Shipbuilding

State of the industry
and crisis measures

Lo

Gl Earapcocy Somr e ifies




6.6 10} sliodaJ [enuuy - uoiun ueadouny
Aoljod e jo aupnQO - 8doJn3 1o} yiomiau lodsuel] ¥
seainseaw SISO pue Aiysnpuj ayl jo aiels — buipyngdiys

uQ|ISSIWWO) 8y}
WO} wnpuelowsiy - uollew.loj 1@sse Ul uojjedioied asAojdwy

uoISSIWWOD

8yl JO wnpuelowsaly - yoeoidde Ajunwwod e :jiodsueld; Jiy
SJawnsuoo o} swwesboud AHUNWWOD puodag
Alunwuwon ueadoun3g ay} ul A01j0d A5selo

WNPUBIOWA UOISSILWOY - Sjybly uewnpH
uo uonuaAuo) ueadoing ay} 0} SSIIUNWWOYD 8y} JO UOISSEIOY

8/61 40} spodal [enuuy - uolun ueadouny

6./6
6./8
61/

6./9

6./S
6L/¥
6./€

6./¢
6./}

6.6 sjuswaddng



uoISSIWWOYD

SIILINNNNOD NVId0HN3

(6,61 Joqusldes 6| uo pajdope)

sdiys buiob-ueado jo Buipjing pue Buiddelos ay)
ajowo.id 03 sawayos e uo
jIoUNOD 8y} 0} UOISSIWWOY 8y} WOoJ} Uoiedlunuwo)

(6,61 1snBny 9| uo uoissiwwo) ay} Aq pajdope)

Aunwiwo) ay} ul
Ansnpul buipjingdiys ay) jJo ajels 8y} uo
uodaua AjueaA-jey 1s4i

' 6./. Wawalddng

sanunwwo) ueadoind ay} jo

unsiing



This publication is also available in the following languages:

DA ISBN 92-825-1687-3
DE ISBN 92-825-1688-1
FR ISBN 92-825-1690-3
IT ISBN 92-825-1691-1
NL ISBN 92-825-1692-X

Cataloguing data can be found at the end of this publication

Articles and texts appearing in this document may be reproduced freely in whole or in
part so long as their source is mentioned.

Printed in the FR of Germany 1980

ISBN 92-825-1689-X Catalogue number: CB-NF-79-007-EN-C



6T

8¢
92
£C
| 4
174
61

L1
St
14
(4!

11
or

........................ e s DIDCT

Xauuy

............................................ suoIsnIou0)
..................... wdYos ayy Surpuawadldudl 10f 24npadrodd
............................ DaIIPISUO) 3G 01 UOHID f0 2K
............... 2UYIS LJIUNUUIOD) D m:.:%mm:oo 10 spuno.in)

............................................ uoINPoUL

P I R I I I R R T R R R P R I I I I I I S AP PSRN m-—m——m

3umio3-ueado jo Suippng pus Jurddesds Iy joword 0) YIS
% U0 [DUNO)) Y] 0]} UOISSWWO)) ) WOIJ UOHEHUNWWO))

........................ Pa4aPISU0D 3G 0] UOIIID PUD YOOIINO

.................................. %NﬂNEQQNN}NNV NQ&RNQE&M.
/

........................................ .WN.W;N‘QNKO.\.NNV\-\QE

.................................... wﬂ—QQFE ur muEOEQ0~0>OQ _
............................................... Juow %Oﬁgﬁﬁm _
............................ uoIeN)IS PEO[YIOM PUER J0Oq I9pIQ —
.............................. 3)BIUI I9PIC MAU PUR UOTIONPOIJ —
............................................ SYIeWDI [2ISUSD) —

.................................... .KOMMVN.WA NQ&:\‘Q :c.NNu:N.Nw
............................................ =°.~N.U=§°KN=N
.............................................. A\“EE:%

D I I R e R R L I I I S A B B S AP A S P ST S NP B Y hﬁ_-‘-:EEcUo-—ﬁ_—m
Ansnpur Suip[mqdiys ay) Jo e)s ay) uo jodas AvaL-J[BY ISIL]

6L/L°S

S]lusluod







AjlunwwoD ay} ul
Asnpur Buipjingdiys auj Jo 8jels 8yl uo
Hodai Ajjeah-jiey 1s4i4



Summary

I The aim of this report, the first of the half-
yearly reports henceforth to be submitted to the
Council, is to show present developments in the
shipbuilding industry and to assess the effects of
measures taken in Member States.

II (a) The general state of the shipbuilding indus-
try is still marked by a decreasing order intake,
reduced order books and continuous decline of
employment. Since the Commission’s Communica-
tion to the Council of December 1977 the situation
of the industry has worsened. The industry’s reser-
ves are coming to an end. Developments in this
sector have tended to be more serious than ex-
pected.

(b) Since 1976 the level of new orders represents
only 50-60 % of completions, although the ship-
yards’ output has been reduced by 25-30 % since
1976.

(¢) The shipyards’ workforce was reduced by
some 50 000 between 1975 and 1978 (newbuilding
sector). Further reductions in employment can be
expected, especially if the present new-order intake
continues at its low level.

(d) The shipbuilding crisis is closely connected
with the shipping crisis, which generally is still
marked by overcapacity. The tanker fleet, for ex-
ample, increased by some 50 % between 1973 and
1978, whereas oil transport (measured in ton-miles)
increased only by 9 % over the same period. Even
though slow steaming has reduced fleet productivi-
ty, and therefore also the overcapacity, it is clear
that the energy crisis, with its consequences for
growth rates and hence for the development of
world trade and for transport needs, may contri-
bute to prolonging and deepening the shipping
crisis. In consequence, the low demand for new-
building may continue.

III  According to market forecasts, the shipbuild-
ing crisis will extend well into the 1980s and a
substantial market upswing cannot be expected
before 1982/83. Even in 1985 estimated shipbuild-
ing production (some 18 million cgrt) will be below
the average for the period 1975-77.

IV Restructuring measures are necessary to
maintain or to re-establish within the Community a
healthy and competitive shipbuilding industry.
First results of restructuring efforts can be seen: in
particular the Community has substantially redu-
ced the production and to some extent the capacity
of shipyards. Nevertheless, it must be said that
much has still to be done and that restructuring is a
protracted process which can only be achieved
under a long-term strategy. The basic condition is
that there must be at least some orders for new-
building in order to allow minimum capacities to
survive.

V  Considering all these aspects, the Commission
has examined ways and means of improving the
demand situation. A Communication regarding a
proposal for a scrap-and-build programme will be
submitted to the Council.? This programme would
have also favourable social implications for the
sectors involved.

! Communication from the Commission to the Council on a
scheme to promote the scrapping and building of ocean-going
ships (published as the second part of this Supplement).
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The danger exists that — if a certain stability of new
order intakes cannot be achieved — the industry
may come into a state which would be detrimental
to a smooth qualitative and quantitative adaptation
of the sector.

Production and new order intake

2.2 'Table 1 shows the development of newbuild-
ing completions and of the new order intake in the
European Community.

Table 1 (000 cgrty’
1976 1977 1978 1st quarter 1979
Completions
Belgium 139.8 82.2 165.2 3222
Denmark 560.6 496.0 362.5 116.4
FR of Germany 1 468.0 1364.6 1029.1 139.1
France 672.4 609.6 430.6 95.2
Ireland 20.3 21.7 5.0 15.0
Italy 353.9 462.0 305.2 61.4
Netherlands 940.0 556.4 513.9 146.4
United Kingdom 985.1 782.8 718.4 141.7
Community total 5 140.12 4375.2 35299 747.3
New order intake
Belgium 75.0 115.2 59.4 21.5
Denmark 3171 281.0 263.8 38.9
FR of Germany 726.1 707.7 535.8 154.7
France 63.6 61.6 214.1 103.5
Ireland 19.2 5.0 3.0 —
Italy 301.5 148.9 330.0 4.1
Netherlands 626.4 732.4 376.5 39.7
United Kingdom 627.6 489.3 230.2 41.6
Community total 2 756.6 2 540.9 2 012.6 403.9

Source: Lloyd’s Register of Shipping.

1 1976: cgrt based on AWES coefficients.

2 Estimated production on the basis of new OECD coefficients: about 4.8 million cgrt in 1976.

Table 2
New order intake
Completions
’000 cgrt *000 cgrt % of com-

pletions
1976 5 140.1 2 756.1 53.6
1977 4375.2 2 540.9 58.1
1978 35299 20126 57.0
1st qr.
1979 747.3 403.9 54.0

Source: Lloyd’s Register of Shipping.

Table 2 shows the ratio between completions and
new order intake in the Community.

From Tables 1 and 2 it can be deduced that since
1976 the new order level represents only 50-60 %
of completions, although the output of shipyards
has been reduced by 25-30 % over the same pe-
riod. However, new order intakes have shown a
concomitant decline.

Table 3 shows the development of market shares of
principal shipbuilding regions.
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Table 4

EC Rest AWES Japan Other regions World total
Completions*
1977 000 grt 2 344.6 815.0 31614 19448 8 265.8
. % 28.4 9.9 38.2 23.5 100.0
1978 ’000 grt 2 151.4 848.4 2 790.3 23714 8 161.5
% 26.4 10.4 34.2 29.1 100.0
New order intake
1977 000 grt 1341.6 1021.6 30254 1 586.7 6 975.3
% 19.2 14.6 43.4 22,7 100.0
1978 000 grt 1163.4 453.0 2 088.5 1652.4 53573
%o 21.7 8.5 39.0 30.8 100.0

Source: Lloyd’s Register of Shipping.

! Excluding bulk carriers and oil tankers.

Order book and workload situation

2.3 As aresult of the shipbuilding crisis the order
books of the world’s shipbuilding industry have
further decreased since the end of 1977. The total
order book at the end of March 1979 was 22.6
million cgrt, of which some 40 % falls to shipbuild-
ing regions outside Western Europe and Japan,
compared with their present production share of
25-30 %. The following table shows the order
book situation in the principal shipbuilding re-
gions:

Table 5 — Total order book at 31 March 1979

Country/Region in 000 cgrt l_‘ %o
European Community 4 780.7 21.1
Rest of AWES 3918.3 17.3
(Western Europe) (8 698.9) (38.5)
Japan 4978.3 22.0
Eastern bloc! 2 513.5 11.1
Other regions 6 430.6 28.4
Total 22 621.3 100.0

Source: Lloyd’s Register of Shipping.

! Incomplete.

The Japanese share of order books is traditionally
lower than that of other shipbuilding regions,
mainly because of shorter building times in Japan.

10

As far as the shipyards in the Community are
concerned the industry has pointed out that more
than 40 % of this order book is already worked off,
thus reducing the average workload of the industry
to less than one year’s production. In this context it
may be further noted that the order book situation
differs widely from yard to yard; thus certain ship-
yards are already being confronted with acute em-
ployment problems.

These are only tentative calculations, and it is to be
expected that a substantial proportion of ship com-
pletions during 1979 will be carried out over 1980.

It can therefore be assumed that the tonnage com-
pleted in the Community will be in the order of 3.0
million cgrt during 1979 (together with comple-
tions during the first quarter of 1979).

In this connection, however, it should be remem-
bered that a major part of the work on ships to be
completed in 1979 was carried out in 1978 and that
the industry’s current workload, particularly as
regards the second half year of 1979, is determined
by the low level of tonnage due for delivery in 1980,

As a result of this development more and more
Community shipyards are having difficulties in
finding work and in maintaining an economic pro-
duction potential. The situation affects more or less

S. 7779
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estimated that more than 50 000 jobs of men di-
rectly employed in the shipyards are at risk if the
present order intake remains at its present low
level.

On this subject some shipyards have stated that
they nevertheless have difficulties in securing skil-
led workers and that this situation has caused
problems as regards carrying out production sche-
dules on time. Because of the long-term produc-
tion process and the variety of production sectors
in a shipyards, it may also happen that some de-
partments are working overtime while others have
no work at all.

Developments in shipping

2.5 The crisis in the shipbuilding industry is clo-
sely connected with the shipping crisis which star-
ted in 1974 after the developments in the oil sector
and is persisting.

The imbalance on the shipping market is mainly
the result of the new ordering boom some years
ago, when it was widely anticipated that the growth
of world seaborne trade, some 12 % per year in
ton-miles from 1968 to 1971, would continue dur-
ing the decade. In 1973, for instance, 73.6 million
grt, mainly oil tankers, were ordered. This enor-
mous order boom in the late 1960s and during the
first years of the present decade has led to a rapid
increase in shipbuilding capacities in the world,
mainly in Japan, resulting in overcapacity in the
shipbuilding sector, which now affects all
shipbuilding regions in the same way and which is
aggravated by a low level of new orders as a result
of the overcapacity in shipping.

The new order boom of those years led in particu-
lar to an increase in the tanker fleet by about 50 %
between 1973 and 1978, whereas oil transport,
measured in ton-miles, increased by only 9 % over
the same period. Table 8 reflects these develop-
ments.

Table 8 — World seaborne trade and cargo-carrying fleet

Fleet'

000 million ton-miles o
million dwt Yy

Seaborne trade in oil and oil products
1973 10 216 100 234.3 100
1975 9 727 95 313.0 134
1977 11 459 112 356.1 152
19782 11 135 109 351.8 150

Seaborne trade of other cargoes
1973 5187 100 205.6 100
1975 5 636 109 230.7 112
1977 6 020 116 268.5 131
19782 6 120 118 281.0 137

Source: Fearnley & Egers, Oslo.

' At end of year.
* Provisional.

Total overcapacity in shipping was estimated at the
end of 1978 to be around 100 million dwt — or
some 15 % of the total cargo-carrying tonnage — of
which 80 million dwt was due to overtonnage in the
tanker fleet. These calculations by shipbrokers did
not take into account certain factors which reduce
the effect of this surplus capacity on the market,
such as the influence of ‘slow steaming’. This prac-

12

tice immobilizes a considerable amount of tonnage
and will probably continue. However, cargo-carry-
ing capacity is basically in excess of normal market
requirements.

In this difficult situation Community shipowners,

who are the traditional customers of the European
shipyards, have faced severe competition from a
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Market forecasts

3. During the past year various market forecasts
have been published. Although these studies differ
in their basic assumptions and consequently in
their results, they all agree on the point that the
shipping crisis will last well into the 1980s and that
demand for new tonnage may decrease even fur-
ther in the forthcoming years.

According to a study prepared by the market fore-
casting group of the Association of West European
Shipbuilders in 1978, a substantial market upswing
cannot be expected before 1982/83. This market
recovery will be based mainly on replacement re-
quirements, as most of the tonnage built in the
1960s will become obsolete from that time on. It is
expected that after 1985 the combined effect of
tonnage requirements for replacements and for
fleet expansion as a result of growing seaborne
trade could lead to a high level of new orders again.

Table 11 shows the principal results of these mar-
ket forecasts.

Table 11
Type of vessel Contracting requirements 1978-85
million grt _ million (cgrt)
Oil tankers>10 000 dwt 20.0 (9.3)
<10 000 dwt 1.4 (3.9
Bulk carriers 13.0 ( 6.0)
General cargo ships 29.2 34.7)
Gas carriers 7.5 (5.2
Miscellaneous 9.9 7.1)
Total 81.0 85.7)
Annual average
(Jan. 1978 to mid-
1984 = 6.5 years) 12.5 (13.2)

It can also be deduced from this study that estima-
ted world shipbuilding production in 1985 (some
18.0 million cgrt) will remain below the level of
1975-77.

However, the study does not take into account

uncertain factors resulting from present develop-
ments in the oil sector.

4

Two further aspects are to be considered in this
context: all market forecasts are based on certain
assumptions, one key assumption being that the
necessary adaptations to the market situation will
be made, both in shipping and in shipbuilding.

Consequently, the outlook for a market recovery in
the late 1980s should in no way serve as an excuse
for failing to undertake necessary adaptations of
capacities.

The second aspect is that a stagnation in the ship-
ping market leads not only to a contraction of the
amount of orders for fleet expansion projects, but
also to the withholding of replacement orders
which would have been placed if shipowners had
had a more optimistic view of future developments.
Furthermore, cut-throat competition narrows the
scope for innovations, as higher-priced new build-
ing would have to compete with old ships operated
at low costs and to low social and technical stan-
dards.

In view of all these developments, there is likely to
continue to be very little scope for new building
orders, and it will be difficult for shipbuilders
world-wide, and more particularly for Community
shipbuilding, to obtain enough orders on the mar-
ket to keep even the viable yards running.
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mission that the largest newbuilding shipyard, near
Rotterdam, will stop its activities as a newbuilding
shipyard.

The United Kingdom Government has decided to
approve option 2 of the Corporate Plan which was
submitted by British Shipbuilders at the end of
1978. The approval of option 2 implies that the
production capacity of British Shipbuilders will be
reduced to 430 000 cgrt per year in 1980/81. Total
employment in newbuilding of merchant ships (in-
cluding independent shipyards) has been reduced
from 54 550 in 1975 to 41 050 in 1978 and some
37 950-31 000 in 1979.

It may be noted, however, that, generally speaking,
restructuring policies lag behind market develop-
ments. In addition to shipbuilding aids provided
under the Fourth Directive, various special aid pro-
grammes have been introduced to promote the
new order intake. These aids are special aids for
national shipowners, extended credit facilities for
orders from developing countries and the taking-
over of shipyard’s losses in some Member States.
Furthermore, even special financial support has
been made available for some orders. Despite all
these support measures, numerous shipyards are
already being confronted with acute employment
problems.

The situation outside the Community is similar.
Japan has introduced certain production ceilings
for its shipbuilding industry for 1979 and 1980. In
compliance with these production ceilings, the
maximum operating ratios of the principal ship-
yards will vary between 34 and 49 % (according to
the group of shipyards) as compared with their
peak production level. As a long-term measure,
shipbuilding capacity will be reduced by 35 %,
with the aim of decreasing total newbuilding capa-
city by 3.4 million cgrt. In addition, public financial
support is available for the scrapping, freezing or
transfer of excess shipbuilding facilities (applicable
to building docks and berths with a capacity of
more than 5 000 grt). Under this programme ship-
builders can sell building facilities to an organiza-
tion established by the Japanese Government.

It may be noted that shipyards which had gone

bankrupt were not finally closed down but, on the
contrary, started up again with shipbuilding activi-
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ties when the company was restorea under the
Japanese rehabilitation law.

As a measure on the demand side, Japan has
introduced financial support for the building of
ships for Japanese owners. In addition, financial
support has been made available for the scrapping
of ships in Japanese shipyards.

Although in some cases restructuring efforts have
not proved quite sufficient, and it may be feared
that capacities will be revived when the demand for
newly-built tonnage rises again, these measures
constitute a step in the right direction. Against this
background it must be reported that countries such
as Korea, Brazil, Taiwan and the Eastern bloc
countries, and in particular Poland, are still expan-
ding shipbuilding capacity.

Some countries, and especially Poland, were able
to gain orders at price levels well below the cost
applied by its Far Eastern competitors. The result
is that countries outside Western Europe and Ja-
pan now have a market share of 40 %, calculated
on the basis of their order books.

The Commission is aware that restructuring is a
long and difficult process and to be carried out as a
long-term measure. An essential prerequisite for
the survival of a minimum shipbuilding capacity in
the Community is a certain basic level of newbuild-
ing orders; otherwise shipyards will have to close.
In most cases this can only be achieved with the
provision of aids by Member States. However, the
danger exists that such aids will drive back market
forces and that the economic selection of the most
competitive yard will become a matter of only
secondary importance. Furthermore, a situation
should be avoided where ships for which there is no
commercial demand are built on the basis of an
uneconomic accelerated aid level, such as building
ships for stock.

On the other hand, there should be no doubt, and
this is expressed in the Council Resolution of 19
September 1978, that the shipbuilding industry is
of strategic importance for the Community and
that a healthy and competitive shipbuilding indus-
try whose scale of activity is consistent with the size
of the Community’s maritime trade should be
maintained. However, this cannot mean employ-

S. 7779



ment guarantees for every single firm, but it does
mean that attention will be given to improving the
sector’s position and that some framework of na-
tional measures, which have to comply with the
principles of the common market, may be intro-
duced in order to give the viable part of the ship-
building industry a chance of survival.

S. 7779

Outlook and action to be
considered

5. It is obvious that in most Member States this
long-term strategy for the sector is to be accom-
panied by additional short-term and medium-term
measures, mainly on the demand side and in the
social and regional field. These measures are to be
taken first and foremost by the Member States
within the limits of their existing economic poten-
tial and in compliance with the principles of the
common market.

The Commission will continue to monitor these
activities. As far as social aspects are concerned,
the Commission has discussed these with the two
sides of industry.

In this context it may be noted that the social and
regional implications of the shipbuilding crisis are
of the utmost importance. If the situation of the
sector cannot be stabilized to a certain extent,
there is a real danger that the problems involved
will not be solved without serious social unrest.

In 1978 an amount of 20 million EUA was made
available under Article 375 of the budget for mea-
sures in support of crisis sectors. This amount has
been transferred to the 1979 budget, but so far the
Community has not been able to avail itself of this
amount, pending the Council’s decision concerning
adoption of the regulations proposed by the Com-
mission.

The present situation of the industry can be sum-
marized as follows:

— Since the Commission submitted its Communi-
cation to the Council in December 1977 regarding
the reorganization of the sector, the situation has
worsened to a greater extent than was expected at
that time.

— Employment for an important part of the pre-
sent workforce is at risk unless a certain minimum
new order intake by Community shipyards can be
maintained.

— The economic situation of shipyards has wor-

sened, newbuilding prices are still being depressed
and shipyards’ reserves are running out.
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Communication from the Commission to the Council
on a scheme to promote the
scrapping and Building of ocean-going ships
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considers that the scheme must be tried. There is a
real need for action, even with more modest objec-
tives.

In any case, scrap-and-build will have not only a
salutary effect on the Community shipbuilding in-
dustry, but also a modest but real impact on the
absorption of the fleet overcapacities. It should be
noted that as far as shipyards are concerned, the
impact will be felt largely on the construction side
since scrapping is not very profitable in the Com-
munity. This impact could be optimized if non-
member countries were also to take steps to reduce
their overcapacities, especially by adopting the
same scrap-and-build scheme. How can those coun-
tries be encouraged and negotiations opened with
them if the Community does not first decide on its
own course of action?

This is a specific, anticyclical measure with con-
siderable social impact; it is not, however, a direct
restructuring project, although it will exercise a
beneficial effect by improving the conditions,
which otherwise may well become intolerable, in
which such restructuring can take place.

1.3 This Communication provides the necessary
details to enable the Council to discuss the prin-
ciple and features of a scrap-and-build scheme.

The Commission hopes that from this discussion
will emerge a policy on the choice of solutions for
implementing such a scheme.

In the light of this first discussion, the Commission
will then submit a formal proposal.
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Grounds for considering a
Community scheme

2.1 Aid schemes implemented by the Member
States to help their shipyards or their shipowners
have only in a limited number of cases led to
sufficient structural adaptation of the yards. On the
other hand, they have made it possible to progress-
ively cut down production in the sector without
causing too great social stresses. The trend in the
level of orders won by the Community industry
shows, however, that these measures are not gen-
erally sufficient to cope with the crisis.

In addition, as the first half-yearly report on the
state of the Community shipbuilding industry indi-
cates,! the state of the shipping market will in the
years ahead probably remain characterized by
overcapacity and instability.

Admittedly, the total overcapacity of the fleets,
which was still estimated at 100 million dwt? at the
end of 1978, has fallen, in part more or less per-
manently (one reason being the practice of reduced
speed); nevertheless, the basic worldwide excess
tonnage remains.

In addition, the energy crisis and its probable con-
sequences — in particular increased inflation and
reduced growth rates — will affect the development
of world trade and therefore of shipping; hence the
crisis on the shipping market is likely to worsen and
to last for several years longer.

The present improvement in freight rates and sec-
ond-hand market prices is probably a temporary
and sectoral development; moreover, a consider-
able proportion of the present improvement in
freight rates merely represents a compensation for
the increase in bunker fuel prices.

Hence it is unlikely that there will be a fundamen-
tal overall recovery of the shipping market during
the next few years. Consequently, the overall vol-
ume of orders for new ships will remain very low,
even tending to drop further, and it is probable, for
example, that orders, more especially for large

! Published as the first part of this Supplement.
* See the annexed data sheet.
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Type of action to be
considered

3.1 The drop in production and the continuation
of the crisis for longer than was anticipated in 1977
is increasing the severity of the employment prob-
lem. In order to be effective, any action adopted
must produce immediate results.

Apart from the decrease in orders for the expan-
sion of existing fleets, we find that replacement
orders are being deferred. The proposed scheme is
particularly aimed at speeding up such ordering. A
flood of orders placed when the market recovers
would be almost as harmful as the current scarcity
of orders.

Any action to reactivate demand must avoid in-
creasing the excess capacity of the fleets or affect-

ing the competitive position of the Community

shipowners.

Several approaches have been examined in consul-

tation with the bodies concerned. It has become "

evident that the measure which best meets the
requirements set out above would be a scheme that
affects both the demand and the excess merchant
fleet capacity. A scheme which solely encouraged
the shipowners to place new orders would aggra-
vate the problems of the shipping market; one
which solely favoured the scrapping of old ships
would not only have a very limited scope (since it
would affect only ships flying the flags of the
Member States), but would in no way guarantee
the placing of additional orders with the Commun-
ity industry.

An action which combined the reactivation of de-
mand with encouragement to scrap old vessels
could have the desired effects, provided that it
were sufficiently extensive. *

3.2.1 The essence of the scrap-and-build scheme
proposed by the Commission is that financial sup-
port will be granted for an order to build ocean-
going ships, placed with a Community shipyard by
a shipowner established on Community territory,?
provided that as part of the same operation the said
owner also sends ships to be scrapped representing
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twice the tonnage to be built, calculated in com-
pensated gross register tons.

3.2.2 Since the level of demand is currently of the
order of 2 million cgrt per year, with a risk of a
further downwards trend, the Commission con-
siders that an objective intended to increase orders
by around 1 million cgrt per year for a period of
three years ought to enable production to be main-
tained at a level of between 2.5 and 3 million cgrt
per year.?

This would involve scrapping at the rate of 2
million cgrt per year over the same period, for, in
order to have a certain impact on the absorption of
fleet overcapacities, the tonnage to be scrapped
would have to be appreciably greater than the
additional tonnage to be built (especially bearing
in mind the greater productivity of certain types of
new ship), although it should not exceed a level
that would discourage the shipowners.

In consequence, the Commission recommends a
target of 1 million cgrt to be built and 2 million cgrt
to be scrapped per year, over a period of three
years. This question is examined in more detail at
points 3.3 and 3.4 since it is advisable to establish
whether the target is financially bearable and tech-
nically feasible.

3.2.3 In order to benefit from the arrangements
provided, the ships to be scrapped will have to
meet certain very specific eligibility criteria, par-
ticularly with a view to excluding as far as possible
ships that would at all events be scrapped during
the period scheduled for the scheme. Shipowners
would have to undergo inspection procedures to
ensure that such criteria are complied with and that
the operations are genuine.

Should only those ships be taken into account
which have flown the flag of one of the Member
States for a certain period before being scrapped,
or should ships that do not meet this requirement
be included?

1 It should be considered whether, and how, certain major con-
versions of vessels could in this context be rated as newbuilding.
2 It should be noted that the EEC Shipbuilders’ Liaison Commit-
tee considers that, even supposing that the new orders placed with
Community shipyards, under the present conditions, were at the
same level as in 1978 (2 million cgrt), Community production
might be somewhat below this level ower a period of three years.
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155 840 in 1978, a loss of around 25 %. In 1979
an additional decrease is expected of between
10 000 and 17 000 jobs, and according to present
market indications 50 000 more jobs could be lost
over the next few years. Overall, the workforce in
Community shipyards is therefore in danger of
being reduced by over 50 % compared to 1975,
particularly in those regions where there are al-
ready high levels of unemployment.

If the scheme’s target were attained it would help
to maintain employment for about 35 000 persons
working in the shipyards, but also for a comparable
number of people in related and upstream indus-
tries.

3.4.3 The scrap-and-build scheme is one of the
measures to be taken in the context of more gen-
eral action in the shipbuilding and shipping indus-
tries, for which guidelines were laid down in the
Communication to the Council of 9 December
1977.1 Designed as a temporary measure, its aim is
not to have a direct influence on restructuring but
rather to allow such reorganization to take place
smoothly. The scheme, because it constitutes a
contingency measure, differs from those existing
financial instruments, intended to have a structural
impact, such as the funds for industrial restructur-
ing and reconversion (Article 375 of the budget),
although it does, in a specific way and for a specific
area, complement such financial measures. Propo-
sals for a regulation on the use of these appropria-
tions, now being discussed in the Council, would
allow financial contributions not only for reorgani-
zation of Community shipyards but also for the
redevelopment of regions affected by such
reorganization.

At the Community level, the aim of the scrap-and-
build scheme is, therefore, to assist in the reorgani-
zation of the sector; but measures will only be
effective if combined with national aid measures.
And, according to the Fourth Directive, national
measures of aid are authorized only in so far as the
shipyards are engaged in activities designed to
restore competitiveness.

3.4.4 As with any aid scheme, it is impossible to
guarantee unconditionally that the objective of the
scrap-and-build scheme will be achieved. The suc-
cess of the schemes will depend on both the devel-
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opment of the market and the attitude of the
shipowners. The system can operate only on a
depressed shipping market, where freight rates are
not profitable and the gap between second-hand
market prices and scrapping prices is small and
remains within limited margins. If the health of the
market were restored, and consequently the gap
between second-hand prices and scrapping prices
widened beyond the set limits, the scheme would
automatically shut off: the market forces alone
would be sufficient to attain the objective pursued.
In any event, the scheme requires flexible manage-
ment, which means that it must be possible to
suspend application of the scheme if it becomes
clear that the effects are no longer compatible with
the objectives pursued. This would notably be the
case if very few additional orders were placed.

The remaining uncertainties cannot be put forward
as justification for doing nothing: a Community
approach to the current situation is a minimum
requirement.

! Supplement 7/77 — Bull. EC.
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responsible for implementation and financing when
it is the Member State of the shipyard to which the
owner has given the order which will profit from the
operation.

— The implementation and financing of the scheme
are the responsibility of the Member State where
the shipyard which has won the order is situated.

In that case, financial support would be granted to
a shipowner situated in the Community who, as
part of a scrap-and-build operation, places an order
with a shipyard established in the territory of the
Member State which is financing the operation. The
aid could then be funded either at national level by
new funds, or by existing funds for aid to ship-
building, or by a combination of such funds.

It should be noted that this system could, in the
absence of any control, easily give rise to distortions
of competition. This is particularly true if the
system is implemented only by certain Member
States. The Member States which cannot for one
reason or another take part in the scheme, or which
do so at a later stage, are likely to see orders diver-
ted to the other Member States. As in the case of
direct aid to shipyards, the Commission must make
sure that this new system complies with the general
criteria of the Fourth Directive, particularly as
regards selectivity and the ceiling for total amounts
of aid.

Naturally, care must also be taken to ensure that
the project remains wholly within its set horizons
of a scrap-and-build scheme and is not transformed
into a system of supplementary aid to shipbuilding.

— A third possibility would be for the Member
State of the shipowner to take on the subsidy costs
that relate to compensation for the difference bet-
ween the second-hand price and the scrap price
(variable part), while the Member State of the
shipyard would take on the subsidy costs that relate
to encouraging investment by the shipowner (fixed
part).!

This system raises problems similar to those in each
of the options described above. Another drawback
is that it entails applying to two decision-making
centres for grants of financial aid, and this is not
likely to be attractive to shipowners. The attract-

S. 779

iveness of the system would disappear completely
if one of the Member States involved in a scrap-
and-build operation were not a participant in the
scheme.

It is inherent in all forms of these nationally-
financed schemes that the Member States would be
responsible for the entire management, including
reception of applications, examination and taking
the final decisions respecting the abovementioned
rules.

4.2.3 If it is decided that the scheme should in-
volve both national and Community finance with
the variable part of the financial support financed
by the Community and the fixed part by the Mem-
ber State in which the yard is located, it will be
necessary to establish Community rules for the
scheme and its implementation by the Commission
and the Member States, similar to those described
at 4.2.1 and 4.2.2 respectively.

In the framework of these rules it should be pro-
vided:

— that the Commission decides on all expenditure
of Community finance as described at 4.2.1;

— that for the part nationally-financed the Com-
mission would have to make an assessment as
described at 4.2.2.

In the realization of this mixed system of financing,
the Member States will participate especially in
examining and selecting the applications in accor-
dance with the rules to be established at Commun-
ity level and also in surveying the correct execution
of each scrap-and-build operation financed under
the scheme. Owing to the inseparable nature of the
scrap-and-build elements of the scheme, the final
national decision granting aid for the fixed part can
only be taken if a Commission decision has been
made in favour of the variable part of the same
operation.

4.2.4 The legal form of the Community instru-
ments to be adopted in order to bring into force the
methods described- above should be decided upon
in the light of the solution chosen. However, it can

! Point 3.3.1.
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Annex

Data sheet

Definition of units used in the Communication:

Gross register ton (grt)

The register tonnage of a ship is the volume below
the main deck plus that of the tween decks and
superstructures, excluding all open spaces; it is
expressed in tons. The value of the ton is 100 cubic
feet, or 2.83 m3.

Compensated gross register ton (cgrt)

Since the normal gross register tonnage of a ship
does not reflect the amount of shipbuilding work
done (which also represents the degree of sophisti-
cation of the ship), the OECD has laid down
coefficients for each type and size of merchant
vessel (grt X coefficient = cgrt).

Deadweight tonne (dwt)

The deadweight tonnage, calculated in tonnes,
is equal to the weight of the cargo, fuel, stores,
crew and passengers, if any, when the vessel is
floating at its normal loadline.

Lightweight tonne

The lightweight tonnage of a ship is equal to the
weight of the fitted-out hull and the propulsion
machinery in working order.

S. 7/79

29






European Communities — Commission

Shipbuilding — State of the industry and crisis measures

Supplement 7/79 - Bull. EC

Luxembourg: Office for Official Publications of the European Communities

1980 - 29 pp., 11 tab. - 17.6 X 25.0 cm
DA, DE, EN, FR, IT, NL

ISBN 92-825-1689-X

Catalogue number: CB-NF-79-007-EN-C

BFR DKR DM FF LT HFL UKL
60 10,60 3,80 8,80 1700 4,10 1

To prop up demand in the shipbuilding industry, one of the hardest hit by the
crisis, the Commission advocates a scheme to promote the scrapping and
building of ocean-going ships, the main purpose of which is to limit the effects

of any worsening of the situation.

it was prompted to recommend the scheme by the conclusions in its first report

on the state of the shipbuilding industry in the Community.
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