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Return to the Gilded Age? Union Pacific, Norfolk Southern,
and a Transcontinental Railroad

By NATHAN HOBSON®

On July 29 of this year, Union Pacific, the second largest railroad in the country by track
and employees, proposed an $85 billion dollar acquisition of Norfolk Southern, another large
railroad company operating primarily in the eastern United States.' The merger, if approved, would
create the first ever transcontinental railroad under a single rail company, completely reshaping the
North American rail industry.> Spanning more than 50,000 miles across 43 states, the new railroad
for the first time would provide uninterrupted service from the east to west coast.’ In its proposal,
Union Pacific valued Norfolk Southern at $85 billion, making the combined company worth over
$250 billion.*

Union Pacific Promises Increased Efficiency and Growth

Union Pacific, in its press release announcing the proposed merger, put forth numerous
purported benefits that would result from the deal.’ These benefits include: a more efficient railroad
network, improved safety through increased collaboration, and a significant increase in shareholder
value.® The merger has also gained support from the largest U.S. railroad union, SMART-TD, the
transportation division of the International Association of Sheet Metal, Air, Rail, and Transportation
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workers.” The support came after Union Pacific committed to protecting union members’ jobs for
the duration of their careers.® President Trump voiced support for the merger in September, telling
reporters, “[S]ounds good to me”.° Union Pacific was recently named on a list of 37 corporate
donors to President Trumps $300 million White House ballroom currently under construction. !
Private organizations such as the Ohio Chamber of Commerce have also voiced support, viewing
the merger as a means to elevate Ohio’s position in the global marketplace.!! Professor Danielle
Zanzalari, assistant professor of economics at Seton Hall University, wrote in support of the merger,
citing a University of Illinois study that shows inventory holding costs amount to roughly 25% of
a good’s value, and by introducing a single-line national rail service, the number of interchanges
between lines would be greatly reduced.'”

Skeptics Argue Monopoly Power

The proposed merger has also garnered its share of detractors. Instead of seeing the merger
as a way to create an efficient coast-to-coast rail line, they say that the merger is a bald attempt at
concentrating power and maximizing shareholder profits.'> As an example of the true motives
behind the merger, critics have pointed to the nearly $200 billion in stock buybacks by Class 1
carriers from 2010 to 2020 that boosted shareholder value rather than investing in infrastructure or
expanded service.'"* BNSF Railway, currently the largest railroad company in the U.S., has also
voiced concerns for the future of the railway industry post-merger. BNSF says rail customers will
be negatively impacted by losing optionality in shipping to the eastern U.S., as well as an overall
increase in rates.!® History should also give pause; previous mergers, including one involving Union
Pacific, have failed to deliver on the promise of service improvements.'®
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Past Railroad Mergers

While Union Pacific claims that the merger would be entirely paid through a 10 percent
growth in volume over three years, history tells a different story. Union Pacific’s last major merger
came in 1996 when it purchased Southern Pacific Transportation, creating a western duopoly with
BNSF.!7 Similar to Union Pacific’s claims now, it was claimed that the merger would lead to
increased efficiency and lower rates for shippers.!® What resulted however, were service
interruptions and an overall reduction in shipping volume.'

Regulatory Approval and Political Influence

The merger still needs to find approval from the Surface Transportation Board, a federal
agency regulating railroads.?® This process is expected to take more than a year, as Union Pacific
and Norfolk Southern must present compelling reasons for why the merger would serve the public
interest.?! All indications are pointing towards the merger being approved. President Trump, as
noted above, has signaled his approval and Union Pacific’s stock price has risen over 11% since
announcing the deal at the end of July.??

Regulators as well as customers of Union Pacific and Norfolk Southern would do well to
view the railroads’ alleged benefits critically. Mergers, particularly in the rail industry, more than
not lead to results exactly opposite those predicted by the parties. As events from 2020 demonstrate,
disruptions in the distribution system lead to increased prices and great harm to the average
consumer.” Putting potential harm to shippers and consumers aside, the creation of a coast-to-coast
rail network would be unprecedented in U.S. rail history. According to antitrust historian Matt
Stoller, the deal would have been, *. . . unthinkable even to robber barons like Jay Gould and J.P.
Morgan.”** The deal receiving such quick administration approval also comes as a shock.
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While President Trump’s first term was generally focused on de-regulation, his administration also
took actions to break up monopolies.?® As stated above, perhaps President Trumps approval of the
UP-NS merger has just as much to do with Union Pacific’s donation to the new White House
ballroom as it does with his overall view of the merger.?®

With the merger likely to be approved as soon as 2026, interested parties should pay close
attention to any effects it has on the U.S. rail industry. Whether positive or negative, this merger
could ultimately serve as a bellwether for large-scale mergers in the rail industry and beyond.
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