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Outline 

I.   What is the UK productivity puzzle? Why does it matter for 

monetary policy? 

 

 

II.   How does the UK’s experience compare to other countries? 

 

 

III.   Are financial crises different? 

 

 

IV.   What can we learn from our analysis of productivity across 

countries and sectors? 
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I. Employment is rising but output is not 
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• Why didn’t employment fall by more during the Great Recession?  

• Why employment and output diverging recently?  



I. UK labour productivity puzzle 

• UK productivity has remained weak after the Great Recession 

• Does this reflect weak demand?  Implies lots of spare capacity in firms 
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I. Firm survey responses  

• But Surveys suggest no spare capacity in manufacturing, little in services 

• Could reflect measurement issues in Surveys/or a hit to ‘potential supply’ 

• Interpretation hard; lots of debate and a big policy dilemma 
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II. Labour productivity across a selection of countries 

• Great recession led productivity to fall in many countries; weakest in the UK 
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III. Are financial crises different?  
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• During past episodes of financial crisis, productivity recovers after 3-4 years 



III. No permanent impact of financial crisis on advanced 

economy productivity is confirmed by panel regressions 

 
Estimated long run level effect on productivity of banking crisis 

Sample Observations 

& country 

sample 

RR/ IMF 

RR 

Banking 

crisis 

dummy 

IMF 

Banking 

crisis 

dummy 

 

Advanced economies only 1150/ 638 

23/ 21 

− 0.36          

(0.30) 

0.54 

(0.45) 

Developing economies only 1913/ 1841 

38/ 66 

− 1.17***  

(0.40) 

-1.16** 

(0.49) 

All available countries and 

years 

3063/ 2479 

61/ 87 

− 0.84**   

(0.34) 

-0.96** 

(0.48) 

• The banking dummy is not significant for advanced economies; but for  

developing economies there is a long-run impact of around -1pp 

Source: Barriel and Oulton (2012), Bank of England mimeo. 11 



III.  This financial crisis does seem to be different  
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IV.  What can we learn from productivity across sectors? 
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Annual average productivity growth before and after the crisis

Pre crisis (1998Q1-2004Q4)

UK US Germany France Italy Spain Sweden Norway Denmark

Total
2.4 2.2 1.0 1.0 0.1 -0.1 2.3 1.6 1.4

 - Manufacturing
4.3 7.1 2.7 3.2 0.1 1.9 3.5 2.5

 - Services 2.3 1.7 0.1 0.4 -0.2 -0.8 1.3 1.0

Recovery (2009Q3-2011Q4)

UK US Germany France Italy Spain Sweden Norway Denmark

Total 0.5 2.2 1.3 1.0 0.8 2.9 2.4 0.0 1.8

 - Manufacturing
2.9 8.5 4.9 4.2 3.2 5.8 3.2 5.7

 - Services 0.4 1.2 0.5 0.8 0.2 2.0 0.8 1.9



IV. The weakness in UK productivity is mainly in services 

14 



IV. Manufacturing has recovered ‘relatively’ well 

• Service sector has had less of a recovery 

• Firms/labour market response across countries is important 
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UK: Labour productivity by firm size 

• Firm level data suggests small firms may have seen largest fall in productivity 

• May be because of lower entry, weaker growth or lower exit of small firms 
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Potential explanations to reconcile the puzzle 

 
I.   Temporary hit to productivity  

 

 Surveys capture a different type of capacity  

 Labour hoarding (due to skills or minimum labour needs) 

 Sharing the pain – firms paid lower wages for lower productivity 

 

II. Permanent (or prolonged) hit to productivity  

 

 Poorer allocation of resources due to weak financial intermediation 

– e.g. via forebearance by banks on existing loans 

 Tighter credit conditions 

 
See: Chapter 3 Bank of England Inflation Report, November 2012. 
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Conclusion 

I.   What is the UK productivity puzzle, and why it matters for monetary 

policy? 

• Employment rising but not output ... Whether this reflects weak demand or supply 

matters for the expected path of inflation 
 

II.   How does the UK’s experience compare to other countries? 

• Weak productivity also evident elsewhere, but not everywhere 

• Cross-country differences in labour markets is part of the story  
 

III.   Are financial crises different ? 

• In previous advanced economy crises, productivity recovered after ~ 4 years   

• Loss from (e.g. financial intermediation) could be more protracted this time 
 

IV. What can we learn from our analysis of productivity across 

countries sectors? 

• Weak productivity mainly in energy/services, but impacts may be broader 

• Further understanding of underlying shocks and agents’ response needed 
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