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What Lifts Productivity?
  Productivity is the key to almost all economic progress. If 

everything was produced today in the same way it was 
produced before the Industrial Revolution, which started in 
about 1750, 75% of the labor force would still be engaged in 
growing food. This is exactly the case in China, today, which is, 
in effect, only beginning its transition to a modern economy. 
Even as late as 1900, 40% of the US population was engaged in 
growing food. Today, 2% of the US population is able to grow 
enough food to feed everyone in the US, with enough left over 
to provide for substantial export. Something similar has taken 
place in manufacturing. In 1990, the largest part of the US 
workforce was engaged in manufacturing. Today, a much 
smaller percent of the workforce is able to manufacture 
everything we need, and most of us are now engaged in the 
production of services of one kind or another. 

Fortunately, as people were displaced from the farms, they 
obtained jobs in manufacturing. Moreover, since food kept 
getting less expensive, factory workers could not only buy 
enough food to feed themselves, but had money left over to 
buy the newly manufactured goods, driving the creation of still 
more manufacturing jobs. Today, with both food and 
manufactured goods getting cheaper, we have more money to 
spend on services. The ability of fewer people to create more 
goods and services, at less cost, is what gives us hope that the 
future will be better than today, and that billions of people 
around the world who, today, have as little as those English 
farm workers had in the 1750s, will someday have as much as 
most of us living in today's service economy. 

For all its benefits, however, productivity is not as well 
understood as it might be. Like so many complex social 
phenomena, it's hard to sort out the causes. 

Some have argued that machines are the key. Others have 
argued that management or skilled workers are the main cause, 
or the most important ingredient. In reality, of course, it's some 
combination. 

In the Fifties and Sixties, the US economy's productivity grew 
rapidly as the US increased the scale of its manufacturing to 
first provide goods and services for a war torn world, and then 
for a world that was growing rapidly richer and could afford 
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more goods and services. By the Seventies, and well into the 
Eighties, other countries had become as skilled as the US at 
manufacturing and, for reasons that are still uncertain, US 
productivity began to decline. (US productivity reached its low 
point in 1982 when it was 1%.) Throughout the Eighties, 
economists spent quite a bit of time trying to figure out why the 
growing use of computers didn't seem to result in significant 
increases in productivity. Then, in the mid-Nineties, US 
productivity began to grow again, and that growth continues 
today. In fact, the last two years have set a record for year to 
year growth in US productivity. Productivity grew 5% in 2002 
and 4.4% in 2003. 

In essence, the formula for total factor productivity subtracts 
capital expenditures from the increase in revenue per 
employee. Thus, although everyone admits that the use of 
computers can increase efficiency, the acquisition of computers 
and associated software programs does not, in itself, result in 
an increase in productivity. Technology acquisitions only result 
in productivity when they translate into employee activities and 
performance that generate more revenue per employee. 

In April of 2004, the Federal Reserve Bank of San Francisco, in 
its Economic Letter, offered an analysis, by Sandra E. Black 
from UCLA and Lisa M. Lynch from the Fletcher School at Tufts 
University, that sought to identify the causes of the current 
boom in productivity. They argued that the current increased 
productivity is primarily the result of "innovative workplace 
practices" and not necessarily tied to investment in technical 
equipment. Some of the practices they cited included new 
product designs, job rotation, and tying compensation to 
performance. 

In another paper from the SF Federal Reserve Bank, the same 
two economists concluded that "innovative workplace practices" 
resulted in 89% of the productivity growth in manufacturing 
that occurred between 1993 and 1996. In this case, the 
economists were focusing on "multifactor productivity," which 
measures how companies combine workers and machines, in 
both production and managerial processes, to increase revenue. 

Let's put a little spin on these economists' statements. Everyone 
who has worked with computers has a gut feeling that they 
ought to result in more efficient processes. Similarly, everyone 
who has observed how companies actually use computers 
knows that, in many cases, computers are simply used to 
accelerate existing processes. The Business Process 
Reengineering (BPR) movement that began in 1993 was driven 
by the idea that we needed to rethink processes if we were to 
really take advantage of computers and software applications. 
During the same period, companies developed Six Sigma 
programs and began to focus on how employees could work 
together to make their activities more consistent and efficient. 
Human performance technology was developed during this 
same period, with its emphasis on job design and motivation. 



And, most companies also adopted process redesign 
methodologies and hired professionals to streamline their major 
business processes. 

We may not know exactly what causes any particular surge in 
productivity. It is undoubtedly a combination of new technology, 
people learning how to use the technology effectively and new 
managerial practices. There is, unquestionably, a time lag 
between when new technology is introduced and when people 
understand it well enough to understand how best to apply it . 
Once people understand the best uses of a new technology, 
there's an important role for those who redesign processes to 
formalize procedures that assure that the technology is 
consistently used in the most productive way. 

Today, we seem to be on the crest of a wave. Companies have 
invested in technology for the past several decades. The 
technologies have gradually matured and the cost of new 
technology continues to decline. At the same time, employees 
have spent the last thirty years learning how to use computers 
and software applications to improve the way they do their jobs 
and increase their efficiency. In many cases, improvement is 
simply a matter of working with employees to clear away old 
processes and substitute new processes that take advantage of 
decades of investment in both technology and people. Today, 
business process professionals are in an ideal position to reap 
the benefits of these developments by capturing the innovations 
and formalizing them into new and better processes. Ultimately, 
whatever the causes, systematic process improvement efforts 
constitute the best way to institutionalize significant increases in 
productivity. 

Till next time, 
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