Economic growth
Benjamin Franklin stated: "(w)ithout continual growth and progress, such words as improvement, achievement, and success have no meaning". The quote captures the fundamental idea behind economic growth and why it is considered such an important macroeconomic objective. Economic growth is thought to be the key in achieving constant improvement in the standard of living, and it is also a key to achieving the other macroeconomic objectives of low unemployment and a low and stable rate of inflation discussed in previous lessons.
The meaning of economic growth
 
Important
Economic growth is defined as an increase in real GDP.
An increase in a country's real GDP means that the total value of the goods and services produced within the country increases. Do remember however the distinction between "nominal" and "real". It is only when there is an increase in real GDP, i.e. GDP adjusted for inflation, that economic growth occurs.
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Illustrating economic growth
Economic growth can be illustrated using different types of diagrams. In previous lessons, you will have read about shifts in AD and AS towards a higher level of real GDP. These diagrams do illustrate economic growth, but they can perhaps be better understood when illustrated in a production possibility curve.
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When the economy is in a recession, the government may use expansionary policy to increase AD and thus achieve a higher level of real GDP by reducing unemployment. When illustrating this in a PPC chart, it involves the economy operating within the PPC. In the diagram to the right, expansionary policy causes the economy to move from operating at point A to point B. This is economic growth.
The government may rely on supply-side policies to shift the PPC outwards when the economy is already operating at full capacity. This could involve, for example, improving the quality of the workforce. In this way, potential output increases, and, if the economy is operating at the PPC, this too involves economic growth.
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In fact, supply-side policies, or indeed, other means by which the quantity and quality of the factors of production increase and thereby result in economic growth can also be illustrated by a rightward shift of the LRAS curve. Remember that the neo-classical LRAS curve assumes that the prices of all factors of production are completely mobile, but a change in their quantity or quality will cause a shift. When the LRAS curve shifts to the right, this means that the new long run macroeconomic equilibrium is at a higher level of real GDP. Consequently, there has been economic growth.
Consequences of economic growth
Economic growth is such a highly valued macroeconomic objective because of its potentially very beneficial consequences. As economic growth occurs in a country, unemployment levels tend to decrease since firms need to employ more workers to manage the higher levels of production. A lower level of unemployment is beneficial; both in that individuals increase their incomes, but also because society as a whole escapes having to pay unemployment benefits etc. This, in turn, should help to improve living standards: people will have more money to spend and the government can invest money in other welfare projects such as healthcare and education.
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However, it should be noted that economic growth will not always "trickle down" to the population in general. This is something you will investigate in further detail in Development Economics. For example, in Saudi Arabia, economic growth over the past 50 years can be largely attributed to the huge oil reserves that the country possesses. However, the economic benefit from selling the oil only reaches a few individuals, while poverty among the general population is still widespread. In other words, economic growth has not improved equity in the distribution of income, but rather worsened it. The situation is the same in many other countries where economic growth has been the result of profit from natural resources.
In recent years, voices have been raised against economic growth as one of the primary targets of macroeconomic activity. The argument put forward is that of sustainability, and that economic growth should not be allowed to occur at the cost of future generations. Cutting down rainforests, coal power and chemical plants all contribute to economic growth, but harm the environment. More and more people thus argue that economic growth cannot and should not be an objective in itself, but that it should only be seen as something desirable so long as the consequences are beneficial. If economic growth, on the other hand, isn't sustainable, there is no point in pursuing it.
 
What you should know
· Economic growth is defined as an increase in real GDP.
· Economic growth can be illustrated either by an outward shift of the PPC curve or via a rightward shift of the LRAS curve.
· Economic growth can potentially be achieved both via demand-side and supply-side policies, depending on the overall state of the economy and hence the preferred shape of the LRAS curve.
· Economic growth is a highly valued target macroeconomic target because of its favourable effects on unemployment levels and its potential to improve living standards.
· Economic growth should not be equated to economic development, but the two often walk hand in hand.
· Sustainable economic growth means that growth occurs without cost to future generations.
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