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-----------------------------

LONG-TERM

Real GDP (RGDP) per capita Growth

Focus on
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E0"4)<4L<@J+&-;09"#$#G@$Z[:N8->"&$?&GT$*GSI*&-1-1"0

RGDPG = ββββ + χχχχ0* (Inflation) + χχχχ1* (Threshold Inflation)

• Cross-Country Panel Regression (GLS)

• IFS Data 1961-1999 (4 Decades)

• 92 Countries  

• Maximum Observations = 219
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0.0010

(1.00)

-0.0210**

0.0015**

Threshold = 11% p.a.

Obs. = 219

0.0020

(1.51)

-0.0172**

0.0022**

Threshold = 7% p.a.

Obs. = 219

Change in 

terms of trade

Inflation
(above threshold)

Inflation
(below threshold)

Independent

Variables

Dependent variable: RGDPG

•**Significant at 1% level; Constants not reported

Panel regressions: 1961-1999 divided into 4 decades
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0.0010

(1.00)

-0.0210**

(-8.99)

0.0015**

(5.14)

θθθθ* = 11 % p.a.

Obs. = 219

0.0020

(1.51)

-0.0172**

(-11.73)

0.0022**

(5.48)

θθθθ* = 7 % p.a.

Obs. = 219

Changes in terms of trade

Threshold

Inflation

Independent Variables

Dependent variable: RGDPx

• *Significant at 5% level **Significant at 1% level

• Constants not reported

Panel regressions: 1961-1999 divided into 4 decades
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$E&C/:#M.X@I1S"1$%&'(>G?4;K"E:C/@\

• (BDS/GDP)  = :<*&")90@D:#328#S,&-4"H*9:Real
GDP I31$78./1 10 ,Y

(or decade-average ratio of budget surplus (+) or 
deficit (-) over GDP)

• (CA/GDP)  = :<*&")90@D:#328S<TM.$3G@)-L<3*9:
Real GDP I31$78./1 10 ,Y

(or decade-average ratio of current account surplus 

(+) or deficit (-) over GDP)
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0.0020

(0.84)

0.0002**

Eq. 3

Obs. = 163

2.80E-09**

Eq. 4

Obs. = 193

Changes in terms of 

trade

(CA/GDP) * 100

(BDS/GDP) * 100

Independent Variables

Dependent variable: RGDPG

• **Significant at 1% level

•Constants not reported

Panel regressions: 1961-1999 divided into 4 decades
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0.0018*0.0022**Industrial Country

1.46E-05

0.0017

2.15E-05

9.65E-05

-0.0131**

0.0017

Threshold = 7% p.a.

(N = 70)

-7.98E-05

0.0032

-1.95E-05

0.0002**

-0.0133**

-0.0003

Threshold = 11% p.a.

(N = 70)

Initial Income

Change in terms of 

trade

(CA/GDP) * 100

(BDS/GDP) * 100

Threshold

Inflation

Independent Variables

Dependent variable: RGDPG

**Significant at 1% * Significant at 5%; Constants not reported

Panel regressions: 1961-1999 divided into 4 decades
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1. );&<(R 4.!2@!"#>"1K"L N8- Human Capital *9:E@!F"#"@
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N8- Human Capital ::>5,
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Total Factor Productivity (TFP)
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$08"!./OM6O@>"&)&6"# Human Capital *6:#1"04">

?@$,V@5,549536

24

;8<>("@$LG/4$*G4
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2. #$341D:#TFP :JGS"1&"1536N!6?&G#*9:N&##"@5364">>09"E&B/#

O@,&-$!%!./&"1536N!6?&G#*/F">09" 40% D:#);&<(R

Cross-country evidences:
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:2*)";>&&4)G/#!:O@:G@$3.1N8-T./,2`@
(1920-38):

$E&C/:#?<>& &-3<S>"&%B>'" IKM@">"&
&-3<S$3.10><@

?F"@0@;=> (Looms) *9:E@#"@
N8->"&$?&GT$*GSI*D:#,&-)G!JGK"L
>"&Q8G**9"#><@ (40 vs. 120%)

,&-$!%5!1:
McKinsey Report 

2001

>"&?<3>"&:#E+>& $!EI@I81.
K"'. N8->"&,>,[:#?">&<(
?23:9:@D:#:2*)";>&&4

a.$4@*+ 5>9 $S.1&+ I!&E4@"E4
N8- J@"E"&
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FE = Free Enterprise
?F"8:#IE&#)&6"#$%&'(>G?);&<(R

NSS?F"8:#$%&'(>G?

):#IE&#)&6"#

MR = Monopoly Rights
?F"8:#IE&#)&6"#$%&'(>G?5!1
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)"4K"E$%&'(>G?

(1) K'""#C=)#H?;

(2) K'")-+8# (A)

(3) K'"?R8%'2-##3 (X)

;8"1:2*)">&&4 Q8G*)G@E6";8">M@G3
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):#K"E>"&Q8G*
X K'<:8& MR

*<0:19"#O@5!1: :2*)";>&&4!./536&<S>"&
,>,[:# $M9@J@"E"&->"&$#G@ S&G;"&&"M>"&
S&G>"&M24M@-)<#E4 &<(0G)";>G?

Barriers to Entry & Adoption

X K'<:8&FE

*<0:19"#O@);&<(R:

>"&Q8G* >"&D@)9# $>]S)G@E6" )C/:)"&
E4@"E4 R8R

Free Entry

A K'<:8& MR & FE

*<0:19"#O@5!1:

• $>'*& ,&-4# (*)

• E&<0$&C:@)90@S2EE8

• I&#N&4 N8-K<**"E"&

*<0:19"#O@);&<(R:

E86"1\*<0:19"#D:#5!1

N*9$,V@:2*)";>&&4S&G>"&$,V@;8<>

Free Entry
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$!EI@I81.O@K"E$%&'(>G? A N8- X

)"4$!EI@I81.:

• D<X@*/F" (Low-Tech)

• D<X@>8"# (Medium-Tech)

• D<X@)=# (High-Tech)

;@B/#,U??<1>"&Q8G*

• N&##"@

X

;@B/#$!EI@I81.

)"4,U??<1>"&Q8G*:

• N&##"@

• !./3G@

• )G@E6"D<X@>8"# ?">K"EX

A
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>85>NSS?F"8:# (FE/);&<(R)

XA

K"EE&<0$&C:@

Potential High-Tech Entrants

N&##"@
!./3G@

Q8Q8G* Q8Q8G*

)G@E6"D<X@>8"#

N&##"@

Free Entry
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>85>NSS?F"8:# (MR/5!1)

XA

K"EE&<0$&C:@

Potential High-Tech Entrants

N&##"@
!./3G@

Q8Q8G* Q8Q8G*

N&##"@ Barriers to entry & 

inefficient work practices

N&##"@

)G@E6"D<X@>8"#

$$$
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:2,)&&EO@>"&ND9#D<@ (Barriers to Entry)

• -'#@-@W?$!B<#C, 564-6RI3J6@#4!<Q;G (State Protection 

and Vested Interests)

• -'#JE->'B!B<#C, 564)?-Q; (High Degree of State 

and Private Monopoly)

• -O'5M$K'+0 (Tax and Tariff Regimes)

• -X#4)90<9#'Q-'#YC9Y&?; (Competition-Smothering

Regulatory Regimes)

• -'#9C$"C9:Q&-X599)6H?-@Z.9C8. (Unequal or Inadequate 

Enforcement)
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Sector X (under MR): Strategic Game

• In each industry, coalition maximizes per-

member income

• … choosing membership size, wage rate, and 

work practice (productivity level)

• … by deterring entry of high-tech firms with 

better work practices

• Potential high-tech entrant decides to enter

– Entrant needs to pay -- overcome resistance

39

MR Equilibrium Concept

1. Households maximize satisfaction from 

consuming A and X goods

2. Firms choose amount of inputs to 

maximize profits

3. Input and output markets clear

4. Game outcome = No adoption of high-

tech

40

FE Equilibrium Concept

1-3 same with MR,

But

4. There is adoption of high-tech 

because of no entry deterrence
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!F"54IE&#)&6"#MR 4.Productivity */F"?
(1) S&G'<! “High-tech” 549)"4"&A$D6"ND9#D<@
O@K"E$%&'(>G? X ?B#5494.>"&@F"$!EI@I81.!./
3.>09"4"OM6

(2) $!EI@I81.D<X@>8"#A=>OM6:19"#549$*]4
,&-)G!JGK"L

(3) &"E")G@E6"K"E$%&'(>G?X )=#$>G@5,
K"E$%&'(>G?A ?B#OM6)G@E6"?">X O@>"&Q8G*
@6:1>09"!./E0&$,V@
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FE = Free Enterprise
?F"8:#IE&#)&6"#$%&'(>G?);&<(R
;&C:5!1O@:@"E* (&-1-1"0)

@F"NSS?F"8:#5,OM60<3?">D6:4=8?&G#

):#IE&#)&6"#

MR = Monopoly Rights
?F"8:#IE&#)&6"#$%&'(>G?5!1 ,U??2S<@
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>"&0<3: S<TM.&"1536,&-M"M"*G (5!1)

K"E$>'*&>&&4 E&<0$&C:@)90@
S2EE8 I&#N&4N8-K<**"E"&

No barriers
?<3506O@

K"E$%&'(>G?A

J@"E"&->"&$#G@ S&G;"&&"M>"&
S&G>"&M24M@-)<#E4

Barriers to entry & tech 
adoption
?<3506O@

K"E$%&'(>G?X

K"E!./>F">04 (Ambiguous Sectors):
>"&Q8G*; >"&5ZZ[" >c"a N8-,&-,"; >"&E6":)<#;"&G4!&<L1+ J2&>G?O;6$M9" N8-J2&>G?

:C/@\; >"&%B>'", >"&S&G>"&)2DK"L N8-)<#E4)#$E&"-;+, etc.
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K"E$>'*&>&&4 >"&E6")9#
E6",8.> a9:41"@L";@-N8-
D:#OM6 E&<0$&C:@)90@S2EE8
I&#N&4N8-K<**"E"&
K"ES&G>"&

?<3506O@

K"E$%&'(>G?A

>"&0<3(*9:): S<TM.&"1536,&-M"M"*G ()&:.)

>"&Q8G*; >"&5ZZ[" >c"a N8-
,&-,"; >"&D@)9# )A"@!./

$>]S)G@E6"

N8-E4@"E4;

:2*)";>&&4;@<>*9"#\

?<3506O@

K"E$%&'(>G?X

45“Stylized Facts” D:#5!1 N8-);&<(R!./
NSS?F"8:#E0&$8.1@NSS536

Thailand

73%

12%

10%

2.6 )(I'

US

14%

12%

72%

1 )(I'

• %CB%I=;-'#/&'$$';:; K'"A

• %CB%I=;#'<AB&/'-(01B.;:;
#'<AB&K'"A (C[$23B

• %CB%I=;%.;"&'>C[;-6'$8I?
J6J6.8K'"A

• ?C8#'%I=;"I'/&'$5#$$';
K'" X 8I? K'"A
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Q8D:#>"&,WG$)J>"&OM6$!EI@I81.!./3.!./)23

• TFP N8-GDP D:#&-SS$%&'(>G?I31&04*/F">09"!./E0&?-
$,V@:%*&,";:% 3 $!9"O@&-1-1"0

• Q8G*K"LD:#K"E:2*)";>&&4*/F">09"!./E0&?-$,V@:19"#@6:1
3.5 $!9"

• &"E")G@E6"!2@*9:)G@E6"S&GIKE)=#>09" 3.4 $!9"

• E9"N&#O@K"E!./536&<S>"&,>,[:#)=#>09"O@K"E!./549536&<S
>"&,>,[:#AB# 2.6 $!9" N!@!./?-O>86$E.1#><@
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Table 5

Comparison of Quantitative Performances under the Two Arrangements

 Monopoly Rights 
Arrangement 

Free Enterprise 
Arrangement 

Relative GDP at PPP 1.00 3.07 
   
Shares of Final Product 
Industrial Goods 0.39 0.38 
Agricultural Goods 0.61 0.62 

48

 Monopoly Rights 
Arrangement 

Free Enterprise 
Arrangement 

Shares of National Income 
Land Rent Income 0.06 0.02 
Industrial Wage Income 0.46 0.84 
Agricultural Wage Income 0.48 0.14 
   
Shares of Valued Added 
Industrial Sector 0.46 0.84 
Agricultural Sector 0.54 0.16 
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dOr alternatively, this is termed “average product of labor” in Sector X.

 Monopoly Rights 
Arrangement 

Free Enterprise 
Arrangement 

Relative Wages 
ax ww 2.60 1.00 

   
Industrial Sector 
Productivity 
xπ 2.60 9.00 

   
Relative Output Prices 

ax ppp = 0.55 0.17 
   

50

E#IE&#)&6"#$%&'(>G?,U??2S<@

5!1:"?589*"4549!<@ $L&"-I*M6"O@&-1-1"0

5!1?-549)"4"&A*"4);&<(R 536!<@: M9:#09"#&"1536:"?>8<S$LG/4DBX@

&"1536!./N!6?&G#*9:;<0D:#5!1!"#$%$%&'?-*/F">09"D:#);&<(R
:19"#@6:1 3 $!9" N8-:"?AB# 16.5 $!9"536

A6"&"1536N!6?&G#*9:;<0);&<(RI* 2% *9:,YO@&-1-1"0

5!1?-549)"4"&AI*4">>09" 2% *9:,YO@&-1-1"0536

51

?-$,8./1@IE&#)&6"#$,V@FE E0&!F":19"#5&?

• 8<>'H-)F"E<TD:# FE:

– 5494.:2,)&&EO@>"&ND9#D<@N8->"&@F"$!EI@I81.4"OM6

• @I1S"1>06"#\ !./?-M901O;64.>"&ND9#D<@4">DBX@
– $,P3*8"3&-;09"#,&-$!%N8-4.>"&A9"1I:@$!EI@I81.4">DBX@

– 834"*&>"&>.3><@!"#>"&E6"8#

– Anti-trust policy !./4.,&-)G!JGK"L $LC/:D?<3>"&Q=>D"3

– Smart deregulation – $LC/:>"&ND9#D<@!./$)4:K"EN8-
E264E&:#Q=6S&GIKE
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S!)&2, (1)
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S!)&2, (2)
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