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CIF Sector Update Report (Spring 2014) 

Sector         Industrial                              Analyst:         Xiao Liu               

Presentation Date:      March 24, 2014       

Review Period:  Start Date:       Feb 24, 2014       End Date:       Mar 19, 2014     

Section (A) Sector Performance Review 

(A-1) Sector Performance Relative to SP500 

One-month price chart of XLI.  
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One-month price chart of S&P 500 

 

 

Industrial Sector underperform S&P 500 by 0.69% during this month. The market had a hard 

time in March, primarily due to the intense situation of Ukraine Crisis. On March 3rd, the Crisis 

updated and investors worried about the potential of military conflict. On March 17th, Crimea 

announced independent from Ukraine and would join Russia. On both days, Stock market 

decreased sharply. The Fed released economic projections on March 19th. The GDP growth rate 

was revised down comparing with December last year mainly because of the bad weather. In 

addition, Fed said it will not look at unemployment rate as a core indicator of economy and the 

taper would be on schedule.  

With a beta of 1.2, the industrial sector is more sensitive to the global and U.S events. Although 

the industrial production unexpectedly increased by 0.6% and PMI manufacturing index 

increased from 53.7 to 57.1 in February, investors are holding bearish view of the sector. They 

pointed out that the annual industrial production rate of 2.8% was nearly the lowest level in 

recent years. The average weekly hours worked by American labor and labor participation rate 

were also much lower compare to 2013 and historical data.  

Within industrial sector, some large market weight companies, such as General Electric Co., 

Boeing Co., did not perform well during last month. General Dynamic generally followed the 

market but slightly lower. Because of news about malfunctions of 787 and 777, as well as the 

missing Malaysia airplane, Boeing continuously decreased during last month, from $129.59 to 

$122.24, affecting industrial sectors’ performance.  
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(A-2) Big Sector Movers 

Two largest gainers from recent 1 month: Norfolk Southern Corporation and Ryder System Inc.  
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NSC’s stock price increased by 7.56% in last month. Overall, railroads industry, in which NSC 

operates its business, performed better than industrial sector. United Pacific and CSX both 

achieved around 5% gain in stock price. Investors pointed out three important trends in 

railroads industry. First, data from past 5 years shows that there will be more crude oil 

transported by rail in the future to meet the increasing oil demand. Second, rising economy, 

following by increasing activity of consumer and companies, brings more business to railroads 

transportation companies. Third, the imports from Mexico increased, support cross-border 

railroad activity. For NSC, its expanding intermodal business satisfy investors. Seeing the 

increasing demand of steel and petroleum gases, they are confident with NSC’s future revenue 

increase.  

Ryder System Inc. engages in trucking industry, providing supply chain and logistic solutions. On 

March 3rd, Ryder System Inc. announced the expectation for 2014 earnings per share to 

increase by 9 to 12%. In the past month, Ryder expanded its maintenance and rental services in 

Canada and Texas.  Also, on February 25, Ryder launched the Ryder Fleet Management Portal 

allowing customers to manage their transportation “visibility, compliance and decision making”. 

Although stock price did not react immediately after these announcement, its stock price 

increased by 7.66% during the past month with a strong upward trend. The increasing CPI index 

and realso contribute to the good performance of transportation industry.  

 

Two largest losers from recent 1 month: Xylem Inc. and Expeditors International of 

Washington Inc. 
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Xylem Inc. decreased by 6.23% during the last month. It belongs to industrial machinery 

industry, providing water cycle equipment. However, there is no significant bad news about the 

company. Comparing with industrial sector and S&P 500, the stock perform better than both 

index in the past three month. Therefore, investors believe that the decrease is primarily due to 

oversold in February. 

EXPD belongs to air freight and logistic industry, providing global logistics services.  The stock 

price went down significantly after it missed the expectations of Q4 earnings by 6 cents at 41 

cents EPS. Follow which, research companies downgraded their rating of EXPD because of the 

low revenue increase and low operating leverage.  
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Two largest sector gainers during recent 3 month: Southwest Airlines and Allegion

 

 

Despite the majority airlines companies were hit by the winter storm and missed their earnings 

estimates, Southwest’s higher than expectation earnings encouraged investors confident about 
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this stock. The stock price increased by 25.83% over the last three months. The growth was 

driven by lower operating costs and international expansion. Good news continue during past 

three month, such as acquisition of two free landing slots at Washington’s Ronald Reagan 

National Airport and new international airline to Caribbean starts from July 1st. Analysts 

therefore give the highest revenue growth estimate of 3% in airline industry to Southwest.  

Delta Air Line is one of the competitors of Southwest, gain 22.34% over the last three months. 

During February, Delta completed 95.5% of flight and 77.5% of them were on time. This 

performance was much better than other airlines companies. During the first quarter, Delta 

cancelled 17,000 flights. However, the cancellation increase unit revenue by 0.5 benefit points. 

With excellent management, Delta was able to recruiting revenues from cancelled airlines. The 

stock price reached 52 weeks high after Delta reported their February performance on March 6.   

 

Two largest losers from recent 1 month: ADT and Boeing 
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The ADT Corp operates in security and alarm services industry, providing electronic security and 

monitoring services for personal customers and small business. ADT’s stock price dropped by 

27.27% during the last three months since January 30th when ADT missed both sales and 

revenue estimates in Q1 2014. Facing the strong competition challenge, ADT does not show its 

strong ability to attract new customers. Investors downgraded ADT after the report.  

The Boeing also had a hard time in the past three month. The Stock price decrease by 10.38% in 

the past three months. In January, Boeing receive battery problem report of Dreamliner 787 

from Japan Airlines.  The company reported that the Dreamliner 787’s reliably rate was 98%, 

much lower than expectations. On January 29th, Boeing’s 2014 forecast misses analysts’ 

expectations. The stock price keep low since then. The missing Malaysia airline also influenced 

the stock price. Unless some exciting earnings news come out, Boeing’s stock may not fly high 

in recent period. Goldman downgraded Boeing from Buy to Neutral on March 21. 
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 (A-3) Two Largest Stocks in the Sector 
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General Electric is the largest company in industrial sector, total weights 10.26%. GE operates in 

a wide range of business. Its stock performed slightly better than industrial sector and generally 

followed the overall economy. On March 13, GE’s credit card business filed an initial public 

offering. Lead underwriters are Goldman Sachs, JP Morgan, Citigroup, and Morgan Stanley. 

Investors generally believe spinning-off credit card unit is a positive move. GE expected the 

valuation would be around $20 to $25 billion.  

As the leading company in Aerospace and Defense industry, UTX’s price did not drop sharply as 

GE did when Ukraine Crisis updated. However, the stock price did not increase because 

investors did not expect any military conflict between U.S and Russia. Sales of the industry 

would not increase from the Crises. On March 4th, the Pentagon would delay UTX’s helicopter 

program. New orders from international supported the slowly growing stock price. On March 

13rd, UTX’s sale and earnings estimates reported was lower than Wall Street’s expectation. Its 

stock price dropped by 2.51% in one day. UTX ended with a -1.19% growth rate on March 19, 

which is lower than industrial average. 

 

(A-4) Short-term (up to Three Months) Outlook of the Sector 

Industrial sector is very cyclical and sensitive to macro economy. Fed revised current GDP 

increasing rate a little bit down from December. 30 years treasury yield decreased slightly from 

3.70 on February 21st to 3.67 on March 19th. Inflation remained almost unchanged at 1.6%. 

Consumer confidence decreased by 1.7 points. Although PMI index increased in February, 

investors generally believe that the economy is still weed with low labor hour and labor 

participate rate. Overall, the economy keep it stable but slow growth rate in past month since 

January due to decreasing government purchase, Fed tapering and bad weather. On the global 

view, Ukraine Crisis seriously affect investors’ sentiment and U.S economy. Recently, the Crisis 

updated as Crimea announced independent from Ukraine and joined Russia. U.S military 

activity is not expected, however, there is a great potential of an economic sanction placing on 

Russia. Under this environment, an optimistic view is that the economy and industrial sector 

would keep a sluggish growth rate in the next three months.  
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Section (B) Sector Holding Updates 

Company #1: FedEx Corporation (FDX) 

Date Recommended: 02/24/2014 

Date Re-evaluated:   03/19/2014 

(B-1) Company Updates and Stock Performance 

Company Update 

On March 4th, FDX said the company would increase shipping rates by an average of 3.9% in 

FedEx Freight segment from March 31, 2014. Investors think the change would contribute to 

FDX’s future revenue. In the newest 10-Q report, revenues increased by 3% compares with one 

year before. Operating income increased by 9%. Operating margin increased by 30bp. The 

revenue increased in FedEx ground and freight segment, however, decreased in FedEx Express 

segment. FedEx Express segment is FDX’s high margin business using air freight to meet the 

demand of fast delivery. The company said FedEx Express is now facing demand challenge as 

retails prefer distribution centers and ground delivery to save cost. Due to unusual severe 

winter season, FDX lowers its estimation of net income to $6.55 and $6.80 per share in 2014 

profit guidance, versus investors’ expectation of $6.90. Operating income is estimated to 

decrease by $125 million due to decreasing shipping volumes.  

Relative Performance 

FDX outperformed industrial sector by 2.69%, and higher than S&P 500 by 1.36% during the 

review period. When the market hit by news about the Ukraine Crisis, the stock prices of freight 

services companies, FDX and UPS, were able to remain their position and slightly increased. 

However, in the first half of the review period, FDX underperformed both S&P 500 and 

industrial sector, primarily due to severe winter that affected operating income. The fact is also 

reported in the newest 10-Q report. However, there is a clear recovery trend from bad 

performance in recent month.   

In the one year chart, FDX doubled the growth of S&P 500, showing FDX’s strong profitability 

and revenue growth. Since February FDX is recovering from late January’s down due to severe 

global environment and winter shipping problem.  
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1-Year Stock Price Chart 

 

(B-2) Valuations, Estimates and Recommendations 

Original Analysis 

 
Re-evaluation Analysis 

Ratio Analysis Company Industry Sector 
P/E (TTM) 25.90 17.23 28.36 
P/S (TTM) 0.90 0.41 2.05 
P/B (MRQ) 2.86 1.53 2.10 
P/CF (TTM) 9.75 7.15 12.58 

 

The P/E, P/S, P/CF ratio of FDX all decreased during the review period while ratios for industry 

and sector almost all increased meaning that FDX becomes cheaper than other stocks.  
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Historical Surprises 

Original Analysis  

 
 

Re-evaluation Analysis  

 
For the recent quarter ended at February 14, the sales and earnings per share both under 

analysts’ estimate. The sales missed estimates by 1.17% and earnings per share missed 

estimates by 15.37%. Stock price decreased by 1.35% on March 20 after the report released.   
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Consensus Estimates 

Original Analysis  

 
Re-Evaluation Analysis  

 
During the review period, analysts lowered down their future estimation of FDX’s sales and 

earnings by about $200 millions. 2015 Year ending sales estimation lowered by about $400 

millions, which is about 1%. Earnings per share and long-term growth rate estimates slightly 

decrease. Since FDX lower future expectations in its 10-Q report, most analysts lower their 

estimation immediately. However, the amount decreased in estimates are not significantly. 

Analysts see challenges of recovery from winter season and FedEx Express demand, but only 

decrease long-term growth rate by 0.16%. Analysts are still confident about FDX’s growth.  
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Estimate Revision Analysis 

Original Analysis  

 
Re-Evaluation Analysis  

 
During the last four weeks, lots of analysts changed their estimates of FDX. However, majority 

of them revised their estimates down, and it seems that most of the revision happens in last 

week, because FDX’s 10-Q report’s sales and earnings significantly missed original estimates. 

For the next coming quarter end, more analysts revised up than down, showing analysts 

confident of FDX to recover from winter season and compete for increasing sales. Overall, most 

analysts slightly lower their estimates of future sales and revenue.  
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Analysts’ Recommendations 

Original Analysis 

 
 

Re-Evaluation Analysis  

 
There is one increase in Hold recommendation within last month. Analysts’ opinions are split 

between Buy and Sold. Bearish view may consider FDX’s lower future expectations, increasing 

challenge of FedEx Express segment and global environment. Bullish analysts believe in FedEx’s 

growth capability and ability to recovery from winter season and improve operation 

management.  
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(B-3) Technical Indicators 

10- & 50-day moving average (MA) technical analysis chart 

 
 

50- & 200-day moving average (MA) technical analysis chart 
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Just as Taylor Yotz and Ian McCauley expectations, the 10 days moving average of FDX went 

above 50 days moving average during mid-March. However, because of recent 10-Q report, the 

10 days moving average may reach a ceiling and has a trend to go flat. In the 50-200 days 

moving average chart, 50 days moving average curve well above 200 days moving average, 

same as chart in previous report. The 50 days moving average curve went down a little bit more.  

 

Overall, warning from short-term moving average curves of FDX indicate the need of future 

research about the impact of recent 10-Q report. Currently, the disappointed sales and earnings 

drove stock price down by near 1%. However, the average long-term growth rate estimate only 

decreased slightly, and analysts’ recommendations did not change much. These support our 

confidence of investing in FDX in long-term period.  

 

Section (C) Sector Holding Recommendations 

Although the macro economy and industrial sector tent to growth at a slow rate in the future, 

and unfavorable global environment tent to continue, there is no strong enough evidence for 

adjusting down the target price of FDX. We need some time to observe the reaction of market 

on FDX’s 10-Q report and any news about FDX.  

I suggest increase stop loss price to $123, since FDX’s stock price has increased $3.63 and a 10% 

stop loss rate is appropriate. Also, if something else than severe weather cause FDX stock 

decrease by over 10%, we must reevaluate the situation and FDX then.  

 
 

Company Name 

 
 

Ticker 
Symbol 

 
Date 

Recommended 

 
Date Re-

evaluated 

 
Recommendation 

 

 
Sell 

Adjust 
“Target 
Price” 

Adjust 
“Stop-

loss 
Price” 

FedEx Corp.  FDX Feb 24 March 19 No No $123 
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