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The Economics of
Being Poor
Most of the people in the world are poor, so if
we knew the economics of being poor, we would
know much of the economics that really matters.
Most of the world’s poor people earn their living
from agriculture, so if we knew the economics
of agriculture, we would know much of the
economics of being poor.
People who are rich find it hard to understand
the behaviour of poor people. Economists
are no exception, for they too find it difficult
to comprehend the preferences and scarcity
constraints that determine the choices that poor
people make. We all know that most of the world’s
people are poor, that they earn a pittance for their
labor, that half and more of their meager income

is spent on food, that they reside predominantly in
low income countries and that most of them are
earning their livelihood in agriculture. What many
economists fail to understand is that poor people
are no less concerned about improving their lot
and that of their children than rich people are.
What we have learned in recent decades about
the economics of agriculture will appear to
most reasonably well informed people to be
paradoxical. We have learned that agriculture
in many low income countries has the potential
economic capacity to produce enough food for
the still growing population and in so doing can
improve significantly the income and welfare of
poor people. The decisive factors of production
in improving the welfare of poor people are not
space, energy and cropland; the decisive factor is
the improvement in population quality.
In discussing these propositions, I shall first
identify two intellectual mistakes that have marred
the work of many economists. I shall then point
out that most observers overrate the economic
importance of land and greatly underrate the

importance of the quality of human agents. Lastly
I shall present measurements of the increases in
population quality that low income countries are
currently achieving.
Much of what I have learned about these
propositions I owe to the research of predoctoral
and postdoctoral students, to subsequent studies
during their professional careers, and to my
academic colleagues. In recent decades their
work has produced a veritable explosion in
the understanding of the economics of human
capital, with special reference to the economics
of research, the responses of farmers to new
profitable production techniques, the connection
between production and welfare, and the
economics of the family.

Mistakes
by economists
This branch of economics has suffered from
several intellectual mistakes. The major mistake

has been the presumption that standard economic
theory is inadequate for understanding low
income countries and that a separate economic
theory is needed. Models developed for this
purpose were widely acclaimed until it became
evident that they were at best intellectual
curiosities. The reaction of some economists was
to turn to cultural and social explanations for the
alleged poor economic performance of low income
countries. Quite understandably, cultural and
behavioral scholars are uneasy about this use of
their studies. Fortunately, the intellectual tide has
begun to turn. Increasing numbers of economists
have come to realize that standard economic
theory is just as applicable to the scarcity problems
that confront low income countries as to the
corresponding problems of high income countries.
A second mistake is the neglect of economic
history. Classical economics was developed when
most people in Western Europe were very poor,
barely scratching out subsistence from the poor
soils they tilled and they were condemned to a
short life span. As a result, early economists dealt

with conditions that were similar to those that
prevail in low income countries today. In Ricardo’s
day about half of the family income of laborers
in England went for food. So it is today in many
low income countries. Marshall (1920) tells us
that “... English labourers’ weekly wages were
often less than the price of a half bushel of good
wheat”, at the time that Ricardo published his
classic work. The weekly wage of the ploughman
in India is currently somewhat less than the price
of two bushels of wheat (Schultz, 1977a, 1977b).
In India many people live under the Ricardian
shadow. Understanding the experience and
achievements of poor people over the ages can
contribute much to understanding the problems
and possibilities of low income countries today.
That kind of understanding is far more important
than the most detailed and exact knowledge
about the surface of the earth, or of ecology, or of
tomorrow’s technology.
Historical perception is also lacking with respect
to population. We extrapolate global statistics
and are horrified by our interpretation of them,

mainly that poor people breed like lemmings
headed toward their own destruction. Yet that is
not what happened looking back at our own social
and economic history when people were poor. It is
equally false with respect to population growth in
today’s poor countries.

Concluding remark
The central thrust of this lecture is that population
quality and knowledge matter. A goodly number
of low income countries have a positive record in
improving population quality and in acquiring
useful knowledge. These achievements imply
favorable economic prospects, provided they
are not dissipated by politics and governmental
policies that discriminate against agriculture.
We in the high income countries have forgotten
the wisdom of Alfred Marshall, when he wrote,
«Knowledge is the most powerful engine of
production; it enables us to subdue Nature and
satisfy our wants.»

Fintech Growth Poised to Disrupt
Banking Industry
fintech
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It is time for banks to take the fintech
movement seriously as adoption of fintech
could double among digitally active
consumers in 2016.
By Jim Marous, Co-Publisher of The Financial
Brand and Publisher of the Digital Banking
Report

The level of financial technology (fintech)
adoption among digitally active consumers
is set to grow significantly in the next
year. This will require traditional financial
services companies to revisit their product
development, distribution, communication
and innovation strategies to compete

effectively with the new market entrants,
according to EY’s first Fintech Adoption Index.
The survey included 10,131 “digitally active”
consumers in Australia, Canada, Hong Kong,
Singapore, the UK and the US. It was found
that 15.5% of those surveyed had used at
least two fintech services – financial services
products developed by non-bank, noninsurance or online companies — in the past
six months. Beyond current use, it was found
that adoption rates among digitally active
consumers could potentially double within the
next 12 months if respondents follow up on
their intentions to use fintech products and
services.
The index evaluated the use of 10 fintech
services in four categories:
•
Savings and Investments
•
Money Transfer and Payments
•
Borrowing
•
Insurance

The 10 services included P2P investment
services, equity/rewards crowdfunding,
online investment advice and
investments, online financial planning,
online stock brokering or spread betting,
online foreign exchange, overseas
remittances, non-bank money transfers,
P2P borrowing, and health insurance
premium aggregators or car insurance
using telematics.
Imran Gulamhuseinwala, EY Global
Fintech Leader, said, “The adoption
of fintech products is relatively high
for such a new sector, so the risk of
disruption is real. As fintech continues to
catch on among consumers, traditional
financial services companies will
have to reassess their view of which
customers are most at risk from the new
competition and step up their efforts to
serve them effectively.”

The Opportunity
for Collaboration
Between Fintech and
Legacy Banks
Not taking action on the trend toward
digitalization is dangerous since the
industry’s older customer base is
shrinking. According to EY, the “Facebook
Generation” will reach peak earning
potential within the next ten years. This
new breed of customers will demand
anytime, anyplace, contextual tailored
experiences facilitated by smart devices
and ubiquitous internet access. Most banks
currently struggle to meet the demands of
this digital-first consumer.
Fidor and Atom are both newly licensed
digital banks operating in Europe. Simple,
Moven, BankMobile are growing in the US,
with many other challenger banks close
behind ready to introduce new banking
services. It is only a matter of time before

these mobile-first banks become the
new normal. The response to the fintech
movement will differ for each organization,
with the options of building internally,
buying, partnering or playing “wait
and see” all being options. But with the
penetration of smartphones and wearables
increasing and the expectations being set
outside the financial services industry,
there is the need for a logical approach for
transformation and differentiation.
Matt Hatch, EY Americas Fintech
Leader, said, “This index shows that the
innovations and changes of fintech are here
to stay. A co-existence and collaboration
between the new and old market players
will be inevitable. There is much that
traditional financial services firms can
learn from how fintech firms think about
the customer proposition and harness
technology to deliver a compelling service.”
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International development aid is based on
the Robin Hood principle: take from the rich
and give to the poor. National development
agencies, multilateral organizations, and
NGOs currently transfer more than $135
billion a year from rich countries to poor
countries with this idea in mind.
A more formal term for the Robin Hood
principle is “cosmopolitan prioritarianism,”
an ethical rule that says we should think of
everyone in the world in the same way, no
matter where they live, and then focus help
where it helps the most. Those who have less
have priority over those who have more. This
philosophy implicitly or explicitly guides the
aid for economic development, aid for health,
and aid for humanitarian emergencies.
On its face, cosmopolitan prioritarianism
makes sense. People in poor countries have
needs that are more pressing, and price levels

are much lower in poor countries, so that
a dollar or euro goes twice or three times
further than it does at home. Spending at
home is not only more expensive, but it also
goes to those who are already well off (at least
relatively, judged by global standards), and so
does less good.
I have thought about and tried to measure
global poverty for many years, and this
guide has always seemed broadly right. But
I currently find myself feeling increasingly
unsure about it. Both facts and ethics pose
problems.
Huge strides have undoubtedly been made
in reducing global poverty, more through
growth and globalization than through aid
from abroad. The number of poor people
has fallen in the past 40 years from more
than two billion to just under one billion – a
remarkable feat, given the increase in world

population and the long-term slowing of
global economic growth, especially since 2008.
While impressive and wholly welcome,
poverty reduction has not come without a
cost. The globalization that has rescued so
many in poor countries has harmed some
people in rich countries, as factories and
jobs migrated to where labor is cheaper. This
seemed to be an ethically acceptable price
to pay, because those who were losing were
already so much wealthier (and healthier)
than those who were gaining.
Globalization is less splendid for those who
not only don’t reap its benefits , but suffer
from its impact. We have long known that
less-educated and lower-income Americans,
for example, have seen little economic gain for
four decades, and that the bottom end of the
US labor market can be a brutal environment.
But just how badly are these Americans
suffering from globalization? Are they much
better off than the Asians now working in the
factories that used to be in their hometowns?
Most undoubtedly are. But several million
Americans – black, white, and Hispanic – now
live in households with per capita income
of less than $2 a day, essentially the same
standard that the World Bank uses to define
destitution-level poverty in India or Africa.
Finding shelter in the United States on that
income is so difficult that $2-a-day poverty is
almost certainly much worse in the US than
$2-a-day poverty in India or Africa.
Beyond that, America’s much-vaunted

equality of opportunity is under threat. Towns
and cities that have lost their factories to
globalization have also lost their tax base and
find it hard to maintain quality schools – the
escape route for the next generation. Elite
schools recruit the wealthy to pay their bills,
and court minorities to redress centuries
of discrimination; but this no doubt fosters
resentment among the white working class,
whose kids find no place in this brave new
world.

My own work with Anne Case reveals more
signs of distress. We have documented a
rising tide of “deaths of despair” among white
non-Hispanics – from suicide, alcohol abuse,
and accidental overdoses of prescription
and illegal drugs. Overall death rates in the
US were higher in 2015 than 2014, and life
expectancy has fallen.
We can argue about the measurement of
material living standards, whether inflation

Angus Deaton

is overstated and the rise in living standards
understated, or whether schools are really
that bad everywhere. But deaths are hard to
explain away. Perhaps it is not so clear that
the greatest needs are on the other side of the
world.
Citizenship comes with a set of rights
and responsibilities that we do not share
with those in other countries. Yet the
“cosmopolitan” part of the ethical guideline
ignores any special obligations we have toward
our fellow citizens.
We can think about these rights and
obligations as a kind of mutual insurance
contract: We refuse to tolerate certain kinds of
inequality for our fellow citizens, and each of
us has a responsibility to help – and a right to
expect help – in the face of collective threats.
These responsibilities do not invalidate or
override our responsibilities to those who are
suffering elsewhere in the world, but they do
mean that if we judge only by material need,
we risk leaving out important considerations.
When citizens believe that the elite care more
about those across the ocean than those across
the train tracks, insurance has broken down,
we divide into factions, and those who are left
behind become angry and disillusioned with
a politics that no longer serves them. We may
not agree with the remedies that they seek, but
we ignore their real grievances at their peril
and ours.

Angus Deaton, the 2015 Nobel laureate in economics, is Professor
of Economics and International Affairs at Princeton University’s
Woodrow Wilson School of Public and International Affairs.
He is the author of The Great Escape: Health, Wealth, and the
Origins of Inequality.

Alternative Investments
Surge Ahead
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capital to alternatives. “The fees charged by
managers have reduced,” comments a CIO at a
Scandinavian pension fund. “That is changing the alternatives space, as is the increased
complexity of investing in capital markets.
More alternative asset investment strategies
are developing as a result.”
Past, present and future allocations

The Race for Assets
The political world is in tumult: Brexit
negotiations have stalled in Europe and
tensions are rising on the Korean peninsula,
among other events. The global economy
appears to be weathering such storms.
However, it’s not all smooth sailing for
investors. Yields remain low on core fixed
income and equities are somewhat muted.
Meanwhile, low interest rates and quantitative
easing programs continue to dampen yields on
conventional assets. And this has pushed more
institutional investors toward alternatives.
Alternative assets under management have
reached a record US$7.7 trillion in 2017.1
With this in mind, BNY Mellon in association
with FT Remark, the research arm of the
Financial Times, surveyed institutional
investors about their alternative asset
allocation.
Survey in 2016, Split Decisions,2 which
revealed a ravenous hunger for alternatives.
New report shows that this appetite has only
strengthened.
Survey reveals how a greater understanding
between investors and fund managers, enabled
by new technologies, will take the industry to
a new level and further establish alternative
assets as mainstream investments.

Alternative asset
appetite is insatiable.
What’s driving the
hunger?
Institutional allocations to alternative
investments are rising fast. Assets under
management have reached a record US7.7$
trillion in 2017. And, as our survey shows, the
curve is likely to only go up.
More than half (53%) of respondents expect
allocations to alternatives to increase in the
next 12 months, up from 39% in the 2016
study. Not surprisingly, one of the main
drivers for this is outperformance. As a
U.S.-based pension fund investment director
notes: “With traditional investment options
underperforming, overall asset allocations
towards alternatives are going to increase—
they are generating very strong returns.” This
sentiment is supported by our survey results.
The majority of respondents say the various
alternative asset classes have performed at or
above their expectations. As figure 2 shows,
private equity (PE), real estate and private
debt are performing particularly well. Lower
fees and a broader range of investment types
are also helping to attract more institutional

While overall allocations are on the rise, the
split between the alternative asset classes
looks set to remain stable over the next 12
months. This partly reflects the long-term
nature of asset allocation decisions, but it also
suggests that investors are keen to ensure they
have adequate diversification. Where there is
change, it is driven by the performance record
of the different investment types. PE remains
the most popular alternative investment across
all timeframes.

Asset managers
are turning to
technology. Why?
No sector is immune from technology’s transformative effects. And fund managers need to
become disruptors if they are going to thrive.
Technology is playing a major role in facilitating operational improvements and reducing
costs that, in turn, produce savings for investors. With the arrival of automation, new analytical tools and even artificial intelligence, the
cost of running many functions in a typical
firm—from front through to back office - can
be brought down.
The disruptive power of new technologies are
front of mind for most fund managers, with
predictive analytics, cloud and big data anticipated to have the most significant impact
on their business. Predictive technologies are
largely viewed as important for improving
investment decisions, while the cloud is seen
as enabling greater operational efficiency.
“Technologies such as big data, blockchain,

cloud and predictive analysis are certainly
going to shape our business,” says a U.S. hedge
fund managing director. “Cloud is important
for running the business and overcoming the
hassles of back-end work. Analytics is most
critical considering the significant uncertainty
we have now.”
Meanwhile, the two top trends revealed in our
survey—increased indexing and more capital
flowing from financial advisors and high
net worth individuals (HNWI)—show how
technology is set to be the driving force in the
industry for the foreseeable future.
In many ways, these trends are two sides of
the same coin. Most indexing products for
alternatives are structured as exchange-traded
funds (ETFs) or available through mutual
funds and as such are available to individual
investors and institutions alike. They offer
the potential for exposure to a diversified set
of alternative investment opportunities, plus
greater liquidity than closed-ended alternative

fund vehicles.

What Happens When the Richest
U.S. Cities Turn to the World
Sociology www.nytimes.com
As the economy has changed, so have the re�
lationships between places, to the disadvan�
tage of smaller cities and rural areas.

yard in San Francisco will
soon be redeveloped. And
its former parent company, the Bethlehem Steel
Corporation in Bethlehem, Pa., went bankrupt
in 2001.

The Bay Area became a center of shipbuilding before and during World War
II, drawing on raw materials and manufactured goods from around the country.
Workers at Belair Shipyard in 1943.
Getty Images
SAN FRANCISCO — Well before anyone
thought of this place as the center of the tech
economy, the Bay Area built ships. And it did
so with the help of many parts of the country.
Douglas fir trees logged in the Pacific
Northwest were turned into lumber schooners here. Steel from the East, brought in by
railroad, became merchant vessels. During
World War II, workers assembled battleships
with parts from across the country: steam

turbines from Schenectady, N.Y., and Lester,
Pa.; gear winches from Tacoma, Wash.; radio
equipment from Newark; compasses from
Detroit; generators from Milwaukee.
Most of these links that tied the Bay Area’s
prosperity to a web of places far from here
have faded. Westinghouse closed the Pennsylvania plant. General Electric downsized in
Schenectady. The Milwaukee manufacturer
dissolved. The old Bethlehem Shipbuilding

The companies that now
drive the Bay Area’s
soaring wealth — and
that represent part of the American economy
that’s booming — don’t need these communities in the same way. Google’s digital products
don’t have a physical supply chain. Facebook
doesn’t have dispersed manufacturers. Apple,
which does make tangible things, now primarily makes them overseas.
A changing economy has been good to the
region, and to a number of other predomi-

nantly coastal metros like New York, Boston
and Seattle. But economists and geographers
are now questioning what the nature of their
success means for the rest of the country.
What happens to America’s manufacturing
heartland when Silicon Valley turns to China?
Where do former mill and mining towns fit
in when big cities shift to digital work? How
does upstate New York benefit when New
York City increases business with Tokyo?

The Rise of
Global Cities
For much of the 20th century, wages in poorer
parts of the country were rising faster than wages
in richer places. Their differences were narrowing,
a product of migration between the two and gains
from manufacturing that helped lift up regions

that were once deeply poor. Then around 1980,
according to work by the Princeton researcher
Elisa Giannone, that convergence began to stall.
Cities full of highly educated workers like
Boston, San Francisco and New York began
to pull away. And that pattern, Ms. Giannone
finds, has been driven entirely by what’s happening with high-skilled workers: When they
cluster together in these places, their wages
rise even more. That widens inequality both
within wealthy cities and between wealthy
regions and poorer ones.
“Big changes have been happening over the
last 30 years,” Ms. Giannone said. “Now we’re
actually seeing the impact of them.”
Those changes have come from multiple directions — from globalization, from computerization, from the shift in the United States
away from manufacturing toward a knowle-

dge and service economy. These trends have
buffeted many smaller cities and nonurban
areas. The uncomfortable political truth is that
they’ve also benefited places like San Francisco and New York.
“The economic base has shifted in a way that
highly favors cities — and big cities — because it’s now based on knowledge, on idea
exchange, on agglomeration,” said Mark Muro,
the policy director of the Metropolitan Policy
Program at the Brookings Institution.

Emily Badger writes
about cities and urban
policy for The Upshot from
the San Francisco bureau.
She›s particularly interested
in housing, transportation
and inequality — and how
they›re all connected. She
joined the Times in 2016
from The Washington Post.

Impact Of Artificial Intelligence
And Machine Learning on
Trading And Investing
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Investing and trading are activities that can
benefit quite a lot from automation.
You can easily replace many human tasks
with automated, repeated tasks that can be
performed by machines.
AI can learn from the patterns used here, and
it can develop success algorithms that can
change from time to time depending on the
situation. While a variety of options and ideas
are kept as proprietary, it’s safe to say that the
return on investment can be great here.
What artificial intelligence and ML does is it
allows you to get lower volatility with your
investments. This means you will not have to
worry about subjective evaluation.

in forex trading is that it learns based on
previous results. It can capture data signals
and process information that humans would
not be able to use or access adequately.
But the value here is not in the algorithms
used, instead, machine learning’s value comes
from the predictors it uses. The problem with
human-based investing and trading is that
the predictors are limited. Most regulated
forex brokers and investors use the same
type of predictors. With artificial intelligence
and machine learning, the possibilities
are limitless. AI and ML opt for feature
engineering, and this makes the results a
lot easier to understand, with a much more
comprehensive benefit in the long term.

AI and ML bring in a way to avoid luckbased trading. They focus on data mining and
studying the current and previous algorithm
and results. The best thing about using
artificial intelligence and machine learning

Investors may find it easier to use AI, just
because it offers a better way to understand
potential benefits and challenges that can
appear. At the same time, traders that are
using the old methods can still work well, but

artificial intelligence will eventually get faster
than them, and those that use it will rack up
the better profits.
The issue is that banks and financial
institutions have a moral hazard that can
be bad for artificial intelligence and ML in
general. But right now we are not ready to
use machine learning and AI, as the current
solutions are still developing and in research.
The future is bright though, as you do get
plenty of unique benefit and possibilities.
Whether those will pay off immensely or not
shortly, that remains to be seen. But the value
is indeed there, and artificial intelligence,
as well as machine learning, have a huge
potential. Hopefully, they can live up to that
and offer us a way where it’s easier to devise
stock market strategies and not win out of
pure luck.

