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Q‘ ” SELECTED MARITIME POLICY PAPERS

PART II
MARITIME POLICY DEVELOPMENT PRIOR TO DOT
Memorandum of April 22, 1964, outlining basic directions for
Maritime Policy Development

Memorandum of July 11, 1964, describig 10 year program for
development of merchant marine

Memorandum of November 1964 (? ), outlining Maritime Program

Letter of January 12, 1965, to Shipbuilders Council of America
re: President's State of the Union Message January 1965

Letter of January 15, 1965, to NMU and others re: State of the
Union Message of January 1965

Memorandum of June 17, 1965, from Council of Economic Advisors
analyzing Maritime Advisory Subcommittee Report

L)
Memorandum of October 6, 1965, outline for Maritime Advisory
Committee meeting of October 7, 1965, (following leak of Task
Force Report)

Memorandum of December 9, 1965, to Mr. Califano, reaction to
his outline of a Maritime Program

Memorandum of December 14, 1965, transmitting Secretary of Labor

reactions to Califano proposal

Memorandum of August 11, 1966, BOB analysis of merchant marine
development as influenced by status of MARAD

Letter of August 26, 1966, to the President, joint recommendation
of Secretaries Connor and Wirtz for a Maritime Program

Memorandum of October 25, 1966, by BOB, summary of current and

proposed Maritime policies and options available
A
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Memeorandum of November 11, 1966, for Director of the Buma o the Puxcprt
Commerce "White Paper'" on Maritime Policy

Memorandum (undated) by Department of Justice outlines
Maritime legislation since 1936
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APPENDIX TO PART II
United States Flag Passenger Service (analysis in Spring of 64)

A Comparison of Subsidy Costs on New and War-Built Ships
(analysis June 1, 1965)

Froposed Procedure for Review of Subsidy Support for Collective
Bargaining Agreements (analysis August 23, 1965)

Discussion Draft of Maritime Advisory Committee Report
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UNITED STATES GOVERNMENT U.5. DEPARTMENT OF COMMERCE
MARITIME ADMINISTRATION

M em(}?’andum WASHINGTON, D.C. 20235

TO : Maritime Administrator
DATE: April 22, 196,

FROM : Ira Dye

SUBJECT. Improving the Merchant Marine

1. ih my opinien there are three basic things that are needed to improve
the merchant marine.

2. A clear statement of government policy with regard to the
merchant marine.

This should state objectives for the future in terms of size
(related to trade or requirements) and balance (in terms of types
of service). This policy statement should be agreed upon and
fully supported by the government departments with the primary
interest (Commerce, Defense, State, Bureau of the Budget, plus
Agriculture and Interior). It should have the support of the
Congressional committees that have an interest (Joint Economic -
Commrittee, Senate Interstate and Foreign Commerce, House Merchant
Marine and Fisheries, The Armed 3ervices Committees). It should
have the concurrence and support of the sectors of the private
community having an interest (the maritims industry itself,
exporters and importers, labor in its national AFL-CID sense).

b. A marked improvement in productivity in terms of cargo moved
per dollar costs. This will require improved and radically new
ships and systems on one hand, and a strong urge (or at least a
willingness) on the part of both management and labor to take
full advantage of new systems and technicel improvements. This
will require heavy capital inputs, both public and private, but
the availability of capital is one of our basic advantages over
the foreign competition and we should use this advantage. The
potential benefits of improved systems must be realized in
increased productivity without being siphoned off into exceszive
Jjob buy-offs or into overhead. Although a stony road, this
productivity incresse is the only road to a truly competitive
position with respect to our foreign competitors.

c« A solution to the basic labor-manssement problems of the
1ndm5'l‘.g:.

A good share of these problems stem from three phenomena:

1. The distorting effect of the cost-parity subsidy on
the collective bargaining process;



2. The fragmented nature of the unions coupled with the
diverse and often contradictory interests of the
operators; and,

3. The strong political position of both maritime labor
(including longshore and shipyard, of course) and
management. This position is far stronger than either
their numbers or their position in our economy would

normally warrant.

The solution of the management-labor problem will probably be the toughest
thing of all to achieve. The bulk of the problems would disappear, how-
ever, if the three phenomena listed above were eliminated or radically
altered.

2. Depending on how these three basic items are broken up and how they
are stated, they can serve as a statement of the problems of the industry
or a listing of objectives. On the attached chart they are used to show

a set of objectives stated in matrix form: Going from general to specific
objectives in the wvertical columns and from "time now" to "time future"

in the horizontal rows. The objectives shown, although reasonable
objectives, are in my view, only examples; the actual objectives in
specific terms would be arrived at after consideration of the "alternative
consequences of various policy actions" currently being cutlined in
Program Planning.

3. The central problem of the industry, in my view, 1s the lack of a
productivity ad?antage to offset our cost disadvantage: We have 1584
costs coupled to 1930 productivity. In order to meet our foreign
competition we will have to increase the tons carried per dollar of °
costs. The three basic items on page 1, when phrased as problems,
contribute to this central problem: Lack of a coherent government
policy, low productivity itself, and labor-management problems.

Lb. Alternative solutions and their consequences would depend largely
upon the amount of funds available both for government and for private
investment. Use of funds to bring about expansion of the fleet to meet
our expanding trade, using more productive, competitive systems to
capture the cargo, would also bring to pass an expanded building program,
stable or perhaps expanded employment, and reduced government aid per
unit of production. Although I think there is a reasonably direct
relationship between public/private fund imp#5% and results on the
above desirable consequences, our past analyses of some fleet expansion
alternatives indicate that there is probably an optimum range of
government aid at around $500-$700 million per year which would give
sharp increases in these desirable items over present levels and would
satisfy most requirements (emergency and trade leverage) criteria.

Attachment
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. 2 DRAFT 7/11/64
: NJ

A Proposed Ten-Year Program for a More *dequate and Economlc
American Merchant Marine and Maritime Administration,
U. S. Department of Commerce

1965-75 Guidelines and Goals

Purpose: The purpose of this document is to set forth some broad policy
guidelines and goals for improving the American merchant marine and the
Maritime Administration's role in that segment of our economy. -Its con—
tents are general and-abstract by design,-and are in no-sense intended-to
substitute for the specific programs needed-to-implement these general
guldelines, The docurnent has boenprepared-and-is-offered in-reeponseto
requests from the industry and the-Maritime staff for such general-direction;
in the belief and hope it will be of some little assistance to those engaged in
detailed planning and day-to-day administration of present programas.

: It generally represents the thinking of top policy and administrative
. staff in Maritime at this time.

1. A More Adequate and Economic American Merchant Marine

l. We need an expanded American flag merchant fleet adequate in
size to support our growing and balanced industrial economy and
export trade, to project our image and aid our friends abroad,
as a part of our potential functional access to and control of that
4/5ths of the earth's surface that is ocean, and as support for our
military efforts at home and abroad and our civilian economy in
time of national emergency.

2. We need a merchant marine that expands a8 our trade needs ex-
pand, and that is relatively proportionats in capacity to our total
tonnage imports and exports of petroleum, grains, coal and ores,
etc., as well as general cargo.

3. We need a merchant marine replacement program for all types
of ehips that will produce highly competitive ships in terms of the
relatively low capital and high labor costs in our economy:
generally large, fast, highly mechanized ships that can be

. operated with the minimum mannlng technology permits.



4.

6.

9.

10.

We should provide government aseistance for American merchant
ship operations (recognizing both the labor-cost disadvantages of
American ship operators and the desirability of maintaining American
maritime labor capability) that is keyed to encourage increased com=-
mercial cargo carrying (rather than American-foreign cost differ-
entials).

We should strive to create a systemn of government assistance to
merchant shipping that minimizes government participation in or
review of shipping companies' business decisions, and maximizes
companies' profits from efficiency, cost-cutting and Increased
rgvenues.

Maritime unions should be encouraged to ccept early retirements
with adequate pensions, closed rolls, upgrading and retraining,

greater job sccurity, and higher annual wages, in exchange for re-

duced membership rolls, reduced manning, liberalized work rules,
and increasingly merged ratings, Job descriptions, contract expira-
tion dates and bargaining, and even unions.

The government's investment In passenger ship construction and
operation should be reallocated to the extent benefit cost analysis
demonstrates freight operations would be more economie.

The government's investment in the contract carriage (tramp) fleet
(such as Department of Agriculture grain shipments 50% on American
ships) should be reallocated by means of a system that will make it
possible for that fleet to be consolidated and operated by financially
responsible owners at competitive world rates under ubliga,tiuns to
undertake a ship replacement program.

The dependence of Alaska, Hawaii and Puerto Rico upon shipping
should be recognized with programs providing adequate service at
reasonable rates to those areas.

We must maintain a minimal shipyard capability for national d efense
needs and to maintain a balanced industrial economy. However, mer-

" chant ships provide a relatively small portion of shipyard work, and

we ghould strive to obtaln merchant ships as economically as possible:
in low cost foreign yards at owners' option, or, to the extent our com- -
mercial economy or national defense needs require the building of
merchant ships in United States yards, in economical standardized
models with limited subsidy that incents efficlency and low costs.



11. A More Adequate and Economic Maritime Administration,
U. 5. Department of Commerce

2.

3.

@ .

5.

The Maritime Administration should be organized to emphasize
substantive programs (rather than ekill functions), and place re-
sponeibility for those programs in single individuals to the extent
posesible.

The agency should develop a supply of administrative or managerial
skill in agency personnel with generalized experience and manage=-
ment training. i

The agency should endeavor to offset the nurmber of employees who
have been unable to experience more than one type of job over many
years of service by rotation among Washington jobs and with the

‘Districts, by encouraging early retirements, and by reorganization

substituting lower rated openings to be filled by as highly qualified
young people as available for the higher rates jobs that will be
vacated.

Marad ehould be very selective in hiriag only the best qualified
persons available (young and well educated).

The agency should strive to simplify its regulation of shipping
companies' operations in an effort to perform its functions with
as few persons as possible.
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@ VARITIVE PROGRAM FEATURES

:

11FHESENT PROGRAM
Q% NEEDS CHANGE

© FLEET BADLY UNBALANCED

WE CARRY OUR TRADE IS
PACKAGE .30% 15%
BULK 0% 85%

© PASSENGER SHIPS NOT ESSENTIAL TO
DEFENSE AND ARE HIGHLY UKECONOMICAL

=13 OF 316 SHIPS ABSORB 25% OF TOTAL
OPERATING SUBSIDY

. = GOVERNMENT PAYS $250 FOR EACH

. PASSENGER CARRIED

© OPERATING SUBSIDY SYSTEW THWARTS
EFFICIENCY

= NO INCENTIVE TO INCREASE PRODUCTIVITY

= PUTS BIAS ON COLLECTIVE BARGAINING

© CARGO PREFERENCE IS INEFFIGIENT AND

COSTLY

- $ 700,000 FEDERAL COST PER OVERAGE SHIP

© CONSTRUCTION (SHIPYARD) SUBSIDY SYSTEM

0BSOLETE

= KOT RELATED TO VATIONAL KEED FOR
SHIPYARD CAPACITY

=10 PRESSURE FROI FOREIGN COMPETITION

MEETS THE NEEDS

© BUILDING MODERN BULK SHIPS PROVIDES
BALANCE

—\ PROPGSED PROGRAM
<

© AlD TO PASSENGER SHIPS PHASED OUT.
RELEASED FUNDS APPLIED ELSEVHERE

© COMPETITIVE INCENTIVE SYSTEM REPLACES
PRESENT OPERATING SUBSIDY

= NEV SYSTEM EXTENDED TO BULK SHIPS
AND ADDITIONAL FREIGHTERS

= REDUCES GOVERNMENT ADMINISTRATION

© CARGO PREFERENGE IS PHASED QUT AS NEW
BULK SHIPS ARE GIVEN INCENTIVE AID

- POTENTIAL COSTS OF $ 300,000 PER
MODERN SHIP

© SHIPYARD SUPPORT RELATED TO DEFENSE
NEEDS AND INCREASED INGENTIVE

- FOREIGN CONSTRUCTION PERIMITTED
AFTER U.5. SHIPYARD NEED WET

- SUBSIDY PROGRESSIVELY REDUCED
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Jaruary 12, 1965

Deﬁf Mr. Hood:

The Fresident has asked me to thank you for and reply to
your letter of January 6.

He has indicated by his State of the Union reference to "a
new policy for our merchant marine" his awareness of the
importance of and need for strengthening and reform of
our maritime industry, and he appreciates your support.

You have expressed concern regarding recent reports that
"the Maritime Administration intends to introduce a radical
plan whereby subsidized shipping companies would be per-
mitted to order their ships from foreign shipyards rather
than U. S. shipyards.”

Tha President wishes me to assure you that any new policy
proposed by him will represent the views of many agencies
and departments of government, in addition to the Maritime
Administration. It will also take into account the views of
American maritime management and labor, shipyard

owners and workers.

The President is fully mindful of our national security ship-
building capability needs, and you may rest assured that as
new policy will be proposed which does not fully take account
of these needs.

Sincerely yours,

Myer Feldman

. Counsel to the President
M-, Edwin M. Hood, President
Shipbuilders Council of America
1730 K Street, N. W.
Washington, D. C. 20006

-
-




. January 151,, 1965

Dear Mr. Curran:

I appreciate receiving ].r::;ur telegram of January 7,
1965 dealing with U. 5. Maritime policy.

Any new policy proposed must be based upon the need
for a strong merchant marine. We intend to take into
account, before reaching any conclusion, the views of
your committee as well as those of maritime manage-
_meﬁt. shipyard workers and shipyard owners.

I understand that meetings are being arranged for an
A exchange of views with you.

. It is our common objective, I know, to reverse the
trend to which you refer in your telegram, Out of the
discussions with all the interested groups, I am con=-
fident a new policy will be developed which will be in
the best interests of the Nation.

Sincerely,
* Mr. Joseph Curran

M,_\ LB,
-. President

MNational Maritime Union of
America, AFL-CIO

346 West 17th Street

New York 11, New York

/c:: Nicholas Johnson, Maritime Administrator

LBJ/MF/kay .

Attached: list of addressees
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List of Addresses
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Thomas W. Gleason

President

International Longshoremen's
Association, AFL- Clﬁ}

17 Battery Place

New York 4, New York

Mr. Paul Hall

President

Seafarers International Union of
MNorth America, AFL-CIO

675 4th Avenue

Brooklyn 32, New Yorin

My
Mr. Joseph Curran ,
President . .'-':'- x
- National Maritime Union cf =
America, AFL-CIO
346 West 17th Street
New York 11, New York

Secretary-Treasurer
Radio Officers Union
1440 Broadway, Suite 1568
New York, New York B

Mr. William R. Steinberg
President

American Radio ﬂannma—.tmn
270 Madison Avenue, Room 206
New York, New York

—

Mr. John J. Grogan i

President 2%,

Industrial Union of Marine and
Shipbuilding Workers of J'Lme rica

City Hall

Hoboken, New Jersey

bt |
‘..rp.,.!‘

Mr. Russell K. Berg

F‘re sident s

International Brotherhuud of ¢
Boilermakers :

New Brotherhood Building

8th Street at State Avenue

Kansas City, Kansas 5 ol

Mr. -Jesse M. Calhoon
President
National Marine Engineers
Beneficial Association
17 Battery Place - Room 1930
; New York 4, New York

Mr, Charles M. Crooks

President

International Organization of Masters
Mates and Flluts ;

e

._ 17 Battery Place o u __1 -
' - & 4 7 New York 4, New York
Mr. Joseph P. Glynn ; _ ok :

S .:_3.'_.-5_ e %

S
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June 17, 1965 P e . :%E:-;’

GARDNEMR ACKLEY, Cmammmnn
OTTO ECHSTELIN
ARTHURA M, ORLN

MEMORANDUM FOR CAPT, IRA DYE -

Subject: Comments on Maritime Advisory Subcommittee Report

“We have reviewed the Subcommittee Report and, upon evalu=
ation, consider it deficient in many respects., For one thing, the
application of a formula for transporting a certain percentage of
bulk commeodities in American flag vessels simply goes in the wrong

-direction., Such action would further rigidify a cargo preference

approach which 3lbes not rest on sound economic grounds, More=
over, in referring to "minimal subsidy," the Report gives no indi-
cation or back-up material indicating the magnitude of such a pro=-
gram. We could recite many more such examples,

We are offered proposals that have obvious costs to the Fed-
eral Government with no clear evidence of benefits to the public
interest. It is also distressing to see the industry offer no hope of
ever being self-sustaining in any facet of world competition = which
is tantamount to an admission that there is no economic justification
for a U, 5. Merchant Marine,

On the other hand, there are a few areas in which the R;pcrt
may oper promising lines of discussion. The proposal to determine
manning prior to ship construction appears to possess merit. Also,
while we profer reliance on general programs to aid displaced
workers, we should be interested in any specific proposals to pro=
vide "interim ' relief to displaced seamen.'" Also, other possibi-
lities of using government funds to provide incentives for major
productivity gains deserve a sympathetic hearing.

It appears to us that the discussion with the Maritime Advisory
Committee will be hampered by dealing with only one Subcommittee
report, treating only one aspect of the Merchant Marine. The
Maritime Advisory Committee will be likely to want specific com-
mitments on bulk ships, while these can be made only in the context

-



hz-

Arthur M. Okun

of a full maritime program.



Honorable John T. Connor October 6, 1965
Secretary of Commerce

Maritime Administrator

Maritime Advisory Commitiee

Dear Mr. Seeretary:
Here is a draft of your opening remarks for tomorrow moming's

Maritime Advisory Committes mosting as prepared by Art Friedberg
in accordance with our discussions this morning.

Sgd. Nicholas Johnson

Kicholas Johnson

¥r. Alan S. B-aj'd/

' Under Secretary for Tramsportation

cct



Draft-AWFriedberg:jbh 10/6/65
Opening Cormmnts of
Secretary of Cormerce John T. Connor
Eighth Marltize Advisory Commlttee leeting
October 7, 1965

Gentlemen, I would 1like to call to order the elghth meeting
of the Marltine Advisory Committoe. You, no doubt, have many
questicns concerning Under Secretary Boyd's Interagency Task Force
report and I would ﬁ}:u to tell you right now that it was and
repains our intontion that Under Secretary Boyd givo you a complets
presentation of the Task Force report this morninges I know thias '
report is the forerost tople which you muld like to discuss
but I think 1t would be most pruﬂ. table if you would hold your
corment s untll Under Seeretary Eoyd has completed his presentation
this morning. W¥Wo will have the entire afterncon for cpen discussion
and comments on the report.

I wuld like to stress that this report is belngz submitted
to me by the Interagency Task Force as the product of thelr
effort, and their effort has included full conslderation of 21l
the material prepared and presented by the members of the Maritime
Advisory Committes,

Thore has been no change in my orlginal intent which was to
have your full advice &nd corments before I forward a policy
document to the President for his conslderation. The unfortunate
relezse to tha press of cno of tho Task Force's worklng docurents
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vas a dlsservice to the countyy, to the Maritirme industry, and to
this Advisory Committee. I hopo that Under Secretary Boyd's
presentation this morning will clear up a nurbar of the misconceptions
michmw arisen since the unfortunate release of two wcka a20.

Eefore wa begln with Under Secretary Boyd's praamt»at.ion,
howaver, I would like to glve you a report on the status of the
subcomndttee reports which remained outstending as of the last
meoting.

| You w11l recall that Dr. Malott's subcormdties, which included
Kre Berg and Nr. Andreae; hag presented  ji5° veport recommending

policies on the expansion of subsidy to the presently unsubsidized

liner segnent of the fleet, and we discussed this at our last
meeting, Dr, Melott has since distrituted to you the glarification
which was requested at that meeting, 7

Secondly, there is the subcozmittee chalred by Professor Healy,
with Mr. White, Mr. Hall, end Mr, Gleason a3 meubers. This
committee was to recomuend policies on American q;‘mud FPanamanian,
Liberlan, and Honduran ships, including the advisability of en
oil irport quota. Hr. White and Mr. Hall of this subcomittee have
distributed to you their individual reports. It was not possible
‘for this conmittes to reach a consensus. On the sabjoct of an

oll import quota, you previously recclved documents from the
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State Department bearing on the impact of this on our international

treaties. Nr. Joseph Kahn has also prepared somo very interesting
material vhich you will find in the manila envclopea before you.
Mr, Guerin chaired a third subcommittee with Hr, Rand and
Mr, Curran as additional members, to recommend pslicles on
shipboard automation and erew reducticn, including alds teo
displaced labor, I have received a telegram from MHr, Guerin
(vhio is unable to be here today) in which he states that his
mbmmﬁ.ttu has drafted a report vhich bas the basle concurrence
of all menbers but has not recelved full approval md thercfore
has not been submitted.

. In going over the record, I find that these last arcas are
enes which have been least discussed, end I would partlcularly
1like to have corments and recormendations from you., Perhaps, |
Mr, Curran, and Mr, Wierda, who i1s here reprosenting Mr, Rand,
can give us an oral report later.

Taking things in ordesr then, I would like to havs vhatever
comments you may wish to make on those subcommlttes reports,
including the discussion by Mr. Curran and Mr, Wierda of their

-pubcommittes activities, and then I will tuwrn ths mesting over

to Under Secretary Boyd.
Bow then, before we begzin, are there any corments or further

corrections to the trengceript of the last meeting? Tou all have



i

recelved a sot of corroctions prepared by Mr. Eall, Mr. Andreas,
and Mr, Johnson, These ero now a formal part of the record,

Do any of you have a statencent on the repeorts prepared by
Mr, White or Kr, Hall?

- .
I would like to ask Mr., Curran for a commemdt on the activities
of his subcomrdttes on automation, manning, and aid to displaced

seQnel.

-
L
-

Doea anyone have eny other comments on any of the subcormittee reports?

Under Secrctary Boyd will now presmt to you the Interagency
Task Force Report. Again I will urge you to Ie=t him complete
his presentation &nd we wlll reserve the entira afternoon scsaicon

-

for your corments on this report.
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MEMOBANDUM FOR Secretary Wirtz
: Secret&ﬁ& Connor
Bﬂ}"d : : Wt s
, Administrator Johnson : -
‘Director Schultze

The attached paper summarizes the various maritime
proposals. The "suggested program' at the end of the paper
‘is one possible approach, based on all of the materials recawed
to da.te.

I would appreciate your tentative, personal comments
in writing by the close of business tomorrow, fnllnwed by your
final comments by noon on Saturday,

+ ' I know you appramata the need for keeping the matter
¢1use.}r held, i
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*  December 8, 1965

. g MARITIME POLICIES

The Current Setting

Federal Costs Rose Sharply -- Federal subsidy payments to the
mari:’ne industry have gone from $65 million to $400 million in the past
+5% years. But this sharp increase has been accompanied by a drastic
Jeduction in the pexcentage of U.S5. foreign trade carried (only 9% in 1964)
and xc increase in fleet capacity. ; :

5 Ships are Old -~ 700 of the 975 ships in the active fleet are of
- World War II vintage and must be scrapped within the next several years.
V. (At present subsidy rates, replacement in U, S, yards wnuld cost .

'1 $4 5 billion. } _ : | =) MM &n,,__,a_-

E

Labnr trife -- A major shipping and longshore strikefoccurred -
- this year. 9 of the 23 Ta....-I-Ia.rtI y injunctions involved the ma.ntune -
. - industry. :

Dependence on Government Cargoes -- the fleet receim&; about
160% of its revenues ($650 million in 1964) from hauling Gwernmen.. :
‘:}nsa'r&d cargo, much at premium rates. & b

'.
High Passenger Subsidies -- Passenger liner subsidies are about

$50 l:'nﬂhonl...c:: 13 ships (about $250 per paﬂﬁenger :l
o’
fer

.. The Dekate -- Tangible and Intangible Issues

: Against the development of two basic positions ---the Interagency

: \ Maritime Task Force (Boyd, Nick Johnson, Schultze, CEA) and the
Maritime Advisory Committee (an industry-labor group with public
members) -- there rages a heated debate over the course a maritime
policy should take. At issue are jobs, budget cutlays, prestige,
tradition, pride, the efficiency of U.S. ships, the future of U, S5,
shipyards, passenger liners, a.nd crew sizes, The conflict in Viet-Nam
injects fuel to the fire. T 21 i

There is common agreement on one fundamental: That U.S. pulii:.}r

must be shaped to provide the country with a strong, and efficient
Merchant Marine. - The critical issue is how. -

-
-
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.-m Competing Proposals . !

m"'qu‘f‘j

._t" &F -y
:

The Interagency Task Force questions the basic assumptions
underlying our Merchant Marine policy. It would:

. Restructure our operating subsidies by adding incentives to
reward efficiency and penalize poor economic pa_i‘nrmance. But more
effietienay menans smalley erew 6iZes.

« Eliminate cargo preferences (the costly requirement that
U.S. tramp ships haul 50% of Government cargeoes), and nu‘nsh“ute F

i ntra.:ght.arward and less costly direct subsidy.

.,
S

- -\"t
T

then would be doubled; Jobs would drop from 47, 000 to 27, 000.

« Sharply reduce construction of subsidized ships in more

. costly U.S5, yards, by confining construction to "national Defanse

levels, and placing more work in yards overseas, :

- . Eliminate monopoly trade routes and inject competition.

E

. .I'E:Hmina.te paséengﬂr liner subsidies because no defense

. requirement exists.

| _Qfm

. - Build modern bulk cargo vessels to replace old Liberty
ps in our tramp fleet,

Costs would drop by $ID million next year (to about $390
. million) and level off at about $375 million by 1985. Fleet capacity by

(Jobs under current policy would drop to about 27, 000 also, "but the
report assumes an expanding economy with alternative jobs for
those displaced).

* The Maritime Advisory Committee tends to support and expand .
existing policies and would: .

. Maintain cargo preferences, and extend them to 75% of /‘/

Government cargoes, possibly embracing uil imports.

. Keep construction raf all ships in U.S5, yards w: th Gavemment
subsidies.

£
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. . Retain subsidized passenger ships.

- Increase the number of su‘bs.&zzed ships to carry at least 30%
of U, S fﬂ:exg‘m tra.da

- Build even more modern bulk carglu vessels

Costs'would go up 5200 million in 1957 (to cbout 55600 million)
and rise to 5800 million, double the present costs, by 1985, Employment
. would decline from 47, 000 to 38, 000 by 1985; Fleet capacity would
increase seven-fold, an amount greater than our potential market share,

The Areas of Agreement

1y

. Both the task force and the advisors committee would
-- Emphasize increased researchard development. -

: - I)evelap a made:n d'.r},r bulk carrier fleet (Bulk carries are the

oL ghips we now need in view of our growing bulk trade. The task force
‘f:un:unends 5 such new sh‘.ps per year; The advisory committee seeks

; re). i . . : :

-
L 1
’ e

== Increase the number of cargoliners under subsidy.

< The Alternatives

: Option 1 -- Continue the Present Program. This is patently
unsatisfactory since the fleet will decay under it and costs will rise.
]

: " Option 2 -~ Adopt the Interagency Task Force Report in total.
This will be politically difficult (The strong opposition is from Labor,
the shipyard industry, Merchant Marine sponsors in Congress, the
subsidized lines and there is notthat much counterpreseure to steam this
through. Most features will require changes to the law. Viet-Nam :
will be raised as the key issue). e ' 3

: Option 3 -- Adopt the Maritime Advisory Committee Report. This
is simply tuu expensive and duesn't :eallf come to grips with the problem.

-

~ Ontion 4 -~ Adup.. a Mixed P:ug-a*n ‘nmlding on the areas of
.‘ee*m-.n... . < g

Fri .'-'.u [ - .
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L . i . - shakais T i




lih-nhhl.l-'u.:;:-uib#"

: § e B
.'.‘Hdn . :l.‘ .-'.. H

. Suggested Program

The main theme would be the need for a modern, efficient :
. Merchant Marine., This need is now particularly acute in view of }
Viet-Nam. Its main features are: 7

1, Expand research and development, pa.rt;m.la.rly into cargo
" hanfling facilities and constrwetion, A%

oy
. T
+ - P 4

. E.Awita.liza the national defense reserve ﬂeet-'b%ccaieraﬁng’-?
the replacement of old ships, with construction abroad of ships above
the 15-17 per year now being built in the U.S. : : ..--""_'"

L Wb S

~
3. Anincrease from 5-to 10- 15 new bulk sh:.ps per year, with 3 'ﬁ(/
50% of the ships built abroad. . . |

4. A restructuring of the operating subsidy to reward efficiency . :
and penalize poor economic performance. :

W,
&

5. An increase in the number of cargoliners under subsidy. MV .-

: ] .. = : w
6. Permit passenger liner subsidies to continue under curreat s .
‘contracts and phase out when these contracts expire. “ : H,..n:rf i
R .

7. ‘Eliminate monopoly trade routes.

8. As the new, more efficient bulk ships come into operation,
eliminate premim‘n rates under cargo preferences but retain preferential
routing.

Comment:

The net effect of the suggested program would be to achieve some
of the principal objectives of the task force and to fragment the nppns:...inrn 3
(the foregoing plan would probably be supported by all Maritime - |
Industry-Labor groups except-shipyards and shipyard labor.] Its cost x H
would be about $500 million or $100 million more than the curreat ' :
program. ° : ' :
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SECRETARY OF LABOR
WASHINGTON ¥

December 14, 1965

Lmnrmdum for Honorable John T. Connor

I thought you would be interested in seeing this memo-
randum which I sent to Mr. Califano yesterday.

: -
w.@,{fgrd Wirtz
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HEMDRANTUM FOR MR. CALIFAID

Maritime Policy

£ 4 sugpest that the purpose of the present round of maritime policy

davelopment be recognized os being to achieve the most necded improvements
in the present program rather than to catablish a vhole mew policy.

* The Task Force recommndations call for revision of
the Merchant Marine A<t of 1936, ond for the eliminstion
of any defenss coneidarstions from tha standards for
the maintensnce of the U. S, merchant marime. Such
legislative gurgery 1s not a praocticable possibility
at the prosent time,

% The frontal attack on tha present situation by Mar, Ad,
end the Task Forco hns unguestionably brought basic
feoues and questions to tha surfacej but it bas also
hardened poaitions vhich it is now golng to tzke time
to softon.

i ™ There aro very important br.p.rummntn uhich can ba made '
without major lezislative change.

1 supcoat & propran bosed on these polnta:
1. lsbor relationn; jorledictional digputes; maaning scalss,

* It should ard can be insicted that all maritice
unions and ascociations pecopt tha President's
: proposal (oow belng ivplemented in epecific form)
for the resolutica of disputes over manning end
related isoues. =

#® Construction subsidies should be conditicned
upon pricr labor-mznagemcnt agrecment on manning
scales. O

[l
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The development of & U, 8. fleat of spproximately 870 ships
by 1975, {(Compared with 789 proposed by the Task Force;
and 1,009 proposed by the Maritime Advisory Comuittee.)

* Continue present cargo 1iner replacemant
progren,

# Extend construction subsidy to 70 carpge liner
vessals to replace ond modernize existing non=
subpidized caxpo=linor fleet of 100-130 vessels.

* Extend constructicon cubsidy to spproximately
125 high-speed automated bulk carriers,

Operating subsidies; cargo preference.

* Continue operating subaidies to preseatly
subsidizpd cargo-liner fleet and presently
subsidized passenger ship fleat.

# Extend operating suboldiea to mh;-'&ce? cargo= 3

lner and sutemated bulk carrier vessels
fndicated in Foint 2, above.

® Restructure tha operating subsidy to reward
efficiency end penalize poor economiec performenca,

#* Fhase-out preaium rate espect of carge preference
a8 now high=zpced sutomated bulk carriers coma
into ocparatlion - retelin preferentlal routing --
all pilitncy end aid cargoan to be carzied
ultimately at world rates,

Befer to Maritime Advisory Committee for further consideration
and recommendatious by July 1, 1966 questions ofi

% Domestic shipping (both construction and operatiocn).
#* 0, 8, Flag chipping quota on import of petroleunm,

* long-renge pacssengsr chip constructlion end
operating cubaidy,

® U, B, policy with respect to Flag of Necesaity
wessals, -

Expand resesrch end devalepmont, perticularly into cargo handling
facilities and construction,
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% Thoa subsidy cost of the progrem suggeeted hera could
ba kept at the present level (about 500 million) for
another year, or even lowered slightly (with respect to
conatruction subsidics) in view of over-all budgatary
preasurcs, It would then riss to a 1975 levol of ebout
§$600 million. This compares with e Task Force figure of
$360 million and an Advisory Comndttee figure of §650 milliom,
by 1975. The $500 million figure (by 1975) would represent
an incressa in the present figure comparable to the proapectiva
increase in tha &P, and a lessar increass than that expected
in U, 8, foreign trada,

.
B e RN SRS T e S e 1

% The principal difference (although thera are others) between

: this proposzl and that contained in your Memorandum of Deceme

' ber 9 fe that your proposal contemplates enlarged foreign
cons truction of shipa which weuld then receive U. 8. operating
subpidies.

== Your suggestion of “fragmonting the opposition"
(by dividing the maritime ead ths ship-bullding
unions) doos nok eccord with oy own strong

1 ) impression of an irrevocably united front here.
i . 3 * Fhat the proposal here comos doun to is the sugcestion that tha
i things to do first ara to get the lsbor relations difficultice

straichiened euk, lay a firm basip for effecktive sutenation,

tha bulk corrier [leat. Then the other points can
bo explored, and prossod whete this scems eppropriate.

FEN

Sscrataxy of Labor

b T e




e e

D e T s L,

e P A o R g e el

(]ﬂrlf‘rlf-‘” '\;-f:'rf i’dL.tr J

—
Al '0 C.fp,.fﬁf:*rf

F!:’;!-L,._. £ Af
J (3

BN N0n

Mez ﬁq'!-:i.n:'t'rf'[ F ar -" 1"fjl'r|""-u
.BU”"' PﬂVI-"I'E.tﬁ.- {'f"'"j'rt!r.;-\.ﬂ! :

e,
jos o

W)

TT‘I'I!-E!- E : : 1‘1._

5 ]

+ Eap LY &
. e

L |

o

_D_ﬂ*{t!hi;:- .-S [J._L.r.L
< /Bolk tcm.-.}nu : 'H.H'n:c!g_.-. l’g.[?'-‘-"f-J }

i G

< ?ﬁmr . Luﬁ!:&:.

R

I vt

el r’i.wﬂr T.J'_ n»,.r-‘? n—-f :354 fr,.{-'l-[{:lfrﬁfn

i A A

"y

17 -0

g o + 30 -:-lll Lu-.q_: mm! (afu_'x -

2197 '1

(o B A T

LT

o ks R A LR

r
A e B 4 A
| i
| = r
] i . "
' - 2 - - o 5
[3 I e
= : T S T T T P A o = e
1 '
. : S W T S A T e i e g S e g e . . e .
' . . ] "
. ¥y it o R
. i
= -
.




Tl
[

o | ;_:}Hef.ﬂ;;j*-rf

: dlqﬂa S.‘hn”u;-«.l L l”ll."‘-l"!"-.|'i-'1.I -f'_g-.lﬂt'

SRR TR =

o

- 74, l!f wE . 1;-_,;{ I E_&_&f:jm Az gs ]1,, rs H'&-'L

329, T

R O R i O VSMPP s ool i

; i J
Fya1.3 0 el ok bbbl & jers 033

qi- ' _ 5 ?h I.'r:l'ﬂf":'.. y “.‘:)‘fa-:-..:.. "}nf

45, 8. )aS -hulb., nﬁ -*35 ot 005

JL5.h fa'- bille.. £.D¢ h,,f— 47

| - 5t D .. "'? ff,-.-mz_,, w'!" HJ* o Jdéurg'lm Gﬂ'l‘#ﬁi Cﬂj/j'u;_{ﬂ_

Ll fcre.)

2 ar’a

| T ?; 'lEx.’u.hJ ,__”D] ld';_::L-ﬁh"-,"':,..‘:;tr PF. o -'Ll'}qu '“JG [N l-%l_'-- .

J|

R .
"l'i.r"' A . . I --l

4




. o] - ey
ey . ; ’ ; (‘:"7“

The Performance of the U.S. Merchant Marine Under an = . /-
Independent Agency vs. an Agency Within the VA

& = e
i

Department of Commerce iz
The relatively strong position of the U.S. Merchant Marine

. in world shipping in the immediate post-World War II years

was not a result of the organizational status of the agency
of the Federal Government handling maritime affairs. The

simple fact was that the rest of the world had very few A

ships available with which to compete in international

trade. In addition, during this period U.S. Government ':*ﬁ:fﬁu

. shipments under the Marshall Plan constituted a very large

portion of the U.S. foreign trade and most of these :argueslﬂ v

.. were reserved for U.S. ships.

" ment of Commerce in 1950, the U.S. portion would have been

' har remained relatively constant (about 10%) since 1959.

Immediately after World War II the United States had the

only sizeable merchant fleet available for international *: .
commerce. Merchant fleets and shipyards of other maritime

. nations had been devastated by the war. As a result there .
i “was little international competition in ocean shipping and -'!
‘ the United States was able to dominate the scene. As other’ . °
-. nations began to rebuild their bombed out shipyards and ; :
-~ eonstruct ships, international competition returned and the
+ U.S. level of shipping, reflecting natural campetitiva
‘. forces, decreased.

This trend is shown by the following statistics: ;f:

In 1946 U.S..ships carried 65% (by tonnage) of our
foreign commerce, By 1950 the portion had dropped to 42%.

Thus, during this four-year interval the U.S. portion
declined by 23 percentage points even though maritime

programs were administered by an independent agency. If F';ffr

the performance under the independent agency had been rh
repeated after maritime programs became part of the Depart=

reduced to 0% by the end of 1957.
The U.5.-flag portion of ovr total international commerce

Yne decreases that have occurred have taken place largaly
in the bulk and potroleum tradeso. U.S5. linor vouscls now

'_: carry approximately 33% of our total liner (i.e., general) |
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* " cargo. This exceeds the portion carried in 1947 by 8 ";,_"':'_ i

b percéntage points. Also, liner cargoes now constitute 72% : ~
L " of the dollar value of our foreign commerce. Therefore, Ll T A<
: on a value-of-cargo basis, the level of U.S5. vessel par:tic:l.-' .' 3 il

. pation in our foreign commerce is approximately 24%, which -
is more than twice as large as tha B% to 10% 1mr&]. com- e
putad. on t'ha haais nf tnnnaga.
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: incidentally is strongly opposed in the Congress, the evaluation of T |

il ; ",

THE SECRETARY OF COMMERCE
WASHINGTON 25, D. C. E.h;'

A AR - =1 1 - L[]
i PR 2'_:‘] - \

i ued i

" August 26, 1966 : : TR

Dear Mr. IPr“ident:

Secretary McNamara, Secretary Wirtz and I have, as
you requested, reviewed the maritime policy situation, particularly
as it is presented in the Report of the Maritime -ﬁdﬁnnry Committee. EF
: ' We raapac_tflully recommend, unanimously and strongly, I
thﬁ. there be no rep:_.'.e-aentatiﬁn of an Administration position regarding

the details of this Report at the present time. . :
We accordingly limit our advice to the gen?ral approach
taken in the Beport. ; |

On the basis of Secretary McNamara's advice, which : i

the recommendations in the Report cannot, at least at this time,

prnprerly include strong reliance on considerations of "national
defense." (This is one basis for the Maritime Act of 1936. The
Advisory Committee expressed "grave misgivings about the

adequacy of the present fleet" from a military standpoint, ‘but did

not base its recommendaitions on defense considerations.)
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: *Secretary McMNamara exprease;s no view reg;rding the
n'i..ra.lua.tinn QI-I the Advisory Committee's Report so far as the broader
policy considerations in the Ma.r‘it._i_ine Act (“to promote the commerce
of the United States, " :a.nd Yto provide shipping service on all routes
essential for maintaining the flow of . . . domestic aﬁ Inrei:gn

e ‘water-borne cnmﬁ:arta at all times") are concerned.
Secretary Wirtz and I (with Secretary McNamara n:xprussingll
neither approval nor disapproval] commend this view to you:
: : 1.I In general: The Maritime Advisory Committee
' Report and Recommendations represent a :nnstructiva basis for
. further evaluation, but we think right now that they go too far, particu-

larly in view of budgetary cnnaldara.tians,'

2. In particular:

{l} The Advisory Committee concludes that a U, S,
* flag fleet capable of carrying at h;.ast 30% (the present
percentage is 8, 5} of our foreign commerce 1985

= A El

is a proper objective. We agree,

— oeL . (b) Regarding General Cargo Liner Service: The
Committee reaffirms the parity concept of operating
subsidy, the essential trade route concept, and

existing steamship conference practices. It would

i
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extend subsidy support to about 100 addit;nnal ahip's :
in liner service, and would double the construction
of general cargo Ll.inar ships {taking it to 30 to 35 ships
a year). ! I

We would recommend leaving the felev?nt
legislation (regarding operating subsidies, l etc.) as it
is; but would recommend improvements in the .

administration of these laws.

. : We do not support doubling the construction of general
cargo liner ships, but do recommend an increase in ship
construction of up to six to nine ships a year, for a total

. : of about 20 to 25, if overall appropriation policy permits.

Nor do we recommend any commitment at this time
_with ranpelc.t to extending subsidy support to about 100
additional ships.

(c) Regarding Dry Bulk Carriers: The Committee

recommends a construction program to be l“rtﬂd.
immediately, to build toward a capacity to carr.y 30%

of this cargo by 1985; all ships to be built in U. S,

,'a.;dn with construction subsidies, and to receive
operating subsidies under long~-term contract {r:placing.

present cargo preference "hidden subsidies.")

.
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| We agree with the 30% objective, to be met by
.'huiid.ing of ships in U. S. yards, on a aui:rsidized
basis. ‘ |

; J".'I'hﬂ q1.leﬂt::mn of operating subsidies versus cargo
preference requires further consideration, along with
other possibilities.

(d) Regarding Tankers: The Committee recommends

alternative programs, including possible mandatory
import quotas or operating subsidies. We do not agree

with the proposal for quotas or subsidies.

. (e) Regarding Passenger Ships: The Committee

proposes further study of the support level for passenger
ships. We agree.

{f) Regarding Labor Relations: The Committee

recommends (i) agreement on manning prior to new
construction (with arbitration, if necessary); (ii)
collective bargaining negotiation or arbitration to be
binding for subsidy payment purposes; (iii) a pe.rrnanent
tri=-partite labor-management council in the industry.

We agree in general with qualification regarding
finality of bargained (or arbitrated) settlements so far as
.subsidy payments are concerned.
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In conclusion, and recognizing the possible desirability

b

of some fairly broad statement re_zga.r-:ling the Administration's current
position on the Advisory Committee's Report, we suggest something
along these lines: .
. | "The Administration reaffirms the n‘bja-i:.l:i:us

stated in the Maritime Act of 1936 and will ask, as a

matter of high. priority, the Secretary of Transportation

and the Maritime Administrator to give sympathetic

consideration to the Report of the Maritime Advisory

Committee as a basis for developing a new maritime

; . program ,"
3 : Respectfully,

* -_ 9’6""‘"‘:3%4.

. John T. Conner

The President
The White House

COPY to Secretary McNamara ; :
Secretary Wirtz 4 ;
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SULMARY OF CURRENT AND PROPOSED
MARITIME FOLICIFS

T ﬂurrﬂ;"‘t _.:111,;&‘:1 Mf.l.q.A_‘..J ,Gr{} _J"ﬂ_.-{b,:-\ # o A o

The U. 8. flag fleat in foreign trades is currently sub-
pidized through a number ¢f technigues. The purpose of the
subsidies iz to provids for the national defence and to insure
the carriage of a substantial portion of U.S8. foreign trade on
U.8. flag ships. Subsidies are also paid to permit construction
of U.S. merchant ships in U.S. v=~?= and justified on grounds
of national defense regquircoente,

« DOparating subsidies are currently paid on apprﬁxi—
mately 300 cargo liners (including 27 passenger or
passenger/cargo combination ships).

« Construction subsidies are paid on about 15-17 new
snipe per year as replacemant for the subsidized
liner flect (in 1967 only 13 new startz are provided
in the budget).

. Cargo preference for P.L. 480, Defense,and AID cargoss,
at rates substantially above the <rld markekt, pro-
vides the chief support for en aiditicial 236 "non-
gsubsidized" liners and 100 trarmp sliips in the bulk
carriage trads. (About 50% of*the outbound revenues
of the subsidized fleet are also dsrivad from Govern-
ment cargbes under cargo preference provisions.)
Almost all of the nonsubsidizaed fleet consists of
rapidly cbsolescing vesszls.

« Additional zesistanca is praviﬂed the rhrchant mzrine
through

(a) certain tax privileges relating to tax-freec
reserves for ship resplacement;

(b} ship mortg:zze insuranca, and

{c) Federal support for the National and State
Merchant Marine Acadenies.

agd USCG
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. The tofal ten-year system c-::s'f:_cf those subsidies
{1966-19:5) will zmount to §5.8 Dbil:rion., Within this ten-
year total, annual costs will tend to rise each year.

The major consequences of continuing to fellow current
polices are: '

(1) By 1975 most, if not all, of the nonsubsidized
fleet (1C0 liners, 107 izzmr bulkers) will have
disappeared. ;

(2) By 1975 the productive capacity of the subsidized
fleet will have increased moderately, but will be
below (by 103-15%) DOD estimates of "regquirements"
for national defense purposes.

(3) Because the opesrating subsidy pays the difference
between U.S. and foreign coperating costs on a ship-
by-ship basis, there are few incentives for U.S.
S management to improve efficiency. Foreign ship
productivity and costs, however, are improving and
. : ' should continue to improve relative to those of
the U.8. flag fle2t under exizting sibsi-y technigues.

(4) Employment in the foreign trade merchant marine.

will continue to declins -- by about 25% over the
next ten years. -

II. Interagency Maritime Task Force recommendations

Under these racommendations national sescurity would ba
the sole justification for subsidy. However, reccmmendesd
measures for improved efficiency should increase the leverage

of the U.8. fleet on world cargo rates.
The Task Force recommandations woulds:

« Restructure the operating subsidy to reward efficiency =--
subsidy would no longer be tied to spacific cost dif-
ferentials.
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. Provide operating subsidiass for an additional
40-50 cargo liners. ;

. frbvide operating subsidies for large modern
bulkers -- up to 35 by 1975 and 60 by 1985,

.. Phase out cargo preference and rely on operating
subsidies.

« Allow overseas construction of U.S. flag shaps,
to the extent that domestic construction and
support of U.S. shipyards is not reguired for
national defense purposes.

The ten-year systems cost of merchant marine subsidies
under these recommendations would bs $5.1 billion. (The
cost estimates assume that only ships in excess of 15-17 per
year are built abroad. If these 1517 were also built =broad,
after a finding that their construction in the U.S8. is not
required on grounds of national defense, the ten-year costs
would be redvced to $3.7 Lillion.)

The major cﬁnsequ:nées of adopting these recommendations
would be:

. g

i {

l. & subsidized fleet sufficient to meet DOD defense
requirements in 1975;

2. increasad operoting efficiency in U.S. flag ships -~
including incentives for the purchase of mozrse ’

productive ghips.

3. replacement of the current aging tramp fleet with
a smaller number of modern bulkers, whose aggregate
productivity would exceed that of the current tramp
fleet: :

4, approximately the same decline in merchant marins
employment (25%) as forécasted under present policles:

5. the building of some or all of U.S5. flag shipes sbroad.



III. Maritime Advisory Committes recommendations

The Committee interprets the 1936 Act to require the

carriage of a substantial portion (over 30%) of U.5. water-
borne foreign commerce in U. S. owned, manned, and built

ships.

The Committee recommends:
i

Extension of operating subsidy to all of the current-

iy ulisth~i*ized liners (100 ships).

Construction of 160 bulkers by 1975 (and 290 by 1985),
and extension of operating subsidy to these ships..

Expansion of the current liner replacement program
to 30 ships per year.

Retention of current cargo preference and its
extension to 30% of U.S. oil imports. In addition,
U.S. operators would be given the right of first re-
fusal, at world rates, on all government bulk cargoes.

Constructicr of all ships in U.S. yards.

No basic change in the current structure of cperating
subsidies. i

The ten-year systems cost of these recommendations would
be $7.2 billion, with costs rising each year.

The major consequences of these recommendations would be:

1.

3.

a build-up in the U.S. flag fleet to the point
where by 1935 it carries 30% (by vnlume] of U.S.
foreign trade;

a very sharp expansion in the bulk carriage of U. S.
flag ships;

a slight declire in seafaring employment, but almost
a doubling of subsidized shipbuilding employment by
1975.
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4. less incantives for improvement in the cost position
of 0.5. flag ships relative tu foreign com-
petition;

5. a significant displacement of foreign shipping.
Given the current deterioration of U.S. relative
- egsts, this implies an increase in the proportion
of costs borne by the subsidy.

IV. 50-ship Liner-Bulker Program Alewses’

This program, recommended by private sources close to
certain parts of the industry, places emphasis on the use of
cargo preference rather than operating or construction sub-
sidies. ¢ - : :

The progrim would provide for the building in the United

" Btates of 50 additional liners and 35-50 bulkers with neither
operating nor construction subsidies. It is possible to con-
striuct liners perhaps four times as productive as those currently
in service. The same is approximately trve of biikers. The
program assumes that :

« the operating economies of 1ar§5. fast, containerizéd
ships,

« the construction economies of bloc procurement,
. ship mortgage insurance, and

. the guarantee of government cargoes egual to 20%
of the capacity of the new ships

-would be sufficient to make the program economically viable.
We do not know what the preogram assumes about the existing

oparating subsidy and replacement construction program. We
presume it implies their continuation.



.' As presently formulated, the program is particularly
addressed to the "nonsubsidized" portion of the industry.
Presunably an option to follow the same procedure could be
given to the subsidized lines, up to the limit imposed by
the availability of DCD, AID and P.L., 480 cargoes to make
good on the 20% cargo preference guarantee.

The econromic viability of the proposal depends upon
the magnitude of realizs“l: sperating ~=7 construction
economnies, and the degree to wnici, tne rates paid for
preference cargo would exceed world rates.

, If the program is vizble, its major conseqguences would

be .

1. an increase in the productive capacity of the U.S.

. " flag fleet; (The new vessels would be smaller in
number but far more productive in the aggregate

than the current unsubsidized liner and tramp
1 8 fleet.)

. a0 02, substantial incentives for achieving oparating
economies and using the most eZli.lz>nt technology;
(Since no operating subsidies would be paid, ship
owners would have to match world competition to!
sell the 80% of capacity not taken up with cargo
preference. This assumes that rates paid on cargo
preferencz would not be automatically adjusted to
make up for losses on commercial cargc)

3. substantial incentives for bloc procurement and
standardization of ship design;

4, the assumption of substantial risk -- but little
immediate cost -- by the Federal Govermment through
its ship mortgage guarantees;

5. a sharp improvement in tha fortunes of the
unsubsidized industry {and unions) relztive to
. the subsidized;

6. ‘an overall decreasa in merchant marine employment

betwzen now and 1975 -~ kut less than under current
' policies.

T —
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V. Connov-Wirtz program

In a letter of August 26 Secretories Connor und Wirtz
proposed an expansion of the current maritime program.
They believe the Maritime Advisory Committee report repre-
sents a constructive basis for further evaluation, but
particularly in view of budget considesrations, goes too
far, They agree with MAC interim objective to carry 30%
of foreign qommerce by 1985; would leave operating subsidy,
etec., legislation as is, but improve its administration.
They favor an increass in ihe liner cvonstruction program
to 20-25 ships per year, ii budgeiL constraints will permit.
They propose further study of operating subsidies vs. cargo
preference as a means of supporting bulkers. They aleo
propose further study of programs of assistance for tankers
and passenger ships. The recommendations would tend to
maintain the cuvrrent level of merchant marine employment
with costs probzbly closer to the recommendations of the
"Maritime Advisory Committee th;n to those of the Inter-
agency Task Ferce.

* * * *

The attached teble represents an ati-~mpt to provide =

"brief tabular comparison of the main fiiiuioz of all five

proposals.

= %
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TABULAR COMPARISON OF ALTERNATIVE MARITIME POLICIES

. PRESENT INTERAGENCY MARITIME MARITIME ADVISORY
Eb POLICY TASK FORCE COMMITTEE 50_SHIP COMITOR-WIRTZ
fhip Government pays Retain liner replacement Retain liner program. Assumed to in- Retain liner
ton- difference between program. Add bulker con- Add bulker program corporate current program. Add
etruction U.S. and foreign struction program. Only No foreign con- program. In addi- bulkers.
subsidy costs; for liners that number of ships struction. tion, 50 liners

only; current sub-
sidy equals 55% of
total U.S5. cost.
No foreign build-
ing.

15-20 liners/year
as replacements
for subsidized
fleet; but 1967
budget has only
13#

would be built in U.S. .
yards as determined to
be necessary to maintain
national security neceds
for private shipbuilding.
Balance could be abroad.

15-20 liners; 3-5 bulkers/
year.

T T L =

30 liners/year;
enough bulkers and
tankers to carry
30% of U.S. trade.

o B i e

T e . ecapacity. |

et et S —

Jpe Payﬁ fcreign cost—
ing L
5id

dlfférential for

il e Forew wages and.sub- more efficient nparatinnaians

CYILiON gigtence, insurance,
repair and main-

tenance.

e

Restructure-subsidy tﬂ

provide incentives for . ‘-

e

,

L

Averages 300 ships,
including passenger
vessels. HNo bulkers
or tankers.

. Tan’

Add 40-50 liners.

Bulkers: 1970-10
1975-35
1985-60

(in place of cargo

preference) .

'TH1 none

T

_Tankers:

— e —— . s Y T

"Retain-present———— Retaiq:prcsqpt

system. -

e
it ] Z e
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sidy

Add 100 liners.
Bulkers: 1970-60
1975-160
1985-290
1975-64
1985-91

over 5 years and
35-50 bulkers (no
specified delivery
schedule) would be
built without CDS,
under ship mort-
gage insurance
program. New _
ships would not
get 0D3, but DOD
would guarantee
preference cargo
1; for 20% of their
capacity.

20-25 liners/year.
Enough bulkers to
carry ‘30% of
cargo by 1985.

,4_sy5temhthutlﬁug-

50 new liners ...
might replaca,sume
of liners currently

on ODS.

No change in cur-
rent situation, ex-
cept for sub-
stitution
suggested above.

e —————_

—_————

—_—— T

—=-Retain . present = WT
ore-8ystemuk jims
-hgests some of;, thﬂlmjrPrqyﬁ$ﬂﬁminL%ﬁfd;Lun-

for

tration.

ilo change in
current situation.



TABULAR COMPARISON OF ALTERNATIVE MARITIN® POLACLIES—=LONC .

50 SHIP

CONNOR-VWINRTZ

Present policy.
DOD contracts

for 20% of new

50 liner capacity
for 5 years.
Similar contracts
on bulker cargo.

Further study ot
operating sub-
sidy vs. cargo
preference for
bulkers.

——

No mention.

Further study. -

z PRESENT INTERAGENCY MARITIME MARITIME ADVISORY
ITEN POLICY TASK FORCE COMMITTEE
C 100% ﬁilitary; ‘Phase out non-military Present policy plus
pref- 50% of other preference. Rely on 30% of commercial
erence government cargo QDs. : oil imports.
(chiefly AID and '
P.L. 480).
Passen- ODS currently paid - Encourage early withdrawal Continue, but study.
ger on ships. and phase out program.. ' .
ships $55 million/year. '
Mort- Covers 75% of total No change. No change.

gage  cost, except 87%%

insur-
anca

for reconstruction
and reconditioning.
U.S. built ships __

" A

No change.

Wi ok Lon

and reconditioning.

Ho comment.
Assume no
change.

e e S J.5 ©built ships
°n¥Yf;_ e - Vsl . only.
Empl??fﬁbﬁiﬂwtndr : o % BT
ments - 170" 1975 1970 1975 ‘ 1970 ' “"PY875 . . Not indicated,
=l icacion is ; - but would be-
Ship=- : ; close to IMTF on
~oard 42,300 31,461 39,584 30,755 43,114 39,621 shipboard em-
ployment but more
Ship- _ than IHMTF on ship-
yard 14,700 14,700 14,700 14,700 42,000 25,900 yard employmrent
. and much less
_Total 57,000 46,161 54,284 45,455 85,114 . 65,521 than MAC on both.

ot indicated.,
ut general—
implication is
to maintain
close to current
level of employ-
mant.



PRESENT
POLICY

TABULAR COMPARISON OF ALTERNATIVE MARITIHE POLICIES--Cont'd.

INTERAGENCY MARITIME
TASK FORCE

MARITIME ADVISORY
COMMITTEE

50 SHIP

CONNOR-WIRTZ

Eiii’
F
Cost

{mil-
lions)

1970 - $440.0
1975 - 482.2
1985 - 594.0
ten- -5,800.0
year

systems

cost

1970 - $387.6

1975 - 363.6

1985 - 376.5

ten- -5,100.00

year

systems '
cost -

(If all ships purchased
abroad, lO-year cost
falls to $3,700) —

— e

1970 - $710.7

1975 - 605.5
1985 - 772.0
ten- -7,200.0
year -
systems

cost

———

]
—— A

el

Not indicated;
would be less
than present
policy but more
than IMTF and
much less than
MAC.

e ——

Has never been
computed but
would be closer
to MAC costs
than to IMTF.
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GfTIONS AVAILABLE IN DEVELOPING (~pried ~ A4 .
A FEDEPAL MARITIME POLICY ;wgtq ,bg.g.r;-acll;.ﬂ. e

Thnis paper first cutlines the questions which have to be answered
in framing & maritime poliecy. It thern puts together five alterna-
tive program packages to illustrate the costs and other consaguences
of varicus possible decisions with respect to these policy questions.

- __Juestions to bz Answered

A sound maritime policy must

.« provide gufficient shipping to meet nationsl ézfense
requirements plus whatever non-dafense cbjesctives are
determined to be desirable from the naticnal interest

. Bsupport those requirements in the most efficient

. possible manner. An efficient private merchant
fleet not only minimizes Federal subsidy cost, but
also contributes toward another national objective,
namaly leverage on world shipping rates,

Given these major cousiuerations, the following decisions have to
be made in seitling upon & maritime policy. ;

1, The size of the fleet to bs supnorted

The Deparitment of Defense has specified that 460 notional ships

must be azvailable to meet peak defense requirements. All of these
are liners. The Interagency Mzriftime Task Force has estimated

that another 175 notional ships should be provided to wmest emsrgency
civilian requirements =-- partly liners, partly bulkers. The total
*national security” vequirement is therefore 635 notiocnal ships,

At the presant tinme the subsidized and unsubsidized U.S. foreign trade
flest consists ¢f 517 netional ghips.

Cne wmethod of meeting these defense reguirsments is to purchass and
"mothtzll” a ressrve flee:t while mounting a naval ressrve nannower
program. DOD studies indicate that this program would be pore
costly than pubsidy support of an active commercial fleet, if the
current subsidy program ware restructured towairds a minimum esst
goluticn, In ’'the renainder of this paper, wa do not concsider the
.ese:'-;e ship progran as an coticn, and deal only with the subsidiza-

fon of an active ccomercial flezi.

r’r
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It might be desirable to support an even larger fleet for non-.
defense purp.zes ~-- for example, as a way to encourage union
acceptance of ship automation. The Maritime Advisory Committee,
whose. recommendations are the most ambitious yet presented,
proposed a flest sufficient tc carry 30% of U.S. foreign trads
(by volume)}. This would require about 1,300 notional ships.

2. Should U,S. flag ships bs built in U.S. shipyards?

The currert subsidized constriciiva progra™ ~-counts for only 8%
of total Fedaral outlays for shipbuildaing. Moreovar, according

to Dzfense estimates, the present and qguickly augmesntable capacity
of U.S5. shipyards cculd mset almost any conceivable emergsncy.
Consaquently, there appears to bz no national defense reguirement
for a subsidized merchant ship construction program,

It is possible, howsver, tha%, through standardization of design
and large quantity purchases , construction costs in U.S. ship-
yards can be reduced to levels mors nearly compatitive with the
rest c¢f the world., There is already evidance, from the Navy's
shiphuilding program that purchases in very large blocks can
. substun.l2lly reduce costs == though not yat to the level of
vayznese compatitors.

The cost of the construction differential subsidy might be halved
“"by a policy of large block procurement, Under very optimistic

assunmptions, U.S. shipyard costs might ultimately be reduced to.
world levels. Several of the options discussed later incorporcte
- such a construction program,

3. V¥Wha* is the approprlate prorortion of liners and bulkers to
be supported in the merchant fleat?

All of DOD's 460 notional ship requirement is in the form of liners.
The 175 ship civilizn emergency reguirement consists of both linsrs
—and bulkers., Any additional expansion in the fleet, beyond dsfenss
and emergancy civilian requiremsnts, would presumably bz a mixture

. of both liners ard bulkers,

4. v¥hat kind of shipz will lead to most efficient operationz?

At the presant tims a largs contalnerized cargec linexr can be built
with roughly four times thes preductivity of the typicz2l ship cur-
rently in the subsidized fizsl. Tnh2 cost of such ships would



>
be less than double that of such a conventional ship. A subster*izi
- part of the DOD'=z requirements could be filled by such containerized
ehips. The other part could bhe filled by vessels like the C-4,
which has 1% times the productivity of a notional vessel, Similarly,
large modern bulkers can be built with four times the productivity
of vessels in the existing tramp fleet.

These highlv productive ships can be manned by smaller crews than
cur_=ant ve_zels <3 versus 45, With productivity four times
greater, fuel costs only moderately higher, and with smaller crews,
their operating expenses per ton of cargo can be sharply reduced
relative to present standards.

With these vessels. comprising a substantial part of the U.S5. flag
fleet, the 635 notional ship defense and civilian emergency require-
ment could be met with 256 actual ships. S8Similarly, the 1,300
notional ships required to meet the Maritime Advisory Committee's
goal of carrying 30% of U.S. foreign treue on U,8. flag ships

could ba met with 484 actual ships.

The obvious consequences of replacing current ships with lzrge

modern vesseals of the *vpe doscribad is a shasp redlzction ia

maritime employment. Any given volume of cargo can be carried

with one=fourth the nuwber of ships and crews. ¢

5. Should the current operating subsidies be revised to provids
greater incentives for efficient opsration?

The current subsidy formula makes up the difference between U.S.
and foreign costs for wages, subsistence, repair and maintenancs,
and insurance, The subsidy calculation is made on a ship-by-ship
basis. There is little or no incentive to improve operating
efficiency with respect to the sgpacific subsidized cost items.
Incurring higher capital costs -- through larger autcmated vessels
== is penalized, since the added capital costs are not subsidized,
while a reduction in labor costs goss primarily towards reducing
the subsidy. .

Whatevar the level at which the msxrchant marine is supported, it
ghould be given incentives both to adopt modern ship tachnology
and to operate its ships efficiently. That will requirs 3 new
form of =ubsidy which

. A
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(2) is based more nearly on avéragc industry performancé,
thereby rewarding the bettex-than-average operator and
penalizing the laggard, and

(b) is related to overall psrformance rather than to spscific
items of cost, so as not to psnalize the adoption of new
_technology. -

6. Should eargo preference be retained, or should operzti.yg
subsidiess b2 the sole method of supporting the flesc:

Cargo preference has two major disadvantages
« it tends to hide the true public costs of subsidy

. it tends to divert the capacity of the U.S5. fleet away
from the compztitive carriage of commercial cargo.
(lbout 50% of the outbound cargoes of the U,.5. subsidized
fleet are preference cargoes.) In turn this diversion
blunts one of the presumasd objectives of the subsidy
program, the leverage cf a U.,S. fleet on world shipping
*  rates. &

Recently, however, one proposal has been made for using cargo
preference in an imaginative way. (See the attached summary of
current proposals on maritime policy.) Briefly, under this
schema the Government would guarantee preference cargo for 20%
of the capacity of 50 or more large modern vessels., This
guarantes, plus the proviasion of ship mortgage insurance, would
take the place of any construction or operating differential
subsidies for the vessels involved. As a consequence, the ship
owner would have every incentive to maximize efficiency, both
in ship procurement and ship operation.

Although this proposal has not bzen spelled out in detail, rough
calculations indicate it might be feasible if the vessels in-
volved had the productivity and cost characteristics described
above. It would have to be made clear, however, that the rates
on Government cargo would not bz automatiezlly adjusted to
offset losses in commarcial cargo.

Several of the cptions discussed bzlow incorporate this proposal.



Five Options for Maritime Policy . : : 2

Five alternative programs have been developed, to trace out the
costs and consequences of alternative sets of answers to the
issues posed above. This list of options is cbviously not ex-
haustive, but it covers a broad range of possibilities.

OPTINN ) ) el B
A Subsidized Fleet to Meet National Defense Objectives at
Mird.ou Cosu

A combination of defense and hard-core civilian needs creates
a minimal fleet requirement of 635 notional ships. (By 1975

the foreign trade U. S. flag fleet will fall to 420 notional

ghips if current poliey is continued.) The 635 ship require-
ment would be met with the following program:

. A substantial part of the liner fleet and all of the
bulker fleet would consist of larga, modern vessels,
with productivity about four times those of current
vessels. Consequently, the 635 notional ship capacity
would eventually be provided with 256 actual sl.lnxa.

« To suppor: iiic program, about 10-12 large ships a year

" would have to be purchased abroad in lieu of the current
liner replacement program. HNo Eubsidy would be offered
for construction in the United States.

. Cargo preference would be phased out as the existing
unsubsidized liners and tramp fleet disappeared. The
new liners and bulkers would get operating subsidies
and compete at world rates for Government cargo.

. The current operating subsidy formula would be revised
to provide incentives for efficient operations. The
. present subsidy formula literally penalizes efficient
decigions, particularly with respect to adding new
capital-using technology. :

. To introduce more competition, the present assignment
of subsidized wvessels to "trade routes" would be changed
to much broader "trade areas”.



The Federal cost of this option over the naxt ten years is

$2.9 billin: By the tenth year, when large numbers of the
new vessels had been incorporated in the fleet, the annual

cost would be only $128 million.

The cost calculation for Option 1 assumes: (a) half of the
subsidized liner fleet's capacity and all of the bulkers

* will ultimately be made up of large, modern ships with four
times the productivity of current v-ceeleg, and (b) a crew
size of 35, compared to 45 ~urrenilv ara £25-30 techno-
logically possible, and (c) the new containerized liners
would cost about 20% more than the C-4's currently being
purchased under the replacement program; (d) the cost esti-
mates provide for the gradual phasing in of the new ships,
at-about 10-12 per year, as a substitution for the current
liner replacement program.

DPTIDH 2
Meeting National Defense Objectives at Minimum Costs Plus
Supporting the Development of a Competitive U.S. Shipbuilding

Capacity

th i:2w ships contemplated in Option 1 cculd be conatructed

in U.S. yards under a program which provided for standardized
design and large-scale multi-year contracts. Ten to twelve
ships per year are contemplated under the Opticn 1 replaﬂ;ment
program. Several years of the replacement program could be
blocked into one or two standard designs. Both existing ship-
building firms and firms from other industries could submit
proposals for large-scale contracts. Standardization, large
volume, and the guarantee of continuing work should all pruv;de
-incentives for substantial innovation and investment in cost-
cutting production methods.

At the present time, U.S. shipbuilding costs are 2.2 times
those of the lower-cost (Japanese) foreign firms. We have
assumed that initiatlly the new construction program would
reduce U.S. costs by 25%. This would, in turn, cut the present
construction subsidy almost in half. Ultimately, of course,
the cbjective of the program would be the reduction of U.S.
shipbuilding costs to world levels.
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The cost of this option over the next ten years would be
$3.6 billion. @y the tenth year the annual costs would be
$200 million.

OPTION 3 :

Meeting National Defense Objectives plus Additional Merchant
Fleet Capacity Sufficient to Carry a Substantially Expanded
Percentage of U.S, Foreign Trade, with Haxlmum Efficiency in
the Resulting Fleet

In addition to meeting a specified level of defense requirements,
it may be deemed desirable to increase the size of the U.5.-owned
fleet for other reasons -- for example, as a way to encourage
union acceptance of ship automation, or because carriage of a
larger percentage of U.S8. foreign trade is thought to be in the
national interest.

Once the decision has been made to support a fleet larger than
needed for defense and emergency civilian requirements, there
is no obvious target at which to aim, in terms of shipping
"requirements". To illustrate the costs and implications of
such a policy, we have chosen as an extreme limit the KMarivime
Advisory Committee's secrmmended goal of carrying 27% of U.S.
foreign trade (by volume; in U.S. flag ships.
This policy would require zbout 1,300 notional ships, or approx-
imately 484 actual ships in 195Y/ assuming rapid modernization
of the fleet, with a construction pregram of 38 ships per year.

As in the first two options, we postulate an improved operating
subsidy policy for all vessels, and reliance on operating sub-
sidies rather than cargo preference. We also postulate block
procurement of ships from U.S5. yards. The mix of liners and
bulkers approximates that recommended by the MAC.

For the .particular mix of bulkers and liners assumed. and given
the construction cost assumptions listed under Option 2, this
program would have a cost of $5.5 billion during the next ten
years. The additional ships would be phased in gradually over
these ten years. In the tenth year the annual cost of the
program would be $600 million.



" OPTIONS 2a AND 3a

These options meet the same shipping requiremsnts as Options 2
and 3, but substitute a cargo guarantee for the traditional
construction and operating subsidy procedures.

If rates on the guarahteed cargo are set to cover the oper-
ating and construction differentials, the real costs should
be no higher than Options 2 and 3 and perhaps somewh:'. Lower
because of the incentive factﬂrs introduced into the construc-
tion process.

In addition, this approach to subsidy payments shifts the burden
of the subsidy to future time pericds and from separately iden-

tified subsidies in the budget to additional defense and foreign
assistanﬂe costs. : ;

Only part of the subsidized fleet could be supported under this
technique. Government cargoes would be guaranteed in a volume
to cover 20% of the capacity of the vessels coming under this
particular program. There is u.t sufficient peace-time cargo to
cover all of the capacity in Opticn 2 and, of course, much less
s0 in Option 3. The remainder of the fleet, therefore, would
have to be supported by operating and construction differential
subsidies. : iy |

* * % #® &

The attached table provides a brief comparative summary of the
main features of each of the options described above.

Attachment
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Option f1 Option ff2 Option #3 Option §2(a) Option #3(a)
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Aosunptions:

Yessel Productivity

f=

e e 7 o 1. Fest new contalner ehips have four times the productivity of a notional liner wvessel.

ek, 2. ¥ew regular liners have 1.5 times the productivity of a notional 1iner vessel... .....: <. « . itoe & Wi s i 3 R St

e, - 3, Tew bulker B.hipﬂ. have four tmﬂ the ]]l'{ﬂ.ul:t’.ﬂw of. a nﬂt-iﬂn&l Julker- Sh.'l.pi EEERRAAITILY T B WA Sy o Siaie g P o e
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_ 50% 1s edapteble to comtaimerization. | -~ s o comtainerization, - - B 50% 16 ada

= Urgent Hard-core Civilisn Requirements Ly b -—':__ ¢ wiMren Requdrensnls 3 i g s I - e ey tﬂfﬂlﬁwﬂ
i - : -

1. 100% of liner cargo is containerizable,
2, 50% will be shipped in U.S. vessels. Remginder will be shipped in ﬂnﬁn-a{'-emve‘ﬂiemm wvegsels under effective U.S. control.

= aaas & 5

Tenker Flect
; . Domegtic trades and effective control fl&gﬂ-or-convenieme tankers fu?lla" ﬁdequnte to meet &ll foreseeable :l‘uture needs.
Ehip Constructicn Productiviiy Incentlves

1. Block procurement of new vessels will reduce construction differentials by 25 percentage points end ghipyard labor input by LO%.

2. Incentives resulting from cargo pusrantees 1n lieu of construction subsldy will reduce construction di:['ferent.ia‘l by § percentage
points. e

Effect of phasing-in options to existing program

1, Under Optlons 1 end 2, existing subsidized fleet would contimie to operate until end of current contracts - mid-T0's. Thus, cost

of current progrem has to be added to new program.

2. No new construction would be undertaken in support of exdsting progrom. :

3. Construction scubsidy under Option 2 would comsist of 10 ships per year, New container ghips can be phaged-in without QDS cost
glnee they can be subptituted for older weseels in current pubsidized fleet, .

L. Comstruction subsidy under Option 3would consist of 38 ships per year. New container ships can be phased-in without ODS cost
gince they can be pubstituted for older wvessels in current subsidized fleet.

5. Construction subsidy averaged at $10 million/ship.
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U.s. DEPARTMENT OF COMMERCE
OFFICE OF THE SECRETARY
WASHINGTON, D.C. 20230

November 11, 1966

MEMORANDUM FOR ""?rf/

Honorable Charles L, Schultze
Director, Bureau of the Budget

Subject: Maritime Policies and Programs

As a basis for your forthcoming meeting with
Secretary Connor and others on the Merchant Marine,
he has asked me to send you (a) the attached White
Paper and (b) a maritime proposal which he believes
merits consideration,

el

G McQuade
.ﬂ..-llin to the Secretary

. Attachments
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. : November 11, 1966

Value of The U, 5. Merchant Marine

Premises

This paper seeks to identify the primary benefits to the United
States of the U,S. Merchant Marine, It starts with two premises.

1. The U.S, maritime industry is not unique in receiving a
subsidy. Rails, alr, highways, and inland waterways have all
received billions in government support. Agriculture subsidies,
tariffs, procurement by the Defense Department in the United
States at higher budgetary cost in order to save balance of pay-
ments dollara--all are examples of choosing the economically
less efficient in order to achieve an acceptable balance among
national objectives. By the standards which we apply in a number
of other areas of our national economic life, the subsidy factor
does not of itself constitute a decisive reason to conclude that the
U.S5. Merchant Marine fails to give proper value to the national
interest if all values are taken into account.

. 2. The current political facts of life call for some form of
government assistance to the maritime industry. The relevant
choice for the Administration is among the range of alternatives
which are politically achieveable., Within this range, we should
seek the maximum benefit for the minimum cost, using the term
Y"henefit" in a broad, rather than a narrow context.

Factors to be Weighed

. In light of these two premises, the following represent the major
factors to be considered in evaluating the broader contributions of the
U.S. flag fleet to the national interest:

First, the maritime industry provides jobs and business activity
on an impressive scale, For example, the U,S, maritime industry :
each year provides direct employment for a quarter of a million workers, _
pays $1.7 billion in wages and salaries, and contributes $160 million in
Federal and State taxes. Indirectly, through the multiplier effect, it
gives employment to an additional 189, 000 workers. It pays out over
$100 million a year for supplies, stores, fuel, and repairs. While it

ADMINISTRATIVELY RESTRICTED




L

ADMINISTRATIVELY RESTRICTED

-z-

is difficult to assess precisely, the U.S, shipping industry earns or
conserves substantial credits for our balanece of payments, estimated
between a minimum of $500 million and a maximurm of $1 billion per
year.

Shipbuilding, of course, provides similar employment and
multiplier effects upon the economy, including taxes.

The exact measurement of these economic repercussions i5, of
course, extremely difficult, if not impossible., But the principle is a
valid one: money spent to ald the U.S. merchant ﬂeet returns in direct
and indirect benefits to the national economy.

Second, U.S. merchant shipping plays a valuable role in the

development of new trade for the United States, andiall things being

equal, is more likely to have a special American concern and interest
than would foreign owned or foreign flag lines.

The Farrell Line, for example, has developed an increasingly
valuable two-way trade between the United States and South Africa. The
development of container services in the North Atlantic, Pacific, and
Caribbean has been promoted by Arrerican-flag ships and has resulted
in a significant increase in this trade, with the prospect of an even
greater increase in the future. American flag lines serve over 450
ports throughout the world., In addition, American subsidized lines
maintain active offices in foreign countries for purposes of promoting
U.S5. trade and serving U.S5S. shippers.

Third, a U.5. Merchant Marine can prmrld& a more effective ocean
interconnection to the developing new concept of integrated transportation--
one of the most promising areas for reducing the costs of international
trade. This requires that all modes of transport, from inland point of
origin to inland point of destination, be coordinated into a smoothly flowing
operation, designed principally with the convenience of the trader in mind,
The U.5. Government will no doubt play a role in the development of
this innovation and, of course, would have more leverage thzeugh the use
of a U.S, flag merchant marine in developing effective, cooperative
arrangements,

ADMIMISTRATIVELY RESTRICTED




A

l' : ' ADMINISTRATIVELY RESTRICTED

ot B

Fourth, the existence of a significant U.S, merchant fleet, active
and reserve, can have a benelicial effect upon the freight rates which
1.8, commerce must bear,

Freight rates in ocean commerce are either highly competitive
as among tramp ships, or tightly controlled by liner conference agree-
ments. In either case they are highly responsive to the availability of
world shipping. The existence of a United States merchant fleet protects
U.S. shippers from runaway rates. For instance, during the Korean
War, international freight rates on coal went from $3.35 a ton in June
1950 to $14,00 a ton by March of 1951. The release of a large number of
ships from the U,S5, reserve fleet and establishment by the National
Shipping Authority o a rate of $10.50 a ton thereafter cut transportation
costs to that level.

Fifth, the existence of a significant U.5. merchant fleet provides
] insurance that we can move e cessary or desirable imports and exports
in situations where various mational policies or exigencies may curtail
. ' or deny us normally available foreign shipping. *

.When the Suez Canal was closed just ten years ago, 223 dry cargo
ships and 29 tankers came out of reserve to help hold down soaring
freight rates and provide the extra shipping capacity needed for the lnng
haul around Africa.

In Vietnam, in the course of 16 months since July 1965, 161 ships
have been withdrawn from reserve, and an additional 136 privately-owned
ships (as of the end of August 1966) were being used by MSTS to haul

" cargoes for this conflict. In the first six months of 1966, the MSTS

*We import from 80% to 98% of many strategic ores--bauxite,
manganese, chrome--which are essential to such vital domestic industries
as steel and aluminum. One authoritative study predicted that by 1975
we would be importing 74 million tons of iron ore, over twice the estimated
imports in 1960, and 3, 250 million tons of petroleum products, against
759 million estimated for 1962. Maritime Administration figures project
a total of 616 million tons of dry and liquid bulk trade in 1985, against 288

. million in 1966.
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nucleus fleet lifted 10% of the cargoes required for Southeast Asia;
merchant ships carried the other 90%.

In situations where we are subject to embargo or wish to impose
an embargo, our ability to be effective, independent of other nations,
is diminished if we do not have our own vessels to which to turn.

Sixth, a significant U.S5. merchant fleet, in existence and manned
by trained crews, prnvides insurance of prompt cargo capability in the
event of war.

It can be costly and inefficient--perhaps even too late--to begin
building 2 merchant fleet and training crews when a war or similar
emergency arises. An operating fleet of modern design, high speed,
and large capacity, varied in type to meet different reguirements, with
efficient cargo handling systems, manned by trained and skilled seamen,
can cut back the risks that the country will not have the shipping it may
need in such a crisis. Keeping such a fleet in being requires a continuing
" program of planning and building of new and better ships to replace those
that become outdated,

The use of U.S5. merchant ships for commercial purposes keeps
thern and their crews making useful economic contributions while con-
currently providing a standby for emergency situations,

The shipbuilding industry, likewise, has standby utility which can
be better maintained if kept busy building merchant as well as military
vessels,

Seventh, some measure of prestige accrues to the United States
from an active merchant fleet,

Ejchth, a revitalized U, S. maritime industry is needed if the U.S.
participation in expanding world trade is to be assured.

Our oceanborne trade is steadily growing; Maritinme figures project
a total of 685 million tons by 1985, or double the 1966 figure. World
population is also growing. Some public investment coupled with private
investment is justifiable and necessary. This growth offers an opportunity
to alter the mix and type, as well as conditions of support, if pursued
imapinatively,
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Conclusions

1. The case for a U.S, merchant marine of significant size and
relative modernity is persuasive if both the e nomic benefite and the
other advantages which accrue to U,S. national interest are taken into
account, ‘

2. The foregoing conclusion necessarily rests upon judgments
about certain non-measurable factors.

3. Given the political context within which the Administration's
maritime policies are likely to be operating, the most helpful course
for a U.5, maritime policy would be to recognize the broader range of
values (benefits) available through a U.S, merchant fleet and seek to
maximize these benefits within a range of government support which is
politically acceptable and also tolerable as a budgetary matter,
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A PROPCSED MARITIME PROGRAM

-~
U.85, Fla_g Reguirements

1. Emergency: Under a combination of circumstances involving
{a) limited war and (b) general mobilization of the domestic economy,
U.5. flag shipping requirements for defense and emergency civilian
purposes are gencrally acknowledged to be as follows:

Emergency Siﬂpping_ﬂequlrumems!j

Civil
DOD Emerpgency— Total
General Cargo Liners 460 150 610
Bulk Carriers 0 290 290

2. Foreipn Trade: The accompanying White Paper describes the
national interest in at least maintaining at existing levels, if not expanding,
the proportion of our foreign trade carried under U.S. flag.

Fleat Status

Today the foregoing requirements can be met by drawing on both
the active and the reserve fleets. If, however, existing maritime programs
are continued at their present level, the active and reserve fleets cannot
" be expected to meet these requirements by the mid 70's. The prospects
for the fleet at that time are recapitulated below:

1. Aging Active Fleet: More than 60% of the active merchant
marine is 21 or more yecars old., By the mid 70's these vessels will have
been scrapped or will be of marginal utility, The entire tramp segment
(fhow our only bulk capacity) and the unsubsidized liner segment (the most -
useful and responsive for Defense needs) fall within this age group.

1/ These requirements are net of M5TS and are in notional values,
2/ Established by Department of Commerce and OEP studies.
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2, Decline of the Reserve Fleet: The National Defense Reserve
Fleet has been one of the mo st valuable maritime programe in recent
history. It has met "surge level" defense requirements in two limited
ware (Korea and Viet Nam) and has protected us against the effocts of
major international shipping crises on two other occasions (Suez and the
European coal shortage of 1956-57). However, it will not be available
in the 1970's without revitalization--the bulk of it will have been scrapped.

3. Fleet Imbalance: Although our trade will have become increas-
ingly heavy in dry bulk cargoes, we will have almost no dry bulk capability.

Under existing programs maritime industry and labor have been
unable on their own to arrest the decline. Moreover, both have lost
confidence in the Administration's intention to improve on the merchant
marine. Under these circurmstances any attempt to adopt radical policy

" initiatives can be expacted to meet political opposition until industry and

labor can attach some credence to the willingness of the government to

revitalize the industry.

Realistic Approach Towards Corrective Measures

The current political facts of life, therefore, call for some form of
government assistance to the maritime industry. The relevant choices
for the Administration are limited to those alternatives which are politically
achievable, The program set out below is designed to correct the decline
of the fleet 50 as to meet the U, 5, flag requirements by the mid 1970's
and at the same time is intended to regain the confidence of maritime
industry and labor so as to make possible a climate in which less costly

" solutions can be explored:

Program
1. Liner replacement-- Construct 20 highly productive, competi-
tive cargo liners eachyear to replace subsidized ships. (This
annual level would provide a steady building program in the
shipyards.) Construct 25 liners in FY '68 onjy, to make up
for FY 67 level,

ADMINISTRATIVELY RESTRICTED




2.

3.

L

ADMINISTRATIVELY RESTRICTED

--3--

Bulk carriers--Construct 5 bulk carriers annually with
Government participation in construction costs, creating
a bulk carrying capacity within a policy framework that

- should permit reduction or elimimtion of cargo preference

costs.1/

Extend operating subsidy--Foster Increased competition by
extending an operating subsidy to 50-60 additional liners,
subject to statutory procedural requirements. The form and
lenpgth of any contract to be extended to present or new
operators would stress operational flexibility and competitive
incentives,

Renew the Reserve Fleet:

a. Interim:

(1) Owverhaul and preserve 150 Victory ships upon
release from GAA operation in support of Viet Nam.

{2) Convert Victory troop transporta (AP-5's) to jumbo-
ized heavy-lift general cargo liners at rate of 20
per year over five years (as released by Department
of Defense) for use in current emergency followed
by preservation and placement in the NDRF,

b. Long Ranre: Repurchase subsidized ships at Book Value
(8/25 of original value) after 17 years and place in NDRF
for 13 years. Replace with new vessels., (First re-
purchases would occur in 1979.)

1/ Alternatively, construct 5 bulk carriers per year for up to five years .
;:t government expense and charter them to operators (on competitive
basis) at terms which would provide approxdmate parity with foreign
operating costs, by substituting cheaper capital equipment costs to the
operator for operating eubsidy,

ADMINISTRATIVELY RESTRICTED
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Program Costs and Effects

The attached table shows in detail the projected costs and effects
of carrying out this program through 1986 under present administrative 1/
peolicies, althoug gh less costly initiatives could be introduced at any time.~
The results can be summarized, however, as followa:

1.

The total, annual cost of the program, including CDS, oDs,
and reserve fleet expenses, would rise from £283,.5 million
in 1967 to $787 million in 1986,

The subsidized liner cargo fleet would increase from 285 ships,
3. 3 million deadweight tons, with an average age of 14,7 years,
to 340 ships, 5.7 million deadweight tons, with an average age

of 8-1/2 years--at a 20-year total cost of $10.1 billion,

A modern bulk carrier fleet of 60 ships of 2.7 million dead-

weight tons would be created--at a 20-year total cost of $960
million, (This would be $1.3 billion less than norinal cargo

preference costs over the same pericrd )

The Reserve Flcet would receive (in the early years) about 100
excellent (though war-age) ships, plus 150 useful general cargo
ships., In later years, it would stabilize at 260 ships with an
average age of 23-1/2 years, The 20-year total cost would be
$650 million, -

Employment in the areas affected by the program would increase
from 14, 100 to 15, 200 job opportunities over the 20-year span.
Without the program, employment in these areas is expected to
decline to 10, 800.

Trade participation in liner and dry bulk.areas would increase
as follows:{in millions of tons):

1951&! 1986
Liner 28%/14. 4 tons 37%/25.6 tons
Dry Bulk 3.6 tons 17.1 tons

the forelzn construction alternative could be.reconsidered.

. 1/ For example, when the U, S5, balance of payments posture has improved,

2/ Figares reflect diversion of some shipping to MSTS,

ADMINISTRATIVELY RESTRICTED

-




i

ADMINISTRATIVELY RESTRICTED

ATTACHMENT

COSTS & EFFEGTS-‘-I

1967 1968 1976 1986

Ships, Foreign Trade, Private 1/ \
General Cargo 285 311 340 340
Bulk’ : 2/ . 35 60

Tonnage {millions dwt.) 3.3 3.7 6.3 8.4

- Employment 14,100 15,200 16,000 15,200

Tons carried (millions L. T.) 14,4 16.4 27.4 42.8

. Federal Costs ($millions):
CDs 138 296 30 5_-”' 35'33
ODS 142 173 254= 3793/
Total 280 469 562 T29
NDRF Ships (General Cargo) 427 ddr'i'i'f 3«!5!15'-"J 260
' NDRF Costs ($millions) 3.5 64,08/ 40 8.0l

%/ Given in terms of actual ships, Notional values approximate require-

____ments get out on page 1.

1/ Excludes 130 non-subsidized freishters which will soon expire,

T Subsidized liner fleet only. :

_2_}' Excludes 103 war-bullt general cargo trampp which will rapidly expire.

* 3/ Includes about $17 million pald as cargo preference program differ-

2 entials to the new bulk ships, while saving £90 million which would
have been paid as [reight rate differentials in the absence of a new
bulk ship program. In 1986 the annual saving would approximate
$130 million. Increased productivity and greater operational efficiency
offer the possibility that this financial support may be unnecessary
by 1976, -

_-!f Includes 20 convercions to frelghters from AP-5 troopers.

5/ Includes 100 upgraded AP-5's,

Ef Includes $3,5 million preservation; $57 millioa conversions and layup
of 20 AP-5's; and $3.5 million for repalr of 75 GAA ships.

1f Includes $53 million for repurchase of 20 ships,

ADMINISTRATIVELY RESTRICTED




MARITIME LEGISLATION AND Ol -
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. SUMMARY: Congress has perlodically stated during ;
the past 50 years that our national defense and commercial"
-development require a merchant marine composed of American=
. built vessels owned and operated by citizens and capable - ..
+ . of carrying all of our domestic, and a substantial portion .
"of our forelgn, water-borne commerce. These goals are . ‘.
formally expressed in declarations of policy in the Ty
Merchant Marine Act, 1936, and the Merchant Ship Sales Act
of 1946, and are either expressed or implied in the earlier
Egégping Act, 1916, and Merchant Marine Acts of 1920 and
1 " ; : L i - . i B

L& i
A
- »

: . Implementing leglslation extends both direct and = ;.
indirect ald to the maritime industry. Liner vessels on -
essential forelgn trade routes are eligible for operating
subsidies, and both liner and tramp operators are eligible
for construction subsidies, However, construction subsidy
appropriations presently are sufficlent only to assist the

" fifteen companies receiving operating subsidies,

s e These two forms of direct aid are estimated to consti-
' tute about 40 percent of the total federal aid extended

to American vessels in foreign trade, the balance being
derived from a variety of leglslative programs, the most
important of which authorizes transportation of Government
cargoes at rates substantlally above the world market
(cargo preference). 1/

Domestic coastwise and intercoastal vessels are aided
through cabotage laws forbidding such trade to foreign .
vessels. . In addition, inland waterway operators whose S

: 1/ While difficult of precise calculation, a recent
study estimates cargo preference to have cost $160 million
. in 1962, one-fourth of this sum going to direotly subsi-

» dized vessels. Lawrence, United States Merchant Shipping’
Policies and Politlcs, 210 (Brookings Institution, 1900).
This is an excellent publication tracing the principal
causes of the U, S. shipping erisis with particular atten-
tion to the roles played by the shipping Ilndustry, Congreas — -
and maritime legislation. + fictis o o
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tugrand-tow combinations carry almost 10 percent of our - 'i
‘domestic commerce 2/ are indirectly aided through naviga- = |
tion improvements authorized in Rivers and Harhorq
degislation. _ i
Hajor lagislatiun indicative of congressional mar¢hant
marine policy is discussed below. i

EXPRESS STATEMENTS OF CONGRESSIONAL POLICY: The = | .°
Merchant Marine Act, 1936, declares that national defense ' . °
and the development of fore n and domestic commerce o
require a merchant marine (1) "sufficient tu carry” all . < -
of our damestic water-borne commerce and fa substantial ;,'
portion” of our foreign commerce, (2) "capable of Earvins
‘as a naval and military auxiliary in time of war or

national emergency," (3) ownedf operated and crewed by
» eltizens, and (4) composed of "the best-equipped, safest,
and most sultable types of vessels, constructed in the
United States." (46 U.S.C. 1101) In enunciating this F
policy, Congress stated that it was basically a reaffirma-
~tlon "of the national policy announced in the Merchant g
" Marine Act, 1920, reaffirmed in the Merchant Marine Act, !
, %QEB.;J (H.R. Rep. No. 1277, Ti4th Cong., lst Sess, 3-4 g
(1935 : Lo

; The statement of policy in the Shipping Act, 1920, - .

from which that in the 1936 Act was derived, originated : .
- in the Senate Committee on Commerce as a commlittee- e R
proposed amendment to the House bill H.R. 10378) subse-

quently enacted. (S. Rep. No. 573, 66th Cong., 2d Sess,
- 1-2, 10-11) The Senate report clearly expresasds the

Imativatiun underlying the policy statement. .3/ -lT}€

> 2/ American Waterways Operators, Inc., B
" Afloat--U.S. Inland Water Transportation Raaourcea {1955}

"For many years the amount of our foreign trade
" earried in ships flying our flag was constantly growing
‘" less. It seemed a hopeless task to make any effort to "
remedy the situation. Everyone was in favor of ap ade- |
quate American merchant marine. Political platforms vied.
with each other in declaring for an American merchant ' |
warine, built in American shipyards by Amerlean labor, -

e
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+industries, one must look to the cabotage lawa which

-8y

‘The Merchant Ship Sales Act of 1946 declares a

_policy (50 U.S.C. App. 1735) almost identical with that '

in the 1936 Act, so that since 1920 Congress' explicit.
announcements of maritime policy have been romarkably
uniform. They have, however, been primarily directed to
ocean shipping, and for evidence of congressional policy
toward our coastwlse, intercoastal and inland phipping

protect such trades from rurE1gn competition {#5 U. E C.
289, 883)

e T

manned by American seamen, flylng the American flag and :h
carrylng American products to every port in the world.

‘This sounded fine, but it did not bring us & merchant

marine. We seemed to be unable to pass any effective

“"leglslation, and when the World War began less than 10 per
- cent of our foreign trade was being carried 1n American

ships.

"The Commerce Committee takes it for granted that !
every patriotic citizen now wishes to see a merchant
marine under the American flag large enough to carry the
major part of our own foreign trade and such part of the
world's carrying trade as may be commensurate with our .
wealth, power, and standing among the nations of the

. world, and that whatever is necessary to bring that about '

they want done. We need such a fleet, not only for our

" commercial growth but for the Natiun's defense in time

of war and the stablility of domestiec industry in time
of peace, We #* % % have not permitted differences of
details to divide us upon the means to attaln this end.

- No partisan blas has had any place in our deliberations

and what we submit is that which we as patriotic Americans

' believe will attain the great object sought by all. - «

"No interests but American interests have been kept
in view. We are sure that other nations will loock after

" thelr citizens and their needs, and if our business is

to be cared for, we must do it." (S. Rep. No, 5?3, 66th f
cong., 2d SEEB. 1-2 {192n]) o A
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together with other statutes, a varlety of indirect
- asslstance, -

S

MARITIME LEGISLATION INDICATIVE.OF GONGRESSIONAL

- POLICY: Congress since 1920 has had little difficulty in

agreeing upon express statements of legislative policy, ' :
but its initlal attempts at implementing legislation were . .
generally ineffective., Finally, with disclosure of gk
irregularities in the administration of ocean-mail con-
tracts (a form of indirect subsidy authorized by the
Shipping Act, 1928) and strong presidential support for
controlled, direct subsidy, comprehensive legilslation was
obtained in 1936. 4/ The 1936 Act, as frequently amended,
provides a comprehensive scheme of direct subsidy and,

b -
F i
i

A." Direet aid.. The 1936 Act authorizes direct .

‘uperating and construction subsidies. Recognizing the

higher American cost of insurance, maintenance, repairs

- and labor, operators able to meet the numerous statutory

requirements are eligible for "operating-differential”

payments--amounts designed to place them on a parity with
their foreign competitors. (46 U.S.C. 601-613) And thelr
contractual obligations to replace subsidized vessels as -

‘ they become obsolete are assisted by "construetion differ-
. ential” payments designed to offset the lower cost of @ ' "o
. foreign construction., (46 U.S.C., 501-511) i o

' Phese direct aids are made available only to liner
vessels 5/ operated upon one or another of the foreign

. trade routes deemed by the Maritime Administration to be
- Messential,"” and since unbridled competitlon between subsi-

. dized operators would dissipate subsidy funds, Congress

prohibits subsidizing more than ‘one operator per poute

e s e e e R e B o
* 5
; f " i . " :
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4/ A complete ﬁistnry of the cungreasiuﬁal interplay

' preceding passage of the 1936 Act appears in Harvard

" Business School, The Use and Disposition of Ships and : .
Shipyards at the End of World War II EOQ-EiE {Egvarnment e

. - Printing Office, 1945). :

T A

" While non-liner operators are eligible for con- -
struction subsidies, funds have not been made avallable
for that purpose. Fet B

" g .
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except upon a showing of inadequate service. (46 U,S. G.
605(c)) Congress also effectively controls the extent' to
which these direct subsidies ald the industry; to date, '
approprilations have been sufficient to maintain anlr 1
fifteen subsidized operators, St B [

* Be Indirect aid.

g Bk

: (1) Tax deferments: Deposits by directly subsi-
dized operators into capital and special reserve funds
required by the 1936 Act, as well as earnings on such ,
deposits, are tax deferred (46 U.S.C. 607)., This is
+  estimated to reduce the nparatura' current tax paymenta br
~* about $12 million per year. &/

*(2) Credit aids: Until 195&, the Government :
. granted low-cost mortgages on vessels under Title V of the |

© 1936 Act or purchased under the Merchant Ship Sales Act of .

1946, Since then, credit assistance has been in the form
of 100% mortgage guarantees under Title XI of the 1936 Act.

" .. This aid, available both to subsidized and unsubsidized

operators, 1ls estimated to reduce current operating cuatﬂ
by $6 million annually..lf

ﬁ A

: (3) cargo preference: A 19&4 statute (10 U.5.C.
2531] requires all military ocean cargo to be carried on :
. flag vessels. 8/ A 1954 amendment to the 1535 Act

6/ iﬂwrenée, supra, note 1, pp. 280-209,
I,{ El, P- 2091 . .

[}

j;f In enacting this statute, Congress sought to
remedy the then prevailing practice of requiring transpor-
- tation by the lowest bildder regardless of natinnality.
. 8. Rep. No. 182, 58th Cong., 2d Sess. 1 (1904); H. R, Rep.
- No. 1 93, 58th Cong., 2d Sess. 1 (1904), Observing that
" this practice had led to almost exclusive use of cheaper
foreign vessels, the House Committee noted that the proposed
- legislation "would be far-reaching and beneficial to thq
nation itself and to the interests of general commercel, ]
of the national merchant marine and af the ahiphuildingg
wage working classes of the country." H.R. Rep. No. 3,
supra, 3. The committae rurthﬂr dhaarved "thﬂt thB affect

L
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(46 U.S.C. 1241(b)) requires at least one-half of all non-
military, government-sponsored cargo to be similarly trans-
ported. These requirements benefit both subsidized and
unsubsidized operators. Following hearings'in 1956 on
administration of the cargo preference laws, the House

of this act will pravidé the Government for instant use &
Bglandidﬁfleet of vessels ready for any emergency * #* # it A
I LY P e, i it - i &

9/ Iin 1ntrndu¢1ng the amendﬁent its sponsor
amphaalaed (100 Cong. Rec. 4159 (1954))

o that there i1s nothing aavnring of gi?eaway

- or of hidden additional subslidies in these
proposals. On the contrary, it 1s my conslidered
opinion that, if enacted into law, they will
unquestionably reduce to a marked degree the aii y d
total of operating differential subsidies that B
would otherwise be required to place our merchant Ko
marine on equal competitive footing with low-wage = . . °
- foreign lines. b X T3

A broad application of the 50-50 principle .

" will prove a tonic whose energizing effects would
be felt throughout the entire shipping industry
of the country. This increase in tonnage thus
afforded American-flag vessels, if 1t does not
completely solve, will, in my opinion, at least
contribute to the solution of many serious.problems ;
now facing our entlire merchant marine. e §

R i

n

The Senate Committee refused to honor Department of Derenﬂa 2
suggestions that the legislation "be held in abeyance until
the conclusion of further study of possible direct alds

" %o shippl ¥ stating that "cargoes constitute the most
direct aid" and that "the urgent need of the American i
. merchant marine ia for uarguaﬁ.“ (s. Rep. No. 1534 g3d. ;-
U Cong., 2d S'BBB- (195 : . L BT
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Committee on Merchant Marine and Fisherles rejected any
suggestion that cargo preference aid could be replaced
by direct subsidies. 10 And, while initially cargo
preference attracted foreign-flag vessels to American
reglistry so as to participate in this lucrative progran,
- a 1961 statute declares no foreign-built or foreign-flag
vessel eligible for preference cargo for three years '
following its documentation under the U.S. flag.

(4) Government vessels: The vast Government-
owned fleet of merchant vessels which was constructed
“.during World War II led to enactment of the Merchant Ship
Sales Act of 1946. After providing for placement of a .
large number of wvessels in a Naticnal Defense Reserve
Fleet, there to be available in time of war or national

10/ . The Committee regart (H.R. Rep. No. 1813 84th
Cong., 2d Sess. 28-29 (1956)) stated that-- :

e To substitute direct subsidy for cargo

- preference would .be wholly unfeasible and unjusti- =

. fled. In the first place, 1t would represent a
complete departure from the parity prineciple of .
the 1936 act. It would involve an outright grant

~ of money to the lines measured by their loss of °
business to foreign lines upon the repeal of the
50-50 law, # % # Sp, we could expect repeal of

cargo preference to cause a loss of more than u i

four-fifths of United States vessel carryings of .
aid cargo. % ¥* # The problem of whether a direct
.8ubsidy should be made available to United*States-

flag tramp vessels involves entirely different }

factors. Such a subsidy would unquestionably
render unnecessary the present freight rate
differential paid to American tramp vessels
[from Commodity Credity Corporation funds via
cargo preference). Since, however, the differen-
.Y tial # # % is not hidden or disguised # # #, the ;
-.question of whether the firanclal asslstance neces- |
sary to keep the United States tramp fleet in. g
active operation is charged to one appropriation
or another does riot impress the cummittaa as heins
of nrunial importanue. : :



11/  Lawrence, supra, note 1, p. 210. ©rianteed

i : , . .
- B - ] I = .-:I-_I.lh

emergency, the statute authorized sales to both citizens

-and allies alike. The attractively low prices epecified

by Congress resulted in purchase of over 800 vessels for
American registry and over 1,000 vessels rnr fnrﬂign

‘registry. : \ oty

(5) Medical care and training pragrans. American
merchant scamen are granted iree medical care by the Public
Health Service. (42 U.S.C. 249) In addition, subsidized
training of American seamen is avallable at both Federal
(46 U, s C. 1126) and State (46 U.S.C. 1381-1387) academies,

' These two programs are estimated to cost $12 million per
year. 11/ \

C. "Other legislation. The 1936 and 1946 Acts author-

ize Government operation of merchant vessels and private
operation of Government vessels, Government operation,

through general agents, 1s a currently important adjunct
to our military sealift to the Far East, 161 such vessels

. being now in operation. Private operation (chartering)
.of Government vessels was widely practiced immediately

Tfollowing World War II while the shipping industry graduallr
rebullt its pre-war fleets. Again, chartering expanded
durinzg periods of temporary dislocation, notably during

. the Suez Canal and Knrean ineidents.

"Rate regulation and supervision of competition is a |
function of the Federal Maritime Commisslon acting under
the Shipping Act, 1916, as amended. Since that Act applies
to all vessels (both U.S. and foreign) operating in our -
foreign trade, it serves to restrlct or prevent forelgn
competition from unfair practices., Rate regulation of

our domestic shipping is a function of the Interstate Fie
Gammarca Commission purﬁuant to the Transportatinn ﬁct of
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. U. 8.-Flag Passenger Sorvice: An

Evaluation and Report for - VERAG Mg s,
the Maritimé Subsidy Poard '
s L
Sprir i 9G¥ (8

. THE ISSUES

Over the past decade or so, the entire proposition of providing
oceanborne international passenger transport service has been in a state
of flux. If a single factor were to be identified as responsible for the
rapidly changing conditions, it would in all likelihood be the advent of
mass airlift capability. The appearance of this mode on the scene has
not only rewritten the definition of overseas transportation services,
but has made an indelible mark on passenger transport economics and on
military planning.

Whereas traditional overseas t.ra:mp.ort- concepts, and, indeed, the
Merchant Marine Act of 1936 itself, have as their roots a modal monopoly,
technological advance has destroyed it, and future planning must be
conducted in the light of the changed conditicns. Maritime Administration
passenger service policy, therefore, should be recast in terms of the
national nesds and benefits as they now appear in view of current and
futere conditions.

The main issues before the Board in determining a basic policy
position for passenger services on the North Atlantic -lppear to be
commecn to passenger services on other routes as well. These issues seem

to resolve themselves into the answers to several questions:
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1. Considering costs and benefits in view of present and future
economics, is the continued operation of passenger services with federal

support warranted?

2. Is there any requirement other than commercial or defense, such
as national prestige, which warrants program continuation?

3. Do military sealift transport requirements justify federal
financial support, and to vhl.t- extent?

L. If the national benefits derived no longer seem to justify the
costs, are thur; alternative methods of meeting the needs more
economically? .

5. Is is politically realistic to either consider, or not consider,
a change in policy with respect to U, 5.-flag passenger services?

BACEGROWND

Reference No. 1 very completely covers the specific question of
the adequacy of existing and potential U. S.-flag passenger service on
the NHorth Atlantic. It concludes that there is a sufficient reservoir
of passengers to assure a reasonable degree of utilization for a replace-
ment ship for the 55 AMERICA. Idkewlise, it concludes that any new ship
placed in the trans-Atlantic service can be expected to acheive a
reasonable degree of utilization. It raises doubts, however, as to the
prudency of such a venture from a business standpoint.

Although the report notes that economic feasibility is a major
consideration in determining the advisability of replacing the AMERICA,
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:I'.t. also recognizes that other factors including national defense, national
prestige; and internaticnal exchange have an influence on the ultimate
decision.
This reference report should be viewed as pertinent background
material for the discussion which follows. It is intended not to duplicate
the data in the report, but rather to develop complementary data.

ELEMENTS FOR CONSIDERATION

Projected Passenger Demand

Total Requirements
Table 1, Appendix, shows past trends in population, gross national

prodwet, and passenger departures from the United States by air and sea.
These data form the basis for the statistical extrapolation found in
Figure 1, Appendix.

Total population is growing at an almost constant rate and appears as
a straight line on the logarithmic scale. GHP is also increasing at a
constant rate in the projected period of time of Figure 1 although its
growth rate of J.3 percent exceeds that of pnpulitinn4 In the recent
past, total passenger departures have increased more rapidly than
elther populaticn or GNP. From a post-war level of about 1 million in
1950, they have tripled to almost 3 million in 1960. In 1963 they will
spproximate 3.7 millicn. |

There appears to be only a general correlation between passenger
departures and population. Based on past trends this is also true of



| "
'departures snd GNP with the exponentdal factor of growth Lractionally
favoring the passenger curve. If a mntinuaiinn of this trend is assumed,
which seema reasonable inasmuch as the "top side" or "cream" of the GNP
both permits additional trawvel as a luxury and demands it in many respects
as a means of sustained growth, the predicted number of departures from
the United States will increase from some ;s million in 1965 to about 18
million in 1590. If on the other hand it is assumed that rate of growth
will receds to that of the GNP by 1970, then the departures would be
estimated more conservatively at 10 million by 1990. Ewven this figure
is more than three times the magnitude of the 1960 level.

It is concluded that there will be a sustained increase in the

demand for overseas passenger transport which will justify growth in the

services provided to meet it.

Qeographic Destinations
Figure 2, Appendix, distributes the past and projected passenger

departures by broad area of destination. These are Europe, West Indies,
Asia, South America, and all other.

In the 1930's about one-half of all passenger departures were for
Burcpe. By the 1950's this percentage had declined to between LO and
LS. Departures to the West Indies (including Caribbean cruises) have
likewlse been high, accounting for about one-third of the total.
Together, departures to Eurcpe and the West Indies account for approximately
three quarters of the transport demand. The relative shares of both,
however, appear to be receding, and it is estimated that by 1990 departures



‘for these two destinations will be about 64 percent of the totalj L2
percent for Earope and 22 percent for the West Indies,

Mexico and Asia, on the other hand, will improve their relative
positicas over the projected time frames. Travel to Mexico is extlusive of
the ocean mode, thus it is the growth rate to Asia that is of significance
to the merchant marine. Departures for Asia have climbed from 5 percent
of the total in 1952 (the year U. S. occupation of Japan ended) to aver
7 percent in 1963. It is estimated that they will comprise 11 percent
of the total in 19%0.

Africa, Asia, and South America will undoubtedly attract more
business and vacation travelers from the U. 5. in the future. Japan,
however, is more reasonably certain in the next 20 to 25 years to
experience the kind of economic growth likely to stimulate large wvolumes
of passenger traffic from and to the United States.

Of the projected total passenger demand in 1990 of 18 million,
area distribution is estimated as follows: Eurcpe, 7.5 million; West
Indies, 4 million; Asia, 2 million; South America, .5 million; and,
all other, L million.

Thus, it can be concluded that all world destination areas served
by passenger ships will experience an absolute increase in passenger
traffic although there will be shifts in the rate of growth. Europe
will continue its present dominant position, but fsia and Africa will

become of increasing importance.

Modal Distribution -- The Market
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Excluding the contiguous land masses of Caneda and Mexico ; inter-
national travel from and to the United States i3 preszently limited
to two modes, air and ccean. Although advances in the future may alter
this through the introduction of such exotic modes as the "Ground Effects
Machines"” ur-“apace vehicles", it is entirely realistic to consider only
aircraft and ships in ru-awlﬁating the passenger transport policy.

Figure 3, Appendix, plots past trends in sea versus air travel and
projects the probable futurs mix to 1990. The relative share of M_t;l_l_'
moving by sea has constantly declined since the H:I.daspread introduction of
long-range passenger aircraft in the late 15L0's. In absolute terms,

Ee;wr, departures by sea have continued to expand. In 1963 they 'I-i‘i]l
about double the 1950 experience. Departures by air in 1963, on the
other hand, will be 5 to & times the 1950 level.

Adr penetration of the passenger transport market has been dramatic
and severe. In 1950 the distribution of passengers was about equal
between the two modes. In 1963 air departures will comprise slightly

_less than 80 percent of the total, which itself is almost four-fold as
great as the 1950 total.

The principal destinations of passengers by sea from the U. 8. are
Europe and the West In m'ﬂﬁ_gpm.r_i};r in cruise service). Both desti-
nations experienced increased sea traffic in calendar year 1962 over 1961.
About cne-fifth of the total traffic to Eurcpe is by ship, approximately
equal to the total destinaticn mix of 20 percent. Sea traffic to the
West Indies, including crulses, spproximates one-third of the total,
attesting the popularity of this mode as a vaﬁ-lt.inn medium.




The trend to increased =zir participation seems to havellevelead
off and it appearsz that future gains must come almost entirely from the

. _jﬁr_ig.ral growth in total traffic with only a small share coming from
increased panetration of the market.

Two factors would seem to be at work to limit the ultimate partici-
pation of aircraft in the two largest passenger markets from the United
States, i.e., Europe and the West Indies:

First, ships offer a kind of lwmry service not possible with aircraft.
This pramim service should become available to increasing numbers of
pleasure and business travelers from the United States because of the
general trend toward lengthened vacation periods and rising real incomes.

Second, aircraft alons cannot provide the recreational facilities

_ available aboard ship in cruise service. Since the Caribbean cruise is a
seasonal complement to transatlantic passenger ships, it seems likely the
. two activities will develop along parallel lines.

An accurate prediction of the relative shares of air departures
versus sea departures over the long term is not possible. Based on a
review of past trends and the present levels, however, further air
penetration of the market will be much slower than in the period since
1948 although it may spproximate 85 percent by 1990. |

Even if only a conservative 15 percent of Buropean departures
travel by ship, the movement to this area will have increased from
345,000 in 1963 to about 1.1 million in 1990, ILikewise if sea departures

to the West Indies spproximate only 20 percent (again allowing for some
further air penetration) the workload will have increased from 360,000

L]
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iﬁ 1963 to 800,000 in 1990. In the Pacific a smaller percentage might
travel by ship because of the time and distance, but even 10 percent
by sea would increass the 1lift from 36,000 departures in 1963 to
200,000 in 1990.

Thus, it can be concluded that participation in the market by air-
craft is nearing saturation, but that even if it rises to some 85 percent
over the next 25 years, the market for passenger ships will be two-and-cne-

half times as great as at present.

Nature of the Transport Service

Modal Characteristics

Until the advent of aircraft of proficient design and in sufficient
number, ships offered the only medium for intermational overseas passenger
transport. Since there was no modal competition, services were geared to
demand, which was primarily price oriented. Thus, in all cases ships
performed the basic transport function, namely to move the traveler from
point A to point B, and only incidentally thereto, provided degrees of
quality in which this basic function was performed. Therefore, a ship
offered several classes of service ranging from austere "steerage"
facilities to luwrurious "first-class" accommodatiocns. The differences
in services, however, had no effect -::-nn the transport function.

In some instances, a premium was placed on speed, and express
ships were developed to serve this market. The appeal to this market was
mostly "snobblsh" in flavor end in national pr@du and prestige, because
the high-lpuﬂ, blie-ribbon ships did not shave a significant percentage
of elapsed time from th;l regular rmns.



Aircral’t have changed this pizture markedly. A transatlantic
flight now performs the transport funstion in five hours as compared to

five days, or a reduction in elapsed time of more than 95 percent.

Furthermore, aircraft are not hindered by the barrier at which land meets
sea, and may provide a service between major continental cities without
necessity for trans-shipment. Thus, they combine both an overland and an
overseas transport function in a single mode.

The effect of alr service on travel patterns has been profound.
Economic growth and evolution, population increases, development of emerging
nations, and the greatly increased value of personal services (wages),
particularly in the United States and Europe, has clearly separated the
basic function of transport from its ancillary functions of lwary,
relaxation and grand style of travel.

'I'ndajr, and for the future, there is a very considerable difference
in the kind of service performed by these two transport modes. Ships
provide, in addition to transportation, a great volume of personal
!a:t;ﬂ.l:u, special culsine, music and entertalnment, sporting faclilities
and other services. Aircraft largely provide transportation despite the
fact that much promotional effort is put into food and beverage service
(which is directed primarily at intra- rather than inter-modal competition).
In any event, the high spead of aircraft is such that time does not
permit the production of, or create t'he demand for, much in the way of
IHI";':I.I.':EE beycnd simple transportation. .

The market data and participation trends discussed above fully
i11lustrate the differences in demand levels for the types of service
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provided by each mode. Th2 major differences in services have been
fully established and should be recognized in the consideration of

passenger ship policy.

Factor Use

The physical differences between the two modes require, and result
in, contrasting resource allocations.

Because of thelr nature, aircraft require fuel for both forward
movenant as well as sustained 1ift in the enviromnment in which they
perform. Ships, cn the other hand, require fuel for forward movement only.
The relative allocation of fuel per passenger mile is much higher for
adreraft then for ships. '

Mreraft have high ﬂxed costs fu_r ground support; consequently
much effort is made to keep them airborme as much as possible. Their
production per trip is far less than the superliner; they must make up
to twenty trips to equal the ship's production for a single voyage.
Maintenance is relatively high.

The most significant difference, however, is in production and
utilization of manpower. Alrcraft generate hfga amounts of passenger
miles per flight crew member which far exceed superliner production.

An eight;mm crew on an intercontinental Jet airplane can generate
perhaps 30 to 50,000 passenger miles per man in a 6 to 7 hour peried
depending upon thes percentage of pa.saﬂngm-:' accommodations utilized. By
contrast, the relatively long periods of time which passengers are
aboard ships creates a demand for much service not directly related to
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fransportation. Included is full hotel service, lwmury meal and bar
service, entertainment, shopping and others. Because of the long transit
time and large crew for operating the ship and providing its personal
service, passenger mile production per crew member is wvery iow comparatively.
The one-thousand plus crew of a ship such as the UNITED STATES can
generate only 3 to L hundred passenger miles per man in the same period of
time as the aircraft.

Thus, the main differences in factor use between the two modes can
readily be seen. Aircraft are capital intensive and labor extensive,

whereas uh:lﬁ:- are the converse. Wage levels, therefore, are relatively
insignificant in air transportation but they are of paramount importance

to ocean transportation.

Competitives Relationships and Substitutability

The questions arise: Can ships in any way develop the transportation
portion of their service to compete more effectively with aircraft and
thus recapture some of the market? Is there substantial substitutability
between the two modes? The answers to both appear to be no.

Over the years schemes have been developed to provide an austere
type of ocean transport with main emphasis on low-cost fares. They have
generally been based on the theories that: a) it is possible to reduce
costs (by either reducing services or increasing productivity, or both),
and, b) there is a demand level for low-cost fares without regard to the
time required to perfom the service, and to some extent without regard
to the conditions of the service. Experience has not borne these theories

out.
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An idea for a massive ship offaring $50 fares to Europe on a

minimal service and cafeteria-stile basis in the mid-50's never got off

. the ground. The British, when considering replacements for the lwmry
Queens, rejected the austerity idea and instead will produce another
lwoury liner.

Their relatively slow speed and long time in transit make it virtually
impossible for ships to compete with asircraft in the market for pure
transportation. Prospective travellers might endure considerable in-

. canvenience for sewven hours or so, but not for a week. They will demand
the very services which result in high-labor factor costs. These personal
services do not lend themselves to automation and because the operation
of passenger ships is labor intensive, unit costs and thus fares, cannot
be reduced appreciably.

By excluding many of the services from the fares, such as dining

. and room accommodations which could be purchased separately by the traveler
according to his own desires, the cost of transportation woild be shown
as quite reasonable.. This is only illusory, however, for the demand lewvel
will be modified by the total "out-of-pocket" costs to the passenger, and
not by a consideration of the transport increment only. The passenger
divisions of the railroads are even now suffering from such obtuse fare
allocation. :

One would expect under such conditions that ocean passenger transport
would concentrate on large lwxury ships end services. They have done and
are doing just that. Reference No. 1 confims the withdrawal of most of
the smaller passenger and combination ships from the North Atlantic trade.
There are several new passenger ships under construction in Europe, most
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“to carry 1,200 or more passengers and capable of providing a full range

of lwoury services.

Conclusion

Shipa must concentrate their efforts on lwmry type combined
vacation and transportation services in order to preserve a share of the
international travel market. They cannot compete with air in the pure
transportation function. _'___]

THE NATIONAL VALUE OF PASSENGER SERVICES

The National Security Requirement

Section 101 of the Merchant Marine Act of 1936, as amended, outlines
the basic policy of the United States as regards merchant shipping and
its development, maintenance and control as a required national resource.
This oft-stated preamble broadly specifies the criteria for establishing
a merchant marine and generally states the tasks which it must be capable
of performing.

The following thesis is derived from the basic policy of the Act and
may form a framework for the delineation of Maritime Administration
objectives:

The national security of the United States, taken in its

broadest sense; requires that America possess a merchant

marine, adequate in size, composition and quality to meet

the total national security needs. In this broad sense,

national security is taken to include the prosperous

operation and growth of the national zconomy and the

ability of the economy to meet the political and
econcmic challenges of the cold war, as well as the




traditional defense-oriented capability of projecting
national might.

Justification for replacement, or for additional passenger ships
must rest on a national requirement for them, as indeed, must continued
federal support for their operation. Beyond this, since the cost of
meeting all national requirements generally exceeds the willingness, if
not the ability to pay, a cost-benefit walue jud nt must be made.

In appraising Maritime Administration passenger ship policy, there-
fore, consideration should be given to the national value of passenger
ship services in terms of commercial economics and comparative resource
2llocations, defense ‘md mobilization potential, and prestige and the
national image.

Commercial Value - Comparative Economics

Ideally, from an ecunun;ﬂc standpoint, national security requires

- that all commercial enterprise not only sustain itself in the face of
competition, but also that it be a net contributor to economiec growth
and prosperity. The American ocean passenger transport industry has
failed to do this. Notwithstanding the inability to make an economic
contribution, & national requirement might still exdst if there HEI“B.II(!
alternative capabilities of providing the service. This also is not the
case as is amply demonstrated by the overwhelming popularity of aircraft.

Current Finnneclal Status of Passonper Servica

Reference No. L discusses thoe current economic status of the
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. U. S.-flag passenger fleet. To swmarize, the 15 passenger ships
operated by six companies produced an indicatesd loss of $LL million
before an estimated subsidy acerual of 3L8.7 million in 1962. This is
typical of their performance in recent post-war years and leosses would
have been even greater had not cruise legislation been enacted permitting
alternative utilization during slack periods of international travel.
They are high-cost, low-productivity units. The federal operating input
currently amounts to about $250 for each passenger they carry. The
subsidy accrual for passenger ships is increasing and is estimated at
almost $52 million in calendar year 196L.

Financial results of passenger services are most disappointing. In
calendar year 1962 the 15 ships made 206 subsidized voyages. They
produced a gross revenue of $105 million of which about $81 million was
from passengers and the remainder from cargo and mail. Vessel operating
expenses were more than $127 million, or a loss before depreciation, over-
head, subsidy and taxes of $22 million. After estimated depreciation of
$7.8 million (on ships only), and overhead expenses of $1i million, the
financial loss from operations amounted to about $Lli million. The
average revenue per passenger was about $500 including a proration of
revermues from other than passenger services. Total estimated expenses

averaged more than $700 per passenger.

Utilization of Passenger Ships

During calendar year 1962, more than 211,000 passenger spaces were
occupied from a total availability of 292,000, or a utilization factor
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of 73 percent. Such a utilization factor appears to be reasonable and

=

. probably cannot be increased appreciably. It compares very favorably

with that of foreign competition; is as good or better than most.

Prospects for Improved Financial Rasults

The greatest potential for productivity increases, and unit cost
reductions, as far as merchant shipping is concemed, lies in mechanization
of the ships. This is because of the high application of labor resources
to the venture. However in the ocean passenger transport service, bene-
fits from this source hold 1little promise. Of the 6,300 billets comprising
the manning on the 15 passenger ships, L,630, or 7l percent, are steward
and staff. Only 26 percent are in the deck and engine dapnrhnémt.a- But
it is the personal services provided by this 7L percent of the complement
which attract passengers to the ocean mode, and thus virtually eliminate
the application of mechanization techniques to the ship's operating crew.
Even here the potential is ﬁmibad by safety considerations for conditions
where it might be necessary to abandon ship and the full services and
8kills of the deck crews would be required.

As a result, there is little possibility of reducing operating
_F“ﬂt‘?_.@.d_.thf“_hﬁf c._l-_:i-ing_ the E_x:a?gnt._cqmp?titiva cost disparity gaps
The necessary federal subsidy payment will cuntrin'l.!;a_tu rise a3 an
increment of the growth in price factors. There is little reason to
predict that rising foreign economies will increase foreign wages at a
fast enough pace to be of much help in closing the gap.
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*

Balance of Payments Contribution:

Although U. S.-flag passcnger services make a positive contribution
to the balance of intermational payments, it is not of a significant
magnitude. Based on 1960 receipts and payments for ocean transportation

as reported in USDC, Balance of Payments, Statistical Supplement to Survey

of Current Business, 1963, it is estimated that the total contribution

amounts to about $47 million, i.e., if there were no U. S. passenger
ships, the net outflow of exchange would be $47 million greater. When
evaluated in terms of federal support, it means that one dollar of subsidy
is L“E‘;irjd to earn one dollar of foreign exchange. If exchange eamings
were the prim;';purpuu of the program, it could hardly be called success-
ful.

Efficiency in Subsidy Use

By way of comparison with the freight services segment of the subsidy
program, the passenger services fall to measure up in national economic
benefits,

The same six companies which operate the 15 passenger ships also
performm freight services. Collectively they operated 179 freighters and
made 951 subsidized voyages in calendar year 1962. They produced a gross
revenue of $3L9 million, all but $1L million of which was from the carriage
of freight. Vessel operating expenses were about $337 million resulting
in earfiings of $12 million, before depreciation, overhead, subsidy and
taxes. After depreciation of $17.6 million and overhead of $h5.lnru:l.'l.11nn,
losses amounted to about $51 million. Subsidy of $82 million produced a
profit of $31 million before taxes. .
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Whereas gross revenne from froipht opsraticns was three times as
great as passenger revenns; profibks altor subsidy were more than seven
times as high. One dollar of fodoral aid to the passongor fleot penorated
but two dollars of gross business, but for freighters, one dollar of
subsidy generated four dollars of output. Whereas almost $50 million
sustained only 15 passenger ships, a like amount would have sustained
approximately 100 freight ships.

Furthermore, mechanization promises to significantly reduce operating
costs and subsidy to freighters in the future. Thus the subsidy dollar
applied to freight cperations in the years ahead should produce greater
economic benefits than it now does. .

The national benefits from freight services appear even larger when
one considers that there is no American flag altermative for them as there
is in the case of passenger services with the possible exception of very
high-valued cargo in small quantities. The element of trading leverage
and flexibility is not inherent in the passenger transport fleet as it
is in the freighter fleet.

Summary
The commercial value and economic output of U, S.-flag passenger
transport services do not, of themselves, justify federal support at its

current level. The national benefits from the financial support of

freight services is greater than for passenger services, as is the need.




Daferae Valus

History
Traditionally, American passenger ships have played a significant

role in the defense mobilization potential of the United States. Until
recently the continued maintenance of the passenger fleet has received the
unqualified support of the military establishment. Indeed, the Departmant
of Dafense has in the past invested considerable sums in so-called "defense
features” for t:lm passenger transports.

The situation has now changed, again in response primarily to the
influence of mass airlift capability on military planning. There is
little question that in the future greater and greater reliance for
troop 1ift will be placed in aircraft. This is not to say that the
flexibility of operations offered by the altemative troop 1lift capability
of passenger ships will eventually disappear: From a logistics standpoint,
the existence of a modal choice will probably remain a necessity for some
time to come.

It does alter the basis upon which the choice is maintained, however.
Without discussing the specifics of current military planning so that
this study may remain unclassified, it ia possible to examine a few

generalities and arrive at some conclusions.

Pagsenger Ship Availability

The most appealing aspect of the active passenger fleet has been
its response time, i.e., the pericd of time between demand for shipping
and its availability. However, as technology has advanced and war
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planning has reacted, response tinm: reguirsmznis have also changed. As
a result, and because the capability reserve of civilian aircraft has
increased so rapidly, reliance for immediate response has shifted from
the passenger ships to the aircraft. The need for an active passenger
fleet has been reduced considerably.

Ships in ready reserve might in many instances be of greater wvalue
than active passenger ships because lead time required for conversion to
optimum troopers could have been eliminated through pre-emergency alterations.
The commercial configuration of the active passenger ships gives a 1lift
cspability at only a fraction of their potential. Yet conversion
commencing after D-day greatly lengthens their response time and may
relegate their walue to supporting logistics under certain war conditions
if such happen to prevail. Under other conditions their puhanﬁll might
never be utilized.

Defense Cost/Benefit

Military planners are most conscious of cost/benefit relationships
and have recently noted that the equivalent, or greater trooplift
potential of the S5 AMERICA, for example, can be maintained in ready
reserve for a small fraction of the cost of cperating subsidy. In
reviewing the continued need for an active passenger ship capability,
the Secretary of Defense has said that federal financial operating
support cannot be justified solely on the basis of the naticnal defense
requirement. Rather, other considerations such as commercial value and

foreign exchange earnings must be additionally present.
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Defense Troopship Requirements

Military logistics planning, as of this writing, still includes the
passenger ships in its capabilities inventories. It should be noted,
however, that such inclusion is not, except in a few specific cases,
essential to meeting requirements. Alsc noteworthy is the recent release
by the Navy for commercial alteration and use of 18 C-L troopers heretofore
held in reserve status. Purthermore, the Department of Defense has expressed
its uwnwillingness to support any longer federal financial aid for new
passenger ship construction.

With specific reference to the 53 AMERICA, revised military require-
ments will not be available until probably June 196L. Since application
for contract extension will be made in early Spring, April or so, a
decision will in most llkelihood have to be reached without the benefit
of the new requirements. The question of replacement will be moot, not
only because of lack of Defense support, but because no fedsral funds H:I.].‘I._
be available either in fiscal year 196} or 1965.

As regards the national defense r&quirment for active passenger ships
in general, it appears that the need is rather rapidly receding. There
is no defense justification for replacement construction of the super-
liners. Continued operating aids cannct be Jjustified solely on defense
considerations but must be aupportad:ny the added consideration of other
national benefits.

Conclusion

The continued maintenance of an operating passenger transport
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capability for naticnal defense siguirimeatz is cpen to serisus question.
Rescluticn of the questicn will nsssizarily lis in the development of
revised military requirements csupled with a cost/effectiveness evaluation
of providing capabilities in an active varsus a reserve status.

Naticnal Prastige Valie

Prestige Value Hard to Quantify
Passenger ships presumably have scms value as a symbcl of national

prestige, a necessary part cf ths imaga of a rich and industrialized
maritime power. OSuch walue, though readily recognizable, is abstract
in character and is not easy to quaniify in dcllars. A calculated
Judgement, probably tempersd wlth much political flavor, is about the
best measure which can be devised.

Public Support of Unprofitable Ceommersiel Astivities Uswelly Lacking

Although Americans are certainly conssicus of the national image
which their activities and instituiZons project the werld over, and
although they take pride in theza varicus astivities, they are apparently
considerably less than enthusiasti:z whan tax dellars are needed for
prustige-pr-:d'mhlg astivitiez, Th2 country tands to take a pragmatic
view that anything which canmed pi&é the test of private commercial
survival is hardly worth saving through putlic support.

National pride in thas exdistince and cosraticn of the passenger
superliners appears to ba of mors impzrtan-= than does intermational

prestige. So small and scattersd Iz its inll:ance, and so over-shadowed
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‘by far bigger and more important American enterprises is the U. S.

passenger fleet, that it probebly goes rslatively unnoticed in most
cornera of the earth. Nonetheless, the fleet is of some real, if

immeasurable, prestige walue.

actical to to Measure Prestige Value of Passenger Service

Since it is virtually impossible to determine with any degree of
validity what walue the American public places on a passenger fleet as
an element of prlda and intermational prestige, it is impractical to
develop a program therefor. Rather it would se.aml logical for the Maritime
Subsidy Board to make its policy decision on the basis of commercial
and defense values. If, as n- result ef such pelicy, public support
develops and the prevailing mcod of the Congress and the general public so
demands, a program can be developed ani recommended.

_ SOME POSSIBLE ALTERNATIVE COURSES OF ACTION

Continue Present Polisy Unchanged

Such an approach would be relatively easy in the near term but will
becoma more and mors difficult as time passsz. Unless some unforeseen
circumstance occurs, operating-differsntisl subsidy for passenger ships
will increase. It is imprcbable that a commercial requirement can be
demonstrated. Defense needs are rsceding and will not justify an
expenditure of the present magnitude for eny sppreciable period of time
in the future. Thus, as time passes the only support for continued
aild will 1lie in prestige velue, or in purely pnl}tiunl considerations.
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It is questionable whether these will be of sufficient strength to

warrant maintenance of the status quo.

Withdraw Support of Passenger Services
and

Redirect to Freighter Services

Such a program would be based on a determination that passenger
services are no longer necessary in the national interest. A program for
the gradual phaseout of federally-supported passenger operations could be
developed and implemented along the lines of Reference Memorandum No. L.
This program would save approximately $300 million in operating subsidies
through final temination in 1980 which could be redirected to the
establishment and maintenance of additional freight services, particularly
for the movement of dry bulks.

Any defense value of the troop lift capability of the passenger
fleet could be preserved through purchase from owners and retention in

ready reserve or lay-up status,

Withdrawal of Fedsral Supvort --
Return of Funds to Miscellaneous Receipts

This alternative follows the second alternative, above, but as an
economy measure it does not redirect the released funds to other
programs. Instead they are returned to the Treasury as either mis-
cellanecus receipts or reduced appropriations requests.

This has political appeal from an eccncrhy standpoint only. Tt
would be obnoxious to labor for it offers no quid pro quo. Further, it



overlooks national needs in the freight services area. -

. Reduce Passenper Operations
to a
Level Necessary to Hetain National Prestiﬂ

: A level of financial support comparable to the national prestige
benefit is not now ascertainable and probably would only be known if and
when a move 1s made to withdraw federal aid to the passenger fleet. How-
ever, & brief examination of costs can be made for several alternatives

ranging from one to &ix ships retained strictly for prestige purposes.

rating Subsidies

Passenger projections indicate three general areas with apparent
potential for continued ocean passenger service; trans-Atlantic to Burope
including the Mediterranean, the Caribbean (cruise service), and trans-
Pacific. Minimmm participation in these trades would require the
53 UNITED STATES and a similar second ship for the trans-Atlantic
trade to northern Europe; two ships similar to the 55 CONSTITUTION for
the Mediterranean trade; and two smaller ships of about 500 spaces each
for the trans-Pacific trade to Japan and the Far East.

Other alternatives than the six ship fleet are: 1) retain only the
S5 UNITED STATES and try to scheduls it cpposite some other single on the
North Atlantic such as is now ﬂﬂn;a with the FRANCE; 2) keep two ships
in the North Atlantic; or 3) keep four ships in the United States-
European trade. Estimated cost for each of these altermatives is given

below:
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Estimated Anmmal 0DS for Participation In:

. ) S5 UNITED STATZS  One _ Two Three
rea (T Shig) T Ships) (b Ships) (6 Snipe)
($ million)
Northern Burope $8.75 $17.5 $17.5 $17.5
i'hditan:anaan - : - 10.0 10.0
Far East & . = . 5.0
Total ~—  $0.75 . 917.5_ $21.5 _ $32.5

The estimated costs are based on sailings, manning scales, wage rates
and subsidy accrual as they prevailed in 1962. No major changes in
operating costs or passenger revenue are indicated although a slight
gradual increase over the years should be assumed. Ships serving either
Northern Europe or the Mediterranean would participate in the Caribbean
crulse trade during the slack trans-Atlantic season.

Capital Subsidies
The present and foreseeable economic climate virtually eliminates

the availability of private capital to finance luwaury passenger ships
beyond exdsting equipment, construction subsidy notwithstanding. Thus,
in all likelihood it will be necessary to give a capital subsidy in
addition to the construction subsidy, or to build for government
account and place in operation under bareboat charter.

Estimated mid-1960 construction costs in U, S. ;m:ﬁs are as follows:

Type ' _Est. Cost
: : in ons
2000 passenger ship + -$120
1500 passenger ship 100

500 passenger ship : " 50
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For a fleet of six ships, (two of each typs), the total cost would
be $5L0 million. On the basis of a 20-year replacement progranm, this
would amount to $27 million per year at mid-1960 prices. This might be
reduced by one-third or so through charter hire or private investment if
attainable.

Although capital costs could be reduced by at least one half if
procurement were pemitted abroad as it is for air, rail and truck
carriers, it is probably politicelly impractical to pursue such a course.

Program Summary

The following table summarizes both operating and construction costs
for each of the four alternative program levels to indicate the cost of

" prestige as a national benefit. Capital requirements have been reduced

one-third on the assumption that private enterprise will absorb this cost,
and replacements are made on a 20 year depreciation base for the three
alternatives which assumes a replacement program. MNo capital costs are
assumed for the continued operation of the S5 UNITED STATES because a
replacement decision can be made in the future in this case.

Estimated Total Anmusel Federal Cost for Participation In:

SS UNITED STATES Cne Two Three
Service Only % Service Sarvices Services
Araa (1 Ship) (2 Ships) (L ohips) (& Ships)
2 gt ($ million)
Northerm Europe $6.75 # $25.5 $25.5 $25.5
!}r:rdi;::aman - -- 16.7 lg-?
Totel  §575 T T

#0DS only, assumes no decision on replaccment at this time,
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SUMMARY

On the basis of the foregoing data the following points appear to be
reasonably descriptive of present and future conditions and are pertinent
to re-evaluation of Maritime Administration passenger ship policy:

1. Over the next 25 years there will be an increase in total
passenger traffic to all foreign destinations.

2. The demand for alr transport is close to maturity and there
will be only slight additional penetration of the total market. In
absolute terms it will approximate four to five times the present level

by 1990.

3. The demand for ocean transport services will increase. In
absolute terms it will be about two and one-half times the present

level by 1990.

L. Ocean passenger transport demand on the North Atlantic is
likely to increase from about one-third of a million in 1963 to more
than cne million in 19%0.

5. Passenger ships ars unlikely to compete successfully with air-
craft in performing the basic transport function. They must concentrate

on services combining lwury and leisure with transportation.

6. The most significant difference in factor use batween the two
overseas transport modes is that aircraft are capital intensive whereas
passenger ships are labor intensive. Passenger mile productivity per
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crew member is approximately one hundred times greater for aireraft

comparsd to ships.

T; A commercial or politico/economic requirement for passenger ship
services cannot be clearly established or demonstrated.

8. The continued operation and replacement of existing passenger
ships through federal aid cannot be justified solely on military merits
and the defense requirement for an active passenger fleet is receding.

9. The passenger fleet does not make a beneficial nn!itributd.m to
the balance of international payments commensurate with the federal
input required to sustain it.

10. The passenger venture under U. S. flag is not economically sound
and there is little hope for improvement since the services it performs
dre nét susceptible to the drastic productivity increases needed.
Attempted participation in the projected growth of ocean passenger
trade cannot be supported as a prudent business wenture.

11. Greater benefits from the subsidy dollar lie in its reallocation
. to freight services,

12, There is a real, though immsasurable benefit from the passenger
flest in the form of national prestige and pride. Its wvalue is not
ascertainable, but will be a determinant of congressional and general

public reaction. The cost of a program might range from 10 to 50 million’

dollars anmally.
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1 TABLE §0. 1
Population, Gross National Product, and Passengers Departing by
. from the United States, g;‘gﬂﬁgﬁgirﬁith Projections to 19%0
[ Passengers
Year ‘Total Population Gross National Product D:ﬁr:niggsaa
e —mﬁﬁﬁﬂ— (Billions) Q‘Fm)—
1920 106.5 70.0 622
1925 15.8 9346 550
1930 123.2 91.1 734
1935 127.4 72.5 L31
15Lo 133.6 100.6 391
1545 140.5 213.6 186
I 1950 152.3 | 26,6 561
1955 : 165.9 397.5 1583
. 1960 180.7 502.6 2939
1965 (25h k) (610) ~ (1:000)
1970 (209) (700) (5200)
1975 (226) (820) -° (6800)
1980 (2L6) (965) st (9000)
1985 (266) - (13) 2 (12000)

1990 (250) | (1350) (18000)
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A FROZOQEZD E":'-S:.:. SITTUAL CONSTRUCTION PROGRAM: &
. A COMPARTSON OF SUBSIDY C2S78 ON NEW AND WAR-PUTID SHTPS

SRMLRY AN RECCMMENDATION

This memorandum cczpares ke costs to the Goverpment of
(&) aubsidiz.irm the operatvion of the now ousolete war-buils ships;
and (b) subsidizingz both the construction and operation of lnr;e,

fast, autcmated replacexent ships.

The canparison shows that on the basis of cost to the Governzent
per unit of carrying capebility it is materially chegper for the
Government to subsidize coastruction end operatioan of noﬂém ships

than to subsldize the contiousd cicration alone of cbeolete shilpas.

. The facts developed in this cocuparison show thet the skin

-z'epla.ccment progran should be izcressed to end held at a level of
25 pew ships annually. Waile the appropriation ncw asked frea
Congress for fiscal 1966 will provide funds for subsidizing the
construction of about 16 ships, the progrem should be expanded to

a 25-ship level beginning in fiscel 1957.

We wish expressly to mote thet this peper is in no sense iatended
to suggest the optioum size of the .ﬂ.marica:;' r.-erclﬁant r.aarine s in terma
of ships or shipping caepebility. That subject hes been, and will ve,
evalucted separately. The thesis of this document is that 1t Iia to ;
the Govermment's advantege to -u;:er:-.te and poy subsidy on the newest,
most productive ships possible, however meny of them there may be,

. ) 1 { yl Y



DISCUSSION

The new ships on which this comparison is based are C-k's of the type

contracted for by United Str:'.taa LLnes in December 195L. More productive

ships can a.nﬂ will be built, but these are representative of ships curren‘l:--

" 1y being built by subsidized operators: a speed of approximately 23 kndts

and cargo capacity uf"i'EG,GGI? feet bale cuble and 12,989 tons deadweight.
am £ =" . i
The wnr_—'pu:i.‘l.t ehips used in this comparison ere C-2's, having & speed of

15.5 knots and & cargo capacity of 475,000 feet bale cubie and 10,300

tons deadweight. ek, 3 3

On a p.:.rel;.r ebstract basis one l:nulq compare the utility value of the

nev shipe (speed times i::a.pacitar]! ageinst that of the old ships. Om & cubic

capacity basis, such coxmparison would show that t.he utility value of each

new ship would be 16,560,000 units (23 knots x 720,000 cubie .‘:.'eet} versus

'i’,362; 500 units (15.5 knots x 475,000 cubic fee‘_-;} for each old ship. .

(There would be 20,000,000 units per ship for s:.ip.': of 25 knots and
800,000 cubic feet, sw:h._ as are being Zroposed by soze n;bgraturﬁ s &lthouga
not yet ur;ﬁer construction.) Ca & decdwaight n:a,r...»:i ¢y basls, the utility
value of each new ship is 263, T4T wnits v. 159,650 units for each pld
ship. Ap;ma.cheﬂ from this. ebstract basls, each mew ship of the United
States Lines C-4 design has more '!:-h..n twice the uti:l.:r.ty va.lue of the old_
ship from the st &ndpoint- of m.:bi:: ca;heity. In m}ﬁt c:-f the United Eta.‘.:ea-

Toreign trade routes, cuble c:a:':vmit;r is filled before deadweight capacity,

s0 the cubic compariscn is the zore meaningful. Even from the standpoint |

of deadweight capacity, however, ecch new ship has nearly twice the

utility value of each old ship.

g -
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- Of couree, this sbstract comparison does not take port time into
account, It represents potentizl shipping capability. If the ships were
steaming 365 days a year, and thus employing their respective speed

factors on a year-round basis, the above utility value compariscns vnu}:i

be valid. In fact, technologiczl progress is edvancing the Industry
toward this goal. New techniques and equipment, such as container ships,
barge carriers, and port improvements will reduce the port time factor

&nd make steaming speed all the more significant. Nevertheless, the

™ #

indpstr;.r is still hampered w:‘_..t‘n glgaificent :|.ﬁaf‘ﬂciﬁncien and d.ala‘:.rﬂ,

'md we hu.'lre therefore taken thex into sccount.

The new ﬂ-.li's being bullt for United States Lines are slated for
employment in that cmy's Trans-Atlantic service tTra.i!.u Route 5-7-3.-9).
The old ships now used In that trade spend approximately half of their .
*voyage days in pa'.r:t, and half at sea, the total time resulting in & :
schedule which requires slightly in_e::cesa of slx n.'r.d ships _:‘nr a veekly
service. In contrast, Usited States Lines expects to be able to make an
adjusted weekly service with only four of the new ships - reducing beth
port time and steaning time by ap;:.rm&i;:.?.tel:r gne-third. The reduml:ian
in steaming time reflects the increased speed; the ruﬂunti?n in port
time reflects tighter scheduling, partial containerization, better cargo
gear, and a reduction in number of berths for loading and discharge.
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: As noted, United Stotes Lines expects to be able to maintain a weekly
qgr‘rir:a with four new ships in pl:'.c:e of the six old ships PI‘ﬂEE‘n‘ﬁ-l}’ ré=
quired. Tals in not an ebciroet ::c::.‘:a-ison, it is & businessman'p Judgnent ’
m.mpurbmi by th& Maritiss Jomindl "t *i-:m staff analysis, It is also, hov-
ever, sozewhat Ehﬂrt of the potcntial deubling of c:u.pahilit}r explained
earlier. Moreover, on & fleet-wide basis, even & L-for-6 replacement

ratio is optimistiiec, because in other trades it is not possible to achleve
.thlla same degree of tight scheduling end control of port time as United -

States Lines hopes to achieve in the Trans-Atlantic service.

Conseguently, we have drawm our conmarison "bé:t;mfeen the subsidy costs

c;n six old C-2's and five new E-l.'-'.s'.. Thais' essuzmss that on a fleet-wide

. 'ba.sila guch & replacement ratic would malntain roughly the}s&m& ﬁer:riﬂa !

frequency as novw belng provided. It should be remexbered, however, that
each sailing offered by & new ship makes availsble & larger dénﬂh'ﬂisht

and cubic capacity than each sziling offered by the old ship..

_ For the :raasnna explained we lz;ﬁ;liewre this espumption probably is a
unnsemt:l.\re - and at the least iz & rea-"u-m.‘ule - basis upon which to
posit the 25-ship replacecent schedule jra;-osal. : ;
The construction subsidy on t.:alﬂ. c-l_;'a is based on prices actually
bid on the El-_shi;- group of United States Lines ship?_:::tpll't‘_-;raetaﬁ for In
December 1964, adjusted to reflect Fa-n additional $250,000 per ship to
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cover the copt of eutczatlion Teatures in excess of those actually being
built into thgﬂe ships. Operating su'bﬁid}r is based on the assumed
35-zan erev cocuplement; coasistent witk present F.a_rad. stall and
industry thinking in connection with generally sim:lla.f' new C-4 vessels
such as those pmg;:amed_for ;T**e:-iaa.n President Lines, Statep Steamship

Company end American Mail Line.

_ For the C-2's, no constructilon subsidy was included., The subsidy
cost shown in Table I reflects only the operating subsidy based on a

manning complement of 48 man (2 current average).

On the premises cutlined above, & camparison of the Government

subsidy costs as between 5 C-L's and the & C-2's works out as follows:

I"Fﬂ
[
PREEE |
]
1
i
1}

[}

i
s

[



Cc-h's

Cost per year = Construction Eu*asii:,r : : :
(@ g,ﬁﬁ,mﬁ per each of 5 ships, 25-ysar life) = $1,314,500

Coat per year = Operating Subsidy

(assumes 35-man crew) = 'Etl&?llﬂﬂ
Total Cost Per Year $3,496,580

Cost to Governmient per cubie foot of e
svailable space on a weekly service® . = 5.0934

Cost to Governzent per DWT of capacity on :
& weekly service* 3 oLt e 85,18

@ -

Dperating Su‘hnidy e
Cost per year for fleet of 6 ships : = $3,057,600 g

Cost to Government per cuble foot
of -available space on a veekly service® = $.124

ﬁnnt to Government per DWT of Capacity :
on & weekly service¥ B $5'FI.

-

#Calculated as follows: Arnuel Subsidy Cost
Capacity x 52 i

For the 5 new ﬂh:l.ps ; the cost per cuble foot works m.:t as followa: }
$3_,1i9u, EECI divided 'b:.r 720,000 cubic feet timas 52 sa.ﬂ:.nga annually.
The resulting figure of .OSSL represents the suboldy epplicable to
each cubic foot of space pleced on the berth during the year,

. asswning 62 sallings P.Imm.ll_.r
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The above cump&fi:nn shows that elthough from a gross cost standpoint,
the Government's subsidy expense is $3,496,580 for the 5 C-h's, as
compared with $3,057,600 for the 6 C-2's, the Government's cost for each
cuble Ipbt of space offered in 2 weekly service with 5 C-U's is only Iﬁﬁ

of the cost incurred with the cld ships (and only 91% on a DWT basis).

In short, it 1s fair to ==y that the Government actuslly would be

peying materially less per stace or weiszht unit offered on & weekly

besis to subsidize both the overztion and construction of & new replace-

ment fleet than to subsidize cerely the continued overatilon of the

surviving C-2's. At the sgwe time it would be maining additional

advantages flowine from the use of new, fast, and efficient chipa.

The facte shown 1in Table I have.great relevance to the replacement
program. There were, as of March 15, 1965, 1kL ships in subsidized opera-
tion which were built prior to Dgcember 31, 1945 (i.e., over 20 years old).
There " are presently under construction 37 new ships. Upon delivery,

these 37 ships ?ill have replaced @bnu: L1 nf_the old ships. In addition,
f¢¥ fiscal 1965, there are 9 more ships yet to be contracted for (4 for
AEIL, 5 for Delta L-ines;l, end these will replace 9 of the "old ships".
There are, consequently, ahou:-gﬁ_af the old 20-year life ships for which
replacements have yet to be ordered, during fiscel 1966, and following
years. Aﬂﬂiﬁiunallyg ﬁyere are 41 ships having 25-year lives, btuilt in
the years léhﬁ and 1947, for which replacements should be delivered in
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1971 end 1972. There sre, therefore, cbout 135 "old ships" -- i.e.,
ships older then the "Mariner" end later classes -- for which replace-

ments E-hﬂuld be put into epsrotilon by 1572,

In aﬂﬂi‘l‘-i@n, our pleng for the next five years cnnte:_?htn bringing
under subsldy a‘bout_hﬁ now wisubsidized war-bullt ships., The replacesent
of these ships bringsthe totel for which renlaﬂement;l should be put into

operation by 1972 up to 180 ships.

3 If we program our repleccments on & E-fo'-ﬁ ‘b:miu, it will be seen
that the 180 old ships would be replaced by about 159 new ships. The
BaZE u'.rﬂra.].l freouency of Eerviccr ﬂﬂulﬂ be maintelned, but each sa.ﬂ:l.ng
vm.llﬂ offer larger :apacit_.r, at a lmer subaidzr cost per unit of capa~-
r.*:l.t-;r, and Hit-h a fﬂcr greater ccmﬂa‘-;itive ap::eal to the shi:p_‘per

thﬂ_.t msﬁeasgﬂ b:,r the old shins.

:I:r Ve vere to follw & 25-...1.._1 per year replacement program,
beginning in fiscal 1957, our schedule for the e:ﬂcubian of cmatmu-
tlon contracts, end for the -;.c.,..venr ¢l the new ghips, end the

concomitant subsidy costs, would be &5 follows:
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- Construction
! 014 v and
Hew Shins w3l ] Hew Operating Operating
Ships Now Ra- . Ehips Ships Subsidy Subsidy Total
Con=- Ships tired in in on on Subsidy
trac- De- Froa Opera=- Opera= c14 New ~ (new and
ted for livered Sarviece tion tion Ships Ships old nhips}
FY 66 16 Y 1/ = 68,795,000 5 o
; : - ks ey
rrér o . 1 1/ 180 -- 91,728,000 -~ 91,728,000
FY68 25 16 18 162 16 82,555,200 11,189,056  93,7k,256
Bo. B G PR N o0 60T, 956 95,9, 060
FI70 25 25 30 102 66 ° 51_,9?9?20&: 46,154,856 98,134,056
BL Ty e R 8 s, SenTE cosl
25 30 k2 . 116 21,k03,200 81,120,656 102,523,856
‘ 3_,! 25 30 12 11 6,115,200 96,603,556 104,718,756
- RN |- == 150 + == " 104,897,400 104,897,400
Totals R

1/ Deliveries of new ships and vithdravals of old ships in FY 66 and 67 will
; be based on construction contracts executed in years up to FY 1955.

g,f Tals figure essumas fhat the 45 presently unsubsidized ships would be
brought under subsidy in FY 67.

jj Contracts could be entered into for the replacements of Mariners, or
of any additional old ships brought under subsidy beginning in FY 1972.
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The net result of a 25-chip ennual replacement program == assuming

a ptrict 5-for-6 replacement rotic -- wu_lﬂ. be that we would be spending
at the rate of Iah-:mt $105 million annuslly on construction and operating
subsidies for 150 mew ships iz place of 180 old ships costing about
: £92 million emmually in operciing subsidy -- an increase of ebout 144,

The return on this 144 increcce in Goverament imvestment is a 52%
- increase in the cubile canacity ‘I_'a 26,‘5 :|.nc.;:'ease in the deadweight
'-cape.nit:,r} with each sailing. For each subsidy dnlla:; apent on the
-replncemnnt ships, the shipping public receivesa in raturn 1-1/3 tizes
‘a8 much cublc capacity &s it received f:'n:'. the nld. ships. Cbviously,
the .Boonef the Govermment cen aticin this level of inmereased return
the better. |

| - CORCLUSTIONS

We b;?.-l:l.evﬂ the following conclusions are warranted:

1. The Govermment actually is eble to get better value for its
money by the introduction of pew erd more efficlent freight ships in
place of the war-'limilt ships, even though such new ships involve both
construction and operating subsidies, while the coatinued operation of

the nld ships iovolves oaly opercting subsildy.

2. In addition to the better value redounding to the Govermment,
the Government and the operator realize other adventeges by reason of
the superiority of the new vesselsi. Taese advantages lie in the mew

ships' superior commerciazl cozpetitiveness, greater vzlue from a defensa

]
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standpoint, end greater effectivencss and prestige as an instrument

of national policy. The Government's chances for recapture of subsidy

. are sre-at;l.:.r enhanced by such ships.

3. El!-:-e advantages inherent 1n replacing war-built ships with new
ships call for a step-up in m::- réplacement progrem. Taere is no economy
in holding down appropriations for the replacement program. _T.he war-bullt
ghips must b&hreplaueﬂ. eventually, their npernt'.‘[.nnrmat be subsidized
until they are repia:ed (;m a matter of comtract obligation), and thus
the longer the operation of the old siﬂ.ps is perpetuated, the more it

reosts the Government.

k. Tuere is, moreover, no economy in holding beck eppropriations

for sutcmaticon featﬁrea. A.'Lthnw;‘n t.hg cost of such Tezatures involves

the e:qpenﬂithre of increased CDS fi *1&5, this investment is reunuped

within & to 5 years by the savings which redound from lower ODS resulting

from the reduced manning aboard such ships.

5 The new ships will 'ne of“'e*ing s.hi;ppers 1’20 IJGD cubic feet and
12,959 IMT per salling vs. LTE,DGG cubic feet, and 10,300 IWT with the
old ﬂhi:r?. Each salling with & new E_r-hi*_n Vill_of‘.'fer 152; of the ecuble .
capacity, and 126% of the IWT cajacity nffemd_uiﬁh the old ship sailing.
Thus, for proportionately less subsidy expense, we \rﬂ_‘l.. have on the
berth a materially larger merchant shipping capacity, thus materially

reducing the cost per weekly unit of spoce., Such increase in capacity
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is essential If the United Stctes is to hold its own, let alone n:ainta.in
a satisfactory participation in the rising volume of liner carryings in

the forelgn comzerce.

.E' _'.'Lhe Intreduction of new ships will result in savings in
m;!ntenam_:& t-nd_ rezalr subsidy costs. The subsidy f::-?:' paintenance and
repair expense for war-built ships averages about $35,000 - $40,000 per
ship per year. This is approxizmstely twice as high as the comparable
expense for ;trhe new z:epla.c&ment ships -- even cn a per ship basis.

T+« The introduction of the new ships will move the merchant marine
in the ﬂilrectir.:m of self-sufTiciency. For example, American Mail Line
Ltd., in its Aonual Report for 1964, shows the operating results for its
new Ha_x_*inern » thus ensbling & comparlson between these and the old ships
in its fleet. On 15 voyages in 1964, the new ships had net terminated
voyage revenue (before subsidy and before cverh&aﬂrgr?ﬂ_ﬂepmiatiun] of
$1,340,000, which was 15.T% r._:-f total revenue of $8,541,000 on these
voyages. With the old ships, there was & net terminated vn;ra;& loss of

$h52 gko {hefnre subsidy end before overhead and depreciation) on 21

voyages baving gross revenue of $11,1|-33,11-1+ﬂ.

8. This progran would be administered under the Maritime Subsidy
Board's new proposed statement of gelnaral I]:rnlicy' a.pplari‘ng & productivity
standard in selecting new ships to receive construction 'subsidy (if and
when adopted and approved). This proposal would allocate construction

T
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.nuhsidy emong competing enplicernts iz such & way a5 to meximize the
shipping capebility per a*ne:-;ti::; end eocnstruction Eu‘baid.y dollar.
Jnstitution of this mew p:rlic:r Will inereese further the taxpayer's
ﬁtum oo his ehippinz investcr.ﬂ;. Its introduction will be eased
considerably by the ﬂ:uruﬂa.l;lil...‘ﬁy Z incressed construction subsidy
funds. |

_ﬁ. To scoe extent a 25-ship construction progrem would ease
_government-management-lebor relations regarding the acceptance of
Ired.uﬂed.' crews on new &nd retrofitted ghips. Even though this proposal
doas not adﬂ,_an.;r sdditional ships to the fleet {a.'l.l 'Iq.reaseln to be -
replaced are already scheduled fa;-.:-eplaae.—.ent}, it does tend to
evidence a Ewermﬂnt- commitzment to & Eurﬂ' nger, improved Americaen
.marchent marine. This issue has beasn discussed elsevhere with regard
to the investment of of subsidy savings. '

" We 'haliwa thet these considerstions cell for the nre.itiun of and

adherence to & replacement program of 25 ships a.nnuall:.r begiﬁnins in
fiscal 1567. 1

--.P. Eﬁ-sﬁip progran will result in cuﬁtract.ing for the replacement of the
last of the war-build ships in fiscal 1972, assuming that ebout LS more . |
var-built ships are brought under subsidy. After their replecements have
been contracted for, the Mariners built in the early 1950‘5 will be
epproaching thelr retirement ages, efter which the new geperation of
subsidized ships built in the lele 1950's and following years will be coming
up for :I-eplaceaent. To the extent that we fall below a 25-ship progrem, we
will be unduly prolonging the removal of the more expensive and less ccapetitive

old shins.
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! Under Secretary of Commerce : DATE:

FROM

*

.r' e
UNITED STATES GOVERNMENT

Memorandum

MARITIME ADM!NISTRATION

Ir tation
' i Fs In reply refer to:

: Acting Maritime Administrator/

Chairmen, Maritime Subsidy Board

SULRJECT. Froeadure for Review of Collective Bargaining AEI‘ELants

for Subsidy Reimburaement Purpaaaa

The Maritime Subsldy Board, by unanimous vote, and the Acting Maritime
MAdrinistrator have approved the proposed procedure, subject as above, for
publication in the Federel Register subject to your concurrence, which is
respectfully requested. Flense nﬂte that the proposed procedures would be

effective upon date cf Eublil;lﬂ but, at the seme time, invites written
views and comments fror any 1 terested person, firs or corporation, with
the understanding that esuch views and commants thus submitted will be
consldered by the Board in any subseguent amendment or revision of thess
procedures.

The proposed procedure has bezsn developed s a reslistic end practical
implementation of "future proredvg jor spprovel of subsidy for wages

and employee benefits,” set l..i 1 the Opinion end Crder of the Secre-
tary of Commerce under date of July 23, 1965, in his review of the
Maritims Subsidy Board Opinicns in Dockets Nes. A-14, A-15 and A-16,

On August 13, 1965, the Maritime Administrator, in a memorandum to the
Secrstary of Commerce, Subject: "Secrotary's July 23 Wage Subsidy Review
Opinion - Procedures,” propossd a procsdure almost identicel to the
attachad, which hed been approved by the Mar!time Subsidy Beard for
publiuatinn in the Federal Register. Because of the strike then ensulng
end due to the fact that new collective bargaining agreements wers being
regotiated with labor by the maritime industry, no action was teken by the
Department of Commsrce in respsct to the Bosrd!s proposal for a wogs
review procedure. .
Subsequently, when the strike wes settled on August 29, end the nsw ezree-
ments were negotiated, the Maritime Administraticn bsgan immediatsly to
requaat coples of the collectiive bergaining egreements with eppropriats
Information and explanatory date, as required in the proesdurs cutlinad
in the Bsecretary's Opinion and ﬂrdar of July 23, 1965. However, 1% was
erot until Jumes 2, 1966, that the staff had collsetad sufficlent dute to
submit & final staff report on the first ‘of severel sgreemsnts, neuwely

EUY U.S. SAVINGS BONDS REGULARLY ON THiZ PAYROLL SAVINGS PLAN

U.5. DEPARTMENT OF COMMERCE
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Collective Bargaining Agreement between Deslta Steamship Lines, Inc.,
Bloomfield Steanship Company and Moore-McCormack Lines, Incorporated,
with the Seafarers! International Union, Atlantiec and Gulf AFL-CIO,
for the period June 16, 1964, through June 15, 1968, Suhaﬂquent]_;.r, at
;medWMMMEWMMﬂmMﬂLmﬁMWHMM
in respect to the staff report was deferred pending the approval and
publication of an appropriate wage review procedure. Staff reports on
other agreements are in process and it now becomes imperative that a
wage review procedure be approved and published in order to avoid
unnecessary delay and unreasoneble retroactive determinations in arriving
at final decisions by the Marltime Subsidy Bua.n:'t

In the process of developing the attached pmceﬂure the Board has
reviewed and analyszed the varlous proposals which have been made since
the issuance of the Secretary's Opinion and Order of July 23, 1965, as
follows:

l. Procedure herewith proposed.

2. Propozal for Public Hearing made by the then Maritime
Administrator in June 1966.

3. Procedure submitted by Counsel for CASL under date of
February 18, 1966.

4. Memorandum dated June 23, 1966, from Mr. Scott Hars; o
~=smuee Mr, Lowell Bridwell captioned “Pmpuaal fnr Puhlic Heawsng
on Manning Scales.” 1

--li‘i}a;r examination and review pf each of the foregoing proposals, the Board
‘is of the view that the preferable procedure is that embodied in the _.

-

attached proposal (Item 1 above). The steps provided for therein, origi- .

" nally developed by the Board in August-September 1965, after study and

analysis by responsible staff officials, ars in keeping with the guide-
lines set forth in the Secretary's Opinion and Order of July 23, 1965,
and are designed to enable the Board to diacharge its responsibilities
with respect to the determination of wage costs properly eligible for
subsidy purposes.

The proposed "Notice of Hearing" (which contemplated such hearing would
ba held on July 15, .1966).is tha proposal of ,the.then Administrator.. . -
which is designated as Item 2 herein. This proposal is not framed along
the lines of a procedure for gensral appllcation in the consideration of
collective bargaining agreements but is directed only to agreemsnts
spocifieally referred to therein, i.e., it was an ad hog "hearing.”




. subsidy.

- _ 3.

_In addition, this proposal makés no provision for utilization of the
gervices of a wage review pansl as directed by the Secretary of Commerce.

It might also be pointed out that a "hearing" at which the Agency would merely

receive the final agreement and data would be of a rather limited value.
Very little in the way of intelligent dialogue could be expected until

the Board and its staff has had time to study the contracts and sup-
porting papers. The primary value of such a "hearing" would be to pub-
licly demonstrate the deficiency or cooperation of the operators and
their unions in furnishing the necessary materiel upon which the Board
must reach a determination. Aslde from this, however, the Board questions
the effectiveness of the procedure. :

In the Board!'s opinion, the procedure (Item 3) outlined by Counsel for CASL
would not be satisfectory. Contrary to the "legislativs type" hearing
contemplated in Item 1, the Item 3 proposal calls for an "adversary type"
of proceeding between the Office of Government Aid and the subsidiszed
operators, which hardly comports with the purposes of a fact-finding
review of the labor contracts. It also permits the operators to decline
further discussion with or furnishing of data to Government Ald and a
unilateral right in the operator to directly request the Secretary for
appointment and convocation of a panel. The authority of the panel to
consider material in addition to that previously before the Maritime
Administration eould, of course, result in a "new trial" by the panel.
Nor ghould the Board overloock the fact that by its nature such an adver-
sary type of proceeding is a time ~onsuming and expensive process. Con-

sequently, and notwithstandi=_ llie Sscretary's statement that retroactivity .

will not be a factor in future. Bowld determinations, the opérators could
hardly resist asserting the equity plea based on retroactivity if they are
rai'"l.'tsad subsidy by a panel and Board dacisinn. ¥

The =ta:d- of the memorandum (Item 4) prepa.reﬁ 'I:a:.r Mr. Scott Har?ey' does not
require evaluation in connection with the isgues here under consideration.
That memorandum apparently is addressed to the question of the desirability
of the hearing process and presumably was the result of the proposal in
Item 2 on manning scales as they relate to crew quarters for construction-
differential subsidy and related matters affecting operating-differential

- §emm——

Accordingly, the Board and the Acting Maritime Administrator respecifully
request early approvel of the attached proposal in order that we may proceed
without delay in the exercise of our statutory obligations under an estab-
lished procedure which, in the words of Secretary Comnor (July 23, 1965,
inion and Order), "will insure that the Department will exercise a
balenced discipline in arriving at a final administrative determination
of these maritime wage questions," and at the same time, "reduce the time
problem" in these and future cases. T .

ec: General Counsel j : J. . Gulick
Executive Secretariat — 2 ' :
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TITLE 46 - SHIPPING

CHAPTER II - MARITIME ADMINISTRATION,
DEPARTHENT OF COMMERCE

SUBCHAPTER J = MISCELLAWEOUS
[General Order 103]
PART 380 - Procedures
Determination of Subsidizable Manning
and Wage Costs
In accordance with the Opinion and Order of the Secretary of

Commerce, issued July 23, 1965, the Maritime Subsidy Board and
Maritime Administrator have adopted, effective upon date of publica-
tion hereof in the FEDERAL REGISTER, procedures as set forth below

with respect to review of collective bargaining agreements for

sulsidy reimbursement purposes,

. Subpart D is hereby added to this part reading as follows:
Subpart D - Determination of Subsidizable
Manning and Wage Costs
Seé.
380,31 Filinﬁ-nf agreement,
380,32 Review by Maritime Subsidy Board.
380,33 Hearings.
380,34 Proposed official determination; written exceptiens,
380,35 Final official dat;rmination; review by Secretary of Commerce.

Authority: The provisions of this subpart Issued under sec. 204,
49. Stat. 1987, as amesnded; 46 U,5.C. 1114,



£ 380,31 Filing ‘of agreement,
Within ten (10) days after.a cnllcckive bargaining agrecment
is reduced to final written agreement, signed and executed, the
subsidized carricrs or their representative shall submit to the
Secrotary of the Maritime Subsidy Board ; copy of the agreement
together with all pnrtincnf sup;orting information and explana-
‘tion with regard to the subsidizabic character of the wage levels,
pension agreements, manning E;ales, and other relevant features,
. Any lapse of time between adoption of such agreement In principle
and 1ts-fnrmélizatiun into a written, executed agreement shall be

deemed to be the responsibllity of the parties to the agreemont,

§ 380,32 Review by Maritime Subsidy Board,

The Maritime Euhsidx Hnﬂfd (hereinafter referred to as "Board")
will review the informatf-r recrived and request such additicnal in-
formation or explanation of the terns or implications ;f the agree-
ment as are deemed to be necessary for purpose of analysis under the

applicable provisions of the Merchant Marine Act, 1936, as amended

(hercinafter referred to as "Act").

£ 380,33 Hearings.

(a) within thirty (30) days after receipt of the c;py of the
collective bargaining agreement in question, with such supporting
information as may have been obtained, thes Board will set down a
date upon which the Board will receive oral and/or written views
from interested puraans; including t%e staff of the Maritime Admin-

istration, under the procedures herein set forth, regarding the

. —mnmm - fid T T Y
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Euh&.ldit&h15—1WEl of wapes, penslon spreements, manning seales ang
other relevant features of the ugmemaﬁt under review. Tne Board
: 'u.‘l.:l.l receive requests for an opportunity to be heard orally from any
interested person, and will grant such requests if, in the Judgment
of the Board, the request is deemed meritorious. Cross-examination

will normally not be pﬂrmitﬁuﬁ.

(b) In ite review of such szrcements, the Board shall hav
) Zreemne ¥ 5] a &

-

- mraﬂablg tﬂ__i_:_‘j;\tha written advice of a panel of Ehrea p-:srst:'rrjsl
Eel&::taﬂ and desipgnated by the Under Secretary of Commercs for

: Trannpurt-at-in;] in such a manner that the interests of the public
are adequately F-_apreuer;ted. It will be the responslibility of the
members of the panel on the basis of the views submitted by
interested persons and of such other Information and meterials
a8 may be maode available to the panel by the Board, to .avise the

Board of their vicws on such lssues as the Board ma;r I'E!q‘l.lEEt--'r ._“

(¢) On 1ts own motlon, the Bosrd may request the submission
of further '.ri:eua. from interested persons in the naturs of addi=
tional information é; clarification of matters adduced during the
ﬂrnt submission of views.

B 380.34 Proposed official determination; written exceptions.

After the subtmission of views, including the receipt of advice
from members of the panel, the Board will meke & proposad official
determination in eccordance with the applicable provisions of the
Act. The partles will be pumitﬂ.-edlfifteen (15) days within which
to file written exceptions to the proposed determination, and requests
for oral argument. These -réquaﬂts for oral argument will bas con-

eidered by the Board based on the merits of the written exceptions

and requesis.
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g 380,35 Final official determination; review by Secrctary of Commerca,
A final official determination will be issued by the Board rela-
tive to ;uhsidizahln levels of wages, manning scales, and other rclevas:
features of the agreement, which will be subject to review in accordin:ze
with applicable procedures und;r Part 202 of this chapter,
Any person, firm or corporation having an interest in the fore-
goling may submit datn,-view;,and comments, in writing, In triplicate,

to the Secretary, Maritime Subsidy Board, Maritime Administration,

Washington, D, €., 20235, by close of business on : .

-

All data views and comments thus submitted will be considered by tha

Board in any subsequent amendment or revision of these procedures.

By order of the Maritime Subsidy Board and the Maritime Administrator.

Dated: ; s 1966,

Jamas 5, Dawson, Jr.
Secretary

e ——
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Mr. Alan S. Boyd
Under Secretary
for i’ra.nspr::rl;atinu In reply refer to:

w.'ne:. Septerber 6, 1966

' LACtis
Form 0121 UNITED STATES GD\-"I‘RI\MLN]" L . DEPARTMENT OF COMMERCE
“ S 1 CT{, . OFFICE OF THE SECRETARY
ﬂ :Ilu 10y
ﬂfﬁmorandu (g Tt At ;m.

FROM :Daniel F. 0'Keefe, Jr. ;‘{/
Assistant General Counsel ~
for Transportation

SUB]ECT:Procedurs Proposed by Mar;.time Subsidy Board for review of Collechive
Bargaining Agreements.

The Meritime Subsidy Board in an section teken August 23, 1956 approved
& "Procedure for Review of Collective Bargaining Agreoments for Subsidy
Reimbursement Purposes”. This action, unless reviewsd by the Under
Secretary for Transportetion, will become final on September 12, 1966.
The Board, by its memorandum to you, requests your concurrence in the
proposed procedure.

In this memorandum the Board notes that it currently hes before it the
firat of several collective bargaining esgreements, that other sgreements
are in process, and that it now becomes imperative that a wage review
procaedure be approved and published in order to avold unnecessary delay
and unreasonsble retroactive determinations in arriving at final declsions
by the Maritime Subsidy Bosxrd.

In summery, I reccmmend the following:

(1) That you pot concur in the procedure proposed by the Maritime Subsidy
Board. Attached is & dreft memo to the Board for that purpose.

{E:l I am also attaching a proposed procedure which I recommend for your
consideration. The substance of this proposal 1s contained leter in this
memorandiin. '

{3] Whatever procedure you conclude is best, I strongly recommand that
you coordinete with the Secretary of labor prior to any publication by
this Department relating to procedures for review of collective bargaining
agreaments for subsidy reimbursement purposes.

Eh] I have no legal objection to an effective date on the date of publication
as provided in the MSB proposasl) since ssction b of the Administrative Pro-
cedure fct excludes grent progrems from normal rale making procadurel rea-
quirements. However, in the interests of sound administretive procedura, I
recommend that eny procedurss published be "proposed" snd that perties

be given at least 15 days to comment, Finalization could then be made
pramptly, within 30 deys, after initial publication. Alternatively, major
shipping compeny and union interests could be consulted after Iabor Department
review but before publication. If this course were followed, I think an
effective date on publication would be appropriate.

BUY U.S SAVINGS BONDS REGULARLY ON THE PAYROLL SAVINGS PLAMN
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. . I. The MSB Proposed Procedure

. The Board's proposed procedure would be effective upon date of publication
but Invites written views and comments from interested parties for
consideration in connection with any subsequent amendment or revision of
the procedures.

-y,

If finalized, the Board's procedures would be published in the Federal
Register. In essence the Board's procedures are as follows:

(a) The final written collective bargeining sgreement, signed end
executed by the parties, together with all pertinent supporting
Information, would be filed with the Merltime Subsidy Board wlthin
ten days after signing.

fh} The Subsidy Board would review the information received and
request additicnal information as necessary.

(¢) Thirty days after receipt of the agreement and supporting

information, the Board would set a date for the receipt of

! oral or written views of interested persons including the staff

k. of the Maritime Administration. Oral argument would be dis-

it' eretionary on the part of the Board and cross examination would not
normally be permitted.

(d) In reviewing the agreements the Board would have availeble
' to it the written advice of a three-man panel which would be
_ selected by the Under Secretary for Transportation. The panel,
upon request of the Board, would advise the Board of their
views on such issues as the Board may request advice. The advice
would be based on the views submitted by interested persons plus
information and materials as the Board mekes availsble to the
E
]

panel,

(aj The Board on its own motion may request further views apd
Inférmation of interested perscns for the puwrpose of clarification.

(£) The Board would then make its "proposed" determination en
the issues. PFPartiles would have fifteen days to file written
exceptions and requests for oral arguments. Final decision
: would then be made by the Board and Secretarial review would be
I possible under D. 0. 117.
: II. Differsnces Between the Proposed Board Procedure and the Procedure
t Proposed in the Secretary's Opinion in Dockets A-1h4, 15 and l0.

b Wy

The Secrebary's Opinion in Dockets A-1k, 15 and 16 clearly was not meant
to be an inflexible mandate to the Board on how to establish a review panel.

- - — ———y T e g = e e — e ——
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The language of the Becretary's Opinion is subject to interpretation.

It is fairly epparent, however, that the opinion was proposing a panel
of disinterested members which would act as a buffer on controversial
.issues between the Board and industry and lsbor. 3By permitting the
review panel sufficient independence, the Board's final decision would be
bazed on & record and procedure vhich would be designed to emphasize that
the final opinion of the Board was not unduly swayed by budgetary con-
siderations. Yet the Board and the Department would retain the ultimate

decision.

The Secretary' Opinion, although prescribing a procedure, can be inter- 5
preted to allow the Board latitude to depart from that procedure. Listed
below 18 a summary comperison of the Secretary’s proposed procedure

and the Board's proposed procedure.

Becretary! Procedure

- (1) Within 10 days efter reaching

any such agreement, the subsidized
carrliers would submit a copy of the
sgreement with appropriate inTorma-
tion and explanation to the Marit ime
Administration.

{2) The Maritime Administration would
review the informat.ion submitted and

would reguest such further information
or explanation of the terms or impli-

eations of the contract as arc deemed to
bte necessary for information and analysis

purposes.

(3) MarAd shall refer the collective

bargaining agreement and all related
Information to a wage mvi&w panel.

Details of the panel were left un-
Bpecified.

The panel will consider the

agreemént, recelve views of interest-
ed parties and then make recommenda-
tions to the Board concerning subsidy
reimbursement issues.

Board'! Procedure

(1) Ssimilar

(2) Similar

(3) The Board would review oral
and written views of interested

. parties (which would include

the MarAd steff. It is unclear
whether this would be avallable
to the parties).

The Board would have availsble
advice of the panel, based on
material made aveileble to it

by the Board. The advice would

be limited to issues on which

the Board requests advice. After
recelving this advice, the Board
eould request additional information
in the nature of clarification from
the parties (including the Staff).
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Be:;:retar:."s Procedure con't. Board's Procedure con't.
(4) The Board would make its final (4) The Board would make its
Jdecisicn subject to D0, 11T- decision permitting written

exceptions and request for oral
argument. The Board's final
decision will be subject to
review pursuant to D.0O. 11T.

III. Attached Recommendation &8 to Procedure for H&nd.‘l.igg Collective
Bargeining Agreements.

Attached is a copy of draft procedures which I suggest in liew of those
proposed by the Subsidy Board. The essential difference between the

* attached proposal and the proposal of the Subsidy Board is that under

the attached proposal the Wage Review Panel would have considerable

autonomy to meke reconmendations to the Subsidy Board on the issues.

Thus the Panel would cperate more as a buffer bebween lebor, manasgement,

and the Government on controversial issues concerning collective bargaining
sgreements and the effect of such agreemsnts .on subsidy payments. The

Panel would help protect the Board and the Department should it conclude

to refuse to pay subsidy on certain features of the agreement. Under the
Board's procedure, the Panel would be considerably downgraeded in status and
the benefits derived from its position as a buffer would be greatly minimized.

In addition, under the attached proposal, the Mar.\d staff and the parties
would present their views and arguments openly to the Panel. However, I
believe the possibility of final handling by -the Board without referral to
the Panel should encourege parties to make their full case gt an early
stage, In eddition, a time deadline for submission of the Panel's recommen=-
dations should preclude undue delay and expense of the Panel!s proceedings.

I do not believe that the procedure which I am proposing would confliet
with the purposes of a fact-finding review of labor contracts. Indeed, it
geems to me it wuld help to cr:mballiza the facts and arguments on the
issues.

In essence, under the attached proposal, the Subsidy Board would consider
collective bargaining agreements and, if it had no disagreement with the
agreements, would handle the matter finally, without use of the Panel. On
the other hand, if issues developed between the Board and the industry,
these .issues would be submitted to the Wege Review Fanel which could hold
hearings, cbtaln necessary information, consider the views of the parties
end MarAd staff end make recommendations to the Board. The attached pro-
posal provides time for exceptions to the Panel's decision. The Board would
then declde the issues itself, holding oral argument if deemed necessary.
Its decision would be reviewsble under D.O. 117.
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. Iv. Coordination with Iebor Department

Following Becretary Comnnor's opinion of last July, I understand the
President requested Secretary Wirtz and George Meany to work out & pro-
+ eedure for handling collective bargeining issues in the marditime in-
dustry. While this apparently was not accomplished, it still appears
that procedures for review of collective bargaining agreements are in
a sense still a responsibility of the Secretary of Lsbor. For this
reason,; it would appear highly adviseble for the Department of Commerce
not to publish any procedure on wage review without coordination with
the Secretary of laber.

I em availsble to discuss this with you.

- Attechments - , .

eot « Bridwell
[ Mr. Sitton .




Chairman, Maritime Subsidy Board

Alan 5. Boyd
Under Sscretory for Transportation

Frocedura rnx: Raview of Collective Bargalning Agrecments for Subsidy
Redrburserment Purposes,

In reply to your pemo of August 23, I have concluded that the Board
should not publish its proposed procsfures at this tims. 'I-Tﬂ.are

reviewing the matter of procedures now end I will be in touch with you
; laté:l:'.
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TITLE 46 - SHIFPING

CHAFTER 11 - MARITIME ADMINISTRATION
DEPARTMENT OF COMMERCE

SUBCHAPTER J - MISCELIANEOUS
[General Order 103/
PART 380 = Procedures
Determination of Subsidizeble Manning
and Wege Costs
In sccordance with the Opinion and Order of the Secretary of
Commerce, issued July 23, 1965 y the Maritime Subsidy Board and
Maritime Administrator is considering {ch&ngeﬂ from MSB proposal)
procedures as set forth below with regpect to review of collective
bargaining sgreements for subsildy reimbursement purposes.
Supart D is hereby added to this part reading as fallows:
Bubpart D = Determination of mhsidizuhle
Meoning end Wage Costs
Bec.
380.31 .F-'iliu.g of sgreement,
380.32 Intial Review by Maritime Subsidy Board., (changed from MSB proposal)
380.33 Referral to Wege Review Panel (changed from MSE Proposal)
3‘-:}3.31; Determination by Maritime Subsidy Board (changed from MSB proposal)

Authority: The provisions of this subpart issued under sec. 20k,
hg stat. 1987, as amended; 46 U.5.C. 111k,
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‘B 380.31 Pilirg of agreement.

: . Within ten {11:!} daye after a collective bargaining sgreement
is reﬂu:;:ed to final written agreement , signed end executed, the
subsidized carriers or thelr representative shall submit to the
Becretary of the Maritime Subsidy Board a copy of the agreement
together with all pertinent supporting information enil explana-
tion with r;egﬁ.rd to the subsidizeble character of the wage levels,
pension egreements, manning scales, and other relevant features.

| Any lspse of time between sdoption of such agreement in pr:l.nc‘iple

and its formalization into & written, executed sgreement shall be-

deemed to be the responsibility &f the parties to the ijlgree:ment.

B 390.32. Review by Maritime Subsidy Board, (Identicel to MSE proposal)
The Maritime Subsidy Board (hereinafter referred to as "Board")

_ . will review the information received and reguest such sdditional in-
formation or explanation of the terms or :|.1':mﬂcatinn5 of the agree-
ment as are deemed to be necessary for purpose of analysis under the
applicable provisions of the Merchant Marine Act, 1936, as amended

L (hereinafter referred to as "Act"). (Identical to MSB proposal)

E 380.32 Initial Review by Maritime Subsidy Board. (changed fram MSE proposal).
; Within -~ days after recelpt of the copy of the collective

bargaining agreement in question, with such supporting information as

may have been cbtained, the Board will determine whether the agreement

in question presents an issue or 1ssues which the Board considers should

be further examined before it finally rules on the agreement for




L

subsidy purposes. If the Board determines that no such issues are

. present and that it accepts the agreement in question for subsidy

purposes, the Board shall take final action therecn.

E 380.33 Referral to Wage RE‘I..riew Panel (changed from MSB proposal).

(a) If the Board determines that the collective bargaining
agreement In question preccnts an issue or issues which the Board
considers should be further examined before it finally rules on the
'a.gremlent for subsidy purposes, the Board shall refer the issue or
issues of concern to a Wege Review Panel.

(b) The Wage Review Panel shall consist of __ merbers appointed
'b:.r the Under Secretary -.':::E' Commerce for Transportation in such a manner
'l:ha'b the interests of the public are adequately represented. Lﬁembera
ghall be representa.ive of the public interest and at least one {twr::-}
shall be knowledgeble in maritime affairs/

{c} The Maritims Administration and the parties shall mske
available to the Panel such relevant Information as may be cbtained.

: () The Panel may determine its own procedures and may request
written views or hold oral hearings. Staff of the Offices of Government Ald
asslisted by Steff Counsel of the Maritime Administration, may make 1ts
views avallable to the Fanel and the parties. After issues have been
submitted to the Fanel, ex parte communicatlons on the issues with the Board
or the Panel by any person [including the perties and the staff of the
Maritime Administration) shall not be considered as a besis for any
decision or recommendation by the Board or the Panel.

(e) It will be the responsibility of the members of the Fanel
on the basis of the views submitted by interested persons and such

other information end materials as may have beén properly obtained by the



. L

-Panel, within  days of referral of issues to 1t, to make Its written

recommendation to the Board concerning the issues. Copies of these
recommendations shall be served on all persons representing views

before the Panel,

B 380.34% Determination by the Maritme Subsidy Board {::hlange-:l from MSB
prn;p::sal}

(a) The parties and staff of the Maritime Administration will
be permitted fifteen days within which to flle with the Secretary of the
Board, written exceptions to the Panel's recommendations, and requests
for oral argument. ' 3

(t) The Board, on its own motion, may request submission of
further views in the nature of asdiitional informestion to clarify matters
in the Panel's recommendation. Coples of all material submitied to
the Board shall be served on all perties.

(c) A final officiasl determination will be issued by the Board
relative to subsidizable levels of weges, manning sceles, and other relevant
features of the agreement, which will be subject to review in accordance
with applicable procedures under Part 202 of this chapter.

Any person, firm or corporation having an interest in the fore-
going may submit data, views and comments, in writing, in triplicate,
to the Secretary, Maritime Subsidy Board, Meritime Administration,
Haﬂ:l;ingtcﬂ, D. C., 20235, by close of business on /15 days from puhlica.tinp_?

By order of the Maritime Subsidy Board and the Maritime ASministrator.

Dated: " 5 1966,

Jemes 8, Dawson, Jr.
Becretary
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INTRODUCTION

1
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The 'I:l»asic theme of this report is the renewal and expansion
of the American Merchant Marine. The report proceeds on the firm
conviction that the security of the United States a:nd. the free wml'ld. the
continuing development of our foreign and dun‘&astic economy and the
importance of our balance of payments require a healthy expanding
lhippin_g industry under the American flag. | We are also convinced
that an expanded merchant fleet lies completely within the capabilities

o of the United States.
. Before presenting proposals to accomplish these objectives,
some historical review of the committee's terms of reference is

appropriate.

The Tenets on which the MAC has Proceeded

In Section 2, under the title, "Functions of the pwittu. "
the Executive Order directs the MAC to consic eﬁpulicica nﬁd practices"
of government, labor, and management for "Zra-ngthening the trade,
national defense, manpower, and labor relations programs of the
maritime industry."

At the first meeting of the MAC on August 10, 1964, the

‘ummittea adopted unanimously a resolution declaring that "the public

interest, with respect to the merchant marine, requires the fullest

practicable development of an adequate bal.an:ed American merchant



marine--American-owned, citizen-manned, and American-built--to
serve as an auxiliary to our Armed Forces in any emergency--to carry
a substantial portion of our water-borne foreign commerce as intended
by the Merchant Matiﬁe Act of 1936, "

In reaffirming the policy and pledging ourselves to the develop-
ment of programs designed to effectuate the "public interest in a strong
American Merchant Marine'" as "clearly stated in the Merchant Marine
Act of 1936," we had specific reference to the preamble to that Act and
to the Declaration of Policy contained in Section 101.

The preamble is a masterpiece in brevity, It states that the
Act is designed "to further the development of an adequate and well-

balanced Merchant Marine to promote the commerce of the United States,

to air in the national defense, to repeal certain former legislation, and
for other purposes." (Underlining supplied).

The Declaration of Policy in Section 101 sets forth the essential
elements that must be can:ide-:red in connection with the determination
of the kind of a merchant marine we want, It cites two basic reasons

for a national maritime policy and these are (1) national defense, and

(2) development of the foreign and domestic commerce of the United

States, In pursuance of these two objectives, the Declaration of Policy

states that the merchant marine should be sufficient to carry our domestic

.water-harne commerce and a "substantial portion" of the water-borne

export and import foreign commerce, and also "to provide shipping

service on all routes essential for ma.intaining the flow of such domestic
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and foreign water-borne commerce at all times," In pursuance of the

objective of national defense, the Declaration of Policy indicates that

the merchant marine shall be "capable of serving as a naval and military

auxiliary in time of war or national emergency." It also states that the

merchant marine should be "owned and operated under the United States

flag by citizens of the United States insofar as may be practicable," With

regard to shipbuilding, it indicates that the merchant marine shall be
"composed of the best-equipped, safest, and most suitable types of

vessels, constructed in the United States,' and as to personnel, that

the merchant marine shall be "manned with a trained and efficient
%

.t::lti:;en personnel." (Underlining supplied.)

The degree to which the merchant marine achieves the objectives
of the Act is the measure of the fleet's stature and status. Therefore,
some observations with respect to the t;-:m principal objectives are
essential.

(1) National Defense

In a statement to the MAC at the meeting on May 17, 1965, the
Secretary of Commerce said that ""existing ships under the American flag
are adequate to meet presently established requirements for services by
the Military." He also said that the 1,000 priority ships in our reserve
fleets, the approximately 450 ships owned by Americans under foreign
.ﬂags, and the ships under the NATO alliance must be taken into account
for defense and commercial purposes. We recognize that our national

defense needs are of a classified nature, ‘Therefore, we cannot be aware
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of the merchant tonnage requirements projected by Defense for emer-
gencies of varying magnitudes,

Despite the reassurances given to the Committee, it has grave
misgivings about the adequacy of the present fleet, The current emer- ] )
gency in Vietnam bas created justifiable doubts. Well over 90 percent ’ e
of the supplies transported to South Vietnam are carried in ships' 1
bottoms, and as of now the demand for ships is so great that there are
not enough American flag vessels available to fill the gap. J

Some vessels have been activated from the reserve fleet, and

substantial numbers of fast cargo liners have been placed on this run

to bolster the supply capability of Government vessels, Still more are

needed and an urgent call has gone out from the Military Sea Trans-
portation ;Eervice to shipowners to provide more vessels to meet the
rising demands of the Vietnam theater, On the one hand, we find the
government chartering, in addition to those U. S. flag vessels directed
to Vietnam service, foreign flag ships for Vietnam supply purposes.
On the other hand, we see the Federal Maritime Administration granting
permission upon a yet indeterminate scale for U. S. flag subsidized
lines to charter foreign bottoms in one case of a 22 year old Liberty in
order to maintain cargo service upon regular runs, We find instances
also of foreign charters, in at least two cases already loaded with U, S.
.‘o"ietnam supply cargo, refusing to sail to this destination,
Although the basic justification of the maintenance of a reserve

fleet is that it is for defense purposes, the role of this fleet in the present
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.imited crisis is far from clear. One is entitled to ask why the reserve
fleet vessels are not broken out to a greater extent to serve the military
needs, particularly when there are some 120 Victory type vessels avail-
able in that fleet, Undoubtedly the cost of effective reactivation or
adaptation of tlhenc ships is considerable, and, as you pointed out at

_— ——,

_,..-"__'_'_'_‘_ ) By
a MAC meeting, over time the ships in the reserve fleet became less t’g\‘

— uf;{{j-
A careful study of the - _;EJ’(,;{I{

adequate to meet emergency requirements,

F

rgo handling is needed,

composition of this fleet and its adequacy for
In determining capacity of our fleet to meet the defense needs
of the country, the government includes the 450 ships owned by Americans
' under foreign flags, These ships, known variously as '"flags of conven-
nce', "flags of necessity", ""Panlibhon flags", or "runaway flags",
are registered with other gove.rnmentu. They will be referred to in
tLiu report as "flags of convenience." The Committee appreciates that
the owners of these ships are committed to making them available to
the United States in the event of a national emergency; the ships have
been committed to the "effective control of the United States.'" But
these ships are manned by foreign seamen, and the allegiance of these
crews, particularly in the event of a major conflict, might lie elsewhere.
To the extent that this situation might develop, such ships could well
be lost to this country. Indeed, Admiral Wilfred A. Hearn acknowledged
at the MAC meeting on June 21, 1965, that the Department of Defense

.nna idered only the usefulness of the ships and not the seamen aboard.

Thus, the concept of "effective control", if valid at all, is highly
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questionable, The United States can ill-afford to base a major part of
its defense on well-intentioned commitments with a marked absence of
any assurance that they are capable of fulfillment at a time of crisis.
The MAC has been told by Secretary of Comnm erce that the
requirements for essential civilian shipping needs im the event of an
emergency were in the process of development but were not yet avail-
able, Therefore, we are not able to judge the adegmacy of existing
fleet for this purpose. It is relevant to note, howewer, that in World

War II, coastwise shipping alone increased fourfold.

Recommendation:

. INSOFAR AS MILITARY OR ESSENTIAL CIVILIAN

REQUIREMENTS ARE CONCERNED IN TIMES OF
. NATIONAL EMERGENCY, WE HAVE MADE NO
. ESTIMATE OF THE SIZE NECESSARY TO SUPPORT

ADEQUATELY OUR NATION'S MILITARY AND CIVILIAN
ESTABLISHMENT. WE ARE UNITED IN THE CONVIC-
TION, HOWEVER, THAT RELIANCE CANNOT BE
PLACED ON FOREIGN FLAG VESSELS, WHETHER
UNDER SO-CALLED EFFECTIVE UNITED STATES
CONTROL OR NOT, TO MEET THESE RECUIREMENTS
IN TIME OF WAR OR EMERGENCY.

(2) Foreign and Domestic Commerce

Title I of the 1936 Act states that the merchant marine shall be
"gufficient to carry its domestic water-borne commmerce and a substantial
portion of the water-borne export and import foreigm commerce of the
.United States and to provide shipping service on all routes essential for
maintaining the flow of such domestic and foreign water-borne commerce

at all times, " (Underlining supplied).
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. In direct contradiction to some theories now being advanced,
the Act predicates the need for ships directly upon the commerce of
the country. The framers of the Act entertained a most accurate
concept of thi_z true nature of commerce, Commerce is the flow of
‘goods from one point to another. It may be created by any number of
Iactn:rrﬂ', from the buying and selling in the normal marts of tralde to
the movement of cargoes under Public Law 480 to the demands of the
military in normal times for the transport of supplies, All of these
constitute the commerce that the Act seeks to serve.

In the current public discussions about merchant marine
\ policy there is a tendency on the part of some people to reduce the
. issue simply to the quantitative number of ships. This concept is

erroneous, The objective of the Act is not and never was merely to

create a certain number of ships in vacuo., Rather it is to provide

sufficient U, 5. flag vessels to insure that our people can trade

|
competitively in the markets of the world and to carry a substantial

rtion of the resulting commerce. =
In his statement on May 17, 1965, the Secretary of Commerce
affirmed that we want to carry a "substantial portion" of our trade in !
American ships and said this was necessary "to assure the availability
and utilization of United States-flag ships, and to assure that American

.buain:ss has available to it the kinds and qualities of service necessary
for trade expansion, and to assist in our balance of payments program.' =~

He also said that "we must have an amount of United States-flag shipping



. sufficient to assure that those foreign flag ships upon which we must
rely wiil provide good service to American shippers at reasonable
rates." There is likewise the need to carry government generated
cargoes, A't. times he also emphasized the need for American ships
for national prestige as well as full employment,

These remarks Iaptly summarize the goals we take i.ml:-:: account
in determining our trade needs. In brief, we want to carry a "sub-
stantial portion' of our trade for the benefit of the American economy,
This will provide the kinds and qualities of service necessary for trade
expansion and assure that those foreign ships we use will provide good

‘ service at reasonable rates., We likewise need American ships for
government generated cargoes, A strong merchant marine will also
help our balance of payments. It will provide employment. It will
add to American prestige, We bave always been a sea-going nation,
This is hardly the time to stop. This is why the Merchant Marine Act
of 1936 specifically stated a "substantial portion" of our cargo should
be carried in American ships.

Although our commercial need for American-flag merchant
ships is impossible of precise definition, it is evident that:

A. The continuing decline of the American Merchant Marine
is inimical to the interests of the United States.

B. The American Merchant Marine is required by law to
carry a "substantial portion' of our export-import commerce. This

is a sound requirement. While the term ''substantial is not susceptible
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of exact determination, it is clear that our merchant marine is not now
carrying a sufficient portion of our export-import commerce.

The dictionary defines "auhﬁtmﬂal" as "considerable" or
"large.' It would seem, moreover, that ''substantial” must mean more

.than half. When the Merchant Marine Act of 1936 was passed, we were

carrying approximately 26 percent of our export-import cargoes in | 8

American ships. The act was passed for three primary reasons: (1)
The so-called incentive subsidies, given by indirect methods, had
failed, (Z) new ships were not being built, and (3) we were dissatisfied
by this low percentage of cargo participation. After passage of the
‘ Act, our perceni.;age rose to 28 percent in the next several years,
After the post-war boom, the decline began, The last year for which
Aigures a-re available, namely, 1964, show that we dropped to an all-
time modern low of 9, 1 percent of our water-borne off-shore foreign
trade or 30,597, 700 short tons out of a total of 323, 582, 300 tons. The
only segment of the American Merchant Marine that managed to imprnvel
its relative position in 1964 was dry cargo liner shipping engaged in
__lfagular service on fixed trade routes, The subsidized liners can,
.becausu of this performance, be considered relatively successful,
The other two major segments--dry cargo tramp shipping transporting
bulk shipments in irregular service and tanker shipping--registered
. proportional declines, Dry cargo liners, which in 1963 carried 27.8

percent of the nation's general cargo trade, transported 28.4 percent

in 1964, Dry cargo tramps dropped from 5, 6 percent in 1963 to 5.3
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.percent in 1964, while tanker shipping in 1964 handled 5,4 percent of
international oil movements as against 5.8 percent in 1963,

Even though it may be difficult as a matter of statutory con-
gtruction to define the term "substantial," we believe that it is useful
and neces sar]; to set some reasonable national goal to seek in the
immediate future. From the record, we conclude that anythmg. less
than 30 percent of our foreign commerce is clearly insubstantial,

From there we must move up. But we cannot raise our percentage

above 30 until we have at least attained that goal. As indicated above,

only our dry cargo or berth liners come anywhere near 30 percent,

' This seems to suggest that despite any deficiencies in our dry cargo

.ﬁner programs and policies, we must be doing something right. In -

contrast, our tramps, which carry only 5 percent of the bulk tonnage \

(accounting for about 85 percent of our exports and imports), obviously

need help. The proposals which follow are designed to achieve that

objective as well as to secure what we have and to build thereon through

increased efficiency and productivity,

The recommendations of the public members will be discussed
under the following general headings: (A) United States Subsidized Liner
Cargo Service, (B) Unsubsidized Liner Cargo Service, (C) Dry Bulk
Carriers, (D) Liquid Bulk Carriers, (E) United States Passenger Ships,

o

) Ship Construction, (G) Labor Relations, (H) Flags of Convenience,

d (I) Concluding Comments.
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UNITED STATES SUBSIDIZED LINER CARGO SERVICE

We are concerned here with our maritime policy as it relates
to cargo ships in liner service; a separate section will discuss the
passenger liners,

Any discussion of this branch of the American Merchant Marine
must start with the clear, unequivocal finding that the subsidized liner 1"

services are as of now approaching the objectives of the 1936 Act in |

carrying a substantial portion of the U. 8. Commerce. In so finding,

4

however, we must add that their present share should be conside r‘edj \.\_EJ
. a4 minimum and most probably should be increased to a goal of 50%. V\
In 1962, based on tons of general cargo, the liners carried

34% of tm-r export-import commerce. In 1964 this figure had declined
somewhat, but it still approximated 30% of total liner cargo. In the
past decade the volume handled has ranged from 30% to 40%. Very
often the accomplishments of this segment of the privately-owned U, S,
flag vessels share of the national import-export cumn;erce is as low
as 8% to 9%. The very low over-all figure is simply because the non-
liner dry cargo vessels and the tankers under American flag, without
benefit of subsidy, have lost out badly to foreign competition,

It is evident that the relatively high success of the liner service
fleet is attributable to the operating subsidies available to them pursuant

to the 1936 Act. (Construction subsidies, also available, are very

significant, These will be discussed under (F) below. )



. The'suhaidy policy in effect during the past 29 years has been
based on the parity principle, It contemplates that, by subsidizing
the excess that American operators must pay above foreign costs,
these operators will be enabled to compete with the low-cost foreign
operators, Not all operating expenses are eligible for reimbursement
under the Operating-Differential Subsidy (ODS) program. At present
the expense categories covered are wages for officers and crew, their
subsistence, insurance costs, and maintenance and repair costs not
covered by insurance, The ODS rate is defined by the government as
follows:

", ..operating-differential subsidy rates represent

. the percentage by which the fair and reasonable cost

to a U, 5. operator of operating a U. 5. flag vessel
with a U, 5. crew exceed the estimated fair and
reasonable cost to a foreign operator of operating
the same vessel with a foreign crew under the

registries of the substantially competitive foreign
countries, "

Recommendation

THE PUBLIC MEMBERS RECOMMEND THAT THE
PARITY CONCEFT OF OPERATING SUBSIDY PAY-
MENTS BE CONTINUED.

This recommendation is based on two reasons: (l) The concept
has proved its worth in providing us with an efficient, modern liner
service, and (2) no one has been able to come forth with an alternative
subsidy approach that can be shown to be more effective or even equally

as effective as the present system. That some form of subsidy must

be continued is generally acknowledged,
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. With respect to the first reason, it has already been shown

that the liner service has competed effectively in foreign commerce.
Moreover, the American cargo liner fleet includes more fast ships
than any fleet in the world, and this -trend will continue as the current
vessel replacement program is carried into the early 1970's. The
subsidized lines are building new ships at the rate of approximately

17 per year and the production of higher speed liner ships (19 knots

or more) is about 75% of the entire world production. The new ships
contain many of the most advanced technical concepts of cargo handling,
including containerization and unitization,

. In assessing the success of the subsidized liner program under
the Act, one must consider that, although the Act was passed in 1936,
the subsidy provisions did not become fully operable until the mid-1950's,
World War II and the post war digestion in commercial use of the war
time fleets intervened to delay the full application of the subsidy program
to the provision of a fully modern fleet, This fleet began essentially
with the Mariner type hull in the mid-1950's. Since then we have
acquired a fleet of approximately 117 new vessels, In the short span
of 10-11 years, because of the operation of the subsidy program, the
liner cargo service has moved rapidly toward the goal stated under
Item (d), Title I of the Act; That the merchant marine shall be

. "composed of the best equipped, safest, and most suitable types of
vessels constructed in the United States and manned with a trained and

efficient citizen personnel,”" The construction and operating differential



. subsidies are found to have been very successful,

The second reason - the absence of any demonstrably superior

subsidy concept - is advanced after a careful study by the public members
of the various alternatives suggested in recent years. Inevitably, the
greatest attention wae given to the provocative notion suggested in the
Interaéem:]r Maritime TaskForce that the cost parity feature r;I the
present system be maintained, but that the method of payment be
related to the individual operator's gross operating revenue, It is
emphasized that this proposed change is intended to "provide incentives
for greater efficiencies and for more productive and competitive
operation, '' that the present system provides the American operator
. with "little incentive to hold down his subsidizable costs, as cost in-
creases are borne by the Government," The Interagency Task Force
is to be commended for its diligent search for ways to improve upon
the present system. We believe, nevertheless, that its search has
yielded an inferior substitute. This report cannot possibly set forth
in analystical depth the many weaknesses of the proposed alternative
{just as the Task Force Report, presumably for reasons of readability
and brevity, was sparse in developing the alleged strengths of its
proposal)., The public members would like to submit at a later date
a more detailed analysis, Suffice it to say here that the Task Force
. suggestion would gamble national assets of great value (the liner L
services and the national commerce) by subjecting them to a radical i

—

and completely theoretical approach, the soundness of which is impossible
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.ol.' measurement in advance,

These weaknesses are quickly evident: (1) The so-called |, . °

incentive subsidy, when coupled with other recommendations of the I

Task Force, would provide a splendid haven for the predatory, profit

-

e il —

_seeker, It would encourage an operator to abandon certain trade routes
when cargo activity was down and seek the more lucrative routes
irrespective of the public interest. This would have noting to do with
real efficiency. (See below comments on Trade Routes); (2) The
operators would concentrate on the high rate cargoes and avoid the

less desirable rate cargoes with the consequent harmful impact on the

e

i

ability of our traders to ship; (3) it ignores the impact of cyclical
.ﬂuctuatimﬂ in this industry. As in any such industry, the earnings
in peak years are (or should be) to provide a cushion for the lean years.
The language of the Task Force report implies that in the depressed
years the real depth will be acknowledged, but that in peak years an
arbitrary ceiling could be imposed, Perhaps this was not intended,
but this inference may be derived from the report; (4) the subsidy rates
would be set at certain values for a period of "three to five years”,
This leaves most uncertain the assurance of continued government
support, and could be an incentive to avoid imaginative ventures; (5)
what is most puzzling about this concept is that the subsidy would be
eceived when it was least needed, i.e,, during periods of high gross
revenues; it would come in the form of windfall profits and would engender

public {eprnbatinn and, in all probability, encourage unrealistic labor
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. demands; (6) the recommendation evidently proceeds on the assumption
that present freight rates, now somewhat lower than usual, will continue,
With the pressure of increased cargo trade, however, the condition of
surplus capacity may disappear with a resultant upward adjustment in
rates, Gross revenues could then rise considerably (at a rate in
e:r.cesa. of relative cost changes), and under the suggested fl::-rn:mla an
unwarranted subsidy escalation could occur at the expense of the tax-
payer., Other defects in the proposal have been suggested, but their
validity requires further study.

The public members believe that the so-called cost parity

. concept in its present basic form is far more preferable. We are
realistic enough to know that the present approach has been subject
to many criticisms, some valid, some exaggerated. We know that
the most important part of subsidy money is a function of the extreme
differential between American and foreign labor costs. This was the
main reason advanced by President Roosevelt, in his message to
Congress in 1936, for the end of "subterfuge' subsidies and the granting
of ""a subsidy by its right name." He spoke of the need to cover the
differential between American and foreign companies in "operating
ships' and in "building ships." One of the most frequently, certainly
the most bromidic, of the criticiems of the present cost-parity sub-

. sidy program is that American fla; liners are excessively passive and
yielding at the bargaining table. It is said that they give in to unreason-

able union demands, secure in the knowledge that most of the negotiated



. labor cost increases will be absorbed by the government (the U, S.
taxpayer). It is said further that Union leadership is tempted to be
irresponsible {h exploiting the public treasury through the intermediary
of the liner operator,

As with any sweeping generality, this one is likely to contain
some elements of truth and falsity. In any event, Secretary of Commerce
Connor has established a procedure that should eliminate the risks of
improvident settlements insofar as they make "unreasonable' demands
upon the public treasury. (This is discussed under Section G, Labor
Relations). To the extent the present allegations are true, the remedy

1! lies less in the revision of the subsidy concept than it does in improv-

. ing administrative controls contemplated under the 1936 Act. In recent
_years it t;:annut be said that the subsidized liner operators have capitu-
lated readily to Union demands. On the contrary, they have been
forced to fight the battle for an economical settlement, sometimes
after the unsubsidized liners, tramp operators, or tankers, in the
interest of day-to-day survival, have yielded under threat of strike,

There can be no question that the industry is faced with a
'u-rariety of unlicensed and licensed unions, engaged at times in serious
-¢nnﬂi¢t between and among themselves., There are also conflicts between
and among groups of shipping companies., Much of the attack on the subsidy

concept has been engendered by the public impatiénce with the conduct of

the parties. The strong recommendation that the present cost-parity
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. subsidy approach be continued is accompanied by an equally strong
recommendation that labor and management in this industry improve
their bargaining procedures, as discussed below (Section G). The
subsidy can be justified only by reference to the public interest, not by
relerence tu‘any special interest groups.

We recognize that some of the conflicts have resulted fram
the maritime policy of the government itself. The present policy
creates a group of "haves'" and "have-nots', Our recommendations
are deluigned to eliminate gradually this destructive distinction.

Two additional matters involving the liner service are relevant:

' (1) the adherence to prescribed trade routes and (2) the use of the
conference system.

(1) Trade Routes

At present the liner service requisite for a subsidy is that
the service must be over an "essential"” trade route., As of 1960,
for example, there were 33 essential trade routes established by the
Maritime Administration; {fifteen subsidized operators plyed these
routes in competition with other American and foreign bottoms. In
addition, as a condition for receiving subsidy, the operator must meet
certain service requirements as defined by the Maritime Adminis-

tration. These include sailing itinerary, frequency, and the number

.nnd type of vessels to be employed,



. Recommendation:

THE PUBLIC MEMEERS RECOMMEND THAT
THE ESSENTIAL TRADE ROUTE CONCEPT BE
CONTINUED AS PART OF OUR NATIONAL
MARITIME POLICY,

J[l_ 0t

of regular sailings that permits the commercial interests of one area

of the country to trade on even terms with another area in any given

The essential trade route concept is the key to the guarantee ""\
I

market. Foreign trade today is a highly complicated matter, embrac-
ing all functions of the manufacturing or processing of goods through
the combination of domestic and ocean transport to ultimate delivery
_ to the purchaser. Production schedules must be determined in precise
. relation to shipping dates, thus requiring that stable ocean shipping
commitments must be made weeks or months in advance, at stable
ocean rates, The competitive price of the goods abroad is a combination
of the price at the factory plus costs of transportation to the fo:-eign
. - buyer., Any trader in making his advance commitments must know
that he can rely upon his ocean transport at stable rates and assured
dates.

The only assurance United States exporters and importers
have of vessel availability on reasonably guaranteed schedules and at
fair and equitable freight rates is to be found in the liner services as

. they are conceived and operated today.

The trade route concept is not unlike the franchise granted

to every domestic public utility and transportation system, which in
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. the public interest, must guarantee adequate service, This committee
has considered carefully the implications of the abandonment of such
a policy. It concludes that such action would be inimical to the basic

goals of the 1936 Act. Absent this requirement for liner service 1

subsidy, the profit motive would become the dominant criterion for il iy

deterr::lining which ports or countries are to be served by U. S, flag

ships. There would be shifting from one trade area to another solely
for the temporary purpose of maximizing profits. The high volume

trade routes would be pursued, and, in the process, we would find

A our flag ships competing not only with foreign flag vessels but also

N
hi with each other., In effect, we would be making super-tramps out of

———

our liner vessels. The notion of free competition in an industry such

as this may be consistent with the 18th century doctrines of Adam Smith,
but it is not consistent with the 20th century concepts that in some
industries a form of limited competition best serves the national
interest. Nor is it consistent with Secretary Connor's statement that
our policy must assure '"that American business has available to it the
kinds and qualities of service necessary for trade expansion."

A few illustrations of the adverse effects of a "roam-as-you-
wish'' policy will highlight its impracticability: (a) at the present time,
the volume of trade to South America and Africa is relatively low, If

. immediate profit alone is to determine service to and from ports, any

businesslike firm is likely to ignore these ports of call in favor of the

' !‘H'-.;'H ~"{
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more profitable Asian and European ports. Yet the need for the United
States to develop closer associations with other countries of the world
is most great in the developing countries that will be neglected, The
Department of State must acknowledge this fact, (b) an abandonment
of the trade route concept will penalize that liner operator of the United
States, who was willing to undertake losses or forego profits for the
purpose of slowly building up a trade relationship for the future time
when the import-export volume would warrant the investment expended.
Another area to which the essential trade route concept is
absolutely vital is that of the United States ports. Relying upon the
guarantee of ocean service which the subsidy program and the essential
» trade :.-nute concept provide and compel, the ports of the United States
: have poured huge sums into the provision and development of facilities.

As of 1963 the total investment by U. S. ports in their facilities amounted

to $4, 500, 000, 000 of non-Federal public investment, all predicated upon

the assurances of continued dependable ocean services that in the ultimate

rest upon the guarantee of our nation through the essential route concept

that such services shall be provided. These very considerable invest-

ments could be jeopardized by the repudiation of the concept. Moreover,

absent the assurance of reliable service from U. S. flag liners, the

local port groups will be reluctant to invest additional money for new
. and automated facilities increasingly demanded by modern cargo handling

techniques. It would be ridiculous to ask the ports to go to their voters

*
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. for bond authority or to seek other capital sources, such as revenue
bonds, for capital funds when all they can offer is the tenuous hope of 2
continued flag service uncompelled by the competitive impact of
guaranteed U, S, flag service under the essential route concejt, .
The affirmation of the trade route concept is accompanied by
a recn:gnitinn that, at times, a liner service may be able to mlmtimize
the utilization of his ships by having more freedom in selecting ports

of call and routing. Thig goal, however, gan_b;_achigmﬂ_l:-_y_ri\ﬁstic

admipistrative judgment on the part of the government agency involved, ‘k] A

2 ____________._,--.__.____‘_‘_-‘-______.-—"""- —— I e e

and more careful thought should be given to this need.
Wise administrative decisions are not easy to make. Therefore,
. there is often the temptation to substitute inexorable rules to avoid the
need for judgment. This Committee does not believe that the abandon-
ment of trade routes for our liner operators is preferable to the occasional
inadequacies of government decisions as to trade routes and service
requirements. On the contrary, it would be an action cont rary to the

public interest.

{2) The Conference System

The Shipping Act of 1916, as amended, specifically exempts
ocean carriers from the anti-trust laws to permit them to engage in
the conference system. Vhen a steamship line operating as a common

. carrier elects to join a "conference', it must accept the transportation

rates and other conditions of the carriage of goods or passengers that

-
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.are set by the joint conference members. MNormally a separate con-
ference is established for inbound and outbound cargo moving over the
same trade route.

Inevitably the results of some conferences have come under

attack. Sﬂrru; critics have said that the rates discriminate against U. 5, ,C.QL"P"V

PG~ —
el b

great, or greater, now than it has ever been, with the exception of the L) Wm—
s

exports, yet the record shows that our relative export surplus is as

war years and the years immediately thereafter (1942-1949). Ina
technical note on "Competition in World Shipping', prepared at the
Harvard Business School, it was concluded that:

% "Almost all students of the shipping industry agree
. that conferences are both necessary and desirable."

The report goes on to quote from a special study of Daniel Marx, Jr.,

International Shipping Cartels: A study of Self-Regulation by Shipping

Conferences: (1953).

"The basic purpose of shipping conferences is to
minimize losses, or to maximize profits. Historically,
it seems that most conference agreements were prompted
by the necessity of stopping or at least of avoiding, the
insanity of cutthroat competition which is so apt to occur
in industries characterized by increasing returns and
decreasing costs, In short, the conference systemn pro-
vides a method for the self-regulation of an industry,
most of which is subject to multiple jurisdiction of
several sovereign nations with disparate legal codes
and diverse commercial practices,"

In the absence of a supernational regulatory body, Marx finds this

.rm of self-regulation to be desirable.
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. To the trader the existence of a stable and reliable rate
structure is an absolute necessity., He must have it if he is going to
compete in the world markets, The Conference system is the only
assurance of it that he has. Without it he is the victim of day-to-day
rate ﬂu.’:tuati:nna, destructive of long-term and sound trading commit-
ments,

The ports of the United States rely on the Conference system
for the reasonable parity of rates necessary to them and to the trading
lreas‘thzgr represent. Without it there is no assurance to anyone that
the man shipéing to London from Atlantic Coast Port A on the basis

! of today's rates will not find himself completely proscribed by tomorrow's

L5
. rates from Atlantic Coast Port B. The Conference system has grown

painfully through the years, constructed by the minds most experienced

_-'"-
and knowledgeable in the complexities of ocean transportation and

trade. To anyone even cursorily familiar with the threat of rate wars,
_-‘-'-"_—_-"-———'--.—-

the dilution of the Conference system is a dismal prospect.

4

The public members conclude that the Conference system is
the only system yet devised to provide protection from rate wars and
to insure rate stability so necessary to the nation's commerce, We
-I::Iieve that the Federal Maritime Commission, as now constituted, z
is adequate to the task of protection against discrimination and has been
.ﬂo'mg a commendable job. The decision as to liner conference member-

ship should remain in the hands of knowledgeable steamship operators



. whose interests are concomitant with the protection and promotion
of our commerce.

Recommendation:

WE RECOMMEND THAT THE PRESENT BASIC
ARRANGEMENTS FOR PARTICIPATION BY
AMERICAN FLAG LINERS IN CONFERENCES

BE CONTINUED. ANY CORRECTIVE MEASURES,

IF SUCH ARE DEEMED NECESSARY, SHOULD

BE INSTITUTED ONLY AFTER A THOROUGH STUDY
OF THE PROBLEM BY A SPECIAL GOVERNMENT
COMMISSION CREATED FOR THIS PURFOSE,

-Bl

UNSUBSIDIZED LINER CARGO SERVICE

%

At present there are six unsubsidized American companies
. that are operating approximately 100 liner cargo ships. These companies
_receive no direct subsidy from the government. The Malott Subcommittee
report stated that there has been virtually no renewal of this fleet in the
last twenty years and "we are fast approaching the point where these
ships will be lost to the American flag, either through transfer of
registry or obsolescent old age." These companies take the position
that it would be financially impossible for them to replace their present
fleet.
| The public members believe that the demise of this portion

of our fleet would have a very detrirnental impact on the commerce of

. the United States.
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Recommendations

(1) WE RECOMMEND THAT A UNITED STATES
CONSTRUCTION FROGRAM BE PLANNED TO PROVIDE
FOR THE REPLACEMENT OF THE TOTAL DEAD-
WEIGHT TONNAGE AND CUBIC CAPACITY REPRE-
SENTED BY THE EXISTING UNSUBSIDIZED LINER
FLEET. THIS PROGRAM SHOULD BE UNDERTAKEN
AS SOON AS POSSIBLE FOR THE PURPOSE OF COM-
PLETING THE REPLACEMENT WITHIN FIVE TO
EIGHT YEARS.

(2) WE RECOMMEND THAT SPECIAL FINANCIAL
ARRANGEMENTS BE DEVELOPED BY THE GOVERN-
MENT FOR CONSTRUCTION SUBSIDY THAT WILL
MEET THE PROBLEM OF TRANSITION, HOWEVER,
SUCH ARRAINGEMENTS SHALL BE DESIGNED TO
AVOID GIVING AN UNFAIR ADVANTAGE TO THESE
OPERATORS OVER THE PRESENTLY SUBSIDIZED
OPERATORS.

(3) FULL OPERATING SUBSIDY SHOULD BE EXTENDED
TO THESE COMPANIES IMMEDIATELY, PROVIDED
THEY COMMIT THEMSILVES TO A FAIR AND EQUIT-
ABLE EXPEDITED VESSEL REPLACEMENT FROGRAM
REFERRED TO IN RECOMMENDATIONS (1) AND (2).

(4) AS A CONDITION FOR RECEIVING OFERATING
OR CONSTRUCTION SUBSIDY, THE COMPANIES
INVOLVED MUST (a) SUBJECT THEMSELVES TO

ALL THE REGULATIONS THAT APPLY TO PRESENTLY
SUBSIDIZED LINER CARGO OPERATORS AND (b)
DIVEST THEMSELVES OF ALL FOREIGN FLAG
OPERATIONS,

The unsubsidized liner flect constitutes an integral part of
the American Merchant Marine. These 100 vessels are included in
the consideration by government officials as to the adequacy of existing

ships to meet "presently established requirements for services by the

. military." In the Introduction of this report the adequacy of American

flag ships for defense needs was challenged. But, as the Malott report
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. states, quite apart from this challenge, it is reasonable to infer from
government estimates that if these 100 unsubsidized liner ships were
lost to the United States, then the American fleet clearly would no
longer be adequate, It is important for us to retain the capability

of these vessels,

Furthermore, these liners are important to the camn;e rce of
the United States, 0Of the 23 trade routes now established, 21 are
served by two or fewer American carriers; on five of the 21, at least
one of the American liners is an unsubsidized carrier. Of the remain-
ing 12 essential trade routes, six have two or less subsidized lines
serving them; four of these six are alsc served by two or more un-
. subsidized liners and the other two by one unsubsidized liner. These

liners also service the six trade routes on which there are three or
more subsidized lines. It is apparent that these ships are active in R ?

serving American ports and in promoting the import-export comme rce

of the United States, It is also evident that their elimination would have l" f .l',"
U‘-I.-‘ A,

a substantial impact upon the competitive situation of the 15 subsidized
lines.

The efficacy of our subsidy program, discussed under (A)
above, is proved beyond any doubt by the plight of the unsubsidized
linere. The close relationship between operating subsidy and the

.nhili:y to replace ships, thereby insuring an efficient, modern fleet,

is clearly demonstrated, These companies are unable financially to



. replace these ships by building in American shipwarde, and
some assert that they cannot even plan for replacement at the sub-
stantially lower foreign shipbuilding costs, The result is a rapidly
aging fleet. Nearly all are over 20 years of age, have an average
deadweight tonnage of 10, 000 tons, an average cubic capacity of
500, 000-550, 000 cubic feet, and an average speed of only 16 knots.
They are in sharp contrast to the modern, efflicient fleet being
developed under the replacement programn of the subsidized liners.

There is an urgent need to honor the applications of these

companies for coverage uncer our subsidy program. Failure to do

so will mean the loss of these American vessels. We reject the view \r__,
. that the remedy rests in the expansion of the presently subsidized
e ——— r
fleet, Extension of operating subsidy, however, must h:::;l-:-l;;ﬁ'ﬁnied
.--'-""_'_F.'H

by an expedited program for the subsidized replacement of these vessels,

This is essential to minimize the financial burden of operating subsidies,

which would be high, given the larger manning scales and lower pro-

ductivity of these old ships. More important, it is essential to insure

continuity of efficient service. We believe-that a special construction

program, with spme ad hoc financing features, should be developed .U-{'L =

to effect the trangitin

The program for the unsubsidized liners should not be developed

. to the detriment of the subsidized fleet, Thus, the construction program |

recommended should in no way interfere with the vigorous replacement
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. activity now in progress for our subsidized fleet. Nor should the
special financing arrangement give the unsubsidized operator any
long -range advantage over the present subsidized operator. Finally,
these operators should be subject to the same conditions and regulations

that are now applicable to the subsidized group.

- l'c-l

DRY BULK CARRIERS

The unsubsidized U. 5. bulk carrier operators have suffered

cunsiﬁ;e rably because of foreign competition, Both the dry bulk and
+ liquid bulk commerce handled on American bottoms has dwindled almost
.tn the point of extinction. The present section will discuss only the

dry bulk carriers; the liquid bulk or tanker recommendations are
covered in Section D. In addition, there are some observations
applicable to both groups in Section H, Flags of Convenience,

In the period 1951-1964, the volume of dry bulk cargo imports
and exports has increased by 132%, Our exports increased from 47
million long tons to almost 80 million tons, and our imports increased
even more uhn.rpl]r, from approximately 22 million tons to over 61 million
tons. The exports have consisted largely of grain, coal, phosphate
rock and other fertilizer products; the volume of exports was stimulated
considerably after the enactment of Public Law 480 in 1954. The imports

.have been principally unprocessed ores (iron, bauxite, gypsum or plaster

rock) and sugar.
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. Yet during tlhis period of substantial growth in dry bulk cargo,
the amount handled by American bottoms decreased from 37% in 1951
to legs than 6% in 1964, Our serious deficiencies in dry bulk capacity
are rrmtched_‘hy the qualitative deficiencies in the fleet.

There is a very simple explanation for this alarming reduction
in our dry bulk shipping capability: under government policy neither
construction nor operating subsidies have been available to these
operators. The Merchant Marine Act permits the payment of con-
struction subsidy on non-liner vessels, but this authority has never
been utilized by the Maritime Administration, As recently as 1962,

" Secretary of Commerce Hodges supported the denial by Marad of a

. Bethlehern Steel Company application for construction subsidy to build

_two bulk carriers in the United States. In any event, the applications
for construction subsidy have been rare, because of the high unsub-
sidized operating cost that would attach to such U. S, manned vessels
after their entry into service. Under the 1936 Act, operating subsidies
cannot be given to bulk cargo vessels, As a consequence, this growing
trade has been dominated by foreign flag vessels, many of which are

-mtua.lly owned by American citizens and operated under the "flags of

lconvenience" concept.'" Much of our so-called proprietary dry bulk
cargo is handled by Panlibhoa flag ships.

. The survival of the few American bulk carriers we have has
b

een based on our cargo preference program, Public Law 664 (1954)
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.p:ru\rideﬂ that at least 50 percent of the aid cargoes of the United States
were to be carried by U, 5. flag vessels. The cargo rates were to be
"fair and reasonable rates for U. S, flag commercial vessels.," As a
consequence, .tl'u.-. bulk cargo rates have been higher than world market
rates because of the higher U, §, vessel costs, It is this law and other
related regulations (all defense cargo must be handled on American
bottoms) that has maintained what non-liner dry cargo fleet we have.

The public members believe that if the American _Merchant
Marine is to carry a "substantial" portion of our export-import commerce
we must undertake immediate measures to revitalize the dry bulk carrier
11 fleet.” Our present capacity is wholly inadequate, and it is imperative
.in the national interest to reverse this trend.

Recommendations

(1) THAT THE GOVERNMENT COMMIT ITSELF TO

A CONSTRUCTION PROGRAM THAT WILL INSURE,

OVER A REASONABLE PERIOD OF TIME, THE ATTAIN -
MENT OF UNITED STATES DRY BULK FLEET CAPACITY
TO HANDLE 30% OF THIS IMPORT-EXPORT COMMERCE.

(2) THAT THESE VESSELS BE BUILT IN UNITED STATES
SHIP YARDS WITH PROVISION MADE FOR A CONSTRUCG-
TION DIFFERENTIAL SUBSIDY,

(3) THAT THE DESIGN OF THE BULK CARGO VESSELS
BE AS STANDARDIZED AS POSSIBLE TO INSURE THE
LOWEST POSSIBLE COSTS OF SHIP CONSTRUCTION
BUT AT THE SAME TIME TO INSURE MAXIMUM PRO-
DUCTIVITY AND EFFICIENCY FOR COMPETING IN
THE WORLD MARKET,
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. In this cn;:men:tinn it is urged that representatives of the
shipping industry, shipbuilding industry, and the government confer
to formulate a design program. This matter will be discussed further
under (F) below.

(4) THAT TO MAKE CERTAIN THAT NO DISPUTES OVER
MANNING AND RELATED CUESTIONS INTERFERE
WITH THE PROMPFT INTRODUCTION OF THESE SHIFS
INTO SERVICE AFTER THEY ARE BUILT, WE REC-
OMMEND THAT THE APPLICATION FOR THE CON-
STRUCTION OF EACH VESSEL INCLUDE A SIGNED
STATEMENT BY THE SHIPOWNER APPLYING AND
ALL OF THE UNIONS REPRESENTING THE EMPLOYEES
INDICATING THAT THEY HAVE AGREED ON THE
- MANNING AND STATING THE ARRANGEMENTS THAT
WILL FREVAIL, SINCE THERE IS THE POSSIBILITY
: OF CHANGES IN THE COURSE OF CCNSTRUCTIOCN
: WHICH MIGHT INFLUENCE THE MANNING, WE LIKE-
. WISE PROPOSE THAT THE SHIPOWNER AND ALL OF
THE UNIONS AGREE THAT ANY DISPUTE ARISING
THEREFROM, IF NOT SETTLED THROUGH COLLECTIVE
BARGAINING, SHOULD BE SUEMITTED TO ARBITRATION
FOR FINAL AMND BINDING DETERMINATION, ITIS
IMPERATIVE THAT THE SAME ARBITRATOR OR
BOARD OF ARBITRATION BE USED FOR ALL OF THE
UNIONS SO THAT NO CONFLICT CAN DEVELOP
BETWEEN OR AMONG ANY OF THEM, IT IS LIKEWISE
IMPERATIVE THAT THE GOVERNMENT ACCEPT THE
DETERMINATION OF THE PARTIES IN COLLECTIVE
BARGAINING OR THROUGH ARBITRATION AS BINDING
INSCFAR AS SUBSIDY PAYMENTS ARE CONCERNED,
THIS SUBJECT IS DISCUSSED MORE FULLY UNDER
™ SECTION G BELOW,

{5) THAT THE PARITY PRINCIPLE OF OPERATING
SUBSIDIES BE EXTENDED TO AMERICAN FLAG
DRY BEULK CARRIERS CONSTRUCTED UNDER THIS
PROGRAM.,

We recognize that the computation of such subsidy cannot be

on the same basis as that used for general cargo liner service. These
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. ships operate on a world market and do not necessarily cover a fixed
trade route, A special study should be undertaken promptly to determine
how the parity approach to subsidy can be applied most equitably and
economically to these carriers,

{(6) THAT THE GOVERNMENT SUPPORT BE MADE
AVAILABLE FOR THE CARRIAGE OF PROFPRIETARY
CARGOES AS WELL AS FOR OTHER DRY BULK
CARGOES,
(7) THAT OPERATING CONTRACTS TO BE EXECUTED
WITH QUALIFIED CARRIERS SHOULD BE FOR A 20-
YEAR PERIOD AND SHOULD INCLUDE PRCVISIONS
FOR VESSEL REFPLACEMENT AND SHOULD ALLOW
WORLD-WIDE TRADING PRIVILEGES,
: (8) CARGO PREFERENCE LAWS SHOULD BE -~

CONTINUED, HOWEVER, RATE DIFFERENTIALS

. NOW PAID ON THE TRANSPORT OF GOVERNMENT
SUPPORTED BEULK CARGOES SHOULD BE FHASED
OUT AS NEW VESSELS ARE CONSTRUCTED AND
PLACED INTO SERVICE.

This recommendation requires further explanation, Under our
present cargo preference laws half or more of the ocean-borne cargo
financed by the United States government must be carried on American
flag ships. This regulation, to which there are few exceptions, applies
without regard to whether the ships are subaidized or nonsubsidized,
liners or tramps. As the law has been administered, the percentage
has been held to the bare minimum. The cargo preference laws have
been attacked as costly and discriminatory. It is estimated that the

. cost to the government for the haniling of government-generated cargoes

at United States rates is approximateiy $80, 000, 000. As the new ships

-
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. are built and as operating subsidies are applied, it may reasonably be
expected that the operators of these ships should be entitled to govern-

ment cargo only if they compete at world market rates, They should

be in a position to do so. However, if they are required to compete at

world market rates, there is absolutely no reason why all government

generated cargo should not be offered first to American flag ships,
The net effect will be a substantial saving that will offset a portion
of the extended construction and operating subsidies,

There is a tendency on the part of some critics of the cargo
preference provisions to combine indiscriminately routing preference

— T
mendations contemplate the gradual elimination of rate preference, AN~

I B R K;

which is_ a cost to the U. 5. taxpayer. Routing preference at the going

. and rate preference as if they involved the same thing, Our recom-

world rate should be expanded. It is the common practice of all maritime
nations to reserve for their own ships the bulk of the cargo generated
for their own account by the governments involved,
(9) THAT THE ADMINISTRATION OF THE CARGO
PREFERENCE LAWS BE PLACED IN THE HANDS
OF THE MARITIME ADMINISTRATION.
F - D -

LIDUID BULK CARRIERS

The problems of the American liquid bulk carriers are very

. similar to those of the dry bulk carriers. As the Kheel Subcommittee
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. report states, "with respect to tankers engaged in foreign trade, we

are presently faced with the virtual extinction of the U. S, flag fleet,"
From 1651 to 1963, the amount of bulk cargo handled in tanker vessels
has increased considerably, meoestly in the form of imports of petroleum
products. In 1951, 45.1 millions of long tons of this cargo were imported;
by 1963, these imports had increased to 112, 1 million tons. Total
‘imports and exports had increased from 55,2 to 126 million tons in

this 13 year period.

Yet in this same period of time the U, S, tanker fleet has
decreased to an alarming extent, In 1950 we had 158 U.S. flag tankers
in the foreign trade, with a deadweight capacity of about 2 1/2 million
. tons. By 1964, this fleet had fallen to 33 tankers with a deadweight

capacity of only 745, 000 tons, Furthermore, most of the few remain-
ing tankers are obsolete, Despite the considerable growth in liquid

bulk cargo, our tankers carry only about 4% of the tanker traffic. Most
of the surviving tankers rely heavily on the carriage of cargo preference
grain, thus aggravating the problem of the dry bulk cargo fleet described
above (B).

Again, the explanation of this adverse trend is to be found in
the absence of any governmental policy for the direct support of this
essential part of our fleet. The sharp disparity of both construction and

. operating costs between here and abroad has made it impossible for the

unsubsidized U, S, tanker operator to compete in the World Market. The
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. exodus to foreign flags, very often to the Panlithon "flags of convenience",
has been considerable,

Although the Kheel subcommittee report regarded the tanker
fleet problem as susceptible to different ha.n:ll.ing from that of the dry
bulk cargo problem, the public members believe that the Maritime
Advisory Committee should give careful consideration to the possible
extension of the recommendations set forth under (B) above to this
segment of the American fleet. The imposition of a requirement that
a fixed percentage of our petroleum and petroleum product imports be
cirried on U, S, flag tankers might be considered as an alternative to
be adopted if and when other measures have been rejected as unworkable.

. The discussion of this alternative is included under (G) below, Flags of
Convenience,

This branch of our fleet is vital to our national defense and
to our commerce, We cannot afford to be so overwhelmingly dependent
upon foreign flag vessels for our supply of this critical liquid carge, As
petroleum imports increased sharply, our government saw fit to apply
mandatory controls restricting crude oil imports to 12% of domestic
crude production, These restrictions were based on considerations of
national security "which make it necessary that w::. preserve to the
greatest extent possible a vigorous, healthy petroleum industry in the
United States." Commenting on the "Weak Spot in our Defenses', Rear

. Admiral John D. Hayes made this comment:
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. "While the American people and the U. 8. naval profession
allowed the U. S, merchant marine to decay, world sea-
borne trade has been increasing. Since 1951 it has doubled;
indeed, the movement by sea of petroleum==the life-
blood of modern industrial economy and of modern war--
has tripled. Much is heard these days about air move-
ment of troops, and this form of military transport is

- bound to increase. But the giant jet aircraft that will
do this work are insatiable consumers of fuel, which
must be transported overseas to their terminals,
Airlift, instead of easing the shipping problem, will
augment it in the area where we are most vulnerable,
the tanker fleet."

Recommendation

WE RECOMMEND THAT THE GOVERNMENT ADOPT
ONE OR MORE OF THE SEVERAL ALTERNATIVE
MEASURES RECOMMENDED IN THIS REPORT TO
INSURE ACHIEVEMENT OF THE FOLLOWING GOAL:

) THE CARRIAGE WITHIN A REASONABLE PERIOD OF

. TIME OF AT LEAST 30% OF OUR LIQUID BULK CARGO

IN AMERICAN FLAG TANKERS. THE ALTERNATIVES
ARE: (1) VOLUNTARY ACTION BY PROPRIETARY
CARGO COMPANIES, (2) IMPOSITION OF A MINIMUM
IMPORT QUOTA, OR (3] EXTENSION OF THE PROGRAM
SUGGESTED FOR DRY BULK CAKEIERS,

.‘E.

UNITED STATES PASSENGER SHIPS

At the present time there are 13 subsidized American-flag ships
that are designed primarily for passenger service and for specific trade
routes, In addition, we have 15 combination ships in the American fleet
that carry significant numbers of passengers, but rely heavily on freight

revenues, In this section we are concerned with the former group of

. ships.
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. Ve ackanowledge that the subsidization of these ships represents
a considerable cost to the United States government and that from the
standpoint of their contribution to our national economy they take a
disproportionate share of the operating subsidy budget (approximately
$47 million for 13 ships out of a total operating subsidy budzet of about
$210 million per year for the more than 270 vessels under operating-
differential Su'bsid‘ly contracts). The explanation for this relatively
large drain on the subsidy dollar is because of the substantial staff
now used on our luxury passenger ships. Ewen with the subsidy program,
some companies are finding the operation of these ve ssels unprofitable.

. Therefore, we agree that the operation of our passenger service recguires
careful review and probably some adjustment if it is to receive the
gn?grnmlent support given in the past or that will be required in in-
creasing amounts in the future,

However, the public members believe that government policy
ghould be affirmative. They repudiate the suggestion that our departure
from the passenger service should be hastened by a policy that tempts
operators to discontinue this service in the hope that money saved
will be diverted to more profitable commerce. We repeat our con-
viction that each branch of the merchant marine should be treated
separately, dependent upon its own contribution to our national defense

. and commercial needs.

Desgite the great advances in airlift cagability for the transport
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.n{ troops, there remains a need for vessels that can be used immediately
or can be readily converted for this purpose. Again, the present Vietnam
crisis provides persuasive illustration of this need even though this is
not a critical emergency., Although the subsidy cost is high, this adjunct
of our merchant fleet has helped considerably in the balance of payments
problem. The almost $80 million received in passenger revenue repre-
sents equivalent savings of foreign exchange, because it may be assumed
that most of the passengers would have used foreign ships if U, S, flag
ships were not available,

Eut, in addition to considerations of defense and commerce, the
| public members unabashedly adopt, as a reason for an aifirmative

. rather than a negative national policy, the national prestige of this
country. Ve adopt and endorse the views expressed by the Maritime
Evaluation Committee in its 1963 regort to the Secretary of Commerce:

", ..certain intangible values implicit in the national
prestige, which these ships reflect, must be taken into
account, As a leading world power and maritime nation,
it is desirable that we have 'blue ribbon' ships carrying
our flag in as many trades as possible, Indeed, there
is some feeling that our prestige would be seriously
damaged if these ships were removed from operations. "

Ve do not agree with the view that our pre-eminence in so many other
areas is so great that the contribution made by the U. 5. flag passenger
liners is relatively insignificant.

. Undoubtedly many economies could be effected in the operation

of the present gassenger ships. Inadequate attention has been given to
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.he study of the consolidation of shore-side facilities, such as passenger
ticket offices, purchases of ship's supplies, promotional advertising
and the like. More careful study of ship design is needed. Equally
important is the necessity for full cooperation by organized labor to
assure the lowest possible manning scales consistent with the safe and
efficient operation of the vessel. The reputation for unreliability of
service created by the frequency of strikes has dive.rted rmany passengers
from use of our liners; t'[:;.in reputation must be changed by improvement
in the parties' clapacity to bargain more effectively, The aforementioned
Maritime-.ﬁdvinary Committee, in its 1963 report, urged that a compre-
' hensive investigation should be undertaken of ""vessel designs, operating
’pnttgrns, the market for ocean travel, and related factors, all directed
toward developing more competitive and economically justifiable U. 5.
flag passenger ship operations, with a target date not to exceed 3 years,"
Y'e do not know if this recommendation has been implemented, but we
endorse such immediate action.
Finally, we cannot ignore as part of the problem the phenomenon
of the foreign flag passenger vessel that operates almost exclusively
from United States ports to cruise areas served by our passenger ships.

A careful study should be made to determine whether and under what

circumstances these foreign flag operations should be restricted.
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. Recommendations

(1) THAT A COMPREHENSIVE INVESTIGATION OF

THE TYPE PROFOSED BY THE MARITIME EVALUATION
COMMITTEE IN 1963 SHOULD BE MADE OF PASSENGER
SERVICES WITH A NIEW TO IMPROVING THE COMFETI-
TIVE AND EC NOMIC POSITION OF AMERICAN-FLAG
FASSENGER LINES,

(2) THE U, 5. TRAVEL SERVICE AND PRIVATE INDUSTRY
SHOULD ACTCELERATE TRAVEL PROMOTION ON U, 5.
FLAG SEIFS.

(3) A SPECIAL STUDY COMMITTEE SHOULD EE
APPOINTED TO DETERMINE Y/HAT, IF ANY,
REGULATIONS SHOULD BE ADOPTED TO CONTROL
FOREIGN FLAG SHIP CRUISING FROM THE U, S.
TO AMERICAN CRUISE AREAS,

hF-

. SHIP CONSTRUCTICN

The 1936 Act specified that as a condition of receiving operating

subsidy, the ships must be constructed in the United States. Recognizing
that there were very pronounced differentials in cost between shipbuilding
here and abroad, the Congress adopted a construction differential subsidy,
It is evident from the earlier sections of this report that the public
members believe that the construction differential subsidy should be
continued and that construction in American shipyards should continue to
be a requirement for the granting of the operating differnetial subsidy.
Ve are aware that the privately owned U. 5. shipyards rely
primarily on construction work done for the United States Navy, It is
. undoubtedly true that government payments for merchant marine con-

struction and repairs amounts to only $152 million out of a total government
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.:xpenditure for all shipyards of more than $3 billion and that these govern-
ment expenditures account for 18, 500 man-years (per year) of employment
out of 210, 000 man-years. The implied relative insignificance of this
part of government support to our essential shipbuilding capability and
employment cannot be allowed to determine whether our present con-
struction policy should be discontinued. These statistics ignore the
fact that the work on American merchant ships is extremely important to
yards that have not participated fully in Navy work and that the new
technology being evolved for merchant ships does not m;;::ensarﬂy bear
much resemblance to the work being done on ships for the Navy.

I' As a nation we should commit ourselves to the most efficient,

. powerful shipbuilding capability that is consistent with our resources,
Few pf.ap‘:le can forget the almost impossible demands on these yards
during World War II. In the five year period, 1941-45, our private
shipbuilders completed more than 5600 large merchant ships with an
aggregate capacity of more than 56 million tons, Although air transport
has bhecome an effective alternative, there is no evidence that another
major crisis will not compel great demands upon our shipyards.

Just as we have found that a strong United States flag fleet
is essential to our defense and commerce, so too do we find that our
capability for merchant vessel ccnstruction must be kept at a high level.
In one form or another, many other countries of the world subsidize their

shipbuilding industry,
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. Recommendation:

WE RECOMMEND THEAT THE CONSTRUZTION
DIFFERENTIAL SUSBSIDY BE CCONTINUED, THAT
OPERATING SUESIDY BE GRANTED ONLY FOR U, S5, -
CONSTRUCTED VESSELS, AND THAT THE EXPANSICN
OF OUR MERCHANT FLEET, AS CONTEMPLATED BY
THIS REPCRT, BEE THROUGH CONSTRUZTION IN

U. 5. SEIFYARDS.

For several reasons we believe that the subsidy program now
in effect should be revised to provide for the direct subsidization of the
shipbuilding industry for merchant vessels, rather than for the payments
to be made to the ship operator wiho seeks construction or retrofitting
of ve;sels. First, this step would acknowledge the government's
, commitment that the shipyards as such, insofar as merchant ship con-
. struction is concerned, are deserving of direct support to enable them
to compete in the Vorld Market, Second, it would create a justifiable
and realistic interest on the part of the government in the efficiency
of our shipyards. There is no question that American shipbuilding
techniques are less efficient than those of foreign competitors., In /)—
large measure this has been a result of the uncertainty of the future g,
!
prospects for an American shipbuilding program in American yards, )
There has been little incentive to introduce more economical innovations,
A government-to-shipyard subsidy payment, together with an expansion
program now contemplated, would motivate the yards to be more

imaginative and businesslike, Third, it would eliminate the need for

. American ship operators to be involved unnecessarily in the problems
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.f the shipbuilding industry., The needs of the two industries have a
very close rlela.tiunah.ip from the standpoint of national defense and the
interests of national commerce. DBut the private needs are less closely
associated.

Some people have argued that the divorcement of ship construc-
tion subsidy from the ship operators should be effected to remove the
government from any meaningful interference in the vessel design sought
by the operator. This is an ambitious, but unjustified, desire. Once
the government is asked to support a merchant fleet in the interests
of defense or commerce, it acquires the right to have some voice in

‘::m type of vessel to be constructionally and operationally subsidized,

he public members believe that the pursuit oi standardization as an
absolute ideal is not practiczl; consideration must be given to the
adaptability of the hull design to the natural restrictions of the various
ports. But this is a matter of sound administrative judgment. Our
reasons for direct payment of construction subsidy to shifyards do
not include the removal of any government voice in the design of ships
to be constructed,

Recomm - .ndation

WE RECOMMEND THAT CONSTRUCTIDN SUBSIDY
PAYMENTS BE MADE ON THE BASIS OF DIRECT
SUPPORT T2 THE SHIPBUILDING INDUSTRY. TEIS
RECOMMENDATION DOES NOT IMPLY THAT THE
GOVERNMENT SHALL HAVE NC DIRECT OR INDIRECT

. CONTROL OVER THE VESSEL DESIGN SOUGHT BY
THE SHIP DPERATOR.
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There is one final matter of considerable interest related to
U. 5. ship construction activity. It does not relate to construction
subsidy or to conditions or methods of subsidy payment. It concerns
the need for our country to develop the most competitive merchant fleet
(liner, dry bulk cargo, liquid bulk cargo, passenger) in the world,
There is no better way to justify the government investment contemplated
by this report or to recapture the American fleet pre-eminence in the
Vorld Market than to adopt measures that will insure our ability to
innovate and be in the forefront of technological changes, For example,
the potential of the nuclear-powered merchant vessel has yet to be
determined; certainly the government sponsorship of the Savannah has
given us the opportunity for testing this potential. It is an essential
that the .guvern.rnent. the ship operators, organized labor, the ship-
builders, and such other agencies as might appropriately be included,
establish an effective research program for the sole purpose of
strengthening our ability to be more efficient and to lead the world in
creative ship design, including cargo-handling methods.

This essential effort, in the long run, is likely to achieve
remarkable results, The derived efficiencies could reduce considerably
the subsidy costs to the government, It could establish a trading and
construction capability more closely competitive with our foreign
suppliers. In the long run the employment opportunities could easily
increase. We recognize that the impact of innovation in the short-run

can be injurious to people, but the Guerin Subcommittee report sets
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.Iurth. specific recommendations to alleviate this problem. Ve subscribe
to these recommendations,

Recommendations

(1) THAT THE GOVERNMENT ESTABLISH A NATIONAL

* MARITIME RESEARCH FOUNDATION, WITE COOFPERA-
TIOCN AND INVOLVEMENT CF ALL SEGMENTS OF THE
INDUSTRY, WHEHOSE GCAL WILL BE THE EXPLORATION
OF NEV/ TECENOLOGY FOR IMPRCVEMENT OF DUR
MERCHANT FLEET.

{(2) TEAT TEE RECOMMENDATICNS OF THE GUERIN
SUBCOMMITTEE CN THE SUEJECT OF SHIFBOARD
AUTCMATION AND CREV REDUCTION, INCLULING
AIDS TO DISPLACED LABCR, BE ADOPTED,
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LABOR RELATIONS

It is an understatement to say that the labor relations of the
maritime industry are in disrepute. Critics frequently blame govern-
ment subsidy and other aid programs for this condition. This is an
easy ;luhﬂtitute for hard thinking on what is really right and w:rqng with
labor relations in this industry,

There are three main areas of potential conflict leading to
work stoppages. These must be considered separately, First of all,
there are the periodic negotiations of new contracts. Secondly, there
are the usual grievance type of disputes arising during the course of
the contract for each of the separate bargaining units, Thirdly, there
are disputes which overlap bargaining units, We consider these in the

order mentioned.

1. Contract Negotiations

There are two criticisms advanced in this area which, on
their face, appear in conflict, It is said, for one thing, that the sub-
sidized industry fails to offer sufficient resistance to union monetary
demands since the government will ultimately pay practically all of the
cost. The other complaint is that the industry is constantly beset with
strikes.

Contract negotiations in maritime are different than other
industries because of the subsidy and other aid programs, The basic

aim, properly, is to encourage collective bargaining without government



interference, Since the government must ultimately bear a major part
of the cost, the government cannot be entirely out of the bargaining,
The problem is to determine how to protect the government's interest
in a fair and reasonable settlement in the public interest while pre-
serving Inr. the parties the rizht to negotiate their own terms.

The solution to this problem has been achieved although very
few people are aware of it, It was in part an outgrowth of the 78-day
strike this summer although it was in the making for many years.
Ircm:lca.‘lly. part of the solution evolved out of the untimely Maritime
Subsidy Board disapproval of collective bargaining agreements con-
cluded two and more years earlier for purposes of paying Federal
geubsidy. This was done on July 13, 1965, during the course of the
78-day strike. The reasoning and the timing made it impossible for
the shipping companies to proceed with their negotiations until Secretary
of Commerce Connor reversed these decisions on July 23, 1965, and
set down ground rules for passing in the future on subsidy reimburse-
ments for bargaining settlements. In commenting on this new pro-
cedure, involving a review of all settlements by a special wage review
panel, th_e Secretary made these important observations:

"First, it is important to keep in mind that under
present law the Department of Commerce has the legal
responsibility to determine the subsidy reimbursement
for wages and other benefits to be paid to employees
of the subsidized operators. This point has not really

been brought to a focus because for the most part, in
the past, the results of collective bargaining have simply
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been rubber-stamped. For obvious reasons, it is not
possible any longer to continue to follow this course,
and it will not be followed, At the same time, it is
important for the Department to establish a procedure
which will insure that the Department will exercise a
balanced discipline in arriving at a final administrative
deterrnination of these maritime wage questions. For
example, in arriving at these ultimate decisions within
the Department, the concern to reduce or to hold down
the maritime subsidy budget should not be the predominant
consideration, or appear to be the predominant con-
sideration, to the exclusion of other pertinent factors.
It is for this reason that I believe an administrative
procedure which, in an orderly and efficient way, places
any controversies or contested points before a panel of
disinterested members -- is desirable, At the same
time, I am not adopting a procedure which places the
ultimate official decision in some body outside the
Department or which would improperly take this
responsibility from the Maritime Subsidy Board, I
believe the Maritime Subgidy Board must continue to
retain its decision-making responsibility subject to

the regularly established Departmental review pro-
cedures.

"A further observation is in order. This is a
new procedure, This procedure will have a significant
impact on the relations of the parties to collective
bargaining agreements which are presented to the
Department of Commerce for approval for subsidy
purposes. But neither management nor labor can right-
fully say that the procedure described above constitutes
wrongful interference with their priviate rights in the
collective bargaining process or take the position that
they will not comply or cooperate, If this were to be
the attitude of management, management in effect
would be saying that it would not recognize or abide by
the laws written by Congress, which laws direct the
Department of Commerce to make the determination for
maritime subsidized wage purposes as to what is
'fair and reasonable and in the public interest.' If
this were to be the attitude of the maritime unions,
those unions would in effect be saying they would not
recognize or abide by the laws written by Congress,
which laws direct the Department of Commerce to make



. the determination for maritime subsidized wage
purposes as to what is 'fair and reasonable and in the
public interest,'

"Furthermore, 1 must observe that the Department
of Commerce should not endeavor to tell the parties
during negotiations what specific terms they should
write into a collective bargaining agreement. And the
Department of Commerce will not negotiate with the
parties or attempt to persuade the parties to agree to
a specific wage or employee benefits with the under-
standing that is later binding on the U. S. Government.

"Rather, it has been and will continue to be the
responsibility of management and labor to apply their
best talents to the process of collective bargaining and
to arrive at understandings as promptly as possible,
with both parties making every effort to avoid in the
first place, or to continue, actions which are inimical
to the economic and national defense interests of the

) United States.

. "Further, if there is strong disagreement by any
interested party with the decision of the Department of
Commerce in a given case, for which redress is
denied or is not available in the judicial forum, there
quite obviously will always be available recourse to
the Congress itself which can make appropriate changes
in the applicable laws. The point I am making is that
the maritime subsidy laws have not been, and will not
in the future be administered arbitrarily or capriciously.

"Neither should the ultimate decision as to how
much employees or subsidized operators will receive
in wage and employee benefits, ultimately paid by the
U. S. taxpayer, be left exclusively to the private
parties involved."

These procedures should remove any questions in the future

as to whether monetary settlements are '"fair and reasonable and in

l the public interest,"
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There are other developments which should provide added
assurance, In the past, contracts in maritime have expired at different
times, Since the unions necessarily bargain m relation to each other,
there has been a tendency for each union, as its turn came up, to
insist on improvements superior to those previously negotiated. But
all of the major contracts expired on June 16, 1965, (The NMU contract
had previously been extended for four years with arbitration provisions,
This extension did not alter the identity of the contract terminal dates. )
In the negotiations, there likewise developed an overall approach to
all monetary items. It was to use the guideline figure of 3,2 percent
developed by the President's Council of Economic Advisers and to
allow each union to apply the 3.2 percent to the benefits it considered
important for its members. While there are some administrative
difficulties in this approach, experience in other industries has shown
that it is the only practical way of negotiating monetary matters in a
multi-union industry. This approach assures equality of treatment
between and among the unions on a percentage basis which can readily
be identified as '"fair and reasonable and in the public interest" in
any post settlement review, With the guidelines it puts the parties in
a position to know in advance what the government will approve for
subsidy purposes without the government participating in the bargaining,

There is another development wkich should bring additional

stability of contract to the maritime industry. Nearly all of the major
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unions now have or are likely to have contracts without reopenings or

with reopenings subject to arbitration which run for the next four years.

Consequently, there should be no interruptions resulting from disputes

over the monetary terms of the contracts for at least this length of

time. ch' the procedures outlined above for the negotiation of future

contract terms, there should not be any serious difficulty with successor

contracts when these four-year contracts exgire. In our opinion, there-

fore, no further special procedures are not needed to deal with contract

negotiations,

2. Grievance Disputes

All of the major bargaining units have provisions in their
contracts for the arbitration of the usual type of grievance. There are
permanent arbitratomsincluded in these contracts. The structure is
similar to other industries and the procedures in maritime work as
well as they do in other industries, We see no need therefore for any

additional procedures to deal with the usual type of grievance dispute,

3. Overlapping Disputes

This is the area which undoubtedly has given the maritime

] industry its reputation for bad labor relations and has injured the

passenger and cargo liner companies whose customer loyalty is degendent
on continuity of service. In terms of days lost, however, it has not been

a significant area. But the disputes have invariably attracted widespread
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. attention., They have provided fuel for the fires of the industry's critics
and in certain areas have impeded the introduction of shipboard automation,
Something must be done about themn, and something can,

These disputes in the past have involved questions of repre-

sentation, jll-l‘iﬂ-dil.‘-tiﬂﬂ, manning, and other inter-union relationships.
In the case of the 5§ MAXIMUS, it was representation. In the recent
dispute involving the S5 RESOLUTE, it was jurisdiction., In Gulf and
South American, it was manning. In the disputes involving the S5
SAVA'N NAE and the S5 AMERICA, it was inter-union relationships.

In the 76-day strike this summer, the main issue became

'  the question of procedures to deal with manning dieputes., This had
relevance in connection with the automated ships in existence, those
in the shipyards, and ships yet to be designed, There is no significant
: problem involving manning on the conventional ships.

The settlement provided no procedures for the final resolution
of manning disputes, But it does contain a proposzl made by the President
placing in the hands of Secretary Virtz and George Meany responsibility
for developing such I.:l:ruceduren. In his statement, the President said:

"It is clear that an industry wide procedure, or
a uniform pattern of procedures, for handling of manning
and related issues in the maritime industry has become
an absolute necessity.
"1 have today asked the Secretary of Labor and
Mr. George Meany, President of the AFL-CIO, to
. undertake the development, with the participation of

all unions and associations in the maritime industry,
and with such assistance as they find necessary, of

*



(el

- 54 -

effective procedures for resolving manning and related
issues arising from the mechanization and retrofitting
of ships.

"The contemplated procedures, to be effective,
must provide the fullest practicable assurance that
manning and related issues be settled without inter-
ruption of operations.

"Such procedures must be based on the concurrence
and participation of all private parties whose interests
are affected, and must achieve a parity of procedures
insofar as interrelated interests are affected,

"I have asked Secretary Wirtz and Mr. Meany to
report the results of their undertaking to me, with
accompanying recommendation if this is appropriate,
at the earliest possible time. I will then take or propose
such action as appears appropriate in the light of their
report.

"I propose to see to it that this problem, which
involves publiz and private interest alike, is met fully
and effectively.'

We believe that such procedures can and will be devised. They
must be devised to enable the industry to use maximum automation at
as fast a rate as technology will permit. With regard to ships to be

designed, the problem is readily solved. An agreement on manning

from all of the unions can be procured in advance. WVith regard to

~ ships in service and those in the shipyard being readied for service, a

_system of voluntary arbitration should be evolved. This would require

a cornmon arbitration mechanism with either a single arbitrator or a
board of arbitration. A conference to evolve such procedures will
undoubtedly be called shortly by the Messrs, Virtz and Meany and we are

confident that their efforts will be successful,

-



v

{1

We also believe that disputes involving representation and

jurisdiction can also readily be resolved, There are already the

procedures of the National Labor Helations Board and the AFL-CIO,
With the aid of the Messrs. VWirtz and Meany, these procedures can
be adopted t-l::r the special needs of the maritime industry.

Other types of overlapping disputes, which are very infrequent
though painful, can be covered by the same procedures developed for
manning disputes,

Recommendation

WE RECOMMEND THFE ESTABLISHMENT OF A
PERMANENT LASOR-MANAGEMENT COUNCIL
IN THE DEPARTMENT CF LABCR
The procedures outlined above should cover all of the varicus
types of disputes which might arise in maritime. B5ut the industry is
dynamic. It has keen competition. Automation is changing work
requirements and work assignments and complicating union jurisdiction
while reducing job availability. These problems are difficult enough to
solve by themselves. They become all the more difficult in a declining
industry.
Under these circumstances, we believe that an overall Permanent
Labor-Management Council should be created in the Department of Labor.
It should be composed of 15 members, five public, five industry, and

five labor. The public members should include the Secretaries of

Labor and Commerce and taree others familiar with the problems of
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. the industry. It should have general supervisory authority to make
sure that the procedures outlined above worl:, It whould be available
to help modify these procedures as circumstances warrant and to
devise new procedures for new problems. It should have general
responsibility for the welfare of the industry and it should help promote

its growth and expansion,

i ¢

FLAGS OF CONVENIENCE

" It has been noted earlier that the approximately 450 ships owned
by U. S. corporations through foreign subsidiaries and operated under
. Panamanian, Honduran, or Liberian registry are regarded by the U. 5.
Navy as being under effective U, 5. control, The status of these ships
for defense purposes has been discussed,

Essentially these ships are similar to the tramp fleet, composed
of bulk carriers: tankers and dry cargo vessels, Of the 456 vessels
owned by American citizens as of January 1, 1961, about two-thirds
were owned by independent operators, and one-third were owned by
major oil, steel, aluminurn and other industrial corporations. Tankers
accounted for well over half (2L2) of the total, and, in fact, more than
half of all the tankers available to the United States are Panlibhon
vessels. Nearly all the ocean-going ore carriers were under the

. Panlibhon flags. It is also relevant that about 50% of these vessels
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. were built after 1956 and are modern, efficient ships.

The flags of convenience antedated World Vrar II, but their
growth has been principally after the War, Some other maritime
nations of the world have also experienced the phenomenon of flags
of convenience, For example, the President of the Chamber of
Shipping of the United Kingdom, in an address before the Chamber on
Mazrch 5, 1958, said "sorme may think that the most important (problem)
is taxation, I beg to differ, Our Public Enemy No, 1 is the flag
of convenience,"

An ayﬁreciation of the role of the Panlibhon vessels vis-a-vis
American flag vessels can be established by the following table- showing

. their relative participation in United States Trade during 1960:

I_ﬂ:-é of Service Panlibhon Flag U. 8. Flag
Dry Cargo, liner 2. 1% 30.2%
Dry Cargo, other than liner 34, 6% 7.2%
Tanker ' 57.6% 5.4%
All services (weighted average) 8. 7% 10.5%

This table confirms what has been stated above: That where operating

and construction subsidies are available, the American flag liners have

been able to withstand the competition of the Panlibhon fleet. The American

flag tramp fleet (dry cargo and tankers), without benefit of the subsidies

provided by the 1936 Act, has suffered considerably from this competition.
The motivation of American owners to transfer ships or to

.uild new ships under foreign registry is very understandable. There
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.re two principal reasons: (a) to take advantage of the lower labor costs
involved in the employment of foreign seamen, (b) the lower taxes to be
paid under the applicable laws of the registry countries. The former
Maritime Administrator (Donald Alexander) listed seven reasons in
testimony befn—re the House Committee on Merchant Marines and
Fisheries in 1957, but these two were the most important. Additionally,
of course, is the important fact that most of the more recently built
Panlibhon vessels have been constructed abroad at much lower cost,

_ In the deliberations of the Maritime Advisory Committee there
were many allegations that the flags of convenience were chiefly responsible
! for the plight of the American merchant marine. These allegations are
alid in the sense that American owners are providing almost ruinous
competition to their compatriots by cperating under a foreign registry.
But outlawing of these ships in any abrupt manner would not
mean the absorption of their business by American flag vessels. Almost
certainly this business would go to foreign vessels, many of which would
be able to continue under the Panlibhon flags. As a consequence, the
American-owned Panlibhon ve:-sela would probably be sold to foreign
interests. Thus, the United States would lose the indirect taxable income
(when dividends are paid by the subsidiary to the parent corporation) and
the dubious advantage of having these ships under the "effective control
qf the United States." The view that a drastic change in rules would create

o more American vessels, no more jobs for American seamen, or for



=59 -

.u'ru::i.can shipyard workers is undoubtedly valid,

One cannot legitimately castigate American businessmen for
their pursuit of private enterprise, when such en_’terpriu has been
countenanced and even encouraged by government policy. The answer
instead is in a gradual revision of government policy to accommeodate two
needs: {Ia.} a reasonable opportunity for the owners of "flags of clctn-
venience' vessels to make adjustments in their business arrangements
and (b) a restoration of these vessels or their replacements over a
period of time to the American flag, These considerations are con-
sistent with the view of an MACT member who recommended that ""this

3

Committee proceed with the development of a realistic program which

.:ill lead towards the development of an expanded American flag merchant

marine.'" (Mr. Lee White, Minority Report, Subcommittee Re 'laps of

Necessity Vessels), It is also relevant that the Final Report of the

Maritime Evaluation Committee to the Secretary of Commerce (October
31, 1963), contained the comment that "it is generally considered that
U. 5. registration of these ships would be preferable.'" The Report
stated further: "A long-range approach whereby the EUST (Effective
United States Control) ships and jobs involved can be brought under U, S,
flag is therefore desirable, in view of the security requirements for
vessels," At the very least, government policy should be redesigned
.:o as not to encourage the exodus of the American shipping operator or

investor to the umbrage of a foreign flag.
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. The recommendations set forth under Section B (Dry Bulk Carriers)
are related to the flags of convenience problem, These are designed to
insure a stronger U. 5. fleet in one of the two areas in which the Panlibhon
fleet has madvf the most serious inroads. However, if these recommendations
are accompanied by the proscription that no operator may avail himself
of the bulk carrier operating differential and construction subsidy program
unless he divests himself of all flags-of-convenience vessels, it is
unlikely that a meaningful transition will oceur. Therefore, the absolute
limitation recommended for the unsubsidized liner operator as a con-
dition for subsidy is not applicable here. Cur interests will be better
o served if the American owners of flags-of-convenience are permitted to
.ava.il themselves of a new, vigorous government maritime program, gro-
vided their application is accompanied by a commitment to withdraw

gradually from flags-of-convenience operation,

Recommendation

¥ E RECOMMENMD THAT THE AMERICAN OWNERS OF
FLAGS-OF-CONVENIENZE DRY BULF CARRIERS BE
PERMITTED TO APPLY 2R BID FOR THE U, §. TON-
STRUCTED BULK CTARRIERS CONTEMPLATED UNDER
SECTION B OF TEIS REPCRT AND TO RECEIVE
OPERATING SUESICY FOR SUCH U, 5, CONSTRUCTED
CARRIERS. HOWEVER, AS A CONDITION OF SUCTH
GOVERNMENT SUPPORT TEE CPERATOR SHALL AGREE
THAT THE APPROXIMATELY ECUIVALENT TONNAGE
CAPACITY OF THE U. §. BULK CARRIER WILL BE
ELIMINATED FROM HIS FLAG-0OF-CONVENIENCE
FLEET AND, FURTHER, TFAT THERE VILL BE NO
SUBSE"UENT INCREASE IN FI5 FLAG-0OF-CONVENIENCE
‘. FLEET.
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. THIS SAME RECOMMENDATION SHOULD APPLY TO
THE LITUID 3ULEK CAPRIER FLAG-DOF-CONVENIENCE
OPERATOR IF TEE MAT CONCLUDES THAT TEE
PROVISICNS OF SECTION (B) SHOULD BE EXTENDED
TO THIS SEGMENT OF OUR FLEET,.
In Section C (Liquid Eulk Carriers), the public members suggested
three alternatives; one of which was the application of the Dry Bulk
Carrier recommendations to this branch of the merchant marine fleet,

The other two alternatives reguire discussion.

Recommendation (Alternative)

IT IS RECOMMENDED THAT THE PRESIDENT OF THE
UNITED STATES AND THE SECRETARY OF COMMERCE
CONFER WITH OUR PRINCIFAL LITUID CARGO IMPORT-
ING COMFANIES TDO CETERMINE WHETHER THE GOAL

ki OF CARRYING 30% OF OUR LIS UID CARGO COMMERCE
ON AMERICAN BOTTOMS TAN EE ACHIEVED BY
VOLUNTARY ACTICN,

Obviously it would be preierable if a 30% crude oil import
quota, carried on American ships, could be secured by voluntary action
of the companies involved, just as the President and Secretary of Commerce
were so instrumental in securing voluntary action to reverse or stem
the tide of the adverse balance-of-payments flow. These companies
that have turned to flags-of-convenience for economic reasons are not
indifferent to our national defense and commerce needs,
In the event that the first alternative fails of endorsement by
the MAC and that the second proves unsuccessful, the public members

.l.dvanc:c the following third alternative recommendation.
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Recommendation (Alternative)

THAT TEE OIL IMFORT PROGRAM BE AMENDED TO
PROVIDE THAT NOT LESS THAN 30% OF ALL PETROLEUM
AND FETROLEUM PRODUCTS IMPORTELDL INTO THE
UNITED STATES BE CARRIED BY U, 5. FLAG TANKERS,
WHERE SUCH VESSELS ARE AVAILABLE AT FAIR

AND REASONABLE RATES FOR U, 5. FLAG SHIPS.

With respect to this recommendation there is considerable
controversy. The public members have reviewed carefully the thoughtful
documents submitted by Mr. Joseph Andrea and Mr. Joseph Kahn, members
of the MAZ, in response to this portion of the Kheel Subcommittee Report.
A statement of the American Committee for Flags of Necessity (January 29,
1965) was also considered.

The concept of a 30% "American bottom'" import quota is

questioned on two counts: (1) that it is a discriminatory measure, absent

“any evidence that oil imports must depend to this degree on American

bottoms or that such a measure would "help in any way to resolve the
fundamental problem of the American Merchant Marine." (2) That such
a limitation would be in conflict with treaties and programs of the
government directed at promotion of international trade and might lead
to retaliation by other nations against the United States.

Neither of these arguments is without some merit. Yet neither
is persuasive enough, when considered by reference to the national

interest, to be allowed to govern., The oil industry, like the shipping

. industry itself, has special international characteristics, This country

was not reluctant, in the national interest, to adopt the 1959 program for

mandatory oil import control. It did so in the belief that an excess ratio
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. of total imports to domestic production could impair the national security.

il is a very sjecial commodity that warrants this concern. It is not
unreasonably "discriminatory' to require that less than one-third of
these imports be carried in American-flag tankers. The MAC meetings
show that uu;:h a requirement would impose little or not additional cost
on the American consumer, because the price of oil-derived fuel is based
principally on considerations other than foreign import,

The sensitivity of other governments to such a moderate
restr?:tian imposed by the U, 5, cannot be credited as a serious argument.
¥/e note the Department of State's report that the United States government
has ""consistently opposed the actions of certain foreign governments
which have tended to artificizlly cloak commercial cargoes under the
cqlﬂrl of government cargoes.” ¥e understand and acknowledge the
State Department's constant struggle to develop ' non-discriminatory
shipping clauses." At the same time, we are mindful that the maritime
strength of other nations is advancing rapidly at the expense of the
American Merchant Marine an;l oftentimes because of the over-indulgent,
conciliatory attitude of the State Department to placate other nations.

We are equally mindful that a treaty of 'I‘n-:-n'dim:rimi.natinn" in inter-
national shipping is meaningful only to ﬂ:lt extent that it is enforced.
There is some evidence to warrant a question whether governments,
referred to in the State Department's regort, do not subvert "friendship,

commerce and navigation treaties'" by exerting pressure on their
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nationals to secure shipment on their own vessels for import-export
trade., Finally, there is some foreceful legal opinion to the effect
that the treaty terms, to which the Department of State refers, do
not foreclose the adoption of this form of regulatory measure in the
national interest.

In summary, one or more of these measures should be under-
taken immediately to reverse the trend toward the flags-of-convenience

concept.

=

. CONCLUDING COMMENTS

President Johnson, in his Executive Order creating the Maritime
Advisory Committee, said:
"The Committee shall consider such matters of
policy and administration of government grograms
affecting the Maritime industry as it deems to be
in the public interest."
The public interest will be served best by a vigorous program of govern-
ment support for all segments of our merchant fleet and for our ship-
building industry. To remain a strong nation in the free world it is
- essential that these vital parts of our defense and our national commerce
be expanded,
In terms of national resources to be dedicated to the rejuvenation

. of the entire American Merchant Marine, the price is moderate. Pro-

jected against the background of a seven hundred billion dollar prospective
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national economy, estimates for such rejuvenation range in the order of
1/10 of 1%. -

The ;llncatlnn of national resources in support of the U, S5,
Merchant Marine, through budgetary and other means, is basically
a government decision. We believe however that in consonance with
the support given to other industries and areas vital to the public
interest, that budgetary considerations should not stifle and retard

the progress and development of our maritime establishment.
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