




















MISSOURI HIGHWAY & TRANSPORTATION DEPARTMENT

INTERMODAL FREIGHT HUB OPPORTUNITIES

CURRENT SITUATION: INTERMODAL & MISSOURI

Intermodal transportation, described as the new hope for improved efficiency, reliability
and cost savings since the 1950s, is still making headlines in the 1990s as the bright prospect
for the future in transportation of containerizable freight. And, indeed, real cost savings and
service improvements have been seen in the past several years -- especially with the large scale
movement towards double-stack container service by rail, coupled with pickup and delivery by
truck.

A number of recent studies have shown that major U.S. shippers are receiving and
recognizing benefits from the economics and service characteristics of intermodal transport.
Moreover, the trend is distinctly toward intermodal and away from all-highway on large volume
shipments of 500 miles or more. Even motor carriers, such as Schneider, J.B. Hunt, and an
increasing number of others, are solidifying partnerships with major railroads in order to utilize
more extensively the efficiencies of rail movement for long hauls.

Intermodal market share is growing and will likely continue to grow for years to come -
- especially in the long haul markets with greatest traffic density. Much of this growth in the
past decade has been the result of handling international freight containers between ports and
inland points. Now this expansion in the use of containers is making inroads into the domestic
markets. Figure 1 offers a view of the growth trend in rail intermoda: carloadings from 3.1
million in 1980 to 6.7 million in 1992 -- an increase of 116% over the period, somewhat over
6.6% per year.

"Intermodal transportation” can have different meanings for different audiences. In The
Intermodal Surface Transportation Efficiency Act (ISTEA) "intermodal planning reflects a focus
on connectivity between modes as a means of facilitating linked tripmaking."'

Within intermodal planning, multimodal planning "reflects consideration of more than
one mode to serve transportation needs.” These definitions include many possibilities, both
physically and in distribution context, for the movement of goods.

' Federal Register, LVIII, No. 39, March 2, 1993, 12085. "...multimodal planning
reflects consideration of more than one mode to serve transportation needs in a given
area and is included within the meaning of intermodal. Intermodal planning reflects a
focus on connectivity between modes as a means of facilitating linked tripmaking. It
emphasizes connections, choices, coordination and cooperation”.
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An air cargo hub for non-integrated carriers, or overseas carriers, is dependent upon
passenger operations. Thus, the only existing Missouri facilities of sufficient size, capacity and
density are at the major airports of KCI, Kansas City and Lambert International, St. Louis.
There is a disparity in viewing these two locations: first, Kansas City is much further to the
west and therefore further from existing hubs of the integrated air carriers; second, KCI has a
great amount of expansion space and is underutilized presently, while Lambert is pushing at the
seams with the difficult challenge of finding more space for expansion.

Other areas in Missouri could conceivably be attractive to integrated air carriers such
as UPS, Federal Express, DHL, Airborne, etc. But although there are areas in Missouri with
good highway access to key markets, the chances still appear to be remote. They would have
to be developed as new facilities, with significantly expanded capacity and space. Moreover,
the present concentration of air cargo hubs is further to the east, in Ohio, Kentucky and
Indiana. This is due to the proximity of these areas to major manufacturing and business
centers which they serve. Generally, air carriers will not establish an active presence at an
airport unless there is a critical mass of industry surrounding the location.

nomi

Missouri’s concentration of population, employment and industrial activity is greatest,
of course, in St. Louis and Kansas City. But a more precise quantified evaluation is important:
first, to give a fair assessment to all areas as candidates for an intermodal hub; and second,
because there are so many alternative forms which the hub might take that public and private
planners may well need to reassess the areas numerous times before final decisions are made
and any implementation is begun.

In Figure 10, which follows, the five study areas of Missouri are shown side by side in
terms of population and manufacturing. A review of the figures reveals not only that St. Louis
is the largest but it is approximately eight times larger than the Cape Girardeau area.® In
addition, the charts show that Kansas City is twice as big as Springfield/Joplin in population
and about three times larger in terms of annual freight tons shipped/received; but only about
45% bigger in manufacturing employment.

Many observations can be made from Figure 10. The most important concern in this
study, however, has been the level of economic activity needed to support intermodal stack train
service. As will be shown in more detail in the following section, this criteria leaves Kansas
City and St. Louis as the only truly viable candidate areas.

® Comparisons were made using the Business Economic Area (BEA) geographic

definitions. For Cape Girardeau, which is not in the BEA listings, 18 counties were
grouped together -- and most of these were extracted from the St. Louis BEA. For a
listing of the counties in each area, see Appendix-A.
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Proximity to Maior Hinterland Poi

The key geographic reality is the positions of Kansas City and St. Louis on the western
and eastern edges of Missouri. This presents an advantage to St. Louis on two essential issues.
First, there are far more numerous and larger market areas within a one-day truck delivery
reach (550 miles) from St. Louis than from Kansas City. This is demonstrated in Figure 11,
which outlines the reasonable delivery zones from these prospective hub areas; and in the
summary table on the following page. Second, the long haul/containerizable freight traffic
densities are greatest between West Coast points (Los Angeles, S.F./Oakland and Seattle) and
Missouri. This means that economies of intermodal stack trains are greater with the longer haul
to St. Louis, as well as the greater delivery opportunity mentioned above.

Does all this reasoning mean that Kansas City is not a viable alternative? Not
necessarily; although it appears that St. Louis has several stronger advantages. As noted
earlier, if a new Missouri intermodal hub is to be established it will take the cooperation and
involvement of rail carriers and major shipper agents such as The Hub Group or Alliance
Shippers, and carriers from other modes like American President Lines, J.B. Hunt or Schneider,
to name a few. For institutional reasons it is conceivable that an impasse may occur at one
general location; and thus attention will turn to an alternative.

Are the other candidate areas viable for further consideration? Probably not. It is
inadvisable to shut the door completely on future possibilities, but there are several strong
arguments against establishing a new intermodal hub in the areas of Columbia,
Springfield/Joplin or Cape Girardeau:

® [nsufficient local traffic base to support most effective intermodal stack-train
service;
®  Further distance to densely populated hinterland markets;

° Lack of main line rail access to some or all rail carriers;

®  Greater distance to a variety of major interstate highway connections; i.e., more
expensive drayage.

The following is a rated summary of the criteria which was useful in reviewing potential areas
within Missouri. The chart on the next page can be used to isolate each criteria and each
candidate area to reevaluate and measure comparative rankings again, if desired.
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The TRANSEARCH data was put through a forecasting procedure to allow for the
inclusion of future growth in potential intermodal traffic. The process is based on information
supplied by the WEFA, Inc. The forecast has been disaggregated to reflect anticipated modal
shifts during the period. In this case the base year 1990 TRANSEARCH data was forecast to
project traffic volumes to the year 2000.

What is the impact of the forecast traffic data, in terms of potential, for a Missouri hub
center? Overall, the TRANSEARCH forecast shows an increase of approximately 25% in
relevant or containerizable freight for Missouri’s intermodal partners; i.e., major markets at
least 700 miles away. Figure 20, when compared to Figure 19, shows the relative growth by
individual traffic lane. Again, this represents total relevant freight available.

The effect of the increase does not appear to open up any new traffic lanes as attractive
as those already discussed in terms of stack train potential. It does, on the other hand,
strengthen the potential for the lanes already reviewed: Kansas City and/or St. Louis to/from
New York, Philadelphia, Los Angeles, San Francisco and Seattle. Two other areas, Portland,
OR and Baltimore/Washington appear to come close, but will not generate enough volumes on
their own to support a stack train intermodal service of the type described in the study.

COMPETITIVE ECONOMICS

Having identified several key traffic lanes where enough potential exists for double-
stack container intermodal service, the analysis must subsequently assess the divertibility of that
traffic. One of the most significant factors in the decision to divert is the cost of transporting
the containers to/from a Missouri intermodal hub.

Freight shippers generally will consider diverting to a new transportation option on the
basis of rates and/or service differentials; as well as other, institutional factors. While costs
are not always reflected in the carriers’ rates, his costs are an indication of long term
competitiveness and an ability to sustain rates which can attract traffic.

Using Reebie Associates’ Carrier CostLine computerized models, the study team assessed
the costs of moving containers or trailers via rail/highway as well as truck modes.
Rail/highway was further broken down to compare a double-stack "unit train" type of operations
with more conventional intermodal trains.

The results revealed that there are significant savings, indeed, with the intermodal
double-stack train scenario. Moreover, the amount of these savings would allow for penetration
to the hinterland market areas. In other words, movement by stack train to a Missouri hub
terminal is sufficiently less expensive per unit that the additional charges for extended pickup
and delivery via truck will still produce a significant net savings.
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OTHER CONSIDERATIONS

The subject of intermodal feasibility is a complex one. A multitude of factors have
potential impact on the question, and any given combination of these could influence the
ultimate feasibility. The study team conducted analyses of traffic volumes and economic costs
and operating scenarios, which indicated an affirmative potential for locating an intermodal hub
in either the St. Louis or Kansas City areas. These conclusions, however, can be swayed
significantly by institutional factors; for example, new technology, new legislation or regulation,
or predetermined relationships or investments in other areas which might preclude interest in
a Missouri hub facility.

A specific example may be seen in the enormous size and market influence of United
Parcel Service and its shipments. If UPS could be enticed to locate a regional hub in Missouri,
this alone would be sufficient to justify a significant investment and would offer very high
probability of success. However, the prospect is moot because UPS has already begun
implementation of a regional hub in Willow Grove, IL (suburban Chicago) in conjunction with
the Santa Fe Railway. This project, said to be in excess of $100 million, indicates that "the
die is cast" as far as UPS is concerned; and thus Missouri proponents must look elsewhere for
a similar organization to sell on the concept of a regional intermodal hub in Missouri. Some
of these candidates may be containership lines or other domestic package delivery services.

Higt - .

Other institutional factors can influence the economic picture. For instance, expanded
use of truck doubles and triples (or even longer combination vehicles), often termed LCVs,
could have a pronounced impact on intermodal economics; as could the advent of "smart
highway" or dedicated truck lanes. That is, the over-the-road trucker would become more
intensely competitive even in long haul corridors. This, in turn, might diminish the size of
intermodal hubs, since the truckers can deliver loads more directly to consignees in all
directions without as much need for a central "batching" location.

Motor carriers will continue to possess a key advantage in their ability to deliver smaller
lot sizes for those customers whose inventories require this. They are also more flexible and
responsive to short-term or seasonal ups and downs than are rail operators. The focus of this
study - intermodalism - addresses these issues by combining the larger scale, long-haul
efficiencies of rail movement with the smaller, more flexible truck pickup and delivery
capability. But this can be accomplished through a variety of approaches.

Labor Force

On the other hand, another institutional factor, a labor issue, revolves around the well
publicized driver shortage in the trucking industry. With closer examination, the problem is
not simply a shortage of qualified drivers; but rather is compounded by the increasing demand
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among drivers for a lifestyle which includes being home with a family on a regular basis. In
other words, there are fewer drivers who are willing to go on long haul assignments repeatedly,
due to the personal demands of being away from home for extended periods--or not knowing
where he/she will be next week or next month. In conversations with managers from major
long haul motor carriers, the study team has been told that this is one of the main reasons for
the movement of truckers toward intermodal rail/highway arrangements recently.

Technology

There is an on-going debate on intermodal technology and the optimal train size to
maximize economic advantages. This, in turn is drawn into an age-old question of railroad
economics: namely, the trade-off(s) between operating efficiency and marketing/service
attractiveness. Institutionally speaking, some railroads prefer to run shorter, more frequent
trains to appeal to customers needs and availability of their freight; while others lean heavily
toward maximizing train length for greater economies and efficiency, thus limiting the service
to fewer, less frequent departures.

Rail Carri

Another issue that needs to be recognized is the number of rail carriers who serve
Missouri, and the number of them who might potentially participate in a new intermodal hub
facility. Much of the traffic analysis portion of the study developed a picture of the total
relevant freight available for an intermodal service. It also took into account a possible
percentage or market share which could be gained by an effective intermodal service to/from
a Missouri hub. But the total available traffic may be viewed in different ways by different
carriers.

For example, Union Pacific, Southern Pacific and Santa Fe all serve the California to
Missouri corridor, generally speaking. If one of these were to become an active proponent of
a St. Louis intermodal hub, the other two would not simply abdicate their interests; but rather,
might aggressively compete to gain more of that same traffic for regional service via a Chicago
or Memphis hub facility. This means that further analysis is somewhat "fluid"; or will require
numerous examinations under varying scenarios, to approach a more detailed plan. This issue
can be resolved in innovative ways. Where demand is limited in a specific lane to only enough
traffic for a single carrier, a common or shared operation is possible.

With a common or shared terminal the overriding question will revolve around how
priorities are arranged and how decisions are made to handle traffic from one carrier versus
another. These questions are addressed continually in passenger airline "hub terminals" and
with considerable success. Rail/highway intermodal operators, however, are skeptical or at least
sensitive to this issue.
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Another institutional factor, already acknowledged in the analysis, is the natural east-
west rail connections which occur in both the St. Louis and Kansas City areas. There are
certain traditional preferences among the carriers in terms of traffic huos; some favor Kansas
City, some St. Louis and others Chicago. Some might view Missouri locations as unfavorable,
but these institutional attitudes can only be dissolved through demonstrating the impact of
revenues, costs and service to customers.

i Fieiel

Interline or "overhead" traffic is that which is not originating or terminating in the hub
location, but rather "passing through" and connecting from the lines of one rail carrier to
another. It may be originating in a market area on the east coast and destined for the west
coast. The interline freight issue is raised here because in the view of a majority of rail carriers
it is an essential factor in supporting an intermodal hub.

This interline traffic is not just secondary, but in fact foremost in the minds of railroads’
senior management. Indeed, interline traffic was included in this study within the assessment
of "Train Potential". To recognize the fact is important; and to quantiiy the market potential
is necessary; but to move toward capturing an advantage in this area may require substantial
investment and physical improvements in rail connections.

In the course of the study interviews were conducted with individual contacts in the
intermodal field, mostly senior management personnel from railroads which serve Missouri.
Also, the interview list included senior managers from a major containership line, and an
intermodal equipment supplier, as well as a "third party” or intermodal consolidator.

The companies included in the survey were:

American President Lines
Atchison, Topeka and Santa Fe Railway
Burlington Northern Railroad
Consolidated Rail Corporation
CSX Transportation

Gateway Western Railroad
Hub City Terminals

Illinois Central Railroad
Kansas City Southern Lines
Norfolk Southern

RoadRailer Corporation
Southern Pacific Lines

Union Pacific Railroad
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