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U.S. Worker Productivity Shrinks
MARTIN CRUTSINGER,AP Economics Writer
WASHINGTON (AP) — U.S. worker productivity shrank in the final three months of
2012 although the decline was caused by temporary factors.
Productivity contracted at an annual rate of 2 percent in the October-December
quarter, the biggest drop since the first quarter of 2011, the Labor Department
reported Thursday. Productivity had risen at a 3.2 percent rate in the JulySeptember quarter.
Labor costs rose at a 4.5 percent rate in the fourth quarter, the fastest gain since
the first quarter of 2012.
Productivity is the amount of output per hour of work. It shrank in the fourth quarter
because economic activity contracted while hours worked rose. The economy
declined at an annual rate of 0.1 percent in the last three months of 2012, a drop
caused mainly by deep defense cuts and slower restocking, changes not expected
to last.
The trend in productivity has been weak for the past two years. For all of 2012,
productivity rose by just 1 percent following an even smaller 0.7 percent rise in
2011. Those gains were less than half the average growth that companies saw in
2009 and 2010, shortly after many laid off workers to cut costs during the Great
Recession. And it's below the long-run growth of 2.2 percent a year dating back to
1947.
Companies may ultimately need to hire more workers if they see only modest gains
in productivity and more demand for their products.
Economists predict worker productivity will be weak through 2013. Higher
productivity is typical during and after a recession, they note. Companies tend to
shed workers in the face of falling demand and increase output from a smaller work
force. Once the economy starts to grow, demand rises and companies eventually
must add workers if they want to keep up.
For all of 2012, labor costs were up a modest 0.7 percent. That compared to a gain
of 2 percent in 2011 and a decline of 1 percent in 2010. Labor costs were rising
more rapidly before the Great Recession, which triggered millions of layoffs and
reduced workers' bargaining power.
The Federal Reserve closely monitors productivity and labor costs for any signs that
inflation is affecting wages. Mild inflation has allowed the central bank to keep
interest rates at record lows in an effort to boost economic growth and fight high
unemployment.
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Paul Ashworth, chief U.S. economist at Capital Economics, said while wage costs
were up in the fourth quarter, the annual increase was in line with the Fed's 2
percent annual inflation target, which will allow the central bank to keep providing
support to the economy to boost growth and employment.
"The slowdown in productivity growth will put some downward pressure on
corporate profit margins, which are currently close to record highs," Ashworth said.
"That's another reason to suspect that stock markets could have a more
disappointing time in the second half of this year."
The 0.1 percent economic contraction in the October-December quarter was a sharp
reversal from the 3.1 percent growth rate in the July-September period. A plunge in
defense spending helped push the economy into negative territory for the first time
since mid-2009.
For all of 2012, the economy grew 2.2 percent. Many economists believe growth will
be weaker in 2013. An increase in Social Security taxes is reducing take-home pay,
which is likely to dampen consumer spending. And across-the-board government
spending cuts could also weaken growth.
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