
Commercial Services and Supplies (20-20)
United States of America

Industry Type (1/07/10):                                   Stalwart 
Key Indices:                                                     S5COMS
Recommendation:                                                  Hold



Top Picks:
                              MWW, IRM, RSG
Description and Summary:  
The commercial services and supplies industry encompasses a broad range of firms providing business solutions designed to enable other companies to focus on core competencies.  Although the sheer size and scope of the industry makes a complete listing difficult, services provided include: commercial printing, dining and catering, human resources and employee management, equipment repair, storage and warehousing, facility and waste management, and pollution control.  Firms often compete against many small, regionalized, private firms which collectively command a significant market share within their regions.  The diverse nature of the industry, however, makes sweeping generalizations and industry-wide analyses difficult as a wide variety of unique factors affect each sub-sector.  

International Competitive Structure: 

Broadly speaking the industry has relatively little competition from foreign firms.  The need for a local labor force and expertise in targeting American firms results in relatively little foreign competition.  Additionally, since some sub-sectors (such as waste management) have arisen due to the privatization of municipal services foreign firms have been strongly disadvantaged.  Exceptions to this domestic bias include the consulting, commercial printing, and human resources among others.  These sub-sectors operate internationally and face stiff competition from foreign firms.

Strengths:

1. Commercial services are an important aspect of consumer companies.  Industry firms help keep streets clean, offices equipped, and businesses staffed. Consequentially individual firms can continue to operate despite poor performance in the economy as a whole.  This protection, however, erodes quickly in the event of a prolonged downturn as previously important goods and services are replicated in-house.

2.  Deregulation in some sub-sectors provides opportunity for growth.  As municipalities continue to privatize various public services such as waste management and pollution control opportunities for expansion will continue to present themselves.

3.  Many industry firms remain relatively insulated from globalization.  The nature of the services provided often requires a local work force, delaying or preventing international expansion into the United States.  Unfortunately this limits growth opportunities for domestic companies abroad as well.

Weaknesses:

1. Many of the services provided are labor intensive. Unionization can drastically increase wages and related expenses for industry firms which otherwise have relatively low fixed costs.

2. Industry growth closely follows the economy at-large. Our recent domestic and foreign economic recession will continue to be felt in the industry for the foreseeable future with growth prospects significantly dampened.  Many firms may choose to bring certain services in-house to save costs.

Opportunities/Trends:
1. Strong free cash flows.  Even industry firms performing relatively poorly often maintain strong cash flows.  Consequentially the industry often boasts above-average dividends.  Depressed stock prices are also resulting in stock buybacks and further increases in dividend payouts in an effort to increase shareholder value. 

2.  The current political climate and President Obama favor environmentally conscious business solutions. Companies which embrace the “green” trend stand to profit heavily as increased government regulation drives business away from less environmentally conscious companies.

3.  Certain sub-sectors are quick to turnaround. When the nation experiences an economic recovery, temporary staffing firms have historically been the first to see better demand.  Employers usually will not make permanent hires until they are relatively certain that a business recovery will last.  Job placement firms also perform well in an upswing.

Threats:

1. The commercial services and supplies industry is     price sensitive. Competition is fierce and often many viable substitutes exist. Consequentially innovation and customer service are critical.  Firms which do not stay on the “cutting edge” of industry development can quickly lose market share.
2. Segments of the commercial services and supplies industry are heavily regulated, specifically security & alarm, and waste management services.  Uncertainty surrounds President Obama and congress that may pass laws to increase employee related expenses such as wages and benefits.

3. Consolidation has been a growing trend. As firms look to expand their market share and market reach they often look to their competition.  Medium-sized players often combine to threaten the market leaders.  Mergers are closely watched and anti-trust laws strictly enforced however, preventing firms from growing too large.

Key Valuation Ratios to Watch:

Debt to Capital Ratio, Current Ratio, FCFF, FCFE
Key Items to Watch: 
Population growth, Mergers and Acquisitions, Consumer Confidence
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