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This note builds up on the regression analysis
in the statistical appendix to the August 2004
Forecast of the Nation report. In that investiga-
tion, for 133 publicly traded firms in 2003, it
was found that job growth requires revenue
growth as a precondition. It seemed that for
this period profit improvement came at the
expense of job growth. Now, are these fact
also true in periods when both the economy
and the stock market is booming, and grab-
bing market share might be the over-arching
objective, as happened in the late 90’s in the
dot-com heydays? Additionally, do these find-
ings hold up for a bigger sample of firms, such
as the ones in the S&P500 index, which is
more diversified?

To answer these two questions, data was col-
lected for firms in the S&P500 index for 5
years--from years 1999 to 2003. Revenues,
employee count, profits, assets and industry
type information was obtained at annual fre-
quency. (I thank Will Edwards form the At-
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lanta office of Bloomberg Services for very
kindly providing me this data) The accompa-
nying chart shows that employment growth
was virtually zero in 2003 compared to its
5.3% growth in 2000. Profits, on the other
hand, were growing by 10.3% in 2003, much
higher than the 7.7% rate seen in 2000. Total
assets were used to define firm size, with small
firms being defined as ones with assets less
than $10 billion. Sample statistics are pre-
sented in the data appendix to this report.

The companion page reports the functional
form of the regression equation and the esti-
mation results for these two different periods.
As expected, for both of these time-periods,
the regression coefficient for revenue change
is significantly positive. The regression coef-
ficient for profit change is negative in 2002-
2003, but positive in the 1999-2000 period.
This implies that profit improvement was not
inimical to hiring in the go-go 90's.

Elasticity of Hiring
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2002—2003 227.3 1170.6 713.2 2.976 -0.427
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Elasticity Of Hiring At The Firm Level

So what are the economic implications of these
results? The best way is to calculate elasticity
coefficients of employment change with respect
to changes in revenues and profits for these two
time-periods. The table below presents these
calculations at the mean value of the data vari-
ables. One thing is very clear: hiring elasticity
w.r.t. revenue growth is almost 9 times higher in
2003 when compared to 2000! In simple terms,
a $1 billion increase in revenues for the S&P500
companies will result in almost 3000 jobs being
created, or one job per 300 thousand of revenue
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job in 2000. (Median elasticity calculations for
2003 were not possible given that the median
value for employment change was exactly zero)
Hiring elasticity w.r.t profit changes was almost
zero in year 2000, implying that profit improve-
ment did not come at the expense of job elimi-
nation. This elasticity number, however, was
negative 0.427 in 2003. This result provides
proof for the assertion that profit improve-
ments in 2003 came at the expense of jobs, and
were sufficiently larger in magnitude. No won-
der, we had a job less recovery in 2003.

increase. This requirement was almost $3 mil-
Revenue, Profit and Employment Growth for S&P500 Firms
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Main Equation: Regress Employment Change on Profit and Revenue Changes

11
DEmp =a +Db, * DProfits+b,* DReyV, +b3*Size+é b, * Industry(i) +e,

i=1
Regression Period 1999—2000

DEmp = 72.6566 + 0.36215* D Pr ofits, + 0.55747* DRev. +4201.08* Sze

(0.10) (1.87)F (5.39)* (357)F
: - 3694.74* Ind 4 + 2476 06" Ind5+ 3578.74* Ind 6 +5884.04* Ind8
lion for one (2237 (2.26)% (3.07)7

R2=0.138 Wherei=1,2 3 ...479

Regression Period 2002—2003

DEmp; = - 61.6971- 0.13612* DPr ofits; + 0.57791* DRev; - 1170 06* Sze

(0.13) (2.11)F (5.96)"
- 1259 .05* Ind 4 + 5781 .79* Ind 5 +1041 56* Ind 6 - 1613 44* Ind 8
(1.18) (4.70) (1.32)

R2=0.1324

- Denotes statistically significant values at 5% level of confidence.

Wherei=1,2,3...499



