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» Solow Growth Model
Y=/fiA, K, L)
« AK & AL > AY
* Question of A?
— Fducation?
— Technology? (Higher Productivity Capital)

— Openness

— Infrastructure ... so on



* A7 can be interpreted in various concepls.
— Aspect of Institutions (= politics + society)

— Fconomics alone cannot explain growth across countries.

* [nteractions between politics and economics
— HHuntington (1968)
_ Hibbs (1973)



* Period 1980-1995
* [ncome Inequality was a close connection to growth.

* [ncome Distribution can affect growth in three channels;
1. Rent-seeking activities hinder investments and growth
«  Ben-Habib and Rustichini (1991), Fay (1993)
2. Higher tax rate and transfers are preferable
*  Romer (1975), Metzer and Richard (1981), Persson and Tabellini (1991)

3. Anincrease of political instability
*  Alesina and Perotti (1993)



o Period 1990 - 1995

» Competition between democracy and dictatorship

* Democracy can be interpreted into two definitions;
1. regular, free, competitive (multiparty) elections
o Helliwell (1992) Alesina and others (1992) Alesina and Rodrik (1994)

2. cawil and economic liberties available to population

*  Barro (1991) Ozler and Rodrik (1992)



» Period 1990 — 2000

» Switching regime of democracy and autocracy

o Political Instability can be measured in two ways;
1. Sociopolitical unrest
*  Ozler and Tabellini (1992), Easterly and Rebelo (1993)

2. laecutive turnover

«  Goodrich (1991) Cukierman, Fdwards and Tabellini (1992), Alesina and others
(1992)



» Period 2000 2010

* Policy Choices under Democracy
— Healthcare and Education
— FEnvironment and Natural Resources
— Balanced Regional Development
— Financial Accessibility
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Growth and Inclusion
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 [nclusive growth refers to both the pace and distribution of economic growth.

* Recent works indicate that there may not be a trade-off between equity and
efficiency. (Okun, 1975; Persson and Tabellini 1994; lanchovichina and Gable, 2011)

income

distribution
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“Inclusive growth” is a concept that advances equitable opportunities for economic
participants during economic growth with benefits incurred by every section of
society.

(Anand, Mishra and Peiris (2013))
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Fquitable Growth

* [Inclusive growth depends on
— income growth
— [ncome distribution

« GINI
o KEY: Integrate growth and equity in a unified measure.
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Social Mobility Curve (Anand, Mishra and Peiris (2013))

Income per capita (y)

A

100
y* =j yidi
0

LHS = RHS if income distribution is
completely equitable.

Y
<l

< >

Cumulative share of
population, 0<1 <100

1 =100 (when the entire population
1s covered)
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Social Mobility Curve

Income per capita (y)

A

J

<

Cumulative share of
population, 0<1 <100

»

100
y* =j yidi
0

LHS = RHS if income distribution is
completely equitable.

*

w = 50 = (ncome equily index,

g <

then dy*™ = wdy + ydw

1 =100 (when the entire population
1s covered)



Social Mobility Curve

Income per capita (y)

A
Ainclusiveness o« AGPPPC & Alncome equity index (= income inequality)
B
~N
y
Al >
A
/ >
Cumulative share of 1 =100 (when the entire population
population, 0<1 <100 1s covered)
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Income per capita (y)

A dy > 0,dw > 0: AB—A1BI
dy > 0,dw < 0: AB—A2B2
dy < 0,dw > 0: AB—>A3B3
dy < 0,dw < 0: AB—A4B4 by

B2

Bl

B4

B3

Cumulative share of
population, 0<i<1

1 =100 (when the entire population is

covered)

>
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4 Categories of Inclusiveness

Unambiguously Inclusive

dy >0 dw <0 Higher per capita income at the expense of
equity (could be inclusive if the percentage
change in y > the percent change in w (see
equation 3 above).

dy <0 dw >0 Equity objective 1s achieved at the cost of
average income contraction

dy <0 dw <0 Unambiguously non-inclusive

Source: Anand, Mishra and Peiris (2013)
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Growth in GDP per capita

12

11

10

Source: Anand, Mishra and Peiris (2013)

a
AZE
o
ARM
L]
CHN MﬁE
TJ.K B'IQN
o GED o
o . EST
-
VM
BH ‘30
0 BLRWAMOZ
IND o
BWA . KAz GUY
o
LKA o o 00 re
-4 © - BGD o
BGR o
o 0
IDN — o Cp Fal— THA
MKD 0. o N, o FFAETH
174 © ARG - JOR ML o
° e NAM
o e % BRA SWZ
BOL o CMR ECq'\.I'IuRT ™
YEM y KGZ
JaMm _© (o] « GMB -
GTM MEX, GIN SEN
PRY o 4— FJI
o} NER s o
VEN L] KEN BLZ
s} ZMB " 5(3 CAF
UEB UER W
o TS
DZA o
GNB
BDI

-25 -20 15 -10 05 00 05 10 15 20 25 3.0 35 40 45

Equity Growth (omega)

Avg gdppc_ ppp
420

5,000
10,000
14,621

region

U iR

B im0

B R

B uco

B wHD

19



=Y v A
LA INRLAL

A
p

4 N\ 2
1
1

Fquitable Growth Poverty Reduction . Iuxploitation Rate

|

. ) {

* [Inclusive growth depends on
— income growth
— [ncome distribution

« GINI
o KEY: Integrate growth and equity in a unified measure.
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Year 2009 poor_ratio_income
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Measurement

 [nclusive growth depends on
— tncome growth, measured by AGPPPC
— Income distribution , measured by AGINI _income, or

— Poverty Reduction, measured by APoor_ratio_income
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‘Depena’em Variables

o Unified Measures

AGINI income
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Independent Variables
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Independent Variables
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Agini_income/

Apoor_ratio_income/

AGPPPC AGPPPC
gini_income, 2002 -0.0250%%*
0.003) initial condition wesavumdeni finade inclusive growth
poor_ratio_income, 2002 -0.0252%%% waz poverty reduction sthaivindndny
(0.002)
Avariance(hh_income) -8.05L-08 -3.31E-067%**
(0.000) (0.000)
Askewness(hh_income) -0.29]2%%% -0.4696%%*
(0.107) 0.101)
Abank_branch 0.0001 -0.0002
0.001) 0.001)
Acredit_to_GPP 0.0052%** -0.0025
(0.002) (0.002)
Ainflation -0.0432%%% -0.0149
0.014) 0.013)
Ashare_wage_income 0.0026 -0.0017
(0.003) (0.002)
Ashare_farm_income 0.0049*% 0.0037%
(0.003) (0.003)
AGINI _income_urban /
GINI _income_rural) 0.0123%* -0.0052*
(0.006) (0.003)
ratio_ppp -0.0021 -0.0016%%*
(0.000) (0.000)
_cons 1. 1854°%%* 0.2344%%%
0.133) (0.043)
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