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Percent of population living on less
than $1.90, $3.20 and $5.50 a day
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1- Harrod-Domar growth model

Economic 2- Lewis Structural Change Model
Development

3- Rostow's Model — the 5 Stages of Economic
MOdQIS Development

4- Chenery's patterns of development

AgalaiBy) oz dall

aﬁ}dﬂ\ 5- Neoclassical dependence model

6- The International Dependence Revolution (IDR)

7- Traditional Neoclassical Growth Theory




Harrod-Domar growth model :¥ s
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Harrod-Domar growth model

(Savings ratio)

Rate of growthof GDP =

capital output ratio

Ex: If the savings rate is 10% and the capital output ratio is
2? What is the expected growth rate?

EX: If the savings rate is 20% and the capital output ratio is
1.5



Harod-Domar model 1. Savings ratio (s)

Rate of economic 2. Marginal efficiency
growth (g) £ Of capital (MEC)

\ - Capital depreciation

www.economicshelp.org




Harrod-Domar growth dJ g3 saill JSLia

1-The model ignores factors such as labour productivity, technological
innovation and levels of corruption.

2- The difficulty of influencing saving levels. In developing economies it can
be difficult to increase savings ratios - because of widespread poverty.

3- The Model explains boom and bust cycles through the importance of
capital, (see accelerator theory) However, in ,oractlce businesses are
influenced by many things other than capital such as expectations.



https://www.economicshelp.org/dictionary/a/accelerator-effect.html

Lewis Structural Change Model LG
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Rostow's Mode
~conomic Deve

—the 5 Stages of
opment ;G

1- The traditional
society

4- The drive to
maturity

2- The pre-
conditions for 3-The takeoff
off-take

5-The age of high
mass
consumption




Rostow’s 5 Stages of Development

>

level of development

=

[The Traditional

>

time
Regardless of how the pump is primed, Rostow believes the long
term path is well documented.




The traditional
society ~ Based on

subsistence; farming,
fishing, forestry and
some mining.

Pre-conditions for

take off — Building
infrastructure that is
needed before
development can
take place, e.g.
transport network,
money from
farming, power
supplies,
communications.

The Rostow Model

A

Take-off —
Introduction and

rapid growth
(industrial
revolution) of
manufacturing
industries, better
infrastructure,
financial investment,
and culture change

Drive to maturity

= New ideas and
technology improve
and replace older
industries, economic
growth spreads
throughout the
country

High Mass
Consumption -

People have more
wealth and so buy
services and goods
(consumer society),
welfare systems are
fully developed,
trade expands.



Chenery's patterns of development :lly

1- Shift from agriculture to industrial production.

2- A steady accumulation of physical and human capital.
3- Change in consumer demands.

4- Increased urbanization.

5- A decline in family size.

6- Demographic transition.



Traditional Neoclassical Dependence Model :Luala

This theory mainly depends on three Output
1- growth results

2- Increase in labor

3- Increase in capital

4- Changes in technology



The International Dependence Revolution (IDR) : bl
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Figure 1.2. Domestic and imports table

Intermediate demand

Final expenditure
Cross- Direct Direct
border |purchases by | purchases

exports | non-residents abroad

Industry Industry [Domestic

Symmetric industry-by-industry 1-O table 1 45 demand

1 |Industry 1 (domestic, bp)

45 |Industry 45 (domestic, bp)

46 |Product 1 (imports, bp)

90 |Product 90 (imports, bp)

Taxes less subsidies in intermediate and final
imported products
Taxes less subsidies on intermediate and final

92 .
products paid in the domest |o7s Figure1 Domestic and Imports

93 |Total intermediate / final expenditure (pu) :(s:lrgzc;r . . _—

94 |Value-added (bp)
95 |Output (bp)

GDP (expenditure approach)
GDP (output approach)

pu: purchasers’ prices

bp: basic prices

91

A: Imports of intermediate products

B: Imports of final products

C: Re-imports and re-exports

D: Imported products for non-residents expenditures

E: Direct purchases abroad of foreign products by residents




ATLAS

OF ECONOMIC COMPLEXITY

https://atlas.cid.harvard.edu/explore?country=188&product=undefined&year=2020& productCl
ass=HS&target=Product&partner=undefined&startYear=1995



https://atlas.cid.harvard.edu/explore?country=188&product=undefined&year=2020&productClass=HS&target=Product&partner=undefined&startYear=1995

Poverty and Inequality

Agenda
Poverty Measurement and Comparison

Measurements and Comparisons of Income Inequality
Economic Determinants of Inequality

Inequality, Growth, and development



Poverty Measurement and Comparison

For almost 25 years, the number of people living in extreme poverty — on less
than $2.15 per person per day.

Decreased income, job losses, and work stoppages during the pandemic were
especially damaging to poor households.

Poverty has been increasing due to COVID-19 & combined with the effects of
conflict and climate change




Food inflation can have a particularly devastating impact on poor
families.

A typical person in a low-income country spends about two-thirds of
their resources on food

What are the main causes of Poverty?
D



The main causes of Poverty

Lack of education

Limited access to clean water and
nutritious food

Unemployment
Poor infrastructure




Poverty Measurement and Comparison

The international organization, GOV, and non-GOV organizations
(NGOs).

Poverty Measurement 1s based on survey data.

Survey data 1s a sample of data based on questionnaires asked of limited but
representative subset of the population to be assessed



Local Poverty Assessments

Researchers trying to survey poverty in developing countries ask the
people 1n villages who among them is poor.

The poorest in a village are often the disabled, the ill, the elderly, the
widows, and the weaker members of the community who do not get
enough support from their families.



Calorie Counting

Another approach for estimating poverty involves Calorie Counting determining the
minimal costs of 2000 calories worth of food per day.

Poverty 1s always associated with hunger obtaining enough food to survive is the
very first economic priority for poor households.

Rice, chicken, beans, cereal grains, ...etc.

The cheapest way to evade hunger 1s by mixing beans with rice or ...etc.



Poverty Line

A less stringent approach than calculating the calorie 1s calculating

how much income is necessary to buy the equivalent of 2000 calories
of the food.

What is the poverty line:

Is the income required to purchase 2000 calories of food, considering
food habits and preferences.



The Poverty Headcount Ration

The pervert headcount, 1s the number of people in a given population who are
below the poverty line.

How to calculate the poverty headcount Ration?

_ 0
H=~.

Where,

n is the population of a country and Q isthe poverty headcount



2008 Food Price Hikes On The World’s Poor

In 2008, the price of basic food, i.e., rice, wheat, beans, ..etc in developing
countries increased leading to episodes of hunger and food protests.

An increase of 10% in the amount of food means a decrease of 10 % in the
amount of food they can afford.

Ex: in Haiti, one of the poorest countries in the world, the price of rice, beans,
fruit, and milk went up by 50%.



The Poverty Gap (PG)

The poverty line issue:

[f someone with an income $1 above the poverty line
would not be declared poor, while someone with an
income $1 below the poverty line will consider poor.

(Sﬁl)l(lgon: Measure the poverty Gap( PG) or total poverty gap




Calculate the Poverty Gap

_ Q(Z - yq)
YA

PG

Where,
Q: the poverty headcount
z: avrage distance of the poor from the poverty line
Yq:the average

income of the poor below the poverty line



The Average Poverty Gap APG

Q)(Z_Yq) :H(Z_YQ)
N Z Z

PG =




Ex: Poverty Headcount Ration & APG

TABLE 2.1 An Example of the Poverty Headcount Ratfio and the Average Poverty Gap

Income distribution Between Between Between Between Poverty Average
below poverty line 0and 25 25 and 50 50 and 75 /5centsand  headcount poverty gap
(daily income) cents cents cents | dollar ratio (in %) (in %)
Country A (millions 10 10 40 40 50 17.5

of people)

Country B (millions 40 40 10 10 50 32.5

of people)

Country A and country B both have 50% of the population below the poverty line, However, there is more extreme pov-
erty in country B than in country A, The average poverty gap takes this difference into account,



A. Compute the Average poverty gap in
each country

B- Interpret the results



The poverly headcounl The averuge poverly

ratio in 2005 (in %) gap in 2005 (in %)
Bangladesh 49.6 13.1
Bolivia 19.6 9.7
Cambodia 40.2 11.3
Democratic Republic of the Congo 54.1 22.8
Nigeria 65.9 29.6
Peru 8.2 2.0

The poverty headcount ratio shows the percentage of the population of the selected countries that lives below the pov-
erty line (here, 1 dollar a day). The average poverty gap indicates what percentage of the population would have to
recelve a transfer equivalent to 1 doliar a day in order for poverty to be eradicated in those countries.

Source: United Nations, http:/ /millenniumindicators.un.org/unsd /mdg/SeriesDetail. aspx?srid=580 and
http:/ /millenniumindicators.un.org/unsd/mdg/SeriesDetail. aspx?srid=584.



TABLE 2.3 The Poverty Headcount and Headcount Ratio Based on $1.25 a Day

Poverty headcount (in millions) Poverty headcount ratio (percent)
1981 1993 2005 1981 1993 2005
East Asia and Paclfic 1071.49 845.26 316.21 77.67 50.77 16.78
China 84.02 53.69 15.92
Europe and Central Asla 7.06 20.05 17.29 1.67 4.26 3.65
Latin America and the 47.08 46.64 45,25 12.87 10.1 8.22
Caribbean
Brazil 17.1 12.97 7.76
Middle East and North Africa 13.66 9.85 10.99 7.87 4.07 3.6
South Asia 548.29 559.42 595,58 59.35 46,94 40,34
India 73.17% 58.46 5091
Sub-Saharan Africa 212.25 317.36 388.38 63.37 56.87 50.91
Total 1899.82 1798.57 1373.69 51.87 39.19 25.19

Table 2.3 shows the number of people (In millions) living on less than $1.25 a day In different regions of the world between
1981 and 2005, the most recent year for which those meaasures exist, The same data are also shown as a percentage of
the populations of the different regions.

Source: The World Bank, http:/ /iresearch.worldbank.org /PovcalNet/povDuplic.html.
*1977 instead of 1981.



Measurements &Comparison of
Income inequality

What are the causes and consequences of income 1nequality?
1- Distributing income toward an individual!
2- Poverty!

3- Immigration!



Measuring Income inequality

There are many methods to measure income inequality. We will cover the most frequently usec
the lecture.

A- Quantile Measure:

Divide the population of the country into income categories.

A.l. Quartiles ( 4 groups) , A.2. Quintiles ( 5 groups)  A.3. Deciles ( 10 groups)

Quantile Ration:

Is the ratio of average income in the highest quantile over the average income in the lowest quantile?



Graphically

The L.orenz Curve

Economists present information on income distribution
graphically with The Lorenz curve.

It plots the cumulative income share of different quantiles
for the whole range of income distribution.



The Lorenz Curve
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Gin1 coefficient or Gini index

The Gini index 1s the statistical measure that 1s used in
order to measure the distribution of income among the
population of the country.

How can we calculate Gini1 Coefficient ?



100 -

Egalitarian income
distribution

\

Percent of income

Inegalitarian income
distribution

N\

0 100
Percent of population

If everyone in a given population has the same income (fully equal income distribution),

then the Lorenz curve would follow the diagonal line. If allincome were held by the

wealthiest 1% of that population (completely unequal income distribution), the Lorenz

curve would be a flat horizontal line between 0 and 99% of income and a vertical line

thereafter. -




The Lorenz Curve and the Gini Coefficient
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G=1-2§

Where G isthe Gini coefficient and
S is the area below the Lorenz curve



Compute The Gini1 Coeftficient

The Lorenz Curve and the Gini Coefficient
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Population Growth™

Why population tends to grow faster in developing countries compared to developed
countries?

Why population growth slows down when a country becomes richer?

Does population growth always have a negative effect on a country’s economy?

* Ch3 By Roland



The Determinants of Population Growth

There are 4 determinants of the population ;
Fertility: The number of children born to a woman of a certain age
Mortality: the percentage of death in a particular age group

Birth and death rate: the number of babies born each year in a country per 1000
inhabitants



Age
Distribution

Does age

distribution
impact
population
growth?

Age Distribution

M Under 15

M 15-19

M 20-34

M 35-44

M 45-54

M 55-64

W o5+



Developing Country: Somalia, Afghanistan

Developed Country: Japan or Germany



Afghanistan: Age structure from 2011 to 2021
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apan: Age distribution from 2011 to 2021
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KSA: Age structure from 2011 to 2021
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The Effect of Age distribution affects population growth

Two countries A &B with a population of 100 people 1n each country.

Assumption that:

In fertility, in each age group, there are an equal number of men and
women.

Two periods,

Young people become old 1n the second period all old people die.
Mortality rate 1s10%.

The fertility rate is 2.2 children.




TABLE 3.1 The Effect of Age Distribution

Initial age
distribution in Mortality Population
AandB Fertility rate rate (%) second period
Young in A 70 2.2 10 77
Old in A 30 0 100 63
Young in B 50 2.2 10 55
OldinB 50 0 100 45

Countries A and B have identical fertility and mortality rates but country A is younger than
country B. The population in country A therefore grows by 40%, while the population in
country B does not grow at all,




Age distribution atfects population growth KSA in 2019,
34,268,529.

Country  Population Fertility Mortality Population

Rate % Rate % in the
second
period

Young 24,673,340 2.3 3 . 3
15-64
Oold 9,595,188 0 97 .14

+65



The Theories of Economics Growth

Growth and Factors of Production

The source of economic growth

The production Function

Marginal Productivity of labor & Capital






The Solow Growth Model

Introduction:



















The Ramsey Model




