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Chapter 3: NATIONAL DIFFERENCES IN ECONOMIC DEVELOPMENT

I. Differences in Economic Development

Two ways to measure levels of economic development are
1. Gross national income (GNI) per person or the total annual income received by a resident of a nation. 
However, it doesn’t consider differences in cost of living.
2. Purchasing power parity (PPP) involves adjusting GNI by purchasing power

Now, the differences in GNI/PPP can mislead too:
· Does not show differences within population: Indian people 7% of what an American can afford, however 250 million is a fairly wealthy middle class. 
· Some countries have important unofficial markets (black market): accounts for 50% of GDP in India.
· Does not tell us about growth for that: GDP growth rate measures the production of services and goods in a given yr. Rapid growth of India (7.1%) & China (10% btw 99-2009). 

a. Broader Conceptions of development

· Amartya Sen (noble price) argues economic development should be seen as a process of expanding the real freedoms that people experience 
·  The removal of major impediments to freedom like poverty, tyranny, poor economic opportunities, systematic social deprivation, intolerance and neglect of public facilities
·  The presence of basic health care and basic education
· The United Nations used Sen’s ideas to develop the Human Development Index (HDI) which is based on a measure on a scale from 0 to 1. 

· Life expectancy at birth
· Educational attainment
· Whether average incomes are sufficient to meet the basic needs of life in a country

   
II. Political Economy Influence Economic progress: 

· Innovation and entrepreneurship are the engines of long-run economic growth.

· Innovation: include not only new products but also new processes, new organizations, new management’s practises, and new strategies. Innovation and entrepreneurial activities help to increase economic activity by creating new products and markets that did not previously exist. It also increases productivity of labour and capital, which further boost economic growth rate.

· Entrepreneur first commercialize innovative new products and processes, and entrepreneurial activities provide much of the dynamism in economy. 

 It Requires: 
a.  a market economy: 
· Economic freedom
· Propriety rights (possibility of individual profit)
The more economic freedom a country has, the more economic growth it achieves and the richer its citizen became. Example of countries: Hong Kong, Switzerland, Singapore, US, Canada, Germany. 

b. strong property rights.

As said before, another requirement is the protection of propriety rights. Without it, businesses and individuals run the risk that the profit from their innovative efforts will be expropriated, either by criminal elements or by the state. 
The state can expropriate profit by:
· excessive taxation 
· illegal means: demands from state bureaucrate.



· Democratic regimes are probably more conducive to long-term economic growth than dictatorships.
· Subsequent economic growth leads to the establishment of democratic regimes
· Countries with favorable geography are more likely to engage in trade, and so, be more open to market-based economic systems, and the economic growth they promote
· Countries that invest in education have higher growth rates because the workforce is more productive

· Since the late 1980s, two trends have emerged: 
1. Democratic revolution (late 1980s and early 1990s)
· many totalitarian regimes failed to deliver economic progress to the majority of their people
· new information and communication technologies allow people to access to uncensored information
2. A move away from centrally planned and mixed economies
· more countries have shifted toward the market-based model

· The shift toward a market-based system involves
· deregulation – removing legal restrictions to the free play of markets, the establishment of private enterprises, and the manner in which private enterprises operate 
· privatization - transfers the ownership of state property into the hands of private investors
· the creation of a legal system to safeguard property rights

What Changing economy mean for managers:

· Markets that were formerly closed to Western business are now open
· By identifying and investing early in a potential future economic stars - gain first mover advantages.
· Potential risks are large
· It can be more costly to do business in countries with dramatically different product, workplace, and pollution standards, or where there is poor legal protection for property rights 
 
Managers must consider: 

1. Political risk - the likelihood that political forces will cause drastic changes in a country's business environment that adversely affects the profit and other goals of a business enterprise 
2. Economic risk - the likelihood that economic mismanagement will cause drastic changes in a country's business environment that adversely affects the profit and other goals of a business enterprise 
3. Legal risk - the likelihood that a trading partner will opportunistically break a contract or expropriate property rights

How managers determine a market’s overall attractiveness: 

· Depends on balancing the benefits, costs, and risks associated with doing business in that country.
· the benefit-cost-risk trade-off is likely to be most favorable in politically stable developed and developing nations that have free market systems and low inflation rates or low private sector debt. 
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