he Congressional

Budget Office

(CBO) reported

in January that
two factors to watch as major
potential limits on the econ-
omy'’s growth are labor avail-
ability and a slight pickup in in-
terest rates. It also anticipates
some drop in consumer spend-
ing and investment, as well as a
slower rate of growth for the
stock market.

“The U.S. labor market is
unsustainably tight,” says the
report, which also sees no rem-
edy in sight.

It's going to be a real sellers’
market for labor, CBO says,
predicting an increase in wages
and compensation as employ-
ers compete head-on for good
workers. This will eventually
affect interest rates (along with
several other factors).

As for interest rates rising,

the CBO forecasts “increasing
upward pressure,” which
sounds more like a weather re-
port than an economic forecast.
Just for good measure, the
CBO compares its forecasts to
an average of those prepared by
40 to 50 "Blue-chip” private—
sector economists.

What's this mean for the
next year? LM'’s take is not to
worry too much. Even the
somewhat gloomy CBO has



this to say about the next 10
years (through 2009):

P Gross domestic product
will grow an average of 2.3%
per year.

» Unemployment rises to
only 5.7% after 2001.

» Short and long-term in-
terest rates inch up after 2001
(but not too high or too fast).

In other words, expect a lit-
tle less borrowing
power, a little less
ROI from the
stock market, a
few more price
rises and continu-
ing difficulty find-
ing labor.

“Soft landing

scenario” is the o

way CBO forecasts  Alan Steiman

the future. That

sounds a lot better than any
“hard landing scenario.”
What's limiting growth?

We asked respondents to
our survey to list the key fac-
tors limiting their growth from
1998 to 1999, as well as ser-
vices they're planning to drop.
Here’s what they said:

P Labor availability was
the overwhelming factor limit-
ing their organization’s growth,
said 43.6% of respondents. This
seemed to hit mid-size organi-
zations the worst — 53.6% of
small companies ($100,000-
$500,00) and 53.6% mid-size
($500,000 to $1 million) com-
panies said labor availability
was their major headache. In
contrast, only 22.2% of large
firms (>$1 million) and 36.4%
of the smallest firms
(<$100,00) ranked it number

one.

Highest geographical need
for labor apparently is felt by
firms in the Midwest (54.3%),
followed by the Northeast
(43.2%) and the West (42.1%).

But, putting a lot of bodies
on the payroll is not the ulti-
mate goal of any company—
being profitable is that goal.

Alan Steiman, owner of
Alan Steiman’s Landscape Inc.,
Northboro, MA,
says 10 years ago
he employed as
many as 40 people
during peak sea-
son, and his com-
pany lost money.
Now, with 12 em-
ployees, it's prof-
itable. And
Steiman is content
to keep it from
growing too large.

P Ability to get good su-
pervisors/foremen also ranked
high overall, with 38.4% re-
porting this as another limiting
factor. Mid-size companies
ranked this much higher than
other firms — with 58.% not-
ing its importance. Small firms
also had problems here, with
42% ranking it important. Only
38.9% of largest firms and 25%
of the smallest firms ranked this
a limiting factor.

If you're a supervisor, head
to the Northeast, where 46.2%
of the firms noted this is a
problem, followed by the West
(41.2%), South (37.1%) and
Midwest (30.3%).

» Unfair pricing and low-
ball/competition also ranked as
important with 25.4% of the
respondents. This situation ob-
viously hurts the smallest firms

most, with 33.3% noting a
problem, followed by those
ranging from $100,000 to
$500,000 (25.5%).

Contractors in the North-
east seem to have the most
problem with this type of com-
petition, because 30.2% cited it
a problem, followed by 23.3%
in the South, 23.1% in the
West and 21.9% in the Mid-
west.
Business inhibitors

Other factors that clearly
inhibited some contractors’
business from 1998 to 1999 in-
clude bad weather (51.6%),
labor quality (51.6%), more
competitors (31.7%), plant ma-
terial availability (18.3%) and
their own business manage-
ment skills (18.3%).

It may be lowball competi-

tion or property managers’ own

pressure to perform at a higher
level of profits, but many land-
scape maintenance budgets re-
main somewhat tight.
Walfrido Verendia, grounds
manager at Pepperdine Univer-
sity, Malibu, CA, sees continu-
ing budget pressure forcing him
to try and maintain the land-
scape with less resources. “Our
budget is shrinking and we
have to do more with less. This
means less color, less man-
power and no extras.”
Verendia has found some
solutions through outsourcing,
particularly installation of land-
scape areas, installation of irri-
gation equipment, renovation
of the soccer fields and renova-
tion of gullies on the property.
Although most contractors
we contacted are keenly aware

of their competition, they also

Operating problems that
can limit your growth

Labor availability

43.6%

Good supervisors/foremen availability

38.4%

Unfair pricing/low-ball competition

25.4%

_C_gnsolidaﬂng companies/suppliers

3.2%

Pesticide/water/noise regulations

5.6%

People management skills

1.9%
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see plenty of new opportunities

developing from their markets
and even from their competi-
tors’ moves.

David Daniell of Heads Up
Landscape Contractors in Al-
buquerque, explained: “Our
main design/build competitor
has dominated his segment of
the market by extremely suc-
cessful marketing and aggres-
sive pricing. However, they are
beginning to be victims of their
own success, providing oppor-
tunities for us.”

Survey respondents con-
tinue to feel the pinch of low-
ball competition and “unethi-
cal” players. Cathy Clark, Clark
Lawn Service, Indianapolis, IN,
remarks, “We need more li-
censing and registry require-
ments to make the lowballers
play on the same field regard-
ing insurance, zoning regula-
tions and tax responsibilities!”
Consolidation drives changes

The effect of consolidation
as a factor limiting company
growth is not considered very
important; in fact 59% consid-
ered it to be least important.
That isn't to say that there isn't
some effect, but most busi-
nesses seem confident that they
can define a niche or expand on
a service.

Dale Amstutz of Northern
Lawns, Omaha, NE, sees in-
creased competition as an issue
because some of the new
smaller businesses are offshoots
of consolidated companies.

“People leave and start their
own businesses. Some know
what they’re doing, some don’t

and some don’t know how to
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bid,” he says. “While four to
five applications are standard,
some businesses are doing
them in seven or eight so that
comparisons of cost per treat-
ment looks better, even though
the actual cost for the season is
similar.”

Customer turnover is one of
the costs of high competition,
says Amstutz. “We lose a cer-
tain amount each year — but a
lot come back.” He reports an

annual customer retention rate

Dale Amstutz

of +85%, with an estimated 2%
returning after they've tried
someone else. Offering tree
care to non-lawn customers is
one option he’s moving into,
with good return.

Another new service Am-
stutz is offering is outdoor
structural perimeter pest con-
trol. And he’s confident — an
important characteristic to
compete in this business. ‘Who
does work as good as you do in
your market,” we asked? “No
one,” he stated firmly.

Big isn’t better for Scott
Carlisle either. He's manager of
Valley Landscape & Mainte-

nance, Boise, ID. Referring to
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his two larger lawn
care and maintenance
competitors, he says,
“This can be a positive
for guys like me. They
tend to lose the per-

Services you're
planning to drop

sonal touch.” M-owing
Many industry pro- — 9%
fessionals feel unaf- Residential
fected by the moves of - 7%
the giant consolidators, :rgaln '
since they are not di- Lo 5%
rect competitors or —
even service the same =aintenam
segments of the mar- m V%
ket. But they may feel Chemical application
more competition in " a%
the future because of -2
consolidation, pre- N;ne—__———
dicted Stu Mayer, Sun- 63%
burst Landscape,
Cranberry Township,

PA. The consolidations

“affect a small percent of the
total market. A large quantity
of middle managers are going
to be unemployed or self-em-
ployed after (the consolida-
tors’) systems are integrated.
Look at other industries merg-
ing like banking. This will be
the next result.”

The industry’s consolidation
may involve giant firms, but
even Carlisle feels its effects.
Before TruGreen-ChemLawn
bought PermaGreen (another
local lawn care firm), Carlisle
relied on them to do his chemi-
cal application work. Now,
things are different. “We're
starting to do chemical applica-
tions. We subcontracted all our
chemical work to PermaGreen
and (at the time) they didn't
do mowing. Now, they're

mowing."”

Many contractors and
grounds managers also feel the
effects of supplier consolida-
tion. Verendia explained that
supplier consolidation means
less service for his grounds
management operations. In his
case, the supplier also provided
field maintenance of irrigation
equipment.

Services to drop

While this decision depends
more on an individual com-
pany’s business profile and cus-
tomer mix, we did see some
similarities in services contrac-
tors plan to drop for 1999 or
2000 (63.2% plan no drop in
services):

» Mowing services will be
dropped by 8.8%; primarily by
companies ranging from
$100,000 to $500,000 (12%).
Respondents from the Midwest



)

(13.3%) and Northeast

(11.1%) seem to find this more
frustrating and plan to drop

» Only 3.7% plan to drop
maintenance (highest was com-
panies between $500,000 and
$1 million with 7.7%)

» Chemical application
may be dropped by a small
portion of the market also
with 3.7% opting for this

As for customers, 7.4% of
survey respondents plan to
dr P residential customers
from their list, while 5.1% of
the contractors will get rid of
those pesky bargain shoppers
and slow-paying clients
‘What ifs’ keep life interesting

Who doesn't wish for a
crystal ball, or at least a game
plan if things go south? It’s not
unheard of for dramatic events
(economic or otherwise) to
turn a market around. But even

he experts are not forecasting
the possibility of anything dire

Sure, interest rates may inch
up more quickly than expected
or foreign events may eventu-
ally affect the balance of pay
ments. If the economic boom
starts to affect the landscape in-
dustry, it won't be without
warning. Unemployment
claims will jump, construction
starts will slow, interest rates
.” ( ]IH]}‘ Alllkl (ll\pn\lMx‘ mn-
come will get tighter

As for some quick fallout of
the market, that seems unlikely
right now. This high-flying
cycle is built on unprecedented
consumer confidence in their
investments and in the sy stem,
ind that may take quite a while
to shake. LM

COMMERCIAL MOWER PROJECTED SALES

Commercial intermediate walkers 48,300

Commercial riding mowers

Model Year

1997 1998 1999 2000
49,700 48,399 48,300

52,400 65,100 68,226 68,585

U.S. HOUSEHOLDS USING PROFESSIONAL LANDSCAPE SERVICES (IN MILLIONS)

Landscape/lawn maintenance

Landscape installation/construction

Landscape design
Tree care

Total

1997 1998 Change
143 13.7 - 600,000
2.0 24 + 400,000
1.1 1.2 +100,000
5.6 4.1 -1,500,000
23.0 21.4 -1,600,000
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