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o US and India

Capital flow

e yof the U.S.is about 15 times what it isin
India

e If 5 = 0.4,then

MPKys

151—(1/0.4) — 155
MPKindia

=1/58 = 0.017.
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Why Capital

fow? Implications

Capital flow

e “Investment goods would flow rapidly from
the US to India”

e “Indeed, one would expect no investment to
occur in the wealthy countries in the fact of
return differentials of this magnitude”

e “The assumptions on technology and trade
conditions ... must be drastically wrong”



Why Capital
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Capital flow

e Difference in human capital
e External benefits of human capital

e Capital market imperfections



o Taiwan and China

Capital flow

e |[n2010: YTaiwan/)/China =5

MP KTaiwan

— 157 (1/04) — 5,089
MPKChina

e There is tremendously capital flow from
Taiwan to China, but maybe not as strong as
the theory suggests
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Capital flow

o BIETHA: GENFEFREESKRPE
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e Usually, labor is immobile
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o Effects?

Capital flow

e Catching-up
e What are the effects of globalization (goods
and capital flow) on inequality?



