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Handout #1
Concepts of Developm ent: criteria and indicators

Development i= a controversial and nmmltdimensional concept.

L. The UN Millewium Developes ent Groals

Set by the UN in 2000 for 2015, Indicztors + poals =vardsticlks to measure development rpogress.
Coal 1. Eradicate extreme poverty and Rumzer: Halve betwesn 1990 and 2015 the proportion of people
wheee income 1= less than 15/'day.
Coal 2: Achisve universal primary education.
Coal 3: Promote perder eguality and ewmpowerment. Eliminate pender disparity in primary and secondary
education.
Coal 4. Reduce child mortality. Feduce by 173 the under-five mortality rate in 1990-20135.
Coal 5: Imgprove muptsrnal kealth, Feduce by 354 the maternal mortality ratio in 1990-201 5.
Coal 6: Combat HIV/AIDS malaria, and other diseases: Have halted by 2015 and begun to reverse the
spread of HIV/AIDS.
Coal 7 Enrwre emarommenial sniostamability. Integrate the pronciples of sustainable development into
policies and programs; halve the proportion of people without sustainable access to safe drinking water;
achieve by 2020 a sipnificant improvement in the ives of at least 100 mallion slom dwellers.
Coal 8 fme=am): Develop a global partmership for development. Open rading and financial system:;
increase foreipn aid; reduce debt

Progress tosward the MDG by region: UNDP, Humar Development Repors 2003,

II. The dim ensions of developm ent
While there iz no single definition, development can be characterized by the folloswing seven
categories of indicators.

1. Incom e and incom & growth
GDP = Som of value added by all firmms
GNP = GDP + Net factor income from abroad. Eetter to meezsure income than GDE
GNI = GNP — depreciation — indirect business taxes. Best to mezsure income camed.

1.1. Com parizons over tim e: need adjust for inflation
Peal GDP in prices of base vear = (Nominal GDP)(Price index = 1 in base ywear)
Peal GDP growth = Nominal GDP srowth — Rate of inflation

1.2, Change over time: com pounded growth rate fors ulaz

If an initial valoe X; is compounded at the annual growth rate g for T years, the terminal value is
Xo=21+2) . Altemmatively, the growth rate that has ransformed 25 into - over T vears of compounded
esrowth i2: ¢ = (330" 7-1. Takine loparithme, 2 useful approximation to the srowth formmla is: In¥;=
Ind; + Thn(l+2) ~1Im X, + T g. Thiz allows to solve for T, the time needed to o from 30 to X7 at 2 prowth

Tate op .

Example 1: Time to get out of poverty, for a eiven initial level of income v, 3 given poverty line z, and a
i . Inz-Iny,

given erowth rate inincome: T =T.

n2X-InX Inl

Example 2: Time todouble 3= T = g -

. 2=10%,T =7 yeams.

1.3. Com parizons across countries: need bring to single currency (e.g., USS)

1 i
1.3.1. At official exchange rate: GDP® = EGDPHF' €= Pesos |8 exchangpe rate
Hence, devaluztion lowers GDP? fora asiven GOP ™ Overvaluation exzpgerates GDD*.
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1.3.2. At Purchasing Power Parity adjusted exchanse rate (PPPe):

1
PPPGDPY = —— GppPee
PDDe

where PPPe is the nurnber of Pesos required to buy the same amount of goods and services
{quality zdjusted) 2= 1 USS in the U.S.

In low income counties, PEPGDP® = GDP* {e.p., Indiz, 1990 £2142 vz 430)

In the US, PPPGDP® = GDP?, by construction (530,500

In high income countries (Japan, Germany), PPPGDP® < GDP* (Japan: $24,041 vs. 532.230)

1.4, Genuine Progres: Indicator (GPI): Green and social national accounting

GEI = GDP + Value of unpaid work — Costs of crime and socizl breakdown — Cost of ecological
darmage.

.5 GPI<GDP.

2. Poverty

Mezsured z= percentage of people with income below a poverty line (headcount ratio) = B, {(we
will see other indicators later in the course).

World poverty: 2.8 billion < 25/dav = 47% of humanity

World destitution: 1.2 billion < 15%'day = 20% of humanity

A= f{—_‘_T.+-:=-'} } ¥ average income, oy ineguality in distribution of income.

With zero orowth of average income, falling inequality reduces poverty; rising inequality Increases poventy.
Growth of average income with constant inequality reduces poverty.

Growrth of average income with falline ineguality reduces poverty even more.

Growth of averape income with rising inequality reduces poverty less than at constant inequalicy.

Growth of average income with sharply rising inegquzality may increzse poverty (Inomsenzinge srowth).
Hence, growih is only useful to reduce povernty if not accompamnied by too much increase in ineguality.

The l=s= increase in ineguality, the hizher the elasticity of poverty reduction with respect to averags income
erowth.

Mote: special focus on raral poverty as 75% of the world poor are rural.
Mote: specizl focus on ernplovmeent 2= 1abor is the main asset of the poor.

3. Inequality and inequity

Equality {ex-poet). e.2., share of income held by bottom X% relative to share of income held by
top X% {we will see other indicators later in the course); Gini coefficient (see later). E.g., Share of richest
20%/Share of poorest 40% =India- 1.7; Seneszl - 5.3; Braml: 2.1, U.5.: 2.9; JTapan: 24%

Bquity {ex-ante): eguality of oppormunites.

Sen: equity = distibotion of capabilities {as=zet) and freedoms (poweer).

Note: different dirnensions of inequality of opportunities: sender, age, ethnic, resional,
ruralurban.

Why iz equality 2 potentizl determinant of prowth?
(-+) Aporeoate rate of saving may nise with greater inequality (Kevnes). But poor can zave if thev
have access to financial instruments for saving.
(-+) Incentives may rise with inequality (incentive wages, rewards for taking risks)but also
decline with inequality (sense of faimess, szbotzae).
(+) Cost of social control nuay fall with equality.
(+) Cost of welfare programe may fall with eguality.
(+) Solidarity and cooperation may rise with equality.



(+) Participatory development and democracy may nse with equality.
(+) Greater share of the population with collateralizable assets.

4. Vulnerahility

Vulnerability = Probability of falling in poverty.
E.z., food ingecunity: Probability(Congumption < AMindrmim corsumption reqoirerment).
If poor have lower averase consumpdon relative to minirmim nesded, they are more exposed to disaster,
and will have a2 higher level of nsk aversion in their behavior, limiting their options.
Sources of nigk:
Namral disasters: drought, flooding, pests.
Health: illmess, accidents, epidemics.
Social: crime, war.
Economic: intsmational prices, unemplovment, inflation, recession.
Political: policy change, dizcontinuzation of socizl programs (short political drme).
Envirommental: pollution, climate change
Tyvpes of nisks:  Covanate risks: Econonnr-wide, region-wide. Cannot be insured locally.
Idiosynerztic risks: easier to insure locally.
Categories of poor:
(Non-poor: on average above poverty line and never in poverty)
Transient poor: on averagze above poverty line, bat sometimes in poverty.
Chronic poor. on average below poverty line, but sometimes out of poverty.
Persistent poor. alwavs in poverty (poventy raps)
Means of reducing vulnerabality:
Pizsk reduction: actions to reduce the probability of 2 shock (preventive health, investment in
Imiozton}
Pizk manzeement (ex-ante): actions to decrease the impact of a shock on income {portfolio
diversification, insurance, invest in liquid z=sets 23 opposed to fixed assets)
Pizk coping (ex-post): actions to relieve the impact of an income shock on consumption (2211
azzets, take loans, receive ransfers and social assistance]).

Rizks of irreversibility (fall into poverty traps): children taken out of school (child labor used 2= a short run
risk coping instmument with long term loss in huoman capital for the child), mzalrtridon and stanting, fire
sales of zzsets (land), move to refusee camps, homelessness (hard to reenter the labor force).

Mote: cost of globalization may be increzsing volnerability due to ereater exposure to international prices
fluctuztions (=.2., coffes prices). But, for staple foods, international market prices are likely more stable
than closed economy prices.

£. Bazic needs (hum an developm ent)
Includes: health, educaton, pumiton, socizl infrasoucture.

Mote: have 2 larees public soods component a8 opposed to income poverty (hence subject to market failure}.
Indicatores:

Health
Ex-post Life expectancy at birth: males, fernales
Infant mortality rate (e.2., under 5)
Mztemnzl morizlity rate, reproductive hezlth
Ex-znte: Access to health services. Quality of health services (guacks in Indiz)
Apccess o safe water and sanitzton
Education

Ex-post Met enrollment ratio, primnary
Met enrollment ratio, sscondary
School atzinment: completed vears of education
Literacy rate
Ex-ante: Availability of schools
Quality of education (teacher ahsentreizm)
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