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The political response to Philip Hammond’s recent budget has been fairly benign, perhaps a success for the Conservatives given their 

recent record. However, of far greater import from a market perspective was the downgrading of UK growth forecasts by the Office 

for Budget Responsibility (OBR), primarily on the back of weaker productivity growth. 

A recent report commissioned by Amazon and Enterprise Nation 
suggested that over 20% of British small and medium sized 
companies still use or expect to use a fax machine to sell their 
goods and services!! This perhaps explains why Britain has 
imported a staggering £10million worth of fax machines since 2012 
whilst nearly 6 million typewriter ribbons were sold in Britain last 
year.  
 
‘Two years ago, we didn’t even have an electronic till’ – MD – 
Cumbria Crystal 
 
And it is not just private companies that are behind the 
technological curve. The National Health Service still uses more 
than a tenth of the global stock of pagers and the lack of 
technological advancement in both the public and private sector is 
cited as one of the main causes of Britain’s sluggish productivity 
growth. 
 
Productivity is quantified by how much output is produced by 
either a machine (output productivity) or a worker (labour 
productivity) in a specified time period. Growth in productivity is 
achieved by producing more output with the same level of capital 
and supply of labour. 
 
Typically, in a period following a recession an economy experiences 
a pickup in productivity, however as shown in the chart below the 
UK’s productivity has flatlined over the past decade. Output per 
hour has risen by just 0.2% a year since 2008 compared to 2.1% 
over the preceding 35 years. 

Why has UK productivity stalled? 
 
Given the hype around driverless cars, robotics and 3D printing you 
may question how and why productivity has stalled. There are a 
number of contributing factors: 
 
Labour hoarding – Whilst growth rates plummeted in the 2008-12 
recession, employment levels did not fall as markedly as they had 
in previous recessions.  
 

This would suggest that companies have preferred to retain staff 
who produced less rather than re-hire and re-train them as and 
when required. 

Low levels of capital investment - Smaller firms have found it 
difficult to gain access to finance to invest in new capital and data, 
suggesting that larger firms have reined in Research and 
Development budgets significantly. 
 
Ageing Workforce - The age of the UK workforce is steadily 
increasing and research suggests that worker skills tend to increase 
until a certain age and then decline—with negative effects on 
innovation and productivity.  
More flexible labour markets – The cost of labour has fallen with 
more part time and the rise of zero-hour contracts, which has 
enabled firms to employ more people without raising productivity. 
 
Brexit – Those firms that have been able to secure finance are 
probably reticent to deploy all of the available funds given the 
uncertainty surrounding the Brexit negotiations. 
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Implications of Lower Productivity growth 
The productivity outlook forms the basic building block of all GDP 
forecasts. This is why the OBR turned in the most miserable set of 
GDP growth forecasts for the UK since it was established seven 
years ago, with output growth never rising above 2 per cent over 
its five-year outlook.  
 
There is also a large and statistically significant link between 
productivity growth and growth in wage rates. As a result of lower 
forecast productivity growth, over the next 7 years average annual 
pay is now projected to be £1,030 lower than was forecast in the 
budget in March this year. Not only will lower productivity affect 
wage growth but it is suggested to be one of the primary causes of 
rising levels of inequality. The rationale being that as smarter 
technologies become imbedded in the workplace, it is a smaller 
number of entrepreneurs and managers who are benefitting from 
the profit growth, rather than the average worker. 
 
Central Bankers have also cited low-wage growth as another 
decisive factor for not increasing interest rates.  Whilst inflation has 
risen above target rates we have not witnessed rising wage growth 
and these forecasts suggest it will remain sluggish. This therefore is 
another reason for interest rates to stay lower for longer. 
How can we raise Productivity Growth? 
 
My personal view is that we are quite likely to re-establish 
something like the pre-crisis trend rate, but we don’t know how 
long it will be until we get there – Sir Charles Bean (OBR committee 
member) 
 
As is clear from the significant revisions that the OBR made just six 
months after their revised forecasts, current conditions in the UK 
make it very difficult to predict how productivity growth will 
behave in the coming years.  
 
The Government this week unveiled their ‘Industrial Strategy’, 
aimed at boosting productivity. The focus is on what they perceive 
to be the 5 core foundations of productivity – ideas, people, 
infrastructure, business environment and places. They want the UK 
to be at the forefront of technology surrounding Artificial 
Intelligence, Driverless Cars and Life sciences: 
 
People – Increase investment in maths, digital and technical 
education 
 
Infrastructure – Increase Investment in more efficient transport, 
housing and digital infrastructure. This encompasses electrification 
of cars, greater fibre connectivity and life sciences 
 
Places – improve connections between cities and agree local 
industrial strategies, to focus on local strengths 
 
Greater public investment in infrastructure and skills might make it 
easier for the workforce to embrace new technologies. In the 
absence of a big cultural shift, however, Britain’s low rate of 
productivity growth may prove as long-lasting as the humble fax 
machine. 
 
Is this just a UK problem? 
The slowdown in productivity growth since the financial crisis is not 

just a UK phenomenon but there is a marked difference between 
our productivity and global peers. Output per hour worked in the 
UK was 15.1% below the average for the rest of the G7 advanced 
economies, in 2016. 
 
In a recent speech Christine Lagarde noted that over the past 
decade advanced economies productivity growth has dropped to 
0.3% per annum from around 1% before the crisis. 
 
The situation was most marked in the UK. The UK’s “productivity 
puzzle” (the difference between pre and post-downturn 
productivity performance) was 15.8% in 2016; this was the largest 
in the G7 and was almost double the average of 8.8% across the 
rest of the G7.  The average German worker could go home early 
on Thursday afternoon and still have produced as much as the 
average Brit who toiled all the way through Friday. French and 
American workers would have to work around an hour or so more 
but could still avoid the rush-hour traffic and have a day to spare. 
Putting the global slowdown into perspective, if the advanced 
economies had held on to pre-crisis trend rates it would have 
meant adding a further 5% to developed economies GDP – the 
equivalent of adding another Japan to the global economy! 

 
Summary 

Whilst there are many companies that are thriving at present in the 
UK, the continual struggle to raise productivity is part of our 
justification alongside other factors (including the uncertainty 
around Brexit and the weak political backdrop) to maintain a 
general underweight to UK equity markets.  The FTSE 100 has 
significantly underperformed other world markets this year and if 
the current productivity trend persists, this could have a knock-on 
effect on UK equities for many months to come.  
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