
MARITIME POLICY P0SITION 

PAPERS 



• 

MARITIME POLICY POSITION PAPERS 

I. Policy Development Prior to Formation of DOT 

Federal Transportation Policy and Program, 
March 1960 

Rationale of Federal Transport~tion Policy, 
April 1960 

MAR.EC Report--Program and Policy Items, 
January 1963 

MAR.EC Report- -Note Considered Program Items, 
January 1963 

Outline of Maritime Program Agreed Upon at the 
White House Meeting of December 8, 1964, 
June 28, 1965 

The Inter-Agency Maritime Task Force Report, 
The Merchant Marine in National Defense and 
Trade: A Policy and Program {summary) 
October 4, 1965 

Maritime Program as Recommended by the Inter­
Agency Maritime Task Force {estimate of 
opposition) {undated) 

MAC Report, Program and Policy Items, 
November 25, 1965 

Alternative Proposals for Revised Maritime Policy 
IMTF and MAC) Early 1966 

II. Preliminary DOT Maritime Policy Development 

Maritime Policy Considerations 
November 1966 

Briefing Paper on Maritime Matters 
January 5, 1967 

Maritime Policy and Program Alternatives, 
January 18, 1967 

Background and Guide: Proposed Program and 
Maritime Issues, February 7, 1967 

I 



• 

• 

2 

III. Public Interest Program Development, March through 
May 1967 
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A Bill, H. R. 13940 
November 9, 1967 

A Bill, H. R. 13940 
November 9, 1967, (June 25, 1968 Committee print) 

Summary of H. R. 13940 as Proposed to be Amended 
June 26, 1968 

A Bill, H. R. 13941 
November 9, 1967 

A Bill, S. 2650 
November 9, 1967 
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Section 7 .-S1Jccial :Mercliant Marine Problems 

PROBLEl\I 
How can the United States have a merchant marine nclequnte to 

handle wartime requirements, and peacetime commercial and stra­
tegic needs, at reasonable cost to the Government? 

FEDERAL ROLE 
A me~chnnt marine and shipbuilding industry are essential to na­

·tionnl defense and peacetime commerce. However, their long-term 
minimum size cannot be known until there is (1) n review of d~fcnsc 
needs under clearly stated assumptions as to types nnd probabilities 
of wars and the continued use of ships of friendly powers; (2) a 
realistic estimate of the size which is necessary to the foreign com­
merce of the Uiiited States and can he ecoi10mically sustained; (3) n 
calculation of long-range costs and benefits of operating and construc­
tion subsidies.; and ( 4) a dete1mination of the proportion of the na­
tional budget which is reasonable for tl1is program. 

The "parity" principle of equalizing competitive operating and 
shipbuilding costs is sound and the Government should continue to 
support the merchant marine through subsidy to the degree necessary 
to maintain parity. It should also 1nake such changes in the subsidy 
system as may be required to assure the cle\·elopment of an aggressive 
and progressive merchant marine. 'The amount of subsidy in the ' 
future depends largely upon determinations as to the size required. 

In the long run the program re.eommencled should narrow cost 
differentials, and the merchant rnarm:e should more nearly approach 
self-suffi,ciency. Thi~ should be stimulated primarily through a re­
search and development program Jed by the Government with full 
participation by sea-going, shipyard. rand longshore labor, ship oper-

• ators, and shipbuilders. The objectiliie of a joint Government-indus­
try research and development progt.ian1 should be to make the U.S. 
merchant marine and shipbuilding tlJl<ill·ustry more nearly competiti\·e 
by mechanization for long-term incrense in labor productivity, and 
to keep its technology continually ro«1lvancing to retain a technical 
margin into the future. Such a pmo~gram should be paralleled by 
measures for lnbor so that inclividm,ills clo not suffer persona] hard­
ship from the technological advances_ 

RECOiUlUENDATIONS 
61. The major technical research alll-rd development progrnm should 

be continued nnd expanded to (lfa.ciiitime Administrator) : 
a. Incorporate techniques for low-cost materials handling 

equipment to be instnlled on ships so that the ndvtmtnges would 
accrue to Americnn ships in botlr. lU.~. and foreign ports. 
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b. Develop techniques for mechanization of sh.ipboard func­
tions to reduce opcrn.ting crew costs. 

c. Perfect long-range techniques and equipment to keep similar 
technical progress and improved shipbuilding methods going so 
that the United States cnn keep in the forefront of maritime 
efficiency and economic competition at minimum cost in Federal 
subsidy. 

d. The Maritime Cargo Transportation Conference, now en­
gaged in intensive research on longshore activities, should be 
encouraged to extend their field of operations to the subject of 
this recommendation. 

52. Existing law should be used more effectively to counter dis­
criminatory practices controlling the routing of commercial cargo and 
passengers. Government policy should be based on the. concept of 
reciprocity, with U.S. measures matching foreign measures both fa­
vorable and unfavorable. This policy should be applied in steps 
over a period of a few years with some latitude for discretion, to give 
the foreign countries time to reconsider their policies and make them 

. nondiscriminatory against U.S. shipping. (:Maritime Adminis­
trator.) 

53. The Department of Agriculture should ship the great. bulk of 
surplus U.S. commodities via. U.S.-flag ships, at _re.~~9ttable_..@St:-.re::.. 
l~ted rates. ( Secretary of Agriculture.)· 

54. U.S. industry should use more American-flag vessels in carry­
ing its own materials and products. The Government should ex­
amine closely practical means to accomplish this, such as stepping up -
its long-range information program for exporters and importers . 
( Secretary of Commerce.) 

55. Government representatives should keep in continual touch 
with U.S. indu:5try, so that its shipping needs can be met more closely 
by the merchm\t marine and Government. (Secretary of Commerce.) 

56. The replacement progr~m should be kept, but the criterion of 
20-year life should be modified and extended to allow for competitive 
position, physical condition, and • other realistic considerations. 

• (Maritime Administrator.) 
• 57. The advisability of superliners should be studied. The mili­

tary should reexamine the ndvnntnges :ind disadvantages in shipping 
troop8 hy snpcrlinor in wn1·time nnd of alt.ernntivcs. (Secretary of 
Commerce, Sc ·1·ctnry of Dcfonsc.) 

58. The United Stntes should exnminc. the necessity for plncing 
wartime reliance on vessels under the Pa:namnnian, Liberian, and 
Honduran flags. ( Secretary of Defense, Secretary of State.) It 
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s~ould keep close wat,·h on t:-.: ;: r : ::, ;,) -,th<'r flags which would lose 
us assurance of control. (Mar~timu 4\ '.:.:i<.-:· ··ntor.) 
• 59. The essentia 1 trade route concept is S(,. ·; • ,-1. However, deter­

mination of the volume and character of ser,·iu~ n~qllire<l in the na­
tionnl interest over each designaterl route nppears to require more 
sea.rching review. Such redew should insure that 1·.he essential tr:ule 
route concept is administered so ns to enrourage efficient sen·ices to 
shippers, contribute to reduction of !;ubsidy ref[uirem<'nts consistent 
with service requirements and contribute to the development-. of the 
. American merchant marine and meet foreign-flng competition. 
(Maritime Administrator.) 

60. The importnnce of the merchnnt marine as a fnvornhle factor 
in the internntionnl hal1rnce of pllymPnts should be e,·nl11ntcd in th~ 
li~ht of lon~-t·ang-e nntionnl com;idcrntions. (Secretnry of Trenimry, 
Soct-ot11ry of Com1m,rcc.) • 

Section 8.-Spccial Motor Carrier Prohlcms 
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l\IERCIIANT MARINE PllOBLEl\'IS 
Review of national policy on the U.S. merchant marine brings 

up sovorn.l serious problems. Tho first is an authoritative determi• 
nation of the total size and quality of the essential fleet necessary 
to meet both the defense and peacetimo requirements of the com­
merce of the United States, including the associated aspects of the 
registry of U.S.-owncd ships under the flags of Panama, Liberia, 
and Honduras. The second is the size and trend of the merchant 
marine subsidy, including possible means of increasing revenues, 
decreasing costs of operation, and decreasing costs of construction. 

SIZE OF ESSENTIAL FLEET 
A primary factor in setting the mm1mum size of the essential 

merchant marine fleet is defense requirements~ This still requires 
clarification. In particular, a reappraisal of requirements is needed, 

• without regard to present capabilities, to determine the extent to 
which reliance upon air and sea transport is most appropriate to 
strategic plans and a development of ship requirements attuned to 
_the military contingencies which arc considered most possible. 

Merchant marine requirements in the past have been estimated on 
the a~sumption of a World ·war· II type of emergency. It seems 
likely that events corresponding to such assumptions will not in 
fact eventuate, and that revised requirements must be estimated on 
the basis of various types of limited and all-out emergencies, as 
discussed in Chapter 6 on Defense Readiness. It is understood that 
a general reappraisal of defense requirements, in_ this field as well as 
in other fields, is now going on. 

As respects some types of limited war, it appears that the mer­
chant marine may be reasonably adequate in terms of total quan-

• tity. However, there appear to be deficiencies qualitatively as re­
spects ship age, speed, heavy lift capability, and ability to load and 
unload under conditions more primitive tha,n those existing at ma­
jor commercial seaports. 

The fulfillment of this spectrum of requirements is obviously a 
long-term task. It can best be taken caTe of by way of the vessel 
replncement program over a period of yea.rs. These replacement 
vessels should, therefore, give account to speed and cargo-handling 
requirements of o. direct military nature so far as is compatible with 
the economics of peacetime commercial requirements. 

(65) 
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Tho possible construction of superliners also requires re-exami­
nntion. This would involve primarily military policy as to tho 
concentrated risk to thousands of troops iu one vessel in an all-out 
war, ns well as to capacity and speed of delivery in limited emer­
gencies. A military decision is necessary as to whether or not de­
sirable results could he secured by a larger number of smaller ves­
sels which, nlthough inherently slower, might bo more maneuvera­
ble and useful in undeveloped areas. It is also possible that un<ler 
a variety of conditions, passenger airlift would be readily available 
and useful. 

A problem also arises as to tho extent to which the United States 
places dependence on NATO shipping. In any all-out war, or in a 
more limited emergency in which the NATO powers would be com- •• 
mittecl, the U.S. and its NATO allies ~vould place in effect their 
arrangements for a shipping pool. This is, of course, eminently 
desirable. However, it would probably be three months before such 
a pool became effective. It is also possible that in a limited emer­
gency, the NATO powers might not be directly involved, and it 
might be contrary to.the policy of some NATO countries to become 
involved in any direct military action by the United States. Again, 
this is a problem primarily for military solution. • 

A closely associated problem is the reliance currently placed upon 
vessels under the flags of Panama, Liberia and Honduras. Vessels 
under these flags of convenience represent a vital segment of our 
ocean-going capability, including. about one-half of our tanker and 

, three-fourths of our bulk carrier tonnages. In time of war, it is 
presumed that theso vessels would be under the practical control of 
the United States, since they are American-owned and since their 
countries of registry have no navies by which they could enforce 
physical control. However, these ships are manned by foreign na­
tionals, and U.S. control over them is not as effective as if they 
carried the American flag and American crews. 

Everything possible should be done to maintain and improve U.S. 
control over these vessels. • Efforts should be made to have all 
friendly maritime nations sign agreements for the immediate return . 
of these ships to U.S. control in the event of an emergency involv­
ing the U.S. It seems unlikely that the economics of the situation 
would in peacetime return these ships to U.S. registry, since foreign 

. flag operation allows a much lower labor rate and construction cost. 
On the other hand, possible maritime labor action might force the 
tro.nsfer of registry of these vesaola from. tho pre10nt fltl#f of con• 
venience to foreign maritime nations that now have large- merchn.nt 

• fleets and effective naval control, which would involve the complete 
loss of any control by the United States other than through NATO 
arrangements . 
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With tho increase in our reliance upon imports of ore and petro­
leum, this problem of flags of convenienco for tankers and bulk 

• carriers becomes more serious. If there is any substantial attrition 
of these registries, and if military and other requirements call for 
more vessels than remain under eITective U.S. control, this country 
would ho faced with immediate policy determinations and actions. 
If it is assumed that additional U.S. flag vessels would be essential 
for national defense and other national objectives, the problem 
would become one of financing their acquisition and operation. The 
alternatives would seem to lie in a limited increase in the subsidy 
program to include independent dry cargo and tanker vessels, or in 
an increase in the responsibility of industry to pay for at least a 
share of the increased scalift in American flag vessels when for 
consumption within their own plants in this_ country, or possibly in 
some form of general import tax. None of these alternatives appear 
at this time to be desirable, and active consideration for specific 
action would only be forced by further losses from the flags of 
convenience combined with a clear statement of military and civil­
ian essential requirements. 

Concurrent with a determination of military needs there must be 
a determination of civilian needs under emergency conditions, for 
the same sets of assumptions as underlie the new military deter­
minations. These civilian requirements would be those necessary 
to continue the essential civilian and war-:supporting economy of the 
United States. . 

When it comes to essential requirements for the ·present and fu-
. ture peacetime economy, the determination is even more difficult. If 
it were absolutely certain that the United States would never again 
be involved in any military action of any kind, it would of course 
be difficult to establish a purely economic criterion for any partic­
ular size of merchant marine. Under economic theory, and the 
assumption of completely free world trade, each country should 
specialize in those industries and those products in which it has an 
inherent cost advantage. Obviously, such a policy applied whole­
sale would considerably alter the entire economy of the U.S., and 
among other things would probably wipe out our merchant marine 
and shipbuilding industries. 

However, the assumption of eternal peace appears to be in direct 
contradiction of fact. It seems likely that the U.S. will be exposed 
to possible involvement in military actions from time to time. Even 
if it were not, other seafaring nations very well could be, and their 
shipping would not be available to us. It therefore seems to be 
opposed to our long-term national interest to place dependence 
upon the shipping of other countries which under normal economic 
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circumstances would be available and highly competitive for such a 
large shipping market as is offered by United States industry. 

Fairly closely related to national defense, and looking ahead to 
the future, are considerations of national prestige involved in show• 
ing the American flag in foreign ports. Also somewhat less closely 
related is the promotion of U.S. export industries whereby a U.S. 
merchant marine is available to carry U.S. products to foreign coun­
tries and to assist in the promotion of U.S. export trade. 

The qualitative requirements of normal peacetimo ships are some• 
what difl'erent from those for possible military use. A peacetime 
merchant marine has as its primary criterion the economy of tho 
fleet, including age and obsolescence of tho vessels, nature of the 
service for which it is to .be used, speeds at which it is to be oper• 
ated, general conditions obtaining in the trade, tho costs of the 
operating mechanism and the basic stmcture, costs of the loading 
and unloading arrangements, methods of maintenance and repair, 
etc. All these factors have to be considered in competition with tho 
fleets of foreign nations, the conditions of world trade economy, and 
the financial arrangements required and available. These are quite 
distinct from military needs for undeveloped areas with inadequate 
or non-existent ports-over-the-beach capability, ability to handle 
wheeled vehicles rapidly, speed and maneuverability to minimize 
submarine attack, armaments, etc. 

SUilSIDY PROilLEM 
Under existing conditions, for any given level of tho merchant 

marine, a sizable subsidy is necessary. For the subsidized fleet op­
erating on regular trade routes, the estimated current operating 
subsidy is $150 million for 1800 voyages with 310 ships. In addi• 

• tion, for replacement of these vessels in the next 20 years at pres­
ently planned levels, there will be involved o. capital investment of 

. some $4 billion. 
Obviously, a continuing and increasing subsidy is undesirable. 

On the other hand, if a merchant marine is to be maintained in the 
face of the hard fact of the tremendous differential between Amer• 
ican and foreign labor rates for ship operation and construction, a 
subsidy continues .to be necessary. In view of this, both Govern­
ment and private industry policy should be oriented toward making 
the merchant marine as self-sufficient as possible. 

On the expense side, decreasing subsidy cost has its best hope in 
an expanding o.nd active research and development program for the 
design of vessels. Since approximntely three-fourths of the operat• 
ing subsidy is going into labor expense, it is obvious that major 
long•~nn efiort should ~e designed toward a research and develop• 
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ment program emphasizing labor saving. This has a number of 
components. 

. Ono component is shipboard labor. To accomplish reduction in 
this cost factor, research and development efforts should be directed 
toward more automation. For example, it would appear logical 
that signals from the bridge need not be transmitted to a crew be­
low, but direct cqntrol could be instituted actuating switches di­
rectly to the engine controls. On the other hand, there is a limit of 
labor saving due to the fact that a ship at sea must have 24-hour-a­
day watches requiring multiple manning of each position. 

One of the most fertile fields for research and development effort 
lies in the cargo-handling field. If this were to be done on the fixed 
installations at American ports, it would obviously be of as much • 
help to foreign ships as it is to American ships, and would in 
addition be of no help at the foreign end of the voyage. By con­
trast, it seems logical that development should be aimed nt better 
shipboard cargo-handling capabilities, which would tend to assist 
U.S. ships in all ports as compared to foreign ships. This effort 
could reduce loading and unloading labor costs, the extremely im­
portant factor of turnaround time with all its associated costs, and 
contribute toward interchangeability of containers with land trans­
port modes, etc. 
. It might be objected that this would be, at best, only a tempo­
rary measure. However, this argument is true of all specific and 
limited portions of research and development programs-that they 
must be maintained in order to keep a constantly moving differen­
tial of benefits over competitors. By the time a competitor adopts 
some of the more advanced methods developed, the program should 
have moved ahead and should have in turn made somewhat more 
economically obsolete the previous advances of our own and our 
competitors' ships. In addition, many foreign ships are only part 
way through their total economic life, and a number of possible 
developments could not be economically adapted to their ships, so 
that many of their current vessels would necessarily be outclassed 
by the more recently developed American ships. Moreover, the 
incentives are far greater where labor costs are high and what may 
be economical in diminishing a high labor differential may not be 
equally o.pproprinte where ln.bor cost is low. A. long•r(Lnge replnce­
ment program such as 20 or 25 years i~ idenl for continual nda.pto.• 
tion to technical progress of new construction or of modifications 
of existing ships on an economical basis. 

Since the greatest savings of a research and development program 
would be aimed at labor· costs, it would appear to be desirable and 
practical that labor organizations be brought into the planning at 

I 

I 
- I 

.. I 

I· 
I 

I. 
'l 



. ' .. . ' ;. . . , 
# • ...,..' ·~~~-~~:_· _,.. _, .. ~:~·.='j'"':-.~~ ~-~ -~ ... :--~~ :. t .-=~-~ .. ~ ~: •• :'Iii_,··:::-:\ ·~ -.-:~_-.. ·"":'"_"'_~~---·:•-"·'loo.~ .. :•±~· ~.:..,.~~.....,.;;...-~....____ .... ____,.,.~~~ ............... ,.,..,z. .,.,_ .............. _-.#•--···- ... ~ .... _.._ ... ... 

.•• I 

60 

an early stago. The logic of the long-term program should appeal 
to labor organizations-if the United States does not keep in the 
forefront of developing more economical shipping, the total volume 
of U.S. shipping will inevitably drop and with it the number of 
American seafaring labor. 

On the other hand, labor has a short-term interest that is in some 
conflict with this long-term trend. 'Whenever any labor-saving 
device is adopted, the immediate effect is usually to eliminate jobs. 
Workers thereby suffer immediate unemployment, and they tend to 
pay individually for the advance of the industry as a whole. How­
ever, in any long-term program, allowance should ho made for spe~ 
cial measures to tako care of these individuals. Probably most of 
the solution lies in the time phasing. If the timing of the advances 
is geared closely to normal turnover, workers who retire from 
over-ago or n desire to switch to a difl'erent industry need not be 
wholly replaced, and the changeover can ho relatively painless. In 
addition, a ship replacement program involving somo. billions of 
dollars might well justify some spending for retraining nncl relo­
cation of labor if necessary, for earlier retirement in certain cases, 
unemployment benefits, etc. 

Ship construction likewise merits reexamination, since it is one of 
tho major costs of the U.S. merchant marine. --A research and de­
ve'. pment program is necessary in this area, including a compari-. 
son of U.S. and foreign methods and techniques in ship construc­
tion and repair. A stable long-term replacement program is neces­
sary, embodying the newer research findings, to produce economies 
by ironing out the peaks and valleys of shipyard construction, and 
also thereby retaining skilled personnel who help efficient opera­
tions and who are difficult to bring back to the industry once they 
are lost. 

The other attack on the subsidy problem comes on the side of 
increasing revenues. This solution should come primarily from 
encouraging American shippers to use the U.S. merchant marine, 
discouraging discrimination from foreign nationals in favor of 
their own flag ships, and sending more of U.S. Government sur­
plus commodities by U.S. vessels. 

• The first important set of actions, and the one which is most diffi­
cult to solve, is that of encouraging American industry to send more 
of its products vin. U.S. shipping. The basic difficulties are that the 
unsubsidized portion of the American merchant marine costs more 
than does foreign shipping and American irn;lustry will not choose 
to pay more than the lowest price, and that for the subsidized por• 
tion with the same rates as foreign shipping because of conference 
agreements, there is no economic benefit to the American shipper to 
use U.S. ships. 
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An effort should ho made by U.S. ship operators to devote moro 
timo and attention to developing constructive suggestions as to how 
to increase U.S. industry use of American flag ships. Even from 
their own self-interest point of view, the subsidized ship companies 
will benefit in terms of earning their full 10 percent on invested 
cnpitnl and in addition share with the Government in any return 
above 10 percent. 

Government efforts should also be devoted to this same end. Here, 
the emphasis should be on a continuing long-term canvass of all 
industry on their export-import shipping problems, which can be 
analyzed and presented to the ship operators for appropriate action. 
Since the Government in the long run pays a great deal of the 
differential between revenues and cost, it would benefit the Govern­
ment to increase the shipping revenues from U.S. industry. In 
many cases, some additional or revised services might be ·performed 
by U.S. ship operators which would make their services more con­
venient or more economical for U.S. industry use. Then too, if other 
factors are equal, American businessmen should prefer American 
shipping°.since ff.furthers larger national objectives. The Govern-

- ment should examine closely all possible practical means to accom­
plish this, including a stepping-up of a well planned long-range 
information program for exporters, importers, freight forwarders, 
and indust.ries bringing into this country both raw materials and 

. . finished products. It might well be that the Government can act 
as a catalyst, and bring together both the customers and the pro­
viders· of shipping services who do not now coordinate their efforts 
or make known their needs and requirements to the other on an 

__ • • organized basis. 
. In this connection, it might also be well to ask the commercial 

. attaches of our Embassies abroad as to their opinions and sugges­
-tions from the overseas point of view. 

Another set of measures which might be taken is to try to pre­
vent foreign flag discrimination from spreading, and to cut back 
its present extent. Although this would not necessarily increase 
the amount of American flag shipping, it would tend to slow down 
or halt the diversion from American flag shipping due to this 
cause . 

There are in existence laws and regulations necessary to exercise 
retaliatory action against such discriminatory acts. The action 
must be initiated by the Maritimo Administration and brought to 
the attention of tho Department of State .. 

There are in existence a number of bilateral nnd unilateral trade 
agreements embodying such discrimination. By 1056, • thirty-five 
bilateral agreements hnd been entered into involving twenty na­
tions. In addition, certain countries having national monopolies on 
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commodities specify carriage in vessels of their own flag only, in• 
eluding items such as tobacco, petroleum, cotton seed oil, etc. 

. The third area where action might be taken by this Government 
is in the routing of aid shipments to foreign countries under Title I 
of Public Law 480 and Public Law 664. This has been tho 
subject of criticism from abroad in that it sets a minimum of 
60 percent of U.S. relief surplus commodities to move via American 
flag carriers, and criticism domestically since no more than 50 per­
cent is normally sent. The domestic criticism comes because the 
Department of Agriculture has interpreted in Public Law 66-1 that 
"at least 50 percent" of Government-financed cargoes to ho moved 
on U.S. flag carriers normally means only this figure, and not that 
this is a floor and should usually ho much higher. 

It is therefore recommended that the great bulk of surplus relief 
commodities be shipped by U.S. flag vessel, well in excess of the 50 
percent minimum, particularly because of the precarious position of 
tho U.S. flag tramp fleet and its dependence for existence upon theso 
cargoes, as well as to help reduce the subsidies now being paid to the 
subsidized portion of the fleet. ' 

The Government and the industry should proceed in three time 
phases: (1) "shoring-up" the present situation with palliative ac­
tions designed to stop further deterioration in the position of the 
U.S. merchant marine, (2) immediately adopting the most effective 
of technical advances already developed, and ( 3) engaging in a 
vigorous research and 'development program for continuing long­
term leadership in the ship operation and construction fields . 
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Maree Report ( · ~ ',,IA'· l -;; ) 

Program and Policy Items 

10. Research and Development 

MarAd should encouraee industry to establish a central cooperative R & D 
body managed and financed by industry (all segments). R & D work to 
be accomplished on items approved for matching funds from Government. 

12. R & D program should include origin to destinntion (systems analysis 
and economic study). 

13. Fund non-nuclear R & Data higher level ($10 to ~12 million annually). 

16. Operating Subsidy 

Pey cost differentials on parity principle - increase incentives to reduce 
costs - change basis of ODS to provide operators' participation 1n savings. 

Compute "fair and reasonable" cost of subsidizable items 
and pay lump sum subsidy 

Recomputation would limit net increase or decrease in 
subsidy peyment to lcY/, of that applicable during preceding 
3 years (by vessel type) 

Encourage automation by giving auto~ated ships with same 
basic lift characteristics the same subsidy as the non­
automated. 

18. Standardization and simplification of construction designs - subsidize 
only safety and perfonnance costs. 

19. Update Section 509 to make available Federal Credit to assure low 
interest capital for ship construction in U.S. 

20. Provide tax deferment construction reserve funds for all U. s. flag 
operators. 

21. Permitooastwise trading privileges to vessels built in foreign yards. 

23. Continue cargo preference at existing ratios (50% reservation) 

31. Convert AP5 at rate of 10 per year - consider making available to tramp 
fleet for purchase, lease, charter or GAA. 

I 



32. Retain 400 Libertys and all more modern ships in NDRF in good 
preservation as a residual emergency reserve 

34. Assist passenger liner services in finding and developing 
economically justified operations. 

I 
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Maree Tieport { J ()..,v, ~ 1 } 

Not Considered Program Itelll3 

1. Revision of Taft Hartley 

2. Encourage labor and manageroont to agree to cooperate on mechanization 

✓ 3. Ensure concept of Effective U.S. Control 

4. Training program should provide more engineers and radio men 

5. Compulsory arbitration for jurisdictional disputes in labor 

6. Create Presidential Maritime labor-management commission 

7. Build prototype of automated ship 

8. Require automation on replacement ships 

9. Government with industry Dlaintain continuing program to design 
and build nuclear ships 

11. Establish Government-industry R & D Committee 

11~. R & D should encourage new design concepts 

15. Streamline cargo paperworlt 

17. Provide incentives for reduction in construction costs (and 
subsidies) by permitting owners to participate savings from economic design 

22. MSB requirement for general conformance with conference rate system 
should be revoked. 

24. Government should authorize sufficient staff for FMC for regulatory 
program. 

25. Vigorous policing of rate-making by FMC 

26. liMC should be authorized to participate on joint boards (inter-carrier 
services) 

27. Adopt a Federal policy for integration of domestic carriers (coastwise 
and inter-coastal with rail and highway) 

28. EMC should study and encourage technical advances in cargo handling 

29. Undersecretary for Transportation should have regulatory limitations 
on private shipping under continuous review and analysis - and recommend. 
regulatory modification and relaxation _when deemed appropriate. 

I 



I' 

30. OET should develop definitive emergency shipping requirements. 

~3. Periodically review emergency requirements for high speed tankers 
to assure that military needs can be met. 

35. President should establish by Executive Order cabinet rank "Maritime 
Coordinating Committee" provide Federal leadership to maintain 
programs. 

36. Establish small full time Maritime Task Force under UST. 

37. Presidential Maritime message to Congress. 

I 



EXECUTIVE OFFICE OF THE PRESIDENT 

BUREAU OF THE BUDGET 

WASHINGTON. D.C. ·20903 • 

( I 2 (~',/ b Lf-) 

.. JUN 2 8 1965 

MEMORANDUM FOR MR. ALAN S. BOYD 
Under Secretary for Transportation 
Department or Commerce 

Subject: Outline of maritime program·agreed upon at the White House 
meeting ot December 8, 1964 

In response to your request the following is an outline of the maritime 
program agreed upon at the White House meeting of December 8, 1964, ac-
cording to our.understanding. • 

General agreement was reached on Federal maritime program recommenda­
tions. As outlined by Mike Feldman, then Special Counsel to the 
President, Sl)ecific program commitments were only for five years. 
Althoueh no program commitment beyond five years was to be announced 
the analysis of the program and its effects was set in a 20-year fr~~e­
work. This approach would permit a reassessment after the first five 
years of the need for further program adjustments. 

Decisic-ns reached on major program recommendations were as follows: 

A. ~·rating subsidy programs 

1. Present operating subsidy is to be restructured.to reward 
efficfrncy. The essential. trade· route concept will be replaced by 
broader trad.ing areas to permit greater operating flexibility. MarAd 
\7111 cc,ntinue to study alternative methods for calculation and payment 
of sub~:idy. Among these i.s a scheme based upon domestic/foreign industry 
differE·ntia.ls in a trading area computed on the basis of costs and paid • 
in rel.E:.tionship to peri'orma.nce {revenue) . Ma.rAd will continue to explore 
ways to prevent the Federal Government from subsidizing "above pattern" . 
ma.ri tit ie wage increases. Alternative techniques might be specific budget 
ceilinr;s, limitations on the ratio of subsidy to revenue, bid subsidy, . 
or a formula geared to increases in average American wages compared to 
average increases in for~ign vages.. • • 

2. Restructured ·operating subsidy is to be extended to 30 or 40 • 
presen 1j]_y unsubsidized liners at a.maximum rate· of about 20 vessels 
per yenr. The specific number is to be determined on basis ot tm-tber 
study of trade-of~ savings. Study elements are aa toµova: 
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a. Connnerce and Defense to investigate potential reductions· 
which can be achieved through tighter negotiation of 
MSTS cargo rates. 

b. Savings derived from abolition of cargo preference (P.L. 480 
and P.R. 17) accruing to subsidized and unsubsidized liner 
componies. 

• c. Savings achieved by eliminating requirement that.repair 
and maintenance by subsidized ·liners be perf onned in • 
U.S. yo.~ds (eliminated unless business needed to meet 
shipyard mobilization requirements). 

d. Unsubsidized liner operators shall be encouraged to 
-~'.rationalize crew levels and incorporate maximum 
• • automation under their modernization program as they 

are brought under subsidy. (Plans for replacement by 
new vessels should be taken into consideration.) 

e. • Evaluation ot Defense Department and Office ot Emergency 
Planning war plan needs includ~ng flags of convenience 
vessels. 

3. Restructured operating subsidy shall be.extended with modifications 
to new program of promoting a modern bulk carrier fleet under U.S. flag. 
Subsidy ceiling will be based on a maximum of five additional vessels per 
year f'or five years. ~~_er. increments are to be approved only after . 
progrnm re-evaluation at end of five-year period. 

4. U.S. flag passenger end major combination passenger-freight ships 
.are to be phased out of operating subsid)'as rapidly as possible. • 

B. Construction subsidy programs 

1. Subsidy support for construction in U.S. yards to be at the level . 
requi~ed to support national defense (security) mobilization requirements. 
Defense and Commerce to complete study of private shipyard capacity re­
quirement as rapidly as possible. Pending completion ot the study, the 
level is assumed to be about 17 ships per year~ Bulk carriers may be 
substituted tor liners within this level. 

2. The construction subsidy rates to ·be progressi-vely reduced to 5oi 
or below·and operators wW. be permitted.to purchase nev Teasels on world­
market it yard.a cannot meet the difterential ceiling • 

• ' i· ', ,.•' 
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3. A modern bulk carrier conotruction program under Government account , 
is o.pproved with o. ~eiling of five ships per yea.r for five yea.rs. • The pur- I 
chaser of vessels must be connnitted to a program (including financial commit,­
ment) before the Government will contract for construction. The purchaser 
will 1:,e required to buy new bulk carriers at world market price f'rom the 
·Government. Techniques f'or Govenunent account construction will continue 
to be explored with MarAd. • • 

4. After national security shipyard requirements have been satisfied 
any o:r•erator can build_ any type of' ship in a foreign yard and place au.ch 
vessel under U.S. registry With a.ll. privileges enjoyed at present by 
Americ.an flag operators. 

5. The plan is tQ be projected only for a f'i ve-year pertod thus 
limit:tng the extent of Federal commitment at this time. 

. . 
6. Repair and maintenance requirements in U.S. yards nil be elimi~ 

nated except insofar • a·s such work is required under defense mobilization 
requirement levels • 

• C. f!i.rgo preference 

Agreement reached that cargo preference under P.L. 480 (P.L.·664) and 
P.R. J.7, will be .phased out at rate connnensurate With tonnage replacement 
level provided under bulk carrier construction program and ldth granting 
of' operating subsidy to additional liners. Subsidized operators are to 
be exclud~d from cargo· preference privileges.. •· 

D. T:,.•ansi tional aids for displaced labor 

Retraining and other transitional aids under existing Federal programs 
Will be used to ease impact on labor force of' increased automation and 
other economic rationalizations. 

E. DJmestic shipping program 

D·mie stic o:perators will:, ~ permitted to construct ships a~roa.d at , , 
discr~tion of Secretary of Commerce, such vessels to be exempt f'rom cabotage 
restr.Lctiona. Any vessel operating under U.S. flag, whether U.S. or toreign 

. built, will have a1m1lar exemption. Subsidi~ed vessels vill ~t receive 
subsid7 to~ ~•tic_ ~arso as in the present situation • 
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A Summary Of 

THE MERCHAJ.JT MARINE IN NATIONAL 
DEFENSE AHD TRADE: 

A POLICY AND PROGRAM 

The Interagency Maritime Task Force 

October 4, 1965 

Note: Copies of the full text o.f the Interagency Maritime 
Task Fc,rce R.eport are available upon request to: 
Honorable Alan S., Boyd, Under Secretary of Commerce 
for Transportation, Department of Commerce, Washington, 
D .. C. 20230 

The policy proposed by the Interagency Maritime Task Force would directly 
relate the amounts of Merchant Marine subsidies to the national emergency needs 
for shippin~ (military and urgent civilian) o Adequa·te government aid would be 

rovided t.o insure that these needs could be met, but aid systems would be 
astructured and funds reprogrammed to obtain the maximum capability per dollar 

.L.nput. 

The program to implement this policy wou~d substitute direct, visible aids 
for most present indirect subsidieso It would streamline the aid systems to 
reduce or eliminate detailed government supervision of the maritime industry,. 
providing more operating freedom and more opportunity for competitive action.: 

Federal aid would be directed to expand capability i.n needed areas: 

About 40 additional cargo liners would be brought under subsidy to meet 
future requirementsff 

i 

New, modern specialized bulk ships would be built and subsidized at the 
rate of five per year, allowing U., S., operators to compete for commercial bulk 
cargoes and charters. As direct subsidies a.re provided most cargo preference 
would be reduced d.Ild finally eliminated., 

Operators would be given the opportunity to substitute some additional 
profitable freight services for unprofitable passenger operations. 

Subsidy for shipyard support would be related to the national emergency 
need for shipyard capability. Merchant ship construction over this level could 
be done in foreign yards and the ships placed under u. S. registry with full 
orivileges. 

I I 
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The proposed program wm::.ld create as much or more job opportunity than 
would the contin.u.ation of present policies .... ~ job opportunity in a healthy 
and ~rowing ind·,"!.stry,, Nevertheless 3 there will probably be less jobs than 
at preser.t ( th:'(mgh a1,;.tomation and through substitution of freight services 
for passenger operations)o Under the Task Force proposal the government 
would consider participating i.n re,aTistic labor-management. discussions aimed 
at an equitable setitlement of employme!':i.t ard manning problems. Given fruitful 
results of the$e disciissions, the government would be willing to share in the 
financial arran~ements requir.ed for a .final settlement. 

The memtierisb.ip l,)f sub.'3i.dized oper-cA:t-:·rs in shipp:1.ng conferences would be 
subject to the hari time Subsidy Bo&.rd 1 s a,~.t:b:,ri ty to deter·mine whether the -
operator's participation was compatible with the purposes for which the merchant 
marine is subsidiz~d. 

The Task Force program recommends heavier and better coordinated use of 
research and development appropriati.0:r!s throughout the maritime industry. It 
also recommends retention oft.he National Defense Reserve Fleet. 

Legislative changes to the Merchant harine Act of 1936 and the Shipping 
Act of 1920 wot:.ld be requi.red t0 ilrrplement the proposed policy o 

A fuller summary of the 'I'ask Force program is contained on pages 1 through 
f the Task Force Paper. 

This table projects ~ffects of iITlpleme::-it,i.ng the proposed program compared 
to the projected effect of coi.':•.ti::r:,ing e:xis .. jing policies~ 

Selected 
Years 

1966 

1975 

1985 

y 

Com.p&.rati ve Results 
Current Policies Versus the Proposed Program 

Total Annual 
Federal Funds 

($ :hillio::ls) 

c·,1:r-rent Proposed 

416 

L.82 

594 

402 

364 

377 

Total Fl.F.ieti S:i ze 
(No o of Ships) 

--~--------.--T-
C•;,;;r•::•t,:1t Pr:/o:~)s~d 

97S 

719 

690 

97.5 

789 

790 

UoSo-Flag Carriage Total Ship-
of Exports 1-: Imports board 1/ 
(Nillions of long tons) Ernployment-

(No. of Jobs)" 
Current • Prop::ised Current Proposed 

20.,9 

47000 47000 

31000 31000 

2 5000 2 .7000 . 

Shipboard employment in the domestic fleet is included 

I 
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Interagency ?-iari time Task Force 
Member Departments and Agencies 

Alan S. Boyd, Chairman 
Under Secretary of Commerce for Transportation 

Bureau of the Budget 
Council of Economic Advisers 

Department ··of 'State 
• Department of Defense 

Department of A1riculture 
Department of Labor 

Department of Commerce 
Federal Maritime Commiseion 

Maritime Adnµ.nistration 
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There ar,: 10 major points: 

1. Phi"\.s .. r._0.11t.Ca1•rro.Prefon~ncc - This is n~quiremcnt that at least 50% 
I ... -· .. , .......... ,. ~fl.-•· ..... :,i- .. &.•·-·••\••- ,.,,-., 

o! our governrncnt agricultural oxport6 be ::;hipped in U.S. flag vessels. 
Th\! cost is _ov\.!r ~;so million in excess freight charges. Law must be 
an;cnclcd to remove prci'crcnce. 

.. ,. 

Opposition - Unions will oppose bitterly. Senator Brew£;tc1· 
has said the 50% should be raised· to 75%. Move will be to extend prefer- ... 
cncc to ulhcr ,irea.s, possibly oil imports. 

• • ,l 

2. Buil c! U.S. Mcrcl1;-~nt Ships Abroad - Under current law, the 15 
gen<.:1·al c~rgo conlpa.nies nrnst have their vessels built and rcpa~ .·,.:d at 
U.S. ·uhipyar<ls. This costs $100 million extra annually. 'I'a&k {v~.·ce 
says to.permit foreign sl~ipyards to build e,ur merchant s!·.·;~)s, .rc,:' ..... cc 
U.S. construction to a level consistent with "national sccL.rity nc\:,ds •." 
and grant foreign built ships full U.S. r~gistry provisions .. 

Opposition - Construction unions will fight. Biggest yard is 
in New Orleans (Long and Boggs). 7000 workerd directly invov~~6 but 
can count on sympathy of 100,000 shipworkcrs across country. 

3. F.liminate Exclusive Trade H.out,~s - T_his would break up "monopoly" 
routes now granted to shipowners and inj":ct competition. 

Opposition - - shipping companies will b.:llk 

4. Reduce Crew Sizes on ·our Modern Vessels - This would clir1·,::·lat~ 
fcatherbc~ding, reduce costs (U.S. crew costs are 3-5 times hi 0 ~:cr than,, 
those on foreign ships) and encourage automation. 

Opposition - Seafarers Union (Hall) and NMU (Curran). 

5. Stop Passe1~gcr Liner Subsidies - Net effect is to eliminate U.S.· 
passenger fleet. Today government subsidizes to extent of $250 for each 
passenger carried. 13 liners (like U.S. and Constitution) abs.orb 25% 
(~47 million yearly) of total government operating subsidies. l\fo~~ cr-::.w 
jobs can ::,c shifted to land (bartenders, waiters, stewards). Linc~ .. s ;-_ot 
required £or national defense. . 

ppposition - NMU (Curran) would fight bitter:!.y. He r.:~s SOC~ 
crewme·n on the 13 liners. (Companies involved have freight opeA7""tior.·;;,_ 
·and would be happy to get out of passen~er business). 

' ... 

............. 4' 
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6. llcvam".) Operating Subsidies - Change the method of awarding opcr.:1.ting 
subsidies from a labor wage differential {the cost difference bctwc~n labor 
rates on U.S. an<l foreign ships) to gross revenues or profits, thus 
providing greater incentives to productivity. 

Opposition - The ship operators and labor unions would 
vigorously object. 

7. Ovcr_ha~1L!.=~])Or RelatJ._ons Frarn ~woxl~ - Report says that unless 
1nanagcn1cnt it1H.i li1.bo1. 1 learn to live with each oi.ll.(!11 , all govermnent sub" 
sitlics should be eliminated. This would place government in labor-

_;..~ management discussions to guarantee labor stability, apply maximum 
automation, develop rational work rules and eventually financial settlements . 
to cushion the impact of displaced maritime workers. ,- . • . .• . • 

• . . . • Opposition - 'The Government will be clubbing us into submission;,.·· 

8. Constrnct Five Dry Bulk Ships a Yea1· ~ These arc the modern ships 
needed to haul U.S. cargoes which are in bulk to match our growing bulk 
trade. Some would be built in U.S. shipyards; the others overseas. 
Operating subsidies woul<l be granted. 

Opposition - To the building 'in ·foreign yards (industry would_ 
like to see more bulk ships built, say 10-40 a year.) 

• 9. Retain the National Defense Reserve Fleet - Retain the 1000 shi"ps we 
now have, us c nwdc rn "mothballing" techniques and n1etho~s to rcc).cti vatc 
qui-ckly in case of need. 

Oppostion - None likely. 

• • 10. Increase Research and Development - Put more money into m,"ritimc .. 
, research (we arc spending $2. 5 million annually exclusive of the nuclear 

.. ·powered Savannah) and have the National Academy of Sciences develop a 
•. coqrdi,natcd plan. 
·:_.-·:.·_;:-_,:. ,_-;.:)i} .. _·._. .· Opposition ~ None likely . 
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Con, 111 c nls 

Pro 

There is strong editorial support foi- the report. Boyc.l, 
. Nick Johnson and Schultze say that adopting the Task Force 

recommendations will result in a less costly, larger, more 
mo r1 ~ r n Cl e ct, an inc re rt s e in the sh rt r e of \J , S • h· P. i ah t c A. r 1· i P. fl o~·u:s. ·ships and"nw~uture jobs than unde1· tl~e present pro­
gram. 

• ~ere' s how they analyze it: 

COMPARISON OF EXISTING AND PROPOSED. 
MARITIME PROGRAMS 

•.:·,: 

·' .. ' Budget Costs· u. s. Trade Carried .. • 

(Million $) ( Millions of Tons) • Total Em:eloymcnt 
P1·0Eosed Existin({ Proposed Existing Proposed Existing 

·.-1967 $402 $416 29, 29 61,920 61,920 

··1969 395 . 434 ·31 28 57,250 . · 58, 540 

1975 • .365 492 39 zi 46,020 46,690 
.. 

• 1985 387 604 53 23 40,500 40,100 

Con 

Putting this program across is going to be very rough. 
There is much emotion tied to this in view of the war in Viet Nam. 
It takes on much of the flavor of the reserve merger battle. The 
shippers and unions have attacked the report's statistics as false 

. , 

and misleading. There is <lisagrccrnent within the Cabinet on the 
prograrn (Wirtz). Most of the rocommcndations need changes· to the 
l:tw which mean carrying this through the Committees. No one ·on 
Committees (House Merchant Marine; Senate Comrnercc) will really 
push it. Labor will never be reconciled to the .report (\\(~y~'e Kirkland, 
who is close to Meany _has been opposed, as haa Hall and Curran) . 

. ,•, 

. i 

I 

·'· • 

t. 



, 
j -
. 

I 
·~ 

~ °b. . . 

Alternative Possibilities 

Go with 1·cpol't, 

Withhold any sweeping changes in view of Viet Nam unles·s 
_agreement with labor can be worked out in advance. 

Propose a counter-program as follows: 

1. Stress importance of research and development in new 
"surface effect" ships (which can go at 250 mph); in nuclear pro­
pulsion, in ports and docl~s. We are spending less for maritime 

_ . . res carch than any other fonn of transportation, We are getting 
an SST ·and high speed trains. Let's focus ou1· space age talents 
on ahips., and in improvipg cargo handling facilities in ports, 

2. Support building of more dry bulk carriers. 

. ' 

3. Do what we can administratively (without involving you) 
.. to place incentives in, our subsidies to penalize inefficiency and 

·:. ·_-· reward efficiency and to eliminate monopoly trade routes ·so t_hat 
_ • competition will be spurred. 

. . 

I 

- ·-'I . . 
.. . · ... 

. ·.", •.• 

· ... . . . ~ 

4. • Do something for the Great Lakes (replace old vessels~ ... • : ... . 
b~·ing more trade to region). . ........ . 

5. A maritime promotion program involving Presidential 
·declarations o! the value of shipping on American flag ships, meet­

, .·- ing with shippers, and awards to those who use US flag ships. 

6. Wait for a Depa. rtment of Transp~rtation to be ·organized 
. before we move out further. ·, • • 

•, . •. I' 
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MAC Report 

Program and Policy Items 

A. United States Subsidized Liner Cargo Service 

5" /1 (G-1 
C 'fc,·i 

(1) Cost-equalization parity concept of operating subsidy payments 
should be continued. 

(2) Essential trade route concept be continued as part of our nationnal 
maritime policy. 

(3) Continue present basic arrangements for participation in Conferences. 

B. Unsubsidized Liner Cargo Service 

(1) Replacement of the total deadweight and cubic capacity within 
5 to 8 years. 

(2) Government would develop special financial arrangements to meet 
the problem of transition. 

(3) Operating subsidy should be granted to these operators immediately. 

(4) These operators subject to all regulations applicable to presently 
subsidized operators. 

c. Dry Bulk Carriers 

(1) Government program to attain a dry bulk fleet capacity to handle 
30% of import-export commerce. 

(2) Built in United States with provision for CDS. 

(3) Standardized design as much as possible in keeping with lowest 
cost and maximum efficiency. 

(4) Agreement on manning prior to construction, any changes subject 
to binding arbitration on all parties. 

(5) Extend the cost-parity principle of operating subsidy. 

(6) Program open to proprietary cargo carriers. 

(7) Provide for 20-year contracts with r~placement provisions and 
world-wide trading privileges. 

(8) Continue cargo preference but phase out rate differentials as 
new vessels enter service. 

(9) Mar Ad to administer cargo preference laws. 

I 
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D. Liquid Bulk Carriers 

Government should adopt one or more of the following alternative 
measures to insure the carriage of at least 30% of our liquid bulk 
import cargo in United States ships: 

(1) Voluntary action by proprietary cargo companies. 

(2) Imposition of a mini.mum import quota. 

(3) Extension of the program recommended for dry bulk carriers. 

E. Passenger Ships 

2 

(1) Comprehensive investigation of passenger services, of the type 
proposed in 1963 by MAREC, with a view to improving the competitive 
and economic position of the United States flag passenger lines. 

(2) United States Travel Service and private industry should accelerate 
travel promotion on United States flag ships. 

(3) Special committee to determine if any regulations should be 
adopted to control foreign flag cruise ships from United States 
ports. 

F. Ship Construction 

(1) CDS be continued, ODS only for ships constructed in United States­
-expansion of our merchant marine be through construction in 
United States shipyards. 

(2) Construction subsidy payments made on the basis of direct support 
to the shipbuilding industry. 

(3) Government establish a National Maritime Research Foundation--goal 
will be the exploration of new technology for improvement of our 
merchant fleet. 

(4) Adopt reconnnendations of the Guerin Subcommittee on the subject 
of shipboard automation, crew reduction and labor displacement. 

G. Labor Relations 

(1) Establishment of a permanent Labor-Management Council in the 
Department of Labor. 

H. Flags of Convenience 

(1) Owners be permitted to obtain bulkers built with CDS and operate 
with ODS provided equivalent tonnage eliminated from flag of 
convenience. 

I 



(2) Amend Oil Import Program to provide that not less than 30% of 
all petroleum imported into United States be carried by United 
States flag tankers when available at fair and reasonable rates 
for United States flag ships. 



J\LTi.m.NATIV-:- PROPOSALS FOR fwVISED ?-'~RITIME POLICY 

L.o InV:l:'O[i:cncy Haritimo Tos.k Force (D1T•) roport and the Hnd.ti .·! Advisory 
~c:~·tt~o (gic) report hava boon completed nn<l are before the Administration 
fer cons~dcration: 

-

,)r) i:'-\C ... crort roaff irms policies of the dorchant t-,lc')rine Act of 
··936, and justifies program expansion to moct dofans<: nec~ds, 
co~~~rcial p~ornotion of U.S. fla~ oporations, ond maintenance 
of relatively steady employment level for shipyard and ship-
• uildi1-iu. Program would eventually cost approximately $000 
million DnnuDlly. Federal oxpon<litures would rise by $200 million 
1ur ing PY 1967. TI1e program would a ttcmpt to so 1 vc mar i.t i .. me 
probloms indcpond~nt of other national policy considerations. 

Tho IrffI? report qu .st ions basic assumptions of Mot'chont Marina 
, ct with respect to the need for euarantee ing commorcial carriago 
of our fora ir-n tndo under U.S. flag and would limit subsidy to 
~ational <lofonso roquironcnts. In permitting a substantial re­
duction in maritime labor forco, assumos,_oxp.nnding economy with 
altern~tivo jobs availnblo for thoso displDccd. It adopts 
classic~l npproach of fr30 enterprise economy ~nd is consistent 
with Administration internationnl trade pol id.os. It assumes that 
m~ritim'J policies are not to pr.emote Cull employment since othor 
r.mans arc bettor ablo to n\Oct this ob jact ivo. Program costs would 
dee 1 ino from 1966 expend ituro lave 1 s by $14-2 mill ion to a leve 1 
of $'577 mil lion by 1985. This progrom would substantially ~e­
structura the U.S. mariticie induotry which croatGs strong uncer­
tainty on the part of industry and labor. 

Areas 0f Ai-rcemJnt -- Both programs ·would incroDsa the number of cargo 
lir..crs under aubsid1 1 and develop a dry bulk carrfor fleet. Both emphasize 
roscarch and doveloprnent neods to improvo the economic position of the 
U.S. morchant marine. 

Points of Issue -- Tho major issues are BS follows: 

The Tasl~rce report 2ormits Amari.can ship owncx-~ to bui.ld nbroad 
after U.S. shiryarcJa have boon sulrnidizt3d at lovol m1ce:rnory to 
maintain t110bilizotion baso. Progrnm now costs $100 million annually 
ond supports 7,000 out of a total of 100,000 shipyard workors. Tho 
unions snd shipbuilders oppose this proposQl, basod on fonr that it 
will evontuolly el iminato corr.marcia1 work in U.S. obi.py~rds. Sub­
ai<liz13(1 of>(!ratora ore noutr4ll but would aacopt since it roduces thQ 
onus of a haavily subsidiztd industry. 
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•• TIJi inata r~~~cn 0cr lin~ sub~idy -- result in eventual elimination 
of U.S. paar»cnecr fleets, (such linars as the U.S. and the Constitu• 
tion). Apprmdr:1.:1tcly $!•7 million is e:,'.:pcr ocl ye, rly on pn ,s~nG£E_ 
.Q.I?cr ti.nt: nubsidy ttnd primarily aupports crew jobs ns bnrtcndcrs, 
wnitcrs nnd stewards, etc., which can co_sily shift to lanclsidc employ­
ment. Defense stntes liners ore not required for nntional defense. 
Principal opposition from NMU which would lose 5,000 jobs on 13 
lincr5. There is strong e~phasio on national prentige factors by 
supporters of this program. 

•• R vt~c opcrnting ~ubnidy ny~tcm nn<l clim{nAtc cnncntiol trnde route 
conccp·g -- IMTF report opposed by ship operators oinco it increasca 
competitive forces in ocean shipping nnd dc-cmphosizo~ necessity of 
common carrier operation. Operators claim trndc route concept and 
confcrenccsas$ure avnilnbility of U.S. flnB service to small ports 

~ ··- ~nd ~tsbilizes rates. Proponents believe u.s. flag floet provides 
:~-lir.1itcd service and low-cost foraign operators have done a better 

job in- serving nnd promoting rade. The concept behind recommenda­
tions is that nntional interests are better served if entrepreneurs 
act freely in competitive mt1rkct to follow trnde and maximize pro­
fits. Rather than adversely affecting service to our foreign c9mmerce 
it would improve trade service to U.S. shippers. The point that 
U.S. merchant marine protects our commercial and economic interests 
is questionable under present conditions since "stability" in the 
trade is the major objective of U.S. operators. Stability meano 
inflexibility in r4ta structures not geared to costs or competition. 
Protects operators but not necessarily in overall public interest 
since it mnintaino artificial ocean freight rate structure. 

•• Elimination of cnrgo prefercnc~ •• Il1TF concludeR that careo pre­
ference f~ilo to promote modern tonnage in U.S. flag fleet, creates 
adverse international repercussions and crrodcs com?ctitive po5ition 
of U.S. merchant marine. Yaiintains ____ obsolete tramp vessels 
and _____ nonsubsidized liners at a totnl cost of$ _____ _ 
Proposal substitutes direct for indirect subsidy. Proponents believe 
Government should retain preferential routin3 but are willing to 
eliminate rate differential. While questionable that two are separable 
it is possible to establish a oystam which brings c~rgo rates more 
nearly in line with wo~ld shipping rates. 

Support for Pro~r.nms --

•- The 111\.C roport is supported by nuch opecial interest sroups as 
nhipping lines, shipbuilding in,ustry, affected labor groups and 
some port groups. The recommendations of the ?1AC report would be 
opposed by farm groups. economy-minded interests, and those concerned 
over any move towards protection. 

- I 
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•• The IMTF report conversely would be opposed by special interest 
groups whose benefits are reduced. Conotructive support is expected 

··~ .- . fr_om unsubsidized shipping groups, farm groups, rnajoroil companies. 
All Government ~ecncies, except Labor, and newspaper editorisls 
diocussing proerams in the context of broader public interest support 
tho npproach o~ thin report. 

Altcr.n.nti.ve ProBrarn Approa~hes -~- In view of violent opposition some tnctical 
compromise is possible. ::--••• -~---. 

•• Adopt Un1F procr .. m •• As contrasted .to present progrnra or-Mh.C report, 
would reduce Government costs and double fleet carrying cap'1city 
but accepts employment decline. Impossible. t~ aell to special 
interests and Congressional sponsors. • --.. , 

-_>··--: -..~ ❖dopt NAC ·report -~~ __ Ac~e_p~ __ pri?ciple of program expnndon irregardless 
of costs or economic consequences. Would raise 1967 budeet costs 
by $180 million and ovar future double present cost levels. Employ• 
ment would decline but not as much as Task Force proposal. Would 
gain support of industry and labor groups. 

•• Adapt nn'F report to MAC employm-· nt ond sh:lp program leve~ls -- Compro­
mise coulcl be achieved through increased Federal resources while main• 
taining policy principles on foreign construction, elimination cargo 
rate preferential, and keeping incentive/purity concept of llITF but 
restudy to find more acceptable method of application. Would find 
substantial industry support among nonsubsidized shipping interest 
and SIU (Holl). Cost would vary from $50 • $300 million greater 
than for minimum program found necessary under IMl~ study and would 
depend upon how much sweetening is required. 

•• Qontinue present policy•• CostD would gradually rise to about $600 
million annually while fleet size and employment would decline. 
Maintenance of present policy vhile acceptable to subsidized industry 
would continue present drift in policy and would weaken U.S. maritime 
programs. Would not meet commitment made in lnst State of Union 
Massage. Over the long term the economic position of the industry 
would decline and question of policy would remain unanswered. 

/ 





Maritime Policy Consideration 

Maritime promotional program issues now before the Administration are an 
accumulation of vexing problems for which solutions have been sought over 
the past ten years. The issue is whether continuation of maritime policies 
in the Merchant Marine Act of 1936 is justified from the standpoint of 
broad public and national interest considerations. Specifically, this 
includes questions of (1) what are defense and civilian requirements for 
a merchant marine; (2) the size fleet to be supported; and (3) how can these 
objectives best be met. 

Thia evaluation must be made in the light of the following factors: 

--~-Growing obsolescence of the U.S. merchant marine. 

Continuing decline in competitive position of U.S. flag fleet in 
ocean c0Dm1ercial shipping, and increasing direct and indirect 
costs of subsidy to the U.S. economy. 

•- The changing characteristics of U.S. foreign trade represented 
by increased impacts of bulk raw materials, growth in use of 
specialized carriers, prospective increase of air competition 
in passenger and selected air cargo movements ha.'3-weakened the 
key role formally played by traditional liner service (the only 
segment of the U.S. merchant marine benefiting from direct 

_ subsidy). 

-• Decreasing defense requirements for shipping and growing concern 
in DOD thai subsidized liner operat~rs have not been responsive 
to emergency needs during Viet Nam. DOD primarily depend upon 
MSTS nucleus, tramp and non-subsidized liner operators and reserve 

. fleet. 

Failure to find an economic rationalization for subsidy in answer 
to cost effectiveness evaluation and economic analysis of maritime 
promotional programs. 

-~•-Growing dependence of U.S. flag fleet upon Government preferred 
cargo and· resulting reduction in couip.etitive role played_ in our· 

~ foreign c0Dm1erce. 

-- Program .ii:u:o-~-{~istency with U.S. international trade policies. 

Growing quality and reliability of total world shipping servicing 
U.S. exporter needs. 

-- Growing realization that U.S. flag ·fleet under present arrangements 
exercises littl_~ .. trade leverage and recognition that ·foreign· flag 

· -often service public interest better than U.S. flag. 
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A number ·of studies over the past ten years have evaluated U.S. maritime 
promoti9nal policy, the- principal ·ones being the ··following: 

1. National Academy of Science Report in 1960 

2. Report of the Business Advisory Council in 1963 

3. Interagency Maritime Task Force Report in 1965 

4.. Maritime Advisory Committee Report in 1965 

S. Report of the Rand Corporation on Military Value of U.S. Merchant 
Marine (unreleased) 

In addition, there are other lesser studies. In part, the economic issue was 
first seriously raised in an analytical study publishedin 1961 on the question 
of economic value of U.S. merchant marine (initially sponsored by CASL). Thi~ 
book called the "NorthwesternStudy," raised serious doubt as to whether any 
economic rationale could be found for subsidizing shipping, particularlyun~er 
present economic institutional constraints. 

Each of these studies is unacceptable for varying reasons. Either, they lacked, 
in depth analysis of the problems, program recommendations cost too much, statu' 
quo is perpetuated, or a departure from the status quo is too radical. 

Composition of Present Subsidies to U~S. Merchant Marine -- Today the U.S. 
merchant marine receives a wide range of direct and indirect subsidies. The 
Bureau of the Budget estimates these costs at about $5.8 billion for the 
period 1966-75 (this is conservative). Direct subsidies include operating and 
construction differential subsidies paid to place U.S. flag carriers on a 
parity with foreign competitors, and cargo preference (P.L. 480, AID, and 
Defense Cargoes). Indirect subsidies include mortgage guarantees for construc­
tion, tax privileges exercised through capital reserve funds, cabotage laws, 
and certain Federal support provided in the field of education and health. 

What are the Issues in Question? 

The major issues and the range of positions are best represented by comparison 
of the conflicting position of the Interagency Maritime Task Force Report and 
the Report of the Maritime Advisory Committee. 

The InteraBency Maritime Task Force Report is based upon the philosophy that 
the Government should buy no more of subsidy activities than is required to 
meet non-economic needs, i.e., national emergency requirements. The assumption 
is that other applications of the same dollar resources and labor skills would 
provide greater return to the economy through increased employment and higher 
returns on investments. The Task Force also concluded that primary national 
interest justification is meeting military and parallel civil requirements under 
-•raency condition,. S•condarily• the availability of a u.s. fl••t aearad to 
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these objectives also would provide an added benefit if it could influence 
the terms and conditions under which our trade moves during non-emergency 
periods -- an instrument of trade leverage to offset any forseeable foreign 
discriminatory practices and improve a competitive environment in our foreign 
trade. It is premised upon continued liberal trade policies, represents a 
break from the status quo (preference to present subsidized liners), and 
emphasizes the -value of competition and our· free enterprise system. 

Th~ Marit~me Advisory Connnittee Reeort reaffirms(without adequate analysis) 
the policy of the 1936 Act that security of u.s. and development of our 
connnerce is ultimately tied to a healthy expanding shipping industry ~nder 
the U.S. flag. The term "health" does not refer to economic considerations. 
In other words, we should maintain a fleet of a certain size to move a certain 
percentage (aspire to 40 or 50%) of U.S. foreign commerce and to be available 
in tines of emergencies for defense needs. The underlying assumption is that 
the U.S. cannot compe~e economically with. foreigners in .. our .commerce without 

-... subsidy. The Maritime Advisory Committee Report ·is based upon a philosophy 
of restrictive trade practices, supports continued and heavy involvement of 
Government in this industry, and accepts the inability of this industry to 
substantially improve its economic position. Subsidies are also justified to 
support employment in .. the .. indu~t-ry ··and balance· o'f 'payments requirements -- at. 
most a rather novel diversion ina free enterprise system. 

Status of Present Policy Considerations -- The Interagency Maritime Task Force 
Report was supported by a concensus of its Government staff participants. The 
Maritime Advisory Committee Report is the position of large segments of the 
maritime industry and maritime labor groups. The differences are quite clear, 
and distinct -- free trade vs. protectionism -- special interest vs. public 
interest considerations, et~ However, from a pragmatic evaluation of the i -

/\ "< ~, I 

~xper.ience of .. the last .year, the Interagency Maritime Task Force Report is (.,"··. 1 . .-·~---

clearly unacceptable to the interested parties for the following reasons: 

-- Labor union officials desire to maintain the present strength of 
their unions and are fearful that revised policies will erock.away 
job positions. (This in spite of the fact that the number of jobs 
decline with continuation of present policies.) 

I I 

Shipyards desire to continue the protectionist policies which bar 
construction of subsidized vessels in foreign yards. 

The subsidized industry would maintain the status quo which protects 
their position as the preferred instrument of U.S. policy. 

These varying objectives have united these groups into a powerful political 
alliance against substantial breakthrough towards revised programs. A break 
in this united front or a compromise to meet their demands half way appears 
to oe the only solution, • 

! 
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We must assume that with respect to any subsidy program the Government's 
willingness to distort economic forces at work in our free competitive market 
should be based upon some overriding national and public interest considera­
tions. Justification for maritime subsidies is based on the following national 
interest requirements: 

Defense Requirements -- DOD has a military requirement for shipping 
services to meet emergency requirements. These are normally stated 
in terms of ships afloat, a ship building capability and manpower 
reserves (trained crews). Today's emergency requirements for ships 
afloat can be adequately met by the existing U.S. flag fleet, the 

.. reserve fleet and flags of convenience. The growing deterioration 
of. our- flag fleet and no ·acceleration ·of ·present construction programs 
makes it questionable that defense needs can be met at some point 
in the future. ___ DQD. has proposed several alternatives for meeting o·,:;t l 7 c.t 
this·· need including stockpiling and providing its own capabi 1i ty. 
The magnitude of defense needs also will decline over the long term 
as military requirements change. Shipyard and manpower needs are 
relevant to this consideration but the short time involved prevents 
an exposition on these points. The question of available trained 
reserves has never been fully explored. Under critical conditions 
Navy could man __ t~e fleet from _the .. uniformed service... . .... _ .. 

•• Connnercial Requirements -- The question of commercial ,requirements 
for a U.S. merchant marine are subjects of judgment and not of facts. 
In general the conunercial requirements are questionable for a number 

··of reasons: ··- ··· - -···· ... · · ---·· - -· ··· · · 

- The existence of a large U.S. fleet carrying our oceanborne commerce 
does not in itself constitute a net economic gain since inherent 
in the subsidy is the assumption that the market value of the service 
produced is less than the value of resources used. 

-• The argument of balance of payments and employment are important 
political issues of a short term nature but have little long term 
economic justification since their solution must be sought through 
improved efficiency of the industry. • 

-- Present maritime policies contribute very little to direct trade 
promotion since no one can state that cargoes which are available 
to be moved in our foreign commerce have not found a means to be 
moved; Foreign lines promote trade as:111uch as U.S. flag lines -­
this is good business. 

-• Under present conditions the U.S. merchant marine has little impact 
on ocean freight rate structures and it should not be argued that 
it plays a role in protecting the U.S. shipper against potential 
foreign flag discrimination. The competitive commercial characteris• 
tics of the u~s. liner fleet are weak because: 
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(a) Over 50 percent o-f U.S.-- liner exported cargo is Government 
reserved cargoes thus radically reducing available tonnage 
space to compete in the connnercial carriage of our foreign 
trade. 

(b) By operating in shipping conference and where possible pooling 
agreements, the competitive impact and trade leverage of U.S. 
flag operation is made nil . 

..._ Civil Emergency Requirements -- A third alleged justification of 
subsidies is that civil emergency requirements during times of war 
makes it e_ssential to have a U .s. fleet to carry goods and raw 

• •• materials in our international trade -- assumes limited reliance 
upon foreign flag avilability (NATO shipping allies and flags of 
convenience) to support U.S. shipping needs. On the other hand, this 
does not answer the following questions: 

·••·How will NSTO ~hips be employed during times of war if not 
engaged in U.S. foreign commerce? 

· • •• Is there any prohibition against seizure of all ships in our 
territorial waters -0r ports at the time the emergency began? 

-- Are alleged emergency needs for imported raw materials based 
... upon economic shortage or physical shortage? 

Pragmatic Appro~c~ to a Solution 

In spite of the conclusion that there is very little economic or defense 
justification for continuation of the subsidy program it is clear that the 
interest groups affected by radical changes in maritime policy have been 

·sufficiently strong to block any changes from the status quo. The Administra-, 
tion's alternative has been to restrict budget ceilings on new ships constructed 
until broad policy issues are resolved. Clearly this course of action is not I 
in our best interest particularly over the long term. A constructive solution 
is to seek a compromose whereby some of the special interest demands are accep~ed 
in ~xchange-for other· concessions which would permit over the long term a better 

-··rationalization • of our· inarltime· support programs·. 

The following list_provides a brief description of where we stand today: 

- Support for passenger vessels is clearly unjustified and finds little 
support except for maintenance of jobs aboard ship. Even foreign 
shipping companies are finding it difficult to make a go of passenger 
service in the face of competition by aviatio~. 

•• Containarizat~9.n and integrated systems are having. a substantial .. 
_ -. ·· - -impact ori- the character of our liner trade and under certain condittoa.1 

it appears t~at u.s .. operators may be able to··:operate with a minimum 

I 
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of subsidy. We are already in the· position of extending subsidy 
to some container vessels, whereas others (e.g., Sea-Land and 
Matson) are undertaking ventures without subsidy. 

•- More and more higher valued cargo can move by air freight in the 
•• future with the introduction of such aircraft as the c-Sa or the 

B-747. 

-- Specialized bulk carriers can further shrink cargoes available at 
the other end of liner grade. (The area of lw valued bulk movements 

.. -used for top-off.byliners.) I 

I 

•• DOD is placing greater reliance upon its nucleus_ MSTS fleet capability 1, 
new FDL ships, and future pre-positioning of supplies. This combined 
with increased air movements will lessen dependence upon U.S. flag 
shipping in emergencies. 

-- Present subsidy structure distorts the character of U.S. liner 
operation by emphasizing factors of labor rather than capital•­
clearly to a~vantage of foreign competition. 

-- Essential trade route concepts are less meaningful today. 

Non-subsidized segments of the industry will wither away without some I 
meaningful support role by the Government. I 

. ! 
On the other hand the U.S. has certain long term commitments to its subsidized 
operators. Subsidy contracts run for periods up to 20 years (these vary by I 
operator) and inclu~e regular vessel replacement programs. Many of the vesse~s 
now in operation are inefficient, old and obsolete. This situation increases l 

:··-.-~he cos~--of subsidy, and· repla·cemerit of ·these· vessels under existing contract 
•• would clearly improve the return in shipping capability per dollar of subsidy 

invested thus improving.the--potential for better competition by U.S. flag 
operators in the foreign trade. It would appear to be to the Government's 

. _ ... ·.-· -----·advantage to operate and pay subsidy only on the newest and mostproductive 
•• , • ships possible. 

What are compromise alternatives? 

The dilemna faced by -~he U.S. Government. is .as follows •.. Ne.w tools .. of_ cost 
effectiveness ana economic analysis, first applied in DOD, are being used in j 
other sectors of the Government. The impact of this analysis is observable I 
in DOD's attitude on its own shipping requirements which now emphasize greater 
reliance on pre-positioning of supplies, FDL, air movement and the reserve 
fl•et.-· • DOI>' a ·-•kP•rtincul ·wuh -the .. ,u'b1.£d£sed· opetators· :Ln Vi.et Nam clearly 
pointa to its diei11uaiomnent with the P•••e~t ,ubatdy ,~01~&11. 

-- -·-·-··------·--·-·-··--·-··----------------------------------_.,...._., 
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Support for nn economic rationalization of U.S. maritime policy comes 
prim~rily from the Council of Economic Advisors and the Bureau of the Budget 
who hAve sustained the pressure for re-evaluation of maritime programs. 
In tenns of securing a resolution of maritime issues, it is clear that the 
justification for continuation of the subsidy program must at least g-·.ve 
recognition to economic policy guidelines. Also the final program recommended 
should be compreh~~_sive and not presented as a patchwork problem-by-problem 
solution. On the optimistic side, our experience of the last year finally ~ 
has brought realiza.tion to the hardnosed economists that some pragmatic • 
compromise (involving uneconomic resource allocation) provides the only hope 
for a long term economic solution to maritime programs. Thus the major 1 
objective of the Secretary's_ .Pr~-~~~t task force should be to derive from "\ 
all the considerations wht'ch hav~--gone .before·~---• meeting ground for divergent 
attitudes and viewpoints.··· Little can be gained by searching for economic 
benefits from the _present subsidy program. 

It will be very difficult to find a soundly-conceived economic justification 
·for present programs for the following reasoner 

- Promotion of our commerce and economic growth cannot be claimed 
as a virtue of present programs. 

•• Balance of payments considerations are a secondary and short term 
justification. In. fact if the subsidy program works against economic 
efficiency,-it .. can be stated as having an adverse long term impact 
on balance of payments. 

-- The subsidized U.S. fleet in most respects cannot be said to represent 
public interest requirements (i.e., shippers' needs) any more than 

_ foreign --operators·. This is true because most U .s. flag lines operate 
under the conference systems and naturally share common objectives 
with foreign operators-• maximization of income and profit. Without 
improved competition, public inter.est considerations cannot result. 

·-- Foreign tramp operations (Greek and Norweigan), air cargo expansion, 
and growing use of containerization hold the greatest hope for 
reduced shipping costs and more efficient mov¢ment in our.foEeign i 

commerce. 

•• Under most comparative· trade-off, a dollar invested in subsidized 
shipping today returns less to the U.S. economy than alternative 
investments of dollars if employment and balance of payments are the 
measuring criteria. 

1 

-- The present statu~ quo under which the industry operates is incompatib~e 
with the economic and dynamic growth pattern of U.S. industry. It !' 

protects the subsidized operators and disadvantages other segments of 1 

the fleet which appear t~ be responding more ~igorously to national needs.! 
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Present institutional structures in ocean shipping bars the use of 
the subsidized U.S. flag fleet as an instrument of national policy 
for insuring more efficient and economic movement of goods and people 
in our foreign commerce. 

Conclusion 

The mere fact that a subsidy to commercial shipping has no economic justification 
(and it probably has more) is no reason for not paying it. We pay many 
subsidies for both conscious and unconscious reasons. I believe thre is a 
compromise program which over the long term would provide economic improvemtn 

- - in ·the movement of our foreign commerce and would meet labor demands for 
longer tenn stability of job levels in the shipping industry. This program 
ia aa follows: 

1. A construction subsidy level to support the construction of an 
acceptable annual level of ships in US. yards and simultaneously 
permit U.S. operators not covered by this level to construct comparable 

·vessels abroad. (Matson Steamship Co. is promoting such an approach.) 
At the same time build an incentive into the CDS structure directed 

.... towards .. improvement in the productivity and efficiency of domestic 
shipyards. 

2. Initiate bulk carrier program of 5 ships per year tying the rationale 
to civil emergency requirements and the changing character of our 
foreign trade. This is a labor buy-off. 

3. Propose an incentive system for payment of operating-differential 
subsidy which would be worked out in cooperation with industry. 

4 •. ~ontinue cargo-preference but eliminaterate differentials. No 
economic justification but primarily response to political realities. 

S • . Substantially increase U.S. Government research program on new 
ship types (permit nuclear ship development program presently before 
the President to go forward) and on other program elements to improve 
the economic posture of themaritime industry. 

6. Increase Federal efforts to upgrade reserve fleet. 
These proposals are not new and have been proposed in varying forms by various 
studies. It would seem to me that the key task is_ to .. s:i..ft .through .the,e_ .. 
proposals and find ·the"best combination which will receive the support of 

·key elements in labor, management and·goverrunent. It is a very easy task to 
price out these proposals once the basic principles have been established. It 
:la alao important that whatever program :la proposed it should include. a 
precise schedule of the minim.uni level of" th'i.p -conatnicti.on aud to whi.oh 
components the_ Government -is willing to support. 

7. Assure emergency utilization of subsidized ships under conditions 
of less than national emergency. 

. 0 J I JC, 4 \ I I ii .. Pt AA Ai J l . ( . I 4. J.I.C?#l .... t lhiihl Q&, .t}( t ,. 11 
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MarAd may propose a modified build-now, pay-later program which has many 
desirable features.from the standpoint of budgetary considerations. However, 
since DOD evidently is prepared to take a hardnosed position on existing 
maritime promotional programs, the BOB and probably the White House staff will 
not be happy with this limited piece-meal approach which meets the desires 
of existing ship operators for more ships but does not direct itself to the 
vexing economic issues which have beset this program over the past ten years. 
Under this approach the government gains nothing but spends more money. 

Whatever program the Administration accepts, it would be good strategy to 
permit industry and labor to feel that they have had a part in these basic 

. _ considerat"ions. I mea~ _by. this ... that. if there are industry and labor proposals 
within the· ball°._park of acceptability, we should allow the proponents to feel 
their proposals have been adopted •.. This. is part of the strategy of dividing 

-the enemy•~~ allowing industry· to fight our battle. 
. . .... 

I 
, I 

l 
I 

IJ 
! 
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r2om:.s.:s: -----
'Iilc 1:::-:.r-itime industry h~ h:l.d serious problet1S for ov·c•r a century. 

'lne:J~ problcnis bcc@ro criticru. in the 1930 's resultinr; in th•: :,10rcl1::~nt 
t-\n .• rlr:c .Act of 19 36 and tho present policy. A sWL-ir crisin h~s been 
devt;;lop1nrr over the past several years. 'Ihe m;Jj or problem areas ~re: 

. L'1bor :\Clatic!m: 'rn~ rr~-itir.~e 1ndustr'J, with ni':>out 1/2 percent 
of tl' n:J.tion' s li:.bor force h1.S required the use of 9 out of the 23 Taft­
Ho.rtlcy 1njunctionn. The labor force is froern~T.ted into 9 sea~1r.ig 
unions a"'1d 2 lonr,.shore ~"lions, nnd there 1$ intense co=r;pet1t1on between 
unions on benefits and jur1soict1onal matters. Uncertainty ns to future 
nationsl mo.ritirria policy increases u.~on resistance to automation and 
other increases 1n labor productivity . 

. Incrcn!led Federal Cost~: Since 1950, Federal costs have gone from 
$65 millfon-to ooout$1focfir.llf1on with substantially no increase in cnr~ 
carrying cnpncity . 

• Old Sl-rl:.Q!: 700 out or 975 privately-owned ships are or World W~r II 
ar;e, arc nearly worn out snd will be ecrapped 1n the ooxt several yearo. 
Replacoiiient 1n U.S. yards would require nbout ti:.; billion in Federal shi?­
yard subsidy and the availability or a s:1m1lar amount of private capital. 

. Fleet Imbalance: OUr trade ar.d the cmargency needs of the econom:; 
are rnorcand more for dry bulk m.."l.terials, .'but we have no modern bulk carry­
ing capability. 

. DcT?_~_q.~ncc on Covcrrr..cnt c~n'E.: 'Ihe foreif;l trade fleet , even i.'1 
Hnormal'' tlm~s receives a h1gJ1 proportion of its income (rour,¢)~V 5oi, about 
$650 million in 1964) from govc:rnr;,.ent carr::oes ootained under car;:o prefe?'­
ence nnd l~~ly carried v.t pref Cl"Ted rates. With the Viet Hr.m1 War at 
current lcvel2, th13 is C"ien higher. '1h1s situation ie costly to the 
governr.:-ent, reduces ouch influence as we have over carriage of our com­
rncrcinl trade fu'1d., ur.der roost condi t1ons, has an adverse net effect on 
our Balmlce of Payn-.ents position . 

. Basic Problem: Underlying all or the above is a bus1c economic 
problci,-=.-thc P.rrcri~-:u-i Merchant Ma:rlne has a cost clisadvar1ta~ with re­
zpect to its foreim Cw1pctition Which ru18 not been offset oy'ar~ 
productivi~advanta~e or advantor:e of qualitative su~eriority. Other 
industries., such as u.s. international airlines. the Airframe and machine 
tool 1nduatr1oo row developed suOh o.rtcetis anti Ql"o sblo to cornpete. 

VIEWS ON ~.CTIONS NlEDl-:0: 
------------· 

All 1ntereated pm.ties (adr.d..~strotion, Conr;ress, Industry and L.'1bor) 
agree that action 1s needed. 'Ihere are two d1 vergent views on whnt tio do: 

AmlINISTRATIVELY F.ESi'RICTED ..................... 

I 

I. 
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• !.:._~~-~ ... P;:~:~£f:~f•S-1I-.!.~:f-L_~t __ ~r,cnd rr.o~~--~J1~Y. en i;:i!)lct~01 tting 1 t. 'lh1n 
view is held by I~ep. Gnr.r::J.tz D.nd r.-.ost of the fa ~s~ i-'-erc .. :.~nt J;':.:rinc U.'1d 
r;,i:.;bcrics Cor::;:ittce. It is o.lco held by fcnator Vi.1.71u~o:1, but ui th ~o~::~-
wh:!.L.t r;X)rc flexibility. ~l1er-c is o.rm:,}.rcntly occ:e !:>Upport for thi3 vic·.-r in 
the Ikpubllc:m Hou~e lc":der.:1hip a:l evidcnc~,a by ntato:-::c.ntr:- of Rep. Ford. 
,•.8.r-1 til::c l~)or and r..ost of the subzidizcd .iitdUDtry hold this view. 'j_"u.3 

vic-w is expressed 1n the M::lr1t1I~ Advisor.1 Cor.rnittce report . 

• ~-~3ke m(\1~r revisions to the J~oli~l to ma.lee the industry rr.ore econ­
om1cally co:rpeti ti ve and to <.1ccreuse government 1nvol v~~nt 1n the induntrj. 
'lhls view 1a held by most z:;ovemront dcpnrtrncnts., ncrco econo.--nisto 1n Ccro,css, 
most of the uruJubs1d1zed xr.ar1t1me industry. It 1s expressed in the Inter­
accncy y.;ar1 time Task Force repo1"t. 

PROORAt-iS: 

«n10 following table provides proJccted comparisons or: 

l. 'Iho current policy and pro~am 
2. T.hc 'Issk Force program 
3. 'Ihe MAC program 
~. A program being considered by MarAd ar.ci Depa.rtn:cnt or Cot.rneroe 

New Construction (Gen. Cargo/Bulle) 

Present Program 
TD.Glc Force 
}fr\C 

!!JVOOC JI 

Present 

13/-
19/5 

17/20 
13/-

~ (.1illlons of Ialg Tons 1n Foreif1} 1'rade) 

Prc~ent Pro~am 27.4 
Tac}c Force 28.e 
MAC 2/ 28.8 
MA/li5c 27.4 

Pr~sent Progrrun 
T-"'unk Force 
MAC 
MA,ri..>X ;I 

Sh1r-0cnrd Jobs 

Present P.i"C~sl't.Jn 
Tti3lt Foi"Ce 
Ht~c 
MA/OOC 

$420 
402 
5s1, 
420 

47~0/'\0 
47,000 
47i000 
~7,000 

!212. 

-/-
22/5 

17/13 
20/5 

21.8 
38.9 

119.9 
35.3 J 

$357 
364 
606 
562 

31• ,000 
31,000 
~0,000 
36,COO 

. , - . 

10/-
17/-

17/13 
20/-

23.1 
51.9 

203.8 
57.0 

$636 
377 
r12 
729 

21.000 
27,000 
38,000 
30,000 

I 
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1/ T.nis procr~n also pl:\:,\'J.c\cs for a revitalized reserve fleet contain­
Ir. .:-nbout 250 dr-J cnrr:o chips. 
?I Gre~·~tJ.y incrcaccd cc.rryings duo to quota of oil cargo directed to U.S. 
zhips; no added Federal costs--costn passed along to ccnm ... 'rriers. 
)/ Price escclation for chips at 3 .2;, > all other forecast3 at 2%. 

D~Fflt!SE DEL-1ANDS FOR SHIPPilJG: 

,\t the present time there is no actual shortaec of' shipping to meet 
either the current or projected Defense Department needs. 00D 1s utiliz­
ing the services or about 376 dry cargo ships: 

122 Unsubsidized Charters 
32 Subsidized Charters 
50 Ship Equivalents 1n Bcrthllne Services 

172 G.AA Ships 

'I1ds leaves roue;hly 300 dry cargo ships 1n non-clcfenna serv1co, of which 
rilmut 200 aro subsidized ships on normal trade routes. Ships were nc­
tivr1ted f.ro.11 the NDRP for 00D service rather than using equivalent active 
private sh1pp1ni 1n order to maintain the maximum of commerci.al services. 

CONFERENCES M-0 F.f.XHJLATION 1 

'lne activities of liner operators 1n international steamship confer­
ences and the reguln.t1on of these activit'ies by the FMC bears a resem­
blance to do;nestic conmon C3rrlor operations~ but there are important 
diff crenccs: • 

. Conferences are international groups ~id their actions and even 
1nfonnat1on concerning them are not under cor.iplete control of the U.S . 

. Regul.nt1on of conference activities by the NliC is c1.1reeted at pre­
venting discrimination by carriers ngainst shippers and between carriers. 
It in not directed at setting cost-related 11fai1" and reasonable" rates 
1n the public interest, although it detennines when rates are Hdetri­
mental" to U .s. fore1~"P car.morce • 

. Entry and exit or 1ndiviclual liner operators into service ana into 
conferences 1a not subject to U .s. co.,,trol, 1.e. , there is no analogy to· 
11certif-lcation" of a carrler. 

RFLATIO:!SHIP TO OVERALL '00.NSPORTATION: 

Althour-)1 air can;o operations r.~y make sigr~flcmit inroads into hish­
va.lue liner cargoes 1n future yen.rs, Mari time trar~poi"tation will continue 
to move an ovenrhelm:L'l"lg percentage of tran.'3-ocean cargoes for the foresee­
able future. Thus shipping is an indispensable 11nk 1n tho buoiness or 
rnovinp: goods from source to destination. One of the rr.ost promie~1 devel-
opu:.e.--its to potentially increase transportation product! V1 ty and reduce costs 

I 

': 



to shippers io the i:1tcgration of lncd cyntc:ro Md int .. rcb~mc:~ points 
,··1th r:--.:n"'itir:!C syster~ througJ1 use of uniti~cd cargo handlinf~, sit" ... lifie:l 
rloct~:P.)nt~tion, coordinated manr..gc?Wnt or the overall ::;yntem imd ri;,.'1;nval 

of inytitutional barriers (custans and labor practices, fer exu.i'iplc). 

ADMINIS'L~TIVEl,Y RESTRIC':r.c.11 
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Maritime Policy and Program Alternatives 

Attached is a brief outline of policy and program differences-­

between Program Set I apd Program Set II. 
) 

Attachment 

BUY U.S. SAVINGS BONDS REGULARLY ON "'fHF:: PAYROLL SAVINGS PLAN 
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General 

Brief Outline of Proeram 
and Policy Differences 

• Main difference is that Program Set I (all options) require 

new policy and· legislatfon whereas Program Set II is conceived within 

existing legislative policy. 

Specifics 

1. Program Set II (Commerce) 

a. Expansion of aided freighter fleet from 285 to 340 -- replace 

at 20 per year. 

b. ·Develop modern bulk fleet of 60 ships. 

c. Retention of cargo preference as means of operating aid at 

reduced rates to bulkers. 

d. ODS for bulkers beyond availability of preference cargo. 

e. All construction U.S. yards with CDS. 

f. Reduced CDS through block procurement·. 

g. Revised ODS cont~act with cost reduction inducements and 

productivity gains. 

h. Retain cabotage principles. 

i. Revitalize. and sustain NDRF freighter capability. 

j. Meet 100% military freighter requirements; 100% urgent 

civ~lian freighter requirements; excess capability for 20% general 

cargo foreign trade reqµirements; 45% dry bulk civilian require­

ments, with U.S.-flag. 

2. Program Set I. (BOB-DOD). 

Option 1. 

Differences from Set II 

I 



2. 

a. Reduction from 285 to 277 of aided freighter fleet -- replace 

at 12 per year. 

b. No U.S. construction or CDS. 

c. Eliminate "fair U.S. rate" provisions of cargo preference 

d. ODS to all bulkers -- total, 50. 

e. Performance-incentive basis for ODS in lieu·of cost/parity. 

f. Retain U.S.-flag features of cab~tage but permit use of fo1:·eign­

built ships. 

g. No NDRF program or funds. 

h. Meet only 50% of urgent civilian freighter requirements. No 

excess capacity for foreign trade.· 

Option 2a 

Differences from Option 1 

a. Reduced rate of bulker construction to achieve 29· by 10th year-~ 

50 by 15th year~--

b. All. construction in U.S. with CDS. 

c. CDS payments recalculated on "inducement basis" with·block 

procurement (See attachment). 

d. Some reliance on NDRF for bulker capability on~y. 

Option 2b 

Differences from Option 2a 

a. Moratorium on freighter replacement construction for 10 years. 

b. Meet requirements with combination of active aided fleet and 

NDRF. (Effect reduces aided freighters to 156 in 10th year) 

c. Deny renewal of expiring ODS contracts to achieve b. above, 

then r~new as required. to maintain reduced· active fleet. 

i 
1 .. 

I I 

i 
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3. 

Option 3 

Differences from Set II 

a. Expand aided freighter fleet from 285 to 322 -- build at 17 
, 

I per year. 

b. Bulk fleet to level of 50. by 10th year. 

c •. Total construction program of 24 per year; 13 in U.S. yards with 

CDS, 11 in foreign yards. 

d. Eliminate "fair U.S. rate" provisions of cargo preference. 

e. ODS for bulkers. 

f~ Performance-incentive basis f,or ODS. 

g. CDS payments recalculated on "inducement basis" with block• 

procurement (See attachment). 

h. No reliance on NDRF. · 

i. Produces a bulk fleet of approximately lOO by 20th year. 

j .. Meets 100% military freighter requirement and less than 50% 

civilian.requirement with U.S.-flag by 10th year; states it 

will meet 100% all freighter requirements by 20th year with 

20% capacity for commercial trade (not demonstrated.) 

k. Retain cabotage provision of·.u.s. operation but extend privilege to 

foreign-built ships . 

. ' •·. 

'. '. 
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ATTACHMENT 

Program Set I 

CDS Reduction 

Program Set I calculations of CDS under options 2a and 3 are 

predicate_d on an effective subsidy rate of 45%. This is achieved 

by requiring CDS recipients to pay for each ship as if it were· 

purchased foreign in a block of three awards at a "learning curve" 

savings of 12% each. Having thus est.ablished the "allowable foreign 

cost" to build a new ship, the system determines construction costs in 

U.S. yards when procured in blocks of 10 at a "learning curve":savings 

of 22%. From this "adjusted" U.S. cost per ship the allowable foreign. 

cost is deducted and the difference is the government obligation for 

CDS. In the example given above, the ratio of government cost to 

. total U.S. cost for each of ten ships is 45%. 

The bas.ic difference between the CDS systems of Program Set I and 

Set II is that the fomer passes virtually all advantage of block 

procurement to the gove~ment while the latter d:;lstributes it equally 

between the operator and the government. 

I. 

II. 

III. 

IV. 

. . . . . . . . . I. . . 
. . I· 

Sample Calculation 

Cost to operator in foreign yard 
per ship cost (each of 1) 
per ship cost (each of 3) 
Allowable Foreign Cost 
Cost in U.S. yard 
Per ship cost (each of 1) 
Per .ship cost (each of 10) 
Calculation of.CDS 
Per Ship co~t in U.S. (1 of 10) • 
Allowable Foreign Cost 

Effective CDS Rate 
CDS 

Cost in US 

CDS 

• 7.1 
15.6 

a 45% 

I 

I 
I 
I 
I 

i = $20 ·H 
' = , • , 88 ( $ 2 0 M) = $17 . 6. M 
= .481/ ($17.6) = $8.SM 

a 

a 

. $20 M 
• 78 (20M) .·a 15 •. 6 

$15.6.M 
8.5 

$ 7.1 M 

1,./ MarAd assumption based on block 
procureme~t in groups of 10. 

I 
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BACKGROUND AND GUIDE ON MARITIME 
ISSUES AND THE PROPOSED PROGRAM 

PURPOSE & CONTENT 

This paper provides you with a sunnnary of maritime issues, a 
description of our proposed program (with comparisons to current 
program and "Option 3"), plus a precis of the most·likely views 
of some of the industry groups and principals. 

DESCRIPTION OF PROPOSED PROGRAM 

Program Imperatives: 

The following five items should be considered as points that 
must be obtained in the process of selling the final program: 

1. Foreign construction 

2. 

3. 

4. 

5. 

An incentive operating subsidy system 

Rationalization of cargo preferelces to get costs down to 
world rates I 
Incremental availability of ship-ing for DoD use in , 
sf.tuations where requisitioning rs not desirable 

Removal of resistance to MarAd miving into DoT 

Salable Items: Points to be Made in Discussions· 

1. Fleet renewal and expansion, and this means job opportunity· 
as well, will be up to the industry: Government will aid 
operations of as many.ships as they can find the money to 
buy at world prices.· ·This point should sell we11·to all 
maritime industry and labor except shipyards. 

2 •. The shipbuilding and conversion program in U.S. ·yards will 
be larger than anything the industry has seen· since the· 
Mariner Program. This point·can·be used·to convince·sea­
going labor that the program won~t damage the job oppor-

·tunities of'shipyard workers. 

~ONPfBB!i'ffkL 
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2. 

PROGRAM FEATURES: 

- Ship Construction 2 U.S. Yards: 

Increase funding by about $20 million annually for next three years 
to increase ntnnber of ships to about 16-17 per·year, to consist of 
a mix of liners and bulk carriers as decided by Administration. 
Permit DoT/DoD to arrive at a defensible level of shipyard 
subsidies for merchant ship construction within three years and 
brief industry, labor and ·congressional Merchant Marine Committees 
as part of selling job. 

- Further Ship Construction and Fleet Expansion Without Restrictions: 

Additional and unlimited shipbuilding without construction subsidy 
would be allowed in-foreign yards, for U.S~ registry and manning 
with all U.S. privileges. Operating aids (see below) would be 
available to allow fleet expansion limited only by private capital 
availability (administrative budget controls would be used to hold 
a reasonable lid on operating subsidy costs). Domestic operators 
(with no subsidy) would need to obtain DoT permission prior to 
construction. Foreign trade operators desiring operating aid 
would obtain design approval from MarAd. 

Operating Aid (Liners): 

Extend aid to presently unsubsidized or new liner operators up to 
about.70-80 of present ships initially, and to a number of new 
ships to replace and subsequently expand limited only by the 
capacity for private investment. (Also includes expansion by 
current subsidized operators after replacement of old ships.) 
Use an incentive subsidy contract on an experimental basis 
with new operators and for expansion-beyond-replacement of 
present operators, for first 3-4 years, then evaluate whether 
to use the new incentive system, existing cost parity or 
something else. Present contracts unaffected until expiration 
date. Consideration will also be given to a cargo guarantee of 
20% of DoD cargo at reasonably competitive·rates·as an operati;ng 
aid to part of the fleet. 

Operating·Aid (Bulkers): 

Direct operating aid would be provided to new bulkers. 
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Cargo Preference Would be Retained: 

Subsidized bulkers would have a first refusal of government­
sponsored cargoes on competitive basis if within 5% of world 
rate. Present tramps and tankers who are unsubsidized continue 
on present basis. A central chartering agency would book most 
government cargoes. 

- Research and Development: 

3. 

Increased R&D would be funded, aimed at facilitating interchange 
of cargo between modes (the port interface) and increasing ship 
system productivity. Program to be recommended by MarAd's new 
advisory committee. 

Nuclear Ships: 

The Magnuson Report would be forwarded to Congress. 

- Passenger Ships: 

Passenger ships would be considered on a case-by-case basis 
at time of contract expiration, or earlier at owner's request. 

Reserve Fleet Revitalization: 
. 

The 100 AP-5 troopers would be converted to jumboized cargo 
ships at rate of 20 per year (about $60 million a year). 
Returning GAA Victories would receive extensive refurbishing. 
All retained ships would be dehumidified. 

- Ship Availability for Defense: 

Arrange for availability of about 150 dry cargo ships from the • 
·active fleet on an incremental basis without requisitioning, 
as agreed by industry and DoD during work on the current 
study being done by CASL. 

PROGRAM EFFECTS 

Fleet Size: 

Fleet size would depend on private investment by industry --
the government would be willing to provide incentive operating·. 
aid for any reasonable number of ships. A rough estimate is 
that U.S.-flag deadweight tonnage would increase from 14 to 
19 million over about a ten-year period. Due to trend to 
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increased ship sizes, number of ~h~ps wou~d decrease from about 
970 to 870. There would be almost no "war-builts" in the 870• -­
there are over 700 in the 970. 

- Shipboard Employment: 

Job opportunities in the renewed fleet would be around 39,000 to 
40,000, or maybe more -- depending _again on private capital 
available for ship investment. Howe·~er·, more men per job would 
be needed in work force than today, ue to fast turnaround and 
high productivity of the ships and p obable consequent need for 
more crew changeover. 

Productivity: 

The tonnage productivity of the fleer·would increase from the. • 
present figure of roughly 27.million long-tons per year to about 
49 million long tons per year. 

- Costs: 

At the levels of fleet expansion used to get the foregoing fleet 
size, employment and productivity numbers, the Federal costs 

·would be up about $90 million in the second to fifth years of 
the program to about $490 million and should thereafter level 
out at roughly present levels -- $380 to $410 million per·year. 

Detailed Comparison: 

See attached table for detailed comparison between· current, BoB 
"Option 3" and the DoT proposed program. 

ISSUES·AND·PROBLEMS 

LEGISLATIVE ISSUES: Two issues are already up for action by Congress: 

Location of the Maritime Administration;· i.e.;· the "Independent 
·Agency" Issue: 

Maritime labor plus some industry groups still want to see MarAd 
as an independent agency, feeling that they would have more control 
of policies and program size. Since the DoT Bill actions, however, 
most industry groups (and some labor sp_okesmen in private) have • 
·come to feel that size and content of a maritime program is more 
important than location of the _agency.· ·.Many industry people were 
surprised that more effort wasn't made last fall to trade program 
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for Agency placement in DoT and our estimate is that there is 
receptivity to a trade now. This receptivity should not be qv 
overestimated, however: The Industry, particularly Paul Hally 
realizes that they have a strong position in Congress -- Fo.rcy-six 
bills have been introduced in the House to create an independent 
Maritime Administration (by Rooney and Celler, among others.) 

Points to stress are: 1) Times have changed, and budgets are 
much more closely analyzed and controlled than was the case just 
a few years back; 2) Maritime programs, long undernourished, 
would gain rather than lose if under the same tent with other 
transportation; 3) DoT means more emphasis on all transportation· 
including maritime and they need to be formally at the table 

-with us to have their views adequately considered; 4) That you 
are the one who can get them a p~ogram -- albeit a realistic 
on~=~~-ahd that MarAd must be in DoT to allow effective 
implementation of this program. 

Appropriations Oversight by Merchant·Marine·committee: 

The issue is whether or not the House Merchant Marine Committee 
should have authorizing authority on detailed maritime 
appropriations. Although we oppose this, it is an internal 
matter for the Congress to decide, with the Merchant Marine 
Committee in favor of it (5 bills introduced, all by MM&F 
Committee members), and Congressman Rooney, the Appropriations 
Committee and the Government Operations Committee against it. 
If passed, it would seriously interfere with our flexibility 
to deal with Maritime programs. You might emphasize that long­
range program continuity is particularly important in the 
maritime area -- difficult to achieve with detailed Congressional 
oversight. 

• ·AN ADMINISTRATION ISSUE: One issue is particularly an internal 
problem of the Administration: 

- Promise of a Merchant Marine·Policy in.the 1966·State·of the 
Union Message: 

At the time of the 1966 Message, it was expected that internal 
Administration views would be resolved in time to send a 
maritime program to Congress in that session. This was not 
possible and as time passed, the matter became the subject of 
occasional, relatively low-key criticism from the maritime 
press, and therefore some minor embarra~sment to the Administration. 

Achievement of a successful program will-resolve this issue. 
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ISSUES RELATED TO SUBSTANTIVE MARITIME PROBLEMS: These issues will 
be raised during your discussions with industry and Congressional 
people: 

- Labor Relations: 

This industry has 0.5% of the national labor force, but has 
required the use of 9 of the 23 Taft-Hartley injunctions. 
Maritime labor is fragmented into 9 seagoing and 2 longshore 
unions, all competing inte~sely with each other on benefits and 
jurisdictional matters. The major union heads have said that 
the price for automation and increased labor productivity in a 
program that gives the merchant marine a future with a stable or ' 
expanding labor force and keeps job opportunities up to at least 
about 40,000 ;.. ... compared to 4-7 ,000 now and 29,000 projected 
current program -- more if more private money for ship investment 
can be found. Note that the labor force is old, with a "bloc 
obsolescence" problem -- like the fleet itself. Under any 
circumstances more training and new union members will be 
needed. With the trend toward larger, faster, more productive 
ships, carrying the same or smaller crews, no realistic maritime 
program can produce an overall expanding labor force. Our 
program expands the labor force (over current program projected 
levels) in the areas it deals with. 

Foreign Construction and Fleet Renewal: 

The ships are old -- over 700 out of 975 privately-owned ships are 
of World War II age -- and-will be sjrapped over the next few years. 
Replacement (let alone expansion) in U.S. yards as required under 
present laws would need about $4.5 b"llion in Federal shipyard . • 
subsidies, plus similar private capi~al. Allowing American sh~p 
operators _to purchase ships on the w1rld market would: 

I 

1. Put the merchant marine on a par ~ith other U.S. 
transportation modes that can now buy foreign equipment. 

2. Allow fleet expansion at option of shipowners without 
need for appropriations -- and our program proposal would 
provide operating aid (on incentive terms) to any ships 
that private capital could be found to construct abroad. 

J. • Follow the universal practice of maritime nations including 
the USSR,. who buy merchant ships on world market. 

4. Not seriously affect balance of payments, as ships would 
gain back the outflow in about 5 years. Further, much 
foreign shipping is financed through the New York money 
market -- which has the same net effect on balance of 
payments as foreign construction by U.S. owners. 

The shipyard industry and its unions oppose· foreign construction 
in any form. However, they are all full of work at p~esent 
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(some with a two-year backlog), and our proposed program gives them 
a lot of immediate work -- about $80 million(+) per year for 5 
years. Further, in real terms, subsidized maritime work counts for 
less than 10% of total government-supported shipyard work and provides 
employment for about 7,000 of about 210,000 shipyard employees. 
Thus any reasonable expansion of 'maritime programs will have littfe 
overall effect in the yards. 

Cargo Preference: 

The foreign trade fleet, even in "normal" times receives a high 
proportion of its income (roughly 50%, about $650 million in 1964) 
from government cargoes obtained under cargo preference and largely 
carried at preferred rates. With the Vietnam War at current 
levels, this is even higher. This situation is costly to the 
government reduces such influence as we have over carriage of our 
commercial trade and, under most conditions has an adverse net 
effect on our Balance of Payments position. 

Our program supports the principle of cargo preference (which is 
politically impossible to remove in any event but after providing 
direct operating aid to bulkers and additional unsubsidized liners 
requires them to move the cargoes at world rates plus 5%, if they· 
wish to carry them. Present tramps and tankers would be unaffected 
at present. At about 4 to 6 years in the future, the older tramp 
tonnage (expected to fall out anyway from inability to meet 
standards) would.begin to be squeezed out by the competition of· 
the new ships, however, the newer tankers would continue to be 
protected under "fair and reasonable" rates. 

Operating Subsidy Systems: 

The subsidized fleet, about 300 out of the total of about 975 
privately-owned ships, receive direct operating subsidy to place· 
them in cost parity with their foreign competitors on certain 
strictly defined trade routes. Any change in either U.S. or 
foreign costs for labor, maintenance and certain insurances, 
changes· the subsidy. All increases in the difference between 
U.S. and foreign costs increase the subsidy and are borne 100% 
by the taxpayer. The effect of the present cost parity subsidy 
system is to make the U.S. operator view his costs as though 
he were a foreign operator -- he pays low foreign prices for labor, 
etc. Thus there is little real pressure on him to do what other 
U.S. businessmen have had to do to meet U.S. costs and institutional 
conditions. There is, further, a whole gamut of administrative 
restraints surrounding the subsidy. 

Our program wants to get the government out of the detail• of 
industry management. We recognize the need for operating aid but 
feel that: 
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1. It must leave the operator free to make his management 
decisions under ma~ket pressures and within the American 
economy. 

8. 

2. It should reward the effective and efficient and not unduly 
reward the inefficient. 

We propose that the new operators that are given subsidy should 
be brought in under experimental incentive contracts for a three 
to five year period. At the end of that time the results would 
be reviewed and a determination made on whether to continue the 
incentive system, try some new system or return to parity. 
Existing subsidized operators would not be affected until their 
contracts came due, except by the additional competitors brought 
in with more flexibility on trade routes. 

We would submit our performance incentive system to the Congress 
~ho could go over it thoroughly before even making the legislative 
changes needed to introduce it experimentally. 

- NDRF Revitalization: 
I 

One of our.most valuable maritime as~ets in the Korean and Vietnam 
Wars and the commercial shipping cri~is caused by the European 
coal shortage in 1953-1954 has been our immense reserve of capacity_ 
in the NDRF. The existence of the f~eet has given us a "surge.· 
capacity" to meet peak military need _without extensive disruption 
of coLlillercial movements and to keep arket conditions within bounds. 

Unless action is taken, age and wear will remove this valuable 
capability duri_ng the next 3-5 years. 

Our program calls for converting 100 little-used Victory troop­
ships (not needed by DoD as troopers) to jumboized general cargo 
ships at cost of about $2.-8 million each and represerving them 
under dehumidified conditions. Also we would do perhaps $400,000 
worth of repair and refurbishment on each of about 150 Victory 
cargo ships when they are no longer needed for Vietnam, also 
placing them under dehumidified preservation. 

This provides about $340 million of private shipyard work over 
about a 5-year period, will keep several NDRF sites active in a 
number of states -- instead of closing them and will provide 
local employment at these fleet sites. (Note: DoD will support 
NDRF revitaliza·tion,. altho_ugh BoB would .rather· not). 
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Passenger Ships: 

Thirteen passenger ships provide about 6,000 job opportunities 
for NMU (Joe Curran's men). About 1,800 of these are sea-going 
skills billets (Master, ·seamen, Engineers). The balance are 
waiters, beauty operators, bartenders, etc. -- but the union feels 
just as strongly about them as they do the others. 

There is no realistic chance that more U.S~-flag passenger ships 
will be built, especially if construction is restricted to U.S. 
yards. Of course, with foreign construction, a proposal like that 
of Sea-Coach Lines might work if it could find private capital 
backing and could operate with no or with very low operating aid. 

All of the present passenger ships would be deep in the red 
• without subsidy and about five are in the red after subsidy and 

therefore a net drag on their owners. Current passenger ship 
contracts expire at various dates between 1969 and 1978. Our 
program proposes to let them run to the end of their contracts· 
and then to re-evaluate whether to replace them with passenger· 
ships or freighters. 

The SS UNITED STATES could be kept operating on a year-to-year 
basis as long as we want to maintain an entry in the transatlan~ic 
race. She will probably hold the Blue Ribbon until her demise:· 
Nothing is in the works anywhere that is as b_ig or as fast as 
she is. She costs about $8 million per·year in subsidy. 

·Bulk.Carriers: 

As a maritime issue, bulk carriers are like motherhood. Everyone 
is in favor of a program for them. Our program provides them with 
direct operating aid (the detailed system remains to be worked out) 
thereby opening up the vast competitive commercial bulk market to 
American operators. If they want to carry cargo preference grain, 
they can have first refusal of cargoes at world rates plus up to 
5%, i.e., if he is within 5% of the low bidder for a particular 
cargo (the 5% is to provide a means.of differentiation, 
while of measuring when the u.s~ operator is satisfactorily close 
to the competitive world rate. 

Our program would allow the availability of private capital to 
set a reasonable limit on the bulk carrier fleet. We propose to 
provide incentive aid for any that would be built. (subject to·our 
design review). We expect on the orde~ of S per year each 
with about 30-35 joba. 
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- Research and Development: 

The maritime industry has always complained of being short-changed 
on government research. The answer to this is that under the DoT 
maritime research would get much more emphasis than it has ever had 
before. Advice on how to deal with the problem and what to research 
on would be solicited from the industry. The new MarAd Research 
Advisory Panel could be a vehicle. The aim would be to put America 
in the lead in technology and in systems management. 

Nuclear Ships: 

The NS SAVANNAH's problems do not indicate that we are dropping 
nuclear merchant ships. She was never designed to be an economic­
ally competitive vessel, but rather to provide a mobile peaceful 
demonstration of nuclear power. She has done this and has also 
developed the terms on which nu.clear merchant ships will be accepted 
in most major world ports.and the liability formulas and costs 
involved. 

The next generation of nuclear ships will be more nearly economically 
viable. 

Our program proposes to send the "Magnuson Study" to Congress for 
consideration. It would build 2-4 ships at cost of about $100 million 
spread over 3 years. 

Flags of Convenience and "Effective Control": 

This is one of the most controversial of all maritime issues. 
About 450 ships, owned by Americans (mostly by large corporations) 
are registered under Liberian and Panamanian flags. About 285 are 
tankers and 82 are bulk carriers. There also are 60-plus old 
freighters, principally Liberties mostly owned by shoestring Greek­
American companies. Under Honduran flag are about 15 United Fruit 
Company refrigerated ships. 

These ships bring in about 26% of our dry bulk imports, 35% of 
petroleum imports, and handle about 15% of our bulk exports (coal 
and grain). The companies involved used them to avoid the high cost 
of American-flag construction and operation and to gain a certain 
tax saving (profits are not taxed until repatriated). 

Flags of convenience countries differ from the normal maritime 
countries such as Norway in that they don't exercise the normal . 
sovereignity over the ships: For example, the owners can- transfer 
the ships to another flag without permission by just notifying 
the Flag of Convenience country, the ships rarely if ever touch 
the mother country and there is no (or only minor) requirements 
for crewing by nationals of the flag. 
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The Defense Department (with State, BoB, and MarAd agreements) 
consider these ships under "Effective Control," that is, through 
the U.S. owners there is a reasonable assurance that the ships 
are available for use by the United States as at present, even 
under emergency conditions. The use contemplated is to have ·them 
continue to move U.S~ bulk imports and exports, as they are now 
doing. They are not viewed by DoD or MarAd as being used to 
carry materials to a war zone: They are not configured for this, 
but rather for industrial bulk movemE~nts. However, you should 
note that much of the petroleum deliyered in South Vietnam for 
DoD use is delivered in Flag of Convenience tankers (with Chinese 
crews) and there has been no trouble!at all (see section on "Vietnam" 
for another foreign-flag availabilitl issue). 

Most Flag of Convenience ships are m,,mned with European or West 
Indian crews. Some are manned with ~long Kong Chinese. Almost all 
are officered by Europeans.. Most arr well-screened for security 

• often they have as good or better a check from u. S ~ authorit_ies 
as American crewmen. 

All U.S. maritime unions are strongly opposed to the Flag of 
Convenience idea apparently on the theory that U.S.-owned ships 
in U.S. trade should be under u.s~-flag and manned by American 
union seamen. They claim that "Effective Control" is a myth. 
They press to "return these runaway ships.to U.S~-flag." 
However, due to costs, the alternative is not between use of 
Flag of Convenience and U.S.-flag for. the cargoes that these ships 
carry, but rather between Flag of Convenience and foreign-owned 
foreign-flag (like British). That is, if these ships were 
subjected to sufficient pressure they would not be transferred 
to U.S.-flag but rather would be sold to some completely foreign 
subsidiary of the owners (as to U.K - Gulf Oil, Ltd). The Flag 
of Convenience concept is, of course, supported strongly by major 
oil and metals companies, among others. In government, BoB, DoD, 
and State support it. 

You should stay away from the Flag of Convenience issue if possible 
everi though our program would help solve the problem. The issue is 
too tangled and emotional. Our program, by allowing foreign 
construction would cause at least some of the people (principally 
the oil companies) who now build Flag of Convenience ships to handle 
their imports to, in the future, build foreign and register under 
u.s.-flag, ·in order to utilize· them alternatively in the coastwise • 
and import trades~ Joe Andreae confirms this. 
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- Vietnam Shipping Problems: 

The implication in press and industry statements that there is a 
shortage of U.S.-flag shipping to meet Vietnam needs is simply untrue. 
About 170 dry cargo ships have been reactivated from the NDRF for 
DoD use in order to avoid removing large numbers of subsidized 
liners from their "essential" trade routes. Of course, if we don't 
have an inactive fleet in reserve, any military requirement like 
Vietnam is going to disrupt the commercial services of the active 
merchant fleet, no matter how big the active fleet is. Only by 
adding more "surge level" shipping capacity such as from a reserve 
fleet can peak requirements be met without commercial disruptions. 

Our program meets this problem by rejuvenating the NDRF as well as 
by providing expansion of the active fleet (which will give it a 
bit more elasticity). Also, by providing for incremental availa­
bility of part of the active fleet without requisitioning, the 
.program meets DoD' s availability needs. 

The unions have made much over the alleged unreliability of foreign 
flag shipping in the Vietnam war, trying to connect this also to 
the concept of "Effective Control" of U.S.-owned Flags of Convenience. 
DoD experienced problems with 2 Greek and a Mexican cargo ship on 
which Vietnam cargo was booked. However, DoD has successfully used 
over 200 foreign cargo bookings, worldwide, since Vietnam began, 
with only the above problems. Much AID cargo goes· into Saigon on 
foreign-flag ships. DoD says that foreign-flag shipping is available 
and that it can be reliably used when needed. 

-·soviet Merchant Marine: 

The rapid growth of the Soviet merchant fleet in the last few years 
I : 
I : 

has become an emotional issue in the U.S~ maritime industry (particular- : • 
ly the shipbuilders and the unions) who think that we should build up 
our fleet to retain maritime supremacy. The issue should be kept· in 
perspective: 

1. Even when it has achieved its projected build-up, the Soviet· 
'merchant marine will only be about 5% of the world's total. 

2. Their target is apparently to carry all of their own trading 
that they control the routing of; to "raid the sea lanes," 
they would have to charter free world shipping to carry their 
own trade. 

3. •. The problem is really, "How do the free enterprise nations of 
the West deal with the Soviet State trading monopoly,•• and 
the maritime sub-problem ia only one d:Lmenaion of it. 
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Our program, by allowi_ng for fleet expansion up to the limits of 
private investment, should keep us well ahead of the Russians. 

- Fast Deployment Logistics (FDL) Ships: 

The shipping industry, particularly the subsidized branch, opposes 
·the FDL project on the grounds that: 

1. They think the job could be done cheaper by commercial shipping. 

2. They are afraid the ships will be used to carry Defense cargo 
in peacetime and thus cut them out of some lucrative busineRs. 

The capability that DoD wants from the FDL, i.e., to be able to 
land heavy infantry divisional equipment at trouble spots on 1-3 
days notice, can't be met by commercial shipping. 

You can use as a bargaining point that you will urge DoD to promise 
that they won't use the FDL for point-to-point cargo movements in 
peacetime, i.e., for movements not to a war zone. Further, you can 
point out that the ships will be crewed with civilians (like MSTS) 
who will be union members. With 20 FDL's, this might be roughly 
1,000 new jobs. 

INDUSTRY VIEWS ON.PROGRAM 

The industcy views on this program should run about as follows: 

~·subsidized·operators·and CASL: 

Cautious acceptance of foreign construction, opposition to 
incentive subsidy system. McNeil (Grace Line) and Isbrandtsen 
(AEIL) would be more likely to give strong support than others. 

- Unsubsidized Lines·operators: 

Strong support, although they would prefer cost parity to an 
incentive system. 

- Tramp·and·Bulk·Operators: 

Probable· support.... Some, like Joe Kahn, with heavy current invest­
ment may oppose. Lee White and Ran Hetenna, both key·individuals, 
should support the program. 
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- Domestic Operators: 

Reaction should be mixed, depending on how heavily they are tied 
to present ships built or converted at U.S. prices. Large oil 
companies will probably support. Joe Andreae (almost certain 
support) and Malcolm McLean (reaction unknown) are key people. 

- AMMI: 

Probable support. 

- National Maritime Union: 

We have heard recently that they may now be willing to accept 
some foreign construction as inevitable.· 

·seafarer's International Union: 

Will probably be more reluctant to part company with shipyard 
unions. However, most of the benefit of the program in bulk 
carrier expansion and bringing unsubsidized· ships under 
subsidy goes to them. 

- Shipyards and Their Unions: 

Probably unalterably opposed. Even the extra shipyard work in 
the program may not mollify them as the·yards·are full of work 
at present. 
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COMPARATIVE FORECASTS 
ALTERNATIVE MARITIME POLICIES 

(Constant 1966 Dollars) 

I. Proposed Program 

A. Fed. Input ($Mil.) 
B. Fleet Size 

No. of Ships 
Total DWT (000) 

C. Job Opportunities 
(Shipboard) 
Private Fleet 
GM (172 ships) 

D. Production in 
Foreign Trade* 
(Millions Long 

Tons Per Year) 
E. NDRF 

No. of Ships 

$ 410.8 

974 
14,520 

47,555 
7,834 

Fed. Costs ($Mil.) • 

27.4 

434 
.3 

II. Present Policy 

A. Fed. Input ($Mil.) 
B. Fleet Size 

No. of Ships 
Total DWT (000) 

C. Job Opportunities 
(Shipboard) 
Private Fleet 
GAA (172 ships) 

D. Production in 
Foreign Trade* 
(Millions Long 

Tons Per Year) 

III. Program Set I, Opt. 3 

A. Fed. Input ($Mil.) 
B. Fleet Size 

No. of Ships 
Total DWT (000) 

C. Job Opportunities 
(Shipboard) 
Private Fleet 
GAA (172 ships) 

D. Production in 

420.4 

974 
14,520 

47,555 
7,834 

27.4 

420.4 

974 
14,520 

47,555 
7,834 

1970 

$ 433.0, 

866 
14,320 

42,000 

29.8 

344 
59.3 

451.0 

888 
13,807 

43,323 

30.2 

365.9 

869 
'·· 13,776 

42,389 

1975 

$ 372.6 

830 
16,440 

38,200 

36.5 

281 
(2.5) 

377 .o 

711 
12,077 

33,639 

27.4 

295.7 

756 
13,978 

35,044 

Foreign Trade* 
(Millions Long 

Tons Per Year) 
E. NDRF 

27.4 30.0 31.0 
MINIMAL PROGRAM 

1979 

· $ 346.2 

865 
19,080 

39,000 

49.1 

247 
1.5 

251.6 

692 
12,062 

,29,110 

28.4 

* Includes domestic fleet production translated to foreign trade basis. 
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Pr,lposE:d }::iritime Pro:2):-3rn: 1.'cv 
Poi ,ts and Employ~ent Opportu~ities 

TiH~ ~.:-, :)oscd progr[lm ,-✓0uld remove Government restrictions on 
fl~~~ r~~ew~l and expansion and ~11 U.S.-flag o~cr~tors would 
be =:iblc to purchase c'.lS mc:ny ships cis tbcy ncc.:clcd o t world· . 
mark~t prices (Lirst in U.S. yDrds ~p to limit of expanded 
shipy~rd program, after that in ~oreign yards), to be placed 
ur.de:.· U.S. registry and raaci.ncd with U.S. crews. The nu.nbcr of 
job orportunities will be limited only by the industry's ability 
and willingn~ss to locate inve~tment capital for·expansion and 
their Jbility to expand their cargo ca;ryings. 

? I 

Tha =1cet would be renewed by rellacin\ the small, low-productivity 
'h•::ir-l)Uilt ships w:.:. h large, highly-productive new ships. After 
replJce .. r,cnt of old ships operators could expand their fleets. It 
is estim3t:ed that the :number of ships :Ln. the fleet would stay 
roughly level within about 10% but tha~ deadweight ~onnage would 
increase by 50% and cargo carrying cap~bility by 200%. The 
employment available in the renewed and expanded fleet should 
be larger th~n today since highly-productive, fast-turnaround 
new ships will pro~ably need more men in the labor force to fill 
each billet on a full-time basis. 

Larger Program in Am2rican Shipyards: 

The program in U.S. shipyards would be increased to a higher level. 
The subsidized new construction program would be expanded by a 
r.--.inimuui of 2-3 ships per year. A major conversion and upgrading 
prog:car.1 would be started for NDRF revitalization (about 20 AP-5 
conversions per year for 5 years; plus substantial reconditioning 
work on returning Victories). It is estimated that shipyard 
e~ployment from Government-sponsored m~ritime work would be 
expanded by 50% or more. 

Unsubsidized Li~e.r Ooerators Would Be Brought Under Subsidy: 

The ?resent unsubsidized line~ operator would be offered operating 
aid on experimeGtal b~sis using a new system for a 3-5 year period. 
~£ the system works effectively, it could be applied to other 
C?e~ators as contracts come up for renewal. If not, try something 
e;;:.s2 or retu-:n to present syst>2rr.. The ex·perimental system ~vould 
be worked out with operato~s- over the next few u1onths and presented 
olong wi~h the rest of the 2ackage. 



2 

N~w ~ulk carriers, built with subsidy in U.S. or without subsidy 
in foreign yards could h~ve operating ~i which would enable them 
to compete for commercial cargoes, either on long-term time 
ch~rter or shorter arrangements. 

Cargo PrcfereGce Would be Retained But Costs Reduced: 

T:--ie progrmn. reconur..ends retention of the cargo preference princ~plc, 
but would try to reduce its costs and new subsidized bulk carriers 
would have Fair and Reosonable rates administered to be at the 
wo~ld rate. The unsubsidized older ships and independent tankers 
would be h~ndled 3S at present, and cargo would be reserved for them. 

A ~uclear Ship Program Would Be Urged: 

A ~uc~ear Ship Program would be recommended as part of the total 
maritime package. 

Rese3rch and Development: 

Incr12ased R&D would be funded. 

Ship Av,.liJ . .1biJ.i.ty for Defense Needs: 

Arrangements would be made between the induitry ~nd the Department 
of Defense for the availability of subsidized ships from the active 
fleet on an increme~tal basis without requisitioning. 

. I 
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A PROGRAM FOR MERCHANT 'MARINE RENEWAL 

BACKGROUND 

At a meeting in the White House on February 1, 1967, the President 
assigned to Secretary of Transportation Alan S. Boyd the task of develop­
ing a maritime policy and program that: 1) would express the maximum 
feasible degree of consensus between industry elements and the Administration, 
2) would be acceptable to the Congress, and 3) would accomplish this at the 
least cost to the public. 

In recent years a number of serious Administration-sponsored efforts 
have attempted to establish new policies and programs for the merchant 
marine, and almost every independent industry group and. many knowledgeable 
individuals have also expressed their views. As a result, the objectives 
and expressed wishes of most institutions and key individuals are available 
and well-known. The diversity of goals and special interests of·an of 
these groups makes any broad consensus difficult and probably makes complete 
agreement impossible. 

Here in brief form are the points considered most important by the 
government and by industry. These are the points which must, in some form, 
be considered in a consensus program: 

- Government Program Objectives 

1. Foreign construction: The opportunity for American ship­
owners to purchase their ships at world mar~et prices 
without restraint imposed by need for government appropriations. 

2. An operating subsidy system that would have built-in 
incentives toward more productive, competitive·and efficient 
operations; and with less goverr:1mept involvement in· ·:industry 
management decisions. 

3. Rationalization of the cargo preference system· to minimize 
cos ts while retaining "routing preference·.·" 

4. Availability of active commercial shipping ·_for use by the 
Department of Defense in situations less than full-scale 
national emergencies where use of requisiti~ning authority 
is not desirable. 

5. · Inclusion of the Maritime Administration in the Department 
of Transportation. 

Industry Program Objectives 

1. Maintenance or increase in the level of maritime job 
opportunities -- Considered a key to future labor­
management stab~li~y. 

, .. •' '· .. :•,· 
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2. 

3. 

4. 

5. 

2. 

Protection of the rights of the present operators having 
contractual arrangements with the government (including 
trade route or area rights). 

Retention of the cargo preference principle. 

Full recognition and protection of the position and value 
of the commercial shipbuilding and ship repair industry 
from the standpoint of national security and its contribution 
to the economy. 

Protection of private capital investments made at U.S. pri~es 
in construction or conversions of ships. 

6. 

7. 

I 
Retention of cost parity as a base for operating subsidy systemf. 

! • 
• • • I Reduction to a minimum of :government restrictions on·managementj 

decisions_ and prerogative~. 

8. Expanded and effective government promotion of use of American­
flag vessels by American ·exporters and importers. 

9. Greater support for Maritime-oriented research and development. 

PRESENT DEGREE OF CONSENSUS 
-~-

/ - . Majority Support of Seagoing Labor and Operators: The program presented 
in this paper meets the foregoing requirements.· It currently has 
favorable but ~c~Jifi~~L~~~PP.~~~. o_~ c~!~a!n. V-~to?.-~~-~-~ig:i-:s .. representing 
the majority of the seagoing labor force (g__g_t_h_o.f__t_h_e......maj.QX .... J,.i~_~_nsed 

_o,ffice-t:--uni-Oas...-p.lUS-the_.large.s t,-... o~~tl:!~. ,tiyJt se_0:m~~.-~~~ --~ni.o~~) and the 
manag_eme.n.t=..Qp~rJ.!t.Q..~~-of __ ~_pout 8Q% of the ships in the fleet. This 
qualified support is ~~~e.d. o~ ,tlie.._gf:_ne7al_ :fe.atur_~s ._ of_ tte __ P,_r~gra~ 
as discussed with them. 

. . 
Opposed by_...Tr.am.P . .0.p~exators.,.and Shiobuilder:s :__ The operato"rs of the 
tramp shipping and independent tankers (comprise about 125 war-age 
dry cargo ships and 33 post-war tankers, about 15% ·of·1,:he fleet) 
oppose the program. They be.li.e.~~- that n.eJ:l .lL.S ... :::pag,_shi.ps __ constructed 
under the proposed programs at world prices WQu_J_g_j_~QP..~r:£1,:hze t~.eir . 
inv:es.tment-.equiJ;x_in existing ships as: a result of increased competition,­
both for government· cargoes that they c_arry at preferred rates and for 
the cabotage trade. These arguments are sustained by them in_spite of 
_ _g~p~lanati.on._ that the co~!_lZ.Y.£t!op__ progrpJTI is equa_liy available to them 
and assurances that the program would protect their equity and access 
to cargo. 

- QQ.12.Q.:1 .... e,d .. by ___ One Major Union Leader: The Presid~-~~- oJ. t~e Seafarer's 
~nternational Union (and head of the.Maritime Trades Department, AFL-CIO) 
oppo"ses~~"'t:ne-·pr·og'r·am on the grounds that the l_~v:.~J. of_ con?t.tuc.tion.__i_n 
u_. S. Yar.ds (discussed with him as being about U ships per year) was t.Q..o_ 
~1 and that he opposed any foreign construction. His position also 
is influenced by AFL-CIO political considerations. His alternative • 
program recommends a subsidized construction program of 65 ships per 
year, expansion of cargo preference and its extension to cov~r com-
mercial hulk careocs. 

. .. , ' 
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- QP.posGd bv Shipbuilders, Council and Shinvard Unions: The Shipbuilders 
Council and the union leaders of shipyard labor oppose any foreign 
construction of merchant vessels whatsoever. However, it should he 
remembered that m.erchant shiP-Roxk ... r.ep.r.e.s.en.t:s.:.,9D.lY. __ aQp_y,t .. 5%_. _qJ_ the 
income ansL.e:~PJ_QYITI.ent .. ~in.--this ... :lu.dw.\t;:ry,. An increase in th.e ~i;·;···of 
the coni~ruction program being proposed in U.S. yards should greatly 
reduce or discount their opposition although they will always 
adamantly oppose foreign construction. 

EXPECTED RESULTS OF PROGRAH 

The proposed program does not guarantee that any given size fleet· 
will be built -- no program short of nationalization of the merchant marine 
could do this. 

The program would give the maritime industry the oppqrtunity and 
flexibility· to fully meet the revolution in· technology now underway in maritime 
transportation: Containerization and large- specialized bu~k ship systems which 
are being placed in operation require that heavy capital investment's in new 
ships·be made at competitive prices, and new ship types such as large 
specialized carriers will inevitably drive· ol.der and obsolete ships from the 
ocean. -The as-yet-unknown impact of these new developments on the market for 
shipping services requires that management be free and flexible in its ability 
to make judgements. The program removes government restraints on fleet 
renewal and expansion and extends the government's willingness to provide 
assistance beyond the probable limits of the industry's ahility to take 
advantage of such aid (in terms of investment and deveJ.op~ent of new business). 

This opportunity is timely: Competing foreign merchant marines have· 
committed large investments in conventional ships which although young, are 
obsoliscent in the light of technological possihilities. The·lT~s. Merchant 
Narine, by virtue of the existing stagnat~pn of investment caused· -~y the 
rigid laws requiring U.S. construction, a-:t:-e-- in a position to renew and expand 
under this program with advanced-type vessels and syste1"'ls, thus turning the 
problem of our obsolete (but largely amortized) f,leet to advantage.·:· In a 
_separate context, the favorable impact of the announcement of a ship construction 
and fl.ect expansion program of this size upon the over-all Ameri~an economy wouldl 
be id~~id~rable. • 

If the maximum opportunities for investment and expansion were taken by 
~he industry, the Federal cost per ton cargo carried in the foreign trade would 
~ecrease to about $4.90 per ton by 1979 (the tenth year of the program), from 
the present $11.65. 

Fleet size would increase from 14. 5 M mrr (9.55 ships) to 21. n M DWT (893 
ships) and seagoing billets would be at a stable and slightly increasing level 
of roughly 38,000. Cumulative Federal costs over the first ten years of the 
program would be about $1. 3 billion· ·more than under the present program level. 

DESCRIPTION OF PROGRAM FEATURES 

/ - Seoarate Subsidv Pro~rams for Ship Ooerators and SMpvards: Shi.p 
operators and.shipyards would have separate direct subsidy pro~rams. • 

i 
•. I 
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Shipyards would receive subsidy in order to enable them to 
compete in the construction and sale of merchan~ ships at 

4. 

world market prices. Shir operators could purchase their vessels 
at world market ship prices and only receive operating subsidy to 
enable them to operate flexibly and competitively in the world 
market for shipping services. These programs are separately 
described below. 

Fleet Renewal and Expansion: 

Operators in Foreign Trades: Ship operators in foreign 
trades would be ...p~JJni.t..te.d .• to--buy. ships .. at .5to.rld. Jna.rket 
prices either by purchasing ships built in U.S. yards under 
the shipyard subsidy program or in foreign yards. Foreign-

. built vessels would be registered under U.S.-Flag, manned 
with U.S. crews and would have all privileges of U.S. 
registry accorded to similar U.S.-built vessels. Only new 
foreign-built ships would be eligible. General design 
features and specifications of vessels to be built would 
require approval by the Haritime Administration to be eligible 
for operating subsidy. qp~I§.ti.!!K_§_ub.sidy: ___ w.o..ul.d .... Q~ ... ay __ a.ilc3:b __ le 
.f2_I_.alL.s.hips. in .f.o.i:eign., tr.a._q~-.. ~-~cept proprietary carriers, 
up to the limits of the program level. This allows for 490 
ships under subsidy in 1979 (10th year) and 562 by .1986, at 
annual operating subsidy costs estimated at $239 million and 
$254 million, respectively. War-age ships ~ou~d have to be 

.. _renewed before operators couldexpana"--the····n:un1b·e·r"'of. vessels 
i~~---thci·;·-frcet·s ~t;der subsi<ly'.' Replacement of war-age ships 

·woul<l be· completed bcfo·re 1976. • •• • 

Operators in Domestic Trades: Ship operators in domestic 
trades would be ~~~ ... .PU.!~9:9-.s.~. _s_qips __ at .. wo(!A. __ ngq::k~~.t. prices 
in U.S. or foreign shipyards but tJ,Qder. a~_ lice~~_ing __ procedure 
which would function t..Q_p_r:9.1;:,g.~.t ... eA;i.s.ting unamortized in~st~J;-­
~s- in ships constructed or substantially converted at U.S.· 
prices. The procedure for placing in domestic trade of a new 
ship to be built at a world market pri~e would be as follows: 

1. The operator would make application to the -~~ritime 
Administration with his proposal. 

2. A hearing would be scheduled and opportunity.to be 
heard would be available to those who considered 
that their existing ship investment equity would 
be jeopardized by the proposal. 

3. The application, together ~ith hearing record would 
be considered by the Maritime Subsidy Board, who would. 
decide whether the ships could be entered in the 
service (subject, of course, to normal ICC certification). 

, . 
. , . 
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4. Appeal by either applicants or opponents could 
be made to the Secretary of Transportation. 

5. 

Entries would be considered on a trade-by-trade basis: There are 
are .. -· some domes tic trades where there would be small likelihood of 
either opposition or jeopardy of existing investment. ~o. operating 
~~sidies would be available in domestic operations. 

The program would call for removing all restriction on foreign 
construction of U.S.-Flag, U.S.-manned vessels for domestic- trades 
in FY 1980, 12 years after the program starts. 

Shipyard Subsidy Program: The Federal money ·available for sub­
sidizing shipyards ·for merchant ship construction would be increased 
from the FY 1968 level of $1.MLlL t.o. about $222 M in 1969 ,1/ which 
would construct about .3Q ships_: A mix of 14 liners, 10 bulk 
carriers and 6 tank'ers. In FY 1974 this would drop to $194 M, 
sufficient for about 25 ships in a similar mix. The si,_ze and· 
col}~_inui ty __ of_. the. _prqg:r_am ~ill enable shipyards to plan plant . 
inves.tment that ... 1v0uld, {n the{r -ju-dg.em.ent';-··be~·-n·ecessary. ·to~ enable 
t·hem to be more competitive. Induced modernization and retooling 
would.permit greater economies of scale and hopefully make U.S. 
shipy~rds .more· competitive. 

The program would handle shipyard subsidies as follows: 

·l. Construction s.ubsidy .rates would be ini..tially. calct.11.ated in 
a manner similar to the present system;~ indicate the best 
estimate_~(_e~rcentage difference between U.S. costs and 

.-weighted average·-for"eign· co'sts,... separately for liner vessels, 
dry bulk carriers and tankers. These rates (for example, 55% 
for liners, perhaps 50% for bulk and tankers) would be promul­
gated by Mar Ad c1;Q.g_f_i~_e.d_f_o);'.' __ ... ~m. initial tw~...:X.E:.~~-.P.~r1:qd. 

2. The U.S. ship .1!-'IJ.I:..c.h.aser-would l1ave th.~ . f.ulL .freedom to 
_purchase his ships either in the U.S. yard or abroad based 
on price and any other considerations he may wish to include, 
such ~s ease of repair and supply, etc. Thus, except for 
addit'ional safety requirements for U.S. registry or more 
expensive crew quarter needs, he faces the same ship prices 
as any world market ship purchaser. 

3. Added defense features would be financed as added cost 
to .. t_he· :government, as at present. 

In FY 1970 and 71 the program assumes construction of 3 combination 
cargo/passenger ships now scheduled in The Grace Lines replacement 
program. This•would add $30 Min each of those years. 

. I 
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4. The U.S. shi2yard, with knowledge of his costs, the subsidy 
rate and world s·hip prices, could desigI.J, _ships for sale to 
operators, could bid _on contracts.offered by ship purchasers 
and could negot;_iat_e .. ·on. a completely.. free b<?-_sis with the operators. 

5. ._Proposed contracts for construction would be brought ~ 
M~trAd_.who .. would . pass_ .. on_ the ge.,neral _s_pecif icat ions of 
ships for U.S. operators. SY.P.J?J~y~mo~~y.to the limit 
appropriated for the year would be _al,.located to yards 
~!~~~_p_ref_~rence __ to contracts for U ~S ~-·--~p~rators :w_ith 
choice. be~ween .. contra_cts. b __ ?ing made on a production-per- / 
government-dollar basis. • • ~ 

---·- - --- .,_ .. ,. . ... .. -

6. After some actual experience has been obtained relating to 
construction abroad for U.S. registry, the s~_l.?,_~-~-c!y __ :;-ates 
would be .reset periodically at increments of 3 years at levels 
more accurately reflecting the actual competitive difference 
between U.S. and foreign ship construction prices. 

7. Shi_p __ r:~p_airs ... -~"<?.u.,!~~-.. Il'?.t. be subsi_~~ze_d __ inas,much as the present 
50% duty and the convenience of repair in U.S. yards for all 
domestic operators and most U.S. operators· in the foreign 
trade is considered to offset any competitive price advantage 
now held by foreign yards .. This matter would be monitored 
_and opened for review after five years. 

8. _!it~e __ XL..loan guarantees would not be available for foreign 
construction. ~ 

9. Construction reserve funds could be '-:1~~-~L.f.o.;r,,_.f.oreign as 
~ wel'.C' as u. s ~,-.c·o·n~·1:·ruc~ion. 

10. Shipowners purchasing ships abroad would be urged to take 
maximum advantage of financing, interest rate and ship 
pricing arrangements that are offered by foreign countriep.­
(In many cases these will represent subsidization of·ship 
prices by foreign countries.) 

Operating Subsidy Programs: 

• New Liner Contractors: The four present unsubsidiied liner 
operators (74 ships) plus any new qualified applica~ts would 
be placed under experimental contracts for a 3-5 year period 
for the purpose of developing an operating subsidy system:. 
that would provide greater incentives to efficient,. productiye 
and competitive operation while allowing the government to 
reduce its surveillance and stay ~>Ut of the operator's -m-aria·gement 
dec.isions. The system would be worked out with the participating 
operators in the next 30-60 days and taken to Congress for 
such ~gisla~A~.~ .. c~~p,.ges as are needed to conduct tl)e experi­
ment. Tne revenue incentive system would be used as a basis 
in working -~-ut -t'ri'e s'ystent;·-·b'~t -~the;. systems could be considered 
and tried. The system will be monitored and adjusted during 

) l 
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the 3-5 year developmental period and at the end of the 
period, if effective and acceptable, the system would 
be utilized for a long-term contract with the experiment 
participants, who in any event, would have an option for 
a long-term contract under whatever system the government 
finally settled on for liner operating subsidy. ~re 
th~n __ one _s_ys_t~Dl. co..uld be placed under .development . 

. Present Subsidized Contractors: The pre~ent contractors 
would be asked to participate in monitoring the experiment 
to insure that tha system would work effectively for theM. 

7. 

At the end of their--present contracts,. or earlie·r if operators 
ci~sire, re~ewal contracts would include whatever new system 
had been developed. Operators (United States Lines is the only 

. one affected if the program is tnitiated in FY 1969) whose 
cont_!acts would terminate during the development per~_od ,' would 
be giveri extensions of their present contracts ·until after 
this period in.order that they and the government could evaluate 
the results of the new proposed system. 

Bulk Operators: The operating subsidy for bulk carriers would 
be a streamlined, administratively simplifieq cost parity syste~. 
The'systern ·a-s .. structured would probably work only in the context 
of long-term time charter operations or with shorter-term 
arrangements. It would not be expected to .succeed for operators 
W!°1<? depend on "spot" market charters. 

Long-term Onerati.ons: 

Entrepreneurs planning to set-up or bid upon a long­
term charter (for example, a 10 or 15 year charter 
to move coal or ore for a steel industry operation, 
here or abr~-ad'), prior to making his bid would b_r~ng 
the details of his proposal ahd ·its costs, including 

.. shipbuilding plans and costs (assu~ing the package 
to include construction of new ships)_ tq the ·~faritirne 
Subsidy Board. 

The Board, using streamlined evaluation procedures to 
reduce the. time required for processing.to about one 
week, would decide on the size of annual subsidy pay­
ment that the government would _make to the operator 
and would sei times during the proposed charter 
period, for example, at the end of each five years, 
when the subsidy arrangement would he reopened for 
evaluation and adjustment. Performance requirements 

·-would be included in the ~ov.ernment • a flSroem nt ~~ith 
the op~rator con~istent with the nature of the 
operations being contemplated under the proposed 
charter. These matters would be on a confidential 
basis between the Board and _.the operator to avoi~. 
jeopardizing ~he·6perator's competitive bidding or 
negotiating pos~tion. 
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3. The.Board's decisionw:uld form a commitment to the 
operator, should he obtain the contract, and he can 
then make his bid (or negotiate)° for the charter allow­
ing his bid price· to reflect the subsidy. 

• • • • Short-tern Operations: 

1. Operators contemplating shorter-term time charters 
(for example 1 or 2 years) contracts of affreightment, 
etc., would bring the details to the Maritime Subsidy 
Board, as above. 

2. Depending on the length of arrangement contemplated, 
the Board could commit for a one-time subsidy payment 
or annual payments, with performance requirments consistent 
with the charter. 

3. This commitment could then be used by the operator· 
in his bidding or negotiations. 

Subsidized Bulk Operations to be Related to U.S. Foreign Trade: 
To receive subsidy, bu]J~ ..... operations would have .. ~,to b_e -.related .to the 
p.s. J9reign Trade. However, these subsidized operAtions could 
have one or more legs in crosstrades between foreign countries 
as part of their overall operation. 

Cargo Preference: targo preference would be retained but its 
costs \\-:,uld be reduced by allowing ngw_, $_µq_s.iqJzeq ___ bulk. ship_s_ -~o 
compete. for the.cargoes, in conjunction with their commereial 
'?per~tlons_(duc to the year-to-year uncertainty of PL 480 grain 

}/ shipments, it· appears doubtful that operators would make new ship ·t investments for this cargo alone). Cargo preference would be 
administered under "Fair and Reasonable" ceiling rat.es, and sub­
sidized new ships built at world market prices v.xild have "Fair 

· and Reasonable" rates administered so as to be at th~ competitive 
··,,.:rorJ~. rate. The· potential impact o{ new -bulk ships would not begin I 

to be felt until 1971 and would not be expected to be of significance; 
until a~out 197 5 or 1976. Cargo w::uld be reserved for the older ships ; 
and ind.ependent tankers during the life of the program at an annual ! 
cost of roughly $33 million in differential rates .. lA~ ~ltern?tive t 
this latter reservation _would be some form of government "buy-off" 
or trade in_of obsolete tonnage). 

Lin~r ~argo preference would be continued as at present at an 
estimated cost of about $11 million. 

In considering cargo preference, ~h.e program makes the 
assumption that PL 480 shipments will continue under the present 
adminis.trative arrangements an:i that these shipments may gradually 
increase··from the present roughly 8 million tons per year up to 
roughly 10 million tons over the next ten years. 

- ! 



9. 

There is a strong possibility that these shipments may 
increasingly be made as sales for hard currencies in future 
years, thereby taking on more of the characteristics of commer-

_cial transactions than of foreign assistance. One effect of 

(

this may be to decrease the total tonnage of u.s~ shipments if 
delivered grain prices from competing producer-nations are lower 
than similar U.S. prices. Customer-nations may in the future be 
more selective in viewing commodity prices and transportation terms, 
thereby possibly reducing the tonnage shipped under cargo preference. 

/ A second effect, already evident, is that the increased cargo 
insurance cost being applied to shipments made in war-age vessels 
will seriously affect the ability of most U.S.-Flag tramp tonnage 
to remain in this market, unless the government decides to sub-
sidize these costs in order to extend the life of this old tonnage. 
Cos ts of doing this, i.e. , providing for govenunent p·ayment. of the 
increased insurance premium, might run as high as $8 ·to $10 million·,· 
annually for these old tramp ships. This tonnage has no possible 
employment except in carriage of government cargo preference 

_ ,. ___ cargoes and is of little or no value for future emergency· use. 
The proposed program contemplates that this tonnage would be 
scrapped-wh~i it was no longer useful in cargo preference and that 
the operators would construct new tonnage at world market prices 
and possibly even enter other trades. 

NUCLEAR SHIP PROGRAM 

The proposed maritime program would include a nuclear ... ship prog~am as 
part of the total package. Given below are two alternative programs. The 
first·would implement the recommendations of the "Magnuson Report" and 
utilize the SAVANNAH as a training vessel. The second would upgrade and 
operate the SAVAl~NAH. 

Alternative 1: 

Forward with Administration endorsen1ent the draft nuclear· 
.ship report to Senator Magnuson's Commerce Committee. The 
recommendations in this report are: 

1. Set up a joint program with a selected ship operator 
to develop and construct 2-4 nuclear container ships 
to form a complete high speed system. These ships 

•··. • • .would be about 900' long, carry 1400 standard 20' 
containers, and would have a speed of 30 knots. 
This part of the program would cover 5 years and 
cost about $90 million.· 

Establish a para~lel 5-year AEC Research and Develop­
ment program at a cost of $100 million towards 
development of an economic reactor system . 

. '•i .••. 
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Operate the SAVANNAH in her present condition as a cadet 
t~aining vessel for the Federal and State Maritime Academies 
for three years (estimated cost $5.51nillion) followed by two 
years of crew training as well as cadet training (estimated 
cost $4 million). After five years, re-·evaluate the need for 
the SAVANNAH. 

Alternative 2: 

Convert the SAVA1TNAH to a full containership (750 standard) 
containers) and upgrade her present power plant. This would 
take two years and is estimated to c6st $4 million per year 
for conversion plus an additional $3.3 million for refueling, 
support and operation over the two years, i.e., total costs 
$11.3 million for this period. Following this the ship could 
be oporated for 15 years at an added cost of $18 million. 

RESEARCH AND DEVELOPMENT 

The program contemplates significantly increasing the· level of effort 
in 'Maritime-related research anclcievefopmentas·--··part. ortn~~i:repat'tment"'of •·! 

Transportation R & D program. A specific program proposal i~ currently 
under develop~_:_nt .. J?.Y the Maritime Administration. 

SHIP AVAILABILITY FOR DEFENSE NEEDS 

The program would include arrangements for the availability of ships 
from the active fleet on an incremental basis without the need for requisi­
tioning. 

A plan being discussed between the D~partment of Defense and the present 
subsidized operators (CASL), project RES»6ND, calls for several levels or 
stages of ship availability, keyed to particular levels of Defense activity 
and capable of being implemented by decisions in the Department of Defense, 
the Dep?rtment ~f Transportation, or in the case of the highest stage of 
activity -short of full mobilization, by a decision of the President.· 

The details of this system remain to be worked out between the Department 
of Defen~e, the Department of Transportation and the representatives of t~e 
private operators. I 

REVITALIZATION OF.THE.NDRF 
1.1 

The program includes a proposal for the revitalization of the NDRF 
in order to pr~vide a "surge capability'' to meet peak emergency needs in 
future crises with less disruption of commercial services: 

. J' 

1. The r_oughly 100 Victory (AP-5) -- class troopships in the NDRF 
would be_ ~onvirted and jumboized into general cargo ships of 

.... • 

The size of reconversion program would be dependent upon success of 
current DOD/CASL negotiation on subsidized ship availability -- if 

considered satisfactory the NDR-v revitalization program could be. 
reduced from the ~escriBed maximum program. 

I 

I I 

I l 
l 
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about 13,700 measurement tons (550,000 cuhic feet) capacity, 
with cargo handling gear capable of up to 60 long ton lifts. 
This would be done over a five-year period commencing in FY 1969 
at an estimated cost of S2.8 million per ship. Every effort would 
be made to obtain a lower unit price through competitive bi<lding 
for larger numbers of the conversions to a single shipyard. 

2. Returning Vi~tory cargo ships now under general agency agreement 
operations,yfould be selectively repaired and returned to the fleet. 
Up to 100 - 150 ships could be affected over the next five years 
at an estimated average cost of 5300,000 each. 

3. Unusable ships in the NDRF would be sold for scrap or other non-ship 
uses as rapidly as possible. 

4. Converted and returning ships would be placed un<ler monern 
preservation. 

• 5. The number of Reserve Fleet sites would be reduced as feasibl~. 

6. 
✓ 

In the mid-1970's the desirability of early reti~ement of-oosi-war--
•••• ••~ ---- ~---•----r • 

~~~_ge·· shi.p_$_f.o.r....-NDRF-~-use would be considered in the light of the needs 
at that time. Early retirement of post-war ships before that time 
would mean taking newer ships out of active service while war-age 
ships would still be in service and under subsidy.· This is con­
sidered to be contrary to the active fleet renewal objectives of 
the program. 

7. Converted and upgraded ships in the NDRF would be exclu<led from 
ship exchange provisions in order to keep a better quality "surge 
capacity" for emergency use. 

SUMMARY OF COSTS AND EFFECTS 

• It should be re-emphasized that the proposed program is no.guarantee that 
a fleet of this size will be built, but rather,.by providing for the availability 
of federal fund$ together with restructured, less restrictive policies, removes 
governmerit restraints on decisions by management in the maritime industry 
regarding amount and ti.ming of investment and constraints on the degree 
of competition for a larger share of their market. Put another way, the 
program provides the maritime industry with the opportunity to grow to this 
size if it will make the investments and develop the business. Thus, the 
benefits to the m·aritime industry in terms of higher construction levels, 
larger fleet size and high and stable employment level, would all depend on 
the industry's own actions (by both management and labor) to operate 
with efficiency and stability. 

Of course, the Federal ~osts will be directly proportional to the . 
industry's success in locating investment capital and business: Government 
costs would reach the levels shown only if industry was suc_cessful in expanrlin:~ 
their activities to the limits shovm. 
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Program Level: The cost and effects figures shown below 
are for a program that would increase the Federal input into 
U.S. shipyards by about $80 million annually for new con­
struction. This would allow for a shipbuilding program 
of about 30 ships!/ per year for five years, followed by 25 
ships in subsequent years. As shotm below, NDRF revitalizations· 
and a nuclear ship program would be added to this in the early 
years. 

Summary comparison figures are given for over-all costs and, 
effects of a similar program set at a level of 18 ships.per 
year in U.S. yards (pro~ram orally discussed:hy Secretary Boyd 
with industry) and for the current program. Fe~eral.costs 
include shipyard subsidy, operating subsidy and costs of 
cargo preference differential rates. 

Summary Comparisons: 

Fleet Size ' I Construction in 
·U.S. Yards 

Cumulative 
Fed .. Costs 

10 Years 

• r 
in : 

DWT at 10 Yrs. 
1 

Proposed Program: 
Option 1: 
Current Program: 

Proposed Program Detail Levels: 

30/25 
18 
13 to 14 

S5.1 Billion 
4. 5 Billion 
3.8·Billion 

! 
21 Nilliori 
17 Hillioiil 
11 Millie, 

1. Construction and Conversion Program Fiscal"Years 

Construction, U.S. Yards 

Ships, per year 
Fed. $, per year 

Private Investment 

1969-73 

I; 

30-
$223 M 

S206 .M 

1973 on 

.. 
2s· 

$194 M: (less 
some 

$179 _H. (less 
some 

(Add $30 M in 1.970-1 _to.cover costs· of 3 combination ships in 
each of these years). 

1/ A mix of 14 liners, 10 bulk carriers and 6 tankers is a,ssumed. · 

.. _ 

in 
yrs 
in 
yrs 

) 

)_ 

I". 
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Conversion of AP-5 troopships for NDRF, U.S. Yards: 

1969-1973 
Ships, per yr. 20 (total: 100) 
Fed.$, per yr. $50 M ($280M) 
Add for Victory Ship rehabilitation: $15 Min each of 3 

years upon their return to the NDRF. 

Construction, Foreign Yards: 

1969-74 1975 1976 1977 on 

Ships 38 lQ 16 4 or less 
Private Invest. 

needed $260 M $108M $85M $20M (-) · 

13. 

2. • Operating Subsidy Level: Total operating subsidy increases from 
$239 Min FY 1969 to about $250 Min FY 1976 then remains relative!~ 
level. 

3. Employment (Shipboard billets): The number of shipboard billets 
decreases from 46,500 in FY 1969 to 38,000 in 1975 then stabilizes 
at about 38,000. The decline results primarily from the loss of 
war-age tramp ships and their replacement with bulk carriers 

4. 

... , ... .. ·: .... 

manned with smaller crews. Shorter turn around time and increased 
vessel utilization could offset this decline through the need to 
employ ~ore men per billet. 

., ' 

Total Federal Costs and Fleet Size (over 10 years): :: 

F.Y. Federal CostJ.I Fleet Size l\. 

($ Millions) (Shipshiillion DWT) 
.-. 

1969 5462/ 955/14.5 
1970 5822/ 915/14.0 
1971 573- 892/14.7 
1972 532 882./14. 7 
1973 520 875/16. 4 
1974 483 867/17.2 
1975 487 843/18.0 
1976 489 861/19.0 
1977 452 87_7 /20. 0 
1978 444 893/21.0 

l 1rncludes shipyard subsidy, Direct Operating subsidies, cargo 
preference differential costs. Does not include the AP-5 
conversion program, a nucle~r program,·or R & D costs. 

I/Includes $30M for replacern~nt of 3 combination cargo-passenger ships . 

• • • I, •• 
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5. Trade _iarticipation, tenth year (FY 1978) 

Productive Capacity_ Total Volume 
in Foreign Trade of Foreign Trade 

(Millions of Long Tons)(Millions of L.T.) % Participation 

Liner 
Dry Bulk 
Tanker 

Total 

39 
32 
14 
85 

_____ ..._ .. 1 

·.'.,; _.. ,., .I;:, .. 

.... ~ •.: . . . . . ~. . ~ 
: .... 

: . ~. ' ----, , : . 
• • ; • ~ • •• '. : ' \I. • 

62 
272 
192 
526 

.. ,.· 

63% 
12% 

7% 
16% 

• I 
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COMPARISON OF ELEMENTS IN INTERAGENCY TASK FORCE REPORT, MARI'[TIME ADVIS.ORY ·coMMITTEE PROGR_AM, AND 
''BOYD PROGRAM'' 

I. 

A. 

Task Force Report 

Operating Subsidy Features 

Restructure subsidy to allow 1:3ore 

freedom, encourage productivity_ and_ profit.!. 

ability, and lessen Government intederence,. 

while maintaining cost parity ("incentive. 

~ ubsidy"). 

B. Increase the number of cargo liners 

receiving operating subsidy by 30 to 40 

ships. 

c. Extend ope rating subsidy to a new 

group of mode_rn dry bulk carriers operating 

in foreign trade. 

MAC Report 

. The cost-equalization parity 

concept of operating' subsidy 

paym_ents be continued. 

Operating differential subsidy 

should be extended to sever.al 

unsubsidized companies, then 

operating approximately 100 

vessels. 

"Cost-parity principle of 

operating subsiclie~ be ex­

tended to American flag dry 

bulk carriers constructed 

under this program. 11 

f:>e-4-<-_,1 :y,,...._ ."Boyd Frogram" 
• ) ") 

r...e1.r fY-1:r- iol .v€r.s,_o-n 

Parity concept retained until contract rene.wal 

for presently subsidized operators. New ex-

perimental system, to be worked out with 

operators, for 3-5 years for presently unsub-

sidized lines. 

"Operating aid ... would be made available for 
-~ • • 

all the ships (liners .. ,} that the Industry could 

find capital and cargo for.'-' 

"New bulk carriers ... could have ope rating 

aid which would enable them to compete for 

• commercial cargoes." 



Task Force Report 

I. Operating Subsidy Features (cont'd) 

Encourage voluntary reduction or 

-elimination of unessential, unprofitable 

services to release funds to offset costs 

of oth~r program features. Passenger ser­

vice was one element specifically to be 

• curtailed. 

II. Construction Subsidy Features 

A. Construction aid after FY 1969. 

to be based on determination as to level 

of ivate shipbuilding c_apacity required 

b :ional security considerations. 

B. Create an annual construction 

subsidy fund available on a bid basis to 

build, convert or repair vessels for any 

Arn erican ship operator in foreign trade. 

Q_ 

MAC Report 

Investigati_on be made with 

view to improving competi- • 
... 

. tiv~ and eco·nomic position 

-of A~erican-flag passenger. 

lines. 

Recommend that construction 

subsidy be continued. 

.Recommend that construction 

subsidy payments be made on 

basis of direct support to 

shipbuilding industry. 

"Boyd Program" 

Not discussed. 

~ 
Program in U.S. would be increas 

to a higher level; subsidized new 

construction v..o uld be immediately 

expanded 2-3 ships per year. 

Not specifically discussed. 

• 



Task Force Report 

I. Construction Subsidy Features {Cont'd) 

c. After national security level of ship-

'ard support has been reached, ·foreign building 

nd repair permitted. These foreign-built 

essels would be eligible for all privileges, 

ncluding domestic privileges and operating 

ubsidy. 

II. Bulk Carriers and Specialized Ships 

MAC Report 

Recommend· that ope rating 

subsidy be granted only for 

U. S . • construct e-d v e s s e 1 s , 

and that e~pansion of fleet 

·U.S. xards; ship repair in 

U.S. yards should be continued. 
•. 

"Boyd Program 11 

' !J,,, 
Operators could buy vessels at worl< 

prices, first in U.S., then in yards 

overseas. Ships built abroad would 

require approval of general design, 

U.S. manning and U.S. registration 

with full privileges. Dom es tic oper• 

ators could build foreign under a 

licensing agreement. 

A .. Government build 5 U.S. flag dry bulk Government commit itself to pro- New bulk carriers could be built in 

' ·ar. .s per year for next 5 years in 1:J.S. gram to insure dry bulk fleet U.S. with construction subsidy or 

rards. Purchase and labor-management agree- that can handle ':!Jo/o of this type without subsidy in foreign yards. 

n ents would be assured before construction. commerce, these vessels to be 

rivate funds could be used to build abroad built in U~ S. with construction 

lry'bulk _carriers. Re-evaluation of program subsidy. Labor-management agree-
. . 

t end of 5 years. m ent ass nre d in application for 

vessel construction. 



Task Force Report· 

IIT Bulk Carriers and Speci.alized Ships (Cont'd) 

B. Operating subsidy for new dry bulk vessels 

available for a total incre2.s e annually up to. 

5 vessels, including both U.S. and foreign . 

built. 

c. Cargo preference will be gradually 

reduced and pha~ed out as operating aid 

is extended to new bulk ships. • • 

y 
MAC Repcrt 

Recommend th~t co!=t-pa:::-ity 

principle of opera.ting subsidies 

be extended-to American flag 

dry· bulk carriers constru,:ted 

"Boyd Program" 

Operating aid for new bulk carrie::1 

no matter where built, in order th 

the vessels might compete for con 

cargoes. 

urid·e~ this program (in U.S. yards). 

• Car gb preference laws should 

b~· continued. How::!ver, rate 

differentials for government 

s u.pported .cargoes should be 

phased out as new vessels 

are constructed and placed 

• into service. 

,. . 

. f't'I'\(.• f {( 

Retention of cargo preference ~ 
'ollol~W"',j 

but costs wou.!d be reduced. New 

bv-tol~ 
would have to rn eet world rate$• t, 

h.wv.l l~c.( 
unsubsidized vessels would be~ 

0..$ 
tinder "fair and reasonable" rates 

~p 
at present,. for government cargo, 

• 



Task Force Report MAC Report. "Boyd Pro gram" 

rational Defense Reserve Fleet 

\.IJ • r K. 
·usable ships in NDRF should be Not discussed Major conversion and upgrading ~r· 

ta.ined for as long as they me et the to revitalize NDRF (about 20 AP-5 

1teria for satisfying emergency re- conversions per year for 5 years; 

·•~"-t. .. 
~m ents - which at that time justified plus substantial work on returning 

tention of all usuable ships. Victories). 

B. NDRF should continue to be re- Not discussed Trade-in not discussed. 

,nished by trasle-in ships, with sufficient 

emergency require-

if re qui red by national need. 

11 ships taken into NDRF should Not discussed Revitalization of 100 AP-5 NDRF 

modern, effective preservation vessels within 5 years and work on 

consistent with speed of returning Victories would provi4e 

ctivation necessary for national substantial shipyard conversion, 

repair and upkeep work . 
• 



Task Force Report 

nes ea rch and Devclopm ent 

IA. Cost-disadvantaged U.S. industries 

~ . 

~:-et compete· with foreign counterparts 
I . 
1+-tv~ 
... ~---df development and utilization of 

oA..v--:vt<.U..,£,1...,_ 

'.~- ..... ~ technology~ 

B . Long-term future depends on new 

. -w~ 
2--e.--s from coordinated use of increased 

C. Establish more effective 

'r"f'..!...-.A"--i. •v...lAM 
3--€--H--a~ and criteria for industry -

~ ode "fj n,e,,± 
v-e.r-RH1B-nt s e 1 e c ti on of goals. 

MAC Report 

.. Govern ... nc nt investn1ent to insure 

our ability to innovate and be 

in technological forefront is 

j~sti_fi,ed .. 

Recomm_end government establish 

a Nati.on.al Ma.ritime Research 

Foundation, with cooperation··of 

all industr_y segments, with goal 

of exploring new technology for 

fleet improvement. 

Recommend government establish a 

National Maritime Research Foundation, 

wi~h cooperation of all industry segments, 

with goal of exploring new technology 
c:_ 

for fleet improvement. 

"Boyd Program 11 

{,.. 
R&D be aimed at facilitci 

~+~t-. 

interchange of cargo~ 

~',....p 

modes, and increasing ~ 

system productivity. 

Increased R&D program. 

lo {u NC4f' 

Iner eased R&:D program 

AJ h111'\I j-rt'..h 11'., 

mended by Marit~me 

new advisory committee. 

• 



MARITIME POLICY AND PROGRA,l'1 PROPOSALS 

Background of Problem 

Federal maritime subsidies have risen from $65 to over $400 million 
annually in last 17 years. Yet over 70% of the active TJ.S. fleet 
is of World War II age and fast approaching obsolescence. J1eplacement 

·in U.S. yards would cost the Federal Government about $5 billion in ship 
construction subsidies. Government cargoes·make up about 60% of U.S.­
flag carriage which underscores its limited role in our commercial 
ocean trade. 

Traditionally unstable maritime labor relations are made worse, ship 
automation and reduced crews are difficult to achieve, because of 
uncertainty of long-range Government support. commitment for this 
protected industry. Labor opposes policy changes, fearing austere 
program levels. -

Past Federal efforts to formulate new program have failed. Industry 
wants expanded subsidy and more protected cargoes but is.reluctant 
to accept policy reforms -- 3 major Federal studies completed since 
1963 have failed to create mutual basis for agreement between 
Administration, industry and Congress. 

Defense's FDL program is in serious trouble in Congress. Much of the 
opposition to it is apparently based on maritime industry fear that it 
competes with the merchant marine. Absence of an Administration 
maritime program confirms this, in industry's view. 

The Current Status· 

On February 1 the Secretary of Transportation was directed to seek 
agreement on a maritime program embracing policy reforms which could 
win acceptance from industry and its Congressional supporters at the 
least added cost to Government. The program concept gives industry 
the opportunity to renew and expand the fleet -- and the responsibility 
for developing increased profits and employment levels. Features of the 
program are: 

Seoarate subsidy programs for ship operators and shipvards in lieu 
of current tied-in subsidies. 

Ship operators would pav world market prices for shi.os whether built 
under subsidy in U.S. yards (up to money limits of shipyard subsidy) 

• or in foreign yards with no subsidy. Vessels to be under U.S.-flag 
and manned with U.S. crews. This is the most essential of the policy 
reforms -- and the most controversial. 
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Incentive oncrating subsidy system proposed for U.S.-flag fleet in 
foreign trade including bulk operators, except proprietary carriers. 
System to be further developed and given necessary adjustments during 
a 3 to 5 year cooperative experiment between selected operators and 
government, in order to gain industry acceptance. After successful 
development, present subsidized operators can be expected to amend 
contracts to join the system or to accept it at end of their present 
contracts. The system substitutes direct, measurable subsidies for 
indirect aids (such as higher rates on cargo _preference.) 

Cargo preference costs would be reduced sharply as new, more efficient 
ships are brought into service. 

Selective entry into domestic cabotage trade would be permitted for 
new ships purchased at world market prices in U.S. or abroad. Exist­
ing ships built at high U.S. prices would be protected. 

Nuclear ship program proposed -- by either endorsing the report requested 
by Senator Magnuson now pending in White House (about $200 million) or 
by upgrading the SAVANNAH (about $30 million.) 

Maritime research and development would be expanded as part of 
Department of Transportation R&D. 

Emergency capability would be improved by revitalization of reserve 
fleet and arrangements for availability of active ships under conditions 
short of all-out mobilization. 

Support and Opposition 

Discussions held with maritime union leaders and industry management 
covered above program features, but with purposely qualified references 
to a construction level of 15-18 ships per year in U.S. shipyards -- and 
U.S. construction level is key item in setting program size for industry 
and Congressional acceptance. 

The program has favorable but qualified support of: 

- Union leaders representing majority of seagoing labor force (Curran, 
Calhoon and Sheldon, i.e., NMU, MEBA and MMP). 

- Operators of about 80% of ships in U.S. fleet (CASL, AMMI, representing 
subsidized operators, some tramps and oil company tanker subsidiaries.) 

• Program is opposed by: 

- Some tramp and independent tanker operators who fear new ships would 
jeopardize their investments through competition for (1) Government 
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cargoes carried at preferred rates and (2) domestic trade. (Their 
opposition has weakened and position is negotiable under reasonable 
compromise.) Larger operators in this group ·now support the program. 

- Paul Hall (SIU and head of AFL-CIO Maritime Trades Department) who 
believes level of construction is U.S. yards (presented to him as 
15 ships/year) is too small. However, the higher level proposed 
as Option 3 on following page would probably be acceptable to him. 
He is against foreign construction on principle. His position is 
influenced by internal AFL-CIO political considerations. Hall's 
counter-proposal (given to White House staff) calls· for construction 
subsidy in U.S. yards for 65 ships/year, expansion of.cargo 
preference and its extension to commercial cargoes. Its co·sts are 
estimated to run roughly $1 billion per year. 

- Shipbuilders Council and shipyard unions who oppose any foreign 
construction of merchant vessels. (However, merchant ship work 
represents only 10% of their government-generated business -- remaining 
90% is mostly Navy.) 

Program Alternatives 

Three options are proposed for your.consideration and their costs 
(direct and indirect) are projected and compared in table on last page. 

• 

Option 1 -- Continue present program: This is least ~ttractive in 
that costs will continue to rise without any concomitant increase 
in productive capacity. Present undesirable policies would remain 
in effect. Further: 

. A new merchant marine policy was promised two years ago by the 
Administration and the matter will continue as an embarrassment 
until a program·is sent to the Congress . 

. •. Republicans are given a ready-made issue for 1968 campaign. This 
already is considered a major political issue by maritime labor . 

. If a program does not go forward, Congressional maritime supporters 
of both parties will likP.ly enact their own program -- an industry­
orientecl program with no policy reforms and on a much larger scale 
than the Administration would like to buy. It would be difficult 
to veto such a program unless an Administration position had been 
presented earlier to the Congress . 

Option 2 -- Adopt lower cost program prepared by BoB: This program 
would meet national security needs at the lowest direct cost to the 
Federal Government and includes most of the policy objectives being 
sought by the Administration. However: • 

I 
i 

------r 
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. It would be unacceptable to maritime labor, to most of industry 
manager:1ent and to Congress: The program is to_o small to satisfy 
either the ship operating or shipyard industry and would not bring 
about acquiescence to any foreign ship construction . 

. It-will cause radical reductions in maritime labor. 

The program does not include the proposed reserve fleet revitali­
zation which DoD supports. 

Option 3 -- Expanded version of program discussed with industry: 
Secretary Boyd recommended to the Cabinet Committee that the program 
orally discussed with industry be expanded by increasing the annual 
level of ships constructed in U.S. yards .from 15 to 30, reducing after 
5 years to 25. This would increase Federal costs over the FY 1968 
level by an average of $170 million annually for the first 5 years 
(which includes $75 million for National Defense Reserve Fleet. 
revitalization), reducing to $10 - $20 million more than FY 1968 
thereafter . 

. It provides the expanded program in shipyard and shipboard activities 
I 

which will bring maritime labor and industry management acceptance 
of the policy reforms. 

The expanded program could have significant and favorable economic 
impact throughout U.S. industry generally (steel, equipment supplies, 
etc.) 

It would stimulate needed capital investment in new facilities by 
.ship construction industry, which would improve their productivity 
and competitive position. 

Most opposition to the policy reforms and to inclusion of MarAd in 
the Department of Transportation would probably disappear . 

. While direct Federal costs would be higher than other options, 
long-term reforms are anticipated to produce lower total social 
costs to the nation than under current program and policy assumptions . 

. Nuclear ship program options would add either $30 million or $200 
million over a 10-year period. 

Conclusion 

1he Cabinet Committee agrees that the Option 3 program is probably the 
only alternative acceptable to industry. Under any circumstances, the 
foreign construction proposal ·will remain controversial with vocal 
opposition by shipyard industry. However, this opposition would be 
blunted by the larger program size. 

" 
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\~1ilc the more limited program proposed by the Bureau of the Budget is 
attractive from the least Federal co□ t standpoint, .it would re~uire a 
massive selling job involving the President and senior members of the 
Administration, and even this would not insure success. A danger of 
mounting such a sales campaign is that it could escalate the maritime 
controversy into a national political issue. 

The Cabinet Committee further agrees that a status quo approach sending· 
no program runs the grave possibility of facing the President with an 
unattractive situation -- i.e., the alternative of vetoing a substantially 
larger and unpalatable mariti~e program than either active option referred 
to in this paper. 

The issue is whether the Federal Government is willing to incur a direct 
budget cost increase, averaging from about $100 million up to about 
$130 million annually for the next ten years, in order to achieve desirable 
reforms and labor stability in the maritime industry. A further point 
here is that unless an acceptable program is obtained, the proposal 
to relax restrictions on shipment of grain to Russia and Eastern Europe 
has little hope of gaining labor acquiescence. 

Secretary Boyd believes that any program that goes forward should be 
clearly presented as a package and that the reforms must be taken with 
the expansion. Also, it should be clearly indicated that the program 
complements the FDL as far as National Security is concerned, but it in 
no sense substitutes for it .. 
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Federal Costs 
-Total Costs ii 
Private Investment 

Requirement 

• 

Fleet Size (Ships/Millions 
of Deadweight Tons) 

Subsidized 2_/ • 
Unsubsidized 

(Domestic) 
Total 

Shipboard Jobs 
Shipyard Jobs 

. Supported by 
Merchant Marine 
Construction 

-Total 

Reserve Fleet Size 

TEN-YEAR COS~ 
.. 

Program Costs - First Ten Years Cumulated (FY '69 thru '78) l/ 

Option 1. 
(Continue current policies; 
no policy reforms, 13 or 
fewer ships built per year 
all in U.S. yards) 

$3.8 Billion Jj 
$7.2 Billion 

$0.8 Billion 

Option 2 
(Minimum proposal 
some policy reforms, 
13 ships built per year in 
U.S. yards, 11 foreign yards) 

$3. 2 Billion JJ 
$4.6 Billion 

$2.4 Billion 

Program Effects - In Tenth Year (FY '78) 

340/5.7 

264/5.2 
604/10.9 

28,236 

1,400 
29,636 

I 

447/8.1 

285/5.6 
732/13.7 

32,000 

9,800 
41,800 

(Useful General Cargo Ships) 

1/ Programs have no budget impact in FY '68; first program effect on budget is in FY '69. 
2/ Includes subsidy to ship yards, ship operators and cargo preference costs. 

Option 3 
(Expanded program, 
all policy reforms, 
MarAd to DoT, 30 ships 
per year in U.S. yards 
foreign construction 
freely allowed) 

$5 .1 Billion ]./ 
$6. 9 Billion 

$3.7 Billion 

589/13.8 

300/ 7.5 
889/21.3 

37,000 

17,500 
54,500 

250 

3/ A nuclear program would add about $30 million for minimum size program utilizing SAVANNAH or about $200 million 
to implement the draft nuclear ship report requested by Sen. Magnuson. Reserve fleet revitalization program 
costs are included in the total costs. 

!!_I Includes social cost of cabotage, extra peace-time costs to the Defense Department, costs of Merchant Marine 
Academ.y and seamen's medical care. ----------------- ----- --------

4-./ includes 75 ships indirectly subsidized throu&h government cargoes. 
---~~--- ............ --~-----:-----~--------=.:..__ __ 
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Tl1c proposed Federal maritime program under study in the Administration 
is rec1<ly for submission to the Congress. Its major elements are as 
follows: 

(1) 

,. ·, 

.. ' 

Annual increase in Federal subsidy support of about $150 million 
which will sustain employment of about 54,000 jobs by 1978 as 
opposed to 37,000 by projection of present program. This will 
be accomplished by: 

Sharply expanding U.S. fleet tonnage from 14 million to 20 
million in ten ,years . 

••. Guaranteeing to domestic U.S. ship yards a construction program· 
of 30 ships per year vs. 13 at present. 

Providing an operating subsidy to now unsubsidized operators 
in liner and bulk trade to permit them to compete for the 
expanded u.s.-foreign trad~. 

Maintaining the availability of preference on Government 
cargoes to U.S. flag operators a:nd centralizing its administration 
in DOT. 

·: 
' 

• t ,f •• : t 

. '. 
,,' 

. •· .• (2) 
. • The long-range health of the industry and the protection of jobs 

is improved by reforms in the present policy 

',; ' .·.: ./; > ,.'.: . 
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(3) 
.. ~ . : .. ' . 
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Restructured operating subsidy schemes will remove Government 
from involvement in business decisions of the industry and give 
them competitive incentive. 

Provides a guaranteed basefor ship yards to modernize and 
improve production techniques. 

Provides for foreign construction of some ships (without government·. •• /~ ..... 
. costs)tied into U.S. ship yard levels. ".•1: .. t.( 

.•.. I 
1 

1 : ; : •:; ' ; ti ; ~ • • I 

Provides protection of equities of present domestic operators ': •. :! ·,1,:1,· 
' ·1·•,. ·':,1 

under public hearing procedures while allowing them to selectively, . ..:: . .-);:>· 
in traduce modern equipment. • '•:; .. : :)' 

1
;{i 

Substantially expands research program in maritime area, plus 
nuclear ship development program. 

The Maritime Administration and its programs to be transferred to 
the Department of Transportation so t~at resources available ia 
that Department ~•n be brought to bear on ~aritime problems. 
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Vast majority of industry endors~ program and there is strong support 
among seagoing unions. Key problem is how Paul Hall can find a basia 

: .• ' '· '' .for publicly moving away from opposition to construction abroad by 
U.S. operators. The proposed closed-ended approach of ·.tying level 
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of foreign construction to level of construction in U.S. yards (suggested 
by Hall) offers an acceptable compromise. Administration is 
expected to testify on new program at Bartlett hearings on May l. 
~reaidential.announcement prior -to that date ia needed. • 
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PRCGRAi'\1 FEATURES 

Fleet Renewal and Expansion 

- Industry would have the freedom to replace ships at a rapid. 
rate and expand their fleets -- and the responsibility for 
finding capital and cargo. 

All operators would face world market ship price~, in U.S. or 
abroad. • 

- Operating aid would be available for all ships that industry 
can find capital to build - up to the l:imits shown on the 
pages that follow. , 

- Shipyards and ship operators would have separate direct subsidy 
programs. /, 

Larger Prograrn in .American Shipyards 

- Ship construction program would be increased and held roughly 
level. 

- A separate shipyard subsidy system will be provided. See separate 
attachment for more detail. 

- Shipbuilding subsidy (up to program money limits) would be paid 
shipyards for sales to operators that give most ship value per 
subsidy dollar. • 

- Ships built with shipyard subsidy would be available to operators 
in both foreign and domestic trades -- all ship types. 

- Conversion program for interim NDRF revitalization. 

- Repairs in U.S. yards expected to increase. 

Additional Liner Operators Brought Under Subsidy 

- Present unsubsidized operators can obtain operating aid, initially 
on an experimental basis, using a new subsidy system. 

- New system, after 3-5 year development period, would, if effective, 
be extended to other operators as contracts come up for renewal. 

Direct Operating Aid for Bulk Carriers 

- New bulk carTiers could receive operating aid to enable them to 
compete for carmercial ca.""goes and long tenn charters. 

- Bulk subsidy system \'D.il.d be developed over a 3-5 year period before 
finalization. 

I ' 
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Cargo Preference Retained -- Costs Reduced 

- New subsidized ships wanting to carry bulk government cargoes 
would have "Fair.and Reasonable" rate administered to be close 
to "World Rate" 

2. 

Old unsubsidized ships would be handled under "Fair and Reasonable" 
rates and cargo reserved for th~. 

. /. 

NDRF.Revitalized 

AP-5's would be converted and put back into NDRF; size of program, 
up to 100, related to amount of ac~ive shipping available. 

- Sane returning GAA ships would be repaired and put back in NDRF. 

- Possible early retirement program for mariners and newer ships, into 
NDRF. 

- All ships added to reserve fleet would be under modern preservation. 

- No NDRF ships put in under this feature would be available under 
ship exchange. 

- Dispose of non-usable ships and reduce number of sites. 

Nuclear Ship Program 

- A nuclear ship program, based on a recent study, wo~ld be part of 
the total package. 

Increased R. and D. 

- Increased emphasis on rnarit:ime/port R. and D. as part of transportation 
research package. 

Ship Availability for Defense 

- Subsidized vessels to be available on incremental basis without 
requisitioning. ·Amount available will govern reserve fleet program 
size. 
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Proposed 
Program. 

Current 
Progr>am 
for comparison 

·F.Y. 

1969· 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1986 

PROOHAM LEVEL 

Construction in 
U.S. Yards 

30 per year 
for 5 years; 
then 25/yr. 

13-14 per yr. 

FEDERAL MONEY LEVEIS 

Proposed Program 

546 
582 
573 
532 
520 
483 
487 
489 
452 
444 
495 

3. 

Federal$, 10 Yr. 
Cumulative 

5.1 B. 

3.8 B. 

Current Program 

403 
409 
407 
400 
398 
337 
391 
281 · 
270 
264 
416 

AP-5 Conversion= $60M/Yr. and Nuclear Program, 
would be add-ons to this. 
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Proposed 
Program 

Current 
Program 
for canparison 

Proposed 
Program 

Current 
Program 

CUMULATED COSTS 

First 5 Yrs. 
(FY 69 - 73) 

First 10 Yrs. 
(FY 69 - 78) 

4. 

• Fed. • • Priv~ ·Cap. ·Needs • • Fed. • Pri v. Cap . Needs 

$2.BB. $2.4B. 

$2.0B. $0.6B. 

FLEET SIZE 'roNNAGE 
(Vtf.[''in Millions) 

·1976 

861/19.0 

641/11.2 

$5.lB. $3.7B. 

$3.BB. $0.BB. 

1986 

1035/27.6 

619/11.6 
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ATrACP.MENT 

SHIPYARD SUBSIDY PFOGRAM 

·The Federal money availabl~ for subsidizing shipyards for merchant 
ship construction would be increased from the FY 1968 level of 
$140 M-to about $222 Min 1969, 1/ which would construct about 30 
ships, depending on the mix of types. In FY 197 4 this t·roulct drop 
to $194 M, sufficient for about 25 ships in a similar mix. The 
size and continuity of the program should enable shipyards to plan 
plant investment that would, in their judgement, be necessary to 
enable them to be more competitive. Induced modernization and 
retooling would permit greater economies of scale and hopefully 
make U.S. shipyards more competitive. • 

The program would handle shipyard subsidies as follows: 

' 1. 

2. 

3. 

4. 

5. 

Construction subsidy rates would be initially cal.cu.lated in 
a rranner similar to the present system.to indicate the best 
estimate of percentage difference between U.S. costs an:i 
weighted average foreign costs, separately for liner vessels, 
dry bulk carriers and tankers. These rates (for example, 55% 
for liners, perhaps 50% for bulk and tankers) would be promul­
gated by MarAd and fixed for an initial two to three year period~ 

The U.S. ship purchaser would rave the Ml freedom to i) 
purchase his ships either in the U.S. yard or abroad based , , 
on price and any other considerations he may wish to include,; 
such as ease of repair and supply, etc. Thus, except for j 

additional safety requirements for U.S.· regj_stry or more. / 
expensive crew quarter needs, _he faces the same ship prices / 
as any world market ship purchaser. : _,.,,/ . .,-, 

Added defense features would be financed as added cost·to 
the government, as at present. • 

The U.S.· shipyard, with knowledge of his costs, the subsidy 
rate and world ship prices, could design ships for sale to 
operators, could bid on contracts offered by ship purchasers 
and could negotiate on a completely free basis with the operators. 

Proposed contracts for construction would be brought to 
MarAd who would pass on the f:;eneral specif~.cations of 
ships for U.S. operators. Subsidy money to the limit 
appropriated for the year 111ould be allocated to yards 
·with preference to contracts for U.S. operators with 
choice between contracts being made on a production-per­
government-dollar basis. 

lTin FY 1970 and 1971 the prop;;ram assumes construction of 3 combination 
- cargo/passenger ships now scheduled in The nrace Ljne's replacement 

program. This would add $30 Min each of' those years. 

I 



2. 

6. After some actual experience has been ohtained relating to 
construction abroad for U.S.· registry, the subsir1,y rates 
would be reset periodically at increments of 3 yea.rs at levels 
more accurately reflecting the actual competitive ctifference 
between U.S. and foreign ship construction prices. 

7. Ship repairs would not be subsidized inasmuch as the present 
50% duty and the convenience of repair. in U.S. yards for all 
domestic operators and most U.S. operators in the foreign 
trade is considered to offset any competitive price advant~e 
now held by foreign yards. This matter would be monitored 
and opened for revie'.-l after five years. 

8. Title XI loan guarantees would.not be available for foreign 
construction. 

9. Construction reserve funds could be used for foreign as well 
as U.S. construction. 

10. Shipovmers purchasing; ships abroad would be urged to truce 
maximum advantage of financing., interest rate and ship 
pricing arrangements that are offered by foreiP7} countries. 
(In many cases these will represent subsidization of ship 
prices by foreign countries.) 
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PRCGRAM FEATUPJ~S 

Fleet Renewal • and Exu·ansion 

- Industry would have the freedom to replace shi.ps at a rapid 
rate and-expand their fleets -- and the responsibility for 
finding capital and cargo. 

- All operators would face world mark~t ship prices, in U.S. or 
abroad. 

- . Operating aid would be available for all ships that industry 
can find capital to build - up to the l:irni ts shovm on the 
pages that follow~ 

- Shipyards and ship operators would have separate direct subsidy 
programs. 

T.arger Program in A~erican Shipyards 

Ship construction program would be increas~d and ~eld roughly 
level. 

- A separate shipyard subsidy system will be provided. 

- Shipbuilding subsidy ( up to program money limits} would be paid 
shipyards for sales to operators that give most ship value per 
subsidy dollar.· • 

Shl.ps built with shipyard subsidy wou.ld be available to operators 
in both foreign and domestic trades -- all ship types. 

- .Conversion program for interim NDRF revitalization. 

- Repairs in U.S. yards expected to increase .. 

Foreign Construction Permitted 

- Foreign construction for U.S. registry would be pennitted at 
levels tied to program level in U.S. yards. 

Additj_onal Liner Operators Brought Under Subsidy 

- Present unsubsidized operators can obtain operating aid, initially 
on an experimental basis, using~ new subsidy ~y~t~m. 

- New system, after 3-5 year development period, would, if effective, 
be extended to other operators as contracts cane up for renewal. 
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Direct Ooerating·Aid for Bu1k Carriers 

~ New bulk carriers could receive operating aid to enable them to 
canpete for ccmnercial cargoes and long term charters. 

Bulk subsidy system would be developed over a 3-5 year period before 
finalization. 

·cargo·Preference Retained -- Costs Reduced 

New subsidized ships wanting to carry bulk goverrnnent cargoes 
would have "Fair and Reasonable" rate administered to be close 
to "World Rate". 

- Old unsubsidized ships would be handled under "Fair and Reasonable" 
rates and cargo reserved for them. 

·1nRF Revitalized 

AP-S's would be converted and put back into NDRF; size of program, 1 

up to too, related to amount of active shipping available. 

- Some returning GM ships would be repaired and put back in NDRF. 

- Possible early retirement program for mariners and newer ships, into 
NDRF. 

- .All ships added to reserve fleet wo~ld be under modern preservation. 

- No NDRF ships put in under this feature wo11.ld be available under 
ship exchange. 

- Dispose of non-usable ships and reduce number of ~ites. 

Nuclear.Ship Program 

- A nuclear ship program, based on a recent study, would be part of 
the total package. 

Increased R. and D. 

- Increased emphasis on maritime/port R. and D. as part of transportation 
· research packa0e . 

Ship Availability for Defense 

- Subsidized vessels to be available on incremental. basis.without 
requisitioning. Amount available will govern reserve fleet program 
size. 
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Proposed 
Program 

Current 
Program 
for ccmparison 

F.Y. 

1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 

1986 

PROORJ\M LEVEL 

Construction in 
U.S. Yards 

30 per year 
for 5 years; 
then 25/yr. 

13-14 per yr. 

'FEDERAL MONEY LEVELS 

• ·rroposed Program 

546 
582 
573 
532 
520 
Li83 
487 
489 
452 
444 

495 

3. 

Federa.1 $, 10 Yr. 
Cumulative 

5.1 B. 

3.8 B. 

·eurrent ·program 

403 
409 
407 
400 
398 
337 
391 
281 
270 
264 

416 

A7-5 Conversion= $60M/Yr. and Nuclear Program 
would be a.dd-ons to this. 



Proposed 
Program 

Current· 
Program 
for canparison 

Propose9-
Program 

Current 
Prog;r,am 

ClJ1ViULATED COSTS 

First 5 Yrs. 
• (FY 69 - 73) 

Fed. Priv. Cao. ·Needs 

$2 . 8B. $2 . 4B. 

$2.0B. $0.6B. 

Ff_JJ'SPJI' SIZE 'IDNNAGE 
(IMT j~n Millions) 

1976 

861/19.0 

641/11.2 

First 10 Yrs . 
(FI 69 ..:. 78) 

Fed. 
I 

P:riv. Cap. Needs 

$ 5 . lB. $ 3 . 7B. 

$3. 8B. $0. 8B. 

1986 

1035/27.6 

619/11.6 
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A PROGRl\M FOR MERCHANT MARINE PENEWAL 

BACKGROUND 

In recent yea.Y>5 a nU1Tber of serious efforts have been made to 
establish new policies and programs for the merchant marine. Many 
governrrent agencies, aJmost every independent industry group and a 
number of knowledgeable individuals have expressed their views. As 
a result, the objectives and expressed wishes of most institutions 
and key individuals are available and well-known. The diversity of 
goals and special interests of all of these groups makes any broad 
consensus difficult and probably makes corrplete agreement irrpossible. 

Here in brief form are the points considered most irrportant by 
the government groups and by industry. These are the points which 
nust, in some form, be considered in a program. They are considered 
in the progra.'11 proposed in this paper: 

- Governrrent Program Objectives 

1. Foreign construction: The opportunity for American ship­
owners to purchase their ships at world 111arket prices 
without restraint imposed by need for governrrent appro-
priations. • 

2. An operating subsidy system that would have built-in 
incentives toward more productive, competitj_ve and 
efficient operations; and with less government involve­
ment 1n industry management decisions .. 

3. Rationalization of the cargo preference system to minimize 
costs while retaining "'routing preference." 

4. Availability of active conmercial shipping for use by the 
:cepartrrcnt of Defense in situations less. than full-scale 
national emergencies where use of requisitioni.ng authority 
is not desirable. 

5. Incl us.ion of the Maritirre Administration in the Department 
of Transpor~ation. 

- Industry P1,0E;ram Objectives 

1. A stable or increasing level of maritime ,job opportunities 
considered a key to future labor-managerrent stability. 

2. Protection of the rights of :the present operators having 
contractual arrangerrents with the governrr~nt (including 
trade route or area rights). 

3. Retention of the cargo preference principle. 
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2. 

4. Full recognition and protection of the position and value 
of the commercial shipbuilding and ship repair industry 
from the standpoint of national security and its contribu-
tion to the economy. • 

5. Protection of private capital investments made at U.S. prices 
in construction or conversions of ships. 

6. Retention of cost parity as a base for operating subsidy 
systems. 

7. Reduction to a minimum of government restrictions on ma.'r'lage­
rrent decisions and prerogatives. 

8. Expanded and effective gove:mrnent promotion of use of American­
flag vessels by American exporters and irrporters. 

9. Greater support for M3.ritime-oriented research and development. 

EXPECTED RESULTS OF PROGRAM 

The program proposed does not guarantee that any given size fleet will 
be built -- no program short of nationalization of the merchant marine could 
do thi.s. 

The program would give the maritime industry the opportunity and flexibility 
to fully rr.eet the revolution in technology now under1vay in rnari tim2 transporta­
tion: Containerized general cargo systems and the larg,-2 specialized bulk ship 
systems which are being placed in operation require that heavy capital investments 
in new ships be made at competitive prices. New ship types, particularly the 
large specialized carriers, will inevitably. drive older and obsolete ships from • 
the ocean. The as-yet-unknown irripa.ct of these new developments on the narket 
for shipping services requires that w.anagement be free and flexible in its 
ability to make jud.~ements on new equipment investment and service opportunities. 
'rt1c propo~cd pror.-,ra111 would provide this flexibility: It would lift the cciJ.1.ng 
on e;overnmcnt restraints on fl2et renewal and expansion, extend the ppvcrnrnent 's 
willingness to provide assistance and reduce the interference in day-to-day 
operations. 

The opportunity provided by the revolution in technology is tinely: 
Competing foreign merchant marines have corrmitted large investments in 
convetional ships which although young, are obsolescent in the light of tech­
nological possibilities. The U.S. Merchant Marine., by virtue of the existing 
stagnation of investment caused by the rigid laNs requiring U.S. construction, 
are in a position to renew and expand under this program with advanced-type 
vessels and systems, thus turning the problem of our obsolete (but largely 
amortized) fleet. to advantage. In a separate conte:xt, the favorable impact 
of a sr..ip construction and fleet ei-..-pansion program of this size upon the 
over-all American economy would be considerable - steel and equipment sales., 
for example., wou~d generate useful secondary economic effects. 



If the maximum opportunities for investment and expansion were taken by 
1 

the industry, the Federal cost in subsidies per ton carg;o carried in the foreign 
trade would decrease to about $5 per ton by 1979 (the tenth year of the program), 
from the present $12. Fleet size would increase from 14. 5 M DWT . ( 955 ships) 
to 21.6 M Dvlr (910 ships) by 1979 and 27.1 M D.~!I' (1035 ships) by 1986. P.oth 
shipyru."<i and shipboard errployrnent would be increased. 

The cumulative Federal costs over the first' ten years of the program 
would be about $5.1 billion. At present, the differential rate payments 
under the indirect subsidy of cargo preference make up about 20% of the Feder1 
subsidy costs. Under the proposed program this reduces to 10%, with direct . 
subsidies for shipyards and operators making up ·the balance. 

DESCRIP"rION OF PROGRAM FEATURES 

- Separate Subsidy Programs for Ship Operators and Shipyar:ls: Ship 
operators and shipyards would have separate.direct subsidy programs: 

. Shipyards would receive subsidy in order to enable them to 
compete in the construction and sale of merchant ships at world 
market prices . 

. Ship operators could purchase their vessels at world market ship 
prices and receive operating subsidy to enable them·to operate 
flexibly and competitlvely in the world narket for shipping 
services. 

These programs are separately described below. 

Fleet Renewal and Expansion: 

Operators in Foreign Trades: Ship operators in foreign 
trades would be permitted to bu:y ships at world rr.arket 
prices either by purchasing ships built in U.S. yards under 
the shipyard subsidy program or in foreign yards. Foreign­
built vessels would be registered under U.S.-f1ag, manned 
with U.S. crews and would have all privileges.of U.S. registry 
accorded to similar U.S.-built vessels. Only new foreign-built 
ships would be eligible. General desj_gn features and 
specifications of vessels to be built would require approval by 
the Maritime Adnlinistration to be eligible for operating subsidy. 
Operating subsidy would be available for all ships in foreign 
trade except proprietary carriers, up to the limits of the program 
level. This level allows for about 490 ships under subsidy in 

I 

1979 (10th year) and about 560 by 1986, at annual operating subsidy 
costs estimated at $239 million and $25LI million, respectively. 
War-age ships would have to be renewed before operators could 
expand the number of vessels 1n ~heir fleets un:ler subsidy. 
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Replacement of war-age ships should be completed by about the 8th 
year of t_tie program . 

. Operators in Domestic Trades: Ship_operators in domestic trades 
would be able to purchase ships at world market prices in U.S. 
or foreign shipyards but· under a licensing procedure which would 
function to protect existing unamortized investments in ships I 
constructed- or substantially converted at U.S. prices~ The 
procedure for placing in domestic trade of a new ship to be built 
at a world rrarket price would be as follows: 

1. The operator would make application to the Maritime 
Administration with his proposal. 

2. A hearing would be scheduled and opportunity to be 
heard would be available to those who considered that 
their existing ship investment equity would be jeopardized 
by the proposal. 

3. The application, together with hearing record would be 
considered by the Ma.ritime Subsidy Board, who would decide 
whether the ships· could be entered in the service (subject, 
of course, to norrr.al ICC certification). 

4. Appeal by either applicants or opponents could be made to 
the Secretary of Transportation. 

Entries would be considered on a trade-by-trade basis: There are 
some domestic trades where there would be small likelihooo of 
either opposition or jeopardy.of existing investment. No operating 
subsidies would be available in domestic operations. 

The program would call for removing all restriction on foreign 
construction of U.S.-flag, U.S.-manned vessels for domestic trades 
in FY 1980, 12 years after the progra11 starts . 

. Trade-in Vessels: Existing vessels of operators in either domestic 
or foreign trade could be purchased into the National Defense 
Reserve Fleet, depending on the needs of the NDRF and tLe vessel's 
potential ,1tility to the NDRF in terms of condition and type of 
configuration. 

Renewal Preference to Existing Operators: Applications by existing 
operators for ship purchases under the shipyard subsidy program, 
for permission for foreign construction or for operating subsidies 
would be considered ahead of similar applications by new operators. 

I • 
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- Shipyard Subsidy Pro.~am: The Federal rroney available for subsidizing 
shipyards for merchant ship construct ion would be increased from the • 
FY 1968 level of $140 M to about $222 M in 1969 y which would con- I 
struct about 30 ships, depending on the mix of types. In FY 1974 this 
would drop to about $194 M, sufficient for a mix of about 25 ships. • 1 

The size and continuity of the program should enable shipyaros to plc0 
plant investment that would, in their judgement, be necessary to enable 
them to be more.corrpetitive. Induced modern...tzation and retooling would 
permit greater economies of scale and hopefully make U.S. shipyaros • 1-

• I 

more competitive. : 
I 

The prog:r·arn would handle shipyard subsidies as follows : 
I 

2. 

Construction subsidy rates would be initially calculated in I 
I 
I 
I 

a manner similar to the present system to indicate the best 
estimate of percentage difference between U.S. costs and 
reasonable foreis;n costs. These rates would be prorrulgated 1 

by MarAd and fixed for an initial two-year period. 

The U.S. ship purchaser.would have the full freedom to 
purchase his ships either in the U.S. yard er abroad bazed 
on price and any other considerations he may wish to include, 
such as ease of repair and supply, etc. Thus, except for 
additional safety requirements for U.S. registry or more 

• expensive crew quarter needs, he faces the same ship prices 
as any world market ship purc~aser. 

3. Added defense features would be financed as added cost to the 
government, as at present. 

4. The U.S. shipyard, with knowledge of his costs, the subsidy 
rate and world ship prices, could design ships for sale ta 
operators, could bid on contracts offered by ship purchasers 
and could work en a completely free basis with the operators. 

5. Proposed contracts for construction would be brought to 
MarAd who would pass on the general specifications of 
shlps for U.S. ope~ators. Subsidy money to the limit 
appropriated for the year would be allocated to yards with 
choice between contracts being made on a productivity foriTiula 
basis. 

6. After some actual eA-perience has been obtained relating 
to construction abroad for U.S. registry, the subsidy rate 
would be reset after the initial two-year pericxl and after 
that annually a.t levels more accurately reflecting the 
actual competitive difference between U.S. and foreign ship 
construction prices. 

1/. In F'Y 1970 and 1971 the program assumes construction 0f 3 combination 
- cargo/passenger ships now scheduled .in replacement program of a sub­

sidized line. This would add $30 Min each of those years. 

II 
I 
I 

. I 
I 



6. 

Shipyard subsidy would not cover repairs inasnuch as the 
present 50% duty and the convenience of repair in U.~. 
yaros for all domestic operators and most U.S. operators 
in the foreign trade is considered to offset any competitive 
price advantage now held by foreign yards. This matter would 
be monitored and. opened for review after five years. 
NOI'E: Subsidized operators under present contracts would 
continue to receive ''M&R" as an item of subsidy and would 
be required to repair in U.S. yards until termination of 
their contracts. 

8. Title XI loan guarantees would be available to U.S. operators 
for foreign construction. 

9. Reserve funds could be usej for foreign as well as U.S. 
construction. 

10. Shipowners purch.asing .ships abroad would be urged to take 
rnax:imum advantage of financing, interest rate a."ld ship 
pricing arrangements that are offered by foreign coW1tries. 
(In many cases these ·will represent subsidization of ship 
prices by foreign countries.) 

11. U.S. shipyards can build ships for foreign purchasers if not 
enough U.S. ship purchase contracts develop in a given 
year. Priority would be given to all U.S. purchasers 
before allowing any foreign ship purchases unde~ shipyard· 
subsidy. 

I 

I I 

' 
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- Foreign Cortstructiort·r.evels ·would be tied to U.S. Construction: 

• ·The level of money that. American ship purchasers (operators) 
wotµd be allowed to place abroad in any given fiscal year would 
be tied to.the amount of New Obligational Authority (NOA) 
approved for that year by the Congress for shipyard subsidy. 
When after 5 years the program goes to a level of roughly 
25 ships, or in some future year the Congress appropriates 
a lesser amount, the allowable foreign construction authoriza­
tion would be scaled drnm so that at a level of appropriation 
of about $110 million or roughly a mix of 15 ships, no foreign 
construction would be alloNed for that year. The scale relating 
the two .figures is shown on the chart below: 1/ 

Relationship Between Federal Money Appropriated 
• ·(New Obligational Authority) for U.S. Shipyard-:-

Subsidy and Private Money Allowed to be • 
• Placed Abroad for Foreign Construction 

of Ships for U. S. Registry and Full Privileges 
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The interrelationship of money and approximate numbers of ships assunes a mix 
of liners) bulk carriers and tankers and assumes a ship price differential 
between U.S. and foreign yeards of approx:unately 50%. 'J.nese are exa~ples 
and would require revision when changes- are made in the mix o:- the U.S.­
foreign di:Cferential. 

I 
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• To allow adequate time for design and contract letting, and 
to allow for longer.production runs of standardized vessels, 
the relationship would be cumulative over a period of up to 
five years, that is, the annual authority for placement abroad 
based on the above table would be cumulated over a period of I 

• up to five years . 

If the level of NOA for ship construction ir1 the U.S. were 
to fall to $110 M or below (roughly equivalent to an average 
mix of 15 ships) , no foreign construction placement would be 
allowed for that year. 

Operatine; Subsicty·Programs: 

• New Liner Contractors: The four present unsubsidized liner 
operators (about 85 ships) plus any new qualifieg applicants 
would be placed under experimental contracts for a 3-5 
year period for the purpose of developing an operating 
subsidy system that ~"'Old provide greater incentives to 
efficient> productive and canpetitive operation while 
allo~ring the government to reduce its surveillance and 
stay out of the operator's management decisions. The 
system wculd be worked out with the participating operators 
in the next 30~60 days and taken to Congress for such 
legislative char1ges as are needed to conduct the experi-
ment . A number of systems could be considered and tried. 
The system (or systems) will be monitored and adjusted 
during the 3-5 year developmental period and at the end 
of the period, if effective and acceptable, the best 
system would be utilized for long-term contracts with 
the experiment participants~ who in any event , would 
have an option for long-term contracts under whatever 
system the government finally settled on for liner· 
operating subsidy. • • 

• Present Subsidized Contractors:· The present contractors 
would be asked to participate in monitoring the experiment 
to insure that the system would work effectively for them. 
At the end of their present contracts, or earlier if 
operators desire, renewal contracts would include whatever 
new system had been developed. Operators whose contracts 
would terminate during the development period, would be 
given extensions of their present contracts until after t~s 
period in order that they and the govenment could evaluate: 
the results of the new proposed system. 
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• Bulle Operators: The. operating subsidy for bulk carriers 
would be a streamlined, administratively sLuplified cost 
parity-based system. The system would be slightly different 
for long-term t:ime charter operations and shorter-term 
arrangements. 

I.ong-term Operations: 

l. Entrepreneurs planning to set-up or bid upon a 
long-term charter (for example, a 10 or 15 year 
ch~~er to move coal or ore for a steel industry 
operation, here or abroad), prior to making his 
bid would bring the details of his ~roposal and 
its costs, including shipbuilding plans and costs 
(assuming the package to include construction of 
new ships) to the Maritime Subsidy Board. 

2. The Boa..""D, using streamlined evaluatior1 procedures to 
reduce the time required for processing, would decide 
on the size of annual subsidy payment that.the 
govern.--nent wouJ.d make to the operator and would set 
times during the proposed charter period, for example, 
at the end of each five years , when the subsidy 
arTangement woul.d be reopened for evaluation and ad­
justment. Perfonnance requirements ~rould be included 
in the government's agreement with the operator 
consistent with th~ nature of the operations being con­
templated under the proposed charter. These matters 
would be on a confidential basis between the Board 
and the operator to avodi jeopa.rdizing the operator's 
competitive bidding or negotiating position. 

3. T'ne Board's decision would form a canmitment to the 
operator, shoud he obtain.the contract, and he can 
then make f-lis bid (or. negotiate) for the charter 
allowing his bid price to reflect the subsidy. 

•• ·short~term Operations: 

1. Operators contemplating shorter-tenn time charters 
(for example 1 or 2 years) contracts of af:f'reightrnent, 
etc., would bring the details to the Maritirr.:.: Subsidy 
Board, as above. 

2. Depending on the length of a.rTangement contemplated, 
the Board could commit for a one-time subsidy payment 
or a"'lnual peyments , with perfonnance requirements con­
sistent with the charter. 

3. 'Ihis carrritment could then be used by the oparator in 
his bidding or negotiations. 

I 
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- Subsidized Bulk Operations to be Related to U.S. Foreign Trade: 
To receive subsidy, bulk operations would have to be related to the 
U.S. Foreign Trade. However, these subsidized operations could 
have one or more legs in crosstrades between foreign countries as 
part of their overall operation. 

Cargo Preference: Cargo preference would be retained but its costs 
would be reduced by allowing new subsidized bulk ships to compete 
for the cargoes, in conjunction with their commercial operations·. ! 
Cargo preference would be administered. under "Fair and Reasonable" r 

ceiling rates, and subsidized new ships built at world market prices j. 
would have "Fair and Reasonable" rates administered so as to reflect I 
the su!Jsidy and be at the competitive world rate. 'Ihe potential impact 
of new bulk ships would not begin to be felt tmtil 1971 and would not ! 
be expected to be of significance until about 1973 or 1974. Cargo I 
would be reserved for the older ships and independent tankers at an I 
annual cost of roughly $33 million in differential rates. 'Ihe proposed 
program contemplates that the older. tonnage.would be scrapped when 
it was no longer useful in cargo preference and that the operators 
would construct new tonnage at world market prices and possibly even 
enter other trades. 

Liner cargo preference would be continued as at present at an 
estimated differential cost of about $11 million. 

In considering cargo preference, the prograrn 11'1.akes the assumption 
that PL 480_shipments may gradually increase from the present roughly 
8 million tons per year up to roughly 10 million tons over the next 
ten years. 

The program recommends that the maritime_ promotional features of 
cargo preference administration be centralized in the Department 
of Transportation. • 

- Nuclear Shio Progra~ 

'Ihe proposed maritime progra111 would include a nuclear ship program 
as part of the total package. 

• Set up a joint program with a selected ship operator to develop 
and construct 2-4 nuclear co!'1tainer ships to form a complete high 
speed system. 

• Establish a parallel Research and Development program aimed towards 
development of an economic reactor system. 

• Operate the SAVANNAH in her present condition as a cadet training 
vessel for the Federal and State Maritime Academies for three years; 
followed by two years of crew training. After five years, re­
evaluate the need for the SAV.lu'JNAH .. 

I 
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Research and Development 

'Ihe program contemplates increasing the annual level of effort in 
Maritime-related research and development to roughly $24 Mas part of 
the Department of Transportation R & D program. Mari time R & D would 
include shipbuilding, ship operating, ports and maritime aspects of 
transportation systems. 

- Ship Availability for Defense Needs 

'Ihe program would include arrangements for.the availability of ships 
from the active fleet on an incremental basis without the need for requisi­
tioning. 

A plan being discussed between the Department of Defense and the 
present subsidized operator (project RESPOND), calls for several levels 
or stages of ship availability, keyed to particular levels of Defense 
activity. 

'Ihe details of this system remain to be worked out between tne 
Depa..vrtment of Defense, the Department of Transportation and the repre­
sentatives of the private operators. 

Revitalization of the NDRF 

The program includes a proposal for the revitalization of the NDRF 1/ 
in order to provide a "sur 6e capability" to meet peak emergency needs in­
future crises with less disruption of commercial services: 

1. The roughly 100 Victory (.A.P-5) -- class troopships in the NDRF 
would be converted and jumboized into general cargo ships of 
about 13,700 measurement tons (550,000 cubic feet) capacity, 
with cargo handling gear capable of up to 60 long ton lifts. 
This would be done over a five-year period comnencing in FY 1969 
at an estimated cost of $2. 8 million- per ship. Every effort 
would be made to obtain a lower unit price through .competitive 
bidding for larger numbers of the conversions to a single shipyard. 

2. Returning Victory cargo shi.ps now under general agency agreement 
operatior~ would be selectively repaired and returned to the fleet. 
Up to 100 - 150 ships could be affected over the next five years 
at an estimated average cost of $140,000 each. 

-
3. Sui table ships o~med by existing operators coul.d be purchased 

as "trade-insn under the ship renewal portion.of the program 
and wou1d provide additional us_able NDRF capability. 

4. Unusuab1e ships in the NDHF would be sold for scrap or other non- . 
ship uses as rapidly as possible. 

5. Converted and returning ships would be placed under modem 
preclervation. • 

I 
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6. In the mid-1970's the desirability of early retirement of post­
war age ships for NDRF use would be considered in the light of the 
needs at that time. Early retirement of post-war ships before 
that tirne would mean taking newer ships out of active service 
while i:.•:rar-age ships would still be in service and under subsidy. 
This is considered to be contrary to the active fleet renewal 
objectives of the program. 

7. Converted and upgraded ships in the NDRF would be excluded from 
ship exchange provisions in order to keep a better quality 
"surge capacity" for emergency use. 

1/ The size of reconversion program would be dependent upon success of 
ClL-rTen'c DoD/CASL negotiation on subsidized ship availability -- if 
considered satisfactory., the NDRF revitalization program could be 
reduced from the described maximum program. 

I ' 

' , 
I 
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SUMMARY OF ·COSTS PJ.'JD EFFECTS 

It should be re-emphasized that the proposed program provides no 
guarantee that a fleet of this size will be built, but rather, by providing 
for the availability of federal funds together with restructured, less 
restrictive policies, removes government restraints on decisions by maritime I 
industFJ management regarding the amount and timing of investment and 
constraL~ts on the degree of competition for a larger share of their market. 
Put another way, the program provides the maritime industry with the oppor-
tunity to grow to this size if it will make the investments and develop 
the business. Thus, the benefits to the maritime ir1dustry in tenns of 
higher construction levels, larger fleet size and high and stable employment 
level, would all depend on the industry's own actions (by both management 
and labor) to operate with efficiency and stability. 

Of course, ·the Federal costs will be directly proportional to the 
industry's success in locating investment capital and busi.Yless: Goverrment 
costs would reach the levels shown only if industry was successful in 
expanding their activities to the limits shown. 

- Program Level: The cost and effects figures shown below are for a 
program that would increase t27 Federal input into U.S. shipyards 
by about $80 million annually- for new constructi~9· This would 
allow for a shipbuilding program of about 30 ships- per year 
for .five years, followed by 25 ships in subsequent years. As shown 
below, NDRF revitalizations and nuclear ship program would be added 
to this in the· early years. 

Summary comparison figures are.also given for over-all costs and 
effects of the current program. Federal costs include shipyard 
subsidy, operat:ing subsidy and costs of cargo preference differential 
rates.. • 

- Summary Comparisons: 

Proposed Program: 
Current Program 

Construction in. Cumulative 
U.S. Yards Fed. Costs 

30/25 
13 to 14 

1o·Years 

$5.1 Billion 
$3.8 Billion 

Fleet Size 
in 

DWT at 10 Yrs. 

21 Million 
11 l\'T.illion 

1/ Ov--er FY 1968 levels-considerable more if related to ship construction 
fund:L""lg levels of the past several years. 

2/ A mix .of 14 liners, 10 bulk carriers and 6 tankers is assumed as an 
example. 
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- Proposed Program Detail Levels: 

1. Construction and Conversion Program Fiscal Years 

1969-73 -1973 on 
Construction in U.S. Yards 

Ships, per yea:r. 
Fed. $, per yea:r. .. 
Private Investnw~nt 

30 
$223 M 
$206 M 

25 l 
$194 M (less in some yrs.) 
$179 M (less in some yrs.) 

(Add $30 M in 1970-1 to cover costs of 3 combination ships in 
each of these years.) 

Conversion of AP-5 'Irool?.!?hips for NDRF, U.S. Yard.s: 

1969-1973 

Ships, per yr. • 
Fed.$., per yr. 

20 (total: up to 100) 
$56 M ($280 M) 

(Add for Victory Ship rehabilitation: up to $7 Min each of 3 
years upon their return to the NDRF.) 

Construction in Foreign Yards: 

1969-74 . 1975 1976 1977 on 

Ships up to 38 19 16 4 or less 
Private Invest. 

needed $260 M $108 M $85 M $20 M (-) 

2. Forecast Estimate of Total Actj_ve Fleet Size 

FY Ships Millions of DWI1 

1969 955 14.5 

1973 875 16.4 

1977 877 20·.o 

1980 928 22 .. 5 

1983 979 24.7 

1986 1035 27.1 

. I 

I 
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3. Ten-year forecast estimate of Federal Subsidies!! 

($Millions) Direct Indirect 
• Direct Shipyard Operating ·cargo Preference 

FY Subsidy ·subsidy ·subsidy Total 

1969 222 239 85 546 

1970 25:#' 240 87 582 

1971 25:#' 243 75· 573 

1972 222 246 64 - 532 

1973 222 245 53 - 520 

1974 194 245 44 483 

1975 19Li 2Li9 44 487 

1976 193 252 4ll 489 

1977 186li 246 44 476 

1978 186li 238 44 468 

1986 194 255 46 495 

1/. _toes not include costs for Federal and $tate Academies or Public Health 
.Service Costs. 

2/ Includes $30 M for replacement of 3 combination cargo-passenger ships. 

3/ Reflects reducer liner content of rrdx due to completion of first-flight 
replacement of current subsidized lines. 

l 
! - ·• 
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A. Comparative Federal Support 

Five year forecast of Federal levels of support 
for operating and construction differential 
subsidies. 1/ 

Current Proposed 
Fiscal Year Program Program 

1969 $313 $461 
1970 316 495 
1971 309 498 
1972 298 468 
1973 291 467 

1/ Assumes today's dollar value - cost escalation would 
require upward adjustment. 

Does not include programs proposed for research and 
development, nuclear ship development or upgrading 
the reserve fleet -- these would add an additional 
cumulative total of $732 million for the five-year 
period. 

B. Shipyard Employment 

Since controversial element is ship construction, the 
following table shows shipyard employment for commercial 
shipbuilding under proposed and current tonnage. The 
employment figures are approximate and do not reflect 
lag between availability of funds and actual construction. 

Fiscal Year Current Proposed 

1969 '9,800 • 21,000 
1970 9,800 21,000 
1971 9,800 21,000 
1972 9,800 21,000 
1973 9,800 21,000 

These figures reflect a 30 ship/year level at 700 
man years/ship. In later years program would drop 
to 25 ships/year or 17,500 in employment. 



·Proposed 
Program 

Current 
Program 

FLEET SIZE TONNAGE 
(DWT in Millions) 
Number of Ships/DWT 

1976 

861/19.0 

641/11.2 

1986 __ 

1035/27.6 

619/11.6 





Proc;ram for Merchant Mar:i.ne HE:ncwnl c:ind Expansj_on 
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Puroose of Pror:rctrn -- To create Federal maritime promotional pror-;;rams 
and policies which :Ln cooperation with industry will (a) provicle incen­
t.i.ves for modernization of the shipbuilding industry; (b) permit t:imely 
and.rapid increase in the number of modern vessels operating under U.S. 
flag; (c) improve the competitive role of the U.S. merchant marine in 

t -., , • ~ 
i.; ... , I 

our forei[91 comnerce; (d) establish a predictable level of Government 
support to stabilize future maritime job opportunities and thus promote 
stable labor-management relations; (e) sustain a U.S. maritime capability 
for meeting national interest requirements; and (f) expand Federal re­
search and development activities to enhance the competitive position 
of the U.S .. merchant marine. 

Descr1ption of Proe;ram Features 

-- E;~pancJ nupport for U.S. srdg con,:,truction :lndw, try: IncreaGe con­
struction subsidies from 19 8 level of $140 million to about $222 
million in 1969. Pay subsidy directly to shipyards to help them 
compete for customers on world market. This level will subsidize 
construction of about 30 ships annually (depending on the mix of 
types) as contrasted to recent subsidy -support for an average of 
13 ships annually. This program level would be maintained for 5 
years and thereafter continued at a level of $194 million annually 
(about 25 ships per year). While the present subsidy principle 
of reducing U.S. cost-differential with foreign competitors to 
parity would be continued, the computation·would involve types of 
ships rather than individual ships and would be constant for a 
fixed period of years. 

Increase Federal su ort to romote ex ansion of U.S. flag fleet 
ooeration: Extend operation subsidies to all U.S. flag ships liners· 
and bulk carriers) in foreign trade (except proprietary carriers). 
Retain cost parity principle but introduce more flexible systems 
of administration with less Government involvement in management· 
decisions. The SJ.lbsidy would cover about 490 ships by 1979 and 
560 ships by 198b • To the extent that ship operators are unable 
to purchase vessels at world prices under expanded construction 
program in U.S. yards, they would be permitted to register foreign­
built vessels under U.S. flag to be manned by U.S. crews. These 
vessels would be eligible for both operating subsidy and cargo 
preference privileges. 

- Promotional incentiv=s to expand waterborne domes•~ic trades: Pennit 
• dome~,tic ship operat,)rs ( including Great Lakes) tn purchase shi~ s 

at world market pric,~s (U.S. or foreign shipyards) under a licer­
sing procedure involving public hearings to protect unamortized in­
vestr1ents in exist·ing ships constructed or· substantially converted 
at U.S. prices. For,~ign-built ships would be adrm.tted on a trade­
by-tr•ade basis without freedom of changing trades. (For examplEi, 
pernd ssion to operat•~ world-market price ships in the Hawaiian 
trade would not allow operator to extend operations to coast-wifie 
or other non-continguous tratj.es.) 

I 



Eventual arnortJ zation of inve0tmcn~ ~3 in higher priced U.S. ships 
should permit unrestrained frE:edom to.purchase vessels and elimi­
nat.i.on of the licensing procedure at a later date. 

2 

Re tent Jon of carr~o preference: Hetain cargo preference but reduce 
rate differential as new and more efficient bulk carriers are brought 
into trad9. Perrru.t ships to c2.r·ry commercial cargoes on return trips 
with appropriate operating subsidies. Most cargo preference aclmini­
straUon would be 80nsolidated l~Yler the Department of Transportation. 
A portion of cargo preference c;a.rgocs would be reserved for older 
ships and independent tankers until phase out of older tonnage. 

Shjp availability for Defense needs: Execute agreements with ship 
operators to assure ship avaiJ.ability keyed to particular levels of 
Defense activity. On a selective basis· vessels in the _National De­
fense Reserv,2 Fleet would be renovated and upgraded ( cost of $60 
m-1.llion per year) to provide "surge capability" for peak emergency 
needs. Defense experience clearly demonstrates that maintenance of 
the reserve fleet in the manner proposed is a least-cost approach 
to support emergency requirements. 

Promotion of nuclear powered mercha.'1t marine: Undertake extensive 
research in the technology and eco:i1omics of advanced nuclear ships 
looking to the possible construction of one or more vessels and the 
continued operation of the SAVANNAH. 

Ex;X::Ylded nari t:imc r,~search and development program: Increase mari­
tfo1e research support in shipbuiJding, shJp operations, port devel­
opment and other maritime a:ceas ·to level of $25 nilHon annually as 
part~ of the Department of Transpor·tation research program. 

'T'm.n~..;fer Maritj1nc Adrntnistration to Department of Transportatlon: 
Mar:i.t.imc-related transportation pr·op;rarn-s would be transferred to· the 
Deps1·tmcnt of TransportaU.on thus assuring that ocean shipping rece1vc 
sj1nilar promotional support as presently provi.ded to other transpor­
tation modes in top_policy councils of the Executive branch. J\fiari­
time Subs.idy Board would be recon~3tituted to excr·cise r.;rcatcr cle.[!,ree 
of independence than pre::,ently afforded in Mari time Administratj_on. 

Sumrnry Hcsults of Ptorn··a.m · · • · 

'.l11-1e pt·c,po~')cd pcog:r,,1.rn arproxirnately doubles the; leveJ. of Federal cu ;port 
to U.S. mer-~hant rn2.rJnE· for period 1969-1973 and \vo~ld earmark app::-1oxi­
riil;Jt0ly mJ billion for 1:::-1rit:l.rrt:: pror:r·mns·ctuririE:, that pc·dod. Domcsc:k 
Ghipbuj Mini~ .j obti wCJul.d builc1 up to level of 20,000 annually by lS 72 as 

. opposed to present lev<?l of 10,500. It ls estimatec that by 1980 thif~ 
prop;r>~1rn wH l support sh:.i.pboard .5 obs at a level of about· LIO, 000 as con­
tt•a;,iLC~d to n level of 25,000 undc1~ pr6,1 c.~ctc..':,d present pr0gr•run l~vehi. •• 
lndut;t:r·y would bt~ f)laced i~l .~,ti .... onger· c;pmpctitj.ye po-r: J tion :i.n our fo1\d F~n 
trade. 
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Both Government and Jndustry will ben0fi t from hlr:ber ship constructi.on 
levels in U.S. shipyards, expanded U.S. flag fleet and hip;her and stable 
employment levels. Combined, these will :lJnprovc substantially 'bhe econ­
omic position of the industry and promote U.S. prestige abroad through 
a more efficient and diversified U.S. merchant marine. 

• 

l 
l 
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Summary of Features of DOT Maritime Program 

August 24, 1967 

Ship Construction 

1. The ship construction provisions of the program would be controlled 
as described below by the independent "Civil Maritime Board." The 
structure of the Board is summarized here: 

a. The Civil Maritime Board would be composed of the· "Director 
of Maritime Operations" as chairman and two independent 
members. (See attached organizational sketch.) 

b. The Director o~ Maritime Operations is a Presidential 
appointee, confirmed by the Senate, and serving at the 
pleasure of the President. 

-c. The two independent members will be presidential appointees, 
confirmed by the Senate, with a tenure of office of four 
years. 

,,,-- 2. There would be no ship construction permitted outside the U. S. until 
two years after enactment of the legislation (i.e., probably FY 1971). 

3. After the two-year waiting period, the Board would have the authority, 
based on criteria to be set in the Act by the Congress, to decide 
wh~ther bids submitted by U. S. Yards were: 

• 

Reasonable in price 
Reasonable in terms of delivery schedule 

Price and delivery schedules are considered to be indicative of the 
capacity and desire of the shipyard industry to perform the work. 

The Board's decisions would be final and not be subject to review by 
the Federal Maritime Administrator or the Secretary of Transportation. 

In the event th'at a bid is not considered by the Board to be reasonable, 
the Board may permit the operator to construct a limited number of 
vessels outside the U. S. for U. S. registry an~ ~anning witp full 
privileges . 

4. Appropriations for construction-different~al subsidies would average 
about $260 million annually which, with the ship purchaser's share 
of the price, would be equivalent to about $520 million in U. S. 
shipbuilding business. This amount would be sufficient to build a 
mix of about 30 ships per year consisting of cargo ships and bulk 
carriers. Unobligated funds in any one year would carry over to the 

I 
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2. 

following yenr. It is contemplated that the program would last 
for 5 years after which ti~e it would be reviewed. Construction 
subsidies would be paid directly to U. S. shipyards with the level 
of subsidy determined by application of a subsidy rate to the contract 
price for ships to be constructed. 

5. Construction of standard ships would be encouraged. Preferred con­
sideration would be to vessels which would provide the highest 
transport capability measur-~d in terms of sh.ip speed, capacity, 
prospective capacity utilization, number of days of anticipated 
service in trade and amount of subsidy participation. Where feasible, 
more than one ship purchase would be encouraged to util1ze the same 
design·in order to obtain the benefits of serial construction of 
ships. This should reduce the price of e~ch succeeding vessel, with' 
savings to both Government and shipowner. 

6. The procedure to be followed would be: 

a. The price paid by the owne1;· to the sh.ipbu'ilder for a ship 
built in a U. S. shipyard (i.e., the foreign cost) would be 
determined by the Civil Maritime Board after considering 
foreign cost estimates prepared independently by the shipowner, 
shipbuilder and the Maritime Administration staff. The 
shipowner's cost estimate could consist of a firm bid or set of 
bids from foreign yards (including delivery schedules) for the 
number of ships that could be built abroad under the Board's 
criteria, should the contract not be approved for a U. S. 
Yard (Example: He wants to build l0 ships. He gets firm 
bids on four from Foreign yards). If firm foreign bids are 
obtained, they will be given extra weight by the Board over 
estimates. 

b. The Board would make a determination of the ceiling amount 
for a reasonable U. S. price using the formula: foreign cost 
divided by l.Q0 minus the pre-determined construction-differential 
subsidy rate (CDS); i.e., Foreign Cost. 

(1. 00 - CDS) 

c. The U. S. shipyard price would be determined through competitive 
bidding or by direct negotiations between the shipowner and 
the shipyard. 

• d. The initial CDS rate to be used under a competitive bidding 
system will be 52.8% which is an average of actual Subsidy 
Board determinations over the past five years. 

e. The CDS rate to be used under a negotiated price system 
should reflect the cost benefits of direct negotiations 
between shipyard and shipowner. 



r, ·~\,' c;,,,\rd wl.Ll pay the· construction subsidy (equal to the 
difference between the foreign cost or amount to be paid by 
the owner and the bid pr negotiated shipyard pricf) directly 
to the shipyard. 

g. As more accurate foreign cost differentials are developed, 
revised CDS rates will be periodically determined in advance 
for fixed periods of at least one year and for different 
ship· types. 

3. 

h. United States owners may build ships· ·in U. S. shipyards at 
prices in excess of the ceiling established by the Board, 
however, const~uction subsidy to the shipyard would be limiteu 
to the difference between the foreign cost and the ceiling 
price. 

7. Construction subsidy will be available to construct ships for the 
present subsidized segment of the fleet, for the replacement of the 
existing unsubsidized liner fleet and for the development of a modern 
U_. S. Flag bulk-carrying fleet. 

8. Title XI procedures will be streamline·d and modern analytical technisues 
applied wherever possible -in order to speed up handling of applications. 

Operating Subsidy Programs 

1. New Liner Contractors: The four present unsubsidized liner operators ; 
(about 85 ships) plus any new qualified. applicants would be placed 
under experimental contracts for a 3-5 year period for the purpose 
of developing an.operating subsidy system that would provide greater 
incentives to efficient, productive and competitive operation while 
allowing the .government to reduce its surveillance and stay out of 
the operator's management decisions. The system would be worked 
out with the participating operators in the next 3-6 months. A 
number of systems could be considered and tried. The system (or 
systems) will be -monitored and adjusted during the 3-5 year develop­
mental period and at the end of the period, :i..f effective and acceptable, 
the best system would be utilized for long-term contracts with the 
experiment participants, who in any event, would have an option 
for long-term contracts under whatever system the government finally 
settled on for liner operating su~sidy. 

2~ Present Subsidized Contractors: The present contractors would be 
asked to participate in the development of the experiment to insure 
that the system would work effectively for them. At the end of their 
present contracts, or earlier if operators. desire, renewal contracts 
would include whatever new system had been developed. Operators 
whoRe contracts would terminate during the development period, would· 
be given extensions of their present contracts ·until after this 

' 
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period in order that they and the government could evaluate the 
results of the new proposed system. 

4. 

3. Bulk Operators: The operating subsidy for bulk carriers would be 
a streamlined, administratively simplified cost parity-based 
system. The system-would be slightly different for long-term time 
charter operations and shorter-term arrangements. 

4. Subsidized Bulk Operations to be Related to U. S. Foreign Trad~: 
To receive subsidy, bulk operations would have to be related to the 
U. S. Foreign Trade. However, these subsidized operations could have 
one or more legs in crosstrades between foreign countries as part 
of their overall operation. 

Cargo Preference 

Cargo preference would· be retained and t_he percentages strictly 
enforced, but its costs would be reduced. Cargo preference would be 
administered under "Fair and Reasonable" ceiling rates, ·and 
subsidized new ships built at world market prices would have "Fair 
anq Reasonable" rates administered so as to reflect the subsidy and 
be at the competitive world rate. 

2. Cargo would be reserved for the older ships and independent tankers. 
The proposed program contemplates that th~ older tonnage would be 
scrapped when it was no longer useful in cargo preference and that 
the operators would construct new tonnage at world market prices and 
possibly even enter other trades. 

3. Liner cargo preference would be continued as at present. 

4. The program recommends that administration of maritime promotional 
features of cargo preference be centralized in the Department of 
Transportation. 

---------·- -·· •J --.,.· •••• 

Nuclear Ship Program 

1.· The nuclear ship portion of the program would include: 

• 

a. An R & D program aimed.---.toward development of an economic reactor 
system. 

b.- A development program looking toward the construction of new ships 
for a high speed sys_tem. 

c. Continualoperation of the SAVANNAH as -part of the overall nuclear· 
program. 

• I 
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5. 

Research and Development· 

1. The program contemplates increasing the annual level of effort in 
Maritime-related research and development as part of the Department 
of Transportation R & D program. Maritime R & D would include 
shipbuilding, ship operating, ports and maritime aspects of transpor­
tation systems. 

Construction Reserve Funds 

1. An effort will be made to develop a construction reserve fund 
applicable to all operators and acceptable to the government. 

Intermodal Rate Discrimination 

1. The Department clearly recognizes that the Interstate Commerce Act 
bars rate discrimination by railroads against connecting water 
carriers.· Such recent cases as Sea.train Lines, Inc. v. United States, 
233 F. Supp 199 (D.N.J. 1964) stand as a firm barrier against violations 
of section #(4) of the Interstate Commerce Act. In addition, the 
Department is fully aware that the Interstate Commerce Commission has 
the duty under Section 307(d) of the Interstate Commerce Act to end 
discrimination by establishing through routes and joint rates for 
rail-water transportation, and can under section 6(11)(b) of that Act 
prescribe rail proportional rates on ex-water traffic from water 
carrier ports of discharge. 

2. The Department supports the concept of intermodal coordination and 
believes it should qe implemented to the fullest extent. 

t·' 

Ship Availability for Defense Needs 

1. 

2. 

• 

3. 

The program would include arrangements for the availability of 
ships from the active fleet: on an incremental basis without the need 
for requisitioning. 

A plan being discussed between the Department of Defense and the 
present subsidized operator (project RESPOND), calls for several 
levels or stages of ship availability, keyed to particular levels 
of Defense activity . 

The details of this system remain to be worked out between the 
Department of Defense, the Department of .Transportation and the 

·representatives of the private operators. 

I 
I I, 



. 4. The Department of Defense would be encouraged to make long-term 
charter arrangements whenever feasible. 

NDRF Revitalization 

6 . 

1. A number of the APS troop transports in the NDRF would be converted 
to general cargo ships. A pilot program of about 10 ships would be 
started in FY 1969 to est·ablish feasibility and to determine 
accurate cost data. 

Passenger Ship Study 

1. A thorough study would be made of Passenger Ship operations under 
American Flag to determine the proper course for the future and to 
develop means to make these operations more competitive and economic . 

• 
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Operating 
Differential Subsidy 

Construction 
Differential Subsiqy 

Cargo-Preference 

TOTAL 

COMPARATIVE 'NARI TIME PROGRAM ANALYSIS 
(Estimated Costs in $millions) 

I Current U.S. Maritime Programs 
II Revised Boyd Maritime Program Proposals -
III Revised Boyd Proposals less Foreign Construction 

1969 1970 1971 1972 

I II III I II III I II III I Ir III 

202 239 239 198 240 240 191 243 235 187 246 230 

113 • 261 261 122 263 263 122 263 263 113 261 261 

·---s 9---- --8 5--- --s 5 93 87 87 98 75 75 102 64 64 

404 585 585 413 590 590 411 581 573 402 571 555 

I 
1973 

I II III .. 

180 245 223 

113 261 261 

107 53 53 

400 559 537 
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Rough Estimates of Maritime Program Costs 

($ Mill ion) 

Shipyard Operating Cargo 
FY Subsidy Subsidy Pre:. Research Totals 

1970 $300 $200 $80 $25 $605 

1971 300 210 70 25 605 

1972 300 220 60 25 605 

1973 300 240 40 25 605 

1974 300 260 40 25 625 

J{ ,o~S- r-A 

Total $1, SOOM $1,130M $290M $125M ~-

5 yrs . 

.: 
: 
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Con1;),·::r·ison of Paul Hall 1s Lec;isl 2-tive ProoosB.ls 
to t'.1£! Ir:ter'C\9.£0-SY.Jiariti_iih? "(~sl\Jm'Ce Prop"osu·ls 

The. :-:al l..J2_:tck~8,t~-!]00S beyond the Task Fore:~!- in _some f\Gl i <;_y rcfQ..n.1 
!£~.eec ts.: 

It uses the TF "revenue incentive." operating subsidy packan0, hut 
gives it only for ~or:1mercial car-oo r~venues and only after January 1, 1972; 
the TF excluded only Defense cargo r.evenues, but allo 11;ed subsidy on oth8r 
government cargo re\iem,e. 

It· nc1rrm\'s the constructfon differential subsidy forr11ul u to the 
forei gn-.Ameri cc1n cost di ffcrences for 1 abor and ma teri a 1 s and would a 11 O',·! 

su~siciy on ships built or rep~ircd for foreigners. The TF allowed shipyard -
subsidy o n the foreign-l\rncrican ship price differential, and \·1ould be 
avail ab 1 e to Pmerkans only. 

It requires the repiyrnent by the opera tor- of a por tfon of 
construction subsidy if goverrn:1ent cargoes ar-e cnrried; the TF phased out 
cargo preference) but allowed the cargoes to be carried without loss of 
either construction or·operating subsidy, as the cargoes·would be obtained 
in cornpet i tion \·-ti th foreign operators. • 

~e fer.:turc:s of th0 Hall.J?r:,02-osal se2rn to be spccifjcally ant1-~C:~L: 

The Revenue Incentive operating subsidy is anathema to C!\SL, 
particularly so v1hen ·~wvernment cargo revenues are excluded from subsidy. 

Restricting shipyard subsidy to the labor and material cost 
di fforences v,i 11 increase the pr·i ce to C/\SL for ships. 

Consistent \':ith the TF report, the Hall proposal extends opC!rating 
subsidy to a11 dry cargo op~rations inc1uding bulk and other non-liners, 
but not tankers. • 

Consistent· \·Ji th the TF, the cons true ti on subsidy is p21.i d to 
s,-..ipyards and a11 operators are a1lrn·1ed to buy ships \·Ihcse construction has 
been subsidized. i\s an extra b£r.efit to the shipyards (\,Jhose unions a.re in 
Hall's MTD), they are paid :;ubsidy on ships they can sell to for~ign 
purchasers. This paraiiels the TF phil_osophy .of supporting shipynrds to 
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construct for anyone--to the extent vie need to support shipyards. 

-- Preference is given to the now unsubsidized _portions of the fleet in 
exp2ndina the a,ppropriations authorized by the /\ct. These unsubsidized 
opera tors are mostly in the Ha 11 a11:bi t. 

-- Cargo preference elig·ibility is drastically changed in favor of 
American-built ships in that no ship can carry mi"lit«ry or other government 
cargo if it :1~s been built or altered in a foreign shipyard. At present. 
any U.S. flo.g ship, rc?g,ffdless of where.built, is elirjible for military 
car~o and. after three ycurs of U.S. re9istry, for other cargo preference. 
Hall's chJn(lc P\'Otocts the shipy,u"ds i'.nd tile prr:1scmt ~rour, of independent 
tankers--both of i·1hich are in Hall's. urour. 

-- Operating subs·idy is extended to the present.unsubsidized and tramp 
ships, provided they i~mediately contract to build new ships. The TF 
progt·am called for extending subsidy coverage to the older unsubsidized 
_1 i ncrs, but not. to tr,w1rs. ·. • 

or Fea t~~res of the Ha 11 prop.~a 1 that are contrary to the TF report 
!ls P.!liJ osophy: . 

E~tension of operating subsidy to the overage ·tramp ship group. 

No foreign construction. 

Money • 1evel for construction subsi_dy set at $300 M for 5 years; TF 
CDS level was about $145 M. • • 

-- 'cargo preference not eliminated and ship elioibi·lity requirement 
tightened. 

-- No determinat'ion of need in arr-·1vrna at shipyard subsidy levels--but • 
does support a broad study o-F shi pbui 1 ding industry capabilities.• 

-- A nuclear program is included as a separate itern--the TF felt that 
nuc 1 ear ships· v,ere uneconomic and uncompetitive. 

• 

Reserve funds are extended to all operators. 

The stated objectives of the t\ 110 are different, although parallel: 

Hall_P_r_op_o~-~1 o_p_~ctive: To balanc_e the privately-m 1med merchant 
fleet, p_arti cul ar 1y for the bulk trades . 
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Task Force Objective: Promote modernization nnd econcmic gro;•:th, a.nd 
eTTmfn~ te-defaTfeO- government : supervision by ra ti ona 1 i z i 11~1 the 
structure of government aids. 

I 
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..i u.;s) 1.;~' <":L:v L,: 1.; -;:o b,;: dc~·;:eril1i :1 ... 1... by· eva 1 ua ti on of na ti ona 1 
.7~--::L. .. _. ·;or ~:·. i y1

)Ui • d nr; '.. ca~acr~5t;.' s ~bs i d.Y .. rxa.te dete.rmi ned b.:[ 
J ,;, ·;..f ;):',:;;°f~~-i·.;'~ cf-:7iEl;SntfaT ••• then • he 1d fixed for two yaar 
'.)er-iod; 0;1e;"ators ha.ve-option to bt.!y foreign; yards can sell 

• to -.~orei ~;n purchasers. l; 

Subsi ~.Y . ~~-t_e determi neJ by fridexes of U. .. $ .. -Forei gn 
·1·.r.ce,,,~e..,,..n~ ~n L-:.01--· ::\ .... : •-j~.1.er1·· :11s +o o· /:!. appl1"ed to each ~ • 

1 
t i,. •• LJ~t.:~ . , .. ,).! .. , ,_;g, .· ... c:,; ;'- ·>·•. "-« ... _(4 ··" .• '- • "- • i 

·/arL 'S ::--oss ;'eve:i~es fror.1 Co;:1nerci al work. Purchases by 
,:.s .. O;Je, ... ::·::ors ·.-:ould be co1.;pe~itively bid. Y~rds subsidized 
·or f~:~i~n sales. 

:::ai ·- :.s :bove but with . fo.reiun,, .. ,,.constructi on avai 1able to 
uJtr:~ors ~nti1 end of FY-1971. 

• • .. - . -,1y, ·""'--- ...... ~ ........ .., • - ·~-,· • 

.. JL-···:'"'y ,ata deterr:iin~<l by U.S.-Foreign· differential and held. 
·.-1;\~~ for t\·.'o years; subsidy amounts ·co_ritroU_ed gyJ.lee.t . 
:ai:~_-:,.:-.1 iEq~~J:~-;~ .. ~n~s; opera~ors can call. for compe.t~tion __ bids / 
r r :.· nGfOi:: a -c~ V-!1 th yards; ~~ds.._e,omp~~-t.e at Subs, dy uoarcJI 

... :.Jr_~ :1.~i1.9_g.J.,g_ 'f..u.nds ·on productivity bas is. 

Subsi~v Alternatives 1 

•• ·-v:.. ~~.-1.D_c;:...e.n.t.t.Y.~ .. ---~-Y.s .. ~:m~ \'Ji th or wi. thout recaptt--ve; payment 
·.·or .:o, .. i!:ercia1 cargoes cn1y; rc1a.tive1y_ free entry; flexib1e 
-~r~~,;,: routes. 

:1ass r~tc systeo 
• -·---, -· ·-""'··-~··---

; .. 9~.-;.. 1)~Cl0-. Jeteriili ned by di ffe:rencc bet\~een • i n_~i ... c~~ of u .. s •. - : 
:::orc·:::n costs . 

.::1 ii.1~ :1: tc non-li,il i tary .. prefer-ence cargoes by making AID and 
\.4qu c~rgoes available to recipient nat,ons on FAS basis on 

............ _,..,.. 
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/:iJ:c 0c;t non-::1i1itary ca·rgo preference over 5-year period. 

i~e-caii, rcu~insJ but shift extra costs to a direct subsidy. • 

?ress for early retirement and reprosran.ming of the subsidy. 

Don't discuss the. i tern in program. but a 11 ow operators to 
t'2ql~cst e.:1rl~1 r-etiren~ent. 

:;t:.~y \·mys to in~r,rove passenger ship operations· to. minimize 
~rerating losses. 

Co~tinue pre~ent prograra. 

~uil~ JJciitional passenger ships. 

/ ,.__, E i fa. i na te Title VI reserve funds at end of present contracts. 

:\lh,·: present hoiders·to hnve reserve funds indefinitely but 
.:o not extend fui"'thet than 1 i ner aper.a tors. 

• 

Extend funds to all operators. 

ls~ stilndard JOG A-70 interest rate. auides do .not 
.~.wbsi~iic ~:,e interest rates; encourage Title XI use for 
s~ccializeJ private buil~ing for DOD use (as small tankers) 
cf other~·,i se noi~·-competi tivc slii ps. 

Llse dttificia11y lm·1 interest rates 
JJ~itional subsidy. 

under Title XI as an 
. . 

:?.ov~;trn.:ent prcvi de L;atchi no funds under some formula suc·h as 
.2J i nciws ·~r-.'J, 30 oovernment. •. 
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:".::<::.~size i~t,J l"uthGr thJn other subic.lies in attempt to find 
:.1e;i:1s for co:npeti ti ve fo1prover:er:t. 

Ii:ctc~se: R,:u in utter:-:pt to ii!':nrove co~!1petitive performance, 
~Jt concurrently with fleet r~newal. 

rr-esent pro~Jr<1r,1 (too s::in11 to be effective; too heavily 
11Sav~nnc.1ll11 and "Surface Effect" oriented) . 

. ;o new l"iuc1car program; discontinue Savannah. 

Un~crt~,!<e ~.~ari tiiile reactor research but no 
si-d:--is; ·Jis;continuc Savannah. 

construction of 

Construct si-:1a 11 number of ships concurrent with reactor 
rcs~Jtch; continue Savannah. 

~{evi ta 1 i ze by 
te:,a0i li ta-:.:i ng 
;:1ari ners. 

convertina substantial 
AP-2's and possible 

number of AP-S's, 
early retirement of 

:1evi ta 1 i 2c by some convers ti ans and some aus ters new 
construction in foreign yards. 

Revi:.~1ize by austere constructions i'n U.S. Yards. 

If active fleet program is large enough to Meet all future ' 
needs, retain only small reserve fleets for future trade-in~, 
or eli~inate it entirely. 

Alternatives for- Transfer of MARAD to DOT ------ -- ---- - -- - -

• 

Transfer· by r~organi zati on pl an ( 

Include transfer in 1eais1ationJ 

r-or~jct J1Jout it for the present 

Prczcnt board of MA Staff members 
i . 
I ' 

I 
t 
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L-~-::;.'cn~~nt LoarJ appoi ntcd by Secretary 

In~cpcndc~t JoarJ appointed by President. 

IntcrdcpartJcntal novernment grouo to detern1ine level of need 
for s~LsiJies on Ll~rchant ship co~struction in addition to 
i':avy and other govermi~ent ptograms. 

Govcrn:::cnt-I ndus try. Committee to detcnni ne capabi 1 i ty of 
y~rds to raeet merchant replacement needs. 

?resi~icntia11y appointed Commission to study extent to which 
Federal aid is necessary to preserve competitive positions of 
inC:ustry anJ preserve a national capability. 

Construction and operating a1us sufficient to meet mi 1 i tary 
and ur0ent civil emernency needs, taking foreign construction 
and shipyard needs into account (Task Force level) .. 

Sufficient to replace old ships with 5-3 years and provide 
SOi'1\e dry bulk capacity; soi~le, increase in fraction of forei nn 
trade carri cd; uti 1 i zc foreign cons tr.ucti ens ( ori gi na 1 Boyd 
D~~~~ari) • 
• • u~1 • "'•• • 

Sufficient to replace olu ships and provide sor,1e expansion in 
liner and buld area to carry significantly more foreirtn 
trade; tied-in foreign construction (Boyd, May 1967 prograi~1). 

Saxe is above, but enlarged slightly and U. s .. construction 
only (Boyd program in Fall 1967 -- . with" reserve funds 
extended to all; this becomes roughly ·the· same as HR .13940 
and S 265J). 

I . 
l 
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SLti::nary of Fe11tures of a "Possiblv Salable" i1iaritfr~2 Pro-'rrr1.!'1 

Su~:JsiJ:; rate tietermined by in·:!e;~es of U.S.-Forei~n 
differences in Labor ,~nd 1-:ateric1ls, to be appli.cd to zach 
"urd's 0ro!:is revenues from Co;;~nercial \'iork. Purcl1nscs by 
,I •·' ~ 

U.S. operut0rs Hould be conpetitively bi<.:. Yards subsidized 
for foreiJn sales. 

• • forci~n cq~structicn nvailable to 
O;J~rators until end of FY-1071. 

o,,erati1111 Subs Hy /\l tr.rnativcs 

r~evcnuB Incentive Sis tein \'ii th or \'Ji tllout recarti ve; pa~r1ent 
for conr:iercicll cargoes only; relatively free entry; flexible 
traJe routas. 

Class rtite syste::i 

i~etuin routing but s:·1ift extr& costs to a direct suLsidy. 

S~ud11 uavs to iuprovc rassenuer s:·,ir, operv.tions to nininizc 
op~r;tin0" losses. 

Rcserv2 Fund 

Title XI· 

r~1101:1 present holders to ;wv2 reserve funds in~e-finitcly but 
tlo not extend further than liner o:Jcre. t0rs. 

Use stanJard EOB A-70 interest rntc: quidcs do not 
subsidize the interest r'1tcs; cncourase Title XI use for 
specialized r,rivutc buildinn for 00D use (as smnll tnnl~ers) 
of othervlise non-crx1!ctitiv~ 5;1ips. 



I ncrccJse r:U) in a tte.-!nt to fr.Fw·ove co;:FJeti U vc :,erf'onwncc:, 
Lut concurrently \·Jiti1° -fl cet renei'!a 1. 

1 

Construct s::·ia 11 nu;,,ber· of shi rs· concurrent ·.·1i th reactor 
re~earch; continue Savc.nrrnh. 

Revitalize ;)J austere constructions in U.S. Yards. 

If active fl ect rrogror.1 is 1 argc cnou~1:1 to :-ncet u 11 futur-e 
needs, retain only small reserve· fleets for future trade-ins, 
or eli~inate it entirely. 

Transfer of t-t\MD to DOT ----
Forget about it for the present 

.J ndcpen<len t Subs i cly Coard 

~- Independent Coard appoint~d by President. 

c-h· ' "ld" s1. J ..,, , puUl , nr; .. W( 'I 

Presidentfoll~, appointed Com1~1ission· to study extent to \/hic;·1 
Federal· aid is necessary to prese.rve competitive positions of 
industry and preserve a national ca:Jability. 

Proqrar.i :1oney Levels 

Sufficient to rerlace old ships nnd· !')roviue srn:1c expansion in 
liner and buld area to carry sigilificantly more foreir,n 
trade; tied-iD foreign construction (Boy_d, May 19G7 r,ro9rt1ri). 

2 
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