
Last week brought two more key data points on wage growth: the employmentn

cost index and average hourly earnings.  The news looks mixed at first glance,
but we think it is better than it appears.

The employment cost index slowed meaningfully in 2023Q4.  Our preferredn

measure, private wages and salaries excluding incentive-paid occupations,
increased 3.7% on a qoq annualized basis, not far from the 3.5% rate that we
estimate is compatible with 2% inflation. The news was even better than it
looked because the Q4 number was boosted by strong wage growth for
unionized workers, which tends to be a lagging indicator because unions have
longer-term contracts that delay their wage adjustments to past inflation spikes.
We estimate that private wages and salaries excluding incentive-paid
occupations and union workers grew at just a 3.4% rate in Q4.

Average hourly earnings appeared strong, rising by 0.6% (not annualized) inn

January. But we think this largely reflects the start-of-year wage increases and
severe weather, which might have depressed weekly hours by more than weekly
earnings, effectively pushing up average hourly earnings in January. Using
historical weather shocks, we estimate the severe weather has contributed
eighty percent of the decline in weekly hours in January, which in turn inflated
average hourly earnings growth by 0.2pp, but around half of these
weather-induced changes tend to get reversed in the following month.

Taken together, we see last week’s wage news as encouraging. Our GS wagen

tracker now stands at 4.1% (qoq ar) for 2023Q4, and we expect it to decelerate
to 3.5% in the next few quarters as the impact of the January weather effect
reverses and the effects of past inflation and labor market tightness continue to
gradually fade.
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The Wage News Is Better Than It Looks 

Last week brought two more key data points on wage growth: the employment cost 
index and average hourly earnings.  The news looks mixed at first glance – the 
employment cost index slowed while the average hourly earnings reaccelerated slightly 
in the January report. But we think that the news was better than it looked and that 
actual wage growth has decelerated more meaningfully than it appears. 

The employment cost index slowed in 2023Q4. Our preferred measure, private wages 
and salaries excluding incentive-paid occupations, rose 3.7% on a qoq annualized basis, 
not far from the 3.5% rate that we estimate is compatible with 2% inflation. We think 
that the actual news is even better because the Q4 number was boosted by strong 
wage growth for unionized workers, which is a lagging indicator because union workers 
tend to have longer-term contracts that delay their wage adjustments to past inflation 
spikes.  

Indeed, aggregate data show that wage growth for union workers has lagged the wage 
growth of nonunion workers over the past three years and has only started to catch up 
in 2023Q4 (Exhibit 2). After excluding the delayed wage adjustments for union workers, 
we find that private wages and salaries excluding incentive-paid occupations 
decelerated meaningfully and have only grown 3.4% (qoq ar) in Q4. 

Exhibit 1: Data Released Last Week Appear Mixed at First Glance 

* Our sequential wage tracker is the first principal component of average hourly earnings for private
industry workers, the Employment Cost Index, hourly compensation in the nonfarm business sector,
and our estimate of the sequential pace of the Atlanta Fed wage tracker.
Note: Both series are adjusted for changes in the composition of the labor force between 2020Q1 and
2022Q3.
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Industry-level data also suggest that wage growth has decelerated, apart from several 
industries like manufacturing and transportation that have higher shares of unionized 
workers (Exhibit 3). The normalization progress is even more impressive when looking at 
industries like leisure and hospitality, education and health care, and retail trade where 
wage growth was once particularly elevated. 

We continue to expect past labor market rebalancing and continued disinflation to slow 
wage growth further in the next few quarters. 

Average hourly earnings appeared strong, rising by 0.6% in January. But we think this 
largely reflects the start-of-year wage increases and severe weather, which might have 
depressed weekly hours by more than weekly earnings, effectively pushing up average 

Exhibit 2: Union Workers’ Wage Growth Jumped From 4% 2023Q3 to 8.3% in 2023Q4, After Falling Behind 

Wage Growth of Nonunion Workers Over the Past Three Years 
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Exhibit 3: Wage Growth Has Decelerated More for Industries With Lower Shares of Union Workers 
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hourly earnings in January. Exhibit 4 shows that January temperature was lower and 
snowfall was heavier than usual in 2024, which may have caused some people not to go 
to work, resulting in a drop in weekly hours reported in the nonfarm payroll survey 
(Exhibit 5). 

Using historical weather shocks and an industry-month panel, we estimate that a one 
standard deviation increase in heating days and snowstorms lowers weekly hours by 
0.7pp, which in turn pushes up average weekly earnings by 0.3pp. But we find that 
more than half of these weather-induced changes tend to get reversed in the next 
month. This means that the cold temperatures (0.6 standard deviation increase in the 
heating degree days) and the snowstorm (0.4 standard deviation increase in the national 

Exhibit 4: We Suspect That Cold Temperatures and Snowstorms in January Might Have Depressed the Weekly Hours 

Note: Heating degree days are a measure of cold temperatures. We define cold temperature shocks as the heating degree day deviation from the trailing 5-year average. The red label on the left side of the 
chart shows the deviation in January of each year. We measure the snowstorm using the Snowfall Index, a measure designed to capture the societal impact of major snowstorms. We construct the monthly 
national index by aggregating the regional indices using relative population weights. The red label on the right side of the chart shows the Snowfall Index in January of each year.
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Exhibit 5: Average Weekly Hours Dropped 0.2 (0.5%) in January 
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snowfall index) in January have depressed weekly hours by around 0.4pp and inflated 
average hourly earnings by 0.2pp. We expect a payback in weekly hours that will slow 
wage growth by 0.1pp in February. 

Taken together, we see last week’s wage news as encouraging. Our GS wage tracker 
now stands at 4.1% (qoq ar) for 2023Q4, and we expect it to decelerate to 3.5% in the 
next few quarters, driven by normalization of weekly hours, continued disinflation, and 
labor market rebalancing. 

Elsie Peng

Exhibit 6: Cold Weather and Snowstorm Depress Weekly Hours and Push up Average Hourly Earnings, but 

Half of the Effects Tend to Get Reversed in the Next Month 

Note: We estimate the coefficients using industry-month panel regressions and proceed in two stages. First, we estimate the effect 
of weather shocks on the weekly hours of the current month. Second, we use the weather-induced change in weekly hours to 
estimate its effect on (a) weekly hours in the next month and (b) average hourly earnings in both the current and next months. This 
allows us to isolate changes in hours and earnings driven by severe weather from other economic factors. All coefficients are 
significant at the 5% level.  
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disseminates research in the Kingdom of Sweden.  

General disclosures 
This research is for our clients only. Other than disclosures relating to Goldman Sachs, this research is based on current public information that we 
consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. The information, opinions, estimates and 
forecasts contained herein are as of the date hereof and are subject to change without prior notification. We seek to update our research as 
appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a periodic basis, the large majority 
of reports are published at irregular intervals as appropriate in the analyst’s judgment. 

Goldman Sachs conducts a global full-service, integrated investment banking, investment management, and brokerage business. We have investment 
banking and other business relationships with a substantial percentage of the companies covered by Global Investment Research. Goldman Sachs & 
Co. LLC, the United States broker dealer, is a member of SIPC (https://www.sipc.org).  

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients and principal 
trading desks that reflect opinions that are contrary to the opinions expressed in this research. Our asset management area, principal trading desks and 
investing businesses may make investment decisions that are inconsistent with the recommendations or views expressed in this research. 

We and our affiliates, officers, directors, and employees will from time to time have long or short positions in, act as principal in, and buy or sell, the 
securities or derivatives, if any, referred to in this research, unless otherwise prohibited by regulation or Goldman Sachs policy.  

The views attributed to third party presenters at Goldman Sachs arranged conferences, including individuals from other parts of Goldman Sachs, do not 
necessarily reflect those of Global Investment Research and are not an official view of Goldman Sachs. 

Any third party referenced herein, including any salespeople, traders and other professionals or members of their household, may have positions in the 
products mentioned that are inconsistent with the views expressed by analysts named in this report. 

This research is focused on investment themes across markets, industries and sectors. It does not attempt to distinguish between the prospects or 
performance of, or provide analysis of, individual companies within any industry or sector we describe. 

Any trading recommendation in this research relating to an equity or credit security or securities within an industry or sector is reflective of the 
investment theme being discussed and is not a recommendation of any such security in isolation. 

This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be 
illegal. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of 
individual clients. Clients should consider whether any advice or recommendation in this research is suitable for their particular circumstances and, if 
appropriate, seek professional advice, including tax advice. The price and value of investments referred to in this research and the income from them 
may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur. 
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Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain investments. 

Certain transactions, including those involving futures, options, and other derivatives, give rise to substantial risk and are not suitable for all investors. 
Investors should review current options and futures disclosure documents which are available from Goldman Sachs sales representatives or at 
https://www.theocc.com/about/publications/character-risks.jsp and 
https://www.fiadocumentation.org/fia/regulatory-disclosures_1/fia-uniform-futures-and-options-on-futures-risk-disclosures-booklet-pdf-version-2018. 
Transaction costs may be significant in option strategies calling for multiple purchase and sales of options such as spreads. Supporting documentation 
will be supplied upon request.  

Differing Levels of Service provided by Global Investment Research: The level and types of services provided to you by Goldman Sachs Global 
Investment Research may vary as compared to that provided to internal and other external clients of GS, depending on various factors including your 
individual preferences as to the frequency and manner of receiving communication, your risk profile and investment focus and perspective (e.g., 
marketwide, sector specific, long term, short term), the size and scope of your overall client relationship with GS, and legal and regulatory constraints.  
As an example, certain clients may request to receive notifications when research on specific securities is published, and certain clients may request 
that specific data underlying analysts’ fundamental analysis available on our internal client websites be delivered to them electronically through data 
feeds or otherwise. No change to an analyst’s fundamental research views (e.g., ratings, price targets, or material changes to earnings estimates for 
equity securities), will be communicated to any client prior to inclusion of such information in a research report broadly disseminated through electronic 
publication to our internal client websites or through other means, as necessary, to all clients who are entitled to receive such reports. 

All research reports are disseminated and available to all clients simultaneously through electronic publication to our internal client websites. Not all 
research content is redistributed to our clients or available to third-party aggregators, nor is Goldman Sachs responsible for the redistribution of our 
research by third party aggregators. For research, models or other data related to one or more securities, markets or asset classes (including related 
services) that may be available to you, please contact your GS representative or go to https://research.gs.com. 

Disclosure information is also available at https://www.gs.com/research/hedge.html or from Research Compliance, 200 West Street, New York, NY 
10282. 
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