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Portfolio Manager Insights  

 
SKYView: Labor Pain 

Q1’21 earnings season is now in the books, and although upside earnings surprise was prevalent across all industries, it was talk of cost inflation that 
dominated management commentary. Supply chain disruptions – stemming from an uneven economic re-opening and Winter Storm Uri – have led to a surge in 
raw material inputs costs, necessitating price hikes in order for companies to maintain margins. Though such pressures are expected to subside in the coming 
quarters, upward momentum in wages may prove less transitory. In this Weekly Briefing, we examine employment trends, identifying areas of the high yield 
market likely to face the most significant labor cost inflation as the re-opening progresses.    

During Q1’21 earnings season, an estimated 38% of management teams mentioned “inflation” during post-release conference calls, the highest 
reading going back to at least 20101. While a broad-based spike in raw material costs received the most attention, difficulties in attracting and retaining 
employees, which has led to wage inflation, is an equally important concern for many companies.   

 

 
Source: SKY Harbor, FactSet, Bloomberg, company filings 
 

A clear increase in the commodity price environment has been prevalent for a year, but wage pressure is only more recently beginning to show up in 
data. As demonstrated below, US Average Hourly Earnings spiked at the onset of the pandemic, though this was largely the result of low-paid workers losing 
their jobs at a more rapid pace2 (composition effects). It wasn’t until the May ’21 reading that an inflection was reached. In fact, over the last several weeks, 
wages have been on the rise despite some of the strongest employment growth coming from restaurants and bars,3 highlighting the challenges mentioned in 
management team commentaries. And, while raw material prices will normalize (facilities will come back online, new capacity will be built), wage concessions to 
workers may prove more difficult to reverse in the near term. 

 

 
Source: SKY Harbor, Bloomberg, Bureau of Labor Statistics, International Monetary Fund 
 

Given a view that wage growth may end up a more persistent component of inflation, we attempted to identify segments of the market where 
margins may be more susceptible by virtue of greater labor intensity. We first generated a list of ICE BofA US High Yield Index (H0A0) constituents with publicly 
available financials, leveraging a combination of Bloomberg, Capital IQ, and company filings. We then calculated 2019 EBITDA generation per employee, in an 
attempt to diminish the negative impact COVID-19 disruptions may have had on company earnings over the last 18 months. While the resulting metrics are not a 

 
1 Butters, John. FactSet Earnings Insights 
2 The White House 
3 Bureau of Labor Statistics 

S&P 500 Constituents Citing "Inflation" on Earnings Calls Wage Pressure More Likely to Endure
quarterly data, last five years management team commentary from Q1'21 calls
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"...seasonal labor represents close to 30% of our total operating cost and is an area 
that is seeing significant pressure in both availability and affordability. While we've had 
to deal with tight labor markets in the past, this is by far the most challenging labor 
environment I've seen in my more than 30 years in this business"  --- Amusement Park

"We expected labor to be a challenge, and we were not disappointed on that."
--- Machinery Company

"It's never been more difficult to attract and retain employees. As a result, we are also 
seeing wage rate increases in order to remain competitive."                         --- Restaurant

"Stimulus helped topline but has made getting labor more difficult..." 
--- Consumer Goods Company

"Wages have already gone up tremendously, and we expect that to continue. Last year, 
before the pandemic, it was a challenge. Now, it's a crisis." --- Hotel

IMF World Commodity Price Index US Average Hourly Earnings
monthly data, last 5 years monthly data, last 5 years
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initial spike in AHE was the result 
of low-wage workers losing jobs 
at a more rapid rate during the 
onset of the pandemic
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perfect proxy for labor intensity (companies may outsource a large portion of their labor needs, certain skill sets may prove more/less difficult to source, etc.), 
we believe it’s a viable methodology and one of the few ways to efficiently quantify financials for what turned out to be ~ 70% of a $1.5 trillion universe.  

As demonstrated below, sectors such as Real Estate, Utility, Energy, and Financial Services appear to generate far more EBITDA per employee than 
areas such as Retail, Automotive, and Consumer Goods, leading us to believe the latter are likely more labor-intensive and at-risk in a rising wage environment. 
Furthermore, as demonstrated in the scatterplot below, sector spread levels show little correlation to our proxy of labor intensity, the market seemingly under-
appreciating what we view to be a real margin headwind in the coming quarters.  
 

 
Source: SKY Harbor, Bloomberg, Capital IQ, ICE Data Indices, company filings. OAS is Option-Adjusted Spread. BPS is basis points. 
 

Breaking down our data even further at the industry level, we see additional variability. For example, Basic Industry as a sector scores at the median 
level for EBITDA per employee, though Chemicals – with higher fixed costs and greater capital intensity – scores better than Building Materials once data is 
limited to industry sub-groups. Across the entire index, Restaurants and Health Facilities appear most vulnerable, while REITs and Energy E&P issuers appear 
most insulated. 
 

 
Source: SKY Harbor, Bloomberg, Capital IQ, ICE Data Indices, company filings 
 

Q1’21 earnings season was quite strong, with management teams effectively dealing with one of the more prolific cost inflation environments we 
have seen. While we think supply chain issue resolution will make most instances of raw material inflation transitory, wage pressure may ultimately be more 
enduring. Using EBITDA per employee as a proxy for labor intensity, we find Restaurants, Health Facilities, and most other issuers in the Retail space to be most 
vulnerable in the coming months and quarters, and believe investors should be well-compensated to take on that type of risk in the current market 
environment.  
 
 
 

Definitions of Indexes and Terms 
 
Basis points (bps) refer to a common unit of measure for interest rates and other percentages in finance. One basis point is equal to 1/100th of 1%, 
or 0.01%, or 0.0001, and is used to denote the percentage change in a financial instrument. 
EBITDA is earnings before interest, taxes, depreciation, and amortization, is a measure of a company's overall financial performance and is used as an 
alternative to net income in some circumstances. 
ICE BofA US High Yield Index: An index (ticker H0A0) that tracks the performance of US dollar denominated below investment grade rated corporate 
debt publicly issued in the US domestic market. The index is further defined by sub-indexes associated with credit ratings (e.g., the CCC sub-index). 
IMF World Commodity Price Index or IMF Primary Commodity Price Index (PCPI) is a weighted average of select commodity price indices, based on 
identified benchmark prices which are representative of the global market. Published by the International Monetary Fund. 
Option-Adjusted Spread (OAS) is the measurement of the spread of a fixed income security rate and the risk-free rate of return, which is then 
adjusted to take into account an embedded option. 
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Important Information 
Past performance does not guarantee future results. The referenced indices are shown for informational purposes only and are not meant to 
represent the AXS Investments Funds. Investors cannot directly invest in an index. 
 
The views above are those of SKY Harbor Capital Management, LLC. This information is educational in nature and does not constitute investment 
advice. These views are subject to change at any time based on market and other conditions and no forecasts can be guaranteed. These views may 
not be relied upon as investment advice or as an indication of any investment or trading intent. This content should not be construed as an offer to 
sell, a solicitation of an offer to buy, or a recommendation for any security by AXS Investments or any third-party. You are solely responsible for 
determining whether any investment, investment strategy, security or related transaction is appropriate for you based on your personal investment 
objectives, financial circumstances and risk tolerance. AXS Investments does not provide tax or legal advice and the information herein should not be 
considered as such. AXS Investments disclaims any liability arising out of your use of the information contained herein. You should consult your legal 
or tax professional regarding your specific situation. All investing is subject to risk, including the possible loss of the money you invest. Alternative 
investments may not be suitable for all investors. 

 


