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1. Introduction 

This paper analyses how European capitalist economies have 
performed in the past, and examines the forces which have shaped 
their development. It does this in historical perspective, looking back 
over the five main phases of the modern capitalist era since 1820, and 
contrasts their experience with that of the United States and Eastern 
Europe. 

Western Europe is the homeland of modern capitalism and can 
look back on centuries of economic progress. The 12 core countries 
had over four hundred years of modest (an average of about 0.2% per 
annum) growth in income per head in the protocapitalist period be­
fore 1820. After 1820 the pace accelerated. From 1820 to 1870, GDP 
per capita rose by about 0.9% a year, and twice as fast from 1870 to 
1996. Their average income has risen about 14-fold since 1820. The 12 
core countries produce nearly a fifth of world GDP, and have about 
5.5% of world population. Their total GDP in 1996- 5.7 trillion dol­
lars' - was 87% of that of the USA, per capita income 74%, and la­
bour productivity 86%. 

0 Chevincoun (France). 

~This paper was presented as a valedictory lecture at the University of Gronin­
gen in October 1997. I am grateful for comments on earlier drafts by Moses 
.Abramovitz, Christopher Allsopp, Sir Alexander Cairncross, Simon Kuipers and 
Charles Maddison . 

• 
1 The dollar figures in this paper are benchmarked on 1990, with conversion of 

natto!lal currencies by purchasing power parities rather than exchange rates. These 
multtlateral (Geary Khamis) conveners are fully explained in Ma<ldison (1995a, 

Quarterly Review, no. 203, December 1997. 
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The four peripheral countries - Greece, Ireland, Portugal and 
Spain - made slower progress before 1950. Their average per capita 
income was then well under half of that in the core. In the past half 
century, their trade and political links with the core have been much 
closer, their growth has been faster, and their average income in 1996 
was over 70% of that of the core countries. 

The six East European countries in our sample had an average 
income level in 1950 which was similar to that in the European pe­
riphery, but after several decades as command economies and seven 
arduous years of 'transition' to capitalism their average 1996 GDP per 
capita was just over a third of that in the periphery and a quarter of 
that in the core. 

In the past decade or so, the European capitalist countries have 
had sharp rises in unemployment to levels well above those in the 
1930s, and this is a clear indicator that their performance is below po­
tential, but the situation is much worse in Eastern Europe where per 
capita output in 1996 averaged one fifth below the 1985 level. 

In considering the experience of European countries, it is essen­
tial to keep American performance in mind. The USA Qike Canada, 
Australia and New Zealand) inherited and adapted institutional ar­
rangements, societal habits and language from what was then the 
most economically advanced of European nations, but its trajectory 
has been much more dynamic. In 1820, its economy was about a third 
the size of the UK. In 1996, it was almost as big as that of all the 16 
European capitalist economies combined. An important part of the 
growth differential was demographic. US population rose 27 fold, 
that of capitalist Europe threefold from 1820 to 1996, but US per cap­
ita income and productivity also rose somewhat faster than in the ad­
vanced European countries. The USA overtook the UK as the pro-

Appendix C). They give a more reliable indicator of the relative standing of countries 
than do exchange rate converters. In 1995, when the US dollar was at a postwar low, all 
of the core countries except Italy and the UK had very much higher per capita incomes 
with currencies converted at ex~hange rates rather than by the purchas.ing power 
converters. The average upvaluauon was 36%. The extreme case was Switzerland. -
higher by over 90o/o; in Denmark and Germany it was over half. In Ireland and Spam, 
the PPPs were very similar to the exchange rates, and in Greece and Portugal ;eal 
income was significantly higher with the PPP than with the exchange rate converswn. 
In 1985, by contrast, when the dollar was at its peak, the exchange rate valuation for the 
12 core countries averaged 22% below the PPP valuation, and the only case ~here the 
exchange valuation was then higher was Switzerland. All the periphery countnes had an 
exchange valuation below the PPP valuation, with an average shortfall of 47%. 
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ductivity leader around 1890 and has since operated nearer to the 
technical frontier than all of the European countries. The productiv­
ity gap was particularly wide in the 1950s, after two world wars and 
other vicissitudes which held Europe back. Since then the core and 
peripheral countries of Europe have achieved significant catch-up 
which is still continuing. 

The US economy is now operating near full potential, with a 
rate of unemployment less than half the average for the 16 West 
European countries, whereas in 1950-73 its unemployment rate was 
usually double that of Western Europe. American employment ex­
p~nded f~om 41% of population in 1973 to 48% in 1996 compared 
w1th a frurly steady average of 42% for the 16 European countries. 
This has been achieved with a rate of inflation which has generally 
been slightly below that of the European core, and much lower than 
the European periphery. 

The most striking thing about US performance since 1973 has 
been the marked slowdown in the growth of labour and total factor 
~roductivity. The pace of advance has been slower than at any time 
smce 1870. There have been various attempts to explain why this has 
happened, but it probably reflects a serious slowdown in progress at 
t~Ie te~h?ical frontier, which will have important world-wide implica­
tions 1f 1t endures. One cannot predict how long this slowdown will 
last, but I do not think is an artifact of mismeasurement, as some have 
concluded from the Boskin et al. (1996) Report? 

• 
2 

Boskin et al .. (1996) cot;cluded that the US cost of living .index exaggerates price 
!JICreases because 1t deals wnh a fixed basket of goods changed at rather lengthy 
mtervals. T?ey recommended replacement by an .index .in which the weights change 
every y~ m order to allow for the fact a) that consumers can switch their pattern of 
co~ptton .to cheaper goods when relative prices change; b) that they can switch to 
cut-pnce .retail .outlets. They suggest that such a change .in the technique of .index 
construcuon rmgh.t have le~ t.o a .0.5% a year reduction in price inflation over recent 
years ~ompar:ed w1th the e~sung !Jldex. However, they base their figure on illustrative 
matenal and inference '!fl~ lt ;emams to be seen v.:hether their estimate is realistic. They 
also suggest that ~e exts~mg mdex measures quality changes 'inaccurately or not-at-all'. 
~hey suggest that if quality changes had been properly measured, price increases would 
~ve been low:red by ~.6% a year. This part of their Report is highly questionable 
all cause they Vlrtll~y tgnore the fact that the existing index does make substantial 

o.v.:ance for quality change, and they assume that quality change has always been 
phoSlu!Uve: They suggest that the Bureau of Labor Statistics, which prepares the index 
sod · lik bilh ' are . mcorporate ne~ ltems . _e mo e p ones at an earlier stage when their prices 

higher, s_o that the mdex will mcorporate more of their subsequent price fall. If this 
"?'-e~e done, lt would bring US practice closer to that in the USSR whose indices came 
m ror · · · f B ' severe cnUCism rom ergson and Gerschenkron for doing what the Baskin 
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The second part of this paper outlines some distinctive features 
of European capitalism which have influ~nced its performance. The 
third deals with changes in Western pohcy and performance from 
1820 to 1973. The fourth analyses in more detail the latest phase of 
development from 1973 to 1996. The fifth assesses recen~ develop· 
ments in Eastern Europe, and the sixth draws some concluswns, abo~t 
the major policy problems the capitalist countries fac~. ~he ~PJ?endix 
to this paper contains an array of comparative quantltatlve mdicat?rs 
for the 16 European capitalist nations, for 6 East European countnes, 

for the USA and Japan. 

2. Distinctive features of European capitalism 

\Vest European countries have had a very .I on~ h~story of. eco­
nomic growth during which they develop.ed an msut~monal basiS fa­
vourable to technical progress, accumulatwn of physical and hum.an 
capital and relatively efficient allocation of resources. Much earher 
than the rest of the world they created legal protecti':n. fo.r prope~ty 
rights ensured that contracts were enforceable, and mmurused the u~­
fluen;e of corrupt politicians, bureaucrats and cri?'inals. :r~ey l~t pn· 
vate individuals and corporations make productwn deoswns m the 
light of market forces, and allowed consumers reason~ble f~eedom ~f 
choice. They developed techniques of corporate and fm:moal orgam· 
sation which tended to capture and pro~ote. the potent~al offe~ed. by 
technical progress. This is a som~what Ideahze.d, genenc descnpt!~n 
of these countries but it is a valid representation of the respects .m 
which their situation differed from that in the command economies 

of Eastern Europe. 

Committee recommends. It seems likely that th~ Bo.skin C~mmittee is right to sun:st 
that there is upward bias in the index because of 1ts fiXed weights, but the degree o d 1.as 
seems likel to be more modest than they suggest. ~he _US qnP defla~or an tt~ 
consumer Zomponent rose by less than the consumer pnce mdex m the penod 1973-9 

· · b 5 07w and 5 37% a year respectively compared with 5.54% for the condsumb er - nsmg y . N • • • I I te ya 
· · d Th GDP deflator and ns consumpuon component are now ca cu a pnce m ex. e . Th · · sumer 

chain-linked procedure, where the wetghts change every year. e extsu-?-g con ·ons 
rice index is olitically important as it is used by the government to adJUSt pensl VI 

~d income t,J brackets. The Baskin Report .(to the US Congress) suggeste;llihatdoll~s 
index on the lines it proposed could cut public spending by more than a tr on 
over 1997-2008. 
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The European family pattern has been different from that in 
most other parts of the world. Smaller family size favoured invest­
ment in human capital and enhanced capacity to finance investment 
in physical capital. Fertility rates were lower than elsewhere, and 
dropped as mortality dropped. Since 1973 population has grown by 
only 0.3% a year in the core and 0.6% in the European periphery. 

The advanced capitalist economies of Europe have had a high 
degree of interactivity. By comparison with most of the world they 
have had a long-standing openness to international trade, and in spite 
of having different languages, have had a relatively free traffic in ideas, 
though migration of labour and capital has until recently been quite 
limited. Openness to trade has brought gains in efficiency through 
specialisation, has enhanced the role of competitive market forces, 
and added to economic dynamism by providing ready access to new 
products and processes. In the nineteenth century, the Netherlands 
and the UK were committed to free trade, and the others were only 
mildly protectionist. There was a major setback from 1929 to 1950 
when policies moved closer to the autarkic prescriptions of Hjalmar 
Schacht than to those of Adam Smith. After 1950, trade in goods ex­
panded hugely as policy was liberalised. By 1996, the average export 
ratio in the core and periphery countries was about 30% of GDP, 
compared with 16 and 9% respectively in 1950 (see Table 13). How­
ever, these current price ratios are misleading, because export prices 
have risen a good deal less than the GDP deflators. If we measure the 
importance of trade in 1990 prices, its relative role has grown a good 
deal faster. Table 13 shows a nearly fourfold proportionate increase in 
the role of trade in the core countries since 1950 and a more than six­
fold increase in the periphery. Trade expansion has been a major ele­
ment in the postwar acceleration of European productivity and the 
process of catch up with the United States. 

There are of course black spots. The complex and costly appara­
tus of protection involved in farm policy has pampered and protected 
farmers, reduced farm efficiency and consumer welfare (see Table 20). 
Restrictions on competition in services such as telecommunications, 
transport and banking have had a similar effect. 

The most fundamental characteristic of Western Europe which 
favoured development was the recognition of human capacity to 
tra~sform the forces of nature through rational investigation and ex­
penment. Thanks to the Renaissance and the Enlightenment, Western 
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elites gradually abandoned superstition, magic, and submission to re­
ligious authority. The Western scientific tradition that underlies the 
modern approach to technical change and innovation had clearly 
emerged by the seventeenth century and began to impregnate the 
educational system. Circumscribed horizons were abandoned and the 
quest for change and improvement was unleashed. 

The immediate pay-off from this change was rather meagre. 
Most innovation in the protocapitalist period came from practical ex­
perience and learning-by-doing. However, the potential for accelerat­
ing technical progress through application of the experimental ap­
proach was substantially augmented in the nineteenth century. The 
gradual infiltration of the scientific approach into education systems 
facilitated the absorption and adaptation of technical change. 

In the course of the nineteenth century the main locus of tech­
nical progress moved from Europe to the USA. Since the 1890s, the 
USA has clearly been the lead country. From 1913-73 US perform­
ance was much faster than the UK had achieved in the nineteenth 
century (as measured by its rate of growth of total factor productiv­
ity). This acceleration was achieved by a massive and systematic R&D 
effort by corporations and government and was helped by unusual 
economies of scale in production of new standardised products. From 
1913 to 1950, European policy and circumstance were not propitious 
for exploiting the opportunities of this new American technology, 
and a very substantial productivity gap emerged between Western 
Europe and the USA. Since 1950 there has been a very impressive 
process of European catch-up. The technological gap is now much 
smaller than in 1950, and Europe operates much nearer to the produc­
tivity frontier (see Table 8). In terms of labour productivity the lead­
ing European countries are Belgium, France, the Netherlands and 
Norway. Germany is popularly supposed to be the star performer, 
but it was never the European leader. Now that it has absorbed East 
Germany, its productivity standing is virtually the same as that of Ire­
land. 

Over time the production structure of these countries has 
changed dramatically (see Table 4). In 1870 half the employed popula­
tion of the core countries was employed in agriculture and about a 
quarter in industry and services respectively. The agricultural share 
has fallen dramatically and is now less than 5%. The service share has 
risen to over two thirds. The industrial share was at a peak of around 
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38% i~ 1950-73 but has now fallen back very substantially and is not 
;ery d1ffe~en: from _what it was in 1870. Similar tendencies operated 
m the capnahst penphery, with some delay. In 1950 these countries 
had an employment structure similar to that in the core countries in 
1870. Now they have converged much closer to the r1"cher · 

h · 1 d · . . countnes. 
T etr ea sector 1s servtces, With a falling industrial share and little 
more than a tenth of the labour force in agriculture. 

The governmen:S of European capitalist countries are big 
s?enders. In the twentieth century social transfers have grown explo-
Sively and government consumption of goods and serv

1
"ces h · 

· "£· 1 b · as nsen s1gm ICant y ecause of mcreased commitments for health d d · b · an e uca­
t~on. A su stanual part of the expansion occurred in the interwar pe-
nod, but between 1950 and 1996 (as can be seen in Table 5) 

d . f , govern-
men~ spen ~ng grew rom_ about 30 to nearly 50% of GDP. The pro-
portiOn vanes from 67% m Sweden to 39% in Ireland (see Table 6). 
T roan~fer paym~nts average 2~% of GDP in the core countries, and 
17 Yo m the pe~tphery. The h1ghest transfers are in the Netherlands 
:md the lo_west m Portugal and the UK, but in most European capital­
Ist countnes transfers are much more important than in the USA and 
Japan. 

In the ninet~enth century the classical economists (Ricardo, 
Malthus and J.S. M11l) felt that poverty relief would reduce incentives 
to wor~ and save, and would encourage excessive population growth. 
Such ;1ew~ were generally accepted until the 1880s when Marshall 
~d Stdgwick began t? _t~e a brighter view of welfare possibilities. 
~1smarck was th~ poht1c1an who pushed capitalism in a new direc­
tio?. As t_he architect of German unification, he felt a need to con­
so_hdate h1s new creation and offset the social tensions which might 
anse fro~ what_ was then the world's best organised socialist move­
ment. Th1s motive of system-legitimation became stronger in the in­
terwar period with the creation of a competing social system in the 
USSR. After 1948, the cold war reinforced this motivation. Ludwig 
Erhard, the architect of Germany recovery, was a steadfast believer in 
market force~, but wanted capitalism to have a human face. In this re­
spect, the attitudes of the European policy establishment were differ­
j~ from that in the USA, where socialist ideas had little influence 
a our movements were weaker, arid there was no apparent challeng~ 

t? the capitalist order. In reformist socialist circles in Europe the mo-
tive fo · h ' r supportmg t e welfare state was 'system-modification'. Fa-
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bian socialists saw the possibility of transforming the nature of capi­
talist society by expanding rights to vote, promoting income redistri­
bution and public ownership. Over time there :vas pressure from a 
wide variety of populist politicians to transfer mcomes on a much 
bigger scale to meet the claims of the different pressure gr_oups they 
represented (see Maddison 1984, for~ mo.re elab?r.ate analysts): 

The hard core of social secunty ts provtswn of penswns. In 
1994, 15.4% of the population of the core countries was 65 years old 
or more, compared to 5.5% in 1870. Virtually all o~ ~hese are now 
covered by state schemes which provide ~t le~st a :runtmu~ welfare 
cushion, are nearly all fully indexed agamst mflatwn ~d m many 
cases related to previous earnings. Moreover, the age of rett~ement h~s 
dropped as governments in the past two decades (parttcularly m 
France ;nd the Netherlands) felt that reduction in labour supply was 
a way of mitigating unemployment. E~rly re~irem:nt pro;isions and 
generous interpretations of what constitutes handtcapped status led 
to sizeable exits from the labour market well before the age of 65. In 
1994 the male labour force was only 80.4% of the population aged 15 
to 64, whereas in the 1950s, the proportion was near to 95%. 

Apart from pensions, there are substantial transfer pa_yments for 
family allowances, sickness and unemployment compensatiOn, and as­
sistance grants outside the orbit of social in~~rance. , . 

Social transfers enjoy widespread polmcal support as the benefi­
ciaries are so numerous. They have also achieved Bismarck's initial 
objective, as capitalism is now not under serious challenge from so­
cialist parties as it was in the past. The welfa:e _sta~e has ad~ed .to the 
stability of the European economies by s':sta_mmg mcom~s m tt~e of 
recession, and it has added greatly to the lifeume economt~ se.cur;ty ?f 
individuals. On the whole there is less poverty and less cnmmality m 
\Vest European countries than there is in the USA, and this is due in 
substantial part to the availability of social security. Furthermore, the 
growth of the tax burden which is needed to finance government 
spending has not so far had the effect Clark (1945) expected, He pr:­
dicted that tax levies beyond a threshold of 25% would end the capi-
talist accumulation process. . 

It is, however, paradoxical that state pr~v~sion sh?uld have m­
creased so much in economies where productiVIty and mcome from 
work have risen so much. There is a good deal of 'churning' in these 
systems. Heavy taxes and social security levies are collected by one 
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part of the state bureaucracy, and handed back at some cost, often to 
the same people, by other bureaucrats. There is a substantial redis­
tributive effect,_' but ~II sorts ?f inequities, notches, and poverty traps 
are e':'bedded ;n soctal secunty schemes. There is a strong case for 
targetmg beneftts more carefully to those who are in need and for 
stimulating a b~gger switch £:om social insurance to privat: pension 
sc~emes. B~neftts may also mduce dependency. The availability of 
chtld, housmg,_ and supple':'ent~ry. income benefits has undoubtedly 
pla~ed. ~ role m th.e gro:vmg mctdence of single parenthood. The 
~vatl~bthty of benefits destgned to alleviate European poverty attracts 
tmmtgrants from even poorer countries. \Vhen social transfers are fi­
nanced by ~ayrolllevies,_ the~e deter entrepreneurs from hiring new 
workers; thts tendency IS remforced where dismissal of redundant 
workers is rendered costly by job protection guarantees. 

One must be careful not to exaggerate the impact that the wel­
fare state has had in inducing dependency. In the past four decades 
there ?as ~een a decline .i~ family size and an increase in temporary or 
part time JOb opportunities. The activity rate for women in the core 
countries has risen from about 40% of the female working age popu­
lation in 1950 to over 63% in 1994. The gender breakdown of the la­
bou~ force has becom_e much more equal, and has increased the pro­
port_wn. of couples. v:nh two earners. This has compensated for the 
de~h?e m male acttvtty in the core countries. In the periphery male 
acttvtty has fallen more than in the core, and female activity has risen 
much less. 

. ~Vithin the European capitalist countries there are large varia­
tions m th~ role of the state in the production process. Many gov­
ern_m~nts sui! o:vn, control, or subsidise important public enterprises. 
Thts ts :he case m France with its old Colbertist tradition, its postwar 
emphasts on planning, and a political class strongly infiltrated by the 

h 
'A recent OECD Report {Atkinsolj Rainwater and Smeeding 1995 p. 40' shows 

tatl! ''h'd ' 1 
! m core countnes m t e mt 1980~, the average ratio of disposable income per 

bqUlvalent adult (after tax and transfers) m the top decile was three times that in the 
. Ottom decile ;ompared with a ratio of nearly 6 in the USA. The most unequal core 
i:J.omes were m Italy, the UK and Frar:ce .. In Irela~d i~eq~ality was .greater tha~ in 
f J:f The survey also analysed changes m mcome dtstnbuuon over ume for penods 

~9 1 ferent lengths. For the UK the trerid to greater inequality between 1978 and 
. 90 wa~ very marked as a result of the Thatcher programme. There was a milder 

-!0p~a~e tn Norway and the Netherlands. There was a significant decline in inequality 
lU m and and Italy, and a milder decline in France and Germany. 
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bureaucratic elite. Mitterrand doubled the already important public 
sector by far-reaching nationalisation of armaments, ?anking, chemi­
cals, computers, electrical equipment, ins~rance and rurcraft const;uc­
tion. Some of this was reversed when Chtrac and Ballad':'r w_ere pnme 
ministers, but government remains an ~mp?rtant mmontZ' sh_are­
holder in enterprises which have been pnvaused, and there. ts sull a 
large state enterprise sector. Railways, airlin~s, ~rport~, ports, b~ses, 
gas, electricity, atomic energy, telecommumcauo?s, atrcraft engt?es 
(SNECMA), electronics (Thomson CSF), some msurance, bank;ng 
and armaments are still public. In the past, so~e of these en~erpnses 
worked very efficiently but the influence o_f rmhtan_t trade umons and 
of elite networking allowed some enterpnses to ptle up huge losses, 
e.g. Air France and Credit Lyonnais. 

At the other extreme, in the UK, the Thatcher government 
dismantled and deregulated drastically. Its actions included deregula­
tion of financial markets, abolition of exchange cont.rols, legal ':educ­
tion of trade union powers, direct action to break umon power m t_he 
miners' strike of 1984, increased freedom for entrepreneurs to htre 
and fire workers, massive reduction in the incidence ?~ incm_ne tax on 
higher incomes, the sale of ~ l~ge prop_ortion of pu?hc housmg, an_d a 
sweeping programme to pnvause pubhc enterpnse 1~ telecomn_m~tca­
tions, air and rail transport, coal and steel, productiOn and dtstnbu-

tion of gas, electricity and water. . . 
In some countries, such as Austria, Italy and Sprun, the p~~hc 

sector seems to be bigger than it is in France. In the N~therlands tt ts a 
good deal smaller. Privatisati?~ is now gene~ally gtven favo~rabl~ 
consideration partly because tt ts expected to mcrease econormc efft 
ciency, but aiso because asset sales can provide a significa~t flow of 
revenue in times of fiscal stringency. It therefore seems hkely t~at 
there will be a gradual reduction in the role of government enterpnse 
over the long term, but it will probably not proceed at the same pace, 

or go as far as it has in the UK. 
The impact of the Thatcher programme has be_en to redr_ess 

some long-standing problems and make the U~ ~ncuon _more hke 
the US economy. It has clearly increased the efftctenc~ of '.mpor~ant 
industries the labour market has been made more flextble, mce~uves 

' · · b · db h the to enterprise and competmon have een mcrease y c anges. m 
· · h d · · h noW tax structure and deregulation. Bnus pro ucuvtty growt ts 

slightly above the average in the core countries, and has decelerated 
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less than that of the other countries since 1973. However, French la­
bour productivity has in the past grown faster than that of the UK 
and it stands at a higher level. One cannot draw the conclusion that ~ 
~ll-scale Thatcherite ':e':olution is. a sine qua non of successful capital­
ISt performance, but It ts now wtdely understood that a substantial 
dose o~ this medicine is good for the health of an economy. 

Smce the second world war there has been close international 
cooperatio~ in Western Europe. This contrasts sharply with the in­
terwar peno:I when .the BIS (Bank for International Settlements) was 
t~e only vehtcle for mtercountry consultation. There were sharp con­
flt?ts over war debts and reparations in the 1920s, beggar-your­
neighbour trade and payments actions in the 1930s. 
. European postwar cooperation was sparked by generous US aid 
1~ ~he Marshall Plan progra~me of 1948-52, which was given on con­
dttwn that European countnes reduce their trade barriers and liberal­
i~e their payments systems. The motives for West European coopera­
tiOn were streng_t~ened by the Soviet takeover in Eastern Europe, and 
the mutual hosuhty between the two blocs during the cold war. The 
military aspect of this c?operation was NATO (created in 1949) as a 
transatlantic defence alhance. European economic cooperation also 
had a transatlantic character. The OEEC (Organisation for European 
E?onm_nic Cooperation), created in 1948, included 16 European coun­
tnes wtth the USA and Canada as associate members, and in 1961 it 
became the OECD (Organisation for European Cooperation and De­
velopment) in which the USA and Canada were full members and 
which also included Japan. A major function of OECD was the ar­
ticulate discussion of economic policy issues by high officials from fi­
nance ministries and central banks. These organisations not only 
help~d to ensure freedom of trade and payments but prevented the 
hosttle policies that characterised the interwar years. 
. In addition to the OEEC/OECD arrangements, there was 
closer integration between six countries (France, Germany, Benelux 
and Italy) in the European Coal and Steel Community. This was or­
chestrated by Jean Monnet, who felt that closer economic links be­
tween France and Germany were a fundrunental prerequisite for fu­
ture. peace. The Monnet agenda involved expanding this type of coop­
eration across a wider spectrum of economic issues, and the EEC 
(E~ropean Economic Community) was created in 1958 as a customs 
Umon by the same six countries. The UK had never shown serious in-
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terest in this project, and did not really expect it to get off the ground. 
However, once the EEC was created, the UK and other non­
members, fearing trade discrimination, created EFTA (the European 
Free Trade Area) to reinforce their bargaining power with the six. In 
fact the two organisations were successful in reaching a mutual ac­
commodation to avoid trade discrimination. 

By the time the EEC was created, de Gaulle had returned to 
power in France. His ideas were quite different to those of Monnet. 
He did not want European cooperation to infringe national sover­
eignty, but saw the usefulness of the EEC as a vehicle for cooperation 
free from transatlantic or "anglo-saxon" contamination. The General 
twice vetoed British entry to the EEC (in 1963 and 1967) and he also 
left the NATO integrated military command in 1966. After his death, 
in 1973, the UK was admitted to EEC together with Denmark and 
Ireland and left EFT A (which continued as a rump organisation -
with Austria, Norway, Sweden and Switzerland as members). Greece 
was admitted to the EEC in 1981; Spain and Portugal in 1986; in 1990 
East Germany was incorporated in the Federal Republic and into the 
EC; Austria, Finland and Sweden in 1995. In 1987, the Single Euro­
pean Act changed the EEC into the EC (European Community) re­
flecting the broader federalist conception of its functions which was 
held by Commission President Delors. There was a further move in 
this direction in 1993 when ratification of the Maastricht Treaty con­
verted the EC into the EU (European Union). 

It is useful to summarise the impact of EEC-EC-EU on the 
growth performance and functioning of European capitalism: 

t) the customs union contributed a great deal to reduction of 
trade barriers and this was important in improving resource alloca­
tion, competition and consumer satisfaction. All customs unions are 
trade diverting as well as trade creating because they discriminate in 
favour of other members and against the outside world. However, the 
demolition of European trade barriers was accompanied by and cre­
ated momentum for multilateral worldwide reduction of trade barri­
ers in successive GATT rounds. As a result the external barriers of the 
Union were low and the net impact of the EU was certainly trade 
creating. The main exception was agriculture where the impact was 
trade diverting. Farm transfers cost 1.8% of EU GDP in 1993. How­
ever, as can be seen in Table 20, EU countries are not alone in pam­
pering farmers. 
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it) The single market programme which became effective in 
January 1993 was supposed to broaden the scope for trade to all sec­
tors of the econ~my, but its main impact was to eliminate remaining 
controls on capital movements (which Germany had abolish d · 
19;;8. and the UK in 1979). France and the other core countrie: ili~ 
th1s m ~uly 1990. Ireland? Sp~n and Portugal followed in 1992 and 
Greece m May 1994. Cap1tal hberalisation had its greatest positive ef­
fect on resource allocation in British capital markets but it 1 h d 

· ff · · ' a so a 
negative ~ ects m mcreasing the scope for speculative movements. 
The. c.reatwn of. a customs union was itself more important than the 
abol.mon of cap1tal. controls in stimulating the most useful inflows of 
fore1g':' long-term mvestment. The scale of American direct invest­
ment 1':' Europe ';a;' much bigger than it would have been without 
the Umon, ~d th1s 1s also true ~f Japanese investment (particularly in 
~he UK). Th1s US and Japanese Investment was significant in promot­
mg the transfer of technology. In the service sector, the single market 
programme has so far been relatively ineffective. About two thirds of 
core country GDP is derived from services, but service exports are 
less than 12% of service output, whereas commodity exports are 
abm;t 80% of.va~ue added in the commodity sector. Substantial trade 
barners rem~n m .are:" li~e telecommunications and air transport. 
Pressure for lib~ralisatwn m services has come more strongly from 
the newly established WTO (World Trade Organisation - the succes­
sor to GATT) than from the European Commission. 

iit) ~h': inclus~on ?f .the periphery in the process of Euro­
pean econom1c mtegratlon IS m large measure responsible for its ac­
celer.at.ed growt~ and ~ignificant catch-up in terms of income and pro­
ductivity. The fmanc1al support they have received under structural 
rd harmonisation .rrogram?'es has als.o helped - most spectacularly 
? Ir~land. IntegratiOn was important m the process of democratisa­

tiOn I? Greece, Portugal and Spain when the military and fascist dicta­
torships ended. 

iv) After the collapse of the Bretton Woods fixed exchange 
~ate sy~tem, the.Europe~ economy was plagued by currency instabil­
ty wh1ch contnbuted to Inflationary pressure and made governments 
~ery. r~l~c~ant to use expansionary policies to combat unemployment. 

U l':'JtiatJves to create a zone of exchange rate stability in the EMS 
Contnbuted to ease this problem, and by doing so, facilitated the 



444 BNL Quarterly Review 

growth process. However, a much more ambitious goal of monetary 
union was adopted in the 1990s. This pushed economic policy in a 
much more deflationary direction and is a major reason for the slow­
down in growth and the rise in unemployment. It is not easy to pre­
dict what will happen if monetary union is established. It would in­
volve a major change in the policy regime with asymmetric costs and 
benefits for different member countries. The risks are high in an eco­
nomic grouping that has only the vestiges of a federal state. When 
East and West Germany were rejoined in 1990, their union was 
capped by adoption of a single currency. This union was a political 
imperative, but the rate of exchange was so favourable for the East 
that it created massive social problems. These were mitigated by huge 
social transfers from West to East. The West Germans were able to 
bear the cost of these, and to service East German government debt. 
There is also a fair degree of labour mobility between East and West 
Germany. None of these cushions is available if EMU fails to pro­
mote fuller employment. Mobility of labour within different coun­
tries of the EU is quite small because of language barriers and incom­
patibility of pension and social security regimes, and the EU itself has 
negligible leverage over social expenditure or the fiscal revenues of its 
member countries. 

v) A final point is the puzzling attitude of EU to the huge 
political changes in Eastern Europe. The original political motive for 
\Vestern integration was to strengthen the long-term prospects for 
peace by binding nations more closely together. At the time of the 
cold war this integration was necessarily confined to the Western 
countries, but the situation changed completely in 1990. The East 
European countries regained their political freedom to cooperate with 
the West, the \V arsaw Pact was completely dismantled, Russian forces 
completely withdrawn from Eastern Europe, Belarus and the 
Ukraine, and NATO is being expanded to include Poland, Hungary 
and the Czech Republic. The OECD has expanded to include Poland, 
Hungary and the Czech Republic. But the EU, instead of welcoming 
the East European countries as members, has been obsessed with 
closer integration within the West. Monetary union will make it 
more difficult to welcome the East European countries to the capital­
ist fold. Their accession has been treated as a matter of little urgency 
and the amount of financial aid has been very modest. In 1991-94, the 

The Nature and Functioning of European Capitalism: ... 
445 

EU spent $ 1.1 billion a . d 
there were bilateral ro n~'ear on ru to Eastern Europe. In addition 
to the $ 41 7 b '11' p g mmes~ but the total was meagre, compared 
$ . . . I Jon a year gomg to West Euro f 

22.6 bllhon a year in structu I b 'd' pean armers, and 
which are much more pro ra suhsl Jes to areas of \Vestern Europe 

. sperous t an the Ea t T d h 
rap1dly with Eastern Europe but th ~ · ra e as expanded 

· I , ere are stlll 's · · , 1. agncu ture, steel, textiles and h . ls h ensltlve areas Ike 
. d c enuca w ere the o .. 

restncte . Closer integration with the E .
11 

pportumnes are 
of the EU budget and vou' . h aTst WI reqUire restructuring 
b · . ng ng ts (see ables 19 20 d ) . 

o vwusly Implies some tight-fisted bar ainin , . "': 21 . This 
where the economic po!J'tl'cal d .g g, but th1s rs a venture 

' an securny bene£' l'k 1 greater than the costs (see Bald . F . Its are 1 e y to be far 
wm, rmcms and Partes 1997). 

3. Phases of development d f h' . 
an as wns m policy, 1820-1973 

Within the capitalist epoch the m · 
ied considerably and so h f 'h. .omentum of growth has var-
d . . ' ave as wns 1n ec · li 

Jstmguish five major phases since 1820 onon;rc po cy. ?~e cm 
last phase from 1973 b t · · h : Our mrun mterest IS m the 

. , u It IS wort saying s h. b h 
ers m order to get some sen · f . . omet mg a out t e oth-se o perspective · 

From 1820 to 1870 all the cor · . 
growth by all previous stand ds The countnes had very substantial 
fast as in the eighteenth cent:r .'The ave~age pa~e was four times as . 
staggered succession of tak ffry' h': earlier notwn that there was a 

e-o s m t IS gro . h 
country, the UK exercised d'ffu . . . flup IS not correct. T e lead 
of free trade. ' a I swmst m uence through its policies 

The second distinctive phase from 1870 faster technical progress md . k d t? 1 ~13, was one of 
There were no major armed q';{;" ene per c~plta mcome growth. 
regime. Virtually all th con. ctsd or great differences in economic 
was international mob':l~oun¥J~s ba opte~ the gold standard. There 
Europe, and large ex a:/ ~ o . a our With large migration from 
time capitalist count~es fe~t ~pita~ t? the rest of t?e world. At that 
advmced by col · 1 . at t elr power md mcome would be 
in Africa md in o~~:t;~s~s~wns. T.here was competition for power 
safety valve for confli ts h ~~h- :Vhlch to some extent operated as a 
Europe At thi · c w IC nught otherwise have occurred within 

. s time governments did not feel the need for activist 
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policies to promote growth. They assumed th~t the. free or~ration of 
market forces in conditions of monetary and fmane~al stab1hty would 
automatically lead to something like an opti~al allocation of re­
sources. There was limited suffrage, trade umons were weak, and 
wages were flexible. Low taxes and free lab_our ~arkets were felt to ~e 
the best stimulus to investment. Domestic pohcy was generally m­
spired by principles of. fiscal responsibil!ty and sound money. There 
was little net change m the general pnce level from 1870 to 1913, 
prices fell to the 1890s, and rose somewhat t~ereafter. Taxes ":'d gov­
ernment expenditure were low and gene~ally m balance; _spending was 
mainly confined to provision for domestic .order and national defence. 
Social spending was small, generally covenng only el~mentary educa­
tion and preventive health measures. There were no mternational or­
ganisations like the OECD, IMF, BIS and GATT to manage a 'world 

system'. · 1 A 
Performance in 1870-1913 was probably close to potentia. t 

that time, technical progress was not as f~st as it was later t? become, 
and Europe was exporting its surplus cap1tal and labour mamly to ar­
eas of recent settlement where natural resource endowments were 

greater. . 
The two phases which followed were very different. In 1913:50, 

the European economies were deeply disturb~d by wa~s, ~epresswn, 
beggar-your-neighbour policies, and the strams of adJustmg to the 
cold war. It was a bleak age whose potential for accelerated growth 
was frustrated by a series of disasters. By contras~,. 1950-73 was a 
golden age in which a backlog of missed opportumties was success­
fully exploited. The 60 years from 1913 to 1973 wer~ abnor~al. In 
some ways experience in 1870-1913 is more relevant 1~ assessm~ the 
adequacy of performance since 1973. The ~atest p?as~ 1s closer m re­
spect of per capita income growth and pohcy asp1ratwns than to the 

bleak age or golden age. . 
The years 1950-73 were a golden ~ge of unparallele~ prospenrr· 

Per capita income rose by 3.8% a year m the core countnes and 5.2 Yo 
in the European periphery. GDP per man hour rose by 4.7 and 5.8% 
respectively. There was a very significant degree of catch-up. ~nUS 
levels of performance. There were not only unus':'al opportumties for 
recouping the produrtivity bac~log, but techmcal progress at the 
frontier continued to grow qUickly. European savmgs rates :'~re 
higher than ever before, and financed very high rates of domestic m-
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vestment. Europe attracted very substantial net migration from the 
rest of the world. 

. There were m~j?r chang~s in policy which made it possible to 
se1ze these opportumt1es. The first of these was the remarkable revival 
of liberalisn; in international transactions. Trade and payments barri­
ers enacted m the 1930s and during the war were removed Th 

1 l'b 1' b . e new sty e 1 era 1sm was uttressed by effective arrangements for articulate 
a_nd re.gular ~onsultations between Western countries and for mutual 
fmanc1al assistance. Trade was freed by abolition of quantitat' . . . . 1ve re 
stnctions m OEEC, reduction of tariffs on a regional basis in the EC 
and ~F.TA and, more globally, in GATT. They were a major force in 
sustammg demand and productivity growth and keeping prices in 
check. 

The fundamental innovation in domestic policy was the com­
mitment t? full use of resou.rces. In 1950-73 the average unemploy­
ment r~te m the core countnes was 2.4% of the labour force and in 
t~~ penphery ~.6%. ~n Scandinavia and the UK the gospel of fiscal ac­
tivism and pnmord1al commitment to full employment had been 
propounded by ~eynes, L~ndber~ ~nd Myrdal and gained wide post­
war acceptance m acaderruc, political and bureaucratic milieux. In 
Franc~, the objective of full resource use derived from the strong 
comrrutment to growth and supply-side stimuli in the planning proc­
e~s. Germany gave greater emphasis to price stability and work incen­
tives than to buoyant domestic demand, but proclaimed the full em­
ployment goal in its Stabilisation Law of 1967. In any case it achieved 
fuller em~loyment than most countries by export-induced growth. 

Until .1971 these countries had the dollar as their monetary an­
chor. The f1xed rate exchange system derived from the wartime Bret­
ton. \Voods commitments. Exchange stability was easier to attain in a 
penod w~en there were significant controls on capital movements. 

Pohcy was also helped by the moderation of price increases. The 
general ~oal of go~er:'m~n~ was not price stability, but to keep the 
pace of .'?crease w1thm hm1ts that did not put too great a strain on 
compet!tlveness. \Vhen the outcome of demand management policy 
was unclear, the tendency was to take the upside risk. This was most 
c.learly the case in F ranee, which looked to devaluation as compensa­
tion. 

The average rise in consumer price indices from 1950 to 1973 
Was about 4% a year in the 16 countries (see Table 15). The rate of 
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price increase might well have been faster ~t such high levels of em­
ployment, but stability was.hel~ed by_the f1xed e~~hange rate sy~tem, 
the impact of foreign trade m stlmulatmg competltlon, the stab1hty ~f 
primary commodity prices due to US ~arm surpluses and th~ large ml 
reserves and political weakness of M1ddle Eastern countnes. Large 
flows of labour from farming and immigration helped to keep down 
wage pressure, and levels of social tension were low due to t~e expan­
sion of the welfare state. Finally, expectations had not adJusted to 
continuous inflation. Friedman (1968) suggested that expectations 
would become more adaptive and decidedly more explosive unless 

unemployment increased. 
Eventually the collapse of the monetary anchor, the erosion of 

the special factors which mitigated. price increases, ru;d the OPEC 
shock all operated simultaneously m the early 1970s m a way that 
forced a change in the emphasis of domestic policy. 

4. 1973-96: a return to capitalist normalcy? 

The latest phase of European capitalist development has been 
equal in length to the golden age but has shown much slower growth. 
In the 12 core countries, per capita GDP growth averaged 1.7% a year 
from 1973 to 1996 compared with 3.8% in 1950-73 (see Table 9). GDP 
growth averaged 2.1% a year compared with 4.6% in 1950-73 (see Ta­
ble 10). Labour productivity growth decelerated from 4.7 to 2.1% a 
year (see Table 11). The aver~ge _rate of inves~ment decl_ined in all the 
countries. There was also a s1gmficant drop m populatiOn growth to 
0.3% a year in 1973-96 compared with 0.8% in 1_950.73, n;flecting a 
widespread fall in fertility. The incidenc~ of ;ecess1~n was b1gger than 
in the golden age. There was a deceleratwn Ill fore1gn trade p_erform­
ance with export volume growing on average by 4.6% a ~ear m 19~3-
96 compared with 8.6% in the golden age. The deceleration was b1g· 
gest ·in Germany, and the UK was the only country where export 

growth accelerated (see Table 12). . . . 
The proportionate slowdown in the penphery was surular to 

that in the core countries in most respects, but the growth of GDP, 
per capita GDP and labour productivity co~ninued to be signifi_cantly 
faster than in the core. Furthermore, the1r export growth d1d not 
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slacken, and their demographic experience was different. In Ireland 
and Portugal, population grew at 0.7% and 0.6% a year in 1973-96 
compared with 0.1%in 1950-73. ' 
. . The deceleration of performance in 1973 is less disappointing if 
It IS compared with growth. before the golden age. In the relatively 
prosperous a~d_peaceful penod 1870-1913 per capita income and la­
bour productlVlty growth were slower on average than in 1973-96. 
Only Germany, Sweden and Switzerland failed to do better than in 
t?at earlier perio~, and in the German case this was due to the absorp­
tion of the low-m~ome Lander of the former East Germany. The 
European econormes also enjoyed greater conjunctural stability in 
1973-96 than they did in 1870-1913. 

It was inevitable that performance would decline significantly 
afte_r the golden . age. In that period, once-for-all opportunities for 
rap1d catch-up wnh the US were available and were seized and the 
rate of technic~! progress in the lead country (as measured b; US total 
factor productivity) was then very much faster than has since been the 
case. In any case, .t~ere was ~till significant catch-up in European in­
come and productivity levels m 1973-96, particularly in the periphery. 

The most disturbing aspect of performance after 1973 has been 
the staggering ri~e in the rate of unemployment (see Table 14). In 
1996 _the average m the core countries was 9.2%, which is higher than 
that m the depressed years of the 1930s and nearly 4 times the rate in 
t?e g?lden age. Except for Denmark, the Netherlands and UK, the 
s1tuatwn has been ~readily worsening and shows signs of deteriorating 
further. In the penphery the situation is even worse, with an unem­
ployment average of 12.9%. In Spain (see Blanchard et al. 1995), 
near!~ a quarter of the labour force are out of work. Unemployment 
on t~1s ~nprecedented scale would clearly have created a major de­
presswn 1f the unemployed had not received substantial income sup­
port from social security. 

A ~ajor r~aso?- for th_e _rise in unemployment was the change in 
mac;opohcr objectives. Imt1ally the change was dictated by events, 
but Its c?ntmuance reflected a basic ideological switch. 
. ,~nk Lundberg (1968, p. 37) characterised the 'establishment 

v1ew m the 1960s as follows: "In the postwar period, the achievement 
of full employment and rapid economic growth have become a pri­
~ary concern ?f national governments. Such policy targets certainly 
d1d not [ ... ] gmde government activities during most of the interwar 
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period [ ... ] instead there were various policy aims that today would 
largely be considered as either intermediate, secondary, irrelevant or 
irrational targets, such as the restoration or preservation of a specific 
exchange rate, the annual balancing of the government budget, and 
the stability of the price level at a prevailing or previously reached 
niveau". 

The establishment wisdom has now reverted completely to the 
old-fashioned religion. Full employment and rapid economic growth 
have been jettisoned and ancient goals have been embraced with cru­
sading zeal (see Maddison 1983, for a more detailed analysis of this 
change in establishment attitudes). 

The initial switch in emphasis had considerable conjunctural va­
lidity. In the early 1970s, the Bretton Woods fixed exchange rate sys­
tem collapsed. The dollar was floated in 1971 and policy makers felt 
disoriented without a monetary anchor. This happened at a time 
when there was already a climate of inflationary expectations. They 
were greatly augmented by the OPEC price shock (which also pro­
duced serious payments problems). It was felt that accommodation of 
inflation beyond a certain point would lead to hyperinflation, and 
that this would threaten the whole socio-political order. This was the 
razor's edge theorem. Income policies had been discredited so disinfla­
tion was given strong priority. It was not easy to break inflationary 
momentum quickly. Further inflationary pressure was created by the 
second OPEC shock in 1980 and the surge in other commodity 
prices. With honourable exceptions like Tobin and Modigliani the 
Keynesians threw in the towel, and politicians sought intellectual sus­
tenance from Friedman, Hayek and the neo-Austrians who regarded 
unemployment as a useful corrective. The rational expectations 
school further sapped confidence in the usefulness of discretionary 
policy action. The establishment decided that if simple rules were fol­
lowed long enough the economy would be self regulating. Responsi­
bility for economic policy action should move from ministers of fi­
nance to central bankers. 

The switch from old to new modes of policy thinking was most 
dramatic in the UK- the former Keynesian heartland. Another major 
reversal occurred in France in 1983. After a couple of years of nation­
alising major enterprises, encouraging wage increases and three de­
valuations, the Mitterrand government embraced the new orthodoxy 
and France ~as since followed a policy of 'competitive disinflation' 
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with defence of the exchange parity as the primary objective (see 
Blanchard and Mu~t 1993, for a de:ail~d analysis). With some delay, 
t~ere was also a maJor change of obJeCtlves in Sweden. In other coun­
tnes,_ the change has been less dramatic, but has nonetheless been sub­
stannal. 

From 1983 onwards, these deflationary policies were quite suc­
cessful. The rate of price rise dropped very sharply and the power of 
OPEC was broken thr?ugh t~e impact of price increases in inducing 
energy economy ~nd s:Im~latmg non-OPEC oil output. 
. In 1973-_83, mflatwn m the core countries had averaged 9.4% but 
Ill 1983-95 :his was reduc~d to 3.8% - significantly lower than in the 
g_olden age m n:ost countnes. For 1996, the average was 1.8%. The pe­
r~phery countnes ~ere less successful. In 1973-83 their average infla­
tlon r~tes w_ere twice as high as in the core and the discrepancy was 
even bigger m 1983-96 (see Table 15). 

. At t~e end of t?e ~980s, the new orthodoxy was reinforced by 
~ncorporatmg the obJective of monetary union. This was not a new 
Idea. It had been advocated within the EEC by the 1970 Werner Re­
port, but this objective was abandoned when the 'snake' system (pre­
curse~ of the EMS) collapsed in 1976. The EMS was created in 1979 to 
establish an area of exchange stability. From 1987 to 1992 it achieved 
r:a.sonable success. As a result, the objective of monetary union was 
dtsmterre_d and put forward in the Delors Report of 1989. This reiter­
a_red the Importance of policy objectives which Lundberg had quali­
fted as secondary or irrational in 1968. It made no mention of em­
ploym~nt ?r ~rowth objectives, nor did it give serious consideration 
to the mstttutional, social_ an~ eco~wmic costs involved in enforcing 
con;rergence and confornuty m pnce, wage, monetary and fiscal be­
havwur. Such convergence would of course have been expansionary if 
Greek standards had been the target, but it was clear that the new an­
fhor was expected to ~e th_e DM. Th': major economic gain from un­
on would ?e a reduc~wn m. :ransaction costs and some possible im­

provement tn econonuc stabtlity. It was also alleged that it was neces­
sary to 'complete' the single market. 

The arguments for monetary union were set out more elabo­
rately in t~e EC report One Market, One Money (1990). This was basi­
cally one-s:ded salesmanship, disguised as scholarship. It paid no seri­
ous attention to the costs and risks involved. Nevertheless the pro­
posal was adopted by the EC in 1991 and the Maastricht Treaty of 



452 BNL Quarterly Review 

European Union was ratified in 1993. The European Monetary Insti­
tute was installed in Frankfurt in 1994 (with an endowment of 616 
million ecu) to be responsible for creating a European Central Bank. 

The guidelines for monetary union took it for granted that 
countries should converge towards German standards of price and ex­
change rate stability. Countries were required to hold their currencies 
within a narrow band for at least two years, to achieve a high degree 
of price stability, and to attain a 'sustainable fiscal position', i.e. keep 
fiscal deficits below 3% of GDP, and to reduce public debt below 60% 
ofGDP. 

The path to monetary union has not been smooth. In 1992 there 
was a major currency crisis. After a costly defence of their existing ex­
change rates, there were a number of devaluations and an exit of Italy 
and the UK from the EMS. In 1993 new pressures on the franc led the 
EMS authorities to widen the permitted fluctuation band from 2.25 to 
15%. The other Maastricht criteria have not been met by most of the 
potential members. It is therefore difficult to predict when or 
whether there will be a monetary union, who will be a member, and 
whether it will be as irrevocable as expected. However it is clear that 
official endorsement of the objective reinforced the deflationary bias 
in policy and contributed importantly to the increase in European 
unemployment. 

Although the intent of government policy has been substan­
tially deflationary for a prolonged period over the past two decades, 
fiscal freedom was substantially constrained by welfare state com­
mitments. Thus we can see in Table 16 that budget deficits have been 
bigger since 197 4 than in the golden age. When unemployment in­
creased, transfer payments were triggered automatically. In many 
cases people who left employment and dropped out of. the labour 
force also got substantial benefits, e.g. they were urged to retire early 
or to acquire 'handicapped' status. There was also a steady build up of 
pension benefits due to the ageing of population. 

The deflationary intent of government policy can be seen more 
clearly in the level of real interest rates. These have been very much 
higher in the period of moderate price increases since 1982 than they 
were in the golden age and the years of high inflation 197 4-81 (see Ta­
ble 17). The consequences of budget deficits and high interest rates 
can be seen in Table 18. Gross debt rose from an average of about 
60% of GDP in 1990 to 77% in 1996, net liabilities of government 
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have risen a good deal more in proportionate terms. The combined 
domestic currency debt obligations of core country governments at 
the end of 1996 were just over 4.2 trillion dollars at the exchange rates 
then prevailing (see BIS 1997). Private sector domestic currency debt 
was just over 3 trillion. It is not clear what will happen to govern­
mental creditworthiness and real interest rates if these assets are forci­
bly and simultaneously converted to euros. 

5. The 'transition' in Eastern Europe 

Postwar recovery and growth in Europe were strongly influ­
enced by the cold war which split the continent into two clearly seg­
regated groups. East European countries became command economies 
under Soviet tutelage, bound together in a system of controlled trade 
under CMEA arrangements, cut off from \Vestern capital markets 
and a good deal of Western technology, squeezing domestic consump­
tion to raise investment in heavy industry and to sustain a large mili­
tary effort. 

The Soviet bloc had its own system of national accounts which 
ignored a large number of so-called non-productive services and 
tended to exaggerate performance by understating inflation. Assess­
ment of Eastern growth and levels of performance was problematic, 
and we have to rely on \Vestern re-estimation of Eastern performance 
on lines pioneered by Abram Bergson, and carried out in a continu­
ous and intensive way by the US Central Intelligence Agency (see 
Maddison 1995a and 1997). The measures we have suggest that East­
ern European per capita income growth from 1950 to 1973 was fairly 
similar in pace to that in the core countries, but with a significantly 
lower proportion of output going to consumption. However, growth 
was slower than that in the European capitalist periphery. The aver­
age income level in the capitalist periphery was similar to that in 
Eastern Europe in 1950, but about 40% higher in 1973. 

After 1973, Eastern European economies started to falter seri­
ously. By 1985, when Gorbachev carne to power in the USSR, disillu­
sion with command economies, and cynicism about the political sys­
tem and quality of life was endemic in all the Eastern countries. Retail 
outlets and services were few. Bread and housing were heavily subsi-
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dised, but consumers wasted time queuing, bartering, or sometimes 
bribing their way to goods and services they wanted. Work incentives 
were poor, malingering on the job was commonplace. Microeco­
nomic inefficiency was massive in the production process. There was 
a chronic tendency to use capital wastefully as it was supplied below 
cost. Average and incremental fixed capital ratios were higher than in 
capitalist countries, inventories were much higher, steel and energy 
consumption per unit of output was a multiple of that in Western 
countries. 

Eventually, economic failure and the collapse of political legiti­
macy caused the USSR to split into 15 independent republics. In East­
ern Europe, Soviet hegemony disappeared and Soviet military forces 
were withdrawn. Miraculously, this collapse occurred without vio­
lence between East and West, though there was armed conflict on 
ethnic and other issues between and on the borders of ex-Soviet re­
publics (Georgia, Armenia, Azerbaijan, Kyrgyz Republic, Moldova, 
Tajikistan, Turkmenistan and Chechnya) and in ex-Yugoslavia. 

As a consequence of the political changes, most of the Eastern 
countries abandoned the socialist command economy and embarked 
on a transition to capitalism. This involved a radical reorientation of 
foreign trade and major changes in the ownership, organisation and 
structure of the domestic economy. An important part of heavy in­
dustry production capacity was redundant once consumer demand 
became sovereign. Some of the capacity of light industry was out­
moded through competition from more attractive foreign goods. 
Small scale service activities boomed. Shop space was limited but en­
terprising salesmen and pedlars sold their wares on the streets. These 
structural problems could not be solved quickly. Large scale privatisa­
tion was tried in virtually all the countries, but it was difficult to un­
load the huge stock of assets on a population with low financial re­
sources and little experience as investors. 

The command economies had a strong preference for very large 
enterprises, partly because of a belief that this led to economies of 
scale, but also because it meant that enterprise managers could take 
over some of the burden of resource allocation from planners. In the 
USSR, the average industrial enterprise employed 814 workers in 
1987. In Poland the number was not too different, and in Czechoslo­
vakia it was more than double the Soviet average. By contrast, the av­
erage German and British manufacturing enterprise had 30 employees 
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and in the USA, the average was 49. In \'if estern countries there was a 
very wide spread around the average. The median firm employed 318 
persons in Germany, 240 in the UK and 263 in the USA (half the en­
terprises are smaller than the median, half above this size). In socialist 
countries the size spread was much narrower and small firms were 
unusual (see Kouwenhoven 1996, p. 25; Ehrlich 1985, p. 290; van Ark 
1993, Table 6.6, and Maddison 1995b on firm size). 

In these circumstances, there were major managerial and techni­
cal problems in downsizing firms to a degree which is operational in a 
capitalist economy subject to market forces. The problem was further 
comP_licated by the fact that a major part of social security benefits 
was tied to the workplace. Firms provided housing, health, child care, 
an~ pensio~s. Conversion of this workplace benefit system to general 
soc1al secunty coverage was a major financial challenge which most 
countries could not meet. As a result, old state firms are still encum­
bered with social liabilities which make them very difficult to sell, 
and 'workers' stay with such firms even when they receive no wages. 
It is clear that the transformation from a command to a capitalist 
economy cannot be achieved by waving the magic wand of market 
forces. 

Another major problem of these economies has been macroeco­
nomic imbalance and instability. The whole pattern of domestic and 
foreign trade prices had to be changed as subsidies and regulations 
were ended, and as new tax systems were developed. The income of 
new types of entrepreneurs was difficult for the tax authorities to 
monitor, so most governments had to finance part of their expendi­
ture by printing money. As a result, there was a major upsurge in in­
flation which was particularly severe in the countries of the former 
Soviet Union, Rumania and Bulgaria (see Table 15). The pace of infla­
tion had abated by 1996, except in Bulgaria, but the average situation, 
even now, would be regarded as dreadful in any \'if estern country. 
The inflation process had some cathartic impact as it helped to reform 
the distorted price structure, but it also destroyed the savings of most 
of the population, and contributed to the incidence of poverty. 

Average per capita GDP in four of the six countries shown in 
Table 9 hit its trough in 1993 and has since been rising. Real income 
in Bulgaria and Russia is still in decline. The 1996 average for the six 
countries was nearly one fifth below the 1985 level. All of the coun­
tries had incomes below previous peaks; the best performance was in 
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Poland, the Czech Republic and Hungary, and, in our sample, the 
worst is Russia, where per capita output is more than 40% below the 
1989 level. However, the Russian situation is better than in the 
Ukraine, and most other former Soviet republics (see Table 3), 
though the reliability of the estimates for these states is even weaker 
than it is for Russia. 

It is interesting to compare the situation in these former com­
munist countries with that in East Germany which was incorporated 
into the Bundesrepublik in 1990. In other East European countries, 
the amount of Western aid has been relatively modest, and their ac­
cess to Western markets is hampered by the EU's common agricul­
tural policy and other restraints on exports of sensitive industrial 
products. East Germany, by contrast, has completely free access to 
German and Western markets and has received transfers of various 
kinds from the rest of Germany of more than half a trillion dollars 
since reunification. In 1994 (see Table 2) transfers amounted to almost 
$ 105 billion, or about $ 6750 per head of the population. In East 
Germany, the problems of transforming socialist firms into produc­
tive capitalist enterprises were more pronounced than elsewhere be­
cause the old enterprises had greater exposure to capitalist competi­
tion, and were incorporated in a monetary union which greatly over­
valued the old Ost Mark wages and assets. There was also more overt 
unemployment, as workers (as well as pensioners and other social 
categories) became eligible for West Germany's social security bene­
fits. In 1995, East German employment was more than one third 
lower than in 1989 (see OECD 1996, p. 107). In real terms, residents 
of the East German Lander are much better off than they were in the 
DDR, but the average per capita GDP they produce is lower than 
that in the Czech Republic. 

6. Summary and conclusions 

Over this past half century, European capitalism has made 
enormous progress. The average productivity level has increased al­
most fivefold since 1950 - from 40% of the US level to more than 
80%. The process was strongly convergent and equalising. The fastest 
growth occurred in those countries which were poorest in 1950. 

T 
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For the first quarter century after the war, progress was unusu­
ally rapid because European countries were recouping opportunities 
squandered in two world wars and two decades of interwar hostility. 
It was possible to achieve a rapid narrowing of the productivity gap 
between themselves and the USA, because they had highly skilled and 
educated labour, mounted high levels of saving and investment and 
reopened their economies to international trade - which made a ma­
jor contribution to improved resource allocation. 

There is still scope for rapid growth in productivity by opening 
the service sector to greater competition, but it was inevitable that the 
pace of progress would slacken as Europe came closer to the produc­
tivity frontier. Nevertheless, the 1973-96 rate of advance was better 
than in 1870-1913 which is the best comparative yardstick we have for 
judging capitalist normality. 

Over the next quarter century, it seems probable that \Vest 
European productivity growth will continue to decelerate because of 
the slowdown in technical progress which is clearly evident in the 
USA. This possibility makes it all the more necessary to make full use 
of resources. 

The most disturbing feature of European performance has been 
the progressive increase in unemployment. This is not a short-term 
blip. For the 12 years 1984-95, the average of the unemployment rates 
in our 16 countries was 8.7%. In 1996, the average of the country 
rates was 10.2%. For the 16 countries combined there were 19 million 
unemployed in 1996 - 10.7% of their aggregate labour force of 179 
million. The situation is worse than in the 1930s and about three 
times as bad as in the 1920s. This is not capitalist normality. It is the 
fruit of misguided European policy and has no counterpart in the 
United States. In 1996, there were only 7.2 million unemployed in 
America - 5.4% of the 135 million labour force. The USA not only 
has much smaller unemployment, but has expanded employment 
faster than population. This is not due to demographic differences -
the American age structure is similar· to the European. American policy 
is job creating. European policy inhibits the growth of employment. 

The difference between the functioning of European and 
American capitalism can be seen by comparing real income and pro­
ductivity outcomes in the two areas. In the 16 European countries, 
productivity growth from 1973 to 1996 averaged 2.3% a year, but per 
capita GDP only 1.7% (i.e. by 69% and 49% over the 23 years). In the 
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USA, productivity grew half as fast as in Europe (by 1.2% a year), but 
real income grew by 1.5% a year - almost as fast as in Europe (i.e. by 
24% and 41% over the whole period). 

In order to understand the Europe-US dichotomy, one must 
consider the differences in social policy, labour market arrangements, 
and macropolicy aspirations. · 

Europe has a much bigger welfare state than the USA. Social 
transfers average 22% of GDP in the 16 countries, compared with 
13% in America. As a result, Europeans have greater economic secu­
rity and there is substantially less inequality and poverty. Without the 
welfare state, Europe would be in deep depression at present unem­
ployment levels. There are of course problems which this large we~­
fare state creates. The income cushion makes unemployment and eXIt 
from the labour force somewhat higher than it would otherwise be. It 
has also brought important fiscal problems, and tax structures that in 
some countries raise the cost of hiring labour. However, the larger 
size of the welfare state explains only part of the different functioning 
of European and American labour markets. 

In many European countries, labour markets are highly re.gu­
lated, with minimum wages, constraints on the freedom of enterpnses 
to fire redundant workers, restrictions on working hours and other 
regulations which are intended to prevent downsizing and protect 
those who already have jobs (see Siebert 1997). In conditions of sus­
tained labour slack they discourage employers from hiring workers 
and discriminate against the unemployed. Practice in public enter­
prises mimics that in bureaucracy- with an aspiration for lifetime job 
security, long vacations, status and perquisites. In some hopelessly 
uneconomic enterprises, jobs are protected by huge subsidies - e.g. 
German coalmines. 

In addition to this many governments have misused the welfare 
state by policies to reduce the labour supply. Hundreds of thousands 
of people have been shifted from payrolls to social security ':"~ll be­
fore retirement age. A very large number have been classthed as 
handicapped for similar reasons. 

Although labour market and microeconomic policies have been 
highly interventionist and frequently aimed at preserving jobs, E;tro­
pean macropolicy has added substantially to unemployment. Smce 
the mid 1980s it has been much more deflationary than was war­
ranted by the state of the European economy. It has been obsessed 

T The Nature and Functioning of European Capitalism: ... 459 

with the dangers of inflation and has abandoned the commitment to 
high levels of employment which characterised the postwar golden 
age. The European economy would have been sounder with more 
flexible labour markets, less micro-meddling, and more expansionary 
macropolicy. 

Some shake-up in policy objectives and weaponry was inevitable 
given the shocks of the 1970s. Policy makers had to cope with the col­
lapse of the Bretton Woods fixed exchange rate mechanism, with ma­
jor exchange rate volatility and a great wave of inflation, they had to 
deal with the OPEC shocks by economising on energy and finding 
new sources of oil supply. In dealing with these new challenges it was 
entirely justifiable to have a decade of deflationary policy. In fact, 
there was a large measure of success in handling most of these prob­
lems by the mid 1980s, but, in the process, a new ideology had 
emerged. The policy establishment had been traumatised by the pos­
sibility of hyperinflation which was seen as a threat to the socio­
political order. European policy makers sought intellectual sustenance 
from Hayek and the neo-Austrians who regarded unemployment as a 
useful corrective. The establishment was persuaded by the rational 
expectations pundits that discretionary policies were either impotent 
or harmful. The new consensus held that the economy would become 
self-regulating by adherence to simple rules of sound money and fiscal 
prudence. Those who helped to forge this new consensus wanted a 
restoration of the policy regime which proved successful in 1870-
1913. They forgot the massive changes in the socio-political order 
which distinguish Europe today from the world of Mr Gladstone. At 
that time, there was limited suffrage, no social security, low taxes, 
trade unions were weak, there was a large supply of casual labour and 
wages were downwardly flexible (see Matthews 1968). It was then 
much more reasonable to aspire to zero inflation than it is today. 

A major new element has been the drive for monetary union. 
This has greatly reinforced the deflationary emphasis of macropolicy. 
The hope is that monetary union will bring other Europeans to be­
have like Germans, in their response to the new macroeconomic or­
der. This is a narrow technocratic view of how European economies 
function and can be made to function. It ignores the fact that there 
are still big intercountry differences in social dynamics and political 
cultures. If monetary union is established, those who run the Euro­
pean Central Bank will have to make some accommodation to these 
pressures. Otherwise, the Union is likely to collapse. 
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'fABLE 1 

LEVELS OF MACROECONOMIC PERFORMANCE IN 1996, 
ADVANCED CAPITALIST ECONOMIES AND EASTERN EUROPE 

GDP Population 
Per capita Annual hours 

GDP 
{million 1990 (OOOs at (1990 

worked per head 
international $) mid-year) international $) 

of population 

Austria 144,767 8,063 17,951 725 

Belgium 180,363 10,158 17,756 595 

Denmark 103,988 5,251 19,803 797 

Finland 81,351 5,128 15,864 680 

France 1,063,034 58,387 18,207 592 

Germany 1,427,416 81,902 17,428 682 

Italy 964,276 57,348 16,814 641 

The Netherlands 287,146 15,518 18,504 592 

Norway 97,483 4,380 22,256 715 

Sweden 156,212 8,893 17,566 ,675 

Switzerland 144,294 7,125 20,252 854 

UK 1,019,315 58,832 17,326 664 

Total/Average 5,669,645 320,985 17,663 684 

Greece 114,775 10,482 10,950 641 

Ireland 56,842 3,593 15,820 622 

Portugal 119,310 9,930 12,015 832 

Spain 515,679 39,270 13,132 614 

Total/Average 806,606 63,275 12,748 671 

USA 6,297,105 265,485 23,719 766 

Japan 2,470,900 126,183 19,582 964 

Bulgaria 35,697 8,300 4,301 n:a. 

Czech Republic 81,861 10,300 7,948 n.a. 

Hungary 63,100 10,200 6,137 n.a. 

Poland 230,446 38,600 5,970 n.a. 

Rumania 70,002 22,500 3,111 n.a. 

Russia 609,735 148,000 4,120 n.a. 

Slovakia 37,375 5,400 6,920 n.a. 

Totai/A·verage 1,128,216 243,300 4,637 n.a. 

Sources: 1990 GDP levels from Maddison (1995a), except for Germany, Ireland, Norway and USA which 
were revised because of changes in national estimates. 'International' dollars derived from Geary 
Khamis PPP converters (Maddison 1995a, p. 172). GOP and population for OECD countries updated 
to 1995 from OECD, National Accounts 1960-1995, vol. 1, 1995-96 GDP volume movement from 
OECD (1997). 1995-96 proportionate population movement as.sumed to he the same as in 1994--95. 
East European 1990 GDP levels from Maddison (1995a). Russian GDP and population from Table 3 
below. Most East European GDPs updated from 1990 to 1993 from World Bank, World Tabks 1995, 
1993-96 from OECD (1997, pp. 84, 91, 105 and 118). C:w:h, Hungarian and Polish GDP 1990-95 
from OECD, National Accounts 1983-95, Paris, 1997. The 1990 decomposition of Czech and Slovak 
1990 GDP from Maddison {1995a, p. 141). Are-a totals in the third column are- weighted averages. 
East European populations from World Bank, updated from INED, Poptdatio1J et Sociith, 
July/ August 1997. Fourth column described in source note for Table 6, divided by population, area 
averages are arithmetic. 
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TABLE2 

THE IMPACT OF GERMAN REUNIFICATION 

GDP Per capita Per capita 

(million 1990 GDP expenditure Population 

international $) (1990 (1990 (OOOs) 
international $) international $) 

West Gennm1y 

1989 1,118,468 18,021 17,042 62,063 

1990 1,182,262 18,691 17,597 63,254 

1991 1,242,097 19,385 18,201 64,074 

1992 1,263,835 19,484 18,179 64,865 

1993 1,239,208 18,906 17,539 65,545 

1994 1,266,743 19,228 17,814 65,879 

East Gennany 

1989 n.a. n.a. n.a. 16,399 

1990 n.a. n.a. n.a. 16,111 

1991 85,961 5,403 10,584 15,910 

1992 93,449 5,941 12,348 15,730 

1993 102,812 6,572 13,102 15,645 

1994 113,718 7,322 14,070 15,531 

lnole Gmnarry 

1989 78,677 

1990 79,364 

1991 1,328,058 16,604 16,686 79,984 

1992 1,357,284 16,841 17,028 80,595 

1993 1,342,020 16,531 16,686 81,180 

1994 1,380,461 16,954 17,097 81,423 

1995 1,407,708 17,238 17,397 81,662 

1996 1,427,416 17,428 n.a. (81,902) 

S<mrces. GDP and gross domestiC expend1t~re m comtant pmes for West Germany 1989-94 and whole 
Germany 1991-95 from OECD, Natumal Accounts 1960-1995, Paris 1997; peiTentage change in GDP 
1995-96 f~om OEC? (1997, Annex Tabi: 1). 1990 benchmark GDP and gross domestic expenditure 
levels esumated usmg the Geary Kham1s PPP cOnvener (2.052 Mark!$) from Maddison (1995a, 
p. 172). Population from OECD and German statistical office. 
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'fABLE 3 

THE IMPACT OF SOVIET D!SINTEGRA TION 

GDP 
Per capita 

(million 1990 
GDP Population 

international$) 
(1990 (OOOs) 

international$) 

USSR 

1988 2,007,280 7,032 285,463 

1989 2,037,253 7,078 287,845 

1990 1,987,995 6,871 289,350 

1991 1,686,868 5,793 291,200 

Russian Fed«ation 

1990 1,042,484 7,036 148,164 

1991 990,360 6,677 148,326 

1992 846,758 5,710 148,295 

1993 773,090 5,224 147,997 

1994 675,681 4,567 147,938 

1995 648,654 4,383 148,000 

1996 609,735 4,120 148,000 

Ukraine 

1991 257,079 4,984 51,586 

1992 222,942 4,326 51,534 

1993 204,883 3,974 51,551 

1994 165,955 3,231 51,370 

1995 146,041 2,857 51,120 

1996 118,293 2,319 51,000 

Sourm: USSR from Maddison (1995a), Russian Feder.nion and Ukrame 1991 GOP levels m 1990 
international dollars from Maddison (1995a, p. 142). 1991-94 Russian real GDP movement (revised 
estimates) from World Bank/Russian Goskomstat, Rmsian Federation: Report on the Natio1wl 
Accoimts, October 1995, p. XXI. 1994-96 mowment from OECD (1997, p. 118). Russian population 
1991-94 from World Bank, Statistical Ha11dbook, States oftlx Fonner USSR, 1995, Washington, p. 418. 
199$.96 derived from Population et Sociltls, July-August 1997. Ukraine GOP volume movement and 
population 1991·9.3 from World Bank, World Tab/e1 1995, Washington, 1995. 1994-96 GDP 
movement from OECD (1997, p. 120). 1993·96 population extrJ.polated from Populatiottet Sodlt!s. 

T The Nature and Functioning of European Capitalism: ... 463 

TABLE4 

PROPORTION OF EMPLOYMENT BY MAJOR ECONOMIC SECTOR 
(% of total employment) 

Agriculture, 
forestry & fishing 

Industry Services 

12 core countries of capitalist Europe 

1870 50.2 26.4 23.4 

1950 24.7 38.1 37.2 

1973 9.7 38.5 51.8 

1995 4.5 27.3 68.2 

4 countries of capitalist periphery 

1950 49.7 22.3 28.0 

1973 27.0 32.3 40.7 

1995 11.3 29.7 59.0 

Sources: Core coun · . t~Jes 1870..197.3 fr.om MaddiSon (1991, pp. 248-49), 1995 from OECD, Quarter! Labour 
Force StatlJim, 1! 1_996. Penphery 1950 from Mueller {1965, p . .39}, 1973 and 1995 fron?' OECD 
Labour Force Statutta and Quanerly Ltbour Force Statistics. ' 

TABLE 5 

TOTAL GOVERNMENT EXPENDITURE AS PERCENT OF GDP 
AT CURRENT PRICES 19131996 ' 

1913 1938 1950 1973 1996 

France 8.9 23.2 27.6 38.8 54.5 

Germany 17.7 42.4 30.4 42.0 49.0 

The Netherlands 8.2• 21.7 26.8 45.5 49.9 

UK 13.3 28.8 34.2 41.5 41.9 

Arithmetic Average 12.0 29.0 29.8 42.0 48.8 

us 8.0 19.8 21.4 31.1 33.3 

Japan 14.2 30.3 19.8 22.9 36.2 

1 1910. 
Sources: 1913-73 from Maddison (1995a, p. 65); 1996 from OECD (1997, Annex Table 28). 
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CATEGORIES OF GOVERNMENT CURRENT EXPENDITURE 
AS A PROPORTION OF GDP, 1994 

(% ofGDP) 

Government 
Transfer consumption Interest 

TABLE6 

Total 
current 

of goods& payments 
Subsidies payments expenditure 

services 

18.8 4.1 2.7 22.2 47.8 
Austria 

Belgium 15.0 10.2 2.7 26.7 54.6 

25.5 7.1 3.8 24.7 61.1 
Denmark 

Finland 22.4 5.1 3.1 27.2 57.8 

France 19.6 3.8 1.6 26.0 51.0 

Germany (West) 17.7 3.4 1.6 22.9 45.6 

17.1 11.1 2.2 20.5 50.9 
Italy 

The Netherlands 14.2 6.1 2.6 30.3 53.2 

21.5 3.1 4.2 19.1 47.9 
Norway 

Sweden 27.3 6.9 5.3 27.1 66.6 

Switzerland 14.1 2.1 0.9 19.8 36.9 

21.6 3.3 1.1 16.3 42.3 
UK 

Arithmetic Average 19.6 5.5 2.7 23.6 51.4 

18.5 16.1 0.9 17.2 52.7 
Greece 

Ireland 15.5 5.7 1.1 16.9 39.2 

18.1 6.9 1.3 16.2 42.5 
Portugal 1 

16.9 5.1 2.0 18.6 42.6 
Spain 

Arithmetic Average 17.3 8.5 1.3 17.2 44.3 

16.1 4.5 0.5 13.1 34.2 
USA 

9.6 3.7 0.7 13.0 27.0 
Japan 

1 1993. . I d N p rt al and USA front 
Sonrces: QECD, National Accou11ts 1982-94, vol. 2, Pam, 1996; Ire an , o~ay, 0 ug 

1997 edition, Table 1 for GDP, Table 6 for general government expendttures. 

. ~1-

I 
I 

I 
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TABLE7 

CATEGORIES OF GOVERNMENT REVENUE AS A PROPORTION OF GDP, 1994 

Total Social Direct Indirect Net 
current security Other borrowing 

levies taxes taxes 
revenue 

Austria 47.3 13.2 13.2 16.3 4.6 -0.4 

Belgium 50.9 15.8 17.9 12.9 4.3 -3.7 

Denmark 59.1 1.7 31.5 18.1 7.8 -2.0 

Finland 53.1 15.4 17.3 14.6 5.8 -4.7 

France 46.8 19.3 9.5 14.1 3.9 -0.7 

Germany (West) 45.9 17.0 11.2 13.7 4.0 1.4 

Italy 44.9 13.2 14.9 11.7 5.1 -4.4 

Netherlands 52.0 19.6 14.1 13.0 5.3 -O.QI 

Norway 50.3 10.1 15.8 16.3 8.1 2.5 

Switzerland 36.7 11.8 14.8 6.2 3.9 -1.8 

Sweden 57.7 13.7 21.4 15.0 7.6 -7.7 

UK 37.3 6.3 12.6 14.2 4.2 -3.8 

Arithmetic Average 48.5 13.1 16.2 13.8 5.4 -2.1 

Greece 42.2 12.9 7.7 19.4 2.2 -8.4 

Ireland 39.2 6.9 15.5 14.3 2.5 -0.1 

Ponugal a 39.8 13.6 9.4 13.6 3.2 -2.6 

Spain 39.1 13.1 11.5 10.2 4.3 -3.5 

Arithmetic Average 40.1 11.6 11.0 14.4 3.1 -3.6 

USA 31.6 7.6 13.1 8.5 2.4 -2.7 

Japan 32.2 9.5 10.5 7.9 4.3 5.7 

I 199), 

Sources: OECD, National Acrounts 1982-94, vol. 2, Paris, 1996; Ireland, Norway, Ponugal and USA from 
1997 edilion, Table 1 for GOP, Table 6 for detail of general government revenue. Negative sign in 
last column means government net borrowing. 
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TABLES 

LABOUR PRODUCTMTY {GDP PER HOUR WORKED), 1870-1996 
(1990 international dollars per hour) 

1870 1913 1950 1973 1996 

Austria 1.39 2.93 4.07 15.27 24.76 

Belgium 2.12 3.60 6.06 16.53 29.83 

Denmark 1.51 3.40 5.85 15.94 24.86 

Finland 0.84 1.81 4.00 13.42 23.32 

France 1.36 2.85 5.65 17.77 30.74 

Germany !.58 3.50 4.37 16.64 25.54 

Italy 1.03 2.09 4.28 15.58 -26.21 

The Netherlands 2.33 4.01 6.50 19.02 28.60 

Norway 1.18 2.38 5.88 15.27 31.14 

Sweden 1.22 2.58 7.08 18.02 26.01 

Switzerland 1.75 3.25 8.75 18.28 23.72 

UK 2.61 4.40 7.86 15.92 26.09 

An'tbmeticAverage 1.58 3.07 5.86 16.47 26.74 

Greece n.a. n.a. 2.58 10.77 17.09 

Ireland n.a. n.a. 3.80 "10.06 25.45 

Portugal n.a. n.a. 2.58 9.86 16.43 

Spain n.a. n.a. 2.60 10.86 21.39 

Arithmetic A~'t'rage n.a. n.a. 2.89 10.39 20.09 

USA 2.27 5.14 12.72 23.71 30.96 

Japan 0.46 1.03 2.03 11.15 20.31 

Sources: 1870..1973 from Maddtson (1995a, p. 249), except for Norway and l.!SA, where ~DP le"els were 
revised (see note to Table 1). 1996 derived from GDP levels shown m Tab_le 1, wnh employ~1ent 
from QECD, Quarterly Ubour Force Statistics, second quaner 1997, Pans, exupt for Belgt_u~, 
Denmark, The Netherlands, Greece and Ireland which were from OECD, Labo_ur Force StatiStiCS 
1974-1994, Paris, 1996 with some extrapolation from 199-l to 1996. The h~urs esumates have to_ be 
merged from a number of national sources, and were in most cases not a:raJlable for !996. Workmg 
hours per person employed were therefore assumed to be the same 10 1996 as 10, 1992 ,(fro.m 
Maddison 1995a, p. 2-\8). These figures arc adjusted to eliminate the effect of £hanges m terntonal 

boundaries, except for Germany 1973·96. 
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GROWTH OF PER CAPITA GDP IN CONSTANT PRICES 
(annual average compound growth rate) 

1820.70 1870.1913 1913-50 1950-73 

Austria 0.7 1.5 0.2 4.9 

Belgium 1.4 1.0 0.7 3.5 

Denmark 0.9 1.6 1.6 3.1 

Finland 0.8 1.4 1.9 4.3 

France 0.8 1.5 1.1 4.0 

Germany 1.1 1.6 0.3 5.0 

Italy 0.6 1.3 0.8 5.0 

The Netherlands 1.1 0.9 1.1 3.4 

Norway 0.5 1.3 2.1 3.2 

Sweden 0.7 1.5 2.1 3.1 

Switzerland n.a. 1.5 2.1 3.1 

UK 1.2 1.0 0.8 2.4 

Arithmetic Average 0.9 1.3 1.2 3.8 

Greece n.a. n.a. 0.5 6.2 

Ireland 1.2 0.5 0.5 3.1 

Portugal n.a. 0.5 1.2 5.7 

Spain 0.5 1.2 0.2 5.8 

Arithmetic At~age 0.9 0.9 0.7 5.2 

Capitalist Europe 0.9 1.3 1.1 4.1 

USA 1.3 1.8 1.6 2.4 

Japan 0.1 1.4 0.9 8.0 

Bulgaria n.a. n.a. 0.3 5.2 

Czechoslovakia 0.6 1.4 1.4 3.1 

Hungary n.a. 1.2 0.5 3.6 

Poland n.a. n.a. n.a. 3.4 

Rumania n.a. n.a. n.a. 4.8 

USSR/Russia 0.6 0.9 1.8 3.4 

Arithmetic Average 0.6 1.2 1.0 3.9 
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TABLE 9 

1973-96 

2.0 

1.8 

1.7 

1.7 

1.5 

1.2 

2.1 

1.6 

3.1 

1.2 

0.5 

1.6 

1.7 

1.5 

3.9 

2.0 

1.8 

2.3 

1.7 

1.5 

2.5 

-0.9 

0.3 

0.4 

0.5 

-0.5 

-1.7 

-0.3 

Sources. Madd1son (1995a, p. 62) revJsed and updated to 1996. GOP to 1995 from OECD National Aro:nmts 
1960-~995, vol. 1, Paris, 1997, with 1995·96 volume change from OECD (1997). Population from 
Maddison (1995a) to 1990; 1990-95 from OECD National Accoullts 1960-1995, vol. 1, Paris, 1997. It 
was a~me~ that the 1995-96 population change was proponionately the same as in 1994-95. The 
figures Ill thts Table are corr~cted to eliminate the effect of territorial change except for the 1973·96 
movement for Germany (w~ich reflects the addition of the new low-income Under and East Berlin­
se_e Ta~le 2 above) ~nd Russ1a ~973-96 (where the income fall is cushioned by the comparison of the 
higher mcome Russian Repub!Jc figures for 1996 with the USSR average for 197.3). 
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Austria 

Belgium 

Denmark 

Finland 

France 

Germany 

Italy 

The Netherlands 

Norway 

Sweden 

Switzerland 

UK 

Arithmetic A-verage 

Greece 

Ireland 

Portugal 

Spain 

Arithmetic Average 

USA 

Japan 
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GROWTH OF GDP IN CONSTANT PRICES 
(annual average compound growth rates) 

1820.70 1870.1913 1913-50 

1.4 2.4 0.2 

2.2 2.0 1.0 

1.9 2.7 2.6 

1.6 2.7 2.7 

1.3 1.6 1.1 

2.0 2.8 1.1 

1.2 1.9 1.5 

1.9 2.2 2.4 

1.7 2.1 2.9 

1.6 2.2 2.7 

n.a. 2.4 2.6 

2.0 1.9 1.3 

1.1 2.2 1.8 

n.a. n.a. 1.4 

0.7 0.5 0.4 

n.a. 1.3 2.2 

1.1 1.7 1.0 

0.9 1.2 1.3 

4.2 3.9 2.8 

0.3 2.3 2.2 

1950.73 

5.3 

4.1 

3.8 

4.9 

5.0 

6.0 

5.6 

4.7 

4.1 

3.7 

4.5 

2.9 

4.6 

7.0 

3.2 

5.7 

6.8 

5.7 

3.9 

9.2 

• Figure would be 2.5 if acquisition of the new Under and fust Berlm were mcluded. 

TABLE 10 

1973-96 

2.3 

1.9 

1.9 

2.1 

2.1 

2.0' 

2.3 

2.3 

3.5 

1.5 

1.0 

1.8 

2.1 

2.2 

4.6 

2.7 

2.3 

3.0 

2.5 

3.2 

Sources: Maddison (1995a, Appendix B, pp. 148-53) updated to 1995 from OECD, National Acrotmts 1960· 
1995, vol. 1, Paris, 1997, with estimates for the 1995-96 volume change from OECD (1997), The 
figures are adjusted to eliminate the effect of frontier change. 
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Austria 

Belgium 

Denmark 

Finland 

France 

Germany 

Italy 

The Netherlands 

Notway 

Sweden 

Switzerland 

UK 

Arithmetic Average 

Greece 

Ireland 

Ponugal 

Spain 

Arithmetic A-verage 

USA 

Japan 

Soltr ce: Demed from Table 8. 

GROWTH OF LABOUR PRODUCTMTY 
(annual average compound growth rates) 

1870.1913 1913-50 1950.73 

1.7 0.9 5.9 

1.2 1.4 4.5 

1.9 1.5 4.5 

1.8 2.2 5.4 

1.7 1.9 5.1 

1.9 0.6 6.0 

1.7 2.0 5.8 

1.3 1.3 4.8 

1.6 2.5 4.2 

1.8 2.8 4.1 

1.5 2.7 3.3 

1.2 1.6 3.1 

1.6 1.8 4.7 

n.a. n.a. 6.4 

n.a. n.a. 4.3 

n.a. n.a. 6.0 

n.a. n.a. 6.4 

n.a. n.a. 5.8 

1.9 2.4 2.7 

1.9 1.9 7.7 
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TABLE 11 

1973-96 

2.1 

2.6 

2.0 

2.4 

2.4 

1.9 

2.3 

1.8 

3.1 

1.6 

1.1 

2.2 

2.1 

2.0 

4.1 

2.2 

3.0 

2.8 

1.2 

2.6 
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GROWTH IN VOLUME OF MERCHANDISE EXPORTS 
(annual average compound growth rates) 

Austria 

Belgium 

Denmark 

Finland 

France 

Germany 

Italy 

The Netherlands 

Norway 

Sweden 

Switzerland 

UK 

Arithmetic Average 

Greece 

Ireland 

Portugal 

Spain 

Arithmetic A1:erage 

USA 

Japan 

~ 1831-70. 
b 1844-70. 
c 184Q-70. 
d 1872-1913. 
e 1851-70. 

1820-70 

4.5 

5.4a 

1.9b 

n.a. 

4.0 

4.8' 

3.4 

n.a. 

n.a. 

7JJ' 

4.1 

4.9 

4.4 

n.a. 

n.a. 

n.a. 

3.7' 

3.7 

4.7 

n.a. 

1870-1913 

3.5 

4.2 

3.3 

3.9 

2.8 

4.1 

2.2 

2.3d 

3.2 

3.1 

3.9 

2.8 

3.2 

n.a. 

n,a. 

n.a. 

3.5 

3.5 

4.9 

8.5 

1913-50 1950-73 

-3.0 10.7 

0.3 9.2 

2.4 6.9 

1.9 7.2 

1.1 8.2 

-2.8 12.4 

0.6 11.6 

1.5 10.4 

2.7 7.3 

2.8 6.9 

0.3 8.1 

0.0 3.9 

0.7 8.6 

n.a. 11.9 

n.a. 6.8 

n.a. 5.7 

-1.6 9.2 

-1.6 8.4 

2.2 6.3 

2.0 15.4 

TABLE 12 

1973-96 

6.4 

4.2 

4.3 

4.0 

4.4 

3.9 

5.5 

3.8 

7.0 

4.2 

2.6 

5.3 

4.6 

5.9 

9.9 

8.3 

8.9 

8.3 

5.6 

5.3 

~!~::.0;.1addison {l99Sa, PP· 74 and 236) updated from 1992 to ~996 from OECD (1997, Annex' Table 39). 
· The figures are not adjusted to exclude the impact of fronuer chang~s. 
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TABLE 13 

RATIO OF MERCHANDISE EXPORTS TO GDP 1913-96 

1913 1950 1973 1995 1913 1950 1973 1996 

(at current market prices) (at 1990 prices) 

Austria 8.2 12.6 19.0 21.31 8.5 5.2 16.2 39.8 

Belgium 

Luxembourg b 50.9 20.3 47.5 59.4 23.1 16.9 51.0 84.2 

Denmark 26.9 21.3 21.9 28.3 13.3 12.5 24.6 41.9 

Finland 25.2 16.6 20.5 31.6 25.7 19.2 31.1 47.7 

France 13.9 10.6 14.5 18.6 8.2 7.7 15.4 26.5 

Germany 17.5 8.5 19.7 21.7 15.6 6.2 23.8 32.7 

Italy 12.0 7.0 13.4 21.9 5.0 3.6 12.8 25.9 

The Netherlands 38.2 26.9 36.8 49.5 19.0 12.5 41.7 59.0 

Norway 22.7 18.2 22.2 28.6 14.1 13.1 26.5 56.4 

Sweden 20.8 17.8 23.2 34.7 15.3 15.6 31.4 56.2 

Switzerland 31.4 20.0 23.2 25.5 35.3 15.5 33.7 48.6 

UK 20.9 14.4 16.3 22.0 17.7 11.4 14.0 30.8 

Arithmetic Average 24.1 16.2 23.2 30.3 16.7 11.6 26.9 45.8 

Greece n.a. 4.2 7.4 9.5a n.a. 0.9 4.7 10.6 

Ireland n.a. 18.6 30.8 68.7 n.a. 11.5 22.2 83.8 

Portugal n.a. 13.3 14.1 22.7 n.a. 5.8 5.7 19.6 

Spain n.a. 1.2 5.4 16.4 n.a. 3.0 5.0 20.9 

Arithmetic At:erage n.a. 9.3 14.4 29.3 n.a. 5.3 9.4 33.7 

USA 6.0 3.6 8.0 9.0 3.7 3.0 5.0 9.7 

Japan 12.3 4.7 8.9 8.0 2.4 2.3 7.9 12.5 

1 1994. 
b Belgium-Luxembourg have reponed combined exports since their 1922 customs union. 
Scur<es: First 2 columns from Maddison (1991 p. 326) except for the periphery countries which are from 

OECD sources; third and fourth columns from JMF, Intemational Finallcial Statistics and OECD 
Nttional Accoullt!, various issues. Columns 5-S derived from sources cited in Table 11 for exports at 
1990 constant prices and exchange rates; the denominator is GDP in 1990 international dollars, using 
the Ge.1ry Khamis PPP conveners. The 2 sets of ratios differ from C<lCh other for two re.1sons: 
a)expon prices have risen le.ss over the long run than GDP deflators, so current price ratios 
understate the change in relative volumes; b) in 1990 the purchasing power of currencies was lower 
than the exchange rate against the dollar in all the EurDpe"Jn countries except Greece and Portugal; 
this raises the ratios on the right hand side for 14 of the 16 Europe-an countries and japan. 
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'TABLE 14 

UNEMPLOYMENT AS A PERCENTAGE OF THE LABOUR FORCE, 1920.96 

Austria 

Belgium 

Denmark 

Finland 

France 

Germany 

Italy 

The Netherlands 

Norway 

Sweden 

Switzerland 

UK 

Arithmetic Average 

Greece 

Ireland 

Portugal 

Spain 

Arithmetic Awrage 

USA 

~ 1924-29. 
b 1921-29. 

192().29 

6.0' 

l.Sb 

8.1 

1.6 

1.7 

3.9 

1.7e 

2.3 

5.6b 

3.2 

0.4e 

7.5 

3.6 

n.a. 

n.a. 

n.a. 

n.a. 

n.a. 

4.8 

t Average of 1921, 1926 and 1929. 
d Average of 1931,1936 and 1938. 
e 1929 only. 

1930.38 195().73 

12.8 2.6 

7.9 3.0 

10.9 2.6 

3.7 1.7 

3.5J 2.0 

7.9 2.5 

4.8£ 5.5 

7.8 2.2 

7.3 1.9 

5.0 1.8 

2.7 0.0 

10.4 2.8 

7.1 2.4 

n.a. 4.6' 

n.a. 5,2! 

n.a. 2.4' 

n.a. 2.9& 

n.a. 3.{1> 

18.2 4.6 

1974-83 1984-95 1996 

2.3 5.0 6.2 

8.2 11.3 12.9 

7.6 9.9 8.8 

4.7 8.9 16.3 

5.7 10.4 12.4 

4.1 7.9 10.3 

7.2 9.8 12.1 

7.3 7.4 6.7 

2.1 4.2 4.9 

2.3 4.0 8.0 

0.4 1.8 4.7 

7.0 9.0 7.4 

4.9 7.5 9.2 

3.2 8.2 10.4 

8.8 15.3 11.3 

6.5 6.4 7.3 

9.1 20.1 22.7 

6.9 12.5 12.9 

7.4 6.4 5.4 

f 193% not available. 
g 196Q.73. 
Sources· First 12 countries 1920.73 from Maddison (1991, Appendix C); 1974-83 from OECD, Lrlxmr Force 

• Statistics; 1984-96 from OECD (1997, Annex 'Table 21). European periphery 1960-83 fx;om OECD, 
Libour Force Statistics, 1984-96 from OECD (1997). · 
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AVERAGE RATES OF PEACETIME CHANGE IN 
CONSUMER PRICE LEVEL, 1870-1996 
(annual average compound growth rates) 

1870.1913 192().38 1950-73 1973-83 1983-95 

Austria 

Belgium 

Denmark 

Finland 

France 

Germany 

Italy 

The Netherlands 

Norway 

Sweden 

Switzerland 

UK 
Arithmetic Average 

Greece 

Ireland 

Ponugal 

Spain 

Arithmetic Average 

USA 

Bulgaria 

Czechoslovakia 

Hungary 

Poland 

Romania 

USSR/Russia 

Arithmetic Average 

' 1874-1913. 
b 1923-38. 
c 1921-38. 
d 1924--38. 

O.F 

0.0 

-0.2 

0.6 

0.1 

0.6 

0.6 

0.1 

0.6 

0.5 

n.a. 

-0.2 

0.2 

-0.6 

2.1b 4.6 6.0 3.0 

4.4' 2.9 8.1 2.8 

-2.0 4.8 10.7 3.4 
0.5 5.6 10.5 4.1 

3.6 5.0 11.2 3.3 
-O.ld 2.7 4.9 2.4 

0.3 3.9 16.7 6.1 

-2.9 4.1 6.5 1.9 

-3.1 4.8 9.7 4.6 

-2.7 4.7 10.2 5.8 

-2.8 3.0 4.3 2.9 

2.6 4.6 13.5 4.8 

-0.1 4.2 9.4 3.8 

3.7 18.8 16.2 

4.3 15.7 3.6 

3.2 22.6 11.8 

4.6 16.4 6.5 

4.0 18.4 9.5 

-2.0 2.7 8.2 3.6 

33.1 

8.9 

17.1 

62.5 

44.1 

99.2 

44.2 
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TABLE 15 

1996 

1.9 

2.1 

2.1 

0.6 

2.0 

1.5 

3.8 

2.1 

1.3 

0.8 

0.8 

2.4 

1.8 

8.2 

1.7 

3.1 

3.6 

4.2 

2.9 

311.0 

8.5 

20.9 

19.4 

57.0 

22.0 

73.1 

Sources: 1870-1973 from Maddison (1991, p. 174). 1973-83 from Maddison (1995a, p. 84). 1983-96 from OECD 
(1997, Annex 'fable 16). East European countries 1983-93 GDP deflators generally from World Bank, 
World Tables 1995. 1994-95 from OECD (1997, Annex Table 14 for Czech Republic, Hungary and 
Poland and p. 118 for Bulgaria, Romania and Russia). Czechoslovakia 1983-92 from IMF, 
bttemational Financial Statistia, Washingmn, v-arious issues. 1993 assumed to have shown the same 
increase as 1994. 
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TABLE 16 

AVERAGE GOVERNMENT FISCAL OUTCOME AS PERCENT OF GDP 

1960-73 1974-81 1982-89 1990-95 1996 

Austria -2.0 -1.5 -3.5 -3.9 

Belgium -7.1 -8.9 -6.0 -3.4 

Denmark -1.4 -2.1 -2.6 -1.6 

Finland 2.3 3.0 -3.5 -2.6 

France 0.5 -0.9 -2.4 -3.9 -4.2 

Germany 0.6 -3.1 -1.7 -3.0 -3.8 

Italy -11.3 -11.2 -9.9 -6.7 

The Netherlands -0.5 -2.8 -5.2 -3.8 -2.4 

Norway 2.9 4.7 0.6 5.9 

Sweden -0.2 -0.9 -5.8 -3.6 

UK -0.8 -3.9 -1.7 -5.0 -4.4 

Arithmetic Average -0.1 -2.3 -2.3 -4.2 -2.8 

Greece n.a. -9.9 -12.6 -7.4 

Ireland n.a. -8.7 -2.3 -0.9 

Portugal n.a. -6.3 -5.6 -4.0 

Spain -1.8 -4.7 -5.3 -4.5 

An'thmetic Average n.a. -7.4 -6.5 -4.2 

Sources: General government financial balances from OECO (1997, Annex Table 30 for 1979-96, earher ISSUes 

for 1978·81). 196().73 from Maddison (1991, p. 183). 

TABLE 17 

LONG-TERM BOND YJELDS IN REAL TERMS 

196Q-73 1974-81 1982-89 1990-96 

Austria n.a. 3.00 4.08 4.43 

Belgium 2.41 2.95 5.65 5.25 

Denmark 1.15 5.20 7.30 6.33 

France 1.64 0.00 5.37 5.91 

Germany 3.72 3.51 4.83 4.13 

Italy 1.32 -2.43 4.94 6.15 

The Netherlands 1.09 2.47 5.54 5.29 

Sweden 1.36 -0.14 4.71 5.98 

UK 2.52 -1.20 4.60 4.77 

Arithmetic A1X'rage 1.90 1.48 5.22 5.36 

USA 1.45 1.37 5.82 4.04 

Sourm: Nominal bond yields, 1960-81 from IMF, .Imernational Fitwm:ial Statistics, Washi_ngton, vanou.s 
issues. 1982-95 from OECD, Economic Outlook, June 1996 for 1982-89, 1990-96 from june 1997 issue, 
Annex Table 36. GOP deflators from OECD, National Accounts, various issues and OECD (1997, 
Annex Table 14). 
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TABLE 18 

GENERAL GOVERNMENT FINANCIAL LIABIUTIES, GROSS AND NET, 1982-96 
(percent of GDP) 

Net liabilities Gross liabilities 

1982 1990 1996 1982 1990 1996 

Austria 23.3 38.6 50.5 41.8 58.3 69.8 

Belgium 93.1 120.1 127.4 102.5 129.7 130.1 

Denmark 38.1 34.0 46.2 67.0 68.0 74.8 

Finland -28.1 -36.1 -7.8 16.9 16.9 61.4 

France 2.1 16.3 39.3 34.2 40.2 63.0 

Germany 16.3 20.7 48.1 39.0 45.5 64.9 

Italy 62.3 84.4 111.7 65.3 104.5 125.2 

The Netherlands 30.9 36.9 47.6 56.5 78.8 78.5 

Norway -4.3 -32.4 -27.6 38.4 32.5 40.1 

Sweden 4.2 -8.1 26.2 61.7 44.3 79.8 

UK 37.3 18.8 44.2 53.2 39.3 61.3 

Arithmetic Average 25.0 26.7 46.0 52.4 59.8 77.2 

Greece n.a. n.a. n.a. 29.8 90.1 111.9 

Ireland n.a. n.a. n.a. 83.3 96.3 76.5 

Portugal n.a. n.a. n.a. 44.3 65.2 67.6 

Spain 13.0 31.7 52.9 30.4 50.3 74.6 

Arithmetic Average n.a. n.a. n.a. 47.0 75.5 82.7 

Source: OECD (1997, Tables 34 and 35). 
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TABLE 19 

NET RECEIPTS FROM EC BUDGET IN 1991 
(percent of GDP) 

Ireland 6.43 Belgium 0.29 

Greece 4.18 UK -0.08 

Portugal 2.43 Italy -0.14 

Luxembourg 1.82 The Netherlands -0.23 

Spain 0.49 France -0.25 

Denmark 0.33 Germany -0.63 

Sourm: Artis and Lee (1994, p. 381) for Community expenditure. Country contributions to EC budget from 
UK White Paper, Statement on the 1994 G:mmmnity Bltdgtt, HMSO, March 1994. GDP from OECD, 
Natia~Jal Accounts 196().94, Pouis, 1996, with dollars converted at 1.2405 to the ecu from IMF, 
lmm~ationa! Fit1at1cial Statistics. In 1991 about 59% of disbursements went to agriculture, about 30% 
to structural operations and internal policies, about 4.4% for foreign aid, and 7.2% for administration 

and reserves. 

TABLE20 

AGRICULTURAL TRANSFERPAYMENTS,1993 

Total transfers per Agricultural transfers 
full-time farmer equivalent as percent of GDP 

US$ 

European Community (12 countries) 15,400 1.8 

Austria 17,000 2.3 

Finland 24,200 3.9 

Norway 38,900 3.5 

Sweden 24,500 1.1 

Switzerland 29,600 2.4 

USA 34100 1.4 

Japan 23,200 1.6 

Austra.lia 2,900 0.4 

New Zealand 1,000 ' 0.3 

Source: OECD {1994, pp. 124-25). These sums represent 'producer subsidy equivalents', calculated by a 
complex standardiS;ltion procedure intended to provide a. comprehensive tally of all elements of 
subsidy in comparable form across countries. 
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TABLE21 

VOTES IN EU COUNCIL OF MINISTERS, 1996 

Votes 
Population Inhabitants per vote 

(OOOs) {thousands) 

Austria 4 8,063 2,016 

Belgium 5 10,158 2,032 

Denmark 3 5,251 1,750 

Finland 3 5,128 1,670 

France 10 58,387 5,839 

Germany 10 81,902 8,190 

Greece 5 10,482 2,096 

Ireland 3 3,593 1,198 

Italy 10 57,348 5,735 

Luxembourg 2 416 208 

The Netherlands 5 15,518 3,104 

Portugal 5 9,930 1,986 

Spain 8 39,270 4,909 

Sweden 4 8,893 2,223 

UK 10 58,832 5,893 

Total 87 373,171 4,289 

Source: Votes from 71,;e bonomut, 3.3.96, p. 25. Populauon from Table 1 above, 
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