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ftongrc~, of tbt ffln ittb ~tatt1' 
Rln.uf,fng1on, 39.tc. 20515 

April J, 1985 

Honorable Harold E. Shear 
Administrator 
Maritime Administra t ion 
Department of Transportation 
Washington, D.C. 20590 

Dear Admiral: 

We are writing to express our co ncer n abou t al lega t ion s t hat 
the Maritime Adm i nistra t i o n a nd t h e Departm n ts of State and 
De f ense have a c q uiesc e d t o p ress u res fr om t h e Government of 
I celand concerning the carri a g e o f U.S. mil itary s h i pments to our 
base in Keflavik, Iceland . 

Officials of the Rainbow Navig a ti o n Com p any and of the 
International Organization of Ma sters, Ma t e s, a nd P i lots c l aim 
the Icelandic governmen t has comp la ined to th e S tate Department 
that Rainbow's operations a r e ad versel y affec t ing I c eland i c 
carriers and is threatening r etal i at o r y action aga i nst ou r 
installation. Also, it h as be e n all eged tha t th e Maritime 
Administration may be d i rec ted to termi nate the c harter under 
which Rainbow obtaine d its ve sse l f rom the Reser v e F l eet. 

These allegations ar e cl ea rly o f a mo s t seri ous nature and, 
if true, would indica t e that the Exec u tive Br anc h is ac t ing con
trary to the commercial i n te r ests of a Un ited S tat.es c omp a ny and 
violating the clear sp i ri t of the ]9 04 Cargo Prefer ence Act . 
The s e al.legations a r e b ased on st atemen t s made to Rai nbow by Ice
landic offic ia ls and r e p rese n t a ti ves of Icela ndi c ca r r i e rs. They 
may be calcu l ated to fqrce Rai n bo w t o v ol u nta rily reduce o r 
eliminate its s e rvic e . 

While you cannot control t h e ac t. io n s of foreign officials and 
businessmen, it would seem app r o p riat e that Rainbow be assured 
that its fears of U.S. Gover nme nt age ncy i nvo l vement a re 
unjustified. If Ra i nbow's ac c us a t ions are in any wa y 
substantiated, we want to be c e rtain we a re dealing wi th the com
plete facts in deciding an app r opr ia t e ne x t co u rse o f action. To 
follow-up on Committee staff disc u ssi ons with you and other MARAD 
officials, we are seeking you r ex pl anation and clarification of 
the Maritime Administrat i on's rol e i n this situat i on. 

IACT!ON 

COPY 



The Honorable Harold E. Shear 
April 3, 1 9 85 
Page Two 

We in Congress recognize your strong commitment to the U.S. 
merchant marine and vigi lance in insuri ng conformance with the 
cargo preference laws. Be assured we are ready to assist you in 
any way possible. Your prompt attention to this inquiry will be 
greatly appreciated. 

Sincerely, 

,,. j'/ 
-~ Y---
iaggi 

Barbara A. Mikul~ki Robert A. Borski 

~ii!w~ 
Barbara Boxer 
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The Honorable Harold E. Shear 
April 3, 1985 
Page Three . 

~~ 
Robin Tallon 
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MAY 02 '985 

Honorable W.lter I. Jone, 
Chairwn 
HOu1• Merchant Mlr1ne ud fisheries 

C..1ttN 
Hou,e of Riapres.ut1ve1 
W.sh1ngton. D.C. %0615 

DNr Hr. Chi. t n11n: 

Thanil you for your recent letter regard1mJ the carrhge of •111ury 
lhtPMOU to Jc.luct. I appnac11te your 1nttn11t 1n thh Nttar. 

uit year th• Govenwent of Iceland expnsnd concern to th• United 
State, over the conaaquances for lcalend1c 1te ... h1p c0111pan1aa of the 
1n.augurat1on of U.S.-flag 1erv1ce betMNn U•• U.S. and Iceland by 
Rainbow te.v1gat1on. For approx1ut.tt1y 15 Y••rs prior to Ra1nbow*s entry 
into the U.S .... lceland trade, 11.•ntca on the route had been provided 
elf.clu11vely by Icelandic 11nes. Punuant to the Cargo ,Nferenc. Act of 
1904. the DepartMnt of O.feose ha1 ut111z•d Rainbow 1n troniport1ng 
■111tary cargo for ·the NATO be:H1 at ke1'lav1k s1nce May 19a4. to the 
extent the Rainbow vessel has bettn 1n1lab le. Tbh has sharp ly reduced 
the transport&t1on of ■111 tary cargo on lctdand1c shipping lines and 
created sub,tanttal .conoa1c bard1htp for the affect«d Ic•landtc 
urr1en. 

The United States h woril1ny with Icelttnd to N!solve thh hsue 1n 
• uwmner which addresses tit& lc~1anders• concern,. We have been tn 
re~ular contact with the Govenuuunt of lculand on thh h sue. We IN 
fully ■1ndfu1 of the •ecurtt.t baµoruractt to the Un1ted States •nd 
Iceland of tJ1e ■1Htary fac1l1t1es on Icoland1c ,011. At the IMNI t1ma, 
resolution of tM 1uue IWJit clearly be conshteut w1th the Car-yo 
Preference Act of 1904 and other U.S. l aws. ln resµonse to your 
question concem1ny the chArt.er party bet~n R.ainbow ~v1gat1on and the 
Mar1t1me Ada1nhtnUon which provides for the o~ratton of the ~ 
Rn1nbow Ho~e. thh agency h•, not been reque1sted or d1ncted to 
liiafnate ·t.ne chamr and we have no plan to do so. 

We ant working towArd a solution which w111 ~ 11=c~ptable to 111 
partt•s. l w-111 be pltUsed to kHp you 1nfonktd11of our progre11. 

Stncarely, 

\ 
Control No. 850408003 
2JO-JATre1chel:abh:4/18/85:42.6-5772 H.£. SHEAft 

,\ ' ' 

cc: 100 110/115 ,?2-Q 230 Har1t1• Adm1n11trator 

Identical ltrs to attached 11st of addressees 

I 
• 
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U.S. Department 
of Transportation 

Maritime 
Administration 

MEMORANDUM 

SUBJECT: U.S.-Iceland Shipping Problem 

400 Seventh Street, S.W. 
Washington , D.C. 20590 

Since May of 1984 in accordance with the Cargo Preference Act of 1904 
(10 U.S.C. 2631) the U.S.-flag vessel, Rainbow Hope, has been carrying 
substantial amounts of cargo between the United States and the defense 
facilities on Iceland, cargo which had previously been exclusively 
carried by third-flag and Icelandic-flag vessels operated by Icelandic 
steamship companies. Commercial cargo and U.S. Government cargo moving 
under Public Law 664 (46 App. U.S.C. 124l(b)), however, continues to 
move almost entirely on vessels operated by Icelandic shipping lines. 

The carriage by the Rainbow Hope of cargo which the Icelandic shipping 
lines had previously relied upon caused understandable concern on the 
Icelandic side. While a solution to the problem should not ignore the 
gain in security of supply made with the entry of Rainbow, it should 
also deal with the Icelanders' concerns in an equitable and mutually 
satisfactory manner, based on our partnership in NATO and our national 
interest in the Iceland defense facilities. 

We have been forced to base our efforts at resolving this problem on the 
demands of the Icelandic Government, rather than on a negotiated solution. 
This is apparently because the Icelanders are prepared to restrict the use 
of the defense facilities on their soil unless the United States produces 
a solution which is fully satisfactory to them. Yet if the Icelandic 
Government is allowed to hold the base hostage to its wishes, then it is 
difficult to perceive what incentive it would have to accept any but the 
most one-sided solution. 

It is important to understand the immediate effect as well as the broader 
implications of the Defense Department's proposed legislative solution in 
order to assess its likely reception by the shipping and defense communi
ties and by the Congress. By authorizing the Defense Department to ship 
military cargo on vessels of any flag, the proposal would allow not only 
the use of foreign-flag vessels in the military trade; it would also 
encourage Rainbow or another U.S.-flag carrier to employ foreign-flag 
tonnage in order to underbid the Icelandic carriers' chartered ships for 
the carriage of the military cargo. The proposed legislation would thus 
achieve a distortion of the intent of the 1904 Act without necessarily 
satisfying the Icelandic carriers. 

Moreover, while the legislative proposal is intended to apply only to 
Iceland, it would, when made public, encourage other base-hosting 
countries, in NATO, the Pacific and elsewhere, to seek similar treatment 



of U.S.-military cargo moving in their territory. The U.S. in response 
would no doubt argue that Iceland represented a "special case" which 
required special treatment. However, when it becomes clear to others of 
our allies that we were essentially coerced by Iceland into changing our 
law, then the example will not be lost on them. We may then be compelled 
to replay the Icelandic dispute with other countries where the stakes in 
terms of defense implications and U.S.-flag carrier interest are even 
more pronounced than those involving Iceland. Justifying such a state of 
affairs to the Congress would be a very difficult task. 

Other factors exist which call into question the wisdom of a legislative 
solution. While the Icelandic Government has made much of its need for 

2. 

a merchant marine for security reasons, its shipping policy is commercially 
oriented and its fleet heavily dependent upon chartered foreign vessels. 
In 1983, before Rainbow commenced operations, third-flag ships earned 61% 
of total freight revenue in the bilateral military trade, while ships 
flying Iceland's flag earned only 39%. Even last year, Icelandic-flag 
vessels earned only half as much (17%) as third-flag vessels (35%). More
over, while it may be difficult enough to find an explanation as to why 
Iceland's concern for its security does not extend to the importation of 
petroleum products, which are exclusively carried by foreign-flag ships, 
it might be even more difficult to explain to the Congress why a signifi
cant share of these petroleum imports (55%) last year was reportedly carried 
by Soviet vessels. Furthermore, Icelandic-owned carriers, while reduced to 
carriage of about one-third of the military cargo, carry all of the PL 664 
cargo and virtually all of the bilateral commercial cargo and, in addition, 
cross-trade actively between the United States and Europe. This commercial 
reality hardly argues that Icelandic vessel operators are being treated 
unfairly in the U.S.-Iceland bilateral trade. 

It is clear that the DOD proposal will meet with strong opposition from the 
maritime industry and those in the Congress who are concerned with maritime 
matters. A sample of Congressional reaction already exists in the April 3 
letter to several Departments from eighteen Members of Congress. (Copy 
Attached) In considering the DOD draft legislation, the Congress will find 
the following factors particularly alarming: 

that the proposal contemplates changing U.S. law solely to 
benefit foreign commercial interests; 

that it would not have been made but for Icelandic threats against 
base operations; 

-- that it explicitly contemplates foreign-flag carriage of military 
cargo and encourages U.S. carriers to employ foreign-flag vessels, both 
to the detriment of the U.S. merchant marine; 

that it will prompt similar demands from other U.S. allies. 

For the reasons detailed above, a legislative solution is bound to fail and 
may indeed be counterproductive. Any attempt to limit the scope of the 



3. 

Cargo Preference Act of 1904, either directly or indirectly, would conflict 
with clearly stated Administration policy neither to expand nor contract our 
cargo preference laws. 

One possible means of resolving this issue which should be more fully explored 
involves the simple compensation of Icelandic shipping interests for the 
losses which they sustain as a result of Rainb0w's operations in the military 
trade, coupled with an Icelandic commitment ensuring the availability of 
standby shipping capacity necessary to carry future U.S. military cargo. 
Such a proposal might form the basis for a solution of the shipping problem. 

Attachment: 
Ltr from Secretary of State to Secretary 

of Transportation 
Ltr from Secretary of Defense to Secretary 

of Transportation 
Ltr from Rep. Walter Jones to Maritime Administrator 
Maritime Administrator's reply to Rep. Jones 
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mflBENTIAL 
THE SECRETMn O F STATE 

WA S HIN GTON 

May 30 , 198 S 

De ar Elizabeth: 

As you are pro bab ly awar e , a11 intt·r -ayency el fort. has been 
underway for mor e than a y~ar to r~sol v e a maritime shipping 
pr ob lem whic h has arisen in o u r relations with Iceland . A 
shor t summary of t his problem is en c lo s ed tor you r 
convenience. Foreign Minist er Hallgrimsson has raised this 
issue wi th me on several occasion s , the most rece n t being 
during my brie f Ma rch 13 s t op-over i n Reykja v ik en r oute home 
fr om Moscow. He h a s also raised it wi th Cap Weinberger. 

The Icelandic Gov e rnmen t has made it clear that the only 
solution it will a c c ept is one that establishes as a matt er of 
governmental policy that 1c~lnndic shippi ng interests wil l h a v e 
the opportunity to compete e4ually in a free ma r ket situation 
for the tr ansporta tion o f DOD cargo to and from Re yk javik. A 
specific DOD leg is la ti ve proposal in wh ich we concur (copy 
e nclosed) is under r e vi e w by the Marit ime Administra ti on at 
this time and may be b ro ught to your atte n tion in the near 
future. I urg e yo ur agreement in this propo s a l. I am a war e of 
the Maritime Administration' s d esire to resol v e this issue 
through a comme r cia l solution , and wo uld s upport th is course if 
I thought it would settle the problem. 

I am not unmindful o f the domestic opposition which wi ll be 
created by th e specter of the poten ti al loss of some s hi pping 
f o r US-flag ves sels . However , this possib1lity must be 
balanced against the incalculable cost t o the United State s of 
th e los s of the base itself , or t he costs to the taxpayer and 
to our national de f ense sho ul d restrictions by I celand preclude 
th e efficient operat ion of the base . According ly , I wo uld hope 
that we could re ach an early consens u s wi thin the 
Administrat i on on a proposal such as that made by DOD, thus 
improving prospects for positive action by the Congress . 

I look forward to receiv i ng your thoughts on this matter 
and to wo r king c losel y with you as we see k to achieve a 
satisfactory resolution of this difficult problem. 

Sincerely yours, 

Geo rg e P. Shultz 

Enclosures: 
Tab A. 
Tab B. 

Summary of US-Iceland Shipp i ng Problem 
DOD Legislative Proposal 

The Honorable 
Elizabeth H. Do l e, 

Secretary of Transportati on 
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US- lee land Sh i_ppjng P robl_em 

For more than 14 years, until May 1984, all Department of 
Defe n se cargo for our base in Iceland had been transported to 
and from Iceland by Icela ndi c carriers. The value of t h is 
t ransportation se r vice had been approximately $9-10 million p e r 
annum. In May 1984, Rainbow Nav iga tion, a US c arrier operating 
one vessel , entered the trade on the US-Iceland route. Under 
the 1904 Cargo Preference Act , mil it a ry cargoes being 
transported to and fro m Iceland mu st be carried b y the US flag 
carrier to the extent that US flag service is availa b le at 
reasonable rates. 'I'hu s , the militar y cargo carried by the 
Icelandic lines has been reduced b y r oughly 70%. The 
Government of Iceland has expressed its seri ou s conce rn about 
the effects of thi s situation, an d considers the matter a major 
bilateral issue. 

The present Government of Ice land re flects the most 
pro-US/pro-NATO stance we have seen in that country for many 
years. During the period it has been in office we hav e 
succeeded in agreeing on a num ber of projects t o upgrade the 
Keflavik base, some of wh i c h had been und er discussion f or 
years. The Governmen t of Icela nd ha s argue d t ha t Icelandic 
shipping lines mus t have the opportunity to compete f or 
transportation of mil it ary cargo on an e qual basis with 
American carriers. The Foreign Mini ster insists that a healthy 
merchant mar i ne is v i tal for the economic viab i li ty and 
security of a tiny i sl and nation s uch as Icelan d and that 
introduction of Rainbow' s service is having negative economic 
consequences f or the Iceland i c shipping li nes. 

Absent a resolution of this issue satisfactory to Iceland, 
the Foreign Minister has stated that he wou ld have to reques t 
negotiations for a revision of our 1951 bila tera l Defense 
Agreement, or an agr eement supplementing the 1951 Agreement 
which would provide for Icelandic participation in the mo v e ment 
of cargoes. Others in Iceland are urging that the Ice landic 
Parliament take unilateral, retaliatory action with res p ect to 
shipping. Some Icelandic of fic ia ls have mentjoned other types 
of retaliation which wou l d have a negati v e impact on the cost 
and operation o f ou r b a se at Keflavik. 

An inter-agency group, incl udi ng representatives of State, 
Defense and the Mari time Administration, has been e xa mi ning 
both short and long-ter m solutions for this problen1. Rainbow 
Navigation decided in Augus t to s uspe nd for a temporary period 
its service between Bayonne, New Je rse y and Ke flavik . This has 
had the effect of increasing the amoun t of ca rgo available to 
Icelandic vessels. The temporary suspension has given us more 

UJNFIOENf IAL 
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time to explore possibilities for the l o ng-term resolution of 
this issue. In addition, by demonstrating that in t er es ted 
parties in the United States appr eciate the ser iousnes s of the 
problem fr om the Icelandic pPrspe c tive , RainLu w's action ha s 
also constituted a significant gestu re to the Government ot 
Iceland . 

Among the alternative long-t e rm s olution s cons id e r e d by the 
inter-age ncy group, legislatiJn appears to offer the only 
possibility o f r ealiz ing an acceptable a ccommodation of both 
U.S . and Icelandic interests. This course of action may well 
face serious domest ic oppos.ition. Nonetheless , DOD and State 
are committed to making a goocl-taith e f fo rt in thi s regard, 
because of the vi tal importance of our Iceland base to our 
national security interests a nd to tho s e of NATO as a whole. 
While the presence of the ba se enjoy s widespread support among 
the Icelandic population , a vocif er ous minori t y regula rl y 
agitates for closing the base or placing re s trictions on it 
which would seve rely restrict i ts a b ili t y to carry out 
established OS and NA'fO d ef ense ope ra tions. In our relations 
with I c eland it is therefore important to show that eve r y 
effort possibl e has been madP by t he U. S . Executive to address 
Icelandic concerns and to reach a mutu a lly satisfactor y 
solution . 

The Maritime Adm i nistrat i on bel ieve s that thi s problem 
should be resol ved through a commercial s ol ution bet~een 
Icelandic and U.S . shipping interests. However, t he Icelandic 
Government h as made it clear tha t the on ly solution it will 
accept is one that establ ishes a s a ma tte r of gov e rnme n tal 
policy that Icelandic shipping in tere sts will have the 
opportunity to compete equally in a fre e market s ituation for 
the t ransportation of DO u Cu 1J o to end from Reykjavik. A 
delegation of U. S. experts, i Hc lucling r..:: 1,re sentatives fr om the 
Maritime Administration, traveled t o I cela nd la st July 
s~ecifically to make Icelandic o f ficjal s and s h ippi ng interests 
aware of the possibilities and benef its o f commercial 
solution s . However, a commercial sol ution wa s roundly rejected 
by the Icelandic Government as not meeting its objective. 
Furthermore, recent efforts to formulate a commer c ial solution 
acceptable to all parties have not brought u s any closer to 
resolving the issue, although we have continued to explore 
possible options. 

-EONF \DENT\ AL 
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