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NON-TECHNICAL SUMMARY

This paper provides a lengthy survey of growih in Western Europe since World
War ll. The approach is explicitly quantitative and is intormed by recent work in
growth economics. At the same time, the aim is to place post-war experience
in a long-term contex! and the special histonical teatures ot the early post-war
period are considered in some detail,

The data on economic growth indicate very clearly that there was a ‘Golden
Age’ belween the early 1950s and early 1970s which was evident throughout
Western Europe. Within that pencd there were ‘winners' and ‘osars’, but the
most striking teature is the general acceleration of growth tollowed twenly or
s0 years ago by widespread slowdown, aithough recent productivity growth is
still very respeciable by historical standards. Understanding what
circumstances permitted this period of exceptional growth s a major challenge
to economic historians.

A central teature of the post-war penod has been ‘catch-up growth' involving a
narrowing of productivity gaps between leaders and tollowers and a reduction
in the dispersion in income per person. A strong inverse correlation within
Europe between initial income levels in 1950 and subsequent growth Is
apparent. Although recovery and reconstruction were a part of the process,
catch-up seems to involve also a greater degree of technology transter and
technological convergence than hitherlo, while dispersion ot income lavels
seems to have been noticeably reduced tollowing trade liberalization. Catch-up
seems to have invoived an enhanced ‘social capability’ for growth rather than
a straightforward, traditional neo-classical convergence to a pre-existing
steady siate. The ‘post-war settlement' in both its domestic and international
aspecis seems to have been central {o this.

These ideas are by no means new, although the evidence tor them has
certainly been sirengthened by recent research. New growth economics has
helped in this and potentially offers important new insights, in paricular by
making human capital tormation a central tocus ol the growth process and by
stressing the need to consider ex-ante returns in investment/growth outcomes.
Unfortunately, in both aspects, theory has run well ahead of measurement and
at the moment adequate guantitative :mplementaticn ot these ideas has not
been achieved.

Similarly, in looking at differences betwaan pre- and post-World War If growth
or at under-pertormance within Europe, the regression estimates provided by



new growth modeis are heiptul but not entirely persuasive. This points strongly
to the need to take ‘sociail capability’ tor growth more seriously.



1. Introduction

One of the most difficult and imnigung tasks of a theory of economic growh is 1o
combine both the disruptive and the wiegranve, the qualitanvely changing and the
quanntatively steady, aspects of the process.

Simon Kuznerst

We sdll refer to the past fifty vears as the "post war™: this 1s perhaps the best wibuze 1o
the fact that the "second thirty year war” (1914-1945) marked a majer watershed i the
history of mankind. So much so that 1t proved o be a major intelleciual watershed as well.
In fact, undl fairly recentiy, 1945 ofien marked the borderline of historical research, more
recent decades being considered as the playing ground for journalists, political scienusts and
soctologists. Only the boldest, or most inconsiderate, scholars entered the field and did so at
therr own nisk. The same can be said of economc historians: with few exceptions, they have
been refuctant to apply the tools of their wade to the "post-war” penod, more often thar not
leaving 1t as the domain of applied economusts. Things, however, are changing and the half
century following the end of the second world war is now mereasingty seen as being ripe for
historical investigation, much beyond the Marshall Plan vears that have atrracted much recent

atiention.

This paper mims at reviewing the performance of the Furopean economy since 1945 in
a ionger-run perspective which sees the period from 1913 to 1973 as bewng an excepuonal
one in the history of "modern economic growth” in that it departed from the secubar mend
first (1913-45) by under and then (1945-73) by over-performing. In this chapter, the
European economy is tentauvely seen as an aggregate, at teast i fiers. If the mierwar years
of slow and volatile growth were charactensed by nauonalism and wars that crysiatlized
nauonal economic pecufianties, the subsequent penod of high growth resulted m a
convergence of per-capua incomes that can be seea and understood as being both the cause
and the effect of a broader social and insurunonat convergence.

2. Main frends in Postwar European Growth

By 1870 alt European counmes were expenencing that “epochal innovation” which
Kuznets calied "modem economic growth”  Some of them, the pionesrs, had atready
proceeded a long way along the road leading 10 ever increasing material welfare, other, the
late-comers, were Just moving thewr first sieps.  Siace then, the aggregate rexl GDP of

! 8. Kuznets, Economec Growth and Struciure, Heinesmann Educatsonat Books, London
1965, p.23.
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Western Europe? has grown at an average anpuai rae of 2.3 per cent or about 1.7 per cent per
annum, per capiii.

The secular trend fits well with Kuznets' defimtion of "modern economie growth” asa
process characiensed by “rates of growth i per capita mcome ranging] mostly from about
19} percent 1o over 20 percent per decade” {(Kuznets, 1965:18). While the long-run wends
follow the steacy quanistative change “predicted” by such autnors as Colin Clark, Kuznets,
Abramovitz and Chenery, Table & shows that the performance of the European economy
during 1ndividual relevant sub-pertods diverged considerably from the secular wend.

The perspecnve of secular trends 1n "modem economic growth”, 1s a useful starng
point 1n considering the economic history of Europe dunng the half.ceniury following the
end of the second world war, In particular, such a perspecnve 1s helpful when considenng
the standard subdivision to two distinct periods, the first, 10 about 1973, being charactensed
by very high growth rates and near-full employment, the secend, showing a rather siuggish
performance m terms hoth of ousput and employment. Here, the longer-run view conveys
two messages: (i} the penod 1950-73 was muly excepuional in the process of “modem
economc growth”, (i) the subsequent growth record can hardly be regarded as
unsatsfactory.

The excepuional character of the “high growth vewrs” 1s betrer judged 1n the fight of
the poor European performance dumng the previous three decades. Whether or not one
agrees with Kuznets? that major wars are somehow endogenous to the process of modern
economic growth, they certanly comncide with a considerable slow-down in European growth
berween 1913 and 1958, prausibly not uarelated with the boom of the foliowing two decades.
As we shal] see, the each-up for ground lost i two world wars and 1 the most severe
economic depression 1o-date 1s one of the reasons explaimng the much-above average growth
rates of the 1950s and 1960s; other reasons, discussed 1n secuon 6, relate to domesnc and
mternanonal Factors likely to be excepuonal ia the history of modern economic growth.

1

Western Europe 15 by and large the "enit of ebservauon” of this book. in this context i
compnses the 12 countries meauoned in Table §. Further on we shall refer 0 Europe as a usit
inciuding 16 countries {the above-menboned 12 plus Spam, Portugal, lreland and Greece.
Were data for these countnes avaitable and reliable for the whole 1870-1993 penod, thesr
inclusion would not have greatly eltered the figures in Table 1, thewr demographic werght
being roughly 15 percent of the ol

- See, for nstance, Kuzaews 1965:48-58. He argues that modern economic growlh tecessarily
produces a shift in the disparites 1n economic and social conditons among nauoas dus o
“rapid growth of new unats or relauvely rapid decay of others. {Such shiftst often produce
clemeats of aggression by which the new leaders attempt to claim the prerequssites of
cconomee power, te old and surviviag leaders attempt (o deal with the new weakness thal
may have ansen” (fhiden:30).



TABLE 1 : European Growth, 1890-1952
{Average Annuai Rates of Growth)

Perrod Reat GHP Populanon Real GDP Real GDP
percapita  per persos hour
189()-1992 153 0.6 1.9 2.6%
1890-1913 2.6 0.8 1.7 1.6
1913-1650 1.4 0.5 1.4 19
1950-1973 4.6 0.7 38 47
1973-1992 20 0.3 .7 2.7
*1890-1987
**1073-1987

Definition: GDP and populanon are aggregates for 12 countmes {Ausma, Betgium,
Denmark, Finland, France, Gemmany, Ialy, Netheriands, Norway, Sweden,
Swuzerland, United Kingdom, all adjusted for boundary changes). Sources: 1870-
1989, A, Maddison (1991}, 1989-92; OECD (1993). Counmes are those for which
¢ol{4} can be catcalared,

Post-1973 growth looked uncomforiably low 1 the fight of expectanons cieated
during the previous quarter of a century. However, if both the longer run and the predictions
of the then-prevailing theory are taken into account the piciure looks considerably less
dismal. 1n parocular: Europe's per capsta output growth s (i) just slightly below the secular
wend,? (ii) egual 1o that achieved duning the "belle épogue” of the world economy {1860
1913), {iif) disuncily bewer than the belie 2poque if seen in terms of GDPfhour workeg, (iv)
much above the pre-1890 mtes.S It 1s hard 1o pass & negatnive judgement on sach a record,
parucularly if it 15 confromed with the neoclassicai growth theory assumption of diminishing
returmns to factor taputs.

Having assessed the postwar European performance aganst the longer-run
background of "modern economc growth”, we may now wra 1o a bnef apprasat of some
quantitauve features of the main sub-penods.

War damage and reconsirucnon. The damage induced by war on the individual
nzuonal economues 15 relevant o our analysis of long-ren growth in that: (i) s sheer

3 Given the wide scope for measurement ermors sad sensitiviy of growth rafes 1o e selection
of beginamg and end years, the diffesence between she lang run performance and that of the
post- 1973 years s hurdly significans.

(%Y

Between 1870 and 1890 the rte of growth per-capita output 1n the 12 countries smchided in
Table 1 was only .7 per annum (data from Maddison, 1991).



dimensions provided a rauonale for Amencan aid, with the atendant new “internat:ona
order” and technology flow, (ii) demesnc reconstrucnon was often accompanied by imporiant
msticntional changes. Table 2 provides an impressionisuc picture both of the extent of war-
induced economic setbacks and of the speed of reconstrucuon. In 1943, the GDP of France,
of the three Axis counmes and of the Netheriands had fallen back to late 19th centory or
earfy 20th century tevels. One or two generanons of work and accumulaon had been iost.
Beigium fared a lintie better. Of the beiligerent countries only the United Kingdom mianaged
1o comtain the post-1943 economuc collapse to miner proportions. it could not, however,
avoid 2 serious post-war slump; neutral counmes in our sample fared disunctly beter and, n
fact, managed to grow throughout the conflict.

TABLE 2 : War Damage ond Reconstruction

Pre-War year when GDP Year when GDP Annual rate of GDP
level was the same recovered the highest growth during
as1n 1945 pre-war level “reconsmuction”
(1945 to year in col.2)

(1 {2) (3}
Ausima 1886 1651 15.2
Belgium* 1924 1948 6.0
Denmark 1936 1946 13.5
Finland 1938 1943
France 1891 1949 19.0
Cermany 1608** 1951 13.3
aty 1909 19568 i1.2
Netherlands 1912 1947 39.3
Norway 1937 1946 9.7
Sweden never
Swatzeriand fever
Unuted Kingdom never

Notes: *Interpolations. **Relanve w 1946,

Soures: Data from Maddison, 1991, pp.208-219.

If the economic effect of the war was devastating, the speed of recovery was so
impressive as 1o tzke by surprise informed observers, fade unions, entrepreneurs and policy
makers alike. In five years at most Europe recovered the ground lost relanve the highest
pre-war income levels.t It s, thus, quite safe to place the end of the first phase of

& Reference here 1s made 10 the highest peace-ume income since war-tme production (which
peaked in 1942 or 1943) is &t best of dubious significance w wrms of foag-run growth n
mncome and welfare, partcalarly as far as defeaied countnes are concerned.
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reconstruction and the beginning of 4 new era i the history of European economic growth
1650,

The high growth years. As we have seen, the years 1950-1973 witnessed a unique
episode 1n the history of the European "modern economic growth", so much so that the
period is now often referred to n the literature as the "golden age” Not only growth rates
were exceptionaily high (Table 1} but cyclicat fluctuauons were mild? and nflanion rates
socially accepiable ®

Productivity growth 5, obviously, the core phenomeson to be invesugated 10 the
present context: derailed measures and analyses of its detesmmnants are, therefore, provided in
the individual country studies included in this book. In the fast column of Table i, an attempt
15 made at esumating Eurcpe-wide long-run changes in labour productivity, Although
aggreganon and 1ndex number problems make esumates i Table : more guestionable than
those for individual countries, the table wself leaves linle doubr as of the order of magnsude
of the general accelerauon in productvity that wok place in Europe dunng the “golden age”
making # a umgue episede in the "modem economuc growth history” of the Old Continent,
Four fertures of this exmaordinary event are worth noting.

(i) It 15 a dissinctiy European phenomenon, Japan being quantitatively and otherwise a
case of ns own?® North Amenca and Australia showing 2 much iess pronounced
deviation from the secular "sorm” ¥ other successful countries such as the NiCs
entenng thew phases of high growth in later decades.

7 This discussion of busmess eycles 15 beyond the scope of this paper: suffice 1 to say that
never dunng the penod did any European countey suffer a deciine in GDP.

B The average milation rate 1 the four fargest Enropean countnes (France, Gesmany, ltaly and
Unned Kingdom toialiing about three guarers of the popuelauon of the 12 countnes in Table
I) between 1950 and 1973 was 4.0 percent when measured by consumer price indices. 1t was
B4 berween 1973 and 1980 (10,0 il Germuny s excluded), The $1930.73 recort compared
enfavourably with the virwal absence of inflabon i the swo decades preceding the first world
war when consumer pnees rose on average by (.6 percent per annurm 1a the four couninies
duzing 1890-1213. |Data from Maddison, 1991, pp.296.-3071,

& Hpan's growih belween GDP per capia betweea 1950 and 1973 was 8.0 percent per annusy,
wo and a half tmes faster than Jagan's own secolar tread (1900-92), lentauvely put st around
3.1 per annum {Mzddison, 1993).

¢ Rates of Growth n real GDP per capita
Country 1900- 1992 195G-1973 1973-1992
Australia 1.5 24 1.4
Canada 2t 29 £7
UsSA 1.8 24 1.4

Source; Maddisos {1993).



{ii) High growth rates, relative (o previous and subsequent records, charactense almost ali
the individual European economes, regardless of their social, political and economic
INSHHUons.

(i)  The penod is swongly characterised by both § and © convergence, to use Barro and
Saia 1+ Martin (1991) ernunoiogy. s other words, duning 1950-73 we observe both a
pronounced tendency for imtially poorer countmes 1o grow faster thaa ncher ones and
a decline 1 the cross-sectional scatter of per capia output growth.

(ivy  Excepuonally low unemployment rates prevailed. In most countries, the "mnumph of
fulf employment” was an histoncaily distinet feature of the penod.

While we leave a discussion of the above-mentioned features of the penod to sections
5 and 6 dealing with the causes of growth, a bnief quantificanon of powms (i} - (iv) might be
i order here. Table 3 provides some evidence showing that 1950-73 growth rates of per
capita GDP in Eastern Europe were roughly as high as those prevailing in the West (see also
Ofer, 1992) while the Ibenan economues under Satazar and Franco were among the fastest
growers 1 the West iself, as Table 3 shows.

A useful. if impressiomstic, perception of the convergence processes miy perhaps be
drawn from Tables 3 and 4, We observe both a strong tendency for inutially poorer counmes
to grow faster than nicher ones and a decline mn the cross-secuonal scater of per capua
output. As a result, 10 the early 1970s, the dispersion n fevels of per capita income among
Enropein countries was much less pronounced than st had been & quarter of a century easlier.
Moreover, the formarion of a core of economues charactensed by roughly sunilar standards of
living was, by then, well under way. Several features of the expenence of Western Europe
stand out.

(1) The rauo between the highest and the lowest per capua incomes fell very fast between
1950 and 1973 and has more than halved in the penod 1950-92.

{iiy By the early 1990s there had emerged a 'core’ group of nine coungmes with a very
stmilar per capita income all within +/- 8.0% of the median whereas in 1930 only two

were.

Alf three countnes show (=) a secular rate of growth within Kuzaets” "norm” and not tar from
the European average, {bj much less pronounced accelerauon and decelerauon dunng 1950-73
angt 1973-92 than st 15 the case with the European economy as 3 whole.



TABLE 3 : GDP/Person Growth in Eastern Europe

GDP/Person GDPfPerson Growth
1850 1973 of Real GDP Person
(1950 International {1990 Iaternational 1950-73
Doliars} Doliars) (% per year)
Czechoslovakia 3480 6995 3
Hungary 2482 3601 36
Paoland 2447 3334 34
Bulgana i634 5294 5.2
Romama 1173 3458 4.8
GDP/Person GDP/Person Growth
1973 1992 of Real GDP Person
(1990 internauonal (1990 [ntemanonal 1973-92
Dollars) Dotlars) (% per year)
Czechoslovakia 6995 6457 0.4
Hungary 3601 5639 0.0
Poland 3334 4819 0.3
Bulgana 5294 4132 -
Romama 3458 2531 -i.3

Source: Maddison (1993).
{itty  Both Swuzerland at the top and Greece at the bottom remamed in the same positions.

{iv)  There 15 an inverse rank correlation between imiial levet of income and growth which

15 parucularly marked in the Golden Age.

A similar inverse correlaizon for the Golden Age between mstial income level and
subsequent growth is noticeable in Eastern Europe in Table 3. Here, however, performance
15 somewhat less impressive in the years 1950-73 and, obviously, very disappoinang since
1973, Compartson of Tables 3 and 4 indicates that, normalizing for inuial income levei, East
European countries’ growth was less than for comparable Western European cousntries n
1950-73. For example, Czechoslovakia does abour as well as Ireland which 15 an unusually
poorly performing couniry in the west while the rapidly nsing difference between Austrian
and Czech income levels as the postwar penod unfoids 15 a stark tesnmony to Communist

faiture.

Finally, while labour market staustics are among the least comparable over ume and
cross-country, there can be little doubt that European unemployment reached s lowest



secular level dunng the so-called "Golden Age” Some evidence 15 provided in Table 5
showing benchmark-year unemployment rates for |2 European counties!! and penod
averages for the four largest ones.’? Data for the years up to 1913 are not available n a
roughly comparable basis but scholars agree that 1t 15 unlikely that unemployment reached
the low ievels of the 1960s. Moreover, 1115 believed that data for the mtenvar penod tend 10
underestumate underemployment and, therefere, unemployment when measured according to
post-war statistical defimitions.

The Post-1973 Siow-down. The ead of the "golden age” is often convenuonaily dated
as 1973, the year of the first oil shock. In accepuing this bench mark year we unply neither
that a sudden discontinuity 1n productivity growth can be detected in this particular year nor
that its mamn cause 15 changing terms of rade energy mput. It 1s wrue, however, that the early
1970s saw a major depariure from the main wends of the previous two decades, heralded by
the end of the so-cailed Bretion Wood system 1n 1971 and charactenzed by severe shocks
both o sggregate supply und aggregate demand.

As mennoned earlier, production and producnvity growth levelled off around the
secular trend (Table 1), The slow-down affected market and socialist economues alike (Table
3). Unemployment rates zimost trebled in the 1980s refative to the 1960s (Table 5). Cyclical
volatility ncreased with several European cousiries expenencing negative growth rates m
1975, someame between 1980 and 1983 aad agan in the early 1990s,

Pruna facie evidence of B convergence appears to be much weaker afier 1973. 1a
the aggregate of the European 12 and Amenca, GDP per person grew roughly at the same
rate despite Europe’s lower "starung” point.  [nra-European associanon of growth rates with
iutial GDP tevels is less clear-cut than # appeared 1o be in the previous {1950-73) pencd
{Table 5). Nevertheiess, by 1892, not only was the dispersion in per capita income levels
among the 16 countries 1 Table 4 much less pronounced than it had been forty years earlier
but there had emerged a distinctive core of nine counines with very similar per capia
mcome, wll within +or- 8.0% of 16,260 1950 Internanional dollars.

H The same as i Table 1.

- France, Germany, taly and the Unsted Kingdom: totalling between 75 and 80 percent of the
aggregate jabour force for the 12 countnes s Table (. Given the miber similar size of the
three iabour markets, anthmetc avesages provide a {airly accuraic assessmeni of the
unemplovment rate for the four-counsry aggregae,



TABLE 4 : GDP per Person :n 1990 [aternanonal Doliars

1930 1573 1950-72

growsh

Solrank)

1. Swuzeriand 8939 17653 30D
2. UK 6847 11932 2.4{16)
3. Sweden 6738 13494 3.4412)
4. Denmark 6683 13416 31412}
3. Netheriands 5850 12763 3440
6. Belgium 5346 11905 3359
7. France 5221 12840 4.0 (8)
8. Norway 4969 10229 3201
9. W.Germany 4281 13152 50 4)
18, Finlanad 4131 10768 427
11 Austia 3731 11308 49 (5)
12, Irefand 3518 7023 31012y
13. laly 3425 10409 49 (3
4, Spain 2397 8739 58 (2)
5. Portugal 2132 7568 56 (3
16. Greece 1558 6229 6.2 (1}
1973 1992 1973-92

growth

Zo(rank)

1. Swuzerland 17953 21036 05 (16)
2. Sweden 13494 16927 1.2 (i5)
3, Demmark 13416 18263 1.7 {9)
4. W.Germany 13152 19351 11 {5)
5. France 12940 17659 1.7 {9
6. Netherlands 12763 16898 1.5 (12)
7. UK 11932 15738 L3O
8 Belgium 11905 17165 1.9 {7
9. Ausma 11308 17160 2.2 {3)
10. Fisland 10768 14646 1L.6(iD)
11, haly 10409 16229 2.4 {2)
12. Norway 10229 17543 28 ()
13. Spain 8739 12500 1.9 (D)
14, Poriugal 7568 11130 21 (5)
13, Ireiand 7023 10711 2.2 (3)
16. Greece 6229 8238 1.5¢12)

Source: Maddison (1993).



TABLE 5 : Unempiloyment Rates

i2 Counmies 4 Countnies

{benchmark years) (benchmark years)
1929 4.0 1920-29* 44
1938 3.0 1930-38 7.1
1950 4.5 10325 12.8
1973 29 1930-39 4.2
1589 7.4 1960-73 25
1962 1.9

1974-81 52

1982-89 8.8

1900-93 9.2

* Three counmes only {excludes Italy), France three years only
**Three countries only {excludes France)

Sources: Maddisan (1991), OECD {1993).
3. Previous Interpretations of European Postwar Growth

Berween the early 1960s ang the cariy 1980s an earlier viarage of growth theory
produced a large research effort on the European expenience. The foeal point of this wniing
was the nise and fall of the Golden Age. There are interesting themes to be considered from
both raditionai neoclassical and Keynesian writers. This secthon offers a brief and somewhas
catical survey of this literature.

d} Growth Accounitng

The use of growth sccounung 1o mvesugate postwar growth was pioneered by
Denison {1967) in a deservedly famouns study. Perhaps the best known receat research 1n thig
rradition s that of Maddison (1987) subseguently updated and revised (1991). The cenmat
approach embraces a traditional neoctassical (Solow) view based on diminishing retums to
factor accumulation and exogenous total factor prodocovity growth. The methodology relies
on assumpuons rather than esttmanon and uses factor shares to weight the conribunons of
capual and labour,

The main proxiumate source of the accelerauon n growth dunng the Golden Age and
subsequent slowdown emerges as TFP growth. A large role 15 assigned to residual efficiency
both in speed-up and stowdown and also in the growth rate gap between Britmn and, on the
other hand, France and Genmany in 1950-73 in Table 6. A similar panern of TFP growth



shows up w Table 7 which rakes 1n a wider group of countnies. Rapid TFP growth reflected,
wn part at feast, iechnology ransfer, postwar reconstrucnon and saructural change.

Growth accounung also sees a strong supporing role for mcreased physical capual
formauon n the fasier growth of the Golden Age compared with before and since, although
this 15 grven relauvely little weight in explmming the UK's slower growth. Surpnsingly,
human capial formavon 15 seen as playing only 2 very munor tole n accounnng for
vanatons 1n growth rates. The reliability of conclustons drawn from growth accosnung has,
of course, often been questioned and is potenually undermined by the advent of new growth
theory which swesses the importance of human camital and externalities to nvesiment. The
general thrust of earty empinical work of this kind is 10 vegard growth accounting's reatment
of physical capitat as baswally acceptable but 1o argue that the approach underestimates the
role of human capiat by 1gnoning raimng and externalities {Oulton and O"Mahony, 1994).

in placing his findings 18 an histoncal coatext, Maddison swessed the speciat and
unrepeatable charactensncs of the Golden Age meluding liberalizanon of internanonal made,
suceessful macroeconomsc management and a backlog of opportumities for cach-up growth
1951, p.168). Growth accounting has proved fruitful in suggesung working hypotheses like
these but cannot, however, in uself test them.

The growth accounnhng approach has also been used :0 consider the expenence of
Eastern Europe whick, as Table 3 demonstrated, shared in the growth of the Golden Age.
Here the data difficulties are porennally parucularly daunuag bur research 15 now becomng
avaifable which seems 0 correct more successfully for problems like hidden inflanon which
bedevil this area. The adjusted figures m Table 7 show that the pattern of acceleraion and
decline in TFP growth also appears in Eastern Europe but ar lower rates, again suggesting
that caich-up was umportant but less successtully achieved,

b) Eurosclerosis

The nonon of sclerouc tendencies mn economic growih performance achieved
widespread atennon 1n the 1980s. The semunal work was that of Olson (1982), The
approeach 15 based on public choice economics and argues thas democracies tend through trme
1o accumulate interest groups which inhibit growth unless these wmed out to be
encompassing orgamzatzons. ‘Thus, ‘distribuncnal coalitions slow down a society’s capacity
to adopt new technologies and to reallocate resources in response 1o changing conditions, and
thereby reduce the rate of economic growih' (Olsorn, 1982, p. 65).



TABLE 6 : Differences in the Sources of Growth (% per year}

France Germany UK
1613-30
Labour Input -0.17 0.38 0.12
Education 0.36 0.24 0.33
Capuzl Input 0.65 6.62 0.82
Total Factor Productivity 8.67 0.28 0.35
Backwardness 0.04 0.2 -0.04
Other Specific 0.06 -0.09 0.03
Residuul Efficiency 0.537 0.17 0.34
1930-73
Labour Input 618 8.13 0.01
Educanon 0.39 0.19 0.20
Capnal Input 1.84 227 1.75
Toal Factor Producuvity 3.02 3.50 127
Backwurdness 0.7% 070 0.17
Other Specific 0.43 0.54 0.35
Residual Efficiency 1.88 2.26 0.75
1973-87
Labosr Inpus -0.24 -0.49 -0.19
Educanon 0.56 0.05 0.4
Capnat Input 148 1.28 112
Toai Factor Productivity 0.92 1.01 0.82
Backwardness .11 (.28 -0.25
Other Specific 0.19 0.22 0.33
Residual Efficiency 0.62 8.51 0.74

Source: denved from Maddison (1991) as 1n Crafts (1992a).

Olson developed his argument both 1o explaia the penerul speeding up of TFP
growth 1n the Golden Age and the subsequent slowdown, as well as 1o account for the
differest expenences of countmes like Sweden, West Germany and UK. He argued
that trade liberalizanon and particulariy the formation of new arrangements such as



TABLE 7 - TFP Growth n Different Periods (% per year)
1950-62 1960-73 1973.9 1979-90

Belgium 19 39 1.5 1.4
Denmark 1.8 2.8 1.2 1.3
France 35 4.0 1.7 1.7
Germany 4.5 2.7 1.8 0.8
laly 43 4.6 22 1.3
Nethertands 2.4 31 1.3 0.9
UK 1.3 2.3 0.6 i.6
Czechosiovakia

Officiat i 23 2.1 0.2

Adjusted na 1.3 0.3 -L.5
East Germany

Officsal 4.0 24 1.9 1.2

Adjusted 29 1.8 1.0 -0.5

Sources:  Demsor (1967), OECD (1991a), Klacek et al. (1993} and
Ritschl (1995); data for 1950-62 and East Europe reiate to
GDP others 10 busingss secior.

the European Community broke down mierest group barriers to growth, although
eveniually these reappeared in the new conext. Fast growth in the early postwar
perniod 1n counimes like Germany compared with the UK would be expecied since
distributonal  coslidons were temporarily destroyed by imdally rtotalitarmian
government and then more fully by foreige occupation. Better growth in Sweden
than the UK could be explamed by the highly encompassing nature of Swedish but
not Bntish special interest groups as reflected, for example, by the differeat naure of
thewr trade unions. Fuarther reflecuions on these themes can be found tn Olson {1993).

Although, political economy considerations surely do play a serious part both
1n the success of postwar reconstruction and in relative success and faliure 1n postwar
growth, the onginal formulanion proposed by Olson hus been quite srongly criticized
in subsequent research. Two points have been well made 1n recent papers. First, the
suggeston that Germany was purged of sclerouc interest groups in the 1940s 15 hotly
contested by Pagque (1994). Second, more generally, Unger and van Waarden (1994)
suggest that the overall impact of interest groups on growth 1s much less adverse than
Olson clmims and that the differing expenences of the 1930s and 1940s had little
impact on the subsequent power of disrributional coalitions.

Economemric analysis of imernanonal cross-sectrons has also tended to reject
the sclerosis hypothesis.  Crafts {1992b) found that adding various measures of
corporatism as & way of looking at the degree of encompassing 1n organizations added



no explanatery power to a convennonal model of carch-up growth. Similarly, Casties
and Downick {1990) found that, having allowed for capntal and labour growth and an
imstial sneome gap, a vanable measunng nme since the fast nterTuption 1© domestic
dernocracy was wmsignificant.

e} Demand Stabilizanon

Keynestan economists kave always siressed the absence of economic cnses i
the Goiden Age and have argued that the posiwar commmtment o demand
management and the stbility achieved under the Bretion Woods syster were more
conducive to nvesiment and growth than the shocks of the 1920s and 1930s.
Similarly, the stagflauon of the 1970s 15 blamed for the abrupt ending of the Galden
Age. Arguments of this kind also feature prominently i Maddison (1991).

Perhaps the best known exposition of these views can be found in Boltho who
argues that 'If cheap technology and sbundant labour and raw matenals were aol
nove! features of mdusmal Europe, something else must still expimn why n the
1950s and 1960s they led o 'supergrowth’ ... Such an explananon would seem to have
1o come from the demand side’ (1982, p. 15).

TABLE 8 : Demand Fluctuanons and Growth (% per year)

Effect of Siandard Effect of Standard Sum
Devianon of ¥ Devianon of RM

Ausina 1.3 -1.1 0.2
Belgum 1.1 -0.5 a.6
Denmark 1.3 -3 134
Finland .6 -1.5 1
France 8.9 -0.6 0.3
Germany 1.3 -0.8 0.7
ireland 1.2 -0.8 04
{raly 1 -(0.8 0.6
Netheriands 1.4 -0.9 0.3
Norway 08 0.5 03
Porugal i.6 -1.1 0.5
Spain 1.5 -0.9 0.6
Sweden 0.9 -1.0 0.1
Swiszerland i.8 -0.9 0.9
0.9 -0.9 0.0

Source: derived from Kormendi and Megure (1983, p. 149, equation (4)).
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The best-known atiempt to test this hypothesis was that of Kormendi and Meguire
{1983), some of whose results based on internatzonai cross-secnion regressions for 1950-77
are reported in Table 8. They found that a higher vanance of output was actually posuively
rather than negauvely refated w0 growth bul that greater vanation i unanticipated money
{RM) did, as expected, reduce growih. Companson eof equations with and without
invesmment as an addidonal explanatory vanable led Kormendi and Meguire o conclude that
the umpact came partly through greater nvestmen! bul more through higher returns 1o
invesonent

These resulis provide rather muxed support for Boliho's positien. They do not suggest
that fine tumng via demand management explams relatrve success and failure 1n growth but
they do indicate that unpredictable policy 1s bad for growth. No companson is available with
other penods but it does seem probable that menetary shocks were larger in the mmerwar
period and the regressions show that this might have had a senious adverse effect on growth.

While this may be true, Boltho's emphasis on demand as the key difference berween
the interwar and postwar periods seems to be overstated. In pamcular, n underptays the
much greater post-war ease of technology transfer relative to the previous decades together
with the reduced importance of naturat resources and domesnc market size in making i
easier for Europe 1o catch-up the USA in the postwar perted (Nelson and Wright, 1992),

d) Expori-Led Growrl

An alternanve Keynesian view of postwar growth was put forward by Thiriwall
(1979) following in the footsieps of Beckerman (1962) and Lamfalussy (1963). Here the
central hypothesis 1s of a batance of payments constraiat on demand and thus on growth. The
full story then involves vintuous (vicious) curcles n which betser (worse) export demand
growth prospects promote higher (lower) imvestrent which enhances (retards) productivity
and compeunveness and further reinforces differential export growth prospects.

The flavour of these arguments 15 well-reflected in the following: 'Rates of growth of
capacity, and hence ougput, in the long run are determned by expectations about future
demand prospecis” and 'the first place to sian seeking an explanation of widely divergent
growth rates 15 1n the field of the conspicuous role played by buoyant exports and the foreign
balance 1n deteruning relanve growth rates in Europe 1n the last decade’ (Beckerman, 1962,
g. 916, 918). Shorty afterwards estmates of income etasucities of demand for exponts by
Houthakker and Magee (1969) seemed to show a starnng point for these viruous and vicious



curcles; therr results, reported 1n Table 9. showed a huge apparent advaniage for Japan over
the UK.

TABLE 9 : Income Elasucities of Demand for Exports
Houthakker Balassa
& Magee (1953-71)
{1951-66)
Austna 1.59 2.04
Beiglum 1.87 1.98
Denmark 1.69 1.82
France 153 2.04
Germany 2.08 227
1taly 295 207
Japan 355 2.00
Netherlands 1.88 1.01
Norway .59 1.82
Sweden .76 1.93
UK 0.86 2.20

Sources: Houthakker and Magee (1969) and Balassa (1979),

However subsequent research has not been very kind to these export-led growth

hypotheses. Three points 1r parncular should be noted.

(i)

{ii)

{iii)

Houshakker and Magee's esumares are now generally regarded as unreliable. As
Table 9 shows, Balassa calculated constant market share {ex-ante) elasticities based
on a dewiled disaggreganon of made by commodity and market which show guue
munor differences i mmiial positions and thus no real basis from which the
vicious/virtuous circles could develop.

Indeed, it seems fikely that Houthakker and Magee's esamates reflect differences in
export supply capabilities. Krugman (1989) set out a plausible model based on inma-
indusiry trade 1n which countnies with a faster rre of growzh of productive potenual
exhibit a faster rate of increase in the vanery of their exports, gain world markes share
and appear 0 have faced higher mncome elastcities of demand for exports, In
Krugman's re-formulaton 2l the differences enginate on the suppiy-side.

The Beckerman/Thirlwall model depends oa an absence of convennonal neoclassical
price effects which would correct balance of payments disequilibna and, at bottorn,
supposes a1 world of real wage ngidity. This s widely rejecied empirically as an
acceptable longrun proposiion (Layard et al., 1991, p. 2100,



) Labour Supply

A number of wnters have seen an elastc labour supply as a key factor underwnting
the supergrowth of the Golden Age and another reason why, in the 19305 especially, German
growth coutd outstnp that of Briamn. Several varsants on this theme were proposed dunng
the 1960s. As was menuoned earlier, Denison (1967) found reallocanon of labour from iow
productivity agricuiture 1o be a magor (ransitional} additon 1o TFP growth. A much mote
controversial hypothesis was advanced by Kaldor (1966).

Kaldor argued that the manufactuning sector was ceatral 1o postwar growth and that
Verdoorn's Law operated 1 this sector, Le., that fabour producnivity growth was a positive
funcuon of the growth of employment. This mught be seen as a kind of dynamic economies
of scale. Countmes 1n which there were reserves of agnculwral labour or substantal
inmigranon coutd benefit from Verdoom's law and would experience faster growth.
Relauvely siow growth would be the ouicome in 1the UK.

A number of sebseguent articles challenged these clmms. Crucially, Kaidor's
approach and that of his disciples, Cripps and Tarling (1973), assumed away caich-up growth
based on reducing the techrology and capual/labour rane gaps between Eurepe and the USA.
The economemce evidence n favour of Verdoorn's Law as a general proposifion was readily
shown to be very weak (Chatterji and Wickens, 1983; Gomulka, 1971; Rowthom, 1975).

The most inmguing version of the labour supply hypothesis was proposec by
Kindleberger (1967). He was carefut not to claim too much: ‘the availability of excess labor
does not determine the levels at which growth will be mamtained... An elastic jabor supply
supports high rates of invesment ... Bui the fabor supply... 15 a permussive rather than an
untating or even a determinng factor’ {1967, p.4). Kindleberger invoked the famous Lewis
madel of development with unlimuted supplies of labour and argued that an elasnc labour
supply sustained the share of profits,

This predicnon 15 not, however, one which would be denved from the modets of
growth and unempioyment normally applied re European economies today. In the standard
barganing model framework of the NAIRU model, profiis share is independen: of the
bargained wage and of union power while at the macro level unempioyment adjusts to brng
the target real wage into line with the feasible real wage (Layard et at, 1991, pp. 160-9). Ina
growth model employing tertemporal maxumizanon, accumulation depends on the return 1o
mnvestmen: and the perceived opporiunity cost of investment not the share of profits.



MNevertheless, Kindleberger's suggesuon that wage moderanon may have been
impartant 1o the funching of the Golden Age 15 still one that deserves to be taken seriously
and 1§ explored 1n considerable dewif by Eichengreen {1993). While ai the macro level
unemployment can sustun profits, at the micro level where nvestment decisions are made
the expecied rate of retusn depends on workers' ability so commu themselves to restrasn wage
clums, despiie the faci that they arc too small o influence the NAIRU. Posiwar
circumstances may indeed have been unusually favourable 1o the creanon of instutions
which would facilitate wage moderaton by werkers i return for high investmest by firms.

Overall, this earlier body of work suggests thar the Golden Age was an unusuai penod
and provides some useful msighis both nto the achievement of high growth and o the
reiative success and failure of individual countnes. Nevertheless, at the very least i must be
recogmized thai even the most plausidle of these accounts leaves a large number of loose
ends. By companson with more recent theorizing on growth, several pomts appear rather
unsansfactory. In particular, there 15 very fittle emphasis piaced on human capual, demand
scems o be given o much prommence while guestons of caich-up and convergence are
wreated i a rather casual fashion. Above ail, the large roie ieft for ‘residual efficiency’
changes 1n growth accounung suggests a need for further research.

4. Recent Developments in Growth Theory

As we have seen, until quie recently mansmeam economics anaiyzed economic
growth 10 terms of the Selow moedel and us empirical counterpart, the growth accounting
pioneered by Abramovitz, Demson and Kendrick and conunued most notably by Maddison
{1987). Nevertheless, economusts were uneasy about this. As van de Khundert and Srmulders
put 1 "The neoclassical model can explain the stytized facis as listed by Kaldor ... However,
the way in which the mode! expians these facts 15 unsausfactory. All long-run growth stems
from factors outside the model ... An inunively appealing model of growth would aliow for
permanent effects of savings and taxation by endogemzing technological change” {1992, pp.
180-1). Three aspects of recent auempts to wprove upon waditional growth economics are
of purticular interest for postwar European expernence.

First, accumulation of capiat plays & bigger part in growth outcomes in the rew
growth theory. The concept of capnal which 15 embraced 15 typically ‘broad capaal’ which
subsumes both physical and human components, the latier compnising skiils and/or a stock of
knowledge. A common feature of balanced growth solunons invoives a constant steady siate

rano of physical to humas capial and an implicanon of this approach, at a minimum, 15 that
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diminishing returns to the accumulazion of reproducible factors of production are much less
severe than in a maditional Solow model. The well-known Mankiw, Romer and Weil
Augmented-Solow model (1992} has an exponent on broad capital in a Cobb-Douglas
framework of 2/3, double that on capnal in the Solow model. In general, there is a strong
expectanion that with a broad concept of capual there may be important externalities io
mvestmens.  Some modeis including, for example, the famous Rebelo (1991} Y = AK
formulstion sssume consiant refurns to broad capual formanon 1n which case growth can be
regarded as fully endogenous. 1t should be noted that radical revision to growth accousnting
methods may be required if modeis of this kind are empinically vetified.

Second, savings/investment decisions me now explicitly placed in terms of
opumizing behaviour rather than exogenous as 1n the Solow formulasion,  Similarly,
substantial attent:on has been given o introduciag imperfect compention o growsh models
to provide an apprepnate incennve stuciure for investment n innovauve activity (Romer,
1994). An mmponant smplicanon of these developments is 1o allow economie policy and
instifunional structures @ much greater potenual mmpact on growth outcomes through the

investment processes on which they impinge.

A third impornant feature of recent work s research into convergence. The raditional
neociassicat and Augmented-Solow growth models embody convergence 10 a steady state
growth rate. If counmies had idenucal technofogy and the same savings and populatton
growth rates, then in the long run convergence would in all cases be to the same steady siaze
growth rate and per capua income fevel. The speed of convergence depends in partcular on
the seventy of dimnishing returns o capual. (No such mechamsm operates in the Rebelo
madel.)

As this convergence process takes place, we would expect n the cross-section of
counmes 10 observe both a segaave relanonship between the mniial level of income per head
and also a reduction i the coefficient of varaton of per capiia mcome which would
eventually lend 1o zero. Barro and Salz-i-Martin (1991) calied these [ or o-convergence

respeciively.

Actually, the process which may be observed 15 probably more likely to be one of
‘conditional convergence’, as growth accounung implicitly assumes, as econormc historians
have always teaded to believe and as new growih theory emphasizes. Here allowance would
be made for addizrional vanables such as "social capability’, rechnotogy gaps or accumulation
swategles and these would be to be controtled for ia regressions of income on mitial income

tevel. Conditional convergence mght i principle be based on 1miial disequitibra 1n factor
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proporuons or on technology transfer 1n a world where obstactes are reduced.  Indeed
technological caiching-up' rmght be observed 1n coatexts which produce local rather than
global convergence (Durlauf and Johnson, 1692).

It should be recognized that while the new growth econerucs has produced a
substanual volume of empinical research 1n several 1mportant respecis theory has run ahead
of measurement, especiaily wih regard to examimng differences within the advanced
countnes rather than between the First and Third Worlds. This 15 parucutarly true with
respect © measunag human caprial, which s unforiunate given the new weight attached 1o 1t
by theory, and in the area of guantifying influences on the ex-ante decision 1o wvest.

3. Europe's Postwar Growth in a2 Long-Run Perspective : Some Quantitative
Aspects

Secuen 2 essablished the broad guanatative elements of the umique expenence of the
Goiden Age and of the subsequent slow-down. In this seclion we scrulimze the data more
closely using modern analyte tools 1@ review key ideas both from econormc history and the
sew growth economics,

Imsal msights 1o growth 1n the Golden Age can be obtained wsing tme series
econometrics, as i Crafts and Mills {1995). Some of their results are summanzed in Table
10, Crafis and Mills' approach takes seriously Maddison's suggesuon of epochs in growth
and estimates a segmented wend with breaks at 1914, 1919, 1939, 1950 and 1973 for
countries with iong run GDP data. Tests are also given of the lanossy (1969} hypothesis,
weli known to studems of West German growth, that the Golden Age was an em of
reconstruction and rapid recovery back o a long run rend path of growth as in the Selow
model, bused on a constani exogencus rate of Harrod-neutral technolegical change and, thus,
tabour productvity growth.

The esumates in Table 10 give swong suppor o the hypothesis that for European
counmes the trend rate of growth was exceptionally rapid dunng the Golden Age. The
iechmeal details of the estimanon also establish that the hypothests of a unit root 1n GDP per
person can be rejected in favour of the segmented trend siztionery allernative 1n every case, a
resull which goes apamst the idea of fully endogenous growth with constant returns 1o
accumuianon, Further tesung revealed that, when growth slowed down agan, in all but one
case (Denmark) Europenn countmes were enjoying a higher ousput per persen to that which
mught have been expected simply on the basis of exmrapoiaung their pre-1914 experience.
However, although the pure Janossy hypothesis is generally rejected, in a number of cases
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TABLE 10 : Esumated Trend Rates of Growth of Outpur/Person in Different Periods
{% per year)

18601914 1920-34 1951-73 1974-89
Belgium 0.56 1.01 3180 2.06
Denmark 1.77 1.58 3.46 1.59
France (.96 0.78 4,92 1.42
Germany 1.47 2.91 511 1.26
{taly 1.47 0.21 53 2.05
Sweden 1.52 3.03 3.42 1.62
UK 1.04 1.56 2.24 1.83
USA 1.70 0.86 1.54 1.89
Noge: Dataset taken from Maddison (1991); stant date for faly = 1861,

USA = 1865,

Source: Crafts and Mills {1995) which inciedes fuil details of estimanon methods,

statistical significance and testing for unit roots.

backward extrapolanon of the post Golden Age rend does go back to join the actuat series at
a pre-disturbance date, if the final break of rend is dared by an endogenous search procedure,
Italy is a case in point as 15 shown in Figure | where the conirast with the US stands out.
Thus, the Janossy (1969) stress on reconstruction as an umportant mgredient i Golden Age
growth i many European couatnes 15 still useful even though his madidonai constant rend

neoclassical growth model appears oo nigid.

Levine and Renelt (1992) conducted an extensive analysis of the findings of empirical
work on growth 1n the 1960-89 penod based on internatonal cross-secnon datasets. Thewr
work 15 set i a carching-up framework and provides esnmated eguatons to account for
growth while at the same time wvesugatng the robusiness of alternanve specifications,
Their results offer an aliemnanve to Maddison-style growih accounting and do not umpose
assurned elasuciies of ourput with respect o physical and human capual formation.

tn Table 11 we use one of Levine and Renelt's equations to consider what new growth
theory muight suggest accounts for the speeding up and slowing down of European growti in
the posiwar years. This equanon predicis growth of outpui/person using measures of the
imtial  producavity gap, investmenl and govermment consumpuon shares and school
enraliment rates as independent vanables, Although Levine and Renelt doubt the robusiness
of the government consumption variable, we include it here given the srong evidence that
there 15 a robust refabonship in OECD couninies, if not across the whote world (Downcek,
1992).



TABLE 11 : Using the Levine-Renelt Model 10 Account for Changes in European Growth of

Qutput/Head
1623-38 1930.73 1973-89
Constant 2.0 2.01 2.01
inuial GDP/Head -2.43 -2.49 -3.55
investmeny/GDP 1.42 232 2.06
Secondary Enroliment 8.16 (.68 0.79
Primary Enroiflment £.90 1.99 1.79
Government/GDP -0.62 -0.87 -1.27
Forecast 244 3.54 1.83
Actuai 212 3.84 2.14

Sources: Esumates are for unweighted averages of European countmes in Maddison (1991)
excluding Belgium and Swizerland and use Levine and Reneit {1992) equanion
(ii) with populatzon growth and irreievant dummies 1gnored. The imual income
vanable was expressed as a perceniage of the US level in each year and this figure
was then multiplied by 1930 US income per person 4s measured by Levine and
Reneit. Basic sources of data were Maddison (1991), Michell (1988) and OECD
{1991b) augmented for interwar mvestment by Maddison {1992} and for interwar
govemment consumption expenditure by dens Bakker et al. {1990), Feinstein
£1972), Hansen (1974), Hjerppe (1989), Krantz and Nilsson (1973), Rosst et al.
{1992), Sermmanva and Tullio (1986) and Viila {1993).

Taken at face value the results in Table 11 indicate the followag.

{i} The acceierauon in growth in the Goiden Age came from greater investment in both

physical and hurnan capstal rather than a larger inidal income gap than wn the interwar penod.

(iiy  The speed-up 1n growth 1n the Golden Age has 2 significant unexplained component
(of about one-third); the Golden Age saw wmproved growth which may reflect an enhanced
caitch-up capability in the postwar world and/or adverse effects of protecuonism and demand
shocks 1n the mterwar period.

{iii}  The slowdown n growth after 1973 is quite well-explained and reflects lower scope
for catch-up, as captured by a lower wntial income gap and a nsing share of government
consumpiion.

Compared wuth the results obtained by traditional growth accounang, this approach
attributes more of the acceleranon n growth 1n the Golden Age 10 human capual and less to
TFP growth. Thus 141 perceriage points of the .72 increase in growth hetween 1923.38
and 1930-73 1s auributed to bread capital accumulanon. However, the slowdown after 1973
1s arributed much more to erosion of catch-up opportumiies than in Maddison's work (cf.



18]
ta

Table 6) - m Table 11 this explans about three-fifths of the change in growth rate pre and
post 15973,

Such mechanical exercises must however be reated with some scepucism, as the
faifure fully to account for the change 1n growth before and after World War 11 underlines. A
central difficulty 15 the crudeness of the proxy for human capual formation which, as with
raditional growth accounung, does not encompass on the job and vocational triming.  Also,
although the results hint a; an enhanced ‘social capability’ for growth in postwar Eurcpe they
cannot identify 1s source and in that respect offer no advance on earfier growth accounung.

The suggesnon that there was something different about the post-1943 growth process
15 sirengthened by explicil consideranon of coavergence. As has been widely recogaized, the
evidence 15 against - and o-convergence prior to 1950 in Maddison's (1991, p.53) daraset
for the advanced counmes. Since 1950 B- and o-convergence in GDP/hour worked have
been soongly present.

Conditiona! convergence since 1960 1n the OECD has been extensively anaiyzed by
Andres et al. (1993). They breadly suppont the Mankiw, Romer and Weil (1992) analysis m
that they find a convergence coefficient of about 2% per year and slowly diminishing returas
to broad capual which has an exponent of about 0.8, These resulls are subject, however, 10 3
number of smportant qualifications. In parncular, Andres e al. find that convergence
charactenzes the peniod before 1973 rather than afier and that the model estunates are not
stabie over sub-samples suggestng differences 1n the underbyving production funcnons across
couniries.

Indeed., Broadberry (1995) suggests that, at least as far as manufactunng 1s concemned,
the evidence suggests that there 15 a European “convergence club’ but that Nonth Amenea siill
has a large producnvity lead after the Golden Age which may prove hard 1o reduce further as
market size and natural resource endowmenss siill play a role, albeu less significant than pre-
World War H. In other words, North Amenca may belong 1o a different ‘convergence ciub’
and this suggests that there were limis to the profitabifity of imitaung American methods.
Broadberry's long-run data are shown i Table 12, This table tends 1o suggest that catching-
up i masufactuning was mcomplete dunag the Golden Age and that other elemenss such as
soructural change and reduced productivity gaps eisewhere in the economy also played a part
i overali catch-up.
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TABLE 12 : Comparanive Levels of Labour Producuvity 1n Manuofacturiag (UK Output per
Employee = 100}

1870 1913 1920 1938 1930 1973 1989

UK 100 100 160 100 100 160 100
USA 04 213 250 192 263 215 177
Canada 132 230 256 218 237 229 185
Austraiia 138 102 101 95 86 81

Germany 100 119 165 107 95 119 105
Netherlands 102 117 88 133 128
Norway 90 109 0% 103 104 83

Sweden 142 94 100 118 128 121
Denmark 115 08 358 89 53

France 79 82 76 84 114 115
haty 30 59 40 68 96 111
Japan 24 32 42 20 95 143

Source: Broadberry (1993).

An umporiant element i the caich-up growth of the Golden Age was clearty &
reduction tn technology gaps which had previously been sustmned by protectiomsm and
limited ransferability of Amencan know-how {Neison and Wright, 1992). Verspagen {1995)
1 an mvesngation of o-convergence based on analysts of the effects of patenung on growth
concluded that cawching up effects were refaied 10 genune convergence in technological
competence but that nevertheless serious differences in technological capabilities remain, 1.e.
that the technology assumpnions underlying pure neoctassical growth modeis did not obtain.

These resufis are 1 many ways similar o those of Helliwell (1992) whose
econometric study found strong convergence effects n techmeal progress in the QECD
during 1963-89 with evidence that these were intensified by increasing openness 1o
internanional trade.  Ben-David (1993) filled ow this prowure by establishing also that o-
convergence among European countries was partcularly marked in the immediate aftermath
of episodes of tade liberalizanon,

Overall, what picture has emerged from this long run perspecuve? The following are

the key points.

(1) The cenirai aspect 15 the highly unusual nature of growth in the Golden Age, 1950-73
which has beea revealed by each of the approaches we have considered. The penod
was one of unprecedentedly rapid catch-up by Europe of the USA and, among the
Furopean countnes, one which 1s characterszed by both [ and « coavergence in

Barro and Sala-i-Marun's terminoiogy.
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{ity,  The empincal implementation of new growth theory considered @ Table 11 offers
further support for the argument 1n section 3 that raditional accounis of postwar
growth give too finle weight 1o human capual. At the sume ume, the improvement in
srowth relative to the interwar period is not fully accouated for by cureat methods of
guantification.

(i)  While reconstrucuon played a part in the Golden Age, caiching up invoived far more
thar this. Technology gaps were reduced and investment reached unprecedently high
ievels. As Abramovitz put it {1986, p.395), this was "the pertod when - excepnonally
- the three eiements required for rapid growth by catching up came together... large
technological gaps; ealarged social competence... and conditions favouring rapid
realizanon of potental”

{iv)  The European countries seem !0 have been in an Augmented-Solow rather than a
Rebelo-type world - 1n which case the eading of the Golden Age should not nave beea
such a surpnse. This seems 10 be a reasonable nference based on the results of
Andres er al, {1995) and Mankiw, Romer and Weil {1992) together with the generat
absence of a unit root 1 GDP. In the long-run, though perhaps not soaghtaway,
weikiy diminshing social rewurns [0 the posiwar investment boom could be expected

angd scope for caich-up would be dirumshed.
6. The Years of High Growth

As we have seen 1n the previous sections, the so-called "golden age" (roughly daed
1950-1973) 15 ussque ta the hisory of the European economy 1n terms beth of growth rates
and cyclical stability. So far we have exarmmed a number of quanntative explanations of the
causes of the Golden Age. Some of them are more sausfaciory than others. The recent stress
on conditional comvergence, human capnal and ensdogenous techmical change has
undoubtedly advanced undersanding of this fast growth episode. Nevertheless, much
remains to be explaned. in order to fill out the picture, we now consider some key histoncal
and insttutonal factors that make the 1950s and 1560s a unigue penod in the economic
history of Europe.

The Legucy of the 19305 and of the War

Dunng the interwar years, the aggregate European ¢conemy grew af d slower pace
than the Amencan, in terms both of output and producuvuy. The performance of Europe was



26

also below its pre-1913 record {Maddison 1991). The feaiures of the European siow-down
durnng the 1930s were fikely 1o give way 10 a process of catch-up according 10 a neociassical
view if we consider the latter as a functzon of an increasing gap between steady state and
actual outpus per worker (Barro and Sata Marun 1991). The taiter resulted from the siow
down n the aceumulauon of physical capital not being matched by an equal deceleraton i
human capuai formanuon. Even during the war, the depietion rate of the two kinas of capitat
was biased against physical assets, parucutarly those in the social overhead steck. In
addinon, diffusion of wechnology speeded up and Amencan know-how was more fully
deploved 1n Europe. in effect, the new postwar world offered greater opporiunities for
effecuve technotogy wansfer {Nelson and Wright, 1992).

A wypical siuanos for swifi caich-up growth was thus created: once trade and
miteltectnal bamers were removed, the transfer of technology - both embodied and
disembedied - was met by an adequate stock of human capual in the recipient countries that
made possible a rapid narrowing of the gap between sieady state and actual product per
worker. In a more generit Abramovitz (1986) framework, one may say that Europe's overall
"social capability” for growth had been hibematng but had not been destroyed,

Reconsirucnon and Post-war Senttement

War-time loss of output was considerable. In the largest Continental counimies
{Germany, France and lialy) the producnive effort of more than an entire generation were lost
a5 1945 per capia incomes stood at around the 1900 levels, as Table 2 reported. The speed
of “reconstruction” (by which we mean the recovery of the 193§ leveis of producton per
head) took most observers by surprise. In five or six years, at most, the losses 1n output and
capttal stock were made good. The process of recoasouction does not need 10 concern the
present discussion of ionger run causes of post-war growth except for noung {(a) that u
provides yet another proof of the existence of an exceptional "sociaf capability” for growth
almost everywhere in Europe, (b) that 1t is likely 1o have set in motion the expiontanon of
scale econommes and thus longer-run INCreasing retums,

The social, legal and political institutions, botk internationat and national, created
soon afier the war are of paramount importance mn explaining the extraordinary growsh of the
1950s and 1960s. The establishment of such institutions, or the "post-war settiement” as it 15
come to be known 1n the Hierature (Eichengreen, 1993}, 15 plausibly seen (Maier 1987) as the
terminal pomnt in a process mmed at reversing the cnsis that afflicted European liberal
capitalism at the end of the 19th century. In this view, two related problems needed 10 be
soived during the 20th century by the élites supenmending Western European societies: those




of leguimanon and those of producnen. The leaders of the 1920s "raliied with persuasive
Jjustificanons of caputalist entrepreneurship” but "they did not solve the econome dilemma of
contiruous producnion and high employment.. only by the 19305 were afffictions that
undermuned capialist stability effecuvely overcome as a whole. The cumulatve achievement
reguired the insutunonal flux that was left 1n the wake not of one but of two wartime
upheavals” (Mawer 1987: 162). Rather than simply contrasung the unwise outcoms of the
Versailles Peace Conference with the prudence of Brewoa Woods and of the Marshail Plan,
this perspective to 20th century history heips n understanding the roots of the second “post-
war settlement” and, thus, us pervasive and lastng tmpact on Ewropean societies. In
employing 1ts newly-found leadership 1o "ensure the primacy of economics over politics and
10 de-ideclogise 1ssues of political economy mto questions of output and efficiency”. the
Unuited States simply encouraged an existing wend, did not impose it (Maler 1987: 146-9). It
15 thern possible 10 speak of a "consensual American hegemony” in the sense that a social
basis for productivity-enhancing politics had acquired solid foundanons 1 Europe.

The "post-war seutlement” consisted of two mutually reinforeing parts: international
and domesuc. The high investment ratios that charactensed the "golden age” rested on more
or less explicit social pacts mmed at tacreasing productivity whereby workers exercised wage
moderauon on the understanding that capialists would plough back thew profits o the
productive process. The relative degrec of economc success of individual countmes
depended to a fairly large exteni on the ability 1o make the “pact” appealing and credibie in
the long run, The nternauonal setung was crucial in both respects. On the one hand, 1t made
the "pact” appealing by guaranteeing a munimum standard of living duning the early post-war
yeurs through the Marshail Plan and the European Payments Union.? On the other hand, it
created an environment (charactensed by stability w demesnc prces and exchange rates and
by growing international rade) which made agents confident about the real value of their

ncomes as well as about thewr future 1ncreases.

A somewhat similar pact was reached in Eastern Europe, albent with a higher degree
of caercion. There too production goals acquired pamary soclal relevance. The socalist state,
with the crucial politicat mediation of the party, wok apon uself the role of guaranteeng a
high rate of invesmment and full empioyment i exchange for low wages and social discipline.

13 “The later mattered in as much as i aliowed to avoid a choice between devaluation and

domesuc gefiauon, had full convertibility been chosen carty m the game (Eichengreen
1993:86-9).
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Canses of Growth during the “Golden Age”

We have seen that cawch-up was an importan: element of post-war European growih
partcularly dunng the so-cailed “golden 2ge”, Nevertheless, we mamntain that catch-up 15 by
no means an automatic phenomenon. The peculiar economic, insawtonral and political
circumstances created by the Great Depression, autarky, war and reconstruciion were
varucularly favourable 1o post-war European growth sa general and to caich-up 1n parnculiar.
In what follows, we brefly discuss the inierpiay of favourabie factors that made this unique
epsode 1n the economic history of Europe possible.

Most explanations are unsansfactory. This is rue both of those advanced in the 1960s
and of the most recent ones proposed by the "new growth theory” A stress on the pure
meehanies of “catch-up” is likewise inadequate. In order o0 account for the exceptional speed
ang swbility of European economic growth in the 1950s and 1960s, one must take into
account the equally exceprional circumsiances whereby a number of faciors affecting the
production system and the macroeconomic structure were allowed o imnseract with singularly
apt instiiunonal arrangernents 1n the internationa economy and in the individual eountries.

*

The man "vinue™ of backwardness lies i the fact that agents can appreciate the
enormous gains potennaily nvolved 1 borrowing technology and capial from more
advanced countzies, once the “social capabifity” for growth is created in the recipient couatry.
The inroduction of the Tayionst system looked particutarly prormsing in econormes that, by
the early 1950s, enjoyed a level of per capua income (not oo far off the US level in the early
1920s) charactensed by high ineome elasucuy of demand for consumer durables. Some of
these countnes had Just begun expersmenung with mass producnion soon before the war
(Brtmn, Germany). The appreciation of the existing potennat for growth is witnessed by the
number of productivity nusstons seat 1o, or invited from, the United States to see “how

American prospenty could be emuiated” (Glyn et al 1990: 56).

In order 1o wke full advaniage of the adaptanon of American technologies o
Eurcpean conditions, business and trade umon practices had to be adjusted accordingly. The
speed and the lasung 1mpact of adaptanon vaned from counmry to country but the spread of
the new productivity ideology, swressed by Maer, was unmiversal. The “new international
order” was crucial in inducing both entrepreneurs and workers 10 adopt the necessary changes
in their respective behaviours. in parncutar, it provided both a short-term bridge to the new
growth path and a guarantee of #s payoff in the leng-run. It was this extraordinary mix,
seldom to be found in other historical crrcumstances, that mggered the "virtuous circle” of
the "golden age" It was often the case that governments were faster than either worker or
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buginess organisatons n appreciaung the potennai long-run beaefits to be drawn from the
new situaton; almost everywhere they created a social and institunosal environment
consisient with tong-run susta:ned growth.

For impored technology 1o produce high productvity growth, an educated and
disciptined work force was a necessary precondition. As we have seen, one of the great
advaniages of Europe over other areas lay precisely in the “previous accumulation” of good
guality human capital. Some wage moderaton, however, was necessary for productivity
guns 1o generate investmeni raos high encugh 1 yield economies of scale and further
productivity gains. Wage moderation depended (i) on a fairly elastic suppty of labour (as
described in Kindleberger 1967) and (ii) on the expectanon of long-term improvement of the
workers' standard of living. The latter condition could be created only by z credible
commuiment on the part of employers o plough back retained profits o invesiment. A
stable international business enviroament, expectanons about o steady decrease of barriers
(both tariff and noa-tariff) to wade and about the stebility of the foreign exchange at a slightly
devalued rate made the commutment both possible and credible (Eichengreen, 1993). On the
domesnc front conditons for a pledge to high rawes of investment were rewmnforced by a
monetary policy which, for being mmed at keeping a fixed parity with the dollar, promsed
low mfianen rates as well. Controls on internztional capitai movemen:s - a feature of the
Bretton Woods system - allowed some governments to pursue a policy of “artificially low"
inierest rates, thereby providing a further sumulus to nvestment in manufacturing, housing
and nfrastructure. A commtmen: to welfare-state provisions was also insgumental in
moderaung wage demands. In terms of rew growth theory, these instituuonal arrangements
played a role similar to that of low direct taxaton and indeed operated to counteract the
record fevels of direct taxation which were a funther aspect of the new postwar European
scene.

Parallel growth of investment, producovity and real wages was the key element in the
unigue eprsode in the economic history of mankind that has come 1o be known as the goiden
age of capnatism. Income distribution was crucial to the cosunuauon of this process. As long
as 1t was consisient with a balanced growth of consumption and nvesiment, high rates of
growth in output and productivity could continue i an environment of extmordinary
macroeconomic eguilibnum which came to be built i ino expectattons and, therefore, 1o be
an importast reinforcing element of the growth process uself.

in Secnon 8 below we bnefly discuss some of the country-specific feasures of the
process of rapid growth of 1930-73. Here, however, we would tike 1o stress that many of the
causes that are likely to explan such process are common to all the counmes that shared in 1.
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in pamcular, the overwhelming imponance of the memanconal environment 1n generanng
and sustamning growth is wiinessed by the fact that - while Spain and Porugal did not
expenence 1 1945 a real break with the past and were throughout ruled by awheontarian
regimes - thesr rates of growth accelerated in response to the decision to link the economic
future of both countnes to that of the West. Thus, 1n 1953, with the so-called Pact of Madrid,
Spain allowed the United States 1o open airforce and navy bases in return for technoiogical
aid and, more generally, for bemer prospects of long-term integranon in the “Atlantic
economy” (see, for insiance, Preston 1991). Porugal aimast doubled us average rate of
growth, relative 1o the previous decade, afier joiming the Bretton Woods system 1n 1960,
The [rish case can, perhaps, be taken as a proof a contrarie. The Anglo-Irish agreement of
1948 was too narrow 1 ntemational scope to result in a posidve shock to entrepreneurial
expectanions while the best performung years of the Insh economy are those that followed the
1958 commument to wade liberalisation (('Grada and O'Rourke, 1895).15

Relauvely rapid productivity growth also surfaced in Eastern Europe dunng the
Golden Ape, although here z high rate of capital aecumulation enforced by Communist
governments loomed large. Indeed, growihr 1n these countes relied heavily on the
mobilizanon of factors of production mto the industmal sector in which ceawral planning
tended 1o promote mnefficient use of resources together with infenor 1nnovanon performance
{Bieaney, 1988, ch.4). Given these charactenstics of the Communist bloe, marked tendencies
to slowdown towards the end of the Golden Age were 1o be expected as capital stock growth
and capnal productivity growth decline and mansfers from the backward sector dry up
(Ekriich, 1993, pp.312-9).

7. Slow-down and Instability

After the early 1970s, the pace of expansion of European production and producnivity
fell back to us secular mend, close to Kuznets' modemn ecomomic growth sverages. in
partrcular:

i) the average annual growth rate of GDP fell 1o 2.6 per cent in 1973-79 and 2.0 per cent
in 1979-80; the performance 1n the latter penod was stightly worse than that of the
US. (Glyn 1993, Table 1);

14 Porugal's average growth rate in GDP per capita was 3.87 percent i 1950-60 and 6.45
percent in 1960-73.
15 The commiument was 1zken i the Govesnment’s Programme for cconomic expanston m 1958,

fater known as the First Programme (O0'Grada and O'Rourke, 1995).
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(i)  investunent rates equally declined by abous 3 percentage poimnts for the whole of the
business sector and 1.3 per cent for manufactunng in 1979-89 (Armstrong et al 1991,
Tables A3 and AG).

(i)  both GDP per worker and manufactunng ourput per hour worked growth halved
rejative to the "golden age”

If seen 1n & broad secular perspective, the explanandum i post-war Ewropean
econormc history appears to be not so much the slow-down of the 1970s as the growth spunt
of the previous two decades. Nevertheless, a large body of literature exists mying 10 explam
the reasons and the urmng of the siow dowa as well as why the hopes for a revival of the
“golden age" after two oil shocks have proven short-lived.1®

The reasons for the longer-run unsustataability of the high growtk rutes of the 1950-
73 are 10 be found in the very success of the "golden age”'7 and in the fact that 1t rested on the
simultaneous - and improbable - occurrence of a number of favourable factors. As we have
seen, high growth wus made possible by the gans denving from the mansfer of the
(Tayloristy mass production fechnology m a recepuve (socially capable) environment
stabilised by a strong Amencan ieadership which made possible an efficient co-ordinanon 1n
the bargaining process for come distribution eading to high and balanced demand for
investment and coasumpiion aad, therefore, 1o macroeconomic stability which i tum
remnforced the process in a sort of virtuous circle. As the individuat building blocks of this
construction nteracted in & musually resnforcing process, so the cracking and eventual
crumbling of one or few of them undermuned the solidity of the enure building.

Triffin (1957) was the first o pomnt jo the self-defeaung insiability of a sysiem of
international payments which postulated both American growing eurrent-account deficus and
the witlingness of the Europeans o hold dollar-denominaied reserves rather than geld. It was
first of all rapid growth uself - more than Amencan domeshc monetary policies - that
stressed the stability of the Bretion Woods sysiem and eventually brought it to an end {Bordo,
1993}, In a broader perspective, one can say that 1t was Amencan teadership itself that rested
on feet of clay. Soon afier the war, us legitimacy hinged on the United States providing
economic assislance i retuem for policy compliance; US hegemony lost some of it legrimacy
in European eyes when, nghtly or wrongly, they perceived the Bretton Woods system as
being utilised 1o exact mwibute through seignorage taccomuianng dollar liabilities abroad anc

16 See, for nstance, the excelient bibliography in Marglin and Schor (1959).

17 "The catch-up process by s own workings uadermined the bases of the growth boom ©

which 1§ gave nse” {Abramoviiz, 1990:9).
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buying European assets with an overvalued currency)” (Maier, 1987; 149). At the same time,
the pursuit of internznonal leadership slowly lost consensus at home as “Amencan hegemons
... could not demand renunciation on the part of the Amencan working classes for the sake of
providing liguidity to the West" (Maer, 1987: 150). International leadership could be
exercised only as long as 1ts domesnc costs were relanvely negligible and for this very reasen
could not be maintazned in an expanding world.

At the same tme, returns denving from high investment rates and from the ansfer of
technelogy eventually began to diminish. And, since the (more or less 1mplicst) social pact
goverming class relanons 1n most European countries rested on the ability of the ecoromy 1o
deliver rapidly expanding standards of living to the workers, 1t became less and less feasible
10 miuntain the particular income diseibunion that had made possible both high imvestment
rates and macroeconomic stability. As the fauer begun te flounder and profit shares to fall,
the post-war sociai pact was vinteaily over in a number of countries and a chain reaction of
scrambling for mcome distribunon was set 1n mouen. In couniries such as France and Haly,
where both the economy and the social cohesion were wenker, tensions surfaced in the late
1960s; they set n motion a decline 1n profis rates incompatible with the fong-rus conunuaton
of the post-war boom, while at the same nre 1ax rates were now nsing quickly,

If the above factors explaun the detenoration of the delicate sternational andg domestc
equilibria of the “golden age", other more specifically economic reasons may be found
behind the long-term decline in productivaty in Eurepe, as well as in Japan and in the United
States. Among these, one mght menbon: 2} a slow down 1n the potennal for expioitanon of
economies of scale, b) changes in production techrology and c) in demand patterns.

Taylorism and chain producnion technology were paricularly apt at producing
economies of scale intemal to the firm: ar the same ume they were singuolarly fir to profit
from the possibility of drawing relatively unskilied labour from agniculture to manufactuging,
This technology slowly gave way to new productive methods (highlighted for instance by the
Jupanese lean production in the awtomotive sector), the introduction of which was partiy a
TESpOnse (o 4 new consumer sophistication {emphasts on quality, individuai specification of
products znd the like) resuliing from growing incomes and, therefore, from Europe's
economic success uself. However, the shift o new production processes required long and
costly adjustments not only on the shop floor but, much more mmportangly, 1n the society at
large. in parocular, & more flexible use of resources {Iabour) 1 response to demand and
supply shocks was postulated. Such changes took a long ume to come about and are not yet
fully embedded m the European work culre and orgamisation. At the same nme, growing
per capua incomes entailed a demand shift to the service sector. Studies on the lasters
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productivity do nog yield unequivocal results and show & wide cross-country dispersion both
in the leveis and in the rates of growsh of productivity. They seern however, 10 pomt in the
direcuon of siower producuvity growth reiative to the manufactunng secior {e.g. Elfring
1988).

From the point of view of caich-up and cenvergence, post-1973 European growth
expenience was much less clear-cut than dunag the "golden age” In particular: a) relative to
the US, the producnvity caich-up proceeded at o stower rate during the 1970s and stopped, if
not reveried, n the following decade {umder performance vis 4 vis lapan continued
throughout}, b) evidence of inza-European catch-up 15 weaker than in the past (Table 4) but
the previous convergence process within Europe continued. As menuoned earlier, partly as
result of the ianer process, around Netherlands/Sweden's median per capia income (Table 4)
4 cluster of 9 counmes now exists, with incomes faling wathin an interval of + or - 8.0 per
cent. If we rake, with Blanchard {1991), that capiral and labour mobility are likely to produce
convergence, the clusiering of so many European countmes i the same per capita-income
range may be parily seen as the result of increased factor mobility within the commuauy as
well as of its enlargement, from the mid-1970s onward.

The standard sub-division of the most recent pened in Evrope's economuc history -
1973-79 and 1979-92 - 15 still the most useful when focusing on policy making and on
wstitations {the latter wcluding the nse and fall of the European Mongtary System). The
1873-79 penod was subsiantiaily one of ransiien and adjustment. The changes in indusmal
relations, highlighted by wage explosion and strikes - which accompunied the end of the
"Golden Age" account for most of the double-digit inflanon that charactensed 10 of the 16
countries 1n our sample. However, money-supply accommodanon of distributional conflicts
was only a mansnory solunon. The respense to the second oii shock, therefore, showed that
an overal} change in policy stance was under way in most Europeas countries.

Floaung exchange rates had created a wvicious cucle of inflation 1n the weaker
economies and added snecertmnty to the business environmen: everywhere due 10 the much
ncreased level of speculanve capital flows. The creanon of the EMS in 1978 was seen as a
response 10 this sttuaton in that 1 required member countnies to partly tenounce thewr
menetary sovereigaty. Simijarly, after the doilar cnsts of 1978-79, the Federal Reserve
naugurated a penod of nght money. This averall change i policy stance opened the way to
“industial restruciunng” 1n some counmes (Germany) 1L went almost unnouced, bemg the
costinuation of a process of mergers and reorgamsanon that had started much earlier, 1n

others (UK, Taly) i was the result of a defiberate policy asmed at increasing productivity. In
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the lauter case, 11 was made possible by the intervening weakensng of the rade unions!3 due 1o
high unemployment 1n the 1970s as well as 10 broader changes in the compesition of the
labour force. However, except 1n the case of the UK where mdustnal restructuring resulted in
higher output per worker, labour productivity growth was on average lower 1n the 1980s than
in the previous decade,

8. Factors in the Performance of Individua! Countries

In earlier sections we have emphasized common aspecis of postwar European
experience. Now we switch the focus 1o analysis of "winners” and “losers” and to briefly
considering the conribunon made by sew growth theory in explaining relanve success and
failure.

Table 13 gives a first view of success or failure 1n the postwar convergence process
and sakes account of different wmial siarting points which mmply i an augmented
neoclassical modet differennal scope for ‘catch-up growth’. The esumates are based on the
well-known Barro and Sala--Martin (1991) modei of convergence with its suggestion that on
average catching-up reduces the productivity gap by 2% per year. Two points stand out 1n the
table.

(i) European countnes tend generally to exceed predicted rases of convergence while the
oppostte 15 the case for South Amenca. Perhaps Europe and South America beiong to
different convergence clubs and have different sieady staie income levels; perhaps
this table also emphasizes the unusual conjuncture of conditions favourable to caich-
up i postwar Europe.

(i) While the medel's predicnions are unbiased, nevertheiess there 15 a wide vanaton of
performance around the forecast convergence rate. Some European ecenomies did
disunctly bener than others on this normalized basis; for example, France and
Netherlands ouperform Denmark and 1he UK.

18 Judging trom the number of days strike per 100 employces, this was cerzundy the case of the
UK, France and haly where they deciined sharply 1n the 19805 relauve to the 1970s. They
remaned stable i Germany and the Nethertands and rose in the Seandinavian countnes.
{Data on strikes from Glyn, 1993.)
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TABLE 13 : Actual and Forecast Convergence, 1950-86/7.
GDP/MHour (US = 160

Actual Forecast Actual Forecast

Auszalia 78 81 Argentna 28 50
Ausma 74 43 Brazil a5 29
Betgium 86 60 Chile 33 53
Canada 92 84 Columbia 28 38
Denmurk 68 61 lndia 4 8
Finland &7 a8 Korea 21 18
France 94 58 Mexico 27 35
Germany 80 47 Peru 20 34
fraiy 79 48 Philippines 11 20
Japan 61 27 Tarwan 20 i3
Netheriands 92 64
Norway 9 61
Sweden 82 67
Switzeriand 68 72

80 73
Source: Crafis {1992a) based on applying the Barro and Sala-i-Marun (1991) model 10

data supplied by Maddison.

The esumaunen of cawching-up growth models mught offer some clues 1o this
expenience and Table 14 retums w the Levine and Renelt equanon discussed i Table 11.
This allows compansons of predicnons of growth for each country with the average, based on
the faciors fisted in the table, The model works surpnsingly well given that it was esnmated
for a much wider sample and aiso predicts quite & wide range of outcomes within Westem
Europe, partly because st embodies quite a strong cawhing up effect, To reduce distomons
from reconstruenon, the Golden Age s viewed in 1erms of the post-1960 penod.

Table 14 suggests that duning the Golden Age differences i 1mtial income level had
the largest single effect on relanve growth performance, given the large niial dispersion of
mncome levels. As with maditionad growth accounting, relanvely linle difference between
countries shows up 10 education, as enrotment wends were very similar across Europe, though
France and Germany on the positive side and Spain on the neganve side are noticeable v the
1960-73 penod. The UK's weak record in physical investment 1s highlighted as a problem as
15 the relatvely large public sector 1n Denmark and Sweden. [In terms of 'unexplained’
performance, which presumably reflects aspects of 'social capability’ not captured i the
regressions, Ireland stands out as a disappointment but a notable feature is the lack of
correlation 1n this component between the two penods.
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TABLE 14 : Growth Performance and its Sources Retative to the European Average: An
Analysis Based en Levine-Renelt

1960-73

Scope for
Caich-Up

Austra 0.24
Beigiem  -0.08
Denmark  -0.85
Finland 0.13

France -0.15
W. Germany-0.66
Ireland i.18
fraty 0.7%

Netherlands -0.30
Norway -0.51
Portugal 1.95
Span 1.27
Sweden (L6t
Switzerland -1.78

-0.49
1973-89
Ausmz (.33
Belgum  -0.20

Denmark  -0.35
Finland 0.17
France .28
W. Germany-0.20
ireland 1.30
{raty (.36
Netherlands -0.26
Norway 0.08
Portuga} 1.13
Spain 0.77
Sweden -$.63
Switzerland -2.05
UK 018

Sources:  As for Table 1, see exi.

Investment

0.24
-0.24
-0.03

021
-0.63

0.07
-0.32

0.03

0.08

0.38
-0.02

0.01
-0.12

0.36
-0.55

022
-0.28
-(.30

0.2
-0.07
-3.15

6.02
-0.03
-0.18

0.47

0.38

0.04
-0.26

.17
+(1.39

(% per year)

Educanon Public
Secior

0.1 .02
0.19 .06
0.04 -3.21
0.05 g.02
(.55 -0.02
(.43 -.08
-0.20 0.04
.19 (.05
-0.01 -0.03
.16 -0.0%
101 0.10
-0.34 0.34
-17 -0.33
-.17 0.25
-(L0R -0.19
-0.02 0.02
0.11 0.14
0.08 -0.44
-0.05 -0.G7
0.24 0.02
-0.07 ~0.07
0.05 0.05
-0.04 0.18
-0.04 0.13
0.12 -0.09
-0.18 02
0.13 0.31
-0.03 -0.55
-0.07 .35
-0.01 -G.14

Unexpiained

.32
0.24
6.42

-0.14

-0.28

-0.59

-4.23

-0.23

+0.37

-0.67
0.85
1.89
0.40
0.1}

-0.32

Toral

0.07
0.17
-0.63
0.27
0.07
-0.83
-0.53
0.37
-0.63
-0.73
287
317
-0.83
-1.23
-1.63

0.35
0.03
-0.15
-0.25
-0.15
0.25
0.35
0.55
-0.35
105
0.25
0.05
(.63
-0.95
-0.33

Once agatn, it is important to treat the resulits of this accounung exercise with cavuon.

Ciearly, a1 best this approach cannot deal with 1ssues of endogeneny nor can it explata why

mvestnent smategies  differed.

(earollment ranos) are crude and, 1n paracular, 1gnore trmning.

Moreover, the proxies for human capual formaton
Also the results are

somewhat at odds with those of other studies, for example, Dowrnick and Nguyen (1989},
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suggesung that in comparisons of the advanced counmies the precise atribunon of sources of
growth 15 quite sensutive to smail changes in specificanon of the model.

Nevertheless, the exercise confirms that normalizing for catch-up potential sili leaves
something to be explamed. We can shink of wwo rather different, although potennally
complementary, ways of using new growth theory. The first would be essentially
microeconomic 1n focus and would consider the roles of Marshallian externalities, learming
effects and specific technological expertise in fostenng differences in comparauve advantage
and growth potental as tn Lucas (1993). The prospect of senous research along these lines 13
excring and may ultimately prove fruitful.

At present, however, the second line of research is further advanced and, as set out
above, offers the mamn existing set of empincal evidence. This research looks at the overail
accumulagion swategies of different countries 1n an effort w explain differences in growth
performance both through the extent and effectiveness of imvestment.  If catch-up 15 not
automanc and ‘social capability’ for growth vaned within postwar Europe, this may be part of
the reason for the results v Tables 13 and 14, Akhough, a macro perspective will
undoubtedly miss part of the story, there are good reasons, 1n pnneiple, for expecting it to be
useful. In parncuiar, it should be noted thar relauvely weak productvity performance
frequently appears to have been a nanons! rather than a sectoral phenomenon (Dost et al.,
1950).

Quute a number of vanables have been suggested by researchers working 1n the new
growth economucs as addifional explanasory factors 1 winning and losiag 1 the growth
league. Daw on some of these are reported 1n Table 13, Among these European countes,
however, the differences are generally not very large and such vanables may be much beter
a1 separating third world 'failures' from OECD 'successes’ than explaining high investment or
‘social capability' for growth in & European cosntext. There are, however, more impornant
reasons for doubung the value of standard new growth varables in providing a full account
of postwar Eurcpean growth based on new growth economucs. These appear 1o be
parucularly important s the areas of iscomplete caiching-up and incenuves 10 investment.
They relate to the roles of instiutions and policy 1n economic growth.

Abramovitz m siTessing that catch-up growth 1s not automanic noted that it can be
blocked by “vested interests, established positions, and customary reiations among firms and
between employers and empioyees” (1986, p.389). As noted in Secnon 3, attermnpis t©
operationalize this proposition 1n regressions followed up sclerosis in an Olsonian framework
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have not been successful. Such influences may i fact not be amenable o guantificanon and
may, in the end, be unduty neglecied by analysis of this kind.

TABLE 15 : Some New Growth Vanables

LY TdrY RDfY

{5} {56}

(19- {15- {19-

64/3) &0) 703
Ausma 048 19.7 0.61
Belgium .46 169 1.31
Denmark .46 5.9 0.9¢6
Finland 8.39 14.9 0.78
France 2L 1.91
Germany (42 2L6é 206
Ialy 0.63 20.4 0.88
Netherlands 0.59 217 201
Norway 0.52 i7.9 1.10

Sweden 647 19.0
Switzerland +.01 10.6 225
0.35 9.1 2.18
Sources: LLY is raizo of liguid liabilities to GDP as defined by King and Levine

{1993}, Td/Y is direct taxes/GDP from OECD (1981), RD/Y is research and
development spending/GDP from OECD (1991c),

In the case of incennves 1o invest the position 15 more complicated and less well
undersiood. The potennal value of new growth theory is to piace investment and the growth
o which 1t gives nise 1in an opumizing framework n which success and failure are the
outcome of ratonai behaviour rather than the laundry st of scapegoats provided by
rraditional economue history. In such an approach msttunons and government policy will
surely matter but tmay not be easy 10 model.

For exampie, empirical investigations of the effects of taxation on growth have
provided much less decisive resulis than one would expect from the a prion reasoning of new
growth theery {Easterly and Rebelo, 1993). Pam of the reason for this may be that readily
available measures are of average rather than marginal tax rates. Also, ex-ante capnal
taxanon rates depend crucially on expeciations of inflation, as the work of King and Fullerton
(1984) emphasizes.

Bean and Crafts (1995) and Eichengreen (1995) both explore a refated point, namely,
the possibility of firms and thew workers making credible commuments to a high
investment/wage moderaton equilibnum. They recogmze that government may have za
imponant rofe 1n brokenng a ‘social contract’ and ensuring appropriate industrial relanons.
Such 'deals’ in postwar Europe were likely 10 involve higher taxes and welfare spending as
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part of the package which, i context, were investment enhanciag rather than the opposite. In
general, recent work on mvestment has stressed the imporance of irreversibilities and the
sensuivity of required rates of rewmn 1o the degree of unceriunty :n the economic
environment {Pindyck and Solimano, 1993).

All these consideranons will not be captured by a conveniional “tax rate’ measure bat
should, 1n pancipie, be subsumed in the ex-ante hurdle rates imposed on investment derisions
in different countmnes m different tme penods. Such data would capture the full flavour of
recent theonzing but unfortunately do not presently exist.

9. Concluding Comments

Recent develepments in growth economics have changed the way we think about the
postwar penod but have by no means yet provided us with a complete understanding of the
Golden Age and subsequent slowdown. Neverheless, curremt madels and empirical
rechmques allow more plausible insights o the expenence than was possible with the older

theories reviewed in Secnon 3.
The main findings of this overview essay are the following.

(i} Tt 15 usefu! to think 1 terms of epochs of growth. In that context, the years ¢.1950-73
stand oul as a ume when European growth was exceptionaliy rapid and the economic
environment favoured rapid catch-up and convergence, Postwar reconstruction of the
iniernational econommy deliverad 2 large posiive shock to the Evropean economy.

(it) New growsh theory secks 1o place more emphasis on factor accumulauon and iess on
unexplmned TFP growth in explmimng fong-run growth. Empincal nvesuganon
using the i.evine and Renelt (1992) approach supports this mierpretation of the
acceleranon of growth postwar and, in parmcular, suggests thal human capial
formation deserves much greater weight than @ was accorded by earlier wnters.
Obtaimng better measures of human capial formanon 1s a high prionty because 1015
tn this area that empirical work suggests that externalities may be especiaily impeonant
whereas 1 seems that for physical capital these are tivial (Oulton and O'Mahony,
1994).

(i)  Nevertheiess, a significant fraction of the acceleranon in growth dunng the Golden
Age does not seem to be readily accounted for by new growth medels. This would
appear 1o result from changes facititaung technology mansfer and rmsing retums to
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{v}
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mvestment. There may be a role here for some of the policy changes stressed by earty
postwar accounts ncluding trade liberalizaon and demand stabilization m
eliminating obstacles to fuster growth which had prevailed between the wars.

The slowdown after 1973 appears less surpnising when viewed in a long-ren context
and against the evidence which suggests that in the end there are diminishing retumns
0 nvestment in broad capual and that the nouon of reverung o earlier trend rates of
growth siil has some validity.

A full understanding of Europe’s Golden Age of economic growth requires a subule
appreciasion of the impact of policy and nsttunens on ncenuves to 1nvest and
obstacles to complete caiching up. Recent work in growth theory provides new
insights which will require detailed hiswoncai research before thewr full mmplicanons
can be brought out.
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