
Aviation
The airline industry will enjoy its fifth consecutive year of
improving profitability in 2016, according to the
International Air Transport Association (IATA), thanks to
growth in passenger air travel and the boost to industry
profits thanks to low oil prices.

However, IATA also warned of potentially slowing
growth in global air travel, mainly due to the impact of
terrorist attacks, as well as uncertain economic conditions.

Rail
The March 2016 Shaw report, looking into the financing
of Network Rail, rejected outright privatisation of the
owner of the UK’s rail infrastructure, while calling for the
decentralisation of rail investment decision making.

Network Rail has already started to test investor appetite
for so-called non-core assets, which include 18 major
railway stations, its telecoms network, and its power lines.

Logistics
The UK logistics sector continues to be highly
competitive, with pressure on margins. Investment in
technology, customer service and IT systems continue to
be a priority, as players seek greater efficiencies and
productivity in order to gain market share.

2015 was a record year for M&A activity for transport and
logistics, and the value of transactions rose for the 3rd
consecutive year, to a total value of around US$74 billion.
The trend is set to continue in 2016, with FedEx’s
$4.7 billion acquisition of TNT Express completed in May
2016.

Amazon continues to invest in its air operations and its
own delivery networks. In May 2016 it signed a new

leasing deal for 20 Boeing cargo jets, doubling its fleet
size. Amazon's move brings the business closer to
competing with logistics providers such as FedEx and
UPS, which currently handle Amazon deliveries

Shipping
Container shipping lines continue to face their eighth
consecutive year of crisis in 2015. The industry, linked to
the world’s supply of manufactured goods, is suffering a
prolonged downturn as excess capacity has sent freight
rates to record lows.

World trade growth was just under 3% in 2015, driven by
the slowdown in emerging markets and sluggish recovery
in Europe.

Maersk Line’s Q1 2016 net operating profit fell by 95% to
just $37 million, while most other listed container ship
operators recorded losses.

Implications for pension schemes
Pension scheme trustees in the sector have to strike the
right balance between securing benefits for members
while bearing in mind the employer's need to invest for
future growth in a competitive environment.

Where there is a case for capital investment or potential
acquisitions, trustees may have to decide whether to agree
to lower contributions in the short term to secure future
corporate growth, in order to strengthen the covenant in
the long term.

This could present a dilemma for trustees, as recent falls
in already low gilt yields, coupled with lower equity
returns, are likely to have increased any shortfall in the
scheme.

The oil price decline continues to benefit the overall Transport & Logistics industry,
although the picture for individual sectors is mixed. While airlines are performing
strongly, shipping companies are facing a prolonged downturn due to excess
capacity and sluggish world trade. Pension schemes are advised to understand how
key market developments, such as rising competitive pressure and squeezed
margins, are impacting the employer covenant.
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The Grant Thornton view 
"Competitive pressures, excess capacity and lower margins have impacted the sector, 
especially within freight and logistics. Competing demands for cash, namely for investments 
in IT and leaner technology, is a crucial issue for scheme trustees." 

Darren Mason, Head of  Pensions Advisory
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For more information:
If you would like to discuss the issues raised in this paper and its impacts on your business or your pension scheme, 
please contact your usual Grant Thornton adviser or any of our specialists below. 


