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- PROSRA FEATURE ALTERIATIVES

I Shipyard Subsidy jEGS! alternatives

== Subsidy anount to bLe deterwined by evaluation of mnational
need Tor shipbuildine capacity; subsiuy rate detersiined by
U.5.-Foreign differcntial then held fixed for two year
period; operators have option to buy Toreign; vards can scll
to foreign purchasers.

-~ Subsidy rate deteriined by indexes of U.5.-Foreign
differences in Labor and Materials, to be applied to each
yard's ‘gross revenues from Comiercial work. - Purchases by
U.5. operators would be coupetitively bid., Yards subsidized
for foreiyn sales.

Saiic as above but with foreign construction available to
operators until end of FY-1271.

Subsidy rate determiined by U.S.-Foreign differential and held
fixed for two vears; subsidy amounts controlled by fleet
renciial requireients; onerators can call for coupetition bids
or can negotiate with yards; yards coupete at Subsidy ULoard
for available funds on productivity basis.

. == Prasent systed,

Operatin~ Subsidy Alternztives
P =

Revenue Incentive Systoi with or without recantive; payoent
for coisercial cargoes only; relatively free entry; tTlexibie
trade routes.

Class rate systes

[

-= Cost parity determined Ly difference betwszen indices of L.5.-
Foreinn costs,

-- Present cost parity systen

Cargo Prefarence Alternatives

== Eljuinate non-ailitory preference EE‘I‘.'{:IDES by making AIC and
PL4CD caraoes available to recipient nations en FAS basis on



I

U.S. port.
Phase out non-niilitary cargo preference over S-vear period.
Retain rcuting but shift extra costs to a dirdet subsidy.

Present systei of differential rates

Passencer Snip Plternatives

==

Press for carly retircaent and reprograining of the subsidy,

Don't discuss the 1ftem 1in prngram; but allow operators to
request -carly retiresent.

Study ways to innrove passenger ship operations to minimize
operating losses, '

Continue present progran.

Build additional passenjer ships.

B

Fund Alternatives

Reserve

!

-

Eliwinate Title YI reserve funds a2t cnd of present contracts.

Allow present holders to have veserve funds indefinitely but
do not extand further than liner operators,

Extend funds to all operators.

Title XI Alternatives

Rescarch

Use standard o0 A-70 interest rate quides -- do not
subsicize the dnterest rates; encourage Title XI use for
specialized private building for UOD use (as saall  tankers)
of otherwise non-conpetitive ships.

Use artificially 1lov dnterest rates under Title XI as an
additional subsidy.

& Develonaent Alternatives 7

Govermient provide uatching funds under some formwla such as
20 industry, 32 jovermient.
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tluclear

o 3

Emphasize R4GD  rather than other subidies in atteapt to Find
means for cospetitive tviproverent,

Increase RGD in atteupt to feprove cospetitive performance,
but concurrently with Tleet renewval.

Present program (too swall to be effective; too heavily
"Savannah" and "Surface Lffect" oriented).

snip Alternatives

HDRF

iio nev nuclear progran; discontinue Savannah,

Undertake waritine reactor research but no construction of
ships; discontinue Savannai. :

Construct saall number of ships concurvent with reactor
researci; continue Savannah.

i

Alternatives

-

Revitalize by converting substantial nwiber of AP-S's,
renabilitating AP=2's and possible early retiroiwent of
marinars. :

Revitalize by some converstions and sose’  austers new
construction in foreign yards,

Pevitalize by austere censtructions in U.5. Yards,
If active fleet progras is large enough to meet all future

needs, retain only snall reserve fleets for future trade-ins,
or eliainate it entirely.

Aternatives for Transfer of IARAD to DOT

-

Transfer by recrganization plan
Include transfer in legislation

Forget about it for the present

Independent Subsidv Doard Alternatives

Present board of M\ Staff maibers



Independent Leard appointed by Secretary

Independent doard appointed by President.

Shipbuiluing Studv Alternatives

Interdeparticental governuent group to deteniine level of need
for subsidies on merchant siip construction in addition to
Havy ‘and other governzent prograus,

Govermient-Industry Counndttes to deterine capability of
yards to meet merchant replacenent needs.

Presidentially appointed Conaission to study extent to which
Federal aid is necessary to preserve coapetitive positions of
industry and preserve a national capability.

Prograa Money Levelg

. g3

Construction and cperating aids sufficient to meet military
and uraent civil esercency needs, taking Toreinn construction
and shipyard needs into account (Task Force level).

Sufficient to replace old ships with 5-2 years and provide
some dry bulk capacity; soue increase in fraction of fereign
trade carried; utilize foreign constructicns (original Jdowd
Program).

Sufficient to replace ol1d ships and provide somie expansion in
liner and buld area to carry sigaificantly wore fToreion
trade; ticd-in foreign construction (Dowd, May 1967 prograa).

Sane as above, but enlarced slichtly and U. 5. construction
only (Boyd procram in Fall 1957 == with reserve funds
extended to all, this becomes roughly the sane as R 13240
and 5 2652).
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Houge Merchont Marine and Fisherios
Committee Hearings

Deputy Under Secratary

Fecrete rrl

The American Maritime Associztion (AMA) represented by Alfred
Magkin and Joe Klausner presented the atlached taetimony on April 23
propoeing a new maritime program. AMA represcnts 90 companies
operating 237 unsubsidized American flag liners, drr bulk carriere,
trampe, tankerp, container ships, etc. Lo

The approach is identical to Klaugner's p{nn‘ulle: for revising the
legislative proposal introduced by Garmate,

The legislative propozals presentad to the Committee include:

== Support for annual authorization lexel.of-$323.-million; research
and developmnent at $25 million; and $39 million in FY 69 for
recongtruction of reserve fleect.

-~ Extenslon of CLL ond -GDEto presontly unsubeidized vessale
operating in foreign commmerce of the United States, including
Aankers, but not extended to propristary opexators.

-= Reviscd eystem of construction subeidy to make paymente directly
~to_shipyards and to retain competitive bidding, The basis for
peying subeidy would be based only on labor and material cost
differentials and employing general Indices for a base period
as an inducement to greater efficiency.

-- £n operating subsidy system whick parallels the gros revemue
.. _shbeidy proposed by the Interagency Task Force. g

-« Festriction which makes the carriage of Covernment cargoes
ineligible for subeidy,



-~ A puclesy ship srogrom but deletes requirement in Garmatz
bill that nuclear ship operators involved in an interonion
dispute must sell his ship after 30 days.

«= Lifte the & percent celling oa Title XI loans.

- Extends capitsl reperve fund privileges to-all operators,-

This program has been herzalded as 2 "public interest” program that
eimultancously promotes the "welfare of the industry.” The approach
adopted is that no shipowner has been deprived of his rights to which
he 18 entitled under present law and that the effort has been directed
to correct conditions which represcnts ""subversion of t’he intent of
tha 19’3‘& At

The highlights of this testimiony pregent an interesting proposition,

It agecepts the coaclugion that toduy's conditions are not the same as
"_those which attended passage of the 1936 ActJn three ipﬂ:iﬂt BTels.
" These ereas are: mn-cnnﬂg,uaruﬂ t ades have disappeared; dry and
ligquid bulk trades, which it wae predicted in 1937 would eoon dicanpear,
have grown enormously (darticularly in our foreign commerce); end
since 1936 the U. &, Government has become the world's largeet shipper
and its cargocs represent a substantial volume of U. 5. foreign trade.
The proposition is nade thal lhi lew must be revised I.ur reflect these
conditions, :
The Government cargo component of our foreign trade in 1964 constituted
over 60 percent of all cargo on Americsn ehips and invelved total
Government expenditurce for freight and charter hire ran sbout $650
million annually, This precluded the Viet Nam build-up, By 1957,
* MSTE expenges for shipping reachad $705 million and nearly $1 billion

if fees to private onerators serving as general agente {or reserve fleet

ships are added. This means that if other agency expenditures remain

level the Govarnment now _generates between $1 billion and $1. billion

in shipalng revenues =- thu! t dwarfing commercial revenues for American

,--—I e e T —

Eince AMA represents the trampere, the testimony predictably points
to the neesd for increasing U. 5. flag carriage of our bulk tradea, It also

critlcizes the Nation's dependonce on forsign flag operations for the
imnportation of raw materials during peace and war,



W -

- .
"
-
" "
< S
- %
.

Perhane the highlight of AMA's testimony is the eharge that becauss

of our failure to adant the 1936 Act to changing conditions, the subsidized
operators have become the benefliciaries of a double subsidy program,
They not only receive direct subsidy to compete in foreign trade but also
freight roatco baped on American costs for the carriage of Government
cargoes, A persuzgive ling of reasoning ie ocutlined baged upon reanoning
that the double subzidy arlses becuuse Government cargoes are insulated
from foreign competition, It is an atiractive trade and acts as a positive
inducemnent which caugses the subsidized lines to peglect their commercial
obligations. Tha teatimony concludes that this situation has subverted the
original intent of the 1936 Act subsidy system, which was initially to
Increase American flag ship competition in our foreign trade. This means
that the Arcerican tax payer is paying twice into the same pocket to purchass
a total mmerchant marine far smoller and lese efficient. AMA belleves that
this condition has frustrated Covernment officials and created an inbuilt
hostility to existing maritime promotional programs.

" The proposed amendment to the Garmatz bill would aceomplish, sccording
; to the rationale of the AMEA, the following:
. ' == MhMalntain for purposcs of subtsidy a saherp cleavage between trades
exposed to foreign flag competition and those protected from such
competition,

== Make the Goverament cargo preference program a positive instru-
ment for rebuilding the unsubeidized fleet when combined with an
extennaion of tax reserve privileges,

The provisione of the emendimeate proposed would regulre 2 proportionate
vefund of ship consttuction subsidy by operators for carriages of Government

‘ecargoes. Sfubsidized operators would aleo forleit operating subsidy for the
carriage of Government cargoos, Thus, while each eperator would continue
to have the right to carry both Government and commercial cargoes, they
would no longer be enabled to collect a double subsidy,

A novel innovation ls also written iato the Act which we considered at ono
time or another., That is a proposal to combine long-term charter arrange-
mients with Title XI mortgages to provide inducernent for unsubsidized
operators to renaw their fleet -- this Iz the original Safir proposal,
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+ Conclanlon

The provisions (1) extending tax privileges; (2) placing an absolute
prohibitiom on participation in preference trads by rebuilt veossels
trenaferred to American flag; and (3) prososed monetary levels of
eubsidy support are bad features of the program, Otherwise, the
proposals advanced in this report, are, inmy view, constructive
and provide a basis for accommodating to an Industry/labor proposed
program, It iz iy understanding that Paul Hall will testify at some
poihit during the hearings in sunport of this program, We are also
informed that the shipyards and the subsidized operatore are extremely
disturbed by the preposals 2nd will reassese their tactice for dealing
with the proposed amendmenta, The controversy over the proposeal
to ruske illegal the paymuent of double subsidics could trigger a much
greater controversy in debate over maritime progrems than we have
witnessed in masny years,

Paul L, Eitton

PLEitton:kam 4/26/68 (5-5)
cc: Mr. Sitton

Mr. Mackey

Mr. Robson

Mr, Agger

Mr. Lehan

Mr, Dye

Executive Secretariat-3
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Comparison of Paul kall's Lecislative Prunnsa!sr
to tne Interagency ilaritiie iesk Force Proposals

: pLst The iHall Eakkane ocs beyond the Task
| respectis:

== It wuses the TF "revenue incentive" operating subsidy packages, but
gives 1t only for cecomercial cargo revenues and only after January 1, 1?;2
the TF excluded only Uetense cargo revenues, but al{uwed suhsmLy' on nthﬂr
i governnent cargo revenue.

Force 1§

-- It narrows the tun:tructinn diff&rentia1 subsidy formula ‘to the
foreign-Anerican cost differences for labor and materials.and would aanr
5ub51dy on ships built or repaired for foreigners. The TF allowed shipyard
subsidy o n the foreign-American ship price differential, and would be
available to Americans nn]y i

bl
" e e

- *=- It requires the repayment by the operator of a purtrnn < af..
: : cﬂnstructinn subsidy 1f govermment cargoes are carried; the TF phased uut
cargo preference, but 2llowed the cargoes to be carried without 1loss . of

: either construction or operating subsidy, as the cargoes would be uhtainea
. in competition with foreign aper‘atars.

Some featurcs of the Hall proposal seem to be specifically anti-CASL:

" The Revenue Incentive operating subsidy is eanathemz to “ CASL,
parti:u1=r1y so vhen government cargo revenues are Exc1uded fron 5ub51uw

E : == Restricting shipyard subsidy to the Tlabor and material - cost
: differences will increase the price to CASL for ships. 4

J dot surpr151nq1y, the Hall prorosal stronaly bnrefits the Hall-supported
sector ot tne uaritiue'Incustrv.

: -- Consistent with the TF report, the Hall proposal extendi upefui1rg
: subsidy to all dry cargo uperatinns incTuding bulk and other nun-‘1nars,
L Ee but not tankers. ; : .

: -- Consistent with the TF, the censtruction SUﬂEid" is paid to

e shipyards and all operators are allowed to buy ships whese construction has

, been subsidized., As an extra benefit to the shipyards (whese unicns 2re in
Hali's HMIL), they are pafd subsidy on ships they can sell to fereign
purchasers. This parallels the TF philosophy of supporting shipyards. to
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construct for anyone--to the extent we need to support shipyards.

-- Preference is given to the now unsubsidized portions of the ffeet in
expending the appropriations. authorized by Lhe Act. These unsubsidized
operators are mostly in the Hall ambit. v 1

-- (Cargo preference eligibility is dreetice113 changed 1in 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, dis eligible for military
cargo and after three years of U.S. registry, for other cerge preference.

. Hall's change protects the shieyﬂrds and the present group of 1ndependent
tankers--both of which are in Hall's, group. :

-- Operating subsidy is extended to the preaent unSUbETdi;Ed and tranp

" ships, provided they irmediately contract to build new ships. The TF

rogram called for extending Subsidy cuverage to the older unSuhsidized
Iiners, but not to tramps. :

Features of the Hall proposal that are contrary to the TF renort L or
" {ts philosophy: e

{ == Extension of operating subsidy to the overage tramp ship group.
-- Mo forefan construction. | :

== Money level for construction suhs1dy set at SBﬂﬂ M for 5 yeare, TF
CDS level was about $145 M.

-- Cargo preference not elinineted and eh1p eligibility requirement
tightened. e L

-- No determination of need in arriving at shipyard subsidy 1Eve15--but
does support a broad study of shiphuilding industry capabilities.

== A nuclear program is included as a separate item--the TF felt that
nuclear ships were uneconomic and uncompetitive.

-- Reserve funds are extended to all operators.
- The stated objectives of the two are different, although para11e1:

He1I-PrepeseT objective: To Ee1ence the privately-ownad merehent
fleet, particularly for the bulk trades.
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Task Force Objactive: Promote modernization and econcaic growth, ‘and
eliminate , decal led government ~ supervision by rationalizing the
structure of government aids. i



'MEMORANDUM FOR THE SECRETARY: Sy e e T

SUBJECT: Today's Meeting on Maritime Program

Fred Simpich called me just a few minutes ago to discuss the meeting
today on maritime policy. He sgaid that he had met with Secretary
Smith and that the Secretary bad reviewed the memorandum te the
~ President and the program paper to go with it. Mr. Smith apparently

agrees with the program and the recommendation that the Administration
go forward at this time. Secretary Smith, however, did not sign the

a2 original of the memo to the President which you signed last night.

. Fred said that Mr. Smith's comment was to the effect that it was not
necessary to gign it and apparently that ended the discussion, Fred
had no explanation to offer as to what had led Mr. Smith to this
conclusion and I certainly have none. I suggest that you raise the question
with Secretary Smith at the time of the mer.-ting if you feel it is of
sufficient importance,

The only thing that occurs to me as even a remote possibility is that

- Mr. Smith may have talked to Gulick, who cautioned that he go slow
on this or may have suggested some disagreement with the program.
That still does not make sense, however, if Mr. Smith is prepared to
indicate to the President that he agrees with the memo. I simply don't
know why he doesn't want to have his name on the memo to the President.

o crﬂ':il H_ﬂﬂtﬂlﬂ'

M, Cecil Macke
MCMackey:arb : 4

ce:
Exec Sec
File
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MEMORANDLEY FOR THE PRESIVENT
SUBJECT: Maritize Progren

Gareatz Comittee is noe heldinn h#ar!nns on propesed liaonuson/Garnatz
!Hal"l Ei g pl!‘ﬁﬂl".,_-t. .

Their propesals could result 4n annual Frderﬂ1 cests un to S5O0
Hillien if cnacted == double existing level.  dille some scbs iur
Teiores nr Tn their bi11, 1t has 2 nuniber of bad features:

L Fr1ﬂrity reed is new ships for obsolete merchant nar{na, net
added shinyard susport. Yet nearly half of suvbsidy fuads 1im
bill no to hiﬂi cost U, 5, shionvards who a1rLau; ged nyﬁut
$2.9 billion per year, rostly frenm Hayy -- adoquate support
fnr-LMJitizatiun base, :

== [xtension of tax exespt reseive *unus to ent1re serchant
mar{ne, nlue fishing {ndusiry would cause Toss to tax base of
about 5135 'H114on annually corpared with present cost of 5335
4, and creata precedent for extension to other industries.
Traasun; is strnnjlw Gpposed,

== Acceptanca of subsidy refores by 1ﬁdu:try is voluntary, not
vandatory, 3 ke P

Thals prograz has sisflarities to prososals advanced 1n 1867 by
Secretery of Transportation fn unsuccessful atteunt to gain consensus
within fndustry/lsbor. Present hearings show continuing disaqrecsent
‘wWithin industryflabor groups.

Adninistration s in a bttt“r twcticn1 so5ftion this year since for
TIrst timc all coiconents of ingustry ang T3oor w111 be on the nublic
record with alternative programs and an Acninistratfon progras would
no longer Lo a "stalking hors2,* At least thre2 separate prosram
proposals are befng laumched, including one frem Paul Hall and tramp
cperators, a second from Joe Curran, and third from subsfdfzed
onarators, pPaul [all has 1in the past frustirated Adninistration
efforts to get prooram consensus, but without stating wihat he wanted,
iis supporters (wdthout itall’s nersomal corvitrent) now are on record
with prenesel snocifying radical peblic-interest reforss fer his
opzonents but 1increasod oprotoction and preforcnce-for s part of
jndustry. This propnsal will be cpoosed by sebsidized onerators and
by Curran,

T




Iudmtrfﬂ..r-hﬁi- disawreement over aﬁc#nmu‘te alternative could on the
one nend truscrateccoaltiee and resul® in oo action or on  the other
hand raesult '.m TeoTsTation w1t unoesiracle features of all rrennsﬂﬁ.

I‘[‘wr& ara mwm‘l ontdons avatlable 1o Ldninistration:

== Provose a Pudlic Intorest Projran that would subsfdize
rercnant omarine and shioyards 2t oinfsuz lovel to reot
escrgoncy needs for eachy reform and  sisplify subsidy
prograss to provide cospetitive dIncentives; elininate none
: pilitary carco crai‘-::mwu. allow fuh.inn ship murchase by
et * operators: Five yeor costs 52,4 Eiliion -- roungs 1}; same  as
; present nrooran; would btufld 170 ships ir-‘*'lndmﬂ foraim
construction vs. 84 ships under l::.{stl*r;' progran Progras
. would probably mot pass but weuld provide a benchenark for
policy dialogue and basis for Adsinistration rejlzctinn of an
S unseund progran.

-= Propose a sala3le veform preoran that would giva major
S suusidy reforms; larger and tiarefore wmore  acceptable
prograas  no cost increase in FY 69-7¢ due to budget
restrainty opticn for forecion bullding NMaited to those years
subject to wusu2l foreign investnent restraints to avoid
falance of Payrents {fapacty 5275 Billion dncrease in FY 71 to
- abaut WA M1lMon -= 5 yoar cost 52,8 Biilion, EBuilds 175
“ships, As with first option, weuld provide basis for
Adainistration rejecticn of unsound program,

== Let Congress take Initiative and accent thelr nrooram. This

could wean undesirable Catension o7 tax excopt privileces end

enly liaitad subsidy refores, 1 any. Yer J‘Ifﬁtﬂt Lo yein

in zbsenca of Adninistration prenssal,  Losts  far  excecs

DeneTlts == net coses eoout suew  Aillien per year, $3.9

Sil1{on over next five years. weuld buefld 170 ships cnly,
because no forefgn constructicon.

An acceptable proorzs should 1nclude trensfer of MARAD to DOT apd
should not extand tax exenpt reserve funds beyond prl‘.‘il!ﬂ!‘. 1i=its.

Ve recomend that cu adopt the sacond ontien, An Adelnistration
progran 15 desiracic e=- uc need to rense thae §last, The first ootfon
would not pass. ‘[n third ontfon 15 too costly and lacks reforms.
The recomaended ootion: : :

== Obtafns most policy reforss,

r'n
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- Establishes bLase for veto 1f necessary,

Hay move Harid to 00T,

elds cost well below MagnusonfGarmatz proposal.

. Inftfal bresk~throush fn forefgn construction would provide
valuable precedent, : :

; . signed Alan §. Burﬂ
Lo f1, Smith . Klan S, Eoyd d
Secratory of Loruerce Secretary of Transportation

i T e ST e R A i L
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May 2, 1968

'MI;:MGR&NDU‘M Flier THE SECRETARY:

- SUBJECT: To&ar'l Meeting on Maritime,

You are scheduled to meet at 12:15 today with the President, Secretary
of Commerce and Joe Califano to discuss marltime policy and an
Administration program. - : i L

‘Attached are two papers: (1) the memorandum to go from you and Secre-
tary Smith to the President on maritime policy, and {2) 2 memorandum

: outlining in greater detail the substance of the program which you and
. Secretary Smith propose for the President's approval,

The original of the memorandum to the President went to Commerce
firet thing this morning and Secretary Smith ghould have it signed when
he gets to the meeting. Copies of both these papers with the memorandum
- unsigned went to Joe Califano last night. They were to go to the President
with his reading for last night with a cover memorandum from Joe
- Califano, : : '

~ Also attached are sceveral copies of a one-page paper on the issue of _
foreign construction, In view of the critical nature of this aspect of the
program, I thought it might be useful for you to have such a paper to use
as a basis for discussion at the meeting. Should the President decide to
go forward with an Administration program, you should discuss with him
and the others at the meeting the question of timing. In view of the
present course of the hearings, it would certainly seem desirable to
wailt and get all the parties clearly on record as to their views before
the President advances his program., Tkis would probably mean a delay
of two weeks or so. That should give us sufficient time to get legislation
and a message ready in line with such decisions as are reached today.

M, fecil Mackey
M. Cecil Mackey
Attachments ' -

MCMackey:arb : .
cc: Exec Sec File Chron
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Fiacal year 1956 i
Amhlﬂ
ipgropnsled Nehal el Underrun
Mochanr BaMY. . ..coinianne AR e e Ao, BET .7 §.7 fL0
Space nucledr axluly . a7 L Ll
Todal, na LN Ll
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The undercun in Neclear Eafety was principally cansed by the actual (21,
million) versps the planned (328 miltlon) hardware procurement for LOF
fefereed for reasons stated above. The FY 1008 estimate to Congress Inclod
51.2 mlillan for a lannch vehlele for nge In the Space Xnclear Safety Reentr,
Flight Demonstratlon #£3. Flight demonstrailons have been deforred. Costs a
soclated with the experimental paxlead for this fight deimonstration la th
balanes of the undercun.

&, Warithng Reaelor Progemim
() Heas e decision bren reached pel on (he Adminislralion's posifion an werd
tiure muelcar propulzionf
Awsiecr: Based on Information avallable to the AEC, the Administration ha
not yet peached a positlon on maritime naclear propalslen.

(b)Y Please provide the leslest cost cstinrates for reactors af the size af Qidcresh
in wmerifime proprleian (100 MTe repge). Bwmnpiarize (heee eos! fecede fo fhe
faEE fC0D HOdER,

Amrpeer: On Iuly 20 1067, htentleal Inquiries were sent to fve reddaor fabel-
eators for thelr Interest In the supply of (a) small {less thian 1060 3MWe) nnelearn
ceutral stations plans and (b)Y near terin (divect) and long term (vln large setle)
develepment programs) civilian mclear martime applieations, A cupy of see
of the inguicy letters i< atmehed, ¢

|t:-,t‘l:-=1 Inre now beon 1n~ﬂ!rm] frrl:u ail I'Iw- mrn]mnhﬂ

T general, the
\ : . |

The lr-~ml-< mr centeal station noelear power rﬂﬂl'tnrn na nd [r-ﬂw! in the 10457
Bupplement to the 1062 Report to the Presldent for Civilinn Nocloar Dower will
slgnifieantly alffect the small power reactor costs as well a= the effeet on inferest
|1I.s|.1|s-|:~|1 "Ll=|n'|.r' Filrst ensts of uninue ¢ s wi]l b ]11"h

NUCLEAR ETﬂH.SI.l"lT SYSTEM AMD CONTAINMENT VESSELA
[Peilar amesels ba il o)

e e el

H H-l 3d planls
r'.l_l;t:h

- b o i i,

S

It plant

Shipptegper.....canae 75,000

HHFI“-I losls ars el angludnd,

1Casky for ] Instsiiafon, debve mechinaey, mecchar cors, anailidey wpiema,
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Honorable Edward A. Garmatz

Chairman, Committee on Merchant
Marine and Fisheries

U. 5. House of Representatives

Washington, D. C. 20515

Dear Mr. Chairman:

The Preczident has asked me to respond to your letter of May 21.

1 do not think it is necessary for me to emphasize the President's
appreciation of the need for wholehearted cooperation between the
Congress and the Executive and the value which he places on it for
advancing programs and policies which are in the national interest.
He has repeatedly stated this conviction which he holds so firmly.
Thus, the circumstances which prompted you to write him do not
reflect any disposition on the part of the President, or on the part
of his Administration, to slight the essential role of the Congress
in the development of national policy.

On May 15, I replied to your telegram of May 10, regarding the

possible impact of Government-wide expenditure reductions in fiscal
year 1969 on the current maritime program. In acknowle:lging that

the matter was under study, I had hoped that I made it clear that no
decisions had yet been made; that no decisions would be made until
expenditure levels were settled; and that the Congrese would be con-
sulted when the time for decisions came. (Separately the President

has indicated that he would welcome initiatives by the Congress to
identify areas for reduction.) However, I did state that it would be
unrealistic to ignore the possibility that maritime construction programs
could be drastically affected by heavy overall reductions in Federal
expenditure levels. Many vital social and economic programs, in which
the consequences of reduced expenditure levels might be even more serious
than those of reduced maritime expenditures will have to be considered
for reduction or elimination in the event expenditure levels are reduced
more than four billion dollars.

e



I have reviewed my earlier letter to see if I suggested In any way that
Congress should not play its proper role in the difficult declslons which
are pending; I cannot find any such suggestion,

1 am concerned that you have concluded that this Administration has ex-
hibited a "lack of concern -- perhaps even worse" in its consideration

of maritime problems and its declslons on maritime policy. I can think
of no single transportation issue to which I have personally devoted more
time. I can also assure you that other leading figures In the Administra-
tion have spent countless hours on this subject. As you know, I have
made every effort to talk with all the interests that are involved in the
industry. I have also held numerocus conversations with Members of
Congress concerned about the future of the maritime program.

I deeply regret that cur efforts to develop a sound new maritime program
have yet to result in an agreement. I share the deep concern of many
members of the Congress for the future of the merchant marine, and [
respect thelr efforts In developing a program which will be acceptable to
the industry, the Congress and the Administration. But I do not believe
that failure to find a consensus reflects on the goodwill or integrity of
any of the parties. Indeed I believe that continued discussion can ultl-

. mately resclve the still cutstanding {ssues.

I am also concerned that my role as the President's chief advisor and
spokesman on transportation affairs (including maritime matters) has
been a source of friction with you and other members of the Congress.
My activity in this area Is not based on any intent of the Presldent to
disregard the clearly expresaed desires of the Congress to continue
present operational authority for the maritime program in the Department
of Commerce and of the evidence that many members of the House of
Representatives would prefer that the Maritime Administration te ac-
«corded independent status. Rather, the President is faced with the fact
that transporfation policy can no longer be formulated on a modal baals,
independent of the other forms of transportation. This has become ln-
ereasingly apparent with the development of the new technology in shipping.
This new technology clearly forecasts a totally Interrelated transportation
system, The responsibility for Federal Government leadership for a
naticnal transportation system s vested in me by Section 4(a) of the
Department of Transportation Act.

On May 7, the Urban Mass Transportation Administration was transferred
from the Department of Housing and Urban Cevelopment to the Department
of Tranasportation. Thue the oaly major, non-regulatory, transportation



function of the Federal Government still outside the Department of
Transportation s the Maritime Administration. I hope you will
therefore understand that no insult or rebuff to the Congress is
intended because this Administration continues to hold the view that
such an omission {8 unwlse when related to the future of the Natlon's
transportation system. I assure you that we recognize that many
others in the Congress share the view that such an omission is sound.
While we disagree, I slncerely hope that our dizagreement can be
discussed without any personal anilmosity on elther side until agree-
ment is reached.

Eincerely yours,
(sgd) Alsn S. Boyd

Alan 5. Boyd
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June 19, 1968

MEMDRANDUM FDR HONORABLE HENRY H. FOWLER
Sec retary of the Treasury

i

" In a conversation today with Chairman Garmatz of the House Merchant
Marine and Fisheries Committee, he indicated a belief that he might be .

.. able to get through the Congress legislation which would permit all

. elements of the U, S, Merchant Marine to obtain the tax reserve benefits
which now apply only to the subsidized lines. I told him that I felt the

‘" Administration would oppose this for two reasons. First, itisa
-+ preferential treatment granted to no other element of the industry, and
.~ second, it has the characteristics of additional subsidy.

His response was that it didn't cost the government much money. I replied o
by saying that I was not at all convinced that the tax reserve funds withheld

; - by the shipping companies had, in fact, been beneficial to the U, S, Merchant
izt .. Marine. While I did not question the benefit to the company, it seemed to

' me a distinction must be made between the company as 2 business enter-

¥ - prise and the U, S, Merchant Marine which was supposed to befostered l:'q,r

- the use of these tax reserves. e i2s

- Mr. Garmatz indicated that the Committee might want to call you to discussl

' the pros and cons of extending tax reserves to the whole fleet, I suggested

-~ to him it might be helpful first for the Committee to ascertain the use to

- .Which the current reserve funds are being put and to make a judgment as
i .= to whether, in fact, the Merchant Marine was being promoted the way these

~ funds are heing used I indicated that he should be able to ubtam tha.t. :
information from the cump&zﬂes themselves. ;

This mamﬂra.ndurn is fﬂr :,ruur infurmatinn in the Evant yuu racalva a call '_ :
frum tha Cnmmittee A : . S

= e
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“ UNITED STATES GOVERNMENT - DEPARTMENT OF TRANSPORTATION

d OFFICE OF THE SECRETARY
emoranaum
oare. JUN 27 1968
In reply
swaect: House Merchant Marine and Fisheries rafer o

Committee Activity on Maritime Program

fom « Deputy Under Secretary

To 'UnderSec'retary

[}

Yesterday, Carl Davis was summoned to a House Merchant Marine
and Fisheries Committee executive session and was asked to provide
technical advice on a revised bill which Committee staff have presented
for the full Committee's consideration. Shortly after his arrival there
was a quorum call and the meeting was adjourned., Carl's sticky fingers
managed to attach themselves to several copies of a Committee Print
which is represented to him as a proposed maritime bill which the
Committee plans to move out to the floor and which according to
Davis' understanding has been concurred in by Magnuson, Magnuson

3 has given someone an indication that he can pass it through the Senate,

. The rationale for the Committee proposals is that "in view of the current
fiscal strains affecting the operations of all Government programs and
the national economy generally, it was felt that recommendations for the
legislation for the remainder of this session should be limited to those
items which would have the least financial impact on the Government
under current conditions and yet would result in constructive steps towards
correcting existing deficiencies in the merchant marine,'" The above
quote was taken from a summary description of the purpose of the bill,

The proposed draft bill would enact the following:

-- Sections 1, 2, and 3 -- Amendments which pertain to determinations
of construction-differential subsidy systems would simplify and
reduce Commerce's review of vessel design, and it would provide
for a determination of CDS on the basis of types of vessels rather
than individual vessels with subsidy rates be computed periodically
for different types of vessels X The bill would also require that
subsidy determinations be based on the record after opportunity
for hearings (This is a CASL proposal, ).

. X pote. ... This furmﬂ&fs G tarlier "Dlﬂ" ?rﬂ F“"‘l o CD3 *'3-"’["“"'
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-- Section 4 -- This provision would permit trade-in of vessels
without regard to age if in the judgment of the Secretary they
should be replaced in the public interest. (Exﬂept that until
June 30, 1974, no vessel may be deemed obsolete and available
for trade-iF unless it is more than 12 years uld}_ Present law
requires . a vessel must not be less than 17 years old before it
may be traded in for allowance of credit towards construction
of a new ship.

-~ Section 5 -- Tax deferred construction reserve fund privileges
are extended to all operators in the foreign or domestic commerce
of the United States as well as in the fisheries industry. This
provision represents the only item in which the industry is in
full agreement -- tax privileges for everyone, Treasury, BOB
-and everyone else in the Executive Branch oppose this provision,
As you will recall, Secretary Boyd referred to this in a memoran-
dum to Fowler on his conversation with Garmatz, (see attached)

1 It is not known that we have a copy of this bill, . Before making any general
distribution or discussion of it within the Administration, [ would like to
talk to you.

Attachments
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THE WHITE HOUSE 8’5:’ 7
WASHINGTON

September 5, 1968

Dear Mr. Secretary:

This is to advise you that the President on
September 4th signed an Executive Order
entitled "Terminating the Maritime Advisory
Committee. "

No announcement was made of this action by
the White House and although it was not
mimeographed for distribution here the
original was filed with the Federal Register
on September 5th.

Sincerely,

o

am .‘.I' . kms
Executive smta.nt
to the President

The Honorable
The Secretary of Transportation
Washington, D.C. 20590







SIMMARY OF STATEMENT OF PAUL HALL
President, Seafarers International Union
and
AFL-CI0 Maritime Trades Department

Senate Commerce Committee
(Subcommittee on Merchant Marine)

June 23, 1967
(Based on Advance Text)

When Secretary Boyd entered maritime scene the Maritime Advisory
Committee was meeting regularly and there was an air of optimism that the
Administration would finally get gni&g on a maritime program. The Committee,
with broad membership, developed and reported ocut a sound program which,
however, ha; never been given serious comsideration or publicity. Rather,

a so-called Interagency Task Force, which had a very narrow representational
base, issued a report which Secretary Boyd adopted and widely promoted.

The report was rejected by all elements of industry, not only for its
unsound recommendations but also because it was prepared in secrecy and

its proponents refused to discuss its ramificatiuns. Secretary Boyd's
objectivity in maritime matters is taiﬁted by his assoclation with this
report notwithstanding the fact it has been rejected. This taint led in
ﬁart to labor fighting the move of MarAd to DOT and it is the basis for

gome resentment that the President has tapped Secretary Boyd for his current
role in selling a maritime program.

Hall opposes Boyd Program at this time because it is not specific
and can't be 2nalyzed. (He resents "confidential" label which was placed
on it when it was discussed with him in the face of the fact'practically

everyone knows the'details.")



fhe construction subsidy propesal is typical -- nowhere is the
manner of determining the rate, or the amount stated. This is important
because rate selected has great impact on U.S. industry. There is no
specified limit on foreign construction for U.S5. documentation . The
thlalcuncept of foreign competition involves a battle with 1ﬁdustr1es
paying substandard wages, repudiates the U.S5, cabotage tradition and requires
the repeal of well considered laws. The 15 ship per year lewvel initially
proposed is grossly inadequate and even the 30 ship lewvel i;émhlg? doesn't
leave enough left over (15) for the sick elements of the industry =--
bulkers and tankers -- to embark on a rational replacement program.
Pretermitting the question of the adequacy of the commitment -- who is
g;vlng it -- isn't it the Congress' role rather than the Executive's?

‘Labor has tried to be objective =-- it really doesn't make any
difference who builds ships if it means jobs for U.S, seamen -- but threat
to U.S. shipyard industry and unions is too great. The program is a foot
in the deor for their destruction.

U.S. shipyards need lots of money to get in shape to compete or
even to bulild types of ships that are needed today. Hall has suggested
to Secretary Boyd that industry needs a Government guarantee of work at
full capacity (as determined administratively by Secretary Boyd) for a
sufficient time span to get on its feet. Secretary Boyd has rejected this
suggestion as inflationary but fsn't this a matter of degree -- doesn't

the increase from 15 to 30 ships per year Secretary Boyd has agreed to



create inflation? Seems all Secretary Boyd -- a man who sees positive
virtues in foreign construction -- wants is to get control of thé
industry and he has given Congress an ultimatum.

_Ezcrntary Boyd doesn't believe the industry is capable of building
the ships he feels the U.S. needs, but didn't he have the responsibility
as under Secretary of Commerce for Transportation to review annually with
the Eecretary-nf the Mavy the state of commercial shipyards and repert
unsatisfactory conditions. Has he neglected his duty; why should we
feel he'll do any better wearing a different hat?

Hall supports all the objectives of the Boyd proposal -- who
wouldn't? But he does not see that there is a program -- does one exist?
What will ODS program for bulkers look like? What will happen to operators
with lafge investments at U.5. prices? What are the guidelines to be for
the hearings Secretary Boyd describes as a solution to the problem?

What can we expect from an administrator who says his program will
continue cargo preference provisions but who is philosophtcally opposed
to the concept and who has the misconception that carge preference has been
of no real help. The U.S5, bulker trade has lived only because of cargo
preference and many liner operations have relied heavily on its benefits.

How can extension of ODS be spoken of as a new program? The law
now permits ODS for many operators not receiving this support. The failure

to approve applications is but another element of the Administration's



neglect of the industry. The proposal to give presently subsidized operators
a monitoring role in new ODS programs is ridiculous since they are direct
competitors.

Labor supports a nuclear merchant vessel program but doubts state
of the art warrants diversion of funds which could be used for conventional
vessels. : :

Labor supports an increased reaear;:h program.

Labor doubts it is worthwhile to upgrade the Victory Ships
but is reconciled to the inevitability of this DOD sponsored program.

The Boyd proposals do not do justice to domestic lines and give

. short shift to their progress in container trade.

Laber's opposition to the transfer of MarAd to DOT was not a "bargaining
ploy." The move promised nothing for MarAd that did not already exist, What
industry wants is a program, an able administrator and an administration
committed to saving the merchant marine.

The announced support for the Boyd Program is not what it seems:

-- CASL speaks for only 13 subsidized operateors (and not all

subsidized lines are members)

== AMMI only speaks for many CASL members and some international

oll and ore companies who operate foreign flag vessels (and soms
mmher; have resigned because of AMMI position)

== MMU does not speak for a majority of seamen (and has close ties

to CASL)



We offer the following 2p point program as a solution:

*1. A commitment to all U.S, vessel construction.

*2. CDS at current rate to presently subsidized companies

to permit building 15 vessels per year.

#3, CDS to replace unsubsidized fleet - 80 vessels - ;t rate

of 16 vessels per year for 5 years.

*4, 0ODS for the 80 un#ubﬂidized vessels.

*5., CDS to build up U.5. dry-bulk fleet to carry 30% U.S. trade -

minimum 30 ships per year for 5 years.

*6, Standardized bulk ship design.

*#7,. O0DS for bulk fleet on cost-parity basis.

%8, Cargo preference rates for all Government cargoes.

*9, Centralize administratlnﬁ of cargo preference in MarAd
10, Reserve 30% of licensed and quota cargo for U.5. vessels
*11. A study to improve passenger vessel competitive position.
%12, Control of foreign cruise vessel operations from U.S. ports.

13. Authorization procedures for maritime funds.

14. An independent MarAd.

15. Federal-aid to develop nuclear commercial wvessels.

16. Extend Construction Reserve Fund to all vessels.

17. Procedures to expedite handling Title XI applications.
*18. Increase of cargo reserved for U.5. vessels

19. Control of ICC rate determinations where competing rail

and water carriers are involved.



*20. DOD long-term charter for tankers

*These recommendations are identifiable, to one degree or another,
with re:ﬂmmepdatinns of the Maritime Advisory Committee in the report which
adopted on November 30, 1965.

These points constitute a program and give a lie to tﬁe contention
labor opposes -- rather than proposes -- improvement in the merchant marine.

Ths program has been offered to the Administration -- we now offer it to

Congress. It will help all concerned, subsidized and unsubsidized operators,

shipbuilders and operators, labor and management.
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SR Y SJSTATEMENT OF FRANK A, NEMEC ]
Chairman, Committee of American Steamship Lines

~ Senate Commerce Committee
{Subcommittee on Merchant Marine)

June 26, 1967
(Based on Advance Text}

CASL beliéves the protracted dialogue regarding a new marlfimg ;
policy is drawing to a_satlsfa:tnry close after a low point fepresented

by the Interagency Maritime Task Force Report. The good points of the
"Boyd Program" i.e., doubling of CDS, retention and strengthening of
cargo preference and retention, strengthening_and extension of ODS meet
the real needs.nf the industry and greatly outweigh the practical signifi-
cance of the two points which form the basis for opposition. The proposed
level of subsidized construction (30 ships per year) will more thﬂnllggély
use all available private funds and'make.the Lssue-nf nccﬁrding fdrelgn; H
built vessels U.5. privileges an academic one. Whether MarAd is in DOT

or indepéndent is of no real consequence ;u the industry; the key-[ssues
are the existence of an Administration policy and an eEEectiﬁe agency,
enjoying the confidence of the President. CASL suppn:t; the ﬁuyd Program
since it will provide enocugh mnnef to permit the building oﬁ ships when

needed at world brices to meet competition in both the liner and bulk trades.

It urges early action in a situation which can brook no further delay. °

. y k & k & k % k &

Our present maritime resources are stralned to the!xﬂéking point

and any additional demands will have to be met at the expense of our curfent



comnercial operations since the MSTS and NDRF fleets are practicaly fully
committed to handle the 9.5 million measurement tons of the 30 million ton
requirement projected for FY 1968. The private sector of the fleet, however,

has only limited resources to be called on because of the general

obsolescence of the fleet illustrated by the following table:

Composition of U.5. Ocean-going Fleet

Passenger and Combination Ships : 27 2.7%
Relatively Recent Construction
(1950 and later) : 261 27.0%
1 . Dry Cargo 136 _
. Tanker 125 >

World War II Construction (or earlier) 681 70.37% lg&
Dry Cargo 531 - : . = g
Tanker 150 _ # .

TOTAL ; 969. 100.0%

The generally low repia:ement level through the past years makes the ocutlook
in the years ahead even bleaker.

The Merchant Marine Act, 1936, was & common carriér a:t.whi:h 1
:uﬁcessfully met the needs of the *;n's. A new program is needed to meat
the changed trade needs of today, particularly in the bulk cargoe trades.

The Government's protracted failure to provide adequate resources

makes essential the 125-175 ships (in five years) in the proposed program



which could cause severe cost inflation and delivery delays in the

shipbuilding industry whichalready has a large back-log ($30 bill;ﬁn}

of U.S.N. ($2.35 billion) and private orders ($0.65 billion). Since the

&

elosing of several Navy yards and increased construction of offshore

drilling rigs, fishing vessels, research vessels, etc., will put even

heavier pressure on U.S. shipyards, legislative changes which will permit

utilization of foreign construction will provide a necessary safety valve,

Even more, a provision to allow foreign built vessels U.5, trade privileges

will remove an inequitable.cnmpgtitive situation with other transportation

‘modes.

CASL also would like to have the following included in the progras:

1)

2)

3)

. 8)

5)
6)

"

ODS for domestic trade routes to non-contiguous points ~

&

Liberalization of the right to sell old vessels foreign and

of the trade-in privilege

Lapse of khe Vessel Exchange Act when it Exptre;
Repeal of provisions which limic ¢ampensat[aﬁ paid-far
CDS vessels requisitianﬁd by U.5.

Repeal of fBuy-Americnﬁ“ provisions for ODS vessels
Government suaéinn ko incréase dry bulk cargo in U.S. vessels
Simplification of administration of Herﬁhant Marine A:t,_1936,
to reduce ﬂ:c;unting burdens, expedite ODS decisions, eliminate
salary ceilings and reséraints ﬁn anESEmEHts.and1pufchasing

practices.



8) Elimination of recapture (which simplifies accounting require-
ments) sinc; today's business climate, higher taxes, renegotia-
ann, better information on foreign costs, provide adequate
safeéuards. d

9 Elimination of Government restraints on essential trade routes

(except as to minimum trips) and let patterns of trade (which
are the greatest determinants in any event) establish service
levels,

'.CASL supports consolidation of the Government's routing preference
operating in one agency and the ultimate elimination of rat; Ertferences

.1! through use of direct subsidies. It wants a bigger effort to encourage

American 1mput£ers and exporters to specify American carriers.

Recent events have demonstrated that the United States has no
satisfactory method for allocation of shipping in near-war situations.
Accordingly, CASL has submitted a program to DOD -- RESPOND -- which
balances military and commercial needs in these circumstances. Tts
implementation will require legislation to permit operators to charter U.5,
vessels as replacements (or if hﬂ.U.E. vessels are available, foreign

vessels) and still qualify for all privileges applicable to the vessel

made available te DOD.

CASL is encouraged by the Boyd proposal to increase research and
development projects and suggests the formation of "The Maritime Research

. Institute" a Federally chartered, non-profit organization with a board of -




trustees having industry, supplier, professional and governmental
membership which would select research projects to be jointly funded
by industry and govermment. |
CASL supports the transfer of MarAd to DOT as a logical move. To

nnsu&e independence éE decizion and continuity (of the Hariglme Subsidy
Board?) it proposes a three-man board of Presidential appointees. To
get the best qualified personnel, it supports amendment of the "conflict
of interests" leglslﬁtiun.

F Finally, CASL sees a real need for permanent machinery to handle

labor-management relations to preclude interruption of work and urges

early action to implement the President's proposals of August 1965.



e 5 *
T ke

Believ v + vy to pouncey and T think that is a eensideration
of ntinw=: sanee of the poliey proposed under the DL progream,
W thoane )
Senator Mugeerer, The next witness is Bdwin M. Hood, president
of the Shipluilders Conneil of Ameriea,

Me Mol

STATEMENT OF EDWIN M. 100D, PRESIDENT, SHIFLUILDERS
COUNCIL OF AMERICA, WASHINGTON, D.C. G/28/00

M. Hoon, Clomd morning, Senator.,

Sepator Damerr. {'i-.m-.rmm'lling.

T amy aelnd b oo yon, !

Me, Hoon, Senator, T have a rather lengthy statement which I wonld
like to talk to, read certain parts of, and emphasize other points if that
is =atisfactory to you. I would also request that the complete statement
be ineluded in the record as though read.

Senator Bamirrn Soit will be

Before T foreet it, Mr. Berg didn’t read all of his statement. We will
incorporate tle complete text in the record.

Mre. Hooo, Me. Chairman, Sendtor Brewster, I deeply appreciate
this "TIJJ:J"”“““."" to present material from the standpoint of the ship-
yards bearing on '-,'mlrcmnmq:ml:lhlu and timely conziderations of mari-
time amd liphuilding policy. Though my presentation this morning is
ont behalf of the Shipbuilders Conneil of America, I am llll”ll.l-l'ii".lﬂ% o
state that it has the endorvsement of the Western Shipbuilding Associn-
tion in San Francisco,

It will probably come as ne surprise to you that T appear before
viu today to support the construction of U.S.-flag merchant ships
in the shipyards of the United States and to oppose recent proposals
clling for the foreign construction of American-llag ships whose
aperations are (o be subsidized with public funds, This is by no means
a new position for us. In my many previous appearances before you,
I Leliove tlint our eppasition ta the many “]:uilttl! nbiroad” theovies hna
been positive aid consistents
In i:mrr days, however, our position is said to be unreasonable or
irrational by cither Government or industey oflicials whom we other-
wize Jiold in Nigh regard, But this kind of chavacterization, it seems
to ug, refleets the superficiality with which many of the elements of
the maritime Shipbuilding problemn have been evaluated in terms of
certain cconomic “facts of life”

Therse 1= Nitle disngreement among those interested in national mari-
time affuirs with respect (o the present state of the U.S. merchant
fleet, The <hips are predominantly old and the volume of trade carvied
Ly US-flag vessels has been steadily declining.

Ohvion-ly, something must Le done, But, first, a botter nnderstand-
ing of 1t correlation between dollars invested and earned, gross na-
tional predduet, tax revennes, and the balance of international payments
5 requincd. To all of this, unassailable logie, rational thinking, incon-
testalile statiotics, and m':h:r'ly rograming are necded ns never before,

The Lasic fuets |1|:4!u?1'l",'in;;t w present. maritime dilemma are quite
sinaple, und it is elear that the emphasis on foreign construclion is
bing erconcously placed.

-
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.. The next section of my presentation is headed “Fundamental Con-
siderations,” 1t disensses onr stanilard of living whicl ident John-
son only yesterday in Baltimore said was second to ther in tha
world, It also disensees the evidences that anineres. s number of
American udustries face an economic disadvantage when competing
i the world il!.'ll":.:t"i.'*1I aned the cost di= ]:ll']!j' hebwoen !‘ul‘u"l;:n sl [T,$,
wiage levels, The extent to which 1.5, serviees wnl industvies ae
vulnerable to foreign competition becanse of this wage cost disparity
varies considerably,

Most of our Nation's copnmerce exists in an atmosphere totally iso-
lated from direct confrontation with the wage strncture of ‘other
nationz In 1965, our gross national produect—CGNP-—was S676 Lillion
and total value of forcigm trade was $50 billion or only 7.4 pereent.
These firures sliow that nearly all of our service industries and most
vianifacturing concerns do not have foreign competition,

Pyactically all of onr industries which are sueeessful in world mar-
kets owe their success to one of two vreazons, both of which velate to
zmjrmriur technology. 2 : A

In the first category are indusiries which have a technology snperi-
ority paid for by the Federal Government throngh massive research
efforts. The acrospace and electronies industries are good examples.

‘The second eategory includes those industries which owe their tech-
nologreal advantage to the tremendous consumer purchasing power of
our citizenry, such as the automotive and chemieal industries.

‘The LS. maritine industry enja;‘s neither advantage.

Next comes “World Comparisons™ which uniderscores the strength
of our economy and the well-being of our citizens velative Lo other
nations.

"I'his section is statistieal in nature, but the point of all these fignres
is to emphasxize that our high-geared productive economy gives our
citizens a standard of living without parallel.

We would consider our Nation in the depths of a calastrophic
depression if our average standard of living declined just half way
to that of Canada, the secand most allluent of the leading nations of
the world,

When confronted with a commercln] situation, manufacturing or
service, which places us in dircct labor cost to labior cost competition
with other nations, it is doubtful that we will ever be able to close the
map completely.

tis a reality that must be squarely faced. As pointed out previously,
e can freely compete in world markets only in those sectors of our
e¢onomy which are (1) propped up by Federal Government-purchased
technology, or (2) tooled to the hilt becanse of the massive consump-
tion of our near trillion dollar society. =

Beyond this, our industry and commerce is cost competitive to the
extent that im_;r.:lnniﬁmtiun 13 available by one means or another from
Glrect competition.

We eome now to the *Economie Backeround Afecting the Maritime
Tnelustry.” This industry, both shipbmilding and ship eperations, does
not Lenefit fram barriers of distance and duties, nor from massive

infusions of Government sponzored technologieal advance, nor from

the powerful base of substantial domestic consumption. Our maritime
industey exists becanse of Federal Government programs ar
regulations.




Shoull 1M various maritime programs be eliminated, there wonld
be no tis maritime industry since a world market confrontation
solely on 1#is of eur wage rates versns foreign vates would invoke
a eompel 1o e contest we have little chanee of winning., -
Bivviecntcing how Sndernational wage sractures Tit into maritime
aflaira 1= the fivst slep in formmlating a constroctive approach to
vevitall; fner onre maritine capabilities. The implications are very
plain. Wiithout the kinds of maritime programs we have today which
acenmmmiolate this wame diferential, we wonld have victually no mer-

. - % " igm v 1
chant tleer and no merchant =hipbuilding eapability. With these pro-

greaniiE, we will,

~ Weare canght in the strange paradox that as onr foreign commerce
increases and az onr responsibilities for maintaining world peace in-
erense it seope and distance feam our shores, one merchinnt marine
compeleinee doclines, The more seapower wa newd, the less wo have.

Thase who say that the maritine industey 13 inelfieient amd archaie
becan=e it |'|,1|_‘.'|i|'1‘:i Fodersl Governnest support to SHrVive n;_:':lhh.-;t.
foreign competition are victims of our statisties-happy gociety which
hias leavied to express things in numerical terms but not to look beyond
these firures to the meaning of what they porteay.

For examples the east of cargo handling in U5, ports averages about
four times that in foreion portzs. Port charges Tor pilotage, dockago
anil =0 farth, are dauble ar meve than those of other countries. Should
wee quit “subzidizing” our ports and longshovemen by earrying on our
foreren commerce only between foreign ports without merchant ships
tonching onr shores? Of course not. This would be ridicnlous.

Putting the iirst factor of the maritime problem—the need to accom-

madate our hicher wase rates—tomether with the second, the declin-

ing quality and size of onr merchant fleet, leads to the real reason why
waritime affairs are so eontroversial today. To replace a fleet growing
alizalete in Lloe and to expand it to a size suitable to both our economie
:I-.-:|1:L~1|-Ta-ra.q-;|.‘ on international trade and our free world commitments
will require a considerable amount of Federal Government support for
Lot =hip constpuction =||HHJ ship aperations,

The expenditnie hacklog created by inattentian in ?ﬂi& yoars s &
politically unpopular fact to utter alond dnd has Jed to & variety of
allesed corvective measures of dubious logie,

The way to resolve our present maritime problems is not to present
unreal economie interpretations, Since a cost disparity is inherent in
cur national snecess, it must be either accommodated ar not. The extent
to which this aceommaodation is fortheoming in our maritime programs
15 precizely the extent to which onr merchant marine will exist.

I'his is true today and will remain so for a long time to come. Fur-
ther, if cur flect has Leen permitted to grow old in Bloe, and concur-
rently small, it naturally follows that expenditures in bloc are
repuivisd to restore #S strengath and vitality,

I thies et section, we dizenss ihe weaknesses of relinnee on reserve
Motz of old :||||'[ ihl.‘ﬂicil‘:ll!. e nIHI llm ih:ulw afe :ﬁh;llljllill“llg
levels of 11 past, most of which T am sure, Mr. Chairman, has been
reviewsd Ly previons witnesses,

I woulil like, nonetheless, to emphasize one paragraph on page 12

Our shipyands have Leen |:||ihling fewer than 15 new merchant
shipa per year, thangle there has been 2 substantial amonnt of idlo
eupueeity for sope time, Thiz rate will support a flect of 375 ghips.
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dn ULS: private yards totaled abont 515 billion. OF this amount, mer-]

. Pisier S

What kind of program is this for a nation which utilizes one-
quarter of the world fleers active in foreign trade! \

What kind of a program is this for a nation v alveady has
well over 500 ships, abont one-half of its total active c.pacity, careying
routine military sapplies and aid eargoes and supporling o conflict
whieh is minor by historie comparizons ¢

The insnflicieney of onr present level of elfort is eminently clear.

- We conte now to the “Feonomie Impact of Shipyard Activities,”
Shipyarl work contribntes diveetly and imlircetly to the economic
woll-being in our Nation, Using the Department of Commerce Census
of Manufactures for 1963, you will note the value of shipwork dong

chant =hip constrnetion of all types represented S314,145,000 or 20.0
percent,

Repaivs and eonversions to merchant vessels of all types amonnted
ta snpther S270ALL000 ar 184 poreent.

In ather words, 303 pereent of the total volume of work performed
in domestie H'Ii!'EI_\':ll‘[lﬂ_'ll'l that year can be attrilmied {0 work on mer-
chant vessels, and about 13.3 pereent involved ship construction con-
tracts pmuing under the j'lu'i:-'l ietion of the Xaritime Admimiztration.

Amin, according to the 1863 Census of Manufactures, the pl‘ivntu
shipbmilding and repairing industry employed 114205 people, imclud-
ing 96,053 production workers, Approximately 10,000 ﬂ'l!l]-}':l;lﬂ o=
ployees are direetly or indirectly engaged on Maritime Adninistration
contracts, Dasad on the vatio of purchased moods and serviees to total
ghip eost, it is estimated that another 10000 persons in supportin
mu{unmm aiud indnstries earn theiv livelihood as o vesult of the MarAd
ﬂuifhuihling [roErnn.

Eeonomists use a factor—known as the multiplier effect—of one job
in imiu.-;tr_',' creales tll'lﬁjﬂ[l‘ in :ﬂLI]jml’l ine =opyvices oF commercia! enter-
ise, L iphuildine under Mar ati

mat ol proounet . ] :
Srrrotrone econonist, Dr, Charles 0, Meibyrg, nesocinto prafessor
%f hisiness nLIni)_lnht!ili’.lfnll]1 and assoolnte diveetor of the Mureau of

opilation and Eeonomie Researeli in the Graduate Selool of Dusiness
Administention at the University of Virginia in a paper entitled “The
Impact and Xet Cost of Ship Construction-Dillerential Subsidy,”
based on the munltiplier elfect, made this conclusion

Senator Baxrrerr, May Linterrupt a minute?

OIF the record.

Discussion off the record.)
Senator Brewsren. Please go ahead.
Me. IToon, T will read the quota:

Construetion-diTercatial subsldy payments at thelr present level of $100 mil-
lion annnally, generate ineome in (he coonomy of alout S000 million, suppaerting
emplayment for some $0,000 workers, Recause of thizs added income and bus=i-
ness activity, Federal tax revennes are higher by almost $100 million, which
meana the net cost of the subsidy Iz virluslly zeco. This result iz obinined be
ciase the construction-diMercutial. subsidy, unlike most other Government sub-
slidles, roguiees a dircet 2] malching contribution to the spending stream on
ihe part of private business fivie—ship operators, Therelore, moncy that wonld
b gpeent aliroad for vesdels bodlt in foreien shiprands i3 retalned In the Unived
Btates, where It works, In accondance with the multipller principle, o genernte
amlditional neame aml cmployment.

R 023 —05—12§



In afddition, 1he ;ulanlr helps to malotnin a domesle ship conslruction and
repale e v for nae In times of national emergency and serves to retivve the
PESEELES &, balanee of Internatlonal paymoents,

The ne.  otion is a highly teclmieal “Cost-Bencfit ."um!g'si!!.‘* put
tozether Ly a ;m-u]pufw-'-m-miﬁl:!. I you will turn to table BB on pare
19, vou will note that on the basis of medest assumptions, that in each
of these 16 illust rations, the net gain to the economy of building TTnited
States rather than foreien is all on the plus side, Thisis a ve ry relevant
point especinlly in rebutting those who Lelieve that subsidies are all
negitive,

I turn now to page 22 headed the “So-Called Boyd Propozala®

With the foregoing economic disenssion as background, reeent pro-
w1z supresting the foreign construction of LS. -lagr ships shanld
e comzidered olyjeetively. T am, of coursze, reforving to the recommnen-
dations made by the Honorable Alan 5. Doy, Secrvetary of "U'ranspor-
tation, before your subeommittee on May 1, 1967,

Under his plan, ships built abroad would be permitted to register
under the American flag with all*subsidy privileges and other finan-
cial benefits from the Iublic Treasury which are available under the
Merchant Marine Act of 1936, In addition, foreign-built vessels regis-
teved uneer the Ameriean flag would be permitted to operate in the
domestic waters of the United States,

Needless to =ay, these two proposals will be opposed by the ship-
yards—{irst, beeanze it i3 not unreasonalle to expect that any subsidy

]pmgr:un, uging public funds, should require that the ships given ils
wnefits be bkt in American yards; that was the rationale behind
the estalilishment of operating and construction subsidies in the
beginning.

Sccond, it is onr firm conviction that the introduction of forcign-
built ve==cls into the domestie trades, in minimal or massive numbers,
will lead to economic havoe, not only for ship operators but for
shipbuilders.

Ta the inland waterway and domestic operator who has invested
his funds in American-bnilt vessels, this prospect would present an
entively new competitive environment for him in which he very well
mizht not be able to survive.

We also believe that once the barriers are down on building, foreign-
flagr operations would be only a step behind, It shonld not be necessary
to stress that the opening of domestic waterborne trade to foreign-

flag vessels would have an impact extending far inland.

i::n'llm:lris, barges, pipelines, and trucks, and so on, for the first
time in the history of cur Nation, would face the adverse effects of

direct foreign competition, .

Though Secretary Boyd, in his May 1 testimony, was not specific
about numbers of ships, our analysis of all of his earlier and subse-
quent stutements to various representatives of the maritime industry
would seem to indicate that his plan, if adopted, wonld contemplate
the construction of 100 merchant ships in American yards, and ap-

wroximately another 100 in foreign slipyards, during a b-year period
eginning in fiseal 1969, His plan fuﬂﬁmr would institute some kind

' of yet-to-Le-particnlarized subsidy system to enable U.S, shipyards

' to lae eompetitive on the world market,

By reason of the vagueness of this I]il'ﬂlmsul—.-;m! the aliscnee of

details—we can only say at this point that the objective is noble ut -

s e

- *porting industries throughout the United States that supply materinig
£

" erally stated asbeing twofold:

the mechanics of operation will determine whether or not it can b-u

M].'Il-‘ﬁ:;ds:a, construction of nmr]?' 100 merchant sl foreigm ship-
1

illion in . _.yard contrac
‘onld mean that more than §1 bil cyard,
{-\[L:ﬁfl lli'I:I‘J:.:zllI!In:";.-st, to the American l:mnmny,l:llml, t!rlu :ng!-n; :111.1,}]::;-. tl? tl't
i i avinents would be substantial, "Uis by
balance of international paymen il . S
i + opinion, In terms of job oppor
very mueh on the low siude mony op . ;
ﬁmlti{-s for shipyard erafltsmen, it would represent n Joss of abou

+

illi an-honrs of employment, [ . )
m?"ulrl;:.lrltll:i]:} I{:}D million m-.v.n!—!mum of potential employment m sup-

i i : . ilers, the clectrical
TV to the shipyards—the steel, the boilers, i
::‘1:-.1!.0 fnr;tﬁ‘r': pipe, and E}]hﬂl!l--“‘ﬂ'l'l.]l.i be ;mn:a[erwi-;l to ;J!t-hrrr Eﬁﬁ:}; r:‘ﬁ

' v iplie x oy flow throng

. annlving the multiplier effect of maone out. th
ucif?mu;-,l the Efuml loss would be far greater than these figures indi

— ximately $6 billion. : I
cﬂ-tcmbl-[-]a!]':m- to D;L?-liﬁﬂ:l.l‘('h, the net loss to the American Im_:ﬂnu_m}
as a result of placing such a volume of business abread, taking intq
aecount all factors ineluding nm:'d[;?m‘lil]l'f construction subsidy and

=5 of taxes, would be in excess of 5100 milhon. :

19?‘!11 uElul'iu'n:ﬂc of the so-called Boyd shipbuilding, proposals is gen

; “Vinflation of U.S. shipyard prices and facilities; and
513 J'[F:'na;?w:al ]_-:::n::rlunn ship operators the right to buy equipmeny
ail at world mavket prices. § ;e .
uh.r‘ﬁ::tl fi ::::;1:1 like to :lul-cl a third item which is also covered in mj
Bh}i'?-:laregiiahi!ity of the 1U.S. shipyard industry to produce the me
ips that are necded. ) ;
chﬁttstlliﬁlaﬁ; 1::::5:1h,, the economie indicators do not support the i
ference that an expanded merchant ship eonstruction ?mgram woul
canse an inflationary pattern. We, of the shipyard inc 'L_'lstlijf,, az:ulm
vineed that through a realistic program involving a limited v?]{m ;
ship desizms, properly scheduled to take advantage of available shi
vard facilities, price inflation can be avoided. G
" Firstly, U.S. shipbuilding prices, according to the Secretary o
merce, are &till better than 10 percent below the 1058 index.
I doubt that many other American industries can make the sa
claim. ) ) s
Secondly, U.S, shipbuilders believe there are opportunities for co
gavings 'lnrthis t_-numi,ry in the magnitude of 20 to 30 Pem!nt. bel
prnscﬁt levels through multiple or series const r::ctmn of standardiz
ins and an improved procurement environment.
5111125.5?:::{ y of “The l"rg:-:pects for Reilucing U.S. Shipbuilding Cost
rformed by a task foree of our members in late 1265 and early 1
Er the Maritime Administration, detailed arcas in which thlsf
saving potential might be aclieved without sacrifice of strength, safet
and 5taRilil,;.r in the ships we build. ¥ % ; e
On the other hand, inflation in foreian-shipyard prices can reas
ally be foreseen if a “build abroad™ program were to become a mal
flaw. 1
; E‘xparien:ns during the last 18 months with regard to the awa
of contracts for noncombatant 1.8, Navy vessels to shipyards of




* Unitedd Wingedom illustrate the manner in which foroigm competition

asfedes the S macket and responds aceordinely i

vilations, sitizh yards o {nl | i lt'h"‘r’h. h-. L
iriona | tish yu drog L:i their bidding from 19 pereent
above Lo, wes to Lo pereent below, then 22 percent below il

ﬂ":-:ll:.-,_ 1 :1|~;~|-:-1~:1l below, amd thus veceived thive awards.
: ;tun:_l:n-- ¥y in keeping with aceepted economic axioms, an expand-
iy marhet—not a cirenmseribed market snch as Secretary Doyd and
others are now advoeal ing—is fundamentally essential for cost po-
du.-_:mn. X sreater _'I.‘il]]l.!llc of praduction makes possible n{;u]]nj“i[:s
|=l'1:u':+lh',l.::hj1 very signifienntly enhances the opportunities for tech.
naiegical mdvancement in facilities and procedure BTN S
l;tlsnint‘ﬂﬂh'llf I:'L-|-1Ii|'|-it=. : il lhl“.lﬂ: lhe
EI:]F"E“;'L rl_n..]n--llnrl_\' 1;!'| T!‘l]}l}l‘ u{i!T depend above all on a continuity
" tsikton—preleratldy of the =ane (ype—: alsili
2 podue ¢ type—and a stability of
: _'L! sporadic ::IJIII low level of shipbuilding, and a (lnetuatine work-
]Im: ;1I.hn.|.r,, .n-u.-:l vards, such as has existed in this country over the
L:I.t: : :I.I;. I .;m-ru}f- ¥ taxes thefnlnhl.? of the industry to aceomplish
@ very desivabla objective of sreater o Init ¢ .
o S j o put per unit and greater
Tt s vk ey 2 § R
| ".'L h_r..-:'. :?1---_h._.ll:l. ['Eu‘-i d wonld limit the substance by which this ver
I.‘-:—: IJ[L_[! OUECLITE i _Ll ba :'l'i.']lll:'l.':.’ll.F tha I]E"n;n'hnpm of Defonsa has
r:F agnized the economic desirability of series const riction contracts
of i]:l:l‘!h"l." it nuibess in U.S, shipyards and is procecding accordingly
:::llt;:l:'u:l:::: li--lral I't‘]‘-HTH in ta:;-ms of }n!mr content, cost savings, desimn
ment, volume purchaszes of materials o o N
s i L i nd components, and
"é'“r l'mlw n-.u:u-r]-:mt milrine policy should be similarly predieated
 row el e take up the thind point, whether or not the i ry
| ! not the indostr
15 eapable of producing the shi I retur d point
el I g the ships. T will return to the second point
AT R N H
. nator Buwsven. Mr. Hood, let me interject one question here
* ‘;a seeretary has argued that if we sreared our present ;,-:mlsi n
0 .-1 to 30 ships a year that we will very subistantially increase lIII;
Eﬂ.}t nf] constriction: we will drive wages np,
'it it:1t: \Ia T-””;:Trml-.‘ U.S. production wonld even be more costly than
5 today and, therefore, they argue, to keep a balanced output and

balanced “eost in our U.8. v it i
: I3, yands, it is ahs 4 : i
SO ufﬂl:rl'r'r]rlin'-m:’nts m'r.-meni‘. ""UIHTE'IJ "1"5-‘[‘55'1"}' - hmld

'H:mllll{'l you comment on that?
A Heon, Benator, in 1053, 118, shipyards deli i
. : =, : elivered 45 ghi
].[ 'E'.'l'.ﬂ.ﬂll lilie to ask yom—was there an inflation of prices at thﬁtium
oran avercsansion of facilities at that time?
{rlrﬂl'l. Lelicve go,
senatar Hexwster, So, yon would areue that 17.5. vards comld con-

glruct snletarntinlly Yupe : i i ivi
i ally large numbers of ships without driving the cost

Me, ITowm. Yos, sir.

Thern st snma ; .
“"m' re fve some qualifications that Lave to ba placed an the m:at per

In other words, the initial eos il :
. In L Hie st of Tmildine & pne . i
15 2rennaes o i prgagely freater than that af o f'—.’iﬁhip, ; ]*-‘M‘I'lﬂ“ﬂl‘ﬂ? HT"P

o ) Ly " - .
Senator Buwster. Tt is entirely possib?e mither than diive the cost

i
=

i

e —

ik

ip as the Secvelary argnes tHAL 1T YoU RAQ FOFRLEE [PrOwUCign i &
t:u1ltil1llit?" of production that yonr eost per unit would in all ehances
goilown ¥ y

Mr, Hoon, That is the principal thrustol my pres
ing,

To assess the ability of the shipbumilding industry to necormmodatoe
the requirements of ship operntors caming within the purview of any
oW e il b oo, i 15 i]rl!ﬂ.ll'l.‘llll- h;’.ﬁclmwi with a !Ii;_;t! lhl;:ru'ﬂ of
anthenticity, the extent that existing facilities have been recently
i ilized, y

T'a that end, we retained the accounting firm of Fimst & Frnst to
make an independent and impartial survey to determine the capacity
and ntilization of a .-ji_t_hcﬂnl‘tl ial En::gl!m'lﬂ. af the ﬂtiljhili!ding an Hh‘lp
l't'E}:l!.ll"imill'.iil'i\"lllll'il:lg 1966, - :

In the next two pages of my statement, I quote-the conclusions from
that report, the l'.‘ul!1p?utu text of which has been made available to the
stheommit bos,

You will note Frnst & Frnst coneludes that our Tacilities 1n 1966

Wikl r:i.i-'-'l.'.'i i : nyiher esil-
it (I We o iy Fe "
!

i Lhis yorn-

T ELyear.

i regard to C=3 eargd Ships generaily commng within the present
mavitime progeam, they say that the larzer shipyards could have con-
structed 20 to 32 additional :ilﬁlxs. over and above that which we had
under construction.

With respect to tankers, they say that we conld have constructed 24
tankers in the 37,250 deadweight category.

The Ernst & Ernst veport shows quite conclusively that there is an
immediate_capability to boild, rep il overlipnl far moze =hips
tll.m“ were lu DGO, il Ehere s Deen no major chnnme 10 con-
¢ :

. B
I existmg Tneifes] Thon, there 1: snfleient mnaneily to build as
many as 50 additional merehant Vessels n {1

TC Nigiie o iere Deciuse that scems to be the popular fign
for discussing the initial velume of contracts that w-:mlld result when
andd if a program and policy were fortheoming,

Thiz statement, however, presnpposes a continuity of work which
will enable the recrnitment and retention of skilled erafltsmen. Assur-
ances of a sustained program of laroer proportions than heretofore
wonld also prompt additional investments in capital improvements to
enable greater productivity and cost economies,

Or, said differently, given the opportunity of an orderly, earefully|
planned program, keyed to mult iplu or series eonstruction of identical
or near-identical ships, and with assurances of properly phased con
tinuity, the US, shipyard industry could meet and probably exceed
the most ambitious ship replacement requirements of U.S.-fla
aperators.,

With delivery of 33 ships per year from U.S. shipyards—a not t
unrealistie fignre—remember I elted 45 as being delivered in 1953 an
the comparable figzure for 1954 was 38—in any event, with delivery o
33 ships annually, optimmwn quality and quantity could be restored
to the American merchant mavine by January 1, 1974,

[ predieate this statement on the figuves aml definitions nsed in th
Interagency Maritime Task Force report of 2 years ago in which th




o mindmun optinmm eapability to meet national needs was indicated.
In all »° i3, however, assurances of a sustained, expanding pro-
gram wi' { primary importance. . 3
[ ean’t assize this peint too strongly. With such expectations,
the shipyards would be able to improve their facilities, as neceszary,
beyond povsent forward planning in a framework which wonld obviate
overexpansion, !
Aomere sable and inereased workload would make 1t possible for
the shipyands to proceed with additional improvements of facilities
with the praspect of cost reductions, Mechanization of shipyard opera-

tions requirves stamifieant capital expenditures which ean fogically be

justifiend if continnons operations and a greater work volume are
assured,

The heavy eapital investment in shiprards—to serve the Nation’s
defenze and ceonomie slrneture—involves a total commitment to keep
those facilities active. It must, therefore, involve a total commitment to
keep the workers employed. 3
+ A pattern of assured t-rlu:'tcui:mnt for the shipyard labor force must
be provided. This factor has been given little consideration in recent
years, sl the consequences are now being felt in various sections of
the country.

As Mre. Berg testified earlier, many erafizmen have songht, and
abtained, steadier employment in more stable endeavors. Through con-
tinnous operations and an expanding work volume, manpower short-
ages can be avoided and the incentive for greater productivity will be

ever present.
© Nonetheless, and T would like (o correet some impressions that might
Le current, despite some of the handicaps and shortcomings of recent
vears, the commereial shipyard industey of the United States has not
cen beveft of capital improvements, g

A recent smnpling of US. private shipyards indieated that a new,
postwar peak in capital expenditures may be established during 1967,
Umntlays in 1066, acconding to the poll, revealed that plant improve-

_:'I'E-l:ILI. programs topped the industry®s previous post-World War 1L
vigh.

Among the multimillion-dollar projects underway are construction

of additional shipbuilding ways, rearrangement of existing facilities
to achieve more efficient materials flow, and installation of the most
advaneed material handling and steel fabrieating equipment.

To uze the words of a .utﬁer departed authority on maritime ailairs,
Mpr, Xichaolas Johnson, in several appearances before this subeomimnit-
tce and otliers, made the statement that by and large U.S. shipbuild-
ing facilities, techniques, and productivities are comparable with the
balanee of the world. g

Now, ta the point that American shipowners, unlike other Ameriean
businessinen, arve denied the vight to buy equipment at world market
prices. This is an old saw which clearly [ni!a to take into neconnt the
real facts,

I washoppy to note that Mr. Frank Xemee, the other day, said, “Let's
be Diomest o this point.” U.S. ship aperators have the "'I'igiu."' today to
“buy equipanent at world market prices.”

rI‘!!II:T‘ v 1|!1.1.':!,};5 had it.

3 39 laree oceangoing merchant vessels, totaling more than
Eii;ﬁlilllﬁtj;i 531: ton ]““fu l.'n-wﬁ‘huilt in fercign ﬁz:q:_wr.ls for 111115:11&
ean companies or their alliliated intevests since 146, !-'.'I;I'L(‘.' -"ﬁ: i
of time, 136 merchant ships of nearly million gre 5 have been
bnilt in U.S. shipyards for American compuanies or ‘.;u.u_ilmtn-'tl ‘||1I_{—;j-—. _
ests—or a ratio -:ll;i about 3 to 1 favoring forcign building for U.S.
interests in the last 20 years,
11“&}::;::1;, f.;;r'..‘-_’-, ,-ahi':i_:_ﬁfru'f[s have had no monopoly on the constrie-
i ships fo 3. eitizens, ]
Lm‘?!?{'l;;llllt‘!;jgl Elll;[ﬁgn-!}llilt vessels were constrneted without any ex-
peetations that Federal operating subsidies, U.5. Government dcﬁ-n:a: :
and premium cargoes, tax-free capital reserve funds, f_:i...u erumen
irantesd mortgage insurance, or operations in U.5. uq:u—.tui_mltf.rﬁ
wonld be available. Yet, the proponents of foreign 5‘:.&H:~.ii’t|.f,"[1ﬂ_!1 or
U.S.-flag shipping want all of these cnormous priviieges Lu_|;1!|‘.mllm
for U.S.-lag ships mmstnlutfml nl;imnl ardl are willing to sacrifice the
3. shinbuilding industry if need be, ) )
Uafb?;lﬁ’illllﬂ:.‘? l‘urei;;ul-rhuﬂl; ships, partienlacly l1|me~'4.=.I in tlTu:. liner
or bulk ecateworics, few, if any, have been brought nnder L.h.-!.'l_ng
recistey. Fither the Federal Government was uuw:Iln_ug_ to Snm F:I'M
funds Tor operating subsidies or, in the sheence of subsidies, hn? ip
operators were unwilling to pay Ameriean erew wages Lwo {a Fur
times higher than they would have to pay foreign seamen under for-
sern-lag operations. . : !
i Ellyn:.w?m%mrisun, let us look at what has been taking pI:m}? “'l.l:.}}
rospect to other types of transportation cquipment. There I_n'&-!.:n
course, been some importation of railway locomotives and cars, .?‘: .
and buses, and commercial aiveraft, but in each ease the l:lti'lﬂ 0 n];m
ports to domestie production, over the last |.IL:|:::1||..IL-1 has hwlh_-:'ss : "E
1 percent. In other words, unlike shipping, virtually all rolling stoc
for other U.S. transportation inferests is produced in this country. 1
It is relevant to mE] that imports of transportation oqu::pnwl':t,n{: :lr
than ships, are sub‘-:::# to ad -::11::11-:1 duties in keeping with the sched-
i% w34 of my statemen .
u]‘:fllﬁ:;gc:)?r!;ﬁ'emls, throughout the history of our }Iatlpni .hal._t-fa
been treated uniquely, free from duty but subject to an entively | Tm:l
ferent sct of laws and regulations from those applied to import
nﬂﬁﬂﬁhis uniqueness takes on an unconformable dimenston ui:lh the
advocacy of forcign building for U.S.-flag ships, It is l-:-,r,flcamtu ex-
wot the establishment of duties on foreign-bmlt ships wouls come
Lornm the Congress for attention, should that remote possibility ever
!M:'E';Tvth]fu{mﬁ]d like to discuss the “Balance of International Pay-
5" problem, ; 3
m-;-‘:;;:w‘]:l in the framework of the balance of international pnl}-qm\]t!&
the 1,220 foreign-built ships, to which T have referred, theoretically
represented an outflow of more than 56 billion, The bld nhimd pro-
pozal advanced by the Secretary of Transportation, it has been esti-
mated, could involve another chargoe ﬂn.tlm U.5. balance of Im]'i
ments of as much as §1 billion. Odidly, his proposal s r;u. fﬂrwnrtf
at o tine when the President of the United States and the Seeretary o




II .‘.":'\1 " T voad v H [ 7
-u-tf-u-lr:::-:. |I::_1._ Ifuln sriving to restore equilibrinm to 7.8, internationgl
LARTHTITE Vo It comes at a time when the Secretary of C::-mumr:;q

[ pali ! i
: r!:jl:]:-: i] e American business community for pest raint in m ik
o e, T r i y ¥ R
F -, eatiments and gt:lu*l‘.‘lﬂy 1.I;|:'mllu';Lgl'ng foreian expend]
k B :

tures by U5, citizons,
For an awthoritativ initi
) Ay st ative definition of the velati i
M an ] alations ; b Cif
:::‘I;I.II:.TI].;P [r.m.n"l |‘4'||'['|:'I|I. il the I:.H, ":‘l]:llh‘ﬁ I"E it:!I]\Ilt]::iT‘l:l:?i:I‘ 3
l‘;“_m.::“ﬁruﬂ_ .“: HIFJ:". Kaplan, a consultant in international I'mlrmr-:]-n:‘:‘i
SR ) Ir'.h-hm! Vast experience with the Dopartment of S ["Iq‘!
de eseney for Internationsl Development, Tle is aleo the t:ur'lr:;
- 0 oI B b H Hap

of a recently pabiis v et i b
ceently puliished book entitled “ e Challenge of Foreigny Ajd
L] = 1

qJJ::.:J-:a" H-L;~c_;|quJ;:ttiim_rnf the ideoloey i operations of our aid o
nh wiich the balance-of-payvments i i 5
g @ we-of-payments problem is treated in some
m"'!_;.i 31 -"I,'"'?“"'-"_ principal conclusions are that “halance-of-payment
ﬂl'll]ﬁi]’ll'llt-.”'r;;l'“ r_i'l'ﬁni.'h' urge the eonstraction of ships int 1&1[;‘-?{;';%
Al .Ia:u;u agreed .*-‘LIEIE'JLL'I.' level, halance-of-payments mlmi-'!:\r-;:.
v Eild be nomajor, if not 2 i ] t i " :
a (maritine) E*tﬂ;rmr!n-:; controlling, clement in the desizn of
I have alveady i
Aave alreaddy made available to tha sal i
. A ienidy s : subcommities {
m}ti“rt;.;]]};ah];-Iapl.m‘;?rﬂ!['r-m El::ur the benefit of the record e e
210 RS amd 37 y - . i
oflsierport i o iy anudl 37, of my state ment, are the conclusions
At this particular june i
ates th s L el F]u_r]l:]!um! conclision 2 confirms previous esti-
Bo & concilera e o building i to became a matter of law, there will
5 o e deain on the balance of payments, i a
n s reporty, D Kaplan nlso stnips -
While e balanee of y
Mt badane Myments ozt of forefs
ERE R o arelrn 2hi ;
r:.:,_.‘;m.‘; lhl!: 1I!.I|:-. '[r:'l..l:ﬂ';..n;m“"'w Tinge, the pog ﬂ::lnil'lfll:um;: ]L:f“;hljnﬂifgeraﬁ#-
o] o, inee of payiments requlres some rothior shaky m:r&j

In this cantext )
: OXE .o %% analvzed the data farnished
:::.:..I.F;: f:" i‘n!ri-tl L, 11067, by the then Act ing, now Rw-ié::-wj:t[ﬁ:aum'
]'J:l'.'lnI::l';tThrL?ET'?'“!W!I““" o an expert appraisal of 118, Tf:t'l'nnee-g;:
[t F.“.“:f: :h;r-;,‘ ]:nr;p:?:ll 1r; 1363, by a distinguished review com-
D Kl f-Heﬂhislpnssztge:m group to the Burean of the Budget,

L] Thohle o Lpoe s g Bl
Th exthante r II“H r]l“'ﬂ orean &l Inple conl lis = I“a("l"l ¥ fﬂ' @r-
WnElng i g
Ll u the |'?'tlﬂi:|:E of C.5. payments for oCean shl H'hl' ¥ l# h ,‘h],‘

Thizs commicnt, of oo
, This ¢ : iree, concerns conclusions 7, 8. and 0 ]
Firrf erely Lope that the members of the ﬂthmm:’n?fto !:tlf ?m]- =
c .:;;lm;; study the full text of the report. AR
it .".‘.‘."L’Z.I:f"'i" P hier ohsercation relating to the contention
b we s ‘Aard Toretgn countries shi ililins ]
they will e able to by from uz, Il Sn;s*i'hmmm; FEOCRes S0 Hiat

The dhemarad fop 118 s dan
N R ) oo BUils amil servlocs generally i unl -
it ﬂi;-IFIEI:::;;'-|r! :‘rlul-”]nn LA{TH |-r]nl-!]'u'l! =hiptsuilading runili;u,; af {-ﬁﬂi ::nmf? bl
i s 0o bl o ar 2 i - " Jahan wit
shipds Ez seiite] 3R that the forelen oyehamng
b contrie'ae Ul Tnmeansty Wescon Bmrer oo e th
RBE T ,:1 F'IIII nmannls they exrm for =hip Sonstenttion 1_'1.!... rs wanld
o sueh ndditiona) recorvoy in the form of gold mfm., :ﬁrn:.ni}i"::l

In his report, he explains in detail the recent practices of varfous
shipbuilding nations with respect to foreign exchange dellars or gold
mvestunents,
© And so it is clear that balance-of-pavments consich 1 strongl
support a policy ealling for the constraction of ships . U8, yards
ratler than foreign shipyards, Now, to signifieant cost reductions that
are possible. ; :

Furthermors, numerons possibilities exist for reducing the cost of
LS. shipbmilding and ship operations through reliance on our own

domuestic resonrees,
In previons appearances before this subcommitics I listed some of

then.
Today, T would like to comment on three ,l:n’tiﬂﬂm' categories,

o first is shipbuilding s i betore imany tines ro-
TSR T T T P T ——— -—I-P-"””'"'

i ocOEn rvaiiet 1o il alof aboul 20 to 30 pereent whiefy

Lo o= Lo Sd-pereent tediuction o eenstnction &fie

15 st houl e

el

Fimaliy, »
il e

Even a partial achievement of the cost reduction potential believed
feasible for these three areas would remarkably improve our maritime
posture and competitive position around the globe, and would obviate
the illusion that our problem ean only be corrected theongh [oreimm
construction of our ships,

Whila total equalization of our costs with those of forveign nations
is for all practicabile |’hl|u'pusm an unrealistie goal, the proper execu-
tion of programs in the categories ontlined should enable our ships
to be butle in U.S. shipyards, operated under the U.S, flag and to com-
pete in world markets with significantly reduced government subsidies
per unit of earpo delivered,

My statement explains the conclusions I have just read.

Now, I como ta the “Smmmary.”

Senator Guirriy, Before you skip over that, you point to three broad
calegories where you will reduce cost and talk about shipboard anto-
mation. Are the unions going to cooperate in allowing that kind of
antomation that you ara talking about ¢

Alr. Hoon, Tivl;::rm answering that question, Senator Griffin, may I
vead one more parngraph?

Senator Guierrx, It seems we would need more explanation of how

ron will accomplish this great saving.

Mr. Hoon, Automation of ship operations to allow erew levels Lelow
those now utilized is well within proven ship-design teclinology. An
inerease in vessel eost of about 10 percent for antomation equipment




o willsallow crew reductions of 50 percent. Sinco erew costs reproesent

about oo thind of total costs for eurrent ships and sinee operating
snlishili ‘ering the differential bet ween U158, and foreign crew wagres
A n GO percent of total subsidy cost, the merit of such anto-
mation . eadily apparent. )

ITere is the point T wonld like to emphasize. This program of auto-
mation <lould be acemnplished in eoordination with an expansion of
oute mwiere Tk eet so that tatd) 5!111\|‘H}:| il E"I:I!I'I!{i;l.'ll'li"ll.t ig not redoeed,

This wonld avaid unfair economic harm to our seamen and wounld
prezerve the valuable national asset these skilled erews represent.

Now to answer your question, Senator, Tt is my understanding that
many of the seagoing unions agres with the point I have just made—
g0 longr as antomation is tied to a realistic expanded lJ'!ErI:fl:H:I‘L A rine
progui,

Senator Guivers. Thank you.

AMe, Hloon, Returning to the "Summary™; the achievement of total
equality in shipbuilding and ghip operating costs beltween the United
Seatez and other maritime nations is not within the realm of immediate
possibility, Ouwr socicty has ][rm;.;n'.l-“:‘-m{ too far to make such a moal
wholly aitainable. Nevertheless, we have a eritical and immediate
need to maind ain siamilicant seapower,

To olitain this eapability, the cost to the Federal Government will
b eomsideralile in terms of construetion and operating payments. This
reality has prompted some Government pokesmen to favor either
building ships for our Mlag abiroad, or greater dependence on foreign-
Nag =hipping for our seapower requirements, or both,

t is sngrested instead that the LS. Government aceept the precept
that a cost diferential of indefinite duration mnst be indemnified with
subzidies, that a merchant fleet eapacity and shipyard capability nre
e==enitial, and then move to implement those actions which wilfsi -
nificantly rednce the Government’s share in shipbuilding and ship
operating costs, Certain recommendations which could reduce total
rovernmental subsidies well over 50 pereent if properly exeented have
been offered here, and it eannot ba denied that savings of this magni-
tude are wort hwhile pursuing in the national interest,

Some people advance the notion that shipbuilding and ship opera-
tions are separate and distinet activities. From this they conclude, in
essence, that reliance on foreign shiprards wonld not importantly
decrense job apportunities for 1.5, citizens, and that a greater nse of
foreign-flar shipping to transport our trade and eommerce would not
gignificantly take away job opportunities for our peaple,

This kind of thinking ignores not only some of the relationships
already cited, bot fails to take into acconmt possibilities for more
effective and efficient allocation of resources and manpower coming
within the purview of maritime subsidies. In other wonds, despite the
wage co-t disparity, are there ways hy which more jobs in the maritime
industry can be held by US, citizens rather than citizens of some
forcien conntry?

There are, hut first tha industry must be viewed as o single unit.
Shipbuildine, ship repair, and nli; of the varions eategories of ship
operations —!-'Hhﬁit?i? and unsubsidized services, domestic deep-
water envriers, inland waterways operators, the Great Lakes fleet, and
all of the others—must be considered one with the other in terms of the
ArEregule,

.

e - s

e sconomie term, the IndustTy CAm DO SLECHELIEREL b
do:rﬁ:;ﬂ::;ﬂgﬁﬂ to “maxi mize its hardware,” Ei_]'l:llh.*l..!-'tli pyards, andl
- i ility inyaril
lﬂﬁ\;n;c\:iuhla component of merchant marine. :-{!l.l}_':ci'lupm;, ::;;.
] fu'd“"u-uﬂ can only be maintained and maxinih. .il -I'lmpljs}:tnﬂ
i to the availability of shipbuilding and ship repair in b
Siates ('.;'?-."imﬁl to build or to repair in farcim ::'llu|;}m_': 51\1:.111 g
Etnt_'rf‘t- m*-l, i_!t.:ni{iau to forgo a fundamental part of j:rm_ m:L u.;.tli;:re,
‘Im“'?i':t}:w to allocate shipyand jobs and prodaction faci |:L_1::js;5.::-
I:illiun;, and to forgo s'lgu:lhi:mt {Ill]_KJI‘E'Ill:L n:i!fl;r“liﬁ':cﬁ:i; ES e
Nearly ipvard havdware 15 not prese ximized.” T
is E:J::]I: :in:nj :;l;::l{:altfiiun capacity to 'I'nuhll more :t_h]m: {-E Eu}:l'tzc‘r'i;::}:;::;: }:
nually, shipwork could be necomplished by MCressiis
;L‘.ﬁﬁ.aﬂ}éf":tpfﬁﬁ TIL:'ru is every indieation that private shipyard

could provide almost 60,000 more jobs for illed workers if a stabl
and expanding

workload wero available, 2
Given the opportunity of :u{ ;}r{lcﬂfg,flﬁef[ﬂ li-:{;nlﬂtgaogtﬂrﬁh i
3 ghipyard industry.conld meet i robably e:
E;E;it?-!::ﬂ}shilf replaceinent requivements of U.S.-flag operators—o
is we are truly confident. i
th}?‘ﬁnﬁlﬁnﬁ: {Ir, Chairman and members of the su'lmmmmLt.v:g.
Senator ]i.un'l.?'r. Thank you.
Senator Griflin 5
Sonator GrIFFIS. N?I' f[ﬂ][‘;;::lrlg. .
S Dagriere, Mr. i o
:‘f:l dtl'{'{:nv.u'.d'ﬁn _}’uur ﬂulenwﬂt, h}'{r. Hood, yncru snggest two justifieq
ions. Seerstary Doyd's program. g £
tm{ﬁ-mlilﬁrﬂlrnladed a lhit{cl extemporanconsly ; the il;ll‘ﬂ.ﬂ bii:ﬂg t!
cai:-.ﬂji!ir,f of the im’lusu-:,; ?ﬂlnwﬂ;c "ii"': m:n?Tﬁmf tﬁ the ;ﬁug i
Ir. Barer, Now that third justihes It memitlm  auil
im t fow days just before this subcommitice, on 2
E::E:lz; ';lt:qir:}rl;zuf H:ﬁt-?:'wﬂsysu!gguml t!m'r]. 1ﬁl1au!l:]h;11:}. IEEL :“f
: ] ility 1.8, yards because they <
and forget nbout the ability of the U L by e S G £
i < been suggested that we should build foreim ]
Etf. tlIE:E]IﬁJES }'?mlﬁﬂn tool up during that period of time to :]'? t{r}u ;:
] Wa have also had it snggested that we should build in the Uni

States for 2 years and see whether or not they are doing a job and th
decide whether or not Lo go forward.

ink is probably the erncial factor. .
% Enl:rtlgi:ﬂﬁuf I::?':I; in{xtcm]mmlwmts] v. You suggest in }um_'stn]

: ' nt capacity.
it that the shipyards are operating only at B0 pereen
!m':lr'rﬂfﬂi.r].:[ﬁi:{ms the fing m'F of the Ernst & Ernst sﬁ:t ); o
Mr. Baren, Do you have any idea what the capacity of n.t::; Japs
ards are right now? What percent of capaeity they gu'l;'.r Y n
“Afr. Hoop. I would say they sre probably operating ©
ml&j::.?:;{ur Bawrrerr. Ts that true of the small yards?
Mr. Hoop. Probably not true of all of the smaller ﬂﬁﬁ‘] il
Senator Bawrierr. T was told ll;r:}.* '.%E*:'mtlmmﬁl tﬁ::iu . 1:# 'ft ::r £
= T was thinking mostly, cenator, et of ¥
ﬁ::{;tiimuihﬁn r vessels cmup:urnLla to our present maritune effd

Tr. Banei, Do they have more shipyards capable of building th

types of vessels than we dot

Cil




a Ny ke 5
AL “Capability” is a misnsed word. We have a f:‘t_]'t:lh'l'ﬁ_l-]l'-
here, o aility that probably cannot always be delined in finite

terms, Utilization of facilities 18 a function of the available work-

Iﬂ:lll.. o 2

AMre, e, Do they have more physical facilities devoted vight now
within tha jm'iﬂl'wtimi of thoir nation to Sﬁﬁlnhllihnng?

Mr, Hesvn You aie asking me lo ecmpare apples and oranges be-
canze (hey have some facilities to boild, as you know, supertankers,
which are not presently available in this country. '

Mr. B, But you ihink they ave probably at a higher percentage
of capacity rizht now than we are.

Mre, Howns, Delinitely. : '

Mr. Wawee, You also stated that inasmuach a3 yon are only at 60-
pereent. capacity the existing facilities you have now could turn out
the nunileer of ships we need ; i3 that correct?

Mr, o, Yes,

Me PBogen, IT 6 is troe that we are un]"l,' at Gl-pereent v:“."l_['lm:it;-,r anl
there is an exicting eapacity to bnild additional ships and if it is trne
that Japan is at a gveater percent of capacity right now than we are,
;]H'rTullhi you ean shed some light on this example we had the other
L n;:' from—

Mr. Hoon, My, Logan?

Mr. Banen. Yes.

Me, Toon, Yes; I studied his diagram and again will say that pro-
duction sclieduling iz a function of the availabla workload. When
you have a deereased merchant ship workload such as today confronts
yands in this country, it is only natural that a longer production eycle
will take place to get the best out of the facilities while keeping the
work forve togelher, In addition, with respect to the contract awarded
to the American yard, cited in Af, Loman’s example, the time schedule
for delivery of the ships was specified in the invitation to bid and the
shipyard had no control over that factor.

The Maritime Administration and the owner specified a time period
to fit in with the ship lines' planned replacement and operational
requireiments,

fr. Banen. Just go this is in the record, generally what that example
showed is that for four ships, comparalile ships ge'mg built here and
in Japan, there was a 2-year ,lung-‘.-r time period taken for those four

ships to be delivered here in the United States,

Mr, Hoon, Agaan, Mr. Barer, yon are camparing apples and oranges.
Yom stre comparing two entirely different. types of shiphuilding envi-
FONINent <,

Alr. Pivern. But the point is that they are all similar ships and all
will b iy 1 e !Ilininf‘ﬂi{l;!ﬂli }piuﬂ'.

M T, Yos, similar s Ilpﬁ-?jllt prodaced under entirely different
aircumst anees,

AMr, Banre, Ts it your assertion that a Yarge part of this delay was
beeanse of the three-party relationship involving the shipyard, ship-
ping comnpany, and Maritime Administration?

Me. Hoon A part is due to that. Another part is due to a rigid re-
fquuirement moposed on the 7.5, ﬁlﬁm,ra,rd_

Me, Boer, Why would it be—perhaps you conld cxplain?

S p— e St S—
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* delivery date to be? Why wonld they choose to have t
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Mr. Hoop, When an invitation for bid is issue’ ghi ;,*n_[r_:ls :E}m
-Lukmf to bid on delivery in an cxact rl}!mber of da i.‘:'n.'.lt El.lp:t. ]n
that basis, the shipyards make their proposals ... a coniruet 15
awaried accordingly. ) i S

Mr. Banen, What is the hasis for delermining wi T:bil‘ e
tvared 2 years o fter the competitors? b
lw::{:ﬂlli.;[:.h You would hive to consult the shipping operators {or|

at iuformation. et
Hw'nliﬁltu?‘f.::tb:m Apparently they were not happy with it 'hc-:rn!::-:.a they]
broueht this forth as something detrimental to their competitive posid

i ]
tm{]fr oo, This conld be. There may be other factors involved. I?!‘e~
siemn chanees after the beginning of construction Iwrlllunt‘ly alleet :-I
sroduetion timespan. In other instances, strikes anid 1.-.-:.151»: stu%mx_:!nqu
Lcrmu’E the control of the shipyards have delayed the delivery o :in‘pd
e, Baner, What is your position on construction subsidies bein
aid directly to shipyards rather than through ‘ )
. .{E;l Ifouri!. Asl Ei-.l in the statemnent, we do not have enongh :'Ii::tn:!_.
to comment intelligently on this idea. Some 2 years ago, in :1|3e1m=|
gions with the ship operators we ngreed to this 1dea in prineiple ;:::
no umm:-I including the shipyards, has yel come up with a workabl
thad of eperation satisfactory to all parties, ) :
1:11:3[1:. l;-.mﬁn. Do you find the participation of the G::}_xﬂ:mnfrlgt in th
formulation of these Sl'ilﬂ’“ﬂ'-]-mgl:;",? I:Eg:misllp l:-!a a principal factor 13
hie delay and resulting expense in butlding ships .-
; IIT[:‘ 1 -::_:h. The mhhirliitmlim kilmg;'tre that snrrounds a shipbuildin
cont et is tremendous, and it adds to confnsion, delay, amd Ji':q:mt. :

Mr. Bager. Do you think that there conld be a direct su iy 1111:
gram developed with subsidies direetly to the ghipyard that wou
short cirenit much of this administrative jungled

Afr. Hoon. Yes. : i

Mr. Bauer, In your statement you used figuves for 1963 showl
that approximately 40 percent of the business was merchant v

What has the trend been since 1963 up to the resent { f

Ale. Hoon. I checked on that yesterday. The III‘EmIﬂﬁGEﬂEU.EfIE;-‘_‘IJ
a supplement in 1963 but it did not r1f"“'11“ hl:;;kt own of wol
caterories, My feeling is that it 15 just about the same. :
Mr, l!-.u:.r.u?fhml.hcr words, approximately 60 percent of the bmsine|
is Nav \fm'ké i
Mr. Hoopn. Navy oriented ; yes. . 0 "l
Mr, Bansr, DE you believe that the present disparity in cost 11]111
is claimed between the foreign ﬂhil:;,rnn]]_s n?d U.8. shipyards wou
continue if foreign building became a veality 3 !

In other wunfs, would the foreign shipyards adjust their prices
the new order? ! B

|I1'-[1r-. Hoon. T tried to deal with that subjeet in my statement. They

was one paragraph that T did m.lul:. yead which bears on this point.

wasa quote from a Dritish journal, I

+r"]l'lf:iI! publication eonumented on 'l]li-p [:ti:ll I]m]t one GD‘ITirn=t?.:::1rti1:
sidering o change in mariiime poalicy wherehy somc shije Hiis

E?::lt‘in {.]ﬁ.i:_.-“ s!ﬁﬁ;nhh and obzerved 1f the United States :'l@ta.t]-..

open the gates to foreign building for ships, foreign yards might t
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J

for one a whils b able to call the tune, a1id in calling the tune I
intet| at to mean that their prices are going to rise, They have,
accord: .o the foreign trade journals, been SIIIT'I.‘]."H'I-J_if from unsatis-
factory profiis, poor levels of activity and related problems. :

My, B Two days ago Mr. Nemee testified that the new Tykes
vessel, e Burge, would have a replacement ratio of approximately 5
to 1 over o conventional World War IT-type vessel.

[low does that factor Gt in with the estinates as to the number of
vessels vou conld baild a year?

Mre Hoop, Tt fifs right in becanse, as Mr, Xemee pointed out, shi
ave not pecessarily replaced on a 1-for-1 basis, The ratio is pmlmlrIl);
S1od for 1 with the mi\';uwr* in technology that is taking place.

My, Daner, In other words, yon arve absorbing that teclimology and
i1l being able, on the basis of your figures, to build 1 for 11

Mr. Toon, ‘Uhat is corvect. '

Mr. Banem, Thatisall,

Senator Barreerr, Did you recently write a report, Mr, ITood, on
the Japaneza shipboilding industry ¥

Me, Ioop, Senator, I was in Japan in late February and early
Mareh and visited & munber of their shipyards. I did prepare a report
of my visit and believe I sent a copy to youn and other memnbers of the
subeommittee,

Senator Barrewrr, You did send a copy to me and I must confess
I have not read it yet but in a few days I am going to be on an airplane
for a long while which will take me to a State whera there will Lu 1o
apportunity whatsoever to examine the shipbuilding industry and I
intemd to rend your report on that flight.

I would like to ask you now: Mr. Barer alluded to the chart given

» to the commiltee by Mr. Logan the other day and emphasis was placed
upon the loug delays encountered insofar as a Maritime Administra-
tion is eoncerned.

Did your studies in Ja1p:m reveal that the shipyards and shipbuild-
ers there had any like problems with the Government 1 :

Mr. Hoon, Xo sir;'bﬁ' na means, The whole attitnde, the whole en-
vironment is nnlllmly difforont in Japnn, ns I saw it, Shiphuilding ia
a major part of tha Japanese economy, an important factor in its
balance of trade. As a consequence, the industry receives extranordinary
attention from the Government, The shipbuilding industry iz en-
couraged in a variety of ways, and is in effect a co-partner with Gov-
ernment in the formulation of policy. Financing incentives are also
quite good, and Japanese shipyards elearly have the advantage of a
paternalistic government.

Senator Bakrierr. You did not observe there the Government red-
tape to which objection was made here?

Mr. I'Toon, Xo,sir.

Senator Barviere, You told Mre. Barer that there had been diffi-
culty us hetween the shipbuilders and ship operators in arviving at a
satizfuctory means of paying construction subsidy directly to the ship-
yards, I am interested in that. What would the problems lfe theral

Mr. Hoon, A part of the problem, Senator, 15 that the ship owners
undersiandably want to make sure that true parity prevails for the
ships built in 125, shipyards. In other words, thengh a direct shipyard
subsidy program would minimize the role of the Government, the ship

operator still wants a voice in the establishment - © the subsidy ll‘.".‘J

per contrack, ; . :
France employs a dircet shipyard-subsidy p.

complicated formula which frankly I don’t understand,

Senator Bamrverr, What. s it, ship by shipt
Mr. Toop, Contract by eontract.
Senator Barrerr, Contract by contract.

Mr. Iloon. Yes, sir. -
Senator Barreerr, Whether oneship or a fleet?

Alr. Ioon. Yes,

Senator Barreerr, [ am interested in what yon had to say on 1{::3
25 regarding the U.S. Navy eontract or contracts let to British shi

yards, )
Mr. Hoon. Yes, sir.

Senator Bawrerr. You snid in only four invitations the Dritig
yards dropped their bidding from 19 Ee_mmf. above U.S. prices to |
11nw - then 22 percent below, Finally, 414 pereent below.

pereent below ; :
Mvr. Hoon. That is right.

Senator Barrierr, And thus received three awards, These were se]

arate transactions?

Mvr, Iloop. Yes, separate transactions. These, Senator, you “m,f Y
eall, nrve a part of the agreement between the United States and 1
United Kingdom affecting the reciprocal mrehase of F-111 airera
from the United States in return for which we agreed to perm
British shipyards to bid competitively on several eategories of shi

for our Navy.

Senator Bawrrere. And the final price for all these ships was 4

percent. below or did it range—

Mr. Hoon, For the last transaction, it was 414 percent below {

1.S. price.

Senator Barreerr, Did the Navy award any contracts at 19 per

above 1.5, prices?

Ar. Hoon, No, sir. That contract was awarded to an Ameri

yard, as it should have been.

Senator Barreerr, You said in the first of the three broad eategor
son outlined that the construction ditferential subsidy reduction
‘rom 35 1o 55 percent could be arrived at by production-oriented

struction of austere $'E|ilrs and standardized design. What do y

mean by “anstere” ships herel

Mpr, IToon, At this moment, Japanese and West German shipbuil
are in this conntry endeavoring to stimulate interest in their star
ardized design ships to eapture a share of the developing market
Liberty ship replacements. These are the types of ships we had
mind. We recognize, however, that ships being built for the subsidi

operators ave much more sophistieated.

Senator Bawrverr. Generally speaking, yon think the austere sh
wonld bo suitable for the merchant marine we hope to have?

Mr. Hoon. We have to recognize that ships are needed and tha
the Government is to continue to share in the cost of building a
operating £hips every effort should be made to develop designs th

wonld ndnimize that cost,

Senator Barrterr. Perhaps yon eoversd this while I was absc

Did you express any view as to Secretary Doyd's
we shonld do concerning a reserve flect by way o

}}

m using a ver]

roposal 05 to w
munitoriation
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M. 1Toon, N, siv; T did not specifieally conment on that, Iassume

you re” the 150 Victory ships and the 100 AD’S's,
S arreerr, Right,

e 1o After Seervetary Boyd ontlined to us the first version of
his propasals, we responded to lim and said we considerced thess ro-
serve (et peactivations as illogical and uneconomie,

Joenator Mawgrere, Mention has been made repeatedly that the
U510, ix building a lot of its ships abroad.

AMr, Hoon, Abzolutely correet,

Senator Baverrrr, fts own shipyards are busy,

Me. Hoos. ‘They are operating, aecording (o :|ﬂ estimates, at nearly
100 pevcent of eapacity. [ don't think that relianee on the shipyards of
other connt rics will cantinne once their goals ave achioved in terins of
r'J'rfi; Al -||::|'|l_1,' of their merchant fleet,

L.l}:l_:;l’:;iugrr Barrierer. Arve they building more slipyards in their own

Alr, Hoon, T don't know that they ave building move shipyards, but
they ave modernizing many of théir older failities, '

serator Loereerr, This is a question relating to that that T specifi-

cally wanted to ask yon. T have heard this and I don’t know w wether
it I-t l;':w -]u' mit_. that Russia does not enstonarily, if at all, pay in

: I I3 [T g s - o
;n;urlh, or the ships it buys abroad but makes payment by way of

Do you have any infornmtion relating to thati

Ale, IToon, There was an articls in one of the trade publieations in

recent ionths, Senator, indicating that a Bussian shipyard had taken
i contract o bnill some ships for a Greek owner in a barter tvpe of
.'Ir_rt'.iuj;__:--lr-n-ntl, 'I']:Irslw:li‘- done even though it meant utilizing f:L-:-i]IiLica
within e=sin while they in turm w arding - thei

B oo imlﬁ. turn were awarding contracts for their
rtr}ﬁ:;‘.‘:_h]r Barmerr, As yon see ity if we build alread we pay in

M. IMoon, Yes, sir. We made & suggestion some years ago, Senntor,
that <lip construetion should be coordinated in some -.rﬁ'_'-,r with the
foreiun aid pragram but it did not get very far.

Senator Baprierr, T know how we coulil get the gold to pay for
anything we wanted abread if the administration would only f“;stm
to e, [Langhter,

Now, Mr, ITeod, when the last witness has been heard by this sub-
comnmitice, the sulvommittes is going to be in a position wlhere it will
have to weet and hopefully coms ont with a new prograr. What
we know now is that there are widely divergent views s to what on it
to Le done, contering avommd consteietion ahroad and an im!c[mmﬁ.sut
maritnne agency. ) - |

What if the committee divoreed fureizn construction and independ-
ent. ageney from a draft ".nm]mﬁul and Jater had informstion, from
whatever source, that if this bill were to pass the Congress that it
wembl be vetond ? I don't snspect any notice of veto would be wiven in
ml*t-'::lnw Lut T am jun];t making this assumption, )

v biaf, 1n vour Judament, mn sach a eircomstance, shonly -
mittee do? We netd gnidanee, We need edueatjon, ‘.'-:';.:":.::-:Illluflm ﬂ{]’l:::t
haave: n et problem. AN of you are engased in the maritime industey
Onr liovie of teath is approsching likewice, el

e e et b

. booa reguest by Comalttee Counsel for an explanation of (his Uime diference,

Mr. TToon, Well, Senator, I would hope that having onee made the
decision, ns you ontlined it, the subcommittes would stick to it re-
mardless of any suguestions of a veto, primarily bee the maritime
situation has become so critical from the standpoin il for ships
that something has to be done and T don’t believe t.. .dministration
womld indefiniiely fail to take cognizance af that need.

Senator Barrrerr. Do yoo have anything ficther?

Senntor Gy, No.

Senator Darreere. I you cave to, and if not, it will be wnderstoad,
do yom have any comment to make on the indepemdent maritime
agreney §

“Mr. oon. Awindependent ageney is perhinps an ideal arganizational

osition for the maritime problem, but T have always viewed that as
Ehu! of n secondary problem. I think that, once a poliey and a pro-
rrnm are ennnecinted, this probfem will take care of W=elf

Senator Barrierr. T think it was Paul Hall who testified the otler
diuy who miade the recomendation that we engage in an exclusive do-
mestic progeam insofare as shipbuilding is concermed for 2 years and
then reexamine the enlive situation to 2ee 1f one needs ave bi-irig ek,

I hope [ quote Mr. 1Tall correctly. What would you say to that?

Mr, Hoop, My, Chiairman, my answer woulil be that several of our
members, in their own speechies in recent days, have said, *Give the
American shipbuilding industry the chance to demonstrate that it can
[ulfill the needs before yon resort to foreign building.” However, I
don’t believe that capability could be demonstrated in 2 years, Prep-
aration of designs and awards of contrncts wonld take that long.

Senator Barreerr. Mr. 1lood, you made a powerful and helpful
stateanent. The committee thanks yon.

AMr, Hoon, Thank you, Mr, Chatrman. :

Senator Bawrreer, Tomorrow the committee will meet at 0:30, a very
late hour, and we will hear Congressman Reinecke, of California,
Alfred Segal and Joseph Curran, and insofar as the committes is
aware, that will eonclude the list of witnesses unless some pop up at the
last moment and Mr. Barer tells me T am wrong, we have some more
left, but we will as=ign later hearing dates.

The committee will be in recess until 9:30 tomorrow morning.

{ Wherenpon, at 11:10 amn., the subcommitiee was vocessed Lo recon-
vene ab 950 am., Tharsday, .J’mm, o, 1967.)

{The following letier was subsequently received for the record :)

Guace Lisg, Ivo.,
XNew Yaork, N.Y., August & 1967,

ITon, B, L, RARTLETT,
Chaivnan, Subeouimiites on Merchant WMariie and Pisheries,
Committeo i Commeree, U.8. Bcnate, Woskington, D.C.

e Mu, Coamiiax : I should like to sulsimit for the record a response to the
statement made by Mre. Edwin A, Hood, President of the Shiplmiliers Couneil-of
Amerien, efore your Commitiee on Wednesday, June 25, dorving hearings on
“The Préseut aml Fatuee of (he United States Merchant Marine®

Yo will recall ot the Qme of my appearance before yonr Conmalties on June 1,
I siliadttid a timebor graph showing the difermes in constroction e for
cumifeirabite viscels between United Stutes mnl foregin shiprards. In response

Mr, Mool statel in ks Jone 25 testhuony that (e constrnotlon e of 2 veace]
bullt In L5, yards was stipalated by ihe operators aed Dol metling to doe with
this efflelency of ULA. shilptinilders,

As o WHedlng operator, 1 woant to state ealegorically that {here Is nol m»ﬂ
shored of valldiiy In this statement by M [ocd, s swiers, we are THichesto

-G08 =D
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In gelting delivery of our ships at the carlies de date after the au- ..
the bulhling conteact. Ehipboilders in (he Unlt s nre Hot faced wit, .

petition from forelgn or even domestle sonrees aus as o result display g .0
of a cavalier attitode in thelr deallngs with U.B.-0ag owners In regard 1, 4,
diliveries,

In fairness to the LA, shipbullder, however, T mnst repeat what T sinp,.
Juzne 1, Le, that a great deal of the problem of protracted, constenctiom s,
iz canged by the threepagly contraets requinad for salsldbesd shipbean ol
United Statea yands. Beeause the ULE, Maritime Administration, the gy, .
the shiptmilder are all parties to shipbullding conteacts, the prosedure % s,
Itz elipa 5 sulifected to interminable revicw, endless hearlngs, barcancressi. , .
soeving and eostly duplication of work, T sincerely believe that if the -
Admini=tration could be eliminated ns a third pacty (o =hiplafdine e
1A, ghipbnildors could probably achieve in thoe dellvery tmes cgua) 1, -
Lt of furedign vards.

“Tn the case fllustrated Inomy testimony efore your Commbitee, Grace 1.,
was put at a grave competitive disadvantage becanse of the excessive s ¢
In obtainlng delivery of s six Lucla-class vessels. Onre competiter, o1y
awarded ship constrpellon coniracts nlwost a year after we 00 amd ol
delivery of all four twew ships before we reecived Jelivery of our e
enn well mppeecinte, T am sore, the ¢ffect on our competitive posture of 5 .
petitor who has siviven to dopicnte the exsentia]l design featurcs amd o -
ponents of our pew ships and who bas them In foll operation flmost a foll o -
bifore we were able to bave onr six vesselas Tully fn serviee, ognnlless
diefenze the Shipluilders Conncil makes, T think you will rendily recogeize 1
U.8.-lag operation 13 signlfeantly hampered by this sitnntion,

Sincerely,

IL . Losss




COMMENTS ON HOOD JUNE 28 STATEMENT

Increase Maritime Industry Productivity

Mr. Hood makes a good case for exactly the kind of program DOT has
been advocating for maritime. He would minimize the use of high cost
U.5. labor ;nd maximize the use of low cost abundant capital. TIf the
Department can count on ﬁr. Hood's support in this area something might
be worked out in the shipbuilding area.

Shipyvard Industry Productivity Guarantee

Hood also includes some very substantial potential savings in the
shipbuilding area. If he were willing te go for some system of insuring
these savings through bids or foreign construction if the bids were too
high some deal might be worked out.

The Real Effects of Foreign Competition p. 1-4

Mr. Hood like most observers must interpret the domestic economic
consequences of foreign competition on the shipyard industry. The domestic
shipbuilding industry like all other domestic industries is separated from
its foreign competition by distance, immigration and othedbarriers. It has
no such protection from other domestic industries, however, and in the absence
of artificial support from the Federal Government other more successful
domestic industries would drain away its resources .f labor management and
capital. The question of shipyard support by the Government then resolwves
into a question of the degree to which successful domestic industries should
be asked to support with their taxes an industry which has not been able
to assemble a8 competitive mix of economic factor imputs which would enable

it to attract an hold factor inputs at United State competitive factor cost

relationships.



Hidden Federal Subsidies to Other Industries

The shipyard industry eriticizes the Federal Government support of
the aerospace industry (p. 4) vet not a single shipyard complex saw fit
to bid on the FDLS contract. The FDLS system has been effectively
strapped by the conventional shipyard industry yet this is exactly the
kind of system which would have permitted the shipyard industry to
compete for economic resources on equal terms with the aerospace, automobile,

computer, coal, soybean and other successful U.S. industries.

Illogical Case for Artifical Support for Shipyard Worker Standard of Living
The U.S. standard of living is the highest in the world because worker
productivity is the highest in the world.
If all U.S. workers' productivity declined overnight by half, no
possible Federal subsidy could raise overall real standards of living back
to the pre-decline level. The shipyard industry asks special treatment
in that efficient industries are asked to yeild part of their real productivity
to equalize the deficient real productivity of the shipyard industry.

Argument that Other Industries Enjoy a Larger Domestic Base than Maritime

Industry

Mr. Hood argues that maritime industry is unique in that it has no
gafe domestic base. On p. & he notes that we have 50 percent of civil
aviation miles flown and 52 percent of motor wvehicles in use in the world.
He goes on on p. 1l to show that we have 25 percent of the world's ocean
trade volume. While this is not as high as avaition and motor vehicles

how big must the base be? The U,5. has by far the largest ocean-borne



trade of any Nation in the world and therefore has the same kind of
domestic base as any other U.5. industry.
Argument that Construction Differential Subsidy is Costless -
The argument that the construction-differential subsidy is costless
{p-. 14) because of the economic activity and taxes it generat;a would be
true only if you could assume that the economic rescurces used by the
industry would otherwise be entirely unemployed. This is not the case
in a relatively full employment economy which we have. Shipyard workers
are ﬁnaically industrial laborers who would shift to employment in other
industries at approximately the same rate of earmings. The income taxes
assessed against their income as the result of empbyment in non-subsidized
industry would be a net gain to Federal rewvenues.

Cost-Benefit Analysis

The "cost-benefit" analyses are based on invalid assumptions (pp. 15-21).
It assumes no alternative uses for shipbuilding industry resources when
in fact these are actually superior alternative uses. It assumes "positive"
balance of payments gains when no such measure exists. There are real
economic advantages in international trade. We export goods and services
whose real economic inputs under U.5, economic factor cost réationships are
lower than the required real inputs for the goods and services we import.
The real standard of living in both importing and expeorting countries are

thus raised by mutually beneficial international trade. The real balance



of payments effect of buying shipsabroad would be a plus 50 percent
(the current construction-differential subsidy) not a minus 10 percent

as the "cost-benefit" assumes.

Boyd PIUPQSFl Critiecism

The only effect on inland waterways operators of permitting foreign-
built equipment to operate on the inland waterways would be a one-time
write down of their capital investment in equipment if foreign-make
equipment proved less costly as replacements for existing equipment. Their
rate competitive position would be improved wis-a-vis railroads because
of lower capital costs.

The barge and towboat construction industry could be quite adversely
affected however there were exports of §10,000,000 worth of barges, tugs,
towboats, and dredges in 1964. There have also been exports of deep sea
o0il drilling rigs. At least some parts of the marine construction industry
are cost competitive on the world market. The U.5, barge and towboat
construction industry because of its large scale of operations should be
able to compete effectively on the world market.

Shipyard Prices

Perhaps the shipyard industry should advance some scheme to test
their "belief" that costs could be reduced 20-30 percent by multiple series
construction and improved procurement procedures (p. 25).

There is no connection between spot charter rates and the capital

cost of ships and the argement is irrelevant (p. 26). There is a direct

relationship between the leng-term charter costs and the capital costs of



ships because long-term charter rates must include the cost of capital.

Mr. Hood's comment on the need for a long-term stable rate of
operations at a volume high enough to get some real economies in output
per worker are certainly welcome (p. 27). What is lacking through the
whole statement Ls any indication of how the Government can be assured
of a reasonable chance of achieving these objectives under current
institutional arrangements.

Shipyard Facilities

Facilities to construct 600-foot container ships and 37,000 DWT tankers
are probably obsolete for the container ships and are certainly obsolete
for tankers (pp. 28-29).

Most container ships will probably be in the range of 800-1000 ft. ships
in the future and tankers will be at least 80-100,000 DWT.

The proposition that practically all the net payments for ships would
be added to foreign exchange reserves or converted into gold (p. 36) would
assume that shipbuilding dollars are somehow unique and would be used only
in a way to worsen U.S. balance of payments problems.

Ship construction dollars would be treated the same as dollar earnings
from Honda Motorcycles, Rhine Wine, Swedish Glass, and U.S. tourists; most of
the earnings would be used to finance additional imports of goods and services

from the U.5. on current accounts.



American Merchant Marine Institute, Inc.

L EY, FREBIDENT ﬁ_ PARKER 5. WISE, SECRETANY-TREASURLR
2 EET BLW. I
ASH i F

11 BROADWAY
s D.C. 20008 HEW YORK: M.Y. 10004
LEPHONE: 202 296-44850

TELEPwonE: 212 D43-TE8]
CanLe: AMMINST, HEWYORK

July 26, 1967

Honorable Alan Boyd
Secretary of Transportation
FAA Building, Room 800-W

800 Independence Avenue, S. W.
Washington, D. C.

Dear Alan:

1 am enclosing a copy of the statement which I made

on Tuesday immediately following your testimony, together
. with a copy of the colloquy which followed. I am also enclos-
. ing a copy of a story on my testimony as well as yours from

the Journal of Commerce of Wednesday, July 26.

It may be that you have already seen these materials
: but I believe they are of significance.

Sincerely,

AT oS
RALPH E, CASEY
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STATEMENT OF
; RALPH E, CASEY
. PRESIDENT, AMERICAN MERCHANT MARINE INSTITUTE
OM BILIS TO ESTABLISH AN
INDEPENDENT MARITIME AGENCY
before the

COMMITTEE ON MERCHANT MARINE AND FISHERIES

U. 6. HOUSE OF REPRESENTATIVES

July 25, 1967

Mr. Chairman and members of the Committee, my name is RALPH E.
CASEY, President of the American Merchant Marine Institute. Although in
my previous appearances before this Committee, I have outlined the nature
of our organization, I want to stress the fact that our membership is com-
posed of 37 companies operating ships of all types — passenger, dry cargo,
tankers, and bulk carriers. Eight of our companies receive operating-
.Hercntial subsidies, but all the rest are in the non-subsidized category.
You will recall that I testified before this Committee last year on
similar bills and at that time favored the enactment of legislation to estab-
lish the Maritime Administration as an independent agency in the Executive
Branch of the Government. The most compelling reason I advanced for this
view was that it seemed a necessary first step in the long-delayed effort to
:aﬂtalii;:rthe American merchant marine.
You will recall too, I am sure, that when these hearings took place
last year there were many who felt that we were fighting a losing battle to
keep Maritime out of the Department of Transportation. But we were des-
perate. We had no program. The Administration seemed unwilling to
‘ugni:e the desperate situation in which we found ourselves. All that had

transpired was the submission of two reports — the Task Force Reportion
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the one hand, and the Report of the President's Advisory Committee on the
other. The Institute felt that a sounder approach could be found than was
contained in either report but no one in Government seemed sufficiently
interested to find a solution.

It ha_u long been n"w view, and the view of my principals, that the real
problems facing the merchant marine can be solved by an Administnation
and a Congress working together to implement with necessary funds a sound
maritime program based on our well-established maritime policy, and that
this can be accomplished by a Maritime Administration located almost any-
where in the Executive Branch of the Government.
i1

1 have said before that a Maritime Administration without maritime
funds is nothing — no matter how independent it may be; and that a Mariiimﬁ
Administration with funds is something -—- no matter where it is.

Early this year, the Secretary of Transportation discussed with many
groups an entirely new program to revitalize the merchant marine. This
program met the approval, generally, of the American Merchant Marine
Institute. An integral '"part of this package' involved the transfer of the
Maritime Administration to the Department of Transportation. We accepted
this condition in approving the program. As I have stated, the original
position was founded primarily upon the need for a sound, progressive and
adequate program for revitalizing our decadent merchant fleet. It was our

.ught that the necessary time and attention to work out such a program

could only be found in an agency devoted solely to the problems of the
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. .rnurica.n merchant marine, However, recognizing that if the prugrrnm now
proposed by the Secreatary of Transportation were to be submitted to the
Congress with the full support and endorsement of the President of the
United States, and if if were enacted into Itaiw4I it.could well form a solid
foundation upn:-ﬂ 1whi.¢'.|:1, to build a :'m'mlr and well-balanced mer{.:hant fleet under
the American flag. Hence, it is our considered judgment at this Ftime that
wa should suppurl:. the transfier of the Maritime Administration to the
I.}cpa:;'tment of Transpeortation.

In th?s connection, however, it should be explained that we do feel

that a degree of independencge within the Department of ‘Transportation should

be maintained. Therefore, we support such transfer on the condition that its

tus within DOT will be along the lines of the bill approved by the Senate
during the last seasion of the Congress, but amended to give the operator the
right of appeal on adverse Maritime Board determination to the Secretary of '
Transportation or to the courts.

There are some who belieye that establishing an indepefxdent agency
would remove maritime activities from the entire budgetary process applicable
to all agencies in the Executive Branch of the Government. This is not so.
Fund requests would still have to be funneled through the ’Budgst Bureau in the
Executive Office of the President. And, if Eﬂll'f version of these bills is passed,
over the strenuous ubject‘:nne— of the Administration, and if the President should
‘cnmpelled not to veto the bill when it reaches his desk, Gentlemen, I believe

will have won a battle and lost the war.
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As one of the sponsors of these bills testified, '""no one can force the

Administration to ask for or spend money it does not want, I know that
Congress cannot restore our American-flag service or maritime industry if
th:a Executive Branch is unwilling. " Mr. G!ﬂ.i.rm;.n.. we must be realistic.
Back in Boston, we used to say, """You can't figﬁt- City Hall!" This is what
we are attempting to do if we pass these bills over the objection of the
Administration. We would have an independent agency that ;nrn.u Eara-nna.
non grata with the President. This, in my judgment, would not be in the
interest of the long-range welfare of the maritime industry.

I must point out that whether you agree or disagree with the program
which the Secretary of Transportation has outlined, it involves the expendi-

¥
of more Federal funds than has ever before in the history of the

g‘.ﬂd States been proposed by any responsible Federal official, EJI:I;EP': in
time of outright war. The five-year program calls conservatively for the
expenditure of over 3 billion dollars. We in the Institute feel this type of
proposal is deserving of the most serious and deliberate consideration.
* Certainly, we express the hope that a.r new mritim:a prugran; will not be
scuttled by another hassle over the issue of dependence or independence of

the agency administering maritime activities, ’

Thank you,

- TTT——— A L
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Mr. chaixman. I have necassaﬁilyi}ept the statement short,
because I believe this issue has been thorﬁughly explored by
the witnesses pro and con, and I merely subacfibe to the
proposition that unless the Cong&ass and the Administration
work together, then the maritime industry cannot obtain the
kind of support and revitalization we need. - -

The Chairman. Mr. Ashley.
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Mr. Ashley. I don't have any particular quesﬁions, Hr:'

"

Chairman.

I must say that I think you maﬁa a short but ﬁarsuaﬂivu.
statement, M;_ Casey, persuasive to me, particularly, in itﬂgh
concluding remarks, which were.énncarnad with the long-range
picture, and we are in a position here to be very destructive,
as well as cnnstructive.-

I think that you underscore that point quite effectively.

You do say that previous to the proposal submitted by Mr.
Boyd that.the Administration has been silent, and has not
exerted much effort to develop a program:

In 2ll fairness to Mr. Nicholas Johnson, and I think we
have to make one exception, don't we? ;

Mr. Casay. Well, Nicholas Johnson's ideas were basically
contained in the Task Force Report, which met with very little
accéptanca by anybody in industry, as tending to give us the
kind of a program which he thought in the loqg run would be
one wahich would revitalize the American merchant marine.

You will remember that we have come a long way from the
Task Force recommendations, when Secretary Boyd outlines the
kind of program he is nutiining ﬁQW.

Mr. Ashley. I could not agree with you more, but there
is a difference between acceptance and those efforts in those

days. The efforts were there, and that perhaps in a sense

was a starting point. The rejection of those ideas led us
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into othé; areas and other directiqﬁs.
Would you not agree with that?
Mr. Casey. Yes, I would.

In other words, I would have to modify my statement to the

with the merchant marine, but the effort, in our judgment, fell
far short of what we thought should come forth.

Mr. Ashley. Of course.

Thank you, Mr, Chairman.

The Chairman. Mr. Downing.

Mr. Downing. Mr. Casey, you alway; deliver a cdgan#
statement, and one to the point.

We have come a long way since Congress first started react-
1nglto the inaction of the Administration.

You will agree with that?

Mr. Casey. Yes.

Mr., Downing. We now have some.sort of a program, not
what most of us want, in its entirety, but aﬁ least a p:ngram?
We are on our way. T

My only concern is that you may be jumping off the ship
before it docks. I wish you would stay on it a little while
longer.

. Certainlyyu don't agree with the proposal which would seek
to revitalize those idle ships in our Reserve Fleet?

Mr. Casey. Mr. Downing, you picked out the one aspect
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is, the remodeling of the 100 Victory type troop ships.
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of the program about which we have soze serious doubt. That

However, in an area of this kind, if the military says
that the expenditure of the fun%slthat has been called for in <
this program is going to be wellispent in puti;ng those ships
in a Reserve Fleet condition, while we would hope that the
Administration would take that money and put it to new ship
construction, again, I have been told by the Secretary of
Transportation that this is not ﬁn if/or situation, that if
that money i3 not spont to remcdel thoso ships, that the money
goas out of the program, and is not going Eb be spent fur new
ship construction.

I have to take some of these things in the way in which
they are put to me, and I am not going to guarrel with the
Administration when they say this.

-I think it is a shame now that we are at loggerheads with
the Administration and the Congress oyer a program that is
designed to help the shipbuilding industry far more so than any
program which has ever been put forth by the Administration
before, and help the ship operators, and they are, of course,
nbnﬁu'all others, that are needing help at the present time, andg
by -reason of one or two aspects of this program, the thing is on
ﬂaaﬁ center.

I think it is a very disillusioning situation.

“Mr. Downing. I think you may be in error as to the
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.' Secretary and the Reserve Fleet program.
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In his speech in Baltimore, he said, on page 12: * e
"Let me point out here that even if we don't use these

£

funds to revitalize our Reserve Fleet, they would not be avail-
; o :

|
=

able for other :r:au:r:fl.’l::l.rmal1:»-1.:&_:::%-;:-":v;.rr:l.:s:.FIl
. Mr. Casey. That is what I meant to say.

Br. ming. I diﬂ not understand.

Mr. Casey. We would not get the money if we don'tuse it |
fd: this purpose.

Mr. Dowvning. Does building fqraign bother you at ali?

Mr. Casey. When you say "bother ma.“.tha fact that this
iz holding up the program bothers me. I will say that.

I believe that what has been put forth 1s a reasonable,
feasible, sensible proposition.

While scme of the Members tried to indicate that Secretary
Boyd has been inflexible on this, he has not hean1;nf1axib1a.
Originally the proposal was to build ﬂgraiqn, even before the
appropriations for conztzruction subaidy were exhausted here.
They retreated then to the point that they would axﬁaust all
the appropriation bifore they would be able to build abroad.

.hh that time, it was 15 ships in the United States, and
then sufficient ships built abroad to rebuild the fleet. Then
they zetzeated onca more, tohaving a hearing process so that
nobody who built ships at Amﬂricap prices would ba hurt in the

DroOCasS .

..
T e .
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Then they increased the 15 to 30, and the recent movement

was that they would limit the number of ships built abroad in

3 || the first five years to some percentage of the ships built in

4 | the United States.

5 I think they have made a lot of movements. kL The trouble
6 is that the people who aré 6pposing it made no mﬁvementa.
7 Mr. Downing. The people who coppose it made no movements?
8 Mr. Casey. I am talking about the shipyard workers, the
9 shipbuilding industry who have insisted that there be no scin-
10 | tilla uf-huilding aﬁroad under any circumstances, no matter
11 || how many ships there might h;, but wanted to insist that all
the ships be built here in the United States.
13 Th}s to me is a completely intractahie pasitién.
14 Mr. Downing. I think that is all, Mr. Chairman. -~
The Chairman. 'Mr. Dow. |
Mr. Dow. Yes.
Mr. Casey, you have made a very capable statement.
" Why do you aay‘it is a ccmpletely inpractié;bla position?
Mr. Casey. Intractable, inflexible.
Mr. Dow. I see. - :
You would not object, in ntharrwnrds, i£ all the ships

Hr-

are hera, and we had many foreign. You are interested in a

gsubstantial fleet that you people can cperate.

Casay. Exactly, sir, and in fact, I mighﬁ go ona

step further, that I don't believe that we ought to get mixed

a8 3 2 5 ' AT
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up in arithmetic and figures about hnﬁ'many‘;hipa are going to
be built here, and abroad.

We are inﬁar?sted in a strong American-flag maxrchant fleet
and we are down to the point where 665 ships are over 20 years
of age. S e : . J

In determining how many ships are built here, and how many
abroad, I think we ought to get ¢ff the dime at this moment,
and provide for someéthing that meets the Administration's
approval, and get a program started. |

. The first ships to be delivered under this program will
take two or three years, and I would like to find out whéthar
in the course of the next five years the prices that we pay in
this naﬁntry as compared to the pricess abroad, and the delivery

; adro adie
echadule compared to the deliveries .boltce is not a standard
that wa should have before us. .

They have now provided that in five years the Congress
would have to reenact this building abroad, after five years,
another point that they retreated on.

Mr. Downing. If you stick around, you may get others.
Just because you got your-goal, you jumped off. You are
interested in a strong merchant marine fleet. You don't care
where it comes from. I can understand that interest. You

are representing your interest, when you accomplish that.

Mr. Casey. And I will go one step further, to say that

my people would prefer to build their ships in the United StataT.

—pr
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Mr. Downing. I think so. -

Mr. Casey. And tharp has been some guestion raised as to
this: Under a l?ﬂhshlp program built in the United States in
the next five years, everyone seems to assume that all the &
ships that the Administration,seératdry'Bnyﬂ, has talked about
will be built. After all, it is going to take some operators
with an intarﬁst in building them, if they are ever going to
be built.

Unless someone does something to straighten out that labor
situation in New York, I doubt they ever will be built.

Mr. Downing. Thank you, Mr. Chairman. I

Mr. Dow. Thank you, Mx. Casey, and Mr. Chairman.

The Chairman, Thank you very much, Mr. Casey.

ﬁb will recess until tomorrow. Our witness tomorrow will
be Mr. Paul Hall, representing the SoaZarers International
Union.

The meeting will recess until tomorrow. .,

(Whereupon, at 12:20 p.m., the committee adjourned, to

reconvene at 10:00 a.m., Wednesday, July 26, 1967.)
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F rom AMMYI’s Casey.

Boyd Ship Plan LDefended Strongly-

By ROBERT F. MORISON
Washjnglon Bureou
WASHINGTON, July 25 — A powerful
U. 8. flag shipping group made a strong
plea to Congress today to give “‘serious

and deliberate consideration” to the much
criticized maritime plan of Transporta-

tion Secretary Alan 5. Boyd and not’

| cause a new program for the merchant

marine to be “scuttled by another hassel” .

| over where the Maritime Administration
should be placed.

Ralph E. Casey, president of the

American Merchant Marine Institute, told
the House merchant marine subcommit-
tee that whether its:-members agree or
disagree—and they overwhelmingly dis-
agree - with Mr.
ideas involve ‘“‘the expenditure of more

federal funds than has ever before in the -

history of the United States been proposed
by any responsible federal official, ex-
cept in time of outright war. The [five-
year program calls contervatively for the
expenditure of over 33 billion." -

Mr. Casey, who followed Mr. an'li tu

Boyd—the secretary's .

the witness chair after that administra-
tion official responded to two hours of, at
times, unfriendly questioning, also sald
the administration had made concessions
and that Mr. Boyd was “‘not inflexible."

“1 think they've (Mr. Boyd and the
administration) made an awiful lot of
movement. The trouble iz the people
who oppose this have made no move at’
all . . . they are completely intractable," |
Mr. Casey said.

One of the chiel erities of Mr. Boyd's |,
ideas is Paul Hall, president of the Sea- |
farers International Union, who will test- |
iy tomorrow. Mr. Hall was expected to |
endorse an independent MA and no for-
eign building — both of which views are
strongly supported by most of the sub-
committee’s members,

Will Urge Johnson to Act

Mr. Boyd once again sald he would |
urge the President to submit a program |
along the lines he has outlined repeatedly
once he, Mr. Boyd, is convinced there is

Fra—

enough agreement in the industry. and in |

(Continucd on Page 26) - -~ -
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{ Long Lookzﬁ .yd P

' {Conlinued from Page1)  jaroused Mr. Boyd by saying he,
Congress to give its passage a|Mr. Boyd, was “just as guilty™
reasopable chance.

not satisficd the members, They
repeatedly have demanded to
know why a specific program in
legislative form was not set up
io allow Congress “lo work lis
ml‘l.‘ll

He pointed out that he be-

{lieved that under the Constitu-
Jthon “fhe executive branch does
Jnot have to submit a program

|unless it is reasonably sure it
will be adopted."

At that point, Reps. Alton
Lennon (D-N.C.),.a severs crit-

being unyielding.

Mr. Boyd, shedding the usual|Coast longshoréemen make good
deferential approach to Con-
gress, told Rep. Reinecke he did|pack containers, “if that is true,
not “lock with kindness' on such
an accusation. The matter, more|East Coast.” Laboo's «+ ections

or less, was

1

lan Urged

new polley-related ground In his
second day belore the subcom-

That hasiof “eriminal" conduct as those|miltee. [However, he did com-
in Industry he had accused of menton the following:

1, Containerization — If East
their threats to pack and un-
it'll kill containcrization on the

and fears were not "w e" 1o

Mr. Casey, who reminded the|maritime, Tt iz the “collishon be-
subcommitice that Mr, Boyd had|iween labor and jobs.™
not only increased to 30, from| 2. If MA remains outside DOT,
an earlier 15, the number of|”l cannot say” for certain
subsidized ships a year to which|wither there would be a new

fsubcornmities, clashed.

M, Lennon's questioning, point-|ing.

two years o Uy lo carry oul
his own ideas.. :

Rep. Ed Rinetke (R-Calif.)|he pointed out that “if the mili-

U. 8 fag merchant flect are
25 years ol or older and that
underscores the need for ton-|
nage,

sald, “could well form a solid
<o new and wellbalanced mer-

Mr. Boyd’s ideas, Mr. Casey'
|foundation upon which to build

ie of Mr. Boyd's, and Rep.|but also had gone on recordmake me pause" because “I
Thomas L. Ashley (D-Ohlo)|lavoring additional safeguards,|have always assumed maritime
about hiz only defender on thela five-year cutolf and a ratio of{lo be part of transportation.”
Rep. |[domestic - to - foreign when itlAnd “Yes T would be less con-
Ashley seemingly impatient atlcame to allowing foreign build-|cerned” about maritime if MA

he was willing to commit funds |mavitime program. It' “wculdl

was lelt outside his agency.

ed out that there has been| M, Casey admilted that| 3 Possible “wax incentives™
“nothing to stop™ Mr. LennonfanMI had “'some seriowus|/or shipbuilders — “I don't see
from Introducing a bill the past|dsubts™ over that part of the|Mch point to incrossing lnb—I

plan to upgrade some 100 AP.5/Sidies and adding tax incentives
ships in the rescrve fleet, But|oD op ol that

chant marine under the Ameri-







OFERATING SUBSILY

Briefing Outline for the Secretary
September 14, 1967

* & *

Fresent Alds

1. Operating-differentlial sub'sidy equalizes the costs of wages,

subsistence, maintenance and repalr, and insurance with those
presuned to be paid by forelen competition. (Title VI)

2. Tex subsldy defers ncrmal tax 1iabilify of subsidized cantractors
on eamings or capital gains which are subsequently r‘e—-in‘;rest?d
in merchant ships. (Title VI, Section 607 (h))

3. Dlortgace Insurance reduces the cost of debt-flnaneineg and amount

of equity reguired. (Title XI)

4. Guaranteed revenue assures a certaln cargo base to operators by

preferring them government-sponsored transportation requirements.
(Title IX, Section 901(b); Act of 1904 [DMefense carso]; and

P.R. 17 [Ex-Im Bank Cargo]

Shortcomines of Present Direct Alds

1. Operating-differential subsidy

a. Disregards all opportunity to overcame competitive dis-
advantages except in the wage and insurance factors (does
not really relate to need)

b. Causes cperator to mimic competitor's practices (inhibits
:innovation)

c. Meximizes government involvement in business judeement and
minimizes private decision and in:;enuity: (distorts risk and

reward) - .



d. Penallizes the efflclent and rewards the Inefflclent
_ (protection for the weak)
e. Perpetuates and accentuates reliance on government larvess
(pallistes the symptom —— fails to cure the disease)
Tax shelter
a. Is contrary to natiocnal monetary manasement policles

(discriminatory)

b. Is unknown, uncotitrollable, hidden, and not related to

need (irrational)

¢. Contradicts investment incentive (stacnates venture capital)

Alternative Aids

L.

Capital subsidy

a. Govermment construction and subseguent sale to private enterprise
b. Goverrment cwnership and subsequent charter to private enterprise
¢. A lump sum payment for a "life-cycle" project arrived at '

by bidding
Cost parity
a. Egualization of factor costs

(1) Selectéd factors of production (present system)

(2) Institutional substitute for judcemental determination —

subsidy index system (varlation of (1) above)

Enterprise subsidy

a., Parity of opportunity (income support)

(1) Revenue inecentive system (calculate need as at present

but make payments based on performance)
{2) Opportunity incentive system (relafe need to U,S5. economiec

gcosts and world market income)



&
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The "Experimental" System

Selected appmac}:::

Th

Calculation of subsidy requirement .

a. Determine unit productlion costs assumineg U.3, economie
base (price), "state of the art" of equipment, and the
transportation system (productivity standards)

b, Relate unit producticon costs to the opportunity for income
per unit offered by the market (freicht rate)

¢. Provide goverrment subsidies to Take up the difference
(parity of opportunity)

Method of pgyment of subsidy

a. Direct reclplent's behavior by applyling ald to a standard

of performance as free from dlistortion as possible
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3 £ Need and Opportunity A iy &7
. - There is a need for developing a new appfoach for ﬂship

operating subsidy because it is our judgment that the present

system is at least partialiy responsible for the grcwin}g subsidy
" cost and the increasing gap between our natiodal objectives 4nd
I : :

what we have been able to accomplish.

There is a unique opportunity at this time for such a pro-

gram. With additional carriers added to the subsidized clasé$
it will be possible , working with them, to exp[riinlnent_; with new
approaches withnut interfering with or furcing praseﬁt operators
to change systems except on a voluntary basis. : 1

II. Objectives :
' Aﬁhiwe the aims of the Merchant Marine A%t of: 1936 and:

. : 1. Meet the total economic needs of the nperaturs,
2. Give carrier managements sltrnnger and more direct.
profit-and-loss incenti\reé to modernize, reduce:
costs, and maximize revenues, i
3. Minimize goveramental interference'in| the uéeratﬁoﬁ '

of the companies to the maximum extent possible,

and Iy .
4. Place subsidy determination on a :urrint:blasiaianal

minimize administrative detail.




B.

A. Direct Aids Used

1.

4.

1.

fe &%

5 d.
o7
1

3.

- that .are subsequently re-inves

ships. (Title VI, Sectinn 60? }) ;

-

Operating-differential subsid

DEI.";"'I‘E'I.?I'I. Ls are

designed to pay the differenci

between the

cost of certain expenses (wages and subsistence '

repair) and the estimated cost

registry. (Title VI)

Tax subsidy defers normal tax 1

sidized operators on éafnings'c

Mortegate insurance reducea cnst of debt £i-
; nancing and amount of equity refjuired. (Title ﬁI)i

. Cargo preference increases reve

gavernment—sgcﬁsared shipments,
Section 901(b); Act of 1904 [De

. and P, R. 17 (Ex-Im Bank Cargo])

Unsatlsfﬁctarv Results ﬂchieved

Operating subsidy quadrupled in

- (1951-63) .
U. 8. flag partﬂclpatlon declin

A,

s %’5,&3% in same dozen years

.0f crew, insurance, vessel maintsnance and

qf the same

. -items if the ships were operated under foreign

iability of sub-,
| |
r capital gains

ed in mircﬁant

pue basef with-
(Title| IX,

fense ca+gn];

4

a dozen yearé Y
. IR
3%

ed from 47% to

Procedure is slow, cuzbersome, with the effect

of holding operaturs accounts'qﬂen for ﬁerinds

as long as 10 years.

- <

g




C. Reasons for Unsatisfactorv Results

of Present System

1.

2.

"Omits effects of productivity i

- expense per unit of output.

.managerial judgment, ingenuity,

Does not provide adequate or the correct profit-

and-loss incentive to operatods to increase

competitive economic efficiendy and decrease

dependence on Government support.

Is unbusinesslike in providing

or dollar targets.

nq cost controls

Ll

—

oy

1 't"'__ -
—

Does not relate Suhsidy payments to full need --

Omits commercial :evenues,_aﬁifcafrier

deficits are the Qiffere

commercial revenues and

Selects items of expense that are uniy part

- 'of total costs (represent
tntal vessel operating ex
Selects items that do not re

constant percghtaée of to

ce between

osts.’

ing 44% of

main. in a

ncreases by

?ensés'in_lﬂﬁi).

tal expenses.

taking into account only expense items, not g

Requires information on cost ''p

foreign operators that is diffi

Involves government in what shov

e Lok |I

arity'' for

¢ult to abtainL

11d - be privata

and risk—ta}ing.
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In attempting to correct the deficiencids of the presént

system, we are exploring a number of alte:naﬁive approaches
and methods. Some of these which have been examinéd on a
preliminary basis are:

A. Cost-differential Subsidies

These methods are essentially theltype used now,
attempting to equalize only the cost factors.
-1. Select certain factors of prnd¢c;icn cn1¥
(present system). , .
2. Expand the present system to incorporate

© more factors in a subsidy cost [index.

B.. Capital Subsidies

Tﬁese systems attempt to equalize ca%ital costs.

1. Government construct ships and subsequently
sell them to private operators. ; :

2. Government own and substquently| charter to

private operators.

3. Government make lump sum ‘payments arrived at
ym

by bidding for a "life cycle" piuje;t.

45 Enterprise Subsidies

These systems are based on providing |[incentives tao

fﬁe operator enterprises to increase éommjréial revenuas,
or decrease operational expense, or both. |
1. Devise a revenue incentive systef, caleculating

need as at pre#ent but écaling payments basad

on revenue achievement.

IS X . | 'i{ﬂ}i‘%}m
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- 2. Design an opportunity incentive system, re-

& L] - t

lating enterprise need to both U. S. production

costs and the revenue that the market will
produce. 1[5

o —

V. An Experimental Subsidy Proegram

Altﬁough our research has not progressed to the point
'Iwhére we have fixed on a particular approach|it is our current
thinking that a plan of the type outlined bellow is a promising
possibility. | !

' This proposal would, in essence, establiﬁh a "price list

that the government would pay -- ;h the form nf,sﬁhgidy‘-- for
the services if desired. j |

This would be done by grouping the:upefa:crs into braéd.
classes haviﬁg similar characteristics and'establisbing gost

" and revenue standards applicable to all operators in the :iass.

jhese standards would be detefmined in adv§n¢§ by Ehe,guve%ﬁmenq.
working with the industry and would be based %pﬁn ﬁhe fecégt
past experience of the class.

Standards would be designed to provide eaLh carrier in

the ec¢lass the opportunity to earn a fair returF on its invest-

ment. The formula is based on the_assumptiﬂn1?hat-the govern-
ﬁant qi}l realize maximum results for the subéldy dollar with
minimum interference.ﬁith normal business decigions when

managemant is encouraged to make its decisions |primarily with

profit in mind. i -f I , '
In effect, each operator would be in compatition w%th the

rest of the class. To the extent that an opergtor's costs are




.
"
l l
.

below or its revenues above the class standdrd it would earn

more than the standard return. Conversely, higher costs or

lower revenues would reduce the return below standa:d4 There

would be no recapture as under the present subsidy methods,.

The standards established for the class

' réviewed on the basi; of the actual results of the-qlass and

adjusted accordingly. As costs are lowered @néfur revenues

maximized the standards would be adjusted ac¢ordingly and the

subsidy bill reduced or additional séervices underwritten. ' It

is important here to recognize that the standards are adjusted

of -operator ﬁot with individuals withiﬁ thé dlass.

B. Procedural Steps

1

2.

" 4,

- on the basis of change in the operations of thhe entire class

Devise a cost formula reasonablly: descriptive -

of the class of maritime operafors, badsed on

i

U. 8. price levels, equipment,|and transpor-

tation system productivity.
Establish revenue standards by|frequengy of

service that reflect valid sigaificant

-differences in operating varioys vessels and

trade routes.

Pay the operator the diﬁference between fl)
and (2) for sailings eligible fpr subs#dy.

Include an element to automaticplly reduce
subsidy for growth and to refleft variations

in traffic and revenue due to cjelical actors

o | f - /ﬁ’f‘ﬁb

w&uld be ﬁeriudically

— i —

iy

L
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" of estimating and compiling fnreigﬁ wage cost

" not_ yet been analyzed to validate these assﬁmp

W &
a

such as reducing or inErea;in
for each $10 increase or decr

- revenues over the base year. |

5. Control total subsidy bill byl|establishing a
maximum number of sailings eligible £«
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Analysis of American Maritime Association (AMA)
Testimony on H.R. 13940 (new maritime program)

The AMA states that it is an association of unsubsidized companies,
but our view (and the general view) is that it speaks for Paul Hall
(Seafarers International Union). . 1

The AMA recommended a number of amendments to the bill which we
state hereafter in the order in which they appear in the bill submitted
with their téstimuny, rather than the order in which they are discussed in
their testimony.

1. Amend the bill to authorize appropriations to pay operating
subsidy and provide that in the expenditure of such appropriations preference
shall be given to operators who are presently unsubsidized before making any
allocation of funds beyond present contractual commitments to present
subsidized operators. This authorization for appropriations is not of any
importance since the appropriation is to liquidate amounts for which we are
already cuntractually'cummitted, and presumably Congress will always b;
willing to pay such debts. The amendment, however, would limit our authority
to contract further with presently subsidized operators. We would need an
eiﬁﬂptiun for contracts that are terminating and for contracts that would

introduce a new subsidy system. With such exceptions, we could probably

accept this amendment.
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2, Amend the bill to provide that the aﬁuunts authorized for
cnnst&u:tiun of ships shall ndf be used to contruct qu:lear ships. Our
understanding is that it was never intended that they should be. We
could accept this amendment, therefore, even if we do not oppose the pro-
visions of the bill authorizing aid in the construction of nuclear ships.

3. Amend title V of the Act to provide fur computation of the
construction subsidy in a way similar to the gross revenue system for com-
putation of operating subsidy which was recommended by the Interagcn:f Task
Force. At present the subsidy is computed as the excess of the bid of the
shipbuilder building the vessel over the €stimated cost to the purchaser
0f'bui1dipg the vessel in the lowest cost foreign shipyard. The AMA amend-
ment would compute for a base period the difference between the American
and foreign cost of ﬁﬁtgrials and labor on merchant ;hips built in American
yards during the base period. It would then compute the ratio of this dif-
ference to the gross revenue earned duriné the base period by such shipyards

from such construction and state this as a number of cents per dollar of

gross revenue. This is the amount of subsidy per dollar of gross revenue

earned by the shipyards in the next year that would be paid to them as subsidy.
This method of computation exéluﬁés overhead and ?rﬂfit which are

included in the present method of cumputing the subsidy. To the degree over-

head and profit are included in the shipyards bid, therefore, they would have

to be paid by the ship buyer.



The testimony indicates that it is contemplated all qualified
American yards would be subsidized for every merchant ship it builts,
though their amendment seems flexible enough to authorize limitation
of the subsidy. ' i

There is no provision in the amendment for national defense
featﬁres and no limitation on the kind of ships thatiwhuld b; subsidized.
The;r could be sailing ships. The GID‘I.I'E'I']'INEI'II would have nothing to say
nbaut the ships; it would just pay the subsidy.

The amandmﬂnt would not allow negotiated prlcing ’

The way operating 5ub51dy is camputed under the 1936 Act and

under the gross revenue system of operating subsidy proposed by the Inter-

‘agency Task Force Report, overhead and profit are not subsidizable items.

In view of the foregoing, we should give serious consideration to
suppuréing this amendment, with modifications to provide for defense features
for limiting thEISUbSidy, and for our right to determine the kind of ships
that will be suﬂsidized. We would anticipate that the Committee of American
Steamship Lines and some other ship operators will strongly oppose it,

4. Amend the bill to prnvide a 12 year minimum age for the trade-
in of ships. Since it is unlikely we would want to trade-in ship-s less
than 12 years old, we could accept this amendment.

5. Amend the bill to provide that tankers bullt with construction
subsidy can be operated only in foreign trade. Under section 506 of the
A;t,_cﬂnstrucficn—subsidy ships can operate to a limited extent in domestic
tfadc. but a pay-back of subsidy is required. We could accept this

amendment.
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6. Amend section BQE(cJ of the Act to provide that in lieu of
the $25,000 limit on salary that can be taken into consideration for
subsidy accounting purposes, the limit be an amount the Secretary deter-
mines to be reaénnahle. We could accept fhis amendment.

7. Amend the new title X (aid for :ﬂnu'cleari-pnwered ships) to remove
the provision thét would require the owner to put the vessel up for sale
if it is tied up by an inter-union dispute. We recommend uppﬂﬁiné title X.
This would eliminate the necessity for this amendment.

8. Amend title VI to authorize payment of operating subsidy to con-
tract carriers and to provide that contracts renewed or entered into after
;nactmeﬁt of the bill shall provide that the subsidy shall be calculated
by the gross revenue system, excluding revenue from Government cargo. The
subsidy would EE calculated by ﬁetermin;ng for a 5 year base period the
average annual subsidized costs of all carriers serving a related trade
waslincurred in commercial carryings, and what part of their average annﬁ&l
gross revenue was derived frnm ;nmmercial carryings and shall express this

as cents of operating subsidy per dollar of gross commercial revenue.

" During the ensuing 5 year period each operator would be paid this number of .

cents per dollar of gross commercial revenue. This is the system recommended

by the Interagency Task Force except that that system did not exclude revenue

from Government cargo, but instead would have terminnted.carga preferencé.

Since it was recommended by the Interagency Task Force, we ought to be able
to accept it, but there might be some problem Hith the exclusion of revenue
from Government cargo. We think the subsidized operators could be expected

to give strong opposition to it. Even if we ‘accept this amendment, we might

want alternative authority to use Aldock's "need" system, or a system under

which we would charter new ships in, and then charter them out at competitive

bidding. : :

L
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9. Amend section 607(b) of the 1936 Act to prevent subsidized
ﬁperaturs from using their reserve funds for the purl;hase of contract
carrier vessels. We could accept this.

10. Strike out title XIV (tax deferment) and in lien thereof
amend section 511 of the Act to authorize tax d;ferment of earnings
for all operators in foreign and domestic trade. Our understanding

is that because of treasury's position we must oppose both. Under

“title XIII of the bill, the Secretary could in His discretion allow

tax deferment for liners in foreign trade but not for contract carriers
in foreign trade. If there is to be no tax deferment for either, we
have to have an operating subsidy system that would include an allowance
for taxes. Contract carriers cannot compete with Pan Hon Lib ships
which pay no income taxes to anyone unless the American flag ships

havﬁ either tax ﬁeférment or a tax allowance.

11. The bill would amend section 901 of the Act to require
partial pay-back of construction subsidy for any vessel that carries
Government cargo. This is in conformity with the AYA amendment to
exclude revenue from Government cargo from operating subsidy.

12. Amend the 1904 Act reqﬁiring suﬁﬁlies for the Amy, Navy
and Air Force to be carried in vessels of the United States so as to
define "vessels of the United States" as only those American flag

’ "
vessels that have coastwise privileges. This is like H.R. 163 which
we recently testified against, and there was a good deal of industry
opposition to it. The bill looks dead. A similar Senate ﬂill died
after hearing in the 88th or 89th Congress. We could probably work

something out on "this such as giving first preference to vessels as

defined in the amendment. e i

LY =
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At Paul Sitton's request I attended the hearings before the House :

Merchant Marine and Fisheries Committee on maritime policy. Jim -
Gulick had been called by the Committee to testify despite suggestions
by C. R, Smith that Secretary Boyd was the Administration spokesman
and that Secretary Boyd would be "ready, willing and able" to testify
at the Committee's request, Gulick said that he was in no position

to speak,

It would be an understatement to say that the Committee was unha PPY.
The questions generally covered the following points:

. 1, The issue of MarAd's role and that of DOT. Gulick took the
position that Secretary Boyd had been designated by the President

as the Administration's spokesman for maritime policy. MarAd

in this regard provided information and comment when it was

requested and participated in some of the policy discussions,

The Committee's nearly unanimous reaction was that MarAd

had apparently become just an "arm' of DOT despite the Congres=

sional determination that it should remain in Commerce.

2, The unanimity of opinion on the Administration proposal, Gulick
was repeatedly asked to react to the proposal, He responded
that it was an Administration proposal--a consensus of sometimes
divergent views within the Executive Branch--and that as such,
he supported it, The question of consultations with industry was
responded to by Gulick to the effect that he understood industry
and labor had been consulted with extensively over the past year
and one=half without consensus and that as a result, the Admin=-
istration elected to send up its own proposal,




The role of the Committee and Secretary Boyd's actions. Nearly
all Committee members felt that Secretary Boyd had gone back
on his word, particularly regarding foreign construction (Carl
Davis replied that the Administration had never agreed to drop

_ foreign construction, that discussions had been only on a "package').

The issue of Congress' role in maritime policy was uppermost

in the Committee's mind, The Bentley story on the impact of
spending cuts on ship construction angered the Committee, Garmatz
suggested that not informing the Committee prior to the Sun story
indicated a lack of "confidence'" and "respect' for the Committee, .
Garmatz ended the hearing with the cornment that Secretary Boyd
had alienated the Congress from the Administration and that his
actions would not do the Administration's surcharge proposal

any good,

In gg;m:ral the Committee does not appear to be in the mood to call
Secretary Boyd, A couple of members suggested that the Committee
immediately pass the Garmatz-Magnuson Bill in executive session,

cc: Secretary Boyd

r. Sitton

Mr. Dye

Lt



Bjr Farrell Lines Official

By GLORGE I"Ahlﬂ

The head of a subsidized
American ship line charged yes-
terday that recent proposals by
ITransportation Secretary Alan
5. Boyd to curtail aid 1o ihe
jocean vessel indestry have
shown that neither he nor his
agency should be given conirol
lover the fale of the merchant
marineg.

James A, Fareell, Jr., board
ehairman of Fariell Linez, sald
that the Boyd allacks on subsi-
for American ships have
caused a reversal of an carlier
view thet the Depariment of
Transportation be allowed to
over shipping policy pro-

Lines had previously

endorsed Secretary Boyd's sug-
gestlon that the Macilime Ad-
ministration be part of the De-
pariment of Transpoitation in-
stead of fts present Jocation In
the Department of Commerce,”
he said.

“"However, in view of Secre-
tary Boyd's most recont wiler-
ances, we do not believe that el-
ther he or a depuly would grant
to ships the necessavy funds for
efficient operation.™

Beparate Adminlsiratlon

Spoaking o eadets and guests
at the 112th graduation exercises
of the Statlg University of New
York Alaritime College at Fort
Schuyler, he added that Farrell
Lines will now support proposals
to establish the Maritime Ad-

The Journal of Commerce
Wednesday, June 5, 1968

Boyd Maritime Stamd Attacked

mlnj;su-aﬁnn as o separate entity
of the federal government.

Mr. Farrell, whose shipping
company iz a key clement In
United States trade with Africa,
Australia and New Zealand, In-
dicated that while Irritated by
Mr. Boyd's vlews, he was nol
pessimizstle about the future of
American - flag shipping, The
mcrchant maring Is not likely to
be totally Jost as long as the In-
dustry ean retaln the support of
many leaders In Congress, he
said,

Caugtioning the 125-man grad-
uating class to “harden your-
selves against the templation to
be discouraged by irresponsible
mouthings" directed against the
industry, Mr., Farrell said that
many problems of the merchant

marine are the result of a na-
tional confusion over policy.
The 1936 Merchant Marine Act,
Iwhich established subsidies for
!companies such as Farrell Lines
‘and others to compete against
Moreign lines. must be retained
*as the basis of maritime policy
for the 1. 5., he said.
Conceding that the law should
be updated and amended In
part, Mr. Farrell added, how-
ever, that Mr, Bofil's view that

only to the extent that it pro-
vided some backing for defense

support be ghwen to shipping |

= Validity of Rout

Tt seems to be quite forys 'Q\
ten that the siriclest require-
.ments of the 1936 act pre to as-
Tiurt the walidity of essential
!trade routes and enly secondly
to provide shipping to serve as
war auxiliaries,” he said,

While objecting to Mr, Boyd's
propozals on subsidies for the
merchant marine, Mr. Farrell
safd that the transportation see-
relary wes correct in urging
Ichwu in present law so that
Amerfean owners could buy
iships In forelzn couniries and to
use them without restriction un-
! der American flag.

Yt the American shipvards
icmm provide delivery
than is their current hractice
and I there iz to be insullicient
construction funds svelizbie for
buflding at home, thon provision
must be made Jor Ameorican-flag
cwmners 1o bulld abroad and to
place such ghips under the
American flag for offshore op-
erations and have them covered
by the remeaining provisions of
the existing 1938 Merchant Ma-
rine Act,” Mr, Farrell said.

He also Indlcaied that XAlr.
Boyd's proposal fo phase out
subsldies for passenger liners i=
& proper stand sinece subsidizing
“plensure erulzsing' is likc sub-
sidizing recreation resoris in the
Poconos, Adirondacks and Mi-
aml." The only subsidy for pas-
sengors should be wheso this is
consistent o eomplimentary te
cargo service. he added,

is faul



Mr. Boyd’s Shipping Program

- The nation's shipping program, despite heavy Gov-
emment subsidy, is in deep trouble. The merchant
marine Is expensive, inefficient and uncompetitive.*
The remedy does not lie in providing $300 million a
year in fresh subsidies, as Congress [s contemplating.
It is in taking & cold look at the strengths and weak-
nesses of American shipping and coming up with a
realistic blueprint for its survival

Alan 5. Boyd, Sccretary of Transportation, has done
just that. He recognizes that the industry is ailing and
that fundamental changes are needed to put things
right. He recommends getting rid of the costly sub-
sidies for passenger ships, establishing new and more
innovative operating subsidies, and basing Govern-

“-ment support for shipowners on security rather than

. on commercial needs. The total cost would be less
- than hall of what is now being spent.

¢ . These are painful proposals for an industry nnd for

: “unions that have come to depend on Government sub-
lkljr They are also painful to many an American
citlzen who loves the sea and who prefers to travel
 on it rather thap above it when he goes abroad. The
‘trouble is that this age of mechanized efficiency has
little time for such emerities of life as the grace and
comfort of seaborne passenger transportation, a;nd
f:litlle willingness to pay for it.

“But, quite apart from the reduction in cost to the
taxpayer, Mr. Boyd's proposals attempt to restore
. realism to the nation's maritime policy In order to
, make possible a more compstitive flect,

' While the opposition to Mr. Boyd's proposals Is
strong and vigarous, it iz beinz colored by the illuslon
. that the nation's shipping intercsts warrant a per-
_petual subsidy from the public purse for their private
- - enterprise. :
There is no justification for tha charge that the
. Administration’s plan would destroy the American
‘ merchant marine. The new program specifically calls
t for funds to build ships for defease purposes and for
an expansion in research and davelopment outlays, If
‘the plans o encourags American ship operalors to
buy abroad are accepted, actual expansion of the
merchant fleet is probable,

The appeal of the new plan Iz that it will cut the
cmt of public subsidy while mzking private operators
‘more efficient. . To be sure, these n'l:rjcnl.wcs invalve
changing the rules of the game for the maritime indus-
try. But the Administralion Is saying thal there can be

na real growth in EEhi:I'Jln* unless the industry is lorced
.m operate competitively,

The New York Times
Monday, May 27, 1968

Wrong-Way Congress

The upside down sense of prioritics that rules on
Capitol Hill has rarely been displayed more revoit-
ingly than in two gcllons taken on the same day last
week by the House Appropristions Commiltes,

The $13 milllon budget recommended by the
Johnson Administration for enforcement of the equal
employment opporiunities provisions of the Civil

+.Rights Act of 1964 was cut in half, presumably for
reasons of Federal economy. But no such frugal hus-
bandry of the public purse was evident when the
committee dealt with appropriations for the dy
by that keeps the domestic shipbuilding indusiry
afloal despite its recklessly high costs. The commit-
tee voted to double the more than $100 million appro- }

priation that the White House had proposed for new
construction in the merchant marine, an Indusiry
ich, as noted above, has been made scandalously
uncompetitive in world commerce by the slothful

practices of labor and management. I

The report of the President’s Advisory Commission
on Civil Disorders has reinforced the already abundsant
evidence that racial bias in jobs and promotions is a
major threat to American stability. The Equal Employ-
ment Uppununm:s Commission is the chiel watch-
dog against such discrimination. At the starl of (he
mew federal fiscal year in July, the jurisdiction of the
Commission, under the able chairmanship of Clifford
Alexander, Is being extended to :|'1'Lar|'_'.r thr:uLs:l. ds of
smaller companies,

This extension not only increases the number of
businesses the Comunission must police by 250 per
cent, but adds even greater complexities of enforce-
ment. Congress has told the Commission that it
wants all complaints of racial discrimination processed
within 60 days—a not unreasonzhle reguirement if
Negroes are to retain, faith in the agency's worth.

But the Congressional slash in the streamlined
budget requested by the Administration condemns
those who seelk the Commission's help to wait as loag
as two years for final action, Mo one can cxpect I.he
agency to retaln credibllity on that basis,

The price will be paid in a further erosion of th¢
trust the disadvantaged place in while socicly to
address itself responsibly to rectification of the
abuses that ultimately explode in riots. The right and
necessary course for the House is to restore the Equal
Employment Opportunities Commission's [ull appro-
priation when it votes on the commitice’s recommen-
dation. lomorrove, Tha nlace to economize is on the
overfat shipbuililng suliiays SE——
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= The Washington Post
Tuesday, June 4, 1968

“I'm Something Like Robin Hood — I Take From
. The Poor And Give To The Rich”
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e war in Vietnam has strained U.S. shipping resources Lo

bireaking point,

o alya

*

We could not meet the shipping needs of another

cain: Beeause of the war in Vietnam, the Depsrtment of Defensc

(o) ‘requirements for general cargo shipping limve tripled. We

Are now supporting our troops and allied troops in Vietnam as

well

as continuing to support our forces in Europe, Korea and elsewhere

at their prc vietmm levels.

£l

The in:renues in rnqul.rmantu and

how they were met are shown in the fnllwin&, I!ﬂ;.]_g_

9.

Rutin te Average
Pencctimg Qtr,
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Over Jase (ir.

Source -'-1" T"lﬂ“e-
rental LAt (%)

Ug Flag v,
US Blag Un:vb,
MSTS lineleu:s
NLRF-

Fﬁ-ff-;‘?". o et :

DOD GENFRAL CARGO MOVEMENTS--WriD-WIDE

(in millions of measurement ton-miles)

Average ”
Qur Fy66 FY67 1
FYo5 1st Qtr 2nd Qtr 3rd Qtr Lth Qtr 1__,--,1,-, Gtr 2nd Qtr ard Qtr LiLa
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100.0
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Wa could not meet the shipping needs of another

the w.u‘h#mam, the Deparement of Defensc

“or general cargo shipping lave tripled, We

sur troops and allied troops in Vietnam as well

sport our forces in Europe, Korea and elsewhere

i levels, The increases in requj."rgma_ntu and

sz ghown in the following Ctable.
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. ihe ¥ational Defense Reserve Flect (NDRF) ships have provided
over 33% of the required increase in capability, the unsubsidized
., operatoxs over 40% and the subsidized upntatnrs abnul‘. 20%.

Even so, there ia more capabilit:,.r in each nf these flcets which °

e e e ————————
cnuld be called upon to meet additional requirements. As shown in
— R - —‘-——-_—.—.-.-.-.—J__-
the next table, during the firet half of FY68, DOD used about 443
i = — —%
notional general cargo ships, or about 40 percent of the total
e =
patenl:inl ganernl cargo capability in the U.S5. fleet (active and
" reserve). ;

General Cargo Capability of the U,5, Fleet
and its Utilization by DOD
) Notional Ship
A Capability Used

by DoD Percent
Notional in 1lst Half Capability
. Actual Ship of Used by -
Source of Capability " Ships®/ capsvility®/  FY68 DoD . .
Total Private Fleet = - 619 ' 635 30k 47,84
&, Subsidized Fleet 313 Wt 953, 104 29.6
b. Unsubsidized Fleet 306 - 284 L0 1 I 0.4
MSTS Nucleus Fleet ; o - M TR e BB L 100, 0%
NDRF Fleet C sk it . 106 25,k
a. Quality Ships 254 . . 183 106 919
b. Useable Liberty Ships 187 125 - .
¢. Convertible Troopships 100 109 - -

. -TOTAL ALL U.S, FIEET 1,203 1,085 °* bhy . . bo.B.

'
i Yot

&/ As of March 31, 1968.

. b/ Because of the many and diverse ship types varying in size and speed,
a standard measure of capability is used; such is the notional ship.

This ship is defined as having the fallﬂving characteristics: egize
+  or bale cube equal to 15,000 measurement tons or 600,000 cubic feet;
speed equal to 15 knots; loading and unloading time equnl to five days.
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A sccond war on the scale of the Korcan war, should it break
out while we are still in Vietnam and still supporting our other
warl:'lwidc: deployments, would require about 260 more notional general
“cargo ships. Although’we would have tu use almost 901 of the
privately-owned active fleet or breakout some less efficicnt Liberty
ships and convert some troopships (at a cost of $3.4 million per

ship), the requirement could be met from U.8. resources alone,

.
B e
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CHARGE: There is a shortage of tankers. Past polices have left

us weak and unprepared so that we cannot meet defense tanker
. ?uquircmcntsltndny.
ANSWER: The Vietnam war has doubled our requirement for tanker
secalift. In FY1965 the Military Sea Transportation Service (MS51S)
moved 17.7 million long tons of petroleum, oil and lubricants (POL)
an average of 3350 miles (or a total of 59.3 billion long ton-miles).
Today the worldwide MSTS tanker requirement is 122 billion long ton-
miles anﬁuilly. i Sy, i

MSTE is today meeting defense tanker requirements without
difficulty by using the 26 tankers in the MS5TS nucleus fleet, 50-
55 U.S. flag tankers (or about 25% of the private U.S. flag fleet)
and about 25-35 foreign flag tankers. Wec chartered these relatively
gsmall foreign tankers because U.S. tankers of comparable size were
not voluntarily offered even thnugh an ample supply exists. For
example, only 18.5% of these small (10-25,000 dendwaight tons {HHT}J
U.S. flag tankers ‘are now being uaed by Dﬂﬂ. j =

Even though the foreign tanker owners kqnw,thqt Uﬂﬂ. tankern."
have not bﬂﬂn made available in the quantity needed, we are now
chartering the foreign tankera at only 35-40% of the u §. charter
rates, Thus, we now know there is enough competition among foreign
tanker operators so that thﬁy cannot conspire to set artificially
hinh rates. ; R ey

The tahlun helnw nhnwa' (1) Current DOD uée ﬁé tﬁa U.S.
tanker fleet and (2) the size npd flags uf.regintr? of the foreign

tankers we are uging.




DOD USE OF U, 8. TANKER FLEET

(As of April 1, 1968)

Inventory of Private U,8. Tanker

Flect Use by MSTS

Tanker Size No. of Total IWT No. of Total DWT % Use
Catepory Tankers (in thousands) Tankers (in thousands) by DHT
10-25,900 DWT 155 ' 2943 17 336 18.5%
26-35,900 DMT 73 2273 27 . 826 36.3
36-50,000 DNT L +12003 _ . o Mo e, 322 32,07
50,000+ WP _5 30 S ey 1.0

Total 254 6613 52 1581 23.9% .

FOREIGN FLAG TANKERS ON CHARTER T0 MSTS
(As of April 1, 1968)

Notional No. DWT

Flag Ships in_thousands
Greece 6 . 110 2%

+ United Kingdom 3. et o BY

Norway <13 . 282
Italy 1 19
W. Germany e | 18 .
Liberia 5. 129
Panama 3 100
Japan 1 8 : .E]: 5 7 :
Swéden el ! e L g .

Total / gk :le :




s
"|" - I'r_._.-
St B

ghips cost loss.
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CIIARGE: The National Defense Reserve Flect (NDRF) is inadequate.

The ships ave rust buckets and cannot be manncd. Privately-owned

ANSWER: NDRF ships have provided the surge capability to meet
i e — e
T = e e e

current defenge necds just as they did in the Korean war, Since
q:-..,..._.__“-——— -

July 1965, over one-third of the increased DOD general cargo

shipping requirements has been filled by NDRF freighters. At one

time 172 NDRF freighters were in operation for DOD. As of April 1, 1968,

the number has decreased to 145,
These NDRF ships have suffered mechanical jbreakdowns and sailing
delays due to crew unavailability. Some have been very costly to

operate. As a group, however, these ships have performed well ;p
e

Enmparisnn with privately owned wvessels, For example:

#
e - |

Breakdowns Lk

Du?ing the 18 month period July 1965 to December 1966, the

NDRF ships had an in commisgion rate of 95%; by comparison, chartered
vessels from the private fluatlhad.aﬁ in cnmminéf;n1ra£e of 97%.

HDEF Private Charters

Number of Potential ?byagé Days Available 45,350 62,638

. Number of Days Lost Due to Mechanical Breakdowns 2,249 : 1,904
Percent Days Lost Due to Mechanical Breakdowns 5% 3%

Crew Shortages

The seagoing labor force gemerally can man our NDRF ships
without difffculty because at any time there are more men in the
labor force than there are jobs, The Maritime Transportation Research

Board Study, '"Manpower Status of the U.S. Flag Oceangoing Merchant



. Marine=An interim Report" showed that there are between 1.h2 and, 1.56
men in the scageing labor force for cach job on the privately-owned

U.5. flag vessels (for the otudy period April 1962-March 1963).

s

. : F— S

Number of Number of Men
Jobs Employed Men per Jobs

Deck Officers 5899 9,021 1.53
Engineering Officers 6512 10,766 ' 1.65
Radio Officers ik 1251 el o By YR b AL et
Staff Officers Y., fois 582 830 1,L43
Unlicensed Perscnnel 28,624 k4,180 1,5k

(Skilled) U
Unlicensed Personnel 15,560 24,340 1.56 :

(unskilled)

. Total 58,448 90,011 1.56

Men not actually on the job are on vacation, are sick or are
'bntuuan jobs, For u:ﬂampln. d.u.rln.g the }rnar kpril 1962 - Hart:h 15‘53

nty

the average annual mpln}*manl: under arnicles fm: uEficera was:

¥ w?

Deck Officers 179 days
Engineer Officers . 188 days
Raﬂin.:- Officers 202 days
Staff Officers . 198 days

The average a.nnua.l employment under artitles f'nr the entire

mﬂicensad work force was IEE days broken dnwn as fnumra-

Skilled Unskilled

. Deck Department - : 186 days 148 days
Engine Department .o 19R 1Lh

Btewards Department 192 160
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. ships that ave activabted from a reserve status can be manned
without vamanageable difficulty by better organization of the work
force (i.e., reducing the imblance between jobs and men) and by
+ ‘providing incentives for the men to reduce the amount of vacation
time they mormally take. However, the effect of thesg actions mey be
reduced if the emergency requires a prolonged use of the activated

shipa.

General Cargo Ships Used by DOD

NDRF Ships IPrivate Charters

July 1955 - December 1966:

Number Potential Voyage Days Available h5;35D _62,633
' Days lost Due to Crew Unavailability 608 155
.- . FPercent Days Lost g 1.34% . 0.25%
May 1966 - Janngary'lgﬁﬂ: ;
Nurber Potential Voyege Days Available 91,711 10k ,1k46
. Days Lost Due to Crew Unavailability .- 1,498 R
' .Ptrcént Days Lost : 1.63% 0.18%

S ————— PR S R < T by el
'
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As the table shows we have recently experienced Bum-l;whﬂl: more
sailing ﬂelaya'bécauae of crew unavailability than we did n 1965
and 1966, though the delay rate is still quite low. We have had to
make some short-handed sailings (usually without a junior deck or
engincer officer) but most NDRF sailings have-been mﬁde-wlth full
:émﬁlemants.n Short handed sailings are aoceptable ahll;ng as they
arc the exception and not the ﬁhlt. The table below shows the

. difference in a normal and a short manning scale for a Victory

class cargo ship.




Minimum Provided

Normal ghort ¥ vy Const Guara B/

Deck Officers ; 5 L L
Eﬁﬁigecr Officers & 1 ) L ' P
Radieo Officers 1 o i J _ 1
Purser’ : 1 T - - - -
Unlicensed Deck 1l B L 7 ; 9

Dept. ; ;
Unlicensed Engine . 11 8 6

Dept. [ : s WAL AR o s s R
Steward Dept. . i 10 : A ' (7)

Total L R 35 31

Minimum acceptable.

af

b/ Provides only enough men to man the watches on a 2l-hour basis
and to meet minimum safety-of-life-at-sea requirements; no
?tewardn are included in the statement of minimum crew size,

b o

&

Costs
Today's NDRF cargo ships are old: (23-25 years)-and are less
efficient to operate than the newer, more modern freighters. In

addition, they are expensive to breakout of mothballs when needed.

" However, the H@EF ships are wvery cheap to maintain when there is no

emergency and their capital costs (rehabilitation and conversion)

are very low in comparison with the U.S5. prices for new ship comstructiom.

For these reasons they offer a low cost way to meet emergency shippiqg

-raquirnﬁnnta. Our experience has shown that it has been desirable - ‘;

to accept the larger costs of using less efficient ships in an emergency

if those ships are much less costly to maintain when you don't need

them,

=

R R




| Total Increased Cost of Using NDRF ~ § 90.1 million

For cxample, the 10-yecar cost to the Govermment (reactivation
cost plus the peacetime cost of preservation) for the MDRF ships
that have been used to meet recent defense requirements was about
597 million (of which.$90 million was for reactivation alone). 1If
this $97 million had been spent for paying operating subsidies 1:,4:
private shipowners, it would have supported only 20 percent as much
sealift capability as the HDRF ships have provided.

Fur thermore, although mot as efficient as some modern cargo
liners, the NDRF ships used to meet recent défé;sé fa&ﬁiféments have
been only $90 million more expensive than if we had bought equivalent
capability from U.S8. flag berth liners (i.e., the common carrier

general cargo ships). (See the following table)

- .
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NDRF SHIP COSTS AND PRODUCTIVITY DURING THE 30 :
MONTH PERIOD JULY 1965 - DECEMEER 1967 W' S

Activation Cost $ 90.0 million
Operating Cost &/ Tt ‘ | ? 361.1 million :
Total Cost : $ 449.1 million
Total Productivity : 6%,?51 million méasurement ton-miles”
_ Cost per 1000 meas. ton-miles § 6.72 . -
'Cost per 1000 meas. ton-miles that: i 237
DeD pays for using privnte liner ¢
vessels i
Cost Difference : 1.35

Ships instead of liner ships : FIRab e

~ during the 30 month period

a/ Does not include cost when ship is put into a rasduced operating
status because of a temporary excess capability,

l—.l.-—---d-'—r-r el = By a®
s L o
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CHARGE: Foreign flag ships owned by either U.S. or foreign citizens
. and manned by aliens are unreliable. We cannot count on them in an
emergency to move defense or urgently needed civilian cargoes. The
S Bifactive UB. tontrollsd (EUSCY concept is worthisss. :
ANSWER: DOD must use U.S, flag ships (Cargo Preference Act of 1904).
Even in emergencies, fur#ign ships may only be used when no U.S.
flag vessels are made available. For these reasons we have not used
much foreign flag shipping. However, when we have been forced to
« turh- to this'market, there L_hé:-.re always been eﬁuugh-fureign_ﬂa.g Eh:l.ps_-"
offered to meet our needs. For example, during the critical early
period of the Vietmam buildup, _vhen we did not know how much shipping
we would need and for what length of time we would need it, we asked
{* for all offers. In response, there were 39 more foreign flag urgl_:ﬂ

. " ships offered for hire than U.S. flag ships.

AVAITABILITY OF GENERAL DRY CARGO VESSELS

Foreign = Ve U.S.
Number Numbexr Number Number
; Of fered Chartered . Offered = Chartered
Time Period e - I-IEISE/ by MSTS . + .to MSTS by MSTS
11-20 June 1965 20 0 0 A
21-30 June ; 6 0 i 3
1-10 July 15 1 L L
11-20 July 2l 2 25 25
21-30 July 5 11 0 10 10
31 July-9 August - @ 2 Qs L 14
10-21 August i 38 8 21 21
=4 R i 116 11 o B i A
&/ These rumbers represent the actual mumber of vessels offered’ to

M5TS. o

] \
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Foreign flag tanker owners have also been ready to lift DOD
cargoes. Just before the Arab-lsraeli war of one yecar ago, an MSTS

golicitation for tankers resulted in 138 offers by forelgn tanker

' f operators; only six were nceded. As of April 1, 1968 we were using.

34 foreign flag tankers (24 from MATO countries, 8 from Liberia
and Panama, and one each from Japan and Sweden) because the U.S.

tanker fleet was not voluntarily offering enough capability to

satisfy our requirements.

Crews can tie up shipping by refusing to sail, and their reasons . -

may be political as well as economic ones. However, this is the

exception rather than the rule; basically ships go vhere their owners
et ——— 5

‘want them to. This is true because in international shipping
s

labor as well as management and capital is an international resource.
- e — —

e

- Seamen of many different nationalities may be working on the same ship.

On many English ships most of the of'ficers are English; however, the
majority of the crew may be Pakistanis, Indians, Hong Kong Chinese,
Italians, Creeks, etc, It is reﬁurﬁed that on Norwegian ships (the
third largest merchant fleet in the world) more than 25% of the crew
members are fufaignﬂra. Since the supply nf'labur;ia'ﬁull diversifih&'
~and ﬂipﬂe good -paying jobs are deai?ed,.it is wvirtually impossible for
crews to dictaﬁe on any significant scale whether or not ships will

carry U.8, civilian or U.5, military cargoes.

Effective U.S5. Controlled (EUSC) fleet ships are owned by
:fureign‘affiliatns af'y.s. nampanies'and regiﬁtarui qﬁ?ag'fnéetgd ._I
flags. We balia;a that in a full scale national emergency they will
be as available as U,S. Elig ships to meet ‘either military or civilian

requirements. The owners of these vessels are contractually committed

——— S ——

SE———




to the perviece of the U,5, in Lime of cmerpency, in return for U.E. :
war risk insurance, This is a definite incentive since most marine i
_1nsura:3ce p-nlickigs_prpvidc no prolection againﬁil; war risks. Il‘_urth_er-
mure; since the vessels in this catepgory are registered under either the
Pana.m'an_:l.a.n, Liverian, or Honduran (PANLIBHON) flags,. and gince these i
countries unlike major maritime nations permit ownership by forelgn -
natural or corparate citizens of vessels under their flags, and since
the,‘r t‘lﬂ n-:r‘t- prﬂhi'bit pledges by owners of veuala under 'I.'.heir fla.gs ‘l'-l:'r
trhe service of -::ther nations, the contractual cumnitment is i‘elt to he

Becure,

There are stronger economic reasons for believing these ships will
be made available when needed. These ships belong to major U.S, oil

companies and to major steel and aluminum companies, They are used to

import to the U.S. the raw materials (crude oil, iron ore, bauxite,

etc,) needed by these U,8, industries. The U,S, companies which own the

Bhips naed them to haul their own cargaes which nre A, verg lu.rge pn.rt- n:'

a 0

our own Emergem.:jr cargoes. The tn.hla belmr ah-:-ws the pr&:imirmtely
- tanker and dry bulk chdracter of the EUSC fleet: et

SHIPS REGISTERED UNDER THE LIBERIAN, PAFAMANIAN AND
HONDURIAN FIAGS AND DERMED BY THE NAVY DEPARTHENT
T0 ‘BE UNDER EFFECTIVE U.S5. CONTROL
\As of June 30, 1967) iy

Deadweight Tons

Type of Ship No. Ships (in thousands)

Tankers : : : ‘268 ' 10,875' % i
Dry Ore Garriarl S T ; . 100, - R 92T o heint e
Freighters : PHSURER - R . '
Combination Fraightarfhlunger M Bl v 60




It has not been necessary to take emerpency actions to pet these
EUSC ships nor Lo make any specific appeals to their owners. We have
'trgin,_.ahln to-satisfy our cu?rent needs by us;lm_; ':'“.1-'-'!' wl:;luntnr:.r nm::t_r_aci:.s._
Moreover, these EUSC ships are much more useful for meeting emergency
eivilian needs than defense needs because:

&, There is no militery need for dry bulk carriers,

b. Most of the EUSC tankers are designed to haul .crude oil

efficiently; this means very large tankers; the military need is for

5 L

smaller product carriers.,
¢. There is not much general cargo freighter capability in the

EUSC fleet, uqﬁ there is virtually no new bui}ﬁ;ng of these ship types.

Yet these are the ships which harrf bu;.nmmunitiun, food, tanks, trucks,

ete,
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. CHARCE: Without an immediate and wmassive fleet renewal program for ;;-.;.r
merchant marine, we face certain ruin.
: M Ir'.uch of the private U.S, fleg fleet is old and may not be operable .
at reasonable cost through the mid-1970's. However, there is enough new {\ 5
private shipping which wvhen combined with ships in the National Defense Reserve |
Fleet (NDRF) can meet most defense needs. We do not need to rush into an
e e T g

expensive, wasteful building program. Although we do need more new ships, our
[ P e, e i oL

most urgent need is to restructure the maritime ;prc-grma to 1mter the verz.r

h:l.gh priue we pay for merchant marine support.

As of March 31, 1968 there were 264 privately owned U.S. ships of 15 yi;ara
or less in age. The total reaches 303 ships if ships currently under construc-
tion are added. Because these new ahipa-m much more productive, their
capability is almost half that of 'the current fleet though in numbers thler

constitute less than one-third of the current private fleet . - e

]
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JERIVATELY OWNED U, S. FLEET

Ships Under 15 yrs, in Age

_Current Fleet a/ . _and Ships Under Constr.
- DMT ‘Notional . DWT Notional
Ships in thous Ships Ships (in thous) Ships
General Cargo Ships 619 7110 635 183 2610 &/ 280 B/
Tankers 254 6615 - 400 120 4261 265
Dry Bulk Carriers 39 1074 50 - - -
TOTAL 932 14,799 1085 303 6871 545

a/ Excludes 14 passenger ships, 26 minor I:.unkar& and 13 spnci.al praduct .
carriers. : e

b/ The newer general cargo ships are shown to have only 37% of the DWT as
the current fleet but 44% of the notional ship capability. This is
explained by the fact that the newer ships are much faster (20 to 23 knots)
. and have more modern carge handling. gear which reduces turnaround time and
increases total productivity. A comparison of new tankers with older ones
on a DWT basis is mot too inaccurate because new tankers are not much faster
than older ones (16.5 knots versus 15 to 15.5 knots). ;



._ However, these newer ships by themselves will not be sufficient to meet
future national security requirements for up to 535 notional general cargo .
ships, 150 notional dry bulk carriers, and 485 notional tankers. (See e

requirements in table below.)

Shipping gnabﬂil:z Required to Meet Natiomal Security Needs
{(In Notional Ships)

- Defense Mon-Defense Civilian
. : Neods Needs, i Total - ..i¢
General Cargo &/ 460 . 75 535
Dry Bulk Garriers 2/ 0 150 150
Tankers £ 260 225 485

a/ A notional general cargo ship is defined to have the following characteristics:
15,000 measurement ton (600,000 cubic feet) bale cube; 15 knot speed and a
5 day load and 5 day unload time,

./ A notional dry bulk carrier is one which has a 22,000 DWT lifting capacity
and a 15 knot speed. ) ;

e/ A notional tanker is one which has a 16,000 DNT lifting capacity and a
15 knot speed (roughly a T-2 type tamker).

# o ' o F ol B v

We can meet these needs by (a) wpgrading the NDRF and (b) building new -.
ships for the ae..tive private fleet, '

Tn:l:a.;-,r‘s NDRF, although ma.d.e up of nid World War II -'l:-uilt alai'ps,. can pro-
vide substantial general cargo shipping capability in the near-term. On
Decenber 31, 1967 there were 1,277 ships in the NDRF but only 541 (including
149 in operation for ]Jc_:D] were useable as cargo Bl!ipa'. " Of these 5l11!
about .269 [uxl' 243 :.mtin:::a.l. Ei:lii'}ﬂ:l can be adequately and ennnmicnlly pre-
siived 2or van dnto the mid-1970's and in some cases to 1980. These 269
. ships include 169 Victory cargo ships a.nﬂ 100 AP-5. troop tra.nsfmrtsi which

can be converted into cargo ships.

.
e ———— . T




Thus, the exisling new private flect and the NDRF are not enough; we

mast add new dry bulk carriers and tankers. (See table below).

,iucueﬂ Ehippmg anuirmcnta und Lapa‘bili"it-.s
(in notional ships)

General ; Dry Bulk
Cargo Tankers Carriers
Projected Requirements 535 L85 1 150
Projected Capabilities .
a. New Private Ships Today 2&05/ 2658/
b. Upgraded NDRF 2li38/ - -
ci . Total - : 523 205 hepray i
Additional Notional Ehips Needed 1 220 , - 150
Additional Actunl ships Needed EE’( g = 75‘31{

a/ By 1980 we will have to start replacing these ships.

New genaral cargo ships being: built today have a notional ship value of
2-2.5. :

. Ef Asgumes new tankers will have an average size of 37,000 DWT; these are

|
5\

primarily product carriers and not the supertankers which move crude oil.

d/ Assumes new dry bulk carriers will average 45,000 DWT.

However, building énd operating this new tonndge is costly. T-::n.auﬁpbrt

the current fleet costs the taxpayer and the consumer a‘lbout__ﬁﬁ_ﬁﬂ_-#r'fﬂq million
annually in direct and indirect subsidies and social costs. This cost could A

' be reduced by mworé than half if operating subsidy systems are changed and the

costly prohibitions on foreign ship construction are removed. Moreover,
—_— ——————ee

:—.u-—-—--\—_
merchant marine reforms could bring about two other effects:

1. Reduced unit subsidy costs could make.support. of a larger fleet a
more attractive alternative. That ig, it may 'behnmat wﬂrthﬁhilu.t& support a_
fleet £Mt is larger than that needed for merge:nw-requimentu u.lqnu if the
subsidy cost can be reduced. :

o




. 2. Redueing the heavy dependence of merchant marine support on the
anmvual appropriation process and thereby reducing the heavy involveoment of
the f_mn:rﬂmc'nt in the operations of the merchant marine should stimulate,
-murﬂ private initiative, The current interlocking methods of government

support inhibit free entry into the industry and inhibit new ideas and fresh

managenment approaches.
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CiALGE:  Two out of every Uhree U.S. soldiers in Vietwam went there

by sca, We will soon need foreign ships to carry our troops becausc

U.5. passenger ships are petting old.

© ANSWER: Airlifr is ‘the primary form of DOD troop and passenger movement
because it can rapidly deploy our forces, because it conserves valuable

manpower which would otherwise be lost in lengtif}y transit, and because

today it can go virtually anywhere we may require.

However, for.some limited cases we need to retain the option of

_ delivering troops by sea; supporting commercial passenger ships is

the most expensive way to meet these needs.

Use of Passenger Ships by DOD

As the following table shows, airlift was used during

: o S
July 1965 - December 1967 to make:
. over B8% of DOD's worldwide passenger/troop deliveries

| —
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over B6% of DOD's Southeast Asia passenger/troop deliveries '

over 79% of DOD's Vietnam passenger/troop deliveries. -

gl 5 o s
 Worlawide - T .
All Origins/ U.S. to U.8. to
1 ’ All Destinations Boutheast Asia. Rep. of Vietnam
ALY Sea Total  Air Sea Total Alr Sea Total
Jul 65 - Dec 65 811.7 172.3 984.0 173.6 83.3 256.9  65.9 TL.9 137.8
Jan 66 - Jun 66 950,2 13k,1 1084,3 2511 18.5 269.6 1h8.2 1,6 162.8
Jul 66 - Dec. 66 = :L'Lﬁl.llﬁ_ 152.};_ 1313.5 348.0 .'f'T'.(I:i-:-.II-EEI.ﬂI‘ 2229 'rEL ) a?g.lafr
Jan 67 - Jun 67  1207.5 109.2 1316.7 300.h 32.3: 332.7 191.0 31.2 222,2
- Dec 67 1hh2.6 106.7 1549.3 3!30.5- 21.2° koL.7 221k 20.6 242.0
th Totals 5573.5 674.3 6247.8 1453.6 232.3 1685.9  849.L 21k.7 106k.1
10.8 86.2 13.8 100.0 _ 79:8 20.2 :100.0

4 89.2

ol |

100.0

-



During the first six months of the Vietnam buildup just over 50%
of the troops moved to Vietnam went by sca, but they were all moved by
" military trn?pships. In fact,, during this 3Qimgqth_pe;iod less than
107 of DoD's passenger/troop movements by sea were via commercial .
ahips; yet 90% of paasengerjtruup movements by air were via ccmmmréial
aireraft,

This relatively small use of commercial passenger ships and
relatively large u;q of commercial aircraft are due to the fact that
énu;érciél hircr;ft canlhe rapldl& and cﬁéayly';;cn;néatad to thel
movement of trnufs and can be quickly diverted to the area of need,

Passenger ships operate on fixed routes from which they cannot
be quickly removed and these ships have®*luxurious furnishings that
are costly to remove when lifting troops. The table below shows the
planned DOD use of commercial passenger ships in FY1969; it is

representative both in number of passengers and the nrigin!ﬁantlnatiou

patterns of the use of these ships during the 1960"s,

?LAHWED DOD USE OF US gguyg g;gk TAEEERGER EHI?
Areas of Operation o0 0"+, Numbexr of Passengers
_ 'Between New York and Europe 15,750
Between New York and South America 1,100
Between San Francisco and Hawaii, Japan,
the Philippines and Australia 9,300
TOTAL 26,150

Economics of Passenger/Troop Sealift

&

DeD with military troopships than with Eommercial passenger ships

The 16 military trooapships have a total emergency capacity for 50,000

s dgw

It is much cheaper to maintain a passenger sealift option for '

troops. They do not have to be fully operated to be ready when we nced

£
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them and cost about %20 million ammually to maintain when not needed.

¥EF 13 vU.S8. flag subsidized passanrpr nh:ps have a total emerpgency

-.u.-.--—

S g

_IcapaniLy for 23 l]l}t} troops, anf.l the government mufi:. pay over .$-5l:l million.

annually in upnrating gubsidics to maintain them.
P e .

 For the routine movement of troops scalift is too expensive

because it wastes manpower, Fﬂr'example, if the 16 military troopships
were used fulltige to move troops between the IJ.S. and Southeast Asia
their annual operating cost would be $64 millian. Th& cost of charturing
equivalent airlife napablllty wnuld be §76. ﬁ millinn. Hnwnver, the use
of airlift would save 19,000 man-years by reducing the number of troops
in the pipeline.. This amounts to a manpower savings of §95 million .

(assuming the cost of onn'mnn-yeaf-in $5,000).



CHARGE: The Department of Defense wants to build its own merchant flect, |
the Fast Deployment Logistics (FDL) ships., This program is a boondoggle
which will undercut the historic role that the privately-owmed merchant

~ flect has always played as-our fourth .m:m- of defense, - : LR e
ANSWER: The Department of Defense supports a merchant marine that will
meet its peacetime and emergency requirements for shipping. DOD has
ﬁendad, needs today and will need in the future a substantial amount
of commercial sealift, . The DoD owned sealift capability (the MSTS
fleet) consists of 27 cargo ships, 42 LSTs, 6 aircraft ferries, 13_;@&11~-
special cafgn vessels, 26 tankers and 16 troopships. Twenty of the ‘
26 tankers are contract operated for DOD by private companies. The MSTS .
fleet is providing less than B% nf-the total nﬁrﬁu lift required today.

The Fast Deployment Logistics (FDL) ship program has been proposed

. by DOD to provide, together with our C-141 and C-5A airlift fleet, a
rapid deployment capability. Because it takes time to asscmble from trade

routes, commercial shipping cannot provide quick response capability in

sizeable amounts we need, Additionally, the FDL has been designed to . 2

efficiently store the bulky, outsized wheeled and tracked vehicles and

-hulicnpterﬁ that our land forces will possess in. the 1970s. It will be

t ahle-go store them for prolonged periods of time under dehumidified e
conditions. ft will be able to discharge its cargo over-the-beach
(without ports) with embarked lighterage in less than 20 hours. It will

: permit the retention of unit integrity at the brigade ievel for the early

b o ;déplnrlng forces. It has been said that the FDL program is a boondoggle &

because they will serve n'qualttunnbla purpose lnd.mnr never hn.ﬁlld.

. In fact, because the:FDLs i:agtl:hnr with airlift will be able to move our
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land forces more rapidly, they will incrcase the effectiveness of the

land forces. Should our land forces ncver have to be used again,

the FDLs will nmever have to be used. What we are buying, however, is
* militdey preparedness,

It has also been argued that commercial ships could be designed to:
do these jobs. However, if commercial ships were equipped for these
missions and held in readiness for ﬁuick reipnnse, then they would be
FDLs, not commercial ships.

W= ., The FDL will not be used as a point-to-point cargo vessel in
Icumpetitiﬂﬁ with private shipping; to do so would nullify its nhili&y

.tu perform its designed mission. However, there is a definite nced for
shipping to move the cargoes necessary to sustain the forces once they
are depluyed.' These jobs.and the carriage of hoﬂ's peacétimg cnréoes can
best be done by the merchant marine,

In the mid-1970s DOD will require up tnlhﬁﬂ notional general cargo
ships (about 250 of the modern C-5 type freighters) and up to 260
notional (T=2 equivalent) tankers (about 175 tankers of the 25,?ﬂﬂ DWT
size) in addition to its own programmed forces.-. The DOD.supports a - .

merchant marine which will make this amount of emergency shipping

0

‘available to meet its embfguncy,na&&n.

-

X

“
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. CHARGE: The Soviet Union is burying us at seca; its goal is to dominate

the world's sca lancs.
. ANSWER: 'l'hr: Soviet Union's merchant .fleet is not now nor will it
become a threat to our commerce or the dominant force in world shipping.

The facts are:

1, The-size of the Soviet merchant fleet has more than doubled
since 1958, yet today it possesses only 4.7% of the total world's
merchant marine capability.

s VA e e I-!ERE}LMI'I'FIIE:'.'I'SDFTHEHGRLB
- QCEANGOING SHIPS OF 1000 GROSS TONS AND ﬂ\l'ET:i
(as of December 31, 1966)

Number of Total Deadweight Tons Percent of

Ships (in millions) Total by DWT
Total World 17,110 219.9 100.0%
. U.8. (Private) o5 gl 6.6%
NATO (Except U.S,) 7,605 g8.0 Lk .6
Sweden i3 BuLi 2.8
Tagan CGE o SO ploRR) Tk goig il L T ol
Suptotel 10,149 139.7 63.5%
“ Yaeria g bRl DRI g P s g g T 16.1
subt.ut:al 2,000 h2.4 19.3%
USSR . ' 1,343 10.3 LT
Warsaw Pact Countries 389 3.8 e 1
s Gl € o st Sy
" cuba | - ho 008 - 0.1
. Subtotal : 1,952 14.8 - : 6.7%
| Other Countries g 2,749 23.0 10.5%

2. 'The Soviet fleet is relatively new; sbout 58% of the total

- L]
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been constructed in non-Soviet shipyards and over 40% in non-Communist
shipyards. llence, the USSR is taking advantage of low cost construc-

tion opportunities and in the process is giving substantial business

‘to the world's shipyards.

3. We estimate that_tha Soviet Union will continue to build its
fleet and reach 13.7 million DWT by 1970 and 16-18 million DWT by
1975; however, the total world fleet is also exp&ndlnﬁ at about the
same rate and the Soviet share of merchant shipping will increase
to no more than 5%.in 1975, S st Y

4, Current Soviet merchant ships are on the average slower

and much smaller than the rest of the world's merchant ships. Even the
~merchant ships it has under comstruction or on order today are smaller

and less efficient for use iﬁ‘internnntinental ocean borne foreign trade
than are the ships of the principal maritime nations. The average size.

of the typical USSR freightér is 45% smaller than the average freighter

being constructed for the principal maritime nations; for dry bulk

carriers.and tankers-the comparable figures are %6% and 81%, °If iha_"

Sovict Union's intent is to control the world's commerce by forcing out

of business the commercial ships of other nations, it h'huildi.ng the

most-inefficient ‘ships for this purpose.

5. A more logical set of reasons for the Soviet Union's building

these ships are:

a. Many of the USSR's ports and those of its COMECON ?artnaraﬁ-
ate not too deep or well equipped. Smaller and less. capital intensive s
ships are more economical for this trade.

b. The USSR is expanding its coastal shipping as a substitute

for a large network of roads and railyuads. Shipping may be more
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in'regions to transport 'timber and minnfals-£rdﬁ'5iberin;'hgr¢'ag;in

cconomical than these other wmodes for much of the domestic traffic, par-
ticularly at this stage of the Soviet Union's cconomic development.

c. Freighter shipping is used extensively by the Soviet Union

the ports are relatively underdeveloped and shallow. In addition, since
the distances to be travelled are short and a larger percentage of the
time is spent in port, smaller ships may be more economical than larger
ones.

*. Certainly this large ma'cnh_a.nt fleet gives.the - Soviet Union more.. -
nulf-nufﬂcianlé mobility. The ships could be diverted at any time to

move military or civilian assistance cargoes to its allies or to countries

in which it {is trying to establish a political and/or military influence.

However, this potential use of the Soviet Union's merchant fleet is not a
threat to our commerce or to world shipping. Putting more U.5. flag

ships into commercial service does mot counter ‘this potential use of

the Soviet Union's merchant marine. : -
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Comparative Data on
and the Worlds

USSR Merchant Ships
Mcrchant Ships af

‘As of December 31, 1965 - Current Fleet

&

L]

Combination Pass/Cargo Freighter
Averapgo Averapge
Gross oaT
Ape tons'  Speed Ape tons Speed
World ; 19.'?*\ 8315 15.8 15.3 7787 13.1
U.S, Pvt'ly ‘Owned 13,7 15037 19.6 17.4 . -11382 15,95 o
UBER'~> - . i t 26,4 5388 4.6 T+15.2° ‘" 5888- 12.6 ™
© Bulk Carrier Tanker
t Average Average
. DWT DHT
: Are tons Speed Ame tons Speed
u.v' 9.9 16088 13,0 14.0 25134 14.3
u. t'ly Ouned 20.3 18333 12.8 15.5 24211 15.1
USSR 10.5 5238 11.8 8.1 14875 13,3
truction D ries in 1965: i
r Avg, Freighter Size -jll.'."g.'.ﬂill: Carrier S Avg. Tanker Size
: in DUT Size in DT in INT
L S » T T i : i
Pieid gt e, S 30,317 46,121
J.5. 14,000 none 46,000
USSR 7,313 none 23,480
r . = _-_ 3 al a..‘::.'. _1_- ,.r ; 2 ph e i o . n 9
éf Source: "The 'Smgia]: Merchant Marine" U,S. Dept. of Coimmerce. (MARAD) .

. December-1967.
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Vessels (1000 Cross Tons & Over) Under Construction and/or On Order as of 30 June 1155_

; g . Soviet 2/ Principai'lﬁritime B/
Total World Us .Bloe . ; . Nations . :

Treichters: ; R : 2 i s A

Xo, e o © o "1,042 403 S LT AT R T

“otal DWT - 7,942,000 2,169,000 . " 688;000 3,467,000

Avg. DHT . 73021 5,382 6,035 . : . 9,738~

% of World by ¥o. - 100.0% 39,.0% 11.0% pr T 34.0% .

% of World by DNT Sy - 100.0% 27.0% i 9.0% ;. 45,07 -
Bulkars : _ : :

Xo. Sl 490 o _ S T : 271

Total DWT - 18,753,000 158,000 " 480,000 11,285,000 - -

Avg. DWT ; : 38,271 22,571 - 20,000 : A 4T, 642. -«

% oi World by Yo, _ 100,0% 1.4% - 4.9% . "55.3%

% of World by DWT 100.0% : 0.8% " 2.6% 60.2%
Tankers . - ; _~

Yo. : 441 1307 - 5 Y s g 180 -

Total DWT . : 23,537,000 1,891,000 196,000 . . -13,564,

;vg. DWT 53,371 14, 546 24,500 . 75,355

% of World by No. . 100.0% : 29,5% 1.8% - Y e 40.8%

% of World by DNT 100.0% 8.0% L B . 57.6%
a/ Zuligaria, Communist China, Czechoslovakia, East Germany, Hungary, Poland, IRLmanS.v'..

B/ F‘l West Germany, Greace, Italy, Japan, Ng:he', Norway, Sweden,, U.K., U.S5.A.  : .



CHARGE: The cost of supporting an adequate U,S, merchant fleet is relatively
nodest; as a nation we can afford to pay it.
ANSWER: The cost of subsidizing the U.8. merchant marine is not small.

" Under clirrent subsidy systems and prograums we will pay as taxpayers and
consumers about $6.6 billion over the next ten years to support the U.S8,
merchant marine. However, only 35-L0% will be paid in direct subsidies;
the remainder will be hidden in indirect support and prﬁtectium progrems.
These hidden subsidies make it difficult to determine the true resource
:ust to support this industry. i ke a et R TRk e e oA

If reforms to reduce unit subsidy costs are not made, the $6 6 billion
cost will probably grow larger. Today there is much agitation to increase
direct subsidies (up to $300 million annually in construction subsidies
alone) and to broaden the application of tax exempt capital reserve funds
(raising £he annual tax loss to the Treasury to $30 million) and to increase
the scope of cargo preference by requiring that certain percentages of com-
mercial cargoes be imported only on U.S5, flag ships.

. The subsidy is by no means small. Théféfbre;-ue'ﬁmst-eleariy'deteri
mine how much ahipping we need and the least cnat way tn suhaidize it.

The table below and the ﬂiscussinn fbllﬂwxng it shﬂw in detail tha

+ estimated costs of 'each type of subsidy support.

10-Year Subsidy Cost

Subsidy Proprams | (In $Millions)
1, Construction Differcntial Subsidies (CDS) . “™» ' § 715.0 " T
24 ﬂp;r;tins Difféf;ntini-ﬁubuiﬂiia (oDs) : '-.. Tt § 7 . P DR il
a., Freighters lt.ld- Combination shipe Ak ' 1360.0

. b, Passenger Ships.' . ' i 365.3

e ————

= mrm -




.. Tax loss to Govermnent on Capital Reserve Funds 100.0
&, Non-Defense Cost of Cargo Preferonce il : lm&.?
. 5. Defense Cost of Cargo Preference ‘ 235.1
= 6. Required Defense Payments for Passengnr 'U'E:En.:el 4o :
Service 75.0
7. Cost to LEconomy of Cabotage Laws ‘ - 82430,0
a, Prohibition on Foreign Ship Comstruction . . 1280,0
b. Prohibition on Foreign Ship Operations . 1150,0
+ 8. Government Payments for Health Care of ; A A A e e b0 Wbl
Merchant Seamen and for Operating of Herr.hant
Marine Academies 200.0
TOTAL Subsidy Cost for U,S5., Private Flect $6579.1
Construction Differential Subsidies (CDS)
. The govermment pays the full difference between U.5. and foreign ship

construction costs. The ten year CD5S shown here would build 78 ships over
'l_:-hﬂ next: ten years. These ships when added to those previously subsidized
or under subsidized construction. today will produce a subsidized liner |
fleet of 227 vessels (350 notional ships) in the late 1970"s. The*
estimated construction subsidy per ship is $9. lT millinn A

gEeratinE Differential Subsidies (ODS)

e ' a Freighters and Combination Pussengarfﬂarﬁu Sh::ps

For certain ships in foreign trade the government pays the
: difference between U.S5, and foreign ship operating costs. The estimate

-shown is based on p:qring 0DS for 2616 ahip-yeara at an average coat of .

[
g B

$5Eﬂ 000 per ship- ;mu.‘r.

. b. Passenger Ships

Thirteen of the fourteen U.S, passenger ships receive cperating

subsidies. We currently pay nv_cr' $50 million annually for these 13 ships.




However, come of ithese ships will be phased oul over the nexi ten years
and only six will be left in Y0, Uhe cslimale shown is based on paying
~ODS for l_GJJ ship-years al an averape cost of $3.51 million per ship-year.

Tax Loss to Govermment on Capilal Heserve Funds i

The 1936 Merchant Marine Act allows the ship operators who receive
operating differential subsidies to place a portion of their before-tax
income into elther of two tax-free reserve funds, These funds are tax

free as long as they are used to build new ships; they are tax-deferred if
used Tor ‘other purposes. The Treasury Department has estimated that Ms
tax law results in an annual loss in tax revenues of ;'baut $10 million,
Non-Defense Cost of Cargo Preference

By law at least 50% of govermment impelled cargoes must be shipped
on U,5, flag vessels. This law provides the means for subsidizing many
U.S. foreign trade operators who do not receive a direct operating subsidy.
» This indirect éu‘hsidy derives from the fact that the rates charged to the
government are enough to cover full U.S, costs plus a profit and that these
_ rates are higher than those the government would neéd ‘to pay foreign flag
operators tt:'.l move the same cargoes. {Hnwgl?er, the law does not allow the _.
~ govermment 'I:.n diseriminate between those U.S., ar;eratars r;zceiving g direct
subsidy and those who do not. Since the operating subsidy payments are
not redux:ed. when these government cargoes are carried in subsidized ships,
the subsidized operators receive a "double" subsidy when they carry these
-cargoes.) In 1964 the Maritime Administration estimated .that. these rate
premiums for non-Defense Cargo preference ship:nent.d"ﬁn'i:.aued $87.4 million--
$9.2 million to t;l.;.u liner ﬂuat- and $‘_i"3.2. mill:l.un to the tramp fleet. The i

pmjucte& increase in these costs are based on an estimated 2% per year




increase in the carpoes to be corricd and an estimated 2.5% por year
. inerease in the indireet subsidy rote because of an inercasing efiicicney

. Eap between foreipn and U.8, vessels,

Defense Cost of Carpo Preference

-Cargn prefcrgncn laws require that all defense cargoes be carried on
U.S. flag ships when available and that at least 50% be carried on privately-
owned U,S, flag ships (typically 75-80% of DOD cargoes move on privately-owned
U.5. ships). These DOD preference cargoes are another source of support for .

- the unsubsidized U,S. ships since the rates DOD pays will cover full U.S.
costs and provide a profit, However, the subsidized liners are again
not excluded from carrying theaelnarguen &nd again-th&y receive full ﬁﬁernting
subsidies even when carrying full loads of DOD cargoes on their normal
sailings. Dunlcarga revenues are a large portion of total revenues for both
subsidized and unsubsidized operators as shown below for 1964 (before the
Vietnam war lsc;Lat&&);

e enues ceived b 8. Flag Liner Operators in 1964
(In Millions of Dollars), .

0

i Four Major

: . G . Subsidized = Unsubsidized &/ Total
Qutbound Revenues (Total) : 8418.0 4T 8163,6 . $581.6
Commarelul - v o =AY $199,6 98,0 o i 1238.6
DOD 98,5 £1.6 160.1
Other Gov't et 119.9 67.0 ¥ 186.9
- Inbound and Foreign to Foreign Revenues §125.B 8 55.6 r LN &231.&
ﬂmﬂfﬂiﬂl R lgg I-E - A #311 | W 2’5‘2 1-3

DOD 19:] e 26.0 .

' 5.6 9.1

- Other Gov't ' .. 7.5

éf These-are the only non-subsidized operators for whom total revenue data
was available; however, they did account for over T0% of the total
government generated revenue for non-subsidized operators.




oo coat o DO of thic cirpo prefbyvonee subsidy is estimated as Tollows:

{a) Assume each unsubsidized vessel requires about $525,000 per year in
indiveet operating subsidies - this is equivalent Lo ODS payments for the directly
 subsidized ships. Since there arc some 94 unsubsidized liner operators in
foreign trade, the total indirect subsidy would have to amount to $50 million
annually,

(b) Since 48.5% of their government revenues come from DOD, they
receive about $24 million in indirect subsidiecs from DOD (assumes
proportionality). i

(c) But in 1964, subsidized operators received the same rates as unsubsi-
dized operators. in carrying DOD cargoes; hence, since the iuﬁnidiagd operators
recelive 63% of DOD revenues and the unsubsidized operators 37%, the total
cost to DOD of these indirect ;ubuidiea (and overpayments) was $64,8 million
(524 million 4,37 = $64.8 million).

{d) The number of unsubsidized liner ships will probably be reduced
over the next 10 years and this may eliminate part nf the cause for higher prinea
to DOD for cargo servicas. Tha estimn:e of 3231 5 millinn is based on the :
assumption of reduced costs to DOD for sealift as the qnsuﬁsidiagd npatﬁtﬁrs
are phased out, :

Eeqpireﬂ Passenger Vessel Purchase

Congress has required DOD to spend $7.5 million annuslly for passenger
movements on U,5, passenger vessels, Because airlift is a more efficient

way to move people, this forced expenditure has little or no value 'to DOD' -

and would not be made in the sbsence of the reguirement




Cabotlame

A. TForeipn Ship Consltructicon Prohibition

Foreign built ships connot be used to carry ﬁqmcatir: U.8. _ocnan‘bpmc
“{rade :;ccmatal; intclf-caustai ;:rr to offshore s‘t;-.ites and terrﬂ;uri&l:s}. There-
Tore, the ship operators in these trades must use only U.S. built ships
and mﬁsﬁ pay full U.8, prices since there is no construction subsidy for
these ships. Because the more expensive U,S. built ships must be used,
the freight rates these operators charge are higher than would be the
case. if foreign built ships were allowed to be used. Thesé higher costs
are passed on to U.S. nhiﬁpars in higher freight rates and ultimately by
consumers in higher prices. Currently a‘hnut_EED to 300 ships (freighters,
dry bulk .carriers and tankers) operate in these trades. If these opera-
tors could buy their ships at world market prices, their annual capital
costs (amortization plus interest) would be sbout $128 million less and
they would pass these on to the shipper (assuming there is a competitive
market). This estimate understates the s::c?.n.‘l. cost because it geglectu
the fact that if the rates could E.E lowered, m&r;'c-ugnéa'wguld: be ah:l.x.:;;aﬂ-
: because it would then be economical t.c: do so, . o

B, Foreign Ship Operation Prohibition

Fnreiﬂm'ﬂng ships cannot be used in the dmﬁestic trades as
defined above. Because it costs less to operale foreign ships, if these
trades were opened to free competition the freight rates would be driven

down. These reductions would save U.8, shippers. about $115 mil‘.tiun annually.

Again this social ‘cost ‘is understated because lower rates would mean more

cargoes shipped. ek




Healih Care of U.S5, Morchant Seame il -

Tae Publie Health Sexvice provides free medical care to U.S5. merchant
seamen; <n 1966 this programcost $21 million. - However,” the number '
of secamen is declining and this cost should decline during the next 10 years.

Operation of Maritime Academies

The U.S. government operates the U.5. Merchant Marine Academy at Kings Point

and contributes to the cost of operating 5 state maritime academies. These

academies produce the mew merchant marine officers meeded by our merchant marine,.

Annual U.S. government expenditures are between $5 and 6 million ,
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~be maintained and competition can be strong if a way .is found te make

CHARGE:

Reduced operating costs on U.5. ships can only be achieved

at the expense of the scaman, i.e., by cutting his wages.

ANSWER: About 80% of the annual operating subsidy paid for cach U.S.

freighter ($520,000 per ship per year) makes up the difference between

U.S, and foreign crew costs,
cost can be accomplished by reducing crew sizes, and not by cutting

the seaman's standard of living., As in other U,S5, industries which have

Reducing this large ﬂlE?Eht of the subsidy

substantial foreign competition, the higher U.S, standard of living can

" the U.S, work force much more productive than its foreign nﬁunterpnrt.

o
T

Unfortunately, we have not been able to do this. As the tables below

show:
(;} About 73% of the wage costs in U,5. freighters are subsidized.
(b) About BO% of tEp tn;al operating subsidy is paid to equalize
wage costs. i
(e) Subsidy costs as a percent of subsidizable costs have not
decreased pvef the last 20 ycérh,.ﬂvcn on the, newer ships..
(d)

The average crew size of modern freighters is about the same
‘as tha'qvaragércruw size of a World War II freighters.

p——
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ESTIMATFD OFERATING  DIFFERERTIAT, BULSIDY FOR
U.s. EJUEC! |.|-|.i..£: U U]-'a.-'url.J."J..xu

1955
. (in millions of dollars)

' Operating Estimute% Subsidy as
. Costs Subsidy J 4 of cos
Wages (including fringe benefits)  $2L1.k $176.2 73%
Bubsistence 23.0 5.3 23%
Insurance:
Hull and Machinary 16.4 3.1 19%
. Protection and : i s e | 17.5 62%
Repairs and Maintenance h2.9 13.7 _E%
Subtotal Subsidized Cost $351.8 - $2157°8 s
Elements . S . AL b G L e s WAL e
Other Vessels Expense : 67.2 0 0
Total Vessel Expense 8/ ~ $hk1g.0 $215.8 529

_f' Refers only to direct operating expenses of vessel; does not ineclude
port expenses, cargo handling costs, capital costs and overhead.

y The percentages applied to obtain subsidy costs are average rates
for the years, 1955-59, the most recent for which final figures

. are available. i ‘

OPERATING SUBSIDY COSTS OF FREIGHTER VESSELS
. ~ BY VESSEL TYPE (1965)
{in nlllinns of dnllnrs]

¥
L

World War II fl:,rp-es Post World War II Types

Cch _ C-l(new)
_ Vietory  C-2 .(C-3 :Mariner C-U(new) Automated
. Total Subsidizable Costs  $9.L -$E.5.'r $55.1 $28.4 $29.6 .. §b.5 ;
Estimated Subsidy Accrued' - 6.1  '39.2° 35.1 '19.7 - 20.0 2.8
Subsidy as % of Subsi- 6  60F 63F TOR 67%h ' 63%

dizable Costs




AVERAGE CREW SIZES FOR FREIGIITERS IN U.S. MERCHAWT FLEED

Post World War II Types

, WW II Types C=3 c-b4 c-i
. *. . ‘Wickory - C-2 C-3  C-3- Automated Mariner.C-I Automated

Average Crew Size L6 4 49 L7 L2 57 5k 42

The price paid for large crew sizes is not limited to the direet

wage costs but is also reflected in:

(a) Higher ship construction costs, since there is-a need Enf more

'_hccbﬁo&atinna (additional room, furniture, nllafgur gillé}, latger hotel'"

gervice systems, added life saving devices ete. ).

(b) The indirect wage costs since larger crews need more coocks to
feed them. |

(c) Larger food and supply costs.

(d) Larger protective and indeminty insurance costs.

{c) Greater insurance costs for the added accomodations (hull and

—_

machinery insurance). =

One detailed study of the Mariner class cargo ship showed Eh;t
substantial cost rgdﬁntiupa could be nhcaipaﬁ_ﬁy automation nng work | -
ratinnnliz;tiﬂn (such as designing ships for less ahiphn;rd maintenancé
and more inpa;ﬁ ﬁﬂintennn:e hﬁ spacial port mainteﬁnnué crews). The
following table compares alternative manning levels with the current level

and shows the estimated net annual savings associated with each alternative:

L TP Sl | i . e
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Current :
Practice ALt I ALE IT ALt IIT  Alb IV

Deck Officers 7 5 5 5 b
Unlicensed Deck Ratings 1k 10 3 = 3

Total Deck Dept 2. 15 8 8 T
Engine  Officers 10 6 6 5 3
Unlicensed Engine Ratings =~ 12 T: "L 0 g

Total Engine Dept. 22 13 10 5 3
Stewards Dept. 11 _8 5 3 N9

TOTAL CREW b 23 16 13
Est. Annual Savings &/

(in thousands §$) BASE $319  $4s - $389  $3n

!f Ket savings after allowing for the annualized capital costs of more
automation. :

g
"

Alternative I requires no capital expenditures for autnmaginn; it is
merely the result of rationalization of shipboard work.

Alternative II yields the largest savings today; it provides for
nutamat;d boilers, mechanized mooring devices and mo shipboard maintenance.

Alternative III, which adds complete bridge control, and Alternative
IV, which provides for computer control of ship operations, are not as
efficient as Alternative 1I, since the added capital costs are not offset
by laréa enough reductions in nﬁerating costs. However, if the cost of
1xbu¥ continues to increase, these latter two crew levels may soon become
* the ﬁmit economical. (Since 1965 when this Etudy;wuércnmplatadr wig;-..
costs. on U.S. ships have increased by over 30%). 5 : .

Up to this point only U.S. ship crew sizes have bean discussed.
However, since the operating subsidy is based on the difference between
U.S. and foreign operating costs it is imstructive to review what has
* been happening to the crew sizes on foreign ;hip;,l i*uﬁlin-glpﬂ;“ﬂﬁﬁt;
wage rates are very low relative to the U.Bi-ihip owners have been ‘

reducing crew sizes.
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In 1960 a typical Japanese freighter was manned by 52 scamen
. while the same class of vesscl was operated by 44 seamen in Denmark,
42 in Sweden or Norway, 41 in Italy and &D_ in France,

In 1961 the Japanése ship the KINKASAN MARU (a 10,000 DWT cargo -
liner) was built to nperat;a with a crew of 43: later familiarzation with
the Iautnmutt,;d equipment made possible a reductiom by 3., HNow the ship is
operated with 40 men. In 1962, a 12,000 DWNT cargo liner was built to be
operated by 28 persons. Examples of changes in Japanese ship manning

‘practicés are shown in the table below:

__Cargo Iiner(10,000 DWT) Tanker (60,000 DVWT)
Non-Automated Automated Non-Automated Autcmated

1961 1965 .- . 1961 . 1965
Deck Df.ficura Jj -li ' 13 g
. Unlicensed Deck Ratings
Total Deck Dept. 20 16 20 b
Engine Officers lg 2 ]_11: 2
Unlicensed Engine Ratings y
Total Engine Dept. B I 2L 3 B
Stewards Dept. 2ES | 6 8 .70
TOTAL CREW b7 9. "9 30

These crew reductions on foreign ships combined with the relatively
; low cost of foreign labor points up the heed for the U.S. to act now
in coming to grips with the shipboard manning issues. In the absence

‘of action, ship operating subsidies will escalate.



Year

1958
1959
1960
1961
1962
1963

1965 -
1966

CiARGE: U.S. merchant ship construction prices are ROT twice as

high as foreign prices.

ARSWER: The President of the Shipbuilders Council of America has stated

: that’U;S. built ships are not twice as expemsive as foreign built ships. . .- °.

Yet, the Vice President of Matson Wavigation Company told the House
Merchant Marine and Fisheries Committee that Matson could not build the
two containerships it has on order at Bethlehem Shipbuilding without
cunstructinﬁ subsidy and that his.c;mpanw could buy these ships for
less than half the U.S. cost and get faster delivery from Japanese
ahipynrds.' Today Moore-McCormack Linns is guing the U.S. Government
becuase the Maritime Administration paid a 52% construction differential
gubsidy on some recently built ships; Moore McCormack wants a 55%
tnnntfu;:ian subsidy, .

The Eﬁllnwing table shows the construction subsidies paldlhetunan

FY 1958 and FY lﬂﬁﬁ for U.S. built cargo ships:

{in nillions of dollars)

No. of : U.B, ° _ [Est. Foreign Const. Diff. ° Subsidy

-_Ships : Price Prices Subsidy - ~% . Rate
15 © $ 165.7 §.087.15 e e R T R
1k 138.9 73.2 65.7 L7.3
13 e 169.1 . .. 86.3 Lo R L R hox
G B " 299,2 151.6 1L7.6 49.3
13 : 128.5 65.1 63.h 05 49.3
18 : 205.3 98.5 106:8 52.0
15 = .. 155.7 TL.3 8k .4 5l .2
1h 167.9 78.3 89.6 . 53.4
AT ke 2685 117.6 : 0.9 g i sl 5
150. . '$1688.8. Thia 500K

EE
o
4
@
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The construction subsidy rate has moved steadily upward (mot
down) since 1958. Under the current construction subsidy system the
U.S., government is today paying 55% of the construction cost of new
'"ﬁ;i;ratcl}f-mmud” ships. °
: U.5. shipbuilders contend that U,S., ship construction prices
could be reduced and that foreign prices would be higher if they had
to produce to U.S. specifications. If true, the U.S. govermment's
share of the cost would be lower since that share is the difference
between th U.5. and foreign construction costs, . .. -,- T

U.S, ship construction prices could probably be reduced by 15 to 20
percent if designs were standardized and if ship construction cuntéactn
were based on constructing 10-15 nhipn-at a time versus 3 to 5 as at
present, The larger contracts would enable shipbuilders to take advantage

of learning curve economics and also to modernize some of their facilities. l

Such reductions in the price of ships would lower the construction

R e

subsidies by the full amount of the price reductions. One way to
achieve this result.would be-to pay construction subsidies directly to the o=
shipyards thereby motivating them te design, produce and market -

standardized ships. A prnﬁrnm of this type ¢ould f;dude Ehe traditional

American preference (except for the war years) for custom built ships. °* "

It may be that foreign costs are underestimated today, although

many U.S. ship owners who have actively sought foreign bids for their

danignh do not believe so. The only way to raal}yﬁﬁas; this pgnpqnit%oﬁ

...nd to introduce more competition would be I;n'ali.nu some U,S., flag Fﬁipl '; %
to be built in iuruigu yards. Until this hippﬁnl; the arguments of

U.S. shipbuilders just won't stand up and the only hard facts will be

what the U.S. gnvnrhment pays in construction subsidies.



arc to be registered under the U.S5, flag.
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CHALGE: 7The plan to separate ship construction and ship operating subsidies

docs not make sense. We must build in U.S. shipyards all the ships that
ANSWER: In no pther country in the world are the fortunes of the ship
constiruction and ship operating industries so closely tied together as they
are in the U.S, OSome foreign countries provide operating subsidy support

for their active fleets. Some foreign countries provide construction sub-

sidies to their shipyards (whether or not the ship is .m::-ld to a ::.:Lt-izll or

to another foreigner for regiﬁtry in another cnmtry} Gther n::mmt-ries
provide capital subsidies to shipowners (whether or not he purchases a
ship in a domestic or foreign yard. The U.S., however, will pay operating’
subsidies only on U.S, constructed vessels., The U.5. will not permit a
U.5. fleg ‘I:n:t. foreign built ship to work in its domestic coastal trade.
The U.5. does not pay construction subsidies to U.5. shipyards for vesscls

they might be eble to sell abroad.

Alone among major meritime na.t-iona, ‘L'h.ﬂ U.E- dﬂeﬂ :nnt recognize that
its competitive advantaga i'n ‘huildin,g ships ma;.r 'he Very ﬂiffurmt from its
r.'nmpetitivﬂ u.d.vmtagu in operating ships. For example, the table below

shows, f-::-r two recent yea.ru, the p‘.l.:ture of world marchan'l:. ship building--

It.ha comtrie: i.n which the ah:i.pa were built and the iﬂl’.enﬂnd countries of

registry.

e - S i e S
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WORLD DELIVERIES OF NEW MERCHAWD VESSELS IN 1965 AND 1966
(‘fonnage in Thousands)
COUNTRY IN WHICH BUILT

g L _1?55 % . iBo.. o 1';'3-56I P T

Ships IWT by DWT Ships INT by INWT

Total 606 16,221  100.0% 706 . 19,L16  100.0%

Japan | 195 7,364 bs.g 243 9,55 9.z
United Kw 69 1,603 9.9 58 1,307 Lo e
Sweden : - 54 1,987 12,2 39 1,751 9.0

‘W. Germany . +. 43 1,239 7.6 :© 60 -. 1,516-. - 7.8
.Hurwa;y' ' - 30 70T h.h . 607 3.1
France % 19 696 4.3 1k ks . 2.3
Ttaly ;. 2B 356 2.2 16 - 748 3.9
Denmark : 18 260 1.6 21 722 3.7
United States 13 R T e 197 1.0
Netherlands 13 - 158%.1.0.9 17 382 2,0

Al1 Other Countries 134 1,611 9.9 193 2,095  10.8




REGISTRY FOR WHICH BUILT

1965 1966
No. Ships DWT ﬁrﬁ%% No. Ships DWT : Iﬂ]::ﬁ :
Total €06 5y a6EaL " 0008, - P00 18:ME 5 wob.0k |
Liberia . Th 3,L07 21.0% 62 2,99h 15.4% ;
Norway 86 3,203 19.7 8o 3,233 6.7% |
Japan Th 2,516 15.5 120 h,288  22.1% |
United Kingdom .76 1,913 11.8 5k 1,9 T.S‘il
et | 21 R el 65 e ML (P e b : 1,027 " 53;
Sweden I % LY B LsT 2.8 .23 - Ths 3.8 .
W. Germeny - 21 Lo 2.7 N/A N/A /A
F:;"unc& . 9 346 2.1 16 L2z 2,29
Dennmark ' 19 Mgl 2eo 23 589 3.06 |
Italy 15 296 1.8 . 12 538 2.8% |
United States 13 246 1.5 13 197 1.0
Netherlands 7 171 1.1 12 2 528 2, -;:1,-
All Other Countries 129 1,078 © 12.2 " 153 3,436 17.7%

Japan is the dominant mé:rchant"ship ‘hqilder_ {ncc:::uni‘fi,.ng for hﬁ-ﬁdﬁ of
total world deliveries) but sbout 60% of her construction is for export.
Norway, which has the third largest merchant fleet in the world constructs
in her own shipyards less than 20% of the tonnage she adds to her fleet.

Each year 15-20% of the world's new ship construction is being regiatered

in Li‘heria {almat exclusively by large mrpuratinm 'hi.qring ﬂm new 1nrge

dr;r bulk ea.rriera and tankers), yet not a single one of those ships has
been built in Liberia. The USER which has been reglstering about S.ﬁ of
the world's new t-omlage, has been huilding only 35!- of the increment to

its fleet in its own nhip;-,rnrds,
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Today's law do not prevent U.S. eitizens from buying foreipn
. built ships; rather the laws effectively prevent these ships 1i‘rnm
.'bt:m;_'. registered in the U.S. merchant fleet._ In :E'act, sinee Worl-'.l Mgy s d
Trlar II, U.5. cm:punies ancl their foreign afi‘iliates have purchased
1,115 cceangoing ships totalling 35 million deadweight tons in foreign
ship;-.mrd.z.;. This is more than twice the tonnage in the privatﬂlar-umud !
U.8. flag fleet toda;,r

o
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. CUARGE: - Without government construction subsidies to build merchant
ships in U.S. shipyards, tens of thousands of jobs in the U.5. ship-
building and repair industry would wvanish.

]":\ ,giq‘smcﬂ: Four p::."':::um; of U.5. shipyard workers are engaged in building

new occan going merchant ships. In no sense is the health of the

|
!

industry dependent on merchant ship construction.
Approximately 60-66% of the value of work done by private ship-

building and repair firms is for the U.S. Navy, as the following table

&

* “ghows, : T 0 ;

"VAIUE OF WORK DONE BY PRIVATE FIRMS IN THE
~ CONSTRUCTION OF NEW SELF-PROPELLED SHI
(in millions of dollars)

Military  Non-Military Military
Calendar Year = Total Ships Ships as % of Total
_ pi

963 $ 925 $682 . $2U3 The,
1964 1019 739 280 3%
1965 1018 Th. ST 3%

VALUE OF REPATR WORK DONE BY PRIVATE FIRMSY/
: . i (in millions of dollars) _
s " Military Non-Military * Military |

éalendu Year  Total Ships Ships s 4 of Total
’ 1963 U4hge ez . gerr Mg
1964 53 205 5.7 7. 330 3%
1965 S sy 335 - 53%

. . i T T . " S bt

3 gf Does not represent dollar volume of sales of the firms. ot e

"
"
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These fipures overstate the dependence of the industry on purely
. merchant marine work. This is shown by looking at employment data.
_\ About 110,000 production workers were employed in private shipyards
t;ﬁ of the eﬁd of 1966 Ehey were distributed tﬁfnuﬁhaﬁt Ehé'shipyﬁrd.- i

facilftiea as follows: a/

: Percent of
. Production Total Produc-
Facilities . Workers tion Workers
A. Private Yards (able to
.+, . . construct vesscls W75 ft. 5. o e (O
- and above in length) . 22 5,400 68.3%
B. Private Yard. (able to
construel vessels between ; ; s e
300-75 fi.) 0 o= 1,900 . 10.1%
c. Priénte Repair Yards . .
(no new construction) . 52 23,800 21.6%
. : 79 110,400 100.04% SISRE
-Ef About 25,000 additional workers are emplnye& in privately-owned

boatyards.

Kew ocean-going merchant vessels can be bui%q;iq the 22 facilities
in Group A.  However, over the last ten years, only 1l have participatéd
: in the subsidy construction prngriﬁ,.aﬁd’bnly five are ;ufking on uubs[dizad_
_cnntrantg}_ As of December 1966 thn.prnductipﬁ workers in these 22 yards .

were employed on the following projects:




 PRODUCTION WORKIRS IH 22 YAUDS :
ADLE TO CONSTRUCT FTARGE VESSELS (L75 FEET AID AROVE IN LENGTH)

Projccls Ennloyment in Thousands &
. Navy : 53, 100 o
New Const/Conversion 34,166 B
Repair 15,000 ; ;
: MALAD e ey a00 L T
New Const T, 300 ;
Conversion/Repair ' 0 :
Other Private Ship Work 12,300 : » 16.3
New Const S
Conversion/Repair 6,100 o : A
Non-Ship Work 2,700 3.6 °

As of December 31, '191:-&, 43 ur..:ea.n-gn:i-ﬁg metchant H‘hi.[lﬂ were under
construction; of these, 41 were being built under the MARAD subsidy program.
Thus, the construction of large merchant n-hi.ps employed about 7,300
production workers out of a total of 110,400 in private shipyards (or 7%).

- 1f the production workers at Haval shipyards are included (a grand
. total of about 194,000 workers), the percentage -of this total engaged in

the construction of new ocean-going merchant ships drops to 4%.




CIARGE: A small merchaat marine program will throw hundreds of
. thousands out of work and onto the public welfare roles.

" ANSWER: Technological change and mchrnizatiun Hi%l reduce the necdll;?
1='for U.s. }gréhnnt snamen. No realistically ;Ehievnblé expaﬁainn in :
the merchant marine can even hold constant the number of jobs in this
industry. The application of automation which can be temporarily
retarded but not prevented will greatly reduce shipboard employment.

However, these nﬁangeu do not have to cause personal hardships.
Because the U.S. seagoing labor force is 01d, reductions in the labor
force can be undertaken now without throwing today's workers out
of jobs. Rather changes can Ea nccnmn&uted rapidly through attrition,
Age and attrition data developed in the Shipboard Manpower study
done by the Maritime Transportation Research Board in 1962-63 are displayed
. below. According to these estimates about 50% of the active seagoing

labor furtakwill be reduced through attrition by the early 1970's.




COMMERCIAL SEAGOING WORX FORCE OF WiiE U,5. MERCHANT MARINE ‘—*f

. ' Percent of  Estimated Year that &/
: ‘Total Active Seamen Entering 1963 Work Force Will
.. Labor Force Average Age Work Force Be Reducecd by 50%
Job' Catepory™  (1962-63) - As -of 1963 Since-Jan 1953 - Through Attrition
Deck Officer 8,194 46.9 years 13% 1970
Engine Officer 11,472 L7.6 | | 9 19’?‘2-
Radio Officer i 1,784 Lo.1 6 1970
Staff Officer 888 - L3.5 | 25 1970
Unlicensed Deck
Ratings
(a) 8killed 21;036 43.6 . 25 ._ 1972
(b) Unskilled . 13,818 36.0 - . .50 ' 1972
Unlicensed Engine
Ratings :
Skilled 17,399 h5.9; 0 ik 20 972
.llnnkilled 5,800 BB ko g
Stewards Department - :
(a) Skilled 13,818 [ Filge0 B TR LR 7/ :
(b) Unskilled 14,130 45.0-"- 3k A N/A
Total Unlicensed. TB,STD .J L4,0 30 - Ry ' - :
Total Active Labor Force 100,708 g e ; - - .

af Includes Great Lakes shipping.

b/ fThe total active unlicensed labor force is 78,370 and is fewer than the cum
of the Tigures given in the table because o deamen who worked in several

different categories during the year in which the study was made.
¢/ Attrition ;pra:;ectiﬂmu based on 't‘-ranl:l observed during the perim:l 1959—1963.
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Even if the number of ships (about 1000) is held constant (and
. this is unlikely because new ships are so much more productive),
the ul-.:,g of automation will rqﬂu_c-::-. the total I:Lumb!zr nf__seugqing jnl:}.a
h}llr about 31,'30['..
The largest reductions will be in the unlicensed categories.

The table below shows an estimate of the changes in jobs and relates

" these to changes in the work force.

o e e —

P

S P : v, 1962 -'1963 o o After Autémation 'b
: Jobs and Estimated Work Force Jobs and Estimated Work Force Y/
Aboard Privately Operated Ships = Aboard Privately Operated Ships

Jobs Work Force . Jobs Work Force
Deck Officers . . 15,899 9,021 b 5,500 8,415
Engine Officers 6,512 S2 10,766 . 6,600 10,890
R fficers 1,251 : 1,774 : 1,251 1,77k
8t Officers ) 582 - 830 - 582 830
Unlicensed Deck Dept. 14,783~ 23,588 3,300 . 5,280
Unlicensed Engine Dept. 13,102° 19,852 - i “HU00" 6,688
Steward's Dept. 16,319 © 25,080 RIS - s T 8,5 .
Total SR S 90,911 L eaTian 42,292

a/ . Includes about: 1,100 oceangoing ships of 1,000 émas tons or more and
excludes Great Lakes ships.

b/ Based on 1,100 ships and an economically efficient manning scale of 23 - 25.

<. e
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Although & 23=-25 man crew is used to gchow the cffect that automation
can, and eventvally will, bring, it is much more likely that crew sizes
will be rudu?cd 11'._1Isl:eps {i:mli.: #h::ubl;lr}. Crew sizes of 23-25 will
plrnhably not be .prwelant in the U.S5. fleet u‘ntil the late 1970's or
early 1980's; however, Ehi‘p- designs being discussed today could be crewed
with as fdw as 15 seamen.

We will probably experience a period where larger, more productive

ships replace current ones (but not on a one-for-one basis; in fact, the

: numﬁer of ships in the world's merchant fleet has deciin'ed nve.r the pui:-

few years even though trade has been increasing) and crew sizes are
reduced gradually, These actions, together with the ageing/attrition

process will prﬁunt hardships for the scamen in the industry.

#

e v T




CHARGE: - The Merchant Marine Act of 19306 states that we should carry
. a substantial portion of our foreign trade; today we carry 7%, it should
be 30%.
M U.E.' .Elﬁg-lﬁhips m;n-::,r -unl;-,r 6-7T% -(hy- ':I»mi-gh:t} ::hf ics --EDII;I:I]';ETI'."]'.EI]._, '
oceanborne foreign trade; yet, U.S5. flag ships carry over 20% of the
h value of that trade. The reason for this apparent inconsistency is that
the U.8. carries a substantial portion of the high va;luu liner trade which

accounts for only 12-13% of the tomnnage but for 70% of the value, U.S.

ﬂ_ “flag ships carry wvery little of the low value dry and liquid bulk cargoes.

U.5. FIAG PARTICIPATION IN THE
OCEANBOENE FOREIGN TRADE

e i s S S

{ Weight - Value 4 Carried in U.S. Flag Ships
: (millions of (billions of by weight by value
Year -~ long tons) ' dollars)
. 1965 : _
niner ANV 0.8 i igen.s ] 22.64 . 27.0%
Non-Tamr i 169.9 7 N 6.5 : 4.8 _' 6.3
; Tanker. 308 h 5 ¢ R BT ] B I _-'_ s ks
motal | i i oNB.5 B i §aR.e 7.9% o6
=) Liner. . . .-': 51.0 SN W 22.5% . . 30.k%
- Non-Liner ‘206,07 Lt g
Tanker - 147.0 e
Total ~ hok.o $36.0 o TR Lo
1967: . Il T Ses o ORI o O
Liner L e - B : $25.4 '. - 21.5%: 29.T%
. Non-Liner : ] 185.h . 2 8.1 2.9 b5
e e Ty L5 3.5 ey

Total " 386.T . cn U H3T.0 ; : -5-95'. 21.8%
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Liner operators arc the common carriers of oceanborne trade. This
is a scheduled operation over defined routes. The cargoes they carry consist
mostly of manufactured and semi-manufactured goods. Non-liner operators
fa].ll into tw:: .cn..l‘.c-:lgariea: . {-1]. The unscheduiéd ;:-pérnéul‘l W.h;ﬂ Plck up |
ful‘_l shipload cargoes when anﬂl where they are availabl; and (2) the
dedicated operators who carry the cargoes for a single shipper. This
1att§r category includes those ship operators who ha;rn long term charters
with one shipper or the proprietary, sclf-owmed fleets of the shippers
i themselves., Hun'—Iinﬁr. cargoes consist mainly of wheat, grain; coal,
iron ore, bauxite, phosphate rock, timber, scrap metal etc.; these are
commonly known as dry bulk cargoes. I'I'anker operators also fall into the
same two categories as the non-liner operators. However, they carry
liquid bulk cargoes, mostly crude oil. This trade is heavily imbalanced
- and the importing of crude oil predominates, Less than 12% (by weight)
of our total commercial ncéan‘bc.rne foreign trade tanker cargoes are ’
export cargoes.
These dry and liquid bulk’ cargoeés have'aé&wnll:aﬂ for mda-t'u;f the’
growth in world and U.S. trade; eatimr.es_afI'futu:rq_t_fag:_lg.ahny the -

growth rate of the bulk cargoes for exceeding that of the linex 'urgnéa.

* U.S. OCEAN BORNE FOREIGN TRADE
(in millions of long tons)

Projected
% Growth Projected % Growth

195 1967  1950-67 . 1%0 1967-80

Liner R 35-1 i 50.2 ) hﬁ . .' ; 63 . 25‘ . e ¥
Non-Liner L 31,3 1 11854 . -h‘S’E 5% 300 62
 mapie N Dl WRREL T B SRR T 200 - 3

e il

Total : -ILT-_E.' 386.7 . 229% 563
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. It has been suggested that the UI.S. should subsidize a larger U.S.
fleet in order to capture a larger portion of its occanborme foreign
trade. In addition to the question whether the benefits of undertaking
this -plan are. ﬁni'tila: the nddlm:ll ﬁbsidy costs, .Ehe:re'an;'the qi.mslt.[unn
of fleaﬂ;l._bili.l:y, impact on American owned foreign fhg-uhips,laud potential
retaliation by foreign operators and governments and the attendant

political costs. To see what might happen one must look at who carries

dur trade today; this is shown in the following table based on 1963 data,

. " X = e & . - L] LE u
L e e i & ® s
El

MAJOR CARRIERS OF U.S5. OCEANBORNE FOREIGN TRADE
(% of trade carried by weight)

: | a Liner - General Cargo
. Country of I. ]
Ship Registry Imports Exports Total
U.S. VAT an Bl 31.3% ; 29.24
Norway ol e 2 13.7 12.3 12.8
Japan g 200 1 18, ) o i e
’ W. Glﬂma.nar : 6.4 5.8 6.0
U.K. : i ke R T g R e
] 'Hethe_rleu?ﬁg | . ._ T . o L PR - -5 Sl
Sweden . 6.1 : 3.8 4.7
Denmark 3.1 : 2.7 2.8
M1 Others Sl e 25
“ w0k mook L 100,08
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U-Si

Liberia
(EUSC)

Norvay

. - .
Greece

UIK-I-
Italy
All Others

U.s.

Liberia

A1l Others

Hon=Liney Dry Palk

3.9

35.3.
(25.6)

18.8
6.

9.1

3.7
23.0 -
100.0%

Tanker - Liquid Bulk

2.3%

41,9
(26.7)

17.8

13,1
(B.4)

7.k
17.
100:0‘1

From these data we can see that:

6.7% 5.2%

14.8 - oy
(3.6) (13.3)
15.8 17.1
B, SR L
6.0 3 7.6

8.7 6.5
T T _29.k
100.0% 100,09

21.5% L lg

18.9 39.3
(8.6) (24.7)

31.1 19,2
SAR N e

. 3.2, T:1

R R 17.

; .iﬂé;ﬂﬁ ; o ﬁnﬁ.n{

. @
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1. U.5. flag ships do carry a substantial portion of our liner trade,

more than twice that carried by any other nation. The supply of liner

shipping is well distributed with no single foreign country having a dominant

position, There is a definite balance in thia“;rade,with each. country

L]

carrying about the same percentage imports as ;xpurts. From the first table: .

(on page 1) we know that the U.S8., ships carry the higher value cargoes in

this trade (i.e., in 1967 :huylcnrriaq 21.5% by weight and 29.7% br-value].
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Thus, any attempt to incrcasce the U.S. flag share by weight would mean
carrying less valuable cargo. Since there is a direct relationship between

value and freight rates, the additional cargo that we may carry by a

#}Efgef fleet will not be as profitable. It should also be noted that

this general cargo liner trade is the one in which the international
shipping conferences establish rates and set many of the terms of service.
A unilateral push by the U.5. government to subsidize its operators to
incrcase their share of this trade could trigger a collective response by
foreign operators.

2. 'Hﬁrwegian nhiyé cﬁrry between 13 ;ﬁéilét;nf ﬁ;} trade fﬁ}. :
weight) in all three trade categories. Norway depends heavily on the
revenucs it receives from merchant shipping; its net foreign exchange
earnings from shipping pays for about onc-third of Hprwny'n imports,
and over 90% of its merchant fleet is engaged in trade between foreign
countries, In 1962 Norway's gross national product was $5.9 billion
and its shipping earnings accounted for 10% of its GNP. In 1963 ¥

Norway's imports were $1.8 hilliun, its exports $1.1 billion. Without

the earnings it can mnke hy freely ae]ling ahipping ;ervicea its standard
of living could be appreciably reduced. Hence, sinee Norway 1? so ‘dependent
on shipping revenues and since these are primarily earned in carrying

traée between foreign nnﬁnﬁriés, we would expéct Norway to be greatly
effected by an attempt by the U.S. government tﬁ gubsidize U.5. competition.
We should therefore expect retaliation either in terms of price warfare
{thnh ¢ﬁu1d hu:t uur up&rltnfa more because uf thn{r ﬂnaknr pn:itiun} or

a5 o v

in terms n! a dilruptlnu in nur ninnt puliticll till {Huruly hllﬂﬁiﬂ to *

mm}._'-. | :
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3.  In the tanker trade, U.S. owmed ships under foreign registry
. are very large carriers of our trade. Ships in the Effective U.S.

n Controlled fleet moved over 35% of our tanker imports. 1In total, it |

|+' is ettimated 'that V.S, ownéd foreign flag ships under all registrics
:I carried over 554 of our petroleum imports. Thus, in attempting to
| increase the U.5. flag share of this market, we would be competing
largely with U,S. owned cm'npmi.aa. Also these tanker movements -“E primarily
for the account of U.,5. o0il companies who in turn own most of the U.S.
: L?wnad-fnralgn tankers.” What would be the advantage of undertaking a larger
: U.S, flag participation policy? It would merely divert U.5. resources
from the jobs in which they are méfe efficient to jobs in which they
are less efficient, :
n 4. Again in the non-liner dry bulk trades, U.S. owned ships in the
* :

. EUSC fleet carry over 25% of our imports. We do not have an estimate of what
the total U,S. owned foreign flag fleet carries. Most of the bulk cargo _

imports are raw materials needed by U.S8. industry. For example, of the :
. total 61.2 million long tons of dry bulk imports ia 1963,. 39..'?" million
long tons or 65% H‘EI‘E. iron ore and bauxite. These cargo movements hn.vu
to be scheduled to fil: ‘into the smelting anrl othar rr.fi.uing prnmasar
1 ' hence, .there is-a need to tightly control the shipping whieh perform these
movements. The U.5. companies for whose account these movements are
made control this shipping by either owning (under foreign flag) or long-

term l:harl:eri'.ng the required ships. Pl »

% i -

The dry bulk exports consist prim.l.ril}' ‘of coal (#21] and lgriculturil .

&

products such as wheat, corn, soybeans, etc. {ﬁlﬁ}. We may be able to

+  increase the U.E;.fhg share of this dry bulk export trade, hul-:_”ngjin

. for vhat putpuaé_? :
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. CHARGE: Without a large U.S. flag merchant marine our trade will be

crippled and freight rates will soar,

' ANSWER: It is important to note that this charge is vocally made hg

L._.__-ﬁ —

U.S. shipowners and maritime labor, not by U.S. shippers. Why don't

 ——

e L ST e e SR R
shippers complain?

_ 3

In the non-liner (prineipally dry bulk) and tanker portions of our

oceanborne trade (which together account for 87% of the trade by weight
"+ “.and 30% by value) most of the cargbes move: in shipload lots, c}mfter-"-"

ing i‘ull ships is the principal way to procure shipping and much of the

chartering is done on a long term basis, .-The world long-term charter

market is very competitive because large corporaticns which need to

move these bulk, raw material commodities can themselves build their
. ships and operate them and thereby check any gouging practices.

However, in the liner trade (13% by weight and 70% by value)
cargo is moved in less thnn shipload lots on common carrier ships which
sail on regular schedules bEtWEEnLEpE:::iﬁEd ;.p-urta.' ‘Rates Ia.n-:i in some
cuoca the types and frequency of IL'IEI{'FiL‘E are determined by legally

. sanctioned international ahiﬁping confnrenc’es in. which U.ﬁ. and foreign
liner uperhtdrs'&e' members, It is afg‘ued that if we do not ﬁafaess a
large U.S. liner fleet (today our liner fleet carries over 204 of
this cargo) to serve our "essential trade" routes, then: .

l. Freight rates set by the international shipping conferences. .
will 'diacrim:[nuﬁ against U.8, shippers ‘hac’nuu th;i'-' ¥ill be i:nl.diqulti
representation of U.S. interests in these cunfarem.:e rate setting meetings.

. ; E‘ Frequency of sar\r"l.l:& will ‘bu inndﬂquate




C 1hch will be inadequate scrvice to smaller U.S. and overscas
. ports,
4. Costly interruptions in service will occur when fnre;gn flng
Iiners decide to switch [rum one route té annthér
In fact, because of the way we now administer our subsidy laws,
U.S5. liner service is the least flexible liner service.
1, Today there are 34 essential trade routes, if Service on each
is controlled by at least two conferences (one for outbound traffic
I.‘-a_nd-ur'm for inbound). In 1964, 96% of the total liner tonnage (excluding
military cargo¥ but including all other government impelled :;rgu)
moved over these routes; also, 98.6% of the cargo carried by U.S.
subsidized npefatnrl moved over these routes.
2, The U.,S. subsidized liners, who carry the largest share of our
.- commercial liner cargoes, are severely constrained in serving these
routes. For example, to receive operating subsidy, a U.5. liner operator
musk mﬂke a specified number of sailings over the routes nssignad to hﬁm,_
- these are specified "in terms of a minim;m nna mﬂximum number of annunl
sailings. When a subsidized U.S. liner operator wants to change his routes
or frequaﬁﬂr of Eer?ica; a dﬁtailea administrative h&aring must tak#
! place, often taking several years. This restricts competition among U.S.
qh flag carriers and it reduces their ability to compete with foreigners.
3. Usually the specific ports to be served on the routes are ;
determined by the U.S. operators and are based on the profitability of .’

cargo flowing'through them. We find that the smaller U.S.’ ports’'are’ ' . °

1/ 1If routes 5, 7, 8, and 9 (all serving the U.K. and Continent from
U.5. Korth Atl.ntic coastal reginn} are combined, there are only
" 30 routes.




. betause they -do not receive operating or construction subsidies) can check

precominantly serviecoed by foreign [lap envriers. Less than 7.5%
of the voyages undertaken by U.S. subsidized operators touch ports i

174
not scrved by foreign flag lines. Moveover, on only three of the Eﬁ"jlh
. |

.I = . E T - 5 ' k ..'.:'I.
cessential trade routes has a U,S, operator injitiated the service, ; U

Foreign flag operators have no governmental restraints on competition
and can and do provide service where there is an economic demand for
such service.

4. No single foreign country carries more than 13% of our liner’

- cargoes. There isa recasonably competitive, well distributed source .. q .

of shipping services, and foreign flag operators, who are free to
switch from one trade route to another,can be more effective checks on
the restraining practices of shipping conferences than subsidized U.S.
operators.

5. By restricting competition among U.S. subsidized carriers,
{only eight of 30 major routes 1/ are served by more l:han one subsidized
operator), the trade route system severely restrains thg extent to which
U.S5. subsidized. operators compete for U.S. Government cargoes, which
nrn renarvad for U.S. operators by aur :nrgu prsfarencu lnws. Because

of the ri:idity {nparatora can not freely change routes), the system

acts as a device whereby a large'pnrtlnn of U.S. government' liner cargoes

is parcelled out among the subsidized lines, 1.e.; each operator is

virtually guaranteed the govermment business on his route. Only the

unsubsidized U.S8. liner operators (who are at a decided disadvantage

the natural monopoly tendency to boost priceﬁ on thﬁaa cargoes because

lf If routes 5, 7, 8, and 9 (all serving the U.K. and Continent from
U.S. Korth. Atlan:l: coastal ragiun} are cﬂmbinad, there are nnlr ;
30 routes, ; . :

i
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they alone can move irom trade to trade unhindered,. Trier te Lho
. intvoduction of coumpcltitive bidding for DOD carpocs (exclusively |
vescrved for U,S5. Llap ships) all U.5. liner operators (sub-

gidized and unsubsidized) who carried DOD cargocs were joined into

two conferences (one for the Atlantic/Gulf and one for the Pacific port
regions) which negotiated rates with M5TS. Cargoes were apportioned
in proportion to the frequency of service that each carrier provided
over the trade routes during the previous 3 months. The same |

Tates were paid to unsubsidized and subsidized ‘dperators alike.

The subsidized operators continued to receive operating subsidy even if
‘W they were 100% loaded with DoD cargo, even though the subsidy was designed

- to help him compete with the lower cost foreign liner operators who are

T

' not allowed to carry DoD cargoes. Since the rates paid weri.l.unaugh to
. cover the full U.S, costs of the unsubsidized operators and provide them
" 4 a profit, this practice amounted to a "double subsidy" for the subsidized

operators. Further, it gave the incentive to subsidized operators to con-

e

centrate more un-Du-D cargoes than l:m the cmrcial cargoes and hence to
.‘reduce their effectiveness in nerving-' noﬁm]ercia_l'l.l.'ﬁ. _tr'-gtde. In calendar

year 1964 over 23% of the nutbnun_,d_ f_ral.ght revenues earned b}' U.5. sub-

gidized 1.111..31.;5 came from DoD cargoes; apprnxilma:':elg 50% of their outbound

revenued came from all Government impelle;d cargoes, For the four largest

unsubsidized liner operators, over 37% of their outbound freight revenucs

" came from DoD cargoes and over 78% came from all Government inlapg']:l.uﬂ'urgéen,
A : e T e ; AL : = R
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.




lowever, Lhe question remains, “Ave U.S. shippers being served
adequately at competitive rates (as competitive as the conference
system will permit)?" 1In the absence of specific complaints from
U.S.'ship[\ers, l:'-lmlanswcr r::m only be surmic.r.-;l. ‘llhcr-e are :f..ndi..c.al:i.nns,
however, that the absence of a large natiuuallflag merchant marine
will not cripple a country's trade, least of all the U.S. trade.
ﬂ 1. Since foreign trade is much wore important (as a % of GNP) to
“ the ccomonies of the countries with whom we trade, since shipping scrvices Q\
“are’also more important to these cconomies (as a % of GNP) and since the

. supply of liner shipping services is well distributed among countries,

there is virtually no risk that foreign shipping would be withdrawn from

U.8. trade to the extent of disrupting the flow of U.S. oceanborne commerce. ' I

2. There is no evidence that countries, such as Australia, which | J)
are completely dependent on foreign shipping pay higher ocean freight
rates than countries carrying their own trade or are unable to obtain
adequate nhipplng in time of 1nternat1anal crises,

Curran : ;

In fact, Joseph Gumanm; President of the National Maritime Uniun.
confirmed this view when in testimony before the 88th Congress he said;
"The ae&m;n's strike tﬁday on American flag ships (ﬂﬂtﬂ+ﬂbt} in a;y-wﬁﬁ

injure the Huifére of tha.cuﬁntry because most of iha'shippéri of this

country are using foreign flag bottoms anyway.'’




.prnvide gnvefnment funds Eor the research and development work (2)

LUARGE: Just as we have gone from wood to stecl, from sail to steam,
we musl today move on to nuclear power. It will restore strength to
the 'U.5. merchant marine. :
il : ;;”””““‘T“' ; : b e

ANSWER: Strengthening the merchant/should mean increasing its overall
economic profitability cither by reducing total costs and/or broadening’
its markets by introducing new services. However, to many of the
advocates of the use of nuclear power for merchant ships, strengthening
the merchant marine means increasing the profits of the private
operators by having the government pick up a larger share of their” ° -
costs. For example, one prnminaﬁt shipping executive states we should
turn to nuclear power because it can cut fuel costs by 50%. But left unsaid
are the facts that: -

(a) Today the cost of oil fuel is unsubsidized. Thus any program
which cuts these costs cuts the costs of the private operator. But
these cost reductions do not come free. Rather they must be bought
through investments in research and development and through paying
the higher capital ‘costs of the nuclear power plant. ;

(b) Private operators wuuid like to have the government pick.gp

all these extra costs. A proposed piece of légialatinn ﬁnuld: '{1}

use govermment funds to pay the full cost difference between nuclear
and conventional power plants - this in addition to the normal 55%
construction subsidy (3) reduce the cost nf*nutlnnrffuéllcoras to the
private operator byhﬁubsidising the fuel lease rate. v . _'i-
curinﬁsly enough, these advocates of nuéluar pnutr‘have not even

proposed that the government will share in its benefits, The

government ﬁill’lhtt& only in its costs.. ?rnfanuntl of the 55T program




{which merchant marine enthusiasts lilke to cite as an cxanple of how
the air industry gets its "share'") have at least worked out a formula
wherehby the government could get its money back, admittedly at a low
intercst rate. The nuclear merchant mariners have offered no such
formula, y
It is true that the potential owners of nuclear -shipa will put
up some money and take some risk, but how much? Their share of the
capital costs will be limited to 45% of the construction price (not
. «ounting the capital cost of the nuclear steam generating system, which _ .-
J the government will pay for im full). They will finance this share by
either (a) using tax free funds from their capital reserve account, or
{b) nhﬁginin; bank financing through mortgages insured under Title XI
of the 1936 Merchant Marine Act, so that if the program flops, the
government pays off the entire mortgage. Thus, how much private money
is actually being risked? In effect, less than 4% of I:ha total H
investment cost of the nuclear ship. This means that for a nuclear
powered merchant ship costing $35 mlllln.n; the-amount. of private capital -
being invested at risk will be $1.33 million, Not a bad risk if the :
- benefits don't have to Ee shared with the ;rééitnra:.- Atk e
: Leaving-naida the vested interests for the moment, is there any
reason to view nuclear propulsion for merchant ships as a worthwhile
investment of this nation's resources (assuming an honest and fair
sharing of costs between the government and private industry Emlld
be worked out)?. . - . . s
The case for nuclear power is based un.Eha facts that:
(1) The capital cost per ynit. of power output falls as total power I

output 1nﬂ;:-n¢s.- The table below shows this effect:




Cost of Nueclear Steam Gonerating Systems_for Merchant Ships Ef EI

Power Quiput Lovels Cost (in Millions of Dollars}) e/ $/Unit of Power Outpu
'20,000 Shaft Horsepowsr (SHP) ge g s © $395/suP |
75,000 sur &.0 . $105/sup

140,000 Sur 11.0 § 70/snpe

al A cnmpletely erected and tested reactor system which is capable of nupplying

steam at specified canditinns nnﬂ in auffi:tnnt quantitlaa. ﬁu@a not
include the power conversion system (i.e., the closed-cycle steam turbinﬁ'
with either direct geared or electric drives)., Pk : |
b/ Does not'include the cost of the nuclear core.
e/ Average cost for a buy of 12 where the cost of the 12th unit is about
. 82% of the cost of the lst unit., Based on January 1966 pricing estimates.
(2) Because the investment in the.nuclear core is substantial, the

nuclear fuel cost is very sensitive to the utilization rqte.lnd to the interest

S Tl L il Sy &

cﬂar:aa.. Tha'tabln halﬂw‘ahnws this Eff&ctE i : f
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1 Cost (in 111& per Shaft Hnraeggg r-nour, Eﬁgﬁ] —}
Htllisatiun Ratg . - el .4

o 5 . g e gl S i R e E P TR R » Sl 5 s - am

Interest Rate 40% 25 J0%

| !

5% per year 2.55 SRl W s 2,34 . .
T4 per: year (e B Y R 2,62 |
|

10% per year T e : 2,96 - 2,81




ﬂj’ The table shows a 419 variation in muelcar fuel costsz. Soae have claimed
. that nuclear fuel costs could get down to 1.5 wills per SHPI {the most
optimistic estimate). In comenting on various maritime reactor proposals
_ the Oak Ridge National Laboratory suggests 1.'!1..1::11.3»:1:‘ fuel costs ranging from
.2;31 to 2.78 mills per SUPH for pressuriznd water reactors. A
The fuel costs in today's conventionally powered ships are about 3 to 3.3
mills per SHFIL. fhun, the question ia.wh&thﬂr the lower nuclear fuecl costs |
will offset the higher initial capital investment. In the table below are
scveral examples showing the present value of the difference in fuel costs

- "+ . (conventional verbus nuclear power) over a 25 year ship lifetime. "

gent Value of the Savings in Nuclear el Costs

*' . Nersus Conventional Fuel Costs
Utilization Rate

r Plant Siz ] rest 11 - T | 70%
20,000 .SHP el 5 : s TR e
: AR T - §748,000 $1,210,000 $1,650,000
0% - 0 290,000 535,000
75,000 SHP - WAL AT ;
5% . $2,790,000 $4,470,000  $6,200,000
10% - 0 1,090,000 2,090,000
140,000 SHP : :
: 5% $5,220,000 $8,450,000 §11,600,000
2, b O ; 0 : 2,090,000 © 3,820,000

a/ Based on 25 years-and the indicated interest rate, Assumes conventional

fuel costs at 3,3 mills per ;HPH.hnﬂ nuclear fuel costs shown in previous
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and the lower interest rate (5%) docs the nuclear fuel's lower cost Legin to
.SL*L' the high initial capital costs., For example, at 75,000 SHP, 70%
utilization rate and 5% interest, the present value of the nuclear fuel
savings'is $6.2 niillion; yet'the cost of a 75,000 SiP nuckar steam genienEine .
system is $8.0 million. For the 20,000 SHP system the prcaenfvalue of the
nuclear fuel savings is $1.65 million, and the initial capital cost is $5.9
million.
It is alse wall.tu note that even the largest and fastest (23-25 knots) I
-, merchant -ships today do mot have power .plants ‘in excess of 35,000 SHP; most.
are less than 20,000 SHP. Only if you want very fast speeds from very

large ships do power requirements approach 75,000 SHP, as is shown below,

.Power Requirements for Various Ships (in SHP)
: S8ize in Displacement Tons . -

Speed 17,000 . 20,000 25,000 30,000 35,000
20 Knots 14,000 SHP 15,000 sHP 17,000 SHP 19,000 SHP 22,000 SHP
25 Knots 35,000 . 36,000 38,000 41,000 ~ 50,000
27 Knots : . . i I o 70,000
30 Knots - . M st AR R e 105,000

In addition, today's merchant ships spend 50-55% of their time in port
and hence get relatively low utilization, With the wider use of container-
ships and hence faster turnaround ti.meﬁ ul:il[aal:!.m; could increase to iﬂ-ﬁiﬁ
of time spent at sea under full power, On very long journeys puch as from
. New York te Japan (12,000 miles m-v;:r}.up to 75% utilisation may be attainable.
However, the market for large, “ry fast ships on fnutpl such as thi_l one is

‘nitnd to & to 5 ships. .

W




Since it would cost the government up to $150 million in rescarch and
‘v:lﬂla.mut alone (not including the additional subsidy support previously
mentioned), it would be a very poor investment of this country's resources
to i:ruceed with a nuclear ship program at this time.- It would make more
scnse to invest research funds in trying to develop more efficient and less
costly nuuinar steam gencrating systems in the lower power ranges 'thrn. there

{s a larger potential market,

-
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CHARGE: Government merchant marine subsidies arc desipned to benefit the
nation, to service its vital needs, and not for the benefit of the ship-
pmg ccr:rpanles and. 'E.he mar:l.tmr: workers. -
ANSUER: The chnrﬂe states what ought {o be i-he case, However, as in any
gnﬂre'rment program which has been in existence for sme'ti_m, there
develops a set of ws.t.ed interests. The merchant marine is no
I:xl:cptinn. We find the shipbuilders, shipowners and the maritime
labor uninn nrganized into 1a'b‘b3* groups which m:-t m‘.ll;.r tell us of the
na'tlnnal 'hmnfi't.u prmriﬂe:d by their industry, 'but alau telJ. us :m 3
what terms we must buy these benefits, what prices we must'pay, and
how much we must buy. '

Because the Government is the sole supporter of the industry
we find these vested interests organized to press continually for
increased subsidies and/or in:reas_e:l protection. This has been the
experience since the ‘hegihn:l.ng of the century. The government has

also been 1|-|ri‘.=11 urganized to respnnd to thair requests, For e:ample

s

there is one Congressional cumm.ttee reapumj,ble for thia

- induatr:,r, the House Merchant Marine and Fishcriea Committee., In

the Eunat.a, the mar::hant marine is reviewed h;l,r a au‘bcmi‘ttee of the
Senate Gmmeme Gnmit.tee At the present Lime, the Maritime Adminia»
tration is in the Department of Commerce. LHmrwer, many maritime
interests are lobbying for legislation to create an independent
:-Iaritime Administration which they believe will’ best’ serve their *H!I.u.heu. :

One of th&bt:rul;r rmrkl.‘blt aspects of the merehmt m.rl.nu hbby e
is its strength,. even though it is not a large sector in the U.8.

economy and even though the labor force employed therein is not large,
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Two factors account for thic strength: (1) the absence of another

competing private group (i.e., the truck end rail interests doing

-‘hattlﬂ in- pu‘hli.c cantribute to a fuller publie vnﬂ,erstﬂng.,in[r_ oi‘ the

iﬁaues} and (2) the mrrgmiding of power that the maritime lobby has

been able to achieve,

Maritime Labor

Firm data on the work force and on union affiliation is difficult

to obtain. The best survey was undertaken by the Maritime Transporta-

L
.

tion Research Board during 1962-63. Its findings grouped by labor
union affiliation are shown below: '

EMPIOYMENT APOARD FRIVATELY OFEBRATED SHIFS
April 1962 - March 1963

Union Group No. of Men Employed
1. International Org. of Masters,.Mates and . 75345
Filots (MMP) ;
2. DNational Marine Engineers Beneficial 8,465
Assoc. (MEBA) ' : -
. Brotherhood of Marine Officers (EMO) 980
. Marine Staff Officers Union (MSO) : : 272
. Staff Officers Assoc. of America (S0A) pla s g Lsg
American Radio Assoc. (ARA) T 1,019
. Radio Officers Union (ROU) 658
. -National Maritime Union of Ameriea -(NMU) ' 38,303
. Beafarers International Union of North - ' 30,069
America (SIU) :
Unaffiliated 5 9,033
Great Lakes 12,242
Total & 102,310
y Unions unaffiliated with the major 9 unions.
b/ These men are shown in this group but most are affiliated with

the major unions.
¢/ " Total is less than sum-of Union Groups Totals (10&-,3#5} hur.-nu.ta ;
-some men mrk-ﬁ in uart than one Union Grnup. PR
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Another survey shows a total of 131,000 union members. The
difference may be exf:lained as follows: The survey results
shown -include only those members who worked during the ‘aurv'elr period.
and only those ﬁmherﬂ who worked on privately-owned ships,

These unions, all associated with the AFL-CI0O, are further organized
into major groups. The AFL-CIO Maritime Committee headed by Joseph
Curran, Fresident of the NMU, and the AFL-CIO Maritime Trades Depart-
ment headed hy‘ Paul Hall, Prcsident nf the EIU The Ha.ritima Trades :
Department is a major i‘urce in labor since it has 33 aff;liated unions
(most non-seagoing) with & total membership of about 5 ,m&,mu.

In addition, Paul Hall leads an organization of 32 Port Maritime
Gnniodls tn Ahe prinotpal perts of 4he 1.8,

At times these unions also receive support from the International
Longshoremen's, Association (ILA) on the Atlantie-Gulf Coasts with
62,000 members and the International Longshoremen's and Warehousemen's
Union (IIWU) in the Pacific Coast with 60,000 members.

A further source of strength comes from the positions held by

I Paul Hall and Joseph Curran within the Executive Countil of the M’L—'G‘Iﬂ'_. :

Ship Owners :
All but r::ﬁe of the 1k subsidized shipping companies are organized

into the Committee of American Steamship Lines (CASL). The subsidized

operators own about one-third of all the ships in the U.S. fleet

. including 313 freighter vessels and 13 of, the 14 U.5. passenger 11neisf'

Almost 100; nf B.:L'L frs:l.ghtern cc-natructﬂ:d ‘since 1953 are meﬂ 'b;r

these cumpaniea
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The owners of the roemaining {wo-thirds of the private U,S5. merchant
. fleet do not receive direct subsidies but are supported by indirect

subsidies and ,'.I.aws prutﬂctmg thcm from i‘nrei;p'u cmpetniurn. "‘hese ship-
nwners ;.r(: urganized into several groups. The m:ﬁt imp-nrtant. g-ruup uhit:h
represents them is the American Maritime Association, a “labor-management
group strongly influenced by Paul Hall. Other groups are the American
Tramp Shipowners Association and the Association of Independent Tanker
Owners.

" . Shipbuilders

All major shipbuildgrn in the U.8. belong to the Council of American
Shipbuilders, Over two-thirds t:-flthe value of shipbuilding and repair
work, done in private U.S, yards, is for the Navy, and only about 10% of
the labor force employed in shipbuilding and repair work is for merchant

.mnrina programs administered by the Maritime Administration. Thus the g
Navy work sustains this m&ustr:r and gives it its e-::un::mic: (hence political)
importance, Thu industry uses this Etrﬁ'.ng.ﬁl:l to lobby for mErcha_nt marine

5w

programs.
. In Bsaeaning the maritime lobby' s strength it is j.lm_}urtant to note.
that there hn.s been m];l_.r one recent major issue which it uppnaed unsuc- :
cessm_'l_],}r,', that éun-::erning the Effective U.S. Eantmllnﬂ fleet. In this
case permission was granted to permit the foreign registry of some U,S.
owned ships un. the condition that the owners would ﬁn}:a them available
to meet U.5. emergenr:;.r needs when the mquiaitinning nuthnrit:.r of . 'I:-h: 1936
Ha:rchant Hari.nu ‘Act was invoked. Most of 'l:.h&aal ships (mmud principaﬂ}'-. : ..
by large oil and steel companies importing crude oil and irom ores) were
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built in foreign yerds for use under Liberian and Panamanian registries.
In addition, the National Labor Relations Board ruled that U.S. maritime
unions did not hm.rf: :junsdictinn over the crews. . In this case 'I:.hrz
merchunt marine lnh'b:,r was confronted by other st.ran,g privat.e lubbles--
the nil and metals industries. In most cases, however, there is no
strong, organized, private interest which can act as a countervailing

power to the merchant marine lobby.
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