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DISCLAIMER 
Hedgeye Risk Management is a registered investment advisor, registered with the State of Connecticut.  Hedgeye Risk 
Management is not a broker dealer and does not provide investment advice for individuals. This research does not constitute 
an offer to sell, or a solicitation of an offer to buy any security. This research is presented without regard to individual 
investment preferences or risk parameters; it is general information and does not constitute specific investment advice.  This 
presentation is based on information from sources believed to be reliable. Hedgeye Risk Management is not responsible for 
errors, inaccuracies or omissions of information.  The opinions and conclusions contained in this report are those of Hedgeye 
Risk Management, and are intended solely for the use of Hedgeye Risk Management’s clients and subscribers.  In reaching 
these opinions and conclusions, Hedgeye Risk Management and its employees have relied upon research conducted by 
Hedgeye Risk Management’s employees, which is based upon sources considered credible and reliable within the 
industry.  Hedgeye Risk Management is not responsible for the validity or authenticity of the information upon which it has 
relied.  
 

TERMS OF USE 
This report is intended solely for the use of its recipient.  Re-distribution or republication of this report and its contents are 
prohibited.  For more details please refer to the appropriate sections of the Hedgeye Services Agreement and the Terms of Use 
at www.hedgeye.com 
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RECENT INDUSTRIAL ACTIVITY UP SMALL 
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Most of the rails shares 
have rallied 
significantly.  
Accompanies broader 
improvement in activity. 
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MOSTLY ON A BIG BOUNCE IN COAL  

Coal is in a slow 
secular decline, but it is 
lumpy.  Coal is also not 
going away (at all) in 
most utility forecasts. 
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INTERMODAL UP LOW SINGLE DIGITS 

Broad measure, 
better than bad. 
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NEW ORDERS LESS BAD ON EASING COMPS 

Several indicators, like 
capex plans, suggest 
continued positive 
readings.  
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MACRO CALLING REFLATION’S PEAK 

Growth accelerating, 
but rate ROC in 
commodities may be 
peaking. 
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SECTOR GIVING BACK ELECTION POP 
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S&P INDUSTRIALS RELATIVE TO S&P 500 VS. ISM NEW ORDERS

Faded Election: Policy 
unlikely to be 
disproportionally 
positive for sector, 
despite initial hopes. 
 
Process: Politics can’t 
change many key 
demand drivers. 
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LESS ‘OVERBOUGHT’ 

Not Exactly Down, 
Though: Supported by 
improving – better, if 
not remarkable - data. 
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SHORT COVERING A FACTOR 

…and an 
opportunity.   
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HOW COULD POLICY BE MORE FAVORABLE? 
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S&P 500 GICS INDUSTRIAL OPERATING MARGIN

~4x
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SOME SECTOR THEMES 

POLICY DISAPPOINTMENTS 
Tax reform itself may prove challenging, and the Boarder Adjustment Tax seems increasingly 
unlikely. Deficit neutral infrastructure is not an oxymoron, but it seems close. 

EMERGING POCKETS OF ‘IRRATIONAL EXUBERANCE’ 
Automation Takes Over World (we like automation long side, just lower), Machinery Cyclical 
Recovery (DE a notable example, a top short for us), but many ‘Trump Trades’ have faded a bit 
relative to a strong equity market. 

NOT MUCH LOVE IN A FEW PLACES 
KSU An Industry Laggard (Mexican trade barrier would be broadly negative for rails), Finning 
Idiosyncratic and Cheap.  We like TXT, and also would note that package/reflation themes should 
be interesting in 2017. 
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PROCESS DISCUSSION 

Policy doesn’t 
impact the 
installed base 
all that much. 
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INDUSTRY STRUCTURE & VALUATION 
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IT HAS BEEN ALMOST 5 YEARS 

Implied Orders, Not Dealer 
Sales: And machine retail 
sales are still down yoy, on 
a down 21% comp….  
Investors who plan to look 
through a major capital 
equipment cycle may not 
have the ability to do so.  
What does mid-cycle 
mean? 
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WHAT WORKS ANYWAY? FLEET DEMOGRAPHICS 
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WATCH FOR IMPACT OF HIGHER STEEL 

Higher commodity 
costs flow through 
on a lag 
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AUTOS LOOK UNREMARKABLE SHORT SIDE 
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(credit, dealers may be more interesting) 
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FOR MORE INFORMATION CONTACT: 

SALES@HEDGEYE.COM 
203.562.6500 
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