Introduction
I. What is development?
Three Nobel prize winners answer:

• Robert Lucas: The problem of economic development is to account for the observed pattern across countries and across time in levels and rates of grwoth of per capita income.(high income:developed, low:developing)
• Amartya Sen: Development can be seen as a process of expanding the real freedoms that person enjoy. no child labour no prostitution. (ability to make meaningful choices, require standard living)
• Joseph Stiglitz: A study of LDC is to economic what the study of pathology is to medicine the difference is that in economics pathology is the rule less than a 1/4 of mankind lives in the developed economics.
The field of Development economics (DE)

• DE is an applied field in the economic science

Uses theory and methods from macroeconomics and microeconomics and econometric
• The“mission”of DE is two-fold:

1. Diagnosis: What are the problems of developing countries? Must use reliable data and economic theory to define. 
2. Trying to define a treatment strategy :Critically depends on 1. Pitfalls of top and down or "one policy fits all" approaches especially if not based on solid economic data.
This Course:

• Scope: The economic structure and transformation of developing countires into developed countries.
• Two levels of analysis:

– macro level: economic growth(require good policy to develop), income distribution, political economy of countries as a whole or cross country comparisons using macroeconomic theory and country level data.
– micro level: individual sectors(agriculture, education, etc) institution or issues(using microeconomic and household level data)
• Questions: -What major economic forces drive growth and development?( require both develop and growth)
-What structural features characterize developing countries?
• Answers: Will not offer unambiguous answers to the problems of development, only teach you how to pose the "right" question. 
Why should we care? (from Easterly ch. 1)

• Infant mortality rate: 4 of 1000 in richest, 20% countries vs 200 of 1000 in poorest 20% of countries.
• The poorest of the poor: Huge within country variation in income(poorest double-cursed)
• Nutrition: hunger- daily calories intake 1/3 lower in poorest 20% of countries than in richest 20% (not enough food- cannot work-poorer)
• Oppression: debt bondage: child labour(incl: prostitution, child soldiers) oppression of women. 
• Growth and poverty: are redistributive policies necessary to generates economic growth or do they economic club grwoth?
Core values of development: 

· sustenance – minimum standard of living, i.e: the basic goods and services, such as food, clothing and shelter that are necessary to sustain an average human being at the bare minimum level of living. 
· self-esteem – the feeling of worthiness a society enjoys when its socialy political, and economic systems and institutions promote human values such as respect dignity, integrity, and self-determination. 
· freedom – a situation in which a society has as is disposal a variety of alternatives from which to satisfy its wants and individuals enjoy real choices according to their preferences. 
Core objectives of development:

Require income to enjoy freedom. If BC is at origin, no freedom. make themselves happiest possible. 
- to increase the availability and widen the distribution of basic life sustaining goods(e.g: food, shelter, health and protection)
-to raise levels of standard of living(e.g: higher per capital income, more jobs, better education, greater attention to cultural and human values)
-To expand the range of economic and social choices available(e.g freeing people from servitude) Child labour problem: chid don't know what they are giving up(opp. cost of education.)
II. Measurement of Development A good measure of development would incorporate all three development values simultaneously.
1. GNI per capita measured in US dollars (World Bank): GNI=GDP+factor income accuring to residents from aboard-income in the domestic economy accruing to non-residents.[more proper to measure ppl wealth or well-being standard of living.]
GNI per capita is a measure of average standard of living that ignores:

-the purchasing power of U.S dollars in poorer countries is higher than in richer countries due to the presence of non-tradable goods.
-The informal sector in poorer countries constitutes a larger share of GNI than in richer countries
-It is not a measure of well-being, effectively ignoring two of the three development goals; (does not count well-being, like bomb and kill ppl GDP increase)

*silent on the distribution of living standard across the population.
a) Purchasing power:

The law of one price states that PiUS =  ePiJ. (international commodity arbitrage condition), where e = exchange rate. 

Key assumption: -international trade is perfectly free; there are no transport costs, tariffs or other trade barriers.
-This assumption is violated in reality, especially in the non-tradable sector where transportation costs are very costly. 
Implication: If the dollar prices of non-tradable goods are much lower in poor countries, while the prices of tradable goods are kept close across countries by pi US= ePi J, then the overall cost of a standardized basket of both tradable and non-tradable will be lower in poorer countries. As a result, GNI measured at exchange rates gives an exaggerated estimate of the differences in average standard of living btw poor and rich countries. After adjusting for prices, income per capita gap btw poorest and richest country is about 40 times. 
b) Informal Sector

The presence of a large informal sector is problematic for several reasons:

-Its size is often difficult to estimate precisely(even if informal sector is accounted for above difference is at least 20 times), thus not giving an accurate picture how poor a country is 
-It is difficult to determine which parts of the population make up the informal sector-the rich or the poor. 
c) Distribution of income and a measure of well-being-GNI per capita is simply an average. A minority of rich individuals could raise the average significantly thus obscuring the fact that the majority live in poverty. 
-GNI per capita also ignores a range of issues such as quality of life, some items that contribute to GDP(e.g pollution, war spending) may be associated with the reduction of quality of life(self-esteem, freedom) Development classification based purely on GDP per capita could, therefore, be misleading. Ex: Cuba is low mid income country with high education level and high life-expectancy 
World Bank classification of living standards based on the World Bank Atlas Method: 

	Income group
	GDP per capita – lower bound
	GDP per capital – upper bound

	Low-income
	0
	1035

	Lower-middle income
	1036
	4085

	Upper-middle income
	4086
	12615

	High income
	12616
	


Example: a high income country (e.g. Saudi Arabia) could be developing for a range of reasons:

-income is not spread out evenly across the pop.( extreme levels of income inequality)
-broad segments of the pop. have no access to education and health. 
-segments of the pop. live in servitude child labour, degrading status of women or ethic , religious minorities etc.
-economic bads(e.g pop, war spending) are incorporated as contributors to standard of living.
2. Human Development Index (HDI) 

The main objective of HDI is to overcome two issues:

-to construct a measure that is better reflective of well-being, including minimum standard of living, self-esteem and freedom.
-a better reflective of the distribution of living standards across the pop.
It does so by taking a simple average of living standards, life expectancy and education (enrollment and adult literacy).

Each of these components reflective tries to reflects on the development goals:

· enrollment is indicative of no child labour
· adult literacy is indicative of adults have a reasonable choice in selecting an occupation to make a living and do not have to degrade their dignity
· life expectancy is indicative indicative people have a minimum standard of living to meet nutrition needs and also access to health care to avoid dying prematurely. 
Limitations of HDI:-choice of variables and weights is arbitary
-GNI per capita and HDI are highly positively correlated although the correlation is not 1 to 1
Computation of HDI:-HDI is a relative measure of development restriction of sample to very poor countries would allow some to be classified as "developed" 
HDI = 1/3*(Income index) + 1/3*(Life expectancy index) + 1/3*(Education index) 

HDI is measure of relative development that takes on a value btw 0 and 1 a higher value of the is associated with higher level of development. 
HDI has only relative of development. 
HDI adjusted for inequality
It uses geometric instead of arithmetic mean. Implecation this computation method favours countries that are able to bring the benefits of the development to large segments of the population. why?
countries with a more balanced profile is all three components receive a higher HDI score relative to countries with more extreme profile(high GNI per capita but low life expectancy and education indices)
Computation:  
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There is also a change in the computation of the educational index.

(If balanced, good country, imbalanced like Saudi, Cuba, low in HDI)
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