Economics

These questions are either based on my own experiences or taken from genuine items of news. The latter will have been ‘adapted’ to be of use in education. Please us all or any of them as you wish. The answers are merely ‘guides’.
Economic Development 
The News

Lending to developing nations could fall further from already depressed levels and for some countries become more volatile and expensive if proposals from the Basel Committee on Banking Supervision are implemented. 

The revised proposal will allow more banks to use their own internal risk ratings, which should limit over-lending in good times and may result in flows continuing in bad times, rather than relying on credit rating agencies who tend to react to events, pushing ratings up in booms and down in busts. 

"It will have a small negative impact on sub-investment grade countries," said Helmut Reisen, head of the Organisation for Economic Co-operation and Development's centre for the study of developing nations unit on globalisation and governance. 

Of the some 50 developing nations which have credit ratings around half are below investment grade, a measure which reflects increased risk in their economies and their reduced ability to pay debts. 

"Their terms will deteriorate and lending will become more cyclical in good times and in bad times they will be cut off," said Reisen. 

FALLING FINANCIAL FLOWS TO DEVELOPING NATIONS 

Changes to the bank lending system are coming at a time of global financial stress as economic growth falls away and banks are exposed to downturns in their domestic markets, which are already cutting flows to developing nations. 

According to credit rating agency Fitch, capital flows to emerging markets which it rates fell to $155 billion in 2002, almost 40 percent below their last peak in 1997. 

At the same time, there has been an increased bias towards short-term lending to emerging markets and away from long-term investment and an over-reliance on the short-term interbank market, both of which were partly caused by the 1998 Basel rules, according to the OECD's Reisen. 

Under the current accord, lending to a non-OECD country bank carries a charge of eight percent if the maturity of the loan is greater than one year, compared with a charge of 1.6 percent for shorter term claims and this is a factor which is seen as having encouraged short term lending to Asian banks prior to the 1997 financial crisis. 

CONCERNS ON DIVERSIFICATION 

Other economists say there is a risk that lending to emerging economies will be hit and that this could impair the balance sheets of banks, which will become more dependent on lending to developed nations to reduce their risk ratings. 

Research from development economist Professor Stephany Griffith-Jones at the Institute of Development Studies showed that banks who did not have exposure to developing nations had a 23 percent greater risk of unexpected losses than those banks which did, based on a mathematical model. 

The theory

What do we mean by development?

Firstly, please do not forget the excellent facility The Virtual Developing Economy, which can be found elsewhere on this site. It is set in Zambia; Central Africa. 

The core issue that will dominate studies of developing countries will be Poverty its causes and most importantly how we help those living within its grip to escape the horrors it creates.

Teachers might like to note that June’s edition of the Monthly Supplement will include some information of Africa. John will be visiting Sierra Leone from the 23rd May to 31st May and will write of his experiences.

Economies such as the United Kingdom do not support many people who live in ABSOLUTE POVERTY... However, as Professor Peter Townsend and others have shown we do support quite a large number people who live with what we know as RELATIVE POVERTY that is they have very limited access to the material goods and services we consider essential for a ‘normal’ life...
It is a sad reflection on our world that as you study Development Economics remember that the majority of the worlds’ population lives in countries where absolute poverty is the norm for the majority of the population. This statistic may seem somewhat dramatic and we have to remember that those earning a living by SUBSISTENCE AGRICULTURE may have access to things in kind eg food but in reality the life style they endure would not be that expected by someone living in a developed economy.

So, how can we come to terms with the task that faces us in the so-called developed world? What can therefore be done to try and help them?

1 Increase the availability of those goods and services needed to preserve life.

By this we mean that we have to attack and I use such emotive language deliberately the following:

· disease – especially amongst the young, so reducing high infant mortality rates

· illiteracy – which will give more access to greater income earning functions

· malnutrition – which eats away and people, so reducing their resistance to disease and reducing their capacity to work

· Squalor - just imagine a life without clean water, sanitation and electricity.

One does not need to be a famous development economist to suggest that the basic needs of mankind centre on access to:

· food

· water

· shelter

· clothing

· good health

And to this we can add education and the equally emotive topic of human rights. We will therefore focus much of the early part of our studies on trying to increase the provision of:

· basic foodstuffs – which is NOT as easy as it might sound

· clean drinking water – which has social implications in many societies

· adequate housing – including being built in safe locations

· Adequate health facilities – and as I shall show you these do not need to be as sophisticated as some might think.

The real core of what we are addressing is how to increase what we know as CONSUMPTION. That is increasing the access to the real essentials of life. To do this we need to introduce policies that will increase REAL INCOME LEVELS above the poverty line. This will require us devising ways of:

· increasing consumption

· providing  more and better quality goods  and services

· Widening the range of goods and services available to the ordinary citizen.

Topic of the Week – How might the discrepancies be addressed?

Let’s look in more detail of what these might involve.

(a) Increasing real levels of income - this is an obvious requirement but there are other factors that contribute to a feeling of well being. We refer to these as non-material items and they include such values as an acceptable level of value being put on human life. Indeed, we are touching on for the first time one of the most difficult challenges faced by those engaged in development work. It is to accommodate within strategy awareness that cultures and values differ and an outside culture cannot impose itself on the belief patterns of another. People do have pride in their history and culture and policy has to be flexible enough to recognise differences in opinions and values.

(b) An extension of this careful balance is the need to develop greater access to economic and social choice. Economic progress alone is not enough to engender a real sense of progress. Hence we look towards such difficult issues as the real value of life, individual freedoms and the right to self-determination.

Before any of these essentials can be delivered in greater quantities we need to address the issue of growth. No economist doubts the importance of sustained increases in national income in the attack on poverty. But do not forget that it is the DISTRIBUTION OF INCOME and the systems used to achieve this that will determine how far down the society any advances made actually TRICKLE DOWN. What many now aim to produce is a sustainable growth rate that actually affects the life styles of the majority. Programmes are therefore concentrated on:

· developing permanent employment opportunities

· developing ways of increasing life styles for the majority

· developing ways of alleviating poverty in all its forms

These are enormous challenges and will involve difficult decisions. 

Some questions

1. If you were to visit a developing economy how might the lives of people of a similar age to you differ?

2. In what ways might the quality of life of many living in the ‘developing world’ be improved?

3. Why are bankers so reluctant to lend to developing economies?

Some suggested solutions

1. On landing in a developing country you would probably be immediately affected by the bustle of life. The airport may be of a less efficient quality than that to which you are accustomed. It is likely that you will pass through quite a long and form laden entry process. Then you will note the problems of poor sanitation, inadequate housing and pressure on basic facilities such as drain and clean water. Insect life might trouble you and you will be aware of being more ‘at risk’ than when in the UK. It is possible, indeed probable that only a minority of your peers will attend school or college. This balance may be skewed towards males. The quality of the materials available within schools will be poor and some teachers will have received little more than basic training. Your diet will be different, as will the surrounds on the average classroom. The conditions will, especially in the ‘hot season’ be less than conducive to learning and access to university will be limited. In other areas, such as music and clothing you will note many similarities but again quantities will differ. One shirt or skirt is all your equivalent owns.

No, you will note many fundamental differences in the quality of life, access to services and other important aspects of your life.

2. To improve the quality of life of many of those living in the developing world there needs to be a concerted effort to provide all with access to the minimum requirements of what we tend to take for granted. Millions need to be lifted out of absolute poverty and hopefully allowed to bye-pass relative poverty. They need to be assisted to provide increases in food intakes, but no ‘junk’ varieties, access to clean water, education and meaningful employment. These not necessarily are identical to the systems we have produced in the developed economies. Social problems such as disease, illiteracy, malnutrition and squalor must feature high on any list. But then also so should housing, health and utility provision. Many of these countries have access to natural resources but lack and the skills and market power to exploit them. This restricts their ability to gain the essential added value from what is rightfully theirs. Markets must be opened to their goods and services and profits re-invested in their land from where the resources came from. It will not happen overnight but many serious issues and questions have to be addressed if we are to take millions out of poverty and a sense of hopelessness.

3  Many bankers are reluctant to lend to developing economies because their credit rating is so low. Over half of those with a credit rating record a level, which is less than that required for investment funding. Alas, this reflects risk and their ability to pay debts. If current trends continue some countries will be unable to borrow when their economic performance is falling. 

Recent figures suggest that capital flows are falling and have gone beneath those recorded at the peak 1997 figures. As world wide growth prospects decline banks might continue to lend to developing countries for short-term deals but long-term projects may struggle. At present most banks based in a developing country pay a surcharge and that too impacts on lending costs. It seems likely that banks in developed economies will look to lend more to those based in their type of economy. Some see risk as being 23% greater amongst developing economies and that too will restrict lending. It seems unlikely that flows will increase unless developing economies can pay for them. These require them to: earn higher levels of income and retain more in profits. Their accountancy systems will need to be more accountable and transparent. Taxation regimes will have to be beneficial to lenders and rates of return geared to satisfy the external lender. Such a list requires some difficult decisions and compromises for any developing economy trying to encourage external financing.

