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Today’s AgendaToday s Agenda

Current economic impact

Initiatives and their impact

F t t tiFuture expectations
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Factors Likely to Impact All ModesFactors Likely to Impact All Modes

Price 
of Fuel
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Current Economic SituationCurrent Economic Situation

• Significant deceleration since 2008Q3
• Recession is global – no decouplingGDP
• Sub‐prime mortgages = WMD
• Inventory at all‐time high
• Housing starts can’t get less than zero (0)Housing
•Manufacturing sector collapsed as exports disappeared
• Auto sector in dire troubleIndustrial
• Retail sales affected by fuel and recession
• Multiple bankruptcies
• Inventory destocking to save cashConsumer
•Has it hit bottom?
• Low price has helped expense and hurt [surcharge] revenueFuel
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Current Economic SituationCurrent Economic Situation

Leading 
Indicator

Freight recession 
foretold current 

situation

Renewed freight 
activity should 
hint at recovery

Inventory
Inventory 

restocking must 
eventually 
resume

First movers 
likely to be in air 

and truck

Auto
GM and Chrysler 
impacts still 
unclear to 
suppliers

Lots of capacity 
dedicated to 

stranded assets

Bulk
Bulk ship 

capacity has 
returned

Export grain in 
containers not 
likely to return

Energy & 
Environment

Fuel price 
decrease impact

Increase in price 
of carbon?
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Measures Taken in Response to 
Economic Environment

il O k C bi dRail Ocean Truck Combined

Significant customer changes Yes Yes Yes Yes

Capacity reduction Yes Yes Yes YesCapacity reduction Yes Yes Yes Yes

Capital investment deferral Yes No Yes Yes

Price wars Some Yes Yes Yes

Service cutbacks Yes Yes Yes Yes

Innovative product development No No Some No

Carrier bankruptcy concerns? No Yes Yes Yes

Regulatory impacts? Yes Yes Yes Yes

Impact from network changes Yes Yes No SomeImpact from network changes Yes Yes No Some

Benefit from lower fuel costs Yes Yes Yes No
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Government ActivityGovernment Activity

America Recovery and Reinvestment Act
• Some “shovel ready” projects affect freight network
F di f i d hi h d• Funding for transit and high‐speed passenger 

• $8 billion transfer to Highway Trust Fund

Surface [Re]Authorization
• Probably ten times (10x) size of stimulus funding.
• Primary focus for transportation (current law expires September)
• How to fund system (increase fuel tax, VMT, etc.)?How to fund system (increase fuel tax, VMT, etc.)?
• Increase in truck size and weight?

Other issues
• Railroad anti‐trust
• Possible re‐regulation?
• Railroad investment tax credit
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Government ActivityGovernment Activity

• Government’s role is fragmented
– Freight moves through countless jurisdictions –g g j
often opposed to it

d l l i f i i l

City Region Nation Continent World

– Federal role is often trivial

Local MPO State Federal
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Government ActivityGovernment Activity

• The new political reality – freight stay out!

N • Not

• In

B
•Build

A
•Absolutely

N
• Nowhere

I In

M •My N
•Nothing

•Anywhere

O
• On

• Planet

B • Back

• Yard

A
Anywhere

N
•Near

P
• Planet

E
• Earth

Y • Yard
A

•Anything E
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North American Total Rail Intermodal
1st Quarter 

1,45

1,60
Domestic Containers

ISO Containers

1,15

1,30 Trailers

Total

1,00

1,15
2009 volumes sunk to 2004 levels

2000 = 1.00

0,70

0,85

0,55

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Source: IANA
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1st Quarter Rail Intermodal

2001 2005 2009

Dom. 
ContTrailers

Dom. 
Cont.

Trailers
19%

Dom. 
Cont

Trailers
15%Cont.

25%24%
Cont.
23%

19% Cont.
32%

ISO

15%

ISO 
Cont.
51%

ISO 
Cont.
58%

ISO 
Cont.
53%

Market share continues to change

Trailers being replaced by domestic containers

Ocean containers maintaining market share

Source: IANA
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Factors Likely to Impact RailFactors Likely to Impact Rail

Capital 
dRequired
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Rail Market OutlookRail Market Outlook

•Coal and grain markets offer some support
•Housing and industrial weakness hurt other segmentsMarket Trends

•Increased regulatory burdens (environment and safety)
•Wall Street’s focus on pricing strength vs. revenue Industry Factors
growth

y

•Most railroads have financial strength to surviveik l O •Most railroads have financial strength to survive
•Smaller railroads subject to merger and acquisitionLikely Outcomes

•Impact of auto industry
•Trade policy
•Customers develop new distribution networks

Unknowns
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Impact of DeregulationImpact of Deregulation
m
e

Vo
lu
m Intermodal

Coal

f l f d
Price

% of Volume

15%

% of Fixed Cost

Allocate costs to
30%

70%

15%

85%

Allocate costs to
customers without
modal alternatives

85%
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Impact of Re regulationImpact of Re‐regulation
m
e

Vo
lu
m Intermodal

Coal

f l f d
Price

% of Volume % of Fixed Cost

Formulaic pricing purports
30%

70%

30%

70%

Formulaic pricing purports
to “fairly allocate” fixed

network expenses
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Impact of Re regulationImpact of Re‐regulation
Coal Rate Increase
m
e Intermodal

V l

Vo
lu
m Intermodal

Coal

Volume 
Decrease

Price

% of Fixed Costs Recovered
Formulaic pricing 
increases price on 
elastic cargo which

88%

100%

After (Reregulated)

Before (Deregulated)
elastic cargo – which 
diverts to other modes.
Ultimately, price to coal
increases to recover 88%After (Reregulated)increases to recover
lost intermodal volume
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Factors Likely to Impact TruckFactors Likely to Impact Truck

Driver 
Supply
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Truckload MarketTruckload Market

Large Firms

Annual RevenueAnnual Revenue 
> $30 million

Small Firms

A l RAnnual Revenue 
< $30 million
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Truckload Market SituationTruckload Market Situation

Large firm fleets down 3% since 
2004 peak

Small firm fleets down 12% since 
2004 peak2004 peak 2004 peak

Capacity  continues 
to decline

Trucking failures down but 130,000 
Fuel price decline probably spared 

many companies.
trucks removed by bankruptcy in 

2008

many companies.

Wholesale‐retail price gap has 
raised revenues
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Truckload Market SituationTruckload Market Situation
Market conditions imperil small firms

Lack of sales 
force

p

Unable to get 
suitable 
backhaul

More small 
firms forced 
into long haul backhaulinto long haul

Reliance on 
brokers for

Small firm 
goes brokers for 

backhaul

Brokers 
maximize

goes 
bankrupt

maximize 
their spread
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Truckload Market SituationTruckload Market Situation

Large firms are moving out of 
long haul lanes.

Small firms are being forced into 
long haul lanes

Length of haul ⇓ Length of haul ⇑

Transition in 
length of haul

Large firms are downsizing their
Small firms are not well suited to 

long haul Large firms are  downsizing their 
fleets

long haul

Older equipment and unhappy 
drivers
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Truckload Market OutlookTruckload Market Outlook

•Likely increase in fuel
•Continued economic weakness – maybe through 2010
•Congestion: a hidden – but significant ‐‐ cost

Market Trends

•Increased regulatory burdens (environment and safety)
•Depressed driver demographicsIndustry Factors
•Lack of tractor financing

y

•Capacity will not keep up when demand returns 

ik l O
p y p p

•Intermodal will increase market penetration as asset 
owners and brokers seek solutions

Likely Outcomes

•Carbon reduction results in increased distribution points 
•“Getting closer” dramatically shrinks length of haul – can 
intermodal compete?

Unknowns
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Factors Likely to Impact OceanFactors Likely to Impact Ocean

Vessel 
Rotations
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North American Port VolumeNorth American Port Volume

1,60

1,70

West Gulf

1,40

1,50
East Total

1,20

1,30

1,00

1,10
2000 = 1.00

Traffic volumes reflect 
changes in deployment
and port mix

0,90

200820072006200520042003200220012000

Source: IANA
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North American Port VolumeNorth American Port Volume

58%

60%PSW % of West Coast

West Coast % of Total

56%

58%

54%
Southern California issues have affected

52%

Southern California issues have affected
both LA/LB share of overall west coast volume
(reduced to 1998 %) and reduced west coast
share of North American volumes (2002 %)

50%

200820072006200520042003200220012000

share of North American volumes (2002 %)

Source: IANA
25



West Coast Port Volume 2008West Coast Port Volume 2008

S ttl All Oth Long term viability

Tacoma
8%

Seattle
7%

All Others
2%

Long‐term viability 
as a major intermodal 
gateway in question

Oakland

8%

Oakland
10%

LA/LB
62%Metro  

Vancouver
11%
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Ocean Market SituationOcean Market Situation

PSW ports viewed as “unfriendly to liner 
business

Local market is major attraction (20% of US 
total) within 400 miles

If transloading for inventory deferral 
Ports are trying to respond – but is it too 

late?

g y
persists, PSW is likely to remain attractive to 

lines

Future of Los Angeles 
and Long Beach (PSW) 

Ports

PNW ports would love to attract PSW  Possible paradigm shift is using 53‐foot 
business, but terminal and intermodal 

viability is lacking
domestic containers in international 

movement
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East Coast Port Volume 2008

ll h

East Coast Port Volume 2008

New York/New 
Jersey

All Others
17%

29%

Montreal
8%

Long‐term viability 
as a major intermodal 
gateway in question

Charleston
9%

Savannah
15%

Hampton Roads
12%

South Florida
10%

12%
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Ocean Market SituationOcean Market Situation

NY/NJ is major population center and intermodal 
center

South Atlantic ports cannot serve inland 
intermodal points

Canadian ports can serve some Midwest pointsBut large vessels still cannot be handled Canadian ports can serve  some Midwest points –
but rates are expensive

East Coast Intermodal

Norfolk has deep water and new intermodal 
connections – but its geography is “stuck in the 

middle” Distribution center infrastructure will generate middle

Reverse inland intermodal all the way to Chicago 
is doubtful – despite Heartland Corridor claims

g
significant domestic volumes – that may be 

removed from the port
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Post‐Panama Canal 
Vessel Deployment Options

• NY/NJ solves aerial clearance problems and dredges
• Lines maintain 3‐port calls on ECNAScenario #1

• NY/NJ solves aerial clearance problems and dredges
• Lines reduce ECNA to two‐port callsScenario #2 • Lines reduce ECNA to two‐port callsScenario #2

• NY/NJ fails to solve aerial clearance problems and dredgeS i #3 • NY/NJ fails to solve aerial clearance problems and dredge
• Lines reduce ECNA to two‐port callsScenario #3

• NY/NJ fails to solve aerial clearance problems and dredge
• Lines reduce ECNA to one port callScenario #4
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Post‐Panama Canal 
Possible Port Outcomes

Current Port Scenario #1 Scenario #2 Scenario #3 Scenario #4

Major NY/NJ Load Center Load Center Load Center* Load Center*

Norfolk Load Center Local port Load Center* Local port

Savannah Load Center Load Center Load Center Load Center

Local Baltimore Local port Local port Local port Local port

Charleston Local port Local port Local port Local port

Jacksonville Local port Local port Local port Local port

Miami Local port Local port Local port Local port

Mi i l B N f N f L l L lMiniscule Boston No factor No factor Local port Local port

Philadelphia No factor No factor Local port Local port

Wilmington No factor No factor Local port Local portg p p

Trans‐ship Colon Local port Local port Local port Load Center

Freeport Local port Local port Local port Load Center

Ki t L l t L l t L l t L d C tKingston Local port Local port Local port Load Center

* Vessels < 5000 TEUs 31



Ocean Market OutlookOcean Market Outlook

•Significant supply/demand imbalance – for how long?
•Everyone in an alliance?
•Intermodal: yes or no?

Market Trends

•Increased regulatory burdens (anti‐trust)
• Impact on ship ownersIndustry Factors
•Most lines still don’t know their costs

y

•Long‐term capacity problem

ik l O •Panic pricing by one ensures trouble for all
•“If we go broke – we will do it with full ships!”

Likely Outcomes

•Impact of Panama Canal
•Will sub‐Continent supplant China in manufacturing?Unknowns
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Intermodal Market SituationIntermodal Market Situation

Truck 
Pricing
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Combined Market OutlookCombined Market Outlook

• Railroads increasingly anxious to control 
transactions

• Fewer legacy contracts 
Market Trends

• Increased regulatory burdens (environment and 
safety)Industry Factors

• Wall Street’s love affair with non‐asset companies
y

• Increased role for asset based providersik l O • Increased role for asset based providers
• Technology can solve seemingly intractable issuesLikely Outcomes

• Ocean carriers’ view of through intermodal
• Trade policy
• Customers develop new distribution networks

Unknowns
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Intermodal Market DriversIntermodal Market Drivers
North American Rail Intermodal 1st Quarter

1,40

Trans‐Con

E t Mid t

Q

1,20

East‐Midwest

Total

1 00
2000 = 1.00

1,00

Intermodal must compete over shorter distances

0,80

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Source: IANA
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Intermodal Market DriversIntermodal Market Drivers

Distance 
from 
ramp

Drayage expense
must be controlled
in  order for intermodal

% Empty Safety

To be competitive

Drayage 
Impact

p y
miles Safety

Impact

Out‐of‐
route rail 
miles

Fuel 
increases
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Impact of DrayageImpact of Drayage

$

$1.000

$1.200

$800

$400

$600 Truck

Intermodal

$200

$400
Under current situation,
rail is competitive with 
truck above 700 miles

$0

0 200 400 600 800 1000 1200

truck above 700 miles

37



Impact of DrayageImpact of Drayage

$1.000

$1.200
Truck

Intermodal (Old)

$800
Intermodal (New)

$400

$600

$200

$400 With more efficient drayage.
intermodal is competitive with 
truck at 520 miles

$0

0 200 400 600 800 1000 1200
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Intermodal Market DriversIntermodal Market Drivers
Shipper

• Door‐to‐door

3PL

• Hub
• CHR

Train Operator

• Pacer
• JB Hunt

Railroad

• UP/BNSF
• NS/CSX

Shipper

• Door‐to‐door

3PL

• Hub

Railroad

• UP/BNSF

Railroad

• CHR • NS/CSX

Shipper Asset Owner Railroad Railroad

• Door‐to‐door • JB Hunt
• Schneider

• UP/BNSF
• NS/CSX

Shipper

• Door‐to‐door

Railroad

• UP Streamliner
• CN

Railroad Railroad

Intermodal sales channel(s)
must be clarified
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Intermodal Alliances of
Railroads and Asset Providers
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Intermodal Market DriversIntermodal Market Drivers
The role of intermodal players keeps changing

Intermodal Volume
Low High

f p y p g g

%

g

ow

No Intermodal Interest
Expeditors International*
FedEx*

Global Transportation & Logistics
CH Robinson Worldwide*
Exel Transportation (Deutsch Poste)*

m
od

al
% Lo FedEx

UPS*
Exel Transportation (Deutsch Poste)
GST (NYK)*

Intermodal & Truck Brokerage Intermodal as Portfolio Complement

In
te
rm

M
id
dl
e Intermodal & Truck Brokerage

Coyote Logistics
Matson Logistics*
Re Transportation

Intermodal as Portfolio Complement
Landstar*
Optimodal

Re Transportation

H
ig
h “The Old‐Fashioned Model”

Many small IMCs
Pure Intermodalists
Hub Group*
P I t ti l*Pacer International*

* Publically traded 41


