
Transportation (20-30)
United States
Industry Type (09/20/07):                                 Cyclical
Key Indices:                                                     S5TRAN
Recommendation:                                                  Hold
Top 5 Picks:           FDX, TNTTY, CHRW, EXPD, UPS






Description and Summary:  
The transportation sector encompasses the freight, air freight, logistics, and airline industries. These industries focus on the transit of goods from the factory to the market place, and the movement of people from origin to destination. The transportation industry is often considered a leading indicator in economic forecasts. Unsettled general economic conditions make this industry a hold. 
International Competitive Structure: 
The transportation industry is very competitive internationally. U.S. Express couriers such as UPS and FedEx face strong competition from firms like DHL of Germany and TNT of Australia. The maritime, rail, and trucking segments of the industry have yet to experience the level of international competition that is found in air transport (both cargo and passenger) and in the express courier segment. 
International transportation is heavily influenced by government regulation, tariffs and duties. Economic communities such as the EU (European Union) and trade agreements such as NAFTA have made it easier to compete internationally. 
Strengths:
1. The industry is becoming more efficient. As they deal with the economic difficulties at hand, railroads, for example, are using information systems to plot the most efficient routes while also accommodating customers trucking, air delivery, and warehousing needs. Outsourced logistics and distribution allows firms to trim inventories, reduce costs, and focus on product and customers service. Providing real-time tracking provides another layer of transparency to the industry.  
2.  Diversity of transporting methods. As one mode of delivery becomes inefficient or unreliable, there are replacement modes. There is a natural competition within the industry; however in times of dire need (natural disaster) one segment of this industry can perform the duties of the others so that the economy doesn’t stop altogether.
Weaknesses:
1.  Growth in transportation is strongly correlated with general economic growth. The relationship is so strong, that the transportation industry is often used as a leading indicator for general economic growth. As the economy softens transportation is one of the first areas where firms cut back. Firms ship less and dial back employee costs when economic growth slows.
2. Transportation companies are dealing with increased costs. High fuel prices, capacity constraints, tighter labor markets, and rising labor costs. Unions make negotiating contracts difficult and costly. 
3. Weather is an unavoidable factor in the transportation process. Weather events such as hurricanes, snow, and flooding disrupt short and long-term processes through the destruction of distribution networks and inter-modal hubs, and the supply of needed operating resources. Weather also affects the ability to provide time definite service. 
Opportunities/Trends:
1. The Airline industry is currently changing their cost structures.  In recent years many of the nations top airline industries have been forced into bankruptcy and restructuring.  Newer companies have been able to capitalize on these events.  Airlines are phasing labor unions out, buying fleets of jets manufactured by the same corporations (lowering mechanic costs). All of this allows airlines to cut costs.
2. An increasing middle class in China, India, and other foreign economies, provides potential future growth. Because these countries are experiencing growth their infrastructures are being built, and more potential customers are emerging.
Threats:
1. Many players in the airline industry have inefficient cost structures.  Overburdened by pension plans, labor costs due to unionization, and the need for specialized mechanics have caused some of the biggest players in the industry to file bankruptcy.
2. Terrorism causes more restrictions to the flow of business.  The events of September 11, 2001 and the following influx of worldwide terrorism have increased the already heavy regulatory pressure on transportation firms. Each new attack forces firms to change their processes.
3. Customer retention is essential for all firms. Transportation firms go to great lengths in an effort to retain their customers. The success of their efforts evidenced in the huge popularity of frequent flier programs and discount programs.
Key Valuation Ratios to Watch:
The transportation sector covers a diverse mixture of industries that require unique ratios for accurate performance measurement. Rail: Ton-mileage
Air: PPI Trucking: S&P truck operating ratio.  Airlines: passenger revenues per passenger revenue mile.
Key Items to Watch:
Oil prices, general economic conditions, weather conditions, labor costs, and equipment costs are all significant to the health of the transportation industry.  Company margins can be destroyed by a spike in oil prices, a storm, or the failure to reach a labor agreement. Weather conditions specific to economically significant areas.
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