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How Much Do We Really Know?

A Modest Case for More Humility
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Theory of Production
Â The standard production function is

Â Q=A*L Ŭ*Kȁ

Â where:

Â Q = total production (the real monetary value of all goods 
produced in a year) 

Â L = labor input 
Â K = capital input 
Â A = total factor productivity 
Â Ŭ and ȁ are the output elasticities of labour and capital, 

respectively. These values are constants determined by 
available technology. 



What can we do?

Â We need to get two policy areas 
right:
ÅMacroeconomic policies

ÅMicroeconomic or structural policies

Â Also are other important policies
ÅSocial policies

ÅIncome distribution policies


