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This note, for readers of Nafziger, Economic Development, examines recent controversies in the literature: the World Bank’s lessons from a decade of reform, Andrei Shleifer’s Russia as a “normal country,” Joseph Stiglitz’s views on globalization, Thomas Friedman’s The World is Flat, and Kerala’s model of development, plus correction of a typo on the text’s p. 16.  

A Flat Earth: Are Wages in Atlanta Set in Shanghai?
Tom Friedman’s “Flat World” is misnamed. Nandan Nilekani, CEO of Infosys in Bangalore, remarked on India’s exports of business processing outsourcing: “Tom, the playing field is being leveled.” Friedman’s response (2006:5-7): “My God, he’s telling me the world is flat.”  

Friedman (pp. 568-569) contacted a Who’s Who of economists, politicians, and Indian CEOs, asking most: “Where were you when the world went flat?” (p. 418). But flatness as a metaphor does not increase understanding (see chapter 2’s “ten forces that flattened the world”). Friedman is writing “about a small world in which distance . . . doesn’t isolate your job completely from far-away workers.” The proper metaphor for wage competition and reduced costs from containerization, “telecommunications, the Internet, e-mail, voice mail, and the cell phone” is a small or changing world, or level playing field (Edward Leamer 2007:85-90), hardly a title for a best seller.

The World is Flat lacks historical perspective. Today’s increasingly interconnected global world is not unique (text, p. 501 on 1870-1913) nor is “the increased use of offshore outsourcing in which a company relocates labor-intensive service industry functions to another country” (text, p. 632, citing CEA 2004:229. In 1929, Ilya Ehrenburg, The Life of the Automobile, wrote: “cars don’t have a homeland.”). Raymond Vernon’s product cycle model (text, p. 595) indicates that while production may require highly skilled labor in the beginning, later as markets grow and techniques become common knowledge, a product becomes standardized, so that less-developed countries (LDCs) acquire a comparative advantage in standardized products while developed countries (DCs) have a comparative advantage in nonstandardized products. Catherine Mann (1999:41) contends that

 ext 
The United States has the comparative advantage in producing and exporting certain parts of the production process (the high-value-added processor chips, the innovative and complex software, and the fully assembled product), but has relinquished parts of the production process to other countries where that stage of processing can be completed more cheaply (memory chips, “canned” software, and most peripherals). The United States cannot have comparative advantage in the export of the final product if it cannot combine its own comparative advantage in the initial ingredients with the comparative advantage of other countries applied to the production process at critical stages. Comparative advantage thus can be a function of trade itself. (Text, p. 619). 

Friedman counsels students to choose careers that are untouchable by outsourced LDC workers: specialized, localized and anchored, and those that require adaptability, passion, human interaction, or explaining or organizing complexity rather than jobs in the middle that are subject to trade competition that makes us all “temps now.” (p. 281). For Friedman (pp. 276-277), every young American today should think of himself or herself as competing against every young Chinese, Indian, and Brazil. Unlike Friedman’s parents who told him to finish his dinner because people in China and India are starving, he tells his daughters to finish their homework: “People in China and India are starving for your jobs.” 

U.S. incomes are declining relatively not absolutely. India’s growth rate means doubling real incomes in a generation, while China grows even faster. The U.S. and other DCs are facing a collapse in growth, doubling average real incomes not in one but in three generations. The threat to the jobs of U.S., Canadian, and European college graduates comes from the changing share of regions in the world’s middle class. Asia’s share has increased steadily from 6 percent in 1960 to 51 percent in 2000, while DCs’ shares have steadily fallen - from 64 percent to 17 percent (see text figures, pp. 9, 185 from Surjit Bhalla, Imagine There’s No Country, 2003). Moreover, Friedman’s concern for the gap in science and engineering between the U.S. and Asia’s tigers (pp. 329-340) lacks convincing numbers (see Wadhwa 2005). Students wishing to understand globalization and its implications for education should read Bhalla, Stiglitz (cited below), Jagdish Bhagwati’s In Defense of Globalization, Amartya Sen, or Deepak Nayar (see text, pp. 218, 501), not Friedman.

Flat World is a celebration of globalization and its “poster boys,” Bill Gates, Google, Dell, and TiVo, although not Wal-Mart (p. 163). With Michael Sandel’s help, Friedman discovers that Marx foreshadowed the world’s flattening (pp. 234-237). Friedman makes the obligatory bow to concern for American workers and unemployed and impoverished Africans and Asians untouched by the “flat world,” but lacks analysis and policy proposals. Nor does he discuss reducing the digital divide or using information (especially cell phone) technology to increase the productivity of artisans, petty traders, or peasants with produce to sell (see text, pp. 376-377).

The World Bank on Reform
Since the early 1990s, the World Bank, International Monetary Fund (IMF), and the U.S. Treasury have agreed on LDCs’ policies to get aid, loans, foreign investment, and trade concessions from DCs and multilateral agencies. This agreement, the neoclassical Washington Consensus (see text, 149-153), includes price decontrol, fiscal discipline, reduced government spending, trade and financial liberalization, deregulation, and policies to spur domestic savings and attract foreign investment.  

The World Bank (2005:29-30) was jolted by the unexpected events of the 1990s: the huge output loss in the former Soviet Union’s transition to a market economy, the severity of the Asian financial crisis (1997-1999), sub-Saharan Africa’s continued stagnation, Latin America’s tepid response to market reforms, and Argentina’s currency collapse and economic implosion. Moreover, many aspects of the policies of good performers, India and China, were “far from compliant with conventional wisdom” (ibid., p. 9). Economic growth continually slowed down, 1961-2000, with growth in DCs and LDCs moving closely together. In response to these events, the Bank sees the need for “updat[ing] their working mental models,” quoting Keynes: “When the facts change, I change my mind” (ibid., 29, 52, 62-63).

Life used to be simpler for peddlers of policy in the tropics: follow the mantra “Stabilize, privatize, and liberalize” (Rodrik 2006:973). World Bank economists (2005:xiii, 12) discovered a central lesson: “There is no unique universal set of rules. Sustained growth depends on key functions that need to be fulfilled over time: accumulation of physical and human capital, efficiency in the allocation of resources, adoption of technology, and the sharing of the benefits of growth. [Policymakers need to] rely on deeper economic analysis to identify binding constraints to growth. . . . Different policies can yield the same result, and the same policy can yield different results, depending on country institutional contexts and underlying growth strategies.”  The Bank had lost confidence in the sufficiency of the Washington Consensus. William Easterly (2007:329) suggests that “maybe we [economists] don’t know how to achieve development.” 
If not this consensus, what then? Reforms depend on identifying binding constraints that are continually changing. Examples of constraints may be unused capacity, capital costs, human capital, outmoded technology, insecure property rights, or inadequate financial institutions. While the Bank has no single prescription, it no longer emphasizes static resource allocation but dynamic gains from institutional reforms. What does this mean?  Surely it implies meticulous studies by people in government ministries and external consultants with detailed knowledge of the local economy but a willingness to acquiesce to domestic goals.  

Understanding Poverty

John Weeks, School of Oriental and African Studies, University of London, states: Nafziger’s “book is a textbook with a gold mine of innovative and current ideas about development. Particularly outstanding in the new edition in the thorough treatment of poverty in Chapter 6.” The text’s treatment includes the following. Poverty is multidimensional, encompassing hunger, illiteracy, poor health, inadequate infrastructure, and lack of power and voice. About one billion of the world’s 6.5 billion are poor (mostly undernourished), if we use a $1/day poverty line, based on 1993 purchasing power parity (PPP). Women and children are disproportionately represented among the poor. Contrary to common beliefs, global poverty rates have steadily fallen throughout the past two centuries (text, pp.165-219).  

Abhijit Banerjee and Esther Duflo’s (2007:147-149, 161-165) 13-country study of the LDC poor, defined as someone without enough to eat, finds that food represents about 55 to 75 percent of spending. Yet virtually all the poor in the major Indian metropolitan city of Udaipur spent money on a wedding, funeral, or religious festival in the previous year and “tobacco and alcohol show up prominently.” The bottom decile in Udaipur consumes slightly less than 1400 calories daily, about half of what the Indian government recommends for active adults; the result is that “the poor are frequently sick or weak,” so that one-third of adults aged under 50 report difficulty working. Poor families spend very little on education, failing to send their children to better schools or pressure government to increase quality not only because of poverty but because most “have a hard time recognizing that their children are not learning much.” Most poor operate on a remarkably small scale, having little access to credit markets and, to reduce risk, rarely specializing in any one occupation.
Abhijit Banerjee, Roland Bénabou, and Dilip Mookherjee’s edited book Understanding Poverty (2006) is an excellent review of poverty, examining the meaning and measurement of poverty, the institutional reasons for poverty, colonial and imperial causes, development and inequality, globalization and inequality, agricultural productivity and rural poverty, poverty and high fertility rates, child labor, female rights, corruption, ethnic divisions, income transfers, investment in human capital, production of public goods, drugs and intellectual property, public support for vaccines for neglected diseases, microcredit and insurance, credit markets, improving the choices of the poor, and policies to reduce poverty. Students using my text will be enriched by perusing this book’s comprehensive analysis of LDC poverty and inequality.  

Lant Pritchett (2006) argues that discrimination by nationality through coercion to prevent migration from poor to rich countries should be considered as indefensible as discrimination by religion, race, sex, and ethnicity. When farming in the Great Plains region of the U.S. is depressed, people from the Great Plains migrate to other parts of the United States, maintaining their standard of living. However, when the copper industry in Zambia is depressed, Zambians are not allowed to migrate to another country. In an increasingly integrated global economy, migration of unskilled labor within poor world regions and between poor and rich countries is a more effective way to reduce poverty than DC foreign aid and reduced protection, according to Pritchett. Similarly Dani Rodrik (2007) argues that “A guest worker program is the most effective contribution [the U.S.] can make to improving the lives of the world’s working poor.”

Russia as a Normal Country

Nafziger (2006:701) discusses Shleifer’s Russia, a “normal country” whose GDP growth has been understated. Ekaterina Zhuravskaya’s review (2007: 127-146) of Shleifer’s book contends that “Russia’s most recent history provides convincing evidence in support of the logic of political and economic transformation as it was understood by Shleifer [widely criticized by evolutionists] as early as the beginning of the 1990s.”  Shleifer was an advisor to Anatoly Chubais, who was Russia’s First Vice-Premier 1994-96, in charge of economics and finance; Chief of President Boris Yeltsin’s Presidential Administration, 1996-97; and the prime mover behind Russia’s privatization. 

According to Shleifer (2005:96), politicians allocate resources to enhance their own political power at the expense of economic efficiency. During the transition to capitalism, the state is more likely to play the role of the grabbing hand, where government is above the law and uses power to extract rents. For him, Yeltsin and Chubais emphasized rapid privatization and institutional transformation (the critics’ “shock therapy”) to depoliticize Russia’s economic policy. The World Bank (2005:20) makes a similar point in favor of privatization for LDCs. Nafziger (2006:702-203) summarizes the views of shock therapists and evolutionists.
Shleifer illuminates Russia-China comparisons in Nafziger’s text (2006, 700-734). Zhuravskaya (2007:137) supports Shleifer view that “decentralization helps to create efficient incentives for local public officials through interjurisdictional competition and fiscal incentives.” China’s decentralization spurred rapid growth by reducing local government’s regulations and corruption. In pre-1991 Russia, the Communist Party used the nomenklatura system, the power to appoint and promote managers in administration and enterprises, to control access to government positions. During Russia’s transition to capitalism, the nomenklatura repositioned itself to dominate the new private economy. Unlike Russia, China avoided the dominance of large collective farms and large state enterprises while benefiting from a strong central government under the tight control of the Communist Party, which limited the capture of transition gains (or rents) by the nomenklatura elites (Shleifer 2005:147-148). 
Shleifer (2005:156-182) argues that Karla Hoff and Stiglitz’s (2002:8) comparison of Russia and its rule of law to “other developed, capitalist societies” is a “fundamental misconception,” contributing to exaggerated despair over Russia’s progress. Shleifer’s detailed comparative data contend that Russia is a normal middle-income country, with similar flaws to other middle-income capitalist democracies, such as Malaysia, Mexico, Brazil, and the Philippines – kleptistic, corrupt, and highly unequal, with a turbulent macroeconomy, concentrated corporate ownership, and a press and elections never entirely free. 
The Neglect of Stiglitz
The committee that awarded Joseph Stiglitz the Nobel prize in economics in 2001 cited his “analyses of markets with asymmetric information" between well informed and poorly informed people. Stiglitz criticizes the reliance on an “invisible hand” to equilibrate markets, believing that markets frequently fail, especially in developing countries.  
Gerald Houseman (2006:52-62), in an article written just before Nafziger’s 4th edition was published, asks: “Why is Joseph Stiglitz ignored?” In response, I wrote Professor Houseman, pointing out that my text cites Stiglitz frequently and discusses many issues important to Stiglitz’s analysis. Houseman welcomed this information, but replied that "Stiglitz is nowhere to be found in most [textbooks] or perhaps any of them save yours [Nafziger’s] and Stiglitz's."
            My text examines Stiglitz’s views of the market for information and the extent of market failure (391), the lack of transparency and political accountability in development strategy, the asymmetry in poorly developed credit markets, the natural asymmetries of information between governing elites and citizens (110-112), the vulnerability of the insurance-less rural poor to price and output fluctuations (245), World Bank and IMF policies that benefit the few at the expense of the poor (152), externalities (cost advantages rendered free by one producer to another) from learning by doing (366), poorly developed markets for water, research, technology, and other public goods (253-255), and several other issues.  
From 1997 to 2000, when Stiglitz was chief economist of the World Bank, he “was always in the middle of one dispute or another about the purposes, goals, and efficiency of the Bank’s agenda” and the agendas of the IMF and other international financial institutions. “The fate of the less-developed nations . . . rests heavily upon the kinds of policies, arrangements, agreements, and enforcement that will win acceptance and hold sway in the world.” (Houseman 2006:58.) Houseman is correct: the development issues that Stiglitz examines need discussion and, to date, my text (Nafziger 2006) is the only one to address Stiglitz’s issues.  
Stiglitz was critical of the Bank and IMF’s market fundamentalist prescriptions.  Fundamentalists want the IMF to lend to crisis-stricken countries on condition that they undertake fundamental structural reforms in banking. Stiglitz, however, thinks it is unrealistic for the IMF to loan short-term, expecting reforms that can only be attained in the middle- to long-run. For an LDC to establish the legal and institutional preconditions for effective banking supervision, licensing, and regulation and operational independence takes time and resources.

Fundamentalists believe that the herd behavior of Western portfolio investors, 1997-98, such as pension and mutual funds, transmitted the currency crisis from one Asian country to another, and then to Russia and Latin America. Stiglitz (2002:199), by contrast, accepts a Keynesian explanation for contagion of the crisis, viz., that the “belt tightening” imposed by the IMF reduced incomes and imports that successively weakened neighboring countries and, through the reduced demand for oil, spread to Russia.

Stiglitz (2002:12–15) believes that the IMF, as initially conceived, was to undertake global collective action to ameliorate market failure. Its major task should be to support global economic stability by spurring growth and reducing unemployment. The IMF, according to Stiglitz, is a public institution provided with funds from taxpayers around the world. As such, the IMF should report to the citizens who finance it and not just finance ministries and central banks. To serve these citizens, Stiglitz opposes the conditions that the IMF sets for low-income loan recipients, the draconian monetary and fiscal policies and adherence to free markets that were a part of the Reagan-Thatcher ideology.
Stiglitz (1989:4; 2002:27, 45, 107) indicates that the preoccupation of the IMF, along with U.S. economic officials, with contractionary monetary and fiscal policies (increased interest rates and reduced taxes and government spending) exacerbated the downturn during the East Asian 1997–99 crisis, stifling growth and spreading the downturn to neighboring countries. Moreover, for Stiglitz, the IMF contributed to financial instability by urging reduced financial regulation when inadequate financial-sector supervision and monitoring was a more serious problem among developing countries (Stiglitz 2002:81).

The IMF’s stance may be especially ill-advised, given LDCs’ improved proficiency in controlling inflation. Michael Bruno and William Easterly’s (1998:3–24) study for the World Bank shows no negative correlation between inflation and economic growth for inflation rates under 40 percent annually; the negative relationship between inflation and growth holds only for high-inflationary economies. Based on this, Stiglitz, as World Bank economist, argues (1998:8) that below the level of 40 percent inflation yearly, “there is little evidence that inflation is costly” [his italics]. Reviving growth, a goal of Keynes in the founding of the IMF in 1944 should generally take precedence over monetary and fiscal orthodoxy. In 1995, more than half the LDCs had inflation rates of less than 15 percent annually, indicating to Stiglitz (1989:14) that for these countries, “controlling inflation should not be an overarching priority.” (See the text, p. 489, on the empirical evidence of the relationship between inflation and growth.)
Stiglitz regrets changes in the Bretton Woods’ institutions, the IMF and World Bank, in the early 1980s. According to him, as part of the liberal counterrevolution, the IMF shifted from a Keynesian emphasis on expanding employment and combating market failure to adopting a new Washington Consensus. He regrets a purge at the World Bank when it shifted its emphasis, when making structural adjustment loans, to dependence on IMF approval and IMF-imposed conditions. Stiglitz (2002:15) also supports the Krugman-Bhagwati view on capital controls, denouncing IMF policies of “premature capital market liberalization [which has] contributed to global instability.” 

Stiglitz (2002:198) criticizes the IMF for its lack of exchange rate flexibility, undertaking “massive interventions [of] billions of dollars . . . trying to sustain the exchange rate of Brazil and Russia.” He understands why IMF strategies are “greeted with such hostility. The billions of dollars which it provides are used to maintain exchange rates at unsustainable levels for a short period, during which the foreigners and the rich are able to get their money out of the country at more favorable terms. . . . The billions too are often used to pay back foreign creditors even when the debt was private. What had been private liabilities were in effect in many instances nationalized” (ibid., p. 209). Essentially, Stiglitz (2000:209–211) feels that the IMF was more concerned about the views of the U.S. Treasury, and the world financial community than East Asian workers and taxpayers (Nafziger 2006:569-571)..

Stiglitz is also at the center of analyses of capital markets and the financial system (ibid., 493), financial instability (495), changing the IMF and the international financial architecture (571-572), and the reform of the IMF’s and World Bank’s policies on stabilization and adjustment (684). Regardless how a development economist views Stiglitz’s views, a development text that purports to be comprehensive needs to discuss the issues just mentioned.
Kerala’s Model of Development

Professor G.Visakh Varma, P.M.Government College, Chalakudy,Thrissur District, Kerala State, India, wrote suggesting that I include a paragraph about the development model of Kerala, a state in South India, in my text. Varma correctly indicates: “Kerala has the highest PQLI and HDI, literacy rate (94%), very low infant mortality rate, highest life expectation and sex ratio, radical land reform and the like comparable to the standards of advanced industrialised countries. Still economically it is backward,
lagging behind other States in the matter of PCI.”

Since, as Professor Varma points out, Kerala does not appear in the index, I am listing my book’s reference to Kerala.

 “HDI [the Human Development Index] can vary widely within a country. Kerala, a south Indian state with one of the lowest incomes per capita in the country but with a more favorable policy on female education and property ownership, communal medical care, and old-age pensions, surpasses the Indian average in the following categories: a life expectancy at birth of 77 years compared to 63 years, an infant mortality rate of 16 compared to 67 per 1,000, an adult literacy rate of 91 percent compared to 57 percent, a female literacy rate of 94 percent to 54 percent, and an HDI of 0.68 compared to 0.59.” (P. 38). 

“Such places as Kerala (in southwestern India), Sri Lanka, and Vietnam, which have tried to meet basic educational and other needs for even the poorest portion of the population, have higher literacy rates (91 percent, 92 percent, and 93 percent, respectively) than would be expected from a per capita GNP of $400–800 yearly or less.” (P. 108).
           “In many LDCs, however, the ratio of females to males is lower: 1.02 in sub-Saharan Africa, 0.98 in North Africa, 0.94 in China, Bangladesh, and the Middle East, 0.91 in Pakistan, and 0.93 in India, but 1.04 in Kerala state, known for its progressive policies toward females.” (P. 193).
           “In India, in contrast to the northern states of Punjab, Haryana, Bihar, Orissa, Andhra Pradesh, Assam, Meghalaya, and Nagaland where rural unrest festered in the midst of the absence of significant land reform and redistribution, Kerala state undertook radical, comprehensive land reform and redistribution in the 1970s that reduced the number of discontented landless or land-poor people. “ (P. 247).

           Professor Varma’s suggestion is a good one. I will consider combining my remarks to analyze the Kerala Model for the 5th edition. 
Errata

P. 16, Box 2-1, line 4 has a typo so that GNI should be Rs. 28,666 billion, with GNI per capita on line 6 as Rs. 26,408 and real economic growth 12.7 percent. 

P. 462, #17, 1st line – Genuine Progress Indicator (GPI).


My thanks to Stacey Pryal who called the error on p. 16 to my attention and computed the correction, and to Sofia Titvinidze, who found the error on p. 462.
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