
Istvän Könya 

Economic Growth 

in Small Open 

Economies 

Lessons from the Visegrad Countries 

palgrave 

macmillan 



Contents 

1 Introduction 1 
References 7 

Part I Decomposing Growth and Development 9 

2 Methodologe and Styllzed Facts 11 
2.1 Countries and Data Sources 12 

2.1.1 Real GDP 14 
2.1.2 Economic Growth 16 
2.1.3 The Level of Economic Development 20 

2.2 The Neoclassical Production Function 23 
2.2.1 Basic Assumptions 24 
2.2.2 Decomposing Growth and Development 25 

References 27 

3 Lahor Input and Labor Income 29 
3.1 Employment and Hours 29 
3.2 Schooling, Population, Labor Markets, and Human 

Capital 33 

v 



vi Contents 

3.3 Human Capital 40 
References 45 

4 Capital Stock and Capacity Utilization 47 
4.1 Measuring Investment 48 
4.2 Depreciation Rate 50 
4.3 The Share of Capital in National Income 52 
4.4 Initial Value and Capital Stock 55 
4.5 Capacity Utilization 61 
References 64 

5 Growth and Development Accounting 65 
5.1 Price Level and Population 66 
5.2 Growth Accounting 69 
5.3 Development Accounting 74 
References 79 

Part II Growth and Factor Market« 81 

6 The Neoclassical Growth Model 83 
6.1 Population and Technology 84 
6.2 The Solow Model 85 
6.3 Steady State and Relative Development 89 
6.4 The Speed of Convergence 95 
6.5 Households and the Ramsey-Cass-Koopmans Model 97 

6.5.1 The Competitive Model 98 
6.5.2 Steady State and Solution 100 

References 103 

7 Market« and Distortions 105 
7.1 Theoretical Framework 107 

7.1.1 Households 107 
7.1.2 Firms 109 
7.1.3 Equilibrium 109 



Contents vii 

7.2 Measurement Issues 111 
7.2.1 Calibrating Parameters 112 
7.2.2 Data and Expectations 114 

7.3 Results 115 
7.3.1 The Labor Wedge 116 
7.3.2 The Capital Wedge 118 
7.3.3 The Borrowing Wedge 120 

7.4 Additional Calculations 122 
7.4.1 Decomposing the Capital Wedge 122 
7.4.2 Taxes on Labor 124 
7.4.3 Taxes on Capital 127 

7.5 Development Simulations 131 
References 134 

Part III Growth, Shocks, and Crisis 137 

8 Growth and the Financial Environment 139 
8.1 The Model 140 

8.1.1 Households 140 
8.1.2 Firms 143 
8.1.3 Equilibrium 144 

8.2 Model and Facts 147 
8.2.1 Model Simulations 149 

8.3 Growth and Shocks in the Visegrad Countries 154 
References 164 

9 Credit Crisis and Growth 165 
9.1 Main Ingredients 166 
9.2 The Model 172 

9.2.1 Households 172 
9.2.2 Production 176 
9.2.3 The Central Bank 178 
9.2.4 Equilibrium 180 



viii Contents 

9.3 Crisis and Exchange Rate Policy 183 
9.3.1 Calibration 184 
9.3.2 Results 188 

References 198 

Summary 201 

Bibliography 203 

Index 205 


