
·s·. ' c- 1-- • ' (r,..u•·s) ·,,'\ltllr·,-10.1-1·,,(_·'.S 111 pva ra .:•LIUS l G,'/ ~"'----- 1...:: _ ... 

Subsid~, auount to Le Jcten:lined by evuluation of na.tional 
neeu for shipbuildiri~ capacity; subsfo_~,, rate determined by 
U.S.-Foreicn differcntiul then held fixcC: for tv:o year 
period; operators have option ·to buy rorei0n; yards can sell 

• to _forciJn purchtlsers. 

Subsidy rate deteri"i1ineJ by· inc!exes of ll.S.-r-creign 
differences in La.!;or and Ma teri a 1 s, to be app 1 i ed to each 
yard's ·gross revenues fro~,1 Co~nnerci a 1 \'!Ork. Purchases by 
U.S. ooerators ~-lOuld b8 coupetitively bid. Yards subsidized 
for for~i~n sales. 

Sauc as l!l:Jove but \'.fith foreisn construction available to 
_operators until end of FY-1971. 

Subsidy rate det2rnin2d by U.S.-Foreisn di·f-~erential and hc1J. 
• fixed for t\·!O yea rs; s L:bs i dy a:noun ts • con tro 11 cd b~, fleet 

rene\·/ill reqL:ire,:1ents; operators can c2.ll for co.-:1petition bids 
or can negotiate v!i th ya.rJs; yar,~:s COii;pete c1t Subs i Jy Lioarj 
for avail i;l; 1 e font.ls on prouucti vi ty basis. 

9peratin~ Subsidy Altcrn~tives 

Revenue Incentive Sys tcu \·:i tli or ·\',; thout recc1;:,ti VC::; p[iyr,1rnt 
for co:n;r;ercial cargoes only; relatively free entry; flcxibie 
tracle routes. 

Class rate syste!-1 

Cost parity Jeten;1in2d by difference bet 1:12en int.!ices of U.S.­
Foreian costs. 

Present cost piH'i ty sys te1J 

Cc1.r~1O Pref2rcnce t,l tf'rno.ti v~~s 

• 
El i1.1i no. te ncm-,11il i to ry preference ca/goes by. maki nci .IUD and 
PL480 car0oes uvaiL:iJlc to recipient n~tions en rP.S Dclsis on 
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Phase ol!t non-i;lilitary carso prcfcre~ce over 5-yecJr perioJ. 

Retain rcuting but shift extra costs to u direct subsidy. 

Prcse nt sys tci,i of di ff eren ti al rates 

. Pas senrwr Ship t-.1 ternu. ti vcs 

Don't discuss the i tern in proswarn, but a 11 m--1 operators to 
request ·early retir~1ent. 

Study \'mys to iiJprove j.lv.sscnger ship operrt ti ons to nn n, rn ze 
operating losses. 

Continue present r.n-00ran. 

1-- Uuild aJditionv.l p2sseri:_iN' ships. 

Reserve Fund /\1 tcrnv.ti ves· 

El i:d m~ te Title '-'I reserve· funds at end of present contructs. 

A 11 m-r pres Grit ho 1 ders to hJve res ervc funds i ndefi ni tc l~/ but 
do not exter:d furthc-:r than liner opcrAtors. 

Extend funds to all operators. 

Title XI Alternatives 

• 

Use stttnC.:arJ ~OU /\-70 interest rat2 C]t.:idcs do not 
subsidize the interest rates; encoura0e Title XI use for 
spccfolizcJ private; builcing for [;OD use (us 5;·:1all tankers) 
of othenli se nor.-c0Lm2ti ti vc s!ii ps. . ' 

Use artificfolly lrn·t interest rates un(1er Titl2 XI as an 
aJditional subsidy. 

-- • Governr;1cnt r:rovi de L;a tc:1 inn funds under soi';C forr.1u 1 a such us 
2J industry', 30 :1ov2rn:.12nt: 
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E1~:plwsizP. !{W r-uthcr tll,rn other suoi~ics in atte,·,1pt to fin<.1 
111Cu riS T,.Qr co·:,pc +,• t1• ',/0 ,• '''.''}'Q\tnr .nr, J. .,. "-• w " _- • '.~·· • 1,,;. ,~r, l,.. 

I r)l"I'' • .A../ .L ~ • • •• ncrease; i\t.iU 111 al. i:c::1p l, ~o w.provc co:.;petn:i-ve. perforuc1nce, 
but concurrently \·:ith fleet rene1:,rnl. 

Present pro~1rur,1 ( too 
11Savannt1h11 anu "Sur-face 

s:.1a 11 to be effocti ve; too heuvil y 
[ff ect" ori en tee). 

i·!o ne·,-1 nuclear progru;q; discontinue Savanr:ah. 

Undertake r11uritii:1e reactor- research Lut no construction of 
ships; uiscontinu~ Savannc.h. 

Construct s:·:1c111 nuuber of ships concurrent v!i th reactor 
research; con ti mie So.vunna:1. 

l-iDRF f, 1 ternati vcs 

Revi t-3.l i ze by 
re:1abi 1 i tat in~ 
mariners. 

convertinJ substantial 
AP-2 1 s and possible 

nur:iber of /'.P-5 1 s, 
early . r£:ti rem en t of 

Revitnlize by srnJe converstions and soue· austers nc,,·., 
construction in fcreisn yarcs. 

Revitflize by austere constructions ill U.S. Yarus. 

If active fleet pro9rurn is lurse enoug~, to p;eet all future 
needs, retv.in only s:.1all reserve fleets for future truJe-ins, 
or eli~in~te it entirely. 

Al ternati vcs • for Trans fer of ;1i\R/\J to DOT 

Transfer by reoroanizo.tion plan 

Include transfer in legislation 

Forget about it for the present 

Independen~ SuosiJ.,, Soard ,I;l tcrnotiv0s 

• 

I.. 

I 



• Independent DoarJ appointe,i by Seci'et~:n·y 

I ndcpendcn·t 3oc1 rJ appointed by Pres i Jent. 

Shipbuildin~. Study Alternatives 

I nterdepnrt.wnta 1 9overrn:1ent srour to d·eterY:;i ne 1 evcl of need 
for suushlics on 1:·,crcl1ont sl-i-i p cons true ti on in aJditi on to 
Navy ·and other 9overri;1:ent prosra:'.is. 

Govern:ient-I nd~s try Crn11r.d ttce to deterni n2 capability of 
• . yards to 1:1ect merchant rep l a.cer:1ent neeJs. 

Presidentially aprointed Co:11nission to study extent to vhich 
Federal aid is ne,cessary to preserve co1;ipetitive positions of 
industry anJ preserve a national capability. 

Proqra;;1 ~-1one_y Leve 1 s_ 

Construction and C~)crc1tins a1as sufficient to :-:1eet :·,1ilitnr-y 
and ur0ent civil e;·.;ers ency needs, taki nJ forci g n construction 
and shipyard nceLls into account (Task Force level). 

Sufficient to rerlc1ce old shi:)S 1:Jith 5-J years and prov,~le 
S0(11e <lry bulk c~.paci ty; swe increase in fraction of forei ~Jn 
trade ·carried; utilize forci sn cons true ti ens ( ori gi na.1 Joyd 
Prociret:i1) . 

Sufficient to re;Jlace o1J ships and prov1:..1c sori,e e;,p211sion in 
liner and bulc! area to carry si91ii-ficant1_,, i;iOre fon:inn 
trade; tfod-in foreign constn;ction (Goyu, ~-iuy 19G7 prqrclJ). 

S~t11e as v.bove, but enlnrc:eu sli0lrtly and U. S. 
only (Eoyd progru;,1 in Fall 19G7 1:dth 
extended to a 11 , this b0.coues rou•Jh 1 y t}12 sc1ue 
and S 2650) . 

construction 
reserve funds 
as H~ 13940 

• 



•· 
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Commit·te,e Hearing• 

Deputy t7nder Secretiiiry 

,,. 

T·he l,m~rican M&ritim~ .>.t•odation (J ... M~) r-epreae.nted by Pl!red 
~&kin a.nd Joe l<l,usner presented the attached tt~etirnony on April 23 
propoei.n.g a new nu1:ritime program. J..~~ r<,pz-caent• 90 compa.nies 
op~rating 2.37 unaubaidiz~d .Arnerican fiag lin~r,, dry bulk carriere, 
tran1pe, tanker&, cont.ulner ships, etc. r-,/<.,·c..'f\,J..-> 

. 1-r-p 
The a-p~roach i.a ldcntkal to t<b.u.sner'e p{on:lises !oT revlslng the 
legitilGtive pro?onal introduced by Oartn~tz. 

1;he legisla.UV13 prop-oE-als· precvenhd to tbc Cominittee includo; 

.. - Support !or annual autlu:u:i.u.ticmJe~!...$J.04...millio..n; r,uu~~ rch 
and develo?tnf!nt at $25 million; and $.3fl million in FY 69 for 
reconstru.ctlon of r~iuu·ve Cleet. 

... .Extrmelon of: CCt,..n.4-C~o prcaently unsubsidized ves•ele 
operating in foreign commei-c:e ol the United ~tales, indudfng 

c:llnktts--b.Y .. LB.9..t .. e:dt!nded to px~x.te.ta.x.y...a;1.~r.ato.r.s,. 

-· ltevl,cd tystcrn o! c.o~truct~S>-ll~~~:betdy to ma.ke P-il-Y.:tn~nt~-~~Hr..e,.~Uy 
........ta...er.ip.y,a.rds and to r~h.ln contpet.itlve bidding. The baais !or 

paylng subsidy would be based only on labor and material cost 
difler~ntials and em?loying gonerd.1 indices £or 2. base period 
aa an lt\ducement to greater e!iiciency . 

.. - J..n operating subsidy •yatem ~bich parallels the gros revenue 
~~~.I..._~.,~ 

_!jtht.i.dy prcv.,os~d by the Jntcragency Task Fol"cc. -

•• F.es·t:ric_tion which m~kea tho carriage ot Co, .. crnment cargoes 
ind1gible tor subsidy • 

_, 
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•• A Jllld~~\ulti.i,_1?.:1'.Q,..g_r£\.nt:b'1t detetco requirement in Garm.at~ 
bill that nuclear e~.ip o-pcrators involved in an lnterunton 
dispute mu•t eell hie eblp after 30 days. . . 

- .. Ll!t.o the 6 percent ceiling on Title Xi loano. 

{ 

This progra.m has bum heralded as a r•puhUc intered 1
\ program that 

eimuttaneously promotee tl-e ;,wet!~.t-e ol the indt.1st:ry. 1' The ttpproach 
&do~ted ie that no shipowner h2a b¢--1;n dcpl"ivcd of hia rights to which 

· be iti entitled 1.n\dcr pr,H1ent law atid that tbe effort has l.1cen directed 
to ~orri)ct conditions which represent$ nsubver:;lon o! the. intfrnt ct 
the I 936 Act. H 

• The highlights o! ·thl1 t-estimoz:iy .. pteeent an interesting prop-osition. 
It ~~ the c.oncl.u~ iru1.Jl@tJ.9_4,~Y.-~!~_c;.fm~H !i9~l .. J~~,~,.~9J,l~~\;-~~m.St.-~• 

• . t~9.u_YJhich...1tJended pnsa~ge or the . .l. 9~6. A<:.t.Jn three 1p£ci!ic a.r~as. 
-These nre~.a ar~:·"•'·'•non:~con.tl&uou:.ii" c·ad~-.1" have dlsa·p_peared; dry and 

liquid bulk trades, which it wa2 predh:;ted in 19~:S7 wo,.1ld eoon dhHt:,pear, 
• b.avc grown enormously (p:;irticularly tn our foreign commerceh ~nd 

alllcc 1936 the U.S. Cio•.rcrnment haa become th~ world's largeet shlpf>er 
and its cargoee t"epresent a eubstc.\nUa.1 volume o! U.S. toreig.n trade. =,. 
The ~J"Ol)O.;ition ia ira de that the law n1uat be r11vla~d lo reflect theae 
condltion•. 

The Gov~rmr,.e.nt eargo con'lpc.nent of our !orelg·c trade in l 964 con.st.ttuted 
cvcr~·60 percent of illt cargo on An1,er-ic~n 1-hips .and lnvolv~d total 
Oovcrnm.ent exi,enditu.roe !or tr.eight and c:h.~~tcr hire -ran about $6S~ 
million .e.nnu~lly. Thi• precluded the Viet r,rar.r~ build-up. ny 1967. 

' MSTS expenses fur ehipl)ing rea.cb~d $705 million and nf!&rly $1 billion 
it fees to pl"ivat~ o;,q:r~tor• serving a• general aients !or ~~serve £leet 
ahlpo rire ad,fod. Th.is means that if oth~r age11cy ex?e-nditure·s rematn 
level the ~rnment now generate;.,!_h!..~~£~n.._$.Lbillion_~~.tl1. 4 billion 
~ ... sJiippl:t\~rev,e~~~~- ~ ~E:'ii~~~~r~i~s.s.~~~J-:;:.~~~-Lr~,:~1:_!• -foi---i~rlun 

·, 
. •, 

,,.... ~Ii..; .... - ----~-~--, .._, ' --·· 
·..-~--- . . ~j 

Since AM.A repre-aents the trntnpers. the tcsHn10ny predlct1.bly point& 
to the Jl(?ed tor increasing t1. S. flag carriage of our bulk trad~a. It also 
cr-itkl~es the Nation's de?ezufoaee o·n foreign n~g opot"utiontt !or the 
lr-0if)O:r'h~tion o! raw materials during peac~ and war. 

:... 
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Per~ tb~ highlJght of A.MA.t~_!!!.f:.!!!~.~t.!,_ th_! -~h~!.[~_1b~.t.~~.E!..':.~ 
9(~ur f_:l.!!_ur!...!.~.!:1.!'J:?t th~ 1930 --".£! •. Jo, ch~J!M.~ con?ition~•- _th~ i;ubaidizec! 
2Pta!a .. t2,rs bav~ beco.rr1e. tne bc11,c!1d~ries ~£ a double 1u~s1d_y_e~:!!· 
Tboy not only ·receive direct subsidy t.o con1:pete in foreign trad~ but also 
freight .rntee l:,~,sed on >,.mf:t'i<;an coste for the, cit"rrfage oi Gov-ernn1ent 
cargoee. A pere·uaoivc· Un~ o! rea1oning iii. outlined bae~d upon r·eanoning 
tbtU the double su.lnidy ,u·ls~s because Governnumt cargoes a.re insuli\t•d 
f:r-om foreign con1petition.. . It ia &n •tt:ractive htade and acts as a positive 
'inducement ll-.. hich causoa tbe aubsidi.~~d 11.nell to neglect their co~~e-,-clal 
oblig-alions. The teaUmony concludes the\t this situ;.tion has eubverted the 
od.ginal intent of tho 1936 A_ct tubs!dy system, which wae initially to 
lncre~•e .Am.el'lcan !tag aMp co.mpetltlon in our !orcig·n trade. This. meana 
that ~he .I.Jnorkan tax pay~r ill paying "twice into tlie, '.Same pocket to puTchaae 
a total rnerchant 1 .. ~rine b.t- 11nul1cr and les& efUeient. ~ ... ).,1/t believe, th~t 

• thl• condition has frustrated Covcl"ntncnt o!liciala and created an inbuilt 
ho~tllity to cxisHn.i maritime promotional proira.ms. • 

The proposed ar-~endment to the Garnlab bill '-tr'Ould a(.cornpli.eh. •ccording 
to the rationale o! the. AM.A, the following; 

. . 

.. .. t,fa.J.ntP..in for purposes o! subsldy a sharp cleavage bttw~cn t~~dca 
eJCpoaed to foreign nag cor::ipetition and those protected !rom c;uch 
.compet!tion.. • • 

•• !~lake th~ Oovc-rmnettt ~argo pre!erence progra1n a posttlve in~Jru­
ment for r_ebuilding the unsub@ldii.ed fleet when coniblncd with u.n 
enenaion of tax reserve privHo;:es. 

The provisione ot the cm~ndlnenttt pt-or,ot ~d would requlro a pro,ortlon~te 
refund of ahi? constt·ucti{)?i eubsidy by operat-ors tor carriage- of Government 

• cai-goes. Subsidized Ol1eratora would a.leo lorleit O?ere.ting ~ubs1dy for the 
carriage or Covcrument cergoo,. Thus. wh.it.e each oper~tor '4.-ould continue 
to h:ave the riiht to carry both Go,•ernment and comnu:rchd c.i-goo•• they 
would no longer be enabled to collect a double subsidy. 

-( A novel iunovation is ntbo ~-rttten into the l..<:t which we consi.d~red ~tone 
tln1.e or another. That is a pro;,osal to con1bine long-term charter arr~ns:e1-
n1-ents wlth Title XI mortgages to p1·ovidc lndueemcnt Cor uneuhoidl,ed 
O?erators to _renew their fleet -· thi~ 1a the original Sa!ir 9ro;,os~l • 
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~ ConclutJlon -----
' • 

The provisions (l} extending tax privileges; (?) plti.dng -en _absolute 
prohibition on pai-Ucl-patlon in preference tr~do by rebuilt vessels 
tra.rutl~ri•ed to .American flag; and (3) propo$ed i:oon~ta1~y levels o! 
aubsidy e_upport a.re bad features ol the progrant. Otherwise, the: 
proposAls advanced in this repox-t, are, in n"ly view. constructive 
and provide a b~sle for aceommodt4l.rig to an industry/labor propo#cd 
'program. It it- my understanding that Paul Hall \\'ill testify nt t1arno 
polllt dut"lng the l\earlnge in SUi')?ort of this pT-ogratn. We arc also 
ln!ormed that the- shipyardti a.nd the tmbsidh!te-d operators are extremely 
dittul"bed by the prcpooals and ·will l'<UUJ&ese t1,cir tactke !o·r dealing 
with the proposed amendrr.1ent,. The controversy over the _propoad 

. to mako illcgal ,th-e payn1ent of double •uboidiee could tdgger a m.uc:h 
greater cont.roverlly in debate 0V'er mtJ-:ritime progre.ma thi-.n we have 
witnessed in msny ycas·s. • 

PLSltton:kam 4/26/68 (S .... S) 
cc: Mr. Sitton 

Mr. Mackey 
Mr • .Robson 
Mr. Agger 
Mr. Lehan 
Mr. Dye 

Executive Secretariat- 3 

•. • Paul L. Sitton 
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. Comp~i2-°ri of Paul Hal_l~~BJ.slct.tive Propose..1s · 
. to tne Interaqency i··~ari time I c.Sk Force Pronosa rs 

I •;• 

I. , .. 

lhe Hall pac~oe_.nocs beyond the Task Farer- in some .no1icy '.r:rrorr:l 
respe_st~ 

. I • 

It ·uses t~e TF "rei~nue iricentive~ .operating subsidy packari~, ·but 
gives it only for c~~,tcial cargo revenues and only after January 1; 1972; 
the TF exc1 uded on1y Defense· cargo r.evenues, but. a 1.1 ov,ed sµbs i dy on • .other -

1 gov.ernmen t cargo revenue; • • • • • .. 

It. narrows· the· construction • di ff erenti. a, .. subsidy. fo·mul a·. lo. the • 
. foreign-American cost differences fo.r labor and materials. and woul_ d :_ a.l1m·t •. _ 
subsidy on ships buflt or repaired for foreigners~ ·Th~ TF al.10\,:ed shipyard 
subsidy o n the foreign-American ship price differential, and v,ou1d be 
available to t'\mericans only. • •• • 

. It requires the repayment · by the operator of a. portion .. · .o'f 
_ construction subsidy if governr:ent cargoes are carri.cd; the TF pha.::_eJ .out 
cargo preference, but ~l1ov1ed the cargoes to be carried \·Jithout 1os.s: of 
e·; ther construction or operating subsidy, as the cargoes· would be ob'.tai ned 
in compcti tion \-Ji th foreign_ opera~ors. • · • • • • 

• Sor.1e featurr:s ·of .. the Hall .proposal seein to be specifically ant-i-Cl\SL~: 

.;._· ·The Revenue _Incentiv·e operating subs.idy is ·anathema to;. CA.SL, 
- particularly so \'/hen government cargo revenues are excluded fror:1 subsj<ly_. 

. . . . . 

-- Restricting shipyc.rd subsidy to the • labor· arid. materia.1- ··cost 
differences wi 11 increase tJYe price to CASL for ships. • .. 

· Not~~rising_l_y, the~a_11 proposal ·stro·ngly benefits the Hall-sup?ortec.i 
sector o, tne i'-1aritir:1e Inuustrv. . ·_··. • · • - · · • . • 

-- Consistent with-the TF report, the Hall proposal extends operating 
sub~idy to all .. dry cargo :operations including bulk a~d oth~r non;..lin~rs, 

• .. but not tankers. 

-- Cons i.s tent \·ti th : the TF,. the ccns.tructi on subs.i dy is pai ~ to 
shipyards and a 11 opera tors are a 11 ovred to buy ships ,,-.,hose cons tr~cti 6:1' h~s 
·been subsidized. As an extra benefit to the shipyards (Hhose unions 2re in 
Ha11 's MTD) 1 they ar·e paid subsidy on shiµs_ th·ey can sell to fore_~gn 
purchasers.· This parallels· tt_le TF phil~SOf.>hY of Sl!f.'porting shipycr~~- to 

.. _;._ · ... 
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·construct for anyo~e--·to the.exte~t\,e need to _support ~h.ipyarc1s·. 

• -- Preference is gi_ven to the now unsubsidized portioni of the fleqt in 
expending the•. appropriations. authorized by the Act. The~e unsubsidized 
opera tors ar·e mostly in the Ha 11 ambit. • : · .. • . • • · ·;· .• • . 

. . .. 
-- Cargo preference el_igibility.is drastically changed in fa.vo·r -of 

American-built sh·ips in that no ship can carry military or.other governr.ient 
.• cargo if .it ·has been bu.ilt or altered in a· foreign shipyard. • At pre5.ent, 

any U.S. fla.g ship, regardless of wherc·built 1 • is ·eligible for mi:li.tary _· 
cargo and : after three years· of LI. S. registry, for other cargo prefere.nce. · 
Hall 1s change protects the shipyards and the present .. group • of i ndepenc!ent 
tankers--_both o-f which are i~ Hall's. gro·up.· 1 

•• 

-~- Operating· subsidy' is extended ·to the present _unsubsidized and ·tran1p· 
ships·. provided they i1~1mediately contract to build nm~. ships. The TF 
program called· for extending .. tubsidy_cover~ge_to the older_unsuhsfd~~ed 
_li_ners • • but not to trar1ps. ·. • • . .,. . . 

·.' . 

.. Features of _the Hall proposal· that are contrary to the TF repc>rt 
·_ 1 • 1 ts phfi osophy_: . . 

or 

Extension of oper.ating subsi_dy ~o _the overag~ -~r~mr ship group.:.· 

No foreign construction. 
. , . 

Money • 1 eve 1 for con.~ true ti on s ~b~ i.d/ s~t at. $300 M ·for 5 yea rs;. TF 
CDS 1 eve 1 was about $145 M. . •. · ••. · . . • • . . . 

• ' . 

• •• • --· °Cargo preference not eliminated and . ship elioibility requirement _ 
tightened. • • • 

-- No determinatfon of need in arrivina at shipyard subsidy leve1s--but 
does support a broad study, of sh i pbui 1 ~-i· ng i ndu~ try capabilities.• • 

. . 

• -- A nuclear • prograiil is included ns a separate item·--the TF. fe1 t that 
nuclear ships were uneconomic and uncompeti t_i ve •.• • • • • 

Reserve funds are _ex.tended to_ ~11 ··operators. 

TIJe s ta tecl obj ecti'ves of the. two ··are d1 ff erent, a 1 though para 11 e 1 : 

Hall Proposal obj_ective: To balanc_e the- privatel~ 1-m'lned merchant 
fleet, p_arti cul arly for the .. _bulk trades. 

.. : --;. , .. : 
,·.•, 

.-- ..... , ... 

··. •. '. .· • ... 

. . ..... • • ... .,.. . ~ . ·.. . : ..• •. . . ·.::• . . . . . 
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·Task Force Objective: Promote modernization and econcmic grm·rth, ·and 
eTimTnafit ,.defaffea- government supervision by rc.tionalizi11p: •. the 
s tr.uctur.e of goyerrnnan~ aids. • • 
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- • :·, :.(. t:r-ei·-~ampich called me ju.st .a.-,few-minutes ago to discuss the m~eting.. . • -.·; 
_: ••• • •:·: • __ •. today on marl.time poli-c,y ... • H~ said that he had met with .Sec·r~tary - • ... ••• • 
· •· ·.·; .. ··,.··_.Smith arid that the Secr-ctary had reviewed the memorandum to the • . 
-. _.-_.-·.,.. President and the program paper to go with it. ?v1r. Smith apparently , .. ·.• ,•,:: 
• ,-; ~-_:,:· agrees with the pronrani. and the recommendation that· the Administration - -
~ · ·--· · · • •• go forward at this time. - Secretary $1-nith. ho\vever~ did not sign the • .. • . • _ :. 

ori.ginal of the memo to the Prcside:nt which you sig1'led last .nl3ht. -.. , 
Fred said that Mr. Smith's comment was· to tl1e effect that ·it v:aS not • ; 

.-• .necessary to sign it and apparently that ended the discussion.· Fred. 
,· -~·.•···had no eA-planation to offer as to what had led Mr. Smith to this . ..- • • 

• .:\., ..... • conclusion and I certainly have none. I suggest that you raise the que_stion 
, • •• ,._.ith Secretary Smith at the tin~e. or the meeth1g if you £eel it_ is of • ·~ 

• suffic_ie~t- iI;1portan~e~. '.,- .·_ _• : •• • _ ; __ , •. . : . ·"'/~•: -~ : :-;< ,-.,' • _ ,.. . -· 7 

Th~ ·only thing that _occurs to 1ne as even a rc~ote possibility·. is that 
Mr. Smith may have talked to Gulick, who· cau,tioned that lie 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 a~rees with the 1nemo. I simply don't 

• , ·know.why he doesn't want" to have his name on tl1e memo to the President. __ ·: •• 
•t " • .., r . - ,. -. • • .. i!", • • 
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· <>~. -~:~--~ :·_Jh!dr proposal~ could_ r{!sult fa annu~l fo-:,Cral c6~ts ·w1· to $.~O 
.-· . ·:. - -~-. .-· ;· Hill i en if t:H3Cted .... doub 1 n exi :S tiTI;17ev~!r. HM 1 c_ ~~{e- S::b'slcy" . 
; ~--. ·._. • ·:_ • re.:..o·rr;:,"z _are~ln the·ir_ bp1 • it hu:; a rn.11,\i~er t)f !~feattn"'~:. · ·_ - . • •. : 

.• ... 
< ._:~ :· _::·~·<<Pric,rity-n~;;d .is ne\'I sh~1p-s ·f{H"' obsolete ·r1erchent narino, not 
.·• ~-•. ·_·r.-_-· .• add12d shipyar~ sur.;porlt. Yet nearly hal(of svbsid1 funds 1n· 

.~', . . _.'._-·.--bill ·uo •. to h1r:h co1t tJ. s. shipy«rds ·who alrtady gc:!t about 
• --··, .$2.5 tdlliori per year, PX)Stly fron _Navy~- _adnquate surmort 
·.~---for mo0H ization base. · •• 

• ·.;· ,. , ••• - - .l . ' . '1 :--. _: - • :. 

:-• .• > -:, : --·:.-:: ·:/~·"'· --: • ,;.~.' • Extuns fon o-f tax exci.':;pt reserve f~-;H}s to entfre. focrchant 
• .-.:, ·.~ari ne !11 us f1shi nJ i firhe try r:o· 1 d cniist~ fo..)s to tax un.<;e v, 

·, •• - ::-·_.-
0

• -<:,~ ·-->-.::about t•l35 ~=ti111on. annually c,r'."l;)al"f;d ~dth present cost of $35, 
--~_-_._.-.-~:.. .. __ • __ .• M. and creattl precedent for extension to oth~r· intl.ustries. 

:·. • .• -· • •.. _·_._·_ • ... ·_. ·Treist,ry 1s -~trongly C?pos~d. . • 
• . ~ .. . . :, . - ·,.. , . -: 

:; '" .. 

. -,,f 

• Acceptanc~ • of 
• _i;1trnJa tory. 

~ub·s:id;; ~efon:1s· _l>y 1r:dus try is ··vol u;,t:ary, not 
\ ._\ '/' . • . • . .... 

- -:.~ ~ ... 

::.This orocra_:,, has· s1~11~_ritie·s to prorosa1s adv~mc•~d in l°S'f5'7 ·n:l 
• ·_· Secretn6 of TrMi5portadcn in u~·isticces.sful ~tttt::?t to 9ain c.on$en:;us 
_: .:: t1i t.hi n indu5try/h~or. Pr•esent hc.n.r1 n,gs stw~, ccnti trnfo3 . d'isagr~e-:-,1• -nt 

• · ··within industry/lJ!:ror 9rou;}S. ·-

.. - __ :· A:ki?istt·atb.n 1s. itf -~ hett.Cl" tactical ,osi tfon this· year 'since. for 
--::· .. - .·ffrst tfou. alf C~';ci7entr o''f""inyustry and fi!uor wl1 l b~ on the ···!'1Jb1ic 

... -_-_·•rilcord vft1· altarnatiYe pru3ra!€1S ant1 nn tk.':':inistration pro,nra:~ -..rould 
... _. - -: ··no lc-ni;er t~ a "sta1kinJ hors~.~ t~t l!!ast . thrt:?~ seprirate proqra_r:! .. 
,.-.- . prO;;o;;als ,:we bcfo:1 launch~d. includin 1:; one frrn!i Paul Hall !mrJ tr;._,tir, 
,_: operutorcs, ~ s-~cnnii fro:~1 Jc..c • Cut·ran, und third f1~n. subsidiz-~<1 

o?Je•ri!tors. Pirnl Hall has in the 01 st fru3tr~te<l ;.c.~11n1strttion 
efforts tn 0ct prtYJra~1 cons~:nsu3; but ~ri thout stntin:; v!hat he w::rnt~Ci~ 
His supporters (~dthout Hall's '.i~rsonal co:~1i:it;;~ent) now f\re on r~cord 

.·-~,1th prc:)OSv.l s;>ccifyinJ radical put1lic-intert.st refor~. ff.r • his 
opro:ients tut focrec.sild r,rotccti en and pr0f\~r~nc•1 for. it1 s rart of 

__ industry. T~h prO:JO$~l 1,dll b~ c,rpn·;ed by sGbsi:Hzt::J operators an<1 
by Curr~n. 

·-... • 
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:- ·-:~ :·. • :. J, ~ ,t : , ~ ·, .:. 
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• .. • ~ ~ ; ·-· 

··T~·1ere. a·rkl Sf.ll~.ptl".=,.·1 n""'+i i")ns·· ·~v",1 ·1 ~h 1 f!: to _r. ;;,-.,.foh tr1' ti O" ~ • . •. r 

....... ,.,, ~ . .:. J_,; .,.: ._ ........... .._}~':..,~ ......... ~ .. ~..,...:.. ..... .....,.. - '. -¥~~, \ ~. ~· ~ •J ·-.:: ~ ... 

,} ~ • • • . .:. ·-·- : .• • • •. ,.. •. :.:~ ;i.. _.: • 

• Prur:oso a l~ut 1i c I n:tor-2~ t Proirri;, • that • i-itwl d · ·-s tJb$Jd1 zc 
~~ ~, , .-_;·,''.··mi1rct~?mt. oarino· • and~shfpyarct~-~ a f ~11nii~;u:~1 lovel to.· r\~t:~t -

,, __ ··.-·. , . .'}_· .--~·::.··'.ei-r~rgnn-c;· n~1<ls for __ cac1); _ . refnt'\(; _ and - sh~
1
plify , subsidy 

-~·-,-"_:,:·-.--· ... ·._·-_; __ ... -:_:_:·prosrMiS to provide c6:Jpft1tiv~ .1nctnt:h(:s.; e irrdnate non-. 
- •·· -:· -- > .... :>_,~ military -et-l"~o prcf~r~nce; • allow fQr(!ign shir} z'lurc..h~se t,:y. 

>-:_-,, tr:-);(/\) i :~:~::r ~l'~;l ~:~ta:o~f d ts t:~~ 1 ~ gm 
10

:h i;s • ~~~v::M n~ sf ~~<li ~~ • 
-. ·.:·_/</\'. _> ··: __ ::·· c-onstruct1on 'lS. 84. ships tm~hr • £~x1s.tizr,::~-pro~i"'?tt1.-. -. ··Prograd 

• ; •••• -~.---:·.• _ t_ :·/;-::_;.-1,ould probably not_ ·_pt'iS lHJt ~1ou1<l pr◊vi<lc a b+:nch0 ;11trrk for 
.• ,_··-·.>t-:- _---.-~;< _~->-policy dfolo0ut~ and 1?asi,s for r"'1=~~_ini-straticm r~jectiorr of 

, __ .,- ••• J' - ·- ..... ·- . · ·uw·twnd "'ro;1rar 1, •• • . . . ~ .,. . .. 
. • • ' • • • -.- J • y ..J -~·-·• . --~ ;.: • • ' •.. 

r, ., •:.,·. ,·,-

-- i>ro;;ose a' Sa1a:i1c rc,forz; rv(•rmr. that tio\Jld • 9fva mijor 
~ .... ~ ..... _ ....... , ~ .. . .. . _.......,... 

,.,:-;_SUi1S1Jy reform'S.; 1a1'\1cr ~=v tii;1r1:for~ • mori.1 ··acc 1~rtablo. 

··-'-

:_··--.·f>toJr~,.m;_. no cost focr,.:ase i.n F_Y _{1~-70 due . to · tH:d9~t 
·.~·· =·._· ... restraint; ~ption for .forei~n i:m11Jin{; 11fAfted to ~hus,2:·ye-1rs 

. . :.··.· s;, -~-~ .. _._: subject to usu~l f01~t1gn foV{:.~tr;~~:mt re3tt-afnts to· avoid 
--~-··._'._. ,_~:_:·:~:··>.:'. ·;:~/ Balan-:e of }~ay:.:euts fa~pact; $27:i }~il lim1 inc.rouse; in fY 71 to 

··: ·•. ··-··- - : ··:;· ~- · t · ~<'·•1""" •Ull~"" · r. , .. , .. · -~~~ #,;, r.. n-111.. • ·:to; ~1 ~ .. 17·" 
. . - • -~ ';.: ·_,_,_.·_ ·-. ~ <l"V0i1 · .;v·~.; ... . n;n ··~ ;) .J •~ar C\..;::Z, t ,v£..e-JJ .~H 1 cm• J;itn {;!.). -.., 

. ~·, • ?·.:·· "( • . ~--·sh1p$-•. · As rt1th . fitst cptirin, w0uld pro·.rTda b~sis for 
•. · _:, ·,,· .. ·-:;: ·:-_. -<~ :-:_ :; .. ·-.. • _,. Ptd~Jt nis tr~tion r(!jcction nf unsound prour~n. : • ;c .• -~· 

• .:: : ~ ':-- •• ~ - .- .~ •• ~-: ,. ···.·:.... .. 4 • ~. ~. • • • • • • , • p ,I' ·•· • • 

. ;/=~::.' -~ ., .. 

.. ---- • let Con;-1r~ss t.~k(! 'ini tLtivs. and acc'$Df thr:h~ --~ro-ira:n~ • This - _..,. •••• • '~~--,. .. ---·~·~ •• ··----~·~ . . . . .- _ . ..< coo ld ;~e~m tmrle~ l rah ,u ex teri.S fon oi·iax ~x~~pt Pf"l v1 1 asa5 an,j 
:·:-: ~-·.:-:,.'.-:. -:-. <mlv lhdt~ci subsidy retmit.s, 1f ariy. Vert difficult. to voto· 
,: · .. :·•.•, .. i .,~t!' ""' ~ .~ ~,f-r•il t.-t, •:-tti""' f\. (i'1!.\f'r!! .. 1-i•-::-s-t, .. -.p--¥C•':)."".~cl ... . -~ :. n tu-.,ih,.C, .. c~J •""-'-·' ,)1.., .. l~ .... "✓n .. r.<_.,..,~n • "'C ~!, tiir e ... c~J . 

• , - -"1 • ,,. - - , - , _ _..... ---~- ·11 ·. ... ..... " · , .. : t>enef1t5 ..... • net co.~ts c.)out ~th;U . ~-11 Hm. f(!r year, ~.$.:;c 

·•·fie··;_-_·· -0111 fon ov!!r nt~xt f hre. }·enr~·. • t~:ou ld _bt!il d 170 sM ps • · cm b· • 

• .... ,. 

~-}-.> becaus~ no ·f oi~e1 rm cons tnicti en. • ·-· ~~·: __ • .- ,· _, __ : • •• - ,-.. • >t:_ ,,-·: 
\. •• -~--:..,~· .(."_." . . . . . •. - ··-

., :-·An ·acci::ptatle nrcnra~1 • shouid inclutl-.:; tran5fer of f.'J\R/W tt1 DOT ant-. 
•
7.·_~:;..:> ·should not e~ttlnd tax exe1~ip_t r~~erve _fi.tnGS beyond _pr(t:H3rit H8_fts . . - .... ·; . 

. . -. :' ;· ,-'_;.--·~·:·_We r,:cr1~11en•J tiBt Yett a1o~,t the s·llc◊-nd c~tion. -~ An i~f;Jh;i·s-crltbn . 
• -_-:;_ '.:··.,_·: -prrF3rar:1 1s ,fasira::-fc •- 1Te' ueecf to ran~-; mr:.;~t. Th~ first ooticn 

.,··:··· .. ·- : ~,_.. \fOuld not pass. lh~ thfrd o~tfon is tco costly_ and h_cks .- r~-ror.:r;1. 
• • ·_· /. .. ··_' _·n1e r·ec~;aended _o;,t.fon: . •:• •· . ·_··.::··. :· . __ .-_ --~,., --:,v,,. 

, .. ·-.· 

O?.;ta ins flOS t po 1 i_cy rcfo1-~;,,is. -: 

.: : ~ ...... ' • ·: 
.. 

,J. ' 



' Hay mov~ NnrJ~d • to OOT ... 
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tlolds c<;~t i;cll 

\ ;· : • :~ ~;,. • .• T nf tfo l br{:itk~throu'l'h 
• ·-"_., :' -. ·valur1ble pr~cecl ,r,t; ., 

1n f9r_~·dgr~ construction ~;o~ld provid~ 
.. 

n.•·:t~•11 th 
•crntory of Cott1i;l"C!f 
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,·.' .-:·< · ~MEMORA.NDUl\1 FOR THE SECRETARi':··. ·;~c ·: ·.,. •:: __ _,_.> ~::·:'./•-~;-i•_. _./··-. •• ~----: . -~~ .... "_. _ 

. / t::\'\:.: SllBJE~ i: • ~~~~ Y~~,i_~,e~Hri{ ;rt ~;j:1~i~e: •. ''} ,;{ ·;?, :,,} '.~ .: )/{rt:-::\','< : • • • • . 
• " .. • •• :.,·· ... .... :. ; ... • • • • ._. • ' ~ ·.:- .. ~ • ,. .• ri_ •• ., • 

• • :.,•,,..=••,• -,_,\,,';,: -·~ •• :•.-.-::~'A••·•~:,.•,,•,•,••::•.' .. ,•••'\•~.,•• :,,:.:.,::,':-::~•.:•_::••.• ~--,•i•.,:_/':~,.• <->•••,:•(.••••••,••,••••~•'••: ;• ••. •• 
' :- " : ,'· • •• ... •.· ., .. • ~ .; :_ ~ . ' :· ... · . .. - .. >·_:.-·;-~~:_,_.:,:. .,: ·, .. · ·_.:·· :.· .- ... . _ .. ·'. . :·····., •• _,_ •• ·, •• }··~/:°_-,_'< ~-,··.,~·:: . I 

··:·. /' .. ,.·.·_:· .Yo-u··are s_cheduLed to_m-e~ ,a,t. lZ:15 today with the,. President •• Secretary • . l 
.-::.·.\· . ._:"-::·:· __ .•of Commerce and Joe Califano·to d..i'EfCU6S

0 

maritime policy and,an •. · .. ,:._:.· ,_:, , , •. , : ' 

L .; >:, ~fm~~iotr~t!"n -~_rogram: _ .::; .. -: • : .. ·::. , \ :; , . : ·r ·x< ··:i ;;: . > ·/. ·• i: - . _· .: -> . 
-~ .. <.:-.. #• •. ·~: ::A~tac~cd-:r;-~~~ ~.-~~~rs: • ({) -~e m~-mo-~and\lm ·t~ :~~-fr~~ y~u.--~nd s~~;~,-~ .~: • _ .... 
·:. ··/:·:·\ :-.: tary S~nith to the ·President on mariti~c policy.· and (2) a mcmo~andum • 
--~-,:·.,, f ·.:.:-·outlining in greater detail the substance of the program which you and 

. ·: ✓ 

• '· : ·secretary Smith propose for the President's approval. .. .. · •~--·•.••1
• ,< .. 

~ .~ '.• ' ~. • •• •.· ... ;. •• ·: ~, .. : .... . • . . . ~ ·-·~.·, .. •. ..:.·· : .. ~ __ .:. ~~,. ... : 
.. •. ,··The orig:inal ~f the memoranduiri .to t.h~ Pr~~ici~-~t\~1ent t~· Comhi·~;-~-~. • •. ··,.-.. 

·-, \"-·:.·;':~>first thing this _morning and Secretary S1n-ith ~h:ould have it nigned when 
:_ .. .-:'., ._.·->: ,· h·e gets to the meeting. ~opies o!_ both these papers with the memo:randu.m 
·_ .. • •• • . .' :unsigned went to Joe Califano last· night. They were to go to the President •• ·-.., • 
.,.·---._·,~:.-:with his reading for last.night with a cover memorandUpl fr9m Joe_ • - ·-·. • 
· - • • ... • -Califano· l • • ? · • • • ·_ :, · '.-' · .-~ , • • - ·; • : ; _. • ·.-' ""· • :' • • :- · • • .... • --~ 
••. ,• ·~' : ,; • •• • • : ·' • • ' • • , - - ',c~. ' • t' \ • ~ '~ '' •.. - . . , • - ; - • , • ... ' , ; - - • ; : :<~ 

• • -,;• - ·.:. • ... ,.~.: •• --:· : .. •• •• '~-:_. -:. • .J ' ;_ • ... \.-:~:- • • • :\ ~ ...... ; .. ,. : -~ •.• !~~-' _.,~:-.~~ ... ~ . •,J .. • ~ 

···-\:<"_._' ·Als~.-a~--tached ar·e several copies ~! a one-pag~ paper on lli-~-issue of ··r ·:_~- •. :., ·- • ·,.· 

foreign construction·. In view of the ~ritical nat\1re ·of this aspect· of the ••• 
~ ·:·~-;~ ~.·: progran1 1 I thought it ·might be useful for you to have s~ch a pap.er to use· • -· 

•• • as a basis for discussion at the meeting. • Should the President decide to 
-.. __ ~:.·_·.:: .. go forward with an Administration prog~am, you shoul~ discuss with him 

.>, :. and the others at the meeting the ,question of tilning. ·1n view of the •• • 
.... -· ·..; -~ . 

• present course· o! the hearings, it would certainly seem. desirable- to 
v,ait and get all the parties clearly on record as to their views before· 

~ • • • ~ 7 the Pre·sident advances his prograrn. ThisJ,vould probably mean a delay 
···.·:· __ of two weeks o_r so. , Thqt should give us sufficient time to get legislation 

•. :.; --•. a.nd ~ message ready i~ l~ne with su_ch de_.cisions as are re~che~ today. 

MCMacke.y:arb 
cc: Exec Sec File Chron 

M, (jecil Mackey 

'·," 

M. _Cecil Mackey 

..,., 
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DEPARTMENT OF TRANSPORTATION 
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1 • 
1 •• 

□ FOR YOUR INFORMATION 
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□ TAKE APPROPRIATE ACT ON 

: 0 DISCUSS WITH ME 

' 0 FOR YOUR APPROVAL 
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• 

,834 

lln millions or dollarsJ 

Fiscal year 1966 

Amount 
appropri~led Actu;il costs Undcrrun 

----------
Nuclear safely ............................................. . 
Space nuclc:ir sJlety ....................................... .-. 

$23.1 $21. 7 tZ. 0 
10. 7 8. 4 z. 3 

Total. .............................................. . 3U 30.1 4. 3 
------·-········-··- . 

The un<lerrnn in Xuclear Snft:-ty wns prindpally c-n,tscd by the nct.nnl ($1. 
million) YCrsns the 11lnnnc<1 (~2.6 million) hnr<lwnre procurement for LOF~ 
<lcfcrrc<l for reasons st:1tctl aboYc. The Ji'Y lOGO e::-timntc to Cong-rc~s indnde< 
~1.2 milli(}ll for n launch ,·chicle for use In t.tu.~ Space Nn<'lrat· Sn.t'cty Rcentr. 
ltl_ight DC'mon~trntlon #3. Flight clrmonstraUons bnn~ been deferred. Co:,;ts nl-= 

soct1tecl with the experimental pnylon<l for tht~ lllght ctcmonstrnttou ls th 
bnlanc~ of the unclerrun. 

R . .llarifimc Reactor Proyram, 
(n) Has a <lcci~(o,r. been ,·cached 11ct on flw ~,tdmhrfstrat·ion,'s 1>osiffon on marl 

f ime ,111clrnr propuT.,ioa! , 
.-l11w:cr: na~cd on information nYailnble to the ~\EC, the .\dmtnl:-:tr:1thm ha 

not ret rl'nc·hcd n po~it-ion on mnrlt.lmc nuclear propulsion. 
(b) Please proi:idc Ille 1asfc8t cost cstimatc.s for rcnctor,'J of t11c .'(i,rn nf i11Jc,-e1~f 

in maritime Jlropulsion (100 .lllVc 1·anr,c). S11111111ari:c tltc c cost trci:cls f11 flt( 
va-':lt fc1v year.•. 

.t11,c:1rff: On .Tut.,· :3.t. 10Gi, idrntical inquiri<'~ W<"rn '-C'llt to fin• n•al'ior fahri· 
cnt01·s for thPir inter01:;t i11 th<' :-:upply of '(n) small (l(•:-:5 than 100 :.\tWe) nn<:knr 
C't'ntral stat.lnn8 vtan~ :rncl (b) nrar term (clir<'d.) a111l long kl'm ( Yi:~ inr!;l! :-w;ilt' 
de:n~lopn:t-nt prof;r:1111:-::) ci\·ilian nndC'ar m:u-time npplkntlo11~ .. \. c-:>11,,· of 01:e 
of the in<ptirr lett<:n: i$ attachNl. • 

Sh:ppir.eport.. .......... . 

1965 .... .............. . 
1968 ........... ........ . 

• • f·hC' 

IOol!Jr amounts in millionsJ 

I 

1st plant 21 and 3d r,lant~t 
----- -------

75,000 100,000 75, cob . 100, ooo 

$18 
$22 

------· --··- ·- ---------
m 
$26 

$1.\. 5 
$18.0 i 

$16.5 
$22.0 

1 Costs for all i11s1~11:ilion, drivn m~chin~ry, re.1clor core, GUxilii\ry •~\!onu, anJ acr.grt.anca \11111 ora not •includ~d. 
t oawJ on identic.il pl~-,ts to ht µla11l, prl'curc'1 on 1:1me order, with i,r,tlmunt dollver~. 

:rt':lf.('~ for the ~o~ts cine to 11.~.:tcllckll delinri~~- a1·e 
.,...~'""" .. ~~-r.~.~~'!'i'!"!!'!. '""""~it. conlrt rnh;e t.he~e YHt.i'.:'~ n111n·oxlti1atl'ly an-

...,~~~...-~.._~...,_..,i-',,,-li,~ipi!,;,:<l to<lny. • 

. 11:11 mnrk{'t conclltlom1 exh;tln~ nt thP tlht<? of 

. tho bid~ und the nctnnl plnnt spccUlctttlo11:o1 cout'rl lllttterlnlly_ nffcct. th<? pr.le~. 

I I 
• I 

~ 

t I .. 

I 
' .. 

~IR. W. IT. no 
rice P,·c.~f ,1c11 f, 
_parbcrt.011-, Olli 

-··. 

I I 

l 

Dt;., !": :nn .. R 
pri_;·tir·ir1,1('C(! -in p,·,n·:-1·,,~ 
:-:mall (Ir :·s ih:ii· 1(/J L ,,,­
tinn~, iti•'lnflin~; th1~, 

··,nfon,:. t:,m fr(,1
1
1 r0·1e· r 

. T<•por~-; Pf•'I-.-! i'c-~1 l,r ?.l c 
p~·oyi,}<' :-111'.it,1 n~ h·c'. c .. 11: 

1 Jl"IOI'~ l1if1ic-il1,t. fii \CC w ~('(" 
• rlnnt~ mny t,f' iliffC': ~

1
11 r 

. port:-:. In :Hlcliti0n. wp nr 
<'h:rn.~1es whi(-h h;1 \"<' <'.('~Ur 
tn•nd~ tr,w~rcl lhr.-:,'r t·i~c. 
n11:1ihC·r of n::ic-°t'<,1':'!' nr<l~r 
m:11llifrd \1Ul'l"l-= ~1;1 \"" rleti:l 
tcw.,w". ,.,i\°ci !-:11.°t'tY r,t·1> ·i, 
:--i.:..:·11, IH:-:pc-diPtL constnfrl 

In nr,.L•i.' 1tl,:1t Wt' c·,111 1~ 

tlon:, anll in oin• pro.:;ra111 
proYi<kll from oilwr~ ls 
a1,prcri:1tc rcr:-t'iYlng yol.tr 
cl:; te the fnlle~t rr. 0 J)'l!l~ 
tt-r1•st in (a) ~mall :nH:l<:> 
and lon~~ tt-"r11: ( \:i:1 lar;:;1• 
q,plir:1 lil•J ::-. '['lie :~vr,1;~ 1,f 

l. C'lliTPPt ~l1 tPf(':-t, 
01\ ~::11::ll pl;, nt:-: (Jo:~ 
n:-: req11il·l' 1l. ;•,:·lndil: 
~hieViin~:: :rncl com:ii:: 
lll1(' ,11·,.1·mtil 1.i1;1 ... on~l·t 

'.?. c~ I l"l'Ct • t l.'~-ttU1n t._:­
lltid(·!1,' p1nn:. c,,p1ip11:e 

. • ·I :t i:-'.·:11,~rli:l' s :,:·r 1:. 
-t C11r:·(•ll~ :11\f.1 rr··, 

CO$t ll~·t:1nnt0s r.rn"i ''"•' 
• ;i, TI<.'•·fnrma'!ic-0 cha 
tion ddor:-- '.l!Hl i1wl 11 

Ci. 1(11.tr <·11111:nrnt~ , 
port :~;:;'.) 0f ::;-:-:t, n,:u-y 

. Nuclenr P!rnts (COO· 
' Your ratty rrpl~\- woui<l 

mnttrr, l)le,,:.,~ llc1 not hc::;it. 
81nccrely : onr~, 

Dirc.:t ., 

He ~-our !t>tt,~r of .Jut~· ;3 
m1.ritil:1c ~llid ccnlrn~ 

~tr! :'iiu:rox !)HAW, 
nil'C<:/()r, J)f-1;isirJ11. of Rntc 
r.r .. ~. ,l.t.r11l'i<i r-:111'/"f/ll l'n11111 
Wa1iltl11yto11, J.>.r:. 

Dr:A" ~rn. 3H."": We h 
In order to inr.lucie lnf:1r 
General Dyn:11 ,it-~ n,Hl t1H! 

Ju m,· ktt<'r o( .Januar 
term~ for 100.0fn.SHP ('. 
t01n~ :u~tl a.,.-:,J<•l, t\~d co;·c· 
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Honorable Edward A. Garmatz 
Chairman~ Committee on Merchant 

Marine and Fisheries 
U. S. House of Representatives 
Washington, D. C. 20515 

Dear Mr. Chairman: . 

.....:.. 

JUN 111968 

. 
The President has asked me to respond to your le.tter of May 21. 
I do not think it is necessary for me to emphasi~e the President's 
appreciation of the need for wholehearted cooperation between the 
Congress and the Executive and the value whkh he places on lt !or 

• advancing programs and policiea 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 
o! his Administration, to slight the essential role of the Congress 
in the _development of national policy. 

On May 15, I replied to your telegram o! May 10, regarding the 
possible impact of Government-wide expenditure reductions in .fiscal 
year 1969 on the current maritime program. In acknowlerlging t..l-lat 
the matter was under study, I had hoped that I made it clear that no 
decisions had yet be~n· made; that no d_ecisions would be made until 
expenditure levels were settled; and that the Congress would be con-

, aulted when the time for decisions came. (Separately the Pre3ident 
has inJicated 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 ol reduced expenditure levels might be even more serious 
than those of reduced maritime expenditures will have to be considered 
for reJuction or elimination in the event expenditure levels are reduced 
m'ore than four billion dollars. • 
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I have reviewed my earlier letter to see if I suggested ln .any way that 
Congress should not play lts proper role in the di(ficul~ declslons which 
are pending; I ~annot find ~ny such suggestion_. 

lam concerned that you have concluded that this Administration has ex­
hibited a "lack o{ concern • - perhaps even worseu in its consideration 

2 

of maritime problems and its decisions on maritime policy. I can think 
of no single transportation issue to which I have personally devoted more 
time. I can also asf)ure you that other leading figures ln 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 numerous conversations with Members of 
Congress concerned ~bout the future of the maritime program. 

I deeply regret that our efforte to develop a sound· new maritime program 
have yet to result in an agreement. I share tho de.ep concern of many 
members of the Congress for the future of the merchant marine, and I 
res'pect their efforts ln developing a program which will be acceptable to 

· the- industry, the Congress and the .,.6 .. dministratlon. But 1 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 resolve the still outstanding issues. 

I am also concerned that my role as the President's chief advisor and 
epokesman on transportation affairs (including maritime matters) has 
been a source ol friction with you and other members of the Congress. 
My activity in this area ls not based on any intent of tho President to 
disregard the clearly expressed desires of the Congreea to continue 
present operational authority for the maritime program 1n the Department 
of Comrn:erce and~of the evidence that many members of the House of 
Representatives would prefer that the Maritime Administration be ac ... 
,c.iorded independent status. Rather, the President is £aced wlth the fact 
thatitransporfation policy ca.n no longer be formulated on a modal basis, 
independent of the other forms of transportation. This has bee ome ln-
c reaalngl y apparent with the development o! the new technology in shipping. 
This new technology clearly forecasts a totally interrelated transportation 
system. The responsibility !or Federal Government leadership for a 
national transportation system is vested in me by Section 4(a) of the 
Department of Transportation Act. 

On May 7, the Urban Mass Transportation .P drnlnistration was trans!erred 
from the Department o! Housing and Urban Development to the Department 
of Transportation. Thus the only major, non-regulatory, transportation 
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function of the Federal Government still outside the Department of 
Transportation ls the Mariti~e Administration. 1 hope you will 
therefore understand that no insult or rebuff to the Congress la 
Intended becau5e this J1dminlstrntlon continues to hold the view that 
such an omission is unwise when related to the future of the Nation's 
transportation syst~m. I ass~! .. ~ ... you that we recognize that many 
others ln the Congress share the view that such an omission ls sound. 
While we disagree, I sincerely hope that our dbagreement can be 
dis.cussed without any personal animosity on either side until agree• 
ment is reached. 

S~cerely yours·, 

[( sed) Alan S •. BoY.d 
·--·--- ~--

Boyd 
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MEMORANDUM FOR HONORABLE HEl\TRY I-I. FOWLER 
•• -: -:-· .. _.-.. -,:.-• . Sec retary of the. Treasury .. 

''.·, . . . . 

•• : • : . ~~ • •. •• • : ~- • • .'1 • • • .. _ .. _· :·. 

' .· . 
····:.:_;':·.: ·:. ·-·:.-·. 

., -· . 
, . , . __ :. ,-· 

: •• ·:, : ___ ,_· .. / ..... ·In a conversation· today-with Chairman Garmatz oi the House Merchant --• :-->-·: \·:_:".-•. ·\·: 

--;···:'::-\: :-: •· :: Marine and Fisheries Committee, he indicated a belief that he might be -_.-· •. ·.-• •... f ·.: 
-; __ -~: .. : able to get through the Cong-ress legislation which would permit all ·_ ..... :_-, __ ~ ': _::,_~·-.. -_. __ 

·_ ·-::.-~ .. : f._· __ ,. elements of the U.S. Merchant Marine to obtain the tax reserve benefits -• --• • ·: •• • • .-·· • ·,. 
··_>,-/_:_-.\·;~<-which now apply only to the subsidized lines.- I told 1 him that I felt the -_., __ /--~--
·->:<?>:·:/:<:.Administration would oppose this _for two_ reasons. First, it is a ·___ • _ _-: >-_-.. >··-/_:_::-·} :: 
·./·.: ·:_\-:_;:;:.::/·preferential treatment granted to :np other element of the industry, • and . • .. _ ---_ :_:-: .. -~-. 
·.<-_. .. ··: __ : _.-·: second, it has the characteristics of additional subsidy. •••• ·:.;:,-<-'-.. · · • 

\,::/ /\ His response w~s th~~ i~~~•t·c~st the gove~nment much money. I replied'>,~ 
-:-:''. ·.-.;_.:-._<\/\ /: by saying that I was not at all convinced ,that the tax reserve fuJ1ds withheld .. _. _. 
--::~-(~_.-,_ -f.~ ~--'· by the shipping ·companies had, in fact., been beneficial to the U.S .. Merchant·.:·:. -.-
· .. :-_--.;:~,-Y·'.-\;. Marina_. ~h~e I did not question ~he_~enefit ~o the company., _it seemed to_ ..• _:·:.·.:· .. _. 
>-• ··: me a distinction must be made between the company as a business enter- .. .-.· ---~-:.:. 
, .---.:... ~---·· prise and the U.S. Merchant Marine· which was supposed to be fostered by . ,_:.., , .:· 
-~~-_-·.:< . .--":.-_'\.· the use of these tax reserves. _ · · - ·. · • :. · •. • - · ·. .· .. • • .• _::•?: _ _.---·: • • 
..... · .• .. • ••. :·. . . • •. :.· .... ·:,---:-.•. 

.. • ••' '· • ... • • 1,\' 

• • .-·:,: ·,·:· 1, 

'.: __ :_-..-:-·'.·/)' Mr. Garmatz indicated that· the Committee might want to cail you to discuss· 
:_·?:)><,>., the pros and cons of extending tax reserves to the whole fleet. I suggested -.. ·_ 
.-/:--,.-_:.,·:/.~-.:~ to him it might be heipful first for the Committee to ascertain the use to ·:· •.:.·.·_,.. 
:-:._·\,·><._:-:i~_:_/·. which t.'le current reserve funds are being put aiid to _make a judgment as - ·-:··.:._ • __ • 
·._:.-.·:,-.._.._:.·>·/_._:· -·to whether,· in fact, the Merchant Marine was being promoted the way these·_. ·.-.--. 
-\':·~·-_.:::'.';•·· ·-' funds are being used. !'indicated that he should be able to obtain that •. :' :_.·, -,·-_':· ... .-.·-. •. 

·.-. • •• _.. __ ~ ,I' b? : .. · c. ••. : ... ~_j 1
~ • Li.\ · .. :1 • : -.....•. ·:, . .... · Al~--i s .. Boyd . _, .-. . ... . ._ .. - .... - .. 
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UNITED STATES GOVERNMENT DEPARTMENT OF TRANSPORTATION 
OFFICE OF THE SECRETARY 

-,.4--emorandum . 
DATE: JUN 2 7 1968 

sueJECT: House Merchant Marine and Fisheries 
Committee Activity on Maritime Program 

In reply 
refer to: 

FROM Deputy Under Secretary 

ro Under Secretary 

• 

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 
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 dra.ft 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.JC The bill would also require that 
subsidy determinations be based on the record after opportunity 
for hea:rings (This is a CASL proposal.). 
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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. {Except that until 
June 30, 1974, no vessel may be deemed obsolete and available 
for trade-if unless it is more than 12 years old). Present law 
req,,1.ires~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 operat_ors 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 memo_ran­
dum to Fowler on his conversation with Garmatz. (see attached) 

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

,.mSitton 4 

·Attachments 
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THE WHITE HOUSE 

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. 11 

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 St~. 

The Honorable 

Sincerely, 

~~~~~ 
w!fnam J .&opkins , _ 
Executive Assistant 

' . 
:to the President 
I 

·! 
! 

. i 
I 

The Secretary of Transportation 
Washington, D.C. Z0590 
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SUMMARY OF STATEMENT OF PAUL HALL 
_President, Seafarers International Union 

and 
AFL-CIO 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 going on a maritime program. The Committee, 

with broad membership, developed and reported out a sound program which, 

however, has never been given serious consideration 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 ramifications. Secretary Boyd's 

objectivity in maritime matters is tainted by his association with this 

report notwithstanding the fact it has been rejected. This taint led in 

part to labor fighting the.move of MarAd to DOT and it is the basis for 

some 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 analyzed. (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.") 

,., 
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The construction subsidy proposal is typical nowhere is the 

manner of determining the r~te, or the amount stated. This is important 

because rat~ select~d has great· impact on U.S. industry. There is no 

specified limit on foreign construction for U.S. documentation. The 

whole concept of foreign competition involves a battle with industries 

paying substandard wages, repudiates the u.s·. cabotage tradition and requires 

the repeal of well considered laws. The 15 ship per year level initially 

proposed is grossly inadequate and even the 30 ship level Lsembl~/ 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 

• 
giving 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 door for their destruction. 

U.S. shipyards need lots of money to get in shape to compete or 

even to build 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 isn't this a ·matter of degree -- doesn't 

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



• 
r 

• 

3 

create inflation? Seems all Secretary Boyd a man who sees positive 

virtues in _foreign construction -- wants is to get ccmtrol of the 

industry an~ he has given Congress an ultimatum. 

Secretary 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 Secretary of the Navy the state of commercial shipyards and report 

u~satisfactory conditions. Has he neglected his dutyi 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 

w!th large investments at U.S. 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 admiqistrator who says his program will 

continue cargo preference provisions but who is philosoph±cally opposed 

to the concept and who has the misconception that cargo preference has been 

·of no real help. The U.S. bulker trade has lived only because of cargo 

preference and many liner operations have relied heavily on its benefits. 

How can extension of ODS ~e 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 
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neglect of the industry. The proposal to give presently subsidized operators 

a monito1;.ing 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. . t 

i 

Labor supports an increased research 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 justfce to domestic. lines and give 

short shift to their progress in container trade. 

Labor's opposition to the transfer of MarAd to DOT was not a "bargaining 

pJoy." 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 operators (and not all 

subsidized lines are members) 

AMMI only speaks for many CASL members and some international 

oil and ore companies who operate foreign flag vessels (and some 

' members have resigned because of AMMI position) 

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

to CASL) 
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We offer the following 20 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 1~ vessels per year. 

*3. CDS to replace unsubsidized fleet - 80 vessels - at rate 

of 16 vessels per yea~ for 5 years. 

*4. ODS for the 80 unsubsidized vessels. 

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

minimum 30 ships per year for 5 years. 

*6: Standardized bulk ship design. 

*7. ODS for bulk fleet on cost-parity basis . 

*8. Cargo preference rates for all Government cargoes. 

*9. Centralize administration of cargo preference in MarAd 

*10. Reserve 30% of licensed and quot3cargo for U.S. 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 vessels. 

16. E~tend Construction Reserve Fund to all vessels. 

17. Procedures to expedite handling Title XI applications. 

*18. Increase of cargo reserved for U.S. vessels 

19. Control of ICC rate ceterminations where competing rail 

• and water carriers are involved, 
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*20. DOD long-term charter for tankers 

*These recommendations are identi~iable, to one degree. or another, 

with recommendations of the Maritime Advisory Committee in the report which 

adopted on November 30, 1965. 

These points c6nstitute a program and give a lie to the contentiqn 

labor opposes -- rather than propqses -- 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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$rnhtA1t.fl-i• -~·-1-sTATE'MENT OF FRANK A. NEMEC 
Chairman, Committee of American Steamship Lines 

.Senate Connnerce Committee 
(Subcommittee on Mer~hant Marine) 

June 26, 1967 • 

(Based on·Ad~ance Text) 

CASL believes thepro~racted _dialogue regarding a new mar"itime 

policy is drawing to a _satisfactory close after a low point represented 

by the_ Interagency Maritime Task Force Report. The good points of the 

"Boyd Program" i.e., doubling of CDS, retention and strengthening of 

carg·~ prefe:rence and retention, strengthening an_d ex ten:s iQn ~f ODS meet 

the real needs· of the industry. and grea_tly ou~wei~h the pract.ical signifi­

cance of the two points which fo~m t~e ·basis for opposition. The proposed 

level.of subsiqized cons.truction (30 ships pei- year) will" more than·:f£J.f~ly 
: ::;~:-'~: r-· .~, 

use all· available private funds and· make the issue _of _according ~oreign 

built vessels,U~S. privileges an academic one. Whether MarAd is in DOT 

or·i~dependeni i~ of no real c6nsequence to the industry; xhe.key issues 

are the existence of an Administration policy.and an effective agency, 

~njoyi~g the confidence of the President. CASL supports the Boyd Program. 

• since it wil~ provide enough _money to permit the build.ing of ships-~ 

needed at world· prices to meet com·peti.tio·n in both the liner and bulk trades. 

It urges early action in a situation which can brook no_ further delay.· 

* ·* * * * * * * 

Our present maritime resources are strained· to the bre_aking point 

and any additional demands will have to be met.at .the expense of· our curient 

• 
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commercial _operations' since the MSTS and NDRF fleets are practicaly fully 

• • committed to handle. the 9 .5 -million measu·rement ton~ of the 30 million ton 

requirement projected for FY 1968. The private sector of the fl~~t,-however, 

has only limited resources tci be called on because of the g~n~ral ~-

obsolescence of the fleet illustrated by the following table: • 

Composition of U.S. Ocean-going Fleet 

.Passenger and Combination Ships 

Relatiyely Rec~_nt Construction 
-~1950 and later) 

Dry Cargo 
Tanker 

136 
_ .125 

World War II Construction (or eariier) 

Dry Cargo 
···tanker • 

TOTAL 

531 
··150 

27 

• 261 

681 

• ... 

969. 

z.1% .. 

27. 0% • 

·.100.0%. 

...... 

The generally low replacement level through the past years makes _the outlook 

in the years ahead even bleaker. 

The.Merchant Marine Act, 1936, was a common carrier act which 

successfully met the needs of the '30's. A new program is needed to meet 

the chan.ged trade needs of- today,- particulariy in the bulk cargo trade_s. 

The Government's• protracted failure to provide adeq~ate reso~rces 

makes essential the 125-175 ships (in five years) :iri the pro_posed program_ . 

t, 
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which could cause severe cost inflation and-delivery delays in the 

• shipbuilding indu_stry which already has a large back..:log· ($4.0 bili"i_~n) 

of _U.S.N. ($2.35 billion) and priv.c:1-te orders .($0_~_65 billion). Since the 

clos.ing of several Navy yards and increased construe tion of off shore 

··drilling rigs, ~ishing vessels, reseaich v~ssel~, ~ti., ~ill.pui even 

• ·-heavier pressure on u.s·. shipyard~~ legisl~tiv~ chang~s which will permit 

-~tilization of foreign construction will ~iovide a ~ecess~ry safety v~l~e. 

Even ·more,. a. provision to allow foreign built vessels U.S. -trade- privileges 

will remove an inequitable ·comp_etitive situation ~ith other transportation 

_·modes . 

_CASL also would like to have the following included in the· prog"i_~·tf: 
: ~;~~::•rf ~. "' 

1) ... ODS for domestic trade routes to non-contiguous points 
. . 

2) __ -~iberalization of the rig_ht to sell old vessels foreign and 

of_ the trade-in privilege 

3) Lapse of the Vessel Exchange Act when it expires 

_ 4) Repeal _of provisions whic~ limit compensation paid for 

CDS vessels requisitioned ·by U.S. 

5) Repeai of "Buy-American" pr·ovisions • for ODS vessels 

_-6) Government ·suasion to incre~se dry bulk·_ca!go·in U.S. vessels 

7) Simplification of adrninistratfon of Merchant Ma~ine Act, _1936, 

to reduce accounting burdens, expedite ODS decisions, eliminate 

salary ceilings and restraints on Investments and purchasing 

practices. 
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8) Elimination of retapture (which simplifies accountint require­

ments) since today's· business climate; higher taxes, renegotia-­

tion, ~e tter infer.ma tion on ·for•e.ign cos ts,· provicfo a de qua te 

.safeguards. 

9) Elimination· of Gover.nment restraints on essential trade routes 

(except as to minimum t·rips) and let ·patterns -~f • tr~de. (wh:lch 

are the greatest det~rmi~ant~ in anr ·e~ent) estabiish· service 

levels. 

CASL supports consolidation of the Government's routing preference 

operating in on·e agency and ·the ultimate elimination of. rate_ prefer~nces 

through use of direct subsidies. • It wants a bigger effort t~ encou~age 

.American impor.ters and exporters to ·sp~dfy America·n c~rriers .• 

Recent events ·have de.mon·s-trate·d that the United' States ·has· no 

satisfactory method for allocation of shipp{ng in-near-war si~~~ti~ns. 

Accordingly, CASL has. submitted a· program to DOD -- RESPOND -- which 
. . . . .,. . 

balances military and commercial needs in these c~rcumstances ... Its 

implementation will require legislation ·to _permit opera_tors to charter U.S. 

vessels as replacements (or if no U~S. vessels are available, foreign 

vessels) ~nd still-qualify for all privileges applicable to the vessel 

made·available to 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 

C 
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trustees havi"ng industry, supplier, professional and governmental 

membership which would select research projects to be Jointly funded 

by industry and government. 

CASL supports the transfer of MarAd to DOT as a logical move. To 

ensure independence of decision and continuity (of the Maritime Subsidy· 

Board?) it proposes a three-man.board of Presidential appointees. To 

get the be~t qualified personnel, it supports amendment of the ''conflict 

of interests" legislation. 

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 . 
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h,,!i ,, (\, 11' •' rr:1.dy to pm111(•e; and f think that is a ccnsitleration 
of 11t mo·:--: , :1 m·e. of tlw policy propo. e<.l uIHkr -the l◄"'DL program. 

\\~eth.111~ ,t1. 

~L"'ll:\tnr l(,i:r1.1:-iv1'. The next" it1wss is l◄~tl\\'in i\f. Hood, pn'si,lent 
L)f rh, Sliipln1ildt'l-S Colllll~il of An1L·ri"a .. 

~,rr. lL Ull. 

.STATEl\lEl i'i OF EDWIN. M. HOOD, PRESIDENT, SHIPBUILDERS 
COUNCIL OF Ar.IElUCA, '\VASI INGT0N, D.C. {,!z a/'7 

~ [r. I.fol)n. (; th)d morning, Srnator. 
~l'l1,1tur n.\1:TLE'l'T. Good morning. 
J :1111 !!htl to ~cc.you. 
:_\[r. J°ln(,n .... >n:1tor, I h:wc :1 rathcl' lengthy !:itatement \\·hich I \\'Ollld 

Jikc to talk to, l'l':l.ll certain.parts of, and emphasize. other points if that 
is :::.:1tisf:1dnry to you. I \Yo11lrl alrn request rhat the ~ornpletc. :-3talemcnt 
be inc1wl,'tl in 1l1e rcconl as though read. 

Se11:1toc B.\I!TLETT. So it "·ill be. 
. 13dor • I f,ffgl'i, it, :_\[r. Berg di<ln~t read all of his st:1:tc1nent.. ,Ve will 
mcorpor:l te t l1L' l'.0111 p Ide text in the record. 

.Jfr. lluoo. :1[ r. Chairm:rn, Senator Brc,Ystcr, I tlecply appreciate 
this oppol'lunity to pn'srnt. m:1f-L'ri;1l from the standpoint of the shjp­
y:1rds he:1ring on your cornme11dable :rnd timely considerations of mari­
time antl ::-11i pllllilding poliey. Though my presentation this mornin(J' is 
on lwh:1 l f o-f the ~hipbnil<.ler::, Conneil of .America, I am authorize<l to 
::-.!:ltc_ t h~t it. l~:1s th_c emloescment of the \Yestcm Shipbuilding ~\ssocia­
t1CJn Ill :--:tn } l':lllClSCO. 

It will prnliably come as no surprise to you that I appear before 
~-au tod,1:r to support th~ ~onstrndion of U.S.-llag rnc.rchant ships • 
rn t~1e sh1pyanls of the Unitetl States and to oppose recent proposaJs 
c:tllrng f Jl' the foreign construction of .American-flag ships whose 
op •r:1tions arc to be suusiclized ,,·ith public funds. This is by no means 
:1-nc,r position for ll:s. I~l _my many preYions ::1,ppear:1.11ccs bef01:e you, 

_! lJ~~lrnro t )mt ~mr AppA)t.l@ tg t]w 1mmy 1
~tmld n.bnmd" th m'i a lrnij 

lJ •en jJo.-;iti •• : 1 l. 1 1 §ist nt: . . 
In bttl'r days, hO\rnYcr, our position is said to be unreasonable. or 

irr~1tion:1l by either Government or industry officials whom we ot.hcr­
,.,.i~e hold jn liigh regard. Dut this kind of characteriz:1tion, it seems 
to us, n·!lrct.s tl1c supcrfkiality with ,Yhich many of the clements of 
the 11iaritime/.:J1ipbuilding problem have been evaluated in terms of 
certain ·•·nnr>1nic "fads of life." 

TJH!l'i~ i-; lit tJc ,li~agrecmcnt among those interested in national mari­
tirne :dl'air-; \\'irh rn:-:ped to the present state of the U.S. merchant 

• fh-et. 'fJH· .-l1ip:; are. pre<lominant.ly old and the volume of t.ra,lc. carried 
];y U.S.-ilag n:>s::els lias been steadily declining. 
. OL·:i1 i: -l.v, ~~rJmething must be clone. Bnt, first., a better understancl­
rn~ ()[ 11!(: c<,rrrJation Ldween dolbrs invc::trcl nn<l earne,l, 0 To:·s na­
~i,~11al JJJ r)r1wt, lax rc,·cnues, and tl1c b:thnce of inte,rnat ion al 1~aymc.11ts 
1:-; re;quii Lil. _fn_ all of this, unassaihhle ~ogic, mLional thin kin~, incon­
te:;:t alJlc H:d1.~t1C.s, an<l orderly programrnrr arc needed as nevc.·r before. 

TLe L:1-::ir; foets underlying the. prernnt~naritimc dilemma, arc quite 
~i111pJe, and 1L js clear that tlie cmr)hasis on foreio-n constrnction is 
I 

. 0 

kn1g cnrine0usJy placed. 

.i 
l 
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I .. The next scdion of my prcsrmb.tion is· heaL1cd "F11i\cl:rn~ental Con~-
sicforn tiom." ltd isc11sscs our stanc1anl of. living whicl~ • ·ic1e.nt J olm-
son only yestL·nLty in Baltimore said ,ns second to ,ther in tl1e 
\\'Ol'1l1. It also (liscn:Sses the eviLlcnccs that an· incrP:~.. . 1 numbP1· of 
~\mcrican inLlns( ries face. an economic dis:1c.h·antafrc ,,.-hen com pdin iy 
in t·lrn \\'Ol'1ll markets, and the co.-t disparity hl'bYe~l .forci.1;-n and u.s~ · 
wnµ:o 1c,·els. The extent to whid1 ·u.S. service:s :uul industrie.s are 
Y1il~1.erablc ~o foreign competition becan:·,e_.9:f this ·\\'age cost clisp,nity 
val'les consHlerably. • 

:ifost of our Nation's co1rnncrce exists in ·an ahnosi)herc totally iso­
latrtl from direct <.:onfront.ation "·ith the wage strncture of olher 
11.1.tions. In HlG:3, our gross national pro<.luct-GXP--was $676 lJillion 
_and total yn,luc. of foreign trade 1Yas $SO billion or only 7.l~ percent. 
These figures sli'ow that nca,rly all o.f our service industries and most 
mannfactnring concerns do not have foreir-n competition. 

Practically all of our jndustries which a't'.c snccrssful in world mar­
kets o,rn their success to one of two rea.sons, both of which .relate to 
superior technology. . • ,. 

!n the_ first ca,t egory arc jnclustries ·which ha Ye a technology s11peri­
or1ty pmd for by the Federal Government through massive. research 
ci~o,rts. The aerospace ~nd ekdronic~ indns~ries n~·c goocl e.x?mplC's . 

l he second en tcgory mclmks those mclnstnes which owe their tech­
nological aclYa,ntagc to the tremendous consnmc.r-pnrchas11w· power of 
our cifo'.:enry, snch as tlrn automotive and chemical irnlust~ics. 

The U.S. m::u·itirnc industry enjoys neither aclvantap·e .. 
Xext comes "'\Vorld Comparisons" ·which underscore_; the strenath 

of our ecoriomy and the \\·ell-being of our citizens rel:ttive to other 
nations. 

'l'hjs sec.ti on is stat.istica.1 in nature, but the point of a 11 these fio-ures 
i~ ~o emphasize that O\ll'. high~gearecl productive economy give~ our 
citizens a standard of hvmg without parallel. 

,v e would consider our Nation in the depths of a catastrophic 
depression if our average standard of fo·ing declined just half ,rny 
to th::it of C;inacfa, the second most ;ifflucnt of th~ leading nations of 
t 1 , ovld. • 

When confronted with :i cctn ~ ~ifil H rntfo1 , 11 rt1 ufnct m in8 r 
service, \Yhich places us in direct labor cost to labor cost competition 
with other nations, it is doubtful that ,rn will enr be able to close the 
gap completely. • • 

lt is a reality that mu~t be squarely faced. As pointed out previously, 
.,\\·e can freely compete m world markets only m those sectors of our 
cc.onomy which are (1) propped up by Federal Government-purchased 
technology, or (2) tooled to the hilt because of the rnassiYe consump­
tion of our near trillion dolhr society. • , • 

Deyond this, our industry and commerce is cost compctifri·c to the 
extent that indemnification is aYail::t.ble by one means or another from 
c~i red competition. 

\Ve come now to the. "Economic I3ackoTound AITectino- the Maritime 
Tndu:-:try." This jndustry, both shiplmildincr and ship operations, does 
not benefit from barriers of distance andb duties, nor from ma8siYe .­
jnfosions of GoYcrrnncnt,sponsorcd technoloo-ic:1.l advance, nor from· 
the powcr.ful base of substa11tinl clomrstic con~umption. Our mnritimr 
incltLtry exists because of Feclcxal Government programs aP 

regulations. 



~hou 1,1 11 .. Y:nio_u? rn:1_ritime prl?grams be· C'limi~1:1tc<l, there would 
be no 11:i 111:u1t rnie uh.lnstry smce n, "\Yorld m:uket confrontation 
solPly on .1~is of ~..1ur w:1ge r:1h.'~ Yrrsns foreign r:1tcs "·otild invoke 
:1 C<)mpl'ltl·1t' runtl'::-t. \Ye h:n-e little ch:rnrc of winnin•Y. ~ 

ni'l'O::Jl;,_il1c~ lhrn· ;ntl 1l'l1:itional W:1Fe :::-:trnchm .. 'S fir into 111:u1time 
:1 Jl':1_irs >-: 1 l!/ ti r:::t Qt l:P. in fornrn):~ t ~i~g ~\ eon:-;trw:t i Y~ approach to 
re\'lt:tl1: 11 ~~- our m:1nrirne r:1p:1lnlll1l'~- lhc rn1pl1c-at10ns are very 
pbin. '\\'i1l1n11t t_he ki11lls ~)f: n1:1ri_tirne prngr:rnis ,rn h::rn to<b.y ,rhich 
:1CC()J1l111<'\hlt' this \Y:lg' lhtlercnu:11, ',re \Y<Hlll.l hare v1rh1:1lly no mer­
ch:rnt HL't'l :1_n1l no nwrch:rnt ~hiphniltling cap:1l.>ility. ·with t]w,.e pro-· 
gr:11:1s, wi: '" t1 l. • 

\,\.,_ n1\' L·:rnght in thr str:rnge p:n:H1ox thnt as our foreign commerce 
jnl'l'L':1:::~s :uHl :1:3 our r~spnn::;ibilitics for m:lint:1:ning ,rni:ltl peac;e in­
cre:1:-:e rn 2<'()pe :nlll t1 ,~t-:lnce from our slio1·es, our mrrclinn.t marine 
compeh'11,·~ <:l'elinr~. The more :::l':1po,Yer ,Ye nee<l, the lc::::s ,,·c h:ive. 

Tho~\; \YJlO ;::::1y th:1t tl1e rn:nitimc. jndr1.stl'Y is jm•1lkie11t ;111<l nrcli,tic 
bec-:tn~e ii l\'(F1ircs Frckr:-:l G0Ycnrn1n1t si;pport ·to snfffrc Mi;:tinst 
forc·ign corn pct itiun are _vidi_rns of ou_1· statistics-happy soc.iety ~vhich 
h:1s 1L?l'lll'tl t<) t:.:-qH'ess th11_1r2:s 111.nrnncnc-:11 trl'lns lmt not to look beyond 
thr::e ht~t11Ys to the me:rnmg of ,Yhat they portray. 

For e~-:1111plt', the cost. of c:1rgo hnncllin~ in U.S. ports nvc.'rao-rs about 
four ti1! e-- th:1t 1ll forc,ig-n poi·ts. Port. charges for pilota~e~cloclrnge 
:111<l ::a h)!th, are llonb1c 01· more th:111 those of otltcr countries. Shou]J 
\Ye q_nit ··~nlJ:-:itlizing'' our ports arnl Iong;::;horernen Ly canying 011 our 
fore1qn commerce on1y bet.wcc'n fon.';~n. ports ,Yit hm_it _merchant ships 
ton,·:ung- our shores? Of conr:::c not.. lJns would be ricllculous. 

Putting the fir.:;t factor of the maritime prob)0m-the nrecl to accom­
~nodate ~>tl!' hi.~h~'r ,\-,~!l-e rates-togctlwr with the second, the tlecfo1- • 
nJg ~p~,l11ty nn_cl size of onr merrhant fket, 1ends to the real reason why 
marJt11;1 ... ,di'a1rs are so controYersial tocby. 'I'o rephce ,1 fleet crrowincr 
ob~o)ete in lJ1oc :rnd to exp,rncl it ton, size suit:i.b]e to both our e~onomi~ 
c.lepen,1ency on intema t ionnl trade nnd our free world commitments 
will require, :1, consiclernh]e mnount of Federal Gore.rnmcnt support for 
1Jn1!1 sh~p con~~rncti n qpq. hip Pprrntiqn~: . . . 

fJ} _f! :'jJ~l uH nr , hactlng fr nt -d G~· Hrnlt~i Jl n m rm. t J; ap~ 1§ ·~ 

pol 1 tically unpopuhr fad to titter n 1oud and has lecl to a variety of 
allrge<l conec:tiYe mcn~ures of <lnbious logic. 

The ,my to ~·cs?ln our p1:esent n!aritirne problems js not to present 
unreal ~<·onom1c rnte_rpretat1ons_. Smee a cost disparity is jnherent in 
our national .-ncc:ess, 1t must be either accornmochtecl or not. The extent 
!0 wlii~l, tliiQ aecommo<latio~1 is forthcom1ng in onr m:u•jtime programs 
1s precu~ly t Jie extent to ,Ylnch our merchant marine wi11 exist. 

Thi_s js tnie today an<l will re:n:iin so for a long time to come. Fur­
tlwr, if <Jtlr i!c·d has been 1wnrntte<l to <·,-row old in bloc and concur-

] • I- ' 
rent .Y '.--11,all, 1t 11:1turalJy follows. th~t expenc.litnrcs in bloc are 
l'NJtlJJ'h] t<i n;-;tor~ its strength an<l v1tnl1i.y. 

In tlH· 11<·xt ::t:Uion, ,ye cli.-cu:-;s the ,,·c:t ·ncsses of reli;rnce on reserve 
fl0<.'ts __ of_ ,,],l an<l j11cfficie1_1t ,-~sse]s arnl ihc in:1<1cqU:1_te sl1ipbuilcling 
le,<: l.., () f , 1 

if' pas~, mo.-::~ of ". lncl1 I am sure.', ~fr. Ch:u nnan, has been 
rene,\·<:d IJy previous w1tnes:::cs. 

I wou I,~ J ik0, nonetJiele~s, to emphasize one para crraph on pa rre 12. 
~)111· :--1,,pyarcls ]1:rn~ lJC'en lJ11ilcJing fe,,·er than °]5 new 111ei-~]1:rnt 

sl11p:-, _p1·r y<'.;1 r, ilF>ng-lr f]ierc has lwc~n fL s11hstantial arnnm1t of idle 
<:;1p;'.<:!Ly f<1r so1nc ti111e. This rate will support a, fleet of 375 ships. 

I 
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'What kind of program is this for :1, 11:ttion wl,ich utilizes one­
qun rt.ct· oHhe ,ym·lLl flecrs a.cti rn in foreign t l':lde l 

'\Vh:Lt kirnl of a. program is this for a. nation 1 a 1 l'C'ac1y has 
well _over 5_()? sl11ps, a bo_nt. onc-hal_f of its t ol al ndi ve \ "p:t~it.y, e;t1Ty~1g 

r011hne m1llhn-y supplH's ancl aid cargoes nnd supporlmg u, eonft1ct 
which is minor by 11ist<:>1·ic comparisons? . 

The insnflicicncy of -our p1·c:-;ent ]eve.] of effort. is rmincntly cle:tr. 
-,y· e come now to the "Economic Impact. of Shipy:ucl Act.i,·itjrs." 

Shipyard work confributrs directly aml indirectly •to l'lrn e '011CJ111ic 

well-being in our X:1tion. lfoing the Departmr11t of Commerce. Census 
of .. \fannf:wtnrns for Hl63, you "·ill note Urn Yal1.1e of shipwork clone 
.in U.S; pri \':lfo yards tot-:ilecl nbont $1.:> IJi l I ion. Of (']1is arnonn t, rner­
cha nt ship constrndjon of all types repre~cnicd $:31-l,1-:1.:3,00,P_ or :20.0 
pcITenl • 

Tiopn1rs and conYer:Sions to rnerclt:rnt vrs~cls of nll types :1m<-mnted 
to :tnot.her $~7G,:H-l,OOO or 18..b percent. • . 
. In othe~· wm:<1s, 1 .. rn.3 perr(•nt. of the total Yoh~n-:e o.f ,York prrformecl 
111 (lornc~t1c slupyanls.m th:1t. year can be attr1lmteLl to work on rncr­
clrnnt yessels, an(l about. lJ.:3 percent involwcl J1ip constrnction con­
tracts coming under the jmisclict.ion of the }faritime A<lminjstratjon. 

f\g-:ii_n, _accorcfoig to_ t!1e ~DG3 Cem:us of ~I:rnufacLures, 1hc 1wi,·:1te 
sh,pbm)clmg and repamng rnclustry employed 11-1-,205 people, inc.]ud­
ing D6,053 p~·otluction ,rnrkers . .Approxim:1tely 10,000 shipyanl em­
ployees arc d1rcctly or incliredly engagcll on ~Lniti1ne .. :\.clminist mtion 
contr:wts. Dased on the ratio of purch;tse<l goocl~ arnl ~e1Tices to tota1 
ship cost., it is_ e.~tima_trcl that ar:otl_1er _10,000 pcr~on:-; in ~upporting 
c.nde:ivors :md mdnstnes e:11·11 then· livelihood as a resu1t of the ~far...:.\.d 
shipbuilcfo1g program. . 
. ~~conomists use a foc~or--:-known as_ the mu 1tipl ier effect-of one job 
m _111cl11stry creates 011c Job m snpportrng services or cornmcrci:~l enter­
prise. ~ 'lrns Bhi b11i rlinp- nncler Maritime .\.dminic:: • tion auspices 
accounts 01' :1 out (' ( 0 S , t. ian .,::.Joo mil lOll J 

nat1ona proc net, 
:m ltlt!;'r, one ~conomi. t3 Dr! Ch~rlcs O :\foibi1r , n~~o~·iat .lwnf,~f--sm? 
of lm~in s§ ~ dmj1 istrnH@ nnd , .:~ !111 1ln11

t 

1 0£ th Hi •t•t ·i l 
I 6i)i.ilh ioh nritl Economic Heseli.h!Ji. 1n the dbicln~te School of Bnslnes§ 
~\.dminjstrntion at the UniYersity of Yirginia in rt paper rntit.lcci "The 
Impact :ind Net_ G_ost of Ship Coi:strnc.tion-Diiforential Snbsicly;" 
based on the mnlt1plier effect., rnn<lc this conclusion--

Senator R\RTLETT. ::\fay I interrupt a minute? 
0 ff the record. • • ... 
(Discussion off the record.) 
Senator Bm.:wsTi::n. Plenso go a.head. 
Mr. IIooD. I will read theq110te: 

. Construction-t1ifferentinl subsidy payments at t11eir present leY.el of $100 mil­
lion n1m11:1.lly, generate income in t11e economy of n.bout SGOO million, supporting 
emr,Io,rment :for ·some 80,000 workers. Bec:i.use of this addctl income and busi­
ne.s~ adivily, Federal tax reyenues nre higher by nlmost $100 million, w11ich 
ll('.:lmi t'he net cost of the su'bsitly is Yirtu:11ly zero. 'l'his Tesult is olJtainNl be­
cause the construetion-tlifferentinl subsidy, unlike most otlH..'r Go,·ernmcnt sub­
~itlil'~, TeqnirPs a dirc·ct and ruatc11in~ contribution to the •:::pelllling ~tr(•:1m on 
the part of prirnte business firms-ship OPl'r:-ttors. Thereforr, m(,1wy th;'1t would 
lie f-I)ent abroad for YC'!'-.Sels Lnilt in Iorrign ~lli11ynnls is ret:1it1c<l in the Unitl'd 
Stn.~e?, '\v11~re it works, in acconlnnce ·n-ith the multiplier 11rindvlc-, to generate 
n(l<l1t1011:1.l mcorne nml emp1oyrnent. 

~G-023--GS-2S 



In. :h.tlit i\m, t hJ s·ubshly }H'lps to maintain n dome~tic ~lli11 co1~slrnctio 11 
fl'J): 1r.<':1p:· ·v_ for usc- in ti111es of national euH'rgPn<')"'-:lml -serves to relie~en:,; 
l}fl'~:::ure l .S. b:1lance of international payments. ie • 

The lH'. . -tinn is _a highly_ teclmic:11 "Cnst.-Benefit . .:\nalrsis" mt 
· t~~t:>:her l_\,. :1 ~TLmp ot ccon<,m1s~s. Hyon \",ill turn to table 13 on ptrc 
lJ, )O~l "!l.1 ,wtc tl~at on the b:1.T'.'_ of n10clrst as:-:;uinptions, th:1t in ea~h 
of thc~e lu illust r:ll ions, tlH' nl't 0-,1111 to the cconom,r of bui],li 11o· U ·t l 
~t· ,~ .. 1 \. tl . .r . • • llb . ., . . ' b 111 e( 
...... lfl::, 1.11 1L_1. u~1 tLH1~1gny-; :1 on th0 plus ~Hle. This 1s :1, n'ry releYant 
po~ nt. c•:::pl'1:1:11l_}~ m rcbut.t mg those "·ho bel ieYe th:1t s11bsiLlies are a 11 
n0g:1t1n'. . 

I -~urn n,o~· to p_age 22 lw:1~1ed _the ";o-Calkll Boyd Proposals." • 
~: 

1
1~h th_ . ;·~:·rgomg ec1m~m1c cliscusst<:n as b:1ckgr0uncl, recl~nt pro--

p0~,l.:::i· Sllf'.g ... tmg the fore1<-rn constrnct1on of US -fh<r c.:1 • ·l l l I ~· 1 l l. t" 1 Ib ...... '-b ,,1ll)S Sl011 ( 
)e ~Olbl( ·re( OOJCC l ,·e y. am, of courE3e, refenjng to the rrcommen-

(~:lt;l0l1S rnacle b) the Honor:~blc ~\Jan S. Boyd, Sccrd:ny of Tran~por­
t.m.911, h.:fu_n· your sn1~comm1ltce on ~fay J, HlG7. 

1 

\ !1~kr his pb_n, 2lups lrn_ilt abroad :rnnhl be permitted to rc~ister 
11::l c~ tl~~ ..-\n:enc:rn 0~g w~t]; :1ll-subs1dy privileges and other finan­~~t1 ~encfit:::; fr?1n the I nbhc fre:1snry which arc :tv~ilable under the 
· ~r1 iant :.\fonne .Act ?f 10~6. In addition, foreign-built vessels rrais­
t
1
cicc _n_nder tho . .:\mcnc:1-:1 f1a

8
(Y would be permitted to operate in the 

l ony.'.:")tlc ,,.flters of the Umtecl tates. 
.. ~;~dlc:::_s_ io sa.y, th_es~ two proposals ,dll be opposed by the shi )­

} •~1~0_-!11,t,. because !t 1s not unreasonable_ to expect that nily subsd 
. f"o';'inm, :1s1ng p_ubhc fm;cls, should recpurc that the ships given i(s 

1enefits ~J1..:._ bmlt 111 American yards; that wns the rntiona1o behind 
the. es~:1 uhshrncnt of operating and construction subsidies in the 
bcgrnnrng. • 

~econcl, it. _is our firm conviction t.hnt the introduction of forei<rn­
b_i~11t. \C'::7:::l·1s mt.o the _domestic trades, in minimal or massive numb:rs 
"1_11 ]e'.1el to economic ha.voe, not only for ship operators but f 01! 
sh1 rbmlders. 

. To the j_n bnd w~tenrn_y and domestic operator who h~s invested 
his. ~untls m ..:\.mer1~a!1-bmlt _vessels, this prospect wou1d present nn 
eJ\tne]y ne"\\-c:ompetlt1v~ env1ronment for him in which he very ,rnll 
might not be able to survive. 

"\\"' nl:-: !' li rn thnt nee the barri rs are do,,n on lmildino- foreiITT1-
fh;; operat1ons ,you1d b~ only n, step behind. It should not bttrncessZry 
to stress that the openmg of domestic ·waterborne trade to f : -~ _ 
{b O' yoc::c::el ltl 1 • • 01 e1bn , ·~ .'"·--, s wou 1a.ve_ an. rm pact exten<lrng far inhnd. 
. L:11_lroads, ?arges, p1pelmcs,. and trucks, and so on for the first 

ti_me rn th~ h1:.::tory o! ~mr X at10n, \rnuld face the adv~rse effects of 
cl1re-d fo1·e1[!n compet1t10n. 

_Tl1ough Sccretar} _Boyd, in his :i~a,y 1 testimony, wns ~~t s ecific 
about numbers of sh1ps1 our anaJys1s of nll of his earlier and ;ubc::e­
~~~c~nt s;:ttemcn~s t? var10us reprcsenta_tivcs of the maritime inclust-ry 
-
1 
ouJ_d -~-eu:n t? md1cafo that h1s phn 1 1f _:1.doptecl, ,voulcl contemplate 

t 1_e :~on~u uct10n of 100 1:1ercha1_1t shlJ?S m Amerjcan yards, ancl a -f" O;'ll~ati!l y a no the r 100 m. fore1 gn sh 1 pyarcls, du ri n" a 5-year pcrl<l 
Jegmrung rn fisc?l 10G_9. H1s p]an further wou1d jn~itnte some bnd 

of yc:t-lo-lJ('.-_fJ:t1't1culanzecl subsi<ly system to enable U.S .. shipy~rds 
to l~e conqkt1t1\·e on the "·or]c.1 market. . 
( ,1-? rea~_on ,of the Yagueness_ of tJ1is proposal-and the absence of 

• 
1 

JcLt llS-\\ e c,rn only sa,y at t]us polllt that the objective js noble lJnt • 

tho mech~nics of operation "·ill deterrnine whether or not it can 1?~ 
ac h ievcd. • ·:' 

EYcn so construction of nearly 100 merchant sl fore1gn s1up-
yn,nls ,rnt~l_cl mean that m~)l'(~ than $1 billion in . ....,ya.rd. conLrncts 
won1d be lost to the Anwncan econonw, and the aggravatrnn to the 
balance of internation:i.l pay111ents would he substanLial. I'hi:, figL1r 
is Yerv much on the· low sicte in my opnnion. In terms of job oppor­
tunit(e.s for shipyard craftsmen, it ,youlcl represent n, loss of aLou 
100 million man-hours of employment. . •• 

Another 100 million man-hours of potcnb:11 employment m sup 
·porting inclnst.ries thr01:ghont the UnitHl States th_at supp1y m:1ter~~t1 
· a.nd ser:Yi.cc>s to the slupyarc~s-the sti.-el, the bode.rs, t.he elcclr1_ca 
,-rirc, motors, pipe, and so on-,Yon1d be transferred to other countries 

l3y applying the multiplier effc>ct of money fiow thronghou~ t1: 
economy the total loss would be far greater than these figures m<l1 
c~te-ai)l)roximately $6 billion. •. 

Accordin<Y to our researc.h, the net loss to the Amenca,11 economy 
as a result ~f pbcing sucl: a voln_me of business abr?ad, fak~ng int 
account n 11 factors ii1cludmg avoHlance of construction subsHly an 
loss of taxes, wonlcl be in excess of ~;100 rni]~ion.. . . 

The rationale of the so-called 130yd slupbmldmg, proposa.ls 1s gen 
era.lly statec~ a~ be.in~ twofold: . . ..• 

1. To a,vo1cl mfl:.lt10n of U.S. s111pyn,rcl price? a.nd fac1ht1cs; and 
2. To give American s111p operators the right to buy equipmen 

abroa.d at world market prices. • 
And I ,,-rnuld like to add a third item which is ~1so covered in m 

statement: 
The capability of the U.S. shipyard industry to produce the me 

chant ships that are needed. 
On the first point, the economic incl!ca tors do not support the i 

forcnce that n.n expanded merchant sh1p construction program woul 
ca.use an inflationary pattern. °'Ve, of the shipyard industry, are co 
vinced that through~ reaJistic program i1wolving a limited variety 
ship clesigns, properly scheduled to take advantuge of available shi 
yard facilities, price infhtion can be avoided. 

Firstly, U.S. shipbuilding prices, according to the Secretary of Corr 
merce, :uestill better than 10 percent below the 1058 in<lcx. 

I doubt that many other American industries can make the sarr 
claim . 

Secondly, U.S. shipbuilders believe there are opportunities for co 
savings in this country in the magnitude 'of 20 to 30 percent belo 
present levels through muHip]e or series construction of standarcliz 
ships :1nd an improved procurement mn-ironmcnt. 

A study of "The Prospects for Reducing U.S. Shipbuilding Co~L 
performed by a, task force of our members in late 1065 and early 1!) 
for the Maritime Administration, deta.ilcd areas in which this c 
sa,ving potentjal might be achieved without sacrifice of strength, sa.fe • 
nncl stability in the ships we build. 

On the other h:1nd, inflation in fore1gn-shipyarcl prices can reaso 
ably he foreseen if~ "bnild :1bro:1d~' program were to become a mat 
of ]aw. 

Experiences during the Jast 18 months w·ith re<r:1rd. to the a,v:1 
of contracts for noncomb:ttant U.S. Kavy vessels to shipyards of t 



• Pnitetl Ki11t.!.·d\1m i1Justrate t.he manner in which foreign competition· 
:1s:.-:L':~::e:::; t l • '"'· m:1rket and respond~ : cconljng-]y. In only four in-
Yit:uions: t·itish y:1rds tlroppctl their bi(1<li1w from rn pcrcl'nt 
:tlJuYc n .. '. .. .ces hl l7 pcrc011t bclo~,·, then 2~ percent below and 
li11:1lly,.J.1 ~ PL'l'<'l•nt. lwlo\\·, :rnd thns rrcl'in~tl three [lwar<ls. ' 

~Lrnifr.-:1 l_r, in krq)ing with :1ccrptcL1 economic axioms, an exp:rncl-
• ing m:1rk1..•r --lll)t :1 L'.ircum:-=:cribecl rn:nket Slh.'h as Secreta.ry Boyd and 
or ltas an' Jl()\\' :1th·nt·:lf ing-is funcbrnenially ('Ssent.i:tl for eo~t re­
dndion •• \. gTl_'.ller ,·o1ume of prntlnc-tion makes possible economics 
nf :-:c:1 h•, :111tl H'ry signi flL·:rnt ly t>nh:mrc.::. the opportnni ties for tech-
110logic:1 l :1dr:111crmt:nf in facilities :1nc.l proce(hm:s to clecn1 :1::;e t11e 
bbor conh•nt per unit. · 

J fjglH'1· prlidncti\·ity of hboi· will depl'nd aborn a 11 on a continuity 
1Jf pr~d1h.'I ion---prefrL1bly of the ~:11ne typc--and a, stn.biljty of 
oper:tt 1011:-: . 

..-\. ~po_r.H~_i •. :rn<l lo\\- l<'Yrl of shipbuilding, :rntl a Ilnctn:1.ting "·ork­
lo:1<l m rnd1,·1d11:d :pnl:-:, snch as has ex.istecl in this conntrv o,·er the 
h~t dcl·:1dl', :0,·crc1y ~:i:\·:t:s the ability of th2 inclnstry to a~ccomplish 
Lhe nry clL·:--1nble ohJCdffe of greater ontput per unit and greater 
output pr1· rn:rn. 

·w1i_ile ~'<·~rd_:1ry I3_oytl ,rnnld _limit the subst:rnce by which this nry 
C':-:.::::1'nL1~11 olJJL'l'i ff. might. be :1c1ueTecl, the Dcp:utrncnt of Defense has 
recognized the economic clrsir.1hiJity of serirs construction contr:1cts 
o~ ~:1rger 11!1i_t m1mlJe1·.s i_n U.S. shipyard. and is proceeding accordingly 
mth licnt·hual rr:::uJts m terms of Jnbor content cost s:wino·s clcsio·n 
• J • ' h ' .-, 1mpro,·cmL'nt, ,·o 11me purchn.~es of matcrrnls :1ncl component:::: ,1nd 
production efficiency. ' 

Qur ne,,· mcrciwnt marine.. polic? sho111d be simifarly predicated. 
. :\ow Jpt me take u_p tlw. th11·.<l pomt,_ ,d1ether or not the indnstry 
JS r:ap:"'<blc of prodncrng the. sJups. I will ret11m to the seconJ pojnt 
later. 

Sc·11:1tor Bnn,·sTER. 1f1·. Hood, let me jnterject one question here. 
The S~ rctn._ry Jrns argued tha.t j~ we geared our _prese:1t yards up 

to :1:0 to 00 sJnps a year that we WJJl nry substantially mcrease t1l'e 
co~t of con~truc:tjon: \\·e ,\·ill dri,·e ,rnges up. 
. !n the Jong run, U.S. production "·ou]d even be. more costly than 
1t Js today and_, tl1erefo:·e, the~· ar?ue_, to lecp n. babncrd out.put and 
hn.hnced cost 11~ our L.S. yards, 1t JS absolnte]y necessary to build 
some of onr reqmrements oYerseas. 

"'\iT ould yon comment on that? 
~fr. Honn. ~c:na t-or, in 1D53, U.S. shipym·cls delivered 15 ships. 
I wou]d like to :1sk you-Tras there an inibtion of prices at that time 

or nn O\·erP.xpa nsfrm of faciJitjes at that time? 
I don't lwli(~n~ so. 
Sc:nator Bm-:~v.-m:n. So, you ,rnnld nrg·ue tlrnt U.S. yarc1s con1d con­

st rnct sulJ.-.,l:t!ll1,1lly large numbers of ships without driving the cost 
llJ)? 

~fr. IIo,,n. YPs, :-:fr. 
'rJ1r~re :H<~ ~'(JJJIC c1ualifieations that have to be phced on the cost per 

un,t. ~ 

.. Tn_ otJirr ,\-rJn1s, the iJJitiaJ co~t nf hniklijng ~ nur.lear-powercd ship 
is ::'1ll1:.£ t() l H• n 11u:h .. ~rrea tPr thn. n that of a C-5 sh 1p. 

Sc:1iat-<Jr n1.1.\\'STER. It jg entirely possibfo rathe1: L11:m dl'ive the cost 

up ns the Sectetnry n.rgtws tlrnt n·you nan gn:au~r pr0t_t_u~t1tm_ .iau i.\, 

continuity of proc.lnction thn.t yonr co..:t per u111t ,vmdd rn all chances 
o-o (1owi1? • • . · • · · 
0 

Mr. lfooD. That is the principn.l Lhrnst()f my pres m thjs mom-

rn1~o asscc:s the :Jbility of the shiphuih!ing i~H1~1stry to nc~ornrnochte 
• the rcqnire·mcnts of ship operators comrng witlnn ~he pu~'view of any 
new maritime progr:1111, it. is im:po_rt:_mt. (~ k1_1~~:·, m1h a, 11J~h _(h'..g~·;•c of 
nt_ithent-icity, the extent that ex1.trng facil1t1cs have been 1eccntly 

ut.ilized. . c E "- E t t 
To that encl we retained the acconnfmg .firm or ~~·nst L~ 1.;rn::; . o 

make an inde1;cntlent and impartial survey to dct~nrn_ne _the c,1Jx1.r:1!y 
. :1ncl ntilization of a, substantial segment. of the sh1pbmlclrng ancl ship 
repair industry durini1DG6. • . . 

On the next two pages of my statc~rn:>nt, I riuote·thc concl_ns1~ns~ from 
that report, the complete text of wlnch has been made :1va.tlab1e lo the 
subcommittee. f -

1
- · · 1r1GG 

Yon "-ill note Er11st & Ernst conclmles that onr ·ac1 1t.ies m v 

wercr-c5l)cr:1t11w :tt almitt Gv.D percent uf c-:1p:~e1iy. They ft:_::thGr esh­
mn.tclitrc-~ co c h~frn u11 , • ~htJOnal ns~c1_. fast:Jear. 

, • • 1 n~g:1rd to C-5 cargo s111ps gcner.tlly co~mng ,nthm the present 
maritime prngr,un, th_eJ say th:_tt the larger slnpyarcls cot:1\1 lrnv_e c~n­
stn1ctc<l 20 to 3:2-atlcl1t1011al slnps o-ver and a born that "J11ch "e lucl 
uncler construct ion. . :) 

"\Vith respect to tankers, they su.y that \\'e cou1cl have constructed :.A: 
tankers ·in the ;37,250 cleachrnight ca.teg~ry. . . 
• The Emst & Ernst report shO\YS qmtc conc1usJvely tlrnt there 1.;3 _nn 
immediate ca )abilit r to b1 'Jcl re )air. nnd overl1·rnl for more s111ps 
than were harn let in 19GG, arnl twrc h:13 been no m:1Jor c 1ange m con-
er • . I \\" 11(" 1 \ ., 1 ' P ' 11 rng::3. 

1t n cx1~ rn~- • ·,lCl 1 .Jes, 1 1cn, 1erc i:' c.:11 (l~c•if'nt rnnac.i! y to build as 
nrnny as 30 ad(l"itional merchn.nt Yessel~ in t11 . "J •1 ur ·' ·1nmrn.1ly. 

•. ~ ie 1gnrc o ·.., 1cm ccause that seems to be the popular figure 
for discussing the initial ,:clumc of contrnct~ that ,,·oulcl result \Yhen 
and i-E a program ancl policy were forthcommg. . . . , . 

This statement, h~\vever, presuppo~es a. con~mmty of \\ 01 k "111c:1 

"·ill enable the rccrmtment aml retent.1011 of sk11l~cl craftsmen. Assm­
a nces of n. sustained program of b rger P:·oport~ons. t.h~n heretofore 
wonM also prompt additional investments m_ capital 1mpr0Yernents to 
enn.blc greater productivity and cost econ~nnes. • • 

Or, s:1id (1ifferently, given the_ oppornm_1ty of an on~erly, ~n.rcil~11y 
planned prorrram keyed to multiple or ~eries constrnction of 1dent1c:1l 
or near-itlentical 'ships, and wjt_h assurances of properly phased con­
tinuity, the U.S. shipyard industry couhl rnec_t and probably rxcre 
the most ambitious ship replacement reqrnrernents of U.S.-fbb 
operator~ . 

'\Vith cleli,·ery of 33 ships per year from -q.s. sh1_pprcls:-n. n_~>t to 
unrcnlistic figure-remember I cited 45 ~1s bemg clcln'cr~d m 1_0D0 an 
the c~mparablc fignre f_or 1954: wa~ 38-in an~' e~·cnt, mth deh_n:ry -~ 
:33 sJu ps annu:1l]y, optrnrnm q~rnl 1ty nncl qn:rnt1t_y 5011 lcl be 1estoll.'.c 
to the .. :\ merican merchant marme by J.rnuary 1, 19 ,_4-_. . 

I pretlicMc this statement on the figures an(1 clcfin ttlon~ used_ m th 
Intcragcncy :\faritime Task Force report of 2 years ago m wl11ch th 



m1m1ttm11 C)l- i imnm c:11):1 bility to meet national needs was indicn.tcd. 
In :111 , • 11 i\ hO\WH'r, :1::=::mrnnccs of a sn:3t:1ined, ex1x1ndincr pro-

·1 • • • b gr:1m w1 t l1r1m:1ry 1111port:1nce. • 
I c:1n·t . 11:ts1zc this pL)int t90 strongly. W'ith such expeclations 

the ship> :mL "onlLl bl'- :1bl0 t_o in_1pro_Y0 their facili~ie::;, as ncce~snry: 
bcyo11tl 111-.'~l'nt for\\-nrcl pbnnrng ma fr,tmework ·which wonld obviate 
O\"i..'l'l'Xp:111,1011. 

. ..:\. Jn(IJ'L' ~,i :tblP :rnd incrc:1::cd ,rnrklo:1d ,rnul<l rn:i.ke it possible for 
tlrn shi11.,·:trJs to proceed ,,ith ndtlitional impron:ments of facilities 
':·ith the, P:\):::.pl'~t o_~/O:-:t redu~tions.1fcd_1:rniz:1tio1: of shipy:n:d opcr:1-
~1011~ _req1~11"l'.: ~1~11111c:rnt c:1p1t:!l cxpL'nthlurcs "·h1ch ~:11_1 log1caJly he· 
3ustihed 1 f l·ontrnnons 01wr:n 1011s .:111J a grc:1ter ,rork yolnme are 
nssnrcd. • . 

'T'he lw:1Yy c:1pit:ll jnw:::tment in shipy:uds-to Eer,c the Xation's 
dC'fc.nse :1.n_ll_C'cono!nic strndurc-i1wo1n·_s a tot:11 cornmitnwnt to keep 
those f:1e·illt1t 1 .s actln~. It.nrnst, therefore, m,oh-e n. total commitment to 
kcl'p the ,rnrkcrs cmployCLl. . 
• ..:\. pat_tt·rn of ,l&::nrccl C'mp1oyment for the shipyard hbor force mnst 
be prm·H.ll'(l. This factor lrns been gin~n little consider:1tion in recent 
years,· and the consequences are now being felt in Yarious sections of 
the country. • 

.A.~ )fr. ·ncrg testifieLl e:nli~r, manr craftsmen h:n-o sought, and 
o~tamed, ste:1d_1er employment m n:iore stab1e ende:1Yors. Through con­
tmuous operatrnns and. an cxpandrnrr ,York ,o1ume manpower short­
ages cnn be :woided and. the incenti\•: for greater p{·otluctivity will be 
e,er pre::cnt. 

Xonethclc. ~, and I \YoulLl like to correct some. impressimis that mi()"ht 
be ClllTl'llt, tk:3piU~ some of the lrnndicaps and shm:tcomino-s of rec~nt 
years, the commercial shipyard industry of the United St~tes has not 
been bereft of c:1pitnl impro,·cmcnts. ~ 

.A recent ~arnp1ing of U.S. prirnte shipyards indicated that a new 
poshr:u peak in cnpital _expenLlitures ma/be established during 1!)67: 
Outlays 111 1966, accorJmg to the poll, re,·ealecl that plant i1npro,c­
n:cnt programs topped the industry's preyious post-'\Vorld "\Var II 
high. 

Amo_ng the 111\lltin~il~!on-dollar projects under-way are construction 
of add1t10nal s1npbmlumg -ways, rearr::maement of exist.ino- facilities 
to achiern more efficient matei·ials flow, ;ncr in~tallat.ion of the most 
aclrnncccl material handling and steel fabricating equipment. 

To JSe the \\·ore.ls of a:tother departed authority on maritime affairs, 
:\fr. ~ 1c:holas Johnson, m sen~ral appearances before this subcomrnit­
!ce an<l_ (~tl_icrs, rna<l_e the statement th~t _by and large U.S. shiI?build­
rng fat1l1tw~, tec:hniquc.s, an<l procluct1nties are comparable with the 
balance CJf t11e ,rorld. . 

~o"·, to tl1e point t~rnt .American shipowners, unlike other .American 
bu:JJ1e~;-1_11c:n,_ arc dernecl the i}ght to buy e_quipment ~t ,rnrlcl market 
pn<:(•S. J l11s 1s an old rnw wlnc:h clearly fails to take mto ac<;ount the 
real fads. 

I w:is }1:, ppy t_o no~e tl~_at_:\fr. F~·:rnk X emec, tl1e other day, said, "Lefs 
be l1<mc.::-t <m tl11s pornt:' U.S. c:h1p operators haYe the "right" to<ln..y to 
"lrny equ i 1,rn1•11t at world market prices." 

They lia \'C a1way.s had it. 

j --· 

Some 1,220 Jn,rge oceangoing m~rcl~ant y~sscls ~obtling more th_a_n 
35 million o-ross tons, h:wc been b111lt m foreign sll1py:1n1.· fol· Am~n-

. cn,n cornpn.1fics or their nfft_liatec~ interest~ si~c~ 19-.1:U. 
1 

s:rn~e .1:enod, 
of time, _.l:1G mcr<;ha.nt slups of nea_r1y D m11hon_ gn . -~ h,n c. been 
lrnilt in U.S .. hipyanls for Amei'ican_ c0mpan_1es ~r :tl,~1iated m\c1:­
ests--or a, ratio of about 3 to 1 foxorrng forc1gn ,JUllllmg for U.S. 
iutPrcsts in the ]ast 20 yea.rs. 

Obviously, U.S. shipyards ha.Ye had no monopoly on the construc-
tion 0£ ships for U.S. citizens. . • • 

These 1,220 for •ign-built vc_ssc1s we!·e. constructed without an~ ex-
pcdations that Fcdm·a.l opcratrng sul~sidws, U.S. GoYcrnmcHt tlcf_cnse • 
and premium cargoes, t.ax-frce _capital r~scrv_e f~rnls, GO\·crrnncnt 
cruar:111fcid mortgage insurance, or opcrat1011s m_ U.S. coastal _waters 
~-on1d be n.vn.ila.blc. Y ct, the proponents of fore1g1~ ~onstnH.:t.10:1 for 
U.S.-fbg shipping want all of these enormous pr_1vilcgcs co}1_~11rned 
for U.S.-flag ships constructed abroad an l arc w1llmg to sacnhce t.he 
U.S. shipbuilding indl1:stry .i:f_nceJ ~e. . -. . . . 

Of these 1,~2U forc1gn-bu11t slnps, pa!·tlcub.rly tho:-:;e m the l1rn;~1 
01. bt1lk c·ttc\J'orics £c,-r. if anv lrnve been brought nnder U.S·.-fl_ng 

< ? ' ' "'' •1 1· • 1 registry. Eit11er the Fcd_cr_al Go,:ernment ,vas m:w1i 11.1g_ to prov1~ e 
funds .for operating subs1d1es or, m the _absence of subs1<l1es, the ship 
operators ,yere unwilling to pay Amencan cr~w wages two to four 
times hi<rher than they would base to pay fore1gn seamen under for-

e . 
ei o-n-flag operat.10ns. • . . 

0By comparison, let us look at wha~ l1a.s b~en takin~ place with 
respect to other ~ypes of_ transpo~·tat.ion cqmp1_nent. 1her~ h~s, ~f 
course been some 1rnportat10n o:f ra1hrny locomotivc.s and car~, t1 u~l-.s, 
and b{Lses and commercial ~tircraft, but in each case the ratio of im­
ports to domestic i)l·ocluction, ~ffcr t!1c J_ast cl~cade, has been Jess ~han • 
1 percent. In other ,yords,_ un!1ke slup1?rng, Yirtua.1_1y a1I rollrng stock 
for other U.S. tra.nsportat10n mterests is producec~ m th1~ country. 

It is rclm'ant to add that imports of tra_ns12ortat10_n cqn~pmeet, other 
than ships, are subject to ad valorem dnt.res 111 keeprng w1th the sched-
ule listed on page 34 of my statement. . ~ . 

Oceangoing vessels, throughout the history_ of our N a.t~on, ha_ve 
been treated uniquely, free from duty but snbJect to _an cnt~re1y chf­
fcrent set of laws and regulations from those applied to 11nported 

articles. 1. • • 1 1 
But this uniqueness takes on an unconforma?1e c 11n_cns101:i ,,1t 1 t 1e 

advocacy of foreign building for U.S.-fi~g sl111~s. It :-s logical to ex­
pect the est.ab1ishment of dutics on forc10-n-bmlt slnps ":0~1l_d c01;1e 
before the Congress for attent10n, should Urnt remote poss1b1hty e, er 
matPria.lize. . p 

:N"ow, I ,-rnnld Jikc to discuss the "Balance of International a~-
ments" problem. . . 

Viewed in the framework of the bah.nee of mternat.10nal payr~1cnts, 
the 1,220 foreign-built ships, to which I_ h~n-c rcferre~1, t.heoret1ca1ly 
represent.eel an outflow of more thn,n $6 billion. T~:i,e b1!1l<l abroad p~·<?­
posn l advance~ by the Secretary of Transportat10n, it has bce1_1 esti­
mated could mvolve another charge on the U.S. b!;lancc of pay­
ments' of n,s mnch as $1 billion. Oddly, his proposal 1s pnt forward 
at a time when the President of the Urnte<l States and the Srcretary of 



. . 
b the Ti.·l':1:--111·y :1re st-rh·jng to r<.'storc cqnilil>rinm to U.S. intel'national 

:h'l'(lllllts. f"' 
11

,·, it. corn<'s :1(-. :1 time whPn the Sccrc>t:uy of Commci-co 
i::. appr:1 l i he American bm,incss community for restraint in mak-
ing ,forl'i~-. , L'stments :1nd ge1wr:1lly discouraging forcjgn cxpenlli-
tmes br l r.s. citizens. 

For :rn :rn1 lwritatin) definition o.f t-hc rcbtionship between "For­
t'ig-n Ship Consr rndio11 :i lhl the U.S. B:1 hnce of Paynwnts," we rc-
l :1 i1wd Dr. ,T:it•nh J. K:1pbn, n. eon~ultant in internati011al finance and 
rt:onornil·:--, wl10 has h:Hl List experience with the Dqw1·trne1Jt of.State 
:11Hl tlH' .\!!·1.

1

1 l'_\' for IntC'rn:1tion:1l Den,Joprne11L He is also the anthor .. 
of :1, rrce;H ly pnhli~hrll book c>11ti1Jc,L1 .;The ClialiC'ngc of I◄"'or<'ig-ll ..-\i<l," · · 
a m:1jor l'C'l'X:1min:1tion of the i(lcolo.Q"y nncl operations of our aid pro­
grnm in \\'J1i(•h the b:1bnce-of-pa.yments prolJlrm is trcn,tc<l in sornE, depth. 

Dr. K:1pl:rn's pr1ncip:1l conclusions arc t.h:1t "bahncc:of-paymcnts 
C".onsicler:li ions strongly urge the con st rnction of ships in the U.S.," 
:rnd that ,;at :my :1grrcd subsidy Jcrnl, hahncc-of-paymcnts consiclcm­
tions shonld be :1, nrnjor, if not a controlling, clement jn the design of 
:1 ( m:1 ritirnc) program." , 

I b.Ye :1h·L'n.c1v m:1dc a,TailabJe to the subcommittee the complete 
text of Dr. K:1pfon's report for the benefit of the record. 

Listed on pages 35, 3G, and 37, of my statement, are the conclusjons of his repm-t.. 

At this p;11·ticubr juncture, conclusion 2 confirms previous esti­
mates th:1t if Icweig11 building is to become a rnn,Lter of Jaw, there will 
be a con:~i,1vr.1b1c clr:tin on the bnJance of payments. 

In hi~; report, Dr. Knphn also stn.tes: 

"\\'llile tl1<• IJ:11:1111.:e of pa:.nuent.s C'Ost of foreign sliip purchases can be esti­
matet1 wirhin a foirly 11arruw r:inge, the llPt contribution of ship operating 
re\- ·1Jnes to the l1.S. h1Jance of payments requires some rather shaky guess­\\'ork. 

In this context. ·•'- ".S an:11yzec1 the ebb, furnished your subcom­
mittee on .\pri11~, 1LJG7, by the then Acting, now Secretary of Com­
merce, and caJJs attention to an expert apprn.isnl of U.S. bn,lancc-of­
payments s:tat-.i.::ties, prepnred jn 19G5, by a distinguished review com­
mit.tre. FI"Om the report of that group to the Burcn.u of the Budget, 
Dr. Khpbn citc>s this passage: 

The e.~1i1nate of receipts fr<>m oc-can shipping could be significantly in er­
ror • * * 1 lie c·stlmate of G.S. payments for ocean l>hipping * * • is highly un. ·a ti:e:factor)-. 

This cr1mmc-nt. of course, concerns conclusions 7, 8, nnd !), and ,rn 
sin~crely hope that the members of the snbcommiUe wiJI have a 
chance to ::hHly the full text of the report. . 

Dr. KapJan offers another obserrntion relating to the contention· 
that we 1111Et. :nrnrd foreign countries shipbuilding contracts so that 
th,'.y ·wi]J l1e nb]e to huy from us. He says: 

Thr> <1(!T:rnll<l for C.S. gr,o,ls an,I scnices g-cnc·r:11IJ7 is unlikely to l>c inerc>asc>d as 
a r(:.,ult of Jir1J\·i<Ji11g-the 1,rin<-ipal .'-hipliuil<ling nations of Europe n.n,I Ja1)an with 
an n.rl<litirm:d ,J11<•-linJi to one lJilliou of doll:ir c•arnings. 

'l'he ;!"l'<::lt<:r lik1•li11oocl is tliat tl1e frJrr•i~n exelrnn~e rc~c>n·cs of c>ithc>r the 
~hiriliuildin.~ r·rm1drie.~ <,r tJ1cir irnnw,Jiate ,\'e:·tc•rn Europe:tn rn•i~hhors would 
b<• in<·r<·:t~·<·iJ liy the· arnounts the., earn for sJJip c·o11striwli0n. 'l'hr\v ma~· n·ell 
J1r1•f<•r to J1<Jl<J ~·uc:!J n<.Jditi1Jnal re.<-cn-cs in the form of gold rat.her than uoll:irs. 

• • • 1 • ~ detail the recent pr:icti.ccs of v:u·1ons · . -
,In his ~·eport, Jrn cx1~ :11 m_s 1n, t to fo1:ej.,n exchnnrre <.lr,llars or gold. shiplmilclmg nn.L10ns wit 1 icspcc o , .. a . 

invc:-:;tmen~s.. ·] t b· 1 -of-r):1,;mcnts consjcl, 1 strongly - \ l it ls cle·ir t 1:1 a ancc . . l~ S 1~ 
-'-.n( so • , 11' • )' f . the con-::t/uc-tion of sl11ps w J .. ynn :-; 

support n, po11c1 c:1. 1:16 oil v . t~o si,~r•1ific·rnt cost rcd1.H.:.ti011s that rather than foreign sh1pyan s . .J.., O\\, oj , . • 

arc possible. . -~·) Ttics exi~t fo~· rcrlucing the co~t of 
.F'urt.herm?re) numcrnuls. pos.:,1 ).~ ~- ..• tl- rotiah rc}i;rnce on ot,r own U.S: shipbm1dmg an<l s 11p opc1a 1011.:, . i o . 

clonwstfo i:esonrces. b f . this -:ubcommittce I listed ~omc of In previous appearances c om ~ . 

them. • ·1· t nt on three ):utieubr cat~'g-uries. -Toda:y, I w01 1 \.e O com ·o-
'_ 'he f 11.-• 
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-will, :l 11()\\' ~'.l'l.'W rNluct.ions of 50 _percent. Sinco· ci·ew:costs repre.sent •• 
about. u1h•-(hird of tot:11 costs for cnrrent ·ships and ~ince operating 
subsi Ii -0ring thedi1l'0rcntial between U.S. and foreign crew wages 
ar(' m, n GO pc.rccnt of tot.:11 subsidy cost., the merit of such a11to-
m:tt iu1 , ,·:1dil~-:1pp:ucnt. . 

Tfer ,, i-:, th, point I ,rnnld like to emphasize. This program of n.uto-
111:1tion --hnuld he aceomplislwcl in coon1in:1tion with an l"Xpansion of __ 
orn· rn •1·(·11:1 ,tL fb~t. so th:1t. t·oi:il shipbo:nd cmploym0nt is not r ·Lluced. 

'lhi:-i \\'<ll1M :1Yoid unf:1ir economic harm to our seamen and ,vould 
pn:scnl~ illl' Y:11nablc 11:1tional asset these skilled cre,Y~ rcpresPnt.. 

X ow t·o :ms,n'r your q ucst ion, Sena tor. It is my understanding that 
many of tlie s0:1going nni011s agree "·ith the point I have just made­
so long :1s :111tom:ttion is tie(l to a realistic exp:rncled merchant marine 
progr:1m. 

Sm: 1 or Gnn'FIX. Thank yon. 
:ifr. Hoon. Hrt urning to the "Summary"; the achievement of total 

rquality in shipbuilding and ship opcrat.ing- costs between t.he United 
St:1trs :rn...l other maritime n:itions is not wit.hin t.hc realm of immecfotte 
po.~siLi1it.y. Our society h:1s progressed too far to make such a goal 
"·holly :1-t L1 in:1ble. X e,wrtheless, we have a critic:11 ancl immediate 
nerd to ma int :1 in signific,mt s0a 1imver. 

To obl:1in this capability, the cost to the Federal GoYernment will 
be con ·iderable in terms of construction and operating payments. This 
rc:1l1ty ]1as promptccl some Gowrnmcnt spokesmen to favor either 
b11ihling ships for our fbg abroa(1, or greater dependence on foreign­
ibg shipping for our sc:1po,,~cr rcqnircmcnts, or both. 

It is sug-gestcc.l instead that the U.S. Government accept the precept 
that a ·o:-;t <litl'crentia1 of indefinite clnr;1tion must be indemnified with 
subsillirs, that a rnerch:1nt fleet c:1pacity and shipyard capability are 
cssenti:11, :1ml then move to implement those act.ions ·which w·ill sig-
11ifu.::rntly r c1nce the Government's share in shipbuilding and ship 
operating costs. C"rtain rrcommcrnbtions which could reduce total 
gon'rnmc>n t :1 l subsidies \Yell o,·er 50 percent if properly executed have 
been offered ]wre: nncl it cannot be denied that s:-ivings of this magni­
tude are "·ort hd1ile pursuing in the, n,1tional interest. 

Some pc·ople aclrnnce the notion that shipbuilding and ship opera­
tions are separate :1rnl distinct activities. From this they conclude, in 
c~sC'nce, t1rnt reliance on foreign shipyards ,Youhl not importantly 
clecre:1.~e job opportunities for U.S. citizens, and that a, greater use of 
forcig:n-fbg shipping to transport onr trade and commerce would not 
signific,rntly take a,Yny job opportunit.ies for our people,. 

This kincl of thinking ignores not only some of the relationships. 
a]rPa(ly rite(l, l;nt fails to t:1kc into :1.cconnt possibilities for more 
cffectin:. an<l cfflcient allocation of resources and manpower coming 
within 1 l1e 1mn·iew· of maritime snbsidies. In other words, despite the 
wa~c co.::t disparity, are there ways by ,Yhich more jobs in tlrn maritime 
industry <';m be held by U.S. citizens rather than citizens of some 
forci,!!n U>mttry? 

Then, an•, hut first the industry must be viewed as a single unit. 
ShiprrniJrling, ship repair, and all of t rn various catrgorics of ship 
opcr:1tirJ11s-~·ulJsidizcd and unsubsidized services, clomest.ic <ler✓p­
watr.r r·ri rrie1s, jnJand waterwa,ys operators, the Grrat T...1:1.kcs fleet, and 
aJJ of tlw others-must he considered one with the other in it.enns of tho 
aggregate. 

·1 • 

i 

• I 

! 
. ! 

- .. . i ~ term the industrv c:1.n ue sr,rc;1gwcueu uy 
To use a, vopnhr ec01z,om ~- . 'its h'\,rcb·a.n:!-:, ship. , slnpyn.rds;n,n<l 

cfoveloping method_s to max1m1zc • . ' . . • 
personnel. ·._.. f nerch·mt nrnrine ility, shipy:1r~l 

As ~ viable component ? 1 . < 1 • ·, <.lir~ct pro1>or ,, l . b n·unt·:uncd anl nrnsm11:1h .l . T • 

"f1nrdw:ue c~1~1, ,°1~ ~- cf ~hi ;lJUildirio-and s.iip yepn.ir_ in the Umicc 
tion to the av.t1L1b1l1t.~_o.l~l 1 t • 1·"p~11·1· 1·11 lforc10-n sh11w:1n1s wo_nl 

0 1- • 1 to urn l or o '-' , • n ., • l , 
State~. u\'lOUS .Yi . . ro-o a fnncbmc11h11 pa.rt of ~l~e,. inl ustry 
conslltute a (:eClSl~ll tz .f◊..~-d ·obs and pro<.1nclion fac1ht_1cs to othc 
hnnl":,Jre, to ,11loc.,1te s_ llP_:). . ) )01tuHitit~ for cost savmgs. 
nations, and to -f<?rg~ ~~1lll1:r~1t_

OrJ not prese1tly "maximized." Th~r 
Clearly, onr s1up)_ar i:uc :,ar~ l iilcl rnur~ thn.n 50 rne.rcJ1:u1t ship 

is ::waihble product.101: capa_f~1ty ufc/1~c accom ;lisl1cd by inc.rea~ing th 
annually, n.ncl more 5}}?'~0 ~~:-~~er. inclicatio~l thn.t private sh1pya,rcl 
number of y·orkcrs. _10e10o001~ . Y. obs for ft-cilled workers if a stn.bl 
could proYiclc almost 6 ' morn J.l ·1· 1 . 

l 1• . rorl-lo;1,J were a,va1 a J e. tl 
anc exp::mc mg '' '-., f '. ,er1y carefo1ly planned program, 1 

Given the opp?rtumty O an om ' ' l r b:1.bl exceed the mo 
U.S. shipyard mdustry. could n!c_et ::mtc, l\ou S !flao- operators---0 

i. ·t· s s111·1) 1·crJbcemcnt re:.quncrn.en s o • • o , amut 10u • • , 
. this we arc truly conCfilcle:1~· • • ncl members o.f the subcommittee. 

Thank you, Mr. 1,uunan a . 
Scn:1.tor BARTLETT. Thank you. 
Se.n~tor Griffin? . 
Senator GmFFlN. No questions. • . • • •. . • 

D - ~Ir Ba.rer 2 • • Senator ARTLETT •• u • • t ·i,,-. Hood vou suo-o-est two just1fic, 
).fr. BARER. In your st:1.tcmcn , .l.. ~1. , ., oo 

tio;1r~. o~\ bch,tlf u~f c1~r~
0~1:~?.d~~{ i;1~/~~:~fi~~~ly; the thirdfl being tl 

.... r •.. ooo. . 1 t. t 11eet the reqmrem.ents of the eet. . 
capab1hLy o.f the me ts l~ • o 1 · ·tifica'-ion I think is becoming qm 

:.\fr. B,rnt:R. Now t rn~-L11rc J n~ust b~.for'e, this subcommittee, on ,~l 
im1~orta.nt. In theflastt !~tw :1a.yss11Jo·o-ested th:1.t we should build fore1 
b ~ f tl1at one ac or 1 '" as • :::,o • tl ·t c us1s o , 1 Tt f the U.S. yards because • icy canno 
~nd forget abon:~~1et'J\{1{t ~Ye should bu1ld forcig11_ for 2 years to_ s 
~t. It lrn.s been su~oes e 1 d rin<r that period of tune to do the J 
1f t];e U.S. yards car too (~;) td that we should build in the Umt 

'\\'e ha Ye a]so !.1ac d1t su~~l,eestl~er or not they arc doing a job and th 
States for 2 year:::; an sec" ' . • 
dec1de whether or not to go fonyard: . 

I 1 • 1 tl t • ·dbably the crncrnl factor. • t 1111 -c • 1a 1s P1 . '. • . . 1 . You suao-e,st jn your sta! 
I "l11 rrlad '-'OUl)ut 1t m e.xtcm.poraneous). ob t 't " o • J • f 1. ·:t.t GO }Jerccn capfl,Cl y. 

ment that the slnpyarclslarefi OilJ~I ,1 ,11f1~1~: 1t•;1st & Ernst study. 
l\Ir. HooD. That was t rn me 1!1g O • r _1 J· 11 . ~Ir. DAHER. Do you have any idea what _the_capa,cit) ~£ t 1~ <tpa 

yards a re ri o-ht now? W1rnt •percent of capac1t) they/re a;i. se to f 
, :ilr. • Ilooo~ I would say they are probably opera, ·.mg c o~ , 

cana.city. f t1 ~ ,111 yards i Senator BAnTLETT. Is that true o rn ~m, • • 
~fr. Hooo. Probably not true of all of, the_ s1~a,lli~,eob~di hurt. 
Sen:1tor B.rnTLETT. I was fold they were l>em_o qu , - !t f , 
~[. IIooD I ,Yns thinkinc, mostly, Senator, m the contc\x. 0

. ){af 
1\ 1. • • b 11 t . ·cs ... nt ll1'.1rltlll1C C 

·1blc of buiklino- yessels com para J e ·o om p1 l: f ;,· ·1a· tl cap, b 1 • . 'l' cnr)·tble O ulll 1110-l nfr. BARER. Do they haYC more:: 111:ya1<.:::; ,, ' b 

types of yesscls than we do? 
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~fr. '.;<;':lpabilit.i' jg a. mjsuscJ word. ,Ve Jia.~~e a cap:i.bi1ity. • 
hen', a ~ .. ,lll_1ty il::1·~ P.1'?~ab]~T e:i.nnot alwa,ys be defined in finite 
trrm~. l t1l1z:1t10n ot fac1htics 1s a function of the a.rn,ilable \YOrk-
]o:1d. . 

_.\ f :·· 11., 1:1':11. ~)o_ th_ey h:1.:vc n~ore physicnl focP itics derntrd right now 
,u! lnn t l1~ Jlll'l:d1d.wn of t_hen· n:1tion to shiplmihling? • 

. \lr. l fl•<m. \ uu :i.re :1~k!1:.~{ me to c~·rnp:lre applC's and or:rngr.s be­
c:rn_:.::c tlwy h:1 ,·e f-:omc foc.1ht :cs to ~m l\l,. as yon knmv, supL'rtanl-.ers, 
,,·liil'h :~n\ l1l)L pre.Sl'ntly _:1.,·:ulable m this country. . • 

:.fr. L.:1:1-:n._ nut yon lhrnk they are probably at. :1, higher percent.lge 
of (':lp:11 •ity r1.~·ht. now th:111 we a.rc.-

::\[r. Jfo(1P. Dc•finitely. . 
;\[r. B.,1:1:1! .. Yon :i.]~o. st~tc(l th~~-In~smnc.h ns yon are only :i.t Go: 

perl·cnL l':1p:H.'d? the ex.1strng fac1l1hcs yon h:1.,·e now c.otdd turn out 
the nrnnl H'l' of ~lt1ps we nee.LI; .1s that correct? 

:\ fr. 1 [1.xm. Y cs. • 
_ ),fr __ -H.\JU•:1c. Ii~ it is trnc_th:lt ,Ye ?re only _at GO-percent ca.pacity and 
them 1:-- :m L~x1~t·rng eap:1c1ty to bm1cl :H.lcht.10nal_ ships nncl if it js true 
th:1t. ,Japan 1s at fl, greater pe.r~C'nt of c~pncity right now than we a,r(' 
pcrh:1 ps .)'(ill c:m shed some light on this example ,ve had i.he othc~ 
Jay from-. -

)l[r. 1 foon. ~fr. Logan? 
;\[r. R,nEn. Y cs. 
)I[:··] (°.11n. Ye~; I ~tucliecl hi~ diagram and ~gain will say that pro­

dnctwn :-Tltrdn lrng 1s a, fnnct10n oE the arn.1bblc workload. \Vhen 
yon h:~Yc a _tlecreased n_1e-~·chant ship ,vor1doad such as tod,1y confronts 
Y::n1s n: this country, 1t 1s only na.turnl thait. a_ J_o1_1ger p~oclncti~n cycle 
,i 111 t:11'.e phce i.o get the best out -of the fac1J1t1cs wlu]c kecpmO' t11e 
work force t~>gct her. In _addi~ion, with rc:::pcct to the contr:1ct :1.w .. ~·ded 
t_o the .\mc:rll·:~n yar<l,_ cited m ::\Jr. Log:.1..n~s example, the time schedule 
fo!· cklin•ry nf the ships was !3pccified in the i1witation to bid and the 
sh1pyanl 1:1el no control over that factor. . 
_ 'l~he_:.for~time.Adm_inis~xat~on and the mn1erspecified ati11ieperiod 
to .f1~ m with the s1_11p lmcs planned replacement and operational 
req1.m·rinenis. • 

:.\Ir. Dyu~H. Jnst so this i~ in the l'Ccorcl., general)y what that example 
~ho_wed 1s t}:at for fonr s}nps, comparab]c ships being hui)t here -and 
1~_.Japan, t11c~·c ,,·as a 2-~'ear longer time period taken for those four 
si11ps to be dcln-ercd here m the United Sbtes. 
~ ~fr. H 1,r,n ... :\g~in, 1fr. I3a1:cr, yot: arc comparing apples aiiil oranges. 

1. ()ll ,n·e c11mp:1rmg two entirely different types of shipbuildincr envi-
rom,wnt ~. 

0 

;\[ r. B.,1trn. D11t the point is tlwt they are all simibr ships :i.nd a 11 
,rjl] Le i11 t l,e 1msincss of shippin<T. ., 
. :\fr. 1 r(l(Jf). \rc·s, simibr ships1Jut prOctl!JCCcl under entirely di.fforent 

Cll"CllJJ1q ;\ llCeS. 

~.r"~.n.\1:rn. Is it yo11r asscrtio_n tha_t a. hrgc_part of this delay was 
b~r.rn.--:e_<Jf 1l1c three-pn:r~Y rclnt10:1s!11p r.:nvolvmg the shipy:1.nl, ship• 
pmg-cm!i />:tJJy, ancl ~f :i.rJtnne A dm1mstr:16on ~ 

~fr. J f u<J_D. A part is clue to t.Jiat. AnoU:1cr part .is due to a rio·id re-
<J.11 m·rnc·n t 11 ,1 pof-:ecl on the U.S. shipyard. 

0 

~fr. B \ULH. Why ·would it bc-perha.ps y-0u conlcl explain? 

I - l. 

I 

i.-• 
. iir. Ho~D. ,v11cn an i.nvitatiori .for bid is issue? shipya.rds are 

asked to bid on deli very in n.n cxad nyimber of cla ca.ch shj p. 0;1 
that b:i.sis, i.hc shipyards -make _their proposals , ___ ,l a <.;ontract 1s 
awa.rclccl :1ccorclingly. . . . . . •• • _ • ·_ • 

Mr. RrnER. ·what is t.hc b:1s1s for delcrmmmg ·when yo~i wa~1t tl;ts 
• dclirnry c.bte to· be? ·why ,rnnltl they choo_se to ha,ve theu· sl11ps uc-
,livered 2 years a.Her ~h_e competitors? . . •. n • 

~Ir. Hoon. You would have to consult the sln pprng operator::, for 
that information. • ·_ • -.. • • 1 1 

1' fr. 13.Hrnn. Appa.rent1y they wen~ not happy "?th 1t Jec::i~1se t 1ey 
- brought this forth as some.thing cletrrn1ental to theu· compet1llrn pos1 

ti.on. f •• 1 l D ~fr. IIooo. This.could be. There may be oth_er :i.ctors mvo vec. e 

8
jo-n. changes after the beginning of const.ruc~.10n frequently affed th 

p;ocluction timespan. In ot!1er insla,nces, st1·1kcs a.ncl "'?:·k. ~tov~a_gr:~ 
beyond the control of the sh1pya1:d? ha Ye clcbyecl tl~e cleln c~y _of ~111_p~ 

~fr. 13-\nBR. \Vlrn.t is your position on constructrnn subs1d1es bem 
paid directly to shiVi1a1:cls mther than through the-- _ .. 

:Mr. Hoon . .As I s:ucl m the statement, ,rn <lo not have enou~h d~Ln1 
to comment intelligently on this idea.. Some ~ rears. a.go,. rn_ discus 
sions ·-with the ship operators we ngrccd to tlns 1de.a. 1~1 pnnc1p]e bu 
no one includino- the shir)vards has yet come up ,nth a. workab1 

, ~ .l ' 1 • 
method of operation satisfactory to _a..1_ p:1~·t1cs.,. . 

ifr. B,\REU. Do you find the pi1rt1c1pat10n or the Go:ve1:nment rn tJ:1 

formnJaLion o.f these shjpbnilding contra.cts to be a. prrnc1pa.l factor 1 

the dcla.y and resulting expense in building ships? . . . 
Mr. Hoon. The allministratiYe jungle th:1.t_surrounds a slnpbmlclm 

contract is tremendous, and it adds to confns10n, clela:Y, a.nd co~t. 
Mr. }3_.mrn. Do you think that there conld be a. ~ltrcct subsidy pr 

gram deve~opecl with ~ubsidi_es_ dire~tly_ to tlte slnpyard that wou1 
short circmt much of tlus adm1mstrat1Ye J1.mgle? 

~fr. Hoon. ·Yes. • 
:Mr. 13.,RER. In your statement you use~l figures for IDG3 shmnn 

that approxim::i.tely 40 percent of the busmess ,ms mercha.nt vessel 
'\Vh:i.t has the trend been since 1063 up to the pre.scmt? . 
Mr. Hoon. I checked on that yesterday. T'he Bureau o~ Census 1ssu 

a supp~ement in l_GG4. but it. d~d _not rcflec~ a bre:1kclown of ,rn 
ca.t.rgones. My fcehng 1s that 1t 1s JU~t :i.bout Jrn same. . 

n-fr. I3Am:n. In other words, approxnnately GO percent of the busrne 
is Navy "·ork? 
· Mr. 'Hoon.Navy oriented; yes. . . . . 

Mr. 13~\HER. Do you be1ieT~ that _the present d1spant): m cost wh1 
is chimed bctv;ccn the :foreign sl11py:1nls and U.S. s111py:1rds "·ou 
conforne if foreign building bccam_e a re:i.}ity? ] . : . 

In other words, would the fore1gn sh1pyards a_a] nst their pnce.s 
the new order? 

:ifr. Hoon. I tried to clc:11 ,Yit.h that snbjcct" in my st:i.lement. Th 
w:i.s one par:1.graph th::i.t I dicl not read which bears on this point. 
was a quote from a British journal. • . 
. This pu bJicat ion conrnrnnt eel on t.he fact that our G_oY~rnme:1t ' 
con:;1der1ng a, change in nw.rit irnc policy whereby some ships might 
L11ilt. in fon~io-n shipyanls rrml oL~en-ecl if the United. States does thr 

b • • f . 1 • 1 t ;1 open the. g:i.tes to foreign lJuillling for ships, ore1gn y:rn s nng11 • t, 



I i0t ow n.. while uc)_ble to c:111 the tune~-alfcl in calling flrn tt{n-~ I 
inteq :tt to mr:m th:1t their prices arc going to rise. They have,-
:1cconli. .o the foreign tra,<lc journ·:11s, been suffering from unsatis­
fadol'\' lH'olii.s, poor Je.n~ls of ncti\·ity and rehted problems. • . 

~fr. ·n.\Hrn. Two Jays :1go ~[r. X rmec tc ·tiil0<l thnt tho new Lykes 
yc.:::::e l, Sea JJ arge, would hn,ye n. replacement r:1tio of :1.pproximn tely 5 
to 1 oycr a, convcntion.'11 ,\ ... orlcl ·wrr.r II-t.ype vc.ssel. 

Hu,,· dlws th:lt factor fit in "·ith the estimates as to the number of 
ycs:-=01s :n>tl ~onld build a yenr? . 

.\[r. l fo(1D. 1t fits right in becansC', as 1fr. Xemec pointecl out, ships 
are not. nel'L':-;s:1rily n~pbccd on a, l-for-1 bnsis. The ratio is probably 
3 to {.1 for 1 ,rith the :t(ha.nce in tcclmo-logy that is l:tking place. 

~[1·. B.\1:En. In other words, you are ab~:orbing th:1t tec.:lmology and 
still h,i ng :lblr, on the basis of your figures, to bn ihl 1 for 1? 

.\ [r. 1 foon. 'L'h:1 tis correct.. • 
;Jr. 13.\m.R. Th:1t is a11. 
Sen:tlor B,\RTLET.r. Diel you -recently ·write a report, Mr. Hood, on 

the ,J :1 p:rnc~c shipbuilding industry? 
}!fr. IfooD. en:1tor, I ,n.s in J:1:pan in h.te. February and early 

}!forch :rncl Yisited a number of their shipyards. I clicl prepare a report 
of my Yisit :111e.l Lclieve I sent a copy to you and other members of the 
subcommittee. 

~enator BARTLETT. You did send a copy to me and I must confess 
I h:n~c not rc:1.J it yet but in a fow clays I am going to be on an ai.rpbne 
for a. long ,Yhile which ·will take me to a State where there will be no 
cppoi-t unity \\·hatsocwr to e:s:amine the shipbuilding industry and I 
i11 t enll Lo rc:lcl your report on that flight. 

I ,rnnlcl ]ilrn lo ask you nmY: :\Ir. Barer alluded to the chart given 
. to the commiUee by 1fr. Logan the other day and empha.sis was placed 
upon the long delays encountered insofar as a Maritime Administra­
tjon is conccrnc<l. 

Diel your studies in Japan reveal that the shipyards and shipbuild-
ers them had any like probJerns with t.he Government? . 

~fr. Hoon, N o1 sir~ by no rne:1ns, The ',Yhole attitude, the whole en• 
011' mrn n • i§ -ntiv~ly dift\;mrnt in Jnpan, O§ I ~twit.. ShiJ)buil Ung js 
a major p,ut of 1Jrn Jt J, ilese ectn hiy, Ml 111po1hmt factoi in its 
babnce of trade. As a consequence, the industry receives extraonlina,ry 
attention from the Government. The shipbuilding industry is en­
couraged in :1, variety of wa,ys, nnd is in effect n, co-pn.rtner with Gov­
ernmrnt in the formulation of policy. Finrt.ncing incentives a.re also 
r1ujte good, and J a.pane.~c shipyards clearly have the advantage of n. 
pa temalistic government. • . 

Sen::i.tor BAHTLI-:.Tr. You did not ob:::erve there the Go\·ernment red­
tape to ,\·hich objection ,rns made here? 

:.\[r. Hooo. No, sir. 
Senator BAnTLE'IT. You told Mr. Barer that there had be.en diffi­

culty as between the shipbuilders and ship operators in a.rriving at a 
sati~fado1y means of p::iying construction subsidy directly to the ship­
yard.?. I rim interested in that. ,Vhat would the problems be there? 

:\fr. Hoon . .A part of the problem, Senator, JS that the ship owners 
undersl :-i.ndably want to make sure that true parity prevails :for ·the 
~l1ips l1ni]t in U.S. shipyards. In other words,.thongh a. direct shipyard 
s11b.-idy program would minimize the role of the Government, the ship 

operator still wants a. voice in the establishment - I! the snbsi<ly le\· 
per contract. . . . . • 

Fr~mce employs a dir~ct sh1pynnl-subs:dy p. 111 usmg a Yer 
complicated formuh wluch frankly I don·t understand. 

Senator B,rnTLE'JT. "\\That.is it, ship by ship? 
1fr. Hooo. Contract by contract. 
Senator B.rnTLETT. Contract by contract. 
Mr. IIooo. Yes, sir. 
~c1iat.or B..-rnTLETr. '\Vhetlrnr one ship or a fleet? 
n(r. Hoon. Yes. . 
Senator RrnTLET.r. I am interested in whrrt you had to sa.y on pa 

25 regarding the U.S. Navy- contract ot contracts let to British shi 
yards. . 

Mr. Hoon. Yes, sir.. . . . . . .. 
Sena,tor BARTLETT. You s~nd m only four mv1tahons th~ Br1ti 

yards dropped their bidding from 19 p~rcent above U.S .. pnces to 
percent below; then 22 l_)ercent belmv. ~ mally, -1½ percent b~low. 

Mr. 1Hoon. That ~s right. . • .-
Senator BARTLET"L And thus received three avrnrds. These were se 

arU:t.e trnnsactions? 
Mr. IIooo. Yes, separate transactions. These, ~e_nn,tor, you may r 

c::tll, arc a part of the agreement ~ct"·een the Umtecl States a!1d t 
United Kino-dom. affectino- the reciprocal purchase of F-111 a1rcra 
from t.he U~1itcd States in return for whid1 we agreed to pern 
British shipyards to bid competitively on sc,·eral categories of sh.i 
for our Navy. . . 

Senator B .. rnn,E1.vr. And the final price for all these slnps was ,_1: 

percent below or did it range-- • • 
:Mr. Hooo. For the last transaction, it ,vas 4½ percent below t 

U.S. price. . 
Senator DAllTLET".r. Diel the Navy :nm.rd any contracts at 19 perce 

above U.S. prices? . . 
- Mr. Hooo. No, sir. That contract was ::nrnrded to an Amenc 

yurcl, us i~ should have been_. . . 
nator BARTLET!'. You s::t1d m the first of the three broad c::i.tegor 

you outlineJ that the constructio~ differential subs~dy re_ducti~n 
from ?5 to 55 percent co;1ld be arrived at ?Y pro<ll~ction-oncntea c 
struct10n of austere slnps and standardized design. "\Vhat clo y 
mean by "austere" ships here? . . 

Ur. liooo. At this moment, Japanes~ n.nd We_st Germ~n sl111?bm1cl 
are in this country ~ndcavoring to stmmlate mterest ;n their sta 
arcliz-ccl design ships to capture a, share of the denlop1:1g market 
Liberty ship replacements. These ar_e the. types. of slups we h_:l~ 
min<l. ·we recoo-nize, however, that slups being bmlt for the subs1chz 
oper:1tors are I~uch more sophisticate~. . . 

Senator BARTLE'rr. Generally speakmg, you thmk the :vusterc sh 
would be suitable for the merchant marine we hope to hn.ve ~ 

Mr. Hooo. ,Ve h,wc to recocrnize tha.t ships nrc ncetlcd an<l that 
the Government is to contim~ to share in the cost of lrni1ding a 
operating ships every effort should be mnJe to dcYc1op (_1csigns t1 
would rn.i.nimize that cost. .... 

Senator B.rnTLETT. Perhaps you coYered this while I was abse 
Did you express any :7iew as to Secretary Boyd·s ~)ropo:al ~s t? ,d 
we shonl<l clo conccrnrng a, reserrn fleet by ,my of momtorizat10n. 



irr. !,Tnon. Xo, s~:r; l _tlid l;Ot ~pccifiea lly comment on that . .-I.:1ssm~e. 
you n' ' tho 1:JO V1dory slups and ·the 100 ...:\PS~s. · -. · · -

~\•n: .\l:'l'LE'Lvr. Hio·ht.. ·:-
_ -:\fr. J , ••• n. ~Ute.r St'e1~•tary Doyel 01\tlined to us tl;e first version of 

lus prcipo::::a ls, we respo1Hlcd to him ·:md said ,rn collsidcrccl t hcsc re-
sc'l'H' t t.·,,t. l'L'adiYations :1s illogical ancl uneconomic. • -

... ~0~·~\<)]: H_\1yrr._1-:TT, ~\[enti:>~1 has_ !wen rn:1de repeatedly that the 
l. . ....,.~.k 1:s hutldmg :l lot ot 1ts ships abroad. 

~rr. 1 fou). ~\bsolutt']y COl'l'C.ct.. : 

Scn:1101· R\nTn:rr. lts mrn shipyanls are Lnsy. 
~[r. J ln(ll). 'L'lwy :1~·c op(~r:d i_ng:, ~ecort.ljng to all estimates, at nc:1.riv 

10? _y~l':'('('llt '.: r ca l?:1(' 1ty. r don t thrn k _that. l'l') i:rncc on_ the shipyards o·f 
o_tl1c.1 l'Ollnti 1~s wil_l Cl)J~tmue once then· goals are acl11cvetl in terms of 
i::.i.z~ a11ll 11u:1l1t-y o:t lhc•1r rnerehant. fleet. 

..... en:1tnt· B.\1:n.,E't.r . ..:\..re they buildi11g more shipyards in their o\Yn 
country? · . 

• _\fr. ·rro0D. I cl~n:t know that they are lmiltling more shjpyan.ls but· 
t]H.\Y :11'' modermzrng- m:rny of tlrnir oJcler facilities. ' 

~cnator B.\:tTLE'lT. Thi? is a qne.J ion rebting to that that I spccifi­
~al_ly w: ntl'(l Lo a:·k yon. I lrnn:~ heard this an1..l I clon't know \Yheiher 
it is t~·1w or not.: th:~t Hn~sia, docs not custorn:nily, i.f at all pay in 
cash i0r the .:lups 1t buys abronc1 but makes payment by' ,Yay of 
goods. 

Do ynn have any information i<ehtincr to that? 
:ifr. J CJOfl. 'I'lll're ,ms _an ~rti_cle in ont of the tr,Hle publications in 

r cent 11:unt h ~, ~cnator, rnd:cat rng that a Ru,-sian shipya.l'C1 hacl tnken 
~1. .c_ont~·'.1d to ?~n~cl s~1mc d11ps for a Gree]~ owner in,~ _b,~1-tcr type of 
a\1:11_1gl 1~1e1_1~.-. 11~1~ ,, a~ d01:ic even though 1t m~ant utihzmg facilities 

."1thm_ ltllS:,1,1, "1n1e ~1rny m turn were awanlrng contracts .for their 
own s1u ps to other 1rn.t10ns. 

l 
►1S1 c•n:1tor B.rnTLETT ... As yon see it, if ,rn builcl ul>roacl we pay in 

< o nrs. 
:.\fr: !.fooD. Yes, si_r. 1Y e macle a, sngge~tion some years ago, Senat~r, 

that. ::-111p_ co11:::truct10n sh~rnlc~ be coordmated in some ,vay with the 
foreign- :llll program but 1t cl1ll not get Yery far. 
, ~(•11:1Lor ~-rn:ru'.TT. I know_ how we c~u)tl ge~ tlrn gold to pay for 
,tn) th111g \\ e \\ :mtcd abroad 1£ the ndm1mstr:ition would only listen 
to r:ie. [Lanrrl1ter.] 

Xo,~·, ~\fr.c,HoOll, whe11_ the ~ast ~Yitness has been heard by this sub­
comnnrtce, the subcornm~ttce 1s gorng to be ju a position where jt wilJ 
li,u-e to 1neC:'t. and hopefully c~mc out with n, .new p1·00Tam. ,Vhat 
we k.110,~-now 1s tl~at there are ,rHlely dfrergent views as tt what ouo-ht 
to b~ ~lo11e, Cl1ntern1g a1·om1cl tonstntction abroad and an in<lcpend~nt 
mal'ltrnie a<rency 

,rhat if tl1e co;nrnittee divorced. foreign co;rntrnction and j 11c1epend­
ent ag-C'ney from a clr~ft p~·op~sal and later had inforrna6on from 
"-}1atu-er ~omc-e, tha.t ~_f this bJJl were to pass the Congress that it 
w<rnld lJe n·toc·cl? ~ cloll't suspe('t any notjc-e of Ycto "·oulcl he uivcn in 
achr;nc:e h_ut I am JUSt makinf~ this assumption. 0 

__ \\ Lat, \n \uur Jndg/;wnt., m snch a, cfrcnmstancc, sho11l<l the com-
1'.:11~t_e~ c,'.<~/ "\\_e_ ner·<l gu1<lan~..:e. "\Ve need e(lnct~tion. "\Ve need help. Yon 
L(t \ < ,L J.) ~ .. ,tt_ p1_0b1e1:1, ~,\ 11 oi ym_1 arc _enga_gccl m the m:u·itjrne. jndustry. 
011r li<rnr of ti uth 1s approa<..:lung l1kew1se. 

Mr. IIoo_n. ,ven, Senator, I wonkl hope that h:1.vjn_g once made tllC 

decision, as you 01ttlinc(l it, t.hc subcornm il'tcc woulu stick to it re-
. o-a.n11rss o.f :wy sug·gestions of a. veto, prim:1.rily hr1.· ~he maritime 
titnation has become so crjtical from t·]rn starn1poin :eel for ships 
that s0111ething-has to Le clone ancl I don't 1w1icYe L._ .. dniini. tration 
,rnnlcl in(lcfinitP1y fail to take cogniz:rn('e 0£ that, need . 

Senator· R.\1rrLETT. Do yon h,we anything fitrther? 
Seim.tor GmFJ:'l~. No. - • 
Sr.n:1.tor 13.\P.TLE'n. U you care to, ancl if not., it ,yi]l he 1mderstood, 

do you ha.vc any comi'nent to make on Orn inlh~pemlcnt 1111ritimc 
agency? . . . . . 

Mr. IIooo. An·mclcpcnclent agency 1s 1wrhaps nn 1<lral orga111zat10n:1l 
position for thc·maritime prob}em, but I ham ahra.ys vie,,·ecl th:1t as 
kind of a. secondary prnb1cm. I think that, once a. policy ::U1(l a pro­
_crrnm are mrnnciatccl, this problem wi11 take c:tre of its0lf . 
.::. Sena.tor B.rnTLETT. I think it ,\·as Panl Hall who testified the other 
clay who maclc t.hc recornendation that "\Ye engage in an exclnsiYe Jo­
rnestic provram insofar as shipbuilding js concerned for 2 ye:1rs and 
th0n reexa.1;11110 !he entire situation to ~cc if our needs arc being met.. 

I hope I quote Mr. Hall correctly. "\Ylrn t wou1<l you say to t-hnt? 
Ur. Hooo. :;\fr. Chftirman, my n.ns"·er wo1t1rl be that several of our 

members, in their own speeches in recent cla,ys, lrn.vc saicl, "GiYe the 
..A mcrica.n shipbuilding inclust.ry the chance to demonstrate that it can 
folfi.11 the needs before you resort to forejg1J buihling." Howeyer, I 
clon't believe t-11:lt capability could be dcmonstratecl in 2 years. Prep­
araJion of designs :1.nd a ,nu-els of contracts wonkl t:1.ke that long. 

Senator B.\R'l'LB'rr. Mr. Hood, you made n. poweriul :1.nd helpful 
sta.t.cmen t. The committee thanks you. . 

Mr. I-Iooo. Thank you, Mr. Chairman. . _ 
Senator BAHTLJ~Tr. Tomorrow the committee ·will meet at 9 :30, a Yery 

late hour, and ,rn will hear Congressman Reinecke, of Ca.lifornin, 
Alfred Segal and Joseph Curran, and insofar as the committee is 
n,wa.rc, tlrnt "·ill conclude the list of witnesses un1css some pop up at the 
hst moment and 11.fr. Barer tcl1s me I am wrong, we ham some more 
left., but ,Ye will assign later hea.1fog dates. 

The committee wiJl be in recess until 9 :30 tomorrow mornjng. 
("\Vhereupon, at 11 :10 a.m., the subcommittee was recessed to recon­

vcno at 9 :30 a.m., Thursday, June 20, l!)G7.) 
(The fo1lo"\\·ing let,ter was sHLsequently reeeiYed for the record:) 

GRAc1.; Lt:-iE, Ixc., 
New York, -'7.Y., .cluyu:,t 8, 1967. 

Hon. E. L. RARTLETT, 

Chairman, SulJcommittcc on 1lfcrcl10nt ..lfari.ne and Fisheries, 
Comm ii tee on Commerce, U.S. Senate, l\la~hi11yto11, D.C. 

DEAR :;\ln.. CnAunrA~: I should like to submit for the record n respon!'=e to the 
st:tt<•mcnt m:1t1e by :;\lr. E<lwin i\I. Hoed. President of the Shi1>lmildcrs Counc-il•of 
Americ:n, Ix-fore your Committee on '\Yednc:-:dn~~, June ~s, <luri!lg henrings on 
'·'l'he I'n"!'=c11t :~n<l Future of the United St:1tc.·s .:'lkrchnnt :\!:nine." 

Ynu will ree:111 at U1e time of my appc:1r:1nce lwfore your Committee on June 1, 
I snumitted n time-l>:ir graph ~howing the diffl•rc11c:c in c:u11stru1.:tion time for 
cum1,ar:tlJle "'-'s~cls between U11it0d St.,tes :rnd furc~in shipyan1:'l. In rc•:-:11on::;e 
to a requc:-:t by Committee Co1111.·i...•l for :in c•xpl:111ath111 of this time diffrrence, 
:\Ir. IIoucl :-:t:He(l iu l!is June ~S tc . ..;tiu1011y that the construdio11 time of a Ye~:-:el 
uuilt in U.S. y:1rds w:1s stipulated l>y tlte oper:ttors :rntl h:td nutlti11g to tlo with 
the !'ilit-it•n<:y of lJ.f;. ~hipbni1tkrs. " 

~\s a U.:S.-fl:1.;; u1wr::Jtor, I w:1nt to !-,:{ate c-:ttt•,;orkn.lly that ·!lH•re is not on 
slireu uf Yalidity in this st:1t<'llll'11t l.Jy :;\Ir. Jloocl. ~\s o\,·ncrs, \\'I! are i11tNcstl·d 

~j-G23-GS--29 
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in getting delin~ry of our ships at the earlies ile date aft<'r the aw,_. 
the unil(ling cout ract. ShiplrnildPrs in tbe Uuit u~if are not farl'(l "; ;; . 
1wtitiou from foreign or 1::n•n do111estic. so1ucl'S nuu as a result display !,:,, 11.·; .. , 
of a c~n-:1licr attitude in their tkalings with U.S.-flng owners in_ rc;;:iru t1t ,: 
dPliYcries. • • 

In fairness to the U.S. sbipl>uiltler, however, I mnst repent what I sta:
1 
.t 

.Tnue 1, i.e. tbat a great di~:tl of the vroblem gf protr:tdcd.constrndion :.:c!i, : 
is c-:111:c:ptl b.r the thrce-pnrt:, tontrn<.:ts rc']uirc'1l for snbsic.lizcd ~J1ivl>:iil,li~·_-· 
u11it0tl Stat0s yards. Because the- U.S . .:\fnritirne A<lmini~trntion, the ov.-1,,.:·~. 
the shiplluildf'r arc nll parties to shipuuilcling contr:1c:ts, tbe proeellnre f,,·r i: • 
in~ ships is s11tljCd('1l to interminable l'l'Yic'w, endless hearings, burc:rncr:i::,· .:.' _ 
s0eing :lJHl costly dUillication of work. I ~inccrcly believe that if th,! .\f:: r . 

..:\1lmiuistr:1tion conl<l be elimin:ttCll as a. thinl part·y to shiplmihli1J•' c-.-,1,:: . 

U.S. ::;hipln1ildNs e:onlu prob:il.Jly achieve in time delivery times e;11:d ·;:,· .. 
Ul'~t of foreign y:1rds. • 

- Iu the cn:-e il1nstratcd in my testimony before your Comn~ittrc, Gr:t('i' !.'~. 
was pnt nt a grave e:ompl•ritivc dbndvnntngc bceanse of the exce~~iYe l!!:.,· ,. 
in ohtainin;~ 1kliYcry of its six Lucia-class Ycsscls. Onr c-omp<:.:tlt11r, ,·:--; ,: 
nv;anlell ::;hip con~truclion contrads almost a year after we did a11d <,:,• ., . 
clelin 1r,v uf all four 1ww ships hcfore we receiYccl tkliYery of our fir.<. 
can ,yell avprccin.te, I am· snre, the dfcc-t on onr <:orn1wtitiYe postur,~ (if : 1 , 

p0titor "·ho has slriYcn to cluplie:ate the essential design· fe:itnrcs and.· 
po1wnts of onr new shi11s illld who bas them in full opPration almost :1 fnli ,, 
bPfore we ,vere able to bn,·e our six Yes~cls fully in i,PrYice. RPg;1r<llC':--., t-:' \: 
defense the BbiplJuildcrs Conneil make~, I think you will readily rr-cc,g-r:i::,.-•: 
U.S.-flag opera.tion is signi1kautly llampered l.Jy this situation. 

Sincerely, 
li. R. Lo,i:,:,. 

'\. 
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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.S. labor and maximize the use of low cost abundant capital. If the 

Department can count on Mr. Hood's support in this area something might 

be worked out in the shipbuilding area. 

Shipyard Industry Productivity Guarantee 

Hood also includes some very substantial potential savings in the 
I 

shipbuilding area. If he were willing to go for some system of insuring 

these savings through bids or foreigri 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 otheJharriers. It has 
I 

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 resolves 

' 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 a competitive mix of economic factor inputs which would enable 

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

relationships. 
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Hidden Federal Subsidies to Other Industries 

The shipyard industry criticizes the Federal Government support of 

the aerospace industry (p. 4) yet 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 

safe domestic base. On p. 6 he notes that we have 50 percent of civil 

aviation miles flown and 52 percent of motor vehicles in use in the world. 

He goes on on p. 11 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.S. has by far the largest ocean-borne 
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trade of any Nation in the world and therefore has the same kind of 

domestic base as any other U.S. industry. 

Argument that Construction Differential Subsidy is Costless 

T~e argument that the construction-differential subsidy is costless 

(p. 14) because of the economic activity and taxes it generates would be 

true o~ly if you could assume tha.t the economic resources used by the 

industry would otherwise be entirely _unemployed. This is not the case 

in a ~elatively full employment ecpnomy which we have. ·shipyard workers 

are basically industrial laborers who would shift to employment in other 

industries at approximately the same rate of earnings. The income taxes 

assessed against their income as the result of empbyment in non-subsidized 

industry would be a net gain to Federal revenues. 

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" 

Qalance of payments gains when no such measure exists. There are real 

economic advant~ges in international trade. We export goods and services 

whose real economic inputs under U.S. economic factor cost relationships are 

lower than the required real inputs for the goods and services we import. 

The real standard of living in both importing and exporting countries are 

thus raised by ~utually beneficial international trade. The real balance 
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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 Proposal Criticism 

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. The{r 

rate competitive position would be improved vis-a-vis railroads because 

of lower capital costs. • 

The barge and towboat construction industry could be quite adversely 

affect~d however there~were exports of $10,000,000_worth.of b~rges, tugs, 

towboats, and dredges_ in 1964. There have also been exports of deep sea 

oil dr~llin~ rigs.. At least some parts of_ the mari~e 9onstruction ~ndustry 

are cost competitive on the world market. The U.S. barge and towboat 

cortst~uction industry b~cause of its large scale of operations should be 

able ~o 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 long-term charter costs and the capital costs of 
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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 is any indication of how the Government can be assured 

of a r~asonable 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 t·ankers 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.S. on current accounts. 
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PARKER S. WISE, SECRETARY-TREASURER 

II BROADWAY 

NEW YORK, N. Y. 10004 

'LEPHONE: 202 296.4450 TELEPHONE: 212 943-7661 
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CABLE: AMMINST, NEWYORK 

Honorable Alan Boyd 
Secretary of Transportation 
FAA Building, Room_ 80_0-W 
800 Independence Avenue, S. W. 
Washington, D. C. 

Dear Alan: 

July 26, 1967 

I 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. 

s·n e ely, 
1/ 

,/' ~~~ 
RALPH E. CASEY 
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STATE~iENT OF 
RALPH Eo CASEY 

.PR.ESlD;ENT, AMERICAN MERCHAN'r MARI~E INSTI1;1UTE 
ON BILLS TO ESTABI.JSH AN 

INDEPEI'{DENT MA-RrrrME AGENCY 
before the 

COM.MITT~ ON M~RCH~NT MARINE AND FISHERIES 
u.·sc, HOUSE OF REPRESENTATIVES 

July 25, 1967 

• Mr. Chail"ma~ ~ncl m~nibers. of the Committee, my name is ~ALPH E. 

CASEY, P:re~iqent of the American Merchant Marine Instit\lte. Although in 

my p:reviou~ appearances before this Committee, I have outlined the nature 

of our organiz~tion, I want to str~ss the fact that our r:p.embership is com­

.posed of 37 companies operc$.tipg ~hips of all types -.- passenger, 4ry ·ca:rgo, 

tankers, and b-Q.lk ca~rters. Eight of our companies receive <?Perating­

.• fferential subsiP,ies, but ~11 the rest are in the non- subsidized category. 

• You wi;l recall that I testified before this Committee 1ast year cm 

. ' similar bills and at that time favored the enactment of legislation tp estab-

lish the Maritime Administration a~ an independent agency in the Executive 

BranGh of the Governrµent. Th~ most compelling reason I advanced for this 

view was that it see:rned a necess~ry first step in the long-delayecl effort to 

revitali~~ \he American merch~nt marine. 

You will recall too, I am sure, that when these hearings took place 

last ye~r there were rn~ny who felt that we were fighti~g a losing battle to 

keep Mc3rritime out c;,f the Department of Transportation. But we were des~ 

perate. We had no program. The Ad.ministration seemed unwilling to 

.ognize tl,e di,sperate .s.ituation. in which we found ourselves. All that had 

transpired was the submission of two reports the Task Force R,eportt on 



... 2 -

. ihe o~e hand, and the Report of the President's .t\dvis_o_ry Committee on the 

: othe:r. The Institute felt that a sounder approach could 'J?e found than, wa,s 

contained in either report but no one in Government seemed sufficiently 

interested to find a solution. 

I~ has long been my view, and the view of my principals, • that the real 

. problems facing th~·merchant marine can be solved by an Administ~tion 

and a Congress working together to implement with necessary funds a· sound 

maritime program based on our well-established maritime policy, a~ that 

this can 'be accomplished by a Maritime Administration located almost any .. 

where in the Executive Branch of the Government. 

• I have said before that a Maritime Administration without maritime; 

funds is nothing ~ no matter how independent it may be; and that a Marit!me 

Administration with fw1ds is something -- no matter where it is. 

Ea_rly this year, the Secretary of Transportation discussed with manf 

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 Admi:riisfration to the Department of Transportation. We accepted 

t~is condition in approving the program. As I have stated, the original 

posit~on 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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.: 9merican merchant iµa,rine, 
-

However, recognizing that if the program now 

proposed by the Se~reta:ry pf 'rransportatior+ were to be submitted to the 

Congress with the full su~pprt and endorsement o~ the President of the 

'J'. 

United States, and if H wert;; epac;;ted into law, i~-<:ould well form a solid 

foupdation upon whi~l) tp buUq a new and w~ll~ balanced merchant fleet under 

I 

the A,merican flag. a~nc~, it is our cqnsider~d judgment at this time that 
( ' 

we should suppqrt tp.e. ~r~n~!er Qf the Madti;rne Administration to the 

In this connect~on, however, it sho\lld be explained that we do feel 

that a degree of indepenc;lenc;e within the Department of°Transportation· should 

be rnaintained. Therefore, w~ support such transfer on the condition that its 

tus within DOT wHl. be along the lines of the bill approved by the Senate 

• during the 1a·st sessi9n of the Copgress, but amended to give the o~erator the 

right of appeal on aqver~e Maritime Board determination to the Secretary of 

Transportation or to ~he c9urts. 

There are ·some who l;>eli~ye that establishing an independent agency . 

... 

would remove maritim~ ac.tivities from the entire bu.dgetary process applicable 

io all agencies in the E:)f:eoµtive Branch_ of the Government. This is not so. 

/ 

~und requests would $till have to be funneled through the Budget Bureau in the 

. Executive Office of the President. An~, if any version of these bills is passed, 

over the strenuous pbJections of the Administration,· and if the President should . 

1 compelled not t~ veto the bill when it reaches his desk,· Gentlemen, I believe 

will have won a battle aml lost the war.· 
' ' ' 



\ 
··- 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 tf 

the Executive Branch is unwilling. 11 Mr. Chairman, we must be realistic:. 

~ 

Back in Boston, we used to say, ·"You c:an't fight City Hall! 11 This is wll,at 

we are attempting to do if we pa.as these bills over the objection of the 

Adrr.Jnistration. We would have an independent agency that was persona. 

~ gra.ta with the President. This, in my judgment, would not be in the 

interest of the long-range welfare of ~he maritime industry. 

I must point out that whether you agree or ~isagree with the program 

which the Secretary of Transportation has outlined, it involves the expend!~ 

l e of more Federal f~nds than ha,s ever b~fore in the history of the 

ted States been proposed by any respqnsible Federal official, except in 

time of outright war. The five-year program ·calls _conservatively for the 

expenditure of over 3 billion dollars. We in the Instit~te feel this type of 

propo_sal is deserving of the most serious and deliberate consideration. 

~ 

• Certainly, we express the hope that a new maritime program will not be 

scuttled by another hassle over ~he is~ue of dependence or independence of 

the agency administering maritime activities, I 

Thank you~ 

... 



Mr. Chairman, I have necessarilyJ}tept the statemen~ short, 

because I believe this issue·has been thoroughly explored by_ 
. j 

the witnesses pro and con, and I me·rely subscribe to the 

proposition that unless the Congress .and the Administration 

work together, then the maritime industry cannot obtain the 

kind of support and revitalization we need. 

........... 

The Ch~irman. Mr. Ashley • 

.. . 

,f 

I. 
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~-~ ... --~ ... 
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Mr. Ashley. I qon't have any particular questions, Mr: 

Chairman. 

I must say that I think you make a short but persuasive 

statement, Mr. Casey, persuasive to ma, particularly, in its. 
• ~-

'J. 

concluding remarks, which were .. concerned with the . long-range 

picture, and we are in a position here to be very destructive, 
<( 

as well as constructive. 

I- _think that you underscore that point qu~te effectively. 

- ~ou do say that previous to the proposal sub~itted by Mr. 

Boyd that the Administration has been silent, and has not 

exerted ~uch effort to develop a program. 

In all fairness to Mr. Nicholas· Johnson, and I think we 

have to make one exception, don't we? 

Mr. Casey. Well, Nicholas Johnson's ideas were basically 

contained in the Task Force Report~ which met with very little 

acceptance by anybody in industry, as tending to give us the 

k:!.nd of~ program which ~e thought in the long rw:i would be . 
~ . 

one which 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 outlining now.· 

Mr. Ashle~. I could not agree with you more, but there 

is a difference·between acceptanca 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 other areas and other directions. 

Would you not agree with that?· 

Mr._ Casey.·. Yes, I wo~_ld. • 

800 

In other words, I would have to modify my statement to ~he 
• 'J. • ••. 

-effect._ that they made_ a~ effort by: ·one of- th~ peo,ple charged 

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. Chail-man. 

The Chairman. Mr. Downing. • 

I 

Mr. Downing. Mr. Casey, you always deliver a cogen~ 

statement, and one to the point . 

We have··come a long way since Congress first started react~ 

ing to the inaction of the Administration. 

You will agree with that? 

Mr. Casey·. 

Mr. Downing. 

Yes. 

We now have some.sort of a program, not 
~ 

what most of us want, in its entirety, but at least a program. 

We are on our '!lay. 

My only concern is that you may be jumping off the ship 

before it docks. I wish you would stay on it a li_ttle while 

longer. 

. CertainlylOu don't agree with the proposal which would see 

to revitalize those idle ships in our Reserve Fleet? 

Mr. Casey. Mr. Downing, you picked out the one.aspect 
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of the program about which we have so~a serious doubt. ~hat 

is,. the remodoling of the 100.Victory type troop ships. 

However, in an area of this kind, if the military says 

that the. expenditure of the funds . t.ha t has baen called for ln 
',J, 

- " this program is going t? ~e well spent in putt~ng those ships 

in .a Reserve Fleet condition, while we would hope ·that the 

Ad.~inistration would.take that money and put it to new ship 

~onsti~ction, again, I have been told by the Secretary of 

Trar1sporta~ion that this is not an .if/or situation, that if 

that money is not spont to remodal thOGQ ships, that the money 

goss out of the program, and is not going to be opant for new 

ship ·construction. 

I have to· ·taka some of these things in the way in which 

they a.re put to me, and I am not going to quarrel with the 

AQ.minietration when they say this. 

• •I think it is a shame now that we are at loggerheads with 

thQ Administration and the Congress over a program that is 
# 

.. 

de~igned to help the shipbuilding industry far more so than any 

p~o·9·ram which has ever been put.· forth by the ·Administration 

before, and help the ship operators,· and they are, pf couxse, 
. . .~· 

a~·ovff ·all others, that • are needing help at the present time, an 

by .~reason of one or two aspects ·of this pr~gram, the tiling is o 

dead center. 

r think it is a very disillusioning situation.­

-·':Mr.Downing. I think you may be in error as to the 

r,: 
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Secretary and the Reserve Fleet program. 

In his speech in Baltimore, he said, on page 12: 

"Let me point out here that even if we-don't use these 

funds to revitalize our Reserve Fleet, t~ey would not be·avail-. 
'.J, ••. 

~ 

able for other maritime pr~grams." 

Mr. Casey. That is what I meant to say. 
1 

ifflr. Downing. I did not understand. 

Mr. Casey. We would not get the money if we don'tuae it 

for this purpose. 

Mr. Downing. Does building foreign bother you at all? 

Mr. Casey. When you say "bother me," the fact that this 

is holding up the program bothers r,Je. I will say that·. 

I believe·that what has been·put forth is a reasonable, 

feasible, sensible proposition. 

While some of the M8!-nbers tried to indicate that Secretary 

Boyd has been inflexible on this, he has not been ,inflexible. 
I 

·Originally the proposnl was to build ~oreign, even before the 
• • • -# • 

', 

appropriati(?ns for. ~on~truction suba~dy were·· exhausted here. 
. . 

They retreated then to the point that they would _exhaust all 

the.appropriation b~fore they would be able to build abroad. 

·At that tirae, it was 15 ships in the United States~ and 

then sufficient ships built abroad to rebuild tho .fleet. Then 

they retreated onca more, tohoving a hearing process so·· that 

nobody who built ·ships at American prices would be hurt in the 

. \ 

r ~--. _·. 
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Then they increas,~d the 15 to 30, and the recent· movement 

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

3 the first five years to some perce_ntage of the ships built in 

4 the United States. 

5 I think they have made a lot of ~ovements. -~ The trouble 

6 is that the people who are opposing it made no movements. 

7 -Mr. Downing. The people who oppose 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-

1O tilla of building abroad under any cizcurnstances, no matter 

t1 how many ships there might be, but wanted to' insist that ·all 

13 

14 r 

15 

1G 

17 

ts 

19 

20 

21 

. 24 

25 

the ships be built here in the United States. 

This to me is a completely intractable position. 

Mr. Do~ming. I·think that ia all, Mr. Chairman.· 

'l'he Chai:rruan·. • Mr. Dow. 

··_·Mr. Dow. Yes. 
..f • 

• Mr. Casey, you have made a ver.,1 capable statement·. 

·: ~-Why do you say it _is a completely impracticable position? 

:·· ... Mr. Casey. Intractable, inflexible. 

• -· Mr. Dow. I sea. 

You would not object, in other words, if all the ships 

are· he:re, and.we had Jilany foreign. You are interested in a 

substantial fleet that you people can oparate. 

Mr. Casey. Exactly, sir, and in fact, I might go one 

_step further, that I don't believe that wa·ought to get ~ixed 

. .. 
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up in arithmetic and figures about how·niany s~ips are gE>ing to 

be built here, and abroad . 
.. 

We are interes~ed· in a strong ~erican-flag m,~rchant fleet 

and we are down to the point wher 7 665 ships are over 20 years 

of age. 

In d~termining ·how.-.many ships are built here, and how many 

abroad, I think we ought to get ~ff the dime at·this moment, 

- a~d provi-ae for som~thing that meets the Administration's 

approval,.and get a prograra started. 

The first ships to be delivered under this program will 

take two or three years, and I would like to find out whether 

in the course of the next five years the prices that we pay in 

.this country as ·compared to the pric~a abroad, and the delivery· 
~~ 

schedule compa~ed to the deliveries~bo~c;;~ is not a standard 

· that we should have before us. 

'l'hey have now provided that in five years the Congress 

would have to reenact this building abroad,· after five years, 

another point that they retre&ted on. 

·"Mr. Downing. If you stick around, you may get others. 

Just because you got your,goal, yo~ 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 accompli~h that. 

Mr. Ca~ey. And I will go one step further, to say that 

my people would prefer to build their ships in the United State. 
\' 

~- ': r • 
;. .· .• 
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Mr. Downin_g. . I think so. 

Mr. Casey. And there'has been some question raised as to 

thi.s: Under i 150 ship program built in the United States in 
• ' •. 

the next· five years, everyone seems to assume that all the 
. . ·J. . 

": 

ships th~t the _Administ+a~ion,secretary Boyd, ~as talked about 

will be built. After all, it is going to tw~e some operators 

with an interest 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. 

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

The Chairn1an. Thank you very much, Mr. Casey. 

We will recess until tomorrow. Our witness tomorrow will 

be Mr. Paul Hall, representing the Seaiarers International 

Union. 

.The.meeting will recess until tomorrow. 

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

19· reconvene at 10:00 a.m., Wednesday, July 26, 1967.) 
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Fro111 AMMI's Casey:··· 

Boyd ~hip Plan Defended Strongly. 
By ROBERT F. 1'10RISON . ·the witness chair after that administra-·-

Washington Bureau tion official responded to two hours of, at 
WASHINGTON, .Juiy 25-A powerful •. times, unfriendly q~estioning, also said'.· 

U. S. flag shipping group mad·e a strong 
plea to Congress today to ~ve "serious . 
and ·deliberate consideration" to the much,­
criticized maritime • plan of Transporta-. • 
tion Secretary Alan S. . Boy~ and not • 
cause a new program for ·the merchant 
marine to be "scuttled by another hassel", 

. over where the. Maritime Administration 
should be placed. 

the administration had made concessions : 
and that Mr. Boyd was "not inflexible." ·. 

"I think they've_ (Mr. Boyd. and the. 
adminfstration) made an awful lot of. 
movement. The trouble is the people ' 
who oppose this have made no move at~ 
all ... they are .completely intractable," 
Mr. Casey said. • • 

One of the chief critics of Mr. Boyd's. , 
ideas is Paul Hall, president of the Sea-·· , 

' farers International Union, who will test-. , 
ify 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
co·mmittee' s members. 

Ralph E. Casey, p r e s i d e n t 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. Boyd-the secretary's . 
ideas involve . "the expenditure of rnore 
federal funds than has ever before in the , 
history of the United States been prowsed, • 
by any responsible : federal official, ex­
cept in time of outright war. The five­
year program calls con~ervatively for the 
expenditure of over $3 billion." . . . 

Mr. Casey, who followed Mr. ~oy~ to.-· 

Will Urge Johnson to Act' 
Mr. Boyd once ;;igain said he would. , 

urge the President to submit a program • . 
• along the lines he has outlined repeatedly· .. •. 
once he, Mr. Boyd, is co1~vinc~d there i~ ' 
enough· agreement in the industry .and ~n '. 

(Continued on Page 26). • •. •. ~:: • 
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Long Look.at dPlanUrged 
(Continued from Page 1) aroused Mr. Boyd by saying he, new policy-related ground in his 

Congress to give its passage a Mr. Boyd, was "'just as guilty" second day before the subcom­
reasonable chance. That has of "criminal" conduct as those mittee. However, he did com­
not satisfied the members. They in industry he had accused of ment on the following: 
repeatedly have demanded to being unyielding. • • 1. Containerization - If East 
know why a specific program -in Mr. Boyd, shedding the usual Coast longshoremen make gocxl 

• legislative form was not set up deferential approach to Con- their threats to pack and un­
. to allow Congress "to ,work its gress, told Rep. Reinecke he did pack containers, "if that is true, 
will." not "look with kindness" on such it'll kill containerization on the 

, He po1nted out that· he be- an accusation. The matter, more East Coast." Labor's ~ • .;1-ctions 
: lieved that under .the Constitu- or less, was dropped. - , and fears \\'l't·e not '\u,: '111e" to 
; tion "'the executive branch does Mr. Casey who reminded the maritime. It is the "coll~sion be- • 
: not have to submit a program subcommitte'e that Mr. Boyd had tween labor and jobs." . 
• u~less it· is re~~ooably sure it not only incr~ased to 30, from 2. If MA remains ·outside DOT, 
will be adopted. an earliel' 15, the number of "I c a n n o t say" for certain 

At that point, Reps. A 1 t o n subsidized ships· a year to which whethe1· there would be a new 
LepnoQ (D-N.C.),.a severe crit- he was willing to commit funds, maritime program. It' "would 
iq of Mr. Boyd's, and Rep. but also had gone on record make me pause" because "I 
Th.om as L . . Ashley (D-Ohio) favoring additional safeguards, have always assumed inclritime 
about his only defender on the a five-year cutoff and a ratio of to be part of transportation." 
subcommittee, clashed. Rep. domestic - to - foreign when it And "Yes I would be less con­
.Ashley seemingly impatient at came to allowing foreign build- cerned" about maritime if MA. 
Mr. Lennon's questioning, point- ing. was left outside his agency. 
ed out that there has been Mr. Casey admitted that 3. Possible "tax incentives" 
"nothing to stop_" Mr. Lennon AMMI h&d "some s e r i O u s for shipbuilders - "I don't see 
from introducing a bill the· past doubts" over that. parct of the much point to increatsing sub­
two years to try 'to _carry out plari to upgrade some 100 AP-5 sidies and adding tax incentives 
his own ideas.·. • . ships in the reserve fleet. But on top of that." • • 

Rep •. Ed Rineck~ (JJ~hf.) he pointed QUt that "if the rnili- . .• --. --.--. -----, 
tary says . •. . the funds are g~ 
ing to be well spent" and "if. 

. the funds are. not going to be 
~ spent for new construction," as 
. Mr. Boyd has tried to makei 
: clear, then "I'm not going toi' 
~ quarrel with the administra- . 
. tion."-

Forcign Ship Purchases 
The prospect of some foreign 

: ship purchases for operation un­
: der U. S. flag, . he said, was 
i not· a serious proble·m for him, 
• but the "fact that it's (that is­

sue) is holding up the program 
• bothers me." • 

Mr. Casey· said 665 of the 
slightly under 1,000 ships in the 

• U. S. flag merchant fleet are 
25 years old or older and that 
underscores the need for ton­
nage. 

Mr: Boyd.'.s ideas, Mr. , Casey 1 

said, "could well form a solid 
. foundation u~n which to· build·. 
, a new and well-balanced mer-I 
chant marine under th~ Amei;.:.I 

•• 
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Present Aids 

OPE:R.ATING SUBSIDY 

Briefing Outline for the Secretary 

September 14, 1967-

* * * 

.. .,.. 
1. Operating-differential subsidy equalizes the costs of wages, 

subsistence, maintenance and repair, and insurance with those 

presumed to be paid by foreign competition. (Title VI) 

2. Tax subsidy defers normal tax liability of subsidized contractors 

on earnin~s or capital gains which are subsequently re-invested 

in merchant ships. (Title VI, Section 607 (h)) 

3. Mortg2.ge insurance reduces the cost of debt-financing and amount 

of equity required. (Title XI) 

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

preferring them ~overnment-sponsored transportation requirements. 

(Title IX, Section 90l(b); Act of 1904 [Iefense cargo]; and 

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

Shortcomings of Present Direct Aids 

1. Operating-differential subsidy 

a. Disregards all opportunity to overcome competitive dis­

advantages except in the wage and insurance factors (does 

not really relate to need) 

b. Causes operator to mimic canpetitor's practices (inhibits 

;innovation) 

c. Maximizes government involvement in business judgement and 
• ... 

minimizes private decision and in~enuity (distorts risk and 

reward) 



• 

• 

..I ... 

d. Penalizes the efficient and rewards the inefficient 

(protection for the ·weak) 

2. 

e. Perpetuates and accen~uates reliance on government lar~ess· 

(palliates the symptom -- fails to cure the disease) 

2. Tax shelter 

a. Is contrary to national monetary manag;ement policies 

(discriminatory) 

b. Is unknown, uncontrollable, hidden) and not related to 

need (irrational) 

c. Contradicts inves_tment incentive (stagnates venture capital) 

Alternative Aids 

1. Capital subsidy 

a. Government construction and subsequent sale to private enterprise 

b. Government ownership and subsequent charter to private enterprise 

c. A lump sum payment for a "life-cycle" project arrived at 

by bidding 

2. Cost parity 

a. Equalization of factor costs 

(1) Selected factors of production (present system) 

(2) Institutional substitute for jud~emental determination -­

subsidy index system (variation of (1) above) 

3. Enterprise subsidy 

a. Parity of opportunity (income support) 

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

but make payments based on perfonnance) 

(2) Opportunity incentive system (relate need to U.S. econcmic 

costs and world market inca~e) 



• 

• 

The "Experimental" System 

Selected approach: 

1. Calculation of subsidy requirement 

a. Determine unit production costs assuming U.S. economic 

base (price), "state of the art" of equipment, and the 

transportation system (productivity standards) 

b. Relate unit production costs to the opportunity for income 

per unit offered by the market (frei~ht r~te) 

c. Provide government subsidies to make up the difference 

(parity of opportunity) 

2. Methop of payment of subsidy 

a. Direct recipient's behavior by applying aid to a standard 

of performance as free from distortion as possible 
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Al't EXPERINZNTAL SUBSIDY PROGRA} 
-:7._J.-·· 
>-1 . 

I 

: 

I. Need and 02Eortunity ' q.f .... ✓, I .. ! 
',i. - .• , ... -) .... , 

; , I ) 
~-~I', ·'· ') \_, I. 

There is a need for developing oach for ship 

hat the present operating subsidy because it is our judgment 

system is at least partially respo~sible fo.r -· 

cost and the in~reasing gap betweeri our natio 

• ' b • d growing su si y 

what we have been able to_ accompli~h. 

gram. 

There is a unique opportunity ·_at this' ti 
C 

With additional carriers addErd. 

I • 

objectives a:id 

for such a pro­

bs;i.dized cias1 
I' 

it will be possible, working with ~hem, to exp r~men~. wi~h ne~,, 
~ 

approaches without interfering with. or forcing pi;es~nt opera_tor·s • 
I , 

to.change systems except on a voluntary b~sis. 

II. pb j ectives • I 

Achieve the aims of the Merchant Marine At of: 1'.936 and: 

1. 

2. 

3. 

I \., • 

Meet the. total economic needs of .the oper~tprs, • 
! . , 

• I 

Give carrier manageillents stronger·· an 
. I • 

m~~e.i ~iref t I;.: 

profit-and-loss incentive$· to • re~uce -~ 
1 • 

·costs, and maximize reve~ues, 
r . . . 

Minimize governmental inte:rf erelnce ii~ the operat,~ori, I. • 

of the companies ·to the ma:)imum· .ex~en . possibie,: . 
! I 

and 
: 

1 I :: • : 1 I 

' I • " ' ' I • 

Place subsidy determination'. on a curr nt: l:>'.~si~ 1 a~~i 

minimize administrative ~etail, \ 
, I. 

• I 
I 

I • 
l I 
I 

I 

I \1 

.. 
• I 

,' I 
• I .. 

'i i 

I,\ 

i ' 

i 
'\.. I 

• I; 

I : 
I'. 

• 
, 
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A. 
.. . . 

~ 

Direct Aids Used 
. ' 

. l. 0 • -°cliff erential subs id a men ts •a,r:e; 
I 

designed to pay the differenc betw.een· dhe ·: • 
I I,. 

cost of certain e~-pens~$ (w~g s and .sub~~:s.trnce 
. ' 

. of cre·w, insurance, vessel mai t,enance and ! 
. • • t ~ • ~ . ,. • 

repair) and thi ~stima~ed cosf of _the ,sa~e· 
• ! .. 

: .. · items if the· ships were :operat d ·under' f or.eign 

reiistry. (Title VI) 

2 .. .Tax subsidy defers normal _tax iab.ility b.f. ~ub-, 
:· . ... . . : . .• • : • ! ' . : 

sidized operators on ea~ning·s • • r capit ·1 g'c\ins 

· ;' .• that· -are subsequently re-inves 
l ~ • • 

j • • ships. (Title VI, Section 607 ))
1

; 
I. 

, . nancing and amount of equity re 
I .. 

4. 
. I . 

. Cargo pre·f erence inc~eases r·eve u~ base' -w~th: 
• . . I . •' . . I 

I 

I I 

governmerit-sponsored \shj.pments. . 
1
('.l'itle . IX, 

Section_ 90l(b); Ac~ o~ 1904 [De ense ca go]; 
j • 

• I 

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

B .. Unsatisfactorv Results Achieyed 

1. Operating ·subsidy quadrupled in a dozeri years 

·. (1951-63) .. 
_ ____,._ 2 11 

r ·"' •: • ,,, • 

U.S . . flag_participation decline 
- ' . 

i·.5/ .. 28%-in same dozen years~ 

3. . Procedure is slow, cumberso~e, w th th:e· 

of. holding operat~_.rs·• a'ccounts' o en for eriods 

·as long as 10 years: 
• ! 

... 
'· 

' , < • l 

... 
• • • 41 . 

I' . 

,. . 
•·. t 



c. 

• 

. . 
Reasons for Unsatisfactor Results of Present·Systew 

1. 

2. 

3. 

Does not provide adequate or he correct profit­

and-loss i~centive ~o operates. to increase 

•• -competitive economic efficien y and decrease 

• dependence on· Goverpment sup~ rt.· 

I l ---Is unbusinesslike in providing no cost controls/•· .......... ) 
',,,,.. I . ,-{..- .. . ; ' L::----

_or.dollar targets. 
• i 

' • ,•. 

Does not relate subs~.dy s to full n~ed -- · 
,, 

O~its commercial ·revenues~ . ' . 
deficits are the diff ere ce· bem~een­

commercial r~Vienues and 

• .• ·_. ·Selects items of·: expense th t :are .only part 
' ! 

·of total ~osts (represen i~g 44~ of 

to~al·vessel qperating _e pens¢s: in 1965). 
·,. 

• ' ' Selects items th~t do not t 
I ' 

I I , • . . 

constant perce~tage of total:. e~ens~s .. ;; 
. • I • . . . 

• ' ', 1 ! 

4 ... • Omits effects of prdductivit?' i ·by! • ·: 
' • I 

only it.ems·, 
I '. taking into account .exp~ns ·not 

i .. 1,. 

unit of output. ' expense per 1.-
I 

.. !. 

•. . . 
5. Requires informatj_on ·on cos'.t ;'.'p rity" for i 

I , ' ' 
,·;. 

foreign operato!s that is dif~i. ult_-to obtaf~1~ ·: • • 
·1-.' 

, I , : ; i I ' 
1

-. ' 

Involves gov_ernment in what, sho ld_:b:e ·pr1ivate :. • 
. I 

.. managerial judgment, ingenuity.·~ an4.: ~isk;~t'~;<in.g·. 

••'"•• •I 

. it 

.. . ... ·. 

" ' . 

' ......... · 

\. I ·: 
.··.' ·_\: \.:: 

I I, .. • ; ' 

l , 
'.:.. . : ,,; 

I I 

'.· :, 
, I 

,• I : 

,· ·, 
'. ... 

I • 

·,' . 

, I 

I 

I 

" ., 
i 
I 
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• roacnes 

In attempting to correct the deficienci s of the presknt 
• I 

system, we are exploring a nu~ber of alterna ive approaches 

and methods. Sowe of these ·which have been xamined on a . 

preli@inary·basis are: 

A.· Cost-differential Subsidies 

These methods are essentially the t pe used n~w, 

attempting to equalize only the cost fac ors. 
' I , 

B .. 

c .. 

1. 

2. 

Select certain factors of prod ction'onl7 

(present system). 

Expand the present system to 1i corporate ,: • ! 

" more factors in ~ subsi~y cost, index. 

Capital Subsidies 
. 

These systems attempt to equalize ital ,costs·. 

1. • Government cons.truct ships and uosequent:ly 

sell them to p~ivate op~rators. 

2 e Government own and subs~quently charter to. 

private operatois~ 

· 3. Government make lump sum 1paymen, .s arriv cl at .. • 
r-' 

by bidding for a "life cycle'_' p ,oj!_e:ct. 

Enterprise Subsidies 
·, 

' I 

·These systems are based on providing inc~nti es t6 
• • l. • . I 

th~· operator enterpr_ises to increase coffi.lue~"dial r venues·, 

or decrease operational experise1 or both.· 
I 
I 

1 Q Devise a revenue in_ceritive syste l » ~alculating 

need as at present b~t scaling 

on revenue achievement. , 

' .. 4 ... 

ased 

., 

,. ' 

I ' 

. I, ,: . 



I • 

2 .. Desfgn an opportunity incent· e syst~m~ re-· 
, , I . . 

• lating enterprise .need to ::hot • ~ .. S . __ production 

.-costs and the reveriue • th·~·t_ • th market will 
•:.I ., 

produce. . . . . 
I' 

V. An Exp.erimental Subsidy- Pro_g,ram 

Although our research· has no-~ progresse : to '·the point 

• where we have fixed on a partic~lar approach it is our current 

thinking that a plan of ·the type 0
1

utline~- be m~: is a promising 

• ·possibility. 

_This proposal would, in essence, establish a·, "price list" 

that the government would pay 
J. i' 

the services it desired. 
•'I 

• I 

' I 

I 

I' 
•. I 

This would be done by grou_ping the:, op~ra ors· ·i.nto- btoad 

classes havi~g similar characteristics i!nd ;es ablis~ing ¢o~t: 
i ) 

I I 

I 
I 

and revenue standards applicable to all_ope;r .. a ors 
1
i~ 1 the,iciass~ :_ 1 1 

• •• • :These standards l-iould be dete;minecl, fo, adva\1,c by ~he ,'go~:~~-aen~;: _ I, , 

working wit~ the_ industry and would· be based' pon: the rec.elilt; -· 
• ' 

past experience of the class. ': 

Standards would be designed ·to provide each ·carriei in 
\. 

the class the opportunity to earn a fair ~etur 
• I 

o,n.
1

,i ts. inve,st-
• i' 

. I 

ment. The formula is based on the _assumption_\ o-.overh-
o_ . : 

ment will realize maximum results foi the S¥~4 dy,dollar;~it~· .... 
t ' miniraum interfere nee with normal. business dec•i ions when 

I 

management is. encouraged to make its decisions primirily:wi~h 
•: ' . 

profit in mind .• ,.. •1 .. 1• 

In effect,· each.oper.ator ·woufd.be in comp titi6n with the 
. ' . . . ' : ' i 

rest of the· clas·s • .• • To· ·the- ·extent that; e.·n. opel""'tor ' {costs a~e 

• 

.• .• , i:'1' 

. . .•·, • • ; ' I· I 

~r.ir.bg§":~, • 
j 

1 

! -"-u/fliv/;~·-' 
. .-:C ': 

.5 .. 

- -··------ .... ·-.----, 
't . 



.. 
;'I 

• 

oe1ow or its rever\ues above the class· stand would ea.rn 

. more than the standard return. Convef sely, higher cos t:s: pr 

lower revenues would reduce the retu~n belo~ sta~~ard~. ~~ere 

would be no recapture as under the present, s b sidy mechods 1• 
• ' 

I 

• I 

!'. 
' I· ' I 

The standards established for the class ·would be periodi.c~ll .. 
I ._ • • I 

• reviewed on .the basis of the actual results I f the: class and i 

I 
adjusted accordingly. As costs are lowered nd/or r·evenues 

; I I 

maximized the standards W?uld be adjus~ed ac ordinily and the 
I 
. ' 

subsidy bill reduced or additional services nderwritt.en. i It 
' I 

I 
I 

is important here to recognize that the stan· ards: are· _adjusted 

on the basis of change in the operatibns of 
. ~ . 
of_.-operator not with individuals within the 

I 
•' 

• I 

B. , Procedural Steos • I: 

' ' 
I 

'.' 
Devise a cost formula· reasonab y,: desc;: .ip··t·ive .: • • •. 

! 

.. ., 

·2 . . 

. . 

. •. 
- . : ... 4. 

,1 ,, 

' I 

of the class of maritime oper~ prs, b,~ed p~: 

U ~ S. price levels, \equipment,. and ti; s;o,~'-
1

1 : 

i ', 
tation system produqtivity.' 

Establish revenue s+ndards • by 

service that refl~ct valid sig 

-differences in operating vario 

trade routes .. 
I. 

Pay the operator the differenc. 

and (2) for. sailings eligible .1. 

Include an element to automatic 

subsidy _for growth and. to re1;le 

I· 
i '. 

y of 

ificant' 
, . 

and 

~ 

betwee '(1). 

r· subs 

lly re 

t· vari 
: . .... • .. ' •. 

•in traffic and revenue·due \to c clical actors 
•,••. 

• I 

• ........ 

' I i 

I, 
1 

l 

• f' 

•'• I 

I • 



.. • . : I 

·such ~s reducing or i~c:reasin subsidy by: $1 
• J •• . 
.. : • for each $10 increase 

1
o~ •.~ecr • ase in .the 

·•· • • revenues over • the base year. 
: ; .• I 

5. Control total subsidy bill ·by' est_abli hirig ·a 

I •• •• • 

' 
maximum number of sail'ings el gible 

support. -Sailings in excess ·f the 
' : : 

could be pe~formed at the ope. at9r·•·s. • 

r subsi'dy 

but without 

Since .. the approach is 

total need of the carrier, 

subsidy payments.·: I':· ', 

If 
1 

1 I 

I • 
I 

based oq a conside 
I .• 

there would be no 
I 

• ~upplemental Jax or preferential_ c~rgo .subsid 

would eliminate the need for the d_i\fficu_lt ah 

of est~rnating and co_mpiling foreign wage cos,t 

. The approach ··is· bottomed .on the assumpti 
. ' 

all operators in a class are des·cribable wi~h n 

• limits by the same mathematical curve and tha. there , 

basic relatioriship between traffic volume 

ings that is within management control. 

• not. yet been analyzed to validate these 

preliminary analysis indicat~s that the 
., . 

_the. 

for
1 

also 

task 

., 
s a 

·in· the lir:er tra_de and probab~y in the bulk tr de.:· A si,milar ; 

method has been succ.essfully ~sed in determinf g airline 

subs_idies since 1961. • 

I 

·"' 
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• 

Analysis of American Mari time Association (AMA) 
Testimony on H.R. 13940 (new maritime p~ogram) 

The AMA states that it is an association of unsubsidized companies, 

but our view (an~ the general view) is that it speaks for Paul Hall··· 

(Seafarers Internation~l Union). 

The AMA recommended a number of amendments to the bi 11 \'1hich we 

state.hereafter in. the order in which they appear in the bill submitted 

with their testimony, rather than the order in which they are discussed in 

their testimony . 

1. Amend the bil 1 to authorize appropriations to pay operati_ng 

subsidy and provide that in the expenditure of such appropriations preference 

I' shall be given to operators who are presently unsubsidized before maki_ng any 

allocation of funds beyond present contractual commitments to present 

subsidized operators. This authorization for appropriations is not of any 

importance since th~ appropriation is to liquidate amounts for which we are 
.. 

already contractually commttted, and presumably Co_ngress will always be 

willing to pay such debts. 
/ 

The amendment, however, would limit our authority 
·--

• 

to contract further with presently subsidized operators. We would need an 

exception for contracts that are terminati_ng and for contracts that would 

introduce a new sub~idy system. With such exceptions, we could probably 

accept this amendment . 
. • -- -·--- . -· _..,. . -
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construction of ships shall not ·be used to contruct nuclear ships~ 

• 2. Amend the bill to_ provide th~t the amounts authorized for 

I 

Our 

understandi?g is that it was never intended that they should be. We 

_could accept this amendment, therefore, even if we _do not oppose the pro­

visfons 9f the bill authorizi_ng aid in the construction of nuclear ships. 

3. Amend title V of the Act to provide for computation of the 
• t 

.. construction subsidy in a way similar to the_ gross revenue system for com­

putation of operati?g subsidy which was recommended by the Interagency Task 

Force. At present the subsidy is corrq:uted' as the excess of the bid of the 

shipbuilder buildi_ng the v_essel over the estimated cost to the purchaser 

of .buildi?g the vessel in the lowest cost for~ign shipyard, The AMA amend­

ment_~ould compute for a base period the difference between the American 

\ ••..•.. al!d foreign cost of Illa't~rials and labor on merchant ships built in American 

yards duri_ng the base· period. It would then compute the ratio of this ~if-

• 

• ference t·o the_ gross revenue earned during the. base perio~ 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. 

Th1s method of computation excludes overhead. and profit 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 6uyer . 
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: The testimony indicates that it is contemplated all qualified 

American yards would be subsidized for every merchant ship it builts, 

·tho_ugh their amendment seems flexible enough.·to authorize limitatiori 

of the subsidy. 

There is no provision in the amendment for national defense 

features and no limitation on the kind of.ships that would be subsi~ized. 

They could be saili,ng ships. The Government woµld have nothi_ng to say 

about the sh:~P~; _it would just pay the subsidy. 

The amendment would not allow n_egotiatcd pricing. 

The •• way operati_ng subsidy is computed under ~he i936 Act and 

under the gross revenue system ~f operati_ng subsidy proposed by the Inter­

agency Task" Force Report, overhe~d and p~ofi t are not subsidizable i terns. 

In vie~ 6f the forego~ng, we shoul~ give serious c9nsideration to 

supporti_ng this amendTJ1ent, with modifications to provide for defense features 

for limiting the subsidy, and for our right to determine the kind of ships 

that will be subsidized. We w~uld anticipate that the Committee ~f American 

Steamship. Lines and some otler ship operators will stro_ngly oppose it. 

4. Amend the bill to provide a 12 year minimum _age for the trade­

in of ships. Since it is unlikely we would want to trade-in ships less 

thari 12 years old, we could ~ccept this amendment. 
. 

5. Amend the bill to provide that tankers built.with construction 
I . 

subsidy can be operated only in fore_ign trade. UndP.r section 506 of the 

Act, construction-subsidy ships can operate to a limited extent in domestic 

trade, but a pay-back of subsidy is required. We could accept this 

amendment. 
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6. Amend section 805(c) of the Act to prov~de that in lieu of 

• the $25,000 limit on salary that can be taken into consideration for 

subsidy accbunti_ng purposes, the limit be an amount the S_ecretary ·d-eter­

mines to be reasonable. We could accept this amendment. 
, ; 

7. Amend the new title X (aid for q1u-cleat-powered ships) to remove 
.. 

the provision that would require the owner to put the vessel up for sale 

-: . if it is tied up· by an inter-union dispute. We recommend oppos i_ng title X . 
. -

This would eliminate the necessity for this amendment . 

. 8. Amend title VI to authorize payment of operating subs{dy to con­

tract carriers and to provide that contracts renewed or entered_int6 ~fter 

enactment of the bill shall provide that the subsidy shall be calculated 

·by the gross reve~ue system, excluding revenue from Government cargo. The 
.·:\.: • 

subsidy would be calculated by determini?g for a 5 year base period the 

average annual subsidized cost? of all carriers serving a related trade 

was incurred in commercial carryi_ngs, and wh?,t part of their aver_age annual 

gross revenue was derived from commercial carryi_ngs and shall express this 

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

Duri_ng the ensui?g 5 year period ~ach operator would be paid this number of , 

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

by the Inter_agency Task Force except· that. that system did not exclude revenue 
. . 

.·.: .. from Government ca_rgo, but instead would have ~erminated c~rgo preference. 

Since it was recommended ·by the Int er_agency Task For.ce, we ought to be ab le 

to accept it, but there might be some problem with the excl~sion of revenue 

from Government c~rgo. we· think the sµbsidized operators c~uld be expected 

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

want alternative authority to use AI°dock's "need" system, or a system under 

which we would charter new ships in, and then charter t~em out at competitive 

bidding. 
• • . ''··: I, 
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9. Amend section 607(b) of the 1936 Act to prevent subsidized 

. operators from usi_ng their reserve funds for the purcha~e 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 deferment of earni_ngs 

for all ope_rators in fore_ign and domestic trade. Our understandi_ng 

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

• title XIII of the bill, the Secretary could jn his discretion allow 

.. 
. . 

tax deferment for liners in for~ign trade but not for contract carriers 

in fore_i.gn trade. lf there is to be no tax deferment for either;. we 

have to have an operati_ng 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 th.e American £1_ag s.h.ips. 

have either tax deferment or a tax allowance. 

lL The bill would amend .section 901 of th.e Act to require 

partial pay-back of construction subsidy for any vessel that carries·• 

Gove~runent ca_rgo. This is in conformity with the M)A amendment to 

exclude revenue from Government cargo from operati_ng subsidy-~ 

. 12. Amend the 1904 Act requirl_ng supplies for the Army·, Navr 

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 fl_ag , 
vessels that have ~oastwise privil_eges. This is like H.~R. 163 which. 

we recently testified ~gainst, and there was~ g0od deal of industry· 

·opposition to it. The bill. looks dead. A similar Senate bill died 

afte·r heari_ng in the 88th or 89th Co_ngress. We could probably work 

somethi_ng out on -this such as giving first preference ,to vessels as 

defined in the amendment .. 
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Maritime Hearings 

Scott B. Harvey~JJ... 

M. Cecil Mackey 

At Paul Sitton 1s request I attended the hearings.before the House 
Merchant Marine and Fisheries Committ~e 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 Committe~ was unhappy. 
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. Mar Ad 
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 questfon 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 • 
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3. The role of the Committee and Secretary Boyd's actions. Nearly 
all Committee members felt that Secretary Boyd had gone back 

. on his word, particulariy 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 comment that Secretary Boyd 
had alienated the Congress from the Administration and that his 
actions would not do the Administration I s surcharge proposal 
any good. 

In general the Committee does not appear to be in the mpod to call 
Secretary Boyd. A couple of members suggested that the Committee 
immediately pass the Garmatz-Magnuson B_ill in execut~ve session . 

cc: .Secretary Boyd 
• /4'r. Sitton 

M~. Dye 

\,.. 

2 
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·the Journal of Commerc~ 
Wednesday, June 5, 1968 

• 
By Fari·ell -Lines· Of ficicil. • t 

Boyd Maritime Stflnd Attacked 
• By GEORGE PA..~ITZ endorsed Secretary Boyd's sug- ministration as a separate entity 

The head of a subsidized gestion that the Maritime Ad- of the federal government. 
American ship line charged yes- ministration be part of t~1e J?e- !-,Ir. • Farreli, whose shipping 
terday that recent proposals by rartment of Transportati~n 1?· company is a key clement in 
Transportation Secretary Alan stead of its present location m United States trade with Africa, 
-ts. Boyd to curtail aid to the the D_!:!partmeQt of Commerce," Australia and New Ze_aland, in­
ocean vessel industry h ave he said. dicated that while irritated by 
shown that neither he nor his "However, in. view of Secre- Mr. Boyd's vie,vs, he was not 
agency should be given control tary Boyd's most recent uller- pessimistic about the future of 
over the fate of the merchant ances, we do not believe that ei- American - flao- shippino- The 
marine. ther he or a deputy would grant merchant rrrnrinbe is not lik~ly to 

James A. Farrell, Jr., board to ~~ips tne ne~ess.~ry funds for be totally lost as long as the in-
chairman or Farrell Lines said efficient operation. • dush--y can retain the support of 
that the Bovd attacks on ;ubsi- Separate Administration many leaders in Congress, he 
dies for A~erican ships have Speaking to cadets and guests said. . 
caused a reversal of an earlier at the 112th graduation exercises Cautioning ·the 125-man grad­
view that the Department of of the State Univer:;ity of Ne\v uating class to "harden your­
Transportation be: allowed to York l\faritime Co!lege at Fort selves against the temptation to 

•

ver shipping policy pro- Schuyler, he added that Farrell be discouraged by irresponsible 
• Lines will now suriport proposals mouthings" directed against the 

·rcll Lines had previously to establish • the Maritime Ad- industry, Mr. Farrell said that 
._ -· · . · many problems of the merchant 

i marine are the· result of a na-

• 

tional confusion over policy. 

I. The 1936 Merchant Marine Ac·t, 
which established subsidies for 

1 companies such as Farrell Lines 
• and others to compete against 
foreign lines. must be retained 

~as the· basis of maritime policy 

lfor the U. S., he said. 
Conceding that the law s·hould 

be updated and amended in 

/ 

part, :Mr. Farrell added, how­
ever, that Mr. Bo,Srcf'·s view that 
support be given to shipping . 
only to the extent that it pro­
vided some backing for defense 
is_fau~,...~ 

l 

· -:"· Validity of Routes~ 
"It seems to be quite fo1·b~ 

ten that the sh·ictest require­
' ments of the 1936 act i,\re to as­
!sure the validity of essential 
! traqe routes and only secondly 
• to provide ·shipping to serve as 
war auxiliaries," he said. 

While objecting to l\Ir. Boyd's 
. proposals on subsidies for the 
!merchant marine, 1\-Ir. Farrell 

1 
said that. the transportation sec-
retary was correct in urging 
I cha.nges in present law so that 
American owners could b u y 
ships in foreign countries and to 
use. them without restriction un­
der American flag. 

"If the An-ierican shipyards 
cannot provide better delivery 
than is their current practice 
and if there is to be imufficient 
constr'uction funcls availc?ble for l 
building at home, then provision 

I 
must be made ior American-flag 
owners to build abroad and to 
place such ships under the . 
American flag for offshore op­
erations and have them covered 
by the remammg prov1s1ons of 
the existing 1936 :;.\'lerchnnt 1\1a­
rine Act," l\Ir. FaiTe_ll said. 

He also indicated thRt l\-Ir .. 
Boyd's proposal to phase o u t 
subsidies for passenger liners is 
a proper stand since subsidizing 
"pleasure cruising'' is like sub­
sidizing· recreation resorts in the 
Poconos, Adirondacks and 1\-Ii-:­
ami." The only subsidy for p:=ts-_ 
seng.::rs should _be whe:-c this is 
consistent or complimentary tc 
cargo sel'v:ce. he added. 
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~IVI~-·B~yd's Shipping Prograrr1 
_·. ,_ The nation's shipping program, despite heavy Gov~ 
• ernment subsidy, is in deep trouble. The merchant 
•.. ma~ine is. expens.ivc, inefficient and uncompetitive. I 

The· remedy does not lie in providing $300 million a 
•. year in fresh ·subsidies, as Congress is. contemplating . 
.-It is in taking a cold look at the strengths and weak­
nesses of American shipping and coming up with a 
realistic blueprint for its survi_val. 
. Alan S. Boyd, Secretary of. Transportation, has done 
just that. He recognizes that the industry is ailing and 

· ·. _that fundamental changes are needed to put things 
. • .. right. He recom.incnds getting rid of the costly sub-
- s~dies 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 half of what is now being spent. • 
,· • ·: These ~re painfu( pr~p~sals for an industry 'and for 
; }unions that have come to depend on Government sub­
.~-sidy~ They are als'o painful to many an American . . . . • . 

:c1t1zen who loves the sea and who prefers to travel 
";_ .>on'_ it rather thap above it when he goes abroad. The 

•

: trouble is that thi~ age of mechanized efficiency has 
_little tj~e for such c1,menities of life_ as the grace and 

. • comfort of :seaborne passenger transportation, and i 

• • • .'Httie wfllingn·css to pay for it.. . . . • . . · · ·I 

: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 
.:,, J_nake possible a more competitive fleet. . 
: _,·,_· . .While the opposition to Mr. Boyd's proposals· ·is 
• strong and vigorous. it is being colored by the illusion 
. • that the n~.tion's shipping interests warrant a per­
.:: petua1 subsidy from the public purse for their priv~te 
· : _e_nterprise. • .. : • 

Ther~ is .-no justification for the charge that the • 
·,_· Administration's plan would destroy the American 
: ·merchant marine. The new progra~ specific~.lly calls 
i for funds to build ships for defense purposes. and for 
• an expansion in research and development outlays. If 
·.the-plans to . encourage American ~hip operators to 
• buy abroad . are accepted, ·act,ial expansjon of the 
merchant fleet is probable. 

The. appe&I of the new plan is that it will cut the 
,co~t or public subsidy wl1ile making private ·operators 
more erticicnt .. ·To be sure, these objectives involve 
changing the rules of the game.for the maritime indu3-

.. try. But the Administr?-liori is'.saying thal there can be 

•

no real growth in ~l:i?ping (mlcss the industry is forced 
to operate. c~mpct1t1v~ly. . . . 

'· . . • . _. ' . 

The New York Times 
M~nday, May 27, 1968 

: _Wrong~Way _Congress 
The upside down ·sens~ of priorities that rules on 

Capitol Hill l1as rarely · been displayed more revolt 4 

ingly than in two actions taken on. the same day last 
week by'~the ·Houso • ~pproprintions Committee. • 

The $13 ··mililon ~. budget • recomri1ended by the 
Johnson .Administration for enforcement of the equal 

. ~inploymcnt opportunities . provisions of the Civil 
: -Rights Act of 1964 ,v~s cut in half, pr9sumably for 

reasons of Federal economy. But tio such frugal hus­
bandry of the public purse was evident when the 
committee dealt with appropriations • for the 2:reedy 

~y that keeps the domestic shipbuilding industry 1 

af'Ioar despite its recklessly high costs. The commit-
tee vot~d .to douqle the mor~ tium $100 million appro-

~ 
priation that the.White House had_proposed for new 
construction :in the merchant marine, an industry 
which, as noted above, has . been made scandalously 
uncompetitive in. world commerce .by • th~. slothful t 
practices ~f _ labor and m~nagemen~. . 

The report of the President's Advisory Commission 
on Civil Disorders has reinforced the already abundant 
evidence :that racial bi.as in jobs and prornotior~s is a 
·major ~h_reat to.American stability. The Equal Emplc_,y-
ment Opportunities Commission is the chief watch­

.-dog _ against such discrimination. At the start of. the 
:, ··new federal fiscal year in July, the jurisdiction of the 

Commission, under ihc ·able chairmanship of Clifford 
Alexander, is being extended to many. thousarids of 
smaller companies. 

This ex'tension not only increases • the number of 
businesses the Commission must police by 250 per 
cent, but ~dds ev·en • greater complexities of enforce­
ment. Congress has told the Commission that it 
wants all complaints of racial discrimination processed 
within 60 days-a not unreasonable requirement if 

• Negroes are to retain. faith in the agency's worth. 
• i· • . . . 

But • the .Congressional slash in. the streamlined 
budget r~qucsted' by the· Administration conden1ns 

: tho:;e who _seek the Commission's help to wait ~s long 
as two years for final action. No one __ can_cxpect the 

• agency to retain credibility on that basis. 
• • The: price will be paid in· a further· erosion of the 
trust the d·isadvantaged place in ,;1hite society to 
address itself responsibly to rectification of the 
abuses t~af ultimately explode in riots. The right and 
necessary course foi· the House is to restore the Equ·a1 
Employment Opportunities Commission's full appro­
priation when it votes on the committee's 1:ccommcn­
datior. tomorrmr. Thi.I: nl~ce to economize i.~ on the 
ovcrfat shipbui1 .. 1h$ ·su6;-;wY:- ,_ •. • 

--· -- • t...._ - -L -.. .:..-'-z. -· • . ·z'" --- --7 
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......... ·_ The Washington Post 
Tuesday, June 4, 1968 

. "1'111 §o:n1ething Like Rohin H·ood -:-- I Take Fro1n 
·_·. The Poor And Give To The Rich" . . '· 
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.c:_···J~~._·_: Tiw w.1r in Vietnnm has strained U.S. ~;;hipping resources to 

i :: . l,i·(':t\~i.ng point. We could not meet the shfJ,ping needs of another 

(l>()!>} ·requircm.<mts for general cnrgo shipping i1:1ve tripled. We 

; 11-,, ,w•.v supporting our troops and allied troop~~ in Vietnan, a~ •;•mll 

•1 ~ continuing to support our forces· in Europe, Korea and clsm-,hcrc· 

~, l' th"~ ir pre-Vietnam levels. The increases in requirements and 
·.· . . . .. .... 

ho\-1 they were met are shown in the following t:tble. 

R:rJ~kJ tc, Averaat 
fe.AC~'t \~~ Qtr , 

DOD GENrn:Uii.L CARGO MOVJ~MENTS--v/(,la.J)-WIDE 
(in million::-; of measurement t<w-milcs) 

FY66 FY67 
Average 
Qtr 
py65 1st Qtr 2nd Qtr 3rd Qtr 4th Qtr L;t Qtr 2nd Qtr 3:cd Q.tr 

2.65 
,' ,: ' . . 

I • • • 

t'Ac:rtl'IIC1'tU. Lift ~S~ ·._·:··i2
1
375· ::·10;6.3y..·.···i2,l~ 17,.030 • ~1

1
124·_ 20;871+ 24,926 

O~T Jue cltr! • • •• • •• • :I: ;• 

• . .:So1Jfce. c·I'. Inc!·e­
~t)t.·o l r.irt (1,) 

.. . '. 

.. •,,.; 
o.4 · •.• .• 1.1 

• :·;··:· 11.5. ·:- 29.3 . 
· • · · ·.···i···· •. 15-··1··_.·'. .; .,.r· ·9· · :· 

. . .. . . 
.... : . .-. • .·,__,.---

..... 

36.4.-

3.3 

.. 

-0.2 

32.3 ,: 34.-0 37 .6 · · .. 38.0 

9.6 •.: 1 .. :·. s:2 ·._ • i3 .2 •. ~9~1 

• • •• " 10 • • o • 100. __ ;o· •. 100.0 • •.• 100.0 .. - .~ioo.o . 100~0 . · .. • .... o~o. 100. : 
' ... '·:·, \ 

... ,. • • I ~•: • I, 
.·: ~ .:·· . ..•• : .• 

.. 
2l.,.· 

37,S 

• l.'1 
---

100.0 

_/I 

• • • t l •,' I.•, ', • - ••I • • ~ : 

. . ... ; ( . 
I I,• 

j:y,s ~ 

:f~~~ow, 
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vi. has "trai.ncd U.S. :,hipping resources to ----­

\fo could not r.1cct the shi;,ping needs of anothc~ 

the w,1 r 

or general cargo shj,.pping lt:.1ve tripled. We 
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ENKRAL CARGO'. MOVEMENTS--WCJlfLD-WIDE 
• llions ot-lmeasurement toi,-miles) • 

I . -

l.84 2.34 
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• Th N~tional Defense Reserve Fleet (mmF) ships have provided. 

over 33% of ~~e required increase in capability, the unsubsidized 

opcrato~s over 40% and the subsidized opcr~tors· about 20%. 

Even so, there is more capability in each of these fleets which 
r:::-::::. ...... =::::---=-:~._.-----... --.;~------ ---·~--- .. .--- ..... --•-·~----··--- . ·-------~•-.:......: ......... • -....... ,. --

could be called upon to meet additional requirements. As shown in 

· .. •.• 

~ ... .. ., . -.----·. .. . . ...... ~ . . ...::::::::::::-----::=:::. 
the next table, during the first half _of FY_68, DOD used about 443 

C . i .,.,, ... 
..... 

notional general cargo ships~· or about 40 percent of ·the total 
c::;;: ~, -•• .-~~ b ■ 5 :: • ; , ;: ; ;;O 

potential general cargo capability in the U.S.· fleet (active and 
.,... .... ,;- · r 'r f ! • : =,:;:) ·., 

. ·reserve). .. . ..· . 

General Cargo Capability of the u.s. Fleet 
. -· ... and.its Utilization by DOD 
... · .. Notional Ship 
•.. -._::·.-:·::, ... ·,_ \ /, Capability Used 

Percent .. _. · :" :·':·.:_:(: _:'.· ><>/-' .. _.: .· ··.. . by DoD . 
. ..: · .-.. • •. ~ .. · •••• Notional· \= ··.in 1st Half• 

· · '.;.-:· .. ><·.'·::_:.-.Actual ·.-.· •.. ' Ship .. •• .• · ..'. of· 
: Capability 

• Used. by 
····: DoD Source of Capability.· __ ... ·.·':°:··:; ... •. ••• .. :.Ships!/ Capabili'tyE./·. '. _.FY68.· 

. . ,,i ••• • • .• . • •,. ·,· • '' .'. :- .• 

Total Private Fleet.·· _=;: / 619 :.·::· .>\< : ·635· ··'.· .. ~.: ...... :,-: ::_ : .. · :. -304' • 

a. Subsidized.Fleet····.·:'.·.~.'·.:,,. 313 .-:..··<·· .351·:· :./>< ·· _:·:· lo4 • .• :._· 29 6 .·• · . . .. . . . 
:··:·: -;· .·.1 :,· • • ;\ '• 

Unsubsidized Fl-eet/ ·:· >:< .. 3o6' .. : <~-···:: .. ·284 .-.' :<. \ ··~/·.200·· • • ..._ .. ,·, < .• · 70.4 b. 
,-: .. ·; .... : : ' 

MSTS Nucleus· Fleet· 

NDRF Fleet· 

a. Quality· ·ships·· 

,.',, !,, 
::-.;'-' ... · 43:·,.: •.• >:_<.·: 

. ···•.· ,','• 

• •,, 

,•.•', 

33 •• · ... 
.. 

·.: •. · • · ·106 
•.: '1•, 

. · ... 

: . ··.: 25.4% • 

·:-:::' 57-.9 

b. Useable Lib.erty Ships•.·· .. 187 • • -125 :·· .. </. _.:_< .. •· :: :: • ·:-_. •.••• -~:: <•·: ... : .:. ::: <<-.. -· · 

. c. Convertible Troopships ·10(? • :,· •·,, • > 109'_: > .. _ ;-:· i.:..: .. ; -:· ·_ <>.:_.··: .' .·;. • /'°:-' - • •• • 

-TOTAL ALL U.S. F~T :: . l,203 : : , 1,085 .•. : > : 41;13 • • . ,; :- 4o.8f. : , 
., 

•• '1 •• 't.' 

. ,··.·, ,· . •. . ~ 

!,/ As of March 31,_1968. 

El Because of the· mru:,.y and di verse· s_hip types ·varying in size and speed, 
a standard measure of capability .. is used; such is the notional ship. • 
This ship is .·defin~d· as having the following characteristics: size 
or bale ·cube_ e·qual to_ 15:,000 rnea~urement tons· or 600,000 cubic teet; 
speed equal"·to_·,15 ·knots';': loadi,ig:':and ·unloading_ ti.JJie equal._to five_ days. 

' • ,, • • ' ' • • ' • • I •, 

., •, I • 1,, I' ', ,•• :'',:• 

' :1 ' : .:, I I • • f •.-\ •: t ' '• ,'J :, •' •. • • ,: ' .. ' •.~ ,• 

-'"-~--'---'-=----~-...:.._:_----'-.:_:_ 
.•' '· 
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• 

A second ~ar o~ the scale of the Korean war, should it break 

out while we are still in Vietnam and still supporting our other 

worldwide deployments, would require about 260 more notional general 

c·nrgo ships. Althoueh·we would have to use almost 90% of the 

privately-owned active fleet or breakout some less efficient Liberty 

ships and convert some ti·oopships (at a cost ·of $3.4 million per 

ship), the roquiremen~· co.uld ba .met from O.s. resources ·alone. 

.... • .. 

' .. · . •\' . ·. ',• 

.. _:: ·:· 
,, •• , " ,',, ',I •~ •' 

.· ... ... . . 
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fl1ARGE: 111ere is a shortage of tankers. • Past polices have left 

us weak and unprepared so that we cannot·meet defense tanker 

, requirements today. • 
... ·• 

ANSWER: The Vietnam war has doubled our requirement for tanker 

scalift. In FY1965 the Military Sea Transportation Service (MSTS) 

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 annually. . '· 
. '. 

MSTS is today meeting defense ·tanker requirements without 

difficulty by using the 26 tankers in the MSTS nucleus fleet, 50-

55 U.S. flag tankers (or about 25% of the private U.S. flag fleet) 

and about 2.5·3~ foreign flag tankers. We chartered these relatively 

small foreig~ tankers because u .. s. tanke.rs· of ~omparable size were 

not voluntarily offe.red • even though an ample supply ex_ists. For 

example, only 18.5% of.these small (10-~5,000 deadweight tons (DWT)) 

U.S. flag tankers are now be~n~ used by DOD.· 

Even though the· foreign tanker owners know :th~t· U.S. ·tankers ... 
. . 

have not.been made available in the quantity needed, we are now 

chartering the 'forefgn- _tanker~ .. ~-t>' only 35-40% of the U.S. char~er . 

rates. Thus, ·w~ now know there·- is enough _competition among foreign 

... 

tanker operato~s so that· they can.not conspire to set_ artificially ,'_. ,: . 

• high rates ... :·· . • 

·,,, · .. ,·· 

' ,·. 

.. . . 

; ,: 
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. Tanker Size 
Category 

10-25,900 DWT 

26-35,900 DWT 

OOD USE 0li' U. S . . ~ANimR FLEE'l' 

(As of April 1, 1968) 

Inventory of Private U.S. Tanker 
• Fleet 
No. of . Total DWT No. of 

.·Tankers. (in thousands). Tankers 
··: •' ·,' •.. :-•• s • ·.' 

.• ·.' 155 .:.· •· .. 2943 -..:· . . . . . , .. ,•· ,' .· 
.... 

73. ', 

' .• .17 

•,• 27 

Total DWT 
(in thousands) 

336 

826 

,',• 

3/o Use 
by DWT 

18.5ofo 

· 36.3 

36-5~>000 ·DWT_.· \·: >· .... : .. 21: .'.. ••. :_: •• •• 1003_.~.·.-... i•.:::· 

50,-000+ DWT. :•;•:::'i5•·: _·:::·:•. ·-_•·~.:;;\·'.: . 
,· .. 32.0 • 

. •'. 
·•,· 

17.0 

Total· • '• .... -~·. • ·254,' ·.; .. ·: .. :i·.--:....... ·. 6~13., ./ . ..-. 
·':•··\_!:':<;\··~ 

··_ .... '1581, _23.9/o 

Notional 
Flag 

Greece 

Norway 

W. Ge:r:,n~y. 

Liberia 

Panama 

Japan 

Sweden 

.• \' ... · 

•,,. 

t • . j ·• ... 

FOREIGN FLAG. TANKERS. ON CHARTER TO MSTS. 

,. 
,, ' 

·····' 

' ' 

(As ·or April·;,~·· 1968). . ... 

.,• 1, 

.. •. : DWT ::-. . . 
·_:·:, ·(in• thousands) ·.-:<.: •. • :· •.• · · 

... " I 

• t·. 

110 

57 

.. 282 
.. •··. 

. . . ',·.'· 
•'• ...... ' . 

1; .;, • 

,

1 

I, "t 

I•,, 

'' 
, '' .. ~ .. ~ .. 

. : . ' 
•.•··. ·:· ,•,· ,•'. '•• 

129 

ioo 

I••' ,.. 

··'' 

\ : . : . 

' . 
', ,'' • . , .. ,· . '. \ .. 

·.:,·' 
. •. . . . •. . . 

... :. ,·, •. 
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CHARGE: The National Defense Reserve Fleet (NDRF) is inadequate. 

The ships at·c rust buckets and cannot be manned. Privately-owned 

ship:; c-os t: less. 

ANSHER: NDRF ships have provided the surge capability to meet. 
~-----_..._ ... __ ._..., . ......,. ..... ---:::::-:::.:::-::~• .. =:::::.=::::=::= __ .:..-:::===:===== -;::,;-dte ~ 

current dcf.cnr,c needs just as they did in the Korean war. Since· 
<::::::.:-..:=:.=::------ ----- - ,•~·n-rae 

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,~reakdowns and sailing 

delays. due to crew unavailab_ility. Some have been very costly to·.:; .. 

operate. As a group, however, _these ships have performed well 
C 

comparison with privately owned vessels. 
~Id 

For example:. • 
Id 'J 

Breakdowns:· 

During __ the 18. month period July 1965 to December -~96~, the .• 

NDRF ships had an in conunis~ion rate of 95%; by comparison, .c~artered 
• • I • •• • 

vessels from_t~e_ private fleet haci an in connniss'ion rate of 97% . 

.. ,. NDRF •. • · Private- Charters . 

Number of Potential Voyage Days Available· 

. Number of Days Lost Due to Mechanical Break_downs: -:-.. 2,249 

·; -_' 62,638 

1,904 

3% Percent Days ·Lost D~e. ~o Mechani¢al Breakdowns 

Crew Shortages 

5% 

The ·seagoing labor force gene·rally can man our NDRF ·ships 
. ' . . . : . 

without dift'iculty because at any. time 'the~e are·: m~r•e: men in th~ 
·::: 

labor force. than there.are-jobs.· The Maritime Transportation Research 
·•.· 

: .. 
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~ ; 
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i ;,:;..>•i"_;: :s; 
}I.:'trinc.:-An interim Report" showed that there are between :·1.1~2 and, l.56 

men in the seagoing labor force _for each job on the privately-owned 

U.S. fl.nr, vessclo (fo1.- tho otucly period April 1962-March. 1963) . 
.. ....--· 

:--· 

D.eck Officers 

.. · ... 
.. 

•I ,,• ... ,, • •, I 

Number o~· 
•. •. Jobs. 

-----:·· . 
. . ''' . . . 8 · · • ·_· . . ··: · ::_. .. 5 99 

,· ., 

Engineering Officer's· •• • .. -'_·. · : ·.• 6512. ···: •• _:· ·· 

Number of Men 
Employed 

• 10,766 

Men per Jobs 

_l.53 .. 
,. :· ., 

.... 

Radio Officer~ · • .•· ...... _ ••. :-· '_ 1• ·: •.: .- •• •. •. 1251 ·:. • •. ::· •. :·· ·_. ·:· .. ·.·.,.l, 774· .· ·:·~\.·::_.'/.:·:-•, l.4~ : ... 

• : .: :.: : 'i:· ·-. __ - 582 .:>:: } 830 _: _.:. :/ . 1,43 . Staff Officers 
• ' I • • • ,: • ~ ' ' • : • 

0 

0 
• 10 ~ : 

0 

• t , 

28,624. ·:··./_;_ ••. ·.~.-:-.. /i_:.·;,: 4~_,180 ... ·1·-.-:·, .: '. : • 'l.54 ._.· ..... Unlicensed Personnel·· • •• • .. ' .. 
(Skilled) _.· ·/ . •' . . •. 

,,. ,.. . 
... ·.•:. ·.: 

Unlicensed •Personnel· •. · •• ·15, 580 
( unskilled) . . . . • .• :·.. . 

'., ( .. • .. ~ :: .. ,: .'< .. • ,, ...... _ ·.: . 
"<·.•,;_: ,. 24,340 1,, • 

.. 
Total 58,448 

,., ,·· 

90,9ll 1.56. ,· .. : 

Men not actually on tha job arc ·on vacation, arc sick or arc 

between jobs_. For example,. during the year April 1962 -· March .1963'·:' • 
·.' . .... ' 

the average annual employme~t ·_under .articles for of ricers ·was:·. 

Deck o·fficers _179 days 

Engin.eer Officers-• ... • ·188 -days·. 

Radio Officers 

Staff Officers , 

202 days· 

; '• ~ .. : 

The average annual employment .'un4er articles· for··the· ·entire'•:_ ••• 
.. . . ,,· ·.· •. '• . ' . . . . •. •.• 

: ,. : . unlicensed work 'force· wa~ .:-1a2; ~ays broken down as 'follows. ,· ... 

• _ • • . ·- ' :· ,r·, .. '..: '. : :, ·; \/.,' Sk"u d •. ,,Unsk~lled • --• •:\ 
.. .-... -(:ti}·/ .. '.;_-':·:-.. • ..... :-·; . J. e •• •• _: ----- .·: ·· .. 

. ... 

.' : . 

• . . . . 
•. ···::. 

Deck Department • • .. : ::;:::·: ·• ,.(? • 186. days : __ 148 days ·_ - ;. :'.' • _ 

Engine Department · . >. _':· •.· • .... ••. · ·: .' ... ,:.· .. · · 192. ·•. :·_:-:· .. _. • 141i · .·:. . .· • :: • _ .. ,. ·: .- 1 

• ' • • ~ ' • • I • •, .' • - • • • : • .... ,' ' • I , • • • :, • •: f • 

St_ewa~ds riepa~t~ent <· ;·... • · .. • .. ·/··; \192 · .· · ~-.· ·. ·: ·, •• -160 •. •• :<~'?: .\. • . 
~ . ,• . . 

. . 
'· 

•. · ·.' .. 
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•• 

~hip:: th:1 t ;1 ro nc l' i.v.1 t.:cd from n reserve status can be manned 

without \mmmrnr,enhlc difficulty by better organization of the work 

force (i. c., reducing the imblance between_ Jobs and men) and by 

provfding inc~rit:ivcs for the· ~nc~ to rcduc~ tl~e a~1ount ··of vacation · 
. . 

time they normally take. However, the effect of thes~ actio1:s m~y be 

reduced if the emergency requires a prolonged use of the activated 

ships. 

General Cargo Ships Used by DOD 
•• l • •. f ·.':. 

December 1966: 

Number Potential Voyage Dars Available 

Days Lost Due to Crew Unav~ilabi~ity··· • 

Percent Days Lost •,•• 

Ma.y 1966- - Jana~ary 196~: . 

• Number Potential- V~yage ·pays Avail~~l_e 

Days Lost Due t~·· ~-~~w .u~uivailabi~ity_..·· 

Percent D1:1ys ·LOS~ 

.-- ' .·-· 

... .... . 
NDRF Ships · : • Private Charters 

:· 45,350 •. •• · ..•.• 62,638 

155 

'' 

.. 

· 91,711 104,~46 .. 

: 1,498 .• .; • 504 
. .. .. ·. • 

. . .. 
As the table shows we.have recently· c;,cperienced somewhat more· 

s~iling· 'delays ·b~·cause of _ere~ unav~ilab:i.iity than. -~e did in· 1965 ... 

and 1966, . th~>Ugh the delay rate is still quite low. We have had to 

make some short-handed sailings (usually·without a junior deck or· 
. • •. 

engineer- officer) but·_most NDRF·sailings have-,been made ·with ful-1 • 

. .. '.• 

. . 
c~mplements.· •• Short hS:nded·. sailirigs<are acceptable· as ·1on~··as .t~~~:·. 

. ... ·... . 
,•,,,•,••I • 

arc the exception and :·not the r_u1e·.-./_.··The ·_table beiow shows the· 
. .• 

difference in a nci~i ~nd_._a sl~ori'~annin:/sCale £cir a victory /.:'-: • : : ·. 
• . •. ·,. ;_ ·: :·. ; •. • .. : _!_: ... .•• • .-··: • : •. :. : . . ' .· 

class cargo s_h_,ip._ ...... :_-:· __ ;:_: .. \.·::.·:··.·.·.·.:?:·.: · .. ·· ·-',···· •• • ••• .. ,.,.. 
·••: . . . . . . . ·, 

• ••,' • ·•, '• ;~: •••> •• (·:: :. '·..: .--••: • ',• •: (.- : .' ·::, ;/._:-,:-:_,: .. < ,• •• • ,•,~ I • / • • t 

0 
{ •,. !, , , 11

• ,

1

~,' • • .•• •.•' .. I.-: • •:., 1,,: , . . • ,·: ,.:. •: •:;_-·: •. :, .... ' ;' • ' 
I • • t • ., '• ' • ~ ; • 

' • ' . '; . '' .. ' ': . : • • .. ··,~· i., • ••. ~ : • • •• 

.. '' ', 

,•.,'•I 
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.• .. 

Normal Short E;/ 
Minimum Provide~ 1 
by Coast Guard El 

Deck Officers 
. _ ... -' 

Encinecr Officers. 

Radio Officers .• . • .... 1: 

4 4 

.·,· 4· .• .. 
..... 

4, 

'\ .. 1 •• 
..... :.· ... ,. ,. 

Purser • • ;_ 'i.; , l?r: \· :.:,-,_:·_ : .. /: ;:,,:,-:,·,.': - .. 
Unlicensed Deck . . \. ·.:··: ·14. :···~ .' .. .'. <.,·:11 • ... ,•,: • ·-~.f· '· • 9 ... 

Dept. ·.• ... .-:.·•,. • .. : ·.·.-·,. . \ 
• •,, •,, ... =-·· 

' ~ i • i',. . • . ' . • ' '·, f • J ' ; • ' , • • 

Unlicensed Engine· ~. 11 • • .. ·, · .. -' :-<' · 8 •. : : .. •• • • <.·: 6 

St::::~ Dep~.·. :: \ •ii ; :1Q :::)\·· .. :\i!Y~ '.:,···f :'./:•'::_:j·)/'ffi ••• 
Total · ·: 48 .. <.-:.-: :_:-.'.:· ·.• .'35 • • · ·,<. • .. ,. • ..... 31·· .. 

!f Minimum acceptable. 

. : . • . 
, ': I 

'•, .. 

·.' :•···. 
.. 

. . '•• . 
. . , ·. ,·.· 

Provides only enough men to ·_man the· ·watches:. on a ·24-hour ba~i's ·\. 
and to meet. minimum safety-of-life-at_-se·a • requirements.; no • 
stewards are 'in~luded • i~. the·. stS:temerit • of. minimum crew. size .. : ·; 

Costs 

• I ': • • :, ••, • ~• 

· ... 
·• .. 

. ... 

',, ... 

',• ·., : . ,·, 

Today's.:NDRF-cargo ships_·are ·old· (23-·25 years)··and are i~•ss 

efficient to oper~te than the newer/ )nore modern freighters. In 

_addition,. they .. are -expensive· ._to_.:bre~kout of mothballs when need.ed. • • 
'. . ' . ·.. . • . 

• Howeve·r, the ?fDRF $hips· ·ar:~-.very' chea·~ 'to ·maintain when· 'there is no·.·· 

emergency· .. and their•'·capital ·.costs' (;_ehabilHation and: conversion) 

• are very low fn:.co~parison .with. the. u._s. prices for. new ship construction.·• 

For these ·reas~ns th~y offer· a.· iow· -~o·st way· to meet· ·emergency shipping. · 
f • • • ' • \ ', • • , •, • •• I • ,• I ~ • 1, • o O f I f • • 

· •', .• requirements. Our ·exper-ience has shown- that it ·has betm·desira.ble> 

to accept the larger· costs .~f ·u·sing less cffi¢ient ~hips 
I • • ' If' '• ' 

in an- emerg_ency 

•· 
if those ships a·re· much less costly ·~o· maintain when .·y~u 

' •. > .. : ·: ':-. < .... _· :·: ~-:· < .< ... _' > ·\ · .. '· .. ,·' .::i, ._;''..,.·· •. '• .:·.' ,_._.. / ,:'·· •.· ... : ; ' 
• • ' ' ' • t \ ' • ' • '~ ; : ··:., • • 

1 ~ f : • • ,I :•' < , ' I 
I 

I .,• :,,'' • ' • 

don't need::· 
L• 

.. 

. ·\ ... 
'. t ,' . ' .. . . ' ., . 

' .• 

r 
I 



For example, the 10-ycar cost to the Government (reactivation 

cost 1)lus the peacetime cost of preservation) for the l\TORF ships 

tha~havc been used to meet ~ecent defense requirements was about 
-

$97 million (of which .$90 million was for reactivation alone). If. 

this- $97 million had been spent· for_ paying operating subsidies to·: 

private_ shipowners, it would have supported only 20 percent as much 

sealift capability as the NDRF ships have provided. 

Furthermore, although not as efficient as some modern cargo· 
••• t •• 

liners, the ~RF _ships 'used to meet 'recent d~f~nse requirements·_ have 

been only $90 million more expensive than if we had ~ought equiva~E:nt 
... 

. capability from_ u. s.· flag ·berth liners (i~·e., the conunon carrier ·< •.... 

general cargo ·ships):~-- ·csee the_ foll~wing table) 

. . . .• . - ..... .. 

. , ----· ......... . 

, .. · 

•• 

NDRF SHIP COSTS AND. PRODUCTIVITY DURING THE 30·· 
·. • MOm'H. ~OD JULY ·'19q5 - DECEMBER 1967 •• 

,'• .. · 
. Activation Cost·. · • • · · • ... • •·1. ···:. . . ..... $ 

• ,I • • •• • ... \ :, ' • ,/ • '' • ••• • :,,.::,' 

90.0 million 

361 .1 million • .. Operating Cost. ·y. •.•. :/: • -,.. • _. . . .·_. -•·. • .. '·:·_: ·-:-:·--~---
. • • • • " • ~ • • ,l' 

,••.· .;·:··1, 

Total Cost· .. $ 449.l_millipn· 

. Total Product~ vi ty •. • -
. ,•.'• 

. . •· .. , 

··.·, 
,·. 

Cost p~r 1000 .meas.· ton-m~~e,s· . :>}· · ~ ·. ·.6.72 . • .-_
1

\ .. ::-- . _ .•. • .• ,· ••• •• •••• 

Cost per 1000 meas . ton~miles that } :. 5'~ 37 ,· .:;_.:···.·. :·/t,:: i/ :":· :· : • '._·} • . • • :' • ••• • · 
DoD pays for -us~g private· •1iner·"··/:\.'·:.·:. __ : _ .-_. ·:, :_. : . .-• .: • .. •: .. , ·-· .. , . 
vessels · · , • • • .. • ... • ·., ··.... •. :- ... . . 

'•:• 0 • :::•••, ":,-- ••," • ,: ••, ,·•' ,' ;• •••I •• )' •••,•• • f ."" • •• ' •• •• 

.. .. . ' .· . .- ... ··• 

··, . \.• .. _:·_.,'/:_ ·.' ..... _. i.35 '< Cost Difference 
• ~ .• 'f ' . . .. • .. ' .... · ..... 

. Total :(ncreased Cost. of Using NDRF' . : $: 90.'l" million 
Ships instead· of liner snips ·.• •. - ··: · • • •.• ::.· • ·• ·• ' 
during the· 30.mon~h period_· -::.· .. _\·._ . •• .·:.-. ,, 

• ' •,I' ._ • • • ~ : '.;, : : • I • • ' • •, • : •• • ' • 

" 
. ·,.' 

.• .•· 

. •·, . 

' • • • • •• '~--.' 1 

' •' . . •.•· .:· 
... ,'· ': 

I,'':.' 
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CHARCE: Foreign flag ships owned by c·ither 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. 

E.ffccl:ive u:s. ·controlled (EUSC) concc~t iG·wo~·thl~ss~ 

ANSWER: DOD must use U.S. flag ships (Cargo Preference Act of 1904). 

Even ·in emergen~ies, '.f.ori~gn_· .~hips. ·-in~y .. only be u:5ed. whe_n ·no __ JJ_.s. • .. ·-• 

flag vessels are made available~ For these reasons we have not used 
. . . 

much foreign flag shipping.·. However, when we have· been forced to· 

• turn- to this· ~arke t:~ :- there .'.have a:l~ays be.~n ~enough: :foreign flag sh.ips. :_ ... . -.·· . ,• ' . . . . .. 

offered to meet .our: needs~ For .exam~le, during,the,critical early 

period .of the _-Vietnam buildup, when w~ di.d not know how much shipping 

we wou14 need and: for _w~a t length, _of_. time we would need .i:t, we asked .••••. • • '· 
' . . . 

'. 

for au offers.·. ·1~: respons,e, there were 39 mo.re foreign flag c8rgo m .... , ; 

ships offered for hire than U.S. flag ships. . • • • . · . . • •. . U 
' . ' ' '· . . 

·. . • : . 

• ' . ..... ., .. . . .: .. ~:. -.... . . .. .. ... ', . . .. ',,I,."• • 

. • AVAILABILITY OF GENERAL DRY CARGO VESSELS . ·: . .. . .. ·, . 
,,•· 

. ·,·; --:·,.· .... 
.· ., .. · .. 

·. •', 

. ..... 
Foreign .• . •, . ,, U.S . 

. Number - . · · Number · • · ... : · _N_um_b-er ____ N_um_b_e_r_· -··· . 

.. , ·: 

Time Period• 
.: .. O~fer.eda/_: Cl~~rtere<;l _ _..· = •• • •• _· .• Offered • . Chartered ·: •• ·., . 
. · to MS~S!::I·. • . by_ MSTS . ,;._. :-... ___ _. ..,'..::to MSTS .·.·::by MSTS · :-. • •• 

: .•• 

. .. 
. . . -,: 

: '· ' •. •'• ,''\. 

• • .... 4 •• ~ .• \ ·.' ·: : .•• 

.: ... 
: .... ·.·.• ..... ' •. 

11' I 

. .' :, .. : '.. •. r .. •,, 
1 ',• ... 
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• 

... ; . : 

Foreign flag tanker owners have also been rcacly to lift DOD 

caq;ocs. Just beforC:! the Arab-Israeli war of one year ago, an MSTS 

solicitation for tankers resulted in 138 offqrs by foreign tanker 

'?P_erators; only six were nc.ecled. As of Apri.l 1, ~968 :we were·usin.g.• 

34 foreign flag tankers (24 from NATO countries, 8 from Liberia 

and Panama, and one each from Japan and Sweden). because the u.s. 

tanker fleet was· not volunta~ily offering e~ough capability to . 

satisfy our requirements. 

Crews can tie ·up shipping by r_efusing. to .s.ai_l,.· ~pd. their rea~Qn~ .. .-\ • . 
. • . . .. • •.· ' . . ; • • . . • •. '. 

may be pol~tical as ·well as economic-ones. However, this is the 

exception rather than the rule; basically ships go where their owners 
c::: :::: ===· :> c::::::========================;::::» •. . ): 

• want them to. This is true because in international shipping · · •• ··.: ,• 
C , 

labor as well as management ·and capital is an international resource. 
C :;; = · ·4:# 

Seamen of many_different nationalities may be working ori the same ship. 

On niany English ··ships ·.·most· of ·.the of~icers are Engli .. sh; however, the.: 
•. . . .. • • • •. - J . . 

majority of the· crew mar_ be. Pakistanis, Indians., Hong Kong Chines·e, ·, 

Italians, Cr~eks, ·et·c. It is repor.ted that .on Norwegian ~h,ips .( the _. : ' •. . . .. ' '. ' . . 

third largest merchant .fleet in the·wor~d) more than 25"/o of_ the crew 

members are foreigners. · Since the supply· or·.lab.~r. 'is \,ell divers-if~~d·· 

_and si~~e good-paying jobs.~r~ d_esired, .. it is virtually impo_ssible·for 

crews to dictate·. on any significant scale whether or not ships will • 

carry U.S. _civilian.or u·.s. military cargoes~ 

Effective U.S .. Controlled {EUSC) fleet ships are owned by_ ·: . '.• 

.' foreign affiliates·· of U.S. _·companies_'. and regi.ste.red under. ·foreign 
• • I t • • ... ': • • •, ,• •. •'I ' • • • I • f 

I I ' 

.. • ·.: .. • .. t. " • 

flags_. We believe. that•_:.'in a full s·ca_le-national __ emergency they will 

be as available _.as·· u.s.·: flag. sl)ips ~o ·meet .;e"ither military or civllian • 
. , 

requirement~-~. ·The owners· .of the_s~ -~~ .. ssels'.~rc: co~·tr.~c~u~l1y comm~ttei .• _ ·.: •.-. 
~ ,, • ·,. • ' • ' J ' ' ~ • • • 1 •. 

. . .· ·, ::- i/ ::·. ;':\:\: ' ,. ; . -•: . ::-<·'• :·. • ~ .• • 
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to the cervicc of the U .s. in ti.me of crncr~E:ncy·, in return for U. 8 . 

war risk insurance. rrh:i.s is a definite il.~centi ve since moGt marine 

more, since the vessels in this category are registered under either the 

Panamani.an, Liberian, or Honduran (PANLIBHON) ~lags,. and since these 

countries· unlik~ major maritime_ nations permit.ownership by foreign 

natural or corporate citi_zens of· ~ess.e~s unde1~ _thei~ flags, and since . 

they do not prphibi t •• ple~ges ~Y. owners. of vessels ':1nder their flags to 
.• •'' 

the· ~ervice of othe·r_._-~atioris ,. the· co~t:l'actual • ·commitme~t is ·felt to b, 

secure.· 
,, ·.·. 

There are stronger economic reasons for belie~ing. these ships will 

be made available ·when needed. .The~e ships belong to major u.s. oil __ ·,_ '.-' •• 

. companies and to m~jor ste~l. and _alumin,um. companies. : They are use~ to· 
. . . 

import to the U._s.: the ra~ materials (crude. oil, .iron·· or~, bauxite, ·:···::.-. 

etc.) ne_eded by ~hes~. _U.S. industries·. ·_.The. u.·s. ·:companies ·-which ow:r{.the :. 

ships need them to haul their ·own cargoes ·.which are a, very large· p~r~ :. or· 
' .. .. . . • . -~ · ..•. 

our own emergency cargoes. The table ·.-b.~low shows the: predominately:.:/·:· 
. ~ . '. . ' 

tanker and dry bulk ch·a:ra~ter of. the EUSC fl-eet ~-· . • ....... •. 

SHIPS REGISTERED UNDER THE LIBERIAN, PANAMANIAN AND 
. HONDUR~N FIAGS AND DEEMED BY · THE NA VY DEPAl1TI,iENT 

.TO··BE UNDER EFFECTIVE U.S. CONTROL 
(As.: ~f Jun~.·~<?, 1967) 

.•: 

,'f. •• ••" ' I' 

-.... • ; .... • .:·.· :._.:_;· •(. -: • • ••• ·.'::•·;'°,·.~ • .. :;\· .. Deadweight Tons:_'··.. . 

Type of Ship .··.·/·<:_.;/'.-._~-/_:·.~·No.Ships __ ·:·,.·. :. {in thousa~ds).·· ··._. • .• •. 

Tankers· • ·. ,. •·· .• , :': >: ,•:,: <:; > ;):· ·• '268' ''.,': .'.-/·•:.::: 
1
, • .. lb,8'75' . ;".' ': • '.-. . • . , 

Dry. Ore Carri~rs .... ·• ... · · ·· . •· ·.'. · ·• ·r . .-. • •100. • •.:· , .. , •' •· ·3;217 :• , . .-· . .-•. ,.... • 

~o:!r:~~~~ Fr~f~i~rj~s~-~~ge/-::)}t/· , ·,)_\_:{:: :i~)}., ·, . 6J6 ' (:( '. ·, <·.·. , : • ,: 

• 
TOTAL ... '.: ;_.;, ... ':'.;:•.· • ·•, • ,: , : .. : ... ,.·_., ,! :, :-,·.··: t·::::.~·:···. 4~4 :·, • • ... ,, :···: ·; 1:·,,:· .. : .. :14.,8§9 

·: .•.. · ,'/r:.{\·:: '.):'\;:\:n·\:::·::,\;:;:,. ·:•:-:_\: : .. \·::<:.:::.:::::. ;·•.····.:_·.: '. ·.•:• 

~ ,. : . . . ' 

• .··,;,··).,:~-..-..-.•.::•:··.•i',,., • I, • ':•_' . ,\ .; 

:··1_ .. • ·._'., ·;,· 
• ,1,•,:. 

... ,·. 

t. !. 

,·.' 
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It hns not uecn necessary to take cmerc;uncy actions to cet these 

EUSC ships nor to make any specific appeals to their owners. We have 

b:~;_!.1--.able to· satisfy our cu!rent ne.eds by us inc on_l~ v~lunt~ry co1:1t!,ac~s .. 

Moreover, these·EUSC ships are much more useful for meeting emergency 

civil.inn needs than defense needs bec·ause: 

a. There is no military need ~or dry bulk carriers·, 

b. Mos_t or· the EUSq tankers a.r.e de·signeq._ ~? l}a\11.crude· oil.· 

efficiently; this means very large- :tankers; the military ne'ed is • for 

·•: 

smaller product carriers. 
.. ... : .. 

c. There is ·not ~u~h ·gene!al ._cargo freighte_r capability in the 

... 

EUSC :fleet, and there .is virtuai1y·· no: new building .. • of J;hese ship .types. · •• :· . . . • . . ' . ····· . ;·· • . . . . . ••:. 

Yet 

etc. ... ·.:.·· . . . ' . . . . . ··,:·,, .... •,:• ., .. 
·, •,. 

. ·. :,, ;:,• . 

.,. . . ·•,.· 
.. '-. •' 

·. '' 
... · .,. . , 

·.•, ...... . ,,;_ . 
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- CHARCJ~ : Without an immediate and ma8 s i vc fleet renewal program for· our 

merchant· 1narine, we face certain ruin. 

ANSWER: Much of ~1:e ~X:~ vate _u. ~ .·. _f~a.g fleet is ~icl ~d m~~ not_ be 9J?erable 

at reasonable co~t.through the mid-1970's. However, there is enough new . 
. . ' · n private .shipping which when combined with ships in the National Defense Reserve 

It Fleet (NDRF) can meet most defense needs. We do not need to rush into an 
\ C • 
"t expensive, wasteful building program. _Although we do ne~d more new ships, our 

l :st ux:-:n~··~~ed is to res:ructur: th.e maritime programs to .iower the .. very 
.tJ . . •. • • • . . . . . •• . . . . . • . . • . • . . . . . . • t.. • 

~ high price we pay fo~· merc~ant mar~e support. . • 

\ As of March 31, ··1968 there were 2()4 pri~ately owned U.S. ships of 15 ·years 

or less in age. The ·.total .. reaches 303 ·s~ips if ships currently _under· constr_u?;. . 

tion are added. ·Because these:·new sh~p~ are much. more pro!l,u~tive, their 

• capability is almost h~lf that of '.the ~urrent fl~et though in•n.\llnbers_/? •. ~---

constitute less than. one-third of the current pri v~te fleet_· • • , ' 

... 

:·. 

·' 
,._ ...... : • _, .. ·~- ... ·-··.-·--:· ', •••• :'•' ,. '1 

. : . ' 
.' . .,. :· .. .-... ·. ·.. .. 

PRIVATELY OWNED U. s; FLEET . 

. Current Fleet· !./ 
DWT , : Notiona:l 

• •• Ships .. (in thous) Ships 
.. 

Ships Under 15 yrs. in Age 
and Ships .Under Constr~ 

. DWT .. : . Notional 
Ships (in thous) Ships 

·General .- • ••• ,;,1 .... 

Cargo Ships· 619 •. 7110 .. 
: 635 . , .~ ~ •, 

183 2610. kl <.. 2so ·"E.t 
Tankers .254 6615 ,. , 400 120 4261 265 .. 

Dry Bulk Carriers- 59 1074 .. , 
_J_Q__ 

• .. 93~----. '. :· .• :-14,799 
.,'·.•. 

TOTAL 1,085 303. 6,871 545 

!.I Excludes· 14 passenger ships, 26 minor ta}1.kcrs- .and· 13 speci~l pro
0

d~ct 
carriers. 

kl 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 cargo handling.gear which reduces turnaround _time and 
increases total productivity. A c·omparison of new tankers with older _ones 
on a· DWT basis .-is not· too inaccura.t:e °Qecause ·new tankers are not much -faster. 
than older ones .(16.S knots vex:~us_ .~$-.to .1S~s· knots)~·'.·· : 

• ; I:• 4 : • • ~ I • • • • ' •: I • : ', t ''I '•,' ' • •: • ' ,, 't I 

I •• • • ' ' ',> ·, ' I.·. ·~ ,' ! . • • ' . \ : 
I',,','• 

,. 
' .,, . ., 
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However, these newer ships by themselves will not be sufficient to m~et 

fut:u.1:_c.-national security requ:~rement_s· for up t<;> . 5~5 ~~~i':'nal gcne_ra~ . ~.ar~o 

ships, 150 notiona~ dry bulk .carriers,· and 485 notional tankers. (See 

• requirem~nts in tab~e below. ) 

Shipping Capability Rc!guircd to ·1'foct: National Security Needs· 
.. ; (In Notional_ Shi1,s) 

Defense • .. Non-Defense Civilian. 
Needs Needs ·Total . '. 

General Cargo !.I I 
,,, I 

460 75 535 
. Dry Bulk 7arr iers ~ 0 .. 150 ' ... 150 

260 225 485 Tankers.£ • · 
' .. 

~_I A notional general .cargo ship is defi~ed to have. the following characteristics: 
15,000 measurement ton (600,.000 ·cubi~ .feet) bale cube; 15. knot speed. and a •. 
5 day-load and 5 day· un~oad.time~ • 

•
• /. A noti_onal dry bulk carrier is one which has.~ ·22,·000 DWT lifting· capacity.:-·: 

and a .. 15 knot speed. • •• .. . .·. . :, • 

'· . 

' ' 

s./ A notional tanker is one which has _a ·16,000. DWT lifting capacity and a 
15 knot speed· (roughly a T-2 type tanker).· ; • • · 

', . . ... I, .. 

We can ·m~et .. th_ese needs by (a) upgrading :the NDRF {),rld (b) • b~ilding· new · .. 

ships for the active private fleet. 

Today's NDRF, although made up of old World War II built ships, can pro­

vide substantial general cargo_ shipping· capability in .the nea.r-tenn. ·· On 

December 31, 1967 there were 1,277 ships· in the NDRF but only 541 ( including •. •. 

1~~9 • in operation ,for Dob) were useable' as ca;go ships~ •,Of. these 54:1~: • 
• 

about 269 (or.·243.~otion~.:{ .ships)· can.·be adequately and economi~ally.pre~ ·: ·:.··· .••.•.•• •. 

served for: use into the ~i.d-1970' s ~l-in some cases to l9ao, These ~9 • :\ '.: ·: •.· ·•··· 
• • t '• f, •, • ,l,' • 

' • '1 , •• •' ' 0 
, ,'1' .... -. • • • • 

ships include 169 Victory cargo ships·.-and ioo-AP..:5_·troop transports which •• :_. • 

can be Converted intO cargo ships, :::>· ( :>\\ ,_ .·• : ' • • ' • ' · ·· 
o • • f of l : •,• o I ,. ,:, 1, • • o : .. , •, • ' o • 

' "· '.'·• . . : •. . . ' , ..... 
•l, • • ,I : I • • I•.~ ,, ' : ~ ~•• • 

0

0 

•, I , ' , • I , .. J ) ' , ••:~ ·•• ' I • • 
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- '.l'bus, the exist:i.ng new private fleet and the rmHP are not enough; we 

• must add new dry bulk carriers and tankers. . (See table below) . 

Projected Shi 

.• 

. . . 
• uirements and Ca: abilities 

ional ships_ 

• ... : . General 
• Cargo 

· Dry Bulle 
•. ·Tankers • •. ,. • • · Carriers 

150 

~--: ·-

!/ By 1980 we w~ll. ·~ave.· t.o start .. ' r~_:t'a.cing th'ese, ~_hips·. • • • .... 

·; • pj New general ·cargo ships be~ng b~l t· today have a notional ship value of • • :· ·:: • 
2-2.5. 

Assumes new tankers will have an average size.of-37,000.DWT; these a.re 
prirna:d~.y product carriers .. and no~ _the SUJ.)ertankera which mov~ crude oil.· 

y Assumes new dry bulk ·carriers will a.vero.gc 45,ooo·nwr. 

However, building _and. opera-:t;ing··this n-ew tonnage is ·_cdstly ." ·To support • 

the current fleet costs.··~he taxpaye; -·_~d .. the consumer-· about· $650·:-$700 million. 
' . • .. .. :. .. . . .. ' .. ' - ,: • .. . : ·. . . ""· . - . . • : . •, . . •' • 

annually in direct and- indirect subsidies and ·social costs·. This cos_t could A 

' ~ be reduced- by m~.r.e. than. half if -~perating subsidy sy_st'ems • are changed anq. the 

costly prchibitions·on foreign ship construction are- removed. Moreover, 
A+ ':;: : • ; !} = I' 

~rchant-~ne ~eforms could bring about two other effects: 

1. .Reduced . un~ t subsidy costs . C<?.uld. ~~e . sµpp~rt .. of a l~rger ~l'leet • a . •. 

more· attracti v~ . ·a1 t·e~nati ve .. • Th~t- is•,·· it m~y b~~ane: wo-rth~hile: to support··· a 

fleet that is larger th~ that ~eed~f for elllerge~cy:requir~ents alone).f' the 

subsidy Cost·_ can°be' r~~~ceaI \:>:>;\;:\.; ~ :: :,:_::: >. .i:: i\i :'. : '. , : •· ·/: •... ·.• ·_: · • 
' ,. : ' I • • 'I •, •· • ,. I , • ~ •: • • • : ~::. r • \ • ,.' • • .', : • ' •, ;l ' • : ', • ·• '• • 

: . ' ;,:",\ f'::f :(: :;:.;.:·?;_;:_::\: ',·:::,- :::: '.·,,:;,: ' ' ' _: ::::·, 
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- 2. Hcdncine; the hco.vy clq,cncl"ncc, o-f :mc:rchant mo.rinc supJ;orl; on the 

• annual appl'O)_)riation process and thereby reducing the heavy involvement of 

·. -:·., 

th~ _eovcrmncnt in the opc~atipns of. the mcrchar.Lt ma:r:inc ~hould stimulate. 

n1ore private initiative. The current interlockin6 methods of government 

support i?hibit free entry,into·the.industry and .inhibit new ideas ~~-fresh· 
•,·, 1' 

management approaches·. 
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Clf.i\l~GE: 'l\vo out of every lhrcc U.S. s·olclicrs in Vietnam went thc1·e 

by sea. We will soon need foreign ships to carry our troops because 

U.S. passenger ships ate getting old. 

because it can rapidly deploy our f~rces,- because it cpnser~es valuable 

manpower which would· otherwise be: i'o_s·t in leng.tl:tl,y transit~ _and because 

today it can go virtually anywhere.we· may· x:equire. 

However, for. some limited cases we need ··to ret~in the option :·of 
,•, 

the most expensive way t·o meet thes~·.needs •. • ·; · •. ·.: _.·_.·: :··_· 

•. Use of Passenger Ships by DOD:· •. •• . -' • ~ 
. '• .. 

.... . . ,·· •,· 

•• As. t_he following· table sl~ows, airlift was ·useci • ·during 
C ' :;;) • 

July ._1965 -~ December 1967 to ·rn~ke: • ••. 

.·. over· 88% of DOD' s ·worldwide .passenger/troop deliveries· . 
. • 1,,.,,-==========_:;;;i;j • • .. • 

over 86%' of DOD's-.So~-theast ·Asia pas~enge~/troop_deliveries 
c:: : ) ' . . " • . . ' . ' '. ,' ··:, . . ' : . 

. .. 
l, 

. o~~r .79% of ·Doo•·s ·vietna~ passe~ger/tr.oop •d.eliveries . . • • .•• ' ' -

Jul 65 - Dec 65 

Jan 66 Jun 66 

Jul 66 Dec,69 

Jan 67 - J"un 67 _· 

Ju~- Dec 67 

•. nth Totals 

,· 

. , . 
t; . . ,• ' 

'noD _· PASSENGER/TROOP MOVEMENTS_ 
. (pa~sengers· -in thousands) 

Worldwide , .. • 
All Origins/-. .. .. . . U .s .• to 

Al+"·Destinations . • •• • • • Southeast Asia. 
u·.s. to 

.Rep. of Vietnam 

Air Sea Total · · Air_ Sea Total Air Sea Total. 
·' , I,' ' ' ' 

811.7-; .-172~3-:_ • .-·.984.o .. _·._ ·173.6 83~3 ·•. 256.9 :·.· 65.9 · 71.9 ._-137.8 • • 

950:.·2 . ·134~1_:· 1oa4.J _..· .• ,-.251.1:· :· 18.5 • •. 269.6 ..... 11~a.2·. • 14 •. 6 ,:.· 162.a 
. ," ,· ' .',:··· ''·:-, .. ~ ..... \,::·-. · ...... ::· . 

·1161.5 152.0 .. • 1313.5 .,. •. :31~a,o· .. 77.0 •· 425.0 ·,_: 222.~r 76.4 :· 299.3_: .. 

1207°0°5 .~ '.109./; 131~. 7 ·._. 3~.4 32:.3 : 332°, 1~ '~91.~. 31,; • 2;2.'2 • ,' •. 
~ . \ ' .. 

·.11~4·2.6 ·, 106.7·--,'1549.3 :·:·' 380.5' ·. 21~2 ·._::401.1·.~: 221.4 .20.6.:_:. __ 242.0: .. : . 

. 5573,'5. '674.3 6247 .8 11153 •. 6. 23~. 3 J.685,9 •• '. 849.4. 214. 7 1064.1-
• '•. ,1 .. .. ' '. ' •' 

89.-2 -10~8· . ··100.0 • .. -86.2 13~8 • 100.0 ., ·79~8 20.2 ', 100.0 
.. ', .... , .. ~: . . . ' . 

·'• ,, 
: ' •' •. 't •• 



DurinG the first six months of the Vietnam buildup just over 50°/o 

of the troops moved to Vietnam went by sea, but they were all moved by 

• m. :·_L_li tary troopships. In fact dt1rj nr; th1.· t! 30 m th • od 1 th ~ • ,.,. • u .. o . - ~~ .. pei;-i . _ess 9-n 

10¾ of DoD' s passenger /troop· mov.emen~s ~y sea :were via. commercial 

ships; yet 90"/o of pa_ssenger /troop m6vemerits by air were via ·commercj.al 

aircraft. 
••••I 

This relatively small use .. of ··connnercial passe·_nger ships and 

relatively large· u
1

se of- c·ommer·cia'i: ~ir~raf°t. are d~e to the fact that •• 
: . .. . 

commercial. aircraft· can b·e r~pidly an~ cheaply accomodated to the • 
.. . 

movement of troops ·and _cari be:_quic~ty diver'ted to the· area of need.: .•. 

Passenger ships operate on fixed_ routes from which they cannot 
' . ' . 

. be quickly remoyed ·and thes.c ships• have•luxurious furnish.ings that 

are costly to remove when lif~ing troops. The table below shows. the 

planned DOD use ·of :cornmercial.-passenger ships in ~1969;. it is 

.. 

' ..... '• . . . . . . ' ... ', '.·: 

representative bo_th in number of pa_~senger~ and the o·rigin/~estina_tion 
'• ~• I • o 

patterns of the,use of these ships during the 1960 1 s. 
;·,,.' 

I ·,• ,• •• •' 

PIANNED DOD USE OF US COMMERCIAL PASSENGER SHIPS 

Areas of Operation : 

•Between New·York and ·Europe 

::,y: · . : : , _-Number of PaS_sengers_ :; ·> .. 
.. ' ·. . . .... •. 

··· ... , ·15, 750: 
.. •. ,• 

.; . 
Between New York and South America . • 

-Between San Francisco ·and Hawaii, Japan, . ·-:. • 
the Philippines and Australia 

TOTAL.··:.· 

. . ~ .. : 
1,100 

9?300 
.26,150 

/ ·. '• 

. ' ... '. 

Economics of Passen~cr/Troop Sealift . . •. • .• 
It i.0s 'much -~h~ap~r to maintain a p~ssenger' sealift option -for.'•.··.··.·: ..... 

'• ... 

DoD with. -military troop·ships th.an. ".{lth· colT1:1llercial p_a~senger ·ships .>: •. :. • ··.:··: _:··· :::·:· 
- ,' o ••,I o • • # • •, •• ' 0 • f 

The 16 mil:f.tary • troQpships hav·c· a ·total emergency capacity. for 50,000 
·. ;··. I .• 

• troops.·· ~ey do ·n~t ·have ·t·~. b.e· fupy··oper~-~~~ ~o···~.e _read~ when. we need·.· 
·• ' . . . ,;., . ' •. 

•• :·1'··1 t :, ••• • ... 1' 

••,.I • 
•' ·' 

,1 .•·' •'I 
,, . . . ~ . ·' ... ','•, 
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. . . 

. :· 

them and cost about $20 million annually to maintain when not needed. 

111c 13 U.S. flag subsidized passc_~~£~·--~hiJ~~--)1_nve .. a ___ ~otaL__~'.~~!~!ggncy __ > 

«:::::.::==----~ ............... ---~---------====:-------·---------~ 
.c~pacHy for 23,000 troo12~,- and the government inu·s~ pa.y over -$50.mi]J.i9n . 

. . Ci • n·~--:r, .:-- -- -·· •• it .. ~-:.· .. --"':--- ~~---- ···- - . ~· .. -• .... ,.;
1 

.. _ • • • ... ;--'"~-... _, .. ,-~ .... _,.._~ > 

annually in operating subsidies to maintain them. 
(::;:•---::-,........__,.. ............ __.--- ----- -1 .,.. I .__::::::=;t;> 

For the routine movement· of troops sealift is too expcnsiv~ 

because it wastes ·manpower. For _example, if the 16 military troopships 

were ·used fulltirQ.e· to move troops ·between the U. s. and Southeast Asia 

. their ·annual ope:1='ating co_st would be $64· million. ni~· cost of chartering. 
... .. . •• .. ··· . ' • ' ....... 

equivalent airlift capabi~ity would ~e $76.4 million. However, the use 

. of airlift· would -·s_aye. 19,000 man-:-years by reducing· t·he n~mber of ~ro~ps 

in the pipeli~e~. · .~is· amounts· to· ~ .. _ma~power s~v-~~gs· of: ~95 mi~l.i~n.-. :. 
. . ~ ' ' .. . ,, ',. . ' . 

(assuming the· ~ost of ···'o·~e· :m~n-ye~-~-•-"1s· $5,000) • .-···. ~ ." >.,_ 
.. . ... .. . •, ' . . . ' 

' •' ,: ~ ' : • I ' • • "• ' ' ' '•• ,- • • ,' ' • • • • • •• ' f 

..• 'rt,·. 

• •' ,••• ':•,•:.,•.,, ,(ti, :•,,• :',• ,• ... -: I, •• • ,I I • • 

' •. ' :·, ,• . '.· . ·.• .. • .• ' .. 

•' ... :.·: .· \ .... 
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.. ' 

' .. :· ', 
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';., . . : .. ' ••. '• , ,, 

·, ... ,, 

•,, .. ····' -:·. 
'·•• .. • .. 

' •. . . • J • • . ' 
•. ' · .. • .• I\ 0 .. • 

, .... 

: '1 __ ,.·_._:;. 

.···'. _: 

. ,•,·•,.' 
•• ••• _1·,• .... 

'·~ { . . 

,. • ..... •," :··· 
o •• ~ ,:• • r I ... : ,.: • •' 

• : •. ' .i . ' • ~ • • 

. .',•• 
.,.., .·; 

•: . . . ·, .. ,,. 

••• ~t.' 

. •': 

....... 

' ' 
·, •• • 1• 

'' . •• f ' ~ ••••• : • 

• : 1 • ' • . '. .. ';· 
:· : . ' . 
,· ·, 

··:\ '·• ... .. , ' 

I I •I,, 

•' 
'I 

. ...... 
. ., .. . ,,• 

•. '-:. •,. 

·.'. 

•,• .. 

··•· 
'• 

•.·.,· 

•:· 

.. . .. 

r ... 

.·. ... 

l 



. ; . 

CHARGE: The Department of Defense wants to build its own merchant fleet, 

the Fast .Deployment Logistics (FDL) ships; 1his program is a boondoggle 

which will undercut the historic role· that the privately-owned merchant 

fleel: ·-i1as always played. as ,our fourth arm of .defense .. 

ANSWER: The Depar~ment .: of Defense supports ·a merchant marine that will 

meet its pefcetime.and·emergency requirements for·shipping. DOD has 

needed, needs today and will need .in _the future a substantial amount 

of conunercial se~lift. • :·· .. ~~-:J?.~n.:.o~~e4. ___ seal.ift capability (the· MSTS •. 
. ,• ' ' ' ·, •.. -:· .. ... . . . ' ·- .. .. .. - . .. -

. fleet) consists ·o·f 27 cargo .ships, 42 LSTs~. 6. ~~rcr~f~ f.erries, 13_.~~alJ.. \ • •.. •· •. • ... 
I.. . ·, •. • ,' • ,'. , • • • • • • •• ; . •• •:. 

special cargo vessels, 26 tankers anc;l 16 •. troopships.· Twenty of the· . · . · 

26 tankers are. ~ontract operated,' for DOD by° private·· companies·. • The 1-ISTS 

• fleet is providing·.less·· than 8% of the total cargo lift required ·today· •. 

The Fast Deployment ~gi~tic~: :(FDL) ship_· pr~grarn has been .pr~po.sed. 

by DOD to provide~•··togeth~r- with our· C-141 and. c·•SA airlift· fleet, .a. 

rapid deployment capability. Because it takes time to assemble from trade 

.. ,· .. 

routes, commercial shipping cannot provide quick response capability in· .. • 

'sizeable ;a~ounts~e. :~~ed._.· .~dditioµally, th~ FD½ bas. be.en .. ,designed·-·to'.·/.···.·.'o:·j; ...... :·: 

efficiently store :·the bulky, outs.ized· wheeled and· tracked vehicles and 
... 

-helicopters that oµr land forces·will. possess in. the.1970s. 
. • . 

It ·will be-

able •~o store .them for prqio1:1ge~ periods of time ·under dehumidified. . ' ' 

conditions. It will be.able to dis~ha!ge it~ cargo over-the-beach··. 

(without ports) with embarked lig~terage in less than 20 hours.: It will 

permit the retention of unit integrity at Jhe brigade :leve_l for the early· .•. 
•. ~ •, •. 

. . • . . , . d~ploying forces ... It ·has been.·said that the FDL prog:r:SJI\ is· a boond9ggle··.· • ••.· • 
·• - • • • : t •: ', • • • • • ,'• ' ' • • • ' t I '. I f • • • 

• •••• • 

. . 

because they. will -~erve _a .. que~tionable. purpose and ,;may never be· ~sed, • • ... 

In fact, beca~se: ~h~-FD~s ':~oget~er li:i:~h ~irUft 'will be ·a~le to mo~e our 
• 

0 

I , 1,' • \ ' ' ' o • •• • ' ' •.• : f •.I • • ' • : 1 • • 
1 ~ • ', • 

.': • ••. \ ' • . ·~ ' ,! ·.-· :, : :. •• • '.1 •• '. ·.:· .• •• ,, • •.• , .•. 

• 
• 

•• '-, • • : • ••••' •,,' '•• • • # : •, ~' : • 'l • • ' •' :• I I •. ' I • t ,•:• t '• • • t • • •, • • o I ' • I, . .. .• ·,\· ·.,.:· .... ·., ' .. •, .. •. • ... ·,•\ 
·:.:-,····: ... :, • ·,· ... ..::.··· ·./ ... '.-:'.: ~· '. · .. ·;· ...•. ,'... . •,· 

! ' ' ; ···.' • ' '·, '.... . . ···,:·· .. ·:-·. . "'· •. 

. • ! '· .• ', ' ' ; . . ~ ' '. •. ·.' • ' •• ' . . . . 
'···. .·? /·.::_,,\:.• : .• 

· .. : .• 

: . ' .. 

• I 
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lnnd forc~s more rapidly, they will increase the effectiveness of the 

land forces. Should our land forces never have to be uccd again, 

the FDLs will never have to be used. Wh.:it we are buying, _however, is 

n1ilitd"J .. ·y .preparedness.· 

It has also been argued that commercial ships co~ld be designed to· 

do these jobs. HoweV'.er·, if commercial ships were equipped for these 

missions and held in readiness for _·quick response. then they would. be 

FDLs, not commercial ships • 

. . The FDL will. µot be used as a point-to-1,oint. cargo vess-el. in 

competition wit_h private shipping; to do so would nullify its ability 

to perform its designed mfssion_. However, there is a definite need for 
i 

sh.ipping to move the cargoes necessary_ to sustain the forces once they 
. 

are deployed .. These job~·-and the carriage ·of DoD's peacetime cargo_es can·· .. • .... '>. 
best be done by the merchant marine._ . 

In the mid-1970s DOD will require up to 460 notional general_.-cargo 

ships (about 250 o·~ the modern c-s·. type freighters) and up to 260 

notional ·(T-2 equivalent) tankers (about 175 tankers of the 25,000·.DWT 
. . . . . .. . 

size) in :a_ddition to .its·own·programmed forces ... -._The
0

-DOD.s.upports.·a 

merchant: mari1:1.~ which .-will make . this . amount of emergency shippi_ng : :, 
: :, . -· ..... 

. , . ;: - . : \. '. ' . . 
.,.! I • "'° 

j •• • ~ • .. • •, I 0 

•,: 
·• •r' 
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. ' • ·. . . 

'' •',. 

•' 
' .. 

... 
• . ,, : . 



• 
• i 

.·•. 

•· 

I ; : I' ~ ' • I • I . ' 

. iI , / ~:. ~ • , L:: ·.:, ( ~1_._;_i, 

CHARGE: The Soviet Union is buryin~ us at sea; its goal is to dominate 

the world's sea lanes. 

ANSWER: 1he Sov.iet Union's merchant·. fleet is not now nor will it 

·, b~·come a th~eat ·to· o~r· commerce or the dominant~· ;force in ·world shipping~·.• •• 

The facts are: 

1. Toe· Size of the Soviet mCt'chant fleet has· mor_e than dou~_led /. 

since 1958, yet today it poss~sses only 4.7% of the total world's // 

merchant .·marine cap.ability. • 
t 

t . • • .. • • MERCHANT FLEETS . OF_ ·THE· WORLD · • • 
• . ••• · OCEANGOING SHIPS OF .1000 GROSS TONS AND OVER • 

• • •.. • .. • ... (as of· December• 31, 1966) • • 
., ,' . . .. 

. : ::.-. .. •·. ·... •. Number of: 
: •• •.·.: ._: :-:,: .'.·.~<-• • Ships. ( ·: 

Tqtal Deadweight Tons -Percent of 
·(in millions) Total by DWT 

:•,' . 

Total World • • ,•,-: I> '17 110•: ,,:," 
'· • ..... ••. : •. • • . ' .:_. ·: ' • 

•j 

,.. 965 \·· 
'. ~ : ,•, U .s. (Privat~) 

' ,. 

· · · ,: . >: 219. 9 . · · •. • 
• I • • . . 

'•' . '.,·, •. 
,'• " 

. --.~oo.c,fo 
• . . • • · ... · .. :.' 6. 811 ·• . 15. q -: .... '· ,. - .. • . • • -,o 

. . .. ' . . 
•• •1• .. 

NA'ID (Except·· u ~·s· ... )· • :·, .. ' / ... · 7,605 : •. :.:. • • · • • .. • 98. o 

Swed~n • •• .• '. , • : •• • I :.:;': ' • • · .• 4113 : : ·• : • · :: .. • ·-:: · 6 .1 · ' · · · 
.. ,· '· .. . ...... 

: · :':.··: 41 6 • 
• 'I • "'· •, 

• ' 2.8 

Japan /, ' < 1,406 ·: ,: . . . . 20.6 
' • ' • t .• • ' • ' • , • • • ' • • • I •• l ~ ~ 

Subtotal;.·._.-~-·-·-:~)--(>" ·_-: :··::· l0,4t9 ,> .. ·.• · .. ' • t39. 7 ·.· ... •. . _'.-.... ;_·.·. 63.5~ 

. ::::a . : , ::-·: ::>:.~_:,· ... ::: /:;:: ::/::: 1, ~:: :ti::; i: . :,: •.• •• . . : -3 ~-:: 0:·: ; •• ·. 0:- •• • , • • •• : l::: 
• •• • • • •• ....... 1.~ ---- • • • ' • --'----- , •• 

• • • '• • I\ ._ • '', • • 

Subtotal.~ •. _, ·-·: .. (· ·; ·2~~00; .<-'· . ._:_. :-:· .. , ... :·.42.4.· . : : . 

USSR . • . _: :· •• ::::;: ~ i,3l13 / ;,_.:::>.: /: 10,3 ' • 

Warsaw. P~ct c·ountries : }':: ::· ·389 ·:/: 3.2 
• • ~ ~ I •, • • • ," :, I j • ~• :> • 

· ... 
Ch_ina. (C._ommtin.i.st) ·.•.• .: .. :~ .• ·:.····~·-· :_· ··.: • ·180.·.·>··::: · 

'• I ' '• 

1.0 
• • . . . • • .. ~ :_. . ........ • .. : . : . • • . . • .. 

• '• :· . . • 40 '.;-:·.> >_ : .. , _·. i? :_· 0.3 .. _ • 
. . . .: • ' • . ·) .. ! • ... '~:. ;. • • • • 

Cuba 

Subtotal .. • • •••• • ••• ·. ·,. 1., 952 ::.:' .• _'\·:' .• •.• .•• ·-:·:··· :: · ... 11~.f} .• •. 
I • • ,•, • 1'• • •, • •, • l,i, • •, • • • 

... ;• 

Other Coun~ries ·:__ . : • • · .. 
...... ' 

2 '749 •. -: . . ·, .. • .23_.o 
... ' 

: ...... . . 
' .. ' 

. . . . 
~ • ! . • ... 

·.· ... • ..... 

. : .. ·.• 

:·-: 

2. •. The· Soviet :fleet iis • :r·ela~ively new; about·. 58i of the 'total 
',' 

0.1 

.• .. .. 
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be.en con~truct:ed in non-Soviet sld.pya1:ds and over 40% in non-Communist 

shipyards. Hence, the USSR is taking advantage of low cost construc­

tion opportunities and in the process is giving substantial business 

'to· the world Is 'shipyards .. 
. . . . 

3. We estimate that the Soviet Union will conUnue 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 e_xpan~ing at about the 
'· 

same rate and the Soviet share·· _of ~~erchant. shipping will ~increase_:· 

to po more than SI.in 1~75.· ...... 

4. Current Soviet mcrchnnt 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 construction or o~ order· today are smaller 

and less efficient for. use 'it1 int~r~ontinental ocean borne foreign .trade . 

than are the sh_ips crf ·the principal·maritime nations.· The average_··size- . 
' . 

. . 

of th~ typical ·ussR freightel· is '45%. smaller than the. average freighter · .. ,· . . . . . ... : . 
. . 

being constructed for the principal -maritime nations;· for dry ~ulk 

' ' carriers. and tankers• the comparable figures are· '46% and 81%. • If' the.' 

Soviet Union's intent is to control. t_he world's ·cornme~c~ by f<?rcing c;>ut. •. 
' . • .. ' •, ·. • •• ·· .. -.•..•• 

• of busi~ess the·· conunercial ·s.hips of ·oth~r n~tio1:1s, it is 'building the· 

most· in~fficien.t :sl1ips f.or ·this·. purp~se.· • 

5. A more. logical s~_t • o.f reaso_ns f~r the. Soviet Union '-s build in~ 

these ships are:: 
• l • ' • . 

.. :- . a ••• Man;1. o~. ~he. USSR' s· ports a_nd ~~~-~·e Qf .. its·. COMECQ~ .1>artner~ • 
. . . . . . . .. . .• ' . .. 

ate -not too 'deep· or ·well equipped. Smaller .a~d less. capita·l· intensi~ •• ·: .• 
': •. 

I' ••• 

ships are more economical f.or this trade. . ,. ........ 
. \ ... 

b .. The USSR is '~xpandin~ it's· coastal· shipping as a substitute· 
·• .. 

for a large network ·:of road~. a·nd rai\roads. . Shipping···may be. more 
.. . :, .•• • 

,. · .. 
••I• 

', . ~ . . 
.. . ', 

'··· 
'•,·, . . .... ·.' . 
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cconomicnl than these other modes for much of ~he domestic traffic, par­

ticularly at this stage of the Soviet Union's economic clevelopmcn·t. 

c. Freighter shipping is used cxt~nsively by the Soviet Union 

i~ • rer; ions to•. fr·anspor t ·timber and miner a ls f r0n1 • S iber.ia; • here ·aga
0

in 

the l)_orts arc relatively· underdeveloped and shallow.· In addition,. since 

the distances to be travelled are short and a larger percentag~ of the 

time is spent in port,· smaller _ships may be more economical than larger 

ones. 

• . Certai.nly this large merchant fleet· ,gives,- the• Soviet Union more .. • • 

self-sufficient mobility. '111e ships could be diverted at any time to 

move military or civilian assistance cargoes to its allies or to'countrics· 

fo w1d.ch, it io' t1·y:i.ne to cotnhUoh o polit:iclll nnd/or military influence. 

However, this pot~ntial use of the Soviet Union's merchant fleet io not a 
: .. ,, -~ 

• 11· threat tO our commerce or to world shipping.. Putting more u. s. flag 

. •. . ~ ships into comniercial service does .not c~Unt~r_· this pOt;ential use _of 

~ the Soviet Union'.s:merc~an:.~t~?• •• •• , >i,·· ··._./· :·:.::::.:.· 

.I 
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• Comp:irntivc Data on USSR Merchant Ships 
and the Worlds Hcrchnnt Ships ct/ 

.. 
·As of December 31, i965 ... Current Fleet 

World 
U.S. Pvt'ly ·owned· 

·_USSR.·· 

Combination Pass/Cargo_··. 
Average 

• .... Gross.: 
tons•. Speed 

Freighter 
Av C:.!:Q.lliL. 

••• · •. DWT · 

Age • . . .. ~ 

-19.'7,.·· .. 8315· 15.8': 15.3 .·: 7787 
13, 7'· •• 15037 · 19, 6 . . 17 .,~ · · 11382 ... .. •, 

I 
... 

: ' • .24., ... ', : • • 5388. • •' .-.: 14 ,·6.·-:-· :7 • 15~ 2" •.:: • : 5888 · :.'• 
• > :· ••• ", ' ' .''' ' ·:;;._,: .:.· :·:•,;• ·'/· :·.:: ·. ', ' ' 

13.L 
15.9 ·;, 

·12:~6 ... . . .. .... ..·. · .. 

••.• ' ' • ·./ ... \- .. 

. : ,. '• 

Average .. • ... ·_.:. ,..-.:· 
DW1' • • :· · ·· 
tons : ·:···speed· . .':.-•• 

,, '·· 
• -- -~· • .. 

1 Tanlccr •• 
•. • •. ·•.• Average 

DWT 

i .• 
. ' ' 

••• ' t 

-:· f :··· 

.. : . 
;, 

,: .,i 
.. • .. ·.• 

,, .... 

w•· 
u., >vt' l.y O\~ncd 

, 9 .9 
20.3 
10.5 

16088 
18333 
5230 

13.0 · 
12.a I 

'11.8· 

fill& 

14.0 
15.5 

2513'• 
21.211 USSR 8.1 14875 

Ne,., Construction Deliveries in 1965: · :· ·. •:/ •.. : ... _.·~ . .-..: 
• I·• ... . ; .. ' 

'! 
;.':,~:ld 

USSR 
·• 

,· 

y Source: 

. . 

·, ·: . 

. . . • 
::;·:•.:. 

Avg· • . Freighter,· Si~e · ·.> :_·(...-~y~ . .' B(ill, ·C~r~i~r ·./ .. ,:. • .• Avg. 1'a11kcr Size· 
in DWT • ·• • · ..•... • • Size in DWT. • . . . : · . · in DWT . .. , . 

. :. {:m. ;: / ~·: ~: .:y,. :\\ • • 3;~:r · ·. ·. · · 
• ;, ,.; .;··>:(· ;. ':··'.. /::.~·:, ,· ,:: . ' ': :: •. ;• '. '. . :;;, .: .• '. ,, 

46,121 • 
46,000' 
23,'•80 

• j ., f •, •• ' •• • ' • • • • ~ • •• • •• • ' • f .• • • . - ' .... , • . .. ' : •;..' ' . . ' ,. ' . ·.. . . : · .. ' :\: •' .. · 
:
11The ·Soviet ~rcha!i~ ~~ine''. ·: U.s .. • Dep'L • ~f C.o~er~e: (MARAD) ::: • ., .: • • • · 

,., , . • ... • • : •.:, •• ;;. ·.: • . ." • •. •.• December· 1967. • ·. :- ·· · .:· :· · -~ • ·· .. ·:. • 
• •, • • o • .:: : ,•) : • \ I •' • t • ~ ,_,,f • ., • f • • • • I ' ,. ' • 
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:·.··.·· ... 
.. . . • . . ·. • .. ·:. . .. . I • • • •. • • • • • 

Vessels (1000 Gross Tons·&.- Over) Under Con.st:ruct.ion :and/or· On Order -as of 30 June i°96(;'..·:_. ____ \::::~:·:<~--~~--.,:·--·~·::--~---·:·-·< ·_· 

~o. 
':'otal DWT 
Avg. DWT • 

. % 0£ World by No. 
% of World by DWT 

Xo. 
:'otal DWT 
Avg. DWT 
:{ of World by No~ 
% of World by DWT 

Xo. 
?otal DWT 
P.vg. DWT 
% c,f ~forld by No. 
% of World, by DWT 

\ 
\ 

.. ., . 

Total World 

r •·• •,• • 

·-1,642. 
T,94-2,000 

:1,621:- __ _ 
100~0;. 
100.oi-

.,._ .... _ · .. • .. 

441".:." 
23., 537-., 000 

• 53;371 
100.0o/. 
100.01. 

.. ··.-:-

. S-ovi~ ~ a/_ 
Bloc·· 

: -: •. -. ·_ .. . . ·-.. - --•-.--.• • ~ . ·-. 

·'":.<_ll4 -.:···.·;. .. 
_ ... _ . 

·-.· ·- ••• 403_- --. > · 
2,169 ,ooo. _ 

~,-382 -: _· :. 
"39.0o/. 
21.01.. ·_:_. : •• 

_·._ .. 7 .• •. 
158,000. -

22,571 -
1.4;.· 
o.si-: 

•. 688;000.·:· 
6,035'._.-

l_l. 0o/. 
-.-9.0i._: - ·.· 

Pr.incipal -}~rit~-- ~r:·:-. 
Nations . 

. _ . -· 

.. ... -:~ • : . • 

·:. ;._: ... . -- : _:-:·-_...._ - .---· - • 
: _- -·_. ·:'·. • • .-

·; .• -· : • ·-.- • • . 
180··.. . 

.13 1 56.4~000 _ .. : - ·: - - -
75.,355. ·_. :.-. ~ _ . 

4o.sx· 
57.61 :-_-· .. :·.·_· _ _, 

£.I 3l;lgaria., .Co;:;;;:1unist China, Czechoslovakia, East Germ~ny ,· Hungary, Poland, Rtm1ania .-

F., viest Germany, Greece, Italy, Japan, N','lthe •• Norway, Sweden,. U.Ko, U.S~A. 



CHARGE: 1'hc cost of supporting an uclequate U .s. merchant fleet is relatively 

.• nodcst; as a nation we can afford to pay it .. 

ANSWER: The cost of subsidizing the U.S. merchant mar.ine'is not small. 

Under ct~rent subs~dy. ·systems. and .programs v;e ~ill ·pay .~~· ta.xpaye;s and 

consumers about $6·.6 billion over the next ten years ·to .support the u.s. 

merchant 1narine. :·However~ . ·only 35-40{ will be. paid in direct subsidies; 

the remainder will be hidden in indirect support and protection programs. 

These hidden subsidies make·it difficult to determine the ·~rue resource· 

c.ost ~9 support ·this .• .industry.·. · • • · • • .... ,.·'. 
. . 

~ . . . . . . 

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 su~sidies .(up· .. ·to $300 million ·annually in construction subsidies· ·,-

alone) and to· broaden. the applic.ation: of tax ex.empt: capital ~eserve .funds 

• (raising the annual tax loss to the Treasury to •$30 million) and to increase 

• the scope. of cargo preferen.ce by requiring that certain pe~centages of com-

mercial cargoes be imported· only on U .s·.• flag shi.ps . 

I • The subsidy is by -no means small •• • Therefore·;: we ~ust- clearly- dete·.~ .. _:.· ... •.·.·· .. ··•.· ... ·1·:·:·:. 

.mine how:.much shipping we ne~d· and the least ~os~ ... way ... t~ subs,idize .~t~ ..... · 
• • . . . . . : .: . . ' • ' . . ' .: •. ·. • '. . . ·- • . •. ,•. . . : . ' •.' ~. 

The ··table below:·ana. the,'·discussi.Pn,: following' i~ .show .!n detail :t~e: : ..... " 
• ' •• ' : ' • • • • I • : • ~ ' • •• • • ~ ~\ • ':' • • • ' • • ' • I .° • 

estimated cos.ts of,:,ea.ch-' type ··of:· subsidy.· s~pport /:.-····= . • ··: •• 
• • : ••• 1 •• . •: .: : . ; .• • ., ,,, • ••• • .• .. ,;. 

I 1,• 'I ' 

I 

'' 

'• ··, ·i. 10-Ycar Subsidy Cost 

Suhs i.cly Programs 

.1. 

' .. ·.· 
• • ••,~' I: < t • ~ • : I • ' :,· .'• •' • I • \ i 

Construction Differential Subsidies .(CDS').' ·:'.:···.i:··,·•·.· :-·· ·._. .,. . $ 715,0 '•'.· •·. ·.:/:. ·,. .. • • . : 
• • r ', I , '1 I' ' ' f I • •' ' ' ' ·' I ' • • 

Op~r~ting Diff~r~ntiai • Subsidies (ODS) ·.:_:'.,•:} _: : •:;• ·/ms:3. • : '.\/. •• _' • C' ••• ·; • 

a, Freighter~· A~d CODlbi~ti(!~ llhipii :::,: . : \:;:- !'· : 1360~-0. ;· :·).< :_, • 

b, . Passeng~/ Shi ~s. < :; / >.\; :i •::_:.:· :_~·)···.·.::·,'.. \' ;: : : :) );:;.-·:,. } : ;;'.: \'/ '. 3 65, 3 •. • • • /- •• • ; • • • . . • • 
\ • • ~ •l: '•, j ~-~ • • • • • • f • ' : • t • • • ' • 

• '. .. !,' ' "t •• 

•• · · • • • (In .$Millions) 

I • 1
0 

:; ... :'• •' / • ~< ,ii f : 

j 1,··· ,·.· .... •• I 
I 



•• Tax Loss to Government on Capital Reserve Funds 100.0 

1098.7 

235.1 

' .. ··,· 

4. Non-Defense Cont of Cargo Prefercpc~ 

5. Def~nsc Cost of Cargo Preference .. :. 
: ·---

6. Required Defense Payments for Passenger Vessel 
Service 

7. Cost co Economy of C~~ot~ge,Laws· 

75.0 

· ... ·: .•• ·: • .' ;, $2'•30. 0 
... • ... f ' ' 

a. Prohibition on For_eign Ship Const~u~tion .. \·:: 'i: ... :/ .. 1280.0 .. 
... ·• . •, 

• •, .t ' ,; 

b. ·Prohibition on Foreign Ship qperations 1150.0 
... • .. , ... • .. ·:.,' 

Government P4ymcnt's for He~ Hh Care .of. ...... ;· • _;-.. 
Merchant ·seamen and 'for Operating. of Mercha~t ,,· -.>:.: / 
Marine Academies . • • .: 

TOTAL Subsidy.Cost ·f(?r-U.S. Private.Fleet $65'79. l 
I 

Constructio~ Differential· Subsj_dies (CDS) 

' . •' 

·,··· 

f • I • 

The government·pays ~he ful~.diffe~ence between U.~. and foreign ship 

construction·costs. • The ten year.CDS shown _here would build.78 ships over 

the next ten years. These ships ·when added to those previously .subsidized· 

·or under subsidized construction-today will produce ·a ~ubsidized _liner· 

fleet· of 227 vessels· (350· n'otio.nal. ships) in the. i~te. 197(>'' s· .. •• ·• _Th~. 

estimated con~truction subsidy per ship is $9 .17 mi.llion. • 
.. 

Operating Differential Subsidies (ODS) 
. .. 

a. Freight.er·s and ·combfnation Pa~senge~/Cargo Shi11s 

For certain ships in foreign trade the government :-pays the 

difference· between U .s. and foreign ship ·operating costs. The estimate: •• 
' . ,;, . 

• • 1'1 

.shown is based on paying ODS f~r-2616-ship-years .a~ an average cost.or .. 

i:··· ·•· .$526,:~:::s::::~Y:~s·:••::_:: .;•X<· ... , .. · .• ; __ ·:. _.-:.·. 

· .. • ih,i:rte~n o~ • ~he· .. fourteen . .':tJ. S .: pas~eng~r ·.ships receive op_erating· 

• 

. .. 

' . • ' '. • • • ' ' I'' •• ' •, ' •• ~ • ' • • . 

subsidies· . .->w~ -~ur~~nt.ly :pay.·o·v~r·:._$5~ ·m~lii.on. ~u~{~y ·.for thes·~·-.· 13 ships.·.· .• • 
,· ,·. ,: ' . .· .. ·, ' ,· • . ' .• ' ·, • • • .·' ' 

I ' ' • ' ' •• • I , ~ • 

'• •• ' ', ' . ' :·: ... ··: . ' . . •. 



.,- ...... 

llo\\'l'\'1.. r, :;ulllc of the;; • :;hiJ)::-: vi.i.J :1 1x· T>}t:_~:;cd out ovi.."!r the: nczt ten yC::a".::0 

• and only six ,-:ill be left in 1"Y'(U. 'l'hc cc"Liri,atc sh01·m is baced on paying 

ODS for 10!1. ship-yc2..rs 

Tax Loss to Gove:·rrnncnt 

nt. 

on 

an 2.ven1,Gc cost 
.) 

Cap:i.tci.l Hc:-,ervc 

of tµ3. 51 million per ship-year. 

Ftmcls 

'l'he 1936 Mercl1a11t Mn.rine Act allows the ship o:perators who rccei vc 

operating differential subsidies to place a portion of their before-tax 

income into either of two t·ax-free reserve funds. These funds are tax 

free as long as they are used to build new ship~; they are tax-deferred if. 

•. •• ... used ·for :othe·r -purposes~ The Trea:s~ Department ha:s estimated that this 
. 

tax law results in an annual loss in_tax revenues .of.about $10 million. 

Non-Defense Cost of Cargo Preference. 

By law at least 5CPJ,·or EOvernment•impelled cargoes must be shipped . . . 

.. • • ··• •. ·on u.s. fl~g ·ve~s·e1s._·:· Thi~. la~ pr~vid~s 'the means for ·subsidizing. inany 

•• U.S. foreign trade operators ·who do ncit rece_ive a direct operating subsidy• 

, This indirect subsidy• derives from . the fact that the rates charged to the 

government are ·enough to cover full U .s. cost_s plus a p_rofi t and t~at- these·. 

rates are higher ~ban. those • the govcrnnient would n·eed ;to. pay •• foreign' flag 

?P~rators to move_· the: same 9argoes .• • (How~ver·, ·the law ·dqe~ not allow. the.·. . .. . . . . .. . . . . . • . ·' . ' . ·. 

government -:to discriminate between those· U~S .. oper.ators r~ceiving a direct 

subsidy arid tho·se • ~iho· do ~ot. Since ·the ope·r_ating· subsidy payments are 

not reduced when these govcrnrnent cargoes are. carried in subsidized ships·, 

the subsidized ope~ators receive a- "d·o'll:bl_e" • _subsidy. when they. carry these ._·_. • .• 

. cargoes~) . In 1964 the Mar.i time Admini.strati9n estim~teQ. . that. th~se .x:~te ... • • . . . ~ . • . . . . . ' ' . 

• premiums fqr· non--D.efe11se Cargo -prefer_:~nce shi,l)Jtlents • totalled $'87 .4 million-•.:~ .. • ._. 
• .·• • ,:' • : • .:• • •. • • • • • • • • • , • ,• ,• I • : ' I •• • • ,• ••• ,' 

$9.2 million· to :t~e.Jiner:.·f'leet and .. $7e.2 m~llion to .the tramp fleet.' The .• • 

projected illcreii.Bi i~ 1.he~·e ~~ata iare \~aed 'on • e.n'. eatilnnted 2~ pe~ ~-~ • • .: • 

•• , -· ·:_:-:(· ::'.~:-~;: ;:::: >\:; ::.· ·: :'l{) •-• · .:. ;;::.::, ::'. : \; •• · · ·· •• ·.-••• • -\} -. i .:· •• 
... . :. . .• ;' '. '' .. •• .. • 

......... ,··;.. '/}:.. ",; 

... 
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:• 

. ,, .. 

• 

' . . 
1: /: \ ,: ; ( .,!: \', i(,:,. 

incTLar.:e in the c.1.rc;oc~ to be cr'.r:c:i cd and an c:::t:i.:rn,xt:.cd 2. 5% J,e:r year 

incr1..-. .:1.;c :i.n the indirect ~ubs:i.dy rate becaur_;e of an incrcard.ne; efficiency 

Defense Cost of Cargo Preference 

Cargo preference laws require t~at 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· ·c typically_ 7 5-8.0% of DOD· cargoes move on· pri va tely-_owned 

U.S. ships). These DOD preference cargoes are another source of support for 

>~-ti1c ~nsub·s idi~ed· ·u. S. ships s inc~ the ra t·~s. DOD' -~ays .-wi.11 ·cover f~ll U; s·. 
costs and provide a profit. Ho~-1cver, the subsidized liners are again 

not excluded from carry_ing· .thes·e. ~a~goes and ,~lgain they receive ·ful_l operating· 

subsidies . evenj when ·carrying full· l~ads of DOD_ cargoes on_· their normal 

sailings.-. DOD cargo revenu~s·are ·a·_··l~rge ·portion o_f .. t~tal ·revenues· for· b~th .. .­

subsidized and unsubs_idized • op~rato~s· as -sho~ • below,_-' .. •.• for· 1964 (before t~~ • .. •• • 

' .. . ' ... 

Freight .Revenues·Received by U.S. Flag Liner-Operators· in CY1964 
• ;·.'. : ... • • ._._-'·.·.· .. ,.(.In Milli.ons· of Dollars).' . 

\· :.;·: i\JY ··. \0: • •, < Four Major .•·. 

• ,·.···;.•· ·· ,·::.:_:-,: :<: :• /·.::.,.: •. • :: • Subsidized .. ··.uns.ubsidized '!.I. Total 

OutboUnd R~ven~:~ ;(T~~an?\·L ;:~-· :;:;;: ·:; > $418. 0 ••• !{_~: $163. 6 • .•. · • ,, $581. 6 

• Commerci;al ••• : • . ....... -· •.:. . ...: · .. · ·'. · · ·i < $199·. 6 ,-:':t • i •. · -~s. 0 • ... • 234. 6 
0o0thDer Gov' t·· •.••.• : / .• '. ·_:.:···. :,.. ,":• •••• ·.·.,·.· .... ·> .. 19198 •. 9s··. ,; ·.: . .>-.\: ··:. ,-•, 

61. 6 
·.•. _:, ::'.· ~:~.-91, 

•. •. ,' ·.. ; ·: i---:' • 6 7. 0. _ 
•, ~: '~ • : : ... _. '4 ' ~• • : • • .' ,•I•.. • I ; •• '• ,••: ',,• I o 

... · .. 
Inbound and Foreign. t~-· Foreign Reve_~~es • •• ,· $225. 8 .• • ,-• .. <_. $ 55. 6 • ••. --:.- $281. 4 

··:·:, 

Commercial 
DOD 
Other Gov't 

.·: ··. 

•' ... 

'. ' . ·., .... ·, 

r ', .':., • ... , ' • 

:_ ": '• :··.: 

199. 2 •,, . , ,. 
19. l ··. . . 

· 7.5 • · .'. ·' ,•. 

. . . ' 

43. 1 • • ·. \ . . : 24 2 ,3 
6.9. 26.0 
5. 6 · •.• _ i •. i3 . 1 . 

... · .. 
y Thes·e. are the· only non-subsidized ·:operators 'for :whom total revenue: data 

was available; ho\;rever, • thE:y did account· for .over '"f<Y/, of the total· . 
goyerrone~t gen~rated·· revenue i'or ·non-subsi_dized operat~rs. -.,: 

·.; 
:, ,":. ·1• • 

' ~ .. :"· .. 
. . :· ···.:. 

,, 

':• .. ••• ....... 
. .. ' . 



Li. : __ • . ·, 

• 
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(.:1) Assume cnch unsubf;iclized vessel requires about $525,000 per year in 

indir':.,¢t oper.1ting ~ub~idics - this is cquivaknt to ODS payments f_or_ the qirec~l? 
... --- . . . 

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) S incc l~8. 5% o{ their government revenues come from DOD, they 

receive about $24 million in indirect subsidies from DOD (assumes 
' .... · •.. . . . , .. 

proportionalit~.). 

(c) But in 1964, subsidized· operators received the same rates as unsubsi­

dized operators. in ~arrying DOD car~oes·; hen~e,· since the subsidized- operat_ors 

receive 63% of DOD revenues and the. u~s-ubsidized operators 37%, the ~otal 
. . 

cost to DOD of these .. in:direct subsidj.es· ··(and overpayments) was $64.8 ·million 

($24 million-t- .37· = $64.8 milli?n). ·:.~ ·>:·· ·. · . 

(d) _The number .. of un•stibsidized • liner ships will probably be reduced 

over the.next 10 years and this.may ~liminat~ part of _the.cause for higher prices 

• ·to DOD for 'cargo ·$_ervic~~~-·~·-·The estima~e ~£ $23i'.·s· 'mi1li~n_.is based on the 
. ,.,· .. 

assumptio~ of reduc.ed ·costs to DOD for-··sealif~ as. tqe ·\¼nsubsidized operators 
. .. . . . 

a~e phased·out. 
. . ·. . . 

Required Passenger Vessel Purchase 

Congress has .required :pcm to _spe!J-d. $7. 5 million ·annually for passenger • • .• -: 
.... -

movements on u.s. ·pas.~enger vessels. Because airlift· ·is -a more efficient ... 
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Ao Forcic;n Ship Construction P-·.cohib:i.tion 

Foreign bu:i.lt ships cvnnot be used to carry domestic U.S. occanbor-t1c 
. . . 

traclc ( coastal, inter-coastal or to offsho:cc states and territories). There-

fore, the ship operators in these trades must use only 'U.S. built ships 

and 11~ust pay f~ll U.S. prices since.·: there is no construction subsidy for 

these shj_ps. Because the more expensive.u.s. built.ships must b~ used, 

the freight rates ~hese operators charge are higher than would be the 

cas_e.'if 'foreign built ships· were allowed to be'· used~·· fues'e higlier. co~·ts·: ·~-­

are passed on· to U.S. shippers in higher freight rates and ultjJnately by 

consumers in higher prices. Currex:itly about 250 to 300·. ships {freighters, 
. . . . • . . . 

dry bulk.carriers.and.tankers) operate in th~se trades. If these opera-

tors could_ buy their . ships at· .world. market ·prices, their· annual capital . . . 

• costs. {amortization .plus inter.est) would be about· $128 miilion less and 

they would pass··these on to the shipper. (assuming ·there' is a compet'itive 

market). This estimate understates the social cost because it neglects 

, .. _.·. 

. , ... 

the fact that if the r~tes could be lowe;ed,. '~~r~; •• c.argo~s • w~uld ·b~ •• ~hi~ped :·:. •. • . 
•• • • • • • I • • • • • 

• -: .. 

because it would· then b.e econon{ical to do ·so.···.: .• • />.' .. -~-·· ..... 
. · . . . . . . .. . . 

B. Foreign Ship Operation Prohibition 

Foreign·. flag ships cm{not be used in the domestic trades· as 

defined above. . Because it costs less to operate for_eign ships, if' these 

trades were op,ened to free ·competition . the· freight· rates would be driven 
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•1~1e l">ubl:Lc Health Service provides free medical care to U.S. merchant 

seamci1; /_n 1966 this program cost $21 million.· • However;· the number • 

of seamen is declining and thi~ cost should decline during the next 10 years. 

Operation of Maritime Academi.cs 

The U.S. governmell:t operates the U.S. Merchant Marine· Academy at Kings Point 

and contributes to the cost of operati~g 5 state ·maritime.academies. 

academ~es.produce the .new·merc~~nt mari~e.offic~rs neede~ by our mercha~~-~r~ne,. 
. .. . . . • : .·. ,. .•· • • • ·. . . . .: . . . :·· . '. . . . : . . . . . . . . .. 

These 

~nual U.S. 
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C:HARCE: Reduced operating c9sts on U.S. ships can only be achieved 

.1t the expense of the seaman, i.e., by cutting his wages . 

ANSWER: About 80% of the annual operating_ subsidy paid for each U.S. 

freir;htcr • ($520,000 per sh tp • per year) mal~es. u·p .the dlf f er·ence he tween 

U.S. and foreign crew costs. Reducing this large ele~ent of the subsidy 

cost. can be accomplished. by reduciltg crew ~izes, .. and not by cutting 

the seaman's standard of· living .. As in. other u.·s.· industries whi~h have 
Ii 

~ubstantial foreign competition, the. higher U.S. standard of livirig can [/ 

.be .~aintained, ~nd. competition. can ~e strong if ~ ·way ,is found. tQ make: • 
1l · 

.the U.S. work for~~ m~~h more product~ ve than. itsJor~ig~ coun~erpart. ~ :·. , 

Unfortunately~- W:~ hav:~ .not be~n·:able to do _'this. • As the tables below· 

show: 

(a) About -73% of the wage costs in U.S. freighters are subsidized. 

•• (b) About 80% :of· the total :operating subsidy· .is paid. to equalize • .. ··' ... 

~· • 

. wage_ costs. 

·(c)· .Subsidy costs· as a percent of s~~sidizable costs have not 

•:. 

• decrea .• se·d .over· the la$t -20 yeqrs·,. evct\ on< the.'·n.ewei:. shi'ps •..•. _ 
. . '. . 

••• r, 
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EST1MA'£F:D OH•:IM.TJNG DH'ii'E(min.'It\L cn.r.GSIDY FOR 
U.S. SU13S1.DIZF:D OPJmf\.'l'ORS 

1965 
(in mill).orisof dollars) 

. . 
.Operating 

Costs . 
Estimated 
·subsidy§/ 

Subsidy as • 
°I, of costrd 

Wages (including fringe bene~i'ts) ._.-··$2L1.J..4 $176 .2. 

~~!~!!~:~e . . .. , .; }/:/ 23-Q, ,- ,': .· 5,3 
Hull and Machinary. •. . .. • ~-°'::·:·•.:· .. ·: . . •• :_ 16 .4 .• •• ' .. ,···.·· 3 .1 
Protection and • ·: .... . ·: ._ i' 28.1 ·:· ·/·.\.: ·< .. 17 .5 

Repairs and Maintenance . . •; · ·. · :··. 42. 9 _., _:. ·. • _.: .-;::_. · 13 .-7 
Subt·otal Subsidized Cost · •: •• • :.:· _: *351 ~8 . _._· .. _.-• $21$:1r . 
Elements . • ·,. •. • . ,· ·• ';/_· · •• •... • '· · • · ·• ·. . 

Other Vessels E1q,ense· i . ... 67 .2-' • •• • '. 0 • .. ·.: 

T~tal Vessel Expense 1=f • • .• • • ·: '. $419.0 ·•: . ·: · · $215 .8 

--73% 
.. 23% 

0 

~ Refers only to "direct operating expenses of vessel; doe·s not in.elude • . .-: . 
port expenses·; cargo handling ·co~ts, capital costs and overhead_. _·: .. · . 

The percentages applied.to obtain subsidy costs are average rat~s 
for the years,: 1955-59, the most recent for which final figures ... • . 

· are available. • •• ••• • • 

OPERATING SUBSIDY COSTS OF FREIGHTER VESSELS 
. .. . ... ·;·. . BY VESSEL TYPE (1965) 

• ::--·.:: -..-_: :· (in millions of. dollars) 

... • • • .-_· ·.:····: .. •. World_. War II Types--·. Post World War··rI Types 
• 1·:.· • c-4 .. . C.-4(new) 

:' ·., ..... • ' . 

... ··, . 

·. ·.-. ·.:·._Victory·<:· C-2 .·•. C-.3 ; Marinef ·-C-'+(new) ... )\utomated· 

' . . ·, 
., ., 

'1 ,. ,. • 

. . . 
••,. l ••• • ,••, 

. ·.• \ . ; .. • 

. ,, • ... · .. 

. ,... . 
,,,•, 

. ·,•',' 
: ... 

·,'· 

' i, . . . , ,', 
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Post World War JI Types 
WW II Types C-3 C-4 C-4 

C-3 • Automated Marincfr. C-4 Au'tomated 

Average Crew Siz·e '46 46 47 42 57 54 42 

Tne price paid. for l~rgc crew s"i~es is not limited to the direct 

wage costs but is also reflected in:. 

(a) Higher· ship construction co·sts, since there is ·a need for ·more 
.. 

• • ·.·accomodations .(additional room, furn.iture, a ·1arge'r gall~y·, larger hotei·· .·.: 

service systems, added life sayi.ng devices etc.). 

(b) ·The indirect wage cos ts. since. la.rger crews need more cooks to 

feed them . . " .• 

(c) Larger fo~d and supply ·costs. 

··.(d) • Larger protective and indeminty insurance. costs. 

(e) Greater :insurance costs for the added accornodations (hull and 
. ·.· ., .... 

machinery insurance) .. •. 

One' detailed .st{idy of the ?-fariner c·ias's '•c~~go shi.p '.sf{owed .that 

. substantial c.ost reduct~.o~s could b~: obtaipe~ .):>Y. aµt_<?Illat.~<m an~ wQr_k. 

retionalization (such· as designing ·ships for less ship~oard maintenance 

and ~ore inpo!t. maintenance ~y special port maintenance crews)~ The 

following table compares alter·native • manning levels with th·e current level 
• ' • ' . • . • • .~::. . . ·:. . • .. . ' . . . ' . ' ' . ' 



) ... 

.• '~ ,· • ... -! J ' :-·. 

----· 

Deck Officers 
Unlicensed Deck Ratings· 

Total Deck Dept 
Ene;ine·Officers 
Ui1J.iccnscd Engine. Ratin'gs •• 

Total Engine Dept.· •• 
St~wards Dept~ . 

TOTAL CREW .' ·· : ••• • 

Est. Annual Savings !.I 
(in thousands $) •• .. • 

Cu.:acnt 
PractiCC:! Al·t I 

7 5 
. 1!1. 10 

21 15 
10 • 6 
12 • .. :.<~ .• 7 • 
22 :/ • . • • . 13 · 
11 ·.,: ;, ,• 8 

• 54 ·.< ,'. .. ¥ ~-36-. 
. ~ . . . . . 

. ; 
BASE.: . $319 • 

,,' •.,•l • 
r 

Alt II Alt III Alt IV --·-
5 5 4 
3 3 3 
8 8 7 
6 5 3 

" . l~ 0 O' 
10 5 3 

__ .5_. __ J_ _3_ 
23 i6 13 

. $l~l~5 $389 $371 
.. , .. · .. 

!..I Net savings after allowing for-~he annualized ~apital_costs of more 
automation. . .,: . . •. . . ' . ~ . . . . . . . •.·. 

Alternative .!:requires no capital expenditures for automation; it is 

merely the resul_t of rationa,lizat~otj. of, shipboard· W(?rk. 

Alternat_ive ·n yields t~e largest savings· today; it provides· for_ 

automated boiler~, mecha~ized·mooring devices and no shipboard maintenance. 

Alternatiye III, which adds complete br_~dge .control, ·a·nd Alternative . 

IV, which provides for COl~puter control .of. ship operations, are riot as 

efficient as ·Alter~ative· II~ · since the· added· ·e:apita_l costs are not offset_.· .•· 

_by large enough reduc.tioi,,.s,.in: operating co~t.s •.. H_ow~ve,;, .Jf the .cost of 
. . . . . . . . . . 

labor continues .:to increase, these.: ~~_tt_er .two .crew. _levels may soon become· • • 
..... ... ' 

-~ the· most economical~ .... (Si.nee. 1965. when .this·· study 'wa~· completed,~ _wage· .... •. 

·costs.on· u.s·. :.'ships have inc.rea,sed by' .QVel:-" 3'0%). 

Up to this •. point only_U.S .. ~4ip crew ~izes have been dis6usscd . 
. . 

However, sin~e· the ._operating subsidy_ is based on. the difference· between·_:< 

. .• 

u. s. and foreign .. operat;ng ·costs· :it is instructive .• to. review what· has· •. ..· • • 
' '. •. . . . 

• been happening • to. the. crew 1;1 izes • on • fore.ign ·shi-ps ~ ,Evetl in Japan ·w~ere . • • • . • 
, • • ., ' f • • • 



• 
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• 

In 1960 a typical Japanese frcichtcr was manned by 52 sca~en 

while the same· class of vessel was operated ·by l.~4 seamen in Denmark, 

42 in Sweden or Norway, 41 in Italy a1:td 40 in France. 
· .. ·•. .. . . . 

In 1961 th_e Japanese ship the KINKASAN MA.RU ·(a 10,000 DWT cargo 

'liner) was built to- operate with a crew of ·4_3; later· familiarzation with 

the automate'd equipme~t_· m,ade. possible a· red'i1c_tion :I>Y 3. Now· the ship is 

.operated with-40 men·.·· In 1962,- a 12,000 DWT. cargo lin~r was built to be 

operated. by ~8. p·erso:ns. _. • ·Example~· ·of· changes in Japa1:lese ship manning 

.... ; • .. 
,.;·, 

,t. ' 

,, .• : .. • ·:· .. ·: 
. • Car go Li~er ( 10, 000 Dw""T) · :·:'. . .' Tanker ( 60; 000 DWT) 
· Non-Automated Automated.• •.•. Non-Automated. Automated • 
._..: · • · 1961 .• · ',. 1965 ,:. 1961 ·1965 

,1 ' •• .. .. . 
· Deck Officers •• • ~ .• .• • 6 '.::·.~ :::..,:. ·:·~·. -:· ... ; i. 5 • • .. .:'.'< \_>. •• 

Unlicensed Deck Ratings. :.: •. 11~-:. :·. • ,.·1·.1 :_ .:. •• 11 • _:.-·: ·-:.:_::: ·: .•. •• • 
T t l D k D t 20 • • . ·~ ~l . I :.::.'.'1:i.,. o a ec ep . • . • .·. . . .. :·.: . •. J.o · ........ ·.. . 

Engine Officers· • • • • : 6 · :.·_:-"· .. •. 4. ">··:·. • ... ·.::·: ·:.-• 

. ' • t,t 

Unlice·nsed· Engine ·Ratings: •. • 12 • .. · .. :.· 'l - • .. ,.··~..::-... 
Tot.al Engine Dept .·. • • • • • .' 'IB • • · ,.. • · • IT ,. 

·stewards Dept· .. • ... • .• ~9-· 6 
• TOTAL CREW:- •. ·,... ··· ·.·47 ... •.· .. • ~. ·:· .•· • 

. • .... 

These crew· reductions on ~oreign ships combined. with the r~lative_ly 
•. f, 

• low cost ·of. foreign °labor. _points ..• ~P. the. peed .for the· u· .. s. to act now 

.. , ',_· . 

'.·, .• .. , ·. , .. 
~ I• .: 

'• ..... : , . 
": :.-:· 

.: _ _.·"' :_· 

,', ., 
/ "• I 

f •• ' 
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FY 
Year 

i958 
1959 
19_60 •• 
1961· 
1962 
1963 
1964 
1965. 
1966 

TOTAL .. 

Ci16RGl~: U.S. merch~nt ship construction prices arc NOT twice as 

high as foreign prices. 

hNSHER: The President of the Shipbuilders Council of America has stated . 

. that_....u·:s. buil~ ships are.· not twice· as expensive as· foreign built ships.· 

Yet, t~e Vice Pre~ident of Matson Navigation Company told the House 

Merchant. Marine .';;ind Fishe_ries Committee that ·Matson could not build the •• 

two. containe~ahips~ i.t 'has on order. at Bethlehem Shipbuilding wi~hout 

construction subs_idy and that·.his company ··could buy these ships fo.r 

' ' less than half .the. u.·s~ 'cost and get faster~ de+;v~ry ~r~in Japanese~ .. 
. ' ' . . :,•. ·.' .. . . • . . ' . 

.. ... . . . 
shipyards. Today Moore~McCormack,-~incs ·is sui~g. the u. s. Go.ver~ent 

. . 

becuase the Maritime Administrat'ion paid a 52% construction ditferential •.·: .-. 

subsidy on some·:£ecently: built·: ship.a;. ~oor~: Mc_Cormack wants a ~5%.· .. ' ,• .. 

,:• I ' ' 

• The· f~llowing. ~ab.l~ shows. the· ~o·nstruction_ ·subs~dies paid b~~een • t' : ' •. 

.,:. 

. ::1,, .··; 

' .. 
• • 't 
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TI1c construction subsidy rate has moved steadily upward (not 

down) since 1958. Under the current construction subsidy system the 

U.S. govcrnn1cnt is today paying 55% of the construction cost of new 

· -~";riva tely-~"tmcd" shil)S. • 

U.S. 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. government's 

share of the cost w6uld ·be lower since t~at share is the difference 
. . 

between ~h~ U. s> and. £01:eign co_n~·~ruction. ~-~s.ts .. .-....... . ... . . .. 

U.S. ship construction prices could-probably be reduced by ·15 to 20. 

percent if designs were standardized and if ship construction contracts 

were based on constr:ucting 10-15 • ships at a time versus 3 to 5 a·s at 

present. The ·larger contracts would enable _shipbuilders t~ take advantage 

of learning ·_curve·_ economics and also to modernize· some of their facilities. 

Such reductions· in the price of ships would lower ·the construction 

subsidies by the full·amount of- the price reductio~s. One way to· 

achieve this resul,t. would be· to pay construction ·subsidies direc't__ly t.o t:h~ • ... 

shipyards thereby motivating them to de~ign, produce·· ·and market· 
. . ' . . ' . . ' ~ . . . ' . 

s·tandardized ships.: ·.A program of this typ~ could reduce the· traditional 

Ame~ican preference (except for-the war years) for-custom.built ·ships.· 

• It may be_ that fore1gn costs are underestimated today, although 
. . . 

many u.s~ ship _owners _who have actively sought. foreign bids for their 

designs do not believe.so, The only way' to really test this proposition 
•. . . ~ ·!• • • • • • • • 

and to· introdJce .more· .competition .·would be ~o • allo~ ·some u. S, flag. shi~s 

to be built ·1n foreign.' yards. • Unti~. this happens,': the arguments of. 

u.s.· shipbuiide~s just_won't· stand.:u~ and the.only hard facts will be • • 

what the u.s.· govcriunent p_ays in. construction subst°dies. 
·. , . 

. ••' 
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CI-U\HGE: 'l'he plan to separate ship construction aJ.~d ship operating subsidies 

docs ·not mn.k<::: sense. We must bn:i.ld in U.S. shipyards all the ships that 

arc ~o be registered under the U.S. flag . 
• ---

n ANSWER: In no other country in the world are the fortun·e_s of the ship ~ ~, \ 
\\ construction and ship operating·industries so closely tied together as they 

1 
U are in the U.S.· .. Some foreign countries provide operating subsidy support ~ 

for their active fleets. . Some foreign countries provide construction su~.­

sidies to their shipyards (whether or.not the ship is sold to a citizen or 
. '' 

to another fore.igner for· ~cgistry. ii< anothe~· -~-o~try·) •••• Other countries 

provide capital subsidies to shipo~m~rs·. (whether or not he purchases a .. · . 

·• 

• 

. ' 

ship in a domestic or ~oreign yard .. · .The U.S.; howeve~, will pey- operating·· 
. . 

subsidies only on u.·s .• constructed :vessels •. • The U.S. will not permit a 

U.S. flag but foreign _built .ship :to ~ork in its· domestic coastal tr.ade. 

The U.S. cloes not pay construction subsidies to U.S. shipyards for vesscJ.s 

they might be able to sell.abroad. 

shows; for ·two -re.cent year.s·, the ·.pict~e of world me·rchant ship building--
.... 

the ·countries. in ·which. t~e ·_ships wet~· J)uilt· ·and; the inten4ed countries .of • 

· registry. _ ...... 
•. .. ·· .. 
l • 1 •, • ',' 

•. ::-"'.· 

, ••. '' .. 
: .. • 

• • c' 

• ~ j • •• 
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WORLD Dl~LIVERI_ES. OF NE'W MERCI-iAN'r VESSELS IN 1965 AND 1966 
(TonnaGC in 'fhousands) 

Total 

Japan 

United Kingdom 

. Sweden 
•' 

COUNTRY IN WHICH BUILT 
.. : 

1965 
• ... No. °fe. 

Ships DWT by DWT 

6o6 162221 100.afo 

7 ,361~ • • 4~.4~. 

1,603 .• ~- 9~9 , .. _: 

·1,987. 12.2 
··•••.· 

1966 
· No. 

'Ships DWT 

• 706-.· 122416 

.• 243 ·9,556 

• 58 1,397 
,'·:: 

39 .·.;t,751 

"/o 
by DWT. 

9.0 

. W •. Ge-rmany 

Norway 

France 

·,:, •• ',• '··, .. ·43. • .. ·•·1~239._:./ .··.·7.6 :.· ···~--6q·:~.-.· .. ·_l,5t6•.> .:~, 1-.a· • .. ·.:-• • • 

Italy 

Denmark 

Netherlands 

! I' • • • •, '• , • • • • •, ~ • I ' •• .' • ' :• • • ••: • • • , ,• / ,;• J . ..-~ 

· :_,_::/.(::::30 .. • •••.. 101>.··· ·4.4. < :.> 32 __ , .. 607 •• .: • :. 3.1 

: • ·•· ;• :: •• 19 • :· i 696:?> 4_:3 : ·::: \.· .• 14 ·:: •. :._ •• 445 .. , .. 2.3 

•.•:·' 
,· 18 

. , . ' 
13 

-.... ·, •• 1. '·,. 

: • .. 16.'· . 356 ... 

.. ·. •. 

••. •. ,:1 

246 ''. .-': 1 5. _·::-:. ,:"'/ 13 · \>_ 
. ·.'· . . . ' ,:~ .• ',.. • . •. . . • . .. 

:, . ':. : . 

. " 

·:"• .: ·-.;-13 . ·• : • 152 ·.>,. · 1 .0 .. 9 ·• ·'. 

748 : . ... '•: 

'1. ' •• ,•·,· 

722 .. ),. • 3. 7 

·197 

382 
.. • .. : .•: • , •• .• 

.·All Other c'o~tr:1.~Q; .• •• _ •• 134.... _:1,61i:···.-·.· 9.9 
'· -

'• .. '• .. · 

• .. • I 

:_193 •• · :2 09f· • i.->·10 ·a .• • 
• ' . . •.. . . • 
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REGIS'l'RY FOR WHICH BUIJD.' 

No·. Ships , DWT 
o/o By 

DWT No. Ships 
. . 

Total ·606 .···.:: .. • :16 2221 •• 100.0o/o.. · • 701 

Liberia ·• '· · .·74 ··.: .3,407 . .' • ... ; 21.Ctf/· . 62 
•,• •, 

' ' 

Norway . .' :. ·., ·.• .) \ ·, .. 86 .-•.:.-.. 3,203,._. · · · 19. 7: · .. : .:.·· '. 80·. 
:, . . . '' "', 

1966 
% By 

DWl' DWT . • .. 

19,416 100.0~ 

2,99Ji • 15.4% 

3,233 16.7% 

Japan .:··.74 >'..:· .. ~,516·:.· ... : .. 15.5 _· •.. • ··.~··i·,-.,:..· 120 4,288. 22.lo/o • 

: 
: 

United Kingdo~ /·: ··:---.··(: .. ··: 76. ·.:· .• :·{·,913 .. ·• .•• 1L8 .: :_; •. \·> ·:,:-·· 54 1,419 7.3% 

•• USSR° • •· ' :·:.:/:' j :._ : 65 (:·:· .: :r 929 , : : • ; 5: 7 ~: t\<.:\io : > y()27 , ' :; • 5 • ~- • 

Sweden . ·:·;_. · .:·:· .. . 18 :·,_-:..:. , : 457_. :· . . 2.8 . • .. , .· ... ·. 23 .: ..... 745 .. • 3.8~ 

w'. Germany ••• /)/·:: ::: 21 o::<' i 440 ,·,::.2.7'·:_; t'·.N/A :· N/A •• : • N/A 

France ,::-._: •• . .-·.: ~ .. ••. ·: 9 :. :.·· • 346 ~·· ··,. 2.1 : · 16 . . 1~22 2.~ 
. °' + • ,, 

Denmark ' '\ : r •. 19 , ' : · 319 . : ·. • 2, 0 , _ , • \:· , 23 • •. • , 589 3 • ~ 

• ::::d Statea· .-i:; \}:_:: :: :\/:,'.;''. . :: '.• .'. :::.< • • ::/ : : •• • • :: •· ::: 

.... · 
Netherlands . · .:.:: .. · • · : 1 :· :• 171 . l. l · > ... :· ·.• 12 · • 5~8. 2. 7"/,-

All Other Countries :. 129 
. .. . 

153 3,4~6 

• · Japan i·s. the· domh1ant ril~rchant ··ship· build.er. (account'ing for· 45·-50°f oi •. • •• •• 
' ·. •. ·. .. . . '. 

total world. deliveries) • but about 6Cf1/o of her construction is. ·for export. ·._-_-_· 

Noriray, ·which has· the. third large~t merchant fleet in· the· world· constructs 

in her own shi py,a~ds less than . 2Cf/o of •• the tonnage she .. adds to her fleet. • . • • •• • 

_' Each year· 15-2()% o·f .:the worid' s. new·: ship. construction is. being. registered.·· •••••• 
I • '• • • \ ' ' ', ., . 

. . •, ' . . . . . . .... 
• in .Liberia (almost·: ~xclusively by large. corporat:fons. beying th~ ·n~w ·large .•. · .'~. 
. . • . . . .• . • . . . . . . . . . . . ' • : . • . . . • . .: : ··:.. . · ..•. • . '. 

dry bulk carrier$. and· t~ers), yet .not· a single one·' of 'those ·ships: bas .• ·.< ·.1,: ·.·.' 

• • • • ' ' " ' ·:, • •, ' • • I •, • ••.: .•• l • 

been built in Liberia .. :The USS~ which has· been. registering about:,.~ ot .... ·: · ' ... 

the world '.s i1e~ ~onh~e; ha~ be en bllilding on]¥ 3~ o~ . ~he increnien~ tci •. ' : • 
. . , . . . . . . . :.-· • \,:· . · .• ::',·. :./((·. :'.· :.···:_:: .. : .:<; ... • : .. : . ..._:. i., ::· <.. . : . · .. :.· .. ;·: •.. 

its fleet :i.n :;.:ts ·.own ~hipyards •. • ,-.:. •.:. , .. • :·:--=· ;, : ... :. ... • • ·-: ,· .... :: ... .-. • .: . '\. . .... 

. >. ' , < ,'. >. ... .\\. •'. •.• .. ·: • ' /'>; ,, . ... • .. 
lo ' ' t ,••••I • ·• 't t ,: t 



1'oday's law do not prevent U.S. c:Lt.i~crn., f:co;n buying forei~n 

• built ships; rather the laws effectively prevent these ships from 

. being reg:i.ste_red :i.n the U .s. merchant fleet. ~n fact, since World 

War II, U .s. comp·anies. and their for.eigi:i affiliates have purchased 

1,115 oceangoing ships totalling 35 .niillion deadweight tons in fore!i{:,rn 

shipyards. This is more -~hap ··.t~~c~ ~h~:,:~o~age i~~-th·e:·p~iv~tely"".owned 
. •· ... ~- ,. 

u.s. flag fleet today.· • .. •. '.·· •• • 
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CHARGE: Without government construction subsidies to build merchant 

ships in U.S. shipyards, tens of thousands of jobs in the U.S. ship­

building ·and repair_· industry woulcl vanish. 

ANSW!~R: Four 1,ercent of U.S. • shipy~rd workers are engaged in building 

new ~ccnn going merchant ships. In no sense is the lrcalth of the 

industry dependent on, merchant ship·construction. 

Approxima·tcly 60-66% of thc.,value of work done by private ship­

building_ and ·repa_ir .fix:ms is for the U.S •. Navy, -a~ .. -the follo~ing ~able 
. ·' •. .. . ·. 

·_. VALUE ·oF WORK DONE DY PRIVA'l1E FIRMS IN: TI-I~ I 
• ·: .. CONS'l'RUCTION OF NEW SELF-PROPELLED SHIPS~ 

• • ·::··. (in millions-~·of dollars)· ... • .. ~ 
• ,: ' • •••,I 

. •.',:· ·•·. . ,• 

,·· . . . . . . , . ·: . 
. . '\ .. ' .: ' 

: :.· . .... 
: ' . • , , ~ , 'I : 

\ ,1 ~ • I 

·, ... 

:\ ... • '. •. Military·'.;_::_"-Non-Mili t~ry _·. Military ... 
Calendar Year • 1: • Total._-:_:-;::_: •. • Ships· .. :, .. • Ships···. • •• ::··.··as 1, of Total_:·: , • •. • .. • _·: 

',,• \ ,i .·' ••... •• .... ' ,·,·. _•, .. 
• .. : '· .· ... 1963. · .•• <_:-.· ,$ 925 • :_. ·$~2 $243 

. 280 

. . ' , : ' .... 
•. •·: ·:. ,;.~: 

1964 ._. .... • .-.: ·:·to19 i_: •. · . 739 
,· ,: 

, , I ... 
1965 . . ·. .. • ·1018 : 741 •. 277 .. 73"/o' 

·::•VALUE oF ,REPAm woRK noNE B~ PRlv~i'E F~·; 
. ~ . : . . . 

. . . . ·, 

.. . _:·_,·. • ·,(in ~illio.ns._'of:dollars) 
., ..... .. •. -· .... •.•,A•: 0 . . ·. 

·.···'.<-.:-. •• /·.<:\Milita.ry··.·,.·.··:·:No:q-Milit~ry .... : Military. .. .... 
Calendar Year..-::.·_/ ?otal_._.." .. :.i:>._' Ships-- •• .-. • Ships .-• •• :· as .. fo·of Total: .. ·: .. ,. 

_ 1963 : : :- • :i ;499 ;:> • $222:·,,I : _:> ~2~7 >:::: : :.- :_ 44i _ .. , 

.· 1964 • • ., ,. • "·. 535 .. -. .. · 205 • .. :· .'.'.' · · 330· · . ,·... . .. . 3&/o 
• • '• I ~. f • • o O • • .. : . : ~-. ~. ·: . 
1965 . ·, • -': 71i. · · 377 •• • _: ·: .... · 335 • 

\.,.' . ,. . 
•,.; . . .. 

• •,•: • I ' '.'.. :° ,: " • •' • • • ♦ •••• '!•: :t ·••• • .• ; • 

·: ,.!/ Does i:iot represent dolla.r ~~lume of ·sa."ies of 'the 
0

firms'. .'.::: •. • 
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These figures overstate the <lepcndcncc of the industry on pur.ely 

merchant marine work. This is shown by looking at employment data . 

. \ About 11.0, 000 production workers were employe~ in private shi11'Jards 
~ 

•· as of the end of ·1966; •
0

they were distribut_ed ·throu'ghout th~· sh'ipy~_rd 

A. 

B. 

facilities as io l lo;s: ·. !.I • 

Facilities 

Private Yards (able to • • 
cons't:r;uct. ves.scls li75 ft.· . • . · 
a11d above in length)' . . .• : • 22: . •.· . 

Private Yard. ( able to • 
construct vessels between 
300-li 75 ft . ) 

. . ·, .. 
• ••:' 

,.'',· 
·'. .. •. 

5 .. • 

C. Private Repair Yards 
(no new construct_i.on) .... 52. 

-· 

. , .. 
Percent of 

··Production .• · Total Produc­
•. ~Torkers: · · • : .• • •. tion Workers 

' ''. 

'·. "•• 

11,200 • .... 

.23,800 21.6'1, 

· .. •.• 

· • 79 .. . . . .11~,400· ,, 100·.0'~· ·. • 
• .. ··.•.· 

. . . 

• ·':} About ~5 ,ooo ad~i tional ~orkers a.re employed: in .pri ;ately~ovmed . 
. boatyards... . ; • . · 

New ocean-going merchant vesse~s can be built in the 22 facilities . .. . . 

in Group A •.. H~wevcr, over the_ last: ten years~·. only· 11 have parti~ipated 

in the subsidy cons'~ru~t:ioll 'progr~~,. ·and ·-on_ly f_ive. ar-e working ·.on ~ubsidized 

. contracts •. Ae. of Dec~mber 1966 the'. producticm' WQrkers 'in t}:lese .:t2. yar~s. 
• • • ; e • ,, ,.:.•I'' •, ,''.I••'• •,•,.,I• ! • • • •' 

were employed. ·on the following projects: • _- : . ···:,.:: ·'· ... ·' -_:<,: •. · 
• • • I•,• ._ • : •'',: •,•••, ' : •• o 
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HWDUCi'lOl'i HOJ:U-C::m; TH 22 YARDS 
ABLE TO CONSi1HUCT LARGE V.SSSEL() (1~75 1''V:E'l' J\T'fD. A'f!>OV-i~ -~!·I _LEI1:G'i'H) 

Projects 
Navy--

New Const/Conversion 
• . ~,cr1::1.ir • 
MAHl\D 

New Const 
Conversion/Repair 

Oth~r Private Ship Work 
New Const • . • 
Conver s ion/Repa_ir·:· 

Non-Ship Work 
TOTAL 

Rrnploymcn t. in 'I.1housanc1s 
---53,Iffo 

·r--·---~--3d > lOO 
15 ;oo"cf·· ... 

: .... 7 ·300:·'·· 
.... _!._, ___ _ 

7,300 · 
.. 0. . j ,· 

12l.l_00 • . 
5,900. • 

: . . 6,hoo . 
• · 2,700 
·75,400 

!" ,· 

As of December 31, 1966; 43·. • o~~·a~-going mci-~ha~{ ships were ~~cier· •. 

construction; of these, '•l··were being built under the MARAD subsidy program. 

Thus, the cons true t ion of large mc·rchant ships employed about 7,300 

production workers out of a total of 110,4.00 in private shipyards (or 7%) ...... • 

. ,·,: 
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CHAi~C,g: A ::;mall mcrch.·1nt mnrinc progr.:im will throw hundreds of 

thousands out of work and onto the pnblic welfare roles. 

f>­
r. ANSW!m: Technological change and mo<lern.ization will reduce the need q i 

I_\ • •• ,•i)r •. 
• i 

. , .. 

. \• 
i! for U.S. merchant seamen. No realistically achievable expansion in 

ii ;1 the merchant marine can even hold constant the number of jobs in this 
I u 

.. '', ' 

indu.s try. The application of automation which can be temporarily.· 

retarded but not prevented will greatly reduce shipboard employment. 

However, these changes do not.have to cause personal hardships~ 

Because tli~ u~s. seagoing. labor fo~ce "is old~·- re~:i:'udti~ns in th~ ·1abor 

force can be undertaken now without ·throwing t·oday I s workers out 

of jobs. ·Rather changes can be accomodated rapidly through attrition~ 

Age and attrition· data· developed in· the Shipboard Manpower study . 

done. by the Maritime Transport~ti_on Resea.rch Board in· 1962-63 are display~d 

below. According to these estimates·about.50o/. of the active seagoing 

lab.or force will be reduced through attrition by the early 1970 1s. ·: •I• 
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COMMERCIAL SEAGOING WORK FORCE OF 'l'IIE U.S. KERCIIAN'l' Ivi.ARINE !::} 

• ·Total Active 
Labor li'orce 

l)crccnt of 
Seamen Ent.ering 
Work Force 

Since-Jan 1953 

Estj.matcd Year that Y 
1963 Work Force Will 

Job· Cat.ee;or;f........-

Deck Officer 

Engine Officer 

Radio Officer 

Staff Officer 

Unlic~nsed Deck 
Ratings 

Average Ar,c 
(1962-63) · As ·of 1963· • 

11,472 

13;, 

9 

6 .•· 

. ·.• 

Be Reduced. by 5Co/o 
Throueh Attrition 

1970 

1972 

19'{0 

1970·· 

.,•t' 

• (a) Skilled 1972_· 

197~.-

., . 

(b) Unskilled 

Unlicensed Engine 
Ratings 

•

Skilled • 

Unskilled 

(a) Skilled 

(b) Unskilled 

Total Unlicensed. 

To~~l Active Labor. Force ·_100, 7o8 

I I•, 

Includes Great· Lakes· shippins. . _ . . . . . 
The total active· unlicensed· J:.abor fo.rce is 78,370 and is fewer 't,han·· the sum:.:. 
of the fi~urcs given· in ·the. table .b~qause of .s~amen who. worked in ~~veral .. . :· 
different ~ate~o·_~i~s' -dur'ing th~· .. yea/'.,in which·. the •.. s~ud.y. ·was • made. • : '· ' ·._ •. '. .. : .• ; 

. 

Attrition projectio:ris))a~e.d --~n ·t.rend_:_observe_d·_.during the· period_.1959~1963.·. 

• . . _:: ' '. j::: /::;{;,(,:,:_}(L<. '):•:·: ·' :?}"~ :~ ':,,:_~i:.:.'. ~ ::i\ ·: _,,::::,,,::· : ·:\: i: .)}_:;. _:' i: .• ;. : . 
• .• ~." • ' •: • .'.:. • ·: ', ~ • ' I • •. ' ,' . ,' ,.• :: ,, .. • •: .'. ',. • • ' • • • 

••• ' . . . 

':. ; <'.-: :.;.:i·.-/J::,>' ,., ., ..... ,. • . '; .' '" .. ,.,,; 
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• 
Evei1 if the number of ships (nbout 1000) is held constant (and 

this is unlikely because new ships are so much more productive), 

the use of automation will reduce the total nu1_11ber _of seagoing jol?s. . . .. . . .... 

by about 31,000.· 

The largest reductions will be in the unliccnscd·categories. 

The table below shows an estimate of the changes· in. jobs and relates . . 
'' 

these to changes in the work force. 

----··----
•. ·.: • : 1962 - • 1963 .-· • • · · ·After· :Autoniation •. •• • • · · • • · •• 

: • Jobs and Estimated Work Force.·· Jobs and Estimated Work Force p_/ 
· • : .. Aboard Privately Operated Ships . : Aboard. .Private]¥ Operated Ships . .. .·• • 

\ ; . ' . ' ' . 
'· • . .-· Jobs ··: > • ·.:.-: _: Work Force:/ ·.-··_·.':-. • •. Jobs : · ::·:. • ·. •. Work Force • ·' • 

• '·- ·,·. •.·: ----- ~-~ • --- . :. •. ----- .... ·.,. 

.... 

., • .... 

Deck Of'f'icers :·~. • • <· /- .. i5.;899·-'. :. > ·_:_.->.-·: ·_·.-·9;021. >\_.:::_:.:' ·:</::.: _5,500_.·._·::..-..::. :_··.·.•_.<·.: 8,415· · 

Engine Officers •• : •: 6~512 } ,·:./•·;: 10,766 • ·:, ·,.: i • 6,600. > '·: .:·•·· io,890 

R,a>fficers .• • .··: .>1,251::·. '.' ::· 1,774 • • ':(/\ :·1,251.· ... •. •, ... '.1,774 

st1fllP'omcers 582 ·.\·/\>· 830 . /. 582 • /' • 830 -< _: 
1 ·:. . ••• 

',:• 

Unlicensed Deck Dept. • _. :-14, 783·:·\ • . .-:·.· ~ (/::·i. 2~,588 ., .-. .. - ., J·,300 -·._':'::.-• .. '. 5,280 . _·_·=·.'·-\ _ .... 

Unlicensed Engine Dept. 13,10?· :-'•·:_.-• .. :·19~852:·_: ... \.:i:~: ·.:'.< _ .. ·.4~·4oo0:-..>~.·-·~--··:.·· •. ~ • '6~688. :_ .<·_·:·::._ 
. . . . . , . . . . 

Steward's Dept. 16,319: • . 25,080, : ... 
5,500. 

·•• . ·•, ... , .. . .. 
•' 

Total 
. ' 

'. 

58,4~ 90,~11- 27,133 42,292 

!f . Includes about· l, 100 :oceangoing· ·ships· o.f' _-.1-·, 000 gro's s .. • ton·s-· or more. and 
excludes 9-r~at, Lakes· ·ships. ·.. •• ·;, .. • .•. . . • 
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Althour;h a 23-25 man cr0w i.s used to show the effect that automation 

can, and eventually will, bring, it is much more likely that crew sizes 

will be reduced in steps (not ~brubtly). Crew sizes of 23-25 will. 

probably not be· prevelant ~n the U.S. fleet until the late. 1970 1 s or 

early ~980' s; however, ship designs· .being discussed today could be crewed 

with as few as 15 seamen. 

We will probably experience a per.iod where larger,· more productive . 

ships replace current ones (but not_ on a one-for-one basis; in fact, the 
.... 

number of ships .in the world '
0

s merchant fleet has declined over the past 

few years even. though trade has be~m increasing)· and crew sizes are 

reduced gradually. These actions, together with the ageing/attrition 

process will ~_re_ven~. hard~hips. ~~r the seamen in the· 'industry • 
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CHARGE: • The Merchant Narine .\ct of 1936 states that we should carry 

a substantial portion of our foreign trade; today we carry 7%, it should 

be 30%. 
. . 

ANSWER: U.S. ·nag ~hi1)s carry only_ 6-7% (by weight) of its commerciai, 

oceanborne foreign trade; yet, U.S. flag ships carry ~ver 20% of the 

value of that tr~de.· The reason foi this _apparent inconsistency is that 

the U.S. carries a substantial portion of the high value liner trade which 
. ' . 

· i. accounts for only 12-13% of the tonnage but for 70% of the value. u.s . 

. '·.flag ships· carr/·very little of the low value d'ry···ana: ·1:iquid'•.bulk cargoes. 
' t ., • '• • • - '<•' • • • ,: • I •• • ~ ·• • 

'' ''·: ·,: ..... ·, .. 

:·, ' 
' ... 

u.s.· FLAG PARTICIPATION IN THE 
.• OCEANBORNE FOREIGN .T~E : •.• 

. . .'1 •.. ,, 
• ·: .. ·:-:.:::-~·-Weight . · Value • •. i Carried in U.S. Flag Ships . 

•• • •.•• : .·:·>·<····.(mfllions or··.·. (bilJ.ions ·of /' by weight · ·by value .... • 
Year :· .::·· .. ·."<:::_;:<:·:7.ong.tons) • __ :·. -~~-~l~rs) •. • • ,· : ____ • ... • 

•' '•· ,· .. :.- ·, . . ·. ' :: ,-.: ..... : • . \ 

1965: 
: ·t,:..·. . . ··, • ·.·,· .... · ,;_· ...... ,. _:.-. • .• ...... _.: 

.··:-••,1' '•': • • 
• • • • • • 0 I:,•, •· .. •••'• • ', • •" : • ... ,,••, • •·:., • 

:::::iner 1 ; t './\ _· l:::: :· ::iC: ::·:·It::. '..'. . ·:: '. · :>;-;. :

2

: :: • ·'.. '._ : :::" _: ·: 

2

: :7 ·••; : >': : •••. : • 
• : , • ··.'. ~ ', • ,·, • ..... i " ' 1 

,· • \ .. , •• " ~ ' • • _:. ~- 1', • • • 

1 

••• -~ • 

Tanker. • . . :·.:\ .... 128. 4 •. ,.::-·. <)--'.:, -~ ·,. , 3. 2. -: •. _. !·;_ • . ·/··_;:-_<· .... :_:-::·_-..: 6.1 ·_.:._ -~ .:. · :_ .t .: •. · 9 .1. · .. 
'"• • • t ·,I:•• •' • •• ' • •~:~.• •: .' '•• : •\ ••' • • ' •: •• \ • : ' • • .': , • • ' • • : \ • •, ' ; • • • • • ,• • • • • .. • ' : • 

1966

T:o· tal_- '. ·: ,:::::·;-/?4~.•~•·t:// :•\N2.2.:'.i: •.::;.'.''..<:):}:"!-· :· __ •· ..• • <21.6i . 
~ . ' ' • •• ' .· ) '•,: -~: •• : . :: .... -: • ': .• • • • !·,, ~ \ .•• ,• . • . • ' ' 

. •.i•. :::· . -

· :::::iner<:,· :.:',}···;··••.;,: :2: :: :•\:)/) · :$~: :: ·:· \·•--•·: :: '.,'.·i~ •: ~
2

• 5i __ ••• • ·_ •• ·· :' ·• : '.~o 
04

~ •· · • 
... ''\ ... ' : ·: .. 

Tanker ~ : _ ... ~.:-.. :.·_._. ...... 147 .o . ·" :· · .. · _-:..· ··3.4 · • •; • :·; : :·_/·. :· 

Total • • ··-i·::_/·). --~4:.o::•::.·::/: :•$36.1 ::::~••·•.;;._.,•:_>••?·~-- .• :····•-· ::?:' 
1967.: •• ·,'.·::--'>->::_'.:: .,:·.·.>i: .. :-:_-···:·: •• _):. . ·•, .............. • • ., •. :.,·>·•.:· 

Liner .·: · • • • • 50:2· / )·_: $25.4 ·},. i::, :':; 21.5i-: • • ·• '. .· 29, 71, 

Non-Liner . . 185.11 . '_ :· 8.4 • ·::'. •, .·:· .• • 2.9 : 4.5 
, •• '. :• ' . i·, \, ' ! . ',·· 

~ankc.r ... •··· ..... 15.1.-2_\ ·.-·. /_.:;\·_:.: .... _:,._'3.i :-. _'._~ • :_.. ·.:_-_:.l•:. 3.5 
•, • • ',ti •. ' • ,r •'',' ' •• •,• • '• 

. Total •• • ••·• • • ·:·.':. 386.~.7: :·/· .. :-:.:''.._::,. ...... _ .. _$:37~·o 5 .6~ : • . .:-
.. :· 

•• I\ . ' 

' .... 

... ·. 
.· . 

. . ; 
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• 
Liner operator~ arc the common carriers of occanbornc trade. This 

is a scheduled operation over defined routes. 'The cargoes they carry consist 

n1ostly of manufactured and scmi-fuanu·factur~d- goods. Non-liner operators 
. 

tsll into two catcg6ries: 
. . . 

(1) The unscheduleq operators who pick up 

full shipload cargoes when and whe\-e they are available and (2) ·the 

dedicated operators who carry the ·cargoes ·for a_ single shipper. _This 

latter category_· includes those ship operators who have long ~erm charters 

with one shipper _o_r the· proprietary, self-.om1ed· fleets of the shippers 

•• :· thctnselves. Non~liner cargoes consist mainly of··wheat, ··gra'iri; ·coal~ ••• : • • 

iron ore, ba~xite, phosphate rock, timber, scrap metal etc.; these are 

commonly known_ as dry bu_lk cargoes. • Tanker operators also fall ·into the·· 

same ·two categories as the non-liner op~r~tors. However, they c·arry 

liquid bulk cargoes,.mo~tly crude oil. ·This trade is heavily imbalanced 

·. and the imp~rti_ng of _crude oil pr~do~inates •. • Less than 12% .(by- weight) 

. . 
of our ·total commercial oceanborrie foreign .trade tanker cargoes ar~ 

export cargoes .. 

These dry. and liquid bulk· cargoes· ·havc/·ac6o~n.ted for· mo.st. of the· 

growth in. _worl~ an~ ~U.~.'. trade;· _estimates.· o~ _ _-_fu;u:r .. ~. ~ra~~- sho~ t~e . 
. , ' . ... . .. 

gr_owth -rat~ of. the bulk cargoes • for exceeding that, ·of • the· liner: ·cargoes •. 

. ' 

• .- , : • :· .-U ~ S. OCEAN BORNE. FORlUGN TRADE 
• •• • •• . (in. million~-- _·of long tons) 

•.• :· .'.": ·::---:-_. . • ' . ' ~·. : ... : . • . • . 
'.. . ... , ' . . 

• ·/. , . .. ~ . \<.: .. ~ • :Projecte.4. • . 
. ·.·. '._.'.•-.:·-- · · .... _ . _·.1, Growth ··Projec~ed·_.· "/o Growth 

•• :··.::--:•:•·,',. 1950. :'.··. 1967 ''_>, 1950-67 ··.,.. 1980· ·_1967-80 

' ?: ;:;,_35.{, /: 59.2 ;:-)-; 4:,i :, . (::·_ 6_j _'.->'.:;: :2·~: :_ :- ; • : >. '.·.' 

Non-Liner -:·.·.· ·', -·: ·.:· 31.3. • ... : 185.4 • .. • _ _-,.:.· 492 ; _: . .- .,.·:•· 300~ _.:-:, .•• ··.·: .·- 62·. ,.-. ·: ·:: -·>··. · ·. · · 

Tanker. ' >-? i :'.,: 51.1\ ~5L2 .: ::::: ~96 ' : i ~ :' 200 ; __ \::; ;: : ~-32 :.· _ :-' • • -· • 

Liner 

Total·· .- ·:.~ . .-·ll7.5 •• ·.-386.7 ... :_····22g/o :_··· .·_: 563 · ·:·· ,: · · .. -46$·.:·· 
1 

, :• .' 1 '.: • ' , \ : • + I ', ,, I ,, , f • • 

1 

, 

·, •... : . ; ·. . . .... '.· ... . . ... ·-. . .. ... ... . .. ... . ~·,. : ~ ·" .: . ·: 
•' • • •, 5 , ... ~ ' •·,:. I • ,, 

•, •\1", •• ··, . : . . . ,:.· 
• ,I I• . ' ., 
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• 

• 

. ,·· .. e: 

It has been suggested that thq U.S. should subsidize a larger U.S. 

fleet in order ·to capture a larger portion of its occanborne foreign 

trade. In addition to the question whether the benefits of undertaking . . . 
tliis plan are worth the added subsidy· costs, there are the questions· 

of feasi.bility,·· ·_impact on American··owned foreign ·flag·ships, an~ _potential 

retaliation by·. foreign opera.tors and governments and the attendant 

political :·cost's •. ; •• To see ·what· might .happen· o_ne must. look at who .carries ·. . . . 

our trade tod~y_;'·t~is: is._shown i~ ~he following table··based on 19,63 _data. 
',, 

. . .. . • .. ·.· . 

MAJOR "CARRIERS 'OF u. s. I OCEANBORNE' FOREIGN TRADE '' ·: 
·. ::.\ • :, ·''.:_,.;("I, of ·trade carried by w~ight). •.. . . ... . . . , ••' ' .. "·· '.".,:· .: • ' . 

' . u.s. .· .. · .... 

',.· · ... 
Norway 

Japan 

j -:;_ 

W. Germany 

_U.K. 

Netherlands 

Sweden 

Denmark • 

\ .• .:· ' 

... :·' 

'• ' 

. ·.··; ••.. ' 

. ' . :. 

·. . : •. L¥1e.~. -._.' General C~go .. •. : .. 
. . 

. '·· .. 

Imports· ~: .. _Exports . ,', 

. . ' ... 

• 6.4 

6.7. 

6.~-:: ,·: 
·, .. ·. 

. . 
' .. 6.1 

3~1- • 

'' . 

,. '·· 

. ," .: 

• ,• •• '1, 

\ l2 1 .. •. 
',· i. ~ ·: ' 

: -,' 5.'8 

5.3 ",', 

3.8 

. ........ . 

.-•• ,• I 

.. ' 

_.· .. : .... . '.' .· . •• .• ··: ... 
: \ . 

I,·,, 

Total· 

.-29.~ •. · ... • .• 

•• 12.8. 
. . • .. •• .. : 

. • :p .• 3 . 

6.o 

6.o • •.• 

', 5.7 

·4.7 

2.8 

23c.5 

• 100.~ . • . .. ·' 

• J .•.: ·.' • • 

'· ' ... 
· .. ;_· .. • 

.• .. ,'. ·._:.· .. · ... •. •. ':.· .• J. : •• 

.... \, •' .. , ... \. 
'.. . " J, •, 

IO•• 

• o' • I 

.·· ...... ·: . 
·:• .. •• ','.' . 

. •. '_,:• .. ,· 

• ·.!.r ·.: 

• , .. " . ·,. :· ~:.-~ .•. : ,·, 

.·.·1 '. 

. ,,• 

--~-~-~----· ..:...· ___ __:,.,i_~....'.:....;_....:..:._.::._~··. (' :: 
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• 
. .. . • . . . 

u .s. 

Liberia 
(EUSC) 

Norway 

Greece 

U.K. 

Italy· 

. 

All Others 

U.S.· 

Liberia .. •• 
(EUSC).·. 

Norway 

Panama 
(EUSC) 

U.K. 
'. 

All Others 

Non-L:i.ncr Dry· }',u11~ 

? CCJJ¼ .J. " 6 ~'" ) • -/0 

3J.l 11~.8 
(25.6). • (3.6) 

18.8 • 15.8 
. '. 

6.l~ :.·· • .•· 13.7 
,., 

• ' 

9.1 
•' 6.l~ 

3. 7 .• _..... . •. • 8. 7 
·-~·. •• • ; • .. •t . .·, . ', •• '. • w • :·. '. 

23.0 .. :-.:' •. •. • :. ·~. • 34.4 

· .. • 

•. ··.• .•.. , . 

I t ',•·••: .••: 

' ... • ·::. ·,_1•:· • .,_• • '• •• 

. •' .... 

Tanker_ - Liqui~ Bulk • 
I ., •. • 

: •.. 
·•,:: .. ,, ., ·•···-:::-'.·:·• 

... _. :·?: :'. :'•:./.:' ~ ·:·,:. 
.. 

• ol ',' ·, '_: • 
2.311· ... ' ... •, 

. '. 

lil.9. :.··. •• · .. -:· .: · 18.9 
(26. 7) > .•. '. ... (8.6) 

. . 

17.1 

10:5 

7.6 

6.5 

29.4 

. • 100._CPJ, 

·. ·.'.. • . 

4.,4i • 

39.3 
•. ( 21~. 7) 

00 I , .. I ' 

' .. 17 .8 :':::, 31.l . '. 19.2 
. . . . . ·.· . ': ~ ' .· .. . . • • ' 

• I ; o : ,I • o ,• o Or ~ • •, . •, . •, .. ... . ,.::--
·•.• I ••• ••• ·,• ·,• 

.. . ,•,: 

.. , .. 
' . 

•, .. • ~ . . '1 .'. '. :· .•• 

'· ....... · 
. • .. · ,' ... 

. '. 
,:,• 

13.1 • • . 
(8.4)' • 

7.4 .. \-~ ··.·, .: 
. ... . . . •, ,. 

4.2 
! 

' ... ,• • 17. 5 • · .. ·. ' : •.. ... .1 . 21. 2 

... ·. 

_17.9 

; 100._Cl1',·· .. ·':·· •. :· :·.'\ ~-:·_ ::~.-{oq.~ ·_·:.: :-._ •.• 
. . . . .. . . . . . . . .. 

.·.,: ·:-· 
.. . ... • ·.· ; ... -· .... '• 

From these data ·we can· see that: . . . . . . 

·;i. • .. u. S. f~ag .. ships .do· carry: a. ·substantial po~t'ion ·of our liner trade, 

more ·than twice ·that carried by any· .. ~ther nation.· ~e supply of liner·.·· 

shipping is well di~tributed with no single foreign country having. a dominant _'. 

position.. There. is· a ~efinite. balance i~ _th~~-.~ra~e .. wit~ e~ch ... co.tmtry· 
' •, • ' ' :· '. ' ' 

. ' ' ' '• ' ' . . . 
carrying about the same· percentage imJ>ort~. 11s exports.· .·From _·the first- table· • . 

. . . . 
(on page 1) we. know .·that the u •. s. ships· carry the •higher value cargoes in 

• • ' ' •' I 

-----
__ ,_...,. I--..-...- --~• • ~ 



5.-- _ _..., ___ ...... -· ··-
• • • •· •· ,• I • • ••• •• 

Li/:)• i: \:_~) -~; \ .. ; \\ •• t·_-·/\\:i ·\<.;-: ·\/) 
Thus, any n ttcmpt to incrc:nsc the U.S. flag share by weight would mean 

carrying less valuable cargo. Si11cc there is a direct relatio~ship between 

value and freight ratcD, the additional cargo that we may carry by a 

• l~~rger fleet will not be _as profi.table. It should also be note_d ~hat 
,..,.-· ' .· 

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,S. government.to subsidize its operators to 

increase their share of this trade could.trigger a. collective response by 

• foreign ~perators. 
. . .. .. ·, •. 

2. Norwegian ships carry ·between 13 and 19% o-f. our trade·· .. (by 

weight) in all three trade categori.es .. •. Norway depends heavily on the 

revenues it receives from merchant shipping; it~ net foreign exchange 

earnings from shipping pays for about_ one-third of Norway's imports, 

and over 90% of its· merchant fleet ·is engag_ed in trade betwe.en foreign 

countries .. In.1962.Norway~s gr_oss nationat:product was $5.9 bill~on 

and its shipping earnings acco0:nted ·for _·10% of its GNP. In 1963 • 

Norway's imports were $LB billion, its exports. $1.1 billion~: .. _~ithout • . .. . • 

.. the earnings· i~. can .. rnake .. by. fr~~ly_ selling shipping service·s·, • _its· standard 

• of living could. be appreciably:<reduce_d. Hence, :sinee Norway. i:s so ~dependent 
.. . ' . . ~ . . 

on shipping.revenues.and s'ince these·are primarily· earn~d in carrying· 
•. 

·.• . 

• tra.de .betwe~n foreign_· ~~untri~s,:: we· woulcf •• expe_ct Norway to be_ .greatly 

effected by an ·attempt .by :the -~.s._ government. to subsidize U.S. competition~ 

We should therefore expect ret~_liation either i-11: tenns of price warfare 

... (which could. hurt ~ur. ope.ra,to~i:~~re b~cause oi the'!r weaker pos~t.iol)) or ' 
••• : .:· ..• ' '... .'.,i, ...•. ::_·.;.;-; . •. ·._: .', .... •.· .• :, •.. :.: . ·./ .. ~· .... ·-~· ...... • . '. ·:: .. , ··'.··· • ~ • . ," ·_: ... ·.' • '.. .... • •. •• 

·:in t~m•. ~o~. a· . .-.d~~ruption·-~1n··-our\·~10se polit~(:al --~iea • .. (Nor~ay · be_lC:'ngs: to .• • 

; __ ••. -. • ••. --.<·-.:•·.·.' ... _: ·.·--· ....... : • . .:'·_:: .-_ _-:-.. _;.,._•<c,::·.· .. =._.:-•• 
.. ,.. . .. • • :: :: :·· ... : _.. . . : . '.... . . ' ; ' .·.' .... ··.'. • ·_.,. ' • ·i' . • ...... 

I '' •>-: •' • • • .•' •••:•/•• ••, ,,'• ,_·:,· •.•;,,•.-,•• • •• • • •, • 
•• ~ 0 > I t • 0 • 0 0 • 

.,•· ' '•' ., .. ·' .• 



• 
3. In t·hc tanker tr.-i<lc, U.S. owned ships under foreign registry 

are very large ca~riers of ou! trade. Ships in the Effective U.S. 

;1 Controlied fleet moved over 35% of our tanker imports. In total, it I. \ \ 
1 i 
11 
{ 

,l 

i 
is citimatcd-'tha-t ·u.s .. owned· fore~.gn· flag· ships ·under' all resistr.ic·s 

carried over 55% of our petroleum _imports. Thus,. in .attempting· to 

. increase the U. S_. fiag share. of. ~_?is market, we· would be competing 

I 
l 

largely with lJ,S, • ·owned, companies. Also _these. tanker movements are primarily 

for-the account of U.S. oil.companies who in turn·own most of the U.S • 

. .. ow:n~d. foreign tan:l~ers. • • What would be the adva1,t~ge p~ u!lder.~.~k;i.ng ~ . l~~~er • 

U. s. flag participation. policy?.· •• It would merely divert U. s. resources· 
I 

from the jobs in which they_ '}ire ._more ef~icient to jobs in which . they· 

are less efficient. 

4. Again· in the non~lincr dry bulk trades, -µ.s. owned ships in the·· . n 

•• 'J 

EUSC fleet carry-. over 25% of our_·· imports·. 
. ' 

.We do ·_not have an estimate of what 

the total u.:s. owned foreign flag_ f~eet ·carries. Most of the bulk cargo •.• .. 

., ... 

. : f 

imports are· r·aw· material_s nee~ed QY U.S.· industry .. For example,·._of t:11e • • 

total 61.~ m~llion l'ong tons _o{ dry bul_k" imp,o:ct;~·-in 19&3,. 39.;7 .milliop 

• long tons· or. 65%. were iro·n ore ·and bauxite·. These cargo movements have 
•, ...... . 

•• to be :sch~d~ied to 'fit .:i~to the s~elting and other refining proces·ses; 

• • .•. i hence·, .. there ~s · a_ need __ to tightly ·co_ntrol the shipping whie~ perform these 

movements. The ·U.S. companies_ f~~ whose __ account • th_ese movements. are 

. : . , made control· this_ sh~pping. by ci_th~,r own_ing:·. -~_under· foreign flag)_·.-or. long- ..•• 
... . , . . ' . . 

, . :· 
'. . . . ~ 

. term chartering the required ships_ •. •. 
. '• ~ . ' ' .... ·••' 

' ·: 

. ,• 

The 'dry ·.b_ul~. exp~rts consfst' primar:Uy ··of. coa~ .(~21.). ~nd ag~ic~l~u,;~i .•••. 
. . . . ' • ' . ·, : • , • • • . .,·.. :. . . ' ' ~ . . . • • . • • . . . . • . . : . . .'' ,• . 

products· such: as wheat/· 'corri·/ soybeans,·.-.e.tc: (4_11.)'°~· ··_'.;·we 'may be·: aple ~o _::-·::-,: : 

-increase •·~he •u~s•:; f'iig s~~-re of thi/dry bulk, eltport• trade~ ··~)1t ·:iglli~ • / ·• 
• • ", • ,'' •. :• I ',,·, • :••, :, • _',, ,.., .... ,: .. • • • • • ,' "', .•• •. • • • • ,'· ,• ,, , ... :· : 

for what pu~~~se?:'.\":• .. :: .. ;·::<.'.:'•: _; -': ,.:•:/{:.'/• •-•·· ·:.;: .. • ·'.:: • 
•• .. :· . ,, ', .. •: ... 

'•,·,;,.': .. , _ _.·.-:.'. :•.' •.::-_'.·.•·,• ~ ,.'.\,.·:,.:_·\.:: . .:..- ·\·/:··.~ ··.··•.··· .. :_'.·' ·:' '•. ,; •.••. 
• I • , .. •, t • o, t • ! ••,. ', '• • I ~ ,r • t I •, / • • ' I •., •,• '• ~• t' • I I I •.-·. • • '• 

:, 
1 I .\ 1 , , , ~ 1 0 

' t ' ,1 , I,\, • o 

. '. 
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l. I 

• CHARGE: Without a large U.S. flag merchant marine our trade will be 

crippled and freight rates will soar. 

ANSWER: • It is importar:t to note that .t:his ·.char:~e _is yocal~y~e. b~ 
~=~ ---.. ____ ___.:._......--- - . 

U.S. shipowners and mariti.me labor, ·not by.u.s. shippers. Why don't 
~•-.;::;=.:._ ·•-------r ....... ~ ,..;:;__. [·.a.» ·-=:trlfl ,,,,,,,...,... --~ •:. s $ 

·shippers complain?· 
,<;::::--

In the non-liner (princ.ipally dry bulk) and tanker portions of our 

·ocean~orne trade (which together account for 87i of the trade by weight 
. . 

: • ··: ... and 3Cf1/o by value)· ··_most of" the cargb~s·_. move· in ·sli:i:plo~d-. lots·. Charter~-· : ... 

ing full -ships is the ·,principal·. ~ay ~o procure shipping. and much o~· the· .. ··-. .'.._ ... 

chartering. is done. on a ··1ong ter~- _basis. •. The world long-term chart~.r 

. market is yery_ compet_itive because large c·orporations which need- to: 

move ~hese bulk, ·_.raw material commodi tie~ can the~s~lves build their. -.· • , ••. 
. . . ,., .. · 

ships and operate them and thereby _check· any gouging practices ...• i.•· .. •·. ·.·-::,.:· •.• • 
. • • •. •• • .•• - • ·. • ::.•1:·:· .:< ... • .. · 

However, in. the liner trade (1J% by weight and 70'/o by value)· .:: •• • •• .. • • • • •.. 
. .. . . -

cargo is moved .in_ le~s than shiploacl·· lots- on· c~mmon carr~er ships ·wllich 

sail on regular schedules • b.etween. spe
0

cified ports .•• ·Rates and in some ' 

~un_cs the typco o.n~l f'_rcq~ency of sc~yi9c E).~~ dctc~mtncd .by ~-ccally 

. sanctioned international shipping conferences in which-U.S. and foreign 

liner operators.- are· ·members .. It· is argued. that if we ·do not posse$S a· . 
larg_e U .s. liner· fleet ( today our· liner fleet carries over .. 2CP/o of 

this cargo) to serve our "essen:ti~l -~rade" routes, then: 

.·: . 

l.. F.reight rates set. by ·the ·int_ernational shipping conferen~es. • • .. •• • 

Vill. discriminate. against u .. s ~ shipp~;s ·because there'- ~ill be i
0

nad.~quate ...... ~ • 

representation· of ·.u .s· .. intel'.'ests .. in">t~ese conference. rate s·etting meetings.·; .• 
: . . . . . . •· . . . • . . ' .. · .· 

' 2. 

. ·:., .... 
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. : . 

3 ... TI1cre will be inadequate service to smaller U.S. and overseas 

ports. 

4. Costly interruptions in service will occur when foreign flag 

Tine~s decide to ·switch from ·one route to another.· 

In fact, because of the way we now administer our subsidy laws, 

U.S. liner service is the least jlexible· lirier service. 
. .. : . :, 

1. Today t~~re·~re 34 essential trade routes, ii Service on each 

is controlled by at least two conferences (one for outbound traffic 
.. 

· ·-~n~·one for inbou.nd)".: ·1n 19"64, 96% of the total·liner t:onna·g·e (e·xc1uciing: 

military cargof-but ·: in~i~ding a·ll·:.other • governm~nt_. impell_ed carg~) . 

mov~d over these ~outes~. also, ·98.6% of the carg~ iarried by u.s~ 

. subsidized _oper~_tors moved over these ·routes. 

2. ·nie • U •. s ~ • subsidized .liners, who • carry the large~ t share· of our· 

commercia~ liner cargoes~- are s~~erely· constrained in .serving t.hese 

routes.· ~o~ example, to receive operating subsidy, a U.S. liner operator 

must make a specified number of sailings over the routes assigned to him;· 
' . . 

these are specified 'in terms of' a· .• min'imum and ma~imum number. of .. annual 

sailings. When a subsidized u.s·. liner· oper.ator ·wants to. _chai:ig~i his .ro~tes . . ·. ,·· . 

_or frequency· o~ service, a detailed administrative hearing must. ta~e ·· -

place,". often··_t'aking ·_se_veral year~~- This· ·restricts,_competition among U.S. 

air.-flag carriers and it reduces. their ability·to compete with foreigners." 

3. Usually· the specific port"s· to be served on the routes· are •. 

deter~incd by_ tpe U.S. operato~_s and are_ b~~eq on the ·prof,itab_iiity of.····· 
.. ~ . 

cargo flowing·throug~· them; We_._find t_hat _t~e smal~er'·U.S.' ports··are· .',:'_ .. • • 
I • • • • '• • • :· a ; 

. . 
' •' • I • 

.·. 

, .. 
•. 
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prcc1,..1;,dnanlly scrvic.ccl by forcir,n fL1;:, cnrricn...:. Lc:-:s than ·1.5% 
', i 
1· 

of the voy.:1~cs under.taken by U.S. subs:i.cli2c<l operators touch ports \1 

}_] \\ 
not served by foreign flag lines. Moreover, on only three of the 34 ~ 

1·. 

· .. ··u. . . . . . ' 

cisscntial ~rad~ routci has a U.S. operator in{fiatetl th~ service. 

Foreign flag operators have no governmental restraints on competition 

and can and do proyide service whcrc·there is an economic demand for 

such service. 

4. No· single foreign.country carries more than 13% of our liner 

• ca-rgoes·. .There i:sa reasonably compctit'iv~, well distributed source 

of s~ipping service~, and foreign fl~g· operators, who are free to 

switch from one tra·de route· to ·another) can be more effective checks ·on 

the rc~training practices_of shipping conferences than subsid~zed U~S. 

operators. 

5. By. restrict.'ing· ·competition a~ong u."s.· subsidized carriers;.· 

(only eight o'f ·_30 major :routes 1/ ·are.· serv~d by more ·than one subsidized 

operator),· the· trade route system severely._ restrains the extent to which ... 

U.S. subsidized- operators compete for-· u . .-s. Governmen·t. cargoes, which·· 

are reserved for U.S. -opera.tors. by. <>l:J.r -~argo preferen~~ laws. Because 

of the rigidity_ (operators··.can ~ot f_~_eely chan.ge·_ro~tes), .the sy_stem 
. . . 

·acts. as ;a device.:-."whereby-a· large ·porti_on of :U •. S. government· liner·: c~rgoes 

is parcelled _out ·among the subsidized ·'lines, i.e., e~ch _operato·r. is .· 

virtually guaranteed the government business on his route. Only the •••• 

ynsubsidized U.S~ liner operators· .• (who are.at· _a···d.ecid~4. dis~dvc;it:ltage 
• • • • ; • • ♦ f • • I • • ~ ' • •, • ' • t • ' f •·, • • • ' I • ,· ' • t 

• because 'they,,fo.not: ·rece.ive operating_"°·or c~~struct:f:on: subsidies) ·cari ch-t?c~ • 
' ,, •• ·: ·:,···. •. 

the natural monopoly tendency to boo~·t price·s :on these cargoes because:·:·. 

· .. '•' 
'' ,•• 

-1-,--If_r_o_u_t_e_s_S;.· 7,.· :--a,.·.and·. 9. (alf·~er.ving -th,e_ U.K. _and· ·conti.ncnt 'fr~;ffl·. • ... • :_.:,_ .. ·.: 
u. S.· North-.-Atlant.ic '.·.coastal· ·r·e•g:ipn)· are:· combined,·:. there are .011ly ·' • . .- ; .. ,. ·_. • 

30 rout~a•}/;:"\:: ·.,:/_-.({'_:/·.;_:;;Y< ,··•:\:f '.;::,·t: •. •:·· • -•·::., .:·· .·.• _. 
0

\·~·-_ •• 

• • .... -: '. ·. :· '· , • : ' . : .:.:_:: ' . ' .. ·.:. • . . •. . '. • .. ,.. ,, : . .' 
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they .1 lone c.:in move fro111 trade to lrttclc unhintl~rccl. l'rior to Lhe 

introduction of competitive bidding for DOD car[_;occ (exclusively 

rcscrvc(l for U.S. flag ships) all U.S. lin~r operators (sub­

sidized and .unsubsidized) who carried DOD cargoes were joined into 

two conferences (one for the Atlantic/Gulf and one for the Pacifii port 

regions) which negotiated rates with MSTS. Cargoes were ·apportioned,_ 

in proportion to.· the frequency of service that each: carrier provided 

over the· trade. roufos. dm;_ing .the previous 3 months. The same 

·ra~es w~re 'p
0

aid ··to unsubsidizei'a'nd···s·~bsi:dlzed:·6per~t?rS 'alike_. 

TI1e subsidized op~rators continued to _re~eive op~ra_~ing. su~sidy. eve~ if· 

.. ••• \ they we~e 

0

100%'. loaded with DoD cargo,• eVen though the subsidy was designed 

. · 'f to help him compete. with the lower·.: cost foreign liner operators who: 'are· . .-• • ~ 

•

• • • ~i not allowed to carrYDoD cargoes, Since the. x-ates paid were _enough to .• · • \ 

. ¥1 cover the full ___ u.s., _ccists 'of the i:.nsubsidiz_ed operator!! and provide them i 
!I . . t . . . i a profit' this • pra~t ice amotin teci to. ~ Udoub le subS idy II for the. subsidized..... l-

oper a tors. Further, it gave 'the incentive to subsidized o_ perato_ rs to con--,· .• : -JI 
j centrate more on DoD cllrgoes than O~.·t~e commerci~; c~~goes and he~ce to . -·· ,,' , • 

···•· 
. . 

year 1_964 over·. 23% • .. of. the outbou~d: _f_re.ight .. revenues earned by U. s. sub-
... • 

. sidizci liners.· c~m:~ from DoD cargoe·s·; _appro~ima~~ly._:50% .of their outbound 

• revenued came ·from·· all Ge>vernment ·impelled ·cargoes. For ~he four largest. 
·. ·, . .. . .. . 

,· .. 
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110h'Cvcr, the qucs i.: ion r(•rnci in:-:;, 11Ace U.S. shippers being served 

adequately at competitive rates (as competitive as the conference 

system will permit)?" In the absencc_of specific complaints from 

U.S. shippers, the answer can only be surmised. 1here arc indicntions, 

however, that the absence of a large national flag mC:!rchant marine 

wili not crippl~ a country's trad~,. lcnst· of all the U.S. trade. 

f 1. Since foreign trade is much more important (as a % of GNP) to 
\. 

the ccomonics of the countries with whom we trade, since shipping services 

•, arc ·aiso more im1iortant to these ec~nomies {as ·a % •Of 'GNP) and since 'the' 

supply of· liner·. shipping services is well distributed among cot1:ntries, 

there is virtually no risk that foreign. shipping would be withdrawn from 

U.S. trade to ~he ·extent of d_isrupt .. ing the flow of U.S. oceanborne. commerce. 

·2. There is· no evidence that countries, such as Australia, which 

are completely dependen.t on foreig~·· ... s}:lippi.ng .pay higher· ocean· freight .. .' . -·' ./ .
1 

: 

. • • . . • .. _,._-: :. ·. 

rates th~n cou~tr_ies:carrying.thei~- own trade··or are•:_unable to obtain·: .·.-:·· ..... 
. ·.. .... •. -, 

'• ' 

. adequate shipp_ing in time of international crises. . •'. 

Cu,,,..,,-t:r11 . . . : . ~. . .. 
In' fact, 'Joseph -Gttfta-ft'j' President' of the'·Na

0

tional ,Maritime Uni_on, 

confirmed this view when in t~stimony. bef9rE: .~he ~8~h ... Co_n,gres~ he.'• ~ai.d;. 

"The· se~men' ~ ·strike· today\>~ American· flag ships _:(doe·s not) in ·a~y way 
. . . . . . . . 

inj~re "the 'wei-fare ·of· the.':icoui1try because. most' of· the shippers 'ot .. ·:this.· 
•• ' • 1 • • •,· 

. •' .. : •. ' 
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we musl today move on to nuclear power. It will restore strength to 

thc·u.s. merchant marine. 

A~;:,R: s·trengthening • the. merchant;;;;o:::;:n increasing its overall 

economic profitability either by reducing total costs and/or broadening· 

•• its markets by. introducing new services. . l-~owever,. to many of the 

advocates of.the use of nuclear power for merchant ships, strengthening 

the merchant marine means increasing the profit_s of the private 

operators -by having t_he government· pick up ·a·· larg·er· share of their·· 

costs. For example, one prominent.· shipping executi~e states we should -. 

turn to nuclear p_ower. be·ca~se···it ca·n cut fue_l c~sts· by ·501. •. But left unsaid 
.... ·. :,· 

.are the_. f ac.ts that: . • .. 

• (a) Today the c~~t of ofl fuel is unsubsidized; Thus any ~rogr~m 

which cuts these costs cuts the ·costs of the private operator • 

these cost reductions do not come· free. ··Rather they must be l>ought· _. .;_:_._ ··.-. 

through inves~ments in research.and·development and through paying 

the higher capital ·costs· of the 1:l~clear_ power p1ant~ 

.·,., 
· ... • .... 

(b)· Private operators ·would like to have th.e government pick up .: _. .-
. "' .. • ... ·•,' 

all these extra __ ._cost_s.···· ~ propos~d piece of legislation wo~ld_: (1) 

·. pr~vide govei;.runei1t fu.ncls ··for. the·· ~_esea·rch and development work (2) 

use government funds ·to pay the .full· cost differ·ence· between nuclear 

·and conventional.power plants - this in addition to the normal 55% 

•·• • ~onstruction subsidy ·(3) reduce the cost of._nucle~r~Ju~l. cores to the ... • .. 

'. '• 

• 
cu·riously ·enough,. these· advocates _of nuclear power have no·t even· . . . . 

proposed that. the ~overruncn~- ~n;-·share _in 'its benef~ts:.· The 
. ' 
' .. 

.• 
,• \ 0 ' JI 

.. \•', 



• 

. • :·· 

l ~ ,• • , • 

~: , ' . ' . 

• 

i 

' t!t : .. · ,. · ... ~ ·,. '.. : ..... ,t,: 
•• :· J 

,, ' .. ' 

;~ i • ·.:: 4 ,.· .. : ... _; 

(which m0rclwnt nwrinc enthusiasts like to cite af; .:m cxarni)lc of how 

the nir industry gets its 11slwre") have at least worked out a formula 

wherchy the government could get its· money back, admittedly at a low 

formula. 

It is true that the potential owners of nuclear ships will put 

up some money and take some risk; but how much? Their share of the 

capital costs will be limited to l•5% of the construction price (not 

.. c~~n.ting th~ .capi~~l c_ost of. the nucl.ear steam ge~era.t.ing syst~m, which· .. 

the government will pay for in full).. 'I;hey will finance this share by 

either .(a) using tax.free funds from their·capital reserve account~ or 

.(b) obtaining bank financing. through mortgages· insured under Title.XI 
. • . . . •' • . . ., ' . . ' . . .·•. 

of the 1936 Merchant Marine Act,; so that _'if •. the pr(?gram· flops, the· 

government paya off thll eritii.-e mortgiige.-' Thus, how mu~h private ~o~ey . . , • •. 

is actually being r'iskedr in eff~c·t,· less than 4% of the total -:. • .. :. ij • 
investment cost of the nuclear ··sh~p .• This means that· ·for· a nuclear 

_1 • • • ..,. 

pow.ered merchant • ship cos ting $35 :·mil li~~~ .the~ amount- of -private ... capital··.,. ._·, . 

• being investe.d at risk ·will be .. $1. 33 1ni~lio.n--. • • No·t a bad _risk if .'the 
. . ·. .. ••' ...... . 

benefits do·n·• t have. to·· b~ shared ·wi't:h the•·· creditors .. 

L~aving···a'~ide tthe vested inte;re$1:S. for·· the .moment, is thc-,:e_ any 

reason to v.iew. n~cle;:lr propulsion-: ·for mercha~t ships. as a· worthwhile • •• • 

investment of this nation·• s resources (assuming an ~onest and fair·· 
. ,. ,• ·' . 

sharing. of costs between the governn1ent and private indu~~ry could 
. . . .• . • ·. • • • ', •. :· ' .. • :·. . . .. :. ::: . " ... • \ .- • . . . .... ··.,·.~.. . . 

"" be worked out)?.· • ·_._-.::.::·/ .' .... ' •• • ,,. . . . , . , . ·.':/.'.•: 

.• .. •· 
,i: . ', 

.. ·: 
I I I ' .. . .. . ' ,. 

; . .. . ·. · .• ~:.: 
. . 

(1) • The capital. ~ost per· ~n.it ·o~. p~wcr ·output. f~lls as .totai'·-power :-. : 

otitput; incre~s~~- ·: The,' table' beio~ shows ~his •.offe~t: : . • .. • • ·): ' • . . . . 
.:: ·,', ._.:· .... • : .. ~:·.-, ... ;>.>·.'.,.: .. -:>.<••:•.':..'.·;·:.,.•.·, .. :.,-.:'.·· ..... ;:'·•.•·.·.' ··.• .. ~.;.· .• 

, • 0 8 I • t, 0 1 ~ I I I , 0 , t I : • 

,' .• • .. • ..... ' . '· :: ,;• . '' 



• Power Output Lcveln Cost (in Millions of Dollars) £1 $/Unit of Power Outpu 

. . 
20,000 ·shaft Horsepow·er (SHP) 

75,000 SHP 

$5.9 

8.0 

11.0 

$295/SIIP 

$105/SIIP 

$ 79/SllP 

·Al A completely erec~ed and ·tested rea __ c.t_or system which· is capable· of_ :supplying 

·steam· ~t spec:Lfied .. ··conditions and in· sufficien~ qu~~titi~s: Does not 

include the power· .conversion· system ·(i.e., the closed-cycle steam turbine· .. 
'• ' 

I."''''. l 

I o ~ : I • ,' l 

~. ,•' t 

. •, .· . . , . • . . . ' . '. . ...... . 
: -. : : 

11 Does· not·include the cost of· the nuclear core.· 
'•. '' , <· ,. ,, . '.' 

. •. sJ Average cost for. a- buy ,.of· 1~ wliere ·the c::ost of the 12th unit is about •. • 

82% of the cost 9f the 1st unit. Bas·ed on· January· 1966 pricing estimates •. • 

.: .. 

:.:.::-• nuclear 'fuel cost ·is ·very- sinsitive to the utiiization·rate •• and ·to the ·-interest: 
., . . .. . . . • . ·:. 

. . . ··. .. ·. '• ; •,. . . : '•·, ... • •.•.. 
.... ,.... ... • ~ 1' . . .• 

•' charges •. ·'!he. tabl~···beiow ,shows ,this effect: 
,· ,:·.. • .... ; ,. '" .... -- ··--·····---··-- .• 

Fual C:~t {1n Mi.lis per Shilf~ Hors~p-~~;-110~;: sH;~) Ai · ::-;-: .: ~ • (. ~ • ... 

.'. ·:·.::•·:.·,:· .. . ,,,' 

:.-;' • .. : 
,_\ ;~ ' " 

---~tiliiatiori Rate ... .-·.·,·.:·· 

• ' • •• • :' ·,, ' : ' •. • • j ' ', • • • ~ • • • i· , .: • . ~ 

.. · · · Interest Ra~~-~' ' ·::··' • ;,_; ::·\0% t·:. ','. "C'. 55% . /: :·· ·_ ·• • :/ • :~0% ·. • '· '. : •••• 
-~ ... ,·· - ........ . 

II• ••' ,•• 

·· •· 5% per year :-) ... .'-(_,:·:-~._.,;·. 2.55<: .-> .. , .. \./\.41 ·_.·· • •. :·,··:• .--·:· .. · :2.34.·· .•• •·· 
. :., . ?·•'.:. ·; ' ·:·:.):.· •.• .. ·'.' : .. :,., '• :·• .... ' •••• '•' _'., ••• ,. ••. • .. ' 

>; :. :. :-. . .-. ,_ ·~.?~_so·. ·: ·.-·: ,~ : :_~-.:, .•. :~--·: . .__:· .. • . • .. • • • •• 7% per· year 

101. per year 

', .• , .. ;.,I,,:.::,· ,_'. 

:·1:'.:-', 

. <; • ·•,, .-. ... :' 
.. ~ '.· ••.. : _... :::~ .. ·.. . ... /,' •' ' • : . 
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th.:1t nuclear fuel costs could [_;ct cl01.•m to LS llills per SHrn (the rr.ost 

optimistic estimate.). In comc.nting on various maritime. reactor proposals 

the Oak R_idgc Na tiona 1 Laboratory suggcs ts nuclear fuc 1 cos ts ranging from 

2.31 to 2. 78 °mills per S
0

1-IPH for pressurized wate"~ reactors. 
· .. • .. 

TI1c fuel costs in today's conventionally power.ed ships are about 3 to 3.3 

mills per SHPII. Thus,. the _que~tion_ is_ ~vhethcr _the· lower nuclear fuel costs 

will offset the high~r.· initi'al capital in~estment.·. In _the table below are 

several ~xamplcs showing the present val~e of the difference· in.fuel costs 

• • !~ .. (c'onvtmt.ional'. ve-rsus 'nucl~ar power) over. a 25 ·year ship· ·lifetime. •· • · 

••• wer Plant 

Present Value of the Savings in Nuclear Fycl Costs 
. .- :, ·· .:·. Versus Conventional Fuel Costs ~ 

•. 

20,000 ,SHP •. 
$1, 6so, ooo· . .-· 
.. 535,000 • 

.. 75,000 SHP· 

140~000 SHP 

... ' 

• ·' '. 

' .. 

···5%" 

·'·. :·.· ... •. :. ,•· 
$5,220,000' ·_ • > $8,450,000 

• •, ·-10%.' ·.•• • .. 0 .. · ·, 2,090,000' 
: .• ...... 

I•,•, 

, .. · 
'. ' · . . , .. 

..... 

· $6,200,000 
2,090.,000 

• $11,600,000 •• 
J,820,·ooo ·: 

. . . •,· .. ·· 



and the lower interest rate (5%) docs the nuclc.:rr fuel's lower co~t bc 0 in to 

.set the high initial capital costs, For example, at 75,000 SHP, 70% 

utilization rate and 5% interest, the present value of the nuclear fuel 

S~lVi~g·s. is $6. 2 niill±on;. yet. the cost 0~ a is) 000 SI:n, n~cb;r s·team genera tin~.·•. 

system is $8.0 million •. For ·the 20,000 SHP system ·the present value of. the 

nuclear fuet savings :.fs • $1.?5. million, and the init~al capital cost is $5.9 • 

million. 

It is also well:.to note that even the largest and fastest (23-25 knots) 

mer.chant ·s.hip~ t~day d~. not have power .p~ant.s ·i.n .excess· of ·35;000 SHP; ·most.:: 

are less th~n 20,000 SHP. Only if you want very·fast speeds from very 

large ships do power r·equirements .. approach 75,000 SHP, as· is· shown .below·~ ..... 

' 

I 
I 
I 
I 
I 

I 
I 

I 
I 
! 
i 
t 

,, ' ... , ········ 
' 

······••·---1 
~ t .. • • • • t 

.Power·Reguireme.nts for Various Ships (in SHP) 
. • Size in Displacement Tons .. , 

••••• • 

. . . Speed· ., • 17,000 20,000· 3s,ooo· 
•:•, I 

:.•. 

20.Knots• .·-: 14,0.00 ~HP" .. • .. £15,000·.SIIP .. ·:.17,000 SHP'· .·19,000 SHP·_.·: 22,000 SHP 

2·5 ·Knots 

·27 .Knots: 

·30 Knots· 

35,0Q_O . : >·; 36,~00 : -.- • • 38,000 .. ''.•; : ~l, 000 
••• .• :._., •• ,, t ·\::. 

,., · ... • 

•, I ♦ • • • • ••• 

........ 
.. 
' . 

'·.:• 
50,000 

70,000 

105,000. 

In additio~;. -today·' s merchant ships spend 5.0-55% of their time in port 

• and hence get relatively low utiliz.ation.. With the wider use of container-

. ships. and hence faster turna.i-ound .times u~.ilization could· increase to 60-65% • ••. . 

··, of ~inte spent at sea· unde~ full power. • ()'l very long • journeys ,-u~h .as .from 
• I t I I ' I ' ,• ' I f • I • t .•,.t • • I t I I 

.• . 

~ • t i ' •• 14 I I • ' • I 

.. . New York ·to Japan (.12,000 miles one•way).· up to 7.Sl utilil&t'ion may·bo attainable:. • 
t I I ' I', ' ' • • I ~ ♦ I • l • I t t '• I • 

However,' ~he market .for.·:·1arg·e, .v~ry 
0

fa~~ 'ships .. on. ;out~s su~h ·.~s ·this •. :~~e is ,. • • 

-•ited: to: t.-t~ :5·: s~t{ ·: :\:•,>.·:: '\·.· :~::::r'.:::::'..·:·,;~ .. :::/,::_::~.·:::(/,)t:::·,:i, :;:;t· : __ ::··· __ : 

' .' : ·.··. ',. ·:,·,.,. • • ' ·.'. .... . •' ' \ >'. t. •• • • ·,.. ' \ • : • ' 
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Since it would cost the.government up to $150 million in research and 

.vclop«1cnt alo;1c (not including the additional subsidy support previously 

mcnt ioned), it wou.ld be a very poor inves tmcnt of this country's resources 

to proceed with a nucle~r shi_p- program at tfl'is time~·· ·rt would make·more 
· .. •.• 

sense to invest i·csearch funds i11 trying· to de:velop more efficient and less 

costly nuclear steam generating: .systems ·:_i~ the ·iower·· power. ranges where· there 
• ,o : I ';• .\-',•• 'I • •, t 
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CHARGE: Govc:cnrnent merchant marine subsidies arc designed to benefit the 

nation, to service its vital needs·, and not for the benefit of the ship-

ping companies _and the maritime workers. 

ANSWER: The charge states· what o~ht ·l;o ·be the case. ·However, as in any · 
.. . 

government program which has ~e-en ·.in. existence.· for ·s.ome. time, th~r~ 

develops a set of.vested interests. The merchant marine is no 

exception. We find the· shipbuilder~, shipowners and the maritime. 

labor union organiz.ed into .. lobby ·groups which' not only ·tell us of the . . . . . 

~;tlo~'a{ benefits •• ;~~vided. by '~he.i-r. ind us try' ~u~ •. also ;~ell US
0

• -~n .• 
. . 

what terms We· -~ust buy these _benef;t:s., w~~t.:price_s '-we must P'1Y, and. 
. • .. •.•. :·, . . . ~ 

•., .• .·.'._i.'' .. ' 

how much we must buy .. 

we find these vested_. ·interests organized. to press·· .• c<?n~inually for · 

.· ·: 

.:· •• 

·increased ··subsidi~s and/o.~ increas~d p~ote~_ti~n.·.--.This has been··.·the • ·.··:"; ..• ·.·_·: __ • 
, , ', I," , , • ~ ,, • •, •• , ... • , • • • , • , , •,•. '• '. •. • • • "' 

experience 'since' t~e· beg·i-~ing of. the: centur;. The gov~rriJl'.lent ha._s : : .. ··.: \··.~---

. . 
·also been· well organized to respond.· to their -requests... For ··e~ample., •. .:" · .•.. ·.-.: _. 

. .. . .. ·.~ • ~ . . . ,• . . .,.: . ' ' . .. . • .. . . 
. there is on~ Congressional cornmit_~ee responsible for- this • 

industry, the ·House· Met-chant Marine. and Fishcr-i~s Committee·", In. 
. . . . . ' . 

. . 
the _Senate, the merchant marine is· ·reviewe~ by a subcommittee· of -the 

Senate Commerce Committee. At the.·pr~sent ·time; the Maritim_e Adminis-

• tration is in._1:,he Depart_ment of Commerce. _However, many maritime 

interests are· iob?ying for legis;ation to create ~- independent •. 
. . ' . . . 

Mari tilrie. Administration which they believe' w:!it '. b~st \ serve thei'r ifishes •. ' •• • •• 
• ,•, • I .- • ' • :••, • • •· .• 0 I ♦ •· •. • • 

• I I • • • t •, • '\ • 

. : ·: One of .. the. truly remarkable .. aspects· .of the merchant mari_ne • lobby· . • •. · • ·. · 
':· : . ' ' . ··, < : ' , . ·,: . ' ·.' ·_... . ·.. •. ' • ', . . ·, .. :.. . ...... • ' • 

is its 'strength,·." even· though lt :1s not ·a -large sec~or· in ·the U.S~· ·:-••• •• •• 
• 1, I : • ' • ' • • ~ ' ' • :: • ' ; : I ' ' • • • • '. • . ' • • • I ' '' • 

economy and even thou.ah the lab.or·· force employed • therein is not • large, 
,· ': . ' . 



. . ..... 

',··. 

'11w factors account f'or thif~ strc11c;th: ( 1) the absence of another 

competing private group ( j_. e., the truck a.nd rail interests doing 

• battle in· public contribute to a fuller public understanding of the . . . .. •' . . . . • ' . . . . . ' . . . . 
issues) . and ( 2_) •the pyramiding. o~ .powe_r that '·the· mar~ tiin~ ·lobby h~s 

been· ·able to achieve. 

• Mari time Labor 

Firm data on the work force and·on .union·affiliation is difficult 

to obtain. The best survey was undertaken by. the Mari time Transporta-. ·: 
. ' ,· . . . ' . • 

• t ' • • • • ' •••• ' .. • . • . •• • • ; • • •• ·'•. 

• tion Re.search.: Boarc;l d~ing 1962-63~·-:. Its findings· gjo~ped by labor'> • 
':, ,: I·,. 

union affiliation .are ··shown below·:"'· .. I •.,• 

. ·EMPIDYMENT A:OOARD PRIVATELY OPERATED SHIPS 
Apr,il 1962,.·9'." March 1963.. • • 

. ' . 
' . 

Union Group • • No. of Men Employed 
... '·.; 

1. • International Org. of Masters, :Mates an~~··.,::·_..· ·.· ! . 

Pilots (MMP) . -:_··>·· :_;,-_·:. ··•.:!_'.·::•);: ·:,-. • 
7,345: 

8,465• .. ' l ,' 2. • , National. Ma:rine Engineers Beneficial • • . 

3 .• ~:~~~;rh~~~i Marine Officers· (BMC) •• ' • ·.' ::·::'.:<, 
•1'· 

4. Marine Staff Officers Union (MSO)(· ) ... ::·:_ ._. .. ·:·:::,,_. .. _ : ·-' •: • 
. 5 .. Staff Officers. Assoc. of America. SOA .·.•··. 
6. ·American Radio Assoc. (ARA) .. 
7. Radio Officers Union (ROU) • • ·: •. 
8. -National Maritime. Union -0f Ameriea·(NMCJ) 
· 9. Seafarers Internat'ional Union of North •. 

America (S,IU) ;· .-. ."· .. . :·· •.• : .. , . •. 
Unaffiliated a·· • • ._:. : ·: . .. _. •.• •. · · 
Great Lakes b . • . .• 

Total c • 

• •• i .. 
. ; 

. :,: .. ·.:· 

.. •,' . . :-.· 
9;033 • 

12,242 • 
•. 102,310 . 

. ,, 

·• .. 

..... 

'\.· .· ',. :_.··· •• 

. Y, Unions ·unaffiliated· with the major 9 unions .. • , . . .. , 
Y .'.These me~. are sho~ in thi~ gr9up but.· most .are afi'iliated .. with. •• • • 

the major unions. . • , . • .• . . . •. •• . • . .· 
y '.Total is less· than sum·of Un~on Grou~s Totals _(lo8,_845) .• bec~ite '·· .. • ..... 

· • •some men wc;:,,rked. :in. more than one Union Group. ,· • . -, . • • .. ~ .-":': .. , . • :_. .. ~ • 
I I I I 



• Another survey shows a total of 131,000 union members. The 

••,•, ·, . ' 

difference may be explained as follows: The sm--vey results 

shqwn-·-include only those members who worked during the su:rvey period. 
~ . . . . . . . . . . . . . . . 

and onzy those mem~·ers who worked on pri vately-owne·d ships. 

These unions, ·all ·associated with the AFL-CIO, are further organized· 

into major groups ... ~e AFL-CIO Mari-t?ime Committee headed by Joseph 

Curran, President of the NMU, a.nd the Afi1L-:-c'IO Maritime Trades Depart~ ·. 

mcnt headed by Paul Hall, President of the SIU. The Maritime Trades . 
•,· .. ,' .· ., .. t ,., • • • .' 

Department is. a major force in la~or since it has 33 ·affiliated unio~s· 

(most non-seagoing) with a total.membership of ~bout 5,000,000. 

In addition, Paul Hall leads an organization o~ 32 Port Maritime 

Councils in the principal.ports of the U.S. 

At times these unions also receive.support from the International 

Longshoremen's.Association (ILA) on ~he Atlantic-Gulf Coasts with. 

• 62,000 members .. and. the International Longshoremen 's and Warehous~men.'s 
. .. ' . 

• :,,.. Union (ILWU)· in the Pacif'ic Coa:st ~ith 60,000· members. 

• 1,: 

' . .. . . . . . ... 

A further source 9f strenBth comes from the positions held by 

.Paul Hall and' Joseph C~l'an within 'the Executive Cbunt:il of the· u1.:c"ro·~· • •, · • 

Ship Owne:rs • .... 
. ' ... 

All ?Ut ~ne·of the 14 subsi~~zed shipping·companies are org~ized 

into the Committee ·or American Steamship Lines (CASL). • The· subsidize.d 

operators·. own about one-third o~ .all the ships in the U .s. fleet. 
. . . . 

·.' includ:ip.g. 313• .frei.ghter. vessels ~~-·13 of.: th~·. 14 ·u ~S :· ~~~-~en~er l.ine~s .,·.· 
• ' ' • • ~ • f • : ' ' ' ' ' ; • • • ., • • • • • ' • • •• : • • 

AJJnost ·' l~ of: aJ.i -'·r~·eight~;s • constructed • since ·1953 are owned by 
. . . . • •' ' • . 

·; ••• ' '·· .. ,, • : '' . ··:· ·: ': .,:_:,,: :'" •: . • .... · '. , • .. 

these c~mpan~~s .: ·) . •. :•:. . . , . • •• • ... · .. , 
l • •• • 

•••••• f ,, ... ' 
.•.,i,' 

•. . 

:· .. •••. ',' 
1 ••.• 

. ·, .. • ,'.' 

:. '' 
'• . .... 

··~ • ' 1 • • 

. ' 
', .. · ... · 

' ... . : . .. •, 

' •,·, .. · 



t • • I t 

:) ;~):: ._'.,;> .. :_:; ,.;•.~.'.: 

The m"11el's of' the rcmaininG t 1.10-thircls of the private U.S. merchant 

.• fleet do not receive direct subsidies but are supported by indirect 

subsidies and laws protecting them from foreien competition. These ship-

0\mers are organized into _several groups. The most important group which-· 

represents them is the American Maritime Association, a·labor-management 

group s·trongly infl'µenced by'_ Paul Hall. • . Other ~roups are th:e American 

Tramp Shipowners Association and the_ As_sociation· of Independent Tanker 

Owners. 

Shipbuilders· 

All major shipbuilders in the U."S. belong to the Council of American 

Shipbuilders. Over ·two-thirds of the value of shipbuilding and rep_air 

work, done in private·u.s. yards, is·for the Navy,' and only about lCP/o ot 

the labor• force empioy.ed in shipbuildin·g and repair work is for merchant 

•• marine programs administer_ed ~ the Maritime Admiilistration. Thus the . • • { : 

i Navy work sustains this_ industry_and gives it :its economic (hence political) 

\1 importance. • The industry uses this strength to lobby for merchant· marine _·. -. 

. . l programs. • • . •• - • • • • .. . 

In assessing the mari_time lobby'_s_·_ strengt~ .. it is .~nn;>orta.nt-;to n~te. • .• ._.,, 
.. 

that there has been only one·recent major issue which it opposed unsuc­

cessfully~ that ·eoncerning the.Effective u.s~ Controlled fleet·. 'In this 

.case permission was granted t~ permit- the foreign registry of some U.S. 

o,med ships on the con~i tion_ th~t. the. owners would make· them available 
. ~ . 

to meet -U .·S. emergency ·needs 'Wheri the re quis i tioriing ··authority of. the 1936. •• · • 
. :.· .• • . • . • .. ,• ' . . ' .• . ·.'. . . . ' . .. . . • . ', .. •.• .• .. • '.; ...... . 

:_-' •• Merchant Marine ).ct was. invoked. Most ,of the~e shi)?s '(0Wned· principally-:.·,-··.:~· 
. . . • . . ' ·, : . . . • " ' . • . . • . :, . '. . ' .. · ' ', . . ' . . . . • ., ,'. : ' • ,· ·: :··. 
• ••. •. 'b)t' larse ·011 arut ate·e1· compi.ni~• • :Lmpo~1ns· cr~de. 011 '.~4 iron or••) w•:r• ., . ··: • 

•• •· '• · •.•• ; .· }: : •_ • , n,- ~\•,!,:•" ;: •. _.,:.,: ,a,~•, • :-.:. / •• •· .. • ... • •. ,'. ; '..ii.:' ·:; < · • 
• ,;,:.··,,. •• 

1
'.·· • .·, \;r .. ~j1·:,1:l-~;•.•:,·1.•\;11

~- ~t .. fih:•J d~ . ... •• •• :.<:,:. 
. ... :· .. _··_:·_-• .·.-. ~· ·;. ,_ • •'F: !i :wt;.:-\\\'·-~/•; . !~) ,~:t: ... • :~~ ~-} · • . .-:.-·.: :. . ;•: ·_, · .-::··. · . , · ·• · 

,·_:.· :._/.: : .. ·.·.·~lU~}·;\~•·.~i1iJ.~~.' ll ~~ff ~~\i -.. _·· .. • ·:;,-_·· 
,·,,·: 
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built· in fot·ciE:,rn yards for use under Liberian· and l'anamunian registries. 

In addition, the National Labor Relations Boar~ ruled that U.S. maritime 

unions did not have Jurisdiction over the crews. In this case the 

merchant marine lo~by was confronted by other strong private lobbies--· 

the oil and m~tals industries .. In most cases.,. however., there is no 

strong,_ organized,. private interest -which· can act· a$ a count.ervai'~ing 

power to ·the merchant· marine lob:t,y._._.,:~·\: 
..... 

· .... 
:·.·· 

.. : t 
I' ~ • •.' 't ,' ' : 

.. •. . '· . ·•, . . : 
,;:,•• • ,l,,. • 

..... ' ... ; .. :.-.·• ... ,,;: 

: .. ,·· ).'· )·::_'i.:, ·, .. '. ';"~.-: .... ~:: .. : 

. . . , ~ . ' 
.·.·,· 

-~ :'::.->.,, 
,''';": 

1,, • 

,.- ' .,, ' 

. ' .. ' 

.. ::· ,,:::: 
... ·.·, ••• 1 

...... 
..... 

·,• 

,. -
'• 

. . · 
••' 

. ,. 
.. 

·,.• 

. . ,;· . 

'.,. 

,:'• 

'., 

:,,.· ••• ·i 4 

··,··1 

... ': .,: . 

. , 
;• .. 

• I • •• ~: .•' • _: ~•: • .° •• • • ,', 

;,,-· 

,/ ,.' '•,\ . 
.. 

. ,,• 

.... 

. · ,,; 

,: .... _:•, 

·.:.:·: 

... \ ,.· . 
.. , 

:,•' ,\ ,:, I .• ~, .. ~~~·~··.: .. 
I '• .. ,. . .. ·• 

I,· 

·••.•= 
~ f ~. i : . .• .. . ,· .. 

' .. ,'•, 

,.·••, 

,•.· .. ,'.·· 
• ,L. 

·,••,·:. ·' '/ ~ , ... 
J. 

::,··, .. '.· .• :ti) ... 

•',,, 

.. ' 
• ' • • I : ~ 

.. , .. .: :.• 
• • : ',·i' 


	B70_F3_202
	B70_F3_203
	B70_F3_204
	B70_F3_205
	B70_F3_206
	B70_F3_207
	B70_F3_208
	B70_F3_209
	B70_F3_210
	B70_F3_211
	B70_F3_212
	B70_F3_213
	B70_F3_214
	B70_F3_215
	B70_F3_216
	B70_F3_217
	B70_F3_218
	B70_F3_219
	B70_F3_220
	B70_F3_221
	B70_F3_222
	B70_F3_223
	B70_F3_224
	B70_F3_225
	B70_F3_226
	B70_F3_227
	B70_F3_228
	B70_F3_229
	B70_F3_230
	B70_F3_231
	B70_F3_232
	B70_F3_233
	B70_F3_234
	B70_F3_235
	B70_F3_236
	B70_F3_237
	B70_F3_238
	B70_F3_239
	B70_F3_240
	B70_F3_241
	B70_F3_242
	B70_F3_243
	B70_F3_244
	B70_F3_245
	B70_F3_246
	B70_F3_247
	B70_F3_248
	B70_F3_249
	B70_F3_250
	B70_F3_251
	B70_F3_252
	B70_F3_253
	B70_F3_254
	B70_F3_255
	B70_F3_256
	B70_F3_257
	B70_F3_258
	B70_F3_259
	B70_F3_260
	B70_F3_261
	B70_F3_262
	B70_F3_263
	B70_F3_264
	B70_F3_265
	B70_F3_266
	B70_F3_267
	B70_F3_268
	B70_F3_269
	B70_F3_270
	B70_F3_271
	B70_F3_272
	B70_F3_273
	B70_F3_274
	B70_F3_275
	B70_F3_276
	B70_F3_277
	B70_F3_278
	B70_F3_279
	B70_F3_280
	B70_F3_281
	B70_F3_282
	B70_F3_283
	B70_F3_284
	B70_F3_285
	B70_F3_286
	B70_F3_287
	B70_F3_288
	B70_F3_289
	B70_F3_290
	B70_F3_291
	B70_F3_292
	B70_F3_293
	B70_F3_294
	B70_F3_295
	B70_F3_296
	B70_F3_297
	B70_F3_298
	B70_F3_299
	B70_F3_300
	B70_F3_301
	B70_F3_302
	B70_F3_303
	B70_F3_304
	B70_F3_305
	B70_F3_306
	B70_F3_307
	B70_F3_308
	B70_F3_309
	B70_F3_310
	B70_F3_311
	B70_F3_312
	B70_F3_313
	B70_F3_314
	B70_F3_315
	B70_F3_316
	B70_F3_317
	B70_F3_318
	B70_F3_319
	B70_F3_320
	B70_F3_321
	B70_F3_322
	B70_F3_323

