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*= Labor productivity growth in the first quarter was revised substantially

lower, to 0.3% from 0.8%.
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* Unit labor cost growth was also revised lower, to 1.8% from 2.3%.

* Year-over-year comparisons were distorted by much higher imports in early
2025 due to higher expected tariffs. Over the past few years productivity
growth has been running ahead of its pre-pandemic pace, with unit labor

cost growth similar to the pre-pandemic period.

= Artificial intelligence holds the potential for stronger economic growth
without higher inflation, but that is not showing up yet in the productivity

and unit labor cost data.

Details

Labor productivity growth in the nonfarm business
sector was a weak 0.3% annualized in the first
quarter of 2026, according to the second release
from the Bureau of Labor Statistics. This was revised
down sharply from 0.8% growth in the preliminary
estimate. With real GDP growth revised lower in the
first quarter, to 1.6% in the second estimate from
2.0% in the advance estimate, nonfarm business
output in the first quarter was also revised down to
1.0% from 1.5%. Hours worked rose 0.7% in the first
quarter, unrevised from the preliminary estimate.
Productivity growth was 1.6% in the fourth quarter of
2025. Over the long run productivity growth allows
for higher living standards.

There was also a downward revision to unit labor
costs, with annualized growth of 1.8% in the first
quarter, compared to 2.3% in the preliminary
estimate. Unit labor costs are the labor cost to a

business of producing an additional output, taking
into account both worker compensation and
productivity. Hourly compensation increased 2.1% in
the first quarter in the second estimate, compared
to 3.1% in the advance estimate. Unit labor cost
growth was 2.1% in the fourth quarter of last year.

Despite slow growth in the first quarter, on a year-
ago basis productivity growth in the nonfarm
business sector was a strong 2.8%, up from 2.5% in
the fourth quarter of 2025. Unit labor cost growth
was a scant 0.5% in the first quarter from one year
earlier, down sharply from 1.8% in the fourth quarter
of 2025. However, these year-over-year
comparisons are distorted by the business response
in early 2025 to the incoming Trump administration.
Businesses rushed to import at the beginning of last
year ahead of higher tariffs, and higher imports
subtract from GDP. As a result, real GDP fell 0.6%
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annualized in the first quarter of 2025, including a
drop of 0.9% in nonfarm business output. With a
drop in output nonfarm productivity fell 0.9% in the
first quarter of 2025, making the comparison with
the first quarter of this year look better. Similarly, unit
labor costs jumped an enormous 7.3% in the first
quarter of 2025, making the year-over-year number
in the first quarter of this year look better. Over the
past two years productivity growth has averaged
2.4% annualized, with unit labor cost growth of 1.8%,
similar to the patterns since 2022.

Figure 1: Nonfarm Labor Productivity (q/q % chg,
ann.)
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Figure 2: Unit Labor Costs (gq/q % chg, ann.)
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Productivity growth allows businesses to produce
more output with the same amount of labor and
thus allows for higher living standards over time.
Looking past the distortions from much higher tariffs
in the spring of 2025, productivity growth is running
somewhat above 2%, compared to below 2% before
the pandemic. Some of this may be coming from
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investments in artificial intelligence that are making
workers more efficient. Slow growth in unit labor
costs—wages adjusted for productivity—allows
businesses to pay workers more without raising
prices for consumers, thus containing inflation. Unit
labor cost growth is running at a pace similar to that
before the pandemic, slightly below 2%. With
upward pressure on prices from tariffs and now the
conflict with Iran, and little change in unit labor cost
growth over the past few years, inflation is likely to
remain above the Federal Reserve’s 2% objective in
the near term. It could be that productivity gains
from Al allow for stronger economic growth without
higher inflation, but that is not yet showing up in the
data.

Manufacturing productivity rose a strong 3.2%
annualized in the first quarter, revised lower from
3.6% in the preliminary estimate. Manufacturing unit
labor costs rose 2.2% in the first quarter, revised
lower from 2.4% growth.
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Disclosures

The material presented and the views expressed herein are of a general nature and does not constitute the provision of
investment or economic advice to any person, or a recommendation of any particular securities, financial instruments,
strategies or banking services. Opinions and forecasts expressed herein are subject to change without notice. Relevant
information was obtained from sources deemed reliable. Such information is not guaranteed as to its accuracy. You should
seek the advice of an investment professional to tailor a financial plan to your needs.

Forward-looking statements are necessarily subject to numerous assumptions, risks and uncertainties, which change over
time. Future events or circumstances may change our outlook and may also affect the nature of the assumptions, risks and
uncertainties to which our forward-looking statements are subject. Forward-looking statements speak only as of the date
made. We do not assume any duty and do not undertake any obligation to update forward-looking statements. Actual
results or future events could differ, possibly materially, from those anticipated in forward-looking statements, as well as
from historical performance. As a result, we caution against placing undue reliance on any forward-looking statements.

“PNC” is a registered mark of The PNC Financial Services Group, Inc.
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