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Once you start thinking about growth,  
it's hard to think about anything else.


Robert Lucas

https://ourworldindata.org/economic-growth#economic-growth-over-the-long-run
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Income  
per person 

• There was no  
or virtually no 
economic growth 
before 1800


• First Britain

• India and China — 

only in the 20th 
century

https://ourworldindata.org/economic-growth#economic-growth-over-the-long-run
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Questions

1. Why didn’t countries grow?

2. Why are they growing now?

3. Why do they grow differently?

4. Why do we care?
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1. Why didn’t countries  
grow before?

7



Макроэкономика:  
экономический рост 8

Thomas Malthus

Must it not then be acknowledged by an attentive 
examiner of the histories of mankind, that in every age and 
in every State in which man has existed, or does now exist?


• That the increase of population is necessarily limited by the 
means of subsistence,


• That population does invariably increase when the means 
of subsistence increase, and,


• That the superior power of population is repressed, and the 
actual population kept equal to the means of subsistence, 
by misery and vice.


An essay on the principle of population (1798)
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Thomas Malthus
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Source: Allen, 2001

Wages of 
craftsmen 
(skilled workers) 
in London
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2. Why are countries  
growing?
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Escaping the 
Malthusian Trap
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Industrial Revolution — a wave of technological advances starting in Britain in the 
18th century, which transformed an agrarian and craft-based economy into a 
commercial and industrial economy.


• By reducing the amount of work-time it takes to produce things, technological 
changes allow increases in living standards.


• Remarkable scientific and technological advances occurred ~ at the same time as 
the kink in the hockey stick in Britain in the middle of the 18th century. 


• Firms can earn innovation rents by introducing new technology.

• Firms that cannot keep up with innovation eventually fail (creative destruction).

Technology
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At the early stages, a country can grow without innovations (extensively) by 
accumulating capital.

This cannot be infinite because of diminishing marginal returns to capital  
(Solow model).


Technological progress and capital goods accumulation are complementary:

• New technologies require new machines.

• Technological advance is needed for increasingly capital-intensive methods of 

production to be profitable.

• This process allows a sustained increase in average living standards.

Capital accumulation
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After WW2 growth
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Chinese growth
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3. Why does the growth 
differ?
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The difference in the pace of 
innovations doesn’t explain the 
difference in growth.


So, what does?


• Geography (Diamond, Sach): 
climate, access to water, 
resources


• Institutions (North, Acemoglu, 
Robinson): rules of the game
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Political Map 
in 3500 BC
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Political Map 
in 500 BC
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Political Map 
in 30 BC
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Political Map 
in 500 AD
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Political Map 
in 1000 AD
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Political Map 
in 1453 AD
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Political Map 
today
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Source: R. Chanda

Resources
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Douglass North

• We shouldn’t explain growth with innovations,  
education, and capital accumulation,  
because growth is innovations, education,  
and capital accumulation


• The main reason is institutions.

• Institutions — rules of the game in economy



Макроэкономика:  
экономический рост

• Regulation

• How many days does it take to start a company?


• Property rights, rule of law

• Are there risks of expropriation?

• Are individuals bound by the same laws?


• Contracts enforcement

• How much does it cost?


• Existence of markets

• Civil liberties


• The rights of free speech, assembly, and the press


Institutions
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4. Why do we care
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GDP and Life 
Expectancy

https://www.gapminder.org/tools/#$model$markers$bubble$encoding$x$data$concept=gini&space@=country&=time;;&scale$domain:null&zoomed:null&type:null;;&frame$value=1800;;;;;&chart-type=bubbles&url=v1

