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1. Differences In the Level of Income
Among Countries.
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Parade of World Income
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Sources: Heston, Summers, and Aten (2006) World Bank (2007a).
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Country GDP ?slglglgaita Year
Zimbabwe $200 2008
Congo 300 2009
Burundi 300 2009
Liberia 500 2009
U.S.A. 46,400 2009
Singapore 50,300 2009
Norway 59,300 2009
Luxemburg 77,600 2009
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Big differences between rich and
pOOr countries.
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2. Differences In the Rate of Income
Growth Among Countries.
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Is the growth rate in the U.S. real
GNP per capita constant since 19007

 From the above figure, which plots the In(real
GNP pre capita) against time, we see that the
growth rate in the U.S. Is more or less
constant (because the In(real GNP per
capita) is a linear function of time).

» Also, we can see that the average growth rate
IS about 2% per year (the slope of the In(real
GNP per capita) is approximately 2%).
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Small differences in growth rates
make big differences in iIncome

Annual growth

Doubling time

1% /0 years
2%0 35 years
3% 23 years
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Other countries?
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FIGURE 1.5
GDP per Capita in the United States, the United Kingdom, and Japan, 1870-2000

GDP per capita (2000 dollars, ratio scale)
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Source: Maddison (1995).
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‘In(Real GDP per capita)l
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Average annual growth rate Examples Ave rag e Ove r

7.0%-7.5% China 1970_2005
6.5%-7.0%
6.0%-6.5% Botswana
5.5%-6.0% South Korea
5.0%-5.5% Malta, Macao
4.5%-5.0% Malaysia
4.0%-4.5% Thailand, Singapore, Hong Kong
3.5%-4.0% Ireland, Sri Lanka, Indonesia
3.0%-3.5% Luxembourg, India, Romania, Tonga
2.5%-3.0% Norway, Panama, Egypt, Poland
2.0%-2.5% United States, Pakistan, Japan, Chile, Greece, Canada
1.5%-2.0% France, Denmark, Israel, Nepal, Mongolia, Brazil
1.0%-1.5% Philippines, Mexico, Uruguay, New Zealand
0.5%-1.0% Nigeria, Argentina, Rwanda, El Salvador
0.0%-0.5% Chad, Jordan, Saudi Arabia, Peru
-0.5%-0.0% Venezuela, Solomon Islands, Burundi

-1.0%—0.5% Zambia, Niger, Zimbabwe

-1.5%—1.0% Gabon, Cambodia

—2.0%—1.5% Nicaragua, Sierra Leone

-2.5%—2.0% Kuwait

-3.0%—2.5%

-3.5%—3.0% Democratic Republic of Congo
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Sources: Heston, Summers, and Aten (2006), World Bank (2007a).




GDP per capita (2000 dollars)

i Country group and population in 2000 (in millions)

i = = == \estern Europe 395 China 1,288
- - Eastern Europe 121 eessceeees |ndia 1,050
.......... Former USSR 288  — — — Africa 853
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Inequality
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From the above graph, we see that

 All regions grow

 The gap between the regions is

widening (because of different growth
rates).
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Growth before 1820

Growth in iIncome per

Years capita in the world
1700-1820 0.07%
1500-1700 0.04%

0-1500 ~0%
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Relatively small differences between
the richest and the poorest, before
1820 (factor of 2).
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The case of China

o 8th — 12t centuries China is economic
and technological leader in the world.

e Important inventions: gunpowder,
printing, water-powered spinning wheel,
use of coal in smelting iron, digging of
canals and waterways, world
exploration.
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Zheng He Voyages
...

S —— -

ZHENG HE

As the "Admiral of the Western Sea” Zheng He led China's most
ambitious voyages of discovery. He was ordered by the Ming
Emperor to sail to "the countries beyond the horizon, ... all
the way to the end of the earth...to display me-'mifht o] A L
Chinese power and collect tribute ... from beyond the
seas." Between 1405 and 1433 Zheng He made seven
voyages that took him as far as the eastern coast of
Africa — or perhaps even beyond. For his first voyage
Zheng He amassed more than 300 vessels wi Y
some 30 000 men! Many of these vessels were TR )
more than 130 meters long and 60 meters wide. RO R,

The extraordinary size of these ships is illustrated

y the superimposition of Columbus' ships against

eng He's freasure ship. Throughout his seven

;.\I;g}[lages Zheng He visited more than 30 countries
before collecting marvellous 280
treasures and tnbute
for the Ming Vi
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Zheng He Voyages

VoYAGES OF ZHENG He 1405-33
= Routes of ships from Zheng He’s fleet

Islands

Indian Ocean

South
China
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Zheng He ship vs. Santa Maria
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Summary of main facts

 Before 1820 very little growth and no
big differences between countries.

o After 1820 unprecedented growth in the
world as a whole.

* Very unequal distribution of income
among countries.

* Uneven distribution of growth among
countries, widening the gap between
the rich and the poor.
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Questions

 \WWhat factors determine which countries
prospered?

e Can we point to specific economic
policies?

« Are there specific country
characteristics that determine economic
fate?

 |s prosperity just a result of luck?
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Our Methodology
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Step 1: Decomposing the cross-
country difference In output per
worker into differences in inputs and

productivity

* We will use something similar to the
next formula.

A /EA\./TA\./kA\

Yo \Eg ) (Tg) \Kg,




Step 1: Decomposing the cross-
country difference Iin output per
worker

e Yy — output per capita (or per worker)
o k — capital per worker

T —technology level (knowledge how to
combine inputs to produce output).

o E — efficiency (includes effort,
Institutional bureaucracy, customs,
other factors that affect productivity that
are not captured by technology).
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Step 2: Why are there differences In
capital?

e Constructing theory that relates
Investment and future capital. Main
iIdea: higher saving rate leads to higher
Investment rate and higher capital per
worker.

e Learn how to measure “human” capital.
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Step 3: Digging deeper — why are
there differences In investment rate,
technology, efficiency?

* Looking at fundamental (exogenous)
cross-country differences such as
geography, climate, natural resources,

political regimes.
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