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This month’s chart looks at a trend not seen in decades — declining labor productivity
and rising labor costs. Figure 1 shows labor productivity, which is measured as
economic output per hour worked, declined -2.5% year-over-year during the second
guarter. The -2.5% decline in labor productivity is the largest decline in the data series,

john.rothe@riverbendinvestments.com which began in the first quarter of 1948. Hourly compensation rose +6.7% year-over-

year as a tight labor market drove strong wage growth.

A look at the underlying data provides additional context on declining productivity.
Total output rose +1.5% compared to the same quarter a year ago, while hours
worked rose a bigger +4.1% year-over-year. The data indicates workers produced
more goods and services less efficiently. Why is productivity declining? One potential
explanation is pandemic-related themes, such as remote work and inflation, make the
process of measuring productivity more difficult and distort the data.

Thematic changes may also explain the productivity decline. The labor market
experienced significant turnover during the pandemic, and it takes time for workers
to learn new jobs. As an example, Delta's CEO pointed to labor turnover as a cause of
the airline’s recent operational issues: "Since the start of 2021, we've hired 18,000
new employees, and our active head count is at 95% of 2019 levels, despite only
restoring less than 85% of our capacity. The chief issue we're working through is not
hiring, but of training and experience bubble." In addition, capacity constraints may
also be weighing on productivity. The capacity utilization rate, which measures the
amount of potential output that is actually being realized, was 80% during June 2022.
The peak utilization rate over the past 20 years was ~81%, suggesting businesses may
be running up against the limit of how much capacity they can use efficiently.

The combination of declining productivity and rising compensation costs is a notable
trend, and it remains to be seen whether it is a short-term phenomenon or start of a
longer-term trend. One trend we will be monitoring in coming quarters is whether
decreased efficiency and rising labor costs negatively impact profit margins.

FIGURE 1 - Labor Productivity Declined While Compensation Per Hour Increased During Second Quarter 2022
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Source: MarketDesk, U.S. Bureau of Labor Statistics
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Riverbend Investment Management (“Riverbend”) is a registered investment advisor offering advisory services in registered states
and in other jurisdictions where exempted. Registration does not imply a certain level of skill or training.

This communication is for informational purposes only and is not intended as tax, accounting, or legal advice, as an offer or
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permissible pursuant to applicable laws, Riverbend Investment Management LLC (referred to as “Riverbend”) disclaims all
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