5 Steps to an Industry Analysis
Example:  Child Care Business
Finding the SIC and NAICS codes

The first order of business is to find the NAICS and SIC codes for the industry of interest.  This is done by going to the web site http://www.census.gov/epcd/naics02/ Plug in your keyword, click the 2002 NAICS Search Tab and a listing is displayed that will tell you the NAICS Code.  Find the code that that you are looking for and click the link, this will lead you to the SIC Code for the same industry.  For example, for the child day care centers and services industry, the codes are SIC 8351 and NAICS 624410.

Industry Size 

Step two is to find the size of the industry.  First go to the site www.census.gov , second click on Economic Census in the Business section and type in the NAICS Code to find this information.  To find the 2002 numbers, click Industry Series, then scroll down to find the first few numbers of your NAICS code, for example, 62 Health Care and Social Assistance is listed and since my NAICS code begins with 62, I chose this code, then click more.  Again look for the first few numbers of your NAICS code, in this section, I see 624 for a listing of Social Assistance, this is the industry of interest.  Displayed to the right hand side will be PDF reports.  You can choose to look at the full report or the tables only.  Click the PDF to view the information.  Again look for the full NAICS number to get details.  For example in the child care industry, the following information was given. 

2002 – there were 68,834 businesses in this industry with sales of $21,749,985
1997 – there were 62,054 businesses in this industry with sales of $14,175,292
Profitability

Step three is going to the library to find information about the profitability of the childcare industry.  Using the RMA’s Annual Statement Studies: Financial Ratio Benchmarks the following information was gathered.

Gross Profit 0

Operating Expenses 97%

Operating Profit 3%

All Other Expenses 1.1%

Profit Before Taxes 1.8%

Ways to make profits

This information can be found by looking at trade articles and information or doing actually interviews.  The following information came from conducting several interview with child care facilities in the St. Louis Metropolitan area.  Using the questions mentioned in the chapter yielded the following answers:

· What can be done to generate more sales. 

There are several ways to generate additional sales. Some facilities use a telephone inquiry tracking system. When potential customers call in, information is gathered and a packet is sent out about the facility, if this does not result in gaining the patrons business and courtesy call is placed and continued contact at a rate of about twice a year.  Another avenue to generate sales is to send out invitations to special events like open house.

· Second is a judgment of whether it is possible to charge a premium for a product or service. 

Consumers are will to pay more for school readiness/preschool programs and thus it is important to create a strategy to concentrate on this area.  Pricing is comparable to centers around them and there is typically an annual increase of 5%.  Parents look for state license registered facilities and there are also extra accreditation programs that may boost a facilities reputation.  One such program is that of the National Association for Education of Young Children.  This is a 3 month accreditation process that is voluntary.  Other key services that parents look for is a structured curriculum and sometimes location can also command a higher price.

· Third is how to keep the cost of goods or services below the industry’s average.  

It was found that this is hard to do because of the nature of the business.  There are constant surprises with children and their needs, high insurance cost and it is necessary to maintain a large range of supplies for the children.

· Fourth is looking at ways to keep operating expenses below industry averages.

There are several ways to do this and most are just common sense approaches.  One tactic is to not to use companies that deliver and instead pick up supplies themselves.  Also, it is very important to watch the ratio of children to staffers.  It is necessary at times to send staffers home if the attendance of children is low.  Having exact staffing tends to balance out employee morale and keeps call-ins to a minimum.  It also helps teachers stay refreshed and provide better customer service.

Competitor Concentration

The last step is using a directory provider to find out how many competitors there are in an area.  Using Yahoo’s online yellow pages directory, there are 413 child care establishments in the St. Louis Metropolitan area.  

Analysis

Overview

Overall the child care industry seems to be growing, but at a decreasing rate.  This industry looks to be very stable as well as saturated.  In 2002 in the US there were 68,834 firms.  Most of firms in the industry employ between 1 and 4 employees. The industry is comprised of 97% female staffers and according to data from the US Department of Labor, in 2003 on average, these staffers earned $9.29 per hour.   

Profitability 

Looking at the profitability of the industry, it would seem that providers should not expect great financial rewards quickly.  The information provided in the RMA shows that gross profit is at 0%, operating expenses are 97% and profit before taxes is 1.8%.  This illustrates that much of the revenue will be used to keep the facility and services in order.  This also illustrates that it is very costly to keep a child care facility in operating order and that the owners may have to work their salary into the operating expenses as there will not be much to pull from the business in the early years.

Differentiation and Costs

With this in mind, to distinguish the business it is necessary to differentiate and find ways to charge a premium.  This can be done in several ways.   By far the best way is to seek out and obtain voluntary accreditations.  Doing so signifies that a provider is willing to go to great lengths to provide quality care to children and that the employees are experts in the fields.  Another very important distinguisher is to incorporate a structured curriculum for the children to prepare them for entry into kindergarten.  Parents are willing to pay more for this service and top providers are very aware and accommodating to fill this need.  

Other ways to increase revenue is to be very proactive with acquiring new customers.  It is beneficial to have a tracking system in place to capture inquiries and to follow up with those prospective customers.  It is also beneficial to send out invitations for open houses and special events to get these individuals into the facility.  

Due to the nature of the business cost, such as insurance, are very expensive.  There are, however, common sense ways to save money.  Picking up supplies instead of having them delivered is one method.  Another is closely monitoring the child to staff ratio and sending workers home if the ratio is too low.  This is common practice in the child care industry.  Doing so has also proven to be effective in keeping employees refreshed and productive.

Outlook

On a positive note, according to the Bureau of Labor Statistics, in 2001 only 13 percent of all families fit the traditional model of husband as wage-earner and wife as homemaker. In 61 percent of married-couple families, both husband and wife work outside the home. Six out of every 10 mothers of children under age 6 are employed, and the labor-force participation of women in their childbearing years continues to expand. As the number of working parents rises, so will the demand for child care.
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