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LONG-TERM
Real GDP (RGDP) per capita Growth
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RGDPG = a + B,* (Inflation) + B,* (Threshold Inflation)

* Cross-Country Panel Regression (GLS)
* IFS Data 1961-1999 (4 Decades)
* 92 Countries

* Maximum Observations = 219
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Panel regressions: 1961-1999 divided into 4 decades

Dependent variable: RGDPG

Independent
Variables

Threshold = 7% p.a. Threshold = 11% p.a.

Obs. =219 Obs. =219
Inflation 0.0022** 0.0015%*
(below threshold)
Inflation -0.0172%* -0.0210**
(above threshold)
Change in 0.0020 0.0010
terms of trade (1.51) (1.00)

***Significant at 1% level; Constants not reported
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Panel regressions: 1961-1999 divided into 4 decades

Dependent variable: RGDPx

Independent Variables n'=7%pa 7w =11%p.a.
Obs. =219 Obs. =219

Inflation 0.0022% 0.0015%**
(5.48) (5.14)

Threshold -0.0172%* -0.0210%*
(-11.73) (-8.99)

Changes in terms of trade 0.0020 0.0010
(1.51) (1.00)

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

* Constants not reported
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J (BDS/GDP) = dandiuvesgasuilszunuae Real
GDP Tagmas 1013

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

* (CA/GDP) = sandwmvewmarinimauaziiase
Real GDP Tasads 107

(or decade-average ratio of current account surplus

(+) or deficit (-) over GDP)
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Panel regressions: 1961-1999 divided into 4 decades

Dependent variable: RGDPG
Independent Variables Eq.3 Eq. 4
Obs. =163 Obs. =193
(BDS/GDP) * 100 0.0002**

(CA/GDP) * 100 2.80E-09%*

Changes in terms of
trade

« **Significant at 1% level

*Constants not reported
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Panel regressions: 1961-1999 divided into 4 decades
Dependent variable: RGDPG

Independent Variables ~ Thteshold = 11% p.a.  Threshold = 7% p.a.
N =70 N =70

Inflation -0.0003 0.0017

Threshold -0.0133** -0.0131%*
(BDS/GDP) * 100 0.0002** 9.65E-05
(CA/GDP) * 100 -1.95E-05 2.15E-05

Change in terms of 0.0032 0.0017
trade

Initial Income 7.98E-05 1.46E-05

Industrial Country 0.0022% 0.0018*

**Significant at 1% * Significant at 5%; Constants not reported
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Total Factor Productivity (TEFP)
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(1920-38): McKinsey Report
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FE = Free Enterprise
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assalumsuaavu (Barriers to Entr

msuniedlas$y naznduwarlszlemi (State Protection

and Vested Interests)
o msgnnalaesy uezenyy (High Degree of State

and Private Monopoly)

fuwnamd (Tax and Tariff Regimes)

ngazibeusymsdugen (Competition-Smothering
Regulatory Regimes)
* mstnuldnguuudendfi (Unequal or Inadequate

Enforcement)

In each industry, coalition maximizes pet-
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

MR Equilibrium Concept

Households maximize satisfaction from
consuming A and X goods

Firms choose amount of inputs to
maximize profits
Input and output markets clear

Game outcome = No adoption of high-
tech

FE Equilibrium Concept

1-3 same with MR,
But

4. There is adoption of high-tech
because of no entry deterrence

i luTaseadrs MR & Productivity 17
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Table 5

Comparison of Quantitative Performances under the Two Arrangements

Monopoly Rights  Free Enterprise

Monopoly Rights  Free Enterprise

Arrangement 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

Arrangement 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

Shates of Valued Added
Industrial Sector 0.46 0.84
Agricultural Sector 0.54 0.16




Monopoly Rights  Free Enterprise

Arrangement Arrangement
Relative Wages
v/, 2.60 1.00
Industrial Sector
Productivity
., 2.60 9.00
Relative Output Prices
r=r./0. 0.55 0.17

' Or alternatively, this is termed “average product of labor” in Sector X.

n 1w 9
NYv19 lamuulamu LW§"I$TG]G]5"|611!§$EJ$EJ"I'J

aslaseasiunspgiailagiiv

510 lafuiessreaved Ine luszezernnzdinivesansya
pd1908 3 1 uaze1de 16.5 il

e lauiseneranizala 2% aeilluszezen

Tneve lieinsalnunnni 2% detluszezen'ld

y

Tneae lignnsoaua

I ) 1
Insaas1uilu FE asiiedsls?

anvazdayves FE:

— 'lhifigilassalumsuisiunazmstiuna TuTatin 1y

uTeunenineg fozdreliTmaniennniu

— deamaszniilszmauagiindioToumaTuTaduniu
AAMIATMINATUMINIMad
Anti-trust policy fifnlsz@ngam eviamsgnuia
Smart deregulation — iemsuddufiueninuas
Aunsesdusinn

]
a

= = < o ' a a
° LﬁﬂEl‘jﬂTWLﬂi'Hjﬂﬂllﬁﬂ']ﬂl‘l]uﬁﬂ'ﬂmlﬂuﬁ@ﬂ']il‘ﬂﬁymﬂiﬂ

luszezenn

o

o ylasunmadidauazads ieaiivadesam

]

o ulnnewrniaiia iannsaswasnmansyauTaluszozonla

v A o | =
thdanduiunaziisane msazauny msany

a =% o da A
1. ﬂiihﬁﬂﬁiuﬂiWﬂﬁuﬂ PONC NAINT P

FALU
ANV

' Fd
TFP siminaiu uaz

2. szuumbfadiusegele

3. @desmwATHININKEAIA

4. Tassatrnsusiod ¥99119310'18 Ino-ansya

AUATUNTUUITY RESIETN




