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U.S. ECONOMIC GROWTH

Q4 real GDP rose 4.3% q/q, reflecting continued expansion after the coronavirus pandemic shutdown of the US economy
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U.S. ECONOMIC GROWTH

Expect real GDP growth to expand by about 5.7% q/q in 2021. But it doesn’t reach full employment levels until 2023

Real GDP vs. Rate of Unemployment
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THE CONSUMER SECTOR

Consumer spending fell 2.1% yly in Feb. ’21, reflecting the pandemic recession, with outsized impacts on the service sector and weather
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THE CONSUMER SECTOR

Core retail sales exceeded NRF expectations in Q4, led by e-commerce. They continue to be strong YTD. Expect 2021 growth of 7.4%
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THE CONSUMER SECTOR

Core consumer inflation is contained at 1.4% yly, reflecting price deflation in “globalization goods” partially offsetting rising services prices

Personal Consumer Expenditure (PCE) Inflation
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CONSUMER PRICE INFLATION (PCE)
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THE LABOR MARKET

The labor market added only 379K jobs in Feb. ‘21, 9M jobs less than the pre-pandemic level. The jobless rate fell slightly to 6.2%
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I (000s) (not seasonally adjusted)

5,000
4,000
300 \
2,000
1,000
0
1,000
2,000
-3,000
4,000
-5,000
6,000
1,000
4,000
9,000
410,000
+11,000
+12,000
13,000 # Public Employment u Private Employment
14,000
415,000 Seasonally-Adusted Job Gains
+16,000 Non-Farm Jobs: +379K
17,000 Private Jobs:  +465K
-18,000
+19,000
-20,000
-21,000

Recession

Source: U.S. Dept. of Labor, Bureau of Labor Statistics, March 5, 2021

Unemployment Rate vs. Underemployment Rate

Unemployment

Rate February 2021

(h

. wlJnemployment Rate wmlJnderemployment Rate (U6

20

15 1

101

5 .

0
R N N
AN AN AN N N AN AN NN AN NS
SRS R ANAE AR AL AL RS R AL RS R AR R ANRERE AL AL RS

Source: U.S. Dept. of Labor, Bureau of Labor Statistcs, March §, 2021



THE LABOR MARKET

Sectors in the labor market that lost the most jobs due to Covid-19 include leisure and hospitality, etc. The recovery rate by Feb. ‘21 was 58%
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BUSINESS CAPEX

Expect U.S. business capex to display a tale of two cities in 2021, with replacement capex growing and expansion capex continuing to decline
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THE HOUSING SECTOR

The housing market is resurging. Both single-family home construction and sales show good growth due to low mortgage rates
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HOUSING SECTOR
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THE U.S. MANUFACTURING SECTOR

Recession started a year earlier for US factories due to tariffs. The pandemic added a steep 20% y/y decline in Apr 20
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BUSINESS INVENTORIES

Total business inventories days-supply are low driven by pandemic, tariffs, supply chain disruptions and strong e-commerce retail sales

Total Business Inventories vs. Sales
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Wholesalers Inventories vs. Sales
January 2021
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RETAIL INVENTORIES

Retail inventory days-supply has fallen to new record lows, due to pandemic, strong sales and bottlenecks. Expect rebuilding of stockpiles in 2021
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TRADE

The trade war failed to reduce the U.S. goods trade deficit, which increased by $52B to a record $905B in 2020

U.S. Goods Trade Balance US Total- 2020 YTD U.S. Goods Trade Balance
2009-2020* Trade Deficit: $9058 Sources of Growth (2020 vs, 2019)

aChina EU mNAFTA -Restof World Y/YChg:  +$528 Nese W e 1Tl

$ Billions b0
01 By 2

100 - 500
-200 -
-300 - 400 110
400 -
500 - 0 B

600 I
-700 A 200 70
-800 - 63 I

900 - - I
43
1000 s [l

Q N v " » \ © A % % Q
N N N N N N N N N N v 00 0
$ §F 8 Fd s Ffs s Fd "muvl

* Annualized YTD Imports and Exports Thru December 2020 .

Source: U.S. Census Bureau, February 5, 2021 AlOther India Indonesia  Korea  Malaysia Thallnd  Tawan  Singapore Mexico  Vietnam Total

14



RAIL VOLUMES AND THE BUSINESS CYCLE

Rail sector volume growth is a leading indicator of recessions. Q1TD growth is +4% yly, driven largely by record intermodal shipments

% Chg y/y US+Canada Rail Volumes vs. Recession Periods
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Source: Association of American Railroads, March 24, 2021
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THE RAIL SECTOR

Volumes on Rails are +3.6% y/y in Q1TD, reflecting the K-shaped recovery. Declining sectors exceed growing sectors (12 out of 22)

U.S. RAILROADS
(CS54 Groups, % Change in Units Handled)
2021 Q1TD

Weeks 1 through 11, 2021 vs. 2020
Jan. 9, 2021 through Mar. 20, 2021

U.S+Can. Rails +4%
Grain 30%
Trailers BNSF +5% 25%
Containers upP +1% 12%
Lumber & Wood gg; :;Z’
Iron & Steel Prd. NS +4%
Waste CN +8% 3%
Food & Kindred CP +0% 3%
Stone, Clay & Glass 2%
Farm Prd. 2%
Grain Mill Prd. Industrial
Metals Auto
Metallic Ores Intermodal +13%
Chemicals
Pulp & Paper
Primary Forest
Nonmetallic Minerals
Coal
Motor Vehicles
All Other
Coke
Crushed Stone
Petroleum Prd.
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Source: Association of American Railroads, March 24, 2021
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RAIL OUTLOOK

Intermodal
-2%

Total Volumes Handled: 39.5 Million
Organic Change from 2019: -7%

2020

Coal

-25
Ag. Products

m +4%
’

- Industrial Products

-10%
Autos -21%

Intermodal
+15%

Total Volumes Handled: 44.1 Million
Organic Change from 2020: +11%

2021

Coal
+7%

Ag. Products
+6%

Industrial Products
+9%

Autos +13%
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THE RAIL SECTOR

Intermodal shipments saw weekly vols record during the 2020 peak-season. In ‘21, weekly vols are slowing due to weather and CNY

U.S. Class 1 Railroads - Intermodal Weekly Units Originated

Units (000) (017 —2018 2019 ===2020 e=—2021 308
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Source: American Association of Railroads, March 24, 2021
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INTERMODAL OUTLOOK

US & CANADA RAIL
Intermodal Volumes Handled
(i.e., Originated and Received)

Units (Millions) %Chg YIY

6.0 1 - 40%
+ 35%

90 1 30%
56 + + 25%
54 1 T 200/0
+ 15%

5.2 1 1 10%
50 + + 5%
. + 0%

4.8 T 5%

46 1 1 0%

4.4 1 + -15%

+ -20%

4.2 1 t -25%

4.0 - - -30%

Source: SAK Economics LLC, March 24, 2021
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INTERMODAL OUTLOOK - PORT CONGESTION RISK

S
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Container ships at anchor in San Pedro Bay and at berth in Ports of
Los Angeles and Long Beach
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Source: Freightwaves and Marine Exchange of Southern California. Data bi-monthly Jan 2019-Nov 2020; daily Dec 2020-Feb 1, 2020) 20



THE RAIL SECTOR

The rail sector has lost 61K jobs since Apr. ‘15. Of that, about 14K jobs have been lost since the pandemic

US AND CANADA RAILS: TOTAL PAYROLL JOB CUTS
Class | Railroad Employment: Jan. 2013 - Jan. 2021 e g == - 1 " I
185,000 oo I
180,000 174,122 oo
175,000 i:::: | |
170,000 ! 14,000
165,000 148,98 - mSince Apr 3015 - Since Now 2018 = Since Feb 2020
160,000 mibhit -20,000
155,000 HHEHEY .. . 113,461 | En— cSX  GTC/CN  KCS Ns  soo/cP P
150,000 i - - \ Source: Surface Transportation Board, Employment Data Jan. 2021
145000 HHHHHHR. \ 0 US AND CANADA RAILS: TY&E PAYROLL JOB CUTS
140,000 R - | I B = =" L I
135,000 - 2,000
130,000 fHHMEN 3,000
125,000 HhHHHEE - I -4,000
120,000 {HHUHHY ... -5,000
115000 (HHHHHHEE - .
110,000 LHHLERERITLRGALAL 000 m Since Apr 2015 Since Nov 2018  m Since Feb 2020
2013 2014 2015 2016 2017 2018 2019 2020 :9:000 =] N
BNSF CSX GTC/CN KCS NS soo/cp upP
Source: Surface Transportation Board, Jan. 20, 2021. Data are not seasonally adjusted. Source Suface Transportation Bourd, Employment beta san 2021
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THE RAIL SECTOR

The Rails put over 2K miles of freight cars in storage due to the pnademic. Covered hoppers, tanks and gondolas form 75% of total car storage

North American Rail Cars in Storage - Past 60 Days Car Storage By Car Type
Fehruary 2021
Car Count (in 000) / Est. Storage Miles March 1, 2021
LN QP 7 1000
525 1 Lo 0% 80 G0 A% 20% Uk 0% 20% 40% 60% 80% 100%
500 <
23% Covered Hoppers 3%
7 1 800
050 + 21% Tanks %
By 7,000
w0 4 1" 24% Gondolas
305
36% Hoppers

- 6,000 Y4
35 29% Flats
0 5,000
” 14 Box

4,000
. Intermodal
05
200 3,000 Vehicle Flats | 1%

2% Refrigerator | 1%
Cy vy
* Assumes BNSF Railway system average equipment length 24% Grand Total 100 %

Source: American Association of Railroads, Policy & Economic Dept, March 1, 2021
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THE ECONOMIC OUTLOOK

Macro Economic EASE CASE Assumptions
March 2021 Forecas

% Chg Y/Y Unless Stated 2020 | 2021

Source: IHS Markit (Mar. 2021); EIA and USDA WASDE (Mar. 2021), SAK Economics LLC




RISKS - PANDEMIC, INFLATION, TRADE POLICY & GEOPOLITICS

Another coronavirus wave, higher inflation, trade, currency and geopolitical tensions could all spell trouble for global growth

Yield Curve
(10yr v. 2yr Yield Spread)

Unweighted average yields for all TIPS with 10 (or more) years of maturity
vs. 10 year T-Bills yields Rate on Mar. 21 = 1.54%
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Source: Federal Reserve, March 21, 2021

US-China Trade War Tariffs: An Up-to-Date Chart
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OPPORTUNITIES - MONETARY, FISCAL & HEALTH POLICY

The Fed’s balance sheet has expanded by $3.3 trillion to $7.4 trillion. Congress has spent $3.1 trillion stimulus w/ more to come

Federal Reserve - Balance Sheet  [RELUESENEIE Coronavirus Aid,

Total Liabilities (in $ Millions) Vs. Dec '07: +$6.4T -
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Source: Federal Reserve Board, Jan. 20, 2021, SAK Economics, LLC, Feb. 2021




