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Econ N171 Economic Development  

Homework Assignment #3 Suggested Answers 

 

Atanu Dey                                                                 Due in Class on Tue July 26th 

Thomas Friedman has a bestseller, “The World is Flat.” (wiki 

http://en.wikipedia.org/wiki/The_World_Is_Flat is a good starting point.) The 

Economist had an unflattering review of the book in March 2005 (see 

http://econ.st/qWNy9x for the article.) In the following three questions, 

exercise your judgement regarding the length of your answers. Cite your 

references. One important reference is the “Overview” section of the World 

Development Report 2009 http://bit.ly/okuDLh . 

1. What does Tom Friedman mean by the catchy phrase that “the world is 

flat”? 

 

―The world is flat‖ refers to the increasingly equal access to opportunities 

that people across the world have for economic advancement. In other 

words, everyone can be a player in a level playing field. In the past, 

geographical and technological barriers prevented some people—especially in 

the poorer parts of the world—from competing in the global marketplace, 

both as consumers and producers. The examples of ―flatteners‖ Friedman 

provides include the collapse of the Berlin Wall; various internet related 

activities such as the Wikipedia, open source software; outsourcing and 

offshoring of manufacturing; and activities made possible by the revolution 

in information and communications technologies. (Source: Wikipedia on 

―The World is Flat.‖) 

  

2. There is considerable evidence to contradict Friedman’s claim about the 

flatness of the world. In what ways is the world lumpy?  

According to Richard Florida, ―by almost any measure the international 

economic landscape is not flat at all.‖ (See ―The World is Spiky.‖ The Atlantic 

Monthly, Oct 2005. http://bit.ly/qvOx9A.) He points out that location 

matters. Population concentrates in urban areas; seen from space at night, 

different areas have different illumination – which is a proxy for economic 

activity; number of patent filings; etc. He writes, ―. . .the continuing 

dominance of the world’s most productive urban areas is astounding. When 

it comes to actual economic output, the ten largest US metropolitan areas 

combined are behind only the United States as a whole and Japan. . . 

Population and economic activity are both spiky, but it’s innovation—the 

engine of economic growth—that is most concentrated.‖  

 

3. What are the reasons for the “lumpiness” or “spikiness” of the world? List 

the most important ones. Please cite references in support of your answer. 

http://en.wikipedia.org/wiki/The_World_Is_Flat
http://econ.st/qWNy9x
http://bit.ly/okuDLh
http://bit.ly/qvOx9A
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Productivity – and consequently incomes – around the world varies because 

of differences in capital per worker, and the quality and quantity of 

infrastructure. Therefore, opportunities vary depending on location. Quality 

of education available to people across the world also depends on location.   

Paul Krugman points out that scale economies is one important factor which 

makes the world lumpy. Trade is concentrated between some countries, as a 

consequence. ―. . .  for many countries/routes, there isn’t a lot of 

competition: modern ships are big, and many countries are small. (See 

http://krugman.blogs.nytimes.com/2008/05/01/the-world-is-lumpy/) 

Paulo Mauro claims that much of public corruption can be traced to 

government intervention. 

4. What are the various avenues through which government intervention 

leads to corruption? 

 Engineered Shortages 

 Socialism 

 Trade Restrictions 

 Subsidies  

 Price Controls 

 Multiple Exchange Rates and Forex allocation schemes 

 Low wages in the civil service 

 Natural resource endowment 

 Ethnolinguistic fractionalism and nepotism 

 

5. Which are some of the ways that corruption hinders economic growth? 

 

 Lowers investment and retards economic growth 

 Rent seeking misallocates talent 

 Reduces the effectiveness of aid flows 

  Loss of tax revenues, leading to adverse budgetary consequences 

 Lower quality infrastructure and public services 

 Distorts the composition of government expenditure 

 

Education is important in economic development because it increases human 

capital (which complements physical capital.)  

6. Investment in education has spillover effects. Describe the resulting market 

failure and the appropriate policy response.  

The spillover effect of education is a positive externality. Therefore, the 

market will provide less than the socially optimal quantity of education and 

the market equilibrium price will be higher than the socially optimal price. 

The appropriate policy response is therefore to subsidize education to the 

extent that the positive externality is internalized. 

http://krugman.blogs.nytimes.com/2008/05/01/the-world-is-lumpy/
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Another problem in education is that the returns on education obtain many 

years after the investment in education. Therefore those who are credit-

constrained will not be able to make the investment. This is a market failure 

and the policy response is to make credit for educational investment 

available from public sources. 

Energy and economic prosperity are intimately linked.  

7. Why is energy necessary for economic prosperity?  

 

Economic prosperity depends on economic production, which in turn 

depends on the availability and use of energy. Notably, industry and 

manufacturing use energy intensively and for an economy to produce 

industrial and manufactured goods, energy is a necessary input. 

 

8. “Continuing along the current path of energy system development is not 

compatible with sustainable development objectives.” What is the 

argument in support of that claim? (Reference: “Are Sustainable Futures 

Possible?” UNDP. http://bit.ly/nf6Wjs ) 

According to the UNDP report, ―achievement of sustainable development 

demands a global perspective, a very long time horizon, and the timely 

introduction of policy measures to reduce barriers and create incentives for 

advanced technologies and systems.‖ The report lists the changes required – 

thus supporting the claim that the current system is inadequate to meet the 

challenges:  

 Greater reliance on higher energy efficiencies, renewable resources, 

and advanced energy technologies 

 Develop new technologies 

 Provide access to affordable energy services to rural populations 

 Transportation – the need for new fuels, and a better mix of improved 

modes of transportation and vehicle performance, etc. 

 

9. Discuss the trend in terms of lumpiness or flatness of the world. State your 

answer in terms of what the trend has been in the past and what you 

expect the trend to be in the future. Support your answer with references. 

(250 words.) 

The trend is one of increasing lumpiness of the world. One aspect of it is the 

increasing urbanization of the world’s population. The world is getting more 

urbanized with time. Geographic unevenness is the trend. The ―disparities in 

incomes and living standards are the outcome of a striking attribute of 

economic development—its unevenness across space. Somewhat unfairly, 

prosperity does not come to every place at the same time. This is true at all 

geographic scales, from local to national to global. Cities quickly pull ahead 

of the countryside. Living standards improve in some provinces while others 

lag. And some countries grow to riches while others remain poor. If economic 

http://bit.ly/nf6Wjs
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density were charted on a map of the world, the topography at any 

resolution would be bumpy, not smooth.‖ (See ―Reshaping Economic 

Geography.‖ World Development Report 2009.)  


