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What did we learn ?

What did we learn ?

I Clustering (agglomerating) activities triggers productivity
I Higher productivity implies higher returns to labor factor
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What are we learning today ?

What are we learning today ?

I Does higher productivity entails also competitiveness ?
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Consider a world economy with two countries: Home and
Foreign.
Asterisk denote variables related to the Foreign country.

I Ricardian models di¤er from other neoclassical trade models
in that there only is one factor of production.

I If a factor is perfectly mobile then its return will be equalized
across countries (and hence not generate comparative
advantage)
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Ricardo Model (I)

Ricardo Model (I)

I We denote by:

L and L* the endowments of labor (in ec/ ciency units) in the two
countries.
w and w* the wages in the two countries.
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Ricardo Model (II)

Ricardo Model (II)

I There is a continuum of goods indexed by z 2 [0, 1] .

I Consumers have identical Cobb-Douglas prefs around the
world.

I Since there are CRTS, we can de�ne the (constant) unit labor
requirements in both countries: a (z) and a* (z) . a (z) and
a* (z) capture all we need to know about technology in the
two countries.

I We order goods such that A(z) � a�(z )
a(z ) is decreasing.

I Hence Home has a comparative advantage in the low-z goods.
For simplicity, we�ll assume strict monotonicity.
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Ricardo Model (III)

Ricardo Model (III)
I Previous supply-side assumptions are all we need to make
qualitative predictions about pattern of trade.

Let p (z) denote the price of good z under free trade.
Pro�tt-maximization requires:

p(z)� wa(z) � 0,with equality if z is produced at Home

p(z)� w � a � (z) � 0, with equality if z is produced Abroad

Theorem
Proposition: There exists ez 2 [0, 1] such that Home produces all
goods z < ez and Foreign produces all goods ez > z
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I Its level is proportional to the e¢ cient use of the inputs in the
production process.

I TFP growth is usually measured by the Solow residual.
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I Let us consider a standard Cobb-Douglas function using labor
and capital as inputs.

I Let gY denote the growth rate of output, gK the growth rate
of capital, gL the growth rate of labor, and α the capital share.

I The Solow residual is de�ned as

TFP = gY � αgK � (1� α)gL
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I TFP (growth) is rightly estimated according to the previous
strategy if

I (i) the production function is neoclassical,
I (ii) there is perfect competition in factor markets,
I (iii) the growth rates of the inputs are measured accurately.
I Problem: empirically it is very complicated to get an accurate
measure of the capital. See alternative strategies as those
introduced by Levinsohn and Petrin (2003).
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Fundamentals: Labor productivity

Labor productivity

Labor productivity measures the capacity of one unit of labor (in
one unit of time) to produce output:

Y
L

when working time varies, we compute the labor productivity
per-hour worked:

Y
L �H
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Fundamentals: labor productivity

Labor productivity

In the growth analysis labor productivity is important because
of the following relationship:

GDP per-capita =
Productivity per hour worked x
Total hours worked x Participation rate x Share of adult
population to be able to work
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Fundamentals: unit labor costs

Fundamentals: unit labor costs

The unit labor costs are the costs of one unit of production and
their change is inversely proportional to that of productivity.
There are several way to compute them: the most natural one is:

ULC =
Compensation

Y
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1. Productivity is a measure of the e¢ ciency in production

2. That e¢ ciency drives competitiveness either on international
and national markets (see Helpman, Melitz, Yeats, 2004 or
Melitz and Redding (2012)

3. What�s happens to Europe ?
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How does productivity changed in the EU and US in time ?
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D. Jorgenson et al. (2008)
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Evidence: Bloom and van Reenen (2007, QJE)

I Persistent evidence of di¤erences in productivity across
countries (and forms). It is argued it is due to di¤erences in
management.

I They develop a measure on management performance for a
sample of US and European �rms

I They take care details about characteristics of the �rms:
market competition and �rm ownership are important
di¤erences in management practices (here ownership matters
because they are referring to medium size �rms)
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Referring to Caliendo and Rossi-Hansberg (2012, QJE)

I Empirical studies identify that the good management
practices are useful to increase �rms�productivity and sales

I This factor is as much important as we are considering large
�rms

I The capacity to well organize the production within a �rm
may impact on �rms�productivity and trade.
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I They propose an theoretical framework (whose empirical
application is "in-progress" for French data, Manufacturing
�rms 2002-2007)

I Intuition about the basic idea: production is obtained by using
"labour" and "knowledge"

I Here for each unit of output a worker has to solve a problem.
Each worker learns "knowledge" in a given interval.

I There is a ladder of problem solving: higher skill workers solve
more complicated problems.

I Managers specialized in solving problems
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I Equilibrium solutions: it is optimal and incentive compatible a
situation in which each worker solves problems compatible
with his/her learning intervals

I (International) competition pushes a �rm to better its internal
organization matching workers to tasks.

I In an open economy situation: non-exporters looses e¢ ciency
and the quantity they produce decreases
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I The number of management layers decreases in the
non-exporters and increases in exporters

I If changes in quantity are quite important, productivity of
exporters increases.

I Calibration of the model: the task organization grants
productivity but trade option has a double e¤ect (big novelty).

I Selection made not only by the competition e¤ect, but also on
the internal capacity to organize tasks.
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Evidence from the French case (C-M-RH, 2012)
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Results:

I Firms that expand (also increase competitiveness) are those
that add layers and pay lower average wages to existing layers.

I Less performing �rms do not reorganize their production (do
not hire new layers) and pay higher wages to existing layers.
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