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Productivity matters

“Productivity is the prime determinant in the long run of a nation’s standard of living,
for it is the root cause of per capita national income. High productivity not only
supports high levels of income but allows citizens the option of choosing more leisure
instead of longer working hours. It also creates the national income that is taxed to
pay for public services which again boosts the standard of living. The capacity to be
highly productive also allows a nation’s firms to meet stringent social standards

which improve the standard of living, such as in health and safety, equal opportunity
and environmental impact”

— Michael E Porter, The Competitive Advantage of Nations (1991)

“Productivity ... isn’'t everything, but in the long run it's nearly everything’”
— Paul Krugman, The Age of Diminished Expectations (1994)
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Three types of productivity

d Labour productivity — output of goods and services per unit of labour input
(ideally, hours worked)

O Capital productivity — output of goods and services per unit of ‘capital services’
(a consiructed measure of the value of machinery and equipment, buildings and
structures, and intellectual capital used in production)

d ‘Mulii-factory productivity’ (sometimes called ‘total factor productivity’ - that
part of changes in the output of goods and services which can’t be atiributed to
increases in labour or capital inputs

— often taken as a proxy for ‘technological change’, ‘innovation’ etc.

When economiists talk about ‘productivity’, they're usually talking about labour
productivity
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Australian labour productivity growth has slowed significantly over the past
two decades

Australian ‘market sector’ labour productivity growth, 1981-82 to 2023-24
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https://treasury.gov.au/sites/default/files/2023-08/p2023-435150.pdf
https://www.abs.gov.au/statistics/economy/national-accounts/australian-system-national-accounts/2023-24#data-downloads

Australia’s productivity experience is by no means unique — most
‘advanced’ economies except the US have had a similar slowdown

Labour productivity growth, selected ‘advanced’ economies, 1990-2024
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Note: ‘Labour productivity’ here is GDP (in 2022 US dollars at purchasing power parity exchange rates) per hour worked. SAUL ESLAKE
Sources: The Conference Board, Total Economy Database, May 2024; Corinna.
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https://www.conference-board.org/data/economydatabase/

Labour productivity in most ‘advanced’ economies has fallen relative to
that of the United States over the past two decades

Labour productivity as a percentage of US level, selected ‘advanced’ economies, 1990-2024
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6 Sources: The Conference Board, Total Economy Database, May 2024; Corinna.
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Productivity growth ‘happens’ in three broad ways

O Improvements in productivity within individual firms
— as aresult of giving workers more or better tools (increasing the ‘capital-labour ratio’)
— as aresult of innovation in product design, production methods or the organization of work
— these are tasks for the managements of firms (though government policies, eg on IR, R&D, investment etc can help)

0 Improvements in productivity within industries as a result of ‘factors of production’ (labour and capital) moving
from lower- to higher-productivity firms
— as aresult of new (more productive) firms entering and old (less productive) firms exiting an industry, or more productive
firms taking over less productive ones in the same industry
— or as aresult of changes to regulations affecting particular industries which allow them to implement new or more efficient
ways of working, or to increase their investment

0 Improvements in productivity across the economy as a result of ‘factors of production’ (labour and capital)
moving from low- to higher-productivity industries
— as aresult of (for example) removing ‘protection’, subsidies or tax breaks for low-productivity industries
— orregulatory, environmental or technological changes which encourage increased investment and employment in higher-
productivity industries

The problem in Australia is that the second and third of these ‘engines’ have been going backwards (and it's not
clear that the first ‘engine’ is really firing either
— productivity has been falling in some of our more important industries (eg mining, construction and health care)

— and ‘factors of production’ have been migrating towards intrinsically lower-productivity industries (eg in the ‘care
economy’ but also tourism and retail
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One contributor to the global productivity slowdown has been a widening
gap between ‘frontier’ and ‘laggard’ firms

The labour productivity gap between global ‘frontier’ firms and other firms
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https://www.oecd.org/en/publications/the-best-versus-the-rest_63629cc9-en.html

Australian firms have been slower than world-leading firms in adopting
innovative technology or organizational methods

Cumulative growth in labour productivity at Ausiralian and global ‘frontier’ firms
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https://treasury.gov.au/sites/default/files/2022-02/p2022-243535.pdf
https://grattan.edu.au/report/orange-book-2025/
https://grattan.edu.au/report/orange-book-2025/

Another global factor has been the proliferation of ‘zombie firms’

Global share of ‘zombie firms’
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Note: ‘zombie’ firms are those with an interest coverage ratio of less than 1, and a leverage ratio above the median for the firm’s industry. Data sourced from S&P Compustat SAU L ESLAKE
10 (for listed firms) and ORBIS for private firms. Sources: Bruno Albuquerque and Roshan lyer, The Rise of the Walking Dead: Zombie Firms Around the World, IMF Working Paper No.  ~oginmna ECONOMIC ADVISORY
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https://www.imf.org/en/Publications/WP/Issues/2023/06/16/The-Rise-of-the-Walking-Dead-Zombie-Firms-Around-the-World-534866
https://www.bis.org/publ/work882.pdf

Australian ‘small business fetishism’ is bad for productivity, because
productivity in small business is 21% below the average for all businesses

Gross value added per person employed, by
business size, 2022-23
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through 2022-23
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https://www.abs.gov.au/statistics/industry/industry-overview/australian-industry/latest-release
https://www.abs.gov.au/statistics/industry/industry-overview/australian-industry/latest-release
https://www.abs.gov.au/statistics/industry/technology-and-innovation/innovation-australian-business/latest-release

A decline in business investment after the GFC has almost certainly
contiributed to the slowdown in Australian productivity growth

Business investment Capital-labour ratio and labour productivity
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https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-national-income-expenditure-and-product/latest-release
https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-national-income-expenditure-and-product/latest-release
https://www.abs.gov.au/statistics/economy/national-accounts/australian-system-national-accounts/2023-24#data-downloads

A decline in ‘business dynamism’ has also likely contributed to the
slowdown in Ausiralian productivity growth
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13 Dynamism, Competfition and Business Formation, House of Representatives Standing Committee on Economics, March 2023.
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https://www.abs.gov.au/statistics/economy/business-indicators/counts-australian-businesses-including-entries-and-exits/latest-release
https://www.abs.gov.au/statistics/economy/business-indicators/counts-australian-businesses-including-entries-and-exits/latest-release
https://www.pc.gov.au/research/supporting/economic-dynamism/economic-dynamism.pdf
https://www.pc.gov.au/research/supporting/economic-dynamism/economic-dynamism.pdf

‘Job-switching’ in Ausiralia has declined - possibly as a result of the
proliferation of non-compete clauses in employment contracts

Employee tenure Use of ‘restraint clauses’ Future use of ‘restraint clauses’
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https://www.abs.gov.au/statistics/labour/employment-and-unemployment/labour-force-australia-detailed/oct-2021
https://www.abs.gov.au/statistics/labour/employment-and-unemployment/labour-force-australia-detailed/oct-2021
https://www.abs.gov.au/articles/restraint-clauses-australia-2023#data-downloads

Some industries have much higher labour productivity than others

Australian labour productivity (gross value added per hour worked) by industry, 2023-24
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https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-national-income-expenditure-and-product/latest-release
https://www.abs.gov.au/statistics/labour/labour-accounts/labour-account-australia/sep-2024

The slide in Australia’s overall productivity growth rate is parily due to a
shift towards intrinsically low labour productivity industries ...

Labour productivity growth in “high-", Shares of total hours worked in “high-",
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https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-national-income-expenditure-and-product/latest-release
https://www.abs.gov.au/statistics/labour/labour-accounts/labour-account-australia/sep-2024

... but also because productivity growth in three of Ausiralia’s more
important industries has actually been negative over long periods of fime

Labour productivity in mining Labour productivity in construction Labour productivity in health care
and social assistance
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https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-national-income-expenditure-and-product/latest-release
https://www.abs.gov.au/statistics/labour/labour-accounts/labour-account-australia/sep-2024

There are lots of conceptual and practical issues in measuring productivity
in areas like health care

Relative health-care productivity by country, 2010-2010
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https://www.pc.gov.au/research/completed/measuring-healthcare-productivity/measuring-healthcare-productivity.pdf
https://www.pc.gov.au/research/completed/measuring-healthcare-productivity/measuring-healthcare-productivity.pdf

‘Manufacturing fetishism’ is bad for productivity in Ausiralia, because in
Australia manufacturing has below-average productivity

Labour productivity by indusiry - Australia
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Labour productivity by industry - Japan
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https://www.imf.org/en/Publications/WEO/Issues/2024/04/16/world-economic-outlook-april-2024
https://www.abs.gov.au/statistics/economy/national-accounts/australian-national-accounts-national-income-expenditure-and-product/latest-release
https://www.abs.gov.au/statistics/labour/labour-accounts/labour-account-australia/latest-release
https://www.bls.gov/productivity/tables/labor-productivity-detailed-industries.xlsx
https://euklems-intanprod-llee.luiss.it/download/

Public policy could help boost productivity by improving incentives for
innovation and experimentation, and better resource allocation

Raising overall productivity through incentives and capabilities: a stylized framework
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https://www.oecd.org/content/dam/oecd/en/publications/reports/2024/10/reviving-productivity-growth_936a1da3/61244acd-en.pdf

21

Important information

This document has been prepared by Saul Eslake on behalf of Corinna Economic Advisory Pty Lid, ABN 165 668 058 69, whose registered office is located at
Level 11, 114 William Street, Melbourne, Victoria 3000 Australia.

This document does not purport to constitute investment advice. It should not be used or interpreted as an invitation or offer to engage in any kind of financial
or other transaction, nor relied upon in order to undertake, or in the course of undertaking, any such transaction.

The information herein has been obtained from, and any opinions herein are based upon, sources believed reliable. The views expressed in this document
accurately reflect the author’s personal views, including those about any and all financial instruments referred to herein. None of Saul Eslake, Corinna
Economic Advisory Pty Ltd nor Independent Economics however makes any representation as to its accuracy or completeness and the information should not
be relied upon as such. All opinions and estimates herein reflect the author’s judgement on the date of this document and are subject to change without
notice. Saul Eslake, and Corinna Economic Adyvisory Pty Ltd expressly disclaim any responsibility, and shall not be liable, for any loss, damage, claim, liability,
proceedings, cost or expense (“Liability”) arising directly or indirectly (and whether in tort (including negligence), contract, equity or otherwise) out of or in
connection with the contents of and/or any omissions from this communication except where a Liability is made non-excludable by legislation.

Any opinions expressed herein should not be attributed to any other organization with which Saul Eslake is affiliated.
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