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Solow Model

Growth and Development in CEE Prodhiciiay

@ Cobb-Douglas Production Function
Y, = AKALL
o Fundamental Law of Motion
AKi =5-Y:—0-K;

@ Steady state
O L;1 1 =L:: GDP and GDPpc are in steady state
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@ L;y1 = (14 n)L:: GDPpcis in the steady state while GDP is
on the Balanced Growth Path
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Cobb-Douglas Production Function
Y, = AKY (hL,)' "

@ Factors of production

o capital
e labour
e human capital

productivity
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Yo = A e KM(hL)'®
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output factors of productin

"Productivity" is the measure of our ignorance... (Abramovitz)

Productivity is the effectiveness with which factors of production

are converted into output.
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@ Productivity
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@ Productivity
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@ Ratio of productivity
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@ Production

Yy = AtKéx(htLt)l_lX

At kéx h%—a
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@ Production

@ in log

Y = AKY(hel)"
ye = Ackihy*

|nyt = InAt+DC|nkt+(1—lX)|nht
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. Solow Model
Growth and Development in CEE Prodliciiiay

Growth accounting

@ Production

Y = AKY(hel)"
ye = Ackihi™®
@ in log
Iny: =InAr+alnks + (1 —a)lnh;
e growth rate (i.e. derivative of log)
L Srait(ta)]

Total Growth = Productivity Growth + Factor Growth
Total Growth = Intensive Growth + Extensive Growth

Growth



Crowth Accounting Fesults for Central and Eastern Ewropean Counries, 1970-1997

Bulgaia  Avz 197197
Avz 1971-80
Ave, 193150
Avs 199197

Croatia Ave. 197195
Avz. 1971-80
Avz. 1981-90
Avg. 1991.95

Ceech B Ave. 1971-37
Avz 1971-80
Av. 193180
Ave. 199197

Humgary Ave 1971-36
Ave. 197180
Ave. 193150
Ave 1991-96

Poland

Ave. 197187
Ave. 1971-80
Az, 1981-80
Avg. 1991-87

Avz 1971-87
Az, 1971-80
Az, 198180
Ave. 1991-87

Az, 197187
Az, 1971-80
Az, 1981-80
Avz 1991-87

Avz. 197185
Avz. 1971-80
Avg. 198150
Az, 199195

Sectuce: Campes £ Covicelfi {2002)




Growth Accountmg Results for Former Soviet Union Countries, 1970-1997

Output growsa  TTP growth  Factor growth OQutput growth  IEP mowth  Factor growth
Ammenia Ave. 197187 08 08 17 Avz 197187 -0l 04 03
Avg. 1971-80 64 23 40 Ave. 197180 36 14 22
Avz. 198150 16 0.6 22 Avz. 193180 23 13 10
Avz. 199187 19 36 22 Ave 199197 -86 53 34
Azerhaiian Avz. 197187 0.6 28 23 Avg 197157 08 03 11
Ave. 1971-80 61 26 35 Avz. 1971-80 28 0.0 28
Avz 1981-90 01 23 24 Awg. 1981-50 N 23 14
Ave. 199187 -115 118 04 Ave, 199157 -63 45 -18
Belanus Avz. 197187 20 0.5 15 Avg 197157 -16 25 09
Avz. 1971-80 55 22 33 Avz. 1971-80 37 06 30
Avz 1981-90 31 15 16 Ave. 1981-50 21 0.9 12
Avz. 199197 45 33 12 Avg. 199157 144 119 25
Estonia Awg 197187 11 0.2 08 Avg 197187 0l -10 L1
Ave. 1971-80 38 14 24 Avz. 1971-80 39 11 28
Avz 1981-90 16 05 10 Awg. 1981-50 13 -03 L&
Avz. 199187 34 22 12 Ave, 199157 210 54 -1.6
Geargia Ave. 197197 -20 28 08 Ave, 1971.97 16 4 02
et T P A S
e 1981- . L A Ave. 198190 16 07 09
Avz. 199187 -150 122 28 Ave, 1991.97 125 112 13
Socnce: Campes & Conicelli (2002)
«0O)>» «F)»r « > Q>




Solow Model

Productivity

Growth and Development in CEE

Empirical studies

Growth Accounting

gure 4. Sources of Growth in Transition Economies, 19962006
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