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Capital Accumulation and Growth in France in the Aftermath of World War li

Whien World War I ended in 1945, France had suffered
soine of the heaviest losses of all European cauntries, The
fosses in lives were large; more than 550,000 people had
diect, out of a populalion of 42 million. The losses i capilal
wele much larger. Eslimales are hal (e French capilal
slock in 1945 was aboul 30% below its prewar value, A
tare vivid picture of the destiuclion of capilal is pravided
by the numibers in Tabla 1.

The model of growth we have just seen makes a clear
prediciion aboul whal will happen (o a counley thal loses a
farge pail of its capital stock: The counley will experience
fasl capildl accumulation and autput growlh for some time.
In terms of Figure L1-2, a country with capilal per worley
tiilially far helow K*/N will-grow rapidly as it converges to
KA and aulpul converges o YN

This prediction fares well in he case of postwar
France. There is plenty of anecdolal evidence that small in-
creases in capilal led W large increases in output, Minor re-
pdirs Lo a major bridge would lead o the reapening of a
bridge. Reopening the bridge would lead, in tuim, to large
reductions in the travel lime belween two cities, leading 1o
a large reduction in lransporl cosls, A large reduclion in

Source: See source nole for this box.

hir)

§ Propartion of the french capital stock
destroyed at the end of World War i

Railways Rivers
Tracks B% Walerways 86%
Stations 38% Canal locks 11%
Engines 21% Barges C80%
Hardware 60% Buildings

Roads Dwelings 1,229,000
Cars 31% Industrial 246,000
Trucks 40%

e S S e MR e =

transport costs woulkd hen allow a plant lo receive much
needed inpuls and increase production and so on.

Ihe more convincing evidence, however, comes di-
reclly from the numbers on growih of aggregate oulput jl-
sell. From 1946 Lo 1950, the annual growth rate of French
real GOP was a very high 9.6% per year, keading lo an in-
Crease in real GDP of about G0% over five YEArs, :

Was all he increase in French GDP due fo capilal ac-
cumulation? The answer is no. There were olher farces in
addilion 1o the mechanism in our model. Much of the re-
maining capital slock i 1945 was old. Investment: had
been low in the 1930s {a decade dominaled by the Great
Depression), and nearly nonexjstent during the war. Much
of the pastwar capital’ accumulation ‘was- associated with
the introduclion of more modern capital and {he s

. of

mare madern production techniques. This was anather

reason for the high growth rates of the postwar period. |

Source: Gilles Saint-Paul, “Economic Reconstruction fn «

France, 1945-1958," in Rudiger Darnbusch, Willem Malling,

and Richard Layard, eds., Postwar Econarnic Reconstiuction -
ail L assons for the Fast foday (Cambricge, MA: MIT Press,

1993), 83~ 1 14. ' el ik

Prove the Stutsky Equation in consumer behaviour by at least four different

methods. Discuss the relevance of this theorem to market demand behaviour. (25

points)

Bxplain the following observation by Hal Varian as rigourous as possible:

The cost function of a firm summaries all of the economically relevant aspects of

its technology. (25 points)
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