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PREFACE

This study was conducted under a contract between the Michigan Department of
Agriculture and the Department of Agricultural Economics, Michigan State University.
Additional resources were provided by the Michigan Agricultural Experiment Station.
The research was supervised by Dr. Harold Riley, Professor, Department of Agricultural
Economics at Michigan State University. Dr. Ming Wu, Operations Manager of the
Agricultural Development Division of the Michigan Department of Agriculture as
Contracting Officer maintained close contact with the study. A separate but related
l project output was the preparation of a Directory of Truckers and Truck-Brokers Serving
Michigan Agriculture. The Directory was compiled by Mr. William Knudson, graduate
assistant in the Department of Agricultural Economics, Michigan State University; it was
published and distributed by the Michigan Department of Agriculture.

The Michigan Public Service Commission provided a mailing list of agricultural
motor carriers and also provided insight on issues concerning motor carrier regulation.
Special thanks is extended to Mr. Hugh Roach and other staff members at the Michigan

Public Service Commission.

Many truckers and shipper/receivers shared their time and knowledge of the

trucking industry. The cooperation received from all participants is greatly appreciated.
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CHAPTER 1
INTRODUCTION
Background

The transportation of farm commodities, processed food products and farm inputs
is perhaps one of the most important aspects of agricultural marketing. The significance
of the physical transportation process is often overlooked for one simple reason. "Unless
you have a secret desire to jockey an 18-wheeler down the highway, transportation may
be an unglamorous aspect of marketing" (Rhodes, 1978, p. 42). Indeed, transportation
may seem unglamorous, but its importance cannot be overlooked since approximately
seven percent of the total U.S. food marketing bill is comprised of intercity rail and
truck transportation costs (U.S.D.A. Agricultural Statistics, 1983). A significant portion

of the food marketing bill is also comprised of local transportation costs.

The major modes of transportation include rail and truck. Railroads provide long-
distance hauling services for the less perishable products such as grains and selected
agricultural inputs but the perishability of many products along with the need for local
transportation of all commodities requires the services of motor carriers. An estimated
94,000 trucks transported Michigan agricultural products over 816.5 million miles in 1982
(1982 Census of Transportation, p. 3). Table 1.l indicates the important role that motor
carriers play in transporting agricultural products.

Table 1.1

Motor Carrier and Rail Transportation of U.S.
Agricultural Products, 1977

Food and Kindred Products Grain Mill Products

(Percent of Total) (Percent of Total)
Truck 80 53
Rail 16 43
[Other 4 4
Total 100 100

Source: 1977 Census of Transportation



The Research Problem

Prior to 1982, Michigan's intrastate motor carrier industry was regulated under
Public Act 254 of 1933. Interstate transportation had also been regulated before 1980
under the National Motor Carrier Act of 1935. These Acts were originally implemented
to promote safety upon and conserve the use of the public highways through regulation of
the trucking industry. The depressed economy of the 1930s produced an abundance of
workers who felt money could be made in the infant trucking industry. This created
conditions which led to the need for government regulation. Drivers often worked long
hours, drove unsafe equipment, charged rates barely above costs and had inadequate
insurance. Since the highways are a public good, the Michigan Public Service Commission
(MPSC) and Interstate Commerce Commission (ICC) felt that regulation was required in
order to eliminate chaos in the industry. Terms of regulation centered around the
monitoring of rates and number of firms providing services but also included safety,

insurance, and to whom and to what destination the trucker will serve.

The regulatory agencies recognized the special needs for flexibility in transporting
the agricultural goods and thus exempted truckers who haul raw, unmanufactured
agricultural commodities from entry, rate and route regulation. Although the
exemptions freed truckers of raw agricultural commodities from ICC and/or MPSC
regulation, they were still regulated in the sense that they were limited as to what
products could be transported. For example, a trucker hauling unprocessed apples could

not haul apple juice as a backhaul commodity.

Regulation of the motor carrier industry continued without much debate until the
late 1970s when participants began to feel that government involvement was no longer
needed. Those favoring deregulation felt that regulation leads to unnecessarily high
rates and inefficiencies. Limited backhaul opportunities were forcing firms to move
empty trucks, thus creating a rate structure which reflected the inefficiency of the
industry. Advocates felt that competitive forces would benefit the industry. Motor
carriers could provide a wider variety of services while shipper/receivers would receive

services at lower prices (Johnson, 1981).

Proponents of regulation argued that regulatory laws are necessary in order to
prevent a return to 'pre-1930' conditions when there were many truckers operating unsafe
equipment on public highways while charging cutthroat rates. This "destructive

competition" was attributable to a lack of economies of scale and low entry barriers




existing in the truck transportation business. Also, the proponents felt that without
regulation, firms would no longer be motivated to serve shippers in small, rural
communities, and those that do service these areas would charge higher rates.

The strong arguments for and against deregulation were examined by policy makers
and the result was partial deregulation or 'reregulation' of the motor carrier industry.
The ICC implemented the Motor Carrier Act of 1980 on July I, 1980 while the MPSC
followed with a similar act governing intrastate regulation in 1982 (see Chapter 3). These
Acts decreased entry barriers for new firms wishing to enter the industry and allowed
established firms to expand operations. A few additional agricultural products were also

exempted from regulation.

The railroad industry was also deregulated as part of a broader move towards
deregulation of the transportation industries. Before 1980, railroads were regulated,
"based on the notion that railroads formed a market structure requiring close public
control to function in the public interest" (Fuller, 1984, p.l). The Staggers Rail Act of
1980 deregulated the railroads. The Act is designed to increase competition by allowing
the railroads greater flexibility in establishing rates. Also, the Act provided the
opportunity for railroads to reduce costs by changing service obligations. The Staggers
Rail Act has impacted grain transportation by putting more pressure on motor carriers
who haul grain short distances while reducing the use of trucks for transporting grain
long distances (Baumel, 1983). Although this report focuses on motor carrier
deregulation, it is important to note that rail line abandonment resulting from railroad
deregulation has put added pressures on the agricultural trucking industry, especially for
motor carriers transporting the less perishable commodities.

Objectives of the Study

Considerable research has been conducted examining the impacts of the Staggers
Rail Act (an act which liberalized railroad regulation) and a comparatively small amount
of research has been conducted on the implications of the Motor Carrier Act of 1980 (see
List of References). However, a study examining the combined effects of the Motor
Carrier Act of 1980 and the MPSC Public Act of 1982 on Michigan agricultural
transportation has not been conducted. The Michigan Department of Agriculture
recognized the need for such a study and provided funding for a study examining the
economic impacts of trucking deregulation on the transportation of Michigan agricultural

products. Specifically, the research objectives of this study were:



l. to assess the impacts of transportation deregulation on the availability
and cost of agricultural trucking services in Michigan.

2. to identify problems and possible alternatives for improving the
performance of the Michigan-based trucking industry.

Research Procedures

The primary source of data used to examine the economic impacts of trucking
deregulation were responses from mail questionnaires, supplemented by personal
interviews of truckers and shipper/receivers. In order to prepare a comprehensive
questionnaire which addressed the major issues of trucking deregulation, individuals and
organizations familiar with regulatory laws and issues were contacted. Contacts
included the Michigan Public Service Commission, the Interstate Commerce Commission
and the Michigan Trucking Association. Several haulers of agricultural products were

also interviewed.

The majority of trucking firms hauling agricultural products were identified
through a mailing list provided by the MPSC. The MPSC list consisted of firms having
intrastate operating authority. The remainder of the trucking firms were identified
through the yellow pages in Michigan telephone directories. The results of the first
survey (see Appendix A) were used to compile a directory of Michigan truckers and truck
brokers hauling agricultural products. In addition, the questionnaires were summarized in
order to identify structural characteristics of the industry and identify some of the
deregulatory impacts. A total of 1032 questionnaires were mailed; 612 were returned of
which 269 were adequate for analysis purposes. All questionnaires returned were not
analyzed since many (343) of the firms initially contacted identified themselves as non-

agricultural haulers or out-of-business.

A second questionnaire (see Appendix B) was mailed to agricultural motor carriers
who responded to the first mail survey., Two hundred sixty-seven questionnaires were
mailed; 112 were returned. (Two respondents did not receive a second questionnaire since
the first questionnaire was received after the second mailing). The results from this
survey were tabulated and used to analyze the economic impacts of trucking

deregulation.

Visits were also made to the MPSC to examine annual reports of selected carriers

and also to study the rate structures of these carriers.

In order to analyze deregulatory impacts objectively, the views of both providers

and users of trucking services were examined. Twenty-seven firms engaged in the



shipping and receiving of agricultural products and 15 motor carriers who haul these
goods were interviewed. Firms were carefully selected in order to provide a sample
consisting of shipper/receivers and motor carriers who handle a wide variety of
agricultural products and commodities. Both personal and telephone interviews were
conducted. Interviews were the primary information source for examining deregulatory

impacts on shippers and receivers.

Organization of the Report

Chapter 2 provides a framework for examining the impacts of motor carrier
deregulation by identifying structural characteristics of the industry. Also Chapter 2
focuses on four aspects of competition characteristic of agricultural transportation.

Chapter 3 describes in detail the legislative history of motor carrier regulation and

outlines the current regulatory situation.

The impacts of trucking deregulation on the agricultural motor carrier industry are
described in Chapters 4 and 5. Chapter 4 provides an analysis of deregulation on the
motor carrier, focusing on competition, rates, profitability, non-price competition and
small community service. Chapter 5 examines the impacts of deregulation on the

shipper/receiver of agricultural products and commodities.

The final summary and conclusions are provided in Chapter 6, along with
recommendations for improving the performance of the Michigan-based trucking industry

serving agriculture.




CHAPTER 2

STRUCTURAL AND COMPETITIVE CHARACTERISTICS
OF THE AGRICULTURAL TRUCKING INDUSTRY

Structural Characteristics of the Agricultural Trucking Industry

Two methods of categorizing motor carriers are commonly used in the industry.
Motor carriers may be classified according to: (1) size of the operation and nature of
services provided, or (2) the regulated status of the carrier. Industry professionals use
both classification schemes when discussing industry organization and thus both methods

are discussed in this report.

Types of Motor Carriers According to Size and Nature of
Services Provided

All farm commodities and products are normally shipped by farmers and small
agribusinesses during at least one stage of the transportation process. Farmers and small
agribusinesses are the primary haulers of: (1) inputs from the dealer to the farm and (2)
commodities from the farm to the first handler. The importance of farmers transporting
many farm products is suggested by the fact that over 92 percent of all Michigan farmers
own a farm truck and almost two-thirds of these farmers own a truck weighing two tons
or more (Harvest Publishing, 1984). Farmers provide their own local services due to the
flexibility and convenience of hauling their own products short distances.

Small independent trucking firms constitute the greatest number of motor carriers

offering for-hire trucking services to agriculture. A large number of independent
truckers are needed to provide regional services to Michigan's 58,661 farms (MI Ag.
Statistics, 1984). Transportation of many agricultural products, especially perishable
commodities, requires fast and versatile service and the independent trucker is well
equipped to provide this service. Independent trucking firms serving agriculture normally
haul a specific commodity or group of commodities. For example, many agricultural
carriers specialize in transporting bulk commodities while other independent truckers
concentrate their efforts on hauling produce. The independent carriers also operate
small fleets of specialized trucks suited to haul specific commodities or products. The
fleet size, which represents the number of trucks operated by the owner from a single
"base of operation," provides a good estimate of the large number of independent

trucking firms serving agriculture. It is estimated that nearly 80 percent of Michigan's




94,000 trucks used for agricultural hauling are operated in a fleet size of one truck and 9

percent are operated in a fleet of two to five trucks (1982 Census of Transportation).

Trucking companies such as Associated Truck Lines, Central Transport and Jones

Transfer Company are examples of commercial motor carriers. Commercial carriers are

not the primary movers of raw agricultural commodities but do transport many of the
processed food items. Commercial carriers often own (or lease) many trucks and
transport goods interstate and intrastate. An examination of MPSC annual reports
suggests that there are approximately 12 major commercial motor carriers transporting
food products from Detroit, Michigan, to various other locations in the State. The 1983
gross revenues vary greatly for these firms but on average, the 12 commercial motor
carriers had a 1983 gross revenue of 48.39 million dollars. It should be noted that the
large firms are very diversified and thus a large portion of their freight often consists of
non-food items. Commercial carriers normally transport items in dry or refrigerated
vans and they seldom transport products which require the use of highly specialized

equipment.

The private motor carrier hauls products exclusively for a parent business and does

not engage in for-hire trucking services. All employees of the trucking operation are
employed by the parent company. Examples of private motor carriers include many of
the large grocery chains such as Kroger and Meijers Thrifty Acres. Many small grocery
chains also use their own trucks to transport food items from the warehouse to grocery

stores.

Private motor carriers handle a substantial portion of all food products transported
in the United States. Raw products and inputs are infrequently transported by private
carriers but many of the processed food items traveling to grocery stores and food
distribution centers travel via private carrier. Table 2.l summarizes the important role

private motor carriers play in transporting food products.

The truck broker arranges transportation services for shipper/receivers and motor
carriers. Truck brokers most frequently specialize in arranging the transportation
services for specific commodities, especially the perishable comrmodities such as fruits
and vegetables. Brokers frequently provide for-hire services in addition to arranging
services for other carriers and shippers/receivers. It is unknown how many brokers are
currently providing services in Michigan but a survey of agricultural motor carriers
identified 15.2 percent of the respondents as truck brokers (see Appendix A).




Table 2.1
Shipments of Food Products Via Private Motor Carriers

Products Shipped by Private Motor Carriers
Percent of Total Tons Transported
Product LS. East North Central Region1
Meat (fresh, chilled, frozen) 39.9 42.6
Meat Products 51.2 577
[Dairy Products 712 61.2
Canned Fruits 11.2 5.9
Canned Vegetables 32.1 32.6
Seafood (fresh & frozen) 27.5 4.7
Grain Mill Products 48.1 24.0
IAll Food and Kindred Products 36.2 31.7
IAll Commodities 48.9 42.1

1 Includes parts of Wisconsin, Illinois, Michigan, Ohio and Pennsylvania

Source: 1977 Census of Transportation

Types of Motor Carriers According to Regulatory Distinction

Government regulation of the motor carrier industry implies that trucking firms
must be classifed according to their regulatory status. Basically, the regulatory agencies

recognize motor carriers as common motor carriers, contract motor carriers and exempt

motor carriers.

A common motor carrier is defined as:

...any person who holds himself or herself out to the public as being
engaged in the business of a for hire common carrier as the common law,
either directly through any device or arrangement, including but not
limited to those who operate over fixed routes or within one mile of a
fixed route or between fixed termini, in the transportation by motor
vehicle from place to place upon or over the highways of this state, the
property, or any property, or any class of property of others who may
choose to employ the person (MPSC P.A. 399, 1982, p. 1).

Hence, a common carrier is any person or business who offers for-hire transportation

services of property or passengers to the general public. Common motor carriers are
regulated by the MPSC and the ICC and they are normally granted authority to haul a

specific commodity to a specific location at posted rates (see Chapter 3).

The motor carrier industry recognizes two types of common carriers. Those

haulers who are limited as to the commodities they may transport, the areas serviced and




the equipment utilized are termed limited common carriers. The independent trucker

discussed previously is often classified as a limited common carrier. In general, most
agricultural products subject to regulation of routes, entry and rate are transported by
limited common carriers. However, some of the processed and frozen foods as well as

some supplies do travel via the general commodity carrier. These carriers normally

transport goods intrastate and interstate and possess authority to carry all commodities
over regular routes. Large commercial trucking companies are often classified as
general commodity carriers. It is expected a priori that limited common carriers
outnumber general commodity carriers in the agricultural trucking industry. Of 269
surveyed motor carriers serving agriculture, 81 were reported to be general carriers,

while 205 were limited common carriers.

An additional type of motor carrier recognized by the ICC and the MPSC is the

contract motor carrier. A contract carrier enters into a contract to serve a named

shipper. The shipper must agree to the contract carrier's proposed rates. A contract
carrier can serve an unlimited number of shippers.

Contract carriers are regulated under both ICC and MPSC regulations. In addition,
they may provide both common carrier and contract carrier services. Contract carriers
have historically provided quality service by meeting the distinct needs of their
customers (Hutchinson, 1982). They play an important role in agricultrural
transportation, indicated by the fact that 83 of 269 surveyed motor carriers provide

contract services to their customers.

Most carriers who are exempt from regulation of routes, entry and rates are
termed exempt carriers. Transportation of agricultural products primarily involves the
hauling of commodities by exempt carriers since many raw agricultural commodities are
exempt from government regulation (see page 23). Exempt carriers include exempt for-
hire truckers wholly committed to hauling exempt products, farmers hauling their own
commodities with their own trucks, private trucking fleets, and agricultural cooperatives
hauling member goods. In addition, some regulated carriers transport exempt products
when backhaul opportunities exist. Only 32 percent of the surveyed motor carriers
indicated that they were an exempt carrier. This low percentage is attributable to the
fact that it is difficult to obtain information on exempt firms since they are not required

to register with the MPSC or the ICC. Many of the firms contacted in this study were
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identified through MPSC information, resulting in the sample population consisting of a
large proportion of regulated carriers.

Competitive Characteristics of the Motor Carrier Industry

The large number of firms hauling agricultural products along with relatively low
economies of scale indicate that motor carriers operate in a very competitive industry
(MPSC, 1982). The competitive environment along with the structural characteristics
discussed previously are the key factors which affect the magnitude of deregulatory
impacts on the motor carrier industry.

Motor carriers transporting agricultural products operate in an industry which
differs from non-agricultural carriers due to characteristics of the goods transported.
Specifically, four major structural characteristics impact the competitive environment in
which the agricultural motor carrier operates. First, agricultural commodity carriers
may operate in a regulated or exempt environment, or both. Second, many agricultural
products are perishable and thus quick, efficient transportation services are often
required. Third, the specialized equipment required to haul certain commodities can act
as barriers to entry and/or exit. Finally, products and commodities may be transported
in truckload or less-than-truckload shipments, a factor which not only affects the
incentives to haul but also impacts revenues. In order to simplify the analysis, each
factor is discussed separately but motor carriers are normally subject to a combination
of competitive factors, further complicating the competitive environment in which they
operate. Figure 2.l diagrams the situation facing motor carriers of specific commodity

groups.

Regulatory Status

This study does not compare regulated and exempt rates but it can be concluded
from interviews with regulated carriers that rates are now being set competitively.
Carriers stated that posted rates are not being challenged by the ICC or MPSC and as a
results, carriers are setting rates at competitive levels.

Although rates are now competitive, barriers to entry in the regulated market still
exist. Firms cannot freely enter the regulated market since they must apply for
authority from the ICC or MPSC. Very few applications are refused but cost reduce
incentives to haul regulated goods. The initial application fee to apply for intrastate
authority is $100 (as of March 1985) and once authority is granted a fee of $100 per

vehicle per carrier is required of the motor carrier. A diesel fuel tax which gives the
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carrier a 6 cent per gallon discount is also levied at the rate of $92 per power unit per

year.

I I l |
| Truckload Shipments | | Less-Than-Truckload Shipments |

I I
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Figure 2.1

Schematic Framework of Competitive Factors in the
Agricultural Trucking Industry

The extent to which firms are being discouraged from entering the regulated
market depends on the rate-cost structure of the motor carrier. As stated earlier,
carriers claim they are currently charging competitive rates. The question which relates
to this issue is, "Are the 'competitive' rates in the regulated segment higher than the
'competitive' rates in the exempt segment?" If exempt firms feel that the regulated rate
provides higher returns, the incentives for increased profits may outweigh ICC or MPSC

application fees.
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The operating permit provides the regulated carrier with a competitive advantage
over exempt carriers. Whereas a regulated carrier can haul all the products for which
there is authority, plus all exempt products, the exempt motor carrier can only haul
exempt products. Flexibility of hauling in different markets is unavailable to the exempt

motor carrier.

The competitive characteristics of exempt and regulated hauling are dependent
upon rate-cost structures and barriers to entry. Before deregulation, the differences
were obvious with regulated carriers operating in a protected market and charging rates
which provided adequate returns. Now the situation is less clear. Total deregulation has
not been implemented but entry barriers still exist in the regulated segment although

they are minimal and would be virtually non-existent if it were not for application fees.

Perishability of Commodities

Perhaps the biggest factor affecting the competitive nature of agricultural
transportation is the perishability of commodities. Not all agricultural commodities are
perishable but items such as fruits and vegetables are subject to losses if improperly
handled. Frozen foods, meats and dairy products are also perishable but to a lesser

degree than fresh produce.

The degree of risk involved with transporting a perishable product depends on the
constraints placed on the motor carrier by the shipper/receiver. If a product is easily
damaged in transit due to handling or slight variations in temperature, few incentives
exist to haul the product. Financial returns must not only cover operating expenses but

must also provide returns to insurance and other costs associated with risk.

Specialization of Equipment

Refrigerated vans called reefers are required for transporting perishable products.
Reefers are not severely limited in the products they can carry since the cooling units
can be turned off so that the reefer serves the same purpose as a dry van. The
refrigerated equipment acts as an entry barrier to the frozen food and produce
transporation industry since firms without the specialized equipment cannot haul the
perishable products. On the other hand, the refrigerated hauler does have the flexibility
of expanding into other markets.

Livestock transportation is characterized by some risk but the major factor in

hauling livestock is specialization of equipment. Livestock can only be transported
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safely in a livestock trailer and few other commodities can be hauled in this type of

equipment. Thus, the equipment constraints act as entry and exit barriers.

Truckload and Less-Than-Truckload Transportation

The structure of the food transporation industry suggests that many commeodities
must be transported in less-than-truckload (LTL) shipments to various points along a
route. Truckload hauls are normally very efficient since the equipment is utilized to
maximum capacity. Conversely, LTL shipments involve numerous stops, resulting in

higher transportation costs.

Examining the rates of 12 motor carriers transporting frozen foodstuffs within
Michigan shows that on movements from Detroit to other cities within Michigan, LTL
rates averaged considerably higher than TL rates when measured in cents per pound (see
Table 2.2). Although rates are higher for LTL shipments, motor carriers transporting
agricultural products LTL stated that TL shipments are a more profitable and preferable

haul.
Table 2.2
Transportation Rates of Twelve Motor Carriers Serving
Michigan, Transporting Frozen Foodstuffs in Mixed or
Straight Shipments. October 26, 1984.
(cents per 100 pounds)
Type and
weight of1 From Detroit, MI to:
shipment
(Ibs) Lansing Holland Grand Rapids Traverse City
LTL 5000 316 541 513 621
LTL 10,000 212 342 329 461
TL 24,000 115 176 164 211
TL 38,000 109 152 139 158

I LTL = less-than-truckload shipment; TL = truckload shipment.

Source: MPSC, Rates and Tariffs Section.



CHAPTER 3

LEGISLATIVE HISTORY OF THE MICHIGAN TRUCKING INDUSTRY

1933-1979

The Michigan motor carrier industry is currently regulated by two separate
government agencies. The Interstate Commerce Commission (ICC) regulates interstate
traffic while the Michigan Public Service Commission (MPSC) is responsible for
regulation of point-to-point traffic within Michigan. The history of these agencies needs
to be examined in order to thoroughly understand the regulatory position of each agency
and how their policies affect agriculture transportation.

Prior to 1933, the infant trucking industry was exempt from government
regulation. As is the case with most competitive industries, truckers and trucking firms
were free to establish tariffs and haul any product or commodity over a desired route.
Barriers to entry were minimal, leaving the door wide open for new firms to enter the
market. An individual could enter the industry with a relatively small amount of capital
since fixed costs do not play a major role in the cost structure of truck transportation.
In addition, research has indicated that economies of scale in the industry are minimal, a
characteristic which further decreased barriers to entry (MPSC, 1979).

The cost characteristics of truck transportation along with the depressed economic
times of the early 1930s created the need for government regulation of the trucking
industry. Rates which barely covered operating costs led to such problems as unsafe
equipment, operators driving excessively long hours, and inadequate insurance
(Hutchinson, 1983). Destructive competition could not be tolerated since it meant that
safety would deteriorate on the public highways. Also, the potential existed for small
rural communities to suffer from declining service. Thus, the federal and state

government intervened and created laws which regulated the motor carrier industry.

Intrastate Regulation

Michigan intrastate traffic first experienced state regulation with the passage of
Public Act 254 in 1933. This Act was designed to ensure safety upon the highways by
ensuring all motor carriers in operation are necessary for the convenience of the general

public. Specifically, the Act defines it's objectives as:

14
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Sec. 2. (1) relieve all future undue burdens and congestions on the highways
arising by reason of the use of the highways by motor vehicles operated by
motor carriers; (la) protect and conserve the use of the highways and
protect the safety and welfare of the traveling and shipping public in their
use thereof; (2) carefully preserve, foster and regulate transportation and
permit the coordination of motor vehicle transportation facilities;
(3) restrict the use of the highways by motor vehicles operated by motor
carriers to those required by convenience of the general public; (4) prevent
unjust discrimination and ensure adequate motor transportation service;
(5) prevent evasion of this Act through any device or arrangement. (p. 3)

Barriers to Entry

The objectives of this Act clearly stated that barriers to entry will be maintained
for new firms desiring to enter the industry. Obtaining original authority to transport
goods required the applicant to meet the following criteria:

a. prove financially able to perform the service

b. prove that a need exists for the proposed service

c. public convenience will be enhanced through approval of the application

d. MPSC's approval of the application will be in the interest of the public

e. the service can be performed without damage to or public interference

of the highways (MPSC, 1979, p. 31)
In addition, the applicant was required to have adequate insurance, post reasonable
tariffs, and pay registration and plate fees when approval was granted. However, before
granting approval, a hearing was conducted in which protests could be levied by all
parties who believed the new service would infringe upon services currently provided by
other firms. In order for a new applicant to successfully be granted authority, assistance
was often needed from potential users of the service who would testify that a need exists
for the proposed service. This was often a problem for the applicant since the applicant
was not established and thus clientele was nonexistent. To compound the problem,
established carriers would most likely protest new applications, claiming increased
competition would decrease revenues. The burden of proof was the applicant's
responsibility and the inability of many firms to prove public convenience and necessity

resulted in entry by new firms being severely limited (Johnson and Griffin, 1983).

Tariff Regulation

Upon approval of the application, the applicant had to conform to the Act by filing
the rates to be charged. According to the Act, rates must possess the following

characteristics:
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Sec. 7. Reasonable rates without unjust discrimination. All rates made by
any common motor carrier shall be just and reasonable, and shall not be
unjustly discriminatory, prejudicial nor preferential. No such common motor
carrier shall charge, demand, collect or receive a greater or less or different
remuneration for the transportation of passengers or property, or for any
service in connection therewith, than the rates, fares, and charges which
have been legally established and filed with the commission; (p. 7)

Also, Section 8 of this Act states that rebates are unlawful. Section 476.7 pertains to
common motor carriers, while section 477.6 pertains to contract carriers. Contract
carriers must also file rates with the MPSC, but these rates are agreed upon between the
shipper and the carrier. A written contract between the shipper and the receiver which
contains the agreed upon rates must be posted and the MPSC has the authority to accept
or reject the rates. Of importance in the acceptance or rejection of contract rates is
Section 7 of Article 3, which states:

Sec. 7. No unfair competition with other motor carriers. No contract motor
carrier shall give or cause to be given or enjoyed undue or unreasonable
advantage or preference to those whom he serves, over the patrons of any
contract motor carrier; or subject the patrons of any contract motor carrier
to any undue or unreasonable discrimination or disadvantage; or by unfair
competition to destroy or impair the service or business of any other
contract motor carrier. (p. 11)

In accordance with the general policy of this Act, this clause gave the MPSC the right to
eliminate excessive competition in the contract carrier segment of the industry.

Once rates are posted, the MPSC may accept, suspect, investigate or reject the
rates. The MPSC as well as the ICC uses the operating ratio (total operating

expenses/gross income) as the basis for determining rates.

A target ratio of 93 has been established by the ICC and embraced by the
Michigan Intrastate Traffic Bureau as the appropriate level. This "rule of
thumb" performance target is considered by the bureau as the standard upon
which to establish rates which on average will provide adequate and
reasonable returns to the carrier at price levels considered fair to the
shipping public. (MPSC, 1979, p. 144)

Route Designation

Along with rate controls, routes to be taken for transporting commodities were also
defined. A general commodity carrier usually has regular route authority which enables
the trucker to haul all commodities but the routes taken are limited, often to the extent
that specific roads and interchanges are designated. Limited common carriers are also
limited in routes to be traveled. Limited carriers may be specified to haul only to

defined areas or may be indirectly limited through the service provided, commodities
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transported or the shippers served. Contract carriers are also limited through the

shippers they serve.
Interstate Regulation

Two years after the MPSC regulated intrastate traffic, the ICC regulated
interstate transportation with the National Motor Carrier Act (MCA) of 1935. The
regulatory philosophy of the ICC closely parallels that of the MPSC. The ICC's intent
was to: (1) control entry procedures and grant authority to motor carriers, (2) monitor
rates and territories served, and (3) govern matters concerning safety. Due to basic
similarities with Michigan Public Act 254 of 1933, a detailed discussion of the MCA of
1935 will not be provided. However, a more in-depth discussion of the current interstate

act and its implications can be found on page 21.

Commodity Exemptions

The authors of the original MPSC and ICC Acts realized that certain
characteristics of agriculture transportation created a need for regulatory exemption of
selected agricultural commodities. Agricultural commodities are often perishable and
thus require quick transportation to market. In addition, the seasonal commodities may
experience wide price fluctuations, creating a need for flexibility of rates and haulers.
During times of peak production, demand for trucking services is large but during off-
seasons, the demand decreases drastically. Enforcing authority to haul specific
commodities to set rates would be detrimental to both the trucking and agriculture
industry. Hence, the ICC and the MPSC both exempted raw agricultural commodities in
hopes of assuring ". .. higher quality services at lower prices in the overall marketing of
farm products, thus contributing to farm income" (Miklius, 1969, p. 2). Specifically, the

MPSC exempted the following items pertaining to agriculture:

Sec. 2. (e) A vehicle used for the transportation of farm products, including
livestock, when transported by others than the owner, from farm to the
market in the raw state, or used for the transportation of milk from the
farm to the milk stations, or trucks owned by a farmer bearing a farm truck
license, when being used by the farmer in hauling farm produce, livestock, or
farm equipment, and supplies for other farmers for remuneration in kind or
in labor, but not for money.

(f) A vehicle used for the transportation of fruits, grain, vegetables, nursery
stock and sugar beets from farm nursery, or orchard to market or for
transferring or reloading the farm produce for other markets either local or
foreign. This subdivision shall not exempt produce in other than the raw
state.
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(g) A vehicle used for occasional accommodative transportation service

including seasonal transportation of perishable commodities even though the

cost of the accommodative service and seasonable transportation of

perishable commodities may be paid by the person accommodated. (p. 14)
In addition, this Act contained a lengthy clause exempting construction materials such as
gravel, stone and sand being transported less than 50 miles to a construction site as well
as exempting pulpwood and logs if being transported less than 100 miles.

The Interstate Commerce Commission created similar exemptions but it is obvious
that major differences also existed. With the exception of livestock and fish, specific
commodities were not mentioned but rather the ICC exempted farmers, cooperatives and

non-manufactured agricultural commodities.

(4a) Motor vehicles controlled and operated by any farmer and used in the
transportation of his agricultural commeodities and products thereof, or in
the transportation of supplies to his farm, or

(4b) Motor vehicles controlled and operated by a cooperative association as
defined in the Agricultural Marketing Act, approved June 15, 1929, as
amended, or

(4c) Motor vehicles used exclusively in carrying livestock, fish (including
shellfish) or agricultural commodities (not including manufactured products
thereof); (Miklius, 1969, p. 2).
The ICC exemptions were wider in scope and thus provided more flexibility in defining
exempt commodities. For example, the MPSC exempts livestock being transported from
farm to market but the ICC exempts livestock transportation in general. Also, the ICC
exempts motor vehicles controlled and operated by an agricultural cooperative while the
MPSC did not exempt cooperatives.

Relatively few major changes had been made concerning agriculture exemptions
between 1933 and 1980. At various times the exempt list was expanded and contracted,
but the initial format was not greatly altered.

The ICC did expand its exempt list in 1955 to include fresh dressed poultry and
frozen poultry in 1956. In addition, frozen fruit and vegetables were declared exempt
from regulation in 1957 but then removed from the exempt list in 1958 (Snitzler and
Byrne, 1958).

Deregulation of the Motor Carrier Industry from 1980 to Present

President Carter declared in his 1979 State of the Union Address that significant
"reregulation" would be imposed on the transportation industry. The Reagan
administration then followed through on Carter's initial push by confronting what was

considered to be a major U.S. problem. Interstate traffic was reregulated in 1980 through
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the Motor Carrier Act of 1980 while the MPSC followed suit and reregulated intrastate
traffic in 1982 (Public Act 399).
Although the MPSC did not deregulate intrastate traffic until two years after the
ICC deregulated interstate carriers, MPSC regulations and changes will be discussed first
since they have major implications for Michigan agriculture transportation. A brief
review of ICC regulations and amendments will then follow.
Intrastate Regulation

The purpose of Public Act 399 differed greatly from the original 1933 Act.
Although the Act kept paragraphs (1), (la), (4) and (5) (see page 17), it added the
following objectives.

Sec. 2.

(c) promote competitive and efficient transportation services

(d) meet the needs of motor carriers, shippers, receivers, and consumers

(e) allow a variety of quality, price and service options to meet changing
market demands and the diverse requirements of the shipping public

(f) allow the most productive use of equipment and energy resources

(g) provide the opportunity for efficient and well managed motor carriers
to earn adequate profits and attract capital

(h) promote intermodal transportation

(j) promote greater participation by minorities in the motor carrier system

(k) provide and maintain service to small communities and small shippers
(MPSC, 1982, p. 2).

It becomes quite apparent when comparing the two Acts that the MPSC had initiated
reforms which promoted "competition" and "fairness."

Barriers to Entry

The MPSC reduced the barriers to entry for obtaining authority to haul goods. A
firm must still show that: (1) the vehicles to be operated will transport goods safely,
(2) that the applicant is fit, willing and able to provide transportation services, and (3)
the proposed service will provide a useful public service (MPSC, 1982). However, the Act
specifies that diversion of revenue or traffic from other carriers is no longer a sole
reason to deny authority. The Act states, "The commission shall not find diversion of
revenue or traffic from an existing motor carrier to be in and of itself inconsistent with
the public interest" (MPSC, 1982, p. 5). In addition, the Act provides guidelines for
existing firms wishing to protest an applicant's authority. These guidelines along with
the commission's stance on competition have reduced entry barriers and provided the

opportunity for firms to enter the intrastate trucking industry.
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Tariff Regulation

The MPSC did not change the law concerning the filing of rates. A firm must file
rates with the MPSC which are made available to the public upon request. The current
Act differs from the past in that a clause has been created which is designed to prevent
excessive and destructive competition through predatory ratemaking (Sec. 476.6).
Predatory rates are defined as rates which fall below a firm's fully allocated cost. Aside
from establishing controls on predatory ratemaking, the commission has constructed the
Act so that rate competition and flexibility are a reality. Specifics of this section

include:

Sec. 7a. (l)...the commission may not investigate, suspend, or revoke any

rate, fare, or charge proposed by a motor carrier on the grounds that the

rate, fare, or charge is unreasonable on the basis that it is too high or too

low if all of the following requirements are met:

(a) The motor carrier notifies the commission that it wishes to have the

rate, fare, or charge considered pursuant to this section.

(b) The rate, fare, or charge is the product of independent action on the

part of the motor carrier proposing the rate, fare, or charge.

(c) The aggregate of increases and reductions in any such rate, fare, or

charge is not more than 10% above or below the rate, fare, or charge, as

adjusted under subsection (3), in effect | year before the effective date of

the proposed rate, fare, or charge. (p. 7)
These additions are important in that they state that rates may be set competitively
through independent action. Also important is the 10 percent zone of reasonableness
which allows a firm to vary rates 10 percent above or below filed tariffs, thus increasing
opportunities for competitive practices. The zone of reasonableness may also be
increased 5 or 10 percent in any given year if the commission feels a need exists. Hence,
increased flexibility of rates is always a possibility.

Contract carriers have also been granted flexibility in ratemaking. Prior to 1982,
the MPSC prescribed minimum rates and fares to be collected by contract carriers. This
This is now only done when the commission feels that the Act has been violated. Thus,
contract carriers have more freedom in negotiating rates with shippers. In addition,
section 477.7 of the 1933 Act has been entirely eliminated (see p. 16 ), an indication

that the MPSC is willing to let competition in the contract carrier segment increase.

Route Designation

A minor change in the 1982 Act concerns the designation of routes. A carrier must
still operate over fixed routes or between fixed terminals, but the carrier is now free to

travel within one mile of the fixed posted route.
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Interstate Transportation

The Motor Carrier Act of 1980 was signed into law in July of 1980. The philosophy
of this Act is similar to MPSC Act 399 in that the intention is to promote competition

within the industry through an increase in rate and service options.

Barriers to Entry

The entry barriers are similar to Michigan's intrastate laws in that an applicant
must show fitness and a need for the proposed service. However, the stringency of other
tests including proof that present service is inadequate have been reduced. In addition,
the fitness test is a judgmental issue and it is apparent that the ICC has lowered
standards for meeting this requirement (Hutchinson, 1980).

Especially important to agriculture are three categories for which the ICC need
only to find the carrier fit, willing and able to provide service. The Motor Carrier Act of
1980 identifies these categories as:

(A) transportation to any community not regularly served by a common
motor carrier of property certified under this section

(B) transportation services which will be a direct substitute for abandoned
rail service to a community not having any rail service and if such
application is filed within 120 days after such abandonment has been
approved by the commission;. . .

(E) transportation by motor vehicles of food and other edible products

(including edible by-products but excluding alcoholic beverages and drugs)

intended for human consumption, agricultural limestone and other soil

conditioners, and agricultural fertilizers if (i) such transportation is provided

with the owner of the motor vehicle, except in any emergency situations;

(p. 253)
Both (A) and (B) are important to agriculture in that they provide the carrier with an
opportunity to serve communities not normally serviced by common carriers or which
have lost rail service, of which the majority of these are small, rural communities. The
importance of (E) arises as a result of industry structure. It provides owner-operators,
who normally work through a common carrier and thus share revenues with the carrier,
greater flexibility in providing their own services independent of the common or contract
carrier. Food and agricultural products are the focus of this section and thus
shipper/receivers and owner-operators dealing with agricultural products may benefit

from lower rates and increased income.
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Tariff Regulation

Ratemaking under the ICC Act is very similar to the MPSC Act. A 10 percent zone
of reasonableness has been incorporated into the Act and the percentage may change
depending on changes in the Producer Price Index (Hutchinson, 1983). The freedom for
firms to increase and decrease rates indicate more competitive practices occurring
including rate-service packages such as discounts and weekend service. Both the
shipper/receiver and the carrier should benefit from the added flexibility.

Route Restrictions and Efficiency

An important change in interstate regulation is the ICC's push for efficiency
through elimination of unreasonable route restrictions. Prior to 1980, many firms were
forced to operate inefficiently through regulatory restrictions. However, the 1980 Act
removed many of the restrictions. The new legislation

...directs the ICC to remove all requirements resulting in circuitous

routings from operating authorities and to process within 120 days any

request by individual motor carriers to: (1) Reasonably broaden the
categories of property authorized by the carrier's certificate of permit.

(2) Authorize transportation to intermediate points. (3) Provide round-trip

authority where one-way authority exists. (4) Eliminate unreasonable or

excessively narrow territorial limitations.  (5) Eliminate any other

unreasonable restriction. (Hutchinson, 1983, p. 16)

In addition, both common carrier and contract carrier operating rights may be held for
the same truck. These provisions are designed to allow the hauler greater route
flexibility in hopes of increasing competition and efficiency.

Other agricultural related changes in the MCA of 1980 include: (1) the increased
freedom given to agriculture cooperatives and (2) the allowance of food transportation
discounts for food or grocery sellers. Farmer cooperatives may now haul up to 25
percent of total tonnage nonfarm and nonmember goods without operating authority.
This represents an increase of 10 percent. Grocery and food sellers who pick up their
own products at the warehouse may now be granted price discounts by the seller if they
are made available to all buyers on a nondiscriminatory basis and the discount is no
greater than the actual cost of transporting the items if they were to be transported in
the seller's truck (Hutchinson, 1983). The use of discounts was created in hopes that
lower costs would be passed on to the consumer. Before the passage of the 1980 Act,

discounts were prohibited.
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Commodity Exemptions

The list of agricultural exemptions has increased for both interstate and intrastate
transportation. Past exemptions have remained unchanged while a few commodities and
products have been added. In addition to the 1933 Act, the MPSC now exempts:

Sec. 2. (m) a vehicle used in the transportation of livestock, poultry feed,

chemicals, pesticides, and fertilizers and movements directly to a farm for

use in agricultural production. ..

(o) a vehicle transporting animal and poultry feed or feed ingredients to a

site of agricultural production or to a business enterprise engaged in the sale

to agricultural producers of goods used in agricultural production. (p. 17)

These additions increase the flexibility of agricultural haulers while providing additional
back-haul opportunities.

Remaining exempt in the ICC Act are those items exempted in 1933 (see page 17 )
while certain products were added to the list. Specifically added was (o) as stated above

and also:

(B) agriculture or horticulture commodities (other than manufactured
products thereof); . . .

(D) cooked or uncooked fish, whether breaded or not, or frozen or fresh
shellfish, or by-products thereof not intended for human consumption, other
than fish or shellfish that have been treated for processing, such as canned,
smoked, pickled, spiced, corn or kippered products;

(E) livestock and poultry feed and agricultural seeds and plants, if such
products (excluding products otherwise exempted under this paragraph) are
transported to a site of agricultural production or to a business enterprise
engaged in the sale of agricultural producers of goods used in agricultural
production; . . . (p. 86)
The Motor Carrier Act of 1980 allows for less strict interpretation on exempt versus
regulated commodities or products. This has resulted in confusion concerning exemptions
but the major thrust of the 1980 act was to increase the number of agricultural

exemptions, creating implications for shippers and receivers as well as carriers.
Administration and Enforcement

Intrastate
The Office of Motor Transportation Affairs (OMTA), an administrative subdivision

of the MPSC, is responsible for enforcing motor carrier regulations for all intrastate
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truck transportation and some interstate transportation. The OMTA enforces vehicle-
driver safety and fitness for interstate motor carrier transportation.

The OMTA consists of four divisions which perform distinct functions of motor
carrier administration and enforcement. Specifically, the four divisions are: (1) The
Authorities and Registration Division, (2) The Financial Analysis and Investigation
Division, (3) The Field Operations (Enforcement) Division, and (4) The Staff Services
Division (MPSC, 1979, p. 16).

The duties of the Registration and Enforcement Division are quite complex. Their
basic responsibilities include carrying out the administrative procedures necessary to
ensure compliance with regulations. For example, this division reviews and processes all
operating applications, schedules and services notice of hearings and issues MPSC plates.

Evaluating posted rates and the financial status of regulated motor carriers is the
responsibility of The Financial Analysis and Investigation Division. This division is
further subdivided into three sections which include The Rates and Tariffs Section, The
Audit Section and The Investigation Section.

The Field Operations Division consists of staff and field personnel who provide
regulatory information to motor carriers and enforce highway motor carrier operations.
The field staff includes the Michigan State Police Motor Carrier Division which patrols
state highways. This division operates weigh stations, inspects vehicles, licenses and
freight bills, and issues citations.

The complexities of motor carrier regulation require a Staff Services Division. The
Staff Services Division assists other divisions by providing research and technical
support. Duties include reviewing current legislation, performing studies and proposing

new legislation.

Interstate
The Interstate Commerce Commission's Office of Compliance and Consumer
Protection (OCCA) is the agency responsible for enforcing the Motor Carrier Act of
1980. With the exception of driver-vehicle fitness and safety which are enforced by
state agencies, the OCCA investigates complaints from drivers, truck owners,
shipper/receivers and the general public concerning noncompliance of ICC rules.

The major enforcement areas of the ICC include:

1. Loss and damage, overcharges, and duplicate payments, etc.
2. Household goods abuse
3. Weight-bumping
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4. Protecting owner-operators against abuses by carriers

5. Shipper/receivers, labor groups and others forcing independent truckers
to accept and pay for loading/unloading services (known as "lumping")

6. Unauthorized transportation and insurance requirements

7. Rate integrity and kickbacks

8. Mergers, consolidation and pooling

9. Antitrust. (98th Congress, p. 38)

The current philosophy of the OCCA is to investigate complaints and not perform
self-initiated investigations. It is felt that a complaint oriented system is necessary

since OCCA staffing levels have been reduced by one-half since 1981 and an additional

18 percent reduction is being projected for 1985 (98th Congress, p. 6).



CHAPTER 4

DEREGULATORY IMPACTS ON THE MOTOR CARRIERS
SERVING AGRICULTURE

Although the Federal Motor Carrier Act of 1980 and Michigan Public Service
Commission Public Act 399 of 1982 added only a few commodities to the exempt list, the
transportation of all agricultural products has been affected through decreases in entry
barriers and also the added flexibility in ratemaking. Due to increased competition,
some firms are hauling more exempt and regulated products while being forced into
competitive ratemaking. Implications are varied across commodity types but it is clear
that very few products are being sheltered from the impacts of deregulation.
Furthermore, regulated carriers are not affected by deregulation in the same manner as
exempt haulers and intrastate haulers are being impacted by deregulation differently

than interstate haulers.

The complicated and dynamic structure of the motor carrier industry suggests that
there are many ways to segment the industry for study. Other studies have also
confronted this problem. A 1979 study reported, "Early in the group's work, it became
apparent that the motor carrier industry is a heterogenous group with many different
segments evidencing different economic characteristic." (MPSC, 1979, P. 126).
Possibilities for segmenting the agricultural motor carrier industry include studying
exempt and regulated carriers, but difficulties arise because the same commodity is
often classified as regulated or exempt depending on the level of processing or
preserving. For example, produce is an exempt commodity when transported in the raw
state and chilled but regulated when frozen. Table 4.l demonstrates the problem in
classifying fruits as strictly exempt or regulated. The same situation holds true for many

other commodities.

26
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Table 4.1

Regulatory Status of Selected Commodities

iCommodity and Degree of Processing

Apples, fresh, unfrozen, peeled, cored, sliced
and dipped in brine solution to retain
freshness

Apple peels and cores ground, but not
otherwise processed

Apples Pomace (substance remaining after
extraction of juice)

Apples, frozen or canned

Blueberries, incidentally frozen while
being maintained in low temperature
storage, allowed to thaw during transport

Blueberries, frozen or canned

Cherries, in sulfer dioxide "brine" to
keep them in fresh state until processed
for marketing, which processing includes
"debrining"

Cherries, frozen or canned

Peaches, pitted and put in cold storage

containers
|

Citrus fruit sections, fresh, cold-packed
or semi-frozen

Citrus fruit sections, frozen

Regulatory Status

exempt
exempt
regulated

regulated

exempt

regulated

exempt

regulated

exempt

exempt

regulated

Source: Can They Do That? ICC, Office of Consumer Protection.

Statistics show that for many commodities, a significant percentage of the total

crop is marketed for processing. Thus, the importance of regulated movement cannot be

overlooked (Table 4.2).
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Table 4.2

Utilization of Selected Michigan Commodities, 1982

Total % Allocated to % Allocated to
Commodity Utilization Fresh Market Processing Market
Rt S i i \
Apples 980 mil. Ibs. 37.2 62.8 |
Tart Cherries 195 mil. lbs. 2.6 97.4 '
Sweet Cherries 51 mil. lbs. 7.8 92.2 i
Peaches 11,000 tons 60.9 39.1 |

Source: Michigan Agricultural Statistics, 1984.

In order to analyze the economic impacts of deregulation on the transportation of
Michigan agricultural commodities and products, the entire agricultural trucking
industry, encompassing all products and commodities, will be examined. The industry
will then be broken down into four commeodity groups which include:

1. bulk commodities (seeds, feeds, grains, etc.)
2. fresh produce
3. processed goods requiring refrigeration (frozen foods including meats and dairy
products)
4, livestock
For each commodity group, five topics will be examined. The topics include:

l. changes in competition
2. rates and costs
3. profitability of motor carrier firms
4. non-price competition
5. small community service
This method of segmentation allows for orderly analysis of both regulated and

exempt freight as well as addressing the competitive characteristics within each group.

Deregulatory Impacts on the Agricultural Trucking
Industry: An Overview
Questionnaires were mailed to 1032 trucking firms identified as potential haulers of
agricultural products. A follow-up questionnaire was then mailed to 267 of the 269
respondents and 112 were returned. The respondents represent a wide variety of carriers
transporting many types of agricultural products. In addition to the mail questionnaires,
15 motor carriers hauling many types of products were interviewed (personal visits and

telephone interviews) to gain insight on issues not addressed in the questionnaire.
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Increased Competition

A large majority of the motor carriers indicated that competition for obtaining
shipments has increased since 1980. Deregulation has relaxed entry barriers and thus
new firms are being granted authority to haul goods and established firms are expanding
operations by hauling a wider variety of commodities and products. For example, the
ICC approved 97 percent of the applications received for new and expanded operating
rights in 1981, compared to 70 percent in 1976 (97th congress, p. 29). New firms account
for the largest increase in competition while out-of-state haulers expanding operations in
Michigan also account for a large share of the increase. Out-of-state carriers outnumber
established Michigan firms due to the difficulty in obtaining intrastate permits.
Although it is easier to obtain all types of authority, interviewed carriers often stated
that it is more difficult to obtain intrastate than interstate authority. Tables 4.3 and 4.4
indicate motor carrier responses to the questionnaire. Unless stated otherwise, all
proceeding tables and figures use data obtained from the questionnaires. Total
respondents in each table vary since all questions were not answered by the same number

of respondents.

Table 4.3

Competition for Obtaining Shipments Since 1980, All Carriers

100
Count Percent O 50
B By batd bt e ed B bood bral kil el
Increased 64 71.9 |ttt#t“tttttttttttttttt#ltttl
Constant 20 22.5 |**ExxkExs
Decreased 5 5.6 %"
Total 29 100,0 |=%=]=%=]=%=|=%=| == | == |=+=| == | == | —+—|

0 50 100
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Table 4.4

Source of Increasing Competition, All Carriers

Count Percent ¢ 50
, st e e e i |
New Firms 28 444 RARAEEE LIRS R T
OQOut-of-State Haulers 23 36.5 | S rxwnmrennnnnn
Private Fleets 19 30.2 | etrrxannnns
Farmers Hauling 13 20.6 |#xxxxnns
Estab. MI Firms 9 14.3 |*xexxx
Railroads 4 6.3 | 5=
Ag.Cooperatives 2 3.2 | *
Other 2 3.2

Total 63 0 50

Rates and Costs
The increased competition throughout the industry has resulted in decreasing or

constant rates. Eighty-two percent of the respondents indicated that the rates they
charge for hauling services have either decreased or remained constant since 1980,
suggesting that on average real rates (rates adjusted for changes in the price level) have
declined. The majority of carriers interviewed said that they have been forced to reduce
rates in response to the increased competition. Similar results have been reported in
other studies. For example, one study concluded that, "Although carriers have not taken
full advantage of the rate setting flexibility now allowed, rates now appear to be set in a
free market environment and substantial reductions from previous levels have been
reported" (Hutchinson, 1983, p. 6).

Table 4.5

Rate Changes Since 1980, All Carriers

Count Percent ¢ 25 50
| == | == | b [ b b b | b | —m | e | = |
Decreased 37 41.6 [ F AR AR R AR TSRS R R R AR R X
Constant 36 40.4 | FF R AR I SRR RE RN R E S
Increased 16 18.0 |$*ssrxxrxraansnns
R B B B e e B B B T

Total &9 100.0 o 25 50
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Profitability

While rates have remained constant or declined, input prices for fuel and equipment
have increased, forcing a decline in profit margins. Forty-nine percent of the carriers
surveyed said that rates have moved closer to costs, implying lower profits for industry

participants. A similar number said that profits have declined since 1980 while very few

carriers reported an increase in profits.

Operating ratios (total operating expenses/gross revenue) have increased for many
carriers., Operating expenses include both variable and fixed costs related to the
transportation function. A decline in the operating ratio over time is an indicator of a
decline in profits but does not provide an absolute measure of profitability. Firms were
asked to give their operating ratios for 1978 through 1984 and results show that more
firms had operating ratios of less than 0.95 in 1978 than in 1984 (see Figure 4.1). The
ICC defines an operating ratio of 0.93 as the level which will provide adequate returns

(see p. 16 ).

» i Operating Ratle

- 0.95 - 1.04
> or = 1.05

Percent of Respondants

Figure 4.1

Operating Ratios of Agricultural Commodity Carriers
1978-1984

The decrease in profit margins has slightly affected the purchasing patterns of

motor carriers, resulting in a greater percentage of old trucks currently being used on
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the highways. Forty percent of the carriers stated that they owned a greater percentage
of new trucks prior to 1980. Only 19.5 percent now own a larger percentage of new
trucks than they did prior to deregulation. Although there are more older trucks
currently being used on the highways, there is currently no indication that the overall
safety level has declined in the transportation industry, based on interviews with truckers
and shipper/receivers. Results from a 1984 Bureau of transportation Planning Study are
less conclusive but provide similar results. "At the present time, data on the specific
question of the impact of trucking deregulation on the overall safety of the industry is
very limited and subject to misinterpretation" (p. 8).

Non-Price Competition

Motor carrier firms are being forced into competitive ratemaking, leading to a
decrease in profits and thus many of these firms are attempting to stabilize or increase

profits through several forms of non-price competition.

Contract hauling involves rate negotiation between the carrier and shipper and

guarantees a service for the shipper and revenues for the carrier. Motor carriers can
perform both contract and common carrier operations and thus have flexibility in
addition to security. As expected, many carriers have increased the amount of contract
hauling. Of the 45 carriers who have changed the amount of contract hauling,
31 reported an increase while only 14 reported a decrease. Similar studies support these
results. A 1983 USDA report stated, "They (contract carriers) are now permitted to
conduct both contract and common carrier operations, thus, the level of competition has
been enhanced within the motor carrier industry” (Hutchinson, 1983, p. v).

Truckload hauling is more competitive than less-than-truckload hauling (see page 13)

and a greater number of firms are increasing their TL operations. Approximately 10
percent more firms said they have increased their TL operations over LTL. Interviewed
carriers often stated that they prefer to haul TL whenever possible due to higher profit

margins and less logistical problems.

Although the ICC and MPSC have both relaxed entry barriers, obtaining intrastate
authority is often more difficult than obtaining ICC authority. Common carriers said
that they could easily and quickly be granted authority from the ICC but difficulties
were encountered when applying for an MPSC permit. Survey results supported their
statements. While 39.7 percent of all carriers indicated that they have expanded into
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interstate markets, only 25.6 percent have increased the amount of hauling within

Michigan. Furthermore, the same percentage have decreased intrastate hauling while

only 15.4 percent reported a decrease in interstate operations. In general, 42 percent of

all carriers said that they are hauling to a wider geographical area.

Table 4.6

Changes in Intrastate Hauling Since 1980, All Carriers

Count Percent 0 25 50
[ oifm [ | o f o] o] s | ] ] i |
No Change 38 48.7 I8*tttttttttt‘*l!ttttttttttt#tt*c**tttt*t

Increase 20 25.6 I-ttttsttttttttt-:tttt
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Table 4.7

Changes in Interstate Hauling Since 1980, All Carriers

Count PercentO 25 50
| == fmtm e | b b | = | b= | | i [ i
NoChange 37 [’,7.# 't.'t*lt*t.tt"ttt*t!tt“t‘tt*ttt*t*tttt
Increase 31 39.7 'l!!‘tt#ttttttl*ltttttttl#ttttt*
Decrease 10 12.8 | #xrxxxxrres
Total 78 99.9 [=#=]=t=| =t | == | =4 | =+= | == | =4= | =+= | =4—|
0 25 50

Truck brokers perform a vital function for carriers and shippers by bringing

together shippers who are in need of transportation services with truckers who are
willing to provide the service and have equipment available (see page 7 ). Eighteen of
78 carriers reported increasing the use of truck brokers while only four carriers have
reduced truck broker services. The increase is likely attributable to the ability of a
truck broker to secure loads in a market which is now very competitive due to
deregulation. Shippers also benefit since a truck broker can compare rates and secure a
load for a shipper at competitive rates.
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Table 4.8

Changes in Truck Brokerage Since 1980, All Carriers

Count Percent 0 50

No Change 56 71.8 |¥**rrrxssrrnssnrsnsnsnsnrrnnss
Increase 18 23.1 lt:g:g:g:;
Decrease 4 3.1 | **

Total 78 100.0
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ICC and MPSC deregulation allows carrier firms to haul a wider variety of
products, both exempt and regulated. Seventeen percent of the carriers now haul more
exempt commodities while 33 percent of all carriers are hauling more regulated goods.
Reasons for increasing regulated hauling are twofold. First, deregulation has relaxed
entry barriers and thus carriers are applying for and receiving authority to haul a wide
variety of products. Second, hauling regulated goods is more profitable than hauling
exempt goods. Although rates have declined for both regulated and exempt movements,
rates for shipping non-exempt products must be posted and thus there is less flexibility in
rate negotiations. A study which compares regulated and exempt traffic in Texas found
that the regulated intrastate rates were generally higher than exempt interstate rates
(Fuller, 1982). A similar situation exists in Michigan.

Trip-leasing has become more popular since deregulation. Trip-leasing is a means
by which an exempt hauler can generate backhauls of regulated products by leasing the
driver and equipment to a regulated carrier. Trip-leasing pertains only to interstate
movements since Article 5, Section 10a of MPSC Public Act 399 states that a vehicle
used by a regulated carrier is to be operated only by employees of the carrier. In
addition, the period of the lease shall not be less than 30 days. These provisions

eliminate the possibility of trip-leasing on intrastate movements.

Small Community Service

Opponents of deregulation claim that without regulation of the motor carrier
industry, rural shipper/receivers will receive either reduced service or service at
predatory rates. Many studies have addressed this problem, often reaching similar

conclusions.
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The issue of the effect of deregulation on nonurban shipper/receivers
has been studied extensively, in many different forms and by many
different groups, agencies, and individuals. The similalrities of the
results are striking, so much that it would be difficult to ascribe all of
the observed effects to economic conditions or other factors. No
matter how the study has been conducted, no matter what its funding
source, no matter how it defines small or rural, and no matter what
jurisdiction is considered, the results are approximately the same.
Deregulation has at most a neutral effect on nonuraban
shipper/receivers and is likely to exert a favorable influence on rates,
service options, and competitiveness of transportation to these areas
(Beilock and Freeman, 1983, p. 80).

The results of this study are similar with results from past research. Motor carriers were
asked to indicate whether they have increased, decreased or provided constant service to
small, rural communities since 1980. Over one-half of the respondents reported that
service has remained constant while approximately an equal number has increased or

decreased service.

Table 4.9

Service Provided to Small Communities, Changes Since 1980,
All Carriers

Count  Percentg 50
—d— | == | md= | = | = | == | —t = | —d= | == | =
Constant 47 52.2 Ittti*ttltttltttltttl* ! ! ! !
Decreased 23 25.6 |**resrxsenns
Increased 20 22.2 |**xxxsnnns
Total 90 100.0 | =+=|=+- | =4=]—+-|-+- | =+- | =+=|=+=|—+- |-
0

Given the results from surveys and personal interviews of shipper/receivers and
motor carriers, this report concludes that although small communities have seen a
decrease in service provided by some carriers, they have also experienced an increase in

service by others and thus in general, the total service provided has remained stable.

Deregulatory Inputs Across Commodity Types

The following section is a detailed analysis of deregulatory impacts on motor
carriers hauling specific commodities. The four commodity groups include bulk

commoeodities, fresh produce, processed foodstuffs requiring refrigeration and livestock.
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Bulk Commodities
Agricultural products and commodities which are non-perishable and normally
transported in truckload shipments are classified as bulk commodities.  This study

specifically addresses grains, fertilizers, seeds and feeds as bulk commodities.

The bulk commodity carrier represents the largest group of respondents to the mail
questionnaire. Of 269 surveyed motor carriers, 111 haul fertilizer, 78 haul grains and 77
transport seeds and feeds. Most bulk carriers haul a combination of bulk goods since
these products do not require specialized equipment and are normally transported in
truckload shipments. For example, of 78 grain haulers, 60 also haul fertilizer and 45 haul
seeds and/or feeds.

Table 4.10

Commodities Hauled by Bulk Carriers

Type of Commodity Hauled

R = Row % Grains Fertilizer Seeds/feeds Total

Grains 78 60 45 78
R  100.0% 76.9% 57.7%

Fertilizer 60 111 50 111
R 54.1% 100.0% 45,0%

Seeds/feeds 45 50 77 77

i R 58.4% 64.9% 100.0%

Total 78 111 77

|

The bulk commodities primarily involve exempt movements. Grains and feeds are
basically exempt from both intrastate and interstate regulation while fertilizers are
exempt on movements directly to a farm within Michigan. Also, agricultural seeds are
exempt on interstate movements. The exempt status of bulk goods allows the carrier to
operate over a wide area and thus most bulk carriers provide both intrastate and
interstate services. Nearly three-fourths of the carriers surveyed provide intrastate
service while also hauling to other states. Although many bulk goods are exempt,
government regulation controls some movements and thus many carriers have MPSC
and/or ICC operating authority. According to the mail survey, an estimated 50 percent

of all carriers have authority to ship regulated goods.
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The majority of bulk carriers who reported their 1984 gross revenue earned less
than one million dollars in 1984. Financial information of the respondents is provided in
Table 4.1L

Table &4.11

1984 Gross Revenues and Operating Ratios of Bulk Commodity Carriers

Column % in Parentheses Commodity Hauled

Grains Fertilizer Seeds/Feeds Total
less than $500,000 14 (43.8) 18  (40.0) 10 (30.3) 42
0.5 - | million 8 (25.0) 13 (28.9) 9 427.3) 30
1 - 2 million 4 (12.5) 3 (6.7) 2 (6.1) 9
2 - 3 million 1 (3.1 4 (8.9) 2 (6.1) 7
3 - 4 million 1 (3.0) 0 (0.0 1 (3.0) 2
4 - 5 million 0 (0.0) 0 (0.0 P (6.1) 2
5 - 10 million 1 (3.1) 3 (6.7) 2 (6.1) 6
10 - 20 million 0 (0.0) 0 (0.0) 0 (0.0) 0
20 - 30 million 0 (0.0 l (2.2) 1 (3.0) 2
30 - 50 million 1 (3.1 1 (2.2) 1 (3.0) 3
50 million 2 (6.3 2 (LY 3 (9.1) 7
Total 32 (100.0) 45 (100.0) 33 (100.1)
Operating Ratio
0.90 6 (25.0) 9 (23.7) 5 (192 20
0.90 - 0.94 7 (29.2) 9 (23.7) 5 (19.2) 21
0.95 - 0.99 3 (125 8 (2L.1) 6 (23.1) 17
1.00 - 1.04 4 (16.7) (6 (15.8) 5 %19.2) 15
1.05 - 1.09 3 (12.5) 4 (10.5) 3 (11.3) 10
.09 L (42 2 63 2 @D 5

Total 24 (100.1) 38 (l100.1) 26 (99.9)
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From analyzing the above information concerning the regulatory status of bulk
commodities it is apparent that the majority of bulk haulers operate in both a regulated
and unregulated environment. Hence, strict assumptions concerning deregulatory
impacts on exempt and regulated carriers cannot be made. This study will focus on the
bulk commodity carrier and analyze changes in operations since 1980, assuming these
changes are a result of both interstate and intrastate deregulation. Emphasis will also be
given to seeds and feeds since these products have recently been exempted from both
intrastate and interstate regulation.

Increased Competition

A significant majority of the bulk commodity carriers stated that competition for
obtaining shipments has increased since 1980. In addition, bulk carriers often stated in
interviews that they are operating in a market oversaturated with carriers. As a result,
obtaining shipments has become increasingly difficult. An estimated 75 percent of all
bulk haulers stated that competition has increased while only 6 percent reported a
decrease in competition. Within each commodity group results are very similar but seed
and feed haulers did suggest a slightly greater increase in competition. These results
are expected since the recent exemption of seeds and feeds decreases the barriers to
entry to haul these products.

Table 4.12

Competition for Obtaining Shipments

R =Row %

Type of Commodity Increase Decrease Constant Total

Grains 22 2 7 k3 |
R 71.0 6.5 22.6 100.1

Fertilizer 29 3 8 40
R 723 y 20.0 100.0

Seeds/Feeds 23 | 6 30
R 76.7 3.3 20.0 100.0

Total 74 6 21

The questionnaire did not ask the carriers to indicate if they are involved in
intrastate hauling from the farm to market (an exempt movement) but interviews with
carriers found that these shipments have probably been minimally affected by
deregulation. Carriers said that this is not a major market of for-hire truckload hauling

since many farmers perform these services using their own equipment.
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Carriers transporting bulk commodities have felt an increase in competition from
several sources. Almost one-half of the carriers said that there are now more firms
hauling exempt goods than prior to deregulation and the most significant source of
increasing competition is from new firms (since 1980) hauling bulk products. On average,
44 percent of all bulk commodity carriers indicated that new firms are entering the

market.

Private fleets also represent a major source of increasing competition, suggested
by 27.8 percent of bulk carriers reporting increased competition from private carriers.
These carriers are exempt from regulation and are hauling their own product to reduce
marketing expenses. An additional reason for explaining the increase in private hauling
was provided from a study of exempt haulers. Although the study occurred in 1969, the

conclusions are relevant today.

-..it may be expected that the agricultural exemption encouraged the
growth of private carriage by providing backhauls of agricultrural
commodities to private carriers. There is some evidence to substantiate
such an expectation (Miklius, 1969, p. 15).

A priori information would suggest that a small percentage of bulk commodities
travel via private carriage. However, research has concluded that, "An estimated 94
percent of feed shipments are intrastate, and 83 percent of that is in private carriage"
(U.S.D.A. Office of Transportation, 1982). The private carriage movements of feed likely

filters into the transportation process of seeds and grains.

Within the bulk commodity classification, haulers of seeds and feeds are
experiencing the greatest increase in competition from new firms. Fifty-two percent of
feed and seed carriers said that new firms are a source of increasing competition,
compared to 338.1 percent for grain and 42.9 percent for haulers of fertilizers.

An important source of increasing competition which was often mentioned in
personal interviews of grain carriers is an increase in farmers hauling their own
commodity. These firms feel that the farmers are not only hauling their own product
but are also performing for-hire services, hauling grain and other commodities (see

page 73 for additional explanation).
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Table 4.13

Sources of Increasing Competition, Bulk Commodity Carriers

R = Row % New Private Non-Mi Estab Rail-
Firms Fleets Hauler Farmer MiFirm roads Ag.Coop Total
Grains 3 6 3 4 4 4 1 32
R 38.1 28.6 14.3 28.6 19.0 10.9 4.8
Fertilizer 8 8 8 6 4 4 1 39
R 42.9 28.6 28.6 214 14.3 14.3 3.6
Seeds/Feeds 12 6 6 4 3 4 | 36
R 52.2 26.1 26.1 17.4 13.0 3.7 4.2
Totals 28 20 17 16 11 2 3
Rates

The exempt status of bulk commodities prior to deregulation suggests that rates
have always been established competitively. Thus, it is hypothesized that although rates
decreased or remained constant in real terms, the change is not as dramatic as for
regulated products. The hypothesis can be supported by examining the responses of bulk
commodity carriers to the survey question concerning rate changes since 1980. Rates
have either decreased or remained constant since 1980 according to approximately 77
percent of the bulk carriers. Although these figures imply there has been a significant
impact on rates, they are not as substantial as reponses from carriers of regulated goods.
For example, 86.6 percent of haulers of meats (a regulated commodity) reported

decreasing or constant rates (see page 56 ).

Table 4.14
Rate Changes Since 1980, Bulk Commodity Carriers

Rates Charged

R = Row % Increased Decreased Constant Total
Grains 6 14 11 31
R 19.4 45,2 39.5 100.1

Fertili 10 17 1340
S R 25.0 42.5 32.5 100.0
Feeds 7 14 9 30
e R 23.3 46.7 30.0 100.0

Total 23 45 33
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Surprisingly, rates for previously exempt seeds and feeds have not changed
significantly in comparison to grains or fertilizers. Even though seeds and feeds were
regulated prior to 1980, the transport rates for these products were low since they are
often transported with exempt grains and fertilizers. Hence, deregulation did not greatly
affect the rates charged for seeds and feeds.

Profitability

The decline in rates charged for transporting bulk commodities directly affects the
profitability of bulk commodity carriers. Profit margins have been historically low for
bulk commodity carriers and the added competition has further decreased these
margins. A decline in profits was reported by approximately one-half of the bulk

commodity carriers.

Although a large number of firms reported a decline in profits since 1980, the
primarily exempt bulk carrier has not been impacted as greatly as the regulated carrier.
Exempt carriers have always operated in a free market and thus they are forced to rely
on non-price competition in order to remain competitive. Thus, many of these carriers
are skilled in utilizing techniques which help to reduce the adverse effects of

deregulation.

Bulk carriers can also survive financially in a competitive market because the
variable costs for the primarily exempt hauler are lower than for the regulated carrier.
A USDA study cited three reasons for lower costs in the exempt segment. First, wage
scales are higher for regulated carriers due to employee unionization. Second, owner-
operators hauling exempt products may accept a lower wage than they would if working
for others. Finally, wages of local drivers are lower than wages for long-haul drivers
(Miklius, 1969).

The above statements are supported by examining rates in relation to costs. On
average, 52.8 percent of the bulk carriers stated that rates have moved closer to costs
since 1980, a percentage nearly identical for carriers transporting regulated meats, dairy
products and frozen foods. However, only 31.8 percent of regulated carriers indicated
that their 1984 operating ratios were less than 0.95, while 46.7 percent of the bulk
carriers had operating ratios below 0.95 (see Figure 4.2). Surprisingly, more bulk carrier
firms have actually experienced a decrease in operating ratios since 1970 (i.e. costs are a

smaller percentage of revenue).



42

Oparating Ratio

< or = 0.94
- 0.85 - 1.04
> or = 1.05

Percent of Respondants

Figure 4.2

Operating Ratios of Bulk Commodity Carriers
1978 - 1984

Equipment purchasing patterns of bulk carries differ from haulers of strictly
exempt goods as well as the industry in general. Bulk carriers indicated that they have
been better able to replace worn out equipment with new tractors and trailers than the
regulated carrier, although the trend is towards an increasing amount of old trucks being
used on the highways. An estimated 33.8 percent of all bulk carriers had more new
trucks prior to 1980, while nearly one-half currently have the same percentage of new
and old trucks in their fleet. Haulers of seeds and feeds differ slightly in that 26.7
percent said their fleet had more old trucks prior to deregulation, compared with 12.9
percent of grain haulers and 15 percent of haulers of fertilizers. The fact that more old
trucks are being operated on the highways indicates that safety standards will need to be
monitored closely in the future. '

Non-Price Competition

Bulk commodity carriers have responded to the increased competition in many
ways. Interviewed firms often stated that they have expanded operations since 1980 and
a variety of methods were discussed. The questionnaire focused closely on operating
changes resulting from deregulation and the results pertaining to deregulation are

presented in Table 4.15.
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Table 4.15
Increased Activities Resulting From Deregulation
Bulk Commodity Carriers
R = Row % Haul
- Haul to Haul More More More More
Wider More Non- Trip Adver- Contract |
Area Exempt Exempt Leasing tising  Hauling Total |
| Grains 6 8 12 11 2 7 56 |
| R 61.5 30.8 46.2 42.3 By 26.9 lr
Fertilizer 10 10 16 11 3 8 58
R 59.4 31.3 50.0 34.4 9.4 25.0
| Seeds/Feeds 19 8 13 11 2 10 63
| ' R 7:3.1 30.8 50.0 42.3 7.7 38.5
; I Totals 45 26 & "33 7 7

The largest increase was reported by over 60 percent of the carriers who stated

that they now haul goods to a wider geographical area. Within the commodity groups

seed and feed haulers ranked highest with over three-fourths indicating that they are now

hauling to a wider area. The majority of this increase is in the form of interstate hauling

for all carriers of bulk products.

A priori information would lead one to expect an increase in the hauling of
regulated goods due to the decrease in entry barriers along with regulated carriers being

somewhat protected from rate competition. Although this is more prevalent in the
produce industry (see page 49 ), there has been an increasing trend of bulk commodity
carriers hauling regulated goods. Specifically, 48.7 percent of the respondents reported
hauling more regulated products, compared with only 31 percent hauling more exempt
goods. The increase in regulated hauling has not led to a decrease in the number of
exempt haulers since most bulk carriers interviewed felt that there are plenty of trucks
available to haul bulk products and competition has definitely increased since 1980.
Rather, the attraction towards regulated hauling is helping to reduce problems associated
with increased competition and severely reduced profits which may otherwise plague this
industry.

Approximately 30 percent of the respondents suggested they have increased

contract hauling and no major difference exists for any specific commodities within the
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bulk carrier classification. The increase in contract hauling is expected in the primarily

exempt market since it guarantees a haul at agreed upon rates.

Small Community Service

In general, the agricultural trucking industry has reported that service to small
communities has remained stable and shipper/receivers support this claim. Conflicting
results were reported by bulk commodity carriers since on average, 29.1 percent reported
decreasing service to small communities while only 18.2 percent said they have increased
service. However, shipper/receivers of bulk products did not suggest that service to
these areas have declined. An explanation for the discrepency can be found by examining
the source of increasing competition. About 22.2 percent of bulk haulers indicated that
farmers represent a major source of increasing competition. This increase negates the
slight decrease in carrier firms providing service and thus the conclusions for small
community service provided by bulk carriers are the same as for the industry in general,

i.e., there has not been a major decrease in service to small communities.

Haulers of Fresh Produce (Excluding Frozen)

Almost one-third of the questionnaire respondents indicated that their firm hauls
produce. These 87 carriers primarily transport fresh fruits and vegetables although they
do not limit their operations to produce. A wide variety of other products such as bulk
products, meats and frozen foods are transported in addition to produce.

Produce haulers indicated gross revenues of up to 10 million dollars with the
majority of carriers reporting a 1984 gross revenue of less than one million dollars.
Operating ratios vary greatly among carriers and less than half of the carriers reported
operating ratios in the profitable range of less than 0.95.

The transportation of fresh fruits and vegetables is unique from other goods in that
a degree of risk is involved for hauling these commodities. Produce is subject to
deterioration if not handled properly and significant losses may result from improper
handling. The losses result from a number of factors and the transportation process is
related to many of these. The point is not to imply neglect on the part of carrier but
rather suggest that risks are involved with hauling fresh produce and this characteristic

differentiates produce from other commodities.
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Table 4.16

Commodities Hauled by Produce Carriers

1984 Gross Revenues and Operating Ratios of Produce Carriers

Gross Revenue (3)

less than 0.5 million
0.5 - | million

1-2 million

2-3 million

3-4 million

4-5 million

5-10 million

greater than 10 million

|
Ingerating Ratio
}less than 0.90
0.90 - 0.94
0.95 - 0.99

.00 - L.O4%

.05 - L09

reater than 1.09

Number

14

VOW—MN&SGOY

Total 3

W N W Lhoeo OO

Total 3

f

Percent of Respondents

35.9
23.1

Fresh produce involves primarily exempt movements for both intrastate and

interstate shipments.

The commodity is usually transported chilled and is thus exempt

from regulation. Fresh produce plays a major role in Michigan farm and supermarket

sales and is therefore an important exempt movement in agriculture.

Total fresh

produce sales accounted for 9.8 percent of supermarket food sales in 1977 and 1l percent

100

Commodity Count Percent
et oo bt boed b e D vd b wd bead bead bodd
Produce 87 100.0 [t ks srsrnssasrasERREERRRRRTRERRERSRL XS
Frozen Foods 45 51.7 | ***srsnssrnsrnnrr s nE
Seeds/Feeds 34 39.1 | Fresrrrrrrnnnnn
Meats 33 37.9 RAEEEE IS LL
Grains 32 36.8 |Frsrsrrrnnnnes
Fertilizers 32 36.8 |Eossrenxrrnnes
Dairy Products 19 21.8 |*xxxxxzxx
Livestock 5 37 | **
R Bt e e B B B e e ey
Total 87 N/A o 50
Table 4.17
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of all cash receipts from Michigan farm marketings in 1982 (Pierson, Allen and
McLaughlin, 1982, and MI Ag. Statisitcs, 1984).

Chilled produce is transported in refrigerated vans called reefers. Reefers can
preserve goods at a variety of temperatures and can therefore handle both frozen and
chilled items. This suggests that carriers are capable of hauling both regulated and
exempt freight and it seems logical that exempt produce haulers will not limit their
operations to hauling strictly exempt goods. In fact, over one-half of the produce haulers
indicated that less than 25 percent of their total traffic moves exempt and only 13.3
percent said that over 75 percent of their traffic involves exempt shipments. In addition,
over three-fourths of all produce carriers transport commodities both interstate and
intrastate and thus the majority of produce carriers operate under ICC and MPSC
guidelines.

Increased Competition

Produce carriers have experienced a relatively small increase in competition due to
the risks involved with hauling produce. Although over three-fourths of the respondents
hauling fruits and vegetables said that competition for obtaining shipments has increased,
1.l percent stated that competition has decreased. This response to "decreased
competition for obtaining shipments" is the second largest of all commodity groups. The
large number reporting an increase in competition are likely to be hauling other products
and are experiencing increased competition in these markets. Personal interviews with
produce haulers provided the best insight on changing competition due to deregulation.
One motor carrier summed up the opinions of many produce haulers by stating that they
would rather not ship food products. This attitude was prevalent among several produce
carriers who feel the risks involved with shipping fresh fruits and vegetables along with
the relaxed entry barriers to hauling regulated goods decrease the attraction for hauling
exempt produce.

In the pre-regulation days before 1980, exempt haulers were boxed in by
an inability to secure Interstate Commerce Commission authority to
haul regulated loads. Now such authority is handed out almost for the
asking so there are more options available to haulers who were formerly
limited to specialization in produce (Hager, 1984, p. 14A).

This issue was also addressed in a 1979 study which outlined possible impacts of

deregulation.
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It is interesting to note, however, that the agriculture industry is
concerned about total deregulation because of a fear that the exempt
carrier now specializing in agricultural commodities may attempt to
compete for more lucrative industrial or commercial traffic, thereby
reducing the trucking available to agriculture (MPSC, 1979, p. 227).
The above statement is directed at the entire agricultural industry but only produce
transportation seems to have been affected in this manner due to perishability and also
because only partial deregulation has occurred. The fact that this phenomena is
currently occurring for produce is reflected in a 1982 study which identified truck
shortages as a major causal factor for produce losses (Pierson, Allen and McLaughlin,

1982).

Table 4.18

Competition for Obtaining Shipments Since 1980
Produce Carriers

Count Percent

it e fromiomcf i st sl oo oo i i
Increased 28 77.8 |tttttttts:ttttttt*tsttta:stt:tt
Constant 4 11.1 |¢eses
Decrease k& 11.1 [sennn
Total 36 | =4=|=4=|=t= | == | == | == | =4— | == | == | =+ |

0 50 100

Although some firms have indicated switching operations away from produce, it
cannot be concluded that there is currently a severe shortage of trucks or that
deregulation has reduced the total number of trucks available to haul produce.
According to shipper/receivers of produce, availability of trucks has always been a
problem, even before deregulation. Increased shortages are very possibly long-term

impacts but the short-run effects of deregulation is an increase in competition.

About 44 percent of the carriers who feel that competition has increased report
new firms to be the major source of competition, followed by private fleets (33.3
percent), out-of-state haulers (29.6 percent) and farmers hauling their own product (29.6
percent). New firms see a potential for profits while out-of-state haulers are using

produce as a means to reduce empty hackhauls.
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Table 4.19

Source of Increasing Competition, Produce Carriers

Count Percent O 25 50
| == | =i | | b | e { e | i | e | b= ke |
New Firms 12 QQ_Q Itttlttttttttttttttttt'tttt*ttlttttt
Private Fleets 3 33.3 |ttttlt“lttttttt‘tttttttt
Non-MI Firms 2 29.6 | Frsrrrarar s sasERRERTES
Farmers 8 29.6 I-l‘ttttttttttttttttttttt
Estab. MI Firms 5 12.5 |YeErRsesREesEnn
Railroads 1 3.7 | Hen
Ag. Coops 1 3.7 |veE
Total 38 T e b T B o Bl e g R e
0 25 50
Rates

A priori information on competition leads to the hypothesis that rates haves been
reduced in real terms. This statement is supported by produce shippers demanding lower
rates and the majority of carriers stating that rates have either declined or remained
constant. Rates haves decreased but the characteristics which differentiate produce
from other commodities limit what otherwise would be a dramatic decrease in rates.
Risks associated with perishability and the high cost of refrigerated vans have kept the
supply of truckers at a workable level and thus the drop in produce rates is small with

respect to other commodities.

Table 4.20

Rates Charged forTransporting Fresh Produce
Changes Since 1980

Count Percent 0 . 25 50
=i b i f b i o i | | |
Decrease 14 38.9 Ittt.'ﬂ#"tt*ttt‘t#‘t!"ttltttl.
Constant lq, 38_9 I.l.l.'ttltt‘!t‘!t!t.tttttt#tttl
Increase 8 22.2 II.***‘***"‘C“#‘
Total 36 100.0 |=4=|=#=|=#=|=4=|=4=|=%=| =4~ | =+= | =4= | =+—]
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Profitability

The profits of fresh produce carriers have declined since 1980 as a result of the

decrease in rates and increases in input prices. Fifty percent of the respondents said
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their profits have declined since 1980 while only 23 percent report increasing profits. The
number reporting an increase is high compared to other types of carriers. Two carriers
who have been able to increase profits consistently since deregulation stated that they
have diversified and reduced the amount of produce hauled, thereby reducing financial
losses. Personal interviews also found that strictly exempt carriers who have not
expanded operations into the regulated market are now suffering from financial
hardships. In 1978, 56 percent of the respondents had an operating ratio of less than
0.95, a level indicative of profits. In 1984, these figures had changed dramatically with
only 45.4 percent reporting an operating ratio of less than 0.95. However, there has been
little change in extremely high ratios (greater than 1.04), suggesting that more firms are

now operating at marginal levels (see Figure 4.3).

Non-PriceCompetition

A major form of non-price competition among produce carriers involves the hauling

of more regulated goods. Associated with hauling more regulated products is carrier

firms hauling to a wider area, of which 74.2 percent stated that they have expanded
geographically since deregulation.
Consistent with the results from all carriers is the increase in interstate over

intrastate hauling. Eighteen of 32 haulers have increased interstate operations while

only 1l are providing more intrastate services. The ICC is more lenient in granting

authority than the MPSC and thus firms are expanding interstate operations.

Trip-leasing has become more lucrative to produce carriers, especially those
hauling primarily exempt products or haulers who cannot obtain authority to haul a wider
variety of regulated goods by leasing their drivers and equipment to motor carriers

holding authority to haul regulated freight.

Contractual agreements provide carriers with a guaranteed rate and is often a

more profitable type of hauling. Hence, many produce carriers are using contracts to

stabilize rates and also reduce risks.
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Table 4.21

Changes in Contract Hauling for Produce Carriers

Count Percent O 25 50
| 4= | == | = | b= | e [ = | b | e | =t b
[ncrease lq‘ 43.8 Ittl‘t.#‘t‘*‘t‘t!lttt*l‘t‘*tt‘ttt*tt
NOChange 11 34.1‘_ It*!t*tltt"t‘ttt‘#***t‘l“'
Decrease 7 21.9 l.tt‘*tt“‘t#‘*tt*
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Figure 4.3
Operating Ratios of Fresh Produce Carriers, 1978-1984

The largest users of truck brokers are motor carriers and shippers transporting
fresh produce. Brokers provide an important service for the produce industry since there
are many haulers attempting to serve a large number of shipper/receivers. Twenty-five
percent of the produce population surveyed currently use the services of a broker. This
figure is well above the 1.7 percent used by all carriers of agricultural products. Three
brokers of fruits and vegetables were interviewed and in general, the answers to
questions concerning operations and changes were similar. Brokers said that they are

frequently negotiating rates and shippers are often able to receive a rate which is lower
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than the initial rate offered by the motor carrier. Although the situation seems to favor
the shipper/receiver, 31.3 percent of surveyed motor carriers are using a truck broker
more often, while only 6.3 percent decreased the use of broker services. This increase
does not necessarily represent an increase in the use of truck brokers to obtain produce
shipments. Interviewed brokers said that although more carriers are using their services,

they are using brokers to obtain more regulated hauls, including food and nonfood

products.
Table 4.22
Changes in Use of Truck Broker Services Since 1980
Produce Carriers
Count Percent 0 50 100
| 4= | —m | =4 | = | b | —bm | b e | e - |
No Change 20 62.5 [#*sErTR R TR E R KRR R A
Increase 10 31.3 |s**sexnernnsn
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Small Community Service

Approximately the same number of carriers have increased service to small
communities as those who have decreased service. Thus, no significant changes in small

community service have occurred for the produce industry.

Table %.23

Service Provided to Small Communities
Changes Since 1980, Produce Carriers

50

Count Percent 0 25
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Motor Carriers Transporting Frozen Foods, Meats and Dairy Products

Food products which have been processed and/or frozen are normally classified as

50



52

non-exempt with a few exceptions (see page 22). Thus, the majority of carriers
transporting regulated goods are regulated by the ICC and/or MPSC. The regulatory
status of these carriers along with the perishability factor of the products hauled are the
major characteristics which groups the processed food carriers into a special segment for
study.

Motor carriers transporting processed foodstuffs such as dairy products (excluding
raw milk), meats and frozen foods make up a small percentage of the surveyed carriers
but they still play a major role in the agricultural trucking industry. Frozen food sales
represent a significant portion of total supermarket sales, accounting for 8.l percent of
1977 supermarket sales (Pierson, 1982). Dairy products and fresh meats are also
important and accounted for 10.8 percent and 12 percent of 1977 supermarket sales,
respectively (Pierson, 1982). Questionnaire responses indicated that of 269 agricultural
motor carriers, 55 haul frozen foods while 48 haul meats and 29 are carriers of dairy
products. Of course, significant overlap occurs (including the hauling of other food and

nonfood items) as indicated by Table 4.24.
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Table 4.24

Commodities Hauled, Carriers of Frozen Food
Meat and Dairy Products

R =Row % Frozen Dairy  Pro- Fertil- Seeds Live-
Foods Meat Prod. duce Grain izer & Feeds stock
Frozen 55 39 14 45 12 18 19 3
Foods R 100.0 70.9 25.4 81.8 21.8 32.7 34,5 5.5
Meats 39 48 16 33 12 17 20 4
R 8l.2 100.0 33.3 68.7 25.0 35.4 41.7 8.3
Dairy
Products 14 16 29 19 5 5 9 0
R 48.3 55.2 100.0 65.5 17.2 172 31.0 0.0
Totals: Frozen food carriers = 55

Meat carriers = 39
Dairy Product carriers = 14

As expected, the 1984 gross revenues varied greatly for the regulated carriers,
ranging up to 50 million dollars. The majority of all carriers had revenues of less than
three million dollars in 1984 and one carrier had a 1984 gross revenue between 30 and 50
million dollars. According to 1984 operating ratios, many of the firms surveyed had
operating ratios in the 'unprofitable' range (greater than 0.94). In fact, for all the
carriers, the range of 0.95 to 0.99 was checked most frequently.

Increased Competition

The frozen food and meat industry have been impacted by deregulation primarily
through the decrease in entry barriers in the regulated segment. The regulated haul is

more attractive to motor carriers since posted rates provide some insurance of profit.

Almost 60 percent of dairy, meat and frozen food haulers reported an increase in
competition for obtaining shipments since 1980. This increase is substantial but it
represents the smallest increase of all commodity groups. In addition, the 12.5 percent

who feel that competition has decreased represents the largest decrease of all groups.
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Table 4.25

of Frozen Foods, Meats and Dairy Products

Column % in Parentheses

Gross Revenue

0.5 million
0.5 - 1 million
| - 2 million
2 - 3 million
3 - 4 million
4 - 5 million
5 - 10 million
10 - 15 million
15 million

Total

Operating Ratio

0.90
0.90 - 0.94
0.95 - 0.99
1.00 - L.04
1.05 - 1.09

1.09

‘Total

o = W = N W = \nn F
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Frozen
Foods
(18.2)
(22.7)
(4.5)
(22.7)
(9.1)
(4.5)
(13.6)
(4.5)
(0.0)

(100.0)

(25.0)
(10.0)
(45.0)
(10.0)

(0.0)
(10.0)

(100.0)

Commodity

[
o O —~ O O N F & N W

_— = = g W N

11

Dairy

Products

(25.0)
(10.0)
(30.0)
(20.0)
)10.0)
(0.0)
(0.0)
(5.0)
(0.0)

(100.0)

(18.2)
(27.3)
(27.3)
(9.1
(9.1)
(9.1)

(100.0)

—_— = ) = = W = =

19

N O N N N W

23

Meats Total
(21.1) 13
(21.1) 11
(5.3) 8
(15.8) 12
(5.3) 5
(5.3) 2
(15.8) 6
(5.3) 3
(5.3) 1
(100.0)
(21.7) 12
30.4) 12
(30.4) 19
(8.7) 5
(0.0) 1
(8.7) 5
(100.0)
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Table 4.26

Competition for Obtaining Shipments, Carriers of Frozen Foods,
Meats and Dairy Products

R = Row % Increase Decrease Constant Total
Frozen Foods 14 2 2 18
R 77.8 1151 El.d 100.0
Meats 9 2 4 L5
& R 60.0 13.3 26.7 100.0
Dairy Products 3 1 4 8
i R 37.5 12.5 50.0 100.0
Total 26 5 10

It is apparent that many firms (including exempt and regulated carriers) are obtaining
authority to haul a wider variety of non-exempt goods but only a fraction are hauling the
perishable regulated goods. Many carriers who were hauling fresh produce prior to 1980
have definitely expanded into the regulated market; however, new firms are not entering
the refrigerated hauling market at the same rate as for other products. Interviews with
common carriers supported this hypothesis. Carriers felt that the high cost of reefer
equipment prevents a large influx of new firms. Firms who owned reefer units prior to
1980 are simply expanding operations in order to utilize equipment more efficiently.
There is an attraction to haul regulated goods but perishability of the product and high
equipment costs for transporting perishable goods prevent a large number of firms from
entering this market. The attraction is primarily for established firms who have the
necessary equipment (such as haulers of chilled products) and wish to operate in a
regulated environment.

An additional factor which should be considered is that a reefer van may serve the
same purpose as a dry van. In other words, the cooling unit can be turned off and this
versatility allows operators of reefer vans to haul a wide variety of goods. One carrier

stated that the flexibility allows him to remain profitable.

Other important sources of increasing competition are established out-of-state
haulers and private fleets. Out-of-state haulers have increased due to reasons mentioned
above and also the ease in obtaining ICC authority. Private fleets have always played a

major role in transporting processed food products and the initiation of food
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transportation discounts for food or grocery sellers has increased the use of private
fleets (see page 22 ).

Table 4.27

Sources of Increasing Competition, Carriers of Frozen Foods,
Meats and Dairy Products

Estab
Non-Mi New Private MI Rail-
Firms Firms Fleets Firms Farmer Roads Total
Frozen
Foods 9 6 7 1 2 0 25
R 64.3 42.9 50.0 | 14.3 0.0
Meats 4 5 4 1 0 0 14
R 44.4 55.6 b4.4 111 0.0 0.0
Dairy
Products 1 3 0 0 0 0 4
R 33.3 100.0 0.0 0.0 0.0 0.0
Totals 14 14 11 2 2 0
Rates

Motor carriers transporting meats, frozen foods or dairy products have been forced
to reduce rates in response to increasing competition. Approximately 43 percent
reported that rates have declined since 1980, 43 percent said that rates have remained
constant while only 14 percent have increased rates. The characteristics of perishability
which reduces some of the incentives to haul these foods do not outweigh the attraction
to haul regulated goods and thus many carriers have been forced to decrease rates in

response to the impacts of deregulation.

Table 4.28

Rate Changes Since 1980, Carriers of Frozen Foods,
Meats and Dairy Products

R =Row % Decrease Constant Increase Total
Frozen Foods 9 6 3 18
R 50.0 33.3 16.7 100.0
Meats 8 5 2 15
R 53.3 333 13.3 99.9
Dairy Products 2 5 1 8
R 25.0 62.5 2.5 100.0

Total 19 16 6
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Profitability

Changes in competition and rates has led to a decrease in profits for many
carriers. Almost one-half of the motor carriers have experienced declining profits since
1980, while 28 percent said that their profits have remained stable. Those reporting an
increase in profits are likely expanding operations into the more profitable types of

regulated hauling such as the transportation of nonfood items.

As expected, the number of respondents reporting operating ratios of less than 0.95
have decreased since 1980. Many firms are now reporting operating ratios within the
range of 0.95 to 1.04, suggesting that revenues are declining relative to expenses (see
Figure 4.4).

Non-Price Competition

Firms are attempting to maintain profits by expanding operations into new
markets. Although the carriers of refrigerated goods are somewhat limited due to
equipment constraints, many are diversifying in order to create revenues from other
sources. The attitudes of the ICC and MPSC which now favor competition has allowed
the carriers to apply for and receive operating authorities for a wider variety of food and
nonfood items

Diversification is being achieved in many ways including hauling to a wider area,

hauling more non-exempt goods, and increased use of trip-leasing. Hauling more exempt

products and contract hauling have also been increased significantly.

Compared with other commodity types discussed in this report, the regulated
carrier is making the greatest effort to haul more non-exempt goods and also serve a
wider area. The fact that a reefer van can serve a dual purpose gives the owner of
refrigerated vans a comparative advantage over carriers who own dry vans. Both
regulatory and equipment barriers exist for hauling regulated goods but equipment
barriers for hauling dry goods are less prevalent.

Motor carrier firms who are serving a wider geographical area are providing the
additional services to interstate markets. Over 68 percent of the carriers have increased

interstate hauling while only 19 percent have expanded their intrastate services.

Trip-leasing is being increased for interstate hauls. The major benefit of trip-
leasing is for an exempt hauler to secure revenues from loaded backhauls by leasing out

his equipment and driver to a regulated carrier. Regulated carriers are also increasing
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the amount of trip-leasing, however, the reasons are not clear. Information gathered
from personal interviews further complicated the problem since carriers often said that

“T Operating Ratlo
[ < or = 0,94
30+ - 0.93 - 1.04

> or = 1,05

Percent of Respondents

Figure 4.4
Operating Ratios of Refrigerated Food Carriers
1978 - 1984

they no longer need to rely on trip-leasing to haul goods for which they have no authority
since the authority can easily be obtained. It is possible that regulated carriers who are
trip-leasing more frequently are doing so in order to avoid ICC and MPSC application
fees. Also, more trip-leasing services are being offered since more firms now have
authority to haul a wider variety of products.

Exempt hauling has less potential for profits than regulated hauling but many
regulated food carriers stated that they are hauling exempt products more frequently.
First have become aware of the competitive situation in the industry and are hauling a

wider variety of all goods to prevent empty backhauls.
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Table 4.29

Increased Activities Since 1980, Haulers of Frozen Foods,
Meats and Dairy Products

Haul
R - Row % R Haul to More More Haul
Wider Non- Trip- More More
Area Exempt Leasing Exempt Contracts Total
Frozen Foods 12 12 ¥ 3 6 40
R 70.6 70.6 41.2 17.6 35.3
Meats 10 9 6 3 5 34
R 76.9 69.2 46.2 23.1 38.5
Dairy Products 4 5 3 2 1 15
R 66.7 83.3 50.0 33.3 26.7
Totals 26 26 16 8 12

Many of the regulated common carriers are large firms employing union labor. In a
competitive industry such as the agricultural trucking industry, variable costs need to be
maintained at a reasonable level in order to earn adequate profits and remain
competitive. A 1983 Congressional report stated that the average wage for Teamster
Union members was $12.74 compared to $8.60 per hour for non-union trucking
employees. The report concluded that, "Increased competition from non-teamster
entrants into the general freight sector of the trucking industry has caused Teamsters to
lose a substantial share of the truckload market" (97th Congress, p. 32). Furthermore, a
recent study reported that only 29 firms will bargain with their labor unions in 1985, down
from 286 in 1982. The study linked trucking deregulation to much of this decline.

Behind this exodus, says experts, are new competitive pressures to cut
costs and improve productivity to stay in business. Trucking
deregulation, ..., are among the forces at work (US News and World
Report, 1984, p. 85.

Livestock Haulers

The questionnaire identified 30 of 269 motor carriers as livestock haulers. These
carriers are primarily hauling only livestock although approximately one-third indicated
that they also haul bulk products. Some also haul produce and very few livestock carriers
haul processed foods.
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Table 4.30

Commodities Hauled by Livestock Carriers

Count Percent g 50
| I bl be i bt Pt b bt beed boed e sy
Livestock 30 100.0 [ Rk E AR E XA A TSR RSN
Grains 10 33.3 |#rrrrrasexrnns
Fertilizer 10 33.3 RAAAEEAZ AL L
Seeds/Feeds 8 26.7 |s*xrssrrns
Produce 5 16.7 |*xxxss
Meats 3 13.3 | #exnx
Frozen Foods 3 10.0 |#e*x
Dairy Products 0 0.0 |
Forst A [ttt b e [ |
o} 50

Livestock carriers are basically small firms. Almost 90 percent of the carriers who
reported their 1984 gross revenue earned less than $500,000 and no carriers reported
revenues of three million dollars. Although gross revenues are small, the firms seem to
be profitable. Two-thirds of the respondents indicated that their firm had a 1984
operating ratio of less than 0.95.

The regulatory status for livestock was not changed for either interstate or
intrastate transportation. Livestock is exempt on intrastate movements from the farm
to the market and exempt for all interstate movements. Most other types of agricultural
commodities have been affected by deregulation through the decrease in entry barriers,
the deregulation of the specific commodity, or both. Movements of livestock have been
unaffected by changes in regulatory status and minimally affected by the decrese in
entry barriers. The very specialized equipment required to haul livestock reduces the
possibilibies for a livestock carrier to haul other commodities while carriers of other
goods cannot enter the livestock shipping industry due to equipment limitations.
Furthermore, livestock hauling involves empty backhauls, reducing incentives for new

participants to enter the industry.

Increased Competition

Thirty livestock haulers were surveyed and three other carriers were interviewed to
gain further insight on the livestock trucking industry. Interviewed carriers felt that
deregulation has not greatly affected competition in the industry, stating that they are
experiencing some additional competition but the increase is slight. Only 38.5 percent




stated that competition has increased (lowest of all commodity groups) and over one-half

said that competition has remained stable. Those reporting an increase in competition

Table 4.31

1984 Gross Revenues and Operating Ratios of Livestock Carriers

Gross Revnue (3) Number Percent of Respondents
0.5 million 13 86.7
0.5 - | million 1 6.7
1 - 2 million 0 0.0
2 - 3 million 1 6.7
3 million 0 0.0
Total 15 100.1
Operating Ratio
0.90 3 33.3
0.90 - 0.94 3 33.3
0.95 - 0.99 2 22,2
1.00 - 1.04 0 0.0
1.05 - 1.09 | 11.1
1.09 0 0.0
Total 9

are not necessarily attributing the increase to deregulation. Very few carriers reported
new or established firms expanding operations to be a source of increasing competition.
Rather, the carrier often stated in interviews that they are feeling increased pressure
from farmers hauling their own product. The carriers suggested that the farmers have a
competitive advantage since they can haul livestock without having to pay for
commercial plates. Although farmers are exempt from regulation when hauling their
own stock from farm to market, they may only provide transporttion services for other
farmers if remunerated in kind or in labor, but not for money (see page 17 ). Carriers
feel that for-hire services are being provided by the farmer, resulting in increasing
competition for hauling livestock from the farm to market (see page 17 for a detailed
explanation of this enforcement issue).
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Rates

A priori information suggests that rates have not decreased significantly. Of 13
livestock haulers who answered the question concerning rates, eight said that rates have
remained constant, while two and three said rates increased and decreased respectively.
Thus, it can be concluded that rates for hauling livestock have held steady since 1980,
suggesting a decline in real rates. This decline is partially attributable to deregulation
but the majority of carriers feel that (1) the decline is due to the recession which plagued
Michigan in the early 1980s , or (2) a distinction between deregulatory and recessionary

impacts cannot be made.

Profitability

- Profits have remained stable since 1980 for the majority of livestock carriers. Only
11 of 30 carriers reported decreasing profits (the smallest of all commodity groups) while
two carriers have increased profits. Operating ratios strongly support these results. The
same number of carriers had operating ratios of less than 0.95 in 1980 as 1984, and this
also holds true for the ranges of 0.95 to .04 and greater than 1.04%. These figures suggest

that incomes have remained stable (see Figure 4.5).

Summary of Deregulatory Impacts on Livestock Carriers
The analysis of competition, rates and profitability indicate that the livestock
industry has not been impacted significantly be deregulation. Problems concerning
availability of trucks (see page 69 ) and unfair competition do exist but they are not a

direct result of deregulation.
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CHAPTER 5

DEREGULATORY IMPACTS ON THE SHIPPER/RECEIVER
OF AGRICULTURAL PRODUCTS

The deregulatory acts of 1980 (ICC) and 1982 (MPSC) not only affected the motor
carrier industry but have also impacted many other food and agricultural industries by
changing the transportation structure of food and agricultural products. Users of
trucking services were interviewed in order to further determine the impacts of motor
carrier deregulation on the agricultural transportation industry. Twenty-seven
interviews (personal and telephone) were conducted of shipper/receivers dealing with a
wide variety of products including exempt and regulated goods.

Table 5.1

Summary of Shipper/Receiver Interviews

Commodity Handled Number of Firms Interviewed

Frozen or processed produce
Fresh produce

Bulk commodities and products
Meat and meat products
Livestock

ooy & O

N
~

Total

Three major categories were discussed including rates paid for trucking services
and how these rates are negotiated, the quality of services provided by the motor carrier
and opinions of the current regulatory situation along with recommendations to improve
the performance of the Michigan-based trucking industry serving agriculture.
Performance recommendations are discussed in Chapter 6.

Responses of interviewed shipper/receivers were often similar and in general the
users of trucking services stated that transportation rates haves remained constant or
decreased since 1980 without a severe decline in service quality. The majority of users
feel that deregulation has been good for the agricultural transportation industry.

However, participants involved with specialized segments of the industry did indicate

64
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that results were varied across commeodity types due to differences in structure and
competition.
Rates

In response to the question concerning rates and how they have changed since 1980,
8 respondents indicated that rates have decreased, 15 felt that rates have remained
constant while 4 suggested that the rates paid for trucking services have increased. The
shippers/receivers reporting an increase in rates are shipping livestock and this implies
that livestock hauling is a less competitive segment of the agricultural trucking industry
due to specialized equipment and limited backhaul opportunities. In general, shipping
rates haves either decreased or remained stable in nominal terms but have definitely
declined in real terms. A trend was apparent across commodity types which indicates
that haulers of bulk products such as grains, seeds and feeds have decreased rates while
rates for hauling regulated goods have remained stable. Within the bulk commodities
classification seeds and feeds have experienced a greater decline in rates than grains and
other previously exempt products. This is likely attributable to the recent exemption of
seeds and feed ingredients from regulation which has created competitive ratemaking
while processed and frozen goods are still somewhat protected by regulated tariffs.
However, a rate decrease in real terms for regulated products suggests that competition

has also increased in the regulated segment.

Flexibility in setting and negotiating rates was an objective of the ICC and MPSC
Acts and it is apparent that rates are now flexible and are often being negotiated
between the carrier and shipper. Although several shippers of regulated products stated
that their carriers do follow posted tariffs, other shippers indicated that rates are often
negotiated. Rates are often negotiated on a truckload basis for the less perishable
products such as grains and feeds. This is also the case for the less perishable vegetables
but the shipper/receivers of perishable fruits indicated that they normally know what
rates will be paid for a load prior to arranging services. According to produce shippers,
the haulers of fresh produce are aware of the rates which must be charged in order to
receive a shipment and are consistent in charging these rates. Produce carriers did
indicate that shipper/receivers are attempting to negotiate lower rates (see page 48)
but shipper/receivers indicated that rates are predetermined and are currently at an
adequate level.
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Service

A major concern of the proponents of deregulation was that service quality would
deteriorate if trucking firms were allowed to charge competitive rates and provide
unregulated service. Shipper/receivers were asked to comment on the quality of services
received. Questions concerning service quality included asking the shipper/receiver to
state in general terms the quality of service received and also discussed were specifics
concerning service. These specifics included (1) availability of trucks, (2) reliability of

service, and (3) trucking firms' willingness to service out-of-the-way markets.

Service Quality in General

None of the 27 shippers interviewed said that the service they currently receive is
of poor quality and only 3 firms indicated that overall service quality has decreased since
1980. The remainder of the firms indicated that the service they receive is either equal
to the prederegulatory situation or improved. The shipper/receivers often attributed
high quality service to using the same carriers for hauling their product, thus giving
repeat service to quality carriers.

Two firms which suggested that service quality has decreased were shippers of bulk
commodities who said that although quality has diminished slightly, the opportunity to
choose from a wider variety of carriers negates the few added problems associated with
deregulation. On the other hand, one carrier shipping a wide variety of processed food
items did indicate that deregulation has created difficulties in arranging transportation
services. Although there is now a wider selection of carriers to choose from, this firm
has lost some control of the regulated carrier due to the size of their operation. Over
130 regular common carriers are used and thus it is difficult to control the transportation
functions provided by the carriers. The interviewee felt that the firm is representtive of
other large, low margin food distributors and thus it is probable that other firms of

similar size and nature are experiencing the same difficulties.

Availability of Trucks

The seasonal nature of agricultural production is perhaps the greatest factor in
determining the availability of trucks for hauling agricultural commodities. This

characteristic along with other competitive characteristics which differ among market
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segments led to a wide variety of responses to this question. Thus, responses will be
outlined according to commodity types.
Bulk Commodities

Shipper/receivers transporting non-perishable products in truckload shipments have
benefited from deregulation. Firms indicated that plenty of trucking services are
available and this represents an increase from 1980. Several firms did indicate that
during peak shipment periods, it is difficult to obtain a carrier but this has always been a
problem. Actually, the problem has decreased now that seeds and feed ingredients can
be backhauled exempt to an agricultural business and chemicals and fertilizers are
exempt on movements directly to a farm. Also, the new trucking firms now offering
services are often willing to provide quality service to the shipper.

Fresh Fruits and Vegetables

Firms shipping or receiving fresh produce have indicated that some difficulty does
exist in obtaining trucks to haul their product. Although this is not a major problem
during the off-season, it becomes quite critical during periods of peak demand for
trucking services. Several produce shippers stated that the problem stems from the need
to ship products in less-than-truckload shipments. Few carriers are willing to haul LTL if
truckload opportunities exist due to the complexities involved with LTL transportation.
In order for a trucker to efficiently handle LTL shipments, the firm must be able to
combine small freight shipments in a manner that produces maximum efficiency.
Difficulties in LTL hauling were outlined in a 1979 study which indicated that TL
shipments averaged $234 per shipment in gross revenue, while LTL shipments averaged
$43 per shipment (MPSC, 1979). From these figures it can be concluded that LTL
transportation is more costly than TL hauling and thus the nature of the industry dictates
that it may be difficult for shipper/receivers to obtain LTL shipments. In addition, the
perishability factor of transporting fresh produce reduces the incentives to haul fruits
and vegetables. It is doubtful that these problems are compounded by deregulation since
trucking firms have indicated an increase in LTL services while shipper/receivers

suggested that service availability has always been a problem.

Fruit and vegetable shippers are reducing problems associated with LTL
transportation by using truck brokers to arrange services and also using the same carrier
repeatedly once adequate service is provided. The brokers bring together truckers

looking for a load and shippers needing trucking services. The use of the broker does not
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neéessarily reduce rate negotiation between the shipper/receiver and trucker and also
allows the shipper to choose a trucker who has provided satisfactory service in the past.
This provides the shipper/receiver with added flexibility since services can also be
arranged through direct contact with the carrier. Using a carrier that has provided
satisfactory service in the past is a common practice and one shipper stated that a
carrier who will consistently handle LTL shipments will also be given priority on TL
shipments. Therefore, even with a low availability of trucks, shipper/receivers are

searching for quality service and low rates.

Although fruit and vegetable firms expressed satisfaction with transportation
services, truck brokers and motor carriers have indicated that in the long run, the
produce industry will feel adverse effects of deregulation. Truckers and brokers claim
that shippers are demanding high quality service while paying minimum rates. Although
carriers are currently meeting these demands, they will not survive due to their charging
rates below operating costs. When deregulatory impacts are completely absorbed into
the industry, the supply and demand of trucking services may lead to produce shippers

paying high rates.

Processed Food Products

An increase in the number of trucking firms hauling regulated products along with
more firms in the industry have benefited the shipper/receiver of regulated products.
Shippers of processed goods (canned produce, dairy products, frozen foods, meats, etc.)
have indicated that there are now more firms willing to provide satisfactory service at
low rates. Problems which characterize LTL transportation are apparent for shippers of
processed food products but firms involved with LTL shipments say that deregulation has
not complicated the situation and has more likely reduced problems of LTL
transportation. Meat packers stated that it has always been easy to obtain trucking
services, while shippers of frozen fruits and vegetables suggested that more trucks are
needed during periods of peak demand. However, plenty of trucks are available at other
times of the year and it can be concluded that deregulation has resulted in an increased
number of trucking firms. Thus, the problems of obtaining trucking services during high

demand periods has been slightly reduced.
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Livestock

The specialized nature of livestock hauling limits the number of trucks available to
haul livestock. Backhaul opportunities are often non-existent since livestock trucks are
not designed to haul other types of commodities or products. Although the majority of
livestock shipper/receivers indicated that it is often difficult to arrange trucking
services, deregulation has not compounded the problem. Research conducted prior to
deregulation found that 47 percent of all livestock handlers had dif ficulties in obtaining
for-hire trucking services (Hoffman, Boles and Hutchinson, 1975). In addition, the large
shipper/receivers experienced more difficulty than smaller firms, a trend supported by
personal interviews. This is likely attributable to small firms hauling livestock with their
own equipment. Shippers may currently be benefiting through more farmers hauling their
own product. One shipper estimated that up to 40 percent of all livestock transported
from farm to slaughter are being transported by farmers. Even with the increase in
farmer hauling, it seems reasonable to conclude that the demand for livestock haulers is
greater than supply, especially during peak periods of livestock movement. Also,
deregulation has not significantly compounded or reduced the problem since there has

been no significant change in the number of livestock haulers since 1980.

Service Reliability

Shippers were asked if the service they receive for transporting agricultural
products is reliable in terms of pick-up and delivery of the product. Across all
commodity groups, firms indicated there were few problems in obtaining reliable service
and often attributed this to using carriers which consistently provide adequate service.
A few problems with prompt pick-up and delivery exist for livestock and LTL movements
but the shippers suggested that delays are often a result of the shipper or receiver not
moving trucks in and out of terminals at an adequate pace. Hence, the trucker is not
solely responsible for slow service. Also noted by shipper/receivers is the increasing
professionalism among motor carriers. A decline in the number of individual owner-
operators and a corresponding increase in the variety of services being offered by
trucking firms has implications for shipper/receivers in that professional services are
being offered to the customer. For example, an owner-operator does not have the
resources to provide alternative transportation if a vehicle in transit breaks down.
However, a carrier with several trucks can assure the shipper that a product will reach

its destination with minimal delay even if a vehicle malfunctions since other trucks can
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provide substitute service. of course, there are still a number of trucking firms
providing non-reliable service but overall, shipper/receivers of all commodities are
satisfied with the reliability of available trucking services.

Small Community Service

A major question surrounding regulatory reform concerns the plight of the small
community shipper/receiver. Prior to deregulation, regulated trucking firms were
required to serve all shipper/receivers along a designated route, guaranteeing service at
nondiscriminatory rates to shipper/receivers located in rural areas. Deregulation
reduced this guarantee and proponents of deregulation are concermned that
shipper/receivers located in small communities will receive discriminatory service. Thus,
a major regulatory debate centers on how severely the small shipper has been affected by
deregulation. Finding an answer to this question is especially important to agriculture

transportation since agriculture is based in small, rural communities.

Surprisingly, there do not seem to be any serious negative impacts of deregulation
on the shipper/receivers located in small communities. Only one firm which ships
processed food products said it is difficult to ship to terminals not located near a major
highway or metropolitan area. In addition, the shipper stated that this has always been a
problem and it is related to the nature of the business and not regulatory reform. All
other firms interviewed strongly denied any difficulties in shipping to small communities.
The structure of agricultural production suggests that difficulties associated with small

community service should not be a problem. Results of other studies have been similar.

Service to these S/R's has been satisfactory historically in spite of,
rather than because of, regulatory constraints. The success of exempt
interstate trucking of unprocessed agricultural goods is frequently
pointed to as verification of this thesis (Johnson and Lauth). In addition,
with greater flexibilities with regard to backhauling, routes, entry and
exit, etc., the aggregate supply of trucking services shifts outward.
Therefore, while small and rural S/R may receive a smaller share of all
trucking services, they may still enjoy absolute gains (Beilock and
Freeman, 1984, p. 92).

This report concludes that it is the opinion among the vast majority of
shipper/receivers located in small communities that deregulation has not adversely

affected the ability to obtain trucking services and has in fact benefited their operation.



CHAPTER 6

SUMMARY AND RECOMMENDATIONS FOR IMPROVING THE
PERFORMANCE OF THE MOTOR CARRIER INDUSTRY

Summary

Deregulation of the motor carrier industry has impacted both motor carriers and
shipper/receivers of agricultural products. Although the nature of the impacts are
similar the magnitudes differ depending on the type of commodity being transported.
The four major commodity groups examined in this study are bulk commodities, fresh
produce, processed foodstuffs (meats, frozen foods, dairy products) and livestock. There
are also four competitive characteristics which alter the magnitude of the deregulatory

impacts. These factors include:

l.  the regulatory status of the commodity or product, i.e. classified as
regulated or exempt,

2. the perishability of the commodity,
3. the need for specialized equipment,

4. the frequency of truckload and less-than truckload shipments.

Deregulation has increased the supply of trucking services due to ease of entry and
added flexibility in arranging backhauls. Furthermore, motor carriers are now hauling a
wider variety of products on all movements. The increased supply of service puts
downward pressure on rates, resulting in lower profits for most motor carriers. The
lower profits have reduced the demand for new equipment but it is currently unclear if
safety will deteriorate in the long-run.

In summary, the impacts of motor carrier deregulation on the agricultural trucking
industry are:

o Competition for obtaining shipments has generally increased for
agricultural motor carriers. The most dramatic increase is for bulk
commodity carriers who report that deregulation has resulted in a large
number of new and established carriers hauling semi-perishable bulk
goods. The number of carriers hauling livestock has increased only
slightly due to the need for specialized equipment and the degree of risk
involved with hauling livestock. Motor carriers transporting fresh
produce and processed food products requiring refrigeration report
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substantial and similar increases in competition. The current trend is for
haulers of fresh produce, meats, frozen foods and dairy products to haul
more lucrative non-food items whenever the opportunity exists. Some
firms are reducing their agricultural hauling operations in favor of non-
food items, but the increased competition suggests that there is no
indication of a possible decrease in the total number of motor carriers
serving agriculture.

Transportation rates for hauling agricultural goods have declined in
nominal and real terms since 1980. Very few motor carriers or
shipper/receivers reported increasing rates since 1980. The magnitude of
the rate changes vary by commodity or product being shipped but it can
generally be concluded that real truck transportation rates for all
agricultural goods have declined as a result of deregulation.

The costs associated with operating motor vehicles have risen steadily
over the past several years and thus the profits of many motor carriers
have declined. With the exception of livestock carriers, approximately
one-half of the motor carriers surveyed reported a decline in profits as a
result of motor carrier deregulation. One-third of the livestock carriers,
who operate in an environment characterized by risk and the need for
highly specialized equipment, reported a decline in profits since 1980.

The motor carrier industry serving agriculture is currently undergoing
many changes. As a result of deregulation, motor carriers are now
offering a wider variety of services and hauling more food and non-food
items. The users of trucking services feel that the overall quality of
service currently being provided by motor carriers has improved since
deregulation. Motor carriers feel that in order to survive in the
competitive trucking industry, they must emphasize professional service
and offer many service options to their customers.

There is no indication that rural communities have lost trucking services
or are receiving services at discriminatory rates. Motor carriers serving
agriculture provide service to small communities since agriculture is
based in small, rural communities. It is not expected that motor carriers
will abandon agricultural hauling in favor of hauling non-food items.
Although non-agricultural hauling may involve less risk, it is expected
that motor carriers will continue to provide an adequate supply of trucks
to shipper/receivers of agricultural products.

The greatest benefits of deregulation have accrued to shippers and
receivers of agricultural products. These firms now receive
transportation services at real rates which are lower than 1980 levels. In
addition, there are many available carriers to choose from and
shipper/receivers feel that motor carriers are now emphasizing
professional service.

This study does not separate deregulatory impacts from recessionary effects.

Hence, some of the impacts attributed to deregulation may have been due, in part, to the
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recession of 1980-83. For example, profits have declined for motor carriers but some of
this decline can be attributed to the recession which reduced the demand for trucking
services. Motor carriers often stated that the degree of deregulatory impacts on the
industry are unclear due to the recession. However, data is available for 1984 and it can
be concluded that although the recession negatively impacted the motor carrier industry,
the industry was significantly affected by deregulation.

Recommendations

Before addressing the need for more or less government regulation of the motor
carrier industry, two issues which concern the current status of the industry must be
addressed: first, there needs to be consistency in enforcing regulations and second, there

is a need for uniformity between interstate and intrastate acts.

Consistency

The problem of inconsistency is an enforcement issue and does not directly pertain
to government legislation. Whereas legislative activities are governed by the MPSC and
ICC, highway enforcement of these acts is the responsibility of the Michigan State Police
Motor Carrier Division (see page 24 ). Motor carriers often stated that operating in a
regulated environment would be acceptable if the legislation was properly enforced.
Thus, the issue of enforcement must be addressed.

Perhaps the biggest issue which pertains to enforcement is farmers being a source
of competition to the commercial motor carrier. Farmers may legally provide trucking
services for others if they are remunerated in kind or in labor but many carriers charged
that some farmers are providing for-hire services. The commercial carriers regard this
as unfair competition since a farmer is not required to purchase commercial plates and

thus has a cost advantage over the commercial carrier (see Table 6.1).

Many other enforcement issues were discussed in interviews with motor carriers,
including the practice of falsifying records and log books. Of course, the enforcement
agencies can not eliminate all of these problems, but motor carriers feel that consistent
enforcement of the regulatory acts will allow all motor carriers to operate at equitable

levels.



74

Table 6.1

Costs of Obtaining Commercial Plates and Farm Plates!
and Farm Plates for Michigan Based Operations

(Dollars)
Commercial Plates?
Initial Application Fee For _,?btaining MPSC
Authority (fixed Rate) 100.00
Administration Fee (per vehicle) 100.00
Application Fee for Diesel Fuel Tax Decal® 92.00
Total 292.00
plus diesel fuel tax
plus registration plate fee (based on gross
vghicle weight of 0 to 160,000 Ibs.) 316.00 - 2072.00
[Farm Plates
License Fee (per hundred lbs. empty weight)6 $0.74

Costs are calculated for a first year applicant owning one truck or "self-propelled
motor vehicle."

Commercial plates are required for all road tractors, truck tractors and diesel
trucks operated in Michigan with the exception of farmer-owned vehicles and buses.

The MPSC license is required only of regulated motor carriers.

In addition to the $92. licensing fee, a tax of $.15 per gallon is levied on fuel used in
Michigan. A $.06 per gallon tax discount is then given for fuel consumed in trucks
which have the diesel fuel decal.

The farm vehicle must be a truck, truck tractor, road tractor and used exclusively in
connection with a farming operation or for the transportation of the farmer and the
farmer's family and not used for hire.

Represents one of several available options. An alternative option is available for
transporting crops between the field and storage or selected inputs between the
farm and field. The special registration plate fee is $15. per year.

Source: 1) 1982 Public Act 399, MPSC

2) Michigan Department of Treasury
3) Michigan Department of State.
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A 1983 Congressional hearing addressed the problems of ICC enforcement and
identified five problem areas. They include:

l. program goals and priorities have not been established;

2. the system is complaint oriented and thus less effective than it might otherwise
be;

3. the ICC concentrates on only five areas of enforcement;
4. the ICC is currently using an insufficient data system;
5. staffing levels for enforcement activities are questionable (97 Congress, p. 3).

The report also investigated the possibility of transferring ICC enforcement
activities to other agencies, including state agencies such as the MPSC. Various state
officials indicated that they are in a position to carry ot ICC enforcement activities, but
problems could arise concerning the difficulty of coordinating interstate activities with
50 intrastate agencies (97 Congress, p.3).

Uniformity

Perhaps one of the most difficult tasks facing the motor carrier is understanding
the laws concerning government regulation. This problem is compounded when a carrier
operates in both interstate and intrastate markets. Motor carriers frequently indicated
that it is difficult to operate in out-of-state markets since state regulations often differ

greatly from the interstate act regulations.

Since many carriers operate under both ICC and MPSC authority, it is important
that MPSC and ICC regulations closely parallel one another. Further deregulation of
interstate and intrastate transportation would reduce this problem but it is not the only
feasible means of achieving greater uniformity. Hutchinson (1983) reached similar

conclusions.

Truck licensing and registration are not uniform among States. As a result of
the ensuing complexity, a small service industry exists to aid truckers
(exempt carriers constitute most of the clientele) in obtaining permits and
licenses required to traverse most states. These service firms normally
require a retainer fee and charge a percentage of the fees required by each
State. Regulatory uniformity among States could result in significant cost
savings (p. 17).

Regulatory Reform

In order to make recommendations concerning the future status of motor carrier

regulation, several items need to be examined. First, the opinions of public officials,
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motor carriers and shipper/receivers as well as motor carriers, should be evaluated in
order to assess the needs of the industry. Second, the success or failure of current
regulations in meeting the initial objectives outlined by the ICC and MPSC must be
determined. Finally, the question must be asked, "Can the objectives of the 1980 and

1982 regulatory acts be realized if additional deregulation is implemented?"

Shipper/receivers of agricultural commodities have benefited greatly from
deregulation and as expected, favor deregulation of the motor carrier industry. These
firms have benefited from reduced rates and improved services and thus a vast majority
of all shippers and receivers interviewed suggested that total deregulation of entry, rates
and routes be implemented. Total deregulation of entry, rates and routes could benefit
the shipper/receiver and possibly the consumer. Furthermore, there is no indication that
a decline in service quality and quantity will occur in the short or long-run as long as

standards for safety are maintained and enforced.

It might be expected a priori that the regulated motor carrier favors regulation
since it allows motor carriers to operate in a market somewhat protected from
competition. On the other hand, exempt carriers benefiting from added flexibility might
be expected to favor deregulation. However, based on responses from surveyed motor
carriers, it cannot be concluded that exempt carriers favor deregulation while regulated
carrier prefer regulation. The opinions for all types of carriers vary greatly, as indicated
by Table 6.2.

Table 6.2

Motor Carrier Opinions of the 1985 Regulatory Situation

R = Row % OPINION

Commodity Strongly Moderately Neutral Moderately Strongly Total
Opposed Opposed In Favor In Favor

Bulk 19 23 28 22 23 115
Commodity R 16.5 20.0 24.8 19.1 20.0 100.0
resh 12 5 12 9 5 43
Produce R 279 11.6 279 20.9 11.6 100.0
Refrig. 12 8 19 8 b 53
Foods R 231 15.4 36.5 15.4 9.6 100.0
Livestock 5 | 5 l 3 15
R 33.3 6.7 33.3 6.7 20.0 100.0

Total 48 32 64 41 36




As indicated by Table 6.2, the response checked most frequéntly by all carriers was
'neutral'. The 'neutral' attitudes of motor carriers are likely attributable to the recession
which plagued the industry from 1980 to 1983. Carriers often stated that until the
industry can operate in a strong economic environment for several years, it will be

difficult to determine the net benefits of deregulation.

Motor carriers who disapprove of the current regulatory situation outnumber those
that are in favor of legislation as it currently exists. Twice as many carriers reported
being 'strongly opposed' than 'strongly in favor' while the percent of those being
'moderately in favor' or 'strongly in favor' differ only slightly. It is difficult to determine
whether or not carriers who oppose the current regulatory situation favor more or less
regulation. Written comments on the mail survey (see question 6, Appendix A) provided
no conclusive results, since carriers often had opposing views. In addition, examining the
attitudes of carriers hauling specific commodities does not provide evidence that carriers
of specific commodities favor more or less government legislation. The attitudes of
individual motor carriers are probably influenced by their attitudes toward government
involvement in private industry and how their operation has been affected by
deregulation.

The objectives of the Motor Carrier Act of 1980 and Public Act 399 were to
promote competition in the trucking industry while maintaining adequate service to
shippers of all communities. According to the analysis presented earlier, the interstate
and intrastate acts have been successful in meeting these objectives. Competition has
been enhanced and shippers are receiving adequate service. Also, well managed carriers
seem to be earning reasonable profits even though many carriers are reporting a decline

in profit margins.

To what extent is government regulation necessary to ensure that competition will
be maintained and users will receive adequate service? Currently, there are no
indications that long-run stability of rates and service could not be achieved if the
industry were free to operate competitively. The manner in which legislation is
currently being enforced implies that the industry is operating with a minimum of
regulatory control with the exception of safety and insurance regulation and the only
entry barriers are the application fees required to obtain operating authority. These
costs, although an added burden to the motor carrier, have not prevented new firms from
entering the market and are thus an impractical means of deterring entry. Since
essentially all firms can be granted operating authority and have greater geographical

flexibility, the value of the operating permit has declined. Prior to deregulation, the
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motor carrier was paying for a permit which guaranteed protection from competition.

The operating permit no longer has this intrinsic value.

The possible long-run effects of total deregulation of entry, rates and routes are
still unclear. Based on short-term impacts, it is hypothesized that further deregulation
of the trucking industry would not be detrimental to the industry or agricultural users of

trucking services. Of course, safety and insurance will always require regulation because

the highways are a public good. Perhaps the most logical recommendation is to let the
transportation industry operate under the current acts for several more years. The
impacts thus far are very short-term and are not perfectly clear due to the recession of
1980-83. After a period of time, if competition has not resulted in 'pre-1930' conditions,
and it is believed that this will not be the case, the the ICC, MPSC and other state
governments should allow the motor carrier industry to operate free of entry, rate and

route regulations.

It must be noted that the recommendations outlined above are directed towards the
agricultural motor carrier industry. Other industries were not included in this study and
therefore the impacts of motor carrier deregulation on truckers hauling non-agricultural
products are unclear.

Suggestions for Additional Research

Although the study just completed was quite general, the conclusions are of value
since they provide a strong foundation for determining the economic impacts of
deregulation. A weakness of the study was that many specific issues of deregulation
could not be examined in depth. A second weakness which should be noted is the
presence of sampling bias. Many of the exempt motor carriers were probably not
identified since they are not on record with the MPSC or ICC. Hence, the sample was

biased towards the regulated carrier.

Additional research needs to address specific points brought out in this study. For
example, the structure of the trucking industry is changing as a result of deregulation.
The motor carrier industry would benefit from research which examines specific
characteristics of firms that have remained financially solvent, compared with the
characteristics of firms being forced out of business. Also, results of a study examining
specifically to what degree rates have declined since 1980 would answer additional
questions concerning motor carrier deregulation. Opportunities for additional research
are numerous, but studies should focus on impacts of motor carrier deregulation which
pertain to specific segments of the industry or concentrate on certain aspects of

deregulation.
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Appendix A

TRUCKER AND TRUCK-BROKER QUESTIONNAIRE

Please return the compicted questionnaire in the seli-addressed,
postage-paid envelope.

IMPORTANT
i you are not a hauler of agriculture commodities as listed in question 2
below, please indicate here ( ) and return the uncompleted
questionnaire.

Part | Information to be used in preparing a Directory of trucking services for
Michigan Agriculture.
If the address or firm name is incorrect,
please show the correctuons below.

(1) Type of hauler: (Please check all that apply)

1 () Intrastate 6 () Exempt For-Hire Carrier
2 () Interstate 7 () Truck Broker

3 () Contract Motor Carrier y 8,9 Other (please specify)

4 () General Commodity Common Carrier

5 () Limited Common Carrier :

(2) Agriculture commeodities you haul: (Please check all that apply)

1 () opgrains 8 () produce/fruits and vegetables
2 () {fertilizers, liquid fertilizers, 9 () frozen foods

chemicals 10 () lumber and wood products
3 () seedsand feeds 11 () farm machinery and supplies
4 () rmeats (iresh and frozen) 12 () f{flowers, landscape materials
5 () lvestock (including horses) 13,14 Other (please specify
6 () rawmilk
7 () dairy products

(3) Type of equipment you operate: (Please check all that apply and indicate the number
of units lor each type)

No. of Units

-
-
~

flatbed or platform truck

or trailer

dump truck or trailer

dry van

refrigerated van or trailer

tank truck or trailer

grain truck or trailer

livestock truck or trailer

X Other (please indicate type and number

— .~~~ p—,
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(8) Do you work through a truck broker? (dyes ()no

1f yes, what is the broker's name and address?

Please check here ( ) if you desire a free copy of the Directory.

(signature)
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Part I Impacts of Deregulation (your answers will remain confidential in preparing an
overall summary report).

(5) Please check all statements which reflect changes in your own trucking operation since

deregulation.

We now haul more "non-exempt" commodities.

We now haul more "exempt" commodities.

Rates charged to our customers have increased.

Rates charged 1o our customers have decreased.

We have increased service to small, rural communities.
We have decreased service to small, rural communities.
Our profitability has increased.

Our profitability has decreased.

There has been increased competition from railroads.

T~~~ —, o~~~
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(6) What issues or regulatory changes need to be considered when examining the economic
B i1t
impacts of trucking deregulation?

Thank you.




Appendix B

QUESTIONNAIRE FOR TRUCKERS HAULING AGRICULTURAL PROC-JUCTS

IMPORTANT: Please return the completed questionnaire in the self-addressed, postage-paid
envelope. All answers will remain confidential.

NOTE: Please check here ( ) to request a summary report of the survey results and provide
your name and address in the space below.

3.

4.

3

7.

9.

l0.

Approximately what percent of your traffic involves the hauling of exempt products?
(e.g., livestock from farm to market in raw state; transporting raw agriculture products;
intrastate carriers transporting livestock, and/or fertilizers directly to a farm for use in
agricultural production).

1-( )zero; 2-( )1-24 3-( )25-49; 4-( )7599; 5-( )loo

6 - ()50 - 74
What year was your company founded?

I your company was founded in 1980 through 1985, please skip questions 3 through 13 and
continue on with question 14. Otherwise, please answer all questions.

Since deregulation, the rates we charge to our customers have
1-( ) increased 2 -( )decreased 3( ) remained constant

Since deregulation, our rates (on average) have moved
1-( ) closer to our costs 2 - ( ) farther from our costs
3 -( ) nocloser or farther from our costs

If you answered "closer to our costs” or "farther from our costs” in question &, please
answer question 5. Otherwise, skip to question 6.

The change in rate structure is primarily attributable to
1-( ) deregulation of the trucking industry

2-( ) the recession of 1980-1983

3-( ) unsure ( ) other

ior to 1980, our fleet had
I-( ) agreater percentage of new trucks
2-( ) agreater percentage of old trucks
3-( ) approximately the same percentage of new and old trucks

Since deregulation, the competition for obtaining shipments has
1-( )increased 2-( )decreased 3-( ) remained constant

If you answered "increased” to question 7, please answer question 8. Otherwise, skip to
question 9.

What do you feel is the major source of increasing competition? (check one)
( ) new firms

) established Michigan firms expanding operations

) out-of-state haulers expanding operations in Michigan

) private fleets soliciting backhaul traffic

) agriculture cooperatives

) railroads

) farmers hauling their own products

) other

L
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Prior to 1980, were there more, less, or approximately the same number of firms hauling
exempt agriculture products?
1-( )more; 2-( )less; 3-( )the samenumber &4 -( )unsure

Since 1980, the amount of service we provide to small communities has
1-( )increased 2 -( ) decreased 3-( )remained constant



11.

12.

13.

14.

15.

le.

17.

18.

Have you added or reduced any of the following operations since deregulation? (Please

check all that apply and indicate a decrease or increase in service.)
decrease

) line-feeding

) contract hauling

) truckload shipments

) less than truckioad shipments

) interstate hauling

) intrastate hauling

) truck brokerage

) union labor

T
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ase check those activities in which your firm has become increasingly involved since
(Please check all that apply.)

) hauling to a wider geographical area

) hauling a wider variety of exempt products

) hauling a wider varity of non-exempt products

; increased amount of trip-leasing
)
)

increased amount of advertising
increased use of contractual agreements
other :

NOUwEFwN -y
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How did you feel about deregulation before it became law?
1-( ) strongly opposed 2-( ) moderately opposed 3-( )neutral
4 -( ) strongly in favor -5-( ) moderately in favor 6 -( ) unsure

On average, the rates we charge to our customers are
1-( )far below costs 2-( ) slighly below costs 3 ( ) equal to costs
4 -( )far above costs 5-( ) slightly above costs

Please estimate the number of trucks owned according to the year of purchase.

year number of trucks year number of trucks
1 1983-85 & 1974-76
2 1980-82 - 5 pre-1974
3 1977-79

Please check your firm's approximate operating ratio (you may simply estimate) for the
years indicated. (There should be one check per year for each year of operation.)
NOTE: OPERATING RATIO= TOTAL OPERATING EXPENSES - GROSS INCOME

ratio 1978 1980 1982 1984
1 less than .90 . S
2 .90 - .9 srnsiwoliienns Bl s -
3 .95 -.99 et oo MEER S
& L0O- LO4 e —
5 L05-L09 o —
6 greater than L09 i o
Our firm had a 1984 gross revenue of approximately
1 ( ) less than $500,000 7 () 5-10 million
2 ( ) 500,000 - | million 2 ( )10-15million
3 ( )1-2 million 9 ( ) 15- 20 million
4 ( )2-3million 10 ( ) 20 - 30 million
5 ( )3- 6 million 11 ( ) 30 - 50 million
6 ( )&-5million 12 ( ) greater than 50 million

How do you feel about the current regulatory situation?

1 ( ) strongly opposed 2 ( ) moderately opposed
3 ( ) neutral 4 ( ) strongly in favor

5 ( ) moderately in favor _

THANK YOU FOR YOUR COOPERATIONI



