Explaining the
‘Great Divergence’
Daron Acemoglu on how growth theorists
rediscovered history and the importance
of institutions
An interview with introduction by Brian Snowdon
“Recognising the importance of institutions in economic development and the
formidable barriers to beneficial institutional economic reform is the first step
toward significant progress in jump-starting rapid growth in many areas of the
world today.”
(Daron Acemoglu, 2003a)
“Development thinking and policy must return to the basics: both institutions
and resource endowments are critical, not just one or the other.”
(Jeffrey Sachs, 2003b)

Introduction
In recent years the “politicisation of growth theory” (Hibbs, 2001) has led
to a burgeoning of research into the impact on economic growth of politics,
policy, and institutional arrangements. Much of the motivation behind this
work derives from concern about the origin and persistence of enormous
cross-country inequalities in income per capita. The origin of this ‘Great
Divergence’ in living standards has always been a major source of controversy among economic historians (Jones, 1988; Landes, 1998; Pomeranz,
2000). Recently, this issue has also captured the imagination of economists
interested in providing a unified theory of growth. Such a theory should
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account for both the ‘Malthusian growth regime’ witnessed throughout
history prior to the eighteenth century, and the ‘modern growth regime’
that subsequently prevailed in those countries that have experienced an
‘Industrial Revolution’. A unified theory should also provide a coherent
explanation of why the ‘take-off’ in economic growth first occurred in
Western Europe (Galor and Weil, 2000; Hansen and Prescott, 2002;
Acemoglu, Johnson and Robinson, 2002a).
While the global economy has witnessed ‘Divergence Big Time’
(Pritchett, 1997) since the first Industrial Revolution, poor countries have
enormous potential for catch-up and convergence as demonstrated during
the last forty years by the ‘Asian Tigers’, and more recently with the takeoff of sustained growth in China and India (Lucas, 2000; Sala-i-Martin,
2002a, 2002b). However, the potential growth advantages of poor countries will fail to materialise where inadequate political, legal and regulatory
frameworks form barriers to progress. History reveals that in many cases
the main barriers to economic development are political (Acemoglu and
Robinson, 2003).
In recent years, Professor Daron Acemoglu and his co-authors have
made a highly influential contribution to the debate relating to the
‘deeper’ institutional determinants of economic growth and the role of
political distortions as barriers to progress.1 In the interview that follows I
discuss with Professor Acemoglu some of his recent research findings that
confirm the key role played by ‘good’ and ‘bad’ institutions in determining the economic performance of countries. However, I will first provide a
brief survey and discussion of some important themes in the recent literature as background to the interview.

Growth, development and the role of institutions
In the analysis of economic growth it is useful to begin by distinguishing
between proximate and fundamental causes of growth. The proximate
causes relate to the accumulation of factor inputs such as capital and
labour, and also to variables which influence the productivity of these
inputs, such as scale economies and technological change. The research of
growth accountants such as Edward Dennison, Dale Jorgenson and Angus
1
See, for example, Acemoglu and Robinson, 2000a, 2000b, 2000c, 2001; Acemoglu, Johnson and Robinson,
2001, 2002a, 2002b.
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