
93

Chapter 5

Global capital and interport

competition

If it becomes a battle between New York and New Jersey, the

region as a whole will only suffer. We could blow this whole

thing out of the water if we fight over it tooth and nail. (Chris

O. Ward, director of port redevelopment for the Port

Authority of New York and New Jersey quoted in Kannapell

1997)

5.1 Introduction: Territory and terrain

Chapter 4 explored the spatial reorganization of the freight transportation network,

arguing that containerization has facilitated a shift in freight handling activities,

especially warehousing, inland away from seaports. This shift alters the terrain of

economic activity. This dissertation will define terrain as the momentum of capital

flows associated with a particular economic activity over a surface, in this case land
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and sea. Momentum is considered the quantity of capital passing through a given

space over a given period of time. For our purposes, an increase in the volume or

turnover of capital in a given area corresponds with an increase in momentum. 1 For

example, keeping all else constant, if a business were to move its activities from one

city to another, the momentum would decrease in the first and increase in the second,

altering the flow of capital and hence the terrain.

Terrain is to be distinguished from territory. As described by Jessop et al. (2008),

territory is a form of sociospatial structuration associated with efforts to bind, parcel,

and enclose. The object of such efforts is appropriately left open, but for the purpose

at hand, we will focus simply on flows of capital. Specifically, the administrative

boundaries of local, municipal, state, and federal governments function as negotiated

boundaries with attendant mechanisms for controlling flows of capital. For example,

municipal boundaries define those properties from which a given governing body can

extract taxes for the provision of services. Customs laws may block the flow of

endangered species parts past national boundaries into a given country. And most

importantly for our case here, efforts to attract a business to a given location are

attempts to tie the flow of profits to that location through business and sales taxes

as well as jobs and indirect spending.

Territory—at least administrative territory—is much less flexible than terrain.

Long historical processes and organizational inertia tend to keep administrative terri-

tory fairly fixed, while the mobility of capital and people facilitates much more rapid

shifts in terrain. Because administrative boundaries have remained relatively con-

stant over the past fifty years, technological change has allowed logistics providers to

alter the economic terrain underlying governmental territories. As shown in Chapters

1This approach is similar to the economic concept of the velocity of money or circulation except
that it explicitly introduces a spatial component that remains implicit in the economic definition.
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3 and 4, logistics providers are increasingly operating at the continental scale, which

implies that no single administrative territory can guarantee capture of the flow of

capital they generate. As a result, smaller territories are compelled to compete for

those flows. The results of these struggles, by fixing investment in infrastructure

and plant, to varying degrees and for varying time periods spatially fix the terrain of

economic activity (Harvey 1982).

This chapter explores how territorial struggles over terrain played out in one in-

stance of interport competition. Because of the high costs of port infrastructure, such

episodes of restructuring typically arise at intervals of decades and thus structure

economic activity for the 25–30 years contracts usually last. When long term con-

tracts between Sea-Land and the Port Authority of New York and New Jersey were

approaching their end, Sea-Land and it alliance partner Maersk used the newfound

flexibility of the logistics network and their stated intention of developing an East

Coast load center to initiate a cycle of bidding that has resulted in a transfer of funds

from the region’s residents and visitors to the shipping companies.

The case study demonstrates four points. First, the broader territorial range

of the shipping companies gives them greater control over the terrain of economic

activity than port authorities and labor unions. Second, restructuring the freight

transportation system requires extensive changes to the physical infrastructure across

a complex array of interrelated modes. Third, interport competition burdens port

authorities with as much risk as possible, while specific fractions of capital or labor

benefit. And fourth, the associative approach to port governance embodies inherent

weaknesses vis-à-vis hierarchical approaches.
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5.2 Port authorities

5.2.1 Characteristics

The concept of a “port authority” has expanded from its narrow origins in the Pro-

gressive era as a public authority insulated from outside political influence to include

any public seaport agency. The term does not refer to ports that are privately owned,

even if these privately owned facilities offer the same range of services to the shipping

public as public facilities do. It does however refer to government entities that man-

age more than one port. Beyond this, the range of institutional forms, administrative

forms, powers, and financing are myriad.

Institutional forms

One institutional form is an authority proper: a quasi-independent, self-sustaining

public agency with private characteristics (Fainstein 2005), which is represented in

this analysis by the Port Authority of New York and New Jersey. This form derives

from the Progressive era “suspicion of concerted political power and a renewed sense

of upper-class business virtue” (Walsh 1978, 26), which prescribed agencies insulated

from the vagaries of shifting political power so that they might apply rigorous pro-

fessional techniques to the solution of public problems (Brown 2008, 4). They are

expected to harness the best features of private enterprise–prudence, efficiency, and

economy–for the public interest (Caro 1975, 16). As numerous accounts have attested,

however, complete separation of politics from authorities’ operations is not possible,

though some authorities have been more successful than others in minimizing political

influence (See, for example: Caro [1975], Doig [2001], and Walsh [1978]). Fainstein

(2005, 90) elaborates on the practical relation between authorities and politicians:
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The institutions act largely according to the same norms that drive the

private sector, even if their staffing is more politicized and they are po-

tentially more susceptible to popular pressure. Although they are under

the control of elected officials, their goals largely coincide with the goals of

those politicians, who thus usually do not feel the need to exercise much

supervision. The motives of politicians and public authorities may differ

in that the primary concern of politicians is reelection rather than the

creation of revenue producers, especially when the revenue stream goes

elsewhere. But the construction of visible projects serves their common

interests.

However, to the degree that authorities do enjoy some isolation from the passing

whims of politicians and their constituents, their independence most often comes at

the cost of having to finance their projects by raising capital on bond markets and

other investments. There are two broad categories of municipal bonds that author-

ities issue (Walsh 1978, 55–83). The first are general obligation bonds, which are

backed by the taxing power of their host municipalities and are thus cheaper for the

authority because of the perceived guarantee of government backing. The second are

revenue bonds, which are backed only by the revenue streams of the authority in

question. Most authorities have access only to the latter type. As a consequence,

such authorities must operate as profitable enterprises if they are to secure future

funds through bond issuances. As Doig (2001, 71) points out, “Port Authority bonds

could be sold only if investors believed the agency would be able to operate the new

enterpriseson a break-even basis with a slight surplus.” This reliance leads politicians

to appoint authority board members predominantly from the business community,

particularly the finance community. And, as Walsh (1978, 204) suggests, “Dominance
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by business is dominance by business politics.” The necessity of showing a positive

revenue stream thus binds authority interests to those of the financial community and

constrains authorities’ ability to take on loss-generating projects, even if they are in

the public interest.2

Other port authorities are not true authorities. Rather, they are “integral admin-

istrative divisions of state, county or municipal government” (Sherman 2002, 3). In

this analysis, this form is represented by the Maryland Port Administration. These

port authorities function as more or less independent branches of formal government.

Therefore, they are more subject to political pressure. If Fainstein is correct that the

interests of port authorities generally align with politicians’ interests, then this may

not hinder such agencies’ decision-making. It does generally give these authorities

access to much deeper funding sources. Not only are their budgets part of a larger

entity’s, which allows for greater levels of direct funding, but also as government agen-

cies they can issue general obligation bonds, accessing cheaper credit. Other forms

of port authority include special purpose subdivisions and shells to provide bonding

authority for a port facility financing.

Adminstrative forms

Port authorities cover a range of administrative forms: from landlord ports that

contract out all operations to operating ports that maintain ownership of all port

facilities and directly operate them (World Bank 2007). In either sense, port authori-

ties function as the formal governance mechanism for coordinating port functions and

establishing and enforcing port regulations.

Based on a small sample of port authorities (60), Van der Lugt and De Langen

2One prime example of this is the Port Authority of New York and New Jersey’s long fight to
keep PATH, New Jersey’s loss-making commuter rail, out of its portfolio (Doig 2001, 383).
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(2007) identify three types of authority goals: one oriented to the broadly defined

success of the port cluster, one oriented to profit maximization, and one a mixture

of the two. These essentially embody public, private, and public-private goals and

reflect sources of financing. While all port authorities collect users fees, their level

of dependence on these for operations and future developments varies. More pub-

licly focused authorities have greater access to government funds and more private

authorities depend on market mechanisms for provision.

Powers

While port authorities may be responsible to government officials at the local, county,

district, state, multi-state, or (in Canada) federal levels, they are generally given

expansive, though pared down, government powers. According to Sherman (2002, 3):

Port authorities are typically empowered to exercise the powers of eminent

domain, to conduct studies and develop plans, levy facilities charges, issue

bonds, to sue and be sued, to apply for federal grants, to act as the local

public assure for federal navigation projects, to enter into contracts and

agreements, and , frequently, as the Massachusetts statute states,“to do all

acts and things necessary or convenient to carry out the powers expressly

granted in this act.” (emphasis in original)

While some authorities are narrowly restricted to shipping concerns alone, others are

permitted to operate airports, commuter rail systems, bridges, tunnels, free trade

zones, and a variety of other pursuits. If one pairs the governmental, territorial

monopoly over shipping facilities (and other facilities) granted to port authorities

with the regional viewpoint these large infrastructures naturally engender, it is easy

to understand why Doig (2001) calls the Port Authority of New York and New Jer-
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sey (PANYNJ) the closest thing the New York metropolitan region has to regional

government.

Port strategy

Given the rapid changes in logistics described in Chapters 3 and 4, there has been

a great deal of debate over effective port strategy and an emphasis on port reform.

In these discussions, many writers conflate the wide variety of port stakeholders with

the port authorities, failing to distinguish the potential variance in goals (Fleming

and Baird 1999; Van der Lugt and De Langen 2007). While the orientation toward

profit maximization does tend to align the interests of port authorities with some port

stakeholders, notably firms, the frequent inclusion of public goals indicates that port

authorities may have additional or other goals. Thus, it is essential to distinguish

port authorities from other stakeholders as a unit of analysis. That said, the main

emphasis of port reform has been a movement away from goals other than commercial

success. Proposals for port authority reform generally range from outright privatiza-

tion through corporatization to commercialization. Privatization involves selling the

port facilities to a private entity. Corporatization is essentially privatization with the

government retaining a large share of the resulting company. And commercialization

indicates an increasing profit orientation.

This trend toward commercialization has tended to shunt port authorities out

of direct port operations and into the status of landlord ports (Ircha 2001, 132–

133). This has led to an investigation into the repurposing of port authorities, since

their profit-orientation demands that they define their value-adding activities. While

loss of cargo has led some port authorities to enter entirely new economic activities

(Brown 2008), there is an increasing consensus that the coordination role of freight-

oriented port authorities fits this bill. Authors like Chlomoudis et al. (2003) have
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argued that port authorities emphasize their government-like roles in setting targets

for cooperation among stakeholders, directing port development by defining the op-

erational framework for regional port production, and forecasting. These reflect some

of the economic arguments for planning in a market society delineated by Klosterman

(2003), respectively: resolution of prisoner’s dilemma questions, provision of public

goods, and dissemination of information necessary for informed market choices.

Since this coordinating role cannot be limited to the immediate port cluster, we

must adopt the thinner conception of port clusters as incorporating related but ge-

ographically dispersed actors—both public and private (cf. Porter 1998; Whitford

and Potter 2007; Zeitlin 2005). The trend toward port regionalization implies such

a geographical transformation. Port authorities, Notteboom and Rodrigue (2005,

307) claim, must increasingly look to form associative relations with entities outside

their territorial jurisdiction to enhance their competitiveness. They list several major

areas of possible cooperation between port authorities and inland distribution cen-

ters, including traffic management, site issuing, hinterland connections and services,

environmental protection, marketing, and research and development. For example

the PANYNJ has spearheaded efforts to share market information like that in the

introduction, has begun to collaborate with ports and governments throughout the

Northeast Corridor, and has even signed a memorandum of understanding with the

Panama Canal Authority. This example indicates two things: first, that port authori-

ties are also beginning to head up efforts to develop translocal networks to coordinate

the provision of translocal public goods; and second, that the region itself may still

be too small a geographical unit for translocal port planning.



102

5.2.2 U.S. port authorities

Sherman (2002, 1–4) claims that roughly 115 of the 183 deepdraft ports in the United

States are currently governed by port authorities. Unlike many countries, the U.S.

has no national port authority. While some port activities are subject to federal

law and jurisdiction, like security and interstate commerce, the federal government

has no power over state or locally legislated port authorities. This is because the

U.S. Consititution grants the federal government power over the country’s navigable

waters, including channels and harbors, but not over the land adjacent to those waters.

That land is governed by local municipalities and states. Thus, the U.S. port system

is not really a system at all but an amalgam of independent, competing port systems.

5.2.3 Canadian port authorities

The Canadian port system underwent a significant transformation during the height

of the competition discussed below. With the National Harbours Act of 1936, the

Canadian government assumed direct administrative control of fifteen major, finan-

cially troubled ports. The Canada ports act of 1983 relaxed the central government’s

control over local boards without completely devolving management. The central

government also managed two other groups of ports. There were nine harbour com-

mission ports established through other parliamentary acts. And there were more

than 500 other small ports administered directly by Transport Canada (Sherman

2002, 6).

Under the belief that central control of the ports hindered the system’s adapta-

tion to rapidly changing commercial circumstances and political appointments were

leading to poor decisions, the government began moving toward liberalization of the

marine sector in the early 1990s. The Canada Marine Act passed in June 1998 shifted
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major ports toward commercialization by dissolving the Canada Ports Corporation

and designating the major ports as Canada Port Authorities (CPAs). CPAs are

non-profit corporations directed by a board of user representatives selected by the

Transport Minister, one municipal representative, one provincial representative, and

one federal representative. In addition to creating the CPAs, the Canada Marine

Act began the process of transferring remaining ports to municipal, provincial, and

private interests (Ircha (2001, 133–134); Sherman (2002, 6–8)).

A CPA is“an agent of the Crown for port activities related to shipping, navigation,

the transportation of passengers and goods and the storage of goods to the extent that

these are specified in the letters patent,” according to the law. They are forbidden

from engaging in activities not directly related to port operations. They are required

to be self-sufficient, and like public authorities in the U.S., they must turn to the

private sector for borrowing and are without recourse to government insurance for

repayment (Sherman 2002, 6–8).

5.3 Three ports

The following sections describe the basic characteristics of the three port finalists in

the competition for a unified Maersk and Sea-Land terminal on the East Coast that

will be described below: Baltimore, Halifax, and New York and New Jersey. Each

section provides background material relevant to the broader narrative and analysis.

This information includes details on cargo handled and port facilities. It also identifies

the pertinent outlines of each port’s governance structure in line with the discussion

above in Section 5.2.
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5.3.1 Baltimore

The contemporary history of the Port of Baltimore begins with the foundation of

the Maryland Ports Authority (MPA) in 1956. Prior to this, the port had been

a “railroad port,” serving the interests of the railroads rather than the carriers or

shippers. Port operations discriminated against the rapidly growing trucking interests

with which the railroads that had long served the port were competing. Storage and

handling rates were higher. Railroads would keep berth assignments secret until the

last minute. Trucks had difficulty physically reaching the piers due to the tracks.

Worse, the piers were falling into serious disrepair (Keith 2005, 13–15). As was

the case in the formation of many port authorities (Sherman 2002, 2), Baltimore-

based commercial interests convinced the Maryland General Assembly to create the

Maryland Port Authority to counter the railroads’ power with the explicit goal of

serving local shippers in the local port cluster (Hall 2003, 354), the owners of cargo

rather than the carriers of cargo. The MPA moved quickly to transform the port to

handle truck-borne cargo. In 1959, it purchased Harbor Field, an airport six miles

east of the city, converting it to Dundalk Marine Terminal. In 1964, the MPA took

a forty-year lease on B&O’s Locust Point piers just north and west of Dundalk (Hall

2003; Keith 2005).

In 1971, the MPA was brought under the control of Maryland’s Department

of Transportation (DOT) and renamed the Maryland Port Administration (MPA)

(Keith 2005, 15). Since this time it has been one of five intermodal agencies integrated

through the DOT. Its budget and political support for large capital expenditures

now depend on the Secretary of Transportation and the Maryland State Legislature,

which have generally been sympathetic (Hall 2003, 355). Though still reflecting a

hierarchical approach to transportation infrastructure management, Sherman (2002,
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3) describes the MPA and the Virginia Port Authority as “quasi-independent cor-

porate enclaves within their respective state departments of Transportation.” As a

consequence of this institutional change, the MPA’s bonds have changed from rev-

enue bonds that are paid back on the financial performance of the authority to general

obligation bonds that are backed by the state’s ability to raise funds through gasoline

taxes, tolls, and other transportation-based sources of revenue (Hall 2003, 355). Thus

funds are now more constrained by political interests but have potentially greater

depth.

As a shippers’ port, the Port of Baltimore has operated as a common use port.

While many port authorities increasingly act as landlord ports that rent terminal

facilities to single users for extended periods of time, often 25 years or more, the Port

of Baltimore has stuck with the model of common use in which ships are assigned to

berths on a first come, first served basis. According to Hall (2003, 355), this is because

the port already contains a number of private terminal facilities in addition to the

public facilities and opened its own container terminal at Dundalk in response to Sea-

Land’s construction of a private terminal. As a common use port administrator, the

MPA leases space through long and short term contracts to operators who actually

handle the cargo, but it also is involved on a day-to-day basis in allocating berths

and facilitating meetings between shipping companies when there are conflicts.

The Port of Baltimore is located eight and a half hours steaming time up the

Chesapeake Bay from the Atlantic Ocean. As the closest port to the Midwest, Bal-

timore long enjoyed a mileage advantage for rail service. The Shipping Act of 1984

altered this advantage by allowing shipping companies to offer joint tariffs for sea

and land transport. This advantage was also weakened as operating costs increased

with ship size, making the two day round trip less cost effective than rail or truck

transport from ports like Norfolk and Charleston that are right on the ocean (Hall
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(2003, 351); Keith (2005, 15–16)). Still, the port boasts ready access to I-95, other

interstate highways, and the fourth largest consumer market in the U.S.

Despite dredging its main channels in 1991 from 42 to 50 feet, a depth sufficient

for the largest container ships, the Port of Baltimore has failed to recover its peak

container flow in 1984, when volume reached nearly three-quarters of a million TEUs

(Hall 2003, 351) (See also Figure 5.1). At the time of the Maersk deal, volume had

levelled off at just under a half million TEUs annually. However, the Port of Baltimore

has generally pursued a strategy announced in its 1996 Strategic Plan that focuses on

non-containerized cargo. The mainstays of this strategy are automobiles and Ro-Ro

(heavy equipment that can roll on and roll off the vessel under its own power, such

as tractors and bulldozers). In 1999, the port was the fifth-largest automobile port

in the U.S., and the largest export port (Hall 2003, 352). By 2003, it ranked second

only to New York and New Jersey for automobile imports and remained the largest

export port (Keith 2005, 17). As of 2003, the Port of Baltimore handled 42 percent

of all Ro-Ro equipment. It is also the leads the nation in forest products (Keith 2005,

17).

The port’s public facilities include: Dundalk Marine Terminal, Fairfield Automo-

bile Terminals Intermodal Container Transfer Facility, North Locust Point Marine

Terminal, Seagirt Marine Terminal, South Locust Point Marine Terminal, and Cruise

Maryland Terminal. The two main container terminals are Dundalk and Seagirt.

The latter opened in 1990 and covers 284 acres (112 ha) with a capacity of 450,000

containers per year. Dundalk is twice the size at 570 acres (230.8 ha) and handles

the Port of Baltimore’s full complement of cargo. Dundalk was the proposed site

for the Maersk-Sea-Land terminal and has been hosted a private terminal owned by

APM Terminals, Inc., a subsidiary of the AP Moller-Maersk conglomerate, since 1993.

Though it is now served by both CSX and Norfolk-Southern rail services, at the time



107

of the Maersk deal, CSX provided the only direct rail access (Brennan 1999e).
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Figure 5.1: Annual container volume in millions of TEUs for three finalists
Source: Containerisation International Yearbook

5.3.2 Halifax

The Port of Halifax is located on the east coast of Nova Scotia and acts as Canada’s

“Atlantic Gateway.” The harbor enjoys a natural endowment of channel and berth

depths of 60 feet (16+ meters) at low tide, the deepest on the east coast of the

continent and sufficient for the largest of todays ships. It is ice-free year-round.

And it is the closest east coast Atlantic port to Europe by roughly one day’s sailing

compared to New York and New Jersey (Halifax Port Authority 2010; World Port

Source 2010).

The port is served by Canada National Railway (CN), which offers on-dock double

stack service. In another sign of the intermodal turmoil in North America during the

1990s, CN was privatized in 1995 with the provisions that no shareholder could own

more than 15 percent of the company and that its headquarters remain in Montreal,

ensuring that the company remained Canadian. Aggressive rationalization pared

down CN’s network to a primary east-west line stretching from the Port of Halifax

to the ports of Vancouver and Prince Rupert. The company also worked to establish
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a north-south network by purchasing Illinois Central Railroad in 1998, which gave

it critical access to the major rail hubs of Chicago, St. Louis, and Kansas City and

south to New Orleans (CN 2010; Murray 2004).

The Port of Halifax serves as a major port for bulk cargo, primarily forest products,

rubber, and steel, handling almost 9m metric tonnes in 2004. In addition, it offers a

range of other terminals, including one of North America’s largest vehicle processing

and trasshipment facilities, ro-ro, and two dedicated container terminals that handle

roughly half a million TEUs annually. Fairview Cove Container Terminal, which sits

on 70 acres and offers over 2,000 linear feet of dock, is currently leased to Cerescorp,

which is the Canadian incarnation of Ceres Terminals, a stand-alone company in the

Harbour Division of the NYK Group. The second container terminal is the South

End Container Terminal, which is roughly the same size as Fairview. It is operated

by Halterm Container Terminal Limited, which is an independent operator offering

common-user facilities (Ceres 2010; Halifax Port Authority 2010; Halterm Limited

2010).

The Port of Halifax was one of the initial set of ports to implement the adminis-

trative changes demanded by the Canada Marine Act of 1998 (Halifax Port Authority

2010), receiving its letters patent on 1 March 1999 (Sherman 2002). As a Canada

Ports Authority (CPA), Halifax is considered vital to domestic and international trade

by the federal government, and it operates as a non-profit Agent of the Crown that is

responsible for managing the port without financial recourse to the public sector. The

Halifax Port Authority, like all CPAs, is forbidden from investing in non-port activi-

ties (Sherman 2002, 6–8). The Port of Halifax’s mandate is “to develop, market and

manage its assets in order to foster and promote trade and transportation and serve

as a catalyst for the local, regional and national economies” (Halifax Port Authority

2010), and it is under the hierarchical control ultimately of Trasnport Canada. As
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the transition from a CPC port with operations clearly oriented toward the public

interest into a CPA with a strict self-sustenance constraint took place over the period

of the competition described below, the Port of Halifax can be considered a mix of

public and private interest.

5.3.3 New York and New Jersey

The Port Authority of New York and New Jersey operates the largest port on the

East Coast. Located at the heart of the New York City metropolitan region, the port

is “the gateway to the most concentrated and affluent consumer market in the world”

(Port Authority of New York and New Jersey 2010). It handles all forms of cargo,

but it is particularly noted for containerized cargo. Indeed, as Chapter 3 pointed out,

the PANYNJ was home to the first container ships and terminals.

With the introduction of containerization, shipping activity moved rapidly away

from the Manhattan waterfront to New Jersey, Brooklyn, and Staten Island. The

Brooklyn terminals handle primarily breakbulk cargo, though the South Brooklyn

Marine Terminal handles some ro-ro and the Red Hook Container Terminal han-

dles ro-ro and containers (Port Authority of New York and New Jersey 2010). The

Howland Hook Terminal on Staten Island, reopened in 1996 after almost a decade

of dormancy, has a container handling capacity of a million TEUs (Rodrigue 2004).

The main container terminals, however, are located in New Jersey, where there is

direct access to interstate highways and rail networks (CSX, Norfolk Southern, and

Canadian Pacific) that stretch across the continent. Three large terminals in Newark

and Elizabeth handle about four million TEUs per year. The Port Newark Container

Terminal covers 180 acres (71ha) and offers 4,400 feet (1,165m) of ship berth at a

depth of 40 to 50 feet (12.2–15.2m). Maher Terminal, the largest terminal operator
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in the port, covers 445 acres (180ha) and offers over 10,000 feet (3,000m) of dock at

a depth of 45–50 feet (13.7–15.2m). Finally APM Terminal, a subidiary of the AP

Møller-Maersk Group, covers 350 acres (142ha) and offers about 6,000 feet (1,829m)

of ship berth at a depth of 45–50 feet (13.7–15.2m) (Port Authority of New York

and New Jersey 2010). The current configuration is a result of major restructuring

following the competition discussed in this chapter.

Since the 1990s, channel and berth depths have been a challenge to the growth of

the port. While Panamax container ships could sail through a 35-foot (10m) channel,

the post-Panamax ships introduced in the mid-1990s required depths of 42–52 feet

(13–16m). Prior to the deal discussed here, the maximum clearance of 40 feet (12m)

in the PANYNJ was more than adequate for Panamax ships, but woefully inadequate

for the newest generation. When the Regina Maersk, the first post-Panamax ship,

called in New York in July 1998, it could not have reached the dock if it had not

discharged a significant portion of its cargo in Halifax prior to arriving (Rodrigue

2004, 73–74). As part of the PANYNJ’s contract with Maersk and Sea-Land and as a

growth strategy, in 1999 the Army Corps of Engineers (ACE) began dredging the Kill

van Kull channel, which transits across the north shore of Staten Island and leads to

Newark Bay. The dredging cost $700 million, 35 percent of which was borne by the

PANYNJ. Even before this work was completed in 2005, the PANYNJ was envisioning

the key channels being dredged to 50 feet (15.2m). It agreed with the ACE to pay

50 percent of the estimated $1.8 billion cost and expects this work to be completed

by 2014 to coincide with the anticipated completion of the Panama Canal expansion

(Port Authority of New York and New Jersey (2010); Rodrigue (2004, 74–75)).

The Port Authority of New York and New Jersey was created by the state legis-

latures of New Jersey and New York in 1921 to rationalize regional transportation in

the face of the railroads’ inability to coordinate services and boost the regional econ-
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omy (Doig 2001; Sherman 2002). It thus represents an associative approach to port

governance in which the two states freely entered into a contract for the management

of resources perceived to be common. The purpose of the Port Authority is presented

obliquely in the introduction to the Port Compact of 1921. Arguing that the growth

of commercial activity around the harbor has integrated the “territory in and around

the port” into “one center or district,” the Compact states its signatories’ belief that

“better coordination of the terminal, transportation, and other facilities of commerce”

would generate “great economies” that would benefit the two states and the nation.

It then states that cooperation between New York and New Jersey is required to en-

courage investment on the necessary scale and to formulate and execute the necessary

physical plans. The essence of this argument is that commercial activity had scaled

up geographically to the regional level and required a new mechanism to coordinate

its infrastructure. In the language introduced at the beginning of this chapter, the

PANYNJ established a new territory in the face of a changing economic terrain.

Interestingly, the emphasis on national growth has been lost and the states them-

selves have disappeared in the PANYNJ’s orientation as it has grown. Its current

mission statement is “To identify and meet the critical transportation infrastructure

needs of the bistate region’s businesses, residents and visitors: providing the highest

quality, most efficient transportation and port commerce facilities and services that

move people and goods within the region, provide access to the rest of the nation and

to the world, and strengthen the economic competitiveness of the New York/New Jer-

sey metropolitan region” (Port Authority of New York & New Jersey 2006). Though

the original emphasis on state and national benefits may have responded to the ne-

cessity of state legislative and Congressional approval (Port of New York Authority,

Development and Operations Department 1938), in the new mission statement the

nation has become an adjunct to the region and the state’s role merely organizational.
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This may reflect the need of Cohen and other early actors to persuade state and na-

tional policians to support this somewhat novel form of governance. It may also

reflect the emergence of a belief in the regionalization of the global economy (Knox

1995; Scott 2001; Storper 1997). In either case, the current position runs counter to

the position supported in the current analysis, which is that ports serve national or

continental interests rather than regional interests.

The PANYNJ covers a region of 1500 square miles (3880 km2) in roughly a 25-

mile radius circle around the Statue of Liberty, which stands in the middle of New

York Harbor. It includes New York City as well as Newark, Jersey City, and over 300

smaller cities and towns. In addition to the port itself, the PANYNJ manages a broad

portfolio of facilities, including all bridge and tunnel crossings between New York City

and New Jersey, three major airports, the PATH heavy rail commuter line, the Port

Authority Bus Terminal, the World Trade Center site, and a number of development

initiatives (Doig (2001, 69); Rodrigue (2004, 67–69)).

The governors of New Jersey and New York each appoint six of the twelve members

of the PANYNJ’s Board of Commissioners, subject to state senate approval. They, in

turn, appoint an executive director to take responsibility for managing the PANYNJ

in keeping with the policies established by the Board. The governors retain the right

to veto actions taken by Commissioners of their respective states (Port Authority of

New York and New Jersey 2010). In practice, however, such vetoes rarely occur. And

more generally, the board itself, comprised of individuals for whom the position is

usually a side interest, rarely opposes the suggestions of the Port Authority staff and

executive director (Walsh 1978, 180–181).
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PANYNJ Financials

The PANYNJ must raise all its funds through fees and the private market, primarly

revenue bonds. To this end, according to Walsh (1978, 96), “the management of the

Port Authority has contantly invoked investors as its most important constituency.”

To give the PANYNJ more secure financial footing during its financially shaky early

days, the state legislatures granted it the power to build and operate bridges and

tunnels between the two states. The steady stream of toll revenue from these facilities

and its refusal to break down its operating expenses under a policy of “consolidated

financing” allowed the PANYNJ to disguise loss-making activities and present overall

positive returns, easing its way into the pockets of potential investors (Walsh 1978).

Table 5.1 illustrates the effects of “consolidated financing.” The policy itself has

concealed the details of individual operations through much of the PANYNJ’s his-

tory. Exceptions were made when the New York State comptroller’s office conducted

detailed audits of the Port Authority’s finances in 1970 and 1974 (Walsh 1978, 91).

The PANYNJ began publishing more detailed financial reports in 1991, and these

are represented here. There are four observations to make at this juncture. First,

total operating revenue has remained positive since at least 1969. Second, there are

two major generators of positive cash flow: the airports and the bridges and tun-

nels. Third, there are two major sources of negative cash flow: PATH and the port

terminals. Finally, the only terminals that have done slightly better than breaking

even are the Auto Marine Terminal and the Elizabeth Marine Terminal. The latter

is particularly significant since, as mentioned above, it is home to the APM terminal,

which is the subject of this chapter’s study. Because it shares the port facilities with

Maher’s terminal, it is impossible to determine whether or not one is subsidizing the

other, nor is there any indication of how channel dredging costs are distributed among
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1969 1973 1991 1994 1997 2000 2003 2006

Air Terminals *
JFK 20 15 52 84 106 131 67 116
LaGuardia 8 5 11 25 25 37 12 34
Newark 4 (2) 52 62 99 132 110 163
Total 31 18 114 169 228 304 200 220

Port Commerce *
Elizabeth Marine Terminal 4 4 11 9 8 14 3 9
Brooklyn 1 (2) (8) (12) (11) (12) (37) (40)
Red Hook 1 (-1) (1) (5) (8) (5) (6) (25)
Howland Hook (5) (8) (5) (3) (10) (19)
Auto Marine 2 2 0 2 2 2
Total 10 (2) (25) (34) (29) (6) (57) (84)

Tunnels, Bridges and Bus Terminals
29 38 120 122 123 119 181 163

PATH (14) (28) (164) (199) (177) (180) (218) (187)

World Trade Center 50 (1) 5 33 113 276

Regional development (8) 0 (15) (11) (90) 11

PFC Program � 100 121 118 90 121

Other � (26) (2) 28 (3) 666 (2)

Combined total 57 26 60 153 282 372 883 519

Source: 1969 and 1973 from Walsh (1978, 92–93). Note that 1969 does not include depreciation. 1991 to 2006

from Schedule E of PANYNJ annual reports.

* Air terminal and port commerce totals also include several smaller facilties.

� The Passenger Facility Charge (PFC) is a small tax levied on airline passengers.

� This category primarily covers income and loss on damage to the World Trade Center in 1993 and 2001. It also

includes non-freight and non-passenger port activities.

Table 5.1: Port Authority facility income (loss) in millions

the terminals. However, the historically positive revenue stream from the Elizabeth

Marine Terminal suggests that while the two largest container handling operations

may not generate significant revenue, they are not a drag on the PANYNJ either.
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5.4 Competition

As Chapter 3’s narrative suggested, the late 1990s were years of structural transfor-

mation for the freight industry. In particular, 1998 and 1999 were pivotal for Maersk,

Sea-Land, and the ports of the North Atlantic. As Maersk and Sea-Land were ap-

proaching the end of their slow dance toward merger behind the scenes, publicly they

were announcing an intention to further rationalize their operations by merging their

terminals. Sea-Land’s 25-year contract with the Port Authority of New York and

New Jersey was expiring in February 1999, and Maersk’s subsidiary Universal Marine

Terminals, Inc. had a contract with the PANYNJ that would expire in two stages in

October 1999 and November 2000 (Tirschwell 1998). The companies announced in

December 1997 that they would pursue a hub-and-spoke load center approach that

would concentrate the bulk of their container traffic in a single North Atlantic port.

By February 1998 it was clear that Maersk and Sea-Land would consider ports other

New York and New Jersey (Tirschwell 1998). And in early May the companies asked

six ports for proposals (Brennan 1999j).

5.4.1 Background: Easy marks

The shipping industry entered a downcycle in 1998. Liner companies seeking to cut

costs were finding it difficult to identify areas where costs could be cut. In a Journal

of Commerce article on the state of the shipping industry based on interviews with

industry analysts and a Moody’s report that had recently been released, Mongelluzzo

(1999b) claimed that carriers had already streamlined their own operations by cen-

tralizing documentation and customer service functions. They had introduced larger,

more efficient vessels. And they had negotiated advantageous intermodal contracts

with railroads in the early 1990s. An industry consultant and former chief officer of
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“K” Line America, Theodore Prince, said, “The next largest expense left is the termi-

nals. If they’re going to get another $100 per container in savings, the only place they

can go is the terminal. There’s no other fruit out there” (Quoted in Mongelluzzo

1999b).

To this end, liner companies and alliances were consolidating their vessel calls at

fewer hub ports, or load centers. The large volume of cargo controlled by carriers

became a bargaining tool in negotiations with ports. The report goes on to quote Leo

Donovan, vice president of Booz Allen & Hamilton Inc., as suggesting that shipping

lines had historically believed that concessions could more easily be wrested from

port authorities than private sector vendors, since the latter are profit-driven. “Ports

are more driven by market share. The lines felt they were an easy mark” (Quoted in

Mongelluzzo 1999b).

As the review of port authorities above (Section 5.2) indicated, not all port au-

thorities are driven by motives other than profit. The PANYNJ was a self-sustaining

authority with a market-incentive to maintain profitability. In line with this financial

position, the Port Authority of New York and New Jersey adopted a much more hard-

line stance, despite the fact that Maersk and Sea-Land constituted roughly 25 percent

of the port’s total throughput. In the renegotiation of the Sea-Land contract, the PA-

NYNJ demanded market rate terms. Because Sea-Land’s expiring 25-year contract

from 1974 had been granted at exceptionally favorable terms with a clause prohibiting

any escalation of fees to encourage the growth of the port, market rate prices would

translate into a 300 percent increase (Brennan 1998c; Doig 2001; Mongelluzzo 1999b).
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5.4.2 The drudgery of dredging

One major obstacle in the way of a successful bid facing the Port Authority was

channel dredging. New York Harbor’s shallow drafts did not permit the largest con-

tainerships to enter fully loaded. As a consequence, New York was losing up to ten

percent of its cargo to other ports, mainly Halifax, which has deep drafts and direct

rail access to the Midwest (Gersten 1998). Maintenance dredging in the harbor and

channel deepening to 45 feet for Sea-Land and Maher terminals had succeeded in

bringing some cargo back by winter of 1998(Gersten 1998), but it was still insufficient

for the largest ships. While 45 feet was seen as a minimum depth requirement, 50 feet

was seen as desirable. Uncertainties surrounding the PANYNJ’s ability to finance and

complete dredging to such depths was reportedly one of the major reasons Maersk

and Sea-Land opened bidding up for their joint terminal (Brennan 1998b,d).

There were three reasons for uncertainty: the toxins, the tunnel, and the tax.

First, environmental groups’ opposition to dredging’s disturbance of habitats and

chemically tainted sediment had been rising through the 1990s. In practice, this did

not block dredging; it simply slowed down the process and introduced adjustments

to dredging plans (cf. Hevesi [1994] and Revkin [1997]).

The second concern was the alternative plan favored by Congressman Jerry Nadler

and Senator Daniel Patrick Moynihan, New York City Mayor Rudolph Giuliani, and

others: the Cross Harbor Tunnel. For an estimated $4 billion, proponents argued that

a rail tunnel should be bored under New York Harbor to connect Brooklyn to the

mainland railways either directly in New Jersey or via Staten Island. Two arguments

were marshalled in favor of this plan. First, depths at the Brooklyn terminals were

already sufficient for the largest ships. Second, New York’s maritime activities had

withered with the introduction of containerization because of insufficient access to rail
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(Bagli 1998; Bowen 1998). Regardless of its merits or lack thereof, this plan served

and continues to serve as ammunition in disputes over the distribution between the

two states of the flow of revenues from Port Authority activities.

The major ongoing uncertainty, however, became the Supreme Court’s late March

1998 ruling that the harbor maintenance tax on exports was unconstitutional. Created

in the 1980s, the harbor maintenance tax replaced general treasury funds for dredging

and similar harbor maintenance activities. Once this was struck down, there was no

clear source of funding for the enormous undertaking that dredging in New York would

entail (Journal of Commerce 1998a). While the Clinton administration proposed the

Harbor Services Fund Act, which ultimately failed, and promised initial funds toward

the $621 million project to dredge to 45 feet, long term funding remained in question

(Brennan 1998c).

5.4.3 The request for proposals

In the face of rising rates and uncertainty over the port’s future ability to handle

large containerships, in May 1998 Maersk and Sea-Land requested proposals for ter-

minals from seven ports: Norfolk, Va.; Baltimore; Philadelphia; New York-New Jer-

sey; Quonset Point, R.I.; Boston; and Halifax. Proposals had to offer a facility that

could handle 550,000 container movements annually with 6,000 contiguous feet of

berth space capable of handling up to four post-Panamax ships and sixteen cranes

at one time and on-dock or near-dock rail access, preferably to more than one rail

operator (Brennan 1999j). The companies also demanded operational control of the

facility (Getzfred 1998).

Proposals were submitted in September of 1998. Two of the seven terminals

were knocked out fairly quickly. Boston had declined to bid, citing a lack of space.
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Philadelphia was rejected early on for its reluctance to hand over operations to Maersk

and Sea-Land. Two more ports were rejected in a 10 December 1998 announcement.

The companies rejected the Virginia Port Authority’s bid for a terminal at Norfolk

because of the cost of developing the site, inability to get operational control of the

terminal, and rail access only via Norfolk-Southern rather than dual access with CSX

Transportation, which owned Sea-Land. And Quonset Point was turned down over

concerns that it would not be fully operational early enough as the new port had yet

to handle any cargo, some dredging would be required, and the rail link had not yet

been completed (Brennan 1998c).

The three finalists were: Baltimore, Halifax, and New York-New Jersey. The

Port of Halifax proposed to build a new, customized terminal capable of handling

550,000 TEUs alongside CN’s railyard (Brennan 1998c; Tower 1998b). By the end

of September, the port had secured guarantees for a mixture of funds necessary to

build the terminal (about US$360 million) from banks and the federal and provincial

governments. Although passage of the Canada Marine Act would forbid Transport

Canada funding for port construction, the director of the Halifax Port Authority was

confident that other federal funding sources would be available. Further the provincial

premier publicly pledged that funding would not be a problem (Tower 1998b). Soon

after the submission deadline, CN and a private sector terminal operator, Halifax

International Terminals Ltd. (or Halterm), proposed an alternative common-user

facility (Tower 1998a). Port analysts, however, accurately believed there was small

chance that Halifax would be successful in winning the bid due to its small local

market. They thought, however, it was possible that Halifax could be part of a two-

port strategy in which cargo destined for the Midwest would be unloaded in Halifax

before ships proceeded south to New York-New Jersey or Baltimore (Brennan 1998a).

Lack of direct rail access to the New York market was also cited as a weakness (Tower
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1998a). Others suggested that Halifax’s hopes faded a month after ports submitted

their bids when the Ocean Shipping Reform Act was passed (14 October 1998). By

allowing shipping firms to sign confidential contracts, the law eliminated Halifax’s

advantage of freedom from conferences and rail rates that allowed shipping companies

the strategic advantage of setting their own rates without communicating those rates

to the competition (Prince 1999).

Baltimore emerged as a dark horse candidate. Port officials proposed converting

570-acre Dundalk Marine Terminal into a container terminal. Dundalk was highly

underutilized at the time, basically “sitting there empty and can be up and running

almost overnight” (Brennan 1998a). The Port of Baltimore also offered significantly

lower lease rates than other ports (between $30,000 and $39,000 per acre) in addi-

tion to solid rail connections to the North Atlantic interior, existing 50-foot deep

channels, and access to the Washington D.C. market, the nations fourth largest. It

eventually included perks like a dozen expensive gantry cranes and downtown office

space. Challenges centered primarily on rail. While the port enjoyed full double-stack

access to the south, there was no fully cleared double-stack route north to Chicago

and other destinations. There was also only a single rail link to the terminal: CSX’s

rival Norfolk-Southern (Brennan 1999e; Watson 1999b).

The Port Authority of New York and New Jersey proposed a 350-acre terminal

with 700,000 TEU capacity and on-dock rail facilities via the PANYNJ’s ExpressRail

service (Brennan 1998d). The two main issues with the PANYNJ proposal from the

shipping companies’ perspective were the uncertainty that the channels would be

dredged and the cost. The PANYNJ’s proposal offered just under $500 million in

subsidies over the 27-year life of the proposed lease, rising from $18,000 per acre to

$106,000 (Brennan 1999e).
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5.4.4 What was at risk?

What did the the PANYNJ stand to lose? Maersk and Sea-Land represented roughly

25 percent of the port’s annual 1.7 million TEUs. A Journal of Commerce editorial

painted a worst-case scenario if Maersk and Sea-Land were to leave the port (Journal

of Commerce 1998b). There was no guarantee that another business would replace

them: “The amount of global cargo is increasing. The number of shipping lines,

however, is not.” Plus, the investment level required to equip a major terminal, an

estimated $150 million or more, is not available to many shipping lines (Journal of

Commerce 1999a). Estimates of time taken to recover 1998 levels of throughput

ranged from five to fifteen years (Brennan 1999k; Journal of Commerce 1999c).

In the meantime, the loss of traffic would directly affect cargo assessment fees,

which could potentially have chased away other port operators. Cargo assessment

fees were levied to provide benefits to longshoremen, including retirement coverage

and more importantly a guaranteed income if there was no work. As the total amount

per longshoreman was fixed in labor contracts, a loss in cargo would mean that the

fees would have to be distributed across a smaller volume of cargo, thereby raising the

price of shipping that cargo through the port. Conversely, it also meant that more

work reduced the amount necessary. The New York Shipping Association (NYSA) had

been chipping away at the assessments since 1987 and made a major cut in December

1997, as the competition began. As the number of longshoremen covered by these

benefits decreased by natural attrition from 20,000 in the 1960s to 2,700 in 1997, the

rates had come down and were considered to be contributing positively to the growth

in port traffic. The PANYNJ’s manager for port marketing and labor argued that the

supply and demand for labor had reached equilibrium for the first time in thirty years

(Newman 1997). Were the port to suddenly lose 25 percent of its traffic, climbing
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rates would have the cumulative effect of driving existing operators out of the port,

which would in turn lead to yet higher fees and drive more traffic creating a “carrier

exodus” in the words of ILA president John Bowers (Brennan 1999c). Ultimately this

would lead to the port’s catastrophic implosion. This would have severely affected the

estimated 170,000 port-related jobs located in the region (Brennan 1999k; Journal of

Commerce 1999c).

5.4.5 Boxed in

Though Maersk and Sea-Land were to initially announce their decision in December

of 1998, instead they narrowed the contestants down to the three discussed above and

repeatedly delayed making a final decision for five months as they negotiated with

various actors. By February 1999, it became clear that Halifax had been crossed off

the short list, leaving Baltimore and New York-New Jersey. While the latter held

firm to its initial proposal at first, as the Port of Baltimore offered more and more

incentives to Maersk and Sea-Land, cracks began to appear.

Labor fragmentation

First, Maersk and Sea-Land took advantage of union fragmentation to negotiate con-

cessions from the International Longshoremen’s Association (ILA) locals. The hard-

won unity the ILA had built in the 1970s broke down ten years later as the industry

began to change and employers more actively utilized non-union labor in the right-

to-work states of the South and the Gulf (see Chapter 8 for this background). While

the ILA leadership pushed continuously for higher wages and greater benefits, South

Atlantic dockers began to worry that wages and benefits negotiated with regard to

conditions in New York and New Jersey were undermining their own competitiveness.
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Work was being shifted to non-union employers and workers (cf. Erem and Durren-

berger [2008] for a compelling account one episode in this struggle). And there was

fear that cargo was going to shift to other ports. These concerns manifested them-

selves in 1986 when West Gulf and South Atlantic locals made concessions on wages

and benefits in defiance of the union’s leaders. Over the next decade, the ILA frag-

mented as it abandoned its policy of “one port down, all ports down” and relinquished

negotiations to locals.

Thus, outside of a few items negotiated in the Master Contract between the ILA

and employers’ association, U.S. Maritime Alliance Ltd. (USMX), the union’s locals

negotiated only over terms for their own port. This allowed Maersk and Sea-Land

to go to Baltimore and negotiate a letter of intent to keep truck gates open longer,

to keep the railroads open every day, and to expand starting times, which would cut

down on overtime pay (Brennan 1999b). In early March, New Jersey locals, partly at

the insistence of New York Governor Pataki, made concessions that matched those

of the Baltimore ILA locals in overall value (Brennan 1999h). Fragmented organi-

zation thus weakened labor vis-à-vis employers and resulted in diminished working

conditions. By comparison, a competition between Long Beach and Los Angeles for a

Maersk terminal during the same period did not involve labor issues. This is almost

assuredly due to the fact that the International Longshore and Warehouse Union

(ILWU) represents all longshoremen on the West Coast, eliminating any possibility

of playing one local off against another (Mongelluzzo 1999a).

Port Authority fragmentation

Though relations among PANYNJ board members were traditionally in keeping with

the “cordial co-operation” called for in the Port Compact of 1921, Walsh (1978, 182)

reports that after 1965 relations became more strained. In the 1990s, these strains
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became more evident. New York had come to believe that Port Authority revenues

and benefits were inequitably distributed in New Jersey’s favor. As was shown in

Table 5.1, the two airports in New York City generate a significant stream of revenue

that is redirected to subsidizing PATH and the ports, which are overwhelmingly in

New Jersey. While New York representatives complain that their state sees little

benefit from Port Authority activities (Bagli 1999a; Journal of Commerce 1999b),

New Jersey representatives counter that the state collects income taxes from New

Jersey residents who work in New York City and that roughly 40 percent of port-

related jobs, particularly freight forwarding jobs, are located in New York, providing

ample compensation (Armbruster 2000a).

This conflict slowly rose to the surface during the competition. First, it was the

Cross Harbor Tunnel. In the early 1990s, Jerry Nadler introduced the Cross Harbor

Tunnel discussed previously (Section 5.4.2) as a potential means of redirecting port

job creation to Brooklyn. It has served as a political whip wielded by New York

to capture benefits from the Port Authority. Giuliani picked up this call in 1996

(Bagli 1998). And as the competition began, New York State Senators Moynihan

and D’Amato publicly endorsed the tunnel side-by-side with Giuliani and announced

a study of its feasibility. Presumably, this was to indicate that New York wanted a

greater share of the benefits that port growth could generate. As a spatial strategy, the

Cross Harbor Tunnel would shift the economic terrain within the territory governed

by the PANYNJ by permitting the efficient flow of goods beyond the eastern coast of

the mainland to Long Island.

Then, soon after a New York University Taub Center report dismissed the Cross

Harbor Tunnel as“Tunnel Vision”(Bagli 1998), Giuliani proposed something radically

different: withdrawing from the Port Authority (Giuliani 1999). In the late 1940s,

New York City had run into financial difficulty supporting its airports and worked



125

with the Port Authority for the latter to lease the land upon which they were located

and operate the airports (Doig 2001, 288–314). Renewed in the 1980s, the contracts

were set to expire again in 2015. Just as Maersk and Sea-Land were taking advantage

of their contract renewals to extract benefits from the PANYNJ by leaving, Mayor

Giuliani sought to wring revenues from the authority by threatening its livelihood.

We have got to get out of the Port Authority. This makes no sense to be

partners with our friends in New Jersey because they extract more out

of it than we do. I think that’s been proven over and over again. So

what we’re going to do this year is we’re going to announce that we’re

not going to renew the lease when it comes up in 2015, and we’re going

to immediately put out Requests for Expressions of Interest by private

companies - we know of two that are very interested - in taking over the

two airports, and to begin now to make concrete plans for how they would

change those airports. Start it now. That may be a little bit soon—but

actually, given the way things work, it isn’t so soon. And hopefully by

doing that, we will increase the pressure on them maybe to move aside.

Because they’re not going to be continued. We’re not going to continue

to allow them to lease that space from the City of New York any longer.

They have proven that they can’t do a good job of running the airports

in the interests of the City of New York. It isn’t personal. It’s purely

business.

This approach would have reasserted the primacy of state boundaries in circumscrib-

ing the flow of capital in the region. This territorial strategy would have retained the

revenues from renegotiated airport contracts within the territorial boundaries of the

city and state while leaving the costly regional infrastructure to New Jersey.
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From the perspective of jobs, this position was a fairly easy one for New York

to take. While New Jersey’s jobs were directly related to the concrete movement of

freight, New York’s jobs were less tangibly connected. It is clear from much literature

that the financial activities related to manufacturing and transportation are driven

more to colocate than to relocate when manufacturing does (See, for example: Cohen

1981; Fröbel, Heinrichs, and Kreye 1980; Sassen 2002). Additionally, for the other

job category most cited, freight transportation arrangement, population density far

outweighs infrastructure facilities as a determinant of location, as shown in Table C.3.

So, while New York certainly is home to many freight transportation arrangement

firms, as Figure 6.5 shows, it did not have to fear losing a great number of them

should Maersk and Sea-Land leave. As the facilities serving the maritime industry

are primarily located in New Jersey, support for these jobs became critical to the

governor. As Figure 6.1 shows, marine cargo handling jobs were virtually nonexistent

in New York at the time, while New Jersey recorded approximately 4,000. New Jersey

Governor Christie Whitman’s interest in keeping these jobs became clear at this time

as well. Just prior to Giuliani’s threat, she met directly with Maersk and Sea-Land

to convince them to build in New Jersey (Brennan 1999b). And from this point on,

she was very visibly and vocally on the side of labor, appearing at their rallies and

publicly deriding Pataki for threatening their jobs (Brennan 1999f). There was thus a

territorial divide in the nature of jobs and risk from a Maersk and Sea-Land departure

that followed the state lines down the Hudson River.

This territorial fragmentation within the PANYNJ may not have been entirely

counterproductive, however. Though analysts and actors were mixed on whether or

not Maersk and Sea-Land’s request for proposals was serious or just a ploy, opinion

appears to have fallen more heavily on the side of a ploy. Pataki apparently agreed

with the analysts and never believed that Maersk and Sea-Land would leave the port.
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According to Brennan (1999i), a Pataki supporter familiar with the talks said, “New

York felt that the two lines never wanted to leave the region because it would have

meant a huge loss of market share for them in a market that has a huge number

of consumers.” In Levinson’s (1967) terms, Maersk and Sea-Land would not want to

leave the New York-New Jersey product market area for freight transportation. Pataki

also felt strongly that the port’s maritime division should be self-supporting since that

would reduce the state’s transfer of revenue from the airports (Brennan 1999e). This

gave him an intransigence that produced an inflexibility in the PANYNJ’s negotiating

stance. If he was correct, as many analysts believed, his position may have prevented

the PANYNJ from making even greater concessions (Brennan 1999b).

5.4.6 Shunted away

Maersk and Sea-Land delayed their announcement by a month in February to also

pursue negotiations with regard to rail in Baltimore. Port of Baltimore officials met

regularly with CSX, Norfolk-Southern, Maersk, and Sea-Land representatives to work

out ways in which CSX could have access to Dundalk terminal. Changes would have

required investments to alter clearances through Maryland and Delaware (Brennan

1999h; Watson 1999b). Meanwhile, in response to Maersk and Sea-Land’s consistent

concerns over dredging funds, Governor Whitman began unilaterally offering to come

up with over $120 million from state transportation funds to indirectly offset the costs

of dredging and make a final offer that she was convinced Maersk and Sea-Land would

accept (Brennan 1999f).

With Whitman sweetening the PANYNJ proposal, it appears that the shipping

companies were reaching a final decision. After the rail discussions, CSX presented

a list of improvements it felt would be necessary to make the Port of Baltimore a
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competitive load-center. The $550 million price tag included a third main track in

Maryland, double-stack clearances, a new intermodal yard in New Jersey, Baltimore

port enhancements, and other rail improvements. CSX denied that this wishlist was

directly related to the competition, despite the fact that it was owned by the same

parent company as Sea-Land. Norfolk-Southern’s response reportedly outlined needed

improvements that totalled less than $40 million (Watson 1999d,e).

On 12 April 1999 both ports submitted their “last, best offers.” The Port of

Baltimore’s bid, though not public, reportedly included some enhancements to rail

that focused on dual access to the terminal rather than the broader list CSX pro-

posed, which John Pocari, Maryland’s secretary of transportation, described as “very

ambitious” (Watson 1999d,e). The PANYNJ bid included Whitman’s $120 million

sweetener and improved rates. The deal would also entail $1.6 to $1.7 billion in re-

lated infrastructure projects over the life of the lease. Though Pataki refused to sign

the proposal, Maersk and Sea-Land accepted the Whitman-approved proposal as fi-

nal. When the proposal was submitted, Pataki made the price of his approval clear:

restructuring the agency along stricter state lines (Brennan 1999a).

Four weeks later on May 7, the shipping companies made their final announcement.

They would build their new terminal in New Jersey. Lack of rail improvements were

cited as the major reason for not selecting Baltimore (Brennan 1999i). This suggests

that perhaps CSX’s list was the final price tag, or that the exceedingly pricey list was a

convenient way for Maersk and Sea-Land to finally break off the deal with Baltimore

now that it had the $121 million sweetener from Whitman, which the companies

cited as critical to establishing an economically competitive bid. James White, the

executive director of the Maryland Port Administration, supported this view when

he said that, “CSX didn’t do anything to help us,” an allegation Maersk and Sea-

Land described as only a minor concern in their decision (Watson 1999a). At any
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rate, Maersk and Sea-Land wound up where they started with significant subsidies

compared to market rate leases, promises of dredging, and improved rail access.

According to Charles Gargano, deputy chairman of the Port Authority Board

of Commissioners (Quoted in Armbruster 2000b), the proposed lease would subsi-

dize Maersk and Sea-Land with $587 million over 30 years, not including dredging,

and would provide Maersk and Sea-Land with $30.4 million for infrastructure im-

provements. In exchange, following generally recognized best practice (Luberoff and

Walder 2000), Maersk and Sea-Land would guarantee unspecified minimum volumes

if dredging to 45 feet was completed by 2004 and 50 feet by 2009. For their own pur-

poses, Maersk and Sea-Land would likely invest $150–200 million in the new terminal,

though this was not specified in the contract.

5.5 Territorial squabbles

The contract, however, would not be finalized for more than a year. In a letter

dated April 20, just after the final proposal and before the decision announcement,

Pataki demanded a restructuring of the Port Authority. He specifically demanded

that New Jersey guarantee the entire subsidy for the Maersk and Sea-Land lease,

which would total over $600 million. While Whitman stated her willingness to discuss

restructuring prior to the final proposal, she and other New Jersey lawmakers argued

that the discussion should not hold up approval of the lease (Brennan 1999g). Pataki

opted to use the situtation to New York’s advantage, directing his representative

on the Port Authority board to refuse to vote on the lease (Armbruster 2000a). In

retaliation, New Jersey representatives refused to vote on projects New York badly

wanted (Smothers 2000). After more than a year of abortive board meetings, a deal

was finally reached in May 2000 and a memorandum signed and publicized on 1 June
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2000.

In addition to the approval of the Maersk and Sea-Land lease and the Maher

lease, which had been held up by the delay, the memorandum of items to be acted on

at a special meeting of the Port Authority Board of Commissioners on 2 June 2000

included a number of terms that directed PANYNJ resources to New York (Journal of

Commerce 2000b). The main item was the creation of a Regional Bank for New York

totalling $250 million to be paid in equal increments over three years and to be spent

on “projects consistent with the purposes of the Port Authority.” The agreement

also stipulated immediate and rapid action on releasing and processing of a request

for proposals for the World Trade Center net lease, which had been agreed to in

1998 and was completed by the end of April 2001 (Bagli 2001). This project and

the authorization for the lease of air rights above the Port Authority Bus Terminal

were two projects that New York had wanted badly and were held up. Funding for

a JFK Airport link from Jamaica Station in Queens was approved. A number of

items were oriented toward improving conditions at New York’s marine terminals.

The deal included rent adjustments for Staten Island’s Howland Hook Terminal. A

rail connection between Staten Island Railroad and the Chemical Coast line and the

continuation of the Red Hook Barge Program were approved. Cranes were to be

purchased for Howland Hook and Red Hook, and a project to improve eleven acres

of Howland Hook was approved. New Jersey was released from its obligation to

pay the $120 million subsidy. The reconfiguration and redevelopment of New Jersey

marine terminals was approved, though this was necessary for the Maersk and Sea-

Land lease to go forward anyway. Also a feasibility study of extending PATH to the

Newark Airport Monorail was approved.

All in all, by raising the spectre of reasserting its territorial monopoly over the

flow of revenue from its airports, New York was able to redirect the flow of some of
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the PANYNJ’s revenues back into its territory. These gains were reinforced several

years later when New York City Mayor Bloomberg negotiated extensions of the Port

Authority’s leases for La Guardia and John F. Kennedy Airports until 2050 for a $700

million upfront payment and significantly higher annual rents (Cooper 2003).

5.6 Costs of competition

It seems fairly clear that Maersk and Sea-Land benefitted from the competition they

initiated, successfully reducing the PANYNJ’s initial lease to one that subsidized the

companies at over half a billion dollars over thirty years. It also seems that New

York turned the situation to its advantage as well. Though losing the possibility of

investing the subsidies in New York-oriented projects, Pataki managed to guarantee

Port Authority investment in New York. But what were the costs?

5.6.1 Port costs

The first question to address is whether or not Maersk and Sea-Land would really

have left New Jersey. As discussed above (Section 5.4.5), most analysts did not

believe that this would happen. The regional consumer base, the product market

area for freight transportation services, was considered too large for the companies to

abandon. Most likely the worst case scenario would have been a scaled down terminal

with discretionary cargo, i.e., cargo with destinations other than the New York-New

Jersey region, being shipped through Halifax or Baltimore. This is in part due to the

high rail costs of moving freight from Baltimore (Brennan 1999i). But it is also due

to fragmentation within the imminent Maersk and Sea-Land merger. Brooks (2000,

90–91,170) documents conflicting network strategies between Maersk and Sea-Land.

While Maersk had a predilection for hub-and-spoke networks with load centers, Sea-
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Land had a preference for increased direct calls at ports, which became one of the

alliance’s central goals. It is thus highly unlikely that the two companies would have

completely abandoned the port.

But suppose they had. Would New York and New Jersey have suffered from the

loss? Evidence seems to indicate that the loss would have been minimal. Even as

the deal was being negotiated, Hanjin, P&O Ports, and a cosortium led by Ameri-

can Stevedoring, Inc. were bidding for the 160-acre Maersk Universal terminal that

Maersk would abandon (Armbruster 2000c). Hanjin’s bid was already higher than

Maersk and Sea-Land’s (Bagli 1999b), but reports suggest that P&O Ports, which

eventually won the lease, was offering much more, perhaps two or three times the

$19,000 per acre that Maersk and Sea-Land were to pay (Journal of Commerce 2000a;

Storey and Armbruster 2000). One presumes that the time required to negotiate and

redevelop the terminals in accordance with the needs of these new tenants is respons-

bile for analysts claim that the loss “would have undercut New York’s traditional role

as the Northeast’s transport and distribution hub for at least five years” (Brennan

1999k). Arguably, this would have been a small loss, as the largest subsidies for

Maersk and Sea-Land were in the first years of its new lease.

It is also highly unlikely that the port would have lost container volume, leading

to the collapse of the port as some doomsayers suggested (Brennan 1999c). Figure 3.2

shows that traffic has continued to increase steadily throughout the U.S., implying

that what was at stake was more market share than absolute loss of throughput, as

many analysts have suggested (Mongelluzzo 1999b). More specifically, as Figure 5.1

shows, container traffic grew in Baltimore and leveled off in Halifax, while it skyrock-

eted in New York and New Jersey. Baltimore, thus, seems to have gained from the

exposure of the competition, and Halifax remained unaffected. It is probably safe

to assume, then, that New York and New Jersey’s traffic would also have increased.
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Indeed, the gain of roughly 2.5 million TEUs since the deal was established far out-

weighs the doubling of container throughput to 700,000 TEUs made possible by the

new terminal. Surely, a momentary drop in port rankings is probably the worst that

the PANYNJ would have experienced.

However, the concessions made by the PANYNJ have not been contained to the

Maersk and Sea-Land deal. Eight years after the deal was signed, Maher filed a law-

suit before the Federal Maritime Commission against the Port Authority for violations

of the Ocean Shipping Reform Act of 1984. Specifically, the terminal operator is seek-

ing a “cease and desist order and reparations for injuries caused to it by PANYNJ’s

violations. . . , because PANYNJ (a) gave and continues to give an undue or unreason-

able prejudice or disadvantage with respect to Maher, [and] (b) gave and continues

to give an undue or unreasonable preference or advantage to” APM Terminals North

America, Inc. (Maher Terminals, LLC 2008). Dennis Lombardi, the Deputy Director

of Port Commerce at the PANYNJ, was under the impression that the suit was likely

to lead to an out-of-court settlement of some unspecified value, adding to the Port

Authority’s loss on the deal (Interview with Dennis Lombardi, March 25, 2008).

5.6.2 Labor costs

It is also highly likely that labor has suffered as a result of its fragmentation due

to the competition among ports. First, New York and New Jersey longshoremen

were unlikely to take a significant loss if Maersk and Sea-Land left the port. Second,

concessions made by locals have diminished their working conditions as subsequent

contracts have begun from the terms agreed to attract Maersk and Sea-Land. Third,

broader, long term trends in the industry suggest an ongoing loss of port-related

employment.
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As discussed above, the interest of other terminal operators to locate in New

York Harbor and more general growth of container traffic would have sustained labor

demand, even if Maersk and Sea-Land chose to leave for Baltimore or Halifax. The

growing demand for longshore labor led, in fact, to the first opening in the New York

and New Jersey ILA rolls since they were closed in 1966 just one month after the deal

was accepted in principle by Maersk and Sea-Land (Brennan 1999l). This implies that

longshoremen were close to full employment and existing union members would not

have been affected by a slight decline in jobs going forward. Further confirmation was

provided by Sea-Land’s regional manager at the time, Jim Devine, who was quoted as

saying, “We’re pressed for workers at our piers right now and will be even more pressed

for those who have adequate training as our volumes increase.” Meanwhile, Baltimore

labor was “eager for the work” at its “struggling” terminal (Brennan 1999b). It thus

seems reasonable to agree with Theodore Prince’s editorial claim that “the gain of the

ILA members in one was a victory to be won at the expense of their union brothers

in the other” (Prince 1999).

More significantly, the concessions offered by labor to attract Maersk and Sea-Land

became the new starting point for negotiations with other shipping and stevedoring

firms. For instance, in subsequent negotiations in the Port of Baltimore for stevedoring

services, the local ILA was forced to grant the same concessions it had offered Maersk

and Sea-Land.

Finally, as Chapter 6 will demonstrate, trends in port activity employment are

generally downward and are likely to continue in that direction over the long term.

Containerization reduced the number of workers required to operate terminals over

time. This is particularly so on a per TEU level. As terminal automation continues

to advance, even the small proportion of remaining jobs will be pared down. Thus, it

is unlikely that even short term gains will persist for long.
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5.7 Conclusion

This chapter has traced central aspects of one episode in interport competition that

took place at a transitional moment in U.S. maritime evolution. Legal changes, merg-

ers and acquisitions, alliances, and lease expirations all conspired in 1998 to offer an

example of how global shipping companies have become able to take advantage of

their intermodal networks’ flexibility to initiate incentive competition among ports.

The account provided here reinforces Markusen and Nesse (2007) institutional ap-

proach to interurban competition, which looks beyond simple, microeconomic models

of profit maximization toward the particular institution settings of localities in shap-

ing the nature and outcom eof interlocal competition, including political cycles and

local interests. This case highlights the complexity of local, regional, national, and

even international political and economic factors in shaping the dynamics of compe-

tition. However, it augments the two causes of the rise of such competition since the

1980s with a third. Markusen and Nesse suggest that the emergence of site consul-

tants and the devolution of responsibility for economic development to subnational

units has substantially aggravated interurban competition. The case examined here

suggests a complement to devolution that I will call de facto devolution. As net-

works of production and particularly transportation have scaled upward, entities like

port authorities and even states that once enjoyed territorial monopolies over regional

product market areas have lost them and thus experienced the same loss of control.

The case study also illustrates four points relevant to the spatial strategies em-

ployed in contemporary intermodal systems. First, intermodal technologies and orga-

nization have expanded the effective area of production for each product market area,

shifting power toward shipping companies and away from ports and labor. That is,

while ports at one time monopolized transportation access to their hinterlands, in-
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termodalism has eased shipping companies’ capacity for serving a given region from

multiple ports, weakening ports’ bargaining power. In the case examined here, Maersk

and Sea-Land were exploring ways to serve the New York region from Halifax and

Baltimore, forcing the PANYNJ ultimately to make sizable concessions.

Second, the complex reorganization and adjustments to the rail system that

Maersk and Sea-Land demanded from Maryland highlights the interdependency of

the contemporary intermodal freight network. It also offers an example of Hughes’

reverse salients. Progress in advancing the competitiveness of Chesapeake Bay ports

was being held back by a lack of development elsewhere in the system. The interstate

coordination that would have been necessary in this case suggests that a larger scale

mechanism for coordinating the development of the national freight system might

facilitate system development.

Third, following Harvey (1989), it is possible to suggest that interport competition

foists the greatest proportion of risk on ports. They must invest (with the federal

government) enormous sums to dredge for ever larger ships that may not come. In

compelling port authorities to offer large subsidies that reduce their direct revenue be-

low break-even levels in hopes of generating port-dependent jobs, shipping companies

effectively minimize their operating risk and ensure profits.

Finally, the wrangling between the governors of New York and New Jersey dur-

ing the deal underlines the potential fragility of associative forms of collaborative

governance. By insisting that the PANYNJ’s spending be more evenly distributed

between the two states, Pataki undermined the Port Authority’s regional focus. By

threatening to withdraw from the Port Authority compact, Pataki and Giuliani were

reasserting their territorial dominance over the flow of revenues generated within their

territory, regardless of the regional basis for those revenues. Though the fractious res-

olution of the dispute suggests some stability in the associative form of governance
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and the possibility of extending it to include other ports, the squabbling also prefig-

ures the types of conflicts that might be anticipated if this coordination mechanism

for governing the national freight system were adopted.


