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The effect of IT investment on productivity growth of
Japan’s economy measured by TLP and TFP

NAGASAWA Katsushige *

Abstract: In this paper, the effect of IT investment on productivity growth of Japan’s economy is
analyzed for the period of 1980-2005 by measuring the vertically integrated TFP (Total Factor
Productivity) growth rate and TLP (Total Labor Productivity). The basic analytical framework
applied in this paper was originally invented by Peterson (1979) and developed by Wolff (1985,
1994). This basic framework has been modified to analyze IT investment effect by dividing capital
stock into IT and non-IT capital. The growth rate of aggregate TFP was positive only for the
period of 2000-2005, and negative for 1980-2000. Generally, positive TFP growth of the
manufacturing sector has been absorbed by negative TFP growth of the service sector.
Contribution of IT stock to the TFP growth was negative except for 2000-2005. From the
regression analysis of TLP on IT labor embodied in goods and services, no significant relationship
between TLP and IT labor is observed. The effect of IT investment on productivity growth is not
yet clearly positive in Japan’s economy. Reforms complementing IT investment such as
organizational reform, adoption of new business models, and nurture of IT-skilled labor seem to

be needed.

Keywords: Total Factor Productivity, Total Labor Productivity, Vertically Integrated TFP, IT
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