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exogen•us productivity increaseS or throue Modernizatlol of eg - 

capital stock. It is fmoortant te rrote thoûgh.that tf orOduo7:7htitY iS 

Ceirel. as ta otput per'werker, nEn :it. can bE r3 "4-11". 

tne capital stock per unit. of 'outOut. In •iot, .1w TiM, as in most 

applied macro models, productivity is genera1-1Y tho4ht of as ta"King 

the form of Harrod - neutrai technical chance rather tl'W Hioks - nelerS1 - 

;. s . a result, the investment ecuati'ons_ in TIM are spec'ifieC  insuc-n,a 

wdy as ta  yieid stable '  capital-output ratios and the -employment 

equevions are specified in such..a way as ta  yield a rising .output  per 

worker. The data Supports this approach in that at the mort.  detailed 

levels of data aVailable, the output per worker  il in alMos't emery 

case rng whereas capital -Output ratios  are  constant or varying in 

erratic ways due t+D technoIpoical shocks to the industries. 

1.1.1,4 Investment And Labour Demand - A£ was - no=ed above, : Ine 

investment and employment equations are Stiecified in such a way tnat a- 

_ harrdo 7 neutra1 vieW e productivity improvements is imposed in 

with  the follOwind 	 funttional forms: 

K-K<-11 
E7f(Y/Mal ,iort) i7 • 

Imreal fnvestMent 
Y=real gross domestic product 
Kmreal capital stack 
E=employment 
t=time 

bl,b=edonometrically determined coefficients 
**Meese Power to whiCh YlIZ must ba raised 

when the Cobb-06uglas:PrOduetidin 
function is inverted. 

The first equation is a simplified verSibn of the standard Jorsc.n 

neo-C1aSs1Cal investment equation in whith tne price effec:s anc 
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