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~ subject : Proposed 5th pirective on aid to shipbuilding.

1s Backgrdund

1.1. The 4th Council Directive on aid'to7shipbuiiding will expire at the
'end/of 1980. This Directive aimed both to define the aids which could
be considéred compatible with the Common market under'ArtiéLe‘92(35 EEC
and to exercise a discipline in the grént of such aids and preyent dis-,‘
tortmn' of °?¥p% 1sto1%%u%%tu%:tomegncgm'magteh t“ké Community indusfry to '
undertake the necessary structural changes to enable it to survive
in the current and foreseeable future market conditions. Over
recent years cons1derabte restructur1ng has in fact ‘taken place in
the Community merchant shwpbu1td1ng industry. There have been
reductions in emp Loyment: and output : between 1975 and the end of
1979 employmenfﬂfétl by 35 % and output by over 40 %. -The pace of
restructuring has var1ed in different Member States, and although o

some are well advanced in their restructur1ﬁg programmes, others have
still a significant way to go(in some cases progress is h1ndered by

political. diff1cutt1es>

1.2. The situatioﬁ an'thé world market remains one nf i izis, with demand

stitl depressed, ;1ces Low and continuing severe .;mchiFiOﬁ for

the orders that are ava\LabLe. The slight improve enc in orders that
was observable in 1979 was prebably due to temporary iztors and

- cannot be régardéd'as the beginning of a permanent uﬁkhvn'in-the
market. Forecasts of future demaﬁd differ, but %t s ens r*asonébte

to suppose that the voiume of new orders won by CO@”V;lty shwpyards
over the next few years will remain fairly comparabls: 14 that achieved
in the recentvpést; There are thus no grounds for hepe t-at an
‘upsurge in orders will b 1nq 3 speedy end to the «ris i -the 1ndustry.
Further, pr1ces cannet be %pe'ted to show any markeo - mhsovement

for some t%me to come, swncr severe price vompet1xwo”a espocwaﬁty

.‘1

from the far East tikety to coﬁf1nue and, in addxt%an, the antz-

cipated trg ¢ in;uitt keep freaght rates lou.
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1 3. It is: thus ctear that the process of adaptat1on undertaken by Member iy

‘;,States, and given a framework by. the 4th D1rect1ve, will need to be

-~ pursued and that the shipbuilding industry in the Community will con=
tinue to need aid for a further period, though not necessarmly at a
uniform rate for the whole of the period. ‘ . ‘

In these circumstances, the 1nternal discipline 1n

, “reSpect of aids must also be continued, to ensure: that Member States
* share the burden of the crisis equitably and do not contribute to. the
,,protongat1on of the crisis by allowing excessive capacity “to exist or
~ . prices to be kept art1fic1ally depressed by unreasonabte Levels of o
B subs1dy. = _ : o ,

i:fﬁQ#;:The experts of the Member States are agreed that there is need for
T, new Directive to come into force on expwry of the present one.
fﬁthey agree.. ‘also that the recommendations of the Counc1t Resolut1on'
- of 19.9.1978 3% the reorgan1sat1on of the shipbuilding 1ndustry rema1nj ‘
f valid. The © 5th directive now submitted has been etaborated with
‘;”fthe beneftt of detatled discusswons with the experts on the~course of
g'mutt1-taterat meet1ngs “and 1t broadly follows the L1nes of the 4th
’bowrectzve. In some respects, however, it goes further than the
4th D1rect1ve and brings within the discipline forms of aid not "‘",
prevwousty covered. it is proposed to have a durat1on of 2 years. o

2. General Approach of the D1rect1ve

2 1 As in the 4th D1rect1ve, groduct1on a1d, which 1s the type of awd
‘hav1ng the most dtrect and distorting effect on compet1t1on and’ thegf?v .
1 market, 1s regarded as acceptabte onty as a means of deat1ng with ’
) ‘the crisis facing the 1ndustry. Its purpose is to enable Communtty‘
o yards to offer prices. comparabte to those of compet1taon in third : ‘
:;countries and it should not- result in the d1splac1ng of érders fromie‘ o
other Commun1ty yards, It is a condition of the grant of such B
da1d that it should be L1nked thh ‘a restructur1ng programme and 1t o
should not effect trade to an extent contrary to the common interest.‘

The principle of progres51ve reductton of the aid is also reta1ned. i

o ¢ 229 of N7 W,1978,

B¢
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2.2

2.3.

Under the 4th Directive, Member States were required to submit reports

on the grant of aid to shipowners. The purpose of this requirement

was to enable the Eommission to consider whether shipowners aid was
having any appreciable effect on the placing of shipbuilding orders,
The information received has shown that aid to shipowners tends at
Least in present circumstances to result almost exclusively in orders
for home yards and therefore to have a effect similar to that of aids
to shipbuilding. Since it is not equitable tha these aids should
escape the discipline applied to other aids which have similar effects,
the new Directive enables the Commission to examine the position and
take action if aids to shipowners are endangering the common discipline
or are obstructing the objectives of the Directive, notably as regards

restructuring.

The Directive also contains provisions for the control of aid given

in the form of compensation for lLosses incurred by ship-

building undertak%ngsw Aid provided by this means lacks transparency,
and gives rise toiconcern among other Member States ithot, in effect,
it may be a meansfof providing excessive production aid (for example,
if a production aid at the maximum rate of 25 % is granted for a
particular contract and subsequently an additional loss of 10 % is
incurred, then, effectively, a production aid of 35 % has been given).
The Commission is also concerned that this practice a2y weaken the
yards' incentive to reduce losses by restructuring s becoming more

competitive,
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2.4,

2.5.

-4-

The new Directive therefore maintains the pressure towards
re-organisation and increased efficiency in the Community industry,
with a view makingiit'abte to exist ultimately without state aid.

It retains the two aspects which also characterized the 4th Directive,
as an instrument of control and an instrument for stimulation of

necessary industrial change.

'

The Commission recognises that in some Member States extensive
restructuring has taken place and that scope for further reductions
in capacity is limited. It is necessary however to retain the
restructuring criterion for the granting of aids and these Member
States will therefore continue to have to show that aid proposed’

is Linked with restructuring plans.

In these circumstances it will be appropriate to interpret the notion
of restructuring more flexibly under the 5th Directive and to place
the emphasis on modernisation and rationalisation rather than on

]

pure reduction of;capacity as in the past.
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4. Flaments of the Directive

=

Sela

3.2.

Lredit Facilities (Article 2

The/ Directive provides for Member States to grant credit faci-
lities for the sale or conversion of ships provided they respsct the
terms of the OECD Understanding. Some differences in definition which
existed between the OECD Understanding and the 4th Directive in this

respect have been eliminated in the new draft.

Investment Aid (Article 3)

This Article, identical with Article 4 of the 4th Directive, provides
that the Commission be notified in advance of any investment aid
which would result in an increase in the production capacity of a
Member State. In addition, reports showing all investments in excess
of S million EUA are to be submitted at 6-month intervals. Although

very Little investment falling within this Article has taken place

~during the currency of the 4th Directive, it is necessary to retain

5.3,

the Article as a safeguard and a source of information for the

Commission.

Aids to rescue an undertaking (Article 4)

Under this Article, aid given to rescue a shipbuilding, ship=-repair
or ship conversion undertaking pending a longer term solution of

the undertaking's problems may be considered compatible with the
common market. The new draft is more explicit than its predecessor
in the 4th Directive in prohibiting cumulation of rescue aid and
production aid in the same form. It specifies that rescue aid shall
not take the form of grants for production provided for in Article be
This is intended to deal with a problem which has arisen under the
4th Directive when Member States, proposing to grant a production

aid in excess of the normal maximum have argued that the additional
amount has the character of a rescue aid and therefore should be
authorized under this Article. To accept this would make the concept

of a production aid Limit practically valueless; hence the revised

draft.

/.
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3.4,
(Article 5)

3.5.

Aid to deal with the social and regional effects of restructuring

This is a new Article. It is prompted by the fact that shipyards are
often located in older industrial areas already experiencing severe
regional and social problems, which threaten to be seriously aggra-
vated by lLosses in shipbuilding employment. The Article provides
for Member States and the Commission to cooperate in this respect:
the underlying thought is that some Regional Aid Fund monies may be

specifically allocated to this problem. This is a very positive

“element of the Directive and is important as an indicator of the

Community's concern for the human problems created by the shipbuilding

crisis.

Crisis Aid (Article 6)

This Article continues the general approach of its counterpart in the
4th Directive. It provides that production aid may be considered
compatible with the Common market if it is linked to restructuring,
is degressive and does not affect trading conditions to an extent

contrary to the common interest.

In interpreting the concept of degressivity, the Cbmmission will take
special account of the development of the competition situation at
world level and. of possible worsening of the regional problems in

certain parts of the Community.

The new element in this article is that, in assessing a Member
State's proposals for such aids, the Commission will take into
account other types of aid which benefit shipbuitding in that State.
This approach is intended to ensure that accumulation of aids of

different types does not build up to unacceptable totals.

./.
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3.6.

3.7.

3.8.

3.9.

Cost Escalation Insurance (Article 7)

Under this Article aid in the form of insurance against inflationary
cost increases may be considered compatible, provided it satisfies
the criteria for aids ‘under Article 6.

Aid to Shipowners (Article 8)

As mentioned above (para 2.2), aid to shipowners has been seen, under
the 4th Directive, to operate to some extent as an instrument of

support for the shipbuilding industry of certain Member States.

This Article therefore proposes to subject these aids to the general
discipline, by decltaring that they shall not endanger the objectives
of the Directive (notably as to restructuring) and shall not discri-
minate against shipyards in other Member States. If the Commission
concludes that these effects are occurring,it may intervene and
examine the whole aid system of the Member State for the building,

sale and acquisition of ships.

Other financial measures (Article 9

This is a new article, intended to deal with the problem outlined

in paragraph 2.3 above. Because of the difficulty in identifying
the pfecise effects of .certain financial measures (in particular
loss compensation, capital reorganisation, non-repayable grants)

on individual orders or on progress with restructuring, the Article
adopts a broad formulation which leavesthe Commission scbpe for
exercise of discretion. It goes without saying that such aid should

not obstruct the discipline of Article 6 (see para 3.5 above) or the
general objectives of the Directive, notably as regards the necessary

" restructuring of the sector.

Non~Discrimination in marine equipment (Article 10)

This Article provides that marine equipment should not be subject

to restrictiyé;prgctices as between Member States. .

L R
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. COUNCIL DIRECTIVE
on aid to shipbuilding

The Council of the European Communities,

having regard to the Treaty establishing the European Economic Community
and in part1cutar Articles 92(3)(d) and 113 thereof,

having regard to the proposal from the Commission,
having regard to the opinion of the European Parliament, .

having regard to the opinion of the Economic and Social Committee;

" 1. Whereas the situation of the shipbuilding industry has continued to be
unfavourable during the period of operation of Directive 78/338/EEC on
aid to shipbuilding; whereas this s1tuat1on has in particular taken the

prodyction

. form ‘of an imbalance between the?capacwty of the 1ndustry and demand,

leading to Low price levels;

2. Whereas’shipriLding undertakihgs in the Community have therefore been
obtfged\to draw frequently on their financial reserves to take orders,
thus reducing their chance of implementing the structural adaptations
needed to face fhe prevailing market conditions in the_tonger term;

3. Whereas the Resolution of the Council of Ministers of 19 September 1978
the reorganisation of the shipbuilding industry in the Commun1ty stressed
the need to maintain within the Community a healthy and cdmpetitiye ship=
building industry whose'scate of activity should be consistent with the
size of the Community's sea-borne trade and respect its economic, social
and strategic importance; o

4, Whereas a competitive shibbuildingAindustry is of‘vitaLAinterest to the
Comﬁhnity and contributes to its economic and social development by
providing a substantial market for a range of industries, including those
using advanced technology; whereas it contributes also to the maintenance
of employment in a number of regions, including some which are already

~suffering a high rate of unemployment ;whereas this is also true of
ship-convefsion ard shiprepair;

e

ooncer ing

RY
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5.

8’

Whereszs, if the situation in the industry were normal, the continuation
of operating aid could not be justified, since, its effect being mainly
that of conservatianfiit is not Likely to bring about any lasting impro=

vement in the Community shipbuilding industry's competitiveness ;

Whereas, however, the continuation of the crisis for a further period has
serious consequences for the shipbuilding industry which make the imme-
diate abolition of such aid impossible ; whereas it is necessary to allow
adaptation of the structures of the industry to the prevailing market

conditions to take place gradually ;

Whereas, to this end, operating aid should be temporary and diminishihg,
so as to encourage the undertakings to make the necessary effort to be-
come competitive, at Least in time ; whereas such aid should be subject
to continuous control in order to avoid distertions of competition within
the Community ; whereas the granting of such aid should be Linked to the
achievement of restructuring objectives ; whereas in this context the
restructuring effort is not confined to reduction of production, employ~
ment and production capacity, but includes all other measures enabling
the shipbuilding indqstry to become competitive ; whereas in assessing
the reduction of production capacity it is appropriate to take account

of the effort already made ;

Whereas, in order to deal with the present difficulties facing the in-
dustry, and in paéticutar the distortions of competition which are oc-
curing, the member countries of the 0ECD are continuing their efforts to
remedy the serious structural disequilibrium existing in this industry
by reducing world shipbuilding production capacity ; whereas
this reduction in capacity should be achieved in the least damaging and
most equitable way pdssibte ; whereas these . countries have
adapted certain conditions of the OECD Council Resolution on
credit facitities,iin order tc bring it more into line with the ocurrent

trend of the market;

Whereas Council Directive 78/338/EEC of 4 April 1978 on aid to ship-
building has, during its period of operation, helped to reduce distortion
ofycompetifion between Member States ; whereas this Directive has also
enabled the Community to adopt a common position in discussions with

other shipbuilding countries ; v
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10. Whereas production structures should be progressively adjusted to the
new market conditions in such a way that undertakings in the industry
may become capable of following general economic developments and of
meeting competition om the world market without the support of interw
vention by public authorities; whereas this progressive ad justment of
production siructures should be accompanied by measures to facilitate

ad justments in employment and on a social levelj;

11, Whereas, furthermore, effective action to eliminate distorsions of
competition requires a solution covering all aid directly or indirectly
affecting competition and trading conditions on the shipbﬁilding, ship=

'conversion and ship=-repair market;

%

12. Whereas it is necessary to define ald intended as a temporary sclution
 for the rescue of a shipbuilding, ship-conversion or ship-repair under-
taking in order to deal with acute social problemsj

13, Whereas, in view of the continuing orisis in the shipbuilding industry,
it is appropriate to provide for aid 10 facilitate the conversion or
closure of shipyar@s under the mosé equitable social conditionsj
whereas this aid may provide for the retraining of the workforce or
facilitate early retirement;

14. Whereas aid éranted to national shipowners for the acquisitioh of new
ships should not lead to distortions of competition between national
shipyards and those of other Member States; ‘
¥

- 15, Whereas any aid included in direct or indirect financing measures taken
by Member States, in respect of private or publicly-owned shipyards,
should also meet the requirements laid down under this Directive;

Had Qdopted this Directive 3

o/o

7
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for the purposes of Articles 3 to 11 of this Directive, the following

definitions shall apply :

(a) Shipbuilding means the construction in the Community of the following

metal-hulled sea=going vessels;
- merchant ships for the carriage of passengers and/or cargo, «f not

less than 150 grt;
~ fishing vessels of not lLess than 150 grt;

- dredgers or ships for other work at sea, of not less than 150 grt,

excluding drilling platforms;
-~ tugs of not Less than 365 KW; , -

(b) .Ship-conversion means the. conversion of metal-hul led sea-going vessels
of not less than 1,000 grt, on condition that conversion operations
entail radical alterations to the cargo plan, the hull or the propulsion

system;

.(¢) Ship-repair means the repair of the vessels referred to under (a) above;

Peep e L ey

(d) Sale means all sales of vessels referred to under (a)‘above;

pipesphipraye

: , meaning .
(e) Aid means State aid within the 7of Articles92 and 93 of the Treaty,
including both | aid granted by the State itself

and that granted by regional or local authorities.

Article 2

Credit facilities

S WY T s O oy s e Y

Aid in the form of credit facilities for all sales or conversion of vessels
may be considered compatible with the common market provided that it com-
plies ith the OECD Council Resolution of 5 February 1980 or with any

agreements replacing the Resolution.
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Article 3
Inyestment _aid
' Member States shall not grant sectoral aid for the creation of new shipyards

or for jnvestment in existing yards if such aid would be liable to increase

the Member State's building capacity.

In applying general or regional investment aid schemes to the shipbuilding
sector, Member States shall take all steps to ensure that aided jnvestment
does not Lead either to increase in the capacity of the sector in a Member
State, or to the creation of employment which is not of a stable nature.

To thijs end; plans for such application of general or regional aid schemes
leading to increases in shipbuilding capacity in a Member State must be
communicated to the Commission not less than 30 working days before they'

are put into effect .

Member States shall inform the Commission of their decisions to grant aid
for inVestménts in shipbuilding, ship repair or éhipconversion yards where
the amount of such investment is in excess of 5 million European units of
“account. This information shall be provided in accordance with the pro-

cedure provided for in Article 11,

Article &4 ;

Aid_to_rescue_an_undertaking

Rescue aid intended to maintain a shipbuilding, ship-conversion or ship=
repair undertaking pending a definitive solution of the problems con-
fronting the undertaking concerned, in order
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to deal with acute social problems and the regional effects which may arise,
may be considered compatible with the common market under the present
Directive. Rescue aid may not take the form of production aid more parti-

cularly provided for in Article 6,

Article 5

o D i s T e £ S0 R R 5 D S S T A S (=T I TR I S LS G R M S T3 T e s S o s oy s 00

The Member States and the Commission shall cooperate to deal, so far as
possible, with the social and regional consequences of the restructuring of
the shipbuilding and ship repair industries, and to this end Member States
shall inform the Commission as socon as possible of proposals for conversion

and closure of shipbuilding and shiprepair undertakings.

Aid intended to cover the normal costs arising from ths conversion and the
partial or total closure of a shipbuilding or shiprepair yard may be consi-

dered compatible with yhe common market.

Article 6

Crisis_aid

Production aid in favour of shipbuilding may be considered compatible

with the common market if it is granted to deal with the effects-of a

crisis _characterised by a poor order situation leading to substantial

under-utilization of the means of production.

Such aid shall be progressively reduced ; it shall be granted only if Lin-

ked to the attainment of industrial riitructuiing objectives which will
: . tipate
make the industry competitive and able yto operate without aid,
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When assessing the compatibility of such measures with the common market,

and in particular the level of aidy the Commission shall pay particular
attentioh to the situation on the market, the gravity of the crisis in

terms of the balance of the workload remaining available to shipyards and the
need for adaptation of the shipbuilding industry to the conditions and con=-
straints prevailing on the market. In addition; the Commission shall examine
the budgetary resources zllocated for orisis aid in order to verify that the
pregranme of adaptatibn‘of the industry is comparable with those carried out

in the other Member States of the Community.

This examination shall take account of all aid provided by the Member State

coricerned for the construction, sale and acquisition of ships.

The Commission shall assess the maximum levei of aid which may be granted
for the application of the various aid schemes. Authorization to exceed
this level may be given only as an exceptional measure, after the Commission
has been notified. Such exceptions may not be put into effect unless the
Commission has>given its‘agreement. The Commission shall adopt a position
as soon as possible, having regard to the urgency of each individual case,
ani in any case not later than thirty working days after notification.

In determining the manner in which the maximum level of aid is to be pro-
gressively reduced, the Commission will take account of the existing maxi-

mun level and of the acuteness of the crisis in the Member State concerned.

Tha Commission shall be given prior notification of any proposed individual
ail under the measures referred t¢ in the first paragraph where such proposal
is in competition with a tender from another Member State. Such proposals
mayr not be implemented before the Commission has given its agreement, The
Conmission shall verify that such aid does not affect trading conditions to

an extent contrary to the common interest.
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Moher States shall supply the Commission with a table, for its exclusive
use ~ setting out the decisions on the aid referred to in

paragraph 1 and an estimate of their effects.

This information shall be provided in accordance with the procedure set

out 1in Article 11.

The Commission shall verify, on the basis of the information referred to
in the first and second paragraphs, and of the order situation in the
- Member State concerned, whether efforts to attain industrial restructu-

. . . ___the gecond . .
ring objectives mentioned 1in/paragraph and the crisis measures which
have been applied are cantfibuting genuinely and in an equitable manner
to the adaptation of the industry to the new conditions on the world ship-

building market.

Article 7

&

Aid and intervention in the form of cost—escalation insurance may be con-
sidered compatible with the common market under this Directive, subject

to the conditions set outin Article 6.

Article &

Aid grahted taishipowners in a Member State linked to the acyuisition
of new ships may not lead to distortions of competition between natio-

nal shipyards and shipyards in other Member States in the placing of

contracts.
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Aid fb‘éhipowners linked to the acquisition of new sﬁips ma& 'nét endanger
the discipline esfabL1shed by Article 6 in par11cutar nor the ob;ect1ves
pursued by the present D1rect1ve, especially in regard to the adaptat1on

'1of the sh1pbu1td1ng industry to prevailing market condlttons. ’

i;ﬂif'fhé Commission observes that one of these. effécts‘iévtikely'fo occur,
"551t shaLL exam1ne the whole of the aid provided: by a Member State for the

. bu1td1ng, sale and acqu1s1t1on of ships.

”'fHThese provwslons are ent1rely w1thout prejud1ce to any future Commun1ty

A rules on a1d to sh1pouners.

Hhe a1dv1s granted to natwonal shipowners on a se[ect1VE basis, Member

“;Stéteshshall draw up a report. This repoa& shall contafn 1nformat1on on the
‘total tonnage of orders receiving aid and|share of this totat which has
k'mfbeen pLaced in national yards. The voLuma of awd shaLL be shoun in each

out in Art1cLe 11. The Commission shall at regular inte”W)v“;“

overatt reports<summar1s1ng the information supplied to 1t.'
: &

These reparts shall be discussed with Member States in order to‘ensure that
there 1s no d1sc1m1natwon in the sh1pbu1td1ng 1ndustry as a;res § of

_such aid.

Article 9 .
indireot
Any elements of aid included in direct or / financing measures taken by

Member States in respect of shipbuilding and ship repair undertakings,
whether private or public ly-owned, may be considered com-
patible with the common market provided that they comply with the criteria

for derogation contained in this Directive.

/e
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Articie 1

No aids granted pursuant to this Directive may be conditional u;

criminatory practices as to products originating in oilier Member Statas.

Articte 11
Ciaaln 4 oy y o s e . Y . -t ._:‘A <.
Subject to the specific provisions of this Directive, the provisions

of Articles 92 and 93 of the Treaty shall be fully applicable to shipbuii-
ding, ship-conversion and ship-repair.

Aids planned by Member States under Articles 2 to % shall be notified to
the Commission before they are put into effect. They may not be put into

effact before the Commission has given iis agreement,

Information to be supplied periodically by Member Stares undopr Articles 3,

6, 7 and 8 shall be provided half-yearly on 1 March in ressgciy of decisions
taken during the second half of the previous calendur/and 3 Irctember in

) .. . . . L. . the ,
respect of decisions taken during the Tirst half of/ current calendar year.

on the bosiz of the information communicated to it, the ut. cusion shall at
intervals
52

regular / draw up an overall report to serve as a bas: - af disvussion with

national experis. This report shall state, inter alia, the waximum level

of aid cbtaining in each Member State during the period in yu2stion.

The Member States shall at regular intervals provide the Ceamission with a
report on the attainment of shipbuilding restructuring chijectives. The
Commission shall determine the due date of this report for 2ach Member
State. The report shall show the results obtained through tuae application

of the aid referred to in Articles 3 to 7.

Article 12

This Directive shall apply until 31 Dscember 1982,
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