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Appendix A: Proof of Proposition

The main article puts forward the
following proposition comparing the
growth of labour productivity and
capital intensity under “good” and
“bad” conditions for a country’s ex-
ports. This appendix provides a proof
of that proposition.

Proposition: Assume that in the good
regime the economy was in a steady
state in which output (YY), invest-
ment (/) and capital (K) were grow-
ing at the same rate g+ n, i.e. labour
productivity (y) and capital intensity
(k) were growing at rate g. Then in
the bad regime, with a constant in-
vestment ratio, and given the same
growth of labour supply in the two

regimes, labour productivity and cap-

ital intensity grow more slowly than

in the good regime. That is,

?:02<g+n
(1)

and IA(<g+n

Proof. Let Sp.q be the investment ra-
tio in the bad regime, for the moment

taken to be constant. It is assumed

0 < Spaad <5 (2)

i.,e. the “bad” investment ratio can-
not exceed the old (“good”) one which
prevailed in the previous steady state.
Equation (20) from the main text now

becomes

D+ X = (1~ Spa)Y (3)

1 The main article is available at http://www.csls.ca/ipm/36/Oulton.pdf.
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whence using equation (25) from the

main text

?:62<g—|—n (4)

or

y<g (5)

Putting (31) and (19) from the main

text together we also have:

}/} = (1 — sbad)QZ + Sbadf (6)

whence

o~

I=0Z<g+n (7)

It then follows from the capital ac-
cumulation equation K = (I/K) -9
that the growth of capital must also

fall below its steady state level:

~

K=<g+n (8)

or
kE<g (9)
which proves the Proposition. O]

Appendix B: Explaining Slower Productivity Growth in the United

Kingdom

Previous Explanations
Explanations for the productivity
puzzle that have so far been put for-

ward include the following:

hard-to-

measure or otherwise problem-

e Distortion due to
atic sectors;

e Reallocation of labour to sectors
where productivity is lower;

e Mis-measurement of GDP due
to mis-measurement of banking
output and of the digital econ-
omy;

e Overheating in the boom (so out-
put was growing more rapidly
than was sustainable;

e Labour hoarding;

e The impact of austerity;

e Lower human capital (skill);

e Flat or falling capital intensity;
and

zombie

e Crippled banks and

firms.

I have reviewed these explanations
extensively elsewhere (Oulton 2016a).
Suffice it to say that I did not find
any of them plausible by themselves
though one at least, flat or falling cap-
ital intensity, has formed part of my
own explanation. Of the other expla-
nations, some do not fit the facts (re-
allocation, lower human capital, aus-
terity), one has been rendered im-
plausible by the length of time that
productivity has stagnated (labour

hoarding), and another fails to under-
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stand how GDP is measured in prac-
tice (banking output).

It may well be that the digital
economy is mis-measured. But first,
this affects only a small part of the
economy, some of which drops out of
GDP as it is intermediate consump-
tion; second, outside the digital sec-
tor the productivity puzzle will re-
main; third, mis-measurement of dig-
ital products has been with us for a
long time so to explain the productiv-
ity puzzle one needs to show that mis-
measurement has become worse since
2007, for which there is no evidence
(Byrne et al., 2016).

Any explanation based around the
banking crisis has to grapple with four
facts: (1) while there is evidence that
a banking crisis has a permanent ad-
verse effect on the levels of GDP, em-
ployment and productivity, it is much
harder to argue that it has a long
run effect on their growth rates (Oul-
ton and Sebastia-Barriel 2017); (2)
banks in the UK unlike in Europe lend
predominantly to smaller firms, while
larger firms rely on corporate bonds
(where interest rates are low) and on
retained profits which have been very
healthy;? (4) most observers think
that the UK banking system is now

functioning normally again.?

Firm-level studies are potentially
valuable in distinguishing between al-
ternative explanations. For example,
one might hypothesize that smaller,
independent firms which have no ac-
cess to the bond market would be
particularly affected by restrictions on
bank lending. But despite many inter-
esting findings, no such smoking gun
has yet been identified (Barnett et al.,
2014; Riley et al., 2017).

Finally, as a general comment on all
candidate explanations, it is impor-
tant to show how and why the UK dif-
fers from other comparable countries.
This is because the UK suffered one of
the largest slowdowns in labour pro-
ductivity growth after 2007; in fact,
the eighth largest out of 24 countries.
Among advanced countries, only in
Finland and Sweden was the slow-

down greater (Table 2).
Lewis and the Lewis Model

Despite being awarded the No-
bel Prize in Economics in 1979, W.
Arthur Lewis (1915-1991) has fallen
out of fashion in modern discussions
of economic growth. Acemoglu (2009,

chapter 21, section 21.3.1) presents

2 To quote Martin and Rowthorn (2012): “The emphasis placed on the impact of a sclerotic banking system
on the pace of innovation by credit-constrained small and medium-sized enterprises belies the quantita-
tively small role of SMEs in explaining innovation and productivity growth. Independent SMEs account

for just 3.5 per cent of business R&D spending.”

3 Tenreyro (2018) is also sceptical about explanations based on the banking crisis. But she does argue that
productivity is likely to rise in finance once the deleveraging process is completed.
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a model of dualistic growth based
on Lewis (1954).

only the closed economy version of the

But it formalises

Lewis model and lacks the crucial el-
ement of foreign demand. He takes
the essential element of the model to
be a barrier preventing free migra-
tion between urban and rural areas
whereas Lewis emphasises the ease
of migration. In Barro and Sala-i-
Martin (2004) Lewis’s 1954 article ap-
pears in the list of references but he is
not mentioned in the text. Lewis does
not appear at all in Jones (2002).
Interestingly, Lewis himself fore-
saw the possible application of his
model to a modern industrial econ-
omy like the UK. He writes: “When
capital accumulation catches up with
the labour supply, wages begin to
rise above the subsistence level, and
the capitalist surplus is adversely af-
fected. However, if there is still sur-
plus labour in other countries, the
capitalists can avoid this in one of
two ways, by encouraging immigra-
tion or by exporting their capital to
countries where there is still abundant
labour at a subsistence wage. ... If
there were free immigration from In-
dia and China to the U.S.A., the wage
level of the U.S.A. would certainly be
pulled down towards the Indian and
Chinese levels. ... This is one of the
reasons why, in every country where
the wage level is relatively high, the

trade unions are bitterly hostile to im-

migration, except of people in spe-
cial categories, and take steps to have
it restricted. The result is that real
wages are higher than they would oth-
erwise be, while profits, capital re-
sources, and total output are smaller
than they would otherwise be.” Lewis
has correctly predicted that business
interests would be strongly in favour
of immigration in the UK today but
so far he has been wrong about the

attitude of the trade unions.

Aggregate Demand Shocks or Ex-
port Demand Shocks?

The thesis of this article has
some resemblance to Pessoa and Van
Reenen (2015) who argued that wage
flexibility explains both puzzles (low
or zero productivity growth accompa-
nied by full employment). Their anal-
ysis is framed around the growth ac-
counting equation which in my nota-

tion is

Aln (Y/L) = AmTFP + aAln (K/L)

(10)
They then argue that a “demand
shock” which lowers Y will, given
TFP growth, lead to a fall in capi-
tal intensity if wages are sufficiently
flexible. They do not refer to export
demand and do not mention immi-
gration. The latter omission is bit
surprising given that with real wage
flexibility a positive labour supply
shock would also lower both Y/L and
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K/L. Their approach suggests that
the solution to the problem is a fiscal
and/or monetary expansion sufficient
to compensate for the adverse demand
shock. In contrast, my approach relies
on shocks to export demand. And in
my bad regime model an expansion-
ary fiscal or monetary policy would
not solve the problem since it would
not increase export demand.*

The fundamental difficulty with the
Pessoa-Van Reenen story is the in-
ability of the Solow model to explain
the UK’s productivity puzzle. In con-
ditions of full employment, which is
what we currently have in the UK,
an increase in labour supply creates
an incentive to invest: the marginal
product of labour is lower so the real
wage falls, but equally the marginal
product of capital is higher, so firms
want to invest more. This is the mech-
anism in the Solow model to keep the
economy on, or drive it back towards,
its long run growth path. But it is
this mechanism which has been con-
spicuously malfunctioning in the UK
since 2007. And the neo-Lewis model

explains why this is the case.

Export Demand Shocks
Demand for a country’s exports as

a cause of growth has received sur-

prisingly little attention in the litera-
ture on economic growth, as opposed
to the literature on economic devel-
Thirlwall, 1979). It
plays no role for example in the influ-
ential study of Mankiw et al. (1992)
which tested the Solow model on 98,

mostly open, countries. The case for

opment (e.g.

export demand shocks as an impor-
tant cause of recessions and subse-
quent slow growth, or even slumps,
is strengthened by considering the ex-
ample of smaller countries or sub-
national units (regions and cities).

Consider Finland. Between 1990
and 1993 Finland’s GDP fell by 9 per
cent. It did not surpass its 1990 level
till 1996. This had little to do with
anything happening in Finland itself
but was due rather to the collapse of
Finland’s then principal trading part-
ner, the Soviet Union. This was fol-
lowed by a favourable export demand
shock when Finland joined the EU in
1995. Finland has undergone a ma-
jor depression after 2007, with GDP
falling nearly 9 per cent in 2009. Since
then GDP has largely stagnated; in
2015 it was still over 7 per cent below
its 2008 level.”

It seems likely that a bad situ-
ation has been made worse by the

loss of comparative advantage suf-

4 Other papers emphasising the role of aggregate demand in accounting for the productivity puzzle include
Martin and Rowthorn (2012) and Carlin and Soskice (2018). The latter is a model of a closed economy.

5 Source: EU KLEMS, September 2017 release.
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fered by Finland’s largest company,
Nokia. As the Nokia Annual Report
for 2016, “Rebalancing for growth”,
“By 1998 Nokia

was the world leader in mobile phones,

delicately puts it:

a position it enjoyed for more than a
decade.”® At its peak in 2007 Nokia
accounted for 70 per cent of the total
market capitalization of firms quoted
on the Helsinki stock exchange when
its market cap was 106 billion eu-
This fell to some 6 billion eu-
ros in 2012, though it recovered some-
what to 26 billion euros in 2015 (in-

formation from Wikipedia).

TrosS.

So on
top of the effects of the financial cri-
sis Finland has suffered an additional,
Nokia-related, shock as world demand
has shifted towards non-Finnish com-
panies such as Apple and Samsung.

The case for export demand shocks
is even stronger if one looks at cities
and regions. It would be odd to dis-
cuss the decline of Detroit without
mentioning the problems of its main
export industry, cars.

It seems likely that these idiosyn-
cratic shocks affecting small countries
are not fully captured by the EWI in-
dex. The latter shows a substantial
fall for Finland after 2007 but noth-
ing exceptional (Table 2).

If the effect of export demand

shocks is easier to spot in the case

6  https://www.nokia.com/sites/default/files/files /nokia$_ar16_full report_english_3$.pdf,

01/12/2107.

of smaller countries, it may be that
they are less important usually for
In the model the im-

ported good cannot be produced at

larger ones.
home. This is clearly less realistic
for larger countries as evidenced by
the fact that the imports-GDP ra-
tio falls with country size. So for a
large country a fall in exports could
still lead to a parallel fall in imports
but this may have only a small ef-
fect on domestic production and de-
mand since import-competing indus-
tries can expand; in the limit when
domestic products are perfect substi-
tutes for foreign ones the effect of a
This
may help to explain why the United

foreign demand shock is zero.

States has done better than even the

large European countries since 2007.

What is Different About the UK
Labour Market?

By comparison at least with con-
tinental EU countries the UK is very
attractive to migrants for several rea-
sons. First, when eight new countries
(the A8), consisting of Poland, Hun-
gary, Slovakia, Slovenia, the Czech
Republic and the three Baltic states,
joined the EU in 2004, the UK govern-
ment immediately opened the labour
market to citizens of these countries;

it followed the same policy when Bul-

accessed on
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garia and Romania joined the EU
in 2007 and when Croatia joined in
2013. Other EU countries required a
transition period before opening their
labour markets.

Second, potential migrants,
whether from the EU or elsewhere,
are more likely to speak at least some
English rather than say French, Ger-
man or Italian, which makes the UK
more attractive as a destination.

Third, the UK labour market is
very flexible, in several relevant ways.
For a great many jobs, particularly
unskilled ones, no formal qualifica-
tions are necessary and occupational
licensing is comparatively rare. Fir-
ing costs are low (employment protec-
tion legislation is weak), which makes
firms more willing to offer employ-
ment. Trade unions are weak, except
in the public sector.

And the UK has never adopted any

of the continental versions of the Fu-

The latter

gives a very important role to the

ropean Social Model.”
“social partners” unions, employers
and government in setting wages and
working conditions at the industry
level. The aim here is to prevent
“social dumping”, which would allow
firms to undercut the wages of indige-
nous workers by importing cheaper
foreign labour.®

Finally, in the case of illegal mi-
grants or overstayers, it is compara-
tively easy to escape the attention of
the authorities since the UK has no
system of national identity cards.”

A striking demonstration of the
advantages of the UK as perceived
by migrants themselves is the illegal
encampment known as the “jungle”
Until its de-
molition by the French authorities in
October 2016 it held many thousands

of migrants who had often been liv-

erected outside Calais.

ing there for months or even years in

7 The European Social Model comes in four varieties: Nordic, Continental (as in e.g. Austria, Belgium,

France, and Germany), Mediterranean (Greece, Italy, Portugal and Spain) and Anglo-Saxon, the latter
applying only to the UK and Ireland. (Perhaps after Brexit it will be renamed the Celtic model). The
Continental version is characterised by strong “employment protection” legislation and an important role
for trade unions (Sapir, 2005). Sapir notes: “Although their membership is on the decline, unions remain
strong as regulations extend the coverage of collective bargaining to non-union situations.”

8 The hostility to social dumping in Europe is exemplified by the opposition of President Macron to the
Posted Workers Directive which allows firms in (say) France to import workers from (say) Romania and
pay Romanian not French social charges, thus doing an end run round French wage policy. Macron has
recently (October 2017) succeeded in convincing his fellow heads of government to agree to water down
this directive (Financial Times, 2017). An earlier example of opposition to social dumping is the process
of German reunification. This initially threatened a large influx of workers from the East into the West
and also greater competition for Western workers if firms moved in the opposite direction to take advan-
tage of cheap Eastern labour. The German trade unions were successful in preventing this by obliging
the East to adopt the West’s wages and other conditions, at the cost initially of high unemployment in
the East (Carlin et al., 2014).

9 David Wood, former head of immigration enforcement at the Home Office, told the House of Commons
home affairs committee recently that he believes that there are about a million illegal migrants currently
in the UK
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squalid conditions. The one aim of
these migrants was to smuggle them-
selves into Britain where they confi-
dently expected to find work. The
point here is that these migrants had
already reached safety on the terri-
But

they clearly felt that their chances of

tory of the European Union.

finding work in France (or any other
continental EU country to which they
could have travelled) were greatly in-

ferior to their chances in Britain.

Benefits and Costs of Immigration
to Natives

There is a large literature which
mostly claims that the impact of im-
migration on the wages of natives
is negligibly small. One strand was
started by Card (1990) who stud-
ied the Mariel boatlift.
have been disputed by Borjas (2015)
and (2016).

to identify the short run elasticity of

His results
These studies attempt

wages to a labour supply shock. So
they are of doubtful relevance to the
UK productivity puzzle where the is-
sue is the failure of capital accumula-
tion to respond to additional labour.
For the UK, Nickell and Saleheen
(2008) also found small effects of im-
migration on native wages. But their
study used data from the boom pe-
riod, so again is not evidence against
the hypothesis of this article.
Standard growth theory suggests

another way in which native living

standards can be damaged by immi-
gration, which so far as I am aware has
not been discussed in the literature
on immigration (it is not mentioned
in Borjas (2014) for example). In the
Solow model the long run growth rate
of labour (n) has no effect on the long
run growth rate of labour productiv-
ity. It does however affect the long
run level of labour productivity and
capital intensity at each point in time:
the higher is n, the lower is output per
hour (y) and capital intensity (k).
Using the notation of equations (1)-
(6) of the main text, the long run
steady state level of output per hour

at time t is given by

s :|o¢/(1—oz)
n+g+d (11)

So the ratio of long run output per

(0 = a0

hour in an economy with fast growing
labour to an otherwise identical econ-

omy with slow growing labour is

a/(1-a)
|:nslow + g + 6:| (12)

nfa5t~|—g—|—6

Parameters values appropriate for the
UK are a = 0.35, ¢ = 2%, 6 = %,
Nsiow = 0.32% and ngese = 0.95%.
The value for ng, is the growth rate
of native-born employment in the UK
while that for ngg is the growth rate
of total (native- and foreign-born) em-
ployment, both over 2000-2007 (Table
1). Then the level of labour produc-
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tivity and hence of the standard of
living (consumption per hour worked)
in the economy with fast growth of
labour will be only 97 per cent of that
in the other economy.

In other words, at any moment in
time the standard of living in the fast-
labour-growth country will always be
about 3 per cent less than in the slow-
labour-growth one, a significant ef-
fect, in fact comparable to the per
capita cost of Brexit according to
the OECD’s projection quoted earlier
(OECD, 2016).

Skilled or Unskilled Immigrants?

I have assumed so far that labour
is homogeneous. The case for large-
scale immigration is often made on
the grounds that migrants bring valu-
able skills lacking in the native popu-
lation. No doubt some do but is this
true on average? The evidence would
suggest not. The OECD skills study
(Kuczera et al., 2016) recently mea-
sured basic skill levels amongst adults
in England on two dimensions, liter-
acy and numeracy:

e Literacy: the ability to read and
understand the label on a bottle
of Aspirin. To pass you need to
be able to answer a question like
“What is the maximum num-

ber of days you should take this

medicine? List 3 situations for

which you should consult a doc-
tor”
the ability to read

the petrol gauge on a truck and

e Numeracy:

calculate how much fuel remains
in the tank. To pass, you need
to be able to see that the tank
is three quarters full and to cal-
culate that 36 gallons remain if
you are told that the tank holds
48 gallons.

They found that more than a quar-
ter of adults aged 16-65 in England
(and 10 per cent of university gradu-
ates!) have low basic skills: they fail
one or both of these tests, which is
worrying enough. But the more rel-
evant finding in the present context
is that the skill levels of migrants are

lower than those of the native born.!°

Has TFP Growth Been Under-
stated After 20077

At least some of the TFP compo-
nent of the productivity puzzle would
go away if it could be shown that
TFP growth had been understated af-
ter 2007. This could occur if the
growth of capital services has been
overstated since the recession began.
A high scrapping rate after the re-
cession would lead to this outcome
since EUKLEMS uses constant de-

10 A migrant was defined as someone born abroad, at least one of whose parents was also born abroad. Thus
this definition excludes the children born to British parents temporarily working abroad. Migrants so
defined made up 13 per cent of the population aged 16-65.
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preciation rates. But all assets are
scrapped, or depreciate essentially to
zero, eventually. So premature scrap-
ping may affect TFP estimates dur-
ing the recession itself but its impact
washes out as time goes on and GDP
starts growing again. The fact that
the post-boom period is eight years

long (2007-2015) protects against this

Appendix C: Policies to Raise

I have made the case that rapid
rates of immigration since the Great
Recession began in 2008, along with
slow growth rates of export demand,
have caused the UK’s productivity
problem. Since Great Recessions for-
tunately happen rarely it is very dif-
ficult to establish this hypothesis at a
fully rigorous empirical level. But pol-
icy makers are frequently (always?) in
the position of having to make deci-
sions without the economics profes-
sion having reached a full consensus.
So I list here seven possible policies for
raising the rate of productivity growth
which merit consideration if the hy-

pothesis is accepted.

Do Nothing

Doing nothing is a possible re-
sponse. Immigration after all raises
GDP and a larger GDP enables the
UK to have larger armed forces and
to play a bigger role in world af-

fairs (“punching above our weight”).

potential distortion. However, it is
not clear that recessions do lead, on
net, to unusually high scrapping rates.
There is the countervailing tendency
to delay routine replacement during a
recession so asset lives lengthen tem-
porarily (Gordon, 2000). If so, TFP
growth after 2007 might have been

overstated, accentuating the puzzle.

Productivity Growth

However at the moment the British
people show little appetite for any
more foreign interventions, even so-
called humanitarian ones. They seem
much more concerned with raising liv-
ing standards, which means raising
productivity. Hence doing nothing is
not a democratic response, provided
that there is some alternative with a

chance of success.

Wait for the World Economy to Re-
vive

When work on this project began
there was much optimism amongst
international organizations and com-
mentators about growth prospects in
Western countries, particularly in Fu-
More recently (March 2019)

opinion has become more pessimistic.

rope.

So these earlier hopes may turn out to
be misplaced or exaggerated as have
others before them. Of course if we
wait long enough and growth in China

and the rest of Asia continues at its

10
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present rate, then eventually this will
drag Europe out of its current stagna-
tion. But this is clearly not a riskless

strategy.

Revive the World Economy
According to the estimates in Ta-
ble 3, columns (3) and (4), raising the
growth rate of demand for UK exports
by 1 percentage point would raise pro-
ductivity growth by between 0.87 and
1.27 per cent per year. The problem
here is that it is not clear what pol-
icy tools are available to achieve this.
What the UK needs is a rise in de-
mand for exports which will in turn
lead to a revival of investment, with
the growth of labour supply held at
something like its current rate or be-
low. So just “ending austerity” in the
UK will not do the trick. The ef-
fect would be just to worsen further
the balance of trade, increase debt,
and possibly raise inflation above tar-
The benefit of higher UK im-

ports would spill over to our suppli-

get.

ers but the consequent second round
effect on UK exports would be min-
imal. One theoretical possibility is
a coordinated fiscal and/or monetary
expansion across the Western world,
combined with incentives to raise in-
vestment. To state it in these terms
merely emphasises how implausible
such a policy sounds. But it is pos-
sible that a single, large country or

a bloc of smaller ones could adopt

such policies in an uncoordinated way,
which might have something of the de-

sired effect.

Adopt the European Social Model
The aim here would be to make in-
ward migration unattractive to poten-
tial migrants (whether from the EU or
elsewhere) by setting wages and other
conditions at levels which lower the
demand for labour, via dialogue be-
This is a
First,

higher wages would attract more mi-

tween the social partners.

very unattractive alternative.

grants so the policy would have to in-
corporate mechanisms to discriminate
in favour of natives (“British jobs for
British workers”). Second, in practice
the European Social Model (at least
as practiced outside the Nordic coun-
tries) discriminates against the disad-
vantaged among the native popula-
tion: consider for example the very
high unemployment and low employ-
ment rates in the Parisian banlieues.
Third, the flexible labour market has
arguably been at the root of the
UK’s success prior to the Great Re-
cession (Aghion et al., 2013; Oulton,
2016a). To revert to something like
the labour market institutions of the
pre-Thatcher era would be a very ret-

rograde step.

Restructure UK Trade Towards
Faster Growing Areas

There are no doubt numerous mi-
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cro interventions which could help in
this aim. And Brexit may well pro-
vide a considerable negative incentive
for firms to develop new markets out-
side the EU, helped by new trade
deals. How much effect such policies
can be expected to have remains con-

troversial.

New Incentives for Investment

A policy which the UK could adopt
on its own is to give radical new in-
centives for investment, for example
allowing full expensing of all types of
investment in the year in which they
are made (100 per cent depreciation
for tax purposes). This could even be
accompanied by an increase in corpo-
ration tax. The motivation for an in-
crease is that a low tax rate reduces
the incentive to invest since it reduces
the value of existing depreciation al-
lowances. A complementary policy
which would also encourage private
investment is an expansion of public

capital spending on infrastructure and

R&D.

Control Immigration

According to the estimates in Ta-
ble 3, columns (3) and (4), reducing
the growth rate of labour by 1 per-
centage point would raise productiv-
ity growth by between 0.43 and 0.51
per cent per year. Assuming Brexit
occurs on the scheduled date at the

end of October 2019 free movement

of labour from the EU can come to
an end (at least after the transition
period has expired, supposedly at the
end of 2020) but as emphasised earlier
migrants from the EU constitute less
than half the total foreign-born stock.

In theory it should have been easy
to reduce migration from the rest of
the world, which after all has been
the stated policy of the government
since 2010, but in practice this has
proved not to be the case; since 2010
and up to mid-2017 EU-born workers
rose by a million while non-EU ones
rose by “only” 700 thousand (Table
1). Perhaps there are countervailing
pressures, either from business inter-
ests or from the ethnic minority com-
munities already settled here, which
make it difficult.

Nevertheless if the basic hypothe-
sis of this article is accepted, then the
case for an immigration policy which
responds to the needs of the economy
is a strong one. The ten years of stag-
nating productivity could have been
avoided had an “emergency brake” on
immigration (from all sources) been
imposed. This does not mean no
immigrants at all. Rather it sug-
gests varying the total in accordance
with the state of the economy and
severely limiting unskilled immigra-
The examples of Canada and
Australia both of whom ban unskilled

immigrants (except under humanitar-

tion.

ian and family reunion programmes)

12
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suggest that such a policy is perfectly
feasible.!!

Finally, none of the discussion
above should be taken to imply that
export demand or immigration are the
only things holding back productiv-
ity growth in the UK and prevent-
ing us from closing the long-standing
productivity gap between the UK and
other developed countries like France,
Germany and the US.. To list just a
few widely-cited and discussed prob-
lems, the low investment ratio, partic-
ularly in R&D, inadequate infrastruc-
ture, and poor levels of intermediate
and even basic skills have contributed.
All these issues are to be addressed we
must hope by the government’s new
Industrial Strategy (HM Government,
2017).
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