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WORKSHOP ON GREEN GROWTH OF
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SETTER POLUICIES FOR BETTER LIVES

OECD COUNCIL WORKING PARTY ON SHIPBUILDING (WP6)
Workshop on Green Growth of Maritime Industries

Maritime freight transport Is indispensable to world trade and globalization as around 80 per cent of global trade,
which has been growing at a fast pace in recent years, is carried by sea and is handled by ports worldwide, according to
UNCTAD. The increase in greenhouse gas (GHG) and air pollutants emissions by international shipping i1s notably driven
by this growth in seaborne trade, The shipbuilding and marine equipment industries are expected to play a large role
for the improvement of the environmental performance of ocean-going vessels by focusing on this goal in their
research, development and production activities.

The IMO has played a key role in the development of international regulation and practical measures tackling GHGs
emissions, air pollution, and the spread of invasive aquatic species, Many of these impacts can be mitigated thanks to
the investment in green technologies. Regional and national policies have also been implemented to boost innovation
and to encourage the application of greener technologies. In addition to the effort made by the public sector, private
sector initiatives can boost greener shipping notably by encouraging end customers to choose maritime freight
transport carried by greener vessels,

These actions at international, regional and national levels not only impose a burden on maritime industries but also
boost demand for new building, repairing and retrofitting as well as for offshore wind industries. Appropriate ship
finance is an important element of the sustainable development of greener shipbuiiding and machinery industries,

The workshop is expected to contribute to better understanding of which role governments could play to help develop
greener maritime industries. It will notably allow participants to discuss how maritime industries can address
environmental challenges, and what are the main driving forces and barriers to invest in greener technologies.

The workshop Is part of the first OECD Ocean Economy Week (20-24 November 2017), which also includes the
wﬁm_mm_mmw focusing on ‘Greening the Ocean Economy’

under the Innovation and Ocean Economy

AL
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BETTER POLICIES FOR BETTER LVES
PROGRAMME
Monday, 20 November 2017
OECD Conference Centre - CC 13
9.00 -9.30 Welcome Coffee

9.30 - 9.40 Welcome and Introduction to the Workshop

Chair: Mr. Olav Myklebust, Minister Counsellor (DPR), Permanent Delegation of
Norway to the OECD and Chair of the WP6

Introduction by Mr. Olav Myklebust on the objectives of the workshop and the main issues to
be discussed.

9.40-11.10 Session 1: International efforts for greening maritime industries

This session aims to better understand the international efforts addressing environmental challenges
in maritime industries. In particular, the IMO has played an important role by implementing measures
regarding GHGs emissions, air pollution, and the spread of invasive aquatic species, which drive the
investment in green technologies by ship-owners as well as higher R&D efforts by suppliers.

* Presentation by Dr. Jane Lister, Senior Research Fellow, University of British Columbia
on achieving greener shipping notably by better governing sustainable maritime transport.

e Presentation by Mr. Camille Bourgeon, Technical Officer, International Maritime
Organisation (IMO) on recent developments made by the IMO in respect of protection of
the marine environment. Mr. Bourgeon's presentation will include a summary of IMO's
Marine Environment Protection Committee (MEPC) 71 and a focus on IMO’s GHG discussion.

e Presentation by Mr. Merijn Hougee, Director, Clean Shipping Index on
Clean Shipping Index (CSI) assessing the environmental performance of ships and shipping
companies,

» Presentation by Ms. Renske Schuitmaker, Analyst, Directorate of Sustainability,
Technology and Outlooks, International Energy Agency (IEA) on IEA’s analysis on
decarbonisation of shipping.

Selected issues for discussion:
* Are additional rules needed at the international level?
e How can intemnational organizations or the private sector contribute to encouraging
customers to adopt greener technologies?
e What is the impact of international environmental regulation on the shipbuilding, repairing
and machinery industries?

11.10-11.40 Coffee Break

OECD Ocean Economy Week Workshop on Green Growth of Maritime Industries | 1



11.40 - 13.00
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BETTER POLICIES FOR BETTER LIVES

Session 2. Regional and national policies and measures promoting the construction and

operation of greener vessels

13.00 - 14.30

1430 -~ 16.00

This session aims to discuss regional and national policies promaoting the construction and operation
of greener vessels and includes presentations by the OECD Secretariat and selected government
representatives; this session discusses the role of governments to promote the construction and
operation of (over-compliant) greener vessels as well as to boost innovation in maritime sector,

Presentation by Mr. Laurent C. Danjel and Mr. Kei Ito, OECD on the analysis of measures
taken at regional and national levels aiming to promaote the construction and operation of
greener ships.

Presentation by Mr. Mogens Schreder Bech, Director, Maritime R&D, Danish Maritime
Authority on Green Technology Innovation in Shipping (e.g. Blue INNOship) from a Danish
Maritime Authority point of view.

Presentation by Mr. 0. Umut Sentiirk, Head of Department, Ministry of Transport,
Maritime Affairs and Communication, Turkey on ship construction and scrapping scheme
in Turkey and its impact on promoting greener shipping.

Presentation by Dr. Yongsuk Suh, Shipbuilding Program Director, Korea Evaluation
Institute of Industrial Technology (KEIT) on recent efforts on the construction of green
ships in Korea.

Selected issues for discussion:

What can be done by governments to promote the construction and operation of over-
compliant greener vessels?

What is the role of governments to boost innovation in the maritime sector?

What are the barriers for the implementation of environmentally friendly technologies
notably on existing ocean going vessels?

Lunch break

Session 3. Private sector initiatives

This session aims to allow private stakeholders including representatives from shipping, shipbuilding,
repairing, and ship machinery industries to give their views on the impact of international, regional
and national policies on their activities,

Presentation by Mr. Simon Bennett, Director Policy & External Relations International
Chamber of Shipping on Progress towards an environmentally sustainable shipping
industry,

Presentation by Mr. Hiroshi Iwamoto, Chairman of International Sub-Committee,
The Shipbuilders' Association of Japan (SAJ) on the role of the Shipbuilding industry for
green growth in ocean activities.

Presentation by Mr. Christophe Tytgat, Europe Secretary General, Shipyards' & Maritime
Equipment Association, SEA Europe on Green growth in ocean activities: the role and
contribution of the European maritime technology industry.

2 | Workshop on Green Growth of Maritime Industries OECD Ocean Economy Week
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BETTER POUCIES FOR BETTER LVES

» Presentation by Mr. Peter Lujjckx, Managing Director, Lisnave Estaleiros Navais S.A. on
the role of the ship repairing industry for green growth in ocean activities.

e Presentation by Mr. Olivier Cadet, Executive Vice President - Products & Services,
Kongsberg Maritime AS on the concept of zero emission autonomous shipping.

Selected issues for discussion:

e What are the effects of international regulation on the sustainable growth of shipping,
shipbuilding, ship repair and ship machinery industries?
e  What are the main driving forces and barriers to invest in greener technologies?

16.00 - 16.30 Coffee Break

16.30 - 18.00 Session 4. Emerging green technologies and green ocean finance

This session aims to discuss about ship finance by public and private entities focusing on green
technologies and the use of renewable energy in the maritime sector. Investment leading to greener
shipping and the development of offshore wind energy is expected to increase following the
introduction of environmental reguiation.

« Presentation by Mr. Tore Longva, Principal Consultant, Maritime Regulatory Affairs,
DNV GL Maritime on technology development far greener shipping.

* Presentation by Mr. Frangois Gaudet, Senior Banker, European Investment Bank on the
green ship loan/guarantee scheme.

« Presentation by Mr. Alexandre Amedjian, Head of Shipping Finance for Europe, Middle
East and the Americas, Société Générale on challenges in financing for greener ships.

e Presentation by Ms. Ariola Mbistrova, Finance Analyst, WindEurope on offshore wind
finance.

Selected issues for discussion:

e Which technologies have a significant impact on the environmental performance of vessels?
How can these technologies be applied to the vessels currently in operation?

e How do financers assess the financial performance of vessels?

e How can public financers boost the development and adoption of environmental friendly
technologies?

e What are the main challenges faced by offshore wind firms and other oceanic renewable
energies?

18.00 -~ 19.30 Cocktail

OECD Ocean Economy Week Workshop on Green Growth of Maritime Industries | 3
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Organisation de Coopération et de Développement Economiques
Organisation for Economic Co-operation and Development 10-Nov-2017

English - Or. English
COUNCIL
WORKING PARTY ON SHIPBUILDING

Draft Agenda: 125th Council Working Party on Shipbuilding (COUNCILWP6)

21 November, 2017
Paris, France

The WP6 meeting will be preceded by a WP6 Workshop on Green growth of maritime industries which will take
place on Monday 20 November, and followed on Wednesday 22 November by the last sessions of the 2017 Green
Growth and Sustainable Development (GGSD) Forum on Greening the Ocean Economy that could be of interest

Sfor WP6 delegates. The WP6 Workshop and the GGSD Forum are part of the first OECD Ocean Economy Week

which also includes a Svmposium on Oceans in National Income Accounts under the Innovation and Ocean
Economy Project (22-23 November).

Laurent C DANIEL, Head of Unit - Senior Economist/Policy Analyst, +(33-1) 45 24 18 69, E-mail:
LaurentC.DANIEL(@oecd.org

JT03422675

This docwment, ax well ax any data and map included herein, are withowt prejudice to the status of or severeigniy over any territory, to the
delimitation of intermational frontiers and boundariex amd to the mame of any tervitory, clty or area.




C/WP&/A(2017)2/REV

9.00-9.05

9.05-9.10

9.10-11.30

Draft Agenda: 125" Council Working Party on Shipbuilding (WP6)

2.

3.

21 November 2017
Paris, France

Tuesday, 21 November 2017
Adoption of the Agenda

Action(s): Delegates are invited to adopt the agenda.
Approval of the summary record of the 124" session
Action(s): Delegates are invited to adopt the summary record.
WP6 Instrument Review

Delegates gave their comments on the implementation of the
thorough revision of 1983 instruments at the April 2017 WP6
meeting and in the following months in writing.

At this meeting, the OECD Secretariat will present a background
document C/WP6(2017)13 for the revision of the 1983 WP6
instruments, Following the discussion at the April 2017 WP6
meeting, this document is accompanied by a summary of the
main relevant issues discussed in the context of the "policy
developments”  sessions of recent WP6 meetings (Room
document 1) and an overview of the past negotiations of the
Shipbuilding Agreement C/WP6(2017)18.

i) Presentation by the Secretariat of the Summary of previous
shipbuilding negotiations and recent changes in the shipbuilding

industry C/WP6(2017)18.

i) Following their bilateral meeting with the Shipbuilding
Division of China's Ministry of Industry and Information
Technologies that took place on 12 October 2017, presentation
by Japan of the main outcome of this meeting in the context of
the possible participation of China in the negotiations of a new
shipbuilding Instrument.

iii) Presentation by the Secretariat of the main elements of the
Discussion paper for the thorough revision of the WP6
Instruments C/WP6(2017)13 and Room Document |

Action(s): Delegates are invited to discuss the road map as well
as the scope of items to be included in the discussion on the new
Instrument  as  mentioned in background  document

C/WP6(2017)13.

C/WPG/A(2017)2/
REVI

C/WP6(2017)13
C/WP6(2017)18

Room Document |
on the summary of
the main issues
raised in the
context of past
Q&A sessions

Working

Paper 5/REV]
Special Negotiating
Group (September
2005) Consolidated
draft text of the
Shipbuilding
Agreement -



11.30-11.45

11.45-12.30

12.30-12.50

12.50-13.00

13.00-14.00

C/WP6/A(2017)2/REV]

COFFEE BREAK

Peer Review

Finland has been the subject of the WP6's peer review process for
2017. This item presents the final report C/WP6(2017)10 for
discussion, with a view to finalising and declassifying the report,
e Presentation of the Finland's peer review by the
Secretariat
e Opening remarks by a WP6 delegate (to be confirmed)

Action(s): Delegates are invited to discuss the peer review report
and approve its declassification.

Ship recycling

Presentation by the Secretariat of the report on ship recycling
C/WP6(2017)14.

Presentation by Mr. Kan Matsuzaki on trade union’s effort for the
maritime industries and notably ship recycling (to be confirmed)
Action(s): Delegates are invited to discuss the report.
Compensated Gross Tonnage (CGT)

Update by the Secretariat on the status of the potential informal
working group on cgt and capacity measurement.

Action(s): Delegates are invited to exchange views on cgt and
capacity measurement,

LUNCH

C/WP6(2017)10

C/WP6(2017)14



C/WP&/A(2017)2/REV

14.00-15.30 7. Policy developments C/WP6(2017)19
This item provides an opportunity for delegates to share recent Room

policy information. Document 2 on

questions and

i) Work on State-Owned Enterprises (SOEs) in other OECD answers

areas received

e Presentation by Mr. Przemyslaw KOWALSKI, OECD
Trade and Agriculture Directorate, of recent work on
State-Owned Enterprises, notably the OECD Trade
Policy Paper on “Bringing together international trade
and investment perspectives on  stale  enterprises”,

e Presentations by representatives from the OECD
Directorate for Financial and Enterprise Affairs:
i) Ms. Korin KANE on size and sectoral distribution of
State-Owned Enterprises
i1) Ms. Sara SULTAN on continued work in the area of
SOEs in the Global Marketplace which involves DAF
committees and input  from TAD and STL

ii) WP6 Inventory of subsidies and other support measures
and report on support measures in other countries

e Presentation by OECD Secretariat of the revised proposal
to extend the WP6 Inventory coverage to the provision of
finance by governments (including SOEs) more widely
[C/WP6(2017)19].

iii) Roundtable on policy developments
e Presentation by Korea on policy developments following
written questions received,
e Presentation by Japan on policy developments following
written questions received,
e Presentation by EU on policy developments following
written questions received.

Delegates were invited to send their questions to the Secretariat
hy 20 October.

Action(s): Delegates are  invited to  discuss the policy
developments.



15.30-16.00

16.00-16.15

C/WP6/A(2017)2/REV]

Shipbuilding market developments

This item provides an opportunity for delegates to share recent
market information.

a) Presentation by the Secretariat of the shipbuilding market
report C/'WP6(2017)11

b) Presentation by selected economies on market developments,

e Presentation by Ms, Jenny BRAAT from SEA Europe on
recent developments and prospects for the shipbuilding
market,

e Presentation by Mr. Hiroshi (Dave) IWAMOTO from the
Shipbuilders’ Association of Japan on the analysis on
how distorted market would affect sustainable growth of
shipbuilding industry.

Action(s): Delegates are invited to discuss the market
developments.
COFFEE BREAK

C/WP6(2017)11
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16.15-16.50

9.

SSU - latest developments

WP6 delegates agreed at the April 2017 meeting to continue
monitoring closely the work of the IWG and to continue the
suspension of the Informal Expert Group (IEG), with further in-
depth consideration to take place at the WP6 November 2017
meeting, notably accounting for the outcome of the discussions at
the June 2017 meeting of the Participants to the OECD
Arrangement on Export Credits.

e Presentation by a delegate on the latest deliberations of
the IWG.

The WP6's Informal Expert Group (IEG) on the Sector
Understanding on Expert Credits for Ships (SSU) is currently
suspended, pending developments in the multilateral export credit
discussions taking place under the International Working Group
(IWG). This item offers delegates the opportunity to share
information on the IWG's deliberations, with a view to decide on
the IEG's status.

e At the 124" session of the WP6, it was considered
possible to discuss a potential revision of the SSU at a
WP6 meeting if all Participants to the SSU including the
two countries which are not WP6 members (Australia and
New Zealand) were invited to participate to this
discussion. The OECD Secretariat will present Possible
Amendments of the Sector Understanding on Export
Credits for Ships C/WP6(2017)17. This document
describes proposals to include: 1) current CIRR
(minimum interest rate) provisions of the 2017
Arrangement on Officially Supported Export Credits in
the Sector Understanding on Export Credits for Ships:
and 2) Mobile Offshore Units in the SSU scope.

O Presentation by Ms. Juliette SCHLEICH and Mr. Michael
GONTER, OECD Trade and Agriculture Directorate

C  Presentation by the WP6 Secretariat
Action(s): SSU Participants are invited to
1) share information

it) discuss the potential amendment of the article 2a) and the
potential addition of new articles 6 and 7 in the SSU.

iii) decide whether to continue the suspension of the IEG.

C/WP6(2017)17



16.50-17.20

17.20-17.25

17.25-17.30

17.30-17.35

10.

11.

12.

13.

C/WP6/A(2017)2/REV]

Discussion of 2018 Outputs and initial discussion on the PWB
for 2019-20

This agenda item is dedicated to an initial discussion of the PWB
for 2019-20 and to discussion of the WP6's work in 2018, starting
with a presentation by the OECD Secretariat on the following
items:

e  QOutcomes of the 2018 WP6 workshop on green growth
of maritime industries
Introduction of the 2018 peer review
Planned schedule for the WP6 projects in 2018

Action(s): Delegates are invited to discuss the ongoing and future
WP6 projects and the PWB for 2019-20.

Designation of the WP6 Bureau for 2018

Action(s): Delegates are asked to confirm their 2018 Chair and
Bureau.

Other business

Dates of next meeting

o  WP6 meeting on Tuesday, 15 May and Wednesday,
16 May 2018

o WP6 Workshop* on Thursday, 29 November 2018,
followed by a WP6 meeting on Friday, 30 November
2018,

* Depending on the progress made on the new WP6 instrument,
the 2018 workshop may be cancelled and replaced by a session
dedicated to the negotiations of the instrument.

Action(s): Delegates are invited to note the dates of the next
meetings.

C/WP

201715



C/WP&/A(2017)2/REV

17.35-18.00 14.

Close of meeting

Renewal of the WP6 mandate — initial discussion

|This item is open to WP6 members, full participants and
regular observers only)

The mandate of the Council Working Party on Shipbuilding
(WP6) was last renewed in 2013 and expires on 31 December
2018. For the work of the group to continue beyond 2018, its
mandate must be reviewed and renewed.

The process to be followed for the WP6's mandate renewal is the
following: the WP6 must submit a proposal to the OECD Council
prior to the end of 2018, incorporating a suggested renewed
(revised) WP6 mandate and the rationale for the suggested
mandate text. Council approval of the renewed (revised) WP6
mandate is required for the WP6 to continue post-2018.

i) Introduction and summary of views received to date from WP6
delegates — presentation by the Secretariat

it} Discussion of issues raised in the discussion paper
C/WP6(2017)12

Action(s): This item is for discussion.

C/WP6(2017)12

18.00-19.30 - Cocktail jointly organised with the Forum on Green Growth and Sustainable Development
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DES POLITIQUES MEILLEURES
POUR UNE VIE MEILLEURE

DIRECTORATE FOR SCIENCE, TECHNOLOGY AND INNOVATION
Principal Administrator of the Structural Policy Divislan

Mr. Kun-Hsien Chung
Project Manager
Ship and Ocean Industries R&D Center

E-mail: khchung@mail.soic.org.tw
STI/SPD/17/166 Paris, 27 July 2017

Invitation to participate in the negotiations of a new international shipbuilding legal instrument
(21 November 2017) and to the WP6 workshop and meeting on 20 and 21 November 2017

Dear Mr. Chung,

Iam pleased to invite government representatives from Chinese Taipei to participate in the inaugural meeting on
negotiations of a new intermational shipbuilding legal instrument. This meeting will take place on Tuesday,
21 November at 16hoo in Paris (please see page 5 of the attached 21 November WP6 meeting draft agenda).

e We had discussions at the previous WP6 meeting which took place on 18-19 April 2017 about the revision
of the WP6 Shipbuilding instrument. WP6 delegates mentioned that it would be of great interest that non
WP6 members participate in the negotiations of this new legal Instrument and some delegates suggested
that the revised instrument should be legally binding: Please note that we can make spemal arrangements
so that the discussions are facilitated by the OECD but don't take place in a WP6 sesslon but in an ad hoe
negotiation group so that all participants are on equal footing.

I am also pleased to invite government representatives from Chinese Taipei, together with other industry
representatives to be designated by you, to participate in the OECD Council Working Party on Shipbuilding
(WP6) workshop and meeting to be held in Paris on Monday, 20 November and Tuesday,
21 November 2017. The draft workshop and meeting agendas are attached.

¢ The 20 November workshop seeks to understand the impact of environmental and related (e.g. innovation)
policies for maritime industries at all levels and to find solutions for promoting green growth of maritime
industries. The workshop will allow participants to exchange views on how the global shipbuilding
industry and other maritime industries can contribute to the implementation of the objectives of the Paris
Agreement, and address other pressing environmental concerns.

» Issues to be discussed at the 21 November WP6 meeting include the Peer Review of Finland, policy and
market developments, ship recycling, cgt, and export credits.

Ligne directe
Té).;+33(0) 1453518 69 www.oacd orgleli 2, nie André-Pascal
Fax:+33(0) 144 306257 ORGANISATION DE COOPERATIONET 75775 Paris CEDEX 16

LaurentC,Daniol@oecd.org DE DEVELOPPEMENT ECONOMIQUES France
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EXECUTIVE SUMMARY

L. Shipbuilding is a cyclical industry that is affected by the evolution in the growth rate of GDP and
seaborne trade. According to the OECD’s September 2017 Interim Economic Outlook, world GDP growth
is expected to remain relatively moderate, with a gradual improvement from 3% in 2016 to a projected
3.5% in 2017 and 3.7% in 2018. According to UNCTAD data, the pace of growth in the volume of
unloaded goods has slowed from 4.4% in 2012 to 2.6% in 2016 while in 2017 seaborne trade measured in
tonnes miles is expected to increase by 4.3%.

2. Other trends that are likely to affect the shipbuilding industry include the drive for improving the
environmental sustainability of maritime transport as well as infrastructure works that modify traditional
shipping routes. The key regulations that are expected to bear an impact on future demand for shipbuilding
are: the IMO’s Energy Efficiency Design Index (EEDI), the introduction of Emission Control Areas
(ECA’s) as well as the Ballast Water Treatment Convention (BWTC). Infrastructure works at the Suez and
Panama canals have increased the capacity of transporting goods along these routes, potentially driving a
demand for larger vessels.

3. The shipbuilding market is experiencing a protracted phase of contraction. As of October 2017
the amount of ships on order book appear to have reached the lowest level in more than a decade by
registering a total of 76 million cgt. The market segment most affected by the decline is bulkers (-76%)
followed by that of containers (-43%) and tankers (- 26%) in comparison with their respective levels of
2012. However, new shipbuilding contracting activity is slowly gathering pace in the first half of 2017,
after having re-emerged from a period of very low contracting in 2016. New contracting between January
2016 and January 2017 averaged 3.5 million cgt per quarter,

4. In term of prices, the newbuilding price index seems to have slightly rebounded in the first half of
2017 in parallel with the recovery in the pace of new contracts after a period of sustained decline initiated
in the second quarter of 2014.

Sl Shipbuilding production in cgt is concentrated in three major economies, Korea, China and
Japan. In 2016 the production of these three economies represented 86% of global production in cgt terms.
Korea accounted for 34% followed by China with 32% and Japan with 20% of the global shipbuilding
production, respectively. Korea was the largest producer for two of the main market segments, tankers and
containers accounting for 53% of the market. With a 47% market share, China was the largest bulker
producer.

6. In the current context of weak demand, capacity utilisation rates are extremely low. In 2015
capacity utilisation rates stood at 57% on average across shipbuilding economies. In 2015 capacity
utilisation rates were extremely low in the European Union (35%) and China (53%) while in Japan and
Korea they stood at 65%.
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Introduction

7. This paper provides an overview of the recent shipbuilding market developments following the
wish expressed by several WP6 delegates to discuss this topic, in addition to the usual session on policy
developments. It serves as a background document for the corresponding session of the WP6 meeting on
the 21% of November 2017.

Key macro drivers for the shipbuilding market
Trends in economic activity

8. Global GDP growth remained relatively stable over recent years, amounting to around 2.5%
annually between 2012 and 2016. For OECD countries, growth accelerated from 1.3% in 2012 to 2.5% in
2015, before slowing down to 1.8% in 2016. In China, real GDP growth is projected to reach around 6.5%
in 2017 and 6.6% in 2018, slightly down as compared to its 2016 level of 6.7%. Economic growth is being
supported by large domestic and regional development projects such as the “Belt and Road” initiative and
the Beijing-Hebei-Tianjin Corridor.

9. According to the OECD’s September 2017 Interim Economic Outlook, world GDP growth is
expected to remain relatively moderate, with a gradual improvement from 3% in 2016 to a projected 3.5%
in 2017 and 3.7% in 2018. The OECD revised its forecasts for global growth in 2017 slightly upwards
compared to the 3.3% growth projected in the OECD's March 2017 Interim Economic Outlook.

10. With the exception of the global contraction that followed the financial crisis in 2008, growth in
worldwide seaborne trade has been strong in the 1990s and 2000s. However, according to UNCTAD data,
the pace of growth in the volume of unloaded goods has slowed from 4.4% in 2012 to 2.6% in 2016
(UNCTAD, 2016) after a lower growth of 1.8% in 2015.

11. Using tonne miles, a measure that accounts for both the volumes and the distances covered for
trading, trade has increased by 3.2% in 2016 after 1.6% in 2015 (Clarkson, 2017). In 2017, seaborne trade
measured in tonnes miles is expected to increase by 4.3%.

12, The relationship between global GDP growth, global growth in trade volumes and shipbuilding
demand is rather complex and changing over time. As a result, linking these trends with prospects for
future shipbuilding activities poses two main challenges.

13. First, an increase in global GDP does not necessarily lead to a proportional increase in global
trade. Recent studies and empirical evidence have shown that while growth in trade volumes used to
double GDP growth, this relationship apparently no longer holds. Possible explanations relate to structural
changes in the world economy including the increase of trade in services as compared to trade in goods, the
evolving nature of global value chains with rising on shoring and risk of protectionism as well as the
developments of trade through pipelines and a certain degree of production dematerialisation thanks to the
advances in 3D printing technologies. Recent trends to re-shoring may well have indeed reduced the need
for trade although the evidence in this regard is mixed (De Backer et al., 2016). As a result former trade-
GDP elasticities may no longer be applicable and an increase in global GDP is likely to have a lower effect
on the increase in trade and demand for shipping services than it was the case in the past.

14. Second, demand in shipping may not necessarily translate into higher demand for new ships.
When demand for shipping is high there might be a greater tendency to continue to use older ships; these
might also be used for a longer period when newbuilding prices are high. In addition, shipowners’ decision
to scrap ships depends on many factors such as scrapping rates, regulation and available scrapping
capacity. On the other hand, if investors are overly confident, they might order vessels in excess of real

4
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shipping demand. However, bearing these caveats in mind, in the short run expected global GDP and trade
volume growth may provide some guidance in evaluating the direction and magnitude of future
shipbuilding demand.

Trends in environmental regulations

15. In recent years the impetus towards improving the environmental sustainability of maritime
transport has led governments and international organisations to develop a number of environmental
regulations which are likely to bear an impact on future shipbuilding demand. Depending on whether the
regulations apply only to new or to existing vessels and the extent to which compliance is costly, such
regulations may drive surges in retrofitting activities or increase the demand for new and more
environmentally friendly vessels (OECD, 2017a). The key regulations that are likely to have an impact on
future demand for shipbuilding are: the IMO’s Energy Efficiency Design Index (EEDI), the introduction of
Emission Control Areas (ECAs) as well as the Ballast Water Treatment Convention (BWTC) (OECD,
2017a).

16. The Energy Efficiency Design Index (EEDI) targets ships’ CO, emissions by prescribing
minimum efficiency levels for new vessels in terms of emissions per transported ton. Entered into forced in
2013, the regulation is phased in gradually with increasingly stringent requirements for compliance. All
newly built ships completed after 1 January 2013 have to comply with the initial standard. In subsequent
phases all ships, regardless of their year of built, would have to comply with the regulation. The minimum
efficiency standard will become more stringent to ensure that CO, emissions will be reduced by 10% in
each implementation phase. Compliance with the EEDI regulation may either prompt the retrofitting or the
accelerated retirement of non-compliant vessels, thereby potentially increasing the demand for new ships
or for retrofitting services depending on the relative costs of each operation. Moreover, improvements in
engines’ efficiency as well as in some design features of newly built vessels, particularly in the case of
bulkers, are likely to be expected (OECD, 2017a).

17. Emission Control Areas (ECAs) and maximum levels of sulphur oxide (SO,) emissions were
introduced in Annex VI of MARPOL, which entered into force in July 2010 in its revised version. Ship
owners have different ways to comply with the regulation, including cleaning of exhaust gases before
emitting them into the atmosphere or using fuels with lower sulphur concentration. Traditionally used
Heavy Fuel Oil (HFO) has significantly higher values of sulphur content than other fuels like LNG. As
such, Emission Control Areas are likely to incentivise the purchase of LNG fuelled vessels, and prompt the
development of more environmentally compliant engines.

18. The Ballast Water Treatment Convention became effective in September 2017. Its goal is to stop
the spread of invasive aquatic species that are unintentionally displaced through ballast water discharge.
Until 2024 the latest, all ships that navigate outside their domestic waters would have to be equipped with
Ballast Water Management Systems that would deal with such threat. Recent OECD work (OECD 2017)
estimates the impact of the BWTC on scrapping activities. The estimates suggest that, in the upcoming
years, between 11 million to 54 million cgt would be scrapped as a result of the introduction of the BWTC.
This policy is likely to affect future demand for new ships depending on the extent to which scrapped
vessels would be replaced by new ones.

Other trends potentially affecting the shipbuilding market

19. Furthermore, recent modernisation works at the Suez Canal were concluded in 2015 allowing for
two-way traffic, thereby increasing the passage of goods along the route. Similarly, the extension of the
Panama Canal, completed in 2016, allows for the passage of larger ships whose size can reach up to a
maximum of 49 meters beam and of 366 meters. According to Clarkson, the impact of the expanded locks
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at the Panama Canal is largely in line with expectations. ‘Old Panamax’ containerships on transpacific
trading routes through the canal have quickly been replaced by ‘Neo-Panamax’ vessels as companies aim
to reap the economies of scale (Clarkson Research 2017). In addition, existing ships could be adapted to
make use of the wider Panama Canal. Some companies have focused on widening existing containerships,
for instance from around 4,900 TEU to about 6,300 TEU. The upsizing of existing vessels was shown to be
technically feasible and companies may decide to opt for this solution to quickly take advantage of greater
economies of scale in shipping. The choice between upsize existing vessels or purchasing new larger ones
lies in the hands of ship-owners. The extent to which ship owners will be willing to bet on economies of
scale will drive future demand for new larger vessels or the upsizing of existing ones.

Shipbuilding demand

Order book by ship type

20, The ships order book provides an interesting snapshot on the amount of work that shipyards are
expected to deliver as well as some useful insights on the health of the shipbuilding market. As of October
2017 the amount of ships on order appear to have reached its lowest level in more than a decade by
registering a total of 76 million cgt. This volume represents about a third (34%) of the order registered at
the peak time in September 2008, just before the onset of the great recession, when there were orders for
about 225.5 million cgt' corresponding to approximately 15 000 vessels®. Shipyards’ order book steadily
declined until 2013 while in the sub-sequent years it stabilised to a plateau of about 120 million cgt. In
2016 the size of the order book shrank again by 42 million cgt as the result of the sharp fall in new
contracts that fell below deliveries and stayed lower until today.

Figure 1. Order book, Contracts and Deliverles
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Note: Quarterly data, dotted lines show three quarters moving averages
Source: OECD's calculations based on Clarkson’s World Fleet Register

) If measured in the number of vessels, the peak was in February 2009. As this does not account for the size
of the ship, the number of ships is not a perfect indicator. Measures for the size of ships, like DWT or GT,
do not account for the complexity of the ship (for instance, a cruise ship is significantly more difficult to
build than a bulker). We thus use cgt, which takes better into account ship complexity as well as the
necessary amount of labour to build it.

) Vessels are registered in the database from 100 GT upward.
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21. The general picture of a considerable decline in the order book holds since 2012 for the three
main ship types (bulkers, tankers and container ships). However, differences exist in the extent to which
the different vessel types are affected by the decline. In comparison with that of other ship types, the order
book for tankers seems to have been affected the least by the overall, with a 26% decrease in comparison
to its 2012 levels in cgt terms. On the contrary, the order book for bulkers experienced the most significant
decline by dropping 76% in the period considered. The container-ship sector registered a drop of 43%
compared to the 2012 levels.

Figure 2. Order book by main ship segments
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Source: OECD's calculations based on Clarkson's World Fleet Register

New contracts by ship type

22, New shipbuilding contracting activity is slowly gathering pace in the first half of 2017 after

having re-emerged from a period of very low level of new orders in 2016 similar to that which followed
the unfolding of the financial crisis in between 2008 and 2009 where contracts for an average of 4.48
million cgt per quarter between October 2008 and October 2009 were signed. In comparison, new
contracting activities between January 2016 and January 2017 averaged 3.5 million cgt per quarter. New
contracting activity is, in fact, very cyclical as depicted in figure 3. To illustrate, in the last 5 years, new
contracts measured in cgt peaked in October 2013 when new contracts for 20.3 million cgt were issued in
the preceding quarter.’ The lowest level of new contracts was registered in July 2016 with only 2.7 million
cgt signed in the preceding quarter. When looking at ship types, it is interesting to notice the quasi-
disappearance of new contracts for bulkers and containers in 2016 and their slow re-emergence in 2017.

3 Quarterly data is used because there is no value for some months if monthly data. In some cases no contracts are
registered for some months. As a flow variable, values are per se quite volatile. The data represented in figure 3 the
graph is a centered three quarters moving average in order to facilitate the recognition of trends.
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Figure 3. New contracts for main ship types
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Non-deliveries and cancellations
23. The rate of current non-deliveries (deliveries after the scheduled date of delivery) is around 32%

(Clarkson research, 2017). In a market where capacity is underutilized, such a relatively high level of non-
deliveries appears counterintuitive as in downturns, one could expect that lower levels of orders facilitate

on-time completion.

24, The existence of non-deliveries in a depressed market may hint at the existence of wide
disparities in orders intakes and profitability across yards and a certain degree of economic inefficiency in
the bidding process. More specifically if non-delivery penalties are sufficiently low, there may be
incentives for yards to over-bid to ensure a profitable project pipeline. Ship owners’ willingness to accept a
late delivery should be decreasing when the shipping market improves and penalties for non-delivery
should adjust accordingly. As a result, the non-delivery rate is likely to be high in periods of weak demand
and low in periods of strong demand. Further empirical research in this area would be desirable to
determine the link between non-deliveries and the shipbuilding market cycle.

Mavrket Sentiments (Freight rates, Delivery time)

25. The shipbuilding industry has often relied on shipping market indicators to gauge the sentiment
for future shipbuilding activities on the assumption that the healthier the shipping sector the better for the
shipbuilding industry. However, there are some shortcomings to this approach insofar as the fluctuations in
the shipping market are driven by speculation in the asset value of the ships rather than their operations on
the sea. Bearing in mind these limitations, the evolution of two key shipping market indicators are
presented the ClarkSea and the Baltic Dry Index.

26. The ClarkSea Index, developed and maintained by Clarkson Research, computes the weighted
averages of daily earnings of shipping for the main vessel types. It provides an indication of the current
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profitability of the shipping sector and therefore it can be used to gauge possible development in the
shipbuilding market on the assumption that the larger the profitability the more likely ship owners would
purchase new vessels. In fact, it is commonly believed in the industry that consistently higher earnings may
induce more ordering of vessels in order to maximize future profits. The weighting is based on the number
of ships in the respective fleet sector (Clarkson Research, 2017). The Index shows some fluctuations and,
in the last five years it has registered a peak in January 2014 as well as in in July 2015. As of September
2017 the index stood at approximately 30% lower level than its last peak.

27. The Baltic Dry Index, issued daily by the London Baltic Exchange, looks at the freight rates of
the major shipping routes for raw materials, and it therefore extensively cover the bulker market by looking
at the daily prices of Capesize, Panamax, Supramax and Handy-size bulk vessels. While based on a subset
of the global fleet, the index is widely used as a market sentiment indicator for shipping as well as a
leading indicator for GDP growth. In comparison with the Clarksea, Index the Baltic Dry display a
relatively different trend with a significant peak registered in the last quarter of 2013 followed by a sharp
decline and a seemingly upward trend starting from the first quarter of 2016. Such discrepancies may be
explained by the fact that the market for bulkers, on which the Baltic dry is based, suffered from a larger
decline than that of other shipping segments.

Figure 4. Baltic Dry Index and ClarkSea Index
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Source: OECD calculation based on data from Clarkson’s Shipping Intelligence Network and Thomson Reuters Eikon, quarterly data

28. While the two indicators presented above are based on the evolution of the shipping market, and
therefore limited in their predictive power for the shipbuilding industry, some experts have suggested
looking at the expected delivery time (or contract duration) as a leading indicator for the shipbuilding
market (Clarkson Research 2017 b). The expected delivery time may provide an overall indication of how
busy shipyards are in dealing with their current order book. In boom periods delivery time is expected to
increase, while in periods of low demand less busy yards should be able to deliver vessels in a shorter time
frame.
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29, Such theory can be verified by comparing the evolution of the delivery time (measured in
months) and the trend in new building price index. Indeed, figure below shows that actual delivery time
and the new building price index are well correlated. However, in order to assess whether expected
contract duration can be used as a leading indicator for the shipbuilding market further analyses based on
vintage series should be conducted.*

Figure 5. Contract duration
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Price Developments
30. An indicator of the health of the shipbuilding sector is that of newbuilding prices. While contract

prices for the construction of new vessels vary widely, newbuilding price indexes are useful to gauge the
market and estimate the industry’s profitability. The most frequently used price index, the Clarkson
Newbuilding Price Index, is calculated by averaging the $ per dwt spent on the different ship types.

31. The new building price index oscillated significantly in the last five years and started declining
after the peak in January 2014. The index seems to have rebounded in the first half of 2017, most likely
due to improvements in new contracts. As illustrated in figure below, the new building price index is
relatively well correlated with the evolution of new contracts (with approximatively a six-month delay).

The seemingly drop in recent contract duration results from a bias in the data. Only ships that are already
completed are available in the dataset and could enter the calculation.

10
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Figure 6. Newbuilding and Secondhand Price Indexindexes
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Shipbuilding supply
Market share by shipbuilding economy by ship type
32. Shipbuilding production in cgt is concentrated in three economies, Korea, China and Japan. In

2016, the production of these three economies represented 86% of global production in cgt terms, a
percentage that has remained relatively stable over the last few years. What changed over the last few
years, most notably from 2012 to 2016, was the relative market share of each of these economies. While in
2012 China was the major shipbuilding economy accounting for 42% of the global production, in 2016 the
lead was taken over again by Korea who accounted for 34% followed by China with 32% and Japan with
20% of the global production respectively.

33. Looking at the ships delivered in 2016, Korea was the largest producer for two of the main
market segments, tankers and containers, where Korean shipyards built more than half of last year’s cgt. In
contrast, Korea’s market share in bulkers (9%) was significantly lower than that of the other two
economies. With a 47% market share, China was the largest bulker producer in 2016 and held a significant
share of containers as well as tankers production. Japan’s competitive position relies on its strong foothold
in the market for bulkers with 39% of production while its market share in containers (6%) and tankers
(13%) is lower.

11
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Figure 7. Market shares in the three main market segments
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34, With respect to new orders Korea, Japan and China economies experienced a significant decline
of more than 50% in cgt from 2015 to 2016. The EU on the other hand registered an increase of orders in
cgt of 49% over the same time horizon,

35. It is also interesting to look at growth rates of cgt deliveries by country. In the period from 2012
to 2016, this ranking is dominated by South Africa whose shipbuilding output grew tenfold from about
1750 to over 17600 cgt in the considered time horizon. This is followed by Australia with a compound
annual growth rate’ of 12%. However, as both these countries have a rather small shipbuilding economy,
percentage growth figures are quite misleading. If we only look at shipbuilding economies with a share of
global cgt deliveries in 2016 of over 1%, the United States leads the ranking in terms of the fastest growth
between 2012 and 2016, with a compound annual growth rate of nearly 12%, followed by the EU with
1.6%. All other shipbuilding economies that are larger than 1% of cgt completitions in 2016 (Korea, China,
Japan, Philippines, Vietnam) had lower values in 2016 than in 2012.

36. While Korea, China and Japan are the largest shipbuilding economies in terms of total cgt, the
picture changes when the value of the ships produced is considered. For vessels ordered in 2015, the
European Union and Norway captured 16% of the market in value compared to 6% in terms of cgt, behind
Korea, China and Japan (Sea Europe, 2016). Because of the significant decline in new orders in these latter
three economies, the EU28 and Norway captured 55% of the market in value in 2016, equalling USD 14.7
bn. China, Korea and Japan follow with USD 5.6bn, USD 2.7bn and USD 2 bn respectively (Sea Europe,
2017). It is also interesting to look at growth rates of cgt deliveries by country. In the period from 2012 to
2016, this ranking is dominated by South Africa whose shipbuilding output grew tenfold from about 1 750
to over 17 600 cgt in the considered time horizon. This is followed by Australia with a compound annual

Compound annual growth rates indicate how much an economy would have had to grow annually to get
from the values in period 1 to the value in the last period considered. We use this instead of average annual
growth rates, because in cases of large drops and pursuing recovery, the latter measure would give a
positive growth rate despite no eventual change in output.

12
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growth rate’® of 12%. However, as both these countries have a rather small shipbuilding economy,
percentage growth figures are quite misleading. If we only look at shipbuilding economies with a share of
global cgt deliveries in 2016 of over 1%, the United States lead the ranking in terms of the fastest growth
between 2012 and 2016, with a compound annual growth rate of nearly 12%, followed by the EU with
1.6%. All other shipbuilding economies that are larger than 1% of cgt completitions in 2016 (Korea, China,
Japan, Philippines, Vietnam) had lower values in 2016 than in 2012.

Production by yard (2012-2017)

37. The analysis of production by yard provides new insight to the degree of concentration in the
shipbuilding industry. Between January 2012 and October 2017 the yards accounting for the largest share
of production were in Korea with the Hyundai Ulsan yard and the main DSME yard accounting for 6% of
global production respectively followed by the main Samsung yard, accounting for 5%. At the
conglomerate level the Hyundai Group accounts for 14% of the global production in cgt as it owns three of
the five top producing yards since 2012 (figure below).

Figure 8. Largest yards by cgt delivery since 2012
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Market concentration in shipbuilding economies by company

38. As for the level of market concentration in each of the major shipbuilding economies figure 9
illustrates the largest players in each market and displays the degree of concentration. In Korea, Hyundai
accounts for 48% of the total production’, followed by DSME (17%) and Samsung (12%). In Japan

6 Compound annual growth rates indicate how much an economy would have had to grow annually to get

from the values in period 1 to the value in the last period considered. We use this instead of average annual
growth rates, because in cases of large drops and pursuing recovery, the latter measure would give a
positive growth rate despite no eventual change in output.

We summarize the Hyundai Heavy Industries affiliates Hyundai Samho Heavy Industries Co., Ltd. and Hyundai Mipo
Dockyard Co., Ltd. under the group Hyundai H]J, as the latter holds 94.92% and 42.34% of the two former, respectively
(2017 HHI Integrated Report).

13
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Imabari is the leading shipbuilder with 23% of the production in the economy, followed by Japan Marine
United (14%). In China CSSC is by far the leading player accounting for 27% of the production in the
economy. In the EU, the Italian shipbuilding company Fincantieri accounts for one fifth of the production,
closely followed by the German company Meyer Neptun (19%) and production by yards owned by
Daewoo. Overall, the market is relatively more concentrated in Korea and relatively less in China and
Japan.® This is supported by the Hirschman Herfindahl Index, a measure of market concentration’, which is
0.284 for South Korea, 0.117 for the EU and 0.104 and 0.103 for Japan and China, respectively.

Figure 9. Market shares in selected major shipbuilding economies in 2016
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We use data from the Clarkson’s World Fleet Register with ships indicated to be built in 2016 and group the yards to
the respective owner company. Only yards within that country are included. A ship produced by a company at a yard
abroad does not enter the statistic, as it does not represent the capacity located in the respective owner country.

The Herfindal Index is a measurement for market concentration. It is calculated as the sum of the squares of the market
shares. The value thus is between 0 and 1, with 1 indicating a perfect monopoly.
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Capacity utilization rates

39, An analysis of capacity utilization rates (CUR) shows that the utilized capacity declined in all
major shipbuilding economies, reflecting a global trend.'® While between 2005 and 2010 capacity
utilisation rates stood at around 80%, a significant decline occurred across the major shipbuilding
economies following the financial crisis. On average, in 2015 capacity utilisation rates stood at 57%.

1 We calculate the maximal capacity by using the maximum production value of active yards for the 15
previous years. The CUR then is the ratio of current production to that capacity. Being aware that this
approach is not optimal, work to further improve the measure of capacity and CUR is currently in progress.
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Figure 10. Capacity Utilization Rates 2005 - 2015
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Box 1. A focus on the Cruise Ship market

Historical and expected market trends in cruise travel

Between 2005 and 2015, demand for cruise tourism measured in passenger numbers has grown by 62% (Cruise
Lines International Association. 2016). In 2016, more than 24 million passengers embarked on a cruise,' of which 12
million coming from North America, followed by 3 million of passengers coming from Asia. In terms of destinations the
market is dominated by the Caribbean where more than a third of the global fleet is deployed, far ahead of the
Mediterranean with 18.7% and Europe (without Mediterranean) with 11.7% (Florida-Caribbean Cruise Association
2017).

One key driver for the expansion of the cruise industry and, as a result, of the market for cruise ships is the
expected increase in Chinese cruise tourism. With a rising middle class, more and more Chinese are traveling abroad.
According to UNWTO, the 2016 saw a 6% increase of Chinese outbound tourism to 136 million travelers, spending the
equivalent of US$ 261 billion. Although uncertainties about Chinese tastes and actual market potential for cruise
tourism make clear predictions difficult, cruise travel is expected to grow steadily in the upcoming years.

Order book, expected deliveries (2012-2017) and contracts

This comparably bright market environment and expected future growth is also reflected in the investment in new
cruise vessels. While other ship types experienced a sharp decrease in orders the demand for cruise vessels
continues to be strong. The current order book (as of October 11) registers 85 orders for cruise ships, of which most
are scheduled to be delivered in the coming 3 years. After 4 more upcoming deliveries this year, 19 cruisers are to be
completed in 2018, followed by a peak in 2019 with 22 ships, before declining back to 16 in 2020. This does of course
not take into account upcoming demand. It is also noteworthy that building time for cruisers tends to be longer than
that for other ship types. 12% of the ships in the books are not expected to be completed within the next 5 years.

Indeed, the outlook for the cruise-ship market looks relatively bright also when the order book is analyzed. In
terms of number of contracted vessels, while in 2012 nine contracts have been placed (equaling 1.1 million cgt), this
number rose to 34 contract in 2016 (2.8 mio cgt). During the first three quarters of 2017, 23 cruise ships had been
ordered, with the total of 2.7 mio. cgt already approaching last year's annual level.

Interestingly a recent trend of refurbishing old vessels has been observed. European cruise lines have increased
the proportion they spend on refurbishing vessels, from 5.7% of expenditures for shipyards in 2008 to 20.3% in 2016
(Travel Weekly 2017).

Builders by country

Currently, there are 376 cruise vessels in service. Of those, nearly 256% (93 vessels) had been built in italy.
Germany contributed with 71 cruisers (19 %) to the current fleet, ahead of France and Finland, where 57 (15%) and 53
(14%) vessels were built. Measured in cgt, the ranking of these five largest producers does not change, with Italy
having built 32%, followed by Germany (23%), France and Finland with 18%, respectively. With respect to registered
new orders, ltaly leads with 23 orders, followed by Germany and France with 19 and 11 orders respectively. These
represent 27%, 22% and 13% of the total of new orders respectively. Lastly it is interesting to remark that, for the first
time a Chinese shipyard recently received an order for building a cruise vessel, contracted in the first half of 2017 and
expected to be delivered in 2019. This move should be seen as an attempt by Chinese shipbuilders to cater for their
internal demand and enter into the higher value added segment of cruise ship.

Market concentration (at the companyl/yard level)

At the company level the market for cruise ship building is relative concentrated. The Italian Fincantieri alone built
31% of the cruising capacity, followed by the German Meyer Werft (20%). At the yard level, 19% of all cruise vessel
capacity currently in service was built in Meyer Werft. Fincantieri Monfalcone contributed 15%. Looking at the order
book as of October 2017, Meyer Werft appears to have the largest share of cruise ships on order (22%). STX France
will contribute 20%, followed by Meyer Turku with 15%. Fincantieri Monfalcone and Fincantieri Marghera with 13% and
9% respectively complete the top five of shipyard with cruise ships on order.

i Ocean cruises, does not include river cruises.
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ANNEX C

MANDATE OF THE INFORMAL EXPERT GROUP (IEG) ON THE SECTOR
UNDERSTANDING ON EXPORT CREDITS FOR SHIPS (SSU)

The Informal Expert Group (IEG) on the Sector Understanding on Export Credits for Ships (SSU) is
responsible for providing technical advice on the modernisation and maintenance of the SSU, with a view
to fostering a level playing field in export credits for ships. The IEG works under the direction of the
Participants to the SSU, through the Council Working Party on Shipbuilding (WP6), in co-operation with
Participants to the Arrangement on Officially Supported Export Credits.

Specifically, the IEG is to consider in detail the technical issues associated with establishing and
maintaining a modern, standalone and WTO-compliant agreement on export credits for ships. These issues
are prioritised as follows:

e  Work will first start on the substantive issues already marked in the SSU as commitments for
further work, namely:

— Premia, minimum interest rates, scope and ship types.

e The IEG may also work on any other substantive issue referred to it by the WP6, such as
financial terms and conditions related to environmental criteria.

e The IEG may then, following the instruction of the WP6, work on all other issues required to
make the SSU a modern, standalone and WTO-compliant agreement, including, inter alia:

— Purpose and coverage;

— Possible matching clauses;

— Information requirements;

— Reporting and notification requirements;
— Monitoring and review; and

— Provisions relating to entry into force, transitional arrangements and withdrawals.
The IEG is to work towards establishing a modern, standalone and WTO-compliant agreement on
export credits for ships within three years of commencing operation. Following this, the IEG is to provide

advice aimed at maintaining the agreement at a world-class standard. Economies participating in the IEG
commit to achieving these goals in an efficient and effective manner.

The IEG is open to OECD Members and invited Partners and shall be comprised of shipbuilding and
export credit experts. In the course of its work, the IEG will engage and co-operate with other relevant

OECD bodies, international organisations and industry stakeholders, where appropriate.

The mandate of the IEG will remain in force until 31 December 2018.
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Background

1. The OECD Council Working Party on Shipbuilding (WP6) had decade-long discussions on
policies and measures affecting normal competitive conditions in the international shipbuilding market,
recognising that the specific characteristics of the shipbuilding industry complicate the application of the
provisions of the WTO rules'. The WP6 discussed policies and measures affecting normal competitive
conditions on the basis of the following two Instruments:

o The Revised General Arrangement for the Progressive Removal of Obstacles to Normal
Competitive Conditions in the Shipbuilding Industry (first negotiated in 1972, revised for the last
time in March 1983); and

¢  The Revised Guidelines for Government Policies in the Shipbuilding Industry (first negotiated in
1976, revised for the last time in March 1983).

2. The WP6 agreed to conduct a thorough revision of the two 1983 Instruments at the 123" session
of the WP6 on 2 December 2016 and approved the accordingly revised Standard-Setting Action Plan by
written procedure [C/WP6(2016)11/RIEV1]. This note subsequently aims to lay out the possible areas for
the revision of each of the two 1983 Instruments (including through their consolidation into one single
Instrument — hereafter referred to as the “new Instrument”) and a roadmap for this process, to be
considered by the WP6.

3. At the 124™ session of the WP6 on 19 April 2017, the Secretariat prepared a discussion paper
including a questionnaire on the thorough revision of the Instruments. WP6 delegates provided comments
on items including the legal nature of the revised Instrument, its objectives, scope, and mechanisms for
ensuring transparency. During the 124™ session of the WP6, delegates asked the Secretariat to explain the
reasons why past negotiation failed and relevant discussion points. Against this backdrop, this paper
summarizes comments from WP6 delegates on the issues mentioned in the document [C/WP6(2017)8].
The document [C/WP6(2017)18] summarizes the negotiations of the Shipbuilding Agreement (SBA) as
requested by the WP6 at its April 2017 meeting.

Summary of comments from delegates on the issues mentioned in document [C/WP6(2017)8]
4, The Secretariat received comments from Croatia, Denmark, Finland, Germany, Italy, Japan,

Korea, Norway, Poland, Romania, Turkey and Sea Europe. Table 1 summarises these comments (please
also see original comments in ANNEX I),

Article VI of GATT 1994, the Agreement on Subsidies and Countervailing Measures, and the Agreement
on the Implementation of Article VI of GATT 1994
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Table 1. Summary of comments received from delegates and stakeholders by item
Country | Legal nature Objectives Scope of Transparency Excess Resources
“obstacles” capacity
Croatia legally- Existing List and criteria to Based on the Reference
binding objectives be mutually agreed | existing activities, notably to
between Members depending on the “Structural
discussion adjustment”
and “Public
financial
contributions” in
the S&D report
Denmark | - - E - - Hesitant to
commit
additional
resources
Finland Legally- Existing Should be updated | Reference to WP6 - Open to
binding if objectives with according to the Inventory commit
China possible updates | current state of art resources
participates
Germany | Legally- Existing Existing list Reference to WP6 Possibility for Depending
binding if objectives Inventory states to on China’s
China provide participation
participates structural
change support
for shipyards
ltaly legally- Existing Establishment of More robust
binding objectives + anti- | general criteria transparency,
dumping together with an monitoring and
discipline illustrative list reporting obligations
Japan legally- Existing Updated list than Depend on legal The report Open to
binding objectives existing documents | nature and contents | should be commit
(i.e. Instruments, incorporated resources
ASCM, SBA)
Korea Non legally- | Existing + Existing list + local Reference to Q&8A Policy to limit
binding additional contents, exchange the
objectives rate policy, and establishment
policies or expansion of
encouraging new capacity
domestic orders
Norway Legally- Existing Updated list Reference to existing | chapter 8 of the | Open to
binding if all | objectives combined with a WP6 activities report commit
major more general (Inventory, peer resources
shipbuilders "catch-all clause” reviews, Q8A)
participate
Poland Depending Existing Discussion on - Recommendati | -
on China’s objectives obstacles should be ons of the S&D
participation fully open report should
be taken into
account
Romania | Non legally- | Existing Updated list Existing activities Against
binding objectives (Inventory, peer committing
reviews, Q&A) resources
Turkey Legally- Existing
binding objectives
Sea Legally- Existing Establishment of More robust
Europe binding objectives + anti- | general criteria transparency,
dumping together with an monitoring and
discipline illustrative list reporting obligations
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Legal nature

5. A majority of delegates and stakeholders (Croatia, Finland, Germany, Italy, Japan, Norway,
Turkey, Sea Europe) indicated their preference for a legally-binding Instrument subject to the participation
in the negotiations of major shipbuilding economies including China. By contrast, Korea and Romania
indicated their preference for a non legally-binding Instrument. Korea mentioned that a legally-binding
Instrument might decrease the probability of participation by non-OECD countries. Romania indicated its
preference for a non-legally binding Instrument regardless of China’s participation.

Objectives

6. Regarding the objective of the new Instrument, a majority of delegates prefer to include the
existing objectives which are to remove “Obstacles” to normal competitive conditions and to address
excess capacity and structural adjustment in the shipbuilding industry. A possible process for the
elaboration of the new Instrument would be to start on the premise that the existing objectives would
remain in the new Instrument. This does not necessarily preclude additional objectives which would be
expected to be mutually relevant.

Scope of “obstacles”

7. Following written and oral comments received from WP6 delegates, the scope of the new
Instrument may include the following items:

1. Subsidy disciplines (Anti-subsidy provisions and other government support measures that distort
competition)

2. Pricing disciplines (Targeted mechanisms tackling distortive pricing practices)

3. Policies addressing excess capacity (this may considered as a sub-item of the first and/or second
items)

4. Local contents requirement

5. Intellectual property rights and technology transfer

6. Level playing field among enterprises of all types of ownership

7. Public procurement

8. Mergers and acquisitions and competition policy

9. Bankruptcy procedures

10. Exchange rate policy
8. Some delegates wish to include in the discussion on the new Instrument some items which are
neither in the scope of the existing Instruments nor in the scope of the previous Shipbuilding Agreement
negotiation. As a consequence, it appears useful that the WP6 first discuss the expected scope of the new
Instrument. The Secretariat has prepared an ANNEX II in order to facilitate discussion on the scope taking

into account the fact that delegates may not be able to prejudge whether to include these items in the
shipbuilding Instrument to be developed.
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Transparency

9. Most delegates expressed their wishes to develop mechanisms increasing transparency on
policies and government measures. Some delegates stressed that the WP6 Inventory remains an essential
activity to increase transparency on policies and measures. Some delegates highlighted the importance of
developing sanction mechanisms to prohibit harmful subsidies given the fact that WTO rules are not
sufficiently effective due to the special characteristics of the shipbuilding market.

Excess capacity

10. Most delegates expressed their wishes to include elements described in the report on Imbalances
in the shipbuilding industry and assessment of policy responses [C/WP6(2016)6/FINAL]. Regarding
subsidy disciplines, some delegates highlighted that structural change supports should be allowed since
shipyards may have to be restructured and to reduce their capacities. Some delegates highlighted that
policies limiting capacity expansion should be encouraged.

Resources

11. Some delegates highlighted that they may not be able to commit additional funding for an Ad hoc
Negotiating Group for a Shipbuilding Instrument (ANG) which was proposed by the Secretariat at the
124" session of the WP6. Some delegates stressed that it is not possible to make a decision whether to
establish an ANG before having more information notably on its membership.

12. In summary, most delegates prefer a legally binding Instrument aiming to ensure normal
competitive conditions if China participates. Most delegates wishes to develop mechanisms increasing
transparency on policies and measures. Some delegates requested detailed information on a possible Ad
hoc Negotiating Group before providing their views on its establishment.

Update on China's possible participation

13. As most delegations strongly supports China’s participation to the Instrument review process,
Mr. Andrew Wyckoff, Director of the OECD's Directorate for Science, Technology and Innovation (STI)
sent an invitation letter to Mr. Li Dong, Director General of the Equipment Industry Department in the
Ministry of Industry and Information Technologies (MIIT) of China on 2™ August 2017. Unfortunately,
efforts to arrange a meeting were not successful.

14. Japanese delegates had a bilateral meeting with MIIT on 12 October 2017 in Beijing, during the
course of which a discussion of China’s views on the Instrument review process was raised. Japan
reported the summary of this bilateral meeting to the WP6 bureau members at the bureau meeting which
took place on 19 October 2017. According to this summary, MIIT’s position is the following.

e MIIT is interested in developing a legally binding Instrument to ensure normal competitive
conditions in shipbuilding industry.

e  MIIT will not be able to attend the 125th session of the WP6 as it needs more time to reflect on
this invitation and requires the following information for internal coordination in China;

1. "Necessity" (why a new Instrument is necessary);
2. "Expected output" (what contents would be included in the new Instrument); and

3. “Achievability" (how likely would the upcoming negotiation reach an agreement).
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e MIIT may participate in the 126th WP6 in spring 2018, if MIIT can conclude internal
coordination with China’s State Council and other related ministries.

e  MIIT’s concern is that the new negotiation would fail for the same reasons as in past negotiations
which took place in 2002-2005 (Special Negotiating Group) and 2010. In this context, MIIT
stressed that the cause of the failure experienced in 2005 and 2010 needs to be resolved before
starting a new negotiation. It is important for MIIT to persuade China’s State Council and other
related ministries in China on this issue.

e MIIT wishes that the OECD Secretariat approaches China, preferably through diplomatic
channels so as to accelerate the internal coordination between Chinese ministries.

15. Given that China expressed its interest in the establishment of a legally binding shipbuilding
Instrument, and that most WP6 delegates prefer to engage in discussions with a view to finding agreement
on such an Instrument if China participates, the following section includes a possible road map and
approach to encourage China to participate to the Instrument review process. Taking into account MIIT’s
requests (1), (2) and (3) above, the Secretariat has prepared in Annex III some elements explaining the
necessity, expected output and achievability of the negotiation, which could serve as a basis for a
document to be sent to China in the coming weeks.

Proposed Road map for the Instrument review process
16. The Secretariat proposes the following road map for the Instrument review process.

a) 21 November 2017 (at the 125" session of the WP6); The WP6 discusses on the scope of
possible issues which can be included in the discussion on the new shipbuilding Instrument.

b) Early 2018; The Secretariat [and bureau members] will visit China and have a meeting with MIIT
(and relevant stakeholders such as CANSI) in Beijing.

— The agenda of the possible meeting above would include the scope of issues which could be
brought up for discussion on the basis of a scoping paper to be elaborated by the Secretariat
following the discussion taking place on 21 November. The draft scoping paper (see ANNEX
I1I for a preliminary version) will be circulated to the WP6 delegates prior to the meeting via
written procedure.

¢) 15-16 May 2018 WP6 meeting; Discussion at the 126" session of the WP6 (the scope of the
discussion would depend on intersessional discussion with China)

— Depending on China’s reaction, a possible draft mandate for an Ad hoc Negotiating Group
for the new shipbuilding Instrument can be prepared.

Actions

17. Delegates are invited to discuss and approve the road map above and discuss on the items which
can be brought up for discussion in the Instrument review process (ANNEX II) Delegates are invited to
discuss the approach to be followed to engage China in the negotiation and accompanying documents to be
prepared and send to China (ANNEX IV).
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ANNEX : COMMENTS SUBMITTED BY DELEGATES

Croatia

Although we are of opinion that the 1983 Instruments should be a legally-binding Instrument for all
OECD members (and any interested/participating non-Members), before such Instruments becomes
legally-binding, it should be established the Body (on the level of OECD) which will follow the possible
disruption of such Instruments. Also, all participating countries should prepare the reports to the OECD
Body on, for example, 6 months basis, stated in reports all measures taken and results reached. Such
OECD Body should have the power to take the legal action against the country(ies) which are not
following the Instrument rules. In case the Secretariat can take the role of said Body, all the procedure
could be easier and simplified. Finally, in case that the majority of Members decide for legally-binding
Instruments, the Secretariat should prepare a draft mandate for future discussion and approval by WP6
members.

Regarding the Objectives, for the time being, we do not have proposal for any additional objectives,
but we are of opinion that future intervention(s)/changes (regarding Objectives) to once approved and
signed Instruments, should be possible. As far as present Instruments can be reviewed on 1-year basis, we
do support such approach in the future.

The obstacles to normal competitive conditions should be listed in Instruments and the criteria for
inclusion should be designed to select measures which are likely to distort the market. Such criteria and the
List should be discussed and mutually agreed between the Members, before signing the Instruments.

The Mechanism for ensuring the transparency could be based on the previously mentioned 6 months
reports. The Secretariat could prepare the draft of the content and form of the reports, which should be
discussed and finally agreed.

Regarding the recommendation related to measures addressing excess capacity, we are of opinion the
“Structural adjustment” and “Public financial contributions” (as described in details in
C/WP6(2016)6/REV 1), could be incorporated in the new Instruments.

We are hoping that our comments would help (together with other countries' proposals) the Secretariat
to establish the concrete proposal for the new Instruments, which shall reflect the standpoints of the
majority of the Members and shall lead us to better and more fair market competition rules.
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Denmark

In the light of the recent discussions of promoting the participation of the main players in the
shipbuilding market, notably China, we hereby submit our thoughts on the future institutional
arrangements of the WP6,

We think that it is essential that China becomes a part of the work in the WP6, and their participation
would increase the relevance and impact of the WP6 work. The secretariat has previously suggested that
the work with participation of non-OECD members, such as China, could take place:

in the WP6 in an extended format: it would be possible for the OECD Council to invite non-
OECD Members to participate in the discussions in accordance with the Revised Resolution of
the Council on Partnerships in OECD Bodies [C(2012)100/REV1/FINAL, Annex, paragraph 6]
or through an ad hoc decision of the Council; or

in an Ad hoc Negotiating Group formally separated from the WP6, where all interested countries
would participate on equal footing, Such group could be seen positively by non-WP6 Members
and may increase the likelihood of their participation. The establishment of such a group would
require the approval of a mandate by WP6 members and other participants. In practical terms,
some of the meetings of this negotiating group would be back-to-back with WP6 meetings. Its
mandate could also allow organizing additional meetings. However, the supporting work for this
informal working group especially if other meetings are organized not back-to-back with WP6
meetings would have significant resources implications for the WP6 Secretariat.

We would prefer the work to take place in the WP6 in an extended format. In terms of the second
option suggested, the delegates would need more detailed information on the institutional details for an ‘ad
hoc negotiating group’ and what it practically means. Moreover, we are hesitant to any arrangements
which could imply further resources implications for the WP6 and the WP6 Secretariat.
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Germany

WP6 members agreed that the 1983 Instruments should undergo a thorough revision (possibly
through a consolidation). Should the 1983 Instruments aim at a legally binding Instrument? If
yes, should the secretariat prepare a draft mandate for discussion and approval by WP6 members
and other interested countries?

—  German answer: If all relevant shipbuilding nations (especially China) are included and are
willing to sign such an agreement, we should aim at a legally binding Instrument, in best case
with reference to the intended results of the TWG, such as regulated minimum premia
regarding the export credit guarantees for ships (with a matching clause). This would ensure a
level playing field in the international ship building sector but also give flexibility for the ship
building nations.

The current objectives of the 1983 Instruments are to remove ,,obstacles“ to normal competitive
conditions as well as to address excess capacity and structural adjustments. Should the 1983
Instruments have additional objectives? If so, what should be the additional objectives of new
Instruments?

— German answer: In our view there is no need for additional objectives than those set out in
Annex I and Annex II of document [C/WP6(2017)8].

Should the obstacles to normal competitive conditions in the shipbuilding industry be listed in the
1983 Instrument? If yes, should the current list be updated? What criteria for inclusion should be
used? Should the criteria be designed to select measures which are likely to distort the
shipbuilding market? If no, how can ,,obstacles* to normal competitive conditions be removed?

— German answer: In our view there is no need to define other obstacles than those already
mentioned in the 1983 Instrument [C/WP6(2017)8, Annex I and Annex IIJ.

The WP6 increases transparency in the shipbuilding market through the Inventory of support
measures, peer reviews and the question and answers exercise. What mechanisms should be
included in 1983 Instrument to ensure transparency in the shipbuilding market?

— German answer: A possible agreement/new Instrument should contain transparency
measures. The Inventory of support measures has proven to be a good tool to gather
information about the measures on national level.

The Revised General Guidelines encouraged measures addressing excess capacity. More
recently, some policy recommendations were developed in the WP6 report on imbalances in the
ship building market [C/WP6(2016)6/REV1]. Which recommendations of the WP6 report on
imbalances in the shipbuilding market should be incorporated in the new Instrument?

— German answer: Germany supports the view that structural adjustments should be privately-
driven, It is necessary to incorporate the possibility for states to give their shipyards
,wstructural change support* in a new Instrument, since the shipyards (especially in Asia) will
have to restructure and reduce capacities.

Do WP6 delegates agree to commit resources to conduct the Instrument revision?
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— German answer: This question will be subject to internal discussions within the German
ministries. (It may be beneficial to first make sure that the relevant players (such as China)
join the table before we elaborate an agreement in detail.)
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Italy

Same position as Sea Europe

12



Japan

C/WP6(2017)13

Legal nature and format:

WP6 members agreed that the 1983 Instruments should undergo a thorough revision (possibly
through a consolidation) [C/WP6(2016)11/REEV1]. Should the 1983 Instruments aim at a legally-
binding Instrument? If yes, should the Secretariat prepare a draft mandate for discussion and
approval by WP6 members [and other interested countries]?

— Japan thinks it is important that the Secretariat would analyse the past discussion of the
Shipbuilding Agreement negotiation before starting discussion of legal nature. Japan’s
position on legally-binding depends on if China participates in discussion of making new
Instrument(s).

— If China participates, Japan would support legally-binding.

— And if China’s participation is not clear, Japan thinks it is one way to postpone
discussion of legal nature and start discussion from other discussion points.

— Regardless of legal nature, Japan expects the new Instrument(s) to be sufficiently
effective in removing market distorting policy support in shipbuilding sector.

Objectives:

The current objectives of the 1983 Instruments are to remove “Obstacles” to normal competitive
conditions as well as to address excess capacity and structural adjustment. Should the 1983
Instruments have additional objectives? If so, what should be the additional objectives of new
Instrument(s)?

— Japan thinks objectives of new Instrument(s) should be same as the current objectives of the
1983 Instruments.

Scope of “obstacles” to normal competitive conditions:

Should the obstacles to normal competitive conditions in the shipbuilding industry be listed in the
1983 Instrument? If yes, should the current list be updated? What criteria for inclusion should be
used? Should the criteria be designed to select measures which are likely to distort the
shipbuilding market? If no, how can “Obstacles” to normal competitive conditions be removed?

— Japan thinks the contents of new Instrument(s) should be concrete enough to ensure
effectiveness and not to be like principle, so the obstacles to normal competitive conditions in
the shipbuilding industry should be listed in new Instrument(s).

— Japan thinks measures which are likely to distort the shipbuilding market should be listed.
But Japan doesn’t support to start discussion from criteria of inclusion because criteria of
market distorting are so obscure that the discussion would easily face difficulty. Japan thinks
it would be better that, first of all, the Secretariat would list up the measures widely referring
to the following related documents and discussions, and then, the WP6 would discuss which
measure should be included in new Instrument(s).

— The 1983 Instruments
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— The Agreement on Subsidies and Countervailing Measures
— Shipbuilding Agreement

— The WP6 report on imbalances in the shipbuilding market [C/WP6(2016)6/REV 1]

— The discussion in the agenda of “policy development”
Mechanisms for ensuring transparency:

e The WP6 increases transparency in the shipbuilding market through the Inventory of support
measures, peer reviews, and the questions and answers exercise. What mechanisms should be
included in 1983 Instruments to ensure transparency in the shipbuilding market?

— Japan thinks what mechanisms should be included in new Instrument(s) may depend on legal
nature and what contents would be incorporated in new Instrument(s).

Recommendation related to measures addressing excess capacity:

e The Revised General Guidelines encouraged measures addressing excess capacity. More
recently, some policy recommendations were developed in the WP6 report on imbalances in the
shipbuilding market [C/WP6(2016)6/REV1]. Which recommendations of the WP6 report on
imbalances in the shipbuilding market [C/WP6(2016)6/REV 1] should be incorporated in the new
Instrument?

— Japan thinks important elements of the recommendations of the WP6 report on imbalances in
the shipbuilding market should be incorporated in new Instrument(s).

Resources implications:
e Do WP6 delegates agree to commit resources to conduct the Instrument revision?

— Japan agrees to commit resources to conduct the Instrument revision.
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Legal nature and format:

WP6 members agreed that the 1983 Instruments should undergo a thorough revision (possibly
through a consolidation) [C/WP6(2016)11/REEV 1]. Should the 1983 Instruments aim at a legally-
binding Instrument?

— Non-legally binding

If yes, should the Secretariat prepare a draft mandate for discussion and approval by WP6
members [and other interested countries] ?

— Korea thinks it would be best to maintain the current non-legally binding nature cause there
are concerns about the possibility of undermining the participation of non-members if the
OECD Instruments become legally binding,

Objectives:

The current objectives of the 1983 Instruments are to remove “Obstacles” to normal competitive
conditions as well as to address excess capacity and structural adjustment. Should the 1983
Instruments have additional objectives? If so, what should be the additional objectives of new
Instrument(s)?

— Adding to the elimination of market distortion factors, it is also necessary to find key factors
or hindrances to the sustainability of the shipbuilding industry in the context of
environmental changes such as expanded FDI, and to identify best practices of each nation.
Through this process, WP6 will provide an opportunity for participating nations to explore
ideas for further developing the global shipbuilding industry.

Scope of “obstacles” to normal competitive conditions:

Should the obstacles to normal competitive conditions in the shipbuilding industry be listed in the
1983 Instrument? If yes, should the current list be updated? What criteria for inclusion should be
used? Should the criteria be designed to select measures which are likely to distort the
shipbuilding market?

— It is necessary to add local contents, exchange rate policy, and policies encouraging domestic
placement of orders (requiring domestic products to be shipped by domestic ships).

Mechanisms for ensuring transparency:

The WP6 increases transparency in the shipbuilding market through the Inventory of support
measures, peer reviews, and the questions and answers exercise. What mechanisms should be
included in 1983 Instruments to ensure transparency in the shipbuilding market?

— Inventory is likely to be ineffective as a way to secure transparency since it could be limited
to a certain form or a frame. Therefore, Korea supports Q&A on the grounds that it would
allow timely judgements to be made through instant questions and answers when the need
arises.
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Recommendation related to measures addressing excess capacity:

e The Revised General Guidelines encouraged measures addressing excess capacity. More
recently, some policy recommendations were developed in the WP6 report on imbalances in the
shipbuilding market [C/WP6(2016)6/REV1]. Which recommendations of the WP6 report on
imbalances in the shipbuilding market [C/WP6(2016)6/RIEV 1] should be incorporated in the new
Instrument?

— A policy is needed to limit the establishment or expansion of new capacity (docks, cranes,
etc.) to the minimum volume of repair and maintenance facilities needed to operate shipyards.
A cautious approach also needs to be taken when it comes to expanding investment in
overseas ship yards.
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Answers from Norway to questions in the Discussion paper for the review of the Instruments
maintained by the OECD Council Working Party on Shipbuilding (C/WP6(2017)8):

Legal nature and format:

WP6 members agreed that the 1983 Instruments should undergo a thorough revision (possibly
through a consolidation) [C/WP6(2016)11/REV 1]. Should the 1983 Instruments aim at a legally-
binding Instrument?

— Norway would prefer a legally binding Instrument. However, we do not see it as a realistic
approach unless all the largest shipbuilding nations participate in the negotiations.

If yes, should the Secretariat prepare a draft mandate for discussion and approval by WP6
members [and other interested countries] ?

— Yes.

Objectives:

The current objectives of the 1983 Instruments are to remove “Obstacles” to normal competitive
conditions as well as to address excess capacity and structural adjustment. Should the 1983
Instruments have additional objectives? If so, what should be the additional objectives of new
Instrument(s)?

— Norway deems the current proposed objectives to be satisfactory.

Scope of “obstacles” to normal competitive conditions:

Should the obstacles to normal competitive conditions in the shipbuilding industry be listed in the
1983 Instrument? If yes, should the current list be updated? What criteria for inclusion should be
used? Should the criteria be designed to select measures which are likely to distort the
shipbuilding market?

— The current list should be updated and combined with a more general "catch-all clause”
which prohibits measures having equivalent effect as those specifically listed. We have not
considered which criteria should be used to select these measures.

Mechanisms for ensuring transparency:

The WP6 increases transparency in the shipbuilding market through the Inventory of support
measures, peer reviews, and the questions and answers exercise. What mechanisms should be
included in 1983 Instruments to ensure transparency in the shipbuilding market?

~ We believe that the WP6 should continue to increase transparency through the existing
activities like the Inventory, peer reviews and the questions and answers. We would be
willing to consider a new notification procedure or other mechanisms. How to include any
non-WP6-members covered by the new Instrument in the mechanisms should be taken into
account.

17



C/WP6(2017)13

Recommendation related to measures addressing excess capacity:

e The Revised General Guidelines encouraged measures addressing excess capacity. More
recently, some policy recommendations were developed in the WP6 report on imbalances in the
shipbuilding market [C/WP6(2016)6/REV1]. Which recommendations of the WP6 report on
imbalances in the shipbuilding market [C/WP6(2016)6/REV 1] should be incorporated in the new
Instrument?

—~  We think that the recommendations in the chapter 8 of the report is a good starting point and
should be taken into account.

Resources implications:
e Do WP6 delegates agree to commit resources to conduct the Instrument revision?

— Yes.
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Poland

Poland considers that there is a need for revision of 1983 Instruments document however due to the
fact that China, as one of the largest shipbuilding economy, is not participating in the WP6 meetings a
legally binding status as proposed would not bring an added value to the main objectives of the 1983
Instruments. Having said this Poland agrees to remove the list of categories of obstacles and leave the
catalogue fully open. As for the recommendations of the Report of imbalances we should take into account
these ones that follow the objectives of 1983 Instruments.

o  Legal nature

— Poland considers any discussion on legally binding status futile for the time being as China is
not participating. If so the issue will be open for discussion.

e  Objectives
— Poland considers that the list of categories of obstacles should be removed.
e  Obstacles

— Poland considers that the discussion on obstacles should be fully open, and the list of
obstacles may not be necessarily included in the Instrument.

e  Excess capacity

~ The recommendations of the Report of imbalances should be taken under discussion.
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Romania
Participation of non-members :
e  Possible options for the institutional arrangements of the discussions.
— A : Option 1, at the WP6.
Legal nature :
e  Should the 1983 Instruments aim at a legally-binding Instrument?

— A : Non-legally binding Arrangements / Guidelines, applicable to all Adherents (interested
Members and non-Members).

¢  Should the Secretariat prepare a draft mandate for discussion and approval by WP6 members and
other interested countries?

— A Yes, discuss draft mandate at the 125th WP6 meeting. If possible, to invite China too to
attend the 125th WP6 meeting.

Objectives :

e Should the 1983 Instruments have additional objectives? If so, what should be the additional
objectives of new Instrument(s)?

— A :No.
Scope of “obstacles” to normal conditions :

e Should the obstacles to normal competitive conditions in the shipbuilding industry be listed in the
1983 Instrument?

— A Yes, the obstacles to normal competitive conditions in the shipbuilding should be listed
in the 1983 Instrument, but such obstacles must be assessed and decided by consensus by all
Adherents. The assessment criteria shall be as such as to be chosen only the “obstacles” that
may determine beyond the doubts the market distortion.

Mechanisms for ensuring transparency :

e  What mechanisms should be included in 1983 Instruments to ensure transparency in the
shipbuilding market?

— A : The existing mechanisms, i.e. Inventory of support measures, peer reviews, and the
questions and answers exercises are good enough and sufficient to reach the purpose. It is
not necessary for WP6 to figure out additional mechanisms to these existing ones. All we
really need is to learn how to consolidate the mutual trust and respect and by conducting the
discussions to the consensus. As first objective in this respect, we believe that must come up
with positive measures as to determine that responses by the Adherents be more and more
transparent and clear.
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Recommendation related to measures addressing excess capacity :

e Which recommendations of the WP6 report on imbalances in the shipbuilding market
[C/WP6(2016)6/REV 1] should be incorporated in the new Instrument?

— Financial contributions aiming at capacity reduction
— Employment reallocation support
— Structural change support
— Operational control aiming to contribute to a smooth structural change into other activities
— Support measures to the demand side
Resources implications :
o Do WP6 delegates agree to commit resources to conduct the Instrument revision?

— A : No, we do not commit to allocate resources.
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Turkey

We support the view that a robust policy of sanctions is a must during the revision/replacement
process of the WP6 shipbuilding Instruments to achieve its goal.

The proposed Instrument should be legally binding on the parties and the coverage of main player
Non-OECD Members is indispensable.

We also support the proposed further work that is necessary for the Instrument revision including the
establishment of ad-hoc negotiation group.
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European Commission

The EU seeks to eliminate factors that distort normal competitive conditions in the shipbuilding
industry and is interested in in exploring viable options for instrument review. The premise for success in
an eventual agreement is that this would cover all the areas of relevance in today's market, which may well
go beyond those covered in previous discussions. Therefore, as a first step, we believe that WP6 should
reflect on which areas would be necessary to cover in agreement to ensure its relevance. We therefore
suggest that we dedicate the upcoming meeting to set in motion an exercise to identify those areas amongst
WP6 participants. Above and beyond subsidies and pricing, these could include for example:

. other government support measures that distort competition,

. level playing field among enterprises of all types of ownership,
. local content requirements,

. public procurement,

. intellectual property rights and technology transfer,

. mergers and acquisitions and competition policy,

. bankruptcy procedures,

° transparency.

Further reflection on the scope of the instrument should be included in the discussion.

This first discussion (which would benefit the insights provided by the industry to industry meeting to
take place on 16 November) would be followed by intersessional work to identify by Q1 2018 the relevant
areas necessary for an agreement amongst ourselves—and, from the WP6 perspective, with China. This
work would answer the questions as to necessity and feasibility for an agreement. At that stage we would
decide on potential next steps like a workshop with China in Q2 2018 to take this matter forward.
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Sea Europe

OECD INSTRUMENT REVIEW (INCLUDING POSSIBLE RELAUNCH OF NEGOTIATIONS OF A
GLOBAL SHIPBUILDING AGREEMENT)

SEA EUROPE PRELIMINARY POSITION
1. INTRODUCTION

In December 2016, the OECD Council Shipbuilding Working Party 6 (hereinafter referred to as
“WP6”) agreed to launch a thorough revision of the two 1983 OECD Instruments, notably the “Revised
General Arrangement for the Progressive Removal of Obstacles to Normal Competitive Conditions in the
Shipbuilding Industry”, and the “Revised General Guidelines for Governmental Policies in the
Shipbuilding Industry”. The afore-mentioned revision includes the possibility to re-launch the negotiations
of a global shipbuilding agreement.

SEA Europe — the European Shipyards’ and Maritime Equipment Association — welcomes the
opportunity to share the following preliminary comments in relation to the OECD Instrument review
process. The present document is submitted in response to the OECD Secretariat’s request for initial input
from WP6 delegates following the discussions at the WP6 meeting of 18-19 April 2017.

SEA Europe looks forward to contributing to this important process and plans, therefore, to submit
additional comments with regard some of the elements below identified following more in-depth internal
consideration and consultation with its Members.

2. THE CONTEXT

The full value chain of the European shipbuilding industry with all its different products and services,
including its extensive supply chain, operates in a truly global market. As shipbuilding is considered of
strategic importance in some third countries, large volumes and various forms of state support have a long
track record and are causing distortions to normal market functions.

Currently, shipping and shipbuilding are experiencing a particularly long downward cycle phase. The
poor earning situation of shipping companies has brought down the investment

Capacity and increased price pressure in the market. To safeguard continuation of operations some
third country yards are desperate enough to accept again orders below cost,

It is a fact that shipbuilding operates under a unique absence of trade rules. The specific nature of the
product and its market prevent WTO rules to be applied in an effective way. Long running efforts to
establish a legally binding global regime under the OECD have so far not succeeded. The 1994 Agreement
was never ratified and the latest attempt to conclude a new shipbuilding agreement was, as known,
abandoned in 2010,

However, it is worth highlighting that with the shipbuilding market currently suffering its worst
downturn over the last decades, market conditions have totally changed since then, and it can be
reasonably assumed that appetite for change may have now grown sufficiently. There is indeed a growing
awareness nowadays amongst all main global shipbuilding and shipping market players that cut-throat
competition of shipyards increases instability, volatility, speculation and overcapacity. Hence, international
rules need to be established to ensure that past mistakes are not repeated.
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3. KEY ELEMENTS OF SEA EUROPE’S PRELIMINARY POSITION

General: SEA Europe strongly supports the relaunch of negotiations, under the aegis of the OECD, of
an international Instrument aimed at establishing effective rules that could restore level playing field in
global shipbuilding. The negotiations shall review and address all market distorting factors, in particular
support measures, unfair pricing practices adopted on a systematic basis and other practices which distort
normal competitive conditions in the world shipbuilding industry, as well as mechanisms to deal with
these.

Legal format: SEA Europe support discussions to focus on developing a legal binding Instrument,
preferably in the form of a global shipbuilding agreement, which includes a dispute settlement and
preferably also a retaliatory mechanism if legal obligations are violated.

Participation of Non-OECD countries: SEA Europe strongly believes that the most appropriate
forum to negotiate such an agreement would be the OECD. However, an Instrument which would only
apply to OECD members will most likely not be able to ensure the fulfilment of the ultimate objective of
creating restoring competitive conditions in shipbuilding. It is vital that China is included in these
discussions, due to its status as the world’s biggest shipbuilder and due to its status as a non-market
economy.

Objectives of the Instrument: SEA Europe holds the view that the removal of barriers to normal
competitive conditions as well as access to address overcapacity and structural adjustments should be the
key objectives. The Instrument should contain both anti-subsidy provisions and targeted mechanisms
tackling the systematic adoption of unfair, distortive pricing practices in the shipbuilding market which
could operate in support of the afore-mentioned anti-subsidy discipline. SEA Europe Members
representing national shipbuilding industries directly affected by such developments have expressed the
view that recent extreme cases of indebtedness and consequent bail-outs were mainly the result of lasting
unsustainable pricing policies; hence global rules would be urgently needed to prevent the initial cause for
the accumulation of debts, i.e. prices below costs. It is worth recalling that the existing antidumping rules
(i.e. WTO Antidumping Code) do not effectively address distorting pricing practices in the shipbuilding
sector, amongst others due to the fact that ships are rarely produced in (large) series and are rarely
imported in the sense known for most other products. The inclusion of targeted provisions tackling unfair
pricing practices could therefore facilitate the application of one of the core pillar of the WTO system to
the shipbuilding industry. Moreover, from today‘s perspective, such mechanism would have notably
contributed to a more balanced market and reduced the impact of purely speculative ordering.

Scope of “obstacles” to normal competitive conditions: the scope of the new Instrument should be
as broad as possible with regard to the list of “obstacles” represented by government intervention
specifically targeted to shipbuilding. More specifically, it should cover public support measures of any
kind (direct and indirect) and at any level (central, local, public owned agencies, banks/pension funds etc.).
SEA Europe would support an approach whereby certain support measures (to be further defined) may be
nevertheless allowed under specified conditions. These may include by way of example the following
types of measures: export and home credits consistent with the OECD SSU rules, certain RDI activities,
assistance to workers affected by closure of shipyards, and restructuring support combined with production
limitations. Perhaps, an option could be to consider adopting a combined system, i.e. establishment of
general criteria together with an illustrative list. In SEA Europe’s view, the rules included in the Instrument
however would not necessarily need to address all the “obstacles” to normal competitive conditions, but
rather e.g. let a future IWG export credit agreement (or OECD SSU rules) govern the ability for
governments to grant export finance to shipbuilding, or let the WTO Technical Barriers to Trade
Agreement restrict the use of technical standards, which might create trade distortion.
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Transparency: SEA Europe holds the view that more robust transparency, monitoring and reporting
obligations are needed. Transparency in shipbuilding markets is essential and therefore a future
shipbuilding Instrument should include provisions which require federal and sub-federal governments or
state owned authorities/institutions to 1) publish any relevant information concerning their programs,
support measures, technical regulations, which might have an (non-competitive) impact on the
shipbuilding industry, 2) report any types of financial transactions directed to the shipbuilding industry.

4. CONCLUSIONS

Achieving a healthy and balanced market, by tackling the sources of the current challenges through
internationally agreed rules, is and should be a shared interest of the global shipping and shipbuilding
community. Given today’s dramatic situation in the world shipbuilding and shipping markets, pursuing
such an important goal is of vital importance which can no longer be procrastinated.

SEA Europe stands ready to play a constructive role in the forthcoming process, and remains
available for any further information of clarification that may be needed at this stage.

The above list of considerations constitutes a preliminary contribution which will be supplemented as
necessary in the course of the upcoming discussions.

26



C/WP6(2017)13

ANNEX I1: POSSIBLE ITEMS WHICH CAN BE BROUGHT UP FOR DISCUSSION ON THE
NEW SHIPBUILDING INSTRUMENT

Inputs from delegates

The Secretariat received comments on the Instrument review from delegates after the 124™ session of
the WP6. While most delegates wish to include existing objectives and items in the new Instrument, the
following possible items which may fall under the scope of the new Instrument were suggested by some
delegates in their comments on the “Objectives” and Scope of “obstacles” to normal competitive
conditions;

e  Subsidy disciplines (Anti-subsidy provisions and other government support measures that distort
competition)*

e  Pricing disciplines (Targeted mechanisms tackling distortive pricing practices)

e Policies addressing excess capacity (this may considered as a sub-item of the first and/or second
items)

e  Local contents requirement
e Intellectual property rights and technology transfer
e Level playing field among enterprises of all types of ownership
e Public procurement
e  Mergers and acquisitions and competition policy
e  Bankruptcy procedures
¢  Exchange rate policy
Discussion points

In order to avoid duplication of the ongoing discussions in other international forum, it appears useful
to examine if the items mentioned by delegates are specific to the shipbuilding sector.

Common legal deficiencies in applying WTO framework to the ship sector

As recognised by delegates in past SBA negotiations, the specific characteristics of the shipbuilding
industry complicate the application of the provisions of the WTO rules such as the WTO Agreement on

: Some delegates highlighted that discussions on export credits for the ship sector taking place at the
International Working Group on Export Credits (IWG) should be taken into consideration.

27



C/WP6(2017)13

Subsidies and Countervailing Measures (ASCM) and the Agreement on the Implementation of Article V1
of GATT 1994 (Anti-dumping Agreement).

It is commonly mentioned that the specific characteristics of the shipbuilding industry prevent the
effective implementation of countervailing measures in the form of countervailing duties to ships, as
countervailing duties can only be imposed by registered countries (i.e. Panama, Liberia and Marshall
Islands) which do not have shipbuilding industry and hence would not have any motivation to impose such
duties. Based on the Understanding on rules and procedures governing the settlement of disputes (DSUY’,
this legal deficiencies derived from the special characteristics of the ship sector may be problematic not
only in the context of the ASCM and Anti-dumping Agreement but also of the Agreement on Trade
Related Aspects of Intellectual Property Rights (TRIPs) and other WTO rules. However, according to
article 22 3. (b) of the DSU, countries may be able to take countervailing measure by suspending
concessions in other sectors if it is not practicable or effective to suspend concessions or other obligations
to the same sector(s).

Article 22. 3 of the DSU

3. In considering what concessions or other obligations to suspend, the complaining party shall
apply the following principles and procedures:

(a) the general principle is that the complaining party should first seek to suspend concessions
or other obligations with respect to the same sector(s) as that in which the panel or Appellate
Body has found a violation or other nullification or impairment;

(b) if that party considers that it is not practicable or effective to suspend concessions or other
obligations with respect to the same sector(s), it may seek to suspend concessions or other
obligations in other sectors under the same agreement;

(¢) if that party considers that it is not practicable or effective to suspend concessions or other
obligations with respect to other sectors under the same agreement, and that the
circumstances are serious enough, it may seek to suspend concessions or other obligations
under another covered agreement; (...snip...)

As the article 22 3. (b) of the DSU enable the WTO frameworks to be effective also for the ship
sector, a question still remains whether imposing countervailing duties to other sectors is optimal or not.
Having this recognition in mind, the following sub-sections discuss whether and how specific
characteristics of the shipbuilding industry affect the implementation of existing international framework
and how these issues are prominent in the shipbuilding sector.

@ Subsidy disciplines and pricing disciplines

Subsidy disciplines and pricing disciplines were the main items discussed in the previous Shipbuilding
Agreement negotiations which took place between 2002 and 2005. These two items fell under the scope of
the previous negotiation as the specific characteristics of the shipbuilding industry complicate the
application of the provisions of the WTO Agreement on Subsidies and Countervailing Measures (ASCM)
and the Agreement on the Implementation of Article VI of GATT 1994 (Anti-dumping Agreement).

More concretely, special characteristics of ships include the fact that they are normally exported to
registered countries, and hence, recognised as a global single market in which any fiscal and regulatory

Annex 2 of the WTO Agreement.
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trade barriers (i.e. custom, regulation, and transport cost) has been removed. Due to these specific
characteristics, there are several legal deficiency/invalidity in the ASCM and Anti-dumping Agreement in
addition to difficulties in imposing countervailing duties to ships. For example;

e Although the ASCM define the prohibited subsidies as subsidies contingent upon export
performance and the use of domestic over imported goods, subsidies to shipyards are provided on
the premise that their products (i.e. ocean going ships) are to be exported, and hence, all subsidies
to shipyards can be recognised as prohibited subsidies within the meaning of the ASCM;

e Specific characteristics of the shipbuilding market recognised as a global single market
complicate the identification of dumping within the meaning of the Anti-dumping Agreement, as
this specific characteristic gives less possibility to identify dumping by comparing the export
price with domestic price of a similar product. The singularity of each ship makes difficult to
compare the price of a vessel with that of a like product.

The WP6 has tried several times* to conclude a legally binding agreement including subsidy
disciplines and pricing disciplines in order to establish normal competitive conditions taking into account
these special characteristics of the shipbuilding industry.

(ii) Local Content Requirements (LCR)

Local Content Requirements (LCR) are measures which require domestic industries to source a
specified percentage of intermediate goods/supplied services locally. By protecting domestic markets
against the imports of foreign goods, LCRs represent barriers to free trade and to establish normal
competitive conditions. A possible shipbuilding Instrument incorporating LCRs in or with an impact on the
shipbuilding industry should be in line with Article 1II:4 of GATT on “National Treatment on Internal
Taxation and Regulation” which states that;

“The products of the territory of any contracting party imported into the territory of any other
contracting party shall be accorded treatment no less favourable than that accorded to like
products of national origin in respect of all laws, regulations and requirements affecting their
internal sale, offering for sale, purchase, transportation, distribution or use. The provisions of this
paragraph shall not prevent the application of differential internal transportation charges which
are based exclusively on the economic operation of the means of transport and not on the
nationality of the product.”

The existing international rules for LCRs (i.e. Article III:4 of GATT) are not specifically applied to
shipbuilding but are also applied to other sectors; however, paragraph 3 (a)’ of GATT 1994 includes

While the agreement in 1994 has been successfully negotiated but not entered into force, the negotiations
in 2002 to 2005 were paused due to insurmountable disagreements. Efforts to restart negotiations in 2010
had to be given up before a common mandate could be defined.

® Paragraph 3. (a) of GATT 1994; The provisions of Part II of GATT 1994 shall not apply to measures
taken by a Member under specific mandatory legislation, enacted by that Member before it became a
contracting party to GATT 1947, that prohibits the use, sale or lease of foreign-built or foreign-
reconstructed vessels in commercial applications between points in national waters or the waters of an
exclusive economic zone. This exemption applies to: (a) the continuation or prompt renewal of a non-
conforming provision of such legislation; and (b) the amendment to a non-conforming provision of such
legislation to the extent that the amendment does not decrease the conformity of the provision with Part II
of GATT 1947. This exemption is limited to measures taken under legislation described above that is
notified and specified prior to the date of entry into force of the WTO Agreement. If such legislation is
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exemptions for the application of Article IIT and XI, and as a result, the Jones Act (see following section)
in the United States has been exempted from the application of GATT 1947. In more details, this article
stipulates that the good in question needs to be treated not less favourable than national origin goods and
the product needs to be ‘like’ the national origin good. (WTQ®

Selection of LCRs in or with impact on the shipbuilding industry:

The following LCRs target the shipbuilding industry or have an impact on this industry. In general,
the requirement to locally source a percentage of input for ship construction prevents a) yards outside of
the country from selling vessels to the country which has established the LCR, or b) prevents yards inside
of the country from sourcing their input (e.g. marine equipment supply) from possibly more competitive
foreign suppliers.

e US Jones Act (1920): Vessels qualified to engage in US coastwise trade must be built in the US,
owned by US entity, equipped by 75% with US crew and US flagged (i.e. cabotage).

e  US Energizing American Maritime Act (2020) From 2020: 15% of LNG and crude oil exports to
be transported on US flagged vessels (i.e. cabotage). From 2025: threshold will be raised to 30%.
To be intended: requirement of ships being locally built.

e  Brazil: LCR in oil and gas sector (1999) Contractual commitments as part of concession contracts
(e.g. oil licenses) require oil companies to procure a minimum percentage of equipment and
services from local suppliers. The government intends to reduce the LCRs (not confirmed yet).

e  China: Scrap and build subsidy (2010) Promotion of demolition of Chinese owned vessels which
have not reached the statutory service life and new-orders of vessels built at Chinese yards. In
2014 the subsidy rate was raised by 50%.

¢  Russia: Regulation on the use of ships for the exploration and exploitation of mineral and other
inanimate resources (2007) Oil produced in the Arctic zone of the Russian Federation shall be
transported by Russian flagged ships and vessels built at Russian shipyards (i.e. cabotage).

Overall, while existing international rules for LCR (i.e. Article III:4 of GATT) are not specifically
applied to shipbuilding but also applied to the other sectors, there are exemptions specifically targeted for
the US Jones Act. Moreover, policy developments related to local content requirements specific to the ship
sector were more prominent in recent years, notably in non-WP6 member economies.

(i) Intellectual property

The WTO defines intellectual property rights (IPR) as “the rights given to persons over the creations
of their minds.*” IP is protected so that the imitation of an invention is prevented and the innovator can
reap its benefits through commercialization. For this protection of IPR, there are currently two
international regimes in place:

subsequently modified to decrease its conformity with Part II of GATT 1994, it will no longer qualify for
coverage under this paragraph.

Source: https://www.wto.org/english/res e/booksp e/analytic_index_e/gatt1994_02_e.htm#article3

Source : https://www.wto.org/english/tratop_e/trips_e/intel1_e.htm
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e The World Intellectual Property Association (WIPQ), which is an UN agency, administers 24
international treaties, among those the Paris Convention and the Berne Convention.

e The Agreement on Trade Related Aspects of Intellectual Property Rights (TRIPs), administered
by the WTO, sets out minimum standards that have to be met by the national legislation of the
member countries. In doing so, it builds on and incorporates previous standards as the Paris
Convention and Berne Convention but also includes new elements.

The TRIPS agreement introduced intellectual property law into the international trading system and
remains the most comprehensive international agreement on intellectual property. Among the various
dimensions of IP discussed in the agreement, the parts dealing with industrial designs and patents are the
most relevant for the area of shipbuilding. As all major shipbuilding economies are signatories to the WTO
(and thus also to TRIPs), provisions regarding IPR in a new SBA could not be less stringent than those in
the TRIPs agreement. Article 25 and 26 for instance outline that the protection of industrial designs that
meet the requirements of being new or original shall amount to at least ten years. Patents, which are
regulated in Articles 27 to 34, enjoy protection of at least twenty years from the filing date. Patents are
available to inventions that meet the requirements of being new, involving an inventive step and having an
industrial application.

Limitations of IPR protection and enforcement in respect to shipbuilding

Despite the broad scope of patent protection in general, there are specific difficulties with regard to
ships. In other sectors, products with patent infringements that are imported into a national legislation
where the respective patent is registered can be diverted from commercial use for instance via destruction
of the respective good. Furthermore, importers of those products can be fined to deter future sourcing of
counterfeit products. Ships, however, are only temporarily passing through national waters and their
respective jurisdictions, and as such they are not imported and do not fall under the same regulations.

Moreover, if vessels had td conform to legislation in each national jurisdiction they enter throughout
their lifetime, this would significantly inhibit international trade.® Article 5 of the Paris Convention
(Patents: Patented Devices Forming Part of Vessels, Aircraft, or Land Vehicles) therefore explicitly limits
the rights of patent holders in the case of shipbuilding in order to facilitate international trade’:

“In any country of the Union the following shall not be considered as infringements of the rights of
a patentee:

(i) the use on board vessels of other countries of the Union of devices forming the subject of his
patent in the body of the vessel, in the machinery, tackle, gear and other accessories, when such
vessels temporarily or accidentally enter the waters of the said country, provided that such devices
are used there exclusively for the needs of the vessel;...”

In effect, this means that patent infringements can be prosecuted only if the patent is registered in the
flag country of the ship that contains the counterfeit part. Merely entering waters of a country where the
patent is registered is not sufficient to warrant litigation.

Source:  Study on the Competitiveness of the European  Shipbuilding Industry,
https://ec.europa.eu/docsroom/documents/10506/attachments/ 1/translations/en/renditions/pdf

For the complete text please see http://www.wipo.int/wipolex/en/details.jsp?id=12633
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(iv) Other Issues

Other issues raised by delegates such as exchange rate policies, level playing field among enterprises
of all types of ownership, public procurement, mergers and acquisitions and competition policy, and
bankruptcy procedures are neither specific to nor prominent in the ship sector, and hence, has been
discussed in cross sectoral context. For example, exchange rate policy has been discussed in IMF in
accordance with the Section 1 (iii) of Article IV of Agreement of the International Monetary Fund which
mentions that each member shall avoid manipulating exchange rates or the international monetary system
in order to prevent effective balance of payments adjustment or to gain an unfair competitive advantage
over other members. Therefore, it may be more appropriate to discuss these issues in cross sectoral
international frameworks.

However, some of these issues such as the level playing field among enterprises of all types of
ownership and bankruptcy procedures may fall within the scope of subsidy disciplines. Discussion is
needed to clarify the relationships among these items raised by delegates and compartmentalize these items
before preparing the draft scoping paper presented in ANNEX IV.

Summary

This ANNEX discussed the items to be brought up for discussion in the Instrument review process. In
order to avoid duplication of the ongoing discussion in the other international frameworks, discussion
should be made from the perspective of whether the items raised are specific to or prominent in
shipbuilding industry. The following table summarises the international frameworks focusing on these
issues raised by delegates and legal deficiencies due to the specific characteristics of the shipbuilding
industry.

Table 2. Possible items to be brought up for discussion and relevant international frameworks

Items raised by International Countervailing Additional legal deficiencies due to specific
delegates framework measures characteristics of ships

Subsidy WTO ASCM sub-optimal Less possibility to identify prohibited subsidies

disciplines within the meaning of the ASCM

Pricing disciplines | WTO Anti-dumping sub-optimal Less possibility to identify dumping by
Agreement comparing the export price with domestic price

of like product

LCRs Article Ill:4 of GATT sub-optimal Exception for the US Jones Act in GATT

Intellectual WTO TRIPs and WIPO | sub-optimal Exception for vessels temporarily or

property accidentally entering the waters of the said

country (Article 5ter of Paris Convention)

Exchange rate
policy

IMF article 4 section 1

(iii)
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ANNEX III : ELEMENTS RELATED TO THE POSSIBLE SCOPE FOR A NEW INSTRUMENT
IN THE CONTEXT OF THE QUESTIONS RAISED BY CHINA

Given the fact that China expressed its interest to participate in the Instrument review in particular if
the goal is to develop a legally binding Instrument and that most WP6 delegates prefer a legally binding
Instrument aiming to ensure normal competitive conditions if China participates, it appears useful to follow
an approach which is compatible with China’s wishes.

As in the proposed road map in this document, a meeting between China and the WP6 bureau
members can be set prior to the 126™ WP6 meeting. A scoping paper may be useful to exchange views
between China and bureau members in order to decrease the probability of a failure of negotiations at a
later stage. The following note in Annex IV presents a proposed draft scoping paper to be discussed by
WP6 delegates. As the MIIT indicated that it will not be able to decide whether to participate to the
negotiations unless the necessity, expected output and achievability of the negotiations are sufficiently
clearly assessed, these key elements are presented in this Appendix.
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ANNEX IV: DRAFT SCOPING PAPER FOR A NEW INSTRUMENT TO ESTABLISH NORMAL
COMPETITIVE CONDITIONS IN THE SHIPBUILDING INDUSTRY

The OECD Council Working Party on Shipbuilding (WP6) had decade-long discussions on policies
and measures affecting normal competitive conditions in the international shipbuilding market, recognising
that the specific characteristics of the shipbuilding industry complicate the application of the provisions of
international framework such as the WTO Agreement on Subsidies and Countervailing Measures (ASCM)
and the Agreement on the Implementation of Article VI of GATT 1994 (Anti-dumping Agreement).

The WP6, [at its 125™ session and succeeding intersessional discussion], has agreed to start
developing a shipbuilding Instrument aiming to ensure normal competitive condition in the shipbuilding
industry. The following items will be brought up for the negotiation. The participants do not prejudge
whether to include all these items in the shipbuilding Instrument to be developed. WP6 members and other
major shipbuilding economies are expected to participate to the Instrument review process. All members
participate on an equal footing,

a) Possible items to be brought up for the negotiation; (TBD, based on the discussion in the WP6
meeting)

¢ Subsidy disciplines (Anti-subsidy provisions)

—Necessity; The shipbuilding industry has experienced a significant downturn. The
industry has recently faced a persistent situation of excess capacity with global
capacity utilisation rates (CURs) ranging between 50% and 60% which is significantly
lower than CURs in 2005 and 2010 when the past negotiations were paused. In this
persistent situation of low shipbuilding industry activity, the magnitude of government
interventions (i.e. support measures) supporting the shipbuilding industry appear to be
significant. Thus, establishing normal competitive conditions and ensuring well-
functioning market mechanisms become an ever more pressing issue
(C/WP6(2017)18). As subsidies to shipyards are provided on the premise that their
products (i.e. ocean going ships) are to be exported, and hence, all subsidies to
shipyards can be recognised as prohibited subsidies within the meaning of the ASCM,
the existing legal framework in the WTO is unable to reduce the level of government
interventions.

—-Expected output; A legally binding subsidy discipline which complement the existing
international framework. The discussion would be restarted based on the output of the
previous negotiation which took place between 2002 and 2005.

—[Achievability; A tentative agreement on support measures discipline and differential
treatment has been reached in the negotiations which took place from 2002 to 2005.
Given the great gap between initial positions, the convergence of views was very
significant. The negotiations from 2002 to 2005 thus showed the potential for
compromise of many parties and revealed considerable flexibility on all sides. The
draft agreement reached in 2005 could eventually be used as a starting point for future
negotiations if participants to the new negotiations agree. (C/WP6(2017)18) As all
delegates shared the recognitions that ensuring well-functioning market mechanisms
became an ever more pressing issue in recent years, and as previous negotiations
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showed the potential for compromise of many parties, the subsidy discipline itself
seems to have a relatively high probability of reaching an agreement. ]

e Pricing disciplines (Targeted mechanisms tackling distortive pricing practices)

—Necessity, The current newbuilding prices are low. The Clarksons Newbuilding Price

Index reached its lowest value in more than 10 years in the first quarter of 2017
(Clarksons Newbuilding Price index). These low prices were driven by muted demand
for the shipbuilding industry. The average operating profitability of shipbuilding
companies (Ebitda over sales) decreased from 10% to 4% between 2010 and 2014
(C/WPG6(2017)18). As the specific characteristic of the shipbuilding market gives
countries less possibility to identify dumping by comparing the export price with
domestic price of like product, the legal deficiency still remains in the current existing
international framework and cannot resolve the persistent weak market situation.

-Expected output; A legally binding pricing disciplines which complement the existing

international framework. The discussion would be restarted based on the output of the
previous negotiation which took place between 2002 and 2005.

—[Achievability; The major unresolved issue at the Special Negotiating Group (SNG)

which took place between 2002 and 2005 was if (and how) to include a pricing
discipline. Eventually, at the 12™ session (high level meeting) of the SNG, the
Chairman reported to the SNG that in his view without some kind of common ground
on the issue of pricing there was little likelihood of concluding an agreement and
concluded to suspend, or pause, the negotiation for an unspecified term.
(C/WP6(2017)18) Further analysis on market or study on competition law may
increase possibility to bridge the significant gap that appeared in the past negotiation.]

e [Local contents requirement]

—Necessity;, TBD depending on the discussion in the WP6

-Expected output; TBD depending on the discussion in the WP6

~[Achievability; TBD depending on the discussion in the WP6]

e [Intellectual properties]

—Necessity;, TBD depending on the discussion in the WP6

-Expected output; TBD depending on the discussion in the WP6

—[Achievability; TBD depending on the discussion in the WP6]

b) Institutional arrangement

The discussion could take place during WP6 meetings or in an Ad Hoc Negotiating group formally
separated from the WP6. In both cases, the WP6 Secretariat will facilitate the discussion by preparing

discussion papers.
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Background

1. The Sector Understanding on Export Credits for Ships (hereafter “SSU”) has been maintained by
the SSU Participants who retain responsibility through the WP6 for that Understanding, in co-operation
with the Participants to the Arrangement on Officially Supported Export Credits {C/WP6(2013)9/REV2].
Since 2012, the discussion on the SSU has been suspended in order to avoid duplication of work with the
International Working Group on Export Credits (IWG), established in 2012, and to signal the OECD’s
support for the multilateral talks taking place under the IWG. After having heard a report on the progress in
the IWG, the WP6 decided at each meeting since 2012 to continue suspending the discussions at the IEG.

2, In April 2017, some delegates discussed at the 124™ session of the WP6 on the possibility to
include Mobile Offshore Units (MOUs) in the scope of the SSU. WP6 delegates notably asked the
Secretariat to clarify the meaning of the last sentence of article 2 (a) of the SSU’. This also triggered a
discussion on the possibility to revise the SSU at WP6 meelings without reactivating the 1IEG. Following
the clarification made by a representative of the Directorate for Legal Affairs at the 124" session of the
WP6, it was considered possible to discuss a potential revision of the SSU at a WP6 meeting if all
Participants to the SSU including the two countries which are not WP6 members (Australia and New
Zealand) were invited to participate to this discussion [C/WP6/M(2017)1, Item 6].

3. At the same time, the Participants to the Arrangement on Officially Supported Export Credits
along with their technical experts are currently working on possible reforms to the minimum interest rate
(CIRR) regime. Since the SSU contains no corresponding provisions on interest rates or any aspect of the
CIRR, the interest rate rules of the Arrangement apply. Should Participants to the Arrangement agree on
CIRR reforms, the text of the Arrangement regarding CIRR would be modified and would, normally, be
applicable to transactions supported according to the terms and conditions of the SSU. Therefore, in
accordance with article 10c of the SSU, SSU Participants will have to examine this reform proposal and
decide whether or not it should apply to the SSU.

4. Against this backdrop, the Secretariat invited the Participants to the SSU to the 125™ session of
the WP6 in order to discuss potential amendment of the SSU. The proposals from the Secretariat include;
(i) potential addition of the provisions on validity of CIRRs and application of CIRRs (ANNEX I); and (ii)
inclusion of MOUs in the scope of the SSU (ANNEX I1I). The proposed SSU text including these two
changes is shown in ANNEX III,

Actions

5. SSU Participants are invited to discuss the potential amendment of the article 2 a) and the
potential addition of new articles 6 and 7 in the SSU.

Last sentence of article 2 (a) of the SSU : “Floating docks and mobile offshore units are not covered by the
Sector Understanding, but should problems arise in connection with export credits for such structures, the
Participants to the Sector Understanding (hereinafter the “Participants”), after consideration of
substantiated requests by any Participant, may decide that they shall be covered.”
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ANNEX I: PROPOSAL TO INCLUDE CURRENT CIRR PROVISIONS OF 2017
ARRANGEMENT IN THE SECTOR UNDERSTANDING ON EXPORT CREDITS FOR SHIPS
(SSU)

I CONTEXT

6. The Participants to the Arrangement on Officially Supported Export Credits along with their
technical experts are currently working on possible reforms to the minimum interest rate (CIRR) regime.

7. Since the SSU contains no corresponding provisions on interest rates or any aspect of the CIRR,
the interest rate rules of the Arrangement apply. Should Participants to the Arrangement agree on CIRR
reforms, the text of the Arrangement regarding CIRR would be modified and would, normally, be
applicable to transactions supported according to the terms and conditions of the SSU. Therefore, in
accordance with article 10c of the SSU, SSU Participants will have to examine this reform proposal and
decide whether or not it should apply to the SSU. As stated in Article 10c, in the event that SSU
Participants decide that the changes should not be applied, they would be obliged to enter into discussions
with the participants to the Arrangement “with a view to seeking resolution of the issues”. In the end,
however, it is for the SSU Participants to decide whether or not the changes in the Arrangement text related
to the CIRR should apply to transactions supported according to the SSU.

8. On 1 September 2017, the Chairman of the technical experts to the Participants of the
Arrangement circulated a proposal on CIRR operational reforms. In short, the proposal seeks to limit the
time period during which a member can hold and lock-in a CIRR rate and sets a price for such practices. In
order to take account of the particularities of the shipping sector mentioned by some Arrangement
Participants who are also SSU Participants and in order to facilitate the emergence of a consensus among
Participants to the Arrangement regarding the proposal, the Chairman suggested that it may be desirable as
an interim measure for the SSU Participants to undertake the steps necessary for the changes not to be
implemented for transactions supported according to the terms and conditions of the SSU.

II PROPOSAL

9. In order to allow sufficient time for the SSU Participants to undertake their assessment of the
changes in respect of the SSU, and to avoid having this issue complicate the work being done by the
Participants, the Chairman of the TEP has suggested that the current rules of the Arrangement regarding
interest rates that are subject to change in his proposal (i.e. the rules which govern CIRR holding practices,
including the pricing of interest rate holds) be maintained in the SSU.

10. In order to achieve this objective, it would be necessary for the current provisions of the
Arrangement on the validity and the application of the CIRR to be imported into the text of the SSU, thus
establishing the necessary corresponding provisions which would prevail instead of the text of the
Arrangement. This would mean including current articles 21 and 22 of the Arrangement into the SSU (See
Annex III). In practice, this would absolutely maintain the current obligations regarding interest rates for
transactions supported according to the terms and conditions of the SSU and allow for current practices to
continue unchanged until such time as the SSU has completed its assessment of the changes. In addition,
delegate can note that including these articles on CIRR in the SSU would allow the SSU to take a step in
moving towards becoming a stand-alone agreement.
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ANNEX II: PROPOSAL TO INCLUDE MOBILE OFFSHORE UNITS IN THE SCOPE OF THE
SECTOR UNDERSTANDING ON EXPORT CREDITS FOR SHIPS (SSU)

I CONTEXT

11. At the 124™ WP6 meeting, some delegates asked the Secretariat for clarification on the
interpretation of the last sentence of article 2 a) of the SSU, notably on whether Mobile Offshore Units
(MOUs) fall under the scope of the SSU. Although the SSU does not cover MOU, it does not simply
exclude MOUs from its scope, as it provides a possibility to include MOUs in the scope of the SSU after
consideration of substantiated requests by any Participant to the SSU.

e Last sentence of article 2 a) of the SSU: “... Floating docks and mobile offshore units are not
covered by the Sector Understanding, but should problems arise in connection with export
credits for such structures, the Participants to the Sector Understanding (hereinafter the
“Participants”), after consideration of substantiated requests by any Participant, may decide
that they shall be covered.”

12. As some WP6 delegates showed interest on including MOUs in the scope of the SSU, SSU
Participants may discuss if they wish more broadly on the coverage of the SSU at the 125™ session of the
WP6, as all SSU Participants including Australia and New Zealand have been formally invited to
participate in the session of the WP6 on export credits for ships.

II PROPOSAL

13. The potential amendment allowing the inclusion of MOUs in the SSU scope would require the
following changes:

e removing “and mobile offshore units” from the last sentence of the article 2 a)

o adding “mobile offshore unmits,” into the brackets of the first sentence of the article 2 a) (see
ANNEX III).
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ANNEX III: PROPOSED NEW SSU TEXT

CHAPTER I: SCOPE OF THE SECTOR UNDERSTANDING

1. PARTICIPATION

The Participants to the Sector Understanding are: Australia, the European Union, Japan, Korea, New
Zealand and Norway.

2. SCOPE OF APPLICATION

This Sector Understanding, which complements the Arrangement, sets out specific guidelines for
officially supported export credits relating to export contracts of:

Any new sea-going vessel of 100 gt and above used for the transportation of goods or persons, or
for the performance of a specialised service (for example, mobile offshore units, fishing vessels,
fish factory ships, ice breakers and as dredgers, that present in a permanent way by their means of
propulsion and direction (steering) all the characteristics of self-navigability in the high sea), tugs
of 365 kw and over and to unfinished shells of ships that are afloat and mobile. The Sector
Understanding does not cover military vessels. Floating docks and-mebite-effshere-units are not
covered by the Sector Understanding, but should problems arise in connection with export credits
for such structures, the Participants to the Sector Understanding (hereinafter the “Participants”™),
after consideration of substantiated requests by any Participant, may decide that they shall be
covered.

Any conversion of a ship. Ship conversion means any conversion of sea-going vessels of more
than 1 000 gt on condition that conversion operations entail radical alterations to the cargo plan,
the hull or the propulsion system.

1) Although hovercraft-type vessels are not included in the Sector Understanding, Participants
are allowed to grant export credits for hovercraft vessels on equivalent conditions to those
prevailing in the Sector Understanding. They commit themselves to apply this possibility
moderately and not to grant such credit conditions to hovercraft vessels in cases where it is
established that no competition is offered under the conditions of the Sector Understanding.

2) In the Sector Understanding, the term "hovercraft" is defined as follows: an amphibious
vehicle of at least 100 tons designed to be supported wholly by air expelled from the vehicle
forming a plenum contained within a flexible skirt around the periphery of the vehicle and the
ground or water surface beneath the vehicle, and capable of being propelled and controlled by
airscrews or ducted air from fans or similar devices.

3) It is understood that the granting of export credits at conditions equivalent to those prevailing
in this Sector Understanding should be limited to those hovercraft vessels used on maritime
routes and non-land routes, except for reaching terminal facilities standing at a maximum
distance of one kilometre from the water. TAD/PG(2017)1
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St

CHAPTER II : PROVISIONS FOR EXPORT CREDITS AND TIED AID

MAXIMUM REPAYMENT TERM

The maximum repayment term, irrespective of country classification, is 12 years after delivery.

4,

CASH PAYMENT

The Participants shall require a minimum cash payment of 20% of the contract price by delivery.

5.

a)

b)

6

REPAYMENT OF PRINCIPAL AND PAYMENT OF INTEREST

The principal sum of an export credit shall be repaid in equal instaiments at regular intervals of
normally six months and a maximum of 12 months.

Interest shall be paid no less frequently than every six months and the first payment of interest
shall be made no later than six months after the starting point of credit.

For export credits provided in support of lease transactions, equal repayments of principal and
interest combined may be applied in lieu of equal repayments of principal as set out in
paragraph a).

Interest due after the starting point of credit shall not be capitalised.
A Participant to this Sector Understanding intending to support a payment of interest on different

terms than those set out in paragraph b) shall give prior notification at least ten calendar days
before issuing any commitment, in accordance with Annex VIII of the Arrangement.

X VALIDITY OF CIRRs

The interest rate applying to a transaction shall not be fixed for a period longer than 120 days. A margin of

20 basis points shall be added to the relevant CIRR if the terms and conditions of the official financing

support are fixed before the contract date.

7.

APPLICATION OF CIRRs

a) Where official financing support is provided for floating rate loans, banks and other financing

b)

8.

institutions shall not be allowed to offer the option of the lower of either the CIRR (at time of the

original contract) or the short-term market rate throughout the life of the loan.

In the event of a voluntary, early repayment of a loan of or any portion thereof, the borrower shall
compensate the government institution providing official financing support for all costs and
losses incurred as a result of such early repayment, including the cost to the government
institution of replacing the part of the fixed rate cash inflow interrupted by the early repayment.

MINIMUM PREMIUM

The provisions of the Arrangement in relation to minimum premium benchmarks shall not be applied until
such provisions have been further reviewed by the Participants to this Sector Understanding.



C/WP6(2017)18

Summary of previous shipbuilding negotiations and recent
changes in the shipbuilding industry






as() [EPIFO 104

81(L102)9dM/D

gsisug JIQ - ysysuy

»

For Official Use C/WP6(2017)18

Organisation de Coopération et de Développement Economiques
Organisation for Economic Co-operation and Development 02-Nov-2017

English - Or. English
COUNCIL
WORKING PARTY ON SHIPBUILDING

Summary of previous shipbuilding negotiations and recent changes in the shipbuilding industry

21 November, 2017
Paris, France

Action: This document is submitted for discussion following the request of the WP6 at its 124th session.

1t is intended to serve as background to the discussion on the WP6 Instrument Review.

Contact: Mr. Laurent Daniel, Tel.: +33 (0)1 45 24 18 69; E-mail: laurentc.daniel@oecd.org, Mr. Kei
Ito, Economist/Policy Analyst, +(33-1) 45 24 91 31, E-mail: Kei.Ito@oecd.org
Mr. Christian Steidl, Trainee, E-mail: christian.steidl@oecd.org; Tel.: +33 (0)1 45 24 98 84

JT03422098

This document, as well as any data and map Included herein, are without prejudice to the status of or soverelgnty over any territory, to the
delimitation of International frontlers and boundaries and to the name of any territory, clty or area.




C/WP6(2017)18

TABLE OF CONTENTS

TABLE OF CONTENTS suasissususnisnentsssssrseassssssasonissss sisossssdorissadssspasssssaseavn siimsmso i o sobpesssisssondsinsvionss 2
EXECUTIVE SUMMARY iisusisosimiinssssiavisesississsisissiasssiossisssisiiatssiorssmiismsiiissiiisividibssii 3
IEIOQUCLION. ...ttt ettt ier e trsse st sas e be s st sss e st s s sasssananseseseesstesnnaesessabenesassssssaseressasessssnnns 4
Agreement Respecting Normal Competitive Conditions in the Commercial Shipbuilding And Repair
INAUSETY ottt e s st b e st sas e bess s s e e e ssesesnesesenessesearssessenesesnaserasersesaantns 4
Backgroundgamimsasmimams i s i i i e S SR e e IR e 4
PrOVISIONS vttt et s r et s b e e st ese st sestesnensrssassassseessabesssessestssnnessassesans 4
The Injurious, Pricing Code, cemssmusesssunsnsmsmmuammmysus snmiossnsispiasesyssimssr s o ispeh s s ssvssmess 5

The eventual pitfall: the entry into fOrce ClauSe......ccovveverieeicrrerrerinesee e seenes 5
Negotiations for a new Shipbuilding Agreement from 2002 t0 2005........ccocvieeiveeerrerecreeesnesereeseesnnses 5
Background Gisismiiimamnins s @ s e st ssrasios i A ss f4e e A s en iR vha e ey s T et np kb e 5
ISSUES AISCUSSE....euvvirrissseicoririsnisesariesnessnsarsessssenesessessesessesarassansensssensnsssenenssnmnessasessnsenesensnsesansessrassesnnsans 6
Differential Treatment and Eligibility Criteria........ovreiccrmrnmmrcrinisssunierssarerseseseiasmssssesmesassessssssssssseses 6
SUDSIAIES. ...t cveveninietireres ettt st cse s et ee e ettt se b s s se e st b et eae b e s e se bk e s et eesba e et et e b e b e et one 7
Other prohibited SUPPOTt MEASUIES......cccovvererirereerieresserisieesessssesenisseresteresesssrensssessssesessssessessnsersseesassens 8
Notifications: i e e i T oo A N oY RS AP SV Spaem EeaR Y Ao nsieas 9
Dispute settlement and reMEIES . .......cuiriirueieienieierirsismresisessrseisesssessseessssmsssssssssesmesssssessssenssasssss 9
EXPOrt and hOmME CIEAIS. . .e.cuiiciiieceriiiaieiiessiiesissisiesisessessssessssssesbesssssaesassesesasassasasssssensssensssssesessaasesassen 9
PIICINE cooviicicrcii e e e b e b e s b e 10
Summary of agreements and diSAZIEEMENLS ......cvcvvcerierisrieerinrererireirrseriereresrenteseresresrsssssnenssressessasseses 10

The negotiations for a new mandate for a SBA in 2010......cccvevevrrrirerirneninenenccseernironmosnssessnresssesssenes 11
Recent Market Development and Prospects For Future Negotiations ..........cccveecenenmuinieinininismesnsessen 11
IMATKEE CHANEES ... coveiveieiiiiiicieeee s e e csese s seesee s eraeb s b e sasbae e beehe st snssresnesnnsamssseeneneesnedbeses seeaseneensnnsnnse 11
Changes in selected SUPPOTt MEASUIES ......ccvrevesirireereeienienesiesieniessseserssessesssesesassessessessessassessosasssosens 14
Prospects for fUture Negotiations .......covvvverecrrircnrennierieresee e see st e e e se e e e e e ronns e sessnes 15
REFERENCES ...ttt sesssstiesstsssissmssssiessessssestssessssessssnssssssenssssssssssassssesesssnsssssessenssssssssasens 16



C/WP6(2017)18

EXECUTIVE SUMMARY

The main aim of the WP6 is to restore normal competitive conditions in the shipbuilding industry. In
order to achieve this goal, the WP6 members have tried several times to conclude a Shipbuilding
Agreement (SBA) in the past, which has so far not resulted in a binding agreement.

In its 124th session in April 2017, WP6 member countries requested a summary of previous attempts
to conclude a Shipbuilding Agreement in order to learn from discussions in the past.

This paper follows this request and aims to give an overview of previous attempts to conclude a SBA.
In doing so, it focuses on disagreements between countries split by specific provisions of the agreement,
especially during the negotiations from 2002 to 2005. This might help delegations to gain an insight into
the reasons explaining the failure of previous discussions and might ideally contribute to avoiding these in
any prospective future attempt to conclude a new shipbuilding instrument. The review of the latest attempt
to restart negotiations in 2010 could also help delegates to deepen their understanding of the reasons for
previous failures.

The SBA developed in 2005 is mainly composed of the support measures discipline and pricing
discipline. Despite its eventual failure to conclude an agreement, the negotiations in the Special
Negotiating Group (SNG) from 2002 to 2005 showed the potential for compromise of many parties and
revealed considerable flexibility on all sides concerning the support measures discipline. Meanwhile, the
major unresolved issue was if (and how) to include a pricing discipline. Eventually, at the 12™ session
(high level meeting) of the SNG, the Chairman reported to the SNG that in his view without some kind of
common ground on the issue of pricing there was little likelihood of concluding an agreement and
concluded to suspend, or pause, the negotiation for an unspecified term (C/WP6/SNG(2005)4). In 2010,

the effort to restart negotiations failed before a common mandate could be defined due to the same reason
(i.e. inclusion of pricing discipline).

Over the past decade, the shipbuilding industry has experienced a significant decline. The industry has
recently faced a persistent situation of excess capacity with capacity utilisation rates (CURs) ranging
between 50% and 60% which is significantly lower than CURs in 2005 and 2010 when the past
negotiations were paused. In this persistent situation of low shipbuilding industry activity, government
interventions (i.e. support measures) to the shipbuilding industry appear to be significant. Thus,
establishing normal competitive conditions and ensuring well-functioning market mechanisms has become
an ever more pressing issue in recent years.
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Introduction

1. With the objective of establishing normal competitive conditions in the shipbuilding industry, the
WP6 has tried several times to conclude -a binding Agreement tackling these issues. So far, these efforts
have not been successful. While the agreement in 1994 had been successfully negotiated but did not enter
into force, the negotiations in 2002 to 2005 were paused due to insurmountable disagreements. Efforts to
restart negotiations in 2010 had to be given up before a common mandate could be defined.

2, In its 124" session in April 2017, WP6 member countries requested a summary of previous
attempts to conclude a Shipbuilding Agreement as well as an overview over market changes. This paper
provides this summary. The lessons learnt shall help to facilitate future negotiations and inform about
potential caveats before they might occur. It also describes the changed market circumstances that
underline that a discipline in the shipbuilding market is required for the economic health of the industry.

Agreement Respecting Normal Competitive Conditions in the Commercial Shipbuilding And Repair
Industry

Background

3. Signed in 1994 after five years of negotiation, the “Agreement Respecting Normal Competitive
Conditions in the Commercial Shipbuilding and Repair Industry” (hereafter “the 1994 Agreement™) was
due to enter into force on 15 July 1996 once all Parties ratified the Agreement. With the Commission of the
European Communities, and the Governments of Finland, Japan, the Republic of Korea, Norway, Sweden
and the United States taking part, the Agreement covered about 80% of the world’s shipbuilding industry
at the time. Establishing legally binding measures, the 1994 Agreement was seen as a major step towards
restoring normal competitive conditions. With its wide coverage it was also hoped that it could exert some
gravitational pull and set a standard for other major shipbuilding economies. The entry into force clause
stipulated that the Agreement required the ratification by all members in order to become effective. As the
U.S. was unable to ratify the Agreement, it has never entered into force.

Provisions

4. The 1994 Agreement covers a wide range of direct as well as indirect support measures that
would be prohibited. This also included a reference to pricing and a binding dispute settlement body.
Despite this comprehensive coverage, the Agreement also contained some measures that were excluded
from prohibition. The four permanent exceptions were export credits, home credits, R&D support and
social support for displaced workers.

5. Further exceptions were granted to restructuring programmes that were currently underway (for
shipyards in Korea, Belgium, Portugal and Spain) as well as clauses to account for the “Jones Act” in the
United States which includes domestic build provisions.

6. Should a country be found guilty of violating the 1994 Agreement, the chosen remedy was for
the respective country to discontinue the prohibited support measure and for the shipyard to pay back the
received monies. In case of non-compliance the sanctions could include a denial to the shipbuilder in
question to complain about dumping or suspending concessions for products by the country adversely
affected by the subsidies. In determining such suspensions, preference should be given to those that are
related to the product or products associated with the violation, (Article 8 of the 1994 Agreement)
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The Injurious Pricing Code

7. Because of the difficulty to include such a provision in later shipbuilding agreements, the
Injurious Pricing Code in the 1994 Agreement is especially interesting to note. It was the first (and so far
only) time an anti-dumping instrument was applied for the case of shipbuilding. The injurious pricing code
closely resembled the according regulation in GATT 1994 and adapts it for shipbuilding.

8. After the initiation of one Party to the Agreement claiming to be injured by pricing practices from
another, investigation authorities would become active. In a first step they would try to determine injurious
pricing by comparing the price of the vessel with either the price of a like vessel (either exported from the
accused country or its domestic price) or the production costs of the vessel plus a normal profit margin. In
a second step they would try to ascertain whether the export of the vessel actually did harm the
complainant’s domestic industry by looking at various factors like sales and profits but also employment,
wages, efc.

9. If found guilty, the shipbuilder in question would have to pay an 'injurious pricing charge' or
alternatively void the sale of the vessel. In case no action would be taken within 180 days, sanctions could
be applied. These would consist of the complainant denying onloading and offloading privileges for ships
from this shipbuilder for a maximum of four years, resulting in a potential loss of orders for the shipbuilder
in question.

The eventual pitfall: the entry into force clause

10. Although successfully negotiated, the 1994 Agreement could not enter into force, as the
ratification of all members was required. This, however, did not happen, so that the Agreement never
entered into force. Subsequent negotiations have been, and continuously will have to be, aware of this
issue. Defining a minimum percentage of shipbuilding economies instead of naming all countries that have
to ratify the agreement might be an alternative.

Negotiations for a new Shipbuilding Agreement from 2002 to 2005
Background

11, In order to ascertain the support for a new shipbuilding Agreement, the European Commission,
Japan, Korea and Norway initiated an industry hearing that was held in April 2002. This meeting revealed
mentioned the view of the industry that the 1994 Agreement would not be sufficient to address all pertinent
questions, making necessary a more comprehensive overhaul, which should also include major non-OECD
shipbuilding economies. During the 101* session of the WP6, the proposal to convene a Special
Negotiation Group in order to restart negotiations about a Shipbuilding Agreement that also included non-
OECD economies was met with broad support by WP6 members (C/WP6/M(2002)1).

12. In June 2002, the OECD Council gave the Special Negotiating Group a mandate for discussions
until 2004, which was later extended to the end of 2005. The mandate outlined the aim to negotiate a new
Shipbuilding Agreement until the end of 2005, which would be aimed “to bring about normal competitive
conditions in the world commercial shipbuilding and repair industries.” (as referred to in C/WP6(2007)3).

13. This overview draws on original positions found in the summary records of SNG meetings as
well as the last considered draft agreement text (Working Paper 5/Revl) and the subsequent compromise
proposal (Working Paper 6) provided by the Secretariat for the 12™ and last session of the SNG. The
OECD “Report On The Final Status Of The Negotiations On A New Shipbuilding Agreement”
(C/WP6(2007)3) also provides a very insightful overview of the negotiations from 2002 to 2005.

5
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Issues discussed
Coverage and entry into force

14. During the first session of the negotiations, the Special Negotiating Group (SNG) suggested that
the agreement should apply to commercial shipbuilding as well as ship repair, but leave out military
vessels. No agreement on the size of ships to be covered could be found, but tugs were to be included from
365kW and above.

15. In later sessions, the Delegate of China proposed 1 000 gt as a threshold, and also suggested that
the minimum size of tugs should be increased accordingly (which was set at 365kW and above in the
previous meeting). He also noted that “domestic fishing vessels” should not be covered. Furthermore,
China suggested that “reconditioning” and “repairing” should not be included in the coverage of the new
Agreement. Other delegations as well as the Secretariat however supported including ship repair, as those
facilities could also be used for ship building.

16. In the Working Paper 5/REV1, agreement was found on including tugs from 365kW, but no
consensus had been reached on the threshold for ships, for which delegates remained divided between 100
and 1 000 gt. In the Secretariat’s compromise proposal (Working Paper 6), presented at the 12™ meeting, it
was mentioned that the Agreement would cover ships over and including 100 gt and fishing vessels over
and including 500gt, as well as tugs with 365 kW and above. The original wording of “military vessels”
was changed to “government service vessels” in order to also include patrol boats for instance, which were
to be excluded from the Agreement. For ships and tugs, these arrangements represent the same threshold as
in the 1994 Agreement, while fishing vessels had not been excluded previously.

17. Concerning the entry into force clause, different options had been raised during the first meeting;
among those were an entry into force after a minimum number of parties and minimum proportion of
shipbuilding economies signed the agreement. Specifically mentioning key shipbuilding economies
necessary to ratify was also considered. In Working Paper 5 /Revl, no consensus (like specific
percentages) on this issue had been reached.

Differential Treatment and Eligibility Criteria

18. During the negottations, all parties agreed to include provisions for differential treatment in the
agreement. There were, however, different positions on the eligibility criteria concerning this treatment.
These were:

1) CGT per employee below a defined threshold'
2) share of world shipbuilding output

3) shipbuilding output per capita

4) GDP PPP threshold

19, Option 1) was seen as not feasible by some delegates as it seemed to be an unreliable
measurement. China and Romania however maintained it would be possible to achieve a precise value (see
C/WP6/SNG/M(2004)4/REV 1). Option 2) was opposed by the Chinese delegation, which rather suggested

Option 3). This proposal was in turn rejected by the Delegate of Japan, who pointed out that shipbuilding
was concentrated in the coastal region and thus should not take into account the size of the entire country.

Among the three main shipbuilding economies, Korea currently has the highest output in CGT per
employee, ahead of Japan and China.
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20. The compromise proposal in Working Paper 6 suggested Option 4) as a single criterion, namely
that economies with a GDP per capita in current prices of less than $US 3 000 per annum shall be eligible
for differential treatment. This status would expire on 31 December 2013 (which represented a time
horizon of about 8 years) or if the economy in question exceeded $US 3 000 GDP per capita in current
prices during two consecutive years, whichever comes first. During the 12® meeting, both Japan and China
pointed out specifically that this would not reflect their respective original position, but that they were
willing to consider the proposal.

21. Concerning the rights arising from differential treatment, China opposed the view of many
delegations that differential treatment should not lead to capacity expansion, as this would hinder the
development of the respective countries because development would often go together with capacity
expansion. The Delegate of China rather suggested the following three measures:

a) Longer transition periods for developing countries

b) Special consideration in implementing domestic or international measures against
developing economies

c) Flexibility for developing countries in their commitments, actions or use of poticy
instruments

22. In the compromise proposal, the Secretariat suggested that Articles 3.2 (c) and (d), which were
respectively prohibiting subsidies for investment and modernisation, would not apply to those parties
eligible for differential treatment. This right would be subject to prior notification about the respective
subsidy. Should no prior notification about these subsidies have taken place, then they would be
automatically become prohibited.

Subsidies
General approach

23. During the first few sessions, broad support emerged for a so-called WTO Plus approach. Starting
from the WTO Agreement on Subsidies and Countervailing Measures (ASCM), this approach would
extend the scope of subsidies as compared to what is in the ASCM based on the presumption that subsidies
are generally market distorting, but some (like closure aid) mot in a way that they should be prohibited. The
rationale for using ASCM as a basis was to avoid ending up with an undesirable WTO Minus agreement.
Adding more subsidies to the list of prohibited measures would allow accounting for the idiosyncrasies in
the shipbuilding industry.

24. Japan supported this approach mentioning that all subsidies are market distorting, and thus should
be disciplined ex-ante. While production and modernization subsidies should be prohibited, others like
R&D subsidies could be exempted.

25. Korea as well agreed to use this definition, not necessarily because all subsidies would be market
distorting, but because government support measures are the real cause for market distortions and thus
require strict regulation.

26. China, however, strongly opposed the WTO Plus approach and argued that the WTO ASCM
regulations would be sufficient. It named several reasons why this would be the case. China argued that the
discussion should not be based on the assumption that all subsidies are trade-distorting. It stated that it had
not found any other subsidy to be market distorting than those already prohibited by the WTO ASCM.
Furthermore, China considered the idea of WTO Plus a prohibition approach and argued it would inhibit
growth in developing countries. The approach would also allow for easier litigation, as only the existence
of a prohibited subsidy would be enough to trigger measures. This, according to the Chinese delegation,
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might result in “frivolous litigation”, harming the normal competitive conditions as it might become a tool
for shipbuilders to proceed against competitors. Furthermore, even an ex ante prohibition would not
guarantee compliance. Finally, actionable subsidies that are shown to be market distorting would still be
prohibited (on China’s position see also “The Subsidy Discipline And The "WTO Plus" Concept,
Comments by the Chinese Delegation™ (C/WP6/SNG(2004)7)).

217. The Delegate of the EU mentioned in response that most of the subsidies in the Annex of the
WTO ASCM were included not based on their market distorting effect but on political consideration.
Moreover, using ex post evaluations in the case of shipbuilding would be rather complicated.

28. Due to the controversy in this issue, the Secretariat provided a compromise (Support measures
outlined three different categories of sub.s_i"c_i.i-és, namely prohibited subsidies, actionable and non-actionable
subsidies. These are detailed in the following.

Prohibited subsidies

29, While the Working paper 5/REV1 only indicates an agreement on prohibiting subsidies for the
production of ships, there was a good chance that consensus could be reached for a more extensive list of
subsidies to be prohibited. Namely, the compromise proposal included subsidies prohibited by the WTO’s
ASCM and article 3.2 (a)-(e) of the compromise proposal, which includes subsidies for the production of
ships as well as for shipyard operation, investment, and modernisation.

Actionable and non-actionable subsidies

30. It was agreed that actionable subsidies should be dealt with in the same way as in the WTO
ASCM framework (C/WP6(2007)3). In general that would mean that a member who claims its industry
had been harmed by an actionable subsidy by a third country would have to provide evidence that a) this
subsidy exists and that b) the domestic industry had been adversely affected (Working Paper 5/REVI1,
Article 18).

31. Concerning non-actionable subsidies, there was general consensus that this list should be
relatively short, but disagreement on sow short exactly. Various kinds of subsidies had been considered to
be non-actionable. Until Working Paper 5/REV1, parties only agreed that aid for closure should be non-
actionable. Discussions about whether this should be considered on the company or yard level revealed
that due to international investments, yard level would be more a reasonable measure and it should be
made sure that these yards are closed permanently. In its ensuing compromise proposal, the Secretariat
suggested the aid for closure of yards, support for R&D as well as aid to promote privatisation as items for
non-actionable subsidies. No agreement was reached, however, on the specific thresholds until which this
kind of support would be allowed.

Other prohibited support measures
32. The last draft agreement mentioned

(a) Partial or total nationalisation of the industry;

(b) Cargo reservation schemes directly linked with domestic shipbuilding and repair requirements;
(¢) Domestic build, repair or domestic content requirements that discriminate in favour of the
domestic industry;

(d) Any government regulation, practice or other measure aimed at ship owners and other third
parties intended to facilitate the purchase of domestically produced vessels.
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33. As all of these were in square brackets, no consensus was found on these issues. In the final
compromise proposal, only points b) and ¢) remained.

Notifications

34. In the last draft agreement, consensus was reached for most of the clauses pertaining to
notifications, which extended requirements of the ASCM to other support measures than subsidies. The
only unresolved issue was the question about the consequences in case a Party did not meet its notification
requirements.

Dispute settlement and remedies

35. Several options concerning the dispute settlement were discussed during the negotiations. Among
those were the use of the WTO system on a fee-for-service basis or other international arbitration
mechanisms — ideas that were soon dropped. The final conclusion was to set up an own dispute settiement
framework within the Agreement, which should eventually be integrated in the WTO Dispute Settlement
Understanding (DSU).

36. Remedies were agreed to be the withdrawal of the subsidy in the case of a prohibited subsidy and
the withdrawal or the removal of adverse effects in the case of an actionable subsidy. In the case of non-
compliance, appropriate countermeasures could be taken. The repayment of subsidies was also considered,
but China and Korea named potential legal problems for this procedure.

Export and home credits

37. During the negotiations, China took the stance that export subsidies would not have to be
considered in the Agreement, as they were already addressed by the ASCM in the second paragraph of
Item (k) of the Illustrative List of Export Subsidies.

38. According to the Working Paper 5/REV1, consensus had eventually been reached that export
credits along the lines of the Sector Understanding on Export Credits for Ships and the Arrangement on
Officially Supported Export Credits would not to be prohibited.

39. Delegates did agree less on home credits however and diverging views were expressed. Korea
was in favour of re-examining the issue of home credits (C/WP6/M(2003)2). Most delegates agreed that
home credits should be treated in the same way as export credits. Opposing this view, China argued that
home credits would be covered in the WTO ASCM anyway and thus would not have to be included in the
new agreement (C/WP6/M(2005)1). An expert group was also divided between these two options of either
excluding the issue or treating it in the same way as export credits (C/WP6/M(2005)3). China eventually
also argued that considering home credits is not necessary as shipowners can choose a flag of convenience
(C/WPG/M(2005)2). In the draft text, no agreement on this issue was found.
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Pricing

40. When the 12" session proceeded to the issue of pricing, the delegates from Korea and China
pointed out that they had always been opposed to a reference on pricing in the agreement. In previous
negotiations, this position has been justified by references to expert meetings which would have shown that
no discipline on pricing and other market distorting practices was necessary and the issue had been
discussed exhaustively. Eventually, however, Korea and China expressed their willingness to discuss the
compromise proposal (in Working Paper 6) submitted by the Secretariat, which resembled a proposal made
by Japan. This proposal outlined that prices should

a) not be affected by government support measures;

b) be based on commercial considerations, including the reflection of competitive advantages;

c) not be affected by pricing practices as determined by Article 2 of the WTO Agreement on
Implementation of Article VI of the General Agreement on Tariffs and Trade.

41, Based on regular submissions of contract prices of ships ordered or built within territories of
members to the agreement, the Secretariat would provide price trends in cgt for each ship type. The extent
of this reporting remained to be discussed. Using these price trends as reference, parties could bring to the
attention of the Party’s Group any sales that it deemed to be significantly lower priced than the general
trend. However, this proposal did not include any provisions on sanction mechanisms such as a Panel with
investigating power, remedies and countermeasures.

42, The EU included it in its own proposal as well, which was similar to the Injurious Pricing Code
in the 1994 Agreement. The EU delegation also stated that, as this proposal was based on the respective
WTO anti-dumping regulation, it should be acceptable to all parties. It furthermore stressed that if there is
no consensus found on the pricing issue now (during that round of negotiations), it is unlikely to be
included in future negotiations.

43, Despite Japan’s call for flexibility on this issue, ensuing consultations revealed that the
differences were insurmountable and the negotiations were thus paused.

Summary of agreements and disagreements

44, The issues of the support measures discipline and differential treatment were resolved in the
negotiations described above as part of an overall package. When comparing this to the great gap in initial
positions, the convergence in views showed considerabie progress. Despite the eventual failure to conclude
an agreement, the negotiations from 2002 to 2005 thus showed the potential for compromise of many
parties and revealed considerable flexibility on all sides. The draft agreement reached in 2005 could
eventually be used as a starting point for future negotiations if participants to the new negotiations agree.

45, A number of unresolved issues remain however; among those the described argument on how to
include home credits in the agreement. The major unresolved issue was if (and how) to include a pricing
discipline. Eventually, at the 12" session (high level meeting) of the SNG, the Chairman reported to the
SNG that in his view without some kind of common ground on the issue of pricing there was little
likelihood of concluding an agreement and concluded to suspend, or pause, the negotiation for an
unspecified term. (C/WPG/SNG(2005)4).

10



C/WP6(2017)18

The negotiations for a new mandate for a SBA in 2010

46. In his opening statement to the meeting held on 26 April 2010, the Chairman, Ambassador
Harald Neple (Norway), noted that according to his observations during previous informal meetings with
the Group of Four (i.e. China, EU, Japan, and Korea), the support for a shipbuilding agreement had been
weakened compared to five years ago, when the necessity for such an agreement was not questioned. He
also indicated that previous negotiations mainly failed due to disagreements among OECD member
countries (C/WP6/M(201011).

47. All member countries agreed that a continuation of discussions would be reasonable at this point
of time as long as all major shipbuilding economies namely the Group of Four consisting of China, the
European Union, Korea and Japan, would participate.

48. On 30 — 31 August 2010, the Group of Four met for an informal meeting during which it
discussed possible versions of a negotiating mandate. Despite reported progress, the pricing issue again
remained unresolved (C/WP6(2010)13).

49, Prior to the second meeting that year, taking place on 12 November 2010, both the EU and Korea
submitted proposals for the factors to be covered by the negotiations, which differed substantially. While
the EU proposal included pricing and other market distorting factors, the Korean suggestion mentioned that
participants should address all factors that they would agree are distorting normal competitive conditions.
Seeing the wide gap between these two proposals, the Secretariat also submitted a compromise proposal
agreement. The Chairman’s proposal was to be considered should no consensus on the two other
documents emerge during the upcoming meeting,.

50. During the 111" meeting, the Secretariat presented the outcome of the informal meeting in Tokyo
and the three proposals mentioned above. Korea also mentioned that it could consider the proposal made
by the Secretariat contained in Working Document 6 from 2005. After discussions, both formal and
informal, it became evident that despite all efforts, no agreement could be found on one proposal or any
variation thereof. The Chairman consequently suggested to terminate the negotiations and mentioned that
he would report to the OECD Council accordingly. Japan’s proposal to use the momentum in order to
further discuss about distorting factors in the shipbuilding industry did not find support among other
delegates. In response to the termination, many delegations expressed their regret that the negotiations on a
SBA could not be launched successfully and some stressed the nevertheless continuing relevance of the
WP6 (C/WP6/M(2010)2).

Recent Market Development and Prospects For Future Negotiations

51, As pointed out during the April 2017 WP6 meeting, the shipbuilding market has changed
substantially since the last attempts to conclude a shipbuilding agreement. Not only have the market shares
shifted, but the intensity of support measures also appears to have increased. It should be however noted
that a comprehensive assessment of support measures is not achievable despite of the efforts made by the
WP6 in the context of the WP6 Inventory of support measures, the report of support measures taken by
economies not participating in the WP6 Inventory and WP6 Peer Reviews. This section shall try to discuss
in what way these changes on how to tackle normal competitive conditions and excess capacity of
shipbuilding industry.

Market changes

52. While excess capacity has been a major concern of the WP6 during previous negotiations,
capacity utilization rates have decreased even further since the last effort to conclude a shipbuilding
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agreement in 2010. According to a recent WP6 report (Imbalances In The Shipbuilding Industry And
Assessment Of Policy Responses, (/WPG6(2()]16)6/FINAL), current capacity utilization rates (CUR) are
significantly lower than they have been during the times of previous negotiations (Figure 1).

Figure 1. Capacity Utilization Rates

2005 2006 2007 2008 ' 2009 2010 2011 2012 2013 2014 2015
mCUR 79 83 82 85 79 80 7% 70 56 54 57

100
90
80
7
6
5
4
3
2
1

o O O O O © © o

Source: OECD (2016) Imbalances In The Shipbuilding Industry And Assessment Of Policy Responses (C/WPE(2016)6/FINAL)

53. When negotiations were paused in 2005, CUR was at 79% and reached 80% in 2010 when efforts
were made to continue the negotiations. Current CUR values are significantly lower, ranging between 50%
and 60%. The last time CUR has been at such low levels was in the mid-90s, when the 1994 Agreement
was negotiated successfully. The number of active yards® is lower than it has been in a decade. At the
beginning of 2009 there were still 934 active yards. This number has declined steadily and more than
halved to 358 in July 2017 (Clarksons Research 2017). However, this decline does not necessarily imply
that the shipbuilding facilities (i.e. number of yards or docks) have been curtailed proportionally to the
decrease in the number of active yards.

54. With regard to demand for newbuilding, the current world order book with 76 million CGT is as
low as it has been in over a decade (as of October 2017). The same is true for newbuilding contracts. There
were only 826 new contracts totalling 22.2 gt (13.2 cgt) in 2016, again values not seen as low in over ten
years® (Figure 2).

An active yard is defined as a shipyard with at least one vessel larger than 1 000 GT on order.

In annual terms. Quarterly contract values were partly lower around 2009 than today as seen in the graph,
but annual values are lower today.

12
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Figure 2. Market Situation
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Source: Clarksons World Fleet Register, Quarterly data
55. The above described increase in excess capacity went hand in hand with a decrease in

newbuilding prices. Current newbuilding prices are significantly subdued. The Clarksons Newbuilding
Price Index reached its lowest value in over 10 years in the first quarter of 2017 (see Clarksons
Newbuilding Price index). These low prices represent muted demand that has been hitting the shipbuilding
industry. The operating profitability of shipbuilding companies (Ebitda over sales) decreased from 10% to
4% between 2010 and 2014 as can be seen in the following Figure 3.

Figure 3. Selected financlal Indicators for shipbullding companles

(a) EBTIDA miargins, 2001 — 2015 (b) Density of EBITDA margins, 2006 vs. 2014

EBITDA margins batwsen 2001 and 2015 Kernel densty of ebitda marging in 2006 and 2014

04

2014 2006

Source: OECD (2016) Imbalances In The Shipbuilding Industry And Assessment Of Policy Responses (C/WP6(2016)6/FINAL)
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Changes in selected support measures

56. The above section outlined the subdued demand for ships represented in a short orderbook and
resulting in few active yards and low profits. At the same time, selected measures of government
interventions indicate that government support has been increasing over the last decade. The table below
shows how the amount of export credits increased in selected OECD countries. This development becomes
even more salient when looking at the support intensity, measured as export credits per cgt produced. In
2015, this measure was twice as high as it has been in 2005, indicating a substantial increase in
government intervention.

Table 1. Amount of export credits issued for ships, USD million

Member country| 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 Total

Korea 2,339 2,925 2,850 7.418 1,436 1,339 2,097 392 4,752 5734 6,656 38,839
Norway : 1,013 59 1,422 2,151 5,459 2,909 943 4,856 1,709 261| 20,781
Germany 1,399 1,328 650 3,078 1,160 2,424 2,742 269 230 4,122 1,981 19,384
Italy 1,082 1,025 869 1.210 545 . 2 : 1,594 2,69 1,113] 10,135
France 413 420 3,779 : : - 631 . 1,620 1,470 1,292 9,526
Finland 364 195 1,016 1,050 1,130 489 639 - 1,117 3,307 9,308
Japan = 114 . 1 a5 281 2,072 622 281 942 633 4,981
Netherlands 7 30 485 %64 . 66 8 115 147 251 20 2,094
Poland 218 245 181 - - 251 106 - 108 158 120 1,380
Denmark - 62 - - 209 - - - - - 271
Australia - 86 53 - - - - - 139
Spain - . 13 44 19 20 18 114
Porlugal - - - 84 - - 84
Austria - N 26 - 20 77
Canada A - - - - - - - - - - 5
Total 5,828 7,443 8.905| 15182 6626 10993| 12058 3000| 13527 18200| 15384| 117.127

Source: Review of the Arrangement for
[C/WP6(2016)9]

million USD
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Official Export Credit Support Related to the Shipbuilding Industry (2005-2015)

Figure 4. Export Credits Intensity

mm Export Credits

== Support Intensity (RHS)

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

Note: Export Credit Intensity is calculated as Export Credits over CGT (USD/CGT) delivered by year.
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USD/CGT
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Source: OECD Calculation based on Clarkson World Fleet Register and Review of the Arrangement for Official Export Credit Support

Related to the Shipbuilding Industry (2005-2015) [C/AWP6(2016)9]
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57. Figure 5 shows the volume of completions for the top 50 shipyards between 2000 and 2015.
Shipyards are categorized as *“state-involved” in case their shares, they have been owned, even in minority
(>1%), by government or any other public bodies, and otherwise falls under the category “pure private”.
The share of completion volume of ships built by state involved shipyards has been increasing substantially
since 2000, when 2/3 of completions originated in those yards, to 3/4 in 2015.

Figure 5. Completion volume of top 50 shipyards between 2000 and 2015, cgt

Note: Identification of state involvements in companies’ share was based on the Clarkson WFR (accessed on 18 July 2017) and
OECD peer review reports taken place 2012-2016. Shipyards falls under state-involved is their shares, even in minority (>1%), have
been owned by government or any other pubfic bodies, and otherwise fafts under pure private.

Source: Based on OECD calculations from peer reviews (Japan and Korea) and Clarkson WFR for China. Fincantieri (ltaly) is the
only firm in top 50 outside these three countries.

58. Studies show that government support measures have significantly contributed to shape the
current situation in the shipbuilding industry. Kalouptsidi (2017) finds evidence that industrial policy
intervention led to a reduction of shipyard costs by 13-20% for selected shiptypes and ship classes (Handy
Size) in China which corresponds to 1.5 to 4.5 billion USD dollars between 2006 and 2012, and have
contributed to shift the market shares in the international shipbuilding market.

Potential benefit for future negotiations

59. The shipbuilding industry is always proceeding in cycles. Per se, economic cycles exist in all
kinds of sectors. Due to its specific characteristics and current imbalances, however, they might be more
severe in the shipbuilding sector. Selected indicators of government intervention to shipyards in a form of
export credit and/or through owning shipyards’ stocks have been increasing. In the last 10 years, the
industry has experienced a significant decline and stifl faces excess capacity problems with a significantly
low level of CUR ranging between 50% and 60%. Therefore, ensuring normal competitive conditions and
thus giving the industry the opportunity of structural changes based on well-functioning market
mechanisms has become an ever more pressing issue.

60. If WP6 members felt the need to negotiate a new Shipbuilding Agreement in 2002 and 2010,
times when the market environment was more favourable than it is today, then the above mentioned recent
market developments would suggest that an agreement would be even more necessary today than before.
Moreover, having an agreement would also be useful for future downtums in upcoming cycles.
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