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Economic Outlook

The growth of the U.S. economy slowed in the first quarter as GDP increased by 1.6%, short of
expectations of 2.4% growth. This slowdown is a result of higher interest rates, which are one
of the only available levers that the Federal Reserve has in its arsenal to tame inflation.

During the most recent Federal Open Market Committee (FOMC) meeting, Fed Chairman
Jerome Powell announced that the target range for the federal funds rate would remain
stable once again, for the fifth consecutive time. The range remains 5.25% to 5.5%.

The Federal Reserve has continued to insist that its focus has been to curb inflation while
maintaining maximum employment. At a recent appearance in Amsterdam, Powell stated
that inflation has been higher than expected and that interest rates will likely stay higher for
longer than many anticipated. Powell highlighted continued strength in the labor market,
though the unemployment rate did creep slightly higher in April. The Fed chairman
downplayed the possibility that the next move by the FOMC would be an interest rate hike.

April's jobs report was underwhelming, coming up short of analysts' job growth expectations.
Nonfarm payrolls increased by 175,000 in April, 65,000 short of consensus estimates of
240,000 added jobs during the month. The unemployment rate increased to 3.9%, matching
where it was in February and 10 basis points higher than it was in March. The labor force
participation rate remained stable at 62.7%, just 10 bps higher than it was this time last year.

The health care sector continues to be an area of job growth. The health care and social
assistance sector added 87,000 jobs during April, the largest gain of any of the sectors tracked
by the Bureau of Labor Statistics. Retail trade and transportation also experienced fairly
sizable increases. Retail trade added 20,100, with much of the growth stemming from general
merchandise retailers (9,500 added jobs in April) and building material and garden
equipment dealers (6,500 added jobs). The transportation sector added 21,800 jobs, with the
warehousing and couriers sectors adding 7,600 jobs each during the month.
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Initial jobless claims dropped slightly from the previous week and are slightly lower than they
were this time last year. For the week ending May 11, the most recent week for which data is
available, initial jobless claims were 10,000 lower week over week at 222,000. This reading was
above expectations of 219,000. The four-week moving average has been inching higher, now
at the highest level since the week ending Nov. 18, 2023.

Continuing claims have maintained their upward trend. For the week ending May 4, the most
recent week for which data is available, continuing claims totaled 1,794,000, an increase of
13,000 week over week and 4.9% higher year over year.

Manufacturing

Industrial Production, (United States of America) * 00200z
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The manufacturing sector of the economy continues to face challenges. The Institute for
Supply Management’'s Manufacturing Purchasing Managers' Index entered back into
contraction after a one-month stint in expansionary territory. The overall Manufacturing PMI
fell by 1.1 points month over month to 49.2. The overall economy expanded for the 48th
straight month, but the important note is that overall economic expansion is signaled by a
Manufacturing PMI above 42.5.

Within the PMI, the New Orders component fell back into contraction after entering

expansionary territory in March. The New Orders component fell by 2.3 points month over
month to 49.1.
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The only other component that moved from expansion to contraction was New Export
Orders, which fell by 2.9 points m/m to 48.7.

The Customers’ Inventories component remains below 50, indicating that respondents
believe that inventory levels are still “too low.” Customers’ Inventories did move closer to 50
during April, rising 3.8 points month over month to 47.8%. Of the respondents, 20.1% reported
that inventory levels were too low, down from 20.9% in March. More respondents are saying
inventories are building as 15.6% stated inventory levels were “too high,” up from 8.9% in
March.

While the PMI reentered contraction territory, industrial production was unchanged in April.
Industrial production as a whole is 0.4% lower than it was in April of last year, highlighting
that the industrial sector of the economy has been fairly stable and not an area of growth
that many believed.

Consumer goods production experienced some growth in April, rising 0.1% month over
month, but is still 1.5% lower than it was this time last year.

The only real positive in April in terms of industrial production stemmmed from the Utilities
sector. Utilities production increased by 2.8% month over month and was 2.3% higher year
over year.

Consumer Conditions and Retail

As Powell stated, inflation has been sticky, hanging around longer than many believed it
would, especially after a rapid increase in interest rates. Inflation as a whole remains above
the Federal Reserve's target of 2%.

313.20
Retail Sales ($M), (United States of America) * i25.00(00z

CPLALL 313.20
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The Consumer Price Index, one of the most widely used metrics for measuring inflation,
increased 0.3% month over month in April, slightly lower than the 0.4% many were expecting.
The 12-month running total for the CPI came in at 3.4%, a slight decline from the 3.5% reading
in March, but it is 40 basis points higher than the lowest level in the past year (June 2023).

Core inflation, which is the CPI excluding the more volatile food and energy prices, increased
by 0.3% m/m as well. The 12-month running total for the Core CPl came in at 3.6%, which is
lower than it has been at any point in the past year.

Inflation in food prices has largely stalled out. Food prices were flat m/m in April following a
0.1% m/m increase in March. Overall food prices are 2.2% higher than they were 12 months
ago. Food-at-home prices actually declined by 0.2% m/m in April and are only 11% higher than
they were in April 2023. At the same time, food-away-from-home prices increased by 0.3%
m/m and are 4.1% higher than they were last year.

The impacts of higher food prices away from home showed up in April’s retail sales figures.
Grocery store spending was 0.6% higher m/m and up 1.9% y/y, while spending at bars and
restaurants was up just 0.2% m/m, though it was up 5.5% y/y. It is important to note that retail
sales figures aren’t adjusted for inflation, so while bar and restaurant spending looks positive
v/y, it is challenged due to the higher prices.

The sentiment that higher prices at bars and restaurants were causing people to eat more at
home was echoed by the country’s largest retailer, Walmart. On Walmart's first-quarter
earnings call, John Furner, president and CEO of Walmart U.S,, said, “We see an even larger
spread between eating at home and eating out.”

Volatility in energy prices reigns supreme after energy prices continue to climb higher
following declines throughout the final months of 2023. Overall energy prices increased by
11% m/m, matching March's increase and 2.6% higher y/y. Gasoline prices were one of the
main components driving higher overall energy prices. Gasoline prices increased by 2.8%
m/m and were 1.2% higher y/y in April.

Shelter prices, which are the largest component of the CPI, continue to rise steadily. Shelter
prices increased by 0.4% m/m in April, the third consecutive monthly increase of 0.4%. Shelter
prices are 5.5% higher than they were in April 2023.

So while prices increased in April, retail sales were stable. Total retail sales were flat in April

and 3% higher than they were during the same period a year ago. Removing gasoline and
motor vehicle sales, retail sales dropped by 0.1% m/m in April but were 3.5% higher y/y.
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Nonstore retail sales suffered the most during the month, dropping by 1.2% m/m as
e-commerce sales took a breather. Even with the slowdown, nonstore retail sales were 7.5%
higher than they were during the same period last year.

An area to pay attention to heading into the back half of the year is the consumer credit
situation. TransUnion, one of the three main credit reporting agencies, reported that average
debt per consumer in the first quarter of 2024 was $6,218, 8.5% higher than it was in the first
quarter of last year. Additionally, the delinquency rate on credit cards has been rising, now
sitting at 2.55%, according to the TransUnion report. That is up from 2.26% in Q1 of 2023.

So while delinquency rates are still quite low, the upward trend is worth monitoring,
especially as the effects of the higher interest rate environment trickle down to the consumer.

Housing and Construction
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After a troublesome March, April saw some semblance of a recovery in construction activity.

Housing starts, which suffered a significant decline in March, leading to questions about the
overall health of the construction sector, recovered in April. Total housing starts increased by
5.7% m/m to a seasonally adjusted annual rate (SAAR) of 1,360,000. While that is a recovery
from the previous month, housing starts are now below year-ago levels, down by 0.6%.

Single-family housing starts, which make up over 75% of total housing starts, did suffer their
second consecutive monthly decline. Single-family housing starts dropped by 0.4% m/m to a
seasonally adjusted annual rate of 1,031,000 — still 17.7% higher than it was this time last year.

Multifamily housing starts, a primary driver of March'’s drop, saw a sizable jump in April.
Multifamily housing starts rose by 31.4% m/m but are still 32.9% lower than they were in April
2023. April's seasonally adjusted annual rate of 322,000 is the second-lowest it has been in the
past year.

The South and Midwest continue to show growth in housing construction as housing starts
in these regions increased by 10.1% and 19.1% m/m, respectively. While both saw growth
overall, it stemmed entirely from multifamily starts as single-family starts in the South and
Midwest were down 0.2% m/m and 0.8% m/m, respectively. Even with the slowdown in
single-family starts in April, they were still 16.6% higher y/y in the South and 40.9% higher y/y
in the Midwest.

Looking further upstream, there could be slowdowns on the horizon, especially after the
summer months. The seasonally adjusted annual rate for building permits fell below
1,500,000 in March and remained there in April, coming in at 1,440,000, the lowest level in the
past 12 months. Building permits dropped by 3% m/m in April and were 2% lower y/y.
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Single-family permits dropped by 0.8% m/m but are still 11.4% higher y/y. Multifamily housing
starts, on the other hand, dropped by 9.1% m/m and were 23% lower y/y in April.

March's sour taste toward housing flowed into existing home sales. According to the National
Association of Realtors, existing home sales fell by 4.3% m/m in March as sales dropped in the
Midwest, South and West, while sales in the Northeast rose. Existing home sales were 3.7%
lower than they were in March 2023.

Total Construction Spending (000,000, (All Items) # 3556.00(-0.1¢ Ty 208392600

_

I COSP.RES
COSP.NRES

1,188,000.00

. 895,926.00

Total construction spending slowed slightly in March, falling 0.2% m/m to $2.08 trillion. Overall
construction spending, even with the slowdown in March, was still 9.6% higher than it was a
year ago.

Residential construction spending was the primary cause for the slowdown in overall
spending. Residential construction spending dropped by 0.7% m/m in March to a seasonally
adjusted annual rate of $895,926,000, the lowest it has been in several months. As with overall
construction spending, the slowdown in March wasn’t enough to turn spending negative on
an annual basis. Residential construction spending was 4.5% higher y/y in March.

Nonresidential construction spending saw modest growth, rising 0.2% m/m to a seasonally
adjusted annual rate of $1.188 trillion. Nonresidential construction spending was 13.7% higher
v/y. The increase in nonresidential construction spending was driven by an increase in
manufacturing spending, which is 25.9% higher y/y at a SAAR of $223.4 million.

Freight Market Overview

National Summary

Ll FREIGHT \WAVES
SONAR

sonar.freightwaves.com

9


https://www.freightwaves.com/sonar/

MFREIGHTVWAVES MONTHLY MARKET UPDATE

The national freight market was relatively quiet throughout April and into early May. Some
sporadic regional disruptions did occur thanks mostly to seasonal factors, but the overall state
of the market continued to be strong oversupply. National rejection rates remained below 4%,
with spot rates hovering around the same level as they began the period. The strongest
seasonal tests remain for surface transportation in the coming months. The international
market was stable from a demand aspect, and somewhat surprisingly rates have remained
elevated above the previous year, potentially due to the ongoing geopolitical climate of
instability. Subsequently, air cargo demand was also relatively strong thanks in large measure
to the slower transit times on the ocean created by the Red Sea conflict. Intermodal was a
tale of two container sizes, with international demand growth being much stronger than its
domestic counterpart. Neither was able to help push rates higher.

Trucking

The truckload market continued to show little or no sign of tightening meaningfully in April.
National rejection rates remained at or below 4% into the middle of May. Rejection rates
below 5% are characteristic of an extremely soft capacity environment where spot and
contract rates are deflationary.

Qutbound Tender Reject Index, (United States of America) %00 (231%)
Seasonalify\Mode
M OTRLUSA (2023) 5.24

OTRLUSA (2022)° 5.52

Rejection rates actually fell to their lowest point in several months at the end of April, hitting
close to 3%. April is not typically a volatile month for general freight as the sense of urgency
has not quite arrived for many shippers. It is typically a time for planning and preparing for
the upcoming summer season that tends to start mid- to late May. The lack of volatility
suggests there is still a long way to go before the market is in a more balanced state.
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Van Outbound Tender Reject Index , (United States of America) 501 (2.93%)

The dry van sector, which represents the majority of truckload demand in the U.S,, saw its
rejection rate plummet below 3% by May 14. The national refrigerated rejection rate bounced
back above 4% after trending lower through most of the spring. Seasonal demand seemed to
have something to do with the increase for reefer with some early produce moves out West
and flowers and produce coming out of Florida. None of this resulted in any sustained
disruptive events. Flatbed rejection rates continued to trend slightly higher, and this sector
remains the least served of the main three trailer types.

FreightWaves National Truckload Index (Linehaul Only), (United States of America) i°.01(-0s0%)
Seasonality Mode
M NTIL.USA (2023)/1.76

NTIL.USA (2022) 2.08

Spot rates moved similarly to rejection rates save for mid-May, when the National Truckload
Index excluding estimated fuel costs (NTIL) jumped about 5% in the week leading up to the
DOT inspection period. This impact appeared to be felt more on the spot market than the
contract side as rejection rates and spot rates moved in opposite directions for dry van.
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Van Contract - Initial reporting of average base rate per mile, (United States of America) 5501 (0.42%)

B NTIL12USA 185

2.7500

Oct Apr Apr Apr Apr Apr

The spot market has become oversaturated with subprime freight that really only provides a
way for carriers to balance their networks without losing money in repositioning their trucks.
Because of this, it represents the floor of the rate environment, which has been slowly
increasing over the past year in terms of overall trend. Contract rates still show downward
movement, but that momentum has slowed dramatically and suggests that contract rates
may be on the rise by the end of the year.

Outbound Tender Reject Index, (United States of America) 6.0z (peos)

Compare.

Apr Jul Oct 2019 Apr Jul Oct 2020 Apr Jul Oct 2021 Apr Jul Oct 2022 Apr Jul Oct 2023 Apr Jul Oct 2024 Apr

The dramatic market shift between cycles over the past seven years has seemingly been
caused by strong demand-generating events like Hurricane Harvey in 2017 and COVID in
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2020. Neither was predictable, but each was preceded by historically soft markets where
capacity exited for a long period of time.

Carrier Details Net Changes in Trucking Authorities, (United States of America) %% (-s07%)

Oct 2023 Apr Jul

Total active truckload operating authorities continue to erode at a strong pace but appear to
have a ways to go before the entirety of the additions gained during the pandemic are back
to where they were. The good news for transportation service providers is that this probably
does not have to occur for the market to show some semblance of rate pressure once again.

Carrier Details Total Trucking Authoritigs, (United States of America) 3*3£5550 0.0u%)

i
v"" "

To put this in further context, total active truckload operating authorities registered with the
FMCSA are showing 39% higher than they were in 2019, while tender volumes are just 12%
above May 2019 levels. In January 2023, the five-year growth rates were 62% for operating
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authorities and 7% for tender volumes. The spread has shrunk significantly and continues to
move toward equilibrium.

11,416.23

Outbound Tender Volume Index, (United States of America) ¥&1%1(054%)
Seasonality Mode ~ ﬂ‘fv\k

M OTVLUSA (2023)  7,999.65 [‘ \J\\’\ v_/J\ \ /\,\M\p\/\(/,j N \‘\/\J/“\» f/
\

OTVLUSA (2022) 791793
M OTYiUSA (2021) 11,218.78

v y
\ K\N

Isolating the national Outbound Tender Volume Index (OTVI), truckload demand has
increased about 8%-9% over past year. This demand growth is more than likely invisible to
most service providers as it is distributed over a larger base of carriers. The positive takeaway
from an economic perspective is that goods demand appears to be stable.

Long Outbound Tender Volume Index, (United States of America) %655 (230%)

| B LUSA 209576

MOTVLUSA 1872.86
B cotTviusa 239134
M SOTVLUSA 201461

Something to note is that in this demand growth, local haul freight that moves less than 100
miles has been the biggest driver of annualized growth — rising 15%-20%. The midhaul
segment (250-450 miles) has been lagging in comparison to the other lengths of haul.
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This could be caused by a few things. Supply chains are evolving to distribution closer to the
end user or fulfillment center growth. This could also be upstream activity as intracompany
warehouse moves and manufacturing activity have been on the rise. Whatever the reason, it
is a trend to monitor as carriers tend to favor the shorter-haul moves from a contract
acceptance standpoint and could pull capacity from longer-mileage moves later in the year.

20| Reefer Outbound Tender Reject Index , (United States of America) 531 (616%)

Compare.
B RTLUSA 250

The temperature-controlled or reefer market has been ice cold this spring, with rates and
rejections generally moving lower. That shifted in early May as tender rejection (ROTRI) and
spot rates (RTI) shot higher. Neither was above any historic marks, but the directional shift
heading into the heart of West Coast produce and beverage season is worth noting.

The reefer market already showed signs of increased sensitivity to seasonal demand last
fall/winter. After the polar plunge that hit central U.S. markets in January cleared, the sector
stabilized to the point that spot rates fell back to the previous year’s levels. The outlook for this
space remains reactive, with extreme swings possible.
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USDA Produce Truckload Spot Rate, (Fresno to Chicago) 3%%2% (s.0ax)

\TE.LAXDAL  4,300.00,

Produce rates are on the rise off the West Coast but are not outperforming 2023 as of early
May. The timing of the harvest changes each year, however, making true year-over-year
comparisons difficult until after the peak has passed.

Maritime

The most upstream of the domestic indicators is the Ocean Booking Volume Index within
SONAR's Container Atlas. The index tracks booking activity eight to 14 days before a ship
departs a port of lading bound for its destination. Although these twenty-foot equivalent
units will traverse domestic modes and markets differently once landed in the U.S,, they offer
ideas of direction and momentum easily 30-plus days ahead. Current readings into early May
are softer than at any point year to date, yet, they are still quite positive y/y, maintaining levels
on par with the typically active summer period in 2023.
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Ocean Booking Volume Index
Dates Based on the Date Bookings were Submitted to the Ocean Carrier

~— ALL PORTS-United States of America
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Discharged TEUs then show up in the IOTI.LUSA, or Inbound Ocean TEUs Index, a 14-day
rolling average of those bookings that have actually left the origin port. The lowered range of
bookings post-Lunar New Year have also translated into fewer TEUs bound for the U.S. since
March by about 4%. The large caveat, however, is that current levels have sustained 15%-plus
over where they were by mid-May of 2023.

Inbound Ocean TEUs Volume Index, (United States of America)
Seasonaity Mode
W 10TLUSA (2023) 1
10TLUSA (2022) | f614
W 10TLUSA (2021)/ /1,858

The U.S. is no longer alone with stronger import volumes into 2024 as the largest European
economies begin to recover in the first quarter. Anxieties around Red Sea diversions and
prices have led to possible frontloading in some cases, while final preparations and material
to ready for the 2024 Olympics in Paris provide continued momentum post-Lunar
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New Year for France and neighboring import heavyweights. The chart below compares
inbound TEU growth for the U.K,, France, the Netherlands, Germany and the U.S. from the
first of 2023 through May 2024.

Inbound Ocean TEUs Volume Index, (France) %5

These increases alone have not been enough to drive the exorbitant prices in ocean rates in
2024, but their momentum underpins confidence in setting a higher floor against the
backdrop of bungled supply lines from the Red Sea situation that continues to drag on.
Although general rate increases implemented through January abated by 40%-50% into late
April, they have since U-turned in May, rebounding back to 2x multipliers over the prior year.
West coast rates from China have returned to their February highs.
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Those with buying power and strategic planning prowess will not fare the full brunt of rate
increases seen in the current environment, but it does provide further risk for opportunistic
capacity prioritization across networks, resulting in rejections and service issues.

Others who have sought leverage to return have quickly lost any opportunity as successive
increases are signaled for the month of May. Booking activity may not rise by 30% between
this May and August as it did last year on the heels of cooling inflationary prints and rising

real wages, but any momentum in line with or consistently above 2023 levels through the first
of the summer will hold spot rates at heavy multiples over the prior year, keeping upward
pressure on new contracts and renewals.

Further shaping the landscape will be a new round of tariffs that may only spell further
increases ahead, regardless of administration. The release by the White House mentions
these tariffs will only cover $18 billion in imports, equating to 4% of the $427 billion of goods
imported from China in 2023. They are as follows:

Steel and aluminum: 0%-7.5% increased to 25% in 2024.

Semiconductors: 25% increased to 50% by 2025.

Electric vehicles: 25% increased to 100% in 2024.

Batteries, battery components and parts, and critical minerals: 0%-7.5% increased
to 25% in 2024 and 2026.

Solar cells: 25% increased to 50% in 2024.

Ship-to-shore cranes: 0% increased to 25% in 2024.

Medical products: needles/syringes 0% increased to 50% in 2024; PPE 0%-7.5%
increased to 25% in 2024.

Air

Global airfreight volumes remain surprisingly resilient. The primary catalysts remain Asian
exporters shifting modes because of slower ocean transits around the Red Sea conflict zone
and robust bookings by Chinese e-commerce platforms fulfilling orders in Europe and North
America. Macroeconomic factors remain generally favorable for air cargo, despite some
cautionary notes, leaving air logistics professionals optimistic about a robust fourth quarter.

Air cargo demand grew 11% year over year in April — the fourth month in a row that has
happened, according to market intelligence. Sector volume has increased by double digits for

five consecutive months, cementing the recovery trend from a steep downcycle that began
in 2022.

And the momentum has carried over into early May, with volumes up 12% to 16%, the latest
data shows. Demand growth for air transport has tapered slightly in the Indian subcontinent
and Southeast Asia as ocean shipping schedules around the Red Sea conflict have become
more predictable and cargo owners order goods with longer delivery times in mind, but
volumes are still significant by historical standards. A short dip in April related to the Muslim

hil FREIGHT WAVES
SONAR

sonar.freightwaves.com

19


https://www.whitehouse.gov/briefing-room/statements-releases/2024/05/14/fact-sheet-president-biden-takes-action-to-protect-american-workers-and-businesses-from-chinas-unfair-trade-practices/
https://www.freightwaves.com/sonar/

MFREIGHTVWAVES MONTHLY MARKET UPDATE

Eid holiday and flooding at Dubai airport was replaced by a surge in flower volumes from
Central and South America.

A year ago, global airfreight rates were about 45% lower than in 2022. Today, cargo spot rates
are about even with the prior year for the first time since August 2022, rising 5% y/y to about
$2.50 per kilogram.

Asia-Pacific air exports remain particularly robust, with volumes up 13% in April (but only flat
compared to 2019). And after a post-Lunar New Year dip, spot rates on the eastbound corridor
from northeast Asia to the U.S. have rebounded by more than 30% y/y, according to Xeneta.
Meanwhile, air shipping prices out of the Middle East and southwest Asia are up 42% y/y
because of the longer ocean transit times around Africa.

Air and sea-air alternatives are increasingly attractive alternatives as conditions in the ocean
market shift again. The ripple effects of rerouting around the Horn of Africa, along with
increasing demand in Europe, have led to vessel bunching and congestion at hub ports in
Asia and capacity shortages. The container shipping industry will suffer a 15%-20% loss in
capacity on the Far East to Northern Europe and Mediterranean corridors during the second
quarter, shipping line giant Maersk estimated in a market update last week. It also said
vessels are forced to lengthen their journeys as rebel attacks have reached farther offshore.

The combination of continued demand, skipped port calls and forecasts for indefinite Red
Sea diversions has jacked up ocean freight rates, especially on the Far East westbound
corridor from Asia to Europe. The gap between air and ocean prices on that lane has
narrowed considerably since the Houthi attacks in early December.

The question is whether demand will hold up until the busy shipping season gets underway
in September.

Two product categories, e-commerce and e-cigarettes, show no signs of slowing as they
continue to dominate the market out of China. The big e-commerce sellers are forcing
traditional customers to order and ship earlier in the year to ensure they aren't scrambling for
capacity at the last minute, which could mean more volumes are pulled forward during the
summer that otherwise would go in the peak season.

Intermodal/Rail

Rail intermodal volume continues to track nicely above year-ago levels, with most of the
year-over-year growth coming in the international intermodal segment, which consists of 40-,
20- and 45-foot containers. In the four weeks ending May 4, U.S. containerized intermodal
originations increased 10.2% year over year, according to the Association of American
Railroads (AAR). AAR data counts all containers, conflating the international and domestic
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(primarily 53-foot containers) segments as well as loaded and empty containers that are
being repositioned.
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Over the same period, SONAR shows that loaded domestic intermodal containers
(ORAILDOML.USA) were up 4.5% year over year while loaded international containers
increased 21% year over year. Part of that difference relates to year-ago comparables — last
year, the domestic segment posted stronger volume. It also reflects the availability of
oceangoing containers and container ship lines’' resulting willingness to send those
containers to inland hubs, such as Chicago. The container ship lines capture more of the
economics when containers are moved intact. Meanwhile, shippers benefit from lower all-in
delivered costs when using international intermodal, which typically comes at the expense of
speed given that domestic intermodal volume runs on higher-priority domestic intermodal
trains, such as those used by UPS. As a result, domestic intermodal companies posted
first-quarter intermodal volume that was below many analysts’ expectations — those
expectations were likely based on the AAR data.
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All data and anecdotes suggest that domestic intermodal shippers, such as CPG companies
that manufacture in one centralized location and distribute throughout North America,
should have an easy time sourcing intermodal capacity in the coming months. J.B. Hunt, the
largest domestic intermodal carrier, said on its first-quarter analyst call that it could handle at
least 20% more volume with its current resources, which include a fleet of containers it
recently purchased from Walmart.

The average intermodal spot rate shown in SONAR (INTRM ticker, which represents an
average of 100 lanes, is a door-to-door rate and includes fuel surcharges) also suggests there
are plenty of available containers. During periods of intermodal capacity tightness, such as
mid-2020 to mid-2022, intermodal spot rates spike (white line below) and greatly exceed
intermodal contract rates (red line below) as carriers protect capacity for contractual shippers.
That's not the case currently, as intermodal spot and contract rates are roughly at parity,
which means spot rates are lower on an all-in basis because the SONAR data set does not
include fuel surcharges.

Intermodal Rates, (United States of America) '“
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It's also worth highlighting the sharp decline in both intermodal spot rates (which are reset
weekly) and intermodal contract rates (which are repriced annually) in the past two months.
Domestic intermodal rates continue to be pressured by the loose truckload market in the
modally competitive lanes, such as Chicago to Atlanta. The average spot rate in 100 lanes
declined from $1.71 per mile in mid-March to $1.47 in mid-May. In the same period, average
intermodal contract rates dropped from $1.69 a mile to $1.52. Depressed truckload rates have
caused some shippers to opt for the highway over intermodal, but, given solid rail service
levels, now may also be an opportune time for some shippers to test intermodal in their
truckload-oriented networks for the first time.
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Outlook

We are entering a more volatile period for the freight market from a historical standpoint,
with Memorial Day being the unofficial start to the summer shipping season. Memorial Day
and July Fourth are the two periods to watch for notable tightening of capacity. While we do
not expect there to be any sustained shift in market conditions, we do expect this summer to
be marginally tighter than last year, which is not saying much. Shippers should be on the
lookout for increasing pockets of instability versus a generalized national capacity shortfall.
The Western region is the most vulnerable to disruption, being the most challenging for
carriers to manage. Spot rates will have increased responsiveness in the coming months as
carriers will take advantage of any reason to be able to charge more in this space, with most
loads being priced below operating costs.
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