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“The consequences for human welfare involved in the
qguestions about the income gap among countries are
simply staggering; once one starts to think about them, it is
hard to think about anything else”

Robert Lucas, Nobel prize

Two main Schools of thoughts:
- Neo classical view
- Heterodox perspective
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GDP is product produced within a country’s
borders; GNI is product produced by
enterprises owned by a country’s citizens.

Some updated indicators
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Millennium Summit

In September 2000, building upon a decade of major United
Nations conferences and summits, world leaders came
together at United Nations Headquarters in New York to
adopt the United Nations Millennium Declaration,

)E
o

MILLENN
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OMD 2015

committing their nations to a new global partnership to
reduce extreme poverty and setting out a series of time-
bound targets - with a deadline of 2015 - that have become
known as the Millennium Development Goals.
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GOAL 1| Eradicate extreme poverty and hunger
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GOAL 2 | Achieve universal primary education
o N ==

.

www.un.org/millenniumgoals/
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Millennium Development Goals snapshot
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Millennium Development Goals snapshot
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MDG 4: Reduce child mostality
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MDG 5: Improve matemal health e
- The maternal mortality ratio has steadily o

Millennium Development Goals snapshot

Secransa in develpng cowitres ay & wheie,
S 430 60 12 330 2 01T, Wi susbtan-
tiad. the decline i ot enonegh e achieve the MDS
5 target of reducing the MaTEl Moy TS
o T parcens betwesn 1900'and 2015 Rrgionsl
S a0 eeate WP Oechne, MO 1 fagon
Bty 12 stepvr The Largel on Bme. Dassde

™ B @ ER B Seb Sahassn Alica mnd Scuth Asis resains bigh

MDG &: Combat HIV/AIDS, malaria, and other diseases

The peevaience of 19V is highest in Sob-Saheran
Atrica. The spresd of HIVAIDS there e siowed,
i 0d The proportion of st nang with HIV hes
g b tall whide the survivad rate of those with




Millennium Development Goals snapshot

MDG 7: Ensure environmental sustainability
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L’Unione europea e varia...

Istruzione
terziaria

Inc. Publ [t

ALWAYS LEARNING PEARSON

Perché una Politica di coesione UE?

_ Valore massimo Valore minimo Rapporto

PIL pro capite Lussemburgo Bulgaria 5.7%
(% media EU-28) 266% 47%
Tasso »di Svezia Grecia 15
occupazione 79.8% 53,29 .

(%, eta 20-64)

La Politica di coesione mira a ridurre il divario esistente tra le regioni UE per raggiungere uno sviluppo
economico, sociale e territoriale equilibrato.

* Negli Stati Uniti la differenza ¢ pari solo a 2,5 e in Giappone a 2
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Gross domestic product (GDP)
at current market prices by NUTS 2 regions EU28

(with Turkey)
Fifteen richest regions 2011 een poorest regions 2011
UKI1 - Inner London 343 [TRA1 - Erzurum, Erzincan, Bayburt
100 L B 220 3
NOO1 - Oslo og Akershus 290| Ratio
BE10- Région de Bruxelles- Ml
Capitale 247 |BG34- Yugoiztochen freresingend
SE11 - Stockholm 224 [TRC1 - Gaziantep, Adiyaman, Kilis e
NOO4 - Agder og Rogaland 223 RRO21 - Nord-Est re’g‘é”_ 31
NOOS - Vestlandet 217 TTRC3 - Mardin, Batman, Sirnak, Siirt
DKO1 - Hovedstaden 209 BG32 - Severen tsentralen
DE60 - Hamburg 209 BG42 - Yuzhen tsentralen
IMKOO - Poranesna jugoslovenska
FR10 - Tle de France 204 Republika i 14)
NL11 - Groni 201 [TRC2 - Sanliurfa, Diyarbakir 14|
NOOS - Trgndelag 188| BG31 - Severozapaden 13
FI1B - Helsinki-Uusimaa 184 [TRA2 - Agri, Kars, Igdir, Ardahan 13
AT13 - Wien 182) [TRB2 - Van, Mus, Bitlis, Hakkari 11
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Top Eleven Countries in Year 2009 According The Parade of World Income GDP per Capita in the United States, 1870—-2009
to Three Different Measures
GDP per capita, 2009
{2005 Dollars)
e e— oyt GO per capita (2005 Dolars)
- Comy  SOFpERE Gy =1 g r— 50,000 ! s}
1 Omer G o sz fric L) 70,000 40,000}
PR o] =3 am oF [ ] i 60000 350001
B b P L] S w2 o mrEca - 0,000
a  EmrEs - [ [t ] b= o 0,000 25,000
b Moo na Ty am sl - 40,000 20000
B Ny == e B am Eavrim = 5000b
T Eugaw - hema am Eagicnut - 00 World Average e |
s = £ B 1m [ - 20,000 39802 5000}
" wa L] 1m wms " i =
J— = — B - [ _ _ R EEE R
T Uit e - L = e m % 20% 0% 50% 8% 100% ST T W R R R AR T T e
‘Education, Inc. P “Wesley. Percentage of the Wordd population that has passed by Inc. Py Wesley

ALWAYS LEARNING PEARSON ALWAYS LEARNING PEARSON ALWAYS LEARNING PEARSON




The Effect of Using a Ratio Scale

X Linesr scale)
00 The formula for a trend:
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Let’s extract the logarithm on both sides:

Log(¥,,,) = log(¥(1+g)")

Log(Y,,,) = log(¥,) + nlog(1+g)

Log(Y.,) = log(¥;) + n-g

GDP per Capita in the United States, 1870—
2009 (Ratio Scale)
GOF per capita (2005 Dollars, ratio scale)
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The Distribution of
Growth Rates,
1975-2009

Source: Heston, Summers, and Aten (2011,
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GDP per Capita by Country Group,
1820-2008
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Re-emerging economies

Re-emerging a
Share of global GDP*, %

W £ merging economies
M Developed economies

1000 1500 1820 1913 1950 2005 20251

4t purchasing-power parity 17he Econamist forecasts
Sources: DECD, Angus Maddison; IMF
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World Inequality and Its Components,
1820-1992

Inequality

0.9 Total world inequality
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0.5 Inequality between countries
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GDP per capita vs Human development Main sources of data at national and

Ignorance
index international level

The two school of thoughts....

The lgnorance

The importance of inequality...

Eurostat: P I
http://ec.europa.eu/eurostat/statistical-atlas/gis/viewer/?year=2014 rOJ eCt
See table

http://ec.europa.eu/eurostat/data/database

ats.oecd.org/Index.aspx
/stats.oecd.org/oecdregionalstatistics/#story=0
UNCTAD

- http://unctadstat.unctad.org/EN/
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Gapminder.org

Refresh your world

Chapter 2

A
FRAMEWORK
FOR
ANALYSIS

The Economics of Sylvania and @ wsi.
Freedonia: A parable =

¢ Why is Silvania so much poorer then its neighbour,
Freedonia?

* You are hired as a consultant by the king of
Silvania: you start by computing GDP

¢ Same population...one eight of the GDP
— Capital
* investment...saving...(32 times higher in Freedonia than in

Silvania): investment rate 4 times higher... but this would
produce a difference in GDP per capita of a multiple of only 2

Wesley




Other potential factors

— Productivity

* Technology: the available knowledge on how to combine
inputs to produce output

« Silvania is 35 years behind... but this explain anotther part of
the gap but not all...
— Efficiency
¢ Fundamentals

‘This may be the crucial factor to

explain the differences in GDP pc
between Silvania and Freedonia

— Government and Instftutions
— Income inequality
— Culture

— Geography and natural resources
Educaton, . P Wesiey

From Parable to practice

¢ Two main causes for growth
— The accumulation of inputs
— Productivity
« Differences in technology
« Differences in efficiency

It is important to distinguish between proximate
causes and ultimate causes
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Figure 2.1 The Production Function

Outpuit per worker

Froduction
function

Factors of praduction per worker
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Factors of peoduction Facton of production
pes wosker

Education, Inc. P Wesiey

Factons of prodection
par worker

and democracy repiaces monarchy such as the
two countries have the same fundamentals?

¢ Does this imply that the two countries have
immediately the same GDP pc?

From income levels to growth rat@8:

What can we learn from data: Relationship  [# ¢
between Latitude and Income per Capita

£ 40 ] & il 80
Latitude [absolute degrees distant from the equatos)




What can we learn from data: Relationship
between Income per Capita and Population
Growth

Figure 2.5 Fogel's Map of a Potential Water
Transport Network for 1890

Population growth rate, 1975-2009 (% per year)
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