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The Facts: Economic Growth

We want to understand two sets of facts:

1. Level gaps:
Countries like the U.S. are about 25 times richer than
countries like Bangladesh.

2. Growth:
Rich countries today about about 60 times richer than they
were in 1700.
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Concepts

How do we measure living standards across countries / over time?

One measure that is commonly used:

GDP per worker

▶ what does it measure?
▶ what does it fail to measure?
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Level Gaps
GDP per capita, relative to United States
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Level Gaps

Fact
More than half of the world population earns less than 10% of U.S.
income per worker.

Fact
The gap between rich and poor countries has not decreased at least
since 1960.
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Industrialization

Structural transformation

As countries grew richer, their industry composition changed

▶ from almost all agriculture
▶ to almost all services and manufacturing

Developing countries failed to make that transition.
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Industrialization

Ch. 9: Accounting for Cross-Country Income Differences 719

6.2. The role of agriculture

As mentioned, existing cross-country comparisons of sectorial TFP tend to be limited
to small sets of developed countries. The goal of this section is therefore to provide a
rough, preliminary assessment of the sectorial-composition interpretation of TFP dif-
ferences that extends to developing countries as well. In particular, I will focus on an
agriculture–nonagriculture split of GDP. The main reason for looking at this particular
breakdown is easily inferred from Figure 15: in the poorest countries of the world virtu-
ally everyone works in agriculture, and in the richest virtually nobody does. It is obvious
that this is the most important source of variation in the composition of GDP around the
World. Another reason for focusing on agriculture is that I have no PPP output data for
other sectors. Finally, the agriculture-nonagriculture dualism has traditionally played a
central role in the history of thought on economic development.53
The main purpose of this section, then, is to assess the hypothesis that (i) agriculture

is an intrinsically low TFP sector, and (ii) poor countries’ low aggregate TFP is due

Figure 15. The importance of agriculture.

the source of the productivity differences boils down to the fact that each English worker was willing to tend
to a much larger number of machines. In low-productivity countries workers were idle most of the time. Why
this was so remains a bit of a mystery, and one should be cautious in assuming that this finding would still
hold up one century later. Nevertheless, Clark’s findings reinforce the case that labor practices may be an
important source of observed differences in productivity.
53 Some of the classics are Fisher (1945), Clark (1940), Rostow (1960), Nurkse (1953), Lewis (1954),
Kuznets (1966), and Jorgenson (1961).

Source: Caselli (2005)
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Comparative Advantage

Fact
Low income countries (appear to) have a massive comparative
disadvantage in agriculture.

Productivity gap rich vs poor
(90th vs 10th percentile per capita GDP)

▶ agriculture: 45 fold
▶ industry (non-ag): 4 fold

Do low income countries employ too much labor in the “wrong”
sector?
Could the development problem be solved by moving workers into
industry?
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Poverty is geographically concentrated

What does this suggest about the origins of income differences?
See Acemoglu and Robinson (2001) for more.
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Growth Facts

Questions:

▶ Where do the enormous differences in income come from?
▶ How long have the rich been rich and the poor been poor?
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Poor Countries Do Not Grow Faster

the United States—grew more slowly. The pattern is quite strong in the data; a simple

regression line leads to an R-squared of 75%.u

Fig. 26 shows that a simplistic view of convergence does not hold for the world as a

whole. There is no tendence for poor countries around the world to grow either faster or

slower than rich countries. For every Botswana and South Korea, there is a Madagascar

and Niger. Remarkably, 14 out of the 100 shown in the figure exhibited a negative

growth rate of GDP per person between 1960 and 2011.

There is some question as to whether or not these persistent negative growth rates are

entirely accurate. Young (2012) notes that the data on which these growth rates are based

is often of very poor quality. For example, the United Nations National Accounts data-

base publishes current and constant-price GDP numbers for 47 sub-Saharan African

countries between 1991 and 2004, but as of mid-2006, the UN Statistical Office had

actually received data for only one half of the observations, and had received no

constant-price data at all for this period for 15 of these countries. Young uses measures

of consumer durables (eg, radios, television sets, and bicycles) and other information from

the Demographic and Health Surveys for developing countries to provide an alternative

estimate of growth rates. He finds that living standards in sub-Saharan African countries

were growing at around 3.5% per year during the last two decades, comparable to growth

rates in other developing countries.

Barro (1991), Barro and Sala-i-Martin (1992), andMankiw et al. (1992) provide a key

insight into why the convergence pattern appears in Fig. 25 but not in Fig. 26. In
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Fig. 26 The lack of convergence worldwide. Source: The Penn World Tables 8.0.

u See also Baumol (1986) and DeLong (1988).

36 Handbook of Macroeconomics

Source: Jones (2016)

No “convergence.”

11 / 17



Persistence Over Time

Fig. 25 shows one of the more famous graphs from the empirical growth literature,

illustrating the “catch-up” behavior of OECD countries since 1960. AmongOECD coun-

tries, those that were relatively poor in 1960—like Japan, Portugal, and Greece—grew

rapidly, while those that were relatively rich in 1960—like Switzerland, Norway, and
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Fig. 24 GDP per person, 1960 and 2011. Source: The Penn World Tables 8.0.
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Fig. 25 Convergence in the OECD. Source: The Penn World Tables 8.0. Countries in the OECD as of 1970
are shown.
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Source: Jones (2016)

There is mobility, but also a lot of persistence over time.
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Summary

Enormous level gaps:

▶ Rich countries are 25 times richer than poor countries.
▶ Big productivity gaps in agriculture.
▶ Poor countries seem to specialize in the “wrong” sector.
▶ Poor and rich countries cluster geographically.

Postwar growth:

▶ No convergence: poorer countries do not generally grow
faster.
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Questions to think about

1. Why are the rich countries so much richer than the poor ones?
2. How could one answer such a question?

E.g.: “How much does lack of capital contribute to low
incomes?”
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Reading

▶ Jones (2013b), ch. 1
▶ Blanchard (2018), ch. 10
▶ Blanchard and Johnson (2013), ch. 10

A good place to access data on long-run growth: The Penn World
Tables
At knoema, users can generate graphs using data from a wide
range of sources.
For further reading:

▶ Jones (2013a), ch. 3 (explains logs and ratio scales)
▶ Acemoglu (2009), ch. 1 (summarizes the facts)
▶ Jones (2016) contains an exhaustive list of growth facts
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http://www.rug.nl/research/ggdc/data/pwt/pwt-8.1
http://www.rug.nl/research/ggdc/data/pwt/pwt-8.1
http://knoema.com/
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