Introduction to
Economics of
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Basic Concepts




Growth vs. Development

e \What is economic growth?
Rise of national income (Y)
Measured by growth rate of GDP/GNP

g = (Yt _Yt—l) /Yt—l =AY, /Yt—l
e What is economic development?

Besides growth, it also includes improvements in health, education, and other
aspects of human welfare.

Amartya Sen, “The goal of development is to expand the capabilities of people
to live the lives they choose to lead”.

Capabilities
Choices: liberty, “free to choose”

Note there is no mention of “equality”, although it is a major concern for many
countries. Why? And what is the difference between equity and equality?
Equity: equal access, providing “means to the end”
Equality: equal distribution, emphasizing “the end” only, distorts work incentives




Growth vs. Development

e Development is different from growth. It has broader and
deeper meanings.

e Relationship between the two:
Growth is necessary but not sufficient condition of development.

Growth € Development, i.e., development always comes with
growth, no growth no development.

Growth & Development, i.e., growth alone does not guarantee
development.



Growth vs. Development

e Economic growth could be driven by government’s grandiose goal or ruler’s
(dictator’s) personal ambitions rather than improving welfare for all.

e High growth today could be the result of over-saving or over-investment. In other
words, consumers sacrifice their consumption today in exchange for a higher growth
rate.

U(C)
Consumption in utility function

» C

Intergenerational impact: analogous to parent/child spending decisions

« Oversaving today: parents sacrifice, children benefit

= Overconsuming today: parents borrow to spend, children left to pay for the debt
Budge deficits - higher taxes in the future

= It's about intergenerational fairness.

e High growth country may have huge inequality among people: the problem of “the
rich get richer, the poor get poorer”. Don’t be fooled by the average number.



Growth vs. Development

e Two of the most important structural changes accompanying economic
development:
e Industrialization
Decreasing role of agricultural sector
Increasing role of industrial sector
Post-industrialization: increasing role of service sectors

B service sector I |ndustrial sector EEEEEEE Agri sector
US: 79% -20% -1% Germany: 70% -29% -1%
Mexico: 70% -26% -4% China: 40% - 48% -12%
India: 54% - 28% - 18% Somalia: 25% - 10% -65%

e Urbanization

In the process of industrialization, farmers leave their land and go to city for industrial
jobs, and settle down in the city.

US: 78% Germany: 88% Mexico: 75%
China: 39% India: 28%  Somalia: 29%

The world average urbanization rate is



World in Development: Urbanization
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