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Developing Countries Convergence 

Å Before the Industrial Revolution ς little growth by modern standards 

Å 200 years of divergence 1750-1950 

Å Post World War II: Reversal of the Divergence Pattern 

 

Å Now mid-way through a century of convergence of developing and 
advanced economies 

 

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

ïLikely to triple in size in the next 25 years 

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

Å After WW I vs.  After WW II 

Å Post war recovery including the vanquished 

Å Cold War in the Background 

Å GATT 

Å Multi-fiber agreement 

Å Colonial Empires Dismantled 

Å Transportation, communications and logistics technology and cost 
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Growth and Necessary and Sufficient Conditions 

Å In early stage developing countries, growth is a necessary but not 
sufficient condition for poverty reduction, rising incomes 

Å Generally measured inequality rises in these early stage cases 

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

Å But growth does help with the political economy ς redistribution with no 
or low growth creates losers as well as gainers and hence resistance ς with 
zero growth it is a zero sum game 

Å Puts the spotlight on policies/investments that support growth and shift 
the distribution 
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Global and Local Inequality 

Å While global inequality has been falling, country level inequality has been 
rising 

Å {ǘŀǊǘƛƴƎ ƛƴ ǘƘŜ ƳƛŘ мфтлΩǎ 

Å Prior to that distributional aspects of globalization were relatively benign 

Å In tandem with (more or less) 

ïScale of developing country entry into global economy 

ïDigital Technology 

ïAbandonment of micro management of economies in the Reagan 
Thatcher era 

ïThis last may have shifted power away from labor in determining labor 
capital shares 
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Digital Technology 

Å Labor saving dimension 

ïAutomation 

ïAI 

Å Labor inclusion dimension ς 

ï  think of global supply chains 

ïTrade in services 

ï¢ƘŜ ά{ƘŀǊƛƴƎέ 9ŎƻƴƻƳȅ aƻŘŜƭǎ 
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Average and Median Income 
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Non-Routine Cognitive 
Non-Routine Manual 

Routine ς Manual and Cognitive 11 



USA Data By Type of Job 
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Employment Changes by Type of Work USA 
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Job and Income Polarization Not Unique to the USA 
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Structural Shifts 

Å In the past, technology created (eventually) middle income jobs 

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

Å Example: faculty and staff in an academic department 

Å 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 
ƛƴŎƻƳŜ Ƨƻōǎ ǘƘŀǘ ŀǊŜ ŎƻƳǇƭŜƳŜƴǘŀǊȅ ǘƻ ǘƘŜ άƳŀŎƘƛƴŜǎέ  

Å This tends to be my view 

Å Its implication is that policy (to the extent permitted by politics) should be 
ŦƻŎǳǎŜŘ ƻƴ ŀŎŎŜƭŜǊŀǘƛƴƎ ŀƴŘ άŜŀǎƛƴƎέ ǘƘŜ ǘǊŀƴǎƛǘƛƻƴ 
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USA 
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Value 
Added 
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Value Added per Worker 
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All Industries Change in Jobs, 1990-2008 

Tradable

Non
Tradable
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Value added per Worker and Global Supply 
Chains 
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VA per 
worker = 20 

VA per 
worker = 10 

USA USA Mexico 

Before After 



USA Income Distribution and Political  Polarization 
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3D Printing 
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Electronics Assembly 
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