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The governor of the Bank of Canada 
Mark Carney’s January 22, 2012 
comments on the nature of the 

U.S. economic recovery provides a solid 
reason why we need to be concerned 
about our international markets. He ob-
served that not only is it going to take 
a number of years, but in the Bank’s 
opinion the United States is not “ultim-
ately going to get back fully to the U.S. 
we used to know”. Canadian firms will 
need to develop international markets 
to make up the difference in lost U.S. 
export sales to sustain our pace of eco-
nomic growth.

With this economic outlook in mind 
it is not surprising that the United 
States Federal Maritime Commission’s 
(FMC) Inquiry into Disparities Driving 
U.S. Cargo from U.S. Ports to Canada 
or Mexico has generated intense inter-
est. In the fall of 2011 U.S. Senators 
Maria Cantwell and Patty Murray, 
D-Wash., on behalf of the state’s ports 
and a bipartisan group of eight U.S. 
Representatives, fuelled the call for 
FMC action by arguing that the impact 
of the Harbour Maintenance Tax (HMT) 
paid on imports through U.S. ports is 
driving traffic to competing Canadian 

ports. The Washington Public Ports 
Association believes that this “land bor-
der loophole” — i.e., imports routed via 
Canadian ports are not subject to the 
HMT — is diverting cargo to B.C. ports 
at the expense of Washington State rev-
enue and jobs. 

At first glance the FMC inquiry ap-
pears to be one more example of trade 
protectionism at work in the U.S. polit-
ical system. Based on the last presiden-
tial election cycle there is ample room 
for shipper concern that protectionist 
sentiments will grow in 2012. In this 
trade skirmish, British Columbia’s con-
tainer ports of Prince Rupert and Port 
Metro Vancouver are pitted against 
their West Coast rivals, the Ports of 
Seattle/Tacoma and Los Angeles/Long 
Beach. 

Yet, a closer look at the material filed 
in the course of the FMC inquiry reveals 
that there is more than simple trade 
protectionism sentiment at play. Two 

very important issues relevant to the 
future growth of North American con-
tainer traffic and port development are 
emerging. The first issue is the magni-
tude of cargo diversion and the second 
issue is government transportation 
policy priorities. 

Concern over potential diversion 
of cargo from U.S. West Coast ports 
has been growing as the expansion of 
the Panama Canal nears completion. 
Prior to the start of the FMC inquiry, 
the accepted wisdom in the U.S. port 
community was that Canadian ports 
have been dramatically increasing their 
share of U.S Pacific Rim import traf-
fic. Two phases of a major study on the 
impact of gateway costs on port traffic 
have been completed for the Southern 
California Association of Governments. 
The results suggest that port traffic is 
highly elastic to costs and transit time 
differentials. A similar study for the 
Washington State Joint Transportation 
Committee concluded that the impos-
ition of container fees of $60 for a 40-
foot equivalent container (FEU) could 
result in the loss of 25 per cent of Puget 
Sound ports’ import container traffic.  
These studies assessed the impact of 
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gateway costs on container traffic levels 
through West Coast ports. The studies 
estimate high elasticity of West Coast 
container traffic to port cost — particu-
larly low-value commodities transport-
ed inland in marine containers is highly 
sensitive to additional costs.   

If significant container cargo vol-
umes could be diverted as a result of 
a $60 cost difference on a FEU con-
tainer then Washington Public Ports 
Association State and their supporters 
became convinced that they faced sig-
nificant risks from the existing Harbour 
Maintenance Tax.  The Port of Seattle, 
in their December 20111 FMC filing, 
indicated that the HMT is an ad valorem 
tax that averages $89 per FEU at the 
Port of Seattle, well above the $60 price 
difference that their 2009 study indi-
cated would lead to diversion. The Port 
of Seattle asserts that because the HMT 
is assessed directly to shippers who 
make decisions on cargo routing they 

are particularly vulnerable to cargo di-
version from Canada because the HMT 
does not apply to containers that enter 
the United States from a land border.  
The Port of Seattle acknowledges that 
the HMT is only one of several factors 
contributing to cost differences, but “it’s 
significant enough to influence ship-
pers’ decisions”. Thus, they are seek-
ing to persuade the FMC that the HMT 
should also be applied to cargo imported 
through land border crossings. 

The fundamental question that ap-
pears to have been missed by U.S. 
studies is whether Canadian container 
ports have indeed been dramatically 

increasing their share of U.S Pacific Rim 
import traffic. While it makes for good 
politics to repeat the marketing message 
(about the cost benefits for shippers by 
avoiding the HMT) from competing 
Canadian container terminals, the real 
test of a competitive threat is deter-
mined by the actual trade outcomes.

Vancouver, B.C. based economist Phil 
Davies of Davies Transportation Con-
sulting was one of the first analysts 
on either side of the border to chal-
lenge the conventional wisdom. His 
paper, entitled Cost Elasticity and Port 
Choice for West Coast Container Traffic, 
examined the impact of relative cost 
increases (particularly the appreciation 
of the Canadian dollar) on the market 
share of the Port of Vancouver’s share 
of West Coast container traffic. The 
elasticity of port traffic was estimated 
to be significantly lower than values 
found in previous studies for U.S. West 
Coast ports. Davies concluded that the 
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Port of Seattle with Terminal 30 in foreground, Terminal 18 in middle and Terminal 5 at top of image. Elliott Bay, Puget Sound, Seattle, 
Washington, USA.
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impact of increased relative costs due 
to the exchange rate was outweighed 
by the increase in Canadian Pacific Rim  
imports due to lower prices for im-
ported goods. Based on a sample of 
Canadian customs data, it appears that 
the Lower Mainland has actually lost 
market share in its core Canadian mar-
ket and that the largest portion of traffic 
lost to competing ports enters Canada 
by truck through land border crossings 
in Eastern Canada. These results are at 
odds with the consensus among the U.S. 
port community that Canadian ports 
have been dramatically increasing their 
share of U.S import traffic.

It was somewhat ironic that Davies 
presented his follow-up research at the 
fall 2011 METRANS conference in 
California just days before the launch 
of the FMC investigation. In his 
latest research, U.S. and Canadian Port 
Competitiveness for Asia-Pacific Import 
Traffic, he used new data from the U.S.  
Bureau of Transportation Statistics (BTS) 
to explore the transshipment patterns 
for Pacific Rim imports through the 
Ports of Vancouver and Prince Rupert.  
Davies’ research indicates that the BTS 
data substantially understates actual 
U.S. Pacific Rim import transshipment 
traffic through Canadian ports. Based 
on Canadian information, it appears 
that recent volumes of Pacific Rim im-
port containers transshipped through 
the Ports of Vancouver and Prince 
Rupert total approximately 200,000 
TEU’s. Doubling this figure to 400,000 
TEU’s to account for return of the con-
tainers via the same ports, this is ap-
proximately 1.7 per cent of total West 
Coast container traffic of 23 million 
TEU’s in 2010. U.S. Pacific Rim import 
transshipments by truck accounted for 
the equivalent of an additional 90,000 

TEU’s or 180,000 TEU’s on a round trip 
basis. Inclusion of this traffic would 
increase the share of West Coast TEU 
traffic transshipped to the U.S. through 
Vancouver and Prince Rupert to 2.5 per 
cent.  

Canadian Pacific Railway (CP) pro-
vided North American container flow 
data in response to the FMC inquiry. 
CP’s documents noted that U.S. ports 
handled 83 per cent of the total TEUs 
through North America and have cap-
tured 74 per cent of the growth between 
2000 and 2010. In 2010 Canadian mar-
ket share for import TEUs into the 
U.S. is 2.5 per cent, down from 3.2 per 
cent in 2000. In 2010, Canadian ports 
handled 748,877 laden TEUs that were 
U.S. origin or destined as compared to 
353,850 TEUs handled by U.S. ports 
that were Canadian origin or destined. 
The deficit volume as a percentage of 
total TEU volume handled at U.S. ports 
amounts to only 1.4 per cent, down 
from 1.8 per cent in 2000.

Given these facts there would appear 
to be very little evidence to suggest that 
the HMT is harming U.S. ports’ ability 
to compete with those in Canada. Thus, 
there must be other factors at play with-
in the U.S. system that were driving the 
call for FMC action. 

The Port of Los Angeles response 
to the FMC inquiry provides some in-
sight. While the FMC asked a number 
of questions to stakeholders, the Port 
of Los Angeles choose to respond to 
the question asking what actions the 
U.S. Government can take to improve 
competitiveness of U.S. ports. Of those, 
what are the most important or press-
ing? Ms. Geraldine Knatz, Executive 
Director of the Port of Los Angeles, 
indicated that the creation of a national 

freight transportation strategy, the util-
ization, allocation and competitiveness 
of the harbour maintenance tax and the 
competitiveness impact of other feder-
ally imposed import/export fees should 
be reviewed. 

Such a thoughtful response from one 
of America’s leading port executives 
could hardly be called protectionist. In 
fact, the Port of Memphis, the fourth 
largest Inland Port in the United States, 
echoed the right balance of government 
policy measures to sustain internation-
al trade competitiveness. Executive 
Director Randy Richardson wrote in the 
Port’s inquiry response that the FMC 
should investigate all potential factors 
contributing to a shift in trade and care-
fully consider the ramifications of fu-
ture actions on all parts of the country. 

Canadian shippers and port interests 
have grappled with the question of the 
right composition of government poli-
cies to ensure international trade com-
petitiveness over the last seven years as 
the Asia-Pacific Gateway Initiative was 
conceived and implemented. Yet, for all 
this work at least in terms of compet-
ing for market share of North American 
container cargo we appear at best to 
only be holding our own. 

Perhaps in time the true value of the 
FMC inquiry will be revealed as all the 
parties to international supply chain 
competiveness confront the challen-
ges based on the facts. As the British 
Columbia Department of Transportation 
and Infrastructure prepares to finalize 
the Pacific Gateway 2 strategy, Canadian 
shippers strongly hope that the prevail-
ing conventional wisdom within each 
of the transport modes doesn’t slow 
our response to a changing commercial 
landscape brought about by the Panama 
Canal expansion or any other factors.

Darryl Anderson is a Victoria-based mari-
time and transportation consultant. He 
maintains an active independent research 
practice focusing exclusively on maritime 
transportation and policy issues. Darryl can 
be reached at wavepoint@shaw.ca.
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