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  Logistics 
  Recapitulations 

What We Will Do 
  Accounting for 

divergence 
  Things used to be 

even worse 
  Communism 
  Population 
  Savings 
  Efficiency of labor 
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The Current Situation 



  Up at: <http://delong.typepad.com/20110126-ias-107-
pset2.pdf> 

  Due on Th Feb 3 at the beginning of lecture. 
  Also simple and easy to do: 

Problem Set 2 



  Will go out tomorrow 
  Due on Th Feb 10 at the beginning of 

lecture 
  Note: we are now working toward an 

early March first midterm... 

Problem Set 3 
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#1: You Got This 
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  Modern Economic Growth as we know it starts in 1800, or perhaps 1870 
  It could not have been going on long before then 
  When you are spending 70% of your income on food and only getting 2300kcal/day for 

it, you can’t get much poorer and still survive... 

The World Wasn’t Always so Divergent 



The World in 1800 Was 
Pretty Equal 



  Much more equal than it has been since... 
  Even though the world in 1800 was very 

large... 
  Six months to go from Britain to India... 
  Our world today is much more unequal... 
  But first question: why was the world in 

1800 remarkably equal? 

The World in 1800 Was Remarkably Equal 



  Suppose no improvement in the efficiency of labor: 
g=0 

  Why not? Efficiency of labor the outcome of 
technology, organization, and resources per capita 

  Technological progress offset by resource scarcity 
induced by rising populations 

  Technology fairly well diffused (across Eurasia at 
least) 

  Capital share/diminishing returns parameter α not that 
large 

Why Was the World in 1800 Remarkably 
Equal? 



  Demography: a richer country would have a higher population 
growth rate—which would diminish how much of an edge in living 
standards it could have. 

  With low α, hard for even large differences in s to make much of a 
difference. 

  Why a poor world (and an unequal world within economies)?  
  Well, what happens if you have a low population density and hence 

a high efficiency of labor because you have lots of resources per 
capita? 

Why Was the World in 1800 Remarkably 
Equal? II 
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  Why a poor world (and an unequal world within 
economies)?  

  Well, what happens if you have a low population density 
and hence a high efficiency of labor because you have lots 
of resources per capita? 

  Your population grows—and resources per capita and hence 
E falls 

  Or, if you have an equal society, you have a problem 
dealing with the warrior aristocracy of the society over the 
hill... 

Why Was the World in 1800 Remarkably 
Equal? III 
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The World since 1800: 
Divergence 



The World Today 



Consolation: 
Convergence since 1980 



  We ship t-shirts in containers from Shanghai 
to Oakland 

  In fact, we first ship the cotton from Long 
Beach to Shanghai 

  And then we ship the t-shirt from Shanghai to 
Jakarta 

  And then from Jakarta to Miami Beach 
  And then from Philadelphia to Mombasa 
  Yet this is the world we have 

Just What the Frack Is 
Going On Here? 



  Since 1975 the two big ones have been 
catching up 

There Are Always Countries 
Catching Up and Falling Back 



Why Did Things Get 
Worse? Communism I 



Why Did Things Get 
Worse? Communism II 



Why Did Things Get 
Worse? Communism III 



  Karl Marx’s question: why don’t workers receive the full value of what they 
produce? 

  We understand why William the Marshall’s serfs don’t receive the full value of what 
they produce... 

Why Did the Communists Do 
What They Did? 



  But in a market economy nobody 
tells you to give them 1/3 of your 
stuff or they will stick you with a 
spear... 

  Karl Marx’s answer: the market 
economy is a cheat 

  The market economy pays workers 
the value of their labor power 

  Workers deserve the value of their 
labor 

  Hence we have to get rid of the 
market economy to get a fair 
distribution of the products of 
labor 

  Replace the government of men by 
the administration of things 

  Communism did not work very 
well 

Why Did the Communists Do 
What They Did? II 



  Differences in population growth rates 
  Differences in savings rates 
  Differences in the efficiency of labor 

But Even within Market 
Economies, Enormous Inequality 



Among Market 
Economies: Population 



Among Market 
Economies: Investment 



  Differences in population growth rates 
  Demographic transition 
  Differences in savings rates 
  Relative price structures and economic 

development 
  Differences in the efficiency of labor 
  But the big enchilada is, once again, 

differences in the efficiency of labor 

Sources of International 
Inequality 



  Most of the action is in the efficiency of labor 
E 

  We have a spread of 20 across the world 
today 

  And of this differences in investment rates 
and population growth rates can account for 
at most a factor of 4 

  Leaving a factor of 5 to be accounted for by 
differences in the efficiency of labor—in the 
application of technology and organization 

Even within Market 
Economies... 



  Imperialism/colonialism 
  Central planning 
  Infrastructure and guided development 
  Import substitution 
  The Neoliberal bet 

The Five Bets of 
Development Economics 



  Shrink the (corrupt) state 
  Encourage international trade 
  Provide entrepreneurs with access to 

credit 
  Build social capital—especially female 

education 
  Did not turn out to be the magic bullet 

The Neoliberal Bet 



  Last class on economic growth 
  What should governments in leading-edge 

countries do to speed global technological 
progress? 

  What should governments in leading-edge 
countries do to speed global technology 
transfer? 

Next Time 


