Productivity

Throughout most of this century, America enjoyed the highest rate of productivity growth in the industrial world. But by the late 1970’s, something went drastically wrong. What was happening to American productivity? In 1978, the Carter administration asked, “Can government encouragement of new technology solve the productivity dilemma?” 

By 1981, the nation was ready to try a new approach. Can less government lead to more productivity? Productivity growth is a crucial but almost invisible element in our economic well being, something we take for granted until it slows down. That happened in the 1970’s. We had a blizzard of suggestions for dealing with productivity. 

Concerning productivity, how do we get more for less? Economists see the world in terms of supply and demand. To put this simply, demand is the “appetite to consume.” Supply is the ability to produce. Productivity holds the supply side together. As long as productivity continues to improve, our standard of living continues to improve.

American productivity has been an economic marvel of the industrial age. But by the late 1970’s our rate of productivity growth had slumped alarmingly. Why did productivity grow so fast for so long and then suddenly decline? 

In the early 19th century, America was predominately a farm economy. Buildings were made of brick and wood. By the year 1900, we were a nation of steel (the Industrial Revolution finally started affecting America). Vast deposits of iron and coal fed the furnaces of Pittsburgh and other major cities. Immigrants swarmed in from Europe to work in the steel mills, part of an industrial miracle that was creating a better life. Rapid productivity growth led to an improving standard of living. The miracle was not confined to the steel industry. Throughout the economy American workers were the most productive in the world.

The most important is advances in knowledge of how to produce at low cost. This includes technological knowledge and what you’d call managerial knowledge, how to run a business and organize it. Actually, over a long period like 1929-1982, this accounts for almost two thirds of the total increase. In agriculture, advances in knowledge let to new seeds, machinery, and chemicals and more crops from fewer workers. 

Displaced farm workers migrated to the cities to more productive jobs in factories and steel mills of industrial America. Throughout the 1950’s and 1960’s productivity soared. But by the 1970’s something was drastically wrong.

Throughout the economy, productivity growth was slowing down. The reasons were not immediately clear. But, in retrospect, several factors stand out. The beginning of the 1970’s brought a new era of concern about the environment. Regulations for cleaning up pollution had immediate and costly impact on industry.

The President of Bethlehem Steel, Walter Williams, said, “We spent, if I remember correctly, in the equivalent of 1980 dollars, almost a billion dollars in the previous 15 years on environmental facilities. That meant that money was not available for modernization projects.”

