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Benefit from a Strong Labor Market with This Stock 
Rising wages are great for workers, but they’re bad for corporate profit margins. In 2017, profit margins hit a 
record high for the 21st century, but rising wage growth should cause those margins to regress back towards the 
mean. 

However, not all companies see their margins compressed when wages increase. Staffing firms benefit from a 
strong labor market due to the increased demand from their services. This economic tailwind, combined with a 
cheap valuation and high-quality corporate governance, makes ManpowerGroup (MAN: $86/share) this week’s 
Long Idea.   

MAN’s Rising Margins 

From 2012 to 2017, MAN grew after-tax operating profit (NOPAT) by 15% compounded annually, from $274 
million to $539 million. NOPAT has risen further to $556 million over the trailing twelve months (TTM).  

As Figure 1 shows, this NOPAT growth has been the result of rising NOPAT margins, which have doubled from 
1.3% in 2012 to 2.6% TTM. 

Figure 1: MAN’s NOPAT and Margins Since 2012  

 
 

 
 

Sources: New Constructs, LLC and company filings 

The company projects that its operating margin will continue to rise in 2018. Continued margin expansion should 
come from revenue rising faster than SG&A along with a shift in the mix of revenue to higher value business 
lines. 

Rising margins have helped MAN improve its return on invested capital (ROIC) from 6% in 2012 to 10% in 2017.  

ManpowerGroup Solutions Will Drive Growth 

MAN operates in four primary business segments: 

• Manpower - provides staffing and recruitment services 
• Experis - provides outsourcing services for specific projects 
• Right Management - provides talent assessment and training 
• ManpowerGroup Solutions - provides recruitment process outsourcing (RPO) solutions to design and 

implement a company’s entire recruitment strategy 

http://blog.newconstructs.com/
http://www.newconstructs.com
https://www.newconstructs.com/5-charts-that-prove-were-not-in-another-tech-bubble/
https://www.wsj.com/articles/rising-wages-trade-tensions-are-nasty-brew-for-business-1527869320
https://www.wsj.com/articles/rising-wages-trade-tensions-are-nasty-brew-for-business-1527869320
https://www.newconstructs.com/category/stock-plays-of-the-week/
https://www.newconstructs.com/education-net-operating-profit/
https://www.newconstructs.com/education-return-on-invested-capital/
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Of the four segments, ManpowerGroup Solutions is the highest margin business, and it grew at a rate of 16% – 
9% on a constant currency (“CC”) basis – in Q1 2018. That growth rate was significantly higher than the 
ManpowerGroup Total of 12%, or 3% CC. See Figure 2 for details. 

Figure 2: ManpowerGroup Solutions Drives Profit Growth  
 

 

 

Sources: ManpowerGroup Investor Relations   

ManpowerGroup Solutions should continue to be a driver of growth and margin expansion for the company going 
forward, as the RPO market is projected to grow at a rate of 14% compounded annually through 2025. 

Recruitment process outsourcing allows ManpowerGroup to leverage its relationships, expertise, and technology 
to implement recruiting processes for its clients that are more cost effective and better at identifying talent.  

The millions of workers the company recruits every year gives it an enormous amount of valuable data it can 
analyze to identify which qualities are the best predictor of success for candidates, ways in which the recruitment 
process can be made more efficient, and what’s the ideal compensation package for the employer to offer. 

ManpowerGroup’s scale also makes it economically efficient for the company to invest in tools such as chatbots 
and information-sharing platforms that reduce the amount of labor required in the recruitment process. These 
technologies allow the company to implement a process that is more efficient than what clients can design for 
themselves. 

Scale Provides Significant Advantage 

It’s hard to compare MAN to its peers on the basis of profitability due to the fact that its competitors are primarily 
private companies, such Allegris Group, or European firms for which we do not have detailed models, such as 
Adecco and Randstad. 

However, we can evaluate these companies on the basis of scale, which is a key advantage in the staffing and 
RPO industry. Larger companies benefit from economies of scale, more relationships, and larger datasets, all of 
which are key differentiators. 

http://blog.newconstructs.com/
http://www.newconstructs.com
http://investor.manpowergroup.com/static-files/2314e704-9a3e-49ae-aaf9-1a8d833a15e8
https://www.prnewswire.com/news-releases/global-501-bn-recruitment-process-outsourcing-rpo-market-2025-300529971.html
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In the staffing industry as a whole, MAN is the third-largest company, with its $22 billion in revenue placing it 
slightly behind Adecco and Randstad. These three companies are by far the largest in the industry, with Allegris 
in fourth, earning just $12 billion last year.  

In the RPO industry, ManpowerGroup Services is the largest provider and is consistently ranked as a leader in 
the industry for the breadth of its service and its technological superiority. 

Fears of Automation and “Gig Economy” Are Overblown 

Long-term bears of the staffing industry are primarily concerned by two key issues: automation replacing human 
workers, and the “Gig Economy” leading all workers to become independent contractors and making staffing 
agencies obsolete. 

The threat of automation, as we’ve argued before, is overblown. Machines will learn to replicate certain jobs 
currently done by humans, but we will also find new jobs for humans to do. This pattern can be observed 
throughout human history, and we see no reason to expect it to change. 

Recent events have demonstrated the limitations of automation. Elon Musk, one of the biggest proponents of the 
idea that machines will someday replace all human labor, recently admitted that excessive automation at Tesla’s 
(TSLA) factor was a mistake and that “humans are underrated.” 

Meanwhile, new data that has come out in the past few months has revealed that many parts of the gig economy 
are more hype than substance. While analysts talk about the “Uberization” of the economy, a recent report from 
the Bureau of Labor Statistics (BLS) shows that the percentage of people working as independent contractors 
has actually declined since 2005. Figure 3 has details. 

Figure 3: Percentage of People Working as Independent Contractors or On-Call Workers: 2005 vs. 2017  

 
 

 
 

Sources: Bureau of Labor Statistics 

Only 6.9% of workers identified as independent contractors in 2017 compared to 7.4% in 2005. On-call workers 
also declined over that time, from 1.8% to 1.7%. 

Before this year, the BLS had not performed this survey since 2005, which allowed the narrative of the gig 
economy to rise without any data to refute it. Now, the numbers clearly show this supposed shift has been 
overhyped. The traditional model of employment remains the dominant form of work, which means staffing and 
recruiting firms like ManpowerGroup will continue to play a key role.  

 

 

http://blog.newconstructs.com/
http://www.newconstructs.com
https://www.manpowergroup.com/media-center/news-releases/Everest+Group+Names+ManpowerGroup+Solutions+as+Global+Leader+in+Recruitment+Process+Outsourcing+for+8th+Consecutive+Year
https://www.newconstructs.com/working-with-intelligent-machines/
https://futurism.com/musk-automation-bad-idea/
https://www.bls.gov/news.release/pdf/conemp.pdf
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Focus on ROIC Creates Shareholder Value 

MAN’s executive compensation plan takes necessary steps to properly align executives’ interests with those of 
shareholders and drive efficient use of capital. 40% of MAN’s executives’ annual incentive awards are tied to 
ROIC. 

The inclusion of ROIC means that MAN’s executive compensation plan is still better aligned with creating 
shareholder value than many other plans in the market. There is a strong correlation between improving ROIC 
and increasing shareholder value.1 The focus on improving ROIC aligns interests of executives and shareholders 
and helps ensure prudent stewardship of capital.  

MAN has tied executive compensation to ROIC since 2014, and before that it had used economic earnings in its 
compensation plan dating back to 2000. Between 2000 and 2017, the company has grown economic earnings 
by 22% compounded annually. 

Improving ROIC Correlated with Creating Shareholder Value 

Numerous case studies show that getting ROIC right is an important part of making smart investments. Ernst & 
Young recently published a white paper that proves the material superiority of our forensic accounting research 
and measure of ROIC. The technology that enables this research is featured by Harvard Business School. 

Per Figure 4, ROIC explains 92% of the difference in valuation for the 16 employment services companies under 
coverage. MAN’s stock trades at a significant discount to peers as shown by its position below the trend line in 
Figure 4. MAN’s enterprise value per invested capital (a cleaner version of price to book) of 1.2 implies that the 
market expects its ROIC to decline to below 5%. 

Figure 4: ROIC Explains 92% Of Valuation for Employment Service Providers 
 

 
 
 

Sources: New Constructs, LLC and company filings 

If the stock were to trade at parity with its peer group, it would be worth $221/share – an impressive 260% upside 
to the current stock price. That may be an overly high projection, but it shows just how cheap the current 
valuation is. Below we’ll use our DCF model to quantify just how high shares could rise assuming conservative 
profit growth. 

 

                                                 
1
 Ernst & Young’s recent white paper “Getting ROIC Right” demonstrates the link between an accurate calculation of ROIC and shareholder 

value. 

http://blog.newconstructs.com/
http://www.newconstructs.com
https://www.newconstructs.com/roic-paradigm-linking-corporate-performance-valuation/
https://www.newconstructs.com/roic-paradigm-linking-corporate-performance-valuation/
https://www.newconstructs.com/education/education-close-the-loopholes/education-economic-earnings/
https://www.newconstructs.com/category/roic-drives-valuation/
https://www.newconstructs.com/ernst-young-proves-superiority-of-our-data-roic/
https://hbr.org/product/new-constructs-disrupting-fundamental-analysis-with-robo-analysts/118068-PDF-ENG
https://www.newconstructs.com/ernst-young-proves-superiority-of-our-data-roic/
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MAN Offers Significant Upside 

The market has overreacted to an earnings miss and fears of a trade war, leading the stock down over 30% so 
far in 2018. At its current price of $86/share, MAN looks undervalued by any metric. MAN’s P/E ratio of 10.2 is 
below the Industrials sector average of 23.2. 

When we analyze the cash flow expectations baked into the stock price, we find that MAN holds significant 
upside potential. At $86/share, MAN’s price-to-economic book value (PEBV) ratio is 1.1. This ratio means the 
market expects PETS’ NOPAT to only grow by 10% over the remaining life of the firm. This expectation seems 
overly pessimistic for a firm that has grown NOPAT by 15% compounded annually over the past five years and 
9% compounded annually over the past 15 years. 

If MAN can maintain fiscal 2017 pre-tax margins of 4% – benefitting from a reduction in its tax rate from 37% to 
28% – and grow NOPAT by just 6% compounded annually for the next decade, the stock is worth $132/share 
today – a 53% upside. See the math behind this dynamic DCF scenario here. 

Earnings Beats and Macro Improvement Could Help Shares Rebound 

With bear concerns about the future profitability of the business, MAN shares could soar should the company 
report earnings that beat expectations. We know the bottom line will benefit from a lower tax rate, and the 
continued growth of the RPO business combined with falling unemployment should be a further boost to 
profitability. 

MAN reports earnings on Friday, July 20th. Favorable currency tailwinds and the lower tax rate, combined with 
the fundamental growth drivers listed above, should help the company grow earnings significantly compared the 
same quarter last year. 

Longer-term, the company will benefit if unemployment continues its downward trend. Investors have been 
concerned over the macroeconomic situation in Europe – where 66% of the company’s revenue comes from – 
but so far there’s been no break in the steady downtrend in the unemployment rate in the EU, which has dropped 
from 10.8% to 7.3% over the past five years. 

A Growing Dividend and Potential Share Repurchases Offer 5.9 % Yield 

ManpowerGroup has increased its annual dividend for the past eight years. MAN’s annual dividend has grown 
from $0.74/share in fiscal 2010 to $1.01/share in 2018, or 4% compounded annually. The current dividend 
provides a 2.3% dividend yield. Best of all, MAN generates the necessary cash flow to continue paying its 
dividend. Over the past five years, MAN has generated a cumulative $1.3 billion (23% of market cap) in free 
cash flow while paying about $500 million in dividends. 

In addition to dividends, MAN has the ability to return capital to shareholders via share purchases. In 2017, MAN 
bought back $204 million of shares (3.6% of market cap). When combined with the 2.3% dividend yield, the total 
yield to shareholders could reach 5.9%. 

Insider Trading is Minimal While Short Interest Shows Pessimistic Expectations 

There has been no insider activity over the past three months and insider activity has been minimal over the past 
12 months, with 169 thousand shares purchased and 374 thousand shares sold for a net effect of 204 thousand 
shares sold. These sales represent less than 1% of shares outstanding. 

There are currently 1 million shares sold short, which equates to 1.6% of the float and 1.4 days to cover.  

Critical Details Found in Financial Filings By Our Robo-Analyst Technology 

As investors focus more on fundamental research, research automation technology is needed to analyze all the 
critical financial details in financial filings. Below are specifics on the adjustments we make based on Robo-
Analyst2 findings in ManpowerGroup’s fiscal 2017 10-K: 

Income Statement: we made $233 million of adjustments, with a net effect of removing $6 million in non-
operating income (1% of revenue). We removed $119 million in non-operating income and $116 million in non-
operating expenses. You can see all the adjustments made to MAN’s income statement here. 

                                                 
2
 Harvard Business School features the powerful impact of our research automation technology in the case New Constructs: Disrupting 

Fundamental Analysis with Robo-Analysts. 

http://blog.newconstructs.com/
http://www.newconstructs.com
https://www.newconstructs.com/education-economic-book-value/
https://www.newconstructs.com/wp-content/uploads/2018/07/MAN_DCF_132.png
https://www.newconstructs.com/harvard-publishes-case-study-on-our-robo-analyst-technology/
https://www.newconstructs.com/iss-buying-eva-dimensions-signals-more-focus-on-fundamental-research/
https://www.newconstructs.com/danger-zone-fund-managers-that-dont-analyze-details-in-10-ks/
https://www.newconstructs.com/non-operating-income-hidden-in-operating-earnings/
https://www.newconstructs.com/non-operating-expenses-hidden-in-operating-earnings/
https://www.newconstructs.com/non-operating-expenses-hidden-in-operating-earnings/
https://www.newconstructs.com/wp-content/uploads/2018/07/MAN_IS_Adjustments.png
https://hbr.org/product/new-constructs-disrupting-fundamental-analysis-with-robo-analysts/118068-PDF-ENG
https://hbr.org/product/new-constructs-disrupting-fundamental-analysis-with-robo-analysts/118068-PDF-ENG
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Balance Sheet: we made $2.2 billion of adjustments to calculate invested capital with a net increase of $1.8 
billion. The most notable adjustment was $539 million in off-balance sheet debt due to operating leases. This 
adjustment represented 13% of reported net assets. You can see all the adjustments made to MAN’s balance 
sheet here. 

Valuation: we made $1.7 billion of adjustments with a net effect of decreasing shareholder value by $1.7 billion. 
Despites these adjustments, MAN remains undervalued. 

Attractive Funds That Hold MAN 

The following fund receives our Attractive-or-better rating and allocates significantly to ManpowerGroup. 

1. iShares Edge MSCI Multifactor Industrials ETF (INDF) – 2.2% allocation and Attractive rating. 

This article originally published on July 18, 2018. 

Disclosure: David Trainer, Kyle Guske II, and Sam McBride receive no compensation to write about any specific 
stock, style, or theme.  

Follow us on Twitter, Facebook, LinkedIn, and StockTwits for real-time alerts on all our research.  

http://blog.newconstructs.com/
http://www.newconstructs.com
https://www.newconstructs.com/off-balance-sheet-debt/
https://www.newconstructs.com/wp-content/uploads/2018/07/MAN_BS_Adjustments.png
https://www.newconstructs.com/benefit-from-a-strong-labor-market-with-this-stock
https://twitter.com/NewConstructs
https://www.facebook.com/newconstructsllc/
https://www.linkedin.com/company/new-constructs
https://stocktwits.com/dtrainer_NewConstructs
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New Constructs® - Research to Fulfill the Fiduciary Duty of Care 

Ratings & screeners on 3000 stocks, 450 ETFs and 7000 mutual funds help you make prudent 
investment decisions. 

New Constructs leverages the latest in machine learning to analyze structured and unstructured 
financial data with unrivaled speed and accuracy. The firm's forensic accounting experts work 
alongside engineers to develop proprietary NLP libraries and financial models. Our investment ratings 
are based on the best fundamental data in the business for stocks, ETFs and mutual funds. Clients 
include many of the top hedge funds, mutual funds and wealth management firms. David Trainer, the 
firm's CEO, is regularly featured in the media as a thought leader on the fiduciary duty of care, 
earnings quality, valuation and investment strategy. 

To fulfill the Duty of Care, research should be:  

1. Comprehensive - All relevant publicly-available (e.g. 10-Ks and 10-Qs) information has been 
diligently reviewed, including footnotes and the management discussion & analysis (MD&A).  

2. Un-conflicted - Clients deserve unbiased research.  

3. Transparent - Advisors should be able to show how the analysis was performed and the data 
behind it.  

4. Relevant - Empirical evidence must provide tangible, quantifiable correlation to stock, ETF or 
mutual fund performance. 

Value Investing 2.0: Diligence Matters: Technology is Key to Value Investing With Scale 

Accounting data is only the beginning of fundamental research. It must be translated into economic 
earnings to truly understand profitability and valuation. This translation requires deep analysis of 
footnotes and the MD&A, a process that our robo-analyst technology empowers us to perform for 
thousands of stocks, ETFs and mutual funds. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

http://blog.newconstructs.com/
http://www.newconstructs.com
https://www.newconstructs.com/roic-paradigm-linking-corporate-performance-valuation/
https://www.newconstructs.com/technology/
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DISCLOSURES  

New Constructs®, LLC (together with any subsidiaries and/or affiliates, “New Constructs”) is an independent organization with no management 
ties to the companies it covers.  None of the members of New Constructs’ management team or the management team of any New Constructs’ 
affiliate holds a seat on the Board of Directors of any of the companies New Constructs covers.  New Constructs does not perform any 
investment or merchant banking functions and does not operate a trading desk.   
New Constructs’ Stock Ownership Policy prevents any of its employees or managers from engaging in Insider Trading and restricts any trading 
whereby an employee may exploit inside information regarding our stock research.  In addition, employees and managers of the company are 
bound by a code of ethics that restricts them from purchasing or selling a security that they know or should have known was under consideration 
for inclusion in a New Constructs report nor may they purchase or sell a security for the first 15 days after New Constructs issues a report on 
that security. 

 

DISCLAIMERS  

The information and opinions presented in this report are provided to you for information purposes only and are not to be used or considered 
as an offer or solicitation of an offer to buy or sell securities or other financial instruments. New Constructs has not taken any steps to ensure 
that the securities referred to in this report are suitable for any particular investor and nothing in this report constitutes investment, legal, 
accounting or tax advice. This report includes general information that does not take into account your individual circumstance, financial 
situation or needs, nor does it represent a personal recommendation to you. The investments or services contained or referred to in this report 
may not be suitable for you and it is recommended that you consult an independent investment advisor if you are in doubt about any such 
investments or investment services. 
Information and opinions presented in this report have been obtained or derived from sources believed by New Constructs to be reliable, but 
New Constructs makes no representation as to their accuracy, authority, usefulness, reliability, timeliness or completeness. New Constructs 
accepts no liability for loss arising from the use of the information presented in this report, and New Constructs makes no warranty as to results 
that may be obtained from the information presented in this report. Past performance should not be taken as an indication or guarantee of 
future performance, and no representation or warranty, express or implied, is made regarding future performance. Information and opinions 
contained in this report reflect a judgment at its original date of publication by New Constructs and are subject to change without notice. New 
Constructs may have issued, and may in the future issue, other reports that are inconsistent with, and reach different conclusions from, the 
information presented in this report. Those reports reflect the different assumptions, views and analytical methods of the analysts who prepared 
them and New Constructs is under no obligation to insure that such other reports are brought to the attention of any recipient of this report.  
New Constructs’ reports are intended for distribution to its professional and institutional investor customers. Recipients who are not 
professionals or institutional investor customers of New Constructs should seek the advice of their independent financial advisor prior to making 
any investment decision or for any necessary explanation of its contents.   
This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any 
locality, state, country or jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or which 
would be subject New Constructs to any registration or licensing requirement within such jurisdiction.  
This report may provide the addresses of websites. Except to the extent to which the report refers to New Constructs own website material, 
New Constructs has not reviewed the linked site and takes no responsibility for the content therein. Such address or hyperlink (including 
addresses or hyperlinks to New Constructs own website material) is provided solely for your convenience and the information and content of 
the linked site do not in any way form part of this report.  Accessing such websites or following such hyperlink through this report shall be at 
your own risk.  
All material in this report is the property of, and under copyright, of New Constructs. None of the contents, nor any copy of it, may be altered in 
any way, copied, or distributed or transmitted to any other party without the prior express written consent of New Constructs. All trademarks, 
service marks and logos used in this report are trademarks or service marks or registered trademarks or service marks of New Constructs. 
Copyright New Constructs, LLC 2003 through the present date. All rights reserved. 
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