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Major	  changes	  in	  development	  
thinking	  in	  the	  last	  the	  ;ifteen	  years	  
•  Broader	  goals	  

•  Not	  just	  growth,	  but	  sustainable,	  inclusive,	  and	  democra8c	  
growth	  

•  More	  instruments	  and	  policy	  frameworks	  

•  Industrial	  policies	  can	  work	  

•  New	  instruments	  in	  old	  areas:	  	  macro-‐pruden8al	  regula8on	  

•  New	  tools:	  	  Condi8onal	  Cash	  Transfers;	  Micro-‐credit	  

•  BeDer	  management	  of	  natural	  resources:	  beDer	  auc8ons,	  beDer	  
contracts	   2	  



Major	  changes	  in	  development	  
thinking	  in	  the	  last	  ;ifteen	  years	  
•  New	  actors	  

•  Now	  recognize	  importance	  of	  civil	  society	  

•  The	  provision	  of	  the	  public	  good	  is	  a	  public	  good,	  and	  will	  normally	  be	  
“undersupplied”	  

•  New	  development	  banks	  

•  A	  variety	  of	  ins8tu8onal	  arrangements	  

•  Not	  just	  for-‐profit	  ins8tu8ons	  and	  government	  

•  In	  US,	  some	  of	  the	  most	  successful	  ins8tu8ons	  are	  not-‐for-‐profit	  
founda8ons	  (e.g.	  universi8es)	  

•  Many	  examples	  of	  successful	  coopera8ves	  

Cont’d	  
	  

3	  



Major	  changes	  in	  development	  thinking	  in	  
the	  last	  ;ifteen	  years	  
•  New	  thinking	  

•  The	  only	  sustainable	  growth	  is	  inclusive	  growth:	  equality	  and	  growth	  are	  complements	  

•  Rents	  are	  pervasive	  in	  the	  economy—the	  compe88ve	  model	  does	  not	  describe	  well	  a	  
modern	  economy	  

•  Who	  captures	  rents,	  what	  limits	  rents,	  how	  the	  rents	  are	  used	  becomes	  cri8cal	  

•  Neoliberalism	  has	  become	  thoroughly	  discredited	  

•  Led	  to	  more	  instability,	  lower	  growth,	  and	  more	  inequality	  

•  Structural	  adjustment	  programs	  in	  Africa	  led	  to	  lower	  growth	  and	  
deindustrializa8on	  

•  Even	  the	  IMF	  has	  argued	  for	  the	  importance	  of	  equality	  	  

•  Even	  the	  IMF	  has	  argued	  for	  the	  use,	  at	  8mes,	  of	  capital	  controls	  

•  Priva8za8ons	  have	  oZen	  failed	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
Cont’d	  
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Major	  changes	  in	  development	  
thinking	  in	  the	  last	  ;ifteen	  years	  

•  But	  the	  legacies	  are	  s8ll	  with	  us	  

•  Trade	  and	  investment	  agreements	  

•  Eurozone	  constructed	  on	  its	  principles	  is	  a	  failure,	  and	  
is	  dragging	  down	  global	  growth	  

Cont’d	  
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Major	  changes	  in	  development	  
thinking	  in	  the	  last	  ;ifteen	  years	  
•  New	  challenges	  and	  opportuni8es	  

•  Slowdown	  in	  global	  growth	  in	  2015	  is	  likely	  to	  con8nue	  

•  Slowdown	  in	  China	  is	  central	  

•  Contribu8ng	  to	  end	  of	  commodity	  price	  boom	  

•  Most	  countries	  have	  not	  been	  able	  to	  offset	  forces	  
leading	  to	  more	  inequality	  

Cont’d	  
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Major	  changes	  in	  development	  
thinking	  in	  the	  last	  ;ifteen	  years	  
•  In	  US,	  recovery	  likely	  to	  con8nue	  to	  be	  anemic	  

•  Capping	  a	  third	  of	  a	  century	  of	  neoliberal	  policies—leading	  to	  
median	  income	  lower	  than	  a	  quarter	  century	  ago,	  median	  
income	  of	  a	  full	  8me	  male	  worker	  lower	  than	  four	  decades	  
ago,	  and	  wages	  at	  the	  boDom	  the	  same	  as	  sixty	  years	  ago—a	  
failed	  economy	  

•  Eurozone	  stagna8on	  likely	  to	  con8nue	  

•  Crisis	  is	  not	  over	  
•  Flawed	  at	  birth—based	  on	  flawed	  economic	  models	  

	   	   	   	   	   	   	  	  	  	  	  	  	  	  	  Cont’d	  
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Major	  changes	  in	  development	  
thinking	  in	  the	  last	  ;ifteen	  years	  
•  Export	  led	  growth	  model	  may	  be	  over	  

•  Global	  manufacturing	  employment	  in	  decline	  

•  Fight	  for	  share	  of	  that	  declining	  employment	  

• Will	  have	  to	  be	  shiZ	  to	  services	  

•  Services	  are	  less	  traded	  
•  New	  technologies	  have	  opened	  up	  new	  opportuni8es	  

•  Especially	  important	  in	  communica8on	  

Cont’d	  
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Explaining	  shift	  in	  development	  
thinking	  
•  Influenced	  by	  major	  successes	  and	  failures	  of	  the	  last	  30	  years	  

•  Which	  have	  also	  led	  to	  reshaping	  our	  understanding	  of	  
development	  

•  Development/growth	  beyond	  anything	  that	  had	  been	  thought	  
possible	  

•  And	  contrary	  to	  what	  others	  (Myrdal)	  had	  thought	  would	  occur	  

•  The	  success	  of	  East	  Asia,	  including	  China	  

•  Hundred	  of	  millions	  moved	  out	  of	  poverty	  
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Explaining	  shift	  in	  development	  
thinking	  
•  Based	  on	  government	  assuming	  a	  major	  role	  in	  the	  economy	  

•  But	  using	  markets	  

•  Major	  debate	  about	  what	  it	  was	  that	  the	  government	  did	  that	  led	  to	  success	  

•  Different	  countries	  did	  different	  things,	  policies	  changed	  over	  8me	  

•  Also	  influenced	  by	  successes	  and	  failures	  elsewhere	  

•  Success	  of	  micro-‐credit	  schemes	  

•  Failures	  of	  most	  of	  transi8ons	  to	  market	  economy	  

•  2008	  crisis	  showed	  dangers	  of	  excessive	  deregula8on	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  Cont’d	  
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Explaining	  shift	  in	  development	  
thinking	  
•  Benefits	  of	  growth	  do	  not	  automa8cally	  get	  shared	  

•  Trickle	  down	  economics	  doesn’t	  work	  

•  US	  prime	  example	  

•  Similarly	  situated	  countries	  can	  have	  markedly	  different	  outcomes	  

•  Inequality	  in	  US	  much	  larger	  than	  in	  other	  advanced	  countries	  

•  Without	  any	  offsejng	  benefits,	  e.g.	  in	  growth	  

•  In	  some	  countries,	  inequality	  is	  even	  going	  down—inequality	  is	  
not	  just	  a	  maDer	  of	  economics	  

Cont’d	  
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Explaining	  shift	  in	  development	  
thinking	  

•  Inequality	  is	  a	  choice	  

•  A	  result	  of	  our	  policies,	  our	  rules,	  how	  we	  design	  ins8tu8ons,	  
what	  we	  spend	  money	  on,	  etc.	  

•  That	  means	  poli8cs	  maDers—economics	  and	  poli8cs	  inseparable	  

•  Economic	  inequality	  gets	  translated	  into	  poli8cal	  inequality,	  which	  
leads	  to	  more	  economic	  inequality	  in	  a	  vicious	  circle	  	  

	  
	  
	  

Cont’d	  
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Explaining	  shift	  in	  development	  
thinking	  
•  Influenced	  by	  major	  changes	  in	  economic	  theory	  and	  research	  

•  New	  insights	  into	  failures	  of	  markets	  

•  Theories	  of	  imperfect	  and	  asymmetric	  informa8on	  

•  Game	  theory/imperfect	  informa8on	  

•  Behavioral	  economics	  

•  Model	  of	  “ra8onality”	  underlying	  most	  economics	  flawed	  

•  Important	  implica8ons	  

•  Policies	  can	  change	  beliefs,	  percep8ons	  (central	  message	  of	  World	  
Development	  Report	  of	  2015)	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  Cont’d	  
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Metrics	  
•  Metrics	  have	  become	  increasingly	  important,	  but	  wrong	  to	  focus	  narrowly	  on	  GDP	  

•  The	  Interna8onal	  Commission	  on	  The	  Measurement	  of	  Economic	  Performance	  and	  Social	  
Progress	  emphasized	  deficiencies	  in	  measure	  

•  (a)	  	  what	  we	  measure	  affects	  what	  we	  do	  and	  the	  design	  of	  policy:	  Metrics	  are	  important;	  

•  (b)	  no	  single	  number	  can	  capture	  something	  as	  complex	  as	  our	  society;	  

•  	  (c)	  accordingly,	  there	  will	  have	  to	  be	  a	  “dashboard	  of	  indicators;”	  	  

•  (d)	  the	  dashboard	  which	  is	  appropriate	  for	  one	  country	  may	  be	  different	  from	  that	  of	  
another;	  	  

•  (e)	  but	  among	  the	  metrics	  that	  should	  be	  included	  are	  those	  that	  reflect	  distribu8on	  and	  
environmental	  sustainability;	  	  

•  (f)	  there	  needs	  to	  be	  improvements	  in	  the	  way	  we	  measure	  the	  value	  of	  government	  and	  
other	  services;	  	  

•  (g)	  median	  income	  adjusted	  for	  infla8on	  almost	  certainly	  reflects	  a	  beDer	  measure	  of	  what	  
is	  happening	  to	  the	  typical	  individual,	  and	  therefore	  it	  should	  be	  among	  the	  numbers	  

14	  



Role	  of	  government	  
•  Government	  policies	  need	  to	  pursue	  wider	  range	  of	  objec8ves,	  using	  a	  wider	  range	  of	  

instruments	  

•  Government	  has	  both	  a	  regulatory	  role,	  a	  cataly8c	  role,	  and	  a	  coordina8ng	  role	  

•  In	  the	  most	  successful	  developing	  countries	  in	  both	  East	  Asia	  and	  Africa,	  the	  government	  
has	  assumed	  the	  role	  of	  a	  development	  state	  

•  Even	  in	  most	  successful	  advanced	  countries,	  government	  has	  played	  an	  important	  role	  in	  
promo8ng	  technology—the	  entrepreneurial	  state	  

•  We	  now	  know	  more	  about	  how	  government	  can	  successfully	  pursue	  these	  objec8ves,	  incl.	  
to	  reduce	  the	  risk	  of	  “government	  failure”	  

•  We	  need	  to	  broaden	  our	  analysis	  to	  go	  beyond	  thinking	  about	  the	  role	  of	  the	  state	  vs.	  the	  
role	  of	  the	  market	  

•  More	  complex	  interac8ons	  

•  More	  actors,	  more	  ins8tu8onal	  arrangements	  

15	  



Role	  of	  private	  sector	  
•  In	  all	  successful	  economies,	  private	  sector	  has	  played	  an	  important	  
role	  

•  Small	  and	  medium	  sized	  enterprises	  (SME’s)	  have	  played	  an	  
especially	  important	  role	  in	  job	  crea8on	  

•  But	  SME’s	  oZen	  face	  special	  problems	  in	  access	  to	  finance	  
•  Even	  in	  developed	  countries,	  government	  provides	  assistance	  
(SBA)	  

•  And	  new	  enterprises	  face	  other	  challenges,	  that	  may	  require	  
government	  assistance	  

•  Challenge	  is	  to	  make	  sure	  that	  markets	  are	  not	  distorted	  
16	  



There	  are	  other	  limitations	  to	  markets	  
•  They	  produce	  too	  much	  of	  some	  things—pollu8on	  

•  Nega8ve	  externali8es	  

•  Too	  liDle	  of	  other	  things—research,	  innova8on	  

•  Posi8ve	  externali8es	  

•  They	  strive	  to	  create	  barriers	  to	  entry—to	  create	  market	  power	  

•  They	  oZen	  flourish	  by	  exploi8ng	  others	  

•  Some8mes	  by	  taking	  advantage	  of	  asymmetries	  of	  informa8on	  

•  Some8mes	  by	  taking	  advantage	  of	  systema8c	  irra8onali8es	  

•  These	  limita8ons	  are	  referred	  to	  as	  “market	  failures”	  

•  Major	  role	  of	  government	  is	  to	  address	  market	  failures	  
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Macro	  as	  well	  as	  micro-‐	  market	  
failures	  
•  Market,	  on	  its	  own,	  will	  lead	  to	  excessive	  borrowing,	  especially	  in	  
foreign-‐denominated	  debt	  

•  Market	  on	  its	  own	  will	  lead	  to	  too	  big	  and	  too	  intertwined	  financial	  
ins8tu8ons	  

•  Need	  for	  strong	  financial	  sector	  regula8ons	  

•  Including	  macro-‐pruden8al	  regula8ons	  

•  Including	  regula8ons	  on	  cross	  border	  flows	  	  
(capital	  controls)	  

18	  



Reforming	  monetary	  policy	  
•  Single-‐minded	  focus	  on	  infla8on	  was	  worse	  than	  was	  realized	  20	  years	  ago—it	  
contributed	  to	  the	  global	  financial	  crisis	  

•  Even	  then,	  infla8on	  target	  should	  have	  been	  higher	  

•  Single-‐minded	  focus	  on	  interest	  rate	  is	  wrong—many	  more	  instruments	  

•  Simplis8c	  rules,	  e.g.	  “monetarism”	  and	  “infla8on	  targe8ng”	  don’t	  work	  

•  Central	  banks	  need	  to	  simultaneously	  use	  all	  the	  instruments	  at	  their	  disposal	  

•  Both	  conven8onal	  instruments	  and	  regulatory	  instruments	  

•  Can’t	  and	  shouldn’t	  separate	  the	  two—need	  to	  be	  coordinated	  

•  Capital	  and	  financial	  market	  liberaliza8on	  oZen	  lead	  to	  more	  instability	  and	  less	  
growth	  

•  Central	  responsibility	  	  	  	  	  
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	  Markets	  and	  regulations	  
•  Markets	  don’t	  exist	  in	  a	  vacuum	  

•  They	  are	  structured	  by	  norms,	  laws,	  and	  regula8ons	  

•  The	  way	  they	  are	  structured	  makes	  a	  big	  difference	  for	  how	  the	  
economy	  behaviors	  

•  Can	  lead	  to	  stronger	  or	  weaker	  economic	  performance	  

•  Can	  lead	  to	  more	  or	  less	  inequality	  

•  The	  Reagan/Thatcher	  era	  and	  WC	  entailed	  “rewri8ng	  the	  rules”	  in	  
ways	  that	  led	  to	  slower	  growth	  and	  more	  inequality	  

•  There	  are	  alterna8ves	  which	  can	  promote	  development	  and	  
equality	  
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Industrial	  policies	  
•  Central	  to	  economic/structural	  transforma8on	  

•  Key	  failure	  of	  many	  resource	  based	  economies	  was	  not	  to	  diversify	  
during	  commodity	  price	  boom	  

•  Jus8fied	  in	  terms	  of	  standard	  theories	  of	  market	  failures	  

•  Affec8ng	  the	  structure	  of	  produc8on	  and	  the	  choice	  of	  technology	  
•  Broad	  objec8ves	  (not	  just	  GDP:	  environment,	  equality,	  employment,	  
economic	  diversifica8on)	  

•  Especially	  important	  in	  crea8ng	  a	  learning	  society/knowledge	  economy—	  

•  Real	  source	  of	  wealth	  of	  economy	  

•  Especially	  important	  in	  21st	  century	   21	  



Industrial	  policies	  
•  Focus	  on	  knowledge	  spillovers/learning-‐by-‐doing	  effects	  

•  Many	  instruments	  

•  Compe88ve	  and	  Stable	  Real	  Exchange	  Rates	  

•  In	  many	  countries,	  development	  banks	  have	  played	  an	  
important	  role	  

•  Need	  a	  development	  oriented	  intellectual	  property	  
regime	  

•  Agenda	  entails	  strengthening	  the	  public	  sector	  and	  
enhancing	  its	  capabili8es	  

Cont’d	  
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Industrial	  policies	  

•  Every	  country	  has	  an	  industrial	  policy	  

•  Embedded	  in	  expenditure	  and	  tax	  policies,	  and	  basic	  
legal	  framework	  

•  Some	  countries	  do	  not	  realize	  that	  they	  have	  an	  
industrial	  policy	  

•  US	  policy:	  promote	  dysfunc8onal	  financial	  sector	  

• Worked:	  sector	  grew	  enormously	  

Cont’d	   23	  



Special	  opportunities	  and	  challenges	  of	  small	  
open	  Economies	  
Challenges	  

•  Can’t	  avail	  themselves	  of	  economies	  of	  scale	  

•  Therefore,	  more	  exposed	  to	  risk	  of	  monopolies,	  imperfec8ons	  of	  compe88on,	  less	  
able	  to	  adequately	  diversify	  

•  Markets	  will	  underes8mate	  macro-‐economic	  benefits	  of	  diversifica8on	  

•  Implica8on:	  greater	  need	  for	  compe88on	  policies	  and	  industrial	  policies	  to	  
promote	  diversifica8on	  

•  More	  subject	  to	  being	  buffeted	  by	  global	  risks—but	  more	  need	  to	  remain	  open	  

•  Implica8on:	  need	  to	  have	  beDer	  systems	  of	  sharing—sharing	  risks	  and	  benefits	  of	  
openness	  

•  One	  of	  major	  insights	  of	  Scandinavian	  countries	  
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Special	  opportunities	  and	  challenges	  of	  small	  
open	  Economies	  
Some	  advantages	  
•  One	  can	  develop	  a	  small	  niche	  and	  be	  successful	  

•  Finland	  illustrates	  

•  One	  may	  be	  able	  to	  achieve	  broader	  societal	  consensus,	  without	  the	  large	  divides	  so	  
frequently	  exhibited	  in	  large	  countries	  

•  May	  not	  happen	  automa8cally	  

•  One	  may	  more	  easily	  be	  able	  to	  detect	  abuses	  of	  market	  and	  government	  power	  

•  Informa8on	  asymmetries	  may	  be	  less	  

•  Again:	  	  this	  doesn’t	  happen	  automa8cally,	  need	  appropriate	  ins8tu8ons	  and	  laws	  

Cont’d	  
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A	  word	  about	  natural	  resource	  
economies	  
Present	  special	  problems	  
•  Have	  been	  less	  successful	  than	  one	  might	  have	  expected:	  the	  natural	  resource	  
curse	  

•  Lower	  growth,	  more	  inequality	  

•  A	  result	  of	  failure	  to	  manage	  vola8lity,	  high	  exchange	  rates	  that	  
disadvantage	  other	  exports	  and	  import	  compe8ng	  sectors,	  and	  rent-‐seeking	  

•  Not	  inevitable:	  some	  countries	  have	  managed	  resources	  well,	  inves8ng	  
proceeds	  in	  people,	  infrastructure,	  establishing	  stabiliza8on	  funds,	  
managing	  exchange	  rates,	  diversifying	  economy	  

•  If	  proceeds	  are	  not	  re-‐invested,	  country	  is	  poorer	  (wealth	  below	  ground	  is	  
diminished,	  while	  wealth	  above	  ground	  not	  increased	  commensurately)	  

•  Another	  example	  where	  GDP	  is	  not	  a	  good	  measure	  
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Managing	  natural	  resource	  
wealth	  
•  Wealth	  belongs	  to	  the	  country	  as	  a	  whole,	  should	  be	  managed	  for	  the	  benefit	  of	  the	  

country	  as	  a	  whole	  

•  Good,	  well-‐designed	  auc8ons	  can	  maximize	  the	  value	  of	  the	  proceeds	  going	  to	  
na8on	  as	  a	  whole	  

•  Good,	  well-‐designed	  contracts	  can	  provide	  good	  incen8ves,	  balancing	  risk	  sharing	  

•  Fundamental	  conflict	  between	  private	  sector	  and	  government	  

•  Private	  sector	  wants	  to	  minimize	  what	  it	  pays	  government,	  maximize	  
government	  assump8on	  of	  risk	  

•  Transparency	  rules	  help	  ensure	  that	  the	  country	  gets	  full	  benefit	  and	  proceeds	  are	  
well	  spent	  

•  Wealth	  of	  experience	  of	  bad	  prac8ces	  
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Concluding	  comments	  
•  Namibia	  has	  been	  rela8vely	  successful	  in	  its	  growth	  

•  But	  has	  not	  done	  so	  well	  in	  achieving	  shared	  prosperity	  

•  With	  high	  unemployment,	  high	  Gini	  coefficient	  
•  Namibia	  has	  the	  poten8al	  for	  performing	  s8ll	  beDer	  

•  Taking	  beDer	  advantage	  of	  its	  resources	  

•  BeDer	  diversifying	  its	  economy	  

•  And	  taking	  on	  board	  the	  important	  lessons	  of	  development	  of	  the	  
last	  third	  of	  a	  century	   28	  


