KEY HIGHLIGHTS

Tackling the U.K.
productivity puzzle

January 2022

Tackling the U.K. productivity puzzle

|

1

KEY HIGHLIGHTS

‘Productivity isn’t everything, but in the long run
it is almost everything’.¹
Paul Krugman, the Nobel Prize-winning economist

Foreword
Andrew Harding
General Secretary of CIMA
Even before the COVID-19 pandemic hit, the
global economy was experiencing a decline
in productivity growth.² Of course, there were
exceptions and, as such, some countries
continued to ensure high productivity growth,
while many others recorded slow productivity
growth over the last decade since the 2008
financial crisis. Evidence from the World
Bank shows that this post-crisis slowdown in
productivity growth affected 70% of advanced
economies in the world.³ In the U.S., a period of
boom and dynamism between 1995 and 2004
was followed by a sharp decline and while that
included the effect of the financial crisis, many

were surprised to see a slower growth rate than
the one recorded during the Great Depression of
the 1930s and speculations on what caused the
rapid growth between 1995 and 2004 continue.4
The productivity slowdown is considered one of
the most impactful economic conditions of the
last two decades. It is a complex problem, often
referred to as the ‘productivity puzzle’, because
we still cannot fully comprehend and explain its
root cause. Productivity growth, when achieved,
leads to higher labour income, profits and
capital gains of businesses, higher public sector
revenue and an improved living standard evident
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Paul Krugman, The Age of Diminishing Expectations (1994)
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https://www.worldbank.org/en/research/publication/global-productivity
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The U.S. productivity slowdown: an economy-wide and industry-level analysis: Monthly Labor Review: U.S. Bureau of Labor Statistics (bls.gov)
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by higher income and better work-life balance.5
Governments encourage value-added growth –
improving the quality and volume of goods and
services. This triggers what is known as a virtuous
cycle of growth — rising incomes and increases in
demand for more and better goods and services.
The opposite of that is a situation of stagnation,
in which reduced consumption and investments
limit demand, and diminish productivity growth,
negatively affecting income growth for households
and further depressing demand.6
Against this background, the COVID-19 pandemic
has caused unprecedented economic disruption
across the world. The U.K. economy, for example,
has suffered a severe downturn due to the
pandemic. Gross Domestic Product (GDP)
shrank by nearly 15% in just one year, as
commerce and demand slowed.7 There are
concerns that this may hamper productivity
growth further. Yet some studies are suggesting
that the post-pandemic economic recovery may
lead to enhanced productivity growth. McKinsey
Global Institute, for example, found that there
is potential for accelerated annual productivity
growth by about one percentage point in the
period to 2024.8 Restricting business activity
by introducing lockdowns during the pandemic
may have forced new ways of doing things, as
consumers inevitably changed their behaviour
and businesses had to invest in and rely on new
technologies to continue operating and engaging
with their customers. Re-thinking the lessons
learned in the last 18 months and calibrating, once

more, to explore regained freedoms, firms are
now looking to reshape their business models and
improve productivity. In search of ways to ‘build
back better’, productivity is seen as a key part of
economic growth and performance both at a firm
and a national level.
This report explores the issue of productivity
— what it is, how it is measured and why it is
important. It covers some of the key factors
that affect productivity and how productivity
can be improved. It also captures management
accountants’ roles in decision-making and
strategies for productivity growth. Management
accountants contribution to analysing and
measuring firms’ level of productivity is critical
and with that in mind the report aims to inform
and provoke CIMA members to develop a holistic
approach towards productivity. We recognise
the critical role, played by accountants in
transforming businesses and we will touch on
some of the factors, determining productivity
on both micro and macro levels, how these are
managed, while attempting to highlight ways in
which productivity can be improved. The report
will include recommendations to policymakers
and business leaders that aim to support them
in improving productivity.
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Introduction
If the U.K. was a U.S. state, it would be one of the poorest U.S. states.9 We came to this concerning
realisation by comparing Office of National Statistics (ONS) Year Ending 2019 Household Income Data
and 2019 Median Household Income data from the United States Census Bureau, as presented below.

Median household income (U.S. dollars)
United Kingdom (DISPOSABLE MEDIAN INCOME)
Mississippi
United Kingdom (MEAN DISPOSABLE INCOME)
West Virginia
Arkansas
Louisiana
Alabama
New Mexico
Kentucky
UK (Based on Equivalised Original Income Average UK Household Income 2019/20)
Oklahoma
Tennessee
South Carolina
Montana
North Carolina
Missouri
Indiana
Ohio
Maine
Florida
South Dakota
Michigan
Idaho
UK (Based on Equivalised Gross Average Household Income 2019/20)
Iowa
Georgia
Arizona
Kansas
Vermont
Nevada
Nebraska
Pennsylvania
Texas
Wisconsin
North Dakota
Wyoming
Oregon
Illinois
Delaware
Rhode Island
New York
Minnesota
Alaska
Utah
Virginia
Colorado
New Hampshire
Washington
Connecticut
California
Hawaii
New Jersey
Massachusetts
Maryland
District of Columbia

$37,000–$50,000

$51,000–$60,000

$61,000–$70,000

$71,000–$80,000

$81,000–$93,000
$0

$20,000

According to this data, U.K. households are on
average poorer than those in Mississippi, Arkansas
and Louisiana. The research builds on an earlier
study conducted in 2016, which compared GDP
per capita on a purchasing power parity basis in
U.S. states with a number of different European
and Asian countries and found that the U.K. would
be the fourth poorest state.10
Comparing the U.K. and U.S. is complicated by the
different ways of measuring median household
9

$40,000

$60,000

$80,000

income and the differences in tax, welfare policy
and the cost of living between the U.K. and each
of the U.S. states. For example, the U.S. figures
are for the calendar year of 2019, the U.K. collects
data for 2018–19 and 2019–20. We have used the
2019–20 data for the U.K. as it covers more of
the year, but it increases the U.K. figure. The U.S.
statistics show household income pre-tax. For the
U.K., we include four separate figures so you can
see the impact of tax and welfare payments on
U.K. household income.

https://www.ons.gov.U.K./peoplepopulationandcommunity/personalandhouseholdfinances/incomeandwealth/bulletins/
householddisposableincomeandinequality/financialyearending2019;
2019 Median Household Income in the United States (census.gov)

10

U.S. GDP per capita by state vs. European countries and Japan, Korea, Mexico and China and some lessons for The Donald | American Enterprise Institute — AEI
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The figures are as follows:
• Original household income
• G
 ross household income (original plus
cash benefits)
• Mean disposable household income
• Median disposable household income
We focus on the original and gross income figures
we see how poor the U.K. is compared to the
U.S. states and the effect of U.K. welfare policy.
Converting the average (equivalised) original
U.K. household income figure of £42,487 and
converting it to U.S. dollars ($54,264) by applying
the average exchange rate for 2019 (1.2772).11
It demonstrates that the U.K. would be the 44th
poorest U.S. state. Comparing the gross median
household (equivalised) income, including benefits,
the U.K. would be the 31st-poorest state.
This is before we consider that U.S. taxes are
lower, so U.K. incomes are reduced by more. You
can see the effect of U.K. taxation by viewing the
mean and median disposable figures for the U.K.,
which put it firmly as one of the poorest states.
The cost of living in many U.S. states is also lower
than in the U.K. Overall, the above is indicative of
the fact that the U.K. lags behind the U.S. when it
comes to household income, and would be one of
the poorest U.S. states.
Productivity is key to increasing U.K. household
incomes and making the nation and its citizens
wealthier. This report will show that productivity
has a clear link with increased wages. Productivity
increases can drive real wage growth and historically
have done that. Yet, as this report shows, in recent
years there have been occasions when increased
productivity has not meant increased wages.
Therefore, if the U.K. is to create real wage growth,
not only does it need to meet its productivity
challenge, but it also needs to make sure increases

in productivity translate into increased wages on a
parity with the improved productivity.
Not only can productivity increase wages, but it
can also improve business’s bottom line with over
50% of our members surveyed making a discretion
that a 1% improvement would increase their firms’
bottom line and 20% of members surveyed saying
it would improve their bottom line by 5-10%.
In 2018, the FTSE 100 companies generated
profit just over £312 billion between them12 and,
in 2020, the average profit for a U.K. SME was
£11,000.13 Given the U.K. had around six million
SMEs in 2020, that works out to a total profit for
SMEs of around £66 billion, which is not a precise
calculation, but does give us an indication of
U.K. SMEs’ profit in 2020. Adding up the FTSE
100 and U.K. SMEs’ profits would make £378
billion and a 1% increase in productivity, resulting
in a 5% increase in businesses bottom lines,
could mean an increase of £18.9 billion to U.K.
companies and the wider economy. This is just
based on FTSE 100 and U.K. SMEs; other large
companies are not included in this calculation
and neither is the public sector, which makes up
a significant part of the U.K. economy.
This demonstrates that a 1% boost in productivity
could have a significant impact on the profits of U.K.
companies. This, in turn, would help the wider economy
and mean more money for companies to invest to
make productivity improvements, support new jobs
and increase wages. This would mean a boost to
household incomes and the government would collect
more tax revenue and could choose where to spend
that additional money or use it to cut taxes.

The U.K. Productivity Challenge
The U.K. has double the productivity puzzle since the
2008 Financial Crisis compared to the rest of the G7
countries.14 U.K. productivity slowdown was 15.6%
in 2016 which is around double the average of 8.7%

11

 ttps://www.ons.gov.uk/peoplepopulationandcommunity/personalandhouseholdfinances/incomeandwealth/datasets/
h
householddisposableincomeandinequality
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Top 100 UK Companies Ranked By Profit & Revenue Per Employee (merchantmachine.co.uk)
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Average profit of UK SME, by size 2020 | Statista
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h
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across the rest of the G7. U.K.’s productivity slowdown
was more comprehensive than that of France,
Germany and Spain, and occurred across all regions,
affecting 83% of sectors in the U.K. economy.15
However, even though the productivity slowdown
has affected all regions of the U.K. some regions
have been worse affected and faced long-term
productivity issues compared to others. Per capita
GDP of some parts of the U.K. is lower today than
that the output now being achieved by what was
formerly East Germany 30 years ago. This shows
the scale of the U.K. productivity problem.

Purpose of the report
That is why this report highlights to our members,
ourselves, business and policymakers in the
U.K. some, not only key findings around the U.K.
productivity challenge, but how productivity can
be improved and what are the important drivers
of productivity. The report looks into trade and
competition; skills; regional variations; technology;
human capital as key areas that can help drive
productivity growth.
The report is designed to help accountants and
finance professionals, business leaders and
policymakers alike understand the key issues within
productivity, measuring and tracking it and how
productivity growth can be improved. The report
contains several recommendations to our members,
ourselves, businesses, and policymakers. However,
the overwhelming number of recommendations
are for policymakers as they create and shape the
overall environment in which businesses and our
members operate.

New thinking and commitment
to tackle the productivity
challenge needed
The scale of the problem is clear, but also the
potential gains from increased productivity for
the average citizen, the public finances and the
private sector. If the U.K. government is going

15

to take this challenge seriously then a change in
thinking and approach is needed. Tackling our
productivity challenge must become one of the
key economic missions of the government. It
should have as much importance as preventing
mass unemployment or high inflation.
To help meet this challenge the government needs
to create a Productivity Commission that draws
on experience from Australia, New Zealand and
South Africa who all have such commissions.
This commission should have the ultimate aim
of improving productivity in every region of the
U.K., making sure that the U.K. is leading the OECD
nations towards productivity improvement in the
future, and to making sure that wider society and
citizens feel the benefit of improved productivity.
This new Commission should be set up similarly
to the Bank of England or Office of Budget
Responsibility (OBR) with it being independent
and having the ability to sound the alarm.
Alongside this new Commission, the U.K.
government must release a productivity strategy
that it will be measured against. Slower productivity
growth than the rest of the OECD is a serious
economic threat and harms public finances, wage
growth and creating a more prosperous U.K. If
the government wishes to level up the U.K., create
real wage growth and have more sustainable
economic growth than they need to have a clear
plan to improve productivity. The Productivity
Commission this report proposes could hold the
U.K. government’s feet to the fire overdelivering
against a productivity strategy.
CIMA considers Productivity a critically important
area of development. We will continue exploring
opportunities for both our members and the
U.K. government to act on recommendations and
ensure progress and we will proactively discuss
micro and macro barriers, in order to support
stakeholders in driving more productivity.

h ttps://www.mckinsey.com/~/media/mckinsey/featured%20insights/meeting%20societys%20expectations/solving%20the%20united%20
kingdoms%20productivity%20puzzle%20in%20a%20digital%20age/mgi-productivity-in-the-U.K.-discussion-paper-september-2018.ashx
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Methodology
In order to come up with our findings and recommendations, we started with an extensive desktop research
in the summer of 2021. As part of that, information from reliable sources has been identified, reviewed and used
in the report, as evidenced by references provided.
Next, during the month of October 2021, we organised a series of focus group discussions with senior
CIMA members, engaged in key sectors of the economy — manufacturing, consultancy services, education,
IT and communications, transport, and public regulators. Focus group discussion is a qualitative data-gathering
technique, where the researcher facilitates a group of individuals who exchange ideas and share thoughts
on a specific topic. The conversation unveils participants personal experiences and is a form of participatory
research, relying on the group dynamics or the dialogue between participants. With that in mind, the interaction
was moderated by the authors who invited participants to share their views, by discussing the following
key questions:

1. How does your organization deﬁne productivity?
2. How do you track and monitor productivity? How often?
3. What have you been doing to become more productive? What has the impact been
so far? How does this link with plans for the future?
4. What government policy can incentivise productivity in your speciﬁc case?

Focus groups were run under Chatham House Rules, where information disclosed is summarised and reported
here, but the source of that information is not explicitly or implicitly identified.
Finally, a survey combining open and closed questions was distributed and completed by 117 CIMA members
and industry managers, who chose to participate and bring us further insights and lessons learned in their
professional practice. 83% of survey respondents occupy senior manager, director, senior directors or C-Suite
leadership roles and 45% of them work for entities that employ more than 1000 people, operating in a broad
range of industries. 83% of members surveyed work full time, 11% part-time and 6% are self-employed.
We trust that the data collected by us gives us sufficient information and provides a good basis for analysing
and presenting this report, which aims to inform productivity strategies of businesses and the government.
Given that we have a sustained interest in the topic, our work will continue in 2022. In phase two of CIMA’s
Productivity initiative, we plan to run a series of semi-structured interviews, leading to meaningful case studies
that will create in-depth insights, telling the stories of specific organisations and their productivity journey.
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Key highlights
about productivity
• A
 ustralian Productivity Commission confirms
that wage growth, achieved in the last 120 years
appears to be almost entirely due to labour
productivity growth.
• R
 esearch shows that in the past decade U.K.
productivity growth has been slower than at any
time since the Industrial Revolution, affecting
83% of all sectors in the U.K.
• U
 .K. has the largest drop in productivity post-2008
crisis. It decreased by 15.6% in 2016, which is
around double the average of 8.7% across the
rest of the G7, according to the ONS.
• T
 his may explain why the U.K. would be one of the
poorest U.S. states, if it was within the USA (based
on median household income in 2019, as reported
by ONS and U.S. Census Bureau).
• S
 ome parts of the U.K. produce less than the
regions in East Germany that formerly were
known as ‘East Germany’ produced 30 years ago
(measured by per capita GDP).

• O
 nly a third of jobs in England and Wales require
a higher education qualification. At the same
time, around 30% of workers in England are
overqualified for their job, one of the highest
figures for the OECD.
• In OECD countries the most productive region
is, on average, twice as productive as the least
productive region.
• O
 f the current FTSE 350 companies over 70%
are located in London and the South East.
• P
 aris is more Productive than London — In
France, Île-de-France, which includes the city of
Paris, produces 54% above the U.K. average
productivity. London generates 39% above the
U.K. average.
• Higher-skilled employees are more likely to
equate to higher wages.
• U
 .K.’s educational performance is below the
OECD average up until the ages of 30 for literacy
and 35 for numeracy.
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• T
 he relative size of the low-skill group is three
times larger in England than in the top-performing
countries, like Japan and Finland.

• T
 he top three blockages to productivity, identified
by members surveyed, relate to lack of skills both
within organisations and nationally.

• E
 very dollar spent on R&D, pays off four times
in the long run.

• The U.K. Help to Grow Management scheme
is not up to scale with only enough funding
for 0.5% of U.K. SMEs.

• U.K. universities produce highly cited publications,
but they are considered to be relatively weaker
at translational research, which is closer to
commercialisation, compared to basic research.
• I mprovements in management practices will
enhance productivity. These include how well
firms monitor their progress and continuous
improvement, whether they set and track the
right targets and outcomes and how they
motivate employees.
• A
 ccording to the OECD, Information and Computer
Technologies investments accounted for over
50% of the labour productivity growth in Canada
between 2000 and 2009.
• T
 hose efficiencies are however only possible
if demand is robust and innovations spread
widely, not only in large corporations, called by
some ‘superstars’.
• H
 ighly productive organisations have spent
about 10 times as much on restructuring and
organisational change as on new information
and communications technologies.
• New technologies have been singled out by both
members surveyed and participants in our focus
groups as the most impactful factor when it
comes to productivity. The next nearest positive
impacts would come from hybrid working and
accumulation of knowledge, sharing of ideas
and know-how.
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• F
 irms that trade globally are more likely to
be more productive, due to efficiencies
and innovation.
• Private companies facing competition are
likely to be significantly more productive than
those that do not, due to mobilisation.
• Inefficient firms that manage to survive are
known as ‘Zombie Firms’. Removing them
from the market will enhance productivity.
• 2
 020 Australia Productivity Commission report
on mental health found that the costs of mental
ill health and suicide due to lower economic
participation and lost productivity in 2018-19
was estimated at $12–39 billion, which is
comparable to the revenues earned by a
substantial FTSE 100 business.
• Over

50% of our members surveyed believe that
a 1% increase in productivity would improve
their results. Over 20% of our informants make
a discretion that a 1% boost in productivity
increases the financial result between 5%
and 10%.
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