DEVELOPENT ECONOMICS

Fall 2020



A Housekeeping
FIRST CLASS A Whatis development
A GDP as a proxy for health and happiness

A Massivedifferencesin GDP,health and happinessacross
countries

A Policymatters, now just growth.




HOUSEKEEPING

A This will be a very ambitious class and we will cover a lot of ground

A We will read and discuss the some of the most important papers in development
economics

AThe objective will be to get an overy
development

A Materials:

A PapersA should be readBEFOREKou come to class. | will ask questions and remove
points from wrong answers.

A Book:DebrajRay (development economics)

A Youtubevideos and podcasts



HOUSEKEEPING

Alf you dondt think you can devote at
thinking by your own | encourage you NOT to take the class.

A The effort will pay off | assure you!

A Grading:
A 30% participationd attendance and right answers to questions
A 30% midterm exam

A 40% final essay / work / or exam (to be determined)



(APPROXIMATE) TOPICSMAY CHANGE ALONG THE WAY

1. What is development? An overview of human progress (today)
A Growth and development

2. Institutions and inertia (23 classes)

3. Education and Health (3! classes)

4. Inequality and social mobility (B classes)

5. Political economy: corruption, accountability, capture by elites, democracy/voting}(3
classes)

6. Govt vs Market: govt failure, corruption, market power

7. Conflict and cooperation: irgroup/out group, polarization




WHAT IS DEVELOPMENT?

SOURCES:
A OTHE GREAT ESCAPEOG, DEATON
A RAY6 S BOOK




WHAT IS DEVELOPMENT?

WEALTH AND INCOME, LIFE SATISFACTION, HEALTH, OPPORTUNIT
RIGHTS AND FREEDOMBE ACE é




WHAT IS DEVELOPMENT?

AOoThe objective of the worl dods nbaipgpecandmc o f
capabilities. 6 ( Deat on)

A Well fed, leisure, proper medical care, experience no violence, have rights and freedom, intellectual and
cul tur al devel opment, opportunities to develop
equality.

A No singlemeasurecaptures all aspects of development, but as we will see income of a
country is very correlated with many them.

A GDP has several problems
A Uses market prices under the assumption that these reflect preferences (not always true).
A Does not measure cost of pollutionyntransactedg oods, human suf fer.|

A Does not say how proceeds are shared.

A B U T@DP good proxy for many (not all) things we care about

n



LIFE

A GDP does predict life expectancy:
U Epidemiological transition: those <10K infectious disease (children), those >10K adults mostly chronic

disease.
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U Physiological limits to life gains?
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A Significant progress in 50 years: every 10
years we gained about B years on life
expectancy!

A Conditional on income there is gain also:
knowledge and technology?

A Deaton thinks knowledge is the key

Life €Xpectancy at birth, both sexes
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FIGURE 3 Longer lives, richer lives.
PPPadjusted, how much it can purchase.



DETOUR: LOG SCALE

A Same distance in Xaxis = samepercentageincrease.

A If xaxis is GDP a similar percentage increase in income for US is a much larger absolute increase in
dollars
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DETOUR: LOG SCALE

A X-axis is time

A Growth rate of Y = the slope of Log(Y)

Moore's Law: "The transistor count doubles every two years."
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ANOTHER DETOUR: PURCHASING POWER PARITY

A Prices in a country are quoted in the monetary currency of that country

A How can we compare price of apples in Mexico and US? Exchange rates?
U But exchange rates are determined by the price of TREADABLE goods.

A A haircut and many goods cost less in Mexico than in the US, and thus for a given amount of
Income purchasing power is higher in Mexico.

A We would like to know how much a basket of goods costs in the different countries and adjust
for that.

A The united nations International Comparison Program does this for 200 countries and
hundreds of items.

A Not perfect since goods may not bexactly the same also because a different goods have different prices
and the PPP adjustment is a single number.



LIFE

A However, the relation of income and health is far from deterministic:
U Inequality?(South Africa)

0 Organization of health industry®S similar life expectancy than Costa Rica at 1/4 per capita GDP
U Is it causal?
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FIGURE 2 Life expectancy and GDP per capita in 2010 on a log scale.

Disasters:

A Government made disastersMaoist China
1958-1961.;

0 35 million starved by government planning

0 OWhen Mao | earnedéhe
policies, purging the messengers and
| abel i ng -devmgomstsd r i g h't

0 Beware with ideology be skeptical

0 Nature made:AIDS



LIFE SATISFACTION

A GDP is strongly correlated withfe satisfaction: the poor are not only poor but less satisfied with their life.

(1 Satisfaction keeps going up with GDP even for rich countri€&durthfold difference in GDP is associated with 1 point
more.

1 Latin America is more satisfied conditional on income.
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FIGURE 1 Life evaluation and GDP per capita.

OLadder

of Lifed: O=worse possible

A Its fine to consider other determinants of wellbeing than

income (health, education, civic participation, freedom,
etc)

A Life evaluation measures are far from perfect:
0 Not sure of what the question means

0 Differences in reporting styles (more exuberant cultures)
0 Adaptation to horrible conditions

A Mai n | ®susng anincane isnot seriously
misleadindd ( Deat on)

A We would like to measure opportunities.

Happiness yesterday (an emotion) is less correlated with GDP, and more
variable.

|l ife for you, 10=best possible I



NUTRITION AND KNOWLEDGE

A Health and malnutrition is hard to measure internationally, biiteight is a marker The height
of people increases with GDRcrosscountries andwithin countries, but not tightly.
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FIGURE S Women’s heights around the world.

Cohorts, about 35 years of data

Average test score in mathematics and science vs.
GDP per capita, 2016 oo
Shown on the x-axis are Hanushek and Woessmann's combination of scores from international
student achievement tests. The scores are standardized to the PISA test scale, so that the OECD
countries have a mean of 500 and a standard deviation of 100. The test scores are here plotted

agains GDP per capitain 2016, but the test scores are not from a particular year, but instead are

the average of all standardized math and science test scores each country participated in.
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LITERACY AND HUMAN RIGHTS




