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Preface

The RebelText alternative textbook project was launched at the Taylor
dinner table one night in fall 2012. Ed had just told the campus book-
store to order up 125 copies of an undergraduate econometrics text-
book at $150 a shot. (That’s a gross of $18,750 just from one class.)
Over dinner that night, Ed’s twenty-year-old son, Sebastian, announced
that he had spent $180 (of his parents’ money) on a new edition calcu-
lus text required for his course. Sebastian’s little brother, Julian,
exclaimed, “That’s obscene!” Sebastian responded, “You’re right. Basic
calculus hasn’t changed in decades. You don’t need new editions to
learn calculus.”

Before dinner was over, Ed’s two kids had ambushed him and made
him promise never, ever, to assign an expensive textbook to his students
again.

“So, what do you want me to do then, write one?” Ed asked them.

“Exactly,” they answered in unison.

“And get a good title for it,” Ed’s wife, Peri, added.

The first RebelText creation was Essentials of Econometrics, with
Aaron Smith and Abbie Turiansky. That seemed like a big enough proj-
ect, but then Ed was assigned to teach a 350-student undergraduate
development economics course. Naturally, he felt he had to write a book
for that one, too. Travis climbed on board. That’s how Essentials of
Development Economics became the second member of the RebelText
line.

xiii
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What’s RebelText? It’s a textbook series designed to be affordable,
compact, and concisely written for a new generation that is more at ease
“Googling” than wading through big textbooks. Being both more
affordable and compact, it’s easier to carry around. Write in it. Don’t
worry about keeping the pages clean or whether there will be a market
for your edition later, because at this price there’s no need to resell it
after the class is through. RebelText will naturally evolve as needed to
keep pace with the field, but there will never, ever, be a new edition just
for profits’ sake.

In 2014, RebelText and UC Press struck an alliance. This UC Press
edition offers readers a more complete coverage of what we see as the
essentials of development economics than the original print-on-demand
edition, while keeping the book affordable and compact. Through our
new partnership with UC Press, we hope to turn RebelText into a better
and higher impact alternative textbook initiative in a world that we all
believe is in desperate need of textbook reform.

There is particularly a need for a new undergraduate development
economics textbook. The books out there seem more interested in sum-
marizing a bunch of topics than in teaching people what they really
need to know in order to do development economics. This book is dif-
ferent.

WHO SHOULD USE THIS BOOK AND HOW

When we sat down to write Essentials of Development Economics, we
wanted a compact book for an upper-division undergraduate develop-
ment economics class. That is primarily what this is. The knowledge in
this book should poise any undergraduate to engage in further study or
to venture out into the real world with an appreciation for the essential
concepts and tools of economic development. More than a textbook,
this can be a helpful basic reference for any graduate student, researcher,
or development practitioner.

There’s a striking disconnect between development textbooks and
journal articles. Specialized journal articles really are what shape the
way we think about development economics problems and research.
Sadly, they are not written for undergraduate courses. Nevertheless, the
topics they cover, research approaches they use, and critical findings
they present are essential to understanding development economics,
and they can be made accessible. Journal article synopses are high-
lighted in sidebars throughout this book.
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RebelText is intended to be used interactively with online content.
QR (Quick Reference) codes at the end of each chapter link readers
with online materials, including images, animations, video clips, and
interviews with some influential development economists. You can
access all of the URLs behind the QR codes on the website rebeltext
.org, or by clicking on links in the e-version of this book. We encourage
you to explore the multimedia material as a way to make the concepts
come to life. On the website you’ll also find the data sets included in this
book, homework problems, study questions, and supplementary appen-
dixes. When we use RebelText, the website becomes a center of class
activity.

RebelText was created to make learning and teaching as efficient as
possible. Students need to learn the essentials of the subject. They do
not want to wade through thick textbooks in order to locate what they
need, constantly wondering what will and won’t be on the next test.
Because it is concise, there is no reason not to read and study every
word of Essentials of Development Economics. All of it could be on the
test. Master it, and you will be conversant enough to strike up a conver-
sation with any development economist and may even be able to get
directly involved with development economics projects. You can think
of this book as presenting the “best practices” and state-of-the-art
methods for doing development economics. By mastering it, you’ll also
have the conceptual and intuitive grounding you need in order to move
on to higher level development economics courses. You’ll probably find
yourself referring back to it from time to time, so keep it on your shelf!

If you are teaching or learning with RebelText, consider contributing
your ideas about novel uses of the book and website, interesting data
sets, programs, and projects. To find out how, visit rebeltext.org and
click on “contributing to RebelText.” Some of our best links have come
from our students!

ABOUT THE AUTHORS

Ed loves teaching economics, especially microeconomics, econometrics,
and economic development. He’s been doing it for about twenty-five
years now at UC Davis, where he is a professor in the Department of
Agricultural and Resource Economics. He’s also done a lot of economics
research; he has published more than one hundred articles, book chap-
ters, and books on topics ranging from international trade reforms
to ecotourism, immigration, and rural poverty. He’s in Who’s Who in
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Economics, the list of the world’s most cited economists, and he has been
editor of the American Journal of Agricultural Economics. He has worked
on projects with the United Nations, the World Bank, the Organization
for Economic Cooperation and Development, and the Inter-American
Development Bank, as well as with foreign governments, including those
of Mexico, Honduras, Canada, and China. His new book, Beyond
Experiments in Development Economics: Local Economy-Wide Impact
Evaluation (Oxford University Press, 2014), presents a new approach to
doing impact evaluation and cost-benefit analysis. You can learn more
about Ed at his website: jetaylor.ucdavis.edu.

Travis Lybbert was initially torn between environmental studies and
landscape architecture as an undergraduate major at Utah State Univer-
sity. A class on environmental and resource economics demonstrated the
power of economics as a way to size up social problems and evaluate
potential solutions. After graduating with an economics major (and
French and environmental studies minors), he and his wife, Heather,
lived in Morocco for a year on a Fulbright fellowship. The experience
prompted him to pursue graduate work in economic development at Cor-
nell University. After teaching for two years at the Honors College at
Florida Atlantic University, he arrived at UC Davis, where he is currently
Associate Professor in the Department of Agricultural and Resource Eco-
nomics. Travis has worked in North Africa (Morocco, Tunisia, Syria),
sub-Saharan Africa (Burkina Faso, Niger, Ghana, Ethiopia, Kenya),
India, and Haiti. As a visiting researcher, he has spent time at the World
Trade Organization and the World Intellectual Property Organization in
Geneva, the University of Cape Coast in Ghana, and the Max Planck
Institute in Munich. His current projects cover a range of topics, includ-
ing drought risk and vulnerability, asset and poverty dynamics, technol-
ogy adoption and markets, childhood and maternal nutrition, and intel-
lectual property and international technology transfer. Travis teaches
graduate and undergraduate courses in economic development, applied
economics, and econometrics. To learn more about him, visit his faculty
website: tlybbert.ucdavis.edu.

ACKNOWLEDGMENTS

RebelText would not exist if it weren’t for our families and students.
Special thanks go to Sebastian and Julian, who shamed Ed into launch-
ing RebelText; to Peri, who has supported this project from the start; to
Heather, Hannah, and Rockwell, who fully embraced the adventurous



Preface | xvii

sabbatical year in Ghana that gave Travis the professional breathing
room to work on this book; to colleagues at the Economics Department
of the University of Cape Coast who made Travis’s sabbatical year pos-
sible; to Steve Boucher and Michael Carter for providing many thoughts,
inputs, and field tests of our book in the classroom; and to our cutting-
edge team of graduate student assistants, including Anil Barghava, Isa-
bel Call, Michael Castelhano, Diane Charlton, Mateusz Filipski, Justin
Kagin, Dale Manning, Karen Thome, and Abbie Turiansky, all of whom
provided valuable research assistance and advice at various stages of
this project. Finally, we thank the many undergraduate students who
kept us going by repeatedly telling us how “awesome” RebelText was
and for catching errors and typos. They, too, are part of this project.

J. Edward Taylor and Travis ]. Lybbert
Davis and Berkeley, California



Contents

List of Sidebars
List of Figures and Tables

Preface
1 What Development Economics Is All About
2 What Works and What Doesn’t?
3 Income
4 Poverty
5 Inequality
6 Human Development
7 Growth
8 Institutions
9 Agriculture
10 Structural Transformation
11 Information and Markets
12 Credit and Insurance
13 International Trade and Globalization
14 Choose Your Own Epilogue
Notes
Index

vi
ix

xiii

25

66

90
I10
132
167
194
214
244
271
301
334
378

389
403



Sidebars

vi

2:1.
2.2,
2.3.
2.4.
2.5.
2.6.
2.7
3.1.
3.2.
4.1.

4.2.
4.3.
5.1.

5.2,
6.1.
6.2.
6.3,
6.4.

Progressing with PROGRESA / 27

Impacts of SCTs in Sub-Saharan Africa / 32

Hope / 36

Worms / 41

A Remittance “Natural Experiment” from the Philippines / 45
What? An Economic Placebo? / 5o

Impacts of a Treatment on the Nontreated in Lesotho / 62
PPP and the Big Mac Index / 77

Green Accounting and the Pollution Drag on GDP / 79

The “Hunger Hurts—Need Cheap Calories” Approach to
Poverty Measurement / 94

Drought, Poverty, and Inequality: The Sahel / 101
Poverty and Witch Killing in Rural Tanzania / roz

Income Polarization Is Not Income Inequality—and Why It
Matters / 120

Remittances and Inequality / 128

Do More Schools Mean More Education? / 147
Do Conditions Matter? / 149

Bednet Spillovers / 154

The Last Mile? / 155



Sidebars | vii

6.5. A Cash Transfer Program for AIDS / 157

6.6. Keeping the Water Safe / 159

6.7. The Long-Term Effects of Famine / 162

7.1. The Growth Legacy of the Vietnam War / 182

7.2. The Man Who Ran 2 Million Regressions / 183

8.1. Typing, Eating, and “Path Dependency” / 197

8.2. How Malaria Became Central to the Institutions Debate / 201

8.3. How Market Institutions Make It Tough to Do Business in
Sub-Saharan Africa / 207

8.4. Do Land Rights Make People More Productive? / 208
8.5. Entrepreneurial Monks and the “Innovation Machine” / 212
9.1. Upward-Sloping Demand Curves? / 226
9.2. Learning from Others / 233
9.3. Who Controls the Cash? / 240
9.4. Bad to Be a Female Plot / 241
9.5. The Mystery of Maize in Mexico / 242
10.1. Can China Feed Itself as People Leave the Farm? / 254
10.2. Who Migrates and Who Doesn’t? / 257
10.3. Do Nonfarm Activities Increase Inequality? / 261
10.4. The Supermarket Revolution / 262
10.5. Smart Cities / 265
10.6. Climate Change and Poverty / 269
11.1. Famine and Missing Markets in Tigray / 272
11.2. All in One Price / 275
11.3. Estimating the Shadow Price of Corn / 277
11.4. The High Cost of Saving Two in a Billion / 281
11.5. Walmart in Nicaragua / 288
11.6. Saving Fish with Cell Phones / 289
11.7. Nudging Poor Farmers to Use Fertilizer / 293
11.8. Which Seeds to Save? / 297
12.1. Saving for a Rainless Day / 302
12.2. Is It Credit or Insurance? / 305
12.3. Credit and Productivity in Peru / 3rr
12.4. Muhammad Yunus and the Grameen Bank / 316
12.5. Why Poor People Pay a High Price for (Ex-Ante) Insurance / 324



viii | Sidebars

12.6. Holding On to the Last Cow (or Two) / 325
12.7. Insuring with Satellites / 329

13.1. A Migration Lottery / 366

13.2. Migrants on Rails / 367

13.3. Bat Drain or Bat Gain? / 369

13.4. “The Dragon’s Gift,” “The New Scramble for Africa,” and
“Aid 2.0” [/ 374



What Development Economics
Is All About

Suppose you were blindfolded and airlifted abroad. After you
arrive in a small town and remove the blindfold, your job is
to determine the income level of the place based only on sixty
seconds of observation. What would you look for? If you
have traveled or lived in a developing country, you might
have a head start on this assignment: Is it hot and humid?
What are people wearing? Eating? How are people getting
around? What do the streets and buildings look like? Do the
animals look pampered? Do you see trash or trash cans? And
the smells! Most people, when exposed to living standards far
below their own, want to help in some way. Economists (yes,
even economists!) feel this impulse and wonder: Why are
some places rich and others poor? What can be done to
reduce poverty and encourage economic growth? In this
chapter, we introduce development economics and describe
the emergence and evolution of this field.

ESSENTIALS

Description of development economics

Evolution of development economics

Import substitution and export promotion
+  Market failures

Inseparability of efficiency and equity

Millennium Development Goals

Malawi is one of the poorest countries in the world. The average person
living there had an annual income of $330 in 2010. That is not even a
dollar a day. Even when we adjust for a low cost of living, the average
Malawian lived off what in the United States would be the equivalent of

around $850 per year.!
What is the solution to Malawi’s pervasive poverty?



