CEE Growth & Development

Productivity: Technology and Efficiency

Michaelmas 2013

DA

a
u]
v
a
v
a
i
v
a
it
-
it




Measurement
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are converted into output.

Productivity is the effectiveness with which factors of production
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Growth and Development in CEE

Technology under Communism

Productivity

Growth



United States Japan Germany
Automobiles 100 127 84
Steel 100 110 100
Food Processing 100 42 84
Telecommunications 100 51 42
Aggregate Productivity 100 67 89




Efficiency is avoiding a waste of time, effort, or resources
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@ Types of inefficiency

o Idle resources

o unemployment, overeducation, and the like
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@ Types of inefficiency
o Idle resources
e unemployment, overeducation, and the like
e unproductive activities

o (civil) wars, robbery, ‘krysha’, rent-seeking and kleptocracy




@ Types of inefficiency

o ldle resources
e unproductive activities

@ unemployment, overeducation, and the like

o (civil) wars, robbery, ‘krysha’, rent-seeking and kleptocracy
e Misallocation of Factors

Units of output

Marginal product
of labor in Sector 1

Marginal product
of labor in Sector 2

Output lost due
to misallocation

Labor allocated

to Sector 1

Labor allocated
_——
to Sector 2
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to Sector 1

Units of output

Marginal product Marginal product
of labor in Sector 1 of labor in Sector 2

Output lost due
to misallocation

Labor allocated

Labor allocated
to Sector 2

Subsidies to sectors, wage controls, import monopolies, ISI, and
the like.

Averages instead of marginals: Nepotism
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Types of inefficiency
o Idle resources
e unemployment, overeducation, and the like
@ unproductive activities
e (civil) wars, robbery, rent-seeking and kleptocracy

Misallocation of Factors

Technology Blocking and Luddites

o Creative destruction

Missing markets

e e.g. financial

Institutional inefficiencies

Growth
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