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output was probably significantly larger than normal 
and there may have been associated problems with the 
market hours statistics. The earlier period was selected 
because it is the earliest one for which sufficiently good 
data are available to carry out the analysis. The relative 
numbers after 2000 are pretty much the same as they 
were in the pretechnology boom period 1993–96.

I emphasize that my labor supply measure is hours 
worked per person aged 15–64 in the taxed market sec-
tor. The two principal margins of work effort are hours 
actually worked by employees and the fraction of the 
working-age population that works. Paid vacations, sick 
leave, and holidays are hours of nonworking time. Time 
spent working in the underground economy or in the 
home sector is not counted. Other things equal, a country 
with more weeks of vacation and more holidays will 
have a lower labor supply in the sense that I am using 
the term. I focus only on that part of working time for 
which the resulting labor income is taxed.

Table 1 reports the G-7 countries’ output, labor sup-
ply, and productivity statistics relative to the United 
States for 1993–96 and 1970–74. The important obser-
vation for the 1993–96 period is that labor supply (hours 
per person) is much higher in Japan and the United States 
than it is in Germany, France, and Italy. Canada and the 
United Kingdom are in the intermediate range. Another 
observation is that U.S. output per person is about 40 
percent higher than in the European countries, with most 
of the differences in output accounted for by differences 
in hours worked per person and not by differences in 
productivity, that is, in output per hour worked. Indeed, 
the OECD statistics indicate that French productivity is 
10 percent higher than U.S. productivity. In Japan, the 
output per person difference is accounted for by lower 
productivity and not by lower labor supply.

Table 1 shows a very different picture in the 1970–74 
period. The difference is not in output per person. Then, 
European output per person was about 70 percent of the 
U.S. level, as it was in 1993–96 and is today. However, 
the reason for the lower output in Europe is not fewer 
market hours worked, as is the case in the 1993–96 
period, but rather lower output per hour. In 1970–74, 
Europeans worked more than Americans. The exception 
is Italy. What caused these changes in labor supply? 

Theory Used
To account for differences in the labor supply, I use the 
standard theory used in quantitative studies of business 
cycles (Cooley 1995), of depressions (Cole and Ohanian 

1999 and Kehoe and Prescott 2002), of public finance 
issues (Christiano and Eichenbaum 1992 and Baxter 
and King 1993), and of the stock market (McGrattan 
and Prescott 2000, 2003 and Boldrin, Christiano, and 
Fisher 2001). In focusing on labor supply, I am follow-
ing Lucas and Rapping (1969), Lucas (1972), Kydland 
and Prescott (1982), Hansen (1985), and Auerbach and 
Kotlikoff (1987).

This theory has a stand-in household that faces a 
labor-leisure decision and a consumption-savings de-
cision. The preferences of this stand-in household are 
ordered by

(1)       

Variable c denotes consumption, and h denotes hours of 
labor supplied to the market sector per person per week. 
Time is indexed by t. The discount factor 0 < <�  1 

Table 1

Output, Labor Supply, and Productivity

In Selected Countries in 1993–96 and 1970–74

Relative to United States (U.S. = 100)

Output           Hours Worked        Output per
Period         Country               per Person*      per Person* Hour Worked

1993–96   Germany          74                  75 99
France 74 68 110
Italy 57 64 90
Canada 79 88 89
United Kingdom   67 88 76
Japan 78 104 74
United States      100 100 100

1970–74 Germany 75 105 72
France 77 105 74
Italy 53 82 65
Canada 86 94 91
United Kingdom      68 110 62
Japan 62 127 49
United States       100 100 100

*These data are for persons aged 15–64.
Sources: See Appendix.
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that the average labor supply (excluding the two outlier 
observations) is close to the actual value for the other 
12 observations.

Actual and Predicted Labor Supplies
Table 2 reports the actual and predicted labor supplies 
for the G-7 countries in 1993–96 and 1970–74. For the 
1993–96 period, the predicted values are surprisingly 
close to the actual values with the average difference 
being only 1.14 hours per week. I say that this number 
is surprisingly small because this analysis abstracts from 
labor market policies and demographics which have con-
sequences for aggregate labor supply and because there 
are significant errors in measuring the labor input.

The important observation is that the low labor sup-
plies in Germany, France, and Italy are due to high tax 
rates. If someone in these countries works more and 
produces 100 additional euros of output, that individual 
gets to consume only 40 euros of additional consumption 

and pays directly or indirectly 60 euros in taxes.
In the 1970–74 period, it is clear for Italy that some 

factor other than taxes depressed labor supply. This 
period was one of political instability in Italy, and quite 
possibly cartelization policies reduced equilibrium labor 
supply as in the Cole and Ohanian (2002) model of the 
U.S. economy in the 1935–39 period. The overly high 
prediction for labor supply for Japan in the 1970–74 
period may in significant part be the result of my util-
ity function having too little curvature with respect to 
leisure, and as a result, the theory overpredicts when 
the effective tax rate on labor income is low. Another 
possible reason for the overprediction may be a measure-
ment error. The 1970–74 Japanese labor supply statistics 
are based on establishment surveys only because at that 
time household surveys were not conducted. In Japan 
the household survey gives a much higher estimate of 
hours worked in the period when both household- and 
establishment-based estimates are available. In the other 

Table 2

Actual and Predicted Labor Supply

In Selected Countries in 1993–96 and 1970–74

Labor Supply* Differences
Prediction Factors

(Predicted                            Consumption/
Period          Country                 Actual       Predicted      Less Actual)        Tax Rate � Output (c/y )

1993–96    Germany 19.3         19.5 .2 .59 .74
France 17.5         19.5 2.0 .59 .74
Italy 16.5         18.8 2.3 .64 .69
Canada 22.9         21.3           –1.6 .52 .77
United Kingdom   22.8         22.8               0 .44 .83
Japan 27.0       29.0 2.0 .37 .68
United States          25.9       24.6            –1.3 .40 .81

1970–74   Germany 24.6         24.6 0 .52 .66
France 24.4        25.4 1.0             .49 .66
Italy 19.2        28.3 9.1 .41 .66
Canada 22.2         25.6 3.4 .44 .72
United Kingdom    25.9        24.0           –1.9 .45 .77
Japan 29.8       35.8 6.0 .25 .60
United States         23.5        26.4 2.9 .40 .74

*Labor supply is measured in hours worked per person aged 15–64 per week.
Sources: See Appendix.


