Latin America Effect

	5.2Development Policy: Problems of Gender Relations in Developing Countries: Voices of the Poor

	6.1Findings: The 2017 Revised United Nations Population Projections

	6.2Findings: Social Norms and the Changing Patterns of Fertility in Bangladesh

	6.3Development Policy: Population Policy in China

	6.4Findings: Contraceptives Need and Use in Developing Countries, 2003 to 2012

	7.1Findings: The Emergence of Industrial Districts or Clusters in China

	
8.1Development Policy: Health and Education: Voices of the Poor


	8.2Development Policy: Linkages Between Investments in Health and Education

	8.3Findings: Mothers’ Health Knowledge is Crucial for Raising Child Health

	8.4Findings: School Impact of a Low-Cost Health Intervention

	8.5Findings: Cash or Condition? Evidence from Malawi

	8.6Findings: Impacts of Tutor and Computer-Assisted Learning Programmes

	8.7Development Policy: Health Challenges Faced by Developing Countries

	8.8Development Policy: AIDS: Crisis and Response in Uganda

	8.9Findings: Applying Behavioural Economics to Improve Physical and Mental Health

	9.1Development Policy: Development Policy Issues: Famine in the Horn of Africa

	9.2Findings: Learning About Farming: The Diffusion of Pineapple Growing in Ghana

	10.1Development Policy: Autonomous Adaptation to Climate Change by Farmers in Africa

	10.2Development Policy: One of the World’s Poorest Countries Tries to Prepare for Climate Change: Niger

	10.3Findings: Elinor Ostrom’s Design Principles Derived from Studies of Long-Enduring Institutions for Governing Sustainable Resources

	10.4Development Policy: How Different Is Adaptation and Resilience Assistance from Development Assistance?

	11.1Development Policy: The Former Washington Consensus and East Asia

	11.2Development Policy: The New Consensus

	11.3Findings: Reducing Teacher Absenteeism in an NGO School

	12.1Findings: Four Centuries of Evidence on the Prebisch-Singer Hypothesis

	12.2Findings: Exporting and the Performance of Artisan Rug Makers in Egypt

	13.1Development Policy: The History and Role of the International Monetary Fund

	13.2Development Policy: The History and Role of the World Bank

	13.3Development Policy: Mexico: Crisis, Debt Reduction, and the Struggle for Renewed Growth

	13.4Development Policy: “Odious Debt” and its Prevention

	14.1Development Policy: Seven Key Disputed Issues About the Role and Impact of Multinational Corporations in Developing Countries

	15.1Findings: The Financial Lives of the Poor

	15.2Findings: Combining Microfinance with Training

	15.3Development Policy: Privatisation: What, When, and to Whom? Chile and Poland





Figures and Tables

Figures







	1.1
	Income and Happiness: Comparing Countries



	2.1
	Nations of the World, Classified by GNI Per Capita



	2.2
	Income Comparisons for Selected Countries, 2017



	2.3
	Improvements in Human Development Since 1990, by Region



	2.4
	Under-5 Mortality Rates, 1990 and 2017



	2.5
	The growth of real output per person since 1750



	2.6
	Relative Country Convergence 1970–1994 and 1994–2017



	2.7
	Relative Country Convergence: World, Developing Countries, and OECD



	2.8
	Growth Convergence versus Absolute Income Convergence



	2.9
	Schematic Representation of Leading Theories of Comparative Development



	A2.1.1
	Human Development Disparities Within Selected Countries



	3.1
	The Lewis Model of Modern-Sector Growth in a Two-Sector Surplus-Labour Economy



	3.2
	The Lewis Model Modified by Labour-Saving Capital Accumulation: Employment Implications



	A3.1.1
	Effect of Increases in Physical and Human Resources on the Production Possibility Frontier



	A3.1.2
	Effect of Growth of Capital Stock and Land on the Production Possibility Frontier



	A3.1.3
	Effect of Technological Change in the Agricultural Sector on the Production Possibility Frontier



	A3.1.4
	Effect of Technological Change in the Industrial Sector on the Production Possibility Frontier



	A3.2.1
	Equilibrium in the Solow Growth Model



	A3.2.2
	The Long-Run Effect of Changing the Savings Rate in the Solow Model



	4.1
	Multiple Equilibria



	4.2
	The Big Push



	4.3
	Hausmann-Rodrik-Velasco Growth Diagnostics Decision Tree



	5.1
	The Lorenz Curve



	5.2
	The Greater the Curvature of the Lorenz Line, the Greater the Relative Degree of Inequality



	5.3
	Estimating the Gini Coefficient



	5.4
	Four Possible Lorenz Curves



	5.5
	Measuring the Total Poverty Gap



	5.6
	Improved Income Distribution under the Traditional-Sector Enrichment Growth Typology



	5.7
	Worsened Income Distribution under the Modern-Sector Enrichment Growth Typology



	5.8
	Crossing Lorenz Curves in the Modern-Sector Enlargement Growth Typology



	5.9
	The “Inverted-U” Kuznets Curve



	5.10
	Kuznets Curve with Latin American Countries Identified



	5.11
	Plot of Inequality Data for Selected Countries



	
5.12

	Global and Regional Poverty Trends, 1981–2010



	5.13
	Functional Income Distribution in a Market Economy: An Illustration



	A5.1.1
	Choice of Techniques: The Price Incentive Model



	6.1
	World Population Growth, 1950–2050



	6.2
	World Population Distribution by Region, 2010 and 2050: The Big Story: Africa’s Steadily Growing Share of World Population



	6.3
	Map with Country Sizes Proportional to Their Fraction of World Population



	6.4
	Population Pyramids: Low-, Middle-, and High-Income Countries, 1965; and 2016



	6.5
	The Demographic Transition in Western Europe



	6.6
	The Malthusian Population Trap



	6.7
	How Technological and Social Progress Allows Nations to Avoid the Population Trap



	6.8
	Microeconomic Theory of Fertility: An Illustration



	7.1
	Changes in Urban and Rural Population by Major Areas Between 2011 and 2050 (In Millions)



	7.2
	Relationship Between Urbanisation and Per Capita GDP, 2010, with Comparison to Relationship in 1960



	7.3
	Proportion of Urban Population by Region, 1970–1995



	7.4
	Megacities: Cities with 10 Million or More Inhabitants



	7.5
	Total Population in Millions by City Size Class, 1970, 1990, 2011, and 2025



	7.6
	Estimated and Projected Urban and Rural Population of the More- and Less-Developed Regions, 1950–2050



	7.7
	Politics and Urban Concentration



	7.8
	Components of Migration in Selected Countries



	7.9
	The Harris-Todaro Migration Model



	8.1
	Age-Earnings Profiles by Level of Education: Venezuela



	8.2
	Financial Trade-Offs in the Decision to Continue in School



	8.3
	Private Versus Social Benefits and Costs of Education: An Illustration



	8.4
	Child Labour as a Bad Equilibrium



	8.5
	Youth Literacy Rate, 2016



	8.6
	Estimated Percentage of Women “Missing”



	8.7
	Lorenz Curves for Education in India



	8.8
	Children’s Likelihood to Die in Selected Countries



	8.9
	Proportion of Children Under Five Who Are Underweight, by Household Wealth, Around 2008



	8.10
	Proportion of Children Under Five Who are Underweight, 1990 and 2018



	8.11
	Wages, Education, and Height of Males in Brazil and the United States



	9.1
	As Countries Develop, the Shares of GDP and Labour in Agriculture Tend to Decline, But With Many Idiosyncrasies



	9.2
	Cereal Yields by World Region, 1960–2005



	9.3
	World Prices for Agricultural Commodities, 1974–2012



	9.4
	Agriculture’s Contribution to Growth and the Rural Share in Poverty in Three Types of Countries



	9.5
	Small-Farmer Attitudes Toward Risk: Why It Is Sometimes Rational to Resist Innovation and Change



	9.6
	Crop Yield Probability Densities of Two Different Farming Techniques



	9.7
	Incentives Under Sharecropping



	10.1
	Hypothetical Income-Pollution Relationship: Environmental Kuznets Curves



	10.2
	Static Efficiency in Resource Allocation



	10.3
	Efficient Resource Allocation Over Time



	10.4
	Common Property Resources and Misallocation



	
10.5

	Public Goods, Private Goods, and the Free-Rider Problem



	10.6
	Pollution Externalities: Private Versus Social Costs and the Role of Taxation



	10.7
	Increasing Pollution Externalities with Economic Growth



	10.8
	The Earth at Night, Reflecting Inequality of Energy Use Across High-, Middle-, and Low-Income Countries; and Concentration of Economic Activity Along Seacoasts



	11.1
	Global Trends in Governance, 1947–2017



	11.2
	Typology of Goods



	11.3
	Sector Overlap and Sector Extension: Contingency-Based Shifts in Organisational Comparative Advantage, with the NGO example



	11.4
	Corruption as a Regressive Tax: The Case of Ecuador



	11.5
	The Association Between Rule of Law and Per Capita Income



	12.1
	Trade with Variable Factor Proportions and Different Factor Endowments



	12.2
	The Vent-for-Surplus Theory of Trade



	12.3
	Import Substitution and the Theory of Protection



	12.4
	Free-Market and Controlled Rates of Foreign Exchange



	13.1
	The Mechanics of Petrodollar Recycling



	13.2
	Global Imbalances



	13.3
	Debt Service Ratios for Selected HIPC Countries, 2002 and 2012



	13.4
	International Reserves (Index 2000     =  100, Three-Month Moving Average)



	13.5
	Indices of Commodity Prices (Total and Non-Fuel), 2000–2013



	14.1
	FDI Inflows, Global and By Group of Economies, 1980–2017 (Billions of Dollars)



	14.2
	Trend in Annual Growth Rates of FDI Inflows, by Groups of Economies, 1970–2017 (Per Cent)



	14.3
	Developing Economies: Sources of External Finance, 2009–2018 (Billions of Dollars)	



	14.4
	Sources of External Financing for Developing Countries, 1990–2008



	14.5
	Global Trends in Armed Conflict, 1946–2017



	15.1
	The Effects of Interest-Rate Ceilings on Credit Allocation



  
Tables







	1.1
	The 17 Sustainable Development Goals



	1.2
	Global Ambitions: Selected Targets of the Sustainable Development Goals



	2.1
	Classification of Economies by Country Code, Region, and Income, 2018



	2.2
	Comparison of Per Capita GNI in Selected Developing Countries, Canada, the United Kingdom, and the United States, Using Official Exchange-Rate and Purchasing Power Parity Conversions, 2017



	2.3
	Commonality and Diversity: Some Basic Indicators of Health and Education



	2.4
	2018 Human Development Index and its Components for Selected Countries



	2.5
	HDI for Countries with Similar Income Levels



	2.6
	The 12 Most- and Least-Populated Countries and Their Per Capita Income, 2017



	2.7
	Primary School Enrolment and Pupil–Teacher Ratios, 2017



	2.8
	Crude Birth Rates Around the World, 2018



	A2.1.1
	2009 Traditional Human Development Index for 24 Selected Countries (2007 Data)



	A2.1.2
	2009 Human Development Index Variations for Similar Incomes (2007 Data)



	5.1
	Typical Size Distribution of Personal Income in a Developing Country by Income Shares—Quintiles and Deciles



	5.2
	Selected Income Distribution Estimates



	5.3
	Income and Inequality in Selected Countries



	5.4
	Income Poverty Incidence in Selected Countries



	5.5
	Multidimensional Poverty Index for Selected Countries



	5.6
	Indigenous Poverty in Latin America



	
A5.2.1

	Income Distribution and Growth in 12 Selected Countries



	6.1
	Estimated World Population Growth



	6.2
	Births Per Woman: Fertility Rate for Selected Countries, 1990 and 2017



	6.3
	Basic Comparisons between Burundi and Rwanda



	8.1
	Returns to Investment in Education by Level, Regional Averages (%)



	8.2
	Some Major Neglected Tropical Diseases



	9.1
	Average Annual Growth Rates of Agriculture, by Region (%)



	9.2
	Labour and Land Productivity in Developed and Developing Countries



	9.3
	Changes in Farm Size and Land Distribution



	12.1
	Structure of Merchandise Exports: Selected Countries, 2017



	13.1
	A Schematic Balance-of-Payments Account



	13.2
	Credits and Debits in the Balance-of-Payments Account



	13.3
	A Hypothetical Traditional Balance-of-Payments Table for a Developing Nation



	13.4
	Before and After the 1980s Debt Crisis: Current Account Balances and Capital Account Net Financial Transfers of Developing Countries, 1978–1990 (Billions of Dollars)



	13.5
	Developing Country Payments Balance on Current Account, 1980–2018 (Billions of Dollars)



	14.1
	Major Remittance-Receiving Developing Countries, by Level and GDP Share, 2018



	14.2
	Official Development Assistance Net Disbursement from Major Donor Countries, 1985, 2002, 2008 and 2016



	14.3
	Official Development Assistance (ODA) by Region, 2017



	14.4
	Key Indicators foe Costa Rica, Guatemala and Honduras



	15.1
	Growth of Developing Country Stock Markets



	15.2
	Comparative Average Levels of Tax Revenue, as a Percentage of GDP



	15.3
	Comparative Composition of Tax Revenue, as a Percentage of GDP






Preface

Economic Development, Thirteenth Edition, presents the latest thinking in economic development with the clear and comprehensive approach that has been so well received in both the developed and developing worlds.

The pace and scope of economic development continues its rapid, uneven, and sometimes unexpected evolution. This text explains the unprecedented progress that has been made in many parts of the developing world but fully confronts the enormous problems and challenges that remain to be addressed in the years ahead. The text shows the wide diversity across the developing world in their extent of economic development and other characteristics; and the differing positions in the global economy that are held by developing countries.

The field of economic development is versatile and has much to contribute regarding these differing scenarios. Thus, the text also underlines common features that are exhibited by a majority of developing nations, using the insights of the study of economic development. The still relatively small number of countries that have essentially completed the transformation to become developed economies, such as South Korea and Singapore, are also examined as potential models for other developing countries to follow. Both theory and empirical analysis in development economics have made major strides, and the Thirteenth Edition brings these ideas and findings to students.

Development economics provides critical insights into how we got to where we are, how great progress has been made in recent years, and why many development problems remain so difficult to solve. The principles of development economics are also key to the design of successful economic development policy and programs as we look ahead. At the same time, international development is an interdisciplinary subject, in which approaches and insights from anthropology, finance, geography, health sciences, political science, psychology, and sociology have had significant influence on the subject, and are considered throughout the text. Some approaches that began as explicit critiques and alternatives to what were then limits to development economics have become central to its study. For example, behavioural economics and experimental research now play central roles in the field.

Legitimate controversies are actively debated in development economics, and so the text presents contending theories and interpretations of evidence, with three goals. The first goal is to ensure that students understand real conditions and institutions across the developing world. The second is to help students develop analytic skills while broadening their perspectives of the wide scope of the field. The third is to provide students with the resources to draw independent conclusions as they confront development problems, their sometimes ambiguous evidence, and real-life development policy choices—ultimately, to play an informed role in the struggle for economic development and ending extreme poverty.

Approach and Organisation of the Text

The text’s guiding approaches are the following:


	1.To adopt a problem- and policy-oriented approach, because a central objective of the development economics course is to foster a student’s ability to understand contemporary economic challenges of developing countries and to reach independent and informed judgements and policy conclusions about their possible resolution.

	2.To teach economic development within the context of problems and potential solutions. These include challenges of absolute poverty, extreme inequalities, coordination failures, credit constraints, rapid population growth, impacts of very rapid urbanisation, persistent public health challenges, environmental degradation (from both domestic and climate change sources), rural stagnation, vulnerability to debt burdens and financial crises, recurrent challenges in international trade and instability, low tax revenues, inadequacies of financial markets, civil conflict, and twin challenges of government failure and market failure. When formal models are presented they are used to elucidate real-world development problems.

	3.To use the best available data from Africa, Asia, Latin America, and developing Europe and the Middle East, and appropriate theoretical tools both to illuminate common developing-country problems, and to highlight the wide range of development levels and differing challenges across groups of countries.

	4.To take a wide-angle view of developing countries, not only as independent nation states, but also in their growing relationships with one another, as well as in their interactions with rich nations in a globalising economy.

	5.To consider development in both domestic and international contexts, stressing the increasing interdependence of the world economy in areas such as food, energy, natural resources, technology, information, and financial flows.

	6.To provide at least a basic familiarity with research methods. The problem of identifying causality is introduced by way of presenting examples of important research that also serve to build on major themes. There is no assumption that students have taken econometrics or, for that matter, basic regression analysis, but the findings boxes and other material in the text serve as a perfect entrée for instructors with students with sufficient background to examine techniques introduced intuitively, including randomised controlled trials, use of instrumental variables, regression discontinuity design, differencing, and time series methods. These are all introduced in ways in which instructors may ignore the underlying econometric analysis, or build on it in supplemental course components.

	7.To treat the problems of development from an institutional and structural as well as a market perspective, with appropriate modifications of received general economic principles, theories, and policies. It thus attempts to combine relevant theory with realistic institutional analyses. Enormous strides have been made in the study of these aspects of economic development in recent years, which is reflected in this thirteenth edition.

	8.To consider the economic, social, and institutional problems of underdevelopment as closely interrelated and requiring coordinated approaches to their solution at the local, national, and international levels.

	9.To cover some topics that are not found in other texts on economic development but that are important from our broader perspective, as part of the text’s commitment to its comprehensive approach. These unique features include growth diagnostics, industrialisation strategy, innovative policies for poverty reduction, the capability approach to well-being, the central role of women, child labour, the crucial role of health, new thinking on the role of cities, the economic character and comparative advantage of nongovernmental organisations in economic development, emerging issues in environment and development, financial crises, violent conflict, and microfinance.

	10.The in-depth case studies and comparative case studies appearing at the end of each chapter remain features unique to this text. Each chapter’s case study reflects and illustrates specific issues analysed in that chapter in the context of national development or specific policies. At the same time, there are common threads: the quality of institutions is considered in most of the country cases, as are indicators of poverty, inequality, and human development.

	11.Boxes are used in a consistent way for two purposes. Findings boxes report on specific research findings; they serve as a vehicle to introduce students to research methods in development economics, as well as to show the connection between individual studies and the broader picture of economic development. Policy boxes describe major actors in development policy, including the World Bank and the IMF, and present less formal but essential approaches to policy analysis, covering topics ranging from growth diagnostics to family planning.

	12.To provide balanced coverage of differing and even explicitly opposed perspectives wherever evidence, interpretations, and analytical frameworks are in contention.



Audience and Suggested Ways to Use the Text in Courses with Different Emphases


	•Flexibility. This text provides an introduction to development economics and international development. It is designed for use in courses in economics and other social sciences that focus on the economies of Africa, Asia, and Latin America, as well as developing Europe and the Middle East. It is written for students who have had some basic training in economics and for those with little formal economics background beyond principles (first micro- and macroeconomics courses). Essential concepts of economics that are relevant to understanding development problems are highlighted in boldface and explained at appropriate points throughout the text, with glossary terms defined in the margins and also collected together at the end of the book in a detailed glossary.

	•Thus, the text should be of special value in undergraduate development courses that attract students from a variety of disciplines. It provides in-depth coverage of new institutional economic analysis and describes features of developing economies that cannot be taken for granted with a majority of students. 

	•Yet the material is sufficiently broad in scope and rigorous in coverage to satisfy any undergraduate and some graduate economics requirements in the field of development. For example, foundational models and empirical methods are introduced in several chapters and in about a dozen findings boxes. This text has been widely used, in courses taking both relatively qualitative and more quantitative approaches to the study of economic development and emphasising a variety of themes, including human development.

	•The text features a 15-chapter structure, convenient for use in a comprehensive course and corresponding well to a 15-week semester but with enough breadth to easily form the basis for a two-semester sequence.

	•The chapters are now further subdivided, making it easier to use the text in targeted ways. To give one example, some instructors have paired the sections on informal finance and microfinance (15.3) with Chapter 5 on poverty. Similarly, some have paired civil conflict (14.5) with poverty. With further subdivisions of sections, additional selections and orderings are possible.

	•Courses with a qualitative focus. For qualitatively oriented courses, with an institutional focus and using fewer economic models, one or more chapters or subsections may be omitted, while placing primary emphasis on Chapters 1, 2, 5, 6, 8, and 9, plus parts of Chapters 7 and 10, and other selected sections, according to topics covered. The text is structured so that the limited number of graphical models found in those chapters may be omitted without losing the thread, while the intuition behind the models is explained in detail.

	•Courses with a more analytic and methods focus. These courses would focus more on the growth and development theories in Chapter 3 (including appendices such as 3.3 on endogenous growth) and Chapter 4, and highlight and develop some of the core models of the text, including poverty and inequality measurement and analysis in Chapter 5, microeconomics of fertility and relationships between population growth and economic growth in Chapter 6, migration models in Chapter 7, human capital theory, including the child labour model and empirics in Chapter 8, sharecropping models in Chapter 9, environmental economics models in Chapter 10, tools such as net present benefit analysis in Chapters 8 and 11; and multisector models along with political economy analysis in Chapter 11, and trade models in Chapter 12.

	•Courses that also have an empirical methods focus. Regarding empirical methods, these courses would expand on material introduced in some of the findings boxes and subsections into more detailed treatments of methods topics, including randomised controlled trials (Boxes 4.2, 8.4, 8.5, 8.6, 8.9, 11.3, 12.2, and 15.2, Case Study 8), use of instrumental variables (Box 2.3 and Section 2.7), regression discontinuity (Boxes 2.2, 2.4), differencing (Box 9.2), and time series methods (Box 12.1). The introduction of several of the studies provides an excellent jumping-off point to using supplementary materials for examining methods in detail.

	•Courses emphasizing human development and poverty alleviation. The thirteenth edition can be used for a course with a human development focus. This would typically include the sections on Amartya Sen’s capabilities approach, the new section on the Sustainable Development Goals and the history of the MDGs in Chapter 1; a close and in-depth examination of the section on societal conflict in Chapter 14, the discussion of informal financial arrangements including ROSCAs, microfinance institutions in Chapter 15; and a close and in-depth examination of Chapters 2 and 5. Sections on population policy in Chapter 6; diseases of poverty and problems of illiteracy, low schooling, and child labour in Chapter 8; problems facing people in traditional agriculture in Chapter 9; relationships between poverty and environmental degradation in Chapter 10; and roles of nongovernmental organisations (NGOs) in Chapter 11; the section on societal conflict in Chapter 14; and discussion of informal financial arrangements including ROSCAs, microfinance institutions in Chapter 15, as be likely highlights of this course.

	•Courses emphasising macro and international topics. International and macro aspects of economic development could emphasise Sections 2.6 and 2.7 on convergence, and long-run growth and sources of comparative development; Chapter 3 on theories of growth (including the three detailed appendixes to that chapter); Chapter 4 on growth and multiple-equilibrium models; and Chapters 12 to 15 on international trade, international finance, debt and financial crises, direct foreign investment, aid, central banking, and domestic finance. The text also covers other aspects of the international context for development, including the in-depth cases on the 1980s debt crisis and the 2000s financial crisis in Chapter 13; implications of the rapid pace of globalisation and the rise of China (Chapter 12 and case studies of China (Chapter 4), India (Chapter 5), and Brazil (Chapter 13); the continuing struggle for more progress in sub-Saharan Africa, and controversies over debt relief and foreign aid (Chapter 14).

	•Broad two-semester course using supplemental readings. Many of the chapters contain enough material for several class sessions, when their topics are covered in an in-depth manner, making the text also suitable for a year-long course or high-credit option. The endnotes and sources offer many starting points for such extensions.




Summary of Key Material New or Expanded for This Edition

In addition to a thorough updating and reporting the most recently available data, the Thirteenth Edition includes significant new material, including:


	•A new presentation of the Sustainable Development Goals, which also provides a brief history of the MDGs, and progress and challenges in implementation (Section 1.7).

	•How levels of living differ around the world, with an exploration of the household level—as distinct from country averages, inspired by the late Hans Rosling (Section 1.2).

	•Newly added graphs and statistics on the great divergence in incomes over 250 years, and new evidence of a recent shift toward (re-)convergence (Section 2.5).

	•Expanded section on growth diagnostics, including new material on growth diagnostics in practice, with an example of “inclusive” growth diagnostics applied to Bangladesh (Section 4.7 and Box 4.4).

	•New material on how insights from behavioural economics and findings using experimental behavioural economics methods have been used to better understand and address poverty, physical health, and mental health problems (Section 5.8.6 and Box 8.9).

	•A new section on labour that features material on characteristics of inclusive development in addition to the subsection on the functional distribution of income (Section 5.7).

	•A new section discussing policy for still-developing middle-income countries facing population declines (Section 6.6.4).

	•A new section on agricultural extension that also serves to introduce the case study on extension for women farmers in Kenya and Uganda (Section 9.2.3 and Case Study 9)

	•An expanded section on adaptation to climate change, which also considers the extent to which adaptation and resilience assistance differs from conventional development assistance (Section 10.2.3 and Box 10.4).

	•The section on the new firm-level international trade approach features experimental findings on the effects of exporting on firm performance (Section 12.6.2 and Box 12.2).

	•A restructuring of the presentation of much of Chapter 13 on debt and financial crises as case studies of major events that draw out more general principles (Sections 13.4 and 13.5).

	•The introduction of ROSCAs as a potentially beneficial financial arrangement is set out in a short subsection (Section 15.3.2).

	•Case studies and findings boxes are described in the next section.




In-Depth End of Chapter Case Studies

There is a strong focus on in-depth case studies, with new end of chapter cases and major updates of existing studies. A majority of them are comparative case studies.

The end of chapter Case Studies has been one of the most popular features of the text. These cases apply the general findings in development economics as discussed in the chapter to interpreting experiences in specific countries, and in some cases specific programs. The cases address important country topics and development experiences.

Three in-depth cases look at the economic development successes and challenges of a single major developing country: China, India, and Brazil.

Single-Country Case Studies The Case Study on China (Chapter 4, pages 202–214) has been substantially expanded in scope to provide a comprehensive view of the major argued sources of success and serious challenges going forward advanced in the scholarly literature. There is an entirely new full length case study of economic development in India (Chapter 5, pages 272–279), that offers a similarly comprehensive examination of major sources of success and challenges going forward. The case study of Brazil (Chapter 13, pages 737–744) has been extensively revised and updated and now provides, among other things, consideration of the potential for middle-income traps and elements for escaping them. In addition, there is one specialized single-country case study, on the Progresa-Oportunidades-Prospera program in Mexico, which has been updated for this edition.

Comparative cases The country comparative cases have received strong interest and active in-class use. This feature is now expanded further, so that there are 11 comparative studies (at the ends of Chapters 1, 2, 3, 6, 7, 9, 10, 11, 12, 14, and 15).

Nine major end of chapter cases assess successes and challenges in overall national economic development experiences in two countries selected for the relevance of addressing them in comparative perspective and in the context of the chapter.

There is a new comparative case study on Burundi and Rwanda (Chapter 6, pages 332–336), which has particular emphasis on demography, as well as institutions. The updated Pakistan and Bangladesh comparative study now follows the first chapter (Chapter 1, pages 24–30); and the updated Ghana and Côte d’Ivoire case now follows the second chapter (Chapter 2, pages 84–91). The Chapter 3 case is South Korea and Argentina (pages 140–143). The Dominican Republic and Haiti – two countries on one island – are examined in comparative perspective with a special emphasis on environment and development (Chapter 10, pages 548–552). What had been separate case studies of South Korea and Taiwan are integrated into one comparative case, allowing ready examination of differences as well as similarities between these two pioneering experiences; this new comparative case appears at the end of Chapter 12 (pages 676–688). The 3-way comparative study of Costa Rica, Guatemala, and Honduras, new to the previous edition, is updated and found at the end of Chapter 14 (pages 785–791).

The textbook concludes on an optimistic note, with a new comparative case study of Mauritius and Botswana, two of Africa’s most remarkable success stories, examining how they are managing to overcome successive challenges that stymied other countries (Chapter 15, pages 836–844).

Sector Cases Two comparative cases focus on specific sectors. The first sector case examines agricultural extension, which is newly comparative, addressing Uganda as well as Kenya (Chapter 9, pages 489–495). The other sector case is a comparison within one country, Bangladesh, that brings together and synthesizes the roles of two differently structured and focused major NGOs that have made important innovations and have been widely influential, BRAC and Grameen (Chapter 11, pages 599–608).

Finally, note that the case on the one-child policy in China is now found in streamlined form in Box 6.3. A brief summary of the case study of family planning policy in India is now found in a section of the new Chapter 5 case study on economic development of India.

Supplementary Materials

The Thirteenth Edition comes with PowerPoint slides for each chapter, which have been fully updated for this edition.

The text is further supplemented with an Instructor’s Manual by Chris Marme of Augustana College. It has been thoroughly revised and updated to reflect changes to the Thirteenth Edition. Both the PowerPoint slides and the Instructor’s Manual can also be downloaded from the Instructor’s Resource Center at go.pearson.com/uk/he/resources.
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1 Introducing Economic Development: A Global Perspective



Two pictures of the developing world compete in the media for the public’s attention. The first is misery in places such as rural Africa or unsanitary and overcrowded urban slums in South Asia. The second is extraordinary dynamism in places such as coastal China. Both pictures convey important parts of the great development drama. Living conditions are improving significantly in most, though not all, parts of the globe—if sometimes all too slowly and unevenly. The cumulative effect is that economic development has been giving rise to unprecedented global transformations. In this book we gain perspective on how much is yet to be achieved, and will appreciate how we have already come so far in reducing human misery—indeed, that is where many lessons are to be found on how to continue the progress of recent decades.

1.1 Introduction to Some of the World’s Biggest Questions

The study of economic development raises some of the world’s biggest questions. Why do living conditions differ so drastically for people across different countries and regions, with some so poor and others so rich? Why are there such disparities not only in income and wealth, but also in health, nutrition, education, freedom of choice, women’s autonomy, environmental quality, access to markets, security, and political voice? Why is output per worker many times higher in some countries than others? Why do workers in some countries have fairly secure, formal jobs with regular, predictable pay, while in other countries such jobs are extremely scarce and most work in informal settings with fluctuating and insecure earnings? Why are populations growing rapidly in some countries, while on the verge of shrinking in others? Why are public services so inefficient, insufficient, and corrupt in some countries and so effective in others? Why have some formerly poor countries made so much progress, and others so comparatively little? How have child illness and death rates fallen so much in the world, and what can be done in places where they remain far higher than average? How can we measure the impacts that government policies and nongovernmental organisation (NGO) programmes make in improving the well-being of the poor and vulnerable; and what lessons have we learned? And how did such great divergences across countries come about? How does history matter?

These are among the fundamental questions of development economics. As Nobel Laureate Robert Lucas said of questions about disparities in income growth, “once one starts to think about them, it is hard to think about anything else.”1

This text examines what lies behind the headline numbers, to appreciate the historical sweep of development patterns, presenting the necessary analytic tools and the most recent and reliable data—on challenges ranging from extreme poverty to international finance. This text examines key challenges faced by the spectrum of developing economies, from the least-developed countries to upper-middle-income nations striving to reach fully developed status. But, to begin, while significant progress in public health has occurred in almost all countries, even today the living standards of hundreds of millions of the world’s poorest people have benefited little, if at all, from the rising global prosperity.

1.2 How Living Levels Differ Around the World

Average living conditions differ drastically, depending largely on where a person was born. We examine the evidence in detail throughout this text. Often, countries as a whole are divided into four groups based on their average levels of income or other standards of well-being, introduced in the following section. But first, to get a sense of the scope and individual meaning of these differences, consider brief vignettes of four “stylised strata” of living standards around the world.2

At the “bottom,” more than one billion people live in extreme income poverty, or suffer acute multidimensional deprivations in areas such as nutrition, health, and primary education, or both. The World Bank estimated in 2017 that 768.5 million—nearly three-quarters-of-a-billion people—subsist below the extreme poverty income line of $1.90 per day adjusted for purchasing power (so it is actually like living on this amount in the United States).3 A typical person living in such extreme income poverty subsists on about $1.40 per day.4 Taking account of whether a family has multiple simultaneous deprivations in health, nutrition, basic education, type of cooking fuel, sanitation, drinking water, housing materials, and a few very basic goods, in 2018 the United Nations estimated in its ‘Multidimensional Poverty Index’ that nearly 1.3 billion people live with acute deprivations.

One of the poorest communities may live in a remote rural area in the eastern part of Africa, where many clusters of small houses contain groups of extended families. A majority of the food is grown by the people who consume it; and shelter and furnishings are often made by those who use it—theirs is nearly a subsistence economy. There are few passable roads, particularly in the rainy season. The younger children attend school irregularly and, all too often, when they do get to school, the teacher is absent from the classroom. Some children of primary-school age are still not even enrolled. Primary schools may be very difficult to access, and many children have never seen a high school, let alone thought of attending one. There are no hospitals, electric wires, or improved water supplies. Water is collected in reused commercial buckets from a source such as a spring or stream that is often contaminated; their walk to it in battered flip-flop sandals (if not bare feet) can be a kilometre or more, and it may take additional time waiting your turn. The children may be malnourished, suffering from conditions including kwashiorkor (protein deficiency). Food is cooked over an open fire in each mud house, the smoke escaping from a hole in the roof, and likely causing breathing problems. The food tends to be the same every meal, often lacking in protein and other vital nutrients. The floor may be rough mats over mud, on which the family sleeps. Parasites may gain entry to the house through the floor. When it rains, the roof may leak. It is a stark and difficult existence. In western Africa the geography, culture, and languages are different, but many of the conditions of poverty are strikingly similar. Such dire poverty can also still be found in areas of South Asia and elsewhere. More than three quarters of the extreme poor live in rural areas.

A typical person in the second-lowest of the “strata” is not officially classified as extremely poor, though from the perspective of an average person in a rich country they would be viewed as very poor indeed. In fact, a typical family in this stratum may live on about twice that line, $3.80 per day per person. Close to 3 billion people may be thought of as living in this stratum. They are almost as likely to live in an urban area (or nearby lower-income peri-urban area) as in a rural area.5 However, their employment is probably informal, in companies not registered and without worker protections, or in their own small family enterprises. They get around with well-used but functioning bicycles. A majority of them no longer cook over open fires, but may use kerosene or some other improved energy source at least much of the time. They get their water from a tap, though it is typically outdoors and may be a considerable walk from their house; and in many cases the water is still unsafe without boiling and adding chlorine. The family usually has an improved floor, and often improved walls and roof, but the house is still somewhat subject to the elements. Their sleep is disrupted by seemingly constant noise. People in this strata likely suffer from one or more components of multidimensional poverty, though for at least 80% of them the number of their deprivations are not enough for them to be officially classified by the UN as “multidimensionally poor” (Chapter 5). Some of the “voices of the poor” are reported in Box 1.1.

A typical family in the second-highest of the strata may live on about $15 per person per day. (More than three-quarters of the world lives on less than $15 a day; this family is considered solidly middle income by global standards.) More than two billion people may be thought of as living in this strata. Such families typically live in urban areas. But their jobs are usually not very stable and are often informal. They cook on manufactured burners using kerosene if not electricity. They have a television in their house. They get around with a motorbike. The children are likely to survive early childhood. They probably attend some post-primary school, though they are unlikely to complete it. Most adults and many teenagers have a mobile phone, though there may be no smartphones. Their water is typically delivered through a tap to their house, though a majority do not have what people in the rich strata would consider full indoor plumbing. Their city is likely to exhibit very high inequality, with sharp contrasts in living conditions from one section of this sprawling metropolis to another. In a Latin American city, there would be a modern stretch of tall buildings and wide, tree-lined boulevards perhaps along the edge of a well-maintained beach; just a few hundred meters back and up the side of a steep hill, squalid slum dwellings are pressed together. There, a slum-dwelling family struggles to keep food on the table. Most employment opportunities are precarious. Government assistance has recently helped this family keep the children in school longer. But lessons learned on the streets, where violent drug gangs hold sway, seem to be making a deeper impression. In sharp contrast, a wealthy family lives in a multi-room complex in a modern building. Their children attend university, perhaps in North America, and they enjoy annual vacations abroad, luxury automobiles, and designer clothing, and may give little thought to the struggling, deprived family cramped tightly into a small self-built dwelling, perhaps living on a hill that they can see from their seafront building.




BOX 1.1 Development Policy: The Experience of Poverty: Voices of the Poor



When one is poor, she has no say in public, she feels inferior. She has no food, so there is famine in her house; no clothing, and no progress in her family.

—A poor woman from Uganda

For a poor person, everything is terrible—illness, humiliation, shame. We are cripples; we are afraid of everything; we depend on everyone. No one needs us. We are like garbage that everyone wants to get rid of.

—A blind woman from Tiraspol, Moldova

Life in the area is so precarious that the youth and every able person have to migrate to the towns or join the army at the war front in order to escape the hazards of hunger escalating over here.

—Participant in a discussion group in rural Ethiopia

When food was in abundance, relatives used to share it. These days of hunger, however, not even relatives would help you by giving you some food.

—Young man in Nichimishi, Zambia

We have to line up for hours before it is our turn to draw water.

—Participant in a discussion group from Mbwadzulu Village (Mangochi), Malawi

[Poverty is] . . . low salaries and lack of jobs. And it’s also not having medicine, food, and clothes.

—Participant in a discussion group in Brazil

Don’t ask me what poverty is because you have met it outside my house. Look at the house and count the number of holes. Look at the utensils and the clothes I am wearing. Look at everything and write what you see. What you see is poverty.

—Poor man in Kenya




Finally, close to a billion people live on the highest stratum, which most other people in the world consider rich. Most are certainly not millionaires, let alone ultra-rich; but they live very comfortably. A family in this stratum living in North America, Western Europe, or Japan might live on an income of perhaps $75 per person per day. They work in formal jobs, generally with at least some protections. They may have a comfortable suburban house that has a small yard with a garden, and two cars. The dwelling would have many comfortable features, including often a separate bedroom for each child. They enjoy central air conditioning and/or central heating, as prompted by the climate. Full indoor plumbing is taken for granted. The house would be filled with numerous consumer goods, including high-speed internet connections to go with their smartphones, laptops, and home entertainment centres, along with an array of appliances including stoves, refrigerators, dishwashers, and microwaves. They have access to fresh food year round (though they may eat fast foods instead). Both children would probably be healthy—except for a growing incidence of obesity and the problems it brings—and generally get good medical care if they need it. They would be attending school, where most would expect to complete their secondary education and, more likely than not, gain at least some post-secondary education; choose from a variety of careers to which they might be attracted; and live to an average age of close to 80 years. Many may feel their status is precarious, and are aware of the gulf between their life and that of the very rich; but most still work in formal jobs, generally with some protections. Although their lives would have ups and downs, and living standards do not always rise across generations, they face very little danger of falling below their stratum.

Many times, people born on one of these strata spend their lives on it, albeit typically making some progress within that general level. People at the lowest or second-lowest strata probably have some awareness of what life is like on the higher strata, from TV at the village centre if not at home, and wistfully think of attaining it, but it is generally viewed as out of reach.

Sometimes, truly transformative progress is highly visible and takes form in the course of a single person’s life. Many of the clearest examples of this are found in China. Imagine a couple born in an obscure zhuang (rural area) in populous central Sichuan Province. They grew up in the 1960s, going to school for six years and becoming rice farmers like their parents. The rice grew well, but memories of famine were still sharp in their commune, where life was also hard during the Cultural Revolution. Their one daughter, let’s call her Xiaoling, went to school for ten years. Much of the rice they and their commune grew went to the state at a price that never seemed high enough. After reforms in 1980, farmers were given rights to keep and sell more of their rice. Seeing the opportunity, they grew enough to meet government quotas and sold more of it. Many neighbours also raised vegetables to sell in a booming city 100 kilometres up the river and other towns. Living standards improved, though then their incomes stagnated for some years. But they heard about peasants moving first to cities in the south and recently to closer cities—making more money by becoming factory workers. When their daughter was 17, farmers from the village where the mother grew up were evicted from their land because it was close to lakes created by an immense dam project. Some were resettled, but others went to Shenzhen, Guangzhou, or Chongqing. Xiaoling talked with her family, saying she too wanted to move there for a while to earn more money. She found a city that had already grown to several million people, quickly finding a factory job. She lived in a dormitory, and conditions were often harsh, but she could send some money home and save toward a better life. She watched the city grow at double digits, becoming one of the developing world’s new megacities, adding territories and people to reach over 15 million people. After a few years, Xiaoling opened a humble business, selling cosmetics and costume jewellery to the thousands of women from the countryside arriving every day. She has had five proposals of marriage, with parents of single men near where she grew up offering gifts, even an enormous house. She knows that many people still live in deep poverty and finds inequality in the city startling. For now she plans to stay, where she sees opportunities for her growing business and a life she never imagined having in her village.6

Box 1.2 illustrates some typical differences across the four strata of living conditions.7



BOX 1.2 Development Policy: Comparing Living Conditions Commonly Found Across Four Strata



Lowest Stratum: Extreme Poverty


	•Cooking: Open fire, smoke exits through hole in the roof

	•Food and nutrition: Food insecure, majority of food grown by family; often malnourished and among the 800 million people classified as hungry

	•Clothing: Used, worn, may be inadequate; flip-flops or in many cases still bare feet

	•Education: Majority now able to attend primary school, but may not complete it

	•Housing: Self-constructed, natural or found materials, often mud; thatch roof, dirt floors with mats

	•Furnishings: Any pallet or bed, table, chair, or shelf is self-constructed; no electricity

	•Water: hand-carried in buckets from public, often unsanitary sources

	•Sanitation: Pit latrine or open defecation

	•Transportation: On foot



Second-Lowest Stratum


	•Cooking: Basic, but typically use kerosene or some other improved energy source

	•Food and nutrition: May be food insecure or vulnerable to falling into food insecurity

	•Clothing: Inexpensive, often used clothing, not well fitting, perhaps inadequate for the weather; worn shoes and rubber-soled shoes

	•Education: Children finish primary school; on average attend a couple years longer

	•Housing: Partly and perhaps fully self-constructed; improved floor, corrugated tin roof

	•Furnishings: Basic tables and seating; fans if electricity; power connection may be illegal and improvised

	•Water: From a tap, typically outdoors and perhaps a 50-metre-plus walk; needs self-treating with chlorine or boiling

	•Sanitation: Latrine

	•Transportation: Bicycle



Second-Highest Stratum


	•Cooking: Manufactured burners with improved fuel if not electric plates

	•Food and nutrition: Usually food secure; but many vulnerable to fall into food insecurity

	•Clothing: Inexpensive, though new when purchased, and worn or less-expensive shoes and sneakers; expensive clothes as social expectations rise

	•Education: Children finish primary school; some finish secondary school

	•Housing: Modest but better constructed, if not comfortable

	•Furnishings: Electricity, purchased tables, chairs, beds; fans or even a room AC, space heater, a television

	•Water: Piped directly to house site; may need treating

	•Sanitation: Toilets, but many lack what the top stratum considers full indoor plumbing

	•Transportation: Motor bike



Highest (“Rich”) Stratum


	•Cooking: Modern appliances including modern range, microwave, dishwasher

	•Food and nutrition: Rich and diverse diet, though obesity may bring other health risks

	•Clothing: Well-fitting, perhaps designer clothing; multiple, relatively new, comfortable dress and sports shoes

	•Education: Children complete high school; on average attend at least one year of post-secondary education

	•Housing: Modern, manufactured, professionally constructed

	•Furnishings: House filled with consumer goods and durables, wifi, home entertainment centres

	•Water: Safe water at taps throughout the house

	•Sanitation: Hygienic, modern bathroom plumbing

	•Transportation: A car per each adult; or in high density each person is assured reliable transportation alternatives








1.3 How Countries Are Classified by Their Average Levels of Development: A First Look

Countries are often classified by levels of income and human development, as we examine in detail in the next chapter. They are also grouped by levels of poverty, quality of governance, and many other dimensions, as we will see later in the text. We introduce these comparisons with differences in countries’ average incomes—the most common way to do so (though income is usually an inadequate measure of well-being).

The World Bank classifies countries according to four ranges of average national income: Low, Lower-Middle, Upper-Middle, and High. There has been strong income growth in average incomes in a majority of low- and middle-income countries over the last several decades, and many low-income countries have been reclassified as middle-income countries. But, once again, a typical country may have people living at very different income levels, or living standards strata.

Of the world population of about 7.7 billion people in 2018, about 16% live in high-income countries (HICs). These countries have Gross national income (GNI) per capita of at least $12,056. This is less than would be thought of as “upper income” in many HICs such as Japan, the United Kingdom, and the United States, with average incomes several times this level. Some countries included on the World Bank HIC list had average income that was only barely enough to reach the HIC threshold, such as Chile, Equatorial Guinea, and Hungary. But the average person in an HIC lives very well by global standards.8

After unprecedented growth in China, India, and Indonesia—each formerly a Low-Income Country (LIC)—more than 60% of the world’s people now live in “middle-income countries.” To be classified as upper-middle income (UMCs) in 2018, a country needed GNI per capita between $3,896–$12,055. Lower-middle income countries (LMCs) have annual per capita GNI between $996–$3,895.9

About three-quarters-of-a-billion people—roughly 10% of the world’s population—live in LICs, with GNI per capita below $1,026. A majority of these countries are located in sub-Saharan Africa, where population is growing fastest. Keep in mind that many people who live in a LIC are not poor; many who live in a LMC are poor; and some who live in a UIC have incomes more typical of those in UMCs.

The United Nation’s designation of “least-developed countries” is similar to LICs; for inclusion, a country has to meet criteria of low education and health, and high economic vulnerability, as well as low income. Just over a billion people live in these 49 countries. Conditions in some of them, such as Afghanistan, Congo, Somalia, South Sudan, and Yemen, are bleak. But in most countries in this group, great progress has been made, as life expectancy, school enrolments, and average incomes have risen substantially.

At the opposite end are the highest-income developed countries that are members of the Organization for Economic Cooperation and Development (OECD), primarily in West Europe and North America, plus Australia, New Zealand, Japan, and South Korea.

As recently as 1990, over half of the global population lived in low-income countries. The biggest factor in this sharp improvement is rapid income growth in China, which became a LMC in 1999, and India, which did so in 2007. China passed the next threshold to join the UMC group in 2010. Several other countries have also joined the middle-income country groups since the 1990s.10

Averages tell only part of the story. For example, each country has significant income inequality, though some are far more starkly unequal than others. We cover income inequality in depth in Chapter 5.

Recognizing that well-being cannot be measured by income alone, the United Nations Development Programme (UNDP) classifies countries taking account of their health and education attainments in addition to income, in its Human Development Index (HDI). We review how the HDI is calculated in the next chapter. For now, we note that average levels of human development have also been rising strongly in recent years, though the UNDP’s 2018 update found the average HDI in sub-Saharan Africa is low, in South Asia and Arab States Medium, and in Latin American and East Asia high, and the average OECD HDI level is rated very high. Access to health and education is also highly unequal in many countries, as we examine in Chapter 8.

A major theme of this text is understanding why incomes have grown so rapidly in some of the countries that, until only a few decades ago, were among the poorest in the world, including China. A closely related theme is why other countries have grown very slowly, and continue to have high rates of extreme poverty and deprivation. You will see there is great variation across even neighbouring countries. We explore strategies for how countries can do better—whether they are performing above or below the average.

The rankings of countries in these income and human development classifications differ, sometimes to a substantial degree, as we will see in the next chapter.

1.4 Economics and Development Studies

1.4.1 Wider Scope of Study

The scope of development economics and the work that development economists do is much broader than the name might suggest. Theory plays an essential role, but development economics is largely an empirical research discipline. It also uses formal models of topics ranging from decision making within households to problems of economy-wide transformation; models provide insights into findings, clarifications of the logic of arguments about development processes and policies, and new hypotheses to be confronted with ever-growing available data, often collected by development economists.

Development economics incorporates research in political economy and institutional, behavioural and experimental economics; it overlaps and links with other subfields including labour, public, urban, agricultural, environmental, and international economics. And it draws extensively from other social science disciplines including history, political science, psychology, and sociology.

In addition to traditional topics in economics such as the efficient allocation and growth of productive resources, development economics must also address the economic, social, political, and institutional mechanisms, both public and private, necessary to bring about rapid (at least by historical standards) and large-scale improvements in levels of living. This can be particularly challenging in many low- and also middle-income countries, when commodity and resource markets are typically highly imperfect, consumers and producers have limited information, major structural changes are taking place in both the society and the economy, the potential for multiple equilibria rather than a single equilibrium is more common, and disequilibrium situations often prevail (prices do not equate to supply and demand). In many cases, economic calculations are influenced by political and social priorities, such as unifying the nation, replacing foreign advisers with local decision makers, resolving tribal or ethnic conflicts, or preserving religious and cultural traditions. At the individual level, family, clan, religious, or tribal considerations may matter at least as much as private, self-interested utility or profit-maximising calculations.

Thus, development economics, to a greater extent than traditional neoclassical economics or political economy, must be concerned with the economic, cultural, and political requirements for effecting rapid structural and institutional transformations of entire societies in a manner that brings the fruits of economic progress to all their populations. It includes research on mechanisms that can keep families, regions, and even entire nations in poverty traps, in which past poverty causes future poverty, and on the most effective strategies for breaking out of these traps. Consequently, a larger government role and some degree of coordinated economic decision making directed toward transforming the economy are usually viewed as essential components of development economics. Yet this must somehow be achieved despite the fact that both governments and markets typically function less well in low- and middle-income countries than in high-income countries (HICs). In recent years, activities of NGOs, both national and international, have grown rapidly and are receiving increasing attention (see Chapter 11).

Geographic scope The geographic scope of development studies is generally considered to be most of Asia; sub-Saharan Africa, the Middle East and North Africa; Latin America and the Caribbean; and often the formerly Communist transition economies of East and Southeast Europe. Many insights from development economics have been applied also to “lagging” areas of high-income countries, including indigenous peoples’ territories and other relatively deprived communities. Indeed, economic development is an ongoing, dynamic process.11

A dynamic field Because of the many differences in the severity of problems facing countries, and the complexity of the development process, development economics must be eclectic, attempting to combine relevant concepts and theories from traditional economic analysis with new models and broader multidisciplinary approaches, including studies of the historical and contemporary development experiences of countries throughout the world. Development economics is a field on the crest of a breaking wave, with new theories and new data constantly emerging. These theories and statistics sometimes confirm and sometimes challenge traditional ways of viewing the world. The ultimate purpose of development economics, however, remains unchanged: to help us understand how to improve the lives of the global population.

1.4.2 The Central Role of Women

Development scholars generally view women as playing a central role in the development drama, which must be the first thought rather than an “afterthought.” Globally, women tend to be poorer than men; they are also more deprived in health, education and in freedoms in all its forms. These facts alone lead to the special focus on women in development. Moreover, women in developing countries have primary responsibility for child rearing, and the resources that they are able to bring to this task will determine how readily the cycle of transmission of poverty from generation to generation can be broken. Children need better health and education, and studies from around the developing world confirm that mothers tend to spend a significantly higher fraction of income under their control for the benefit of their children than fathers do. Women also transmit values to the next generation. To make the biggest impact on development, then, a society must empower and invest in women. We return to this topic in more depth in Chapters 5 to 9, and 15.

Today, most development specialists conceive of development as a multidimensional process involving major changes in social structures, popular attitudes, and national institutions, as well as acceleration of economic growth, reduction of inequality, and poverty eradication. Development, in its essence, represents the whole gamut of change by which a social system, tuned to the diverse basic needs and evolving aspirations of individuals and social groups within that system, moves away from a condition of life widely perceived as unsatisfactory toward a situation or condition of life regarded as materially and spiritually better.

No one has identified the human goals of economic development as well as the Nobel Laureate Amartya Sen, perhaps the leading thinker on the meaning of development.

1.5 The Meaning of Development: Amartya Sen’s “Capability” Approach

The view that income and wealth are not ends in themselves but instruments for other purposes goes back at least as far as Aristotle. Amartya Sen, winner of the 1998 Nobel Prize in economics, argues that “capability to function” is what really matters for status as a poor or non-poor person. As Sen puts it, “the expansion of commodity productions...are valued, ultimately, not for their own sake, but as means to human welfare and freedom.”12

In effect, Sen argues that poverty cannot be properly measured by income or even by utility as conventionally understood; what matters fundamentally is not the things a person has—or the feelings these provide—but what a person is, or can be, and does, or can do. What matters for well-being is not just the characteristics of commodities consumed, as in the utility approach, but what use the consumer can and does make of commodities. For example, a book is of little value to an illiterate person (except perhaps as cooking fuel or as a status symbol). Or, as Sen noted, a person with a parasitic disease will be less able to extract nourishment from a given quantity of food than someone without parasites.

To make sense of the concept of human well-being in general, and poverty in particular, we need to think beyond the availability of commodities and consider their use: to address what Sen calls functionings—that is, what a person does (or can do) with the commodities of given characteristics that they come to possess or control. Freedom of choice, or control of one’s own life, is itself a central aspect of most understandings of well-being. A functioning is a valued “being or doing,” and, in Sen’s view, functionings that people have reason to value can range from being healthy, being well nourished, and well clothed, to being mobile, having self-esteem, and “taking part in the life of the community.”13

Sen identifies five sources of disparity between (measured) real incomes and actual advantages:14 (1) personal heterogeneities, such as those connected with disability, illness, age, or gender; (2) environmental diversities, such as heating and clothing requirements in the cold or infectious diseases in the tropics, or the impact of pollution; (3) variations in social climate, such as the prevalence of crime and violence, and “social capital”; (4) distribution within the family—economic statistics measure incomes received in a family because it is the basic unit of shared consumption, but family resources may be distributed unevenly, as when girls get less medical attention or education than boys do; and (5) differences in relational perspectives, meaning that some goods are essential because of local customs and conventions. For example, necessaries for being able, in Adam Smith’s phrase, “to appear in public without shame,” include higher-quality clothing (such as leather shoes) in high-income countries rather than in low-income countries.

In a richer society, the ability to partake in community life would be extremely difficult without certain commodities, such as a telephone, a television, or an automobile; it is difficult to function socially in Singapore or South Korea without an e-mail address. And minimal housing standards to avoid social disgrace also rise strongly with the average wealth of the society.

Thus, looking at real income levels or even the levels of consumption of specific commodities cannot suffice as a measure of well-being. One may have a lot of commodities, but these are of little value if they are not what consumers desire (as in the former Soviet Union). One may have income, but certain commodities essential for well-being, such as nutritious foods, may be unavailable. Even when providing an equal number of calories, the available staple foods in one country (cassava, bread, rice, cornmeal, potatoes, etc.) will differ in nutritional content from staple foods in other countries. Moreover, even some sub-varieties of, for example, rice, are much more nutritious than others. Finally, even when comparing absolutely identical commodities, one has to frame their consumption in a personal and social context. Sen provides an excellent example of bread, the most basic of commodities. It has product “characteristics” such as taste and nutrition such as protein; and it helps to meet conventions of social exchange in the sense of breaking bread together. But many of these benefits depend on the person and her circumstances, such as her activity level, metabolism, weight, whether she is pregnant or lactating, nutrition knowledge, whether she is infected with parasites, and her access to medical services. Sen goes on to note that functioning depends also on: “(1) social conventions in force in the society in which the person lives, (2) the position of the person in the family and in the society, (3) the presence or absence of festivities such as marriages, seasonal festivals and other occasions such as funerals, (4) the physical distance from the homes of friends and relatives. . .”15

In part, because such factors, even on so basic a matter as nutrition, can vary so widely among individuals, measuring individual well-being by levels of consumption of goods and services obtained confuses the role of commodities by regarding them as ends in themselves rather than as means to an end. In the case of nutrition, the end is health and what one can do with good health, as well as personal enjoyment and social functioning. Indeed, the capacity to maintain valued social relationships and to network leads to what James Foster and Christopher Handy have termed external capabilities, which are “abilities to function that are conferred by direct connection or relationship with another person.” But measuring well-being using the concept of utility, in any of its standard definitions, does not offer enough of an improvement over measuring consumption to capture the meaning of development.16

As Sen stresses, a person’s own valuation of what kind of life would be worthwhile is not necessarily the same as what gives pleasure to that person. If we identify utility with happiness in a particular way, then very poor people can have very high utility. Sometimes even malnourished people either have a disposition that keeps them feeling rather blissful or have learned to appreciate greatly any small comforts they can find in life, such as a breeze on a very hot day, and to avoid disappointment by striving only for what seems attainable. (Indeed, it is only too human to tell yourself that you do not want the things you cannot have.) If there is really nothing to be done about a person’s deprivation, this attitude of subjective bliss would have undoubted advantages in a spiritual sense, but it does not change the objective reality of deprivation. In particular, such an attitude would not prevent the contented but homeless poor person from greatly valuing an opportunity to become freed of parasites or provided with basic shelter. In contrast, a person who is secure in their entitlement to full nourishment may decide to fast for non-material reasons: freely chosen fasting is fundamentally different from living with malnutrition or starvation.

Consider functionings as resulting from choices, given capabilities. The functioning of a person is an achievement. Sen provides the example of bicycling: “[B]icycling has to be distinguished from possessing a bike. It has to be distinguished also from the happiness generated by [bicycling]. . . A functioning is thus different both from (1) having goods (and the corresponding characteristics), to which it is posterior, and (2) having utility (in the form of happiness resulting from that functioning), to which it is, in an important way, prior.”17

To clarify this point, in his acclaimed 2009 book, The Idea of Justice, Sen suggests that subjective well-being is a kind of psychological state of being—a functioning— that could be pursued alongside other functionings such as health and dignity. In the next section, we return to the meaning of happiness as a development outcome, in a sense that can be distinguished from conventional utility.

Sen then defines capabilities as “the freedom that a person has in terms of the choice of functionings, given his personal features (conversion of characteristics into functionings) and his command over commodities.”18 Sen’s perspective helps explain why development economists have placed so much emphasis on health and education, and more recently on social inclusion and empowerment, and have referred to countries with high levels of income but poor health and education standards as cases of “growth without development.”19 Real income is essential, but to convert the characteristics of commodities into functionings, in most important cases, surely requires health and education as well as income. The role of health and education ranges from something so basic as the nutritional advantages and greater personal energy that are possible when one lives free of parasites to the expanded ability to appreciate the richness of human life that comes with a broad and deep education. People living in poverty are often deprived—at times deliberately—of capabilities to make substantive choices and to take valuable actions, and often the behaviour of the poor can be understood in that light.

For Sen, human “well-being” means being well, in the basic sense of being healthy, well-nourished, well-clothed, literate, and long-lived, and, more broadly, being able to take part in the life of the community, being mobile, being physically secure, and having freedom of choice in what one can become and can do.

Sen’s framework is related to the idea that development is both a physical reality and a state of mind in which the means for obtaining a better life are secured, following at least three objectives: (1) increasing the availability and widening the distribution of life-sustaining goods such as food, shelter, health, and protection; (2) raising levels of living, including higher incomes, provision of jobs, better education, and greater attention to cultural and human values, to enhance material well-being and generate greater self-esteem; and (3) expanding the range of economic and social choices available to individuals and nations by freeing them from servitude and dependence both to other people and nation states, and to ignorance and human misery.

Other perspectives Dudley Seers addressed the meaning of development succinctly in 1969, asking rhetorically, “What has been happening to poverty? What has been happening to unemployment? What has been happening to inequality? If all three of these have declined from high levels, then beyond doubt this has been a period of development for the country concerned. If one or two of these central problems have been growing worse, especially if all three have, it would be strange to call the result “development” even if per capita income doubled.20 In 1971, Denis Goulet asserted, “Development is legitimised as a goal because it is an important, perhaps even an indispensable, way of gaining esteem.”21

Sen’s invaluable framework is also more systematic and builds on contributions of development thinkers who went before him. Nobel Laureate in economics W. Arthur Lewis stressed the relationship between economic growth and freedom from servitude when he concluded that “the advantage of economic growth is not that wealth increases happiness, but that it increases the range of human choice.”22 Lewis’s point is a caution against “fetishising” income growth or thinking of utility as depending only on income; of course this does not mean happiness is unimportant, or that people would refrain from making choices that improved their happiness. Happiness is a key concern for economic development.

1.6 Happiness and Development

Happiness is part of human well-being, and greater happiness may in itself expand an individual’s capability to function. As Amartya Sen has argued, a person may well regard happiness as an important functioning for her well-being.23


FIGURE 1.1Income and Happiness: Comparing Countries
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Note: The data on the x-axis is drawn from the World Bank World Development Indicators. The y-axis uses the Cantril Self-Anchoring Striving Scale from the Gallup World Poll, asking respondents to imagine a ladder with steps from 0 (worst possible life for you) to 10 (best possible life for you) and answer. On which step of the ladder would you say you personally feel you stand at this time?



Economists have explored the empirical relationship across countries and over time between subjectively reported satisfaction and happiness and factors such as income. However, there is wide variation in the relationship between income and happiness, especially across developing countries. One of the findings is that the average level of happiness or satisfaction increases with a country’s average income. Earlier research showed that roughly four times the percentage of people report that they are not happy or satisfied in Tanzania, Bangladesh, India, and Azerbaijan as in the United States and Sweden.24 

Figure 1.1 provides an illustration of this relationship, using 2018 data. The x-axis shows income per capita (adjusting for purchasing power parity, as described in Chapter 2). The y-axis shows an indicator for happiness, in this case responses to a Gallup World Poll life satisfaction “ladder” question. As typical for such data, average happiness is greater with higher average income, but the relationship is increasing at a decreasing rate; and after a high enough level of income is reached (about $40,000 in these data), happiness is no higher on average with higher income. Once average national incomes grow to this point, most citizens have usually escaped extreme poverty. At these levels, despite substantial variations across countries, if inequality is not extreme then a majority of citizens are usually relatively well nourished, healthy, and educated.

The “happiness science” findings call into question the centrality of economic growth as an objective for high-income countries. But they also reaffirm the importance of economic development in the developing world, whether the objective is solely happiness or, more inclusively and persuasively, expanded human capabilities.

Not surprisingly, studies show that financial security is only one factor affecting happiness. Happiness researcher Richard Layard identifies seven factors that surveys show affect average national happiness: family relationships, financial situation, work, community and friends, health, personal freedom, and personal values. In particular, aside from not being poor, the evidence says people are happier when they are not unemployed, not divorced or separated, and have high trust of others in society, as well as enjoy high government quality with democratic freedoms and have religious faith.25 The importance of these factors may shed light on why the percentage of people reporting that they are not happy or satisfied varies so widely among developing countries with similar incomes. For example, Layard reports that the fraction of people who are not happy and satisfied on average is four times as great in Zimbabwe as in Indonesia, despite somewhat higher incomes in Zimbabwe, and over three times as great in Turkey as in Colombia, despite somewhat higher incomes in Turkey at the time of the study.

Many people, throughout the world, from low- to high-income countries, hope that their societies can gain the benefits of development without losing traditional strengths such as moral values and trust in others, sometimes called social capital.

The government of Bhutan’s attempt to make “gross national happiness” rather than gross national income its measure of development progress has attracted considerable attention.26 Informed by Sen’s work, its indicators extend beyond traditional notions of happiness to include capabilities such as health, education, and freedom. Happiness is not the only dimension of subjective well-being of importance.

As the 2010 Stiglitz-Sen-Fitoussi Commission on the Measurement of Economic Performance and Social Progress put it: subjective well-being encompasses different aspects (cognitive evaluations of one’s life, happiness, satisfaction, positive emotions such as joy and pride, and negative emotions such as pain and worry); each of them should be measured separately to derive a more comprehensive appreciation of people’s lives.27

Although, following Sen, what people say makes them happy and satisfied as just one among valued functionings is at best only a rough guide to what people value in life, happiness research adds new perspectives to the multidimensional meaning of development. 

1.7 The Sustainable Development Goals: A Shared Development Mission

1.7.1 Seventeen Goals

In September 2015, the member countries of the United Nations adopted 17 Sustainable Development Goals (SDGs), to be achieved by 2030, thereby committing to substantial achievements in ending multidimensional poverty and improving the quality of life. The resolution affirmed: “We are determined to end poverty and hunger, in all their forms and dimensions, and to ensure that all human beings can fulfil their potential in dignity and equality and in a healthy environment.”28 The process of developing and adopting the SDGs was complex and took a long time to finalise, incorporating ideas from stakeholders around the world.29

The 17 goals span many, although not all, of the widely accepted goals of economic development. The 17 agreed goals are listed in Table 1.1.30

Goals were assigned 169 targets to be achieved by 2030; some were much more specific than others. There were also 304 indices to be used to track progress, of which 232 were agreed upon by the end of 2018.31 Some selected prominent targets are spelled out in Table 1.2.

Along with the United Nations, the World Bank, the International Monetary Fund (IMF), OECD, and the World Trade Organization (WTO), NGOs from developing as well as developed countries had a voice in their formulation. The goals are officially used by most development agencies and many independent NGOs.32
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