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Macroeconomic growth empirics
Lecture 1: Global patterns of economic growth and development (1/20)
Lecture 2: Inequality and growth (1/27)Lecture 2: Inequality and growth (1/27)
The political economy of development
Lecture 3: History and institutions (2/3)
Lecture 4: Corruption (2/10)
L t 5 P t liti (2/17)Lecture 5: Patronage politics (2/17)
Lecture 6: Democracy and development (2/24)
Lecture 7: War and Economic Development (3/3) 
Lecture 8: Economic Theories of Conflict (3/10) – Guest lecture by Gerard Padro
Human resources
Lecture 9: Human capital and income growth (3/17)
Lecture 10: Increasing human capital (3/31)
Lecture 11: Labor markets and migration (4/7)Lecture 11: Labor markets and migration (4/7)
Lecture 12: Health and nutrition (4/14)
Lecture 13: The demand for health (4/21)
Other topics
Lecture 14: Environment and development (4/28)Lecture 14: Environment and development (4/28)
Lecture 15: Resource allocation and firm productivity (5/5)
Additional topics for the development economics field exam
-- Ethnic and social divisions

Th E i f HIV/AIDS
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-- The Economics of HIV/AIDS



• Prerequisites: Graduate microeconomics, econometricsPrerequisites: Graduate microeconomics, econometrics

• Grading:
Four referee reports – 40%Four referee reports 40%
 Third referee report due in next week, Mar. 3, 2009
 Second referee report back soon

Two problem sets – 20%
Research proposal – 30%
Class participation – 10%p p
No final exam

• All readings are available online (see syllabus)g ( y )

• Additional references on syllabus
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Lecture 6 outline
(1) Overview of democracy and development

-- Acemoglu, Johnson, Robinson, Yared (2008)
(2) Besley and Burgess (2002)
(3) Ferraz and Finan (2008)
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(1) Democracy and development
• Massive literature in economics and political science

C id S b S h Af i ’ d ti ti• Consider Sub-Saharan Africa’s democratization wave 
since 1991 – will this help / hinder economic growth?
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(1) Democracy and development
• Massive literature in economics and political science

C id S b S h Af i ’ d ti ti• Consider Sub-Saharan Africa’s democratization wave 
since 1991 – will this help / hinder economic growth?

• How do we define a “democracy”?
-- Holding elections in not enough
-- Freedom House measure: “Political rights are rights to 
participate meaningfully in the political process. In a 
democracy this means the right of all adults to vote anddemocracy this means the right of all adults to vote and 
compete for public office, and for elected representatives 
to have a decisive vote on public policies”
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(1) Democracy and development
• How do we quantify the extent of democracy? There is 

clearly a continuum from democracy to autocracy
E g the ruling party may manipulate the media-- E.g., the ruling party may manipulate the media, 

intimidate opposition supporters, interfere with the 
electoral commission’s voter rolls, engage in ballot fraud. 

SRussia today is more democratic than the Soviet Union, 
but not as democratic as Sweden
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(1) Democracy and development
• How do we quantify the extent of democracy? There is 

clearly a continuum from democracy to autocracy
E g the ruling party may manipulate the media-- E.g., the ruling party may manipulate the media, 

intimidate opposition supporters, interfere with the 
electoral commission’s voter rolls, engage in ballot fraud. 

SRussia today is more democratic than the Soviet Union, 
but not as democratic as Sweden

• There are have been large aggregate movements in 
these measures. In the 1970s average levels of 
democracy fell sharply in Africa and Latin America, and 
increased again in the late 1980s / early 1990s there, as 
well as in Eastern Europe. Reversals are possible
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(1) Democracy and development
• Political rights/freedoms are critical for human welfare 

but what impact on economic development?
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(1) Democracy and development
• Political rights/freedoms are critical for human welfare 

but what impact on economic development?

• A trade-off between democracy and development? 
-- Do democracies consume too much? (Cold War)

? ( )-- Redistribute too much? (Persson and Tabellini 1994)
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(1) Democracy and development
• Political rights/freedoms are critical for human welfare 

but what impact on economic development?

• A trade-off between democracy and development? 
-- Do democracies consume too much? (Cold War)

? ( )-- Redistribute too much? (Persson and Tabellini 1994)
-- Is democracy too unstable in poor countries?
E g Iraq 2001 versus 2005 Huntington (1968):E.g. Iraq 2001 versus 2005. Huntington (1968):
“Political participation must be held down, at least 
temporarily, in order to promote economic development”
“Th t i t t liti l di ti ti t i“The most important political distinction among countries 
concerns not their form of government, bit their degree of 
government”
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(1) Democracy and development
• There are few general answers here: dictatorships may 

promote the interests of different groups – left-wing 
versus right-wing governmentsversus right wing governments

• There is no guarantee that dictatorships will lead to more 
social stability than democracies, where compromises 
between social groups are (perhaps) more easily 
debated and resolveddebated and resolved
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(1) Democracy and development
• In today’s lecture we mainly focus on the effects of 

democracy. But what of the reverse question: does 
higher income lead to democracy?higher income lead to democracy?

• An inherently challenging issue due to both endogeneity 
(if democracy boosts income, say) and omitted variables
-- The literature has been quite unsettled and 
contentious and politicizedcontentious – and politicized

• A new contribution is Acemoglu, Johnson, Robinson andA new contribution is Acemoglu, Johnson, Robinson and 
Yared (2008, AER), “AJRY”

15



(1) AJRY (2008)
• They highlight two patterns:

1. In the cross-section, income and democracy are very 
highly correlated (figure 1) In fact this is one of the mosthighly correlated (figure 1). In fact this is one of the most 
robust empirical regularities across countries
2. But changes in income and changes in democracy are 
weakly correlated (figure 2)
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(1) AJRY (2008)
• They highlight two patterns:

1. In the cross-section, income and democracy are very 
highly correlated (figure 1) In fact this is one of the mosthighly correlated (figure 1). In fact this is one of the most 
robust empirical regularities across countries
2. But changes in income and changes in democracy are 
weakly correlated (figure 2)

I l di t fi d ff t (t f ithi t• Including country fixed effects (to focus on within country 
variation) increases standard errors, especially in the 
IV/GMM specifications (tables 2, 3)p ( )
-- Related issues in the inequality and growth debate

• Could longer-term institutional evolution explain both 
i th d d ti ti ?

19

income growth and democratization?



20



21



22



(1) AJRY (2008)
• Some comments on the empirical results:

1) Standard errors are wide. Consider an increase of one in log 
income (from Thailand to Japan). The +2*SE effect that can be ( p )
ruled out is in column 2 is 2*(0.035)*1 = 0.07 more democracy, 
roughly from Ethiopia to Tanzania in the 1990s
2) FE’s remove most variation from the (noisy) income measure,2) FE s remove most variation from the (noisy) income measure, 
likely increasing attenuation bias towards zero
3) Including lagged dependent variables biases FE regressions 
unless T  But T=5 in the main specificationunless T . But T=5 in the main specification.
4) Fixes for this problem (Anderson-Hsiao 1982 and Arellano-
Bond 1991) essentially use lagged explanatory variables as IV’s. 
But SE’s are large so confidence intervals become even widerBut SE s are large, so confidence intervals become even wider
5) Effects may not be upper bounds (e.g., collapse of USSR)
6) The IV’s used for income – the lagged savings rate, and 
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growth rates in trading partners – raise exclusion concerns, and 
the long-run panel (1875-2000) again results in large SE’s
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(1) The virtues of democracy
• Amartya Sen (1981) Poverty and Famines: An Essay on 

Entitlement and Deprivation

• Stylized fact: no full-blown famines in a democracy
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(1) The virtues of democracy
• Amartya Sen (1981) Poverty and Famines: An Essay on 

Entitlement and Deprivation

• Stylized fact: no full-blown famines in a democracy
(1) Free press: both policymakers and voters have better(1) Free press: both policymakers and voters have better 
information
(2) Elections: more accountability for performance
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(1) A tale of two famines
• Post-independence India: no famines
• Pre-independence India: many famines, including the 

disastrous 1943 Bengal Famine 1 5 3 million deaddisastrous 1943 Bengal Famine, 1.5-3 million dead
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• Post-independence India: no famines
• Pre-independence India: many famines, including the 

disastrous 1943 Bengal Famine 1 5 3 million deaddisastrous 1943 Bengal Famine, 1.5-3 million dead
“The vital problems of India are being treated by His 
Majesty’s Government with neglect, even sometimes 
with hostility and contempt.” -- Lord Wavell
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(1) A tale of two famines
• Post-independence India: no famines
• Pre-independence India: many famines, including the 

disastrous 1943 Bengal Famine 1 5 3 million deaddisastrous 1943 Bengal Famine, 1.5-3 million dead
“The vital problems of India are being treated by His 
Majesty’s Government with neglect, even sometimes 
with hostility and contempt.” -- Lord Wavell

C i t Chi i f i i 1957 1962 d i• Communist China: massive famine in 1957-1962 during 
“The Great Leap Forward”, 10-30 million dead
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A i i l i l t ti f S ’ id 16

(2) Besley and Burgess (2002, QJE)
• An empirical implementation of Sen’s ideas across 16 

Indian states 1958-1992

• Indian states with more active local media and more 
competitive local politics respond more effectively to 

l di (d h fl d)natural disasters (drought, flood)
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A i i l i l t ti f S ’ id 16

(2) Besley and Burgess (2002, QJE)
• An empirical implementation of Sen’s ideas across 16 

Indian states 1958-1992

• Indian states with more active local media and more 
competitive local politics respond more effectively to 

l di (d h fl d)natural disasters (drought, flood)

• A model of political agency: voters seek to restrain• A model of political agency: voters seek to restrain 
politicians’ moral hazard problem
-- Strong media  information on politician actionsg p
-- Close elections  higher cost of inaction for politicians
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H d i f ti b t ti ff t t

(3) Ferraz and Finan (2008, QJE)
• How does information about corruption affect voter 

choices in a democracy? And how is this impact affected 
by the strength of local media?y g

• Closely related to arguments in Sen (1981) and Besley 
d B (2002) b l i i B iland Burgess (2002), but rely on an experiment in Brazil 

that led to exogenously better performance information
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H d i f ti b t ti ff t t

(3) Ferraz and Finan (2008, QJE)
• How does information about corruption affect voter 

choices in a democracy? And how is this impact affected 
by the strength of local media?y g

• Closely related to arguments in Sen (1981) and Besley 
d B (2002) b l i i B iland Burgess (2002), but rely on an experiment in Brazil 

that led to exogenously better performance information

• Starting in 2003, the Brazil federal government began 
randomly auditing municipalities for corruption
-- Teams of 10 well-trained independent auditors
-- Instances of corruption (e.g., over-invoicing, diversion 
of funds) were publicized in the press and on the internet

41
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Th ti ll th l f i f ti ti (
(3) Ferraz and Finan (2008, QJE)

• Theoretically the release of information on corruption (or 
any other measure of official performance) could have 
positive or negative effects on re-election prospects
-- If performance is better (worse) than expected, it could 
boost (hurt) re-election success
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Th ti ll th l f i f ti ti (
(3) Ferraz and Finan (2008, QJE)

• Theoretically the release of information on corruption (or 
any other measure of official performance) could have 
positive or negative effects on re-election prospects
-- If performance is better (worse) than expected, it could 
boost (hurt) re-election success

• Intuitively the release of information on corruption could 
hurt “dirty” politicians and help “clean” ones

Most municipalities had between 0 and 4 incidents of-- Most municipalities had between 0 and 4 incidents of 
corruption founds by auditors

• Econometric identification: the municipalities chosen for 
audits were chosen by public lottery, some (by chance) 
before the Oct. 2004 municipal elections, some after

45
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Th i i liti h f dit b f d ft th

(3) Ferraz and Finan (2008, QJE)
• The municipalities chosen for audits before and after the 

election look very similar along observables, helping rule 
out manipulation in audit timing (table 1)p g ( )

47
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Th i i liti h f dit b f d ft th

(3) Ferraz and Finan (2008, QJE)
• The municipalities chosen for audits before and after the 

election look very similar along observables, helping rule 
out manipulation in audit timing (table 1)p g ( )

• Audits have the hypothesized positive impact on the re-
l i f i h i d ielection of mayors with zero corruption, and a negative 

effect on mayors with higher than median corruption
-- Large electoral magnitudes (table 3)Large electoral magnitudes (table 3)
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B tt i f ti b t ti l d t

(3) Ferraz and Finan (2008, QJE)
• Better information about corruption leads to more 

electoral accountability in Brazil, especially in areas with 
good local radio coverage (table 6)g g ( )
-- Audits decreased re-election by 16 percentage points 
(over one third) if three corruption violations and one 
local radio station versus 4 p p if no local radio stationlocal radio station, versus 4 p.p. if no local radio station
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B tt i f ti b t ti l d t

(3) Ferraz and Finan (2008, QJE)
• Better information about corruption leads to more 

electoral accountability in Brazil, especially in areas with 
good local radio coverage (table 6)g g ( )
-- Audits decreased re-election by 16 percentage points 
(over one third) if three corruption violations and one 
local radio station versus 4 p p if no local radio stationlocal radio station, versus 4 p.p. if no local radio station
-- However, for clean municipalities, if no corruption 
violations were found, re-election odds increased by 17 , y
percentage points

• This result survives other interaction controls for local 
demographics, education, economic inequality, legal 
institutions, political competition

54
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-- Local newspapers and TV do not have the same effect



55Economics 270c: Lecture 5 55



56Economics 270c: Lecture 5 56



57Economics 270c: Lecture 5 57



58Economics 270c: Lecture 5 58



59Economics 270c: Lecture 5 59



Wh t ff t ill lik thi h liti i

(3) Ferraz and Finan (2008, QJE)
• What effect will a program like this have on politician 

quality / selection in the long-run?

• Could this audit approach be implemented elsewhere?
-- Echoes the Olken (2007) finding that outside auditors 
can be quite effective
-- Will auditors eventually get captured by politicians?

• Is there an unmodeled interaction with Brazilian political 
culture (or other institutions) that matters here, thatculture (or other institutions) that matters here, that 
would limit generalizability?
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Whiteboard #1
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Whiteboard #2

62Economics 270c: Lecture 6 62



Whiteboard #3
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Whiteboard #4
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Whiteboard #5
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