Kahn-Rich Productivity Model Update (March 2010)
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Nonfarm productivity growth for Q4 was revised up to 6.9% (annual rate) from the
Probability Probability preliminary estimate of 6.2%. There were, however, significant downward revisions
1.00 1.00 to the growth in nominal compensation per hour: for Q4, it was lowered to 0.6% from
' ! 1.5% (annual rate); and for Q3, it was lowered from 5.5% to -0.4%. Hours worked
2007 (Aug) ;%%g!gtza 0.7% annual rate in Q4, representing the first increase in the series since

-1 0.80 + As a consequence of the data revisions, the low-growth regime probability declined
from 0.14 in February 2010 to 0.06 in March (Chart 1). There was, however, little
change in the forecast profile for productivity growth in March compared to February
- 060 (Chart 2).

+ The Q4 data revisions provide ongoing support for the change in the productivity
growth outlook that was initially identified at the end of 2009. The evidence now
indicates that the slowdown that began in 2004 was more transitory than it had

1 040 appeared through most of 2009, with a likely shift back to the high growth regime

around the middle of 2007. This view, however, still need to be tempered due to the

g effects of temporary fiscal measures and the sharp decline in hours worked on some

020 - UG {Jun) 1 020 of the model inputs.
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Please see our Current Issues for more details on the model
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Note: Chart 1 tracks the model's estimate of the low-growth probability as of the latest period for which data are available, which is typically as of one quarter
earlier. For example, the latest reading (“09M11") is based on 2009:Q3 data. The reading labeled “08M06” reflects the model’'s estimate as of last June, reflecting
data through 2008:Q1. Chart 3 depicts the evolution of the model's assessment of the probabilities going back to 2000:Q1 given data available at the indicated
date.


http://www.newyorkfed.org/research/current_issues/ci12-8.html

