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Developing Countries Convergence

Beforethe Industrial Revolutioq little growth by modern standards
200 years of divergence 178@®50
Post World War 1l: Reversal of tbevergencdPattern

Now midway through a century of convergence of developing and
advanced economies

The convergence process is causing a massive increase in the size of the
global economy

I Likely to triple in size in the next 25 years

It is also producing, in conjunction with digital technology, huge
disequilibrating shifts in structure and jobs
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Why the Pattern Reversal

After WWI vs. After WW I

Post war recovery includintge vanquished

Cold War in the Background

GATT

Multi-filber agreement

Colonial Empires Dismantled

Transportation, communications and logistics technology and cost



Growth and Necessary and Suffici€anditions

Do o Do I

In earlystage developing countries, growth is a necessary but not
sufficient condition for poverty reduction, risimgcomes

Generally measured inequality rises in these early stage cases

In middle and and high income countries, growth is neither necessary nor
sufficient for reducing inequality

But growth does help with the political economyedistribution with no
or low growth creates losers as well as gainers and hence resistamitie
zero growth it is a zero sum game

Puts the spotlight on policies/investments that support growth and shift
the distribution



Globaland Local Inequality

A While global inequality haseen falling, country level inequality has been
rising
A{GFINIAY3T Ay GKS YAR wmdpTnQa
A Prior to that distributional aspects of globalization were relatively benign
A In tandem with (more or less)
I Scale of developing country entry into global economy
I Digital Technology

I Abandonment of micro management of economies in the Reagan
Thatcher era

I This last may have shifted power away from labor in determining labor
capital shares



Digital Technology

A Labor saving dimension
I Automation
T Al
A Labor inclusion dimension
I think of global supply chains
I Trade in services
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Figure 1. Cross-Country Average Labor’s Share in National Income
(Ratio of labor mcome to national income)
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Source: OECD, Structural Analysis Database.
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Average and Median Income

Index 1975 = 100
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FIGURE 3 -- INDEX OF GROWTH IN REAL G.D.P. PER CAPITAAND REAL
MEDIAN HOUSEHOLD INCOME, UNITED STATES 1975-2009 (1975 = 100)
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Log vaue

Figure 4: Employment in Occupational Groups: 1967 — 2011
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Percant change

USA Data By Type of Job

Figure 3: Percent Change in Employment Shares by Occupation Group
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Employment Changes by Type of Work USA

Figure 2

Change in Employment by Major Occupational Category, 19792012

(the y-axis flots [0 times log changes in employment, which is nearly equrralent io
percentame pomis for small changes)
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Job and Income Polarization Not Unique to the USA

Figure 3
Change in Occupational Employment Shares in Low, Middle, and High-Wage
Owccupations in 16 EU Countries, 19932010
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StructuralShifts

In the past, technology creatde@ventually) middle income jobs

In this round, thus far, technology and globalization have taken out middle
Income jobs and replaced them with higher income or lower income jobs
¢ hence job and income polarization

Example: faculty and staff in an academic department

It may be that what we are seeing is a disequilibrium and that the longer
run effect will be the same, a shift to a different set of higher middle
AyO2YS 2204 UKFG FNB O2YLX SYSyal N
This tends to be my view

Its implication is that policy (to the extent permitted by politics) should be
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U.S. Tradable/Nontradable Jobs, 1990-2010
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US Tradable/Nontradable Value Added, 1990-2011
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Value Added per Worker

US Weighted Value Added per Job, 1990-2010

r: 50,000 14253470
)
Z 10000
§ §2.259.36
= Nontradable
< 50,000
; “Tradable

----------

18



All Industries Change in Jobs, 192008
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US. Change in Value Added, 1992-2010, in Billions of USD

=
=
5
=
—
=
m

“Tradable

M-Lwh__. IESIFOLL AN,

SNy

Sursnou e

Ut worpenocd sue

apRn mey

Turseasy

PATE RIS QIR 315D [Bae]

S2ITATIE [BUOTSS S JOA]

aod sueay, asiey

TUTSLLI LT 3 A S
3o xna “SaMATIS IS

Sugurag

(sTuonas|a pue wodsueay

oyl [T S UL o gnare Lag

I Faro e gr e Ay

1 SULInoe Jnue A

LRDE BRCLREREET LAY |

SIS ISSE

[eTpos pue S0ed [pespy

I LLIVLT S CH )

SIUERINSI] T S3UEUn -

FIATSE [EUCTIEIN PR

JILIISLICE Ty

s1anproud

Amion a3 panr ragndinoy

B

LI ]

PR SIS LT LTSS S L

Surnuny pae

CEUMS I A NS00 U n oL S

FEHAISS

SRS TG PHIE SATTEITS U LU A%

F2LAISS

PO PUR WO R POLLILLT O 30

e

=
=

=

—_—

S (223 JOo suonig ul aSuey)y

20



US. Change in Value Added Per Job, 1992 to 2010, in Real USD
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Value added per Workemd Global Supply
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Mexico
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Polarization Index

USA Incom®istribution and Political Polarization

Income Inequality and Political Polarization
1947 - 2009

r=0.93 N
a - \V4 N 3
Gini Index
x
=
g AF
House 2
Polarization
e
4 = - B

| T G O ) O [ T T L O R U Y . TR O ] T O T R R L U T Y Tt L B

1947 1951 1956 1959 1963 1967 1971 1975 1979 1983 1987 1991 1995 1999 2003 2007

23



INCOME OF THE

RICHEST 10%
OVER THE

INCOME OF THE

RICHEST 20%
OVER THE

COUNTRY POOREST 10%0 POOREST 20%0 GINI COEFFICIENT
Australia 12.5 7 35.2
Austria 6.9 4.4 29.1
Belgium 8.2 4.9 33
Brazil 51.3 21.8 57
Canada 9.4 5.5 32.6
China (PRC) 21.6 12.2 46.9
Denmark 8.1 4.3 24.7
Finland 5.6 3.8 26.9
France 9.1 5.6 32.7
Germany 6.9 4.3 28.3
Greece 10.2 6.2 34.3
India 8.6 5.6 36.8
Israel 13.4 7.9 39.2
Italy 11.6 6.5 36
Japan 4.5 3.4 24.9
South Korea 7.8 4.7 31.6
Mexico 24.6 12.8 46.1
Netherlands 9.2 5.1 30.9
New Zealand 12.5 6.8 36.2
Norway 6.1 3.9 25.8
Russia 12.7 7.6 39.9
South Africa 33.1 17.9 57.8
Spain 10.3 6 34.7
Sweden 6.2 4 25
Switzerland o 5.5 33.7
Turkey 16.8 9.3 43.6
—United Kingdom 13.8 Z.2 24
United States 15.9 8.4 40%:_‘




3D Printing
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Electronics Assembly
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