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1. BACKGROUND

1.1.

1.2.

1.3.

The Fourth Council Directive of 4 April 1978 on aid to shipbuilding
(78/338/EEC) lays down the general objectives for the Community ship-
repairing industry in the second paragraph of the preamble : "a sound
and competitive ship-conversion and shiprepairing industry is of vital
interest to the Community and contributes to its economic and social

development, by providing a substantial market for a range of indus-

-tries, including those using advanced technology, and as an employer

in a number of Community regions; whereas this~is also true of ship=-
conversion and ship=repair".

However, shiprepairing is covered by only certain articles of the
Directive as at the time of preparation the Commission's picture of
the sector was not sufficiently clear to enable it to be dealt with
fully in the Directive. Hence, having defined both shiprepair and
ship=conversion for the purposes of the Directive, it merely provides
for the collection of information on investment in the sector (Article
4(2)), for rescue measures of individual undertakings (Artiele 5),

etc..., Without offering a solution involving crisis measures.

Consequently, a statement entered in the Council minutes dealing with
the Fourth Directive noted that "while recognising that this problem
(of the shiprepairing sector) is of some urgency in certain Member
Sfates, the Commission does not feel able at present to propose that

a Community-wide solution be included in the Article of the Directive
dealing with measures to combat the crisis". The statement also com-‘
mits the Commission ta '"examine the problems of shiprepairing with

the Member States without delay and to submit a report to the Council,
together with proposals based on that examination'. Furthermore, the

Commission stated that,<in view of subsidised third country competi-
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tion, it was prepared to give sympathetic consideratibn\to any aid
project proposed by a Member State for the reorganization of the

sector.

2. SUBSEQUENT STEPS

2.1. The Commission has analysed the shiprepairing sector after seeking
detailed information from Member States. The main conclusions of this
analysis, wh%ch is embodjed in the annexed report drawn up by the
Commission in consultation with Member States, are summarized in para-

graph 3 below.

2.2. Since the adopt1on of the Fourth Directive certa1n Member States have

-« put forward aid-schemes for shiprepairing.

2.2.1. Netherlands - On 18 January'1979 the Commission accepted an
aid-proposal whose objectives was the restructuring of ship~-
repairing in the port of Amsterdam, under which.employment
would be reduted by 35 % and 3 out of 5 floating docks would be
sold off. (Ref. SG(79)D/434).

2.2.2. France = On 14 August 1978 the Commission approved a FF 17 mil~
lion package of emergency rescue measures for the Terrin Group
at Marseilles. Furthermore, on 3 May 1979 the Commission autho-
rised measures involving aid of FF 38 million which (1) consti=-
tute salvage for the Terrin Group as well as for Flandres-
Industries and Ziegler at Dunkirk ; and (2) encourage -regrou-
pings to provide 2 repair yards per port. (Written procedure
E 418/79) (SEC(79)674) : Commission's letter ref. SG(79)D/5506).

3. ESSENTIAL POINTS OF THE COMMISSION'S ANALYSIS OF THE SECTOR

3.1. Situation of the industry

The industry is marked by the following major characteristics :

(i) poor dock-occupancy rates, together with a significant loss of
employment since 1975, a notable drop in turnover in real terms
and a transition from profit to lLoss which has been particularly

serious in some Member States. However, this has been somewhat
.,.
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alleviated by demand for facilities for smaller vessels arising

from local tfaffic, fishing, etc......

strong competition from certain low-wage third countries. This
problem is partiéutarty severe for medium to large ship firstly
because of competition from Spanish and Portuguese yards which
are well-placed to exploit the repair market for tankers in -
particular ; and secondly because of lLow freight rates and con-

sequéently low ship immobilization costs, which tend to make

-lower-priced third country yards more attractive to shipowners;

(ii1) the varied structures of the industry throughout the Community.

3,2. The causes of the industry's problems

The following were identified as the major causes of problems for the

Community's repair industry :

(i)

G

(ii4)

(iv)

cyclical dependence on maritime tranpsort, together with the
relatively low wage of the world fleet and recent technelogical

advances in ship design to require less maintenance ;

The high wage rates compared to those of the main competitors .

who generally do not adhere to the social standards of the Inter-

"national Labour Organization; the burden of social contributions fallin

on employers and the payment of contributions/wages for idle time; in
certain member states ooor oroductivity and the existence of Labour

relations problems.

in certain Member States, outmoded equipment and unsuitable location;

in certain Member States, inefficient structures with a multi-
plicity of very small firms ; in some others, adverse effects
of close integration with shipbuilding in depressed market con=-

ditions, although there 'cdn be short-term advantages.

it
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4. SOLUTIONS

4 1. In view of the marked diversity of the circumstances of the indus~-
try (1)1n the Community, measures to be taken would necessarily vary
from case to case. However, the major points of a sectoral strategy

" would include the following.

4,2. It would clearly be desirable to increase the competitiveness of the
industry by retaining those areas where Community yards are already
competitive, viz. facilities geafed to handle ships in the 20 -
80,000 DWT category, sophisticated repairs and major conversions ;
while not encouraging investment in lLarger yards whether by sectoral,

regional or other aid measures.

4.3. Aid where granted should generally contribute to an increase in pro-
duct1v1ty to counteract low-wage third country competition, modern1-

sation and reduction in empLoyment, Such « a strategy should have a soc1aL

dimension the essentiaL aim of which would be to allow the 1ndustry to

increase its compet1t1veness in the most favourable social cond1t1ons. o

5. CRITERIA FOR STATE AIDS -

5.1. Investment aid

Investment aid, whether under sectoral, regional or other measures,
would be permitted only if it did not entail any increase in capaci-
ty and genuinely contributed to increased competitiveness.

5.2. Salvage measures

These are already provided for by Article 5 of the Fourth Directive,
which requires that such aid should be intendea as a temporary mea-
sure, pending a definitive solution, in order to deal with acute
social problems.

(1) Member States have with one exception agreed that, since ship conver-
sion is largely undertaken in repair rather than newbuilding yards,
aids to the conversion of ships should fall to be considered under
policy towards repairing rather than newbuilding aids. The Federal
Republic of Germany considers that only smaller conversions should fall
under policy on shiprepairing, while larger conversions (as defined in
Article 1 of the Fourth Directive on aid to shipbuilding) should fall
under that Directive.
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5.3. Crisis aids

6.

5.3.1. In view both of the high level of intra~Community competition
in shiprepairing, and the excess capacity which currently
exists in the sector, production aids would not be considered
compatible with the common market in the present market cir-
cumstances.

5.3.2. Nonetheless, where Member States are confronted with particu-
larly difficult situations, the Commission would examine ad hqc
crisis measures proposed by Member States. In cases which the
Commission was able to authorise, it would specify certain condi-
tions including degreEsivity of aid and a tink to restructuring
obiectives, which in current circu;stances may clearly be taken.
to mean a reduction in capacity, including employment.

FURTHER ACTION

It was agreed that :

(1) regular multilateral discussion and examination of the shiprepairing
sector would continue, while aid schemes and proposals would be con-
sidered by the Commission on an ad hoc basis ;

(2) the annexed report be updated'annuaLLy in discussion with Member
States ; ’

(3) a report, of which this memorandum represents the draft, be trans-
mitted to the Council.

!

(1) The Commission acknowledges Member States' views that, in individual

shirepairing contracts, it may be necessary exceptionally to offer aid
in order to match competing third=country offers, subject to prior
agreement by the Commission. .
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THE SHIPREPAIRING SECTOR IN THE EEC

1. WORLD SITUATION

T.%.

1.2.

In response to the rapid increase in demand for oil and bulk seatransport
in the 1960's the tonnage of the world fleet more than doubled between
1965 and 1975, while the increase in the’'number of ships of over 5,000
deadweight tons was especially marked. This expansion in the world fleet,
and particularly in Large ships, was accompanied by a dramatic increase
in investment in shiprepair facilities: over the period 1966=1976 the
number of large drydocks (ie. docks capable of repairing vessels over -
50,000 bWT) more than doubled, while the total deadweight capacity of dry-
docks increased nearly 3.5 times. Within this development a very substan-
tial proportion occurred in non—-member countries such as Japan and the
Iberian Peninsula.

However, in recent years there has been a marked fall in demand for repair
facilities which has largely stemmed from the reduction in the average age
of the world fleet after the large new building programme, technological
advances which has reduced the need for repairing and also the post-1973
shipping recession. In consequence, the current position in the sector is
one of world imbalance of supply and demand, part1cuLarLy in facilities

for vessels of over 50,000 DWT.

It has been estimated that, if total world demand had been spread evenly
over world drydock capacity for ships over 50,000 DWT in 1976, there would
have been a total dock occupancy rate of only 39 %. Within this figure,
however, it is in capacity for ships over 300,000 DWT that dock~occupancy
rates were lowest (8 %). Similarly, estimates of occupancy rates of docks
of all sizes in Europe were approximately 70 Z in 1976, falling to only

S0 % to 60 % in 1978.

2. SITUATION OF SHIPREPAIRING IN THE EEC

2.1.

Since the mid=1970's there has been a marked decline in>shiprepairing in
the EEC as shown by the following aspects :

(i) employment. Direct employment in shiprepairing fell by 4,700 (7 %)
from approx. 67,400 to 62,700 between 1975 and 1977. However, within
this average, large declines are concealed, eg. 33 % in Belgium,

17 % in France. Indirect employment has also declined significantly.
However, in Holland, Denmark and Ireland, employment either remained
stable or actually grew over the period 1970-77. Furthermore, deve~
Llopments in the course of 1978 have continued the reduction in *
employment. At Marseille (France), + 2,000 jobs have already been
Lost, while a further + 500 jobs are at risk. In the Netherlands,
it is envisaged that + - 1,200 jobs will be Lost over the next few
years. In the UK Western Shipbuilders was closed down (+ 1,200 jobs).
A total of 1,700 jobs were Lost in the industry in 1978, whiLe over
1,000 were Lost with the closure of the Falmouth Yard in early
1979.

(ii)  turnover. Similarly cash turnover of 1,440 m. U.A. in 1975 fell to
1,306 m. U.A. in 1977. Moreover, turnover in real terms has fallen
sharpLy in most countries, eg. 48 % in Belgium, 20 % in France, 32 %
in Italy between 1975 and 1977, by 36 % in Holland between 1974 and
1977, by 12 % between 1974 and 1976 in the UK; in Germany and Denmark,

however, in the period 1975-1977 real turnover fell by only 10 %
and 8 % respectively.

(iii) profit/loss. With few exceptions, most Member States' industry seems
to have gone from profit to loss since 1975, eg. France, where profits
of 3 m. U.A. in 1975 became losses of 17.3 m. U.A. in 1977.
o/
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'_’2 2. Member States repHes to' the canmission s questiannaire peint to: the foLLowing m

0 \cau.aes of the current si.tua:bion in ‘l:he EEC 8 :f.prepa:Lrlng 1ndustry.e S

' (1) in' the world context desoribed in para.s Lole= 1.24 a.'bove, stronb :
Ll compet:.tion arises from low-wage +third-countries (eg. -Singapore, et
- Taiwan,” Hong-Kong, ‘South Korea, ‘Bahrein, Brasil, Portugal, Spain, - -

N Yugoslana, Greece, Malta and ceftain Mlddle-Ea,stern comtmes)

- . ylere with the recession in bulk shipping in.partiouladr it has offen =

S 7 been. necessary o’ compe'te for. smaller vessels than fac:.l:.t:.es were ,;l,;},-;;f T

S des:.gned ‘for = -the size of vessels wh:.ch EEG yards are. .1n genera.l

SR beet: equipped. o handle._f;,;f' S : :

Lo (11) lower fre:ght\ra,tes in the shlpp:.ng marke'b have 'bwo notable effec’l%s.
SRR F:.rstly, 'bhey make pnce the' ‘primary. consideration. in the ship- - "}77“
- - - .owner's choice of repaa.ro—yard. Seoondly, they have- reduced ‘ghip el
1mmobllisa%mn costs, ‘thus enabling: shlpowners, partlcularly 'bramps, T
%o seml vessels to more distant ports. in search of a favourable - R
repa.;r price than used 40 be the case: when qual:.ty and - -other non- .+ . ]
-price aspects were ofter of equal. importarice. Hence “many third- "~ -~ -
coun‘bry competitors who enjoy the 'bengrf:.t of low: wages have a:btra.c-’ :
" ted & substantial volume of business. from EEC yards where. wages - < - -
-are sigm.fma:ntly higher :m .an 1ndustry whn.oh, moreover, lS la.bour- ~f‘f
1ntens:we.,;; ce T R e : . , S

C - One: qua.llﬁca,tlon needs 'ho be ad.ded.. t‘hls phenomenon a,ffec'l:s~
T mos‘tly medlumato-—larger—sa,zed shlps, so-that yards ‘specialising in |
' ‘local traffic and in smaller vessels are leéss .concerned. However, - = -
EEC ya.rds situated on the Hedrberranean and dependent: on local traffic

2 . - appéar to be more exposed $o lew-Wa,ge 'bhlrd—counﬁry competn.tlon
- (Spain, Malta, Gredce) than those located on the North-—West European
seaboard w}nere wage——costs ‘are high throughout the. area.. LT e 1

(a.u.) pt:.rticular pro‘blems for ta:akers a.nd 1arge bulk-ca,rr:.ers. In thls

. field BEC yards are los:m,_, out to the Portuguese and Spanish yards
i 1:hich, through their location on: méin ballast-—legs, are-in-a. s*bronb
,positmn 1o attra.ct buslness m such vessels from EEC yards.

\
N

3‘.- PRO".‘BLIMS’G "mE E“”‘G SHIPREIPAIRU"G IIEUS’I'HY R T - SRR S
‘3 1. Problem«; rela.ted 'bo wcrkforre : ‘U CpE e RS e L
3.1 i. Smprepmrwg 1s 8 1abour-1n’cens:.ve :Lndugtry. Where labour-costs are'/ :
h:.gn, the mdustr,,r is likely.to. e at a considera,ble da.sa.dvanta.ge v:.s—-
o -bevis comneblnﬂ' 1ndustr1es with loy’ wagegy o
" Wages appear ‘to - be . h1¢,ne~t in Be‘iglum, German/, Denma.rk a.nd.
- the ﬂe‘bherlemﬂs, whlle the Ita,llan, UK snd Irish:industries had Lower
 vwages. The high-wage industries showed a high labour-cost content. in
'repalr contracts, although “the Italian industry had the nlmﬁst rcln’tlve ]
: v‘uour—oosf content 1e. inctuswe of social’ contr':but‘xons etc. at approx.
"«84 % oy S T*\e French mdustry also - had a high Labour=
© cost content at 56 A espec'natly ‘as wages did not seem-on information o
- provided to be very h':gh In’ the ‘UK, on the other hand, ‘Labour=cost. con= -
~ tent of cnntracts was relatively low (37 %). It should be added. that the
- part of Labcur-costs represented by ‘employers'. sociat contribution is
- -an important factor in costs in.certain Member .States. There is also a -
L wide divergente in average annaal working (ie. productive) hours, net - _
- - of holidays, idle time, etc. (Germany.-1,800.- 2,000 hours, UK 1,765, =~ =
Belg'mm 1,688, Denmark 1,650, Ireland 1 600, ItaLy 1 SSO, Netherl.ands
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3.1.2. Certain countries -~ Italy and the UK - suggested that poor productivity
was a mojor handican (and in the UK may e presumed to have offset low-
vaze adventages). The French also suggested that underemployment was a
major handicapping factor in their industry: betueen 1974 and 1977 work-
force declined by 19 /5, while working hours diminished by 32 “ou

3.1.3. In several Member States special schems are pro- -
- vided to compensate workers for idle time .
Yhile many ‘countries did not comment on any adverse effect such
sehenes nay have on competitiveness, some liember States — notably
¥rance, but also Italy and the UK - replied that such schemes had
serious (if unquantified) effects on competitiveness. Other Member States
sugcested that the problem of idle time was mitigated if not solved by
trunsfer of idle workers into other divisions of the firm (see 3.3.3.
below). ‘

3.2, Lruinment and location

3.2.1. AL countries but Italy/said that their industry had sufficient equip-
ment ~s required by current safety regulations (eg. for degassing). In
the Italian industry lack of degassing equipment of the required standard
vas concidered a serious handicawn.

3.2.2. As to the condition of equipment in general, while most countries, espe-
cially ¥rance, found equinment suited to efficient operations, Italy,
the UK and for one yard Ireland said that the eguipment is outmoded and
may be a handicap to efficient operation.

3.2.3. Location poses a wider problem. Whereas one of the sirengths of the
French industry is considered to be its favourablie location, many
German yards are limited as. to size of ship they can nandle by their
location on rivers or canals, and the Irish and UK industries were
unTavourably located at a distance from major sealanes, eg. Dublin,
Veucastle, Belfast. The Italian industry is also said to be hampered
by narrow channels unsuited to modern ships.

3.2.4. While repair docks are publicly owned in certain Member States, it is
only in France where any form of concessionary tarifs are applied for
their hire, and this in an ungquantifiable manner since they are re-
quired to cover only borrowing changes and rumming costs vhich may be
subject to general zid. Furthermore in France land on which repair
centres lie is pudblicly-owned while drydocks and quays for shiprepair
are in the main publicly financed.

3.3. Structure of repair-firms

3.3.1. Evidence provided by Member States' replies to the Commission's question-
naire and also available from other sources suggests that Community
capacity is overvhelmingly concentrated in the smnall to medium ranse
of repair-facilities. Thus only X 30 docks can take vessels larger
than 50,000 DUT. : ' ‘

Likcwise the bulk of firms concentrate on the below 50,000 OWT range
of vessels ’ : turnover arising from ships smaller than ihis

¥ | 2
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.1G1ven that. excess capacltv is. nost marked in the f30111t1es for larger,\
- vessels ~ althongh no "critical dimension” of dock can be reliably sta-
" ted below which trading condltlons are more favourable -~ it appears

1/;_: * that this structure has to some degree shielded the Community industry

:‘as a whole from the coneeque1ces “of overcapacth for large vessels.
3.3%2.'0f the approx. 600 repeir firms in the Communzty,~1nforma$1on provxded

“puggests that the bulk consists of small companies, e employing less L

- than’ 100‘personne1 “In"conme countrxes, eg. Italy, the. number of small
firms is-considered p"oblematlc. hovever, smael compunles turnover :
‘is in many cases sustained by relatively buo;qnt dewand from coastal’
traffic and flzhth ves acls (eatlnated at 5 - 10 %5 of demand).

3.3.3. In Denmark, Gernxnv and Ireland the mmgor ”epalr firms are often 1nte—

.. grated with shipbuilding conserns, whereas in France and 'the UK repair-.
yards are not normally integrated with other activities, eg.. Shlpbull-

" ding, marine and penexal enﬂxneerlnu ‘In the remaining Hember-States .
‘the degree of 1ntegration varies as does the field.of activity com-
blned wlth repaxrxng. any of thogse firms which are intevraied seem-

“to enjoy advantases, eg. in flexibility of manpower deployment, whiech
enhance their ability to ‘withstand periods of ‘recegssion in shlerepalrlng.
Houever, in some Iember States, eg. the Netherlands firms engaged -
only in repair. and h&vxnﬂ no building activities were in a stronger ~ =
po~1t‘on becauac thcy had been unaffected by the current building. '
‘ﬁrlslﬁ. - . . e

'-'4 . £0" 1, wc-m"s

‘4 1. Cloarly the major characterl flé of the Commﬁnlty éhlprépalrlng 1hdustry -

ig ite diversity: of fac111t1es, of structures and, partly as a conses’
guenee, of the problems, confrontlng it, as .well as diversity of national
~vieus o the nature and gravity of the ~current market difficulties.

'4 1 l. In some }Member States, demand is malntalned at a.satlsfactory 1eve1

by reason .of the-industry's concentration on smaller vessels and . local
;nd fishing traffic, while in others where facilities are geared to
larger sths, eopecially tankers, the effects of tho ourrent market-
eltuatlen have been more severe. (Thls aspect 1s more fully treated
in para 4.2. below.)

4.1.2. There is also structural d1vers1ty. Whlle in many Member States 1nte—
gration with eg. building concerns is regarded as having a positive S
effect, this is not ‘always the case throughout the Community. Likewise,
the standard of equlpment 1abour-product1v1ty and the effect of - 1oca—
“tion vary from country to country.

42, Levertheless, eertaln general market trends are clearly dlscernlble.

,4_?.1. There is a relatively strong and constant demand for’ repairs stemmlng

from coastal and-fishing- trafflc, ie. mostly in smaller vessels. Demand
-is’ 51mllarly strong in major ports, ‘with a captive market situation,

’  cg. Hamburg, Rotterdam, Antwerp,. with both smaller~ and medium—-sized
'ships being handled. However, with greater price competition and widespread
,tender1ng, the advantages .of a capt1ve market seem to be d1m1n1sh1ng.

4.2.2.\1nere ig a second type of demand, largel; ir medium-sized’ vessels.
\hile world-imbalance of supply and demand ‘may -be less in this sector
- ‘than for large vessels, Community yards, with high wage-rates in a
" labour-intensiveé industry, face increasingly stiff competition from -
low-wage th;rd—countrles in both Mediterranean area. and the Far East.

i = - R e . ;\-
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This is exacerbated by the current"shipping‘climate vhich hasg made the
price of repairs the predominant factor in shipowner's choice of yard.

It ig in this area, howvever, that intra-Community comnetition is also
greatest and that, consequently, aids granted by liember States are liable
to cause greatest distortion.

In the market for larger ships, particularly tankers and bulkers, world
overcapacity is greatest and the price-advantage offered by third. country
yords is most marled. Consaequently, third couwntry repair-yards, parti-
sularly in the Far Eagt, but also in Portugal and Spain largely on
ancount of their favourable geographical position, lou wage costs and
modern yards, provide very stiff comnelition. However, it is in this
field that Commuiity capacity is Yeast and this has partly shielded the
Community industry as a whole from the worst consecuences of overcapa—

city.


collsvs
Text Box




