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Introduction to 
Macroeconomics

ECO1102 Section E, Winter 2013

(Lecture #3, Jan. 21)



Announcement:  TA hours



Announcement

• APLIA assignment #3 (Chap. 6) due 
January 27, 23:00.
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Chapter 7:  Production and Growth

Key objectives:

• Consider why productivity is the key 
determinant of a country’s standard of 
living

• Analyze the factors that determine a 
country’s productivity



5

The Variety of Growth Experience (Table 7.1, p. 141)
Real GDP/Person at 

Beginning of Period

Real GDP/Person 

at End of Period

Growth Rate

(% per Year)

Country Period Amount* Rank Amount* Rank

Japan 1890-2006 $1597 6 $37,595 4 2.76

Brazil 1900-2006 827 9 10,071 8 2..39

China 1900-2006 760 11 8,778 9 2.34

Mexico 1900-2006 1230 11 12,940 7 2.24

Germany 1870-2006 2319 5 36,098 5 2.04

Canada 1870-2006 2522 3 39,251 3 2.04

Argentina 1870-2006 2435 4 17,454 6 1.88

U.S. 1900-2006 4255 2 50,195 1 1.83

India 1900-2006 717 12 4,310 10 1.71

U.K. 1870-2006 5106 1 40,351 2 1.53

Indonesia 1900-2006 946 8 4,480 10 1.48

Bangladesh 1900-2006 661 13 2,654 12 1.32

Pakistan 1900-2006 783 10 2,835 13 1.22
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Key Question: Why do some countries grow faster 
than others?

• Put another way:  What Are the Determinants 
of a Country’s Standards of Living?

• Fact:  A country’s standard of living depends on 
its ability to produce goods and services—in the 
long run,  consumption has to equal production.

• Mathematically:
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The Determinants of a Country Standards of 
Living

• So, a country’s standard of living basically depends on 
two things:

– How many people work (and how many hours they 
work); and

– How productive they are when they work.
• Focus of this lecture is on the second component:  

“Productivity.”
• The level of employment is an important determinant 

of a country’s standard of living, but for developed 
countries, productivity is even more important.

– For example, studies show that the major reason 
why GDP per Person is lower in Canada than the 
U.S. is because Productivity is lower in Canada—In 
fact, they show that the productivity gap explains 
about 80 per cent of the GDP per Person gap.   
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Productivity

•• FormallyFormally, Productivity, Productivity refers to the amount 
of goods and services that a worker can 
produce from each hour of work.
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The Fruits of Higher Productivity

Wages and Productivity across 

Countries

 (1980-1992)

-10

-5

0

5

10

-5 0 5 10

Productivity Growth

W
a
g
e
 G

ro
w

th

South Korea

Iran

Canada

U.S. Japan

Source:  Industry Canada



Wage and Productivity in Canada
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Canada’s recent
productivity performance

Issues:

• Very slow productivity growth
in Canada.

• It means that Canada’s
standard of living is stagnating

• The U.S. has been doing
much better

– The Canada-U.S. business 
sector productivity gap is
about 20% higher now than
in 2000.

– It means that the U.S. is
about 20% more competitive
vis-à-vis Canada than it used
to be.





National Post, January 20, 2011
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The Determinants of Productivity

• The inputs used to produce goods and services are 
called the factors of productionfactors of production.

• The factors of production directly determine 
productivity—The more of these factors an economy 
has, the more productive it will be and the richer it will 
be.

• The Factors of Production
– Natural resources

– Physical capital

– Human capital

– Technological knowledge
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The Determinants of Productivity (cont.)

•• Natural ResourcesNatural Resources
– inputs used in production that are provided by nature, 

such as land, rivers, and mineral deposits.

• Renewable resources include trees and forests.

• Nonrenewable resources include petroleum and coal.

– can be important but are not necessary for an 
economy to be highly productive (for example, Japan 
has limited natural resources but is highly productive)
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The Determinants of Productivity (cont.)

•• Physical CapitalPhysical Capital

– is the stock of equipment and structures that 
are used to produce goods and services.

• Computers, machine tools, robots etc.

• Office buildings, schools, etc.

– raises the productivity of workers—workers are 
more productive if they have tools with which 
to work.



17

The Determinants of Productivity (cont.)

•• Human CapitalHuman Capital

– the economist’s term for the knowledge and 
skills that workers acquire through education, 
training, and experience 

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

• For example, the more educated a workforce is, 
the better use it will make of machines.
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The Determinants of Productivity (cont.)

•• Technological KnowledgeTechnological Knowledge
– economy’s understanding of the best ways to 

produce goods and services. 

• Common knowledge

• Proprietary knowledge (e.g., patents, inventions)

– How is technological advance good for a 
country’s standard of living?  Doesn’t it kill jobs?
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Doesn’t Technological Advances Kill Jobs?

• Technological advance means new products 
(new jobs) or better ways of producing (free 
labour to produce other goods and services).

• Some jobs are destroyed by technological
progress, but other (better) jobs are created.
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What can govts. do to increase productivity?

• Govts can do many things to raise 
productivity and living standards—just
need to increase the level of factors of 
production.
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Encouraging Investment in Physical Capital

• One way to raise future productivity is to invest more 
current resources in the production of physical capital—
this involves less consumption now (that is more saving, 
in other words, some form of sacrifice)

• Another way for governments to increase capital 
accumulation is to encourage investment from foreign 
sources.

• Investment from abroad takes several forms:

–– Foreign Direct InvestmentForeign Direct Investment

• Capital investment owned and operated by a 
foreign entity.

–– Foreign Portfolio InvestmentForeign Portfolio Investment

• Investments financed with foreign money but 
operated by domestic residents.



Macroeconomics in the 
News

• According to the 
Conference Board of 
Canada, « tax reform in 
crucial is sparking a 
revival in business 
investment in machinery
and equipment which
has slowed considerably
since the 1980s and 
might help explain
Canada’s awful
productivity record. »

National post, Jan. 26, 2010
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Example, MKMR, 

p. 163, #9
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Encouraging Investment in Human Capital

• For a country’s long-run growth, education (and 
especially basic education) is at least as 
important as investment in physical capital.

– In Canada, each year of schooling raises a person’s 
wage, on average, by about 10 percent.

– Thus, one way the government can enhance the 
standard of living is to provide schools and encourage 
the population to take advantage of them.

• Government expenditures that improve the 
health of and nutrition of workers can improve 
productivity—healthy workers are more 
productive.
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Encouraging Investment in Human Capital 
(cont.)

Brain Drain

• One problem facing some poor countries 
is the brain drain—the emigration of many 
of the most highly educated workers to 
rich countries.

• Canada benefits from the brain drain 
suffered by poor countries.  However, 
Canada also suffers from the brain drain 
as highly educated workers are attracted 
to high-paying jobs and lower taxes in the 
U.S.
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Example, MKMR, 

p. 162, #6
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Promoting Research and Development

• The advance of technological knowledge has led 
to higher standards of living.
– Most technological advance comes from private 

research by firms and individual inventors.
– Government can encourage the development of new 

technologies through research grants, tax breaks, and 
the patent system.

• Inward foreign direct investment is also a source 
of technological know how.

• Private research and development is an area 
where Canada has a relatively poor 
performance compared to other developed 
countries.
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Canada’s R&D Performance
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Promoting Free Trade

• Trade allows a country to specialize in 
what it does best. 

• A country that eliminates trade restrictions 
will experience the same kind of economic 
growth that would occur after a major 
technological advance.

• In addition to allow specialization, free 
trade pushes domestic firms to be more 
innovative if they want to compete 
effectively.
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NAFTA—A disgression

• 1988:  Canada-US Free Trade Agreement
• 1994:  North-American Free Trade Agreement 

(Canada, US, Mexico)
• There was a lot of opposition to these

agreements : 

« How could a small Canadian company
compete in its own national market against U.S. 
giants, given all their advantages of scale and 
marketing »

• By 1999, Canadian exports to the U.S. had
doubled but imports had risen by only 20%.
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Establish secure property rights and 
maintain political stability

•• Property rightsProperty rights refer to the ability of 
people to exercise authority over the 
resources they own.

– An economy-wide respect for property rights 
is an important prerequisite for the price 
system to work.

– The fact is that nobody will invest if they feel 
that their investment is not secure.
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Corruption and Real GDP per Person

Can
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« Perceived » Corruption Around the World

Source:  Transparency International, 2012

Corruption Perceptions Index 2012
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Population Growth

• Economists and other social scientists 
have long debated how population growth 
affects a country’s standard of living

– On one hand, it stretches natural resources 
and the education system, and dilute the 
capital stock per worker

– On the other hand, it promotes technological 
progress—if there are more people, there are 
more scientists and inventors to contribute to 
technological advance.
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End Chapter 7


