TRUCKING
PERSPECTIVES

Inbound Logistics’
annual market insight
survey provides an
in-depth look at trends
and challenges facing
the trucking sector.

Trucking Perspectives Methodology

Inbound Logistics" annual Trucking
Perspectives market insight report includes
input from both carriers and shippers to
provide a comparative analysis supported by
empirical data and anecdotal observations. Our
outreach effort comprises two parts.

First, /L solicited more than 200 trucking
companies to complete a questionnaire that
documents their assets, service capabilities,
operational scope, and areas of expertise. We
also asked carriers to comment on challenges
and opportunities in today’s market.

Secondly, /nbound Logistics reached out to
more than 500 unique motor freight shippers
to comment on industry trends, regulatory
challenges, and their partnerships with carriers.
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n July 2012, President Obama signed into law Congress’ much-

delayed surface transportation reauthorization bill, providing

the U.S. freight industry with another two-year stay of execu-

tion absent a superseding transportation policy or plan. To some

degree, the government’s reprieve offers a parallel for where the

U.S. trucking sector is currently positioned —a wait-and-see limbo

somewhere between relative economic uncertainty and an absolute

infrastructure/capacity shortfall. In either case, shippers and consum-

ers will ultimately assume the burden and pay the price.

While trade improved enough to
tighten truck availability and allow car-
riers to raise rates, great uncertainty
remains—much of which has been
shrouded by the optimism of election-
year politicking.

Shippers responding to Inbound
Logistics’ 2012 Trucking Perspectives
market insight survey are concerned with

ricURe 1 Respondents’ Greatest Challenges

Driver-Related Costs

Regulations and Compliance

Rising Equipment Costs

Fuel Costs

Price Pressure from Customers/Competitors
Insurance Costs and Liabilities

Green Mandates

Technology Investment

Cargo Theft/Security

Reducing Transport Costs

Price Pressure from Customers/Competitors
Customer Service

Matching Supply to Demand

Finding Capacity

Environmental, Regulatory, and Security Compliance

Insurance Costs and Liabilities
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the here and now — namely, rising trans-
portation costs. Carriers, too, feel their
customers’ pain at the pump, and are
leaning on lessons from the recent past to
help squeeze out costs.

If trucking companies didn’t feel
shackled enough by uncontrollable eco-
nomic forces over the past four years,
they soon will face additional constraints.
The U.S. Federal Motor Carrier Safety
Administration’s (FMCSA) yet-to-be-final-
ized Hours-of-Service and CSA mandates
offer two more points of uncertainty
that underscore an undeniable truth:
Economic recovery will trigger a capacity
crunch, and there won't be enough driv-
ers to satisfy demand.

Despite muddled forecasts and prog-
nostications, a silver lining exists. The
trucking industry has faced the worst of
the U.S. recession, and its survivors are
leaner and greener than they've ever
been before. They are more sophisti-
cated in terms of vehicle telemetrics,
fuel consumption, sustainability, rout-
ing, and scheduling; they are receptive
to intermodalism; and they are bet-
ter at transportation and supply
chain management.

What the recession wrought in 2008
has yielded a much more resilient truck-
ing sector in 2012 —well-positioned to
ride out any more bumps that come
its way.



EQUIPPED FOR EFFICIENCY

In 2011, trucking companies reported
a noticeable dip in their average tractor
fleet size. But with the expectation of an
improving economy, tightening capac-
ity, further consolidation in the market,
and increasing diesel engine emissions
standards, carriers are investing in and
expanding their fleets. In 2012, the aver-
age fleet size (tractors and vans) is 2,988
units—closely eclipsing the 2,946 that was
reported pre-recession in 2007, and well
above the 2011 average of 2,542.

While tractor fleets are expanding,
companies are otherwise scaling down
equipment, according to survey respon-
dents. Since 2010, the average number
of trailers has slid from 7,041 to 6,782 last
year and 6,643 in 2012. Companies may
purposely be jettisoning older units, and
many have become more efficient in how
they turn assets, so their requirements
have changed.

In the driver’s seat, however, there’s no
substitute for qualified talent. Trucking
companies report a spike in the number
of drivers (owner-operators included) in
their stable, with the average jumping to
3,024 drivers from 2,507 last year.

Recruitment and retention has been a
priority for all carriers. The military pro-
vides an emerging pool of well-qualified
candidates. But a looming labor defi-
cit will require truckers to invest even
more in their drivers. In fact, 81 percent
of surveyed trucking companies report
that driver-related costs are their great-
est challenge in today’s market, trumping
regulations and compliance (64 percent),
rising equipment costs (51 percent), and
fuel costs (49 percent) (see Figure 1).

Among shippers, reducing transport
costs remains the top priority, according
to 86 percent of respondents. This rep-
resents a notable 12-percent uptick from
2011. Shippers, in turn, are under price

pressure from customers and competitors
to provide better economy in the prod-
ucts they sell—a challenge for 50 percent.
Only 38 percent cite customer service
as a concern. The latter two data points
remain consistent with last year’s figures.

Capacity is still relatively flush, with
only 21 percent of shippers indicating it
as a challenge. Still, the threat of a short-
age is increasingly apparent. Forty-five
percent of respondents experienced a
scarcity of capacity during the past year,
compared to 36 percent in 2011 (see
Figure 2).

Mitigating all costs—at all costs—has
been the trucking industry’s mantra over
the past few years. The recession forced

ricure 2 SHIPPERS: Have you experienced
a truck capacity shortage?

No
55%

carriers to squeeze out as much ineff-
ciency as possible to glean more savings
and remain competitive because freight
shippers had buying leverage. That par-
adigm is now completely inverted. The
investments and efficiency gains carriers
worked toward during the recession are
being repaid in spades.

For one, trucking companies have
been able to increase rates beyond fuel
surcharges. The price of diesel, while
variable, has been oscillating at a much
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ricure 3 SHIPPERS: Have you experienced
rate hikes apart from fuel surcharges?

Yes
67%

higher baseline cost since it spiked in
April 2011, presenting shippers with an
unavoidable expense that is exacerbated
by higher freight pricing. Sixty-seven
percent of surveyed shippers report expe-
riencing a rate hike over the past year,
compared to 53 percent in 2011 (see
Figure 3).

Shippers may now be resigned to pay-
ing more after a few years of having the
upper hand. When asked the most impor-
tant factors when choosing a trucking
partner, only 77 percent identify price,
compared to 88 percent last year—which
topped considerations. Instead, 98 per-
cent of respondents note that reliability is
the number-one priority, suggesting that if
shippers are going to pay more, they want
dependable service.

As in 2011, customer service ranks

third (61 percent), followed by capacity
(43 percent). The importance of sustain-
ability performance continues to drop,
with only 21 percent of shippers identify-
ing this as a critical selection criterion.

REGULATING CHANGE

After driver-related costs, carriers rate
regulations and compliance as their sec-
ond-greatest challenge, according to this
year’s Trucking Perspectives research. In
2011, it ranked fourth. The message is
clear: Truckers now recognize the full
scope of complying with the FMCSA’s
two-headed legislative vehicle aimed
at increasing safety on U.S. roads: the
Compliance, Safety, Accountability
(CSA) safety rating program, and a new
Hours-of-Service (HOS) mandate, which
could reduce daily driving times from 11

Trucking Companies from the

Driver’s Seat
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U.S. trucking companies continue to flex and adapt to changes in the
market. After three years of attrition, the industry has bounced back. While
many carriers have leaned out their trailer assets, fleets are expanding, and
efforts to recruit and retain drivers are in overdrive.

Capacity at home remains a concern, and given the recent resolution
between U.S. and Mexican authorities over cross-border truck movements,
NAFTA trade has received a second wind. Carriers are focusing their attention
on meeting the needs of the North American market, with an intrepid few still
trawling international borders in search of new business opportunities.

In terms of services, trucking companies remain committed to providing
customers with the basics. To complement these stock capabilities, many are
investing in technology solutions that provide shippers with greater visibility
into, and information about, over-the-road shipments.

Here's a snapshot of trucking companies’ services and capabilities, based on
Trucking Perspectives survey responses.



hours to 10, and restrict a driver’s abil- trepidation (see Figure 4).

ity to reset the weekly work cycle with a “The HOS rules impact a large
34-hour rest break. number of runs, and CSA impacts

The FMCSA is still tinkering with employment,” shares one car-
details as it solicits feedback from indus- rier respondent.

try, and legal challenges will likely o
run their own due course, but the ini- ricure4 CARRIERS: Which is a greater
concern — HOS or CSA?

tial enforcement deadlines for both
mandates are looming. In 2011, carri-

ers reported greater concern over the
impact reduced hours of service would

HOS rules
19%

have on their operations (42 percent)

than on the CSA scorecarding initiative Redd:w, "

(16 percent)—41 percent viewed both as

Of equal
shared challenges. concern
This year, 22 percent of surveyed car- 59% ®
riers identify CSA as a concern, versus 19 d
percent with regards to HOS. More truck-
ing companies (59 percent) perceive both I k now
FMCSA regulatory measures with equal r
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ricure 5 CARRIERS: Do you use electronic
on-hoard recorders in your fleet?

Looking
into it
23%
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The shift in perception may be attrib-
uted to the fact that HOS regulations
are absolute, with less room for interpre-
tation. FMCSA is pushing for trucking
companies to equip their fleets with
electronic on-board recording (EOBR)
devices that closely monitor a driver’s
workday, in lieu of traditional paper-
based logs.

The agency has since withdrawn
that stipulation, and is conducting fur-
ther research to study the efficacy of
such technology and its impact on driver
behavior. Still, a majority of trucking
companies are already moving in that
direction, perhaps sensing its inevitability.
Sixty-seven percent of surveyed carriers
currently use EOBRs in their fleets while
23 percent are looking into it, according
to this year’s research (see Figure 5).

Reducing driving hours does pres-
ent challenges, however. “Networks are
established and designed with HOS com-
pliance in mind,” explains one carrier.
“Shortening hours will cause expen-
sive realignment and put added pressure
on driver availability.” In addition to
impacting service lanes and routings that
customers have built their transporta-
tion/sourcing models around, HOS will
also add ancillary costs for educating
and training drivers and other employees
about the new restrictions.

Some trucking respondents question
the need to implement new HOS rules
in the first place. “Research shows the
number of accidents involving commer-
cial carriers is on the decline,” shares one
source. “If the current system works and
has been effective at reducing the number
of accidents, we simply dont see the need
for change —especially when it will fur-
ther tighten capacity.”

While carriers at least feel like they
can control what is a known entity with

HOS —regardless of aversion—the CSA

parameters are much more subjective,
which raises different concerns. The
trucking industry generally welcomes
efforts to improve safety, but many opera-
tors remain unconvinced that these new
scorecarding metrics present an accurate
assessment of performance. For one, CSA
is a moving target, and recurring tweaks
to the system create more confusion for
shippers and carriers.

“CSA is always changing,” explains
one carrier. “Additionally, the Unsafe
Driving Behavior Analysis and Safety
Improvement Category (BASIC) is cal-
culated using the number of trucks — not
miles. Because of our increase in teams
and miles driven, that BASIC is higher
than carriers that are not driving as
many miles.”

Another respondent adds, “We support
the overall objective of CSA to improve
industry safety; however, the Safety
Measurement System methodology is
complex, and the FMCSA has focused
on pushing it out to a public that isn’t
equipped to properly interpret it.”

The consensus among carriers is that
while the FMCSA’s safety motivations
are well-intended, they lack foresight.
These regulations could have a draco-
nian impact on the industry in terms of
capacity and driver availability when the
economy eventually recovers.

BROKERS VS. CARRIERS

The shipper-broker-carrier dynamic
has always presented an interesting nar-
rative within the industry—and one that
often changes with economic condi-
tions. In 2011, nearly 70 percent of polled
shippers stated that they valued their rela-
tionship with carriers more than brokers
(seven percent), while 24 percent held
both in similar esteem.

This year, allegiance shifts consider-
ably. Nineteen percent of shippers report



ricure 6 SHIPPERS: Which is more
important, your relationship with your
carrier or with your broker/intermediary?

Carrier Equally
38% Important

43%

Broker/

Intermediary
19%

they value brokers more, compared to
38 percent who favor carriers; 43 percent
see their relationships as equally impor-
tant (see Figure 0).

Carriers have the upper hand now
in terms of supply and demand, and
many have raised rates. Capacity is still
relatively flush, according to the major-
ity of surveyed shippers, so some may
be inclined to work the spot market in
certain lanes rather than locking into
long-term carrier contracts. The market is
essentially in limbo, somewhere between
the fall-out of a recession and an upswing

in recovery. Shippers appear to be keep-
ing all their options open.

One shipper puts it this way: “I rely on
a broker to find the best carrier for a spe-
cific lane. Carriers may change from load
to load.” Another respondent says, “each
has unique abilities to solve different
kinds of issues.”

The majority of shippers, however, still
vouch for their partnership with carri-
ers over the long haul. “We need a direct
line of communication to the carrier to
establish a true partnership and have full
visibility to anything that may affect our
relationship,” adds another source.

The focus on brokers will remain keen
as capacity continues to tighten—which
raises new concerns about whether inter-
mediaries should face the same safety and
liability scrutiny as carriers. The trucking
industry at large has mixed opinions on
whether freight brokers need to be regu-
lated more.

Sixty-two percent of shippers and
53 percent of carriers believe the broker-
age industry does not need any change
in regulatory control (see Figure 7). Still,
33 percent of surveyed truckers think
there should be more oversight, com-
pared to 11 percent of freight buyers.

Carriers have more to lose when

ricure 7 Does the freight brokerage industry need more regulation or less?

SHIPPERS

No Change
62%

CARRIERS

No Change
53%
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rogue brokers operate, as they are often
held liable. The recently passed surface
transportation bill increased the freight
broker’s surety bond requirement from
$10,000 to $75,000 in an effort to prevent
fraudulent activity. Such a measure will
raise the bar of entry for brokers in what is
currently a fractured industry.

But some carriers believe expectations
need to be even greater, and that inter-
mediaries should comply with the same
standards that CSA and HOS will ulti-
mately force on them.

“We invest in equipment, personnel,
and cargo and liability insurance, and are
held accountable for all aspects of the
load,” notes one carrier. “Freight brokers,
who do not bear these costs, promise cus-
tomers lower prices in general, then ask
us to haul the loads. They need to have
the same skin in the game as carriers.”

Surveyed shippers tend to prefer the
status quo, believing that more regula-
tion will only strangle the industry and
increase costs; and that less regulation

will encourage unqualified companies to
enter the market. “Brokers are a dime a
dozen,” says one respondent. “The good
ones will survive changes in the market,
and those that jump into the business
because it’s easy will go away.”

Whether or not the brokerage indus-
try finds such equilibrium remains to be
seen, but most observers are convinced
that freight brokers will increasingly play
a more important role in the domestic
supply chain—and therefore should come
under greater scrutiny. As one source sug-
gests, intermediaries earn their stripes
by moving excess freight in a headhaul
lane, saving empty miles in a backhaul
lane, and relocating equipment to carri-
ers’ freight.

“Our industry cannot afford to pay
empty miles as our driver base shrinks
and driver utilization becomes a primary
factor,” he says. “With thin margins and
companies’ growing need to use brokers
to achieve these results, the brokerage
industry needs greater regulation.”

2012 Top 100 Truckers
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Inbound Logistics' annual Top 100 Truckers directory brings Trucking
Perspectives full circle with an in-depth directory of carriers that match
the diverse needs of the shipping community. /L editors pared this year’s
roster from a pool of 200-plus companies, evaluating surveys, conducting
online research, and talking with truckers and shippers. This guide serves
as a benchmark for the types of services transportation buyers value when
looking for new partners or evaluating current ones.

The Top 100 list offers a panorama of the motor freight segment,
including large TL and LTL carriers with global inroads and niche-specific
regional haulers that get their white gloves dirty delivering to the final mile.

Together, Trucking Perspectives and the Top 100 Truckers directory
provide a comprehensive guide to help you find partners that will put your

company in the driver’s seat.



