Chapter 25:  Production and Growth
1. Productivity:  Its Role And Determinants

a. Productivity is the quantity of goods and services produced that a worker can produce for each hour of work.

b. An economy’s gross domestic product (GDP) measures two things at once:  the total income earned by everyone in the economy and the total expenditure on the economy’s output of goods and services.

i. An economy’s income is the economy’s output.

c. How Productivity Is Determined
i. The determinants of productivity are physical capital, human capital, natural resources, and technological knowledge.

1. Physical Capital

a. Physical Capital is the stock of equipment and structures that are used to produce goods and services.

b. Physical capital is just usually referred to as capital.

c. An important feature of capital is that it is a produced factor of production.

2. Human Capital
a. Human capital is the knowledge and skills that workers acquire through education, training, and experience.

b. Like physical capital, human capital raises a nation’s ability to produce goods and services.

c. Human capital is also a produced factor of production.

3. Natural Resources

a. Natural resources are inputs into the production of goods and services that are provided by nature, such as land, rivers, and mineral deposits.

b. Natural resources take two forms:  renewable and nonrenewable.

c. Although natural resources can be important, they are not necessary for an economy to be highly productive in producing goods and services.

4. Technological Knowledge

a. Technological knowledge is society’s understanding of the best ways to produce goods and services.

2. Economic Growth And Public Policy

a. Diminishing Returns and the Catch-Up Effect.
i. When the nation is saving more, fewer resources are needed to make consumption goods, and more resources are available to make capital goods.

ii. As a result, the capital stock increases, leading to rising productivity and more rapid growth in GDP.

iii. Diminishing returns is the property whereby the benefit from an extra unit of an input declines as the quantity of the input increases.

iv. In the long run, the higher saving rate leads to a higher level of productivity and income, but not to higher growth in these variables.
v. The catch-up effect is the property whereby countries that start off poor tend to grow more rapidly than countries that start off rich.

b. Investment from Abroad

i. A capital investment that is owned and operated by a foreign entity is called foreign direct investment.

ii. An investment that is financed with foreign money but operated by domestic residents is called foreign portfolio investment.

c. Education

i. Education—investment in human capital—is at least as important as investment in physical capital for a country’s long-run economic success.

d. Property Rights and Political Stability
e. Free Trade

f. Research and Development

g. Population Growth

i. Stretching Natural Resources

ii. Diluting the Capital Stock

iii. Promoting Technological Progress

