
Heyne12, Chapter 13 – Real World Performance 
 
 
1. An Economic System 
 a. A social system that deals with the cooperation between individuals to use resources to satisfy  
  wants and deal with scarcity. 
 b. Some do it well, some don’t.  
 c. The rich, the poor and the tweeners – 1, 6, 1 
 d. GDP per capita is the measure because… 
 
2. The Historical record 
 a. 2006, India GDP per cap was 5.6% of US.   
 b. 1820 to 2006 US GDP increased 742 times (US growth about 3-4% per year), India <26 times  
  (growth negligible). 
 c. Was this the result of colonial exploitation as Marx asserted?   
  *No – there is no particular relationship between colonies and prosperity. 
  *Colonies were a net wealth loss for Britain. 
 d. By the 1950-1973 period, WORLD growth was 4.9%.  
  *This reflects very fundamental change. 
  *How long for GDP to double at 4.9% growth rate? 
 
3. Sources of Economic Growth 
 a. Institutions; 
  *Rule of law 
  *Easy, low cost trade. 
  *Capital accumulation (requires saving or foreign investment) 
  *Technical progress 
   LDC’s can do catch-up, follow behind technology – let the Devs pay the costs of working  
    out all the problems with the new tech, then copy it. 
   Technology is created by people! 
   Resources(OIL) come from the mind (the most important resource) 
  *Foreign investment FDI. 
   Investors are happy to bring their capital if: 
    The ERR is good, adjusted for RISK 
   Foreign aid?  More harm than good?  More graft?  More entrenched corrupt regimes? Let  
    the World Bank do it?  Prop up bad governments with bad policies? 
   Foreign investment normally comes with people who know how to use the tech and cap, and 
    they have very different incentives compared to local government elites. 
   Question:  what are the political incentives that prevent people in charge from doing what  
    they know is right? 
 
4. Human Capital, Freedom, and Economic Well Being 
 a. Investment in human capital  
  *Seems to have real beneficial effects 
  *Especially for women.  (What are the economic effects of releasing half of a country’s talent  
   pool? 
 b. The freedom index 
  *What it is and what it measures 
  *The correlation between freedom and wealth 
  *This is not a coincidence, it is a cause. 
 
5. Regions of the World 
 a. Europe: 



  *Development started there. 
  *A fortuitous combination of circumstances – easy trade, rivers & ports, fertile soil,  No tropical  
   problems 
 b. Asia 
  *The good:  South Korea, Hong Kong, Singapore were able to narrow the gap between UD’s &  
   Devs 
  *The bad:  India – Soviet style system serious distortions from controlled prices, vetoes and  
   corruption everywhere. 
  *When bureaucrats have arbitrary power, rule of law is diminished and economic growth is  
   stilted. 
  *What about China! 
 c. Latin America: 
  *Variable policies, periods of slightly enlightened, periods of corrupt crooks. 
  *Buenos Ayeres:  1929, 63% of US GDP level, by 2006, 27% 
  *Only Chile 
  *Venezuela, really?!  Unfortunately there are too many others. 
 d. Africa – often tragic 
  *Unfortunate combination of unfavorable geography and climate 
   Tropical problems 
   Unfertile land 
   Unreliable rivers not fed from snow 
   Terrible governance with the natural resources curse as a bonus. 
 
6. Globalization and the Popular Narrative of Discontent 
 a. Corporations uniting the world with Nike and Coca Cola and leading the way to develop? 
 b. Corporate dominance and increasing the gap between rich and poor.  Exploitation again? 
 c. Some of the concerns: 
  *Growing income inequality 
  *Environmental race to the bottom  
  *Labor rights and conditions race to the bottom 
 d. The data tend to invalidate these concerns 
 e. Is there a viable alternative?  Autarky? 
 
7. The Political Economy of It 
 a. Economics is the study of choice and its unintended consequences 
 b. The role of globalization and creative destruction. 
 c. Growth only comes from higher productivity 
 d. Higher productivity only comes from: 
  *Improved labor skills, 
  *Better technical knowledge 
  *Better organization of economic affairs 
 e. All three of these are brought from Devs to UDs with globalization. 
 
8. The Plain Fact vs. Hyperbole about Trade Based on Comparative Advantage 
 a. Wealth is created for both parties when they trade – across town or across the world. 
 b. “Outsourcing” is a consequence of exchange, specialization and trade. 
 c. Specialization and trade moves everyone to more productive levels – and greater wealth. 
 d. Jobs lost to “outsourcing” is small compared to other factors causing jobs to be lost. 
 e. GDP comparisons should be done using purchasing power parity than simple exchange rates. 
 


