Chapter 7.  Landside Transportation  (9/24/05)
Once it has landed at the ports of LA/LB, where does the cargo go and how does it get there?  Who takes charge of these freight movements and how are they coordinated?  In other words, how does intermodalism actually work?  In this chapter we try to answer these questions.  In the first section, we consider the development of the two major modes of landside transportation, namely, rail and trucking.  Important in this story is the process of deregulation, and how it has impacted these modes.  The second section describes the rail and road system that exists in Southern California.  In the next part of the chapter, we examine how the freight moves out of the ports, and where it goes from there.  The following (fourth) section examines the issue of control—which actors in the complex importing and transportation industry are in charge of the freight movement?  Finally, we turn to the prospect of massive growth in trans-Pacific trade, especially imports from Asia (China).  Landside transportation is already suffering from severe congestion and pollution.  What solutions have been tried, and what new ones are being put forth?  Underlying the entire chapter is the question of power in the international intermodal freight transportation sector, and how it is exercised.

I.  Modes of Landside Transportation
The major modes of landside freight transportation for international imports are rail and trucking.  Of course, there is a huge domestic freight transportation industry.  We are only concerned with the international intermodal sector, namely, the movement of the goods that arrive in ocean containers, and within that, the freight movement connected with the Southern California ports.  But before examining international intermodalism in detail, let us first look at the two major modes and their development, especially in the West.

A.  Railroads
Power and Decline
Rail was the major mode of freight transportation of the 19th and early 20th centuries.  The railroads were regulated in the last quarter of the 19th century, under circumstances in which shippers feared their potential abuse of monopoly power.  The railroads themselves were concerned about potential price wars in well-used corridors.  The Interstate Commerce Act of 1887 gave the railroads special privileges as well as obligations.  Their major obligations were to serve all customers without discrimination and to charge reasonable rates.  They were not allowed to abandon service without the Interstate Commerce Commission’s (ICC) approval.  The privileges involved the setting of minimum rates, allowing collusion between the railroad companies, and restricting new entrants, all of which sheltered the railroads from competition (Grimm and Windle 1998 p.16; DeBoer and Kaufman 2002 Chapter 3).

In the 1920s, however, the transportation of high-value, high-rate cargo (such as manufactured goods) began to move from the railroads to the trucking industry.  Over the following decades, the market share of the railroads continued to decline, from 68.6 percent in 1944, to 56.2 percent in 1950, to 44.1 percent in 1960, to 39.8 percent in 1970 and 37.5 percent in 1980.  Meanwhile, the return on investment fell, from 3.44 percent in 1947 to 2.13 percent in 1960, 1.73 percent in 1970, and 1.20 percent in 1975, levels that were well below par (Talley and Schwarz-Miller 1998 p.125).
Deregulation  
The 1970s have been called the decade of deregulation (Larson and Spraggins 2000).  

By the early 1970s, the U.S. railroads were faced with serious financial problems.  In 1973, seven major railroads in the Northeast declared bankruptcy.  To avoid loss of services, Congress enacted the Regional Rail Reorganization Act (1973), creating Conrail.  Congress also moved to deregulate the railroads (Talley and Schwarz-Miller 1998 pp.125-6).  The first piece of reform legislation was the Railroad Revitalization and Regulatory Reform Act (4-R Act) of 1976.  It was followed by the Staggers Act in 1980.  These laws sought to increase returns on investment to competitive levels by allowing the market to take over from government regulation.  They granted the railroads more flexibility by allowing them more rate-making freedom, and the right to shut down unprofitable lines (Grimm and Windle 1998 p.18; Talley and Schwarz-Miller 1998 p.126).

The most important law for deregulating the railroads was the Staggers Act of 1980.  It granted the railroads freedom to set rates, and made rail freight contracts with individual customers legal and exempt from ICC regulation (Larson and Spraggins 2000).  
Before the Staggers Rail Act, virtually all rail rates and conditions of service were required to be reflected in public tariffs (many still are), and it was illegal for a railroad and a customer to agree upon specific rates or services.  Any change in rates, either up or down, required notice, delay, and action by the ICC or a state public service/utilities commission.  Railroads readily embraced their new ability to enter into transportation contracts with customers.  Such contracts were confidential, were with individual customers, and governed rates as well as other terms of service.  Railroads could guarantee rate and service levels in exchange for customer guarantees of freight volume.  After less than two decades, almost ninety percent of rail freight moved under transportation contracts. Unfortunately, the average rates were lower than those under the old tariff system, and so were actual revenues, but the railroads were satisfied with the volume guarantees.  This greater regulatory freedom allowed railroads to shed costs rapidly….  In particular, the decline in rail employment accelerated.  However, contrary to one intention of the Staggers Act, the industry was not able to increase revenues to a level necessary to ensure long-term financial stability (DeBoer and Kaufman 2002 p.65).

In contrast, Talley and Schwarz-Miller (1998) report that deregulation improved the rates of return on investment for the railroads.  In 1980, the rate was 4.22 percent.  It rose significantly to 8.11 percent in 1990 and 9.37 in 1994 (Talley and Schwarz-Miller 1998 p.126).  However, by 2000 it had fallen to 6.48 percent, rising to 7.04 percent in 2002 (Association of American Railroads 2003).  This performance was still an improvement on the pre-deregulation period, and was mainly attributable to cost-savings through mergers and acquisitions, more efficient labor use, and reductions in track mileage.  Some of the benefits of deregulation were also passed on to shippers in the form of lower rates (Talley and Schwarz-Miller 1998 pp.126-7).
The Growth of Intermodalism
Just as the 1970s are described as the decade of deregulation, so the 1980s are termed the decade of intermodalism (Larson and Spraggins 2000).  This was a period in which just-in-time (JIT) inventory management was catching on, leading to increased concerns for the smooth movement of goods from factory to warehouse and distribution center.  Intermodalism is not restricted to international freight transportation, but also became a growing feature of domestic rail-truck moves during the 1980s.  

The ability to engage in intermodalism with the steamship lines depended on the passage of the Shipping Act of 1984.  This important Act allowed for the steamship lines to arrange with the railroads to ship containers under a single bill of lading (Shashikumar and Schatz 2000).  The technology of double stacking containers on rail cars, which made such arrangements feasible, had been developed just prior to the change in the law, allowing the steamship lines and railroads to take full advantage of its provisions.

Intermodal is the fastest growing sector of the railroad business.  If it were considered a separate commodity, it would be the largest of those handled by the railroads (Kaufman 10/25/04).  In 1965, the industry moved 1,664,929 trailers and containers.  By 1990 this figure rose to 6,206,782.  In 2000 it was 9,176,890, and it continues to grow.  Containers generally outnumber trailers, with 6,288,021 containers versus 2,888,630 trailers in 2000 (Association of American Railroads 2003 p.26).  However, one cannot assume that all of the former were ocean containers, since domestic containers are also used.
The increased placement of truck trailers on the railroads is an interesting phenomenon.  Kaufman (10/25/04 p.13) explains it this way:

For a couple of generations, railroads watched helplessly as their most lucrative traffic left the rails for competing truck companies…. Truckers gave more reliable service at rates that allowed customers to reduce inventory investment….  But the conditions that for so long favored truckers over railroads have changed.  Motor carriers face increasing highway congestion, which raises their costs.  Toss in a few dimes per gallon increase in diesel fuel prices, a loss of driver productivity as a result of hours-of-service rules…. and you have the current situation where truckers are more willing to become railroads’ effective retailers and are putting their trailers on the rails.  Considering the difficulty and time required to add highway capacity, this situation isn’t likely to change in the foreseeable future.
Mergers  
As a part of deregulation, the ICC became an enthusiastic supporter of railroad mergers during the 1980s.  Six major mergers occurred in that decade, four of which involved Western railroads.  In 1980 the St Louis-San Francisco merged into the Burlington Northern.  In 1982 the Union Pacific (UP) gained control of the Missouri Pacific and the Western Pacific.  In 1988 the Denver and Rio Grande Western gained control of the Southern Pacific.  In the same year, the UP gained control of Missouri-Kansas-Texas (Katy) (Larson and Spraggins 2000).

During the decade of the 1980s, railroads also acquired trucking companies.  In 1984, Burlington Northern acquired three Class I motor carriers, and UP acquired Overnite Express, the largest U.S. non-union trucking company (Larson and Spraggins 2000).

Larson and Spraggins (2000) term the 1990s the decade of mega-mergers.  During this period, the number of Class I railroads dropped from 14 to 8.  In the West, in 1995, the Atchison, Topeka and Santa Fe consolidated with the Burlington Northern to form the Burlington Northern Santa Fe (BNSF).  The ICC was retired in 1995, to be partially replaced by the Surface Transportation Board (STB), and this merger was one of its last acts.  The BNSF emerged as the largest North American railroad.  UP tried to block the merger, but failed.

Then in 1996 the Southern Pacific merged into the Union Pacific, which enabled the UP to surpass the BNSF as the largest railroad of North America.  In the previous year, the UP had also won ICC approval to merge the Chicago and North Western into its system (Larson and Spraggins 2000).  These major mergers left only two Class I railroads in the West.  In 1970 there were 71 Class I railroads in the United States.  By 2000 only eight remained. 

Railroad mergers added to the woes of the railroads.  In the West, the formation of the BNSF in 1995 was relatively smooth, but UP’s mergers were anything but.  Most disruptive was their acquisition of the Southern Pacific (SP).  UP did not have a good understanding of SP’s operations, and closed two small but critical Texas terminals.  “The result was a network lock-up on both the UP and SP that lasted for months, requiring that the UP borrow large amounts of capital” (DeBoer and Kaufman 2002 p.75).  This event is known in the industry as “the great meltdown.”  Containers piled up along the supply chain, unable to move.  It took months to clear up the mess.  UP’s stock fell from almost $70 in 1997 to below $40 in 1998.
Competition  
Some might contend that having only two railroads on the West Coast limits competition.  But this seems not to be the case.  The UP and BNSF are constantly pitted against one another by their customers, and are eager to steal each other’s customers whenever possible.

The competition faced by the railroads is not restricted to other railroads, but also includes other modes of transportation, notably trucking companies and the airlines.  Airlines captured most of the railroads’ passengers, while trucking companies captured much of their less-than-carload (LCL) freight.  Trucking and the airlines were less hamstrung by government regulations, and they also went through major technological upgrading, while railroad technology changed very little (DeBoer and Kaufman 2002 p.55).  DeBoer and Kaufman (2002 p.55) describe these competing industries this way:
Both trucking and airlines were service oriented, while rail continued to put efficiency, cost-cutting, and non-rail investment ahead of customer service.  Motor carriers and airlines welded many small companies into efficient, nationwide networks as quickly as remaining regulatory constraints permitted or were removed.  However, even today, rail consolidation requires lengthy regulatory review, attracts significant opposition, and is viewed by many as an economic and political evil.

The railroads feel some bitterness over the fact that trucking is “subsidized” by government at the federal, state, and local level by public support for highway construction and maintenance. Trucking companies are the beneficiaries of this subsidy.  The same is true for the airlines, which benefit from public airports, but the competition between rail and air freight is less intense than the competition with trucking.  In contrast, the railroads own their right of way, and are responsible for building and maintaining the country’s rail system.  Moreover, they must pay taxes on these assets. This expense makes the railroad industry one of the most capital intensive in the country.  Huge investment must be made in building and maintaining the right of way (DeBoer and Kaufman 2002 p.55).
Trucking companies and railroads continue to vie for long-haul transportation.  Generally, the railroads are much cheaper, making them the mode of choice for most of the imports that come through the ports.  The higher the value and the smaller the size of the goods, such as electronic products, the more desirable trucking becomes.  The advantage of trucking over rail is that it is more flexible, allowing for door-to door service.  In contrast, the railroads can only pick up and deliver at rail terminals, requiring local truck hauls at the beginning and/or end points of their routes.

Current Problems of the Railroads
DeBoer and Kaufman (2002: 65-78) evaluate the challenges that the railroads face since 1990 and into the 21st century.  Many of the problems of the railroads are self-inflicted and, in the course of this research, we often found people in other branches of the international trade industry expressing criticisms, especially of the Union Pacific.

According to DeBoer and Kaufman, part of the dilemma lies with the business model the railroads developed in response to the historical political hostility and governmental intervention associated with opposition to the power of the “octopus.”  The railroads developed a defensive posture, which was exacerbated by loss of market share to trucking and the airlines, leading risk-taking leaders to leave the industry.  Their twin goals became loading their trains to the maximum (they had plenty of capacity) by price cutting, and cutting expenses by abandoning some routes, and labor-force cuts.  After deregulation, these patterns became even more entrenched.
Before deregulation, the railroad industry, which was heavily unionized, operated in a “high labor-cost environment.”  Wage rates were high, the union was able to impose costly work and pay rules, and increases in labor cost were passed on to customers.  A central strategy of the railroads to decrease labor costs was to decrease the size of the labor force, and this has been pursued relentlessly.  Rail employment reached its peak in 1930, with about 2,000,000 workers.  Since then, the numbers have dropped almost every decade so that, by 2000, there were only 250,000 left (DeBoer and Kaufman 2002 p.70).  Reductions occurred in all segments of railroad operations, including train crew composition, a process that was supported by a politically conservative environment.  Presidents Reagan and George H.W. Bush set up Presidential Emergency Boards (PEBs) under the Railway Labor Act, enabling the industry to cut crew size (Talley and Schwarz-Miller 1998 pp.129-30).  In the 1990s the railroads eliminated about 25,000 crew jobs, saving about $200 million in annual wages.  These reductions improved the profitability of the railroads, but they also contributed to the ports crisis of peak season 2004, as we shall see below.
Meanwhile, in the late 1980s through to the end of the century, the railroads slashed prices and increased efforts to attract traffic as a way to maximize their capacity.  Coupled with the reduction in employees, productivity, as measured by revenue per ton miles per employee, rose dramatically, but revenue per ton mile fell.  During the 1990s, the railroads managed to fill their shrinking capacity and found themselves with a scarcity of ability to move all of their clients’ commodities.
B. Trucking
Sectors
The trucking industry is divided into distinctive sectors.  The truck load (TL) sector engages in filling the entire trailer with the goods of one company.  Transportation involves a single haul, without stops, from origin to destination.  There are independent TL companies that do for-hire hauls, or firms can own their own corporate fleet of trucks.  The less than truckload (LTL) sector engages in the consolidation of goods from several companies into a single truck, so that loading and delivery are more complicated, as the truck must make multiple stops.  Trucking companies tend to specialize in either TL or LTL, and the businesses are quite different.  TL tends to be associated with long-haul, interstate trucking, whereas LTL tends to be more local.  LTL is much more expensive, while TL, as a cheaper form of transportation, threatens to compete with the railroads.

A third sector involves the delivery of small packages by companies such as UPS and FedEx.  Although these companies might be seen as part of the LTL sector, they have some unique characteristics, including providing delivery to consumers, and operating their own airline fleets and logistics companies.  They are much bigger than the largest LTL company, and are transnational corporations.
A fourth type of trucking is known as drayage.  It entails the use of chassis (racks on wheels) to haul disconnected containers.  Drayage is a key element in intermodal transportation.  When containers come off ships or trains, they can be hauled directly by trucks without having to be unpacked.  The same, of course, occurs for loading on to trains or ships.  Drayage companies can handle both international (ocean) and domestic containers.  A drayage company may pick up a container at the ports and haul it to a railhead, and a drayage company may pick up the container when it arrives at a rail yard in Chicago and deliver it to the customer.  Similarly, a drayage company may haul a domestic container filled with transloaded imports from a distribution center in Ontario to the San Bernardino BNSF rail yard.

Our research has focused mainly on harbor drayage, which is a pivotal link in the supply chain that surrounds the ports of LA/LB. 

Deregulation  

The trucking industry developed much later than the railroads, hence faced regulation much later.  The Motor Carrier Act of 1935 brought the trucking companies under the jurisdiction of the ICC.  Part of the reason was to shelter the railroads from growing competition with the trucking industry, which was expanding rapidly.  Moreover, motor carriers were in severe competition with each other, and wanted regulation to stop destructive competition among them.  Shippers also supported greater price stability.  The Act restricted competition by restricting new entrants, and permitted collusion in rate setting, allowing the ICC to play a major role in determining trucking rates (Grimm and Windle 1998 p.17).
From the perspective of a society, like the U.S., that stresses the ideal of competitive markets, regulation was less necessary in trucking than for the railroads, since trucking is a naturally competitive industry, with low entry costs, and worker skills that are easily acquired.  In contrast, the railroads have certain monopoly properties that could be exploited, to the detriment of their customers.  However, by limiting entry and engaging in rate regulation, the ICC provided protection for the industry, and allowed the flourishing of the Teamsters (IBT), which (from a certain ideological perspective) can be seen as capturing “labor rents.”  Some shippers were able to avoid these effects by using unregulated private carriage, i.e. company owned trucks and company employees (Hirsch and Macpherson 1998 p.61). 

Deregulation of the trucking industry began in the late 1970s, with administrative changes enacted by the ICC.  The Motor Carrier Act of 1980 codified these changes.  Unlike the railroads, which still faced some forms of regulation after the Staggers Act, the trucking industry was completely deregulated in practice, allowing market forces to shape all aspects of the industry, including free entry by new carriers, limitations on collective rate-making, and the ability to set rates.  Trucking companies were now allowed to charge discriminatory prices, including discount pricing for high-volume customers.  The Trucking Industry Regulatory Reform Act (TIRRA) of 1994, and the Interstate Commerce Commission Termination Act of 1995 brought to an end any remaining pretence of regulation (Grimm and Windle 1998 pp.22-3; Belzer 2000 pp.28-9).

A key effect of deregulation was the entrance to the industry of so-called “owner-operators,” or independent contractors in the trucking business.  They could be individuals or very small companies with a handful of drivers with whom they sub-contract.  These drivers are paid for a job (which might be described as piece rate).  They are often employees of larger companies in every way, except their legal status.  Given that they do not receive overtime, benefits, or any of the other advantages of being an employee, they provide a low cost alternative for trucking companies.  Needless to say, they tend to be non-union, and indeed, if they try to form or join a union, may face charges of anti-trust violation.  The irony that small, independent truck drivers can be charged with breaking anti-trust law, while giant steamship companies receive some anti-trust immunity, should not be lost on the reader.

Another way to think about the emergence of independent contractors is that it enabled the trucking companies that employ them to become non-asset-based firms.  In other words, they were able to avoid having to invest in lots of expensive equipment, which makes it harder for the firm to weather downturns in demand.  This point was made clearly to us by John Wall, president of ContainerFreight EIT, a harbor drayage company, and a man with years of experience in the trucking industry (7/28/03):

The nation’s transportation system, both TL and LTL, has been transformed.  If you do an analysis of Wall Street’s evaluation of trucking companies, you find that the non-asset-based companies are valued much higher.  They are giving a clear message that one needs to move to non-asset-based.  This is shown in Yellow’s takeover of Roadway in the LTL sector.  The problem is that there is tremendous overcapacity in the LTL sector.  The non-asset-based companies avoid having to pay fixed cost expenses.  If you have assets, during periods of low activity you still have liabilities, like depreciation and interest, even if you aren’t using the equipment.  So it is better not to hold any.

Herein lies one important key to the increase in contingency in our system.  By contracting out, a company avoids the problems of unused capacity, while improving its position in the financial markets.
Deregulation of the motor carrier business led to increased competition, which led to the division of general commodity trucking into the LTL and TL sectors.  The LTL sector maintained and extended the existing terminal structure, and continued to operate mainly within the Teamsters, whereas TL carriers eliminated terminals, focusing on large shipments of 10,000 lbs or more which they picked up from shippers and delivered directly to consignees.  The TL sector attracted new entrants, including large numbers of independent contractors, thereby avoiding the union, and skimming truckload freight from the general freight market—in both the trucking and railroad industries.  In sum, out of deregulation was created a non-union trucking sector (Belzer 2000 pp.15-16).

Meanwhile, in the LTL sector, the number of carriers dropped 78 percent between 1976 and 1993, and revenues fell 40 percent.  Concentration developed, with the top four LTL companies increasing their share of the business from 17 percent in 1976 to 43.6 percent in 1993.  However, the LTL sector experienced growing competition from UPS and FedEx (Grimm and Windle 1998 pp.27-8).

The TL sector has grown since deregulation, as measured by total revenues and ton miles.  The leading TL companies in 1994 were Schneider International, with revenues of $1.32 billion, and J.B.Hunt, with revenues of $1.07 billion.  Both firms grew substantially under deregulation.  The sector experienced cost reductions and productivity increases (Grimm and Windle 1998 p.28).
While increased competition may have benefited some companies and customers there is plenty of evidence to show that it has hurt truck drivers.  Michael Belzer’s book, Sweatshops on Wheels: Winners and Losers in Trucking Deregulation (2000), says it all in the title.  We will discuss the labor effects and reactions more thoroughly in Chapter 10.  
Role of Information Technology in Trucking
As part of the logistics revolution, interest has greatly increased in being able to track where cargo is located.  Since trucking covers much more turf than the railroads, it is much harder to keep track of where trucked goods are located.  This problem is coupled with the problem of cargo theft, which can be engaged in by the drivers themselves, at times.  
Therefore, information technology (IT) has been developed to track where drivers and their cargo are located.  Various programs as well as hardware are being used to gain a better handle on truck location.
Harbor Drayage
Harbor drayage is a specialized sector of the trucking industry that deals with the hauling (and return) of ocean containers from the docks to either railheads or to warehouses and distribution centers (DCs).  In general, harbor drayage companies tend to be smaller businesses, although there has been some consolidation in this sector as well.  These companies tend overwhelming to hire drivers who are independent contractors.  The drivers own their tractor, which they lease to a trucking company.  In turn, the trucking company receives jobs from shippers and ocean carriers, and the company sends the drivers out to pick up and deliver the containers.
John Wall of ContainerFreight EIT described the sector this way (7/28/03):

LTL and TL companies don’t enter drayage.  They pay hourly and fringes, and the power units are on their books.  In the ports you can’t have expensive equipment on your books because of the rates.  This has allowed the drayage companies to create a secondary market.  The rates haven’t moved in a decade.  This is why no trucking companies have entered the ports in the last 15 to 20 years.  It is why we created this market.

The drivers are paid a standard rate for a particular haul, for example, from the docks to the ICTF (Intermodal Container Transfer Facility), run by the Union Pacific Railroad, and vice versa, or between the downtown rail yards, of both UP and BNSF, and the ports.  Another standard run is between the ports and Inland Empire DCs.  Drivers performing these jobs are essentially working on piece-rate, and the cost of any delays, long lines, or road congestion, must be borne by them. 

The port truckers used to be U.S. born.  They may have been primarily white, although there were undoubtedly some Blacks and Chicanos among them.  But with deregulation and the advent of independent contracts in the business, their ethnicity changed to Latino immigrants, including Mexicans and Central Americans.  This shift coincided with a shift in the character of the work, primarily its degradation.
Over 300 harbor drayage companies operate in the conjunction with the ports of LA/LB.  They vary in their degree of specialization in this field, with some offering a set of services beyond drayage, while others focus exclusively on this function.  Together they employ about 10,000 drivers (Overby 2005).  The companies vary tremendously in size, and in the variety of services that they provide.  Among the bigger trucking companies is Cal Cartage—the leading company with a number of subsidiaries. 

Harbor drayage firms can be hired by shippers, 3PLs, or ocean carriers.  Shippers and 3PLs can arrange to have their containers picked up at the ports, or they can leave the process up to the steamship lines, which can take charge of the entire move from “door-to-door.”  A number of the major steamship companies maintain their own logistics arm, which organizes these kinds of moves.  In general, the steamship lines appear to be the largest employers of harbor drayage firms.
Everyone in the transportation industry surrounding the ports recognizes that the port truckers are at the bottom of the “food chain.”  Even their direct employers, who have a decided interest in keeping wages as low as possible, recognize that wages may have fallen too low, leading to a shortage of drivers, and exacerbating the problem of a huge back-log at the ports of LA/LB during peak season of 2004.  We first learned of the book, Sweatshop on Wheels, from an executive of one of these companies, Patty Senecal, who clearly felt considerable sympathy for the drivers, even though her firm was caught in a competitive world where alternatives could not be considered by an individual company alone.
According to Bob Curry Jr. of California Multimodal Inc (CMI), a harbor drayage company (6/14/05), the average number of daily turns per driver has been declining over the past few years, mainly because of longer waits at the docks and increased congestion on the freeways.  In 2000, the average number of trips between pier and rail was 4 per day, but it had dropped to 2.2 by 2005.   The number of trips to the Inland Empire (Ontario) in 2000 was 3, down to 1.5 by 2005.  This decline of about 50 percent was leading to a severe driver shortage.  In terms of heavy and tractor-trailer trucking throughout Los Angeles County, and not just in the harbor, the number of drivers shrank 20 percent, from over 32,500 in 2001 to about 29,000 in 2005.  Meanwhile, operating costs, including fuel and insurance, were increasing, while rates had not changed much in 15 years.  As a result, revenue and productivity have declined by 30-40 percent in recent years.
There was a period in LA/LB when the port truckers were unionized by the IBT, but that period is over.  The last remaining trucking company that was unionized, PRTI, a subsidiary of Maersk, dumped its union in the first couple of years of the new millennium.  However, during that period, the IBT also announced an organizing drive to bring the port truckers into the union.  We shall examine this campaign, and the history of other such attempts, below.

C.  Why Deregulation?
As we have seen, both rail and trucking faced major deregulation efforts, starting in the mid- to late-1970s, and taking full effect in the early 1980s.  While some may attribute deregulation to the Reagan administration, and its efforts to allow free markets to operate without government interference, it is clear that, in the arena of transportation at least, deregulation efforts clearly predate Reagan.

Who was behind deregulation of transportation, and why did it arise at this particular time?  At least two possibilities can be raised that would be of relevance to this study:  1. Deregulation of surface transportation occurred in support of growing globalization, and the need for smoother handling of imports (and exports); 2. The giant retailers played a critical role, exercising their growing power to construct a transportation system that would serve their JIT needs better and would bring transportation costs under their discipline.  

Unfortunately, given the timing of deregulation, neither of these seems especially likely.  True, the Shipping Act of 1984, which became a part of deregulation, did open up intermodalism within a context of growing international trade, but as its date indicates, it was a relatively late part of the deregulation wave.  And the giant retailers had not developed the kind of power that became evident in the decade of the 1990s.  Rather, we need to look for the answer mainly in the relationship between U.S. companies of all types, but perhaps mainly manufacturers, and their freight transportation providers.  A key actor in this process was the National Industrial Transportation League (NITL), which was (and still is) a coalition of major U.S. corporations.  

Without studying the topic in depth, we suspect that deregulation arose when it did from a combination of pressures from the railroad and trucking industries, facing (or claiming to face) financial hardship, from their customers who wanted cheaper logistics services, and from the U.S. government, which, as part of a general shift towards weakening the role of government in the economy, supported these industries in their efforts to move towards a more market-driven distribution system.  The fact that deregulation would likely weaken the unions, and drive down wages, was probably not an unimportant consideration in this policy shift.
II.  Southern California Freight Transportation
According to the Maritime Administration (MARAD) of the U.S. Department of Transportation (2002 p.1):

The US Maritime Transportation System relies on the effective integration of freight modes—water, truck and rail—for the smooth transit of cargo and passengers from vessels through terminals and to and from inland destinations.  Without efficient land and waterside access, port and terminal investments cannot be fully realized or used.

MARAD conducted a survey of intermodal access to the nation’s ports in 2001.  It found that port access conditions were “acceptable” but not optimal, and questioned whether the system would be able to handle the anticipated cargo growth associated with international trade.  Ports that handle containerized cargo were found to be facing more serious landside transportation challenges.  This problem was exacerbated for those ports located in urban areas.  As they put it: 
The ports located in key population centers in the US face more congestion on landside transportation systems but serve a critical need by directly supplying these areas.  Many of these ports anticipate even greater cargo flows in the future.  Containerized cargo tends to be higher value and more time sensitive.  Accordingly, the container ports and ports located in urbanized areas are most likely to be the first to exhibit stresses in the intermodal access system (MARAD 2002 p.i).
Needless to say, the ports of LA/LB score high on all of these characteristics: container ports in a densely populated urban environment, with an anticipated large growth in trade.  Given this underlying problem, how is cargo moved out of the ports and through the Los Angeles basin?  Southern California is richly endowed with freight transportation facilities.  Let us examine what the two modes have to offer the international trading community.

Railroads
The two Class I railroads in Southern California offer a number of options for freight movement out of the ports.  The basic choice is between on-dock and off-dock rail.
a.  On-Dock Rail.  
A number of the terminals at the ports of LA/LB provide on-dock rail facilities to their tenants.  As of 2001, the following POLB terminals had on-dock rail: Pier J—Maersk, Pier J—PCT, Pier J—ITS, Pier F—LBCT, and Pier A—Hanjin.  The POLA terminals were: Pier 300—APL, TICTF—Evergreen and YTI, and West Basin—YML.  Two of these, the Pier F and Pier A facilities in Long Beach, were not using their on-dock rail facilities, at least in 2001 (Meyer, Mohaddes 2001 p.21).  Since then, Maersk has moved from the POLB to Pier 400 at the POLA, and uses on-dock rail there.
The two major railroads generally handle different terminals.  Maersk, PCT, ITS, YTI and YML are served by BNSF, whereas UP serves the APL and Evergreen terminals (Meyer, Mohaddes 2001 p.23).  According to Meyer, Mohaddes (2001 p.26-7), on-dock rail is mainly limited to “dedicated” trains, i.e. they are used by one of the major steamship lines which sends a train to a particular destination such as Chicago.  
Alameda Corridor
The Alameda Corridor is a set of rail lines that connect the ports to the rail lines that run through downtown Los Angeles to points east.  Completed in 2002, it was a $2.4 billion project that cuts the time of the move to about an hour, and avoids numerous intersections where tracks and roads used to cross, causing delays for both modes of transportation.  The Corridor created an underground passageway, over which road bridges cross.  (For a full description of the development of this project, see Erie 2004 pp.147-162).
Originally the Alameda Corridor was supposed to provide truck lanes as well, to alleviate the congestion on the freeways from the ports.  But this part of the project was scrapped.  Now two rail lines have been laid, and a third is planned.  Both the UP and the BNSF are using these tracks.

The project was funded with a combination of public and private capital, some of which has to be paid off.  As a result, customers are charged a tariff of $30 per 40-foot container (FEU), until the loans have been liquidated.  The railroads ended up floating the bonds, according to Chuck Potempa of Hobart, BNSF’s downtown rail yard (6/5/02).  Potempa wonders why the ports did not float the bonds themselves.  Anyway, the railroads have passed this tariff on to the steamship lines, but the liners feel they are unable to pass it along to the shippers.

Plans are being developed, and slowly implemented, to extend the Alameda Corridor concept from downtown through Los Angeles County and the Inland Empire.  The plan, known as Alameda Corridor East, is far less elaborate and costly than the first part of the project.  With ACE (as it is called), the main purpose is to fix certain junctures where rail lines and highways cross.  Overpasses and other means of making these crossings more efficient, is what is envisioned.

b.  Off-Dock Rail
A number of off-dock rail facilities are available in Southern California.  Off-dock rail is more likely to be used by smaller ocean carriers who do not have enough containers to fill dedicated trains, by containers destined for minor cities, and late containers for major destinations (Meyer, Mohaddes 2001 p.26).
Intermodal Container Transfer Facility (ICTF)
The ICTF is a facility run by the Union Pacific railroad.  It is located in Carson, near the docks, and adjacent to the intersections of the 405 and 710 freeways.  The Terminal Island freeway ends right in front of ICTF.  Containers are drayed from the ports to ICTF to be put on rail.  The ICTF feeds into the Alameda Corridor.

The BNSF railroad has plans to build a near-dock facility as well, easing the congestion it faces at its downtown railyard, and speeding the movement of containers east.

Downtown Rail Yards: Hobart
Both the BNSF and the UP have intermodal rail yards near downtown Los Angeles.  UP has three downtown rail yards: the East LA yard, the LATC near downtown, and a yard in the City of Industry (MTA 2002 p.32).  The BNSF yard is officially called the BNSF Los Angeles Intermodal Facility, but is known as Hobart.  It is the busiest intermodal rail facility in the country.  It was described in a Los Angeles Times article in 2002 (Ferrell 4/4/02):

For clutter, for noise, for sheer nonstop action deep in the guts of industrial Southern California, few places come close to massive Hobart Yard.  A rail hub since long before the Wright brothers flew, Hobart has grown only more crowded and forbidding with the rise of Pacific Rim trade.  The yard is two miles long….  Yellow concrete barriers known as K-rails form makeshift pathways for trucks that snort and rumble in a dance that goes on 24 hours a day.  Trains also come and go around the clock—on average, every 52 minutes.  “We simply move millions of tons of freight every day—that’s all we do,” said Chuck Potempa, director of facilities operation for the Burlington Northern and Santa Fe Railway, which operates the yard in Los Angeles, Vernon and the City of Commerce.  “People fail to ask the question: ‘How does my stuff get from China to Wal-Mart?’  This is how it happens.”
Here are some basic statistics for 2001.  Hobart had 190 acres, with eight loading tracks and 15 track segments.  It operated  24 hours, seven days per week, and dealt with 26 intermodal trains per day, on average.  It did 1,040,602 lifts, for a daily average of 2,851, and an average of 5,781 lifts per acre.  Its lift volume has grown from under 700,000 in 1995.  Its top five customers in terms of lift volume were: Hyundai, UPS, JB Hunt, OOCL, and NYK.
We have visited Hobart twice, receiving an excellent tour, as well as a couple of very informative interviews, from Chuck Potempa, but have not visited the UP yard.  Hobart receives both international and domestic containers to ship east, but the domestic containers may, in fact, be filled with transloaded imports.  Here is the way Potempa responded to the question: How much does Hobart handle ocean containers from (and to) the ports? 
The answer isn’t completely simple. We deal with various kinds of freight: some is transloaded, some is domestic, and some is headed for Europe as landbridge.  Let’s say 100 boxes come off a ship.  Fifty end up locally, broadly speaking.  That includes LA, San Diego, Phoenix, Salt Lake City, and the Central Valley.  We don’t see these boxes.  The other 50 goes on rail.  About 5-10, maybe closer to 10, go to Europe.  The rest—40—goes to inland points.  The transloaded goods are put into trailers and trucked to places like Salt Lake City.  However, some can be trucked across the country to Norfolk, VA.  This might happen if the goods are high value, like electronic products.  Or they might haul an ocean container all the way by truck.  It depends on what the customer wants.
Potempa described Hobart as “the crown jewel of the international trade world,” asserting that he did not think anyone would disagree.  It handles all types of freight, for all types of companies.  Of the boxes they handle, 36 percent are designated “international.”  This includes movements in both direction, though the ratio is two-to-one east- versus west-bound, and most of what is sent west is empty.  Apparently empty rail cars may be sent to other West Coast cities.
Although the Alameda Corridor passes about two miles to the west of Hobart, it does not stop there or at the UP (known as the East LA) yard, but swings by.  In other words, the yards are an alternative to the Alameda Corridor, particularly for imports that arrive at terminals that do not rely on on-dock rail, or, in the case of Hobart, those that are being shipped on BNSF rather than UP, so they do not use the ICTF facility.  Once trains make use of the Alameda Corridor, they do not stop for unloading until they reach an Eastern destination.
Thus, all the ocean containers that come from the ports to Hobart must be drayed by trucks, and this does not change as a result of the Alameda Corridor.  About 1000 harbor trucks come to Hobart per day (in June 2002, when the interview was conducted).  Potempa calculated: “We do 1,040,000 lifts per year (or did last year).  If 36 percent are international, then that’s about 350-400,000 per year, or about 1000 a day.  On top of that, some drivers come as bobtails to pick up containers, and some come to deliver or pick up chassis.”  He points out that, in total, half a million trucks visit Hobart in a year connected with international trade/the ports.  And 95-98 percent of them move on the 710 freeway.
A typical international move would be by the steamship line Hyundai, according to Potempa.  Hyundai did not have on-dock rail at the time of our visit to Hobart.  Potempa said the steamship line would discharge 1800 containers on Friday and Saturday, and organize a 3 a.m. dray to Hobart of 600 to 1100 containers.

We asked Potempa what proportion of containers were put on rail on-dock, and on to the Alameda Corridor, versus being drayed to Hobart.  He calculated that, in 2001, BNSF has 422,000 rail lifts on dock (in either direction), and Hobart had 1,040,000, also in either direction, so the ratio is about 2:1 in favor of drayage.

The trains in Hobart carry both containers, which are always double-stacked, and trailers on flat cars (TOFC).  The latter are LTL trucks, and included such familiar names as Yellow, Roadway, CF (Consolidated Freight), ABF, and UPS.  UPS is their biggest dollar account.

We wondered whether the Alameda Corridor would lead to a loss of ports-related business for Hobart as more on-dock rail was built.  But Potempa thinks this is unlikely:
Those terminals that don’t have on-dock rail aren’t rushing to build it as a result of the Alameda Corridor.  They have their ways of doing things.  For example, Hyundai drays to Hobart and will probably continue to do so.  That’s their way of doing business.  There are eleven on-dock facilities, and they need to keep building more.  Even so, given the growth and expected growth of imports, it will be hard for Hobart to keep up with the flow.  What the Alameda Corridor does is it handles on-dock more efficiently.  That means that the trains get out of there and to downtown more quickly.  It also benefits the local communities, by getting rid of the 144 grade crossings that used to jam up traffic.  That’s it.

Inland Empire Rail Yards
BNSF operates an intermodal rail yard in San Bernardino, while UP has a rail yard in Colton.  We have only visited the former, but heard that UP’s Colton yard is not an intermodal facility.  The San Bernardino yard operates 24/7 on 154 acres.  In 2002 it had 449,786 lifts, for an average of 1,232 per day, and 2,921 per acre.  In 1995 it had well below 200,000 lifts per year, so its volume has increased substantially in recent years,

Bob Brendza, director of facility development for the San Bernardino BNSF facility, kindly gave us a tour and granted us an interview (6/16/03).  The San Bernardino yard, says Brendza, does not deal with ocean containers and only handles domestic containers and trailers.  The railroad deals directly with third parties, i.e. trucking companies, like Swift, Yellow, Schneider, and J.B. Hunt, and does not know who the beneficial owner of the cargo is.  So they cannot tell whether the goods inside are imports or not.  All Brendza knows is that a trucking company arranged to move a domestic container or trailer by rail.
As we have pointed out, however, the domestic containers and trailers may contain transloaded imports.  The San Bernardino facility lies to the east of the Ontario and vicinity warehousing district, and probably provides services to those import distribution centers that want to ship imports further east.

In fact, the BNSF yard was affected by the lockout at the ports in 2002, though it took 30 days before the impact was felt.  “Once it hit, it hit hard.”  Their peak volumes shifted from October to November in 2002.  This suggests that goods from the ports are normally transloaded before coming to this facility, accounting for the time lag.  Another piece of evidence that imports move through this facility is that it has experienced growth that mirrors the growth in international trade.

Brendza, an experienced railroad employee, had comments on the Alameda Corridor.  He had read a report that the Corridor is being underutilized:

Boxes often go to a place like Cal Cartage [the largest drayage company] where they are re-stuffed and then driven to Hobart.  About 60 percent of imports handled by BNSF go to Hobart.  On-dock rail loading just isn’t that efficient for us.  We need another ICTF.  There isn’t enough capacity on-dock.  Some terminals have sufficient, like Maersk and K-Line, but it uses too much land.  It takes too long to load a train to make it that efficient to do on-dock.  In fact, 30 percent on dock is probably the most efficient level.

In terms of developing an inland port, Brendza commented on the economics of the situation:  “You can get a truck quicker to Ontario than a train, and over such a short haul the train would be more expensive.”  In addition to problems of rates and speed, there is also an issue of rail capacity.  “There is nothing in the marketplace that would support short-haul intermodal,” a commentary that we heard in various forms from a number of railroad employees.  Only government incentives could make it work.  The advantage of replacing trucking with rail in these hauls is the twin social issues of pollution and congestion.
UPS is the BNSF’s largest customer, followed by J.B.Hunt.  They run a train to Alliance Texas, near Fort Worth, called the Alliance Train.  They have a contract with J.B.Hunt that guarantees arrival in 48 hours, which is faster that any truck can move.  They call it the J.B.Hunt train.  The BNSF has a partnership with J.B.Hunt, which maintains a yard on their San Bernardino property.  And Yellow has a property right next to their yard.  The contracts with trucking companies are typically short-term, so by have J.B.Hunt as a partner and Yellow nearby, they convert a short-term into a long-term relationship.  The BNSF also has a relationship with Maersk, which is an anchor tenant at their new logistics park in Chicago.

According to Brendza:

The railroad companies provide wholesale transportation.  They sell it cheaply to the trucking companies, providing them with bulk rates.  The trucking companies do logistics while the railroads do not, which is why we end up selling 
transportation wholesale.

This facility emphasizes high speed and quality service, and charges for it.  They provide the fastest route to Chicago and get paid a premium for it.  This is their niche relative to the UP.

When we asked Brendza about the role of the giant mass retailers in transportation, he commented:

They are driving the industry.  They drive transportation and logistics.  I went to a meeting where Wal-Mart was making a presentation.  They were talking in billions of dollars, and pointed to something as a rounding error.  Their rounding error was more than our net worth!  One of these days, they may decide to buy a railroad.  UPS has similar economic clout.

Intersection between the Railroads and Trucking
Following up on the interview with Brendza, we met with Josh Loar of J.B.Hunt, Operations Manager of the facility in the BNSF yard in San Bernardino (7/7/03).  This facility only does intermodal work: they load and unload domestic containers and trailers to and from trains.  Hunt has an over-the-road (OTR) division.  They also maintain a facility in South Gate which also does intermodal work, and is more directly linked to the ports.  While the San Bernardino facility was impacted by the 2002 lockout, the South Gate facility was harder hit by it, losing 30-35 percent of its business.
Loar reported that Hunt is switching more work to intermodal.  Intermodal used to be much more difficult, because you had to load and unload trains when you switched between companies.  Now the railroads are cooperating better with each other and developing interchanges.  They have interchange agreements and special interchange lanes.  This allows them to change engines without unloading the train.  UP and BNSF do not have such an agreement.  Occasionally they will use each other’s engines, but at great expense.  Interchange agreements allow for no charge.
The BNSF railroad does much more intermodal work than UP, according to Loar.  UP hauls much more bulk freight.  He feels that Hunt has a great partnership with BNSF.

A significant amount of Hunt’s work from this facility is retailer based.  They do work for Wal-Mart, Target, Kohl’s and J.C. Penney, as well as smaller retailers.  Wal-Mart is their biggest customer.  Loar described how the big retailers handle their imports:

The big retailers bring the sea containers to downtown LA where they cross-dock.  Then the imports get sent here in domestic containers and trailers.  For example, Wal-Mart uses USF in Irwindale.  USF is a 3PL that runs the operation for Wal-Mart.  There are 60 doors on each side of the building, and trucks are lined up on both sides.  They go from there to Wal-Mart’s major DCs all over the country.  Hudd, in the City of Industry, is another cross-dock facility that works for Wal-Mart.  It used to be DSL.  There was also a DSL is South Gate that now is Hudd.  Wal-Mart also has an import DC in Mira Loma.  USF tenders loads to us and we put them on a train.  We pick them up and deliver them to Wal-Mart DCs.  USF handles both domestic and import freight, and was less affected by the ports lockout than was Hudd, which overwhelmingly received ocean containers.
Loar noted that the big retailers want to turn the ocean container around as quickly as possible and send it back to the steamship line.  The smaller warehouses in Ontario may receive the ocean container directly.  Then they have 10 days to unload it and return it to the steamship line.  
Loar reported that Hunt commits 1200 containers a week to Wal-Mart.  The provisions are in Hunt’s contract with them.  There can be exceptions, in which case it costs them an additional amount:

Basically we have locked up what we provide and what they will pay.  It is all done through our corporate office.  We have a yearly contract.  Wal-Mart gives us a lane to cover, like San Bernardino to Dallas, from one distribution center to another.  These lanes are put up for bid every year.  There are some lanes we don’t want because there is no freight coming back.  We’ll only take those if the shipper pays extra.  We discuss with them if we plan to use intermodal.  It is part of the negotiating process.  They know when we use rail because of the cost difference.  Generally OTR is 30 percent more expensive, for example, $1 per mile by train and $1.35-$1.45 per mile by truck.  Of course, Wal-Mart gets a volume discount.  There are individual differences in rates depending on where the freight is going and how far the destination is from the rail ramp, etc.
The tightness of the relationship with Wal-Mart is revealed in the response to the ports lockout.  “During the strike [sic] we had daily meetings regarding the ports.  It was felt to be a crisis.  We met regularly with Wal-Mart.  Everyone was wondering when Bush would intervene.”

These kinds of deals and contracts are probably common in this industry, with shippers and carriers establishing somewhat stable relationships in what looks like a crazy-quilt of criss-crossing networks.
Stress on the System
The railroads in Southern California must share their tracks with passenger transit trains.  The tracks that are available are limited, and it is easy to contemplate the day when they will be inadequate to moving the expanded freight that is expected to come in through the ports.
Trucking and Roads
The trucking system depends on roads, and Southern California is well endowed with freeways that connect to the ports and to the Inland Empire.  The major arteries include:  the 405 (San Diego) freeway that moves up the coast north and south; the 710 (Long Beach) Freeway that connects the ports to the 405; the 110 (Harbor Freeway) that runs from San Pedro (home of the POLA) north to downtown Los Angeles; the 10 (Santa Monica and San Bernardino) freeway that runs east-west; the 60 (Pomona) freeway which does the same further South (both the 10 and the 60 lead to the Inland Empire).  Other important freeways include the 91 (Riverside Freeway), the 15, which goes right through the heart of the distribution center district in the western Inland Empire, and the 5 (Golden State Freeway) that serves as a major north-south artery.
Freight-bearing trucks must share the roads with automobile traffic.  Both are competing for space on the roads and for a swift drive without major interruptions.  As anyone knows who has visited, let alone lived in Southern California, this is hardly the case and the congestion on the freeways is only getting worse.  Steven Erie (2004 p.166) describes the system and the challenges it faces this way:

The already-crowded Southern California highway system faced the daunting challenge of a dramatic increase in truck traffic with inadequate funding for needed improvements.  With nine thousand lane-miles of freeways and fifteen thousand lane-miles of principal arterial streets, Southern California has one of the nation’s most extensive and complex highway systems.  This network serves the region’s ports and airports, its manufacturing, intermodal, distribution, and warehousing facilities, and connects to the U.S. hinterland, Mexico, and Canada via the interstate highway system.

Various federal and state transportation laws have been proposed and passed, including ISTEA and TEA-21, and SCAG (the Southern California Association of Governments) is continually conducting studies and proposing plans.  For example, in March 2005, Governor Arnold Schwartzenegger issued a “Draft Goods Movement Action Plan” to develop a state approach to cargo movement that addresses the complex problems of infrastructure and community impacts (including congestion and pollution).  But the harsh reality is that there is not much money available for road construction.  In any event, construction of new roads or expansion of existing ones seems doomed to failure, as they simply enable more vehicles to use them and quickly fill up.  The answer seems to lie either is better logistics systems that take advantage of information technology, or improving the use of available infrastructure by such plans as extending gate hours (a plan that is now being implemented) and having more night moves (Erie 2004 pp.166-168).
III.  Where Does the Cargo Go?
How much of the freight that arrives in the ports of LA/LB actually remains in the local area?  This question is of relevance, in part, because it relates to the continued attraction of the ports.  If a good deal of the cargo remains in the region, then LA/LB will likely continue as a major hub regardless of the threatened changes discussed in Chapter 5.
The typical figure that gets mention is 50-50, i.e. 50 percent of the goods that come through the ports of LA/LB remain in the basin and the other 50 percent move by intermodal transportation to the rest of the country.  These figures are based on an estimate of the proportion of ocean containers that are put on rail.  If an ocean container is put on a train, it is certainly leaving Southern California for points east.  The unstated assumption is that, if the container is not put on rail, the goods in it remain in Southern California (DBA 2003 p.17; Meyer, Mohaddes 2001 p.25).
Types of Freight Movement

The story is, of course, far more complicated than this simple picture.  The freight that arrives at the ports can be moved in a variety of ways:


1.  Put on on-dock railroad, and shipped East using the Alameda Corridor.


2.  Drayed by truck to railheads, either near the docks (ICTF) or the downtown rail yards.


3.  Drayed by truck to local warehouses, where it:



a. Stays in the basin.


b. Is transloaded into domestic containers or trailers for shipment East by rail or truck.


4.  Drayed by truck to the Inland Empire (Ontario), where it:



a. Goes back into the basin.


b. Gets shipped to the broader Western region by rail or truck.

Thus, of the containers that are not put on trains either on dock or by being drayed to the local rail heads, a certain (unknown) proportion can be transloaded for shipment East.  Transloading involves emptying the ocean container and repacking its contents into other kinds of containers, namely domestic containers (also boxes without wheels) or trailers (the back part of trucks with the wheels attached).  Either of these can be moved by truck (the container can be put on a chassis, or the trailer can by attached to a tractor), or by train (domestic containers can be double-stacked on railroads like ocean containers, and trailers can be put on railroad flatcars).  Domestic containers and trailers are typically larger than the ocean boxes.  As we have seen, most ocean containers are 40 feet long, with a minority extending to 45 feet.  U.S. trailers can be 53 feet long.
Transloading occurs in the LA basin even when the commodities are being sent back East for a number of reasons.  First, when the ocean container is shipped East it takes some time for it to find its way back to the West Coast and to the steamship line that owns it.  Because imports vastly outnumber exports, containers tend to accumulate in Eastern locations, creating a costly problem for the liners. They can either be shipped back empty, or an attempt can be made to fill them with something that can be sold on the West Coast or exported, both of which are difficult to accomplish .  Moreover, if the containers can be emptied immediately in LA, they can be put back into circulation right away, enhancing their economic value to the steamship company which can lower its container costs.


A second reason for transloading locally arises from the shippers’ interests.  Of course, smaller shippers must have their goods transloaded locally because they only use parts of containers and they need to be unpacked so that each owner can claim its part of the contents.  But even bigger shippers that mainly use full container-loads may want to divide up what is in them by city, or even specific warehouse or store of destination.  Sorting it all out here saves having to do it later on and may help to avoid unnecessary transporting of goods to places they don’t need to go.  In addition, packing the goods into the larger domestic containers and trailers can increase efficiency and lower costs.  Furthermore, the Los Angeles basin is filled with ample cross-docking facilities that can provide precisely this service.
One of the reasons that no-one knows the percentage of goods that leaves Southern California is because, when the railroads receive a domestic container or trailer, even if it is filled entirely with imports, they do not know the origin of the goods.  They treat such boxes as domestic moves.  Thus, the BNSF Hobart rail yard downtown carries both imports and domestic containers/trailers, even though the latter may be filled with imports.  The BNSF facility in San Bernardino describes itself as handling entirely domestic traffic, even though its outbound cargo could be coming mainly, if indirectly, from the ports.

Percentage Estimates
Some people in the industry are well aware of the problem that we do not really know what percent of imports remains in Southern California.  We have been told by several people whom we interviewed that the real percentages are unknowable.  To find them out would require a detailed survey of every shipper in Southern California, or at a minimum, every warehouse that receives imports.  Since no one is willing to fund such a study at the moment, the answer remains mysterious.  Still, we did ask several people who were well-placed in the industry, to try to get some estimate.

The person whom we found to be most knowledgeable was John E. Wall, president of the harbor drayage firm, ContainerFreight Company in Long Beach.  John has had many years of experience in all facets of the trucking industry, and maintains an active interest in following its developments.

Here are his estimates.  He believes that 65 percent of the containers that arrive in the ports are put immediately on rail for intermodal carriage to an inland destination anywhere in the United States.  Of this 65 percent, 25 percent is put on the railroads on-dock, and 40 percent is drayed to the railheads.

In terms of the 35 percent that is drayed locally, John estimates that 30 percent goes to the South Bay and 70 percent to the Inland Empire.  In other words, of the grand total, about 10 percent goes to the basin and about 25 percent goes to the Inland Empire.  He also estimates that 40 percent of this 35 percent (about 15 percent of the total) will move to the transcontinental market (beyond the Rockies) either by train or truck, and 60 percent (about 20 percent of the grand total) remains in the basin.  In sum, about 80 percent of the freight moves East, according to John’s estimates, but he admits that no-one knows.  This is a far cry from the 50-50 figure that was cited above.

Meyer, Mohaddes (2001 p.21) give a somewhat different breakdown.  They estimate that 45-50 percent of containerized cargo moving through the ports of LA/LB is aimed for the Eastern US.  About 35-40 percent is put directly on rail either using on-dock or off-dock loading.  The difference of around 10-15 percent is accounted for by transloaded cargo.  Here is what they say about transloading:

Transloading is the practice of transferring goods from marine containers to domestic intermodal containers or trucks at a distribution center or warehouse.  In transloading, the goods are sometimes transferred immediately (which is referred to as cross docking), or after the goods are handled/stored for short period of time in the warehouse to accommodate value-added services (e.g., bar codes or labels/stickers are added; hangers added to apparel; mixing of products to make loads for specific retail stores; etc.).  Many of the large shippers of intermodal cargo (such as Wal-Mart and Target) transload cargo from steamship line containers to domestic containers which are then transported via rail (or long-haul truck) to inland destinations (Meyer, Mohaddes 2001 p.25).
Meyer, Mohaddes (2001 p.25-6) are of the opinion that transloading is a small part of the total volume, but they see it as rising rapidly, for a number of reasons:  Some of the large importers, especially the retailers, want to postpone their decisions about merchandise mixes for each distribution center, and they gain two weeks if they transload in Southern California instead of packing by detailed destination in Asia; ocean carriers want faster turn times for their containers because they can make more money by sending empty containers back to Asia as quickly as possible for refilling; some steamship lines are de-emphasizing landbridge operations in favor of port-to-port agreements with shippers; some new steamship line entrants to the transpacific trade lack the inland connections and are encouraging transloading rather than taking responsibility for door-to-door deliveries; NVOCCs account for a growing proportion of  imports, about 37 percent in 2001 and, since they tend to offer less-than-container-load (LCL) service, the containers need to be deconsolidated before their contents can be delivered to their consignees.  Meyer, Mohaddes (2001 p.26) acknowledge that no one collects data on transloading, and report an estimate of 500,000 TEUs for 1998.
IV.  Who Controls the Moves?
Ultimately, the transportation of freight is under the control of the shippers, who are the beneficial cargo owners (BOCs).  They hire the transportation providers, or carriers, to move the freight for them.  They pay for the transportation.  In this sense, the work is done for them and they can always get rid of carriers that do not meet their needs.

In practice, the freight transportation system is hierarchically organized, and consists of complex and embedded networks.  Who actually takes charge of the move is thus a very different question from who has the ultimate control.  Shippers can hand the whole process of transportation over to other actors, and simply pay an overall rate for the service.  Thus, although they are the ultimate employers of transportation services, they may “contract out” this element of their business, and let other actors handle it.
We examine briefly three forms of control: by the steamship companies, by the trucking companies, and by third party logistics firms (3PLs).  Absent from this group are the railroads, a topic that deserves attention in itself.  We also briefly look at the way shippers themselves can intervene or take charge.  We end this section by considering changes that appear to be occurring in the control structure.

Steamship Lines in Charge
Steamship lines can sign agreements with shippers such that the steamship company takes complete responsibility for the pick up and delivery of the goods, from a factory in Asia, to a final warehouse or store in the United States.  These kinds of moves are called door-to-door, or store-door, as opposed to port-to-port moves.  The liners make arrangement with the other transportation providers for the freight to be moved.  The rate that is paid by the shipper to the steamship line covers all the landside parts of the move as well as the ocean leg of the journey.
Thus, the steamship lines will hire harbor drayage companies, and play an important role in controlling the terms under which the port truckers work.  Not all port trucking companies are employed by steamship companies, but the percentage that are is high.  The steamship lines will also employ the railroads and trucking companies, and will cover the hiring of drayage companies at the other end of the haul.
Generally speaking, if an ocean container is put on rail, either on-dock, or after being drayed to an off-dock rail head, it will be shipped across country under the control of an ocean carrier (Meyer, Mohaddes 2001 p.24).
In addition to providing this service, the major steamship companies have developed their own logistics subsidiaries which can provide more complete logistics services to shippers.  The subsidiaries provide services not just to shippers that are employing that particular liner, but act in a semi-autonomous capacity to offer logistics services to any shipper that wants to purchase them.
Trucking Companies in Charge
Port-to-port moves afford the opportunity for other types of carriers to take charge of the landside moves, and here trucking companies have taken charge.  While the contents of ocean containers can certainly end up with LTL carriers, the movement of cargo east across the Rockies is typically handled by TL carriers, if it is not under the control of steamship lines (which may employ both TL and LTL carriers themselves).  
The trucking companies (sometimes simply referred to as “carriers”, whereas the steamship lines are referred to as “ocean carriers”) do not necessarily drive the goods across the country.  Indeed, driving ocean containers by truck across the country is rare.  If an ocean container remains unpacked, it is much more likely to be shipped by rail.  The trucking companies are more likely to haul containers and trailers that have been transloaded.  Even so, it is often cheaper for them to put their now-domestic containers and trailers on rail to ship to the east.  In other words, the trucking companies employ the (cheaper) services of the railroads to take over part of the haul.  As we have seen, the trucking companies deliver (domestic) containers and trailers to the railroads, and then pick them up at the other end for delivery to the customer (the shipper).  

Railroads Not in Control
According to Chuck Potempa of BNSF’s Hobart rail yard, the railroads do not develop legal contracts directly with the shippers.  They only deal with steamship lines and 3PLs (known as IMCs or intermodal marketing companies in the railroad industry), but not with manufacturers or retailers.  In other words, they are somewhere down the hierarchy of control.

Given that the railroads are vital actors in intermodal transportation, why have they not taken charge of freight movement like the TL trucking companies and the steamship lines?  The answer seems to lie less in their structural position in the transportation network, and more in their management failures.  The railroads apparently went through difficult times in terms of their willingness to engage and invest in innovations.  They were late to embrace intermodalism and JIT delivery programs.  Consequently, they served as an obstacle in the logistics system.  Other actors had to take charge and drag the railroads along (Shashikumar and Schatz 2000).
Third Parties in Charge
A large industry of logistics intermediaries has grown up in recent years.  These companies vary in their size and coverage.  Some are global firms with the capacity to arrange for the movement of freight anywhere in the world.  Others are more modest, providing advice and software to shippers who want to make their logistics systems more efficient.  Some 3PLs do not own any assets, and engage other asset-based companies to do the actual transporting of cargo.  Others own parts of the distribution network.  They may own and operate warehouses and distribution centers, for example.  Or they may own a fleet of trucks and airplanes, as in the case of UPS and FedEx.
Shippers in Charge
Sometimes the shippers, especially the big shippers, take charge of the transportation themselves.  This can take a number of forms.  First, the shippers can own their own trucks, and take over the cargo directly themselves.  Second, they can have favored carriers that they ask the steamship lines to use.  For example, they can tell the steamship lines which drayage companies to use.  They let the steamship lines arrange the entire move, but they express their preferences along the way and, of course, these preferences are likely to be taken seriously when the shipper is a major customer.  Third, they can claim the cargo at the docks, and hire carriers directly to haul it for them.

Some big shippers are experts at logistics, and therefore, believe (correctly) that they can organize and implement their logistics systems better than anyone else.  They own transportation equipment, or hire transportation providers, maintaining tight control over what the carriers do for them.

Changes in the System
Needless to say, the system of freight transportation is in a constant state of change and development.  Nothing stands still in this system.  Two prominent “new” trends have emerged at the time of writing.

First, transloading in the LA area, as opposed to shipping ocean containers directly across the country, seems to be on the rise.  Indeed, the steamship lines are apparently discouraging shippers from have the ocean containers shipped directly East, by imposing a surcharge on these moves.  The reason is that the steamship lines want to get the empty containers back more quickly, so that they can be sent back to Asia and refilled in a timely manner.  This shift has impacted the Alameda Corridor, which has not seen the level of rail traffic that was anticipated.  
Second, the giant retailers are increasing the practice of picking their goods up in Asia.  In other words, rather than having the steamship lines take care of the entire move, the retailers take possession in Asia, and buy space on the vessels from there. 
The Journal of Commerce is filled with changes of this sort.  The winds of fashion and the shifting competitive environment mean that companies are continually adjusting their practices.  This shimmer of change can never be fully captured in a book like this.  All we can do is portray snippets of it at particular points in time.  What we have tried to understand here is the underlying structures, around which the smaller adjustments are constantly playing.

V.  Coping with the Growth in Trade
Massive Congestion of 2004
Peak season 2004 demonstrated beyond doubt the vulnerability of the Southern California ports and their landside distribution systems to being overwhelmed by the growth in trade.  Described by the LA Times as a huge floating traffic jam, ships were lined up outside of the ports waiting to be allowed entrance to a berth to be discharged and reloaded.  At its peak, on Oct 11 2004, 94 vessels were lined up outside of the harbor.  Once in the dock, turnaround was taking a week or more, longer than the usual time of 3 or 4 days (White and Earnest 9/27/04; White 11/19/04).

Interestingly, this was a global phenomenon, with the Panama Canal and ports in Europe facing the same kinds of congestion and delay.  According to Drewry Shipping, a London-based consultancy, container traffic from Asia to the U.S was expected to grow 14.3 percent in 2004, after strong growth in the previous two years (Wright 12/14/04).

The “crisis,” precipitated by a 10.4 percent increase in traffic over the same period last year (White and Earnest 9/27/04), brought together the weaknesses in all of the elements of the system:

-There were not enough trained longshore workers to unload the ships quickly enough.  Plans had been developed to extend gate hours to cover the night hours, which would certainly have increased the handling capacity of the ports.  But terminal operators decided to postpone this move until March 2005 because there was not enough longshore labor to cover the daytime hours (Greenberg 10/25/04).  

-The railroads did not have enough equipment or personnel to deal with the crush.  The Union Pacific was caught unprepared for the surge in volume, and said it planned to hire 5000 employees, mainly in the Southwest, and add 700 locomotives and 6,500 freight cars by the end of the year (2004) and lay $225 million of new track.  The BNSF had similar plans, including laying a third line near the Cajon Pass, where the railroad shares tracks with Amtrak and Metrolink (White and Earnest 9/27/04).

-There appeared to be a shortage of port truckers, as delays proved too costly to the drivers.  According to an executive of a port trucking company, 10 percent of his 300 trucks were idle because he could not find drivers willing to put up with the delays.  “We can’t compensate the drivers for all of this waiting time, and it’s been hard to recoup their own internal costs… This is the worst I have ever seen it.”  Another stated: “As we continue to shrink in drivers, the import volume is peaking.  The driver comes to the gate at 7 a.m., can’t get in until 9 a.m. and then can’t find the container they are supposed to pick up.”  An informal survey by the Marine Exchange of Southern California found that hundreds of drivers had quit (White and Earnest 9/27/04).

Shippers, especially the giant retailers, were faced with the prospect that the goods they had ordered would not appear on the shelves in time for the Christmas season.  Some diverted their cargo to other West Coast ports, or to all-water routes.  From July through mid-November 2004, over 100 ships were diverted to Oakland, Manzanillo, and other ports (White 11/19/04).  But these alternatives could not fully alleviate the congestion, and giant containers ships remained waiting outside the harbor, waiting in line for their turn to dock.

By mid-November 2004, the congestion had eased, and 60 ships were in their normal process of being discharged and reloaded.  But retailers were assessing the harm they had experienced from delays and added costs, and some were deciding to change their port usage permanently.  The ports of LA/LB were contemplating how to reassure their customers that the problems would be solved (White 11/19/04).

This state of affairs affected not only the shippers, but also the steamship lines, which lost money by having their ships stranded, unable to return quickly to Asia to pick up the next load of freight.  They also faced added fuel costs from having to sail faster across the ocean to try to make up for lost time (White 11/19/04).

Smoother Sailing in 2005
At the time of writing, a system for extending gate hours into the night and on Saturdays, known as PierPass, had been implemented, starting July 23, 2005.  The basic idea behind the program was to charge of $40 per TEU and $80 per FEU or containers that were picked up or delivered during regular day-time hours.  Despite some initial glitches and protests, the system appears to be working smoothly (see more details below).  Whether for this reason, or some others, including shifting more Asian freight to other West Coast or East Coast ports, or increasing ILWU and railroad personnel, the congestion of 2004 did not reappear in 2005.  The Southern California ports appeared to flow much more smoothly during the peak season of 2005.
Continued Trade Growth
Everyone anticipates continued massive growth in trade, especially containerized imports from Asia, and that the ports of LA/LB will have to absorb a goodly proportion of it.  No one knows for sure whether these projections are accurate, but they are certainly widely believed.  Growth in trade has impacts not only for the ports themselves, but also for landside transportation systems.

Growth in freight transportation has two implications for Southern California, namely increased congestion and pollution.  These are both serious problems already, without any additional rise in imports.  The ports are located on the edge of a large urban area.  Cargo must be moved through the area using the same roads and rail lines that are used for other purposes, including passenger transit.  These transit systems are already stressed, so that added trucks and freight trains threaten the system with potential gridlock.

The worst example of this problem is the Long Beach Freeway, the 710.  At peak hours, this road is a sea of trucks hauling containers, and moves very slowly.  Any accident can cause a major traffic jam.  Moreover, the freeway is getting old and rutted.  Yet plans to expand it have met with community resistance by those homes and businesses that would be displaced by the expansion.  
Another severe problem is the lines of port truckers that wait, sometimes for hours, at the port terminal gates.  These trucks have diesel engines, which are kept idling as the trucks inch forward, belching toxic fumes into an already polluted environment.  Nearby communities are also aggrieved about the pollution and noise, and are rallying to control these affects.  Legislation has been passed regarding the lines (to be discussed in Chapter 10).

Politicians, public agencies, and industry members hope to gain federal aid for infrastructure projects.  They argue, not without merit, that the ports serve the national economy, but that the Los Angeles region must bear many of the costs at a local level.  Since the ports are really serving a national purpose, the federal government has an obligation to help mitigate the local impacts by helping to pay for better surface transportation, including expanded roads and railroads.

Shifting from Road to Rail
Many people from all walks of life would contend that it is desirable to shift freight from truck to rail, at least in the LA basin.  This would minimize both traffic congestion on the freeways (already at a crisis level, setting aside the potential growth in freight on the roads), and air pollution.  Trains are viewed to be a far cleaner form of transportation, and it is possible to move much larger numbers of containers by rail in a single move.

While this may seem like an ideal solution, there are many obstacles.  First, it takes a longer time to load a train than it takes to put a container on a chassis and dray it.  For companies operating on JIT principles, it is quicker and more efficient to move goods by truck.  Added to this is the problem that, once a train arrives at its destination it still requires some trucking to get the goods to their final location—another factor that makes rail slower and less efficient.  Trucking is much more flexible.

Second, the cost of moving freight by rail is higher than by truck the shorter the haul.  If you want to move goods across the country, rail is both cheaper and faster than trucking.  But the economics of the railroads makes it prohibitively expensive to ship less than 500 miles.  Within the LA basin, or out to Ontario, trucks are simply cheaper and more efficient.

On top of these reasons, there is a question of rail capacity.  The railroads share tracks with the Metropolitan Transit Authority (MTA), and with AmTrak.  Already the available lines are operating near capacity.  It would require a major infrastructure project to upgrade and expand the rail system.  But even if this were accomplished, its main purpose would be to move East-bound goods through the region more efficiently.  It would not solve the problem of trucks hauling containers to Ontario on a regular basis.

Inland Port
The basic idea here is to set up a facility in the Inland Empire, possibly at an old Air Force base that could serve as an alternative pick up point.  Containers would be moved from the ports by rail, and all the port functions would be undertaken from this inland point.  Part of the advantage of such an arrangement would be that the ports have pretty much maxed out their own land expansion potential.  Land in the Inland Empire is both more available and much cheaper.

An Inland Port would also take trucks off the road, especially in the ports area, alleviating congestion on the major freeways.  True, trucks would have to haul goods into the basin from the Inland Empire, but the bulk that moves East would never have to see a truck.  Besides, the huge Ontario DCs could be served by this system.

One major obstacle to such a plan is the skepticism of the railroads, who do not believe it is economically feasible.  It certainly is not for the UP and BNSF as currently operating.  Perhaps a new short-haul railroad could be built, and run under different principles.  Perhaps it would have to be subsidized.  Even so, it would undoubtedly be slower and more expensive than the highly flexible and cheap drayage system.  Would shippers be willing to switch, and put up with the delays and greater costs?  It seems unlikely.

A factor that could change this equation would be the rise of drayage costs.  Right now port trucking is at the bottom of the system, paying close to survival rates to the drivers.  Everyone in the industry recognizes the inequity of this situation, but given the competitive nature of logistics, no one is willing to step forward and raise their costs voluntarily.  However, if the drayage system is reformed, as it needs to be in the long run, the cost of drayage relative to rail hauls may go up, and make local rail moves somewhat more attractive.

The dilemma that is raised by this issue is the clash between a set of public goods: cleaner air and less congested highways, and the private interests of the shippers, who want quick and cheap transportation.  The problem is that, without public funding for the socially desirable outcome, will shippers volunteer to pay more for less to serve the public good?  Again the answer is that it is unlikely.  Can local, regional and state government, as protectors of the public interest, intervene?  Possibly, but the industry is united in its fierce opposition to government intervention.  Members keep saying: “If we don’t solve these problems ourselves, the government will step in and force a solution on us that we won’t like,” or words to that effect.  So they struggle to find a solution.
Proposed Alternatives
Cries for increased infrastructure spending are meeting resistance in Washington, D.C.  First of all, the federal government is engaged in a costly war and its aftermath in Iraq and is building up unprecedented deficits.  It can ill afford costly transportation projects, and the amount that is budgeted to cover major needs all over the country, is a small fraction of what is required.  This situation is exacerbated by new demands for security, an added expense to an already strained system.  The fact that California voted strongly against George W. Bush and the Republicans also does not endear it to the federal government, when it is considering where to spend money.

The word out of Washington is clear—costly infrastructure projects will not be funded until the ports and cities use the resources they have to maximum efficiency.  This means that pressure is on to improve operations.  The Waterfront Coalition has played a key role in calling for reforms.  In May 2005 they put out a report calling for improvements in the container transportation system.  Among their numerous recommendations were the following (Waterfront Coalition May 2005):
-Make harbor trucking a more profitable business.  The purpose is to avert the driver shortage that is developing as port truckers leave the industry in frustration because they cannot complete sufficient daily trips to make a living.

-Operate ports during extended hours.  Vessels are discharged and loaded 24 hours per day, but the dispatch of trucks to pick up and deliver containers only happens during 9-5 business hours.  (After years of debate and dissension, the ports have finally launched called PierPASS in mid-July 2005, as mentioned above.)  This is not a 24/7 program, but created off-peak shifts Monday-Thursday, 6 p.m. to 3 a.m., and a Saturday shift from 8 a.m. to 6 p.m.  The incentive offered to use these off-peak hours is that those shippers (beneficial owners of cargo) who move full containers into or out of the ports during the peak hours of 3 a.m. to 6 p.m. will have to pay traffic mitigation fees of $ $40 per TEU.  Intermodal containers subject to Alameda Corridor fees, as well as the movement of empty containers, chassis and domestic containers, will be exempt from the fee.  The fees will be used to pay for the program’s operational expenses, and to help offset the additional costs of terminal operators for extending their gate hours, a cost that is expected to reach at least $156 million per year.  The hope is that PierPASS will relieve truck congestion on the 710 freeway (POLB June 2005).

-Develop regional or national chassis pools.  In the United States chassis are owned by steamship lines and terminal operators, a system that does not exist elsewhere in the world.  This practice means that truckers must often drive around using unpaid time to deliver chassis to various facilities.  It is irrational not to share chassis as a public good.  Sharing them would increase speed of cargo delivery as well as port trucker pay.
-Rethink “free time” and manage it more efficiently.  Cargo owners are allowed a certain amount of free time to leave their containers on the docks before they pick them up, after which they are charged a fee, named demurrage.  What happens is that some BOCs treat the docks as free warehouse space, jamming up the piers.  The bigger, more powerful shippers can even get away with not paying demurrage.  This kind of slippage needs to cease, and the amount of free time allotted needs to be cut down.
-Develop port-wide truck appointment systems.  Setting up appointment times for truckers to pick up and deliver has been implemented for the last couple of years in order to reduce the long lines at the terminal gates.  Appointments were supposed to benefit drivers, who could make more turns per day, and to alleviate some of the pollution connected with idling diesel engines.  The appointment system got a big boost from the passage of the Lowenthal Act, fining terminals for long lines at their gates.  The law was passed as an environmental provision, and one way to avoid the fines was to set up an appointment system.  The Air Quality Management District (AQMD) is the enforcer.  Unfortunately, trucking companies have not jumped to take advantage in large numbers yet.  The Waterfront Coalition is urging the creation of a port-wide appointment system that would allow for some equipment sharing.
-Spread out vessel sailings and arrivals in the trans-Pacific trade to make maximum use of terminal capacity.  Most ships from Asia arrive at the West Coast ports on Thursdays, Fridays, and Saturdays.  This practice places stress on the terminals, a stress that will only increase with the arrival of 8000 TEU vessels.  It is recommended that shippers consider realigning their production schedules so as to spread out arrival times in LA/LB.
The Waterfront Coalition (May 2005) has a number of other suggestions, including such ideas as: improving trade and transportation forecasting, development of alternative West Coast ports as Asian gateways, improve infrastructure for East Coast service, invest in intermodal rail and address choke points in the rail system, and spend the limited available public funding for freight transportation projects wisely.
Conclusion
In this chapter we have tried to lay out some of the aspects of the landside transportation system surrounding the ports of LA/LB.  In the next chapter, we turn to another vital aspect of the logistics system, namely, warehousing and distribution centers, with special emphasis on the developments in the Inland Empire.
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