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A Marketing Strategy Under Motor Carrier
Deregulation
by Joseph R. Potter, Jr. and Ni-Chi Wang

I. INTRODUCTION

The Deregulation Movement
In a New Environment

THE QUESTION of economic regula-
tion or nonregulation of the trans-
portation industry has been long de-
bated. Nothing is new. However, in the
past the drive for transport deregulation
was largely directed by the academicians
on a philosophical level. Now, joined by
policymakers as well as others, the de-
regulation drive, moved to a policy level,
is gaining momentum in a new environ-
ment of anti-inflation and anti-waste.
Today deregulation has become a part
of the anti-inflation campaign.

The nation has suffered a sustained
period of inflation and diminishing re-
sources, notably oil, that are rapidly be-
coming scarce and expensive; its mood
is turning sharply against the twin evils
of inflation and waste. Based on the
economic theory of placing a reliance
upon competitive market forces, deregu-
lation offers a timely attractive solu-
tion that promises “cheapness and
plenty.” This policy prescription of pro-
competition for achieving economic effi-
ciency, once called “political naivete”
by George W. Wilson, is now more than
any other time in history political wis-
dom, which is persuasively commensu-
rate with the contemporary environment
of anti-inflation and anti-waste.l The
stage seems set for a full scale test.

The policy-decision makers are in-
creasingly placing importance on de-
regulation as an anti-inflation strategy.
Senator Edward M. Kennedy, the lead-
off witness in the recent truck dergula-
tion hearings, proclaimed:

Congressional action to remove the
federal antitrust exemption that
now permits truckers to agree
among themselves on the rates
they will charge is one of the “very
few actions” the Congress can take
to affect directly the fight against
inflation . . .2

President Carter also made it clear in
his State of the Union message that
trucking deregulation would be part of
his plan to fight inflation by reducing
the costs of shipping goods. No doubt
the initial success of airline deregulation
provides much impetus.? Thus, the ad-
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ministration has already made the com-
mitment to deregulation.

It is quite certain that deregulation is
on the upswing side of a cycle. What is
not certain is how fast and how far it
will go, and what will be the ultimate
effects or consequences.¢

A Loose Concept

As Albert J. Francese pointed out,
“Deregulation is a concept with diverse
shades of meaning and thus is not read-
il{ defined. Deregulation can be accom-
plished through administrative, legis-
lative, and judicial action. Deregulation
can be a total or partial revision of the
regulatory system.” Currently, three
trucking deregulation options have been
proposed by an interagency task force
headed by Deputy Under Secretary of
Transportation John J. Fearnsides;
phased total deregulation, substantial
deregulation through selective legisla-
tive action, and administrative action
and limited legislative change.t

Whatever the forthcoming change,
motor carriers must prepare for the un-
defined eventuality. It represents a real
challenge. But what is to be done? And
how to do it? It is the purpose of this
paper to suggest some broad strateiies
to individual carriers for meeting their
future needs. These strategies must be
dealt with at a high level of generality.
No specifics can be given since dereg-
ulation itself has not been precisely
defined. The paper will also enunciate a
number of uncertainties that have re-
ceived little or no adequate discussion in
the current round of debates.

The ultimate consequence of deregu-
lation, if implemented, will largely de-
pend upon its final form, its execution,
and how the })eople perceive and react
to it. The effort is not necessarily a
predictable codified model of certain
absolutes, but rather a dynamic venture,
possessing both pluses and minuses,
logical or illogical, that typify any hu-
man undertaking. The emphasis of good
or bad evolves with time and the con-
temporary conditions.

II. CHANGE OF REGULATORY
FOCUS: HISTORICAL PROSPECT

During the 1930’s trucking, while only
in its infancy, was still one of the very
few industries which provided employ-
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ment opportunities in the midst of the
Depression. Naturally, there was a rush
into the market. Competition became
excessive and destructive, and the play
of the market forces led to financial
instability and numerous carriers’ bank-
ruptcies. Under the circumstances, “Car-
riers needed to be protected from excess
competition if they were to raise the
capital, make the investments, and de-
velop the operating patterns necessary
to make them financially viable and to
meet the public need for service.”? Pro-
competition was on the defense; a pro-
tectionist attitude prevailed. Regulatory
controls were therefore instituted to
satisfy the national need for develog-
ment of a stable and profitable truck-
ing industry. Trucking regulation thus
focused on “. . . the need to protect
existing motor carriers against exces-
sive competition . . . 8 as ogfosed to
the rail regulatory focus which pro-
tected shippers against abuses asso-
ciated with monopolies.

Today the underlying conditions
which supported regulation in the 1930’s
have changed. The nation’s economy is
currently attempting to deal with the
twin problems of inflation and waste.
The regulated trucking industry has
reached maturity; it is stable, financially
strong, and highly specialized. Every-
thing is reversed. As a result, deregula-
tion is now constantly on the offense.
In recognition of these changes, regula-
tory focus has shifted from protection-
ism to pro-competition, i.e. from pro-
tecting motor carriers to protecting the
welfare of the general consumers and
shippers. Interestingly enough, advo-
cates of railroad deregulation have also
changed their traditional focus, in that
they now stress the protection of finan-
cially troubled railroad carriers.

The notion of competitive market
forces or competition, otherwise referred
to as the “invisible hand,” is a well-
known but ill-defined concept in the
context of transportation. The concept
of competition varies from destructive
competition, excessive competition,
workable competition, fair competition,
healthy competition, to free competition.
Competition itself is a neutral term,
viewed sometimes as being too much
and at other times as being too little.
Market forces are not magical; they de-
pend upon a given set of underlying
conditions, including the current state
of the economy, as well as an industry
operating in a state of flux.

III. THE INVISIBLE HAND OF
COMPETITION VS. THE THIRD
HAND OF REGULATION

The dichotomy between regulation
and deregulation actually has very little
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meaning; the two simply overlap each
other. Partial deregulation is in a sense
partial regulation. Nevertheless, the
dichotomy 1s loosely adopted here. De-
regulators stress the reliance upon the
famous “invisible hand” of competition,
rather than on the so called ‘“dead”
hand of regulation, to attain economic
efficiency. Conversely, the opponents of
deregulation want to retain the “third”
hand of regulations (still considered to
be alive, although perhaps needing a
slight injection of new life), in addition
to the two invisible hands of supply and
demand, to maintain competition. The
differences in the defender’s positions
essentially mirror their own individual
evaluation of the current regulatory
system, and what they anticipate from
deregulation.

While we have no intention, nor is it
necessary to expound in detail on all of
the many pros and cons of deregulation,
we have nevertheless incorporated a
summary of the principals’ points raised
by various parties of interest (see Table
1). It may be observed in Table 1 that
there is a conspicuous lack of either
“hard” data or benefit-cost studies to
support either side of the regulatory
arguments, except for some very crude
estimates on the costs of regulation.? In
a way, the debate over deregulation has
been, and still is being carried out in a
vacuum. Therefore, for policy-making
purposes, more quantitative research is
ap arentlfr needed.

eregulators have consistently
stressed the consequences of deregula-
tion in terms of overall economic effi-
ciency, whereas regulatory advocates are
more concerned with the impact of dis-
tributive equity upon specific segments
such as particular areas, shippers, and/
or commodities, as well as other non-
economic impacts such as highway
safety. The latter’s em%asis is obvious-
ly different. G. W. ilson once re-
marked:

I think it is a sad commentary that
we have very few studies of the
most likely economic consequences
of significant deregulation with re-
spect to particular regions, partic-
ular shippers, and particular com-
modities. This may be one reason
that Congress is reluctant to make
any significant modifications in
regulatory policy.10

Therefore, while both sides cite em-
pirical evidence on a selective basis to
support their respective arguments, the
evidence is simply inconclusive. More-
over, the deregulatory experience of
either other industries or of other coun-
tries, often cited as justifications for
specific pro/con arguments, is highly
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debatable in their application to the
U.S. trucking industry.

1IV. STRUCTURE OF THE INDUSTRY

Because motor transportation repre-
sents a diffuse and heterogeneous in-
dustry it_is almost impossible to “fit”
trucking into a simple acceptable struc-
tural framework in either a purely eco-
nomic or non-economic sense; particu-
larly when it is recognized that the
trucking industry encompasses more
than an estimated 150,000 companies
(there are no reliable estimates), of
which only roughly 17,000 are regulated
by the Interstate Commerce Commis-
sion.ll These companies range from the
single independent owner-operator, who
hauls truckloads of freight wherever he
can, to the huge transcontinental firms
that operate over thousands of route-
miles. Furthermore, even though there
are mountains of trucking statistics
available the economic structure of the
regulated industry is generally por-
trayed by various scholars primarily in
terms of distinguishing characteristics
of some of the individual sub-segments.
Therefore, the accuracg of any of these
characterizations ascribed to the truck-
ing industry depends upon the extent to
which the market served actually con-
forms with the attributes of the various
economic models.

Byron Nupp made the following ob-
servations on the trucking industry
structure:

Economic research has as yet

reached no satisfactory conclusion
concerning the structure of either
the market [buyers] or its supplier
[carriers].12

Since the literature and research on
the trucking industry structure is some-
what devoid of anything other than
broad generalizations, the specific im-
pacts of a deregulatory policy on any
single segment of the entire motor car-
rier industry becomes uncertain. In fact,
it has been suggested that: “The com-
plexity of trucking makes it difficult
to predict the effects of deregulation.”13

V. INADEQUATE CONCERN WITH
THE UNCERTAINTIES

In spite of the proliferation of mono-
graphs written on the subject, there are
still a significant number of issues that
also have not been thoroughly discussed
or even addressed. The more notable of
these would include the following:

e The future role of State regulatory
commissions; including conflicting
Federal/State statutes,
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® The contradiction in national goals
and policies (e.g., energy, environ-
ment, social considerations and dis-
ruptions, etc.).

® The economic consequences to spe-
cific regions and/or industries

¢ Liability considerations; including
the transporting of hazardous ma-
terials,

e Financial considerations, i.e., the
ability to raise capital during a
turbulent period.

® Tax consequences to the local, State
and Federal Governments.

® The precise assignment of the “po-
licing function” (i.e., discrimination,
rate abuses, safety, ete.).

® The residual concept’s (the divisa-
ble traffic pie) ultimate effect on
transportation costs.

® Future highway expenditures.

Of the aforementioned, the residual
effect on State regulation is perhaps the
most potentially complicated issue to be
resolved. As Frank N. Wilner, Director
of Traffic for the North Dakota Public
Service Commission, firmly asserted:

Thus, as we measure the conse-
quences of less economic regulation
at the ICC, we must also measure
its residual effect on state commis-
sions, which regulate, among other
things, common carriage (emphasis
added).14

The concern for the effect of Federal
deregulation is heightened by Wilner’s
study of the 48 contiguous State regu-
latory commissions which revealed a
shocking lack of: expertise, only six of
47 reporting state commissions have
commissioners with a transportation
background; and independence, only 16
of the 48 reporting state commissions’
members are elected, suggesting some-
thing less than truly independent regu-
latory commissions in 33 states . . . and
only 18 of the 46 reporting state com-
missions meet their budgets out of gen-
eral legislative appropriations. The
other 28 states have to depend on assess-
ments on the regulated carriers for
their funds.

At stake are “. . . the abilities of the
state commissions to fill the void cre-
ated by reduced or non-existent federal
regulation of common carriers,” when
all indications point to at least a main-
tenance (and probably a slight increase)
in regulation at the state level, absent
the current level of federal economic
regulation, as Wilner observed.16

To do an adequate job, the state reg-
ulatory commission and state courts
without the ert assistance of the
ICC might look for he:ﬂ from either out-
side consultants or their own greatly
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expanded staffs. Thus, an interesting
question is raised: Would such a dif-
fusion of federal regulatory responsi-
bilities to states reduce or increase
regulatory costs? Does federal deregu-
lation merely shift the cost or does it
actually decrease it?

VI. PROPOSED STRATEGY FOR THE
UNDEFINED EVENTUALITY

Regulated motor carriers, as noted
previously, have since 1986 operated
under a unique regulato?r model which
has largely been taken for granted by
individual firms. Thus, the marketing
strategy employed by an individual firm
has been conditioned by the structure of
this model, and like a living organism,
the firm has learned to adapt and be-
come dependent on its regulatory envi-
ronment. However, since it is fairly
obvious that some form of regulatory
reform will be consummated in the near
future it behooves an individual regu-
lated motor carrier to formulate a new
managerial strategy to adapt to a de-
regulatory climate. The following strat-
egies are offered: a new marketing out-
look with pricing strategy; preserve
scarce management resources; re-assess
the philosophy of growth; develop a risk
aversion strategy; and institute dereg-
ulation and anti-trust law conferences.

A New Marketing Outlook
With Pricing Strategy

Under deregulation an understanding
of modern marketing concepts by truck-
ing executives is crucial for survival.
Stated more formally, the fundamental
objective of a motor carrier’s marketing
strategy should be customer satisfac-
tion. Therefore, all business activities of
the organization should be designed to
plan, identify, promote and distribute
want-satisfying service to present and
potential customers.

The foundation stones on which the
firm’s marketing concept must be based
would lie in three fundamental beliefs:

® All company planning and opera-
tions should be customer-oriented.

¢ Profitable sales volume should be
the goal of the firm, and not just
volume for the sake of volume alone.

® All marketing activities in a firm
should be organizationally coordi-
nated.16

Conceptually, the marketing Flanning/
control process consists basically of de-
fining corporate objectives, analyzing
the environment, programming market-
ing activities, implementing the market-
ing program, measuring results of the
program, and taking corrective action
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where appropriate. Due to the length
requirement constraints of this article
we will concentrate our brief discussion
on two areas which would be of partic-
ular interest to motor carriers operating
under a deregulatory climate — envi-

ronmental forces and programming
marketing activities.
All organizations, including motor

carriers, must operate within the frame-
work of forces which constitute the
system’s environment. These forces,
which are either external or internal to
the firm, influence the carrier's organ-
izational activities and constrain and
impinge upon its objectives. Since pres-
ently no one actually knows what de-
regulatory structure will ultimately
evolve, it is important, from a market-
ing viewpoint, to review the environ-
mental model under which many firms
operate (see Figure 1). Figure 1,
adapted from Professor Enis’ Marketing
Principles: The Management Process,
classifies the various environmental
forces such as technology, inflation,
ecology, etc. in three categories: eco-
nomic system, governmental system,
and sociocultural system.l7 Our purpose
in presenting this model is to show that
the management of marketing activities
in contemporary society contains some
elements which may not be familiar to
all regulated motor carrier executives.
It should be recognized, however, that
the model for the purposes of this ar-
ticle is intended only to visually provide
some conceptual guidelines for an under-
standing of the various environmental
forces applicable to motor carriers; it
is not in itself a sufficient guide to man-
agerial action, some of which will be
discussed later. However, it should be
pointed out that whatever the environ-
mental forces may be, motor carrier
executives must recognize that the
foundation of their future growth strat-
egy lies in the freeing of resources for
new opportunities. This will, of course,
require the withdrawal of resources
from those areas where results can no
longer be obtained or where the return
on efforts are rapidly diminishing.

Once the organiaztional objectives
have been specified, and the extermal
environment analyzed, the next step in
the marketing process is the actual pro-
gramming of marketing activities to
achieve the goals and objectives of the
firm. The programming itself begins
with an understanding of the basic mar-
keting functions which are:

® Seeking customers

® Matching their wants and desires
with organizational ecapabilities

® Designing programs to effectuate
this match
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FIGURE 2

ulated motor carriers tend to be pro-
duction-oriented and therefore likely to
treat their entire market as a single
undifferentiated homogeneous unit. In
recognition of this divergence, and an-
ticipated structural change, motor car-
riers in the future must institute studies
to insure that they have clearly identi-
fied their “true profitable markets”
(current as well as future). From a
marketing manager’s viewpoint the
identification approach is formally de-
scribed as market segmentation.

Briefly, market segment delineation
a'r;ld selection basically involves four
steps:

® The identification of wants and de-
sires, including preferences and
motivations, of particular customer

groups.

® The identification of the buying
power of the segment; demand must
be effective.

® An assessment must be made of
the impact of competitor’s market-
ing efforts upon the effective de-
mand of the segment; a competitor
may be so entrenched in a particular
market that attempts to penetrate
the segment are not likely to prove
successful.

® An estimate must be made of the
potential contribution of each iden-
tified segment to organizational ob-
jectives,
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Stated another way, in market seg-
mentation, we are simply employing a
“rifle” approach to reach the most
profitable submarkets (segments) avail-
able to a trucking firm. “Traffic selec-
tivity” therefore is a recognition that
not only would “non-selectivity” not ef-
fectively serve the wants and desires of
trucking customers to treat them all
alike, but it would not be efficient or
remunerative for them to produce a
different service to satisfy each truck-
ing consumer in a given market. The
concept of market segmentation under-
scores the point that simply no one
service can please everyone; it is in
effect a compromise between the in-
efficiency of treating all customers
alike and the ineffectiveness of treating
each one differently.1® The spectacular
growth of the contract and specialized
regulated motor carriers during the
past decades attest to the soundness of
the approach.

Once the target market has been
selected, the trucking executive can
then proceed to develop a marketing
program to satisfy the specific wants
and desires of the individual to be
served. The program itself would consist
of the integration of the principal ele-
ments of the marketing mix; service,
price and promotion (See Figure 2).

In the marketing of transportation
services, nowhere does a greater need
for managerial creativity and skill exist
than in the area of pricing. However,
the task of selecting the most effective
pricing scheme is made simpler when an
organization has defined its market seg-
ments clearly. A model of a number of
the variables which generally shape
pricing, adapted from Larry J. sen-
berg’s text, Marketing, is shown in
Figure 3. All these variables carry sig-
nificant pricing implication for motor
carriers; and under a deregulatory en-
vironment they make price determina-
tion a critically important activity.
Since certain types of trucking services
presently offered contribute far less in
revenues than they cost in capital out-
lays and in operations, profit-oriented
cost-based pricing, geared to “specific
movement or target markets” rather
than general regional markets, must be
developed by individual truckers to a
degree not presently practiced in the
trucking industry.20 This task, however,
will not be simple for individual firms
as noted by Enis:

... . pricing decisions in most or-
ganizations today are based on imn-
tuition, past experience, and industry
rules-of-thumb. Considerable re-
search into pricing activities is
underway, but at present, textbooks
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dustry is operating as a “residual,”
then the annexing of a new route au-
thority may actually create very little
incremental traffic for the total system;
the increased expenses incurred to im-
plement such route authority could, of
course, be substantial. Even though the
potential exists for operating authori-
ties to become valueless some firms may
still wish to purchase in the belief, as
proposed by some, that “. . .. [any] re-
cently acquired operating authorities
should be . . . . [eligible] to take tax
write-offs once the authorities become
valueless.””22

Conversely, for those marginal motor
carriers who are still somewhat unde-
cided as to whether they should stay
and fight in an unregulated environ-
ment or leave gracefully, the optimum
opportunity for actual divesting may
well be at hand.

Develop a Risk Aversion Strategy

An individual motor carrier who has
made the decision to actively continue to
compete in the future should:

(1) Systematically improve the firm’s
reputation for dependability and
reliability.

Analyze the firm's current traffic
situation; develop a target list of
“known losers” and dispose of
them as soon as possible,

Select out those current accounts
that could reasonably be expected
to remain with the firm under a
deregulatory environment; devel-
:g a stronger relationship with

ese fi

(2)

(3)

rms,

(4) Consolidate the firm’s position l:{
shifting the freight mix to bo

the exclusive hauling of LTL traf-

fic and, where appropriate or

feasible, establish special service

contract rates.

Liquidate marginal operating au-

thority where appropriate as soon

as possible.

Determine the firm's future posi-

tion with respect to dealing with

current and anticipated compet-

itors (e.g., a “closed” system or

a combination systemﬁi.

Consider the possibility of the

potential gain from diversifica-

tion.

(8) Develog a strong relationship
with the financial community.

(9) Analyze and explore the potential
for further operating expansion
through the medium of sub-con-
tracting (as opposed to the pur-
chasing of operating authorities).

(10) Establish a special project team,
if appropriate, composed of a cost
analyst, data base analyst, econ-
omist, financier and marketing

(6)

(6)

(7
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expert specifically commissioned
to initiate studies on at least the

following:

® Construction of concept ma-
trices

® Profitability of current serv-
ices

® Usage patterns; including serv-
ice preference

® Capital needs

® Segmented cost systems

¢ Firm awareness

® Buyer behavior; demand elas-
ticities

o Establishing MIS Systems23

® Competitor’s pricing structure

® Construction of payoff and op-

rtunity loss matrices

® Development of sophisticated

analytical techniques

Institute Deregulation and
Anti-Trust Law Conferences

It should be recognized that under a
total deregulation scenario a number of
acts (e.g., Interstate Commerce Act,
Reed-Bulwinkle Act, etc.) under which
the industry must presently operate
would be repealed. And it is unclear at
this juncture what form anti-trust en-
forcement would take in an unregulated
motor freight industry. For example, a
radical revision of the current anti-trust
laws is now taking shape. Traditionally,
anti-trust laws have been concerned with
protecting competition; they have
sought to prevent restraints of trade
and to bar mergers that would give rise
to monopoly power. Now, Senator Ed-
ward M. Kennedy and others are leading
a movement to prohibit mergers on the
basis of size alone. “Bigness itself
should be added to the roster of anti-
trust offenses,” Kennedy says, “because
large corporations cause social problems
even when they do not impair competi-
tion.”2¢ It would seem appropriate
therefore, for the ind itself at its
earliest convenience to schedule a num-
ber of nationwide conferences dealing
with this apparent eventuality. The in-
dividual conferences could be designed
around the following topics:

® Historical and current anti-trust

!ngslntion.
® The Australian, Canadian, United
Kingdom, and other deregulation
experiences.
® The fundamentals of Marketing
Management under a deregulatory
environment.
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al, and dissemination of information.

24 A. F. Ehrbar, “Bigness Becomes the Target
of the Trustbuster,” Fortune, Vol. 99, No. 8,
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should at least discuss the following Acts; See
eit, p. 133.
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Legislation Deseription

Pertinent Court Cases and
Other Events

Sherman Antitrust
Act (1890)

Prohlblted m
trade” nnd (2)

avery “contract, com-
acy in restraint of
or ‘

U.8. v. Standard Ol Co. (1011)
?1981' ,v American Tobacece Co.
1

to monopolise.

US. v. U. 8. Stesl Corp. (1920)
3.98‘.5 )v. Aluminum Co. of America

Clayton Act (1914) Supplemented the Sherman Act by out-
lawing specific practices (price dis-
crimination, tying arrangements and
exclusive dealing, merger of compsny
stock) “when the effect . . . may be to
substantially lessen competition or cre-
ate a monopoly;”.

Many court cases, particularly in
retail sector of the economy;
inson-Patman and Celler-Kefauver

Federal Trade Established a body of specialists to in- FTC v. Raladam Co. (1931)
Commission Act vestigate under the “rule of reason” Wheeler Lea Amendment (1938)
(1914) doctrine : Section 5 of the Act declared

1869 American Bar Association
‘““unfair methods of competition to be report
illegal” ;: Wheeler Lea Amendment add-
ed phrase ‘“‘and unfair or deceptive
acts and practices.”

Robinson-Patman Act Amended the Clayton Act to outlaw Many court cases, with Vl.ryinl' in-

(1936) actions that would “injure, destroy, terpretations of the rather vague
or prevent competition.” Specifically, wording of the Act. Borden Com-
price discrimination was defined to be pany decision perhape is landmark
unlawful; the FIC was empowered to case.

set limits on brokerage allowances,
quantity discounts, etc., and to pro-
hibit promotional allowances and serv-
ices not made available to all buyeru
on proportionately equal terms.”
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lﬂler-'l?dinu Act

(193

DM o ts from mﬂon
—_ ureemn
the Sherman Act, in states hav-
ing fair-trade laws.

California statutes
Schwegmann Bros. case

McGuire Aet
Masters Mail Order Co. case
Quality Stabilization Bill

Celler-Kefauver Act

(1850)
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