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PRODUCTIVITY
ADVANTAGE

Sources of Productivity Advantage

Productivity—output per worker—varies substantially across countries, regions, industries, and
firms, with some economic entities recording distinct productivity advantages over others. A
productivity advantage can result from simple differences in industry composition, such as a larger
concentration of high productivity industries. A productivity advantage also can emerge from
differences in business operations and production that make establishments in one region more
efficient than establishments in other regions. Differences in efficiency across establishments in
different geographic areas are traceable to six primary sources: (1) differences in the quality and
quantity of capital and equipment used in the production process; (2) skill differences in the
workforce; (3) differences in workplace practices; (4) institutional differences, including variations
in the tax code and legal system; (5) differences in the ability to attain a critical mass of firms, either
in number or concentration; and (6) choices about firm location, such as when firms locate high-
value added production in areas where labor quality is high, knowledge spillovers are prevalent, and
institutional infrastructures are favorable for fostering innovation.

For more information see:
Productivity in the Twelfth District
FRBSF EL 2002-33 or 
The Western Productivity Advantage
CSIP Viewing Room. 
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http://www.frbsf.org/publications/economics/letter/2002/el2002-33.pdf
http://www.frbsf.org/csip/analysisPPT2.pdf

