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Chapter 1 
About 40 percent of people live in poverty on less than 2$ per day
Development Economics is concerned with:
· economic, cultural, and political requirements for effecting rapid structural and institutional transformations 
· Government, and some degree of coordinated economic decision making role
· Non-governmental organisations (NGOs) are also gaining prominence.
LDCs have 
· potential for multiple equilibria rather than single equilibrium, 
· price does not always equate supply and demand, 
· info is asymmetric between consumers and producers
Ethical and normative values, attitudes, and institutions are important
Traditional economic measures were to increase gross national income (GNI) by 5 to 7 percent per year. 
New View of Development:
· A multidimensional process that involves major changes in social structure, popular attitudes, and national institutions, as well as the acceleration of economic growth, reduction in inequality, and eradication of poverty. 
Sens Capabilities Approach:
· Capability function is what matters
· Poverty is not measured by income or utility
· What matters is not what someone has but what they can do with what they have
· Ex – an illiterate person cannot read a book
· Functioning is what a person can do, with the commodities that they possess 
· There are 5 sources of disparities found between real incomes and actual advantages
· Personal heterogeneities-disability, illness, age, or gender
· Environmental diversities-heating and clothing reqs in the cold, impact of pollution, infectious diseases in the tropics
· Variation in social climate-prevalence of crime and violence and “social capital”
· Differences in relational perspectives – poverty in one society is not poor in another (given the same commodities)
· Distribution within the family-girls may get less attention than boys
· Emphasis on the importance of health, education, social inclusion, income, and empowerment
The average level of happiness increases with a countries average income
Richard Layard – 7 factors that affect Avg National Happiness: 
· family relationships, 
· financial situation, 
· work, 
· community and friends, 
· health,
· personal freedom, 
· And personal values
All economies strive to achieve three basic core values: 
· Sustenance: basic human needs (food, shelter, health, protection)
· self-esteem: (sense of worth and self respect)
· freedom from servitude: freedom from slavery etc;.. 
Societies should empower and invest in women because women tend to give more value and income to their children/ the next generation, but are currently poorer, and more deprived in heath, education, and freedom. 
Objectives of Development
· increase available and distribution of basic needs like food, shelter, health, and protection, 
· raise levels of living
· expand range of economic and social choices available to individuals
Millenium Development Goals 
· adopted in 200 by the 189 member of the UN
· goal is to make progress in eradicating poverty by 2015
· assign responsibilities to rich countries
· goals include:
· eradicate extreme poverty and hunger
· achieve universal primary education
· promote gender equality and empower women
· reduce child mortality
· improve maternal health
· combat HIV/AIDS, malaria, and other diseases
· ensure environmental sustainability
· develop a global partnership for development
Brazil Case 
Chapter 2 
World Bank is the best classification method – of 208 economies based on GNI as follows (last measured in 2005) 
· LIC – Low Income Countries – GNI of < 875$
· LMC – Low Middle Income Countries 876$ - 3500$ GNI (rounded) 
· UMC – Upper Middle Income Countries 3500$ - 1100$ GNI (rounded)
· High Income OECD Countries – 10 726 + $ GNI 
· LIC, LMC, UMC – all considered developing countries
· NIC – newly industrializing countries (new advanced manufacturing centres) 
World bank also has classification of indebtedness
· Severely indebted
· Moderately “
· Less “
Estimates of GNI with PPP are higher than estimated with exchange rate 
Why PPP does not  hold in the short or medium run:
· Countries produce different baskets of goods than otherwise portrayed by PPP
· Some types of goods or services are not internationally traded
· Transpo costs or legal barriers may prevent price of good from being equalized in certain countries
Example »
· PPP (exchange rate) = Price in country 1/Price in Country 2
· Let the nominal exchange rate between the US and Ghana be 1 US dollar = 1.40 GHc. 
· Burger in the US = $3 – Similar Burger in Ghana = 4GHc
· The Purchasing power parity (exchange rate) of Ghanna/US = 4 GHc/$3 = 1.33 GHc/$
· GNI per capita in Ghana is GHc 4000. 
· The Ghanian GNI per capita PPP in US dollars = 4000/1.33 = $3007 PPP 
· With the EXG Rate the Ghanian GNI p/cap PPP in US $ would be = 4000/1.4 = $2857
· Hence the GNI per capita PPP (US$) is higher
HDI – Human Development Index: Ranks countries on a scale of 0 – 1 with 0 being the lowest human development and 1 being the highest. It is based on the following 3 aspects:
· longevity – measured by life expectancy at birth
· knowledge – weighted average of adult literacy (2/3), and mean years of schooling (1/3)
· standard of living – real gross domestic product adjusted for differing PPP of each country’s currency to reflect cost of living and assumption of diminishing marginal utility of income. 
· countries are categorized into three groups: 
· low human development (0.0 to 0.499), 
· medium human development (0.50 to 0.799) 
· and high human development (0.80 to 1.0)
To find a countries income index use this equation – example with PPP GDP of 1870$: 
· Income index=(log((1870)-log(100))/((log(40,000)-log(100))=.49
· Note this reflects diminishing marginal utility of income
· Countries with income over $40,000 are given the income index of 1.
For life expectancy index, the UNDP subtracts 25 years from a country’s current life expectancy at birth:
· 25 is the lowest life expectancy for any country in the last gen. 
· 85 is the max reasonable life expectancy for a country to try to achieve for the coming gen,
· Divide this by 60 (85-25 = 60)
· Ex – life expectancy of 63.3 years in 2004
· Life expectancy index = (63.3-25)/(85-25)=0.64
Education index is made up of two parts: literacy (2/3) and school enrollment (1/3) – capped at 100%)
· Ex. Adult literacy of 41% = adult literacy index is =(41-0)/(100-0)=0.41
· 57% enrollment  - gross enrollment index = (57-0)/(100-0)=0.57
· The overall education index = (adult literacy index * 2/3) + (enrollment index * 1/3).
· Education index = 2/3(0.41) + 1/3(0.57)=0.46
For the HDI each of the indexes receives equal (1/3 each) weight.
· HDI=1/3(income index)+1/3(life expectancy index))+1/3(education index)
· HDI=1/3(0.49)+1/3(0.64)+1/3(0.46)=0.53
Characteristics of Developing Countries
Poverty Trap – Low Income Countries have low income and productivity, low income leads to low investments in education, health, etc...; leads to low productivity and economic stagnation. 
Lower Levels of Human Capital (health, edu, skills) – under 5 mortality is 15 times higher in LICs – there is a correlation between mothers education and under 5 mortality rate
Higher levels of inequality and absolute poverty – the poorest 20% of people receive only 1.5% of worlds income – 2% of the income of 10% of the world’s richest people is required to bring 1 billion people to the poverty line of 1 $ a day. 
The magnitude of poverty in any country depends on 2 factors: the average level of national income and  the degree of inequality in its distribution. 
Absolute poverty represents a specific minimum level of income needed to satisfy the basic physical needs of food, clothing, and shelter in order to ensure continued survival.
Higher population growth rates – 5/6 of all the people in the world live in the developing world. Birth rates in low income countries is 3 times higher than that of high income countries
High death rates, although still lower than high income countries – weird …. Dependency Burden – Older People and Children – Supported by those ages 15 – 64 – 40% in developing countries although it varies across these countries. It is also 1.3 of developed countries. Therefore developing countries have a twin problem of high population rate and high dependency burden 
Greater Social Fractionalization many LIC experience ethnic, religious, and linguistic differences, which can cause internal strife and hinder development
Larger Rural Populations and rural to urban Migration – There are high populations in the rural areas which are much poorer than the urban areas and suffer from missing markets and social stratification – this is why so many urban people move from rural to urban regardless of the fact that they may not find a job. 
Lower levels of industrialization and manufactured exports – Agriculture seems a substantial share of employment, and constitutes a higher share of GDP in most developing countries whereas it has a very small output in the US and UK 
Adverse Geography – geography is said to play a part in underdevelopment as some pests, parasites, diseases, and resource constraints are tropical issues
Underdeveloped Financial and Other markets – imperfect markets and incomplete information
Colonial Legacy and External Dependence – Most LDCs used to be colonies of EU or ruled by colonial powers which did not work in their favour – private property, personal taxation and taxes in cash were introduced – thus introducing a lot of exploitation.  – Africa  felt it the most because of the slave trade. LDCs depend on developed countries for a lot, including environmental preservation. 
Relative Importance of the Public and Private Sectors and Civil Society 
There are 8 differences between the start of growth for developed and developing countries:
· Physical and human resource endowments
· Per capita incomes and levels of GDP in relation to the rest of the world.
· Climate
· Population size, distribution, and growth
· Historic role of international migration
· International trade benefits
· Scientific/technological research and development capabilities. 
· Efficacy of domestic institutions
LDCs are rising faster (at 2.5%) then developed countries at their time of growth (at 2%)
Since 1960, over 50 million have migrated from LDCs to developed countries. Most of these people are well educated and skilled. This is referred to as perverse brain drain due to the loss of human resources in LDCs which could constrain future economic progress
International engine of growth = free trade. Not as helpful for developing countries in the 20th century as it was for developed countries in the 19th century. LDCs are now often faced with tariff and nontariff barriers to trade. 
If the growth is similar between DCs and LDCs, there are 2 reasons that LDCs will catch up
· (1) Technology transfer. LDCs should take advantage of this to grow faster. Output should be doubled much earlier as development comes much later. 
· (2) Factor accumulation. Higher investment rates in LDCs should lead to high capital growth leading to a high output per worker.
Chapter 3
Classical Theories of Economic Development 
· (1) Linear Stages of Growth Model
· -Rostow’s Stages of Growth
· Underdevelopment to development is broken into stages 
· The traditional society
· The preconditions for take-off into self sustaining growth
· Mobilization of domestic and foreign saving
· The take-off
· The drive to maturity-self sustaining growth.
· The age of high mass consumption
· -The Harrod-Domar Growth Model
· More investment leads to growth
· Capital stock = K * (constant = A) 
· Total Output (GDP) = Y
· Capital output ration K/Y – certain amount of k needed for y
· Total savings = S, net savings ratio = s
· S=sY,                , 		, S=I,		        ,	 
· the more an economy is able to save-and invest-out of a given GDP, the greater the growth of that GDP will be
· The more they can save and invest, the faster they can grow.
· The other two components of economic growth are labour force growth and technological progress
· Technological progress can be expressed in the Harrod-Domar context as a decrease in the required capital-output ratio (K/Y), giving more growth for a given level of investment. 
· If LDC k is 3 then to grow at 5% – then s must increase to 15 (15 % (recommended take off rate of 15 – 20%)
·  (2) Theories and Patterns of Structural Change - The “two-sector surplus labour” model of Lewis and the “patterns of development” analysis of Chenery.
· The Lewis Theory of Development
· 2 parts to the model - the overpopulated rural sector -zero marginal labour productivity-with surplus labour (2) productive urban industrial sector into which labour from rural area sector is gradually transferred.
· The primary focus of the model is on process of labour transfer, and the growth of output, and employment in the modern sector
· The rate of industrial investment and capital accumulation in the modern sector determines the speed with which the output expansion occurs in the sector
· Level of wages in the urban sector is assumed constant
· Structural Change and Patterns of Development
· (3) International-Dependence Revolution 
· The Neocolonial Dependence Model
· The False-Paradigm Model
· The Dualistic-Development Thesis
·  (4) Neoclassical, Free Market Counterrevolution
· Free markets, Public choice and Market-Friendly Approaches
· Traditional Neoclassical Growth Theory
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