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Productivity isn't everything, but in the long run it is almost everything. 

Paul Krugman, ‘The Age of Diminished Expectations’ (1994)
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1. What is productivity?



A stylised production process



Productivity concepts

1. Labour productivity: Output per worker or per hour worked

Output per worker or per hour worked

2. Multifactor productivity (MFP)

Output per unit of combined inputs



Productivity concepts

1. Labour productivity: Output per worker or per hour worked

Example:
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Productivity concepts

1. Labour productivity: Output per worker or per hour worked

Output per worker or per hour worked

2. Multifactor productivity (MFP): Output per unit of combined inputs

Output per unit of combined inputs



Productivity is not the same as…

• total output

• efficiency

• labour force participation.



Employment and Productivity
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Industry RBA sector Market sector (12) Market sector (16) Non-market sector

Agriculture, forestry & fishing N/A  

Mining Goods production  

Manufacturing Goods production  

Electricity, gas, water & waste services Goods production  

Construction Goods production  

Wholesale trade Goods distribution  

Retail trade Goods distribution  

Accommodation & food services Household services  

Transport, postal & warehousing Goods distribution  

Information media & telecommunications Business services  

Financial & insurance services Business services  

Rental, hiring & real estate services Business services 

Professional, scientific & technical services Business services 

Administrative & support services Business services 

Public administration & safety N/A 

Education & training Household services 

Health care & social assistance Household services 

Arts & recreation services Household services  

Other services Household services 



2. Drivers of productivity growth



A  B

Efficiency improvements

B  C

Expanding productive capacity

+ Spillovers between firms

Drivers of productivity growth
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3. Benefits of productivity growth
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Productivity and Real Wages
Non-farm sector, 1993 = 100
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Benefits of productivity growth
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Productivity and Real Income
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