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Three Key Focal Points 

1. 2014:  The year of pricing growth’s “inflection” 

 

 

2. 2015:  The year of “real” pricing growth 

• Volume growth:  all eyes on the consumer 

 

 

3. Trends affecting supply chain management this cycle 

• Regulations 

• Demographics 

• Technology 
 



Source:  Forbes, US Census Bureau, WSJ.com    | 3 

Shifting US Demographics Affect Both 

Growth & Supply Chain Strategies 

“2015 is the year of the millennial customer”  -- Forbes 



Source:  Pew Research Center    | 4 

Shifting US Demographics Affect Both  

Growth & Supply Chain Strategies 
Millennials’ outlooks differ from Baby Boomers’, too. 

http://www.pewresearch.org/files/2015/02/FT_European.Millennials.png


Source:  Google images    | 5 

What We’re Not Discussing:  Millennials’ 

Clothing… 

https://www.google.com/url?sa=i&rct=j&q=&esrc=s&frm=1&source=images&cd=&cad=rja&uact=8&ved=0CAcQjRw&url=https://charlescarrollsociety.com/2014/03/10/mondays-prepper-style/&ei=6L-qVOeVEoaeNuuDgJAK&bvm=bv.82001339,d.eXY&psig=AFQjCNFSXgMr9429PhTSHNHu7z-_P1yTpA&ust=1420562561362188


Source:  Google images    | 6 

…Or Other Forms of  Self  Expression 

http://www.google.com/url?sa=i&rct=j&q=&esrc=s&frm=1&source=images&cd=&cad=rja&uact=8&ved=0CAcQjRw&url=http://hellogiggles.com/twerk-and-other-additions-to-the-online-oxford-dictionary/selfie-hg&ei=xb6qVP6yIsf8ggTj9IKwBQ&bvm=bv.82001339,d.eXY&psig=AFQjCNHiuxKG5yJF6KPGNg3sGRCZiF_63Q&ust=1420562494761843


Source:  reddit    | 7 

The Original Selfie? 

http://www.google.com/url?sa=i&rct=j&q=&esrc=s&frm=1&source=images&cd=&cad=rja&uact=8&ved=0CAcQjRw&url=http://www.reddit.com/r/HistoryPorn/comments/2mgmdg/november_1966_astronaut_edwin_e_aldrin_jr_takes_a/&ei=iL2qVKPgMMqeNoi9hIAE&bvm=bv.82001339,d.eXY&psig=AFQjCNHHGyR10eozkt0GHmogDDoGtmITCQ&ust=1420562181954843
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A Look Back at an Eventful 2014 

The tightest truckload market in a decade, triggered by: 

 

1. The July 2013 drivers’ hours-of-service modifications (regulations) 

 

2. B2C’s development and the 2013 peak season 

 

3. Numerous winter weather events 

 

4. Sharp recovery in demand beginning late 1Q14 

 

5. Worsening driver shortage (demographics) 

 

6. Rail service erosion (caused by factors 3 and 4) 

 

7. US West Coast port labor dispute 

 



Source:  Association of American Railroads (AAR), Baird estimates    | 9 

Severe Winter Weather Hampered 1Q14, 

But Volumes Snapped Back in 2Q 
Notice the return to “normal” seasonal patters in 2H14 and into 2015 
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Source:  Company data, Baird estimates    | 10 

The Net Result:  Truckload Tightness 

Throughout 2014… 
2014 spot demand was 30% higher than 2013 levels – but notice the 

normalization during 2H14 (which has continued into 2015). 
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Source:  FactSet, Company data, Baird estimates    | 11 

The Net Result:  …And a Pricing Growth 

“Inflection” 

End of 2006-07 freight 

recession 

2014’s “inflection” 
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Source:  FactSet, Baird estimates    | 12 

A Quick Look at 2015’s Economic 

Landscape 
The decline in yields (US and globally) consistent with slowing global growth 

trends through 2014. 
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Source:  FactSet, Baird estimates    | 13 

A Quick Look at 2015’s Economic 

Landscape 
Two focal points into 2015: 

 

 Crude’s Weakness 

 

 

US Dollar’s Strength 
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Source:  Deutsche Bank, Thomson Reuters    | 14 

A Quick Look at 2015’s Economic 

Landscape 
Crude’s collapse and the US dollar’s strengthening creates emerging market 

risk (see below) and favors a healthier US consumer in 2015. 

 

 

http://www.google.com/url?sa=i&rct=j&q=&esrc=s&frm=1&source=images&cd=&cad=rja&uact=8&ved=0CAcQjRw&url=http://www.wetrade4you.com/saudi-arabia-admits-cutting-oil-production/&ei=ViOsVLOFMsOegwT1toDoBw&bvm=bv.82001339,d.eXY&psig=AFQjCNHY5NsheOxUCf2Mka8P2vNSi9NLdA&ust=1420653760688399


Source:  Oxford Economics Ltd., Bloomberg    | 15 

A Quick Look at 2015’s Economic 

Landscape 
 

 



Source:  Bloomberg, Baird estimates    | 16 

Oil’s Decline a 2015 Growth Headwind 

Energy Exploration & Production (E&P) capital expenditures (as a percent of 

total US business capex) have risen this cycle, but capex growth (ex-E&P) is 

only marginally affected. 

 

 



Source:  AAR, US Bureau of Economic Analysis (BEA), Baird estimates    | 17 

Oil’s Decline a 2015 Growth Headwind 

A similar story holds true for transportation (i.e., rail) volume growth this cycle.  

Despite healthy growth in Crude & Related products (~+7% p.a. in aggregate 

since 2010), rail carload growth (ex-crude) has remained solidly positive. 
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Source:  un.org, Baird estimates    | 18 

2015 Demand Risk Not Just About Oil 

Demographics matter, too. 
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Source:  un.org, US Federal Reserve Economic Data (FRED), Baird estimates    | 19 

2015 Demand Risk Not Just About Oil 

US growth since WWII heavily influenced by demographics. 
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Source:  AAR, Baird estimates    | 20 

The Long Baton Toss to the Consumer 

Creates 2015 Growth Risk… 

Volume growth will likely decelerate in 2015 – and specifically beginning in 2Q 

as prior-year growth comparisons strengthen. 
RAILROAD VOLUME GROWTH BY RAIL, COMMODITY (1Q13 - 2Q15P)

1Q13 2Q13 3Q13 4Q13 1Q14 2Q14 3Q14 4Q14 1QTD 1Q15E 2Q15E

Total Cars & Intermodal

BNI 4.2% 3.6% 4.6% 5.8% 1.0% 4.9% -1.0% 2.8% -0.4%

CNI 3.3% 2.3% 2.3% 3.0% 0.4% 11.0% 10.8% 10.2% 9.8%

CP 2.2% 3.9% -2.2% 1.4% -7.0% 3.4% 1.2% 0.4% 2.6%

CSX -1.6% 1.0% 2.6% 6.1% 2.9% 7.6% 6.9% 6.0% 1.2% 3.2% 0.4%

NSC 3.9% 2.1% 3.4% 3.9% -1.2% 8.1% 7.6% 3.7% 1.8% 4.3% 1.5%

UNP -1.4% -0.6% -0.6% 1.5% 5.1% 8.3% 7.0% 6.9% -2.4% 3.3% 3.1%

KSU 2.6% 2.9% 3.1% 2.1% 3.2% 7.4% 4.3% 5.2% 2.0%

TOTAL 1.4% 1.5% 1.9% 3.6% 1.2% 6.8% 4.8% 5.1% 1.8%

1Q15P 2Q15P

Commodity Totals

Ag -7.6% -5.9% -6.7% 5.2% 5.2% 15.6% 8.9% 1.0% 5.1% 4.6% -2.9%

Auto 0.0% 2.9% 4.2% 6.2% -3.4% 5.3% 8.3% 0.3% 0.7% 3.0% -0.5%

Chemical 13.2% 10.6% 4.7% 6.4% 1.7% 3.8% 8.6% 5.9% 4.6% 4.4% 2.1%

Coal -6.4% -0.6% -1.9% -4.0% -1.0% 3.1% -2.6% 3.9% -0.5% 0.1% -2.7%

Industrial -0.3% -0.4% 4.2% 0.8% -4.1% 5.1% 6.4% 11.0% 5.7% 6.3% 0.6%

Intermodal 5.1% 2.4% 3.4% 6.7% 3.4% 8.3% 5.6% 4.6% 0.4% -0.4% -0.6%

TOTAL 1.4% 1.5% 1.9% 3.6% 1.2% 6.8% 4.8% 5.1% 1.8% 1.7% -0.9%

*1Q15 and 2Q15 projections based on Week 1-7 totals against 1Q and 2Q historical sequential trends from 2000-2014

RWB Estimates

Projections



Source:  National Bureau of Economic Research (NBER), FactSet, Baird estimates    | 21 

…And This Recovery Is Extended… 

US Treasury yield curve hasn’t inverted, but it is flattening… 
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Source:  FactSet, NBER, Baird estimates    | 22 

…And This Recovery Is Extended… 

…And spreads between high-yield bonds and US Treasuries are widening. 
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Source:  FRED, Baird estimates    | 23 

…But There’s Room to Go 

US Industrial Production trends, since WWII, suggest more room for growth 

this recovery. 

Peak Trough

Peak-to-Peak 

Duration 

(months)

Peak-to-Peak 

Growth

February-45 October-45 45 -10%

November-48 October-49 56 36%

July-53 May-54 49 11%

August-57 April-58 32 8%

April-60 February-61 116 65%

December-69 November-70 47 18%

November-73 March-75 74 12%

January-80 July-80 18 -1%

July-81 November-82 108 21%

July-90 March-91 128 45%

March-01 November-01 81 11%

69 20%

December-07 June-09 86 5%*

*Through 1/31/15

Average



Source:  US Bureau of Labor Statistics (BLS)    | 24 

Hope/Optimism for Consumer-Led, US-

Centric Growth in 2015 
Signs of progress in the US this recovery; watch for accelerating wage growth. 

 

 
Hourly Wage Growth 

 

 

US Employment 
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Source:  BEA, Baird estimates    | 25 

Hope/Optimism for Consumer-Led, US-

Centric Growth in 2015 

Don’t discount the US consumer. 
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Source:  FactSet, Baird estimates    | 26 

Hope/Optimism for Consumer-Led, US-

Centric Growth 

Falling fuel prices no doubt add to disinflationary/deflationary pressures, but 

they bring positive implications to the consumer… 
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Source:  Institute for Supply Management (ISM), Baird estimates    | 27 

Hope/Optimism for Consumer-Led, US-

Centric Growth 

…Supported by both rising consumer confidence and accelerating personal 

consumption expenditure growth. 
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Source:  Company data, FactSet, Baird estimates    | 28 

Hope/Optimism for Consumer-Led, US-

Centric Growth 

Historical relationship between falling fuel (in this case, jet fuel) prices and 

underlying airfreight demand is encouraging for 2015 volumes. 
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Source:  ISM, Baird estimates    | 29 

Hope/Optimism for Consumer-Led, US-

Centric Growth 

In total, signs of optimism have emerged for consumer-led, US-centric real 

growth in 2015 given global disinflationary pressures. 
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Source:  Company data, ACT Research, AAR, Baird estimates    | 30 

Back to 2015’s Transportation Industry 

Fundamentals 
 

After 2014’s inflection, we expect “real” pricing growth in 2015, led by 

Truckload (+5% yoy).  But for how long? 
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Some of  2014’s Factors Will Go, but Some 

Will Stay 
 

We expect “real” pricing growth in 2015, led by Truckload (+5% yoy).   

But for how long? 

 

 

Some factors to 2014’s truckload market will go, but two important factors will 

remain: 

 

1. Regulations 

 

2. Demographics 

 

Both factors, in our view, will lead to higher operating costs in the industry – 

and promote consolidation among transportation service providers. 

 

 

 



Source:  senate.gov, Company data, Baird estimates    | 32 

Some Easing of  Regulations in Early 2015, But 

Long-Term Productivity Headwinds Are Real 
 

 

Two items of note in the FY2015 Omnibus Appropriations Bill 

 

1. July 2013 HOS modifications suspended (~2-4% tailwind to productivity 

among compliant carriers) 

 

2. Final regulatory action on industry-wide Electronic Logging Device (ELD) 

adoption by September 30, 2015 (a potential 4-8% headwind to 

productivity over the next 2-3 years) 

 

 



Source:  AAR, Baird estimates    | 33 

Long-Term Productivity Headwinds Are Real 

Rail industry trends since deregulation are instructive for transports broadly. 
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Source:  AAR, Baird estimates    | 34 

Long-Term Productivity Headwinds Are Real 
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Source:  AAR, Company data, Baird estimates    | 35 

Long-Term Productivity Headwinds Are Real 

Trucking has followed a similar trend line since the mid-1990s. 
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Source:  BEA, BLS, ACT Research, Baird estimates    | 36 

Some Easing of  Regulations in Early 2015, 

But L-T Productivity Headwinds Are Real 

Since 2003, large public truckload carriers’ fleet productivity has fallen ~10% 

due to the cumulative effect of various drivers’ hours-of-service regulations.  

 

Over the same period, US labor productivity has risen ~20%. 
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Source:  Forbes, US Census Bureau, WSJ.com    | 37 

Shifting US Demographics Limit the 

Available Driver Pool, Creating Cost 

Pressures 



Source:  BLS, Baird estimates    | 38 

Rates Need to Rise in Order to Address The 

Demographic Issue 
Since 2000, long-haul truck driver employment has fallen ~2%, while US 

private non-farm employment has risen ~8%. 
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Source:  BEA, BLS, ACT Research    | 39 

Rates Need to Rise in Order to Address The 

Demographic Issue 
Truck driving wage growth has lagged competing jobs and broader US labor 

wage growth over the past 25 years. 

 

Hourly wage 

(CAGRs) since 1990: 

 

Construction:  2.5% 

 

Oil & Gas:  3.3% 

 

Repair:  2.6% 

 

US Average:  2.9% 

 

Truck Driver:  1.8% 
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Source:  USDA, U.S. Census Bureau Monthly Retail Trade Survey, Baird Estimates    | 40 

Shippers’ Consolidation Also Promote 

Transportation Industry Consolidation 

Consolidation among US grocery store sales over the past 20+ years likely 

representative of the broader retail market as a whole. 
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Source:  Moffatt & Nichol: Containerisation International, Alphaliner, Baird estimates    | 41 

Ocean Freight Carriers Also Consolidating… 

…Carriers (OF) 

 



Source:  Moffatt & Nichol    | 42 

Larger Ships = Greater Concentration at Ports 



Source:  AAPA, Moffatt & Nichol    | 43 

Larger Ships = Greater Concentration at Ports 
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Source:  UN International Labour Organization, Moffatt & Nichol    | 44 

Sourcing Patterns Will Also Change 

Manufacturing wage trends favor Central America and South Asia. 
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In the Interim, Freight Rates Are Likely To 

Continue to Rise 

 

Given these two important factors (regulations and demographics), we expect 

to see: 

 

• Upward bias to US surface transportation rates 

 

• Slower consumption/volume growth 

 

• Continued consolidation among carriers and brokers 

 

• Greater concentration of freight into key international gateways 



Source:  ACT Research, Company data, Baird estimates    | 46 

Who Is Going to Invest in Capacity? 

Small and medium-sized carriers still comprise 80-90% of the truckload 

industry fleet, and shoulder the burden of regulatory and demographic 

changes. 
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Source:  Company data, Baird estimates    | 47 

In Our View, Carriers and Brokers with 

Scale 
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Three Key Focal Points 

1. 2014:  The year of pricing growth’s “inflection” 

 

 

2. 2015:  The year of “real” pricing growth 

• Volume growth:  all eyes on the consumer 

 

 

1. Trends affecting supply chain management this cycle 

• Regulations (supply headwind) 

• Demographics (supply headwind) 

• Technology (supply tailwind) 
 



Source:  Organization for Economic Co-operation and Development (OECD), US 

Census Bureau    | 49 

Long-Term Growth Opportunity 

Don’t lose sight of the long-term growth potential.  Rising global middle 

class creates growth potential, resource constraints, and logistics 

challenges. 



Source:  ACT Research, Company data, Baird estimates    | 50 

How Do Models React?  “Bend the Curve” 

ELD Math:  80% * 10% = 8% potential incremental capacity reduction 

 

We believe opportunity is presented this cycle to models that can “bend the 

curve” into the regulatory and demographic constraints.  Models (carriers and 

brokers alike) with robust IT platforms can benefit from “network effect” 

economies of scale and expected industry consolidation. 
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Thank You for Listening 

Our key focal points: 

 

1. 2014:  The year of pricing growth’s “inflection” 

 

2. 2015:  The year of “real” pricing growth 

• Volume growth:  all eyes on the consumer 

 

3. Trends affecting supply chain management this cycle 

• Regulations 

• Demographics 

• Technology 
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