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Improving Railroad Marketing Effectiveness
Through Management of the
Customer Interface
by Dr. Craig E. Philip® and Emmitt J. Posey*®*

WHILE the primary product which
railroads provide to shippers is the
speed and reliability of its fransporta-
lon service, another important feature
of a railroad’s total level of service to
its customers is the timely provision of
the proper freight car required by the
shipper.

The ordering of freight cars by the
shipper represents, in fact, the primary
and only on-going communication which
occurs between a railroad and its cus-
tomers. Unfortunately, this interface is
often handled in a very informal fash-
lon, usually by clerical personnel who

ave many other duties besides the cus-
tomer interface. This clerical employee,
Wwho has no responsibility for the com-
mercial success of the business, is often
left to make many of the most impor-
tant distribution decisions. In essence
most railroads make no attempt to pro-
actively manage this primary interface
Wwith their customers.

In the past year, Conrail has imple-
mented a new organization and infor-
mation system that radically departs
from this traditional set of practices.
These changes support the increased em-
phasis on Marketing within the com-
pany, and have resulted in significant
asset productivity improvements.

In this paper we will describe the
causes of our customer interface prob-
lem, the changes to our organization and
Information systems that have been im-
plemented to overcome this problem,
and the benefits which these changes
have produced.

CAUSES OF THE RAILROAD
CUSTOMER INTERFACE PROBLEM

(1) Railroad Organizations Do Not
Focus On The Customer

. On most railroads equipment distribu-
tion functions reside within the Operat-
Ing Department as part of the trans-

“Director - Business Group Planning,
Marketing Department, Consolidated
Rail Corporation, Philadelphia, PA.

#* Assistant Vice President - Car Man-
agement, Marketing and Sales Depart-
ment, Consolidated Rail Corporation,
Philadelphia, PA. :

portation function.! This location within
the organization has typically been a
reflection of management’s attitude
about the car management or car dis-
tribution duties, namely that they are
more closely linked to the operating side
of the railroad than to the marketing
side.

This traditional functional alignment
severely restricts the ability of a car
distribution organization to respond to
cusil:omer or commercial issues in gen-
eral:

“As a result of the traditional func-
tional organization characteristic of
most railroads in the United States
today, there are strong barriers which
limit Car Distribution’s ability to re-
spond to commercial objectives and
priorities.”2

(2) Conrail’s Customer Interface
Problem Was Similar To
The Industry’s

At Conrail the first step to reduce
these functional barriers was taken in
1978 when the Car Management depart-
ment was reorganized to support an
asset-based marketing orientation. Car
Management is a marketing and sales
function which converts marketing stra-
tegies into tactical field actions. The de-
partment is headed by an Assistant Vice
President reporting directly to the Sen-
jor Vice President of Market and Sales,
the same as the Vice President of Mar-
keting or the Vice President of Sales.

In 1978, when the car management
function was transferred from the
Transportation department, enhanced,
and placed in the Marketing and Sales
department, five year goals were estab-
lished including a 21% improvement in
freight car asset utilization by 1983.

In mid-1980, realizing that a 21% im-
provement could be extremely difficult,
an Organization Development group was
formed within Car Management to iden-
tify remaining problems and implement
the changes necessary for Car Manage-
ment to achieve its utilization objectives
by 1983.

The initial audit of Car Management
practices determined that previous meth-
ods of car management had two critical
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limitations. First, car management had
been placed in the Marketing and Sales
department, but it had yet to really
adopt a marketing orientation. In addi-
tion and related to the first, available
computer systems were inadequate to
provide the proper information for de-
cision-making when attempting to match
customer needs with the assets avail-
able to decision-makers.

The Problem of Organization

With' respect to organization, the aud-
it revealed that the process was overly
supply oriented (see Figure 1). Major
concern was focused -on supply without
knowledge of current demand. Like most
railroads, car management at Conrail
“pushed” cars toward perceived or his-
torical -demand locations. The function
that should have been given highest
priority—that of determining real ‘de-
mand and making the order-match deci-
sion when applying cars to orders—was
left to the local DICCS (Demurrage In-
dustrial Car Control System) Clerk. Cus-
tomers ordered their cars from the
DICCS Clerk who then applied cars to
the orders. This was a part-time func-
tion for these clerical forces at over 230
locations on Conrail. No effective means
was ever found to manage this group
due to the high turn-over rate typical of
such clerical positions, and the limited
opportunity to provide direct supervisory
direction,

Additionally, these DICCS Clerks con-
trolled local inventories. These inven-
tories were managed with only one goal
in mind—never forfeit a load. No effec-
tive means to measure clerical effective-
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ness had ever been developed.3 Although
this is an admirable goal, it is also a
very costly one. Pockets of expensive
inventory were located over the entire
railroad, frequently resulting in local
shortages in spite of system-wide sur-
pluses.

The meritable conclusion was that lo-
cal clerical employees, who had no re-
sponsibility for the commercial success
of the business, were being left to make
many of the most important distribu-
tion, and thus profitability decisions. The
organization structure was thus bur-
dened by an overly decentralized divi-
sion of the critical tasks, and.the ac-
countability structure did not establish
meaningful  performance objectives or
controls consistent with this allocation.

The Problem of Information Support

The - organizational orientation de-
scribed above was also reflected in the
data systems available to most car man-
agement personnel. These data systems
focused on the “supply side” of the rail-
road’s business, and provided informa-
tion. primarily concerned with the loca-
tion and characteristics of empty freight
cars.

No formal system to gather, collect, or
communicate individual car orders had
been established, a circumstance com-
mon on most railroads even today.t And
without precise demand information, in-
formation about available supply was not
oriented to facilitate the matching of
available supply with demand. Thus, on
both the demand and supply side, avail-
able information was severely limited:

Demand Information Limitations:

Previous organization of car management
was oriented toward managing supply.

ANALYSIS OF CAR MANAGEMENT FUNCTIONS

Business | | Headquarters Regional Local Operating
Groups Car Management [~>| Car N(l:onc:gemem —>- Dep;.oECle)ticol |—»| Customers
enters ce
'Equiprr?ent ¢ System flows * Regional Flows *Customer car orders/
Strategies

w Supply otiented

Equipment Problems

¢ Control of local
inveniories

* Order-match decision

FIGURE 1
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e Partial information about current
orders

© Order information maintained local- .

® Order information never retained
for historical analysis

Supply Information Limitations:

. ® Limited supply horizon for local de-
cisions . ‘
® Limited development of supply stra-
tegies
® Limited control of local inventories

The audit concluded that information
and organizations were both preventing
the customer interface role from func-
tioning effectively. While the normal
Prescriptions for the solution of the cus-
tomer—equipment matching problem on
railroads usually focus on flow optimiza-
tion,5 our problem diagnosis resulted in
an even more fundamental solution ap-
proach. The changes in organization and
the decision support systems described
In the following sections focus on the
basic problems of defining demand care-
fully and accurately, and characterizing
or segmenting available car supply in a
manner which results in an effective
match between supply and demand.

REDIRECTING THE CUSTOMER
INTERFACE ORGANIZATION

Based on the audit and diagnosis de-

_scribed above, a series of organizational
and technological changes were devel-
oped and carefully implemented.

Car Management functions have been
reorganized, consolidating all tactical
distribution decisions at regional car
management centers. Shippers place
their forecasts and car orders directly
through the Regional Car Management
Centers as opposed to the local DICCS
glerk as shown schematically in Figure

This new organizational strategy is
customer or demand oriented. The Car
Management process begins with the
shipper which allows us the “pull” cars
toward actual demand (as shown in
Figure 3). The order-match decision is
now a function of each Car Management
Center. These centers are manned by
dedicated, full-time car management
personnel. Their first concerns are to ob-
tain forecasts, take car orders, and ap-
ply the appropriate cars to the orders.

By having good demand information,
vis-a-vis, shipper forecasts, all car flows
are managed at the CMC instead of
headquarters. In addition, inventories
are now managed at the regional CMC
level, consolidating this effort from the
better than 200 DICCS locations on the
railroad, and thereby expanding drama-
tically the supply horizon considered in
local decision-making. This was a major

The car management organization converts marketing
strategies into tactical field actions.

Senior VP
Marketing & Sales
J. Hagen
]
| 1
AVP VP Marketing
Car Mgt
E. Posoy R. Steiner
I |
1 | I 1
Director o P 4 Business Groups
i neral irector
Eqt. Serv Supe(r:thgr;dent Superintendent Car Mgt '
Economics H. F. Swanson Car Mgt Planning 1
J. Forrester ' L J. Bossler B. D. Poft [}
]
| B i
8 Regional Vo i
CarMgt |=emmmeed b e
Centers
Customers

FIGURE 2
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es on a demand-driven

process replacing a supply-driven process in order
to more effectively manage available supply.

Supply-driven process

Business I Regional Local
Groups c‘;‘gg" #— Car Mgt.  pummmgy Operating ( ; Custlomers
J Centers Clerks
. Equipm.enl * System * Regional e Car Orders
Strategies Flows Flows
« Commercial ’
Strategies
Demand—Driven Process
Car Mgt.
_/ - \
Zaol e Performance
Analysis Regi
. gional
B&Js;ness * System 1' Car M. _< : c s
foups Flowis P Centers
- ~ Ny
* Equipment . Ca'.Olders
Strategies * Regional
« Commorcial lnventory
Strateglos : grdtgrmTlch
egiona
Flows
FIGURE 3

limitation of the previous process since
the DICCS clerk had the ability to only
look at his serving yard for inventory.

Implementation of this organization
strategy has fundamentally changed the
way customers deal with Conrail. Today,
customers place orders for freight cars
directly through one of the regional Car
Management Centers. This insures that.

® The customer is always contacting
an equipment expert who devotes full
time to customer contact duties

® True demand is defined accurately
for the first time

© A better match can be achieved be- -

tween a customer’s requirements and
available supply.

These changes to the internal organi-
zation ofithe Car Management function
have established a marketing orienta-
tion—a primary orientation toward our
customer. This has reversed the tradi-
tional supply orientation of the indus-
try, and would not have been successful
without the coordinated development of
new data systems.

ESTABLISHING A CUSTOMER/
EQUIPMENT DECISION SUPPORT
SYSTEM

The need for new decision support
tools was driven by the restructured or-
ganization. Daily contact between thou-
sands of customers had to be managed
and this focused initial attention on the
customer ordering process. At the same
time, however, the centralization of this
function demanded a better supply man-
agement system. Each was developed
separately and is considered below.

(1) Customer Car Ordering System

The first priority was to develop a
system to maintain a perpetual inven-
tory of actual demand. Only with such a
system could real improvements be real-
jzed in our ability to interact with every
Conrail Customer.

A system was developed and imple-
mented to capture, organize, and eval-
uate demand data received from custo-
mers, on a real-time basis. This system
includes a profile about each customer,
identifies each of the customer’s fore-
casts and future needs as shown in Fig-
ure 4. Each customer has been assigned
a unique I.D, number. Every time a
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CONRAIL CUSTOMER CAR ORDERING SYSTEM
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customer calls, the Car Management
Center clerk simply enters the I.D. num-
er to access the customer’s current
brofiles.

Based on the clerk’s entry, the sys-
tem captures all actual car orders as
hey are received, as shown in Figure 5.
Of course, before new orders are en-
tered, the CMC clerk can review all out-
standing unfilled orders with the cus-
tomer, reducing the incidence of over-
ordering which has often characterized
railroad-customer relations.

As cars are applied by car manage-
Ment personnel to satisfy each custo-
Mmer’s order, as shown in Figure 6, the
System maintains a real-time temporal
and geographic picture of outstanding,
unfilled demand. At any time, it is thus
Possible for personnel at all levels to
review the actual outstanding customer
Tequirements.

This = Car Ordering System, while
Unique in the rail industry, is in fact
Just a sophisticated data entry and book-
eeping device, but with the addition of
2 memory. This memory operates inter-
actively to support the order-entry fune-
lon, It also operates historically to im-
DProve the accuracy of our demand in-
f(;(Ii’matlon. In specific, the system pro-

es:

© Real-time CRT entry of all shipper

car orders

® Improved customer interface vis-a-
vis car orders and car supply

© Real-time retrieval and analysis of
all outstanding car orders

® Accurate historical data to improve
forecasts of future car needs

(2) Supply Analysis System

Dynamic assessment and application
of available car supply links customer
needs with marketing strategies. Choos-
ing the proper equipment to satisfy
shipper car orders is an important de-
terminate of the equipment and trans-
portation costs incurred by any railroad.

Conrail has developed commercial
strategies which in the past were lim-
ited in their effectiveness because it was
necessary that they be static and simple
since communication to the field was
manual. To overcome this problem a sys-
tem has been developed which identifies
all candidate cars for loading at each
point on the railroad and determines the
best use for each empty freight car (as
shown in figure 7). Best use is based on
a car’s characteristiecs (location, value,
ownership, ete.) and on the total equip-
ment needs across the entire railroad.
The system then presents each candidate
car to the decision-maker at the Car




546 TRANSPORTATION RESEARCH FORUM'

CONRAIL CUSTOMER CAR ORDERING SYSTEM
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COMPUTER-ASSISTED EQUIPMENT STRATEGY IMPLEMENTATION

Computerization enables Conrail to implement strategies that are
. complex, location-specific, and that can be changed quickly
at headquarters.

Speciic Directives Identity the

)

Best Use for Each Car (Car Use Directives for Philadelphia - Date: 06-06-81 )
Maintain Lowest Cost _—» (A) Use for Local CR Loading
Fleet Online
CR 432561 E BS ONHAND  06-04-81
PC 3452 L BSDA  AIPAIRN  06-04-81
EL 4471 L BSWA  ATPAIRN  06-03-81
Implement Business Group _.__.> (B) Use for Backhaul or Econo-rate Orders
Pricing Strategles UP 689453 E BSW  ONHAND 060681
BN 46577 L BS ATPATRN . 06-04-81
Flag Low Cost Forelgn Cars ey | (C) Reclaim Car: Load Offline South
ASAB 2437 E BS5W  ONHAND 06-05-81
SP 24567 £ BSZA  AIPAIRN  06-06-81
Dispose Quickly of the _) (D) Do Not load: Send Home Empty
Least Economic Cars PICK 2321 L BS ATPAIRN  06-04-81 J
cD 771234 L BSW ATPATRN 06-04—81)
FIGURE 7

Management Center grouped according
to the best use identified.

In this way asset management com-
Iercial strategies are translated direct-
ly 1(ilnto car distribution actions in the
eld.

IMPACT OF THE CHANGED
CUSTOMER INTERFACE

While improved relations with cus-
tomers is difficult, or perhaps impossible
quantify, these changes within the
ar Management Department have re-
Sulted in significant improvements in car
Utilization as shown in Figure 8. These
Improvements have been an important
Contributor of Conrail’s crossing of the
brofitability threshold.

Long term, we are convinced the im-
Proved relationship which has been es-
ablished with our customers through

e adoption of the programs deseribed

in this paper should be an equally sig-
nificant psource of benefits for Conrail.

FOOTNOTES

ee AAR Freight Car Utilization Program,
M:niging Railroad Car Distribution,. Final Re-
port April 1980. Since the publication of this
report in 1980 only a few railroads besides Con-
rail notably the ICC, B&M, and MILW have
located Car Management. 5 .

2 Craig E. Philip, “Improving Freight Car
Distribution Organization Support System; A
Planned Change Approach,” Dissertation, Depart-
ment of Civil Engineering, MIT, June 1980, p.
281.

3 Earlier studies by one of the authors discov-
ered similar practices on another major carrier.
See, C. E. Philip and J. M. Sussman, “An In.
ventory Model of-the Railroad Empty Car Distri-
bution Process,” Transportation Research Record
65.6, 19717.

4 op cit Philip, 1980.

5 A recent catalog of these approaches is in-
cluded in Jordan, W. C., “The Impact of Un-
certain Demand & Supply on Railroad Empty
Car Distribution,” Dissertation, Cornell Univer-
sity, January 1982,

Continued on nmext page
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SUMMARY

Car mdnagement has successfully changed its role and organization
to achieve our physical productivity objectives and better support
the corporation’s financial productivity goals

5.7
Foreign
1981
5.6 empty
76 empty _—I— T (Tioaged A
Total ‘
Total i
1978 1983 :
, 12.1 empty ,
& surplus 8.3 loaded
I 9.3 loaded —~_ ‘
System
1981
4 8.6 loaded
surplus =77

FIGURE 8





