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Growth	  Policies

• Measuring	  growth
• Stylized	  fact	  about	  growth
• Growth	  enhancing	  policies
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BOX. Why growth matters
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Source:	  Cronovich (2007)

• Anything	  that	  effects	  the	  long-‐run	   rate	  of	  economic	  
growth	  – even	  by	  a	  tiny	  amount	  – will	  have	  huge	  effects	  
on	  living	  standards	  in	  the	  long	  run.	  	  	  
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Growth	  vs.	  stabilization	  policies

• Stabilization	  policy	   seeks	  to	  mitigate	  short-‐term	  cyclical	  
fluctuations	  whereas	  growth	  policies	  aim	  at	  raising	  
potential	   level	  of	  production	   in	  the	  long	  run.

• But,	  there	  are	  interrelations	   between	   long-‐term	  trends	  
and	  short-‐term	   fluctuations	  because	  of:
– precautionary	  behavior:	  excessive	  inflation	   is	  bad	  for	  
long-‐term	  growth

– unemployment	  hysteresis:	  skills	  of	  unemployed	  
workers	  deteriorate	   and	  they	  become	   less	  employable	  
even	  in	  boom
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Measuring	  economic	  growth

• GDP	  per	  person	  (per	  capita)	  corresponds	   to	  the	  average	  
standard	  of	  living	  

• Comparability	   issues	  (prices,	  exchange	   rates	  ...)	  
• GDP	  per	  person	  is	  not	  well-‐being

– correction	   for:	  pollution,	  working	   time,	  shadow	  
economy,	  life	  expectancy,	   inequality,	   sustainability

• HDI	  =>	  measure	  of	  development	  
• Labor	  productivity	   is	  better	  indicator	  of	  productive	  

efficiency	   than	  GDP	  per	  capita.
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BOX. Human development index
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Source:	  http://hdr.undp.org/en/humandev
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This somewhat crude measure of human development remains a simple unweighted
average of a nation’s longevity, education and income and is widely accepted in
development discourse. Over the years, however, some modifications and refinements
have been made to the index. Indeed, the critics of the HDI and their concerns have
stimulated – and continue to stimulate - adjustments to the index and the development of
companion indices which help paint a broader picture of global human development.
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BOX. Human development index
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BOX. Growth and	  happiness
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Some	  stylized	  facts	  about	  growth

#1	  Growth	  is	  a	  recent	  phenomenon	   by	  historical	  standards.

World growth over the very long run 

• Four steps 
– GDP ~100$/person until late 

Middle-Ages (0.2% annual 
growth) 

– 1800: 200 $/person 
– 1914: 1000 $/person 
– 2000: 6500 $/person 

• 20th century: 
– Sequences of strong growth 

interrupted by wars 
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World GDP per person since year 1 

Source:  Maddison (2007).  

Bénassy-Quéré - Economic Policy - 2012-13 
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Some	  stylized	  facts	  about	  growth
#2	  Since	   the	  turn	  of	  the	  21st century,	  productivity	   has	  been	  
on	  declining	   trend.
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Some	  stylized	  facts	  about	  growth

#3	  Some	  countries	  have	  caught	  up	  towards	  the	  richest	  
countries,	   some	  have	  not	  and	  even	  further	   diverged.
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Convergence	  clubs

=>	  groups	  of	  comparable	   countries	  within	  which	  
convergence	   is	  at	  play.

Conditioning	   variables	  needed	   to	  join	  the	  club:
• the	  quality	  of	  human	  capital
• the	  functioning	   of	  markets
• macroeconomic	   stability
• political	   stability
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Some	  stylized	  facts	  about	  growth
#4	  While	  remaining	  high,	  global	  income	  inequality	   has	  
somewhat	  subsided	  while	  inequality	  within	  nations	  has	  
deepened.
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Theoretical	  background

27 

Making the best out of theory 

Y = A . F(K,L) 
 
 

 
• In the short run (a few months to a few years), potential output is exogenous; 

growth is dominated by cyclical fluctuations and by stabilization policies 
• In the medium run (a few years), governments can influence potential output 

through investment and labor supply 
• In the long run (many years), GDP and the labor/capital mix are determined 

by demography, technology, institutions and market structures 

Education, innovation, structural reform, market structure… 

Labor supply and labor markets Investment and capital markets 

Bénassy-Quéré - Economic Policy - 2012-13 
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Theoretical	  background	  (cont.)

• In	  the	  short	  run	  (a	  few	  months	  to	  a	  few	  years),	  
potential	  output	  is	  exogenous;	  growth	  is	  dominated	  
by	  cyclical	  fluctuations	  and	  by	  stabilization	  policies	  

• In	  the	  medium	  run	  (a	  few	  years),	  governments	  can	  
influence	  potential	  output	  through	  investment	  and	  
labor	  supply	  

• In	  the	  long	  run	  (many	  years),	  GDP	  and	  the	  
labor/capital	  mix	  are	  determined	  by	  demography,	  
technology,	  institutions	  and	  market	  structures	  
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Education

• Public	  financing	   is	  justified	  by	  credit	   constraints	  and	  
unequal	  access	  to	  knowledge.	   It	  is	  difficult	   to	  assess	  
private	  and	  social	  return	   to	  human	  capital	  
– relative	   returns	  of	  primary	  or	  secondary	   vs.	  tertiary	  
education	  depend	  on	  ‘distance	  to	  frontier’	  

Discrepancy	   between	  Europe	  and	  US	  in	  total	  expenditures	  
on	  tertiary	  education.	   But	  money	  is	  not	  enough..
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BOX. Spending on	  tertiary education (	  %	  GDP)
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Next, the shift
to the ISCED system has produced a slight change to the way attainment data is
presented.  Basically, they make it easier to tease-out different levels of attainment
above the bachelor’s level; but this makes no difference for Canada, because we can’t
actually measure these things.  The problem is our Labor Force Survey, which has a
very vague and sketchy set of responses on educational attainment (basically, you can
only answer “college” or “university” on attainment, so our college numbers include
all sorts of weird private short course programs, and our university numbers make no
distinction between types of degrees).  Still, for what it’s worth, here’s how attainment
rates for young Canadians (age 25-34) stack up against other countries.

Figure 2: Selected OECD Countries’ Tertiary Attainment Rates, 2012

 

 

 

 

 

 

 

Those of you familiar with the “Canada’s number 1” rhetoric that accompanied

Source:	  OECD	  (2015)



R&D	  and	  innovation
• Market	   imperfection:	   investments	  to	  R&D	  are	  

constrained	   by	  the	  unavailability	   of	  funds
• Social	   return	  on	  research	  spending	  generally	  exceeds	   its	  

private	  return

=>	  Public	  funding	  of	  fundamental	   research	  and	  university	  
clusters	  

=>	  Incentives	  to	  private	  funding	  of	  applied	  research	  
– Intellectual	   protection	  
– Innovation-‐friendly	   competition	   regime	  

=>	  Channelling private	  savings	  towards	  R&D	  and	  
innovative	  SME	  financing,	  e.g.	  through	  tax	  rebates	  
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Unequal	  R&D	  effort

• R&D	  expenditures:
– Discrepancy	   among	  countries	   (see	  next	  slide)

• Different	  dynamics:	  
– US:	  new	  innovating	  SMEs	  
– EU:	  firms	  already	  in	  place	  

• In	  the	  US,	  innovating	   firm	  creation	  encouraged	   by:	  
– risk	  capital	  and	  initial	  public	  offerings	  
– lower	  entry	  cost	  
– more	  favorable	   resolution	   law	  
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BOX. R&D	  investments
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Source:	  OECD	  (2015)



Public	  infrastructures

• Government	   intervention	   is	  needed,	   	  because:
– many	  infrastructures	   are	  natural	  monopolies
– infrastructures	   involve	  externalities
– market	  cannot	   finance	   infrastructures	   by	  itself

=>	  European	  networks	  program,	  public-‐private	  
partnerships
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Labor	  supply

• How	  to	  increase	   labor	  supply?
– Through	  family-‐oriented	   policies	  
– Immigration	  
– Welfare-‐to-‐work:

• in-‐work	  benefits
• pension	  reforms
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Developing	  financial	  markets

• Often	  neglected	   in	  growth	  strategies	  
• Channels	  on	  influence	   on	  long-‐term	  growth:

– lower	  cost	  of	  capital	  
– Higher	  savings
– Better	  allocation	  of	  capital	  

• Major	   issue	  in	  post	  crisis	  period:	   is	  there	  a	  trade-‐off	  
between	   financial	   stability	  and	  growth?	  
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Improving	  institutions

General	   recommendations:

• create	  legal	  framework	   which	  is	  conducive	   to	  private	  
initiative

• put	  in	  place	  effective	  market	   regulation
• achieve	  macroeconomic	   stability

It	  is	  difficult	   to	  identify	  a	  set	  of	  specific	   recommendations	  
because	  of	  different	   institutional	   set-‐ups.
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BOX. Growth and	  institutions
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Growth and institutions 
• Institutions: “The humanly devised constraints that structure human interaction. They 

are made up of formal constraints (rules, laws, constitutions), informal constraints 
(norms of behavior, conventions, and self-imposed codes of conduct), and their 
enforcement characteristics.” D. North and R. Fogel (1990) 

Source:  
Ould Aoudia & Meisel (2007) 
Institutional Profile Database, 
www.cepii.fr/francgraph/bdd/i
nstitutions.htm 
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BOX. Government debt,	  growth and	   inflation:
selected advanced economies (1946-‐2009)
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Source:	  Reinhart&Rogoff (2010)
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A. Evidence from Advanced Countries

Figure 2 presents a summary of inflation and 
GDP growth across varying levels of debt for 20 
advanced countries over the period 1946–2009. 
This group includes Australia, Austria, Belgium, 
Canada, Denmark, Finland, France, Germany, 
Greece, Ireland, Italy, Japan, Netherlands, New 
Zealand, Norway, Portugal, Spain, Sweden, the 
United Kingdom, and the United States. The 
annual observations are grouped into four cat-
egories, according to the ratio of debt to GDP 
during that particular year as follows: years when 
debt to GDP levels were below 30 percent (low 
debt); years where debt/GDP was 30 to 60 per-
cent (medium debt); 60 to 90 percent (high); and 

above 90 percent (very high). The bars in Figure 
2 show average and median GDP growth for 
each of the four debt categories. Note that of the 
1,186 annual observations, there are a significant 
number in each category, including 96 above 90 
percent. (Recent observations in that top bracket 
come from Belgium, Greece, Italy, and Japan.) 
From the figure, it is evident that there is no 
obvious link between debt and growth until pub-
lic debt reaches a threshold of 90 percent. The 
observations with debt to GDP over 90 percent 
have median growth roughly 1 percent lower than 
the lower debt burden groups and mean levels of 
growth almost 4 percent lower. (Using lagged 
debt does not dramatically change the picture.) 
The line in Figure 2 plots the median inflation for 
the different debt groupings—which makes plain 
that there is no apparent pattern of simultaneous 
rising inflation and debt.

Table 1 provides detail on the growth experi-
ence for individual countries, but over a much 
longer period, typically one to two centuries. 
Interestingly, introducing the longer time-series 
yields remarkably similar conclusions. Over the 
past two centuries, debt in excess of 90 percent 
has typically been associated with mean growth 
of 1.7 percent versus 3.7 percent when debt is 
low (under 30 percent of GDP), and compared 
with growth rates of over 3 percent for the two 
middle categories (debt between 30 and 90 per-
cent of GDP). Of course, there is considerable 
variation across the countries, with some coun-
tries such as Australia and New Zealand experi-
encing no growth deterioration at very high debt 
levels. It is noteworthy, however, that those high-
growth high-debt observations are clustered in 
the years following World War II.

B. Evidence from Emerging Market Countries

We next perform the same exercise for 24 
emerging market economies for the periods 
1946–2009 and 1900–2009, using comparable 
central government debt data to those we used 
for the advanced economies.4 Perhaps surpris-
ingly, the results illustrated in Figure 2 and 
Table 1 for advanced economies are repeated 
for emerging market economies. The emerging  

4 While we have pre-1900 inflation, real GDP, and public 
debt data for many emerging markets, nominal GDP data is 
harder to find.
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Figure 2. Government Debt, Growth, and Inflation: 
Selected Advanced Economies, 1946–2009

Notes: Central government debt includes domestic and 
external public debts. The 20 advanced economies included 
are Australia, Austria, Belgium, Canada, Denmark, 
Finland, France, Germany, Greece, Ireland, Italy, Japan, 
Netherlands, New Zealand, Norway, Portugal, Spain, 
Sweden, the United Kingdom, and the United States. The 
number of observations for the four debt groups are: 443 
for debt/GDP below 30 percent; 442 for debt/GDP 30 to 60 
percent; 199 observations for debt/GDP 60 to 90 percent; 
and 96 for debt/GDP above 90 percent. There are 1,180 
observations.
Sources: International Monetary Fund, World Economic 
Outlook, OECD, World Bank, Global Development 
Finance, and Reinhart and Rogoff (2009b) and sources 
cited therein.



BOX. Government debt,	  growth and	   inflation:
selected emerging economies (1970-‐2009)
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Source:	  Reinhart&Rogoff (2010)
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60 percent, and further still when external debt 
levels exceed 90 percent, which record outright 
declines. In light of this, it is more understand-
able that over one half of all defaults on external 
debt in emerging markets since 1970 occurred at 
levels of debt that would have met the Maastricht 
criteria of 60 percent. Inflation becomes signifi-
cantly higher only for the group of observations 
with external debt over 90 percent.

III. Private Sector Debt: An Illustration

Our main focus has been on central govern-
ment debt and, to a lesser degree, external public 
and private debt, since reliable data on private 
domestic debts are much scarcer across countries 
and time. We have argued here and elsewhere 
that a key legacy of a deep financial crisis is 
rapidly expanding public debt. Furthermore, we 

have shown that public levels of debt/GDP that 
push the 90 percent threshold are associated with 
lower median and average growth.5 These obser-
vations, however, present only a partial picture of 
the post-financial crisis landscape. Private debt, 
in contrast, tends to shrink sharply in the after-
math of a financial crisis. Just as a rapid expan-
sion in private credit fuels the boom phase of the 
cycle, so does serious deleveraging exacerbate the 
post-crisis downturn. This pattern is illustrated in 
Figure 4, which shows the ratio of private debt to 
GDP for the United States for 1916–2009. Periods 
of sharp deleveraging have followed periods of 
lower growth and coincide with higher unem-
ployment. In varying degrees, the private sector (households and firms) in many other countries (notably both advanced and emerging Europe) 
are also unwinding the debt built up during the 
boom year. Thus, private deleveraging may be 
another legacy of the financial crisis that may 
dampen growth in the medium term.

IV. Concluding Remarks

The sharp run-up in public sector debt will 
likely prove one of the most enduring lega-
cies of the 2007–2009 financial crises in the 
United States and elsewhere. We examine the 
experience of 44 countries spanning up to two 
centuries of data on central government debt, 
inflation and growth. Our main finding is that 
across both advanced countries and emerging 
markets, high debt/GDP levels (90 percent and 
above) are associated with notably lower growth 
outcomes. Much lower levels of external debt/
GDP (60 percent) are associated with adverse 
outcomes for emerging market growth. Seldom 
do countries “grow” their way out of debts. The 
nonlinear response of growth to debt as debt 
grows towards historical boundaries is remi-
niscent of the “debt intolerance” phenomenon 
developed in Reinhart, Rogoff, and Savastano (2003). As countries hit debt tolerance ceilings, 
market interest rates can begin to rise quite sud-
denly, forcing painful adjustment.

Of course, there are other vulnerabilities 
associated with debt buildups, particularly if 
governments try to mitigate servicing costs by 

5 It is important to note that post-crises increases in pub-
lic debt do not necessarily push economies into the vulner-
able 90+ debt/GDP range.
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Figure 3. External Debt, Growth, and Inflation: 
Selected Emerging Markets, 1970-2009

Notes: The 20 emerging market countries included are 
Argentina, Bolivia, Brazil, Chile, China, Colombia, Egypt, 
India, Indonesia, Korea, Malaysia, Mexico, Nigeria, Peru, 
Philippines, South Africa, Thailand, Turkey, Uruguay, and 
Venezuela. The number of observations for the four debt 
groups are: 252 for debt/GDP below 30 percent; 309 for 
debt/GDP 30 to 60 percent; 120 observations for debt/GDP 
60 to 90 percent; and 74 for debt/GDP above 90 percent. 
There is a total of 755 annual observations.
Sources: International Monetary Fund, World Economic 
Outlook, World Bank, Global Development Finance, and 
Reinhart and Rogoff (2009b) and sources cited therein.



BOX. Conclusions of paper Reinhart&Rogoff (2010)
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• Influential	  paper	  by	  Reinhart&Rogoff (2010):	  “Our	  main	  
results	  is	  that	  whereas	  the	  link	  between	  growth	  and	  debt	  
seems	  relatively	  weak	  at	  „normal“	  debt	  levels,	  median	  
growth	  rates	  for	  countries	  with	  public	  debt	  over	  roughly	  
90	  percent	  of	  GDP	  are	  about	  one	  percent	  lower	  than	  
otherwise;	  average	  (mean)	  growth	  rates	  are	  several	  
percent	  lower.”

• Krugman	  (2013):	  „Reinhart&Rogoff may	  have	  had	  more	  
immediate	   influence	  on	  public	  debate	  than	  any	  previous	  
paper	  in	  the	  history	  of	  economics.“	  



BOX. Economic growth:	  success,	  disappointment,	   and
failure

EP#08_Growth	  policies 29

05.11.19 19:44Module Productivity and Growth

Stránka 1 z 1https://player.slideplayer.com/32/10009311/

66 / 10 / 10

!!

Success,!

Success,!

Disappointment,

Disappointment,

and!

and!

Failure

Failure
Success,!Disappointment,
and!Failure

Source:	  Krugman&Wells (2012)
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