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Technology, Innovation and 
Economic Growth



2

Some fun analysis of your exam results
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Some fun analysis of your exam results
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Some fun analysis of your exam results
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Some Basic Concepts

Labor productivity (LP): measured by output per labor-hour
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Some Basic Concepts

Labor productivity: more recent US growth trend

Aftermath of 
dot.com era
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OECD Countries Labor Productivity 2004 
(GDP per hour, USD)
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Labor Productivity in OECD Countries
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Labor Productivity Growth: US vs. Europe

post 1995 revival
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Labor Productivity Growth: US vs. Europe
with longer history

What s going on?

Europeans chasing 
American technology 
frontier
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Some basic concepts
Multi-Factor Productivity (MFP)

Total Factor Productivity (TFP)
They are the same, just different names

The growth rate of TFP is measured as the growth rate of output less the growth rate 
of combined inputs of labor and capital. 

For example:
1995: Y=100, K=50, L=20     2000: Y=130, K=80, L=25
g(Y)=30%, g(K)=60%, g(L)=50%

g(TFP)=30%-(0.3)*60%-(0.2)*25%=7%, which is 1.4% per year on average. 

Compare to 6% per year output growth, TFP accounts for 23% of total growth (1.4% / 6%)
Now what about share of growth rate of capital and labor, respectively?

TFP measures the productivity gain, aside from capital deepening and labor 
augmenting. It is the Solow Residual we mentioned before. 
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Longest-Run 
Economic Growth 
Once Again
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Some basic concepts

TFP level across countries

TFP levels relative to Somalia
1960-1985 average
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TFP Growth: Major Developed Economies
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TFP Growth: Asian Tigers


