What Does the Expansion of the Panama Canal Mean for Economic Development and Jobs in California?

Issue
International trade, which accounts for nearly 25 percent of the state’s economy relies on land ports of entry and the largest seaport facilities in the United States to maintain California’s status as a major gateway for products entering and leaving the United States.  This includes many goods moving through California ports, such as industrial, technology and postconsumer secondary materials originated in, or destined for other states.
Ports are local government agencies governed by port commissions that are responsible for developing, maintaining, and overseeing the operation of shoreside facilities for the intermodal transfer of cargo between ships, trucks, and railroads.  In some cases, certain ports have jurisdiction over affiliated airports, build and maintain terminals for the passenger cruise ship industry, or manage marinas and other public facilities.  Existing law establishes 11 ports in the state:  Hueneme, Humboldt Bay, Long Beach, Los Angeles, Oakland, Redwood City, Richmond, Sacramento, San Diego, San Francisco, and Stockton.  The law allows each port to establish a general plan and port system improvements and prescribe the specifications for such improvements.  
According to the California Marine and Intermodal Transportation System Advisory Council, more than 40 percent of the total containerized cargo entering the United States arrived at California ports, and almost 30 percent of the nation’s exports flowed through ports in the Golden State.  Port activities employ more than 500,000 people in California and generate an estimated seven billion dollars in state and local taxes annually.  It is estimated that nationwide, more than two million jobs are linked to California’s public ports.

The state has a compelling interest in the success of ports because of the significant economic benefit in terms of jobs, personal income, business revenue, and taxes.  Ports are the vital interface between water and land transportation for trade with the Pacific Rim countries and other trade.  According to data from the Department of Commerce, California exported $159 billion in products in 2011, up from 143.1 billion in 2010.  California's largest export market is Mexico, where the value of exports total close to $26 billion in 2011.  After Mexico, California's top export markets in 2011 were: Canada ($17.1billion), China ($14.1 billion), Japan ($13 billion), and South Korea ($8.4 billion).  California's top five exports in 2011 were: Computer & Electronic Products ($46 billion); Transportation Equipment ($14.9 billion); Machinery, Except Electrical ($14.7 billion); Miscellaneous Manufactured Commodities ($13 billion) Chemicals ($12.4 billion).  China is the largest source of imports into California; the 2011 value of Chinese imports was $120 billion.  China is followed by Japan ($39.7 billion); Mexico ($33.6 billion); Canada ($20.4 billion); and South Korea ($11.7 billion).  California's top five imports in 2011 were: Computer & Electronic Products ($107.6 billion); Transportation Equipment ($48.8 billion); Oil & Gas ($30 billion); Miscellaneous Manufactured Commodities ($19.1 billion); and Apparel & Accessories ($18.9 billion).
The purpose of this hearing is to examine trade activity at California’s ports, port workforce impacts and potential threats, as well as the role of the state in promoting our ports internationally, with a goal of providing insight to members of the legislature in order for them to assess what steps the state may need to take to respond appropriately. 
State Promotion of Trade

California’s formal trade and trade promotion activities within state government are currently quite limited.   Between 1986 and 2004, the Technology, Trade and Commerce Agency (TTCA) was the responsible government entity for promoting economic development, international trade, and foreign investment in California.  When the agency was eliminated due to its poor administrative performance, the authority for all state trade activity was also struck from statute and the few remaining programs came under the umbrella of the Business, Transportation and Housing Agency (BT&H).  The former International Investment Division under TTCA had 91 employees and a budget of $43 million, allowing it to engage in activities like formal marketing.  Until the creation of the Governor’s Office of Business and Economic Development (GO-Biz), there were only a very small number of former International Investment Division staff working on trade related issues and activities for the state.  GO-Biz now has authority for undertaking international trade and foreign investment activities, including establishing any international trade and investment office (AB 2012, Perez, Statutes of 2012).   
Further fueling the potential need for formal state infrastructure dedicated to trade promotion, on March 11, 2010, President Barack Obama signed an Executive Order creating a National Export Initiative (NEI) with a goal of doubling exports over the next 5 years by working to remove trade barriers abroad and helping firms, especially small business, overcome hurdles to entering new export markets.  The NEI stated a need to enhance and coordinate Federal efforts to facilitate the creation of jobs in the United States through the promotion of exports, and to ensure the effective use of Federal resources in support of these goals.  The NEI recognized that “a critical component of stimulating economic growth in the U.S is ensuring that U.S. businesses can actively participate in international markets by increasing their exports of goods, services, and agricultural products.”  The NEI sets forth that improved export performance will, in turn, create good high-paying jobs. 
The Threat of the Panama Canal

Panama is currently underway with an over $5 billion project to greatly expand the Panama Canal making it deeper and wider, raising the possibility of a significant impact on the flow of goods coming into California’s ports.  The project will double the capacity of the existing canal by adding wider, deeper and longer locks on both the Atlantic and Pacific sides.  The project also includes digging a new access channel on the Pacific side, deepening and widening the entrance to the new locks and the navigational channels in Lake Gatun and in the Culebra Cut, and elevating Lake Gatun’s maximum operating level.  The expanded Panama Canal will be able to accommodate larger cargo ships, called Post Panamax vessels which could result in large freighters loaded with goods from Asia destined for the Eastern United States bypassing California all-together and instead using the canal to reach the other side of the country.  There is some concern that California ports now have to compete against one another and expansion of the canal holds the potential for California ports to lose as much as 25 percent of their cargo business by some estimates which may in turn result in an impact of millions of dollars to local economies and over 100,000 jobs. 
