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Abstract

After arguing that the concepts of B-convergence and o-convergence are independently
interesting, this paper extends the empirical evidence on regional growth and convergence
across the United States, Japan, and five European nations. We confirm that the estimated
speeds of convergence are surprisingly similar across data sets: regions tend to converge at
a speed of approximately two percent per year. We also show that the interregional
distribution of income in all countries has shrunk over time. We then argue that, among the
proposed potential explanations of this phenomenon, the one-sector neoclassical growth
model (with no capital mobility or with partial capital mobility) and the hypothesis of
technological diffusion seem to be the ones which survive scrutiny.
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1. Introduction

During the last ten years, there has been a revival of interest in the forces that
lead to economic convergence. This revival has been partly spurred by the
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renewed interest in the general topic of economic growth. A significant contribu-
tion to this revival has been the use of the convergence hypothesis as the main
way to differentiate the two leading current approaches to economic growth: the
neoclassical model and the models of endogenous growth. Romer (1986) and
Rebelo (1991) argued that the absence of convergence across economies through-
out the world represented strong evidence against the neoclassical model and in
favor of their theories of endogenous growth.

But there are reasons other than the testing of economic growth theories for the
empirical study of economic convergence. We, as economists, are interested in
knowing whether the distribution of income changes over time. For example, we
are interested in whether, within a country, interregional differences in income
levels tend to disappear or tend to increase over time. If they diminish, then we
may be less worried about creating aid programs (such as the Regional and
Cohesion Fund Policies carried out by the Government of the European Commu-
nity) than if these differences tend to perpetuate themselves. We are also interested
in knowing whether the regions that are relatively poor now are the same as the
ones that were relatively poor one hundred years ago. If the answer is yes (that is,
if poverty tends to persist over time), then we may want to enact public aid
programs to allow the poor regions to escape this predicament. If the answer is no
(that is, the economies that are relatively poor today are not likely to remain
relatively poor in the future), then we may be no need to worry about the
country-wide distribution of income. As we will see in the next few sections, these
questions are related to the empirical phenomenon which we call convergence.

In this paper, we will analyze and expand some of the results found in the
recent empirical literature of regional convergence. We will argue that, in a variety
of data sets, there is evidence of strong forces leading to regional convergence.
Moreover, the estimated speeds of convergence are so surprisingly similar across
data sets, that we can use a mnemonic rule: economies converge ar a speed of
about two percent per year. We will then analyze different ways to account for
these results. Explanations such as measurement error, government cohesion
policies, migration, and perfect capital mobility will be ruled out. The neoclassical
growth model (amended with partial capital mobility) and technological diffusion
will be left as the likely explanations of the convergence phenomenon.

2. Concepts of convergence

2.1. B—(rom.‘ergence rersus g-convergence

The first thing we shall do is define what is meant by convergence. In
attempting to do this, we note that the literature has used many definitions (see for






