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This evidence focuses on the specific question why productivity growth has been lower since the
financial crisis. The drivers for this fall off in productivity growth are relatively easy to understand
and mostly relate to the relative performance of sectors.
Sectors have diverse levels of value added per hour ranging from £16.42 for agriculture, through to
£86.15 for financial services excluding insurance and £546.07 for the extraction of oil and gas.1
Hence, when sectors with higher value added see a fall in either their labour share or value added
then this will contribute negatively to productivity growth. Conversely, high value added sectors with
a rising labour share or sectors with rising value added contribute positively to productivity growth.
For example, falling output from North Sea oil fields will tend to result in a negative contribution to
productivity growth. On the other hand the computer programming sector has seen a rise in its
value added per hour and an increase in its labour share, although this has slowed in the more
recent period.
Given that each sector has its own dynamics, most of the contributions that might be made by
government to boost productivity growth ought to be understood at the sectoral level. For example,
there is a great deal of evidence that the computer programming sector could have expanded much
faster thereby contributing more to productivity growth. However, the local skills mismatch between
supply and demand of technical personnel has largely prohibited this. Thus a potential positive
contribution to this sector could be undertaken that enables city region economies to understand
this local mismatch and potential provide extra funding to boost the careers advisory service as well
as for Further Education colleges.

Analysis
Since the financial crisis, UK national labour productivity figures have fallen dramatically below their
long-term trend. Between 1997-2006 labour productivity grew by 23%, but only by 3% between
2010-2019. This has led to much hand wringing amongst economists as to why this has happened.
The CFM survey has produced a very useful summary of economists’ views as to what has caused
this slowdown, which mostly focus on falling demand followed by labour market and training issues.
Hence economists have argued that the best policy to transform productivity is to invest more in
human capital.
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Chart 1: UK Output per hour

Source: ONS
The challenge with this approach to public policy is that it assumes that productivity is normally
distributed across an economy’s sectors, and that policies to improve productivity can therefore be
reduced to national factors such better training or more capital investment. However, productivity
growth tends to be concentrated in certain sectors, so national productivity figures do not provide
much insight into what is happening at firm level. Hence it is critical to look at what is happening
within sectors and understand why they are changing.
To facilitate this sectoral analysis, the methodological approach follows Riley et al (2018) and Tang &
Wang (2004) which decomposes aggregate productivity growth by sector. Furthermore, this
disaggregation includes whether changes in productivity growth are caused by changes in value
added or in employment share. Without understanding these sectoral drivers, it is hard for policy
makers to provide much of a boost to productivity.
Although the comparison of productivity growth between the two decades of 23% and 3% growth
suggests a huge negative productivity shock, a sectoral analysis indicates the need to take a more
nuanced approach.
Firstly, the real estate sector is removed from the comparison given that this largely reflects imputed
rent. Secondly, the public sector is also removed given measurement issues. When these two sectors
are removed from the analysis the relative rates of growth over the two periods are 14.9% for 19972006 and 2.2% for 2010-2019. These levels then form the basis of an appropriate productivity
comparison between the two periods.
The disaggregation process shows that the Extraction of Crude Petroleum and Natural Gas (oil & gas)
and Financial Service Activities Excluding Insurance along with Auxiliary Services to Financial Services
(financial services) significantly outperformed in the earlier period and then significantly
underperformed in the later period. Between 1997-2006 oil & gas and financial services productivity
grew by 3.7% and then fell by -2.3% between 2010-2019.
Oil & gas production reached record levels in the first period but then fell by over a quarter in the
second period. Given the downward pressure on the oil price and the relative uncompetitiveness of
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the sector due to higher extraction costs and diminishing reserves, there seems little chance of the
sector reviving to stimulate UK productivity growth.
Financial services were boosted in the first period through economies of scale by becoming the
financial hub of the European Union despite being outside the eurozone. In addition, the credit
boom prior to the financial crisis resulted in high demand for new financial products, some of which
though were not sustainable. Revenues of the leading listed 4 UK banks fell by 17% in the second
period as lower aggregate demand in the economy impacted demand for financial products,
resulting in a significant fall in its share of the economy.
Another sector that has seen a dramatic shift in the rate of productivity growth is construction which
rose by 2.9% in the first period slowing to just 1.1% in the second period. Residential dwelling
construction fell by 14% in the second period which may have reduced economies of scale. Despite
the fall in the rate of productivity growth, profitability has reached record highs in the sector
indicating potential competition issues.
Chart 2: UK Construction Sector

Source: ONS, Refinitiv Datastream
Removing these three sectors, which have had large effects on productivity growth for quite specific
reasons, leaves a residual productivity growth of 8.3% for 1997-2006 versus 3.4% in the latter period.
So while productivity growth was higher in the earlier period, the difference between the two
periods is not as significant. Further analysis of the rest of the sectors, which account for 56% of the
economy, highlight a number of other important factors.
First, a large number of sectors, accounting for 21.5% of the economy showed a change of less than
a 0.2% in productivity growth between the two periods. This is further evidence that productivity is
not distributed normally across the economy, but instead concentrated in sectors. This is not to
argue that government policy cannot improve value added per hour in these sectors. However, the
fact that it has been relatively static for a significant period of time might reduce the potential for
transformation, particularly in non-tradeable services.
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Table 1: Sectors with minimal change

Source: ONS
Second, a handful of sectors saw a relative improvement in productivity in the latter period
accounting for just 5.5% of the economy.
Table 2: Sectors that had faster relative growth in 2010-2019

Source: ONS
This leaves 28.9% of the economy that has seen a relative deterioration in labour productivity
growth in the more recent decade. It is important to note that while a sector in the second period
has seen a slowdown compared to the first period, it still might be generating a positive contribution
to productivity growth.
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Table 3: Sectors that had faster relative growth in 1997-2006

Source: ONS
From a public policy perspective, the challenge ought be to assess the potential of each sector and
understand how the state might be able to improve a sector’s competitive advantage either through
increased efficiency or more importantly through innovation.
For example the Pharmaceuticals sector, despite its recent lower level of productivity growth, still
has a higher value added per capita than in France and Germany. The ongoing COVID 19 pandemic
has demonstrated that the UK’s science base and pharmaceutical sector has huge potential to help
solve global health issues. Table 4 indicates the Pharmaceuticals sector has not suffered a declining
labour share but rather a fall in value added, something which innovative new products would drive
back up.
The Computer Programming sector has seen the largest increase in productivity growth with an
increase in both value added and relative size over the last decade even though its rate of growth
has slowed. However, this fast-growing sector is plagued with skills shortages, with firms creating
jobs faster than they can be filled, particularly in data centres. Between 2015-2018, there has been a
150% increase in demand for roles within the digital tech sector, but according to a recent British
Chambers of Commerce survey three in four businesses are facing a shortage of digital skills in their
workforce.
Table 4: Disentangling the between and within effects

Source: ONS

5

JGP0006

It is only by assessing sectoral productivity performance that policy makers can fully understand how
one might support potential growth sectors, thereby deploying resources more effectively. This
might include support for new drug developments or ensuring that local economies are able to
supply sufficient numbers of digital workers. Other areas that are likely to become relevant include
reducing frictions to trade for manufacturing which have arisen as part of the UK’s withdrawal for
the single market and customs union.
Trying to think about productivity as a national issue fundamentally misses the point of what
generates productivity in the first place, which is what takes place day to day in firms across the
country.
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