Macroeconomics Expanding the Nation’s Productive Capa

Expanding the Nation’s Productive Capacity

“Expanding the Nation’s Productive Capacity’] applies
Solow’s growth accounting to the United States for the peric
1963-1994.

The puzzle is to explain the decline in productivity growth
(output per hour worked) during this period.

The slow growth in productivity caused the growth rate of re
GDP to decline.
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Macroeconomics

Capital Accumulation

Business saving (retained earnings) is the major component
saving and has been roughly constant at about 12% of GDP.

Household saving is much smaller than business saving.
During the 1990s it declined as a percentage of GDP. (In the
late 1990s, the stock boom caused household saving to becqg
negative.)
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Macroeconomics

Overall gross saving declined as a percentage of GDP, and n
saving fell even more, as depreciation increased.
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Chart 3-2 shows that hours worked grew at a moderate but R =
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Overall the labor force participation rate has T u P
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increased—a higher fraction of adults is working. The " T
participation rate for women has increased significantly, W [ P -
whereas the participation rate for men has fallen somewhat. al .
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Measured Technical Change
Chart 3-5 shows the Solow growth accounting.

For 1963-1972 the capital/labor ratio increased significantly
and the Solow residual was positive, raising productivity 1.6
per year on average. Together these two effects raised
productivity by 2.9% per year.

For 1972-1992, in contrast the Solow residual was
approximately zero. The capital/labor ratio kept increasing,
the lack of technical change caused productivity to grow mu
less than in the earlier period. The lack of productivity growt
was associated with a lack of growth in real wages.
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Puzzle

Since many technical advances did occur during the later
period, it is a puzzle why the measured rate of technical chan
was zero.
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