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Key Takeaway:

The seasonally adjusted Fastener Distributor Index (FDI) for April was 40.0, deteriorating further as the
full brunt of COVID-19 customer shutdowns was felt.  Sales trends on a seasonally adjusted basis were
again much weaker. The six-month outlook encouragingly showed some signs of stabilization, however,
as last month’s extreme negative sentiment improved a bit this month.  Net, conditions remain very
weak but expectations for a gradual reopening of the economy have some participants leaning slightly
more optimistic than previously. 

Fastener Distribution Trends: April 2020

 ------------------------- Index Values ---------------------- Rate of
Apr Mar Feb Jan Dec Nov Oct Sep Aug Direction Change

PMI (Manufacturing Sector) 41.5 49.1 50.1 50.9 47.8 48.1 48.3 47.8 49.1 Declining Faster

FDI (Fastener Sector) 41.8 45.6 51.3 55.4 43.4 45.5 52.2 52.4 55.5 Declining Faster
FDI (Seasonally Adjusted) 40.0 44.4 53.0 51.4 44.4 46.7 52.1 56.0 55.9 Declining Faster

Sales (SA) 14.0 34.6 54.9 50.0 34.9 35.5 48.2 56.4 52.1 Declining Faster
Forward- Looking (SA) 36.2 33.3 48.9 50.9 46.2 46.5 44.2 44.0 48.0 Declining Slower

(Other Metrics; NSA)
Employment 26.8 27.0 48.2 56.7 45.3 48.5 48.7 51.6 55.9 Declining Faster
Supplier Deliveries 76.8 68.9 66.1 58.3 53.1 51.5 55.1 58.1 58.8 Growing Faster
Respondent Inventories 68.3 64.9 64.3 63.3 65.6 65.2 69.2 69.4 64.7 Growing Faster
Customer Inventories 47.6 48.6 41.1 41.7 43.8 51.5 52.6 53.2 52.9 Declining Faster
Pricing, month-to-month 59.8 50.0 50.0 58.3 60.9 57.6 59.0 61.3 61.8 Growing Faster
Pricing, year-to-year 67.1 60.8 58.9 70.0 79.7 78.8 84.6 79.0 80.9 Growing Faster

Higher Same Lower
6-Month Outlook -April 34% 12% 54%

FDI and Pricing are diffusion indexes.  At 50, the performance of the category listed met expectations. A reading
above 50 suggests the category outperformed expectations,while a reading below 50 suggests the category

underperformed expectations.

FASTENER DISTRIBUTION AT A GLANCE
April 2020

Source: Baird, FCH Sourcing Network, Institute for Supply Management

About the Fastener Distributor Index (FDI). The FDI is a monthly survey of North American fastener
distributors,  conducted  with  the  FCH Sourcing  Network  and  Baird with  support  from the  National
Fastener  Distributors  Association.  It  offers  insights  into  current  fastener  industry  trends/outlooks.
Similarly, the Forward-Looking Indicator (FLI) is based on a weighted average of four forward-looking
inputs  from  the  FDI  survey.  This  indicator  is  designed  to  provide  directional  perspective  on  future
expectations for fastener market conditions.  As diffusion indexes,  values above 50.0 signal  strength,
while readings below 50.0 signal weakness. Over time, results should be directly relevant to  Fastenal
(FAST)  and broadly relevant to other industrial distributors such as  W.W. Grainger (GWW)  and MSC
Industrial (MSM). 



Key Points:

FDI retreats further in April. The seasonally adjusted April FDI (40.0) unsurprisingly experienced further m/m
deterioration (March 44.4) as the full impact of COVID-19 was felt in April compared to only a partial, two-
week impact in March. The seasonally adjusted sales index was very weak, coming in at just 14.0 as a full 83%
of  respondents  saw  sales  below  seasonal  expectations.  Pricing  was  a  slight  m/m  and  y/y  tailwind  with
inflation seen across some respondents, although the majority continue to see more stable pricing.

FLI showing signs of stabilization. The seasonally adjusted FLI improved to 36.2, recovering from an all-time
record low of 33.3 last month. While broad uncertainty remains amid the COVID-19 pandemic, respondents
are becoming more optimistic that activity may bottom as stay-at-home orders are gradually lifted. This was
reflected in an improved six-month outlook, with an additional ~20% of respondents compared to March
expecting higher activity levels over the next six months. Additionally, supply chain constraints continued to
manifest as further respondents noted slower supplier deliveries. 

Hiring sentiment also stabilizes, albeit at a low level. The FDI employment index registered a 26.8 reading,
which  was  similar  to  last  month’s  27.0.  No  respondent  noted  higher  employment  levels  than  seasonal
expectations for the second consecutive month and 46% characterized employment as below expectations,
the highest percentage recorded in survey history (since 2012). The broader economy has seen an even more
marked and rapid decline in the employment situation with 30 million and counting US workers filing initial
claims  for  unemployment  benefits  over  the  past  six  weeks.  Economists  believe  this  implies  a  real-time
unemployment  rate  in  the high teens  vs.  pre-COVID levels  of  ~3.5%,  with  wide swaths  of  the economy
currently shut down. 

Respondent commentary downbeat, but some see a light at the end of the tunnel . Commentary on April
sales/activity was bleak. One respondent commented, “We lost 80% of our sales. It will not get better if we
continue the [shelter in place] since most of our customers are closed. Those that are open have limited work
they are allowed to do at this time.” Looking ahead, some respondents anticipate at least a partial recovery in
momentum as state-wide shutdowns are lifted. One respondent summarized this by saying, “We are hoping
for higher activity once the stay at home orders are lifted,” while another said “April sales were down 14%. I
expect May might be up slightly up because businesses seem to be opening up slowly.”

Others  expect  sluggish  demand to  be  longer  lasting,  continuing  over  the  next  several  quarters.  As  one
respondent said, “Even with some states opening up, the climb back to normal levels I expect to be slow.
Some manufacturing was already trying to recover from 2 slow quarters prior to the pandemic.” Perhaps
reflecting cautious optimism surrounding a reopening of the economy, a lower proportion of respondents this
month indicated they expect lower activity over the next six months compared to today (54% vs. 73% in
March), and 34% now expect higher activity six months from now vs. just 16% only last month. 

Fastenal reported a very impressive +6.7% overall April daily sales growth vs. our -18.0% estimate, boosted by
120% y/y daily sales growth in safety products. Excluding safety products, underlying sales were -16.4% y/y.
This also reflected a significant acceleration vs. the mid-month -10.5% FAST was tracking at as FAST received
significant surge orders for PPE in the latter half  of the month to government and healthcare customers.
Fastener sales, however, fared significantly worse than the overall, with sales decreasing -22.5% y/y (March -
10.1%). Looking forward, May safety product sales will likely continue to benefit from surge orders, albeit not
to the same degree as April, while we expect fastener products and other non-fastener products to remain
weak (we estimate -13.6% y/y). As such, we model overall -6.2% y/y daily sales declines in May.



Fastener Distributor Index (FDI); Seasonally Adjusted
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1-Month Lagged FDI vs. FLI (Both Seasonally Adjusted)
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Risk Synopsis

Fastenal: Risks include economic sensitivity, pricing power, relatively high valuation, secular gross margin
pressures, success of vending and on-site initiatives, and ability to sustain historical growth.

Industrial  Distribution:  Risks include economic  sensitivity,  pricing power,  online  pressure/competitive
threats, global sourcing, and exposure to durable goods manufacturing. 



Appendix – Important Disclosures and Analyst Certification

Covered Companies Mentioned
All stock prices below are as of 5/6/2020.

Fastenal Company (FAST-$37.81-Outperform)
W.W. Grainger Inc. (GWW-$282.76-Outperform)
MSC Industrial Direct Co. Inc (MSM-$58.96-Outperform)
(See recent research reports for more information)



Robert W. Baird & Co. Incorporated makes a market in the securities of FAST, GWW, and MSM.

Robert W. Baird & Co. Incorporated and/or its affiliates have been compensated by MSC Industrial  Direct Co.,  Inc. for non-investment banking-
securities related services in the past 12 months.
Robert W. Baird & Co. Incorporated (“Baird”) and/or its affiliates expect to receive or intend to seek investment-banking related compensation from the
company or companies mentioned in this report within the next three months.  Baird may not be licensed to execute transactions in all foreign listed
securities directly. Transactions in foreign listed securities may be prohibited for residents of the United States. Please contact a Baird representative
for more information.

Investment Ratings: Outperform (O) - Expected to outperform on a total return, risk-adjusted basis the broader U.S. equity market over the next 12
months.  Neutral (N)  - Expected to perform in line with the broader U.S. equity market over the next 12 months.  Underperform (U)  - Expected to
underperform on a total return, risk-adjusted basis the broader U.S. equity market over the next 12 months.

Risk Ratings: L - Lower Risk – Higher-quality companies for investors seeking capital appreciation or income with an emphasis on safety.  Company
characteristics may include: stable earnings, conservative balance sheets, and an established history of revenue and earnings. A - Average Risk –
Growth situations for investors seeking capital appreciation with an emphasis on safety. Company characteristics may include: moderate volatility,
modest balance-sheet leverage, and stable patterns of revenue and earnings.  H - Higher Risk – Higher-growth situations appropriate for investors
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environments, and higher levels of earnings and price volatility. S - Speculative Risk – High growth situations appropriate only for investors willing to
accept a high degree of  volatility  and risk. Company characteristics may include: unpredictable earnings, small  capitalization, aggressive growth
strategies, rapidly changing market dynamics, high leverage, extreme price volatility and unknown competitive challenges.

Valuation, Ratings and Risks. The recommendation and price target contained within this report are based on a time horizon of 12 months but there
is no guarantee the objective will be achieved within the specified time horizon. Price targets are determined by a subjective review of fundamental
and/or quantitative factors of the issuer, its industry, and the security type. A variety of methods may be used to determine the value of a security
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Co., Equity Research, 777 E. Wisconsin Avenue, Milwaukee, WI 53202.

Analyst Certification
The senior research analyst(s) certifies that the views expressed in this research report and/or financial model accurately reflect such senior analyst's
personal views about the subject securities or issuers and that no part of his or her compensation was, is, or will be directly or indirectly related to the
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Disclaimers
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This is not a complete analysis of every material fact regarding any company, industry or security. The opinions expressed here reflect our judgment at
this date and are subject to change. The information has been obtained from sources we consider to be reliable, but we cannot guarantee the
accuracy.
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