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Economic growth questions 
 
1. a.  W hat is economic growth? 
  

Econom ic grow th is the increase in national output. M ost often this is 
m easured using real G D P, the gross dom estic product per annum . This is the 
value of all goods and services produced by factors of production based in the 
U K. The rate of inflation is not included in the real G D P and so the increase year 
on year of the real G D P show s the econom ic grow th. 
 
O n a PPC grow th is the shift outw ards in potential capacity of the econom y 
(From  the solid line to the dotted line). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
1. b .  C omp are the growth performance of the six ind ustrialised  countries 

shown in Figure 26.7 (A nd erton p .172) 
 

D uring the period 1950 to 1990 in general the six industrialised countries have 
w itnessed a fall in the rate of grow th of their econom ies. G row th rates of the six 
countries have alw ays been positive. This m eans that, on average for the 
decade the countries G D P has increased, although at tim es at a low er rate. 
 
Japan experienced very high econom ic grow th in the ‘50s and ‘60s, nearly 5 
tim es that in Britain at the tim e. This w as due to the m ovem ent of w orkers from  
agricultural jobs to m ore productive labour. Betw een the ‘60s and the ‘70s 
there w as a sharp decline and the rate of increase of the grow th fell to less than 
half from  ~10.2%  p.a. to ~4.6%  p.a.. In the ‘80s the grow th rate w as sim ilar, but 
then fell again in the ‘90s to ~0.9%  p.a.. 
 
G erm any, Italy and France all experienced a sim ilar decline in grow th rate in the 
‘70s through to the ‘90s, falling from  around 3%  to around 1%  during this 
period. 
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In the ‘50s and ‘60s all three of these countries experience a higher grow th rate. 
In the ‘50s G erm any had a very high grow th rate, very near to that of Japans. In 
the ‘60’s this halved from  just under 8%  to just over 4% . 
 
There w as no change in the grow th rate for Italy, rem aining at ~5.5%  through 
the ‘50s and ‘60s. France experienced an increase in grow th proportionally 
sim ilar to that w hich Japan experienced through the ‘50s and ‘60s. 
 
The U S and Britain have had considerably m ore stable and low er grow th rates. 
The U S grow th rate has fluctuated betw een ~3.7%  and ~2.2% , reaching the 
height during the ‘60s. 
 
In Britain the grow th rate has been approxim ately 2.2% , although  during the 
‘70s this dropped to ~1.5%  and in the ‘90s to just under 2% . 
 
Countries to the left of the graph have experienced a higher fluctuation in 
grow th rates than those to the right. The countries are ordered Japan, G erm any, 
Italy, France, U S and Britain. Japan has experienced the greatest fluctuation in 
grow th rates, nearly 10%  over the period. Britain, to the other side of the graph 
has experienced a fluctuation of low er than 2% . 
 
For the first three decades Britain experienced the low est grow th rates of the 
six countries. H ow ever, the grow th rate has had a relatively low  fluctuation and 
during the ‘80s and ‘90s ceased to experience the low est grow th rates. 
 
The countries w ith a higher grow th rate have experienced a higher fluctuation. 
H igh grow th rates is often linked to short term  benefits. They can cause stress 
and anxiety am ongst a population. W hen Japan experienced high grow th rates 
w orkers had to put in long hours and students felt pressured. H igh grow th 
rates m ay also lead to dam aging the environm ent, using lots of oil for exam ple. 
Sustainable econom ic grow th is possible how ever using renew able fuel 
sources and recycling raw  m aterials. 

 
3. D iscuss what other strategies Europ ean countries could  ad op t to increase 

their growth rates. 
 

By concentrating on education and investing in im proving the quality of the 
w ork force skills w ill be learnt to a higher level and a broader range of skills 
learnt. This w ill cause higher output as a m ore qualified individual w ill create 
m ore valuable output from  the sam e resources. A lso an individual w ill be m ore 
m obile in their job and have the ability to change from  one job to another as 
required. 
 
H ow ever, education requires a large, prim arily capital, investm ent. O ne w ay of 
financing such a m ove w ould be to increase tax, yet this w ill have the affect of 
reduced savings, and so less gross dom estic fixed capital form ation. This m ay 
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therefore lead to short term  losses for long term  gains as the benefits of 
education take tim e to be seen. 
 
Research and developm ent, specifically into civilian projects is the fundam ental 
cause of econom ic grow th. N ew  products or im proved versions of older 
products encourage m ore spending. If the m arketplace w ere stagnant and 
there w as no developm ent there w ould be no incentive for consum ers to 
spend an increase in incom e. 
 
Research and developm ent can also lead to a fall in prices as production 
becom es m ore efficient. This can lead to econom ic grow th as few er factors of 
production are involved in the production of the sam e good or service so m ore 
factors of production are available for an alternative use. A  decrease in the 
price of a good increases the dem and for a good as m ore people are able to 
buy it (and if w illing) this w ill cause econom ic grow th. A gain this requires short 
term  losses in investm ent for the long term  gain of greater econom ic grow th. 
 
To achieve econom ic grow th through either education or research and 
developm ent an end to the short term  attitude w ithin our econom y m ust be 
found. Investm ent in com panies is m otivated by the availability of dividends 
and share holders are m ore interested in larger short term  dividends than re-
investm ent. 
 
This is due to the financial system  w ithin Britain. The U S has a very sim ilar 
situation. Countries like G erm any, France, Italy and Japan how ever w ork 
differently. There banks them selves invest in com panies instead of loaning 
m oney to com panies w ho then invest the m oney. This m eans that they are 
m ore interested in the long term  success of a business than of short term  
success. 
 
H ow ever, those in favour of the system  in place in the U S and Britain argue that 
the m ask of long term  investm ent can be used to disguise poor decisions. This 
single policy has not w orked particularly w ell as the inform ation in Figure 26.7 
(A nderton, p.172) show s, in the later part of the period all 4 countries w ith the 
long term  investm ent strategy have low er grow th rates. This suggests that any 
single policy alone cannot lead to econom ic grow th, but a com bination. 


