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Today’s Agenda
1. Fertility Decisions at Household Level: Are they Optimal?
2. Population =» Growth
A. Malthusian Model
B. Solow Model

1. Is Fertility too high?
¢ Why do we think high fertility is sub-optimal?

A. Information and uncertainty: couples may not internalize observation that death rates have

gone down
B. Externalities: fertility decisions of couple may affect own family or other families

negatively. Privately-optimal fertility choices may not be socially-optimal.
i Externalities across families

a. Private costs differ from social costs e.g. free public education

b. Private benefits differ from social benefits e.g. job queue

ii. Externalities within families e.g. divergence of costs in joint family

Examples of situations where there are positive externalities of fertility?



2. How Population Effects Development
A. Malthusian Model

‘World Population, 10,000 B.C. to A.D. 2005
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Source: Kremer (1993).
e Thomas Malthus’s 1798 “Essay on the Principle of Population” provided explanation for
historical constancy of population
¢ Malthus observed that, given right circumstances, humans can breed at a prodigious rate.
e.g. Hutterites
o Force that limited human population in the face of this potential fertility was limited
resources, particularly land.
e Graphical representation of Malthusian model



e How will improvements in productive environment affect standard of living? Example:
China, introduction of potato in Ireland
How will introduction of contraception affect standard of living?

o Breakdown of Malthusian Model

Breakdown of the Malthusian Model in Western Europe
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Sowurce: Galor and Weil (2000).

B. Solow Model
e Effect of population growth on income growth via the channel of capital dilution

e Start out with same basic Solow structure we saw before, add element of capital
dilution

e Find steady state



e What does Solow model predict for relative levels of steady state output per worker?

Relationship Between Income per Capita and Population Growth
Population growth rate,1970-2005 (% per year)
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Sowurce: Heston et.al. (2006), World Bank (2007a).

Next time: Education



