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Pacific Northwest:
Vancouver, Seattle and Tacoma

3.13.13.13.13.1 About the portsAbout the portsAbout the portsAbout the portsAbout the ports

Vancouver, Seattle and Tacoma Ports are located close to each other at the
northern end of the North American West Coast market. The geographical
proximity of the ports has significant implications on both the competitive
and cooperative dynamics affecting their attempts to extend their market
reach beyond their local catchments.

Following a temporary fall in 2001, over the last couple of years each of
the three ports has experienced a growth in container movements. During
the same period they have all invested significantly in new infrastructure
and water and land-based container handling capacity. There is evidence
that a previous trend for carriers to transfer their business from the
northwest coast to the Californian ports is again changing in favour of all
three ports.

Supporting this shift in carrier behaviour are underlying changes in
economic structure. It would also seem that a number of major United
States retailers ‘which have historically been concentrated in southern
California, are establishing new distribution centres in the Puget Sound
area’. According to a Containerisation International report, this
development will ‘fuel increased transpacific imports via the gateways of
Seattle and Tacoma.’

The same report argues that Vancouver, Seattle and Tacoma ports share
the advantage of having quite well balanced import and export container
trade volumes. By contrast, the ratio of transpacific eastbound and
westbound cargo volumes has approximately a 3:2 ratio of imports to
exports.1

Compared to California, the Pacific Northwest has a small local
population so intermodal strategies play a crucial role in expanding each
port’s market by moving freight to distant Canadian and United States
destinations. Collectively, as much as 80 per cent of container volumes

1 Northwest balancing act, Saturday 1st February 2003 Containerisation Inter-
national.
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moving through the three Pacific Northwest ports are not for local
consumption but are destined for other places such as the Midwest and
even the North American East Coast.

3.1.13.1.13.1.13.1.13.1.1 Competition and collaborationCompetition and collaborationCompetition and collaborationCompetition and collaborationCompetition and collaboration

The market for port services in the Pacific Northwest exhibits a complex
mix of competition and collaboration. On the one hand there is a high
level of competition between the three ports and, more particularly,
between Vancouver and the other two, meaning that each of them is
focused on strategies that aim to maximize their own market share at the
others’ expense. Vancouver has emerged as a serious threat to the Tacoma
and Seattle ports as an entry point for container trade destined for the
Canadian and United States hinterland, for example. To cater for
significant growth in container trade, each of the three ports is expanding
its terminal capacity, as well as building on-dock intermodal facilities.

On the other hand, the ports have demonstrated a willingness to
collaborate on key infrastructure initiatives. Seattle and Tacoma have
combined forces to invest in improvements in the rail and road corridor
between them.

3.1.23.1.23.1.23.1.23.1.2 Distribution centres and facilitiesDistribution centres and facilitiesDistribution centres and facilitiesDistribution centres and facilitiesDistribution centres and facilities

Apart from the significant investment by the ports themselves in
intermodal infrastructure, the development of intermodal facilities and
services by third party logistics specialists and major retailers have
supported the ports’ ability to reach their inland markets. Both of these
groups have been establishing warehousing, transloading and distribution
outlets near Seattle and Tacoma. For example, major retailers such as
Target Wal-Mart, Safeway and Home Depot are either establishing or
looking to establish distribution centres in the area.

3.1.33.1.33.1.33.1.33.1.3 Railway networksRailway networksRailway networksRailway networksRailway networks

Over the last decade or more both Canada and United States railway
companies have had a very significant role to play in moving freight
between coastal ports and inland markets in North America. As with the
ports located elsewhere in North America, a combination of competitive
and collaborative strategies has characterized the role railways have
played in supporting the Pacific Northwest ports’ efforts to win
competitive advantage.

Firstly, through a process of alliances, joint ventures and acquisitions the
railway market has become highly consolidated, which in turn has
increased the remaining railway companies’ capacity to provide extensive
networked linkages between the West Coast ports and their Midwest and
East Coast markets. But, as a Containerisation International report stresses:
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In the intra-Canadian intermodal rail market, as well as in the crossborder
trade between Canada and the United States, CN and CPR compete fiercely
with each other. In the fast-growing trade corridors from Vancouver (BC) to
Toronto (ON) and Montreal (PQ), as well as between Toronto/Montreal and
the United States MidWest, these are the only Class I railroads operating.2

The report goes on to say that on these routes the Canadian railway
companies are also competing with road freight companies in an attempt
to increase the volume of containers and trailers that they carry by rail.
Although by April 2003 only 20 per cent of containers moved to and from
ports in North America by rail, the West Coast ports have benefited from
the railway companies’ ongoing efforts to forge linkages with them and
cargo owners and shipping carriers.

For example, the Ports of Los Angeles and Long Beach gained a
competitive advantage when in 2001, BNSF and Norfolk Southern Railway
Company established a coast-to-coast intermodal service between southern
California and Rutherford (PA) and Croxton (NJ) on the United States
East Coast (USEC). BNSF’s network covers the western two-thirds of the
United States, while NS operates in the eastern states. Consequently, BNSF
provides the linehaul service between California and Chicago, and NS the
linehaul from Chicago to USEC. Furthermore, intermodal connections
between Tacoma and Seattle Ports are being improved as a consequence
of a partnership arrangement which has seen BNSF and UP join a number
of parties funding a corridor similar to the Alameda Corridor.

Secondly, there has also been an increasing tendency for the railway
companies to form alliances with road operators to facilitate the seamless
interchanges and door-to-door delivery that to some degree have met the
increasing demands for just-in-time delivery by cargo owners keen to
minimize their transit and inventory costs.

Thirdly, the railroad companies have established their own intermodal
facilities and services, including those in and around Chicago where they
are used extensively as rail interchange points for both the Canadian and
United States railroads’ marketing alliances. Through these facilities, the
rail operators’ customers benefit from reduced transit times of a day or
more by eliminating the crosstown haulage of trailers over the city’s
congested highways.

Railway companies also have a history of establishing intermodal facilities
at ports. In the late 1990s Canadian Pacific Railway (CPR), for example,
established the Vancouver Intermodal Facility just outside of Vancouver
BC with the capacity to handle 120,000 containers and trailers a year, a

2 Containerisation International, April 2003.
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100 acre intermodal terminal in Calgary, and participated in the Deltaport
terminal at Vancouver Port in collaboration with VPA, TSI Terminal
Systems, and CN Rail.

Those ports that have forged partnerships with the railway companies
through shared investment in on-dock or near-dock intermodal facilities
have been able to attract trade away from ports that are more closely
located to the point of production. This is happening, for example, with
trade that originates near the Port of Portland in the Columbia/Snake
river area. Instead of being shipped out through the Port of Portland,
ocean carriers that do not serve Portland charge a nominal fee to shippers
to cover the cost of transfer of the cargo by rail to Seattle or Tacoma ports.
Northwest Container Services offers carriers including Maersk Sealand and
the Grand Alliance this service using BNSF’s and UP’s networks.

Collectively these factors have greatly reinforced the capacity of the Pacific
Northwest ports to expand their markets beyond their local catchment. It
must be remembered, however, that the Californian ports, and indeed a
number of ports on the East Coast of North America, are also able to
challenge the Pacific Northwest ports’ control of the Midwest market
through their access to a similar range of railway services.

3.23.23.23.23.2 The role of VThe role of VThe role of VThe role of VThe role of Vancouver Pancouver Pancouver Pancouver Pancouver Port Authorityort Authorityort Authorityort Authorityort Authority

In some instances, the extension of the port hinterland in North America
has been facilitated by the role assigned to port organizations and the
corporate governance arrangements.

Vancouver Port Authority, established under the Canada Marine Act of
1998, is a good example of the strategic whole-of-port collaborative
manager. Its status as an authority is only recent. Previously it was a
‘crown corporation’, a government business enterprise that reported to the
Canadian federal government.

Its growth strategies have been shaped by the need to compete with its
Pacific Northwest neighbours, Tacoma and Seattle, the South West Coast
ports of Los Angeles and Long Beach and the ports on the East Coast of
Canada and the United States.

According to VPA’s president and chief executive officer, Captain Gordon
Houston, insufficient access to capital for the infrastructure investments
required to maintain competitiveness and capture business growth
opportunities:
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At the core of this challenge to remain competitive is the fundamental issue
concerning the differences in tax structures. The VPA and its tenants pay some
US$56 million in taxes to the local municipalities. Seattle on the other hand is
a tax raising authority and assesses the residents in each and every household.
This raises around US$50 million Cdn that the port of Seattle can use to fund
infrastructure. They are also able to access Federal and State grants to provide
further transportation benefits outside of their port areas.

By contrast with United States Ports Houston pointed out that:

Currently, we’re mandated to operate on a cost-recovery basis and deliver
revenue to various levels of government. We’re compelled to act on the basis
of often narrow and short-term revenue-maximizing considerations,
and we have only a fraction of the investment capacity of competing ports
in the United States.3

3.33.33.33.33.3 DeltaportDeltaportDeltaportDeltaportDeltaport

The Port of Vancouver’s principal transport chain initiative has been the
ambitious Deltaport development, which opened for business in 1997. As
well as being a way of relieving congestion in the Inner Harbour area and
allowing room for expansion in container traffic, the development of
Deltaport was an important strategic response to improving intermodal
integration to make Vancouver more competitive with the United States
West Coast ports. Its development gave Vancouver the opportunity to
offer a competitive service to Chicago and the United States Midwest.

This was a joint venture initiated by the (then) Vancouver Port
Corporation to overcome congestion in the Inner Harbour and to give
better access to the United States Midwest and Chicago. The Corporation
acted as facilitator to get the new port development to the south of the
city approved and operating. It carefully managed the issue of competition
between its Inner Harbour stevedoring companies by offering involvement
in Deltaport to stevedores, while bringing together the two competing
Canadian railway companies.

Involving both railway companies took particular effort as they had
previously had little contact and were traditional rivals. However, the
Corporation was able to persuade them that it was necessary for their
collective survival to put past differences aside and cooperate on the
Deltaport venture and associated upgrading of rail capacity through the
Rocky Mountains. Removal of historic restrictions on the railways’ ability

3 Vancouver Port Authority Website, December 5, 2001, Speech: Address to the
Vancouver Board of Trade by Captain Gordon Houston, President & Chief
Executive Officer, Vancouver Port Authority, Tuesday, December 4, 2001, http://
www.portvancouver.com/media/news_2001_12_5.html
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to charge cost recovering prices on grain traffic gave the port the
capability to upgrade track through the mountains by improving tunnel
grades and enlarging tunnels to accommodate double stacked container
cars. The railways then further improved their capacity to serve the
United States Midwest by purchasing smaller United States railway
companies in this region.

One of the stevedores took up the offer to participate in the venture,
which effectively created a means of ensuring coordination between the
two ports.4 The stevedoring company was able to form a successful joint
venture that has been a major contributor to the Port of Vancouver’s
ability to expand and provide a competitive, alternative service to major
United States markets.5

Deltaport has improved Vancouver’s growth and has strengthened its
position as a competitive threat to the United States West Coast ports. As
a sign of the success of the Deltaport venture, in July 2001:

three carriers started new transpacific services using Vancouver (BC) as the
first eastbound United States port of call. OOCL, NYK and Lykes Lines are now
using the port as a gateway to the United States Mid-West. For OOCL and
NYK, this represents a change in their rotation within the Grand Alliance.
Previously, Seattle was their first port of call, followed by Vancouver.
The two carriers combine their loads to make a weekly call at Deltaport.6

As with the efforts of all of the other ports that have successfully
positioned themselves as gateway ports to other regions, the reason that
the carriers moved away from Seattle to Vancouver was that Canadian
Pacific Railway (CPR) established contracts with them to tranship their
cargo overland from Vancouver to Chicago, even though this involved a
change in port rotation. At the time of the contract being signed, Bob
Ritchie, president of CPR commented: ‘On the Pacific Coast, we offer the
quickest and most efficient route between the port of Vancouver and
Chicago’. Like his United States rail competitors, UP and BNSF, Ritchie’s
vision at the time was to increase integration between the different
transport modes in North America through a network of collaborative
partnerships among rail and road operators.

As evidence of the success of the efforts of Vancouver to forge formal
partnerships with the rail companies, which in turn have been reinforced
by the development of formal arrangements between the rail companies

4 Ibid., page 86.
5 Meyrick & Tasman, Measures to Improve Container Port Efficiency, 1998, page 80.
6 Vancouver BC favoured gateway from Asia, Containerisation International,

July 2001.
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and the carriers, container volumes have continued to grow very strongly
at Vancouver port over the last four years. In the first four months of
2000, container traffic increased by 24 per cent over the same period in
the previous year.

By July 2002 container volumes had increased again. Imports increased by
21 per cent on the basis of strong consumer demand for Asian-produced
goods, and export trade increased by 9 per cent. Twelve months later the
port recorded another 21 per cent increase in its import trade in containers
and a 3 per cent increase in exports.7

3.43.43.43.43.4 Future plansFuture plansFuture plansFuture plansFuture plans

To meet the growth in container traffic being attracted to Vancouver, and
to be in a position to compete with other West Coast ports for the
burgeoning trade growth from South East Asia, China in particular, the
port authority announced plans in late 2002 to improve efficiencies at its
existing facilities at the Centerm Terminal, which is operated by Casco
Terminals Ltd., the Vanterm Terminal, operated by TSI Terminal Systems
Inc and Deltaport. As well as these efficiency improvements, the port
authority will also expand the Deltaport facilities in the Roberts Bank
region. As David Stowe, chairman of VPA explained at the time:

Competition with the United States is fierce. The ports of Seattle and Tacoma
are making major infrastructure investments to compete for this future business.
If we want to increase jobs and stimulate the economy in British Columbia,
we must be competitive. The reality is that we must start planning now,
and look at expansion options, including those at Roberts Bank.

The VPA’s first priority is to work with its terminal operators to increase
existing facilities’ capacity through operating efficiencies and new equipment
productivity.8

Through consultation with local government and other stakeholders the
VPA will also include economic development and highway improvement
initiatives in its port development strategies.

3.53.53.53.53.5 The United States portsThe United States portsThe United States portsThe United States portsThe United States ports

In Washington State both of the Ports of Seattle and Tacoma are ‘eminent
domain entities’ – a special level of local government, which has taxing
powers over the citizens of its county. This creates a more complex set of
relationships between local ratepayers and the port and between the port

7 Port of Vancouver Website, http://www.portvancouver.com/media/news_
2003_archive.html

8 Ibid.
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and other levels of government. As well as the usual trade creation roles,
the port authorities in this case also have explicit state development and,
in some cases, social objectives.

Despite these institutional differences, Tacoma and Seattle have much in
common with Vancouver in their understanding of the role of port
authorities. They assume responsibility for the overall efficient functioning
of the port, for effective port marketing, and for managing the port’s
relationship with the community and government. Moreover, they are
prepared to take – and are expected by all parties to take – a very active
approach in discharging these obligations.

3.5.13.5.13.5.13.5.13.5.1 PPPPPort of Seattleort of Seattleort of Seattleort of Seattleort of Seattle

With nearly 80 per cent of its container cargo being ultimately distributed
across the United States by a combination of rail and road, like Tacoma
and Vancouver ports, Seattle Port Authority’s source of competitiveness is
as a gateway to hinterland markets throughout the United States. To
maintain its capacity to act as a gateway port, especially to the lucrative
Midwest markets, Seattle Port Authority has continued to pour huge
investment into its on-dock and near-dock intermodal facilities.

These investments include the US$300 million completion of Terminal 18
in 2002, the largest container handling complex in the Pacific Northwest,
which it built in conjunction with SSA Terminals. Nearly twice its
previous size, the expanded on-dock intermodal rail facility can now
handle four double-stack trains simultaneously, as well as provide a new
truck access route, a container maintenance facility and additional
refrigerated container storage capacity. Container lines calling at Terminal
18 include Cosco, China Shipping Container Line, SSAV/Norasia, Hapag-
Lloyd, Matson Navigation Company, NYK, OOCL, P&O Nedlloyd, Yang
Ming and Zim Israel Navigation.

Collectively the new infrastructure expands Seattle’s container handling
capacity from 2 to 2.5 million containers per year, which should position
it well to absorb projected growth in trade between the West Coast and
inland markets, given that in 2001 the port handled 1.3 million containers.

According to carriers using the terminal the expansion is now delivering
significant benefits to them. Don Esterbrook, Director of Sales for the
PNW region at OOCL (United States) Inc, which is based at Bothell (WA),
near Seattle, explained:

There has been a big improvement, as the terminal was quite congested before,
and close to capacity. As it is a stacked rather than a wheeled operation,
you need to have mobility in the yard.9

9 Northwest Balancing Act, Containerisation International, February 2003.
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On the basis of a ten-year lease with the Hanjin Shipping Company, the
port has also committed about US$70 million to expand and improve
facilities at Terminal 46, to accommodate the projected growth in container
volumes carried by Hanjin.

According to the Port authority, Seattle’s position as an international
business centre and gateway influenced Hanjin’s decision to expand and
modernize the terminal. This year the port authority is expecting to grow
its container trade by about 8 per cent and over the next fifteen to twenty
years they expect to sustain an annual growth rate of about 4-5 per cent,
which they argue they would not be able to achieve without the
substantial long term investments in intermodal infrastructure that have
been made over the last two years.10

3.5.23.5.23.5.23.5.23.5.2 PPPPPort of Tort of Tort of Tort of Tort of Tacomaacomaacomaacomaacoma

The Port of Tacoma is acutely aware of the importance of intermodal
linkages and the efficient operation of the overall transport chain. Over
the last ten years, Tacoma’s main problem areas have been inadequate rail
tracks and tunnels through inland mountain ranges hundreds of
kilometres away. Hence, its intermodal strategies for reaching Midwest
markets are strongly affected by the development of intermodal facilities
by its near neighbours Seattle and Vancouver, and the Californian ports
of Los Angeles and Long Beach.

Tacoma also recognized the continuing threat of the improvements to the
Canadian and United States rail systems and the increasing consolidation
of railway sector ownership, including the purchase of central United
States railways by the Canadian systems in the late 1990s, which has also
strengthened the railway companies’ capacity to open up new routes into
Washington State from eastern Canadian ports such as Halifax.11 These
market changes have encouraged Tacoma Port to pressure Washington
State to improve its rail links.

Over the last couple of years Tacoma has therefore invested in a range of
upgrades to its intermodal services. These have included the completion
of US$4 million worth of improvements to its North Intermodal Yard
(NIM), which are designed to enhance movement of intermodal containers
and other rail-dependent cargoes through the port. The port’s auto
handling facilities have also been improved with a dockside intermodal
rail yard.

10 Ibid.
11 Ibid.
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Apart from other improvements to channel capacity and the extension of
terminals, Tacoma has also benefited from construction of important
transport infrastructure outside its gates funded by regional and federal
governments. A new road overpass has alleviated congestion and
increased road and rail capacity in and around the port. And construction
of new railway tracks has been designed to further ease the movement of
container cargoes in and out of the port.

In addition to these investments by the port and the municipal and state
governments, the port is planning ongoing enhancements to support its
on-dock intermodal facilities to the value of US$341 million over the next
four years. Already there is solid evidence that this investment is paying
off. This year the port authority expects to achieve a 9 per cent increase
in container trade volumes and, like Seattle, anticipates maintaining an
annual increase of about 4-5 per cent over the next fifteen to twenty
years.12

3.5.33.5.33.5.33.5.33.5.3 Collaborative strategies of Seattle and TCollaborative strategies of Seattle and TCollaborative strategies of Seattle and TCollaborative strategies of Seattle and TCollaborative strategies of Seattle and Tacomaacomaacomaacomaacoma

While the ports of Tacoma and Seattle have traditionally behaved as
competitors, over the last two years they have come together in
collaboration to progress their combined competitiveness. Driven by the
threat of competition from the Californian ports, in 2001 the ports
established the Joint Inland Infrastructure Committee (JIIC) ‘to oversee and
solve all regional access problems’. Perhaps the most significant of the
JIIC’s initiatives is the Fast Corridor (Freight Action Strategy for Seattle-
Tacoma Corridor) initiative. Based on the Alameda Corridor project, the
Fast Corridor aims to ‘tie harbour terminals with rail mainlines as well as
building grade separations and bridges to ensure a quicker and smoother
flow of cargo from one to the other’.13

Whereas the Alameda Corridor was funded by the ports and government
sources, in the Seattle-Tacoma project, public funding sources have been
augmented by funds provided by the BNSF and UP railroads.

The first phase of the project, the Port of Tacoma road overpass, opened
in 2000, and included building new railroad tracks parallel to State Route
509. The second phase will require investments of US$160 million over six
years. Over the life of the project, which is expected to be completed by
2006, nearly US$400 million is expected to be spent by the regional and
federal governments, the ports and the railway companies.

12 Ibid.
13 PDI Magazine, April 2001.
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3.5.33.5.33.5.33.5.33.5.3 Challenges for the three portsChallenges for the three portsChallenges for the three portsChallenges for the three portsChallenges for the three ports

While east and westbound container movement volumes for all carriers
are comparatively well balanced at each of the three ports, because much
of the export trade is low value agricultural products destined for South
East Asian markets they are challenged by low export container revenues,
as well as decreasing revenues per container for import trade. So, even
though Seattle Port’s import trade volume grew by 16 per cent in 2002,
the port and the other two ports need to find ways of keeping revenues
at a sustainable level to justify their substantial capital investments over
the last few years.

A second set of challenges relate to the high cost of repositioning import
containers from their Midwest and other destinations back to the Pacific
Northwest ports. As a recent Containerisation International report comments:

As the population base in the PNW is relatively small, a large proportion
of containers are transported back (back to the West Coast) empty, although
Maersk Domestic works to generate some backhaul revenue for Maersk Sealand.
A priority for carriers is to reposition the containers back to Asia as quickly
as possible, for them to be loaded with more profitable eastbound
transpacific cargoes.14

14 Northwest balancing act, Containerisation International, February 2003.
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