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Weekly Market Flash 
 

Productivity and the Growth Question 
May 9, 2025 
 
We sometimes refer to productivity as “the most important macroeconomic data point that nobody pays 
attention to.” That’s in contrast to the holy trinity of jobs, inflation and GDP growth, the three reports 
that generate the most chatter among financial media types. The productivity report for the first quarter 
came out yesterday, but unless you were deep into the economics pages of the Financial Times or the 
Wall Street Journal, its coming and going would have passed you by. That’s a pity, because in the long run 
our economic prosperity depends on growth, and in our demographically challenged times, the only path 
to sustainable growth runs through productivity. The population growth rate is in decline, and with a 
growing ratio of deaths to births, the percentage of the population in peak working-age years is declining. 
Either we grow through increased productivity, or we don’t grow – it’s that simple. 
 
With that in mind, it wasn’t great to see productivity decline in the first quarter by a greater than expected 
minus 0.8 percent (annualized) from last year’s fourth quarter, marking the first quarter of negative 
growth since 2022. Let’s take a big picture look at how we got from earlier economic cycles to where we 
are today. 
 
Making More with Less 
 
There are several technical definitions for productivity, but the underlying concept is always the same: 
making more stuff with less expenditure of effort, time and money. The importance of this metric was 
one of the key insights Adam Smith described in his seminal 1776 tract “The Wealth of Nations,” explaining 
how a pin factory could massively increase its daily output through the implementation of specialized 
labor processes. That was in the earliest years of the Industrial Revolution; one hundred years later, the 
manufacturing enterprises of Great Britain and the United States were achieving productivity gains at a 
rate commensurate with Smith’s pin factory on steroids.  
 
Productivity in the US continued to grow at a brisk clip through much of the twentieth century. After the 
Second World War the Bureau of Labor Statistics started measuring productivity gains, and through the 
first quarter century of so after the war, the average rate of productivity growth from quarter to quarter 
was around 2.7 percent (annualized). US manufacturing dominated the world, and organizations learned 
how to optimize their production processes at a scale that would have been previously unimaginable. 
 
Productivity growth started to fall off sharply in the early 1970s, though, and apart from a brief resurgence 
in the early 2000s (largely seen as the impact of Information Age innovations), it has lagged ever since. 
The chart below shows that from 2021 to the present, the average growth rate was just 1.09 percent. That 
is more than two and a half times less than that 2.7 percent growth rate from 1947 to 1973.  
 



 

MVCM 2025 0028                      Page 2 of 3 

DOFU:  May 2025 

 

 

 
      Source: Bureau of Labor Statistics, MVF Research, FactSet 

 
Is AI the Answer? 
 
What’s the recipe for improving productivity? Opinions vary among economists. There is one school, 
perhaps best represented by Northwestern University economist Robert Gordon, that deems it unlikely 
we will ever see the kind of productivity growth we enjoyed in the middle years of the last century. In his 
book “The Rise and Fall of American Growth” Gordon argues that the productive power we got from the 
critical inventions of electricity and the internal combustion engine are unlikely to ever be repeated, and 
we’ve already squeezed as much as we can out of those. 
 
Others, however, point to the observed fact that there is usually a time lag between a new invention and 
that invention’s translation to commercial gain. Consider electricity; it was invented in 1879, but in 1919, 
forty years later, only half of American houses were connected to the grid. More recently, semiconductor 
chips had been around for more than forty years before we saw that brief Information Age productivity 
surge in the early-mid 2000s.  
 
With this in mind, perhaps it is not surprising that many of the productivity optimists among us today 
point to artificial intelligence. After all, it has been a scant two years since ChatGPT burst onto the scene, 
launching a public fascination with AI and, of course, the stock market craze that drove much of the upside 
in those two back-to-back 20 percent-plus years on the S&P 500 in 2023-24. We know that, despite all the 
excited chatter, less than ten percent of all businesses claim to have AI-driven processes deep into their 
business models. Perhaps it will just take a bit more time before the effects show up in the productivity 
numbers. It would be nice to think so, because the growth isn’t going to happen all by itself – and it isn’t 
going to happen from whatever is passing for economic policymaking in Washington these days. 
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Investment Advisory Services offered through MV Capital Management, Inc., a Registered Investment Advisor.  MV Financial 
Group, Inc. and MV Capital Management, Inc. are independently owned and operated.  
 
Please remember that past performance may not be indicative of future results.  Different types of investments involve varying 
degrees of risk, and there can be no assurance that the future performance of any specific investment, investment strategy, or 
product (including the investments and/or investment strategies recommended or undertaken by  MV Capital Management, Inc.), 
or any non-investment related content, made reference to directly or indirectly in this newsletter will be profitable, equal any 
corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful.  
Due to various factors, including changing market conditions and/or applicable laws, the content may no longer be reflective of 
current opinions or positions.  Moreover, you should not assume that any discussion or information contained in this newsletter 
serves as the receipt of, or as a substitute for, personalized investment advice from MV Capital Management, Inc. To the extent 
that a reader has any questions regarding the applicability of any specific issue discussed above to his/her individual situation, 
he/she is encouraged to consult with the professional advisor of his/her choosing.  MV Capital Management, Inc. is neither a law 
firm nor a certified public accounting firm and no portion of the newsletter content should be construed as legal or accounting 
advice. A copy of the MV Capital Management, Inc.’s current written disclosure statement discussing our advisory services and 
fees is available for review upon request. 


