A World of CHANGE

Taking stock of the past half century

M. Ayhan Kose and Ezgi O. Ozturk

HEN the inaugural issue of Finance ¢

Development appeared in June 1964, the

world economy was enjoying its best 10-

year growth performance since World War
II. The massive postwar reconstruction effort of the preced-
ing decade led to vibrant growth in Europe and Asia. The
U.S. economy, which accounted for almost one-third of
world output during the 1960s, was experiencing its longest
expansion to date.

In the same year, Bob Dylan’s timeless song captured the rap-
idly changing nature of the times. Although Dylan probably did
not have global production in mind, the world economy wit-
nessed some truly unimaginable changes during the ensuing
half century. Some low-income countries with chronic devel-
opment problems started growing much faster and eventually
became major contributors to global growth. The world eco-
nomic order went through a tectonic transformation, accom-
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The slow one now
Will later be fast
As the present now
Will later be past
The order is rapidly fadin’
And the first one now will later be last
For the times they are a-changin’

>

From “The Times They Are a-Changin”
by Bob Dylan, 1964

panied by, and in part caused by, groundbreaking advances in
science and technology and the rise of globalization.

How has the global economy changed since 19647 We
present an eclectic answer to this question by summarizing
some major changes over the past 50 years. The progress
the world economy experienced during this period has been
impressive. There is still a glaring need for progress in many
areas, but there is also cause for optimism.

New technologies

Had we written this article in 1964, we would have used type-
writers, not computers, and might have relied for background
research on hard copies of journals and books. It could have
taken many weeks to assemble the related statistics and to
translate them into the charts. It could, as well, have taken
several weeks to ship printed issues of the magazine to read-
ers around the world.



Thanks to many technological developments over the past
half century, today we have instant access to a vast array of
information sources and are able to share new knowledge
with the rest of the world in seconds. Rapid progress in com-
munication and transportation technologies has facilitated
major innovation in many other fields, radically changed
how we work, raised productivity, and led to stronger inter-
national trade and financial links.

How we communicate has changed the most, as advances
in computers and mobile technologies have revolutionized all
mediums of communication. In 1965, the first commercially
successful minicomputer had an inflation-adjusted price tag of
$135,470. It was able to undertake basic computations, such as
addition and multiplication. Its capacity was about 4,000 words
of 12 bits. Today’s typical smartphone has a capacity 3 million
times larger and costs less than $600.

The introduction of the Internet to the public in 1991
started a new era in communication. The tremendous increase
in Internet access has brought people, businesses, and coun-

tries closer, while mobile communication has become cheaper
and more accessible. In 1965, the first commercial communi-
cations satellite was launched from the United States, provid-
ing 240 two-way telephone circuits. Today, there are about 400
commercial communication satellites processing and trans-
mitting information across the world, with a capacity that
dwarfs 1965. In 1980, there were five mobile phone subscrip-
tions for every million people; today there are more than 90 for
every 100 people (see Chart 1). New technologies have been
making earlier modes of communication obsolete. With the
rapid rise of wireless communication, landlines, for example,
have declined during the past decade.

The transportation sector has also gone through a major
change over the past 50 years. Today, we can travel and ship
goods much faster and more cheaply than a half century
ago. A round-trip airline ticket from Miami to New Orleans
in the early 1960s was $927 (inflation adjusted); it now costs
about $330. With the availability of cheaper and faster com-
munication and declining shipping costs, even small busi-
nesses have access to overseas markets.

Although annual global energy consumption from pri-
mary resources (fossil fuel, natural energy, nuclear power)
has more than tripled over the past half century, techno-
logical improvements in the energy sector made produc-
tion more efficient than ever. To produce $1,000 in output,
the world used the equivalent of 137 kilos of oil in 2011,
50 fewer than 20 years earlier. The global oil supply as a per-
cent of total primary energy supply has also declined with
increased supplies of natural gas, nuclear power, and renew-
able energy sources such as geothermal, solar, and wind.

Rise of globalization

“We live in a global world” This sentence did not mean much
in 1964. However, it has become a cliché, especially over the
past two decades with the rise of globalization—the grow-
ing trade and financial integration of the world economy
(see Chart 2). Advances in communication and transporta-
tion technologies coincided with and fostered accelerated
globalization as countries became more interdependent
through a rapid increase in cross-border movement of goods,
services, capital, and labor—and led to much faster diffusion
of ideas and cultural products.

Chart 1

New ways to communicate

Internet and mobile phone use has grown dramatically, while
some customers are ditching landlines.
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Chart 2

The world grows closer
Global trade and financial links increased dramatically in the past

50 years.
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Note: Trade integration is measured by the ratio of total imports and exports to global GDP.
Financial integration is the ratio of total financial inflows and outflows (including bank loans,
direct investment, bonds, and equities) to global GDP. Financial integration data are through

2011.Trade integration data for 2014 are forecasts.
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The past 50 years have witnessed profound changes in the
volume, direction, and nature of international trade: global
trade in goods and services has risen rapidly, aided by the lib-
eralization of trade policies around the world. Intraregional

Box 1
New countries, new members

Wars, political and social conflicts, and the dissolution of the
Soviet Union increased the number of independent countries
from 139 in 1965 to 204 in 2014. These new countries quickly
assumed their roles in international policy forums. For exam-
ple, at the end of 1965, the International Monetary Fund and
the World Bank each had slightly more than 100 members.
Over the past 50 years, they have added about 85 members—
first from newly independent African countries and more
recently from former states of the Soviet Union. Each institu-
tion now has 188 members.

Growing bigger
The number of countries that are members of the IMF and the
World Bank has grown from less than 40 in 1946 to 188 today.

(number of members)
200

e |MF members
== World Bank members

160

120

80

40

o lvevvnn b b b bvccrencc b b

1945 55 65 5 85 95 2005

Sources: IMF and World Bank.

Chart 3

Rise of emerging markets

Emerging market economies’ share of global GDP has risen
steadily since 1965.
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Note: Data are measured in purchasing power parity—the rate at which currencies would be
converted if they were to buy the same quantity of goods and services in each country. Data
for 2014 are forecasts.
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trade flows have also become more prominent with the pro-
liferation of regional trade agreements. Trade in manufactur-
ing goods has grown rapidly, and led to cross-border supply
chains—companies can now locate different stages of the
production process in several countries.

The change in international financial flows has been even
more dramatic: the fraction of countries with a liberalized
financial system has risen threefold over the past 50 years. As
more countries have embraced the benefits of permitting the
free movement of capital, international financial flows have
increased markedly. Total global financial assets rose from
$250 billion in 1970 to almost $70 trillion in 2010. The com-
position of international financial flows has also changed: the
share of portfolio equity investments is much larger.

Although the extent of integration of labor markets across
countries is much lower than that of trade and financial mar-
kets, cross-border movements of labor have also registered a
considerable increase over the past 50 years. About 230 mil-
lion people live as migrants today, up from 77 million in 1970.
Two decades ago, people migrated mostly from developing to
developed economies. Regional migration between developing
economies now exceeds migration to developed economies.

New global actors

A number of countries became independent during the
past 50 years (see Box 1). In much of this period, however, a
bipolar world economy—composed of developing countries
in the South and developed countries in the North—was
the norm. The South consisted of mostly poor and labor-
abundant economies that supplied agricultural products
and raw materials to the North. The countries of the North
were richer and more developed. They produced manufac-
tured goods and accounted for the bulk of global trade and
financial flows.

Since the mid-1980s, however, some of the countries of
the South, the so-called emerging market economies, have
grown at an extraordinary pace while rapidly integrating into
the global economy. They have also diversified their produc-
tion base and exports toward manufactured goods and ser-
vices and away from agricultural products.

While their shares of world population and labor force
have remained relatively stable over the past 50 years, the
emerging market economies have established a growing pres-
ence in every other economic dimension. As a group, their
share of global GDP nearly doubled (see Chart 3). Their con-
tribution to global growth was on average 30 percent between
1965 and 1974, roughly half that of advanced economies in
that period. During the past decade, they accounted for more
than 70 percent of global growth, while advanced economies’
share fell to about 17 percent (see Chart 4). Emerging market
economies have also become the main engine of global trade
while rapidly establishing stronger banking and other finan-
cial links with the rest of the world.

Some emerging market economies have performed even
better. For example, Brazil, Russia, India, and China, the so-
called BRIC countries, accounted for half of global growth
over the past decade. China is now the world’s 2nd and



Brazil the 7th largest economy, up from the 8th and the 16th,
respectively, in 1970. The list of the 20 largest economies now
includes South Korea and Indonesia, which were nowhere
close a few decades ago.

Painful interruptions

The world economy is six times larger than it was half a cen-
tury ago, growing at an annual rate of 4 percent during the
period. New technologies have paved the way for more effi-
cient production systems in a wide range of industries and
promoted economic growth. From 1965 to 2013, the average
annual growth rate of world GDP per capita was about 2 per-
cent, and in more than half of the past 50 years, the world
grew faster than this average. As a result, global per capita
GDP more than doubled between 1965 and 2013 despite a
major increase in population (see Chart 5).

But the global growth process itself has never been smooth.
Many countries experienced financial crises that led to sig-
nificant declines in their growth during the past half century
(see Box 2). The global economy also went through periods
of severe interruptions in growth. In every decade after the
1960s, there was a global recession (see Chart 6). In 1975,
1982, 1991, and 2009, world per capita output declined and
various other measures of global activity fell simultaneously
(Kose and Terrones, forthcoming).

Each of these global recessions coincided with severe eco-
nomic and financial disruptions in many countries around the
world. A sharp increase in oil prices triggered the 1975 reces-
sion. A series of global and national shocks—including another
jump in oil prices in 1979, the U.S. Federal Reserve’s battle
against high inflation in 1979 and 1980, and the Latin American
debt crisis—played significant roles in the 1982 recession.

Although the 1991 recession coincided with many adverse
global and national developments, it became a worldwide
event because various domestic difficulties were transmit-
ted to other countries: financial disruptions in the United

Chart 4
Growing up
Emerging market economies account for a growing share of

world GDP growth.
(contribution to world GDP growth, percent)
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States, Japan, and several Scandinavian countries; exchange
rate crises in many advanced European economies; German
unification; and the collapse of the Soviet Union. The 2009

Box 2

Recurrent financial crises

Financial crises have interrupted economic growth around
the world. Roughly 400 of them took place between 1970
and 2013. Advanced economies experienced only 35 crises,
half of them after 2007. Emerging market economies had 218
financial crises, most of them in the 1980s and 1990s, espe-
cially during the 1997 Asian financial crisis. Currency crises
were the most prevalent, accounting for half of all crisis epi-
sodes. Banking and debt crises accounted for the rest. It is
still impossible to predict the location and time of the next
financial crisis.

Financial crises are widespread

Between 1970 and 2013 there were more than 400 banking,
currency, or debt crises.
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Note: The shaded bars represent the three years surrounding global recessions—which
occurred in 1975, 1982, 1991, and 2009.

Chart 5

Sharing prosperity?

Although the average person is richer today than in 1965,
those in advanced economies have done far better than those
in emerging market and other developing economies.
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Population growth slows but people live longer
Life expectancy has grown steadily over the past half century.

1965-74 1975-84 1985-94 1995-2004 2005-14
1.3

Population growth (percent change) 2.1 1.7 1.7

Life expectancy at birth (years) 59.0 63.0 65.5 67.6

Birth rate (per 1,000 people) 32.1 27.6 25.7 21.7

Death rate (per 1,000 people) 12.0 10.2 9.2 8.6

Output growth (percent change) 5.0 5.3 3.1 3.6

Per capita output growth (percent change) 2.9 1.5 1.4 2.2
Sources: World Bank, World D: Indi database; IMF, World Economic Outlook database.

Note: Output is GDP weighted by purchasing power parity for individual countries. Purchasing power parity is the rate at
which currencies would be converted if they were to buy the same quantity of goods and services in each country. Data for
2014 for output growth and per capita output growth are forecasts from the World Economic Outlook. Population-related

data are through 2012.

episode started with a financial crisis in the United States in
2007, but rapidly spread to other advanced economies and
some emerging markets through trade and financial linkages.
Each global recession lasted only a year, but exacted deep
and long-lasting human and social costs: millions lost their
jobs, businesses closed, and financial markets plunged. The
most recent global recession was the deepest since the Great
Depression of the 1930s: worldwide, the number of unem-
ployed people rose by almost 20 percent between 2007 and
2009. In 2009, 83 million young people were unemployed—
more than at any time in the past two decades. The global
economy, especially labor markets, still suffers the effects of the
2009 recession, seven years after the beginning of the crisis.

Poverty and inequality

The world population grew from 3 billion in 1965 to about 7
billion in 2013, but the global economy grew faster than the
world population, leading to a better standard of living for
the average world citizen.

Improvements in medical technology, sanitation, and vacci-
nation helped reduce the death rate and, despite declining birth

Chart 6

Up and down

Global GDP per capita grew at an average 2 percent a year in
the past half century, but that average masks years of strong
growth and years of recession.
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Note: Data are for 163 countries. Red bars indicate years of global recession. Purchasing
power parity is the rate at which currencies would be converted if they were to buy the same
quantity of goods and services in each country.
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rates, the world population has kept rising as people
enjoy longer lives. In the mid-1960s, life expectancy
at birth was about 55 years; today a newborn is
1.2 expected to live about 70 years (see table).

69.9 There has been progress in schooling too. The

19.8 number of children completing primary education
8.1 increased from 80 percent of the global school-age
3.7

population in the 1980s to 92 percent in 2012. In
low-income countries, this change has been more
dramatic—from 45 percent to slightly more than
70 percent in the past three decades.

The average world citizen is richer than ever
thanks to the growth the global economy has
enjoyed over the past 50 years. However, the ben-
efits of this growth have not been equally distributed—the
result is enduring poverty and inequality.

One of the Millennium Development Goals the United
Nations agreed to in 2000 was to reduce extreme poverty by
half between 1990 and 2015. Although that goal was achieved
five years ahead of schedule, extreme poverty remains wide-
spread in a number of low-income countries. In 1981, the
percent of people living on less than $1.25 a day, the extreme
poverty line, was about half in both upper-middle- and low-
income countries (see Chart 7). Thirty years later, upper-
middle-income countries have achieved a substantial decline
in poverty thanks mostly to rapid growth in emerging market
economies. However, in low-income countries, almost half
of the population still lives in extreme poverty. At the global
level, more than a billion people, mostly in sub-Saharan
Africa and south Asia, are in extreme poverty.

Inequality has also increased in most countries. For exam-
ple, from 1990 to 2010, inequality increased in more than

2.5

Chart 7

Poverty endures

Extreme poverty fell across the globe, but it fell the least in

low-income countries and the most in upper-middle-income

countries.
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Note: Extreme poverty is a per capita daily income of less than $1.25. Income is measured
in purchasing power parity, which is the rate at which currencies would be converted if they
were to buy the same quantity of goods and services in each country. Low-income countries
had gross national income (GNI) of less than $1,045 a person in 2013. Middle-income
countries had GNI of more than $1,045 a person and less than $12,746.
Upper-middle-income countries had per capita GNI between $4,125 and $12,746.



two-thirds of countries with data available. Cross-country
inequality reached its highest level in the late 1990s and then
started declining, but is still higher than in the early 1980s.
Moreover, the share of income earned by the top 1 percent
of the population has risen in most of the major advanced
and emerging market economies (see Chart 8). For instance,
in the United States, the richest 1 percent of the population
receives about 18 percent of national income today, com-
pared with about 8 percent 50 years ago.

A major challenge of a different sort for the global econ-
omy is climate change. Carbon dioxide emissions have risen
significantly, especially over the past two decades, and appear

to have led to a wide range of problems, including rising sea
levels, melting glaciers, and more extreme weather events.
The number of reported weather-related natural disasters has
increased more than three times since the 1960s. In addition
to extreme poverty, low-income countries are vulnerable to
the risks stemming from climate change. Although there has
been progress in regulating global emissions of greenhouse
gases over the past 25 years, much more needs to be done to
mitigate the adverse effects of climate change.

Looking back, looking forward

The world economy has gone through a period of great
transformation since 1964. The breathtaking pace of
technological progress and international integration has

Chart 8

Rise of inequality

The share of income earned by the top 1 percent of the
population rose in most countries over the past 50 years.
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resulted in a truly global village, where countries are much
closer because of faster and better modes of communication
and stronger trade and financial linkages than could have
been imagined 50 years ago. The world economy moved
from a bipolar to a multipolar configuration with emerg-
ing market economies now accounting for the lion’s share
of global growth. There has been considerable progress in
elevating living standards in many corners of the world.
However, much still needs to be done to improve macroeco-
nomic and financial policies to allow a better response to
financial crises and to reduce poverty and inequality.

The good news is that there is clear recognition of these
massive challenges. And, through multilateral organiza-
tions—such as the International Monetary Fund and the
World Bank, which turn 70 this year—there has been a
concerted effort to overcome them. The IMF has taken
steps to improve its policy advice for crisis prevention and
management and enhanced its macroeconomic and finan-
cial sector surveillance facilities. The Bank has imple-
mented measures to achieve its newly established “twin”
goals of ending extreme poverty at the global level within
a generation and promoting “shared prosperity” aimed at
improving the well-being of the poorer segments of soci-
ety. There is also consensus that, while generating growth
is critical to overcoming many challenges, that growth
must include all segments of society and be environmen-
tally friendly and sustainable.

There has been lively debate about the future of the world
economy after the global financial crisis. Some argue that
advanced economies will likely enter a period of secular stag-
nation because of misguided policies. Others claim that the
days of robust growth are behind us because today’s innova-
tions are less useful than the major inventions of the past.
Another view, though, is that the global economy has enor-
mous potential to generate a healthy dose of growth in the
coming decades. Innovations, well-designed policies, and
vibrant emerging market and frontier economies can help
realize that potential.

No one could have accurately predicted the changes the
world economy has experienced during the past half cen-
tury. And no one can predict what an article like this one will
say in 2064. But one prediction is as true today as in Dylan’s
50-year-old song: “the times they are a-changin’” W

M. Ayhan Kose is Director of the Development Prospects
Group of the World Bank and Ezgi O. Ozturk is Research
Officer in the Research Department of the IMF.
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