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The analysis consists in decomposing GDP for all EU27 countries and the US, both in terms 

of level per capita and growth rate, so as to identify the sources of income differences across 

countries and the main components of economic growth.  

As regards the decomposition of the level of GDP per capita, several area-wide results emerge 

at the aggregate level. Looking at the EU15 and the euro area, the relatively low labour 

utilisation explains around two thirds of the per capita GDP gap in the EU15 and the euro area 

vis-à-vis the US, while hourly labour productivity accounts for the remaining third. Looking 

at the new member states, the per capita GDP gap vis-à-vis the US remains huge in 2006, 

almost reaching 60% of the US per capita GDP. It is mostly attributable to labour 

productivity. The underutilisation of labour is much lower in the new member states: the 

labour utilisation in the new member states is only 9% below the US level and is slightly 

above the labour utilisation in the five richest EU Member States.  

The dispersion of hourly productivity in the EU27 is clearly higher than the dispersion of 

labour utilisation. Total Factor Productivity (TFP), which represents the unexplained part of 

GDP once other factors are taken into account, appears to be the main driving force by far 

behind productivity dispersion in the EU27, with capital accumulation being another cause of 

dispersion in the new member states. This confirms the key result found by the economic 

literature that production factors as such only explain a minor part of the cross-country 

variation in income. Labour productivity lags behind the US in 2006 in most EU countries, 

with only five countries showing greater labour productivity than the US. While labour 

utilisation lags behind the US in 2006 in most EU countries, six countries manage to have a 

greater utilisation of labour than the US. Amongst the eight worst performers, six are EU15 

countries, of which the four large euro area economies. When one decomposes the labour 



utilisation into its demographic component and its labour market component, the latter 

appears as the dominant contributor to both the level and dispersion of labour utilisation.  

Labour utilisation should also be assessed in terms of recent growth of labour input and its 

impact on GDP growth. Over the last ten years (1995-2006), the growth in hourly 

productivity was the driving force behind two thirds of average annual GDP growth in the 

EU15 as a whole. TFP growth and capital deepening accounted for respectively a half and a 

third of hourly productivity developments, with the increase in the initial education of labour 

being an additional factor. The growth in labour input explained the remaining third of the 

average annual GDP growth in the EU15. The labour market component contributed to over 

one half of labour input growth, with the demographic component contributing to the 

remainder. The latter is mostly explained by migration. As regards the labour market 

component, the rise of the employment rate was an important contributor owing to the strong 

increase of both female and older-worker participation and, to a lesser extent, the decline in 

unemployment. Over the last ten years, the annual average growth was around 4% in the new 

member states. Labour productivity growth accounted for almost all of it. Unlike in the EU15, 

the contribution of the labour market component to GDP growth was negative in the new 

member states, although varying a lot across its components.  

The growth pattern remains very different across countries. Almost half of the variation of 

GDP growth across EU15 countries in 1995-2006 was driven by the dispersion of TFP 

growth, while unemployment, female participation, migration and the share of working-age 

population explained in total around 45% of total variance. The variation of growth within 

new member states was close to that in the EU15 but mostly accounted for by TFP growth 

and capital deepening, while the average hours worked and youth participation and 

unemployment stood out amongst secondary factors.  

The speed of the convergence process towards the US depends upon whether the movements 

in labour utilisation and hourly productivity are reinforcing or offsetting each other. In fact, 

they have evolved in opposite direction, which might explain why the catch-up process of 

European economies toward the US has been quite limited (and even negative sometimes). 

Developments in labour utilisation should also be considered in close relation to the starting 

condition. While the growth in labour utilisation is negatively correlated with the level of 

labour utilisation in both the EU15 and the new member states, this relationship remains loose 

and does not appear valid for many countries. By contrast, no such relationship is seen with 

the hourly productivity in the EU15, where highly productive countries have continued to see 



a sharp growth in productivity. However, the growth in productivity seems to be highly 

correlated with the initial productivity lag in the new member states. 


