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Wanted: “Half-Reasonable 
Productivity Measures

Manufacturing productivity (output per hour) grew at 
a brisk 3.4 percent annual rate from the fourth quarter 
of 1992 to the second quarter of 1996. During the 
same period, overall business sector productivity, 
which includes manufacturing, grew at an annual rate 
of only 0.3 percent. Thus, measured productivity 
growth outside of manufacturing must have been nega
tive, since manufacturing makes up about 18 percent 
of total output. But measuring output can be a daunt
ing task in many parts of the economy.

Zvi Griliches, in his presidential address to the 
American Economic Association in 1994, identified 
transportation and utilities, agriculture, mining and 
manufacturing as sectors of the economy that can be 
considered “reasonably measurable”—in a more skep
tical moment he used the phrase “half reasonable.” 
These sectors have very quantifiable output that can 
be adjusted plausibly for improvements in quality.
But as the accompanying chart shows, gross output in 
these sectors has declined from a 43.1 percent share 
of gross domestic product (GDP) in 1959 to 29 per
cent in 1994. So the portion of the economy that is 
extraordinarily difficult to measure now accounts for 
more than 70 percent. This includes construction; 
wholesale and retail trade; finance, insurance and real 
estate; and other services.

The services sector of the economy is the hardest 
to measure. For instance, how does one measure output 
in the entertainment industry? It is difficult to put a 
finger on just what we buy when we consume, say, a 
Broadway show or an arcade game, and even more 
difficult to quantify an improvement in quality. Take 
two movies like Waterworld and Sense and Sensibility.

Waterworld cost far more to produce. Does this mean 
its production contributed more to real output, or 
should each be counted as one movie? If Sense and 
Sensibility did better at the box office, does this mean 
it contributed more to the output of the motion picture 
production industry? If so, how do we measure the 
value added of the movie theatre industry? In many in
dustries, there is no satisfactory way to resolve these 
questions.

Even when there is physical output, estimating 
“quantities” from current dollar expenditures can induce 
error. In the construction industry, for example, it is 
sometimes difficult to compare structures. Input price 
or cost indexes are therefore used to deflate current 
dollar amounts. This procedure biases the productivity 
index toward no change.

There are no firm estimates on how much measure
ment problems contribute to error in the productivity 
index, but there are reasons to believe that they lead to 
underestimation. Thus, productivity declines in sectors 
where measurement is far less than “half reasonable” 
should be met with skepticism.

— Donald S. Allen
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