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I reconsider the growth of Western Europe during the Golden Age of
European Economic Growth after the Second World War. The preceding
thirty years of conflict and depression impeded the normal path of
industrialisation in these countries, and they had too much labour in
agriculture for their level of income and stage of development at the end
of the war. The disequilibrium added to other more ordinary forces to
produce unusually rapid economic growth. This hypothesis explains the
speed of economic growth during the Golden Age, differences between
growth rates in these years, and the end of this historical episode.

It is hardly news that the years following World War II were far different
from those following World War I. Economists writing during the war
anticipated repetition of some of the depressing forces and events that fol-
lowed the Great War (Samuelson ). But their predictions were not
accurate, at least partly because of their studies. Policymakers had the
experience of the interwar years to reflect on, and it is comforting to think
that they learned from experience (Feinstein, et al. ).

The good times came to an end in their turn during the oil crises and
‘stagflation’ of the s. We look back on these times perhaps with more
nostalgia than may be warranted, giving them names like the Golden Age of
European Growth and les Trente Glorieuses. Economists since then have
been trying to understand both the sources of the rapid growth immediately
after the Second World War and of the slowdown in the s. This article
is a contribution to that literature.

An explanation of the Golden Age of European Growth should answer
three questions. Why was European economic growth so rapid between the
world war and the first oil crisis? Why did different countries grow at different
rates during this time? And why did the rapid growth come to an end? I argue
that these questions can be answered in a unified framework by bringing econ-
omic history to bear on this question of economic growth. The preceding
years of wars and depression impeded the process of industrialisation that had
engaged the economies of Western Europe since at least the mid-nineteenth
century. There was as a result a disequilibrium that has not been noted before,
that was the source of the rapid and varied growth during the Golden Age.
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I proceed by describing the phenomenon to be explained and reviewing
earlier attempts to explain it. I add insights from recent research in econ-
omic history to propose a new explanation. I then formulate this hypothesis
explicitly and test it against the data. Finally, I return to the three questions
posed above and summarise the new answers.

. The phenomenon to be explained

The phenomenon to be explained is shown in Table . The difference
between the growth rate of GDP and GDP per capita comes from the grad-
ual slowdown of population growth, and the growth rate of GDP per capita
in recent years is very close to its rate before the Great War. In between,
Western Europe had first slow growth and then rapid growth. It is the latter
I am trying to explain.

Slow growth from  to  was the result of two world wars and the
Great Depression. It is common to regard the Great Depression as a failure
of aggregate demand. Prices fell at the same time as industrial production,
indicating a movement along an aggregate supply curve rather than a shift
of that curve (Bernanke ). Although the wars had many effects on the
supply side, their primary impact was also on demand (Feinstein, et al.
). To a first approximation, therefore, the slow growth was the result of
deficient aggregate demand.

It follows that the overall path of GDP per capita in Table  can be seen
as a steady growth of ‘potential GDP’ with a deviation from this potential
during the world wars and Great Depression. Total factor productivity in
this view continues on its way, independent of all the demand-side activity
in the wars and interwar turbulence. This extreme version of Solow growth
theory ignores all fluctuations in the rate of growth of knowledge and of cap-
ital, but it does not seem to be too far from the experience of the United
States where we have the data to look at the early twentieth century (Solow
). Slow growth from  to  then left Western Europe below its
potential GDP, and rapid growth thereafter brought it back to its growth
path. 
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Table . Economic growth in Western Europe at different times (per
cent per year).

Period GDP GDP per capita

– . .
– . .
– . .
– . .

Source: Feinstein, et al. , p. . Fifteen countries; data from Maddison ().



The problem is the length of time in Table . The business cycle can pro-
duce a path like this with a time span of a year or two. New growth theory
and conditional convergence can produce a history like this with conver-
gence with about  years or so to half-way convergence (Mankiw, et al.
). It is harder to find a good explanation for this intermediate time
frame, for quite complete convergence in about thirty years. Business cycles
generally are a demand phenomenon (Temin ); conditional conver-
gence involves supply phenomena. It would not be surprising if the expla-
nation of the intermediate case involved both demand and supply.

While this simple model of deviation from a smooth trend is appealing, I do
not want to suggest that the disequilibrium studied here was the only phenom-
enon taking place after the war. As noted in several studies, several European
countries did not return to their prewar trend paths of growth after the war or
even after the Golden Age (Crafts and Mills ). For those countries, the end
of the Golden Age represented a return to a more durable growth path, but not
necessarily the same one they had experienced before the war. I reserve for
future work the integration of the Golden Age and the subsequent growth path.

In addition to the time-series questions about the beginning and end of the
Golden Age, there also is a cross-section question: Why did some countries
grow so much more rapidly in this period than others? The spread of growth
rates among Western European countries in this period is shown in Table .
Annual rates of growth varied from two to five per cent a year. It is a wide range
and needs to be explained. National histories always contain developments
that can be used to explain rapid or slow growth; the more challenging ques-
tion is whether there is a unified explanation for the variety shown in Table .

The Golden Age of European growth reconsidered 

Table . Annual rates of growth in Western Europe, – (per cent
per year).

Austria AUT .
Belgium BEL .
Switzerland CHE .
Germany DEU .
Denmark DNK .
Spain ESP .
Finland FIN .
France FRA .
Great Britain GBR .
Ireland IRL .
Italy ITA .
Netherlands NLD .
Norway NOR .
Portugal PRT .
Sweden SWE .

Source: Penn World Tables ..



An early contribution to the literature on postwar growth was provided
by Kindleberger () using the Lewis () model of excess labour
supply to explain both differences in growth rates between countries and the
slowdown in growth he could detect in the mid s. Kindleberger’s argu-
ment was simple: an elastic labour supply promotes economic growth by
keeping wages low and preserving industrial peace. It was the exhaustion of
cheap labour that caused economic growth to slow. This article builds upon
and extends Kindleberger’s view of thirty years ago.

The slowdown of growth in the s, known at the time as stagflation,
was the subject of myriad papers and books. Many people argued that
movements in aggregate supply led to the slowdown of growth as well as
higher inflation. The two shocks most often identified were the rise in oil
prices in  and increasing rigidity in industrial labour markets (Bruno
and Sachs ). The oil shocks have faded into history while remaining the
most popular candidates for causing the end of the Golden Age.
Characteristics of the labour market continue to be active topics in the
explanation of European economic difficulties.

The focus on supply conditions led to new growth theory, which stressed
the role of supply in the long run. Solow’s framework had provided a way
to organise historical data on economic growth. Population, investment and
TFP could be listed as determinants of growth, and growth accounting was
born. This proved to be an enormously illuminating way to summarise a
vast body of knowledge and begin the process of explaining economic
growth (Solow and Temin ; Griliches ). But Solow’s growth
model did not include any other variables, it could not account for the wide
differences between countries that we observe, and it predicted that all
countries would converge to the same rate of growth. This limitation led
people to lump all other differences between countries into TFP and pro-
vide explanations outside the theory why they differed (Denison ).

The limitations of the Solow growth model were attacked in turn, giving
rise to new growth theory. Romer () argued that TFP growth was
endogenous, not exogenous. Lucas () introduced human capital to the
model as an additional determinant of growth, as had been done informally
in growth accounting and in economic history (Denison , Easterlin
). Differences in education between countries eliminated the prediction
of unconditional convergence (that is, convergence to the same rate of
growth by all countries), although they still left room for conditional con-
vergence for groups of similar countries, sometimes called ‘convergence
clubs’. Wide differences between countries now could be explained within
the model by differences in educational attainment (Mankiw, et al. ).

New growth theories provided extensions to get around the limitations of
old growth theory at the expense of Solow’s simplicity and elegance; edu-
cation is only the most prominent of many putative inputs to growth.
Empirical investigations flowered in the form of growth equations, but few
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of these regressions acknowledged anything special about the Golden Age
of Economic Growth. The regressions focused on identifying the equilib-
rium growth rate to which countries were converging rather than estimating
conditional convergence itself. The latter by the s was simply assumed
as a fact of economic life.

Baumol () provided evidence of convergence over a century for a
sample of mostly Western European countries. The claim that this was a
universal pattern did not stand up (De Long ), and the field turned to
a prolonged investigation of the factors that determine to what rate of
growth countries will converge. Growth regressions typically are done for as
many countries as possible, which means over a hundred in today’s world.
The time period chosen is much shorter than Baumol’s in order to exploit
the plentiful data after World War II. Two recent surveys of this literature
describe the diversity of approaches taken to identify ‘convergence clubs’,
but they do not remark on any special treatment of the Golden Age of
Economic Growth (Durlauf and Quah , Temple ).

Barro’s Robbins Lectures, for example, were based on regressions for
periods stretching from  to  with no acknowledgment that the
process of growth might be different at the beginning and end of the period.
He commented that this was an improvement on his prior practice of using
a single cross-section, but not because the data came from two separate
economic periods (Barro , pp. –). The common practice still is to
lump the postwar period into one cross-section, as done in Young’s famous
dissection of economic growth among the Asian NICs and Jones’ survey of
the world income distribution (Young , ; Jones ). The period
typically starts in  – Barro started later so he could use  GDP as
an instrument – both to exploit easily available data and to avoid the recov-
ery period just after the war. Dowrick and Nguyen () provide a solitary
exception to this rule. They examine whether the convergence found by
Baumol () continued after , testing earlier informal results with
growth equations. The focus was on convergence rather than the rate of
growth.

Economic historians also have turned their attention to the postwar years.
Crafts and Toniolo opened a volume of essays on the period by asserting,
‘the years – witnessed a unique episode in the history of European
“modern economic growth” ’ (Crafts and Toniolo , p. ). They argued
that rapid growth in this period was partly a consequence of slow growth in
the previous period, but they did not dwell on the mechanism of such a
reaction. The book as a whole is a survey of the experience of about a dozen
Western European countries during the Golden Age in a compatible
format. This exercise of fitting diverse histories into a common mould, how-
ever, was overwhelmed by the strengths of particular issues in the debates
about individual countries, and the essays are quite diverse (Temin ).

One country study that anticipated the approach here conceptualised the
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German Wirtschaftswunder as a disequilibrium phenomenon. Dumke ()
argued that greater wartime destruction generated faster postwar growth
and provided evidence for this proposition in growth regressions for OECD
countries. His inquiry was in the spirit of Abramovitz (), who asserted
that the destruction of physical capital during the war was less important
than the maintenance of what he called ‘the social capability’ of growth. I
take my start from Dumke, but shift his emphasis and his sample.

Eichengreen () offered a synthetic view in his contribution to the
Crafts and Toniolo volume. Starting from the observation that growth in
the Golden Age was related to catching up and high investment, he asked
why investment was both high and productive in the Golden Age. He
answered that wage moderation and export growth made investment attrac-
tive and profitable. These in turn were due to government institutions and
policies that were sharply different from those pursued before the war.
Eichengreen saw an implicit bargain between workers and investors that is
similar to the implicit contracts Aoki () described in what he called the
J-firm, typical of postwar Japan. The bargain was that workers would not
push for higher wages if investors would make productive investments that
would, over time, create jobs and raise wages. Investors would agree to
invest on the condition that the workers did not immediately try to take all
the gains in higher wages.

This bargain is time-inconsistent. If workers moderate wage demands,
investors have an incentive to pay themselves the resulting profits instead of
reinvesting them. And if investors make productive investments that
enhance the productivity of labour, workers have the incentive to take the
gains home in the form of higher wages. These perverse incentives were
countered in postwar Europe by a complex set of institutions that made
reneging harder and increased incentives for honouring the long-term
implicit contract in the face of short-run gains from abrogating the contract.
The institutions were both domestic and international; domestic to enforce
the bargain just described, international to promote national specialization
that increased efficiency. The domestic institutions included national wage
bargaining, union representation on company boards, and conditional
access to government programmes. The international ones included insti-
tutions like GATT, ECSC and EPU that appeared to have had little posi-
tive effect. Eichengreen emphasised their role in precluding negative effects,
assuring that trade would remain free as conditions changed.

This is an intriguing and plausible hypothesis; it explains how demand
could grow to promote rapid economic growth during the Golden Age. But
it cannot explain how Western Europe found itself so far from equilibrium
at the start of the Golden Age. This organizational view also does not dis-
tinguish between different countries in Western Europe because the inter-
national agreements that form such a large part of the story include them all.
Eichengreen listed many causes for the end of the Golden Age, revealing the
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absence of a unified explanation. Among the reasons offered were the cap-
ture of institutions by firms and unions, the oil shocks, the end of the
Bretton Woods System, the end of general catch-up, and reduced incentives
to keep the bargains that produced the Golden Age of Economic Growth.

. Recent theories of economic growth

I approach the Golden Age in the context of economic growth over the past
century or two, which had a large component of economic transition.
National economies around  with very few exceptions were almost
completely agricultural. Starting in the nineteenth century and even later,
productive resources were moved out of agriculture into manufacturing and
services. Residents became urban, and the share of the labour force in agri-
culture fell. Since workers were more productive in non-agricultural activi-
ties, national income grew during this transition.

Theorists of economic growth recently have begun to acknowledge the
importance of this transition in the process of economic growth. There are
now several models attempting to integrate structural shifts with the theory
of economic growth (Kongsamut, et al. , Temple and Voth , Galor
and Weil ). Taylor () used a model of this type in his exploration
of convergence in seven countries before World War I. All of these papers
share with this one the attempt to bring the historical experience of indus-
trialisation into the mainstream of thinking about economic growth.

Broadberry () evaluated the importance of this transition in
Germany’s convergence to British levels of labour productivity. The first
column of Table  shows his estimate of aggregate labour productivity in
Germany compared to the United Kingdom. The familiar rise over the last
century can be seen, with a dip in  – just after the Second World War.
The second column of Table  reveals that the rise in comparative labour
productivity in manufacturing did not echo the rise in the aggregate. In fact,
there is very little evidence of a trend at all. German relative labour pro-
ductivity was as high in  as it would get, and the temporary decline in
 was eliminated by  when it stood at  (Broadberry , p. ).
Catch-up, Broadberry asserts, is not the result of improving efficiency in
manufacturing, but the result of transferring resources from low-pro-
ductivity sectors like agriculture to high-productivity ones like manufactur-
ing.

It follows that faster economic growth in Germany than in Britain was
due largely to the more rapid sectoral shifts in the German economy.
Germany had a larger share of its labour force in agriculture than the United
Kingdom throughout the past century. In , around the start of the
Golden Age of European Growth, Germany had  per cent of its labour
force in agriculture, compared to five per cent for the United Kingdom
(Broadberry , p. ). If rapid economic growth is the result of the
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transition from an agrarian economy, then Germany was still engaged in the
process during the Golden Age while Britain had completed its transition.

Why was Germany lagging behind Britain in this transition? Three
reasons come to mind, of which the third has not been appreciated. First,
Germany started its industrialisation after Britain. Second, Germany chose
to protect its farmers against low-priced American grain in the late nine-
teenth century. Third, the Second Thirty Years War – the turbulent period
from  to  – interrupted international trade and slowed the tran-
sition. The third of these reasons has been neglected; I want to expose its
importance.

The growing literature on globalisation argues that it has ebbed and
flowed in the course of the twentieth century. Before the Great War, inter-
national commerce and travel were free and open, more or less as they are
today. But in between these two end points, the flow of goods, finance, and
people was interrupted by world wars and depression. Authors disagree
among themselves about whether today’s globalisation actually existed a
century ago, but there is no disagreement about the interruption during the
world wars and Great Depression (Bordo et al. , Obstfeld and Taylor
, Temin ).

International trade was interrupted by the First World War. The postwar
settlement created many new boundaries that provided the opportunity to
impose tariffs on trade. And the Great Depression led to restrictive trade
policies that reversed whatever expansion had taken place in the s. The
volume of exports for the major Western European countries was lower in
 than it had been in , in sharp contrast to its rapid growth both
before and after this period (Feinstein, et al. , p. ).

Sachs and Warner () argued that trade promoted economic growth
in the postwar world. Their regressions showed that closed economies did
not exhibit convergence, while open economies did. Why did closed
economies suffer? Because they did not undertake the reallocation of
resources needed to increase productivity. They could not exploit their
comparative advantages, and they could not end their reliance on domestic
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Table . Comparative labour productivity in Germany and the United
Kingdom (UK � ).

Year GDP Manufacturing

  
  
  
  
  

Source: Broadberry , p. .



agriculture. Open economies decreased the proportion of food and raw
materials in their exports more rapidly than closed economies. Sachs and
Warner did not dwell on the connection between their theory and the his-
tory of industrialisation in Europe during a previous period, but the paral-
lel is clear. Before World War I, participation in international trade
promoted industrialisation. One has only to recall the discussion of Britain’s
‘climacteric’ in the late nineteenth century to see the importance of inter-
national trade in economic growth. Britain was surpassed, a prominent
story asserts, because the United States and Germany were better able to
exploit world markets (Temin ).

It follows from this view that the barriers to international commerce
during the world wars and Great Depression constituted barriers to the con-
tinued industrialisation of European countries. This slowdown in the
process of industrialisation created a disequilibrium after the war. As
suggested by Table , the supply frontier continued to expand during the
Second Thirty Years War. The United States, insulated from the wars if not
the Depression, was able to continue its transformation from an agricultural
to an industrial economy. Its exports were primarily food and raw materials
before this protracted conflict; they were manufactures afterwards (Irwin
). European countries emerged from the war with a developmental
deficit.

This disequilibrium is separate from the low income that generates con-
ditional convergence. Low income in the standard story is produced by low
levels of physical and human capital relative to saving rates. The develop-
mental deficit highlighted here is produced by a misallocation of resources.
The first takes place in a single-sector economy; the second, in a disaggre-
gated model of development.

The rate at which workers left agriculture accelerated after the war. The
decline in the share of the labour force in agriculture was twice as rapid in
the s and s as before. The variance of the measured change fell as
the rate increased, whether because of the greater stability of Western
Europe or because of noise in the imperfect earlier data. The standard devi-
ation of the decadal rate of change in the share before World War II was
three times as large as the standard deviation of the quinquennial change
thereafter. As a result, changes from before World War I to the interwar
period are lost in this volatility (Bairoch , as quoted in Mitchell ,
pp. –).

The misallocation of resources can be measured by the share of the
labour force in agriculture. There are many ways to divide up the economy,
but the division between agriculture and all other activities appears to be the
most important. Broadberry () distinguished nine sectors of the econ-
omy, but he concluded that most of the effect came from the changing size
of agriculture. Denison (), much earlier, talked of the misallocation of
resources in Europe during the Golden Age of European Growth, and he
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too meant the European countries were growing rapidly when they were
getting out of agriculture.

The misallocation, according to this story, came from a generation –
thirty years – of economic insularity. It is reasonable to think that the
excessive resources in agriculture could be moved to other sectors in
another thirty years. This hypothesis therefore provides a way to rationalise
the history shown in Table . Wartime destruction was like a business cycle
in leading to a short-term disequilibrium. Conditional convergence might
explain long-term disequilibria. Autarchy in the Second Thirty Years War
can explain a disequilibrium that can be eliminated in twenty or thirty years.

This phenomenon may be more general than Europe after the Second
World War. Jones () conceptualised growth as a kind of Markov
process. Countries drew their rate of growth from an urn once every thirty
years or so, drawing fast, slow or medium growth rates. Jones characterised
the fast growth as growth miracles and asserted that they were most preva-
lent among poorer countries, although not among the poorest. Young
() showed that these growth miracles were accomplished by very high
investment rates. They also were accomplished by rapid reductions in the
size of agriculture in these countries. 

. Testing the hypothesis

I test this hypothesis by formalising the story in a simple model and testing
it against data from the Golden Age of European Growth. The model dis-
tinguishes three kinds of disequilibria that can affect growth:

() Conditional convergence, that is, starting from a level of income
low relative to the country’s equilibrium income.

() Wartime destruction that deranges production in the short run.
Dumke () measured the extent of this dislocation by the
percentage gap between per capita GDP in  and in . I
use this measure here as well, labelling it GAP, and recalculat-
ing it from Maddison ().

() Arrested development, that is, excessive labour in agriculture. In
parallel with conditional convergence, this phenomenon will be
measured by the difference between the initial proportion of the
labour force in agriculture, A, and the equilibrium share, A*.

The model then is as follows, where g is the average growth rate of y, per
capita GDP.

g � a � b(y* � y) � c GAP � d (A � A*) � e ()

This regression, despite its conventional appearance, differs from growth
regressions in the literature. Those growth regressions are designed to elicit
differences between y* in different countries. Growth is regressed on cur-
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rent income and many variables, like education, that proxy for and identify
y*. I assume here that y* is the same for all countries in Western Europe.
This emphasis is appropriate in a study of a single region and in the inves-
tigation of disequilibrium growth during the Golden Age of Economic
Growth. I am trying to describe the process of convergence, while growth
regressions typically assume that countries are near their growth path and
investigate the nature of the equilibrium income (y*) to which they are con-
verging.

I also assume that the equilibrium share of agriculture, A*, is the same
for all Western European countries. The influences of geography, history,
and the Common Agricultural Policy are taken to be second-order effects.
One could not make this heroic assumption with a wider sample, but it is
appropriate when discussing economic growth in Western Europe. The
share of the labour force in agriculture is measured at the beginning of each
period, so that it is a predetermined variable. Differences between countries
will show up in the error term and in the goodness of fit.

Equation () can be rewritten, collecting the unobserved equilibrium
levels with the constant term.

g � (a � by* � dA*) � by � c GAP � dA � e ()

I estimate this equation for all  Western European countries after the
Second World War. (This is the same set of countries whose growth is
reported in Table , except that Czechoslovakia has been replaced by
Portugal.) They all are part of the same ‘convergence club’, harking back to
the origins of new growth theory. They all have stable governments, secure
property rights, and universal education, and it is reasonable to argue that
A* is vanishingly small in Western Europe today.

I use this regression to test three hypotheses. First, all three kinds of dis-
equilibrium affected the rate of growth in different countries in the Golden
Age of European Growth. The presence of the second two disequilibria
account for the rapidity of economic growth during the Golden Age.

Second, these disequilibria had their main impact at different periods.
Wartime destruction affected growth in the immediate postwar years, then
resource misallocation became important, and finally conditional conver-
gence became central. In normal periods of peace, only the last of these is
relevant. The special, historical quality of the Golden Age comes from the
presence of the first two. The sustained rapid growth comes from the pres-
ence of the second disequilibrium, resource misallocation.

Third, wartime destruction and the misallocation of resources ceased to
have an effect on growth some time around . In other words, the end
of the Golden Age came when these unusual disequilibria were removed.
We cannot observe these effects at other times because they are not there;
they were present in postwar Europe only because of the historical circum-
stances that were unique to this time and place.
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The regressions are shown in Tables  and . The first of these tables
shows regressions for twenty-year intervals which correspond closely to the
Golden Age; the second, for ten-year intervals, following Barro (). The
data start in  because data for  are unavailable and unreliable. The
results in Table  are useful for looking at the Golden Age as a whole; those
in Table , for tracking the effect of different disequilibria within the Golden
Age. 

The first thing to note is that the regressions account for a substantial
amount of the variation in growth rates among the Western European coun-
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Table . Regressions explaining twenty-year growth rates.

Variable – – –

Yo �. �. �.
(�.) (�.) (�.)

GAP �. �. .
(�.) (�.) (.)

A . . .
(.) (.) (.)

Constant . . .
(.) (.) (.)

Adjusted R . . .
N . . .

Sources: Postwar GDP per capita data from the Penn World Table .; GAP � per capita
GDP in  over per capita GDP in , from Maddison (); ‘A’ from International
Labor Office (), FAOSTAT (on the web), and Social Indicators of Development (on
the web). T-statistics are below the coefficients.

Table . Regressions explaining decadal growth rates.

Variable – – – – –

Yo . . �. �. �.
(.) (.) (�.) (�.) (�.)

GAP �. �. . �. �.
(�.) (�.) (.) (�.) (�.)

A . . . �. .
(.) (.) (.) (�.) (.)

Constant . . . . |.
(.) (.) (.) (.) (.)

Adjusted R . . . �. .
N . . . . .

Sources: See Table . Preliminary data for  from Robert Summers by private correspon-
dence,  March . T-statistics are in parentheses below the coefficients.



tries during the Golden Age, despite the drastic simplifications of the
model. The assumption that y* and A* are the same for all countries in
Western Europe after the Second World War does not appear misleading.
The second thing to note is that inferences from the standard errors are
slightly problematical in this context, as for many growth regressions. These
countries are not a random sample of a larger set; they are all the countries
of Western Europe. The years also are not a random sample from a larger
set; they are the years of the Golden Age of European Growth. An inference
based on a t-test would be wrong in only  per cent of cases if we could find
similar sets of countries after similarly long periods of war and economic
autarky to study.

The first two columns of Table  show regressions for the Golden Age.
The effect of excessive labour in agriculture (A) is visible clearly. This indi-
cates that the misallocation of resources arising from the limitation of inter-
national trade during the Second Thirty Years War was costly to Western
Europe. It also created the opportunity for many countries to grow rapidly
as they allocated their resources more efficiently. The effect was large. The
share of Germany’s labour force in agriculture at the start of the Golden Age
was  percentage points higher than the share of Britain’s agricultural
labour force. Germany’s growth rate received a boost of approximately one
percentage point from this initial condition. (The effect is . per cent if
– is used; . per cent if – is used.) The actual difference in
growth rates in – was . per cent as shown in Table ; this effect
explains over half the difference for these years.

Neither wartime destruction nor long-run conditional convergence were
as important as the misallocation of resources in explaining differences
between growth rates in Western Europe at this time. Dumke () found
wartime destruction to be more important for two reasons. First, he lumped
the entire Golden Age into one regression, and he did not track effects
within the period. He also included Japan in his sample, which – like
Germany – had extensive wartime damage. The presence of two heavily
damaged countries was enough to make wartime destruction appear
important. 

The first column of Table  contains regression for the first postwar
decade for which we have reliable data. Wartime destruction (GAP) was
important in determining the rate of growth of different countries in this
period, as was the misallocation of resources (A). Conditional conver-
gence, by contrast, was not an important factor. Succeeding columns show
that the influence of wartime destruction faded rapidly into the back-
ground. It was only an important factor at the start of the Golden Age. The
effect of the agricultural labour force faded away as well, but more slowly.
As the share of the labour force in agriculture approached its equilibrium
level, the estimated effect became smaller, both absolutely and relative to
its standard error. The decreasing size of the coefficient over time suggests
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a non-linearity, perhaps an ‘S-shaped’ relation between the excess share of
labour in agriculture and economic growth.

The regression for – is markedly worse than those for other
decades. No coefficients are estimated tightly, and the share of variance of
growth rates explained is negligible. This decade, of course, contained the
effects of two oil shocks which disrupted the longer-run processes of interest
here. The presence of these disruptions makes it hard to identify timing in
longer-run phenomena. In the view I am presenting here, these disruptions
confuse the story, but they are not the story itself. The end of the Golden
Age was brought about by the return to equilibrium growth paths on the
part of these countries, not by adverse economic shocks in the s. The
regression for – in the final column of Table  shows that conditional
convergence as indicated by a significant coefficient of yo is verified, while
the other forces present in the Golden Age do not show up.

Although it is hard to test for robustness with only  observations, vari-
ous experiments show these equations to be robust. The results differ only
in details if log(yo) is used in place of yo to indicate general convergence, and
intermediate ten and twenty year time periods yield intermediate results to
those shown here. Truncating GAP to be less than zero also does not
change the results. Lagging A by five years to avoid any hint of simultane-
ity preserves the results in Tables  and . And the results are unchanged if
one or another small country is dropped from the sample, or even if two
outliers like Spain and Portugal are dropped together.

Scatter diagrams illustrate the regression results. Figures  and  show
the relation between the rate of growth and the initial share of the labour
force in agriculture for two overlapping -year periods starting in the
s. In both diagrams, the correlation shown in Table  is quite apparent.
While the diagrams are similar, there are a few differences worth noting.
Figure , showing –, reveals Germany (DEU) to be an outlier. The
Wirtschaftswunder appears clearly. But in Figure , showing –,
Germany no longer is an outlier. Instead, Belgium looks to be an economic
miracle. We need to be careful in our claims of special conditions in indi-
vidual countries. 

Britain is at the low end of European growth rates, as everyone knows.
This model provides an explanation for this slow growth at variance with
that in the literature (Bean and Crafts ). For the slow British growth is
explained quite fully by the low share of the labour force in agriculture at
the start of the Golden Age. Britain had started industrialisation with a low
share of labour in agriculture, it industrialised first, and it kept tariffs low
when American grain was able to be transported cheaply to Europe in the
late nineteenth century. These past accomplishments implied slow growth
during the Golden Age.

It follows that postwar British economic policies were not the cause of
slow economic growth. It may not be too farfetched to say that poor poli-
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Figure . Regression of economic growth rate and initial share of labour
force in agriculture, –.

Figure . Regression of economic growth rate and initial share of labour
force in agriculture, –.



cies were the result of slow growth rather than its cause. Bean and Crafts
() offer a multi-layered picture of British policies, in which Britain’s
initial position plays only a minor role. This view suggests that British econ-
omic policies did not have the potential effects attributed to them in this
kind of account. And it suggests even further that what we regard as poor
policies – because Britain grew so slowly – were either reasonable adap-
tations to Britain’s initial position or the results of Britain’s slow growth.

The Golden Age of Economic Growth ended when this disequilibrium
was eliminated, that is, when the share of the labour force in agriculture
approached its equilibrium level. This can be seen in the regressions in
Tables  and , where the coefficient of A is not estimated clearly in the later
regressions. It can be seen also in the rate of change of the share of labour
in agriculture. If one examines the change in the labour force in agriculture,
as in equation (), then the rate of change falls over time, that is, becomes
less negative, as shown in the first row of Table . This is the variable that
is relevant for growth, since it is the movement of people that generates
growth. If, however, one examines the rate of change of the agriculture
share, that is, the change in the share divided by the initial share, then there
is no change over time. The share approaches its asymptote at a constant
rate.

The regressions in Table  help us to understand why this is a historical
explanation. In peaceful times, the share of labour in agriculture falls as
income rises. The change in the agricultural labour force gets smaller (more
positive) over time, but there is no evidence of a change in the proportion-
ate rate of decline. The evidence is consistent with an asymptotic approach
to an equilibrium share. Various factors and policies can inhibit this change
in individual countries, but there are no other historical cases where large
numbers of industrial countries were in the same disequilibrium position.
The model of equation () may be the correct model for all time, but GAP
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Table . Trends of the agricultural labour share.

Variable Change in the share Growth in the share

() () ()
Trend . . .

(.) (.) (.)
Trend squared �.

(�.)
Constant �. �. �.

(�.) (�.) (�.)
Overall R . . .
N   

Source: See Table . Z-statistics in below the coefficients.



and (A-A*) typically are at or near zero. It is impossible to estimate their
coefficients under these circumstances. The final regressions in Tables 
and  illustrate the inability to estimate these coefficients outside the
Golden Age.

. Conclusion

I return now to the three questions posed at the beginning of this article.
First, why was growth so rapid in Western Europe during the Golden Age

of Growth? The answer is disequilibrium. The normal catch-up that works
in general was not important right after the war, but other kinds of disequi-
librium were. The most important of these was the misallocation of
resources that came from the lack of international trade during the preced-
ing thirty years. In this state of arrested industrialisation, too many
resources still were employed inefficiently in agriculture. The institutional
factors cited by Eichengreen () helped create the needed demand; real-
located labour rapidly enhanced the supply.

Second, why did different countries grow at different rates during the
Golden Age? They grew at different rates during the Golden Age because
of their initial position. National policies had secondary effects relative to
countries’ initial position. Labour relations were tumultuous in both Italy
and Britain, but Italy grew rapidly while Britain did not. At the least,
policies of the time have been blamed for events outside the control of
policymakers. In addition, some of the bitterness of policy in slowly-
growing Britain may have been the result of slow growth instead of its
cause.

Third, why did the rapid growth come to an end? Growth slowed in the
s and s because the disequilibrium that had generated unusually
rapid growth no longer existed. The developmental deficit of a generation
was eliminated in a generation. The Common Agricultural Policy may have
kept some excessive labour in agriculture, but the misallocation of resources
had ceased to be a large macroeconomic issue by the time of the oil crises.
These crises muddied the historical waters, confusing short-run and long-
run factors. It is only with the hindsight of another thirty years that we can
see that while the oil crises were disruptive, the slowdown of growth would
have taken place even if they had not occurred.
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