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CURRENT STATE

In a Wall Street analyst’ interview last week with a sizeable struggling
retailer, they reviewed TL and LTL trends. This shipper commenced a
bid in 1Q and has seen a variety of proposals from brokers and asset-
based carriers. So far, brokers are offering aggressive rate cuts, while
some incumbent, large asset-based carriers are trying to hold their
rates flat. This retailer expects negotiations in the second round will
be more competitive and is pushing to lower his rates by 10%-12%
year over year. He hopes to consolidate his carrier mix during this bid
and remove several more fransactional brokers during 2022. At the
same time, this retailer expects to lower its volume commitments on
specific lanes to push more freight to the spot market.

Meanwhile, he recently completed an LTL bid where he saw initial
rate proposals of +8%-9% year over year (ex-fuel). After multiple
negotiations, our contact was able to secure low-single-digit rate
increases. Finally, in terms of inventory, this retailer has seen orders
slow down fto dangerous levels, but his inventory sfill needs to be
balanced, and he hopes to wrap up destocking before the summer.
While he's hopeful for a seasonal uptick in demand before summer,
he doesn’t think there will be a significant spike in the freight market
mid-year.

TL Spot Freight vs. TL Spot Capacity Index
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Truckload spot market demand was stable over the last 30 days,
with commentary highlighting softening organic demand and
normalizing inventory levels. Spot market demand through
January is down ~40-45% year over year, and spot market
capacity is up ~60% year over year.

MARKET FORECAST

US truckload spot market is nearing its floor, per analysts. US truckload
spoft prices will finally hit a new floor this quarter, most likely in February
or March, but contract truckload rates are sfill tumbling and have
further to fall before settling, trucking analysts say. Spot prices,
whether paid by shippers or brokers, rose month to month in
December for the first time in 2022, bouncing off lows hit in
November. Preliminary data shows those rates climbing in early
January, although sources have told the Journal of Commerce they
could fall further. The data may indicate a shift in freight toward the
spot market as shippers take advantage of low rates on specific
lanes.

J.B. Hunt is hopeful for Q2 demand inflection. On a quarterly call with
analysts Wednesday, management from J.B. Hunt Transport Services
said it was optimistic for a positive demand inflection at some point
during the second quarter. “We have had good signals from our
customers about Q2 ... having a more normal environment. We're
not sure at what point that is in Q2,” President Shelley Simpson fold
analysts. “We have confidence from what our customers are giving
us and the data points they have [about] what they're going to be
doing from an ordering perspective.” She said J.B. Hunt is feeling the
impact ofimport declines but noted its customers have indicated the
diminished volumes are tied to what will likely be a near-term
inventory correction.
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Dry-Van TL Contract Rates vs Spot Rates
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Contract rates continue to follow spot TL rates lower into

February, given weaker organic demand frends, more available

capacity, and lower fuel prices. By provider, we see brokers

lower contract rates faster than asset-based carriers (down 10-
15% vs. down 0-5%). We believe overall TL pricing will decline 5-
10%+ in 2023, with brokers lowering prices 20-30%.
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INDUSTRY INSIGHT

The Port of Long Beach currently has six container vessels at berth and
one container vessel at anchor within 40NM destined for POLB's marine

terminals. The average at anchor is 0 days.
Port of
LONG BEACH
THE PORT OF CHOICE
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Volvo trucks’ Head of Technology predicts driverless tfrucks on highways
soon.... In particular, he said, Texas has become a key testing ground for
the industry, partly because of the weather. “This technology is, of course,
challenging if you talk about snow if you talk about those kinds of
situations,” he said. “You should start where you have--between brackets-
-the simplest use case, and then you should grow it from there.”

California trucking group rekindles legal battle to block AB 5. The
California Trucking Association has asked a federal judge to issue a new
preliminary injunction to continue its legal action to block enforcement of
California’s AB 5 law that CTA maintains will force owner-operators to
become motor carrier employees. Claiming it has new legal arguments,
CTA, on Jan. 11, asked federal district Judge Roger Benitez to temporarily
block enforcement of the law that it said: “effectively eliminates owner-
operators from any role in motor transport in California.”

U.S. rail and intermodal volumes for the week ending January 7 are mixed,
reports AAR. Rail carloads, at 212,962, saw a 1.4% annual increase,
topping the weeks ending December 31 and December 24, at 179,992
and 193,195, respectively. Intermodal containers and trailers, at 203,257,
fell 11.8% annually, fopping the week ending December 31, 185,561, and
tfrailing the week ending December 24, 207,094.
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INDUSTRY INSIGHT

Logistics real estate rents to surge again in 2023. Prologis expects
rents to grow 10% in the U.S. this year and 9% globally, and that
number is more than 500 basis points higher along the U.S.
coasts. Further, Arndt noted that the company’s previous
forecasts had some embedded conservatism. Arndtf said 565
million square feet of space in the development pipeline would
push vacancies from a low-3% range to roughly 4% by year-end
as these sites come online. But an increase in decision times
regarding incremental lease plans, given an unstable macro-
outlook, could weigh on development starts, pushing vacancy
rates back down in 2024 and beyond. True months of supply,
which compares current vacancies plus the development
pipeline to trailing net absorption, were increased to 25 months
from 22 months in the third quarter and 18 months at the end of
the second quarter. However, the metric for space availability
remains well below the 36-month average over the past
decade.

Total freight expenditures in January were up 2% year over year,
up from down 4% last month. Implied price/mix was down 2.5%
year over year (versus flat in December). With TL pricing falling,
we are seeing disinflationary tfrends and expect deflation in 2023.
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Electric vehicles will have a tough audience in LTL carriers. To
calculate EV's cost-effectiveness in the LTL world, Charlie
Prickett, president and COO of LTL giant AAA Cooper
Transportation uses the ratio of charging fime to operatfing
time. Currently, EVs get about six to seven hours of charge time,
producing about eight hours of operating time, or about 400
miles, according to Prickett. Prickett said that the subsequent
charge cycle would take that vehicle out of use for large LTL
fleets at critical fimes in their operations. He added that
Cooper would require more trucks and drivers to replace one
truck that could otherwise perform a full day's work. Suppose
LTL frucks were limited to 400-mile trips followed by six to seven
hours of idle recharge. In that case, the “economic leverage of
asset utilization and transit speed could be negatively
impacted,” Prickett said in an email. For LTL, the range and
economic effect on equipment utilization and delivery transit
fimes would be “particularly impactful,” he said. Since about
half of Cooper's 3,000 vehicles fall under the dual-use
category, the adoption of EVs would mean many trucks would
be effectively restricted to urban service, according to Prickett.

What's in store for the 2023 truck market?2 Strong demand for
equipment, “and with inflation metrics moderating, we are now
more convinced that first-half build rates will be sustained
deeper into the second half of 2023." As of Jan. 10, ACT's
forecast called for North American Class 8 production to come
in at 304,500 units in 2023, down 3.8% compared with last year.
The research firm put the final 2022 Class 8 build volume at
316,400 vehicles, up 19.6% from 2021.
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