
GROWTH EMPIRICISM 

EE 462 Development Macroeconomics 

Semester 1/2014 



Topics 

• Mankiw, N. G., Romer, D., & Weil, D. N. (1992). A contribution 
to the empirics of economic growth. The Quarterly Journal of 
Economics, 107(2), 407-437. 

• Easterly, W., & Levine, R. (2001). What have we learned from a 
decade of empirical research on growth? It’s Not Factor 
Accumulation: Stylized Facts and Growth Models.  The World 
Bank Economic Review, 15(2), 177-219. 

 

 

EE462_1/2014_#5_Phatta Kirdruang 2 



MRW (1992) 
• MRW examines whether the “textbook” Solow model is 

consistent with the empirical evidence. 

• It augments the Solow model by including human capital 
accumulation and capital accumulation, and tests this 
augmented Solow model. 

• It also tests for both unconditional and conditional 
convergence in per capita income. 

• Findings: 
The prediction of the Solow model are consistent with the data. 

The cross-country variation in per capita income can best be 
explained by an augmented Solow model. 

There is convergence once the differences in saving and 
population growth rates are controlled for. 
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Augmented Solow Model 

• Standard Solow model: 𝑘∗=[s/(n+g+δ)]1 /(1−𝛼) 
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where 

 h* = secondary school enrollment ratio x proportion of labor force of secondary 
school age  

EE462_1/2014_#5_Phatta Kirdruang 4 



EE462_1/2014_#5_Phatta Kirdruang 5 



EE462_1/2014_#5_Phatta Kirdruang 6 



EE462_1/2014_#5_Phatta Kirdruang 7 

(Cont’d) 
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Easterly and Levine (2001) 

• This paper examines five stylized facts of economic growth. 

1. Factor accumulation does not account for most of the 
income and growth differences across countries; it is 
“something” else. 

2. Divergence – not conditional convergence – is the big 
story. 

3. Growth is not persistent over time, but capital 
accumulation is.  

4. All factors of production flow to the same places, 
suggesting important externalities. 

5. National policies influence long-run economic growth. 
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Fact #1: It’s Not Factor Accumulation, It’s TFP. 

• Look at evidence on how growth rates in factor accumulation 
and TFP explain variations in economic growth rates in 3 
dimension: 

1. Variation in growth rate over time within a given country 

2. Cross-country differences in economic growth rates 

3. Variations in growth differences over time 

• Findings: TFP residuals accounts for most of the cross-country 
and cross-time variation in growth. 

 There must be “something else” besides factor 
accumulation. 

EE462_1/2014_#5_Phatta Kirdruang 12 



Growth Accounting 
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Variance decomposition of growth without human capital accumulation: 

Variance decomposition of growth with human capital accumulation: 
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Fact #2: Divergence is the Big Story 

• The poor stay the same, but the rich are getting richer a lot 
faster than the poor. 

• Some data problem – lack of data from low- and middle-
income countries. 
• Data from rich countries are over represented in the sample. 

• Conditional convergence findings hold only after conditioning 
on “spillover” from the initial level of knowledge. 

• Other evidence of divergence: 
• Growth rates of the richest countries have not slowed down (Romer, 

1986). 

• Returns to capital in the US have not been falling over the last century 
(King and Rebelo, 1993). 
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Fact #3: Growth is Not Persistent, Capital 
Accumulation is 
• Growth is unstable over time, but capital accumulation is  

• Based on the correlation of growth between different time 
periods. 

• The idea of “steady-state” growth rate is questionable.  

• The “take-off into steady-state growth” is unlikely. 

• Stable growth may fit better in the context of industrial countries. 

• Based on variance decomposition of growth of the same 
groups of countries over time, TFP accounts for 86% of the 
intertemporal variation in overall growth and 61% of the cross-
sectional variation. 
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Fact #4: All Production Factors Flow to the 
Richest Areas 
• Observations: Some regions have “something” that attracts all 

factors of production, whereas others do not. 
• Why? – Difference in national policies? Externalities? 

• Some patterns: 
• Concentration in both wealth and poverty 

• Ethnic and related differentials 

• Factor movement toward richest areas 

• Skilled workers earn more in rich countries, but earn less in poor 
countries.  

• Factor flow to rich areas  reinforcing the concentration. 

• Need a better understanding of economic geography and 
externalities to build more realistic economic growth models. 
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Fact #5: Policy Matters 

• General findings: some indicator of national policy in strongly 
linked with economic growth. 

• This paper examines the links between economic growth and a 
range of national policies: 

• Inflation rate  

• Gov’t expenditure as a share of GDP 

• (X+M)/GDP  

• Black market exchange rate premium 

• Credit to private sector as a share of GDP 

• Finding is consistent with policies having significant effects on 
national growth rates. 
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