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Real investment in Computers and Peripheral 
Equipment (CPE) increased from $0.1 billion in 
1971 to $91.6 billion in 1995 (in 1992 dollars). CPE 
now represents a major portion of Private Fixed 
Investment in Producer Durables Equipment (PDE), 
increasing from less than one tenth of one percent of 
PDE in 1971 to 17 percent in 1995. The relationship 
between increased computer use and productivity 
growth, however, is unclear. As the accompanying 
chart shows, total business productivity, measured as 
output per employee hour has not increased as much 
as might be expected, despite the dramatic increase in 
investment in CPE. Business productivity increased 
at a 1.3 percent annual rate between 1971 and 1995. 
Average productivity growth over the last nine years 
(1986-1995) was only 0.8 percent per year.

Why has the proliferation of computing equipment 
not led to faster productivity growth? Economists 
have offered three principal arguments. First, 
computers are only a small portion of the capital 
stock and therefore computer-related labor 
input would have to experience an enormous 
productivity improvement to have a perceptible 
impact on aggregate productivity. Second, errors 
in measurement probably cause an understate
ment of productivity improvements from 
computers. The output of the service sector in 
particular is difficult to quantify, so measuring 
increased productivity in services is a problem.
For example it is hard to quantify the service 
received from a lawyer, so if the computer 
improves the quality of that service, the im
provement is not likely to be measured.

The third argument suggests we are on the verge 
of a productivity growth surge. The essence of this 
claim is that the changes in work patterns that com
puters are inducing will take time to diffuse through 
the economy, in much the same way innovations like 
Watt’s steam engine and Ford’s production methods 
took time to diffuse. As more individuals and firms 
acquire the skills and knowledge to use the full potential 
of computers and other information technology hard
ware, productivity will surge.

These arguments may all be partially correct. It is 
possible that we expect too much of a dramatic increase 
in productivity from computers use. It is also true that 
some improvements in the quality of products and ser
vices are not measured in our assessment of productivity, 
leading to measured productivity that understates the 
benefits from computers. Also, judging from the his
tory of other successful innovations, we may yet reap 
substantial productivity increases from past investment 
in computers and peripheral equipment.

—Donald Allen
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