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A B S T R A C T

The introduction of containerization in the 1970's was a classic disruptive change to an industry that was ripe for
innovation and standardization. It facilitated the growth of seaborne trade and landside movement of cargo via
rail and trucks. But it also became increasingly difficult to differentiate services throughout the supply chain. In
response, every segment of the container supply chain sought to rationalize by merging and forming strategic
alliances. However, ports have been the one notable exception. While most ports remain unique because of
location; changes in demographics, trade patterns, and other external factors are causing the overlap of service
areas for some neighboring ports. Such was the case for the Ports of Seattle and Tacoma located just 30miles
from each other. This paper outlines the background and circumstances that made the ultimate formation of the
PNW Seaport Alliance so compelling. It also summarizes the key components of the Alliance. Since each situation
between neighboring ports is unique, a standard template for assessing feasibility would not be practical.
However, it is hoped that sharing the experiences of these two ports forming an Alliance would be of interest and
help for many ports in the world facing similar circumstances.

“Competition has been shown to be useful up to a certain point and
no further, but cooperation, which is the thing we must strive for
today, begins where competition leaves off”

Franklin D. Roosevelt

Ports have served as the gateway for commerce for most major cities
and regions in the world since the inception of international trade
hundreds of years ago. Because of the importance of these gateways,
most ports are public entities that operate to benefit a multitude of
stakeholders. It is clearly in the public interest for ports to be strategic
and to be operated efficiently. A key strategic element is to recognize
that definition of competition must change with a dynamic competitive
environment. In the Pacific Northwest, the Ports of Seattle and Tacoma
have competed against each other for prominence in the container
business for decades. But as the competitive situation along the entire
West Coast of North America evolved, the two ports grudgingly re-
cognized that the competition was not each other but other ports out-
side of Puget Sound. Therefore, on August 4, 2015, the two ports set
aside a history of distrust and resentment and took a strategic and
courageous step to position both ports towards long-term viability by
forming the PNW Seaport Alliance. The competition for both ports is no

longer each other, it is now Canadian ports to the North, California
ports to the South, and even ports on the East Coast now more acces-
sible from Asia through the newly expanded Panama Canal. Though
this was a bold step, the circumstances requiring a change in defining
competition and the need to form such an Alliance is not unique. As the
world shrinks with faster transport and improved efficiencies driven by
advanced technologies, ports must regularly assess how these dynamics
may be changing the way they should define competition in the future.

1. Background

The dramatic increase of global ocean shipping over the past few
decades has been driven by the introduction of containerization as well
as growth in international trade spearheaded first by the “Asian Tigers”
and later by China. Containerization drove down the cost of shipping
cargo by ocean carriers and enabled every player in the supply chain to
take advantage of standardization and enhanced security. These ad-
vantages notwithstanding, containerization also brought inherent
competitive challenges. As containerization standards became tighter,
differentiation of services became increasingly difficult; and many of
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the links in the supply chain became vulnerable to commoditization. In
this environment, companies were forced to pursue scale while driving
down unit costs to compete. During this same time, there was a wave of
deregulation that both enabled and encouraged numerous consolida-
tions of service providers throughout the supply chain. But while rail-
roads, marine terminal operators, and trucking firms consolidated and
ocean carriers formed alliances, notably, only a handful of ports did
anything to rationalize operations. It is also worth noting that ports are
the only players in the supply chain that are typically government
owned, though most contract out terminal operations to private enti-
ties.

The most important competitive factor of any port is its location
which is defined by proximity to a population base, access to freight
transportation infrastructure, and strategic position relative to critical
trade lanes. Because each port is unique by virtue of location, one might
conclude that the typical pitfalls of commoditization would not apply,
i.e. pressures to increase scale and protect declining profit margins.
However, when two or more ports are located too close to each other
and are in the same business segments such as containers, a “local
commodity” situation will exist and price becomes the over-riding
factor. Such was the case with the Ports of Seattle and Tacoma. When
these two ports were founded over 100 years ago, the 30miles that
separated them was a significant differentiator. Hauling large and
cumbersome non-containerized cargo such as logs over 30miles could
be the difference between getting some business or not. Both ports were
necessary to serve their respective local economies. Today, though logs
are still generally handled by bulk ships, the vast majority of general
cargo is containerized. That same 30miles has now become increas-
ingly insignificant in the highly standardized container trade. As an
example, for a customer in Hong Kong exploring ways to move con-
tainers through the PNW, it is difficult to differentiate services between
the two ports.

2. Ports of Seattle and Port of Tacoma

The “local commodity” nature of the two container ports in Puget
Sound made both vulnerable to pricing pressures, particularly since
ocean carriers themselves were under enormous pressures due to excess
capacity of container ships. Ocean carriers took advantage of this si-
tuation in the PNW by playing one port off against the other. This re-
sulted in a downward spiral and a race to the bottom in terms of pri-
cing. This pricing problem created insufficient returns for the ports to
pay for investments necessary to accommodate the bigger ships that
ocean carriers continued to build. Bigger ships required deeper chan-
nels and berths, bigger container terminals, larger gantry cranes,
stronger pilings to support heavier cranes, and bigger rail yards. In fact,
though not an issue in Puget Sound, some ports have had to raise
bridges to increase air draft to accommodate bigger ships. Ports are a
classic example of a capital-intensive business. In the long term, this
downward pricing trend would not generate sufficient capital to enable
the ports to remain competitive. Eventually, the service providers and
the users of the PNW supply chain would be forced to seek other al-
ternatives to the detriment of the Ports of Seattle and Tacoma and the
surrounding region.

While this fierce competitive situation had existed for a couple of
decades, the consequences remained largely hidden and ignored due to
the continuing growth of the container business along the entire West
Coast. While the Ports of Seattle and Tacoma lost market share in the
West Coast, they both continued to grow at a moderate pace. However,
due to several converging factors, the growth in container traffic
through the West Coast ports began to unevenly slow down. This slow-
down in growth contributed to the increased understanding and visi-
bility of the problem associated with dysfunctional competition in the
PNW. Several factors contributed to the slow-down of containers
through West Coast ports, but three stand out as the most significant.
First, while China had experienced double-digit economic growth for

more than a decade, there were internal dynamics such as increasing
wage rates and their growing domestic economy that began to impact
their international trade growth rate. As China's growth rate moder-
ated, West Coast ports' growth rate also moderated. Second, there was a
contentious lockout of longshore dock workers in 2002 that caused
carriers to shift cargo to East Coast ports to avoid labor problems on the
West Coast. Some of the cargo that was shifted to the East Coast never
shifted back to the West Coast when the labor issues were resolved. And
finally, there was some shifting of cargo in anticipation of the expansion
of Panama Canal locks to accommodate bigger ships. Precise amount of
cargo that was shifted because of labor issues and the Panama Canal is
difficult to ascertain. But from the ocean carrier's perspective, it made
sense to pursue a strategy of diversification of trade lanes to reduce
reliance on ports and labor on one coast versus the other.

The impact of the slow-down was unevenly distributed among the
West Coast ports. The large ports complex in Los Angeles and Long
Beach continued to have the advantage of the largest adjacent con-
sumer base as well as their huge investments in mega-terminals, rail
yards, and the Alameda Corridor connecting both ports to downtown
Los Angeles and beyond. As the slow-down of growth continued, ocean
carriers were forced to protect their minimum annual guarantee ob-
ligations at their largest terminals in LA or LB. This occurred at the
expense of other ports in the West Coast including the PNW ports. In
addition, at any given range of ports, the ones positioned to be the first
and last call have built-in advantage for imports and exports respec-
tively. Ships connecting North America to much of Asia typically use
the big circle that goes North along the Aleutian Islands. For years,
before the recent growth of Canadian ports at Vancouver and Prince
Rupert, the PNW ports benefitted by effectively being the Northern-
most ports on the West Coast of North America. However, with the
expansion of Canadian ports on the West Coast, the PNW ports have
effectively been outflanked and no longer benefit from status as first or
last call. In addition, all US ports are subject to the Harbor Maintenance
Tax which helps pay for dredging. There is no comparable cost for
Canadian ports. So as the Canadian ports began to increase market
share from the West Coast ports, it was mostly from the PNW ports
because of proximity. However, these factors noted above notwith-
standing, the recession that began in 2008 was the big jolt that caused a
near melt-down in the container shipping industry. It caused the in-
dustry to lay-up 12% of their combined container carrying capacity to
align supply and demand. While the decision to lay-up ships was dif-
ficult for ocean carriers, it also created excess capacity issues at most
ports handling containers. Each time there was a supply/demand pro-
blem in the shipping industry, the ports became the down-stream re-
cipient of capacity problems and pricing pressures. For the Ports of
Seattle and Tacoma, the “local commodity” competitive problems were
exacerbated by excess capacity and even more intense pricing pres-
sures. While the trends working against the PNW ports were readily
evident for years, the response continued to be incremental with the
negotiation of each new lease and renegotiation of existing leases which
invariably pitted one port against the other. It took a crisis to make the
two ports finally take a leap of faith and form the Alliance.

3. Challenges/impediments to cooperation

Though Seattle and Tacoma are only 30miles apart and share
shorelines to Puget Sound, there are several significant differences.
Tacoma is the crown jewel of Pierce County which boasts a population
of about 860,000 and has historically been industrially based. As such,
the Port of Tacoma is embedded in an industrial area and is blessed
with opportunities to expand its footprint. Seattle is the heart of a much
larger King County with a population of over 2.1 million and has re-
cently emerged as a technical center and tourist destination. The Port of
Seattle is located in the heart of the city and is effectively enclosed by
commercial and residential developments that would make further
contiguous expansion virtually impossible. There were several practical
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realities that came with these differences. The major one, as noted
above, was the difference in potential for expansion of terminals. But
container terminals cost hundreds of millions of dollars. Both ports, like
most other major US ports, have some form of public financial subsidy.
With the Ports of Seattle and Tacoma, it comes in the form of dedicated
property taxes. The Port of Seattle with its much larger property tax
base from King County has greater access to capital than the Port of
Tacoma with the Pierce County tax base. Though there is constant
pressure to reduce all taxes, including property taxes with assessments
for ports, as long as ports can make a strong case for benefits to the
communities, both ports will continue to have access to this capital.
Thus, one of the key challenges was to leverage the complementary
advantages of the two ports in a cooperative alliance while recognizing
and preserving the historic and traditional independence of both ports
and cities. The final alliance design enabled the two ports to meet this
challenge. This will be explained later in this paper.

Another difference is the scope and size of the two ports. The Port of
Tacoma is essentially a seaport with some additional industrial prop-
erties and revenues of about $100 million. The Port of Seattle includes
the seaport, a large international airport, a large passenger cruise
center, the PNW fishing fleet, and numerous other industrial and
commercial properties with revenues totaling over $500 million. One
clear understanding from initial discussions was that this would be
some form of cooperation but not an acquisition of one port of the
other. It was important to structure this alliance as two equal ports with
comparable investments and governance rights and obligations.
Because of the difference in scope, it would be impossible to form an
equal alliance by both ports contributing everything on the balance
sheet. After bringing in an outside consultant to conduct an in-
dependent and objective assessment, an alliance structure with com-
parable contributions was ultimately agreed upon. More details of this
alliance structure will be provided later in this paper.

Another challenge was the existing governance structure that was
embedded in the Washington State regulations forming the ports. Each
port is governed by 5 Commissioners that are elected county-wide for a
term of 4 years. Any structural changes would require either an ap-
proval at the state legislature level or perhaps some form of referendum
at the state or county level. But before pursuing that, there would have
to be agreement of all the elected Commissioners at both ports to the
pursue the changes. The prospects of dealing with both the politics as
well as personal sacrifices that each Commissioner had made to be an
elected official were difficult and not likely to succeed in the short term.
Therefore, an alliance structure had to be designed to enable smooth
and business-like governance while retaining existing county-wide
elected positions and accommodating the invariable and under-
standable personal agendas of each individual Commissioner. The final
alliance governance structure is a delicate balance that achieves most of
the above and will be covered later in this paper.

At the operational level, there had been a long-held perspective that
competition is healthy and keeps both ports continuously seeking effi-
ciencies. Undoubtedly, there is some truth to this. Unfortunately, the
local commodity nature of competition between these two ports for the
container business had left only price as the key differentiator.
Fortunately, the container business which represented the bulk of both
seaports was relatively comparable in size and scope. Though the dis-
cussions at various points explored a wide range of possible scenarios
including everything in from both ports, the discussions eventually
filtered down to focusing on the container business which was the
primary source of competition between the two ports.

4. The outreach and process

Despite the challenges stated above, all the compelling reasons for
the two ports to find a way to cooperate grew with each passing day.
But like many complex situations, it took a crisis to precipitate action.
That crisis came in the form of a final announcement, after months of

back and forth negotiations, that the Grand Alliance was relocating
from the Port of Seattle to the Port of Tacoma. The Grand Alliance
included, among others, NYK which was the flagship ocean carrier from
Japan that had been calling in Seattle for decades. This was the event
that helped raise greater awareness with both stakeholders and the
public about the regional problems associated with the competition. It
created a situation where doing nothing was no longer viable or ac-
ceptable for the Port of Seattle. And to the Port of Tacoma's credit, they
also realized that something had to be done. The Grand Alliance re-
location initiated a series of meetings that quickly evolved into formal
task force assignments that included Commissioners, CEO's and key
staff from both ports. Admittedly, none of the earlier meetings bore
fruit, but fortunately, there was support for continued discussions. Both
Commissions understood that continued “business as usual” would no
longer be an adequate response. It had to be resolved one way or an-
other.

As in any discussions about a very complex issue such as port co-
operation, it was fraught with a minefield of emotions. It would have
been easy to get wrapped-up in some emotional issue prematurely and
dislodge further discussions. Fortunately, open dialogue at the front end
helped identify most of those pitfalls. Some of these issues were ad-
dressed through honest discussion and compromise while others were
wisely kicked down the road for future resolution. One example of an
agreement reached early was to avoid the use of the term “merger”, and
that any form of cooperation would not require any legal or legislative
changes. This narrowed the options and served to avoid awkward and
unnecessary issues such as which port would have controlling interest.
In contrast, there where issues that were important but too complex to
address in the near term. Examples of these issues were the different
project management systems and human resource policies and systems.
Project management systems were different and interfaced with their
respective accounting systems and would be difficult to merge into one
system. An example of a human resource issue was dealing with dif-
ferent pay scales and different job classifications. There is a myriad of
issues that should be addressed in the future. But, finalizing an Alliance
to begin capturing the benefits was so compelling that it made sense to
defer action on many issues. Despite inefficiencies still left on the table,
this approach greatly simplified the negotiations and accelerated
reaching agreement on the final product which was the PNW Seaport
Alliance.

5. What does the PNW Seaport Alliance look like?

Of course, a complex alliance has numerous dimensions, but in the
case of the PNW Seaport Alliance, several key elements are worth
noting:

1. The PNW Seaport Alliance is a 10-year agreement which sunsets at
the end of the term. This was a rationale way of acknowledging that
it was a long-term commitment, but because of its unique nature, a
structural review in 10 years would be appropriate. As noted above,
because of legal, public, and political considerations, it was essential
to create an alliance of equal partners. Because of the differences in
the scope and size of the two ports, there was considerable work
necessary to ultimately identify and agree upon what elements from
each port would be “assigned” to the Alliance. It would be beyond
the scope of this paper to detail the final Alliance. Essentially, the
container business along with associated assets were assigned to the
Alliance while other assets such as the airport and auto processing
businesses remained respectively at the port of Seattle and Tacoma.
It was fortunate that the container businesses were generally com-
parable in revenue and assets so that with some adjustments, a 50/
50 Alliance was achievable. Though this might appear quite simple,
it was anything but simple to reach final agreement.

2. Compliance – at the federal level, the Federal Maritime Commission
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(FMC) has regulatory authority over matters that involve competi-
tion. On the surface, two ports agreeing to cooperate by forming an
alliance might appear to violate anti-competitive regulations.
However, the compelling argument presented was that one finan-
cially viable container port in Puget Sound was far better than two
substantially weakened ports for all stakeholders including custo-
mers. Initially, a request was filed and promptly approved to con-
duct discussions. Ultimately, the FMC also approved the final
Alliance Agreement. It is worth noting that while every step was
properly conducted, for obvious reasons, most of the discussions
were in “closed sessions”. Many of the sensitive issues, if made
public before substantial resolution, would have derailed the dis-
cussions. In addition to federal oversight, there were many matters
that required review at the state level. The most obvious and deli-
cate matter at the state level was that both ports had taxing au-
thority within their respective counties. But beyond this complica-
tion, there were numerous state statutes and regulations that had to
be navigated. It is also worth noting that both ports had legal re-
presentation participating in every meeting to insure complete
compliance at every level.

3. Governance – for ports contemplating cooperation involving deci-
sion making at the highest levels, governance will be a delicate but
critical issue. One important principle of governance structures is
that there be an odd number of votes to avoid awkward ties. Though
both ports had 5 Commissioners, together they would now have an
even number 10 Commissioners. Furthermore, neither Commission
believed they had the authority to relegate their respective duties to
the constituents that had elected them. Therefore, a compromise
governance structure has been adopted. All matters requiring
Commission approval will not only require majority at the joint
Commission level, but there must be a majority vote by both
Commissions. This effectively gives both ports veto power over any
issue requiring joint Commission approval. While this structure may
seem sub-optimal and cumbersome, it was a way to avoid compro-
mising the duties and responsibilities of duly elected
Commissioners. This governance structure notwithstanding, the ul-
timate success of this Alliance will depend heavily on the ability of
Commissioners from both ports to cooperate in the best interest of
the Puget Sound Region as a whole. Because of the difference in
population between the two counties of King and Pierce in which
the two ports are located, the Commissioners of the two ports ulti-
mately represent very different number of voters. However, making
accommodations to address this disparity would be difficult.
Therefore, the election process for Commissioners at both ports re-
mains unchanged.

4. Organization – understandably, the question of who would become
the CEO of this Alliance came up early in the discussions. This issue
could very well have been an early “deal breaker” in the dialogue.
However, concurrent with these discussions, the CEO of the Port of
Seattle announced plans to retire paving the way for the CEO of the
Port of Tacoma to be appointed as CEO of the Alliance with unan-
imous support from both Commissions. This timely and unanimous
appointment was important because the existing dysfunctional si-
tuation needed to change quickly. But the list of issues to resolve
was daunting. The only approach that made sense was to form the
Alliance around key functions that represented low hanging fruit
and would also greatly benefit from immediate cooperation. As a
result, the executive team, sales and marketing, strategic and facil-
ities planning functions and operations of container facilities were
immediately transferred to the new Alliance. All remaining func-
tions would continue to “reside” in their respective port organiza-
tions and provide services as needed to the Alliance. There will re-
main numerous redundancies such as accounting, human resources,

and management information systems. Each port uses different
systems to support a variety of functions such as finance and en-
gineering. At some point in the future, there will be opportunities
for efficiencies and rationalization. However, time was of the es-
sence. For now, the benefits of aligning the key functions under one
CEO far outweighs the cost of near term inefficiencies.

5. Personnel – it was recognized early on that the Alliance would re-
quire the full cooperation of many employees at both ports. To avoid
situations where some employees might be asked to do something
that could negatively impact his/her position, both Commissions
announced that no one would lose their jobs as a direct result of the
formation of the Alliance. Again, there was recognition and ac-
knowledgement of some built-in inefficiencies. But it was essential
that everyone be rowing in the same direction in the initial years of
the Alliance.

6. Joint development - while there are numerous benefits to the alli-
ance, the most significant one is joint development. In the past, both
ports would work under a cloud of secrecy to negotiate with the
same potential customer for a terminal development or rehab at
their respective port. The negotiating position of each port in-
dividually was weakened. But with the Alliance, customers will
negotiate with one port authority and any proposal to a customer
will be coordinated with both ports. This will potentially save mil-
lions of dollars of capital investment for both ports.

7. Trust - the formation of an alliance is complex. No alliance agree-
ment can cover every possible scenario. Ultimately, both parties
must trust each other. They must trust that the other party shares
similar values and will do the right thing. When discussions began,
the key players rolled-up their sleeves and dived into the issues. But
in hind-sight, while many of the issues were strictly business and
operations related, there were also many issues that were political
and emotional. In retrospect, it would have been helpful to spend
some time and effort in bridging those gaps before getting into the
foundational issues. Perhaps an outside consultant experienced in
team building might have been helpful in building trust between the
two ports prior to negotiations. Nevertheless, numerous grueling
discussions that took place over many months did ultimately help
the Commissioners slowly get to know and respect each other. There
could not be an Alliance without forming the bonds of trust.

6. Conclusion

The fierce and destructive competition between the Ports of Seattle
and Tacoma is not unique. Despite changes in transportation technol-
ogies, trade lanes, and consumer bases, many ports continue to operate
as if their competitive environment has not changed. Whether the
distance separating other ports is 30miles like Seattle and Tacoma or
some other distance, ports should continually monitor and survey the
changing dynamics of their neighboring port competitive environment.
It is likely that there are other ports in the world that have similar issues
as Seattle and Tacoma. For those that are experiencing similar issues,
doing nothing would be a perilous alternative. One option is to meet the
issue head-on and form some sort of cooperative agreement. The Ports
of Seattle and Tacoma exemplifies what can be done though forming an
alliance between two entities that have been in fierce competition for
the past several decades is difficult. While each situation will be dif-
ferent, there is much to learn from the experiences of this Alliance.
Though it is certain that Franklin Roosevelt did not have ports in mind
when making his sage quote about competition and cooperation, he
could not have been more on target. An efficient and sustainable net-
work of successful ports throughout the world is good for the global
economy. In some situations, port alliances may very well be the key
factor to keeping neighboring ports viable and successful.
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