6/28/77 [1]

Folder Citation: Collection: Office of Staff Secretary; Series: Presidential Files; Folder: 6/28/77
[1]; Container 28

To See Complete Finding Aid:
http://www.jimmycarterlibrary.qgov/library/findingaids/Staff%20Secretary.pdf



http://www.jimmycarterlibrary.gov/library/findingaids/Chief%20of%20Staff.pdf





























































































































































June 17, 1977

MEMORANDUM FOR THE PRESIDENT

FROM: W. M HAEL BLUMENTHAL k}}{
CHAIRMAN, ECONOMIC POLICY GROUP

SUBJECT : OIL CARGO PREFERENCE

In March the EPG unanimously recommended that you
oppose o0il cargo preference legislation, and suggested
we might explore alternative ways of assisting the
maritime industry. You then directed Commerce and
White House staff to consult further on the Hill and
with industry groups.

These consultations indicate that while the maritime
interests would support a modified version of the cargo
preference bill (H.R. 1037), they consider alternative
forms of assistance inadequate and would strongly oppose
them as a substitute for cargo preference.

During the campaign you made several statements about
the need for a viable U.S. maritime industry, which
maritime interests understand as commitments to support
cargo preference. It appears that your campaign commitment
was to increase the number of seagoing jobs and not to
assist the shipbuilding industry.

The House Subcommittee on Merchant Marine is pressing
the Administration for a decision. There is also an
intensive lobbying effort underway on behalf of cargo
preference by a coalition of shipbuilders, ship operators
and marine supportive industries.

The EPG has reviewed this issue again and presents three
alternative proposals.

OPTION 1l: Support a modified form of cargo preference, with
a reduced preference percentage, a stretched out implementa-
tion timetable, and provision for limited foreign-built
tanker participation. (Commerce and Labor support.)

Pro: This 1s acceptable to maritime interests. Impact on
national security cuts both ways: Commerce believes U.S.-
flag ships would be more reliable in emergencies; State

and DOD do not see that as a benefit since foreign ports




might be closed to U.S.-flag ships. It would create 2100

to 4600 new seagoing jobs, a possible 13,500 transitional
shipyard jobs after 1980, plus some near-~term shipyard
business for reconstruction of foreign-built tankers. The
U.S. balance of payments could improve by $95-$150 million.
Might improve tanker safety and pollution avoidance. Age
limit would prevent use of obsolescent tankers in preference
trade.

Con: Annual cost through higher oil prices is estimated

at $233-$884 million depending on level of oil imports in
1985 and final form of the wellhead tax. If the wellhead
tax exempts cargo preference o0il, the annual cost per job
created ranges from $23,000 to $111,000. CEA estimates

the net impact on the economy as a whole would be a decrease
in total employment and GNP. Would be contrary to London
Summit pledge to reject protectionism, would reverse U.S.
policy favoring free competition, could trigger emulation

by others, and would violate U.S. treaties with more than

30 countries.

OPTION 2: Expanded use of operating subsidies. (Supported
by State, CEA, NSC, DOD, DOT and the Special Assistant to
the President for Energy; OMB supports without a cap on the
subsidy. Treasury and FEA support option 2 or 3.)

Pro: By relaxing restrictions on eligibility for operating
subsidies, and increasing operation subsidies from the current
level of $400 million per year to $500 million per year,
5,000 additional seagoing jobs could be created at an annual
cost per job of $20,000. Would not increase the cost of oil
and, therefore, would not have the inflationary impact of
cargo preference. Would not have the adverse foreign policy
repercussions of cargo preference.

Con: 1Is strongly opposed by maritime interests as an alterna-
tive to cargo preference. They argue that independent
operators will not be attracted and that the major oil com-
panies with their company unions will be the primary benefi-
ciaries. Shipbuilders oppose since no new ship construction
would be generated. Further consultation and staffing are
needed if you choose this approach since it would mean

basic changes in long standing subsidy programs, including

a budgetary ceiling for the first time. A recent OMB
attempt to cap existing subsidies was strongly opposed.

OPTION 3: Extend the Jones Act, which requires U.S. ships
for domestic commerce, to the Virgin Islands for oil.
(Treasury and FEA support option 2 or 3. State supports
option 3 in conjunction with option 2 if needed.)

Pro: Could create 2,000 seagoing jobs with the cost likely
to be absorbed by the refiner thereby avoiding the infla-
tionary impact of cargo preference. After years of resisting,




Amerada Hess, the only refinery in the Virgin Islands, is
no longer opposing extension of the Jones Act since the
0il import fee system will make it cheaper to use U.S.-
flag ships.

Con: Maritime interests oppose this as a substitute for
cargo preference because they believe the Congress will
extend the Jones Act to their benefit in any event. There
is also concern that it could serve as a precedent to
complete extension of the Jones Act to the Virgin Islands
which could impact negatively on tourism, the islands'
major industry.

ADDITIONAL ISSUE: In-depth study of the maritime industry.
(Supported by State, Commerce, OMB, CEA, NSC, DOD, DOT,
FEA, and the Special Assistant to the President for Energy.
Treasury supports with option 3.) This would be a broad
study of all aspects of the maritime industry including
the various government support measures, regulation of
shipping, and anti-competitive arrangements of foreign
carriers. The study would seek to develop a long-run
national maritime policy in preparation for dealing with
future requests for assistance and to assure that U.S.
maritime needs are met. Such an in-depth study might be

a fourth option by itself, but since it would entail a
substantial further delay, it would be opposed by maritime
interests.

Background on the maritime industry and a detailed
elaboration of the pros and cons of the foregoing options
are attached. 1In view of the economic and political com-
plexity of this issue, I recommend that you have a brief
meeting with Cabinet members and advisers most concerned
before you make a final decision.

RECOMMENDATION

That you convene a Cabinet-level meeting on this subject.

Approve Disapprove

DECISION

OPTION 1l: Modified 0il Cargo Preference

Approve Disapprove

OPTION 2: Expanded Use of Operating Subsidies

Approve Disapprove

OPTION 3: Extend the Jones Act to Virgin Islands for 0il

Approve Disapprove

ADDITIONAL ISSUE: In-Depth Study of the Maritime Industry

Approve Disapprove
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Could improve tanker safety and pollution avoidance
to the extent that U.S. ship and crew standards

are more stringent than foreign, although new Coast
Guard standards will apply to all shipping in U.S.
waters.

Could improve the U.S. balance of payments by
$95-$150 million.

Reconstruction in the U.S. of foreign-built tankers
would generate near term shipyard business/employ-
ment.

DISADVANTAGES

o

Commerce estimates the annual cost (excluding
wellhead tax increase) of carrying preference cargo
in 1985 from $233 million to $420 million depending
on whether 1985 o0il imports are 6 or 10 million
barrels/day. Since cargo preference would increase
the cost of imported oil, the proposed wellhead tax
on domestic production would be increased. The

CEA estimates total costs (including wellhead tax
increase) in 1985 at the above import levels from
$644 million to $884 million. Preference oil could
be excluded from the wellhead tax computation, which
would likely require an entitlements program. The
price impact (excluding wellhead tax) would be about
0.1 cent/gallon spread over total oil consumption.

If 1985 o0il imports are 6 million barrels/day, the
cost per seagoing job would be $111,000, excluding

the wellhead tax increase. At the 10 million barrels/
day import level, the cost per permanent seagoing

job would be $91,000, but the addition of temporary
shipbuilding jobs would lower the average to $23,000
while additional ships are constructed.

CEA estimates net impact on the economy as a whole
would be a decrease in total employment and GNP.

Would be contrary to the London Summit pledge to
reject protectionism.

Would probably trigger the adoption of similar or

more stringent measures by other countries. Currently,
cargo preference imposed by other countries applies

to 5% of world oil trade.






foreign flag U.S.-owned ships that could switch to the
U.S. flag under this program are owned by large multi-
national corporations.

ADVANTAGES

o Would generate as many additional seagoing jobs
(5,000) as cargo preference at a lower total cost
($100 million vs. $233-$420 million) and at a lower
cost per job ($20,000 vs. $91,000-$111,000).

0 Would not increase refiners' acquisition cost of
crude o0il and, therefore, would not have attendant
inflationary impact of cargo preference.

o Would not have the adverse foreign policy repercussions
of cargo preference.

o Would put a limit on total operating subsidy which
is now open-ended.

DISADVANTAGES

o It is unacceptable to the advocates of cargo prefer-
ence and would be attacked as benefiting the major
0il companies.

o Would add $100 million to the budget cost of the
maritime subsidy programs.

o Would not generate additional temporary jobs in U.S.
shipyards after 1980 as cargo preference would.

o With a cap, there would be a budget limit to subsidies
to the maritime industry for the first time.

o It is not possible to predict the rate of partici-
pation by U.S.-owned foreign flag ships.

OPTION 3: Extend the Jones Act to the Virgin Islands for oil.
(Treasury and FEA support option 2 or 3 State supports option
3 in conjunction with option 2 if needed.) The Jones Act,
which requires U.S. ships for domestic trade, would be exten-
ded to the Virgin Islands for oil products only. This trade
is currently open to foreign flag tankers. Reserving Virgin
Islands o0il trade to U.S. flag tankers would provide employ-
ment for about 2,000 U.S. seamen.

Amerada Hess, the firm which operates the only refinery
in the Virgin Islands, receives a double benefit from
current U.S. policies: it is treated as a domestic refiner



with respect to the oil entitlement program, but is treated
as a foreign refiner with respect to the Jones Act. Since
Hess is a small refiner, it is expected that he would absorb
the added cost of using U.S.-flag ships. After years of
resisting, Hess is no longer opposing extension of the Jones
Act to the Virgin Islands. The oil import fee system will
make it cheaper for him to use U.S.-flag ships in any event.

An independent refiner with plans to build a new
refinery in the Virgin Islands claims it cannot do so if the
Jones Act extension is implemented. This would result in
the loss of 3,000 potential construction jobs. However,
problems unrelated to the Jones Act such as the lack of
crude and markets for refined products may preclude construc-
tion of the refinery. 1In any event, the Virgin Islands is
a poor location for refining. Firms consider it only because
of the exclusion from the Jones Act and the availability of
tax assistance.

Executive Branch lawyers are trying to determine whether
extension of the Jones Act can be accomplished by a Presi-
dential proclamation or whether legislation is needed.

ADVANTAGES

0 Would provide approximately 2,000 seagoing jobs
with the cost likely absorbed by the refiner.

0 Would not have the inflationary impact of oil
cargo preference.

0 Would lead to a better allocation of refinery
capacity.

DISADVANTAGES

o Could serve as a precedent for complete extension
of the Jones Act to the Virgin Islands which could
impact negatively on tourism, the islands' major
industry.

O Maritime interests oppose as a substitute for cargo
preference because they believe the Congress will
extend the Jones Act to their benefit in any event.

ADDITIONAL ISSUE: IN-DEPTH STUDY OF THE MARITIME INDUSTRY.
(Supported by State, Commerce, OMB, CEA, NSC, DOD, DOT, FEA,
and the Special Assistant to the President for Energy.
Treasury supports with option 3.)
















There was considerable support among EPG members for an
in-depth study of the maritime industry.  Such a study
would examine the long-term prospects of the industry and
the implications for U.S. interests. If it was determined
that a promotional policy was appropriate, the study would
evaluate the various methods including direct subsidies,
tax deferments, loan guarantees, investment tax credits
and cargo preference. The question of economic regulation
would be addressed and the economic costs of various courses
of action would be estimated. The study should also
include an evaluation of the increasing reliance upon anti-
competitive arrangements by some foreign governments and
carriers.

If you chose option 1 which gives the maritime industry
what it wants, announcement of the study could detract from
this action. On the other hand, none of the three options
is likely to solve the long-run problems of the maritime
industry. It will only be a matter of time before the
maritime industry seeks additional Federal assistance. We
should, therefore, seek to develop a long-run national mari-
time policy in preparation for dealing with future requests

for assistance and to assure that U.S. maritime needs are
met.



