
One approach to decompose productivity growth is from Foster, Halti-

wanger, and Krizan (2001). It uses base-year market shares as weights

for each term of the decomposition:

where Δ is changes over the k-years’ interval between the first year

(t–k) and the last year (t); θit is the share of firm i in the given indus-

try at time t (expressed in output or employment); pi is the produc-

tivity of firm i; and P is the aggregate (weighted average) productivity

level of the industry. The first term is the within component; the sec-

ond term is the between component; the third term is the covariance

or cross component; and the fourth and fifth terms are the entry com-

ponent and exit component, respectively.

APPENDIX

Decomposing Productivity 
Growth
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