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Industry Top Trends 2020 
Transportation 
Slowing global economy and trade raise risks for transportation 

What’s changed? 
A coordinated cooling of major global economies. S&P forecasts global GDP 
growth of 3.3% in 2020 with eurozone growth slowing to less than 1.5%, a one-in-
three chance of a U.S. recession, and Chinese GDP growth of less than 6%.  

Some freight transportation sectors feeling the pressure. A slowing global trade 
has reduced the growth of marine container shipments and negatively affected 
package express companies.  

Airlines are faring better but the outlook is cloudy. Relatively healthy conditions in 
the consumer and service sectors have so far supported passenger demand, 
though global traffic growth has cooled from the above-trend rates in recent years. 

What to look for in the sector in 2020? 
Fuel price volatility ahead. The U.S./Saudi confrontation with Iran could cause 
temporary oil price spikes. Tighter marine fuel regulations will likely increase prices 
for various transport fuels in the first quarter of 2020. 

Global supply chains pull back and diversify. U.S.-China trade tensions are leading 
corporates to diversify their manufacturing sourcing away from China, potentially 
changing freight transportation patterns. 

Brexit uncertainty continues. Despite U.K. and EU assurances that flights will 
continue post-Brexit and airlines preparations to minimize any such disruption. 
Unforeseen developments could lead to some short-term traffic disruptions,  

What are the key medium-term credit drivers? 
Will the slowdown turn into a recession? Our modeling indicates that lower fuel 
prices and (in some cases) scaling back on share buybacks should cushion 
downgrades somewhat, though earnings will still take a hit. 

Environmental and technological change add uncertainty. The electrification of 
some modes of transportation, is likely over the long term, though the credit risks 
are relatively less formidable than for auto manufacturing. 

Labor costs rising. Shortages in key labor groups—pilots(less so in the EU), aircraft 
mechanics, and truck drivers--have pushed up compensation in some markets.  
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Ratings trends and outlook 
Global Transportation
Chart 1 Chart 2 

Ratings distribution by region Ratings distribution by subsector 

Chart 3 Chart 4 

Ratings outlooks by region Ratings outlooks by subsector 

Chart 5 Chart 6 

Ratings outlooks net bias by region Ratings net outlook bias by subsector 

Chart 7 Chart 8

Ratings outlooks Ratings net outlook bias 

Source: S&P Global Ratings. Ratings data measured at quarter end. Data for Q4 2019 is end October, 2019 
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Airlines 
Key assumptions 

1. Global air traffic growth slows to about 4% per year 

Airline traffic expanded rapidly in recent years (7%-8% annual growth) buoyed by 
relatively healthy consumer spending in most major economies, manageable fuel prices, 
and the spread of low-fare, low-cost airlines. We expect growth to continue to cool for the 
remainder of 2019 and beyond but remain fairly healthy and close to the long-term 
expected trend of 4%-5% per annum. 

2. Shipping fuel regulations will likely raise jet fuel prices in Q12020 

The Jan. 1, 2020, implementation of the International Maritime Organization's (IMO) low-
sulfur fuel requirements will lead to shifts in oil refinery production and have a temporary 
indirect effect on the prices of other transportation fuels, including jet fuel. We expect 
this pressure to ease after the first quarter of 2020, though airlines may be challenged to 
pass through the increased costs amid a softer global economy. 

3. Boeing’s 737 MAX returns to service (finally) 

While the timing of its regulatory clearance keeps getting pushed out, we assume Boeing 
Co.'s 737 MAX aircraft will return to service sometime in early 2020, likely starting in the 
U.S. and continuing in phases around the globe thereafter. The grounding of the 737 MAX 
has hurt the affected airlines but helped constrain industry capacity growth somewhat, 
which is boosting load factors to record levels and helping improve ticket pricing. 

The global airline industry has outperformed relative to overall economic growth and the 
performances of some other transportation sectors in recent years, though the results 
vary by region. For example, airlines operating in North America, a relatively mature and 
consolidated market, have generated most of the profits, though the airlines in Europe 
and Asia have reported lower but still respectable earnings. Airline bankruptcies (not 
rated) have ticked up, but in most cases these appear to reflect company-specific 
missteps (e.g. overly aggressive growth) as much as they do weak regional or market 
conditions. Still, the extremely competitive European airline industry could benefit from 
further consolidation and capacity reductions. Our stable outlook on Latin American 
airlines, particularly in the largest market of Brazil, reflects growing demand and rational 
adjustments to capacity but continued exposure to exchange rate and fuel price volatility.  
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Key risks and opportunities 

1. The economic slowdown could turn into an outright recession 

The weakness in manufacturing could negatively affect consumer confidence and 
spending and become a drag on travel demand. The airlines appear better positioned, 
particularly in North America, to withstand this than in the past due to their more-
prudent capacity decisions, the less aggressive strategies by the big low-cost airlines 
(Southwest and WestJet), and their ability to save cash by cutting back on share 
repurchases. These conditions apply to a lesser extent in most other markets. 

2. Airlines are preparing for Brexit but uncertainty remains 

The airlines we rate have been thoroughly preparing themselves to minimize any 
disruptions from a Brexit scenario. Both the U.K. and EU have given repeated assurances 
that flights will continue post-Brexit. In our view, it is in both parties’ interests to ensure 
smooth air traffic. In September 2019, the U.K. and EU updated their temporary air 
services agreement for the 12-month period ending Oct. 31, 2020, to allow flights 
between the two areas under a no-deal scenario. However, the agreement does not allow 
majority U.K.-owned and controlled airlines to operate intra-EU services after Brexit. 
Indeed, all airlines with EU operating licenses will be need to be majority owned and 
controlled by EU nationals. 

3. Upside potential for some airlines 

Some large airlines are bucking this trend as we have upgraded IAG and subsidiary British 
Airways, Deutsche Lufthansa, Air Canada, and United Airlines in recent years and have a 
positive outlook on the latter two companies as of this date. Their better operational 
performances and prudent financial policy decisions have been the key factors behind 
their improvement. 

There has been much discussion about whether airlines, particularly those in the 
consolidated North American market, are fundamentally more stable and less cyclical 
than in the past. Our view continues to be that the airlines in some regions have definitely 
improved thanks to their increased pricing power from consolidation, the spread of 
ancillary fees (e.g. baggage charges) that appear to be more stable than base fares, their 
management teams' focus on more careful capacity growth and maximizing their return 
on investment, and the less aggressive growth and pricing by the large low-cost airlines. 
That said, airlines remain sensitive to economic conditions, vulnerable to changing oil 
prices (if they do not hedge, as most big U.S. airlines do not, unlike their European 
counterparts), at periodic risk from terrorism and war, and face gradually increasing 
labor costs. What would this mean in a normal recession? We would expect materially 
lower (but still positive) earnings, some downgrades, but no bankruptcies among the 
large airlines. That would be a marked improvement relative to the last two recessions, 
which forced most of the North American airline industry into bankruptcy and set a rather 
low bar for improvement. 

Other markets are seeing some of the same positive trends but often to a lesser degree. 
For example, Europe has more airlines that we rate in the investment-grade category 
than North America (currently four) but its industry consolidation is not as far advanced 
and the large low-cost airlines (such as Ryanair) are growing (and pricing their fares) 
more aggressively than their North American counterparts. In other regions, such as Latin 
America, many airlines have to contend with the added challenge of managing the 
mismatch between the currencies in which they sell their tickets and the large 
component of their costs denominated in U.S. dollars (for fuel and aircraft). Accordingly, a 
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potential further strengthening of the U.S. dollar against other currencies, which might 
occur amid a geopolitical or economic crisis, could pressure these airlines’ liquidity. 

The airlines that we rate have been preparing themselves to minimize disruptions ahead 
of the U.K.’s departure from the EU. For example, low-cost carrier easyJet PLC has set up 
a European subsidiary in Austria that has an air operator's certificate in the EU member 
state. This will enable easyJet to continue to fly intra-EU routes, provided that the airline 
is majority owned and controlled by EU nationals. easyJet has been proactively engaging 
with EU-27 member state investors and has achieved just over 50% ownership and 
control by EU nationals. We believe it can maintain this level, if necessary, via provisions 
in its articles of association that allow for restrictions on voting rights or forced share 
sales by non-EU national investors. 

However, uncertainty remains as to whether the U.K. and EU will reach an air services 
agreement before their temporary agreement expires. Nevertheless, we expect that both 
parties would at least extend the temporary agreement if necessary to minimize any 
disruption to air connectivity between the blocs. Despite planning for such a scenario and 
taking steps to address any predictable risks, we believe air traffic could be disrupted by 
unforeseen and difficult-to-predict developments, particularly under a no-deal Brexit 
scenario. Regardless, we believe any disruptions would likely be short-term in nature. 
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Shipping 
Key assumptions 

1. Dry-bulk charter rates will remain at healthy levels in 2020 

Dry-bulk shipping rates came under pressure in the first months of 2019 due to a 
combination of factors, including a disruption in iron ore trades following the collapse of 
Vale S.A.'s tailings dam in Brazil. However, this negative trend reversed during the second 
quarter of 2019 and we forecast that dry-bulk rates will stabilize at their current 
recovered levels in 2020 on balanced demand and supply conditions as commodity 
imports from China stabilize and the global fleet expands at just a low single-digit 
percent rate. 

2. Tanker charter rates will remain on a positive trajectory 

We expect that supply and demand in the oil shipping industry will continue to gradually 
rebalance, which should support a cyclical upturn for tanker rates in 2020. Despite 
relatively high fleet growth at the start of 2019, tanker rates have been robust this year 
and remain higher than in 2018. We expect deliveries of new tankers to decline in 2020 
and anticipate that the IMO’s new low sulfur regulation will help curb the supply of ships 
while buttressing tanker rates. 

3. Container liners will largely recover IMO 2020 related fuel cost inflation 

Container liners will either pass through or return future bunker cost increases or 
decreases (typically closely linked to crude oil price movements) to their customers via 
higher or lower freight rates. We also assume that our rated container liners will pass 
through any IMO 2020 compliance-related bunker costs with a time lag of a few months. 

At the start of 2019, dry-bulk charter rates suffered heavily from the disruption of iron ore 
trades after the collapse of Vale's tailings dam and were further weakened by weather-
related supply issues in Australia and subdued demand for major dry-bulk commodities 
from China (the world’s largest importer). Nevertheless, the average rate for a one-year 
time charter for a large Capesize vessel recovered to more than $21,000 per day between 
July and October 2019, which compares with about $15,000 per day in the first half of the 
year as per Clarkson Research. We expect rates to stabilize at about their recovered 
levels in 2020 as commodity imports to Asia (in particular China) recover while the vessel 
order book sits at close to its 15-year low. 

For product tankers (which carry refined petroleum products and chemicals), we 
anticipate a moderate recovery in rates in 2019 thanks to an improved supply and 
demand balance. In 2020, tightening oil-product inventories, a continued shift of refining 
capacity to the Middle East and Asia and away from major importers, and additional 
volumes stemming from the IMO 2020 regulation should boost demand. This, combined 
with slowing fleet growth (with the slimmest order book among shipping sectors) will lead 
to a further moderate uptick in product tanker rates. 

Containership owners are benefiting from a low order book (about 10% of the global fleet) 
thanks to relatively muted new order activity since 2015. Combined with funding 
constraints and the IMO's 2020 fuel regulation, the industry’s tightening supply-and-
demand balance will likely underpin moderately better charter rates in 2020.  
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Key risks and opportunities 

1. The IMO's 2020 low-sulfur regulation will shake up the industry 

Most shipping companies will meet the stricter IMO 2020 requirements--to cut sulfur 
emissions to 0.5% as of January 2020--predominantly by using low-sulfur-compliant 
bunker oil or cleaner alternative fuels. However, with prices for these compliant fuels 
expected to rise, their earnings stability and ultimate survival (particularly for smaller, 
more vulnerable players) will depend on their ability to effectively pass through increased 
fuel costs to their customers. 

2. Sluggish trade volumes and additional trade tariffs 

Sluggish demand trends, most notably stemming from the ongoing U.S.-China trade 
dispute, and additional trade tariffs could impede the rebalancing of supply and demand 
conditions. 

3. Supply fundamentals continue to improve 

Year to date, the scrapping of vessels has been higher than last year and we expect more 
scrapping in 2020, particularly for drybulkers and containerships, as IMO 2020 becomes 
effective. This, combined with significantly diminished shipyard capacity and scarce 
funding, will reduce supply growth and better position shipping companies to cope with 
rather sluggish demand trends. The significant ordering of new vessels remains a risk to 
this fragile balance in the medium term because a vessel ordered today would not likely 
be delivered before mid-2021 depending on the shipping segment. 

Ship owners can meet the Jan. 1, 2020, IMO requirement by using cleaner bunker or 
alternative fuels, which we expect will become more expensive than the currently widely 
used heavy fuel oil, or by investing in approved equivalent methods, such as exhaust gas 
cleaning systems (commonly known as scrubbers). However, these are costly and, if 
stricter regulations are put into place, there is no guarantee that they will continue to 
meet regulatory requirements. 

Although increased vessel capital and operating costs will likely translate into higher 
freight rates over time, shipping is a competitive, cyclical, and often thin-margin business 
and companies may have to bear some of these costs on their own, particularly in the 
short-term. Negotiating power in any freight market comes down to simple fundamentals 
of supply and demand and frequent oversupply in this industry remains an enduring 
issue. The shipping companies' exposure to this risk varies depending on the nature of 
the contracts with their customers and other factors. We believe the larger industry 
players, such as A.P. Moller-Maersk A/S, CMA CGM S.A., and Hapag-Lloyd AG, will have 
the most success in passing on these costs due to their better bargaining power with 
their customers and the protective pricing mechanisms embedded in contracts covering 
close to half of their transported volumes. The recovery of fuel cost inflation will likely 
come with the typical time lag of a few months and, as such, the companies' liquidity 
must be strong enough to cover this extra working capital need. Smaller players will likely 
struggle if they lack the necessary bargaining power and liquidity buffer and may find it 
difficult to continue to operate. 
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Railroads 
Key assumptions 

1. Operating efficiency improvements should continue 

Following the successful implementation of precision scheduled railroading (PSR) at the 
large Canadian railroads and CSX, the North American Class I railroads have adopted 
these operating efficiency initiatives. Because of this, their operating ratios (operating 
expenses divided by operating revenues) have improved in recent quarters despite the 
lower volume of carloads. Most railroads are still in the early stages of implementing PSR 
as they look to minimize customer and network disruption. Therefore, we believe their 
operating efficiency will continue to improve in 2020 as their PSR implementation 
progresses. 

2. Volumes will remain pressured by lower GDP growth 

Many railroads saw declining carload volumes for most of 2019 due to a combination of 
lower freight demand and increased competition from trucking. Lower GDP growth and 
reduced industrial output in the U.S. pressured North American railroad volumes, while 
flooding in the Midwest contributed to reduced agricultural volumes. Given the ongoing 
uncertainty regarding international trade, we expect their carloads to decline somewhat 
further in 2020 as GDP growth continues to slow. 

3. Shareholder returns remain high 

With improved profitability and lower capital spending needs, we expect most North 
American railroads to continue to return capital to their shareholders through higher 
dividends and ongoing share repurchases. In recent years, the railroads’ free cash flow 
was supported by a lower federal tax rate and reduced capital spending. We do not expect 
the railroads to experience materially higher tax expenses or capital expenditure in 2020, 
which should support increased shareholder rewards. 

Although their volumes have declined somewhat in 2019, the profitability of the North 
American railroads has continued to improve as they have begun to implement PSR. We 
expect the railroads to continue to work through their PSR implementation in 2020, which 
should help support their profitability as volumes remain soft. PSR should also help limit 
their capital spending requirements. As railroads run fewer--but longer--trains at higher 
speeds, the need for additional railcars and locomotives declines. Barring an unexpected 
increase in fuel costs or an economic recession, we expect that the railroads will be able 
to support shareholder returns in line with those of recent years in 2020. 

The freight railroads we rate in South America, mostly in Brazil, carry commodities to 
ports for export and benefit from high utilization and a favorable pricing environment. 
They have completed substantial investment spending, though there is potentially 
additional capital expenditure associated with their bidding for government-granted 
concessions to operate. Railroads in Mexico continue to benefit from demand to move 
agricultural products and autos, in particular. We do not expect the recent trade pact 
(successor to NAFTA) agreed to by Mexico, Canada, and the U.S. (but not ratified by all) to 
significantly affect cross-border moves if implemented.  
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Key risks and opportunities 

1. Excess trucking capacity persists 

Following a prolonged period of tight trucking capacity in the U.S., supply has begun to 
exceed shipping demand, leading to reduced truck pricing. This makes railroads less 
competitive with trucks for the freight they carry in containers and trailers. If truck pricing 
continues to remain low, railroads may lose some business to truckers and might be less 
able to increase their rates, especially for intermodal traffic, which would pressure their 
revenue. 

2. Improved operating efficiency leads to increased share repurchases 

If railroads are able to realize a greater-than-expected improvement in their profitability 
from operating-efficiency initiatives, or if the implementation of PSR leads to greater-
than-expected reductions in their capital spending requirements, the companies would 
likely increase their shareholder rewards. While they would likely fund a higher level of 
share repurchases and dividends, at least in part, with internally-generated cash, we 
would expect the railroads to also issue additional debt. This could lead us to reassess 
their financial policy. 

3. Operating-efficiency improvements make rail shipments more attractive 

As part of the PSR implementation, companies are revising their schedules, increasing 
their speeds, and providing greater visibility into their customers' shipments. These 
improvements could make railroads a more compelling option for some shippers that 
previously used other transportation modes or were dissatisfied with their rail options. 
However, PSR also tends to offer less flexibility in scheduling trains to accommodate 
customer preferences, thus shippers’ choices will likely vary from case to case. 

We expect carload volumes to decline somewhat in 2020 as lower economic growth, soft 
industrial output, and increased trucking capacity persist. Although consumer demand 
has remained strong, railroads have a greater exposure to commodities and the raw 
materials used in industrial applications than other forms of transport. Moreover, 
intermodal shipments, which are more exposed to consumer goods, face increased 
competition from trucking, where carriers have reduced their rates in response to excess 
supply. To date, railroads have been able to partially offset some of their declining 
volumes by raising rates. While we expect rail volumes to remain pressured in 2020, we 
believe the railroads will still be able to realize rate increases, which should help support 
their revenue. 

PSR has now become a common practice among most North American Class I railroads. 
Initially implemented by chief executive Hunter Harrison at Canadian National, Canadian 
Pacific, and CSX, these operating-efficiency initiatives focus on developing more uniform 
and tightly scheduled train operations to minimize the amount of required assets, crews, 
and operating costs. Therefore, the operating ratios (operating expenses, including 
depreciation, as a percent of revenue) of the railroads have improved to record low 
(favorable) levels across the industry. We expect their operating ratios to continue to 
improve in 2020 as the companies work to further implement PSR by consolidating their 
trains, increasing network speeds, and closing terminals. As their asset requirements 
decline, their fuel costs remain mostly flat, and their significant capital investments--
such as for positive train control--taper off, we expect the railroads to continue to focus 
on shareholder returns. Nonetheless, we believe significantly higher share repurchases 
are unlikely and expect the industry to focus on returning a level of cash that is consistent 
with prior years.  
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Transportation Equipment Leasing 
Key assumptions 

1. GDP and trade growth decline from recent levels 

Slowing GDP growth will continue to dampen the demand for, and pricing of, leased 
marine cargo containers and railcars. In addition, truck lessors could experience weaker 
demand due to excess trucking capacity in the U.S. However, these sectors have the 
ability to reduce their capital spending to meet weaker demand and have started to do so, 
which is supporting their relatively stable utilization and cash flow. 

2. Demand for aircraft leasing remains strong 

Although we expect the growth in air traffic to moderate from its recent 7%-8% annual 
levels, it should still lead to continued strong demand for aircraft. This demand is driven 
by a variety of demographic factors, including young people and retirees spending more 
of their disposable income on travel and higher income levels among the growing middle 
class in countries like China and India. 

3. Access to capital remains readily available 

Most transportation assets are very financeable on both a secured and unsecured basis. 
With the decline in capital spending, there has been less need for capital in certain 
sectors. However, the availability of capital for aviation assets remains abundant on both 
a secured (particularly aircraft-backed securitizations) and unsecured basis (mostly by 
leasing companies), especially for companies we rate as investment grade. We expect 
these trends to continue in 2020. 

There has been reduced demand for equipment that transports freight due to weaker 
economic growth and trade tariffs, which is an environment we believe will likely persist 
into 2020. Typically, lessors enter into shorter-term leases at lower lease rates during 
periods of weaker demand in the expectation that, when demand recovers, they will be 
able to renew their leases with higher pricing and for longer terms. This, along with their 
reduced level of capital spending, allows them to maintain high utilization. True to form, 
this situation has played out in the current environment. For the most part, the earnings 
and cash flow of the lessors have held up. Thanks to their reduced capital spending, some 
companies are generating positive free operating cash flow and using the proceeds for 
share repurchases.  
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Key risks and opportunities 

1. The “freight recession” could be prolonged 

The demand for certain equipment types that transport freight could remain subdued, 
particularly for railcars, trucks, and marine cargo containers. This previously occurred 
during the financial crisis of 2009-2010. Over that period, transportation equipment 
lessors reduced their capital spending and used their free cash flow to reduce debt such 
that their credit metrics actually improved despite the decline in their revenue. 

2. Lower lease rates and residual values if the grounding of the 737 MAX 
continues 

Many aircraft lessors have already leased out some of the MAX aircraft that are currently 
grounded, which means they continue to generate lease revenue. However, they have 
hundreds more on order to be delivered through the mid-2020s. Thus far, there have not 
been any material order or lease cancellations. But, the longer the grounding persists the 
more difficult it will become to place MAX aircraft on lease, potentially reducing aircraft 
values and ultimately leading to impairment charges for the aircraft lessors. 

3. Access to capital tightens 

Transportation equipment leasing is very capital intensive and the sector relies on having 
access to capital. Even during the financial crisis, most lessors maintained access to 
capital, albeit at higher rates. In addition, many lessors have well-laddered debt 
maturities and substantial unencumbered assets, which they could use as collateral for 
secured financings if necessary. 

The credit ratios of transportation equipment lessors tend to be countercyclical. Even 
during periods of prolonged economic weakness, similar to what we saw during the 
financial crisis, we would expect these companies to generate strong cash flow, reduce 
their capital spending, and use free cash flow to reduce their debt (in some cases while 
continuing to repurchase their shares). In this kind of environment, their credit metrics 
have remained relatively consistent or even improved. With the exception of aircraft 
lessors that have large order books, the lead time for ordering new assets is relatively 
short. In addition, in past economic upturns shortages of transportation equipment led to 
high lease rates and longer lease terms. For those aircraft lessors with large order books, 
we believe the long-term trend for increased passenger travel and the need to replace 
older, less cost-efficient aircraft will support continued strong demand. 

The credit quality of many of the customers of these lessors tends to be weak 
(particularly the shipping lines and airlines). However, lessors often collect security 
deposits and/or maintenance reserves to mitigate this weakness and typically incur 
relatively low write-offs when a customer defaults and they have to repossess their 
equipment. For example, over the last two years there have been a large number of 
airlines that have shut down, yet aircraft lessors have generally been able to repossess 
and re-lease their aircraft in a relatively short period of time. While we expect further 
airline insolvencies due to the weakening economy, competitive industry conditions, and-
-for some companies--a mismatch between the revenue they generate in local currencies 
and the large percentage of their costs paid in U.S. dollars, we don’t expect these factors 
to have a materially negative affect on the aircraft lessors we rate. 
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Related Research 
– Boeing Co. Outlook Revised To Negative From Stable On Reports It May Have Misled

FAA On 737 MAX; Ratings Affirmed, Oct. 22, 2019
– IMO 2020: The Coming Storm, Oct. 7, 2019
– ESG Industry Report Card: Transportation, Aerospace, And Defense, May 13, 2019

This report does not constitute a rating action. 
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Industry forecasts 
Global Transportation 
Chart 9 Chart 10 

Revenue growth (local currency) EBITDA margin (adjusted)

Chart 11 Chart 12 

Debt / EBITDA (median, adjusted) FFO / Debt (median, adjusted)

  

Source: S&P Global Ratings. Revenue growth shows local currency growth weighted by prior-year common-currency revenue-share. All other figures 
are converted into U.S. Dollars using historic exchange rates. Forecasts are converted at the last financial year-end spot rate. FFO--Funds from 
operations. 
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Cash, debt, and returns 
Global Transportation 
Chart 13 Chart 14 

Cash flow and primary uses Return on capital employed 

Chart 15 Chart 16 

Fixed versus variable rate exposure Long term debt term structure 

Chart 17 Chart 18 

Cash and equivalents / Total assets Total debt / Total assets 

Source: S&P Global Market Intelligence, S&P Global Ratings calculations 
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