A comparison of the U.K. and US to highlight the effects of
different country-specific factors, with a focus on
providing information useful to investors and senior
managers.
The Global Competitiveness Index (GCI) can be used to examine the factors that drive long-term
economic growth and prosperity in a nation. This index uses indicators such as institutions,
policies and factors that determine productivity (Schwab 2017). The UK was ranked eighth in
terms of competitiveness while the US ranked second with scores reported at 5.51 and 5.85 on
a scale of 7, respectively (Schwab 2017).
The UK reported a slight improvement in the competitiveness score from 5.49 last year; however,
this improvement was negligible when compared to 0.15 for the US (Schwab 2017). The UK
became less competitive with a decline in the overall rank when compared to an improvement
in the rank of US. While the UK registered a small increase of 0.1 in its GCI score over the past 5
years, the US reported an improvement of 0.4 (Schwab 2017). Schwab (2017) argued that recent
growth in productivity is rather cyclical and encouraged by low interest rates as opposed to
fundamental drivers that aid structural growth; thereby, it is not expected to return to historic
levels (Salazar-Xirinachs et al. 2014). The literature emphasises the need to unleash productivity
in the context of the next industrial revolution and to fundamentally change the limits on
productivity (Blaug 2009; Brighton et al. 2016). Therefore, it can be argued that such
technological disruption is necessary to sustain industrial and commercial productivity.
Schwab (2017) reiterated that recent productivity gains in the developed markets are not
sustainable due to the new vulnerabilities evident in the financial sector. For example, the
indicators of bank soundness have failed to recover to the pre-crisis levels a decade after the
global financial crisis (GFC) of 2008 (Schwab 2017). New sources of vulnerability include a growth
of the unregulated capital markets and a decline in the range of measures available to the
government to manage a crisis (Schwab 2017). These productivity gains may be less sustainable
due to an exponential increase in government debt for both the UK and the US.
The UK ranked higher in terms of technological readiness when compared to the US; however,
the US demonstrated considerable improvement in this regard during the recent years.
Moreover, the US received the top rank for productivity gains through innovation while the UK
was ranked below Germany and Japan, respectively (Schwab 2017). Schwab (2017) argued that
the industrial and commercial productivity of UK is expected to deteriorate after the outcome of
Brexit negotiations. Furthermore, Schwab (2017) identified factors that affected business
productivity in the UK including excessive tax regulations, policy instability, government
bureaucracy, lack of education and inadequate infrastructure (Refer to Appendix B). The key
pillars for sustainable growth in the UK were identified to include investments in research and
innovation, skills, infrastructure, small businesses, procurement, inward investment in trade,

affordable and clean energy, competitive advantage, inclusive growth and institutional
development (Samans et al. 2017; Syverson 2011). Likewise, avenues for sustaining industrial and
commercial productivity include an improvement in the macroeconomic environment, long-term
investments in education, training, healthcare and financial market development (Demeter et al.
2011).
Yet, the US exhibited higher macroeconomic uncertainty when compared to the UK which
emphasised the need for significant improvement in healthcare, primary education and the
development of institutions (Demeter et al. 2011). Problematic factors for US businesses include
significant challenges such as restrictive labour regulations, corruption and inadequate
infrastructure. The fact that the second most competitive economy struggled with corruption,
government inefficiencies, lack of access to healthcare and quality education added concerns
about sustainability of recent improvements in productivity (UN 2016). Consequently, concerns
regarding the business impacts of bribery, organised crime, budget deficits and national savings
highlight challenges for sustaining productivity over the long-term (UN 2016).
WB (2018) emphasized that there were a variety of downside risks associated with the more
recent upturn in the global markets. Though, the assessment fell short of identifying a disturbing
trend in terms of a significant decline in the TFP during the recent decade (Foda 2016). The
downside risks associated with the upturn were generally attributed to the need for improving
structural policies in the UK and the US. The recent improvement in industrial and commercial
productivity may be less sustainable if the decline in TFP is associated with factors including a
slowdown in innovation, business dynamism, investment, barriers to innovation and a mismatch
of skills (WEF 2014; WB 2018). For example, barriers to innovation include a misallocation of
inputs due to regulatory distortions (Foda 2017; Foda 2016).
Samans et al. (2017) emphasised that the US is a global innovation powerhouse with strong
fundamentals for asset-building and entrepreneurship; these factors are indispensable for
delivering long-term productivity (Parpala 2014). Efforts to deliver inclusive growth yielded mixed
results with robust business creation and access to finance in the UK while at the same time
productivity decelerated due to low social mobility, a workforce less prepared for the modern
work environment and inadequate protections for the labour (Gorg et al. 2016; Samans et al.
2017). Recently, the UK government emphasised that productivity gains may be achieved with a
reduction in the gap between the most and the least productive firms, sectors and people in the
economy; however, an actionable plan to fill the gap was not presented (HM Government 2017).
Bughin et al. (2017) estimated that automation could deliver sustainable annual productivity
gains in the range of 0.8 and 1.4 percent. It can be argued that automation can enable businesses
to accelerate productivity with an improvement in throughput, quality enhancements, decreased
downtime and enhanced competitive advantage with robust macroeconomic outcomes for the
UK (Bughin et al. 2017).
Arguably, the UK and US may experience co-existence between secular innovation and
stagnation at least over the medium-term. Thereby, leading firms may continue to provide
significant productivity growth while laggards may stagnate with the advent of the next industrial

revolution (Haldane et al. 2017). Bughin et al. (2017) emphasised that machines may usher a new
age of automation by outperforming humans in terms of cognitive ability. However, recent gains
in industrial and commercial productivity in the UK are not explained by policy or technology
related improvements. The pace and extent of adoption of existing technology is dependent on
factors including technical feasibility, cost of developing and deploying solutions, labour market
dynamics, economic benefits, and regulatory and social acceptance (Bughin et al. 2017). Likewise,
policy makers in the UK have been unable to encourage adequate investment that is vital for the
process of automation (Bughin et al. 2017). This may be associated with political and social
pressures against the adoption of new technologies including the fear of losing employment.
However, the aging demographics suggest that automation is needed to maintain and enhance
the living standards in the economies in the UK and US. Therefore, such gains are not sustainable
over the long-term without a technological change that leads to a paradigm shift.
UN (2016) stated that diversification into the manufacturing sector can provide rapid average
growth rates, extended periods of growth and a reduction in volatility in the rate of growth. This
assertion assumes that long-term and sustainable growth may be generated from investments in
the manufacturing sector with significant scope for application of technology (Green et al. 2017).
However, the services sector dominates the UK economy which implies a higher volatility and
lower sustainability of productivity gains (Woodhouse 2010). In addition, the UN (2016)
emphasised that a crucial component of any industrial revolution is a shift in the resources from
labour to technology-intensive activities; thereby, the need to match skills with the pace of
technical change is imperative for delivering sustained growth in productivity. However, AbdelWahab et al. (2008) did not find significant correlation between skill development and
productivity in the construction industry. Bakhshi et al. (2017) challenged the culture of risk
aversion that tends to hold back the adoption of technology in the UK; thereby, demonstrating
structural productivity problems (Frey & Osborne 2013). There is a need to examine complex
dependencies amongst job features to combine expert human judgement with machine learning
with the objective to optimize the skill competencies needed to compete in the modern business
environment (Bakhshi et al. 2017).
To conclude, business strategy and government policy needs to focus on investment in skills to
adapt to the structural imbalances in the labour markets. Consequently, technological
advancement should not be frowned upon when implementing policy; instead synergies
between the machine and the humans should be fully explored to generate long-term
productivity improvements in the UK and the US. Likewise, there is a need for businesses to
demonstrate leadership and to generate shared and inclusive productivity gains; thereby,
encouraging investment and inducing social change to ensure sustainable growth.

