Inequality Between Countries



Last class...

1) Reviewed the scientific method
2) Discussed testing hypotheses
3) Introduced the idea of confounding

4) Three mechanisms and evidence for:
a) ethnic diversity — public goods — inequality
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Review #4: Three mechanisms

Three logical reasons (mechanisms) why ethnic diversity would be
causally related to public goods provision.

1) (Other-regarding) Preferences
e Public goods lower because different ethnic groups
just prefer different goods
e Or, prefer that only their group has goods

2) Technology/Findability

e People from same ethnic group work better together
e People from same ethnic group can find each other
better to sanction them if they do “wrong”

3) Strategy Selection

e People from same ethnic groups expect others to
sanction them if they do wrong



Today...
1) Why are some countries rich and others poor?
2) General ingredients for growth

3) How politics matters



First, the good news...
World GDP over the last two millennia

Total output of the world economy; adjusted for inflation and expressed in international-$ in 2011 prices.
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Source: World GDP - Our World In Data based on World Bank & Maddison (2017) QOurWorldInData.org/economic-growth ¢ CC BY



First, the good news...

GDP per capita, 1820 to 2018

This data is adjusted for differences in the cost of living between countries, and for inflation. It is measured in constant 2011 international-$.
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Source: Maddison Project Database 2020 (Bolt and van Zanden, 2020) OurWorldInData.org/economic-growth « CC BY



First, the good news...

OIS Share of the World Population living in Absolute Poverty, 1820-2015

in Data All data are adjusted for inflation over time and for price differences between countries (PPP adjustment).
100%
94%
‘Living in poverty' (Bourguignon and Morrison data)
90% = living with less than 2% per day
84%

80%

\,
o
X

60% 60%

o : 5 52%
50% @ Living in extreme poverty' (Bourguignon and Morrison data) :
= living with less than 18 per day

Share of the World Population living in Absolute Poverty

40%
30% Eeshsssen
Living with less
than 1.90% per day
(World Bank data)
20%
16%
\ - 9.6%
10% “o (projection for 2015)
O%Q Q Q Q N Q Q Q Q O N Q D
)\‘brz’ r\%b‘ \‘b‘b r\‘b% \QQ ,\g’L '\Qb‘ ,\Cbe) ,\g‘b \Q!g r]S)Q rLQ'\ rLQ'\

Data sources: 1820-1992 Bourguignon and Morrison (2002) - Inequality among World Citizens, In The American Economic Review; 1981-2015 World Bank (PovcalNet)



First, the good news

Share of the population with access to safely managed
sanitation el

Safely managed sanitation is improved facilities which are not shared with other households and where
excreta are safely disposed in situ or transported and treated off-site.
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But now the bad news...

i "World
GDP per capita, 2020

This data is adjusted for inflation and for differences in the cost of living between countries.
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Source: Data compiled from multiple sources by World Bank QOurWorldInData.org/economic-growth « CC BY
Note: This data is expressed in international-$ at 2017 prices.



But now the bad news...

. Our World
Life expectancy, 2021

World
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Source: UN WPP (2022); Zijdeman et al. (2015); Riley (2005) OurWorldInData.org/life-expectancy « CC BY
Note: Shown is the ‘period life expectancy’. This is the average number of years a newborn would live if age-specific mortality rates in the
current year were to stay the same throughout its life.



But now the bad news...

Death rate from unsafe sanitation, 2019

Estimated annual number of deaths attributed to unsafe sanitation per 100,000 people. This is calculated as
the 'attributable burden' Attributable burden represents the reduction in deaths if a population's exposure had

shifted from unsafe to adequate sanitation facilities.
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Note: To allow comparisons between countries and over time this metric is age-standardized.



Why these patterns?

We need to understand how countries produce
“development.”



Economic development as a concept

Two conceptual views of development

1) Economic production
— Measure: Per capita GDP

2) Human development
— Measure: Human development index



Per capita GDP (PPP)

e GDP = Gross domestic product
oHow much is produced in a country in a year
e Per capita = divide by population
e PPP = purchasing power parity (make it
comparable across countries)
e Measured in a dollar amount
e Because what is produced is also consumed, per
capita GDP is akin to per capita income




The US is wealthy in per capita GDP

Country

Luxembourg
Singapore
United States
Canada
China
Grenada
Honduras
Chad

Per capita GDP

IMF

$141,587
$131,426
$75,180
$57,827
$21,291
$18,436
$6,769
$1,719

World Bank

$135,545
$116,487
$69,288
$52,085
$19,338
$15,038
$6,122
$1,556



Strengths and limitations of the measure

Strengths?

Limitations?



Human development index

DIMENSIONS  Long and healthy life Knowledge A decent standard of living

INDICATORS Life expectancy at birth Expected years Mean years GNI per capita (PPP §)
of schooling | of schooling

DIMENSION Life expectancy index Education index GNI index
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Human Development Index (HDI)



Other measures exist too

e Poverty (Living <1$ or <2$ per day)
e Human capabilities index

e Sustainable economic welfare

e World happiness index



Where does GDP come from? How do we
generate long run economic growth?

Factors allowing us to produce more:

e Physical capital
o Investment — more stuff to produce stuff



Investment and GDP

This year Next year

Consume

AFAF AAF




Where does GDP come from? How do we
generate long run economic growth?

Factors allowing us to produce more:
e Physical capital
o Investment — more stuff to produce stuff

e Human capital
o Knowledge of how to produce

e Technological change
e More labor?
o But this won't change per capita GDP!

e More inflation?
o But this won’t change PPP!



Why are some countries able to grow and
others not?

Geography?



Is there a geographic pattern to poverty?

i "World
GDP per capita, 2020

This data is adjusted for inflation and for differences in the cost of living between countries.
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Source: Data compiled from multiple sources by World Bank QOurWorldInData.org/economic-growth « CC BY
Note: This data is expressed in international-$ at 2017 prices.



Why geography — poverty?



Why geography — poverty?

Mechanisms:
e Disease environment
e What you can grow
e Transportation to markets

Limits to this explanation?



Limits of geography — poverty?

e Significant variation in development even at the
same latitude



North vs. South Korea
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Botswana vs. Zambia & Zimbabwe
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(Does one counterexample
invalidate a theory?)



Limits of geography — poverty?

e Significant variation in development even at the
same latitude
e Crop vields and disease are partly a function of

development
o With better technology you can grow more, protect more
from disease
o Example: Malaria and yellow fever in the US



Malaria in the US, 1870
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Limits of geography — poverty?

e Significant variation in development even at the
same latitude
e Crop vields and disease are partly a function of

development
o With better technology you can grow more, protect more
from disease
o Example: Malaria and yellow fever in the US

e Temporal patterns: Poorer regions today were
not always poor



The “"Reversal of Fortune”
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Source: Acemoglu, Daron, Simon Johnson, and James A. Robinson. "Reversal of Fortune: Geography and Institutions in the Making of the
Modern World Income Distribution." The Quarterly Journal of Economics 117, no. 4 (2002): 1231-294. http://www.jstor.org/stable/4132478.



The “"Reversal of Fortune”
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Why are some countries able to grow and
others not?

Colonialism?



Why colonialism — poverty?



Why colonialism — poverty?

Some mechanisms:
e Economic dependence on primary products
e Politicization of ethnic groups
e Weak central governments



Dependency theory

Primary products = raw materials
Low prices relative to manufactured goods, no ability to invest

Raw materials,
agricultural products

Manufactured

goods
Colonies



Manufactured goods exports in poor

countries

¥10¢
¢10¢
0T10¢
800¢
900¢
00¢
¢00¢
000¢
8661
9661
661
c661
0661
8861
9861
MHUV 861
861
0861

8L61
9/61
vi61

(44}
061
8961
9961
961
961
0961

Sub-Saharan Africa

Latin America —Middle East/North Africa

80
70
60
50
40
30
20
10

0

—East Asia/Pacific
100
90

Juadiad

Source: World Bank.



Example: Zambia and copper

- - m——
FAMBIA " — - e
ZAMBIA - oS- 4, FANZANIA
—— STy
* —— 4 -— -"‘\\
. —— \
— Sy 3 o
— - - - %
ETE 3 OO - Phdd ~ 4
=St \7“7‘ —r }.v-_\u.'.lA“:
T oS A
s W “—.“ l:-_':‘\ L ‘_ .L—'.’ ath "-
- . ) (-
| -.-ﬁ-m -
AN ) il < \*‘Jo )a/ f
_I. AP e e | - -
L e ——u spirIas o - sl N |
\ o it FOIRURMIL Y T —~—— .:_
! . Lt S " —
i == - G T
' S R
= (o = g« (N
‘ - Linaas MO AR
— SErTEnn S £ ,I‘b
-\ — =
——— LILIE LN L
\ —t FIMRAAwY ,_/
\ 1 - Y — p *
™ — gy L= - e—
,-):mw- ey ——
—"‘ - v‘ - . -




Example: Zambia and copper

—~Copper Price
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Example: Zambia and copper
Zambia’s copper belt reels as price falls

Declining copper prices a large factor
in Zambia's economic tumble

Low copper prices cripple
Zambian towns

China’s Slowdown Tarnishes Economic Boom in Copper-Rich Zambia



Limits of colonialism — poverty?



Limits of colonialism — poverty?

e Many wealthy places were colonies; many fairly

poor places were not colonized
o The U.S. and the Democratic Republic of the Congo were
both colonies
o North Korea was never colonized
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Limits of colonialism — poverty?

e Many wealthy places were colonies; many fairly

poor places were not colonized

o The U.S. and the Democratic Republic of the Congo were
both colonies
o North Korea was never colonized

e Colonialism was shaped by geography...



Geography and colonialism are related...

Geography

Colonialism 3  Economic
Development



Geography and colonialism are related...

Geography

Colonialism > Economic
Development

The causal effect of colonialism on economic development is
confounded by the fact that geography causes part of who
colonized where AND economic development.



Limits of colonialism — poverty?

e Many wealthy places were colonies; many fairly

poor places were not colonized

o The U.S. and the Democratic Republic of the Congo were
both colonies
o North Korea was never colonized

e Colonialism was shaped by geography...
e Countries can stimulate domestic production to

try to escape dependence
o ISI = Import substitution industrialization



Brazil makes airplanes since 1969
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