
Rails 2021:
CP+KSU, CNI/TCI, the 
STB….plus REAL-RR b idne ss

REF LIVE! (2022) | The Desert
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P a n d e m i c / R e c o v e r y  ’ 2 1–’22

COVID (duh) – De lta  Blue s-Not done  quite  ye t

The  Shark’s Tooth – How RRs hand le d  the  down & the  ups in 2020 - and  now e ve ryone  knows what a  
“supp ly chain” is! – to “crisis”

Unce rta inty/ Visib ility/ (Lack of) Guidance  – Ge tting  Cle are r (or is  it?)

Inte rm odal! (se e  # 4)

Zoom s and  (Rail) Tre nds (now we ’re  going  back Live !

Te chnology – from  Porta ls to  Pulse s: Tu Sim ple !

Ag  - from  the  Savior back to  the  Ridd le r

ESG

Globaliza tion/ Slowballization/ De -Globaliza tion – but follow the  TEUs

Acce le ra te d  (Not Alte re d ) Tre nds
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The  Mix Shift 
Towa rd s  Hig he r 
Le ve ls  of Se rvice

The  Para lle l Faste r 
De c line  of Coa l

The  Continua tion and  
Succe ss  of PSR

The  Continuing  “Cult 
o f the OR”

The  Continuing  Fig ht 
ove r FCF – Share  

Buyb acks “vs”Cap e x

The  Consis te nt 
“Hyp e ” of EV & AV 

Hig hway 
Com p e tition
(re sp onse ?)

The  Re m aining  
Im p ortance  of Trad e  
(and  Tariffs Re m ain)

Solid  Financ ia l 
Re sults / Good  Cash 

Flow & Cap ita l
Acce ss

The  Continue d  Lure  
of M&A in short
line s/ re g ionals

The  Continue d  
“Hyp e ” on the  Va lue -

Trap  of Ra il
Consolid a tion

Recurring and Accelerating Rail Trends
(Not to  be  confuse d  with RailTre nds Nove m be r 19–20!)
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1 La b or Ad va nta g e
(e x: Double -stack LA-Chi – or Rupe rt-Toronto)1

2 Fue l Ad va n ta g e  (2A)
(4:1 ton/ m ile ; AAR)2 – So 2B is  Environm e ntal Advantage  (se e …WMRT, Unile ve r, e tc .)

3 Infra s t ruc tu re Ad va nta g e
(afte r the  IHS buildout; use r-pay and  cape x to support changing log istics patte rns – e x: transcon)3

4 Ra ilroa d s’ Exc e lle n t  Fina nc ia l Cond it ion , Liq u id ity, Fre e  Cash flow

5 Ra ilroa d s’ His to ric  Ab ility to  Re d uc e  Exp e nse s  in  a  Know n  Slow d own  (2009, 2020)4

1. AV trucking?; 2. EV Trucking?; 3. Infrastructure  Bill? (LOL); 4. Ne wly Ad d e d  (in re sponse  to C19)

5 Enduring (?) Railroad Competitive Advantages
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STB Im pact? Eve n m ore  re le vant

Infrastructure ? At long  last….

Cre w Size !! (FAST Act Re -auth. e tc)

Ethanol?

Am trak & Passe nge r? 

Trade !! The  only une quivocal good  (?)

Fore ign Re la tions

Em issions, e tc? Plays to  RRs/ ESG

Administration: Return to “Normalcy”?
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• Many sm all re ce nt de als  (by Om niTRAX, RJ Corm an, e tc .)

• Watco-Dow de al a  ne w prototype ?

• On the  m arke t: US Ste e l line s , m any othe rs  BTR

• Off Marke t & Sm alle r De als  (e x. SLGW)

• Spanne r in the  works? Prob le m atic  STB?
– Masse na Line  & lawsuits
– Am trak in the  Gulf (& e lse whe re )
– Pan Am  still “Incom ple te ” (NEARS)
– WC-Watco finally finishe d
– KSU? A Slam  Dunk?

• Buye rs  (a ll with d iffe re nt CoC, tim e fram e s, ROI e xpe cta tions):
– Strate g ic  (above )
– PE (and  PE/ partne r)
– Infrastructure  Firm s
– Class One s as  se lle rs (CN?) and / or Buye rs  (CP-CMQ, CSX-PAR?)

Dealers’ Choice? Deal-Fever in Short Lines (still)
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• RR inve sting  the m e s (m anage rs & inve stors) m ove  from  “Cult of the  OR” (alone ) to  
– Growth
– Te chnology
– ESG
– COMPARISONS – m ostly use le ss and  about to  ge t harde r in H2/ 21
– Rails m ode stly tra il the  m arke t H1/ 21

• Rails ge t unoffic ial “B+” for H2/ 20  Re cove ry (both ope rationally & financ ially)- and  by ASCE for the  cond ition of the ir ne twork 
(Highways got the ir usual “D”)

• But… 2021 and  Today it’s a  “C” as Rail Se rvice  is an issue  (again) – pe rce p tion & re ality
– ACC and  othe r Shippe r g roups
– House  T&I Com m itte e
– STB com m e ntary
– Churchill: “ne ve r le t a  good  crisis go unuse d!”
– Rail m e trics im proving  by the  e nd  of the  quarte r into sum m e r – RR se rvice  m e trics re m ain a  m ajor issue

• Rail Q4/ 21 EPS – 4 “wins” 2 “losse s” (slight – but from  CP & KSU, inte re sting ly)=financial stre ng th

• As Supp ly Chain “frag ility” te sts g lobalization, sparks infla tion, m ake s he ad line s
– A truly world -wide  issue  , and  labor base d– oce an, ports, ra ils & trucks, ware house s, shippe rs
– JIT to JIC ac tually be ne fits ra ils
– Ne ar-shoring?
– Front page  ne ws!

• Add Consolidation to the  m ix….g iving  the  STB an opportunity to pontificate ….and  now He arings!

• Add the  White  House  to the  m ix….

Rails 2022 – Realities & Perceptions
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• Supply chain and  labor issue s re m ain; politics  a  he adwind  

• Rails  p rom ise  growth pivot (“Ta lking the Ta lk”) but the  ye ar s tarts  poorly to  say the  le ast….

• Cape x budge ts  are  up  (so is  infla tion)

• Split on coa l outlook (CSX vs NSC) for ‘22 afte r s tarring  in ’21 – future  de cline  unchalle nge d

• STB grabb ing  he ad line s (Pan Am / Am trak/ Acce ss He arings)

• Rails  tout be ne fits  of single-line se rvice  (CSX-PAR, CPKC)!

• Rail-Rail com pe tition he ating  up  (BNSFvUP; CPKC p lans) as  truck gains IM share

• No ne ws (which doe sn’t = good  ne ws) on national labor bargaining

• Rail cars  se t for (m ode st?) re cove ry

• Ne w le ade rship  transitions, one  b ig  succe ssion p lan unre solve d  (CSX), one  re solve d  in favor of a  g rowth 
focus (CN)

Rail Themes Emerging from the Cold Winter
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• Bid e n’s  EO a g a ins t  p owe r consolid a t ion/ BIG b us ine ss  inc lud e s  ra il
• Cle a rly a  la te  a d d it ion
• Le a ke d  a s  “p a rt  2” to  the  WSJ, the  scoop  se nd  se nd s  RRs s tocks  d own
• So….2 p a ra g ra p hs/ p a g e  9 (“Is Tha t  All There  Is?”) – only a n Encoura gement  (STB is “very, very 

independent”)
– Advises freight ra il to work with Amtra k (remember the POTUS nickna me)
– Suggests “fa irness”
– NO mention of current M&A (KSU); a lmost definitely coincidenta l
– DOES provide “cover” for the STB opposition to the merger (if….)
– DOES support the consistently public sta tements by the STB/ Cha irma n tha t RRs ha ve too much power 

a nd a re:
- Monopolistic (EO suggested Duopoly)
- Overly focused on cost - & hea dcount – reduction
- “In bed with Wa ll Street”, in thra ll with PSR
- So consistent with existing STB viewpoints

• Most likely outcome: HEARINGS!

Executive Order (&Leak) Sows Confusion
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• Whe n the  STB una nimously tu rne d  d own the  VT a p p lica t ion , with  nod s  to  “Downst re a m  Effe c ts” 
tha t  wa s  g a m e -ove r for CN p rop osa l (b u t  looking  b a ck, CN never ha d  a  cha nce under 2 se ts of rules)

• I e xp e c t  tha t ’s  g a m e -ove r for a ny fu tu re  C1 consolid a t ion  (on  this I a g re e  with  Ma rty!)

• So Introducing CPKC – file d  the  a p p lica t ion  – re ve a ls  re ve nue  b e ne fit s  from  ra il sha re  op p ortunity 
h ig he r tha n  p ub lic ly d iscusse d ; STB t im ing ?

• This  m ove  re lie ve s  som e  ind us t ry p re ssure  – b u t  succession issues re m a in

• TCI (re m e m b e r the m ?) owns  5% of CN (a nd  sha d e s  of Ja y Gould , 8% of CP!) a nd  issue s  a  cha lle ng e :

– Jim  Ve na to re p lace  JJ? JJ to  re tire

– OR “gap” m ust be  c lose d , p ivot a wa y from growth!

– Le tte r se e m s rushe d  (typos) & inaccurate  (in OR accounting)

– But activis ts , includ ing  TCI-CSX, are  3-0  in the  m ode rn e ra

– Ne w vote  is  March 2022

STB says “NYET” to CN’s VT; TCI gets Active
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Insp e c tion Porta ls  
(from  CN to  the  

world )

Tra c k Insp e c tion 
Ca rs  (a t sp e e d ) a nd  

o the r p re ve ntive  
MoW )

Ne w loc o  p owe r 
(BN-W AB, PHL, CP!)

Ra il Pulse  – a  g a m e -
c ha ng e r (a nd  o the r 

EODB e ffo rts)

Moving  
Bloc ks/ Quas i-
m oving  Bloc ks  

(BNSF) – unloc king  
PTC

Outs id e  Inve s tm e nts  
– CN/ UP+Tu Sim p le ; 

KSU (e tc ?)

Big  Ne w Hire s  a t CN 
(W AB) a nd  UNP 

(W MRT); Innova tion; 
LOS to  the  CEO?

Sim ula tion (UP’s  
“Tra in Build e r”)

Re m ote  m e e ting s , 
virtua l c re w o ffic e s , 

zoom  (s ig h)

AVR – the  “Holy 
Gra il”, c ha ng e  the  RR 

s tra te g y? 
Te rm ina ls…..
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To meet coming “existential threats”, Rail Tech/Innovation 
is Accelerating (T10) – 2022 Budgets will be critical
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U.S. Class I RR Gross Revenue in 2021
($  b illions)
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Total U.S. Rail Carloads

Data are  orig inations, do not inc lude  inte rm odal, and  do not inc lude  the  U.S. ope rations of 
CN, CP, and  GMXT. Source : AAR Rail Tim e  Ind icators

(6-we e k m oving  a ve ra g e )
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Constantly Changing Markets

Annual  Rai l  Car loads  by  Commodi ty :  2005–2021
(Millions)

*Com bine d  U.S. + Canad ian carload s. If inte rm od al we re  shown on this chart, it would  rise  from  11.5 m illion units in 2005 to 14.5 m illion in 2018 the n d own to 14.1 m illion in 2021. Source : AAR 
Rail Tim e  Ind ica tors
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Constantly Changing Markets

Annual  Rai l  Car loads  by  Commodi ty :  2005–2021
( Index  2005  =  100)

'Com bine d  U.S. + Canad ian carload s. If pe trole um  prod ucts we re  shown on this chart, its  ind e x would  rise  from  108.1 in 2010  to 259.4 in 2014 d own to 161.9 in 2017 and  up  to 214.73 in 2019. 
Source : AAR Rail Tim e  Ind ica tors
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U.S. Rail Carloads of Chemicals

(6-we e k m oving  a ve ra g e )

Data are  orig inations, do not inc lude  inte rm odal, and  do not inc lude  the  U.S. ope rations of 
CN, CP, and  GMXT. Source : AAR Rail Tim e  Ind icators

2020 2021 2022
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U.S. Rail Revenue From Coal
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U.S. Rail Carloads of Coal

(6-we e k m oving  a ve ra g e )

Data are  orig inations, do not inc lude  inte rm odal, and  do not inc lude  the  U.S. ope rations of 
CN, CP, and  GMXT. Source : AAR Rail Tim e  Ind icators
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Rail Coal Volumes Are Closely Tied to Electricity Generation 
From Coal
(2000  =  100)

Coal tonnage  base d  on orig inate d  tons by U.S. Class I railroads.
Source s: Ene rgy Inform ation Adm inistration, Association of Am e rican Railroads
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U.S. Rail Carloads of Coal vs. U.S. Electricity From Coal

*3-m onth m oving  ave rage , m illion m e gawatthours. 
**3-m onth m oving  ave rage  base d  on we e kly orig ina tions. Source : EIA, AAR
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U.S. Rail Carloads of Grain

(6-we e k m oving  a ve ra g e )

Data are  orig inations, do not inc lude  inte rm odal, and  do not inc lude  the  U.S. ope rations of 
CN, CP, and  GMXT. Source : AAR Rail Tim e  Ind icators
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Railroad Capital Spending

($  b i l l ions ,  current  dol lars )

Data  are  for Class I ra ilroad s. Source : AAR
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Railroad Spending on Infrastructure and Equipment

($  b i l l ions ,  current  dol lars )

Data  are  for Class I ra ilroad s. Source : AAR
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U.S. Rail Carloads of Crude Oil

Data  are  for Class I ra ilroad s. Source : AAR Fre ight Com m od ity Sta tistics
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Railroad Spending on Infrastructure and Equipment

RR CAPEX $ b i l l ions ,  current  dol lars  TONY, THIS CHART IS NOT JUST CAP EX – ALSO INCLUDES 
MAINTENANCE EXPENSES

Data  are  for Class I ra ilroad s.
Source : AAR
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Millions
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Rapid Intermodal Growth



28

U.S. Rail Intermodal

(6-we e k m oving  a ve ra g e )
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(% change f rom same month  previous  year)
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Recent Decade Was Safest Ever

Gra d e  c rossing  co llis ions: 
↓ 31%

Tra in a cc id e nts :
↓ 33%

Em p loye e  inju rie s : ↓ 52%
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Bi l l ions  of  Tons  of  Fre ight  Transpor ted  in  the  U.S.
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U.S. DOT e stim ate s that tota l 
U.S. fre ight m ove m e nts will 
rise  from  a round  19.2 
b illion  tons  in  2020  to  
a round  2.49 b illion  tons  in  
2040 – a 30% incre ase .

p – proje c te d  
Source : FHWA - Fre ight Analysis Fram e work, ve rsion 5.0

Long-Term Demand for Freight Transportation Will Grow
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• CP+KSU will be a pproved (unde r the  old  rule s); the  Last Me rge r

• CNI & TCI re solve d  about as  we ll as  could  be  hope d  afte r chaos

• RailTre nds in Nove m be r; Chris tm as will happe n (a ga in) in De ce m be r

• RRs m ust im prove  m e trics  – in the  face  of losing  busine ss, share  and  (any) govt. support

• Expe ct He arings a ll ye ar! Discussions of Re cip rocal Switching , De m urrage , he adcount….e tc
– Easy sound -b ite s  on “Stre e t Influe nce ”/ Buybacks/ OR/ Duopoly?
– 5/ 7 US RRs “e arn CoC” – in 2020

• Othe r STB Issue s: Masse na/ PAR/ Am trak/ PSR/ tra in length?

• Succe ssion/ Transition issue s

• Ke y The m e s to re -e m e rge : Growth/ Te ch/ ESG

• Coal – the  last s tand?

• Strong  H2 Re cove ry (?)

Summary/Winter Themes



35
35

62.0%

63.5%

65.0%

66.5%

68.0%

69.5%

71.0%

72.5%

74.0%

'11 '12 '13 '14 '15 '16 '17 '18 '19 '20

RR OR – Worthy of “Cult” Status?

*OR – US-ONLY - Ope ra ting  e xpe nse s as a  pe rce ntage  of ope ra ting  re ve nue . 
Source : AAR



36

10
.3

7
KCS

7.
06

%

10
.5

5% 12
.15

%

NSCN

7.
34

%

FXE

14
.1

8%

CSX

13
.8

2%

10
.3

9%

14
.0

5%

CP

9.
69

%

BNSF

15
.7

3%

18
.4

6%

UP

17
.5

0%

9.
52

%

12
.1

9%

1.
18

%

+35.23%

+26.63%
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+43.73%
+8.93%

+16.71%

-83.29%

+17.36%

Q3 2020 Q3 2021

Return  on  inves ted  capi ta l
Q3 2021 com pare d  to Q3 2020

Note : BNSF is BNSF Railway, not BNSF, LLC
Note : KCS’s re turn on inve ste d  cap ita l figure  re fle c ts the  com pany’s ope ra tions in both the  US and  Me xico
Source s: Ind ustry financial re ports, Ycharts.com , pre ss re le ase s, and  Olive r Wym an analysis

Return on invested capital (ROIC)
All carrie rs, save  KCS, saw a  ye ar-ove r-ye ar incre ase  in ROIC. KCS’s de cline  was due  to m e rge r-re la te d  
charge s $720 .8 m illion and  $36.5 m illion take n in the  se cond  and  third  quarte rs  of 2021, re spe ctive ly.
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*In 2006, the  Surface  Transportation Board  significantly change d  the  m e thod  by which it ca lcula te s the  ra il ind ustry cost of cap ita l. 
Source : STB

Spread Between RR’s RPIC and WACC 
Using  STB Data , US ONLY
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RR CAPEX $ b i l l ions ,  current  dol lars
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Railroad Spending on Infrastructure and Equipment
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There’s a Strong Positive Correlation Between Railroad ROI 
and Spending
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*Ne t incom e  for 2017 has be e n ad juste d  to account for tax e ffe c ts from  the  Tax Cuts and  Jobs Act of 2017. Data  are  curre nt d olla rs and  are  for U.S. Class I ra ilroads. 
Source : AAR
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Gaining a half point of share 
per year delivers growth 
that by year ten fills current 
available capacity

Assumes no material
technology advancements

Freight  market  share  analys is  and forecas t  by  ton-m ile

Source : © Olive r Wym an

Forecasted

$ 61 Billion

25%

50%

75%

2022 2027 203020252020

$ 177 Billion

20172012

Rail share Rail share with growth Maintained rail share

By using available capacity, railroads could add
$61BN m ore  in g rowth re ve nue  – with lim ite d  cape x
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NARS recognizes

with the

NARS 2019 Person of  the  Year  Award
for  h is  s teadfas t  suppor t  of  NARS and 
it s  re g iona l a ssoc ia t ions .

Thank you Tony for your guidance, dedication and service 
to NARS and its regional association!

Tony Hatch



ABH Consulting
Anthony B.Hatch

www.a b ha tchconsu lt ing .com
1230 Park Ave nue Ne w York, NY10128
(917) 520-7101

ABH18@m ind sp ring .com

www.ra iltre nd s.com

http://www.abhatchconsulting.com/
mailto:ABH18@mindspring.com
http://www.railtrends.com/
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