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According to the OECD data, the positive correlation between labor
productivity and public expenditure on educational institutions exists.
This paper makes their relationship theoretically clear based on the
production function and the behavior of the family. In order to do so,
we set up a model with the production function having two factors,
labor and human capital and a family maximizing the the levels of
higher education. In terms of this model, we show that the increase of
public expenditure on educational institutions leads to the rise of labor
productivity.
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