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Overview: U.S. Fleet Business Conditions
The growth rate of the U.S. economy has decelerated to a sluggish growth rate (< 2.0%) as rising food prices and high-energy prices cause consumers to adjust spending on non-energy/food products.

· Households’ balance sheets are not strong enough to sustain the growth rate of spending on non-energy/food products, while paying higher prices for food and energy items.

· In the second quarter, consumers adjusted spending on non-energy/food items.

· The growth rate of consumer spending on goods and services will remain sluggish in the second quarter.

· CMVC predicts this will cause retailers and wholesalers’ inventories to increase above plan resulting in a moderate inventory correction during the second quarter and into the third quarter.

· CMVC does not foresee a downturn in consumer spending that would result in a severe inventory correction since employment gains are stimulating personal income growth.

· Business investment spending will continue to expand at strong growth rates in spite of rising input prices, since business balance sheets have recovered from the recession.

· At the moment, businesses can continue to sustain strong growth in spending on equipment and machinery including computers while keeping balance sheets strong.

· Businesses need to replace aging equipment and machinery.

	
[image: image2.emf]US Gross Domestic Product

seasonally adjusted annual rate

-8.0%

-6.0%

-4.0%

-2.0%

0.0%

2.0%

4.0%

6.0%

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1

2008                   2009                  2010                  2011


	
[image: image3.emf]Consumption

seasonally adjusted annual rate

-12.0%

-9.0%

-6.0%

-3.0%

0.0%

3.0%

6.0%

9.0%

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1

2008                    2009                     2010                      2011

Goods Services




· Residential and private non-residential investment spending on structures will remain depressed due to excess supply, tight credit and soft demand.

· Exports will continue to expand at moderate-to-strong growth rates due to an expanding global economy.
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Conclusion

· Moderating consumer spending will cause the growth rate of freight volumes, linehaul and local/regional, to decelerate during the second quarter and into the third quarter.

· Macro-economic imbalances are typically corrected during a recession, but large macro-economic balances remain during this recovery that will be a drag on economic growth and make the economy susceptible to moderate economic shocks.
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[image: image7.emf]Nonfinancial Corp: Profits After Tax
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Supply Chain Conditions: Linehaul Segment

Inventories ended the first quarter lean, so a slight increase in wholesalers and retailers’ inventories above plan will result in a moderate inventory correction that will cause the growth rate of linehaul freight volumes to decelerate to a sluggish-to-moderate growth rates depending on commodity hauled.

· Retailers and wholesalers’ inventories ended the first quarter lean, so wholesalers and retailers can withstand a moderate increase in inventories above plan without resulting in large adjustments in orders for manufactured goods.
· CMVC does not foresee wholesalers and retailers’ inventories increasing to excessive levels in the near term, since retail sales continues to expand in spite of rising food and high-energy prices.
· A moderate adjustment in orders for manufactured goods by wholesalers and retailers will slow the growth rate of linehaul freight volumes during the second quarter and into the third quarter.
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Conclusion

· The growth rate of linehaul freight volumes will temporarily decelerate during the second quarter and into the third quarter as a result of a moderate inventory correction.
· The rate at which linehaul freight volumes accelerate at the end of the inventory correction will depend upon the growth rate of final sales to domestic purchasers.

· State and local governments adjusting spending to close budget deficits.

· Consumers can sustain moderate growth in spending, but spending growth is susceptible to rising prices since household balance sheets are relatively weak.
· Business balance sheets are relatively strong, so in the short-term, businesses can sustain strong growth in spending in spite of rising input prices.

Supply Chain Conditions: Local/Regional Applications
Consumer spending on households goods, such as furniture, appliances and fixtures, will remain flat due to depressed new residential construction activity and general merchandisers’ sales are moderating as a result of rising food and energy prices.
· The growth rate of local and regional freight volumes, shipment volumes into retail outlets and from retail outlets to end users is moderating as consumers adjust spending in response to rising food prices and high-energy prices.
· The upward trend in food store sales is exaggerated because monthly data is not adjusted for price changes and food prices are increasing.
· Rising prices for food is squeezing the availability of income for non-food/energy items.

· Building material sales will expand at sluggish growth rates as maintenance activities related to depreciation of existing structures stimulate building materials sales, such as paints and wood products.
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[image: image13.emf]Retail Sales: Electronic/Appliance Stores
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Conclusion
· Moderating consumer spending will slow the growth rate of local and regional freight volumes.
· Moderating to decreasing state and local government spending will also be a drag on local and regional freight volumes.
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[image: image15.emf]Retail Sales: General Merchandise Stores
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[image: image16.emf]Retail Sales: Food/Beverage Stores

millions of dollars, seasonally adjusted

46,000

46,500

47,000

47,500

48,000

48,500

49,000

49,500

50,000

50,500

51,000

51,500

52,000

52,500

53,000

jan

mar

may

jul

sep

nov

jan

mar

may

july

sep

nov

jan

mar

may

jul

sep

nov

jan

mar

2008                     2009                     2010                   2011                                                                                           


	
[image: image17.emf]Retail Sales: Food Services & Drinking Paces
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· Shipment volumes of business equipment and machinery will remain strong in the short-term as business balance sheets remain strong and businesses need to upgrade aging equipment and machinery.
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[image: image19.emf]Retail Sales: Misc. Retail Outlets
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Business Conditions: General Freight 
The growth rate of dry van freight volumes will decelerate in response to moderating retail sales that will slow the growth rate of industrial production as producers adjust output to slowing growth in orders for manufactured goods from wholesalers and retailers.
· The growth rate of general freight volumes is moderating as a result of moderating consumer spending and a moderate inventory correction by wholesalers and retailers.
· Profitability of businesses that operate private fleets is moderating or decreasing as a result of rising input prices and moderating sales growth.
· Retailers’ profits are gradually trending downward from a high level and a continued downward trend will cause retailers to adjust investment spending on trucks to keep balance sheets strong.

· Wholesalers’ profits decreased substantially in the fourth quarter, if wholesalers profits remain weak through the first half of 2011 then businesses will adjust investment spending plans on trucks during the second half of 2011.
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[image: image22.emf]Corporate Profits: Retailers
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[image: image23.emf]Corporate Profits: Wholesalers seasonally adjusted annual rates
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Conclusion
· A temporary deceleration in growth rate of dry van freight volumes as a result of a moderate inventory correction.
· This will not change for-hire carriers’ investment spending plans since carriers are operating at relatively high capacity utilization rates.

· The macro-economic environment, of rising input costs, will cause businesses that operate private fleets to alter truck investment spending plans if business profits decrease substantially.
[image: image57.wmf]
Business Conditions: Platform Fleets
Shipment volumes of equipment, machinery and intermediate goods that are inputs in the production of these goods, such as primary metals, will trend upward, while building materials freight volumes will slowly trend upward from the trough.
· Excluding building materials, CMVC predicts moderate-to-strong growth in platform freight volumes related to the transport of machinery and equipment or intermediate goods that are inputs into the production of these goods.
· Consumer durable goods sales will recover at rates below a typically recovery are expanding at above trend growth rates as households gradually satisfy pent-up replacement demand following the recession.

· Output of consumer durable goods will stimulate intermediate goods freight volumes that are transported on platform trailers.

· For-hire carriers are operating at relatively high capacity utilization rates as a result of a decrease in capacity and rebound in freight volumes.
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[image: image25.emf]Production: Wood Products
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Conclusion

· A profit recovery by for-hire carriers has stimulated investment spending on trucks and trailers as carriers replace aging trucks and trailers.
· Following the steep decrease in freight volumes during the recession, carriers are currently focused on maximizing utilization to increase returns to investment rather than expanding capacity to gain market share.

· Expansion is secondary to maximizing profits through increasing fleet capacity utilization.
Business Conditions: Tank Truck Fleets
A manufacturing recovery has stimulated consumption of chemicals as chemicals are input across a wide range of industries.
· The transport of petroleum products has been soft over the past few quarters as high prices for petroleum products has changed consumers consumption habits.
· Consumption of petroleum products, such as gasoline, will remain soft in the near future due to high prices that have caused changes in behavior to limit consumption.

· Chemical consumption will continue to trend upward, but CMVC predicts the growth rate will decelerate as a moderate inventory correction slows the growth rate of manufacturing output.

· Capacity utilization of the chemical tank truck fleet will remain high, but pressure to expand capacity will soften a bit as the growth rate of chemical freight volumes moderates.

· Investment spending will be primarily directed at replacing aging trucks and trailers.

· Chemical producers’ profits are relatively high, so businesses that operate private fleets have the funds necessary to replacing aging equipment while also keeping balance sheets strong.
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[image: image27.emf]Production of Petroleum Products
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Conclusion

· Moderating growth of chemical shipment volumes will not change carriers or private fleets’ truck and trailer investment spending plans, since fleet capacity utilization will remain at high levels.

· Haulers of petroleum products may slightly adjust truck and trailer investment spending plans as freight volumes have softened over the past two quarters.

· Profitability of petroleum refiners remains weak as a result of high crude oil prices, so a slight-to-moderate decrease in fleet capacity utilization will cause fleets to adjust truck investment spending plans.
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[image: image29.emf]Corporate Profits: Petroleum & Coal Producers
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Business Conditions: Dry Bulk Fleets
Strong freight rebound for commodities that are inputs in manufacturing processes, moderate recovery in the transport of food products and building materials freight volumes remain at depressed levels.
· The growth in the recovery of dry bulk freight volumes depends upon the industry, as commodities that are inputs in manufacturing have expanded at strong growth rates, while building materials freight volumes remain at depressed levels.
· The growth rate of commodities that are inputs in manufacturing will moderate over the quarter as a result of a moderate inventory correction in the economy.

· The downturn in grain and oilseed products production is temporary as exports and food consumption will stimulate a moderate recovery.

· Output of building materials, such as cement, will remain near the trough as construction activity remains depressed.
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[image: image31.emf]Production of Cement and Concrete Products
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Conclusion

· A sluggish economic recovery has resulted in an uneven freight recovery.

· Fleets shifting capacity to expanding freight markets.
· Building materials freight volumes will remain depressed for sometime due to excess residential and private non-residential real estate.
· Bulk haulers will remain focused on increasing truck/trailer utilization.
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Business Conditions: Refrigerated Fleets
Freight volumes of temperature controlled commodities will moderately expand stimulated by domestic food consumption and exports of food products.

· Food producers’ inventories are lean, so orders from wholesalers and retailers will stimulate food output within the manufacturing segment of the supply chain.
· Rising food prices are causing consumers to adjust eating habits, such as substituting chicken for meat.  

· Unlike most other freight markets, food output is above levels pre-recession volumes, implying fleet capacity utilization are at high levels.
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[image: image34.emf]Production of Meat Products

Index 2007 = 100.0

95

97

99

101

103

105

107

jan

mar

may

july

sep

nov

jan

mar

may

jul

sept

nov

jan

mar

may

jul

sep

nov

jan

mar

2008                       2009                  2010                      2011


	
[image: image35.emf]Production: Dairy Products
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Conclusion

· While refrigerated fleets are replacing aging trucks and trailers, whose replacement cycles were extended during the recession, fleets will modestly expand capacity during the second half of 2011 to meet higher freight volumes.

Business Conditions: Construction Fleets
New residential and private non-residential construction activity will remain near the trough of the recession due to excess supply, soft demand and tight credit availability.
· Public construction activity may decrease over the next several quarters as state and local governments reduce or slow spending growth to close budget deficits.
· Delay or cancel new construction projects to close budget deficits.

· The focus of construction fleets and fleets related to construction industry is to maximize fleet capacity utilization, which may require further reductions in fleet capacity within certain segments of the industry.
· Most fleets have been reducing capacity in response to lower construction activity.

· The steep decrease in construction employment illustrates the reduction in capacity.
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Conclusion
· The recovery in construction activity will be lead by maintenance related to depreciating structures as new construction activity will remain at depressed levels for the foreseeable future.
· Public construction spending is now turning down as well, as the federal stimulus package is decreasing and state and local governments are reducing spending to close budget deficits.

	
[image: image36.emf]Housing Starts thousands of units

seasonally adjusted annual rates

300

400

500

600

700

800

900

1,000

1,100

1,200

1,300

1,400

1,500

jan

mar

may 

jul

sep

nov

jan

mar

may 

jul

sept

nov

jan

mar

may

jul

sep

nov

jan

mar

2008                       2009                         2010                   2011

starts six month avg.


	
[image: image37.emf]Production of Construction Supplies
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Business Conditions: Mining Fleets

High crude oil prices are stimulating oil and gas exploration, while high commodity prices are stimulating metallic and non-metallic mining.
· The oil and gas industry is responding to high crude oil prices by increasing investment to expand capacity to boost output.

· This is stimulating shipment volumes of equipment and machinery to boost output, which is stimulating higher volumes of oil and gas.

· Strong growth in China is stimulating demand for commodities resulting in high commodity prices and mining companies are responding to high prices by boosting output.
· Quarry output is weak due to weak construction activity.

· This implies quarry output will remain weak for sometime.
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Conclusion

· Mining output is stimulating freight volumes of equipment and machinery to sites to boost output, which is resulting in higher volumes of commodities from mining sites.
· There is a concern of a bubble in commodities prices related to the printing of money – U.S. Federal Reserve, Bank of England, Bank of Japan and Europe Central Bank.
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Business Conditions: Service Sector
The recovery in the service sector has been moderate, so service firms have the capacity to meet moderate growth in business sales.
· For example, the recovery in wholesale and retail sales has not resulted in a steep upturn in wholesale and retail employment, since businesses have the capacity in place to meet higher sales volumes.
· Like other sectors, service industries have reduced capacity in response to the steep decrease in business sales during the recession.
· Service firms are focused on maximizing utilization of their existing capacity to boost profits including fleet capacity.
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Conclusion

· The recovery in business sales and profits is causing service fleets to replace aging trucks as businesses have the capacity in place to meet moderate growth in sales.

· For most service industries, capacity is not a problem in satisfying higher business sales.

Business Conditions: State and Local Governments
State and local governments did not substantially adjust spending plans during the recession because the federal stimulus program transfer large funds to state and local governments, but the federal stimulus program is ending requiring state and local governments to adjust spending to close budget deficits.
· The recovery is increasing tax revenues, but at slower growth rates than typical recoveries, so it is falling more upon spending to close budget deficits.
· Government agencies are reducing services, outsourcing some services to private contractors and increasing fees for services.
· Government agencies are extending truck and bus trade-cycles to meet budgets.
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Conclusion

· The recovery will remain moderate implying the recovery in tax revenues will remain moderate, so the pressure will remain upon state and local governments over the next few years to control spending to close budget deficits.

· In CMVC’s five year commercial vehicle forecast, the satisfaction of truck and bus pent-up replacement demand accelerates in the later years of the forecast, since state and local agencies budgets are tight over the next few years.

Fleet Operating Costs: Fuel

High gasoline and diesel fuel prices are a drag on investment spending on trucks and buses.
· For businesses that operate private fleets, gas/diesel fuel expenses are above plan, so businesses must increase revenues, surcharges or charge higher prices for their products/services and/or lower fleet expenses, perhaps extend truck life-cycles.

· Business sales are moderating expanding, so business profits are expanding as a result businesses will moderately adjust truck investment spending plans in response to high gasoline and diesel fuel prices.
· The risk is business sales slow substantially causing profits to decrease that would result in large adjustments in fleet expenses to improve profitability.

· For-hire carriers are increasing fuel surcharges to cover increases in diesel fuel prices, but fuel surcharges do not completely cover increases in diesel fuel prices.

· Diesel fuel surcharges cover about 85% of increases in diesel fuel prices as fuel surcharges do not cover empty miles driven, idling and out-of-route mileage.
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Carriers must increase basic freight rates to completely offset increases in diesel fuel prices.

Conclusion

· Fleet capacity utilization in the for-hire trucking industry is high, so a moderate squeeze upon profit margins from high diesel fuel prices will not result in large changes in truck and trailer investment spending plans.
· High fleet capacity utilization gives carriers’ pricing power to moderately increase basic freight rates.

· Businesses that operate private fleets will not immediately adjust truck investment spending plans as a result of gasoline and diesel fuel prices above plan, since moderate growth in business sales is stimulating higher profits.
· The risk is if profit growth slows substantially or decreases then businesses will reduce capital expenditures on trucks to lower fleet expenses.
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Fleet Operations: Fleet Equipment Costs
The combination of higher truck trade-in values and rising maintenance expenses of operating older trucks is more than offset the higher acquisition price of trucks equipped with 2010 emission compliant engines.
· Fleets are experiencing “sticker shock” purchasing new truck models as the average price of a Class 8 truck in 2011 is 22.1% higher than the average price of a truck in 2005.

· The recovery in used truck prices is helping new truck sales as new truck buyers receive higher trade-in values, thus reducing the acquisition cost of a new truck, cash outlays and/or amount financed.

· Rising maintenance expenses related to operating older trucks is making new trucks more economical in spite of a higher acquisition costs as a new truck has lower operating costs.
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An improvement in fuel economy, particularly with diesel fuel prices at high levels, further swings the economics to operating a new truck, particularly in high mileage applications.
Conclusion

· In spite of substantially higher prices for new trucks, the economics is shifting towards new trucks as depreciation implies rising maintenance expenses and decreasing fuel economy and higher truck trade-in values are reducing cash outlays and/or amount financed.
· The economic environment is not static, but rather constantly changing and an aging truck fleet is putting upward pressure on new truck buyers to upgrade their trucks.
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Fleet Operations: Freight Rates

The increase in freight rates is largely related to diesel fuel surcharges as carriers’ first quarter earnings releases imply moderate increases in basic freight rates.
· The pricing environment is much improved for carriers, but carriers have not gained pricing power to substantially increase basic freight rates while also increasing diesel fuel surcharges.
· A moderate increase in basic freight rates, while substantially increasing diesel fuel surcharges implies a moderate-to-slight decrease in profit margins, as diesel fuel surcharges do not completely offset high diesel fuel prices.

· A slight decrease in profit margins will not cause for-hire carriers to substantially adjust truck investment spending plans, since fleet capacity utilization is at high levels.
· For-hire carriers’ profits are a function of truck utilization and profit margins.
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Conclusion

· Freight rates will be volatile in the short-term due to volatility in diesel fuel prices, but CMVC foresee continual moderate increases in basic freight rates as carriers keep capacity relatively stable while freight volumes moderately expand.

· The pricing pendulum continues to shift towards carriers as fleet capacity utilization trends upward.

Fleet Operations: Changes in Fleet Capacity Utilization
While freight growth is moderating, fleet capacity utilization continues to trend upward as fleet capacity remains relatively stable or slightly decreasing.
· The deceleration in freight growth is not resulting in a downturn in fleet capacity utilization except for a moderate decline in the midrange market segment, since medium duty and heavy duty fleets are keeping capacity relatively stable.
· The deceleration in freight growth is slowing the upward trend in fleet capacity utilization in the medium and heavy duty market segments.
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 Conclusion

· The upward trend in fleet capacity utilization implies carriers have less room to boost utilization to satisfy expanding freight volumes.

· Higher Class 8 fleet capacity utilization implies an improving pricing environment for for-hire carriers.

Overview: Canadian Fleet Business Conditions
	Shipment Measures
	Period
	Change from Previous Period
	Change from  

    Year Ago

	Consumption
	Q1
	3.2%
	4.1%

	Fixed Business Investment Spending
	Q1
	11.6%
	15.6%

	Inventory Investment
	Q1
	$9,432
	$3,292

	Residential Investment
	Q1
	10.0%
	3.5%

	Exports
	Q1
	15.2%
	11.1%

	Imports
	Q1
	11.2%
	10.1%

	Final Domestic Demand
	Q1
	5.2%
	5.7%

	Retail Sales
	Mar.
	0.0%
	0.9%

	Manufactured Shipments
	Mar.
	1.9%
	10.4% 


The Canadian economy does not have large imbalances like the U.S. economy, so economic growth is responding to low interest rates and high commodity and energy prices are stimulating investment and output within natural resource industries.
· High energy and commodity prices are stimulating natural resource industries – mining, oil/gas industries, forestry and agriculture.
· Natural resource industries are increasing investment to expand capacity to boost output.

· This is stimulating shipment volumes of equipment and machinery to boost capacity as well as higher volumes of commodities, such as crude oil.

· The Canadian economy is benefiting from the huge demand for commodities by the Chinese economy that is stimulating higher commodity prices.
· Low interest rates and credit availability is stimulating business investment spending to expand capacity and to replace aging equipment/machinery as businesses extended trade-cycles during the recession.
· Exports make up a large share of the Canadian economy and expanded by 15.2% seasonally adjusted annual rate in the first quarter.

· An expanding economy is stimulating employment gains, thereby personal income growth resulting in growth in consumer spending.
· The domestic economy and exports are both expanding resulting in a broad based expansion in freight volumes across industries and applications, local, regional and linehaul freight movements.

Canadian Fleet: Financial Conditions
	Fleet: Financial Business Conditions
	Period
	   Change from  

 Previous Period
	    Change from 

        Year Ago

	Business Operating Profits
	Q1
	4.2%
	8.1%

	Business Capacity Utilization
	Q4
	-0.1%
	3.4%

	Prime Lending Rate
	May
	0.00%
	0.75%


Financial environment positive, interest rates remain low, credit availability normal and business profits expanding.
· Private and for-hire fleets have the financial resources to increase investment spending on trucks and trailers to replace aging equipment.

· Credit availability normal and financing rates remain low as the prime lending rate in May was 3.00%.

· Business profits expanding, so fleets can increase investment spending on trucks and trailers and keep balance sheets strong.

· CMVC predicts a gradual upward trend in interest rates, as the Bank of Canada slowly tightens monetary policy to reduce inflationary pressures from gaining momentum.

· Inflation remains relatively moderate, so the upward trend in interest rates will be gradual and will dampen consumer and business spending in the short-term.

· An upward trend in business capacity utilization implies private fleet capacity utilization is trending upward as well.
· Higher utilization of existing truck capacity will increase the pressure to replace aging trucks that can no longer meet the economic requirements of the operating environment due to lower fuel economy, rising maintenance expenses and unexpected vehicle downtime.

Canadian Fleet: Leading and Coincidental Indicators
	Leading & Coincidental Indicators
	Period
	Change from Previous Period
	  Change from 

      Year Ago

	Employment
	May
	0.1%
	1.6%

	Unemployment Rate
	May
	-0.2%
	-0.7%

	Personal Income
	Q1
	2.8%
	5.0%

	New Orders
	Mar.
	11.3%
	22.8%

	Unfilled Orders
	Mar.
	9.5%
	9.6%

	Inventory/Shipment Ratio
	Mar.
	0.00
	-0.05 % points

	Manufacturing 
	Mar.
	4.7%
	4.6%

	Housing Starts
	May
	2.7%
	-7.0%


A broad based economic expansion, growing exports and domestic demand, is stimulating local, regional and linehaul freight volumes as domestic demand is pulling commodities through the supply and exports are stimulating linehaul freight volumes.
· Strong growth in new orders for manufactured goods is stimulating expansion of the backlog of unfilled orders implying manufacturing output will continue to expand in the near term.
· Employment gains stimulating personal income growth implying consumer spending will continue to expand causing increased volumes into wholesalers and retailers’ distribution centers.

· Interest rates are low, but CMVC does not foresee a steep increase in housing starts, since financial institutions will guard against a bubble following the collapse of the U.S. residential real estate market.

· The Canadian government plans to reduce spending, since the economy does not need the stimulus to spur employment gains.

· A sluggish U.S. economy and moderate inventory correction will slow the growth rate of exports of consumer goods to the U.S., but machinery and equipment will continue to expand at strong growth rates into the U.S. marketplace, as American businesses are upgrading equipment and machinery.
Canadian Fleet Operations: Changes in Capacity Utilization

Local, regional and linehaul freight volumes expanding, while capacity remains unchanged is resulting in a strong upward trend in fleet capacity utilization.
· The room for carriers to increase truck utilization to meet expanding freight volumes is decreasing and CMVC predicts orders during the fourth quarter of 2011 will represent expansion in truck capacity for 2012.
· Carriers are currently focused on boosting truck utilization to spur profit growth, but a broad base freight expansion implies carriers will have to expand capacity in 2012 to meet higher freight volumes.

· Private fleets generally operate at lower utilization rates than for-hire carriers, since private fleets focused is not maximizing fleet capacity utilization as transportation is a secondary business activity of businesses that operate private fleets.
· The expansion in private fleet capacity will lag the expansion in capacity by for-hire carriers since for-hire carriers operate at higher utilization rates and have less room to increase truck utilization to meet higher freight volumes.
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Truck and Bus Retail Sales and Deliveries
Light Duty Market Segment: GVW Class 2
U.S. Market

The recovery in Class 2 truck sales has stabilized over the past few months as high gasoline prices increase consumers’ preference for more fuel efficient vehicles and increased businesses’ fleet operating costs.
· The recovery in Class 2 truck sales has been gradual as high gasoline prices have shifted consumers’ preferences for more fuel efficient vehicles.
· Some Class 2 truck owners are replacing Class 2 truck models with autos or Class 1 truck models.

· Some households’ lifestyles require the attributes of Class 2 truck models.

· High household debt is causing households to extend Class 2 trade-cycles as a result households are driving trucks without a monthly payment for an extended period of time.

· Depressed construction activity is a drag on both consumer and business Class 2 truck sales, since many construction workers used Class 2 trucks for business as well as personal use purposes.
· Construction employment substantially decreased during the recession, so some workers have shifted to other industries that do not require the performance attributes of Class 2 truck models.

· Employment gains in natural resource industries are stimulating Class 2 truck sales, since some applications require the product attributes of Class 2 truck models.

· Service industries have the capacity to meet higher business sales, so truck demand is being stimulated by pent-up and normal replacement demand.
· Pent-up replacement demand will be gradually satisfied since business sales are expanding at moderate growth rates, so businesses will be conservative in expanding capital expenditures.

Conclusion

· Consumers’ preference for more fuel efficient vehicles will be a drag on Class 2 truck sales in the medium term as Class 2 truck owners replace Class 2 trucks will autos, crossovers and Class 1 truck models.

· The expansion of light commercial vehicle product line, such as the Ford Transit van, will be a drag on business demand for Class 2 trucks, as businesses shift to more fuel-efficient trucks.

· Class 2 truck sales will slowly continue to trend upward as businesses and households that demand the product attributes of Class 2 trucks replace aging trucks.

· Natural resource industries will be a positive market segment, since business profits are expanding, employment is expanding as businesses increase investment to expand capacity to boost output.
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Canadian Market

Canadian demand for Class 2 trucks has recovered from the recession as businesses and households have the funds to replace aging trucks, high gasoline prices is causing households and businesses to shift to more fuel-efficient vehicles, if the application/vocation does not require the attributes of Class 2 truck models.
· Class 2 deliveries in the second quarter seasonally adjusted annual rate were 165,899 trucks as compared to 67,080 units in the second quarter of 2009.
· Canada’s natural resource, construction and business/personal services industries are expanding output and employment gains imply increased demand for Class 2 truck models.

· Households’ balance sheets are relatively strong, so households are not extending Class 2 truck trade-cycles to put-off debt payments like American households.

· High gasoline prices have increased consumers’ preferences for more fuel-efficient vehicles that will be a drag on Class 2 truck sales in the medium.
· Some Class 2 truck owners may replace their truck models with Class 1 truck models, SUVs or autos for fuel-efficiency gains.
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Conclusion

· Canadian Class 2 truck sales have recovered from the recession as there was not large pent-up demand in the Canadian marketplace due to a relatively shallow recession.

· Personal income gains and expanding business capacity will stimulate Class 2 truck sales, but this will not stimulate a steep upward trend in truck sales due to the household and business shift to more fuel-efficient vehicle models.
Midrange Market Segment: GVW Classes 3-5
U.S. Market

The upward trend in midrange truck sales is stabilizing because as pent-up replacement demand is satisfied the volumes are not being completely offset by expansion in midrange capacity since midrange truck capacity utilization remains soft.
· Midrange truck retail sales began to trend upward during the third quarter of 2009 as a recovery in business profits afforded businesses to increase investment spending on trucks while still keeping balance sheets strong.
· The upward trend in midrange truck sales has flattened out in 2011 because pent-up replacement demand has been satisfied and the decrease in truck sales volumes related to pent-up replacement demand has not been replaced by truck sales volumes related to capacity expansion.

· Midrange fleet capacity utilization has decreased slightly over the past few quarters – 2010 Q3 to 2011 Q1.

· Fleets have the capacity in place to meet moderate growth in business sales.

· High gasoline and diesel fuel prices resulting in fleet operating expenses above plan.

· Business profits remain high, so businesses will not make large adjustments in planned fleet capital expenditures.
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Conclusion
· Midrange truck sales will remain relatively stable over the next few quarters as business sales expand at sluggish-to-moderate growth rates and fleets have the capacity in place to meet higher business sales.

· Gasoline and diesel fuel prices above plan will be a moderate drag on truck sales in the near term, since business profits are high, so businesses do not have to substantially adjust capital expenditures to keep balance sheets strong.

· Businesses will make large adjustments in truck investment spending plans if rising business input prices substantially dampen profitability.

Canadian Market

Canadian midrange deliveries are recovering from the recession as fleets satisfy pent-up replacement demand.

· Business profits have recovered from the recession and credit is availability to finance truck purchases.
· Expanding business sales is causing an upward trend in fleet capacity utilization, so higher truck utilization is causing fleets to replace aging trucks with high maintenance expenses.

· Local and regional freight volumes are expanding across industries, so fleet capacity utilization will continue to trend upward.
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Conclusion

· In the near term, CMVC predicts medium duty vehicle deliveries will remain relatively stable as fleets satisfy pent-up and normal replacement demand.
· CMVC predicts a moderate increase in deliveries during the fourth quarter as fleets slowly expand truck capacity to meet higher business sales.

· High gasoline and diesel fuel prices will be a drag on truck sales, but businesses will not risk losing sales due to a lack of business capacity including truck capacity.

Medium Duty Segment: GVW Classes 6/7
U.S. Market

Medium duty vehicle demand is slowly recovering as fleets slowly satisfy pent-up replacement demand volumes as business profits expand.
· The recovery in medium duty truck sales typically is gradual in comparison to the recovery in Class 8 truck sales, since private fleets make up a larger share of new truck sales in the medium duty market as compared to the Class 8 market.
· Businesses that operate private fleets during the recovery initially direct investment spending towards primary business activities before expanding investment spending on secondary activities, such as transportation.

· The primary business activity of for-hire carriers is transportation, so trucks and trailers are a primary asset.

· The private fleet vocation implies many industries and industries recover at different rates during an economic recovery resulting in a more gradual upturn in medium duty truck sales as compared to Class 8 truck sales, since private fleets make up a smaller share of Class 8 truck sales in comparison to medium duty truck sales.
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An aging truck population will put upward pressure on medium duty truck sales over the next few years.

· High diesel fuel prices will be a drag on the truck sales recovery as private fleets’ operating costs are above plan that will cause businesses to moderately adjust investment spending plans.

· CMVC does not foresee large adjustments in truck investment spending plans since business profits are expanding.

Conclusion

· CMVC predicts a gradual upward trend in medium duty truck sales in spite of a sluggish freight environment, since fleets are replacing aging trucks, high maintenance expenses and unexpected downtime.

· The risk to the outlook for medium duty truck sales is business profits slump causing businesses to adjust truck investment spending plans to keep balance sheets strong.

Canadian Market
Canadian medium duty vehicle demand is recovering stimulated by expanding business profits and moderate-to-strong growth in local and regional freight volumes.
· Market fundamentals are improving led by expanding freight volumes that are increasing truck utilization and increasing business profits.
· Expanding business profits and credit availability imply fleets have the financial resources to meet truck investment spending plans.

· Truck investment spending is being driven by replacement demand volumes as fleets extended truck trade-cycles during the recession to keep balance sheets strong as business profits decreased.

· Fleets need to replace aging trucks, particularly has truck utilization trends upward resulting in rising maintenance expenses and unexpected vehicle downtime.

· High diesel fuel prices will be a drag on the rate at which fleets replace aging trucks, since diesel fuel expenses are above plan, so fleets will moderately adjust truck capacity expenditures to control fleet expenses.
· CMVC does not foresee a large adjustment in truck investment spending plans since business profits are expanding and truck maintenance expenses are increasing fleet operating costs.
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Conclusion

· In the short-term, expanding business profits and the need to replace aging trucks will more than offset high diesel fuel prices to result in a moderate upward trend in medium duty vehicle sales.

North American Bus Deliveries
Medium duty bus deliveries have stabilized at a low rate, since state and local governments are receiving less funds from the U.S. federal government as the stimulus program is winding down.
· A reduction in federal transfer payments to state and local governments is putting greater pressure upon state and local governments to slow the growth rate of spending or reduce spending to close budget deficits.
· Rising tax revenues will not be enough to close budget deficits.
· State and local governments must squeeze agencies’ budgets to close budget deficits.

· This is causing agencies to reduce services, contract services to private contractors and increase fees for services.

· State and local government agencies are extending bus trade-cycles to meet budgets.

· The Canadian federal government plans to reduce its stimulus program is the economy is expanding, which will result in lower transfer payments to provincial governments.

· CMVC foresees moderate adjustments in bus investment spending.

· The Canadian economy is expanding at a moderate-to-strong growth rate, so expanding tax revenues will partially offset a reduction in transfer payments from the federal government.
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Conclusion

· State and local governments’ balance sheets are weak and federal transfer payments are decreasing, so government agencies’ budgets are being squeezed to close budget deficits.

· State and local government agencies are extending bus trade-cycles to meet budgets.

Heavy Duty Segment: GVW Class 8
U.S. Market
A recovery in business profits has stimulated demand for Class 8 trucks, as fleets replace aging trucks.
· Profitability in the for-hire trucking industry is recovering as a result of increasing truck utilization and an improving pricing environment.

· Increasing profits are stimulating investment spending on trucks, since maintenance expenses are increasing as a result of an aging truck fleet as carriers extended truck trade-cycles during the recession to strengthen their balance sheets.

· The recovery in business profits is also stimulating an upturn in private fleet investment spending on trucks as private fleets need to replace aging trucks as well.

· High diesel fuel prices will be a drag on the Class 8 truck recovery, but the need to replace aging trucks with high maintenance expenses will more than offset the moderate drag on business profits from high diesel fuel prices.

· The decelerating in freight growth will not have a large impact on Class 8 truck sales in the near future, since truck utilization will remain high as new truck sales are going towards replacing aging trucks instead of expanding truck capacity.
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Class 8 truck capacity will remain high in the sluggish freight environment.

Conclusion

· In the near term, CMVC does not foresee a steep decrease in business profits that would cause for-hire carriers and private fleets to lower their truck investment spending plans to keep balance sheets strong.
· Rising truck maintenance expenses resulting in uneconomical operations is causing fleets to increase investment spending on trucks.

· An increase in used truck prices is helping private fleets and for-hire carriers afford new trucks with higher prices as increased trade-in values reduce cash outlays and/or amount financed.
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Canadian Market
Class 8 fleet capacity utilization near levels requiring Canadian fleets to expand capacity to meet higher freight volumes.
· The Canadian Class 8 sales recovery much further along than the U.S. truck sales recovery.

· Canadian recession was shallower than the U.S. recession.

· Canadian freight recovery stronger and broad based in comparison to the U.S. freight recovery.

· CMVC predicts Class 8 freight volumes will moderate during the third quarter due to a moderate inventory correction in the U.S. that will soften export freight volumes from Canada to the U.S.
· Canadian domestic freight volumes will continue to expand at relatively strong growth rates as consumer and business investment spending pulls commodities through the supply chain – manufacturing → wholesalers → retailers → end users.
· High diesel fuel prices will be a moderate drag on Class 8 investment spending, but will be more than offset by expanding profits and the need to expand capacity to meet higher business sales.
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Conclusion

· The soft freight market for Canadian fleets is the U.S. marketplace, exports from Canada to the U.S. as domestic demand is expanding at moderate to strong growth rates and inventories are in equilibrium throughout the supply chain.

· The Canadian recession was shallower than the U.S. recession, so Canadian fleets are approaching utilization rates requiring expansion in capacity to meet higher freight volumes.

· Truck orders related to capacity expansion will offset decreasing truck orders related to pent-up replacement demand, thereby keeping Canadian Class 8 truck sales at high levels.
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Trailer Deliveries
Trailer demand gaining momentum as higher trailer utilization accelerates depreciation requiring fleets to replace aging trailers whose trade-cycles were extended during the recession.
· Trailer utilization will continue to trend upward, but at a slower rate as the freight environment moderates during the second quarter and remains sluggish in the first half of the third quarter due to a moderate inventory correction.
· Fleets are not expanding capacity, but replacing aging trailers with high maintenance expenses.

· This implies sluggish-to-moderate freight growth will continue to increase trailer utilization.

· The recovery in business profits and for-hire carriers’ profits imply fleets have the funds to increase investment spending on trailers while keeping balance sheets strong.
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High diesel fuel prices will be a moderate drag on trailer sales, as high diesel fuel prices reduce for-hire carriers’ profit margins and cause private fleets’ expenses to be above plan, but business and for-hire carriers’ profits will remain high, so fleets will continue to replace aging trailers.
Conclusion
· The growth rate of trailer sales will moderate over the next few quarter as trailer sales related to replacement demand peaks, while sluggish freight growth implies sluggish expansion in trailer capacity in the near term.
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Retail Sales: Food Services & Drinking Paces
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Canadian Class 8 Backlog and Net Orders Per Day
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North American Bus Deliveries
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