
Observed Regularities in Economic Growth: Kaldor
Facts (Kaldor, 1963)

Stylized facts in the process of economic growth:

• The shares of labor and physical capital in GDP are nearly constant (F 1);

• The ratio of physical capital to output is nearly constant;

• The rate of return to capital (or the real interest rate) is nearly constant;

• Physical capital per worker grows over time;

• Per capita output grows over time, and its growth rate does not tend to diminish
(F 2);

• The growth rate of output per worker differs substantially across countries, but
the rates tend to converge.
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Introduction to Modern Economic Growth

progress (and its impact on the aggregate production function) by requiring that the result-
ing allocations be consistent with balanced growth, as defined by the so-called Kaldor facts
(Kaldor, 1963). Kaldor noted that while output per capita increases, the capital-output ratio,
the interest rate, and the distribution of income between capital and labor remain roughly
constant. Figure 2.11, for example, shows the evolution of the shares of capital and labor in
the US national income.
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Figure 2.11. Capital and Labor Share in the U.S. GDP.

Despite fairly large fluctuations, there is no trend in these factors shares. Moreover, a
range of evidence suggests that there is no apparent trend in interest rates over long time
horizons (see, for example, Homer and Sylla, 1991). These facts and the relative constancy
of capital-output ratios until the 1970s make many economists prefer models with balanced
growth to those without. The share of capital in national income and the capital-output ratio
are not exactly constant. For example, since the 1970s both the share of capital in national
income and the capital-output ratio may have increased depending on how one measures
them. Nevertheless, constant factor shares and a constant capital-output ratio provide a
good approximation to reality and a very useful starting point for our models.

Also for future reference, note that in Figure 2.11 the capital share in national income is
about 1/3, while the labor share is about 2/3. This ignores the share of land; land is not a
major factor of production in modern economies (though this has not been true historically
or for the less-developed economies of today). Exercise 2.11 illustrates how incorporating
land into this framework changes the analysis. Note also that this pattern of the factor
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Figure 1: T E   S  C  L   US GDP
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Figure I.4
World per capita GDP, 1970–2000. World per capita GDP is the sum of the GDPs for 126 countries (139 countries
after the collapse of the Soviet Union) divided by population. The sample of 126 countries is the one used in
Sala-i-Martin (2003a) and accounts for 95 percent of the world’s population.

increased along with economic growth, it is possible for the world to have witnessed both
positive per capita GDP growth and an increasing number of people below the poverty
line. To assess how aggregate growth affects poverty, Sala-i-Martin (2003a) estimates the
world distribution of individual income. To do so, he combines microeconomic survey
and aggregate GDP data for each country, for every year between 1970 and 2000.5 The
result for 1970 is displayed in figure I.5. The horizontal axis plots the level of income
(on a logarithmic scale), and the vertical axis has the number of people. The thin lines
correspond to the income distributions of individual countries. Notice, for example, that
China (the most populated country in the world) has a substantial fraction of the distribution
below the $1/day line. The same is true for India and a large number of smaller countries.
This pattern contrasts with the position of countries such as the United States, Japan,
or even the USSR, which have very little of their distributions below the $1/day line.
The thick line in figure I.5 is the integral of all the individual distributions. Therefore,

5. Sala-i-Martin (2003b) constructs an analogous distribution from which he estimates the number of people
whose personal consumption expenditure is less than one dollar a day. The use of consumption, rather than
income, accords better with the concept of “extreme poverty” used by international institutions such as the World
Bank and the United Nations. However, personal consumption has the drawbacks of giving no credit to public
services and saving.

Figure 2: W  CGDP (126 C, C 95 P  W
P)
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