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LABOR COMPENSATION AND PRODUCTIVITY 

SOURCE: U.S. Department of Labor, Bureau of Labor Statistics. 
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UNIT LABOR COSTS 

\When inflation acceler;~tes, so clocs 
the pace 'at which lal,or costs in- 
crease. The con\.crse, i~owc\.er. is 
not tnie: that is, rising lal>or costs clo 
not lencl to inf1:ation. \Vage-push 
theories of i11fl:ation ignore the CSLI- 

ci:al role of money: \Vitlio~~t esccs- 
sive money growth. high \\rages 
cannot translate into :1 s~istainecl, 
gener:d rise in oiitp~it prices. 

Recent incre:lses in Ir11,or com- 
pensatior~ may encoutagc er-ror~eo~~s 
xv;~ge-basecl views o f  infl:ation. Aver- 
age hourly earnings rose 3:tOf1 in 

June from their year-ago le\.el. ancl 
lia\.e generally outpaced gains in the 
Consumer Price Index (CI'I) since 
micl-1995. Similarly, the Lvages ancl 
sal;~ries co~llponent of the eniploy- 
ment cost illdex increasecl 3.2?41 in 
1996:IQ. These narrow lal~or-price 
measures, however, d o  not incl~lcle 
Ixnefit costs. which have model.atecl 
clclrirlg [he current business exp:an- 
sion. Combining both, the total em- 
ployment cost illelex has matcl~ed 
the economy's 3% underlying infla- 
tion rate since 1993. . , 1 he most comprehensi\.e meas- 

ure of the price of I:~l,os-total corn- 
pensation per ho~ir-aclv:1ncccl 
3.6% on a yea~-over-)~e;1r basis in 
S')')h:IQ, folloxving gains o f  3.8% 
;~ncl 3.6% in the final bvo cluarters of 
1995. Ho\vever the effect of ch:lnges 
in tot:d labor compensation o11 o~l t -  
put also clepencls on cliang,-, in 
lat~or procluctivity. In 1996:IQ. gains 
in 1:abor proeluctivity helpecl holcl 
unit l:~bor costs to a ~ n o c l e ~ ~ t e  2.5'!4). 
1ncre:ases in unit la l~or  costs have 
genesxlly lagged the unclerlying 
pace of inflation since 1991. 
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