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I. Policy Development Prior to Formation of DOT

Federal Transportation Policy and Program,
March 1960

Rationale of Federal Transportation Policy,
April 1960

MAREC Report--Program and Policy Items,
January 1963

MAREC 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-

1 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
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III. Public Interest Program Development, March through
May 1967

Proposed Maritime Program: Key Points and
Employment Opportunities,
March 24, 1967

Program Comparisons, Federal Input
March 27, 1967

A Program for Merchant Marine Renewal
March 28, 1967

Notes on "A Program for Merchant Marine Renewal"
March 28, 1967

Comparison of Elements in Interagency Task Force
Report. Maritime Advisory Committee Program,
and "Boyd Program: (Analysis by Paul Hall)
June 1967

Maritime Policy and Program Proposals
April 5, 1967

Estimated Budgetary Impact of Proposed Maritime
Program on FY 1969 Budget
April 7, 1967

Major Elements of Proposed Federal Maritime
Program Under Study in the Administration
April 20, 1967(?)

A Program for Merchant Marine Renewal
April 23, 1967

A Program for Merchant Marine Renewal
April 24, 1967

A Program for Merchant Marine Renewal
May 1967

Same) Cost-Benefit Analysis
May 1967

1V, Compromise Program Development, June through
December 1967

Program for Merchant Marine Renewal and Expansion,
July 18, 1967

Summary of Features of DOT Maritime Program
August 24, 1967
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V. Public Interest Program 1968

Rough Estimates of Maritime Program Costs
Janaury 24, 1968

AMA (Hall) Proposals Before Senate Commerce
Committee
March 26, 1968

Program Feature Alternatives
May 1968

Summary of Features of a "Possibly Salable' and
"Public Interest'" Maritime Programs,

(undated)

A Program for Merchant Marine Renewal (Without
"Program Costs and Effects")

May 1968

Program Costs and Effects
(undated)

Letter transmitting Proposed Bill "To amend the
Merchant Marine Act, 19346, and other statutes
to provide a new maritime program" to the Congress

. : May 20, 1968

A Bill to amend the Merchant Marine Act, 1936, and
other statutes to provide a new maritime program
(undated)

Section-by-Section Analysis of a Bill to amend the
Merchant Marine Act, 1936, and other statutes to
provide a new maritime program,

(undated)

Statement of Alan 5. Boyd, Secretary of Transportation,
before the Senate Commerce Committee, Subcommittee
on Merchant Marine and Fisheries, Room 5202,
Mew Senate Office Building, 10:00 a.m., Monday
May 20, 1968

VI. Congressional Proposals

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
Movember 9, 1967

A Bill, 5. 2650
November 9, 1967
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Section 7.—Special Merchant Marine Problems
PROBLEM

How can the United States have a merchant marine adequate to
handle wartime requirements, and peacetime commercial and stra-
tegic needs, at reasonable cost to the Government !

FEDERAL ROLE

A merchant marine and shipbuilding industry are essential to na-
tional defense and peacetime commerce. TTowever, their long-term
minimum size eannot be known until there is (1) a review of defense
needs under clearly stated assumptions as to types and probabilitics
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 United States and can be economically sustained; (3) a
calculation of long-range costs and benefits of operating and construe-
tion subsidies; and (4) a determination of the proportion of the na-
tional budget which is rensonable for this 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 make such changes in the subsidy
system as may be required to assure the development 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 recommended should narrow cost
differentials, and the merchant marine should more nearly approach
self-sufficiency. This should be stimeulated primarily through a re-
search and development program led by the Government with full
participation by sea-going, shipyard and longshore labor, ship oper-
ators, and shipbuilders. The objective of a joint Government-indus-
try research and development progwam should be to make the U.S.
merchant marine and shipbuilding iodustry more nearly competitive
by mechanization for long-term increase in labor productivity, and
to keep its technology continually advancing to retain a technical
margin into the future. Such a poagram should be paralleled by
measures for lnbor so that individimls do not suffer personal hard-
ship from the technological advances.

RECOMMENDATIONS :
51. The major technical research amd development program should
be continued and expanded to (Maritime Administrator):
a. Incorporate techniques for low-cost materials handling
equipment to be installed on ships so that the advantages would
accrue to American ships in botle 1.5, and foreign ports.
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b. Develop techniques for mechanization of shipboard func-
tions to reduce operating crew costs.

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

d. The Maritime Cargo Transportation Conference, now en-

ged 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 TU.8. commodities vin U.S.-flag ships, at reasonable cost-re-.
lated 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. industry, so that its shipping needs can be met more closely
by the merchait marine and Government. (Secretary of Commerce.)

56. The replacement program 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 advantages and disadvantages in shipping
troops by superliner in wartime and of alteroatives,  (Sccretary of
Commerce, Secretary of Defense.)

58. The United States should examine the necessity for placing
wartime reliance on vessels under the Panamanian, Liberian, and
Honduran flags. (Secretary of Defense, Secretary of State.) It
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should keep close wateh on tesi 7 io o sther flags which would lose
us assurance of control. (Maritinw .* &7 = -ator,)

59. The essential trade route concept is s ;1. However, deter-
mination of the volume and character of service reguired in the na-
tional interest over each designated route appears to require more
searching review. Such review should insure that the essential trade
route concept is administered so as to encourage eflicient services to
shippers, contribute to reduction of subsidy requirements consistent
with service requirements and contribute to the development of the
American merchant marine and meet foreign-flag competition.
(Maritims Administrator.)

60. The importance of the merchant marine as a favorable factor
in the international balanee of payments should be evalunted in the
light of long-range nutional considerations.  (Secretary of Treasury,
Secrotary of Commerce.)

Section 8.—Special Motor Carrier Problems
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MERCHANT MARINE PROBLEMS

Roview of national policy on the U.S. merchant marine brings
up sovernl serious problems. The first is an authoritative determi-
nation of the total size and quality of the essential fleet necessary
to meet both the defense and peacetime requirements of the com-
merce of the United States, including the associated aspects of the
registry of U.S.-owned 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 minimum 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 are considered most possible.

Merchant marine requirements in the past have been estimated on
the assumption of a World War IT 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 than 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 cave of by way of the vessel
replacement program over a period of years. These replacement
vessels should, therefore, give account to speed and cargo-handling
requirements of a direct military nature so far as is compatible with
the economics of peacetime commercial requirements.

(55)
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Tho possible consiruction of superliners also requires re-exami-
pation. This would involve primarily military policy as to the
concentrated risk to thousands of troops in one vessel in an all-out
war, n3 well as to capacity and speed of delivery in limited emer-
gencies. A military decision is necessary as to whether or not de-
sirnble results could be secured by a larger number of smaller ves-
sels which, although inherently slower, might be more mancuvera-
ble and useful in undeveloped areas. It is also possible that under
a variety of conditions, passenger airlift would be readily available
and useful.

A problem also arises as to the 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- -

mitted, the U.S. and its NATO allies would 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-
geney, 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 eurrently 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 thése 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 T.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
transfer of registry of these vesssls from the present flags of con-
venience to foreign maritime nations that now have large merchant
fleets and effective naval control, which would involve the complets
loss of any control by the United States other than through NATO

arrangements.
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With the increase in our reliance upon imports of ore and petro-
leum, this problem of {lags of convenience for tankers and bulk
carriers becomes more serious. If there is any substantial attrition
of these registries, and if military and other requirements eall for
more vessels than remain under elfective U.S. control, this country
would bo faced with immediate policy determinations and actions.
If it is assumed that additional US. flag vessels would be essential
for mational 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 sealift in American flag vessels when for
consumption within their own plants in this eountry, or possibly in
some form of general import tax. None of these alternatives appear
at this time to be desirable, and sctive consideration for specific
action would only be forced by further losses from the flags of
conveniencs combined with a clear statement of military and eivil-
ian essential requirements. 7

Concurrent with a determination of military needs there must be

" @ 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 difficalt. If
it were absolutely certain that the United States would never agnin
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 thoss 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 T.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 rclated 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 somoewhat less closely
related is the promotion of U.S. export industries whereby a U.S.
merchant marine is available to earry U.S. products to foreign coun-
tries and to assist in the promotion of U.S. export trade.

The qualitative requirements of normal peacetime ships are some-
what different from these for possible military use. A peacetime
merchant marine has as its primary criterion the economy of the
fleet, including age and obsolescence of the wessels, 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, the costs of the
operating mechanism and the basic structure, costs of the loading
and unloading arrangements, methods of maintenance and repair,
ete. All these factors have to be considered in competition with the
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, ete.

SUBSIDY PROBLEM

Under existing conditions, for any given level of the 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 a 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-
iean and foreign labor rates for ship operation and construction, a
subsidy continues to be mecessary. 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 and active research and development program for the
design of vessels. Since approximately three-fourths of the operat-
ing subsidy is going into labor expense, it is obvious that major
long-term efort should be designed toward a research and develop-
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ment program emphasizing labor saving. This has a number of
components.

One 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 control 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 scems logical that development should be aimed at better
shipboard cargo-handling capabilities, which would tend to assist
TU.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, ete. :

. 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. DMoreover, the
incentives are far greater whers labor costs are high and what may
be economical in diminishing n high labor differentinl may not be
equally appropriate where labor cost is low. A long-range replace-
ment program such as 20 or 23 years is idenl for continual adapta-
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
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an early stage. 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 be made for spe-
cial measures to take 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-age or o desire to swilch to a different industry need not be
wholly replaced, and the changeover ean be relatively painless. In
addition, a ship replacement program involving some billions of
dollars might well justify some spending for retraining and relo-
cation of labor if necessary, for earlier retirement in certain cases,
uncmployment benefits, ete.

Ship construction likewise merits reexamination, since it is one of
the major costs of the U.S. merchant marine. “A research and de-
ve', pment program is necessary in this area, including a compari-_
gon of US. and foreign methods and techniques in ship construe-
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 T.S. shipping. The basic difficulties are that the
unsubsidized portion of the American merchant marine costs more
than does foreign shipping and American industry 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
usa U.S. ships.
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An elfort should be made by U.S. ship operators to devote more
timo and attention to developing constructive sugzestions as to how
to increase US. 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
capital 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 ths 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 Ameriean
shipping since it 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 industries 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. y

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,

Thers are in existence laws and regulations necessary to exercise
retalintory action against such discriminatory acts. The action
must be initiated by the Maritime Administration and brought to
the attention of the Department of State, .

There are in existence a number of bilateral and unilateral trade
agreements embodying such discrimination. By 1056, thirty-five
bilateral agreements had 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-
cluding items such as tobacco, petroleum, cotton seed oil, ete.

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 the
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 earriers, and eriticism domestically since no more than 50 per-
cent is normally sent. The domestic criticism comes because the
Department of Agriculturs has interpreted in Public Law 664 that
“at least 50 percent” of Government-financed cargoes to be moved
on U.S. flag carriers normally means only this figure, and not that
this is a floor and should usually bo 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
the 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. i

The Government and the industry should proceed in thres 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) angngng in a
vigorous research and davdnpmt program for continuing long-
term leadership in the ship operation and construction fields.
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Frogram and Policy Items

Regearch and Development

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

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

Fund non-nuclear R & D at a higher level (310 to §12 million anmually).

Operating Subsidy

Pay cost differentisls on perity principle - increase incentives to reduce
ecosts - change basis of QD3 to provide operators' participation in savings.

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

Recomputation would limit net incresse or decrease in
subsidy payment to 100 of that applicable during preceding

3 years (by vessel type)
Encourage esutomation by glving eutomated ghips with same

basic 1lift characteristics the same subsidy as the non-
eutomated.

Standardization and simplification of construction desipns - subsidize
only safety and performance costs.

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

Provide tax deferment construction reserve funds for all U. 5. flag
operators.

Permit coastwise trading privileges to vessels bullt in foreign yards.
Continue cargo preference at existing ratios (505 reservation)

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



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

34. Assist passenger liner services in finding and developing
economically justifled operations.
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Not Considered Frogram Items

Revision of Taft Hartley

Encourage lobor and management to agree to cooperate on mechanization
Ensure concept of Effective U. 5. Control

Training program should provide more engineers and radio men
Compulsory ﬁhitratim for jurisdictional disputes in labor

Create Presgldential HNaritime labor-management commission

Build prototype of auntomated sghip

Require automation on replacement ships

Government with industry maintain continuing program to design
and build nuelear ships

Esteblish Govermment-industry R & D Commnittee
R & D should encourage nev design concepts
Streamline cargoe paperwork

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

M5B requirement for general conformance with conference rate system
should be revoked.

Government should authorize gufficient staff for FMC for repulatory
pProgram.

Vigorous policing of rate-making by FMC

M should be authorized to participate on Jjoint boards {.tnt-ar—r:arriur
services)

Adopt a Federal policy for integration of domestic carriers (coastwise
and inter-coastal with rail and hiul‘r.raar]

MiC should study and encourage technical ﬁva.nces in cargo handling
Undersecretary for Transportation should have regulatory limitaticns

on private shipping under conmbtinucus review and analysis - and recommend
regulatory modification and relexation when deemed appropriate.
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OET should develop definitive emergency shipping requirements.

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

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

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

Presidential Maritime message to Congress.



EXECUTIVE OFFICE OF THE PRESIDENT

BUREAU OF THE BUDGET
WASHINGTOMN, D.C. 20803

(12/=few)

JUN 2 8 1965

MEMORAN UM FOR MR. ALAN 5. BOYD
Under Secretary for Transportation
Department of Commerce

Subject: Outline of maritime Erugrum agreed upon at the White House
meeting of December

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 marltime program recommenda-
tions. As outlined by Mike Feldman, then Special Counsel to the
Presideat, specific program commitments were only for five years.
Although no program commitment beyond five years was to be anncunced
the anslysis of the program and its effects was set in a 20-year frome-
work. This epproach would permit a reassessment after the first five
 Years cf the need for further program adjustments.

Decisicns reached on major program recomméndations were as follows: '

A. Operating subsidy programs

1. Present cperating subsidy is to be restructured to reward
efficiency. The essential trade route concept will be replaced by
broader trading areas to permit greater cperating flexibility. MarAd
vill continue to study alternative methods for calculation and payment
of subridy. Among these is a scheme based upon dmatinffureign industry
differentinle in a tmding area computed on the basis of costs and paid
in relstionship to performance (revemue). MarAd will continue to explore
ways to prevent the Federal Govermment from subsidizing "above pattern"
maritire wage incredses. Alternative techniques might be specific budget
ceilinge, limitations on the ratio of subsidy to revemue, bid subsidy,
or a formula geared to increases in average American wages mmpartd to
averoge increases in foreign wages.

2. Rutmw.r&ﬂ. operating subsidy is to be extended to 30 or 4O
presently unsubsidized liners at a maximum rate of about 20 vessels
per yenrs The specific mmber is to be determined on basis of further
study of trede-off savings. BStudy elements are as follows:
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a. Commerce and Defense to investigate potential reductions
which can be achieved through tighter negotiation of
M5TS cargo rates.

b. Savings derived from nb-nlitd,un of cargo preference (P.L. 480
and P.R. 17) accruing to subsidized and unsubsidized liner
ﬂmiﬂﬂl

" €« Savingo achieved by eliminating requirement that repair
and maintenance by subsidized liners be performed in
U.S5. yards {zliminnted unleos business needed to meet
shipyard mobiliZation requirements),

d. Unsubsidized liner operators shall be encouraged to
rationalize crev levels and incorporate maximm
automation under their modernization program as they
are brought under subsidy. (Plans for replacement by
nev vessels should be taken into consideration.)

e. Evaluation of Defense Department and Office of Emergency
Planning war plan needs including ﬂ.u.ga of convenience
vessels.

3- Restructured operating subsldy shall be extended with modifications
to nev program of promoting a modern bulk carrier fleet under U.5. flag.
Subsidy ceiling will be based on a maximm of five additional wvessels per
Yyear for five years. Later increments are to be approved only after
progrim re-evaluation at end of flve-year period.

L., wuU. E. Tlag passenger and major combination passenger-freight ships
are to be phased out of operating subsidy as rapidly as possible.

B. Construction subsidy programs

1. Subsldy support for construction in U.S. yards to be at the level
required to support national defense (security) mobilization requirements.
Defense and Commerce to complete atudy of private shipyard capacity re-
quirement as rapidly as possible. Pending completion of the study, the
level is assumed to be about 17 ships per year. Bulk carriers may be
pubetltuted for liners within this level. , : .

2, The construction m‘.haiﬁr. rates to be progressively reduced to 50%
or below and operators will be permitted.to purchase new vessels on world
market if yards cannot meet the differential ceiling.



|
3. A modern bulk carrier construction program under Government account |

is npproved with a ceiling of five ships per year for five years. The pur-
chaser of vessels must be committed to a progrem (including financial commite
ment) before the Government will contract for construction. The purchaser
will te required to buy new btulk carriers at world market price from the
Government. Techniques for Government nccount construction will continue

to be explored with MarAd,

k. After national security shipyard requirements have been satisfied
any operator can build any type of ship in a foreign yard and place such
vesgel under U.S. registry with all privileges enjoyed at present by
American flag operators. :

5. The plan is t¢o be projected only :i?ur a Tfive-year pericd -'I;huu
limiting the extent of Federal commitment at this time.

6. Repair and maintenance requirements in U.S. yards will be elimi-

nated except insofar as such vwork is required under defense mobilization
regquirement levels.

C. Curgo preference

Ayreement reached that cargo preference under P.L. 480 (P.L. 664) and
P.R. 1T, will be phased out at rate commensurate with tonnage replacement
level provided under bulk carrier construction program and with granting
of operating subsldy to additional liners. Subsldized cperators are to
be excluded from cargo preference privileges. '

D. Transitional alds for displaced labor

Retraining and other transitional aids under exlsting Federal programs
will be used to ease impact on labor force of increased automation and
other economic rationalizations. ;

E. Dmestic shipping program

Dmestic operators will be permitted to construct ships abroad at .
discration of Secretary of Commerce, such vessels to be exempt from cabotage
restrictions. Any vessel operating under U.S5. flag, vwhether U.5. or foreign
‘built, will have similar exemption. BSubsidized vessels will not receive
subsidy for domestic cargo as in the present situation.
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A Summary Of

THE MERCHALT MARINE IN NATIONAL
DEFENSE AWD TRADE:
A POLICY AND PROGRAM

The Interagency Maritime Task Force
October L, 1965

L ]

Nota: Copies of the full text of the Interagency Maritime
Task Force Report are avallable 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 shipping (military and urgent civilian). Adequate government aid would be

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

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

Federal aid would be directed to expand capability in needed areas:

About LO additional cargo liners would be brought under subsidy to meet
future requirements.

New, modern specialized bulk ships would be built and subsidized at the
rate of five per year, allowing U. 5. coperators to compete for commercial bulk
cargoes and charters. As direct subsidies are provided most cargo preference
would be reduced and finally eliminated.

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

Subsidy for shipyard support would be related to the national emergency
rneed 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
privileges.
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The proposed program would create as much or more job opportunity than
would the contiruation of present policies =- job spportunity in a healthy
and growing industry. MNevertheless, there will probably be less jobs than
at present (through automation and through substitution of freight services
for passenger operations). Under the Task Force proposal the government
would consider participating in realiistic labor-management discussions aimed
at an equitable settlement of employment ard manning problems. Given fruitful
ragsults of these discussions, the government would be willing to share in the
financial arrangements required for a final settlement.

The membership of subsidized cperaivors in shipping conferences would be
subject to the haritime Subsidy Board's authority to determine whether the -
operator's participaticn was compatible with the purposes for which the merchant
marine is subsidized.

The Task Furce program reccnmends keavier and better coordinated use of
research and development appropriatiurs throughout the maritime industry. It
also recommends retention of the National Defense Reserve Fleet.

legislative changes to the Merchant harine Act of 1936 and the Shipping
Act of 1920 would be required %o implemernt the proposed policy.

A fuller summary of the Task Force program is contained on pages 1 through
: [ the Task Force Paper
This table projects effects of implementing the proposed program compared
to the projected effect of continiing exisiing policies:

Comparative Results
Current Policies Versus the Proposed Program

Tetal Annual Total Fleet 5ize U.5.-Flag Carriage Total Ship-
Federal Funds (No. of Snips) of Exports ™ Imports board 1/
{$ Millious) (Millions of lorg tons) Employment

Selacted _ (No. of Jobs) |
Years Carrent Proposed Current Froposed Current Froposed Current Prupnaed;
1966 Lié  Log 975 978 28.8 28.8 L7000 L7000 |
1975 LBz 30k 719 789 20.9 38.9 31000 31000
1985 59k 377 490 790 22.6 51.9 25000 27000

Shipboard employment in the domestic fleet is included
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Interagzency haritime Task Force
Mamber 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 Azriculture
Department of Labor
Department of Commerce
Federal Maritime Commission
Maritime Administration
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MARITIMIE TASK FORC:E

There arv 10 major points:

1. FPhase Ont Carvgo Preference = This is roquivement that at least 50%
of our government agricultural oxports be shipped in U, 5, flag vesscls,
The cost is over $80 million in excess freight charges. Law must be
ammended to remove prefcrence.

Opposition - Unions will opposc bitterly. Scnator Brewster
has said the 50% should be raised o 75%. Move will be to extend prefer-
cnce to vther arcag, possibly oil imports.

2. Build U.S5, Merchant Ships Abroad = Under current law, the i5
gencral cargo companies must have their vessels built and repad -od at
U.S. ‘shipyards. This costs $100 million extra annually. Task iv-ce
says to permit foreign shipyards to build cur merchant shiss, re..ce
U.S. construction to a level consistent with "national sccurily necds,"
and grant forcign built ships full U. S, registry provisions.

Opposition - Construction unions will fight. Bigges: vard is
in New Orleans (Long and Boggs). 7000 workers directly invovica but
can count on sympathy of 100, 000 shipworkers across country.

3. Fliminate Fxclusive Trade Routes - This would break up "monapoly"
~ routes now granted to shipowners and injucl competition.
Opposition == shipping companies will ball

4. Reduce Crew Sizes on our Modern Vessels = This would elin.i.ate

fecatherbedding, reduce costs (U,S5. crew costs are 3-5 times hi_ucer than

those on forcign ships) and encourage automation.
Opposition - Seafarers Union (Hall) and NMU (Curranj.

5. Stop Passenrer Liner Subsidies = Net effcct is to climinate U, 5,
passenger flect. Today government subsidizes to extent of $250 for cach
passenger carriced. 13 liners (like U.S, and Constitution) absorb 25%
{$47 million ycarly) of total government operating subsidics. Most crew
jobs can ¢ shifted to land (bartenders, waiters, stewards). Linces ot
required for national defense.

Opposition - NMU (Curran) would fight bitterly. He hus 5388
erewmen on the 13 liners. (Companies involved have freight operatior.:,
and would be happy to get out of passenger business).
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6. Revamp Operating Subsidies - Change the method of awarding operating
subsidics Irr.nu a labor wage differential (the cost difference h::h.-.re zn laboxr
rates on U. 5, and foreign ships) to gross revenues or profits, thus
providing greater incentives to productivity.

Opposition = The ship operators and labor unions would
vigorously objcct.

7. Overhaul Labor Relations Framcwork - Report says that unlcss
management and labor learn to live with ¢ach owher, all government sub-
sidics should be climinated. This would place government in labor-

“" management discussions to guarantee labor stability, apply maximum

automation, devclop rational work rules and cventually financial suttlcmcﬁtn
to cushion the impact of displaced maritime workers.

: Opposition - The Government will be clubbing us into nubrmsm-:m.

8. Construct Five Dry Bulk Ships a Year - Thesc are the modern ships
nceded to haul U, S, cargoes which are in bulk to match our growing bulk
trade. Somec would be built in U, 5, shipyards; the others overscas.
Opcrating subsidics would be granted. :

Opposition - To the building in foreign yards (industry would
like to sce more bulk ships built, say 10-40 a year.) o

9. Retain the National Defense Reserve Fleet - Retain the 1000 ships we
now have, usc modern "mothballing" techniques and methods to rnachvatc
quickly in casec of need.

Oppostion - None likely.

10. Incrcasc Rescarch and Development = Put morec money into maritime

‘rescarch (we are spending $2. 5 million annually exclusive of the nuclear
powered Savannah) and have the National Academy of Sciences duvcl.ﬂ':- a
coordinated plan.

i Opposition - None likely.

o

S —wre—————— e m s



Commoenls
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. There is strong editorial support for the report, Boyd, ¥y
Nick Johnson and Schultze say that adopting the Task Force o
recommendations will result in a less costly, larger, more ; '
modfdern fleet, an increase in the share of U, 65, freight caryiaed -
on U, S. ships and more future jobs than under the present pro=-
gram, :

—_——— e e

. Here's how they analyze it:

- COMPARISON OF EXISTING AND PROPOSED
MARITIME PROGRAMS

Budget Costs U. 5. Trade Carried : |
i {(Million §) (Millions of Tons) Total Employment | :
Proposed Existing Proposed Existing Proposed Existing I |l
1967 $402 5416 -, 29 29 61,920 - 61, 92'._0 |
1969 395 434 31 " 28 57, 250 58, 540 |
1975 365 492 39 21 46,020 46,690
1985 387 604 53 23 40, 500 40, 100
Con ' i | I

Putting this program acreoss 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 disagreement within the Cabinet on the
program (Wirtz). Most of the recommendations need changes to the
law which mean carrying this through the Committees, No onedn
Committees ([House Merchant Marine; Senate Commerce) will really
push it, Labor will never be reconciled to the report ﬂﬂf{-?:ﬁ Kirkland,
who is close to Meany has been opposed, as has Hall and Curran).

=

e —— -




Alternative Possihilitics

. Go with report,

. Withhold any sweeping changes in view of Viet Nam unless
‘agrecment with labor can be worked out in advance,

. Propose a counter-program as follows:

l. Stress importance of research and devclopment in new
“"gsurface clfcct" ships (which can pgo at 250 mph); in nuclear pro=-
" pulsion, in ports and docks, We are spending less for maritime
* rescarch than any other form of transportation., We are getting
~an 55T and high speed trains, Let's focus our space age talents
on ships, and in improving 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 that
competition will be spurred.

4. Do something for the Great Lakns (replace uld vessels,
 bring more trade to region).

5. A maritime promotion program involving Presidential
declarations of the value of shipping on American flag ships, mect-
ing with uhippcrﬂ. and awards to those who use US flag ships.

a

6. Wait for a Department of Transpartation to be -::-rganimd
before we move out further,

. %
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Program and Policy Items

United States Subsidized Liner Cargo Service

(1)

(2)

(3)

Cost=-equalization parity concept of operating subsidy payments
ghould be continued.

Essential trade route concept be continued as part of our nationnal

maritime policy.

Continue present basic arrangements for participation in Conferences.

Unsubsidized Liner Cargo Service

(1)

(2)

(3
(43

Replacement of the total deadweight and cubic capacity within
3 to 8 years.

Government would develop special financial arrangements to mect
the problem of transition.

Operating subsidy should be granted to these operators immediately.

These operators subject to all regulations applicable to presently
subgidized operators.

Dry Bulk Carriers

(1)

(2)
3

(4)

(5}
(6)
(7)

(8)

(9)

Government program to attain a dry bulk f£leet capacity to handle
30% of import-export commerce.

Built in United States with provision for CDS.

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

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

Extend the cost-parity principle of operating subsidy.
Program open to proprietary cargo carriers.

Provide for 20-year contracts with replacement provisions and
world-wide trading privileges.

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

Mar Ad to administer cargo preference laws.
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Liguid 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 minimum import gquota.

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

Passenger Ships

(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 Elag ships.

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

Ship Construction

(1) CDS be continued, ODS only for ships constructed in United States-

=gxXpansion 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 recommendations of the Guerin Subcommittee on the subject
of shipboard automation, crew reduction and labor displacement.

Labor Relations

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

Flnga of Convenience

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



(2) Amend 0il 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. ‘
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ALTERNATIVE PROPOSALS FOR RIVISED MARITIME POLICY

Tha Interagency Maoritime Task Foree (IMTF) report and tha Maritima Advisory
Germittea (MAGC) report hava been completed and are bafore the Administration
for consideration:

== Thn MAC verort roaffirms policiscs of the Morchoant Maorinme Act of

1936, and justifies program oxpansion to mact dafansa noads,
copmareial promotion of U.5. flag operations, and maintenance

of relatively stoady employment level for shipyard and ship-
tuilding. Program would eventually cost approximataly $000
million annually. PFedaral expandituras would rise by 5200 wmillion
dJuring FY 1967, Thoe profram would attempt to solve maritime
problams indepandent of other national poliey considerations.

== Tha IMTF roport qunations basic assumptions of Merchant Marine
Aet with raspoet to tha noeed for guaranteeing cormaveial eacrriage
of our foraipn trade undar U.5. flag and would limit subsidy to
national defensa requirorents. In permitting a substantial re-
duction in maritime labor furce, assumas, expanding economy with
altarnativa jobs available for theso displacad. It adopts
classical approach of froa onterprise economy and is consistent
with Administration intornational trade policies. It assumaz that
maritime policies sre not to promote full amploymant sinca othor
p2ans are better able to meet this objactive, Program costs would
dacline from 1966 expanditure lavels by 542 millicn to a lewal
of $377 million by 1985. This progrom would substantially re-
structura the U.S. maritice industry which erecates strong uncar=
tainty on the part of industry and labor.

Lo

Arcas of Afrcomant -- Doth programs would incroase the number of cargo
lirers under subsidy and develop a dry bulk carriar fleet. Both emphasize
rasearch and dovelopment neods to improve the economic position of the
U.S. marchant marine,

Points of Issuz == Tho major issues ara as follows:

== Tha Task Foraca ronort patmits Amarican ship cwnacs to build abroad
after U,S8. shipyarda have beon subsidizaed at leval ncecessory to
maintain moblilizotion basa. Propgram now coots $100 million annually
and supports 7,000 cut of a total of 100,000 ghipyard worlkars. Tha
unions and shipbuildars opposa this propesal, based on faar that it
will evantually eliminate commercial work in U,S. shipyards. Sub-
aidizad oparators ara nautral but would accapt since it roducas tha
onus of & haovily subsidized induatry.
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ws Rliminate passen~er line subsidy == result in eventual eliminotion
of U.5. pansenper fleets, (such liners as the U.S., and the Conatitu-
tion). Approximately 547 million is expendad venrly on passenper
operating subsidy and primarily supports crew jobs as bartenders,
waiters and stewards, ete., which can easily shift to landside cmploy-
ment, Defense states liners are not required for national defense.
Principal opposition from MU which would lose 5,000 jobs on 13
liners. There is strong emphasis on national prestige factors by
supporters of this program.

== QNaviss oparatine subaldy syatem and eliminate essentlal trade route
concepts == INIF veport opposed by ship operators oince it increanes
competitive forees in ccean shipping and de=-cimphasizen necessity of
common carrier operation. Operators claim trade route concept and
conferenceaassure avallabiliey of U,5, flag service to small ports
and stabilizes rates. Proponents belleve U.5, flag £leet provides
limited service and low=cost foreign operators have done a better
job in serving and promoting rade. The concept behind recommenda-
tions is that national interests are better served If entreprencurs
act freely in competitive market to follow trade and maximize pro-
fits., Rather than adversely affecting service to ocur foreign commerce
it would improve trade service to V.S, shippers. The point that
U.S. marchant marine protects our cormareial and cconomic interesta
is questionable under present conditions since "stability" in the
trade is the major cbjective of U.S. operators. Stability means
inflexibility in rate structures not geared to costs or competition.
Protects operators but not necessarily in owverall public interest
since it maintains artificial occan freight rate structure.

a= Eliminaticn of carso preference == IMIFP concludes that cargo pre=
ference faills to promote moderm tonmage inm U,.S, £lag fleet, creates
adverse international repercussicns and errodes compatitive pasition
of U.5. merchant marine. Maintains obaolete tramp vessels
and nonsubsidized liners at a total cost of § .
Proposal substitutes direet for indirect subsidy. DProponents beliave
Government should retain preferential routing but are williag to
eliminate rate differentizl, While questionable that two are scparable
it 1s possible to establish a system which brings cargo rates more
nearly in line with world shipping rates.

Support for Proprama ee

== The MAC raport is supported by much special interest groups as
shipping lines, shipbuilding industry, affected labor groups and
goma porkt groups. The recommandations of the MAC report would be
opposed by {arm groups, economy-minded interests, and those concerned
over any move towarda protection.
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== The IMIT report conversely would be opposed by apeclal interest
groups whose benefits are reduced. Constructive support is expected
from unsubsidized shipping groups, farm groups, majorell companies.
All Government agencles, except Labor, and newspaper editorials
discussing proprams in the context of broader public interest support
the appreach of thls report.

Alternntive Prorram Approaches == In view of violent opposition soma tactical
compromlea 1s possible. :

== Adopt TITTF proccam == As contrasted to present program or MAC report,
would reduce Covernment costs and double fleet carrying capacity
but accepts employment decline. Impossible to sell to special
interests and Congroaslonal sponsors. .

“omw Adopt MAC report == Accept principle of program expansion irregardless
of costs or economic consoquences. Would raise 1967 budget costs
by 5180 million and over future double present cost levels. Employ=
ment would decline but not as rmch as Task Force proposal. Would
gain support of industry and labor groups.

== Adant IMIT report to MAC employmant and ship pronram levels == Compro=
mise could be achieved through increased Federal resocurces while maine-
taining policy prineciples on foreign conatruction, elimination cargo
rate preferencial, and keeping incentive/parity concept of IMIT but
restudy to find more acceptabla method of application. Would find
substantial industry support among nonsubsidized shipping interest
and S8IU (Hall), Cost would vary from $50 = $300 million greater
thaon for minimum program found necessary under IMNIF study and would
depend upon how much swectening is required.

== Continue present policy =- Costs would gradually rise to about $600
million annually while fleet size and employment would decline.
Maintenance of present policy while acccptable to subsidized industry
would continue present drift in policy and would weaken U.5. maritime
programs. Would not meet commitment wmade in last State of Union
Mossage. Over the long term the economic position of the induatry
would decline and question of policy would remain unanswerad.

i







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 bast be met.

This evaluation must be made in the light of the following factors:
‘== Growlng obsolescence of the U.5. merchant marine.

== Continuing decline in competitive position of U.5. flag fleet in
ccean commercial shipping, and increasing direct and indirect
costs of subsidy to the U.S5. economy.

== The changing characteristics of U.5. foreign trade represented

by increased impactas of bulk raw materials, growth in use of
ke specialized carriers, prospective increase of air competition
in passenger and selected ailr cargo movements hag’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 that subsidized liner operators have not been responsive
to emergency needs during Viet Nam. DOD primarily depend upen
MSTS nucleus, tramp and non=subsidized liner operators and reserve
fleet.

== Failure to find an economic rationalizaticn for subsidy in answer
to cost effectiveness evaluation and economic analysis of maritime
promotional programs,

== Growlng dependence of U.5. flag fleet upon Government preferred
cargo and resulting reduction in competitive role played in our
foreign commerce.

== Program inconsistency with U,5. international trade policies.

== Growing quality and reliability of total world shipping servicing
U.5. exporter needs.

== Growing realization that U.S, flag fleet under present arrangements

exercises little trade leverage and recognition that foreign flag
‘often service public interest better than U.S. flag.




A number of studies over the past ten years have evaluated U.5, maritime
promotional policy, the principal ones being the following:

1. National Academy of Science Report in 1960 1. et wf=i d [
2, Report of the Business Advisory Council im 1963
3. Interagency Maritime Task Force Report im 1965
4, Maritime Advisory Committee Report in 1965

5. Report of the Rand Corporation on Military Value of U.5. Merchant
Marine (unreleased)

In addition, there are other lesser studies. In part, the economic lssue was
first seriously raised in an analytical study publishedin 1961 on the question
of economic value of U.5., merchant marine (initially sponsored by CASL). This |
book called the "NorthwestermStudy," raised serious doubt as to whether any :
economic rationale could be found for subsidizing shipping, particularlyunder |
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, status
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 recelves a wide range of direct and indirect subsidies. The
Buresu 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 pald 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 Interagency 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 rescurces 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 naticonal
interest justification is meeting military and parallel civil requirements under
emargency conditions. BSecondarily, the availability of a U.5. fleet geared to
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these ohjectives also would provide an added benefit 1f 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.

The Maritime Advisory Conmittee Report reaffirms (vithout adequate analysis)
the policy of the 1936 Act that security of U.S, and development of our
cormerce is ultimately tied to a healthy expanding shipping industry under
the U.5., flag. The term "health™ does not refer to economlc 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 tives of emergencies for defense needs. The underlying assumption is that
the U.5. cannot compete economiecally 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 industry and balance of payments requirements =-- at
mogt 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. Tha
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. publie
interest considerations, etc. However, from a pragmatic evaluation of the
experience of the last year, the Interagency Maritime Task Force Report is
clearly unacceptable to the interested parties for the following reasons:

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

== 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 pelitical
alliance against substantial breakthrough towards revised programs. A break
in this united front or a compromise to meet their demands half way appears
to be the only selution.




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 Lo 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. DOD has proposed several alternatives for meeting ot BYel
. this need including steckplling and providing its own capability.
The magnitude of defense needs also will decline over the long term
as military requirements change. Shipyard and manpower needs are
relevant to this consideratiom but the short time invelved prevents
an exposition on these points. The question of available trained
reserves has never been fully explored. Under critical conditions
Navy could man the fleet from the uniformed service.

== Commercial Requirements == The question of commercial requirements
for a U.5. merchant marine are subjects of judgment and not of facts.
In general the commercial requirements are questionable for a number

of reasons:

== The existence of & large U.S5. fleet ecarrying 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 rescurces 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 efficlency of the industry.

== Present maritime policies contribute very little to direet 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:much as U.5. flag lines --
this is good business.

=« Under present conditions the U.S5. 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.5. shipper against potential
foreign flag discrimination. The competitive commercial characteris=-
tics of the U.8., liner fleet are weak because:
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(a) Over 50 percent of U.S. liner exported cargo is Government
reserved cargoes thus radically reducing available tonnage i |
space to compete in the commercial carriage of our foreign |
trade. |

(b) By operating in shipping conference and where possible pooling
agreements, the competitive impact and trade leverage of U,S5.
flag operation is made nil.

== Civil Emergency Regquirements -- A third alleged justification of
gubsidies is that eilvil emergency requirements during times of war
makes it essential to have a U.5. fleet to carry goods and raw |
materials in our international trade -- asgsumes 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 ships be employed during times of war if not
engaged in U.8. foreign commerce?

d == Is there any prohibition against seizure of all ships in our
territorial waters or ports at the time the emergency began?

== Are alleged emergency needs for imported raw materials based
upon economle shortage or physical shortage?

e ————

Pragmatic Approach 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- {1
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
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 accepted

in exchange for other concessions which would permit over the long term a better
“"rationalization of our maritime support programs. s |l

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 Jjobs aboard ship. Even foreign
shipping companies are finding it difficult to make a go of passenger
service in the face of competition by aviation.

== Containerization and integrated systems are having a substantial

--{mpact on the character of our liner trade and under certain conditiocns
it appears that U.5. operators may be able to-operate with a minimum




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

== More and more higher wvalued cargo can move by air freight in the
future with the introduction of such aireraft as the C=5a or the
B=T747.

== Speclalized bulk carriers can further shrink cargoes available at
the other end of liner grade. (The area of low valued bulk movements
-used for top-off byliners.)

== DOD is placing greater reliance upon its nucleus MSTS fleet capability,
new FDL ships, and future pre-positioning of supplies. This combined
with increased air movements will lessen dependence upon U.S5. 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 advantage of foreign competition.

-= Essential trade route concepts are less meaningful today.

== Non=subsidized segments of the industry will wither away without some
meaningful suppert role by the Government.

On the other hand the U.5. has certain leng term commitmentas to lts subsidized
operators. Subsidy contracts run for periods up to 20 years (these vary by
operator) and include regular vessel replacement programs. Many of the vessels
now in operation are inefficient, old and obsolete. This situation increases

" the cost of subsidy, and replacement of these vessels under existing contracts

would clearly improve the return in shipping capability per dollar of subsidy
invested thus improving the potential for better competitiom by U.5. 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 posaible.

What are compromise alternatives?

The dilemna faced by the U.S. Government is as follows. New tools of cost

.. effectiveness and economic analysis, first applied in DOD, are being used in
other sectors of the Government. The impact of this analysis is ebservabla

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 |

fleet. DOD's experience with the subsidized operators in Viet Nam clearly

points to its disillusionment with the present subsidy program.
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Support for an cconomic rationalization of U.5. maritime policy comes
primarily from the Council of Economic Advisors and the Bureau of the Budget
who have sustained the pressure for re-evaluation of maritime programs.

In terms of securing a resolution of maritime issues, it is elear that the
Justification for continuation of the subsidy program must at least g've
recognition to economic poliecy guldelines. Also the final program recommended
should be comprehensive and not presented as a patchwork problem-by-problem
solution. On the pptimistic side, our experience of the last year finally

has brought realization 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 N
objective of the Secretary's present task force should be to derive from

all the considerations which have gone before, a 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 justificationm
for present programs for the following reasonst

== 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. 1In 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 pubsidized U.S5. 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,5. flag lines operate |
under the conference systems and naturally share cormon objectiwves
with foreign operators -~ maximization of income and profit. Without |
improved competition, public interest considerations cannot result.

== Foreign tramp operations (Greek and Norweigan), air cargo expansiom,
and growing use of containerization hold the greatest hope for
reduced shipping costs and more efficient moveément in our foreign
commerce.

== Under most comparative trade-off, a dellar invested in subsidized
shipping today returns less to the U.5. economy than alternative
investments of dollars if employment and balance of payments are the
measuring criteria.

== The present status quo under which the industry operates is incompatible
with the economic and dynamic growth pattern of U.S. industry. It
protects the subsidized operators and disadvantages other segments of |
the fleet which appear to be responding more vigorously to national needs.
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== Present institutional structures in ocean shipping bars the use of
the subsidized U.S5, flag fleet as an instrument of national policy
for insuring more efficlent and economic movement of goods and peoplas
in our foreign commerce.

Conclusion

The mere fact that a subsidy to commercial shipping has no economic justificationm
(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 economiec improvemtn

" in the movement of our foreign commerce and would meet labor demands for

longer term stability of job levels in the shipping industry. This program

is as follows: :

l. A construction subsidy level to support the construction of an
acceptable annual level of ships in US. yards and simultaneously
permit U,5. operators not covered by this level to construct comparable
vessels abroad. (Matson Steamship Co. 1s 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..r£nntinuu cargo preference but eliminaterate differentials. HNo
economic justification but primarily response to political realities.

5. 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 sift through these .
proposals and find the best combinatlion which will receive the support of
" key elements in labor, management and government. It is a very easy task to
price out these proposals once the basic principles have been established., It
is also important that whatever program is proposed it should include a
precise schedule of tha minimum level of ship comstruction and to whieh
components the Government is willing to support.

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




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 cperators for more ships but does not direct itself to the
vexing economlc 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

. considerations. I mean 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 and allowing industry to fight our battle.
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AS TTHISTRATIVELY RESTRICTICD -
BRIEFING PAPER ON MARITIME MATIERS :
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The rarltime Industry has had serdous problems for over a century.
Theze problems became critical in the 1930's resulting in the Merchont
larine Act of 1936 and the present policy. A similar crisis has been
developing over the past several years. 'The major preblem ercas ore:

. Lotor Selaticns: The merdtime industry, with about 1/2 percent
of the nation's labor force has required the use of 9 cut of the 23 Taft-
Hortley Injunctions. The lebor force is frogmented into 9 scamoing
unlens ond 2 lonmshore unlons, and there is intense cocpetition between
unicns on benefits and Jurisdictional matters. Uncertalnty as to future
nationol mardtime policy increases union resistance to sutcemetion and
other increases in lsbor productivity.

Increased Federal Costs: Since 1950, Federal costs have gone from
465 =41Tion to about 3400 million with substantially no incresse in carso
carrying copacity.

« Old Ships: 700 out of 975 privately-cvmed ships are of Vorld War II
ame, &re neardy worn out and will be scrooped in the noxt several years.
Feplacoment in U.S. yards would require sobout §4.5 billion in Federal ship-
yard subsidy and the availability of & slmilar amount of private capital.

. Flect Imbalance: OQur trade and the emergency needs of the economy
are more and more for dry bulk materdals, but we have no modern bulk carry-
ing capabllity.

Denendence on Covernment Carco: The forclisn trade fleet, even in
Fnermal® $4mes receives a high proportion of its income {ruu":l':ly 504, about
3052 millieon in 1564) from govermment carpoes cbtained under caryo prefer-
ence ordi larpely carried at preferred rates. With the Viet liam War at
current levelz, thiz is even hicher. This situstion i1s costly to the
goveriment, reduces such influence as we have over carriage of our con-
merelal trade and, under most conditicns, has an adverse net effect on
our Ealance of Payments position.

« Basle Problem: Underlying all of the above 1s a bosic economic
problem — the Amerdcan Merchant Marine has a cost disadvantare with re-
spect to its foreirn compotition which has not been ofiset by any
procuctivity adventase or advantase of qualitative superiority. Other
induatries, such as U.S. internatiocnal airlines, the Airframe gnd machine
tool industrics have developed such offsets and are able to compete.

VIEWS ON ACTICHS HEETED:

Al interccted parties (administration, Coryress, Industry and Labor)
agree that action is needed. Thore are two divergent views on what €0 do:

ADMINISTRATIVELY RESTRICTED
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« Keen present policy, but spemd more momey en Imnlementing 4t. This
i:*r i': held by Rep. Garoobz ond rost of 1:.{' t"it.' Tiouse Merchant Mnrine and
sherles Comnlttee. It is alco held by Scnater Momnue=on, but with some-
what. wore flexibility. There is opparertly oece support for this view in
the Republican Fouse leaderahip as evidenced by ataterents of Neop. Ford.
Naritine laobor and most of tie subslidized industry hold this view. This
view Is cxpresced in the Maritice Adviscry Committee report.

_..__ i it

This u:'.ew iz held by most gmrennnnh r..epnrt.mntn, scing nﬂmmiata in Gmfm:as.
most of the uwnoubasidized mardtime industry. It is expressed in the Inter-
apeney Maritime Task Force report.
PROGRAIS:

The following table provides projected corparisons of:

1. Tho current policy and program
2. The Task Force program

3. The MAC
4. A program being considered by MarAd and Department of Commerce
| Present 1975 1995

New Construetion (Gen. Cargo/Bulk)

Present Program 13/~ -/~ 10/~

Tasi: Force . 18/5 22/5 17/-

MAC 17/20 17/13 17/13

MA/DOC 1/ 13/~ 20/5 20/-
Capreity (Millions of Long Tons in Foredrn Grede)

Precent Program 27.4 21.8 23.1

Ta..:: Force 28.8 38.9 51.9

we 2/ 26.8 119.9 203.8

MA/TOC : 27.4 35.3 ] 57 .0
Faceral Costs (Mllions $)

Present Program $420 $357 $636

Task Force Loz 364 317

MAC 84 606 772

MA/DOC 3/ ' 420 562 729
Shiptecard Jobs

Present Progrem 47,000 34,000 27,000

Task Force 47,000 71,000 27,000

MAC 47,000 Lo,000 jﬂ,ﬂﬂi}

MA/DOC 47,000 36,000 30,000
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1/ ‘This progrom also provides for a revitalized reserve flect contaln-
ing sbout 250 dry corro chips.

2/ Greatly increased carryings due to quota of oil caryo directed to U.S.
ships; no added Federal costs—costs passed along to concumera.

3/ Price esealation for chips at 3.2%, all other forecasts at 2.

DEFENSE DEXIANDS FOR SHIPPING:

At the present time there is no actual shortore of shipping to meet
either the current or projected Defense Departmont needs. DOD 1s utiliz-
ing the services of about 376 dry carco ships:

122 Unsubsidized Charters

32 Subsidized Charters

50 Ship Equivalents in Berthline Services
172 GAA Ships

Tids leaves roughly 300 dry carpo ships in non-defense service, of which
ghout 200 are subsidized shipa on normal trade routea, Ships were ac-
tivated from the HDRP for 0D service rather than using cquivalent active
private shipping in order to maintain the maximm of cormmercial services.

CONFERENCES AND FEGULATION:

The actlvities of liner operators In international stoamship confer-
ences and the regulation of these activities by the FIIC bears a resem-
blance to domestlc common carrder operations, but there are lmportant
differencea:

. Conferences are Internaticnal groups and their acticns and even
information concerning them are not under cooplete cantrol of the U.S.

« NMepulation of conference activities by the F¥C is directed at pre-
venting dlserimination by carriers arainat shippers and between carriers.
It is not dirccted at setting cost-related "feir and reasonable” rates
in the public interest, althourh it determines when rates are “"detri-
mental” to U.S. forelgn commeree.

« Entry and exit of indiwvidual liner oporators into serviece and into
conferences 1s not subject to U.S. control, i.e., there is no asnalogy to
"eertification” of a carrier.

RELATTCHSHIP TO OVERALL TRANSPORTATION:

Althoush air carmo operations rmay make simificent inroads into high-
value liner cargees in future years, Maritime transportation will continue
to move an overwhelming percentase of tranos-ocean carpoes for the foresce-
shle future. Thus shipping is an indispenscble link in the busineas of
moving gocds frem source to destination. One of the most promlsing devel-

cpnentas to potentially increase trensportation productivity and reduce costs
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to shippers 1a the intepration of land syaters and interchanece points
wilth maritime systers thaoush use of undticed carpe handling, sirplified
documantation, coordinated manaremont of the overwll system and romoval
of institutional barrders (customs and labor practices, for exomle).
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Memorandum
David Baldwin James Maloney
T : B.obert Giles Lawrence MeQuade

Joseph Goldberg Frederick Simpich
/Paul Sitton

FROM ©  Acting Maritime Administrator

SUBRJECT: Maritime Policy and Program Alternatives

US. DEPARTAIENT OF CDMMERCE
MARITIME ADMINISTRAT iGN

DATE: January 18, 1967

In reply refer to:

Attached is a brief outline of policy and program differences--

between Program Set I and Program Set II.

. W. Gulick

Attachment
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General

Brief Outline of Progranm
and Policy Differences

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

new policy and legislation whereas Program Set II is conceived within

existing legislative policy.

Specifics

1., Program Set II (Commerce)

.

b.

C.

.

f-l

Expansion of aided freighter fleet from 285 to 340 —- replace
at 20 per year.

Davelop modern bulk fleet of 60 ships.

Retention of cargo preference as means of operating aid at
reduced rates to bulkers.

0DS for bulkers beyond availability of preference cargo.
411l construction U.5. vards with EDSn

Reduced CDS through block procurement.

Revised ODS contract with cost reduction inducements and
productivity gains. -

Betain cabotage principles.

Revitalize and sustain NDRF freighter capability.

Meet 100% military freighter requirements; 100% urgent

civilian freighter requirements; excess capabllity for 20% general

cargo foreign trade requirements; 454 dry bulk civilian require-

ments, with U.5.-flag.

2, Program Set I (BOB-DOD)

Option 1.

Differences from Set II

e ———————————




2,

a. Reduction from 285 to 277 of aided freighter fleet -- replace
at 12 per year.

b. No U.5. construction or CDS.

e¢. Eliminate "fair U.S. rate" provisions of cargo preference

é. 0DS te all bulkers == total, S0.

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

f. Retain U.S.-flag features of cabotage but permit use of foreign-
built ships.

g« o 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

Reduced rate of bulker construction te achieve 29 by 10th year --
50 by 15th year.

All construction in U.S5. with CDS.

b.

c. CDS payments recalculated on "inducement basis" with block
procurement (See attachment).

d., Some reliance on NDRF for bulker capability only.

Option 2b

Differences from Option 2a

de

b.

C.

Moratorium on freighter replacement construction for 10 years.
Meet requirements with combination of active aided fleet and
NDRF, (Effect reduces ailded freiﬁhte:s to 156 in 10th year)
Deny renewal of expiring ODS contracts to achieve b. above, .

then renew as required. to maintain reduced active fleet.

Ry



Optcion 3

Differcnces from Set II

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

||: per year,

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

c. Tntallcunstructiun program of 24 per year: 13 in U.S5. yards with
€DS, 11 in f-::r_e:lgn yards. -

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

e. 0ODS for bulkers.

44 Perfnrmance-in?entive basis for 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 100 by 20th year.

s B Meets 100% military freighter requirement and less than 50%
civilian.requirement with U.S.-flag by 10th vear; states it
ﬁill meet 100% all freighter requirements by 20th year with
20¢ __ capacity for commercial trade (not demnnstrnted.}L

k. Retain cabotage provision of .U.5. operation but extend privilege to

£l

foreign-built ships.



ATTACHMERT

Program Set I

CDS Reduction

i Program Set I calculations of CDS under options 2a and 3 are
predicated 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 established 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
CDhS. In the example given above, the ratio of government cost to

total U.5. cost for each of ten ships is 45%.

The basic 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 government while the latter distributes it equally

between the operator and the government,

B & 8 F & W B W O@m O® ®

Sanple Caleculation

I. Cost to operator in foreign yard |
per ship cost (each of 1)
per ship cost (each of 3)
Allowable Foreign Cost
II. Cost in U.S. yard

520 M
88 (520 M) = §17.6 M
A8 1f ($17.6) = $8.5M

Per ship cost (each of 1) " m L 520 M
Per ship cost (each of 10) = 78 (20M) = 15.6
III. Calculation of CDS
Per Ship cost in U.S. (1 of 10) = 515.6 M
Allowable Foreign Cost - 8.5
DS - = §$§7.1M
IV. Effective CDS Rate :
iy R R 0 L - 1/ MarAd assumption based on block
Cost in US 15.6 - procurement in groups of 10.
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BACKGROUND AND GUIDE ON MARITIME
ISSUES AND THE PROPOSED FROGRAM

PURPOSE & CONTENT

This paper provides you with a summary of maritime issues, a
description of our proposed program (with comparisons to current
program and "Option 3"), plus a precis of the moet 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.
2.

3.

4.

5.

Foreign construction
An incentive operating subsidy system

Rationalization of cargo preferences to get costs down to
world rates
I

Incremental availability of shipping for DoD use in
situations where requisitioning is not desirable

Removal of resistance to MarAd moving into DoT

- Salable Items: Points to be Made in Discussions

1.

2.

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 well to all
maritime industry and labor except shipyards.

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.
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FPROGRAM FEATURES:

= Ship Construetion, U.5. Yards:

Increase funding by about $20 million annually for next three years
to increase number 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.5. registry and manning
with all U.S5. 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 incentiwve 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 operating
aid to part of the fleet.

= Operating Aid (Bulkers) :
Direct operating aid would be provided to new bulkers.

— e il
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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
gm.rarnmnt CACgOes.

Research and Development i

Inereased 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.

Muclear 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 cargoe
ships at rate of 20 per year (about $60 million a year).
Beturning GAA Victories would receiwve 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 Sige:

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.8.-flag deadweight tonnage would increase from 14 to

19 million over about a ten-year period. Due to trend to

CONFIDENTIAL

—=t



CONFERTRTIAL |

4,
increased ship sizes, number of ships would 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. However, more men per job would
be needed in work force than today, due to fast turnaround and
high productivity of the ships and probable consequent need for
more crew changeover.

= Productivity: i

The tonnage productivity of the flee# would increase from the
present figure of roughly 27 million| long- tons per year to about
49 million leng 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 spokesmen 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

e —— - — =
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for Agency placement in DoT and our estimate is that there is

receptivity to a trade mow. This receptivity should not be Gger”

overestimated, however: The Industry, particularly Paul Hall,
realizes that they have a strong position in Congress =- Forty-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 program =- albeit a realistic
one’'=+= and 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 Committea
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 intermal
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 internmal
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 embarrassment to the Administration.

Achievement of a successful program will resolve this issua.

CONETDENTIAL
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I155UES RELATED TO SUBSTANTIVE MARITIME PROBLEMS: These issues will
be raised during your discussions with industry and Congressional

people:

= Labor Relatlions:

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 intensely 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 teo at least
about 40,000 =-- compared to 47,000 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
eircumstances 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 forece (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 scrapped over the next few years.
Replacement (let alone expansion) in /U.S. yards as required under
present laws would need about $4.5 billion in Federal shipyard
subsidies, plus similar private capital. Allowing American ship
operators to purchase ships on the warld market would:

1. Put the merchant marine on a par with 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.

3. 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 nﬁnu foreign construction
in any form. However, they are all full of work at present

COMBEDENTIAL
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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 cut 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.S5. or
foreign costs for labor, maintenance and certain insurances;
changes the subsidy. All increases in the difference between

U.5. and foreign costs increase the subsidy and are borme 100%

by the taxpayer. The effect of the present cost parity subsidy
system is to make the U.3. 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 surrcunding the subsidy. :

Our program wants to get the government out of the details of

industry management. We recognize the need for operating aid but
feel that: { :

Mm
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l. It must leave the operator free to make his management
decisions under market pressures and within the American

e COTnOmy .

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 perioed. 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
who could go over it thoroughly before even making the legislative
changes needed to introduce it experimentally.

NDRF Revitalization:

One of our.most valuable maritime assets in the Korean and Vietnam
Wars and the commercial shipping crisis caused by the European

coal shortage in 1953-1954 has been ocur immense reserve of capacity
in the NDRF. The existence of the fleet has given us a "surge
capacity" to meet peak military needs without extensive disruption
of coumercial movements and to keep ﬁnrkat conditions within bounds.

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

Qur program calls for converting 100 little-used Vietory troop-
ships (not needed by DoD as troopers) to jumboized gemeral 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
carge ships when they are no longer needed for Vietnam, also
placing them under dehumidified preservatiom.

This provides about 5340 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 revitalization, although BoB would .rather not).

s —— e e
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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.
yvards. 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 contractse-
and then to re-evaluate whether to replace them with passenger
ships or freighters.

The S5 UNITED STATES could be kept operating on a year-to-year
basis as long as we want to maintain an entry in the transatlantiec
race., She will probably hold the Blue Ribbon until her demise:
Nothing is in the works anywhere that is as big or as fast as

ghe is. ©She costs about 58 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 aild (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 differentiationm,

while of measuring when the U.S. operator is satisfactorily close
to the competitive world rate.

Our program would allow the avallability 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 order of 5 per year each

with about 30-35 jobas.
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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 thanm 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.

Muclear Ships:

The NS5 SAVANNAH's problems do not indicate that we are dropping
nuclear merchant ships. B8he was never designed to be an economic-
ally competitive wvessel, but rather to provide a mobile peaceful
demonstration of nuclear power. She has done this and has also
developed the terms on which nueclear 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 millien

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 235 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 f£lag 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 awvoid 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.

CONFLUENTEN T
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The Defense Department (with State, EoB, and MarAd agreements)
consider these ships under "Effective Control," that is, through
the U.5. 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 confipured for this,
but rather for industrial bulk movements. However, you should
note that much of the petroleum delivered in South Vietnam for
DoD use is delivered in Flag of Convenience tankers (with Chinese
crews) and there has been no troublelat all (see section on "Vietnam"
for another foreign-flag availability issue).

Most Flag of Convenience ships are manned with European or West
Indian crews. Some are manned with $nng Kong Chinese. Almost all
are officered by Europeans. Most are well-screened for security --
often they have as good or better a check from U.S5. authorities

as American crewmen,

All U.5. 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.S5.-flag and manned by American
union seamen. They claim that “Effective Control" is a myth.
They press to "return these runaway ships to U.S5.-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.S5.-flag but rather would be sold to some completely foreign
subsidiary of the owners (as to U.K - Gulf 0il, Ltd). The Flag
of Convenience concept is, of course, supported strongly by major
o0il 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 -
even though our program would help solwve 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.5.-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.

i —

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 comnect 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 forelgn 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. =

S Y

o

- Soviet Merchant Marine:

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

has become an emotional issue in the U.5. 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 imn
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 natioms of
the West deal with the Soviet State trading monopoly," and
the maritime sub=problem is only one dimension of it.
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Our program, by allowing for fleet expansion up to the limits of
private investment, should keep us well ahead of the Russians.

Fast Deployment Logpistics (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 business.

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 PROGERAM

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

= Subsidized Operators and CASL:

Cautious acceptance of foreign comstruction, opposition to
incentive subsidy system. McNWeil (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 Jee Kahn, with heavy current invest—
ment may oppose. Lee White and Ran Hetenna, both key individuals,
should support the program.

PAS——
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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 (reactiom unkmown) 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

L. Proposed Propram

AI

c.

D.

Fed. Input (5Mil.)

Fleet Size

No. of Ships
Total DWT (000)

Job Opportunities

(Shipboard)
Private Fleet
GAA (172 ships)

Production in

Foreign Trade®
(Millions Long
Tons Per Year)

NDEF

No. of Ships

Fed. Costs ($Mil.)

II. Present Policy

h.
Bl

c.

D.

Fed. Input (§Mil.)

Fleet Size
No. of Ships
Total DWT (000)

Job Opportunities
{(Shipboard)
Private Fleat
GAA (172 ships)

Production in
Foreign Trade*
(Millions Long

Tons Per Year)

II1. Program Set I, Opt. 3

hl'

C.

D.

Fed. Input (5Mil.)
Fleet S5ize
No. of Ships
Total DWT (000)
Job Opportunities
(Shipboard)
Private Fleet
GAA (172 ships)
Production in
Foreign Trade*®
(Millions Long
Tons Per Year)
KNDEF

1967

ﬂlﬂ-a
974
14,520

47,555
7,834

27.4

434
I3

420.4

974
14,520

47,555
7,834

27.4

420.4

974
14,520

47,555
7,834

27.4

(Constant 1966 Dollars)

433.0. § 372.6

866 830
14,320 16,440
42,000 38,200

29.8 36.5
344 281
59.3 {2.5)
451.0 a77.0

888, 711
13,807 12,077
43,323 33,639

30.2 27.4

365.9 295.7

869 756

' 13,776 13,978
42,389 35,044
30.0 31.0

MINIMAL PROGRAM

49.1

247
1.5

251.6
692
12,062

29,110

28.4

* Includes domestic fleet production translated to foreign trade basis.

CONTIDENTTAL
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Propoged Maritime Prozram: Noy
?nln:s and Employment Qpportunitias

Flesctr Renewal znd Expansion:

The prtaposed program would remove Government restrictions on
flect venewal and expansion and a1l U.S5.-flag operaters would

be able co purchase as mony ships as they necded st world

markaet prices (firsc in U.S, yatga up Lo limit of expaaded
ahipyurd program, after that in foreiza vards), to be placed
under d.8. tc;ist y and manned with U.5. crews. The number of
job Jppcrhun.h_es will be limited only by the industry's sbilicy
and willingnass to locate investment capital Zor expansion and
their ability to expand their cargo carryincs.

The flcet would be rencwed by replacing the small, low-productivity
war-bullt ships with large, highly-productive new ships. After
replacement of old ships operators could expand thelr fleets. It
iz escimated that the number of ships irm the fleet would stay
roughly lewvel within about L0 but that deadweight tonnage would
increase by 504 and cargo cerrying capability by 200W. The
employment available in the renewed and expanded fleet should

be larger chan today since highly-productive, fast-turnaround

new saips will probably nead more men in the labor force to f£ill
each billet on a full-time basis.

Larear Prosram in Amaricen Shipvards:

The progrem in U.5. shipyards would be increased Lo a higher lavel.
The subsidized new construction program would be expanded by a
Ginimem of 2-3 ships per year. A major coavarsion and upgrading
progziam would be sterted for NDRF revitalization (about 20 AP-5
conversions per year for 5 years; plus substentiasl reconditioning
work on returning Victories). It is estimated that shipyard
employment from Government-sponsorved meritime work would He

expanded by 30% or more.

Unsubsidized Liaer Onerators Woulid Be Brougnt Under Subsidy:

The presaent unsubsidized liner operator would be offered ozerating
aid on expervimental basis using a new system for a 3-5 year period.
Zf the systen works effectively, it eould be applied te other
cperacors as contracts come up for remewal. If not, try something
els: of Teturn to present system. The experimental system would

Sae wnrﬂsd out with operators over the next few mﬂnths and presentced
slonz with che rest of the sackage.



New Bullkers Would Cet Qperating Afd:

New bulk carviers, bullt with subsidy in U.S. or without subsidy
in foraign yards could have oporating aid which would enaoble them
to compete for commercial cargoes, either on long-term time
charter or shorter arcangements.

Careo Profarence Would be Rotained But Costs Reducod:

The progrom recommends retention of the ecargo preference principle,
but would try to reduce its costs and new subsidized bulk carriers
would have Fair and Reasonable rates administered to be at the

world rate. The unsubsidized older ships and independent tankers
would be hendled 2s at present, and cargo would be reserved for them.

A Nuclear Ship Program Would Be Urged:

A Nuclear Ship Program would be recommendad as part of the total
maritime package.

Reszaren and Development:

Increasad RE&D would be fundead.

hip Availabilicy for Defonse Needs:

Arrangements would be made between the industry and the Department
of Defense for the availability of subsidized ships from the active

fleet on an incremental basis without requisitioning.
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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 Sceretary of Transportation Alan 5. 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 publie.

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 all 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 progrem:

- Governwment Program Objectives

1. Foreign construction: The opportunity for American ship-
owners to purchase their ships at world market 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 government involwemént in industry
management decisions.

3. Rationalization of the cargo prefercnce system to minimize
costs 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 requisitioning authority
is not desirable.

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

= Industrv Program Objectives

1. Maintenance or increase in the level of maritime job
opportunities -- Considered a key to future labor-
management stability.
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2. Protection of the rights of the present operators having
contractual arrangements with the government (including
trade route or area rights).

3. Retention of the cargo preference principle. |
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 contribution
to the econcmy.

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 govarnment restrictions on management
decisions and prerogatives.

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.

-fj PRESENT DEGREE OF CONSENSUS
o

Majority Support of Seagoing Labor and Operators: The program presented
in this paper meets the foregoing requirements.’ It currently has
favorable but qualified support of certain Union Leaders representing
the majority of the seagoing labor force Ebw;hﬂﬂfrth&Jmajq:nlicenaed
-officer—unions.plus the largest of the two seamen's unions) and the
management-operators of about 80X of the Ehips in the fleet. This
qualified support is based on the _ _general features of the program
as discussed with them.

%

Opposed by Tremn Operators and Shipbuilders: The operators of the
tramp shipping and independent tankers (comprise about 125 war-age

dry cargo ships and 33 post-war tankers, about 15% of the fleet)

oppose the program. They beljeve that ngw 1L.S.=flag ships constructed
under the proposed programs at world prices would jeopardize their
investment-equity in existing ships as a result of increased competitien,
both for government: cargoes that they carry at preferred rates and for
the cabotage trade. These arguments are sustained by them in spite of
explanation that the construction program is equally available to them
and assurances that the program would protect their equity and access

to cargo.

- Opposed by Onc Major Union Leader: The President of the Seafarer's

International Union (and head of the Maritime Trades Department, AFL-CIO)
OEEEEEB the program on the grounds that the level of comstruction in

U.S. Yards (discussed with him as being about 15 ships per year) was tao_
grall and that he opposed any foreign construction. His positiom also

ig influenced by AFL-CIO political considerations. His alternative
program recommends a subsidized construction program of 65 ships per
year, expansion of cargo prefcrence and its extension to cover com-

mercial bulk cargoes.

T
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- QOpposcd by Shipbuilders- Council and Shipvard 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 mgrchant ship work represents only about 5% of the
income and employment.in.-this industry. An increase in the size of
the construction 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 PROGRAM

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 opportunity and

flexibility to fully meet the revolution in techneology now underway in maritime
transportation: Containerization and large specialized bulk ship systems which

are being placed in operation require that heavy capital investments in new
ships -be made at competitive prices, and new ship types such as large
specialized carriers will inevitably drive older 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 onm fleet

| renewal and expansion and extends the government's willingness to provide
assistance bevond the probable limits of the industry's ability to take
advantage of such aid (in terms of investment and development of new business).

This opportunity is timely: Competing foreign merchant marines have
committed large investments in conventional ships which although young, are
ohsolescent in the light of technological possibilities. The .8, Merchant
Marine, by wvirtue of the existing stagnatipn of investment caused by the
rigid laws requiring U.S. construction, aese 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 context, the favorable impact of the announcement of a ship constructi
and flect expansion program of this size upon the over-all American economy wou
be considerable. . i

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
decrease to about 54.90 per ton by 1979 (the tenth year of the program), from
the present 511.65.
5

Fleet size would increase from 14.5 M DWT (955 ships) to 21.0 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

fr- Separate Subsidy Programs for Ship Operators and Shipvards: Ship
operators and shipyards would have separate direct subsidy programs.

on|
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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 wessels
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 permitted to-buy ships at world market
prices either by purchasing ships built in U.5. yards under
the shipyard subsidy program or in foreign yards. Foreign-
built vessels would be registered under U.S5.-Flag, manned
with U.S5. crews and would have all privileges of U.S5.
registry accorded to similar U.5.-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 Maritime Administration to be eligibla
for operating subsidy. Operating subsidy would be available
for all ships in foreign trade except proprietary carriers,
up to the limits of the program lewvel. 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 would have to be

renewed before operators could expand the number of vessels
in their fleets under subsidy. Replacement of war-age ships
would be completed before 1976. £

* QOperators in Domestic Trades: Ship operators in domestic
trades would be able to purchase ships at world market prices

whi:h would function to proteckt Existing ‘unamortized “invest-

ments in ships constructed or substantially converted at T.S5.
prices. The procedure for placing in domestic trade of a new
ship to be built at a world market price would be as follows:

1. The operator would make application to the Haritime
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 wuulﬁ
be jeopardized by the proposal.

3. The applicatien, together with 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).




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
are some domestic trades where there would be small likelihood of
either opposition or jeopardy of existing investment. WNo operating
Eghsidies would be available in domestic operations.

The program would call for removing all restriction on foreign
construction of U.5.-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 $140 M to about $222 M in 1969,1/ which
would construct about 30 ships: A mix of 14 liners, 10 bulk
carriers and 6 tankers., In FY 1974 this would drop to $194 M,
sufficient for about 25 ships in a similar mix. The gize and
continuity of the program will enable shipyards to plan plant
investment that would, im their judgemﬂnt be necessary to enable
them to be more cumpatitive. Induced modernization and retooling
would permit greater economies of scale and hopefully make U.S5.
shipyards more competitiwve.

The program would handle shipyard subsidies as follows:

-1l. Construction subsidy rates would be initially calculated in
a manner similar to the present system to indicate the best
estimate ufhpercentage difference between U.S. costs and
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 ang initial two-year period.

2. The U.S. ship purchaser would-have the full 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 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 purchaser.

3. MAdded defense features would be financed as added cost
to the government, as at present.

1/ 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 M in each of those years.

e —
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4. The U.S. shipyard, with knowledge of his costs, the subsidy
rate and world ship prices, could design ships for sale te
operators, could bid on contracts offered by ship purchasers
and could negotiate on 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
ships for U.S. operators. Subsidy money to the limit
appropriated for the year would be allocated to yards
with preference to contracts for U.S5. operators with
choice between contracts being made on a production-per- /
government=dellar basis.

6. After some actual experience has been obtained relating to
construction abroad for U.S5. registry, the subsidy rates
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. Ship repairs would not be subsidized inasmuch as the present
30% duty and the convenience of repair in U.S5. yards for all
domestic operators and most U.5. 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.  Title XI loan guarantees would not be aqgilghle for fnreign
:nnstructinn.

\."

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

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

= Operating Subsidy Programs:

* New Liner Contractors: The four present unsubsidized liner
operators (74 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 partic[pating |
operators in the next 30-60 days and taken to Congress for
such legislative changes as are needed to conduct the experi- |
ment. € revenue incentive system would be used as a basis
in working out the uyatum, “but other systems could be considered |

and tried. The system will be monitored and adjusted during |
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the 3-5 yvear developmental pericd 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 hawve an option for
a long-term contract under whatever system the government
finally settled on for liner operating subsidy. WMore
than one system. could be placed under development.

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 (United States Lines is the only
one affected if the program is initiated in FY 1969) whose
contracts would terminate during the development peried, would
be given 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 simplified cost parity system.
The system as structured would probably work only in the context
of long-term time charter operations or with shorter-term
arrangements. It Hnuld not be expected to succe:d for cperators
who depend on "spot" market charters.

+» Long-term Operations:

1. Entrepreneurs planning to'set—up or bid upoﬁ a long-

E

f o term charter (for example, a 10 or 15 year charter
; ¥ to move coal or ore for a steel industry operation,
Gt i here or abroad), prior to making his bid would bring

& the details of his proposal and its costs, incluﬁing

shipbuilding plans and costs (assuming the package
.. to include construction of new ships) to the Maritime
» Subsidy Board. i

2. 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 set times during the proposed charter
period, for example, at the end of each five vears,
when the subsidy arrangement would he reopened for
evaluation and adjustment. Performance requirements
‘would be includad in the government's agreement with
the operator comsistent with the nature of the
operations being contemplated under the proposed
charter. These matters would he on a confidential
basis between the Board and the operator to avoid
jeopardizing the-operator's competitive bidding or
negotiating position.

e
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3. The Board's decisionwmld 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-term 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 negotiatioms.

Subsidized Bulk Operations to be Related to U.S5. Foreign Trade:

To receive subsidy, bulk cperations would have to be related to the
U.5. Foreign Trade. However, these subsidized operations could
have one or more legs im crosstrades between foreign countries

as part of their overall operation.

Cargo Preference: Cargo preference would be retained but its

costs wiuld be reduced by allowing new subsidized bulk ships to

compete for the cargoes, in conjunction with their commercial
operations (due to the year-to-year uncertainty of PL 480 grain
shipments, it appears doubtful that operators would make new ship
investments for this cargo alone). Cargo preference would be
administered under "Fair and Reasonable" ceiling rates, and sub- ;
sidized new ships built at world market prices vuld have "Fair ,

- and Reasonable" rates administered so as to be at the competitive

world rate. The potential impact of new bulk ships would not begin

to be felt until 1971 and would not be expected to be of significance
until about 1975 or 1976. Cargowwuld be reserved for the older ships
and indeépendent tankers during the life of the program at an annual
cost of roughly $33 million in differential rates. (An alternative te
this latter reservation would be some form of government "buy-off"

or trade in of obsolete tonnage).

Liner cargo preference would be continued as at present at an
estimated cost of about $11 milliom.

In considering cargo preference, the program makes the
assumption that PL 480 shipments will continue under the present
administrative arrangements and that these shipments may gradually
increase from the present roughly 8 million tons per year up to
roughly 10 million tons over the mext ten years.

e
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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.5. shipments 1if
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 Eransportation terms,
thereby possibly reducing the tonnage shipped under carge 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.5.-Flag tramp tonnage
to remain in this market, unless the government decides to sub-
gidize these costs in order to extend the life of this old tonnage.
Costs of doing this, i.e., providing for govermment payment 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
gcrapped when it was no longer useful in cargo preference and that
the operators would comstruct new tonnage at world market prices
and possibly even enter other trades.

NUCLEAR SHIF PROGRAM

The proposcd maritime program would inelude a nueclear ship program 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 SAVARNAH as a training wessel. The second would upgrade and
operate the SAVANNAL.

- Alternative 1:

* PForward with Administration endorscment the draft nueclear’
ship report to Senator Magnuson's Commerce Committee. The
recommendations in this report are:

l. Set up a jolnt 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 590 millionm.-

_ 2. Establish a parallel 5-year AEC Research and Develop-
ment program at a cost of §$100 million towards
development of an economic reactor system.

,.--"_"'"__';_'_
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Operate the SAVANNAH in her present condition as a cadet
training vessel for the Federal and State Maritime Acadenies
for three years (estimated cost $5.5 million) 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 SAVANNAH to a full containership (750 standard)
containers) and upgrade her present power plant. This would
take two years and is estimated to cost $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 oparated 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 and development as part of the Department of
Transportation R & D program. A specific program proposal is currently
under development by the Maritime Administration.

SHIP AVATLABILITY 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 Department of Defense and the present |

subsidized operators (CASL), project RESPOND, 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 Department of 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 Defense, the Department of Transportation and the representatives of the
private operators.

REVITALIZATION OF THE NDRF _j
1
The program includes a proposal for the revitalization of the NDRF
in order to provide a "surge capability" to meet peak emergency needs in
future crises with less disruption of commercial services:

wf
1. The roughly 100 Victory (AP-5) -- class troopships in the NDRF
would be convérted and jumboized into general cargo ships of

1/
The size of reconversion program would be dependent upon success of
current DOD/CASL negotiation on subsidized ship availability -- if

considered sat N &
reduced from the Gesoribed Belth rp¥35%5$§atinnlprngram could be

.-*?“"_'fd7.ﬁnﬂ-f-
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about 13,700 measurement tons (550,000 cubic fect) capacity,

with cargo handling gear capable of up te 60 long ton lifts.

This would be done over a five-year period commencing in FY 19A9
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 ships now under general agency agreement
operations, pould 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.raturn[ng ships would be placed under modern
preservation. _

5. The number of Reserve Fleet sites would be reduced as feasible.

= : W

"~ 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 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 ohjectives 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.

SINCIARY 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 funds together with restructured, less restrictive policies, removes
government restraints on decisions by management in the maritime industry
regarding amount and timing of investment and constraints on the degree
of competition for a larger share of their market. Put ancther 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 maritime 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) te operate

with efficiency and stability. :

Of course, the Federal costs 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 successful in expandinz
their activities to the limits shown.
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- Program Level: The cost and effects figures shown below
are for a progran that would increase the Federal input inte i
U.S. shipyards by about %80 million annually for new con- ;
struction. This would allew for a shipbuilding program |
of about 30 ships 1/ per year for five years, followed by 25
ships in subsequent vears. As shown below, NDRF revitalizations
and a nuclear ship program would be added to this in the early
YeATS .

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. vards (procram orally discussed by Secretary Boyd
with industry) and for the current program. Federal costs
include shipyard subsidy, operating subsidy and costs of !
cargo preference differential rates.

- Summary Comparisons:

Construction in Cumulative Fleet Size!
‘U.&. Yards Fed. . Costs in 5 !
10 Years DWT at 10 Yrs.

Billion 21 Million

Proposed Program: 30/25 55.1 )
Option 1: 18 §.5 Billion 17 Million
Current Program: 13 o 14 3.8 Billion 11 Million

|

- Proposed Program Detail Levels:

l. Construction and Conversion Prﬂﬂram.Fiscgl'YeaIs

1969-73 . 1973 on |
Construction, U.S. Yards
~ Ships, per year 30 == 25°

Fed. $, per year §223 M 5195 M (less in

R some Yrs,)
Private Investment 5206 M ; %179 M.(less in |

. some Yrs.)
(Add 530 ¥ in 1970-1 to cover costs of 3 cnmhiﬁatinn ghips in

each of these years).

1/ A mix of 14 liners, 10 bulk carriers and f tankers is assumed. 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 (5280M)

Add for Victory Ship rehabilitation: 515 M in each of 3
years upon their return te the HDRF.

Construction, Forelgn Yards:

1969-74 1975 1976 1977 on
Ships as 19 16 * 4 or less
Private Invest. :
needed - 5260 M $108M $83M $20M (=)

Operating Subsidy Level: Total operating subsidy increases from '
$239 M in FY 1969 to about $250 M in FY 1976 then remains relatively

level.

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

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

Fola Federal Enstsl; Fleet Size
{5 Millions) {Ships/Million DHT}
1969 Sﬁﬁif 955/14.5
1970 532— 915/14.0
1971 57 892/14.7
1972 532 882/14.7
1973 520 ; 875/16.4
1974 483 867/17.2
1975 487 _ 843/18.0
15786 £89 861/19.0
1977 452 877/20.0
1978 L44 893/21.0

éflncludas shipyard subsidy, Direct Operating subsidies, cargo

preference differential costs. Does not include the AP-5
conversion program, a nuclear program, or R & D costs.

Eflnt1Udas $30M for replacement of 3 combination cargo-passenger ships.

Ll
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Trade .articipation, tenth year (FY 1978)

Liner

Dry Bulk

Tanker
Total

Productive Capacity
in Foreign Trade

Total Volume
of Foreign Trade

14.

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

39
32
14
85

62
272
192
526

63%
12%
1%
16%

e e ——
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EGMFARISDN DF‘ ELEMENTS IN INTERAGEHGY TASK FORCE REPORT, MARI|TIME ADVISDRT COMMITTEE PR{]GRAM AND
"BOYD PROGRAM" .

Task Force Report MAGC Report ' feoes m~ Y"Boyd Frogram®
1. Operating Subsidy Features . | . | it i F =S *
_ﬁ- Restructure subsidy to 3-11"—:"""' more The cust-equaﬁzatirlm parity Parity concept retained until contract renewal
s freedom, encourage productivity and pruﬁt‘-' ; concept of operating Subsi-ﬂ.f “for presently subsidized operators, New ex- . :
ability, and lessen Government intei'ference,_ 3 | Ipajrm_ents be continued, - © . perimental system, to be worked out with
i while maintaining cost pa.rit]r ["inll:l:ntiv!, operators, for 3-5 years for presently unsub-
subsidy"). ' | : - N sidized lines,
1 . i L !
B, Increase the number of cargo liners - Operating differential subsidy "Operating aid,..would be made available for
. receiving operating su'nsif!}r by 30 to 40 should be extended to several all the ships (liners...) thal:- the Industry could
_ ships, ¥ unsubsidized companies, then find capital and cargo for." :
1 operating apprﬂxima..te]f 100
vessels,
) . C. Extend operating subsidy to a new "Cost-parity principle of "Mew bulk carriers... ggu]d*havg operating
group of modern dry bulk t.'.arrien_i operating operating subsidies be ex- aid which would enable them to compete for
in foreign trade, ' tended to American flag dry * commercial cargoes, "
e bulk carriers constructed

under this program."



Task Force Report

1. Erpcra.tini: Subsidy Features (cont'd)

. Encourage voluntary reduction or
elimination of unessential, unprofitable
services to release funds to offset costs
of other 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 lvate shipbuilding capacity required

b ional security considerations.

B. Creale an annual construction
subsidy fund available on a bid basis to

build, convert or repair vessels for any

American ship operator in foreign trade,

2

MAC Report

Investigation be made with

view to improving competi-

tive and economic position

of American-flag passenger.

lines,

Recommend that construction

subsidy be continued.

Recommend that construction
subsidy payments be made on
basis of direct support to

shipbui]di ng induatrjr.

"Boyd Program"

MNot discussed,

-

Program in U.S5. would be increas
to a higher level; subsidized new
construction would be immediately

expanded 2-3 ships per year,

Not specifically discussed,



Task Force Report

1. Construction Subsidy Features (Cont'd)

After national security level of ship-

C.
Fard support has been reached, foreign building
ind repair permitted., These foreign-built
ressels would be eligible for all privileges,

ncluding domestic privileges and npera-ting'

#ubsid}r.

11. Bulk Carriers and Specialized Ships

A, Government buil.d 5 U.S. flag dry bulk
car. .s per year for next 5 years in U, S,
yards, Purchase and labor-management agree-
ments would be assured before construction,
Private funds could be used to build abroad
Re-evaluation of program

iry bulk carriers,

bt end of 5 years,

)

MAC Report

Recommend that operating :

subsidy be granted only for

U.S. constructed vessels,
and that expansion of fleet

be thr'uug'.h ‘construction in

I'U..S. yards; ship repair in .

U.S, yards should be continued,

Government commit itself to pro-
gram to insure dry bulk fleet

that can handle 30 % of this type
commerce, these vesszels to be

built in U.S5. with construction

"Boyd Program"

Operators could buy vessels at wo!fi:
pri.c.;:s, 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, Domestic oper-

ators could build foreign under a

licensing agreement,

New bulk carriers could be built in
U.S. with construction subsidy or

without subsidy in f{:reign yards,

subsidy. Labor-management agree=

ment assured in application for

vessel construction.



Task Force Report MAC Repcrt "Boyd Program"
1 Bulk Carriers and Specialized Ships (Cont'd)

B. Operating subsidy for new dry bulk vessels Recommend that cost-parity Operating aid for new bulk carries
available for a total increase annually up to ’ principle cf operating subsidies no matter where built, in order th
5 vessels, including both U.S. and foreign oo be Extend«.ad tc American flag the vessels might compete for con
built, - dry-hullk zarriérs constructed cargoes,

urider this program (in U.S, yards),

i e ple

C. Cargo preference will be gradually Cargo preference laws should Retention of cargo preference peh
., bk es

reduced and phased out as cperating aid be continned., Howsaver, rate but costs would be reduced. New
' bur old

iz extended to new bulk ships, - differentials for government would have to meet world rates, &
: : byl W2 dl

supported cargoes should be unsubsidized vessels would be Impe

pha.se:i cut as new vessels under "fair and reasonable" rates

are constructed and placed at present, for government na.rgg

=

"into service,



. - -Task Force Repﬂri

R 'a_EiOnal Defense Reserve Fleot

A, Usable ships in NDRF should be
E':inr:d for as long as they meet the

fiteria for satisfying emergency re-

Frank =
framents - which at that time justified

tention of all usuable ships,

B, NDRF should continue to be re-=
tnished by trade-in ships, with sufficient
:.a"-r

sidual utility to meet emergency require-

b

p=ts, if required by national need,

C. 11 ships taken into NDRF should
L.-l"

ceive modern, effective preservation
.l-lt' .
=siments consistent with speed of

-
=

ictivation necessary for national

~ e o

IETEency.

MAC Report

Not discussed

Not discussed

Not discussed

-

"Boyd Program"

-

wark
Major conversion and upgrading wer

to revitalize NDRF (about 20 AP-5
conversions per year for 5 years;
plus substantial work on returning

Victories).

Trade-in not discussed,

Reﬁta.lizat_inn of 100 AP-5 NDRF
vessels within 5 years and work on
returning Victories would provide
ﬁubstantial shipyard conversion,

-

repair and upkeep work.



Task Force Report

¥l «esearch and Development

A, Cost-disadvantaged U, S, industries

fnu-l-t'
.=t compete with foreign counterparts

'l"'r'l.-\.ﬂ-.
~euwoll development and utilization of

N Iy
lvemced technology.

=

B, Long-term future depends on new

b Lleag Y i
»&5 [rom coordinated use of increased

£4 . 4
=]

C. IEstablish more effective

Frleha s Land . . .
rchanteins and criteria for industry -

3 oadernmind
vermment selection of goals,

. .

MAC Report

+ Governaent investment to insure

our ability to innovate and be
in technological forefront is

justified,

. Recommend government establish

a National Maritime Research

Foundation, with cooperation of

all industry segments, with goal
of exploring new technology for

fleet improvement, .

Recommend government establish a
MNational Maritime Research Foundation,

with cooperation of all industry segments,

with goal of exploring new technology
=

for fleet improvement.

"Boyd Program"

L
RE&ED be aimed at facilitas

Labucen
interchange of cargo bot

g
modes, and increasing £

system productivity,

Increased R&D program.

re b recsr
Increased R&D program

th:‘l'ﬁhlnri
mended by Maritime A=

new advisory committee,
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Background of Problem ; Wt

- Federal maritime subsidies have risen from $65 to over $400 million
annually in last 17 years. Yet over 70Z of the active 1.5. fleet

is of World War II age and fast approaching obsolescence. Weplacement
*in U.5. yards would cost the Federal Government about %55 billion in ship
construction subsidies. Govermnment cargoes make up about AN of U.5.-
flag carriage which underscores its limited role in our commercial

ocean trade.

-- Traditiomally 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 lewvels.

== 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 falled to create mutual basis for agreement between
Administration, industry and Congress.

== Defense's FDL program is in serious trouble in Consress. 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 gzives Industry

the opportunity to renew and expand the fleet -- and the responsibility
for developing increased profits and employment levels. TFeatures of the
program are:

« Separate subsidy programs for ship opérators and shipvards in lieu
of current tied-in subsidies.

« Ship operators would pay world market prices for shios whether built
under subsidy in U.S. yards (up to money limits of shipyard subsidy)
or in foreign yvards with no subsidy. WVessels to be under U.S5.-flag
and manned with U.5. crews. is is m al of v
eforms -- and t ETover .

e
-
-
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. Incentive operatins subsidv svstem proposed for U.S.-flag fleet in
foroign trade including bulk operators, except proprietary carriers.
System to be further developed and given necessary adjustments during
a J 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, measurabls subsidies for
indirect aids (such as higher rates on cargo preference.)

» Cargo preference costs would be reduced sharply as new, more efficient
ghips are brought inte service.

« Belective entry into domestic cabotage trade would be permitted for
new ships purchased at world market prices in U.5. or abroad. Exist-
ing ships built at high U.5. prices would be protected.

« Hucl i ot roposed == by either endorsing the report requested
by Senator Magnuson now pending in White House (about 5200 million) or
by upgrading the SAVANWAH (about %530 million.)

. Maritime research and development would be expanded as part of
Department of Transportation RED.

. Emergency capability would be improved by revitalization of reserve

fleet and arrangements for availability of active ships under conditioms
short of all-out mobilization.

Support and Oppesition

Discussions held with maritime union leaders and industyy management
covered above program features, but with purposely qualified references
to a construction level of 15-18 ships per year in U.S. shipyvards -- 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 representine majority of seacoine labor force (Curran,
Calhoon and Shelden, i.e., ¥WMU, MEBA and MMP).

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

«* Program is opposed hy:

- 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 pregram.

Paul Hall (SIU and head of AFL-CIO Maritime Trades Department) who
believes level of construction is U.S. vards (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 teo commercial cargoes. Its costs are
estimated to rum roughly 51 billion per year.

Shipbuilders Council and shipvard unions who oppose any foreign
construction of merchant vessels. (However, merchant ship work
represents only 10X 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 attractive in
that costs will continue to rise without any concomitant increase
in productive capacity. Present undesirable policies would remain
in effect. Further:

-

0

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, Coneressional maritime supporters
of both parties will likely enact their own program —— an industry-

oriented program with no pelicy 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.

tion 2 -- Adopt lower cost program prepared by BoB: This program

would meet national security needs at the lowest direct cost to the
Fedaral Government and includes most of the policy objectives being
sought by the Administration. However:




o

« It would be unacceptable to maritime labor, to most of industry
managenent and to Congress: The program is too small to satisfy
gither the ship operating or shipyard industry and would not bring
about acquiescence to any foreign ship comstruction.

e —
-

« It -will cause radical reductions in maritime labor. [

» The program does not include the proposed reserve fleet revitali-
zation which Dol 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.5. yards from 15 teo 30, reducing after
5 years to 25. This would increase Federal costs over the FY 1968
level by an average of $170 million amnually for the first 5 years
{which includes 575 million for National Defense Reserve Fleet.
revitalization), reducing to $10 - $20 million more than FY 1968 ;
thereafter. . II

« It provides the expanded program in shipyard and shipboard activities
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, egquipment supplies,
ete.)

« 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 poliey 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. |

« Muclear ship program options would add either $30 million or 5200
million ever a 10-vear periecd.

Conclusion

The Cablinet 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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While the more limited program proposed by the Bureau of the Budget is
attractive from the least Federal cost standpoint, it would require 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 inte a natfonal 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 maritime 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 5100 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 1t.

Attachment



TEN-YEAR COS;  EF™™"TS

Program Costs = First Tem Years Cumulated (FY "69 thru *?3}_1!

Option 3
{Expanded program,
Option 1 Option 2 all policy reforms,
(Continue current policies; (Minimum proposal MarAd to DoT, 30 ships
no policy reforms, 13 or some policy reforms, per year in U.S. yards
fewer ships built per year 13 ships built per year in foreign construction
all in U.5. wvards) U.5. yards, 11 foreign yards) freely allowed)
Federal Costs $3.8 Billion 2/ $3.2 Billion 2/ $5.1 Billion 3/
Total Costs &/ $7.2 Billion $4.6 Billion $6.9 Billiomn
Private Investment
Requirement 50.8 Billion 82.4 Billion £3.7 Billion
Propram Effects — In Tenth Year (FY '78
Fleet Size (Ships/Millions
of Deadweight Tons)
Subsidized 5/ 340/5.7 447/8.1 589/13.8
Unsubsidized ,
(Domestic) 264/5.2 285/5.6 300/ 7.5
Total 604/10.9 . 732/13.7 B89/21.3
Shipboard Jobs 28,236 32,000 37,000
Shipyard Jobs
Supported by
Merchant Marine
Construction 1,400 _ 9,800 17,500
Total 29,636 41,800 54,500
Reserve Fleet Size
{Useful General Cargo Ships) = = 250

& elue

-

Programs have no budget impact in FY '68; first program effect on budget is in FY '69.

Includes subsidy to ship yards, ship operators and cargo preference costs.

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.

Includes social cu&t of cabotage, extra peace-time costs to the Defense Department, costs of Merchant Marine
Academy and seamen's medical care. i =
Includea 75 ships indire:tly subsidized thrnugh goyernment cargoes.
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The proposed Federal maritime program under study in the Administration
is ready 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: L8

o == Sharply expanding U,S5. fleet tonnage from 14 million to 20

million in ten years.

== Guaranteeing to domestie U.5. ship yards a construction prugtnn'
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.5.-foreign trade.

Maintaining the availability of preference on Government

cargoes to U.5. flag operators and centralizing its administration
in DOT. .
: l{!} The long-range health of the industry and the protection of joba ~
; is improved by reforms in the present policy

== 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 gcvernnent
costs) tied into U.S5. ship yard levels.

== Provides protection of equities of present domestic operators
under public hearing procedures while allowing them to sula:tlvlly
introduce modern equipment.

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

{3) The Maritime Administration and its programs to be transferred to
the Department of Transportation so that resources available in
that b:plrtnnu: can be hrnught to bear on Nllitilﬂ problems.

- Bl '.1' : o , . iy ; :
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Vast majority of industry endorse program and there is strong support
among scagoing unions. Key problem is how Paul Hall can f£ind a basis
.for publicly moving away from opposition to construction abroad by

A | U.5. operators. The proposed closed-ended approach of ctying level | :
of forelgn construction to level of eonstruction in U.S5, yarda {lu;niitld . 1
by Hall) offers an acceptable compromise. Administration is ¢

. © expected to testify on new program at Bartlett hearings on May 1. !

: Presidential announcement prior to that date is needed. j |
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PROGRAM 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 prices, in U.S. or
abroad. :

Operating aid would be available for all ships that industry
can find eapital to bulld — up to the limits shown on the
pages that follow.

Shipyards and ship operators would have separate direct subsidy
programs.

Larger Program in American Shipyards

Ship construction program would be increased and held roughly
level.

A separate shipyard subsidy system wlll be provided. See separate
attachment for more detail. '

Shipbuilding subsidy (up to program money limits) would be pald
shipyards for sales to operators that glve most ship value per
subsidy dollar.

Ships bullt 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 Iiner Operators Brousht Under Subsidy

Present unsubsidized operators can cbtain operating aid, Initially
on an experimental basls, using a new subsldy system.

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

Direct Operating Aid for Bulk Carriers

New bulk carriers could receive operating aid to enable them to
compete for commercial cargoes and long tern charters.

Bulk subsidy system wnid be develop-eci over a 3-5 year period before
finalization. :




Cargo Preference Retained — Costs Reduced

= New subsidized ships wanting to carry bulk goverrment cargoes
would have "Fair and Reascnable" rate administered to be close
to "World Rate"

= 01d unsubsidized ships would be handled under "Fair and Reasonasble"
rates and cargo reserved for them.

NDRF Revitalized

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

- Scme returning GAA ships would be repalred and put back in NDRF.

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

= All ships added to reserve fleet would be under moderm preservatlon.

-~ No NDRF ships put in under this feature would be avallable under
ship exchange. :

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

Muclear Ship Proeram

- A ruclear 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 package.

Ship Availsbility for Defense

= Subsidized vessels to be avallable on incremental basis without
requisitioning. Amount available will govern reserve fleet program
size, ;




PROGRAM LEVEL

. Construction in

Federal $, 10 Yr.

1.5, Yards Cumulatlve
Proposed 30 per year 5.1 B.
Program for 5 years;

then 25/yr.
Current 13-14 per yr. | 3.8 B.
Program .
for comparison

FEDERAL MONEY LEVELS

P.Y. Proposed Program Current Program
1969 546 403 :
1970 582 4og
1971 573 hot
1972 532 4oo
1973 520 398
1974 483 337
1975 487 391
1976 189 281 -
1977 452 270
1978 Ly 264
1986 495 416

AP-5 Conversion = $60M/Yr. and Nuclear Program,

would be add-ons to this.

i < i ——




CUMULATED COSTS

Hirst 5 Yrs. ' First 10 Yrs.
(FY 69 - 73) (FY 69 - 78)
Fed. Priv.Cap. Needs *'Fed.  Priv. Cap. Needs
Proposed $2.88. $2.4B, ~ $5.1B. $3.TB.
Program 2
Current $2.0B. $0.6B. $3.8B. $0.8B.
Program
for campariscon
FLEET SIZE TONNAGE
(DWT in Millions)
1976 1986
Proposed 861/19.0 1035/27.6
Program
Current 641/11.2 619/11.6




ATTACHIENT
SHIPYARD SUBSIDY PROGPAM

‘The Federal money avallable for subsidizing shipyards for merchant
ship construction would be increased from the FY 1968 level of
$140 M to about $222 M in 1969, 1/ which would construet about 30
ships, deperding on the mix of types. In FY 1974 this would 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 ecoromles of seale and hopefully :
make 1.S. shipyards more competitive. .

The program would handle shipyard subsidies as follows:

—

1 l-l

EI

3.

Constructlion subsidy rates would be Initially calculated in
a marner simllar to the present system to Indicate the best
estimate of percentage difference between U.8. costs and [
weighted average forelen 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 have the full freedom to :
purchase his ships either in the U.S. yard or abroad based

on price and any other consliderations he may wish to include, \
such as ease of repalr ard supply, ete. Thus, except for . f
additional safety requirements for 11.8. rexistry or more /
expensive crew quarter needs, he faces the same shlp prices /«“
as any world market ship purchaser. el

- I

Added defense features would be financed as added cost to
the govermment, as at present.

The 1.S. shipyard, with lnowledgze of hls costs, the subsldy i
rate and world ship prices, could desien ships for sale to
operators, could bld on contracts offlered by ship purchasers

and could negotiate on a completely free basis with the operators.

Proposed contracts for construction would be brought to
Marid who would pass on the general specifications of
ships for U.S. operators. Subsidy money to the limit
appropriated for the year would be allocated to yards
wlth preference to contracts for U.S. operators with
cholce between contracts being made on a production-per-
government—dollar basis.

1/ In 'FE- 1970 and 1071 the prosram assumes construction of 3 combination
cargo/passenzer ships now scheduled in The firace Lins's replacement
program. This would add $30 M in each of those years.

|




8.

10.

2.

After some actual experience has been ohtained relating to
construction abroad for U.S. remistry, the subsidy rates
woiild be reset perdodically at increments of 3 years at lewvels
more accurately reflecting the actual competitlve difference
between U.S. and forelgn ship construction prices.

Ship repalrs would not be subsidized Inasmich as the present
50% duty and the convenience of repair in U.5. yards for all
domestic operators and most U.S. operators In the foreien
trade is considered to offset any competitive price advantaze
now held by forelgen yards. This matter would be monitored
and opened for review after five years.

Title XI loan guarantees would not be available for foreign
constrmuction.

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

Shipovners purchasing ships abroad would be urged to take
maximum advantage of financing, interest rate and ship
pricing arrangements that are offered by forelsn countries.
(In many cases these wlll represent subsidization of ship
prices by forelpn countries.)
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PROGRAM FEATURES

Fleet Renewal and Excansion

Larger

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

All operators would face world market ship prices,-in U.S. or
gbroad. |

Operating aid would be avalilable for all ships that industry
can find capital to bulld — up to the limits shown on the
pages that follow.

Shipyards and ship operators would have separate direct subsidy
programs.

Program in American Shipyards

Ship construction program would be increased and held roughly
level. L '

A separate shipyard subsldy system will be provided.
Shipbuilding subsidy (up to program money limits)weuld be pald
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 Iincrease.

Forelgn Construction Permitted

Foreign construction for U.S. registry would be permitted at
levels tied to program lewvel 1n U.S. yards.

"Additional Idiner Operators Brought Under Subsidy

Present unsubsidized operators can obtain cperating aid, initially
on an experdimental basis, using a new subsidy system.

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

== _'F_



Direct OQoverating Aid for Bulk Carriers

= New bulk carriers could receive cperating aid to enable them to
canpete for commerclal cargoes and long term charters.

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

Cargo Preference Retalned — Costs Reduced

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

= 01d unsubsidized ships would be handled under "Fair and Reasonable"
rates and cargo reserved for them.

NDRF Revitalized

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

= Some returning GAA ships would be repaired and put back in NDRF.

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

- A1l ships added to reserwve fleet would be under modern preservation.

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

- Dispose of non-usable ships and reduce number of sites.
Muclear Ship Prosram

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

Inecreased R. and D.

= Increased emphasis on maritime/port R. and D. as part of transportation

research packaze.
Ship Availability for Defense

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

o e
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PROGRAM LEVEL

Construction in Federal %, 10 Yr.
U.5. Yards Curulative
Proposed 30 per year Bl B,
Program for 5 years;
then 25/yr.
Current 13-14 per yr. 3.8 B.
Program
for comparison
F.Y. Proposed Program Current Program
1969 U6 4o3
1970 582 bog
1971 573 Lot
1972 : 532 : koo
1973 520 348
4 . i
1975 T
1976 ﬁaﬂ 281
1977 52 270
1978 L . 264
1986 495 416

A?-5 Conversion = $60M/¥Yr. and Nuclear Program
would be add-ons to this.




CUMULATED COSTS
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First 5 ¥Yrs. First 10 Yrs.
(FY 69 - 73) (FY 69 - 78)
Fed. Priv. Cap. Needs Fed. Priv. Cap. Needs
Proposed $2.88. $2.4B. $5.1B.  $3.7B. |
Program | |
Current $2.0B. $0.68. $3.68.  $0.8B. |
Program
for comparison
|
FIEST SIZE TONNAGE !
(DWT in Millions) !
: !
1976 1986 i
Proposed 861/19.0 1035/27.6
Program
Current 641/11.2 619/11.6

Program
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A PROGRAM FOR MERCHANT MARTNE HRENEWAL

BACKGROUND

In recent years a number of serious efforts have been made to
establish new policies and programs for the merchant marine. Many
governmant agencles, almost every independent industry group and a
mumber of knowledgsable Individuals have expressed thelr views., UAs
a result, the objectlives and expressed wishes of most instituticons
and key individuals are avallable and well-known. The diversity of
goals and speclal interests of all of these groups makes any broad
censensus difficult and probably makes complete agreement impossible.

Here in brief form are the points considered most important by
the govermment grouss and by industry. These are the points which
must, In some form, be considered in a program. They are consldered
in the program proposed in this paper:

= Government Program Objectives

1l. Foreipgn construction: The cpportunity for American ship-
cwriers to purchase thelr ships at world market prices
without restraint imposed by need for government appro-
priations. :

2. An operating subsidy system that would have built-in
incentives toward more productive, competitive and
efficlent operations; and with less government involve-
ment in industry management decisions.

3. Ratlonalizatlon of the cargo preference system to minimize
costs while retaining "routing preference.”

4, Availlability of active commercial shipping for use by the
Department of Defense in situstlons less than full-scale
national emergencies where use of requisiticning authority
is not desirable.

D5 lusion of the Marditime Administration in the Department
of Transpor-ation.

- Industry Program Cbjectlives

1. A stable or increasing level of maritime job opportunities —
conslidered a key to future labor-management stablility.

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

3. PRetention of the cargo preference principle.

s —




2.
4. Full recognition and protection of the position and value
of the commercial shipbullding 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 eonstructlion or converslons of ships.

6. Retention of cost parity as a base for operating subsidy
systems.

7. Reduction to a minimum of govermment restrictions on manage-
ment decisions and prerogatives.

8. Expanded and effective government promoticn of use of American-
flag vessels by Amerdcan exporters and importers.

9. Greater support for Maritime-oriented research and development.
EXPECTED RESULTS OF PROGRAM

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

The program would give the maritime industry the opportunity and flexibility
to fully meet the revolutlion in technology now underway in maritime transporta-
tion: Containerized general cargo systems and the large speclalized bulk ship
systems which are being placed in cperation require that heavy capital investments
in new ships be made at competitive prices. New shlp types, partlcularly the
large specialized carriers, will inevitably drive older and obsolete ships from
the ocean. The as-yet-unlmown impact of these new developments on the market
for shipping services requires that management be free and flexible in its
ablility to make Judrements on new equipment investment and service opportunitiles.
The proposed propran would provide this flexlibility: It would 1ift the celling
on povernment restraints on fleet renewal and expansion, extend the povernment's
willingness to provide assistance and reduce the interference in day-to-day
operations.

The opportunity provided by the revolution in technology 1s timely:
Competing foreign merchant marines have committed large investments in
convetional ships which although young, are obsclescent in the light of tech-
nological possibilities. The U.S. Merchant Marine, by virtue of the existing |
stagnation of investment caused by the rigld laws requiring U.S. constructlon,
are in a position to renew and expand under this program with advanced-type
vessels and systems, thus turning the problem of cur cbsclete (but largely
amortcized) fleet to advantage. In a separate context, the favorable impact
of a ship construction and fleet expansion program of this size upon the
over-all American eccnomy would be considerable — steel and equipment sales,
for example, would generate useful secondary economic effects,



3.

If the maximum opportunities for investment and expansion were talken by
the industry, the Federal cost in subsidies per ton cargp carried in the foreigm

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 DWT (910 ships) by 1979 and 27.1 M DWT (1035 ships) by 1986. Both
shipyard and shipboard employment would be increased.

The cumlative 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 Federal
subsidy costs. Under the proposed program this reduces to 10%, with direct |
subsidies for shipyards and operators making up the balance. !

DESCRIPTION OF PROGRAM FEATURES

- Separate Subsidy Programs for Ship Operators and Shipyards: Ship
operators and shipyards would have separate direct subsidy programs:

. ohipyards would recelve subsidy In crder 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 recelve operating subsidy to enable them to cperate i
flexibly and competitively in the world market for shipping :
services. : 5

These programs are separately described below.

- Fleet Renewal and Expansion:

. Operators in Foreign Trades: Ship operators in foreign
trades would be permitted to buy ships at world market
prices either by purchasing ships built in U.S. yards under
the shipyard subsidy program or in forelgn vards. Forelgn-
built vessels would be reglstered under U.S.-flag, manned
with U.S. crews and would have all privileges of U.S. registry
accorded to similar U.S.-bullt vessels. Only new foreign-built
ships would be ellgible., General design features and
specifications of vessels to be built would require approval by
the Maritime Administration to be eligible for cperating subsidy.
Operating subsidy would be avallable 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
1979 (10th year) and about 560 by 1986, at annual operating subsidy
costs estimated at $239 million and $250 million, respectively.
War-age ships would have to be renewsd before operators could
expand the number of vessels in their fleets under subsldy.
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Replacement of war-age ships should be completed by about the 8th
year of the 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
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 price would be as follows:

1l. 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 exdsting ship Investment equity would be jeopardized
by the proposal.

3. The application, together with hearing record would be
considered by the Maritime Subsidy Board, who would declde
whether the ships could be entered in the service (subject,
of course, to normal 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 basls: There are
some domestic trades where there would be small likelihood of
elther opposition or jeopardy of existing investment. No operating
subsidies would be avallable In domestic cperations.

The program would call for removing all restriction on forelgn
construction of U.3.-flag, U.S.-manned wvessels for domestic trades
in FY 1980, 12 years after the program starts.

Trade-in Vessels: Existing vessels of operators in elther domestic
or forelgn trade could be purchased into the Nationzl Defense
Reserve Fleet, deperding on the needs of the NDRF and tie vessel's
potential utility 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 shipvard subsidy program,
for permission for foreign construction or for cperating subsidies
would be considered ahead of similar applications by new operators.




5.

- Shipyerd Subsldy Program: The Federal money avallable for subsidizing
shipyards for merchant ship constructlion would be increased from the
FY 1968 level of $140 M to about $222 M in 1969 1/ which would con-
struct about 30 ships, depending on the mix of types. In FY 1974 this
would drop to about 31915 M, sufficient for a mix of about 25 ships.

The size and continuity -::f the program should enable shipyards to plan
plant investment that would, in thelr judgement, be necessary to enable
them to be more competitive. Induced modernization and retooling would
permit greater economies of scale and hopefully make 1U.S. shipyards
more competitlive.

The program would handle shipyard subsidies as follows:

1. Constructlon subsidy rates would bte initially calculated in
a manner simllar to the present system to indicate the best
estimate of percentage difference between U.S. costs and
reasonable forelpn costs. These rates would be promulgated
by MarAd and fixed for an initial two-year pericd.

2. The U.5. ship purchaser would have the full freedom to

_ f'T purchase his ships either in the U.S. yard or abroad based
{a v{,ci‘ D on price and any other considerations he may wish to include,
y YT o such as ease of repair and supply, ete. Thus, except for
N additional safety requiremesnts for U.S. registrar or more
by 5 W- expensive crew quarter needs, he faces the same ship prices
2 as any world market ship purchaser.

3. Added defense features would be financed as added cost to the
goverrment, as at present,

4. The U.S. shipyard, with lnowledge 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 work cn a completely free basis with the operators.

5. Proposed contracts for construction would be brought to
MarAd who would pass on the general specificaticns of
ships for U.S. operators. Subsidy money to the limit
appropriated for the year would be allocated to yards with
cholce between contracts beilng made on a productivity formuila
basis.

6. After some actual experience has been obtained relating
to constructlon abroad for U.S. registry, the subsidy rate
wonild be reset after the indtdial two—year perlod and after
that ammually at levels more accurately reflecting the
actual competitive difference betwsen U.S. and forelgn ship
constructicn prices. ;

i/ In F{ 1970 and 1971 the program assumes construction of 3 combination
cargo/passenger ships now scheduled in replacement program of a sub-
sidized line. This would add $30 M in each of those years.



7.

9.

10.

6.

Shipyard subsidy would not cover repalrs inasmuch as the
present 508 duty and the convendence of repair in U.s.

yards for all domestic cperators ard most U.3. 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.

NOTE: Subsidized cperators under present contracts would
continue to receive "MAR" as an item of subsidy and would

be required to repair in U.S. yards until termination of
thelr contracts.

Title XI loan guarantees would be avallable to U.S. operators
for foreign construction.

Reserve funds could be used for forelgn as well as U.S.
construction.

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

U.S. shipyards can build ships for foreign purchasers if not |
enough U.S. ship purchase contracts develop in a glven
year. Priority would be glven to all U.S. purchasers
before allowing any foreign ship purchases under shipyard
subsidy. ;




= Foredsn Construction Levels would be tied to U.S. Construction:

. "The level of money that American ship purchasers (cperators)
would be allowed to place sbroad in any given fisecal 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 sane future year the Congress appropriates
a lesser amount, the allowable foreign construction authoriza-
tion would be scaled down so that at a lewel of appropriation
of about $110 million or roughly a mix of 15 ships, no foreign
canstruetlon would be allowed for that year. The scale relating
the two figures is shown on the chart below: 1/

Relatlonship Between Federal Money Acorooriated
“(New Obligational Authority) for U.S. Shipyard-
_Euhsi$ and Private Money Allowed to be
Placed Abroad for Forel Construction
S,
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The interrelationship of money and approximate numbers of ships assumes a mix

of liners, bulk carriers and tankers and assumes a ship price differential
between U.S. and forelgn yeards of approximately 50%. These are examples
and would require revision when changes are made in the mix cr the U.S.-
foreign differential.



To allow adequate time for design and contract letting, and
to allow for longer production mns of standardized vessels,
the relationship would be cumilative over z period of up to

five years, that is, the annual authority for placement sbroad

based on the above table would be cumulated over a period of
up to five years.

If the level of NOA for ship construction in the U.S. were
to fall to $110 M or below (roughly equivalent to an average
mix of 15 ships), no forelgn construction placement would be
allowed for that year.

- Qperatine Subsidy Prozrams:

-

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 perdcd for the purpose of developing an cperating
subsidy system that wold provide greater incentives to
efficient, productive and competitive cperation while
allowing the goverrment to reduce 1ts surveillance and
stay out of the operator's management decisions. The
system wcuCd be worked out with the participating operators
in the next 30-60 days and taken to Congress for such
legislative changes as are needed to conduct the experi-
ment. A rumber of systems could be consldered and tried.
The system (or systems) will be monitored and adjusted
during the 3-5 year developmental period and at the end

of the perlod, 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 opticn for long-term contracts under whatever
system the government finally settled cn for liner

cperating subsidy.

Present Subsidized Contractors: The present contractors
would be asked o participate in monitoring the experiment
to Insure that the system would work effectively for them.
At the end of thelr 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 perdiod, would be
glven extensions of thelir present contracts until after this
pericd in order that they and the goverment could evaluate
the results of the new proposed system.
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Bulk Cperators: The operating subsidy for bulk carriers

would be a streamlined, administratively simplified cost
parity-based system. The system would be slizhtly different
for long-term time charter operations and shorter-term
arrangements.

** Long-term Operations:

1.

3.

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
agperation, here or abroad), prior tc making his
bild would bring the details of his rroposal and
its costs, ineluding shipbuilding plens and costs
(assuming the package to include construction of
new ships) to the Maritime Subsidy Board.

The Board, using streamlined evaluaticn procedurss to
reduce the time required for processing, would decide
on the slze of annual subsidy payment that the
goverrment would 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
arrangement would be reopened for evalustion and ad-
Justment. Perfomance requirements would be includea
in the goverrment's agreement with the operator
consistent with the nature of the operations being con-
templated under the proposed charter. These matters
would be on a confidential basis between the Beard
arnd the operator to avodl jeopardlzing the operator's
coampetitive bidding or negotlating positicn.

The Board's declsion would form 2 comitment to the
cperator, shoud he obtaln the contract, and he can
then make his bid (or negotiate) for the chsrter
allowing his bid price to reflect the subsidy.

** "‘Short-term Operations:

1.

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

on the length of arrangement contenplated,
the Board could commit for a one-time subsidy payment
or annual payments, with performance requirements con-
sistent with the charter.

This comrdtment could then be used by the oparator in
his bidding or negotiations.
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Subsidized Bulk Operations to be Related to U.S. Foreipn Trade:
To receive subsldy, 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 1
part of their overall operation. [ 223

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 conjunection with their commereclal operations. ;
Cargo preference would be administered under "Falr and Reascnable"
ceiling rates, and subsidized new ships built at world market prices |
would have "Fair and Reasonable" rates administered so as to reflect |
the subsidy and be at the competitive world rate. The potential lmpact
of new bulk ships would not begin to be felt until 1971 and would nut'
be expected to be of significance until sbout 1973 or 1974. Cargo
would be reserved for the older ships and independent tankers at an '
annual cost of roughly $33 million in differential rates. The proposed | |
program contemplates that the older tornage 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 caergo preference, the program makes 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 recomends that the maritime promotlonal features of
cargo preference administration be centralized in the Department
of Transportation.

as part of the total package.

The proposed maritime program would mclude a nuclear ship program

Fe TR TS e e ~L

* Setwp a jnint pﬁngram with a selected shi rator to deve
and construct 2- lear container ships gnn%e a complete

speed system.

* Establish a parallel Research and Development program aimed towards
development of an econcmic reactor system.

» Operate the SAVAMNAH 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 SAVANNAH.




Research and Development

The program contemplates increasing the annual level of effort in
Maritime-related research and development to roughly $24 M as part of
the Department of Transportation R & D program. Maritime R & D would

include shipbuilding, ship operating, ports and maritime aspects of
transportation systems.

Ship Availsbility 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 Department of Defense and the
present subsidized cperator (project RESPOND), calls for several levels
or stages of ship availability, keyed to particular levels of Defense
activity.

The details of thils system remain to be worked cut between the
Department 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 "surge capability" to meet peak emergency needs in
future crises with less disruption of commercial services:

1. The roughly 100 Victory (AP-5) —- class troopships in the NDRF
would be converted and jumbolzed 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 commencing 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 ships now under general agency agreement
operaticns would be selectively repairdd 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. Suitsble ships owned by exdsting cperators could be purchased
as "trade-ins" under the ship renswal portion of the program
and would provide additional usable NDRF capability.

. Unususble ships in the NDRF would be sold for scrap or other non-
ship uses as rapidly as pessible.

5. Converted and returning ships would be placed under modsmm
preservation.



12.

6. In the mid-1970's the desirsbility 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 time would mean taking newer ships out of active service
while war-age ships would stlll be in service and under subsidy.

This is considered to be contrary to the active fleet renewal
objectives of the program.

T. 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

~  current DoD/CASL negotiation on subsidized ship availasbility — if
considered satisfactory, the NDRF revitalization program could be
reduced from the described maximm program.
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SUMMARY OF COSTS AND EFFECIS

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 avallability of federal funds together with restructured, less
restrictive policies, removes govermment restraints on decisions by meritime
industry managemeni regarding the amount and timing 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 oppor-
tunity to grow to thls size 1f 1t will make the investments and develop
the business. Thus, the benefits to the maritime industry in terms of
higher construction levels, larger fleet size and high and stable employment
level, would all depend con the industry's own actions (by both management
and labor) to cperate with efficiency and stability.

Of course, the Federal costs will be directly proportional to the
industry's success in leocatlng investment capital and business: 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 tg.? Federal input into U.S. shipyards
by about $80 million annually=" for new cmstmctigp. This would
allow for a shipbuilding program of about 30 ships= per year
for five years, followed by 25 ships in subseguent years. As shown
below, NDRF revitalizatlons and ruclear ship program would be added
to this in the early years.

Sumary compardson figures are also given for over-all costs and
effects of the current program. Federal costs include shipyard
subsidy, operating subsidy and costs of cargo preference differential
m‘mﬁi

- Sumary Compardisons:

Construction in Cumilative Fleet Size

U.3. Yards Fed. Costs in
10 Years IWNT at 10 Yrs.
Proposed Program: 30/25 $5.1 Billion 21 Million
Current Program 13 to 14 $3.8 Billion 11 Million

L/ Over FY 1960 levels—considerable more 1f related to ship constructlon
funding levels of the past several years.

2/ A mix of 14 liners, 10 bulk carriers and 6 tankers is assumed as an
exanple.
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= Proposed Program Detall Levels:

l. Construction and Conversion Program Fiscal Years

1969-73 1973 on

Construction In U.S. Yards

Ships, per year 30 25
Fed. é, per year $223 M $194 M (less in some yrs.)

Private Investment $206 M $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 Troopships for NDRF, U.S. Yards:

1969-1973
Ships, per yr. . 20 (total: wup to 100)
Fed. $, per yr. $56 M ($280 M)

(Add for Victory Ship rehabilitation: up to $7 M in each of 3
years upon thelr retwn to the NDRF.)

Construction in Forelgn Yards:

1969-T4 1975 1976 1977 en
Ships up to 38 19 16 L or less
Private Invest.
needed $260 M $108 M 385 M $20 M (=)

2. Forecast Estimate of Total Actlve Fleet Size

FY Ships Millions of DWT
1969 955 14.5
1573 875 16.4
1977 877 20.0
1980 928 22.5
1983 979 : 2h.7

1986 1035 27.1

i
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3. Ten-year forecast estimate of Federal mbsidiesy

Ty
B Sbsiay Swsidy = Subsidy Total
1969 222 239 85 Sh6
1970 2552 240 87 582
9 255¢ 243 75 573
1972 222 246 64 532
1973 222 2u5 53 520
1974 194 a5 4 483
1975 194 249 44 487
1976 193 252 Ly 48g
1977 186 246 il 476
1978 186¥ 238 4y 468
1986 164 255 L6 495

Does not include costs for Federal and State Academies or Public Health
Service Costs.

Includes $30 M for replacement of 3 combination cargo-passenger ships.

Reflects reducer liner content of mix due to completion of first-flight
replacement of current subsidized lines.

R




A. Comparative Federal Support
Five yecar forecast of Federal levels of support
for opcrating and construction differential
subsidies. 1/
Current Proposed
Fiscal Year Program Program
1969 $313 $461
1970 ile 495
1971 309 498
1972 298 LGB
1673 291 L67
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 shipfyear level at 700
man years/ship. In later years program would drop
to 25 ships/year or 17,500 in employment.

S
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FLEET SIZE TONHAGE
(DWT in Millions)
Number of Ships/IWT

1976 1986
Proposed 861/19.0 1035/27.6
Program
Current 641/11.2 619/11.6

Frogram
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Fropram for Merchant Marine Renowal and Expansion g

Purpose of Propram -— To create Federal maritime promotional programs
and policies which In cooperation with industry will (a) provide incen-
tives for modernization of the shipbuilding industry; (b) permit timely
and rapld increase in the number of modern vessels operating under U.S.
flag; (e) improve the competitive role of the U.S. merchant marine in
our foreign commerce; (d) establish a predictable level of Government
support Lo stabllize 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.

Description of Program Features

== Fxpand support. for U.5. ship eonstruction industry: Increase con-
struction subsidies from 1968 level of $100 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). Wnile the present subsidy principle
of reducing U.S. cost-differential with forelgn competitors to
parity would be continued, the computation would involve types of
ships rather than individual ships and would be constant for a
fixed perlod of years. 3

— Increase Federal support o promote expansion of U.3. flag fleet
overation: Extend operation subsidies to all U.S5. flag ships (liners
and bulk carriers) in foreign trade (except proprietary carriers).
Retaln cost parity principle but introduce more flexible systems
of administration with less Goverrment involvement in management
decisions. The B%.lbsidy would cover about 490 ships by 1979 and
560 ships by 1990. 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 reglster forelgn-
built vessels under U.S. flag to be marnned by U.S5. crews. These
vessels would be eligible for both operating subsidy and cargo
preference privileges.

= Promotional incentivess to expand waterborne domes:ic trades: Peimit
domestic ship operators (including Great Lakes) to purchase shirs
at world market prices (U.S. or foreign shipyards) under a licer-
sing procedure involving publlc hearings to protect unamortized in-
vestients 1n exlsting ships constructed or substantlially converted
at U.S. prices. Foreign-built ships would be admitted on a trace-
by-trade basis without freedom of changing trades. (For example,
permisslion to operate world-market price ships in the Hawallan
trade would not allow cperator to extend operations to coast-wice
or other non~-continguous trades.) :

L
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Eventual amortization of investmerniis in higher priced U.S. ships
should permit unrestrained freedom to purchase vessels and elimi-
nation of the licensing procedure at a later date.

— Relentlon of carvo oreference: Retain cargo preference but reduce
rate differential as new and more efficlent bulk carriers are brought
Into trade., Permit ships to cerry commeréial cargoes on return trips
with appropriate operating subsidies. Most carmo preference admini-
stration would be consolidated waier the Department of Transportation.
A portion of cargo preference carpoes would be reserved for older
ships and Independent tankers until phase out of colder tonnage.

== Ship availablility for Defense needs: Execute agreements with ship
operators to assure ship avallablility keyed to particular levels of
Defense activity. On a selective basis vessels in the National De-
fense Reserve Fleet would be renovated and upgraded (cost of $60
million 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 reguirements.

-~ Promotion of nuclear powered merchant marine: Undertake extensive
rescarch In the technology and economles of advanced nuclear ships
looking to the possible construction of one or more vessels and the
continucd operation off the SAVANNAH.

== Expended maritime mesearch and development program: Inerease nari-
time research support in shipouilding, ship cperations, port devel-
opment and other maritime areas to level of $25% million anmually as
part. of the Department of Transportation research program.

== Transfer Maritime Administration to Department of Transportation:
Maritime-related Lransportation programs would be transferred to tre
Department. of Transportation thus assuring that ccean shipping receive
simdlar promolicnal support as presently provided Lo cther transpor-
tation modes In top policy councils of the Executlive branch. Marl-
time Subsldy Board would be reconstituted to excrclse greater depree
of indeperdence than presently afforded in Maritime Administration.

Sunuieary Hesults of Propram

The proposed program approximately doubles the level of Federal susport
to U.2. merchant marine for pericd 1969-1973 and would earmark approxi-
sbely $3 billion for paritime programs during that perled. Domescie
shipbullding Jobs would build up to level of 20,000 annually by 1¢72 as
opposed to present level of 10,500. It is estimated that by 1980 this
proqam will support shipboard jebs at a level of ateout 40,000 as cor-
trasted to a level of 25,000 under préjected present program levels.
Industry wou'ld be placed in stronser competitive poglition 1n our forvirn
trade.




3

Both Government and industry will berefit from higher ship construction
levels in U.S. shipyards, expanded U.S. flag ficet and hirher and stable
employment levels. Comblned, these will Inprove substantially the econ-
omic posltion of the industry and pramote U.S. prestige abroad through

.a more effliclient and diversified U.S. merchant marine.
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Summary of Features of DOT Maritime Program
Aupust 24, 1967

Ship Comstruction

1.

2.

3‘

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 of Maritime Operations is a Presidential
appointee, confirmed by the Senate, and serving at the
pleasure of the President.

¢. The two independent members will be presidential appointees,
confirmed by the Senate, with a tenure of office of four
years.

There would be no ship construction permitted outside the U. 5. until
two years after enactment of the legislation (i.e., probably FY 1971).

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
whether bids submitted by U. 5. 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 that a bid is not considered by the Board to be reasonable,
the Board may permit the operator to comstruct a limited number of
vessels outside the U. 5. for U. 5. registry and manning with full
privileges. '

Appropriations for comstruction-differential subsidies would average
about $260 million annually which, with the ship purchaser's share
of the price, would be equivalent to about 5520 million in U. 5.
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




following year. It is contemplated that the program would last

for 5 years after which time it would be reviewed. Construction
subsidics would be paid directly to U. 5. shipyards with the level

of subsidy determined by epplication of a subsidy rate to the contract
price for ships to be constructed.

Construction of standard ships would be encouraged. Preferred con-
sideration would be te vessels which would provide the highest
transport capability measura2d in terms of ship 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 utilize the same
design in order to obtain the benefits of serial construction of
ships. This should reduce the price of each succeeding vessel, with
savings to both Government and shipowner.

The procedure to be followed would be:

a. The price paid by the owner to the shipbuilder for a ship
built in a U. S. shipyard (i.e., the foreign cost) would be
determined by the Civil Maritime Board after conmsidering
foreign cost estimates prepared independently by the shipowner,
shipbuilder and the Maritime Administration staff. The
shipowner's cost estimate could comsist 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
ceriteria, should the contract not be approved for a U. S.

Yard (Example: He wants to build 10 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. 5. price using the formula: foreign cost
divided by 1.00 minus the pre-deteéermined construction-differential
subsidy rate (CDS); i.e., Foreigm Cost.
{(1.00 - CDS)

¢. The U. 8. shipyard price would be determined through competitive
bidding or by direct negotiations between the shipownmer 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.

@, The CDS rate to be used under a ne;uiiated price system
should reflect the cost benefits of direct negotiations
between shipyard and shipowner.

. —— e e
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£. The Board will pay the construction subsidy (equal to the
difference between the foreign cost or amount te be paid by
the owner and the bid or negotiated shipyard price) directly
to the shipyard.

§. As more accurate forelgn 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.

h. United States owners may build ships in U. S. shipyards at
prices in excess of the celling established by the Board,
however, constiruction subsidy to the shipyard would be limiteu
to the difference between the foreign cost and the celling
price.

Construction subsidy will be available to comstruct 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. 5. Flag bulk-carrying fleet.

Title XI procedures will be streamlined and modern analytical techniques
applied wherever possible in order to speed up handling of applicatioms.

Operating Subsidy Programs

1.

2a

HWew 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 peried for the purpose

of developing an operating subsidy system that would provide preater
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 peried, 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 the development of the experiment te 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 peérioed, would
be given extensions of their present contracts until after this
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pericd in order that they and the government could evaluate the
results of the new proposed system.

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. BSubsidized Bulk Operations to be Related to U. S. Foreign Trade:
To receive subsidy, bulk operations would have to be related to the

U. 5. 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

l. Cargo preference would be retained and the percentages strictly
enforced, but its costs would be reduced. Cargo preference would be
administered under "Falr and Beasonable" celling rates, and
subsidized new ships built at world market prices would have "Fair
and Reasonable" rates administered so as to reflect the subsidy and
be at the competitive world rate.

2. Cargo would be reserved for the clder ships and independent tankers.
The 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.

3. Liner cargo preference would be continued as at preseant.
4, The program recommends that administration of maritime promoticnal

features of cargo preference be centralized in the Department of
Transportation.

Nuclear Ship Program

l. 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 system.

c. Continuedoperation of the SAVANNAH as part of the overall nuclear
program.



Besearch 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 rallroads against connecting water
carriers. Such recent cases as Seatrain Lines, Inc. v. United States,
233 F. Supp 199 (D.N.J. 1964) stand as a firm barrier against vioclations
of section #(4) of the Interstate Commerce Act. In addition, the
Department 1s 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 rall proportional rates on ex-water traffic from water
carrier ports of discharge.

The Department supports the concept of intermodal coordimation and
believes it should be implemented to the fullest extent.

Ship Availability for Defense Needs

1.

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 activicy.

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.

-
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4. The Department of Defense would be encouraged to make long-term
charter arrangements whenever feasible.

MDRF Revitalization

l. A number of the AP5 troop transports in the NDRF would be converted
to general cargo shipa. A pilot program of about 10 ships would be
started in FY 1969 to establish 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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COMPARATIVE MARITIME PROGRAM ANALYSIS
(Estimated Costs in $millions)

I Current U.S5. Maritime Programs
ITI Revised Boyd Maritime Program Proposals
III Revised Boyd Proposals less Forelgn Construction

2 1969 1970 1971 1972 1973
I I1 III I II TIII 1 ITI III I II III 1 IT III

|[Operating 202 239 239 198 240 240 191 243 235 187 246 230 180 245 223
Differential Subsidy .
IConstruction 113 261 261 122 263 263 122 263 263 113 261 26l 113 261 261
Differential Subsidy

“lCargo Preference B89 85 85 93 87 87 98 75 75 lﬂg 66 &4 107 53 53
TOTAL &G04 585 585 413 590 590 | 411 581 573 #02 571 555 40D 559 537
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1970
1971
1972
1973

1974

Total
5 ¥r8.

1-1L4- b8

Rough Estimates of Maritime Program Costs

(% Million)
Shipyard Operating Cargo
Subsidy Subsidy Pres. Research Totals
%300 £200 %80 $25 5605
300 210 70 25 605
300 220 &0 25 605
300 240 &0 25 605
300 260 Lo 25 635
= oS A
£1,500M £1,130M £250M S125M Sty OrérOnt—
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Comnarison of Pauvl hall's Lecislative Proposals
E— A Sl iy e h 51T e ]
to the Inleragency raricine losl FOYce Proaosals

The Hall packace gqoes beyond the Task Force in_ some palicy reforn
respects: :

-- It uses the TF "revenue incentive" operating subsidy package, hut
gives it only Tor coumercial cargo revenues and only after January 1, 1972;
the TF excluded only Ugteénse carco revenues, but allowed subsidy on other
goverrient cargo reveauve.

-- It narrows the construction differential subsidy formula to the
foreign-Anerican cost differences for labor and materials and would allow
subsicy on ships built or repaired for foreigners. The TF allowed shipyard
subsidy o n the foreign-Anerican ship price differential, and would be
available to Americans only.

-= If requires the repoyment by the operator of a portion of
construction subsidy if govermment cargoes are carried; the TF phaszed out
cargo preference, but 2llowed the cargoes to be carried without Tloss of
either construction or operating subsidy, as the cargoes would be cbtained
in competition with foreign operators.

Some featurcs of the ilall proposal scem to be specifically anili-CASL:

-- The Revenuz Incentive cperating subsidy 1is anathema to CASL,
particularly so when government cargo revenues are excluded from subsidy,

-~ Restricting shipyard subsidy to the Tlabor and material cost
differences will increase the price to CASL for ships.

Hot surprisinaly, the lall pronosal sironqly benefits the Hall-supported
sactor 07 the [aritiie lneustry,

== Consistent with the TF report, the Hall proposal extends operating
subsidy to all dry cargo operations inciuding bulk and other non-liners,
but not tankers. o

-- Consistent with the TF, the construction subsidy is paid to
shipyairds and all operators are allowed to buy ships whese construction has
been subsidized. As an extra berefit to the shipyards (uhicse uniecns are in
Hali's MTD), they are paid subsidy on ships they can sell to feoreign
purchasers. This paraiiels thz TF philosophy of Supporting shipyards to
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zonstruct for anyone--to the extent we need to support shipyards,

-- Preference is given to the now unsubsidized portions of the fleet in
expanding the appropriations authorized by the Act. These unsubsidized
operators are mostly in the Hall awbit.

-- Cargo preference eligibility is drastically changed in favor of
American-built ships in that no ship can carry military or other government
cargo if it has been built or altered in a foreign shipyard. At present,
any U.5. flag ship, regardless of where built, is eligible for military
cargo and after three years of U.S. registry, for other cargo preference.
Hall's change protects the shipyards and the present group of 1independent
tankers-~both of which are in Hall's group.

-= QOperating subsidy is extended to the present unsubsidized and tramp
ships, provided they fimediately contract to build new ships. The TF
program called for extending subsidy coverage to the older unsubsidized
liners, but not to tramps. .

Features of the Hall proposal that are contrary to the TF report or
its philosophy:

e Extension of operating subsidy to the overage tramp ship group.
== HNo fereign construction.

-~ Money level for construction subsidy set at $300 M for 5 years; TF
CDS level was about 5145 M,

-- Cargo preference not eliminated and ship eligibility requirement
tightened.

== No determination of need in arriving at shipyard subsidy levels--but
does support a broad study of shipbuilding industry capabilities.

== A npuclear program is included as 2 separate item--the TF felt that
nuciear ships were uneconomic and uncompetitive.

-- Reserve funds are extended to all cperators.
== The stated objectives of the two are different, although parallel:

Hall Proposal objective: To balance the privately-owned merchant
. fleet, particularly tor the bulk trades.
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Task Force Chiective: Promote modernization and econcmic growth, and
eliminate cecalled  government supervision by rationalizing the
structure of government aids. :
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