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Strong Tie Demand Still Raises Questions
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Signs of improvement for the second half
of the year are now in the
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KHÀUVWTXDUWHUVDZGLVDSSRLQWLQJ
reports of Real Gross Domestic
Product (GDP), a decline at an annual
rate of 2.1 percent. Second quarter reports
brought an encouraging 4.6 percent
bounce back with larger than expected
growth. Standard & Poors predicts 2.2
percent for the year as a whole, which
is below their January forecast of 2.8
percent. This softness appears to have
dimmed S&P’s expectations for economic
growth prospects in subsequent years as
well, for example in 2015 from 3.2 to 2.8
percent.

Crosstie Purchases
This market was also
rather unsteady, with
new wood tie purchases
declining 3.4 percent
in the second quarter of
2014, as compared with
second quarter 2013. Last
year experienced healthy
demand growth of 6.2
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Hate It When That Happens
L
ast year’s September/October review
of the state-of-the-industry revealed
two opposite trends. On the one hand,
predictions for a marketplace hungry for
more ties going forward. On the other, the
reality of tie supplies faltering, for a wide
variety of reasons and just at the wrong
time.
)RUHFDVWVIRUWKLVSDWWHUQWRFRQWLQXHIRU
the foreseeable future were unavoidable
based on the evidence that was available at
the time. Since then, the markets have seen
much of the same. And in this case, we just
hate it when we turn out to be right.
Demand shows continued strength,
up some 4.0 percent so far this year.
Tie supplies are down an additional 9.6
percent. This is certainly not a sustainable
situation as inventories are woefully low in
some places as evidenced by an inventoryto-sales ratio of 0.64. That’s 19 percent
EHORZWKHÀYH\HDUDYHUDJH
So, how is it playing out in the market
place now and what may be in store going
forward? Let’s dig a little into that and
explore the possibilities.

may increase between now and the end of
the year. That is, if tie producing regions
avoid an early and wet winter weather
pattern.
This potential turnaround is due in
part to a housing market that saw a 2014
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By Jim Gauntt
predicted growth rate of some 20 percent
À]]OLQJLQWRQRJURZWKDWDOO$OVR&KLQD·V
seemingly insatiable desire for U.S.
hardwoods hit the skids, presumably due to
escalating premiums for many hardwood
products. Some believe this pull back in

Current Situation
The good news is that a corner seems
to have been turned in supply. Tie
manufacturers are now reporting that
production has stabilized and tie receipts
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purchases is only temporary, so this and
the U.S. housing market bears careful
monitoring going forward.
However, production increases have
more to do with railroads beginning to
raise prices for green ties, over a period
of about six to eight months, to a point
that enticed producers to turn some
production back to ties. Some market
analysts were predicting a supply
problem as early as May/June of 2013,
but the largest of the two major marketwide price increases didn’t come until
late March 2014.
Yet, it took until August for the ebb
tide to show signs of turning back to
shore. Hardwood markets can be a very
large ship to turn when other demands
for the hardwood log create rapidly
rising premiums for the many other
products that a tie log can be cut into.
Maybe, just maybe, tie production
is now headed for a sustainable
turnaround. This may be especially
possible if a recently reported
additional price increase, selectively
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reaching out into the market for new
production, is successful.
On the demand side, it is apparent that
the rail industry is healthy. Class 1 tie
demand is strong and the commercial
markets also remain vibrant. There is
OLNHO\WREHVLJQLÀFDQWXQPHWGHPDQG
at the end of 2014, maybe as much as 1
million ties needed, but not supplied, this
year. This pent-up pressure will add to
the forecasted growth of tie demand for
2015 and keep suppliers hopping most of
the year.
One reason is that air drying tie
inventories have not yet been built
back to healthy levels according to
RTA member reports. That means much
Boultonizing is still occurring, which also
means that in many cases new green tie
arrivals don’t rest very long in treating
plants before they are headed out the door
to their track destinations.
%XWIRUWKHÀUVWWLPHLQDERXW
PRQWKVWKHUHLVVLJQLÀFDQWUHDVRQIRU
optimism that everything is now on a
mainline track to recovery. How long to
reach the destination for market balance
LVÁXLG%HVW
RTA’s
estimates are that
improvement
econometric
will be steady
throughout 2015
model has
with a target of
WKHÀUVWRUVHFRQG
predicted
quarter of 2016
a relative
seeing something
close to an
explosion
equilibrium being
reached.
in short line
Of course, that’s
and regional
still a long time
and much could
railroad tie
happen one way
or the other to
demand for
affect the timeline.
2014.
If weather is a
bear that’s bad
for the timeline. If the economy starts to
grow rapidly, creating more demand for
all hardwood products that’s bad for the
timeline. If the economy has a hiccup
that might be good for the timeline, but
a recession of any sort is always bad for
overall business interests.
All of this points to the fact that the
&52667,(66(37(0%(52&72%(5
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industry is probably better off with the
current state of affairs than if something
were to negatively affect railroad demand.
So be happy tie suppliers. Working
toward the common goal of meeting each
customer’s needs is a good thing, even if its
still balls to the walls for a while.
RTA Surveys Reinforce Tie Demand
RTA conducts an exclusive and
comprehensive tie demand survey of the
railroad community each year. This is
used to compare anecdotal evidence from
the marketplace and the historical data to
glean as much guidance for the next year
as possible beyond the RTA econometric
forecast model.
Class 1 Roads
Here is a look at the Class 1 historical data
in Tables 1 (pg. 9) and 2 (pg. 10). Table 1
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is new construction ties in 2013 and Table
2 illustrates what was reported by Class 1
roads for maintenance tie installations.
In 2013, wood ties combined to hold a
95.2 percent share of the Class 1 market
in the United States. That market share
dominance would be even higher if switch
and bridge ties were included.
Short Lines & Regional Roads
These railroads are not required to report to
the U.S. government in the R-1 reporting
process. So, only RTA surveys help in
looking at what is going one for these
roads. Although survey response rates are
very good (58.05 percent of track mileage
represented), unfortunately, we can only
guess as to whether the extrapolations
capture all the activity. Survey results have,
however, usually provided a very good
indication of trends.

This year that is certainly the case. RTA’s
econometric model has predicted a relative
explosion in short line and regional railroad
tie demand for 2014. The survey seems to
bear this out with 35 percent increase in 2014
over 2013. And while that level of demand
appears damped for 2015 and 2016, readers
VKRXOGUHÁHFWRQWKHSDVWDQGXQGHUVWDQGWKDW
these roads are loathe to be as certain about
their future resources beyond the current
year. That has almost always historically
meant reduced survey based forecasts as they
tend to be more cautious in longer-termed
prognostications.
Prognosis for this sector, as one can see, is
more than upbeat as the survey results reveal
in Table 3 (pg. 10).
7KHÀQDOÀJXUH7DEOHLOOXVWUDWHVQRW
only the total marketplace projections and
how much timber is required to produce the
wood products required for rail operations.
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