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  Real	
  GDP	
  (annual	
  percentage	
  change)	
  

	
  	
   2000-­‐13	
   2014	
   2015f	
   2016f	
  

	
  World	
   3.9%	
   3.3%	
   3.0%	
   3.4%	
  

	
  Canada	
  	
   2.2%	
   2.4%	
   1.0%	
   1.7%	
  

	
  US	
   1.8%	
   2.4%	
   2.5%	
   2.8%	
  

	
  UK	
   1.8%	
   3.0%	
   2.6%	
   2.3%	
  

	
  Euro	
  zone	
   1.2%	
   0.9%	
   1.4%	
   1.6%	
  

	
  China	
   9.9%	
   7.3%	
   6.8%	
   6.4%	
  

	
  India	
   7.0%	
   7.1%	
   7.3%	
   7.6%	
  

	
  Japan	
   0.9%	
   -­‐0.1%	
   0.9%	
   1.2%	
  

	
  Brazil	
   3.5%	
   0.1%	
   0.9%	
   1.2%	
  

	
  Source:	
  BNS	
   	
  	
   	
  	
   	
  	
  

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

q  China  conFnues  to  decelerate  -­‐  impacFng  
global  growth  and  trade,  especially  
commodiFes  …  


q  …  offset  to  China  could  be  the  rela%vely  
strong  US  economy  (lower  unemployment,  
improved  consumer  confidence,  greater  
household  formaFon  and  spending,  etc.)  
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q  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.  


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


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




Slower	
  For	
  Longer:	
  Global	
  Trade	
  Remains	
  Weak	
  

q  World  trade  growing  below  the  
moderate  pace  of  economic  
growth,  vs.  2000-­‐2007  when  
trade  was  greater  than  GDP  
growth.  


q  Industrial  acFvity  remains  weak,  
with  new  orders  for  capital  goods  
generally  so\.  


q  Sluggish  growth  in  emerging  
economies,  including  China,  a  key  
factor  in  weak  trade  numbers,  
especially  the  basic  commodiFes.    
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Source:	
  WTO	
  



Slowdown	
  in	
  China:	
  Con;nues	
  To	
  Stall	
  Out	
  

q  Chinese  manufacturing  is  stagnaFng.  


q  Business  indicators  point  towards  weaker  
growth  in  China


q  Chinese  real  estate  and  equity  values  have  
been  under  pressure.  


q  BoTom  line:  Global  growth  has  lost  steam,  
dragged  down  by  the  weakness  in  China.  
China  introducing  various  easing  iniFaFves  to  
spur  growth.  


q  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	
  Impac;ng	
  Commodi;es	
  

q  Commodity  prices  have  plummeted.  Commodity  
producing  naFons  face  downside  risks,  e.g.  
Canada  vs.  US.  
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q  Low  energy  prices  ulFmately  a  net  posiFve  for  
the  US  economy  and  central  Canada,  but  the  
improvement  tends  to  lag  by  a  few  quarters.  
NegaFve  for  western  Canada.  


Source:	
  Tradingeconomics.com	
  



US	
  Consumer	
  Alive	
  And	
  Well	
  
q  The  US  could  post  stronger  output  growth,  driven  by  greater  employment,  strengthening  income  

trends,  improving  consumer  confidence,  household  formaFon  and  expenditures,  lower  costs  (e.g.  
energy)  and  lower  household  debt.  No  signs  of  recession.  


q  Canada’s  employment  picture  has  also  improved.  
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q  Consumer  confidence  sFll  fairly  strong.    Low  
energy  prices  are  a  net  posiFve  for  the  US  
economy  and  consumpFon.  


Source:	
  Tradingeconomics.com	
  

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

Source:	
  BMO	
  Capital	
  Markets,	
  Haver,	
  NBER,	
  Conference	
  Board	
  



US	
  Household	
  Forma;on	
  Gathers	
  Steam	
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q  Labor  force  growth  drives  housing  starts.  
Housing  starts  are  running  around  1.2  million  
homes  (seasonally  adjusted  annual  rate).  


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


Household	
  Debt	
  Service	
  Payments	
  
(%	
  of	
  Disposable	
  Personal	
  Income)	
  q  Household  debt  remains  near  record  lows.  

Consumers  have  significantly  deleveraged,  
which  points  toward  stronger  retail  sales,  
aided  by  low  interest  rates  and  energy  prices.  


q  House  prices  conFnue  to  rise.  


Source:	
  Tradingeconomics.com	
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q  Slumping  demand  in  many  export  markets,  a  
strong  US  dollar,  reduced  capital  spending,  
and  weakness  in  the  energy  markets  are  
weighing  on  the  manufacturing  sector.  


q  While  the  ISM  Manufacturing  Index  is  sFll  
above  the  neutral  50.0  threshold,  the  
September  reading  was  one  of  the  lowest  
recorded  over  the  past  two  years.


q  Output  and  new  business  volumes  conFnue  
to  expand  at  slower  rates  than  those  seen  
earlier  in  2015.


US	
  Industrial	
  Complex	
  Tepid,	
  Despite	
  Consumer	
  Strength	
  

Source:	
  BMO	
  Capital	
  Markets,	
  Haver,	
  NBER,	
  ISM	
  

q  Capacity  uFlizaFon  beginning  to  roll  over.    


Source:	
  Tradingeconomics.com	
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Correla;on	
  Between	
  Industrial	
  Produc;on	
  And	
  Truck	
  Tonnage	
  
Growth	
  in	
  Industrial	
  ProducFon	
  has	
  been	
  moderaFng	
  

Y/Y	
  changes	
  in	
  truck	
  tonnage	
  are	
  highly	
  correlated	
  with	
  changes	
  in	
  Industrial	
  ProducFon	
  

q  Industrial  producFon  is  a  key  indicator  for  truck  
tonnage  and  the  overall  health  of  the  trucking  
industry  (about  80%  correlaFon).


q  BoTom  line:  The  industrial  recession  
is  being  caused  by  the  decline  in  the  
energy  and  commodity  sectors,  a  
strengthening  US  dollar  and  economic  
deceleraFon  in  China.  Consumer  are  
holding  it  all  together  in  the  US.    
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Canada	
  in	
  A	
  Tug	
  Of	
  War:	
  US	
  Consumer	
  Should	
  Trump	
  China	
  
q  Canada  trades  with  the  world,  but  its  main  trading  

partner  is  the  US,  accounFng  for  over  two  thirds  of  
trade.  


q  The  US  has  decoupled  from  the  malaise  of  the  rest  of  
the  world.  


q  Canada  in  a  tug  of  war  between  the  weak  commodity  
export  markets  and  increasing  trade  with  the  US.  


Canada's	
  Top	
  Trading	
  Partners	
  -­‐	
  2014
United	
  States	
   71.3%
European	
  Union 8.5%
China	
   5.3%
Mexico	
   2.3%
United	
  Kingdom	
   2.3%
Japan 1.9%
Germany	
   1.6%
South	
  Korea	
   0.9%
Hong	
  Kong	
   0.8%
Italy	
   0.8%
Netherlands 0.8%
Other 3.4%
Source:	
  Statistics	
  Canada

q  The  US  buffers  Canada  from  some  of  the  
global  weakness  and  should  trump  the  
China  effect.  


Source:	
  BMO	
  Capital	
  Markets,	
  Haver,	
  NBER,	
  StaNsNcs	
  Canada	
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Weak	
  Canadian	
  Dollar	
  Spurs	
  Exports	
  
q  The  Canadian  dollar  hit  its  lowest  level  since  2004.

q  US-­‐centric  growth  is  the  key  to  restoring  Canada’s  

non-­‐commodity  related  export  growth,  reducing  its  
reliance  on  emerging  markets,  especially  China.  


q  A  weaker  Canadian  versus  US  dollar  should  support  
trade.  


q  Non-­‐energy  exports  are  growing  –  perhaps  a  
manufacturing  renaissance.    
Source:	
  BMO	
  Capital	
  Markets,	
  Haver,	
  NBER,	
  WSJ	
  

Canadian	
  Exports	
  To	
  The	
  US,	
  By	
  Province	
  

Source:	
  Tradingeconomics.com	
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Key	
  Takeaways	
  For	
  Freight	
  Markets:	
  Railroads	
  Power	
  Through	
  SoS	
  Patch	
  

q  Rail  traffic  trends  remain  lacklustre.  All  Class  I  
railroads  are  witnessing  modest  declines  in  traffic  
(coal,  energy,  and  some  industrial  markets).


q  The  improving  job  market,  low  fuel  prices,  and  a  
strong  US  dollar  should  support  increased  
consumer  spend,  aiding  the  internaFonal  
intermodal  market.  


q  Pricing  remains  posiFve  and  resilient.  Slack  
volumes  call  into  quesFon  sustainability  of  pricing  
story.  


q  Rail  service  levels  have  improved  to  earn  stronger  
pricing  power.


q  Railroads  aligning  resources  with  volumes  (e.g.  
furloughing  employees,  storing  locomoFves,  etc.).


q  Benefigng  from  decline  in  on-­‐highway  diesel  (fuel  
surcharge  revenue  billed  on  a  two-­‐month  lag).      


Source:	
  Morgan	
  Stanley,	
  Class	
  I	
  Railroads	
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Key	
  Takeaways	
  For	
  Freight	
  Markets:	
  Truckload	
  PuTng	
  On	
  The	
  Brakes	
  

 
 

 q  TL  demand  growth  is  not  encouraging,  but  supply  has  
started  to  adjust.  Specialty  TL  has  been  weaker  than  TL.  
Peak  season  was  weaker  than  expected.  


q  While  the  truck  market  has  been  more  balanced  in  2015,  a  
wave  of  regulatory  measures  could  weigh  on  trucking  
capacity  and  put  upward  pressure  on  uFlizaFon  in  Fme.  
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Key	
  Takeaways	
  For	
  Freight	
  Markets:	
  Mixed	
  Truckload	
  Rates	
  

q  Shippers  sFll  remain  concerned  about  the  medium  to  
long  term  availability  of  capacity,  which  could  lead  to  
higher  rates.  


q  Longer  term,  increasing  regulaFons  and  potenFally  a  
modest  pick  up  in  traffic,  likely  consumer-­‐driven,  could  
Fghten  the  truck  market,  with  higher  rates  serving  to  
offset  inflaFonary  pressures,  e.g.  wage  inflaFon.    


Source:	
  Morgan	
  Stanley	
  

q  So\  spot  market  pricing  could  
undermine  TL  pricing  
momentum  -­‐  carry  through  
to  contract  rates  in  Fme.    
Carriers  are  adjusFng  supply.  


q  Lower  fuel  surcharge  
collecFon  could  impact  top  
line  to  a  degree.  


q  Lower  fuel  costs/surcharges  
making  TL  more  compeFFve  
versus  intermodal.  
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Key	
  Takeaways	
  For	
  Freight	
  Markets:	
  LTL	
  Faces	
  Con;nued	
  Headwinds	
  

q  Have  witnessed  so\  LTL  tonnage  trends  
throughout  much  of  2015,  with  October  
expected  to  be  a  tough  comparable.    


q  LTL  has  faced  difficult  pricing  comparisons,  
compounded  by  lower  fuel  surcharge  
collecFon,  similar  to  TL.    


Source:	
  Morgan	
  Stanley	
  

q  LTL  industry  pricing  has  
a  strong  correlaFon  
with  tonnage  growth,  
with  a  two  to  three  
quarter  lag.  We  expect  
pricing  will  conFnue  to  
so\en.  
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Canadian	
  Rates	
  And	
  A	
  Word	
  On	
  Fuel	
  

q  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  relaFvely  beTer  than  LTL  rates,  
which  have  weakened.  


q  Fuel  surcharges  have  rolled  over,  in  line  with  diesel  prices.  
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Railcar	
  Deliveries	
  Rolling	
  Over	
  

q  Manufacturers  should  see  revenues  increase  for  the  
next  1.0-­‐1.5  years  as  they  work  through  a  record  
backlog  of  orders  related  to  crude  transportaFon.  


q  RegulaFons  requiring  safer  tank  cars  require  a  
significant  retrofit  of  the  fleet.  The  replacements  are  
likely  reflected  in  the  backlog;  new  orders  on  the  
wane  with  the  fall  in  crude  oil  prices.  
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…	
  Pace	
  Of	
  Railcar	
  Manufacturing	
  Decline	
  Could	
  Quicken	
  	
  
q  Since  1988,  the  trough  in  

deliveries  has  tended  to  
lag  the  trough  in  the  
backlog  by  one  to  two  
quarters.


q  Certain  aspects  of  this  cycle  may  support  a  higher  trough/elongated  cycle,  e.g.  non-­‐crude  by  rail  
demand,  like  chemical  end-­‐user  demand,  auto  racks,  boxcars  and  covered  hoppers.




20	
  

Trailer	
  Demand	
  Rela;vely	
  Strong	
  And	
  Resilient	
  
q  Trailer  demand  remains  above  replacement  

levels.  


q  The  average  age  of  equipment  remains  near  
its  record  high,  implying  conFnued  demand  
for  new  trailers,  aided  by  low  cost  financing.    


q  Three  or  more  years  of  significant  underbuy  
during  the  period  of  2008-­‐2010.


q  Trailer  populaFon  expected  to  return  to  2007  
levels  around  mid-­‐2017.  


Source:	
  ACT	
  Research	
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BoWom	
  Line	
  
q  Global  output  growth  has  moderated,  with  the  US  a  relaFve  area  of  strength,  which  should  buffer  Canada  to  

a  degree  given  it  is  the  country’s  largest  trading  partner.  


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


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


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


q  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.  


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


q  Truckload  has  fared  relaFvely  beTer  than  LTL,  although  the  peak  season  was  so\er  than  expected.  While  TL  
somewhat  balanced,  with  recent  weakness,  LTL  has  been  so\  for  most  of  2015.  Yields  appear  to  be  hanging  
in,  despite  so\  volume  metrics.  


q  Demand  for  railcars  and  trailers  appears  to  be  rolling  over.  

q  BoTom  line:  The  US  remains  the  key  catalyst  to  growth  in  the  absence  of  weak  global  demand  and  trade.  
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  the	
  stocks	
  in	
  this	
  porgolio	
  are	
  
best-­‐in-­‐class	
  global	
  companies.	
  We	
  also	
  offer	
  the	
  following	
  strategies:	
  US	
  Growth	
  Equity,	
  
Canadian	
  Growth	
  Equity,	
  Dividend	
  Growth	
  and	
  Fixed	
  Income.	
  Our	
  soluNons	
  are	
  available	
  to	
  
investors	
  on	
  either	
  a	
  segregated	
  basis	
  or	
  through	
  investment	
  in	
  units	
  of	
  the	
  respecNve	
  pooled	
  
funds	
  (US	
  Growth	
  Equity	
  not	
  available	
  on	
  a	
  pooled	
  basis	
  at	
  this	
  Nme).	
  	
  
	
  
The	
  Murray	
  Wealth	
  Group	
  offers	
  unique,	
  personalized	
  soluNons,	
  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,	
  Porgolio	
  Manager	
  
dnewman@tmwg.ca	
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