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Abstract

In the production process, every resource consumed in the production process can be
broadly categorized into their factors of production namely; land, labour, capital
orentrepreneurship. The total value added in this process where an output was made
by utilising the input is commonly known as the Gross Domestic Product (GDP) of an
economy. Countries compile this estimate at least under a one approach out of the
production, income or expenditure fronts.

Based on the GDP compilations, many other important economic estimates such as
the growth of an economy could be derived. Detail analysis of these estimates would
permit to have a better understanding on the economic condition of a country. Recent
literature focus in to calculating the contribution form factors of production to the
economic growth beyond the conventional studies on sectorial contributions.
Accordingly, productivity considerations in terms of factors of production as well as
the total factor productivity gained importance in recent literature to manage
economies prudently. Such findings undoubtedly be beneficial in considering the
factor efficiency in preparation of future strategies of an economy. Hence, there is an
imperative necessity of a broad study on the impact of the factors of production on the
economic growth, since there are a limited number of studies focusing on the selected
subject area.

This study focuses on estimating the interconnectivity between factor productivity and
the economic growth in Sri Lanka, emphasizing on the importance of estimating the
technological progress and the production efficiency of the economy.

The Solow growth model which uses the Cobb-Douglas type production function was
applied in estimating the technological progress in the study. The change in
technological progress would be the total factor productivity of the economy. The
applicable study period is from 1990 to 2008. The production factor of ‘Labour’ was
represented by labour force data of the Department of Census and Statistics and the
Gross Domestic Fixed Capital Formation obtained from the Central Bank of Sri
Lanka publications was used as a proxy to the ‘Capital Stock’ of the country.

A time series analysis was used to identify the relationship between economic growth
and the total factor productivity and econometric techniques such as regression
analysis, unit-root tests and cointegration tests were applied as applicable. Moreover,
growth accounting procedure was employed in assessing the obtained econometric
estimates. Accordingly, this study had estimated the individual contribution of the
factors of production to the economic growth as well as the total factor productivity of
the Sri Lankan economy.
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