
Econ N171 Economic Growth 
Homework Assignment #1       

1. How is economic growth measured? Explain why growth is important. 

Economic growth is measured by the growth in the gross domestic product, 

GDP, of an economy. GDP is the market value of all final goods and services 
produced in a given period by the economy. GDP growth is important 

because the GDP is an indicator of the standard of living of the population. 
The per capita income (GDP per capita) determines the material prosperity of 
the population. Growth of per capita GDP is a necessary condition for 

reduction in poverty. 

(Aside: Growth in human well-being is correlated with economic growth but 
is not synonymous with it. Human well-being is measured through another 

index – the Human Development Index, HDI.  

The Human Development Index (HDI) is a comparative measure of life 
expectancy, literacy, education and standards of living for countries 
worldwide. It is a standard means of measuring well-being, especially child 

welfare. It is used to distinguish whether the country is a developed, a 
developing or an under-developed country, and also to measure the impact 

of economic policies on quality of life. The HDI incorporates three 
dimensions. 

 A long and healthy life: Life expectancy at birth 

 Access to knowledge: Mean years of schooling and Expected years of 
schooling 

 A decent standard of living: GNI per capita (PPP US$) 

Source: http://en.wikipedia.org/wiki/Human_Development_Index ) 

2. DeLong uses the term "Malthusian growth" to describe the period in 
which total population and total output grew at the same rate, leading 
to very little change in output per capita. During what time periods 

was growth Malthusian? During what periods has output per capita 
increased significantly? 

Growth was Malthusian for the majority of human existence – up to around 

the year 1800 CE. In the Malthusian age (or, in a Malthusian economy), 
technological growth rate is estimated to have been around 0.01 to 0.05 
percent per year. Moreover, it was a very low rate of growth compared to 

what followed the Industrial Revolution, and the increases in aggregate 
production due to technological advances were neutralized by growth in the 
population, and living standards reverted to the subsistence level. After the 

Industrial Revolution, around 1800 CE, output per capita began to grow at 
rates comparable to modern day growth rates. 

 

http://en.wikipedia.org/wiki/Human_Development_Index


3. If one country has per capita income of $15,000 and its economic 
growth rate is 5 percent per year, what will its per capita income be in 

10 years? About how many years will it take to catch up to a country 
where the per capita income is $30,000 per year and the economic 

growth rate is 1 percent per year? 

In 10 years, the per capita income will be $15 000 * (1.05 ** 10) = $24,433. 
This country will overtake the other country in after 17 years. On the 18th 
year, its per capita GDP of the faster growing economy will be $36,100, 

compared to the other country‟s $36,900. 
 

4. If we have a per capita income of $30,000 today and we want it to be 

$35,000 in 10 years, what growth rate do we need? 

Around 1.5 percent since 30 000 * (1.015 ** 10) = 34 816.2248 

{Questions 1-4 are taken from 

http://arnoldkling.com/econ/growthfacts.html } 

5. How does Romer define technology? 

Technology is embodied ideas, about know-how.  

6. According to Romer, which of the two gaps – idea or object – holds the 

most promise for the future economic development of poor countries? 

What‟s his justification? (200 words.) 

Romer notes on page 558, that “One problem in evaluating the importance 
of ideas in economic development is that there is very little statistical 

evidence that one can collect on the economic role of ideas, especially if one 
wants to do regressions on the performance of a cross-section of developing 
countries. He presents the results of various empirical studies which show 

that both gaps have to be bridged. As he notes on page 569 of the paper, 
“evidence is equally consistent with the view that there are only object gaps 

and with the view that there are both idea gaps and object gaps.” 
 

7. What‟s the relationship between technology absorption capacity and 

economic development? (100 words) 

Technology can be transmitted to a foreign country in a communicable form 

(which may involve costs). If the recipients have the capacity to understand 

it, adapt it to local context, and use it, they can catch up rapidly. This 

absorption capacity depends on the human capital and the larger 

institutional character of the economy. He notes, “the fact that a technology 

gap presents an opportunity for rapid growth through technology flows, but 

a reduced absorption capability makes it more difficult for a country to take 

advantage of this opportunity. Because a poor developing economy will 

http://arnoldkling.com/econ/growthfacts.html


typically suffer from both a large technology gap and a reduced absorption 

capacity, the prediction about the correlation between the initial level of 

income and the rate of growth is ambiguous.”  

8. What is the “appreciative theory” of economic development? (100 

words.) 

The purpose of economic growth theorizing is to explain differences in 

growth rate differences across economies. These theories can be broadly 

categorized as (1) formal, and (2) verbal or appreciative. The formal theories 

consider the role of physical factors (capital and labor) in growth to be 

central. In short, the objects gap is used to explain differences in growth. In 

appreciative models, the central role is through technology – which is 

another term for ideas. The ideas gap hinders progress, according to 

appreciative theory, and they use verbal arguments rather than 

mathematical models.   

From Romer (page 554): 

. . . „appreciative theory‟ . . . is less abstract, more descriptive, and 

closer to practice and to real world context. Economists working in 
this tradition have avoided, and sometimes explicitly rejected, formal 
mathematical models. 

 
A central concept . . . is the gap between the level of technology in a 
developing country and that in the rest of the world. A second concept 

is the social absorption capability of the developing country.  
 
(See also pages 1-2 of the paper by Cihan & Dutta 

http://www.zei.de/download/zei_b/cihan.pdf ) 

{The answers to questions 5-8 are in Romer‟s paper on Idea & Objects 

Gaps. A pdf copy of that paper is posted on the blog.} 

 

9. What are the main ideas that Hans Rosling conveys in the two videos 

we watched during the first week of class? (150 words.) 

1. That Swedish students of development know statistically 

significantly less about the world than chimpanzees. (Just 

kidding.) 

2. Pre-conceived ideas are a greater problem than ignorance about 

the nature and state of the world. 

3. In 1962, the world was bi-polar. You had countries with long 

lives and small families, and vice-versa. But by 2002, we have a 

completely new world of long lives and small families.  

4. If you look at the data, you see social change before you see the 

economic change in Asia. 

http://www.zei.de/download/zei_b/cihan.pdf


5. The middle-income population makes the most of the world. 

There was more of a hump before. Hundreds of millions of move 

out of poverty.  

6. Improvement of the world must be highly contextualized since 

there are major differences within various regions of the world. 

7. Because of our limited access and understanding of data, we 

still have the old mindset of developing and industrialized 

countries – which is wrong. 

8. (Please watch those two videos. They give important insight into 

the state of the world.) 


