
Can we solve the 
productivity puzzle?

Julian Jessop

25th February 2020



Agenda

• What is the productivity puzzle?

• Global explanations

• UK-specific factors

• Potential solutions

• Three questions for debate



What do you think ‘productivity’ means?



Defining productivity

• Usually, ‘output per hour worked’                              
(i.e. labour productivity)

• Sometimes, ‘output per worker’ (flatters countries 
where people work long hours, like the US)

• Occasionally, ‘total factor productivity’, TFP, the ratio 
of output to total inputs of both labour and capital 
(though labour productivity tends to dominate)



OECD on productivity

• ‘Labour productivity only partially reflects the 
productivity of labour in terms of the personal 
capacities of workers or the intensity of their effort

• The ratio between the output measure and the 
labour input depends to a large degree on the 
presence and/or use of other inputs (e.g. capital, 
intermediate inputs, technical, organisational and 
efficiency change, economies of scale)’



Royal Statistical Society UK Statistic of the Decade

• 0.3%: average annual increase in UK productivity 
(output per hour worked) in the decade or so since 
the global financial crisis (GFC)

• Contrast to the pre-crisis period (1997 
to 2007), when productivity growth 
averaged around 2% per year

• The UK has experienced its worst 
decade for productivity growth since 
the early 1800s 



Why it matters

• ‘Productivity isn’t everything, but in the long run it is 
almost everything’ (Paul Krugman)

• Higher productivity usually means higher real wages 
and allows people to work fewer hours for the same or 
higher pay

• Productivity gains allow economies to grow and living 
standards to increase without using more resources

• Output per hour would be more than a fifth higher if 
productivity had remained on its pre-2008 trend



The UK productivity puzzle



Labour productivity growth in the G7                 
(GDP per hour worked, annual % change)



Potential problems with the data

• Averages can be misleading…

• Countries with high unemployment (like France) may 
report higher levels of productivity because only the 
most productive workers have jobs

• Output can be under-recorded, especially in services 
and the ‘gig economy’ (where there are lots of short-
term contracts or freelance workers, rather than 
permanent jobs, e.g. taxi drivers and people 
delivering fast food)



Bean review

• ‘Independent Review of UK Economic Statistics’ led 
by  Professor Sir Charles Bean (2016)

• The digital revolution has changed the way many 
businesses operate (Amazon) and led to new ways of 
exchanging and providing services (Airbnb)

• Many businesses also operate across national 
boundaries and depend on intangible assets

• If the digital economy were fully captured by official 
statistics, this could add between 1/3 and 2/3 of a 
percent to GDP growth



Global explanations

• Structural/permanent, especially ‘secular stagnation’ 
(diminishing gains from automation and IT)

• Cyclical/temporary (legacy of GFC)

- Plenty of unemployed, cheap workers
- Nervous businesses reluctant to invest
- Weakened banks reluctant to lend
- Low interest rates keeping zombie firms going
- Public sector austerity, especially capital spending
- Backlash against globalisation



Why the UK might have underperformed

• Relatively large digital economy 
• Relatively flexible labour market
• Immigration from EU (though migrants are typically 

more productive than the average)
• More ‘austerity’ than elsewhere
• Not enough government intervention
• Too much government intervention (e.g. new taxes 

and regulations in financial services and energy)
• Relatively large financial sector (‘the finance curse’)
• Brexit uncertainty



The ‘finance curse’

• The financial sector has relatively high productivity, 
but some think a large financial sector is a bad thing…

- short-termism?
- over-valued exchange rate?
- financial excesses and bubbles, e.g. housing?

‘we are throwing more and more of our resources, 
including the cream of our youth, into financial activities 
remote from the production of goods and services, into 
activities that generate high private rewards 
disproportionate to their social productivity’
(James Tobin)



UK business investment (£bn, 2016 prices)



Government-based solutions

• Increased public investment in physical infrastructure 
and ‘human capital’ (education and skills training)

• Strategic government involvement in key sectors, 
especially manufacturing (Mariana Mazzucato’s 
‘entrepreneurial state’)

• National Investment Bank to supplement/replace 
private lending by ‘short termists’ in the City

• Direct intervention to raise wages (e.g. set the 
‘National Living Wage’ at £15 per hour) to encourage 
firms to invest rather than rely on ‘cheap labour’



Market-based solutions

• Facilitate ‘creative destruction’ and disruptive 
technologies (governments tend to protect incumbents)

• Lower and simpler taxation, and benefits reform 

• Deregulation, e.g. liberalise planning laws to ease 
housing crisis and improve labour mobility

• Market-based reforms of public services, e.g. NHS 
(borrowing on best practice elsewhere in Europe)

• Reduction in barriers to international trade, cross-border 
investment and migration 



My conclusions

• Productivity has slowed globally, so we should start 
with global explanations – notably the GFC

• The degree to which the UK has performed worse 
than other countries is often over-stated

• There are no simple answers that are consistent with 
all the international data and evidence

• This puzzle isn’t easily solved!



Three questions for debate

1. What does the growth of the ‘gig economy’ 
mean for productivity?

2. Should the government take action to encourage 
a four-day working week?

3. How might Brexit affect UK productivity?


