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TOTAL FACTOR PRODUCTIVITY (TFP):

THEORY AND APPLICATIONS
Aswathy N.

Concept

Total factor productivity is a measure of the productivity of all inputs, or factors of production, in terms of 

of producing output.Technological change is the major determinant of long term economic growth and hence 

There are different arguments on what total factor productivity actually measures. The conventional view is 

economy increases only if more output is produced from a given supply of inputs. Improvements in technology 

as the introduction of electricity, motorcar or technological progress leading to increased agricultural output 

Technological progress or growth of total factor productivity is estimated as a residual from the aggregate 
production function.The aggregate productivity, mean the productivity of unique entities such as nations or 
entire industries.

Total aggregate output is measured as 
capital. and are independently measured while A, and are statistical estimations. A

the relation between measured aggregate inputs and outputs and in this aggregate model these changes are 

. ..to 
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income accruing to labour and capital. ==
Where w is wages paid to labour, and r is the real rental rate of capital.+ = 1

i bChanges in A indicate shifts in the relation between measured aggregate inputs and outputs. In the aggregate 

aggregation over heterogeneity.

of current quantities divided by base year quantities weighted by the average of the base year and current 



Methodological Tools for Socioeconomic and Policy Analysis in Marine Fisheries

19

difference in natural logarithms of successive observations of the components and the weights are equal to 

quantity input for each capital service. Thus, no matter how disaggregated are the physical quantities that 

the data available are limited to fairly short time series, which limits the scope for econometric estimation. 

requirements when compared to complicated econometric models.

Where, Xit and X

Sit and S

(Q /Q )( ) /
Where, Qjt and Q

Rjt andR

.

for the period under study. The quantity of diesel consumed was obtained from the diesel subsidy given 

labour days were estimated from the number of boats operated per year and the average number of workers 

Input index = (X /X )( ) /
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category consisted of traditional wooden canoes without any engine.

The share of inputs in gross value was worked out based on the assumption that these variables contribute more than 
80 percent of the total input cost. The sum of input shares should be equal to 1.The aggregate input quantities were 
weighted by the inputs shares to develop the input indices for each year.

Similarly output indices were worked out based on the quantities  and shares in the total revenue of the  resource 

3.22 6.20 2.88
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