Macroeconomic Objectives

ECONOMIC GROWTH


	ECONOMIC GROWTH
	Specifically referring to a growth in real GDP per capita

AEG: Economy moves from a point within to PPC to another that is closer to the PPC
PEG: Outward shift of the PPC

	Causes of PEG
	Policy options

	Increase in the quantity of resources 
1. Physical K – Im( ( AD(, AS(
2. Labour resources – labour force (
3. Quantity of land/RM

Noting that RM can now be easily imported

3. Entrepreneurship – innovation, opening new markets, increased efficiency

Improvements in the quality of resources 
Investments in human capital

Research and development

Improving the quality of land

Improvements to productivity of resources
Technological improvements – knowledge creation and application

Also: Infrastructure and

External influences (growth of trade partners)
	AEG - Expansionary demand management policies
Fiscal policy
T( ( YD( ( C( ( AD(
G( ( AD(
Monetary policy
i/r( ( I( (more borrowing, spending) ( AD(
	PEG – Supply-side policies to increase productive capacity
Cutting of tax rates – incentive for people to work harder and increase productivity
Cutting unemployment benefits to create more incentives to be employed

Education and retraining
R&D to find more efficient ways to produce, allocate resources

	
	Conflicts

	
	The extent to which AEG benefits the economy is limited by Yf level. AEG may lead to demand-pull inflation when the economy is operating at/near Yf.
Consequently, this affects the BOP as domestic currency strengthens and X competitiveness decreases, worsening the current account.

PEG( could mean that the current level of C falls in the pursuit of K accumulation for future production. This is, however, beneficial in the LR, provided that governments actively pursues AEG

	Consequences

	
	Internal
	External

	Short run
	Benefits

- Increase in the amount of g/s available for C
- N( - more factors employed to produce more g/s

- These leads to SOL(
Costs
- To achieve higher growth rates in the future, current C has to reduced – divert more resources into the production of K goods

- EG when the economy is at Yf would have inflationary pressures
	Benefits
- If EG is brought about by X( ( CP the current account improves ( BOP improves
- Stable EG ( prestige in the international arena 

- Consequently, domestic currency may strengthen

Costs
Appreciation of the currency may lead to loss of X competitiveness

	Long run
	Benefits
- PEG from Im( (both domestic investment and FDI)

- Income equality is improved – governments find it easier to redistribute Y to the poor without the rich losing out. Also, a rise in government revenue means that the gains can be used to help alleviate poverty.

Costs
- Social costs: increased working hours, structural changes ( stress and lower QOL

- Environmental damage, depletion of natural resources. High C means higher levels of pollution and waste 
	Effects on income distribution

While some people may gain from higher SOL, other may lose. If the means to growth are greater incentive (such as cuts in progressivity of Y tax), then the rich get richer and the poor get poorer – no trickle-down is felt. 

Growth may also involve changes in production, which also means changes in the skills required. People may find their skills no longer relevant as a result of growth. Structural unemployment may rise.  
The rate of AEG must outpace the rate of population growth for it to be beneficial


