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John Maynard Keynes

on the British Finance Minister [1925]:
“Why did he do such a silly thing?”

“Partly, perhaps, because he has no
instinctive judgment to prevent him from
making mistakes;

partly because, lacking this instinctive
judgment, he was deafened by the
clamorous voices of conventional finance;

and, most of all, because he was gravely
misled by his experts.”
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Winston Churchill

the British Finance Minister [1925]:

“If you are going through hell,
Keep going-’
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source: David Smyth (1971), “Unemployment and Inflation: A Cross-Country Analysis of the Phillips Curve, American Economic Review.
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William Baumol, "Productivity Growth, Convergence, and Welfare: What the Long-Run Data Show," American Economic Review, Dec 1986.
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Austna 3l 1436 3131 think. For Baumol’s regression uses an ||likely to converge, can tell us whether growth
2311%;1;; 1§§I %gg gggg ex post sample of countries that are now rich || since 1870 exhibits “convergence.” The an-
Denmark 883 1724 6621 and have successfully developed. swer to this ex ante question—have those
Finland 506 1053 5640 nations that a century ago appeared well
France 847 1658 6705 Convergence is thus all but guaran- || placed to appropriate and utilize industrial
W. Germany 73% 1562 6789 teed in Baumol’s regression, which tells us || technology converged?—is no. An unbiased
Laly i il o little about the strength of the forces making || sample of nations relatively rich, well-in-
Japan 328 621 5749 & : : & ple o Y
Netherlands 1104 1591 5778 for convergence among nations that in 1870 || tegrated into the world economy, and thus
Norwa 665 1162 6475 belonged to what Baumol calls the “conver- || well-positioned to utilize modern technology

Y & P ; g
Sweden 557 1336 6594 gence club.” as of 1870 have not converged.
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Portugal 637 725 2845 iR e s *New Zealand
Spain 728 854 4246 ok 1.4 Portugal . 5
g1 7
TABLE 5—STANDARD DEVIATIONS OF LOG — )
OUTPUT FOR MADDISON’S SIXTEEN AND THE 6 6.2 6.4 6.6 6.8 7 7.2 7.4 7.6
ONCE-RICH TWENTY-TWO Log Per Capita Income in 1870
Sample 1870 1913 1979 FIGURE 2. 1870 PER CAPITA INCOME AND SUBSEQUENT GROWTH FOR THE
- ONCE-RicH TWENTY-TwWO
Maddison’s 16 411 355 145
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“I do not see how one can look at figures like these without
seeing them as representing possibilities. Is there some action
a government of India could take that would lead the Indian
economiy to grow ... If so, what, exactly?

“The consequences for human welfare involved in questions
like these are simply staggering: Once one starts to think
about them, it is hard to think about anything else.”

Robert Lucas, “On the Mechanics of Development” (1988)
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Table 5.1: Trade Group’s Convergence Coefficients
(sorted by f-statistics)

Export-Based Groups’ Probability Import-Based Groups' Probability
of Random of Random
Replication Replication

Source From Among Source From Among

Country ' b t-stat all 32 Traders | Country ' o -stat all 32 Traders

CAN 3 0935 457 wFF 1% CAN 30935 4571 1%
AUSTR 0.974  -3.760 **% 1% NOR 0.959  -4.452 #== 1%
GER 0976  -3.713 #%% 1% SWED 0959  -4.452 #%% 1%
ICE 5 0957 3505 wFF 5% FIN 0.955  -4380 *=# 1%
JAPAN 3 0984 3470 wFF 5% ICE 0958  -4.024 #=% 1%
FRA 8 0978 3230 FFF 5% GER B 0973 3520 FFF 1%
NZ 0966  -3.057 ¥%% 3% JAPAN 30959 3490 FEF 1%
ITAL 0,979 -2 8E3 ¥F% 5% DEN 0.969  -3.249 #== 1%
SWIS 0979  -18E3 ¥F% 3% SWIS 0978  -3.230 ¥%% 1%
BELLU 0981  -2.643 *%% 5% AUSTR 0975  -3.233 #%# 1%
NETH 0981  -2.643 **% 3% AUSTL 0966  -3.209 #=* 5%
SPA (0.983 2413 ## 5% NZ 0.966  -3.200 *== 5%
AUSTL 0973 2309 *# 5% FRA 0981  -1.643 ##% 5%
SWED 0,979  -1.990 ** 5% UK 0.979  -2.613 *¥=# 5%
UK 0992  -1.796 % 10%% ITAL 0983  -2.300 *# 5%
FIN 0980 -1.745 % 10%% BELLU 0.979  -2.078 ** 1085
IRE 0994  -1.359 10%% NETH 0979 2078 *# 10%%
DEMN 0985 -1.237 10%% 5PA 0.993  -1339 20%%
CHIL 0993 -1.117 20%0 IRE 0.994  -1.295 20%
NOR 0988  -1.037 20%0 s 0996  -0.731 J0%%
ARGN 0996 -0.909 30%0 URUG 3 0998 -0.445 4%
s 0996 -0.731 J0% MEX 30999 -0.208 J0%%
URUG 0998  -0.404 30%0 SAFR 1.0403 0.553 0%
MEX 0998  -0.327 J0% ARGN 1.003 0.883 400
SAFR 1.005 1.782 CHIL 1.006 0.903

wee Significantly different from one at the 1% level
“* Sipnificant different from one at the 5% lavel.
* Significant different from one at the 10% level.

Export groups include all countries that receive over 4% of the source countries total exports.
Import groups include all countries that are the origin of over 4% of source countries total imports.

The column heading, #, represents the number of countries in each group.

Source: Ben-David, Dan (1996), "Trade and Convergence Among Countries," Jowrnal of International Economics, 40, 279-298.

‘pansasay sIybry |1V ‘piaeg-ueg ueq G ybuhdon



Convergence in Qutput Per Worker

(trade groups sorted by f-statistics)

Export-Based Groups’ Import-Based Groups’
Source ' . Source .

Country § Size G [-stal Country Size ] t-stat
1 NZ 3 0.956 S1.05 FFF GERM ¥ 0.966 -3.94 **%
2 CAN 3 (0.945 -5.19 **# UK 9 0.967 -3.74 *%%
3 AUSTL 4 0.945 -5.00] wE= ICE 9 0.963 -5.41 #FF
4 GERM 9 (1.963 -4 0dq FEE FIN 6 0.962 -3.35 *%#
3 Us 6 (.966 -4.14 #*¥ SWED 9 0.96% -5.22 *¥%%
0 IRE 7 0975 -4.06 **F NOR 9 0.96% o A
7 JAP 3 0977 -4.0] FEF CAN 3 0.945 -5 10 FwE
8 FRA 8 0.964 -3.04 wEE JAP 3 0.936 -3.15 *%#
Y ALISTR 6 (.965 -3.BG FEF ALUSTL 6 0.964 -5 10 FFE
10 | UK 8 0975 -3 85 wEE N7 6 0.964 -5 10 #=FF
11 | ICE 3 0.967 -3.T2 RER ALUSTR 4 0.93% -4.77 *¥F
12 | ITAL &} (1.966 -3.53 wEF DEN 9 0.972 -4 45 FFE
13 | SWIS 6 (.966 -3.53 wFF Us 6 0.966 -4.14 *%#
14 | BELLU 7 (.968 -3 4R FEF SWIS 8 0.964 -3.90 %%
15 | NETH 7 (.968 -3 4R wEF MEX 3 (.959 -3.58 *¥#
16 | MEX 4 (.966 -3.2G #*% FRA 7 0.96% -3.48 %
17 | SPA 7 0973 -3 19 FFF ITAL 6 0.970 -3.25 **%
18 | SWED 9 (0975 -3 07 wEE IRE 3 0.980 -2.70 **#
19 | FIN 7 0973 -2.9() #F= BELLU 6 0.976 -2.57 *¥*%
20 | NOR 7 0.976 -2.56 FFF NETH 6 0.976 -2.57 ¥¥%
21 | DEN 7 0978 -2.29 ** SPA 7 0.97% -1.54 *%%

22 | ARGN 3 (.986 -2.25 ** SAFR (0.992 -1.63

23 | CHIL b (.991 -1.53 ARGN 0.997 -0.90

24 | URUG 6 0.994 -0.91 URUG 0.994 -0.85

25 | SAFR 6 1.002 0.91 CHIL 1.006 (.67

Significantly different from unity at the 1% (***) and 3% (**) levels.
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Changes in Export-GDP Ratios and Changes in
Rates of Growth for 16 OECD Countries

Postwar (1950-1989) versus Prewar (1870-1939)

Ratio of Postwar Average
to Prewar Average
Country Growth Rates EX/Y
Australia 3.75 0.96
Austria 3.38 2.37
Belgium 3.12 2.63
(Canada 1.74 1.24
Denmark .62 2.02
Finland 2.26 1.31
France 2.44 2.15
Germany 2.09 1.16
Italy 3.51 2.34
Japan 3.14 3.15
Netherlands 2.38 2.21
Norway 2.00 1.97
Sweden 1.64 1.94
Switzerland 1.66 1.48
UK. 2.55 1.03
LS. 1.38 1.31
Average 2.42 1.83
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