“Productivity”

America used to be a complete farm country. Most of the jobs held by people of this nation were farmers, laborers, etc.  Our buildings were made of brick and wood. By the year 1900, we were nation of steel. Vast deposits of iron and coal fed the furnaces of Pittsburgh. Immigrants poured in from Europe to work in the steel mills, part of an industrial miracle that was creating a better life for American worker. 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. What was the responsible for this condition explosion of productivity? Economist Edward Denison singles out one factor as paramount. According to Denison the most important is advances in knowledge of how to produce at low cost. This includes technological knowledge and what you did call managerial knowledge, how to run a business and organize it. Over a long period like 1929 to 1982, this accounts for almost 2/3 of the total increase. 

In 1973, war in the mid-east led to an embargo of oil from the Persian Gulf. Energy prices soared, and productivity growth took a plunge. Throughout the 1970s, an economy reeling from spiraling energy costs saw all its other costs rising. The inflation seemed like an incurable cancer eating at the economy, creating a climate of economic fear and uncertainty, discouraging the capital investment that might have improved an increasingly dismal productivity performance. If many different factors had been responsible for the productivity growth, it seemed equal of diversity of factors was conspiring to retard that growth. Productivity during the 1970s dropped to less than half the rate of the previous half century. 

Throughout most of the century, America enjoyed the highest rate of productivity growth in the industrial world. By the late 1970s something was 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?” says David Schoumacher.

In 1970, productivity growth is a crucial but almost invisible element in our economic well being, something we take for granted until it slows down. We had a blizzard of suggestions for dealing with the problem. Productivity: can we get more for less? Economists see the world of simply demand and supply. Demand is the appetite to consume, and 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. By the late 1970s, our rate of productivity growth had slumped alarmingly. 


According to Richard Gill our historic rate of productivity increase of between 1.5% and 2% a year had means a fivefold increase in real incomes over the past century. The productivity growth is important, if any decline in it is necessarily a matter of concern. There are many factors at work during the 1970, the oil shocks made energy input much more expensive. Rapid inflation increased economic uncertainty, and the composition of the labor force with young and inexperienced new entrants was changing. Government regulations to protect the environment may be with us for some time. If the 1970s high inflation will be our last or what new supply shocks may hit us in the years ahead. Whatever the future, the experience of the 1970s strongly suggested that productivity growth was something that we could no longer take for granted. Was there anything we could do to improve it? “For the first time in our history, a majority of people believed that the next five years will be worse than the past five years” says the President Carter. 

In agriculture, advances in knowledge led 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 1950s and 1960s, the productivity soared, but by the 1970s, something was drastically wrong. Throughout the economy, productivity growth was slowing down. The reasons were not immediately clear. In the end, several factors stand out. As American productivity start to decline in the 1970s, American self-confidence seemed to decline with it, the lack of a clear cause only added to the frustration. By the year of 1978, President Jimmy Carter was asking himself, how could the government improve productivity? Long before President Jimmy Carter was a politician, he was a nuclear engineer. As an engineer, he understood the historic relationship between productivity, technology, and research development. The effort to send a man to the moon consumed billions of dollars of American wealth and more than ten years of single minded national commitment. The American consumers were starting to enjoy the productivity benefits coming from advances in metallurgy, communications, and computer sciences. All developed by the space program. When Carter became president he support the NASA space program, he pushed for government funding of efforts to develop new energy sources. He saw the nation near exciting break thoughts in robotics, electronics, and genetics. 

The beginning of the 1970s brought a new era of concern about the environment. Regulations for cleaning up pollution had immediate and costly impact on industry. Walter Williams the President of Bethlehem Steel Corporation states that “we spent in the equivalent of 1980 dollars, almost a billion dollars in the previous 15 years on environmental facilities. That meant the money was not available for modernization projects.” Government regulations forced industry spends billions cleaning up the environment and protecting the safety of workers. Millions of workers were new to the job and eager to work, but young and untrained. Their inexperience led to lower output per hour of work, and less productivity. 

As American productivity start to decline in the 1970s, American self-confidence seemed to decline with it, the lack of a clear cause only added to the frustration. By the year of 1978, President Jimmy Carter was asking himself, how could the government improve productivity? Long before President Jimmy Carter was a politician, he was a nuclear engineer. As an engineer, he understood the historic relationship between productivity, technology, and research development. The effort to send a man to the moon consumed billions of dollars of American wealth and more than ten years of single minded national commitment. The American consumers were starting to enjoy the productivity benefits coming from advances in metallurgy, communications, and computer sciences. All developed by the space program. When Carter became president he support the NASA space program, he pushed for government funding of efforts to develop new energy sources. He saw the nation near exciting break thoughts in robotics, electronics, and genetics. 

· Demand is the appetite to consume, and 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.

