
 

 

Walmart wages raise performance questions  

 
Walmart has announced a dramatic increase in wages for the company’s lowest paid employees, 
raising its salary bill by $1bn. Management hopes that this will drive increased customer service, 
sales and ultimately returns.   
 

 Walmart sales growth stagnates as 2.2 million employees generate close to $500bn in sales 

 Low revenue per employee firms generated negative monthly returns of 0.26% since 2007  

 Walmart employees each generate almost $20,000 more per year than Target 
 
Wage growth: cause or effect 
 
Walmart, the largest employer in the world, 
surprised markets last week when it 
announced it would be raising the wages of 
its lowest paid employees; effectively raising 
the minimum wage. This could set the stage 
for similar increases at other firms as the 
demand for labour increases as the US 
economy heats up. The rate of US pay 
growth has increased, with annual growth of 
2.2% registered in January 2015.  
 

 
The increase in operating costs at Walmart 
occurred as weaker earnings globally impact 
results on the back of stronger dollar as 30% 
of the company business is outside of the US. 
Material growth is becoming harder to 
achieve for the world’s largest retailer with 
sales and earnings growth of 3.5% and 2.3% 
respectively for the past five years (CAGR). 
This is in comparison to Amazons five year 
sales CAGR growth of 29.4%, however the 

company’s earnings are still non-existent as 
relentless investment in growth continues.  
 
Management is attempting to take advantage 
of recent increases in store foot traffic, the 
first rise in three years as lower gas prices 
bring consumers in. Battling on price too, 
Walmart recently engaged in public online 
price checking against Amazon as the firm 
continues to compete with online retailers and 
consumers’ showrooming.  
 
Analysing revenue per employee 
 
Markit’s Research Signals’ Revenue per 
Employee*(RPE) factor reveals that investors 
generally reward companies that generate 
more RPE, but that this has been most 
significant for ‘low-RPE’ firms. 
 

 
 
Companies in the tenth decile of sample 
universe (Markit US Total Cap) or those with 
a relatively low RPE figure have delivered 
negative returns of 0.26% per month on 
average since February 2007. These returns 
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were driven in part by smaller cap companies 
that have lower RPE ratios. 
  
Walmart ranks in the seventh decile (below 
average) and using the latest earnings 
information has a RPE ratio of $220,000 per 
employee. Despite generating five times the 
revenue of online retailer Amazon, Walmart 
has 14 times the amount of employees and is 
outranked on a RPE basis. Amazon ranks in 
the third decile with a RPE of $577,000. Both 
firms beat brick and mortar retailer Target 
with the company ranking in the eighth decile 
and a RPE of $201,000.  
 
The implications from the RPE factor model’s 
return data are that companies with a low 
RPE ratio (relatively more labour intensive) 
which are smaller than their peers have 
generally underperformed since 2007. The 
factor can be used to identify these historical 
underperformers in an environment where 
wages in the US are set to rise in future.  
 
*Defined as the trailing 12-month total sales divided by 

the number of employees at the end of the last 
reported fiscal year.  
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