
T
he manufacturing sector isn’t so much changing as it is trans-

forming. The impact of globalization on manufacturing over  

the past decade or so has resulted in transformational changes 

that have forced manufacturers and investors to adjust to a  

brand new landscape.

As a result, more and more middle-market manufacturers today are 

finding themselves in a state of transition. Many of these companies are 

reinventing themselves in an effort to determine where they fit in a supply 

chain that is constantly in flux.

Two Different Economies

Right now, we’re seeing two different economies within the overall 

manufacturing sector. Areas like agriculture, energy, basic metals and 

technology remain very strong and are playing a vital role in supporting 

the growth taking place in China, India and some other parts of the world. 

Many manufacturers are enjoying strong growth by working alongside their 

multi-national OEM customers that are serving the expanding Asian market.

On the other side, weaker industries—like building products, automotive 

and consumer discretionary—tend to be ones that are more dependent on 

the U.S. consumer and industrial markets. If you’re heavily dependent on 

domestic automotive production volumes, you’re obviously facing some 

challenges. 

Manufacturers will always be driven by their customers’ demands for 

better, faster and cheaper products. This requires more creativity in terms of 

what you produce and how you produce it, which often means securing the 

right talent from both a product development and technology standpoint. 

We’re also seeing more alliances and joint ventures between companies as a 

way to bring costs down and quality and reliability up. 

For example, many manufacturers have chosen to take minority equity 

stakes in Asian companies that are providing contract manufacturing services 

as a way of funding capacity expansions, which will ultimately lower the total 

product costs. We are also seeing manufacturers develop stronger alliances 

Better, Faster, Cheaper: 
The Manufacturing 
Transformation 
Unprecedented change presents tremendous opportunities as well.
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with warehousing and logistics companies to mitigate some of the 

shipping and transportation risks of importing key components.

At the same time, though, most manufacturers’ primary 

value to their customers lies in their ability to develop the best 

product design and deliver it in the most reliable and cost-

effective manner. This means producing parts overseas while 

maintaining research and development, product assembly and 

sales and marketing in the U.S. Or it may mean only providing 

a distribution function on certain products in order to maintain 

direct contact and provide other services to the end customers. 

With automation, technology advancements and the speed 

of change required by OEMs, lightning-fast responsiveness and 

a local presence are often required. This may mean maintaining 

a manufacturing base here in the U.S. but sourcing components 

and sub-assemblies on a global scale in order to achieve cost-

efficiencies. The acceleration of the pace of change over the  

past decade has dramatically shifted the thinking of many 

manufacturers about what is the right operating model to  

institute for the future.

Compounding the issue for many manufactures is balancing 

the requirements of the global OEMs. Certainly, following OEM 

customers overseas mitigates some of the production startup risks 

of operating in parts of Asia. But some OEMs are also asking 

for dual sourcing mechanisms and contingency plans built into 

operating models in case there are disruptions in the supply chain 

that would delay getting products as needed. Balancing the need 

for low-cost products with high service and reliability will always 

be a challenge. 

Make Or Buy?

 Manufacturers have always had to navigate “make vs. buy” 

decisions. In their efforts to keep costs down, they may decide 

they can no longer build components cost-effectively, so they will 

source components from overseas where labor is cheaper and only 

perform final assembly themselves.

Of course, the trend toward identifying and tapping low-cost 

foreign labor markets is nothing new. But the complexity of the 

decision to buy components from foreign sources has increased as 

raw materials, energy and foreign currencies continue to fluctuate. 

The M&A market also plays a role here, as some manufacturers 

realize they don’t have the resources or expertise to perform certain 

tasks themselves cost-effectively, but they can acquire these 

capabilities through an acquisition. Companies in strong sectors 

that are cash-rich and have attractive balance sheets will continue 

to have M&A opportunities that will enable them to increase their 

market presence and improve efficiencies.

A caution: One of the biggest M&A mistakes we see is 

manufacturers that acquire or partner with companies that are 

struggling, or that already have too much excess capacity. Instead, 

manufacturers should look for opportunities to broaden their 

capabilities, service lines or market access and focus on the things 

that will make them more competitive five to 10 years from 

now. When owners determine that they can’t overcome critical 

or fundamental issues to be competitive over the long term, they 

should immediately look for the right time and opportunity to 

exit the business. 

New Product Solutions

Another observation we have made is that there has been 

a change in the complete product solution that manufacturers 

are delivering. For example, a manufacturer may be delivering a 

cost-effective, high-quality product but customers are demanding 

several products, complete assembles or additional services to 

support the product. To remain competitive, many manufacturers 

are importing components and contracting with support 

organizations to deliver more value. The customer sees not only  

a complete product solution, but also receives stronger after-

market support.

In conclusion, domestic manufacturing will always have a 

strong position in our economy. While there’s no denying that 

some U.S. manufacturers are facing challenges, there are still 

plenty of global market opportunities for well-positioned, well-

capitalized companies that are looking to grow.

How National City Can Help 
If your manufacturing company is considering a  

strategic transaction, National City can help you  

develop and execute a transaction solution to fit  

your needs.

National City Investment Banking is organized around 

industry-focused teams that help owners and managers 

“think about their current position, capabilities and 

resources, and how a well executed transaction 

strategy can help them achieve their goals,” says David 

Hegeman, Managing Director in the Investment Banking 

Group of National City Capital Markets.

“We are typically involved well ahead of the actual 

transaction so clients understand what they’re worth, 

how they can build additional value or what is the best 

way to monetize their interest. The combination of our 

industry expertise and capital markets knowledge is  

critical to developing optimal solutions.” 

To learn more, please contact David Hegeman  

at 216-222-2616.

FALL 2008      Corporate Insights     7  



Compounding In Reverse

Many investors have learned the “magic” of 

compound interest, which can greatly increase 

the size of their portfolios. But inflation can 

work a similar reverse magic, which over the 

long term can slow or even gobble up growth.

Consider what happens to an initial 

investment of $1 million over a 20-year period 

with a relatively benign inflation rate of  

3 percent (about the average CPI from 1985 

through 2004). After 20 years, $1 million in 

today’s dollars falls in value to just $540,379.

 Put another way, an investor in that 

scenario would need no less than a three percent 

annual rate of return simply to keep the initial 

investment from losing value—and that value 

will see a real increase only when the rate of 

return exceeds 3 percent. If the inflation rate 

goes higher than 3 percent, then the rate of 

return obviously must also increase simply to 

keep up.

 

Viewing the Threat Properly

 Since the CPI clearly climbed beyond  

3 percent in 2007 and into 2008, should 

investors make major changes in their portfolios 

and retirement planning? Not necessarily, 

according to Timothy L. Swanson, the Chief 

Investment Officer of the Private Client Group 

at National City.

 “Investors should always take inflation into 

account, but only as one of several factors,” he 

explains. “Yields, diversification, taxes, health, 

longevity and other factors are also important, 

yet an investor shouldn’t overemphasize any one 

of them. A major reason for actually having a 

plan is that you can make rational assessments 

of all the relevant factors, and adjust when 

necessary.”

 What’s more, says Swanson, a rational 

assessment of inflation should take all the 

evidence into account: “It’s true that energy and 

food prices are rising at rates that we haven’t 

seen for a long time. At the same time, however, 

other living costs have been stable or even 

falling, such as shelter and apparel.”

 So how should investors think about 

inflation and the future? “One basic guide is 

always to think about future dollars in terms 

of ‘real’ instead of ‘nominal’ values, which 

simply means that you adjust for inflation,” 

says Swanson. “Prices aren’t constant, so future 

dollar amounts won’t be either. Higher expected 

inflation may mean you have to expect your 

portfolio to work harder.”

 

What Are Real PCEs?

Investors can get a useful big-picture view 

of inflation by looking at fuel prices in relation 

to real personal consumption expenditures 

(PCEs), or the sum of all consumer spending 

adjusted for inflation. Spending on gasoline 

and other energy amounts to some 4 percent 

of PCE; this means that even a large jump in 

fuel costs translates to only a marginally smaller 

amount that goes toward other spending. In 

other words, fuel inflation may look worse than 

it really is for the economy as a whole. And 

despite the real pain of fuel inflation, there is as 

yet no evidence that it has depressed consumer 

spending.

From this perspective, inflation should not 

leave investors feeling like they should go “back 

to the drawing board” with their portfolios. 

Of course, it is wise to regularly revisit your 

portfolio for the right reason—or, as Swanson 

puts it, “to ensure that your portfolio is in line 

with your goals.

“Emotion never mixes well with asset 

allocation,” he explains. “Everyone realizes 

the importance of good decisions about what 

goes into a portfolio. Yet a thoughtful analysis 

of one’s own tendencies is just as important.” 

Which tendencies should they watch for? “Too 

many investors overestimate their risk tolerance 

Inflation: The  
Thief in the Night 

INVESTING By Robert Folsom

Why inflation is an unseen, but sinister enemy to long-term investors.

P
rices at the gas pump and the grocery checkout over the past 
year are the most obvious symptom of an inflationary trend 
that seems relentless. The 0.8 percent rise in the July 2008 
Consumer Price Index (CPI) pushed the year-over-year rate 

to 5.6 percent, the largest such increase since 1991. Even the “core” rate 
of inflation (excludes energy and food) moved steadily upward in the 
first half of 2008.

 Yet if these painful increases in the cost of living are obvious, to the 
long-term investor, inflation is also an unseen but potentially more  
sinister enemy. Even in periods of prolonged price stability, the effects  
of inflation can significantly erode the value of a retirement portfolio. 
The good news is that while rising food and fuel costs are beyond any 
consumer’s control, the individual investor can reduce the long-term 
threat of inflation—and even apply inflationary trends for the benefit  
of his or her portfolio.
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in a bull market,” replies Swanson, “while in a bear market too 

many overestimate their risk aversion. In both cases, too few 

investors see those tendencies for what they are.”

 

Can Inflation Work For Your Portfolio?

 Energy and other commodity markets have always attracted 

speculators, a truism that applies today more than ever. Yet 

there are several reasons why these markets can also be part of 

a sober, strategic mix in the portfolio of an individual investor. 

The commodity complex is a wide range of markets that includes 

energy, grains, meats and softs; these can broaden the choices an 

investor has in the effort to diversify. 

At the same time, they also offer a benefit found in few other 

market sectors—as Swanson puts it, “commodities don’t correlate. 

Individual commodity markets historically don’t all trend together, 

and they don’t trend with financial markets like equities or 

currencies,” he notes.

Swanson is also careful to emphasize the strategic purpose for 

holding commodities: “Reduced volatility is the chief reason for 

diversification, so the less correlation within your portfolio the 

better. It’s also wise to hold a basket of commodities, since prices 

in a single market can bounce all over, as we’ve seen recently. 

Individual investors who include commodities in their portfolios 

should do so not to chase returns, but instead to keep overall 

portfolio returns stable.”

 

Back to Basics

 The recent inflationary trend has been strong, but sudden as 

well. It’s at least possible that the trend could moderate or even 

reverse itself just as rapidly. But even if the trend toward higher 

prices continues into the foreseeable future, the greater threats to 

most investor portfolios have nothing to do with the CPI. They 

include the damage done by “self-inflicted wounds,” such as saving 

too little, failing to remain fully diversified and underestimating 

one’s retirement time horizon.

 “Today it’s very common for retirement to last 30 years or 

longer,” says Swanson. That can be a “longevity inflation,” which 

investors both welcome and are prepared for.

For assistance in structuring or reassessing your portfolio in light of rising 
inflation, please contact the Private Client Group at 866-628-8151. 

Robert Folsom is a writer and editor who has covered politics,  
popular culture, economics and the financial markets. His columns  
have appeared on Dow Jones Marketwatch and FOXNews.com. Reach 
him at robertfolsom@charter.net.
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‘A Perfect Fit’
Managing the proceeds of a business sale can be challenging. Here’s 
how the Private Client Group helped a long-time commercial banking 
client meet his long-term financial objectives.

MERGERS AND ACQUISITIONS

If a business owner is successful, he or she may one day 

have the opportunity to sell all or a portion of the business 

and thus reap a degree of financial reward for a lifetime 

of blood, sweat and tears poured into the company. 
But selling equity in a closely held business is not something any 

owner takes lightly. The process may be fraught with financial, logistical 

and emotional issues that can be difficult to overcome.

Terry Stephens, the founder and CEO of Stephens Pipe & Steel, LLC, 

came face to face with these issues recently when he was approached 

by a potential acquirer with an offer to buy up to half of his ownership 

interest in the company he started in 1974. “I wasn’t soliciting a buyer 

when Houchens Industries, Inc. expressed interest in partnering with us,” 

says Stephens, “but the opportunity was very attractive.”

The King of Fencing

Stephens Pipe & Steel is the largest domestically owned fence 

distributor in the country, with nine manufacturing and distribution 

locations primarily in the eastern U.S. and headquarters in Russell 

Springs, Ky. It manufactures and distributes chain link fence fabric and 

all types of ornamental fencing.  

The company currently employs more than 900 people and sales will 

reach $300 million this year, according to Stephens.

Though he wasn’t actively looking to sell at the time, Stephens says 

the timing of Houchens’ offer for a 50 percent interest in his company 

was very good, especially given the currently low capital gains tax rates. 

“This and my age and family considerations were all factors in the sale,” 

Stephens says. But he wasn’t about to sell to just anybody.

“I’ve been in this business for 34 years and I don’t have any designs 

on retirement, so I wanted a partner that wasn’t interested in day-to-day 

management and wasn’t going to remarket the company after a few years. 

Houchens has a history of buying companies and holding them for their  

future growth, not just flipping them.”

Stephens adds that since he doesn’t have an immediate family  

member who is interested in running the business, “I felt I had an 

obligation to our employees to ensure continuation of the business  

in case something were to happen to me.” In the end, he decided  
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‘A Perfect Fit’

Houchens was “a perfect fit” and the deal closed on April 30 

of this year.

Managing the Proceeds

One of the biggest challenges in the sale of half of his company 

was managing the proceeds of the sale. Stephens says he has always 

been so focused on managing his business that he wasn’t too 

involved in his personal financial management. “There were a lot 

of big decisions to be made in a short period of time,” he says.

For help, Stephens turned to the investment management 

professionals in the Private Client Group at National City. Stephens 

Pipe & Steel has been a National City corporate client for more than 

20 years, and Stephens worked with the Private Client Group to 

establish trust accounts for his grandchildren several years ago.

“I have always been 100 percent in control of my financial 

assets, so it was a big adjustment for me to give someone else a role 

in managing these proceeds,” says Stephens. “But I feel very good 

about my partnership in this with the Private Client Group. I’m 

confident that they will do a good job of managing the funds and 

providing a solid return.”

Stephens says the proceeds are being managed primarily for 

the benefit of his heirs. “As an entrepreneur, I’m used to a certain 

degree of risk-taking in business. But in managing money for my 

grandkids, I want to take a little bit safer and less risky approach, 

especially given today’s challenging markets. I’m 10 times more 

cautious about managing their money than I am my own!”

“This was a critical time for one of corporate banking’s best 

long-term customers,” says Robert Crady, a client advisor in the 

Private Client Group. “They brought us in to help navigate the sale 

of the business and manage the proceeds. In addition, we were able 

to help Mr. Stephens deal with some complicated tax and estate 

planning issues that arise from a transaction like this.”

Well Prepared

In preparations leading up to the sale of his business, Stephens 

says he met with Crady and members of his team a number of 

times, and that they fully understood his goals for both the sale 

and management of the proceeds. 

“All of our needs have been met with professionalism, and 

we’re very comfortable with what we believe National City can do 

for us,” he says. “There are still a lot of growth opportunities ahead 

for Stephens Pipe & Steel, and I consider National City to be one 

of my partners in our ongoing success.”

If you’d like to learn more about managing the sale of your business  
and/or its proceeds, please contact the Private Client Group at  
(800) 628-8151.

THE BEST INVESTMENTS

often have nothing  
to do with money.

Managing wealth for over 160 yea�
NationalCity.com/wealth
©2007, National City Corporation®

CS-27929

WEALTH PLANNING l PRIVATE BANKING l INVESTMENTS l TRUST & ESTATE ADMINISTRATION

Stock indexes and asset allocations are one thing. But in the end, what really matters are the investments we make in the 

lives of those around us. At the Private Client Group, we help you manage, grow and preserve your wealth, so you can 

provide for those you care about most. We offer strategies and solutions for personal trusts, estate administration and 

charitable giving to ensure you leave your legacy and reach your personal goals – ones that enrich and enhance your life 

and the lives of those around you. To experience the Private Client Group, please call 1.800.628.8151.
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Our Commitment: 
Simply the Best
At National City, our goal is simple: To be 
the best middle-market bank … period.

TREASURY MANAGEMENT

B
eing the best at anything requires hard work, diligence, 
persistence—and, of course, an unyielding focus on 
quality. At National City, we are committed to each  
of these in pursuit of our goal of becoming the best 

middle-market bank in each of the regions we serve.
“Our strategy is to make sure we’re focusing on core 

relationships with our middle-market and large corporate 
customers, and solidifying our partnerships with them,” says 
Lakhbir Lamba, Executive Vice President, Commercial Banking 
Products. “Our vision has always been to be a trusted financial 
partner with our clients, and this is even more critical in a 
challenging economic environment like we’re facing today.”

Upgrades to ConsultNC

We are making major investments in our 

treasury management product suite. These efforts 

are highlighted by a $20 million investment in 

ConsultNC, our integrated platform for the delivery 

of global treasury management products and services. 

“This investment is part of our stated goal of being 

the No. 1 bank to middle-market companies within 

our nine-state footprint and the No.1 bank for large 

corporations where we are the lending agent bank or 

their primary bank,” says Lamba.

“This substantial investment in ConsultNC will 

bring market-leading information management, 

analytics and cash positioning abilities to our 

customers,” says Jason Cort, Senior Vice President, 

Global Treasury Management, Group Manager. 

“Investing in technology to exceed the expectations 

of our customers is just one way National City 

achieves our goals.” Enhancements to ConsultNC 

will include:
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• Quick View access to account balances

• More robust reporting

• Enhanced data retention

• Customizable alerts and scheduled reports

• Security enhancements to ensure confidentiality of data

The platform is moving to a new centralized administration 

function, Cort explains, which will include an easy-to-use wizard 

tool to reduce steps when adding product-level user rights to 

ACH, GWT and Information Management. A new self-service 

component introduces the ability to access a full repository of 

product-related documents (e.g., User Guides, Administrative 

Guides, Quick Reference Cards, Frequently Asked Questions) 

via the new Resource Center. 

In addition, the new platform will feature enhanced 

integration to make it easier for the bank and clients to share 

information between each other. This will include Global 

Navigation Bar access and single sign-on capabilities to enable 

Corporate Remote Capture access via the ConsultNC  

home page. 

From Reporting to Management

One of the most innovative upgrades to ConsultNC is 

migration of the platform from an Information Reporting 

to an Information Management system. An interactive Cash 

Position allows clients to monitor their position throughout the 

day, add unreported items and drilldown from ACH and Wire 

transaction totals. Clients will be able to see more data, more 

frequently, from all of their deposit account transactions.

This next generation of ConsultNC also offers a new 

feature that generates customizable alert messaging via our new 

event notifications service. Clients can customize the frequency 

of alerts and receive them based on specific transaction types to 

hit their accounts.

Another big benefit clients are excited about is the expansion 

of the reporting period for all account transactions and history. 

Information Management offers clients the option of a full 

13 months of account management and history reports. This 

expanded window gives clients an industry-leading timeframe 

for keeping account history at their fingertips and available on 

demand.

All of these enhancements and upgrades to ConsultNC are 

scheduled to be completed before the end of 2008.

Setting National City Apart

Lamba notes that National City has a Client Advisory  

Board made up of 100 middle-market and large corporate  

clients which, with the active participation of 15 National 

City board members, has worked collaboratively to define a 

technology strategy “that will offer industry-leading features  

that allow customers to self-service the most important 

components of their accounts and business transactions.”

He adds that ConsultNC is a proprietary platform available 

only to National City and its customers. “We believe that in 

order for ConsultNC to be the industry-leading platform for 

middle-market and large corporations, the system needs to 

be developed, built, managed and upgraded by National City 

employees. No existing software manufacturer or customer 

relationship management program offers the full functionality 

and versatility of ConsultNC. By having ConsultNC fully 

owned and developed by National City, we are able to quickly 

implement new features and benefits.

“We are committed to making the investments in our 

products and capabilities that are necessary to set the bank  

apart in the marketplace,” Lamba continues. “We want 

companies to bring all of their banking business to National 

City. They shouldn’t have a reason to bank anywhere else.”

If you have questions about any of the product enhancements discussed 
here, or about any other ways that National City can help your business 
succeed, please contact Paula Speigal-Butler, Senior Product Manager, 
Global Treasury Solutions, at paula.speigal-butler@nationalcity.com.

NationalCity.com
©2006, National City Corporation®

QUICK
REFERENCE
CARD

ConsultNC is National City Global Treasury Management’s 
online suite of services. Developed in-house, ConsultNC offers 
access to many of your online treasury products. ConsultNC 
is your company’s central treasury access point, providing you 
with a rapid connection to reporting and operational functions 
that are most critical to your day-to-day needs.

Login at www.NationalCity.com/ConsultNC to get started.

Other Areas of Improvement 
In addition to ConsultNC, National City is making major 

investments in upgrades to other corporate banking products  

and services, including:

• Trade finance capabilities AND TRADE 

INNOVATIONS PLATFORM—This includes the opening of a 

trade finance office in Shanghai, China.

• Enhanced statement capabilities—Business deposit 

customers will enjoy new and improved billing statements.

• Business Exchange—This Capital Markets product is 

designed to facilitate the M&A process for companies at the 

lower end of the middle-market segment.

• Accounts Payable automation—This Commercial 

Cards product will help streamline the payment process for 

companies and their cardholders.

• Enhanced mobile banking capabilities—Balance 

alerts and event notification will be available via hand-

helddevices in early 2009.
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Transportation and Logistics: Sun and Clouds
T&L companies learn how to work smarter during period of slower demand.

INDUSTRY FOCUS By Jonathan Ives, CFA

I
t happens in every economic downturn: Some companies grasp  

opportunity and come out stronger. 

That’s historically true for transportation and logistics (T&L) 

services. The tests and openings vary considerably among the industry’s 

segments, but in every segment a prudent course can help a company not 

only weather the storm, but sail out of it healthy, and possibly even wealthy. 

Providers of T&L services, as well as suppliers to those industries, confront 

different but related situations today.

Third-Party Logistics: Mostly Sunny

Only a few industries achieved meaningful growth in the recession of 

2001, and one of them was third-party logistics, or 3PL, which enjoyed gross 

domestic revenue growth of nearly 18 percent.

The 3PL value proposition is attractive in periods of both economic 

growth and contraction. In the high cycle, 3PLs manage transportation, 

inventory, fulfillment, distribution and other logistics functions, helping  

their customers stay focused on their core business while driving down costs.

Especially in today’s downturn, in which customers are served by longer, 

more complex supply chains, these benefits become even more important. 

That’s why 3PLs are now developing business opportunities at three to four 

times the rate of GDP growth—a vivid illustration of growth in a downturn.

The primary growth drivers for 3PLs presently include global trade, 

foreign sourcing, and demand for extreme inventory efficiency and working 

capital management.  

Down the road, when demand escalates, 3PL providers can expect even 

stronger growth.

The 3PLs have significantly penetrated the enterprise market, as some  

74 percent of the domestic Fortune 500 engaged one or more 3PL in 2007. 

The Big Three automakers, in fact, each use more than 30 3PLs. 

The middle market is substantially under penetrated, as midsize 

companies have been slower to outsource logistics and supply chain 

management solutions. But today they confront increasing globalization  

and cost pressures, and the expense of building an adequate in-house 

system can be quite high. Together these factors are pushing more midsize 

companies toward 3PLs. That’s significant, because mid-market customers are 

equally profitable, on the whole, and they tend to display a greater loyalty to 

logistics vendors.

The fragmented nature of the 3PL industry lets customers be selective, 

however. Successful 3PL providers must differentiate themselves—for 

example, with sophisticated IT platforms and real-time views of the supply 

chain, or with ancillary service offerings (like packaging or kitting/light 

assembly) that sometimes reach into the manufacturing process itself.

Both 3PLs and transportation industry players have acquired 3PL 

companies in order to expand their offerings, enter new segments, further 

penetrate existing relationships, enter new geographies or diversify their 

customer base.

The 3PL provider industry is not only fragmented, but also lopsided. Ten 

big players—including such asset-owning global 

giants as UPS, DHL, and Maers—bring in two-

thirds of the revenue, while several thousand, 

both asset- and non-asset-based, share the rest. 

The 3PLs that exceed $50 million and provide 

differentiated service offerings are rare—and 

highly prized as acquisition targets, particularly 

by private equity buyers who assign high 

valuations to certain value-added, high-growth 

segments. 

Transportation: Partly Cloudy, 

But With Sliver Linings 

A summary of current prospects in each of 

the main transportation segments quickly shows 

that providers and their suppliers confront 

different situations. Rising fuel costs offer a 

good example. They affect every transportation-

related company, especially carriers. Most can 

pass on increases to customers initially, but 

an effective surcharge schedule is difficult to 

maintain in times of price volatility. A carrier 
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Transportation and Logistics: Sun and Clouds

Jonathan Ives, CFA, is a Director with National City Capital Markets and head of 
the Transportation and Logistics Investment Banking Group. He has a particular focus 
on middle market mergers and acquisitions in transportation and logistics. Reach him 
at jonathan.ives@nationalcity.com.

that falls behind the curve winds up with significantly higher operating ratios.

On the other hand, rising fuel costs can actually favor some transportation 

modes, such as rail, where carriers are finding new customers.

Rail: Much improved, and shippers are noticing. As fuel costs rise, railroads 

are drawing new interest today for their freight-moving efficiencies. Railroads 

have streamlined ruthlessly over recent years through consolidation and 

operational improvements. Manufacturers and distributors are finding that 

today’s rails, with smooth inter-carrier and intermodal interchanges, can 

deliver cost-effective transportation for most kinds of freight.

Trucking: Hindsight and foresight needed. Entering a downturn, trucking 

companies should recall the last recession. Some carriers strayed from their 

traditional power lanes, spread themselves too thin, allowed their headhauls 

and backhauls to get crosswise and ran themselves out of business. Truck 

carriers can also expect more pushback from customers on fuel surcharges, 

due to the industry’s overcapacity and the low-ball competition that results.

A strong trucking company, however, can find a silver lining amid 

these dark clouds. It’s possible to pick up assets or competitors—along with 

their contracts, customer lists, real estate and drivers—at low prices. Thus, 

the synergies achieved will be valuable when the economy turns, demand 

increases and the field has been winnowed.

Containers: Rentals look better and overcapacity is over. Intermodal 

container leasing remains attractive for shippers as rising steel prices make it 

more expensive to buy and maintain their own containers and chassis. And 

increased ocean traffic between Asia and U.S. eastern ports, in addition to 

loosening West Coast congestion, has also raised demand for containers and 

reduced the surpluses that could be found at most interior intermodal hubs  

in recent years.

Marine: Partly protected, new fleet needed. The U.S. marine transport 

industry is somewhat insulated from competition by the Jones Act, which 

mandates that port-to-port loads in the U.S. be carried on vessels owned by 

U.S. citizens and built by U.S. shipbuilders. And many of the commodities 

that barges carry are less vulnerable to the conjunctural winds of recession. 

Meanwhile, the overcapacity that afflicted the marine industry through the 

1980s and 1990s has largely exhausted itself.

An economic slowdown in any industry offers a chance for a company 

to learn how to work smarter. In a period of slower demand, it’s easier to 

evaluate processes and implement training and technology to prepare for  

the eventual upturn.

To learn more about the capabilities of National City Capital Markets, 
please call Jonathan Ives, Director, Investment Banking, at 216-222-2825.

Case Studies in T&L 
National City Capital Markets has expert knowledge 

of and key relationships within the transportation 

and logistics industries, which have enabled us to help 

companies take advantage of opportunities. Here are 

two recent examples:

• During consultations with Total Transportation 

Group on its acquisition strategy, National City 

became aware of Wills Trucking, which provides 

solid waste and dry bulk transport services across a 

nine-state region stretching from Wisconsin to New 

York. Highly leveraged and facing serious challenges, 

Wills had begun to seek liquidity options. National 

City brought the parties together and advised Total 

Transportation Group in its efforts to acquire Wills.

National City Capital Markets provided Total 

Transportation Group with valuation assistance, 

with a resulting transaction on terms favorable 

to all parties. By understanding the industry and 

the company’s strategy, National City was able to 

identify the synergies—reputation, customer base, 

management team, geographical spread, equipment 

and resources—that made Wills a compelling 

opportunity. 

• In late 2007, National City helped the owners 

of PJAX, a leader in the less-than-truckload 

transportation services industry, receive top dollar 

for their company. After the company received an 

unsolicited bid for purchase, National City developed 

a comprehensive marketing plan, identified a range 

of potential buyers and conducted an auction 

process that resulted in a $132 million sale to Vitran 

Corporation. 

The deal achieved maximum valuation for the 

owners and a premium asset for Vitran, which 

achieved significant improvement in its market 

position and a substantial addition to its LTL footprint. 

PJAX CEO Donald Hammel cited National City’s skills 

in marketing and managing the transaction in a 

way that “benefited the management, employees 

and shareholders of PJAX.”
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