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A man only becomes wise when he begins to calculate the 
approximate depth of his ignorance.

— Gian Carlo Menotti

Th ose who cannot change their minds cannot change anything.
— George Bernard Shaw

My belief is that every good cause is worth some ineffi  ciency.
— Paul Samuelson
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Preface

In 1999, I completed nine years as Dean of the Graduate School of Busi-
ness of Stanford University, ending fi ft een years of academic adminis-
tration, the preceding six as the Dean of the Faculty of Arts and Sciences 
at Harvard. It was a wonderful period in my professional life, one I 
would not have given up, even with the knowledge that hindsight brings 
of the rewards, challenges, and petty tribulations. I learned a great deal 
about management and implementation, about organizations, incen-
tives, and motivation. Th ough this was not the purpose, I think it has 
made me a better “older” economist.

But the truth is that fi ft een years is a long time, long enough to drift  
fairly far away from the  day- to- day debates in economics. Some col-
leagues have referred to me as a former economist, causing me to wince 
a little, even if there was an element of truth in it.

Prior to academic administration, I would have been described as 
an applied microeconomic theorist, with an interest in the details of mar-
ket structure and performance and a special interest in the information 
structures in markets— markets where there are informational gaps and 
asymmetries that aff ect market performance. Market functioning and 
performance in the presence of informational gaps had been the focus of 
my doctoral work. Th e work on market signaling was an attempt to assess 
how markets would try to close informational gaps, and it was recog-
nized by the Nobel Prize in Economics in 2001, in the excellent company 
of George Akerlof and Joseph Stiglitz. One can think of market signaling 
as being an attempt to understand how sellers of  high- quality products 
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xii / Preface

send credible signals to potential buyers in a market environment in 
which the buyers do not have the quality information separate from the 
functioning of the market and the embedded signaling.

In 1999, when I stepped back from academic administration, Inter-
net mania was in full bloom. Th e potential of the Internet and the World 
Wide Web to have a major impact on markets, industries, and indeed 
whole economies was starting to come into focus. Th e Internet bubble 
in the stock markets and in venture capital was under way and infl ating 
rapidly. Companies were being formed and fi nanced in some cases 
without even a hint of where the revenues, let alone profi ts, were going 
to come from. Venture capital fl owed like water from a decapitated fi re 
hydrant. Companies went public early in their life cycle and traded at 
values determined largely by day traders, many of whom could not de-
scribe the business of the company or its products except in the vaguest 
of terms. It was uncharted territory with little historical data to con-
strain the expectations and enthusiasm, at least for a while. Th en reality 
set in, revenues and profi ts in many cases did not materialize, and of 
course the period of overvaluation came to an end, as so oft en happens, 
with startling rapidity.

Th e fact that there was a bubble and then a burst bubble led some to 
conclude that there was nothing there in the fi rst place. Th at was not 
and is not right. Overvaluation does not imply the absence of funda-
mental change. Oft en it is associated with an overestimate of the speed 
of change. It seems clear that in this case, the principal mistake lay not 
in forecasting huge impacts on economic systems and processes, but 
rather in overestimating the pace of adoption.

Th is gap between the potential of an innovation and its widespread 
adoption is one of those lessons that we learn and then tend to forget, or 
we don’t learn it because of inattention to history and its lessons about 
human and organizational behavior.

As I thought about the potential uses of the Internet, it started to 
become clear that the informational structures in markets, supply chains, 
and transaction systems— indeed, the whole global economy— were set 
for a fundamental and permanent shift . With a background in this part 
of economics, I decided to set out to try to make sense of what all this 
meant for the functioning of markets and economies. I talk about that 
in Part IV. Information technology is one of the most powerful forces 
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now aff ecting growth and the distribution of economic activity in the 
global economy.

Th e information layer that surrounds, organizes, and governs the 
real economy and all its parts is gravitating to the Internet; that is, to 
networks of computers and people. Time and distance and cost are 
compressed in the information layer. Many of the costs associated with 
being remote, from markets and head offi  ces, were expected to decline 
with this new technology, and in fact they are declining rapidly.

I asked myself the question, “Where is the largest  long- run impact of 
the technology surrounding the Internet likely to occur?” Once you 
note that time and distance and related costs are compressed, and that 
remoteness loses some of its signifi cance, the answer seems obvious: the 
big impact is likely to be in international markets, global supply chains, 
in access to information and services in places that have been remote 
from them— in short, in the global economy, and especially in the de-
veloping countries.

As I embarked on this line of inquiry, an unexpected call came from 
the World Bank asking if I would deliver a keynote lecture in 2005 at the 
principal annual conference held by the Poverty Reduction and Eco-
nomic Management Network in the Bank. Th e proposed subject was 
growth in the developing world. Now, I thought to myself, it is true that, 
in light of the route just outlined, I am interested in this. But giving a 
lecture on the subject in an institution with several thousand of the world’s 
most knowledgeable people on the subject of development struck me as 
slightly risky. I voiced this doubt. Th e response I got was that new views 
from outsiders are sometimes useful, that I had a background in micro-
economics and some experience with investment, and that growth as an 
essential enabler of poverty reduction and progress had experienced a 
period of underemphasis.

I wasn’t entirely persuaded, but resorting to my past, I thought if it 
goes badly, it will be a useful signal and I can move on. And if it doesn’t 
go badly, that signal will be useful too.

I enjoyed it, seemed not to bomb, and, to cut a  long  story short, aft er 
some discussion in partnership with the World Bank and a number of 
other sponsors, we decided to ask a group of distinguished political and 
policy leaders from developing countries to join a commission focused 
on growth: on learning from their experience and that of others in mul-
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tiple countries and from academic research. Th e goal was to deliver the 
results of this learning process over the past fi ft een years back in a form 
that provided useful guidance to their counterparts, leaders in developing 
countries, and to the next generation of leadership.

Forming the commission would itself be a screening device. If the 
distinguished leaders whom we asked said no, we planned to conclude 
it was probably not a useful exercise at this stage and to drop the project. 
But they didn’t say no, and we launched the Commission on Growth 
and Development (CGD) in the spring of 2006. Its work concluded in 
June of 2010. Th e written work product can be found on the archived 
website of the CGD.

Interacting with these  developing- country leaders, their colleagues, 
and literally hundreds of my academic colleagues was the experience of a 
lifetime— for me, a  high- speed learning process that was, to say the least, 
exhilarating and humbling. I learned about growth and development, 
about complexity, pragmatism, and persistence, and about leadership. For 
an economist trained in an advanced economy, it was startling to see how 
incomplete and imperfect were the frameworks and models available to 
guide policy choices in developing countries. It was even more startling to 
see how eff ectively the developing countries navigated this sea of com-
plexity and uncertainty. I came to see the process as akin to a long sea 
voyage undertaken with incomplete and sometimes contradictory charts, 
not unlike the early explorers who set out to discover, explore, and map 
the contours of the planet and to exploit its resources.

In doing this work over four years, I visited the commissioners in 
their home countries and talked with their colleagues, as well as with 
business, labor, and  civil- society leaders. While an outsider can never 
achieve the level of institutional knowledge that insiders possess, I made 
some progress in seeing the world through their eyes; not through the 
lens of a Western business or policy agenda item, but from within the 
framework of the hopes, aspirations, and goals embedded in their own 
growth and development agendas.

In the course of my own voyage of discovery, I realized that the 
 pattern of growth and poverty reduction in the developing world was 
spreading and accelerating, and along with it a growing sense of opti-
mism. It also dawned on me, later in the process, that the high depen-
dence on the advanced economies has started to decline, especially in 
the last ten years, and that the developing world is becoming a large and 
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increasingly important part of the global economy, with all the oppor-
tunities and challenges that go along with this growth. Th e largely sepa-
rate worlds of the advanced and developing countries are converging. 
As a consequence, the growth of the developing world will increasingly 
be part of the lives of everyone, regardless of where they live and work.

A year or so ago I described to my oldest friend— we grew up together—  
a plan to write a book about the  high- speed growth in the developing 
world and the rapidly changing profi le of the global economy. His ad-
vice was to make sure that the book “is about me as well”— meaning 
him, and his children and grandchildren, those who live in the advanced 
countries. I thought a lot about that. He wanted the book to include 
an assessment of what the growth of the developing world meant for 
his off spring and their children. I think it has come out that way. Th e 
huge asymmetries between advanced and developing countries have 
not disappeared, but they are declining, and the pattern for the fi rst time 
in 250 years is convergence rather than divergence.

Th is is a world in which vast numbers of people look with greater 
optimism at their own future and that of the next generation. But it is 
also a world facing large new challenges that are a consequence of the 
expanding prosperity. Th e real story of the future of growth is how well 
the coming generations understand our evolving interdependence, its 
positives and negatives, and then creatively fi nd ways to manage and 
govern it.

In writing this, I have relied on the energy, insight, and generosity of 
spirit of a large number of people whom I admire. Prominent among them 
are the members of the Commission on Growth and Development who 
have helped lead the economic, political, and social transformations of 
their countries. My colleagues in universities and research institutions 
have been extraordinarily generous in sharing their research and insights 
with practitioners. Th e high quality of the interaction between these two 
groups during a set of workshops on growth and development was for me 
one of the most rewarding parts of the past four years.

Roberto Zagha at the World Bank was secretary to the commission. 
I owe him a great debt for his breadth of vision in guiding the work of 
the CGD, for guiding me through the learning process, and for his ideas 
and idealism. Mohamed  El- Erian, now the CEO and  co- CIO of Pimco, 
is a friend and teacher— about investment, the global economy, the global 
fi nancial system. We have discussed the issues and written about them 
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together. I have included in Part IV of this book adaptations of two of 
our joint eff orts on global governance and on the sustainability of emerg-
ing economy growth post crisis. Bob Solow, the creator of modern growth 
theory, was the other academic on the growth commission, and the most 
important one. It is not possible (no matter how many superlatives one 
uses) to overstate the impact he had on my thinking and that of all of us. 
It was, in many ways, a microcosm of the enormous infl uence he has 
had on the concepts and values that form the foundation of modern 
economics.

Andrew Wylie and Scott Moyers encouraged me to try to write this 
book and guided me through the unfamiliar process of writing for a non-
academic audience. Andrew has done this for many authors with diverse 
backgrounds. He is a master at it.

I am very grateful to Eric Chinski and his colleagues at Farrar, Straus 
and Giroux for their help and support in getting the manuscript into 
good shape, and for their editorial insight and support.

My wife, Giuliana, and my family were incredibly supportive as I 
logged vast numbers of miles in the air, as part of the work of the CGD 
and in the writing of this book. Th at plus a large dose of encouragement 
and enthusiasm made it possible to complete the work.

I fi nished the editing of the manuscript in Bonassola, a small town 
on the coast of Liguria in Italy. I am grateful to the very kind folks at the 
Gelateria Delle Rose for letting me work at their bar close enough to the 
 wi- fi  access point. It became il mio uffi  cio for part of the summer.
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Introduction

Th is book is about the third century of the Industrial Revolution, the one 
we are now living in. As best we can tell from limited data and painstaking 
scholarly work, for several hundred years up until about 1750, economic 
growth was negligible everywhere. By our standards, people were poor 
for the most part (there were elites that were rich), and in some places 
there was a small, commercially oriented middle class. Being rich and 
being in power were closely associated. In a  no- growth world, the game 
is  zero- sum. It is not therefore surprising that power and wealth were 
highly correlated. Th is picture was true pretty much for the entire world.

Th en, around 1750, England started on a new course, of industrial 
revolution. Per capita incomes started to rise. Growth accelerated and 
was sustained for the fi rst time in recent history. Th e pattern spread 
fairly rapidly in the nineteenth century to continental Europe and then 
to the United States and Canada, and Australia and New Zealand, the 
last four being what the distinguished scholar Angus Madison refers to 
as the European off shoots. And it continued for two hundred years, up 
through World War II. Some of it spilled over to parts of Latin America, 
but in a less complete form.

By 1950, the average incomes of people living in these countries had 
risen twenty times, from about $500 per year to over $10,000 per year, 
and in the case of many industrialized countries much more than that. 
Th is new growth was driven by the application of science and technol-
ogy to production, logistics and communication, management and in-
stitutional innovation, and changes in governance and the way in which 
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politics and government interacted with the economy— in short, to 
 every aspect of the modern economy. (We will come back to all of this 
in the course of the book.)

Th e dramatic shift  in the pattern of growth was confi ned to what we 
now call the advanced or industrialized (or, sometimes, mature) coun-
tries. It aff ected the lives of roughly 15 percent of the world’s population. 
Outside of that group, the pattern of the preceding several hundred years 
simply continued; there was very little growth. People remained poor. 
Colonialism took what wealth was generated and allocated it to the in-
dustrialized imperial powers. Th ere were of course some changes. Trains, 
and eventually automobiles and electricity and telephones, showed up 
but had little impact on the vast majority of people. Th e global pattern 
was therefore one of rapid divergence between the (then developing) 
advanced countries and the rest.

Th e snapshot picture of the world economy in 1950 was the result of 
that remarkable 200 years of economic history: a breakout period for a 
minority of the world’s population, with some 750 million people living 
in industrializing countries and the remaining  4- plus billion left  behind. 
Th e world had never before seen diff erentials of this magnitude.

Starting aft er World War II, the pattern shift ed again, though it was 
diffi  cult at the start to see it as a  mega- trend. Th e countries in the devel-
oping world started to grow. At fi rst it was relatively slow and in isolated 
countries. Th en it began to spread and accelerate.

Th at was the start of a  century- long journey in the global economy. 
Th e end point is likely to be a world in which perhaps 75 percent or more 
of the world’s people live in advanced countries with all that entails: in-
creasing income levels, with likewise increasing patterns of consumption 
and energy use. In addition to the spreading pattern of growth, the remark-
able feature of the postwar modern era is the speed. In the  high- growth 
developing countries, there have been sustained periods (a quarter of a 
century or more) of growth at 7 percent and more. To put this in perspec-
tive,  high- speed growth in the fi rst 200 years of the Industrial Revolution 
would have been between 2 and 2.5 percent.

Th is book is about the  100- plus years that began in 1945 and will run 
to the middle of the  twenty- fi rst century. Since we are slightly over half-
way along, we can think of it as a midterm report. It is about two parallel 
and interacting revolutions: the continuation of the Industrial Revolu-
tion in the advanced countries, and the sudden and dramatic spreading 
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pattern of growth in the developing world. One could call the second 
revolution the Inclusiveness Revolution. Aft er two centuries of  high- speed 
divergence, a pattern of convergence has taken over.

Th e return of convergence combined with growth has  wide- ranging 
and deep implications, ones we are slowly becoming aware of and start-
ing to wrestle with. My main aim in this book is to try to make this very 
rapid change and shift ing pattern of economic activity and power a little 
more comprehensible to the interested and engaged reader.

What happened to cause an additional 60 percent of the world to 
begin the process of joining the world of affl  uence, or to be well on the 
way? How is growth at rates approaching 10 percent a year possible when 
the previous  high- water mark was probably 3 percent? How long does it 
take for a poor country to make the full transition to  advanced- country 
status? How long can it last— or indeed can it last? Is there a speed limit? 
Are there natural “brakes” that will inevitably slow the process down, or 
even stop it? Is there something wrong with the advanced countries if 
they do not or cannot grow at these new high rates? What drives or 
causes growth in the advanced countries, and is it the same set of forces 
in the developing countries? How can income diff erentials of twenty to 
forty times persist over extended periods of time?

Can we learn over time to manage something as complex as the 
emerging and evolving global economy, with its rising interdependen-
cies and complexity? Or is the present global fi nancial and economic 
crisis a precursor to a pattern of more destructive instability, eventually 
leading to disillusionment and abandonment of the enterprise? What 
will happen to populations, incomes, natural resources, and the environ-
ment? Can the environment withstand a fourfold increase in the ranks 
of the relatively wealthy? Can we produce enough food and energy to 
support this kind of growth? Is it possible for this to continue, or is there 
a massive multidimensional “adding up” problem in which what was 
possible for the “few” will not be possible for the “many”? Is the manage-
ment and governance of the global economy that was in place for the last 
quarter century going to work in the future, or is it going to need funda-
mental change?

I have organized the narrative into four parts. Part I deals with the 
rapidly shift ing characteristics of the postwar global economy. It is, in 
eff ect, a picture of what the global economy looks like and how it got 
there in the last fi ft y years. Part II is devoted to sustained high growth 
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and poverty reduction in the developing world: where it is occurring, 
how it happens, and where it is not occurring, with some attempt to 
analyze the reasons for the much slower growth in lagging regions.

We shall see (or at least I will argue) that both the high growth and 
the low growth cannot be explained by strictly economic factors alone. 
Leadership, politics, governance structures, and the eff ectiveness of gov-
ernment have crucial parts to play in the drama.

Part III turns to the  short-  and  longer- term impacts of the global eco-
nomic and fi nancial crisis that gripped the world starting in 2008. What 
impacts did this have on the developing countries, and via which trans-
mission channels? Th e crisis has brought many lessons about the fi ne 
texture of interdependence. How well did developing countries respond 
to the crisis, and what is the  medium-  and  longer- term outlook for them 
in a world in which developed countries struggle with  deleveraging, fi s-
cal stability, a shortfall in demand, stubbornly high unemployment, and 
low growth? What lessons have the emerging economies absorbed, and 
how will those lessons impact fi nancial and economic globalization, 
growth strategies, and dynamics? Are there lessons in what the develop-
ing countries have learned that are relevant in the more advanced 
economies?

Part IV turns to the future and a set of issues, forces, and trends that 
have to do with whether this pattern of spreading high growth in in-
comes and wealth can be sustained. Th ere are economic, governance, 
natural resource, and environmental braking mechanisms that may slow 
the process down or cause it to stop altogether. In looking at these, we 
will encounter a variety of diff erent versions of what are sometimes called 
“ adding- up” problems.

Perhaps the availability and cost of energy will cause a slowdown in 
growth. If all or a large fraction of the developing countries try to supply 
 labor- intensive goods and services to the global economy, the global 
market, large as it is, may not be able to absorb them. Th at may mean that 
the poorer and less competitive economies will not fi nd a way to enter 
the global economy, an essential prerequisite for growth. Th e increasing 
interconnectedness in the global economy and fi nancial system is run-
ning ahead of the system of governance. Th e latter is still dominated 
mainly by nations and their priorities. Perhaps there are limits to global-
ization without a parallel process of change in global governance?

My main goal is to make the dynamics of  developing- country growth 
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more understandable and that growth’s relationship to and interdepen-
dencies with the global economy more visible and easier to understand. 
I do this for two reasons. First, for many of us who live in OECD coun-
tries (countries with membership in the Organisation for Economic 
 Co- operation and Development),  developing- nation conditions and 
growth are relatively outside the range of our  day- to- day experience. Th e 
impact of that growth on the global economy and the advanced coun-
tries is a complex and interesting dynamic process, and one that is still 
imperfectly (though better) understood. Yet the consequences of that 
growth are of enormous importance and will be felt by the vast majority 
of the world’s population for years to come.

I also think that in order to meet the substantial future challenges of 
sustaining global economic prosperity in an inclusive kind of way, it is 
helpful and perhaps even essential to have a basic knowledge of the evo-
lution of this increasingly large and important part of the world. Th e 
reactions of developing countries to international issues are conditioned 
by their growth experience and prospects. We need to see the world 
through their eyes, just as they will need to be able to see through ours. 
Th at  two- way understanding is likely to be an essential underpinning of 
our future capacity to manage global interdependence. Without it, prog-
ress on a host of issues— climate change, the WTO, regulating the global 
 fi nancial system, global governance, rebalancing the global economy, 
and maintaining stability— will be much harder to achieve. We are at 
the very early stages of learning how to do this.

Growth in the developing world has made the major emerging econ-
omies systemically important. Th eir choices and paths have signifi cant 
eff ects on one another, and on the advanced countries. Th is is new. It is a 
function of the growth, the increasing size and, signifi cantly, the increas-
ing incomes of the major developing countries. Th e old system in which 
the advanced countries under the G7 umbrella took responsibility for 
avoiding collectively the suboptimal outcomes that might arise from 
narrow, nationally focused policies, and in which the developing coun-
tries focused on domestic growth and development agendas, worked as 
long as the systemic external eff ects of the latter’s behavior were not large 
enough to destabilize the system or create major imbalances. Th at world 
is gone.

Th e crisis of 2008 nearly caused a second Great Depression. Rapid and 
eff ective action by governments and central banks averted that outcome. 
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8 / THE NEXT CONVERGENCE

Th e emerging economies have rebounded from the crisis surprisingly 
quickly. Th ey are now the main engine of global growth. Th e advanced 
countries have fared less well. Th ey face slow growth, high unemploy-
ment, fi scal distress, and a lengthy period of unwinding the high levels 
of debt accumulated before the crisis. In that complex environment, na-
tions are trying to work together to stabilize and rebalance the global 
economy and to restore conditions that will permit a return to sustained 
growth.

In the postwar period up to the crisis, the priorities guiding interna-
tional cooperation were set by the G7, representing the advanced coun-
tries. Post crisis, the baton has been passed from the G7 to the G20. Th e 
latter represents the advanced countries plus the major large,  high- growth 
emerging countries. Given the size and growth of the latter, it is a natural 
transition, though certainly one accelerated by the crisis.

Th e central question before us now is whether the G20 can do this job 
eff ectively. Keeping the global economy open, restoring demand, reregu-
lating the fi nancial system, preventing a destructive defl ationary cycle, 
and creating eff ective international mechanisms for responding to future 
shocks are among the critical items on the agenda. We do not yet know 
how this will come out. Much is at stake, and much will depend on the 
ability of the advanced and the major developing countries to work to-
gether in a cooperative way.
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1.  1950: The Start of a Remarkable Century

I was born in 1943, during World War II. It was near the end of a turbu-
lent half century, militarily and economically, a violent period with a 
Great Depression sandwiched between two great wars, a nightmare for 
many. It was the end of an era and the start of something quite revolu-
tionary and new.

Th e Industrial Revolution started in Britain at the end of the eigh-
teenth century. It had been under way for two hundred years by World 
War II. Before that, growth, by modern standards, had been negligible for 
a thousand years all over the world. But then Britain, and in sequence 
continental Europe, North America (the United States and Canada), and 
Australia and New Zealand, began a growth acceleration. It was not 
breathtakingly fast by postwar standards, on the order of 1 to 2 percent a 
year. Over a long period of time (a century or two), however, that growth 
(and its scientifi c and technological underpinnings) caused huge diff er-
ences in incomes between what we now called the industrialized coun-
tries and the rest or the world.

You can see this infl ection point and sudden change in direction in a 
famous chart produced by the distinguished economic historian and 
Nobel laureate Robert Fogel (see page 12). It is a picture of population 
growth with the underpinnings being the rapidly expanding productive 
capability of the growing economies.

Th e benefi ciaries of this growth were the populations of those few 
countries. Th ey represented then and still do now about 15 percent of the 
world’s population. Th e remaining 85 percent experienced little or no 
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change in circumstances. Parts of Latin America were something of an 
exception, a fact that we will return to later. Th e rest of the world, includ-
ing all of Africa and Asia (East and South), was poor. Incomes were typi-
cally about a dollar a day, sometimes less. Th e vast majority of people 
were rural, engaged in subsistence farming and closely related activities.

Before 1750, most of the world was like the 85 percent in 1950. Th ey 
were poor and lived in an environment that was technologically and 
economically largely stagnant. Th ere were a few wealthy people, those 
who owned land or other assets or who had political, economic, and 
military power. Intercountry diff erences were not large. Continental 
Europe and China did not diff er much in economic terms: indeed, 
around the time of the Ming dynasty (1600), China’s income per person 

Source: Robert Fogel, “Catching Up with the Economy,” American Economic Review 
89(1) (March 1999): 1–21.
Note: Th ere is usually a lag between the invention of a process or a machine and its gen-
eral application to production. “Beginning” means the earliest stage of this diff usion 
process.
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is believed by scholars to have exceeded those in Europe— though, by 
today’s standards, not by much.

Even though Germany and Japan had expansionist aims in the twen-
tieth century, one in the industrialized world and the other with a more 
colonial fl avor in a preindustrial part of the world, those were thwarted 
by defeat in the war. Everywhere else, the dismantling of the colonial 
structures was already under way. Colonial empires were dissolved com-
pletely aft er World War II, creating scores of new states of varying sizes 
and shapes, each beginning a sometimes bumpy and diffi  cult journey as 
a new nation. From a purely economic standpoint, some of them should 
have been parts of larger states. But designing for economic viability 
probably was not a feasible program as the colonial period ended. Colo-
nial history and geography and tribal diff erences had much more to do 
with the outcomes than economic rationality or common sense. Th e leg-
acy is a world with over two hundred countries, many of which have little 
economic viability. In addition, in many there was no sense of nation-
hood or citizenship. Building the essential foundation of national iden-
tity and unity has proved challenging.

Aft er the war, the international agenda included rebuilding war- 
ravaged industrialized economies, building the governance and the econ-
omies of a raft  of new countries that had been former colonies, and, fi nally, 
creating multinational institutions to manage and invest in this fl uid 
multinational landscape, in the hope of a less violent, more stable world.

War, bloodshed, and the inability to manage or prevent confl ict were 
not an invention of the twentieth century. Th e scale, effi  ciency, and exten-
siveness of the damage were. Postwar leaders and citizens alike strove to 
fashion a new, cooperative, and less  zero- sum approach to the interna-
tional architecture that determined, or at least infl uenced, how countries 
interacted with each other. Th e driving force behind the spreading Indus-
trial Revolution was science and rapidly advancing technology. It made 
incomes rise and war more dangerous.

A generation of postwar leaders saw this potential for destruction and 
understood the potential for further confl ict in a world characterized by 
struggling postwar industrial economies, a battle for access to scarce nat-
ural resources (especially energy), huge diff erences in incomes and op-
portunity across the world, and deep political and ideological diff erences. 
Without knowing the fi nal destination— no one did— they set out to 
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change the trajectory of the global economy. Looking back, one can see 
that they largely succeeded.

Japan had joined the industrializing group in the nineteenth century. 
It began a lengthy process of modernization and opening with the Meiji 
Restoration in 1861. By 1940 it was a partially industrialized country and 
the only  non- Western colonial power in Asia. By 1945 it was a defeated 
nation with an uncertain future. But it was about to become the fi rst sus-
tained  high- growth country in the postwar period— indeed in recorded 
history. Its growth, and the underlying strategies and policies, became an 
example that was emulated all over Asia and eventually more broadly. 
Looking back, one fi nds it hard to overstate the importance of the exam-
ple that the Japanese case set. Among other things, it grew at unprece-
dented rates armed with almost no natural resource wealth of the 
conventional kind, and in so doing upset much of the conventional eco-
nomic thinking about the sources of wealth and growth in the developing 
world.

China fared worse. Battered by external interventions its per capita 
income actually declined in the nineteenth century, a relatively uncom-
mon occurrence in economic history outside of periods of plague. Th e 
two thousand years of dynastic rule collapsed in the early part of the 
twentieth century, replaced by a republic that presided through a Japa-
nese occupation and the Second World War. Th e Republic never  really  
had a chance to succeed. By 1949, when the Communists took control, 
China was one of the poorest countries in the world, and thirty years 
later, under central planning and collectivized production and agricul-
ture, it had made little visible progress.
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