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ABSTRACT

This paper investigates the impact of media narratives
surrounding worker layoffs, worker hiring, and labor shortages
on stock returns. Drawing on narrative economics and financial
econometrics, we quantify how these labor-related themes
propagate through market sentiment and stock returns. Using
long/short portfolio return series based on media narrative
stock exposures, we find that stocks associated with layoff
narratives consistently underperform, while those linked to
hiring narratives outperform, reflecting investor optimism about
growth. Conversely, stocks exposed to labor shortage
narratives have lagged in the past year, as persistent labor
constraints signal operational risk and margin pressure. Our
findings highlight the importance of narrative-aware investing
and risk management in an environment where labor market

stories drive investor perception and capital flows.
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Figure 1. Labor Markets in Focus
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Source: State Street Associates, MKT MediaStats (as of Dec 16, 2025).

Labor markets have become a dominant macro theme recently,
positioned in the Important Hype quadrant in our Narrative Map. The
important hype quadrant reflects high media intensity and strong
explanatory power of market returns for a given media narrative.
Labor conditions can

reflect economic activity, while wage

pressures can influence margins and inflation expectations,
impacting valuations. As employment trends feed into consumption
their

performance has intensified, making labor dynamics a key theme for

and monetary policy, explanatory power for market

equity investors navigating macro-driven markets.
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CONCEPTUAL FRAMEWORK

Recent advances in narrative economics emphasize that
stories circulating in media—especially those relating to labor
market dynamics—can exert a powerful influence on investor
expectations and asset pricing. We conceptualize three key
labor narratives as thematic macro risk factors:

Worker Hiring: Proxy for expansion, confidence, and growth.
Hiring stories tend to be associated with positive sentiment and
upward revisions to earnings expectations.

Worker Layoffs: Signals cost-cutting, operational stress, or
deteriorating demand. Often interpreted as a negative indicator
for future growth and profitability.

Labor Shortages: Indicates supply-side constraints, wage
inflation, and potential operational bottlenecks. Persistent
shortages can erode margins and signal sectoral vulnerability.

EMPIRICAL ANALYSIS
Data and Methodology

We construct long/short basket return series by quantifying
positive media narrative intensity for worker layoffs, hiring, and
labor shortages using the State Street MediaStats Narrative
indicators. The analysis is performed across the broad US
market universe of roughly 3,000 US stocks.

To quantify a stock’s exposure to a given media narrative, we
estimate a univariate regression of the stock’s returns on the
positive intensity of the narrative proxy. The resulting beta
coefficient serves as our measure of exposure, capturing the
sensitivity of the stock to shifts in media attention to that
narrative. Formally, the model is specified as:

Stock Return

f=at B ¢ * Narrative Proxy ¢

Stocks are classified as "exposed" if their returns tend to co-
move with media attention to a given labor theme. Portfolio
returns are computed by going long the top 100 stocks with the
highest narrative exposure and short the 100 stocks with the
lowest exposure.
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Key Findings
1. Hiring Narratives and Outperformance

Our hiring narrative portfolio—constructed as the market-cap-
weighted returns of the 100 stocks most exposed to the worker
hiring narrative minus the market-cap-weighted returns of the
100 least exposed—has significantly outperformed since
2018. Media stories highlighting expansion, recruitment drives,
or talent acquisition are viewed as proxies for growth, sectoral
momentum, and management confidence.

Figure 2: Cumulative Portfolio Returns: Worker Hiring
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Source: State Street Markets®, MKT MediaStats (2018-2025).

Hiring can signal future revenue growth, capacity expansion,
and competitive positioning. Furthermore, this theme may be
interpreted as a leading indicator of positive earnings surprises
and upward revisions to guidance,
outperformance.

leading to stock

2. Layoff Narratives and Underperformance

Conversely, stocks associated with the layoffs narrative tend
to underperform. The persistent decline in cumulative portfolio
returns for companies associated with the worker layoffs
narrative (Figure 3) reflects a structural shift in the current
cycle: layoffs are no longer just a symptom of weak growth but
a strategic retooling around automation and Al. Many firms
announcing workforce reductions today are reallocating
resources to technology-driven efficiencies, replacing roles in
customer service, operations, and even software development
with Al-powered tools. This transformation, while aimed at
long-term margin expansion, creates short-term uncertainty for
investors, as cost-cutting headlines often signal disruption.
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Figure 3: Cumulative Portfolio Returns: Worker Layoffs
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Source: State Street Markets®, MKT MediaStats (2018-2025).

Combined with broader economic pressures—high interest
rates, inflation, and investor demands for leaner operations—
layoffs entail amplified narrative risk, keeping returns
depressed despite the promise of future productivity gains.
The chart underscores this paradox: even as companies
position for innovation, markets continue to penalize layoff-

related themes amid structural change.
3. Labor Shortage Narratives and Underperformance

Figure 4 shows cumulative returns for labor-shortage-linked
companies rising sharply from late 2021 through early 2024,
then reversing in 2024-2025. Initially, shortages were viewed
as a positive narrative: firms were expected to gain pricing
power and benefit from strong post-pandemic demand.
However, by 2024, the market began pricing in the downside
of persistent shortages—higher wages, reduced output, and
delayed projects—directly impacting profitability. Early
optimism gave way to concerns that structural constraints were
not temporary but chronic, forcing companies to absorb rising
labor costs and operational inefficiencies. This shift explains
why returns have fallen sharply in the past year: the narrative
moved from “shortages as an opportunity” to “shortages as a
margin risk,” especially as demographic pressures have
proven harder to solve quickly. Compounding this downturn,
immigration policy changes under the new administration have
further restricted labor supply, reducing the inflow of foreign-
born workers in critical sectors like healthcare and
These policy shifts have reinforced the
perception that shortages are structural rather than cyclical,
amplifying investor concerns and accelerating the reversal in
returns.

construction.
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Figure 4: Cumulative Portfolio Returns: Labor Shortages
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Source: State Street Markets®, MKT MediaStats (2018-2025).

Lastly, we present performance statistics for all three labor-
related narrative portfolios in Figure 5.

Figure 5: Narrative Portfolio Performance Statistics

Worker  Worker Labor

Layoffs Hiring Shortages
Annualized Returns -13.9% 27.0% 21%
Annualized Vol 31.3% 21.8% 26.0%
IR -0.44 1.24 0.08

Source: State Street Markets®, MKT MediaStats (2018-2025).

The performance table highlights distinct return and risk
profiles across the three labor-related narrative portfolios.
Worker hiring stands out with the highest annualized return of
27% and an Information Ratio (IR) of 1.24, indicating strong
risk-adjusted performance. In contrast, the worker layoffs
narrative portfolio exhibits the weakest annualized returns, at -
13.9%.

CONCLUSION

Labor market narratives—worker hiring, layoffs, and
shortages—can be important drivers of equity returns.
Investors react strongly to labor market stories due to their
direct link to company fundamentals and macroeconomic
health. Layoff stories trigger risk aversion, while hiring stories
foster optimism. Labor narratives also often coincide with shifts

in monetary policy, business cycles, and sectoral rotation.

By systematically quantifying media exposure and integrating
narrative risk into portfolio construction, investors can better
anticipate market movements and manage risk across
portfolios. The predictive power of these themes underscores
the need for narrative-aware investing in today’s information-
driven markets.
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on request. Products and services described herein may not be available in all jurisdictions or through
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provided is of a general nature only and has not been reviewed by any regulatory authority.

This communication is intended for general marketing purposes, and the information contained herein
has not been prepared in accordance with legal requirements designed to promote the independence
of investment research. It is for clients to determine whether they are permitted to receive research of
any nature. Market commentary provided by trading desks is not investment research. This
communication is not intended to suggest or recommend any transaction, investment, or investment
strategy, does not constitute investment research, nor does it purport to be comprehensive or
intended to replace the exercise of an investor's own careful independent review and judgment
regarding any investment decision.

This communication is not intended for retail clients, nor for distribution to, and may not be relied upon
by, any person or entity in any jurisdiction or country where such distribution or use would be contrary
to applicable law or regulation. This communication or any portion hereof may not be reprinted, sold
or redistributed without the prior written consent of State Street. This communication and the
information herein does not constitute investment, legal, or tax advice and is not a solicitation to buy
or sell securities or any financial instrument nor is it intended to constitute a binding contractual
arrangement or commitment by State Street of any kind. The information provided does not take into
account any particular investment objectives, strategies, investment horizon or tax status.

The views expressed herein are the views of State Street as of the date specified and are subject to
change, without notice, based on market and other conditions. The information provided herein has
been obtained from sources believed to be reliable at the time of publication, nonetheless, we make
no representations or assurances that the information is complete or accurate, and you should not
place any reliance on said information. State Street hereby disclaims any warranty and all liability,
whether arising in contract, tort or otherwise, for any losses, liabilities, damages, expenses or costs,
either direct, indirect, consequential, special, or punitive, arising from or in connection with any use of
this document and/or the information herein.

State Street may from time to time, as principal or agent, for its own account or for those of its clients,
have positions in and/or actively trade in financial instruments or other products identical to or
economically related to those discussed in this communication. State Street may have a commercial
relationship with issuers of financial instruments or other products discussed in this communication.

This communication may contain information deemed to be forward-looking statements. These
statements are based on assumptions, analyses and expectations of State Street in light of its
experience and perception of historical trends, current conditions, expected future developments and
other factors it believes appropriate under the circumstances. All information is subject to change
without notice.

Participating in trading any financial instrument, including but not limited to foreign exchange, equities,
futures, fixed income or derivative instruments, or investments in non-liquid or emerging markets, or
digital assets, or participating in securities lending, repurchase transactions or other collateral services
present risks, which may include but are not limited to counterparty, collateral, investment loss, tax,
and accounting risks. Where applicable, returns may increase or decrease as a result of currency
fluctuations. Derivatives may be more volatile than the underlying instruments. Certain foreign
exchange business, including spot and certain forward transactions, may not be regulated in all
jurisdictions. Past performance is no guarantee of future results.

Please contact your State Street representative for further information. To learn how State Street
looks after your personal data, visit: https://www.statestreet.com/utility/privacy-notice.html.

© 2025 State Street Corporation — All Rights Reserve

Global Markets Research Disclaimer Supplement [2025.01] Australia: This communication is
provided to wholesale clients by State Street Bank and Trust Company (Australian Business Number
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from investors residing in Brazil and no information in this marketing material should be construed as
a public offering or unauthorized distribution of the products within Brazil, pursuant to applicable
Brazilian law and regulations. Israel: State Street Bank and Trust Company is not licensed under
Israel's Regulation of Investment Advice, Investment Marketing and Portfolio Management Law,
1995. This communication may only be distributed to or used by investors in Israel which are “eligible
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Marketing and Portfolio Management Law 1995. Japan: This communication is made available in
Japan by State Street Bank and Trust Company, Tokyo Branch, which is regulated by the Financial
Services Agency of Japan and is licensed under Article 47 of the Banking Act. Oman: State Street
Bank and Trust Company is not a bank or financial services provider registered to undertake business
in Oman and is not regulated by the Central Bank of Oman or the Capital Market Authority. Qatar:
The information in this communication has not been reviewed or approved by the Qatar Central Bank,
the Qatar Financial Markets Authority or the Qatar Financial Centre Regulatory Authority, or any other
relevant Qatari regulatory body. Singapore: This communication is made available in Singapore by
State Street Bank and Trust Company, Singapore Branch (“SSBTS”), which has been granted a
wholesale bank license by the Monetary Authority of Singapore. SSBTS is also an exempt capital
markets services licensee under the Securities and Futures Act 2001 and an exempted financial
adviser under the Financial Advisers Act 2001 (“FAA”) for certain regulated activities which SSBTS
has notified MAS. In Singapore, this communication is only distributed to accredited, institutional
investors as defined in the FAA and its regulations. Note that SSBTS is exempt from Sections 36 and
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