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Karl Smithargueghat increasing investment rates won’t increasmemic growth:

An increase in investment will increase the sizéhefcapital stock which will take us to
a higher growth path. The reason we are on a higpoevth path is because we have
more capital per worker and that makes every warkane productive.

However, the fundamental reason we have econorowthris because increases in
technology. Expanding the capital stock happensraty as technology improves. But,
increasing investment will likely have very litidfect on how fast technology progresses
and thus the long term growth rate of the economy.

Smith is a real economist and I'm not so | mightiesing something. But that last
sentence seems obviously wrong to me. For thd&astonths or so, Apple been paying
a bunch of engineers and designers to developekieiiPhone, which will reportedly be
unveiled today. They've been doing this for decaddsle Apple products are mostly
produced by third parties in Asia. In other wor8lpple is a giant machine for turning
cash into faster technological progress.

To put the point in more general terms, compan@stgust invest financial capital in
new factories, buildings, and equipment. They akspfor research and development,
which is the production of knowledge that allowsrthto use their resources more
efficiently. And large companies also spend moreguaing smaller companies that
have pioneered cutting-edge technologies, andithesting in the expansion of those
companies. These are all activities that increlasedte of technological progress, yet
they’re not going to show up in “the capital stdck.

This helps to explain Smithisnwarranted pessimisabout the ability of increased stock
market investments to boost growth rates. | wagledzby his implicit assumption that a
dollar invested in stocks would have the same etieeconomic growth as a dollar
invested in bonds. That view makes a bit more se#nyg® assume we can’t turn cash
into faster technological progress. Fortunatelycam®.




