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Nonfarm Productivity
Output per Hour
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Productivity Growth
Manufacturing
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Businesses Slashed Hours in Order to Protect the Bottom Line 

A great deal will likely be made of this morning’s moonshot of a 
productivity report even though some of the increase was expected. 
Nonfarm productivity surged at a 6.4 percent annual rate, which marks the 
strongest quarterly gain in six years.   Productivity growth in the factory 
sector rose at a 5.3 percent pace but remains down 1.3 percent year-to-year. 

While the second quarter’s productivity gain is good news, the gain is 
almost entirely the result of cost cutting, not improved ways of producing 
goods and providing services.  Businesses have been very aggressive 
at cutting costs throughout the recession and became almost 
obsessive about it after the financial markets collapsed last fall.   
The financial crisis set off fears that sales would decline even more than 
they actually did and many firms prepared for the worst.   Hours worked in 
the nonfarm sector plunged at a 7.6 percent annual rate in the second 
quarter, following a 9.0 percent annual rate of decline in the previous 
quarter and an 8.3 percent drop during the fourth quarter of last year.   
Hours worked are now down 7.3 percent over the past year, which marks 
the largest year-to-year drop since the series began back in 1947.    By 
contrast, hours worked declined at a much more modest 1.3 percent pace in 
the year leading up to the financial crisis. 

While hours worked plunged during the second quarter output fell much 
less, declining at just a 1.7 percent pace.  Apparently production and 
distribution of goods and services are now better aligned with sales.   The 
more modest drop in output follows an 8.8 percent plunge in the first 
quarter and 7.6 percent drop in the fourth quarter of last year.   Output is 
down 5.6 percent over the past year.   With hours worked falling more than 
output, productivity growth surged in the second quarter and is now up a 
solid 1.8 percent over the past year.   The year-to-year increase is roughly in 
line with nonfarm productivity growth over the past few years. 

Businesses May not be Finished With Costs Cuts Just Yet 

During a recession, and particularly a deep one like we just went through, 
cutting costs is one of the few options available for businesses to protect 
their balance sheet and live to fight another day.   There is some hope 
that the excessive caution undertaken by businesses in this 
downturn will mean we will not have to endure another jobless 
recovery as we did following the last two recessions.  Today’s 
productivity data do not support this notion.   Productivity gains 
are actually a little smaller than they were surrounding the end of the last 
recession, particularly in the factory sector.   Unit labor costs are also down 
less than they were at the tail end of the last recession, so there may be even 
more costs cuts ahead. 

Unit Labor Costs - Nonfarm Sector

-10.0%

-5.0%

0.0%

5.0%

10.0%

15.0%

20.0%

95 96 97 98 99 00 01 02 03 04 05 06 07 08 09
-10.0%

-5.0%

0.0%

5.0%

10.0%

15.0%

20.0%
Qtr/Qtr Annual Rate: Q2 @ -5.8%

Year/Year Percent Change: Q2 @ -0.6%

 
Source: U.S. Department of Labor and Wells Fargo Securities, LLC. 

Productivity Growth Surged on Cost Cutting 
Nonfarm productivity surged at a 6.4 percent pace in the second quarter, as hours worked fell much more 
than output. Productivity gains also bolstered profits, which may reduce the need for further large cutbacks. 

 

mailto:mark.vitner@wachovia.com


Wells Fargo Securities, LLC Economics Group 

 

Diane Schumaker-Krieg Global Head of Research 
& Economics 

(704) 715-8437 
(212) 214-5070 

diane.schumaker@wachovia.com 

John E. Silvia, Ph.D. Chief Economist (704) 374-7034 john.silvia@wachovia.com 

Mark Vitner Senior Economist (704) 383-56355 mark.vitner@wachovia.com 

Jay Bryson, Ph.D. Global Economist (704) 383-3518 jay.bryson@wachovia.com 

Scott Anderson, Ph.D. Senior Economist  (612) 667-9281 scott.a.anderson@wellsfargo.com 

Eugenio Aleman, Ph.D. Senior Economist    (612) 667- 0168 eugenio.j.aleman@wellsfargo.com 

Sam Bullard Economist (704) 383-7372 sam.bullard@wachovia.com 

Anika Khan Economist (704) 715-0575 anika.khan@wachovia.com 

Azhar Iqbal Econometrician (704) 383-6805 azhar.iqbal@wachovia.com 

Adam G. York Economist (704) 715-9660 adam.york@wachovia.com 

Ed Kashmarek Economist  (612) 667-0479 ed.kashmarek@wellsfargo.com 

Tim Quinlan Economic Analyst (704) 374-4407 tim.quinlan@wachovia.com 

Kim Whelan Economic Analyst (704) 715-8457 kim.whelan@wachovia.com 

Yasmine Kamaruddin Economic Analyst (704) 374-2992 yasmine.kamaruddin@wachovia.com 

 
 

Wells Fargo Securities Economics Group publications are produced by Wells Fargo Securities, LLC, a U.S broker-dealer 
registered with the U.S. Securities and Exchange Commission, the Financial Industry Regulatory Authority, and the 
Securities Investor Protection Corp.  Wells Fargo Securities, LLC, distributes these publications directly and through 
subsidiaries including, but not limited to, Wells Fargo & Company, Wachovia Bank N.A., Wells Fargo Bank N.A, 
Wells Fargo Advisors, LLC, and Wells Fargo Securities International Limited.  The information and opinions herein are 
for general information use only. Wells Fargo Securities, LLC does not guarantee their accuracy or completeness, nor 
does Wells Fargo Securities, LLC assume any liability for any loss that may result from the reliance by any person upon 
any such information or opinions. Such information and opinions are subject to change without notice, are for general 
information only and are not intended as an offer or solicitation with respect to the purchase or sales of any security or 
as personalized investment advice.  Wells Fargo Securities, LLC is a separate legal entity and distinct from affiliated 
banks and is a wholly owned subsidiary of Wells Fargo & Company © 2009 Wells Fargo Securities, LLC. 

 
 

SECURITIES: NOT FDIC-INSURED/NOT BANK-GUARANTEED/MAY LOSE VALUE  

 

 


