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Slower For Longer: Global GDP Idles, But US Revving Its Engine

Real GDP (annual percentage change)

2000-13 2014 2015f 2016f (] China continues to decelerate - impacting
World 3.9% 3.3% 3.0% 3.4% global growth and trade, especially
Canada 2.2% 2.4% 1.0% 1.7% commodities ...
us 1.8% 2.4% 2.5% 2.8%
UK 1.8% 3.0% 2.6% 23% A ... offset to China could be the relatively
Euro zone 1.2% 0.9% 1.4% 1.6% strong US economy (lower unemployment,
China 9.9% 7.3% 6.8% 6.4% improved consumer confidence, greater
India 7.0% 7.1% 7.3% 7.6% household formation and spending, etc.)
Japan 0.9% -0.1% 0.9% 1.2%
Brazil 3.5% 0.1% 0.9% 1.2%

Source: BNS

O Many countries witnessing modest growth, including Canada, aided by proximity to the US growth
engine, a weak Canadian dollar, low interest rates and low energy costs.

O Bottom line: While global output growth has moderated, the US has been a relative area of
strength, which should buffer Canada to a degree (largest trading partner).

O In 2016, global growth should pick up once again to 3.4-3.5%.




Slower For Longer: Global Trade Remains Weak

Slowdown Effects
Total imports and _15%
exports used to grow

at twice the rate of

global gross domestic
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M Trade volume growth
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..but a trade :014
slowdown in China China
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suggests the global UsS.
boom 3.9%
is fading. EU
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O World trade growing below the
moderate pace of economic
growth, vs. 2000-2007 when
trade was greater than GDP
growth.

O Industrial activity remains weak,
with new orders for capital goods
generally soft.

Q Sluggish growth in emerging
economies, including China, a key
factor in weak trade numbers,
especially the basic commodities.



Slowdown in China: Continues To Stall Out

CHINA CAIXIN MANUFACTURING PMI

54

O Chinese manufacturing is stagnating.

43 China Rail Freight Y/Y%

O Business indicators point towards weaker
growth in China

O Chinese real estate and equity values have
been under pressure.

CHINA NEWLY BUILT HOUSE PRICES YOY CHANGE

O Bottom line: Global growth has lost steam,
HH“HN“ N“Hﬂ : dragged down by the weakness in China.
D[IHH HH[IE. China introducing various easing initiatives to
oOpoogoe EIDH Hﬂ -
HHHHHHH spur growth.

U Becoming a consumer-driven economy vs.
being focussed on infrastructure build.
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Source: Tradingeconomics.com, RBC




Lower For Longer: Slowdown in China Impacting Commodities

CRUDE OIL

O Commodity prices have plummeted. Commodity
producing nations face downside risks, e.g.
Canada vs. US.

2010 2012 2014

COPPER

O Low energy prices ultimately a net positive for
the US economy and central Canada, but the
improvement tends to lag by a few quarters.
Negative for western Canada.

Jan 2012 Jan 2014
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US Consumer Alive And Well

L The US could post stronger output growth, driven by greater employment, strengthening income
trends, improving consumer confidence, household formation and expenditures, lower costs (e.g.

energy) and lower household debt. No signs of recession.

UNITED STATES UNEMPLOYMENT RATE

O Canada’s employment picture has also improved.

Consumer Confidence
shaded areas indicate recession

Source: Tradingeconomics.com

US Real GDP (Y/Y) vs WTI Price Momentum
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O Consumer confidence still fairly strong. Low
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FEEFLFSEFL LSS0 energy prices are a net positive for the US
== Spot WTI (% vs 3-year Average, leading 1-year, inverted scale) === US Real GDP Growth (%yly) economy and consumption.

Source: BMO Capital Markets, Haver, EIA, BEA, NBER, Bloomberg




US Household Formation Gathers Steam

UNITED STATES HOUSING STARTS

Thousand 5
2500

O Household debt remains near record lows.
Consumers have significantly deleveraged,
which points toward stronger retail sales,
aided by low interest rates and energy prices.

UNITED STATES S&P CASE-SHILLER HOME PRICE INDEX
Index Points

Source: Tradingeconomics.com

L Labor force growth drives housing starts.
Housing starts are running around 1.2 million
homes (seasonally adjusted annual rate).

O Should lead to other major purchases, e.g.
cars, appliances, etc.

Household Debt Service Payments
(% of Disposable Personal Income)

10

1/1/2002 1/1/2009

1/1/1981 1/1/1988 1/1/1995

0 House prices continue to rise.



US Industrial Complex Tepid, Despite Consumer Strength

ISM Manufacturing Index
shaded areas indicate recession

75 -

: O Slumping demand in many export markets, a
] strong US dollar, reduced capital spending,

1 and weakness in the energy markets are

] weighing on the manufacturing sector.

1 O While the ISM Manufacturing Index is still

1979 1983 1987 1991 1995 1999 2003 2007 2011 2015 above the neutral 50.0 threshold, the
September reading was one of the lowest
recorded over the past two years.

8588588883

Source: BMO Capital Markets, Haver, NBER, ISM

O Capacity utilization beginning to roll over. _ _
L Output and new business volumes continue

UNITED STATES CAPACITY UTILZATION to expand at slower rates than those seen
earlier in 2015.

Source: Tradingeconomics.com



Correlation Between Industrial Production And Truck Tonnage

Growth in Industrial Production has been moderating
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\\ O Industrial production is a key indicator for truck
N\ tonnage and the overall health of the trucking
\\ industry (about 80% correlation).
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Source: UBS, Federal Reserve

Q

Y/Y changes in truck tonnage are highly correlated with changes in Industrial Production
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Bottom line: The industrial recession o

is being caused by the decline in the .

energy and commaodity sectors, a .

strengthening US dollar and economic .

deceleration in China. Consumer are .
holding it all together in the US.

Source:
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Canada in A Tug Of War: US Consumer Should Trump China

Canada’s Top Trading Partners - 2014 0 Canada trades with the world, but its main trading
United States 71.3% partner is the US, accounting for over two thirds of
European Union 8.5% trade.
China 5.3%
Mexico 2.3% [ The US has decoupled from the malaise of the rest of
United Kingdom 2.3% the world.
Japan 1.9%
Germany 1.6% W Canadain a tug of warbetween the weak commodity
South Korea 0.9% export markets and increasing trade with the US.
Hong Kong 0.8%
Italy 0.8%
Netherlands 0.8% Canadian Merchandise Exports: Energy vs Non-Energy Growth (%yly)
Other 3.4% 4%
Source: Statistics Canada ik
20% |
10% -
ox |
U The US buffers Canada from some of the 10% |
global weakness and should trump the 2% |
China effect. bl
40% -100%

1997 1999 2001 2003 2005 2007 2009 2011 2013 2015
e Canada: Non-Energy Exports == Canada: Energy Exports

Source: BMO Capital Markets, Haver, NBER, Statistics Canada




Weak Canadian Dollar Spurs Exports

Canada: Spot Exchange Middle Rate, NY Close (US$/Canadian$)

L The Canadian dollar hit its lowest level since 2004.

L US-centric growth is the key to restoring Canada’s
non-commodity related export growth, reducing its
reliance on emerging markets, especially China.

O A weaker Canadian versus US dollar should support
trade.

O Non-energy exports are growing — perhaps a

Source: BMO Capital Markets, Haver, NBER, WSJ manufactu ring renaissance.
CANADA EXPORTS 9% 1" canadian Exports To The US, By Province
CAD Million
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Source: Tradingeconomics.com

Ontario Quebec

Note: Latest data shown is for July (our last update was for June)
Source: Industry Canada, Macquarie Research, October 2015




Key Takeaways For Freight Markets: Railroads Power Through Soft Patch

Class | Total Traffic YoY % Change O Rail traffic trends remain lacklustre. All Class |
8% railroads are witnessing modest declines in traffic
;; ] (coal, energy, and some industrial markets).
g 5% -
;«; ol O The improving job market, low fuel prices, and a
= 2% 1 strong US dollar should support increased
C ;; . consumer spend, aiding the international
o] intermodal market.

-3% -
4Q13 1Q14 2Q14 3Q14 4Q14 1Q15 2Q15 3QTD

Pricing remains positive and resilient. Slack

volumes call into question sustainability of pricing

story.

MSe Class | Rails Core Pricing
. . . 4°A) T
Rail service levels have improved to earn stronger

pricing power. 39% 1

Railroads aligning resources with volumes (e.g.
furloughing employees, storing locomotives, etc.).

2% -

1% -

MSe Class | Rails Core Pricing

Benefitting from decline in on-highway diesel (fuel

surcharge revenue billed on a two-month lag). 0% , . ‘
1Q14 2Q14 3Q14 4Q14 1Q15 2Q15 3Q15E 4Q15E 2016E
Source: Morgan Stanley, Class | Railroads



Key Takeaways For Freight Markets: Truckload Putting On The Brakes

Canadian Spot Trucking Market: Traffic Growth
U.S.Tonnage Index
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==Y /Y Change ==t==M/M Change ==p==Y/Y Change

Source: Transcore LinkLogistics, American Trucking Association, RBC Capital Markets
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O TL demand growth is not encouraging, but supply has -
started to adjust. Specialty TL has been weaker than TL. 24
Peak season was weaker than expected. - | Expenditures |

1.6

O While the truck market has been more balanced in 2015,a 14 ——
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Key Takeaways For Freight Markets: Mixed Truckload Rates

YoY Change in TLFI vs. YoY Change in TL Rates O Soft spot ma rket pricing could
[ 120t undermine TL pricing

I momentum - carry through
to contract rates in time.
Carriers are adjusting supply.

o
I

'
N
L

N
X
Year-over-year % Chg for
Public Carriers

Year-over-year Point Change in
TLFI

Y
=—=1Year-over-year Point change in TL Freight Index | -g"ﬁ; D LOWer fuel Su rcharge
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Lower fuel costs/surcharges
making TL more competitive

DAT Trendlines: Contract Rates versus intermodal.
January '09 - June "15

Source: Morgan Stanley
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oo L= L] QO Shippers still remain concerned about the medium to
S A IR R AR S long term availability of capacity, which could lead to
L R il bl el Rt higher rates.
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o IR . AT e O Longer term, increasing regulations and potentially a
$180 1=~ — VAR & ekl —— modest pick up in traffic, likely consumer-driven, could
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Key Takeaways For Freight Markets: LTL Faces Continued Headwinds

Average LTL Tonnage/Day YoY % Increase

10% -
8% -
6% -
4% A
2% A
0% -

-2% -

-4% -

Avg. LTL Tonnage/Day YoY % Inc.
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O LTL industry pricing has
a strong correlation
with tonnage growth,
with a two to three
quarter lag. We expect
pricing will continue to
soften.

LTL Industry Tonnage vs. Yield (ex. FS) Trends

15%

10% -

==L TL Industry Tonnage

=—LTL Industry RevV/ICWT (Ex. FS)

L. B0 R . )

Source: Morgan Stanley

YoY % Chg. in Yields vs. Tonnage -

RA2

70% 4
60% -
50% +
40% 1
30% A
20% +
10% -

0% -

0 Have witnessed soft LTL tonnage trends
throughout much of 2015, with October
expected to be a tough comparable.

O LTL has faced difficult pricing comparisons,
compounded by lower fuel surcharge
collection, similar to TL.

Yield vs. Tonnage R*2



Canadian Rates And A Word On Fuel

Canadian General Freight Index Base Rate Index
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Source: Nulogx

O According to Nulogx, rates have begun to roll over to a degree, but are hanging onto previous gains.
Rates are being driven by cross-border strength. TL rates have fared relatively better than LTL rates,
which have weakened.

O Fuel surcharges have rolled over, in line with diesel prices.

Fuel Surcharge Average Diesel Price
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Source: Nulogx
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Railcar Deliveries Rolling Over

Railcar Deliveries (1958 - 2019P)

100000 - Projections based on Third Party estimates(® O Manufacturers should see revenues increase for the

gl next 1.0-1.5 years as they work through a record

70,000 backlog of orders related to crude transportation.

oo

.y O Regulations requiring safer tank cars require a

20000 - significant retrofit of the fleet. The replacements are

oo (I ] | [T ELRLERDE | LI likely reflected in the backlog; new orders on the
FELFFLELFEEL TIPS wane with the fall in crude oil prices.

Different car types have different cycles

100,000
Center Flow"Covered Hopper Cars Pressureaide® PD Cars Thru-Sill Covered Hopper Cars
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80,000
Long-term average:

70,000 ~50,000 units

60,000

Tank Cars

50,000

40,000

30,000

Intermodal Well Cars Center Beam Cars 20,000

10,000

0

2011A 2012A 2013A 2014A 2015F 2016F 2017F 2018F 2019F

B Covered hopper MBoxcar MTanks MIntermodal MFlat cars (quto) ®Coal Other hoppers / gondolas




... Pace Of Railcar Manufacturing Decline Could Quicken

L Since 1988, the trough in
deliveries has tended to
lag the trough in the
backlog by one to two

quarters.

O Certain aspects of this cycle may support a higher trough/elongated cycle, e.g. non-crude by rail
demand,

New Railcar Industry Deliveries & Backlog
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Source: Raymond James research, Railway Supply Institute.

like chemical end-user demand, auto racks, boxcars and covered hoppers.

New Railcar Industry Backlog
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The numbers on the right of the above chart represent the % decline peak-to-trough from each of the last four cycles applied to a presumptive peak of 4Q14: 63,601 is representative
of the 55.5% decline from 1Q89-3Q91; 51,890 is 63.7% decline from 1Q95-4Q96; 16,959 is 88.1% decline from 3Q06-4Q09; and 13,174 is 90.8% decline from 3Q98-1Q02.

Source: Raymond James research, Railway Supply Institute.



Trailer Demand Relatively Strong And Resilient

400,000 U.S. Trailer Forecasts (ACT, FTR) Q Trailer demand remains above replacement
levels.
300,000 . .
O The average age of equipment remains near
200,000 - its record h.lgh, mplymg contlnued.demgnd
for new trailers, aided by low cost financing.
100,000 1 QO Three or more years of significant underbuy
o during the period of 2008-2010.
2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 D Trailer population expected to return to 2007
mACT (Shipments) ®FTR (Production) | | d d 2017
evels around mid- :
110% Cl. 8 Truck Utilization (FTR) Total Trailers: Population & Average Age (ACT)
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Source: ACT Research
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Bottom Line

Global output growth has moderated, with the US a relative area of strength, which should buffer Canada to
a degree given it is the country’s largest trading partner.

Global trade has slackened given China’s shift towards becoming a consumer-driven economy and much less
desire for commodities (less infrastructure build). The US revival and a weak Canadian dollar may offset
weakness in the commodity markets.

The US could post even stronger output growth, driven by greater employment, strengthening income
trends, improving consumer confidence, household formation and expenditures, lower costs (e.g. energy)
and lower household debt. No signs of recession.

The industrial sector has been weakened by a decline in the energy and commodity markets, the
strengthening US dollar and the ongoing economic deceleration in China. The consumer is holding it all
together in the US.

The US buffers Canada from some of the global weakness and should trump the China effect. The weak
Canadian dollar is leading to increased non-energy exports and cross-border traffic, and a hoped-for
manufacturing renaissance.

Freight traffic has been relatively tepid, with the railroads holding the line on pricing, with improved service
and right-sizing of capacity.

Truckload has fared relatively better than LTL, although the peak season was softer than expected. While TL
somewhat balanced, with recent weakness, LTL has been soft for most of 2015. Yields appear to be hanging
in, despite soft volume metrics.

Demand for railcars and trailers appears to be rolling over.

Bottom line: The US remains the key catalyst to growth in the absence of weak global demand and trade.
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The Murray Wealth Group (MWG) is a private client wealth management firm offering
discretionary investment management services to individuals and families. MWG is a long-only,
growth-oriented equity manager offering five strategies, including four equity and one fixed
income strategy, which are constructed to deliver strong absolute returns.

Our flagship strategy is the MWG Global Growth Equity Fund, which focuses primarily on large
cap equities with a developed markets footprint. The majority of the stocks in this portfolio are
best-in-class global companies. We also offer the following strategies: US Growth Equity,
Canadian Growth Equity, Dividend Growth and Fixed Income. Our solutions are available to
investors on either a segregated basis or through investment in units of the respective pooled
funds (US Growth Equity not available on a pooled basis at this time).

The Murray Wealth Group offers unique, personalized solutions, driven by our depth of
knowledge and long-term experience. We believe in partnering with our clients to understand
and appreciate their long-term goals and commit to achieving their success.

Visit us at www.tmwg.ca or call me at 416-360-7888.

David Newman, CPA, CMA, CFA
Head of Research, Portfolio Manager
dnewman@tmwg.ca




