
Transportation (20-30)
United States
Industry Type (9/07/10):                                   Cyclical
Key Indices:                                                     S5TRAN
Recommendation:                                                  Hold

Top 5 Picks:                  CNI, MRTN, TNP, BNI, LSTR







Description and Summary:  
The transportation industry facilitates the movement of both passengers and freight. Though the airline industry is very visible to the average citizen, commercial (freight) transportation is actually a much larger business in terms of revenues. In fact, Standard & Poor’s estimates that aggregate revenues for the US commercial freight transportation market (comprised of the trucking, rail, air, water, and pipeline sectors) reached about $665 billion in 2009. Thus, about 4.7 cents of every dollar of US GDP in 2009 was spent on these forms of transportation. Trucking accounts for the overwhelming majority of revenues at roughly 82% despite that in 2009 there was a 13.5% decline in revenue from 2008.
The landscape in most areas is characterized by a few big public companies and many private or smaller companies. According to estimates from the National Private Truck Council, a trade group, private fleets operate more than two million trucks, make up about 82% of the medium- and heavy-duty trucks registered in the US, and account for around 56% of all freight tonnage carried by medium- and heavy-duty trucks. In the trucking industry, large public companies include J.B. Hunt, Landstar, Werner, YRC, and Fed-Ex, and Con-way; in railroad, BNSF, Union Pacific, CSX, and Norfolk Southern; and in air, Fed-Ex and United Parcel Service (UPS).
Strengths:

1. Economic outlook has improved since the outset of 2010, with various measures of economic activity, like manufacturing and consumer spending, posting sequential improvements; the transportation industry is well positioned to benefit from such a recovery. As economic activity increases, more goods will be shipped, leading to more revenue for firms in the industry. 

2. Profitability would also improve in an economic recovery. In good conditions, transportation companies should be able to raise their rates, which would add dramatically to the benefits of increased volume.

3. The potential $50 billion infrastructure spending proposed by the Obama industry could prove profitable for the transportation industry as material will need to be shipped. The improvement of the rail industry has been a point of emphasis for the Democratic President.
Weaknesses:

1. The economic recession has stifled demand. This has led to lower freight levels, and lower revenues for firms in this industry. Even though many economists are optimistic about 2010, many questions remain and optimism should still be cautious.
2. Lower freight levels mean less pricing power. As volume dropped off during the recession, the industry became increasingly competitive. This has been a significant challenge for firms because they lose not only volume, but also profitability.
3. Coal demand has declined significantly. Coal is the largest single freight category in the railroad industry, so this has been a tough blow recently. Lower industrial power usage and conservation efforts by budget-conscious households have been the major culprits.

4. Weather always causes uncertainty and can disrupt short- and long-term processes through the destruction of distribution networks and inter-modal hubs.
Opportunities/Trends:

1. Companies that improve speed, service, flexibility, and area served will capture market share. The challenge is to operate most efficiently, incorporate new technology best, and lower the cost of services as a proportion of the value of goods delivered.
2. Globalization can create opportunities for the air freight industry and other international shipping. International intermodal container shipments have been among the fastest-growing freight categories, boosting both railroad and trucking volumes at the companies that best serve this trend.
Threats:

1. The air cargo industry traffic reflects the slowing economy. The US Department of Transportation reported that domestic air freight volume (as measured by revenue ton-miles) decreased 1.4% in 2007, 9.0% in 2008 and another 13% in 2009. Prior to the recent recession, higher fuel surcharges and a reduction in cargo capacity were already leading domestic shippers to use more ground transportation.
2. With an emphasis placed on infrastructure comes the need to upgrade existing systems and modernize. For example the rail industry is required to implement new technology to improve the safety of railways at an estimated cost of $5 billion dollars. 
Key Valuation Ratios to Watch:
Watch macroeconomic manufacturing indexes. For rail, watch ton-mileage and boxcar orders; for air, PPI; for trucking, S&P truck operating ratio; and for 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. The new stimulus packages being debated and the new tax treatment of capital expenditures can affect the industry.
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