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The Productivity Paradox: Yesterday and Today

“We see the computer age everywhere except in the productivity statistics.”






--Robert Solow,economist, 1987

“The full exploitation of even the current generation of information and communications equipment may occur over quite a few years….”

--Alan Greenspan, Chairman, U.S. Federal Reserve Board, 1997

1987-1997: A Decade of Skepticism about IT and the Economy


--Slow diffusion


--Relatively small capital stock


--Inadequate measurements


--But, sound data at the firm and industry level

The Productivity Paradox: Yesterday and Today 

“…information technologies have begun to alter the manner in which we do business and create value, often in ways not readily foreseeable even five years ago…and, as a consequence, has apparently added to growth of multifactor productivity, and thus to labor productivity acceleration.”



--Alan Greenspan,  chairman, 

            U.S. Federal Reserve Board


   Speech to Federal Reserve Board of Chicago
 

   May 6, 1999

“…. electronic commerce has grown beyond almost everyone’s expectations…. While the numbers are still small, when compared to our overall economy, they are growing more rapidly and provide more evidence that electronic commerce will be the engine for economic growth in the next century.” 



--William M. Daley,



   U.S. Secretary of Commerce



   “The Emerging Digital Economy II”



   June 1999

Growth of IT and E-Commerce

--Internet Access: U.S. and Canada (June 1999):



97 million people at home or work



37 percent of population



56.6 percent of world users (down from 62




percent in 1997)

--U.S. E-Commerce: 

Total estimated 1998 E-commerce revenues: $102 billion

Total estimated 1998 retail E-commerce revenue: $7-15 billion

Number of U.S. online households making online purchases: 47 percent

Forecast: Retail E-commerce revenue in 2002:

$40-80 billion

Number of U.S. companies selling online will jump from 24 % in 1998 to 56 % in 2000

Forecast: Business-to-business E-commerce revenue in 2003: $1.3 trillion.

IT Contribution to U.S. Economy

Growth:

--1993-1999: IT industry grew from six to eight percent of U.S. economy


--Services and software growth: 10.7 percent


--Hardware growth: 9.9 percent


--Communications services growth: 4.6 percent

--1995-1998: IT industry contributed 35 percent of U.S. economic growth

--1993-1998: U.S. industry spending on IT rose from $142 billion to $233 billion—one-third of capital spending.

Inflation:

--1996-1997: Prices in IT sector declined seven percent

--1996-1998: Falling IT prices reduced U.S. inflation by 0.7 percentage points.

IT Contribution to U.S. Economy (cont)

Productivity:

--1990-1997: In IT-producing industries, GPO/W grew 10.4 percent annually.

--1990-1997: In IT-using goods producing industry sector, GPO/W grew 2.4 percent annually.

--Result:  GPO/W for total U.S. non-farm economy grew at 1.4 percent, despite growth of only 0.5 percent in non-IT producing industry. 



IT and U.S. Labor Markets

Employment:

--1989-1997: Employment in IT-producing industries grew at 2.4 % annually compared to 1.7% overall

--1996-2006: Employment in IT-producing and using industries will grow from 41 to 51 million jobs—with 5-6 million in IT-producing industries alone.

--1998: 346,00 IT jobs unfilled due to labor shortage

--1998: U.S. Congress raised number of visas for overseas high tech workers to 115,000/year.

--2006: Forecast: 5.7 million new IT workers needed 

Wages:

--1997: IT-producing industry workers earn $53,000, compared to $30,000 for all private employees.

--1998: Software industry workers earn $68,900 annually.


IT and U.S. Trade Impact

--1993-1998: U.S. IT-producing industry exports and imports rose 11.7 % annually, vs. 8.1 % for other industries.

--Goods Trade: 1993-1998: U.S. trade deficit in IT products rose from $33 billion to $55 billion.


-U.S. exports strongest in computers, semiconductors and instruments.

--Services Trade: 1993-1997: Exports grew at 17.2 percent while imports grew at 9.5 percent.

-Fastest growing sector: computer-related services and software royalties and licensing fees, growing at 25 percent annually.

-Current IT services trade surplus of $4.2 billion annually 

-Current telecommunications services trade deficit of $4.2 billion annually.

Future U.S. Challenges

--Supply of skilled workers and robust educational system.

--Availability of low cost, high-bandwidth telecommunications services.

--Forbearance by government of Internet regulation, taxation.

--Acceptance by public, despite fears for personal privacy, data security and objectionable content.

--Open world trading system. 

Sources:  U.S. Department of Commerce
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