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Economic Growth - A reminder

Economic Growth
Economic growth occurs when an economy experiences an increase in total
output. The rapid growth that began with the Industrial Revolution is
called the period of modern economic growth.

What is the big deal about economic growth?

How do we make an economy grow?
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Sources of modern economic growth

How do we make an economy grow?
1 bigger workforce
2 more physical capital
3 more human capital
4 higher productivity
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The impact of a bigger workforce

Holding K fixed, increasing L increases output but reduces output per
worker.

P. Stankov (CERGE-EI) Lecture 4 20 Oct. 2009 5 / 24



The bigger workforce in US: an illustration

Is the Y/L decreasing in US?
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Long-run output and productivity growth in US

Why is the Labor productivity increasing?
P. Stankov (CERGE-EI) Lecture 4 20 Oct. 2009 7 / 24



The impact of more physical capital
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More physical capital in US: an illustration

Notice the difference between the growth of K and the growth of L
(compare Table 18.2 and 18.4).
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Long-run capital per employee growth in US

Now you know why is output and labor productivity increasing;-)
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The impact of more human capital

Increase in skill levels can improve productivity, and lead to economic
growth.
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Sources of long-run economic growth
A formal representation

Y = A · LαKβHγ ,
where:

1 L is the labor
2 K is the physical capital
3 H is the human capital
4 A is the level of technology
5 α, β, γ are the shares (contributions) of each factor (source) of growth
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Sources of long-run growth: the facts

Does a small difference in growth rates make a difference?
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Small differences – Big impact

Suppose you start the economy with 100 units of GDP. What would it be
in 100 years with slightly varying economic growth rates?

Initial GDP Growth rate GDP multiple Final GDP
100 1% 2.705 270.5
100 2% 7.245 724.5
100 3% 19.219 1921.9
100 3.4% 28.317 2831.9
100 4% 50.505 5050.5
100 4.1% 55.599 5559.9
100 6% 339.302 33930.2

How to calculate the GDP multiple:

(1 + g)t
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How can the government affect economic growth?

The productivity (Y/L) slowdown in the 1970s led to a discussion of what
strategies the government could follow that would increase the rate of
growth:

1 policies to improve the quality of education
2 policies to increase research and development
3 policies to increase the saving rate
4 policies to stimulate investment
5 reduced regulations
6 involving the government in the allocation of capital among industries
7 ... ?

Although the government tries to increase growth, sometimes the economy
enters periods, called recessions...
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Recessions and Depressions

Recession
A recession is, roughly, a period in which real GDP declines for at least two
consecutive quarters.

1 Recessions usually include falling output, rising unemployment, and
falling interest rates. Often the inflation rate also falls.

2 A depression is a long and deep recession.
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The data on recessions

The most recent recession in US started in Dec. 2007.P. Stankov (CERGE-EI) Lecture 4 20 Oct. 2009 17 / 24



The Global Recession 2008-2009 Status

Source: http://www.economy.com/dismal/map/default.asp
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The Global Recession 2008-2009 Status: EUROPE
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The Prospects for Recession 2008-2009: Czech Republic

Source: http://www.economy.com/dismal/graphs/map/
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Unemployment

Employed person
Any person 16 years old or older who either:

1 works works for pay for someone else or in his or her own business for
1 or more hours per week; or

2 works without pay for 15 or more hours per week in a family
enterprise; or

3 who has a job but has been temporarily absent, with or without pay.

Unemployed person
Any person 16 years old or older who:

1 is not working, and
2 is available for work, and
3 has made specific efforts to find work during the previous 4 weeks.
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The labor force

Labor force
The number of people employed plus the number of unemployed.

People not in the labor force
Those who are not looking for work, because they do not want a job or
have given up looking.

Unemployment rate = Unemployed
Labor force

Population 16 and older = labor force + not in the labor force
Labor force participation rate = Labor force

Population 16 and older
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Unemployment: the data

P. Stankov (CERGE-EI) Lecture 4 20 Oct. 2009 23 / 24



Unemployment and race: the data
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