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Overview: U.S. Fleet Business Conditions

The adjustments in the U.S. economy to large imbalances are decreasing as the imbalances shrink causing economic growth to moderately accelerate, but the economy still remains vulnerable to moderate shocks since the financial system remains fragile and households are still in the process of strengthening their balance sheets.    

[image: image3.wmf]The economic recovery is being led by exports and business investment spending on equipment/machinery as consumer spending is expanding at moderate growth rates as households continue to direct a portion of income to savings and debt reduction to strengthen balance sheets. Nonfinancial business profits have returned to pre-recession levels as businesses lowered costs in response to lower sales during the recession.  An aging capital stock as businesses extended machinery/equipment life-cycles during the recession is stimulating business investment spending on machinery/equipment. Tight credit conditions have moderately eased, so greater credit availability will help businesses finance replacement of aging equipment/machinery.    

Business investment spending on equipment/machinery makes up approximately 8% of total U.S. output as measured by GDP, so strong growth in business investment spending on equipment and machinery does not necessarily translate into strong freight volumes across industries and commodities.  Expanding output of equipment and machinery will indirectly stimulate consumer spending as businesses increase employment to boost output.  

Exports have also recovered to pre-recession levels as global economic growth combined with the depreciation of the U.S. dollar exchange rate will have stimulated strong demand for U.S. products.  The global economy is being stimulated by the modernization of India and China, two countries with populations over a billion people, combined with high commodities prices stimulating global investment spending in natural resource industries, agriculture, energy and mining, particularly in developing countries.  
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Exports make up approximately 12.6% of U.S. output as measured by GDP, but have a larger influence on freight volumes, since roughly 25% of industrial production is directly and indirectly related to exports.  Exports have a large influence on linehaul freight volumes within the manufacturing segment of the supply chain, but a marginal influence on local and regional freight volumes, since local and regional freight volumes are largely related to the transportation of commodities to retail outlets and end-users.  Exports influence on linehaul freight volumes is greater than its share of U.S. output as measured by GDP.  
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The largest sector of the U.S. economy and the greatest determinant to freight growth is consumer spending and households are about half-way through the process of strengthening their balance sheets, increased savings and debt reduction that will remain a drag on consumption growth in 2011 and 2012.  The growth rate of consumer spending,  however, will moderately accelerate in 2011 and 2012, as stronger personal income growth accelerates from moderate employment gains, thereby allowing households to increase spending while continuing to strengthen balance sheets.  The large number of home foreclosures in 2011 and 2012 and the large share of disposable income received from government programs (20%), such as food stamps, Social Security, unemployment insurance and the like, implies households’ balance sheets remain vulnerable to moderate shocks, such as high energy prices.  

Consumer spending makes up approximately 68.5% of final sales to domestic purchasers, so consumption has the largest affect on linehaul, regional and local freight volumes.  Consumption of durable goods will expand at faster growth rates than nondurable goods consumption as households gradually satisfy pent-up replacement demand volumes related to extending durable goods life-cycles during the recession.  Nondurable goods consumption is less volatile than durable goods consumption, since food and energy products make up a large share of nondurable goods consumption.  The growth rate of durable goods consumption is more susceptible to shocks than nondurable goods consumption, since durable goods’ life-cycles can be extended, durable goods are relatively expensive in comparison to nondurable goods and households are reluctant to substantially increase debt to offset shocks, such as high energy prices.  Nondurable goods consumption will moderately accelerate in 2011 and 2012 as households satisfy pent-up demand on non-energy non-food items, such as clothing.  
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Demand and supply imbalances residential and private non-residential real estate markets will keep construction activity at depressed levels in 2011 and 2012.  The number of homes foreclosed in 2011 and 2012 will remain at elevated levels implying the supply of homes for sale will remain at high levels, thereby keeping new residential construction activity at low levels.  High vacancy rates and depressed rental rates for non-residential real estate will keep private non-residential construction activity at depressed levels.  Tight lending requirements will also be a drag on residential and private non-residential real estate.  CMVC predicts a slight increase in residential and private non-residential construction activity in 2011 and 2012 stimulated by maintenance activities related to depreciation.  Homeowners and building owners’ put-off maintenance activities during the recession and depreciating structures are putting upward pressure on maintenance activities.  Overall, construction activity will remain at depressed levels.  

Public construction activity predicted to decrease slightly in 2011 and 2012 as state and local governments reduce expenditures to close budget deficits.  Tax revenues have not recovered to pre-recession levels and federal government transfer payments related to the stimulus package are decreasing, so state and local governments must adjust spending to close budget deficits.  Public construction activity will moderately decrease as state and local governments delay construction of new projects due to budget constraints.    

In conclusion, economic growth is being led by strong growth in business investment spending and exports, but these sectors do not make up a large enough share of the U.S. economy to sustain strong economic growth and strong growth in freight volumes across a wide range of industries, commodities and applications, local, regional and linehaul.  The largest determinant to the rate of growth of freight volumes is consumer spending and consumer spending is predicted to moderately accelerate in 2011 and 2012, but overall growth will remain moderate, since households are still in the process of strengthening their balance sheets and are receive a large amount of income from government transfer payments.  Consumer spending remains vulnerable to moderate shocks.  State and local government spending will be a moderate drag on economic growth in 2011 and 2012 as state and local governments reduce spending to close budget deficits.   

Household Sector

· Consumer spending makes up 68.5% of total final sales to domestic purchasers  - consumer, business and government spending

· Employment gains → personal income growth → moderate acceleration in the growth rate of consumer spending
· Debt reduction and savings will be a drag on the growth rate of consumer  spending

· Households remain vulnerable to moderate shocks that would cause large adjustments in spending

· 20% of disposable income related to government transfer payments, such as food stamps, unemployment insurance, Social Security and the like

· Home foreclosures will remain at high levels in 2011 and 2012

· Households not likely to substantially increase debt to sustain spending in response to a moderate shock, such as high energy prices
	Consumption
	2010
	2011
	2012
	2013
	2014
	2015

	Total
	1.8%
	2.5%
	1.7%
	2.1%
	2.7%
	2.9%

	Durable
	7.7%
	6.9%
	2.7%
	2.8%
	3.7%
	4.3%

	Nondurable 
	2.8%
	2.6%
	1.7%
	1.9%
	2.2%
	2.2%

	Services
	0.5%
	1.6%
	1.5%
	2.1%
	2.6%
	2.8%


· Risks

· (+) Employment expands faster than anticipated causing consumer spending to accelerate more than predicted

· (+) Greater credit availability accelerates satisfaction of pent-up durable goods demand, such as autos

· (-) Energy prices remain high for an extended period of time causing consumers to slow the growth rate of spending on non-energy commodities (moderate inventory correction) or lower spending on non-energy commodities (severe inventory correction)

· (-) Medium term risk is inflation gains momentum reducing consumers’ real wages (wages adjusted for inflation) causing consumption growth to moderate

· (-) Medium term risk is inflation gains momentum resulting in higher interest rates exacerbate the imbalance in the housing market – demand decreases and supply increases as home foreclosures increase and increasing adjustable monthly debt payments

Business Sector

· Business investment spending on equipment/machinery/software makes up nearly 8.0% of final sales to domestic purchasers 

· Business investment spending on structures made up approximately 2.3% of final sales to domestic purchasers in 2010

· High business profits → aging capital stock → strong investment spending on equipment/machinery/software

· Moderate increase in credit availability supports higher investment spending 

· Business utilization increasing, but remains below average, so business investment spending will be supported by replacement of aging equipment/machinery rather than expansion of business capacity 

	Business investment spending

Structures/equipment/software
	2010
	2011
	2012
	2013
	2014
	2015

	
	5.5%
	6.2%
	3.9%
	6.3%
	9.0%
	8.5%


· Risks
· (-) Medium term risk  - Cost push inflation, rising commodity/material prices work their way through the supply chain reducing profit margins

· (+) Change in tax policy – increase in investment write-offs/allowances accelerate business investment spending

· (+) Business sales expanded faster than anticipate accelerating the upward trend in business capacity utilization and profits

· (-) Medium term risk – inflation gains momentum causing a substantial increase in interest rates causing businesses to adjust investment spending plans

Exports

· Exports make up approximately 12.5% of U.S. output as measured by GDP, but exports, directly and indirectly, make up roughly 25% of industrial production

· Exports stimulate linehaul freight volumes within the manufacturing segment of the supply chain and have a larger influence on linehaul freight volumes than measured by share of GDP
· Global economic growth and depreciation of the U.S. dollar exchange rate stimulate continual strong export growth 

	
	2010
	2011
	2012
	2013
	2014
	2015

	Exports
	11.7%
	7.2%
	7.3%
	7.7%
	8.0%
	8.2%


· Risks

· (-) European sovereign debt crisis resulting in instability in the euro weakens a fragile global financial system resulting in tighter credit conditions and a reduction in trade

· (-) High energy prices slow global economic growth

· (-) Medium term risk is the Federal Reserve Board’s expansionary monetary policy results in global inflation and requiring foreign central banks to tighten their monetary policy resulting in slower global growth, particularly China and other nations that peg their currency to the U.S. dollar

· (+) Tight global capacity utilization stimulates strong demand for U.S. agricultural products and industrial supplies

· (+) Weak U.S. dollar causes U.S. producers to gain market share globally increasing exports more than anticipated

State/Local Government

· State and local government spending makes up approximately 11% of final sales to domestic purchasers

· High budget deficits and moderate tax revenue growth causing state and local governments to reduce spending to close budget deficits

· Reduction in employment

· Reduction in public construction activity

· Reduction in capital expenditures on equipment and machinery including trucks and buses

	
	2010
	2011
	2012
	2013
	2014
	2015

	Budget (Surplus/Deficit)
	$32.5
	($-4.6)
	($-3.0)
	($-3.6)
	$7.9
	$20.7

	Purchase Goods/Services
	0.7%
	4.1%
	5.9%
	6.2%
	6.4%
	6.6%


Note: billions; current dollars

· Risks

· (-) Medium term - State and local governments have difficulty meeting bond payments and some state or local government agency defaults on a bond payment causing investors to reduce demand for municipal bonds resulting in higher interest rates to attract investors back to municipal bonds; investors’ risk expectations of municipal bonds changes due to a default

· (+) The economy increases faster than anticipate resulting in tax revenues above plan causing a faster improvement in state and local governments balance sheets than anticipated

· (-) Medium term, under-funding of pension plans result in a fiscal crisis for state and local governments meeting bond payments, services and pension commitments

Federal Government

· Federal government expenditures on goods and services (excludes transfer payments) make up nearly 8% of final sales to domestic purchasers

· The U.S. federal budget deficit is unsustainable at present levels for an extended period of time 

· Reduction in government expenditures

· Increase in taxes/fees

	
	2010
	2011
	2012
	2013
	2014
	2015

	Budget (Surplus/Deficit)
	$-1,334.2
	$-1,267.7
	$-1,121.3
	$-1,143.2
	$-1,169.1
	$-1,205.7

	Purchase Goods/Services
	6.6%
	5.0%
	5.0%
	4.0%
	5.8%
	6.0%


· Risks

· (-) Investors lose faith in the U.S. federal government’s ability to repay its debt, thus demanding substantially higher interest rates (similar to the situation in Greece) to offset the risk of default 

· (-) Foreign investors lose faith in the U.S. federal government’s ability to repay its debt by sell-off their holding of U.S. Treasury securities resulting in higher interest rates and the depreciation of the U.S. dollar that may cause inflation to gain momentum  

· (-) If the federal government does not reduce the budget deficit in the medium term, investors will force fiscal change upon the federal government by demanding substantially higher interest rates to offset the risk of investing in U.S. Treasury securities 

Federal Reserve Board Monetary Policy/Inflation

The Federal Reserve Board’s quantitative easing policy of printing money by purchasing U.S. Treasury securities in response to the severe tightening of credit availability and the deep recession has substantial medium term risks with respect to inflation.  The policy has been relatively successful to date, by increasing liquidity in the financial system resulting in a gradual easing of credit availability over the past two years.  Low interest rates have also helped households and businesses to restructure their balance sheets resulting in lower finance payments.

The Federal Reserve Board’s expansion monetary policy has resulted in a depreciation of the U.S. dollar exchange rate that has large repercussions for countries with flexible exchange rates, such as Brazil as well as for countries that peg their exchange rate to the U.S. dollar, such as China.  China must adopt the U.S expansionary monetary policy to keep the exchange rate constant, which increases the risk of inflationary pressures gaining momentum in China.  If inflation gains momentum in China then China will adopt a more restrictive monetary policy that will slow growth and have large repercussions for the global economy.  

Countries with flexible exchange rates, such as Brazil, have seen their currencies appreciate as investors purchase Brazilian assets due to higher rates of return than the low rates of return associated with U.S. Treasury securities.  Large currency appreciation may reduce Brazil’s competitiveness on world markets that could cause growth to moderate.  

In short, the Federal Reserve’s expansionary monetary policy is having large repercussions upon the global economy due to substantial changes in exchange rates and increasing inflationary pressures, particularly for countries that peg their exchange rate to the U.S. dollar.  

	
	2010
	2011
	2012
	2013
	2014
	2015

	Inflation Measures
	
	
	
	
	
	

	CPI - % change
	1.6%
	2.3%
	3.0%
	3.3%
	3.6%
	3.9%

	PPI - % change
	6.9%
	4.2%
	3.3%
	3.7%
	4.1%
	4.4%

	
	
	
	
	
	
	

	Interest Rates
	
	
	
	
	
	

	3 month T-Bill
	0.14%
	0.87%
	1.38%
	1.83%
	2.51%
	3.10%

	5 Yr. Treasury Note
	1.93%
	2.40%
	3.11%
	3.91%
	4.88%
	5.83%

	10 Yr. Treasury Bond
	3.21%
	3.64%
	4.33%
	5.05%
	5.97%
	6.95%


· Risks

· (-) An increase in global inflation causes U.S. inflation rates to accelerate resulting in large increases in U.S. interest rates exacerbating the housing market and slowing growth of business investment spending and consumer spending

· (-) Medium term risk – Cost push inflation as higher commodity and material prices work their way through the supply chain and Federal Reserve is slow to react causing inflationary pressures to gain momentum resulting in substantially higher interest to control inflation

· (+) Federal Reserve Board gradually tighten monetary policy as the U.S. economy recovers and inflationary pressures do not gain momentum, so interest rates gradually trend upward and households and businesses slowly adjust spending to changes in interest rates

· Geopolitical Risks

· Political instability in the Middle East results in a spike in energy prices

· High food prices results in instability in the developing world

· Accelerating inflation results in instability in China

Freight Environment

· Inventories in equilibrium throughout the supply chain, so final sales to domestic purchasers pull commodities through the supply chain; manufacturers → wholesalers → retailers → end users

· Exports provide an additional stimulus to linehaul freight volumes within the manufacturing segment of the supply chain

	
	2010
	2011
	2012
	2013
	2014
	2015

	Final Sales to Domestic Purchasers
	1.9%
	2.5%
	1.8%
	2.6%
	3.6%
	3.6%

	Inventory Investment; $ bils.
	$60.4
	$68.4
	$44.7
	$48.5
	$64.8
	$65.8

	Exports
	11.7%
	7.2%
	7.3%
	7.7%
	8.0%
	8.2%

	Industrial Production
	5.7%
	3.9%
	2.6%
	3.5%
	4.3%
	4.0%

	
	
	
	
	
	
	

	Local/Regional Freight Volumes
	1.9%
	2.5%
	1.8%
	2.6%
	3.6%
	3.6%

	Linehaul Freight Volumes
	4.2%
	3.3%
	2.3%
	3.1%
	4.0%
	3.8%


· Risks
· (-) Near term - high energy prices slow the growth rate of consumer spending more than anticipated resulting in a moderate inventory correction or results in a decrease in consumer spending causing a severe inventory correction
· (+) Low interest rates, low inflation and improving household balance sheets result in stronger than anticipated consumer spending and inflationary pressures remain moderate, so the Federal Reserve gradually increases interest rates, so there is a gradual adjustment by households and businesses to changes in the economic environment

· (-) Medium term – inflation gains momentum and the Federal Reserve must substantially increase interest rates; large changes in the economic environment from low interest rates/low inflation to rising inflation/increasing interest rates

Canadian Fleet Business Conditions

Freight volumes increasing at strong to moderate growth rates as inventories in equilibrium with sales throughout the supply chain so strong-to-moderate growth in domestic demand is pulling commodities through the supply chain and exports expanding at strong growth rates as well.  The Canadian economy does not have large imbalances, so low interest rates, expansionary fiscal policy and strong global demand for commodities is resulting in strong economic growth.  In the near term, the economic environment will continue to stimulate strong economic growth implying strong freight growth as well.

High commodity prices are stimulating output of natural resource industries and businesses are increasing investment spending to expand capacity.  The appreciation of the Canadian dollar will not harm exports of natural resources due to the strong global demand for commodities and industrial supplies.  

In the short-term, consumers can sustain strong growth in spending as employment gains are stimulating personal income growth.  CMVC predicts consumer spending will expand at above trend level growth rates (+3.50%), as households satisfy pent-up durable goods replacement demand, but the economic environment will gradually change in 2011 as interest rates trend upward.  The Bank of Canada will increase interest rates to prevent inflationary pressures from gaining momentum.  Households’ debt levels are relatively high, household debt-to-income 147%, so an upward trend in interest rates will gradually cause households to adjust spending, particularly debt financed consumption.  The adjustment to higher interest rates will be gradual, since interest rates are increasing from low levels.  CMVC predicts the growth rate of consumer spending will begin to slowly moderate during the second half of 2011 and into 2012.

Since the Canadian economy is expanding at relatively strong growth rates, the federal government will shift its focus from stimulus to balance sheets.  In the medium term, the growth rate of federal government spending will moderate.    

The export sector is critical to the Canadian economy, since exports make up approximately 35% of Canadian output.  The appreciation of the Canadian dollar has dampened the competitiveness of manufactured goods, but this has been more than offset by stronger demand for Canadian products as the U.S. economy grows and exports of raw materials and industrial supplies related to strong global growth.  Canada’s exports will continue to expand at strong growth rates, but exports of manufactured goods will expand at moderate growth rates as appreciation of the Canadian dollar reduces producers’ competitiveness.

In the near, freight volumes, local, regional and linehaul will expand at strong growth rates as consumer and business spending pulls commodities through the supply chain, since inventories are in equilibrium with sales.  Exports will provide an additional stimulus to linehaul freight volumes as commodities are transported south to the U.S. or to ports for overseas markets.  Exports of manufactured goods will expand at slower rates than raw materials and industrial supplies.
The Canadian economy will expand at strong growth rates through the first half of 2011 and gradually begin to moderate during the second half of 2011 and into 2012 as interest rates trend upward and the federal government’s stimulus decreases.  Households’ high debt levels will also begin to moderate consumer spending.  
Commercial Vehicle Sales Outlook

Light Duty Market Segment: GVW Class 2

U.S. Market

U.S. Class 2 truck retail sales predicted to increase 8.3% to 1.640 million units in 2011 as consumers and businesses replace aging trucks.

The recovery in Class 2 truck retail sales is being lead by pent-up replacement demand as consumers and businesses extended truck trade-cycles during the recession as balance sheets weakened.  An aging Class 2 truck population is resulting in increases in maintenance expenses causing a moderate recovery in Class 2 truck sales.    

High fuel prices will be a drag on the recovery as some households shift to more fuel-efficient vehicle models, while other households’ lifestyles demand the attributes of Class 2 truck models, such as towing capacity.  Truck makers are improving the fuel efficiency of Class 2 truck models, but other smaller trucks and autos offer higher fuel economy standards.  
Consumer purchases make up approximately 70% of new Class 2 truck sales including trucks used for business as well as personal use purposes.  Many construction workers drive Class 2 pickup models to haul tools to construction sites, but these trucks are used for personal use as well.  Depressed construction activity will be a drag on the Class 2 truck sales recovery, since construction employment has decreased by 2.24 million workers from January 2007 to January 2010.  Some workers may have shifted to other industries and the new work may not require the product attributes of Class 2 truck models.    

Expanding farm income related to high commodity prices will stimulate Class 2 truck sales, since many agricultural applications require the product attributes of Class 2 truck models and expanding farm income implies farmers have the financial resources to increase spending on Class 2 truck models.    

Tighter credit conditions will also be a drag on the Class 2 truck recovery, as banks are requiring larger down payments when purchasing motor vehicles.  The Federal Reserve Board estimates that the loan-to-value ratio of consumers’ new vehicle purchases in January 2011 was 80 as compared to 95 in 2007, the year before the recession.  Larger down payments will slow the rate at which consumers and businesses satisfy pent-up replacement demand volumes.  
In conclusion, vehicle demographics, higher business profits and a gradual improvement in household balance sheets will stimulate a moderate recovery in Class 2 truck sales as there are some headwinds to the upturn, such as high fuel prices and tighter credit requirements.  CMVC predicts Class 2 truck sales will trend upward over the forecast period as truck demographic factors put upward pressure on sales over the forecast period and households’ balance sheets are predicted to improve over the forecast period.  High fuel prices will be a drag to Class 2 truck sales over the forecast period as some households replace Class 2 truck models with Class 1 truck models, SUVs or autos due to higher fuel economy standards.
Canadian Market

CMVC predicts a slight decrease in Canadian Class 2 truck retail sales to 228,200 units in 2011 from 237,327 in 2010 as strong sales in 2010 reduced pent-up replacement demand volumes.
Class 2 truck sales increased 23.1% in 2010 to 237,327 units as pent-up replacement demand stimulated household and business truck sales as truck trade-cycles were extended during the recession.  Pent-up replacement demand has decreased, but truck sales will remain at high volumes in 2011 as households and businesses continue to satisfy pent-up and normal replacement demand volumes and natural resource and construction industries are expanding employment to increase output.  Natural resource industries are expanding investment to increase capacity implying employment gains and some applications require the attributes of Class 2 truck models.  High commodity prices are stimulating farm income and farmers are satisfying pent-up and normal replacement demand volumes.  
High fuel prices will be a drag on Class 2 truck sales, but less so in Canada as compared to the U.S., since fuel prices are generally higher in Canada than the U.S., so households and businesses were more fuel-efficiency conscious during their purchases than their U.S. counterparts.  
CMVC predicts Class 2 truck pent-up replacement demand will continue to decrease during 2011 causing Class 2 truck sales to decrease to 215,700 units in 2012.  Decreasing pent-up replacement demand is not resulting in a steep downturn in Class 2 truck sales, since household and business fundamentals are improving.  Expanding construction and natural resources employment and high farm incomes will stimulate expansion of Class 2 truck sales beyond replacement demand volumes.    

Midrange Market Segment: GVW Classes 3-5

U.S. Market

CMVC predicts a slight decrease in U.S. midrange truck sales in 2011 to 198,500 units from 204,499 trucks in 2010 due to a decrease in pent-up replacement demand in the Class 3 market segment as Class 4 and 5 truck sales will increase in 2011.

Trucks used for dual purposes, business as well as personal use, decrease as the size of the truck, gross vehicle weight rating, increases.  CMVC predicts the decrease in midrange truck sales will be the result of lower Class 3 truck sales as consumer pent-up replacement demand was partially satisfied in 2010 as Class 3 truck sales increased to 161,443 units from 111,704 trucks in 2009.  CMVC predicts Class 3 truck sales will decrease to 148,900 units in 2011, which historically is a high sales volume.

Business demand for midrange trucks will be stimulated by an aging truck population implying increasing maintenance expenses causing fleets to replace old trucks with high maintenance expenses.  The average age of a midrange truck increased to 6.31 years in 2010 from 5.82 years in 2007, the year before the recession.  Business profits have recovered from the recession, so fleets have the funds to increase investment spending on trucks, while still keeping balance sheets strong.  
Leasing companies’ truck trade-cycles are normally determined by financial factors, such as new truck price, lease payments and residual value, but the recession caused leasing companies to extend truck-trade cycles as residual values decreased and some customers reduced the size of their fleets.  The economic recovery has improved truck residual values and truck maintenance expenses are increasing due to depreciation, so leasing companies are upgrading their fleets.

Midrange truck retail sales will be above normal replacement demand volumes in 2011 as fleets return to normal trade-cycles and continue to satisfy pent-up replacement demand volumes.  Fleets have the capacity in place to meet moderately higher freight volumes.  Local and regional freight volumes predicted to expand by 2.5% in 2011 following growth of 1.9% in 2010.   

The construction segment will be a drag on the truck sales recovery in 2011 as construction activity will remain at depressed levels, so construction fleets are more likely to be still in the process of rationalizing fleet capacity than satisfying pent-up replacement demand volumes.  Truck purchases by state and local government agencies will be another drag on midrange truck sales in 2011, as state and local governments are reducing budgets to close budget deficits causing public fleets to extend truck trade-cycles.    

Midrange truck sales will gradually trend upward over the forecast period as moderate freight growth over the forecast increases fleet capacity utilization causing fleets to expand truck capacity in the later years of the forecast.  Truck sales will be largely supported by replacement demand volumes in 2011 and 2012.
	
	2010
	2011
	2012
	2013
	2014
	2015

	Household Sector
	
	
	
	
	
	

	Disposable Income
	2.0%
	3.3%
	1.8%
	3.5%
	3.8%
	3.7%

	Savings Rate
	5.9%
	6.7%
	6.8%
	8.0%
	9.0%
	9.8%

	Consumer Spending; Durable Goods
	7.7%
	6.9%
	2.7%
	2.8%
	3.7%
	4.3%

	Unemployment Rate
	9.9%
	8.7%
	8.0%
	7.7%
	7.1%
	6.6%

	
	
	
	
	
	
	

	Business Sector
	
	
	
	
	
	

	Final Sales to Domestic Purchasers
	1.9%
	2.5%
	1.8%
	2.6%
	3.6%
	3.6%

	Business Sales
	0.9%
	4.1%
	2.8%
	3.5%
	4.2%
	4.0%

	Business Profits
	30.9%
	3.7%
	-4.1%
	6.1%
	10.3%
	7.9%

	Housing Starts
	5.8%
	-4.9%
	5.9%
	17.4%
	16.4%
	12.2%

	5-Year Treasury
	1.93%
	2.40%
	3.11%
	3.91%
	4.88%
	5.83%

	
	
	
	
	
	
	

	Vehicle Demographics
	
	
	
	
	
	

	Replacement Demand
	167.3
	172.9
	181.7
	188.9
	194.1
	199.9

	Average Age; truck
	6.31
	6.43
	6.40
	6.24
	5.95
	5.54


Canadian Market

CMVC predicts a 5.6% decrease in Canadian midrange truck retail sales to 37,300 units in 2011 from 39,508 trucks in 2010 due to a decrease in Class 3 pent-up replacement demand.

Improving balance sheets in 2010 caused Canadian households and businesses to begin satisfying pent-up replacement demand volumes following the recession.  Canadian Class 3 truck sales soared to 34,279 units in 2010 from 18,590 trucks in 2009 and 15,832 trucks in 2008.  CMVC predicts a moderate decrease in Class 3 truck sales to 31,200 units in 2011 as a result of a decrease in pent-up replacement demand volumes, but Class 3 truck sales will remain at historically high volumes in 2012 due to natural resource industries resuming normal truck trade-cycles and expanding truck capacity to meet higher output.  Expanding personal income driven by employment gains and higher business profits will stimulate household and business demand for Class 3 trucks and some workers use Class 3 trucks for business as well as personal use purposes.  
CMVC predicts Classes 4/5 truck sales will increase 16.7% to 6,100 units in 2011 from 5,229 trucks in 2010 as businesses satisfy pent-up replacement demand volumes due to the recovery in business profits.  Domestic demand has recovered from pre-recession levels implying the midrange fleet is operating at relatively high capacity utilization rates, which is accelerating depreciation particularly of older trucks causing fleets to upgrade their fleets.    

A drag on the truck recovery will be increases in diesel fuel prices and higher new truck prices.  Midrange trucks are largely operated by private fleets, so fleet operations are viewed as a cost center and increases in diesel fuel prices increase fleet operating costs above plan causing businesses to reduce fleet expenses in other areas, including capital budgets for new truck purchases.  The upward trend in new diesel truck prices will also be a drag on midrange truck sales, particularly in the medium term, as fleets extended truck life-cycles to offset higher new truck acquisition costs.  By extending the ownership period, fleets reduce the annual acquisition cost of a truck.  
Classes 4/5 truck sales will trend upward over the forecast period as expanding business sales put upward pressure on fleets to expand capacity, particularly in the later years of the forecast.  
Medium Duty Market Segments: GVW Classes 6/7

U.S. Market

CMVC predicts medium duty vehicle sales will increase 23.6% to 83,400 vehicles in 2011 from 67,493 units in 2010 as an aging vehicle population puts upward pressure on businesses to upgrade their fleets.

The average age of a medium duty vehicle has increased to 8.09 years in 2011 from 7.08 years in 2007, pre-recession.  The average age of a medium duty vehicle has increased 14.3% since the recession implying fleets are experiencing higher vehicle maintenance expenses.  Business profits have rebounded to pre-recession levels, so fleets can increase investment spending on trucks while keeping balance sheets strong.  
CMVC predicts strong sales to leasing companies, since leasing companies’ truck purchasing decisions are driven by financial factors, such as acquisition price of a new truck, lease/rental payments and expected residual vehicle of the truck.  Leasing companies extended truck trade-cycles during the recession as residual vehicle values were below expectations.  The result has been increases in maintenance expenses, which is squeezing profit margins.  The improving business environment is increasing truck residual values and rising maintenance expenses are squeezing profit margins, so leasing companies are upgrading their fleets.    

Following a recession, for-hire carriers typically begin to upgrade their fleets before private fleets, since trucks operated by for-hire carriers typically operate in high utilization applications, annual miles driven, than trucks operated by private fleets.  The primary business function of for-hire carriers is hauling other companies freight, so for-hire carriers’ business focus is to maximize truck utilization, while businesses that operate private fleets primary business focus is not truck utilization, so trucks in for-hire carrier applications typically depreciate at faster rates than trucks operated by private fleets.  The result is following an extension of truck trade-cycles during a recession, for-hire carriers have greater pressures to upgrade their fleets than private fleets.  Private fleets generally satisfy truck replacement demand volumes at slower rates than for-hire carriers.  In addition, businesses that operate private fleets generally direct investment spending on primary business functions following a recession and truck transportation is generally a secondary business function for businesses that operate private fleets.  

A long term trend is general freight carriers are penetrating local and regional distribution applications by transporting freight to end users, such as households and farmers.  For example, J.B. Hunt Transport Services’ Dedicated Contract Carriage business unit is delivering animal feed to farmers.  In the long term, linehaul carriers penetrating local and regional distribution applications will cause for-hire carriers to increase their share of new truck sales, as private fleets gradually exit local and regional distribution applications.  
The construction sector will remain a drag on the medium duty truck sales recovery in 2011 and 2012, since construction activity will remain at depressed levels.  The construction industry has been rationalizing capacity over the past few years in response to the steep downturn in construction activity.  Construction activity has decreased at faster rates than the reduction in fleet capacity, so fleet capacity is under-utilized in the construction sector.  Fleets have the capacity in place to meet slight increases in construction activity related to maintenance activities from depreciating building and homes.  With business sales at low levels, balance sheet considerations will play a large role in construction fleets’ truck purchasing decisions.  Construction fleets will continue to extend truck trade-cycles to keep balance sheets strong.  
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Wholesale and retail employment has begun to expand signaling the wholesale and retail trades industries have brought capacity in equilibrium with sales.  At this early stage of the recovery in wholesale and retail employment implies wholesalers and retailers have the truck capacity in place to meet higher sales volumes.  The recovery in business profits implies wholesalers and retailers will increase investment spending on replacing aging trucks with high maintenance expenses.  In the later years of the forecast as wholesalers and retailers expand capacity, wholesalers and retailers will expand truck capacity as well to meet higher business sales.
Businesses that operate private fleets will gradually satisfy truck pent-up replacement demand volumes over the next two years due to increases in medium duty truck prices over the past several years as a result of 2004, 2007 and 2010 emission compliant engines and the current high diesel fuel price environment.  To offset the increases in replacement values of trucks, private fleets are extending truck trade-cycles, thereby reducing the annual acquisition cost of the truck by extending the ownership period.  This will be a medium term drag on truck sales over the forecast period.  
High fuel prices will also be a drag on new truck sales, since private fleets are typically operated as a cost center.  Diesel fuel prices are above expectations, so fuel expenses are above plan, which will cause businesses to reduce fleet expenses in other areas, including capital expenditures on trucks to meet budgets.  This will slow the rate at which private fleets satisfy pent-up replacement demand volumes over the next two years.  

	
	2010
	2011
	2012
	2013
	2014
	2015

	Business Sector
	
	
	
	
	
	

	Final Sales to Domestic Purchasers
	1.9%
	2.5%
	1.8%
	2.6%
	3.6%
	3.6%

	Business Sales
	0.9%
	4.1%
	2.8%
	3.5%
	4.2%
	4.0%

	Business Profits
	30.9%
	3.7%
	-4.1%
	6.1%
	10.3%
	7.9%

	Housing Starts
	5.8%
	-4.9%
	5.9%
	17.4%
	16.4%
	12.2%

	5-Year Treasury
	1.93%
	2.40%
	3.11%
	3.91%
	4.88%
	5.83%

	State/Local Govt. (def/surplus)
	$32.5
	(-$4.6)
	(-$3.0)
	(-$3.6)
	$7.9
	$20.7

	
	
	
	
	
	
	

	Vehicle Demographics
	
	
	
	
	
	

	Replacement Demand
	131.9
	132.8
	133.0
	130.7
	130.2
	129.7

	Average Age; truck
	7.93
	8.09
	8.11
	8.01
	7.80
	7.50


Canadian Market

CMVC predicts medium duty vehicle retail sales will increase 21.2% to 5,500 units in 2011 from 4,538 vehicles in 2010 as fleets continue to satisfy pent-up replacement demand volumes from the recession.

The average age of a medium duty vehicle has increased to 7.88 years in 2011 from 7.46 years in 2007, pre-recession.  This implies a moderate increase in truck maintenance expenses, so fleets will gradually satisfy pent-up replacement demand volumes as business profits expand.  Businesses that operate private fleets, initially direct investment spending on primary business activities during the early stages of the recovery and increase investment spending on secondary activities, such as truck transportation, as business profits continue to expand during the business cycle.  Business investment spending on trucks will trend upward as business profits expand as businesses that operate private fleets gradually increase investment spending on secondary activities, such as truck transportation.
Increases in medium duty truck prices over the last several years related to 2004, 2007 and 2010 emission compliant engines will slow the rate at which fleets satisfy pent-up replacement demand.  To offset the increases in acquisition costs of new trucks, fleets are extending their ownership periods, thereby reducing the annual cost of acquiring new trucks.  This will be a medium term drag on new truck sales over the forecast period.  

High diesel fuel prices will also be a drag on the truck recovery.  Private fleets are a cost center for businesses that operate private fleets, so diesel fuel expenses above plan will cause businesses to reduce fleet expenditures in other areas including capital expenditures on new trucks.  The drag of high diesel fuel prices on truck investment spending decreases over time, as businesses adjust to the high fuel price environment, such as increasing prices received for their products and goods, and depreciation over time puts upward pressure on replacing aging trucks.
Final domestic demand implies local and regional freight volumes are expanding at moderate-to-strong growth rates, so truck utilization is trending upward and higher utilization implies accelerating truck depreciation that will stimulate new trucks sales.  CMVC predicts medium duty truck utilization will reach high levels during the second half of 2012 requiring expansion in capacity to satisfy expanding business sales.  

	
	2010
	2011
	2012
	2013
	2014
	2015

	Vehicle Demographics
	
	
	
	
	
	

	Replacement Demand
	7.5
	7.2
	7.3
	7.2
	7.0
	7.1

	Average Age; truck
	7.84
	7.89
	7.79
	7.57
	7.32
	7.01


Buses: GVW Classes 5-7

CMVC predicts North American bus sales will decrease 12.5% to 16,950 units in 2011 from 19,380 buses in 2010.

State and local governments including school districts are reducing capital expenditures on buses as state and local governments are reducing spending to close budget deficits.  The federal government stimulus program increased transfer payments to state governments and local governments, thereby partially offsetting lower tax revenues from the recession.  Transfer payments related to the federal stimulus program are decreasing, requiring state and local governments to change fiscal policies, reduce expenditures and/or increase taxes to close budget deficits.  State and local government agencies are reducing bus fleet sizes and/or extending bus trade-cycles to meet tight budgets.

In the short-term, diesel fuel prices above expectations will further decrease capital expenditures on buses in 2011, since diesel fuel expenses will be above budgets causing government agencies to shift funds from other areas of bus operations including capital expenditures to cover higher fuel expenses.  

A moderate economic recovery following a deep recession implies the changes in state and local government fiscal policy will not be short-term, but rather medium term since tax revenues will probably not expand at growth rates to substantially close budget deficits without constraining spending growth.  This implies a moderate recovery in bus sales following the trough in 2011 and changes in bus operations to increase operating efficiencies including outsourcing services to private contractors, consolidating operations with other agencies, school districts charging for student transportation services to name just a few.    

Heavy Duty Market Segment: GVW Class 8

U.S. Market

CMVC predicts U.S. Class 8 retail sales will increase 49.0% to 159,700 units in 2011 from 107,152 trucks in 2010.  

The strong increase in Class 8 truck retail sales will be stimulated by pent-up replacement demand volumes as rising maintenance expenses force fleets to replace aging trucks.  The recovery in business profits implies fleets have the funds to substantially increase capital expenditures on trucks while keeping balance sheets strong.  The average age of a Class 8 truck has increased 13.1% to 8.19 years in 2011 from 7.24 years in 2007 implying large increases in maintenance expenses and unexpected vehicle downtime.  

The satisfaction of Class 8 pent-up replacement demand will be led by for-hire carriers, since for-hire carriers operate in high utilization applications, as measured by miles driven, implying trucks in for-hire carrier applications typically depreciate at faster rates than trucks operated by private fleets.  For-hire carriers operate in on-highway applications as compared to private fleets that operate in local, regional and linehaul applications.  Class 8 trucks operated by for-hire carriers’ travel on average approximately 92,800 miles per year as compared to trucks operated by private fleets that travel on average 38,900 miles per year.  Trucks in for-hire applications typically depreciate at faster rates than trucks operated by private fleets, so for-hire carriers have greater difficulties extending truck trade-cycles in comparison to private fleets.  This will cause an initial stronger response by for-hire carriers in satisfying pent-up replacement demand volumes than private fleets. 

In addition, trucks are a primary asset of for-hire carriers, while trucks typically are a secondary asset of businesses that operate private fleets.  For-hire carriers and private fleets extended truck trade-cycles during the recession in response to steep decreases in business profits that weakened balance sheets. The recovery in business profits as a result of higher freight volumes will initially stimulate a stronger response by for-hire carriers than private fleets, since trucks in for-hire applications accelerate faster than trucks in private fleet applications and trucks are a primary asset of for-hire carriers, so for-hire carriers recovery in investment spending will be largely directed at replacing aging trucks with high maintenance expenses.   
Private fleets will gradually satisfy Class 8 replacement demand volumes in comparison to for-hire carriers, since truck transportation is not a primary business function, so business investment spending on trucks gradually gains momentum as business profits expand and investment spending spreads to secondary business activities, such as truck transportation.  Private fleets imply businesses across a wide range of industries, so the upturn in business sales and profits differs across industries resulting in a gradual recovery in truck demand in comparison to the rebound in truck sales to the for-hire trucking industry.  
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High diesel fuel prices will be a drag on the Class 8 truck sales recovery, since diesel fuel prices will be a drag on for-hire carriers profit growth and will increase private fleets’ costs operating costs above plan causing businesses to reduce fleet expenses in other areas, including capital expenditures on new trucks.  For-hire carriers pass along fuel surcharges to customers to offset the increases in diesel fuel prices, but fuel surcharges do not completely offset higher diesel fuel prices, since carriers do not receive fuel surcharges for empty miles driven, out-of-route mileage and idling.  Fuel expenses make up a large share of fleet operations, so diesel fuel prices substantially above expectations have large repercussions for private as well as for-hire carriers that will adjust investment spending on trucks.  
An upward trend in truck sales prices over the past several years related to 2004, 2007 and 2010 emission compliant engines has caused fleets to extend truck trade-cycles to offset the higher acquisition costs of new trucks.  In the short-term, this will not have a large dampening affect on new truck sales, since the average age of a Class 8 truck is relatively high requiring fleets to upgrade their fleets to reduce rising maintenance expenses.  In the medium term, the extension of truck operators’ truck life-cycles will have a dampening affect on Class 8 truck sales.

CMVC predicts the Class 8 truck population will be operating at high utilization rates at the end of 2011 requiring moderate expansion in capacity to meet expanding freight volumes in 2012.  The Class 8 truck sales forecast trends upward in the medium term as decreasing pent-up replacement demand is more than offset by truck sales related to capacity expansion to meet expanding freight volumes.  Replacement demand volumes also moderately trend upward in the medium term, since the Class 8 population has been trending upward over the past 20 years in response to an expanding U.S. economy.  This implies over time the number of trucks scrapped from the population is increasing.  
	
	2010
	2011
	2012
	2013
	2014
	2015

	Business Sector
	
	
	
	
	
	

	Final Sales to Domestic Purchasers
	1.9%
	2.5%
	1.8%
	2.6%
	3.6%
	3.6%

	Business Sales
	0.9%
	4.1%
	2.8%
	3.5%
	4.2%
	4.0%

	Business Profits
	30.9%
	3.7%
	-4.1%
	6.1%
	10.3%
	7.9%

	Housing Starts
	5.8%
	-4.9%
	5.9%
	17.4%
	16.4%
	12.2%

	5-Year Treasury
	1.93%
	2.40%
	3.11%
	3.91%
	4.88%
	5.83%

	State/Local Govt. (def/surplus)
	$32.5
	(-$4.6)
	(-$3.0)
	(-$3.6)
	$7.9
	$20.7

	
	
	
	
	
	
	

	Vehicle Demographics
	
	
	
	
	
	

	Replacement Demand
	175.2
	179.0
	181.4
	183.0
	187.2
	186.3

	Average Age; truck
	8.13
	8.19
	8.04
	7.78
	7.49
	7.23


Canadian Market

Canadian Class 8 truck retail sales predicted to increase 31.7% to 24,900 units in 2011 from 18,916 trucks in 2010 as fleets continue to satisfy pent-up replacement demand due to an aging Class 8 truck population.

 The average age of a Class 8 truck in Canada increased to 7.94 years in 2011 from 6.74 years in 2007, pre-recession.  Canadian Class 8 truck retail sales increased 60.3% to 19,298 trucks in 2010 from 12,040 units in 2009 as Canadian fleets began to satisfy pent-up replacement demand in 2010 as freight volumes and business profits began to recover from the recession.  Canada’s economy does not have large imbalances like the U.S. economy, so the Canadian recession was shallower than the U.S. recession and the Canadian recovery has been stronger than the U.S. recovery as low interest rates have stimulated consumer and business spending.  

Class 8 capacity will be roughly equal to replacement demand volumes in 2011 as most industries have the truck capacity in place to meet higher freight volumes.  Fleets will satisfy higher freight volumes by boosting truck utilization, thus accelerating truck depreciation, thereby stimulating investment spending on replacing aging trucks that can no longer meet the economic requirements of the operating environment, maintenance expenses and truck downtime.    

Industrial production remains well below pre-recession levels as North American auto production remains will below pre-recession volumes and the appreciation of the Canadian dollar has been a drag on Canadian exports of manufactured goods.  The industrial production index in the fourth quarter of 2010 was 92.9 as compared to the average in 2007 of 102.3.  

High diesel fuel prices will also be a drag on the recovery in Class 8 truck sales, since Class 8 trucks are fuel-intensive equipment.  For-hire carriers will increase fuel surcharges in response to increases in diesel fuel prices, but fuel surcharges do not completely cover increases in diesel fuel prices, so diesel fuel prices will be a drag on profit growth for the for-hire trucking industry.  For businesses that operate private fleets, higher diesel fuel prices increase fleet operating costs above plan and private fleets are typically cost centers, so businesses will reduce fleet expenses in other areas, including capital expenditures on trucks.    

Canadian freight volumes, local, regional and linehaul are expanding at strong-to-moderate growth rates, so the Class 8 population will be operating at high capacity utilization rates during the second half of 2011.  This will require expansion in truck capacity to meet higher freight volumes.  
CMVC predicts Class 8 trucks sales will increase in 2012, while pent-up demand has been substantially decreased because fleet capacity utilization will be at high rates requiring expansion in capacity to meet expanding freight volumes.  The freight recovery will be broad based across industries by 2012 resulting in for-hire carriers and private fleets increasing investment spending on trucks to meet expanding business sales.

	
	2010
	2011
	2012
	2013
	2014
	2015

	Vehicle Demographics
	
	
	
	
	
	

	Replacement Demand
	23.4
	24.1
	25.0
	25.5
	26.5
	26.5

	Average Age; truck
	7.86
	7.94
	7.86
	7.70
	7.47
	7.26


Trailer Sales

Trailer sales predicted to increase 47.6% to 177,000 units in 2011 from 119,890 trailers in 2010.
A depreciating trailer population resulting in higher maintenance expenses is putting upward pressure on fleets to upgrade trailer fleets.  The average age of a trailer in 2010 was 10.91 years, which is the highest level since deregulation began in the early 1980s.  The average age of a trailer increased to 10.91 years in 2010 from 9.88 years in 2007, pre-recession.  

Trailer utilization began to recover during the second half of 2009 as a result of a recovery in freight volumes and higher trailer utilization has accelerated trailer depreciation, thereby putting greater upward pressure on replacing aging trailers.
The recovery in business profits, for-hire carriers and private fleets implies fleets have the funds to increase investment spending on trailers while keeping balance sheets strong.  The recovery in investment spending on trailers will be led by for-hire carriers, since trailers are a primary asset and for-hire carriers operate in high mileage applications that accelerate trailer depreciation.  During a recovery, businesses that operate private fleets direct investment spending to primary business functions before increasing investment spending on secondary business functions, such as transportation.  The lag in private fleets’ investment spending on trailers in comparison to for-hire carriers will support trailer sales as pent-up replacement demand related to for-hire carriers’ decreases.  

High diesel fuel prices will be a drag on the trailer recovery, since high diesel fuel prices will be a drag on profits, but profits will remain at high levels for fleets to increase investment spending on trailers while keeping balance sheets strong.  

In 2011, trailer sales will remain below replacement demand of 195,500 units, since fleets related to the construction sector will continue to rationalize capacity in response to the steep decrease in construction activity over the past few years.  Construction activity has decreased at faster growth rates than trailer capacity, so an under-utilized trailer fleet implies fleets will continue to rationalize trailer capacity.

CMVC predicts moderate growth in trailer capacity related to the agricultural sector has high commodity prices are increasing acreage planted resulting in higher shipment volumes.  
Trailer sales will be slightly above replacement demand volumes in 2012, as for-hire carriers increase capacity to meet higher freight volumes.  For-hire carriers are operating at high utilization rates and continual moderate growth in freight volumes will cause carriers to moderately expand capacity in 2012.  In 2012, private fleets will accelerate investment spending on meeting pent-up trailer replacement volumes.  Private fleet trailer capacity utilization will trend upward in 2012 putting moderate pressure on private fleets to expand capacity in 2013.  

	
	2010
	2011
	2012
	2013
	2014
	2015

	Business Sector
	
	
	
	
	
	

	Final Sales to Domestic Purchasers
	1.9%
	2.5%
	1.8%
	2.6%
	3.6%
	3.6%

	Business Sales
	0.9%
	4.1%
	2.8%
	3.5%
	4.2%
	4.0%

	Business Profits
	30.9%
	3.7%
	-4.1%
	6.1%
	10.3%
	7.9%

	Housing Starts
	5.8%
	-4.9%
	5.9%
	17.4%
	16.4%
	12.2%

	5-Year Treasury
	1.93%
	2.40%
	3.11%
	3.91%
	4.88%
	5.83%

	State/Local Govt. (def/surplus)
	$32.5
	(-$4.6)
	(-$3.0)
	(-$3.6)
	$7.9
	$20.7

	
	
	
	
	
	
	

	Vehicle Demographics
	
	
	
	
	
	

	Replacement Demand
	191.5
	195.5
	200.1
	204.2
	206.5
	207.8

	Average Age; trailer
	10.91
	11.04
	11.02
	10.90
	10.72
	10.58
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