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The West and the Rest

The rich nations need to give more consideration to the other coun-

tries of the world, which are becoming increasingly important eco-

nomically. The categorical approach that we often use can have and

has had unintended consequences.

The relationship between the United
States and other countries (especially
the less developed ones) is like that of a
6th grade boy infatuated with his teacher.
The boy obsesses over the teacher day
and night, while she is barely aware of
his existence. Nearly everywhere in the
world people watch our television news,
or movies, read our magazines, and have
opinions about politics and culture.
Their diplomats and politicians parse
what we say and do for possible effects
on their countries.

On the other hand, it is hard to over-
estimate the ignorance of Americans
concerning the rest of the world. An
average American has, at best, a super-
ficial understanding of how people in
other countries actually live. His per-
ception of differing societies and cus-
toms is limited. Even his knowledge of
simple geography is inadequate.

A major reason for this has been our
dominance of the world economy and
popular culture—happenings in the rest
of the world had little impact here. Simi-
lar indifference is evident in other parts
of the economically developed world
(which includes Western Europe,
Canada, Australia, Japan, and perhaps
a few nearby Asian countries and city
states) in varying degrees.

Some Numbers

The world’s population is now about
6.7 billion persons, and the total popu-
lation of the rich countries is one bil-
lion, more or less (depending on the defi-
nition of “rich”), or about 15 percent of
the world’s population. In 1950, this pro-
portion was about 25 percent, and by
2050 it is projected to be 10 percent.
The population of the United States is

300 million, and among rich countries
its rate of population growth (including
immigration) is exceeded only by Aus-
tralia and New Zealand.

Birth rates in European countries are
well below replacement levels and im-
migration has merely helped to stabi-
lize their populations. In several coun-
tries the population has begun to shrink.
Some analysts have asserted that these
trends will bring the relative proportions
of the world’s major ethnic and racial
groups back to what they were before
the industrial revolution in Europe.

Around 1,000 years ago, Europe was
a stagnant backwater, with its classical
culture secreted in a few monasteries,
its political organization a tangle of feu-
dal obligations, its populations small and
living in uninviting climates. Contem-
poraneously, the Confucian and Islamic
civilizations were at the leading edge of
human progress in science, medicine,
technology and astronomy.

Yet it was Europe that forged
ahead—the Renaissance was followed
by the Enlightenment, the scientific
revolution and the industrial revolution.
We will not try to explain the rise of the
West here. The point is that there have
been drastic changes in the civilizations
of the various nations, continents, and
cultures of the world—there is no rea-
son to believe that Western domination
will be permanent.

In fact, it is inevitable that the econo-
mies of the developed countries will
become less and less dominant in the
future. According to The Economist:

Last year, the combined output of

emerging economies reached an

important milestone: it accounted for

more than half of total world GDP

last year (measured at purchasing-

power parity). This means that the rich

countries no longer dominate the

global economy. The developing

countries also have far greater

influence on the performance of the

rich economies than is generally

realized. Emerging economies are

driving global growth and having a

big impact on developed countries’

inflation, interest rates, wages, and

profits.*

It should be noted that such calcula-
tions are far from precise. Not only is
there no clear dividing line between “rich
economies” and “developing econo-
mies,” but there are different ways of
calculating output. The emerging econo-
mies’ share of total world GDP is only
about one-third when the calculation is
made using exchange rates before ad-
justment for the purchasing power of each
country’s currency within its own bor-
ders. Such adjustment makes sense. For
example, one dollar can buy nine Indo-
nesian Rupiahs on the exchange markets
but nine Rupiahs can purchase far more
in Indonesia than one dollar can buy in
the United States—and it is what the nine
Rupiahs can buy that should be used to
measure economic activity.

In any event, it is clear that emerg-
ing economies are becoming important
players in the world economy. Although
their growth has been uneven, nearly
all such economies have made some
progress. Some have done much better
than others—it has been rapid economic
growth in China and India (which to-
gether account for over one third of hu-
manity) that has been the main reason
the world’s economic center of gravity
is shifting to the east.

Why Has It Taken So Long?

We will not, to repeat, go into the
reasons that the Western nations became

*
 The Economist, September 16th-22nd, 2006.



118

Colonialism Isn’t What It Used To Be
“In a seminar in Kabul, I heard the UN High Commissioner for Human

Rights say, ‘Afghans have been fighting for their human rights for twenty-five
years. We don’t need to tell them what their rights are.’ Then the head of a
major food agency added privately, ‘Villagers are not interested in human
rights. They are like poor people all over the world. All they think about is
where their next meal is coming from.’ To which the head of an Afghan
NGO providing counseling responded, ‘The only thing to know about these
people is that they are suffering from post-traumatic stress disorder.”

…
“Critics have accused this new breed of administrators of neocolonial-

ism. But in fact their approach is not that of a nineteenth-century colonial
officer. Colonial administrations may have been racist and exploitative, but
they did at least work seriously at the business of understanding the people
they were governing. They recruited people prepared to spend their entire
careers in dangerous provinces of a single alien nation. They invested in
teaching administrators and military officers the local language. They estab-
lished effective departments of state, trained a local elite, and continued the
countless academic studies of subjects through institutes and museums,
royal geographical societies, and royal botanical gardens. They balanced
the local budget and generated fiscal revenue because if they didn’t their
home government would rarely bail them out. If they failed to govern fairly,
the population would mutiny.

“Postconflict experts have got the prestige without the effort or stigma of
imperialism. Their implicit denial of the difference between cultures is the
new mass brand of international intervention. Their policy fails but no one
notices. There are no credible monitoring bodies and there is no one to take
formal responsibility. Individual officers are never in any one place and
rarely in any one organization long enough to be adequately assessed. The
colonial enterprise could be judged by the security or revenue it delivered,
but neocolonialists have no such performance criteria. In fact their very
uselessness benefits them. By avoiding any serious action or judgment they,
unlike their colonial predecessors, are able to escape accusations of racism,
exploitation, and oppression.

“Perhaps it is because no one requires more than a charming illusion of
action in the developing world. If the policy makers know little about the
Afghans, the public knows even less, and few care about policy failure when
the effects are felt only in Afghanistan.”

—From Rory Stewart, The Places in Between,  Harcourt, 2004, p. 247.

colonial powers ( i.e., why the colonized
places could not successfully resist when
the colonialists arrived). The most likely
villain leading to the economic stagna-
tion of what were once the most ad-
vanced civilizations of the world was,
needless to say, wrongheaded policies.
For example, in 1793, the Chinese em-
peror told a British trade delegation that
China had no need for any goods and
services that the British could provide
and sent them away.

It is often asserted that it was colo-
nialism that retarded advancement out-
side Europe and North America.
Whether this was or wasn’t so in vari-
ous places and for various industries,
the ability to determine one’s own eco-
nomic circumstances (presumably for
the better) was a major promise and goal
of independence movements. But it has
been several decades since the colonial
powers withdrew from (or were thrown
out of) their former dominions—colo-
nialism is wearing quite thin as an ex-
cuse for poor economic performance.

With only a few exceptions, the poor
countries of the world were very slow
to create the essential conditions for ro-
bust economic growth. Some have yet
to do so. Such conditions include prop-
erty rights, reliable currencies, enforce-
able contracts, predictable taxation, eco-
nomic integration with the rest of world
and so forth. They are evident to one
degree or another in rich countries,
where they are usually taken for granted.

One reason for the delay may have
been association of free enterprise with
colonialism in the minds of many of the
new countries’ leaders—many, if not
most, colonial possessions began as com-
mercial ventures. For example, from
1600, when the East India Company re-
ceived its charter from Queen Elizabeth
I, until 1858, when its administrative
functions were assumed by the British
government, the British presence in In-
dia was a private enterprise.

Before they collapsed, communist
countries offered an apparent alterna-
tive that many of the new leaders found
attractive simply because it was not free
enterprise. Another attraction for these
leaders may have been the concentra-
tion of political power so essential to
communist regimes.

The intellectual conflation of eco-
nomic freedom and colonialism was a
gross mistake. It condemned a great
mass of the ordinary people of the world
to poverty for a generation or more.

Now, common ownership of the “means
of production” and central planning are
no longer the economic paradigm any-
where (except Cuba and North Korea),
even by governments and political par-
ties that continue to call themselves “So-
cialist.” There has been a worldwide
trend toward reduced regulation, lower
tariffs and taxes, property rights and
other policies favorable to economic
growth.

Although the total output in devel-
oping economies now roughly equals
that of the developed countries, large
disparities of incomes and consumption
will continue for a long time to come. If
85 percent of the world’s population
produces half the world’s output, then
the other 15 percent is producing the
other half, five or six times as much per
person. Again, it should be kept in mind
that these are very rough calculations—

especially since the division of the world
between developed and developing
countries is completely arbitrary. Nev-
ertheless, there is little doubt that the
disparities are decreasing overall.

Will There Be Enough?

The substantial economic growth of
recent years is believed to be the reason
for record prices for nearly every com-
modity and raw material. This has ben-
efited the poorer countries, which are a
major source of these items, even as their
own growth has increased demand. In
many quarters, however, this has been
perceived as inevitably leading to cri-
ses of one sort or another—shortages,
wars, environmental degradation, etc.

There can be little doubt that the rest
of the world is unlikely ever to live the
way that Americans live today. But it is
equally unlikely that Americans will live
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An Alternative View of Human Rights Campaigns
From the viewpoint of many Third World citizens, human rights cam-

paigns often have a bizarre quality. For many of them it looks something like
this: They are like hungry and diseased passengers on a leaky, overcrowded
boat that is about to drift into treacherous waters, in which many of them
will perish. The captain of the boat is often harsh, sometimes fairly and
sometimes not. On the riverbanks stand a group of affluent, well-fed, and
well-intentioned onlookers. As soon as those onlookers witness a passenger
being flogged or imprisoned or even deprived of his right to speak, they
board the ship to intervene, protecting the passengers from the captain. But
those passengers remain hungry and diseased. As soon as they try to swim to
the banks into the arms of their benefactors, they are firmly returned to the
boat, their primary sufferings unabated. This is no abstract analogy. It is
exactly how the Haitians feel.

—From Kishore Mahbubani, Can Asians Think?,
Steerforth Press, 2002, p. 59.

as they do today. The way to make the
requisite changes fairly is simple—let
buyers and sellers freely interact and
respond to the messages that are im-
plicit in prices that are freely arrived at.

If, indeed, the world is running out
of, say, oil, its price will increase. This
will enable producers to extract oil in
ways that are not economic at present
(tar sands, shale, or even coal). At the
same time, and perhaps more impor-
tantly, consumers of oil will find ways
to use less of it. What the Cassandras
never seem to take into account is that
consuming oil is not an end in and of
itself—what consumers want is to keep
warm, get from here to there, etc., and
even these involve trade offs against
other things. This principle applies to
every commodity or service, and it is
relative prices and changes thereto that
produce an efficient allocation of re-
sources. Even environmental concerns
can be efficiently dealt with by paying
the price to do so.

Thus the threat to global well-being
is not running out of resources, but rather
price controls, quotas, embargos, and
similar steps that thwart the functioning
of the price system. Such measures are
likely to reflect pressures from the sec-
tors that are affected by increased inte-
gration of the world’s economies, or “glo-
balization.” The costs of such interfer-
ence with the functioning of markets al-
ways come at a greater, but more dif-
fuse, cost than any benefits concentrated
on politically favored special interests.
This is not a new problem, however.

The increasing importance of eco-
nomic activity outside the West means
not only that the world’s economy will
become more interdependent, but that
what happens in the “rest” will have

increasing effects on the West.
For example, the United States’

economy in general and U.S. consum-
ers in particular are believed to be the
main source of demand leading to eco-
nomic growth around the world. The
set phrase: “When the United States
catches cold the rest of the world gets
pneumonia” has been reflected in the
widespread belief that a decrease in U.S.
consumer spending, perhaps triggered
by stagnant or even decreasing house
prices, would trigger a global recession.
However, the vitality of emerging
economies has reached a point where
their rapidly expanding ranks of con-
sumers are accounting for the largest
portion of global demand growth.

The economies of the “rest” will
eventually come to dominate the world
well before their living standards even
approach Western levels (remember that
the West accounts for only 15 percent
of the world’s people).

Perhaps the most important aspect
of this change will be the need to be-
come far more circumspect in our deal-
ings with the rest of the world. They
have been paying very close attention
to us. We need to return the compli-
ment. As suggested in the passage
quoted in the box on this page, we have
often behaved in ways that, despite good
intentions, have not been helpful. Com-
menting on his metaphorical descrip-
tion, Kishore Mahbubani, who served
for 33 years as a diplomat for Singapore
(it is he who came up with the phrase
“The West and the Rest”), observed:

“This is just one of the many absurd

aspects of the aggressive Western

promotion of human rights at the end

of the Cold War. There are many

others. Yet, when I tried in seminars

at Harvard University to challenge the

universal applicability of democracy,

human rights, or freedom of the press,

I discovered that these values have

become virtual “sacred cows.” No one

could challenge their intrinsic worth.

Worse still, when I persisted, I was

greeted with sniggers, smug looks and

general derision. The general

assumption there was that any Asian,

especially a Singaporean, who

challenged these concepts was doing

so only in an attempt to cover up the

sins of his government.

What galls Ambassador Mahbubani
most of all is the obliviousness of West-
erners to the consequences of their pro-
nouncements and actions. As an ex-
ample, he cites the categorical refusal
of the Western nations to include the
Khmer Rouge in peace talks for Cam-
bodia, because giving them a seat at the
table would give them “political and
moral legitimacy.” As a consequence,
Pol Pot and his followers continued to
“fight like cornered rats, giving no quar-
ter, spilling even more blood.” The West
retained what they believed to be the
moral high ground, but the Cambodi-
ans paid the price.

In short, we need to be far more cir-
cumspect in our dealings with countries
and cultures where we have an incom-
plete understanding of the society’s his-
tory, traditions, and way of life. We may
hope, and there is much reason to ex-
pect, that all the peoples of the world
will one day live in democracies that
safeguard individual liberties, but we
cannot force them to do so now—they
will have to make their own way.

Categorical measures, such as eco-
nomic sanctions or refusal to talk with
regimes that we do not approve of,
mainly serve to boost our feelings of
ethical superiority. But such actions of-
ten have disagreeable and counterpro-
ductive consequences for the very
people we are trying to help.

As President John Quincy Adams
said of America’s role in the world:
“Wherever the standard of liberty and
independence has been or shall be un-
furled, there will her heart, her benedic-
tions and her prayers be. But she goes
not abroad in search of monsters to de-
stroy. She is the well-wisher to the free-
dom and independence of all. She is the
champion and vindicator only of our
own.” ❑
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PRICE OF GOLD

2004 2005 —— 2006——
Nov. 11 Nov. 10 Nov. 2 Nov. 9

Final fixing in London $433.80 $467.00 $620.75 $625.25
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PRECISION VS. ACCURACY

Starting in January 2007, the Bureau of Labor Statistics will pub-

lish the CPI to three decimal places, under the pretense that “it simply

makes the published percent changes more precise by better reflecting

the underlying data.” Americans, however, might be better-served

understanding what the “underlying data” reflect.

Although the Consumer Price Index
(CPI) is among the most widely reported
economic statistics, its limitations are not
generally understood, and rarely men-
tioned by officials who compile the num-
bers or politicians who use the estimates
for designing and justifying their poli-
cies. The switch to reporting CPI esti-
mates to the third decimal point gives the
false impression that these estimates are
now more accurately measuring the “cost-
of-living” and the “general price level.”

The CPI is often used as a cost-of-
living index, because it is the best avail-
able proxy. A genuine cost-of-living in-
dex, however, would measure changes
over time in the amount that consumers
would need to spend to reach a given stan-
dard of living. Summarizing well-being
in a single statistic is a Herculean task.

While the CPI does reflect changes
in the prices of goods and services that
are bought and sold in the marketplace,
it does not account for changes in some
outlays or things that are not traded,
which can also greatly affect consum-
ers’ well-being. For example, neither so-
called public goods provided by the gov-
ernment (e.g., education) nor the taxes
collected to finance them are included,
nor are social and environmental mea-
sures (e.g., crime and air quality).

Despite these shortcomings, the CPI
is believed to be the best proxy for a
cost-of-living index and is used to adjust
Social Security benefits, set official pov-
erty levels, fine tune Federal income tax
brackets, and change wage rates. So at
least appearing “precise” is crucial.

Price increases are not always price
increases. First, price changes can only
be accurately measured if the good in
question is narrowly defined. Tracking
the price of a five-pound bag of Yukon
Gold potatoes is straightforward; fol-
lowing the price of vegetables, not so.
Second, questions may remain even for
goods that are precisely defined.

Suppose the price of a particular medi-
cation to manage blood sugar levels has
increased dramatically. Before the medi-
cation was available, patients endured
more emergency room visits, hospital-
izations and higher probabilities of death.

While the medication is more expensive,
has the cost of treating diabetes truly in-
creased? The cost of treating the ailment
in terms of total outlays, inconvenience
and opportunity cost has clearly fallen.
Increasing drug prices enter into the cal-
culation of the CPI, but the advance in
treating diabetes does not.

The Bureau of Labor Statistics,
which computes the CPI, attempts to
capture several factors that might oth-
erwise cause the index to overstate in-
flation. Adjustments are made for
changes in consumer tastes by updating
the basket of goods and services in the
index to reflect what people are buying.
Adjustments are also made to account
for quality improvements. Making the
former adjustment is less tricky than the
latter. Placing a value on quality im-
provements requires judgment, which
is often very subjective.

To make quality adjustments for per-
sonal computers, say, the BLS first puts
a dollar value on various attributes, such
as the speed of the central processing
unit. If a computer’s processing speed
then increases, but the market price of
the computer stays the same, its “con-
stant quality” price decreases.

But no matter how useful or desir-

able the improvement, consumers pay
the market price, not the lower “con-
stant quality” price. Thus, such quality
improvement adjustments may cause the
CPI to underestimate price inflation.

At bottom, there will never be a per-
fect price index. The deficiencies in the
CPI reflect the enormous difficulty of
constructing an accurate index. But as
the accompanying chart shows, even
small changes in the measurement of
the CPI lead to dramatically different
conclusions of how constant-dollar me-
dian household income, for example,
has changed over time.

Based on the official data, inflation-
adjusted median household income rose
from $35,379 in 1967 to $46,326 last
year—an increase of 0.7 per year. How-
ever, if the CPI has been overestimat-
ing inflation by one percentage point a
year—and many economists think it
has—the picture changes dramatically.
Adjusting for this overestimate, median
household incomes have increased by a
much larger 1.7 percent per year. Con-
versely, taking the view that the CPI
understates price changes by one per-
centage point per year implies that
households are worse off today than they
were 40 years ago.

When there is general disagreement
over whether the index is off by one or
more percentage points, the reliability
of comparisons between periods several
decades apart is questionable. To think
it is possible to accurately report infla-
tion to one-one thousandth of a percent
is absurd. ❑

* Income estimates deflated using CPI; 2005 dollars.


