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Two Questionable 
Conclusions Concerning 
The Employment- 
Productivity Link

Civilian employment did not regain its peak of May
1990 until February 1993, the slowest recovery in the 
post-World War II period. During the seven quarters 
since the recession trough in early 1991, however, 
productivity, measured by business sector output

Or hour, rose at a 2.8 percent annual rate, the fastest 
yen-quarter pace since the cyclical rebound after 

the 1973-75 recession. These two unusual develop
ments have fostered two questionable conclusions: 
rapid productivity growth has reduced demand for 
workers and employment, and recent productivity 
gains are a normal cyclical development and are 
therefore transitory.

Productivity influences the demand for labor. If 
employers boost productivity, the contribution to profit 
from hiring additional workers is enhanced; competi
tion among firms raises real wages and perhaps 
employment. Thus relatively weak employment 
typically is not consistent with increased productivity. 
There is an exception to this conclusion, however. If 
for some reason real wages are pushed up, employers 
will reduce the quantity of labor until the productivity 
of remaining workers matches the higher real wage.
In this event, real wages would exhibit an unusually 
large rise.

In the seven quarters from the recession trough 
to the end of 1992, real compensation per hour 
(real wage) for the business sector rose at a 1.7 per
cent annual rate, slower than productivity growth 
(2.8 percent) and slower than the average rate of real 
wage increase (2 percent) in the seven quarters after 
the six previous recessions (excluding the 1980 reces
sion). Moreover, the 1.1 percentage point excess of 
recent productivity growth over real wage growth 
matches the average in these earlier periods. Thus real 
wages have not risen enough to account for the recent 
weak employment.

The second questionable conclusion is that recent 
productivity growth reflects a cyclical improvement. 
Productivity typically falls when the unemployment 
rate rises in recessions, and it rises when the unem
ployment rate falls. For example, during the earlier 
seven-quarter expansion periods, productivity rose at 
an average 3.1 percent rate, while the unemployment 
rate fell by an average of 1.6 percentage points. If pro
ductivity followed only a cyclical pattern, productivity 
would have fallen over the most recent seven-quarter 
period because the unemployment rate climbed 0.8 
percentage points.

If real GDP recently had grown at the 5 percent rate 
that it averaged in the previous seven-quarter periods 
instead of at a 2.3 percent rate, employment growth 
would have been stronger and the unemployment rate 
would have declined to about 5.2 percent—the lowest 
level since mid-1989. This is indicated by the histori
cal relation of output growth to the unemployment rate. 
Furthermore, productivity would have risen even faster.

—John A. Tatom
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