International Studies & AAE 374
Professors Brad Barham and Michael Carter

Fall, 2003 
TR 2:30-3:45 p.m., 1185 Grainger

The Growth and Development of Nations in the Global Economy

Economic historian Richard Easterlin writes that 

Most people today are better fed, clothed and housed than their predecessors two centuries ago.  They are healthier, livelonger, and are better educated.  Women’s lives are less centered on reproduction and political democracy has gained a foothold   … [t]he last 200 years has shown the greatest advance in the conditions of the world’s population ever achieved in such a brief span of time.

“The Worldwide Standard of Living since 1800,” Journal of Economic Perspectives 14(1).

Despite these achievements, 1.2 billion people live on less than $1/day (a figure that has continued to modestly increased over the last decade), and income inequality is on the increase almost everywhere in the world.  Controversy about free trade, the new global economy, and for whom these things work has been perhaps never been higher.  Making sense of profound economic and political changes, such as these, requires delving into key questions about the forces, strategies, and policies that shape the growth and development of nations in a global economy.  In this course, we will use economic theory, history, computer simulations, and statistical analysis of economic data to understand the forces that shape the wealth and well-being of nations and people in the world around us.

After a brief survey of the global economic landscape and the patterns of growth and living standards found within it, the course will focus on three areas.  The first will consider the primary contending theories for explaining global economic differentiation, including geographical differences, accumulation of physical and human capital, technological change, free trade and imperialism.  The course will then focus new approaches to economic growth that give prominence to increasing returns to scale, economic inequality and managed engagement with the global economy.  The third and final portion of the course will explore issues in the contemporary world economy, including natural resource extraction, sweat-shops as a path to development and international economic integration.

In addition to the subject matter outlined above, this course is also designed to impart a basic statistical literacy.  Problem sets will be used to develop and teach practice statistical concepts through the use of real data to examine substantive issues under discussion in the lectures and readings.  While in no way intended to substitute for a full course in statistics, students completing this course will have an understanding of basic statistics, a working knowledge of available data on the global economy, and the ability to use spreadsheet software packages.  Discussion sections will be devoted to computer, statistical and software issues.

The prerequisite for the course is an introductory economics course, such as Economics 101 or 102 or Agricultural Economics 215.

Required Texts

The following book is available for purchase at Underground Textbook Exchange:

The Elusive Quest for Growth: Economists’ Adventures and Misadventures in the Tropics, William Easterly, Cambridge, MA: MIT Press (2001).
A xeroxed packet of other required readings is available for purchase at the Underground Textbook Exchange, 664 State Street.  The Oxfam Report, Digging to Development, will be distributed in class.

Course Web Page

Lecture notes, problem sets, data sets, answer sheets and other material for the course will be posted on the course web page: http://www.aae.wisc.edu/aae374 .

Office Hours and Contact Information


	Michael Carter

Mondays: 9:00-10:30 a.m.

Thursdays: 3:45-5:00 p.m.

421 Taylor Hall

carter@aae.wisc.edu
263-2478


	Brad Barham

Mondays: 3:00-4:00p.m.

Tuesdays: 4:00-5:00p.m.

423 Taylor Hall

barham@aae.wisc.edu
265-3090

	Teaching Assistant - Robert White
Fridays: 8:45-9:45 a.m.  and  3:15-4:15 p.m.

304 Taylor Hall

rgwhite@students.wisc.edu
262-1242


Course Requirements

The workload for this course will be heaviest in the first part of the semester.  Problem sets will comprise 50% of your grade.  You are welcome to discuss the problems sets with each other and to work together on the excel- and gauss-based computer programs.  However, the written work you hand in must yours alone.  Take your computer results home (or off to a corner) and write up your own answers.  Credit will not be given for problem sets that are multiple printings of the same answers.  Due dates are firm.  Credit will not be given for problem sets handed in late.

There will be two one-hour exams.  The first will be a conventional mid-term given during section time.  The second will be during the final exam period and will focus on the last half of the course.  Finally, you will also be asked to write two short (1 to 2 page) reaction papers in response to assigned articles that touch on controversial topics.  The goal of these papers is to engage you in the material and have you prepared for in-class discussion of these articles.

Extra credit (worth up to 5% of your total course grade) will be awarded to those who contribute to the class through their participation in lecture and section discussions.

The specific point breakdown for the course will be as follows:

( 5 Problem Sets (equally weighted—combined will be worth 50% of total grade) 


( 2 Reaction Papers (equally weighted—combined worth 10% of total grade)


( 2 Exams (equally weighted—combined will be worth 40% of total grade)

Problem Sets and Reaction Papers will NOT be accepted after the due date.  Any exceptions to this rule must be requested and approved well in advance of the due date.

Assignment, Review Session and Exam Schedule

	Assignment
	Date Available
	Date Due

	Reaction Paper 1: Rosenberg’s “The Free Trade Fix”


	--
	9 Sept

	Problem Set 1: The Distribution of the Wealth of Nations


	11 Sept
	25 Sept

	Problem Set 2: Total Factor Productivity and Other Sources of Growth


	25 Sept
	2 Oct

	Problem Set 3: Trade and Growth in a North-South Model


	2 Oct
	14 Oct

	Review Session, Room B-30 Taylor Hall, 8 p.m.


	15 Oct

	EXAM 1 (in section)


	17 Oct

	Problem Set 4: Increasing, Decreasing and Constant Returns


	23 Oct
	30 Oct

	Problem Set 5: Increasing Returns & the Reproduction of “Core-Periphery” Structure


	6 Nov
	18 Nov

	Reaction Paper 2: Challenges and Opportunities in Economic Integrations


	--
	2 Dec

	Review Session, Room B-30, Taylor Hall, 8 p.m.


	15 December

	EXAM 2, Room TBA, 7:45 a.m.


	17 December

	
	


* Review Session times are tentative.

Syllabus and Course Schedule

I. Introduction to the Growth and Wealth of Nations in the Global Economy  
(9/2, 9/4)

“The Free Trade Fix,” Tina Rosenberg, New York Times Magazine, August 18, 

2002.

“Divergence, Big Time,” Lant Pritchett, Journal of Economic Perspectives, Vol. 

11, No 3, (September, 1997): 3-17.

“The Worldwide Standard of Living since 1800,” Richard A. Easterlin, Journal 


of Economic Perspectives, 14, 1 (2000): 7-26.

Reaction Paper 1, Rosenberg’s “The Free Trade Fix,” Due 9 September

Computer Training Session (9/5)  
Class meets in Room B-30, Taylor Hall Basement—details to be given in lecture

II. Contending Theories of Growth and Development – Round 1 (weeks 2-7)


A. Geography, Agricultural Revolutions, and Natural Resource Access 
(9/9, 9/11)

“Nature’s Inequalities” and “Answers to Geography: Europe and China,” Chapters 1, 2, David Landes, The Wealth and Poverty of Nations, (W.W. Norton, New York: 1999): 3-28.

Chapters 1-3, W. Arthur Lewis, The Evolution of the International Economic Order (Princeton University Press: 1978): 3-20.

Problem set 1, The Distribution of the Wealth of Nations, Due 25 September

B. Capital Accumulation and Technological Progress 
(9/11-9/30)


1. Is capital accumulation the path to growing rich? (9/11-16)


“Aid for Investment, Chapter 2, Easterly.

“The Harrod-Domar Model,” Chapter 3.3.1-2, Development Economics, 

Debraj Ray, (Princeton University Press: 1998): 51-64.

2. Inequality, Savings, and capital accumulation (9/16)


“Inequality, savings, income and growth,” Ray, op. cit., 211-217.

3. What is the role of technological progress and human capital? (9/18, 9/23)


“Solow’s Surprise: Investment Is Not the Key to Growth” and “Educated for 

What?” Chapters 3 and 4, Easterly.

“The Solow Model and Technical Progress,” Ray, op. cit, 64-73.

4. Why not in China?  Why in Europe and the U.S.? (9/25, 9/30)


“The Needham Puzzle: Why the Industrial Revolution Did Not Originate in 

China,” Justin Lin, Economic Development and Cultural Change, 43, 2 (1995): 269-292.

“The Origins of American Industrial Success, 1879-1940” Gavin Wright,

American Economic Review, September, 1990: 651-668.

Problem Set 2, Total Factor Productivity and Other Sources of Growth, Due 2 October

C. Comparative Advantage Theory of Trade 
(10/2, 10/7)

Excerpts from “International Trade: Primary Considerations”, chapter 15 in Economics of Development, Malcolm Gillis et al., (W.W. Norton, New York: 1983): 406-416.

Problem Set 3 Trade and Growth in a North-South Model, Due 14 October

D. Imperialism, North and South 
(10/9, 10/14)


1. Underdevelopment of the Third World


“The Structuralist School of Development,” Cristobal Kay, chapter 2 in Latin American Theories of Development and Underdevelopment, 
(Routledge, New York: 1989): 25-47.

2. The Costs of Empires


“Imperium economicus – in retrospect,” chapter 10 in Lance E. Davis and Robert A. Huttenback, Mammon and the Pursuit of Empire:The Political Economy of British Imperialism, 1860-1912, (Cambridge University Press, Cambridge: 1986): 301-318.

Exam 1, 17 October (to be given in discussion sections)

III. New Approaches to Growth and Development


“The Primacy of Institutions (and what this does and does not mean),” Dani Rodrick and Arvind Subramanian, Finance and Development, June (2003): 31-34.

A. Increasing Returns and Divergence (10/16, 10/21)
1. The Origins of Increasing Returns


“Why Study Increasing Returns” excerpt from a Ph.D. thesis by E. Den 

Hartigh.

“Why, Indeed, in America?  Theory, History, and the Origins of Modern Economic Growth,” Paul M. Romer, American Economic Review, 86, 1996): 202-206.

2. Increasing Returns, Path Dependence, and Divergence

“Tales of Increasing Returns: Leaks, Matches, and Traps,” Easterly, ch. 8

Problem Set 4, Increasing, Decreasing, and Constant Returns, Due 30 October

B. Technological Learning and Conditional Convergence (10/21, 10/28)

1. Why is the development of technological capability so important?


    “Creative Destruction: The Power of Technology,” chapter 9, Ibid.

2.  Catching Up with the U.S. – European and Japanese Experiences

“National Systems of Political Economy,” Robert Gilpin in Global 

Political Economy, (Princeton University Press, Princeton: 

2001): 148-195.

“The Erosion of U.S. Technological Leadership as a Factor in Postwar Economic Convergence,” (129-163), Richard R. Nelson and Gavin Wright in Convergence of Productivity, edited by William J. Baumol, Richard R. Nelson, and Edward N. Wolff, Oxford University Press, New York (1994).

C. Inequality, Increasing Returns, and Growth (10/30, 11/4)


1. Conceptual links between equality and increasing returns


Excerpts from “Inequality, Income, and Growth, Ray, op. cit.: 223-

238.


“Institutions, Factor Endowments, and Paths of Development in the New World”, Kenneth L. Sokoloff and Stanley L. Engerman, Journal of Economic Perspectives, 14, 3, (2000): 217-232.

2. The Asian Miracle versus the Latin American Debacle


“Inequality and Growth Reconsidered: Lessons from East Asia,” Nancy Birdsall, David Ross and Richard Sabot, The World Bank Economic Review vol. 9, no. 3, September (1995): 477-508.

D. Trade Strategies, Industrialization, and Technological Progress (11/6-11/13)

1. Free Trade, Managed Trade and Increasing Returns (11/4-11/11)


“The Trading System,” Gilpin, op. cit.: 196-233.

Excerpts from International Economics, Paul Krugman and Maurice 

Obstfeld, 2nd Ed., (HarperCollins, New York: 1991): 121-124, 

137-142, 146-152, 240-248.

2. The East Asian Experience (11/13)


“Industrial Policy in an Export-Propelled Economy: Lessons from  South Korea’s Experience,” Larry Westphal, Journal of Economic Perspectives 4, 3 (1990): 41-59.

Problem Set 5, Increasing Returns and the Reproduction of the “Core-Periphery” Structure, Due 18 November

IV. Growth and Development in the Global Economy


A. Natural Resource Exports, Dutch Disease, and Other Perils on the Road to Industrialization (11/18-11/20)

Excerpt from “Booming Sector and Dutch Disease Economics: Survey 

and Consolidation,” W. Max Corden, in his volume,  International Trade Theory and Policy, (Edward Elger: London, 1992): 246-251.

Excerpt from Leading Issues in Economic Development, Gerald M. 

Meier and James E. Rauch (Oxford University Press: New York, 

2000): 159-169.


Digging to Development?  A Historical Look at Mining and Economic Development,” Thomas Michael Power, An Oxfam Report, September 2002.  Distributed in class.
B. The Limits of Trade Liberalization and Economic Integration (11/25)


“Trade Liberalization and Growth: Recent Experiences in Latin America, Manuel R. Agostin and Ricardo Ffrench-Davis, Journal of Interamerican Studies and World Affairs, 37, 3 (1995): 9-58.

C. Foreign Investment, Sweat Shops, and Learning, (12/2, 12/4)

 “Inflows of Foreign Technology and Indigenous Technological Development,” Howard Pack and Kamal Saggi, Review of Development Economics, 1 (1), 1997: 81-98.

 “Flying Geese: An Unequal Alliance in Asia”, chapter 2 in Asia in Japan’s Embrace, Walter Hatch and Kozo Yamamura, (Cambridge Press, New York: 1996): 20-41.

Reaction Paper 2, Challenges and Opportunities in Economic Integration, Due 12/9

V. Wrapping Up (12/9, 12/11)

“Divergence, Big Time,” Lant Pritchett, revisited (see Section I above).

“How Far Will International Economic Integration Go?” Dani Rodrick, Journal of Economic Perspectives, 14, 1 (2000): 177-186.

FINAL EXAM, 7:45 A.M., WEDENSDAY, 17 DECEMBER
1
2

