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WITNESS CREDENTL\LS 

My name is Richard J. Barba, and I am an independent economic consultant. I ' this capacity, 

1 have deah with a variety of economic issues—antitrust and corporate finance, among others—but, 

for the past 25 years my principal area of professional acti'.aty has involved transportation (truck, 

pipeline, barge, and aviation) and, particularly, rail transportation. 

My rail-related work falls into three phases. As a university professor dunng the 1960s—at 

Rutgers, Southern Methodist Universit>', and Yale—4 taught courses dealing with business regulation 

(antitrust and finance, as well), with considerable emphasis on transportation. I also wrote in that 

period for professional journals, with my research including assessment of air transport mergers and 

of productivit) and iechnological change in rail and other forms of transportation. 

In 1967 1 became Deputy Assistant Secretary for Policy at the U.S. Department of 

Transportation (DOT). Over the next three and-a-̂ half years, I was involved with a number of rail 

transportation problems—rail passenger service, for one; the collapse of the Penn Centra! for another, 

and early-stage assessments of possible reform of transport regulation for still one more. After 

leaving DOT in late 1970.1 .served as .stalf du-ector for a study of transporution policy conducted by 

the National Academy of Sciences and also consulted for the Senate Commerce Committee on rail 

issues (some of these arose in the aftermath of the collapse of the Penn Central and other railroads). 

Commencing in 1971 and continuing to date. I have presented testimony m a number of 

proceedings before this Commission, Some have involved non-rail matters, some cross-modal issues 

(rail-barge and rail-motor carrier integration), but the greater number have pertained to railroads, 

inchiding rate and Eatte dockets (£^.. market dominance) and raihoad control proceedings. In 
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conjunction with the latter, I have examined and submitted statements as to tbe effects of proposed 

rail consolidations on competition and their inî iHcations for freight seivice in our modem, logistically 

coiî jlex, national (and, indeed, global) economy. I gave testimony in support of the CSX, Norfolk 

Southern, and UP/MP/WP mergers, in opposition to the SFSP and WC/FRVR-GBW proposals, and 

in support of the UP/CNW control transaction. 

My educational credentials include undergraduate and graduate degrees from Wayne State 

University, the Umversity of Michigan, and Yale University. I am a member of the American 

Economic Association, the Transportation Research Forum, the National Association of Business 

Economics, and the Association for Transportation Law, Logistics and Policy. 
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INTRODUCTION AND OVERVIEW 

This proceeding, now involving both ihe proposed consolidation of Union Pacific (UP) and 

Southern Pacific (SP) and the accompanying settKment with Burlington Northern Santa Fc 

(BN/Santa Fe), creates an extraordinary opportunity to reshape rail transportation in the West on 

terms that will immensely benefit the public. It is truly stunning in its beneficial ramifications, 

constituting an essential complement to the recently authorized BN/Santa Fe consolidation. Combine 

the latter with the UP/SP transaction, and the settlement it incorporates, and the Westem rail system 

will be made much more efficient, service responsive, and competitive. 

in this introduction, 1 want to make several points (all will be treated more fully later in this 

statement). First the existing Westem rail system has to be restructured. It is inefficient, out of 

conformance with prevailing maricet requirements, and cannot provide shippers with the broad range 

of high-quality, mukkiirectional service they need. Second, the onl)- way to achieve the desired levels 

of efficiency, service quality, and expanded market coverage vi? good single-line routes is through 

consolidation. Third, a suitable restructuring strategy involves not one, but several interco.anected 

steps. The BN/Santa Fe consolidation was. in a number of ways, beneficial, but only if UP and SP 

are also allowed to consolidate will competition be enhanced, efficiency increased, and geographically 

broad-ranging single-line service be available to UP/SP as well as BN/Santa Fe customers. 

Approval of the UP/SP application is fully warranted, for the same compelling reasons as 

merited authorizatbn of the BN.'Santa Fe proposal. Moreover, if the UP/SP transaction takes effect, 

the UP/SP-BN/Santa Fe settlement will be activated. This will benefit BN/Santa Fe and its shippers, 

as well as LT/SP and its users, in important ways not otherwise achievable that will contribute to still 
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better service, greater efficiency, and intensified competition. It is the combination of the BN/Santa 

Fe consobdation, the UP/SP consolidation, and the settlement that offers the greatest public benefits. 

The need for rail restructuring in the West is driven by the drastically changed parameters of 

demand for tran̂ jportation m this regwn, the fastest growing area in the country. In its growth, in its 

traffic composition, in the geography of movements, and in its heightened em̂ jhasis on seamless 

single-line srrvice quality, the maricetplace of the West has been radically transformed. It requires 

a geoerpphic and qualitative breadth of service that none of the region's major raihoad*—UP; SP; 

BN and Santa Fe, pnor to their consolidation—can iadependeutly provide. Consolidation is the 

means—really the only meansr—by whicb rail transportation in the We.tt can be brought into 

conformance with what the market now requires. 

When the routes of the major Westem raihx)ads were put in place a century and more ago, 

the region's population was sparse and concentrated along the rail lines (there were, of course, no 

competing forms of land-b?.5ed n̂ nsportaiion). Most people in the West were engaged in farming 

and grazing (some m mining) and there was practically no manufacturing activity (most manufacturing 

took place in the Northeast). The rail lines were east-west in their pattems. designed to haul pet)pie 

and goods between the populous and mdustnaiizuig Northeast and the then-undeveloped West. 

Passenger travel was a large pan of railroad service, and fi-eight traffic consisted of a few types of 

goods and was handled in rudimentary , generally all-purpose cars. Freight service quality was 

basically expressed in whether a shipment amved not its speed of movement. The Western railroads 

were then in hannony with the maricetplace and could satisfy the mix of demands that prevailed. 

That old world has disappeared and been replaced tiy a drastically altered mix of demands. 

Population in the West has grown unmcnscly and. even more importantly, it has been broadly 
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diffused. Everywheresprawi, driven in pan by the availability ofcars and trucks, is evident. For 

example, in 1880, when the Westem raihoads were taking foim. Arizona's population was only 

40,000 (now it is nearly 4 mUlion), Washington's 1880 population was 75,090 (it is now more than 

5 million), California's population was 865,000 (it is new more than 30 million). All the Westem 

states have giown—in population, in employment, and in the income and wealth of their residents, 

Manufecturing now pervades the West (m Idaho, for ex-unple, manufacturing dollar output 

is three times greater than farm output). New industries have emerged (chemicals for one) and older 

industries have stretched into new areas (lumber and related products now come not just from the 

Pacific Northwest but fiom soutliem pine sources in Arkansas. Oklahoma, Texas, and elsewhere). 

Coal mining in the West has exhibited explosive growth. Grain, whose production has expanded 

greatly due to increased output per acre, now moves in vast export quantities. International trade 

fkxKis the traffic lanes of the West, moving north-south (Canada, Mexico) and east-west (to and from 

the Pacific Rim countries). 

In volume, goods composition, and state-to-state pattems of comdor movement, today's 

Westem rail market has been thoroughly recast. As shippers widely diffused throughout the West 

reach out for their markets—and these encompass all the states in the rer- an plus the rapidly growing 

Southeast and the sbwer-growing but still rich Northeast—they require omni-directional rail service 

that embraces the region and connects it efficiently with other areas aart countries. While the rail 

routes that were initially configured in an east-west pattem are still important current-day goods 

sellers also want to ship north-south as well as east-west. Makers of forest products in the Pacific 

Northwest, for instance, want to ship south, to California. Arizona. Texas, and Mexico—and to the 

Southeast and elsewhere. Wherever a manufacturer, or mine, or grain shipper is located, exploitation 

379 



of its sales potential necessitates geofaphicaU )-unified and wide-reaching rail transportation of high 

quality—by which shippers meaii single-line service rather than the delays ?̂ d uncertainties of 

interline movement. 

No transcontinental railroad in the West—not UP, not SF, not BN or Santa Fe if they had 

remained separate entities- -can fuDy satisfy' these new contours of demand. They have to adapt, just 

as other businesses have to respond to new market conditions as part of the ongoing dynamic prcx;ess 

that energizes the economy. As capital-intensive enterprises, theu- plants (lines, grading, yards, 

terminals, etc.) are inherently immobile, unlike, say, motor carriers—whose right-of-way is publicly 

provkied and open to al! users. With rail ownership fi-agmented, a given carrier cannot, in contrast 

with a trucker, enter points or corridors in which it does not have an established physical Une 

presence. The resuh is that the now sprawlin<3 Western transport maiicet—stretching spatially from 

the Pacific Coast to the Central U.S. and from Canada to Mexico and covering all the states in the 

region—has become much bigger than the transcontinental railroads that historically have sought to 

serve it. BN and Santa Fe were too small—and their consolidation was designed to achieve the 

expanded scope of smgle-line service that will bnng them into conformance with the emergent broad-

scale Westem market. UP and SP. as independent railroads, are also too small to serve the region 

comprehensively—and their proposed consolidation has the same objective. 

Railroads must also be postured to contest with new variants of intermodal competition. 

Once non-rail traiisport competition was thought of as water or truck, but that is now *oo su-nplified. 

Motor carriers still compete with their door-to-door, single-system service, but, in substantial 

measure due to the evolutbn of the container and the flexibility of its use, innovations have cxcurred 

which introduce new participants that combine rail, containers, and motor carriage in distinctive 
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mtennoia' sr.'.iwc packages. Cx>n&istent with the expressed national policy goal of encouraging and 

promottr s; "devetopment of a national intemiodal transportation system" (49 U.S.C. 302(e)), raifroads 

must have tbe maiket scope and routes that enable them to function as efficient intermodal partners 

by handling an expanded share of the long-haul portion of the movements. 

Only through fundamental restructming—creating what amounts to strong and expansive new 

rail systems—can the transcontinental Westem raihoads be rei>ositioned to serve present and 

emerging demands for freight service in this, the mo.st rapkily growing region in the country. In some 

areas, roads like KCS, IC, and Wisconsin Central (plus regional rail carriers) stiii have an important 

contributton to make, but for service embracing the region as a whole, consolidation of UP and SP, 

just as of BN and Santa Fe, is the most effective means of bringing about the necessary 

transformation. What is called for is a multistep, interconnected strategic process designed to yield 

(1) expanded single-line ."service via efficient routes, (2) cost savings (achieved through better use of 

assets and the elimination or rationalizatton of redundant or subprriductive facilities and serv ices), and 

(3) intensified competition among the long-haul Westem raihoads. 

The BN/Santa Fe consolidation moved us toward these three objectives. Recognizing that 

neither BN nor Santa Fe covered the West with the necessary geographic scope, the Commission 

found that consobdation wouW extend then- market reach and albw them to institute expanded single-

line service along routes connecting the Westem states with one another, with the Southeast (via 

Mempbjs and Birmingham), and with Mexico and Canada.' The anticipated result was better service. 

' Decision in BN/Santa Fe. Finance Docket No. 32549 (served Aug. 23, 1995), slip op. at 
59-62. 
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"new con̂ petitton for other raihr ads, trucks, and water carriers,"̂  and significant cost savings (largely 

from operating efficiency and reduced overheads).' 

While offering a range of pubhc benefits, the BN/Santa Fe consolidation cannot be the end 

of strategic restmcturing m the West. Absent approval of the UP/SP consolidation, the BN/Santa 

Fe transaction indeed coukJ be harmfiil in its effects. First, BN/Santa Fe so greatly expands its single-

line market coverage that neither UP nor SP, as separate carriers, can effectively compete with it. 

This woukl disadvantage not just UP and SP, but their customers (who would be handicapped vis-a

vis competitors served single-line by BN/Santa Fe). Second, SP is the weakest raifroad in the West 

and faces an uncertain financial fiiture in the face of the BN/Sania Fe merger. SP's potentially most 

valuable asset—routes in certain corridors that can be upgraded and used to complement UP's 

existing routing deficiencies—wouid not be put to their most productive use. Finally, UP (and SP) 

would remain captives to routing limi-,ations and gaps that impair service quabty and operational 

efficiency. 

Economic togic th'- forcefully argues for approval of the UP/SP consolidation—as the step 

needed to complete the strategic restructuring of the Westem long-haul railroads. The same rea.sons 

apply, with the excephon that UP/SP is expected to generate considerably larger cost savings tlian 

BN/Santa Fe. LT atone does not have the geographic scope or routes needed to serve the Westem 

market, even though it is financially strong. SP has some good routes, complementing those of UP, 

but is constrained by its limited market scale and inadequate financial resources. Through 

' Id. at 59. 

' Id. at 64-65. 
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consobdatton, UT and SP can achieve the market coverage and estabU&h the _ingle-line route uetwork 

that will altow them to respond to customer requirements and compete effectively with BN/Santa Fe. 

Combining UP and SP thus promises the same types of public benefits as were present in the 

BN/Santa Fe consolidation. Harnessing SP's latent potential with UP's strength wiU achieve the 

greatest potential synergistic dividends: expanded smgle-line service; the capacity to grow, 

modemize, and adapt; sizable economies in operations: and better opportunities for the productive 

deployment cf capital. 

Consoiklation of UP and SP will create a much stronger, more market-attuned railroad that 

can compete with BN/Santa Fe and with otber m.odes on comparable terms. The resuh will be two 

strong competitive systems. By contrast, rejection of the UP/SP proposal would leave in the West 

one very powerfU railroad (BN/Santa Fe); a constrained UP, with an incomplete set of good routes; 

and a weak SP. Strategic restrucnmng of raihoads in the West that promotes single-line service, 

efficiency, and competition requires, therefore, approval of the UP/SP proposal as an essential 

complement to authorization of the BN/Santa Fe consolidation. Together they maximize benefits for 

the public. 

There is, though, still a further strategic restructuring consideration. Although BN/Santa Fe 

now has greatly expanded operational and routing scope, it still has certain limitations. Specifically, 

it would not be able to provide through north-south service along the Pacific Coast; it would not 

extend through the Central Conidor; and it would not have a line connecting Houston and New 

Orleans, or a direct iine connecting Houston and Memphis. These gaps inhibit BN/Santa Fe in its 

ability to serve the West comprehensively. 
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This is where the UP/SP-BN/Santa Fe September 25 settlement assumes its role, representing 

the final element in the reposuiring of rail service in the West. By terms of the settlement BN/Santa 

Fe fills in route gaps in its system. It also gains access to points now served only by UP and SP, 

removing any fear that the UP/SP consolidation might lessen competition, r̂ ather, competition will 

be increased. With approval of the UT/SP consolidation, and given the settlement, both UP/SP and 

BN/Santa Fe will be well positioned to cany forward the competitive battle, to the advantage of 

shippers and the public. Since tbe settlement also provides UP/SP with efficiency and service 

divklends that would not be attainable even with consolidation, it is a major pius-factor, generating 

additional benefh^or both BN/Santa Fe and UP/SP, and for their shippers—that ftmher strengthen 

competition aud rail service in the West. 

Approval of the UP/SP transaction will create in die West a long-haul rail transportation 

SXSlsm truly worthy of that characterization. The resulting network will be able to serve the needs 

of the public and of the American economv-. v,Tth greatly enhanced service quality and efficiency while 

also stimulating mtcrrail (mtramodal) and rail-tnick and rail-water (intermodal) competition. 

Bolstered by the settlement, the two system*—UP/SP and BN/Santa Fe—wil! have the market 

coverage, the routes, and the assured financial strength that are essential to meeting the demands of 

a growing, rapidly changing o-anspon marketplace 

As such, therefore, the pending proposal gives practical meaning to the expressed goals of 

our rafl transportation policy—the promonon of an "efficient rail transportation system." "effective 

competition among rail earners and with other modes." and reliance on the private sector "to meet 

the needs of the public and the national defense" (49 U.S.C. 10101a). 
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The points sunmiarized above, considered in context, explain why I said in the opening 

paragraph that this proceeding offers an immense and unprecedented opportunity to create a vibrant, 

competitive rail transportation system in the West. If the proposed transaction is approved, it will 

combine two complementary raihoads—a strong but route-inhibited UP, and a weak SP with 

unrealized route potential—in ways that will yiekl better, more expansive single-line service, generate 

sizable economies of operation.s. and pennit the most productive use of the massive amounts of 

capital that will have to be invested by railroads in coming years to satisfy market growth and service 

requirements. That alone would justify the UP/SP consolidation, but the settlement adds many 

additional benefits—valuable to BN/Santa Fe, UP/SP, and their customers. This, then, is a 

transaction that, in all its sweep, iQiiy promotes the public interest. 
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PARTI 

TRANSPORTATION IN THE WEST: THE FORCES OF DYNAMIC CHANGE 

The job ofa raihoad, or any other transporter, is to move freight with efficiency and requisite 

service quality from the places where it originates to the locations at which it terminates. Obvious, 

isn't it? Well, in a way it is, but in a more rcaUstic sense transporters hke UP and SP face a 

continuously changing nest of demands to which they must adapt their largely inflex&le physical 

plant. It is the accommodatton to changes in demand—in the pathways alcmg which freight must be 

moved, 'n the volume and composition of tnat freight, and in the service standards iir^wsed by 

shippers—that define the relevance of this proceeding. For here UP and SP—just as BN and Santa 

Fe have aheady been permitted to do—are seeking to bring their routes and operations into 

conformance with a market that has been transformed. 

When UP and SP, and the other major raihoads of the West, took shape in the last century, 

they were then abreast of the market. Indeed, since there was no land-based tt-ansport alternative 

railroads essentially defined the market. Shippers in that era had fo adapt to where the raihoads had 

their hnes, whereas now, in a highway-shaped environment, railroads have to respond to the pattems 

of demand that shippers defme. 

The nineteenth century worW to which the Westem railroads still trace their roots was a much 

simpler one lhan today's. Their mainly cast-west routes "shot aciQgs the Plains and through the 
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mountains";" they were not designed to cany goods within the West since they preceded its 

devetopment and "there was nothing to stop for."^ It s startling to recall that m 1880—well after UP 

had joined with the Central Pacific at Promontory Point in May 1869—California's population was 

only 865,000 (it is now more t̂ an 30 million), .Arizona's a sparse 40,000 (it is now 4 milhon), and 

Washington's a mere 75,000 (today rt exceeds five million).* The contt-asts are stunning and yet the 

rail routes of that time continue to define the main long-haul contours of rail service in the West. 

Altiiough the history of Westem rail transportation is fascinating (and not without some 

cun-ent-day pertinence), it tells us httle about die radically different freight market circumstances now 

evkicnt. Raihoads. like other ̂ ûsinesses, have to meet today's demands—however much they differ 

from those that prevailed in the past. Dynamic maricet-responsive adaptation is of the inescapable 

essence, for it is the force that energizes the economy and contributes to its growth and its 

competitiveness.̂  

Webb, IMiireaLElams (1931) at 274 (emphasis added). 'The three transcontinental 
roads went as straight from the Mississippi Valley . . . to the Pacific coast as topography would 
pemiit. . There were very few roads running from north to south." Lj. at 273. Today, traffic 
moves north-south in huge volumes as well as east-west. 

' Id. at 273. 

* U.S. Dept. of Commerce. Bureau of the Census. Historical SUU^\KS of the United StAte.<i 
Parti. Senes A-19; 5. 1994-95 Statistical Abstract. Table 26. In 1880 population per square mile 
m Cahforaia was 5.5. in Washmgton 1.1. and in Anzona 0.4. Id. at Series A-196. Now the 
figures are 200, 79. and 35. respectively. Stariy.tical Ah.<̂ tTa<:l Table 27. 

"The very namre of the competitive market place requires flexibility so that corporations 
may adapt to changing conditions." U.S. Railway Association. Final .Sv.stem plan f̂ r̂ 
K ŝaucrjnPB Railroads in thf Nonhff)̂ î ndĴ lida:£SL&£&iop (1975), Vol. l at 5. 
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A. The Key Transport-Market-Defining F1prn?nt,S 

The demand for oansportation is a function of what is moving (the volume and composition 

of the traffic), the conidors or lanes in which it is being shipped, and customer service requirements 

(speed, rebability, and such auxiliary support as computer-derivable information, mtermodal terminals, 

and special cars). I will deal with customer service separately, but as for what is moving (how much 

vohime involving what products) and, particularly, the spatial pattems of shipments, two determinants 

bear separately but interactivê  on the two ends of any movement: tbe demand j n goods (whatever 

their character) at tocattons of deUvery {7\e D, standing for Destination) and the suj l̂y of goods frcm 

other locations (the Q or origin element). 

Connecting together the Q's and D's and consolidating the resulting two end flows into 

geographically defined corridors specifies the maricetplace that a carrier—be it UP, SP, or any other 

transporter-̂ nust serve if it is to perifonn its vital economic function. What, then, influences demand 

for goods (the Destinatton locations of consumption) and what shapes the shipment (Origination) end 

of the flow equation? 

Dĉ CmiiaantS of Inbound Freiphr Demand: Peoplp and Business a.s Cnnsnm^^ 

People and busmesses have needs that are m most cases satisfied by suppliers located 

sufficiently far away so that a o-ansport intemiediaiy must be involved. A few things may be 

obtainable tocally but generaUy consumers buy. directly or indirectly (through a retailer, for example), 

from "afar" (a nearby state, a state a thousand or more miles distant, perhaps another country in 

another continent). The supply tocatbas defme the multiple paths along which goods move to some 

given constellation of purchasers (here I will use states to categorize these consumption arenas— ôu 

couki use cities, or counties, or BEAs, but states are an adequate specification for present purposes). 
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(1) PgQplc as Consumers 

Individuiils—however grouped by household definition—have wants and they have money 

with which to satisfy- diem. People reqmre food, clothing, fumimre; they buy appliances, home 

electitjnic equqsment, and automobiles. 'I hey require housing, which creates demand for lumbei and 

other building products. These purchases necessitate inbound transportation (cars from assembly 

plants in Ohio, Michigan, Tennessee, Canada, Mexico, or Japan; appliances from Ohio or Iowa; 

processed foods from ahnost everywhere). And people also impose less obvious demands. For 

instance, they must have eledncity, which may mean that the utility servmg them needs coal shipped 

in from some other state. 

The commercial scale ofa given state's personal consumption is detennined by its population 

and income. To make this specific consider Table 1* on the following page. This lists the 23 states 

in which UP and/or SP have signincant operations. For each state it shows curtent population and 

spendable income of the residents. The numbers are large. Al! told, the population of these states 

exceeds 116 milhon (about 45 percent of the country's total populatton) and their aggregate spendable 

income is just short of $2 trillion. 

These .states vary m size but each is a significant market capable of arousing the sales appetite 

of suppliers regardless of location. California's sheer market scale is readily apparent, but even the 

people LS the smallest state in this display—Wyoming—have total annual spendable income of $7.8 

The data in the fu-st two columns of Table 1 are from U.S. Dept. of Commerce, Survey of 
X Business (July 1995) at 52, 57-71, The data in tbe third column are from Sales & 

Marketing Management, 1995 Survey of Buving Power at B-3. 
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POPULATION & GROS.q 

TABLE 1 

OUTPUT FOR STATF.q .qPRVPlD BY UP. SP 

1992 Gross 
1993 1994 Personal State Output 

Population Spendable Income ( m i l l i o n s of 
(000) ($ M i l l i o n s ) 1987 $) 

C a l i f o r n i a 31,217 $552,075 $652,328 
Texas 18,022 295,244 349,988 
I l l i n o i s 11,686 221,565 246,809 
Washington 5,259 96,543 105,827 
Missouri 5,235 85,088 93,597 
Wisconsin 5, 044 84,321 92,808 
Minnesota 4,524 77,342 92,925 
Louisiana 4, 290 61,086 79,942 
Arizona 3,945 61,018 62,299 
Colorado 3,564 64,775 69,016 
Oklahoma 3,233 42,506 50,694 
Oregon 3, 035 49,017 52,480 
Iowa 2,821 45,308 50,456 
Kansas 2, 535 41,869 47,090 
Arkansas 2,426 33,794 37,342 
Utah 1, 860 26,009 29,968 
New Mexico 1, 616 22,643 27,348 
Nebraska 1, 613 26,037 31,589 
Nevada 1. 382 26,270 31,378 
Idaho 1, 100 16,639 17,674 
Montana 841 13,014 12,956 
South Dakota 716 11,942 12,673 
Wyoming 470 7.785 12.Q25 

TOTALS 116,488 $1,962,890 $2,259,212 
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billion. They spend yearly $925 million for autos and auto-relatcd items, $830 million for food 

consumed at home, and another $730 million for household articles and general merchandise.' 

Whether it be the $7.8 bilhon in spendable income in Wyoming, the $61 billion in Arizona, 

the $96 bilhon in Washington, the $295 bilhon in Texas, or the awesome $552 billion in 

California—each of these states' consumers generate a sizable demand for inbound freight 

tt-ansportation from other states, be they in the West or the East. Before moving on, note also the 

broad spatial distribution of these states. They sd-etch from the Pacific Coast to the centt̂ l U.S., and 

from border to border, enveloping a huge area of the country. 

(2) BusmesseiasjCQQ&umeis 

To earn the spendable income shown in Table 1, people work (on average about two-thirds 

of each state's population is in the labor force). Those of tiieir employers who generate physical 

goods—be they in manufectunng, or mining, or agriculture—also are buyers (consumers). They need 

raw materials or intemiediate inputs that are supplied from other states (or countties). This, too, 

creates demand for inbound freight transportanon. 

Refer again to Table 1 and to die column headed "Gross State Product." This expresses the 

total value of the goods and services produced in a state in 1992 (quantified in miUions of 1987 

dollars, this is equivalent, at the state level to the country's Qross Domestic Product or GDP). It thus 

subsumes a given state's total output—whatever the sector in which it originates (fanning, mining. 

" Id. 
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services, manufacturing).'" All told, die output of the 23 states shown in the table is nearly $2.3 

trillion (m 1987 dollare). 

Goods producers require raw materials or inputs of an ahnost endless variety. Take an 

ejcample. One of the shippers supporting the UP/SP apphcation is the Samuel Lawrence Fumimre 

Gsmpany. Located m Phoemx, and with nearly a tiiousand employees, it is the largest woodworking 

conpany in Arizona. Its pnncipal products are hardwood and softwood bedicom fiimittire and solid 

pine fiimiture. For its manufacturing it needs hardwood, softwood, and panel product raw materials. 

Where are its suppliers? In the Pacific Northwest and in ±e Midwest (mills in the latter area use 

southern pine as their timber stock—a new source that has greatly expanded in recent years). UP 

originates many of these moves but since it does not now serve Arizona, it has to forward the tt-affic 

tvt SP or Santa Fe (now BN/Santa Fe) for delivery. 

Lawrence Fumittire, or course, is but one illustration of how a business located in a given 

state stimulates, through its purchases, inbound o-ansportation. Other Arizona fimis also do so. 

Prmters (a significant industty in die state) require paper (which is supplied from Wisconsm, 

Minnesota, or the Northwest), feedtots take in com and grain products (frcm lowa, Nebraska, etc.), 

famis need fertihzer and insecticides, elecmc equipment manufacturers (another sizable sector in die 

state) bring in various components, and Arizon?. electric utilities draw in fx)al from New Mexico and 

other states. All diese business-driven purchases are e>pressed in inbound freight tt-ansportation IQ 

each of tiie states shown in Table 1 to states scattered across tbe West iind die countty as a whole. 

Even die service sector creates a demand for d ŝportation (for furniture, equipment 
paper, construction materials for office buildings, etc.). 

392 



C. Detenninants of Freight Originations: The Role of Shippers as Goods Suppliers 

Shippers shape freight demand but the quahty, as well as the sheer availability, of 

transportation detennines which shippers, at which locations, can compete successfully for sales in 

any given consumption state market. The better is, say, rail service—the higher its quality (in speed 

and reliabihty), the more efficient it is (in terms of carrier costs)— the greater the number of shippers, 

at more distant locations, which can sell in a destination state. All suppliers thus have a distina 

commercial self-interest m improved transportation, which is why so many shippers have expressed 

their suppon of the pending UP/SP ttansaction. Several different sectors are involved and the 

principal ones are surveyed here. 

(1) Mapufacuires 

Manufacturers who can potentially supply the needs of personal and commercial consumers 

in the stales previously shown in Table 1 are tocated all over the West, as well as in the Northeast and 

Southeast and other countries. 

In the West itself there is substantial manufactunv:̂  activity throughout the region. Table 2 

(shown on the foltowing page) lists 19 states, each with manufacturing goods output of $3 billion or 

more (in 1987 dolla:s)." The array includes states widely diffused throughout the West and several 

that might not be thought of as sources of manufactures. Yet it is the fact that states better known 

as agricultural in orientation—like lowa, Nebraska, and Kansas, among others—have become 

significant producers of manufacttired articles (this revlects all sorts of innovations in products and 

processes that allow for new types of manufacture). 

" The data in Table 2 are from Surv ey of Cunent Business (July 1995) at 57-71. 
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TABLE 2 

I 
STATES IN UP, SP SERVICE AREA WIT.J 

$3 BILLION OR MORE IN 1992 MANUFACTURING OUTPUT 
f M i l l i n r . ^ Of l???"? d o l l a r s ) 

Mfr. Output 

California $98,965 
Texas 55,698 
I l l i n o i s 48,062 
Wisconsin 26,565 
Minnesota 20,277 
Missouri 19,335 
Washington 17,768 
Louisiana 14,138 
Iowa 11,185 
Oregon 9,820 
Arkansas 9,165 
Colorado 9,020 
Kansas 8,887 
Ari zona 8,614 
Oklahoma 8,164 
Utah 4,629 
Nebraska 4,156 
New Mexico 3,786 
Idaho 3.201 
TOTAL $381,435 

Source: U.S. Department of Commerce, fiunz^ei'ofcurrent 
Sii&ixiQŝ i (July 1995) at 5 7 - n ^ ^ ^urrfnr 
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In total these 19 states recorded $381.4 billion in mMufacmring output in 1992 (again, in 

1987 dollars). They are industtially diverse and are capable of satisfying many of the wants of 

individual and commercial consumers in the states that were displayed in Table 1 (that they overiap 

IS to be e?q)ected—indeed, n explains the high degree of state-.state tt-ading affinity that has developed 

within the West). Connecting the manufacttircrs of the West with the other states in the area involves 

a broad and dense web of transport corridors. 

Big as the West has become in manufacturing, it is by no means self-reliant. Most 

automobiles, for example, are assembled in the East (or in Canada, Mexico, or other countries), and 

the East also remains a major source of machinery and meta! products. Widi $348 billion in 

manufecturing output, the Northeast (in states stretching east from Indiana and Ohio) remains a large 

.•iupplier region, just as it also is a source of demand for what is produced in the Westem states (food 

products, lumber and related forest products, chemicals, etc.). 

Similarly, the Southeast is a manufacturing supplier for buyers in die West and a market for 

goods produced in the Weif. In 1992, seven fast-growing Southeastern states (Tennessee, 

Mississippi. Alabama. Georgia, North Carolina. South Carolina and Florida) had combined 

manufacturing output of $149 billion 

Given the anay of manufacmrers throughout the West (Table 2). the scale of manufacturing 

in the Northeast and Southeast, and the sprawl of big consuming states in the West (and elsewhere), 

traffic can be expected to move pervasively among all these states and regions. The shipper 

statements filed in support of die UP'SP consolidation provide many specific illustrations. Lumber 

and other forest producî  rr-ove froa, ihc Pacific Northwest (Washington. Oregon. Idaho, 

Montana)—and from southern pine ongins (m Oklahoma. .Arkansas, and Louisiana)—to Califomia, 
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Arizona, New Mexico, Texas. Wisconsin, Minnesota, and other Westem states as well as to 

destinattons in the Southeast (routed via Memphis) and the Northeast (over Chicago).'̂  Kraft paper 

and wood pulp is tt-ansported from Washington/Oregon to Wisconsin, Ohio, Califomia, and 

Arizona,'̂  sah is shipped from Houston to California, the Southeast, and the Northeast; '' fertilizers 

and animal feeds move from Montana into Southern Califomia. Anzona. and New Mexico.'' 

Industrial chemicals produced in Texas are delivered to buyers in Arizona, llhnois, and New York.'* 

Appliances produced by General Electric at plants in Kentucky. Indiana. Alabama, and Georgia move 

to distribution waiehouses in California. Washington. Colorado, and Arkansas.'̂  

What we thus now have is a very diffused parioply of goods producers, within the West and 

in other regions, that are drawn to sell to the big consuming state markets of the Western United 

States. And likewise for sales by Western supphers to buyers in the Northeast and Southeast. 

Transportation is what brings these buyers and sellers together and converts sales potential to 

commercial reality. 

'• Manke Lumber; Hampton Lumber. \\ cstcm International Forest Products; Cascade 
Empire Corp.; Furman Lumber. Inc.; Georgia Pacific Corp.; Idaho Forest Industries. Inc.; D.R. 
Johnson Lumber Co.; Keller Lumber Co.. Crcstbrcwk Forest Industries. 

" Port Townsend Paper Corp. 

United Salt Corp. 

" Port of Montana. 

'* Chemtech Products. Inc. 

GE Appliances. 
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(2) Qrains 

The West is tbe grain heartland. Output is large and growing (the com harvest, for instance, 

is now about three times bigger than it was in 1950 due to increased yields per acre). Tbe grain states 

ship most of their productton outside their borders-to other states and countries. Tmcks and barges 

are significant, but rail plays a substantial role in transporting grain from fanns (and fami elevators) 

to users. 

Domestically, wheat moves in large quantities by rail to diverse destinations (UP is a major 

originator, SP less so). From Kansas, the biggest wheat state, the most recent data show that 

railroads moved substantia! volumes to a number of odier Westem states.'* As destinations, Texas, 

California, Missoun, and Oklahoma ranked at the top of the list, but not far behind were Minnesota, 

Nevada, and Utah. A large portion of this wheat ends up as flour. Throughout the West, wheat 

moves by rail in a conplex net of statc-to-state mo-, ement pattenii (Table 3 shown on the following 

page lists the larger movements). Califomia takes more than a million bushels of vheat from 

Colorado, Idaho, Texas, and Utah; Texas does so from Colorado, Kansas, New Mexico, North 

Dakota, and Oklahoma; Utah receives from Cotorado, Idaho, Kansas, and Nebraska. Cross-state rail 

wheat haulage is pervasive. 

The same is also tme of com. lowa, the biggest producer, ships more dian a million bushels 

by rail to California (heavily for feedlots). Arkansas (pouloy feeding), Texas, Tennessee, and 

m 

Inforniation as to grain movements refened to here are from studies published in 1990 
that were conducted by the agricultural expcnment stations located ai land-grant universities 
the North Central and Southern regions. The work was sponsored by the U.S. Dept. of 
Agriculture and other organizations it remams the most comprehensive source of t^ain transport 
data since it covers movements by all the modes. See Com & Wheat Movements in th,̂  United 
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TABLE 3 

ILLUSTRATIVE DOMESTIC INTERSTATE CORN & WHEAT 
RAIL MOVEMENTS OF FIVE MILLION OR MORE BUSHELS 

Iowa to Arkansas 

Iowa to California 

Iowa to Texas 

I l l i n o i s to Arkansas 

Minnesota to Texas 

Minnesota to Arkansas 

Nebraska to Arkansas 

Nebraska to Texas 

Nebraska to Cali f o r n i a 

Missouri to Arkansas 

Missouri to Texas 

Kansas to Texas 

Kansas to Texas 

Colorado to Utah 

Colorado to California 

Oklahoma to Texas 

Texas to California 

Utah to California 
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Okh'homa, among others. (Several of the biggest state-state com moves are also summarized in 

Table 3.) To satisfy the needs of its feedlots, Califomia also receives com by rail from Nebraska, 

Minnesota, Kansas, and Texas. Rail transportation is cmcial to the abilit>' of Iowa suppliers to sell 

in these distant tocattons. And better rail Q-ansportation could increase their opportunities still more. 

(3) Coal 

As recently as 1970, Western coal output was .small, with only ten million tons produced in 

Wyoming and Montana. With increasing emphasis on the reduction of sulftu- to achieve air emission 

quality objectives, and with its economies of strip-mine production. Western coal's attractiveness led 

to a great burst of production throughout the region In 1994, tbe combined coal production of 

Wyoming (the biggest source), Montana, New Mexico, Colorado, Utah, and Arizona exceeded 340 

million tons. 

Some Westem coal is consumed in the states of production, but most moves by rail to other 

states. Wyoming mines, for example, ship in sizable volumes (over 5 million tons each) to Arkansas, 

Indiana, Iowa, Kansas, Oklahoma, Texas, and Wisconsin (Louisiana has taken Wyoming coal via rail-

barge). Destination states receive coal from multiple state origins. Arizona, as an example, received 

coa! from New Mexico and Colorado as well as from its own mines. Interstate Westem rail coal 

shipments, criss-crossing the region, art commonplace, moving along the same rail lines as grain, 

manufactures and other traffic (including metallic and nonmetallic minerals).'" 

For example, from Wyoming FMC Corporation ships natural sodium carbonate (soda ash) 
to Southeast destinations reached via Chicago, and to the West Coast for export. Great Lakes 
Carbon Corporation receives raw penoleum coke from Soudiera California at its Enid, Oklahoma 
plant and ships calcined petroleum coke to various destinations. See statements of both 
companies in support of the UP/SP application, 
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^- Growth In International Trade: ricvf̂ n̂,̂  hnnlicatinns for Westem Rajlrnjids 

So large, so rapidly growing are American exports and imports that they wanant separate 

treattnent as generators of demand for rail transportation, especially in the West. 

Twenty-five years ago, in 1970, combined U.S. exports and imports were 12 percent of Gross 

Domestic Product. By 1994 that share had more than doubled, to just under 27 percent (exports 

alone were 12.3 percent, imports 14.4 percent).'" The export component spells U.S. growth and 

jobs: "Over the last 7 years." the President's Council of Economic Advisers said in its January 1995 

report, "U.S. exports of goods and services accounted for over one-third of economic growth, and 

ejqxjrt-related jobs grew over five times faster than total employment."'' hnports are also beneficial 

in that they broaden the anay of goods available to American consumers and businesses. The growdi 

of both exports and imports is at root a product of marketplace competition on a global scale. 

Cono-ary to the impression held by some that die U.S. cannot compete effectively for sales 

to other countties. the fact is quite to the cono-ary. In 1993, America exported $389 billion in 

manufactured goods, with chemicals, plastics, paper, and a broad range of machinery among die chief 

product categories.̂  From a geographic standpoint (̂ nd a feattu-e of special interest since it relates 

to tt-anspcrtation in the West), our pnncipal export partners are in North America—Canada and 

Mexico—and m Asia. To Canada we exported more than $90 billion of manufactures in 1993, to 

Mexico $36 billion, and to the countries of Asia collectively $114 billion. Exports to Austt-alia and 

'" Calculated, in 1987 dollars, from data in Economic Report of the President (Feb 1995) 
Table B-2. 

" M.-it 215. 

" U.S. Department of Commerce. 1993 U.S. Foreign Trade Highlî blS Tables 1 -5. 
Individual countty data are in Tables 6-21. Agricultural data are in Tables 22-29. 
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Oceania added another $9 bilhon. In the t:-insportatton of these exports, which collectively represent 

neariy two-thirds of total U.S. exports of manufactured goods, the raifroads of the West are major 

factors since they can participate in all the moves involved (to Mexico and Canada in all-rail 

movements and via the Pacific Coast ports for Asia). 

Imports of manufacttired goods represent major sources of supply for die American economy. 

Included are goods like lumber from Canada, assembled TV sets and other electtical products from 

Mexico and Asia, and autos from Japan and Canada (the value ofcars impt>rted from Canada in 1993, 

$18 bilhon, was nearly equal to the $22 billion in cars imported from Japan).'- Aside from satisfying 

consumer wants, imports also make up major sources of supply of raw materials and intermediate 

inputs for American factories. Auto parts from Asia, as well as from Japan and Canada and Mexico, 

end up in automobiles buiit by American workers, including those assembled by the Big Three. 

Indeed, many of the Honda Accords produced in Ohio (and the Camrys assembled in Kenmcky) using 

components made both in the U.S. and imported from Japan, are shipped back for sale m Japan 

(where they are a top seller). Westem railroads handle in carload and doublestack container service 

both imported parts and finished auto exports, just as they tt-ansport imports from Canada and 

Mexico. 

In coming years, it is expected that exports will "grow far faster than other components of 

U.S. national income."'" The most rapid growth will be in emerging markets in Latin i\merica and 

24 
(Feb 1995). at 215. 
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Asia for which exports "will be a key engine of growth for the U.S. economy over the next decade."" 

.Amplifying on diis, a recent Commerce Department report identified nine countties that it tenned 

"Big Emerging Markets" (BEMs) for U.S. exports through the year 2000. These are Argentina. 

Brazil, China. Hong Kong. Taiwan, India. Indonesia. Mexico and South Afiica.'" From the 

perspective of the Westem railroads, diis list of BEMs has particular relevance in that most involve 

moves in which tiiey would participate. Goods for China. Hong Kong. Taiwan. India and Indonesia 

wouM most likely move via the Pacific Coast; those for Argentina and Brazil could be exported over 

the Gulf ports (Houston or New Orieans); and exports for Mexico could be handled in rail service 

(or tmck). 

Mexico assumes special prominence as a growth component for U.S. exports. 

Expanding export tt-ade with our neighbor to the south is indeed already evident. Between 1987 and 

1992, U.S. exports to Mexico rose from $14.6 billion to $40.6 billion, up 178 percent (in cunent 

dollars).̂ ' In this period, every major region of the countty has posted large increases in exports to 

Mexico, including, in addition to the border states, the non-border states of Michigan, Ohio, Illinois, 

Id. 
26 

U.S. Department of Commerce. LJLJjIgbal Trade Outlook 1995-2000 (Mar. 1995), at 
63-94. 

27 
U.S. Department of Commerce. U.S. Exports to Mexico- A State-hv-State O v m j w 

(August 1993, at I , 11). 
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New York, and Pennsylvania." This connotes a need for tt-ansport breadth as UP, SP and other 

raifroads fiinnel tt-affic from all over the countty du-ough die Mexican gateways. 

While manufacUires are a large component of U.S. o-ade, agriculttiral products—mainly 

grains—also are substantial. In 1993 die value of American agriculttiral exports was $42.8 billion, 

up 49 percent compared Avith 1987.'" Asia accounted for $17.5 billion, the Western Hemisphere for 

anotiier $12.5 billion—witii sales to Mexico totaling $3.5 billion. 

Taking account of NAFTA oppormnities and other factors, the Agriculture Departtnent 

forecasts that between 1996 and 2005, U.S. com exports will increase by more than a diird—from 

45 million mettic tons to 61 million metric tons. Mexico is expected to be a growing consumer of 

com, with its imports projected to increase from 3.8 million mettic tons in 1996 to more than 6 

million metric tons in 2005.'° Asian countties will also be large com importers (China's com 

purciiases are forecast to increase from 400,000 mctnc tons in 1996 to more than 7 million mettic 

tons in 2005). 

U.S. wheat exports are also forecast to increase, growing from 32.6 million mettic tons in 

1996 to 39.6 millton mettic tons in 2005." China's wheat imports will expand more than diose of any 

'" M. at 1, 12-18. Non-border states "have registered the greatest percentage growth in 
shipments to the Mexican market," id. at 1. In 1994 merchandise exports accounted for 8.6 
percent of Gross Domestic Product, up from 5 9 percent in 1988. All regions experienced growth 
in their exports. In Michigan, for example, the contribution of exports to its economic growth 
doubled in 1994. Business Week. Oct. 16. 1995, at 34. 

U.S. Foreign Trade Highliohts 199T Table 22. 

> J.S. Dept. of Agriculture, Long-Tcmi Aencuitural Baseline Projections 1995-2005 Table 
8. 

" Id. at Table 9. 
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country—up by two-thirds by 2005. Witii other nation^Asia, Afiica, and Latin Amenci^ -also 

importing more wheat, the prospect is for significantly increased rail ttaffic volumes moving to die 

Gulf and West Coast terminals. 

The international coal market also holds the prospect for increased U.S. exports, from 

Westem as weU as Eastem mines. Global coal miports will grow substantially, up from 441 million 

short tons in 1990 to an Energy Department-forecast 678 million tons in 2010.'̂  Since most of diis 

increase wiU be in Asia, the U.S. Western mines confront sizable export market potential. However, 

they also face tough competitton, from Austt-aha in particular. U.S. competitiveness thus will depend 

on mine efficiency and also on the cost of inland rail as well as ocean n-ansportation. Taking this and 

other factors into account, the Energy Depaitment forecasts year-2010 U.S. coal exports for Asia at 

24 million tons." This compares widi a forecast of 10 million tons in 2000. 

Foreign tt-ad*^—-in manufacttired goods, coal, and grams—this imposes a large, growing, and 

dense web of discrete tt-afRc demands on top of the growing and sprawling needs of domestic 

tt-ansportation. This unpacts most heavily on die Westem raihoads, for it is an inescapable feattire 

of geography that they must handle the most rapidly expanding components of foreign tt^e: ttaflfic 

moving between points in the West and East, on the one hand, and Mexico, Asia, and Canada on the 

other hand. It is the constellation of volume and spatial demands for domestic and intemational 

freight movements that defmes the physical dimensions of die market which UP and SP must be 

positioned to serve. 

U.S. Departtnent of Energy. Intemational Energy Oiî ljn? IQQS (June 1995), Table 20. 

" This includes steam and coking coal. 
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E. Shipper Demands for Enhanced Rail Service (jyaliiy 

Once, transportation service quality was basically a question of whether a shipment arrived. 

Shippers were largely passive, taking tt-ansportation as a given, not as a variable diey could influence 

and from which they might benefit. 

All this has radically changed. Shippers now view transport, quality as something that, in 

coordmation witii a responsive canier, can be manipulated to thefr commercial advantage. Witii 

faster and more reliable rail service, shippers, adopting the principles of the new logistics, now see 

that they can cut their own costs and improve the efficiency of their manufacturing and distribution 

fiinctions." 

One way is by reducing inventories and die avoidable cost they represent, in view of the high 

value of many components and raw materials and the cost of capital. Logistics factors, though, 

extend beyond inventories. By speeding up manufacturing and more tightly linking the volume and 

types of goods produced to final sales, letting up-to-the-minute demand indicia rather than 

predetermined production targets guide the level of production, gains in productivity can be achieved 

all along the line. 

Sound though the new logistics is in concept, it presupposes that tt-ansporters are positioned 

to respond with the requisite speed, consistency, and overall service quality. For the higher-valued 

goods that are most subject to modem logistics practices, goods must move quickly—and. equally 

Timeliness is now seen by companies as the key criterion for competition. 'Time is where 
the stakes are being laid." The Economist. March 5, 1994. Survey Section at 16. As an historian 
has observed, "the faster it goes, the better it is for business." Braudel, The WTieels of Commerce 
(1979, English Trans. 1982), Vol. 2 at 349. 
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mipoitant, with reliability. A "lean-based" factory, widi minimal inventory, depends on receiving 

essential input 'just-in-time," for a delay can mean having to shut dô vn operations. 

Much more, though, is involved than sheer speed of movement and schedule reliability. 

Shippers now want to be able to monitor thefr goods movements commuously. they need to 

detennine when a shipment will anive. and in some cases they may want lo redirect it to another 

destmation. "ITiis implies computerized ttafific-ttacmg capabilities that yield accurate, up-to-the 

minute infomiatton readily availabL- to both shipper and canier managers. Shippers now want to deal 

with a single canier that manages all facets of movement. Movement via multiple earners is seen by 

shippers as both inefficient and deleterious to effective quality contt-ol of theii transportation. Single-

system service is what shippers want." 

Shippers demand many things from railroads aside from prompt, reliable handling of their 

shipments. They want highly specalized rolling stock to best satisfy their needs, and they expect diat 

raihoads can repositton equipment so as to improve equipment utilization (and hence car availability ). 

They also look to railroads to establish, at tocations within major urban areas diat best accommodate 

drayage, high-capacity intennodal tenninals capable of rapid toading and unloading operations.'" And 

they expect that railroad computers and communications systems will be die most modem available. 

" As of mid-November over a tiiousand customers had given statements endorsing die 
UP/SP merger. Much of this support stems from their need for expanded single-system service. 
The supporting shipper statements of Great Lakes Carbon Corp.; Chickasha Cotton Oil Co.; 
(Thrisiie Gas Corp.; Crestbrook Forest Industnes; Eastport Industries; El Dorado Chemical Corp.; 
Elhngson Lumber Co.; Fanners Co-Op Elevator Association; Funnan Lumber; GE Appliances; 
Hampton Lumber Sales Co.; Hawkins Freight Services; Hunt Plywood; Manke Lumber; 
NortJiwest Pea Bean Co.. and Nulyne Inc. arc illustt-ative of this broad-based desire for 
increased single-line rail service. 

'* See shipper statements of Yellow Freight System and Pro Trans. 
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All this, shippers believe. leads to comprehensive, market-attuned service that can oe rendered widi 

efficiency in operations and capital investtnent. Shipper insistence on higher and sustained levels of 

service quality imposes a complex layer of new challenges to raihoads. 

Responding to the quahty-exprcssed demands inspired by the new logistics is difficult for the 

Western raihoads because they are also being called upon to handle growing ttaffic volumes that are 

changmg in composition. Since 1960, revenue ton-miles in the West have ttipled (in the East they 

rose by 40 percent), and widiin only die last five years diey have increased by neariy 50 percent.'' 

To sustain this growth in volume would be enough of a challenge if the ttaffic were 

homogenous in ternis of the quality of service required. This, though, is not the case. While volumes 

are up in all categoncs, intemiodal and other service-sensitive tt-affic has expanded the fastest. Moves 

of containers and, increasingly, of tt-ailers (as motor carriers substitute long-haul rail for over-tiie-

highway movements to achieve lower costs) have increased faster than any odier component of 

tt-affic." Here, UP, SP, and otiier railroads have to provide fast and consistent service to meet the 

always-present competitive potential of trailer diversion back to the highways. However, other 

categories of tt-affic—manifest loads and shipments of bulk goods moving in heavy tram.s also 

require good service since, among other reasons, cars (often shipper-owned) reflect sizable 

investment and require rapid rettim. No segment of traffic can be neglected; al! have to be 

accommodated. 

37 
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1994 AAR Raiimadfacls 27; A.\R 1994 .-Xnalvsis of Class I Rnilrnads line 709. 

UP intermodal and other service-sensitive tt-affic (such as autos), as a share of its total 
volume, are projected to rise from 26 percent in 1985 and 34 percent in 1995 to 39 percent in 
2000. Traffic will also increase in all other categoncs. 
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Differences in the service requirements of different components of their tt^aic place sttingent 

demands on raihoads. Just from the standpoint of tt-ain speeds, the handling ofa multiplicity of 

service-distinct types of tt-affic over a given line stresses capacity and operational perfomiance. For 

example, slower tt-ains have to be set aside to let faster tt-ains pass, resulting in an accordion-!ike 

adverse impact on average tt-ansit times and on effective line capacity. This is why operating 

personnel see significant advantages in being able to specialize lines by service category—using one 

line for faster o-affic, another for heavier and slower tt-ains. 

F. Distilling Lhe Implications 

Two major lessons—and one unifying implication—can be drawn from the foregoing 

discussion. The \essons are these: First, the market for rail service ui the West has been 

fiindamenta'iy recast. Traffic in aU categories Ls growing and moving in a near-omni-directional maze 

of conidors—between all the states and subareas of the region and between it and the Northeast and 

Southeast. Second, shipper demands for stt-ingent levels of service quality have intt-oduced an 

important new dimension to the market. 

The unifying implicatton is this: 1 o serv e the spatial and qualitative demands of the Westem 

tra îsport marketplace as it has emerged, a major railroad must have broadly envelopmg market 

coverage of the regton and good routes in all of friC pnncipal ttaffic conidoia. Without those critical 

qualities, no carrier can ttiily serve the market and be able to offer the service quality that shippers 

deem necessary. 
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PART II 

BENEFITS OF UP/SP CONSOLIDATION: EXPANDED lARKET 
COVERAGE, NEW AND IMPROVED ROUTES 

Over time, all markets change, and to accommodate them, successful businesses have to adapt 

accordingly. Most are free to do so, reflecting the dynamic adjusttnent process of a private emerpri.se 

economy. Some have done better than others and some, faihng to do so, have eidier departed the 

scene (Montgomery Ward, Intemational Haî ester) or have gone through pamfiil resuscitation 

(Chiysler for one, Penn Centtal for anotiier—with bo'h requiring government bail-outs). Nearly all 

businesses in nearly all sectors constantly adapt to new circumstances by tenninating old product 

lines, developing new ones, retocating factories, or e;̂ )anding geographically to serve new customers. 

In die tt-ansport sector, no less tiian manuf ictunng, motor earners, airlines (for passenger or 

cargo service), and water caniers (whether ope ating on the inland waterways by barge or on the 

oceans) must reposition to meet evolvmg ma ket demands. Provided with publicly-built and 

maintained rights of way (highways, airports, J frways, river locks, ports), or a nattiral operatmg 

environment (rivers, oceans), carriers m thest modes can shift about theh mobile assets widi 

comparative ease to respond to new market opportunities and challenges. Railroads, ahnost 
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uniquely,'" have limited adaptive flexibility.*' Because their rights-of-way are fixed in place, reflecting 

old route locational decisions, raihoads can over time lose confonnance witii the changing 

maricetplace; they cannot relocate their old lines or build thousands of miles of new ones. 

Railroads' adaptton to the new market condittons described in Part 1 of tiiis statement requires 

a fiindamental reconfiguration. Thî  necessitates consolidation, for what is involved is the 

reconstimtton of the existing lines of two caniers into what amounts to a single new, market-attuned 

railroad."' BN and Santa Fe recognized that, alone, they could not serve the changed tt-ansport needs 

that have developed. They accordingly proposed to consolidate, and were allowed to do so. 

Precisely die same rationale applies in the case of UP/SP. 

Here three questtons are examined. First, what is die present scale and what arc die specific 

freight tt-aflic movements in the Westem U.S. that UP or SP, or BN/Santa Fe, must accommodate? 

The answer defines the principal tt-affic pattems with which we should be concemed. Second, do UP 

or SP as independent roads have the requisite market coverage—the single-line geographic scope to 

serve this market? If not, as is die case, would their consolidation give them the requisite scope and 

39 
Only petroleum pipelines bear some resemblance to raihoads. but they are mostly built to 

serve the needs of particular shippers, whereas railroads provide all-purpose tt-ansportation for 
shippers generally. 

Air. highway, and water caniers respond readily to market developments. While railroads 
have experienced considerable deregulation, the fixity ot heir assets consffains tiieir flexibility. 
Consolidation is a key way for them to adapt. 

If a shipper in Arizona solely served by SP were to decide to set up a new disttibution 
center in the Twin Cities, a location not reached by SP, a rail connection would dictate an interiine 
move. But interline rail movements, involving two managements and n^gmentation of 
responsibility for shipments, do not satisfy shipper requirei lents. Only consolidation can assure 
the smgle-system service diey want, as is reflected in tiieir uiiprecedented support of die UP/SP 
application. 
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maricet coverage? Third, even if UP and SP can reach particular points, are their routes of die quality 

necessary to be ttoily competitive? If not, how will consolidation sttcngthen dieir route positions in 

these freight lanes? As will be shown, UP/SP consolidation wiU yield substantial public 

benefit:—enriched ftmher as a result of the BN/Santa Fe-UP/SP settlement. 

A . Freight Traffic Jp and For the West: Market <;calc and the M;^ior Traffic CnrnHnr. 

The job of the tong-haul Westem railroads is to serve the o-affic movmg in die region. Pnor 

discusston has descn'bed the basic demand-suppfy and tocational forces that are at work and portt-ayed 

the changes that have taken place with the sprawl of population and business activity . Here the focus 

is on how these demographic and economic developments have shaped ttaffic flows. 

Step one is to consider freight traffic within the West, by which I mean here •he area in which 

UP and SP (and BN/Santa Fe) have significant operattons (Table 1 specified the states involved;. To 

quantify the ttaflfic. I obtained comprehensive Transearch data state-to-state for 1994 (this includes 

movements by virtually all modes"- in most STCC categories)."' Table 4 (shown on the following 

page) summarizes these data for the bigger bidirectional movements between eleven of the states 

(Appendix A contains all the state-state data). As can be seen, the tt-affic flowing between these 

states is large in volume and of varying lengths of haul. Some are to a neighboring state (Texas ships 

"̂  Truck traffic is a major factor in defining freight movements. Railroads' route limitations 
have inhibited them in their ability to compete witii motor caniers. which have unimpeded access 
to die well-intenneshed highway system. With better routes and enhanced single-line service, 
railroads will be able better tc compete with tt-uckers c: to attract their long-haul moves to 
intermodal rail service. 

"' As compiled by Reebie Associates. Transearch provides information on the volume of 
U.S. freight tt-affic moving benveen geographic locations on an ongin-destination basis. It 
encompasses die railroad waybill sample, water ttaffic. and estimates of truck movements (for-
hire and private) as well as air cargo. All commodities handled by railroads and water caniers are 
included; the tt-uck data comprehend manufacttired goods, coal, and fresh produce. 

411 



mmmm mmmmmmmmmmi 

TABLE 4 
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CO 491.780 
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Ml 106.457 
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over 22 million tons to Louisiana. Louisiana over 27 million tons to Texas, while Califomia and 

Arizona exchange 6.5 million tons), but some moves are to distant states (Califomia originates 6.9 

million tons for Texas, 1.9 million tons for Louisiana, and over 8 million tons for or via Illmois).** 

Directtonally. some of the state-state moves exhibit east-west haul pattems; some are north-

south (Wasliingion ships 8.7 million tons to Califomia while Texas generates 3 million tons for 

Missouri, 7.7 million tons for Illinois, and 2 million tons for Wisconsin/'Minnesota); and some are 

lateral moves (m the Washington/'Colorado/Texas/Louisiana lane 3.5 million tons move in both 

directions; Arizona originates and receives 1.7 million tons in concert with 

Illinois/Wisconsm/Minnesota). 

Obvious from die data in Table 4 is that the states of the West form a large, geographically 

cohesive maAet. Shippers in, say, Texas are shipping goods all over the region in large quantities, 

as 2re shippers in the ether states S-incc a high degree of'iradc affinit>' is evident throughout the area, 

the Westem market is a broad one—stretching from the Canadian to the Mexican borders and 

extending from the Pacific Coast to the Mississippi River and north through Illinois, Wisconsm, and 

Minnesota. Expansive market coverage is thus a prime criterion of effective transportation in this 

area. 

Traffic, especially rail movements, flowing between the Westem states can be categorized into 

groups of states relevant to the major ccmdors involved. This could be done in any ofa number of 

ways, but the sub-areas displayed in Tabic 5 (shown on the following page) represent reasonably 

"" Substantial traffic also moves inttastate. as shown in Appendix A. Much of this is short-
haul and mov.es by tmck. However, many haui > in Califomia are longer-hau' and susceptible to 
rail movement. 
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TABLE 5 

WESTERN STATE SUB-AREAS 

S:)uthv?est 
(SW) 

Missouri 
Arkansas 
Oklahoma 
Texas 
Louisiana 

Pacific Southwest 
(FSWj 

California 
Arizona 
New Mexico 
Nevada 

Pacific Northwest 
(PNW) 

Washington 
Oregon 
Idaho 
Montana 

Upper Midv/est 
(UMv;i 

North Dakota 
South Dakota 
Minnesota 
Wisconsin 

Central West 
(CW) 

I l l i n o i s 
lOVsra 
Kansas 
Nebraska 
Wyoming 
Colorado 
Utah 

414 



coherent categories (included are all of the Westem states)."' Connecting these sub-areas with each 

other defines the principal intt-a-Westem region freight ttaffic corridors. 

The West, though, is not self-contained. Its anay of producers and its diffiision of population 

mean that its sub-areas also tt-ade with the rest of the countty. Table 6 shown on die following page 

profiles the tt-affic moving between the Westem sub-areas and in conjunction with the Northeast and 

Southeast (the states making up these regions are shown in notes to the Table). These inter-regional 

movements exhibit very large ttaffic volumes. 

All told, summing shipments in both directions, almost 178 milhon tons move between die five 

Westem sub-areas shown and the Northeast. This makes it imperative that a rail carrier serving the 

West be positioned to offer service over good routes via Chicago and St. Louis (the latter serves as 

a gateway for Soutiiem Ohio and Indiana. Kenmcky, West Virginia, and Virginia, while Chicago is 

the primary connection for Michigan, Northern Ohio/Indiana, Penmylvania, the Atlantic Seaboard 

states, and New England). Another 88 million tons move between the Westem sub-areas and the 

growing Southeast, where Memphis provides the key rail gateway for the rapidly industrializing areas 

in Tennessee, .Alabama, Georgia, the Carolinas. and Florida. 

Thus from an intenegional standpoint, efficient connection of the Westem state sub-areas 

displayed earlier m Table 5 witii the Nortiieast and Southeast via Chicago, St. Louis, and Memphis 

is essential if a raihoad is to serve the West efttctively. (Quality rail routes connectmg the intt-a-West 

sub-areas with each other and with the Northeast/Southeast are what die ttaffic flows now call for. 

"" The sub-area groups used here conform to those defined by the Commission in its 
BN/Saata Fe decision, Slip op. at 60 nn. 84-85. However, I have added a Central West sub-area 
to comprehend states that generate substantial grain, coal, and otiier ttaffic moving to/from the 
other states in the West. 
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TABLE 6 

WEST IhTTERREGIONAL TRAFFIC FLOWS. 1994 

(torn) 

PNW 6.880.979 5.483.555 12.382.634 

PSW 11,480.320 19.512.830 30.993.150 

SW 57.953.483 45.006.457 102.950.940 

UMW 80.201.258 19,964.364 100.165.622 

CW 111.127. ISO 66.696.748 177.823.< 

NorttiMSl Slaias: 

SOUTHEAST 
Fiftifwiwl Wtasttnual Jsa^ 

4.578.816 2.629.508 7.408.414 

7.405.667 9.967.786 17.373.453 

119.612.044 81.704.797 201.316 841 

8.884.873 8.566.268 17.451.141 

55.065.209 33.291.716 88.346.965 

Southeast Statas; 

Source: Appendix A. 

Connecticut. Delawafe. Disthct of Cdumbia, 
iratana. Massac»MisetU. Maryland. Mans. 
Michioan. New Han^Mhire. New Jersey. 
New YorK Ohio, Pennsylvania. 
Rhode Island and VennonL 

Alabama. Florida. Georgia. Kanludry. 
MississipiN, North Carolina. South Carolna. 
Tennessee. Virgmia. and West Vir̂ viia 

'««'«'tmt.''i>-r''i'r*^^ 



The issue, considered below, is how well UP and SP measure up to these dictates as independent 

raihoads and in what ways consolidation would improve theu- capacity to confront the marketplace 

on hs terms. 

B. Expanded Market Coverage 

To serve the West today requires that a long-haul raihoad be able to offer comprehensive 

single-system tt-ansportation that connects ail its principal state sub-areas (see Table 7 shown on the 

following page) and links them with the Southeast and Northeast. Neither UP nor SP has this 

essential market coverage."̂  

One key fact is that neither UP nor SP, separately, operates throughout the region. SP does 

not serve Washington, Idaho, Montana, South Dakota, Wyoming, Minnesota or Wisconsm, and 

barely touches lowa. UP serves more states but it is not in Arizona or New Mexico. They both thus 

lack the market scope needed to provide broad-ranging single-line service in the West. 

Even where these railroads serve a state, it is not to be assumed they do so comprehensively. 

For example, UT reaches Los Angeles and the Bay Area—both via Utah—but it cannot offer direct 

north-south service within California. As a result, UP cannot serve such major locations as Fresno 

and Bakersfield (their combined population exceeds 1.4 million). All told, of the 651 SPLCs in 

Califomia, SP is at 376 (and BN/Santa Fe at 244) but UP serves only 71. Hence, where UP 

originates traffic at some location in the West moving to California, it will often be the case that it 

"Extended market covLiuge" was seen as a principal benefit of the recently-approved 
BN/Santa Fe consolidation, since it "will result in new competition for other railroads, tmcks, and 
water carriers, and, ulttmately. impiovemcnts in services and or decreases in rates." BN/Santa Fe. 
Slip Op. at 59. The various new markets that BN/Santa Fc could serve represented expanded 
market coverage, with single-system service, as compared with what either BN or Sante Fe alone 
could achieve. Id. at 59-62. 
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TABLE ^ 

INTRA-WEST SUB-AREA TRAFFIC FLOWS, 1904 
(tona) 

FronVTo PNW PSW SW UMW CW 

PNW X 31,012,140 5,240,342 25,142.855 21,327,895 

PSW 10,871,207 X 16.337,478 1,764.318 18,738,999 

SW 4,273,313 24.865,610 x 9.297,882 50,890.039 

UMW 11,049.020 3.587,723 15.733,872 x 42.345.874 

CW 21.999,552 43.514,583 228.308,330 58.266.223 x 

NOTE: Su&mrM iMraviations and ktatt groupinga 
u% m TaM 5. 

Source: Appervto A. 
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cannot offer a singie-line movement because it does not directly reach the temiination. On die other 

hand, SP, which does have a dense network in Cahfomia, will often be unable to provide a single-line 

move because it does not serve die non-Califomia origin point. 

Mcreover, the fact that UP and SP both serve a given state does not mean that they each 

serve ali parts of the state, or handle all directional shipments to and from it. For example, both 

operate m Texas but SP, and not UP, extends into the Texas Panhandle and across the Southern 

Comdor to California. In Oregon, where its routes are modest, UP cannot move ttaffic dttcctly to 

the south (a pnme direction for shipments of the state's forest products). Likewise, in Colorado SP's 

lines stt-etch east-west and north south, with the latter providing connections into tiie Southwest (for 

New Mexico, Arizona, and Mexico gateways). UP's lines in Colorado, by contrast, mn only to 

Denver and are basically only east-west. 

Finally, UP and SP each serve throughout the West many statbns where they provide the only 

rail service. Specifically. SP is the only railroad at 1,975 SPLCs and UP at 3,069 SPLCs. 

Necessarily, tiiere can be no single-system service between these many locations so long as UP and 

SP remain independent carriers. That is obvious, but due to various limitations in theh market 

coverage, the fact that one of these roads serv es an origin does not miply that it can also handle the 

destination. Indeed, because of routing constraints (cons dered below), it can well be the case tiiat 

there is no single-system service even wh»re UP or SP serves Ijoih tiie origin and the destmation. For 

instance, UP may be able to originate tt-affic at a plant it alone serves on the Texas/Gulf Coast tiiat 

is moving tu destinations it also solely serves in Southern California, but because UP has no route 

across the Southem Corridor (and would have to tt-ansport the tt-affic circuitously via Utah), the 

movement may be handled in interline service (say, forwarded tu SP). Whi'e an mteriine move may 
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be better than a highly circuitous single-line move, it is less efficient—and ol fers poorer service—tiian 

a dfrect smgle-line movement. 

In major respects, tiierefore, UP and SP—and tiieir customers—suffe - from the incomplete, 

geographically-fragmented scope of their separate line networks.*̂  Neither alone can offer the 

breadth of single-system service which the market requires and which shippers desfre. Thus, while 

it is tme that "smgle-line" service is important to shipper logistics strategies and essi-ntial "for carriers 

wanting to compete for service-sensitive freight.'""' both UP and SP are inescapably handicapped in 

the service they can presently provide. This harms their customers and inescapably impairs UP and 

SP in their efforts to compete with BN/Santa Fe (which now can offer greatly-expanded single-system 

service throughout the West) and with motor caniers. for whom door-to-door service i,; a stock-in-

trade. 

With consoUdation the situation changes dramatically. The combined UP/SP systen will be 

able to provide single-line service throughout all the Westem states—just as BN/Santa Fe can now 

do. Existing incomplete UP and SP coverage will be supplanted by a network that covers the region 

far more comprehensively in geographic terms and much more effectively from the standpoint of 

•"̂  Ju.st because UP and SP. or BN and Santa Fc. can, in some fashion, connect the Midweit 
with some Western markets docs not mean that any one of these railroads has the market 
coverage to embrace the West with sinĵ lc-systcm service. The logic of the BN/Santa Fe 
consolid.ition was that, without integration, neither BN nor Santa Fe had the operational scope to 
offer tbe service they could in combination. Sec BN Santa Fe. Slip Op. at 59-62. The same 
reasoning applies in the case of UP and SP. 

Id- at 65. Single-line serv ice, the Commission observed, is likely to benefit shippers by 
leading to "decreases in working capital requirements as base inventories shrink due to improved 
transit times, and as safety stocks of invcntorv arc reduced because the combined [rail] system can 
eiuninate the uncertainty of interchange. The transaction costs shippers incur in initial rate 
negotiations, in anangmg equipment supply, in tmcking shipments, and in billing and payment 
procedures, will likely be reduced. Id. 
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.service quality. UP bcal stations will have single-line service to/from SP points and, in what shippers 

see as particularly beneficial, SP local stations will be dfrectly tied to UP points.'" .Moreover, by 

extendmg coverage, and greatly expanding the scope of one-line service, the consolidation-cum-

settlement lays die foundation for the establishment of a more extensive anay of new, direct rail 

routes that will embrace the West and connect it more efficiently with die Southeast and Northeast. 

C. New. Improved Rnutas for the Main Traffic Conidors 

Earher it was shown that to connect the sub-areas of the West with each other and with the 

Northeast/Southeast, a raihoad requires routes in each of several connecting conidors. This means 

gCQQ routes: physically direct, witii the capacity to handle growing volumes ofa changing mix of 

tt-afiic while satisfying sttingent service requirements on a single-line basis. Considered here are die 

principal conidors involved and the posmre of UP and SP, witiiout and witii consolidation in each 

of these lanes. 

sa Corridprl 

PACIFIC COAST NORTH-SOUTH 
(PNW-PSW) 

This conidor. extending from Washingtoa/ldaho/Montana on die north (including Canadian 

gateways) through Oregon and Califomia, and connecting to .Mexico and routes into Arizona and the 

Soutiiwest, carnes large volumes of freight traffic (in 1994 almost 42 million tons of freight moved 

See. e.g., statements of Georgia i 'acific, Hampton Lumber, Owens Illinois, Grove 
Lumber, Laguna Clay, Golden Alimiinum, Eastport Industties, GMCO. 

50 
Designations of corridors by numbers are only for reference and do not imply any rank 

order importance. 
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between the Pacific Northwest and PSW subareas). Presently it lacks any single-line rail service and 

is dommated by tmck movements along 1-5. 

While SP has a dense line network in Califomia and reaches into Oregon, it does not operate 

in Washington (or Idaho/Montana). Thus, it cannot offer sen/ice stt-etching the full lengtii of the 

conidor. On the other hand, UP serves Washmgton (as wel) as Idaho and Montana), has some lines 

in Oregon, and is in Northem and Soutiiem Califomia—but it does not have a direct line along the 

Coast. Instead, its hnes zig-zag via Utah. Thus a UP move from Seattle to Oaklar i , or Los Angeles, 

is routed southeasterly over Salt Lake City and then back southwest for Los • .des or west fr.. 

Oakland. This means that a Seattle-Los Angeles mov e via UP is now 1,843 miles, and 

PNW-Caiifomia-pSW_\liljam 

Between Seattle and-

UP now 
SP now 
UP/SP* 
Highway 

* Post-ConscHdation 

Los Angeles 

1,843 
no service 
1,277 
1,159 

Oakland 

2,002 
no service 
923 
777 

a Seattle-Oakland move 2,002 milts. Since 1-5 is much more direct—shorter by 684 miles than UT 

between Seattle and Los Angeles—mxks have had a decisive competitive edge. Altiiough shippers 

of himber and other products in fhe Paci ic Northwest regard California (and the PSW) as important 

markets. ti;e lack of a good, direct single- line rail route has meant tiiat tiiey use motor carriage out 
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of necessity rather than any lack of interest in rail service." Intennodal competition is thus presently 

constt-ained and shippers are deprived of an effective rail option m what is one of tae countty's most 

heavily used freight corridors. 

From its perspective, UP now lacks a significant competitive opporuinity, but it is 

handicapped in otiier ways as well. Because of tiie acute circuity of its lines connecting tiie Pacific 

Northwest witii Califomia and the PSW, it cannot make optimal use of its equipmem and incurs 

artificially higher costs due to the added mileage involved. Further, in California UP also h-s no line 

directly connecting the state's northern and southern areas. It serves the Bay Area and Los .Angeles 

(although in each it reaches fewer sf.tions than SP or BN/Santa Fe), but UP tt-affic moving between 

these two urban complexes now has to be routed indirectly via Utah. This necessarily results in 

inefficiency (cars, for example, cannot readily be repositioned for reloading or used in tnangulation 

patterns). As well, UP does not serve locations in Centt-al Califomia (many of these points are 

reached by SP and BN/Santa Fe). 

With consolidation, LT and SP will be able to inaugurate a direct north-south rail route along 

the entire Pacific Coast, connecting the Pacific Nortiiwest (and the Canadian gateways) witi^ all of 

California and the PSW. Shippers all along the coast will at last have a good single-line rail 

ahemativc—^ prospect that they heartily endorse and a main reason why many support approval of 

" "By creating single-line intermodal scmcc between Seattle. WA and Califomia we would 
be able to shift a large percentage of our o\ cr the road traffic to intermodal due to improved 
intermodal service. This would result in freight savings without lowering the service provided to 
our customers." Port Townsend Paper Corp. 
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the UP/SP application." Intemiodal competition will be spurred, expanded single-line service will 

be put in place, and efficiency will be enhanced—cutti..g costs and unproving equipment utilization 

with a de facto increase in car supply. 

This is clearly publicly beneficiaL but the UP SP-BN/Santa Fe settlement adds still additional 

dividends. Presently BN/Santa Fe, like UP and SP, has no north south route in the conidor. 

BN/Santa Fe operates north of Bieber but presently it has no line connectmg Bieber with Stockton. 

The settlement closes this gap with the sale to BN/Santa Fe of tiie line between Bieber and Keddie 

and ancillary tt-ackage nghts.'' As well, the settlement provides for a proportional rate agreement 

which will allow UP/SP to compete with BN/Santa Fe for tt-affic in the Pacific Northwest (and from 

Canada) moving to or from an area extending from Oregon to West Texas. BN/Santa Fe, UP/SP, 

and their respective customers, will be positioned to compete on broadly comparable terms. 

Approval of tiie LT/SP consolidation, which incorporates the BN/Santa Fe settlement, will 

thus have the effect of creating IWQ single-line railroads along the Pacific Coast corridor where today 

there are pong, and there would continue to be none if the UP/SP consolidation-cum-settlement were 

not to be approved. 

See statements of Georgia Pacific. Port of Montana. Port Townsend Paper, Riley Creek 
Lumber. Cascade Empire. Crestbrook Forest Industnes. DWP Reload. Eastport Industties, 
Ellingson Lumber, D.R. Johnson Lumber, Manke Lui-.iber. 

" The settlement confers otiier benefits as well. BN/Santa Fe, for example, will gain 
improved access to the Port of Oakland over SP ttackage nghts. UP/SP will receive tt-ackage 
nghts between Bend and Chemult. Oregon, to connect Eastem Oregon and Washington, and will 
be able to use the recently-expanded Tchochapi tunnels without additional expense. The 
competitiveness of botii systems w ill be strengthened. 

424 



Corridor 2 

SOUTHERN CORRIDOR 
(CA-AZ-NM-TX-LA) 

This 2,000-plus mile corridor .stt-etches from Louisiana across Texas, New Mexico, and 

Arizona into Califomia, witii several gateways for Mexico. It thus embraces several of the West's 

largest and most rapidly-growing states (die five just mentioned have a combmed 1993 population 

of 67 milhon). The Appendix A data show tiiat in 1994 a total of 103 million tons of freight moved 

in this lane between the kientified state-state pau-s. Tmcks have available 1-10, which st etches from 

New Orieans to Los Angeles via Houston, San Antonio. El Paso, and Tucson. 

Presently UP has no direct line in this corridor. In feet, it does not even serve Arizona or New 

Mexico. The only way UP can provide single-line service between its Texa ./Louisiana stations and 

Southern Cahfomia is via an exttemely circuitous route that loops far north via Utah (from Dallas to 

Los Angeles, UP's route via Utah is 880 miles longer than BN/Santa Fe's direct route and 716 miles 

longer than SP's 1,743-mile route). This grea .y impairs UP's ability to serve its many customers iu 

Louisiana/Texas, particulariy shippers of chemicals, who originate tt-affic for deliveiy to Southern 

California.''̂  The more stringent their service requirements, the less competitive UP cai be given its 

acute distance handicap. 

^ FMC. the largest indu: rial chemical customer of the UP and SP combined, ships from its 
Bayport, Texas, plant "a substantial amount of product over the SP's Southem Corridor route. 
UP and SP have announced that they will undertake capital investments to upgrade the capacity 
of that conidor, relieving the severe congestion that cuncntly exists. This, along with the 
improvements to relieve congest'on in the Houston and El Paso areas . . . should produce much 
faster transit times." It will also reduce cycle times for its car fleet, which "equates to having the 
need for fewer cars to move the same or higher volumes.' F.MC supports the UP.̂ SP apĵ lication. 
See also statements of Pacific Chemical and Chemtech. 
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SP'S Sunset route mns through the fiill length of die conidor. However, it is constrained by 

congestio.. west of El Paso where its line adds tt-affic moving to or coming from its Tucumcari line 

(west of El Paso, SP is handling 33 tt^ins a day, including 22 tune-sensitive intennodal or auto 

movements). Only 105 miles of the El Paso-Los Angeles SP line are double-tt-acked and 

management acknowledges that there is congestion, exacerbated by inadequate passing tt-acks." 

Some segments have been double ttacked, using materials removed from SP s Donner Pass (sec 

discussion below), but Applicants' operating plan calls for substantially greater capacity on this line. 

ConsoUdation thus will have three pnncipal public benefits in this comdor. First. UP and SP 

customers will have service to all UP and SP destinations. Second, service quality will be improved 

as interline movements are replaced witii more efficient single-line service. And, finally, because of 

the settlement BN'Santa Fe will also be strengthened. It will gain access to shippers at points now 

served only by UP and SP (tiiis includes large Gulf Coast chemical plants) and wili acquire tiu-ough 

purchase a line that will extend its system to New Orieans. Customer̂  of both BN/Santa Fe and 

UP/SP will have expanded single-line service while the railroads will improve their efficiency and 

competitiveness. 

Et̂ tablishm.pnt of a strong UP SP single lmc route in the Southern Corridor will be of 

substantial benefit to shippers throughout the PSW and SW sub-areas. Great Lakes Carbon is an 

example. ). ships and receives pcttolcum coke at its Enid. Oklahoma plant and would like to bring 

in more from Southem California. At present, however, it is doing so on only a limited basis due to 

" SP Rail Corp. 1994 Annua! Repon at 5. 10. "[B]ctweer El Paso and Tucson, we're 
essentially a single-ttack railroad, and were moving a ttcmendous amount of tonnage bettveen El 
Paso and Tucson." Interview with Ed'Aard L. Movers, then CEO of SP, Railwav APP (NOV 
1994)at 25. 
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high cost and mhibited service. Witii the UP/SP Southern Comdor route in place, it anticipates 

taking more petroleum coke from Cahfomia because of bwer transportation costs and reduced tt-ansit 

time. It thus supports the application. Others also do so, for they too see single-line UP/SP service 

in die Soutiiem Corridor as offering unportant service and competitive benefits. 

Cr^idflti 

SOUTHERN CALIFORNIA/MEMPHIS 

This cortidor is an extension of the Southern Conidor (Conidor 2) but it merits separate 

comment due to the importance of Memphis as the key gateway for tt-affic moving between die West 

and the Southeast. This regk>n, as discussed earlier (see Part I), is industtializing rapidly and growing 

in population and the weahh of its people. Seven Southeast states—Tennessee, Mississippi, Alabama, 

Georgia, North Carolina, South Carolina, and Florida—are e;<periencmg pamcularly high rates of 

growth. Witii 43 million people, whose aggregate spendable income is $679 billion, tiiese states in 

1992 produced $149 billion (measured in 19,S7 dollars) of manufacttires (see Table 8 shown on die 

foUowing rage). As people and businesses in the West and Southeast interact as buyers and sellers, 

the intenegional tt-affic data summarized in Table 7 show that in 1994 a total of 88 million tons of 

freight were shipped between these Soufheastem states and the various Westem sub-areas (these 

were listed in Table 5). 

For most of the Southeast. Memphis is the efficient gateway for rail tt-affic to and from tiie 

West, but presently neither UP nor SP has lines connecting it witii Southem California (and the PSW 

and sub-areas) tiiat are as direct as can be achieved witii consoUdation. Presently SP connects Los 

Angeles with Memphis via a 2,186 mile line that curls south and east from El Paso through San 

Antonio and Corsicana. The constraints on SP west of El Paso, noted earlier, also unpair its 
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TABLE 8 

SOTTTHEASTERN STATE PROFILE 

1992 Qrffffg Pr;?f3v-:t. 

1993 
Population 
(thousand 

( i n m i l l i o n s of 
Spendable 
Income 

M i s s i s s i p p i 2, 640 $ 37,221 $ 9,216 

'* "'-'--'iiAvng / 

$ 32,886 
Georgia 6,902 128,612 24,500 110,352 
Alcdbama 4,181 65,975 15,384 59,653 
Tennessee 5, 094 91,299 22,755 79,677 
S, Carolina 3,630 58,943 16,658 50,686 
N, Carolina 6,952 130,482 39,135 108,658 
F l o r i d a 12.72A 222.5^^ 20.821 236.777 

TOTALS 43.125 735,085 148,541 678,689 

Source; S '̂̂ ^^^V Pnvina Pnwf.r . 
?iS.fi ( J u l y 

428 



Memphis senice. As for UP. it now has no single-line route in the Soutiiem Conidor (see Comdor 

2) and connects Los Angeles with Memphis via Utah—a cu-cuitous 2,533 miles. BN/Santa Fe's Los 

Angeles-Memphis line is shorter (2,088 miles) and faster than SP's. 

Together, however, UP and SP wiU create an excellent route from Los Angeles (and for 

Arizona, New Mexico, and Mexican ttaffic moving over SP's gateways at Eagie Pass and further 

west) to Memphis. The reason is that UP has a lme (die historic Texas & Pacific line) that extends 

due west from Dallas to El Paso via Sweetwater. This, in combination with an upgraded SP line west 

from El Paso, would provide the best rail route in this lane. However, it has not been developed, 

since UP does not now operate west of El Paso and SP has its own long-haul route via El Paso, San 

Antonio, Corsicana, and Memphis. 

Upon consobdatioa it will be in the interest of a unified UP/SP to invest in upgrading the El 

Paso-west lme and the T&P line from Dallas to El Paso. This will represent sizable capital spending 

since about 20 percent of the 605-mile T&P route needs to be converted to CTC, some double 

tracking is required, and new sidings will have to be installed as will heavier rail on certain segments. 

The shipper payoff, however, would be substantial because, at 1,953 miles in length, the new route 

is shorter than BN/Santa Fe and .much more competitive with motor carriers (for intermodal and 

conceivably for cartoad service). Overall, competition will be enhanced since botii BN/Santa Fe and 

UT/SP will be positbned to contest with tmcl.s ?nd with each other, giving shippers the rail service 

they want,** 

See attachments of Pro-Trans (UP 'SP consolidation w ill provide "improved service levels 
and ttansit times by direct routing, L£., Memphis to Los Angeles") and Cascade Empire. 
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Corridor 4 

CHICAGO-SOUTHERN CALIFORNIA 

TratTic moving along this heavily-tî veled route (which encompasses various sub-areas) is 

large, growing m volume, and constantly changing in composition. The constiment lines cany a 

complex mix of tt-affic—time-sensitive intermodal and auto shipments, bulk hauls (grain, coal, diverse 

mmerals), and manifest carload movements of manufactured goods. 

Ahhough much of the n-affic in this lane moves long-haul, from Los Angeles to Chicago, a 

significant portion—largely reflecting coal and grain ttaffic—moves over the same lines but ui shorter 

hauls, some of which move east-west and then nortii or south. The mix of tt^f^c, combined with its 

overall growth, presents special problems since its physical characteristics (tt-am lengths and tonnages) 

and service feauires (some tt-affic is liighly time-sensitive) affect line capacity and overall perfomiance. 

The rai! pacesetter in this corridor is BN/Santa Fe. It operates between Los Angeles and 

Chicago over a 2.216-miic, comparatively flat, mostly doi!ble-tt-acked line that allows it to ship 

betvv .«er these cities in as little as 49 hours (tiiis time is only for certaui intermodal tt-ams, and mns 

from origin cutoff te availability of units at destination). By comparison, UP is much less well-

positioned. Mhcagh its route is similar in Icreth to BN 'Santa Fe (2,254 miles), the rise-and-fall aie 

inferior. The Los Angeles-Utah segment of it:, route is single-tt-ack and canies tt:affic for Chicago 

and the Centt-al West. 

East of Jtah (over Ogden) UP's line accumulates ttaffic from the Northwest (at Granger, 

•A/Y) and a steady stt-eam of coal movements from the Powder River Basin, some or'which move into 

the Chicago area. Becavic of segment capacity constraints (most notably between Utah and Los 

-Angeles), and the differentiated mix of traffic that must be accommodated, UP's schedules are on die 
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order of 65 hours for most intermodal moves to its Global II and Canal Stt-eet terminals from Los 

Angeles. 

SP is extt-emehy disadvantaged. From Los Angeles, its route in this corridor extends east to 

El Paso over a line that is mostly singk-tt-acked and congested. From El Paso, SP contmues over the 

Tucumcari line, all of which is single-track and none of which is CTC-controlled. Siduigs on the 

Tucumcari line are too far apart and too short to allow for service efficiency and good operations. 

Under these conditions, SP has been unable to provide consistently reliable intermodal service over 

this route (in recent months, delays of 20 hours or more have been common). 

As well, both UP and SP suffer from disadvantages in the area of intermodal—a major 

deficiency smce trailer and contamer shipments constitute the fastest growing service segment. In 

Los Angeles, SP's ICTF, while modem, is used only for intemational containers, and both roads lack 

adequate capacity to handle TL and LTL trailers. At Chicago, UP has a modem intermodal termmal. 

Global I I , but SP uses older, leased installations. BN'/Santa Fe has new intermodal terminals at 

Chicago (Willow Springs) and at San Bernardino, east of Los Angeles, and soon will have on-dock 

service capabilit>' in Los Angeles for intemational ttaffic. 

The consolidation will position UP/SP to compete with enhanced effectiveness against 

BN/Santa Fe in this vital traffic artery. The Operating Plan calls for upgrading and adding capacity 

on the El Paso-Los Angeles line, and modernizing at considerable expense the Tucumcari line (CTC 

would be installed along with new and extended passing tracks). This line, in conjun'ition with 

cperations over BN/Santa Fe east of Hutchinson, Kansas, will be used by UP/SP to carry its Chicago-

Los Angeles time-sensitive ttaffic, and UP's present Salt Lake City-Los Angeles lme will be used 

more for bulk and manifest traffic. This will add effective capacity, increase operating efficiency, and 
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improve service by separating heavier, slower tt-ams from movements requinng faster service. As 

well, capacity at the Global II intemiodal tenninal at Chicago wiU be expanded and a new Inland 

Empire tt-aUer-handling facihty will be established in the area east of Los Angeles (near BN/Santa Fe's 

new tenrJcal at San Bemardino). With an upgraded route, improved tenninal sites, and a more 

specializid operating plan, a consolidated UP SP will be capable of offering intemiodai sen/ice 

between Chicago and Los Angeles competitive witii tiiat now being provided by BN/Santa Fe. 

Corridpr 5 

CHICAGO-NORTHERN CALIFORNIA 

UP's service east from Oakland to Utah follows the one-tune Westem Pacific line tiirough tiie 

Feather River Canyon, not the 180-mile shorter SP line which witii UP historically fomied the 

Overland Route. Eastbound traffic anivcs r. Salt Lake City and tiien must be moved north to Ogden 

over a congested line that also camcs westbound UP business and substantial local traffic, as well as 

some of SP's Nortiiem Califomia business. This lire thus canies 56 ttains a day and its use slows 

movements through the gateway. After traffic reaches Ogden. it turns east along UP's main line—die 

same lme (as described eariier) that moves intemiodal and other traffic for Los .Angeles and the 

Pacific Northwest as weU as bulk traffic (coal, mostly ca.stbound. and grain, mostly westbound). UP's 

present Bay Area-Chicago intcnnodai serv ice is half a day slower than via BN/Santa Fe. 

SP once operated extensively aloni: the Overiand Route. However, grades and mnnel size 

limitations—combined with limited traffic volume-have led it to shifi nearly all of its Bay .\rca-

Chicago intennodal ttaffic, and much of it.s carload iraffic. to its Soutiiem Conidor i-me. Bay Area 

blocks are jomed at Yuma witii Les Angeles trains, Due to the constt-aint-s and congestion of 

operations along he Tucumcan line. SP's serv icc is much slower than either BN/Sania Fe's or UP's. 
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Consolidatk)n will lead to major improvements in UP's competitiveness and efficiency in this 

.X)rridor. West of Utah, most moves will be via SP's shorter route, which will enhance movements 

at Ogden and elimmate the delays now experienced at this gateway. The resulting UP/SP Overland 

Route will be 2,226 miles between Chicago and the Bay Area— 2̂89 miles shorter than BN/Santa Fe's. 

LT/SP will thus be poised to contest with BN/Santa Fe on more nearly equal terms, while also 

achieving better operating economies. With tin^-"-sensitive Chicago-Los Angeles traffic diverted to 

an upgraded Tucumcari-El Paso route, movements across UP's Centt-al Corridor mainluie will be 

reduced—further improving service along the Overland Route for die Bay Area. While UP/SP will 

be .strengthened, BN/Santa Fe will also be benefitted under the settlement. It will have the right to 

operate over SP and UT lines between Denver and Oakland and will, like UP/SP, be able to segregate 

time-sensitive trains (moving over its existing line) from slower trains (to be routed over either route 

at BN/Santa Fe's option), BN/Santa Fe also gains rights to serve Provo, Geneva, Salt Lake City, and 

various other points. Both UP SP and BN/Santa Fe will thus realize important benefits. 

Shippers understand how they will be helped. One served by SP is "encouraged with the 

thought of single-line service to the Midwest which is ont of our largest shipping areas."' Georgia 

Pacific sees particular benefits for Oregon-Midwest traffic: 

"[V,']e think the strengths derived from combining the two railroads 
[UP/SPj vv-ill create a more efficient and reliable ttansportation 
network that offers us a competitive option to the combined 
Burlington Northem'Santa Fc system. There will be faster traasit 
tunes, service consistenc>. shorter routes, better equip .nent 

5" Hampton Lumber Sales. Says another shipper, based in Oregon: "[T]he institution of 
smgle-line service into UP destinations in the upper .Midwest will allow us to more economically 
ship our prcHluct to those markets, and should allow us to eventually increase our traffic into the 
Midwect area." Keller Lumber Co. Keller has customers in Wisconsin, Michigan, Illinois and 
Ohio. 
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availability, and financial resources needed to invest in the futtire of 
the raihoad." 

-Along with many other shippers, Georgia Pacific supports die UP/SP consolidation: "We believe it 

is in the best interest of our company and the public." 

£fimdfir_6 

UPPER M I D W E S T / C A N . 4 D A / M I D W T : S T - S 0 U T H W E S T / P S W / M £ X I C 0 

SP does nol operate in the Northem Tier states, while UP reaches north to the Canadian 

gateways and into Minnesota/Iowa/Nebraska and other areas. For upper Midwest ttaffic, SP is 

compleinen»ary to UP, and in combination both can broaden market coverage and unprove 

operational performance. 

First, while UP extends north and reaches south, it does not have SP's breadth of serv ice in 

die Southwest. Cahfomia, and the Pacific Southwest generally. For example, UP originates grain m 

Iowa, Nebraska, Minnesota, and other states but it serves many fev/er feedlots tiian SP, which also 

has gateways into Centtal and Westem Mexico. SP's greater density of Imes m Califomia and the 

Southwest, combined witii UP's Midwest originations, will greatly expand their single-line 

service'*—making it more comparable with BN/Santa Fe (for example. BN/Santa Fe can offer single-

hne service between the Twin Cities and Phoenix or Fresno while neither UP nor SP can do so absent 

"The new single-line service will link us to many points not served by UP..., such as UP's 
Nebraska origins to SP wheat markets in the San Joaquin and Imperial "Valleys, and UP Midwest 
points to SP points in the southwest. These look like some great opportunities for all involved." 
Farmer's Co-Op Elevator Association. Sss. alsostatement of United Cooperative Services 
(consolidation will open new gram markets in California, die Southwest and Mexico). 
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a similar consolidation).'" The UP/SP ttansaction will allow it to match BN/Santa Fc by opening up 

many new smgle-lin-̂  routes connectmg sub-areas in the West and serving Mexico-Canadian o-ade 

flows. 

Second, UP is now awash in coal and grain tt-affic that impairs its operations along lines 

extending east-west and north-south around th; congested Kansas City hub. To minimize congestion, 

UP has diverted some coal tt-ains from its mainhne to a less direct route over its Fails City subdivision, 

between Omaha and Kansas City, but the number of moves between North Platte and Kansas City 

has increased greatiy-from 38 per day in 1991 to 54 a day tiiis year—and all must still transit tiie 

crowded Kansas City tenninal 

The merger can help cope with this problem. The plan is to mn UP coal trains destined for 

Oklahoma and Texas over SP's hne between Topeka and Heringtr Kansas, then to the fonner OKT 

Unc between Herington and Fort Worth. This "Kansas City Bypass" will avoid tenninal congestion 

in I«:ansas City and provide more capacity and better service along UP's north-south line that extends 

from the Upper Midwest south to Texas, the Southwest, and Laredo (or diverse SP points). U will 

stt-engtiien UP/SP's ability to compete for carioad and intcnnodai tt-affic, as well as benefitting coal 

and grain tt-ansporters. Shippers understand this. Grand River Dam Authority, which receives via 

Of the cities specifically mentioned in the fi£i:Sailia-Fe decision (Slip Op. at 60), UP does 
not serve Phoenix (or others that can be reached by BN Santa Fe, like Fresno or Bakersfield). 
Conv c! 'lely, SP does not serve Minneapolis. Only upon consolidation could SP and UP connect 
th<;se and other cities witii tbe single-line service that BN/Santa Fe now can provide. 

60 
In addition, SP routes 25 daily ttains over the joint UP/SP ttackage rights between the 

Topeka and Kansas City segment. Rcxlirecting this ttaffic o er the UP mainline via 
Omaha/Fremont'Council Bluffs will also ease congestion at Kansas City. 
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UP four million tons of coal a year at its Pryor, Oklahoma, generating station, supports the 

consolidation proposal, saying: 

"We believe that die merger will provide increased oppoiumities to 
the merged company to manage rail n-ansportation deliveries of coal 
to our facilities. These opportunities would uiclude efficient 
equipment management, reduced o^in cycle times because of less 
congestbn in key terminals, more direct routes, and opportunities to 
avoki terminal congestion. Generally the UP/SP merger wili provide 
more efficient routes, stt-onger competition, improved service, 
opportunities for route specialization, and optimized capacity." 

The dividends of route specialization are also appreciated. A Nebraska-based group of grain 

cooperatives, for example, stresses that time-sensitive intcnnodai service "competes for tt-ack tune 

on [UP's] main line" witii grain movem.ents. "Witii the 'Southem Route' available through the 

merger," these shippers observe, "pressure wouU be relieve-, on ttack time and power requirements" 

to theu- benefit.*' 

Corridorjz 

CHICAGO/ST. L O U I S / M E . M P H I S / T E X A S / M E X I C O 

Traffic in this broad corridor*- has expanded rapidly because it incorporates movements 

connecting fast-growing constituent states (Te.xas. Louisiana, Arkansas. Missouri, and Illinois) witii 

each other and with the Northeasi via St. Louis/Chicago and with the Southeast via Memphis. Both 

UP and SP serve tiiis area (as do BN/Santa Fe and other railroads) but then operations are highly 

complex, resulting in operational incongmitics and service impediments. Integration of UP and SP 

*' United Cooperative Services. 

62 
The emergence of the Southeast is of special consequence, conttibuting to rapid ttaffic 

growth (see Table 8). 
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lines wiU yield significant benefits and improve their ability to compete m what are shon-distance 

corridors where ttoicks are a major factor. 

Presentl)', in Texas, UP traffic for Laredo moves north-.south over a line that joins at Palestuie 

with its hne serving Houston. Volumes in this area are growing rapidly (between 1991 and 1995 the 

average number of daily UP tt-ains operating between Laredo and San Antonio has increased 57 

percent; north of Palestine the comparable figure rellects a 50 percent increase). From. Palestine the 

hne extends through Texarkana to Little Rock (additional u-affic develops in Arkansas, where forest 

product output is growing rapidly). South of Little Rf>c.̂ . congestion is being experienced over what 

is a single-track operation. At Bald Knob. Arkansas, there is a connection east to Memphis. At 

Poplar Bluff, the north-south lin- divides, witii one branch extending to St. Louis and the other 

turning east and then running north (bypassing St. Louis) to Chicago, with c irect connections to CSX 

at Salem, Illinois, and Comati at St. Ehno, Illinois. From Memphis to St. Louis, UP operates over 

an SP line and SP then operates over a UP line. 

SP's line from Houston runs north tiirough Shreveport, with a leg to Memphis, and tiien into 

St. Lo lis. UnLke I.T, SP does not block its tt-affic for Conrail or CSX (the Alton & Southem 

provi<'js this service for SP at St. Louis). North of St. Louis, SP has a line to Chicago through 

Illinois but its Chicago-Memphis intermoda' i "fic moves via IC. 

The result of all this is a snari of movements that presently constrain UP and SP, undermining 

their service quality, reducing theii capacity in the face of growing tt-affic volumes, and conttibuting 

to congestion at Houston and St. Louis. Through consolidation, UP/SP operations can be 

considerably improved. The plan us to use UP's line tiirough Little Rock for northbound movements 

from Hou.sion and SP's line via Shreveport for southbound tt-affic. Further north, SP's traffic (from 
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Houston and Memphis) would shift to the UP line at North Junction. This would bypass St. Louis 

and provide direct connections with Conrail and CSX. 

The overall result would be improved service between Houston and Memnhis./Chicago. In 

addition, under the settlement, BN/Santa Fe gains access to the SP lme from Houston through 

Shreveport to Memphis (the parties have also agreed upon various coordinations that wiU be of 

mutual benefit at St. Louis). Tbe effect wiU be to increase efficiency and improve service for bodi 

UP/SP and BN/Santa Fe in an area of the country where domestic and intemational rail traffic can 

be expected to continue to grow at an accelerating rate. Shippers recognize the benefits involved. 

FMC, for example, says that: 

"SP's yards m the Houston area and St. Louis have been bottlenecks 
for our loads and empty t? ik cars retuming back to the plaru. For 
example, one car which was destined for Ch'cago was lost in the St. 
Louis switching distnct for 4 days. Ihis caused FMC to tmck 
peroxide from its Springhili plant on an emergency basis." 

The consoUdation, FMC believes, will improve the situation, relieving congestion. Another 

shipper, producing auto and tmck wheels and stampings a* a plant in Mexico, receives coil steel from 

Indiana and Pennsylvania and ships fina! articles into the U.S. (including deliveries to a just-in-time 

assembly plant in Missouri). It sees the consolidation as leading to a way "to better move our steel 

coil shipments" inbound and improve service for its time-sensitive scheduled moves northbound." 

FMC also anticipates improved service from the Gulf Coast for chemical ttaffic moving into the 

Northeast and Southeast, with gains in utilization for its 2,400-car fleet. 

Industrial .Automotnz. 
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D. The UP/SP Consolidation'r. Integrated I .ngiy 

The UP/SP consolidation weaves together several elements, reviewed above, that, in 

synergistic fashion, are stt-ategically designed to accomplish three basic objectives. 

One goal is to expand market coverage, combinmg UP and SP so tiiat single-line service can 

be provkied to customers of both raihoads. Since tiiere are many stations served exclusively only by 

UP or SP—and indeed entire states which one serves but not the otiier—one beneficial effect of their 

unification is to extend single-lme service to a large number of shippers who otherwise would be 

confined to what they regard as far less desirable interiine transportation. 

A second objective is to pioneer the estabhshment of new direct routes in conidors where UP 

and SP today have no presence or where theu- access is so constt-ained as to be of limited shipper 

ufiUty. The new direct UP/SP single-line route along the Pacific Coast, paralleling 1-5 and extending 

north-south border-to-border and envelopmg all of Califomia, is one example. (The settlement will 

also enable BN/Santa Fe to instittite its own line in he Pacific Coast Corridor.) As well, UP and SP 

wiil forge a new direct route Unking die Soutiiem Conidor via El Paso witii Dallas and Memphis for 

the Southeast. 

A third aim of the UP/SP ttansaction is to improve service and efficiency in corridors where 

one or both applicants now have presence. Upgrading the Tucumcari line (and the SP line west of 

El Paso). UP/SP wiU revitaUzc this route between Chicago and Lo;: Angeles and enable it to handle, 

competitively, time-sensitive ttaflfic in a conidor where BN/Santa Fe and ttucks now are greatly 

advantaged vis-a-vis both UP and SP. From Utah west, UP/SP will operate ovei SP's shorter line 

between Ogden and Oakland. East of the Rockies, integratbn and renetworking will disttibute tt-affic 

among two or more UP or SP lines. 
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This will increase effective capacity by speciaUzing lines to types of movements witii different 

physical-service characteristics ((̂ g., the Tucumcari-EI Paso-Los Angeles line will carr>' time-sensitive 

traffic while the route via Utah will be used more intensively for manifest and bulk movements). By 

removing eastbound-southbound coal tt-affic and westbound gram tt-affic from certain lines or line 

.segments, other tt-affic can move more effirientiy. This will affect east-west and north-south moves 

in die Midwest—benefitting tt-affic for the Northeast and Southeast as well as for die Westem sub-

areas. Similarly, there will be operational and service improvements for tt-affic moving between 

Chicago and the Southwest (and Mexico). 

Interactively, tiierefore, the effect will be to meld a new raihoad from elements conttibuted 

by both UP and SP. The steps necessary to achieve the ultunate strategic ends are so far-ranging, so 

tightly interwoven, that only a consolidation can bring them to fi-uitiou. Each participant is 

conttibuting sizably for overall synergisttc gain. For example, to carry forward the sttategy, large-

scale mvestment is needed (for improved lines and new intermodal terminals)—but most of tiiis 

involves committnents on what arc n̂ /w SP properties, if UP an . SP were to remain mdependent, 

for instance, it would be unrealistic to expect UP to invest in ways that would primarily benefit SP 

(an upgrade d Tucumcari line is an illustration). 

Further, smce the transaction contemplato diverting traffic and revenue from what are 

presently UP's lines to SP's, or vice versa, it can work only if the two arc united. For example, traffic 

that UP now moves between ' 'lah and Oakland will shift to SP's line, while tt-affic now carried by SP 

over its ciicuitous line between Los Angeles and .Memphis via San Antonio will be routed over UP 

easi of El Paso. As independent roads, each could be expected to focus on what it would "lose," and 

hence the publicly-beneficial payoff of rcadaptation would be foregone. Consolidatmg UP and SP 
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into a smgle raihxiad—with . unified strategic view—is thus indispensable to the realization of the 

gains achievable through their combination and fundamental rcconstitution. Likewise, the gains to 

be realized by B̂ VSanta Fe through the settlement—its access to new traffic and to new 

routes—depend on the consolidation of UP/SP. 

In many ways, therefore, the consolidation—the strategic keystone for Westem rail 

restmctunng—promises substantial public gains. The new and unproved routes il will spawn spell 

better service, gieater cost efficiency, unproved capital productivity, and strengthened intra-rail and 

intermodal competition. 
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PART I I I 

:OMPAR,\TIVE UP/SP EFFICIENCY, SERVICE 
QUALITY, AND FINANCIAL PERFORMANCE: 

THE BENEFITS OF CONSOLIDATION 

If a major Western railroad is to me-A the demands of today's marketplace, it must have broad 

market coverage and a network of good routes. That was the lesson of the discussion in Part II. 

However, market coverajre and routes, though necessar> building blocks, are not in themselves 

sufficient to ensure effective performance. A railroad must also be cost efficient, provide a high and 

consistent quahty- of service to shippers, and have the long-tenn financial strength to sustain die large 

and ongoing level of capital investtnent called for by growing traffic volumes. This part of my 

statement examines tiiese variables, first for SP and UP as independent carriers and, then, from die 

perspective of their consolidation. 

A. Efficiency and Sgrviĉ iMiily 

In assessing any railroad's perfotmance, consideration must be focused on its efficiency, 

measured in the costs it incurs and the quality of the serv ice it offers (as reflected in ttansit time, 

consistency, car and locomotive supply, etc.). Many factors influence these two variables—the 

directness of a carrier's routes, past and cunent capital spending for road and equipment, and 

managenal skUi among others—but, in the final analysis, they spell out how well a carrier is doing 

its job of supplying ttansportation to the public. 

(1) SP 

For years, SP has bten regarded as a high-cost railroad. Its management has frankly conceded 

this, saying that "at the tune of its acquisition, SPT was burdened witii excess, unprofitable and low 
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density track, inefficient operations and a generally higher and less competitive cost stmcttire than 

otiier Class I raihoads.'"'̂  

Manifested broadly in a high operating ratio, SP's nigh costs were tt-aceable to characteristics 

of its operation tiiat alsc degraded the quality of its service. Among them are these, as reflected in 

SP's self-assessment" and its operating indicia (see Table 9 shown on the following page): 

SP is largely a single-Q-ack raihoad, witii fewer and shorter passing tracks than UP 
and other major railroads. 

Because its line capacity is limited, and because of inadequate passing tt-acks (in 
number and length), it mns large numbers of short tt-ams (in 1994 its ttains averaged 
55 crs compared with 70 for UP). 

It has operated most of its ttains on an unscheduled b jsis and makes greater use of 
yards in handling its cars. In 1994, for example, the ratio of it.-̂  yard witching hours 
to road tt-ain hours was 65 percent versus only 44 percent for UP. (Si' incurs as much 
labor expense in yard operations as UP even though it carries a third fewer 
carloads.)** 

Despite its high tenninal costs, perhaps as their manifestation. SP has encountered 
switching and yard congestion. This imperils service quality since it slows car 
movements and leads to unpredictability in transit time. 

The new management team that took charge of SP in 1993 acknowledged all of these 

deficiencies and formulated a su-atcgy aimed at cutting costs, improving efficiency, and unproving 

SP Rail Corp., Form S-1 Registtation Siatcment (filed with the SEC Feb. 7, 1994) at 42. 
WTien SP was acquired by Rio Grande Industries in 1988, die new owners found it a "high-cost ~' 
raihoad" that was "ju.st loping along," with 'a low degree of customer satisfaction, and nol 
enough investtnent in plant and equipment and ttainmg." Railway Age. Nov. 1992, p. 30. 

SP Feb. 7, 1994 Form S-1 Registt-ation Statement at 44. 

AARJ£M .^lYsis of Claf>,S 1 Railroads, lines 207, 732. All data presented here, unless 
otherwise noted, are based on the AnalyaiS-" vhich is den ved from R-1 reports and schedules filed 
by railroads with the Commission. Hereinafter tiiis source document will be refened to as 1994 
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TABLE 9 

COMPARATIVE COST AND PERFORMANCE INDICIA. 
UP AND SP. 1994 

Reference 

Line Measure sp UP 

A Operating ratio 92.4 79.2 

B Transportation r a t i o / t r a i n 30.0% 25.1% 

C Transportation ratio/yard 7.9% 5.5% 
Freight service expense per 2.04i» 1 73* 
ton-mile 

D 

E Ratio yard switch hours to 0.63 0.44 
road train hours 

F Revenue ten-miles per yard 105.186 148,661 
switching hour 

G Revenue ton-miles per mile 9.695 13 474 
of road (000) 

H Freight car miles per train 55 70 
mile 

I Yard transportation 18.2% 
operating expense as 
percent of total trans 
operating expense 

15.1% 

J Gross ton-miles per train 5.601 5,850 
mile 

Source: 1994 AAR Analysis cf Class I Railroads 
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service (which was recognized as having "gen.rally lagged behind competitors").̂ ^ Aside from 

substantial workforce reductions, one major SP objective was to "move tt-afiic tiirough temunals 

more quickly and with greater reliabihty.'*« In an effort to achieve this goal, SP looked to a reduction 

in die number of ttain movements, the adoptkin of more scheduled operations, and improved tenninal 

planning (this was seen as allowmg it "to receive trains as they anive, allowing for faster processing 

of freight cars").*' 

The 1994 resuhs still show that SP has high costs in critical areas of its operations, and in an 

an-ay ot expense categoncs its costs remain weU above those of UP (see Table 9).™ Its ttansportation 

ratio/train was 30 percent, a fifth or more higher than that of UP (as well as BN and Santa Fe). Its 

ttansportation ratio/yard, at 7.9 percent, also remained out of line (UP's was 5.5 percent).'' These 

ratio differences are substantial since they are calculated as percentages of operating revenue (as of 

1994 just one percentage point was equal to $29.4 million m SP operating revenue). In the most 

inchisive cost measure, SP's freight service expense per ton-mile, 2.040, is almost a fifth higher than 

UP's 1.730 (see Table 9, line D). 

Thus, despite the stt-ategic cost-cutting program it announced in 1993, SP's operating costs 

remain high relative to those of its principal rival roads. As a light-density railroad (SP carries 28 

SP 1994 Registtation Statement, at 43. 

M. at 44. 

M. 

™ UP ai used herein does not im lude CNW. 

The "ttansportation ratio/ttain" is tt-airi transportanon operating expense as a percentage 
ofa railroad's operating revenue. "Transportation ratio/yard" is yard operating expenses as a 
percentage of total operating revenue. See 1 ?94 .Analysis, lines 295, 296 and page 113. 
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percent fewer revenue ton-miles per mile of road than UP)'- and one that in 199̂  commued to 

operate a large number of short ttains, requiring extensive switching and yard support (see Table 9, 

reference Imes E, F, H), its high costs area serious problem. Given things as they are, SP's 1995 

experience indicates that its operating costs are not readily susceptible to significant reduction. 

SP's costs are high but shippers also perceive its service as poor. This is best told m the 

shippers' own words. Says one: 

"Our primary markets are Cahfomia, Texas, the Southeastern states and Northeastern 
states. We utilize origin reloads in Oregon serv iced by the SP on a majority of our 
shipments to Califomia. We've expenenced a continued deterioration in our service 
via the SP, £4j., ttansit times of 4-5 days have now increased to 12-16 days into the 
Los Angeles markei. By comparison, our ttansit time via the UP. a more circuitous 
route, is about 7-9 days. Just think what the UP/SP could do via the 1-5 SP conidor 
from the Northwest to Los Angeles, etc. The SP takes 12-18 days fiom the 
Northwest over the Chicago and Memphis gateways compared to 6-8 days via the 
UP. The longer tt-ansit times via the SP system have resulted in continuing service 
complaints, loss of business, customer clamis for declines in market value as well as 
a negative effect on our cash flow." (Western Intc.aational Forest Products, Inc.) 

Where there is interiining with SP. shippers encounter substantial service problems. One originates 

calcium chloride via UP frorn a point in Utah: 

"The majority of the product goes to Western Colorado and has to be interchanged 
with the SP at Salt Lake Citv. This interchange generally adds 3-4 days to the 
shipping time ofa carload of matcnal. In addition, ihe interchange adds about $5.00 
per ton cost to my shipping rates." (GMCO Corporation) 

Many shipper statements provide strong cnticism of SP and its services: 

"Georgia-Pacific has a number of wotxl products manufacturing facilities in Oregon 
and Califomia. This important market area for us has been plagued by consistently 
inadequate service by the Southern Pacific and wc strongly believe that the Union 
Pacitic and Southem Pacific merger will grcativ cnh:mce senice reliability, locomotive 
power, and car supply in the 1-5 comdor and service to and from the Pacific 
northwest." (Georgia-Pacific Corporation) 

See my Table 9. reference line G (1994 Analysis line 723). 
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"Our experience witii Southem Pacific has been very poor. We have had to give up 
on doing busm̂ -ss in some areas, because of the SP's service. The Union Pacific has 
performed and woukl open up these potentials for us." (Hill Brotiieis Chemical Co.) 

"[W]e have always frund the Umon Pacific to be a very well operated company. Our 
many years of daily contact witii the Southem Pacific have seen the opposite." 
(Samuel Lawrence Furniture Co.) 

"Over the past few years, the service we have received from the SP has continued to 
deteriorate. It has become increasingly difficuh to try to nut together any type of 
shipping schedule because of tbe wide variations m tt-ansit time." (El Dorado 
Chemical Co) 

"The Southem Pacific is a poorly mn railroad, Having ttansload facilities on both the 
Union Pacific and the Tex Mex, I can tell you that whenever we have to depend on 
the S.P. we are at a distinct disadvantage—broken promises, unresponsive customer 
service department, and lack of equipment... We were forced to relocate [a] facility 
on the Union Pacific due to continued customer disgust in the Southem Pacific 
Railroad service." (L. M. S. Intemational) 

From the twin standpoints of operating costs and shipper-perceived service quality, therefore, SP's 

performance remains deficient. 

(2) UP 

Wuhin the limits of its existing route configuration, UP has performed well in operations 

where it has liad years of experience, exercising good control of its costs and providing shippers with 

a high quality of service. Its inhibitions are found not in its abilit>' to manage operations, but in 

external constt-aints stemming from its lack of good routes and market coverage (and in the expanded 

service of BN/Santa Fc. which projected that it would divert $84.3 million from UP).'' These raise 

costs and hmit the .scope of its operatkins and its abihty to respond to customers' desfres for expanded 

UP service. Shippers would like to take greater advantage of its service, and UP itself desires to 

F.D. No. 32549, BN/SF-7 at 47. 
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lower its costs and bolster its capital productivity and competitiveness, but this requu-es a wider 

geographic scope of operations and better, more co.nplete routes tiian UP now possesses. 

(3) Consolidation Benefits 

Cxinsobdation of UP and SP will lay a solid base for greater cost economies and substantially 

expanded rafl service in the West and for connections with the Northeast and Southeast. By linking 

together and improving the best route components of each raihoad, UP/SP will be able to establish 

the single-system service over many better routes that shippers see as beneficial because of its 

curtailment of extensive switching and inefficient mterlme movements. 

Improved service is not the only positive atttibute of the consolidation—the other is cost 

savuigs stemming from the elimination of redundancies, internal coordinations, and more efficient 

operations. The cost savings, projected at $542.8 million (normal year), express the core measure 

of the tt-ansaction's piMr. benefits since tiiey stem directly from the reduction in resources requu-ed 

to prov! ie transpcrtation. given the greater efficiency which the consolidation makes possible.̂ * 

Fewer of the economy's resources need to be used—and here they will be deployed with gains in 

service. More for less is the publicly beneficial resuh—as reflected in the anticipated cost savings ^ 

the enhanced service value to customers.'' 

'" BN/Santa Fg at 58, 64-65. Operational savings in BN/Santa Fe were estimated at $ 107 
million, much smaller than in UP/SP. M- at 65. 

" This same luie of reasoning was presented by an economist testifying for BN/Santa Fe 
"Public benefits arise when a merger results in more efficient use of the resources- -4abof, plant, 
equipment, rolling stock, etc.—required to produce the quantity and quality of output deshed by 
the public. A more efficient use of resources not only yields lower private costs to the merged 
company, but also produces public benefits by 
freeing up resources that then become available for valuable use elsewhere in the economy. A 
more efficient use of resources can also take the form of service improvements by the merged 

(continued...) 
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These gams ĉm only be realized through consoiklation. They are not achievable through mere 

cooperative airangements between an independent SP and an independent UP because they stem from 

so many sensitively interwoven actions mvolvmg both roads. Routes of each railroad will be 

combined into a more effective network configuration; facilities of many types on both earners will 

be abandoned or repositioned; and large-scale investtnent will be made across a delicately rewoven 

and integrated system This is drastically different from a situation, say, in which two raihoads seek 

to cooperate in establishing interim run-through tt-ain operations over existmg lines and terminals.'" 

Here Applicants envision fundamental changes that will produce the equivalent ofa new railroad. 

This necessitates consolidation. 

B. Carrier Financial Sti-ength and Long-Temi Investtnent Capacity 

A raihoad's financial stt-ength determines its ability to sustain growing tt-affic volumes 'Aitii 

necessary service quality and efficiency. The capital needs of the bigger Westem railroads are 

immense (UP's 1994 capital expendittires alone were $836 million)." More cars of more specialized 

types are requfred (the average cost of a new freight car has increased from $33,278 in 1984 to 

(...continued) 
company, resulting in a more desirable overall bundle of tt-ansportation services for die shipping 
public." BN/SF-7 at 479-80, Docket No. 32549, V.S. of Joseph P. Kah. 

'* Loose-knit rail cooperative undertakings offer uncertain benefits. Santa Fe ttied tiiis 
approach to attract busines,s from the Upper Midwest to California, but "without much substantial 
success." Testmicny of Steven F. Marlicr, Senior Vice President & Chief Marketing Officer of 
Santa Fe, BN/SF-7 at 175, Docket No. 32549. Santa Fe and BN concluded that there was no 
alternative other tiian consolidatton. In UP CNW . common control was seen as offering 
.substantial benefits as compared with what the parties could achieve under separate ownership 
and management. SlijiX>p. at 67-68. 

" I.Analysis, line 383. Also see Table 11, below. 
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$62,483 in 1993);'" more locomotives of new types are needed; the physical plant—tt-ack, ties, 

signalmg and ttain contt-ol systems, etc.—calls for added .̂apacity and modernization; the 

evohitionary process of improvements in computer technology and ancillary infon-nation systems must 

be accommodated; and, driven by the exttemehy rapki growth of intermodal traffic, new and expanded 

terminals have to be a.̂ ded. Investment is an inescapable, ongoing, and large element of the rail 

business ana only carriers with financial sttength can measure up over the long mn. 

(1) SP 

Of all the major railroads, SP is financially die weakest. In 1994, its operating ratio was the 

highest in comparison with the other Wester: l ailroads, while its net operating revenue, mcome after 

fixed charges, cash fiom continuing operations, and net income were the lowest. It is far and away 

the most dependent on the proceeds from the sale of property and other non-operating sources to 

sustain its cash needs for capital spending and other purposes." 

Although SP's operating ratio has been reduced in recent years, it was still a high 92.4 in 

1994, well above UP's 79.2.*" (Morgan Stanley, which has been a financial advisor to SP, says that 

an "operating ratio of 80-85''/o is a competitive necessity.")" SP's poor operating ratio is a function 

not only of its high costs, as noted above, but of its comparatively low revenue. Smce 1990, its 

78 

" 1994 Analysis, lines 27, 41. 54, 120, 128, 293, 383. 

Id., line 293. BN's 1994 operating ratio was 83.4. Santa Fe's 84.0. For the fu-st -̂ ine 
months of 1995, SP's operating ratio was 93.1. excluding a special charge taken in the second 
quarter (including this charge, ihe ratio was 95.6). For the first nine months of 1994, SP's 
operating ratio was 88.7 (See SP Rail's press release of Oct. 24. 1995.) Hence SP's operating 
ratio is climbing. 

*' Morgan Stanley. SP report, Nov. 5. 1993. at 7. 
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revenue per ton-mfle has been in steady decline (it was 2.60 in 1990, 2.20 in 1993, and 2.10 in 1994), 

fallmg by ahnost 5 percent annually over this period."' SP's net ton-mile realization—that is, its 

freight service revenue per ton-mile less its freight service expense per ton-mil^n 1994 was a slim 

17 mills (tills compares witii 46 mills for UP, 43 mills for Santa Fe, and 32 mills for BN).'' As a 

resuh, SP's cash generation rtom continuing operations is tiny—less than a fourth of UP's (and well 

below that of BN and Santa Fe)." The consequence is that SP has had to rely heavily on sales of 

property to support its capital spendmg (see Table 9). It has forthnghtly acknowledged tiiis. sa> ing 

in a 1994 SEC filmg that since 1988 its 

"raih-oad operations have not produced sufficient cash flows to meet its capital 
expendittires, debt service and prcfened stock dividend requirements and other cash 
needs. As a resuh, [SP] has relied on proceeds from transit corridor, real estate and 
other asset sales and bonowings for these purposes.... To satusfy the large cash 
requirements of its business and to meet financial covenants in applicable credit 
facihties ... for the next several years [SP] must continue to sell ttansit corridors and 
other real estate assets witii substantial values that are not necessary to its 
tt-an.sportation operations. [SP] sold in excess of $1.4 billion of ttansit corridors and 
traditional real estate during the period from .Januar>' 1. 1989 through December 31 
1993.'"' 

Whether SP could continue sales of tiiis scale was by no means assured: 

"Though extensive. [SP's] supply of assets available for sale will dimimsh as sales are 
made, .\ccordmgly, proceeds from asset sales are expected to decline to substantially 
lower levels witiiin the next several years. To the extent that asset sales decluie, 
additional sources of cash flow wil! be required from improved operations and, if 
operations do not improve sufficiently, from external sources of financing to satisfy 
[SP] cash needs. There can be no assurance, however, that such sources will be 

82 

83 

SP Rail Corp.. 1994 Annual Report at 15. 

id. 

^ This is from 1994 Analysi.s. line 739 less line 743. 

SP Rail Feb. 1994 Registt-ation Statement at 9, 
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available as necessary. Moreover, levels of asset sales can vary substantially from 
penod to period, which in ttim can cau.se substantia! variations in [SP's] net income 
or loss and cash flows.""* 

As of late 1993 and early 1994, therefore, the question was whether SP might be able to 

stt-engthen its internal cash generation capabUity. A new management team had taken over at SP and 

it promised steps to reduce the company's employment and to stteamlme operations. Reading tiiese 

as optimistic signs for the ftittu-e, Morgan Stanley forecast significant gains for SF in a November 

1993 report. Its projections were premised on a number of assumptions. Most critically, it assumed 

that SP's operating ratio would steadily decline—from 97 percent m 1993 to 89.4 percent in 1994, 

88 percent ui 1995, and 85.5 percent in 1996."' If achieved, this would generate increasing cash 

resources and produce substantial positive free cash flow over the forecast penod (Lc.. through 

1996)."" Even so, Morgan Stanley assumed that property sales would continue without abatement 

(proceeds from such sales were forecast by Morgan Stanley at $185 million in 1995 and in 1996). 

We now have acttial results for 1994 and for 1995. What do they show'.> In 1994 SP reduced 

its operating ratio to a still-high 92.4, but net cash provided from continuing SP operations in 1994 

was only $259 million while the cash ponion of capital expenditures was $299.2 million (see Table 

10). With financmg activities draining $270 million in cash in 1994, SP relied on $344 million in 

"* Id- This statement was included under the heading "Risk Factors". 

" Morgan Stanley report (Nov. 1 «93) at 10. 

"" Id. at 11. 
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TABLE 10 

1994 SP RAIL CASH FLOW AND CAPITAL EXPENDITURES 
($000) 

Reference 
Line 

A 

B 

C 

D 

E 

P 

G 

H 

I 

J 

Net cash provided from Continuina 
Operations 

Cash paid by reason of discontinued 
operations and extraordinary items 

Net cash from operating a c t i v i t i e s 

Capital expenditures (cash portion) 

Line C less line D 

Proceeds from sale of property 

Other cash used in investing 
a c t i v i t i e s 

Net cash from investing a c t i v i t i e s 

Net cash from financing a c t i v i t i e s 

Net increment in cash and 
equivalents 

$258,852 

(6.054) 

252.798 

(299,179) 

(46.381) 

343,735 

(25,021) 

19,535 

(270.234) 

2,099 

Source: 1994 AAR Analysis of Class I Railroads 
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proceeds from the sale of property to remain positive in ca.sh ternis."" SP's free cash flow in 1994 was 

just $2.1 million (tiiis compares with Morgan Stanley's forecast of $47 million for the year).*" 

SP's resuhs for 1995 raise troubling questions. SP's perfomiance in tiie second quarter of 

1995 is insttiictive in that it hows just how sensitive it is to cychcal slowing in the economy. In this 

quaiter, the annualized rate of growth in GDP declined from 2.7 percent m the first quarter to 1.3 

percent. Even though there was no recesswn, since die economy continued to expand, SP went into 

a tailspin. As compared witii the second quart.er of 1994, SP's gross freight revenue decluied 0.8 

percent and its rcvenue per carload feU 2.0 percent (the latter offset a 1.2 percent increase in 

carloads). Operating expenses increased by 6.5 percent (labor, the biggest category, rose 4.9 

percent). The result: SPR recorded a loss in railway operating revenue of $4.9 million, witii net 

income a negative $24 million. 

Given this experience in a quarter m which tiie economy merely slowed, one must entertain 

great concem for SP m periods of oumght recession such as have occuned in 1960-61, 1969-70, 

1973-75, 1980, 1981-82, and 1990-91 and ranged in duration from 7 to 16 months.'' Based on its 

performance m the second quarter of 1995, a recession, which must be a.ssumed likely to occur at 

some futtu-e tune, would severely impact SP. Not only could its operating revenue be expected to 

go into sizable deficit, but it would be difficult to sell property at favorable prices. 

1994 Analysis, line 131. Property sales, a major source of SP cash, also inflate its income. 
In 1994 its sales generated gains of $281.26 million. (Id-, line 120.) This made up 82 percent of 
its income after fixed charges, (id-, line 42.) 

Id. at line 144; Morgan Stanley at 11. 

" Business Cycle Indicators, yellow pages, current issues of Survey of riirr^nt Ptif̂ jny '̂f 
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Even when the economy accelerates, SP is doing pooriy. In the thhd quarter of 1995, the 

GDP expanded rapidly, at a 4.2 percent annualized rate of growlh. However, SP's carloads in the 

third quarter increased by just one percent and its net revenue per ton-mile fell tc 1 9t. The result 

was that its tiiird quarter operating revenue was less than in the second quarter. With its operating 

revenue down, and its operating expenses up (labor and fiinge operating expenses were 6.8 percent 

higher than in 1994), SPR operating income in tiie tiiird quarter of 1995, $48 million, was 'ess tiian 

half that of the same quarter a year earher. The third quarter 1995 SPR operating ratio was 94.0, up 

from 88.0 in die identtcal quarter m 1994. With net cash provided from operating activities of just 

$55 million in the first nine months of 1995, SP continues to tty to sell property to help sustain its 

capital expend'.ures—but through September 30 it realized only $24.7 million from property sales.'̂  

SP's expvTience in 1995 suggests that the views held by Morgan Stanley (and others) ui late 

1993/early 1994 as to the railroad's fuUire prospects were unduly optimistic. SP is hampered by 

persistent high costs, declining unit revenue (revenue per ton-mile), and a loss of tt-affic to BN/Santa 

Fe (whose merger application estimated base-year diversion from SP of $60.8 million)."' This will 

constrain SP's cash flow from continuing operatkjns and force it to continue to rely on property sales 

or other external sources to generate the cash required for its capital expendittu-es and fmancial 

92 
These data are from SP Rai! Corporation's October 24, 1995 announcement o*"its financial 

resuhs. In the accompanying press release SP's President and Chief Executive Office- stated lhat 
"we arc aheady seeing some pressure from tiic BN/Santa Fc." 

F.D. 32549, BN/SF-7 at 47. 
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committnents.̂  This is an uncertain predicate upon which to rest the future of a major carrier—and 

the shippers and communities which it serves. 

As the quotations from SP's SEC filings noted above make clear, it cannot comfortably be 

a.ssumed that SP has or will be able to sell property m the amounts essential to support its irvestment 

and other cash requirements. In the six years 1989 through 1994, SP received $1.7 billion in 

proceeds from property sales, or an average of $283 million a year.'' However, m the first nine 

months of 1995 SP reports that it realized only $24.7 million in cash from property sales (and 

retirements). L.C. Yarberry, SP Rail's Vice President for Finance, testifies in this proceeding that, 

for tbe fu'oie, SP's real estate sales will be more in line with 1995 than the "much higher" levels of 

1989-19 >4. 

Further, while SP's capital expenditures have been low in comparison with UP and supported 

in substantial measure by .sales of property. SP has nonetheless had to resort to substantial financing 

for nearly half of its commitment. The basic data are these:** 

In its Form 10-Q repon for the quarter ended June 30, 1995 SP Rail said that 'during the 
first six months of 1995, and for a number of years before that" its railroad operations did not 
produce sufficient cash flows to meet its capital expenditure, debt service and other cash needs. 
As a result, the Company relied on proceeds from transit corridor, real estate and other asset 
sales, bonowings and oth jr financings for these purposes." It added: "[Tjhe Company expects to 
continue to sel! real estate assets with substantial values that are not necessary to its 
transportation operations. However, levels of asset sales may vary substantially from period to 
period, which in tum can cause significant variations in the Company',; net income or loss, cash 
flows and liquidity." SP Rail Second Quarter 1995 10-Q at 16. See also Third (Quarter 1995 10-
Qat 17. 

SP Rail Corp. Form 10-K report for the year ended December 31, 1994, at 7. 

** 1994 Analysis, lines 132, 383. 
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EinaadQgiHJmSLilPXaDital Expendimrt̂ ; ($000) 

^ , S£ UP 
Total capital expendittires $550,718 $836,384 
Cash paid portion $299,179 $787,219 
Cash portion % of total 54.3% 94 1% 
Amount financed $251,539 $49,165 

To finance its road and equipment capital expendittires, SP mamly relied on leasing, particulariy for 

the locomotives and cars it was acquiring. The amounts involved are awesome. As of December 31, 

1994, SP had outstanding leases with futitte minimum payments of: 

Capital leases $700.1 million 

Operating leases $ 1,000.9 million" 

In 1995, it expects to incur $527 million in capital lease obligations.'* 

Even if, for some relative span of years, SP can continue to sell (or lease) property in amounts 

sufficient to meet its present specification of its cash needs, it is not to '-•e assumed that hs cunent 

level of capital spending is adequate. Recently it has been engaged ui a crash program of capital 

spending to deal with a serious shortage of serviceable locomotives and cars.*̂  With two-thirds of 

its 1994 capital expendittires being for equipment. SP has allocated much less capital to road 

categories (see Table 11 shown on the following page). In 1994, for example, SP's capital 

expenditures for road were only 28 percent of those of UP. UP, of course, is a bigger railroad, but 

per mile of road and per mile of track operated, SP's 1994 road capital outlays were barely more tiian 

*' SP Rail Corp. 1994 Annual Report at 36. The present value of its minimum future-year 
stt-eam of capital lease payments was $332.6 million. Id. 

SP Rail Corp. Form 10-Q Report for the quarter ended June 30, 1995, at 17. 

SP Rail Corp. Feb. 1994 Registration Statement at 43. 
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Table 11 

1994 SP AND UP CAPITAL EXPENDITURES, BY CATEGORY 

mm 

Reference Line SP UP 

Financial indicia (̂ nnn) 

Road 

A Communications Systems 

B Sigiiiub and interlockers 

C All other road 

D Total road 

Equipment 

E Locomotives 

*• Freight cars 

G Tota! equipment 

H Total road and equipment 

I Excess of cash flow from 
continuing operations, over 
capital expenditures 

$1,845 

4,381 

174,862 

.181,088 

298,275 

64,183 

369,630 

550.718 

(291,866) 

$4,532 

71,464 

577,178 

653.174 

94,998 

52,448 

183.210 

836.384 

282,583 

If* 

J 

K 

L 

M 

Total ties laid in replacement 667,407 

% new tics laid in replacement 1.07% 
to total tics maintained 

New replacement rail laid 17,798 
(tons) 

Road capital expendittires per $13,204 
mile road operated 

Source: 1994 AAR Analysis of Class I Railroads. 

1,622,816 

1.93% 

65,273 

$37,326 
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a thini of UP's (Table 11, line M). This is reflected in otiier measures as well. For example, in 1994 

SP instaUed many fewer ties and much less new rail. Even in temis of maintenance expendittires for 

roadway and stt-ucttires, SP has been cutting back—from $282 million m 1992, to $247 million in 

1993, and to $203 million in 1994.'°" 

SP's capital spending plans for 1995 also unply that it has to ration witiun a constt-ained 

budget. For 1995, it plans to increase capital outlays for road and sttTicttu-es to $278 million (up from 

$218 milhon in 1994), but at the same time to reduce outlays for equipment and other nonplant uses 

to $46 milhon (dow-n from $81.5 million m 1994).'"' To grow m line witii market demand, to catch 

up with past deficiencies and to modemize and expand, railroads have to invest all across die board. 

SP sunply does not have the resources to do so with the assured confidence and in the requisite 

magnitude. 

(2) UP 

By all standard measures, UP possesses great financial strength Its operating ratio is low 

(79.2 in 1994) and it generates substantial cash flow from continuing operations ($1.1 btilion in 1994, 

more than tunes that of SP). It has the capacity and the will to invest heavily. In 1994, its 

capital expendittu-es were $836 million, including $653 million for road and $183 million for 

equipment (see Table 11). And it could invest even more, smce its aggregate 1994 cash flow from 

iOil 
SP Rail Corp. 1994 Fomi 10-K at 6.; 

Id. 
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continuing operatkjns exceeded its capital expenditures by $283 million (Table 11, line I). In marked 

contt-ast with SP, UP is not dependent on property sales as a significant source of cash. 

UP indisputably has the resources to invest. What it lacks is a fiill range of good places m 

which to make commitments that offer the greatest retums. Constt-ained by a lack of the most 

desirable routes—and of any direct routes in certain unportant corridors—it sunply cannot now put 

its capital to most productive use. There are many examples, as the earlier discussion has 

demonstrated. For instance, UP could invest in an upgraded direct lme between Dallas and El Paso 

that would serve as a link m a route for Memphis and the Soutiieast connectmg witii Southem 

Califomia. However, UP has no route west of El Paso—and the SP lme west of that point would 

need to be modernized in any event. Since there can be no assurance tiiat SP would not seek its long 

haul, via San Antonio, for moves between Southem Califomia and Memphis, the potential utility of 

a Dallas-EI Paso line remams unexploited. 

For other UP routes, investment cannot overcome the disadvantage of cfrcuity or lunited 

market coverage. Nor can investment alone offset die interactive effects on capacity and service of 

the great growth in demand—for high-speed intermodal and heavier, slower bulk-product 

tt-ains—over UP's key line segments. Separating faster from heavier ttains and moving them via two 

distinct hnes would contribute to service efficiency, but UP has no such option at present. All of its 

trains must now move over the same lines, with the resuh that trains of one service type mterfere witii 

others—detracting from overall performance quality and reducing effective capacity. 

i , line 131. 

460 



The result is that LT capital is less productive than it could be. This is bad for UP but also 

for hs customers and, ultunately, for die economy. Capital resources are scarce and it ill serves die 

country- if they are not deployed for maxmium payoff. 

(3) Consolidation Benefits 

UP and SP have complementary qualities that, in consolidation, promise substantial gains. 

SP's fvancial position is weak and its ftiture uncertain; but it has routes that extend through major 

traffic conidors and that could be forged into a much more efficient, more comprehensive rai! 

network in the West. UT has unquestioned financial stt-ength, but it lacks routes in certain areas and 

is constrained by circuitous, indirect routes in other tt-aflic lanes. Combining the two railroads defmes 

the terms ofa productive marriage. A shipper has put it well, saying: 

"Union Pacific is a financially stt-ong raifroad, but lacks efficient routes to many 
markets. Southem Pacific has many routes, but lacks the volume and capital to take 
advantage of its opportunities. The merger between the two railroads should resuh 
in stt-onger competition in general." (Hawkins Freight Services)'"̂  

UP's and SP's complementary routes, coupled with UP';; financial sttength, will lead to for better 

single-system rail service throughout the West. Valuable new routes can be developed and capital 

deployed to p-orposes offering the greatest dividends, an important positive atttibute given the large 

needs that exist in tiie West for expanded rail capacit> and enhanced efficiency. 

.03 
Says another shipper: 'The merged system will be able to overcome bottlenecks and to 

apply capital dollars where they will accomplish the most. This should resuh in stt-onger 
competition generally." Fanner's Co-Op Elevator Association. Echoing tiiis. another supporting 
shipper says that SP "do.?s not have the capital and infrastmcture to stand alone given the severe 
nattu-e of theh senice prcMcms." Terminal Consolidation Co. 
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C. Distillation Of Tran.saction Benefits 

The preceding discussion has shown tiiat UP and SP, as separate raifroads, lack the qualities 

essential to serving the multiple, growing, and changing demands for rail tt-ansportation. While SP 

has some useful route potential, it lacks market scope, efficiency, and fmancial capacity. Alone, SP 

is a weak canier, the weakest in the West. UP is an efficient canier, offering good service and with 

considerable financial sttength, but it does not have the routes needed to serve the West 

comprehensively. Consohdate the two, however, and large s>nergistic public benefits can be realized, 

measured in heightened efficiency and expanded single-system service over many new and improved 

routes. This alone warrants approval of the transaction. 

Here, however, we have a significant additional dividend—die further strengthening of 

BN/Santa Fe. It has a strong systeiu and its few limitations are addressed in the September 25, 1995 

settlement agreement entered into with UP/SP. Under the settlement, BN/Santa Fe w ill gain a north-

south route between the Northwest and Califomia. a route through the Central Conidor, and lines 

from Houston to New Oriesns and Memphis, and operations on both BN/Santa Fe and UP/SP will 

be improved in many ways. BN/Santa Fe will be sttengthened. as will be UP/SP. Where we now 

have a weak SP, a route-handcuffed UP, and a sttong BN/Santa Fe, we will, upon approval of the 

transaction (embracing the settlement), have two strong raifroads well-|H)sitioned to compete 

throughout the entire region. This greatly promotes the public interest and the goals of national rail 

ttansportation policy. 
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PART IV 

COMPETITIVE IMPLICATIONS OF THE UP/SP CONSOLIDATION 

Competition is an important element in rail tt-ansportation policy, for it represents the means 

by which private-sector railroads are sthnulated to provide the highest quality service witii the 

greatest efficiency and public benefit. In evaluating the competitive effects ofa rail consolidation, tiie 

key test is whether it will hami or enhance price and service competition."^ This largely depends on 

the options—as among railroads, other modes, or sources of independent supply—diat will remam 

available to customers. This relates directly to the issue of product and geographic market definition, 

for the "market" is the economic arena defined by the options (substittites) available to customers 

(shippers, receivers). In my opinion it is not feasible analytically to define the market without first 

considering the fiill range of fectors tiiat can constt-ain raihoad pricing. For example, a "rail-freight" 

product market may be appropriate for some ttaffic, but not for that which can move non-rail"" 

(grains, forest products, chemicals, and intennodal traffic move in large volumes by mack, ttoick-rail, 

or water). Suostitutabilit>' thus depends on the commodity and haul specifics. 

Sunilarly, there is no single geographic market in which to assess the options possessed by 

customers in coping witii an hypotiiesized post-consolidation price increase. Looking at the West 

as a region may be too broad (or too nanow, since Canadian, Mexican, and Eastem U.S. supply can 

One inquuy is whetiier the consolidation will enable the merged fii-m to rnipose a "small 
but signiticant and nonttansitory price increase" (or degrade service). See DOJ/Federal Trade 
Commission Horizontal Merger Guidelmr̂ ; 57 FR 41552 (Sept. 10, 1992) See 
54-55 and UP CNW at 83-86. 

'"̂  UP/CNW at 55. 
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be part of the equation), while looking at individual shippmg points may be msttuctive in some ways, 

but too confined for other purposes. 

My approach, tiierefore, has been to be guided by the facts as they bear on specific bodies of 

traflSc—to let the observable economic reaLnies define the product (tt-ansport) and geographic options 

available to shippers-receivers as tiiey govem theh dealings with a consolidated UP/SP. Here, then, 

the analysis looks at the product dimension case-by-case (in some instances rail is the proper 

specification, in some cases tmck and water ttansportation must be considered). Geographically, 1 

will look at mukiple relevant possibihties—from mdi vidua! shipping points and origm -destination (O-

D) flows, to corridors, small areas (BEAs), the West, and the country generally (with allowance for 

cross-border movements of market-shaping significance). 

Within this framework, the ensuing discussion deals with horizontal and vertical effects and 

with geographic competition. At each step, the same basic inquiry applies: will customers be able 

to consttTiin significant price increases by UP 'SP. post-consolidation, tiu-ough substitution of other 

raihoads or mcxles or sources of supply'.' 

A. AsS£̂ .:.ment of the Consolidation's Horizontal Competitive Effects 

A rail consolidation that, as here, is at least partially overlapping in character raises the 

questk)n whether it will lessen—or indeed increase—competition at locations the applicants serve or 

for O-D movements or in traffic conidors or local areas, Each of these categories is considered 

below. 

(1) Site-Specific ShiDmnL' LocaiionN and O-D Traffic Flows 

UP and SP ttaffic can be broken into three basic categories. First, each makes moves inbo-und 

or outbound at locations served by onl^ one, and nd die other (in some cases another railroad may 
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also serve the point). Since there is currently no head-to- head rail competition for this ttaffic, 

competition cannot be lessened, and may in fact be increased as stt-engthened rail service comes to 

conpete more robustiy against other modes or sources of supply. Second, UP and SP jointiy serve 

some bcations where tiieie is no odier raihoad. At such shipper facilities, consolidation might harm 

conpetition. since customers would no longer have a rail choice. Third, UP and SP serve shippers 

at bcatbns where there are one or more otiier raihoads. Here, consolidation reduces the number of 

railroads by one but, for reasons discussed below, competition will not be reduced but intensified. 

(a) One-to- One Points 

Where a location is served only by UP QZ SP, but not both, consolidation cannot dhectiy 

lessen competition."* However, it can enhance competition and generate public benefits because it 

will result in greatly expanded single-line service. Shippers at die many UP and SP points will gain 

the same regionally-expansive smgle-line sen̂ ice that BN/Santa Fe is able to offer now (and tiiat 

motor carriers like J.B. Hunt, Schneider National, and others provide). The new and better routes 

that UP/SP consobdation makes possible wil! improve the quality and efficiency of their service and 

the vitality of competition. 

(b) UP/SP Two-to-One Points 

At locations where shippers are now served by both UP and SP. and by no other railroad, 

consobdation could clearly be harmful to competition."'̂  Recognizing that this proceeding presents 

an cppormnity to position rail service in the West on a strong, long-term competitive foundation, UP 

Geographic competition is considered below. 

At some locations ttaffic may be so tmck or water competitive that a reduction in the 
number of railroads from two to one might not appreciably affect competition. 
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and SP--even before the filing of their application-agreed to give access for theh f;vo-to-one 

shippers to BN/Santa Fe,'°« die one railroad now having a region-wide single-system networic. 

The settlement makes its objective clear: to preserve service by two competing raihoads for 

all customers presently served by both UP and SP and no other railroad. This applies to a number 

of miportam named locations (listed in Exhibit A of die Settlement) but, sweepingly, embraces "all 

such 2-to-l customers" wherever located on UP/SP."*' 

The .settlement does not just give BN/Santa Fe access to the 2-to-l UP/SP shippers. 

BN/Santa Fe also acqunes through bne purchase or tt-ackage rights routes that will improve its ability 

to compete against UP/SP. Accordingly, competition for all two-to-one shippers is preserved and 

BN/Santa Fe's competitiveness is also significantly stt-engthened. 

(C) UP/SP Points Sgrygd bv One (or More) Other Railroads 

Where s shipper is presently served by both UP and SP and by anotiier railroad— 3-to-2 

points—the coasobdation will reduce the number of raihoads by one, ahhough still leaving a choice 

among railroads. That states the obvious. The real issue, as examined here, is whether the loss of 

one rail competitor will enable UP'SP. post-consolidation, to impose and profitably sustain a 

significant supracompetittve price increase. 

in "** Some "2-to-1" customers would not be reached by die BN/Santa Fe tt-ackage rights but i 
these cases (such as at Defense, TX, Turiock, CA, and Paragould, AR) UP/SP has agreed to enter 
into anangemems with BN/Santa Fe under which, tinough ttackage rights, haulage, ratemaking 
authonty or otiier means, BN/Santa Fe will provide competitive service to these customers. 
Settlement, paragraph 8i. 

The expressed goal of the Settlement is to assiue continued competitive service for all 
UP/SP "2-to-l" customers. Paragraph 8i. 
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The response to that basic economic question cannot be made merely by notmg that one 

canier, here SP, departs tiie scene as an independent entity. That is meaningless arithmetic. Whetiier 

consobdatkin poses a risk to competitbn dep'mds on a great many quantitative and qualitative factors 

that provide insight into key questions, such as: What is SP's posttu-e today'̂  Is it a financially strong 

carrier offering a high quality of servicer, as is actually the case, a weak and drifting raihoad 

characterized by poor service? To what extent do the three roads serving a given location really 

compete head-to-head for moves that each can make? And, finally, from a .shipper 

perspective—taking account of experience in sittiations where there are two sttong, comparably-

positioned raihoads—is the fomiation of a consolidated UP/SP likely to invigorate rather than lessen 

competition and constt-ain pricmg / These questions are examined below. 

(>) BMSama Fe. UP. SP: Macro Indir.^, 

The three principal rail competitors with which we must be mainly concemed are BN/Santa 

Fe, UP, and SP since they are the only ones that serve the principal long-haul routes in the West. In 

absolute and comparative tenns they are by no means of equal size or financial stt-ength. Many 

variables could be explored but SP is clearly the weakest of the three major westem railroads, even 

before the ftill impact of the BN/Santa Fe consolidation. 

It IS in the bottom-line financial measures where SP's comparative weakness is most 

dramatically evident. Its net operating revenue and cash from continuing operations arc but shadows 

of Its rivals'—and both are in decline m 1995. As discussed earlier (Part III of tiiis statement), SP is 

not generating from its operations the cash needed tbr adequate capital investtnent. This defines SP's 

acute weakness as a competitor. Many shippers recognize this. For example, one says starkly that 
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"SP sunply cannot be expected to remam an active competitor on its own especially with the BN

Santa Fe merger." (Riss Intermodal at 3) 

(ii) Impaired, Unbalanced Existing Choices at 3-to-2 
locations: The Competitive implications 

At some SPLCs, for some O-D moves, shippers now have a choice as among BN/Santa Fe, 

UP, and SP. But die competitive value of tiiat choice depends on the quality of service that each of 

those raihoads can offer. Shippers see acute differences among these carriers. Many view SP as 

financially weak, providing a decidedly inferior quality of service, and lacking die long-term ability 

to improve its position. UP is well-regarded but lacking the routes and market coverage tiiat would 

make it as effective as customers want and thinJc it could be post-consolidation. BN/Santa Fe is the 

dominant carrier and pace-setter, strong now and getting stt-onger through its consolidation. In sum, 

there is a high degree of imbalance as among the three raihoads: one (BN/Santa Fe) is the clear 

leader, UP is now route-handcuffed, and SP is a weak and floundering competitor. 

Riss Intermodal, for instance, provides, through the statement of Thomas R. Brown, its 

President, a detailed assessment of SP from its perspective as a major mtermodal marketing company 

that deals with raihoads throughout the country. In Mr. Brown's opinion. SP is such an "ineffective 

competitor"""—so short of the financial strength needed to exploit its underiymg potential, so lacking 

m "reliable service"—that Riss doesn't even mention u when advising potential customers of their 

carrier options. It sees SP as having a "less than meaningful role as a viable competitor today in the 

important tt-anscontincntal lanes."'" From Riss Intermodal's perspective the lesson is clear: 

' Riss Intermodal at 6. 

'' ' Id. Among other SP deficiencies (such as inadequate investtnent in terminals), Riss notes 
(continued...) 
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"While there LS a nominal reduction [as a result of the UP/SP consolidation] of three 
rail competitors m some lanes in the West to two. the Southem Pac.fic today, and in 
the likely ftiture, does not represent an economically viable rail competitor for 
BN/SF." (Riss Intennodal at 1.) 

What of UP in the service it offers in the fastest-growing segment of rail traffic, intennodal? 

Riss Intemiodal has a high regard for UP but finds its offenngs in the Califbmia-Midwest conidors 

less attractive than those of BN/Santa Fe. One UP intennodal train (mn in cooperation with 

Amencan Presklent Lines) operates on a fast schedule, but UP does not have die muhiple departures 

per day that BN/Santa Fe offers. The result: BN/Santa Fe now "dominates" intennodal ttaffic 

between Califomia and Chicago (and the Northeast). Riss estimates that BN/Santa Fe handles m 

excess of 70 percent of intemiodal tmckload traffic Califomia-Chicago and virtually all of the 

intermodal LTL ttaffic moving in this lane by rail."'' 

Riss' assessment =s representative of the views of other intennodal shippers and thfrd parties. 

One, a consolidator, states: 

'''(...coni..iued) 
recent SP service delays. i-.icluding lengthy (24-hour to 72-hour) delays for SP intennodal trains at 
three major terminals. "In our business." says Riss. "delays of hours are no longer 
acceptablê —delays of days are simply not viable. I wish." states Mr. Brown. Riss' President, " I 
could wnte tiiat this is an isolated occunence. unfortunately, it is sufficiently regular to force most 
intermodal u.sers who require regular, disciplined service to utilize otiier carriers." Ifi. at 5. 

Riss at 9. Another intermodal company says that in the Los Angeles-Dallas comdor, as a 
result of "extteme competition from the Santa Fe JB Hunt consortium," BN/Santa Fe has a ' 
"vimial lock on both volume and non volume shippers in that lane." Target Transportation at 3. 
Today BN Santa Fe has "no competition." concludes another intermodal operator. "In effect 
there is no other canier at this time to logically pnce rates against nor move ttaffic acamst 
BN/Santa Fe." Danzas Corp. 
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"It has been o-ar exjierience that Southem Pacific has serious rail ttansit aud customer 
service problems. Indeed, our service problems were so severe that wc no longer ship 
aitLS-OUtbem Pacĵ S-" (Compass Consolidators at 1, emphasis added.)' 

Wortiiy of special note is tiie expenence of Ovemite Transportation Company, which ships 20,000 

LTL trailers a year by rail m several conidors (LA/Oakland/Portland/'Seattle-Chicago). Since 

Ovemite is a mem.ber of the Union Pacific corporate family—a sister, so to speak, of UP 

Raihoad—one would think it might at least use UP for its shipments. But, no; Ovemite makes its 

own decisions, and says: 

"Cunently, our LTL service needs require us to route oiu- intermodal tt-affic m (die 
I^s Angeles-Chicago) comdor on the BN/SF because neither the UP, nor the SP, can 
meet our requirements." (Ovemite Transportation.)"* 

' SP is now the only raihoad offenng some sort of service between Oregon and 
Califomia, but another intermodal finn ob:,ervcs that "[w]e are unable to use this (SP) route for 
intermodal movements" because of clearance problems. The consequence is that "all north-soutii 
West Coast traffic tiiat could move via intermodal serv icc now moves by tmck. The UP'SP 
system will offer the first viable intermodal 1-5 conidor raii service We expect that tiiis 
intermodal service wil! significantly bolster our business, and that we can attt-act a large number of 
customers away from our tmck competitors." United States Shippers, Inc. Pine Cone Lumber 
notes that the anticipated shift of tmck traffic to rail movements will result in "safer, cleaner 
highways"—especially along 1-5. which i.s "noionou.s for the heavy congestion from truck ttaffic." 

' Ovemite expects that the UP SP consolidated system will be able to offer third- moming 
intermodal service LA-Chicago, which 'will be fully competitive with BN'SF. In particular, route 
specialization will allow intermodal traffic to move efficiently on SP's Tucumcan route while 
other traffic will be concentrated on UP's Overland route. Tlic merged system \viM also pemiit 
better access to intermodal scn,icc from fhe 'Inland Empire' in Califomia. Cons.̂ ii i»ted terminals 
at both Chicago and Memphis w ill also relieve congestion, facilitating westward intermodal 
routing. The merged system will also prov idc an atttactive alternative for shipments from 
Chicago to Oakland because the new sy stem's routes w ill be shorter tiian either railroad's 
westbound options today." Ovemite suilement at 1-2. 
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All of the intennodal shippers submitting statements m support of the UP/SP application believe tiiat 

it will greatly improve service and make UP/SP a competitive choice of quality and market appeal."' 

Intermodal customers usually have a choice among railroads in the more active traffic 

lanesn-they are not ccmnitted to SP or UP and can shift to BN/Sama Fe, a., many have out cf what 

they view as necessity—but .-nany other shippers have no such altemative.' Those solely served by 

SP see themselves as highly- di5.Uyantaged. SP is unable to meet their car needs, it lacks power, and 

its service is unreliable. If SP-originated tt-affic is moving to an SP temiination, shippers complain 

of delays at SP yards (s^., Roseville, Colton, San Antonio, Houston) and of congestion at key 

termma! areas"' and along unportant line segments (£^., El Paso west). Where tt-affic must be 

mterlined witii SP, conditions are even worse. Reflectmg theh views are these comments from 

shipper statements: 

"Owens-Illinois has experienced serious delays on SP. The SP facilities at Colton, 
Califomia are ttuly a 'black holc'; cars enter that area and disappear for days." 
(Owens-Illinois at 5, emphasis added.) 

SP "interchanges are our worst nighttnare." (Laguna Clay Co.) 

"* See, £^., Riss Intermodal. Target Transportation, Compass Consolidators, United States 
Shippers. Alliance Shippers. Genex, Galaxy Transport. 

' S o m e SP customers have resorted to moving their traffic by tmck, either all the way to 
destination or to UP (or BN) for reload. This is not their preference, since it slows moves and 
raises costs. Tliey do this because they feci tiicy have to. See Grove Lumber (by relocating "we 
receive better, more reliable service tiian Southicm Pacific can provide using direct rail. We do 
not believe that this should be the case."); Uni\ crsal Forest Products; Crown Pacific; Fisher-Price 
("we currently suffer from SP senice tiiat is so poor that we have been forced instead to rely on 
tmcks. even though the cost is somewhat higher"). 

"'' "The SP rail yard at San Antonio is notorious for its congestion." Golden Alum.inum Co, 
This shipper has resorted to tt-ansloading freight to ttiicks for delivery to its San Antonio plant 
id. at 2. 
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"We have experienced substantial delays in delivery. Our rail cars get hung up in 
Southem Pacific terminals at Colton. and then at Kaiser, resulting in substantial 
delays. This is m addition to delays encountered in moving rail cars fi-om Oregon to 
Southem Califomia," (Grove Lumber,) 

"No one who has been m the business for more than a week would use the Southem 
Pacific on Eastbound freight. The tt-ansit time is about five to seven days longer." 
(Vanport Express.)"* 

Transit times from Oregon mills "to the Chicago gateway c ver SP averaged 18 days, 
down from 21, an improvement. However, identical prcK.uct tmcked three miles to 
a BN/SF reload and ttansferred to a rail car reaches Chic.go in 5 days, a much more 
acceptable service tune considering tenain and distancf. SP tells us that theh long 
transit time is due to lack of locomotive power and a sh .irtage of crews. We believe 
that the combined resources of UP and SP will remedy tiis situation." (Builder Marts 
of America) 

Not ouly is SP service poor, particularly when it is interhring ttaffic (and UP must now 

interline much traffic with SP to reach destinations not reached by UP, as in Arizona and at many 

Cahforaia locations), but SP switch and interiine charges are regarded as high by a number of 

shippers. Institution of integrated single-line UP/SP service wouM tiius both avoid the del-iys now 

experienced at interchanges and also, by reducing SP's present sw tch and interiine charges, lead to 

lower ttansportation charges."' 

"*• For shipments from its SP-served mills in Oregon, "our customers beyond the eastem 
gateways have experienced ttansit times in excess of 25 days and have refused o continue 
purchases unless we can provide other carriers such as Union Pacific or Burlington Northem. 
This has required our mills to utilize reloads." The Springfield Group. See also Hager Group 
Companies (via SP transit tunes from Oregon lumber mills to Larsnzo, Illinois are lYz to 3 weeks; 
consolidation, believes the shipper, will cut this in half). 

" ' See stateu.cnts of Craig Grain; Southem Polymer; Cascade Steel Rollmg MiMs; and 
Pendleton Flour Mills (shipnir.̂  nom UP origins it encounters charges from SP "for the final leg 
of the movement" that "are so exorbitant that we cannot use their line and be competitive.... If 
the Union Pacific ŵ -re to merge with the Southern Pacific we ant cipate that the charges 
associated v ith the Southem Pacific portion of the movement woi Id largely disappear. This in 
tum would mean that we could ship rail direct to our customers, ti ereby eliminating a costiy tmck 

(continued...) 
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Where shippers thus now have a "choice" as among BN/Santa Fe, UT and SP, it is not now 

a choice as among anything vaguely approaching equal alternatives. SP is a marginal participant and 

the real ahematives are UP and, at the head of the bst, BN/Santa Fe. Preservation of SP would leave 

it as a weak thu-d option, if one were interested m sheer numbers.'̂ " 

The unmistakable lesson conveyed by the supporting statements of shippers—big and small, 

in all areas and across die indusmal specttoim, intermodal and carload—is that many do not now view 

SP as a meaningftil competitive option nor one tiiat is assured for the futtu-e.'-' The shippers make 

their choice cleai": it is not to preserve SP as an independent carrier but to accomplish the proposed 

UP/SP consolidation as soon as possible. 

(iii) Competition Among Two Sttong. Balanced Raihoads: 
The Lessons of Expenence 

Shippers supporting the LT 'SP consolidation, big and small, realize tiiat it will eliminate SP. 

Yet they see this not as harmful but as unproving compention and enriching the real quality of their 

ahematives. Strong raihoads. not their sheer numbers, is what customers want: 

"'(...continued) 
haul and encouraging more competition in the flour mark n in California."). 

A mere reduction in die number of firms does not imply competitive harm. ICC Merger 
Policy Statement, 49 C.F.R. i!;l 180.l(c)(2)(i). This is why the Honzontai Merger Guidelin̂ ->; 
focus on the totality of factors that determine whether a given consolidation wil! "create or 
enhance market power " For railroads, anthmetic measures (lUce the HHI) do not predict the 
competitive impact of a consolidation. LP CNW at 86. 

See, e.g., statements of Mid-South Seeds ("we are in danger of losing the SP"); Pinole 
Point Steel Co.; Pipe & Tube Inc.; Rabanco; Memn Brothers; Furman Lumber. Some also 
question whether UP. on its OWTI. can compete effectively against BN/Santa 
Fe. See Cavenham Forest Industties ( "Today, no railroad can equal the capabilities of the 
BN/SF"); Express System Intennodal. Terminal Consolidation ("UP and SP alone will never be 
able to provide effective competition" since "the BN Santa Fe merger has created die most 
comprehensive and efficient rail networ!. in die West"). 
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"The benefits from the merger will enhance UP/SP's competitiveness, producing a raihoad 
that will be the equal of BN/Santa Fe. Competition between two strong railroads should be 
more effective than competition among BN/Santa Fe and UP and SP separately." (FMC 
Corporation.)'^ 

This pomt of view is consistent witii experience m areas where two strong raihoads contest for 

business. This is how Riss Intermodal puts it: 

"[We] experience vigorous two-raihoad competition today in the Pacific Nortiiwest between 
UT and BN, and in the Southeast between Norfolk Soutiiem and CSXI. In many senses tiiis 
competitbn is a model of the workmgs of die free market. Notiiing about our experience in 
these markets would give us concem about the efficacy of two railroad competition in the 
future." 

"More important than the number of railroad competitors is their respective abilities to 
compete and the relative advantages that each may have over tiic other in particular markets. 
In our experience, roughly equally matched competitors invariably produce better cost'service 
options for shippers." (Riss Intermodal at 2, 8.) 

Many shippers echo Riss' assessment: 

"[W]e may see a reduction in the number of carriers serving some destmations from three to 
only two. On balance, hvwever. we believe our company will benefit m tiiat the financially 
weak Southem Pacific will be replaced with a sttong viable carrier. This wiD create two 
strong competitive carriers available tbr westem movements. Competition between these two 
major systems—LT 'SP and BN Santa Fe—w ill .esult ui unprovements in service and rates." 
(L B. Foster Co.) 

"The competition among u\o strong, evenly matched railroads should be more intense than 
compethion among one large and two smaller earners." (FTL Inc.) 

"The combination of the financially sttong and service oriented UP with the route stmcture 
and market access of SP will result in a strong competitor to the BN/SF. The competition 
for transportation services should be enhanced w ith two stt-ong carriers able to compete with 
not only each other but also with other modes." (James MacLaren Industties.) 

"We have clients who are anticipating expansions in the western U.S. and Mexico and they 
have all expressed support for tiiis merger docket.... Once [consolidation is] approved, the 
western U.S. snould have two financially sttong, viable rail systems; approval of the 
apphcation will insure t at competition and service reliability. This is one mstance where two 

See also Pope & Talbot and Manke Lumber. 
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strong competitors is better than the UP and SP competmg separately witii the BN/SF." 
(Totalogistics Management Co.) 

The Port of Oakland, the fifth-largest contamer port m the countty, is now served by UP, 

BN/Santa Fe, and SP. After assessment, it concluded that it was m its best interest to support the 

consolidation. One of its reasons is that 3-road competition-n^ther tiian bemg of benefit—4ias 

acttially "resuked in carload shippers being left without access to competitive routes and destination 

or origin points due to the charges on industt-ial switching." It concluded: 

"The convergence of temiinal capacity issues, route sttiictures, access issues, and the financial 
difficu.aes that have been experienced by SPL has more than offset the competitive 
advantages of having three rail carriers serve the Port.... [Consolidation of UP/SP] will give 
ocean caniers and other receivers and shippers of goods direct access to two effective 
competing raihoads and open new markets to shippers using the Port.... The merger of Union 
Pacific and Southem Pacific offers an unprecedented opporttinity to increase competitive rail 
services to our customers, increase the Port's competitive position among west coast ports 
and bring about much nee( cd expansion of Port facilities." (Port of Oakland,)'̂ ^ 

In the words of an intermodal shipper, with approval of the consobdation. and die settlement m place, 

"we will have the stt-ongest and most competitive raihoads as ahematives for shipments m the westem 

United States.'"̂ " 

Combining in carefully executed complementary fashion die undeveloped route potential of 

SP with the financial strength and proven service competence of UP will oring about the two-carrier 

balance of stt-ength and market reach that Riss and others see as prerequisites to vigoroi s rail 

The Kansas City Board of Trade, which historically has not taken a position in rail 
consolidation proceedings because of die diverse views of its many members, also has filed a 
statement in support of the UP'SP application, it does so out ofa desire to maintain a 
competitive position as a result of die BN/Santa Fc merger. The Kyle Raihoad, whose 750 miles 
of lines in northeastem Kansas connect with BN/Santa Fe and UP, supports the application 
because its approval will ensure "two strong rail competitors in the West" See also FMC Corp. 
and B&B Transportation Services. 

Sunac America. 
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competition. Post-consolidation, UP/SP and BN/Santa Fe wil! bot' be able to offer comprehensive 

single-hne service in the West, and both would be of comparable financial stt-ength. That will lay die 

groundwork for the same intensity of competition that now exists between two railroads in the 

Southeast and die Pacific Northwest. 

(iv) Two-Carrier Competition Will Consttain 
SuDra-Competitivc Rail Prî irig 

Witn two Stt-ong railroads pitted against one another at locations (and m lanes) where tiiere 

are, as of now, three caniers (a market-leading BN/Santa Fe, a route constt̂ ined UP, and a weak 

SP), there can be no legitimate fear that UP'SP, post-consolidation, would have the power to raise 

prices to supracompetitive levels. 

Consider an example. Suppose that UP SP has been movmg 100 unhs of ttaffic at a pnce of 

$10.00 per unit. Hypothesize that UP'SP increases the price by five percent in the mistaken 

expectation that it wculd realize a profit increment of $50 (at $10 its revenue was $1,000 for the 100 

units, at $10.50 hs revenue wouH $! .050). What would happen? UP/SP would face considerable 

risk of losing the business.'-' BN/Sa.nta Fc serves the same points that UP/SP lâ es and connects with 

other railroads at all major gateways Drawing on its excess capacity (all major railroads have 

significant unused resources), BN/Santa Fe would have the incentive and ability to capture tiiis 

traffic.'^* Very little ttaffic would have to be divencd from it in order for UP/SP's action to be 

125 And it could be harmed even after its pnce increase has been blunted since buyers might in 
the interim commit to longer-tenn anangemcnts w ith other transporters or suppliers having other 
transport options. 

'̂ ^ If, as an iliusttation. UP SP were to hav e mov cd 60 percent of supply in a given year and 
were to post a five percent increase m pnce. others—other transporters, other sellers—^would 
have to increase their sales by only 7.5 percent (3'40) to divert enough tt-affic to deny UP/SP any 

(continued...) 
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unrewarding. Diversion o'something slightly over'''' five units of the ttaffic would leave UP/SP 

worse off in revenue at its new $10,50 price, for example, than it was at a competitive $ 10 price (with 

a loss of sue units, UP/SP's revenue, $10,50 x 94, would be $987). The illustration need not be 

extended.'̂ ' Iteratively tiie UP/SP price would be brought back down to the $10 price, for the 

suppositional increased price is simply not sustainable.'̂ ' Market forces—source and dfrect tt-ansport 

competition among two railroads and from others (ttxicks, mtermodal vendors of different types, 

etc.)—constram a price increase of the sort hypothesized. 

Another fear—firicing through tacit coUusbn-ns also baseless in a two-railroad context. The 

reasons are two-fold. First, tacit collusion is impractical where the product (here rail service) is not 

fungible. Rail freight transportation services are heterogeneous, differing 'n a great many respects 

'̂ *(,..continued) 
increase in revenue. Even at higher supply shares, the risk of diversion is a substantial constraint 
on pricing, as the soda ash experience discussed later demonsttates. 

I say "something slightly over" to allow for die tiny cost savings that would be realized by 
having to move, in this example, fewer units. The cost saving would be barely calculable since die 
raihoad's fixed costs would be unchanged in the short mn, and it would not be able to reduce 
tt-ain-starts (hence labor costs would be unaffected). Only a bu less ftie! would be needed, but ftie! 
costs are not proportional to n-ain ttailing weight (as with an automobile, most fuel is used to 
carry the locomotive or car itself). For UP. "fuel and power" makes up just 7.1 percent of its 
aggregate operating expenses and fixed charges. AJ\R 1994 Analvsis of Class 1 Railroad.s. Imes 
28.41,253. 

This sort of example is quite academic. Firms understand the competition tiiey face and 
typically refrain from raising prices which they know will not be viable and will ttngger 
competitive response (and possible long-term losses of business through impahed customer 
relations). Ever if a price increase is made, the response is nearly instantaneous. 

'*' In railroading the loss of a raihoad's capacity through consolidation "can be offset by 
increases in the output of the remaining >aihoads in die market (and not by building new ones). 
These economic conditions foster pnce competition even in markets where tiiere are few 
railroads. As long as there is excess capacity, railroads have the economic mcentive to reduce 
rates, expand output, and increase profits." UP CNW at 86. 
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(car types and supply, schedules, tenninal support, car repositioning for customers, etc.). Not only 

does tiiis make it inpractical to con^are prices, even if tiiey are known, as among services but it also 

frustt^tes enforcement of imagined tacit prices (by altering die mix of services a carrier can undercut 

the supposed price). 

Second, for there o be tacit colhiskjn, th purported participants must know what prices tiiey 

are all chargmg.'̂ ' In some industties current prices may be public, but tius is not the case in rail 

transportation where most ttaffic moves under contt-acts, whose terms are confidential (49 U.S.C. 

10713). Moreover, contt-acts can have many unique tenns tiiat make "price-guessing" ftiiitless (ex 

post refunds based on achieved volume, special allowances for rapid car unloading and retum, and 

penahies or rewards for schedule rebabibty are among the variables tiiat can be reflected in customer 

agreemen- s and affect the acUial price). Only through an overt, systematic exchange of confidential 

information might price coordinatwn be accompbshed, but this could readily mn afoul of tiie antitmst 

laws.''- Tacit collusion is all specter in this context, not substance. 

What is to be expected is that vith UP'SP and BN/Santa Fe botii positioned to contest, from 

their postures of conskierable .strength. competitk3n will be increased to a degree far greater than now 

exists at 3-to-2 locations. 

''" "The less .standardized (more customized) a product i s . . . the more difficult it will be for 
the sellers to the product to collude collectively." Posner. Antitmst Law. An Economic 
Perspective 119761 at 59. 

'" "The most important step is the exchange of information as to what prices each is 
charging, or charged in die recent past, or intends to charge m the future." id- at 135. 

See. iLfi.. United States v. Container Corp. of AmgpQa 393 U.S. 333 (1969). 
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(2) Conidors 

In all of the principal Westem freight ttaffic corridors in which both UP and SP operate, there 

is now at least one other raihoad (BN/Santa Fe most often)—and sometimes several otiiers—as well 

as motor carriers, intermodal operators, and in some cases water transporters. Post-consolidation, 

all of these corridors will continue to have one or more other railroads with the only difference, an 

important one, being that the quahty of service and overall competuiveness of UP/SP and BN/Santa 

Fe v/ill be significantly enhanced, as has been previously discussed in Part II . 

In all the corridors served by UP/SP—and BN/Santa Fe (and other raihoads between 

Chicago-St. Louis/Kansas City/Meniplii& '̂ew Orleans and for routes extending north, east, and south 

from Kansas City)—there is widespread tmck competition, particularly in the shorter-haul lanes (e.g.. 

Chicago-St. Louis/'Kansas City/Dallas/Memphis) but over longer distances as well.'" 

Barge transportation will also remain a substantial factor for many commodities in conidors 

embracmg the Mississippi River System and the Gulf Coast (some barge moves are short-haul, but 

many are over extended distances, such as lllinois-Lovv'er Mississippi or from the Lower Mississippi 

and Gulf Coast to Illinois and other northerly destinations. )''•* Long-haul intercoastal water 

Mr. Peterson provides additional detail as to rail and modal participation in various 
corridors 

In 1993, for example, barges moved 1,351.297 tons of freight (55 percent of it chemicals, 
excluding fertilizers) frcm the Texas Gulf Coast to Illinois and ̂ .nother 6,361,873 tons from 
Louisiana to Illinois (including 1,331.260 tons of non-fertilizer chemicals). Southbound, 
43.128,089 tons moved by barge from Illinois to the Lower Mississippi. Coastwise, water 
carriers transported 1,543.151 tons from Texas to Califomia and more than three million tons 
from Washington State to Califomia, U.S, Army Corps of Engmeers. 1993 Public Domam State-
to-State Data Base. 
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movements, from the Gulf Coast to Cablbmia and along the Pacific Coast, form other dimensions of 

the Westem transport marketplace in which UP/SP (and other raihoads) will have to compete. 

From a summar̂  perspective, therefore, in all corridors where UP and SP both presently 

operate, there is now at least one other raihoad (plus tmck and, m several cases, water). This 

competition will not be reduced, but will be strengthened, as both UP/SP and BN/Santa Fe contest 

via more and better routes. What consolidation wiU mean is that m corridors where UP and SP 

catmot now offer single-line .s<.-vice equivalent to BN/Santa Fe, they will be able to do so just as 

BN/Santa Fe will be positioned to institute new single-bne service in additional important traffic lanes. 

The overall effect of the UP/SP consolidation is thus to improve, and in no way lessen, rail corridor 

compention in the West. 

In terms of cross-border rail service—what could be thought of as trans-national 

conidors—the UP'SP con.solidation will also be pro-competitive. Presently SP has no Canadian 

gateway, but, like BN/Santa Fe, UP has several connections. Integration of UP and SP will enable 

them to offer single-bne service connecting Canada with al! UP and SP points, and provide a strong 

competitive alternative to BN/Santa Fe. 

For traffic moving between the U.S. (and Canada) and Mexico, consolidation will give UT/SP 

customers access to the FNM via both Laredo and Eagle Pass. The former, now heavily used, is 

well-suited to liandbng movements for the Eastem states and .Midwest (as wel! as Centtal and Eastem 

Canada), while Eagle Pass has advantages for traffic at points in the West (and in the Westem 

Canadian provinces). BN/Santa Fe, too, will be well positioned to compete over multiple Mexican 

gateways. Under the settlement it gains access to BrowTisville. Laredo (by virtue of the rights it 

receives to interchange with the Tex Mex). and Eagle Pass (via trackage rights). 
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For Canada-U.S.-Mexico tt-affic, approval of the consobdatbn promises better rail service and 

heightened competition. 

B- Geographic Competition 

The availabibty of supply of a product from geographically disparate locations typically adds 

another dimension to competition—gomg beyond the presence of inttamodal rail and intermodal 

ahematives at given origins. However, it could conceptually be that die consolidation of two 

raihoads. each of which origmates the product from different origins, might be of possible 

competitive concem. Whetiier it is really of concem, though, depends on a number of qualitative 

considerations. 

Assume, for example, that all that was known was that in 1994 Raihoad X originated 40 

percent of the rail traffic for Commodity Z from some location and that Raihoad Y originated 45 

percent of the rail traffic from another origin. This information would tell us nothing about the 

prospective competitive effect of a merger of X and Y or their power, as a result of the transaction, 

to impose and sustain a significant pnce increase. Apart from die fact that this illustt-ation does not 

even indicate the volume of traffic involved, it does not disclose the competitive forces at work. 

Together X and Y, for instance, may account for 85 percent of the rail origmations, but that may 

constimte a sbver of total originations by all modes. Further, even if all the traffic moved by rail, or 

at least did so in 1994, the two railroads may have won theh share by outcompeting other 

transporters (rail, water, tmck). Percentage share measures by themselves are dius an mconclusive 

index of supposed post-consolidation pricing power; indeed, they may depict the ongoing presence 

of intense competition, not its absence. 

481 



Since UP and SP, bke other railroads, both originate tt-affic from separate origins m hundreds 

of different STCCs, tiie first practical need is to select for examination those of quantitative 

consequence to whose movement the consolidation has some meanmgfti! relevance. One could 

debate die selectwn criteria at length, but 1 have focused attention on 7-digit STCCs where in 1994 

raihxiads originated at least 200,000 tons of tt-affic and UP and SP each onginated at least 10 percent 

and together accounted for 50 percent. This identified for examination the commodities discussed 

heremafter. 

(1) Possible Competitive Effects on Traffic' Ggngra|)y 

Excludmg chemicals (STCC 28). which are dealt witii separately later, die Waybill Sample 

data show that UP and SP together had 50 percent or more, and each had 10 percent or more, of the 

rail traffic originatmg m only a handful of 7-digit STCC categories. Analysis, however, shows that 

these share measures fail to depict anything resembling UP SP conttol of supply, 

• Rice, rough (STCC 113410). The Waybill Sample reports total rail originations of 
229,972 tons, of which UP SP accounted tor 98,2 percent. However, 1994-95 rough 
rice production is 9.85 million tons, according to Agriculture Depamnent data.'̂ ' 
Rail originations thus amount to 2.6 percent of supply—rendering UP/SP's share de 
UUaHDJS. Most rice moves by tmck from the fields for processing or loading to barge 
(1.3 million tons of ncc were transported by barge in 1993).'̂ " 

' " U.S. Dept. of Agncuiturc, Lony-Tcnn Agncultural Baseline Projections. 1995-2005 
(1995). Table 21. 

U.S, Army Corps of Engineers. Waterborne Commr̂ rce nf the United States (CY 1993), 
Part 5. Table 2-1. Rice shippers filing statements supporting the UP SP consolidation include 
Colorado County Rice. The Rice Companv. Rice Hull Specialty Products, and die Broussard Rice 
Mill. 
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pjam? (STCC 3275235). In 1994 raihoads originated 34-1,528 tons of tiiis 
product (the UP/SP share is reported at 100 percent), but 1993 cmde gypsum 
production was 17 mtilion tons.'̂ ' The rail share is ttivial.'^* 

Sugar Beets (STCC 0119710). The Waybill Sample shows that raihoads originated 
924,852 tons of sugar beets in 1994, with the UP/SP share 81.3 percent. However, 
total 1992 sugar beet production was 28,848,000 tons, '^' Most beets move by tt-uck! 
The rail share has no economic significance. 

SaDdj§L.QraY£l, imsd (STCC 1441230). Originated rail tonnage was 558,514 tons, 
with the VP'S? share a supposed 97.8 percent.'*" This product is ubiquitous and 
most moves tocally by ttTick. Estimated 1993 production of sand and gravel was 884 
million mettic tons." The UP/SP share is minute.'"'̂  

MunUQOUS Asphalt Rock (STCC 1491315). Rail 1994 originations were 696,856 
tons and U.S. 1992 production of asphah is reported at 25 million mettic tons."^ 
Asphah and related articles derived from the rock (tar, pitches) move heavily by water 
(10. i million tons in 1989). Supply and ttansport alternatives are abundant and are 
not itflected in the rail data,'** 

1994-5 Statistical Absn-act Table 1166. 

A receiver of gypsrm, producing gypsum wallboard, supports die consolidation. See 
Briar Gypsum, 

1993 AgricuUural^Ii'liitk^. Table 100. 

In 1994, railroads originated 10,249,007 tons of gravel and sand in the Tivc-digit oTCC 
14412 (the combined UT/SP snare was 36 percent). 

1994-5 Statistical Absttr-cy Table 7ns 

'"' Among sand, gravel, and ggregates shippers urging approval of tiie application are Bay 
Cities Building Materials, Ritchie .sand. State Sand & Gravel, Blanfort, Calaveras. LaFor̂ e and 
Giftbrd-Hill. 

Id. at Table 1166. 

'•" Asphalt companies sup-pv->rting ̂ he consolidation include Navajo Westem Asphalt Co., 
Cooperstate Emissions, Edginton Oil. 
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Si££_d£amal (STCC 20441 lO). Raihoads m 1 ?94 originated 1,777,696 tons of 
cleaned rice or less tiian a fifth of rice production (9.85 million tons). The UP/SP rai! 
share, 76.2 percent, tiius represents only about 18 •>ercent of supply,'"* 

[̂QSXiaupS (STCC 2411545), Products in this category compete with other vari:.nts 
of wood chips and pulpwood in STCC 24115, where raihoads originated 7 234 730 
tons in 1994.'"̂  UP'SP originated 888,928 tons of WXKI chips or just 12 percent of 
chip-pulpwood total supply. Tmcks compete extensively witii rail for tiiis ttaffic and 
chips compete across areas of forest production,'"^ 

.Butter, irozei) (STCC 2021135). in 1994 UP/SP originated 130,300 tons of butter 
(64 percent of what was originated by aU raihoads). However, U.S, butter production 
in 1994 was 650,000 tons'"*—which means most moved ly ttiick. As a share of total 
production, UP/SP's share was just 20 percent,'"' 

Sl££l£!l2£JLe^ (STCC 3312663). This is a residual of Sl CC 33126 and consists of 
articles ihat do not meet all the criteria of the other seven-digit commodities in this 
group. UP/SP originated 63 percent of the rail tonnage in STCC 3312663 but only 
14 percent of the 2,805,044 tons for related pipe and uibiig. Total U.S. output of 
steel pipe and ttibmg in 1994 was 4,977,303 tons.'*" Non-iail shipments were thus 
approximately 56 î ercent of total volume, whicb means that the UP/SP shares of rati 
are greatly over.:ated as a share of total shipments. Tmcks are active participants and 
in 1993 barges carried 508,000 tons of pipe and tube.'" 

145 
Several shippers of cleaned (as well as rough) rice support die consolic'ation, as noted 

earlier. 

14̂  -" 'd^lali^tis^ (1994). 

' Dozens of shippers or usei s of wood chips (and forest products generally) support the 
UP/SP proposal. Sec. e.g.. Gporgia Pacific. Pope & Talbot. Manke Lumber, Hirt & Wood, Tree 
Source. 

148 
Food & Agricuittu-a! Policy Research Institute. 1995 Intemational Agriculttiri| Qutlooi. 

(May 1995) at 177. 

149 
Support comes from shippers of butter and other dairy products. See San Joaq iin Valley 

Dauymen. Dairy America, Danish Creamery Assn. 

150 

151 

American hon & Steel Instittite, 1994 Annual Statistical Report table 9, 

V^̂ aterbfime Comtnergg 1993, id. at Part 5, table 2-1. Urging approval of the application 
arc several prcxiucers of steel pipe. See Welded Tube, Pipe & Tube lnc, L.B, Foster Co., Bull 

(continued..) 
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; (STCC 3331115), The cmcial element here is the supply of copper 
from the mines, which are sen'ed by BN/Santa Fe and SP, not UP. Ingots are formed 
at various locations, and theh movement is open to other raihoads (and to tmcks). 
In 1994. the combined UT/SP share of origmated rail tonnage in this STCC was 52.1 
percent, showing its exposure to non-rail competition and to available shipper choice 
of carrier. 

12ktQmits (STCC 1491825) In 1994 raihoads origmated 343,900 tons of this STCC 
with the UP/SP share 6i.7 percent. However, diatomite production in 1993 was 
684,000 tons,'" so that the rail share of supply was 50 percent and UP/SP's share was 
only 31 percent.'" 

Fresh Vegetables (STCC 2037361), Sausage (2012910), Frozen Pouinv (ducks, 
geese, pigeons, dressed, frozen) (2016150), Mixed Groceries (2099515). Tmcks are 
the dommant ttansporters of these articles. (In 1994 U.S. poultty production was 
over 14 milhon tons'but in STCC 20161 (frozen poultty) railroads originated only 
610,268 tons or barely four percent of supply). BN/Santa Fe, as wel! as tmcks, 
compete for produce traffic. Modal and especially intermodal com.petition is and will 
remain intense.'" 

ParaffinTetroleum Wax (STCC 2911990). In 1994, UP/SP originated 62 percent of 
rati traffic for this commodity. However, by givuig BN/Santa Fe access to 53.900 

'*'(...continued) 
Moose Tube Co., Pacific Pipe Co. 

'-' 1994-95 Stati.stical Ah.stract. Table 1166. 

'" A diatomite shipper endorses the application. See statement of Worid Minerals. 

"" FAPRl, 1995 Intemational Agnculmral Outlook, id. at 162. 

'" Many shippers of vegetables (and produce and related products) supports the 
consolidation. See, e.g.. Sun Garden, M.R. Swanson, Snokist Growers, Wm. Bolthouse Farms, 
Johnston Farms, Nonpareil. So too do food distnbutors and retail chams like The Kroger Co, A 
poultty shipper adds its endorsement (Tov. i,sends Inc.) as do several suppliers of frozen foods 
(Reddy Raw, Patterson Frozen Foods, Richmond WTiolesale Meat Co.) and diverse processed 
foods (Papetti's, Red Wing, CanAmera. C&F Foods, Northwest Packing), ConAgra, a large 
diversified food and agribusiness enterpnse. also urges approval. It ships frozen foods, processed 
meats, chicken and ttirkey products, and private label grocery products, among other goods, and 
purchases almcst one billion dollars annually in ttansportation services (half of that for rail, half 
non-rail). The company support,̂  the consoiidation, looking to unproved service that will enhance 
its ability to operate in tiie domestic and global marketplace. 
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tons of new ttaffic moving from 2-to-l Texas origins, tile settlement wiU have tiie 
effect of reducing the UP/SP share to 52 percent and confronting it witii new 
BN/Santa Fe conpetitton. While some of tins tt-affic may move non-rail (no specific 
data are available), there is sufficient competition from otiier raihoads to constt-am 
UP/SP pricing."* 

Butene. liquified (STCC 2912122). in 1994 UP/SP originated 248,520 tons of this 
item or 86 percent of all rail originations. However, 37 pete -2 of the UP/SP ttaffic 
origmated at Baytown. Texas, a 2-to-l facility to which under the settlement 
BN/Santa Fe will be given access. Pro forma, therefore, UP/SP's share of rail 
origmated tt-affic declines to 54 percent. This raises no competitive concem even 
without allowing for non-rail ttaffic which by water is substantial, 

Soofiog (STCC 2952190). In 1994 UP originated the rail ti-affic of this 
article, SP and other railroads , Approxunately a third of 
UP/SP shipmtTits were to th- East (NS competes from an origm at Tuscaloosa, 
Alabama and CSX from Ohio) Other westem railroads have theh origins and the 
BN/Santa Fe consobdatbn will sttengthen its position /or moves to Denver, Arizona, 
California, and the Pacific Northwest—in all of which Santa Fe and B>' have 
competed against UP or SP. The product is ttxickable and also moves m TOFC 
service, which facilitates intt^-rail competition (there were TOFC terminations in 
1994 in Arizona and California). The sweep of origins is broad and they are 
accessible to non-UP'SP railroads (and ttiick).' -̂  

The preceding fact cap.sules indicate that for the identified commodities UP/SP, post-

consolidation, will continue to confront substantial geographic (and modal) competition. 

(2) Chemicals and RdMsdliaffic 

Viewtxi in macro terms, the chemical industty is large in scale, accountmg for about 

1.8 percent of the GDP. and diffused in its composition (it makes more than 70,000 products and 24 

percent of its output is sold witiiin the industry itself). Several of its feattires bear dhectiy on 

A shipper of pett-oleum wax adds its suppon. See Pine Mountain Corp, 

157 
Roofing companies supporting the application include l.K.O Sales, one of the largest 

producers of roofing in the U.S. 
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tt-ansport and geographic competitive issues. The more important of these can be summarized as 

follows:'*" 

U.S. chemicals production is geographically diffiised. Texas accounts for 15 percent 
of total output. New Jersey for 8 percent, Louisiana 7 percent, Illinois for 6 percent, 
and Ohio./Califomia/'New York/Pennsylvania for 5 percent each. More than 12.000 
firms make chemicals and they are located m every state. The U.S. unported $6.7 
billion hi chemicals from Canada in 1994.'•' 

C:hemicals are fiingible products (brand identitication is not a significant factor), The 
cost of tt^ansponation accounts for about five percent of the industty's value of 
shipments. 

• Chemicals shippers are pronounced users of all the modes of tt-ansportation. As 
shown in the facing figure,'^ ttaicks moved 47,8 percent of chemicals tonnage in 
1994. Water shipments made up 23.3 nercent. Railroads ranked thfrd, at 23.0 
7 2rcent. Some products move by pipeline (s^., ethylene), 

• With a shaie of almost half of chemical shipments, tt-ucks are this industty's dommant 
supplier of tt-ansportation. Ahr.ost half of tonnage moves less than 200 miles. Just 
under a third of ttiick shipments are made in the chemical companies' own fleets, die 
rest (mostly in tmckload volume) va for-hire service. 

• The role of ttiick tt-ansportatbn in chemicals shipments has been expanding. Says die 
industty's tt-ade association; "Ovei the past several decades, ttoicks have taken market 
share from the raii'-oads in ttansporting chemicals because of the flexibility and quick 
debvery that tt-uck tt-ansport offers. This has become increasingly important with the 
advent of lean manufacturing and just-in-time (JIT) inventory management 
techniques."""' 

• With a 23 percent share of total STCC 28 chemical shipments, raihoads in the East 
handled 52,6 milbon tons in 1994 and Westem railroads carried 89,1 million tons (the 

Chemical Manufacttircrs Association. 1995 U.S t̂ hemical Industty Stati.stical Handbook 
at 23 (hereinafter cited as CMA). 

150 

160 

161 

CMA at 154-57. 

Id. at 158. 

Id. at 157. 
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Class I roads tenninated almost 2 milbon more tons tiian they originated, most of this 
from Caradian origins).'*^ 

Barge is of large scale m the movement of chemicals (see Table 12), over short as 
weU as long hauls. In 1993 barge canien; ttansported 2,612,316 tons of chemicals 
(exchiding fertibzers) from Texas to destinations m lUinois, Indiana, Ohio. Kentticky, 
and West Virginia, Barges also earned 3,122,963 tons of chemicals from Louisiana 
to these five states.'*̂  

With these background factors in mind I proceeded to identify for examination 7-digit STCC 

28 (chemical) commodhies using the approach discussed earlier. These are reviewed below.'*" 

In reviewing the Waybill Sample data for chemicals, my mitiai examination disclosed tiiat the 

Waybill Sample data provide an inadequate and unreliable guiuc as to UP/SP's share of rail 

originations, both for 1994 itself and for purposes of looking to the post-consolidation environment. 

There are two reasons for this. 

First, the Waybill Sample attributes STCC 28 "originations" to UP which in fact were made 

by another raihoad, the Port Tenninal Railroad Association (PTRA). PTRA serves a number of large 

chemical plants m the Houston area located along the north and south side of the Houston Ship 

Channel.'*' With connections at Houston to Santa Fc. BN, SP, and UP, PTRA origmated 

tt-affic in 1994.'** Of this, it forwarded to UP (and to 

U.S. Army Coips of Engineers. Public Domain 1993 Data Base. State to State by 
Commodity, Corps Commodity Code Group 3200, 

'*" Applicant wimess Peterson assessed chemicals using a somewhat different approach. My 
work proceeded uidependently although we ultimately came to die same conclusions. 

145 Official Railwav r.ilid^: 

These data can be derived from the Waybill Sample by using die appropriate Freight 
(continued...) 
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Table 12 

MAJOR DOMESTIC BARGE MOVEMENTS OF CHEMICALS, 1993 

Acrylic hydrocarbons 1,659 

Benzene & toluene 3,587 

Other hydrocarbons 7,454 

Alcohols 5^07^ 

Sulphur (liquid) 3,021 

Sulphuric acid 1,260 

Ammonia 

Sodium hydroxide 4,782 

Chemical additives 2,317 

Fertilizers (all types) 12,154 

Note: excludes intraport, coastal, and lake movements. 

Source: U S . Army Corps of Engineers. MLeiboiLeCvynmerce of 
(CY 1593), Part 5 Table y f ^ - ^ 
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BN/Santa Fe), but on its face the Sample tt-eats die volume interiined by PTRA with UP as if UP had 

in fact originated it. This is not the case, and tt-affic tiiat PTRA originates can, at shipper discretion, 

be forwarded to BN/Santa Fe rather than UP. Hence UP originations, as shown in die Sample, are 

overstated and must be conected to obtain an accurate mdication of tt-affic that LT (or SP) originate 

at locations where, superficially, the Sample would suggest they are die only originating railroads. 

Second, in 1994 UP and SP originated 3,775,024 tons of ti-affic, mostly m STCC 28, at four 

Texas locations which they serve (or can serve) and where there is no other railroad (these are at 

Amelia, Orange, Mont Belvieu, and Baytown). Pur ,uant to the settlement, BN/Santa Fe will gam 

competitive access to these 2-to-l tocations. Consequently, UP/SP, post-consolidation, will face rail 

competition, and the 1994 traffic tiiey origmated will be available to BN/Santa Fe for its movement. 

To make clear how my analysis unfolded, I will use STCC 2821142 (polyetiiylene) as an 

exanple (this is the b'ggest generator of tt-affic for the 7-digit commodities exanuned here). Referring 

to Table 13 (shown on page 492), line 1 shows 1994 U.S. production of this product (this value is 

from the intemational Trade Commission and includes all low-density and high-density 

polyethylene).'*' Line 2 is an estimate of how much of production was shipped—100 percent in this 

case.'** Other sources for productran imports terminated by -.ail in the U.S. are shown on line 3. The 

sum of bnes 2 and 3 provides the measure of supply available ui the U.S. (this is expressed in line 4). 

'**(...continued) 

Station Accounting Codes (£j^, FS.̂ C 9264 pertains to PTRA-UP ttaffic). 

'*' ITC .series CT-95-2. 

'*" SRI, which consults for the chemical industty, provided UP with estimates of the 
percentages of production which is shipped. In many cases, all of a given commodity that is 
manufactured is shipped, but in some instances a portion of what is made is used by the maker 
intemally and is not shipped. This is reflected in the appendix tables. 
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Transportation of Chemicals «̂  Allied 
Products By Mode, it;J4 

% By Tgnniqff 
(613 MIIKon Tons) 

Waterborne 
Railroad ^ 
23.0% 

ad ^ ^ 

6 
Other 
5.9% 

Truck 
47.8% 
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TABLE 13 

SUMMARY PROFILE 

23212A1 
STCC 

PQlvetflvlene 
Name 

Line 

1 U.S. 1994 Production 11,581,564 

2 U.S. 1994 Shipments 11,581,564 

3 Canadian imports delivered 
i n U.S. by r a i l i n 1994 

1,036,700 

4 U.S. Supply (lin e s 2 + 3 ) 12,618,264 

5 U.S. Rail o r i g i n a t i o n s 1994 9,530,880 
6 UPSP vraybill-reported 1994 

ori g i n a t i o n s 

7 Less UPSF 1994 or i g i n a t i o n s 
at four Texas points to be 
nevŝ ly accessed by BNSF 

8 Less UPSP 1994 w a y b i l l 
sample reported o r i g i n a t i o n s 
a c t u a l l y originated by PTRA 

9 Sum of lines 7 + 8 

10 Adjusted UPSP or i g i n a t i o n s 
( l i n e 6 - l i n e 9) 

11 UPSP adjusted tonnage ( l i n e 
lO; as % of U.S. r a i l 
o r i g i n a ted t o t a l t r a f f i c 
( l i n e 5) 

50% 

12 UPSP adjusted tonnage ( l i n e 
10) as % of U.S. supply 
( l i n e 4) 

38% 
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U.S. rail originations, as reported m the Waybill Sample, are shown in line 5, and UP/SP 

originations, per the sample, are ui lme 6. However, for reasons indicated above, the UP/SP 

origmations must be conected to allow for traffic which moved from the four Texas locations 

exclusively served by UP and SP m 1994, but to which BN/Santa Fe will gam competitive access 

post-consohdatk>n (see hne 7). As well, the 1994 UP/SP "originations" that acmally were onginated 

by PTRA—which connects widi BN/Santa Fe as well as widi UP/SP—have to be removed from 

UP/SP originations (see line 8). Net of the necessary conections (summed m line 9), a correct 

measure of UP/SP traffic for diis STCC that reflect.̂  movemems where it confronts no dhect rail 

competition is expressed in line 10, This is 50 percent of total rail sample-reported 1994 originations 

(hne I i) and 38 percent of estimated supply (see lme 12)."*" The result is that UP/SP's share of rail 

traffic gives it nothing approaching the power to sustain profitably an hypotiiesized significant 

increase in price, gi ven die array of source and modal options discussed below. 

This same approach was used for the other 7-digit commodities, and Appendix B contains 

summaries, in the same fomiat as Table 13, for these products."" Three wanant separate cor.unent. 

One major explanation for why the UP/SP share of U.S. supply of chemicals is less than 
the share of rail originations—apart from substantial non-rail movements whhir the U.S.—is 
exports. In 1993 water carriers handled 27,339.000 tons of chemical and allied product exports 
(excluding fertilizers, for which water exports were 12.4 million tons). These can move from 
plants directly or by barge-deep draft vessel interchange (it is not an accident that many large 
chemical facilities are located on water). W'ateibomc Cnmm r̂̂ ff MQQt̂  Pan 5, Table 2-1. A 
second reason is domestic water movements of chemicals. In 1993, 57,811,000 tons of chemicals 
(excluding 15 million tons of fertilizers) moved by water in the U.S. Id. Tmck moves are also 
significant. 

Certain lines in the Appendix B tables contain no entry because the item is inapplicable 
data for that item are unavailable for the particular commodity. or 
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STCC 2819330 deals widi Sulftiric Acid "Spent," a category for which there is no available 

specific infonnation as to production (UP/SP's share of 1994 rail-ongmated tonnage was 50 

percent)."' To provide a frame of reference. Appendix L contains data for this 7-digit product and 

for the broader group, STCC 28193 (Sulfuric Acid). Of the latter, UP/SP's share of rail origir aons 

is 40.1 percent and its share of total production is just 7 percent, reflecting the large volume of 

sulfimc acid which moves by water."- For salt, the rele/ant STCCs, 2899111 and 2899112, 

differentiate between salt moving in packages and salt moving in bulk. The Salt Institute, the 

mdu,stry's trade association, makes no such distinction. Accordingly, Appendix B contams 

infonnatron for both STCCs and for the two combined, with die latter allowing for an expression of 

U.S. sah sales (used herem as an index of shipments). Salt m packages can move by tmck and .salt 

in bulk moves by water,''̂  so that the UP'SP percentages of rail originations overstate its market 

pi>sition. Data for Plastic Flakes (STCC 2821163) are included m Appendix B, but this category has 

httle distinct meaning since it consists of miscellaneous mixed pieces of various dry chemical products 

(like polyethylene) over which UP/SP has no pncing discretion. 

For the other chemicals products UP SP will in every case confront intense competition from 

other sources or from other modes, or both, post-consolidation. This is tme even where UP and SP 

171 I I 
Spent" acid is rejuvenated and becomes the equivalent of vhgin acid. 

' " In 1993. 1.714.000 tons of sulfunc acid moved in domestic water service, including 
1,260.000 tons handled by barge. U.S. Armv Coij,. uf Encineers, Waterborne Commerce of the 
United States (1993), Pan 5, Tabic 2-1. 

'̂ ^ The Corps includes salt in a broader grouping so as to avoid disclosure of individual 
company operations. Data published by the Corps show tuat in 1989 (it has subsequently 
redefmed us commodity specifications). 6.X million tons of sa't moved by water to foreign points. 
Domestic salt shipments are included in a group with 5.9 milhon tons of traffic. Waterborne 
Commerce (1989), Part 5, Tabic 2. 
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serve the only locations where a given commodity is produced. Soda ash (STCC 2812322) is an 

exanq)le. This mineral— v̂irgin sodium carbonate—is mined only at Green River, WY, served by UP, 

and at Searles Lake, CA (also known as Trona, CA), served by SP (which is only raihoad connecting 

to the Trona Railway, the carrier that reaches the actual point of production). This, superficially, 

might suggest that UP and SP, post merger, would control soda ash supply. The facts, though, 

provide a quite distinct situation and demonstrate active modal competition for soda ash shipments. 

At Green River, soda ash moved in 1994 by tmck from die mines to railroads 

other than UP (BN handles much of diis traffic at Bonneville, WY and post-consolidation BN Santa 

Fe will acquire other reload facilities at Ogden and Salt Lake City to which soda ash moves by tmck 

from the Green River area). Sunilarly, in Califomia, SP meets a competition via a toiick-reload-to 

Santa Fe movement that in 1994 handled soda ash (SP movements in conjunction 

with the Trona Railway were ). (There are also tmck-to-destination moves from Searles 

Lake to Califomia users.)"* 

.All told, soda ash moving from the Green River and Searles Lake areas in 1994 

was transported in reload service that, post-merger, will dhectiy compete with UP and SP at the 

origins. The availability of this transport option has had a pronounced impact on prices. Witness 

Peterson notes rhat between 1985 and 1991 the Bonneville. WY transload—servet' by BN 

. Over that period, UP real rates from Green River declmed 

steadily by more than 20 percent (and by more than 40 percent for moves to Chicago, the heaviest 

' "* Owens-Illinois, a leading manufacturer of glass containers and a major user of soda ash, 
ships soda ash from Trona. CA by tmck direct to its Califomia glass plants. See its Statement 
supporting die Consolidation. the Searles Lake, CA soda ash moving by rail is 
terminated in Califomia. Only of Wyoming soda ash is delivered by rail m 
Califomia. 
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traffic lane). UP also responded to transload competition by offering contract mcentives that further 

lowered the cost of shipping Wyoming soda ash. 

With excess transbad capacity available hi the Wyommg/Utah area—and with BN/Santa Fe 

continuing to handle reload traffic from Searles Lake—the consolidation will not remove UP/SP from 

the pr ce-constraining influence of competition. Shippers recognize this. One, Owens-Illinois, taking 

note of the consolidation and the settlement, says of the situation in Wyoming and Califomia: 

"(T)here will continue to be good competitive options for movement of soda ash from 
Wyoming. In fact, compctitbn should be even stronger because BN offers better service than 
SP and therefore should be a more effective competitor at Salt Lake City and/Ogden. In 
addition, we believe competition for transportation of Califomia soda ash should be strongei 
after the merger. Because SP has so many service problems, tmck is cunently our only 
realistic option for transportation of Califomia soda ash to our SP-served Califomia plants. 
After the UP-SP merger, we will have a strong rail altemative." (Owens-Illinois, Inc. at 4)'^' 

For other chemicals, source as well as transport options will clearly constrain UP/SP pricing 

discretbn. The availability of substantial supply moving from plants served by other railroads (with 

BN/Santa Fe gaining expanded access pursuant to the settlement), by other modes (particularly via 

water carriage, but also by tmck'̂ "), the development of new capa nty at facilities accessible to other 

See also statement of FMC Corporation (the BN transload at Bonneville, WY will be 
"unaffected by the merger. These transload operations will serve as competitive checks on UP/SP 
rates and services... Because these cunent competitive ahematives will stay intact, we believe 
inherent market factors will keep soda asn freight rates at competitive and reasonable levels for 
FMC and its customers"). Id. at 7. 

Since nearly half of chemicals tonnage is shipped less than 200 miles, for-hire carriers and 
company tmck fleets are .in important mode (they account for 48 percent of total chemical 
tonnage). Along the Gulf Coast chemical plants are densely located and withui imckable range 
(e.g., Houston-Lake Charles is about 125 highway miles. Lake Charles-Baton Rouge is also 125 
miles). Chemical Leaman Tank Lines, w hich supports die UP/SP consolidatior is the largest bulk 
motor carrier m the U.S. It specializes in transporting liquid and dry bulk cheni.cals and states 
that the "greatest origin of our shipments is the Gulf Coast." 
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railroads and water, and in certam cas-̂ s Canadian supply will combine m ways that will inhibit UP/SP 

pricing post-consolidation. 

Consider Propylene Oxide (STCC 2818265) and Propylene Glycol (2818556), for example. 

These are closely related products, widi glycol derived from the oxide.'" Both are liquids traced 

back to refiner crackings of hydrocarbons which yields propylene (a gas, moved by pipeline) as well 

as other products. Propylene Oxide and Glycol fall into a group of liquid hydrocarbons of which 

domestic water caniers transported 11.961.000 tons in 1993. Of this volume, 7.5 million tons moved 

by tank barge on the inland waterways and 2.6 milhon tons moved coastwise (die rest moved in local 

port aieas).''" These non-rail moves by water, plus nonquantifiable shipmerits by tmck over shorter 

distances, help explain why the UP/SP share of supply of these two products is less than 45 percent. 

The implication is that they confront the constant threat, as well as the reality, of diversion of 

shipments to water. 

Looking to the future, post-consolidation. UP'SP also will face more rail competition for the 

movement of both Propylene Oxide (PO) and Propylene Glycol (PG). In 1994 a new PO plant 

(200,000 tons capacitv) was brought on stream at Port Neches, TX, which is exclusively rail-served 

by KCS. Its output is not fully reflected in die 1994 Waybill Sample because it did not commence 

operatbn until "late" in the year,''" For PG a manufacturer. Huntsman, took over a Texaco facility 

Hawley's Condensed Chemical Dictionary (1987), 

Waterborne Commm-e<lQ93l Parts Tahip ?.l 

170 Chemical Products Sync-psj:; ( lulv 1995) 
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at Port Neches (KCS-served) widi 62.500 tons of capacity that came on stream ia late 1994.'*" In 

1995, Huntsman plans to add another 62,500 tons o • PG capacity. Hence, apart frcm pervasive water 

competitbn, UP/SP wiU encounta expanded KCS competition for the transportation of PO and PG. 

This will contmue to constrain its pricing. 

For Butyl Alcohols (STCC 2818416), the UP.'SP share of 1994 rail originations was 73 

percent but, as shown at line 12 of tbe Appendix B summary sheet, theh combined share of supply 

was only ? I percent. The explanation again traces to water transportation. In 1993, 7,066,000 tons 

of alcohols moved by water, including 5.071 million tons by barge and 1.024 million tons coastwise 

(the rest was in local moves). Actual or possible use of water hi lieu of rail shipment will inhibit 

UP/SP pricmg, 

MTBE (STCC 2818271) is a gasoline additive, growing rapidly in production. In its 

transportation LP/SP wiU face widespread rail and water competition. In 1994, the Appendix B 

summary sheet shows that UP/SP shipped tons of MTBE. But KCS has sole rail access to 

an MTBE plant at Port Neches, TX widi annual capacity of 712,500 tons. Fmally, at Mont 

Belvieu—to which BN/Santa Fe gains access under the settlement—there is still another plant, witii 

capacity of 5^4,000 tons.'*" UP.'SP is a plug m an MTBE ocean, accounting for a tiny share of 

supply. In additbn, MTBE moves by water (ARCO, according to UP marketing staff, is now moving 

the product by vessel from the Gulf Coa.st to Califomia). 

Taking into account all of the factors noted above—competition from other railroads and 

from V dter carriage, Canadian imports, and expansion of plants open to other transporters—the share 

18! 
Chemical Products Synopsis f April 1995), 
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of supply of chemicals moved by UP/SP, post-consoUdation, wil] not give die merged road the power 

to impose and sustain price increases of the sort hypothesized in the Merger Guidelines, Non-UP/SP 

served plants (reached by other rail and water transporters) could divert, at the margm, sufficient 

trafTic to offset a po:jtulated price increase. 

The pervasive point is that a poswlated LT>/SP price increase would make it, as a transporter, 

and die products it earners less attractive than eidier its transport nvais or the price of the products 

they can cany. The marketability of chemicals, no less than com or any other fiingible product, 

depends on their price Raise h relative to the ahematives as an hypothesized UP'SP increase would 

inevitably bring about, whatever its precise amount—would trigger the usual disciplinary market 

effect: users would avail themselves of theh relativ ly lower-priced ahematives,'"'' Cih;r 

transporters (rail or non-rail), other sellers (not limited to UP 'SP). would benefit by increasing their 

salev̂ .'*' at the expense of UP'SP. Those options exist now ar.u mU be strengthened post-

consolidation, constraining the suppositional price increases allegedly attributable to the 

consolidation. 

Under all these conditions [JP'SP. following consolidation and with the settlement in effect, 

will gain no pricmg power. Competition will remain in place. And shippers—including large 

Users committed to long-temi conttacts with a particular supplier obviously could not 
switch sources, but the usual practice in such a case is for the user to obtain a matching-in-temi 
transport conttact diat would preclude unilateral rail pnce increases, 

'*' Transporters have sizable excess capacity but so too do manufacturers. In 1994, excess 
capacity in the chemical ind istrv was 18,9 percent, but even if for some particular product it was 
less, sales by companies not confined to UP SP could be increased, to its dctmnent, CMA 1995 
U.S. Chemical Industry Statistical Han̂ lhr̂ V at 27. 
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manufachirers and others more specialized in theh operations—support the consolidation m great 

numbers.'" 

C. Other Price-Consttaining Fa- .jts 

For certain rail traffic—chemicals are a good example—muhi-plant shippers (and receivers) 

are positioned to assert potent leverage that constrains suppositional rail rate increases. This is not 

just because these customers are big (as they are) or that they have a multiplicity of plints (which 

many do). Their leverage also stems from sittiations in which they are exclusively served by one 

railroad at one plant (perhaps more than one) but by two or more railroads at other of theu- sites. 

Through their allocation of ttaffic at the latter they can discipline rail pricing at theh sole-served 

facilities, 

Conskier an example. Suppose Producer P is served at its plant X solely by Railroad A but 

at Us plant Y by Raihoads A and B, Presently Raihoad A is origuiating 100 unhs at X at a 

competitive equihlnium price of S10. and 100 units at Y also at a c :>mpetitive price of $ 10 (hence A 

IS realizing total revenue of S2.000). Suppose that A were to raise the price at X by ten percent to 

$11. thinking it would thus increase its revenue at X to $ 1.100 while maintaining its price, volume, 

and $1,000 in revenue at Y. What would be likely to happen'.' In the commercial real world it would 

be reahstic to expect that P would shift cnouuh traffic at location Y from railroad A to X to counter 

A's price increase. By allocating, say. 11 unit.s at \' to B. P would reduce A's volume to 89 and its 

revenue at Y to $890 A's combin'xJ rc\ cnuc w oukJ now be $890 at Y + $ 1.100 at X or $ 1.990 less 

than what A would realize without the hypothesized price increase at X. What this shows is that in 

See. e.g.. Exxon. Shintech. Rhonc-Poulcnc. Bayer. Cabot, Great Lakes Carbon. FMC 
Corporation, Nalco. Degussa, Continental Acrylics. AEP Industries. Alpha/Owens Coming, 
Clorox, Chemtech. and Alox. among many others, 
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a muki-plant context of this sort Raihoad A has no supposed plant monopoly—it is selling its serv ice 

to P in a keenly contestable competitive environment. 

This is by no means hypothetical. In his testimony, Mr, Peterson identifies many chemical 

companies (as shippers and receivers) that, like FMC, have competitive rail service by roads other 

than UP/SP at some of their plants, and that bargain over rates on a company-wide basis. At the 

bottom lme, Ihey possess considerable effective bargaining power that represents an additional 

consfraint on rail rate increases at sole-served locations. 

D. Tcmunatinn Traffic Effects 

Even though railroads have no significant pricing discretion at origins, diere is the possibility 

that consolidation could give them some influence over what they can charge because of their position 

at terminations. This wanants scmtiny, and \ applied to the waybill terminations data the .same 

screening test as used for originations. 

A few commodities met this threshold. Mcst have aheady been disci.ssed under the origins 

heading (gy}. sum, rough and cleaned ncc. sugar beets, roofing, sand and gravel, and asphalt rock). 

For ti-ese commodities, the discussion has shown that the rail share of output is so small as to imply 

no control of supply. The remaining tenninating commodities that were identified by die screen ar': 

reviewed below. 

• Sfiigkum (STCC 113690). UP tcnninates such of this product as 
moves by rail (SP: ). However, most traffic does not move via rail. In 
1992 pr- ' jctbii of sorghmn for grain wa.̂  25 iiiilliou tons,''' but raihoads temiioated 
only 1.5 million tons in 1994. 

18.S ilJaialistifii. table 61. 
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Hay (STCC 119110). Of such hay as moves off-farm, about 21 million tons a year 
raihoads handled only 331,016 tons m 1994. The UP/SP combined share of rail 
terminations. 60.4 percent, is so small as to pose no concem for a product that moves 
ovenvhehningly non-rail. 

Newsprint (STCC 2621 lO). SP terminates much of this traffic in Califomia and 
Arizona following an origui in die Pacific Northwest by BN. With its consolidation 
now in place (and widi fr.e ftirdier routing benefits of the settlement) BN and Santa 
Fe wiU move this ttaffic single-line. UP/SP's share of rail originated newsprint ttaflfic 
in 1994 was only 18 percent."" 

Iron Crushing (STCC 3399955). This product is med in ore processing 
operations. It is tmckable and can be diverted from one railroad lo another in TOFC 
service (Santa Fc liandled by TOFC to Anzona in 1994) The settlement 
will allow BN/Santa Fc to interchange with local roads in Utah (the Nevada Northern, 
the Utah Railway) that will allow it to deliver this article to mines in that area. UP'SP 
will face increased competition. 

•Lumber. Green (STCC 2421170). This is another -ninor catch-all category (most 
lumber moves under other codes). This lumber is .subject to extensive competition 
from. BN/Santa Fe and tmcks (which make short and long-haul moves throughout the 
West). Geographic source compciition LS widespread, including Canada and locations 
in the U.S. served by other railroads (such as KCS for the movement of Southem 
Pine-based lumber in Arkansas). BN/Santa Fe's expanded system will make it a 
stronger competitor for through moves to destinations all across die West. 

ISfiiMmeJiaiJjiiuified (STCC 2912122), UP/SP tenninated 70 percent of rail 
ttaffic for this STCC, but Reebie Associates' Transearch data show that 59 percent 
of liquified gases (STCC group 2912) moves non-rail, UP/SP's share of the tota! 
market, calculated only by reference to rail movements, is substantially overstated. 

Iron Ore Tailings (STCC 4021170), This item moved mamly from an Upper 
Michigan mine with an LSI origin for a dock termination at Escanaba. LSI conttols 
the move and it couid ship via a dock on its line at Marquette or by rail over 

Id. at tables 349,353,354. 

The Milwaukee Journal Setltinel. served by UP. sees the consolidation as beneficial 
since it will give it singlc-linc access to newsprint sources on the SP in Oregon. See also 
Wcilwinds Warehousing, a supplier of newsprint to newspapers in Soutiiem Califomia. With die 
merger and the settlement, BN 'Santa Fc will have a single-line route to move this ttaffic and 
UP/SP w ill have a chance oi competing for it under the proportional rate anangement. 
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ELS/\\%consin Centtal. UP/SP has no conttol of this ttaflfic; it is exposed to rail and 
rail/water competition. 

ChePT>eally CooiamiDaied-SQi] (.STCC 40291Ol). in 1994 SP tenninated 
this tt-affic at a deposu site at Columbia Junction. Utah. Other railroads delivered 

to other locations and UP did so for . BN/Santa Fc serves 
destinations for this product in Arizona, to which it now has single-line service from 
BN origins in Montana from w hich, in 1994, it forwarded of SP (this 
alone was SP's temiinationsl. BN/Santa Fe can be expected to 
increase its share in view of the altemative it provides for UP SP terminations.'"* 

As for ocean ports, UP'SP coiisohdation does not diminish access by other railroads. Instead, 

it improves access, since under the settlement BN/Santa Fe gains a route to New Orieans and better 

connections to the Port of Oakland and to the ports of Los Angeles and Long Beach. IC presently 

ser̂ 'es New Orleans and KCS reaches both New Orieans and Lake Charles. Port competition will 

be enhanced by the UP/SP consolidation. 

Where railroads consolidate and are to some significant degree end-to-end, as is tme of UP 

and SP, there couW conceivably be an ac verse vertical effect for interline movements. However, tiiis 

wouW arise only if the consolidation produced a monopoly "bottleneck " at an origin or destination. 

Interlining earners will be confronted with sttengthened competition in certain flows, but the 

consolidation will not diminish their ability to participate in traffic. Since KCS, IC and other railroads 

serve locations on their systems, UP/SP (and BN Santa Fe) must continue to work with them. W ĉre 

UP'SP or BN/Santa Fc can provide singlc-linc O-D service as an option to interiine movement, it is 

EnviroSource, which operates contam.inatcd waste sites in die West (Utah. Arizona, 
Idaho), supports the consolidation because it will improve its abilitv' to compete with facilities 
"located geographically closer to our customers"—many of whom are Mtuated in the East. 
Consolidation, in its view, will elmiinate hvo-lme switching charges and improve equipment 
utilization "due to more efficient routing opnons available to the combined railroads." 
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comparative service quality that will detemiine routings. The key point is that the UP SP 

consolidation, as conditbned by tbe settlement, does not give rise to any bottleneck that would inipm 

the ability of interline railroads to compete."̂  

F- iocal Area Effectft 

In 1994, both UP and SP originated ttaffic in 36 BEAs, and in just three were they the only 

Class I raihoads (Brownsville, Texas; Lafayette, Louisiana; and Reno, Nevada). For each of these 

areas, the settlement will introduce new service by BN/Santa Fe, Purchase of an SP line by BN/Santa 

Fe between Iowa Junction, Louisiana, and near Avondale, Louisiana, will give that carrier new access 

to Lafayette; hence this BEA will continue to have service by two competing railroads, both of which 

will connect it single-line throughout theh systems. 

Paragraph 4a of the settlement also grants BN'Santa Fe trackage rights between Houston and 

Brownsville (and the Port of Brownsville), which will enable it to serve ali industries in this area that 

are now handled only by both UP and SP and no other railroad. 

Existing competition will thus be preserved, with BN Santa Fe also having a right to interchange witii 

the FNM at Brow-nsville (Matamoros. Mexico). BN/Santa Fe's ttackage rights confened by the 

scrtlement in the UtahTsevada/Cilifomia Centtal Comdor will give it access to the auto and 

intemiodal 2-to-l shippers in the Reno BEA that are now served by both UP and SP (under 

paragi aph 1 c of the settlement. BN Santa Fc may use SP's intermodal ramp at Sparks for Reno area 

intermodal traffic). Where competitbn presently exists at Reno, it will be preserved by BN/Santa Fe's 

When UP and MP merged, it was feared that KCS would lose access to grain traffic diat 
had been fumarded to it by MP. There is nothing of that sort involved in the UP'SP ttansaction. 
Further, KCS has developed increased on-line ttaflfic. in part as a resuh of its acquisition of 
MidSouth. Of its total tons camcd in 1994. onginated ttaffic was 55 percent, of which 55 
percent was terminated on iine. Of traffic received. 91 percent was terminated on line (bridge 
traffic was thus only nine percent). 1994 KCS QCS, KCS also conttols die Louisiana & Westem 
Railway, die Aikansas Westem, and the Fon Smith & Van Buren Railway. 
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new settlement access. The settlement also provides for local BN/Santa Fe access to shippers served 

only by both UP and SP at 14 otiier locations m Utah, plus several locations ui Califomia. 

For other BEAs. special anangemcnts have been provided for in the settlement that ensure 

that raihoads with connections only to UP and SP will have an independent connection. The Austin, 

Texas, BEA is served by the Georgetown Raihoad, which connects only with UP and SP, Paragraph 

4c of the settlement gives BN/Santa Fe the new right to interchange with the Georgetown at Ken, 

Texas. 

'.Tie Little Rock BEA is served by two shortlines that connect only to UP and SP—the Little 

Rock and Westem Railway and the Little Rock Port Authority. To assure that these roads have an 

independent connection, paragraph 6c of the settlement gives BN/Santa Fe the right to interchange 

with them at Little Rock. BN/Santa Fe will also serve all 2-to-l shippers in the Little Rock area. 

Accordingly, Little Rock will retain competitive rail service.''* 

The Corpus Christi BEA is served by the Tex Mex (as well as UP/SP) and the .settlement 

(paragraph 4b) gives BN Santa Fe the right to interchange with Tex Mex at both Corpus Christi and 

Robstovvn (since it is also obtaining ttackage rights over UP between Houston and Brownsville via 

Odem and from Odem to Corpus Christu BN Santa Fe will be able to connect Corpus Ciiristi and the 

Tex Mex into its system). 

Consolidat'on will benefit Arkansas generally. The Hempstead County. Arkansas 
Economic Development Corporation urges its approval, as it "will provide significant economic 
development advantages for area industnes by improving serv ice 
between the business growlh corndors of Dallas-Memphis and San Diego-San Francisco. 
Additionally, area industries will be better able to servo new markets m Mexico and the 
southwestern United States, We arc aiso convinced thai this merger will yield competitive 
benefits ior our area.... BN/Santa Fe cunently have little competition serving busmess between 
Califomia and our Dallas-.Memphis conidor The UP SP merger will provide an efficient, single-
line service that will improve competitive capabilities, and business growth opportunities." 
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Wl,ere UP and SP have been the only railroads providing competitive service in a BEA, the 

settlement—by inttoducmg BN/Santa Fe and by assuring established earners of an independent 

connectbn- -preserves rail competition, but more than ttiat: it promotes competition and improves 

service for shippers wtjo are now served only by UP and SP and thus can have smgle-line service only 

to either UP's points QT SP's points. Post-consolidation, and witii the settlement in place, such 

shippers will have single-hne service to the entire UP/SP system and to the sprawling BN/Santa Fe 

system. This is a major benefit for customers in all the UP'SP BEAs, 

G. AbseaLUP/SF Coni>Qlidation. Competition Will b.g.frMiaiEd 

With consummation of the BN/Santa Fe consolidation the competitive playing field is no 

biiger a level one. Because of its greatly expanded single-line service, broadly comprehending die 

West, BN/Santa Fe can oflfer its customers a quality of service and market access that neither UP nor 

SP can match. UP and SP here are hobbled and tiieir ability to compet<^to do what we expect of 

private businesses—is artificially consttaincd. This is deleterious not just to their interests but also 

to their customerL. who arc placed at a disadv antagc compared witii those of iheir competitors who 

are served by BN/Santa Fe. This understandably is of great concern to shippers. One, the operator 

of a ttansload facility at Eastjion, Idaho, handling forest products, explains the situation: 

"With the recentl>' approved merger of B.N. and ATSF wc will bse business that we currently 
enjoy into Arizona. This is a large portion of our business. We are Union Pacific's only 
Border Transload in the western statch. W e have tremendous competition witii two B.N. 
Transload business[cs) in Washington and .Montana cunently. We need this merger to 
maintain our present level of bu.siness ... The main issue is maintaining equal competitive 
positbning. The BN ATSF appro\cd merger will turn the scales of balance towards our BN 
competition for their benefit." ;Ea.stport Industnes) 

Says an Oregon shipper: 

"Our support [of the UP'SP propo.salj is also based on the single-line service that will result 
from our facility to present SP destination, in Califomia and the Southwest. This is cntical 
to us in view of the singlc-line rail serv ice that will result from the approved BN/ATSF 
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merger, which provides BN-origin mills an advantage into tiie important Califomia markets 
etc." (Ellingson Lumber Co.)"' 

On theu- own, UP and SP cannot level the playing field, lhat requhes consolidation. 

CONCLUSION 

Some rail consolidations pose a difficuh balancmg of anticipated benefits agamst potential 

competrtive hamis. The UP'SP consolidation requires no such weighmg, for it offers substantial gams 

with an increase ui competition that ensures those benefits will be shared witii the public. It will 

create a fer more efficient rail system tiiat offers expanded single-line service in the countty's fastest 

growmg region. Consolidation makes the best possible use of what SP can conttibute—its 

complementary though presently underdeveloped routes while addr.-ssing its service and financial 

deficiencies. 

With contmued rail options at all UP'SP 2-to-l points, intra-rail, existing intennodal, and 

geographic competition will remain finnly in place. Uniquely, the settlement sttengthens UP/SP's 

principal rail rival, BN/Santa Fe, and lays a fmn, long-tenn predicate for vigorous competition 

between two raihoads that comprehensively serve the West. Approval of the UP/SP consolidation, 

therefore, will promote tiie public interest in efficient, re-iponsive. and competitive rail service. 

Shippers of products otiier than lumber are likewise concemed, for the same reasons. A 
sugar shipper says that the UP'SP consolidation is "important to us as some of our competitors 
are served directly by the BNSF who can offer then benefits that the UP or the SP could not 
separately match." Imperial Holly Corp. A manufacturer of polyethylene based in Califomia, 
served by SP. speaks of "a dispanty in tiie competiiion level of tiic Westem rail carriers" and die 
prospect ofa "severe decline" in SP serv icc. Amencan Polystyrene Corp. Shippcis of Midwest 
grain, served by UP, are concemed that BN Santa Fe will give their rivals prcfened access to 
Califomia/Arizona feedlots and dairy herds. Willard Grain & Feed Inc. In parallel, operators of 
those feedlots wony tiiat continued joint-line UP/SP serv ice will disadvantage them versus 
midwest feedlots .served singie-iine by BN/Santa Fe. Superior Cattle Feeders, Inc. 
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TOTAL TONS, ALL MODES 
A-1 

DesI 
Orig 

cn o 
(O 

1 AL 
2 AK 
4 AZ 
5 AR 
6 CA 
8 CO 
9 CT 

10 DE 
11 DC 
12 FL 
13 GA 
15 HI 
16 ID 
17 IL 
18 IN 
19 IA 
20 KS 
21 KY 
22 LA 
23 ME 
24 MD 
25 MA 
26 Ml 
27 MN 
28 MS 
29 MO 
30 MT 
31 NE 
32 NV 
33 NH 
34 NJ 
35 NM 

1 
AL 

95,007,604 
2,826 

42,125 
1,446.502 

531.542 
142,147 
38,460 
54,392 

149 
4.682,664 
3,847,457 

2,802 
71.358 

5,108,411 
2,236,903 

569,867 
138,984 

11,109,865 
4,527,812 

91,736 
176,475 
246,513 
703.512 
985,089 

10,813,661 
739,232 
56,862 

163,905 
4,832 

13,856 
1.012,516 

50,153 

2 
AK 
25 

9.166,841 
0 

285 
345.595 

949 
255 

0 
0 

73 
17 

1,481 
980 

3,544 
246 

2,488 
0 
8 

2,276 
0 
0 

362 
1,251 

847 
0 

48 
0 

41 
0 
0 

242 
638 

4 
AZ 

151,593 
1,747 

35,799,478 
273,209 

3,522,516 
418,582 
9.867 
1,556 

36 
30,861 
43,995 
1,730 

482,224 
638,128 
57,681 
75,136 
557,736 
26,939 
164,802 
19,560 
4,792 
58,477 
74,602 

492,253 
49,732 
168,858 
437,858 
223,673 
245,319 
1,477 

168,03̂  
11,152,734 

5 
AR 

477,860 
0 

51,256 
30,424,362 

255,532 
55.405 
212,411 
30,877 

60 
320,550 
541,613 

0 
37,236 

1,635,009 
1,234,455 
741,828 

1.514,322 
1,006,488 
3.628.170 

40,169 
18,294 
65.560 
168.318 
289,988 
835,914 

3,338,283 
7.515 

563,596 
992 

8,109 
127,914 
36,389 

6 
CA 

918,865 
49.018.176 
3.006,611 
1,991.928 

225,138.043 
1,843,007 
1,166,615 

106,213 
9,150 

394,356 
903,951 
993,986 

1,856,338 
11,635,405 
2,343,465 
1 753,062 
2.625,335 

606,192 
2.433.083 

32.130 
178.579 
761.042 

3,583,868 
1,029,965 
1,464,094 
1,546,459 

731,929 
4,485,747 
2.588,732 

118,388 
930,179 
347,544 

8 
CO 

155,003 
1,995 

507,867 
266.973 

1,457,267 
38,060.387 

30,494 
3,394 
136 

107,369 
90,760 
1,969 

1,046,943 
1.168,685 
2,411.835 
473,362 

2,126,152 
149.360 
260.844 
11.630 
43.043 
25,495 
248,391 
696.930 
816 144 
846,883 
975,083 

1,882,363 
40.098 
7,274 
54,459 
301,285 

9 
CT 

75.978 
2.196 
81,852 
118.525 
260,102 
13.642 

9,492,150 
592.240 

144 
170,300 
211,456 
2,174 
0.453 

721,530 
305.784 
66,419 
39,209 
70,937 
301.388 
260,755 

1.020,285 
2,182.389 
308,358 
89,742 
48,982 
76,453 

58 
33,885 
4,910 

585,579 
8.611,288 

33,410 



mmm wmm 

A-2 
Desf 

Orig 

Ol 

o 

36 NY 
37 NC 
38 ND 
39 OH 
40 OK 
41 OR 
42 PA 
44 Rl 
45 SC 
46 SD 
47 TN 
48 TX 
49 UT 
50 VT 
51 VA 
53 WA 
54 WV 
55 Wl 
56 WY 

AL 

358,779 
530,898 
43,174 

2,179,521 
365,302 
76,329 

1,193,938 
25,279 

546.926 
65,331 

5,684,719 
3,191,353 

43,405 
16,400 

2,789,176 
302,378 

4,741,739 
485,337 
175,724 

AK 

296 
173 

0 
1,734 
1,544 

54,046 
1,590 

17 
0 
0 

426 
6.700 

627 
0 

25 
2,562,307 

0 
67 

0 

AZ 

107,753 
58.845 
64,311 
86,426 

200.002 
482,510 
86,044 
4,879 
16.302 
32,001 
638,805 

1,385.210 
631,601 

604 
14.560 
410,887 
19.5(54 
73,383 
28,640 

AR 

128,779 
197,779 
52.213 
468.̂ 094 

2,991,412 
54.464 
343,707 
5.631 

162,736 
6,924 

3,122,781 
6,528,295 

43,847 
3.216 

100,174 
66,042 
167.895 
214.940 

11,555,477 

CA 

1.170,923 
658,200 
460,937 

1,530,443 
1,095.560 
17.125,206 
1.318,045 
101,721 
348,562 
107,386 

2,226.891 
11.768,372 
10,690,560 

14.502 
763.993 

8.718,930 
276,402 

1.041,088 
341.675 

CO 

161,160 
90,328 
93,975 

193,222 
304.959 
586,569 
77,796 
4,234 

57,320 
15,738 

397.714 
1,533,838 
1.351,841 

4,118 
37.103 

740,005 
9.509 

361,182 
6,586,768 

CT 

167,435,870 12.158,044 59,697,612 73.882.789 386.301.833 66,877.252 

4,931,336 
195,308 
18.203 

515,738 
16.543 
20,210 

2.042.237 
749,272 
438,875 

831 
401.069 
682,879 
269,257 
448.566 

1.564,546 
37,334 

102,976 
275.986 
49,668 

38,531,407 



ma 

Desi 
Orig 

1 AL 
2 AK 
4 AZ 
5 AR 
6 CA 
8 CO 
9 CT 

10 DE 
11 DC 
12 FL 
13 GA 
15 HI 
16 ID 
17 IL 
18 IN 
19 IA 
20 KS 
21 KY 
22 LA 
23 ME 
24 MD 
25 MA 
26 Ml 
27 MN 
28 MS 
29 MO 
.30 MT 
Z't . '£ 
?^ NV 
3? NH 
34 NJ 
35 NM 

10 
DE 

10.507 
0 

539 
23,063 
98.436 

608 
714,627 

9,776.604 
4,291 

279,103 
91,404 

0 
2,212 

440,387 
222,907 

11,749 
2 573 

57,822 
213,228 
10,761 

1,329,458 
23,739 

1,325,260 
10,711 
15,349 
69,850 

41 
5,188 

184 
1,169 

1,779,804 
28 

11 
DC 

44,961 
2,537 
6,443 
19,381 
31,396 
3,782 
2,134 
2.912 

284,577 
30,617 
47.170 
2,521 
4,223 
22,085 
12.230 
972 

1.805 
15,636 

833 
4,073 

884,113 
7.037 
18.167 
18,816 
2,503 
7,278 

0 
207 
190 

45,824 
129,798 

342 

12 
FL 

7.195,697 
3.589 

123,292 
462,792 

1,041,243 
151,012 
199,982 
84,989 
1,689 

158,780,457 
7,690,744 

3,570 
154,625 

5,117,017 
3,834,240 
269,684 
189,176 

10,096,697 
24,300,986 

161,276 
637,493 
311.227 
979,125 
372,611 

6,144.334 
630,048 
18,951 
88,107 
22,564 
18707 

944.294 
43,410 

13 
GA 

10.351,933 
2,409 
86.851 
427.657 

1.038,318 
108,571 
185,611 
110,773 
11,052 

5,942,204 
62,708,151 

2,391 
171.609 

5,747,994 
3.948.971 
585,556 
136,181 

13.382,533 
1,767,157 
146.085 
413.233 
476/97 

1,020.847 
499.150 

1,677,598 
874.037 
22,783 
92,690 
18,020 
37,632 
812,939 
104,602 

15 
HI 

468 
3.577,713 

1,590 
2,678 

3.015.285 
1,634 
8.230 

0 
0 

377 
2,588 

8,828,507 
30 

6 848 
1.903 
1.812 
486 
84 
0 
0 

9.252 
1.069 
3.724 
1,496 
1.135 
1,702 

0 
806 
0 
0 

5,665 
0 

16 
ID 

31,071 
0 

22,335 
45,810 
585,499 
178,661 
4,876 
420 
0 

4,634 
15.612 

0 
22,920,756 

93,313 
2,650.624 
108,500 
213.425 
5,645 
51,411 

923 
600 

2,445 
5,324 

824,174 
30.284 
36,991 

7 596,868 
378,507 
53,954 
9,250 
9,213 
1,679 

A-3 

17 
IL 

2,087,814 
8.087 

495,115 
3.106,054 
8.578.561 
3,171.072 
304.673 
287,726 
40.039 

1.461,398 
1,417,744 

8.020 
663,901 

110,270,029 
17,435.369 
13,137,53̂ 5 
2.393,405 
6,544.497 
9,961,750 
384,076 

2,085,480 
2 144,437 
9,844,300 
6.555,108 
1,505,212 
6,662,342 
4,490,395 
4,290,569 

93.784 
115,030 

3,946 894 
378,514 



Orig 

U l 

^ 5 

DesI DE DC FL 

36 NY 565,975 175,973 1.289.751 
37 NC 121,093 92,491 1,647,5.'50 
38 ND 29 224 126,168 
39 OH 617,638 69.272 1,450,461 
40 OK 6.497 56,829 163,343 
41 OR 506 7,281 53.344 
42 PA 3.825,256 220.943 1,127,;'08 
44 Rl 13.079 4,516 47.108 
45 SC 74,649 7,385 1,462,097 
46 SD 128 13.879 20,408 
47 TN 53.876 24.286 2,155,199 
48 TX 470,851 14,757 18.462,825 
49 UT 511 335 47,086 
60 VT 217 268 11,536 
51 VA 391,536 1,047,414 1.652,331 
53 WA 24,672 5,415 154.281 
54 WV 387,453 42,208 1,038,175 
55 WJ 92,859 50,543 871.776 
56 WY 47,760 0 110,298 

23.216,087 3,488.582 261.f«5.073 

GA 

1.095,068 
1.953,898 

27,853 
2,201.857 

215.523 
101,269 

1.053,190 
25.534 

7,290,498 
44,758 

9,683,392 
3,581,319 

31,785 
17,597 

4.624,183 
202,345 

4,041.632 
622,829 
375.925 

Hi 

4,181 
4.099 

0 
2,662 
431 

300,995 
3.160 

20 
28 
0 

965 
8,025 
135 
0 

546 
806,857 

0 
2.337 

0 

10 

10.061 
4.742 
4,942 
9,202 
43,167 
917.211 
10,448 

368 
4,810 
8,622 
48,798 
52.333 

2,182,636 
113 

2.168 
304.704 
1.622 

123.085 
557.301 

A-4 

3.583.553 
1.213.144 
1,207,493 
7,129,503 
1.194.138 
2,058.361 
4,391.759 
105,746 
496,057 
888.994 

1.976.928 
7,683,023 
5,439,785 

47,251 
2,587,818 
5,145.248 
2,929.094 
17,427.473 
25.001,240 

150.107.390 16.608.423 40,669.137 314.375 639 



Orig 
Dest 

(XI 
aatk 

(xa 

1 AL 
2 AK 
4 AZ 
5 AR 
6 CA 
8 CO 
9 CT 

10 DE 
11 DC 
12 FL 
13 GA 
15 HI 
16 ID 
17 IL 
18 IN 
19 IA 
20 KS 
21 KY 
22 LA 
23 ME 
24 MD 
25 MA 
26 Ml 
27 MN 
28 MS 
29 MO 
30 MT 
31 NE 
32 NV 
33 NH 
34 NJ 
35 NM 

18 
IN 

1,630,754 
1,969 

78.524 
760,636 
779,329 
710,397 
162,383 
106,743 

1,839 
570,980 
870,877 

1,945 
147.402 

36.184,687 
52,379,171 

1,034,975 
307.175 

11,131.852 
2,120,900 

165.051 
743,915 
433,295 

13,370,823 
15,492,075 

301,719 
5,154,530 

020,510 
6,828,103 

8,706 
55,634 

558,172 
120,121 

19 
IA 

483,418 
0 

35,904 
506,665 
438,560 
539,628 
32,175 
23.495 

88 
357,816 

1,496,062 
0 

112,235 
5,460,292 
1,715,904 

39,012,963 
1.477,066 
524,195 

1.745,640 
42,245 
22,027 
68,050 
690,834 

4,814,021 
163,799 

3,292.954 
137.991 

1,543,414 
12,769 
39,732 
700,189 
6,704 

20 
KS 

6.34,378 
0 

67,613 
712,451 

1,178,251 
501.265 
12.806 
25,734 

545 
241,275 
556,596 

0 
151,395 

3,534,455 
1.108,530 
1,612,381 
11,185,207 

146.048 
295,925 
4,173 
27.619 
57,334 
350,172 
353,754 
92,397 

2,381,126 
28,986 

2,898,704 
41,789 
23,883 
113,980 
62,100 

21 
KY 

1.222,138 
0 

16,667 
641,654 
349,340 

1.216,902 
44,891 
116,218 

335 
1.099,255 
860,730 

0 
116,110 

7,906,830 
7.558,286 
221.267 
131.147 

56.144,326 
5.839,569 
121.494 
281,036 
126,171 

1,194,737 
313.939 

1,550.805 
1,495.858 
41,470 
137 016 
1,708 
8,379 

411,265 
23.351 

22 
LA 

4,362,598 
3,226.339 

65,876 
10,797.947 
1.932,737 
187,909 
18.766 
178,049 
4,503 

8,232,352 
1,206,857 

2.370 
94,716 

47,516,231 
6,774,203 
7,666,774 
828,918 

11,927.689 
72 863,955 

1.734 
92.258 
112,418 
336,922 

5.435,412 
7,726,231 
9,198,877 

63,037 
450,697 
114,980 
28.427 
136,198 
111.632 

23 
ME 

39,099 
0 

17,780 
8,341 
50,628 
8,682 

134,852 
119,910 

50 
39.684 
761,711 

0 
3.234 

186,085 
108,743 
66.739 
2,448 
15,241 
134,327 

16,649,108 
50,197 

1,603,397 
79,628 
30,455 
43,684 
39,314 
11,801 
3,430 
318 

928,859 
827,893 

470 

A-5 

24 
MD 

273,081 
1,710 

44.840 
241.850 
471,708 
92.743 
152.676 

1.156,770 
9.260 

813.911 
713,666 
1.697 

75,562 
2.638,150 
442.698 
207,507 
35,091 

663,027 
326,738 
83,802 

24.381.424 
381,214 

1.025,807 
226,566 
281,734 
245,166 

635 
111,950 
1,039 

181,828 
6.777,656 

7,862 



A-6 

Orig 

(Jl 

ta 

Dest IN IA KS KY LA ME MD 

36 NY 2,708,333 136,378 146,809 412.909 731.777 1,046,148 1.783,700 
37 NC 636,529 236,347 125,995 614,954 345,501 37,819 1.127.482 
38 ND 79.785 262,020 111,352 46,315 226.955 53 56,136 
39 OH 8.101.554 504,592 530,522 9.890,167 4,252,569 182.717 2.190,163 
40 OK 283.446 1,056,597 1,862,189 79,945 1,854,983 6,342 19,940 
41 OR 157.687 116,827 114,901 61,357 121,256 3,255 62.047 
42 PA 4.481,391 472,122 401,147 1.582,298 1.418,070 800,593 16.777.021 
44 R! 65,584 7,027 22.644 22,469 17.717 354.900 28,111 
45 SC 174,773 80,893 222.983 636,873 276.603 31,163 310.468 
46 SD 36,085 958,725 135.568 20,140 32,257 14,457 1.515 
47 TN 1,074,646 339,735 313,254 2,002.360 5.198,963 48.205 344.040 
48 TX 2,267.938 1,209,598 2,402,333 1,709,200 22.556.961 156,200 845,272 
49 UT 243,015 107,794 87,110 272.292 129,990 96.085 12,246 
50 VT 18.999 4,997 5,059 2.554 855 139.013 24.852 
51 VA 815,916 85.769 68,046 1.551,916 175,243 564,249 9,613,493 
53 WA 168,297 303,200 112,467 131.059 162,779 25,504 93,982 
54 WV 5,214,233 167,226 99,648 7,508.953 4.845.114 7,771 12.008,567 
55 Wl 7,462.854 1,946,382 484,915 392,798 562,571 65,649 584,978 
56 WY 3,700,488 15.466,003 12,949.226 17.642 4.997.721 0 4,972 

190.726,745 88,959,067 48,597.040 116.139.095 249,605.497 25,536.231 87.9a8.343 



Ong 
DesI 

tn 

cn 

1 AL 
2 AK 
4 AZ 
5 AR 
6 CA 
8 CO 
9 CT 

10 DE 
11 DC 
12 FL 
13 GA 
15 HI 
16 ID 
17 IL 
18 IN 
19 IA 
20 KS 
21 KY 
22 LA 
23 ME 
24 MD 
25 MA 
26 Ml 
27 MN 
28 MS 
29 MO 
30 MT 
31 NE 
32 NV 
33 NH 
34 NJ 
35 NM 

25 
MA 

236,442 
5,J25 

308,082 
105,179 
652.240 
121.400 

1,887,500 
400.187 

496 
459,564 
707,490 

5,753 
58,030 

2,877,416 
449,086 
178.,554 
365,245 
194,253 
810,027 

1.074,495 
1.870,3J*0 

24,827,585 
625,3^12 
171,9612 
111,960 
222,129 

18,838 
78.445 

1.729 
3,745,647 
2,419.193 

6,159 

26 
Ml 

907,795 
7,669 

113,430 
560,431 
748.862 
381.473 
382,877 
461.542 
5.900 

1.007,479 
1,290.714 

7.613 
182,531 

10,971,259 
10,524,072 

986,286 
272,115 

6,839,633 
522,043 
128,086 

1,493,480 
413,258 

87,022,419 
2,363,4(59 
428,576 

1,154,321 
99,098 
164, IZl 

5,187 
131,012 
997.602 
57,761 

27 
MN 

626,65P 
2,480 
37,823 
486,663 
646,476 
127,589 
73,245 
71,658 

170 
284,522 

1,749.125 
2,463 

255,719 
3.369,951 
1,049,586 
8,698,350 
1,528,817 
436,881 

2,767,971 
215,802 
125,078 
112,047 

2.822,579 
62,915,310 

149.501 
788.176 

9,834.576 
466,695 
1,702 
4,308 

227,955 
34,911 

28 
MS 

3,357,008 
0 

64,876 
^687,497 
401,447 
653,626 
29,634 
49.996 

146 
2.774.761 
795 773 

0 
25.913 

3.191,577 
335.035 
220,942 
120.311 

2.708.004 
11.677.231 

72.301 
51,206 
41,632 
173,776 
218.346 

15.770,488 
715,058 

1.115,933 
59,285 
4,754 
3,232 

320,397 
101,963 

29 
MO 

777,314 
8,674 

150,499 
2,284,078 
1.288,543 
1,406,813 

138,406 
30,995 

789 
458,452 

2,503,172 
8,609 

277,736 
16,572,477 
2.548,226 
6 964,813 

11.056,644 
1.616,283 
3.615,001 

38,265 
132,797 
242.706 

3,292,986 
1.878,309 
2.140.631 

33,500,751 
497.378 

1,991.931 
18,060 

124.515 
804,269 
194,766 

30 
MT 

108,752 
0 

26,217 
29,359 

406,295 
149,795 

614 
51 
9 

18.140 
34,160 

0 
623,761 
283,889 
24.224 
58,222 
597,694 
6,464 
5.624 
115 
485 

1,179 
14,197 

444,263 
11,660 
61,589 

3,978,769 
126,293 
6,258 
172 

3.400 
13.853 

A-7 

31 
NE 

113,122 
0 

49,849 
228.017 

1,728.372 
1.044.786 

77.320 
5,081 

94 
70.058 

1.401.927 
0 

155,213 
3,382,424 
361.742 

3.934,375 
1,020,343 
170,679 
326.425 
16.386 
197,014 
25,613 
179.954 

1,121.125 
111.687 
673,474 
402,798 

5.483,693 
2,808 
16,999 
39,554 
32.021 



A-8 

Orig 

cn 
ma* 

(T) 

Dest MA Ml MN MS 

36 NY 5,964,752 2 427,137 291.134 99,051 
37 NC 494,560 967,740 145,857 164,252 
38 ND 137,589 43,873 5,228.257 13,602 
39 OH 1,407,136 17,000,368 880,094 205,025 
40 OK 27,602 264,933 606,168 140,348 
41 OR 98.834 224,111 360,108 17,965 
42 PA 3,213,035 4,604,273 757,117 330,893 
44 Rl 1,291,234 99.003 15,433 4,464 
45 SC 489,940 464,242 125,088 234,488 
46 SD 11,855 101.282 2,415,313 15,021 
47 TN 514,514 873.957 228,285 3,038,999 
48 TX 1,327,625 1,119,481 1,542,000 1.865,823 
49 UT 317,338 36,763 327.436 8,239 
50 VT 427,112 28,347 5.424 1.741 
51 VA 1,865,638 1,855,940 101.882 129,386 
53 WA 121,679 785,462 664.691 25.195 
54 WV 161,415 4,345,525 146,788 232,854 
55 Wl 1,639,181 21,206,014 7.039.224 145.328 
56 WY 3,675 240,719 14.734.592 19.760 

67,511,487 187,321,288 135.527,678 53.434.582 

MO 

633.347 
317.109 

1,054,150 
2,094,174 
2.867,154 
375,010 
623.166 
23.391 
954.456 
331,775 

2,068,038 
3,020,660 
696.237 
9,259 

633,857 
576,791 
370.597 

1.466,922 
26.221.230 

MT 

19,350 
3,181 

112.387 
25,530 
30,815 
194,613 
19,043 

397 
4.355 

648,195 
16,821 
138.565 
160,790 

189 
815 

789,161 
708 

183,524 
503,572 

NE 

67,146 
55.263 

141,058 
138,664 
631,562 
186,099 
145,442 

4.282 
38,945 

693,378 
216,587 

1.066,520 
59,359 

442 
40,361 

539.175 
13,205 

513.142 
9,837.039 

141,102.111 9.885.514 36.760.602 



A-9 

DesI 
Orig 

1 AL 
2 AK 
4 AZ 
5 AR 
6 CA 
8 CO 
9 CT 

10 DE 
11 DC 
12 FL 
13 GA 
15 HI 
16 ID 
17 IL 
18 IN 
19 IA 
20 KS 
21 KY 
22 LA 
23 MF 
24 MD 
25 MA 
26 Ml 
27 MN 
28 MS 
29 MO 
30 MT 
31 NE 
32 NV 
33 NH 
34 NJ 
35 NM 

32 33 34 35 36 37 38 
NV NH NJ NM NY NC ND 

30,762 18,535 410,672 22,350 1.394,823 1,764,199 15.431 
0 0 0 0 12,618 0 0 

56.247 2,583 50,024 797,869 121.541 61,660 631 
43,994 23,505 584,981 30,019 373,345 261,937 16.920 

966,028 39.332 1,551,812 1,860.322 1,717.823 557,078 41.732 
101,464 34,814 671,582 575,901 1,061,972 65,206 4,807 

4,985 172,949 3.854,884 981 4,914,921 234,281 272 
283 5,528 3,378,216 137 1,811,857 204,845 57 

0 57 9,201 0 1,388 2,193 0 
13,198 14.888 1,664.202 26,221 1,689,599 1,511,930 95,733 
9,214 48,684 940,594 11,547 1.117,748 4,092,944 89.142 

0 0 0 0 12,522 0 0 
257,516 956 91,536 90,102 190,044 52,808 115,778 
230,204 163,120 7,427,306 154.534 4,501,135 1,805,174 249,839 

14,913 56,799 2,739,536 5,095,811 3.570.591 1,943,613 190,100 
9,899 10,691 340,970 11,674 1,126,247 444,192 691,669 

28,503 2,876 166,066 305.305 274,261 183,494 33,551 
10,243 32.157 576,544 21.099 1,124,778 11,815,424 C4.774 
56,482 89,927 1,432 467 29.364 1,411,879 1,177,605 41,667 

372 96,138 479,396 485 695,312 150,468 76 
5,466 64,548 2,480.627 2,924 1,983.755 883,863 838 

12,896 1,202,^22 1,353,167 11,848 4,841,996 250,897 1,927 
41,228 50./16 2,250,666 39.458 3,035,320 1,568,570 133,977 

149 448 12,820 328,285 55.115 1,005,166 138,629 2,163,095 
8,149 12,230 468,068 41.302 691,663 567.254 8,619 

44,508 17,311 551.127 101,247 1.573,012 672.527 97,873 
25,431 0 1,610 12,437 21,753 5.162 612,501 
33,846 2,687 253,696 71,508 411.601 43.177 12.611 

521,738 195 3.778 2,484 10,075 17,177 3.221 
769 4,783,426 1,110.173 520 871,622 41,965 3.146 

16,256 1,192,976 30,149,182 13,985 31,280,531 3,582.223 8.552 
2,552 1 444 581.244 11,990.485 87,956 84,688 305 

mum atM^axi^xnttatt^ t«a,t,imamaamaa.mia».x,Mittat>tai,miS mum 



A-10 

Dest 
Orig 

cn 
00 

36 NY 
37 NC 
38 ND 
39 OH 
40 OK 
41 OR 
42 PA 
44 Rl 
45 SC 
46 SD 
47 TN 
48 TX 
49 UT 
50 VT 
51 VA 
53 WA 
54 WV 
55 Wl 
56 WY 

NV 

25,374 
38,888 

163 
46,920 
24,931 

201,090 
20,666 

90f' 
4,462 

19,522 
41,769 

266.455 
2.760.954 

168 
18.005 

109.516 
5,490 

25,840 
809,534 

NH 

597,389 
71,407 

23 
129.920 
1,294 
1,919 

949,974 
467,280 
25,078 
3,157 
63,273 
72,540 
91,433 
60,112 
148,424 
2,410 

195 655 
113,482 

0 

NJ 

21,293,019 
2,271,065 
212,568 

2,594,296 
78,307 
198,857 

20,243,653 
687,042 
934,026 
21.973 

1,720,704 
4,236.295 

51,215 
296,491 

3,868,180 
505,778 

1,631,927 
795,609 
14,470 

NM 

7,683 
4.901 
4.397 

33,489 
161,124 
26,221 
66,717 

265 
2,018 
4,924 

31,130 
2,880,003 
2,468,348 

274 
9,924 

43,945 
4,312 

26,990 
4,622 

NY 

62,923,474 
1.171,595 
310.920 

5,761,463 
77,621 
616,746 

23,092.180 
723,345 
524,983 
221,443 

1,091,861 
3,187,635 

42,492 
1,092,858 
2,044,540 
177,350 

4.236.988 
1,601,270 
65,120 

NC 

1,186,329 
61,823,829 

58,744 
3,576,257 
297,720 
85,076 

1,730,740 
63,193 

10,093,113 
10,126 

3,770,786 
3,168,243 

20,873 
16.150 

14,277,181 
99.389 

7.194,315 
754.307 
232.458 

ND 

30.354 
4,104 

11.791.855 
46.897 
86.957 
51,407 
16.978 

148 
1.476 

1.699,229 
37,142 
177,060 
12,213 

224 
25.971 
53,376 

487 
216,506 
145.198 

7,117.247 11.149.384 127,557,077 27.158.321 181.902.738 142.644,012 19,056,486 



A-11 

Dest 
Orig 

cn 
(D 

1 AL 
2 AK 
4 AZ 
5 AR 
6 CA 
8 CO 
9 CT 

10 DE 
11 OC 
12 FL 
13 GA 
15 HI 
16 ID 
17 IL 
16 IN 
19 IA 
20 KS 
21 KY 
22 LA 
23 ME 
24 MD 
25 MA 
26 Ml 
27 MN 
28 MS 
29 MO 
30 MT 
31 NE 
32 NV 
33 NH 
34 NJ 
35 NM 

39 
OH 

2.154,443 
5,063 

139.821 
1,225,912 
1.539.128 
1,146,206 

356,811 
295,306 

21,780 
1,262,996 
2,154,985 

5,021 
280,041 

9,740,549 
8,778,999 

862,250 
476,235 

20,579,672 
6,523,100 

218,373 
1,507,286 
1,110,610 

20,771,473 
16,967,370 

729,198 
1,826,786 

267,849 
294.691 

17,409 
123,149 

2,492,828 
35,171 

40 
OK 

296,488 
0 

60,224 
2.672,597 
642,990 
373.125 
43.346 
12.237 

96 
310,780 
186,820 

0 
30.307 
791,116 
889,780 
858.438 

5,057,091 
151,773 

1,600.222 
55.777 
39,656 
62,685 
354,412 
177.200 
258,841 

3.432.676 
15.779 

3.505,285 
31.541 
20.525 
145,438 
67,809 

41 
OR 

94,925 
539,975 
51,600 
199,328 

6,369,637 
674,797 
15,151 
7,684 

31 
119,027 
113,448 
18,112 

1,604.289 
1 710,210 
106,045 
120.298 
108.944 
58,725 
141,066 
33,327 
20,743 
67,435 
280,948 
678,174 
143,339 
313,078 

1,980.386 
466.903 
441,097 
10,431 
169.553 
14,572 

42 
PA 

1,165,696 
3,900 

109,169 
629.410 

1,322,191 
287,643 
807.0.30 

14,414,792 
142,788 

1,216,935 
1,603,197 

3,880 
256,506 

8,105,480 
2,872.836 
561.996 
469,206 

3,625,936 
3.521,537 
341,314 

5,873,926 
1.474,492 
2,388,335 
707,599 
796,465 

1,219.005 
5,098 

396.107 
3,574 

676,877 
10,459,448 

44.943 

44 
Rl 

70,906 
0 

19,888 
3,675 
72,280 
1,463 

249,858 
836,168 

72 
27,706 
113,684 

0 
2,000 
56,379 
50,592 
25,254 
5,386 
38,766 
49,017 
150,478 
161.083 

1,668,608 
21,773 
11,761 
103.112 
7,007 

0 
748 
490 

98,753 
2,203,894 

324 

45 
SC 

1,182.028 
0 

40,921 
158,267 
182,286 
15,102 
726,211 
146,296 

381 
1,509,859 
4,158,748 

0 
60,503 
513,349 
395.508 
126.743 
82.753 

9,525,383 
1,006,836 
65,744 
332,549 
160,963 
331,644 
59,909 
199,340 
194,670 
3,959 
29,831 

595 
16,524 

623,305 
8,616 

46 
SD 

6,764 
0 

4.950 
20.325 
47.847 
55.004 

967 
411 

0 
31,472 
34,249 

0 
31,167 
132,921 
32,145 

1,564,179 
23,091 
136,456 
31,084 

331 
9,388 
8,664 
21,062 

1,341,518 
16 166 
64,823 
29,628 
284,529 

561 
266 

8,384 
626 



meg 

A-12 

Orig 
Dest OH OK OR 

cn 
Iss 
o 

36 NY 4,222,522 98,617 89,164 
37 NC 1,472,597 116,470 58.761 
38 ND 187,359 80,416 924,270 
39 OH 128,410,186 689,417 156,845 
40 OK 393,959 27,888,778 222,960 
41 OR 192,507 123,963 63.932,093 
42 PA 25,791,607 489,713 79,750 
44 Rl 134,262 2,545 1,441 
45 SC 1,315,546 62.082 31,610 
46 SD 47,631 1.260 140.186 
47 TN 2,232,773 397,627 148.218 
48 TX 3,816,918 7,555,386 517,303 
49 UT 84,965 111,169 808,368 
50 VT 84,801 825 3,220 
51 VA 4,549,347 54,452 18,927 
53 WA 409,151 146,490 41,614,409 
54 WV 28,086,442 99,494 34,414 
55 Wl 5,458,877 231.219 203.247 
56 WY 274,683 10,646,048 3,734,397 

311,076,634 70.740,915 129,392.851 

PA 

7,188,775 
2,031,731 

149,935 
23,692,964 

159,951 
133,149 

125,175,704 
270,133 

1,278,013 
27,959 

1,910,009 
3,763,575 

78,282 
930.682 

2,556.360 
231,251 

18,339,986 
1.585,947 

93,892 

Ri 

1,148,136 
121,179 
9,G62 

163,512 
597 

15,146 
711,778 

2,935,302 
77,643 
13,846 
39,947 
218,577 
75,281 
31.076 
86.580 
11,138 
2,583 
73,844 
9,900 

SC 

326,200 
4,485,504 

4.290 
830,471 
64,405 
'36,951 
556,870 
24.568 

24,359,080 
3,735 

1,587,154 
2,499,429 

15,074 
3,056 

2.488,259 
84,752 
963,829 
267,477 
99,868 

SO 

7,257 
8.110 

2,473,118 
60,599 
75.711 
24,028 
22,402 

509 
3,278 

3,464,741 
27.262 

148.897 
14,945 

51 
9.433 

36.708 
1.656 

88.503 
1,134.346 

255.165.609 11.796.852 60,559,695 11,540.532 



Dest 
Orig 

cn 

1 AL 
2 AK 
4 AZ 
5 AR 
6 CA 
8 CO 
9 cr 

10 DE 
11 DC 
12 FL 
13 GA 
15 HI 
16 ID 
17 IL 
18 IN 
19 IA 
20 KS 
21 KY 
22 LA 
23 ME 
24 MD 
25 MA 
26 Ml 
27 MN 
28 MS 
29 MO 
30 MT 
31 NE 
32 NV 
33 NH 
34 NJ 
35 NM 

47 
TN 

4,216,990 
0 

86,791 
4,282,645 
1,778.081 

204.490 
256,096 
134,670 

2,573 
597,965 

3.485.049 
0 

244.753 
6.809.951 
2,649.856 

563,970 
470,151 

23,379,504 
5.478.895 

237.075 
168. OOF 
214,926 

1.228.052 
371,307 

3,850,762 
2,647.694 

48.983 
141,594 
35,426 
34,518 

599,739 
17,628 

48 
TX 

3,175,172 
890.818 

1,741,838 
7.310,021 
6.971,546 
4,401,065 
170,659 
211,691 
21,331 

2,376,769 
1,870,642 

8,995 
455 321 

7,618,736 
2,302,526 
2,062,903 
7,640,056 
1,412,285 

27,607,783 
68.857 
192,187 
496,662 

2,419,608 
1,387,421 
2,979.080 
5,076,052 
480,484 

3,497,%3 
129,041 
79,361 

1.634,662 
2,571,225 

49 
UT 

77,367 
0 

212.455 
122,013 

2,621.133 
801,862 
7,436 
1,968 

81 
29.716 
83.652 

0 
1,646.584 
1,058.205 
2,406,802 
107,355 
565,232 
34,392 
47,927 
2,769 
6,224 
10,330 

161,935 
1.917,662 

21,896 
160,887 
295,843 
427,269 
302,304 

562 
57,371 
17,560 

50 
VT 

4,839 
0 

6,693 
27,916 
26,379 

365 
159,138 
7,518 

0 
7?,̂ c8 
23.017 

0 
1,101 

129,178 
2e.782 
12.107 
33.158 
4.374 
16.070 
90,199 
8.071 

362,922 
115.352 
3,554 
7.900 
20.179 

0 
291 
70 

429,564 
104,367 
2.376 

61 
VA 

1.028,642 
0 

51,464 
179,910 
298,751 
364,011 

1,147.931 
299,385 
1,760 

513,653 
1.313,248 

0 
18,180 

1,976,918 
849,223 
143.266 
39.540 

7,033.203 
462,987 
149,854 

5.170,035 
379.237 

1,255.195 
147,404 
220 365 
379,747 
1,488 

31,242 
2,301 
54,468 

1,753,465 
10.004 

53 
WA 

216,684 
25,678,761 

149,493 
377,996 

2,580.223 
491,760 
26,990 
13,989 

96 
109,059 
134,961 
111,456 

3 801,983 
2,826,130 
205,865 
668,794 
266,406 
184,066 
159,980 
70,740 
26,070 
82,755 
438,566 

2,993,194 
241,168 
601,914 

4.845,584 
3,030,605 
113,137 
40.960 
157 9J3 
35,358 

A-13 

54 
WV 

822,582 
0 

8,810 
102.785 
90.182 
4.297 

135.267 
42.613 

465 
217,557 
228,425 

0 
46,511 

1,699,768 
1,813,058 

26,693 
7,092 

5,596,799 
1,675,100 

21,887 
2,259,314 

18,727 
512.597 
24,767 
77,800 
304,992 

65 
8,692 
317 

8,360 
1,569,937 

1,853 



mmmmi 

A-14 

Orig 
Dest 

cn 
ro 

36 NY 
37 * .. 
38 UD 
39 OH 

• 40 OK 
41 OR 
42 PA 
44 Rl 
45 SC 
46 SD 
47 TN 
48 TX 
49 UT 
50 VT 
51 VA 
53 WA 
54 WV 
55 Wl 
56 WY 

TN 

695,692 
1.556,391 

136,112 
2,841,515 

484,474 
206,478 

2,070,322 
151,560 

1.179,173 
30,935 

25,483,871 
3,476.636 

60.468 
15.372 

4,834,809 
503,983 

1,425,227 
827,078 

5,153,107 

TX 

1.488,360 
769.890 
620,495 

3.400.353 
9.781.744 
740,610 

1.943,613 
58,766 
500,533 
265,414 

2,490,665 
237,206,423 

461,133 
15.601 

560.134 
913.438 
563,952 

1.418.031 
38.933,296 

UT 

90,969 
32,720 
4,590 

128,348 
22,109 
437,220 
87,974 
1.267 
16,080 
38,355 
83,815 
264,562 

24,196,050 
383 

17,348 
741,739 
4,179 

210,835 
186,375 

VT 

587,079 
59,748 

0 
50,485 

934 
815 

395.861 
25,554 
8,114 

75 
21,146 
15,046 
368 

1.367.198 
11,971 
15.364 
2.400 
31.319 

0 

VA 

1,131,937 
5,134,788 

53,802 
2.290.465 

24,941 
88,794 

3,377.235 
73,406 

2,276,984 
130,766 
847,684 

1,054,241 
9,647 
5,739 

56.948,060 
64,946 

12,105,355 
368,594 
23.147 

WA 

116,457 
159.777 

2,247,662 
245,983 
208,182 

9,492,891 
179,184 
12,007 
47,694 

1,346,638 
433,662 

1.035.842 
790,531 
1,480 

49,832 
53,611,454 

76,969 
166,457 
710.811 

WV 

231,707 
275.400 
8,354 

9,975.746 
19.365 
4,855 

6,067,140 
12,938 
72,288 
3.109 

375.893 
2.528,022 

567 
387 

3.616,393 
10,044 

40,311,918 
156,455 
49,003 

116,790.343 401.395,201 39,771,751 4.242.446 111.294.498 
121.616,079 81,044,875 



mr 

A-15 

Orig 

Oi 
ro 
(x3 

Dest 55 56 
9 Wl WY 

1 AL 535,327 18,197 
2 AK 2,301 0 
4 AZ 54,564 11,861 
5 AR 311,263 2.621 
6 CA ^81,450 37.982 
8 CO 87,636 96.737 
9 CT 62,842 115 

10 DE 61,546 0 
11 DC 6,917 0 
12 FL 311,450 10,037 
13 GA 916,897 5.273 
15 HI 2,282 0 
16 ID 151,132 45,146 
17 IL 9,175,817 46,288 
18 IN 3,591,442 8,059 
<9 IA 2,840,354 21,816 
20 KS 58,411 10,631 
21 KY 475,859 2,397 
22 LA 683 044 4.895 
23 ME 296,752 0 
24 MD 294,931 204 
25 MA 311,463 383 
26 Ml 4,167,173 3.128 
27 MN 19.751,169 84.386 
28 MS 264,096 8.847 
29 MO 556,726 4,306 
30 MT 12,522.988 57,549 
31 NE 296,931 141,029 
32 NV 2.129 18,711 
33 NH 44,699 4,023 
34 NJ 351,029 \410 
36 NM 506,330 7,762 



Orig 
DesI 

A-16 

Ul 

4k 

36 NY 
37 NC 
38 ND 
39 OH 
40 OK 
41 OR 
42 PA 
44 Rl 
45 SC 
46 SD 
47 TN 
48 TX 
49 UT 
50 VT 
51 VA 
53 WA 
54 WV 
55 Wl 
56 WY 

Wl 

316,706 
312,619 

1.594,250 
2.681,235 

127.193 
208,873 
456.614 
25,304 

201.972 
586,640 
338,512 
589,362 
106.106 
38.199 

374,633 
190.175 
262,591 

20,616 037 
12,088 635 

WY 

1,237 
3,428 
9,553 

19,653 
21,397 
7,868 
5,002 

47 
16,542 

1,264,058 
26,146 
27,051 

217.128 
36 

860 
28,154 

794 
33,902 

16.716.189 

100,271,565 19.052,838 5,415.718.266 

Source Reebie Associates. Transearch Data Base 
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SUMMARY PROFILE 

STCC 
Acrylates 

Name 

Li^n^ iLein 

1 U.S. 1994 Production 589,962 

2 U.S. 1994 Shipments 589,962 

3 Canadian imports delivered 
i n U.S. by r a i l i n 1994 

12,240 

4 U.S. .Supply (lines 2 + 3) 602,202 

5 U.S. Rail o r i g i n a t i o n s 1994 382,240 

6 UPSP waybill-reported 1994 
ori g i n a t i o n s 

7 Less UPSP 1994 or i g i n a t i o n s 
at four Texas points to be 
newly accessed by BNSF 

8 Less UPSP 1994 w a y b i l l 
sample reported o r i g i n a t i o n s 
a c t u a l l y originated by PTRA 

9 SUiTi of lines 7 -t- 8 

10 Adjusted UPSP or i g i n a t i o n s 
( l i n e 6 - l i n e 9) 

11 UPSP adjusted tonnage ( l i n e 
10) as % of U.S. r a i l 
o r i g i n a t e d t o t a l t r a f f i c 
( l i n e 5) 

53% 

12 UPSP adjusted tonnage ( l i n e 
10) as % of U.S. supply 
( l i n e 4) 

34% 
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SUMMARY PROFILE 

2818;69 
STCC 

Hex. Solvejw 
Name 

"i 1 II 1 iim 1 1 III. 

Item Tons j 
U.S. 1994 Production 639,000 1 

I '' U.S, 1994 Shipments I2i 1 
575,100 

3 Canadian imports delivered 
i n U.S by r a i l i n 1994 

4 U.S. Supply (lines 2 -H 3) 575,100 
5 U.S. Rail o r i g i n a t i o n s 1994 584,400 
6 UPSF waybill-reported 19 9 4 

o r i g i n a t i o n s 

7 Less UPSP 1994 o r i g i n a t i o n s 
at four Texas points to be 
newly accessed by BNSF 

8 Less UPSP 1994 w a y b i l l 
sar.ple reported o r i g i n a t i o n s 
a c t u a l l y originated by PTRA 

y ?um of lines 7 -t- 8 
— 

10 Adjusted UP3P ori g i n a t i o n s 
( l i n s 6 - l i n e 9) 

11 UPSP adjusted tonnagt ( l i n e 
10) as % of U.S. r a i l 
o r i g i n a t e d t o t a l t r a f f i c 
{ l i u a 5) 

25% 

12 UPSP adjusted tonnage ( l i n e 
10) as % of U.S. supply 
( l i n e 4) 

25% 

527 
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SUMMARY PROFILE 

2818239 
STCC 

Ethylene Qxide 
Name 

Tons 

1 U.S. 1994 Production 3,391,000 

2 U.S. 1994 Shipments 644,290 

3 Canadian imports delivered 
i n U.S. by r a i l i n 1994 

34,520 

4 U.S. Supply (lines 2-1-3) 678,810 

5 U.S. Rail o r i g i n a t i o n s 1994 555,640 

6 UPSP '.waybill-reported 1994 
ori g i n a t i o n s 

7 Less UPSP 1994 ori g i n a t i o n s 
at four Texas points to be 
newly accessed by BNSF 

8 Less UPSP 1994 waybi l l 
sample reported o r i g i n a t i o n s 
a c t u a l l y originated by PTRA 

9 Sum of lines 7 -t- 8 

10 Adjusted UPSP ori g i n a t i o n s 
( l i n e 6 - l i n e 9) 

11 UPSP adjusted tonnage ( l i n e 
10) as % of U.S. r a i l 
o r i g i n a ted t o t a l t r a f f i c 
( l i n e 5) 

55% 

12 UPSP adjusted tonnage ( l i n e 
10) as % of U.S. supply 
( l i n e 4) 

45% 

528 
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SUMMARY PROFILE 

2iLia2M 
STCC Name 

Oxide 

j Line I t e r r i 

1 U.S. 1994 Production 1,678,500 j 

2 U.S. 1994 Shipments 922,900 

3 Canadian imports delivered 
i n U.S. by r a i l :n 1994 

4 U.S. Supply (lin e s 2-^3) 922,900 

5 U.S. Rail o r i g i n a t i o n s 1994 402,600 1 
6 UPSP waybill-reported 1994 

ori g i n a t i o n s 

7 Less OPSP 1934 origind c-ions 
at four Texas point-s to be 
newly accessed by BNSF 

8 Less UPSP 1994 waybi l l 
sample reported o r i g i n a t i o n s 
a c t u a l l y originated by PTI-lA 

9 Sum of lines 7 -t- 8 

10 Adjusted UPSP or i g i n a t i o n s 
( l i n e 6 - lir.e 9) 

11 UPSP adjusted tonnage ( l i n e 
10) as % or U.S. r a i l 
o r i g i n a ted t c t a l t r a f f i c 
( l i n e 5) 

96% 

12 UPSP adjusted tonnage ( l i n e 
10) as % of U.S. supply 
( l i n e 4) 

42% 

529 



SUMMARY PROFILE 

STCC 

Methyl Tert. Butyl 
Ether 'MTBE) 

Ncime 

Line Item Tons 

1 U.S. 1994 Production 6,655,000 

2 U.S. 1994 Shipments <=;.655,000 

3 Canadian imports delivered 
i n U.S. by r a i l i n 1994 

4 U.S. Supply (lines 2+3} 6,655,000 

5 U.S. Rail o r i g i n a t i o n s 1994 
— 

211,660 
6 UPSP waybill-reported 1994 

ori g i n a t i o n s 

7 Less UPSP 1994 or i g i n a t i o n s 
at four Texas points to be 
newly accessed by BNSF 

8 Less UPSP 1994 w a y b i l l 
sample reported o r i g i n a t i o n s 
a c t u a l l y originated by PTRA 

9 Sum of lin e s 7 + 8 

10 Adjusted UPSP or i g i n a t i o n s 
( l i n e 6 - l i n e 9) 

11 UPSP adjusted tonnage (l^ne 
10) as % of U.S. r a i l 
o r i g i n a t e d t o t a l t r a f f i c 
( l i n e 5) 

79% 

12 UPSP adjusted tonnage ( l i n e 
10) as % cf U.S. supply 
( l i n e 4) 

3% 

530 
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SUMMARY PROFILE 

m m 2 
STCC 

Styrene 
Name 

Mas ;tem ions j 
1 U.S. 1994 Production 6,634,000 1 
2 U.S. 1994 Shipments 5,634,000 

3 Canadian imports delivsred 
i n U.S. by r a i l an 199^ 

265,840 

4 U.S. Supply (lines 2 + 3 ) 5, 899,840 

5 U.S. Rai.';. o r i g i n a t i o n s j994 1,301,760 

6 UPSP waybill-reported 19 94 
or i g i n a t i o n s 

7 Less UPSP 1994 or i g i n a t i o n s 
at four Texas points to bii 
newly accessed by BNSF 

8 Less UPSP 1994 w a y b i l l 
sample reported o r i g i n a t i o n s 
a c t u a l l y o r i g i n a t e d by PTRA 

9 Sum of lin e s 7 + 8 

10 Adjusted UPSP or i g i n a t i o n s 
( l i n e 6 - l i n e 9) 

11 UPSP adjusted tonnage ( l i n e 
10) as % of U.S. r a i l 
o r i g i n a t e d t o t a l t r a f f i c 
( l i n e 5) 

60% 

12 UPSP adjusted tonnage ( l i n e 
10) as % of U.S. supply 
( l i n e 4; 

13% 

531 



SUMMARY PROFILE 

2818416 
STCC 

Butyl AlgQhols 
Name 

Line Item Tons j 
1 U.S. 1994 Production 920,000 1 
2 U.S. 1994 Shipments 590,000 

3 Canadian imports delivered 
i n U.S. by r a i l i n 1994 

4 U.S. Supply (lines 2 + 3 ) 590,000 

5 U.S. Rail o r i g i n a t i o n s 1994 250,400 

6 UPSP waybill-reported 1994 
ori g i n a t i o n s 

7 Less UPSP 1994 o r i g i n a t i o n s 
at four Texas points to be 
newly accessed by BNSF 

1 ^ Less UPSP 1994 w a y b i l l 
sample reported o r i g i n a t i o n s 
a c t u a l l y o r i g i n a t e d by PTRA 

9 Sum of lin e s 7 + 8 

10 Adjusted UPSP or i g i n a t i o n s 
( l i n e 6 - l i n e 9) 

11 UPSP adjusted tonnage ( l i n e 
10) as % of U.S. r a i l 
o r iginated t o t a l t r a f f i c 
( l i n e 5) 

73% 

1 " 
UPSP adjusted tonnage ( l i n e 
10) as % of U.S. supply 
( l i n e 4) 

31% 

532 



SUMMARY PROFILE 

2818491 
STCC 

Fatty Alrot)c)l.g 
Name 

T ^ ' ' ' ' '-" ' — • II II 

Itejn '2p,J}s 

1 U.S. 1994 Production 43C,^00 
2 U.S. 1994 Shipments 324,000 
3 Canadian imports delivered 

i n U.S. by r a i l i n 1994 

4 U.S. Supply (lines 2 + 3 ) 324,000 

5 U.S. Rail o r i g i n a t i o n s 1994 262,760 

6 UPSP waybi11-reported 1994 
ori g i n a t i o n s 

7 Less UPSP 1994 or i g i n a t i o n s 
at four Texas points to be 
newly accessed by BNSF 

8 Less UPSP 1994 w a y b i l l 
sample reported o r i g i n a t i o n s 
a c t u a l l y originated by PTRA 

9 Sum of l.L.nes 7 + 8 ' 

Adjusted UPSP or i g i n a t i o n s 
( l i n e 6 - l i n e 9) 

11 UPSP adjusted tonnage; ( l i n e 
10) as % of U.S. r a i . 
origin.ited t o t a l t r a f f i c 
( l i n e 5) 

53% 

1 
UPSP adjusted tonnage ( l i n e 
10) as % of U.S. supplv 
( l i n e 4) 

43% 

533 



SUMMARY PROFILE 

Ethylene Glycol 
Name 

Line Item. Tons 
1 U.S. 1994 Production 2,773,000 
2 U.S. 1994 Shipments 2,773,000 
3 Canadian imports delivered 

i n U.S. by r a i l i n 1994 
104,868 

4 U.S. Supply (lines 2 + 3 ) 2,877,868 
5 U.S. Rail o r i g i n a t i o n s 1994 

• 
1,412,588 

6 UPSF waybill-reported 1994 
ori g i n a t i o n s 

7 Less UPSP 1994 or i g i n a t i o n s 
at four Texas points to be 
newly accessed by BNSF 

8 Less UPSP 1994 w a y b i l l 
sample reported o r i g i n a t i o n s 
a c t u a l l y originated by PTRA 

1 ̂  Sum of l i n e ^ 7 + 8 

1 10 Adjusted UPSP o r i c i n a t i o n s 
( l i n e 6 - l i n e 9) 

11 UPSP adjusted tonnage ( l i n e 
10) as % of U.S. r a i l 
o r i g i n a t e d t o t a l t r a f f i c 
( l i n e 5) 

62% 

UPSP adjusted tonnage ( l i n e 
10) as % of 'J.S. supply 
( l i n e 4) 

30% 

534 
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SUMMARY PROFILE 

28185^ 
STCC 

£Q.lVDroPvlfanP Qlyrr}] 
Name 

I^i,ne i t ^ m Tons f 
1 U.S. 1994 Production 795,000 j 
2 U.S. 1994 Shipments 795,000 
3 Canadian imports delivered 

i n U.S. by r a i l m 1994 
7,440 

4 U.S. Supply (lines 2 + 3 ) 802,440 
5 U.S. Rail o r i g i n a t i o n s I'"-'4 642, 160 
6 UPSP waybill-reported 1994 

ori g i n a t i o n s 

7 Less UPSP 1994 or i g i n a t i o n s 
at four Texas points to be 
newly accessed by BNSF 

8 Less UPSP 1994 way b i l l 
sample reported o r i g i n a t i o n s 
a c t u a l l y originated by PTRA 

I ̂  Sum of lines 7 + 8 

Adjusted UPSF or i g i n a t i o n s 
( l i n e 6 - l i n e 9) 

11 UPSP adjusted tonnage ( l i n e 
10) cs % of U.S. r a i l 
o r i g i n a t e d t o t a l t r a f f i c 
( l i n e 5) 

62% 

UPSP adjusted tonnage ( l i n e 
10) as % of U.S. supply 
( l i n e 4) 

50% 

535 



SUMMARY PROFILE 

2818556 
STCC 

PropvlenP CrlYCO? 
Name 

1 Line Itepi Tons 
1 U.S. 1994 Production 478,500 
2 U.S. 1994 Shipments 478,500 
3 Canadian imports delivered 

i n U.S. by r a i l i n 1994 

4 U.S, Supply (lines 2 + 3 ) 478,500 
5 U.S. Rail o r i g i n a t i o n s 1994 248,640 
G UPSP waybill-reported 1994 

ori g i n a t i o n s 

7 Less UPSP 1994 or i g i n a t i o n s 
at four Texas points to be 
newly accessed by BNSF 

8 Less UPSP 1994 wa y b i l l 
sample reported o r i g i n a t i o n s 
a c t u a l l y originated by PTRA 

9 Sum of lines 7 + 8 

10 Adjusted UPSP or i g i n a t i o n s 
( l i n e 6 - l i n e 9) 

11 UPSP adjusted tonnage ( l i n e 
10) as % of U.S. r a i l 
o r i g i n a t e d t o t a l t r a f f i c 
( l i n e 5) 

86% 

12 UPSP adjusted tonnage ( l i n e 
10) as % of U.S. supply 
( l i n e 4) 

45% 
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SUMMARY PROFILE 

21i8M2 
STCC Name 

Line JLL_e3i Tons 1 
1 U.S. 1994 Production 816,000 
2 U.S. 1994 Shipments 636,480 
3 Canadian imports delivered 

i n U.S. by r a i l i n 1994 
82,400 

4 U.S. Supply (lines 2 + 3 ) 718,880 
5 U.S. Rail o r i g i n a t i o n s 1994 783,240 
6 UPSP waybill-reported 1994 

ori g i n a t i o n s 

7 Less UPSP 1994 o r i g i n a t i o n s 
at four Texas points to be 
newly accessed by BNSF 

8 Less UPSP 1994 w a y b i l l 
sample reported o r i g i n a t i o n s 
a c t u a l l y originated by PTRA 

9 Sum of lines 7 + 8 1 
10 Adjusted UPSP or i g i n a t i o n s 

( l i n e 6 - l i n e 9) 

UPSP adjusted tonnage ( l i n e 
10) as % of U.S. r a i l 
o r iginated t o t a l t r a f f i c 
( l i n e 5) 

52% 

LJ.I.. 
UPSP adjusted tonnage ( l i n e 
10) as % of U.S. supply 
( l i n e 4; 

56% 
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SUMMARY PROFILE 

2818668 
STCC 

Vinvl AcetfltP 
Name 

Line Item ^ons 

1 U.S. 1994 Production 1,508,500 

2 U.S. 1994 Shipments 1,377,261 

3 Canadian imports delivered 
i n U.S. by r a i l i n 1994 

31,040 

4 U.S. Supply (lines 2 + 3 ) 1,408,301 

5 U.S. Raj 1 o r i g i n a t i o n s 1994 516,160 

6 UPSP waybill-reported 1994 
ori g i n a t i o n s 

7 Less UPSP 1994 or i g i n a t i o n s 
at four Texas points to be 
newly accessed by BNSF 

8 Less UPSP 1994 w a y b i l l 
sample reported o r i g i n a t i o n s 
a c t u a l l y originated by PTRA 

9 Svim of lin e s 7 + 8 

1 Adjusted UPSP or i g i n a t i o n s 
( l i n e 6 - l i n e 9̂  

11 UPSP adjusted tonnage ( l i r e 
10) as % of U.S. r a i l 
o r i g i n a t e d t o t a l t r a f f i c 
( l i n e 5) 

58% 

12 UPSP adjusted tonnage ( l i n e 
10) as % of U.S. supply 
( l i n e 4) 

21% 
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SUMMARY PROFILE 

2818692 
dTCC 

A c r v l i r Arjr^ 
Name 

Item Tons 
•1 
,L U.S. 1994 Production 681,601 
2 U.S. 1994 Shipments 248,784 
3 Canadian imports delivered 

i n U.S. by r a i l i n 1994 

4 U.S. Supply (lines 2 + 3 ) 248,784 
5 U.S. Rail o r i g i n a t i o n s 1994 233,600 
6 UPSF waybill-reported 1994 

ori g i n a t i o n s 

7 Less UPSP 1994 o r i g i n a t i o n s 
at four Texas points to be 
newly accessed by BNSF 

8 Less UPSP 1994 w a y b i l l 
sample reported o r i g i n a t i o n s 
a c t u a l l y originated by PTRA 

9 Sum of lines 7 + 8 

10 Adjusted UPSP or i g i n a t i o n s 
( l i n e 6 - l i n e 9) 

11 

- , „ . . 

UPSP adjusted tonnage ( l i n e 
10) as % of U.S. r a i l 
o r i g i n a t e d t o t a l t r a f f i c 
( l i n e 5) 

59% 

1 
UPSP adjusted tonnage ( l i n e 
10) as % of U.S. supply 
(_ m e 4 i 

56% 
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SUMMARY PROFILE 

STCC 
Su l f u r i c Acid. Scent 

Name 

Line Tons 

1 U.S. 1994 Production 1 
2 U.S. 1994 Shipments 1 3 Canadian imports delivered 

i n U.S. by r a i l i n 1994 J 4 U.S. Supply (lines 2 + 3 ) 

5 U.S. Rail o r i g i n a t i o n s 1994 514,092 ! 

6 UPSP waybill-reported 1994 
ori g i n a t i o n s 

7 Less UPSP 1994 ori g i n a t i o n s 
at four Texas points to be 
newly accessed by BNSF 

8 Less UPSP 1994 wa y b i l l 
sample reported o r i g i n a t i o n s 
a c t u a l l y originated by PTRA 

9 Sum of lines 7 + 3 

10 
~ l 

Adjusted UPSP or i g i n a t i o n s 
( l i n e 6 - l i n e 9) 

11 UFSP adjusted tonnage ( l i n e 
10) as % of U.S. r a i l 
o r iginated t o t a l t r a f f i c 
( l i n e 5) 

50% 

1 " 
UPSP adjusted tonnage ( l i n e 
10) as % cf U.S. supply 
( l i n e 4) 
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SL̂ MMARY PROFILE 

STCC 
Sulphuric Acid 

Name 

Tons 

1 U.S. 1994 Production 44,593,000 

2 U.S. 1994 Shipments 12,923,710 

3 Canadian import? delivered 
i n U.S. by r a i l i n 1994 

4 U.S. Supply (lines 2 + 3 ) 12,933,710 

if 
U.S. P.ail o r i g i n a t i o n s 1994 7,782,631 

6 UPSP vp.xybill-reported 1994 
ori g i n a t i o n s 

7 Less UPSP 1994 or i g i n a t i o n s 
at four Texas points to be 
newly accessed by BNSF 

8 Les.s UPSP 1994 w a y b i l l 
sample reported o r i g i n a t i o n s 
a c t u a l l y originated by PTRA 

9 SuTft of lin e s 7 + 8 

10 Adjusted UPSP or i g i n a t i o n s 
( l i n e 6 - i i n e S) 

11 UPSP adjusted tonnage (lixie 
10; as % of U.S. r a i l 
o r i g i n a t e d t c t a l t r a f f i c 
( l i n e 5) 

40% 

12 UPSP adjusted tonnage ( l i n e 
10) as % of U.S. Supply 
( l i n e 4) 

24% 
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SUMMARY PROFILE 

2&22L121 
STCC 

P o l v p r n p y l ^ r e . 
Naime 

1 Line Item 1 Tons 1 

1 ̂  U.S. 1994 Production 4,603,798 1 
2 U.S. 1994 Shipments 4,609,798 
3 Canadian imports delivered 

i n U.S. by r a i l i n 1994 
31,440 

4 U.S. Supply (lin e s 2 + 3 ) 4,641,238 

= 
U.S. Rail o r i g i n a t i o n s 1994 2,982,572 

6 UPSP waybill-reported 1994 
ori g i n a t i o n s 

7 Less UPSP 1994 o r i g i n a t i o n s 
at four Texas points to be 
newly accessed by BNSF 

8 Less UPSP 1994 wa y b i l l 
sample reported o r i g i n a t i o n s 
a c t u a l l y originated by PTRA 

9 Sum of lines 7 + 8 

10 Adjusted UPSP or i g i n a t i o n s 
( l i n e 6 - l i n e 9) 

11 UPSP adjusted tonnage ( l i n e 
10) as % of U.S. r a i l 
o r i g i n a t e d t o t a l t r a f f i c 
( i i n e 5) 

59% 

UPSP adjusted tonnage ( l i n e 
10) as % of U.S. supply 
( l i n e 4) 

38% 
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SUMMARY PROFILE 

2321111 
STCC Name 

Item T'ons 
X U.S. 1994 Production 

2 U.S. 1994 Shipments 

3 Canadian imports delivered 
i n U.S. by r a i l i n 1994 

4 U.S. Supply (lin e s 2 + 3 ) 

5 U.S. Rail o r i g i n a t i o n s 1994 901,680 1 
6 UPSP waybill-reported 1994 

ori g i n a t i o n s 

7 LPSS UPSP 1:̂ 94 or i g i n a t i o n s 
at four Texac points to be 
newly accessed by BNSF 

8 Less UPSP 1994 w a y b i l l 
s;imple reported o r i g i n a t i o n s 
a c t u a l l y originated by PTRA 

9 Sum of lines 7 + 8 

10 Adjusted UPSP or i g i n a t i o n s 
[ l i n e 6 - l i n e 9) 

11 UPSP adjusted tonnage ( l i n e 
10) as % of U.S. r a i l 
o r i g i n a ted t o t a l t r a f f i c 
( l i n e 5) 

60% 

12 UPSP adjusted tonnage ( l i n e 
10) as % of U.S. supply 
( l i n e 4) 
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SUMMARY PROFILE 

2jmiii 
STCC 

Sodium Chloride 

Name 

Lias Ite© 

1 U.S. 1994 Production 

2 U.S. 1994 Shipments 

3 Canadian imports delivered 
i n U.S. by r a i l i n 1994 

4 U.S. Supply (lines 2 + 3 ) 

5 U.S. Rail o r i g i n a t i o n s 1994 1,152,912 
6 UPSP waybill-reported 1994 

ori g i n a t i o n s 

7 Less UPSP 1994 or i g i n a t i o n s 
at four Texas points to be 
newly accessed by BNSF 

8 Less UPSP 1994 w a y b i l l 
i^ample reported o r i g i n a t i o n s 
a c t u a l l y originated by PTRA 

9 Sum of lines 7 + 8 
r 

10 Adjusted UPSP or i g i n a t i o n s 
( l i n e 6 l i n e 9) 

11 UPSP adjusted tonnage ( l i n e 
10) as % of U.S. r a i l 
o r i g i n a t e d t o t a l t r a f f i c 
( l i n e 5) 

69% 

UPSP adjusted tonnage ( l i n e 
10) as % of U.S. supply 
( l i n e 4) J 
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SUMMARY PROFILE 

STCC 

Sodium Chloride 
(Bulk) 
Name 

'f •"" 
Item TQri£ 

1 U.S. 1994 Production 

2 U.S. 1994 Shipments 

3 Canadian imports delivered 
i n U.S. by r a i l i n 1994 

1 ̂  U.S. Supply (lines 2 + 3 ) 

5 U.S. Rail o r i g i n a t i o n s 1994 851,440 
6 UPSP waybill-reported 1994 

ori g i n a t i o n s 

7 Less UPSP 1994 or i g i n a t i o n s 
at four Texas points to be 
newly accessed by BNSF • Less UPSP 1994 w a y b i l l 
sample reported o r i g i n a t i o n s 
a c t u a l l y originated by PTRA 

9 Sum of lines 7 + 8 

10 Adjusted UPSP or i g i n a t i o n s 
( l i n e 6 - l i n e 9) 

11 UPSP adjusted tonnage ( l i n e 
10) as % of U.S. r a i l 
o r i g i n a ted t o t a l t r a f f i c 
( l i n e 5) 

57% 

12 UPSP adjusted tonnage ( l i n e 
10) as % of U.S. supply 
( l i n e 4) 

545 



ram wmmm 

SUMMARY PROFILE 

2899111 and 12 (Combined) 
STCC 

5_Qdium Chloride if^^-jt) 
Name 

i^ine T.QUS 
1 U.S. 1994 Production 

2 U.S. 1994 Shipments 31,560,400 
3 Canadian imports delivered 

i n U.S. by r a i l i n 1994 

4 U.S. Supply (line s 2 + 3 ) 31,560,400 
5 U.S. Rail o r i g i n a t i o n s 1994 2,004,352 
6 UPSP waybill-reported 199* 

orig i n a t i o n s 
-J / Less UPSP 1994 o r i g i n a t i c n s 

at four Texas points to be 
newly accessed by BNSF 

8 Less UPSP -994 wa y b i l l 
sample reported o r i g i n a t i o n s 
a c t u a l l y originated by PTRA 

9 Sum of lines 7 + 8 

10 Adjusted UPSP or i g i n a t i o n s 
( l i n e 6 - l i n e 9) 

11 UPSP adjusted tonnage ( l i n e 
10) as % of U.S. r a i l 
o r iginated t o t a l t r a f f i c 
( l i n e 5) 

64% 

12 

1 
UPSP adjusted tonnage ( l i n e 
10) as % of U.S. Shipments 
( l i n e 2) 

4% 
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SUMMARY PROFILE 

283961Q 
STCC 

Carbon Blark.g 
Name 

lism TQns j 
1 U.S. 1994 Production 1,545,000 1 

2 U.S. 1994 Shipments 1,645,000 

3 Canadian imports delivered 
i n U.S. by r a i l i n 1994 

23,960 

4 U.S. Supply (lines 2 + 3 ) 1,668,960 

b U.S. K a i l o r i g i n a t i o n s 1994 1,244,040 

6 UPSP waybill-reported 1994 
ori g i n a t i o n s 

7 Less UPSP 1994 or i g i n a t i o n s 
at four Texas points to be 
newly accessed by BNSF 

8 Less UPSP 1994 wa y b i l l 
sample reported o r i g i n a t i o n s 
a c t u a l l y originated by PTRA 

9 Sum of lines 7 + 8 

10 Adjusted UPSP or i g i n a t i o n s 
( l i n e 6 - l i n e 9) 

11 UPSP adjusted tonnage ( l i n e 
10) as % of U.S. r a i l 
o r i g i n a t e d t o t a l t r a f f i c 
( l i n e 5) 

52% 

12 UPSP adjusted tonnage ( l i n e 
10) as % of U.S. supply 
( l i n e 4) 

38% 
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SUMMARY PROFILb-

rasa 

2mi22 
STCC Name 

r Tonp j 
1 U.S. 1994 Production 10,278,000 1 
2 U.S. 1994 Shipments 10,278,000 1 

(est.) 1 
3 Canadian imports delivered 

i n U.S. by r a i l i n 1994 
57,200 

4 U.S. Supply (lines 2 + 3 ) 10,335,200 
5 U.S. Rail o r i g i n a t i o n s 1994 10,124,995 
6 UPSP waybill-reported 1994 

ori g i n a t i o n s 

7 Less UPSP 1994 ori g i n a t i o n s 
at four Texas points to be 
newly accessed by BNSF 

8 Less UP' P 1994 w a y b i l l 
sample reported o r i g i n a t i o n s 
a c t u a l l y oriainated b-'' PTRA 

9 Sum of lines 7 + 8 

10 Adjusted UPSP ori g i n a t i o n s 
( l i n e 6 - l i n e 9) 

11 UPSP adjusted tonnage ( l i n e 
10) as % of U.S. r a i l 
o r i g i n a ted t o t a l t r a f f i c 
( l i n e 5) 

75% 

12 UPSP adjus -̂ d tonnage ( l i n e 
10) as % of U.S. supply 
( l i n e 4) 

74% 

Note; Substantial t r a f f i c r e b i l l i n g s by roads other than 
the o r i g i n a t i n g c a r r i e r s precludes precise 
computations of shares based on comparable data. 
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VERIFIED STATEMENT 

OF 

ROBBBT D. WILLIG 

INTRODUCTION 

I am Professor of Economics and Public A f f a i r s at 

Princeton University, where I teach i n the Economics Department 

and lead the economics program at the Woodrow Wilson School of 

Public and I n t e r n a t i o n a l A f f a i r s . I took academic leave to serve 

as Deputy Assistant Attorney General i n the A n t i t r u s t D i v i s i o n of 

the U.S. Department of Justice from 1989 to 1991. 

I have w r i t t e n , lectured, and consulted widely on the 

subjects of i n d u s t r i a l organization, the relationships between 

government and business, and microeconomic p o l i c y . I am the 

author of Welfare Analvsis of Policies A f f e c t i n g Prices and 

Products, Contestable Markets and the Theory of industry 

Structure, and some seventy a r t i c l e s i n the economics l i t e r a t u r e , 

and I am the co-editor of the Handbook of i n d u s t r i a l 

Organization. 

I have served on numerous occasions as an expert 

witness before Congress, Federal aciministrative agencies, and 

state Public U t i l i t y Commissions on subjects involving 

competition, r e g u l a t i o n , and p r i c i n g p o l i c y i n tr a n s p o r t a t i o n , 

communications, energy and other i n d u s t r i e s . I have also 

provided expert testimony before state and Federal courts and 

agencies on a n t i t r u s t matters. 
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I have p a r t i c u l a r experience i n the economics of r a i l 

t r a n s p o r t a t i o n . I have tes . i f i e d befoie the Commission many 

times on the implications f o r the public i n t e r e s t of various 

elements of regulatory p o l i c y toward r a i l r o a d s . I have submitted 

testimony regarding the standards the Commission uses to judge 

the adequacy of revenues earned by r a i l r o a d s , to determine 

whether regulated r a i l rates are reasonable cr excessive and to 

evaluate requests f o r the p r e s c r i p t i o n of involunte^ry rates f o r 

access to a ra i l r o a d ' s f a c i l i t i e s based on competitive 

considerations. My curriculum v i t a e i s attached for a f u l l e r 

d e s c r i p t i o n of my q u a l i f i c a t i o n s . 

In t h i s proceeding, UP and SP have asked me to evaluate 

the l i k e l y e f f e c t s of a merger between them wit h respect to 

competition i n s i t u a t i o n s where the number of competing r a i l r o a d s 

would go from three to two, generally with BN/Santa Fe as the 

other r a i l r o a d . My evaluation i s i n three Parts. 

In Part I , I analyze the claim, including that of the 

Department of Justice i n i t s preliminary comments, that there i s 

sub s t a n t i a l empirical evidence i n several p a r t i c u l a r papers i n 

the economics l i t e r a t u r e that a reduction i n the number of r a i l 

c a r r i e r s from three to two through a merger would lead to higher 

p r i c e s . My conclusion i s that these papers do not contain any 

v a l i d empirical evidence on that key issue. While i t i s true 

that the a r t i c l e s contain some statements about predicted 

relationshipt; between mergers of r a i l c a r r i e r s and increases i n 

prices, the actual data analyses that are reported i n no way 
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prove that a reduction i n the number of r a i l carriers from three 

to two in any market would lead to higher prices. The analyses 

suffer from data inadequacies, inapposite specifications, and 

other problems that preclude any such responsible conclusion, and 

i n several key respects the designs of the studies are not well 

suited to reach conclusions about r a i l mergers that cause 

reductions from three to two carriers. None of these studies, by 

their nature, consider, the multiple factors that must be taken 

into account in evaluating the l i k e l y competitive effects of a 

merger. Such analyse.- therefore lack predictive value for the 

compet tive effects of this or any other merger. i n the 

remainder of my study, I undertake such an evaluation by 

examining the multiple factors that do snad l i g h t on the 

probability that the UP/SP merger would be anything but pro-

competitive. I conclude that any expectation of anticompetitive 

effects from this merger could not withstand consideration and 

appreciation of the competitive dynamics that w i l l prevail. 

In Part I I cf my statement, I examine the competitive 

significance of the overwhelming evidence offered by other 

witnesses concerning the benefits of the merger, which w i l l 

enable UP and SP to reduce their costs and increase their output 

-- the very outcomes that are the goals of competition. The 

evidence clearly indicates that where BN/Santa Pe, UP and SP 

overlap horizontally, SP is generally the weakest of the three i n 
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i t s a b i l i t y to s a t i s f y the needs and demands of shippers. 

Further, BN/Santa Fe would generally have the c a p a b i l i t y and 

incentive competitively tc d i v e r t s i g n i f i c a n t amounts of t r a f f i c 

from UP/SP, were the newly merged UP/SP to attempt to exercise 

market power over shippers. Consequently any such attempt would 

foreseeably f a i l , and the merged r a i l r o a d would not r a t i o n a l l y 

make the attempt i n the f i r s t instance. Thus, the s i g n i f i c a n t 

conclusion follows that the merger would not permit the UP/SP 

u n i l a t e r a l l y to exercise market power, and i t would not diminish 

com.petition i n t h i s way. Rather, the merger w i l l strengthen 

competition i n the West by enabling a merged UP/SF to challenge 

BN/Santa Fe i n myriad ways that neither UP nor SP would be 

capable of doing separately. 

In Part I I I , i discuss the many c h a r a c t e r i s t i c s of 

major r a i l r o a d s and of r a i l competition i n the West that ma\e i t 

h i g h l y u n l i k e l y that BN/Santa Fe and a merged UP/SP could engage 

i n coordinated i n t e r a c t i o n to reduce output or raise prices. I n 

t h i s section, I discuss such factors as the heterogeneity and 

com.plexity of the transportation products that would be offered 

by the two systems, the differences between the two systems 

themselves, the significance of unused capacity and high f i x e d 

and j o i n t and common costs, the significance of nonprice 

competition, and the complex bidding that i s common i n the 

industry. I conclude that BN/Santa Fe and a merged UP/SP would 

lack both the incentive and the a b i l i t y to engage i n coordinated 

i n t e r a c t i o n . My conclusion i n t h i s regard i ^ buttressed by 
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evidence on a v a r i e t y of s i t u a t i o n s i n which the number of 

r a i l r o a d s has gone from three to two as a r e s u l t of merger, or 

where only two railroads ex i s t f o r other reasons, and the two 

r a i l r o a d s have competed vigorously. 

PART I : THERE IS NO VALID EMPIRICAL EVIDENCE IN THE LITERATURE 
SHOWING THAT A THREE-TO-TWO MERGER OF RAIL CARRIERS 
WQULO LEA£)..T£)_£RICE INCREASES 

In t h i s section, 1 analyze the claim that there i s 

subscantial empirical evidence i n several p a r t i c u l a r w r i t i n g s i n 

the economics l i t e r a t u r e that a reduction i n the number of r a i l 

c a r r i e r s from three to two through a merger would lead to higher 

p r i c e s . The w r i t i n g s that have been c i t e d f o r t h i s proposition 

are: 

R. Levin, "Railroad Rates, P r o f i t a b i l i t y and Welfare Under 
Deregulation," SgH Journal of Economir.g 12:1 (Spring 1981). 
pp. 1 - 2 6; 

C. Grimm, "Horizontal Competitive Effects i n Railroad 
vfir^'^'/'^^f^^^^'^^ Tr(̂ nfipnr.kauon Eccnpmicfi, vol. 2, T. 
Keeler (ed.), JAI Press, 1985, pp. 27-53; 

J.M MacDonald, "Competition and Rail Rates f o r the Shipment 

18:l°^Sprinri9 87)' •''"'̂  Wheat," Land Journal of Fcnnnm^^ff 

J.M. Ma..Jonald, 'Railroad Deregulation, Innovation, and 
Competition; Effects of the Staggers Act on Grain 
Tftof^"'*^!^^*^"'" Journal of j.r̂ w ŷiTi j 22:2 ( A p r i l 
19 89); and 

C. Winston, T. Corsi, C. Grimm and C. Evans, The Ecnnnmir-
Ll t e c i S Of SurfAQe Freight DereauTat^nn Brookings, 1990. 

I t i s not surprising that these writings are cited for 

propositions concerning mergers of r a i l c a r r i e r s , because they do 

themselves contain assertions on t h i s subject. However, a 

c a r e f u l reading of the papers indicates that, while academically 
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s t i m u l a t i n g i n a v a r i e t y of ways, they i n no way prove 

e m p i r i c a l l y that mergers from three to two r a i l c a r r i e r s would 

diminish competition or lead to price increases. 

A. The Levin Paper Has No Empirical Evidence On I n t e r r a i l 
Competition, But I t Shows 'Jheoretically That The Impact 
Of Three-To-TWO Depends Entirely On The Character Of 
R i v a l r y 

The 1981 paper by Richard Levin provides simulations of 

the e f f e c t s of deregulation on r a i l prices, p r o f i t a b i l i t y and 

economic welfare "under a v a r i e t y of a l t e r n a t i v e assumptions 

concerning the e l a s t i c i t y of demand f o r r a i l services, the degree 

of i n t e r r a i l r o a d competition, the presence or absence of truck 

deregulation, and the magnitude of r a i l cost reduction a t t a i n a b l e 

w i t h enhanced commercial freedom- (p. 1). The simulations 

combine empirical estimates of some key variables w i t h assumed 

values of others. Levin employs empirical estimates of p r i c e 

e l a s t i c i t i e s of demand and of variable costs f o r various r a i l 

services, and takes as his base case reported 1972 revenues and 

t o t a l costs. 

In his treatment of the degree of interrailroad 

competition. Levin does not employ any empirical evidence. He 

follows a standard theoretical approach of economics by 

specifying an abstract variable called the "conjectural 

variation" that represents the character of i n t e r r a i l r i v a l ry, 

together with another abstract variable that represents the 

number of competing car r i e r s . These two variables affect pricing 

only through their ratio, as a matter of the standard analysis of 

this economic thoory of small-numbers competition. As Levin put 
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i t (p. 3): "When the number of competitors is small, the prices 

that prevail w i l l depend upon the nature of the strategic 

interaction among the competing firms -- upon the assumptions 

that each firm makes about the responses of i t s r i v a l s to i t s own 

price or output decisions. In principle, small numbers 

competition can lead to outcomes covering the entire range from 

prices associated with maximizing the j o i n t p r o f i t s of 

competitors to 'cutthroat competition' in which prices are driven 

to the level of short-run marginal cost." 

From the vantage point of 19 81. Levin recognized (p. i ) 

that " I t is very d i f f i c u l t to gauge with precision the degree of 

inte r r a i l r o a d competition that is l i k e l y to exist in a regime of 

rate deregulation." Thus, he proceeded to work with a^^mesi 

values, not empirically measured ones, for the key ra t i o 

representing the degree and character of competition. One 

theoretical case he worked with was r a i l monopoly, with no issues 

of how riv a l s would react to each other. To calibrate the 

analysis outside of assumed monopoly, he adopted the (Cournot 

model's) analytic assumption that each railroad would determine 

i t s output level assuming no output reactions by i t s r i v a l s , and 

thereby represented the measure of competition by the number of 

carriers. Levin nevertheless recognized (p. 4): - i f firms are 

more rivalrous, in the sense that an attempt at output restraint 

by one firm w i l l be offset in part by the combined actions of i t s 

ri v a l s ( i , ^ , k<l), the degree of competition w i l l be greater. 
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and hence equilibrium prices and p r o f i t s w i l l be lower, than 

those predicted by an n-firm Cournot model." 

In a l l the tables f u l l of numerical simulations of 

states of the r a i l industry i n his a r t i c l e . Levin's comparisons 

between cases where the number of r a i l c a r r i e r s i s 'x.. or 3, or 5, 

i t e . rest on the Cournot assumption about r a i l r o a d behavior. 

The assertions i n the paper about the importance of i n t e r r a i l 

competition are based on these comparisons; and the c i t a t i o n s to 

t h i s paper are i n turn based, no doubt, on those assertions and 

the sense that the paper contains high q u a l i t y academic research. 

I t i s c r i t i c a l to recognize that the simulations 

comparing impacts of d i f f e r e n t numbers of c a r r i e r s would have 

e n t i r e l y d i f f e r e n t implications under d i f f e r e n t assumptions about 

c a r r i e r s ' reactions *o each other. For exaraple, i f c a r r i e r s 

believed, as per the Vdvin quote above, that any i n d i v i d u a l 

cutbacks i n output they might t r y i n order to raise prices would 

be met and e n t i r e l y or nearly counteracted by steps by a r i v a l to 

grab the opportunity to expand, then a f a r d i f f e r e n t conclusion 

would fo l l o w . True monopoly would perform as i n Levin's 

simulations, w i t h high prices and low outputs. But the cases of 

two, three, four or more c a r r i e r s would be nearly i d e n t i c a l to 

one another, a l l r e f l e c t i n g intense competition w i t h prices close 

to p e r t i n e n t costs, and t o t a l outputs at e f f i c i e n t l e v e l s . 

This theoretical conclusion, which i s consistent with 

my own fact-based analysis of the proposed merger, i s neither 

contradicted nor embraced by Levin's paper, I n t e r r a i l 
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competition i s indeed im.portant to industry outcomes, as Levin 

asserts. But whether there are two or three or more r a i l 

c a r r i e r s vying f o r a shipper's business i s i r r e l e v a n t to the 

degree of i n t e r r a i l competition -- i t i s intense due to the 

character of r i v a l r y , regardless of the numbers, as long as the 

market i s not a case of pure monopoly. 

I t i s important to emphasize two les.-sons of t h i s 

discussion. F i r s t , the Levin paper does not prove, e i t h e r 

e m p i r i c a l l y QX. t h e o r e t i c a l l y , that mergers consolidating three 

i n t o two r a i l c a r r i e r s lead to price increases. Second, Levin's 

paper does show that the impacts of the number of r i v a l r a i l 

c a r r i e r s , and the impacts of changes i n that number (perhaps 

through merger), depend e n t i r e l y on the way that the c a r r i e r s 

i n t e r a c t w i t h each other; i ^ . , on the nature of t h e i r r i v a l r y . 

This lesson i s of course not unique to Levin's paper i t i s a 

standard p r i n c i p l e of the academic f i e l d of I n d u s t r i a l 

Organization, and an important leg of standard a n t i t r u s t 

analysis. Nevertheless, i t i s c r i t i c a l to keep i t i n mind when 

evaluating the significance of the c i t e d empirical papers. And, 

ot course, i t i s most important to recognize that meaningful 

assessments of the impacts of the UP/SP combination must not rest 

on comparisons of numbers of c a r r i e r s alone, without the 

consideration of the charactPi of rail.road's r i v a l r o u s conduct 

that i s needed to determine whether the merger w i l l s i g n i f i c a n t i y 

diminish competition. 
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B. The Empirical Studies by Grinun and MacDonald Analyze 
Waybill Sample Price Data That Ate Unreliable for 
Caaclusions About The Proposed up/SP Merger 

The c i t e d papers by Grimm and MacDonald a l l employ ICC 

w a y b i l l Samples f o r much of t h e i r data, including those on prices 

t h a t are key to the analysis of the impacts of the measu-e^ of 

r a i l competition. Although Grimm'3 paper was published i n 1985, 

the data he analyzed pertain to r a i l operations i n 1977, three 

years before the passage of the Staggers Rail Act. i t i s 

generally recognized that the Staggers Act had revolutionary 

e f f e c t s on the industry, stemming i n large part from the freedoms 

i t conferred on c a r r i e r s to compete with each other and to deal 

w i t h shippers f l e x i b l y and c o n f i d e n t i a l l y through contracts. As 

a r e s u l t , i t can be and i s -cranerally presuraed that r a i l r o a d 

p r i c i n g , c a r r i e r s ' conduct towards each other, and the impact of 

the industry s t r u c t u r e on rates, costs and routing have a l l 

changed dramatically since the pre-Staggers Act era. 

Consecjuently, i t should be p l a i n that none of the 

r e s u l t s or conclusions of Grimm's paper, even i f they had some 

v a l i d i t y i n describing the pre-Staggers industry, has any 

a p p l i c a b i l i t y to understanding the industry today and forward, 

and have n'. r e l i a b i l i t y whatsoever f o r p o l i c y judgments 

concerning mergers. Indeed, the opening lines of the 1987 

MacDonald paper are: "Since passage of the Staggers Rail Act of 

1980, which granted rail r o a d s greater freedom i n s e t t i n g shipping 

rates, there has been l i t t l e empirical research, and even less 

consensus, on the extent and the importance of rate competition 
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among r a i l r o a d s . This a r t i c l e e m p i r i c a l l y investigates r a i l r o a d 

p r i c i n g behavior since passage of che Act." 

While MacDonald's empirical work employs post - Staggers 

w a y b i l l data (1981-1985), those data are a f f l i c t e d w i t h endemic 

inaccuracies that threaten to i n v a l i d a t e ambitiously probing 

studies l i k e h i s . According to a l e t t e r to UP's counsel from 

James A, Nash of the ICC, February 9, 1994, "Any study of revenue 

on less than an e n t i r e r a i l r o a d system or at more d e t a i l than the 

3 - d i g i t STCC level may not be r e l i a b l e . The ICC Waybill Sample 

should not be the sole source of data when studying small areas 

(less than a complete r a i l r o a d ) or fo r commodity studies at less 

than the 3 - d i g i t STCC l e v e l . " MacDonald's ambitious analysis 

does not heed t h i s admonition i n i t s attempt to study and compare 

i n d i v i d u a l cross-cutting c o l l e c t i o n s of r a i l r o a d grain movements 

that are associated wi t h d i f f e r e n t levels of measured r a i l 

concentration w i t h i n i n d i v i d u a l crop reporting d i s t r i c t s . 

As the l e t t e r of Mr. Nash spells out, t h i s data problem 

arises because Waybill Sample revenue i s derived from t a r i f f 

moves, whose revenue i s known, intermixed wi t h contract moves 

where revenue may not be known. Due to c o n f i d e n t i a l i t y , the 

Commissicn cannot release any information on rates f o r contract 

moves, and so "Railroads are permitted , . , to replace the 

contract revenue with t h e i r estimate cf the revenue a comparable 

t a r i f f move would generate." According to the ICC l e t t e r , 

i n d i v i d u a l r a i l r o a d s do adjust the reported revenues from t h e i r 

own contract moves, w i t h d i s c r e t i o n over the d e t a i l s of how to do 
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i t , but i n a fashion that o v e r a l l y i e l d s the same aggregative 

r e s u l t as would a sample of the t a r i f f moves alone. 

As i s well known, the use of contracts exploded a f t e r 

the passage of the Staggers Act. and the imp .iication of the ICC's 

explanation i s that the revenues reported i n the Waybill Sample 

f o r contract moves are not l i k e l y i n d i v i d u a l l y to r e f l e c t the 

actual rate charged the shipper. While the aggregation of the 

reported revenues f o r a commodity category ever t.ie whole 

r a i l r o a d may or may not be accurate f o r some pu.poses, the 

w a y b i l l Sample revenues f o - any smaller subset of movements are 

evidently u n l i k e l y tc ba accurate. 

In his 1987 paper, MacDonald discusses some of these 

problems (n.4, p. 154, and i n less d e t a i l i n his 1989 paper, p. 

76) . He notes that grain contracts are r e l a t i v e l y s.imple, 

specifying a rate f o r a given minimum volume and tonnage 

requirements, and he asserts that the Waybill Sample revenues 

w i l l r e f l e c t the contract rate, buc neither any l a t e r penalties 

f o r non-perfortrance nor incer^tive rate reductions f o r long-term 

volume. He i s reassured by noting that the rates he found i n the 

w a y b i l l Sample ranged from 0 co 50% below the corresponding 

t a r i f f rates, and that the aggregate Waybill Sample data f o r a l l 

Class I ra i l r o a d s l a r g e l y agree wit h the aggregate figures i n the 

ĈC's Freight Commodity St^tist^it^.g -

Howe-.er, t h i s aggregate f i n d i n g i s consistent w i t h the 

ICC view that at a s u f f i c i e n t l y high l e v e l of aggregation the 

inaccuracies average out, but that the Waybill Sa.mple data are 

565 



unreliable and potentially misleading when interpreted for more 

focused groupings of t r a f f i c . For example, i t may be that the 

revenues reported in the Waybill sample for movements where there 

are r e l a t i v e l y many railroads in the area tend to be below the 

actual transaction figures, while the revenues reported for 

movements where there are r e l a t i v e l y few railroads i n the area 

tend to be closer to or above the actual transaction figures, i f 

that were the case, a s t a t i s t i c a l study based on the Waybill 

sample data would show a significant impact of r a i l concentration 

on rates, but that conclusion would be entirely spurious. The 

conclusion would be driven, not necessarily by any underlying 

economic relationship between concentration and price, but rather 

by the reporting practices of the r a i l carriers with regard to 

their competitively sensitive and confidential contract rates. 

This may be an example of the effect driving the ICC's 

cautions about the Waybill Sample data that is pertinent to the 

MacDonald studies, or there may be another correlation between 

the deliberate reporting inaccuracies of a railroad and some 

other key variables of the empirical study. The researcher is 

unlikely to be apprised of the direction and nature of the 

reporting bias, due to the same confidentiality issues that 

underlie the r^-ilroads' rights to mask the data, and so 

inadvertently and with good f a i t h t o t a l l y spurious results may be 

published and interpreted wrongly. This is a very d i f f i c u l t 

circumstance for an empirical researcher. The responsible 

conclusion is to abide by the ICCs admonition to avoid important 
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reliance on studies that employ the Waybill Sample data i n the 

fashion that MacDonald did. In view of the ICC's admonition, 

while i t may be appropriate to attempt research studies that are 

sensitive to the data problem, i t is not appropriate to base 

policy decisions on their conclusions, 

C. The Measures of Concentration Employed in the Empirical 
Studies Likely Distort the Results for Analysis of 
Tliree-to-TwQ Mergers , 

The general foible;; and sources of bias in the ways 

that the empirical studies measure concentration are perhaps most 

clear i n tne case of MacDonald's studies. In his 1987 and 1989 

papers, .MacDonald studied r a i l rates (from Waybill Sample data, 

unfortunately, as discussed above) for grain movements from 

elevators, and constructed a measure of r a i l carrier 

concentration for each movement in his sample. He calculated the 

Herfindahl-Hirschman Index of concentration (HHI) for a l l r a i l 

shipments of a l l grain originating in the crop reporting d i s t r i c t 

of the origin location. He then took the reciprocal of the HHI 

to represent the number of railroads for his study of impacts on 

prices, 

In this fashion, MacDonald's approach takes the crop 

reporting d i s t r i c t to be the relevant geographic market for 

assessing transportation competition available to the grain 

elevators, and i t takes each railroad's share of d i s t r i c t grain 

ship-rnents as the measure of the railroad's competitive 

significance from the perspe.ctiva of a grain elevator located i n 

the d i s t r i c t . MacDonald defends his choice of geographic markets 
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(1987. p. 155): "While the crop reporting d i s t r i c t i s an 

e s s e n t i a l l y a r b i t r a r y market d e f i n i t i o n , i t s size (most states 

have nine) should encompass the relevant a l t e r n a t i v e s that a 

farmer or elevator operator faces." I n f a c t , the crop rep o r t i n g 

d i s t r i c t s were f i r s t delineated i n 1912, usually embracing 

several counties having s i m i l a r s o i l , climate, products, e t c , to 

f a c i l i t a t e t a b u lation and analysis of data received from the crop 

reporters, 

MacDonald explains that an elevator operator, or i t s 

farmer suppliers, can consider trucking t h e i r grain to another 

elevator, or other r a i l - s e r v e d point, as an a l t e r n a t i v e to 

employing the transport of the r a i l r o a d that serves the elevator 

i n question. Thus, the competitive pressure cn the d i r e c t l y 

serving r a i l r o a d from other railroads i s a function of the cost 

of trucking the grain to the best a l t e r n a t i v e r a i l c a r r i e r . 

There seems l i t t l e r e l a t i o n s h i p between the strength of t h i s 

competitive pressure and the crop reporting d i s t r i c t r a i l market 

shares, or t h e i r HHI measure. 

For example, suppose the elevator at issue i s located 

at a corner of the crop reporting d i s t r i c t , and has convenient 

access to a r a i l r o a d that cuts across that corner of the 

d i s t r i c t , and so has a small share of i t s grain shipments. There 

i s another r a i l r o a d ten miles away, also conveniently located f o r 

the elevator's grain, that has a large share because i t s path 

takes i t thiough large portions of the d i s t r i c t . The elevator 

operator and i t s farmers i n fact have a good r a i l a l t e r n a t i v e , 
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but the HHI associated w i t h that elevator's t r a f f i c , according to 

the MacDonald analysis, i s high because the second r a i l r o a d has a 

high share of the d i s t r i c t ' s shipments -- mistakenly i n d i c a t i n g 

near monopoly over the elevator. Another way the analysis i s 

l i k e l y to go wrong i s i f there are several r a i l r o a d s i n the 

d i s t r i c t , w i t h approximately equal shares of the d i s t r i c t ' s 

t r a f f i c , so that the HHI i s r e l a t i v e l y small, but the elevator 

e i t h e r finds none, or at most one of them to be a reasonably 

a t t r a c t i v e source of transport as an a l t e r n a t i v e to the r a i l r o a d 

on which i t i s located. Also, even i f two of the a l t e r n a t i v e s to 

the r a i l r o a d on which the elevator i s located are equally 

a t t r a c t i v e , they may very w e l l o f f e r no more competitive pressure 

on the r a i l r o a d located at the elevator than i f there were j u s t 

one of them. On the other ha.nd, an elevator located on a 

r a i l r o a d .may f i n d that i t has two good a l t e r n a t i v e r a i l r o a d s to 

tur n to, one i n the same d i s t r i c t and one j u s t across the 

d i s t r i c t border i n an adjacent d i s t r i c t . The l a t t e r a l t e r n a t i v e 

i s omitted from the HHI w i t h the MacDonald approach because i t i s 

outside the crop reporting d i s t r i c t of the o r i g i n . 

Thus, i t appears that the HHI, or i t s r e c i p r o c a l , as 

calculated by MacDonald's approach, i s not a r e l i a b l e measure of 

the i n t e n s i t y of r a i l competition available to a grain shipper. 

Gene::ally, the reciprocal HHI and the real extent of r a i l 

competition are l i k e l y to he only loosely related, without a 

strong p o s i t i v e c o r r e l a t i o n . However, there i s one kind of 

circumstance, when i t arises, i n which the reciprocal HHI w i l l be 
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an accurate measure of r a i l competition. This i s the 

circumstance of true r a i l monopoly, w i t h only one r a i l r o a d i n the 

fe a s i b l e v i c i n i t y of the shipper. Then the HHI w i l l i n d i c a t e 

monopoly, and the shipper w i l l r e a l l y face a r a i l monopoly, and 

the measure w i l l be systematically accurate. 

The s i t u a t i o n j u s t described, whore the measure i s 

accurate f o r true monopoly, but where the measure provides l i t t l e 

information otherv/ise. y i e l d s a systematic bias m the 

s t a t i s t i c a l study of the impact of r a i l concentration on p r i c i n g . 

Where there i s true monopoly, the r a i l p r i ce may be r e l a t i v e l y 

high, and the reciprocal HHI i s 1. When the reciprocal HHI takes 

on any other value, i t i s not very informative, and the . r a i l 

p r i c e associated w i t h i t can be consistent w i t h any degree of 

competition -- and on average w i l l have an average l e v e l . Then, 

the s t a t i s t i c a l analysis w i l l conclude that the l e v e l of 

concentration does matter f o r price, and the size of the 

indicated e f f e c t w i l l be driven e n t i r e l y by the difference 

between the true r a i l monopoly price ana the average pr i c e that 

on average obtains whenever the HHI does not r e f l e c t true 

mon̂  poly. 

With such a s t a t i s t i c a l f i n d i n g , the analyst might w e l l 

mistakenly believe that the data indicate that a three-to-two 

merger would be l i k e l y to lead to price increases. This would be 

a spurious conclusion, because the s t a t i s t i c a l r e s u l t i s e n t i r e l y 

driven by the (here assumed) fact that the monopoly p r i c e i s 

higher than the average p r i c e , i t could be the case that the 
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true level of competition is the same for 2, 3 or 4 carriers, and 

nevertheless the s t a t i s t i c a l analysis would s t i l l f i n d that the 

level of price is significantly correlated with the reciprocal 

HHI, as a result solely of the monopoly price effect. I t could 

also be the case that price is higher for more r a i l carriers, not 

fewer, and the same result would obtain i n these circumstances. 

Of course i t might be the case that concentration does matter 

positively for price, but the finding of the s t a t i s t i c a l 

correlation would not reliably prove i t , because that correlation 

would be in evidence just from the monopoly effect, regardless of 

the behavior of the three-to-two cases. 

I t is surprising that MacDonald took the approach that 

he did for trying to measure r a i l competition, because he took 

such a careful tack for measuring the potential force of water 

competition. He created a measure of the shortest distance 

between the r a i l shipment origin and a viable water terminal, and 

used this variable for two purposes. Fi r s t , he studied the 

impact on r a i l rates of this distance to water., and second he 

studied whether the reciprocal HHI for r a i l carriers in the 

d i s t r i c t was correlated with re.il prices more or less depending 

on the distance from water. To summarize broadly, the 

s t a t i s t i c a l l y measured impact of water competition on r a i l rates 

is very powerful, with much more impact generally than the 

reciprocal HHI variable. Further, the correlation of r a i l rates 

with the r a i l concentration measure is genarally attenuated as 

the distance to water shrinks. 
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Thus, the care f u l work of characterizing the strength 

of water competition seems to have paid o f f i n r e l a t i v e l y cJear 

r e s u l t s . These result s are consistent w i t h my view that the 

c o r r e l a t i o n of r a i l rates w i t h the reciprocal HHI variable i s 

l i k e l y driven by the r a i l monopoly cases, because the r a i l 

monopoly p r i c e i s surely highly sensitive to the appeal of the 

best water option. However, by contrast w i t h the clear l o g i c of 

the water competition variable, the r a i l competition v a r i a b l e i s 

muddy indeed, 

I would not be surprised i f the other empirical studies 

that also employ measures of r a i l competition are also prone to 

the e r r o r of mistaking an e f f e c t created by the monopoly cas- and 

imputing i t to other changes i n concentration. For example, i n 

the Winston, £jt a l - , bock, there i s a s t a t i s t i c a l analysis 

(p. 48) of a measure that purports to be related to r a i l prices, 

as a function of the number of available s i n g l e - l i n e r a i l 

c a r r i e r s , among other variables. Whatever i t s weaknesses on 

other grounds, since i n the sample i n question the average number 

of such c a r r i e r s i s j u s t 1,15, i t seems that t h i s study's 

s t a t i s t i c a l l y s i g n i f i c a n t e f f e c t may also be la r g e l y driven by 

cases where there i s one s i n g l e - l i n e c a r r i e r . 
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D. The Specifications of the Empirical Studies Mistakenly 
Preclude the Character of Rivalry From Affecting the 
Impacts of Concentration 

Earlier i t was emphasized that the Levin paper 

indicates, as do many other sources, that the impact of 

concentration on price can be expected to depend sensitively on 

the character of r i v a l r y in the market. Thus, an appropriate 

eiTipirical analysis of the impact of concentration on price should 

allow for such effects in the design and specification of the 

study. 

I t is more generally the practice to permit other 

factors to influence the impacts of concentration on price --

such as MacDonald's u t i l i z a t i o n of the water distance variable i n 

this way. Grimm appropriately pointed out in his paper (p. 46) 

that the magnitude of the impact of concentration on price 

depends crucially on the market environment. Nevertheless, the 

specification of the analysis i n the Winston, at a i . , book 

precluded consideration of the impacts of anything but distance 

of haul on the effect of concentration on price. In particular, 

i t is not clear to me that the apparent results of that study are 

not really driven by the impacts of concentration on t r a f f i c 

density, which play an appropriately major role i n that study's 

calculation of marginal cost, 

MacDonald clearly expresses the fact that the character 

of r a i l competition was markedly changed by the advent of 

contracts and other freedoms permitted by the Staggers Act. 

Thus, I am surprised that he did not interact his concentration 
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measure w i t h variables correlated w i t h the incidence of 

contracts. Such variables couid include measures of the size and 

complexity of the commitme.its betwc.-̂ n shippers and c a r r i e r s , to 

f u r t h e r indicate aspects of the economic environment that bear on 

competition. I n d u s t r i a l Organization theory and a n t i t r u s t 

analysis both suggest that such indicators of the character of 

r i v a l r y w i l l a f f e c t the impacts of concentration. 

Another variable i n the same category i s t r a f f i c 

density, inasmuch as i t influences the c a r r i e r ' s marginal costs, 

which have a d i r e c t influence on p r i c e , and also may influence 

the degree of competition. To the extent that t r a f f i c density i s 

omitted from the s p e c i f i c a t i o n of a study of the impacts of 

concentration on p r i c e , there may be misestimation since density 

may be correlated with concentration, and then the concentration 

variable's estimated c o e f f i c i e n t w i l l be subject to 

m i s i n t e r p r e t a t i o n and bias. In p a r t i c u l a r , i f high concentration 

were i n d i c a t i v e of low t r a f f i c density (because, f o r example, 

modest levels of t r a f f i c w i l l tend to support only a lesser 

number of r a i l r o a d s ) , then the upward influence on p r i c e from 

high marginal costs might be s t a t i s t i c a l l y mistaken f o r an impact 

of market power. 
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B. The Cited Empirical Studies Contain No Evidence That a 
Reduction m the Number of Rail Carriers From Three to 
Two Through a Merger would Lead t̂ > Hi7hftT Prices 

There i s no doubt that the many variables and 

influences on p r i c e , market power, marginal costs, concentration 

and the character of r i v a l r y are very d i f f i c u l t to measure 

r e l i a b l y and systematically i n a sample amenable to s t a t i s t i c a l 

analysis. That i s one overriding reason why empirical studies 

l i k e those under discussion are not a sound basis f o r a 

competitive analysis of a p a r t i c u l a r merger, and t y p i c a l l y not 

even a sound basis f o r conclusions about mergers generally. This 

i s not to say that c a r e f u l and s k i l l f u l empirical studies are not 

i l l u m i n a t i n g and important avenues of research, w i t h v a l i d 

impacts on p o l i c y analysis. However, I would conclude i n 

general, and have demonstrated i n p a r t i c u l a r , that a genuinely 

r e l i a b l e merger analysis must proceed from consideration of the 

business circumstances, f o r one reason because these facts 

together tend to detennine the impacts on competition, i f any, of 

a change i n tbe number of available c a r r i e r s . 

With p o t e n t i a l l y equal significance, the business 

circumstances of the r a i l c a r r i e r s may show that a proposed 

merger, l i k e that of the UP/SP, w i l l enhance rather thar diminish 

competition, A merger may lower the costs and expand the 

c a p a b i l i t i e s of the c a r r i e r s , so that the newly merged c a r r i e r 

w i l l be able to perform better than e i t h e r of i t s predecessors i n 

s a t i s f y i n g shippers' demands and i n competing w i t h the other 

c a r r i e r s . Consequently, a r e a l merger can be t o t a l l y d i f f e r e n t 
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i n i t s impact on competitive performance and p r i c i n g than would 

be predicted on the basis of an empirical study that compared i n 

a s t a t i c framework the p r i c i n g to shippers wit h varying numbers 

of r a i l a l t e r n a t i v e s . The c i t e d empirical studies meet t h i s 

d e s c r i p t i o n , and i n no way take i n t o account what benefits to 

shippers and competition are expected from a merger l i k e the 

proposed UP/SP coiTUD ina t i o n . Thus, f o r t h i s reason too, the c i t e d 

empirical papers on r a i l competition do not y i e l d r e l i a b l e 

conclusions about the impacts of three-to-two r a i l merger impacts 

i n general, and do not provide p o l i c y guidance about the proposed 

UP/SP merger. 

I t i s now t o t a l l y clear that assessing the real impacts 

of the UP/SP merger, especially i n those markets where the nurUaer 

of r a i l c a r r i e r s goes from three to two, requires an examination 

of the business f a c t s , from a v a r i e t y of perspectives that 

include the r e l a t i v e c a p a b i l i t i e s of the rail r o a d s before and 

a f t e r the proposed combination and the character of r i v a l r y that 

can be expected a f t e r the merger i s effected. The next section 

of my testimony begins t h i s program by examining the competitive 

s i g n i f i c a n c e of the evidence on the benefits of the proposed 

UP/.np merger, while the subsequent Part I I I a.nalyzes the fact s 

surrounding the UP/SP that bear on the factors that together 

influence how the merged finr. i s l i k e l y to compete w i t h 

BN/Santa Fe. 
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PART I I : THE MERGER OF UP AND SP WILL ENHANCE COMPETITION 
THROUGH THE CREATION OF SIGNIFICANT EFFICIENCIES AND 
HILL,JTQT DIMINISH CO?tPRTTTTON AVAILABLR TQ SHiPPgRg_ 

I now turn to an analysis of the competitive effects of 

this transaction, I do not attempt to apply the broad "public 

interest" standard that governs the Commission's review of 

railroad mergers under the Interstate Commerce Act. My analysis 

instead focuses on one important aspect of that public interest 

test: whether the transaction w i l l affect competition and 

economic efficiency. 

Here, in Part I I of my testimony, I commence with a 

discussion of why competition mattars for the public interest, 

and the importance of avoiding the analytic p i t f a l l of confusing 

a reduction in the number of independent r a i l carriers with a 

reduction i n competition. Section II,B discusses broadly how the 

UP/SP merger w i l l create significant efficiencies that w i l l be 

beneficial to shippers and that w i l l permit and stimulate the 

merged carrier to compete more effectively and vigorously with 

BN/santa Fe than the UP and SP would have been able to without 

their ccmbination. Section I I . c organizes more detailed aspects 

of the evidence indicating how the UP/SP merger w i l l expand 

capacity and reduce costs of service, especially as compared with 

the state of the SP, both pre-merger and but-for-the merger. 

Section II.D focuses on the theme in the evidence that the SP has 

fal l e n behind i t s r i v a l s , so that the merger w i l l result in no 

loss i n effective competition, and only net geias i n effective 

competition by transforming the SP from i t s role as an 
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independent bidder into an important part of the new and 

e f f i c i e n t UP/SP. Finally. Section I I . E emphasizes that the UP/SP 

w i l l be un i l a t e r a l l y m.otivated to compete more effectively and 

pervasively, with greater contributions to competition than could 

have been otherwise expected from an independent UP and SP. 

A. I t Is competition That Matters For The Public Interest, 
Ha£-Th£_JSumbgr Of carriers 

Competition is important not as an end in i t s e l f but 

because i t leads, through the interplay of independent pricing, 

service-level and output decisions, to an e f f i c i e n t allocation of 

resources m the economy -- j.e,., one that confers maximal 

benefits on consumers at a minimal expenditure of scarce 

resources. Unreasonable restrictions on competition are regarded 

as undesirable -- and, among other things, are made unlawful by 

tne an t i t r u s t laws -- because they a r t i f i c i a l l y constrain output, 

tend to increase prices, and tend to reduce service levels. The 

production and allocative efficiency achieved by competition is 

the proper concern of economic policy. 

This principle applies with f u l l force to the analysis 

of the "competitive" -- that i s , economic efficiency -- effects 

of mergers and similar transactions. Those transactions are of 

potential concern because, by combining comoetiny firms, they 

can, i n certain circumstances, reduce the ccmpetitive vigor that 

otherwise can be relied upon to ensure the desired competitive 

market outcomss e f f i c i e n t levels of output, price and service. 

From the standpoint of economic efficiency, the question i s 

whether, i f a merger goes forward, the effect w i l l be to reduce 
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output, increase price or reduce the level of service relative to 

the situation before the merger. 

Note that the inquiry is n d "Will the merger reduce 

the number of independent competitors?" or "How many competitors 

w i l l serve the market after the merger?" A market with just two 

competitors can be more "competitive" than one with many. What 

matters is not the amh&I. of r i v a l s , but the specific facts 

relevant tc the nature of competition in the marketplace and the 

economic outcomes thereby achieved. i t follows that a 

transaction that reduces the number of competing railroads might 

incraaas competition rather than reduce i t , depending on the 

fact s, 

Unfortunately, in analyzing the l i k e l y effect of a 

particular merger, in the railroad industry or otherwise, i t is 

seldom possible to get at the answer to this basic inquiry in a 

direct way. There is no practically generalizable formula that 

permits a calculation of the economic efficiency consequence of a 

merger. in the usual case, therefore, economists must look to 

indicators for an assessment of a merger's effects on market 

output. Thus, economises attempt to predict how the merged 

parties w i l l behave based on such factors as the transaction's 

effect on the number of market participants and market 

"concentration" -- 1 ^ ^ , HHI numbers -- as well as the nature of 

the firms in the market, the nature of the buyers in the market, 

the nature of ^he goods and services in the market, and the 

manner i n which goods and services are transacted in the m.arket, 
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None of these factors i s determinative, none i s alv;ays more 

important than another, and none -- especially the mere nu.mber of 

competitors or t h e i r concentration -- provides a d i s p o s i t i v e 

i n d i c a t i o n of the l i k e l y competitive e f f e c t of a merger. 

The a n t i t r u s t agencies and the Commission recognize 

t h i s . The Commission has held, f o r example: "Two independent 

r a i l r o a d s , we think, can provide strong, e f f e c t i v e competition, 

provided that, among other things, neither i s subject to any 

a r t i f i c i a l r e s t r i c t i o n s . " BN/Saala^, Slip Op. at 94. The 

a n t i t r u s t agencies' 1992 Horizontal Merger Guidelines provide a 

framework f o r the analysis of h o r i z o n t a l mergers that recognizes 

the importance of a nuiriber of factors -- w i t h concentration as 

merely a s t a r t i n g point -- while recognizing that none of their, i s 

any more than an element of the ultimate i n q u i r y of whether the 

transaction w i l l lead to a s i g n i f i c a n t diminution i n competition, 

w i t h concomitant s i g n i f i c a n t l y higher prices and reduced output. 

As I discuss i n more d e t a i l below, an examination of 

the factors relevant tc ^hls. merger's impact on competition 

indicates thac there i s l i t t l e cause f o r concern that the 

possible increase i n concentration i n some p o t e n t i a l markets --

i ^ , a reduction i n the number of railroads from three to two at 

soma points and i n some corridors: -- w i l l have an adverse 

;conJ5'^?;?^°'"' statement, i merely UL&S2M& that there e x i s t 
economicdlly meanmgtul m.arkets i n which t h i s transaction has a 

iJnsfct'cn ;T?T'' T -- i^, markets in ShJch the 
n^Morlc ^ l i ^ ''^'^'^''^ '-^^ ""^^^ °^ e f f e c t i v e t r a n s p o r t a t i o n 
options from three to two. i n f a c t , because of pervasive modal 
and geographical competition, and the varying competitive 
c a p a b i l i t i e s or the merging p a r t i e s , those s i t u a t i o n s must be 
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effect on competition. The same conclusion also flows from a 

direct examination of the efficiencies that this merger w i l l 

achieve. 

B. There i s Direct Evidence That The UP/SP Merger w i l l 
Expand Output, And Be Pro-Competitive. Through the 
Creation....cmmglencies 

In t h i s case, there i s the opportunity to observe 

d i X f i i t evidence of the merger's l i k e l y e f f e c t on competition. As 

a s t a r t i n g point, the universe of p o t e n t i a l competitive issues 

needs to be defined. According tc Mr, Peterson, the vast 

m a j o r i t y of the t r a f f i c served by both UP and SP, pre-merger, i s 

not subject to e f f e c t i v e competition between those r a i l r o a d s . 

And much of that which i s p o t e n t i a l l y subject to e f f e c t i v e 

competition between UP and SP could not suffer competitive harm, 

because competitive constraints are provided by other modes or by 

m u l t i p l e other r a i l r o a d s . The apparent horizontal overlap 

between Kansas City and Chicago, or over f u r n i t u r e shipments 

r e a d i l y handled by truck, to c i t e j u s t two stark examples, need 

not detain any serious analysis of the competitive consequences 

of t h i s merger. 

The only competitive issues needing f u r t h e r analysis 

that are presented by the merger of UP and SP involve t r a f f i c as 

to which (1) both raiJroads are e f f e c t i v e competitors today, 

(2) only one sitllfir r a i l r o a d serves that t r a f f i c today, and 

(3) modal, geographic or predict competition i s not e f f e c t i v e . 

This i s the body of t r a f f i c f o r which the transaction might 

i d e n t i f i e d w i t h care. 
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reduce the number of apparent competitive options from three to 

two. Mr. Peterson persuasively demonstrates the extent to which 

seeming three-to-two situations turn out, on further examination, 

not to satisfy one or more of the above conditions. 

The question, then, is whether for "three-to-two" 

shippers, the merger w i l l increase or decrease UP/SP's output of 

services of the kind demanded by shippers, and thus lead to 

higher price:3 for those services. A close analysis of the facts 

of this transaction yields the conclusion that this merger w i l l 

enhance competition, create significant efficiencies, and 

increase output. Everywhere that UP and SP's systems overlap --

such that the rmmhsi: of independent railroads w i l l be 

decreased -- the merger w i l l achieve significant efficiencies 

that w i l l reduce UP/SP's costs and e.xpand i t s capacity to provide 

the service levels shippers demand from their transportation 

providers. The result is that the merger w i l i be oro-

CQiPPetitivs: i t w i l l ijsjaand output and rfidiiCs transportation 

charges. 

This conclusion flows from the fact that the 

competitive capabilitie,5 of both UP and SP, as independent r a i l 

systems, are today constrained in significant respects. At a 

fundamental level, each is of course limited by the geographic 

scope of i t s own network. One of the most widely-reccgnized 

benefits of railroad mergers m the past two decade." .has been 

their creation of new, more e f f i c i e n t single-line services 

through the combination of railroads with complementary (often 
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c a l l e d "end-to-end") route systems. In t h i s respect, the 

magnitude of the competitive benefits achieved by i n t e g r a t i n g 

UP's and SP's networks i s manifest from a review of the Western 

r a i l map and of the major commodity flows. By mating important 

UP o r i g i n s w i t h SP destinations, and vice versa, the merger w i l l 

provide shippers w i t h new s i n g l e - l i n e services that are simply 

not a v a i l a b l e today -• or are available only f o r UP/SP's 

competitors. In the process, i n market a f t e r market UP and SP 

w i l l be enabled to compete more e f f e c t i v e l y against other 

modes -- especially trucks -- and the new, much-larger 

BN/Santa Fe system. Each of these competitors already has the 

broader, s i n g l e - l i n e coverage of the West that t h i s transaction 

and only t h i s transaction w i l l give UP and SP. These e f f i c i e n c y 

b e n e f i t s , which are discussed at length i n the statement of 

Richard Peterson, are unambiguously pro-competitive and highly 

s i g n i f i c a n t i n assessing the net competitive impact of t h i s 

merger .1' 

Notwithstanding the important benefits these new 

services w i l l b r i n g to shippers, I devote my a t t e n t i o n to 

e f f i c i e n c i e s of a somewhat d i f f e r e n t sort, which provide an even 

more compelling i n d i c a t i o n of t h i s transaction's p o s i t i v e e f f e c t s 

on competition. This merger w i l l expand UP/SP's capacity and 

reduce i t s costs at points and m corridors where the two 

- • ^ J ^ ^ Applicants' agreement to grant trackage and haulage 

^o?5f'.'°K^''^^^"'^'"^ ^̂ ^̂ ^̂ -̂  ^ ^ i ^ l 9^^^^^^ pro-compe?itive 
benefits by expanding that system i n t o markets i t has not 
previously reached on a s i n g l e - l i n e basis. 
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r a i l r o a d s ' networks c u r r e n t l y overlap. This i s important because 

these e f f e c t s w i l l d i r e c t l y counteract any hypothetical 

incentives f o r reduction i n output caused by the merger. i n 

f a c t , however, today both UP and SP are constrained by t h e i r own 

bounded c a p a b i l i t i e s -- t h e i r routes, f a c i l i t i e s and equipment --

that l i m i t the competitive a b i l i t i e s of these r a i l r o a d s . This 

merger w i l l overcome these constraints, thereby increasing the 

competitive a b i l i t i e s -- the capacity -- of UP and SP. The 

r e s u l t w i l l be that the merged UP/SP system w i l l be i n a p o s i t i o n 

to o f f e r mJiSi transportation at lower costs and w i t h 

substantiaj.ly improved services than e i t h e r UP or SP could 

separately. 

These e f f i c i e n c i e s are s i g n i f i c a n t i n analyzing the 

etfecLS of the merger, and they help to i l l u m i n a t e the motivation 

of the merging p a r t i e s , which i s important corroborating ev.^dence 

that the o v e r a l l net impact of the transaction i s 

pro-competitive. This transaction i s explained by the tremendous 

pro-competitive complementarities ana synergies achieved by 

corabining the UP and SP systems, which w i l l make UP/SP a more 

formidable competitor of BN/Santa Fe and other modes throughout 

the West. This deal makes sense to the railr o a d s involved 

because i t helps them meet the competitive challenges they face, 

and not because i t i s a m.eans of ex t r a c t i n g p r o f i t s from any 

imagined reduction of e x i s t i n g competition between UF and SP. 

584 



mm 

C. Ihft,JZI»j^£_llfiM£r.J£m„^^ and Reduce., m^fff 

The merger w i l l overcome c h a r a c t e r i s t i c s of each 

r a i l r o a d that hamper i t s a b i l i t y to provide the kinds of services 

shippers are demanding i n today's marketplace and w i l l , 

therefore, increase the l e v e l of output that UP and SP could 

provide as an integrated system i n competition w i t h BN/Santa Fe 

and other modes. These snortcomings, which a f f e c t UP and SP to 

d i f f e . r i n g degrees, are of three basic types: (1) inadequacies of 

e x i s t i n g routes and f a c i l i t i e s ; (2) lack of adequate equipment to 

meet shipper needs e f f e c t i v e l y ; and (3), f o r SP i n p a r t i c u l a r , 

chronic i m i b i l i t i e s to meet customer requirements using the 

routes and assets on hand. These shortcomings are addressed i n 

d e t a i l i n the statements of various r a i l r o a d witnesses, 

es p e c i a l l y Messrs. Peterson, Yarberry, Gray, and King/Ongerth, 

and are t e s t i f i e d to at length by a very impressive number of 

shippers who face these railroads i n the real world. i t i s 

appropriate to view these shortcomings as a form of competitive 

c o n s t r a i n t . Because of these constraints, the r a i l r o a d s have 

e i t h e r not been able to provide the kinds of services that 

shippers increasingly have come to expect, or have not been able 

to provide these services at the optimum l e v e l of cost and 

e f f i c i e n c y . When those constraints are relaxed as a r e s u l t of 

implementation of the merger, UP and SP w i l l p redictably provide 

expanded output at lower costs and higher levels of e f f i c i e n c i e s . 
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(1) The merger w i l l add capacity and reduce costs by 
creating more efficient routes and achieving more 
productive use of existing f^oiiit.igg. 

Perhaps the most obvious capacity-e:.panding feature of 

the UP/SP merger i s i t s combination of the e x i s t i n g route 

networks of UP and SP to create s u b s t a n t i a l l y f a s t e r , more 

d i r e c t , and higher-capacity routes i n the corridors that UP and 

SP both serve. Unlike some past p a r a l l e l mergers. Applicants are 

not proposing to eliminate e x i s t i n g p a r a l l e l l i n e s as a way of 

reducing operating costs; rather, they are proposing to int e g r a t e 

those lines i n order to make more productive use of e x i s t i n g 

capacity, thereby hnxh increasing output and reducing costs f o r 

e x i s t i n g and new t r a f f i c . 

I n -Tivoral important c o r r i d o r s , as explained by Mr. 

Peterson, the merger w i l l immediately make possible combined 

UP/SP routes that are many miles shorter than the best routes 

av a i l a b l e to ei t h e r UP or SP today. I l l u s t r a t i v e are the 

improvements that w i l l be realized between Northern C a l i f o r n i a 

and the Midwest, i n the so-called "Central Corridor." A 

combination ot the best features of the r a i l r o a d s ' e x i s t i n g 

routes i n that c o r r i d o r w i l l create a route 189 miles ( f o r 

Chicago) or 143 miles shorter (for Kansas City and St. Louis) 

than the shortest route e i t h e r r a i l r o a d has today. UP t r a i n s 

w i l l b'2 cble to avoid the slow and ci r c u i t o u s t r a n s i t of the 

Feather River Canyon and the mileage and congestion on UP's l i n e 

between Salt Lake City and Ogden, Utah i n favor of SP's Donner 

Pass l i n e and SP's Salt Lake crossing d i r e c t l y to Ogden. SP 
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t r a i n s w i l l avoid the former DRGW's r e l a t i v e l y c i r c u i t o u s 

crossing of the Colorado Rockies and the slow l i n e between Pueblo 

and Kansas City i n favor of UP's high-speed Overland Route 

through Wyoming and Nebraska. As a d i r e c t consequence of t h i s 

more e f f i c i e n t , combined route, a l l of UP/SP's services between 

Northern C a l i f o r n i a and the Midwest w i l l benefit from improved 

speed and r e l i a b i l i t y , reduced cost, and expanded capacity to 

handle a d d i t i o n a l t r a i n s . 

Similar benefits w i l l be realized, as noted by Mr. 

Peterson, on many other important routes. Between Los Angeles 

and many Texas points the combination of the c a r r i e r s ' routes 

w i l l save several hundreds of miles. Between Texas and the 

important gateways at Memphis, St. Louis and Chicago, both 

r a i l r o a d s face s i g n i f i c a n t congestion. Coordinated operation of 

both l i n e s as i f they were one -- a p r a c t i c a l i m p o s s i b i l i t y so 

long as the railr o a d s are operated independer.>.ly -- w i l l l e t 

UP/SP squeeze ad d i t i o n a l capacity out of these assets, allowing 

e x i s t i n g t r a i n s to be operated on faster, more r e l i a b l e schedules 

and making room f o r a d d i t i o n a l t r a f f i c , i n economic terms, the 

merger w i l l add capacity and lower the c a r r i e r s ' marginal costs 

f o r t r a f f i c moved m t h i s c o r r i d o r . 

Analogous ben e f i t s , described by Mr. Peterson, w i l l 

also be achieved i n the Los Angeles-Chicago c o r r i d o r , where UP 

and SP operate l i n e s that are separated by many hundreds of 

miles. Here again, UP/SP w i l l now be able to make more intens 

use of the combined capacity of both sets of l i n e s . UP/SP w i l l 
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concentrate i t s high-speed, high-service intermodal and 

automotive t r a f f i c on SP's shorter and faster route v i a El Paso 

and Tucumcari, while concentrating bulk t r a f f i c on the UP route 

v i a Salt Lake City. This w i l l allow UP/SP to o f f e r services that 

neither of them has been able to muster thus f a r -- third-morning 

service between Chicago and Los Angeles -- while at the same time 

expanding the a b i l i t y of t h e i r e x i s t i n g lines to handle s t i l l 

more t r a f f i c of both basic categories. Reductions i n congestion 

at key terminals are to the same e f f e c t . 

These are j u s t a few examples of the pervasive capacity 

expansion to be achieved through the combination of UP and SP's 

respective networks. The r a i l r o a d witnesses have catalogued 

a d d i t i o n a l route improvements that are fa r too numerous to 

m.ention i n t h i s statement. In addition, i n many of the corridors 

that both UP and SP serve, one of these r a i l r o a d s ' e x i s t i n g route 

i s already by f a r the better route. Mr. Peterson describes 

numerous such examples, such as Los Angeles-Kansas City, where 

SP's route i s 162 miles shorter, and Los Angeles-Denver, where 

UP's route i s 357 miles shorter. To the extent the r a i l r o a d w i t h 

the i n f e r i o r route has been handling t r a f f i c i n these c o r r i d o r s , 

i t has necessarily been doing so either by v i r t u e of exclusive 

access to the shipper or by v i r t u e of i t s own o f f s e t t i n g 

advantages, such as more e f f i c i e n t terminal operations, b e t t e r 

car supply or other factors of importance to the shipper. The 

merger w i l l allow a i l of UP and SP's t r a f f i c to ben e f i t from the 

best combination of a l l of these c h a r a c t e r i s t i c s - - i n a sense, 
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the highest common denominator. The net r e s u l t : UP/SP w i l l have 

expanded a b i l i t i e s to meet shipper needs and to do so more 

e f f i c i e n t l y and at lower cost as a r e s u l t of the merger than 

e i t h e r can today. 

The complementarities and synergies achieved through 

the integratJon of UP and SP's route networks are not l i m i t e d to 

the r a i l r o a d lines themselves. As de t a i l e d by Mr, Peterson and 

Mr. Salzman, integrated operation of other sorts of f a c i l i t i e s 

w i l l also achieve an expansion i n the merged r a i l r o a d s ' a b i l i t y 

to meet shipper needs. By r a t i o n a l i z i n g functions performed by 

each c a r r i e r ' s own intermodal terminals and automobile unloading 

ramps, f o r example, the merger w i l l expand the o v e r a l l capacity 

an! service q u a l i t y rendered by those f a c i l i t i e s . Such benefits 

w i l l be realized at Chicago, the San Francisco Bay Area, Los 

Angeles and other major points, to the d i r e c t b e n e f i t of 

shippers. 

I t i s i n t u i t i v e l y obvious that the kinds of e f f i c i e n c y 

b e n e f i t s I have been describing w i l l operate to the d i r e c t 

b e n e f i t of the shippers, including not only those which use UP or 

SP ,today but those which make use of competing r a i l r o a d s and 

other modes. This conclusion i s confirmed by the testimony of 

numerous shippers that support the approval of the merger because 

i t w i l l achieve these be n e f i t s . These shippers, which experience 

the e f f e c t s of congestion, c i r c u i t o u s routings and other 

shortcomings of UP and SP today, strongly endorse the p r i n c i p l e 
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that these efficiency gains w i l l provide them with significant 

benefits. 

(2) The merger will add capacity and reduce costs by 
effectively multiplying the railroads' equipment 
fifi£ii& 

Together with the r a i l lines over which trains move, 

equipment -- locomotives and r o l l i n g stock -- is the other key 

physical determinant of the output and service levels provided by 

a railroad system. As explained by Mr. Peterson and other 

railroad witnesses, and corroborated by many shipper witnesses, 

the merger w i l l effectively multiply beyond their sum the size 

and a v a i l a b i l i t y of the carriers' equipment fle e t s , in economic 

terms, this again means expanded capacity and reduced costs. 

Today, especially on the SP, there are clear 

indications that the railroad's capacity to haul shippers' 

t r a f f i c is a r t i f i c i a l l y constrained. SP could handle more 

t r a f f i c i f i t had more equipment. SP's equipment problems, 

moreover, are exacerbated by other d i f f i c u l t i e s . For example, 

slow tr a n s i t times not only f a i l to satisfy shipper expectations, 

they magnify equipment nseds, thereby increasing costs and 

reducing the railroad's effective capacity. 

The merger w i l l achieve an expansion in the 

a v a i l a b i l i t y of equipment in several ways that could not even be 

attem.pted absent the merger. Fi r s t , the expanded scope of the 

carriers' route network w i l l make possible new opportunities for 

UP/SP to make e f f i c i e n t use of empty equipment when i t becomes 

available. Because of the railroads' incomplete networks, places 
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where there i s the most urgent need f o r em.pty equipment are often 

not e f f i c i e n t l y reachable from the source f o r that equipment that 

i s otherwise most e f f i c i e n t . On UP's system, f o r example, 

t r a f f i c imbalances might tend to cause empty intermodal equipment 

to be available i n the Bay Area of C a l i f o r n i a , while the same 

equipment i s scarce i n Southern C a l i f o r n i a . Because UP's system 

does not have an e f f i c i e n t route connecting these points, UP must 

route t h i s equipment hundreds of miles out of the way v i a Salt 

Lake Cit y or forgo t r a f f i c opportunities at Los Angeles. By 

combining UP and SP's route networks, UP/SP w i l l be able to 

re p o s i t i o n equipment when and where i t i s needed more 

' 5 f i c i e n t l y . I n addi t i o n , the merger w i l l open up new sources 

and u&es f o r equipment, f o r example allowing the rep o s i t i o n i n g of 

empty equipment from a former-UP or oP destination to nearby 

o r i g i n s on the other r a i l r o a d . The time and expense saved by 

routing empty cars over the most d i r e c t routes to locations where 

they are needed represents a d i r e c t expansion i n the e t f e c t i v e 

size of the system's equipment f l e e t and a d i r e c t reduction i n 

equipment costs. 

In a d d i t i o n to more e f f i c i e n t d i r e c t r e p o s i t i o n i n g of 

empty aquipment, the merger w i l l also create new backhaul and 

" t r i a n g u l a t i o n " opportunities that w i l l f u r t h e r expand the 

e f f e c t i v e size of the systems' o v e r a l l equipment f l e e t . Mr, 

Peterson describes numerous s i t u a t i o n s i n which UP/SP w i l l be 

able to make more intensive use of equipment by taking advantage 

of the c a r r i e r s ' coiribined routes and t r a f f i c o pportunities. For 

591 

mmm 



wmmm 

example, a boxcar used to haul Florida citrus to an SP-serve^i 

destination i n Southern California w i l l no longer need to be 

returned empty to Florida because there does not happen to be 

sufficiecc Florida-bound t r a f f i c at Los Ar.geles; rather, the car 

can he repositioned to UP points in Idaho where i t can be loaded 

with potatoes destined for Florida, in the process, again, the 

effective size of the car fle e t w i l l be expanded. 

Second, the complementary nature of the two railroads' 

car fleets and peak equipment demands w i l l also lead to an 

effective increase in the size and a v a i l a b i l i t y of UP/SP's 

equipment. The two railroads' fleets are comprised of different 

mixes of equipment; for example. UP has a greater preponderance 

of centerbeam f l a t cars used for lumber t r a f f i c , while SP has 

re l a t i v e l y more cushioned, insulated boxcars used for the 

movement of food products. By combining these complementary 

fl e e t s , the transaction w i l l muiiiia:^ the effective a v a i l a b i l i t y 

to particular shippers of the car type that best meets i t s needs. 

Similarly, the demand for many types of cars is 

seasonal, leading to shortages during tines of peak demand and 

underutilization during other periods. Because UP and SP have 

dif f e r e n t t r a f f i c mixes, however, those peaks i n many instances 

complement each other. Thus, for exa^rple, UP and SP's insulated 

box cars can be used to handle potato t r a f f i c originating on UP, 

while both fleets can also be used to serve California canned 

goods t r a f f i c handled by SP. The effact is a v i r t u a l doubling of 

the combined car f l e e t without additional capital investment, and 
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a dramatic reduction i n the capacity constraints that hamper both 

r a i l r o a d s ' a b i l i t i e s to serve t h i s t r a f f i c today. 

F i n a l l y , as a r t i c u l a t e d by Mr, Peterson, the improved 

routes and faster t r a n s i t times made possible by the merger w i l l 

also m u l t i p l y the e f f e c t i v e size of the car f l e e t s . Reduced 

t r a n s i t time means reduced cycle times f o r the equipment 

involved. Shorter equipment cycles i n turn mean more t r i p s per 

month or per year, e f f e c t i v e l y increasing the amount of t r a f f i c 

that can be handled by each car or locomotive, 

(3) The merger w i l l create market opportunities that 
w i l l motivatf: investments in important new 
f a c i l i t i e s to better serve shipper needfi 

I n addition to the more productive use of e x i s t i n g 

assets achieved through the i n t e g r a t i o n of UP and SP's e x i s t i n g 

systems, the merger w i l l lead to .investment i n new l i n e capacity, 

f a c i l i t i e s and equipment that w i l l f u r t h e r increase the 

competitiveness of the UP/SP system. The Applicants' merger 

plans describe a wide range of investments that w i l l be made to 

improve the capacity of the merged system to meet shipper demand, 

and the statements of botn UP and SP shippers confirm t h i s 

viewpoint. To l i s t j u s t a few examples, the capacity of SP's 

c r u c i a l mainlines between Los Angeles and El Paso and between El 

Paso and Kansas City w i l l be expanded wit h new double track and 

lengthened passing sidings; SP's important c l a s s i f i c a t i o n yards 

at Roseville and Colton, C a l i f o r n i a , w i l l be reconfigured to 

handle a d d i t i o n a l t r a f f i c more e f f i c i e n t l y ; UP's "OKT" l i n e 

through Eastern Kansas w i l l be upgraded to handle expanded 
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t r a f f i c and to bypass congestion at Kansas City; a major new 

intermodal f a c i l i t y w i l l be constructed in the eastern Los 

Angeles Basin to provide expanded services to intermodal 

shippers; and new hoppers and other equipment w i l l be acquired to 

serve anticipated t r a f f i c increases that w i l l outstrip even the 

expanded capacity of UP/SP's integrated car fleets. These plans, 

to which the Applicants have committed in their application, are 

not those of railroads bent on exploiting market power achieved 

through merger. To the contrary, they are steps that p l a i n l y 

r e f l e c t a desire to intensify competition with other 

transportation providers and that w i l l -- dir e c t l y -- expand the 

output of the UP/SP. 

These investments for expanded output and improved 

competitive appeal are properly attributed to the UP/SP merger. 

While both carriers would no doubt independently invest in their 

own future competitive capabilities, railroad witnesses Peterson 

and Yarberry explain that additional investments w i l l be made 

possible as a result of the expanded market opportunities 

achievei by integrating the UP ana SP systems. In addition, as 

SP's Mr. Yarberry explains, there is significant doubt that SP 

could finance various investments m i t s system capabilities even 

i f the marketing opportunities available to SP as a stand-alone 

system were sufficient to support them. SP has tended to be 

restric t e d in making investm.ents beyond those necessary to 

maintain i t s physical plant. This merger overcomes that very 

real competitive constraint. 
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D. SP Is Often Unable To S a t i s f y Modem Customer 
Demands •- So The Merger's E f f i c i e n c i e s Are 
liet Gains For U n i l a t e r a l Compc^titiion 

An undeniable f a c t i s the chronic i n a b i l i t y of SP to 

keep pace w i t h the evolving expectations of shippers. I f i t ever 

could, r a i l r o a d transportation today cannot adequately meet 

shipper's needs i f i t merely delivers a loaded car from point A 

to p o int B. Shippers of a l l corrmodities have increasingly come 

to dema.r'd from t h e i r transportation providers high levels cf 

speed, r e l i a b i l i t y and customer service. This trend i s 

i n t e n s i f y i n g as a r e s u l t of more and more rigorous inventory 

management and other developments. Truckers have been able to 

meet t h i s demand, and t h e i r r e s u l t i n g t r a f f i c gains r e l a t i v e to 

the r a i l r o a d s are well-known, i n the l a s t decade, the successful 

r a i l r o a d s have managed to achieve s i g n i f i c a n t improvements i n 

t h e i r a b i l i t i e s to provide higher and higher levels of service. 

For whatever reason, however, SP has not kept pace. 

The evidence i s clear that SP's a b i l i t y to provide the 

kind of service that shippers demand i s t i g h t l y constrained. The 

r a i l r o a d witnesses and SP's present and former shipp. recount 

nvjnerous instances of SP's i n a b i l i t y to l i v e up to customer 

expectations: SP t r a i n s that take several weeks to reach t h e i r 

d e s t i n a t i o n rather than j u s t a few days as on BN/Santa Fe; 

i n s u f f i c i e n t r e l i a b i l i t y , so that receivers are i n s t r u c t i n g t h e i r 

suppliers to procure transportation i n ways that do not r e l y on 

SP-provided transportation; chronic i n a b i l i t i e s to get acceptah.le 
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f r e i g h t cars to shippers that need t.hem or to deploy s u f f i c i e n t 

r e l i a b l e locomotive power to move t r a f f i c e f f i c i e n t l y . 

Whatever the root cause or causes of t h i s experience, 

the bottom l i n e i s clear, SP i s behind i t s r a i l r o a d competitors 

i n the c r i t i c a l parameters of service that shippers have come to 

expect and i t ccntinues to s l i p f a r t h e r behind rather tnan 

cl o s i n g the gap. SP continues to lose t r a f f i c because of shipper 

d i s s a t i s f a c t i o n , and without that t r a f f i c i t cannot support the 

improvements i n service that are reguired to win the t r a f f i c 

back. As described i n Mr. Gray's statement and those of numerous 

present and former SP shippers, the best evidence of SP's 

shortcomings are SP's lo s t and forgone t r a f f i c opportunities --

i n other words, constrained output. Stated i n economic terms, SP 

oft e n i s a d i s t i n c t t h i r d to the UP and the BN/Santa Fe i n i t s 

a b i l i t y to provide the "product" that shippers are demanding i n 

the modern transportation environment. 

This f a c t i s of fundamental importance to the analysis 

of the com.petitive e f f e c t s of the UP/SP merger i n two basic 

regards. F i r s t , SP's d i f f i c u l t i e s cuggest that the UP/SP merger 

i s u n l i k e l y to cause any s i g n i f i c a n t u n i l a t e r a l anticompetitive 

e f f e c t s a r i s i n g from the loss of the SP as an independent bidder 

i n markets where the three rai l r o a d s now compete. In the post-

Staggers era, due to the freedoms of r a i l c a r r i e r s to seek 

business f l e x i b l y and with i n d i v i d u a l negotiations w i t h shippers, 

the competition that matters most i s that between the providers 

that are f i r s t and second w i t h respect to their a b i l i t y to meet 
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shippers' needs, A third-place r a i l r o a d does not set the pace or 

dri v e the le v e l of competition. I t s merger w i t h the shippers' 

f i r s t or second choice r a i l r o a d i s u n l i k e l y to induce the 

remaining competitors to bid less aggressively f o r '.he business 

on e i t h e r p r i c e or service dimensions, c - otherwise diminish 

competition i n any way. 

Moreover, BN/Santa Fe would generally have the capacity 

and competitive motivation to seek and successfully d i v e r t 

s i g n i f i c a n t business from UP/SP, i n reaction to any attempts by 

the merged UP/SP to raise price quotations to shippers i n an 

attempt to exercise u n i l a t e r a l market power. Consequently, such 

attempts would generally f a i l , and be unp r o f i t a b l e , so that the 

UP/SP would be u n l i k e l y to make such attempts at a l i . Thus, the 

s i g n i f i c a n t conclusion follows that the merger would not permit 

the UP/SP u n i l a t e r a l l y to exercise market power, and i t would not 

diminish competition i n t h i s way. This common-sense conclusion 

i s consistent w i t h rigorous economic analysis of competition 

through bidding or organized forms of procurement, as w e l l as 

w i t h the 1992 Horizontal Merger Guidelines, 

Second, SP's d i f f i c u l t i e s indicate that the 

e f f i c i e n c i e s created by the merger represent net gains to 

competition that are l i k e l y to be passed along i n s i g n i f i c a n t 

p a r t to shippers. The merger of UP and SP o f f e r s a unique 

opportunity to overcome the service-quality constraints that 

hamper SP's competitiveness. The merger wit h UP w i l l i n part 

overcome some of these problems d i r e c t l y , by improving t r a n s i t 
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times, expanding equipment a v a i l a b i l i t y , and attracting new 

t r a f f i c to SP's lines. Such additional t r a f f i c w i l l bring 

density, more e f f i c i e n t operations and lower unit costs. By 

allowing SP and UP to make more productive use ot .oth railroads' 

existing assets, the merger w i l l obviate the need for SP on i t s 

own to find capital to invest in key equipment, f a c i l i t i e s and 

systems. Also, SP w i l l instantly have access to UP's information 

systems, storage-in-transit f a c i l i t i e s , locomotive and car repair 

f a c i l i t i e s , and other assets v i t a l l y needed to bring i t s services 

up to modern standards. 

While i t ruighc be teinpting to think that SP could 

overcome these capacity (and service quality) constraints via 

means short of merger with UP, the facts strongly suggest the 

contrary. SP has t r i e d for a decade or more to bring i t s e l f back 

to a competitive par with BM, Santa Fe and UP, but i t has 

instead, i n the process, lost ground. Now the BN/Santa Fe systam 

is already taking giant strides with respect to the range of 

services i t offers to shippers. Only a merger with UP w i l l 

provide SP with the assets and other capacities to meet the 

competitive challenge of BN/Santa Fe, 

K. 'The Cost Reductions And Capacity Enhancements Caused by 
the Merger Will Increase the Unilateral Vigor of 
Competition, and Rpnefit Shipperis 

The time has come e x p l i c i t l y to consider the impacts of 

the cost reductions and the capacity enhancements that w i l l be 

achieved by the merger of UP and SP. i t is straightforward to 

show as a matter of economic logic that UP/SP w i l l take advantage 
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of these e f f i c i e n c i e s to expand output, increase the l e v e l of 

services provided to shippers and lower rates. 

Any f i r m , no matter the extent of i t s market power 

i n other words, even a monopolist -- w i l l take advantage of cost 

savings and new-found a b i l i t i e s to lower i t s rates, expand i t s 

output and increase i t s levels of service, i t i s p r o f i t a b l e f o r 

any f i r m to react to newly lowered marginal costs by increasing 

output, or improving service q u a l i t y , and correspondingly cut 

pric e s , a l l f o r the sake of making more sales because now they 

are less expensive f o r the f i r m to f u l f i l l . The m u l t i p l e 

e f f i c i e n c i e s that I have discussed w i l l e f f e c t i v e l y lower UP/SP's 

marginal costs of providing e x i s t i n g levels of service or allow 

improved services to be offered at e x i s t i n g cost l e v e l s . Unless 

i t leaves v i s i b l e and s a t i s f y i n g p r o f i t a b l e opportunities 

unexploited. UP/SP w i l l use these new c a p a b i l i t i e s to seek to 

s e l l more transportation at lower rates and higher levels of 

service than absent the merger. 

Stated i n somewhat more p r a c t i c a l terms, UP/SP w i l l not 

see the e f f e c t i v e size of t h e i r -^.quipment f l e e t s m u l t i p l i e d and 

then l e t that new equipment capacity s i t i d l e . UP/SP w i l l not 

achieve shorter, f a s t e r , more e f f i c i e n t route? and then f a i l to 

provide f a s t e r , more r e l i a b l e transportation at lower costs. 

UP/SP w i l l not invest tens of m i l l i o n s of do l l a r s on new double 

track and not run (or at least t r y to generate enough t r a f f i c to 

f i l l ) more t r a i n s . UP/SP w i l l not b u i l d a new Inland Empire 

intermodal terminal and then not aggressively t r y to f i l l i t . 
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A l l of t h i s i s without regard to the f a c t that UP/SP 

w i l l not be operating i n a vacuum. As I discuss more f u l l y i n 

the next section, the continued presence of an i n t e n s i f i e d 

competitive challenge from BN/Santa Fe, and pervasive competition 

from other modes, sources and destinations, w i l l magnify the 

incentives cf UP/SP to make the f u l l e s t possible use of t h e i r 

expanded competitive a b i l i t i e s . I f they f a i l i n t h e i r 

competitive struggles, they w i l l lose ground, and face the same 

de c l i n i n g t r a f f i c levels that have contributed to SP's 

competitive d i f f i c u l t i e s , and the ele ated u n i t costs that 

exaceroate the d i f f i c u l t i e s of reinvesting back i n t o the 

competitive mainstream. Even i f they do lose out to the 

BN/Santa Fe fo r a shippers' business, t h e i r increased c a p a b i l i t y 

w i l l have driven t h e i r r i v a l to compete more aggressively and to 

o f f e r a be t t e r price or better service to the shipper, who winds 

up as the beneficiary of the e f f i c i e n c i e s created by the UP/SP 

merger, even though i n t h i s example the shipper i s not being 

served by the UP/SP. Thus, either way, whether or not the UP/SP 

pr e v a i l s i n i t s competition f o r a shipper's business, a 

s i g n i f i c a n t gain to the shipper resul t s from the e f f i c i e n c i e s 

created by the merger. 
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PART I I I : INTENSE COMPETITION RATHER THAN COORDINATED INTERACTION 

MiS^!f£!!!l!^_!!!''''''' BE^EEN A MERGED S ; / ^ I S 

I have shown so f a r , i n Part I , that no r e l i a b l e 

conclusions about the impacts of t h r e - t o - t w o r a i l mergers can be 

drawn from the econometric l i t e r a t u r e that purports to f i n d a 

p o s i t i v e c o r r e l a t i o n between concentration and prices i n the r a i l 

i n d u stry. m Part I I , i applied economic analysis to the 

ava i l a b l e f a c t u a l evidence, and found that u n i l a t e r a l competition 

i s l i k e l y to be i n t e n s i f i e d by the merger because the combined 

UP/SP w i l l be able to challenge BN/Santa Fe i n myriad ways that 

n e i t h e r could today; and because SP alone i s not l i k e l y today or 

i n the f u t u r e to press UP or BN/Santa Fe to new levels cf 

competitive performan-e. i f t h i s merger were not approved, 

prices and levels of service i n pertinent markets are generally 

l i k e l y to be the outcomes of competition between UP and EN/Santa 

Fe, rather than s i g n i f i c a n t l y affected by SP. Thus, t.he merger 

w i l l strengthen competition by strengthening the a b i l i t i e s of UP 

and SP to s a t i s f y shippers' demands, and to compete vigorously 

w i t h BN/Santa Fe. 

These elements of the a n a l y t i c program have l e i t f o r 

t h i s part of my testimony the question whether the u n i l a t e r a l 

competition that I have been describing -- i n which each r a i l r o a d 

independently pursues i t s own i n t e r e s t s without a f f e c t i n g i t s 

r i v a l s to accomodate i t -- i s the r e a l i s t i c framework f o r the 

in q u i r y i n t o the l i k e l y impacts of the merger, or whether, 

instead, the r i g h t framework i s tha'. of coordinated i n t e r a c t i o n . 
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Here I w i l l show that the c h a r a c t e r i s t i c s of r a i l t r a n s p o r t a t i o n 

i n the West make i t u n l i k e l y that the merged UP/SP and 

BN/Santa Fe would engage i n coordinated i n t e r a c t i o n , because the 

markets i n which they w i l l face each other are not conducive to 

that form of conduct. The inferences I draw about l i k e l y forms 

of conduct from the many factors that characterize the markets 

are based on standard lo g i c from the academic f i e l d of I n d u s t r i a l 

Organization, and are also r e f l e c t e d as part of the a n a l y t i c 

methodologies explained i n the 1992 Horizontal Merger Guidelines, 

/in analysis ot t h i s kind, rather than mechanical conclusions 

drawn from concentration data alone or from inapposite 

econometric studies, i s the proper way to evaluate claims that 

the merger would s i g n i f i c a n t l y diminish competition i n markets 

where the number of railroads would go from three to two.i' 

In the next two sections, I lay out the framework f o r 

the analysis. Section I I I . A i d e n t i f i e s the elements that make up 

the coordinated behavior, su^h as the need to a r r i v e at mutually 

agreeable terms of coordination and the need t. deter maverick 

behavior that cheats on the agreement, Saction I I I , B i d e n t i f i e s 

some of the key market factors cr c h a r a c t e r i s t i c s that might 

renaer a market ei t h e r conducive or not conducive to successful 

stable coordinated behavior. For example, i t i s w e l l known that 

This analysis becomes relevant onlv i f and to the extent that 
there are relevant markets i n which the number of independent r a i l 
c a r r i e r s would be decreased from three to two by the merger, where 
there i s no s i g n i f i c a n t competition from water c a r r i e r s or trucks, 
where there i s no s i g n i f i c a n t geographic competition from other 
sources or to other destinations, and where no other form of 
competition i s s i g n i f i c a n t . 
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p u b l i c l y posted prices c o n s t i t u t e a market c h a r a c t e r i s t i c that 

favors coordinated behavior, because then the fi.rms are w e l l 

apprised of when a maverick does break ranks i n p r i c i n g . 

Sections i l i . c , I I I , D , and I I I . F discuss d i f f e r e n t prominent 

c h a r a c t e r i s t i c s of the markets i n which UP and/or SP p a r t i c i p a t e , 

and f i n d that these factors render the m^rke! not at a l l 

conducive to coordinated behavior -- and instead prone to robust 

competition. This conclusion holds f o r two or more r a i l - c a r r i e r 

market p a r t i c i p a n t s . The broadly indicated conclusion, that 

successful coordinated behavior i s highly u n l i k e l y , regardless of 

the non-monopoly l e v e l of market concentration, i s confirmed i n 

Section I I I . G by reference to data on a v a r i e t y of markets that 

have gone from three to two railroads as a r e s u l t of mergers, or 

have had j u s t two r a i l r o a d p a r t i c i p a n t s , and where competition 

has continued to be vigorous. Such markets provide f u r t h e r 

important confirmation that r a i l competition would continue to be 

vigorous i n the west a f t e r a m.erger of UP and SP. 

A. Successful Coordinated Behavior Requires Reaching 
Mutually Agreeable Terms of Coordination, With 
Detection And Punishment Sufficient To Deter Maverick 
Cheating 

The competitive concerns about mergers that are 

considered here flow from the p o s s i b i l i t y that the consolidation 

effected by the mtrger w i l l enable market p a r t i c i p a n t s to e x p l o i t 

market power by means of more complete or more successful 

coordination of t h e i r behavior. For example, i t i s possible i n 

some circumstances i n some industries that an increase i n 

concentration would permit firms to s t a b i l i z e a high p r i c e 
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r e f l e c t i v e of market power, and correspondingly l i m i t output, 

through t a c i t l y c o l l u s i v e coordinated behavior that wculd have 

collapsed w i t h a less concentrated market s t r u c t u r e . 

The hallmark of coordinated behavior, or coordinated 

i n t e r a c t i o n , by a group of firms i s that t h e i r actions are 

p r o f i t a b l e f o r each of them only as a r e s u l t of the accommodating 

reactions of the others. In the simplest example, two firms hold 

up t h e i r prices and r e s t r i c t t h e i r outputs, even though i t would 

be immediately p r o f i t a b l e for e i t h e r of them to cheat by 

undercutting the other's price and d i v e r t i n g much of i t s 

business. However, i f the maverick behavior were promptly 

detected, then the other f i r m would launch a pr i c e war that, 

while p a i n f u l to both firms, would punish the cheating f i r m 

s u f f i c i e n t l y to render the e n t i r e maverick strategy u n p r o f i t a b l e . 

In t h i s fashion, the cheating would be deterred from the s t a r t , 

and so the coordinated behavior that propped up prices and 

suppressed output would be sustainable and profitaO^le f o r the 

firms. 

NOW suppose, i n contrast, that i n the market i n 

question prices can be p r i v a t e l y quoted to customers f o r a 

business r e l a t i o n s h i p over a long period of tim.e. Then, cheating 

would be f a r more d i f f i c u l t to deter, because the price c u t t i n g 

could be secret, and the r e s u l t i n g gain i n busines.<? to the 

maverick would carry over the long period of time during which 

that business would be immune to punishment. A l t e r n a t i v e l y , 

suppose the prices were leaked, but the business that i s the 
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object of the attempted coordination were bundled w i t h much other 

business, so that i t would be d i f f i c u l t to discern from the leak 

whether the other f i r m had cheated or not. Here, too, since 

detection i s d i f f i c u l t , cheating can be p r o f i t a b l e , and so 

coordination i s less l i k e l y to be successful. As a f u r t h e r 

a l t e r n a t i v e , suppose that one or both of the firms experienced 

strong economies of scale, scope and other network e f f e c t s that 

made increments to output not only inexpensive to produce, but 

also important f o r keeping other costs down and other markets 

commercially v i a b l e f o r the f i r m . Such a f \~ni would not f i n d 

output l i m i t a t i o n s e a s i l y agreeable tor coordination i n the f i r s t 

place, and would f i n d e.xpansions of output to be very tempting 

forms of p r o f i t a b l e cheating. 

These examples i l l u s t r a t e the general point that 

successful coordination of behavior has some genuinely demanding 

requireiaents that may or may not be s a t i s f i e d i : . any given market 

environment. The overarching requirement i s that the firms can 

f i n d mutually agreeable terms of coordination, along w i t h a 

corresponding a b i l i t y to monitor adherence to those terms and 

s u f f i c i e n t a b i l i t y c redibly to punish deviations that are 

detected, so as to deter the otherwise p r o f i t a b l e cheating 

t a c t i c r . This overarching requirement can be broken down i n t o 

many i n d i v i d u a l elei..entE, each of which may be a s i g n i f i c a n t 

source of d i f f i c u l t y f o r successful agreement i n a market wi t h a 

given set of c h a r a c t e r i s t i c s . 
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Coordinated i n t e r a c t i o n w i l l not occur successfully i f 

any one of i t s requirements i s i n f e a s i b l e i n the f a c t u a l s e t t i n g 

of the relevant market. For example, firms may have the 

incent i v e and e i b i l i t y to coordinate i n order to r e s t r i c t output 

or otherwise raise prices. I f , however, they cannot promptly 

detect and r e t a l i a t e f o r cheating, the coordination w i l l not be 

sustainable, since cheating would be costless to the cheating 

f i r m and no f i r m could reasonably count on the accommodating 

actions of i t s r i v a l s . ( I f pa r t i e s recognise, i n advance t h e i r 

incQsility to detect and r e t a l i a t e , they w i l l lack the incentive 

to reach terms of agreement i n the f i r s t place.) As a p r a c t i c a l 

matter, the threat of prompt r e t a l i a t i o n must be credible, since 

repeated resort to actual r e t a l i a t i o n i s l i k e l y to erode the 

coordination, 

Even establishing mutually agreeable terms of 

coordination may be a daunting challenge i f the firms are not 

symmetric, so that they may disagree on the optimal p r i c e , on who 

should have what market share, who should play wh.lch expensive 

r o l e i n doling out any needed punishment, or how to d i s t r i b u t e 

among themselves the negotiated shares of the p r o f i t s that r e s u l t 

from the coordination. A l ' of these tasks must be accompished 

w i t h a minimum of overt communication and e x p l i c i t agreement, 

because these are the elements that have the p o t e n t i a l of 
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transforming legal o l i g o p o l i s t i c behavior i n t o c i v i l or even 

c r i m i n a l v i o l a t i o n s of the federal a n t i t r u s t laws, 

B. Where The Factors That Would Characterize The Relevant 
Market Post-Merger in d i c a t e That I t I s Not Conducive To 
Coordinated Behavior, There Are No V a l i d Concerns Th2, ; 
Ih^jaerge^JiQuM Diminish competition m This wav 

There are two objectives f o r t h i s section of my 

testimony, Ths f i r s t i s to emphasize what is no doubt by t h i s 

point i n the exposition a completely obvious conclusion: I n 

order f o r a merger to raise concerns that i t w i l l diminish 

competition through coordinated e f f e c t s , i t must be the case that 

the post-merger market i s conducive to s i g n i f i c a n t coordinated 

i n t e r a c t i o n , Conseq^iently, i f one or more of the elements 

required f o r successful coordination i s not consistent w i t h the 

c h a r a c t e r i s t i c s of the relevant market, post-merger,- then there 

can be no such v a l i d concerns about the merger.^ 

The second objective i s to i d e n t i f y and discuss some of 

the key factors that characterize aspects of markets that make 

*_' That i s the approach of the 1992 Horizontal Merger Guidelines 
of the Department of Justice and the Federal Trade Commission. The 
Guidelines are used by the Department of Justice and the Federal 
Trade Commission i n determining whether to challenge proposed 
mergers, and they are consistent w i t h a d i s t i l l a t i o n of the views 
of a broad spectrum of a n t i t r u s t policy-makers and I n d u s t r i a l 
Organization economists. .\s stated i n the Guidelines, a merger 
may diminish competition by enabling firms i n the relevant market 
"more l i k e l y , more successfully, or more completely to engage i n 
coordinated i n t e r a c t i o n that harms crnsumers," 4 Trade Reg, Rep, 
(CCH) H 13,104, § 2,1. 

The threshold question ar. the outset i s whether "market 
conditions, on the whole, are conductive" to coordinated 
i n t e r a c t i o n , i d . i n the context of a specific proposed merger, of 
course, i t i s necessary to ask tne f u r t h e r question whether the 
merger w i l l i n some way increase incentives or a b i l i t y w i t h respt._t 
to reaching agreements, p o l i c i n g , and r e t a l i a t i n g , 
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