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Motivation 

Renewed interest in quantifying the impact of 
reforms on growth 

 

• low economic growth in the aftermath of the 
crisis 
–  help mitigate the negative impact of fiscal 

consolidation 

– help restore fiscal sustainability (public debt crisis 
=> more growth lower debt) 

– mitigate the impact of slowing potential growth 
(population ageing)  



Background 

OECD uses a production function 
approach to assess policy impacts: 

GDP per capita

investment in physical 
capital

labour productivity employment rate

labour force participation 
rate

unemployment ratemulti-factor productivity



Motivation  
Towards an improved supply side framework 

Existing OECD frameworks are based on 
estimations which are: 

• Partly outdated  

– Estimations run only till mid-2000s 

• They could include more policy channels 

• They are not fully consistent (time and 
country and data definition-wise) 

 

 

 

 



SYSTEMATIC 
LITERATURE OVERVIEW 



 Literature overview 

• Collecting coefficient estimates for key 
policy variables (OECD and non-OECD 
studies) 

 

• Wide range of estimates: 

– Often inconclusive (from – to +) 

– Often wide range (from 0 to – or +) 

– Rarely on one side  





 Example – MFP and PMR 



ESTIMATION ISSUES 



Increasing consistency 

For the different channels (MFP, 
investment, labour market outcomes) 

 

• Similar time period and  

• Similar country coverage 

• Same data sources and variable definitions 

• Harmonised estimation approach 



 

Our main interest: long-run effect 

 

Long-term  relationship: Dynamic OLS (DOLS) 

corrects for endogeneity and serial correlation 
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Estimation strategy 



 

 

Introducing more policies 

Policies specific to production factors  

(widely used in earlier studies) 
Innovation, trade (MFP) 
Corporate tax (physical capital) 
Active labour market policies (employment) 

 Framework conditions 
(used to varying extent in earlier studies) 

Product and labour market regulations (widely used) 
Competition law and policy (not used)  
Efficiency of bankruptcy legislation (used to some extent) 

Basic institutions, legal infrastructure 
(rarely used in earlier studies – infrequent observations) 

Rule of law 
Efficiency of judicial systems 
Intellectual property rights 



 

Mostly  

time-invariant 
variables 

Mostly time-invariant variables 

 
 



The million dollar question 

 
 

HOW TO USE THEM IN THE 
ESTIMATIONS? 



We replace  

 

country fixed effects  

by 

the time-invariant variables 

Mostly time-invariant variables 

 
 



 
 



ESTIMATION RESULTS 
 



MULTIFACTOR PRODUCTIVITY 



Productivity 

•  Broadly confirming earlier results: 

– More competition-friendly product market 
regulation has a positive effect 

• But considerably lower than previously found 

• Extending earlier results: 

– Framework policies  (competition law and 
policy)  

– Basic institutions (government effectiveness; 
regulation quality) 

 



Productivity 

  



Productivity 

•   



Investment in physical capital 

• Earlier OECD frameworks:  

– No policy effects on aggregate physical capital  

 

• Extending earlier frameworks:  

– More competition-friendly product market 
regulation (lower entry barriers) tends to raise 
aggregate 

• private business and  

• ICT investments 

 

 

 

 



Labour markets 

• Heterogeneous effects 

 

–By detailed age and gender groups 

 

–By education levels (~skills) 

 

 

 

 

 

 

 



HETEROGENEOUS 
EFFECTS  

 
                BY AGE AND GENDER 

Lovely 
weather 
today! 



Labour markets 

• Labour market policies 

– Higher tax wedge and unemployment benefits and 

– Lower spending on active labour market policies 

tend to have negative effects. Even more so:  

– on the elderly and the youth (more detailed, 5-year age 
groups)  

– on the low educated 

 

• Framework conditions and institutions 

– Positive effects: rule of law; judicial independence; 
competition law and policy; financial development 

– Negative effects: barriers to trade, investment and 
entrepreneurship; housing market regulations 

 

 

 

 

 

 

 



Next steps 

• The development of a coherent and tractable 
simulation framework for GDP/capita 

•  Considering more complex (non-linear) policy 
effects depending on other policies or legal or 
institutions (Rule of law, efficiency of judicial 
systems, Intellectual property rights) 

• Accounting for policy spill-overs between MFP, 
investment and labour market outcomes 

• Integrating emerging market economies in the 
framework 



Thank you 



1. Applying estimated effects from the OECD 
sample 

 

2. Using more time-invariant indicators available 
for EMEs (e.g. rule of law) 

 

3. Using more non-OECD, time-varying indicators 
available for EMEs (e.g. R&D, openness) 

 

4. Collecting new data for existing OECD indicators 
on EMEs  
(long-term goal, partly ongoing)  

Integrating EMEs 


