MODULE 2
GDP-GNI
	-GDP-gross domestic product-mkt value of goods and services produced in a given period.  Where it was produced
	-GNI-gross national income-mkt value of all goods and services produced by the nationals of a country-who produced it
-GDP+GNI
	Advantages-
		-available for all countries
		-good rough estimate of income
	Disadvantages
		-no info of well being of people
		-statistical issues w/ the calculation
		-no info on under ground economy(large part of developing countres)
		-large dependence on resources
-Comparison across countries
	-Nominal rate-set by supply and demand of currency for international trade and finance; simple but misleading
	-PPP rates-take into account the purchasing power of a unit of currency
		-need to: determine a representative basket
		                   determine cost of “basket
		-the ratio is the PPP exchange rate
		-how basket is determined?
			-must represent consumption in country
			-must have same quality
			-prices vary within a country(urban vs. rural)
		-business students planarbitrage
Social Indicators
	-Human Development Index
		-mean of 1)life expectancy index 2)education index(yrs of schooling) 3)income index(GNI/capita)
		-advantage-ultimately what we care about
		-disadvantage-little change is hard to measure
Inequality
	-why care?
		-goal of development is to help poorest of poor
		-related to extreme behavior, social unrest, and crime

	-Lorenz Curve









	-Kuznets Curve









Module 3
Correlation
	-visually-draw scatter plot
	-fit a line to minimize error term
	-interpret slope and coefficient
	-relationship is significant if about/below 95%
Correlation vs. Causality
	-draw causality chart x=>y
	-1st problem is reverse causality x<=y
	-2nd problem is third variable  z=>x and z=>y
Endogeneity
	-Endogenous-for an agent if agent can change/affect them(ex. Where you live, studying, showing up for class)
	-Exogenous-for an agent if agent cannot change/affect them(ex.weather, certain physical traits, laws, war, etc.)
	-thicky onesgoing to school for 10 yr old is exogenous while for 20 yr old is endogenous; economic shocks are endogenous 		to a country(country can affect its economic growth)
Module 4
Terminology 
-All upper-case letters represent total output, while lower-case letters represent per capita output 
	-“K” is capital. Think of machinery or computers. 
	-“Y” is the production. Think of GDP. 
	i. It’s a function of capital, labour and technology 
	ii. Concave in capital 
	-“δ” is the depreciation rate. Think of machines being used up, breaking, being outdated. Assumed to be around 0.95. 
	-“s” is the saving rate. Think of the share of your income that you save. Assumed to be around 0.1. 
	-“n” is the growth rate of the population. 
Capital Accumulation Rule 
	-Capital tomorrow is what is left of the capital of the previous period plus the new capital that is saved in the current period. 
		i. Kt+1 = (1- δ) Kt + sYt
	-Transform everything in per capita term by dividing by Lt 
		i. Kt+1 / Lt = (1- δ) kt + syt 
	-Assume that Lt+1 = (1 + n) Lt 
		i. kt+1 (1+n) = (1- δ) kt + syt 
	-Define equilibrium as a lack of variation in capital per capita: kt+1 = kt = k* 
		i. k*(1+n) = (1- δ) k* + sy*
	-Solve for k*
		i. k* (n + δ) = sy* 
		ii. LHS is how capital is lost, and RHS is how capital is accumulated Draw the equality on the board. 
Numerical Example with traditional production function 
	-Y = sqrt(K) ; s = 0.50; δ = 0.10; n=0; K0 = 1 
		i. K1 = 0.90 * 1 + 0.50 * sqrt(1) = 1.4
		ii. Y1 = sqrt(1.4) = 1.18
		iii. K2 = 0.90 * 1.4 + 0.5 * 1.18 = 1.026 + 0.59 = 1.616 
		iv. Y2 = sqrt(1.616) = 1.27
		v. First, there was a growth rate of 18 % and now 7.6 %. 
 		vi.As countries have more capital, their growth rate diminishes 
	-Y = sqrt(K) ; s = 0.50; δ = 0.10; n=0; K0 = 25 
		i. K1 = 0.90 * 25 + 0.5 * sqrt(25) = 22.5 + 2.5 = 25 = K0
		ii. It’s the equilibrium, because it solves: k* (n + δ) = s * sqrt(k*) ! 
Numerical Example with function with concave and convex areas 
	-Starts concave, then becomes convex 
		i. Three equilibria
			a) First one is unstable b) Second one is stable c) Third one is unstable 
		ii. Convexity leads to instability, while concavity leads to stability 
	-Starts convex, then becomes concave 
		i. Three equilibria
			a) First one is stable b) Second one is unstable c) Third one is stable 












Comparative statics 
-Increase in saving rates leads to an increase in the equilibrium capital 
-Increase in the depreciation rate leads to a decrease in the equilibrium capital 
-Increase in the growth rate of population capital 
Dynamic Analysis
	-Thinking theoretically about the equality 
		i. k* (n + δ): is the lost capital
		ii. sy* is the new capital
		iii. When LHS is greater than RHS, there is a decrease in capital. 
		Conversely, when LHS is smaller than RHS, there is an increase in capital. 
	-Looking at the equality on the board 
		i. On the left of the equilibrium, there is an increase in capital. On the right, there is a decrease. 
		ii. The closer one gets to the equilibrium from the left, the smaller is the difference between both curves. Since the 			difference represents the new capital, as countries get closer to the equilibrium capital, they tend to grow more 			slowly than countries further away from the equilibrium quantity. 
Empirical Implications: Convergence over time 
	-If the model is correct, less developed countries (those with less capital) will grow faster than developed countries (those 	with more capital)
	-Taking a subset developed countries, Baumol finds that countries with less capital originally (Finland and Japan) grew faster 	afterwards than countries with more capital originally (US and UK).
	-Self-selection bias. All developed countries are now developed and some were not developed in the past. Obviously, there will 	be some convergence. 
	-Why did Baumol choose those countries? Needed long time series of growth. 
	-What about developing countries? Divergence, Big time 
		i. Ratio of GDP per capita of richest to poorest was 8.7 (1870), 38.5 (1960) and 45.2 (1990). 
		ii. Assuming absolute poverty for poorest countries to exaggerate convergence. Yet, there is still divergence. 
	-Predictions of the Solow model are falsified, are people not saving enough? 


Module 5
Expected value
	=sum of prob x payoff
Independence of Events
	-independent if knowing that one event has happened does not give any info about probability of occurrence of other events
	-P(A|B)=P(A)
	-when 2 events are independent, the prob of both taking place is product of two probabilities
	-in general we make assumption that events are independent but not always realistic
Assumptions in Finance World
	-perfect competition in banking sector (lots of banks), so banks make no profit
	-risk neutrality. Borrowers don’t care about risk
	-borrowers have no personal wealth and have no outside opinion
Five Cases: see notes
	1)No Risk, Perfect Info
	2)Risk, Perfect Info
	3)Risk, Unknown types: adverse selection
	4)Risk, Unknown projects: ex-ante moral hazard
	5)Risk, Unknown Outcomes: ex-post moral hazard
Problems and Solutions
	-problem: borrowers benefit from risk, b/c they do not carry all the risk when the project defaults
	-first solution: collateral
	-second solution: no further loans to people who default
	-third solution: get info on borrower and infer the future behavior
	-fourth solution: equity
All Solutions are applied in Developing Countries
	-mortgages are loans that include collateral (house)
	-individuals that default get bad credit reports and are not approved for further loans
	-venture capital for risky business
	-developed countries have good incentives for well functioning financial system, but developing countries do not

Module 6
Environment in Developing Countries
	-poor people generally don’t have valuable assets to be used as collateral or don’t have papers to prove they own certain assets
	-bad judicial system so it could be hard for a bank to claim a collateral if a borrower does not pay back
	-no social insurance number so its impossible to ID people and therefore impossible to punish people for defaulting
Consequences
	-incentives to adopt risky behavior and/or default
	-failure of the banking system means too little investment and high interest rates (50%+)
	-little competition because one needs to know borrowers personally
	-presence of money lenders who benefit from their position to demand very high interest rate
Solutions
	-the 1970’s-gov’t banks: loan to friends of the regime and series of bankruptcylack of info and wrong incentives
	-How to get info
		-hire people in the know.  Who supervises them?
		-hire the borrowers. ROSCA(rotating savings and credits association) or group lending
	ROSCA-monthly meeting of villages whereby each participant contributes a fixed amount and one person receives a lump sum	
		-advantages-
			-villagers accept/refuse new participants and therefore solve the info problem
			-movement within ROSCA as indication of trust
			-good way of saving
		-disadvantages-
			-fixed amount may not fit needs of all
			-great social pressure may create conflict and unduly risk taking
			-exacerbates existing social conflicts(social outcasts)
			-wrong incentives of the first person
	GROUP LENDING-loan to a group who is collectively liable for it, if one person does not pay back, the next person in line gets 	no loan and all members are denied loans in the future
		-matching with person “j”
			-own project is unsuccessful (1-πi)0
			-own project successful and other is successful (πIπj)(R-r)
			-own successful and other unsuccessful πi(1-πj)0
			-Profit: PiPj(R-r)
		-assortative matching: good types (high π) match with other good types
		-perspective of the bank
			-advantages-
				-more flexibility than ROSCA, since bank can accommodate different loan sizes
				-addresses adverse selection and moral hazard
			-disadvantages-
				-low scale profitability
				-social pressure may lead to overly risky behavior
Empirical Evidence on Group Lending
	-is there a market for investments?
		-mel, Mackenzie, woodruff(2008)-gave capital to small businesses and monitored them after.  Increase in profit 50-			60%, much more than 12-20% charged by banks
	-what incentives matter?
		-marlan and Zimmerman (2009)-compared repayment rate of 4 groups of borrowers
			-high interest loans (attracts risky types)
			-low-interest loans (attracts risky and safe types)
			-surprise low(risky types who will not suffer as much from moral hazard problem of defaulting)
			-surprise low for now and future(defaulting becomes very costly)
		-repayments highest for those w/ dynamic incentives
		-adverse selection does not seem like too much of a problem
	-some risk is good
		-what is behavioral economics?
			-models necessarily theoretical, while real life is a bit more complicated
			-take the model and test it literally on people
			-when behavior of person could bring harm to other people, how do people do?
		-Fischer (2010) puts people in lab to see the risk loving behavior of borrowers. *Overly risk adverse borrowers can 			be bad for the economy.  Need some risk trying stuff
	-frequency of repayment
		-frequent repayment is good b/c its possible to get more info, people see each other more, can offer help/advice
		-frequent repayment is bad b/c borrowers cannot make long term investments.  The investment will only start 			producing a payoff after a certain time.  By forcing people to payback early, they may shift their investment towards 			less risky project
Beyond Group Lending
	-creating dynamic incentives: the amount loaned should increase
	-involving borrowings, but not too much
		-want the social pressure
		-don’t want to create frictions within a country that involves greater cost
	-frequent repayment
		-making sure that people get to know each other
		-collect info
		-avoid temptation
		-allow enough time for the investment to be productive
	-flexible approach to collateral.  As long as the person cares about the collateral, there will not be a moral hazard problem
	-risk in not always a bad thing.  Procedures to forgive

Module 7
Basics of Measuring Impact
Experiment	
	-Treatment: offer a service, create a policy
	-treated group: people who are affected by treatment
	-control group: people who are not affected by treatment
	-dependent variable: variables that will be measured for both treated and control group to see if treatment affects it
Ex. Medicine:
	-treatment: some new pill
	-treated group: random group of people who get pill
	-control group: random group of people that gets sugar pill (placebo effect)
	-dependent variable: cholesterol level after one month
Ex. Microfinance
	-treatment: entrepreneurs who get loans (not randomly chosen)
	-treated group: loans to entrepreneurs
		-aside: is microfinance only about loans?
			-ROSCA-create some social structure
			-MFI-may give advice to entrepreneurs (budget, business plan, etc.)
	-control group: who is comparable to entrepreneurs but do not receive treatment?
		-spillover effect from treated to control if they live in small village, one person starts firm and hires 			someone in control group
	-Dependent variable: what do we care about
		-wealth, income, health, edu, income risk, growth of business, profitability, happiness, etc.
			-how do we measure these variables?
Time frame
	-microfinance may not be helpful in weeks following disbursement but maybe months or years 
	-maybe effect disappears after a few years of a continental divide
	-impact of attrition on estimates
	-are variables measured before of after treatment
Solutions
	-random allocations of loansvery expensive, not the way microfinance works
	-using new and experienced borrowerswhy did new borrowers not borrow before? Is there a difference in info. Not all 	borrowers who start w/ loan stay in program.  Difference in motivation
	-Exogenous Criteria (maximum asset)people w/ assets about threshold may not borrow, how to ID people above threshold 	that would borrow if no threshold
Coleman(1999)
	-formation of borrowing groups before loans were disbursed, not all villages could get loans due to budget constraints
	-creation of perfect control groupsmotivated, competent borrowers
	-possibility to check the magnitude of effect when taking non-participant
	-result: little impact when taking correct specifications, but large impact when taking naïve specifications
	-warning: NE Thailand may well be fairly well developed, and for that reason there could have been sufficient access to finance

Module 8
To invest one need to be well educated and healthy
	-only with education can one discover entrepreneurial activities
	-only with good health is it possible to look ahead and plan for future
Education
	-how could education affect earnings
		-increase skill sets and productivity
		-affects tech acceptance, farmers with more education had 10% earning before green revolution and 40% after
	-impact on wages
		-psacharopolous(1994)-find an increase in wage of about 10%/yr of schooling
		-is schooling endogenous? Maybe smarter people go to school longer and salary is actually a function of intelligence 			and not education
			-unobserved 3rd variable
	-impact on others
		-externality: side effect of a decision that affects other parties without being reflected in cost/benefit decision
			-negative or positive
		-externality on education
			-if surgeon is surrounded by bad nurses surgeon looks bad
			-one persons productivity is dependent on number of others productivity
			-how does this affect education? If I am only one with education my productivity wont increase much
			-poverty trap-if I expect no one else will get educated I will also no get educated
	-measuring impact of education without endogenity problem
		-difference-in-difference
			-compare regions with similar economy, demography, culture
			-the difference in the differences is impact of the policy
			-ex. Prov A and B are comparable, A allows unions while B doesn’t
				Prov A before 5 after 7difference=2
				Prov B before 5 after 8difference=3
				-diff-in-diff2-3=-1unionization decreases unemployment by 1%
	-education: school construction in Indonesia (duflo, 2001)
		-61,000 primary schools built 1973-1978, construction time is random
		-if schools are closer to students in different regions, its less costly to go to school, increased enrollment 69-83%
		-students are not going to school because they are better but because they are closerendogenous
		-some kids too old to benefit(another control)
		-avg. increase in schooling about .12 to .19 years
		-avg. increase in earnings 1.5-2.7%
		-avg wage increase between 6.8-10.6%
	-methodology
		-comparing different regions(regression graph) for education achievement and wages
		-comparing cohort who had access to those who didn’t
	-difference-in-difference
		-can hide some important effects because not everyone is affected same way
		-different groups may vary across countries and across policies
		-hard to define group
Brain Drain
	-if productivity of an investment in education depends on the education of othersincentive for people with education to 		leave country to more educated country
	-“brain drain” increases with political instability and degree of fractionalization and origin and decreases native human K
	-in Canadalots of Canadians to US, Canada gets qualified immigrants to come if comparable education
	-no incentive for developing countries to invest in education if educated people leave country 
		-solution: laws to prevent people from leaving, increase productivity of country to make it worthwhile to stay in 			developing countries
	-simple model(example
		-assumptions see sheet
	-No incentive for developing countries to invest in education if educated people leave country.  Developed countries are also 	actively recruiting qualified immigrants
	-solution: 
		-laws to prevent people from leaving
		-increase productivity of the country to make it worthwhile to stay in developing country
Child Labor
	-sweat shops, child soldiers or prostitution? No, family farm for 97% of child laborers.  Still 8.4 million children involved in 	child trafficking
	-is working on the farm a way to learn about future work or is it preventing students from achieving their goals
	-does work harm children? Pupil who never work perform 28% better than those who do
		-endogeneity of child labor
		-children from rich families probably don’t work
		-children from educated families probably don’t work
	-relationship between wages and child labor.  Do children work more when wage is higher or do they go back to school when 	parents earn more?
		-Edmunds and Pacnik(2004) find that a trade stock increased wages but decreased child labor
		-conclusion: parents probably know what is in the best interest of their children
	-Impact of wealth on child labor(buddelmeyer and skoufias, 2004)
		-treatment discontinuity
			-ex. Give Q&A session to those who scored below 72% on midterm
				-reaction from studentsunfair, what’s difference between a 73% and 72%-->why 72%
				-if we offer a Q&A session outside of class who comes? Motivated students (3rd variable).  						-Impossible to determine causality
				-calculate scores of students just above(treated)/below(control) threshold
			-problems:
				-what if teacher is soft and lets kids in anyway
				-what if arranging favors(ex. Letting business students >72% in)
				-what if student asks for points off midterm to meet threshold
				-what if students know threshold before the midterm
			-threshold should be exogenous and respected
			-shortcomings: what does “just above/below” mean?
			-Recipe: continuous scores, threshold is exogenous and respected, dependent variable can be calculated 				on both sides of threshold
			-potential problems: 
				-threshold is endogenous(some one favoring a particular group)
				-possibility to affect results by doing test a number of times or wanting to score below 					threshold
		-Examples of Buddelmeyer and Skoufias(2004)
			-eligibility of progressa (poverty in Mexico)
			-households below threshold get money those above do not
			-compare the probability of households on both sides of threshold
			-families receiving money have a higher propensity to send kids to school
Health
	-health matters from production and in its own right(human development indicator)
	-early life health (almond, 2006)
		-Endogeneity problem
			-low income families may adopt certain behavior that may be unhealthy for fetus
			-what affected outcome of kids? Health behavior or other variables of low income status?
		-Natural experiment
			-1918 Influenza Pandemicstruck w/o warning very strong then receded(oct ’18-mar’19)
			-compare cohort born during to those born before/after
		-Results
			-“treated” people were 15% less likely to finish high school
			-wages of treated were lower by 5-9%
			-likelihood of being poor increased 15%
			-in-utero conditions matter
		-thinking ahead
			-children born during famine in Africa or other developing countries
			-children born during social unrest(2004 intifada increased risk of being born weighing less than 2.5kg)
			-effects last whole life
	-developing countries are particularly at risk
		-poor people are more at risk of catching diseases because of weak immune systems
		-poor communities at risk because they lack infrastructure to deal with contagious disease(open sewage)
		-special diseases in tropical countries
	-positive externality of health
		-when I’m sick, high probability to infect someone else, by taking precautions(vaccine) I make sure I don’t get 			disease, so no one gets it from me
		-by not going to work, I affect productivity of others
		-my health matters to everybody
	-the role of information in prevention
		-the relationship between education and health
		-prevention is always cheaper than the cure, but prevention requires information
	-measuring impact of health services
		-quality over quantity
			-need competent doctors
			-quantity (structural quality) is easier to measure than quality
				-medical vignette (exam like questions)
				-observations(send people to doctors to see how they work) pick up on effort
		-endogeneity of demand: sick people tend to ask more health services, so it could be that getting some treatment 			associated with other conditions and ultimately with higher probability of getting the disease

Module 9
Providing goods and services with natural monopoly
	-natural monopoly occurs when a business needs to incur a large fixed cost to provide goods/service
		-ex. Electricitymore productive to have one plant than many small ones
			-once large plant is constructed, impossible to compete because large can offer much lower prices
			-need for regulation, otherwise energy will be too expensive because of lack of competition
	-lack of energy supply: 92% of Nigerian firms have a generator
General Mismanagement
	-registration of a business in Peru: 10 months and 2 bribes
	-reduces incentive to start a business, to grow a business(stay invisible) or operate legally
	-why is there mismanagement?  Difficulty of getting revenues
		-difficulty of taxing
			-income tax: identifying people..no ID
			-need to know how much they earn: info from employer
			-value added tax from registered businesses w/ decent accounting
			-collecting taxes is hard: infrastructure problem
				-no post services, not national ID policy
				-bad accounting measures
				-requires massive investment, massive cost
			-solution: focus on international traded goods because easier to identify
				-create marketing boards to distribute goods (cocoa in Ghana)
				-exports(bad because they decrease competitiveness
				-imports(bad because it is difficult to export ½ finished goods)
Law, Order, and Property Rights
	-who will invest if they don’t know whether they will reap profit of investment?
	-fear of squatting: always cultivate to avoid unwanted visitorsreduce productivity of land
	-squatters will not invest as much as they should because they may not get return that would justify investment
	-general insecurity(unknown future) leads to lower investment
Corruption
	-definition: a misuse of public office for private gains (ex. Uganda and school supplies)
	-Vision in the 1970’s
		-draw a flux of income going to state and coming back to civil servants (developed) and a flux going directly to civil 			servants
		-same flux, no problem
		-corruption is actually better, because it creates incentives for the civil servants
	-Reality: think about incentives
		a-increase transaction costs by creating uncertainty (no contractual agreement) hold up problem
		b- creates incentives to over regulate and reduce efficiency
			-more forms=more money
			-need face contact to ask for a bribe.  No service over the internet/phone
		c-shifts career choice incentives
			-more profitable to be a corrupt civil servant that to start a business
			-more talented students therefore try to be civil servants and avoid more “socially” profitable 					occupations
		d-undermines democracy
			-any government policy will have no impact because unelected civil servant decides everything
			-think of pollution control: a business can simply corrupt the local official and get away with it
		e-hits the poorest
			-poor people also need public service
				-need to prove income, need to prove existence of kids to get social services
				-corruption makes it impossible for poor people to access certain services to reduce poverty
			-targeting fairly wealth people is double edged sword
				-larger potential for extraction, higher probability of getting caught
			-numerical example
				-ask bribe from poor person: 0% chance getting caught, 100% getting bribe of $50
				-ask bribe from wealthy person: 50% get caught and go to jail (-$500), 50% get bribe ($250)
	-overall corruption is is correlated with bad economic performance
		-reverse causality: maybe when bad economic future, do people turn to corruption for money
		-corruption is not the same everywhere: 2 types of corruption
	-types of corruption
		-think of a road with different road stops
			-3 people want to get from A to B (100, 300, 500)
			-2 road blocks who cannot recognize types
			-decentralized solution
				-1st road block wants $100 (profit=$300) everyone passes
				-1st road block wants $300(profit=600)
				-2nd road block wants $200, the 300 guy doesn’t even start trip
				-the 1st road block wants $500, second road block gets 0only equilibrium
			-Centralized solution
				-$150 and $150 for both road blocks (as long as it sums to $299)
				-socially better because profit of $200 for 500 guy
		-centralized (india and china)
			-one person determines how much it will cost to cross each road block
			-that person cares about traffic and economic activity.  If nobody takes that road, there will be no revenue 			from corruption
		-decentralized (democratic republic of congo)
			-each road stop is controlled by a different group
			-each group is too small to affect traffic on road so they do not take into account their fee for traffic
			-each group asks too much to cross the road block
			-nobody takes road and economic activity suffers
		-solution: 
			-more control, but who controls the controllers
			-more info and transparency.  Newspaper info on transfers to regions 
			-schooling
			-stronger civil society
	-centralized vs. decentralized
		-decentralization can create competition between jurisdiction people can choose the region they want to live in. 			Economists like competition
		-most developing countries have heavy centralized political structures (dictatorship or colonial heritage) a new 			trend is to decentralize powers to regional entities
		-advantages of centralization
			-cost effective: one person deciding, instead of having a bunch of regions deciding
			-get the best people to decide, get journalists to cover stories
			-weak civil society to keep checks of local pundits
		-disadvantages of centralization
			-may not correspond to the local tastes, induce regional conflicts
			-heavy structure, long administration, reduces effectiveness
			-lack of info on ground, no involvement of stakeholders
	-inflation
		-definition: increase in prices because of money production from the central bank.  Inflation is hidden tax on savings
			-put $100 in bank with 10% interest rate and 50% inflation
			-one year later could only buy $55 worth of what you could buy in previous year
		-why? The gov’t needs to finance itself and does not want to resort to taxation, so it prints money
		-impact
			-reduces incentive to save
			-destroys financial sector (usury laws)
			=real interest=nominal interest-inflation
			-greater uncertainty for businesses (price in future)
			-extreme: barter-no longer use money, extreme loss in efficiency
	-land reform
		-distribution of land to landless farmers (ex. Brazil)
		-advantages
			-fight inequality(historical roots)
			-increase in effort because working for oneself is more incentive than working for salary
		-disadvantages
			-economies of scale in agriculture(rental market)
			-fixed cost of getting info or consultants
			-bad incentives for other land owners if there’s a possibility of losing land
			-more risk for landowner(risk of large landowners may be better diversified)
	-trade of absence thereof
		-countries introduce trade barriers to stop international trade
			-ex. Tariffs, quotas, subsidies to own counties, local content(buy American) licences
		-advantages
			-we trade all the time (ex of profteach and research)
			-allows each person/country to specialize in what it does best and produce more overall
			-increases overall production
			-example w/ absolute advantagesee sheet
			-example w/ relative advantagesee sheet
		-disadvantages
			-certain groups may face adverse consequences: people producing computers in country A
			-lower skilled workers in Canada, for example
		-should a country protect certain industries
			-infant industry hypothesis, YES!
				-it takes time for an industry to mature and be competitive on international market
				-protect industry with tariff until it becomes competitive
			-infant industry hypothesis, NO!
				-industries will always argue they are not ready(textiles in Canada)
				-politicians are worried about losing support, so they never have an incentive to remove tariff
				-industries never try to increase productivity
				-meanwhile, companies using these products as inputs suffer
				-EX. Country A has tariff (50%) on wood to protect wood industry
					-furniture industry needs wood to produce furniture
					-instead of paying $100 for wood, now paying $150 so they can sell good for 						200(50labor)
					-the furniture industry in country B does not face tariff, so they can buy wood at 100 					and sell for 150
					-to protect furniture industry, country A introduces a 33.3% tariff on furniture to 						save furniture industry, and the furniture industry cannot export without subsidies
				-consumers also pay higher prices for consumption goods, small increase, but it adds up 					quickly.  Consumers have little interest to fight those inefficiencies
				-tariffs needs down whole like of products that require wood
	-why can’t politicians and voters get act together: political economy
		-what is a political economy
			-politicians are also human beings and they have incentives(want to be reelected)
		-elections or referendum(also important in dictatorships, see arab spring)
			-two options: agree or no, candidate A or B
			-advantage: no incentive to lie/exaggerate (think about if I were asking  you how much youd like me to 				change the due date of assignment due in 6 months
				-politicians are accountable
			-disadvantage: incumbents(existing holder of political office) always have advantage, and more so in 				developing countries, need resources to run a campeign and outsiders may not have those resources
				-gerrymandering: change rules to increase advantage; Soltuion: make constitution very hard to 				change, but one needs flexablity
				-a vote does not matter.  No incentive to participate
				-everybody has same weight, but some people may suffer a lot(think of transferring $ from 					research on a rare disease to a park)
		-Numerical Example: see sheet
		-why do voters accept this behavior?
			-may not be aware fo the problem-media controlled by gov’t in certain countries
				-media focus on certain issues, why?
					-journalists probably want to work in large cities, more infrastructe.  Bad 							infrastructure in remote areas
					-incentive for gov’t to spend more in urban areas
					-voters see the action of gov’t and vote accordingly
			-uncertainty as to what happens otherwise(think of arab spring)
				-calculation of social unrest
					-if nothing is done, payoff of $100				
					-w/ a revolution, prob 20% that payoff 150 but 80% payoff is 50
						=.2(150)+.8(50)=70<100
					-the risk of total chaos is sometimes enough to keep unhappy people from 						protesting
				-especially when these is a strong ethnic or social polarization
				-better to be poor when own ethnic group is in control then when a different group is in 					control
			-solutions: more women? Duflo and chattopadhyay (2004)
				-women are underrepresented in most political administrations
				-women may have different needs then men, and those needs should be addressed (water and 					infrastructure)
				-indain policy: randomly chose 1/3 of villages to be administered by women 265.  National 					experiment
				-elections where only women can be candidates
				-women councilor in non-reserved administrains were about 5%
				-comparison of projects undertakes in villages w/ men vs women leaders
				-results:
					-more participation by women during assemblies
					-villages with women undertook more projects important to women (roads and 						water)
			-conclusion: it’s not only about what best, its about how to crease incentives for political leaders to do 				what’s best.  How to introduce decentralization? Fight corruption?

Module 10
Why do developing countries need help?
	-not save enough because they are too poor  They therefore need savings from outside
	-saving gap story
		-incremental capital output ration(ICOR)=net investment/ΔY=4
		-investment can come from 2 sources
			-domestic: if domestic savings are not sufficient to reach a certain increase in output, a country will need 				foreign capital
			-foreign: capital could come from financial markets (ie multinational) but they have invested very little 				up to now in developing countries (wonder why?)
		-foreign capital therefore comes from aid agencies and foreign gov’ts
	-problem: money does not transform into capital by itself and capital is not productive by itself.  People do it
Link between Foreign Aid and Growth
	-example of zambia
	-burnside and dollar (2000): impact only when there’s good management
		-explain interaction term using basic graph
		-problem:
			-everything is endogenous
			-how do you measure good management? Issues w/ robustness
			-reverse causality
				-imagine aid is useless, but it’s given when countries are going through tough times
				-lots of money when economy is bad, and little money when economy is good
				-negative correlation between economic growth and aid, but its not actually valid
	-selectivity on foreign aid
		-conditionality
			-only countries that change their institutions should get loans
			-what about very poor countries? Ethic issue: can we leave population starving
		-evaluation
			-need to study the impact of the loans and their projects
			-determine best ideas
			-empirical objective from the beginning
		-best practices from easterly
			-specialization: donors should focus on certain countries that they know better
			-ineffective aid channels: offering goods/services that the recipient wants and not top down aid/  Washington consensus on aid
				-tied to aid: need to get some services
				-food aid: destroy domestic market by dumping products
				-technical assistance
		-Paris Declaration
			-ownership: developing countries set their own strategies for poverty reduction, improve their 				institutions and tackle corruption
			-alignment: donor countries align behind these objectives and use local systems
			-harmonization: Donor countries coordinate, simplify procedures and share info to avoid duplication
			-results: developing counties and donors shift focus to development results and results get measured 				instead of volume
			-mutual accountability: donors and partners are accountable for development results
Is loan forgiveness any better?
	-if countries expect loans to be forgiven (think about to tariff story), then loans become a form of subsidy
	-incentive to mismanage in the hope that loan will be forgiven
	-ethical dilemma when loans taken on by dictators should be paid back when dictator is deposed
	-easterly: when loans are forgiven, new loans are taken. Overall, no difference
What’s left?
	-big push forward from sachs
		-everything is interconnected
		-ex. Improving financial services does not change much if there is still rampant corruption
		-changing certain policies may be ineffective if other aspects remain inefficient
		-problem: the big push forward might be a big fail forward if institutions cannot handle it
		-problem: neo-colonialism (still control colonies through economic arrangements)  In 1950’s most developing 			counties gained independence but now we would take it back
	-incremental changes from easterly
		-continue to make small projects and monitor their success to establish best practices
		-problem: different projects may have a different impact across time and across regions.  Never bathe twice in the 			same river
History
	-colonialism
		-at the beginning
			-USA, Canada, Australia
				-very few easily extractable resources
				-low density of indigenous people
				-low potential for extractive economy
				-instead colonialization and creation of wealth
			-Peru
				-lots of gold and silver
				-high density of indigenous people
				-great potential for extraction(think of Togo: one road to the sea)
				-story about the forced work and 2 villages: treatment discontinuity
		-acemoglu and jonson(20000
			-role of institutions on growth
			-white settles did not settle in areas infested w/ malaria (or didn’t survive long)
			-areas with malaria had greater penetration of white settlers so the institutions were less based on the 				exploitation of natural resources
			-malaria infestation is negatively correlated with growth
			-maybe its just because malaria is generally bad for growth
		-different heritage of legal system
			-colonial powers have different legal systems
			-some legal systems are more conducive to business
				-2 examples of legal system: France(civil code) and England(common law)
				-civil code needs to go through a whole procedure to be changes, while common law adjusts as 					judges reinterpret the situation
		-1884 Berlin Conference on how to create countries
			-european countries created African countries
			-first objective: negotiate boundaries instead of fighting
			-second objective: end slavery
			-consequences: man regions that were homogenous were cut into different colonies and ethnic groups 				that had nothing in common were put together
		-divide and conquer
			-the case of Rwanda where Belgian colonists “created” to a large extent the differences between Hutu andTutsis
			-while the ethnic groups fight, they do not worry about colonizers
			-creation of conflicts within African countries
	-slavery
		-drain on the population: strongest males are taken awayprobably small long term impact
		-long term impact: shift in incentives and beliefs
			-new occupation: kidnap people and sell them off
			-increase in intertribal warfare to supply the market
			-villages would resettle far away from communication axes to avoid raids(blessing of bad geography)
			-reduction in trade between villages
			-reduction in trust (nathan Nunn)
		-evidence that the countries most affected by slave trade are still underperforming
			-# of slaves takes from each country to explain current economic performance
			-is the number of slaves endogenous?
			-maybe regions with less economics activity self select into slavery
			-distance between regions closest market as instrument
		-example from book of 2 cities and the encommiendo
Geography
	-curse of natural resources
		-no need to build up an economy when there are lots of natural resources
		-temptation to grab the natural resources for oneself which creates social problem(ex. Congo)
		-Dutch disease
			-exchange rate of a country depends on the exports (ex. Oil)
			-if other countries want these exports, they need to currency to buy them
			-increased demand leads to increased value of currency
			-the price of other exports in USD becomes more expensive
			-the more difficult for other sectors to export if a region has an advantage in a certain sector (ex. Alberta 				and ont in Canada)
	-landlocked countries have difficulty trading
		-lack of infrastructure makes the seaway very attractive for trade
		-lack of access to seas makes it difficult to trade and gain from it
		-very expensive to import machinery (ex. Mechanics in Ouagadougou)
Culture
	-hierarchal systems based on age and status of parents
		-role of age and weight in Mongoliadetermines who is important
		-hard on innovation
	-belief in the future
		-bad expectations leads to bad outcomes
		-optimism could lead to growth (matching)
	-values
		-trust
		-obedience to the rule of law
		-individual vs. collective spirit
Role of Given Characteristics
	-it’s not everything
	-black slaves are successful business men in US. Would not have been possible 100 years ago when the institutions 		discriminated against blacks
	-blacks in south Africa were successful farmers before the Apartheid was introduced in 1935.  Whites did not want the 	competitions from black farmers so they changed the institutions, and excluded black farmers
	-policies affect more development outcomes then history or geography




