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“I skate to where the puck is going to be, not to where it has been.” — Wayne Gretsky 

AAR year-to-date revenue units April through September have been stuck in the 500,000 
range, the worst in ten years. The first chart, courtesy of Bascome Majors at Susquehanna 
Financial, makes the comps even more compelling. What’s going on? 

I think the level of industrial activity plays a part. The chart below is the the iShares Russell 
2000 ETF (IWM), which averages the performance of small-cap company shares. I use the IWM 
rather than the Dow or S&P because it’s more inclusive and better represents the railroads’ 
industrial traffic base, Besides, the small companies are suppliers to the large companies, so their 
performance is going to mirror the broader trends.  
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And so when I see railroad revenue units “stuck in a range,” as it were, I want to know why. 
That’s why the IWM curve is a good predictor of the AAR unit trend. In this case, the narrow 
rate of change of railroad revenue units month-to month is a function of general industrial 
activity. 

Of course, the IWM is an average, which masks the extremes between best and worst. The 
common thread is that everybody has goods to move and it’s generally a choice of the railroad or 
a truck, and it appears the latter gets the nod. That preference is likely to continue, as shown in 
the adjacent Oliver Wyman graphic. 

Trucks dominate the intercity freight tonnage 
market, so much so they’re facing capacity 
challenges in attracting drivers, retaining 
drivers, and finding suitable equipment. And 
shares of publicly-traded trucking companies 
are up 54 percent YTD vs ten percent for the 
railroads. The reason is pretty clear.  

Makers of “stuff” need raw materials and 
there is a price on the inbound materials. The 
longer that material is in transit the longer the 
buyer has money tied up in inventory he can’t 
access. On the finished goods side he can’t 
collect until the goods are in the hands of the 
customer so transit time carries a real dollar value.  

In spite of the flat volumes in and out, we know product is moving and it’s largely by truck as 
railroads are losing share based on transit times. Every week I see “channel checks” where 
investors talk to the IWM folks about the effect of transportation quality on their business. 
Repeatedly the “time is money” theme shows up as a reason railroads are bypassed. A sampling: 

“Rail service overall has gradually improved of late, but is still far from perfect — the rails need 
to bring back more crews/equipment.” And “Rail service is still problematic, but now seems to 
be improving at the margin. The rails are struggling to bring crews back; service is currently 
better on NS and BNSF right now compared with CSX or UP.”  

Or “Rail service levels are still poor with greater service challenges in the East than in the West 
right now. Both CSX and NS need to bring back more crews to handle increased volumes. 
Service in the West on BNSF and UP is not as bad despite recent wildfires and mudslides.” And 
this: “Rail service levels are best described as just fair; Some yards are experiencing delays and 
all of the rails are having difficulties attracting new employees.” 
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Remember, the AAR revenue unit chart represents averages — the intemodal gains pull the trend 
line up while the losses in low margin carloads pull it down.  Looking strictly at revenue units 
less coal, the September AAR Rail Time Indicators shows even more sharply the May-September 
flat-to-down trend noted on page 1. 

  

And so it seems to me that if the transportation demand is there — see truck stats above — the 
only thing standing between the railroads and greater market share is the customer perception of 
service quality. Fix that and one would expect to see carload numbers increase even though the 
IWM curve remains unexciting.  

To build on the Gretsky quote, the ISM chart and the AAR traffic trends show you where the 
puck is, and that’s not in a position favorable to growing the railroad carload sector. The charts 
tell you the current direction of the puck. Get to where is’s going and change its direction to 
something more favorable to you. 

Future issues of Week in Review will focus more on getting the puck where you want it to be and 
less on where it’s been. Changing the trend is the name of the game.   

The Railroad Week in Review, a compendium of railroad industry news, analysis, and comment, is sent 
as a PDF via e-mail 50 weeks a year. Individual subscriptions and subs for short lines with less than 
$12 million annual revenue are $175. Subscriptions for Class I railroads and shortline/regional  
operators with more than $12 million annual revenue are $599 per year. To subscribe, click on the 
Week in Review tab at www.rblanchard.com.  © 2021 Roy Blanchard
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