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British Shipbuilders, like all nationalised industries, 160ks to the
Treasury for external finance which it usually receives in the

form of loans and public dividend ca a Under the 1977 Aircraft
and Shipbuilding Industries Act, which created the corporation,

the original limit for this finance was £200 million. This was
increased, in stages, to £800 million by July of this year. This
Bill will enable the Secretary of State to increase this again,
initially to £1000 million and eventually, with the further consent
of the Treasury and the House, to £1200 million. The Bill is
necessary because of British Shipbuilders' continuing difficulties
and the continued deterioration of its markets.

Background

British Shipbuilders was established under the Aircraft and
Shipbuilding Industries Act, 1977, after a prolonged Parliamentary
struggle. It was formed from twenty-seven companies in shipbuilding,

- b

ship repairing and marine engineering.

Shipbuilding in Europe declined throughcut the 1950s and 1960s. 1In
the UK the slide has been especially marked. Our share of the
world market fell from nearly 40 per cent in 1826 to:20 per cent
in 1956 and just 3 per cent today. In the UK, employment in this
sector fell from 130,000 in 1955 to 69,000 in 1973. From 1974 the
threat of nationalisation hung over the industry, world demand
continued to decline and its financial problems continued to be
acute.

Since nationalisation, the industry has received over £800 million
in grants and loans from the Exchequer. If it had remained in the
private sector it would have needed assistance, but it would also
have faced up to the need for rationalisation much sooner and the
cost to the Exchequer might well have been less.

The Government has made clear its commitment to the industry, but
it has alsoemphasised that the ultimate size and shape of the
industry must depend on its competitiveness. Productivity is still
below pre-nationalisation levels, so there is considerable room for

improvement.

Prospects

Present prospects are gloomy. The world's shipyards have been
badly hit by the recession (see below) because their customers,

the shipowners are facing a glut in capacity brought about by the
drop in world trade. 1In March 1983, 91 million tonnes of shipping
were lying idle, up from 55.3 million tonnes nine months earlier.
Competition from foreign, mainly Far Eastern, yvards is intense.
British Shipbuilders current order book at the end of March 1983
was estimated at £2705 million, which included £1908 million for
warships and £553 million for merchant shipping. Sir Robert
Atkinson, the former rman of BS, warned before his retirement
that the corporation i 'fighting for it's life'". His successor is
Mr Graham Day, one-t head of Harland & Woolf in Belfast. He is
now preparing a new rate 1 British Shipbuilders now faces
severe competition in 1 d 1 ' > a time when world shipbuilding
capacity is reckoned t greater than is required.




Warship Yards: Vickers, Vosper Thorneycroft and Yarrow have a .
consistent track record of profitability and are clearly areas with
potential for private investment. In December 1982 the Government
announced nearly £600 million of naval orders. BS is anxious to
increase the export share of its warship order book from around 20
per cent to 30 per cent, but many current customers are rapidly
becoming competitors. rI"he Wavv has recently annoucned that it will
be ordering up to 12 ¢ T 23 frigate, designed by Yarrow,
over the next decade at s 1 roximately £100 million each.
The first orders are X 1exi . In its 1983 Manifesto the
Government said it would return g ts of BS to the priwvate sector
and in July Mr Norman Lamont con that the warship yards, which
made a profit of £54.75 million 1 1982—3, are indeed the most likely
candidate. (Hansard, 28th July , W/A Col. 576=7).

Merchant Yards: This market is very depressed and expected to remain
so. The Merchant Yards are the division most affected by foreign
competition. The situation is bad in all the large yards, partic-
ularly Austin Pickersgill (Tyneside), Govan (Clyde) and Smiths

Docks (Middlesbrough). Sunderland Shipbuilders has been on. strike
for a month, and as a result has lost a vital order for a barge
conversion for use in the Falklands to Harland and Woolf in Belfast.
Three of the small yards, Goole (Humberside), Clelands (Wallsend)

and Henry Robb (Leith) will run out of work in about a month's time
and face- closure, and the loss of approximately 1150 jobs in  total,
tf no more can be found. :
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current work. \ £1 dubbed the work¢orce "5000 deaf
men' and said th no one could remember when the yard had last
delivered an order on time. Because of this . the current orders
are in danger of cancellation. Cammell Laird, the other main
offshore yard, recently announced 650 redundancies.
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Ship Repairing: - p in world shipping has hit the ship repair
yards hard. They suffered major redundancies last year. This
division has now been put up for sale. Redheads, on the Tyne is
being bought by its workforce, whom BS had made redundant. Tyne
Ship Repair is the object of a proposed management buy-out which
could save 850 out of the 1100 jobs involved. However, its work-
force has recently voted against this, despite the fact that the
alternative would probably be clocsure.

World Situation

The shipbuilding industry is i isis everywhere. At the end of
1982 world forward orders for shi ding were down by 35 per cent
on the end of 1981.

Japan: The Japan indus { 11 for more than half the world
market but in 1982 its crd ; - per cent.

Korea: The South Korean industry is now second only to Japan, in
1974 it ranked 70th in the world. It is often blamed by its
Western competitors for unfair competition. The Seoul Government




.is accused of granting excessive subsidies and export credits tTo
enable its yards to quote prices up to 35 per cent cheaper than
European rivals. The Koreans however claim that their two largest
yards, Daewoo and Hyundai, receive no direct Government subsidy
though they did benefit from an initial five year tax holiday. The
Export Import Bank of Korea does grant export credit, but the terms
are said to be less favourable than the Japanese offer. Korean
yards say they are cheaper because their yards are more modern and
efficient, because their local raw materials, particularly steel,
are cheaper than in Europe, and because they have a cheap and discip-
lined workforce. The average working week in Korean shipyards is
60 hours and wages are about one-third of those paid in Japan.
Despite all these advantages Korean yards experienced a 20 per cent
drop in orders in 1982.
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(Source: European Parliament Written Answers 1/10/82)

Despite these figures the -West European industry . has been hit
harder by the recession than its foreign rivals. West German ship-
builders lost about £220 million in 1982, Sweden and France are

both trying to produce survival strategies for their yards, and in
the Netherlands Rhine Schelde Veralme is in a perilous state and
30,000 jobs are at risk.

National aids to shipbuilding and shipowners are listed in Appendix
B

Manpower

BS' workforce has been reduced from 87,500 at nationalisation in

1977 to under 60,000 today. 3967 jobs were lost during July, August
and September this year and over 2000 more will go by the end of

the year. The breakdown of these latest redundancies is as follows:




The Tyne

Wallsend Slipway
The Tees

Sm: Gires
The Clyde

Scott

Govan

J G Kircard

Barclay Curle

The Mersevy

Cammell Laird

The Solent

Vospers

In addition 1150
Goole if no order
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- Under this Government BS has received over £840 million in public
support.

million 1 11
million he
million i peci

¢ dividend capital
intervention fund
a2l redundancy payments

- The Intervention Fund exists to help BS compete with cheap Far
Eastern prices. The most notable recent example of its use was when
the Government provided around £10 million in order to ensure that
Cunard built the replacement for the Atlantic Conveyor, lost in the
Falklands, at Swan Hunter instead of at Hyundai in Korea. The
Koreans had quoted £30 million against BS's £40 million and the
Korean price was estimated to be the same as BS's material costs
alone. BS estimate that approximately 60 per cent of the cost of

a ship is accounted for by outside contractors and suppliers, so the
benefits of intervention fund spending are spread widely throughcut
the economy.
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The British Shipbuilders Act 1983

The Government is committed to the promotion of private ownership

in the shipbuilding industry. This Act removed the previous

statutory obstacles to the introduction of private capital, and
provided enabling powers for the Secretary of State for Industry to
direct British Shipbuilders to dispose of particular assets or
subsidiaries. BS is now no longer obliged to carry on the full

range of activities specified in the 1977 Act that nationalised it;

it can discontinue unp“ofl able work and dispose of profitable yards
when appropriate. The Act gives the Secretary of State powers to
restrict foreign shareholdings in any yards that are sold, and gives
him other powers to safeguard assets or activities which are important
to our national security. Before giving any general direction to

BS the Act also requires that the Secretary of State must be satisfied
fthat it will further the national interest. The recent move to sell
the repair yards and the announcement that private investment will

be sought for the warship yards, are a result of this Act.

The 1977 Compensation Terms

In Opposition, Conservatives were very much opposed to the terms of
compensation for the owners of firms nationalised under the 1977 Act.
As Secretary of State for Industry, Sir Keith Joseph, reaffirmed the
view that they were "grossly unfair" (Hansard, 7th August 1980,

Col. 290). Total compensation paid for the 24 private companies
vested in BS was £755 million.

The Government believes that, however unjust the original arrangements,
it would be wrong to amend the terms now because people have sold
shares on the basis of the 1977 Act. Many of the companies involved
have decided to settle for the compensation received, but some of
the previous owners bought seven cases against the Government con-
cerning the amounts they received, before the European Commission of
Human Rights. In January the Commission declared four of the seven
cases admissable and they are now waiting to be heard.

Labour Policy

Labour said in their recent Manifesto that they intended to ensure
that British Shipbuilders remained a wholly nationalised concern,
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Statistics

BS Production .

Enginebuilding

B New Orders

== Completions

bhp

New
Orders Completions

271,300 462,400

150,000 284,200

153,200 220.300

210,025

311,500

99,400

Warshipbuilding

000 SD tonnes

R ;f;

B New Ocders

= Compietions

A BTN e I
1980 1981

SD tonnes

New -
Orders Completions

30,525 20321

23,062

22,605

a
22,9200

15,379

35,951

Merchant
Shipbuilding

- New Orders

== (Compietions

.:gn

New
Orders Completions

320,499

422,581

188.521

205,597 298,538




British Shipbuilders

Statistics BS Employment

Empl‘oyment by / March March
Division — —= Merchant Division 7 1982 1983

R A Merchant 34, 24,658 22.573

Warship : 2o, 24,514 23,845

s
=3 ’

-a-f' A Engineering ; oS 4,123 3,192

N Lo i
_ﬁ‘!

Shiprepair 6,5 3,628

Otfshore 12,703 3.918

Corporation —

HQ 5 228

Total 87.469 80,472 67975 66,320 62,583

: e .__._ porren
: oy h R Note: Divisions were not formed until 1980 and Stat-
1977 1978 1979 1980 1981 (982 1983 istics have been projected back to Vesting Day.

Employment by Shipbuiiding Off- Ship- Engine Gen Eng
Lctivity * Merchant Naval shore repair Buiding and Other

e March March
AcCUvily 1087 1983

1704

Merchant SB 32-5 50-2 278

Naval SB* : -G 43-8

Ortfshore e ; F 11-2

Shiprepair

Eng Bidg

Gen Eng

100%  100%

*[nciudes Naval Auxilianes

Accidents by
Division
Merchant
; Incidence Rate per 1,000
Warship Employses per year

Engineerin
¢ 8 Divisio Manual Employees
Shiprepair oL 1978 1979 1980 1981 1982

Offshore Merchant 699 3581 495 482 44-3

Warship 45-5 355 26 33

Engineering 69-9 -3

Shiprepair

Offshore

All Divisions

1978 1979 1980




British Shipbuilders

Statistics

World Merchant Shipbuilding

World New Orders/
Completions

000cgrt

B New Orders

— (Completions

New Orders Completions

1977 14,040 21,181

1978 10,796 16.546

1979 14,207 14,077

1980 14,357 12,635

1981 13,340

1982 3 14,426

Source: Liovds Register of Shipping—
EC Contract

Regional Output

1977

1978

1979

== W Europe

— lapan W Eur Japan Others

B Others

7.534 338 189

4,554

3,99

1980

1981 4451 5,380 - 13,340

1982 4279 5818 sl 14,426

Source: Lloyds Register of Shipping—
EC Contract

BS Market Share

. New Orders
= Completions

% cgrt

New Orders Compietions

2:3 i

23




British Shipbuilders

Statistics Market Environment

World Laid-up m dwt
Toanage Worid Fleet laia-up due to
lack of Employment
E Dry
«= Tanker
Lo Tankers Cargo Toual

| Dry Cargo

June 1977 1 60

June 1978 : 135

June 1979 . -5 49

June 1980 2:2

June 1981 15 1-9

June 1982 . 61

Mar 1983

1982 1983  Source: GCBS

Ofishore Oil Rig
Utlisation/
New Orders
. Surpius

Rigs
iew Or 'orkin
‘ New Orders Working

Dec 1977 ) 304

Rigs, Working
Dec 1978 j 310

Dec 1979 5 343

é

§
—_— e .

Dec 1980

Dec 1981

Dec 1982 533

8

Mar 1983 8l

1978 1979 1980 1981 1982 Source: Offshore Rig Data Services,
NB. Utilisation figures only include Rigs customarnily — cmmsai':lcpstats‘
offered on the world charter market.

% change over 1977

Relarive prices of % change

an SD-14 and over 1977 s

other UK 160J = - ; ;
commodities i ; -~ Domestic Coal ., Decl978 00 ag 0 10
1-3L 4/5 Dr Ford Escort Dec 1979 -. - 36

Domestic Gas ¢

SD-14* Coal Escort Gas Rates

Domestic Rates Dec 1980 ] 46 60

Dec 1981 5 72 94

Dec 1982 1 36

Apr 1983 17 20 93

. Source: NCB, Northerm Gas, Sunderland
1981 1982 1983 Civic Centre, Ford Motor Co.

*The SD-14 is a standard 15,000 dwt Merchant Ship built by British Shipbuilders. The prices upon which the
index is dased relate to delivery dates and therefore do not reflect the major decline in contract prices during 1932/83.
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Direct Aid to Shfpb::'idfn g

Home Credit Sche;e. Aid to Shipowners

United Kingdom
Up to 17 per cent. of contract price (Includes
2 per cent Shipbuilders Relief)

Beigium
Nil

Denmark
Nil

France
Up to 20 per cent. of contract price.
(Excludes cost escalation insurance which
benefit ranges from zero to 3 percentage
points)

Germany
Nil

Ireland
Up to 30 per cent. of conmact price. (Scheme
expired 31 December 1980. No details of
new scheme yet available,)

Ttaly
Up to 30 per cent. of contract price. (This
relates to 1980 practices under an old
scheme. A new scheme is believed to be
under discussion with the EC Commission.)

Netherlands
Up to 15 per cent. of contract price, (1980
scheme, no details of aid scheme for 1981-82
yet available.)

Finland
Nil

Japan
Nil

Nerway
Nil
Spain
Up to 9% per cent. of contract price

Sweden
Nil

Home Credit Scheme 80 per cent. over 8%4 years at 7 per cent. (On orders placed in United Kingdom
yards only)

Home Credit Scheme 70 per cent. over 15 years. Interest relief subsidy (maximum 3 percentage points)
Home Credit Scheme 80 per cent. over 12 years at 8 per cent. interest including 2 year grace period

Home Credit Scheme 80 per cent. over 8¥2 years at 7% per cent. interest.

12¥4 per cent. investment grant. 4 per cent. interest subsidy. (The Investment Grant automatically reduces
the amount of credit to which the Interest Subsidy applies.) Credit Guarantees at OECD terms.

Home Credit Scheme 80 per cent. over 8% years at 7V4 interest,

Home Credit Scheme 70 per ceat. over 15 years. Interest subsidy 50 per cent. of official rate.

Home Credit Scheme 80 per cent. over 84 years at minimum of 8 per cent. interest. [nvestment subsidy
of 15 per cent. plus investment premium of 1-1 per cent. for 5 years.

Home Credit Scheme 80 per cent. over period of construction (at least 2 years, normally not more than
8 years at 11 per cent. interest.

Home Credit Scheme.* Government (Japanese Development Bank) loan of 60 or 70 per cent. over 13
years at 7%z per cent. interest including 3 year grace period. Further loan available from commercial
banks, acting in conjunction with JDB, for 15 or 20 per ceat. of contract over 8 years at 82 per ceat.

interest. Supplementary provision in certain cases for interest subsidies of 2¥2 per cent. to 3% percent.
80 per cent. of contract price over 8%4 years plus interest subsidy of up to 544 per cent.
Home Credit Scheme. 85 per cent. over 12 years at 8 per cent. interest with up to 2 years grace period.
(Smaller subsidy—70 per cent. of value at 8 per cent. for 5 years plus 1 year grace—availaole for

conversions and major repair work.)

Credit guarantees of 90 per cent. of contract price for up to 15 years on commercial loans with 3 year
grace priod on capital repayments. Interest rate subsidy about 242 per cent. available in certain cases.

Department of Industry, London,
July 1982
Note:

* The 70 per cent. and 20 per cent. loans are available only for LNG carriers. Other types of vessel artract the lower percentages.

Source:

Conservative

32 Smith Square LOND

Hansard, Wri

November 1982, Col.
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