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+ " EASD WEST PROBLEMS TN SHIPPING -~ =

Speédh to be delivered at Bremen, 11 March 1978;ﬁ e
~ by Richard BURKE, Member of the Commission of the Eurofean
" Communities ’ ‘ ' B
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I should like to make a few remarks about how we in the-
Commission of the Buropean Communities see the problem of
competition in cargo liner shipping from certain state--irading

- countries, in particular the Soviet Union.

~ The.Soviet Union's merchant shipping fleet has been exrzndimg—
'  rapidly since the early 1970s. The Soviets now have the sizff

- larzest merchant fileet in the world. The emphasis lies clear\y
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| - on general cargo. ahipa, where the Suviet Union has been
'number ane since 1974, Half ita fleet consists of general

cargo ships.‘The Soviet Union itself generates dnly about

‘, 1.6 % of 1nterna.tlona1 sea,'borne trada in genera.l cargo, but it
"has & carrying capacity nf five and a half times as much.

‘ li.Thua Russian competitinn has made itself mnst felt in the

to 1975,
- from & million to nver B million tons.

liner trades. In a period nf only five years, fram 1970
the USSR doubled its deep sea liner carlyings
In comparison,

‘;f.uurld seaborne trade grew by only abnut one third during

" that perind.,,g', &

*

!7The Soviet. fleet expansiun wave shoua no signa of

abating yet. According to Russian sourcea it is planned

~ to add, during the current: five year plan ‘which will be
'blcompleted in 1980,Vune milliunedeadmeight tons perynart0~'
the merchant fleet.
;Bpeciali sed rnll-nn roll-uff Lash- and container vessels.

Most of this tonna.ge will be h:.ghl"

f, These ships are clearly designed to capture a .’

significant share of the lucrative western transpn t

‘markets, since the nature of Russian expnrta and imports
'does not require auch sophieticated transpnrt technnlngy.
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a-larger ‘slice of the cake. The statistics show

. companies with the scraps. - R L

R 'vi'
¥

‘;The rapid grnwth nf the Russian fleet and of its carryings
;means that snmebody has to give uay to allow the Ru551ans

f

Vclearly that US, EEC and Japanese shipping companies L
- have suffered most from Russian competition. In the bila- -

teral liner trades between western and state-trading

r} cauntries, Russia and its COMECON partners have ‘managed
..ta establish virtual mnnopolies. There they control up
i_tto 95 % of the market In the crass-trades with third
countries their competitian methods are hitting the
‘estabiished‘liner'cnnferences hard.’ For instance, it &s
4:estimated that in the North Atlantic trades ﬁ)l°or-

Ghlpu, operating outside the liner conferences, already

.vcarryle % eastbound and. 2236umstbeund of the traffic

volume carried by the conferences. It is also estimated

~.that COMECON liners have captured: about 35 % of the

comparable conference cargu transpurted betueen Ner.nern
Europe and the Mediterranean, 25 % between Northern rurupe
and the West Coast of South America, over 20 % betwzen

'Gulf of Mexico ports andrthe'Mediterranean, about

LI

20° % in the uurone ~East. Africa traffic and 12 ¢ between Japan nid the

T West Coast of the United tates. Add to this thau the Tz siﬁ:riaa
: ;,Ralluay 31phons off about 15 ¢ p of the East As ia “urOpe traif_-. ‘What

akes the sltuatron even ‘worse 1s uh&t Sovze vessels ere oft\~ able

. “to skim off ‘the cream of hlgh—rated trafrlc and leave western ;
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Df comrse, port tra.fflo f:u'ures also reflect this trend Bremen ang ‘;_f-i;f"

-

Cl
Hamburr* are pmmlnent bases for Sov:.et and other Comecon ship. operatcrs! hone j

. it
.and cross—trades. German North ‘Sea ports, for 1nste.noe, rerlstered an me*‘esse
t

1

i

- of traffic by COmecon liner Operators of 74 % in the period 19”’0 - 1974,

| In terms(of total tonna.ge COmecOn Operators offered in 1976 about 3. l milYion ‘
, " net reg:.ster tons in Bremen and’ 5 8 m11110n net re'rlster tons in Hanbur,_,. S .
:' J And 1‘t mey be that this.is only the tip of the :Lceoerg, tbe penetrationcof '

. ,' }[" ) our trades by Qomecon Opera.tors eould eve‘o qu:.cLen in pace in the years to_ cor-zeu

. s

R

o Faoe& with this s:.tuation we are tempted to ask: Flrst ). what
» motivatdd ithe Soviet Union to step up 1ts activxtles in merchant shlpping
80 significantl:{" Second, what makes it 80 successful" And finally, :
:'why should we be concerned a'bout it” I don't. thlnk that the first Co “
. questmn ‘can smply be a.nswered thh a statement like they want to make money;

" Just like- everybody else. Certainly, they also want to make noney but

e haSaa e T R
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.. this ob:ject:we needs to be seen agamst the background of the ovcra]l ecoromc{_,'
and other. pol1c,y o‘o;eotzves of the staie. ‘This is what makes a Soviet shipping ' ;
company 50 dlfferent from a western one: 11ke ‘all other econonmic act1v1t1es,

“the merchant marine 1s an mstrument of ‘the state for achievmg 1t° political

3

i

and, overall economic obgectlves, whereas a western comoany in fulfillirng %1
T its tra.nsport functions wants, in compet:.tlon w1th others, to work a E
{

proflta’bly as poss:tble in a prJ.vat,e enterprlse system.' Undoubtcdly, the
USSR mercha.nt marme fulfils the réle of a reserve fleet for mlh*carv
transport purpovses. Thls became clear durmg the Cuba crlszs, during t‘me .
Vietnam war and again durmg the Angola war. -Many of the ‘merchant’ chips 'j {
are eqmupped with e}ectromc and other sophistvicateii' gear, far in excess.
of normal commercial requiremehts. Navalvof"ficers and crew are known to '
‘serve dlso in the merchant marine. and crews are largely 1nterchanﬁeab1e. ' !
I wxll not say more. now about the stra.teglcaspect of this questlon, since
~it ismot . a matter for the Ii.uropean Commssion. But it clearly meeds

“ 4o be taken into account in anyr_overalls assessment of the situation. Ty

Anothezr reason for the Sov:.et merchant marine bu:.ld—up was »he
reallsatlon in the snttles that the USSR depended too much on non—CC'ZECON ! “d
- shipping services for its exports and 1mports. ‘I'hxs was coupled with an
awareness that a greater economic hnk-up ‘was needed w1th western. :
industrialised countrles in order to aclueve the ambltlous economlc objectives’
‘laid down in the 1ong-term development plans. So the Soviet merchani marine ¢

had and st111 ¥ias to fulfil the double economic function <f import -

T ,su'bstltutlon - aimmg at ‘the tran port in RuSsian or COMECN shlps of 2 major :
‘ share of the:national foreign trade - and of export leeI‘Slflcdtlon thro.rﬂ

 -the export ofﬁvsnippmg services. . In Eastern Europe the,,v call Lt t‘*e

P g e s 4

fﬁommrwexcbmgaef\obgectwe of their merchsn.t msr:me, and it is :ewed»astt};¢;ﬁ__"'f
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-primary.economic motive'of thevcurrent phase of_fleet'expanslcn.

)
Rl

A _ After all, Soviet forelgn trade must expand in order tc ocj _
'._'for the rapidly growing 1mports of Uestern technology. As you knca, a
" large. proportlcn of Soviet exports conslsts of raw materlals, the ﬁroductlor

i g
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" . of which is not easily increased and whlch are partlcularlJ seneltlve ; i
"+ .to the ups and downs of the business cycle in Western countrles. rnerefore,

' the obvious answer is an increase of finished products and serv1ccs in

' order to increase earnlngs of- hard currencies. While in the flPl"1ed
products sector the Russians have not been partlcnlarlJ successful due r?‘
B to problems about meeting western demand and prcduct qual1t3 s dnd=rds, ’
| they have been 51ngu1ar1y successful in the prov151on of shippirg
serv1ces. It is dlfflcult to quantify the foreign exchange income of the
‘,‘ Soviet. fleet, slnce no off1c1a1 USSR statlstlcs are avallable on this
: ‘subject; but ‘western sh1pp1ng 01rcles estimate’ Sov1et forc*gn~cxc&ange
income from sh1pp1ng at about. 600 m1ll1on dollars in 1976 This is a

s1~n1flcant conbrlbutlon to thelr balance of paynents.

B What; then, makes fhe Soviets»so successful in merchant ehipping?

Well, for one thing the Sovietevknow "how %o explcit Western econonic

- frecdoms for their own ehds while denying reciprocal rights to our
 Western companies., Moreover, Western Shlpplng consists of hundreds of =~
.1nd1v1dua1 independant companies, all. competlng with each o»her ard - Ok
facing on,the other' side one huge state-supported orgamsa‘tlon.v 'l.;u.,, :
while a western company must be profitable in order to meet its | %%
. current and replacemcnt costs, a Ru351an shlpplng company -doesn't >T
'.‘have such worrleg. A large share of the costs which a western conpany : ': ¢
: must absorb 1tse1f, are covered by the tate. And thanks to tne sboence . B
K of herd—bdrga;nlnﬁ 1abour unions, Russian seemen are reported to enrm ' %{

only zbout 120 dollars a month, whlle a weotern seaman makes five times ¥
that m‘uch. | |

In fhese circumstances it would be naive to expect that somehow our open

western economic system.woutd let the more efficient companies survive. On

the contrary, the winner in this economic game is liable to be already determined
before the match has started. The tactics used to ensure dominance of their
national trades by state~trading countries and the desired penetrat1on of

western cross-trades are simple but in their own term highly effect1ve.

In their national trades there is close coordination between the state export/
import monopolies and the state shipping companies. Priority is given to

shipping Russian foreign trade in Russian ships. Second in line



are the COMECON partners and last the other comoanies.
. based on: 50 3 50 cargo sharxng provis1ons.

) transaction.

.‘ " . /

T“partICIpate in its trafflc._

' heav11y undercuttlng conference rates and also the rates of other :estern
'"‘outs1ders, 1n order 40 gain a share of the market.
_,be general or selectlve dependlng on the “trade 1nvolved.
" cases Russian quotatlons are up 1o "50% below comparable wesiern frei ght
.:.frates, on the average they are about 15 to 207 telow.
\‘that they also like to sklm off the h1gh-pay1ng cargos and leave the rest

f follow closely by malntalnlng a certain percentage dlfferentlal..
"Sov1et shlpplng companies can easily match all possible commercial -
" defence measures of the llner conferences simply by quoting even lowver

. tarlffs, it-is ev1dent that western shlpplnv companies can hardly fight

.trades. v

'is drceming of banning Comecon country flars from our ports, but I thin:

.. trades with western countrles.

‘which gives them complete dominance over the transport part of tre

. of course, these methods would not work.‘

“be easy to galn, as a newcomer, rights to become a- conference nen“er and to

N to ‘the conferences.

" conference eyotem but they are also slowly crodlng the economic hcalth of our

" would have‘been,carried by western shipping companies, Of ocurse,

"it is high time thatl we etdrted»aoking_ourcelvec where the linitn to

", their participation in our'yitalloeaborne tradc_chou)d.be draun,

&

A11 this is
coordlnated by a central freighting bureau with headcuarters in Moscow. .
With developlng countrxes the Russians like to conclude b11atera1 agreements
A subtler method 1s used in .
there the Russians buy FOB and sell CIF,

In the economlcally more 1mportant and profitable cross-trades,

Additionally, entry into those

=y liner
onfévences

This is .no problem in the relatively looselybknxt/bccratlnv

. .markets 1s more difficult because a8 good deal of them are serve
conferedces.
" to and from the Unlted States, but in other parts of the world it may noi

R T

The Russian solutlon to the problem is a clas51c .
capltallst one. They first operate outside the conference systen, '
The undercuttlng can . -

In‘particulur
‘I mentioned already

Once a flrm pos1t10n is establlshed in a Delelc tra de,
conferences are accepted as a prlce—leader whlch Ru331an‘sh1pp1nr companles kb

Since

back at commerclal level. In some ‘trades, such as the “urope-ant African:

or EuropeéNorth American trades, the Russ1ans are not only a threat to the
shlpplng companles. The sltuation is bound to become uorse once all the-

speclallsed tonnage now belng bu11t is seeklng employment in the 1nternatlona1

‘ Po:t adminiotrations need to reflect aleo about thelr ney
Soviet and other Comecon cllents, since as a rule these do not gane«av
additional traffic for the ports but s1mp1y carrJ traffic that otherwise

nobody

"
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Prom the point of view of the western shipper ~ as opposed
to shipowmer - it could, of course, be argued -that competition helps

keep freight rates down and provides the shipper with a genulne alter

~native means of transport. The phenomenal succesg of the Rusglans shows

that many shlppers must take that attltude, at leaSu in the short term.
But- shlnnerﬂ are clearly as concerned as shlpownero about the lon~ term

implications of Russian cOmpetltlon. This was denonstraued durvn" a

'301nt conference of EurOpean shlpners' coun01ls and Shlpowner” held

in Sw1tzer1and last year, when a 301nt declaratlon was ispued warnlng

that comtinued Comecon penetration of western trades couldfresult in the

long run in destruction of the conference system, serious deterioration

in the quality of shipping seryiges,,and restrictionlof freedom of choice

amqng'altérnativé shipping servicés.

Thls is alreadJ part of the answer to-. the thlrd question I |
posed at the beglnnlng why should we be concerned about this build

up of Russian shloplng conoetltlon ? There are other reasons too.

_ Obvxous1y the huge Sov1et merchant fleet can become a securlty risk

'for the Hest in tlmes of 1nstab111ty anywhere in the world. Para-

doxlcally, this fleet is nourlshed by our ovn 1nternatlonal truae.A

' ~Horeover, ah ever-growing Russian fleet vhich is completely removecd

from our 1n11uence thregtens the economic health of our shipping

' vcompanles and can nake 1nternat10nal seuborne trade more”and more

'denendent on non—western shlpplng services. ThlS would dbring us ln o

. econcnmic pressures. .

undesirable economic dependency and would male us very vulnerable %o

i
s

In spite of these dangers the countrlea of the EurOpegn

Economic Comnunlty have stlll 1o -define and asTes on a coordinated

. and coherent set of objectives agalnst whlch to judge where action

may be- necessary in the face of Soviet and other Conecon country

participation in our 1nternat10nal trade. There has been a tendency

:to think that these countrles'would somehow behave accord;ng {0 our’

rules of the game 1f only we held on to them tenzcious ly. But- I

think i% wlll Ye necessary for us to establlsh vis-a-vis the stnto- ’ !

. trading countries a new set of rules of the game taking into account

their economic system:and not ismoring it.

’
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First etepe have already been taken, Some of the Membe*
States.of the Communlty most hit by Soviet competition have.tried to

A'-"negotlate satisfactory: arrangements bllaterally. Thls approach is

.restrlcbions in Speclflc trades, should the Culde11nes not be

'-observed. ' o o 'fh."

ﬂ:dstill being pursued, but experience so far has been disappointing.
. This ie“not very eurpriciﬁg,‘because the Russiansvsusoect that a
};- single country would have dlfflculty in 1mp1enentlnﬁ unllateral

" defensive measures for fear of loszng trade and treffic to 1ts

‘nelghbours. This is no doubt the basic reason why the counter-

measures powers which exiet in almost every Hémber'Stefe of the .

~ Community have never yet been applled to them. Of course, the

: Ru581an are aware of th1s weakness of Europcan countrles.

Ministers from Community countries have returned from v181ts

- to Hoscow w1th the clear 1mpre551on that the~Rusolans believe the

_ Hest.lccks the resolye to-apply sanctions inits own defence,

1 PR ’:
.-

Faced w1th thls 81tuat10n, the Councll of Mlnlsters

 .0£ the Communlty has decided that a serious examln tlon must now be
" . made of the scope- for taklpg action not only at natlonal but also
" at European Community levelf'ehd'in'associatdon, ihere possible,.
_with ofher'llle—mlnded countries..In response to a request by the -
-Council of Mlnloters the Commission's services prepared last eutumn
._a working paper on Bhrpplng competition by East European state-t;adlng
' countrles, vhich analyzed the. gituation and 1ts 1mp11catlons and

: rev1eued alternatives for common action at Conmunlty level, ranging

from the estnbllshment of muidelines appllcable to Commun1ty= tate.
tradlnr country Shlppin" relatlonshlps to the coordlnption of Fenber

.States' counter—measure powers and the application of quota

The Councll of Mlnlsters has already reacted favourably

Vto the Commlsnlon s serv1ces' report and asked 1t to preseot to +he

I-Councll concrete prOposals for action by spring 1978, At prn sent we

are worxlng on these 1n close concertation with our Hember States.
The subject is very complex 81nce.not only transport aspects plmj a

rBle but also a careful evaluation of the overall trade and foreicm

policy aspects is required before a decision on the scope and nature
. L

-of defensive action can be made, I want to emphasize that neither

i
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the Cormission nor the Member States want to provoke a confronation

with the Soviet Union or its fellow Comecon membérs; nor do we went
to - exclude. them from our trades. A1l we want is to put our defences
in: order and to coordlnate them while stlll expecting that netoa1a-

tions u111 ultznately lead to a solutlon of our problems. But we

want to nerotlate from a p081t10n of strength, and in- esta’bl:.shmb

this posltlon it seems to me that the Communlty has an 1mportant

~ AR : ’
part to plaj.
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