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How the Jones Act Undermines U.S. Shipbuilding and National Security

By CorLin GrRABOW

EXECUTIVE SUMMARY

ince its inception, supporters of the Jones Act
have claimed that the law is essential to U.S.
national security. Although indefensible on eco-
nomic grounds, Jones Act advocates argue that
its restrictions promote the development of
both a U.S. merchant marine and shipbuilding and repair
capability that can be utilized by the country’s military
in times of war. This rationale appears to be more of an
article of faith than the product of rigorous analysis.
This paper examines the national security justifica-
tion. Contrasting the Jones Act’s stated objectives with
observable results, the law is revealed to be a national
security failure. With dwindling numbers of ships,

mariners, and shipyards, the U.S. military’s ability to
leverage these civilian assets during times of war has been
deeply compromised. This paper finds this maritime
decline to be the predictable result of the Jones Act’s
misguided protectionism, whose theoretical underpin-
nings are deeply at odds with both sound economics and
modern maritime realities.

Rather than continue this flawed policy, the Jones Act
should be either repealed or significantly reformed. This
paper proposes alternative methods for ensuring mili-
tary access to civilian mariners that offer greater cost
transparency and increased certainty of the mariners’
availability.

Colin Grabow is a policy analyst at the Cato Institute’s Herbert A. Stiefel Center for Trade Policy Studies.
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INTRODUCTION

If the Jones Act’s fortunes hinged on eco-
nomics alone the law would have been re-
pealed long ago. Economists who have studied
the Jones Act are in near unanimity that it
diminishes U.S. prosperity." A recent analysis
published by the Organisation for Economic
Co-operation and Development (OECD) esti-
mates that the law’s repeal would increase U.S.
economic output by up to $135 billion.”

But Jones Act supporters inevitably re-
spond that the law’s economic costs are jus-
tified by its contributions to U.S. national
security. Indeed, the conventional wisdom on
Capitol Hill is that the Jones Act plays a vital
role in undergirding the U.S. military and pro-
tecting the U.S. homeland.

The Jones
Section 27 of the Merchant Marine Act of
1920—requires that vessels engaged in the

Act—formally known as

domestic transport of goods be built in the
United States, crewed by U.S. citizens, owned
by U.S. citizens, and registered under the U.S.
flag.3 The law’s advocates claim that these re-
quirements bolster U.S. national security by
ensuring the Department of Defense has war-
time access to a merchant marine that can be
used to transport military supplies and equip-
ment. Indeed, the law itself lists in its stated
purpose the necessity of a “merchant marine
of the best equipped and most suitable types
of vessels sufficient to carry the greater por-
tion of its commerce and serve as @ naval or
military auxiliary in time of war or national emer-
gency [emphasis added].”*

Claims that the Jones Act is a national se-
curity asset have generally gone unchallenged
and, as a result, this justification is more an
article of faith than the result of rigorous
analysis. Much has changed in the nearly 100
years since the Jones Act became law; and the
economic, maritime, and geopolitical realities
that shaped policy in 1920 differ considerably
from those of today. Taking account of these
modern realities, this paper scrutinizes the
Jones Act’s impact and concludes that the law
has failed to bolster US. national security. In
fact, it has likely subverted it.

THE ESSENCE OF THE NATIONAL
SECURITY RATIONALE

Jones Act supporters claim that the law’s re-
strictions on foreign competition help foster a
merchant marine and shipbuilding and repair
capability that can be harnessed by the United
States in times of war.’ This is the theory. The
reality is quite different.

In the early 1990s the Jones Act was put to
the test. Following Iraq’s invasion of Kuwait,
the United States rushed soldiers, military
equipment, and supplies to Saudi Arabia. Al-
though this military build-up was highly suc-
cessful, the Jones Act’s ship contributions were
marginal at most. Of the 281 Ready Reserve
Force (RRF)6 and commercial ships chartered
by the Military Sealift Command during the
conflict,’” a mere 8 were Jones Act—eligible,
consisting of one roll-on/roll-oftf (RO/RO)
ship, one heavy-lift ship, and six tankers.® Of
these eight, just five entered the Persian Gulf
and only the lone RO/RO, a dilapidated ship
called the Ponce, transported equipment from
the United States to Saudi Arabia.”

Rather than the Jones Act ensuring even
an adequate supply of US.-flagged ships,
the United States found itself dependent on
foreign-flagged vessels to transport the need-
ed equipment and supplies. No fewer than 177
foreign-flagged commercial ships were char-
tered by the United States for the Persian Gulf
War. Those ships transported 21.2 percent of
total dry cargo and 26.6 percent of total unit
cargo (US.-flagged commercial ships carried
12.7 percent of total unit cargo—cargo spe-
cific to particular military units—with the bal-
ance transported by US. government-owned
vessels).’® So pressed was the United States for
sealift capacity that it twice requested the use
of Soviet-flagged cargo ships, but was rejected
by Moscow both times.

The situation was little better on the man-
power front. The promised pool of Jones Act
mariners to crew government-owned ships was
found distressingly shallow, producing a scram-
ble to find the needed personnel. As the U.S.
military’s official history of the Transportation
Command’s performance during Operations



Desert Shield and Desert Storm points out:

For Desert Shield/Desert Storm, {the
Maritime Administration (MARAD)}
needed nearly 4,200 additional commer-
cial mariners to crew the RRF [Ready
Reserve Forcel. Who were they? Many
who heeded the unions’ call were former
merchant mariners who came out of re-
tirement. Some of those were veterans
of World War II, the Korean War, and
the war in Southeast Asia. Nearly 200
cadets from the U.S. Merchant Marine
Academy; Kings Point, New York, also
served, as did 6 students and 6 professors
from Massachusetts Maritime College.
Some were raw recruits. The Seafarers
International Union expanded its entry-
level training program from 6o to 200
students per month to help put bodies on
ships fast. The union also increased skill-
upgrading courses for firemen and steam
engineers from once a quarter to once a
month. The Marine Engineers Beneficial
Association/National Maritime Union,
the Sailors Union of the Pacific, and
other maritime unions developed similar
programs to expand the pool.”

In explaining this lack of mariners, the re-
port hints at the decline of the U.S. commer-
cial fleet, of which Jones Act ships form more
than half:

Fewer ships meant fewer jobs for mer-
chant mariners and, as a consequence,
manpower had dwindled almost 60
percent since 1970 to a current level of
about 10,000. MARAD projected that
itwould be less than half that amount by
the turn of the century. In 1990, the av-
erage age of a U.S. merchant seaman was
49 years old, which meant many of the
mariners who manned the RRF ships
during Desert Shield/Desert Storm
were in their 60s and 70s. At least two
were in their 8os. The oldest was 92.
There were teenagers as well.”?

Other actions to remedy the dearth of
mariners included the waiving of licensing
requirements and allowing crew members to
sail with reduced qualifications.” Yet despite
such measures, the effort to secure sufficient
manpower nearly met with disaster. When
MARAD attempted to activate a second
wave of 34 RRF ships to follow on its first
wave of §5, it ran out of mariners from the
U.S. crew pool before the activations could
be completed. Fortunately, mariners from the
Great Lakes fleet were willing and able to fill
in after the lakes froze in January 1991."

The Gulf War was no anomaly. Crew short-
ages also proved a headache for US. logisti-
cians during the Vietnam War. Speaking at the
Naval War College in 1969, the commander of
the Military Sea Transportation Service,” Vice
Admiral Lawson Ramage, called the merchant
marine manpower pool “barely adequate,”
adding, “Crew shortages and consequent ship
delays have been a continuing problem almost
from the outset of the Vietnam escalation.”™
Statistics bear this out, with 42 percent (592 of
1,405) of the National Defense Reserve Fleet/
Ready Reserve Force’s scheduled sailings de-
layed because of crew shortages during the
years 1966-1968."7

Downward pressure on the merchant mari-
ner pool has not abated. The Jones Act fleet
continues to atrophy, currently standing at a
mere 99 ships, as seen in Figure 1.

The effect of the Jones Act fleet’s decline on
mariners was underscored by a 2017 MARAD
report, which warned that in a wartime scen-
ario the United States would be at least 1,839
mariners short of the 13,607 needed to per-
form sustained sealift operations and to crew
the US. commercial fleet.™

Alarmingly, that projection represents a
best-case scenario that assumes all mariners
with unlimited credentials (i.e., able to serve on
any size ship operating anywhere) are available
and willing to crew sealift vessels as well as the
US.-flagged commercial fleet. These civilian
mariners provide their services on a volunteer
basis, however, and the report admitted that
their willingness to actually do so in a war or
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Figure 1
Jones Act oceangoing ships
600

500

400

300

200

Number of ships

100

O H O
07 HT O
S

O Q0 0 0 H
©° A7 QA O O
e AN

NOONN

Number of ships

12,000

m

10,000 2

®

(7]

=)

@)

8,000 £

(0]

o0

©

6,000 E

S

b=

4,000 30

(0]

=

©

3

2,000 &

0
S H O HL O O @
F P PN NN
N A P T P P

Deadweight tonnage (thousands)

Source: Congressional Research Service using data from U.S. Maritime Administration.
Note: Deadweight tonnage (DWT) is a measure of ship cargo capacity.

national emergency is “beyond prediction.”™
The situation is equally grim on the ship-
building and repair front. From 1953 through
2013, approximately 300 shipyards closed®® and
shipbuilding employment fell from 186,700 in
1981*" to 94,000 as of 2018.** Today a mere four
shipyards in the United States are in the busi-
ness of constructing large oceangoing com-
mercial ships.”> One of those four, the Philly
Shipyard, currently has no ships on its order
book and as of July 2019 had seen its employ-
ment reduced to approximately 8o people.**
The U.S. maritime industry’s dire state is
obvious enough that even ardent supporters
of the Jones Act, which was ostensibly meant
to guarantee the industry’s welfare, concede
that all is not well. Maritime Administrator
Mark H. Buzby, for example, admitted in con-
gressional testimony this year that U.S. com-
mercial shipyards lack the “scale, technology,
and the large volume ‘series building’ order
books” to compete internationally. He noted
that the five largest U.S. shipyards have collec-
tively produced, on average, a mere five ships
per year over the past five years.” One senior
official with a maritime union noted in 2018

that “the pool of licensed and unlicensed mar-
iners has shrunk to a critical level” and that,
absent changes, “the military will no longer be
able to rely on the all-volunteer U.S. Merchant
Marine.”® Rep. John Garamendi (D-CA),
meanwhile, has questioned the country’s abil-
ity to keep its troops supplied if they were to
repeat an invasion of Guadalcanal.””

In 2018 the head of the US. Transportation
Command, General Darren W. McDew, com-
mented that while the Jones Act was intended
to ensure a baseline level of business to support
both U.S. shipping and shipbuilding, the domes-
tic fleet’s dwindling size “demands that we reas-
sess our approach.” The country; he added, may
need to “rethink policies of the past in order to
face an increasingly competitive future.”

The maritime status quo, of which the
Jones Act plays a foundational role, appears in-
creasingly untenable.

JONES ACT: NATIONAL SECURITY
ASSET ORLIABILITY?

Given these realities, it seems increasingly
apparent that the Jones Act’s contributions to



national security are overstated and diminish-
ing. In fact, the case stands on its merits that
the law makes no contribution to national se-
curity and may even subvert it. There is con-
siderable evidence that the Jones Act is a net
national security liability.

As already described, the Jones Act’s
domestic-build requirement means that
Americans must buy ships for domestic use that
are far costlier than those constructed abroad,
as US. commercial shipbuilding has degener-
ated into its current uncompetitive state. This
results in fewer ships and fewer mariners to
draw on in times of war or national emergency.

Jones Act advocates counter that the pro-
vision is ultimately beneficial because it pro-
motes U.S. shipbuilding. But that assertion
is mistaken on at least two counts. First, as
a 1985 government report notes, “sealift re-
quirements for the initial stages of a modern
major conflict depend more on the sufficiency
of US.-controlled shipping—and on trained
U.S. crews—than on shipbuilding capacity.”*
In other words, in the critical early stages of
a conflict, a country’s shipbuilding capacity is
less important than its ability to mobilize ships
and crew—and the Jones Act’s domestic-build
provision results in reductions of both. In ad-
dition, it is far from clear that the Jones Act
has contributed to a more-robust shipbuilding
capacity than would otherwise be the case.

That a law ostensibly meant to strengthen
domestic shipbuilding by stifling foreign com-
petition would have the opposite effect—a
weakened industry—should not be a surprise.
Some have argued that the rising fortunes
of British commercial shipbuilding in the
mid-1800s were due in part to the United
Kingdom’s decision to discard its protection-
ist Navigation Acts. As author Clinton H.
‘Whitehurst notes:

Another major factor that contributed
to British shipbuilding and shipping suc-
cess was the repeal in 1849 of the last of
the Navigation Acts . . . {TThe English-
built ship was protected from foreign
competition in that foreign ships were

excluded not only from England’s colo-
nial trade but from home trade as well.
The result of this protectionism was, at
best, a mixed blessing. While these stat-
utes ensured English shipping profits,
they acted as a tranquilizer with respect
to improvements in building wooden
sailing ships. As one British authority
points out:

Protection from foreign competi-
tion resulted in British ship design
of 1845 differing little from the style
to be found in 1815. [And} . . . sta-
tistics confirm the overall stagnant
nature of the British shipbuilding
industry in the 35 years before 1850.

With repeal of the Navigation Acts, the
shipowner was free to buy his vessels
anywhere he chose. But a policy of “free
ships” also meant the shipbuilder must
be competitive. No longer could he take
ayear or more to construct a vessel for a
trading opportunity that could be gone
before the ship was delivered to her
owner. The competitive British clipper
ship was fair evidence of the success of
the new policy3°

It is, of course, impossible to know exactly
how U.S. shipbuilding would have fared absent
the Jones Act and other protectionist mari-
time laws that preceded it. Improving on the
existing record, however, would not seem to
be a terribly difficult task. As already shown,
recent decades have seen substantial declines
in US. shipbuilding measured both in terms
of the number of shipyards and the number of
workers employed there. This should be en-
tirely expected given the costly nature of the
ships built in these U.S. yards. Such high costs
reflect along-standing qualitative gap between
U.S. shipyards and their foreign peers.

A 1983 government report authored
by the now-defunct Office of Technology
Assessment (OTA), for example, said that U.S.
shipyards “generally employed lower levels of
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technology” than their foreign counterparts
and had “not installed the level of modern
shipbuilding technology necessary for high
productivity in the construction of today’s

major merchant ships.”’

Comparing U.S.
shipyards to those of Japan and South Korea,
the report listed numerous ways in which the
former fell short, which ranged from inferior
levels of research and development to the re-
duced adoption of automation and robotics.

"Two years later, a report issued by the U.S.
International Trade Commission (USITC),
citing industry observers, found that “the U.S.
shipbuilding industry lags behind many of its
foreign competitors in the use of modular con-
struction techniques, in tooling, in the degree
of automation, in the use of robotics, and in the
methods of processing, joining, and assembling
materials.”>* The report added that U.S. com-
mercial shipyards “require approximately 40 to
60 percent more man-hours to construct the
same ship as many foreign yards.”

A 2001 Commerce Department study pro-
vided a similarly gloomy assessment, noting
that U.S. shipbuilding productivity had not im-
proved since the mid-1980s and that U.S. ship-
yards lagged their foreign counterparts in ship
construction and design, shipyard layout, and
product engineering. “Among shipbuilding na-
tions,” the report added, “U.S. shipbuilders rank
at or near the bottom in terms of productivity,
and the gap is widening {emphasis added].”

A 2009 National Defense University (NDU)
report suggested the picture was little changed.
Once again comparing US. shipbuilders to
those in Asia, the report found that the Asian
yards offered lower prices, greater efficiency,
and had higher industry best-practice ratings.>*
An NDU report issued three years earlier,
meanwhile, said that “a company representa-
tive {from a leading maritime consulting firm}
familiar with the techniques employed by U.S.
and European shipyards advised us that the U.S.
shipbuilding industry is currently about fifteen
years behind in implementing changes that
would enhance productivity,”® while a 2016
NDU report noted that U.S. shipbuilding is “an
average of twenty years behind international

shipyards regarding advanced technology.”36

Notably, both the OTA and the 2009 NDU
reports suggested that the Jones Act was at least
partly culpable for the yawning gap with foreign
shipyards. The OTA report noted that, owing to
federal shipbuilding subsidies (since discontin-
ued), as well as the Jones Act, the United States
has become an anomaly in the construction of
major merchant ships. As the report states:

In many other major maritime coun-
tries, shipbuilding is viewed on a global
perspective. This is not the same in the
United States, where only 1 to 2 percent
of the world merchant fleet is now built.
The US. shipbuilding industry is basi-
cally quite different from that of Europe,
Japan, and Korea. Those countries have
built most of today’s modern shipping
fleets and compete for orders in a world
market. The United States does not.

This is completely logical. The Jones Act’s
U.S.-build

American shipyards to orient themselves

requirement has incentivized
away from the competitive international
market and toward this captive domestic
shipbuilding market. This, in turn, means
reduced output (a mere two or three ocean-
going ships per year), less competition, and
the failure to develop a specialized market
niche.?” All of these missing elements are
vital to increased productivity and lowered
costs. As the OTA report points out:

Briefly stated, U.S. yards have never
had sufficient volume of merchant ship
orders to specialize, to become truly
expert, or to develop high efliciency.
Flexibility to build many different varie-
ties of ships and other marine equipment
has been maintained in U.S. shipyards.
Thus, the economies of mass produc-
tion have seldom been adopted.3®

The 2009 NDU report laid at least partial
blame for the lack of U.S. shipbuilding com-

petitiveness on “protectionist policies, such



as the Jones Act, that have shielded domestic
shipbuilders from the pressures of global com-
petition,” while a 2007 NDU report sounded
a similar note:

U.S. shipyards are not currently cost
competitive in any of the major classes
of large ships, and their annual market
is limited to the six to ten large Jones
Act ships destined for the domestic
U.S. trade. Since the total Jones Act
requirement is only a small fraction of
the output of the largest Asian yards,
the U.S. shipbuilding industry is locked
in a cost/quantity trap, one that it ap-
pears unlikely to escape.??

This lack of shipbuilding competitiveness
has wreaked havoc within the maritime indus-
try, thus undermining national security. As a
2019 Congressional Research Service (CRS) re-
port notes, the high cost of U.S. shipbuilding has
prompted the Department of Defense to recon-
sider a plan requiring sealift ships to be built do-
mestically and to instead focus on the purchase
of foreign-built substitutes.* “I can’t afford a
lot of $600 million ships. I can’t really afford
a lot of $400 million ships when I can go out
and buy used RO/ROs for $35 to $40 million,”
said Secretary of the Navy Richard Spencer in
May 2019.#' The head of US. Transportation
Command, meanwhile, explained the deci-
sion to pursue used foreign-built ships during
a March 2019 congressional hearing by noting
that such vessels cost $25—60 million depend-
ing on age. New domestic-built ships, he added,
would cost rwenty-six times as much.+*

The U.SS. military, in other words, has ef-
fectively been forced to look abroad to meet
some of its ship construction needs because
of cost inefficiencies encouraged by the Jones
Act. As a 2015 NDU report states, “The Jones
Act creates an environment where the U.S.
government must pay a premium to buy a
world-class navy”#

Dependence on foreign-built ships to meet
US. sealift needs is long-standing. Of the 46

vessels in the RRF, only 16 were constructed

in US. shipyards. The 60 privately owned
ships that participate in the Maritime Security
Program are entirely foreign-built.** So, the
majority of the current putative sealift fleet is
foreign-built and the US. Navy now plans to
continue on the foreign-build path for the fore-
seeable future, given the destitute state of U.S.
shipbuilding competitiveness.

This is nearly the exact opposite of what
Jones Act supporters claim the law was meant
to achieve.

Among Jones Act shipping companies, the
costs of this policy are also evident. High do-
mestic shipbuilding costs mean these carriers
pay higher prices for ships and must charge
higher freight rates. Higher rates deter the
use of coastwise shipping, which, in turn, de-
creases the demand for ships, resulting in few-
er ships and mariners available in times of war
and national emergency. It also means less re-
pair and maintenance work for U.S. shipyards
that are part of the defense industrial base.

The paltry Jones Act fleet is lacking not just
in raw numbers but also the diverse set of capa-
bilities appropriate for an advanced economy:
Ship types such as liquefied natural gas (LNG)
carriers, liquefied petroleum gas carriers, and
livestock carriers are entirely absent. Other
ship types, although present, exist in extremely
limited numbers. There are, for example, a mere
two dry bulk ships—both of which are nearly
40 years of age—and a single chemical tanker,
built in 1968. The fleet also does not feature any
heavy-lift vessels. This, according to the CRS,
has forced the Department of Defense to use
“national defense’ waivers of the Jones Act to
move radar systems and newly built vessels on
foreign-flag heavy-lift vessels.”*

In addition, the Jones Act encourages the
use of vessels that would be considered well
past their useful life outside of the protected
Jones Act market. Jones Act carrier Matson,
for example, as of this writing employs a con-
tainer ship, the Libue, that was constructed
in 1971. Another one of its ships, the RO/RO
vessel Matsonia, was built in 1973 and in early
2019 suffered a major hull failure likely related
to age-induced decrepitude.*®
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As of August 2019, nearly one-third of the
Jones Act fleet—30 of 99 ships—was built in
1994 or earlier.*’ Among the 42 nontanker
ships, 26 were at least 25 years of age. To place
this in perspective, Maritime Administrator
Rear Admiral Buzby testified before Congress
in March 2019 that it’s “rare to find ships in
the commercial world beyond 15-20 years of

»#8 The advanced ages of these ships and

age.
their likely degraded condition would seem
to call into question the Jones Act fleet’s abil-
ity to serve as a “naval or military auxiliary” in
time of war or national emergency.

Access to dramatically lower-priced foreign-
built ships is one obvious solution. As a 1985
report from the National Advisory Committee
on Oceans and Atmosphere noted, “A modern-
ized Jones Act fleet, including some low-cost,
foreign-built vessels, would help not only
the domestic ship operator, but the U.S. con-
sumer at large and the Nation as a whole &y
enhancing the defense utility of the U.S. flag fleet
[emphasis added}.”+?

Evidence of the benefits of competition to
both consumers and U.S. companies is abun-
dant throughout the economy. In other forms
of transportation not subject to domestic-
build requirements—which is to say, #// other
forms of transportation—U.S. firms play lead-
ing roles. Within the auto sector, Ford and
General Motors are among the world’s top five
largest automakers’® and the United States
produces more autos than any country ex-
cept China’' Among aircraft manufacturers,
the United States is a global juggernaut, with
Boeing ranked as the world’s largest in 2018.5

That Boeing prospers in the absence of a
domestic-build requirement is particularly
noteworthy given the many similarities be-
tween the airline and shipping industries.
Both are subject to cabotage restrictions, with
foreign-registered airlines prohibited from
transporting passengers or goods within the
United States (with a limited exemption for
Alaska).” Like Jones Act ships, U.S.-registered
airlines are also required to have at least
75 percent US. ownership. Furthermore, air-
lines play a key role in U.S. national security,

with commercial aircraft often relied on in
times of war to transport military personnel.
In the Persian Gulf War, for example, more
than 60 percent of the troops and 25 percent
of the cargo airlifted were carried aboard civil-
ian airliners.’* In 2003 nearly 500,000 troops
were transported via the Pentagon’s Civil
Reserve Air Fleet program.’

Yet, despite this critical national security
role, there has been no serious effort to im-
pose a domestic-build requirement on U.S.
airlines. This is perhaps because there is a
recognition that such a mandate would im-
pair the ability of U.S. airlines to acquire the
aircraft needed to build their fleets and com-
pete in a cost-effective manner. The pressure
of international competition benefits the
U.S. aircraft manufacturing industry by forc-
ing it to constantly improve and innovate. A
domestic-build requirement would reduce
those incentives, leaving U.S. aircraft manu-
facturing in a weakened position.

Productivity comparisons between ship-
building, aircraft, and auto manufacturing
are illuminating. According to the Commerce
Department, output per employee in ship-
building rose by 45 percent from 1977 to 1998,
while over the same period auto assembly out-
put per employee increased by 117 percent and
aircraft assembly output rose 88 percent.’®
Were the U.S. shipbuilding industry able to
achieve similar productivity gains, it would re-
duce the cost of U.S.-built ships. This, in turn,
would increase the number of vessels built and
the number of U.S. mariners who crew them.

Useful lessons may also be found in the
examination of shipbuilding sectors from
other highly developed countries. Norway
and Finland, for example, do not have
domestic-build requirements and they have
less onerous cabotage restrictions than the
United States.’’ These two countries have a
combined population that is nearly 30 times
smaller than that of the United States, yet
they feature shipbuilding employment that
is only seven times smaller.”® Furthermore,
both countries have internationally com-
shipbuilding

petitive segments—oftshore



service vessels and fishing vessels in the case
of Norway,’® and cruise ships and icebreakers
in the case of Finland (the country produces
70 percent of the world’s icebreakers).60

The European Union, meanwhile, has ap-
proximately 4o large shipyards active in the
global market for large seagoing commercial
vessels.” In contrast, the United States builds
no oceangoing ships for export®* and as a 2017
National Defense University report states,
“There seems to be little prospect of U.S. ship-
yards winning much export business for com-
mercial vessels.”®3

Such facts make it easier to understand
why a 2019 Organisation for Economic
Co-operation and Development study con-
cluded that, in the long term, repeal of the
Jones Act has the potential to increase the U.S.
commercial shipbuilding industry’s total out-
put from $859 million to $1.47 billion—as well
as raise its value-added by about $44 million
(from $412 million).%4

Other factors also merit consideration in
the national security calculus. The Jones Act
is based on the notion that U.S. self-reliance—
in this case, in terms of shipbuilding, ships,
and mariners—is preferable to relying on for-
eigners, including US. allies and partners.
Yet the Jones Act discourages the very self-
reliance it is premised on. A 2013 Government
Accountability Office (GAO) report, for ex-
ample, cited numerous anecdotes of importers
in Puerto Rico choosing foreign goods over
those produced in the United States because
the high cost of Jones Act transportation made
them too expensive. Among these examples
were jet fuel sourced from Venezuela instead
of the U.S. mainland, as well as other products
from foreign sources including fertilizer, feed,
corn, and potatoes.®

Perhaps most infamously, the law also ef-
fectively forces Puerto Rico to source its
natural gas from abroad, as there are no Jones
Act—eligible ships to transport the fuel from
the U.S. mainland. In 2018, Russian natural
gas was imported into Massachusetts during
a wintertime demand spike—despite the fu-
el’s domestic abundance—owing to the total

lack of Jones Act ships.®®

Finally, it should be noted that, despite be-
ing commonly hailed as a national security as-
set, the Jones Act has regularly been suspended
in times of war or national emergency, includ-
ing World War I1, the Persian Gulf War, and in
the wake of various natural disasters. In other
words, when the exact situations that the
Jones Act was intended to address arise, the
law often must be waived because it has failed
so abjectly. At such times, reality intrudes and
common sense prevails.

DESTINED TO FAIL

The Jones Act’s glaring deficiencies do not
surprise, given the incongruity between the
law’s objectives and the means by which it
seeks to accomplish them. Based on a theo-
retical underpinning that is deeply at odds
with modern maritime realities, the Jones
Act’s failure is merely the law reaching its in-
escapable conclusion.

Shipping versus Shipbuilding

A desired U.S. capability to be able to con-
struct and repair the large numbers of ships
required in a global conflict helps explain the
impetus for the Jones Act’s domestic-build
requirement. By preventing Americans from
using foreign-built ships to conduct domestic
commerce, the law provides U.S. shipbuilders
with a captive market. These U.S.-built ships,
however, are vastly more expensive than those
produced overseas. This means that the buy-
ers of these ships are footing the bill for what
amounts to a massive subsidy to the shipbuild-
ing sector (to the degree that demand even ex-
ists for such expensive ships).

Such extremely high price tags limit the
demand for ships, raise the cost of transport-
ing cargo, and consequently make waterborne
transport a less attractive option for moving
goods. This, in turn, means fewer ships are
available to serve the needs of the U.S. economy
and to respond effectively to national emergen-
cy. Meanwhile, U.S. shipyards—and their skilled
workers—are themselves harmed because fewer
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ships means reduced opportunities to perform
maintenance, repairs, and upgrade work. More-
over, the dearth of ships frustrates the policy
goal of ensuring sufficient numbers of mariners
to crew both government-owned and commer-
cial ships in wartime.

The inherent conflict between the protec-
tion of U.S. shipbuilding and the desire for
robust U.S.-flagged shipping has not escaped
the notice of military logisticians. Writing in
the Defense Transportation Journal in 1993, for-
mer commander of the US. Transportation
Command General Duane H. Cassidy said
that if he was king for a day, one of his decrees
would be to decouple the U.S.-flagged ship-
ping industry and the shipbuilding industry:.
“The continued yoking of these two indus-
tries stifles competition for both,” Cassidy
said. “Carriers, to be competitive, need to
buy new ships where the market dictates, like

any other U.S. business.”®?

Jones Act’s Limited Wartime
Benefit to U.S. Shipbuilding

One of the Jones Act’s advertised ben-
efits—a domestic capability to build large,
oceangoing ships during times of war—has
proven to be of limited utility. Since the Jones
Act’s passage, the United States has been in
only one conflict, World War I1, that required
a large increase in shipbuilding. In many of
the other military interventions, such as the
1991 Persian Gulf War, the conflict ended
long before a new ship could have been built
had the necessity arisen.

Even during World War II, however, it is not
apparent that the Jones Act contributed much
to the country’s shipbuilding capacity. Scant
commercial shipbuilding took place in the
years preceding the war and a vast expansion of
U.S. shipbuilding capacity was required to meet
the country’s wartime needs.®® An emergency
shipbuilding program announced by President
Franklin D. Roosevelt in January 1941—nearly
a year before the United States entered the
war—for the construction of 260 cargo vessels,
for example, necessitated approval for the con-
struction of nine new shipyards.

Costlier Ships

When the Jones Act was passed, U.S.-built
ships were estimated to be 20 percent more ex-
pensive than those built overseas.® Since that
time, the cost premium attached to vessels
constructed in the United States has risen dra-
matically. As a 2019 Congressional Research
Service report points out:

The cost differential increased to §0%
in the 1930s. In the 1950s, US. ship-
yard prices were double those of for-
eign yards, and by the 1990s, they were
three times the price of foreign yards.
Today, the price of a U.S.-built tanker
is estimated to be about four times the
global price of a similar vessel, while a
U.S.-built container ship may cost five
times the global price, according to one
maritime consulting firm.”®

The picture worsens when the time required
for construction is considered. A 1981 GAO re-
port found that “it takes about 2 years longer to
build oceangoing vessels in the United States
than overseas,””" while a 1985 U.S. International
Trade Commission study stated that “U.S.-built
commercial ships take twice as long to build
and cost two times as much money as many
comparable foreign-built vessels.””*

Anecdotal evidence suggests this remains
the case. From 2018 through mid-2019, a total
of four Jones Act self-propelled oceangoing
ships were built in U.S. shipyards. Two of
these were 3,600 TEU (“twenty-foot equiva-
lent unit,” a measure of volume equivalent to
a twenty-foot-long shipping container) con-
tainer ships built by the Philly Shipyard, and
the remaining two were hybrid container-
RO/RO vessels with a 2,600 TEU cargo ca-
pacity as well as room for 400 vehicles that
were built by VT Halter Marine. These four
vessels required 35 to 42 months to construct,
measured from the time the keel was laid to
the official date of completion. In compari-
son, one of the largest container ships in the
world, the 21,413 TEU capacity OOCL Hong
Kong, completed in 2017, had a build time of



18 months (and cost at least $50 million less
than each of the 3,600 TEU ships built by the
Philly Shipyard).”

Given such extraordinary cost differentials
and the burden they put on the U.S. maritime
sector, it is worth considering whether the
Jones Act would be passed by Congress today.

Bifurcation of U.S. Shipbuilding

An important reason for the Jones Act’s
U.S.-build requirement is that, presumably; it
would help to ensure the existence of shipyards
where vessels could be built for the U.S. mili-
tary’+ But the degree of overlap between Jones
Act commercial shipbuilding and naval ship-
building is not nearly as great as many observers
may believe. As a 2019 report from the Center
for Strategic and Budgetary Assessment notes,
“most shipyards that build larger U.S. Navy and
Coast Guard ships do not generally construct
commercial vessels.””” Of the country’s ma-
jor commercial shipyards, only one—General
Dynamics NASSCO—constructs both large
naval (noncombatant) and commercial ships.
The Philly Shipyard, which has built approxi-
mately half of all large ocean-going Jones Act
commercial ships since 2000, does not build
any military vessels.”®

A 2019 analysis performed by scholars at
the American Enterprise Institute calculated
that, for the six companies that have built
naval and commercial vessels since 2000,
Jones Act merchant vessels accounted for a
mere § percent of orders (by the number of
ships).”’ This finding dovetails with a 2013
GAO report that noted the vast majority of
military vessels are built at seven major ship-
yards, some of which “also construct a small
number of commercial vessels.””

There is little reason to think this will
change, given the increasingly distinct nature of
commercial and naval shipbuilding. As a 2001
Commerce Department report notes, “The
technical specialization applied to a naval ves-
sel is not applied to commercial ships, and the
technology in both fields is advancing to such
an extent that the two modes of construction
are growing increasingly segregated.””?

U.S. Dependence on Foreign
Components and Know-How

Jones Act supporters may be tempted to be-
lieve that the high cost of U.S.-built ships is a
small price to pay for freeing the United States
from dependence on foreign shipbuilding, but
this “independence” is illusory. To comply with
the Jones Act’s domestic-build mandate, ships
must be assembled in the United States and
all “major components of the hull and super-
structure” fabricated domestically®® This
means, however, that other key parts of a ship
can be—and often are—produced abroad. Even
the steel plating used in a vessel’s construction
can be of foreign origin provided it is delivered
in “standard mill shapes and size.”"

A container ship delivered by the Philly
Shipyard in 2018, the Daniel K. Inouye, serves
as a good example. While Jones Act—eligible,
the ship includes numerous components that
were sourced from foreign firms, including
the main generator engines (Hyundai Heavy
Industries, South Korea); steering gear (Rolls
Royce, United Kingdom); auxiliary boiler (Alfa
Laval, Denmark); propulsion engine (MAN
Energy Solutions, Germany); maneuvering
thruster (Kongsberg Maritime, Norway); and
propeller (Hyundai Heavy Industries).52

Beyond components, foreign know-how
is also frequently required to construct many
of the Jones Act fleet’s large ships. In 2006,
one of the few US. shipyards that builds
large oceangoing ships, General Dynamics
NASSCO, signed a partnership agreement
with Daewoo Ship Engineering Company that
would see the South Korean firm “provide the
detail designs, support services and some of
the material necessary for ship production.”3
The fruits of this agreement are readily appar-
ent, with Daewoo serving as the design agent
for the Kanaloa-class ships currently being
built at the shipyard.®* Philly Shipyard’s 2018
annual report, meanwhile, highlights its “ac-
cess to global shipbuilding and design exper-
tise with partners in Asia and Europe,” adding
that the company typically seeks to “identify
and license existing best-in-class designs and
cooperate with the owners of such designs to
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make such modifications as are necessary.”®s

Foreign reliance can also be seen in lique-
fied natural gas carriers, a type of ship that
doesn’t even exist in the Jones Act fleet. As a
2015 GAO report noted, to build such a ves-
sel—which has not been done in the United
States since 1980%°—one shipyard acknowl-
edged that it would likely have to “hire an ad-
ditional 250 to 300 skilled Korean workers for
the duration of the build time to ensure the
work is done correctly.”%7

A Jones Act ship built in 2018, the E/ Coqui,
nicely captures the U.S. reliance on foreign-
ers in ship construction. Designed by Finnish
company Wartsild using teams in Norway and
Poland, it features a foreign-built engine and
liquefied natural gas fuel tanks, while the ship-
yard that assembled the vessel, VT Halter, is
the U.S. subsidiary of Singapore-based firm ST
Engineering.®®

Shipyards in the United States may be en-
gaged in limited construction of oceangoing
commercial ships—albeit at frightfully high
costs that would be even higher absent their
access to foreign components—but it is an
open question just how truly American these
ships are or how meaningful the practical dif-
ference is between manufacturing these ships
in the United States versus buying them from
foreign yards.3

Wartime Availability of Allied
Shipbuilding and Repair Facilities

Implicit in the Jones Act’s logic is that
a premium should be placed on U.S. self-
reliance for its shipbuilding and repair needs
in time of war. Such thinking, however, ig-
nores the fact that US. defense allies, par-
ticularly Japan, South Korea, and certain
members of NATO, are some of the world’s
leading shipbuilding countries. As a 2006
NDU report points out:

Another argument against overseas con-
struction of naval ships is that access
could be taken away, leaving the U.S.
without the capacity to build ships
when needed. This is unlikely since

there are many yards that are allies, and
it is unrealistic to assume all of them
would simultaneously turn down rev-
enues and deny access.”°

It’s also worth pondering whether in con-
flicts with either China or Russia (cited by the
2017 National Security Strategy of the United
States of America as “challeng[ing} American
power, influence, and interests”), the United
States would send its damaged ships to be re-
paired in the nearby shipyards of allied coun-
tries in Europe and Northeast Asia rather than
having them limp or be towed back across the
Pacific or Atlantic Oceans.”"

Questionable Wartime Utility
of Jones Act Ships

For the Jones Act—eligible ships that are
assembled in US. shipyards, it is unclear how
much benefit they offer in a wartime scenario.
Built for commercial purposes, their capabili-
ties do not always align with those demanded
by the U.S. military. As a 1984 Congressional
Budget Office study noted:

[Tlhere is agrowing dichotomy between
those features that produce a commer-
cially efficient ship and those that yield
ships more useful for support of military
operations. In general, the most militar-
ily useful ships tend to be:

* Relatively small—able to go in and out of
shallow or otherwise restricted waters;

*+ Flexible—able to carry a variety of car-
goes; and

* Self-sustaining—able to load and off-load
cargo without specialized shore facilities.

Unfortunately, these characteristics are
at odds with those of the most efficient
commercial ships, which tend to be
large, specialized, and dependent on
port facilities for efficient loading and
offloading. This difference in the quali-
ties that provide military utility as op-
posed to those that produce commercial



efficiency leads to some fundamental
difficulties in developing an effective
national maritime policy.?*

This gap between military and commer-
cial needs appears to have only widened in the
years since the Congressional Budget Office
report was first authored. A 2016 report from
the National Defense University, for example,
noted that the ships needed to transport mili-
tary personnel and cargo “do not always line up
with the vessels demanded by the market for
moving commercial merchandise across the
waterways.”?? A 2015 CRS report, meanwhile,
pointed out that “the trend toward highly spe-
cialized and larger ships in the commercial
sector appears inconsistent with the military’s
shipping needs.”?*

The CRS report’s description of RO/RO

ships offers an instructive example:

Roll-on/roll-oft ships are particularly
useful for the military, and they make
up a disproportionate share of the ves-
sels eligible for cargo preference. In the
commercial market, however, this ship
type has evolved into specialized vessel
types that do not offer the flexibility the
military requires. One example is “pure
car carriers,” ships designed around the
weight and dimension of the passenger
automobile and unable to accommodate
the wider variety of equipment and sup-
plies for which military sealift may be re-
quired. The military also seeks fast ships
whose engines are fuel-inefficient rela-
tive to commercial carrier needs. Com-
mercial vessels built during the past few
years have generally been designed to
operate at relatively slow speeds to con-
serve fuel, and this is potentially incon-
sistent with military needs.”

This divide between military and commer-
cial shipping needs appears particularly pro-
nounced in terms of U.S.-built ships—the basis

of the Jones Act fleet. Indeed, a 2010 CRS re-
port flatly stated that “very few commercial

ships with high military utility have been con-
structed in U.S. shipyards in the past 20 years.”
Consequently, when the Military Sealift
Command has the need to charter avessel, the
report added, “nearly all of the offers are for
foreign-built ships.”°

Given such facts, it’s perhaps not surprising
that the CRS stated in its 2015 report that the
militaryvalue of the U.S. Merchant Marine—of
which the Jones Act fleet is a key component—
“may now have more to do with the crews than
with the ships themselves.”?”

Limited Ship Availability

Further evidence for the devalued impor-
tance of Jones Act ships in a national security
context is the limited availability of such ves-
sels. Despite the pressing need for sealift dur-
ing the Persian Gulf War, only a single Jones
Act ship, the Ponce, was taken out of commer-
cial service to support the military’s logistical
needs. The reason for this may be that the lim-
ited number of Jones Act ships had to remain
at home because they were vital to the coun-
try’s domestic transportation needs. This is
particularly true in the case of its noncontigu-
ous states and territories where the fleet’s con-
tainer and RO/RO ships exclusively operate.
Thus, pulling ships from those trades could
introduce considerable havoc through the dis-
ruption of key supply linkages for the inelastic
necessities that provide the basis for employ-
ing these costly ships.

It is for this reason that even defenders of
the Jones Act admit to the limited wartime
utility of such vessels. “Today the only such
[commercial] ships being built in the U.S.
are those destined for Jones Act routes,” says
Loren Thompson, chief operating officer of
the Lexington Institute. “That is not a lot of
vessels, and if war broke out most of them

would already be engaged in other tasks.”?®

POLICY ALTERNATIVES

The Jones Act s a failure. Its goal of ensuring
sufficient sealift capacity for U.S. military forc-
es, however, is completely reasonable. Indeed,
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it is a necessity for U.S. national security.

In a world where ships are ubiquitous and
shipbuilding capacity for all kinds of vessels is
deep and broad, the Jones Act could contribute
to national security by focusing on the objective
of ensuring a ready reserve of trained mariners
to crew our sealift ships. If the Jones Act’s oner-
ous and unusual domestic-build requirement
alone were repealed, the supply of ships and the
demand for mariners would rise.

The following are three approaches to
eliminating the current shortfall of U.S. mari-
ners and for sustaining a sufficient number of
sailors. Each could be implemented in con-
junction with the Jones Act’s repeal.

Establish a Civilian Merchant
Marine Reserve

The US. Merchant Marine occupies an
interesting position within U.S. national se-
curity. Assigned a vital role in defense plan-
ning, its strategic value is reflected in the U.S.
Merchant Marine Academy’s status as one of
the country’s five military service academies.
But, despite their importance to national se-
curity, most U.S. merchant mariners are not
members of the military. Their civilian status
and the absence of an attendant obligation
that comes with military service make uncer-
tain the numbers who would be willing and
able to serve in a wartime scenario.”?

Beyond generating uncertainty, there are
intrinsic disincentives for mariners to serve
in times of conflict. For example, mariners
are asked to place themselves in harm’s way,
but are generally not considered veterans for
the purpose of accessing related federal ben-
efits."°° There are other complications, as
well. John Konrad, founder of the maritime
website gCaptain, notes that despite the criti-
cal military role played by civilian merchant
mariners, the U.S. military does not provide
them training on such important matters as
how to join a military convoy or share infor-
mation with Naval Intelligence.""

One option for resolving this problem is to
formalize the Merchant Marine’s role through
the establishment ofa civilian Merchant Marine

Reserve—something akin to the reserve com-
ponents of other military services. Members of
this reserve would receive periodic training to
keep them up-to-date on new ship technologies
and systems, to obtain needed military knowl-
edge and skills, and to help ensure their crew-
ing licenses are maintained. They could then be
called on in time of war or national emergency
to crew government and/or commercial ships
needed to provide sealift. Those called up for
wartime service would be provided with vet-
eran’s benefits commensurate with the impor-
tance of this critical military service.

The establishment of such a reserve has
been previously studied by the US. govern-
ment. Reports authored by the Maritime
Administrationin1987and 1991 examined such
an approach for ensuring a pool of qualified,
committed mariners, and a 1991 Department
of Transportation Inspector General report
recommended that such a program based on
MARAD?s 1991 study be implemented. A 1991
Department of Defense and Transportation
Ready Reserve Force working group report
also endorsed this approach."*

The establishment of a civilian Merchant
Marine Reserve would have at least three key
advantages over the status quo.

First, it would help remove uncertainty as
to the number of mariners the US. govern-
ment could rely on in a wartime scenario,
since these mariners would be compelled to
report for duty.

Second, the federal funding of such a re-
serve would be a much more equitable system
of providing military sealift. Under current
arrangements, the cost of the Jones Act is dis-
proportionately borne by the country’s non-
contiguous states and territories that heavily
rely on ocean transport for their trade with
the U.S. mainland. This means that, to the ex-
tent the Jones Act provides a sealift capability
for the U.S. military, it is disproportionately
paid for by citizens of these states and ter-
ritories, including poverty-stricken Puerto
Rico. No other national defense program re-
lies on such small portions of U.S. society in
such a concentrated fashion.



Third, such an approach would make the
costs of providing military sealift transpar-
ent. By effectively funding much of the exist-
ing military sealift through the Jones Act, the
costs are rendered opaque. Similarly, the law’s
claimed benefits, such as the number of U.S.
mariners that exist because of the Jones Act,
are not known with any great precision. Fed-
eral funding would eliminate these unknowns
and provide greater clarity about costs, ben-
efits, and the tradeoffs between them.

Furthermore, previous studies suggest the
cost-effectiveness of a civilian reserve. The 1987
MARAD study placed the cost of such a pro-
gram comprising 6,480 mariners at $46 million
($104 million in 2019 dollars)."*? This amount
is a small fraction of the loss in economic wel-
fare that most analyses of the Jones Act attri-
bute to the law.

Provide Merchant Marine
Wage Subsidies

An alternative approach, or perhaps a com-
plementary program, to the establishment of
a Merchant Marine Reserve would be to offer
wage subsidies to U.S. mariners in order to help
preserve a pool of Americans who could crew
U.S. ships in wartime or national emergency.
Such subsidies would be paid to the employers
of these U.S. seamen to boost the attractiveness
of employing Americans. In exchange for such
subsidies, these employers would be obligated
to allow these crew members to serve aboard
U.S. ships in time of war or national emergency
without losing their employment.

As with a Merchant Marine Reserve, such
an approach would offer the advantages of
greater equitability and transparency in the
provision of U.S. sealift.

Allow the Wartime Use of
Foreign Mariners

If the pool of U.S. mariners is deemed insuf-
ficient to meet both military and commercial
needs in wartime, then policymakers should
consider allowing foreign mariners to crew
chartered auxiliary commercial sealift ships.
Foreign citizens, it should be remembered, are

allowed to enlist and serve in the U.S. military.
Foreign citizens also have a history of providing
support to the US. military in civilian capaci-
ties. In recent times, for example, tens of thou-
sands of foreign nationals have helped carry out
logistical functions while working on U.S. mili-
tary bases in Iraq and Afghanistan."*4

The use of foreign crews on ships that
transport U.S. military supplies is far from
unprecedented. As already noted, dozens
of foreign-flagged and foreign-crewed ships
were used as part of the sealift effort in sup-
port of Operations Desert Shield and Desert
Storm. In addition, a 2002 GAO report notes
that “about 43 percent of cargo shipped over-
seas in 2001 as part of deployments involv-
ing major equipment in support of overseas
operations was carried on foreign-flagged
ships.”"® There are no known instances of
sabotage being conducted by foreign crew
in either the 2001 deployments or as part of
Desert Shield/Desert Storm.

That is not to deny that there are issues
of concern. During the sealift effort in sup-
port of Desert Shield/Desert Storm, 13 (out of
177) foreign-flagged ships either hesitated or
refused to deliver their cargo to its final des-
tination.”® To reduce the possibility of such
occurrences or other associated risks, the U.S.
military or Military Sealift Command could
restrict senior positions on the ship to US.
citizens. Another possible measure might be to
perform background checks on these foreign
mariners to prequalify them prior to the out-
break of hostilities and/or restrict eligibility for
this program to citizens of countries that have
defense treaties with the United States.

While using foreign mariners may present
risks, it should be remembered that the use of
U.S. mariners is also not risk-free and that the
current shortage of US. mariners presents its
own significant risk."’

CONCLUSION

With the number of shipyards, ships, and
mariners all in decline, the Jones Act can
only be described as a massive policy failure.
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Worse, the law has produced an outcome
that is perilously at odds with its stated goals.
Policymakers must consider either major re-
form of the law or outright repeal.

The law’s failure was an utterly predict-
able consequence. Conceived in discredited
protectionist fallacies, the Jones Act deprives
U.SS. shipbuilding of the most essential in-
gredients of continuous improvement and
innovation: foreign competition. The law ef-
tectively has condemned U.S. shipbuilding to
second-rate status, which becomes more ap-
parent with each passing decade. Meanwhile,
a country whose geography would seemingly

make it destined for maritime commercial
greatness has a domestic fleet whose size and
strength continues to plumb new depths.

A law meant to ensure maritime strength
has delivered the exact opposite.

After nearly 100 years of failure, it’s time for
a new approach. Shipbuilding and coastwise
transportation in the United States must be ex-
posed to the competition that has proved to be
so successful for industries throughout the U.S.
economy. Beyond the economic boon it will in-
spire, the Jones Act’s repeal would help restore
the maritime industry’s former greatness and
make the country safer and more prosperous.
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