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conundrum more difficult than that seen during the financial crisis. How long
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In this piece, we use the experience of the 2008-09 financial crisis to see how quickly
corporates recovered when they made different staffing decisions. We analyse
several metrics to help determine the importance of staff. Indeed, by one measure,
staff are far more important today than they were in the growth period before the
financial crisis.
We also examine an essential metric for corporates: Human Capital Return on
Investment. From our sample of large companies, we find that companies that are
struggling may have the most to gain.
Finally, we analyse what sort of shape companies are in to handle the virus-induced
recession. Of course, the length of the reopening process will determine much,
however, corporate margins and the price they pay for cost of goods has a
significant impact.
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Companies are maintaining the relationship with their staff
As countries look to reopen their economies, corporates face a rather savage irony.
While the timing of the covid-19 recession seems relatively predictable, that
‘certainty’ creates extra layers of uncomfortable decisions that are not usually
necessary in other recessions. This ‘predictable uncertainty’ is also weighing
heavily on the minds of employees. Indeed, a quarter of employed Americans think
they are likely to be laid off in the next 12 months. That is the highest proportion
since 1975, according to a Gallup poll.
To search for some order amidst the uncertainty, it is interesting to note some
lessons from the financial crisis. A recent comment from Stephen Squeri, chief
executive of American Express, illustrates this nicely. He commented that, during
the financial crisis, it may have been beneficial to endure lower profits and retain
staff so the firm could “hit the ground running” when the economy began to grow
again. Of course, firm-specific factors can significantly alter this equation.
Perhaps the biggest differences between how companies are managing their staff
during the current crisis, and how they managed them during the financial crisis of
2008-09, is the huge increase in furloughing rather than permanent layoffs.
Indeed, the following chart shows that in March, for the first time, more Americans
are temporarily unemployed than those permanently unemployed.
Figure 1: Temporary layoffs exceed permanent ones for the first time

US unemployment (to March 2020)
8,000
7,000

Unemployed: Permanent Job
Loss (SA, '000s)

6,000
Unemployed: temporary job
loss (SA, '000s)

5,000
4,000
3,000
2,000
1,000
0
'94

'96

'98

'00

'02

'04

'06

'08

'10

'12

'14

'16

'18

'20

Source : BLS, Haver Analytics, Deutsche Bank

A similar trend can be seen in the UK. Although time series data is inconsistent, in
the period to 5 April, 27 per cent of the workforce had been furloughed. The
following chart shows how businesses have responded. The key point is that
permanent layoffs have been very limited. This has been the case even though many
businesses have voiced concerns at the length of time it has taken the
government’s support packages to hit business bank accounts.
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Figure 2: Permanent layoffs have been very limited in the UK
Proportion of workforce by working arrangements by status of
business: 23 Mar-5 Apr

Has temporarily closed or paused trading

Continuing to trade

0%
Put on furlough leave

10%

20%

30%

Other and off sick with pay

40%

50%

60%

Made redundant

70%

80%

90% 100%

Working as normal

Source : Office of National Statistics

There is a similar trend in the use of furloughing in Germany where the level of shorttime workers has jumped to levels not seen since the financial crisis while those
permanently unemployed have not climbed by nearly as much. This data, though,
should be considered in line with Germany’s well-established Kurzarbeit policy in
which the state pays part of an employee’s lost wages if their company sends them
home. This is argued to have helped Germany recover from the 2008 financial crisis.

The three factors in staff retention
There are three reasons for the use of furlough schemes rather than layoffs. The first
is simply that most economists and firms expect the corona crisis to be short, even
if it is very deep. Therefore, some companies see it as sensible to maintain as
attached as possible with their staff so that they can reopen as painlessly as
possible.
The second reason is more nuanced and applies to some firms more than others.
Namely, there is a risk of reputational damage in laying off (or even furloughing)
staff that exists today perhaps more so than in most other crises. This is particularly
the case for large, profitable, or high-profile companies. Just one example is the
public outcry in the UK when some football clubs furloughed support staff. As
corporates seek to be on the front foot, some have publically stated they will not lay
off staff until at least the worst of the current crisis is over.
The third reason for firms’ reluctance to lay off staff is discussed in the next two
sections. Essentially, staff have increasingly become more important to
companies. Indeed, our analysis shows that employees are more important to
companies now than at any time in recent history. That means that companies that
better understand the impact of their staff on operations and profits will likely be the
ones that recover the quickest from the corona crisis.
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Staffing decisions made during the financial crisis helped
determine how quickly a company recovered
While many managers may agree with Stephen Squeri’s view that holding onto
staff through a downturn makes it easier to hit the ground running in the upswing,
market and investor pressures often win the argument. That will particularly be the
case in the event of a prolonged pandemic or a delay in distributing a vaccine.
Against that pressure, managers can look at the experience of firms coming out of
the financial crisis. Indeed, as the following chart shows, US companies with the
highest growth in staffing (or, put another way, the lowest decreases in staffing)
during the financial crisis saw their subsequent profits grow at almost double the
rate of companies that had the lowest staffing growth. The picture is very similar in
Europe.

Figure 3: Recovery from the financial crisis was skewed
towards firms that kept staff ...
Median annual profit growth in 2010 of S&P 500 companies
that took different staffing strategies during the financial crisis

Figure 4: … on both sides of the Atlantic
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Of course, there are some accounting points to consider as well as some
correlation/causation issues in this analysis. Some companies that were adversely
affected by the crisis also took time to recover for reasons that were out of their
control. However, the striking difference between the two groups of companies (or
rather the two different staffing strategies) is certainly an indicator of the
importance of staff continuity during a downturn. In the next section, we delve
further into why staff are more important now than in the past.

The importance of staff has only increased
There are many ways to measure the ‘importance’ of staff. All are imperfect. The
first way we examine is to analyse the importance of intangible assets to a company.
This is a guide as, over the long run, it is an indicator of the amount of value that has
been created by assets that are not on the balance sheet – primarily employees.
As the following chart shows, intangibles now represent 23 per cent of S&P 500
company assets. That is half as much again as just before the financial crisis. In
Europe, Stoxx 600 companies have also grown their intangibles, albeit at a slower
rate. Accounting rules do play into the differences, but the trend is clear.
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Figure 5: Rising intangibles is one indicator of the rising value of staff
Intangibles as proportion of assets
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Of course, there are various arguments as to why using this measure as a proxy for
staff importance is overly simplistic. Among them is that intangibles can be created
merely by overpaying for a corporate acquisitions.
This overpaying argument is valid, however, one counter is that intangible levels
offer a guide to the weight companies are willing to pay for revenues that cannot
easily be produced by buying physical assets. In other words, those revenues are
the product of ‘people power’ and companies that desire those revenues feel it is
cheaper to acquire the output of that ‘people power’ rather than build them from
scratch.
There are also indications that corporates were overpaying for acquisitions in
similar amounts before the financial crisis. Indeed, during this time, intangibles rose
from 10 per cent of assets to 15 per cent, a rise of half – exactly the same rise as that
experienced during the post-financial crisis boom.
The boom period before the financial crisis has a striking similarity with the boom
period after it. During the trough-to-peak of both periods, the growth in median
company sales and employees was almost identical.
In Europe the picture is a little different. In the post-financial crisis world the
relationship between employees and sales fell away as the impact of the sovereign
debt crisis, and other European-specific issues, resulted in a longer period of
restructuring.
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Figure 6: The boom periods before and after the financial
crisis have strong similarities ...

Figure 7: … although specific factors have curtailed the
effect on the continent.
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Profits and the importance of staff
Quite simply, companies now make a lot more profit from each of their employees
than they did in the past. Large US companies now generate over $55,000 per staff
member each year, a significant jump from the roughly $38,000 generated just in
the boom time just before the financial crisis. Meanwhile, European companies
generate just over €33,000, a little higher than the pre-crisis level, however, a strong
climb since its aftermath.
Figure 8: In the post-financial crisis world, the profit-generation capacity of staff
has increased at a rate faster the GDP, inflation, and other metrics
Median net profit per employee
60,000

S&P 500 - USD

50,000

Stoxx 600 - EUR
40,000
30,000
20,000
10,000
0
'01

'02

'03

'04

'05

'06

'07

'08

'09

'10

'11

'12

'13

'14

'15

'16

'17

'18

'19

Source : Factset, Deutsche Bank

Not only do companies generate more profit per staff member, that profit has
become more predictable, at least in the US. That is to say, in the most recent growth
period, more staff equalled more profit – more so than in the prior growth period.
While correlation is not necessarily causation, given the last growth period was a
lengthy ten years, it is a long enough time frame to consider taking seriously. As we
mentioned earlier, some post-financial crisis, European-specific factors help
explain the odd result in that period.
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Figure 9: Staff numbers have become more important to
revenue growth post-crisis
Correlation between the growth in staff numbers and
revenues: S&P 500
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Figure 10: European companies have seen restructuring
complicate revenue growth
Correlation between the growth in staff numbers and
revenues: Stoxx 600
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Companies are in better shape to withstand the current
crisis

If the analysis in the prior section is a guide, many corporates have more to lose from
letting staff go today than they did in prior crises. This is certainly because of the
continued shift towards the knowledge economy. With more of a firm’s operations
and revenues dependent on the knowledge of workers, the hiring and firing of staff
increasingly disruptive. When these workers are fired, they take knowledge with
them; when new ones are hired, they take longer to learn the ropes.
The good news for corporates is that there are several reasons why firms are in
better shape to withstand the current crisis, stimulus schemes notwithstanding.
One is seen by examining some of the most talked about metrics over the last two
months. Perhaps the most popular is 'Days Solvency with Zero Revenue'. A close
cousin of this metric is 'Days to Profit Breakeven with Zero Revenue'. Both are
metrics that investors and managers had never contemplated until this year. But
with economies outlining reopening strategies, the latter is a useful baseline for
companies unsure as to how quickly consumer demand will return.
Due to the expansion of company margins since the financial crisis, companies
have the ability to ‘hold their breath’ for longer. One way to look at this is to assess
the length of time that a company can experience a complete lack of sales and still
breakeven. This is a twist on assessing company profit margins. It also accounts for
the fact that if no sales are made, then ‘cost of goods’ expenses are not required.
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Figure 11: The ability of corporates to withstand demand shocks has increased
over the past decade
Profit/Net sales
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How the value of human capital affects return on equity
While we have so far inferred the value of employees through various metrics, there
is a way to better value employees more directly. The method is described in the new
ISO standard on Human Capital reporting. This is easiest to do for European
companies as disclosure of staff costs can be more consistent than it is in the US.
To calculate ‘Human Capital Return on Investment’, we conducted a deep dive into
the financial accounts of individual European stocks. The results can be muddied
by outsourcing policies but, nonetheless, the data showed some unexpected
conclusions.
The first unexpected result is the relationship between Human Capital RoI and
subsequent share price movements, Returns on Equity, and a firm’s overall staff
costs.
In short, the higher a company’s staff costs, as a proportion of its total operating
costs, the lower its Human Capital RoI. The easy conclusion to make is that
companies that employ a lot of people have little discipline about how they use their
staff. However, this is not necessarily the case.
When we break down companies into quartiles based on their staff costs, we find
that companies in the highest quartile of staff costs see little correlation with
Human Capital RoI. One potential reason for this is that when a company has very
high staff costs, managers pay closer attention to hiring decisions and put more
effort into justifying hires.
When we move down to mid-range companies, that is, companies in the middle
two quartiles for staff costs, we begin to see a negative correlation between the size
of staff costs and Human Capital RoI. Moving further down into the bottom quartile,
that is, companies that have the lowest staff costs, these companies exhibit a
Page 8
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strongly negative relationship between their staff costs and Human Capital RoI.
So, it seems that in firms where staff costs are not a large proportion of the cost
base, managers are less troubled by ensuring that new hires are justified. The
additional hires that are brought in do not bring in enough revenue to compensate.
This might be easy to explain if these companies were young, high-growth
companies. But this is not the case. Our sample of low-staff cost companies was
dominated by energy, utility, and consumer firms, very few of which can be classed
as young or high-growth. It is true that there are some company or sector-specific
reasons for this. For example, energy and utility firms tend to be high-fixed cost
firms and thus have their cost base dominated by depreciation. That said, there
were a notable number of firms in this group with low fixed costs.
When we look at perhaps the most important fundamental measure of a company’s
performance, return on equity, it is quite striking to see which companies exhibit the
strongest relationship between RoE and Human Capital RoI.
As the following chart shows, companies in the top quartile for RoE see very little
correlation with Human Capital RoI. As we move down the RoE spectrum,
companies with mid-range returns have a small positive correlation – that is, where
companies in this group have higher RoE they tend to have higher Human Capital
RoI.
When we move down to the worst stocks, in terms of RoE, we find a strong positive
relationship between RoE and Human Capital RoI. This implies that, if the worst
performing firms can increase the efficiency of their hiring decisions, this can have
a substantial effect on their returns (of course, the flip side of this equation can also
be true).
Figure 12: Human Capital RoI is critical for firms with low Return on Equity
Correlation between "Human Capital Return on Investment" and companies with
high/moderate/low returns on equity
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The final word
Where covid-19 has crushed a firm’s revenues, managers stand in an unenviable
position. An easy short-term fix is to cut staff. However, the experience of the
financial crisis shows that a firm’s recovery after the crisis may highly depend on the
staffing decisions taken during the crisis. And, that is before considering the
reputational damage that some firms have experienced after furloughing
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employees.
Furthermore, as firms with low returns on equity seek to navigate the current crisis,
they should feel encouraged that more efficient staffing decisions, with hiring and
layoffs, will allow them to have a greater say in their own destiny.
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fullest extent permissible by local laws and regulations, including without limitation the Code of Conduct for Persons Licensed
or Registered with the Securities and Futures Commission. This report is intended for distribution only to 'professional
investors' as defined in Part 1 of Schedule of the SFO. This document must not be acted or relied on by persons who are not
professional investors. Any investment or investment activity to which this document relates is only available to professional
investors and will be engaged only with professional investors.
India: Prepared by Deutsche Equities India Private Limited (DEIPL) having CIN: U65990MH2002PTC137431 and registered
office at 14th Floor, The Capital, C-70, G Block, Bandra Kurla Complex Mumbai (India) 400051. Tel: + 91 22 7180 4444. It is
registered by the Securities and Exchange Board of India (SEBI) as a Stock broker bearing registration no.: INZ000252437;
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Merchant Banker bearing SEBI Registration no.: INM000010833 and Research Analyst bearing SEBI Registration no.:
INH000001741. DEIPL may have received administrative warnings from the SEBI for breaches of Indian regulations. Deutsche
Bank and/or its affiliate(s) may have debt holdings or positions in the subject company. With regard to information on
associates, please refer to the “Shareholdings” section in the Annual Report at: https://www.db.com/ir/en/annualreports.htm.
Japan: Approved and/or distributed by Deutsche Securities Inc.(DSI). Registration number - Registered as a financial
instruments dealer by the Head of the Kanto Local Finance Bureau (Kinsho) No. 117. Member of associations: JSDA, Type II
Financial Instruments Firms Association and The Financial Futures Association of Japan. Commissions and risks involved in
stock transactions - for stock transactions, we charge stock commissions and consumption tax by multiplying the transaction
amount by the commission rate agreed with each customer. Stock transactions can lead to losses as a result of share price
fluctuations and other factors. Transactions in foreign stocks can lead to additional losses stemming from foreign exchange
fluctuations. We may also charge commissions and fees for certain categories of investment advice, products and services.
Recommended investment strategies, products and services carry the risk of losses to principal and other losses as a result
of changes in market and/or economic trends, and/or fluctuations in market value. Before deciding on the purchase of financial
products and/or services, customers should carefully read the relevant disclosures, prospectuses and other documentation.
'Moody's', 'Standard Poor's', and 'Fitch' mentioned in this report are not registered credit rating agencies in Japan unless
Japan or 'Nippon' is specifically designated in the name of the entity. Reports on Japanese listed companies not written by
analysts of DSI are written by Deutsche Bank Group's analysts with the coverage companies specified by DSI. Some of the
foreign securities stated on this report are not disclosed according to the Financial Instruments and Exchange Law of Japan.
Target prices set by Deutsche Bank's equity analysts are based on a 12-month forecast period..
Korea: Distributed by Deutsche Securities Korea Co.
South Africa: Deutsche Bank AG Johannesburg is incorporated in the Federal Republic of Germany (Branch Register Number
in South Africa: 1998/003298/10).
Singapore: This report is issued by Deutsche Bank AG, Singapore Branch (One Raffles Quay #18-00 South Tower Singapore
048583, 65 6423 8001), which may be contacted in respect of any matters arising from, or in connection with, this report.
Where this report is issued or promulgated by Deutsche Bank in Singapore to a person who is not an accredited investor, expert
investor or institutional investor (as defined in the applicable Singapore laws and regulations), they accept legal responsibility
to such person for its contents.
Taiwan: Information on securities/investments that trade in Taiwan is for your reference only. Readers should independently
evaluate investment risks and are solely responsible for their investment decisions. Deutsche Bank research may not be
distributed to the Taiwan public media or quoted or used by the Taiwan public media without written consent. Information on
securities/instruments that do not trade in Taiwan is for informational purposes only and is not to be construed as a
recommendation to trade in such securities/instruments. Deutsche Securities Asia Limited, Taipei Branch may not execute
transactions for clients in these securities/instruments.
Qatar: Deutsche Bank AG in the Qatar Financial Centre (registered no. 00032) is regulated by the Qatar Financial Centre
Regulatory Authority. Deutsche Bank AG - QFC Branch may undertake only the financial services activities that fall within the
scope of its existing QFCRA license. Its principal place of business in the QFC: Qatar Financial Centre, Tower, West Bay, Level
5, PO Box 14928, Doha, Qatar. This information has been distributed by Deutsche Bank AG. Related financial products or
services are only available only to Business Customers, as defined by the Qatar Financial Centre Regulatory Authority.
Russia: The information, interpretation and opinions submitted herein are not in the context of, and do not constitute, any
appraisal or evaluation activity requiring a license in the Russian Federation.
Kingdom of Saudi Arabia: Deutsche Securities Saudi Arabia LLC Company (registered no. 07073-37) is regulated by the
Capital Market Authority. Deutsche Securities Saudi Arabia may undertake only the financial services activities that fall within
the scope of its existing CMA license. Its principal place of business in Saudi Arabia: King Fahad Road, Al Olaya District, P.O.
Box 301809, Faisaliah Tower - 17th Floor, 11372 Riyadh, Saudi Arabia.
United Arab Emirates: Deutsche Bank AG in the Dubai International Financial Centre (registered no. 00045) is regulated by
the Dubai Financial Services Authority. Deutsche Bank AG - DIFC Branch may only undertake the financial services activities
that fall within the scope of its existing DFSA license. Principal place of business in the DIFC: Dubai International Financial
Centre, The Gate Village, Building 5, PO Box 504902, Dubai, U.A.E. This information has been distributed by Deutsche Bank
AG. Related financial products or services are available only to Professional Clients, as defined by the Dubai Financial Services
Authority.
Australia and New Zealand: This research is intended only for 'wholesale clients' within the meaning of the Australian
Corporations Act and New Zealand Financial Advisors Act, respectively. Please refer to Australia-specific research disclosures
and related information at https://australia.db.com/australia/content/research-information.html Where research refers to any
particular financial product recipients of the research should consider any product disclosure statement, prospectus or other
applicable disclosure document before making any decision about whether to acquire the product. In preparing this report,
the primary analyst or an individual who assisted in the preparation of this report has likely been in contact with the company
that is the subject of this research for confirmation/clarification of data, facts, statements, permission to use company-sourced
material in the report, and/or site-visit attendance. Without prior approval from Research Management, analysts may not
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accept from current or potential Banking clients the costs of travel, accommodations, or other expenses incurred by analysts
attending site visits, conferences, social events, and the like. Similarly, without prior approval from Research Management and
Anti-Bribery and Corruption (“ABC”) team, analysts may not accept perks or other items of value for their personal use from
issuers they cover.
Additional information relative to securities, other financial products or issuers discussed in this report is available upon
request. This report may not be reproduced, distributed or published without Deutsche Bank's prior written consent.
Backtested, hypothetical or simulated performance results have inherent limitations. Unlike an actual performance record
based on trading actual client portfolios, simulated results are achieved by means of the retroactive application of a backtested
model itself designed with the benefit of hindsight. Taking into account historical events the backtesting of performance also
differs from actual account performance because an actual investment strategy may be adjusted any time, for any reason,
including a response to material, economic or market factors. The backtested performance includes hypothetical results that
do not reflect the reinvestment of dividends and other earnings or the deduction of advisory fees, brokerage or other
commissions, and any other expenses that a client would have paid or actually paid. No representation is made that any trading
strategy or account will or is likely to achieve profits or losses similar to those shown. Alternative modeling techniques or
assumptions might produce significantly different results and prove to be more appropriate. Past hypothetical backtest results
are neither an indicator nor guarantee of future returns. Actual results will vary, perhaps materially, from the analysis.
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