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On the macroeconomic side, there have 
been no significant developments since 
January that would affect the tie demand 
forecast. 

Commodity prices, with the exception 
of oil, are at mid-term lows and stuck in a 
trading range. As discussed in the January/
February 2016 issue of Crossties article 
titled, “Where Are We Headed Next?,”  
low commodity prices are the result of 
lower world demand and a strengthen-
ing dollar. Over the months of March and 
April, the Trade Weighted Dollar Index 
lost ground, giving hope for commodity 
price recovery (Figure 1). However, in 
May, the index regained momentum after 
the last FOMC minutes were released. The 
market seems to be anticipating a rate hike 
in June or July. 

At present, the microeconomic side of 
the tie market presents a conundrum for 
the Railway Tie Association’s (RTA) tie 
demand econometric forecasting model. 
While total freight on Class 1 and Short  
line railroads has been in decline for some 
time, tie demand is bucking the trend. Tie 
purchases remain unexpectedly strong  
YTD. However, this may not last forever, 
and the tie demand could begin to soften 
by year-end. 

In their 2015 annual reports, Class 1 rail-
roads reported declining freight volumes. 
That trend continued into and through 2016 
Q1. Revenue ton-miles of freight declined 
15 percent year over year, and is down 11 
percent from the fourth quarter of 2015. 
As presented on various conference calls, 
the main driver was a decline in coal ship-
ments on the order of 30 percent or more. 
Also, other categories of freight, such as 
grain, declined measurably. On the posi-
tive side, there were some exceptions; auto 
and chemical shipments increased. This 
was also the case for some regional roads 
(see Genesee & Wyoming, Providence and 
Worcester lines, for example). Plus, some 
railroad companies reported improving 
efficiencies in operations.

Railroads also stated that the strong dol-
lar hampered exports and a warmer winter 
hurt shipments. Two Class I roads stated 

that coal inventories at power plants are 
significantly higher than average. CSX 
noted that the normal level of coal inven-
tory at utilities is between 55 and 70 burn-
days. Currently, the inventories are about 
120 burn-days. UP reported similar burn-
day numbers. Furthermore, there are no 
expectations by most railroads for overall 
freight improvement in the first half of this 
year. 

Tie demand remains surprisingly strong 
in the face of this data. Purchases for the 
first quarter are up 6.6 percent versus a 
year ago, and 15.7 percent compared to 
the fourth quarter of 2015. Tie production 
is also strong—up 16.4 percent from a 

year ago, and only -1.6 percent from 2016 
Q1. Is there a discrepancy between the 
forecast and reality? There are a few pos-
sible options to explore in the quest for an 
answer.

From mid-2013 through mid-2015, sup-
ply from sawmills did not meet the railroad 
demand for treated ties. Inadequate green 
tie supply, coupled with strong demand, 
reduced treated tie inventory to near-record 
lows (Figure 2). Since then, the situation 
has changed. Due to softer demand for 
other wood products, sawmills ramped up 
tie production. Yet, even with continued 
strong demand, tie inventory has continued 
to increase since mid-2015. 
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On the macroeconomic side, there have beenwere no significant developments since January that 
would affect the tie demand forecast. Commodity prices, with the exception of oil, are at mid-term lows 
and stuck in a trading range.  As discussed in the Jan/Feb article, “As BRICS Sag, Pressures Mount on US 
Economy”, low commodity prices are the result of lower world demand and a strengthening dollar. Over 
the month of March and April, the Trade Weighted Dollar Index lost ground, giving hope for commodity 
price recovery (figure 1). NonethelessHowever, in May, the index regained momentum after the last 
FOMC minutes were released. The market seems tois be anticipating a rate hike in June or July.   

At present, the microeconomic side of the tie market presents a conundrum for the RTA tie demand 
econometric forecasting model. While total freight on Class 1 and Short line railroads has been in 
decline for some time, tie demand is bucking the trend.  Tie purchases remain unexpectedly strong YTD. 
However, this may not last forever, and the tie demand could begin to softenease by year-end.  

Figure 1 

 

Source: Federal Reserve Bank of St. Louis 

In their 2015 annual reports, Class 1 RR reported declining freight volumes. That trend continued into 
and through 2016 Q1. Revenue ton-miles of freight declined 15% year over year, and is down 11% from 
the fourth quarter of 2015. Still, some RR companies reported improving efficiency. As presented on 
various conference calls, the main driver was a decline in coal shipments on the order of 30% or more. 
Also other categories of freight, such as grain, declined measurably. HoweverOn the positive side, there 
were some exceptions: auto and chemical shipments increased. This was also the case for some regional 
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Figure 23 

 

Source: RTA 

Even though rail freight has declined since the last quarter of 2014, the above hypotheses may be having   
continued positive impact on the tie demand.  If so, it  could explain whythe reported higher demand 
that is higher than what the forecast predicts is being reportedthan the forecast predicts.  It should be 
noted, however, that if the freight remains subpar as many indicators suggest, tie demand could 
eventually reducebe impacted  to a number closer to the model’s expectations.  

Base case tie demand forecast: 

New Wood Crossties (in thousands)

Year Real Class 1 Small Market Total
GDP Purchases Purchases Purchases Pct

2012 2.2% 16,968 6,054 23,023 5.2%
2013 1.5% 17,131 7,317 24,448 6.2%
2014 2.4% 15,931 7,083 23,014 -5.9%
2015 2.4% 16,566 7,417 23,983 4.2%
2016 2.3% 16,577 6,449 23,026 -4.0%
2017 2.5% 17,238 5,175 22,413 -2.7%

 

Upside scenario: 

14,000

15,000

16,000

17,000

18,000

19,000

20,000

21,000

D
ec

-0
9

M
ar

-1
0

Ju
n-

10

S
ep

-1
0

D
ec

-1
0

M
ar

-1
1

Ju
n-

11

S
ep

-1
1

D
ec

-1
1

M
ar

-1
2

Ju
n-

12

S
ep

-1
2

D
ec

-1
2

M
ar

-1
3

Ju
n-

13

S
ep

-1
3

D
ec

-1
3

M
ar

-1
4

Ju
n-

14

S
ep

-1
4

D
ec

-1
4

M
ar

-1
5

Ju
n-

15

S
ep

-1
5

D
ec

-1
5

M
ar

-1
6

Tie Inventories (000)

Figure 1

Source: Federal Reserve Bank of St. Louis
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A Big Thank You!
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We are thankful for our sponsors—Stella-Jones, Koppers Inc., Gross & Janes Co., Union Pacific, Appalachian Timber Services, JH Baxter 

CPF�%Q���/K6GM�+PFWUVTKGU��$TGYEQ��%CJCDC�2TGUUWTG�6TGCVGF�(QTGUV�2TQFWEVUōCPF�CNUQ�HQT�VJQUG�EQORCPKGU�VJCV�QRGPGF�VJGKT�FQQTU�VQ�WU��
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and Norfolk-Southern. A special thanks goes out to Kenny Dailey and Stella-Jones for their assistance in organizing the itinerary.

 RTA would also like to recognize the members who took time from their busy schedules to attend: Claus Staalner, American Wood 

Technology; John Getz, AmeriTies Holdings LLC; Rick Gibson and Roy Henderson, Appalachian Timber Services; Tim Carey, Arch Wood 

2TQVGEVKQP��-GPP[�%JGPI��#OGTKECP�9QQF�2TQVGEVKQP�#UUQEKCVKQP��<CEJ�&QODTQY��0CVJCP�.QHVKEG��&CXKF�5OCV�CPF�4QD�$CPKUVGT��$05(�

Railway; Josh Dearmond and Nathan Rowe, 

Brewco Inc.; Alan Cox, Tony Nichols and 

Wes Piatt, Bridgewell Resources; Stephane 

Gadbois and Angela Negro, Canadian National 

Railways; Mark Mallory, Cordstrap USA Inc.; 

.CTT[�(GPYKEM��%5:�6TCPURQTVCVKQP��)GPG�

Coats and Gary Ginther, Eagle Metal Products; 

Bill Behan and Michael DiRaimondo, Gross & 

,CPGU�%Q���,GTT[�(CTNG[�CPF�,GCPPG�1NUQP��,*�

Baxter & Co.; Gary Ambrose, Chuck Kraynik, 

Tim Ries, Koppers Inc.; Chuck Shaw, Kop-

pers Performance Chemicals; Tim Thornburgh, 

Linden Lumber; Kevin Conkright, George Mor-

ris and Matt Seal, Missouri Tie LLC; Bill Moss, 

MiTek Industries Inc.; Curtis Schopp, National 

Salvage & Service Corp.; Jeff Broadfoot, Shane 

Kitchens and Brian Lindsey, Natural Wood So-

lutions; Jim Brient, Nisus Corporation; Gibson 

Barbee and Jack Hughes, Norfolk Southern 

Corp.; Tony Helms, North American Tie & 

Timber; Jim Gauntt, Railway Tie Association; 

Kenny Scott, Scott Post Co.; Mark Porter, 

Shoreline Plastics LLC; Kenny Dailey, Buddy 

Downey, Eddie Horton, Ken Peirson, David 

Roberts and David Whitted, Stella-Jones Corp.; 

/KMG�$CZVGT��5VTKMGT$KNV�..%��%CTN�(GTTCPU�CPF�

,WCP�(TKVUEJ[��7'5�#XKUVC�1KN�)TQWR��CPF�,GHH�

Parrett, Wheeler Lumber LLC. Q

RTA members pose at Cahaba’s Brierfield, Alabama plant.
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BASE CASE TIE DEMAND FORECAST

New Wood Crossties (in thousands)

Year Real GDP Class 1 Purchases Small Market Purchases Total Purchases  Pct

2012 2.2% 16,968 6,054 23,023 5.2%

2013 1.5% 17,131 7,317 24,448 6.2%

2014 2.4% 15,931 7,083 23,014 -5.9%

2015 2.4% 16,566 7,417 23,983 4.2%

2016 2.3% 16,577 6,449 23,026 -4.0%

2017 2.5% 17,238 5,175 22,413 -2.7%

UPSIDE SCENARIO

New Wood Crossties (in thousands)

Year Real GDP Class 1 Purchases Small Market Purchases Total Purchases  Pct

2012 2.2% 16,968 6,054 23,023 5.2%

2013 1.5% 17,131 7,317 24,448 6.2%

2014 2.4% 15,931 7,083 23,014 -5.9%

2015 2.4% 16,566 7,417 23,983 4.2%

2016 2.7% 16,612 6,426 23,038 -3.9%

2017 2.8% 17,342 5,568 22,910 -0.6%

DOWNSIDE SCENARIO

New Wood Crossties (in thousands)

Year Real GDP Class 1 Purchases Small Market Purchases Total Purchases  Pct

2012 2.2% 16,968 6,054 23,023 5.2%

2013 1.5% 17,131 7,317 24,448 6.2%

2014 2.4% 15,931 7,083 23,014 -5.9%

2015 2.4% 16,566 7,417 23,983 4.2%

2016 1.2% 16,480 6,386 22,866 -4.7%

2017 2.3% 16,809 5,060 21,869 -4.4%

The extension of Positive Train Control 
(PTC) implementation by the U.S. Congress 
may have offered the railroads some modest 
flexibility for CAPEX. That doesn’t mean 
railroads aren’t focused on the PTC man-
date, it might just mean that they have more 
flexibility in optimizing CAPEX to achieve 
all goals on the horizon.

The early extension of the shortline tax 
credit in 2015 for the year 2016 may have 
also given shortlines confidence in their 
budgeting process. For example, one major 
regional road will have invested enough 
in infrastructure upgrades to receive a tax 
credit in 2016 of $27 million. That rep-
resents more than 10 percent of the total 
CAPEX for that company. This example 
may suggest that the opportunity to get 
ahead of the maintenance curve is at hand 
for many similar roads, and the opportunity 
is being actualized with more tie purchases 
across the board for this market segment. 

Finally, there is a buzz about increasing 
freight transportation of chemicals and liq-
uefied propane gas (LPG), as expressed in 
multiple railroad conference calls and annual 
reports. That seems to be the case especially 
for the short lines, where some companies 
have received federal grants for track devel-
opment, creating a strong demand for ties in 
the commercial markets.

Even though rail freight has declined since 
the last quarter of 2014, the above hypothe-
ses may be having continued positive impact 
on tie demand. If so, it could explain why 
demand that is higher than what the fore-
cast predicts is being reported. It should be 
noted, however, that if freight remains sub-
par, as many indicators suggest, tie demand 
could eventually reduce to a number closer 
to the model’s expectations. 

Note: forecast is based on S&P’s GDP, CPI, and oil price forecast, and on EIA oil and coal production forecast.

Petr Ledvina is a member of the RTA’s 
economic forecast team. Born in 
Czechoslovakia, he has a background 
in electrical and civil engineering, and 
worked on railroad maintenance for 
two years. Following his wife from 
Birmingham, Ala., he moved to the 
United States, where he obtained a 
degree in economics from Birmingham-
Southern College. As an analyst, 
Ledvina worked for two regional finan-
cial institutions, and joined RTA’s eco-
nomic forecast team a few years ago.
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