Using Data to Help Direct Your Teams – by Greg Palmer

How can one use available data to help direct their company to navigate the ups and downs of the temporary help industry in the US?  To address this question I would like to discuss a practical 3 step approach using forecasting, monthly BLS data, and published Wall Street earnings reports to help direct your sales and recruiting teams.  We will also briefly compare staffing vs. direct hire from an investment timing perspective during the ups and downs found within the cyclical US staffing market.
Basis for the GPalmer forecast tm
When I was CEO at Remedy Temp we would internally forecast the up and down direction of the temporary help industry in the US and shared this data with the public.  In my consulting practice; we also forecast for our clients and have refined it with the hope of helping staffing and recruiting companies navigate the direction of labor in the US.  
The premise for the GPalmer Forecasttm is to take the percentage changes in the GDP and unemployment rates, and mix in labor productivity trends. By combining these three macro drivers for Labor you can predict with some certainty the percentage that the temporary help market will move up or down. The percentages are very important because they will lead you to expect from mild to violent swings in the market.  Over time we have predicted accurately to a 97% correlation. (See graph below) 
 Three-step Process to Navigate Cycles:  If you pay attention to the three key data areas (forecasts, BLS monthly report and Wall Street Earnings Reports) you can stay ahead of the cycles and operate your company to its maximum potential.
Step 1:  Forecast - The first thing I always recommend is to find out how things are moving directionally; this is where forecasting comes in handy.  Currently we are forecasting a decline in the US market for Q1 2008 of 2.3 % (see below).

--Industry Consulting Firm G. Palmer & Associates’ Quarterly Forecast

Assists in Previewing Near-Term Hiring Patterns--

“Newport Beach, Calif., December 18, 2007—seasonally adjusted demand for temporary workers in the United States for the first quarter of 2008 is expected to fall approximately 2.3 percent over the same period in 2007, according to the Palmer Forecast™, released today…”
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If forecasted trends are heading up or down you can plan your spending and investments accordingly.  Even though we are seeing the trends moving downward in the near term (low single digit range), there remains several bright spots to consider as we will discover in a moment by observing the BLS Data.
Step 2: Trend BLS data- No matter which direction things are heading if you dig just a little deeper and look for the categories of gainers and losers you can confidently point your teams and set realistic expectations. In the best of times or the worst of times there are those verticals that are performing better or worse within their respective category versus labor in general.  The Bureau of Labor Statistics (BLS) report is published the last Friday of each month. SIA reports on this in detail in addition to many newspapers and industry analysts. If you go to the Department of labor website you can also see the reports and related data posted   www.bls.gov .

Below is an excerpt from a recent BLS report 12/5/2007.  

Areas that posted gains

    

Employment in professional and technical services grew by 24,000 in November and has risen by 312,000 over the year.  In November, job gains continued in computer systems design and related services (12,000) and in management and technical consulting services (6,000).

   

Health care employment continued to grow, but a gain of 15,000 in November was less than half the average increase (34,000) for the prior 12 months.  In November, hospitals and offices of physicians added 8,000 and 7,000 jobs, respectively.  Employment in social assistance increased by 10,000 in November and by 94,000 over the year.  Machinery manufacturing added 4,000 jobs over the month.

Areas that posted losses

In November, employment declined in several industries related to home building and financing.  Construction  employment declined by 24,000 with job losses occurring in residential building (-7,000) and in residential specialty trade contractors (-13,000).  Within financial activities, employment in credit intermediation (which includes mortgage lending and related activities) continued to contract (-13,000).  Credit intermediation has lost 75,000 jobs since its peak in February.  Real estate employment declined by 8,000 in November.

   

Manufacturing employment continued to trend down in November.  Job losses persisted in two industries that provide construction materials--wood products and nonmetallic mineral products (such as concrete and glass).
As you can see, there are areas that performed well and those that did not. The back drop for this period was an overall market that trended down. By way of the BLS report, it’s fairly clear to chose those areas that will likely trend in the most positive direction. Likewise, an indicator is given of those areas trending down so one can become more cautionary.

Step 3 – Interpreting Wall Street Earnings Reports
I always found the public company reports to be quite useful. The reports tend to bring to life the data from forecasts and the BLS.  I feel it’s not enough to strictly look at the data on its own but it becomes much more powerful to understand the drivers behind the numbers.  The Wall Street Earning Reports give you a glimpse into sustainability and gives you perspective on the subtle shifts that are occurring.

Example  -   from the Wall Street Journal - “(CAT) Caterpillar said its fourth-quarter net income rose 11% driven by strong growth overseas and reiterated its outlook for further earnings growth in 2008, even as its outlook for the U.S. economy darkened. Caterpillar reported quarterly sales and profit gains that surpassed Wall Street’s expectations and delivered an optimistic outlook Thursday, suggesting that a weakening economy would not slow it down.”
You will notice in the BLS report that manufacturing was down overall in this period and had been trending down. There is nothing you can do to fight the trends however if you keep your eyes open not all manufacturing was down. If you look at public traded companies (who must report to their shareholders) you will find opportunity with exporters like Caterpillar. Currently the exporters are bucking trends due to benefiting from a weak dollar. A weak dollar allows exports to be more competitive in the Global Markets. This clue was contained in the BLS report “Machinery manufacturing added 4,000 jobs….”

The more obvious bright spots are found in the Professional, IT, Health Care and Consulting areas. If you are providing services in these categories you have likely have experienced the same upward movements describe in the report. You are also likely not surprised by the strong earnings being reported by Microsoft, Oracle and the like.
Staffing vs. Direct Hire – which to choose and when?
Our discussion would be missing a key ingredient if I didn’t briefly mention direct hire and compare it to staffing. The importance of understanding these trends is critical because it will allow you an advantage from a timing standpoint to invest at the proper moment in staffing, direct hire, or both.  We could go into a great amount of detail, but to keep it simple and focused strictly from a timing perspective there are two beliefs that have proven accurate over time.

-Staffing leads a cycle on both sides of the curve (up or down) and direct hire follows – usually about a      six month lag.

-Direct hire usually rises faster and farther in terms of growth rates (double or triple the growth rates of staffing) and it falls correspondingly harder when thing slow down.
You can look to the reports of public staffing companies for the most up to date trends. A pure direct hire play in a public company is Korn Ferry (kfy).

What to do if your sector is experiencing or is forecasting a decline?
The BLS, Public and Private staffing companies alike are beginning to report a slow down… here are a few thoughts to consider as you navigate the current choppy waters. 

-Review all non revenue generating S G & A costs and take appropriate action

- review where to spend your time and the time of your sales force. There are companies/industries that are doing better than others. It’s up to you to figure out who those companies are and spend your time on them vs. the other less robust prospects 

-Review all non- performing sales and recruiting personnel and make the necessary adjustments

-Its time to revisit operating metrics and holding everyone accountable to them
- As it relates to recruiting – are you candidate centric enough? Are you tracking the amount of time it takes to place a candidate? Are you tracking the percentage of candidates you place vs.  Interview? Are you skill marketing the top talent that is coming off assignments and coming into your office?
-If your balance sheet and banker can support it - consider adding key revenue generating personnel in anticipation of a turn around in 6- 12 months. This move is a bit bolder but will have the highest payoff when the market picks up again.
Summary 

I   have just scratched the surface in reviewing data from three key sources (forecasts, BLS and Public company reports) that can help you navigate the cyclical staffing and recruiting markets. It is very useful to be able to predict market directions and the degree of change. It’s particularly useful from the perspective of deploying capital as well as managing discretionary S G & A spending. If you foresee a promising economic future, you are more confident to add head count or open new offices, etc. You can get a jump on the market by being ahead of trends.  
 In the final analysis it always comes down to a personal decision as to the best spots for you and your firm.  However I feel it is safe to say that it’s too expensive and risky to send sales and recruiting teams to market without a clear direction of where to look for opportunities. It’s also a fact that jobs are created by companies that are growing or who anticipate growth. To stay ahead of the curve you would be wise to invest a few minutes each month looking in the right places for opportunity, it will pay off.


Greg Palmer is former CEO of Remedy Temp Inc and the founder of GPalmer and Associates, a boutique consulting firm focused on the management of human capital. You can find the recently GPalmer Forecaststm and related material on the GPalmer website (www.GPalmerandassociates.com). 

