What Explains International Differences in Growth Rates?

The source for this is Economic Growth by Robert J. Barro and Xavier Sali-i-Martin.

Unconditional convergence appears to occur at a rate of 2-3% per year. That is, one half of the difference from one of the ratio of two countries per capita incomes will disappear in 24-36 years (using the Rule of 72). The determinant of this effect is the current per capita income.

However, convergence in many countries is conditional on getting other things right. To measure the effects of the rest of these variables, Barro and Sali-i-Martin calibrate the change in growth rates that results from a country moving 1 standard deviation within the distribution of the causal variable for all countries on the globe. For example, in a sample of 100 countries, if with respect to life expectancy a country currently ranks 50th, then moving up to 83rd will increase that countries per capita income growth rate by 1.4% per year, while moving up to 95th will increase the per capita income growth rate by an additional 1.4% to 2.8% per year.

An important item that can affect growth rates both ways is the relative prices of a country’s imports and exports – its terms of trade. A favorable (unfavorable) one standard deviation move for this variable will increase (decrease) your growth rate by 0.4%.

	Variable
	Change in Growth Rate
	Comments

	Life Expectancy
	1.4%
	This is a proxy for a lot of other variables that capture overall well-being.

	Rule of Law
	0.8%
	When this is included, 4 other measures from the International Country Risk Guide become insignificant (corruption in government, quality of bureaucracy, expropriation risk, and repudiation of contracts by the government).

	Average Years of Secondary Schooling
	0.5%
	This assumes that men and women have equal years of schooling. Growth tends to be higher in countries where men achieve more schooling because these countries are generally more backward to begin with.

	Thicker Financial Markets
	0.4%
	This is capturing whether businesses can get enough loanable funds to grow at their potential

	Educational Spending
	0.3%
	This is less important than actually completing years of schooling.

	Spillovers from Neighbors
	0.3%
	This explains growth in southern China coming from Hong Kong.

	Average Years of Higher Schooling
	-0.3% to 0.5%
	Unclear effect due to the same issues with secondary schooling.

	Scale Effects
	0.2%
	Bigger countries do tend to grow a little faster because they have bigger markets for products.

	Interaction of Human Capital and Income
	-0.3%
	This is an effect of these two variables partially canceling each other out – they both help you grow, but getting more of both involves some duplication of effort.

	Political Instability
	-0.4%
	This is measured with revolutions and assassinations.

	Underground Economies
	-0.6%
	This is measured by the difference between black market and official exchange rates. It is indicative of an economy that is somewhat disconnected from reality.

	Government Consumption
	-0.7%
	This is government spending on items other than education and defense. It is taken as a general measure of government waste.

	Fertility
	-0.7%
	After accounting for everything else, having larger families discourages growth.

	Investment
	Insignificant
	This is the rate of investment. Other variables are picking up the propensity to invest, which drives measured investment. Once you account for those variables, there isn’t much information left in the amount of investment.

	Primary Schooling
	Insignificant
	No one is sure why this one doesn’t seem to matter.

	Interaction of Schooling and Life Expectancy
	Insignificant
	This is here because more schooling is not an option when life expectancy is very low.

	School Enrollment
	Insignificant
	Completion of studies and spending are more important than counting bodies sitting in classrooms.

	Tariffs
	Negative
	Barriers to trade discourage growth, but they are hard to quantify.

	Democracy
	Insignificant
	This appears to be a result of growth, not a cause of it.

	War and Military Expenditures
	Insignificant
	This may not be measured well, leading to insignificance.

	Split between Public and Private Investment
	Insignificant
	Who does the investment doesn’t seem to matter – but recall that how much money the government wastes does discourage growth.

	Regional Dummies
	
	After everything is accounted for, the only area on the globe whose growth rate cannot be explained is Latin America. Ceterus paribus, the rate of convergence of Latin America is about 1% slower than the rest of the world (so they converge half way in 36 to 72 years).


So, What Are the Specifics for Some Countries?

Barro and Sala-i-Martin study 48 countries in 1965-85 (some of these – like Chile  and Ghana - have improved since then, while others – like Yugoslavia and Indonesia – have gotten worse). Asterisked samples were large enough for further analysis.

* 
17 Slow Growing Sub-Saharan African Countries (Mozambique, Chad, Uganda, Angola, Madagascar, Zambia, Zaire, Mauritania, Somalia, Guinea, Ghana, Niger, Benin, Sierra Leone, the Central African Republic, the Comoros Islands, and Liberia)

* 
4 Slow Growing Latin American Countries (Nicaragua, Venezuela, Guyana, Chile)

3 Other Slow Growing Countries (Iraq, Afghanistan, Papua New Guinea)

* 
6 Fast Growing Sub-Saharan African Countries (Botswana, Cape Verde Islands, Congo, Lesotho, The Seychelles, and Rwanda)

1 Fast Growing North African Country (Tunisia)

1 Fast Growing Latin American Country (Brazil)

* 
9 Fast Growing East Asian Countries (Singapore, South Korea, Taiwan, Hong Kong, China, Indonesia, Japan, Malaysia, and Thailand)

*
4 Fast Growing European Countries (Malta, Portugal, Norway, and Greece)

2 Other Fast Growing Countries (Yugoslavia, Syria)

Conclusions from These Country Groups

1) It would be pretty easy to have predicted in 1960, based on per capita income, schooling and life expectancy, which countries would grow quickly and slowly.

2) Those obvious factors cited in point 1 have improved in most of those slow growing countries – indicating higher growth is possible, and are now much less important now in the fast growing countries – who have already used them to grow.

3) Two factors have held some African countries back: government waste, and underground economies.

4) One factor has held back Latin American countries: underground economies.

5) Fast growing African countries have been hobbled by government waste, but they spend more on education, and have less trouble with underground economies.

6) East Asian and European countries have grown well by limiting government waste, and problems with underground economies.

