


Growing Together,
Growing Apart

West aermqpyﬁ\_/s East Germany

Rapid growth

. Slow growth
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Example 1

Botswana, Ghana, and Nigeria: GNP per capita,
1964-1997 (Current US$, Atlas method)
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Example 2

Kenya, Tanzania, and Uganda: GNP per capita, 1964-
1997 (Current US$, Atlas method)
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Example 3

Burma and Thailand: GDP per capita, 1960-1997
(Local currency, 1988 prices)
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Example 4

Barbados, Dominican Republic, and Haiti: GNP
per capita, 1964-1997 (Current US$, Atlas method)
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Example 5

Egypt, Morocco, and Tunis: GNP per capita, 1964-
1997 (Current US$, Atlas method)

— Egypt
— Morocco
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Example 6

Argentina, Uruguay, and Spain: GNP per capita, 1964-
1997 (Current US$, Atlas method)

- Argentina
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Example 7

4500

Madagascar and Mauritius: GNP per capita, 1964-

1997 (Current USS$, Atlas method)
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Economic Growth:
The Short Run vs. the Long Run

Potential output

Actual output

- "._ Business cycles
“=in the short run

L

The crisis of 1997-98_

g DT 'y ;¥

is irrelevant to Asia’s
long-term growth potential.

[
»

Time



Economic Growth:

3 movements of actual output
, ViZ. in the short run

d sl croeconomic ¢ theory

ey __':'.' or neoclassical
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Need modern theory of economic growth
Neoclqgggcal or endogenous
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The Neoclassical Theory of
Exogenous Economic Growth

Traces the rate of growth of output

per capita to a single source:
- Technological progress

Hence, economic growth in the
ong run is immune to economic
t policy, good or bad.

3

“To change the rate of growth of real
output per head you have to change the
rate of technical progress.”

ROBERT M. SOLOW




The New Theory of
Endogenous Economic Growth

es the rate of growth of output per
apita to three main sources:

/ Sa‘Vmg
sV Eff|C|ency
" Depreciation

“The proximate causes of economic growth are
the effort to economize, the accumulation of
knowledge, and the accumulation of capital.”

W. ARTHUR LEWIS




Exogenous vs. Endogenous
Growth

he | eoclassical view

; t econor rowth in the long run is merely a
nof throw much I|ght
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" The new view
that long-run growth depends on saving,
effjg.i-ehcy, and depreciation is more illuminating.

Besides, it's not really new, because Adam Smith
knew this (1776).




A Simple Model of
Endog_enous Growth

Invegtment'mvolves addition to capital stock. e
= EK ;
Outpﬁ%ﬂaepends on quality and quantity of capital.




A Simple Model of
Endogenous Growth
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Endogenous Growth in the
Harrod-Domar Model

where growth depends on
A. the saving rate

>~ B. the capital/output ratio
~ C. the depreciation rate




Sources of Endogenous

OECD countrles saving rates of about 20% Jf GDP

Important implication for economic policy:

Economic stability with low jnflation and positive real
. mterestiréjces encourages saving, and thus is good for
= growth.




Sources of Endogenous
Growth

Incomex

per cg;p

East Asia

Low saving rates

W |

1990




Sources of Endogenous
Growth

preuatmn

Jnp ;fa- ltable mvest"- | e past reduces the
akes it depreciate
'MOFe replacement
mvest ent to make up for we-:énd tear.
v The more national saving has to be set aside
for replacement investment, the less will be

L avaﬂablg for the buildup“of new capital.
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Sources of Endogenous
Growth

general economlc efficiency.

Important implication for economic policy:

Everything that increases economic efficiency, no
matteafg_@at, is also good for growth.
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Sources of Endogenous
Growth

ive sources;of. |nc_reased efficiency
E leerallzafton fo eg and trade increases

2.

3

|th sta -owned enterprises, andhthus
Educatlon makes the labor force more efficient.
| Technological progress alse-enhances efficiency.
= The possibilities are virtually endless!
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Sources of Endogenous
Growth

This is good news.

f growth were *n?"ré«r’ ysa matter of technology,
we W,Td not ,Igl, 0, do much about it ..

Yl

th depends on '_e-';;l. % efficiency,
there Are thmgs that we can ¢ .ln the private
sectoras well as through the public sector, to

foster rapid economic growth.

Because everythmg that is"good for saving and
efﬁuent?aﬁs also :




What to Do to Encourage
Economic Growth

3. Strong pri sector e
4. More and better education

5. Limitge, “Qatural resources




Liberalization and
Economic Growth

" Liberalization of prices means that markets,
.. bureaJJCra’ts, ’_%allowed to set prices.

-li‘.k.et ec .;,,_ more efficient than

""';.,.d,,;‘::r- e former Soviet L " the US and Europe
liZdon of trade allows Specialization
ing to comparative advantage:
Free trade is more efficient than self-sufficiency.
v Compare North Korea withiHong Kong and Singapore

B More efficiéiey: is good for growth.



Market equilibrium. and
economic welfare

Total welfare gain associated
Imarketequilibrium equals
produc ‘“"w s (= ABE) plus
consumer surplus (=BCE).
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Market intervention and
economic welfare

Consumer surplus = AFGHr
Producer surplus = CGH
Total surplus = AFGC

" Price ceiling imposes a
“weltare loss equivalent to
E the triangle EFG.
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- Increased Openness Goes Along

evidence? with Higher Income

/:oDenmark oo

©* (-3

Mongolia

-50% 0% 50% 100%

Openness (actual exports minus predicted
exports in percent of GNP, 1994)




More Foreign Investment Goes

More

evidence  Along with Higher Income

°

Botswana « — St. Kitts and Nevis

Nigeria

Madagascar

0,00 0,05 0,10

Foreign direct investment 1970-1995 (share of GNP)




Stabilization and
Economic Growth

tabilizationsof prices means that distortions
souated Wﬂfh‘ inflation are reduced.

E Inflation distortS* he ehoice between reaI and

' |C|ent tax compared with ko'st othertaxes.

Inflation also creates uncertainly which tends
to discourage trade and investment.

. Inflatien,also tends to result in overvaluatlon
B of currency, thus hurting exports and growth.”.




The effect on economic growth per capita
. What is the Of @ decrease in inflation from 50% to 5%
evidence? per year

Number of Period Effect on
countries growth (in
percent)

1970-1985  Cross section X3

1980-1985 Cross section 240

@ubnu andSalain: : 19 985 Cross section 3.9

r ‘Martin (1992)
De Gregorio (1993) 12

Fischer (1993) 80

Barro (1995) 100 1960-1990  Cross

i

L
section ", T®

Gylfason and 145-170 1960-1992  Panel data
Herbertsson (1996)

Barro (1997) 80-87 1960-1990 Panel data

Bruno and Easterly 97 1961-1992  Panel data
(1998)

Gylfason (1999) 1985-1994  Cross section




More Inflation Goes Along

- More

evidence with Lower Income

©
L4

. — Latvia

™ Ecuador

__— Zambia .

3 ° °

Nicaragua—

°

"~ Burundi T~ Sierra Leone

0,1 0,2 0,3 0,4 0,5 0,6 0,7 0,8 0,9

Inflation distortion 1970-1995




Privatization and
Economic Growth

atlzatlongmeans that profit-oriented

1
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basis of polltdcal connections, for example

Private enterprise is generally more efficient than

~ state-owned enterprises:
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B More State Enterprise Goes

~ evidence? Along with Less Income

Tunisia

. . P \
Bolivia Sri Lanka

Madagascar

0,10 0,20 0,30 0,40 0,50 0,60 0,70
Share of state-owned enterprises in employment 1970-1995




Education and
Economic Growth

5 c dcation means a better trained and hence
Ore e_fflc Eﬁt W@t ﬁgrce
mary, and secondary
...t'(h n to all, ESpe lallysfemales
| Need prowde tertiary € “ lon to a greatly

1
s -

WEENeed in reased public commltment to education

This reqwres both increased public expenditure
._ oh education and probably.also increased scope
. for privae sector involvement in education.
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B Secondary-School Enrolment

evidence> Varies Directly with Income

Finland e e

Slovak Rep.

L § Swaziland
Zimbabwe \ \

Vietnam \
/ Togo
Y|

adagasear

\ Maldives

/ Niger

Tanzania
1000 10000 100000

GNP per capita in 1995 (USD)




~ Related
evidence

Income and Inequality
(20/20 Ratio)

Slovikin Estonia

/ Lao PDR

Bangladesh

Costa Rica

/ Kenya

L4

Guinea-Bissau
\

Brazil

15 20

20/20 ratio




Natural Resources and
Economic Growth

5,4ifknot well managed,
at best a mixed

ssible channe I Sl
. ._a\t|on O
Dutch disgase .ﬂ
Rent seeking A
What is the evidence?
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- What is the

More Primary Exports Go

evidence> Along with Less Income

Finland
Denmark Iceland
o

©

Seychellcy New Zealand —

Nigeria
°

Rwanda —

°
|

0,10

0,20 0,30 0,40 0,50 0,60 0,70 0,80 0,90

Share of primary exports in total exports in 1995




Natural Resources and
More -
 evidence Economlc Growth

Egonomlc Growth and Natural Capital

%‘O -1997

”;, b5 0.0702x + 2.7807

Share of natural capital in national wealth 1994 (%)

Abun‘tfaﬂr natural resources, if not well managed,
appear harmful to growth.




Natural Resources and
Still more
ewdence COI‘I‘uptlon

L
>

”g Natura}l Capital and Corruption
_,':.t"‘ g ﬁ"“.

aige R - New Zealand

15 20 25
Share of natural capital in national wealth 1994 (%)

~Abundant nafm‘al resources appear conducive to corruption. f
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In Conclusion

- Much progress in economic policy and
erformance aroun% the world in the 1990s

wth~,f ndly .have been widely
"H epr

'i inary people and polr

;-.*-., t\only in Asia, but al o, i

ts of th@world, |nclud|ng Africa -~ Same

Therefore, the medlum to-long-term growth
outlook for the world economy IS bright

| aslongas b
SRR N [




In Conclusion

econ&mnc a@d institutional reforms

P gl B

George Berna rmw

To grow or not to grow
is in.large measure‘a
maﬁeﬁ“ of choice.




