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E FOREWORD
\G e

The Jones Act (Cabotage Law) introduced in 1936 has been the subject of controversy ever since. It was
enacted during the recession and was largely designed to generate or maintain American jobs in
shipping and shipbuilding. Other objectives included reliability of supply and defense preparedness.
Many of the original objectives are no longer valid in a globalized world. Proponents of the Act, while
recognizing that it constitutes a restraint of free trade, argue that it is required to assure enforcement of
environmental, labor, and other laws in U.S. waters. It is recognized that the Jones Act imposed costs on
the government and the economy, both at the state and federal levels. These are particularly oppressive
for island territories of the Union such as Hawaii and Puerto Rico which are totally dependent on ocean
transport for all their non-air cargo trade with the continental U.S. and by implication often all their
non-airborne trade. As a result, organizations such as shippers councils in Hawaii and Puerto Rico
have opposed it for some time. Opposition has also come from U.S. agriculture and other productive
sectors of the U.S. economy. :

In this study we present the Economic Impact of the Jones Act on the Commonwealth of Puerto Rico and
investigate alternative strategies that could replace the Jones Act, while still achieving many of its
objectives. Many other countries have reevaluated their use of cabotage and quite often introduced
alternative strategies designed to accomplish some of the important objectives of the Jones Act without
the financial and other downsides imposed by such a strict interpretation of cabotage. This particularly
in an increasingly globalized trading environment that discourages narrow nationalism.

Freight rates in shipping, including cabotage shipping, are highly affected by supply/demand balances,
conditions of trade and the economy, as well as the balance of trade. As a result, we have noticed great
reductions in Puerto Rico-mainland shipping demand and freight rates in recent months as a result of
September 11™ and related economic declines. These are considered temporary and are expected to
revive before the end of 2002. In estimating the cost of cabotage to Puerto Rico we therefore used
estimates of the average shipping costs and shipping volumes in the period 1995-2000, to give us a more
rational and balanced view of expected real freight rates. We furthermore assumed an increase in cargo
volume and shipping averaging 5%/year to project future volumes as well as costs of cabotage to the
Puerto Rican economy. : : :

Furthermore recent changes in federal tax laws and other incentives provided for investments,
particularly in manufacturing in Puerto Rico for many years, are being phased out. These primarily
benefitted and therefore attracted U.S. firms. It is expected that future investors will be more global and
that new Commonwealth incentives will provide major attractions to foreign investors. This in turn
would increase the proportion of Puerto Rican foreign trade versus trade with the continental U.S.A.

As shown in this study the Jones Act not only imposes an economic cost on Puerto Rico, but also affects
the cost and thereby standard of living in Puerto Rico, and the potential for U.S. and foreign investment
which in turn affects employment. Therefore the Jones Act imposes both significant direct and indirect
economic and financial costs on the Commonwealth of Puerto Rico and its people, a cost which far
outweighs any economic or security benefits of the Jones Act to Puerto Rico and the U.S.A.



ECONOMIC IMPACT OF CABOTAGE
AND ALTERNATIVE STRATEGIES TO CABOTAGE

INTRODUCTION

Coastal and inter-island domestic trade of many coastal nations is protected under
cabotage or other laws which restrict access to this trade to national shipping. In some cases the
restriction is even more rigid when the trade is reserved to only certain segments of national
shipping. Iﬁ many coun'»m'es,i including the U.S. for example, national shipping engaged in
international trade may not engage interchangeably in domestic trade such as coastal traffic.
Domestic shipping offers many economic advantages such as lack of foreign competition,
requires comparatively small investments, uses largely low-level technology, and provides
flexible transport and distribution capacity. |

In the U.S., cabotage laws were introduced by the Jones Act of 1936. They restrict
waterborne shipping betweeni any part of continental ports or ports on the U.S. continent and
ports in Alaska, Hawaii, Guam, Puerto Rico, and other U.S. offshore territories, as weli as among
them to U.S. flag cabotage shipping. US flag and registered vessels engaged in the international
trade or trade between U.S. and US territorial ports and foreign destinations are not normally
allowed to also engage in cabotage or U.S. coastal and territorial/offshore trade. ’i’he sole
_ exception to this rule is trade between the U.S. Virgin Islands and the U.S. continent and
territories. The U.S. Virgin Islands are exempted from U.S. cabotage regulations.

Cabotage laws used by a number of coastal, seafaring countries such as the UK, Norway, .
| Japan, China, Greece, Turkey, and more, are now under review. This largely because major new

trading or economic blocks such as the European Union (EU), Association of South East Asian



Countries (ASEAN) and others recognize that national restrictions may interfere with the concept

of free trade among member nations. As a result, the EU is phasing out national cabotage

restrictions (Greece and UK by 2003, etc.). Similarly, NAFTA countries such as Mexico and

Canada are now questioning restrictions imposed by U.S. cabotage rules on intra NAFTA coastal

trades. While these negotiations are so far concerned largely with land and air transport, they

may before long include coastal cabotage rules.

U.S. cabotage laws impose many impacts, the most important of which are:

1.

2.

8.

9.

Limited competition and as a result higher freight rates and other cost
Lack of incentives for capital investment and use of advanced technology
Restrictive work and service rules

Unresponsive service because of lack of corﬁpetition and government
restrictions

Costly and restrictive government regulations

Vessel building, sale, 'purchase restrictions

Restrictions on ownership and financing to 75% U.S. owners and investors
Crewing restrictions to U.S. citizens

Supply restrictions te U.S. sources

All the above add to the costs and quality of service by cabotage shipping.

"The U.S. has most much of its international shipping. Practically all U.S. flag liner (container or

general cargo) have been sold to foreign interests and there are just a few foreign-going

containerships, bulk carriers, and tankers still in service. The reasons are largely restrictions such

as:



B0 U.S. majority ownership
2 U.S. citizen manning

3. U.S. construction

4

U.S. income tax liability for both corporate and individual taxes
While U.S. flag liner shipping qualifies for some federal assistance such as PL 480 (government-
owned cargo) and other preferences as well as monopoly in carriage of U.S. military supplies,
construction and operating cost subsidies have been largely phased out, though the government
continues to provide some shipbuilding cost assistance (Title il, etc.). There are only a few
U.S. flag foreign going liner, bulk, and tanker operators left, and the fleets are quite small. The
two major U.S. foreign going liner operators, Sealand and American President Lines, were
both sold to foreign interests in recent. yearsE.S. cabotage shipping consists mainly of old
decrepit tanker, bulker, and liner tonnage, as well as coastal and offshore tug barge services, all
built in the U.S., manned by U.S. citizen crews, and majority owned by U.S. citizen‘:] ’{}le
results are higher costs, often accompanied by inadequate service. Many foreign countries have
changed their rules of registry and introduced offshore or international registries for ships who
want to fly their flag wi.thout the ownership, manning, and trading restrictions imposed by the old

nation flag and cabotage rulcs.G__he UK, Norway, Denmark, and others have recently introduced

o

N

new rules of ship registry which offer greater ﬂexibilit;l At the same time, the terms of cabotage W

V———-———\___—_—_’ pr—

and restrictive cabotage.:equj@ts have been challenged both abroad and in the U.S.Elaska,

~.

. . e . .
for examplg, has obtained exemptions from cabotage requirements on a number of occasions,
.\‘ ............. e

particularly in thgwt;ér‘irsport of oil from Valdez to U.S. West Coast porcs.\J

———

U.S. farmers have long tried to obtain exemptions from coastal cabotage rules because of

the high penalty that cabotage imposes on agricultural goods transport within the U.S. or of such



products to U.S. processing plants before export. Over the many years that the Jones Act was
being challenged, U.S. seafaring and shipbuilding unions have been able to resist any change in
the laws. Today, with just a few thousand seafarers employed in cabotage shipping, the U.S. flag
international shipping fleet, a bare shadow of its past, and U.S. commercial shipbuilding in rapid
decline, there is little justification to maintain these costly protectionist and outdated laws. They
neither generate effective seafaring nor shipbuilding employment, particularly as ships in the
U.S. cabotage fleet have an average age exceeding 24 years, and is as a result quite unsafe.
Although they have been given a grandfather dispensation for a few more years, cabotage tankers
will soon have to éomply with OPA-90 rulings under which tanker plying in U.S. coastal waters
have to be double hull. There is sen’ops doubt that cabotage owners will or can afford such
replacements. Therefore there is serious doubt that U.S. cabotage laws, as they now stand, can

be maintained for much longer.

Ebotage 18 particular]y onerous to the economies of U.S. offshore territpn'es, states, and
commonwealths that have no alternative modes of transport in their trade with other U.S. states
and territories but shippinq A nufnber of arrangements have recently been introduced which
affect cabotage, particula;ry in the U.S. Traditionally, large foreign ﬁag containerships and
tankers serve a small number of large U.S. ports and use cabotage vessels to serve other U.S.
ports from one or more of the‘se larger ports. In recent years, major container and pet;oleum
offshore transshipment hubs such as Freeport (Bahamas) were established as principal discharge
and loading hubs to serve a whole series of U.S. ports using foreign flag feeder vessels, thereby

bypassing the U.S. cabotage rules. Similar arrangements are in place worldwide and have raised

the whole issue of the use of cabotage as a protective device for domestic shipping.



TASK1 : U.S.RULES OF CABOTAGE AND CABOTAGE OPERATIONS

1.1  Analysis of U.S. Cabotage Laws and Rules of Enforcement
tG1e 7
In 1936 the U.S. enacted a cabotage law entitled the Jones Act which provides that

merchandise transported entirely or partly by water between U.S. points - either directly or by

way of a foreign I/)g’( - must be carried in vessels that are U.S.-built, U.S.-citizen-owned and

[

R ——————

U.S.-documented (46 U.S.C. app. § 883). The trad¢ between the continental U.S. and Puertp
Rico is encompassed within the Jones Act and is required to abide by its rules. The term "vessel"i
means "a watercfaft or other artificial contrivance that is used, is capable of being used, or is
intended to be used, as a means of transportation by water”. 49 U.S.C. § 13102(21).

The determination of whether vessels qualify for service in Jones Act trades ("coastwise

qualified") is under the authority of the U.S. Coast Guard.' Interpretation and enforcement of the

N

e =

Jones Act is exercised b)(ih_eE.S. Customs Service. The regulation of cargo transportation by

e

—— e

water between the U.S. and PUCHORICO(;; partof the "noncontiguous domestic trade”,
described infra) is under the jurisdiction 0@?{§qffacc‘Transportatioﬁ Board k("ST’B 3

The Jones Act contains some statutory Veyr(rcepti;x;sﬂf& é;ﬁétly defined circumsfances, none
of which are advantageous to the carriage of cargo between the majniand, or continental, U.S. . |
and Puerto Rico according to 46 U.S. app. § 883 of the Jones Act' cited below. Congress can

waive the requirements for the coastwise qualification of specific vessels, and frequently does so

ey

A special cabotage exception, enacted in 1984, is available for passenger vessels in the trade between the
U.S. and Puerto Rico. Vessels that are not coastwise qualified are permitted to serve this route until a coast-wise-
qualified vessel enters the trade. 46 U.S.C. app. § 289c. Coastwise passenger vessel operations are under a
different cabotage law, the Passenger Services Act (46 U.S. C. app. § 289), which is-interpreted differently than is
the Jones Act concerning transportation between U.S. ports via foreign ports. As shown, infra, if merchandise that
is transported between U.S. ports is transshipped at a foreign port, both legs of the route must be served by a

1

coastwise qualified vessel. However, passengers (and their accompanying baggage) following the same route can J V
—

be aboard non-coastwise qualified vessels for both legs.




with respect to vessels that were built or rebuilt outside the U.S. 46 CFR § 67.132.

'_Ihe STB’s jurisdiction does not extent to all Jones Act commerce, but only to
transportation in the "noncontiguous domestic trade”. This means transportation involving
traffic between Alaska, Hawaii, or a U.S. tgrritory or possession’ and any other place in the

United States. 49 U.S.C. § 13102(15).

1.1.1 Applications and Methods of Regulating Cabotage Operations

(A)  Who Sets/Approves Rates for Jones Act Cargoes and Where Can
These Rates Be Found?

Rates for service vessel services in the noncontiguous domestic trade are set
commercially by the vessel operators (the "carriers"). No government agency is involved in
establishing these rates.

However, if the STB finds that particular rates violate the requirement that rates must be
reasonable (49 USC § 13701), the STB can "prescribe the rate, classification, rule, practice,
through route, or division of joint rates to be applied”. 49 U.S.C. § 13701(b). The STB has not
taken such action since it was established in 1996 (as the sﬁccessor to the Interstate Commerce
Commission), at which time regulatory jurisdiction over the noncontiguous domestic trade was
transferred from the Federal Marmme Commission to the STB.

The STB does not approve rates that are filed. The filed rateé are legal unless and until
the filed rates are found by the STB to be unlawful. STB staff officials have advised that there

have been no cases or proceedings at the STB that have resulted in an adjudication of the

? The U.S. Virgin Islands are included in the noncontiguous domestic trade for purposes of STB regulation;

‘but the Virgin Islands are not covered by the Jones Act.



reasonablenéss of rates in the noncontiguous domestic trade. The staff’s view is that there is

1
i

vigorous; competition in this trade, so that there has been no need for requests to the STB that it

become involved in carriers’ rate practices. The STB ordinarily would investigate rate

reasonaBleness only on complaint, and not on its own initiative.

Iflor most types of cargoes, these rates are required to be published in tariffs filed at the

|
i

STB. Fgr some types of cargoes, the rates are not required to be included in tariffs that are
published or filed. Additionally, some rates can be established pursuant to negotiated contracts
between the carrier and the shipper; and such contracts are not required to be filed with the STB.

49 U.S.C. § 14101(b)(1).

STB jurisdiction, and resultant tariff filing, embraces transportation:
| g _

(1) by water carrier between a place in a state and a place in another state (including
térritories and possessions);

2) by water carrier and motor carrier between a place in a state and a place in another state;
aind

I

3) by water carrier or by water carrier and motor carrier between a place in the United States

i
i

afnd a place outside the United States - (i) as to motor carriage, to the extent that the

i
i

n:jlotor carrier transportation is in the United States; (ii) as to water carriage, to the extent
t}ilat water transportat_ion is between a place in the United States and another place in the
[ZInited States before or after traﬁsshipment to or from a place in the United States to a
piace outside the United States. 49 U.S.C. §13521

The tariff-filin g requirement therefore applies to cargo transported port-to-port, point-to-point,

and point-to-port. The STB has jurisdiction over intermodal and port-to-port transportation in



the noncontiguous domestic trade. 49 CFR §1312.1.

A statutory tariff filing exemption is provided for bulk cargo, forest products, recycled
metal scrap, waste paper and paper waste. 49 U.S.C. § 13702 (a)(1), 49 CFR § 1312.1(a).
Tariff filing is exempted, also, for rates established by contract between a carrier and a shipper.
49 CFR § 1312.1(b)(1). Such contracts may provide "specified services under specified rates and
conditions”". 49 U.S.C. § 14101(b). The STB has no records as to the percentage of shipmc?nts in
the noncontiguous trade that move under contract rates versus those that move under tariff rates. ‘
(Most rail and truck shipments are under contact rates, according to STB staff officials.)

Thus, while filed tariff rates must be published and made readily available to the public
(49 vU.S.C. § 13702(b)(1); 49 CFR §§ 1312.2(a) and (b), 1312.13), contract rates are not
published or filed, and contract rates therefore are not available to the public. 49 CFR §

1312(1)(b).

(B)  Arethe Rates Referred to in ''(a)"" Above for Shipping Only, or Can
They Include Port Services and Land Transport?

The rates in tariffs that are filed with the STB (and presumably unpublished and unfiled
contract rates) can inélude port-services and land transportation.

Carriers’ files tariffs for the noncontiguous domestic trade must include the rates for all
"transportation or service” that 1s provided, and must identify "privileges given and facilities -
allowed”. 49 U.S.C. § 13702(b)(1) and (2). Carriers are permitted to "provide transportation or
service ... only if the rates, and related rules and practices, for such transportation or service are
contained in a published tariff that is on file" with the STB. 49 CFR § 1312.2(a).

The term "transportation” is defined to include (i) "a motor vehicle, vessel, warehouse,



wharf, pier, dock, yard, property, facility, instrumentality, or equipment of any kind related to the
movement of " cargo; and (ii) services related to such cargo movement, including "arranging for,
receipt, delivery, elevation, transfer in transit, refrigeration, icing, ventilation, storage, handling,
packing, unpacking, and interchange of" cargo. 49 U.S.C. § 13102(19).

Accordingly, any services of the type enumerated in connection with the provision of
transportation can be included in a tariff or a contract; and such services must be included if
provided to the carrier’s customer.

Filed tariffs also can include inland transportation. The STB’s jurisdiction with respect to
the noncontiguous domestic trade, as discussed above, includes transportation solely by water
caxﬁer band jointly by water carrier and motor carrier. Such jurisdiction attaches to transportation
between a"'place" in one state and a place in another state or a place outside the United States.
49 U.S.C. § 13521. Further, a carrier that provides transportation under a joint rate for a through
movement is not required to include in its tariff the inland divisions of the through rate. 49

U.S.C. § 13702(b)(3).

(C) Must Transit Cargo (Puerto Rican Imports and Exports) to or from
Foreign Countries Shipped Via U.S. Continental Ports Be Carried by
Jones Act Vessels at Jones Act Rates?
Such cargo must be carried to Puerto Rico on coastwise qualified vessels, on the
assumption that the cargo is offloaded at the U.S. continental port and loaded on another vessel
for carriage to Puerto Rico. However, if the cargo is not transferred to a different vessel at the

continental U.S. port, no violation of the Jones Act should occur. Thus, a vessel sailing to the

U.S. commonly carries containers destined to multiple U.S. ports, and the vessel makes several



U.S. port calls, unloading containers at each port.

The basic cabotage rule, as applied to this matter, is that the transportation of
merchandise to/from a U.S. continental point and from/to a point in Puerto Rico is within the
Jones Act. Transportation that is foreign-to-foreign is not within the Jones Act, even if the
merchandise transits the continental U.S. or Puerto Rico. Transportation for U.S. or Puerto
Rican imports or exports is not covered by the Jones Act if the merchandise moves directly from
a point in the U.S. or Puerto Rico to a foreign point without being unloaded and reloaded at an
intermediate U.S. point. If such merchandise is unloaded and reloaded at a U.S. point, the Jones
Act appiies.

The U.S. Customs Service issugs rulings, on request, interpreting the Jones Act and
applying it to situations specified in such requests. Several sample Customs rulings relevant to
this question are discussed below. These rulings describe the extent to which Customs extends
the reach of the Jones Act so that transit cargo to/from foreign countries shipped via U.S.
continental ports would be covered by the Jones Act for the U.S. continental port/Puerto Rico leg
if the cargo were transferred to a second vessel at the U.S. continental port.

One ruling expressed the underlying principle with respect to a proposed shipment, in
bond, from New York to Jamaica by a foreign-flag vesse],'then from Jamaica to Puerto Rico by
another foreign-flag \‘Iessel‘, and then from Puerto Rico to Trinidad by a third foreign-flag vessel.
The carrier argued that this was a foreign-to-foreign shipment and that coastwise qualified
vessels were not requifed for any leg of the movement. Customs ru}¢d that the shipment was
required to be shipped on coastwise qualified vessel from New York to Puerto Rico via Jamaica:

"[Cloastwise transportation of merchandise takes place, within the meaning of the coastwise

10



laws, when merchandise laden at a point embraced within the coastwise laws ("coastwise point")
is unladen at another coastwise point, regardless of the origin or ultimate d@stination of the
merchandise.” HQ 111134, February 19, 1991, VESVES-IO—OB, COR:IT:C 111134 BEW.

Another ruling concerned foreign-bound shipments from New York to California by a
foreign-flag vessel, where the cargo was transferred to another foreign-flag vessel for carriage to
Japan. The Customs Service ruled that such shipments violated the Jones Act. The reason was
that the cargo was carried by a foréign-ﬂag vessel from the ' U.S. point of lading to another U.S.
point for transshipment, regardless that the cargo was destined foreign. HQ 110767, February
21, 1990, VES06/07-C):R:P:C 1 10767 GV.

In a third ruling, Customs con_sidered a proposal to transport cargo from a U.S. inland
port to Puerto Rico, first by truck from the inland port to Halifax and then by foreign-flag vessel
to Puerto Rico. The ruling was that such service violated the Jones Act. HQ 114611, February
23, 1999, VES-3-06-RR:IT:EC 114611 GEV.

If transit cargo to Puerto Rico were not offloaded at a U.S. continental port and~loaded
onto another vessel for carriage to Puerto Rico, the principle underlying the foregoing rulings
would not apply. The cargo would not be loaded at one U.S. point and unloaded at another U.S.
point.

If there are any proposed vessel operations that raise doubt as to whether they would be
permitted under the Jones Act, it would be advisable to seek a Customs ruling. The penalties for
violating the Jones Act can be forfeiture of the merchandise or its equivalent value. 46 U.S.C.

app. § 883.

11



. (D) (i) What Are the Rules for Ownership, Operations, Manning,
Construction, etc. for Jones Act Vessels? (ii) Are These Rules Being
Relaxed? (iii) Do the Same Rules Apply to Barges or Tug-and-Barge
Combinations? '

1 Jones Act Vessel Rules

The Jones Act requires that coastwise qualified vessels must be built in the U.S., must be
documented under the laws of the U.S., and must be owned by a U.S. citizen or citizens. The
rules for construction, documentation, and ownership are administered by the U.S. Coast Guard. .
The Coast Guard issues certificates of documentation with endorsements for certain types of
vessel operations. A vessel to be employed in the Jones Act, or coastwise, trade requires a
coastwise endorsement. 46 U.S.C. § 12106.

A vessel is U.S.-built if all major hull and superstructure components are fabricated in the
U.S., and if the vessel is assembled entirely in the U.S.b 46 CFR § 67.97.

A vessel to be employed in the coastwise trade is documented under U.S. law if it
complies with the requirements for documentation and receives a certificate of documentation
with a coastwise endorsement. 46 U.S.C. § 12103.

Documentation requires that thé vessel be eligible for documentation, i.e., the vessel must
be of at least five net tons and must be U.S.-owned. 46 U.S.C. § 12102; 46 CFR §-67.5.

Please note that a vessel that is not documented under U.S. law because it is not of five

_net tons, such as a barge, must nevertheless meet all other requirements for coastwise
endorsement in order to be coastwise qualified. HQ 111615, May 8, 1991, VES-3/5-CO:R:IT:C
111615 GEV.

The determination of ownership by U.S. citizens for the purpose of coastwise
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endorsement:depends on the characteristics of the owner. The overriding rule 1s that the vessel
must be 75% owned by U.S. citizens. 46 U.S.C. app. § 802.

A partnership is a citizen if at least 75% of the equity interest in the partnership is owned
by U.S. citizens. 46 CFR § 67.35.

A trust is a U.S. citizen if the trustees and beneficiaries are U.S. citizens and at least 75%
of the equity interest in the trust is owned by U.S. citizens. 46 CFR § 67.36.

A corporation is a U.S. citizen if it is incorporated in the U.S., if its chief executive
officer and board chairman are U.S. citizens, if no more than a minority of a quorum of the board
of directors are non-citizens, and if at least 75% of the stock interest in the corporation is owned
by U.S. citizens. 46 CFR § 67.39.

Stock or equity interest is determined by examining all classes and types of ownership in
the stock or equity. The requisite ownership requirement may not exist if foreign citizens in any
way exercise "voting power" or "control" over the entity owning the vessel. 46 U.S.C. app. §
802. Detailed criteria are provided as to the»factors governing voting power and control. 46
CFR § 67.31.

An exception was added to the foregoing requirements for a éoastwise qualified vessel in
orderto encourage investment in the Jones Act fleet. This exception, added in A1996, provides
that a vessel which is eligible for documentation can qualify under the Jones Act if (A) the
owner, or a parent entity of the owner, or a subsidiary of a parent entity "is primarily engaged in
leasing or other financing transactions”, and (B) the vessel is under demise charter of at least
three years to a citizen for purposes of coastwise qualification. 46 U.S.C. § 12106(e).

U.S.-documented vessels must be manned by U.S. crews. The master, chief engineer,

13



radio officer-and officer in charge of deck or engineering watch must be U.S. citizens. Seventy-
five percent of the unlicensed crew must be U.S. citizens, and the remaining twenty-five percent
may be permanent U.S. residents. 46 U.S.C. § 8103.

A coastwise qualified vessel will lose its eligibility for a coastwise endorsement and for
Jones Act service if the vessel is sold in whole or in part to an entity that does not qualify as a
citizen for coastwise endorsement, or if the vessel is registered under the laws of another country,
or if the vessel is rebuilt outside the U.S. 46 CFR § 67.19(d). A vessel is considered rebuilt
outside the U.S. if a considerable portion of its hull or superstructure is built upon or

substantially altered outside the U.S. 46 CFR § 67.177.

(2) Relaxation of Jones Act Rules.

The Jones Act requirements are not being relaxes, and it appears improbable that the
Jones Act requirements will be relaxed in the near future. Efforts have been made in Congress in
recent years to modify the Jones Act in orde“r to relax the requirements for coastwise
qualification. These efforts have been unsuccessful. Members of Congress, especially in the
HQuse, have strongly supported the Jones Act. For example, in the last Congress (the 105™),
Congressman Moakley (Dem.-Massachusetts) introduced a resolution listing at great length the
perceived benefits of the Jones Act, and urging that the Jones Act should be "fully and strongly
‘supported". H. Con. Res. 65, April 23, 1997. This proposal was cosponsored by 244 House
members. The Department of Defense, also, opposes relaxation of the Jones Act.

The only notable exception occurred in 1996 with the enactment of the provision,

discussed above, allowing coastwise qualification for vessels owned by entities in the business of
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leasing or fifiancial transactions,

The most recent legislative proposal to relax the Jones Act was introduced by Senator
Brownback (Rep.-Kansas), S. 1032. This bill woﬁld exempt certain commodities from carriage
by coastwise qualified vessels in the coastwise trade: forest products, bulk cargo, agricultural
products in bulk, and livestock. This bill was introduced on May 13, 1999 and has seen no
progress since that time. It appears improbable that this bill will be enacted during the current
Congress.

Other bills have been introduced in the current (106™) Congress to relax the passenger
cabotage law (Passenger Vessel Services Act). These bills have attracted some congressional
support, and observers ha\;e opined that relaxation of passenger cabotage might be possible with
respect to the requirement that coastwise qualified vessels be U.S. built. Legislative proposals on
this issue may receive serious attention in Congress this year, but the prospects for enactment
seem doubtful, especially since the current congressional session likely will be shortened by the
political campaigns for the national elections.

Nevertheless, Congress has sometimes acted quickly and without notice during the last
hours of a Congress to pass narrowly focused legislation; and surprises can occur. We have no
reason to expect such an occurrence in the current Congress with respect to the Jones Act.

While there seem to l?e few préspects for relaxation of the Jones Act in the near term, a
new dialogue on the Jones Act developed recently between certain of the Jones Act’s defenders
and opponents - carriers and shippers.

The carriers, represented by the Maritime Cabotage Task Force, have announced the

establishment of a joint committee with the National Industrial Transportation League, a shipper
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group, to discuss business issues related to cabotage. The Task Force i3 cdmposed of domestic
carriers, labor unions and shipyards that have lobbied for retention of the Jones Act without
modification.

The carriers could be motivated by a desire for improved relationships with shippers and
potential shippers who have long sought repeal or amendment of the Jones Act. The requirement
that cabotage vessels must be U.S.-built has become a primary target of the shippers’ efforts.
This 1s because the requirgment for U.S. documentation wduld be retained, thereby still
mandating U.S. crews and possibly avoiding the unions’ staunch opposition to any change in the
Jones Act. B

We have been informed that the discussions between these carrier and shipper groups are
intended to focus on "business issues” and not on the Jones Act itself. The planned joint
committee of these groups has not met, or even been scheduled. Therefore, the timing or
possible results of the proposed discussions, are uncertain; and the possibility of any relaxation

of the Jones Act’s requirements seems unlikely in the near future.

3) J ones Act Rules for Barges and Tug-and-béfge Combinations
The Jones Act rules are not different for barges and tug-and-barge operations. As notgd
above, barges are covered by Fhe Jones Act. There is no different treatment of vessels for Jones
Act purposes because they are not self-propelled or are ineligible for documentation because of
insufficient net tonnage. The word vessel as used in the Jones Act is broadly defined, as

discussed above.
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2 (4)  Does the Shipment of Puerto Rican Cargo to/from the U.S. via
Transshipment at Freeport, Bahamas in Foreign-flag Vessels Violate
the Jones Act?

As discussed under "(c)" above, the transportation of merchandise between two U.S.
points must be provided by coastwise qualified vessels, even if the merchandise is transshipped
at an intermediate non-U.S. point. This result cannot be avoided by employing different non-
coastwise qualified vessels for each of the two legs of the route. At the same time there is little

control over exports to an intermediate point which are subsequently imported to a U.S. port.

1.2  Rules for Transshipment Port/Hub and Freeports under Cabotage Laws

(A)  Are There Special Laws/Rules for Transshipment Ports (Airports)
Which Handle Only Foreign Trade Not Destined to the U.S. of Puerto
Rico?

As already discussed, foreign-to-foreign transportation of merchandise is not covered by
the Jones Act. Therefore, this does not appear to be a Jones Act issue. Also, we are unaware of
sites that are established solely to handle foreign-to-foreign cargo that passes througl"n the U.S. or
Puerto Rico only for transshipment. Cargo in this category may transit through foreign trade
zones or may be transshipped in bond.

A foreign tradé zone could be established solely for the transshipment of cargo.
However, the trade zone likely would be established as a "general purpose" trade zone; and the
Foreign Trade Zone Board (which regulates the establishment of forei gn trade zones) does not
have information as to whether trade zones are being used only for transshipment.

There are provisions governing such transshipment, administered primarily by the

Customs Service. See, e.g., 19 CFR Part 18 concerning transportation in bond, and 19 CFR Part
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146, Subpart,F concerning transfer of merchandise from a foreign trade zone. The transshipment
of foreign-to-foreign cargo need not have Customs implications since the cargo is not entering

the U.S. for consumption.

(B) Do Such Rules Affect (i) Customs Regulations, Ownership, Health
and Other Rules or (ii) Labor or Employment/Work Rules?

Customs regulations are involved, as mentioned above, and strict adherence to those
regulations is necessary in order to avoid risk of serious penalties involving the violation of
foreign trade zone or in bond regulations.

With respect to other types of regulation, all municipal, state, and federal laws are
applicable to foreign trade zones to the extent relevant in particular circumstances. For example,
foreign trade zones have been held to be part of the U.S. for the purposes of the laws
administered by the Food and Drug Administration. Food and Drug Administration Compliance

Policy Guide Sec. 110.200, CPG 7150.11 (January 5, 1979).

(C)  If Such Port or Industrial Zone is a Freeport Zone, Is It Exempt from
Such Rules?

According to the Customs Service, the United States does not have any free ports.

Therefore, we are not aware that U.S. laws or regulations contemplate a free port situation.

1.3 Manning, Ship Construction, Ownership, and Defense Readiness of Cabotage
Shipping

Manning and ship construction standards for ships employed in the U.S. cabotage trade
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are regulatea’ by the U.S. Coast Guard which also enforces these regulations by inspections and
supervisions. Ships employed in the cabotage trade must be built in U.S. shipyards, be 75%
owned by U.S. citizens, and manned 100% by U.S. citizen crews. They must be repaired and
maintained in U.S. shipyards and use U.S. suppliers anq victuallers. bThvey must be offered to the
U.S. Government for service in the defense of the US n Egleif)_fdgglar_ed y,i\and must be
adequately maintained to meet such defense readinéss requirements.

Manning of U.S. cabotage vessels is usual]y larger than that on similar vessels in
international trade. As a result of this, crewing cos{s are significantly higher. Similarly,
constrﬁction costs are usually 50-100% higher than %those of similar ships built in foreign yards.
This not only affects costs of ship construction or aéquisition financing but also the cost of ship
insurance (hull, machinery, etc.). This has resulted m a severe deterioration of the U.S. cabotage
fleet which now averages 23 years of ag& This largely Because owners cannot afford to replace
their decrepit tonnage, as well as the uncertainty of the future of both cabotage trades as well as
cabotage regulations. In turn the old age of fcabotag.e vessels affects (1) crew size because of lack

of automation, (2) fuel efficiency, and (3) maintenahce and repair costs. Together these added

costs can add 50% or more to operating costs.

ﬂf Comparison of U.S. Yersus Foreign Cabbtage Laws
U.S. cabotage laws (The Jones Act) were foﬁnulated in line with similar lawsin place in
many foreign countries. These usually also restrict vessels to domestic (coastal and inland water
national) trades. The major differences are

-- Only th¢ U.S. insists that qualified U.S. flag vessels be built in U.S.
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shipyards. Most, if not all, other countries with cabotage laws permit
domestic owners (50-100%) to purchase ships anywhere and import them
for domestic use (similar to import of foreign built aircraft for use in
domestic air service in the U.S.). They similarly are able to sell charter in
or out ships built/owned in other countries for their cabotage service.
Only the U.S. requires operators in the cabotage trade to have 100%
n}/anning by (U.S.) nationals.

Several foreign countries have cabotage rules which permit limited
participation of foreign flag vessels in their domestic trades.

In many countries "Free Ports" or customs free zone trade is fully
exempted from cabotage rules, particularly when imports are used in the

assembly of exports. In other words, value-added activities on

* material/goods imported for reexport with value added are usually

exempted from the rules of cabotage.

20



TASK 2 * U.S. CABOTAGE TRADES AND FLEET COMPOSITION

21 Major U.S. Cabotage Trades

Cabotage trades in the U.S. are mostly concerned with the carnage of bulk commédities
such as petroleum products, crude oil, construction material, grain, éhemica]s, etc. Conta?nedzed
and break bulk general cargo are minor commodities in the coastal cabotage trade such as along
the U.S. East Coast, the U.S. West Coast, and the U.S. Gulf Coast, in which bulk trades
dominate. On the other hand, U.S. offshore territories such as Puerto Rico, Hawaii, and /i\laska
as well as minor territories in the Pacific (Guam, Marshall Islands, étc.) are served by cabBtage
container and break bulk shipping in their trades with the contincnta‘j U.S. Therefore the éxtra
cost of cabotage in the regular liner (container and break bulk) Uadés is mainly borne by US
offshore territories. |

The major U.S. East Coast cabotage trades are petroleum products between reﬁneﬁes in
the Philadelphia regvion, New England and New York; coal between Norfolk/Newport News; and
power plants all along the Eést Coast, and bulk grains as well as coﬂstruction material am@ng
many port pairs.

On the West Coast the major cabotage moves are of crude oijl between Alaska and%
California, as well as Washington and Oregon. There are also product trades along the cdast.
The U.S. Gulf Coast also has many petro]ehm préducts and chemicaJ trades, as well as mcfwes of
coal, grain, and iron ore between Mississippi outlets and various Guif and East Coast poné. The
cargo volumes handled in the major U.S. cabotage trades are listed in Table 2.1.

A limited number of containers are traded by U.S. cabotage éhipping primarily between

* major hub ports such as New York on the East Coast and ports such as Boston. This trade is

21



essentially performed by container carrying barges. Cabotage container feeder services are

growing with increased use of large vessel container hub ports served by foreign flag

containerships which serve minor U.S. ports by use of smaller cabotage container ships or

bmge%jgﬁiy\Si gnificant U.S. container cabotage trade though is the U.S. mainland Puerto

Rican trade. %U.S. West Coast-Hawaii and Alaska-U.S. West Coast container trades are not very

large and account for only about 260,000 and 48,000 TEU respectively.

TABLE 2.1 - U.S. Cabotage Containerized Trade Volumes °

(Millions of Tons - 1999)
Tons (000) Dollars Containers
(Mill) FEU (100) | TEU (000)

US - Puerto Rico ouT 5,292 9,917 644 1,049

IN 3,139 15,960 393 648
US - Havana ? ouT 3,820 5,228 198 385

IN 1,320 1,008 72 128
US - Alaska 2 ouT 1,080 2,310 61 114

IN 280 610 18 34
NE - New York ouT 644 822 38 76

IN 580 472 32 64
TOTAL | 16,135 36327 | 1,356 2498
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1 Puerto Rico-US Cabotage Trade (1999) in 000

PR Export PR Import Total

FEU TEU FEU TEU FEU TEU
Total 414 690 698 1,158 1,112 1,842
Container
Trade
Direct 21 42 54 108 75 150
Foreign
Cabotage | 393 648 644 1,049 1,037 1,698

2 Estimated from U.S. Waterborne Traffic by major commodities U.S.A.C.F. Nav. Data
Center, 1999 - in short tons
3 Excluding Seattle-LLA and other minor coastal trades

2.2 Major U.S. Cabotage Operators and Fleets by Size, Number, Age, etc.

The U.S. cabotage fleet consists mainly of coastal tankers and tank barhes, some dry bulk
carriers and barges, and a few containerships and barges. The average age of self-propelled o
tankers in the fleet is over 24 years and that of tank bargés about 13 ‘years. Essentially all tankers
employed in the U.S. cabotage trade are single hull and will have to be replaced by double hull -
tankers when the grandfather clauses of the' pollution prevention act of 1990 expire. Few, if any,
opera—tors appear to be willing or able to éfford such replacement by double hull tankers. The
future of this segment of the Jones Act fleet is therefore in doubt. The composition of the U.S.
cabotage fleet is shown in Table 2.2 and its ownership/operators in Table 2.3. It is noted that few
of the vessels in the fleet are of value in international trade and that the average age of the whole

fleet is in excess of 19.4 years by number of the vessels and 21.6 years by capacity the vessels in
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the fleet.

2.3  U.S. Cabotage Fleet Defense Preparedness Supply Capability
The U.S. cabotage fleet has little if any value in support of U.S. defense both by

composition of the fleet as well as age and quality of the fleet. Furthermore with few if any self-
propelled cabotage or cabotage replacement vessels being built, the cabotage laws do little Fo
support the U.S. shipbuilding base. While some coastal tank and dry cargo barges continue to be‘
built for the U.S. cabotage fleet in U.S. yards, few if any self-propelled tankers, bontainerships or
dry cargo.

Table 2.2 - U.S. Cabotage Fleet Composition

Privately-owned, self-propelled Merchant Vessels with Unrestricted Domestic Trading
Privileges (Jones Act) vessels of 1,000 GRT and above. As of April 1, 2001. (Tonnage in
Thousands).

Vessel Type Ships GRT DWT
Tanker 103 3410 6695
Dry Bulk Carrier 7 103 184
Full Container 30 690 761
Roll-On/Roll-Off 13 377 239
Cruise/Passenger 1 20 7
Freighter 3 45 65
Total 157 4645 7951

GRT = Gross Registered Tons

'DWT = Deadweight Tons
* For details on the entire U.S.-Flag fleet operating in both domestic and international commerce, see the latest
issue of "Cargo-Carrying U.S.-Flag Fleet by Area of Operation" and "U.S.-Flag Fleet of Passenger Vessels,
Tugs/Tugs/Towboats and Other Work Boats".
Source: Maritime Administration, Office of Statistical and Economic Analysis

The cabotage tug-barge fleet is shown in Table 2.4, while the total fleet of U.S. flag
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vessels is shown in Table 2.5 which also shows their deployments. Table 2.6 shows the total

cabotage fleet by ownership.

Table 2.3 - U.S. Cabotage Container Fleet Owners/Operators

Year Gross Tons DWT Tons Beam Length (in Draft Operator

meters)
1971 19,454 20,428 27.5 214.7 10.9 Navieras NPR Inc.
1971 30,877 37,346 30.5 240.1 10.7 Matson Navigation Co.
1987 20,965 20,668 23.8 216.4 10.4 CSX Lines, LLC
1968 19,157 - 22,493 27.5 213.5 9.8 CSX Lines, LLC
1973 23,763 25,730 29.0 219.6 10.4 CSX Lines, LI.C
1969 . 19,203 20,904 27.5 213.5 9.8 CSX Lines, LLC
1968 18,894 22,013 27.5 213.5 9.8 CSX Lines, L1L.C
1973 21,687 19,845 27.5 203.7 11.1 CSX Lines, LL.C
1973 21,687 19,842 27.5 203.7 10.7 CSX Lines, LLC
1987 20,965 20,668 23.8 216.4 104 CSX Lines, LLC
1972 47,667 28,200 27.5 247.6 11.1 CSX Lines, LLC
1974 23,763 25,730 29.0 219.6 10.4 CSX Lines, LLC
1987 20,965 20,668 23.8 216.4 10.4 CSX Lines, LLC
1973 28,087 31,495 27.5 247.8 11.1 CSX Lines, L1LC
1972 26,746 38,656 30.5 240.1 12.4 Matson Navigation Co.
1969 19,283 20,904 27.5 213.5 10.9 Navieras NPR Inc.
1968 19,046 27,582 27.5 213.5 9.8 Navieras NPR Inc.
1980 22,626 26,350 29.0 219.6 104 Matson Navigation Co.
1971 26,746 38,656 30.5 240.1 10.7 Matson Navigation Co.
1970 23,785 27,107 29.0¢ 219.6 10.4 Matson Navigation Co.
1970 23,785 27,107 29.0 219.6 10.4 Matson Navigation Co.
1995 3,857 2,370 0.0 97.6 0.0 Edison Chouest
1978 4,544 26,665 29.0 219.6 10.4 Matson Navigation Co.
1968 9,203 20,904 27.5 213.5 9.8 Navieras NPR Inc.
1970 19,444 20,336 27.5 214.7 10.9 Navieras NPR Inc.
1992 31,573 28,555 32.3 217.5 11.6 Matson Navigation Co.
26 597,772 636,222
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Table 2.4: U.S. Cabotage Tug-Barge Fleet (January 2002)

TUG-BARGE BULK

GRT DWT
1977 16,248 24,372 | Gulfcoast Transit Co.
1973 15,834 23,751 Gulfcoast Transit Co.
1982 { 14,337 21,500 | Gulfcoast Transit Co.
1976 1,597 25,400 Pan American Grain Co., Inc.
Total 48,016 95,023 |
Average Age 22.5 years
‘ TUG-BARGE TANKER
GRT DWT
1983 22,331 48,000 Sheridan Transportation Co.
1982 11,438 16,024 | Pronav Ship Management, Inc.
"1982 22,470 48,000 Sheridan Transportation Co.

1982 22,470 48,000 | Sheridan Transportation Co.
1983 22,331 4}7,600 Sheridan Transportation Co.
1982 17,286 25,931 Matson Navigation Co.
1983 22,331 48,000 Sheridan Transportation Co.
1983 22,470 47,600 Sheﬁdan Transportation Co.
1977 18,671 42,000 | Seabulk International Inc.
1981 17,026 37,300 | Marine Transport Corp.

| 1981 17,026 41,000 | Marine Transport Corp.
Total 215,850 449,455
Average Age 20.27 years
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“sTable 2.5: U.S.-Flag Cargo Carrying Vessels by Area of Operation
(Carrying Capacity Expressed in Thousands)
As of October 1, 2001
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Table 2.6: U.S. Cabotage Fleets (2002 January 1)

No. Ships | No. No. No. Bulk No. No. Chemical | No. of
Tankers Containership | Carriers RoRo Tankers Freighterz .
3
Navieras NPR Inc. 5 - 5 - . - -
Matson Navitgation Co. 10 - 8 - 2 - -
Edison Chouest 1 - 1 - . - -
Amerfcan Overseas Marine Corpl 5 . - - 5 - -
OSG Ship Management 5 4 - 1 - . .
Gulf Coast Transit Co. 1 - - 1 - . .
Ocean Shipholding 4 4 . . . . .
Freeport McMoran 2 - - - - 2 -
AHL Shipping 4 3 - . - 1 .
Marine Transport 13 10 - - - 3 -
Huide Marine 3 1 - - - 2 -
International Shipbuilding 1 - - . - - -
Atlantic Tankship |1 . . . . 1 )
Seabulk Tankers 6 3 - - - 3 -
Sulphur Carriers 1 - - . - 1 .
CSX Lines 16 - 16 . - - -
Totem Ocean Trailer 5 - - 2 3 - -
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Keystone Shipping 16 5 - - - 1 -
Alaska Tanker Co. 8 8 . . . . .
Crowley Maritime 1 1 - - - - -
Interocean Ugland 5 3 - - 2 - -
Chevron Shipping 4 4 - . - - -
Coscol Marine Corp. 2 2 - - - . .
Sealift 2 - - - - - 2
Foss Maritime 1 - - - 1 - -
Marine Transport 7 7 - < . - .
Maritrans Op Partners 3 3 - - - - -
Polar Tankers Inc. 5 5 - - - - -
Seariver Maritime 8 6 - - . - .
August Trading 2 2 - . - - -
John Stone Oil Distributors 1 1 - - - - -
TOTAL 134 72 {26 2 13 14 2(3)
"Total Gross Tons 4,496,258 | 3,103,509 | 597,772 31,075 425,415 | 285,368 31,898
Total DWT 6,861,061 | 5,422,274 | 636,222 55,499 240,370 | 461,551 45,100
Average Years in Age 25.31 23.35 25.9 27.0 28.8 24.43 33.0

* Excludes 1 collier and 1 combo passenger/cargo.
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TASK 3 -. CABOTAGE TRADE BETWEEN THE CONTINENTAL U.S. AND
PUERTO RICO

3.1 Continental U.S./Puerto Rican Cabotage Trade Including Puerto Rican Foreign
Trade Transported (Carried) Via the Continental or Directly

All trade between Puerto Rico and the U.S. (mainland and U.S. other territories with the
exception of the U.S. Virgih Islands) is considered cabotage trade and must be carried by
qualified U.S. flag cabotage vessels, independent of its origin or destination. In other words, not
only goods traded between Puerto Rico and mainland U.S., but also those traded between Puertoa
Rico and foreign countries pass;ing through a U.S. port and/or U.S. territories must be carried by
cabotage qualified vessels between Puerto Rico and the U.S. mainland or other U.S. ports. The
only exceptions are the U.S. VirginvIs']ands which are exempted from cabotage requirements.

Dry cargo movements through Puerto Rican ports remained essentially constant between
1991 and 2000 at about 10 million tons as seen in Table 3.1.

Containerized general cargo traffic through San Juan (Table 3.2) similarly grew only at
an aggregate of 2.6% per year on average, well below the average growth of GDP. In other

words, Puerto Rican trade stagnated to some extent in recent years.
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Table 3.1: Puerto Rican Port Dry Cargo Traffic

Year Total Short Tons (Millions) Absolute Change (Million ST)
1991 10.82. 1.919
1992 10.268 (557)
1993 8.528 (1.741)
1994 9.943 (1.415)
1995 9.441 (501)
1996 9.638 196
1997 9.821 183
1998 10.004 183
1999 9.820 (184)
2000 9.680 E (140) E

Table 3.2: Container Cargo Movement Through the Port of San Juan
in the 90s: Total Moves (Calendar Years)

Fiscal Year Containers Change TEUs
1990 736,749 --
1991 844,820 14.7
1992 840,981. -.45
1993 814,915 -3.1 1,527,960__
1994 817,916 37 ,_ 1,533,597
1995 853,222 " 4.3 1,599,781
1996 918,000 7.6 1,743,864
1997 949,500 3.4 1,833,018
1998 1,061,480 11.8 1,837,232
1999 1,111,846 4.7 1,898,200
2000 1,040,320 E -5.9E 1 1,848,120 E

3.1.1 Direct and Indirect Foreign Containerized Trade of Puerto Rico

The direct foreign trade of Puerto Rico in the 12 months ffom August 1, 1997 to July 31,

1998 or Puerto Rican foreign trade which was not transshipped via the U.S. mainland, consisted
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of 121,870 TEU (57,817 TEU exports and 64,053 TEU imports) or less than 10% of Puerto
Rico’s total recorded containerized trade during that period. A significantly Jarger amount of
Puerto Rican containerized foreign trade was transshipped via the USA. It is interesting to note
that non-Caribbean, etc. direct foreign trade during that period was highly imbalanced, with
34,278 TEU of imports and 9,515 TEU of éxports. A reverse relationship was achieved in
Caribbean, etc. foreign trade, with 48,302 TEU of exports and only 29,775 TEU of imports.
While 84% of Puerto Rico’s direct exports went to the Caribbean, etc. countries, only 46% of
direct imports were derived from these éources. A sighificant proportion of these direct exports
to other Caribbean, etc. countries consists actually of transshipment cargo originating elsewhere.

Considering the official external trade figures, merchandise exports (adjusted) were $38.0
b versus merchandise (adjusted) imports of $27.3 b, leaving a positive trade balanc;e of $6.0 b in
1999. The value of registered merchandise trade was $34.9 b for exports and $25.3 b for imports
in 1999.

The major component of Puerto Rlcan exp(;;'ts ;re pharmaceuticals, while motor vehicles,
medical compounds,‘and elecuicallelectronic;- ihétrufnents dominate imports.

The U.S. dominates Puerto Rican trade in terms of both imports and exports with 60.0%
of import and 87.5% of exports in registere‘d merchandise trade, respectively. These figures are
misleading though because a significant amount of Puerto Rican foreign trade transits the U.S.
and is therefore counted as traLl'e with the U.S. In fact, over $3.6 b of Puerto Rican exports and
$2.3 b of Puerto Rican imports registered as trade with the U.S. are actually Puerto Rican export
to foreign countries or Puerto Rican imports from foreign countries transiting the U.S. This is

- largely the result of lack or non-existence of efficient direct shipping links.
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Using the composition of commodities of Puerto Rican foreign trade transiting the U.S.,
it is estimated that this additional volume of Puerto Rican foreign trade 1s equal to 108,000 TEU
of exports and 82,230 TEU of imports. The imports include significant amounts of goods from
China, Hong Kong, Thailand, India, and otﬁer countries whose goods are widely sold and
distributed in Puerto Rico, but whose imports are not listed appropriately.

A large proportion of the foreign/non-U.S. trade listed as registered imports or exports are
high'value goods which are carried directly to or from the respective overseas countries by air,
while most of the goods traded with distant overseas countries by sea transport are transshipped
via the U.S. Adding the direct and indirect exports and imports, the non-U.S. foreign trade of
Puerto Rico is estimated to have consisted of 165,817 TEU of exports and 146,373 TEU of
imports in 1997-1998 (12 months September-August); or about 312,190 TEU total. This is about
22% of the total of Puerto Rican containerized trade and more than twice that registered as
foreign (non-U.S.) Puerto Rican trade.

'Can'bbean and Gulf of Mexico forei gn trade is all direct and therefore remains at 48,302
TEU of exports and 29,775 TEU of imports for» 1997/98 as noted (Table 3.3). Of the remaining
exports about 40% or 43,200 TEU are estimated to have gone to Europe and 49%‘ or 52,920 TEU
to Asia. Similarly, 60% of remaining imports or 69,292 TEU are assumed to have come from
Asia and 32,100 TEU or 28% from Europe. The remainder are containers from or to the west

~ coast of South America, Aust’ralia, etc.

In summary, therefore, the containerized non-U.S. foreign trade of Puerto Rico in

1997/98 is estimated to have consisted of 312,190 TEU (Table 3.3), of which less than half are

- traded directly (Table 3.4), with the rest shipped via cabotage vessels via the U.S. at a large
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additional cost.

Table 3.3: Actual Total Puerto Rico Containerized Foreign Trade (TEU) (1997/98)

To/From Exports Imports Total
Caribbean, etc. 48,302 29,775 78,077
Europe 43 200 32,100 75,300
Asia 52,900 69,292 122,192
Americas 21415 15,206 36,621
TOTAL 165,817 146,373 312,190

Table 3.4 Direct Foreign Containerized Trade of Puerto Rico (1999-2000)

Export Import Total
FEU TEU FEU TEU FEU TEU
Far East 308 616 8,025 16,050 8,333 16,666
.| Europe 1,596 3,192 13,454 26,908 15,050 30,100

Americas 2,113 4,226 22,380 44,760 24,493 48,986
Caribbean 16,990 33,980 10,148 20,296 27,1128 54,276
Grand 21,007 42,014 54,007 108,014 75,014 150,028
Total ‘

It is also interesting to note that while shipping companies, Dole and Maersk/Sealand,
dominate the direct trade with Europe, and APL, Maersk, and Zim with Asia, Crowley and
Maersk/Sealand dominate the Americas markets and Navieras, Marine Express, and

Maersk/Sealand and the Caribbean market.

3.2 Freight Rate Charges

Shipping freight rates are determined by individual shipping companies for each trade. In
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international:liner trades, liner companies used to form conferences which agreed tc charge
uniform rates. This practice was abolished in most trades when non-conference operators
became too powerful and regulatory agencies such as the Federal Maritime Commission (FMC)
intervened some years ago to assure a more competitive environment. As a result, operators can
now set or negotiate their own rates, but are required to post such rates with the FMC or a
designated web site.

Rates are particularly complex in containerized liner shipping. Though containers are
usually identical in size and often weight, rates are differentiated by value of cargo and type of
cargo in the container. For example, a container of a certain size, say 40’ line and 8’ high,
containing 14 tons of electronics may have a rate several times that of the same container full of
paper or cotton waste with the same weight, even though all the handling operations and space or
slot requirements, etc. are the same in both cases. Rates for the same service may differ by a
factor of 4 or 5. As a result, operators will always try to book and give preference to higher

value cargo. In December 1999 for example a 40’ container filled with electronics shipped from

—
7.

Long Beach to Hong Kong cost $4825, while the same container filled with cotton waste was

charged $980.

! 3.3  U.S. Flag Ship Operating Costsj

@3 cost of operating vessels under the U.S. flag in cabotage or foreign trades are
significantly higher than those of foreign flag vessels in similar @ Considering crewing or
manning costs, we find that despite a decreasing number of billets on U.S.-flag oceangoing ships, ’

very few U.S. citizens are seeking employment on ships. The salaries for the master and chief
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engineer include a flat fee per month, usually in the range of $1000-1200, in lieu of overtime in
any form. When substantial overtime has to be paid, the chief officer (mate) and first assistant
engineer on a U.S.-flag ship may actually earn more than the master and chief engineer. Daily
wages are based on a 30-day month, instead of the 27-day month of the vessel as shown in Table

3.5.

Table 3.5A: U.S. Flag Wages vs Billet Cost

Job - $ Daily Wage $ Daily Billet Cost
Master 330 541
Chief Engineer 315 517
Chief Officer 165 271
First AE _ 165 271
Electrical Tech. 135 246
Second Officer 120 ' 213
Second AE 120 213
Third Officer 105 197
Third AE 105 197
QMED 90 180
Pumpman 82.5 135
Bosun ' 82.5 135
Chief Steward 82.5 . 135
Steward/Baker 75 ’ 123
Chief Cook : 75 123
AB maintenance 75 123
AB green status 67.5 111
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Table 3.5B: U.S.-Flag Wages, 1999

U.S. union, U.S. citizen crew

Job Monthly Base Pay
(per person) (US$)
Master : $9900
Chief Engineer $9450
Chief Officer (Mate) ‘ $4950
First Assistant Engineer - $4950
Electrical Technician $4050
Second Officer (Mate) $3600
Second Assistant Engineer $3600
Third Officer (Mate) $3150 -
Third Assistant Engineer ; $3150
QMED $2700
Pumpman (on tanker) $2625
Bosun : $2475
Chief Steward . $2475
Steward/Baker $2250
Chief Cook ‘ $2250
AB, maintenance $2250
AB, green status $2250

In fact, the wages are only a part of the crew costs facing U.S.-flag shipowners; In total,
they have to pay something called a "daily billet cost". The daily billet costs include the daily
wage, a vacation contribution of 39% based on the daily wage, and an additional 10% federal tax.
The vacation contributior-includes money paid for pensionv and medical benefits. As a result,
billet costs are on average 64% higher than wage costs.

Considering the typical manning of a U.S. containership, say of 25,000 dwt and 1600 |
TEU capacity, manning costs would be about $80-86,000 in direct wages/month and $131-

141,000 in total billet costs per month. If replacement crew costs are included as crews are
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usually relieved every 6-8 months and about 1.8-2.0 crews are required for each vessel, the actual
annual manning costs are on average about $3.264 million. This number varies by ship type,
size, route, and service. It is 2-4 times that of similar foreign flag vessels.

Three American maritime unions represent the interests of crew personnel, one for the
engineers, one for the master and mates, and one for the ship’s unlicensed crew. The owner of a
U.S -flag vessel has to deal with all three, unless one particular union offers "top to bottom"
personnel, which means masters, mates, and engineers in one outfit. |

Recent investigations indicate that most U.S.-flag vessels are largely amortized because
of their average high age (22.1 years). As a result, financial costs are usually quite low.
Typically U.S. flag liner costs are an exception, as unlike tankers (the largest component of the
U.S. flag, largely cabotage trade, fleet) include some recently built RoRo trailer barges, and
containerships among others. As a result, on average, 26% of operating costs are financing, 32%

fuel and maintenance and repair, and 42% crew, insurance, supplies, and management costs.
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APPENDIX - TASK 3 - Container Movements Through the Port of San Juan

Container movements through the Port of San Juan are presented in Tables A3.1 to A3.4.
They show 64% increase in container traffic during the last decade or an average annual
container movement traffic increase of 6.4%. The increase in TEUs was 58% during the decade
or about 5.8% per year on average. |

Local (inter-island) _containerized cargo traffic increased only marginally or 13% over the
ten year period, largely as a result of increased direct container service to neighboring Caril;bean |
islands. Trailer traffic continued to grow at a rate of about 4.8% per year and continues to

constitute a significant proportion of containerized cargo movements in the Puerto Rico-U.S.

trade.

Table A3.1: Container Cargo Movement Through the Port of San Juan
in the 90s: Total Moves (Calendar Years)

Fiscal Year Containers * | _Change

1990 " 736.749 | -
1991 844,820 14.7
1992 840,981 -45
1993 814,915 -3.1
1994 817,916 37
1995 853,222 4.3
1996 ‘ 918,000 7.6
1997 - 949,500 34
1998 1,061,480 11.8

1999 1,111,846 4.7

39



Table A3.2 - Number of Containers in TEUs - PRPA Facilities

Year TEUs (20 equivalent units)
1993 1,527,966
1994 1,533,592
1995 1,599,781
1996 1,743,864
1997 1,833,018
1998 1,837,232
1999 Est. 1,898,200

Table A-3;3 - Local (Interisland) Containerized Cargo Traffic (000TEU)

Year Outbound Inbound
Full Empty
1990 - 181 347 529
1991 180 368 ‘ 548
1992 171 364 536
1993 177 360 539
1994 169 365 542
1995 ' 172 367 549
1996 176 370 556
1997 180 ° 373 561
1998 184 375 566
1999 187 377 ' 571
2000 Est. 191 381 578
2005 Est. 203 406 609
2010 Est. 216 430 647




Table A3.4 - Trailer Traffic (FEUs)

Lamo movement
(Calendar year 1999)
Trailers by port of arrival Trallsrs by carrier
Number of Number of
Arrhval port trallsrs  Percent Carrier tralters
170,005 67.8 CROWLEY 75.428
75.428 30.1 LACOLON " 5,481
5481 22 NAVIERA 84,940
SEALAND 85,155
251,004
Total 251,004
Trailers by caryier by port
Potts
Carrier isla Puerto
Grande Nuevo Ponce Total
CROWLEY 75.428 75.428
LACOLON 5481 5,481
NAVIERA 84,940 84,040
SEALAND 85,155 85,155
Total 75428 170,095 5481 251,004
Trailers by month by port i
Carrier Isia Pusrto
. Grande Nuevo Ponce Total
January 8208 13700 M 21901
February 6492 13515 196 20,263
March 7923 13939 181 22,043
- Aprit 6850 14,394 191 21,454
May 620 15,877 188 22285
June 5540 14008 598 20,144
July 6,073 13,388 415 19,859
August 5221 15,784 812 21814
- September 5,852 13,234 728 19.612
October 8,312 15,386 714 242
November 5,545 15,647 923 22.115_
December 5368 11,171 493 17,032
Totat 5,481

251,004

0.1

28
..
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TASK 4 -, TOTAL TRANSPORT COSTS OF PUERTO RICAN TRADE WITH THE
U.S. AND WITH FOREIGN COUNTRIES CARRIED BY U.S. FLAG
CABOTAGE VESSELS

4.1  Puerto Rican Trades

The transport costs of trade pose a major impact on economic growth and affect both the
standard of living and economic development of Puerto Rico. The value of Puerto Rico’s trade
of $65.5 billion in year 2000 and in year 2001 trade of $76.0 billion both exceeded GDP
significantly. In fact, Puerto Rico’s economy is more dépendent on trade than practically all
states of the U.S.

Freight pricing in trades covered by cabotage laws is usually higher than when a market
is open to international competition bécause of restricted (national flag only) competition on the
supply side and the lack of diversity dn the demand side. Similarly there are fewer incentives for
advancing technology as only interface with domestic transport is required. Cabotage operators

have the advantages of

. protected markets

. limited on onlyi domestic competition

. known local rﬁgu]aﬁons and procedures
. personal knowledge of markets

. government support
~Cabotage shipping impacts of various economic developments and as a result introduces both
economic costs and benefits:
EconomicCosts: . special often dedicated cabotage and infrastructure

developments
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. special coastal and cabotage shipping investment to

meet narrow cabotage needs

. coastal and cabotage shipping operating costs
. environmental impact costs
. increased cost of domestic and intra-regional trade

Economic Benefits: increased domestic employment

. more effective integration of domestic economies

. decrease in foreign competitioﬁ

. integration of domestic and regional trade\

. assignment of cabotage rights

. increased domestic procurement of supplies and
services

In the U.S. cabotage rights are assigned and can be fransferred.

A major problem in Puerto Rican &gde is the co-mingling of domestic and foreign trade,
in that most of its foreign trade is transshipéed via U.S. continental ports. The main trades of
Puerto Rico with mainland U.S. are food and kindred goods, chemicals, electronic and electrical
parts and equipment, and industrial machinery as shown in Table 4.1. Total Puerto Rican trade
in fiscal 2000 consisted of $38.465b of exports and $27.042b of imports. Trade with the
continental U.S. therefore co;'luibuted 87.776% in exports and 56.0% of imports in value terms.
In other words, trade with the U.S. has an imbalance of $18.6839b,4while the imbalance of total
Puerto Rican trade was only $11.423b in year 2000.

Puerto Rico’s positive balance of trade with North America and in its total trade is
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explained later. As shown in Table 4.2 Puerto Rico has a negative balance of trade with all

continents except North America and Australia, and in particular with South America, Europe,

and Asia. Imports and exports by industrial groups are listed in Table 4.3.

Table 4.1 - Puerto Rico Trade with the Continental USA

UNITED STATES OF AMERICA
1000
FISCAL YEAR 2000
SiC CLASSIFICATION OF GOODS EXPORTS IMPORTS BALANCE
$ $ $
20 {FOOD AND KINDRED 3,433.237 548 1,461,812,928 1,071,324.620
21 BACCO 95,462,672 21,070,503 74,382 160
22 (TEXTILE ML 35,468,030 33328315 (297,815,
23 |APPAREL 446,853,356 304,315,358 52,647,907
24 [LUMBER AND WOOD 3,204,061 111.547.000 (108,342,
25 |FURNITURE AND FIXTURES 15,557 580 158,808,771 (144,251,191
26 |PAPER 15,424,931 325,437,363 | (310,012.452)
27 |PRINTING AND PUBLISHING 38,207,038 125,216,850 (86,919,814
28 |CHEMICALS 20,342,058,840 3,260,188,995 17,081,856,854
23 IPETROLEUM 147,135,075 205,588,317 {5B,451,242))
30 |RUBBER AND PLASTICS 127.908,019 484255241 {336,345.222y
31 {LEATHER 219,793,622 111223072
a2 |STONE, CLAY AND GLASS 33,878,700 158.260,528
33  |PRMIARY METAL 2227715 231586538
34 |FABRICATED METAL 341,282,873 333,048,826
35  [INDUSTRIAL MACHINERY 4,041,536,125 1,547,852, 345
36 |ELECTRONIC AND ELECTRICAL 2,450,008,681 2,497 577,383
a7 ATION EQANPMENT 76,458,054 1,616,113 451
38 {INSTRUMENTS AND RELATED 1,508, 184,858 893,026,947
30 [MISCELLANEOUS MANUFACTURING 244,782,784 707,377,090
QOTHER |[NON-MANUFACTLRING 76,585,848 321,000,300
TOTAL 33,763 587 458 15,079,701,352

SOURCE: PR, PLANNING BOARD, EXTERNAL TRADE STATISTICS

7

Table 4.2 Puerto Rico Direct Import and Export Data by Continent *

FISCAL YEAR 2000
- —EXPORTS — MPORTE ]
CONTINENT s s

&;EWW’— Y T R TR T T )

CENTRAL AMERICA | 165,402,476 207.304.750
SOUTH AMERICA 1esea0|  1smsmoas
L“‘ CARIBBEAN 1.020.721.813 1677.143,865

[FuROPE 2554700130 | semrzsiam

Jasia 458,971 215 2.134,508.788

JAUSTRALIA & OCEAMA 28,997,530 12218008

AFacA snsme 208837 43

Al .

* Forefgn imports and exports listed are only
those shipped directly between Puerto Rico and
foreign destinations/origins.

Source: Puerto Rico Planning Board,
External Trade Statistics




Table 4.3 - Imports into Puerto Rico by Industry Group - 2000 ($ million)

Industry Group USA Foreign USVI Total
Food and kindred 1,462 719 53 2,182
Tobacco 21 1 - 22
Textile mill 333 16 - 349
Apparel and textiles 394 395 - 689
lumber and wood 111 78 - 190
Furniture and fixtures 160 84 - 243
Paper and allied 325 95 - 420
Printing and publishing 125 27 - 151
Chemicals and allied 3,260 5,699 78 9,037
Petroleum and coal 206 1,215 573 1,993
Rubber and plastics 464 106 45 565
Leather 111 154 - 266
Stone, clay, etc. 158 128 - 286
Fabricated metal 333 102 - 431
Industrial machinery and equipment 1,548 301 - 1,848
Electronic and electrical 2,498 424 - 2,921
Transport equipment 1,616 716 - 2,332
Instruments and related products 693 240 - 933
Miscellaneous Manu. 707 65 - 772
Total Manufacturing 14,759 10,660 651 26,070
Non-manufacturing 321 650 2 973
TOTAL 15,080 11,310 653 27,043
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Chemical and allied trades are among the major trades with $9037 million of imports and
$22.644 million of exports. The added value of these processes exceeds $13,607 million.
Similarly in food and kindred goods, the value of exports exceeds that of imports significantly,
again showing added value gains of $1,672 million.

Electrical and electronic goods imports of $2921 million are about equal to $2842 million
of exports. As many of these goods are consumed locally, a significant value added 1s also
obtained. |

Puerto Rico’s total trade with the U.S. and foreign countries exceeded $65.5 billion in
fiscal 2000, with trade in 2001 exceeding $76 billion, with éxports ¢xceeding $46.9 billion and
imports $29.1 billion. Puerto Rico’s trade therefore exceeds its GNP significantly. This is
largely the result of the fact that a signiﬁcant proportion of its trade consists of re-export of
impbrts after adding value through manufacture. It is therefore an ideal location for a mega
-transshiprnent port.

Table 4.4 shows that exports have more than doubled in dollar terms in the last ten years
while imports also nearly doubled during‘thcla same period. The largest increase in exports was in
manufacture which increased by 202.3%, while agricultural exports fell by 40%. Mining goods
increased by a factor of 4-5 as shown in Table 4.5.

Considering imports, manufacturing imports nearly doubled auring the last ten years
‘'while agricultural goods impo&‘ts increased by a factor of 2-52. At the same time, mining imports

declined by two thirds as shown in Table 4.6.
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Table 4.4 - Trade Balance: Fiscal Years (In millions of dollars) f

— — -
1892 1892 1994 1995 1996 1087 1998 19¢8 2000 1 2008
Exportacornes ragistndas, total 21,0512 |19,790.7 | 21,752.6 |23.811.3 | 22,044.4 |23,648.8 |30.272.5 | 34,0018 {38,465 7 |46.900.8 |  Recorded exports, totei
Estadoy Unidos 18.410.5 117.049.7 |18,003.8 | 21,106.5 | 20,1486 | 21,187.3 | 27.367.4 [30.535.2 |33.763.6 |41.367.2 Unitad Staea
FPaises eximnjeros 23956 | 25580 | 26220 | 25306 26584 | 26683 ) 2797.7 | 43085 | 46385 S.4407 Foreign countries
islas Virgonns ‘ 2453] 1821 12se) eas| 1373| w@m3| el sea| 37| e28] Vignisande
imporecones registradas, total 15,387.3 {16,385.8 [16.854.2 | 18.816.6 | 19,0609 21,387:4 121,797.5 | 25209.4 | 27.042.8 | 28,1493 Recordsd impofts, total
Estados Litwdos 10.463.5 |11.335.6 [11.188.7 | 12,158.1 [11,806.3 |13317.8 | 13,2259 {15.136.0 [15070.7 | 15,5881 Unitad States !
Paises extranmros 48724} 49946 53370 63515 | 67848 { 76256 | 79872 9,610.8 {11,309.9 [ 12760.7 Foreign counmies ;
I1sias Viegenes 34 55.4 12e5 070 266.8 LR 584.5 5528 653.2 ; 70358 Virgin Islands H
Salance canmrcial 56838 | 34050 | 50084 | 48847 | 38835 | 25504 | BA75.4 | 9.802.4 |11.4228 |17.751.5 Trude bakance
: {
Estadoe Unjdes 79288} 57139 7.815.1 | 89488 | 6,239.3 | 7.869.5 |14,171.5 |15,389.2 | 18,6836 ‘25,731.1 United States
Falsas exiranjeros {2,478.8)) (2.435.6)| (2715.0} (3..611.'9) (4.126.4)| (4.957.3)] {5,189.5)] (5,302.1)} (6.6571.4)| (7.320.0) Foreign countries
istas Virgnres 2139 1267 (. 2| (2es)| @sze)| (s0e6)| t4Ba7)) (5885) (700.8) Virgin islands
{ } Citros nugativas. { ) Negatve figurss,
Fuentn: Junie de Planificacién, Pragranm de Planificacion Econdmica y Social, Source: Pueno Rico Planning Baard, F?rognm ot Economic snd Scdat Psnning,
Subprograma de Anblisis Scondmice, Sy of E . ye:




Table 4.5 - Exports of Recorded Merchandise by Standard Industrial
Classification (SIC): Fiscal Years
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"Fable 4.6 - Imports of Recorded Merchandise by Standard Industrial
Classification (SIC): Fiscal Years (In millions of dollars)

proparations
rolatnd products
4]

i i

: T jg g .

: ﬁ%ﬁ;ﬁﬁiiﬁiggi igi, ]

g T H{ gg; i

§§£§M§E§E§§fiii§§g§i_: SR 1
f| T § GG g R z
B] 17971 seegicgaeh Asaiagger © @ 100 | Sg
et - o
] E 783 geeanagin anpgn 0o o | £
TR R TR
1[§ 78§ favdeagaut deaqigaes 0§ 0
83740 jedaguiin sanRedgee @ § a8
T T ET R
V[ EE P i T |
§]§ 23§ srrtana s e |

gramu de Andiiels

MIPORTACIONES REGISTRADAS, TOTAL  |15387.3 18,3839 116,064.2 |15,518.6 119,000.0 |21,367.4 | 21,7975 |25

Fueni: Jurin de Plarsicacisn, Programs de Pleriioackin Econinics

s Bommne e
é Ené*inanaanApxn,nann ;8

(t)ﬂm@numamaheew.

CuIue

49



Considering foreign trade, foreign exports increased from $2.395b to $5.441b (or by a
factor of 2-28), while foreign imports increased from $4.872b to $12.770b or by a factor of 262
during the last ten years. In other words foreign trade grew significantly more than trade with the
U.S., atrend expected to continue. This is largely driven by globalization of internaiional trade.

Considering the balance of trade (Table 4.5), we note that it has more than tripled since
1992 and grown from $5.664b to $17.751b. At the same time, the balance of trade with the U.S.
has grown from $7.9b to $25.78b or more than 3-26 fold, while the negative balance of pay;nent )
in trade with foreign countries has grown from $2.477b to $7.329b or nearly three told. There is
an urgent need to try to improve the balance of payment in trades with foreign countries by
increasing exports to foreign countries. These trade imbalances do not orily cause major
financial but also major volume imbal;clnces.

Shipping between Puerto Rico and the U.S. as well as between Puerto Rico and foreign
countries is largely directed only towards Puerto Rico, with less than half the volume of exports
as imports. This is mainly due fo the dominance of chemical products, mainly drug and
- pharmaceutical preparations which constitufe over two-thirds of the value but only about 4% of
the volume of all exports. Imports of chemical products only constitute about one-third of the
value of total imports and a significant proportion of those imports (1/3 by value, 94% by
volume) are petroleum refining and related products.

The large difference i1:1 import and export volumes, particularly in the Puerto Rico-U.S.
trade, impact significantly on the cost of transport as domestic shipping companies must
significantly discount U.S. northbound freight which seldom achieves a volume of 40% of

import volumes. This experience is even more pronounced in foreign trade where Puerto Rican
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exports by velume barely reach 30% of import volumes. The trade figures are, as noted, highly
distorted by the huge percentage in the value of drugs and pharmaceuticals, high value, very low
volume goods in Puerto Rico’s trade.

Considering the official foreign trade figures in Table 4.4, it must be noted that these are
only the direct exports and imports and exclude invdirect foreign trade or Puerto Rican trade going
via the U.S. and entering/exiting the U.S. Customs borders at U.S. mainland ports. Considering
exports (Table 4.7), we note that the official registry exports are a little higher than direct |
exports. Indirect (via U.S.) Exports on the other hand are significantly higher and in fact increase

the value of exports by 60%. In other words, direct (official register) exports only constitute
40% of total exports. Considering imports, we similarly find a large discrepancy between the
direct (official register) and total imports'.

In fact, over $2.3b (1998) of Puerto Rican imports registered as trade with the U.S. are
actually Puerto Rican imports from foreign countries that transited the U.S. on their way to
Puerto Rico. As aresult, U.S. imports are agtual]y 17% less and foreign imports nearly 30%
more than th.ose registered as foreign trad,e.. HThis obviously impacts on the balance of trade with
the imbalance of foreign trade (negative trade bal}ance) widening even further. The major origins

and destinations of registered (direct) imports and exports are given in value terms in Table 4.9.
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Table 4.7:- Origin of Recorded Puerto Rican Exports Movement to Foreign Countries

(Fiscal Year 1968) (US Dollars)

Official Registry | Direct Indirect Total Exports
Exports Exports Exports
Canada 179,887.9 170,047.1 576,089.7 746,136.8
Netherlands 325,432.2 295,377.4 293,749.9 589,127.2
Dominican Iécpublic 761,019.6 539,329.5 3,065.3 542,394 8
Germany 105,156.0 98.121.5 367,713.2 465,834.7
Japan 165,537.5 159,182.4 291,393.3 450,575.7
Italy 34,680.9 1 32,703.6 317,161.9 349,865.5
France 105,024.5 100,319.5 203,301.6 303.621.0
Switzerland | 76,237.7 76,001.0 192,948.9 268,949.8
United I(ingdom 112,133.7 97.436.7 135,545.2 232,981.9
Belgium 130,649.4 126,915.0 78,598.2 205,513.1
Mexico 114,882.7 109,673.2 72,649.3 182,322.5
Brazil 18,362.6 16,795.9 138,262.8 155,058.6
Singapore 35,720.4 24,673.1 107,656.6 132,29.7
Australia 13,326.5 10,012.6 75,986.0 85,998.6
People’s Rephblic of China 4,890.5 3,974.3 72,584 .4 76,558.8
Panama : 51,317.5 50,723.1 18,067.0 68,790.1
China CTaiwén) | 23,1754 20,778.3 39,721.6 60,499.9
Ireland | 18,744.0 18,408.9 34,343.05 52,7524
Argentina 9,561.4 8,108.5 37,657.0 45,765.5
Other countries 514,071.0 460,927.4 262,067.7 722,995.1
‘| Total 2,797,701.3 2,419,508.9 3,318,562.8 5,738,071.7

NOTE: The official registry includes goods produced in and exported out of Puerto Rico plus goods not produced
in and exported out of Puerto Rico. The direct exports represent goods produced in and exported out of
Puerto Rico. The indirect exports represent goods produced in Puerto Rico and exported out of ports in the
United States. The origin of the movement is the sum of the direct exports and the indirect exports. The
Foreign Trade Division of the U.S. Bureau of the Census has no similar information in the case of imports.
The origin of the movement statistics are published for informative purposes only and there is no intention
on behalf of the Planning Board to adopt them into the official registry of external trade statistics.
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Table 4.8 - Origins and Destinations of Puerto Rico Trade (In millions of dollars)

Registered Imports 1997 1998
US 13,318 13,226
Ireland 507 1,127
Japan 1,182 891
Dominican Republic 882 804
UK 588 776
Venezuela 699 655
US Virgin Islands 444 584
Italy 247 299
Mexico 217 293
France 139 229
Canada 211 226
Taiwan 177 218
Germany 194 189
South Korea 221 187
Brazil 199 195
TOTAL 21,387 21,797
Registered Exports 1997 1998
us 21,187 27,397
Dominican Republic 712 761
Netherlands 138 325
Canada 122 180
Japan 233 165
Belgium 139 131
Mexico 89 115
UK 85 112
Germany 148 105
“France 81 103
Switzerland 116 76
Panama 45 51
Singapore 57 36
Italy 33 35
Guaternala 29 31
TOTAL 23,947 30,273
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Puerte Rico’s export performance was recently evaluated by the Government of the

Commonwealth (PRIDCO).> The findings, as shown in Table 10, indicate large differences in

the reported value of Puerto Rican exports. In calendar year 1999, for example, the POFS data

report $4,384 million of Puerto Rican exports to foreign countries, while the OOM data report

$8,004 million and the corresponding EL figures are $7,894 million. The two latter are fairly

consistent.

Table 4.9 - Comparison of Statistics on Puerto Rico’s
Exports to Foreign Countries - 1999 (In millions of dollars)

Ratio to POFS
Calendar Year | Port of Final Origin of | Exporter Origin of Exporter
Shipment Movement Location (EL) | Movement Location (EL)
(MISER) (MISER)
1992 4,474
1993 4,397 4,365
1994 2,410 | 4,786 4,619 1.99 1.92
1995 2,429 5,134 4,705 2.11 1.94
1996 2,305 5,584 5,188 2.42 225
1997 2,552 5,735 | 5528 2.25 2.17
1998 3,160 6,187 6,127 1.96 1.94
1999 4,384 8,004 7,894 1.83 1.80
2000 4,832 - | 9,595% © 1199
* Qe
Source: Puerto Rico Planning Board, U.S. Department of Commerce - ITA, MISER i

3

U.S. Trade Policy and the Puerto Rico Economy: Current and Potential Impact of the Free Trade Area of
- the Americas and Other U.S. Trade Policies.
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An attempt was made to estimate the total volume of direct and indirect foreign trade in
TEUs. This was found difficult because a large proportion of high value imports and exports are
carried as airfreight and significant volumes of indirect foreign trade (U.S. transit trade) is
packaged, consolidated or redefined in some way during the U.S. transit.

Using the composition of commodities of Puerto Rican foreign trade transiting the U.S.,
it is estimated that this additional volume of Puerto Rican foreign trade 1s equal to 108,000 TEU
of exports and 82,230 TEU of imports (1999). The imports include significant amounts of goods ‘
from China, Hong Kong, Thailand, India, and other countries whose goods are widely sold and
distn’buted in Puerto Rico, but whose imports are not listed appropriately.

In fact, a large proportion of the foreign/non-U.S. trade listed as registered imports or
exports are high value goods which are carried directly to or from the respective overseas
countries by air, while most of the goods traded with distant overseas countries by sea transport
are transshipped via the U.S. Adding the direct and indirect exports and imports, the non-US
foreign trade of Puerto Rico is estimated to have consisted of 165,817 TEU of exports and
146,373 TEU of imports in 1997-1998 (12 fnonths Scptembef-August) or about 312,190 TEU
total. This is about 22% of the total of Puerto Rican containerized trade and more than twice that
registered as foreign (non-U.S.) Puerto Rican trade.

Caribbean and Gulf qf Mexico foreign trade is all direct and therefore remains at 48,302
- TEU of exports and 29,775TEU of impoﬁs for 1997/.98 as noted. Of the remaining exports
about 40% or 43,200 TEU are estimated to have gone to Europe and 49% or 52,920 TEU to
Asia. Similarly, 60% of remaining imports or 69,292 TEU are assumed to haVe come from Asia

and 32,100 TEU or 28% from Europe. The remainder are containers from or to the west coast of
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South America, Australia, etc.

In summary, therefore, the containerized non-U.S. foreign trade of Puerto Rico in

1997/98 is estimated to have consisted of 312,190 TEU (Table 4.10), of which less than half are

traded directly (Table 4.11), with the rest shipped using cabotage vessels via the U.S. at a large

additional cost.

Table 4.10: Actual Total Puerto Rico Containerized Foreign Trade (TEU) (1997/98)

To/From Exports "~ Imports Total
Caribbean, etc. 48,302 29,775 78,077
Eﬁrope 43,200 32,100 75,300
Asia 52,900 69,292 122,192
Americas 21,415 15,206 36,621
TOTAL 165,817 146,373 312,190
' TABLE 4.11: Direct Foreign Containerized Trade of Puerto Rico (1999-2000)
Export Import Total
FEU TEU FEU TEU FEU TEU
Far East 308 616 8,025 16,050 8,333 16,666
Europe ‘1,596 , 3,192 13,454 26,908 15,050 | 30,100
| Americas 2,113 4,226 22,380 44,760 24,493 48,986
Caribbean 16,990 33,980 10,148 20,296 27,128 54,276
Grand Total 21,007 42,014 54,007 108,014 75,014 150,028

56



It is also interesting to note that while shipping companies, Dole and Maersk/Sealand,
dominate the direct tfade with Europe, and APL, Maersk, and Zim with Asia, Crowley and
Maersk/Sealand dominate the Americas markets and Navieras, Marine Express, and
Maersk/Sealand the Caribbean market. The total containerized trade (containers and trailers)
between Puerto Rico and the U.S. is shown in Table 4.12 in which indirect foreign trade is

included. This is therefore the total freight in Puerto Rican trade subject to cabotage (Jones Act). e

Table 4.12: Total Containerized U.S.-Puerto Rico (Cabotage) Trade
(Including indirect foreign trade) (In 000 TEU)
(San Juan, Ponce, and minor ports)

Fiscal Year : Containers TEU
1990 700,749
1991 - 804,820
1992 800,981

| 1993 774,915 1,409,960
1994 , /787,916 1,493,597
1995 813,222 1,569,785
1996 882,000 1,608,320
1997 909,500 1,648,018
1998 1,021,480 1,682,010
1999 ' 1,037,806 1,697,280
2000 1,068,420 1,792,200,




4.2 Cost:of Transport of Puerto Rican-U.S. Mainland Trade

The trade between Puerto Rico and the U.S. mainland consists primarily of
container/trailer, petroleum and chemicals, and some general cargo traffic. General cargo is
really traffic in agricultural, mining, and other miscellaneous goods. The total value of these
trades is quite small and in terms of tonnage amounts to only about 4 million tons that include
building materials and other semi-bulk commodities. They are usually carried by time or voyage
chartered vessels. The main shipping is in the container/trailer transport that accounted for
nearly 1.9 million TEU in 2000 and is expected to surpass 2.0 million TEU in 2002. As noted
before, a major problem is the imbalance in the Puerto Rico-U.S. container/trailer trade with
exports only consuming 30-40% of import capacity. As a result, freight rates for exports are
usually much lower (softer) and often are not even cost reimbursing. In addition, Puerto Rico-
U.S. mainland freight rates have plummeted in recent months to levels not experienced for a long
time. This has forced Navieras into bankruptcy and caused significant losses for Trailer Bridge.

The freight rates used are a range of rates experienced during the last 10 years, all stated
in 2000 dollar terms. They were furthermore adjusted to changing container c;)ntents in the
trade. In fact, they are usually a function of the value of the cargo. It was noted that while the
average value of import container loads has increased, the average value of export container
loads has actually declined, largely‘as a result of a decline in Puerto Rican manufacturing output.

Another issue is the pervasive discounting and "special” terms negotiated with favorite
customefs that make so-called official or published rates highly unreliable. As a result, it is
practically impossible to determine the actual charges over time, as well as for a particular instant

in time. Therefore, while we have fairly good data on the actual volume of containerized cargo

58



by major cargo categories, the freight paid by shippers is very difficult, if not impossible, to
determine. We were therefore forced to use a weighted average freight rate per unit time (year)
to determine the cost of transport of Puerto Rico-U.S. mainland trade. Table 4.13 lists the major
players in the Puerto-Rico-U.S. container/trailer trade, their participation in the trade, and the

number of vessels employed.

Table 4.13: Major Players in Puerto Rico-U.S. Container

Trailer Shipping
Company % of PR-US Vessels
Trade
Crowley 28% 8 barges
CSX 26% , 5
Navieras ' 23% 5 (3 in service)
Sea Star 12% 2
Trailer Bridge 11% 2 barges
TOTAL 100% 22

: Sea Star LLC offered to purchase Navieras (NPR Inc.) that has filed for Chapter 11
bankruptcy.

Sea Star owners 45%, Matson 45%, Totem Ocean 10%, Taino Star, a collection of PR
1nvestors

The Federal Maritime Commission (FMC) used to require the filing of rates with the
FMC which by law is charged to rule on the reasonableness of such rates. In 1993 filing of
contract terms was introduced which provided for shipper access to negotiated rates. Since

introduction of web-based rate filing a few years ago, subscribers to the service can gain access

to filed rates, though the filed data does not provide information on special terms, discounts or
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extra services provided under rate agreements. As a result, it continues to be difficult to
determine the real cost of shipping of Puerto Rican-US mainland trade by Jones Act vessels.

The scope of this study only allowed us to interview a sampling of shippers and shipping
companies. The freight rates used are port gate to port date and include all ship/shore and in port
handling és well as storage costs, and are therefore the actual costs to the shipper. This is done to
permit ready comparison between Jones Act (cabotage) and international freight rates.

As noted in Table 4.13, the total Puerto Rico-US cabotage trade increased from 804;820 )
containers (149,208 TEUs) to 1,068,420 containers (1,892,200 TEUs) in year 2000. Deducting -
intra Caribbean trade and foreign trade transiting the US, the containerized Puerto Rico-US trade
works out as: subtracting the 61,240 containers (120,412 TEU) of foreign trade containers
transiting the US in 1991, and 83,183 éontajners (162,820 TEU) of foreign trade containers
transiting the US in 2000, the total real domestic cabotage trade was equal to 743,580 containérs
-(‘1,371,675 TEU) in 1991 and 985,237 cc;ntajncrs (1,729,380 TEU) in 2000. The average freight
rate per container southbound was $885 in 1991 and $1,111 in 2000 and northbound $784 in
1991 and $490 in 2000. It is noted that the éap in northbound and southbound rates has widened,
largely because of an increase in the northbound-southbound containerized trade balance which
increased from about 1.0 to .65 in 1991 to 1.0 to 0.38 in 2000. The total costs of containerized
US-Puerto Rico cabotage trade was therefore $631.74 million in 1991 and $102,148 million in
2000. ‘

Freight rates and composition of cargo changed over the period and continues to change
with the economy of Puerto Rico and world trade in general. These changes were also affected

_ by the capacity demand/supply balance, as well as the structure of the domestic container
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shipping industry which has undergone many major changes. 'An important factor is also the

large and increasing participation“of barge shipping in this trade which has captured nearly 40%

of the total Puerto Rican-US container trade.

43  Cost of Transport of Puerto Rican Foreign Trade Moving via US Mainland Ports by

Mox(/than alf of all Puerto Rica

N

n foreign trade and particularly trade with Asia‘a'nd" D

Europc moves v1a US mam]and ports«and not by direct (foreign going) shlpplng In year 2000,

as noted before, 83,183 containers (162,820 TEU) of Puerto Rican foreign trade transited via the

US. This trade either traversed th; US by rail to/from West Coast ports and shipping to/from

Asia, used transatlantic shipping to/from Europe, and/or used shipping through the

Mediterranean to/from south, southeast, and east Asia. The origins/destinations of these Puerto

Rican trades are shown in Table 4.14. It is assumed that all Asian and Australian/Oceanian trade

will traverse the US by the rail land bridge across the USA, while European trade is simply

transshipped to/from foreign transatlantic shipping.

Table 4.14: Puerto Rican Foreign Trade Transiting Mainland US (2000)

Coutinent Containers TEU Value

| Burope 63,036 123,476 $8.235b
Asia 19,840 38,784 $2,592b
Australia/Oceania 307 580 $0,040b
TOTAL 83,183 162,820 $10,867b
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Therg are some inaccuracies in this as some Asian and particularly South Asian trade may
be shipped to/from Suez-Mediterranean liner shipping. The direction these trades more are
difficult to determine but consider that South and South East Asian trade (Table 4.8) is really
quite marginal. As a result, the transport costs of Puerto Rican foreign trade going via the
mainland USA are determined by adding to Puerto Rico-US mainland cabotage shipping costs
the costs of shipping between US mainland and foreign ports plus the cost of rail land bridge
transport for Asian/Australian cargo traffic. Typical freight rates for 40’ containers are shoqwn in’
Table 4.15.

Using these rates the total cost of transport of indirect (transshipped) Puerto Rican foreign
trade was determined as shown in Table 4.16. The US-foreign shipping costs were weighted by
the ratio of imports versus exports. |

In other words, the total cost of freight of indirectly shipped Puerto Rican foreign trade is
estimated to have amounted to $376t94s million in year 2000 or an average of $4532 per
container. This is about 40% more than the average cost of shipping of containerized trade
between US, Mexican or Canadian ports ani:l Europe and Asia. In other words; over $100
million in shipping costs of Puerto Rican indirect foreign containerized trade could have been
saved had direct foreign-going shipping service been available or cabotage rules permitted

foreign trade exemptions from cabotage rules.
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£ Table 4.15: Typical Freigt Rates (40’ containers) *

At your request, we’ve reviewed prevailing freight rates (3/FEU) in a number of different trades.
The following are representative freight rates, in US dollars per forty-foot equivalent unit, of the

liner industry as of February 2000. (APL verified using FMC site and Triangle)

Trade High Medium Low
Osaka to Long Beach 4850 3800 2950
Singapore to US West Coast 4500 3450 2400
US West Coast to Singapore 2200 1450 700
New York to Antwerp 3500 2200 900
Antwerp to New York 2600 1950 1300
New York to Santos, Brazil 3400 2800 2200
Santos, Brazil to New York 3600 2650 1700
Singapore to Antwerp 2800 2550 2300
Antwerp to Singpore 1200 950 700
New York to Jamaica 920 830 600
Jamaica to New York 680 520 460
New York to Dominican Republic 860 700 480
Dominican Republic to New York 580 490 395
New York to Puerto Rico 2290 1500 800
Puerto Rico to New York 1280 850 600
* It should be noted that freight rates depend on market (supply/demand) and other

conditions and may vary by as much as + or - 40% in any of the major categories. They are also

based largely on value of containerized cargo.
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Table 4.16: Total Cost of Indirectly Shipped Foreign Trade of Puerto Rico (Year 2000)

Trade with Containers | Puerto Rico-US | US-Foreign Total
(40%) Cabotage Cost
Europe 63,036m $96,700m $132.375m $229.018m
Asia/Australia 20,153m $33,130m Land Bridge | Shipping $147,924m
$80.419m
Total 83,180m |  $135.830m | $376.942m

* Cost of landbridge Jax-Lax or NY-Lax $1265/FEU.




TASK 5 @ ESTIMATES OF TRANSPORT COST OF PUERTO RICAN-US TRADE
WITHOUT CABOTAGE

All trade between the US, US territories (with the exception of the US Virgin Islands) and
Puerto Rico are now covered by Jones Act (cabotage law) requirements and ml{st be carried in
'qualified US flag/owned/built vessels. Such operations are subject to limited competition among
a handful of US operators. Similarly, these trades only operated between Puerto Rico (mainly
Port of San Juan) and a limited number of US mainland ports. As a result, freight rates and other ..

costs are often significaﬁtiy higher than those of comparable trades in the Caribbean and

elsewhere.

51  Determination of Costs of Similar Trades in the Caribbean and Elsewhere

It is difficult to determine comparable freight rates between similar trades in the
Caribbean and elsewhere, particularly between other Caribbean countries and the USA because
the volume of trade on these routes is very small compared to that of Puerto Rico. Its trade with
the US for example is nearly 4 times that of all other Caribbean countries combined. As a result,
the costé and levels of service are obviously quite different. Another issue is that port costs are
usually much lower and therefore any comparison of Puerto Rico-US cabotage freight rates and
those between other Caribbean nations and the US will have to reflect these factors.

The direct (non-transshipment) trade between other Caribbean territories and the ,
mainland USA are all comparatively small and amount to a small fraction of Puerto Rico-US
trade. They are mostly carried by small tramp vessels with only a few dedicated liner services
available. This may change with the emergence of major transshipment hubs such as Freeport,

Kingston, Rio Haino, etc., Colon, Manzanillo and in future possibly Havana. Some of these
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transshipment ports now offer liner feeder services to US Gulf and East Coast ports which may
in future carry local US as well as transshipment trade. As feeder freight rates are more difficult
to obtain as they are negotiated between main and feeder line operators and not by shippers, we
are forced to use existing occasional liner or tramp service rates between other.Caribbean and US
ports. As shown in Table 4.15 for Jamaica and the Dominican Republic, these rates were about
25-44% lower than prevailing Puerto Rico-US rates.

Considering the composition of Puerto Rico-US imports and exports (by cargo value and .
balance), the average comparative cost of similar trades in the Caribbean would be 61% of that in

the Puerto Rico-US cabotage trade.

5.2  Estimates of Free Market Puerto Rico-US Traqsp@ [

Recently pro-cabotage proponents supported a sti}d{ @eeve Study) to éo pare US

cabotage and free market Caribbean trade freight ratés. A]ch)B%iiLth@ f'R;ezg Associates”
report ("Economic Analysis of Liner Shipping Services between the Continental US and the
Commonwealth of Puerto Rico", October 2001) was not made available to us, a memo by Dr.
John P. Stewart, Jr. (Comments on Reeve Report, November 4, 2001) points out several issues
with which we agree:

a. Rates between other Caribbean ports and continental US are not usually
comparable to those between Puerto Rico and the US. Furthermore the traffic
between Puerto Rico and US ports is many times larger (tbotal PR-US
containerized trade is nearly 8 times that of all other Caribbean ports together) and |

therefore economies of scale and resulting use of much larger vessels in use
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"= should benefit PR-US trade. Obviously transshipment of foreign trade cargo via
Caribbean ports such as Kingston, Freeport, Rio Haina/other Dominican Republic
ports, etc. offers large new containerized traffic between these other Caribbean
ports and the US which increasingly attracts larger vessels and is resulting in
lower freight rates on these routes.

b. The assertions that only 3% of Jones Act carrier total costs are attributable to
"vessel" (financial) and 8% to crew costs are completely erroneous, not only
because as the US Interﬁaﬁonal Trade Commission’ pointed our crew costs
constitute 32% fuel; M&R, insurance, supplies, etc. 42%; and capital 26% of US
flag liner operators, but also because

- Puerto Rico-US liner operations are largely carried by tug-barge
operators‘ or comparatively small containerships

- US flag cfew costs are verifiably significantly higher and while
they are on th¢ PR-US service smaller than the 32% of total costs
because éf the large proportion of tug-barge participation they are
still well ;over 26% of total costs.

OPM’ cost of living index for federal employees lists Puerto Rico cost index for food at

home 116.37; furnishings anq househoiid operation 109.85; and clothing 104.20. Living costs in
‘Puerto Rico are higher than most placeé and certainly comparable places on the US mainland.

Using the differences in crew costs Table 3.5 for US and comparable foreign wage costs, crew

4

U.S. International Trade Commission; "The Economic Effects of Significant US Import Restraints”, 2
Update, Pub. 3201, Washington, DC, May 1999.
K Federal Register, Vol. 65, No. 137.
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costs on cornparable vessels averaged 36.8% of US costs. (This includes Bil]et, crew size, crew
rotation, and benefit costs.). Considering other costs total comparative foreign flag vessel
operating costs excluding fuel and related costs which are comparable for similar US and foreign
flag vessels and financial costs which depend on age and building costs, it can be assumed that
foreign vessels or vessels currently serving the PR-US trade if exempted from cabotage rules
could reduce the cost of serving this trade by about 38%. In other words, given savings were
passed on or rates prevailing in comparable non-cabotage trades were charged, total cost of
Puerto Rico-US transport costs should be $527.62m instead of $1021.48m, a saving of

$493.86m.
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TASK 6 = ESTIMATE OF INDIRECT PUERTO RICAN FOREIGN TRADE
SHIPPING COST USING DIRECT SHIPPING SERVICES IF
AVAILABLE

As shown in Tables 4.14 and 4.16 indirect foreign container trade of Puerto Rico was
equivalent to about 83,183 containers (162,820 TEU) or about 55% of all of Puerto Rico’s
foreign trade. Much of the remaining foreign trade is trade with other Caribbean islands (Table
6.1): imports 10,148 GEU; exports 16,990 FEU; or total OP 27,138 FEU in 1999 and 2,113 FEU
of export to the Americas and 22,380 FEU imports from the Americas total 24,493 FEU in 1999 |
(Table 6.2). In other words, 51,631 FEU or over 100,000 TEU of foreign trade were shipped
directly to/from other Caribbean Central American and South American countries. Only about
50,000 TEUs or 15% of Puerto Rico’s foreign trade with other than Caribbean and Americas

countries was shipped directly (without transitting the US).

6.1 Equivalent Freight Rates

Freight rates in shipping, as in many other businesses, are only partially cost based.
Market, supply demand balance, competition and other factors usually have a greater impact than
cos-ts. In fact, value of service, opportunity and similar considerations usually play important
roles. Similarly, port turnaround and other non-distance related costs play a very important role.
As a result, comparative distance freight pricing is not usually a valid approach.

To estimate freight rates of direct service if available for Puerto Rico’s foreign trade to
say Europe and Asia has to make a number of assumptions. These include that there is enough
cargo available to make direct service between Puerto Rico and Europe, Asia, etc. economically

viable. Presently nearly all that cargo is transshipped via the US. Current traffic is about 1200-
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1300 FEU/week t‘o/from Europe and abcut 400 FEU/week to/from Asia, neither sufficient to
justify a dedicated weekly service by a mainline 3rd/4th generation containership. Furthermore,
to make such direct service attractive intercontinental operators who all now use large 4200-8000
TEU vessels require deep draft port facilities which Puerto Rico can as yet not supply. Even
after drédging San Juan will still not be able to handle vessels with capacities in excess of 4900
TEU which today is inadequate for transocean mainline shipping.

Puerto Rico could serve as a Caribbean and Americés transshipment center and ships
could make it one of two Caribbean and/or East Coast US ports, say New York, Freeport, z‘mdlor
Puerto Rico. With such arrangements, freight rates between Puerto Rico and Europe should be
close to those charged between Miami, Jacksonville or Freeport and Europe (mainly northwest
Europe) and the same as these ports and Asia (for service via the Suez Canal). Rates to/from
Europe should then average (for the mix of cargo values in PR trde) $2360/FEU and $3080/FEU

to/from Asia or about 36% less than current costs of indirect shipping or a total of $210.3m.

6.2  Estimates of Time Required
A major factor determining trade competitiveness is origin to destination time. As the
time of shipping between US mainland and European ports is about equal to that between Puerto
Rico and Europe, the added ti@e 1s the time of shipping between Puerto Rico and mainland US
and the time of waiting in a US mainland port. Assuminé weekly services on the cabotage and
either mainline legs, the added time is:
3-4 days for cabotage shipping

3-4 days of waiting between mainline and cabotage service
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In other words, it is estimated to require on average an additional 6-8 days or one week for origin
to destination service or about 50-60% more time than direct shipping.

In many trades and in particular for high value cargoes, the added time required may be
greater penalty than the freight cost differential. Similar time savings accrue in the Puerto Rico-
Asian trades even though use of the land bridge may offer some trade-off savings in the trade
with northeast Asia such as Japan and Korea if properly scheduled.

The voyage from the US East Coast via Suez to South East Asia takes about 22 dayé and
to Japan/Korea another 4-6 days. Using the land bridge Japan/Korea can be reached in 18-20
days anbd South East Asia in 22-24 days. In other words, it really is a toss up in time but not in

cost.
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Table 6.1: Puerto Rico-Caribbean Island Trade

Caribbean Islands to Puerto Rico: Import Market Profile

Country Annual FEQs Commodities
Dominican Republic 8145 Fruit, foodstuffs
Trinidad 831 Tissue, chemicals
Jamaica’ 558 Fruits, fertilizer
Virgin Islands 358 Miscellaneous
N. Antilles 156 _ Beverage, tuna
Others 100 ‘

10148
Market Shares

Navieras - 34%
Maersk/Seal.and - 32%
Crowley - 24%

Others - 10%

Puerto Rico to Caribbean Islands: Export Market Profile

Country Annual FEQs Commodities

Dominican Republic 8500 Metal cans, plastic bottles

Virgin Islands 2750 FAK, foodstuffs

N. Antilles 1968 Chemicals, beverage concentrates,

FAK

Trinidad 1279 FAK, plastic bottles

Leeward WW ) 1183 , FAK, beverage concentrates

Jamaica 483 FAK, beverage concentrates

Barbados 365 FAK, plastic bottles

French West Indies 262 FAK, beverage concentrates

Haiti 200 Chemicals, beverage concentrates
N 16990 '

Market Shares

Marine Express - 23%

NDPR - 22%

-Maersk/SealLand - 15%
Crowley - 10%

Ned Lloyd - 7%

Kent - 6%

Others - 17%

N Soprce: Shipping companies (SealLand, Maersk, etc.), April 2000. In addition 20% via
‘ cabotage USA.
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Table 6.2: Puerto Rican Trade with the Americas

Puerto Rico to Americas: Export Market Profile

Country Annual FEQs Commodities
Costa Rica 456 Beverage concentrates
Guatemala 241 Beverage concentrates
Colombia 264 Cans
Honduras 255 Beverage concentrates
Argentina 80 Plastic bottles
Panama 201 Tune, pharmaceuticals
Mexico 333 Foodstuffs, toothbrushes
Ecuador 155 - Cans, tuna
Brazil 128 Plastic bottles

’ 2113
Market Shares

Crowley - 20%
Maersk/Seal.and - 13%
Dole - 13%

Evergreen - 4%

Others - 50%

Americas to Puerto Rico: Import Market Profile

Country Annual FEQs Commodities

Venezuela 4109 Wastepaper, cartons, malts
Costa Rica 3732 Fruits, electrical goods, tissue
Brazil 3550 Ceramic tiles, liquor
Mexico 4578 Cereal, beer, battenies, tiles
Ecuador 1693 Tune, vegetables
Colombia 2000 Foodstuff, tiles, chemicals
Panama 1459 Plastic cups, foodstuff
Argentina ' 359 Ceramic tiles, liquor, tuna
Others 900

22380

Market Shares

Maersk/Seal.and - 24%
Crowley - 17%

Dole - 14%

Evergreen - 13%

APL - 6%

Chilean Lines - 4%

~ Others - 22%



TASK7 . COST AND TIME SAVINGS FROM THE ELIMINATION OF OR
CHANGES IN THE APPLICATION OF THE JONES ACT TO PUERTO

RICO
Here we assume that foreign flag vessels cannot only pick up and deliver cargo to/from
Puerto Rico but also carry cargo between Puerto Rico and US mainland ports as well as serve as
feeder vessels between Puerto Rico and other transshipment ports and various mainland and

offshore feeder ports.

7.1 Comparative Costs of Moving Selected Puerto Rican Foreign Trade via the US
Mainland and Directly

As noted in the previous sections the costs of indirectly shipped containers to/from Asia
averaged $7350/FEU and to/from Europe $3630/FEU in 1999/2000. This compares with an
estimated cost of direct shipping (if it were available) of $3080/FEU and $2360/FEU
’r‘espectively (1999/2000 freight rates). In other words, a cost savings would have been more than
60% and 35% respectively or 43% less than costs of indirect shipping using the mix of cargo in
Puerto Rico’s foreign trade. Obviously as noted before, freight rates vary widely. For example,
in the period of June 2001 to April 2002 ftéight rates on the Puerto Rico-US mainland as well as
most intercontinental shipping routes declined by as much as 40%. The ratio of direct to indirect

shipping costs in the Puerto Rican foreign trade though remained about the same as noted.

7.2 Comparison of Time of Moving Puerto Rican Foreign Trade via US Ports or
Directly

Added origin to destination time in the Puerto Rico-Europe, its principal foreign trade

was shown to be 50-60% more with indirect than direct shipping, 15-17 days instead of 9-11
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days. Thesenumbers include intermediate (on route) port call(s). The time differential is less in
the Puerto Rico-Asian (particularly East Asian) trades because unit train land bridge transport is
very rapid, though expensive. On the other hand, as noted, indirect shipping between Puerto
Rico and Asia adds huge 71% costs. As Puerto Rican foreign trade with Asia and Europe
consists largely of high value manufactured goods (average value/ton more than $10,000), the
time value is quite large. It can be assumed that each additional day adds about 0.1% of the
value of the cargo to the cost of shipping. In other words, the added cost of time lost in the

European trade is worth about $72 million (value of trade about $12 billion).

7.3  Total Cost Savings from Elimination of Cabotage Requirements in Puerto Rican-US
Mainland Trade

Total cost savings (1999/2000) would be

1. Savings in carriage of Puerto Rico-US mainland
trade in free market ships - $493.86m
2. Saving from direct transport of foreign trade $166.62m

3. Value of time savings in carrying foreign

Trade directly $72.00m
Total $732.48m

or about half a billion dollars in 1999/2000 terms. Obviously, as noted, this number would
probably have declined by about 50% in 2001/2002 due to both much lower freight rates as well

as lower relative trading volumes.
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TASK 8 “+ ECONOMIC IMPACT OF THE JONES ACT ON THE PUERTO RICAN
ECONOMY

The Jones Act not only adds shipping costs to the trade of Puerto Rico with mainland US
and much of its foreign trade with Europe and Asia, but it also affects the volume of its trade due
to higher delivered costs and lower time responsiveness. It furthermore affects employment in
Puerto Rico as well as Puerto Rican cost and thereby standard of living. Secondary effects are
lower private investment. There are as a result both direct and indifect economic impacts that in

turn affect economic health and growth potentials of the Commonwealth.

8.1 Total Added Costs of Jones Act for Puerto Rico of Trade with Continental US and
Foreign Countries

The total direct added costs include added freight costs, added loss of extra transit time
costs, traffic loss (traffic diversion) costs, and loss of port revenues. There are also significant
indirect costs which will be discussed in the next section, such as loss in economic activity, cost

of living, employment activity, and productive output, and loss of competitiveness in a broader

sense.
1. Direct added freight costs of domestic and foreign tfaéle
shipping and extra cost introduced by longer average
transit time of foreign trade; particularly with Asia as
discussed earlier (1999/2000) $732.48m
2. Loss of port revenues as a result of traffic diversion

costs. Without Jones Act restrictions most Puerto

Rican foreign trade would be shipped directly,
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"« larger containerships would call at Puerto Rico,
added foreign trade would be generated, and
significant regional trade would be transshipped

through Puerto Rican ports.

Added port revenues:
200,000 (TEU) containers transshipped  $20.00m
100 port calls by large containerships ﬂ 2.8m

$22.8m
In other words, we estimate that the direct costs of the Jones Act to Pﬁerto Rico was about
$755.58 million in (1999/2000) terms. This number was also estimatéd for 1991 as $527.20m.
It obviously, as mentioned, will vary often by as much as +30% from year to year. There are
other direct costs such as loss of ship provisioning and supply revenues, etc. But these are

usually small by comparison.

8.2  Indirect Economic Impact of the Jénes Act on Puerto RlCO
The economic impacts of the Jones Act are
1. Higher cost of imports, particularly of consumables. Impact on cost
and stz{ndard of living in Puerto Rico. | "
Various studies indicate a difference in the cost of living between Puerto
Rico and mainland US of 10-18%, depending on location. Differences in

the cost of consumables are higher and vary between 15-20%.

2. Competitiveness of Puerto Rican manufacture and products in the US
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and elsewhere.

The added costs and time of foreign trade make Puerto Rican foreign
exports less competitive and reduce both their profit margins and volumes.
The same applies to a lesser extent to Puerto Rican exports to the US.
Obviously added costs f shipping, higher living costs, and competitiveness

are all interdependent.

Various studies of the economic impact of higher shipping costs and costs of living have '

been conducted by various investigators. A recent study by Dr. Lawrence of the University of
Hawaii® considered use of the states’ input-output model to compute gains to consumers of ocean
shipping, direct loss to ocean shipping, and various multiplier effects to compute the effects of
the Jones Act on Hawaiian households.

We found that these and other studies made some rather difficult assumptions. At the
same time, there is no doubt that the cost of consumables in Puerto Rico is hi gher than any place
on the mainland of the USA. If this is only due to the extra cost of transport and handling
independent or dependent on the effects of the Jones Act are difficult to determine. However, it
is clear that shipping costs under the Jonés Act are higher than without it, as discussed earlier.

Considering only costs of consumable imports, the added cost is about 68% of the Jones
Act penalty on imports or about $398m or about $500 per household. Similarly, the higher cost
“of imported materials, etc. and the Jones Act penalty on exports adds about $162m to the cost of
exports (about 82% of manufactured output by value is assumed to be exported). This in

addition to the time loss adds about 4% to the landed costs of Puerto Rican exports. Though this

Lawrence W. Boyd, Jr., "Impact of the Jones Act on Hawaii", University of Hawaii, 2002.
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may seem a §mall increase, it is a significant portion of the margins experienced in export trade.

Overall, therefore, the economic cost of the Jones Act to Puerto Rico _is of the order of $1

billion. The results of various investigations of the economic cost of the Jones Act (cabotage)

e
—

performed in recent years are shown in Table 8.1. These vary Hetween $2.8-$3.1 billion in 1999

——.

o

terms. Our estimate of an economic cost on Puerto Rico of abo:i.lt $1.0 billion/year (1999) is L/

N ~

therefore in line with those findings.

Table 8.1: Economic Cost of the Jones A¢t (Cabotage)

Various investigators studied the added costs of i 1mposmg the Jones Act on US foreign and
domestic trades.

US International Trade Commission (1991)
Net welfare gain from removal $3.1b (oceanborne only)

White (1988) $2 billion 1984

Hofbauer and Elliott (1993 - $1.1 billion (net)) 1990

United States International Trade Commission (1995)
Net welfare gain $2.8 billion (considering fall of 26% in shipping prices)

United States International Trade Commission (1999) ;
$1.32b net for 1996. Estimate another 22% decline in price of shipping

U.S. General Accounting Office (GAQO) 1994 ‘

Study of cargo preference acts which require U.S. govcmment to use only US flag vessels in
the carriage of government cargo, shipping costs for 1988-1992 were increased by 50% as a
result of preference requirements. :

U.S. International Trade Commission
Jones Act cost $4b-$10b 1991

Jones Act cost $3.1b 1993 revision
Jones Act cost $2.8b 1995
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TASK9 -, ALTERNATIVES TO THE JONES ACT AND CABOTAGE

9.1  Basic Issues
The use of cabotage laws is an old practice, restricting domestic transportation by road,

air or water to national carriers. These are usually required to be

. regulated and licensed by national authorities

. owned (majority of wholly) by nationals or national entities Cs

. managed and operated by nationals or nation entities

. manned by nationals, licensed by national or local authorities

. insured by national insurance carriers

. users of vehicles built or constructed by national firms in the country

Though many major seafaring countries have used cabotage laws, their range and enforcement
has varied widely. The same applies to differences in the methods of application of cabotage
laws. For example, ihough th¢ U.S. has cabotage laws for all three (land, air, and water)
transport modes@ waterborne transport is restricted to use vessels built in the UEE The\‘&
same applies to ownership. Many airlines and trucking firms lease transport cquipr;lent from
foreign owners or foreign owned leasing companies. Similarly, though pilots on US domestic
flights are US licensed citizens, cabin crews are often foreign nationals, particularly on US legs
of international flights.

Globalization of transport has encouraged many inter and intra-modal transport mergers
which resulted quite often in combinations of domestic and international carriers into one or
multimodal carrier combinations. Furthermore, the increased use of through (door-to-door)

routing and billing and often closely linked multimodal domestic and international transport

80



carriers, demiands more flexibility for efficient operations as is usually possible by strict
adherence to cabotage regulations or laws. All of this and the greater use of outsourcing has
made it not only difficult but in many cases counterincentive to use a strict application or any
application of cabotage principles.

Not only does the new environment negate many of the objectives of cabotage, but strict
adherence also imposes many additional economic penaities on the nation and major transpgrt
users. Integrated intermodal transport relies on closely coordinated scheduling of transport links, |
usually organized under one ownership or alliance which today would usually be foreign. In
other words, strict use of cabotage does not permit the effective integration or ownership of

domestic shipping links in an integrated foreign owned transport system.

9.1.1 Proponents and Opponents of the Jones Act
There are mény who believe that the Jones Act is obsolete and counterproductive. The
theoretical reasoning behind the opposition to the Jones Act is that it is a restraint of free trade
between nations. Free trade makes possible the development of a truly international division of
labor which in turn allows countries to specialize in doing what they do best. Countries can have
a "comparative advantage” in the production of certain goods and services. By specializing in
the production of those goods which can be prodliced best in a given country and trading for
those goods it is not so good at producing individual country’s economies can generate far higher
incomes and living standards than if those countries did not trade. Because the Jones Act
restricts trade between points within the United States opponents argue that it is a restriction of

free trade and is equivalent to a tariff on goods and services. (A tariff is a tax levied on imported
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goods.)

Those who defend the Jones Act argue that it is the only way that the United States’
environmental, labor, and other laws can be enforced within American waters. These laws range
from restrictions on trash dumping to ship designs which limit oil spills to minimum wage laws.
Second that there are national security reasons for maintaining a domestic merchant marine
capable of transporting military cargo during national emergencies. They also argue that the
costs of the Jones Act compared to the benefits are not high.

In this section we will discuss the arguments of major proponents and opponents s well as
the costs and benefits of the Jones Act, with particular reference to the Puerto Rican trade.
Furthermore, the impact of cabotage on trade and economic development will be reviewed.
Cabotage, as a protective measure, is increasingly challenged as being counterproductive and a
disincentive for the growth of trade. In the case of Puerto Rico, it not only affects domestic but
also international trade and thereby stymies Puerto Rico’s attempt to become an effective player
in the increasingly globalized international t;ade. .Considering some of the issues considered by
advocates and opponents of the Jones (Cabo?age) Act:

(A) What is the Possibility that the Jones Act Will be (i) changed, (ii)
rescinded, or (iii) phased out?

As discussed before, tl“_lere appears to be no major opposition to the changing of the J ones
Act in the near future; and little possibility appears to exist for rescinding or phasing it out near
term. To discuss the basic environment, let us first define the major proponents/opponents of the

Jones Act and how strong they are.

Proponents of the Jones Act include the following:
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 —Maritime Cabotage Task Force: This organization, discussed supra, is an active coalition

of over 400 companies and organizations seeking to preserve current U.S. cabotage laws.

Lake Carriers’ Association: This is an association representing eleven U.S.-flag vessel operators

on the U.S. Great Lakes. The members operate self-propelled vessels and integrated tug and
barge units that are responsible for moving 125 million tons of cargo yearly during the Great
Lakes’ shipping season. The association is very active in regulatory and legislativ'e matters
affecting the members’ interests.

Great I akes Maritime Task Force: This is the largest coalition of Great Lakes maritime
intercsfs supporting the Jones Act. Its labor/management membership is comprised of
representatives from the domestic and international trades and encompasses carriers, maritime
unions, longshoremen, shipyards, dredging companies and terminal operators. The association
vis dedicated to promoting domestic and international shipping on the Great Lakes.

Maritime labor unions: These unions favor the Jones Act because of the requirement that
American seamen be employed for domestic maritime shipping and that vessels be built in U.S.
yards. The members include, particularly, the seamen’s unions, longshore unions and shipyard
unions.

Former Senator Spencer Abraham (R.-Michigan) now Secretary of Energy: Senator
Abraham is a strong advocatq in the Senate of U.S.-flag shipping and the Jones Act. He was
named Great Lakes’ Senator of the Year (1999) by the Great Lakes Maritime Task Force.
Representative James L. Oberstar (D.-Minnesota): Congressman Oberstar has had a strong

commitment to domestic and international waterborne commerce on the Great Lakes during 25-

years in the House of Representatives. He was named Great Lakes House Legislator of the Year
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(1999) by the Great Lakes Maritime Task Force. Last N ovember’ he introduced the Merchant

Marine Cost Parity Act of 2001 to reduce the tax, wage, insurance, and vessel inspection costs of

U.S. flag vessels. The major changes introduced by this act are:

a.

b.

d.

c.

flat tonnage tax to replace income tax on ship owner profits

personal income tax break for US citizen seamen of US flag vessels
similar to those enjoyed by other US citizens working abroad (exemption
of first $80,000 income) |
exemption of excessive Coast Guard standards on foreign-going US flag
vessels |

reduce insurance coverage to that carried by qualified competition

improvements in shipping investment climate and opportunities

As the name of the act implies, the objectives are to offer US flag and particularly foreign-going

vessels cost parity with their global competitors. While this act is primarily aimed at advancing

the competitiveness of US flag foreign trading shipping, it affects also domestic US flag shipping

which if the Jones Act is repealed would be free to operate in both domestic and foreign trades.

Representative Wayne T. Gilchrest (R.-Maryland): Congressman Gilchrest is Chairman

of the House Subcommittee on Coast Guard and Maritime Transportation. He has declined to

consider the issue of the Jones Act or hold any hearing on this subject during the 106™ Congress

(1999-2000).

Representative John Joseph Moakley (D.-Mass.): Congressman Moakley sponsored H.

Con. Res. 65 (Apnl 23, 1997), signed by 244 members of the House, setting forth a statement of

Merchant Marine Cost Parity Act of 2001, HR3262 (Oberstar M.C.).
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full support for the Jones Act and related statutes, discussed supra.

(B)  Opponents of the Jones Act include the following:

Shippers. particularly including those in the agricultural, steel. petroleum. and chemical
industries: They believe that Jones Act shipping restrictions raise prices on their products due to
higher shipping costs; they allege that oil shipments from Alaska to the Jower 48 states has been
responsible for a large amount of Jones Act shipping and that gasoline prices are kept higher than.
they would otherwise be. |

Senator John McCain‘ (R.-Arizona), former Chairman of the Senate Commerce. Science
and Transportation Committee: Senator McCain has been an influential advocate of proposals to
weaken the Jones Act and eliminate barriers to free trade. He considers U.S. shippers
disadvantaged by Jones Act.

Senator Jesse Helms (R.-North Caroline), former Chairman of the Foreign Relations
Committee: Senator Helms believes the Jones Act to be a "harmful anachronism" and he has
sponsored legislation to open domestic shipping to foreign flag vessels.

Senator Sam Brownback (R.-Kansas): Senator Brownback introduced a bill, S. 1032 (discussed
supra), to modify the Jones Act to allow foreign-built vessels to serve U.S. domestic trades for
carniage of forest products, bulk cargo, bulk agricuitural products and livestock. He contends
that his bill would result in increased economic activity, new jobs in the maritime industry and a
more competitive U.S. transportation system. The bill is co-sponsored by,§.enators Jesse Helms
(R.-North Carql@ga),\?gt Rébgﬁs.@.-Kansas)i ﬁlchard Lugaf (R-Indlanq) Conrad Burns (I‘{.-

" Montana), and Peter Fitzgerald (R.-Illinos).
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Representative Bob Schaffer (R.-Colorado): Congressman Schaffer is a strong opponent

of the Jones Act and actively seeks its repeal. He has advocated the opening of foreign markets
for U.S. agricultural shippers by eliminating costly barriers imposed by the Jones Act.

The Jones Act’s supporters have been successful in preventing changes in the law, and their
success seems likely to continue for the near future. Collectively, they have been very influential
in Congress, especially in the House. The support of the labor unions, for the purpose of
preserving jobs, has been especially important.

In this regard, it may be important to differentiate between the Jones Act in general and
the Jones Act as applied to the U.S.-Puerto Rico trade. The possibility of a narrow modification
of the Jones Act for the Puerto Rico trade might, overall, be perceived as less threatening than
modification of the Jones Act as a whoie. As can be seen from the identity of Jones Act
supporters, some of them focus on preserving the Jones Act for particular aspects of the
coastwise trades, such as the Great Lakes. Also, as noted in footnote 2, supra, the Virgin Islands
has the unique status of being outside the J ones Act.

| Opposition to changing the Jones Act as it applies to Puerto Rico could have several
sources of political and practical objectives, which would need exploration and analysis
depending on the objectives that might be pursued. Political forces in Washington, including
labor unions and other interest groups, might adhere to their longstanding position that any
relaxation of the Jones Act wc;uld lead to further relaxation or to repeal. In Puerto Rico, the
existing and entrenched Jones Act carriers could fear the entry of foreign-built vessels that would
greatly expand the available services in a trade that presently is very competitive; and efforts to

exempt Puerto Rico from the Jones Act could bear the risk of being perceived as favoring a
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political viewpoint advocating looser ties with the U.S. Careful study of these issues would be
needed. In addition, liberating Puerto Rico from the Jones Act rules would attract foreign
carriers to provide not only lower cost Puerto Rico mainland service but also service to many
Caribbean and other foreign destinations.

Other proposals have been advanced in the US Congress which may also affect the future
of cabotage. Rep. James Oberstar has filed the "Merchant Marine Cost Parity Act of 2001" to
reduce tax liability by owners and crew of the 101 US flag vessels in the U.S. foreign trade (94 in ‘.
U.S. to foreign and 7 in the intra-foreign trade) which would replace taxes on income by tax on
the tonnage of ships employed. Although this act may only affect foreign-going U.S. flag
vessels, it may in future be applied to all U.S. flag vessels and thereby reduce their real costs of
operation. At the same time, it is highly unlikely that such cost savings would affect freight rates
as in the past costs and rates have not been closely linked.

The United States has been an ardent exponent of free trade in goods and services, and
has aggressively sought market openings in cher countries. However, the Jones Act among
other elements of protectionism in U.S. laws and regulations pose a difficult contradiction to
these efforts.

In July 1999 the WTO General Council began its review of the exemption in paragraph 3
of GATT 1994 for U.S. maritifne legislation that preceded the WTO and GATT for the so-called
Jones Act. In October 1999, the discussion continued in the General Council, with the United
States maintaining that it had met all of the requirements for the exemption in contrast to a large
number of delegations taking issue with the U.S. position and calling for substantive justification

of the Jones Act restrictions on economic or natinal security grounds. The General Council
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continued its:review into February 2000.® The issue has as yet not been settled, but increasing
pressure is being exerted on the U.S. to open up domestic shipping.

As stated by the National Taxpayers Union?’ a coalition of U.S. shipbuilders, operators,
.and their labor unions have been successful in keeping the Jones Act intact since the 1920s,
despite its qualification as a textbook violation of sound economic policy. Studies done by
federal agencies and by private researchers show that the small number of jobs protected in the
U.S. shipbuilding and ope;ating industries costs the U.S. economy billions of dollars every year. ”
Assertions that shipping costs would not fall with the elimination of the Jones Act are
contradicted by ecoﬁomic analysis and by the fact that protectionists are spending millions in
political contributions every year to preserve this boondoggle. The alleged benefits to national
security of subsidizing our motley U.S.-flagged fleet are also dubious. The National Taxpayer’s

Union points out that only eight percent of the Gulf War’s supplies arrived on commercial ships.

9.1.2. Investments into Jones Act (Cabotage) Flegt in the U.S.

Over $3 billion worth of new construction is currently (March 2002) on the books,
including two new diesel electric ships for TOTE (Totem Ocean Trailér Express) costing over
$300 million, under construction at San Diego’s NASSCO yard; two car carriers for Pasha under
construction at Halter; five milalenniurn class crude carriers for Philips Petroleum’s Polar Tanker
fleet being built at Litton-Avondale (with options for two more); three double-hull tankers for BP

under contract with NASSCO; four 40,000 dwt tankers for Keystone are to be built at

B See USITC (2000), p. 34, A search of the WTO Web-site does not reveal any further action on this matter
as of mid-April. :

? National Taxpayer Union Capital Ideas, January February 1996 and memo by Dr. John R. Stewart, Jr.,

April 30, 2001 to Ramon Cantero Frau, Secretary.
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Philadelphia’s Kvaerner yard; two cruise ships for American Classic Voyages under construction
at Ingalls Shipbuilding, and at least one 2,600 TEU containership under construction at Kvaerner
for an undisclosed operator. In addition, two other Saltchuk companies - Foss and AMNAYV - are
expecting new ship-assist tugs from Halter for deployment in the Southern and Northern
California shipping market, and Crowley’s Vessel Management Services has an articulated tug-
barge contract at Halter, plus a new escort tug to be built at MARCO in Seattle.

At the same time, the Bush administration is trying to eliminate the Title XI (Maritime
Guarantee Loan Sﬁbsidy Program) that is used to generate low cost construction and construction
loan financing. It may well be that owners want to place orders for new equipment, both to meet
new safety, OPA 1990, and other requircments, and renew their often archaic fleets while Title
XI support is still available. bThe funding for Title XI is anyway highly restricted and even if the
administration does not succeed in eliminating it, comparatively little further funding would be
available to support a replacement and/or expansion of the container shipping cabotage fleet, as
much of any available funding would be required to replace the overage single hull cabotage

tanker fleet for safety and regulatory reasons (OPA 90) etc.

9.2  The Cost of Cabotage to the U.S. Economy

Cabotage of the Jones Act impose real and growing costs to the U.S. economy. At the
same time the real and assumed benefits of the Jones Act continue to decline. The costs of
cabotage to the Puerto Rican economy were presented in Task 9 and were estimated to be about
$1.0 billion/year. While most of these costs were posed by the added cost of containerized

general cargo trades, additional costs were introduced by cabotage in the dry and liquid bulk
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trades, particularly petroleum. Sometimes added costs are indirect, such as in the case where

available foreign barges, readily available in or near Puerto Rico could not be used to help

unload a stranded Russian cement carrying vessel. A long time was lost in bringing a U.S.

registered barge into place, by which time the stranded vessel was breaking up, causing a major

insurance and environmental cost.

There are many examples where the lack of freedom to use the best and least expensive

vessel to carry cargo, lighter or otherwise assist in the domestic trade of the U.S. introduces

significant added costs. The costs of the Jones Act to the U.S. economy consist of the following:

1.

6.

Direct cost differential between carriage of domestic trade in Jones Act or
free market (unrestricted) vessels

Loss of domesti;: trade due to high cost of domestic transport which
affects particularly U.S. agriculture

Increase in demand for highwéy transport is resulting in congestion and air
pollution costs.

Added cost of shippinlg of U.S. foreign trade forced to use cabotage (Jones
Act) vessels part of the way (the U.S. part either coastwise or between a
U.S. offshore territory and a U.S. Port)

Value of lost fofeign trade due to high cost of transport which is forced to
use Jon;as Act vessels part of the way (loss of export income)

Added cost of living due to higher cost of domestic imports

These are just a few of the economic and financial costs imposed by the Jones Act on U.S.

territories. Some estimates indicate that freely competitive coastal (domestic) shipping could
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reduce domestic freight transport costs by over 10%, reduce U.S. transport fuel consumption by
about the same, and greatly contribute to improvement in the environment and reduction in
highway congestions. These factors are indirect economic costs imposed by the Jones Act.

In other words, in addition to the $2.8-3.1b direct economic costs of the Jones Act to the
U.S. economy, there are probably even higher indirect costs such as added air pollution, highway
congestion, export competitiveness loss, and others which may outweigh the measurable di{ect
CcOsts.

U.S. cabotage shipping did not live up to the basic claims of advocates of the Jones Act.
It was supposea to provide effective, safe, and reliable domestic shipping, assure a meaningful
U.S. flag shipping fleet, employment for U.S. seafarers, work for U.S. shipbuilding yards, and a
defense logistics support capability. In reality, and most certainly on the East Coast, we have a
decrepit domestic fleet compos¢d largely of overage decrepit tankers, containerships, and bulk
carriers. The average age of tankers which comprise.66% of the U.S. cabotage fleet (Table 2.2)
1s now over 24 years or well above their nox:mal operating life. Also containerships in the fleet
(19% of fleet) have an average age of over 25 years (Table 2.3).

Increasingly the cabotage services are supplied by tug-barge operations, both in the
petroleum and container/RoRo coastal and offshore trades. Except for a few vessel orders placed

recently, mainly for Paciﬁc/Alaska trades, the cabotage fleet neither:

1. Provides effective safe, reliable transportation
2. Meaningful fleet capacity and certainly not a defense support capability
3. Employment on barges which now contribute over 50% of the

container/RoRo coastal and PR-mainland transport capacity is very small.
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Similarly tug/barge operations perform most coastal N.E. petroleum

transport. As a result, toial cabotage seafaring employment has declined

by over 50% in the last 20 years.

4. Very few new self-propelied ships have been built for the domestic fleet in

the last 25 years. Vessels built for the domestic trade over the last 25

years in U.S. ship or barge yards constituted less than 0.8 of one percent of

the U.S. shipbuilding output. |
In other words, the cabotage fleet did not achieve any of the objectives of the Jones Act. An
exception may be witnessed in the Pacific trade. While U.S. Atlantic and Caribbean cabotage
tradé is moribund, West Coast trade has seen a revival of interest. Late last year, CSX enhanced
its containerized service to Hawaii, in&oducing its Midweek Expres (MWX) - a fortnightly
service with sailings from Southern California, in addition to service from Honolulu to Tacoma
and intercoastal service from Tacoma to Long Beach. The service enhancement brought CSX
Lines’ Hawaii fleet to eight vessels.

CSX’s primary competitor in the Hawaii trade is Matson Navigation. Aside from beefing
up its fleet to eight vessels in the trade, Matson is also investing in a $31.5 million términal
improvement project to its Sand Island facility. In addition, the carrier, owned by Alexandel; &
Baldwin, turned the management of its container terminals in Seattle, Oakland, and Los Angeles
over to Stevedoring Services Aof America Terminals (SSAT, is growing its Matson Logistics
operation, an alliance with air freight forwarder Commodity Forwarders, Inc., and has started a
coastal intermodal service with BNSF that runs between Los Angeles and Seattle.

A newcomer is scheduled to enter the auto-carrying trade between the U.S. West Coast
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and Hawaii #Pasha Hawaii Transport Lines LLC, a joint venture of the Pasha Group and Van
Ommeren Shipping. Two 579-foot, 13,000 dwt ton Pure Car and Truck Carrier vessels have
been ordered from Gulfport, Miss.-based Halter Marine Inc. The ships, priced at $69 million
each, and based on an existing European design, have been slow-going getting into the early
construction phase due to the financial woes of Halter’s parent company, Friede Goldman,
affecting the shipyard’s stability. As a result, the Hawaii-Mainland U.S. trade will be serveFl by
16 containerships and 2 RoRo vessels.

Similarly, Alaska-West Coast trade will be served by a number of new RoRo (Totem
Ogean Trailer Express) vessels in competition with a set of CSX containerships. Alaska (pop,

625,000) is a special case as most trade consists of northbound consumables and military cargo.

9.3  Possible Reinterpretation and Changes in the Jones Act
There are many possible changes which could make the Jones Act or cabotage more

effective without reducing or changing its basic objectives of safe, reliable, efficient domestic

shipping.

1. Use of Foreign-built, Owned or Financed Vessels

@nsiderjng that the Jones Act basically contributed nothing to U.S. shipbuilding, the act \

should permit ordering, purchase, charter, lease or other use of foreign-built vessels. Not only

would this permit the introduction of newer ships and lower financing and insurance costs, but it
could also allow foreign investment to be used. Few U.S. cabotage operators can afford or have

the credit to place orders for new ships (even abroad).
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Recently Representative Nick Smith (R-MI) re—introdu‘ced a Jones Act reform bill to
Congress, termed the Coastal Shipping Competition Act (H.R. 2406). The bill would allow
foreign-built, qualified vessels to operate between American ports if they obtain a certificate
from the U.S. Secretary of Transportation.

Another program being looked at is "lease financing". Lease financing would allow
financial institutions to keep ownership of vessels leased through bareboat charter to Jones Act
operators, with the payments eventually covering the financial institution’s investment in the
vessel with interest. The USCG is pursuing how this Congressional amendment to U.S. vessel
documentation law could keep foreign financial institutions out of the loop, as well as the
implication of foreign-financing but U.S. ownership, even when the foreign investment is for the
bulk of the cost of the vessel.

"The provisions set forth in 1996 were not intendedl to repeal the basic U.S. citizenship
ownership requirement. They were designed to help American carriers reduce their borrowing
costs for vessels operated in domestic trades... the intent of Congress was not to permit tax-
édvantaged foreign maritime interests to own and control veséels used in U.S. domestic
commerce."

At the same time serious consideration should be given to the use of foreign-built and
owned vessels chartered/leased by U.S. domestic operators for use in cabotage trde. Not only
would this vastly reduce the vessel ownership costs, but also introduce more operational
flexibility. Similarly, domestic operators should be able to trade, sell, and buy ships in the world
market. Itis estimated that such changes could result in rapid modemization and expansion of

the U.S. cabotage fleet.
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As per U.S. citizen ownership, it should be mentioned that in our globalized eccnomy,
many so-called U.S. citizen entities (bankers, etc.) are in reality majority foreign owned. In other
words, we are playing around with concepts instead of reality. Another fact is that many U.S.

flag air carriers use foreign financed, leased, built aircraft in U.S. domestic service.

. Use of Non-U.S. Citizen Crews

The high cost of U.S. seafaring and port labor has decimated U.S. domestic shipping,
particularly in domestic container trades. On the U.S. West Coast, the high price of waterfront
labor haé proven cost-prohibitive in stimulating more port-tb'-pon commercial shipping activity,
with operators running from Seattle to LA and ILWU wages on both ends of the hook. "There is
a need for coastwise services taking containers up and down the West and East coasts." There
already exists a successful container-on-barge service on the U.S. East Coast via New Jersey-
based Columbia Coastal Transport. Columbia Coastal has been operating 16 U.S.-flag barges in
regularly scheduled feeder services between the Atlantic Coast ports as well as Freeport,
Bahamas, now. thereby serving both domestic coastal and offshore feeder trades.

There is a tremendous growth opportunity for coastal container shippingt Rail is going to
have to augment the capacity, especially on the East Coast. Other countries use their water well,
like in China and Europe. The U.S. has a wonderful highway system, but it’s becoming more
congested and expensive. We’ve got to use the water more effectively is a new consensus among
politicians and decision makers. Obviously, barges can reduce high crew and often terminal
costs but in the long run they are not a substitute for self-propelled vessels.

Considening that domestic (liner) container shipping is largely tug-barge operation with



minimal crews, the use of foreign unlicensed crews should be considered to permit the
reintroduction of coastal U.S. flag containerships. Other countries have revived their national
flag and domestic shipping by allowing partially foreign crewed vessels to serve UK flag trades.
Over the past couple of years more than 150 ships have joined the British flag under the
Maﬁtimé and Coastguard Agency (MCA) registry. It has achieved a 50% growth rate per year in
the last few years and is starting to rebuild British flag shipping. Britain changed its registry to
be more liberal, customer oriented, inexpensive, and open, while maintaining high quality, |
safety, and operational standards, such as crew, inspection, and environmental management. The
registry has attracted many foreign built, operated, and owned vessels. Officers on board these
vessels must hold British licenses and crew training must meet British standards. Most crews on
these vessels are not British citizens, aithough many senior officers do hold British licenses and
are British. The experience has re-established British flag shipping as a viable merchant marine

under British jurisdiction.

J Domestic Shipping Ownership

Though it is mandatory for U.S. cabotage operators to be owned (75%) by U.S. citizens,
this requirement makes very little sense in a globalized world economy, served by integrated
multi-nationally owned logistics operators. American President Lines, CSX (Sealand), and
others own and operate both US flag and foreign flag vessels and operators need the ﬂexibility
to move ships around, trade ships, reassign ships, and more. Furthermore, in reality, the real
beneficial owners of many U.S. "citizen" companies are really foreigners. It is about time we

- forget the farce and admit the reality that national citizen ownership requirements are
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meaningless:and certainly do not contribute to transport security and defense preparedness.

The rules for U.S. cabotage are not only outdated but self-defeating. They do not achieve
or even support the original objéctives and must be changed if we are to become not only an
effective economy in a productivity sense but also support our domestic distribution and global
trading éépiration with a meaningful strategy which will result in an effective U.S. domestic and
foreign-going shipping fleet. bur foreign-going U.S. flag fleet is practically defunct and it is
important to salvage our domestic shipping and build upon it as a foothold to the rebuilding of

the U.S. merchant marine ind@stry.

. Taxation of Domestic'Shippipg

Domestic shipping opérates mainly in international waters and should therefore receive
the same benefits as any other offshore economic activities even though Jones Act vessels only
serve domestic trade. The actual transport service is rendered in international waters. We permit
gambling, duty free shopping in such service;s. As a result, such shipping operations and the
crews manning them should bé taxed as offshore and not domestic entities. In other words,
taxation should be similar to th?at of U.S. corporations and individuals working or operating
abroad. For example, U.S. ciﬁzens working/spending more than 6 months abroad are largely

exempted from U.S. income taxes and most state taxes.

9.3.1 Benefit of Changes to the Jones Act
If all the changes listed are made, the savings in Jones Act shipping could amount to

- more than $3.0 billion/year. Even more importantly, it would not only revitalize U.S. dometic
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and thereby W.S. flag shipping bit would also recapture much of the transshipment and other
trades lost to U.S. shipping and ports in recent years. Probably most importantly, it would permit
domestic shipping to grow substantially, thereby assisting U.S. agriculture and other sectors to
distribute goods more efﬁciently,. greatly reduce truck and rail traffic, and thereby help the

environment and make the U.S. much more competitive in global trades.

9.4  Potential for and Advantage of Puerto Rican/US Flag Shipping Registry
Puerto Rico is a Commonwealth of the U.S. but it counts as a separate national entity in
the Olympic Games and many commercial and social activities. While politically an entity
associated with the U.S., there are many economic and legal activities in which the
Commonwealth acts unilaterally under existing agreements with the U.S. '
There are many examples where associated;tenitdr\ies maintgir} their own flag of registry, -
even among U.S. trust territories or dependencies. Thé U.s. Marshail islands, for example,
which was a U.S. trust territory until 1991 had its own flag. It gained independence in 1991.
Similarly, the British maintain a Gibraltar and other offshore registries as do the Norwegian,
Danes, and others. In fact, today there are more than 20 offshore or international registries for s
AL

ships which maintain many but not al] the rights of the national reglster without many of the ~ _ b ,\\}
. «.\w ,,,,,, e e )

_ . . .\ PR N
requirements such asﬂ owncrshlp, manmng,: and taxation. In fact (as shown in the British example & /beﬁ
Section 9.3), many traditional seafanng nations are now orgamzmg sub51dlary offshore rcglstnes xu%‘ -

S [~

which share in some regulatory benefits and requirements of the national register without 1 many

of the often outdated constraints.

Puerto Rico should apply to Congress for authority to organize its own ship registry, fly
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the Puerto Rican ensign (may be superifnpcsed on a U.S. flag), and negotiate limited cabotage
rights which permit these vessels to serve the Puerto Rico-U.S. mainland and other Caribbean
and South American trades but not other U.S. domestic trades. Negotiations may also include
feeder services between Freeport and other Caribbean transshipment ports and U.S. mainland
ports currently served largely by foreign flag feeder vessels. This way such operators would
have domestic and feeder service rights. They would operate as semi-cabotage vessels, be
allowed to build, acquire or charter foreign vessels, use mixed crewing, be taxed like an offshore :
activity, and owned domestically or foreign with foreign ownership subject to certain conditions
of domicile, commitment, etc.

Such an approach would not oply save a large portion of current shipping costs of Puerto
Rican trade, make the shipping companies serving the trade more viable or profitable, open up
better service and new trade routes, but also make Puerto Rico more competitive and offer new

employment and business opportunities.

9.4.1 Rationale for Exemption from the Prdvisions of the Jones Act
- Puerto Rico is an island entity wholly dependent on shipping for all its
domestic and foreign trade.
- Loss of fiscal adva‘ntagé offered by Section 936 of the IRS Code requires
Puerto Rico to find new incentives, particularly for manufacturing.
- Exemption of Jones Act provisions for Puerto Rico will allow Puerto Rico
to serve as an effective U.S. transshipment hub for U.S. East Coast and

Gulf Coast ports. Now served only by small 3rd/4th generation
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.~ containerships, they are able to accommodate or via feeder vessels using
foreign transshipment hubs such as Freeport, Kingston, Dominican
Republic, Colon and in future probably Cuba.
Exemption can be given to
a. Cargo from foreign and/or domestic ports for further shipment to/from
foreign and domestic ports. Such cargoes would not normally travel on
Jopes Act ships if foreign flag ships were available. Domestic cmgoés
would continue to be shipped on Jones Act vessels.
b. All domestic and foreign trade cargo traveling between Puerto Rico and
U.S. mainland.
As aresult of the high costs of Jones Aé; protected shipping and the large percentage of Puerto
Rico/Mainland U.S. trade, shipping to/from foreign destinations or ports has practically dried up.
With the exception of some feeder vessels carrying Puerto Rican and Mainland U.S. cargo to
other Caribbean ports or vice versa, there is essentially no foreign-going shipping serving the
Commonwealth of Puerto Rico. This forceslmost foreign trade of Puerto Rico to traverse the
U.S. or be transshipped in the U.S. and therefore use Jones Act shipping at least part way.
The trade between Puerto Rico and Caribbean islands is minuscule while U.S. and Puerto
Rican trade with the Americas (Central and South) as shown in Appendix B is quite significant.
Puerto Rico caﬁ and should plély a special role in capturing much of this trade and serve as the
U.S. representative in expanding NAFTA into South America an'd' the Intra American trade of the

North and South American continent.
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TASK 10 = CONCLUSIONS AND RECOMMENDATIONS

The Jones Act is a long, outmoded, protectionist scheme that neither achieves its
objectives nor provides any economic, social or environmental benefits to the U.S. or Puerto
Rican economy. It does not even provide meaningful benefits to it own proponents, such as
cabotage operators, their crews, U.S. shipyards, etc., most of whom benefit little from the Act
and at best operate with marginal profits, if any. Few have the resources to maintain and rebuild
their fleets and Jones Act operator employment has fallen by more than 50% during the last 20
years. Few can show any meaningful benefits and the Act has become an albatross hanging from
the necks of both those who operate and those who are supposed to be served under its rules.
The fleet is mostly obsolete, outdated, and often ill-maintained. Much of it now consists of
barges and not ships anymore.

Maintaining the Jones Act cost the U.S. about $3 billion a year in added direct costs and
probably twice as much if indirect costs are included. For Puerto Ricvo, direct and indirect costs
are about one third of that. While it may mgke sense to maintain cabotage protection rules in the
coastal oil and similar trades, it makes little economic, security, political, and operational sense
to rﬁaintain it in the offshore (Hawaii, Alaska, and Puerto Rican) tradés which increasingly have
to respond to global supply chain logistics requirements, including demands for use of mega
vessels and transshipment systems to assure efficient use of capacity, low costs of shipping, and
fast and flexible delivery. The exclusion of the above offshore routes from the global container
shipping network neither makes sense nor is it economically and operationally sustainable for
much longer.

It is therefore recommended that serious consideration be given to the change of the Jones
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Act, particularly as it applies to Puerto Rican-U.S. Mainland trade. Either major changes in the
Jones Act, as outlined in Section 9.3, should be introduced or the Government of the
Commonwealth of Puerto Rico should develop and apply for a change of registration of vessels
plying the Mainland U.S.-Puerto Rican trade and Caribbean trades. Such offshore ship registries
and becoming efficient and modern yet flexible approaches to provide efficient shipping services

with all the necessary controls over safety, reliability, market responsiveness, and economy.
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APPENDIX A

JONES ACT AND COASTWISE SHIPPING LAWS
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APPENDIX B: TRADE OF THE AMERICAS

i
%

South American/Caribbean to or from North America or European containerized trade
has been growing at a rate of nearly 4.8% per year with North American trade growing at about
5.5% and trade with Europe growing at barely 2% per year. In 2001 total containerized traffic in
South American and the Caribbean was 6,744,534 TEU. It is expected to reach 8,178,656 TEU
by 2005 or grow at a rate of just ov?:r 4.4%/yéar. This 1s a growth rate somewhat smaller than
that forecast for the rest of the world. Nearly two thirds of the South American/Caribbean
container trade is with North America, with 28% with Europe, and the rest with Asia and other
regions. One interesting thing is that there is practically no intra South American and intra
Caribbean containerized trade. This is unfortunate as many nations in the region could
complement each others’ trade and greatly enhance regional economic development by providing
complementary markets while reducing transport cost and time and expenditures of hard

currency.
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M Narth Amarics {Canada, US wnd Maico) Ve bewtiCancrat Asvarics b CAB te
m ) Amaricn & CRB. Arverica, e, Pamars | -
Cosca Rica, Necaragus, Bedes, Hondurm Al Guetarmaia) bu Newth Amacica - . ) ca & A8

MTEU o Aresae QT 2001 mowwer

. South Amarica,
ik Pasmuna, Caste, Nica, Niowsgus, Balize, Hassrms thd Gusiamals) se Enrupe
s Prevnsy QI 2001 watirrama
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