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Text	7A	
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(Text	7	is	included	in	SEBENTA)	

	
Fourth	Preliminary	Test:	May	5,	Texts	7	and	7A	

	



ISSUES	AND	CONCEPTS	



FIVE	STYLIZED	FACTS	ON	GROWTH	AND	CONVERGENCE	
		

Five	stylized	facts	emerge	from	historical	observa2on:	
		
1.  By historical standards, fast growth in income per person is a recent 

phenomenon. 

2.  Along a growth path, income per person and productivity exhibit significant 
 medium-term turnings points that are not necessarily synchronous across 
 countries at similar development levels. 

 
3.  Convergence at the top is neither general nor unattainable. In the last 

 decades, the income per person in some formerly underdeveloped countries, 
 such as East Asian countries, has caught up with that of the most advanced 
 ones, but other countries, including most sub-Saharan African countries, 
 have further diverged. 

 
4.  Largely as a consequence of growth developments, income inequalities 

 among world citizens strongly increased during the nineteenth and the first 
 half of the twentieth centuries. They have stabilized since the 1990s, 
 essentially through the rapid increase in wealth of part of the Chinese and 
 Indian populations. 

 
5   Growth patterns differ over time and they can at times increase inequality 

 within countries. 



GDP	and	GDP	per	capita:	
Measuring	the	interna2onal	comparisons	

•  GDP	per	capita	at	current	prices	and	exchange	rates	–	
Nominal	GDP/N	

•  GDP	per	capita	at	constant	prices,	do	not	account	for	
prices’	effects.	It	is	used	for	comparisons	over	2me,	
namely	the	measure	of	economic	growth	–	Nominal	
GDP/GDP	deflator,	gives	the	Real	GDP,	which	can	also	
be	divided	by	the	current	popula2on.	

•  GDP	per	capita	in	purchasing	power	parity	–	this	
method	uses	a	similar	basket	of	goods	and	services	in	
the	different	countries,	a	good	measure	of	welfare.	





World	growth	is	recent	
Angus	Maddison	(1926-2010)		



ECONOMIC	DEVELOPMENT	IN	THE	
VERY	LONG-RUN	(SECULAR	TRENDS)	



A	MAJOR	ISSUE	FOR	ECONOMIC	POLICY:	WHY	GROWTH	RATES	DIFFER?	



	
Why	are	there	so	few	middle	income	na2ons?		

Source:	original	data	extracted	from	Angus	Maddison,	The	World	Economy,	Paris,	2003	

Korea	(Rep.)-Somalia,	GDP	per	Capita	1950-2001	
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Countries with lower GDP per capita grow 
(or may grow) faster 
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ACCORDING	TO	SOME	AUTHORS,	THE	DECISIVE	STEP	IN	THE	CATCHING-UP	PROCESS	IS	
TO	BECOME	AN	ADVANCED	ECONOMY	(WITH	SOPHISTICATED	FINANCIAL	MARKETS;	
GOOD,	CREDIBLE	AND	FUNCTIONAL	INSTITUTIONS;	PARTICIPATING	IN	THE	R&D	
DEVELOPMENTS;	RESPONSIVE	AND	PREDICTING	MAJOR	ECONOMIC	CHANGES;	ETC.).	
ONLY	VERY	FEW	COUNTRIES	HAVE	ACHIEVED	SUCH	A	SUCCESS.	



Types	of	convergence	
•  Convergence	sigma	(σ)	–	σ	convergence	–	
ReducSon	of	the	dispersion	of	GDP	per	capita.	

	
•  Convergence	beta	(β)	-	β	convergence	–	NegaSve	
correlaSon	between	iniSal	GDP	per	capita	the	
growth	rate	of	GDP	per	capita	–	less	developed	
countries	grow	fast.	

	
•  Convergence	clubs	–	Groups	of	countries	where	
there	is	convergence		β	



A	closer	look	at	the	catching-up	process	



From	GDP	per	person	to	labor	
produc2vity	



From	labor	producSvity		
to	total	factor	producSvity	



Correlation between GDP per capita and the 
growth of labor productivity 



Global	inequality	



THEORIES	



Main	theoreScal	contribuSons	



SOLOW	MODEL	(I)	
•  Y	=	A	Kα	L1-α 		
•  0˂	α	˂1	A	=	TFP;	
•  α	=	part	of	K	returns	in	income	
•  A=TFP	

	
Determina2on	of		GDP	Growth	

•  ΔY	=	ΔK	+	ΔL	+	Δ	Residual	
•  Residual	=	total	factor	produc2vity	(TFP)	=	Solow	residual	
•  Explana2ons	for	TFP:	generic	factor,	technology,	labor	

organiza2on,		func2oning	of	the	markets,	ins2tu2ons	
	

	



SOLOW	MODEL	(II):	HYPOTHESES	

•  Technical	progress	and	savings	rate	are	
exogenous	

•  Constant	returns	to	scale	
•  Decreasing	returns	of	K	and	L	
•  K	and	L	are	perfect	subs2tutes	



	
SOLOW	MODEL	(III):	DISCUSSION	

Inside	the	black	box	
	



SOLOW	MODEL	(IV):	Other	features	
•  The ratio K/L depends on the savings rate and the depreciation of K 

•  The stock of capital (K) and GDP grow at a constant rate equals to the sum of population growth rate 
(n) plus the growth rate of TPF (g) 

•  (GDP growth rate only depends on demography and technical progress) 
 
•  GDP per capita and capital per capita grow at g rate (growth of TFP) 
 
•   Savings rate and investment do not influence GDP growth rate but only the level GDP per capita 
  
•  Elasticity of GDP per capita in relation to savings: an increase in 1% in the savings rate leads to an 

increase of [α / (1- α)]% in the GDP per capita. 
 
•  The savings rate that maximizes consumption per capita (optimal savings) is equals to the part of 

capital returns in the GDP (α). 

•  In the point where savings is optimized, the marginal return of capital [real interest rate (r)] equals 
the GDP growth rate  = (n + g) 

•  r = n + g   (“Golden Rule of Capital Accumulation”) 
•  r ˃ n + g  If r ˃ capital growth rate (n+g), capital will be insufficient  
•  r ˂ n + g  If r ˂ capital growth rate (n+g), capital will be excessive 
•  		



OpSmal	capital	accumulaSon	



From	where	come	produc2vity	gains:	the	case	of	ICT	
(Informa2on	and	Communica2on	Technologies)	

•  UNFOLDING	TFP	
	-	Human	capital	
	-	InnovaSon	
	-	Technology	
	-	…	ICT	

•  HOW	ICT	INFLUENCE	
	-	SubsStuSon	of	L	by	K,	
	increase	in	the	raSo	k/L	
	-	SubsStuSon	of	
	undifferenSated	L	by	
	more	qualified	L	
	-	Becer	management	of	
	stocks	
	-	Improvement	in	the	use	
	of	inputs		
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Man-Hours Required by Best-Practice 
Methods of Producing A Pair of Medium-
grade Men’s Shoes at Selected Dates in the 
U.S. 

 

Year          Man-Hours Per Pair 

1850   15.5 

1900   1.7 

1923   1.1 

1936   0.9 

USA: Learning Curve of Best-Practice 
Productivity in Medium Grade Men’s Shoes 





THE	CORE/PERIPHERY	MODEL	
(Krugman,	1991;	Baldwin	et	al.,	2003)	



Growth	and	ins2tu2ons	



Growth	and	insStuSons	(II)	





POLICIES	





Making	markets	work	becer	





Growth	axer	the	financial	crisis	



The	“Washington	Consensus”	at	its	
evoluSon	







Types of structural reforms 

•  Compe22on	and	regula2on	
	NegaSve	mark-ups	of	shocks	in	services	
	Reduced	entry	barriers	for	manufacturing	start-ups	

•  Fiscal	reform	
•  Reform	of	unemployment	benefits	
•  Other	reforms	in	the	labor	market	
•  Investment	in	human	capital	
•  Investment	in	R&D	


