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1. Introduction1
One of issues in perennial discussion in Puerto Rico is the Jones Act of 1920 2. The
Merchant Marine Act of 1920 (Jones Act) of the United States [46. U.S.C. § 50101 et seq.
(2006)] is the statutory mainstay of the US Merchant Marine3. Its origins go back to the

coastwise laws of the young American republic.

As discussed below, the Jones Act is in

the tradition of cabotage laws that reserve the coastwise trade, that is trade between
jurisdictions of the United States and its territories (except where explicitly excluded) to its
citizens as protective trade policy. These trade restrictions benefit the carriers and the
maritime industry as whole but at a cost in terms of the total welfare of the nation.
The purpose of this paper is to explain and discuss the impact of the Jones Act on
the economy of Puerto Rico. It is not a research paper in the sense that original research and
results are presented. It is a discussion paper where the opinions of stakeholders
(government and the community) are discussed within a framework of a wider discussion
on restrictions to trade.

Source: General Accountability Office

1

I wish to thank Dr. Arturo Estrella for his comments and suggestions particularly in section 4.3.
This is one of two Jones Acts related to Puerto Rico. The first one is the Jones(-Shafroth) Act o1917on the
political organization of the Island.
3
The Jones Act is specifically Section 27 of the Merchant Marine Act of 1920.
2
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1.1 The Jones Act
The purpose of the Jones Act is to support and sustain a viable Merchant Marine
and Maritime Industry. An additional objective is the availability of seaborne vessels for
national security needs. The Jones Act requires that waterborne shipments between U.S.
jurisdictions be carried in vessels built, owned and manned with 75% citizens.
46 USC § 50101 – Objectives and policy (a) Objectives.— It is necessary for the national defense and the
development of the domestic and foreign commerce of the United States that the United States have a merchant
marine— (1) sufficient to carry the waterborne domestic commerce and a substantial part of the waterborne
export and import foreign commerce of the United States and to provide shipping service essential for
maintaining the flow of the waterborne domestic and foreign commerce at all times; (2) capable of serving as
a naval and military auxiliary in time of war or national emergency; (3) owned and operated as vessels of
the United States by citizens of the United States; (4) composed of the best-equipped, safest, and most
suitable types of vessels constructed in the United States and manned with a trained and efficient citizen
personnel; and (5) supplemented by efficient facilities for building and repairing vessels. (b) Policy. — It is
the policy of the United States to encourage and aid the development and maintenance of a merchant marine
satisfying the objectives described in subsection (a). (Bold text supplied)

1.2. Welfare Costs
The Jones Act corresponds to the tradition of cabotage laws that restrict coastwise
trade to nationals as a protective measure against the competition of foreign vessels. These
restrictive measures benefit the carriers and the maritime industry as whole but at a cost in
terms of the total welfare of the nation. In 1999 it was estimated by the US International
Trade Commission (USITC) that the welfare cost to the US of the Jones Act provisions was
as much as $1.3 billion for 1996.4
In 2004 the USITC estimated that these welfare costs had shrunk to $656 million.
This figure is similar to results obtained in 2013 by Lewis, where the welfare cost was
estimated between $578 and $682 million a year.5 As noted by USITC the dramatic
reduction in Jones Act carriers and also in its shipments is mirrored in the reduction in
welfare costs. Although these figures are minuscule when compare to the $16 trillion base
US economy, as noted by Lewis, they represent yearly savings amounts of over 30% of the

4

U.S. International Trade Commission, The Economic Effects of Significant U.S. Import Restraints, 1999.
The welfare costs are what consumers would save annually purchasing the same services that they already do.
5
Lewis, J., “Veiled Waters: Examining the Jones Act’s Consumer Welfare Effect”, Issues in Political
Economy, Vol. 22, 2013 ,pp. 77-113.
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annual output of the Jones Act trade.6 In conclusion, it could be argued that the US merchant
marine employment has been dramatically reduced since the legislation was enacted and
that instead of fostering shipping infrastructure, the Jones Act has reduced it, leaving in
place only the means to meet the demand of shippers using cabotage7.

1.3 Liberalization of Requirements
In terms of the promotion of the shipbuilding sector, a repeal of the Jones Act, or
the liberalization of the US- build vessels requirement would only imply a 4% reduction
in the output of the shipbuilding industry8 The liberalization of the domestic-build
requirement has long run effects. Since US shipbuilding is significantly more expensive
than foreign shipbuilding, lower capital costs result eventually in lower operating costs.
The USITC estimates that without the domestic-build requirement, the Jones Act Fleet
would not only experience reduced capital costs, but the output of coastwise Jones Act
shipments would increase by 6% with cost savings passed forward in a 11 percent rate
reduction.9
2. Public and Private Statements about the Impact of the Jones Act in Puerto
Rico
The Senate of Puerto Rico passed on May 6, 2013, Senate Resolution 237:
“To order that the Puerto Rico Senate’s Commission on Civil Rights, Citizen’s Participation
and Social Economy realize a comprehensive study regarding the economic impact of the
cost of marine transportation between Puerto Rico and the United States, as a consequence
of the enactment of the federal Cabotage Laws, based on the report by the Government
Accountability Office (GAO), published on March 14, 2013.”
The public hearings held by the Senate of Puerto Rico were attended by a significant
cross section of representatives from the government, the academic community, industry,
commerce, trade associations and community in general. More than 40 statements were
read or delivered to the Senate Commission by the Puerto Rican community regarding the

6

Lewis, ibid, p.99.
Ibid.
8
U.S. International Trade Commission, The Economic Effects of Significant U.S. Import Restraints, 2002,
p.129.
9
Ibid.
7
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Jones Act and its impact on the Island’s Economy. As expected most of the statements
delivered were in favor exempting Puerto Rico from the Jones Act. A few of the statements
were in favor of the Jones Act, and most of them were from members of the maritime
industry with the exception of a study commissioned by the Maritime Alliance. Although
the Jones Act has been discussed in Puerto Rico since its enactment in 1920, what makes
the current discussion significant is the fact that it is supported by several studies. All sides
of the controversy surrounding the Jones Act have contributed studies to support their
positions. In fact, the Senate Resolution is motivated by a report from the US General
Accountability Office (GAO), that for all practical purposes posed an ambiguous
conclusion about the impact of the Jones Act over Puerto Rico, leaving the field open to a
continuing controversy. The GAO report was requested by the Puerto Rico Resident
Commissioner to the U.S. Congress. The GAO was expected by many in Puerto Rico to
mediate in the controversy as an uninterested party. In the end the report opened more
questions than those answered. The report found, among other things, that:10
Freight rates are determined by a number of factors, including the supply of
vessels and consumer demand in the market, as well as costs that carriers face to
operate, some of which (e.g., crew costs) are affected by Jones Act requirements.
The average freight rates of the four major Jones Act carriers in this market were
lower in 2010 than they were in 2006, which was the onset of the recent recession
in Puerto Rico that has contributed to decreases in demand. Foreign-flag carriers
serving Puerto Rico from foreign ports operate under different rules, regulations,
and supply and demand conditions and generally have lower costs to operate than
Jones Act carriers have. Shippers doing business in Puerto Rico that GAO
contacted reported that the freight rates are often—although not always—lower
for foreign carriers going to and from Puerto Rico and foreign locations than the
rates shippers pay to ship similar cargo to and from the United States, despite
longer distances. However, data were not available to allow us to validate the
examples given or verify the extent to which this difference occurred. According
to these shippers, lower rates, as well as the limited availability of qualified vessels

U.S. General Accountability Office, PUERTO RICO: Characteristics of the Island’s Maritime Trade and
Potential Effects of Modifying the Jones Act, Highlights, Washington, D.C., March, 2013.
10
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in some cases, can lead companies to source products from foreign countries
rather than the United States.
In the Highlights page of the Report, GAO enunciated: GAO is not making
recommendations in this report.11
Although the GAO Report was inconclusive, it was what prompted the PR Senate
Commission to call for public hearings on the Jones Act. In what follows some of the
statements delivered and the studies advanced to the Senate Commission are summarized.
2.1. Policy Makers Statements
Although the government agencies that participated in the public hearings supported
the view of an exemption from the Jones Act, their positions were not consistent among
themselves.
2.1.1-Mr. Luis E. Ortíz Ortíz
For example, Mr. Luis E. Ortíz Ortíz, Acting Executive Director of the Puerto Rico
Industrial Development Company (PRIDCO), one of the leading economic development
agencies of the Island, concluded that the GAO Report is not conclusive and fails to present
evidence on the effects of the use of the United States Merchant Marine under the statutes
of the Jones Act. Mr. Ortíz argues that the Report may represent a base of what should be
contained in a study about this issue, but should not limit itself to an analysis of tariffs but
rather should encompass external factors and considerations regarding international
maritime markets.
Mr. Ortíz suggested assigning funds and commissioning an independent entity to
carry out a comprehensive study regarding the effects of the Jones Act. Regarding this
recommendation, he feels the study carried out by the consultancy Estudios Técnicos, Inc.
(on behalf of the pro Jones Act Maritime Alliance) should be considered, in which case, “if
it is determined valid”, the previous recommendation becomes academic. He also
recommended, that there be efforts to exempt Puerto Rico from certain stipulations of the
Jones Act such as those related to the transportation of petroleum and natural gas, such that
U.S. shipping companies may lease or buy foreign vessels for transporting these items
between the United States and Puerto Rico. Finally, he suggested a request to the

11

Ibid.
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Department of Defense for a subsidy to finance the high cost of the U.S. merchant marine
for the jurisdictions where the Jones Act applies. A cautionary note on Mr. Ortíz’s testimony
is that to determine the validity of the Estudios Técnicos, Inc. Report, would require the
comprehensive study he recommends.
2.1.2-Dr. Myrna Comas Pagán, Secretary of Agriculture
Another of the statements given by a government official is the Secretary of
Agriculture Dr. Myrna Comas Pagán. Dr. Comas declared that in 2009 Puerto Rico
imported 85% of the foodstuffs it consumes; of these, 75% is shipped from the United
States. She states, that the GAO Report acknowledges that the addition of shipments in
foreign flag vessels could imply lower economic costs to Puerto Rico, but that the
underlying analysis is not found in the Report. Also, she states that the GAO Report
acknowledges that vessels used to transport energy products, agricultural goods, and other
shipments in bulk do not satisfy entirely the Island’s needs. In her written testimony two
charts were submitted to show an example of transportation costs for a food item and the
distances traveled by imported foodstuffs to Puerto Rico. The charts are reproduced
below.
Chart 1. Shipping Distances to the Port of San Juan, Puerto Rico (SJU).
Country
Shipping Ports
of Origin

Days at Sea

Nautical
Miles

Food Items

4-7

1310

All Types

Río de Janeiro - Colon (Panama) — SJU

17

5329

Fruits

Vancouver —Panama Canal — SJU

16

5190

Montreal — Elizabeth (New York) — SJU

9

2806

Potatoes,
Chickens

Shangai — Panama Canal — SJU

29

9482

Limón — Colón (Panama) — SJU

6

1298

Limón — SJU

4

1118

Ecuador

Guayaquil — Cartagena (Colombia)—Colon (Panama) - SJU

4

1118

Plantains

Greece

Pireaus — Livorno (Italia) — Valencia(España) - SJU

9

1970

Olive oil

Caucedo — SJU

2

502

Vegetables ,
grains

United Staes
Brazil
Canada
China

Florida, Texas and New Jersey - SJU

Costa Rica

Dominican
Republic

Seafood and
Cereals
Farinaceous
(Sweet potatoes
and other starchy
items)

Chart 2 . Maritime Transport Costs of Onions Shipped to Puerto Rico, 2012-2013
Country of Origin
United States
Canada-United States
Holland

Cents per pound
0.12
0.12
0.08

Per 50 Pounds Sack
$6.00
$6.00
$4.00
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2.1.3-Víctor A. Suárez Meléndez, Executive Director, Ports Authorities
Another testimony presented by a government official was from Victor A. SuárezMeléndez, Esq., as Executive Director of the Ports Authority. Mr. Suarez-Meléndez is
currently Chief of Staff (Secretario de la Gobernación) for Governor García-Padilla. Mr.
Suárez, after asserting that the GAO Report mentions the higher cost of shipments due to
the cabotage laws and discussing the Jones Act, emphasized that the Ports Authority has the
legal faculty to impose port tariffs regardless of the place of origin of the vessel that arrives
at our coasts. Therefore, the Jones Act does not inhibit the Ports Authority from raising
revenue from the instrument provided by the Ports Authority enabling act. Thus, he
understands that the restrictions imposed by the Jones Act on the Merchant Marine have no
effect on the tariffs to be charged for the use of its ports and other facilities. Mr. SuárezMeléndez does not delve into the impacts that these port charges have, jointly with the Jones
Act requirements, on the cost of goods shipped. This is an issue that is frequently raised by
the advocates of the Jones Act.
2.1.4-Mr. Nery E. Adames-Soto, Esq., Secretary of Consumer Affairs
Another government testimony was offered by Mr. Nery E. Adames-Soto, Esq.,
Secretary of the Department of Consumer Affairs (DACO, Spanish acronym). Mr. Adames
expressed criticism that the GAO Report is largely silent with regard to the allegations of
price control by some maritime shipping companies. Being the Secretary of the Department
that deals with consumer affairs and pricing fairness in local markets, he was concerned that
the Jones Act requirements have reduced shipping between Puerto Rico and other U.S. ports
to four maritime companies. This, he claims is a significant limitation to competition. In his
testimony, he asked why not let free competition (outside the limitations of the Jones Act)
determine which shipping companies serve the Island? He added that, as claimed by some,
this limitation to competition imposed by the Jones Act encouraged collusion among some
of the shipping companies serving the Island. This led, at the end of 2012, three shipping
companies (Horizon, Sea Star and Crowley) serving Puerto Rico under the Jones Act to be
found guilty of collusion to fix freight prices. The Secretary also stated that due to the freight
charges, merchants preferred to buy goods in foreign countries, at farther distances, using
foreign flag vessels, even though the same items may have a similar or lower price in the
8

United States. Therefore, he argues, the Jones Act not only has an adverse impact to Puerto
Rico but also to U.S. producers. He added that is absurd that Puerto Rico does not buy corn
and potatoes from the United States when they would be cheaper absent the higher costs of
the maritime companies that operate under the Jones Act. In his extensive testimony the
Secretary of Consumer Affairs, states that the GAO Report describes that not only Puerto
Rico faces high shipping costs but also that maritime companies offer few diverse means
for the transportation of some goods. In particular the Secretary points the fact that food
importers in Puerto Rico denounce the limited availability of refrigerated containers from
shippers under the Jones Act.

The Secretary further claimed that if the U.S. maritime shipping companies were
efficient, they would be chosen without the need to have to enforce the Jones Act. Finally,
he expressed that he is in favor of focusing efforts in specific exemptions to the Jones Act,
for example the requirements that ships be constructed in U.S. shipyards, and so on, instead
of striving for the difficult task of a full repeal of the Law.
The testimonies offered above are just a small number of those given by
government officials. See Appendix.
2.2- Private Sector Statements
The private sector offered a variety of testimonies with respect the Jones Act. As
follows, summary of a sample of testimonies offered by private sector.
2.2.1-Mr. José J. Villamil, President of Estudios Técnicos, Inc.
There are two testimonies offered by the Puerto Rico Shipping Association and by
Mr. José J. Villamil of the consultancy Estudios Técnicos, Inc., that based their arguments
in a study (the Study) prepared by the latter for the Maritime Alliance, which includes the
Shipping Association.12 Therefore what is summarized is Mr. Villamil’s statement. This
testimony encompasses, in general, a position that supports the Jones Act, although it allows
for changes that might benefit Puerto Rico.

12

Estudios Técnicos, Inc., The Maritime Industry in Puerto Rico, submitted to the Maritime Alliance, San
Juan, PR, May 3, 2013.
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Mr. Villamil’s testimony asserts that the findings presented in the GAO report
correspond to legislative objectives of the United States that are not necessarily compatible
with the conditions of Puerto Rico. Moreover, this “institutional dissonance” shown in the
report is clear when confronting its interests in protecting the U.S. merchant marine,
shipyard industry, and national security. Second, the GAO report´s methodology does not
include any more than second-hand investigation and only considers interviews within the
sector. The research is ambiguous and lacks reference to potential implications for Puerto
Rico. The report includes, among others, the following findings and conclusions:


The U.S. is not the only player in cabotage laws; other countries also impose similar
cabotage restrictions for the same reasons.



Implications of the Act lead to costs that vary depending on the type of product and
whether it is imported or exported.



The four companies known as the Jones Act Carriers (JAC) were the objects of a
federal lawsuit for restricting competition.



The lifespan of ships in use by the JAC has already ended or are close to ending.



On the other hand, two of the four companies are building new vessels.



Tariffs involving the JAC were reduced between 2006 and 2010.



The JAC only offers services between PR and the U.S. mainland, providing fewer
opportunities for maximizing earnings than international carriers.



Out of the total transport costs for containers, 62% are incurred at the dock.



But then again, costs attributed to the law are due to labor and depreciation costs.



However, the JAC offer size options on carriage transportation, where 45-, 48- and
53feet containers contrast with 20- or 40-feet norms of worldwide commerce.



The costs of cabotage laws to the production in PR are unclear because the factors
involved are difficult to isolate and are not only due to the Jones Act.



Various interviewees stated that it was cheaper to purchase products in foreign
countries and transport them to PR in non-U.S. flagged ships.



In addition, in 2011 the majority of ships used by the San Juan dock were under a
foreign flag.

10

Mr. Villamil presented a summary of the findings from the (Estudios Técnicos, Inc.),
Study, which analyzed maritime shipping and assessed the impact of compliance with the
Jones Act in container trade with Puerto Rico. The Study excludes bulk cargo and fuel
transportation. He emphasized that the Study was limited to the macroeconomic impact to
Puerto Rico of the Jones Act, which concludes is relatively minor. The main findings of the
Study, according to the testimony, were the following13:
1. The costs, due to the Jones Act (ship depreciation plus labor), of transporting a
container from the U.S. to San Juan, sum up to 20% of the total cost of
transportation. All other costs, (including what GAO labels no-vessel costs14) will
have to be borne by all vessels being or not, under the Jones Act. The implication of
the testimony is that these costs will be the same.
2. The merchant marine, under the Jones Act, operates a “dedicated service”, which
provides security and lessens the uncertainty over timely delivery. The security of
timely delivery lowers risks and the necessity of incurring major inventory costs.
The Jones Act Carriers (JAC) "on time performance" is of 98% compared to 80%
for the rest of international shipping.
3. Also, 26% of U.S. cargo consists of 53-foot containers, almost 50% more volume
than the 40-foot container, generating significant economies not only on overseas
transportation, but also in land transport and dock loading and unloading costs. The
benefit of these economies, not available to international carriers, was estimated at
more than $100 million15.
4. Total billing (including all costs) by the four JAC on the Island, was $710 million
dollars in 2011. Hence, the testimony asserts, it would be impossible that the
aggregate impact of the law would reach $2 billion dollars as suggested by a few
individuals.

13

Footnotes 10-13 are editor notes and not part of the testimony.
GAO Report, Highlights.
15
International carriers typically transport TEU (Twenty [feet] Equivalent Unit) and FEU (Forty [feet]
Equivalent Unit) containers mainly due to land transportation restrictions. In the U.S. land transportation is
not restricted to these volumes, such that 53-feet and other volume containers may be used in shipping. On
the other hand, if Jones Act restrictions are lifted, it could be argued that international shippers could also
transport merchandise between Puerto Rico and the U.S. in 53-feet containers.
14
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5. On average, southbound (SB) tariffs are higher than in international markets, but the
combination of south and northbound (NB) tariffs is lower than the international
average. Other studies about the impact of the Jones Act have focused only on SB
trade16.
6. The capacity utilization of JAC ships has been reduced from 87.7% to 64.1% from
2004 to 2011. Moreover, the capacity utilization by NB ships is merely 20%. This
makes for a costly and unattractive service, with ships returning mostly empty.
Moreover, JAC ships cannot stop in other ports in route, collect cargo and increase
income and profits as indicated in the GAO Report. (Note: non-JAC ships can stop
in ports and load cargo and do not return as empty).
7. Container volume of PR as proportion of the total in the U.S. Atlantic routes
decreased from 18% to 8% between 1993 and 2011. This reduction is a result, not
only from the economic contraction, but also of structural changes in the production
of goods in Puerto Rico toward goods with a higher value added without maritime
transport.
8. It is asserted that, if an international/foreign carrier enters coastwise shipping it
would be subject to the same laws and regulations that, in part, are responsible for
the higher labor costs in U.S. flag carriers. This in effect would reduce the cost
differentials between them. Therefore, comparisons should be done not with the
current costs differentials, but with the costs incurred by an international carrier in
coastwise shipping.
In summary, according to the testimony based on the Study, the impact of the Jones
Act to the economy of Puerto Rico is low, possibly less than $100 million. In the testimony
it is asserted that evaluating the impact of eliminating the Jones Act is difficult for the
following reasons:


The international water transport industry is not competitive; therefore, it is not
reasonable to believe that the market would move from an oligopoly towards a
competitive market.

16

South bound (SB) trade is from US ports to Puerto Rico, north bound (NB) is in the opposite direction.
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In general, sea transportation markets are volatile, that is, subject to cycles of excess
and scarce capacity. Recently, international maritime freight rates have increased
more than those between PR and the U.S. mainland.



Global trends point to an increase in container trade among Asia, the United States,
and Europe. This trend will have an effect on the shipping services offered and
freight rates charged in maritime routes with limited expansion possibilities
particularly NB.



Although most of the current carriers may remain providing shipping services even
if Puerto Rico is exempted from the Jones Act, dedicated and timely service may be
forgone.



In contrast, eliminating ship construction requirements in the Act would diminish
costs. Yet the impact of this reduction would be according to the depreciation rule
adopted (30 or 40 years). These depreciation charges are minor compared to total
costs.
The testimony upholds that the limited impact of the Jones Act on the economy is

reinforced as production in PR moves toward intangible goods and services, where
commercial exchange is more relevant electronically rather than thru air or sea
transportation. On the other hand, the Island continues to have important sectors where
tangible production is significant and could benefit from the low tariffs of NB trade.
Nevertheless, it is also recognized that in Puerto Rico, 80% of its consumption is imported,
thus preserving the importance of the maritime cargo and SB shipping costs related to these
imports.
The testimony acknowledges, that the Study does not imply that in the future,
changes to the Jones Act may be necessary to deal for example with Liquid Natural Gas
(LNG) shipments, or amendments to allow that new vessels could be constructed outside
the U.S., or exemptions to shipments between Puerto Rico and the island municipalities of
Vieques and Culebra. An example was the exemption given in the 1970s to cruise ships
between Puerto Rico and the Virgin Islands.
In conclusion, it is affirmed that the Study does imply that public policy making
should convey evidence-based analysis over unrealistic perceptions, which can negatively
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affect PR for a long time. If the facts change, the conclusions and decisions should also
change.
2.2.2-Dr. Jeffrey Valentín, Professor of Economics
Another nongovernmental testimony based on studies of the impact of the Jones Act
to Puerto Rico is that of Dr. Jeffrey Valentín, Professor of Economics at the University of
Puerto Rico- Mayagüez. Dr. Valentín referred to a study he realized with regard to the GAO
Report in collaboration with Dr. José I. Alameda, which is a part of the Economic Report
to the Governor 201317. Dr. Valentín also referred to previous research regarding this topic.
He offers five reasons that explain why this topic is pertinent to the present economic
situation: Free trade, the Panama Canal and the Colón Free Zone, non contestable markets,
the Great Recession and, finally, the exemption of cruise ships. These, in turn:
1. Free trade: international agencies such as the International Trade Organization
(ITO), and the Organization for Economic Co-operation and Development
(OECD) have promoted policies of free trade, particularly in the Services Sector,
including a partial or total elimination of cabotage laws applied to maritime
shipping. See Regulatory Issues in International Maritime Transport, OECD,
2001, cited in Dr. Valentín testimony. In the case of the ITO, the testimony states
the fact that it has compelled its members to be more flexible with such
restrictions. Although the General Agreement on Tariffs and Trade (GATT) of
1947 expressly rejects restrictions to coastwise trade, the Jones Act is exempted
since it was enacted previously to the U.S. becoming a signatory.
Notwithstanding, more recent accords in GATT suggest recurrent review of
legislation such as the Jones Act to ascertain its validity, as expressed in the
testimony.
2. The Panama Canal and the Colón Free Zone: the expansion of the Panama Canal
with the foreseeable increase in transit of Post-Panama ships and the increase of
economic activity in the Colon Free Trade Zone, presents an unrepeatable
opportunity for Puerto Rico. Given, the geographical proximity and historical

17

Puerto Rico Planning Board, Economic Report to the Governor 2013, Chapter IV, Impacto económico
del Jones Act en la economía de Puerto Rico: Discusión, análisis y medición, San Juan, PR,
March, 2014.
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and commercial relations with Panama, these conditions should be considered
seriously for positioning Puerto Rico as significant aerial and maritime
commercial hub. All this requires an exemption to the Jones Act.
3. Non-contestable markets: there are only four Jones Act carriers that service
Puerto Rico such that, they can behave as an oligopoly. The market is non
contestable, that is, there is not the threat of an increase in competition (Note:
other carriers waiting in the wings) which can lower prices. Therefore, the
conditions exist for the collusive behavior shown by the carriers.
4. The Great Recession: the need to identify in the Island nontraditional sectors,
such as a deep water port that can serve as a transshipment hub with its value
added free zone, can be a stimulus to the other productive sectors. Such an
endeavor can ameliorate significantly; even eliminate the reduction in economic
activity experienced in Puerto Rico since 2006. This also requires an exemption
to the Jones Act.
5. The exemption of cruise ships: this is the only permanent exemption to the Jones
Act experienced by Puerto Rico. The testimony shows that in the last two decades
cruise ship passengers visiting the Island have increased by 3% per year.
Passengers stopping in Puerto Rico increased 66% between 1990 and 2011.

Dr. Valentín offers 2012 estimates of the impact of the Jones Act in Puerto Rico, as
follows:
1. Total transportation costs of $4,255 million, in real terms (adjusted for inflation)
from imports were estimated for Puerto Rico in 2012.
2. The proportion of the total trade (exports plus imports) of Puerto Rico attributed
to the United States was 58.43% in 201218.
3.

Obtaining the 58.43% of total transportation costs, result in transportation costs
ascribed to U.S. trade in the amount of $2,486 million.

4. The transportation costs obtained from U.S. trade must be compared to
transportation costs that would be incurred with international carriers. The

18

The proportion of total trade (export plus imports) attributed to countries other than the US was 41.57%
(100% -58.43%) in 2012.
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testimony uses a proxy for the difference in transportation costs, the difference
in the proportion of the total trade of Puerto Rico between the U.S. and the other
countries: 16.86%19. In the testimony, is also asserted that the difference in
transport cost has been estimated by some U.S. agencies from 33% - 48%20 up to
169%21.
5. Therefore, the economic impact of the Jones Act was estimated with the
differential between transporting merchandise between the U.S. and Puerto Rico,
utilizing U.S.-flagged vessels as opposed to utilizing international vessels and
was estimated to be $419 million in 2012. This amount represented 0.5% of the
Gross Domestic Product for that year. 22
The testimony of Dr. Valentín concludes by asserting that the various studies
examining the impact of the Jones Act have concluded with opposing views on the subject.
The issues involving national security and the protection of an industry make it impossible
to make an objective decision. If the promoters of the Jones Act claim that the Jones Act
Carriers are more cost-effective, providing a better quality service at a better price than
international carriers, that is the best reason to ask for the Jones Act exemption, since local
merchants and businessmen will demand its services.
Dr. Valentín in his testimony made the following recommendations, summarized as
follows:
1. A concerted effort should be made between the economic, social and political
sectors to formally request the government of the United States to exempt Puerto
Rico from the requirements of the Jones Act, following international agreements of
which it is signatory.
2. If the complete exemption from the requirements of the Jones Act is not currently
feasible, the government of Puerto Rico should negotiate with federal authorities to
obtain waivers such as:
a. Remove from the Jones Act requirement that ships used in Puerto Rico must
be built in the United States.

19

The difference is obtained subtracting 58.43 from 41.57.
Congressional Budget Office in 1994
21
US DOT Maritime Administration in 2011.
22
The GDP of Puerto Rico at 2012 prices was $92,086 million.
20
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b. Allow Puerto Rico the use of international carriers that originate from
countries that subscribe a reciprocal agreement with the United States.
Finally, the testimony ends by asserting that if above recommendations are obtained,
all carriers used in Puerto Rico, be they from the United States or other countries should
abide by all internationally agreed standards relating to construction, safety, environment
and labor issues.
3. Shipping Costs and Trends
3.1 Costs
The following quotation from a Federal Reserve Bank of New York Report on
Puerto Rico has been widely cited in the Island as a reference to shipping costs contributed
by the Jones Act 23.
Available data show that shipping is more costly to Puerto Rico than to regional peers and that Puerto Rican ports
have lagged other regional ports in activity in recent years. While causality from the Jones Act has not been
established, it stands to reason that the act is an important contributor insofar as it reduces competition (shipments
between the Island and the U.S. mainland are handled by just four carriers). It costs an estimated $3,063 to ship a
twenty-foot container of household and commercial goods from the East Coast of the United States to Puerto Rico;
the same shipment costs $1,504 to nearby Santo Domingo (Dominican Republic) and $1,687 to Kingston
(Jamaica)—destinations that are not subject to Jones Act restrictions.

The U.S. Maritime Administration (MARAD) in a recent Study compared cost
between U.S.-Flag ships and Foreign-flag ships24.

Source: U.S. Department of Transportation Maritime Administration

Federal Reserve Bank of New York, Report on the Competitiveness of Puerto Rico’s
Economy June 29, 2012, p.13.
23

24

U.S. Department of Transportation Maritime Administration, Comparisons of US and Foreign Flag
Operating Costs, September 2011.
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Figure 1 shows the average operating costs per vessel type. As expected, due to labor
and other costs, daily operating cost is more expensive in U.S.-flagged ships.25 On average,
U.S.-Flag ships are more than 2.5 times expensive to operate than foreign flagships.
Figures 2 and 3 show the distribution of operating costs for U.S.-flag and foreignflag vessels. The crew costs of U.S.-flag are proportionally double than those of foreignflag vessels. The other items, Maintenance and repairs (M&R), Storage (tools, etc.) and
lubricants (Store/Lubes), Overhead (administrative costs) rank the same in both, with
significant differences in proportions.

Source: U.S. Department of Transportation Maritime Administration

The chart below shows the operating costs funded by the business operation of ships.
Foreign-flags ships are fully covered by their operation, while U.S.-flag vessels operations
have unfunded costs. These costs are funded in part by the Maritime Security Program
(MSP), a retainer fee paid in exchange for providing access to the vessels for national
security purposes. The unfunded costs are covered by preferential cargo at above market
rates. The MSP retainer represents the 50 percent of the fund for operational costs of the
U.S. flag vessels. It is of relevance to know that the MSP could be at risk during a budget
crisis or growing deficit. Meanwhile, the foreign flag vessels fully funded their costs with
their shipping operations.

25

Ro/Ro (Roll-on/Roll-off) are vessels designed to carry wheel cargo, such as automobiles or a mobile
platform.
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Source: U.S. Department of Transportation Maritime Administration

The next chart shows the difference between the increase in the producer price index
(PPI)26 for U.S. industry establishments primarily engaged in providing deep sea
transportation of cargo to or from foreign ports and those U.S. industry establishments
carrying goods in the coastwise trade (Jones Act), using 2003 as base year.

Source: Bureau of Labor Statistics

The PPI for deep-sea freight transportation (excluding Jones Act routes) increased
by 12.6 % (100 to 112.6) between 2003 and 2013. Meanwhile the index for coastal and
great lakes transportation (including all Jones Act routes) increased by 65.4% (100 to 165.4)

26

The Producer Price Index (PPI) measures the average change over time in the selling prices received by
domestic producers for their output (shipping services).
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during the same period, resulting in an increasing gap between the two trends. Both trends
show a slight reduction for 2013 preserving the gap.
The next chart depicts the rate of change of the PPI. The deep-sea freight
transportation PPI usually grows faster than the coastal and great lakes freight transportation
PPI with a few exceptions. In 2013 as noted, both grew the same, preserving the gap.

Source: Bureau of Labor Statistics

Finally, these charts (although a small sample) show, the significant difference in
operating and freight costs between the Jones Act trade and other deep-sea freight transport.
3.2 Trends
3.2.1 Some Puerto Rico Trends
The following charts show some illustrative trends in the waterborne trade of Puerto
Rico. The chart below shows the fall of the Puerto Rico export tonnage trade from 2003 to
2012. This reduction exemplifies, particularly after 2006, the significant reduction in
required waterborne volume capacity for exports. In 2012, the reduction in the tonnage of
exports in PR, reached its lowest point (914,466), of the decade and reveals a negative trend
which shows no signs of stabilizing. The export tonnage load achieved a maximum in 2006,
but then began a process of steady decline, which reached its nadir in 2012.

Source: Census Bureau's Foreign Trade Division
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As the chart above shows, while exports continued to decline, and showed no sign
of stabilizing, imports tonnage trade did show a significant turnaround in 2012 as shown in
the chart below. Therefore, import growth increased the impact of freight rates on prices in
Puerto Rico.

Source: Census Bureau's Foreign Trade Division

3.2.2 The U.S. Fleet
The graph below presents the trend in deadweight tonnage (DwT) per ship by U.S.flag vessels.27 Since the late 40s up to the 80s the trend in the U.S. fleet was to increase
continuously deadweight per ship to exploit economies of scale. Starting during the 90s the
trend has reversed somewhat and the fleet turned to smaller vessels, in terms of cargo
volume. After 2004, the trend picked-up showing a slight increase in deadweight tonnage
per ship.

Source: U.S. Maritime Administration
27

Deadweight tonnage, is the sum of the weights of cargo, fuel, fresh water, ballast water, provisions,
passengers, and crew.
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The size of the of the U.S.-Flag merchant fleet, one of the objectives of the Jones
Act, currently has shown a dramatic reduction in numbers and volume carrying capacity. In
January, 2014 the US-flag merchant fleet had 179 vessels with a 7.8 million deadweight
tonnage from a peak in 1990 of 20.8 million deadweight tonnage . The size of the U.S.-flag
merchant fleet today resembles the one in 1946 with 7.0 million deadweight tonnage. Even
if the trend has been one of larger-volume ships, the reduction in the US-flag fleet is still
dramatic.

Source: U.S. Maritime Administration

The Jones Act fleet has averaged about from 50% to 70% of the US-flag merchant
fleet from 2000 to 2013. What is notable is that the Jones Act fleet has significantly been
reduced in proportion to the whole fleet. The non-Jones Act portion has shown a slight
increase.

Source: U.S. Maritime Administration
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The number of U.S. flag vessels under the Jones Act dropped from 193 in 2000 to
92 in 2012. This reduction represents a minus 52 % change, the decline has set a trend,
which seems to be a constant in coming years.

Source: U.S. Maritime Administration

Also volume carrying capacity shows a decreasing trend during the past decade.
Deadweight tonnage has decreased during the past decade, from 8.8 million in 2000 to 4.2
million in 2012 a minus 48%. Similarly to the number of ships, it does not show any
indication of change in the trend.

Source: U.S. Maritime Administration

The following table shows how the size of US-flag merchant fleet matches with
foreign flags of registry vessels. Most of the foreign flags registries are flag of convenience
due to fiscal and other incentives. The table shows that United States flag merchant fleet is
0.52% of total registries in deadweight tonnage (cargo volume).
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Source: U.S. Maritime Administration

The current figures for the U.S. merchant fleet show a decreasing trend in terms of
numbers and deadweight tonnage. Recent reports imply that Jones Act carriers serving
Puerto Rico may be in a process of developing new lines of business. The new business will
combine Jones Act trade with non-Jones Act carriers and do transshipment to other
Caribbean ports.28
4. A Note on Industrial Organization
4.1 Trade Liberalization
This impact of the Great Recession also coincided with policies at the European
Union repealing exemptions to shipping conferences in the European Trade.29 Also the
United States enacted policies (Ocean Shipping Reform Act of 1998) to increase
competition in the shipping markets. The traditional shipping conferences have been
gradually replaced by discussion agreements:30
The distinction between “discussion agreements” and “conferences” is an important one, … it is worth noting
that the original EU block exemption was rationalized in terms of the activities of traditional liner conferences
(such as establishing a common conference tariff as the vehicle for the member lines’ collective pricing
activities, accompanied by the legal requirement that member lines actually charge the prices posted in the
common tariff). At least in theory, traditional conferences also had the authority to collectively control
capacity in the trade in which they operated. In the late 1980s, as traditional conferences struggled to
maintain rates in the face of competition by new non-conference competitors, a new type of organization –

28

Xaviera Neggers Crescioni, Sea Star submits RFP for $25 million improvements to S.J. facility, Caribbean
Business, Thursday, October 9, 2014, p. 8.
29
EC (European Commission) Regulation No. 1419/2006, allowing a two-year transition period that
postponed implementation of the repeal until October 18, 2008.
30
Federal Maritime Commission, Study of the 2008 Repeal of the Liner Conference Exemption from
European Union Competition Law, Bureau of Trade Analysis, Staff Report ,Washington, DC January 2012.
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carrier discussion agreements (“CDAs”) – was developed in which conference member lines and nonconference lines could discuss market conditions, pricing levels, and the like. Unlike traditional conferences,
CDAs have no common tariff and are not required to abide by jointly proposed rates or rate levels. After the
Ocean Shipping Reform Act of 1998 took effect and confidential one-to-one contracting spread, traditional
conferences were largely replaced by CDAs in the U.S. trades.

As noted above, the trend in the shipping industry is one of liberalization. The
traditional shipping cartels such as Far Eastern Freight Conference (FEFC) and others,
although still active, are being replaced by other less collusive arrangements such as the
CDAs. In the US coastwise Jones Act trade there is an incentive for collusive behavior since
the industry is limited to its carriers.
It is reported that the Puerto Rico trade, under the Jones Act, is currently served by
the following shippers: Crowley Maritime Corp. with 33% of the market, Horizon Lines
Inc. with 27%, Sea Star Line with 25%, Trailer Bridge with 13%, and National Shipping
Agencies, Inc. with 2%31. Also, it is reported that the Puerto Rico trade has shrunk 20%
since 2006, from 600,000 TEUs (20-foot equivalent units) to 480,000 TEUs.
The effects of the global Great Recession since 2008 (anticipated in Puerto Rico
since 2006), have created excess capacity with two consequences, a reduction in freight
rates and an increase in acquisitions32. In the near future there is the possibility of Puerto
Rico being served by three carriers if the level of trade and acquisitions continue. Thus the
trend in Jones Act trade, at least from the Puerto Rico perspective, runs contrary to
worldwide liberalization.

4.2 Jones Act Carriers Collusion Cases
In 2013, a Federal jury in San Juan, Puerto Rico, convicted Frank Peake for being a
participant in the collusion and conspiracy to fix prices for transportation of goods from
United States to Puerto Rico33. Mr. Peake, a former executive of Sea Star Line (a Floridabased coastal shipping company) conspired to fix and raise the shipping rates charged for
customers such as Walmart, Procter & Gamble, and the U.S. Department of Agriculture’s

31

Xaviera Neggers Crescioni, Caribbean Business, Ibid.
Federal Maritime Commission, 2010.
33
U.S. Department of Justice, Press Release January 29, 2013, Former Executive Convicted for Role in
Price-Fixing Conspiracy Involving Coastal Freight Services Between the Continental United States and
Puerto Rico.
32
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School Lunch Program. This conduct affected nearly all goods that were shipped to and
from Puerto Rico during the charged period, including food, medicines, and electronics.
As a result of investigations by the Federal Grand Jury, three companies and six
individuals have pleaded guilty or been convicted at trial. Five of the individuals and the
three companies have been ordered to serve sentences ranging from seven months to four
years in prison and to pay more than $46 million in criminal fines.
On August 1, 2012, Crowley Liner Services Inc., pleaded guilty and was sentenced
to pay a $17 million criminal fine for its role in a conspiracy to fix prices in the coastal
water freight transportation industry. According to the U.S. District Court for the District
of Puerto Rico, Crowley Liner Services engaged in a conspiracy to fix base rates for water
transportation for certain freight between United States and Puerto Rico from January 2006
until at least April 2008. According to the charges, Crowley Liner Services and coconspirators carried out the conspiracy by agreeing during meetings and discussions to fix
the base rates to be charged to non-government purchasers of water transportation of certain
freight between United States and Puerto Rico. The U.S. Justice Department stated that
Crowley Liner Services and co-conspirators also engaged in meetings for the purpose of
monitoring and enforcing adherence to the agreed-upon rates and sold Puerto Rico freight
services at collusive and noncompetitive rates.
The means and methods of the conspiracy were34:
1. Participating in meetings, conversations, and communications in the continental
United States and Puerto Rico to discuss customers, rates, surcharges, and bids for
the sale of Puerto Rico freight services;
2. Agreeing during those meetings, conversations and communications to identify
customers of Puerto Rico freight services between and among the conspirators;
3. Agreeing during those meetings, conversations, and communications to fix,
stabilize, and maintain rates and surcharges charged for Puerto Rico customers’
freight services;

34

The United States Department of Justice. Anti-Trust Commission. Public Documents.
http://www.justice.gov/atr/public/press_releases/2013/291962.htm. United States District Court for the
District of Puerto Rico, Case 3:12-cr-00590-DRD Document 10 Filed 07/31/12.
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4. Agreeing during those meetings, conversations, and communications to rig bids
submitted to government and commercial customers of Puerto Rico freight
services; engaging in meetings, conversations and communications for the purpose
of monitoring and enforcing adherence to the agreed-upon rates and surcharges;
5. Selling Puerto Rico freight services at collusive and noncompetitive rates and
surcharges pursuant to the agreements reached;
6. Accepting payment for Puerto Rico freight services at collusive and
noncompetitive rates and surcharges; and
7. Authorizing and consenting to the participation of subordinate employees in the
conspiracy.
The cases were filed in the U.S. District Court for Puerto Rico under the Sherman
Act and the result was the payment of fines, penalties, and imprisonment at the federal level.
Puerto Rico did not pursue a civil suit against the shipping companies, and the extent of the
damages caused by the collusive behavior were never assessed. These certainly are part of
the economic impact of the Jones Act to Puerto Rico.

4.3 The Jones Act and Local Producers
Research on the effects of the Jones Act on the economy of Puerto Rico has focused
on the import sector and on welfare effects for local consumers. Potentially, the Act also
may affect local producers in two ways not addressed by previous research. First, the higher
import costs attributable to the Act effectively provide an element of protectionism for the
segment of local industry that competes directly with imports from the United States. The
prime beneficiaries would be local industry that uses lower cost domestic and/or lower cost
non-U.S. sourced intermediate goods that enhance local value added.35 Second, if external
trade affected by the Act is predominantly south bound, as seems to be the case, local firms
that export to the United States may receive a de facto subsidy in the form of lower shipping
rates on vessels that return to U.S. ports (north bound) with a low volume of cargo. Both

35

Organization for Economic Co-operation and Development & World Trade Organization,
Trade in value-added: concepts, methodologies and challenges (Joint OECD-WTO Note) ,
Paris/ Geneva, March, 2013.
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of these aspects depend crucially on the particular industrial organization of Puerto Rico
but empirical studies are not available. How important are these effects likely to be in
practice, especially in relation to the negative welfare effects on local consumers?
There is no question that both of these effects are positive for some local producers,
namely those that compete directly with U.S. industry using intermediate goods not subject
to south bound tariffs. The other positive aspect, the level of north bound tariffs are for
those that export primarily to the United States. However, the magnitude of the effects is
limited because these sectors are small relative to the aggregate economy of Puerto Rico
and because the relevant import prices are largely determined by external markets and by
trade restrictions, such as those in the Jones Act.
In the case of the Act’s protection for local industry, the number of local firms that
compete directly with products from the United States is very limited. Also, intermediate
goods used in production imported from the United States, particularly in bulk and tankers,
are subjected to south bound tariffs that could reduce or eliminate any element of
protectionism.36 Furthermore, even when some items are formally in the same category as
U.S. imports, there is sufficient actual, or perceived, product differentiation so that
competition is not between direct substitutes, but between products with different demand.
That may be the case of some local products, where a premium is paid due to actual or
perceived quality differences and timely market availability. Moreover, as a small country,
Puerto Rico is a price taker with regard to import prices, so that the costs of imports are
largely determined by external prices and by importation costs. An increase in import costs,
such as results from the Jones Act, has a large and broad negative impact on the welfare of
the full consumer sector, and the industry importing U.S. intermediate goods, but only a
relatively minor positive impact on the economy through a small sector of local industry.
The effective subsidy to local exporters to the United States associated with the
Jones Act also affects a relatively small sector of the Puerto Rican economy. The subsidy
does not arise directly from provisions of the Act but rather from its application to a local
“This creates problems for local users of bulk-cargo shipping services. The Puerto Rico Electric Power
Authority is one such example.” Another example of other intermediate goods imports is fertilizers. “ ‘Our
local manufacturing plant pays 100% more in transportation fees than our plant in Jamaica because of the
need to use U.S.-flagged vessels. At present, we can't secure any ship or barge to handle our required cargo
volumes’ ”. Sourced from an article otherwise amicable to the Jones Act. See, “Bulk Cargo…Still
Different”, in Santiago, J., The Jones Act is good for Puerto Rico! Caribbean Business, Vol.40, No. 16,
April 26, 2012.
36
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economy with limited export volume to the United States. As in the case of the protectionist
aspect of the law, the positive effect is likely minor from an aggregate perspective and is
concentrated on a relatively small sector of local industry.
Empirical research on both of these aspects of the Jones Act would be very valuable,
but is beyond the scope of the present survey. Subject to data limitations, such research
could help quantify the positive welfare effects on local production sectors and compare
their magnitude to existing estimates of the large negative welfare effects on the consumer
sector. Based on general considerations, as argued above, the negative consumption and
intermediate goods effects are likely to dominate.
5. Recommendations and Conclusion
The following recommendations summarize those made by testimonies discussed
in the text. When recommendations recur only one is presented.
1. Efforts should be focused on specific exemptions to the Jones Act, for example the
requirements that ships be constructed in U.S. shipyards, and so on, instead of
striving for the difficult task of a full repeal of the law.
2. Assign funds to commission an independent entity to carry a comprehensive study
regarding the effects of the Jones Act.
3. Make efforts to exempt Puerto Rico from certain stipulations of the Jones Act such
as those related to the transportation of petroleum and natural gas, such that U.S.
shipping companies may use leased or bought foreign vessels for transporting these
items between the United States and Puerto Rico.
4. A concerted effort should be made between the economic, social and political
sectors to formally request the government of the United States to exempt Puerto
Rico from requirements of the Jones Act, following international agreements of
which is signatory.

Conclusion
A recurrent theme throughout the recommendations in the statements above, be in
favor or against, the Jones Act is that cost reductions could be achieved by the removal of
the requirement that ships must be built in the United States.
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The consensus of the recommendations, is that efforts should be made to obtain a
waiver from the requirement of the Jones Act that ships, serving the coastwise trade with
Puerto Rico, must be built in the United States.
This recommendation is consistent with the findings of the U.S. International Trade
Commission discussed before (see section 1.2 on Welfare Costs), that estimates that without
the domestic-build requirements, the Jones Act Fleet would not only experience reduced
capital costs, but the output of coastwise Jones Act shipments would increase with cost
savings passed forward in rate reductions.
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