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IN THE GLOBALIZATION ERA, WHICH ARE THE DETERMINANTS OF 

GROWTH? 

 
Irina-Elena GENTIMIR* 

 

Abstract: This paper aims to present the factors that determine the economic growth nowadays, in the 

globalization era. From geography and climate to innovation and training, these factors diversified depending 

on the evolution of the economy and economic thought. Because of enhanced mobility as a result of 

globalization, some of them have lost their importance, others have become fundamental. During the last two 

decades, hundreds of empirical studies have tried to identify the determinant factors of economic growth. Many 

researchers have tried to explain economic growth based on changes in these factors, but the results leave 

room for future analysis. 
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Introduction 

 

Nowadays, world economy is still being dominated by rich countries. If we sum up the whole 

value of the goods and services produced in 2012 in the rich countries and compare it to the value of 

the world production, we will notice that almost 70% of this value is created in the high-revenue states 

in the OCDE. Even if we would adjust the calculations in order to eliminate the price differences, so 

that the rice would have the same price both in the US and China, this percentage of the countries with 

high revenues maintained to more than 50% in 2012. 

This percentage is quite impressive, given that less than 15% of the world population lives in 

these countries. The production asymmetry towards Western Europe and the USA, and, more 

important, the persistence of this revenue distribution for more than 120 years, has determined the 

analysts to adopt the concepts of Core of developed economies and Periphery of the developing 

countries. This is about to change. 

The world economy passes through a unique historical change. We are about to reach the 

moment when, for the first time in 120 years, the Periphery would produce much more goods and 

services than the Core. The economic power transfer can be only compared to the discovery of the 

New World and with the subsequent growth of the United States as an economic power center. But, 

as Ben Bernanke, the president of the FED, stated, the inclusion of the USA in the Core has lasted for 

centuries, while the recent economic power change began in the ‘80s and just 30 years later, we already 

see a significant change of the world economic environment. 
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Figure 1 - Global GDP composition by countries and groups 

 
Source: Fatas, A., Mihov, I., 2013, p.2 

 

 

The Determinants of Economic Growth 

 

During the last two decades, hundreds of empirical studies have tried to identify the determinant 

factors of economic growth. Moreover, the theories of economic growth do not totally explain this 

phenomenon. The problem is that the growth theories are, using a concept belonging to Brock and 

Durlauf, (2001), insufficient. This means that various growth theories usually are compatible with each 

other. For example, a theoretical approach assuming that commercial openness counts for economic 

growth is not logically contradictory to another theoretical approach that emphasizes the role of 

geography for economic growth. This theoretical opinions diversity makes it hard to identify the most 

efficient growth stimulation policies. The process that lays at the basis of economic performance is 

inadequately conceptualized and less understood due to the lack of a generalized or unifying theory 

and the blind way traditional economy approaches the problem (Artelaris, Arvanitidis, Petrakos, 2007). 

Although this unifying theory is missing, there are more incomplete theories that discuss the role 

of different factors that determine economic growth. Two main theories can be distinguished: the 

neoclassical one, based on Solow’s growth model, has emphasized the importance of investments, and, 

more recent, the theory of endogenous growth, developed by Mankiw, Romer and Weil (1992) has 

pinpointed the innovation capacity and human capital. Moreover, other explications have emphasized 

the non-economic significant influence (the conventional meaning) the factors have on economic 

performance. These evolutions have led to an approach that distinguishes between the “close” and 

“fundamental” (or “final”) growth sources. The first one targets aspects such as capital accumulation, 



IN THE GLOBALIZATION ERA, WHICH ARE THE DETERMINANTS OF GROWTH?  

62 

work force and technology, while the last ones, target institutions, judicial and political systems, socio-

cultural factors, demography and geography. 

A wide range of studies have investigated the factors that lay at the basis of economic growth. 

By using various conceptual and methodological approaches, these studies have emphasized a 

different explanatory parameters set and have offered different perspectives on the economic growth 

sources. 

 

Table 1 - Stages of economic development 

Characteristics Stages of economic development 

Preindustrial, agricultural 

stage 

Industrial stage Postindustrial stage, based 

on knowledge 

Dominant economic sector Agriculture Industry Services 

The nature of prevalent 

technologies 

Labor and natural 

resources intensive 

technologies  

Capital intensive 

technologies 

Knowledge intensive 

technologies 

 

The main consumed 

products  

Food and handmade 

clothes 

Industrial goods Services and information 

The nature of the 

production processes 

Human-nature interaction Human-machine 

interaction 

Human-human interaction 

Determinants of 

growth/welfare 

Natural productivity (soil 

fertility, climate, biological 

resources) 

Labor productivity Innovation/intellectual 

productivity 

Source: World Bank (2004), Beyond Economic Growth - An Introduction to Sustainable Development, Second Edition, 

http://www.worldbank.org/depweb/english/beyond/global/chapter9.html 

 

Investments are fundamental for the economic growth, identified by the both growth theories, 

the neoclassic and the endogenous. However, within the neoclassical model, investments have an 

impact in a period of transition, while the endogenous growth model supports the permanent effect. 

The importance given to the investments by these theories has led to a high volume of empirical studies 

that examine the relation between investments and economic growth (for example, Kormendi, 

Meguire, 1985; De Long, Summers, 1991; Levine, Renelt, 1992; Mankiw, Romer, Weil, 1992; 

Auerbach, 1994; Barro, Sala-i-Martin, 1995; Sala-i-Martin, 1997a; Easterly, 1999; Bond et al, 2001; 

Podrecca, Carmeci, 2001). However, the results are not conclusive. 

Foreign direct investments (FDI) have played a crucial role in the internationalization of the 

economic activity and represent one of the main sources of technological transfer and economic 

growth. This major role is emphasized in several models of the endogenous growth theory. The 

empirical literature that examines the impact of FDI on economic growth has given more or less 

consistent findings, revealing a positive significant connection between the two ones (for example 

Hermes, Lensink, 2000; Lensink, Morrissey, 2006). 

Human capital is the main growth source in most endogenous growth models, as well as one of 

the key extensions of the neoclassical growth model. Knowing that the “human capital” concept 

http://www.worldbank.org/depweb/english/beyond/global/chapter9.html
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mainly refers to the accumulation by the workers of competences and know-how through education 

and training, most of the studies have evaluated the quality of human capital by using education-related 

variables (for example, the rates of school registration, Mathematics tests and scientific capacities, 

etc.). Numerous studies have given proofs that suggest that the educated population is a key 

determinant of economic growth (see Barro, 1991; Mankiw, Romer, Weil, 1992; Barro, Sala-i-Martin, 

1995; Brunetti, Kisunko, Weder, 1998; Hanushek, Kimko, 2000). Though, there were other 

researchers that have doubted these findings, and, as a result, the importance of human capital as a 

determining factor of economic growth (for example, Levine, Renelt, 1992; Benhabib, Spiegel, 1994; 

Topel, 1999; Krueger, Lindahl, 2001; Pritchett, 2001). 

The simple idea behind the theory of factor accumulation is that greater inputs mean greater 

outputs. The capital is the oldest known determinant of economic growth: accumulation of capitals is 

translated as sustainable growth. But in the 1960s and 1970s, before the opening of the global 

economy, several emerging economies, especially India and China, next to Russia and the countries 

in Latin America, have shown that investments without openness, or investments without competition, 

lead to an immediate growth, but they have a negative long-term impact. In the mid of the 1990, the 

general belief was that the success of East Asia is due to factor accumulation (Young, 1995; Krugman, 

1994). Recent studies show that this conclusion is incorrect: There were numerous capital investments 

in these countries, but it is more important that the commercial openness and towards investments and 

more than competitive exchange rates have supported productivity growth. 

Another production factor (and the second growth principle of Lewis) is the human capital – 

knowledge and education. The theory of the important role of education has been developed just in the 

1950s; empirical studies have been carried out just in the 1960s. Now, it is shown that the personal 

benefit of education is high, frequently very high. But nobody has claimed that education is not 

necessary for economic growth and development. In the middle of the 1980s, a special attention had 

been given to social revenues from education, especially from Romer (1986). Though its various 

production models have emphasized the fact that education generates positive results within the 

economy, at a lower scale it is difficult to determine which the effects are. 

Despite these antitheses – there are moments when too much capital does not mean additional 

growth and when education does not have significant effects – a key aspect of the empirical analysis 

on growth is the establishment of the determinants of the accumulation of human and capital factors. 

What does attract investments and determines the enrichments of countries? Could the reallocation of 

work from traditional agriculture to the modern industry be one of the factors? 
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Agriculture has always been the starting point of economic growth, both for the western 

countries on the brink of the industrial revolution, and for the emerging economies of the 20th century. 

Lewis (1955) stated that the transition of one economy from agriculture to non-agriculture is a sine 

qua non condition of economic transformation and growth. 

 

Figure 2 - Reallocation of labour during economic development 

 
Source: World Bank (2004), Beyond Economic Growth - An Introduction to Sustainable Development, Second Edition, 

http://www.worldbank.org/depweb/english/beyond/global/beg-en.html 
 

 

Cheap and unlimited resources are available in most of the countries right before the beginning 

of economic growth. In this moment, the ecosystem is balanced; the growth of productivity in 

agriculture is low, with individuals working in farms. The technological progress, in its interior or the 

exterior of agriculture, liberates the work. If this progress happens outside the economy, emigration 

determines the reduction of work in agriculture. In exchange, internal technological progress from the 

industry makes the work force leave the farm. In both cases, growth is accompanied by a decrease of 

the agriculture in the GDP economy. 

The whole literature concludes that, in the incipient development stages, any additional growth 

in the economy is due to the reallocation of work from the agricultural sectors with low productivity 

towards non-agricultural sectors (industry and services) with high productivity. Barely in the last 

development stages, the accumulation of factors and technological changes started to contribute to a 

greater growth. This reallocation of factors was estimated by Robinson (1976) to reach 16-18% in the 

first stages of the emerging economies. 

The theory of reallocation presents numerous implications for the evolution of economic growth 

and, thus, of the living standards. This reallocation of work force generates an S-shaped flow of 

revenues growth (and a revenue flow). In the beginning, the workforce in the low-productivity 

http://www.worldbank.org/depweb/english/beyond/global/beg-en.html
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agricultural sector (agriculture presents a yearly growth rate of 3%) gradually migrates towards high-

productivity sectors (industry and services, with a yearly growth of 6%). 

Initially, agriculture represented 60% of the output. Meanwhile, productivity growth and factors’ 

movement determines the reduction of the percentage to barely 20% or less. At this level, the 

reallocation of the workforce ensures a reduced growth, and, while the decrease towards the lower 

curve of S is steep, it flattens at the base. This is the S-evolution of the revenues’ level. 

Within the reallocation theory, growth is modeled as a moderate average of the growth rates in 

industry and agriculture, the modelling being given by the percentage of each sector in the economy. 

 

Figure 3 - Growth in India according to the theory of labour reallocation 

 
Source: ***, (a.n.), Determinants of growth, Peterson Institute for International Economics, p.20 

 

The figure above displays a simulation for India. In the first year, 1960, it is assumed that 55% 

of the real production came from agriculture, and the yearly growths of agriculture and non-agricultural 

sectors are 2.75% and 6% (these values are close to the ones found in the Indian economy in that 

period). These differential growth rates predict the evolution of agriculture and the whole GDP growth. 

In 2011, the percentage of agriculture was 17% and the GDP increased by 5.5%. Nowadays, these 

percentages are 16% and 8%. These applications of the reallocation theory show that India would have 

reached a GDP growth rate of 5% in 1983, with or without economic reforms. 

Innovation and research-development activities can have an important role in the economic 

progress by increasing the productivity. This is due to the increase of technology use which allows the 

introduction of new and superior processes and products. This role has been emphasized by various 
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endogenous growth models, and the strong relation between innovation/R&D and economic growth 

was empirically confirmed by more studies (see Fagerberg, 1987; Lichtenberg, 1992; Ulku, 2004). 

Economic policies and macroeconomic conditions have sparkled interest as determining factors 

of economic performances (see Kormendi, Meguire, 1985; Grier, Tullock, 1989; Barro, 1991; Barro, 

1997; Fischer, 1993; Easterly, Rebelo, 1993; Barro, Sala-i-Martin, 1995) as they can establish the 

frame where economic growth happens. Economic policies can influence many aspects of one 

economy through human capital and infrastructure investments, by improving political and judicial 

institutions and so on (though there is a debate on the policies that are more appropriate for growth). 

The macroeconomic conditions are seen as necessary conditions, but not sufficient, for economic 

growth (Fischer, 1993). Generally, a stable macroeconomic environment can favor economic growth, 

especially by reducing uncertainty, while macroeconomic instability could have a negative impact on 

economic growth, through its effects on productivity and investments (such as a greater risk). More 

macroeconomic factors which influence growth have been identified in the literature, but there is a 

special focus on inflation, fiscal policies, budgetary deficits and fiscal burden. 

The analysis of the contribution of policy changes to growth is significant. It is generally 

accepted that the results of adopting negative policies, such as high inflation, are a major obstacle for 

growth. Another frequent recommendation in developed and emerging countries is the decrease of the 

financial deficit. Expected benefits vary, including a higher production efficiency, lower losses in the 

state owned enterprises and a lower eviction of private investments. The reduction of deficits is needed 

for the macroeconomic stability and sustainable growth. High financial deficits, financed through 

public credits, also determine an increase of the interest rate, creating an unfavorable environment for 

foreign investors. 

Commercial openness has been largely approached in the economic literature as a major 

determining factor of growth performances. There are solid theoretical reasons to claim that there is a 

strong and positive connection between openness and growth. Openness influences economic growth 

through more channels, such as exploiting the comparative advantages, technology transfer and 

knowledge spreading, scale economies and competition exposure. The openness usually is evaluated 

through the proportion of exports in the GDP. There is a significant and growing empirical literature 

which studies the relation between openness and growth. Most of the literature has noticed that the 

economies which are more open to trade and capital flows have a higher GDP/capita and have 

developed faster (Dollar, 1992; Sachs, Warner, 1995; Edwards, 1998; Dollar, Kraay, 2000). But, more 

researchers have criticized the lustiness of these findings, especially due to methodological and 
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evaluation reasons (for example, see Levine, Renelt, 1992; Rodriguez, Rodrik, 1999; Vamvakidis, 

2002). 

As mentioned, trade has been long time considered a significant factor, if not the most 

significant, that supports growth: the comparative advantage offers security, and revenues 

maximization can be reached by improving trade. More emerging economies have adopted an 

autarchic, closed, soviet-like model after their independence, hoping for a rapid development.  These 

countries have failed, having to open to foreign trade in order to recover from the disastrous situation 

caused by themselves. As many of them have grown faster than before, it has been concluded that 

“trade causes growth”. 

The opposition to this assertion, came from some researchers such as Rigobon and Rodrik 

(2004), assumes that as openness can ease trade and trade can ease growth, the revers can easily be 

accepted. As economy grows, the demand for different products grows, causing the evolution of trade 

(more imports, thus more exports to finance imports). Thus, econometric models claiming that they 

show an increase of growth caused by growing trade could in fact show the reverse. 

This problem can be econometrically solved by using identification techniques for the direction 

of the causality connection, by using instrument variables – variables that are correlated to one of the 

independent variables (trade) but not with the other (growth). The word “econometric” supposes an 

estimation of reality. Estimations are amenable to errors, and the existence of a possible error, no 

matter what its size is, allows both sides to claim victory. Protagonists claim that they have identified 

the problem, opponents say that the means are scarce. And the debate continues. 

Commercial policy can be evaluated through its effects – trade percentage in the GDP – or 

through the instruments that influence the trade. These instruments refer to indicators and tariffs’ 

policy, strongly supported by statistics. In many cases, though tariffs were reduced and import 

protection was lowered, growth did not speed up. In other cases, growth was reported, though tariffs 

were high. Yet, no study has emphasized the fact that high tariffs lead to rapid growth after the Second 

World War. 

The more external-oriented economies are, the richer they become – observation that is available 

no matter how deep we search in history. Though, the openness as an empirical concept has barely 

been studied in World Development Report from 1991, issued by World Bank. Starting from that year, 

numerous articles have been written and various indexes for the evaluation of economic openness have 

been developed. 

Approaching economic openness is also debated. Researchers and politicians are afraid that 

reducing import tariffs would allow foreign companies, with modern methods and low costs, to 
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dominate their competition and delay industry development and national expertise. As proofs of the 

paid price, these present the experience of emerging economies from the colonial era. During that era, 

free trade was predominant, yet the emerging economies had revenues lower than their colonial 

masters. Furthermore, there are proofs that high tariffs have helped developed economies grow faster. 

Sachs and Warner (1995) developed an evaluation method for openness, subsequently also 

treated by Wacziarg and Welch (2003). Others proposed some variants, amongst we can mention Hall 

and Jones (1999), and, more recently, Chinn and Ito (2008). None of these variants of openness 

evaluation is not statistically significant for most of the growth models. The importance of the 

openness variable grows after the introduction of exchange rate evaluation variables. This is consistent 

with the theory: openness doesn’t have a strong effect if the exchange rate is over appreciated. But if 

the economy is open and the exchange rate is competitive, then growth will be reported. 

Balassa (1964), counsellor of the World Bank and academician, has emphasized the advantages 

of export-based growth, due to competitive exchange rates, politically correct term for an under 

evaluated currency. There are differences between the export based growth strategies and the ones 

based on the under evaluation of the national currency. In the first case, it is about a classic industrial 

policy, when certain companies or sectors are chosen by the government to become internationally 

competitive (to be successful exporters). The effects of currency under evaluation do not limit 

themselves just at certain exporting companies or sectors, but they spread across the whole economy. 

The regularization of the market is carried out through trade and by exposing the national companies 

on international markets, thus cancelling the possible political and economic distortions that might 

emerge as a result of public favoritism or state intervention. 

Theoretically, it is difficult to apply a deliberate devaluation policy of the national currency as it 

implies changes of the balance of trade, and not only on short term. It is practically impossible for the 

rich countries to apply such a policy taking into account the volume of the exchange market, but 

emerging economies can modify their exchange rate by operating on this market. There is a series of 

problems regarding the influence of authorities on an exchange market of billions of dollars carried 

out through selling and buying low amounts of money. Even if they influence the nominal exchange 

rate, they will not influence the rate that counts – the real exchange rate. 

And the theory regarding the impact of a competitive exchange rate on growth raises problems. 

The debates target the methodology used in order to calculate a balanced exchange rate, the first step 

in evaluating the competitiveness of an exchange rate. Furthermore, the balanced exchange rate is not 

constant – it modifies with the passing of time and from one development stage to another. 
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An important growth source emphasized by the literature is the institutional frame. Though the 

importance of the role institutions play in modelling economic performance has been recognized many 

years ago (Lewis, 1955; Ayres, 1962), such factors have been recently empirically examined in a more 

consistent way (see Knack, Keefer, 1995; Mauro, 1995; Hall, Jones, 1999; Rodrik, 1999; Acemoglu, 

Johnson, Smon, Robinson, 2002). Rodrik, 2000 emphasizes five key-institutions (ownership rights, 

regulating institutions, macroeconomic stabilization institutions, social insurance institutions and 

conflict management institutions), which do not only directly influence economic growth, but which 

influences other growth determinants, such as physical and human capital, investments, technical 

changes and the economic growth processes. The quality of institutions is frequently evaluated in the 

literature based on the repudiation of the contracts by the government, of expropriation risk, of 

corruption, of ownership rights, of the rule of law and bureaucratic quality (Knack, Keefer, 1995). 

The theory which states that institutions play a significant role for growth is based on two 

arguments. First of all, political freedom (ownership rights) reduces uncertainty and supports 

entrepreneurship, amongst others, causing a higher efficiency and a high growth. Second, political 

freedom allows the making of more sensitive decisions. But the Eastern Asia states have strongly 

developed under authoritarianism. On other side, for each Eastern Asian dictator whose economy 

reported growth, there are 10 African or South-American dictators whose state economy did not grow. 

The relation between political factors and economic growth has been brought to the fore by 

Lipset, (1959), who examined the way economic development affects the political regime. Ever since, 

research regarding these aspects has proliferated, emphasizing the fact that the political environment 

has a significant influence on economic growth (Kormendi, Meguire, 1985; Grier, Tullock, 1989; 

Lensink, Bo, Sterken, 1999; Lensink, 2001). 

 

Figure 4 - The vicious circle of political instability 

 
Source: World Bank (2004), Beyond Economic Growth - An Introduction to Sustainable Development, Second Edition, 

http://www.worldbank.org/depweb/english/beyond/global/beg-en.html 

http://www.worldbank.org/depweb/english/beyond/global/beg-en.html
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Elementary, political instability would grow the uncertainty degree, discouraging investments, 

and, in the end, hampering economic growth. The democracy degree also is associated to economic 

growth, even if the relation is much more complex. Democracy can baffle or support economic growth, 

depending on the various channels through which it operates (Alesina, Grilli, Milesi-Ferretti, 1994). During 

the last years, a series of researchers have tried to evaluate the quality of the political environment, by 

using variables such as political instability, civil and political freedom and political regimes. Brunetti 

(1997) distinguishes four revealing political variable categories: governmental stability, political 

violence, political volatility, and the subjective understanding of policy. 

Recently, a rising interest has been expressed on the way different socio-cultural factors can 

affect economic growth (see Granato, Inglehart, Leblang, 1996; Huntington, 1996; Temple, Johnson, 

1998; Landes, 2000; Inglehart, Baker, 2000; Zak, Knack, 2001; Barro, McCleary, 2003). Trust is an 

important variable that can be included in this category. Trustful economies are expected to pose 

stronger incentives for innovation, physical capital accumulation and rich human resources 

development, all of them being essential for economic growth (Knack, Keefer, 1997). Ethnical 

diversity might in charge have a negative impact on economic growth by reducing trust, increasing 

polarity and promoting the implementation of policies with neutral or even negative effects on growth 

(Easterly, Levine, 1997). Other various socio-cultural factors have been examined in the literature, 

such as ethnical structure and fragmentation, language, religion, beliefs, social/ethical conflicts and 

attitude, but their relation with the economic growth seems to be indirect and unclear. For example, 

cultural diversity can have a negative impact on growth as a result of social uncertainty emergence or 

even of social conflicts, or a positive effect, by creating a pluralist environment in which cooperation 

can develop. 

For example, these theories postulate that Eastern-Asia countries have gained success due to the 

adoption of Confucianism, or that some western economies are wealthy due protestant ethics. In his 

studies, Sala-i-Martin (1997a, 1997b) finds that Confucianism was appropriate for the higher growths, 

placing it on the second position as a determining factor after economy openness. Yet, this hypothesis 

is confusing: Confucianism is associated to authoritarianism and economic freedom. In Bhalla (1997) 

book, Confucianism is also associated to an impaired exchange rate. As a result, though cultural and 

religious theory can be interesting, it has rarely been empirically strong. If the world would be 

separated in four groups according to the existing religions (Catholicism, Protestantism, Islamism and 

the others), the preponderant catholic and Islamic societies have a reduced growth rate (lower than the 

world average by 0.9%). Protestant societies have an increase lower than the world average by 0.5%, 
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but the percentage is not statistically significant. But the religious variables become insignificant when 

other variants are introduced in the analysis. 

Nobel Prize Laureate Kuznets Simon (1955) has made the study of the growth effect on 

economic equality popular again. He claimed that, alongside development (growth), inequality has 

accentuated in the beginning, in order to get lower subsequently, effect known as Kuznets’ Curve. 

Testing this theory has sparked the interest of growth economists, especially in the 1970-1980s. The 

conventional conclusion is that inequality is not statistically fickle, but it influences growth. 

For 42 emerging countries, in whose cases data regarding inequality for at least 2 years during 

the 1970 was analyzed, it has been noticed that there are proofs supporting the conclusion that initial 

high inequality leads to the reduction of the subsequent growth. These preliminary results must be 

carefully treated, as data about inequality is not available in a consistent base for the same country. 

Moreover, for certain countries, there is just data regarding consumption inequality, while for others, 

the only available data regards revenues inequality, difference that can influence the results of the 

analysis. 

The important role geography has in economic growth has long time been recognized. Yet, 

during the last years, there has been a high level of interest in these factors, though they were 

accordingly formalized and integrated into models. Researchers used numerous variables for 

geography, including the latitude absolute values, the distances from the Equator, the area up to 

maximum 100 km from the seashore, medium temperatures and rainfalls, soil quality and ecology of 

diseases (Hall, Jones, 1999; Rodrik, Subramanian, Trebbi, 2002; Easterly, Levine, 2003). A series of 

recent empirical studies (Sachs, Warner, 1997; Bloom, Sachs, 1998; Masters, McMillan, 2001; 

Armstrong, Read, 2004) claim that natural resources, climate and topography have a direct impact on 

economic growth through the effects on (agricultural) productivity, on economic structure, 

transportation costs and competitiveness. However, other researchers (for example, Rodrik, 

Subramanian, Trebbi, 2002; Easterly, Levine, 2003) noticed the lack of the geography impact on 

growth based on the analysis of institutions. 

 

Table 2 - Average increase of income per capita in a number of economies in 1960-2012 (%) 

Country 1951-2012 (%) 

World 3,2 

Developed economies 2,3 

Germany 2,9 

Japan 4 

United Kingdom 1,9 

USA 2 

Developing economies 3,4 
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Brazil 2,4 

China 5,2 

India 3,2 

Korea 5,1 

Source: ***, (a.n.), Determinants of growth, Peterson Institute for International Economics, p.16 

 

The problem represented by the lack of growth in Africa in the postcolonial era (after 1960) has 

led to the hypothesis that “geography is to blame for” (Landes, 1998). This thesis claims that the 

countries close to the Equator have a natural disadvantage compared to the ones that are far from the 

Equator, which are richer as they have a more tempered climate and a better soil, which determines a 

higher productivity, thus growth. The tropical climate is favorable to diseases and less appropriate to 

work, slowing down the economic development. In other words, these economies inherit an 

impediment which explains the reduced growth during sub-Saharan Africa’s history. 

Variants of this theory use various geographical variables, such as latitude, tropical weather 

number of days, the number of days with freezes, minimum temperature, minimum monthly rainfalls 

and maximum temperature. These variables are not the empirical constant - sometimes they are 

significant, but not always very important. The most frequently met variable is the latitude and there 

are numerous examples of economies with significant growth located near the Equator which could 

make the whole theory doubtable. Singapore, which is located on the Equator, has one of the greatest 

growth rates. Kerala, the most southern state in India (10 degrees northern latitude) is the most 

developed state, with social indicators comparable to the western economies. Even in Africa, Ghana 

and Uganda grow faster than Lesotho and Mali, though they are closer to the Equator. The list can go 

on, with results showing that latitude (and other geographic variables, such as temperature and 

rainfalls) is not important when explaining the short or long term growth differences. 

The relation between the demographical trends and economic growth has sparked interest, 

especially during the last years. Yet, numerous demographical aspects still remain unexplored. 

Amongst the examined ones, population growth, population density, migration and age distribution 

seem to have a major role for the economic growth (Kormendi, Meguire, 1985; Kelley, Schmidt, 1995; 

Barro, 1997; Bloom, Williamson, 1998; Kelley, Schmidt, 2000). The fast rhythm of population growth, 

for example, could have a negative impact on economic growth through the effect on the investment 

and saving behavior and on the quality of human capital. 

Although population growth could represent an impediment for growth, the volume of active 

individuals (workers’ ”stock”) is a positive fact. The argument is simple and direct. In a period of 

growing population, the future workers “stock” quickly rises. During the transition period, when birth 
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rate decreases, the number of the depending ones lowers. The lowering of the births also supposes a 

higher percentage of the employed women, a growth of savings and investments, thus growth. 

There are two hypotheses that lay at the base of the above mentioned theory. First of all, and the 

most important, the workplaces’ development rhythm gets faster in order to answer to the employment 

needs of the workers. Second, the female labor force participation rate can vary from a country to 

another. In India, the female labor force participation in the urban area is just 25%, though higher than 

the last decade, when it was just 15%. The growth of the female labor force participation is a positive 

phenomenon for the emerging economies, which determines the adoption of macroeconomic policies 

for economic growth and occupation. 

Population structure also has significant influences on the economic growth. A numerous active 

populations is considered to be determining for growth, while a population with many ones depending 

on, young and old persons, is seen as an impediment. Population density in change can be positively 

related to economic growth, as a result of specialization improvement, knowledge spreading and so 

on. Migration would affect the growth potential of both receiving countries and the left ones. Again, 

results are not conclusive, as there have been no studies to report a (strong) correlation between 

economic growth and demographical trends (for example, Grier, Tullock, 1989; Pritchett, 2001). 

The importance of the middle class has been studied by Aristotle, and, further, by John Stuart 

Mill, Thomas Malthus, Karl Marx and Barrington Moore (though the last two ones had a different 

approach of the subject compared to the first three ones). Briefly, middle class positively influences 

through its engagement to economic reforms and the equitable competition conditions. Middle class 

supports the for its interest: the safest way to benefit from them is by recognizing their worth, and the 

sine qua non condition of the middle class mentality is its engagement to education and work. 

Who represents the middle class? According to Bhalla (2002), the line that separates the middle 

class, like the poverty threshold, is absolute and identical for all countries. It is calculated as a weighted 

average of the highest poverty thresholds or the poverty thresholds in the western rich economies (and 

Japan). Within these economies, by definition, the poverty threshold separates the poor ones from the 

“unpoor” ones. Furthermore, the limits of the middleclass are the ones that separates the “unpoors” 

from the rich ones, the rich ones being the ones with 10 times more revenues than the “unpoor” ones. 

In 1996, based on prices, the daily poverty threshold/capital in the developed countries was 

8,19$. In 2011, this threshold reached 11,20$; for a four individuals family, the revenue reached 

16350$. The rich ones are the ones with revenues that are at least ten times than the poverty threshold, 

namely 163500 $, for a family with four members. 
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Does the size of the middleclass have effects on growth? Yes, and it is emphasized by the 

analysis of the 1980-2011 period. Each 10% growth of the middleclass since 1980 determined a yearly 

growth of 0.3%. And panel data for o period of 5 years display the same effect. 

 

Conclusions 

 

Economic growth has been evaluated from simple to complex, depending on the evolution of 

society. From simple models, explained by geography, to econometrical models, that include a rising 

number of variables, researchers have tried to emphasize which are the factors that support economic 

growth, but also its effects on society and environment. 

Even though economic growth supposes the rise of living standards, some researchers contest 

its effects on the environment. Policymakers target a sustainable growth, which is to ensure high 

revenues for individuals, but they must also take into account the needs of future generations. Thus, 

resources used for the actual growth must be carefully managed so that the future generations would 

succeed in satisfying their own needs. A balance between growth and consumption must be maintained 

for the future society not to be affected. 
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