
Lecture 2
AAE 374 Fall 2008

 Overview of today’s lecture
 Rosenberg’s article – “Free Trade Fix”
 Empirical trends in poverty and 

inequality
 Is globalization working for the middle 

class in US?
 Purchasing Power Parity – lead into 

trade section.



Rosenberg’s view of globalization 
and the poor

 In what ways has globalization hurt the 
poor in developing countries?

 Slower growth in ‘south’?
 Inequality (no clear relationship revealed 

between globalization and inequality 
outcomes.  Any ideas why?)

 Poverty (same story but depends on growth 
and equity.)

 Expanding or contracting choice? Chicken 
cutter versus corn farmers—do we worry 
about latter?  Is choice the right metric?

 Specific case of Latin America – too much 
mkt, too little state? 

 Does this add up to a world that will derail 
globalization? 



In What Ways Have Global 
Politics Hurt the Poor?

 Intellectual Property Rights and Drugs

 Agricultural Subsidies and Protection

 ‘Fin Market interests’ IMF and the masters 
of the universe

 Develop with minimal state intervention 



Can national and international policies help to 
make globalization work for the poor?

 Technology vs. assembly
 Why did/does Asia grow—state vs. market
 Western experience – what mix of state and 

market, domestic and international?
 Making globalization livable (Chile)
 Avoid one-size fits all policies for 

development – look at contrasts in developed 
and fast-growing developing countries.  
Fastest growing countries right now (India 
and China had lots of state involvement).



Empirical Trends: Poverty & Inequality

 Global Poverty Dynamics

 $1 and $2 Headcount measures

 Where are the most people in poverty…

 …and what is the trend





Right Tool for the Job?

 Looked at $1 and $2 measures
 Why would we want different 

measures for different countries?
 $ poverty line in US?
 Is that right for Madison? 

Janesville?
 Need some ways to handle this 

(PPP) we’ll cover this Wed.



Big Global Poverty Trends



Trends in Rich Countries

 Which are the rich?  Common 
attributes?

 A big question: Is Globalization 
“working” for people in the West?

 Lots of dimensions: Start with 
income

 Switching from ABSOLUTE $1/day 
measure (not so meaningful)

 To RELATIVE income measure



Measuring Inequality

 Many ways to measure, but Gini
measure is the standard

 See notes, Weil Chap 13, Wiki





Sources of Economic Inequality

 Capital vs. labor (Rolls Royce 
Inequality).  How does this 
contribute to inequality?

 ‘Wage gaps’ (BMW Inequality –
Parag Example). How does this 
contribute?

 Between and within occupational 
categories – see figures from 
Acemoglu







What about US?







Inequality Dynamics in the West

 Increasing disparities in the West, 
especially US

 Tells you something about 
economic opportunities people 
have.

 For example college education. 







Is Globalization Working for the Middle 
Class in the US or in Richer Countries?

 What would free trade theory predict?
 What would a massive increase in foreign 

direct investment in “South” predict?
 What would rapid technological change, 

especially rising role of information and 
high services predict?

 What would tax cuts for rich and declining 
social support to poor predict?

 What would rapid immigration from 
Mexico and Central America predict?

 Do all these trends cut the same way?
 What trends cut against rising inequality?
 What kind of inequality cycles might be 

set loose by these dynamics? 


