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Volatile utilization rates = volatile lease rates

i the early 1980s, the inter-
change of electronic car move-
ment and billing information
made it possible for railroads to
create car scheduling, automat-
ed car directive and car order systems.
“Car management” became an indus-
try buzz term, and railroads estab-
lished departments headed by execu-
tives bearing titles denoting the new
focus on improving rail car perfor-
mance and reducing equipment costs.

For asset-management-minded rail
executives, the high ratio of empty car
miles to loaded car miles was too cost-
ly; and, given the low utilization rate of
the various freight car fleets — as mea-
sured by the number of originated
loads per year per car — they couldn’t
justify the acquisition cost of new cars.

A MISPLACED FOGUS

Within a few years, however, rail-
road execs realized that the day-to-day
car management activities were not
significantly reducing empty car miles
or improving utilization rates, and that
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the gains achieved were being negated
by other developments such as service
cuts and traffic declines. The "car man-
agement’ fad faded away, and man-
agers moved on to other matters such
as var hire deprescription.

Twenty years later. the empty return
ratio and utilization rates aren't much
better than what they were in 1980, but
682,707 new cars have been added to the
national fleet since 1987 — and at prices
that were almost double the amounts
paid for the cars that were replaced.
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In hindsight, the car management
departments’ focus was misplaced.
Day-to-day activities don't determine
the empty mileage ratio or fleet utiliza-
tion rate; the month-to-month setting
of freight rates and the year-to-year car
repair and acquisition programs do.

Also, railroads stopped buying their
own cars and started relying on outside
parties to do it just when the car man-
agement trend was picking up steam.

FLEET FACTS

All of this would only be a historical
footnote if the need to better control
fleet utilization were not as important
to today's non-railroad car owners as it
was to 1980s railroads. For railroads,
the main objective was to decrease
ownership costs, Private car owners
want to stabilize the utilization rates.
The volatility in the utilization rates
increases the volatility of lease rates,
which depresses car values.

One of the three car fleets with the
most constant utilization rates is the
intermodal fleet, with a year-to-year

Increasing the fleet utilization rate is
not a high priority for railroads,
which no longer need to minimize
capital outlays for their own fleets.

variance (defined as the standard devi-
ation divided by the mean of the sam-
ple) of only 5 percent. TTX Corp. owns
more than 80 percent of this fleet; the
company's total revenue is directly re-
lated to the day-to-day car utilization.
It might be argued, then, that a rela-
tively constant utilization rate is only
possible when the fleet is controlled by a
single owner. However, the tank car fleet
has an annual variance of only 4 percent,
and there are many tank car owners, in-
cluding shippers and leasing companies.

The same is true for the plastic pel-
let covered hopper fleet, which has an
even lower annual utilization variance.
Clearly, one owner is not required for a
constant utilization rate. But one factor
that all three fleets share is that the
demand for new cars is controlled by
private, non-railroad interests con-
cerned about the utilization rates ot
their equipment,

A review of the other car fleets shows
a similar correlation between utilization
rate variance and the source of the new-
car demand. After the aforementioned
three car types, the next best managed
fleet — at least as far as utilization rates
are concerned — is the coal gon fleet.
Many are owned or leased by utility
companies, but railroads do have large
fleets and play a significant role in
determining the total lleet size.

The other car fleets — including box
cars, small and large cube covered hop-
per cars, mill gondola cars, open top
hopper cars, and non-intermodal flat
cars — line up (in that order) for vari-
ance in utilization rates, with the high-
est rates measuring close to 20 percent.

VOLATILE VIEW

[ncreasing the fleet utilization rate is
not a high priority for railroads, which
no longer need to minimize capital out-
lays tor their own fleets. Railroaders still
lease cars, so they are not totally indit-
ferent to the utilization rates of the vari-
ous fleets. But it would be interesting to
know if any railroader had noticed that
as lease rate volatility increased, the
average lease rate declined. [
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