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Summary

This report on the shipbuilding industry in Turkey is one of a series studies covetimgsv@ECD
countiesandneECD economi es, and has been prepared to
Shipbuilding (WP6) on the status and future prospects of that industry. This report is the first to cover an
OECD member country.

The report bended from extensive comments from the Delegation of Turkey but the views
expressed in the report are those of the OECD Secretariatioamotnecessarily reflect the views of the
Governmenbof Turkey.
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THE SHIPBUILDING IND USTRY IN TURKEY

INTRODUCTION *

1. Shipbuilding in Turkey has evolved from an old tradiibractivity in Anatolia to an
internationally recognised industry, especially since the early 1990s. The industry has modern, quality
certified shipyards that can build ships, yachts, megdts, and sailing boats, as well as carrying out
extensive repaiend conversion wor ks. Turkeyds shipyards
namely Tuzl a, Yal ov a, and Kzmit, which have deve
recent years the emerging Black Sea and Mediterranean Regions have increasingly attracted shipyard
investments.

2. Turkish shipyards have a tradition spanning eight centuries. At the time of the Ottoman Empire,
shipyards were able to build large, powerful naval vessels, and yards continued their modernisation
following the foundation of the Republic of Turkey. After 1983y ar ds began to move f
(Golden Horn) to the Tuzla Shipyards Region. Having started to operate in this region, Turkish shipyards
struggled to complete their infrastructure investmentsotoply with advancing shipbuilding technology

andso initially performed shipbuilding and repair works simultaneously.

3. In the last decade, in parallel with developments in the global market, Turkish shipbuilding
experienced a severfld increase in its shipbuiing and export capacity, including a significant product
diversification. According to order books, this resulted in Turkey being regularly placed in the top ten
countries on the basis of its deadweight (dwt) production, and in the top five countthes faymber of
ships.

4. In recent years Turkey has increasingly tapped into niche markets, which in turn has led to a
growing participation by Turkish shipyards in the international trade in new ships. In pahaitel hbs

also been strong growth in the marine equipment manufacturing sector, which could increasingly also tap
the export market. These developments reflect in part the strategic location of the yards, the experienced
workforce, the quality of productio and Tur keyds significant rol e asc
bridge between Europe and Central Asian and Middle Eastern economies.

SNAPSHOT OF THE TURKISH SHIPBUILDING INDUSTRY

5. The shipbuilding and repaindustry is considered to be one of the most promising industrial
sectors in Turkey, and there have been significant developments in reaent Ak present, there are
70active shipyards in Turkey, while another 56 (most of which might be descsledadium size) are
reported to be in the process of being built, although this number may be affected by the reduced demand
for shipbuilding following the 2008 world economic slowdown. The economic slowdown also affected
exports, which peaked at USP7 billion in 2008, but lad declined to just over USDhbillion in 2010
(Undersecretariat for Maritime AffalidMA, 2011).

Note: map in this report areof illustrative purposes and améthout prejudice to the status of or
sovereignty over any territory covered by the maps.



6. While Turkish yards have traditionally specialised in yachts and smaller commercial viessels,
recent years they have significantly increased their capabilities and competitiveness in the construction of
larger ships. As a consequence, there are now yards that are capable of building a wide range of
commercial vessels, such as petroleum andymtonkers, heavy freighters and multipurpose container
ships. In addition the yards can produce other niche market vessels, such as fishing boats, research vessels,
tugs, mega yachts, supply vessels and offshore boats.

7. The growth of the Turkish shipbuilding sector is evident in the rapid growth of the shipbuilding
industry wakforce, which grew from just 800 employees in 1998, to agkeof 33500 in 2008 (see
Chart6). However, as elsewhere in the world, theent global economic downturn significantly affected

the industry in Turkey, and the workforce was este@dato have fallen to around R0O in mid2010

(UMA, 2010). However, the growing output of those shipyards since 2007 also suggests that those
shipbuilding facilities have also become significantly more efficient.

8. The specialisation of the industry is also evident in recent production statistics. Turkish
shipyards are considered to be highly ranked in thdwn the production of small tonnage chemical/oil
tankers (up to 10 thousand dwt), and this is certainly supported by the order book held by Turkish yards,
which in January 2011 showed é&lers for this classf@essel, second only to the @dders hal by yards

in China (Clarkson, 2011). Turkish yards are also quite highly regardee prdduction of mega yachts.

9. I n addition, Turkeyds support industries (th
equipment manufacturers) contributad estimated additional USD5 billion to the Turkish economy in
2009, making the sector a significant component of the overall economy in its own right (UMA, 2011).

10. Domestic shipowners are strong supporters of the Turkish shipyards, and for a long time
newbuilding output was largely directed at the domestic matketome cases, shipowners own the yards
and build vessels for their own fleets, as well as building vessel$har louyers.

11 This focus is understandable as the Turkish shipyandtheir early stages of development
specialise in the types of vessels, and the tonnage ranges, that most suit the freight tasks in the
Mediterranean, Black, Marmara and Aegean seas. As a consequence, most of the clients of the Turkish
shipyards are shipowners that operate in these areas, where Turkish and Russian flagged ships are strongly
represented in the merchant shipping activities, ared ranked as first (16%) and second (13%)
respectively. In particular, Turkish owned ships account for a 32% share of the associated shipging tasks

12 While there may be some limitations with this model to petestiee broader world market, the
specialization of Turkish shipyards have gdiceo nsi der abl e strength through
growing expertise in the construction of srakkdium chemical tankers, and the significant growth in the
export ofthose types of vessels, especially since 2005.

SHIPBUILDING AND THE TURKISH ECONOMY
The Turkish economy

13. In parallel with experience around the world, the Turkish economy enjoyed an exceptional period
of growthbetween 2002 and 2007. An abundance of liquidity in the Turkish financial system encouraged
investments, which in turn drove significant economic growth in all sectors of the economy. However, the
latter half of 2007 heralded a very significant and naied global recession, from which the global
economy is still emerging.

2 Source UMA 2011 and Kst anbvwwistfixcoemi ght | ndex (1 STFI X)


http://www.istfix.com/

14. Turkey did not escape the effects of the global financial crisis, but the restructuring of the
banking sector in 2001, and a significalgcline in both the rate of public borrowing and in the budget
deficit in the period leading up to the crisis, assisted Turkey to minimise its impact on its economy, and
prevented financial problems from becoming unmanageably large.

15. Despite this partial insulation from the effects of the global financial downturn, Turkey did not
completely escape the effects of the recession, and its GpBddgharply in 2009 (see Chattand 2),
although preliminary data for 20 shows a strong economic rebound. As elsewhere in the world, this
decline in economic activity progressively affected investment, consumer demand, trade, shipping and
ultimately shipbuilding, which although affected later than most industrial sectaadmeof the cascading
effect, eventually experienced a very sharp decline in new orders

16. The effects of the decline in shipbuilding activity are quite significant, as this is a sector that has
been identified bythe Turkish government as having the potential for considerable growth, and which
makes a very significant contribution to the Turkish economy. According to figures from the Turkish
Shipbuilders Association (GISBIR) in 2008 (latest available figures)Tti&ish shipbuildingindustry
contributed around USR.7 billion to Turkish exports, while repair and maintenangerations added
around USDL.5billion (UMA, 2011).

17. While this represents a relatively small podjon of the overall Turkish GDP, its importance
should not be underestimated, because it represents the output of an industry sector that not only employs a
| arge number of wor ker s, but all capacity candntéchnoléal t e st

know-how. In addition, the growing export performance of the shipbuilding sector means that it also
makes a significant contribution to Turkeyods bal a

Chart 17 Turkey GDP 2000-2010 (USD million)
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Chart 27 Turkey GDP growth (%) 2000-2010
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Source: Charts 1 and 2 Turkish Statistical Institute 2011).
Role of shipbuilding in the Turkish economy

18. The role of shipbuilding in a broad economic context was examinearasfa 2007 WP6 study

that looked at factors that affected the structure of the world shipbuilding indigtnajc t or s Af f ect
Structure of the Wojr Thait stB8dy iopkbduat Howl gomeghmenta petcsivied tled
shipbuilding indusies, especially given that most OECD members had fully privatised their shipbuilding
sectors, even though, one way or another, most WP6 governments continue to provide support measures of
some kind to shipbuilding

19. That study identified attributes of shipbuilding that could be linked to national economic
performance, and WP6 members (and someQ@iE&D partner economies) were asked to indicate their
perception of the importance of those attributes to their econonilibe response by the Government of
Turkey to the survey is shown in Table 1 below.

20. The response by the Government of Turkey indicated that shipbuilding was perceived as being a
very important generator of empiment, a contributor to industrial capacity and a vehicle to attract
investment. This view was consistent with the views of other governments that participated in the survey,
most of whom saw a need to preserve some industrial capacity (evenifittvasbnd economy d se
case that capacity (and associated skills and expertise) was ever required. This is a particularly important
consideration from the perspective of shipbuildir
economic btialso security and defence connotations.



Table 17 Survey response by the Government of Turkey

How important is shipbuilding as an economic activity?

ltem Very important Important Not important
Strategic industry X

Employment generator X

Support of depressed regions X

Contributor to industrial capacity X

Technical/technologicalapability X

Vehicle to attract investment X

Public sector policy delivery X
Profit/taxation potential X

21, The interests of governments to ensure that such capabilities are retained arglyregidgent

through their support of local shipbuilding facilities to build naval (defence) vessels, often as joint ventures
with foreign partners, frequently with associated technology transfers (which can occur in both directions).
While naval activites are outside of the mandate of the WP6, the fact remains that in many yards military
and commercial vessels can be built using the same facilities, so that government supported military
shipbuilding can create and/or retain shipbuilding capacity. Tdpadaity could later on be available for
commercial activities, so that decisions by government for defence or security reasons could in some cases
impact the commercial shipbuilding sector.

22. There are presently ®vprivate yards awarded naval contracts which also engage in commercial
shipbuilding, a practice that exists in other countries. Advice from UMA is that these shipyards have not
increased their existing available capacity formerly used for building marships.

23. Nevertheless, there is some evidence that there are informal linkages between naval and
commercial yards. For example, this is how these linkages were described in a Press Release leading up to
the Shipbuilding, Machinery & Marine Technology Trade Fair held in Istanbul on 26 to 28 January 2011

iThe Turkish shipbuilding industry is also hel
which is making a big effort in naval shipbuilding. It has, éxample, placed an order for six
submarines of a new type from HDW, and this is likewise intended to boost the business of Turkish
suppliers. It is also having a number of surface naval ships built at Turkish shipyards. The
Undersecretariat for Defence lodtries is driving these projects forward, and is now also showing
increased commitment to merchant shipbuilding. All of this gives a bright outlook for the
shipbuilding fmarket in Turkey. o

Extract from the SMM Press ReleaB8MM Istanbul 2011 has plenty of support from the Turkish
Go v er navalable at:
http://www.hamburemesse.de/presse/presse _smm_istanbul/entryengl.htm?menu=Press
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24 This point is recordedimply here to emphasise the importance of the shipbuilding sector (in its
broadest context) to the Turkish economy, whether engaged in commercial or naval construction. This
point was also recognised by the Istanbul Trade Fair, where the theme foritm€afference sessions

wa DuriFutureJ oi nt Forces, Naval Shipbuilding and Commi

25. Focusing again on commercial shipbuilding, the Undersecretariat for Maritime Affairs of Turkey
noted that dvelopment plans initiated by the Turkish government over the last four years, aimed at
increasing the capacity and efficiency of the <co
UMA noted that the sector has made significant investnmmisthe last few years to modernise facilities

and improving their technological capabilities (UMA, 2010).

26. The Turkish government is also taking into consideration the possibility of boosting the domestic
production of basic materials used in ship and yacht building, in order to reduce dependence on imported
components and increase the flexibility and capability of domestic support industries. Such a symbiotic
relationship, if it can be fostered to develop complataug capabilities, would certainly strengthen the
ability of the Turkish shipbuilding sector to compete effectively on the open market.

27. While outside the mainstream commercial shipbuilding activity, leisure yaune been a
particular niche market that has developaghificantly over the last 2@ears, and which has now become

a promising activity for Turkey. Turkish yards have recognised the significant potential market for yachts
built to a high standard, dra humber of those yards have reorganized their facilities in order to tap into
this potentially very lucrative export markeh well respected boating magazine recently ranked Turkey in

3 place in the world, with respect to ers received for yachtver 25metres (6%rojects). Like naval
construction, this niche activity will also have wider ramifications for the broader shipbuilding sector,
especially with the continuing blurring of construction techniques and materials used for very large yachts
and smaller passenger vehicles (such as fast ferries).

Foreign Direct Investment (FDI)

28. The openness of the Turkish economy has encouraged greater participation by foreign
enterprises, and as a result Foreign Diieeestment (FDI) has played an increasingly important role in
Turkeyds recent economic growt h. FDI grew strol

looming economic crisi@advesely affected that capital inflow, as it did in most parts of tiebal
economy (see Chart 3).

20. For its part, the Turkish Government has been
and since 2001, the Al mprovement of t hleyvehictle est me
used to encourage investment in Turkey, and to promote public/privateecation. Within the broad

concept encapsulated in this Program, the main legal instrument regulating foreign investment is the Direct
Foreign Investment Law (No. 48%3 2003) which provides for a relatively liberal treatment of foreign
investors in Turkey, and which by restructuring registration procedures brought about a measure of
equality between foreign and local companies.

30. This was achieved principally by removing the necessity for foreign companies to obtain
preliminary permission for direct investment projects, and by giving foreign companies the same status as
local companies when bidding for public tenders. Additign@rocedures for the employment of foreign
personnel, and for foreign real and legal bodies to purchase real estate were simplified. Investors were also
allowed to make use of various general government incentives available for eligible projects, lsuch a

income region incentives, locating in free trade and technology development zones and access to incentives
avail able for Small and Medium Ent er DGR,2@®8). ( SMEO s



31

n f

Chart 37 Turkey, FDI Inflows (USD billion)

25 7
22.0

20.2
20 - 18.3

15 o

10.0
10 - sa 89

11 1.8

2002 2003 2004 2005 2006 2007 2008 2009 2010

Source: Central Bank of the Republic of Turkey, 2011.

In 2009, the manufacturing sector (which includes shipbuilding) attracted 32% of capital inflows
from FDI (see Chartt). However, there are no specific figaravailable with respect to the share of that

ow (i f any) attracted by shipbuilding

Chart 47 Turkey Foreign Direct Investment (FDI) 2009
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RELATIONSHIP WITH OTHER INDUSTRY SECT ORS

32 According to the Undersecretariat for Maritime Affairs (UMA, 2011), the overall
competitiveness and strength of the Turkish shipbuilding industry is gradually growing due to the greater
participation of localsupport industries, which increasingly allows Turkish shipyards to source a wide
range of materials and equipment locally, rather than relying on imports. This is considered to be an
important development by the Turkish Government, which has the objestiv@rengthening the
capabilities of the local manufacturing industries, and increasing the proportion of domestic products used
in local ship construction.

Steel industry

33. In the case of upstream industries, Kay is a significant world player in the production and
exportation of steel and steel products, and has established a sound reputation for producing quality
products to meet market needs, including those of shipbuilding, where steel is a major input.

34. The impetus for this investment in steel production came from the liberalisation of the economy
during the 198Qswvhich was a turning point, not only for the Turkish economy as a whole, but for the iron
and steel idustry in particular. The 1980s inaugurated a period of significant growth for the Turkish iron
and steel industry, which began with the establishment of the first electric arc furnace mills. This provided
the platform for the industry to become one @& thost developed sectors in Turkey, and today counts as
the third largest contributor to the Turkish economy.

35. Today all steel production companies in Turkey are privately held following the privatisation of
stateowned facilities, and Turkish steel makers now rely on private capital markets to fund technological
developments to enhance the lgegn viability of the industry in the global marketplace.

36. Currently, Turkey ha 18 electric arc furnaces with eaities ranging from 0.5 to 2r&illion tons,

while its integrated plants (that is, plants that combine both steel making and rolling processes) in Erdemir,
Isdemir and Kardemir have capcities ranging from 1.1 to 3rillion tons. Its melting capacity in 2010

was around 43.#illion tons, composed of 34nillion tons arc furnace capacity and @mllion tons
capacity of the oldebasic oxygen furnaces. This capacgyekpected to grow to beyond Bfillion tons

by 2015, with the majority of this growth coming through newer and more efficient electric arc furnaces
(TISPA, 2010).

37. However, while Turkey is a regular net exporter of steel products, with respect to the production
of finished flat steel products (which are used in the production of ships), it has only been able to produce
around half of its needs, with the balance being made up through imports (see Table 2).

Table 21 Production/Consumption Finished Flat Steel Products (million tons)

2005 2006 2007 2008 2009 2010*
Consumption 9.4 10.7 11.7 11.2 8.3 9.9
Production 3.8 4.1 4.3 4.5 4.4 51
40.4% 38.3% 36.8% 40.2% 53.0% 51.5%

* Ten months to end October 2010
Source TISPA, 2010
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38. This dependence on imported flat steel products means that, at least with respect to this important

i nput, the Government 6s ambitions to increase thi
way to go before it is accomplished. wever, according to the Turkish Iron and Steel Producers
Association (TISPA, 2010) recent, significant investments in flat steel production capacity will mean that
locally produced flat steel with gradually replace imported products, and that by 201§ damkexpect to

be a net exporter of these products. This investment in new, modern capacity should also greatly enhance
the | ocal steel industryés ability to produce sui

Marine equipment industry

39. While commercial shipyards in Turkey still rely heavily on imported materials and components
(especially the more sophisticated and high technology items such as main engines and navigation
equipment) the Turkish marine @gment industry has proved itself capable of supplying a wide range of
components, such as deck equipment, windlasses, rudder machinery, electrical equipment, hydraulic units,
ship chains and anchors.

40. These basidow to medium technology items of equipment are just as crucial to shipbuilding (as
well as ship repair and conversion) as the upper end items that are still beyond the capability of the Turkish
marine equipment manufacturers, and require considergtitaldavestment.

41, Indeed, the workforce employed by the marine equipment sector (with a peak employment of
over 100 000 workers in 2007, up from 30 000 in 2002), considerably exceeds that of the shipbuilding
industry itself, demonstrating quite graphically the importance of this support sector to the national
economy.

42, Inevitably, the global economic downturn affected the marine equipment industry, where
employment fell fom its peak in 2007 to aroud 400by the end of 200, a decline of aroun86% (see
Chartb).

43, The advantage to Turkey of a viable and competitive marine equipment manufacturing sector is
twofold. First, the sctor contributes directly to the Turkish economy by employing labour and attracting

i nvest ment . It also diversifies the economy int
shipbuilding, there is still a need for technological develogmend innovation (environmentally
sustainable materials and equi p me rabhdwhich alsp oftemot e
commercial and export opportunities.

44, Second, by producing domestically a gregteportion of the equipment and material required
by the mainstream shipbuilding industry, the marine equipment manufacturers help local yards to be more
self-sufficient and competitive, and therefore better able to compete for export orders.

45, To facilitate this development, marine equipment manufacturers in Yalova commenced a joint
study to build the Yalova Ship Specialised Organised Industrial Zone, the first project of its kind in Turkey
focusing on marine equipent.

46. If there is a problem associated with this sector, it is that it is primarily composed of small,
local enterprises, which although nimble and flexible, and capable of producing-eanigeof basic, low

to medium tech equipment, struggle with the production of more complex items, especially when
international certification requirements include the standardisation and approval of parts and components.
However, this remains a sector that could provider&ugrowth and greater support to shipbuilding itself,
hence the strategic role that is being taken by the Undersecretariat for Maritime Affairs to strengthen the
capabilities of the marine equipment manufacturersrderto reduce the dependency of thepbuilding

industry on foreign suppliers (UMA 2011).
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Ship recycling
47.
48, It is relatively rare that shipbuilding and ship recycling (which are, after all at the opposite ends
of a shipbés working |ife) can impact each other,
and dismantling of vessels takes plactdifferent countries.
49, However, Turkey is somewhat different in this respect because as well as being a significant ship
producer, it is also the worl dodos f hAsiaandChena.gest sh
50. Most of the ships that are recycled in Turkey are foreign flagged, primarily from European Union
members, and especially smaller vessels that may not be economic to sail to recycling yardsAsi&o
Turkey is frequently chosen for recycling because it complies with ship recycling standards, and its
recycling yards comply with international practices promulgated by the IMO, the ILO and the Basel
Convention on the Control of Transboundary Mments of Hazardous Wastes and their Disposal, as well
as with national legislation.
51. Turkeyods recycling yards are internationally

of vessels; for example iecently commenced the dismantling of the UK aircraft carrier HMS Invincible,
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which attracted positive comMelutrkegldsuts htilpe rearyd
has also taken the lead to rewrite ship recycling guidelaresffort hat is gaining acceptance and support
from the international community.

52 The recycling facilities in Turkey benefited from the 2008 financial crisis, which saw Turkish
owners (in parallel to owners around the wWpdpt to recycle some of their older vessels rather than laying
them upwhen demand for shipping services fell dramatically in 2008 and 2009. Table 3 clearly highlights
the significant increase in recycling activities that took place in all of the meggcling centres in 2009,
including Turkeywhere recycling rose from 0.1dillion gt in 2008 to 0.56 million gt in 2009.

53. These recycling activities also fit in well with the Turkish steel industry, which is a
comparatively heavy user of scrap steel, which isnedted in electric arc furnaces andused for
construction and other purposes (including the building of new ships). It was estimated that in 2010
Turkey consumed around 24.5 million tons of ferrougscof which 18 million tons areimported, and

6.5 million tons vere producedomestially (TISPA, 2010).

54. Given this significant base it i s logaedladgelpl e t h
in the Aliaga area, near Izmir) could be an alternativilie facilities in South Asia and China, especially if

they can offer a more environmentally acceptable way of disposing of vessels at the end of their working
lives. Such recycling facilities calilbe particularly competitive if they were able to work with local
shipyards to produce Agr e efiemagproach and asing matesals ghate d w
would facilitate their eventual dismantling, and reduce their overall impact on tir®ranent andon

natural resources.

Table 3 - World Ship Recycling Activities (GT million)

Location 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009
Bangladesh 241 | 499 | 480 | 289 | 3.36 | 211 | 2.88 | 1.84 | 418 | 6.61
China 264 | 251 | 314 | 558 | 1.54 | 0.15 | 025 | 0.34 | 0.93 | 7.74
India 599 | 477 | 6.75 | 589 | 1.62 | 112 | 0.85 | 1.33 | 2.46 | 7.56
Pakistan 079 | 174 | 1.00 | 0.82 | 0.21 | 005 | 0.19 | 0.38 | 027 | 2.10
Turkey 029 | 0.16 | 039 | 0.28 | 020 | 0.14 | 0.5 | 0.12 | 0.14 | 0.56
Rest of the World 022 | 012 | 021 | 047 | 027 | 020 | 027 | 0.14 | 031 | 0.39
Total 12.34 | 14.29 | 16.38 | 1593 | 7.20 | 3.77 | 4.59 | 4.15 | 8.29 | 24.96

Source : IHS-Fairplay "World Casualty Statistics"

TURKISH GOVERNMENT POLICIES
Role of government
55. The Turkish Undersecretariat for Maritimdfairs (UMA) is the principal government institution

dealing with issues related to the maritime and shipbuilding sectors, and is the main agency that co
ordinates national maritime policy and other matters related to the broad maritime sector. MWithtoes

4 Ll oydds Li st Tukkdy shinpsrout hs gizéhtetycling pioneer.
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shipbuilding, UMA has the strategic goal of taking measures for the improvement of the ship and boat
building, repair and recycling sectors, and to take measuraediace foregjn dependencyby the
shipbuilding industry.

56. In general, the Turkish government takes a relatively -intarventionist approach to
shipbuilding, even though it still whichosdggess&a r e g
certain degree of state invelment in the Turkish economy.

57. These Development Plans are used by the Turkish government to frame its guidelines for the
development of different sectors of the emary, in order to ensure their long term sustainability and
competitivenessAccording to the 9th Development Plan (SPO, 2@@iTich covers the period 202013,

the objective for shipbuilding, is:

AWith the aim of desi gni rdgcomaneradal vessetsurf Turkishu r i n ¢
shipyards with high domestic contribution and renewing the Turkish Maritime Fleet, new
shipyards will be established, primarily in the Ceyhan region, based on the Turkish Shipyards
Master Plan. o

58. In addition, a Government Action Plan, dated January 2008, requires that the Turkish
shipbuilding industry should be improved, and tfiat n or der to increase the
shipbuilding, necessary steps will be taken to improvdaited supply industry, including through R&D
infrastructureo

59. More specifically, in accordance with the objectives of the 9th Development Plan, and in line
with the Turkish Shipyards Master Plan, the constomctf breakwaters at some shipyards has been
funded through an annual public investment programme, which is prepared under the coordination of the
State Planning OrganizatiofPO) Among those projects, breakwater construction at the Sirmene
Yenicam Shippr d was completed in 2009, and breakwater
Samsun Tekkekdy Shipyards were completed in the first quarter of 2011.

60. With the exception of a small number of military facdlgiand two small commercighipyards

[ Hal i - and Camialti, on the coast ,TorkishkhipyaidshaleGol d e
been wholly owned by the private sector for some time. The Hali¢ and Camialti shipyards have been in
the pra@ess of privatisation since the ri890s, and they no longer build ships, as only minor repair and
maintenance work is carried out there.

61. In addition, following a decision by the Higher Committee of PrivatimatHali¢ Shipyard was
transferred to the Istanbul Metropolitan Municipality in 2008, and in 2010 was handed over to a Municipal
subsidiary, the Istanbul Citylines Company. The yard now provides some repair & maintenance services
for the vessels of Istanb8eabuses In€IDO), and the Turkish State RailwayBCDD).

62. Camialti Shipyard supplies repair & maintenance services for various boats and tugs of the
Ministry of Transport, Directorat&eneral of Coastal Saje(KEGM).
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Support given to the industry

63. The Undersecretariat for Maritime Affairs (UMA, 2011) noted that Turkish shipbuilding
activities are subject to some restrictive obligations to government support, dheerédevant provisions
of the Customs Union between Turkey and EU.

64. The Undersecretariat of Treasury carries responsibility for the Investment Encouragement
Program, which contains various support measures. iWtld objectives and the scope of this program,
eligible investment projects can be granted investment encouragement certificates to allow them to benefit
from the measures listed on the certificate.

65. The programs multidimensional, and combines support for different-grdups of investment
activities all in one package. Each dimension has its own set of parameters such as scope, objectives and
encouragement measures to be provided, and these are clearly definedsupporting Decrees. These
subgroups include support of investments for the production of goods and services, support of investments
for environmental protection and support of investments for R&D activities.

66. The measures contained in the Investment Encouragement Program are mébalsetixand
each project has its own characteristics and time periods for completion. Because of the unique
characteristics of these types of measures, it is very difficgllculate their cost to the budget.

67. The Investment Encouragement Program does not provide-seeittific support measure aimed
specifically at the shipbuilding sector, which only benefits from some of thposumeasures shown
below when their activities meet eligibility criteria.

68. In particular, shipyard investments must have a minimum fixed investment value of Turkish Lira
(TL) 500000 if it is planned to be estailed in a province that has a GDP papita of less than
USD 1 500 (few shipyard investments have benefited frometmesasures so far), and of Tlmillion if it

is planned to be established in a province that hasR (@D capita of more than USI500. These types

of investments can benefit from exemptions from customs duties and Value Added Taxes. However,
according to UMA, within the overall implementation of the Program, these measures have limited
importance.

69. In the case of ship investments, provided that vessels operate undBurkigh Flag for a
minimum of 5years, and comply with minimum investment amounts, investors can benefit from
exemptions from customs duties, Value Added Tax and tax reductibnghe event of investments
commencing before the end of December 2010, investors can also benefit from social security premium
support.

Exemption from Customs Duties

70. These exemptions are offered as partofthevGe r nment 6 s mechani sm t o en
Turkey, and means that imports of machinery and equipment to be used in shipbuilding production would

be eligible for the Customs Duty Exemption, once those investment projects have been evaluated and
found eligible by the Undersecretariat of Treasury. Once the exemption is listed on the Investment
Encouragement Certificate, the investor can import the machinery and equipment indicated on the
approved "Machinery and Equipment List" without paying any custhuties.

° The source material for thigstion was drawn from private correspondence to the OECD from the Turkey

Undersecretariat of the Treasury, and from information provided by Turkey for the WP6 Inventory of
Subsidies and Other Support Measures.
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71 Also, as Turkey is in a Customs Union with the EU, all customs duties and charges having
equivalent effect have been nullified between the parties, and tariffs are determined on rates defined as
common astoms tariffs for the third countries. Therefore, the above mentioned exemptions are only
implemented for imports from third countries.

Exemption from Value Added Tax (VAT)

72 The Undersecretariat of Treasury isathe granting authority for exemptions from the payment

of Value Added Tax. If this measure is listed on the Investment Encouragement Certificate, imports and
domestic purchases of machinery and equipment within the scope of the approved machinery and
equipment lists attached to the certificate are exempted from the Value Added Tax.

73. The legislative instruments covering both the Customs Duties and VAT exemption are the
AfDecrees Concerni ngo Sltrates tEomerNtus?089BIdeE dated JAfth,
2009).

Social Security Premium Support

74. The social security premium to be paid by employers, which corresponds to the amount to be
paid on the minimum wageost, is funded from the budget for time periods ranging from 2 to 7 years,
depending on the different national regions.

Tax Reductions

75. According to Article 32/A of Corporate Tax Law No.55260prporate or incoméaxwill be
reduced by 60%, until the contribution rate to investment reaches 30%véstments started before

31 Decembef010, and reduced by 40% until the contribution rate to investment reaches 15% for
investments started after 31 December 2010.

Energy Support

76. The Undersecretariat of Treasury is the i mpl e
supporto that can be provided to commerci al und
impl emented in accordance with the provisions of C
5084 on Encouragement of I nvest ments and Empl oym

been amended by Law No: 5350 and Law No: 5615.

77. Energy support is provided in provincésat have a GDP per capita equal tr less than
USD 1 500 asof 2001, and provinces which dha negative socieconomic development index value for
2003 as calculated lilze State Planmg Organization.

78. In order to benefit from this measure, undertakings should have at least a certain number of
employees, and energy support is applied at the rate of 20% of the energy cost of the undertaking. The
support rate increases by 0.5 points for each additional employee above the minimum required number.

79. Energy support is noto exceed B% of the electricity costs ofindertakings operating in
Organized IndustriaZones or Industry Zones, and 40% of these costs for undertakings operating in other
areas. UMA has advised that since there have been no eligible shipyards that could benefit from this
measure (except for one negligible case), in practice this supposgureedoes not apply to the
shipbuilding sector.
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Financing and guarantee schemes
Officially Supported Export Credits

80. Within the OECD, governments generally provide officially supported export credits in
accordancevi t h t he OECDG6s Arrangement on Officially Su
financing transactions are also subject to the Sector Understanding on Export Credits for Ships (SSU),
which is itself annexed to the general OECD Arrangement.

81 The OECD Arrangement provides a framework for the orderly use of officially supported export
credits, and it seeks to foster a level playing field for official support that encourages competition amongst
exporters hsed on quality and price of goods and services that are exported, rather than on the most
favourable officially supported financial terms and conditions.

82. In addition, the Arrangement on Officially Supported Expgoreditsis recognised under itek)

of Annexl| of the WTOO6s Agreement on Subsidies and
international undertaking on official export credits. In turn, this article provides that an export credit
practice which is in@nformity with the provisions of that international undertaking shall not be considered

as an export fsidy prohibited by the ASCMAIso, Item k) provides that any WTO member, even if not

party to that undertaking, can benefit from the ASCM clause fractice it applies the interest rates
provisions of the undertaking.

83. Turkey is not a party to either the Arrangement on Officially Supported Export Credits, or the
Sector Understanding on Export Credits for Shipst is an observer to both, and is understood to
generally provide export credit assistance in accordance with the relevant provisions of both instruments.

Activities of Turk Eximbank (Export Credit Bank of Turkey)

84. Tirk Eximbank is a fully state wned bank acting as the Turkis
incentive instrument in Turkeybés sustainable exp
Turk Eximbank has been mandated to support foreigre teandl Turkish contractors/investors operating
overseas.

85. Té¢rk Eximbankdéds main objectives are to promo
exported goods and services by increasing the share of Turkishtexspin international trade, finding

new markets for traditional and noraditional export goods and providing exporters and overseas
contractors with support to increase their competitiveness and to ensurefieeigiavironment in
international markis. As a means of aiding export development, Tirk Eximbank offers specialized
financial services through a variety of credit, insurance and guarantee programs.

86. Most developedeconomiesoperate export credit ageersi (ECAs) like Tiurk Eximbank to
promote exports, and generally these represent a joint effort between official ECAs on the one side,
offering insurance and guarantee programs to facilitate exports (in preference to direct credits), and
commercial banks otie other side, responsible for financing export operations. However, according to its
website, Turk Eximbank is different, in that it is one of the few ECAs in the world which engages in direct
lending activities, as well as implementing insurance agagiee schemes within the same institution.

6 The material for this section was drawnrfréhe WP6 Inventory of Subsidies and Other Support Measures,

the Turk Eximbank web sitavivw.eximbank.gov.irand private correspondence between Tiurk Eximbank
and the OECD,
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87. The Turkish government utilises Tirk Eximbank programmes as the mairtotdatilitate
exports, whereby the Turkish Tr eas highwouldalsoToyer k EXx i
losses incurred by Turk Eximbank in its credit, insurance and guarantee transactions as a result of political
risks). However, the indemnification by the Turkish Treasury is not meant to be used for the shipbuilding
programmes of thBank with regards to the export credit system in Turkey, since no political risk is to be
borne by Turk Eximbank under this programme. In other words, the expectation is that the loans extended
to, or the guarantees issued in favour of, Turkish borroasguefters should not turn into political risk that

would trigger an indemnification by tfigeasury(Turk Eximbank 2011).

88. Turk Eximbank, as the official export credit agency of Turkey, began supporting shipguild
projects with direct loans in 1990, following a report that explored the structure of the Turkish shipbuilding
industry, the effects of the government policies on the sector and the relationship between the national and
international ship building industries.

89. Since 1995 Tirk Eximbank has also supportethpanies involved in shipbuilding through
advance payment guarantees provided in accordance wiffirthecing Program for Ship Construction
and Expatation. Under this programe the Bank provides direct loans that can be extended to Turkish
shipbuilders or exporters to finance shipbuilding expenditures related to a specific abatradinked to

a construction project.

0. In addition, Letters of Guarantees within the limits determined by Turk Eximbank can be issued
in favour of Turkish firms involved in shipbuilding and/or the exporting of ships, and these can be
provided tothe

i) Buyerss bank (as a Refund Guaranteeadvance payments),
i) Buyer (as a Refund Guarantee for advance payments),
iii) Supplierés bank (for Letters of Credit), and
iv) The supplier.

91 To support the Turkish shipbuilding sector, between 31BB® loans totalling
USD 179.3million, and letters of guarantees totalling USD 60.8 million, were issued by Turk Eximbank
under several programs to help to finance 37 separate projettaddition, starting from Jurz009,
USD87.7million was disbursed within the Fourth jgort Finance Intermediary Loan (EFIVY) of the
International Bank for Reconstruction and DevelopmdéBRD (Tirk Eximbank 2011).

92, The Export Finance Intermediary Loan (EFIL IV) program aims to provide mediuomgotérm

funds for investment finance, and medium term working capital needs, of companies involved in
shipbuilding and yacht building sectors. This will help reputable shipbuilding companies to overcome the
effects of the global crisis afne maritime irdustry. The support of ifk Eximbank for the shipbuilding
sector is expected to continue in the future.

93. This program has some eligibility criteria for borrowers in order to comply with financial ratios,
environmeral and occupational health and safety procedures and procurement procedure of the IBRD for
goods and works financed under the ERIL

Private financing

94. With respect to private ship financing, Turkish banks lgereerally been most interested in short
term loans, typically bringing loans in new shipbuilding transactions, rather than the traditional, longer
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term ship mortgage loan However, as Turkish banks have paired up with foreign partners, this
perspectves changing (LI oydbés List Dec 2010). From
institutions are now more likely to enter into traditional ship financing arrangements, and this appears to be
supported by the increasing ship financing business heittign by Turkish banking groups, as reported

in the Lloydés I|list article.

R&D and innovation

95. While the Turkish Government supports the shipbuilding sector, and provides a number of
measures to encourage itsvdlmpment (as well as the development of supporting industry sectors), and
thatR&D support is specifically mentioned in the 2008 Government Action Plan, there do not appear to be
any mechanisms in place to assist the shipbuilding industry.

96. This is relatively unusual in the OECD context, where a significant proportion of the members of
the Council Working Party on Shipbuilding provide financial support for R&D activities, whichedtall
more than USCL00million in 2009 (the latest year for which full figes are available) [OECD 2010].

97. However, in Turkey, R&D support is implemented as a general measure and there is no direct
R&D support for the shipbuilding industry. tesd, R&D support is provided to the manufacturing sector
horizontally through the Ministry of Industry, and the Tra8eall and Medium Industry Development
Organization(KOSGEB), and the Scientificdn Technol ogi cal Research Counc
which provides input for the shipbuilding indusiry.

98. Within the context of Turkeyb6s R&D programmes
and the estaldhment of offshore technology in Turkey necessitated the parallel development of scientific

and technical research to support the industry. The Ata Nutku Ship Model Testing Laboratory (ANSMTL),
operating within the Faculty of Naval Architecture and Océamineering at Istanbul Technical
University, plays an important role for the marine technology in Turkey, and operates through the support

of various public and private institutions and industrial interests.

99. The laboratory is the largest and most active facility of theulty, and as well as providing
education, research, and development activities for the faculty it also provides consultancy services for the
marine industry in Turkey. It haslso established thnical ceoperation between the university and the
industry, and due to its increasing research capabilities and the expertise its consultancy service was
recently extended overseas.

100 The activities of the labatory are centered on ship resistance and propulsion, offshore
technologyship design and transportatiomhe Ata Nutku Ship Model Testing Laboratory is a member of
the International Towing Tank Conference (ITTC).

101 An example of the R&D output of the Istanbul Technical University (ITU) is the project named
MARTI, which entails the design and construction
powered by fuel cell technology that generates eledténergy by combining pressurized hydrogen gas

with oxygen. The only emission from the system isepuater. With a length of 8.18eters and a breadth

of 3.2meters, the boat will carry 6 passengers and two crew members. The boat will have-titre 174
hydrogen tanks, and an 8 kW fuel cell that will provide 10 hours of uninterrupted power, enabling the boat
to operate at a service speed of 7 knots without any noise pollution.

102 An associated project is the Hpdien Production Offshore Structure project, also developed by
Istanbul Technical University.ln 2008, this poject was placed first among P3r o j ect s at t he
Ships and Of fshore Structureso competit sooaion®r gani
(CESA) and the European Maritime Equipment Council. The project aims at producing hydrogen from
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hydrogen sulpide (H,S), which exists amplyparticularly in the Black Sea, and water@ utilizing solar
and wave energy. This will enable theoguction of hydrogen from seawater, which is strategically
important.

INDUSTRY STRUCTURE
Broad structure of the Turkish shipbuilding industry

103 According to the Undersecretariat for Maritime Affairs there wergh®yards operating in 2002,

but that number had increased to 70 by 2011. There were reportedly an additional 56 yards under
construction, but it remains to be seen how many of these will be completed given the impact of the 2008
financial crisis on gloal shipbuilding industry generally, and the Turkish shipbuilding sector specifically.

104 Even though the Turkish shipbuilding industry is a sector that was subject to late privatisation,
with the exception of yasdspecialising in naval (military) construction, and two small yards that are still
in the process of being privatised, all other commercial shipyards are privately owned.

Ownership structure, joint ventures, foreign participation

105 The Government of Turkey has a taken a relati
respect to foreign participation in Turkeyb6s eco
These investment friendly rules extetadthe shipbuilding sector, and there are several Turkish shipyards
seeking possible joint ventures as a way of diversifying their products and entering niche markets, such as
LPG and LNG carriers, cruise ships or capesize vessels; ship types wheuekibl 3hipbuilding has so

far had very little or no penetratidn

106. However, while there have been reports of some relatively small scale joint venture arrangements
(for example, a joint venture between the Tunkissociation of Ship Industrialists and the Dutch firm

IHC Metalix for a possible Turkish pigrocessing plant for steel and aluminium parts used in
shipbuildind) there has been no evidence of any significant foreign investments in shipyards in Turkey.
Nor has there been any evidence of investment by Turkish interests in foreign yards.

Geographic distribution of principal construction facilities

107. The epicentre of shipbuilding activities in Turkey is Tuzla Bsityated some 50 km east o
Kstanbul . The gener al | ocat i ofacilitiesfare $hownkn Feglwe s hi py
below [Note: Tuzla yards are included in Istankand shipyards established in the Kocaeli Free Zone

( KOSBAK) are included in Kzmit].

108 However, as the overcrowded Tuzla area can no longer offer suitable places to set up new yards,
some entrepreneurs have focused on nearby inland locations, such asArhldv&@ nova and Kz mi
Free Zon&K O S B A k Ip paticular, some enterprises in these nearby facilities specialise in the
manufacture of individual hull blocks that are then transported to other shipyards, where they are
assembled.

Information drawn from the Cicek Syard web site: www.cicekshipyard.com/News
At web site www.metalix.nl
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Figure 1 Location of shipyards in Turkey

ASTAMONU (1)

Source: The Undersecretariat for Maritime Affairs of Turkey (UMA) .

109 In addition, the industry has recently been expanding beyond its traditional zone, and diversifying
into new areas throughout Turkey, including a Yal ov a, K z miand,the MédikerraBelama ¢ k S
Regions.

110 After Tuzla, the second largest shipbuildiogationthe YalovaAl t € nova Sh,wgsyar d |
founded in 2004 by a number of entrepreneurs, seldnfecnd under the leadership of, the Yalova
Governorship, in order to increase the capacity of Turkish yards to meet the growing demand for new
vessel both in Turkey and internationally.

111 The project is locatedt a 1.35 million rhsite in a former swampy area located on the seaward
edge of the shore of Marmara Sea, in Yalova town, where there are plans to build shipyards, social
facilitiegs and a suindustrial zone. To date, investment in the projects has edaahleast USD 365
million”.

112 The area is considered to be well located, as it is on the crossroads of Istanbul, Bursa and lzmit,
as well as close to a number of industrial areas. When completed, the Hergelpbujdct will connect
Gebze and Al ténova, which wi || facilitate coll abo

113 The YalovaA |l t € n o v aRe@dn which wili cdnsist of 50 shipyards (38 of which belong to
YalovaAl t énova Shi py ailsd ndfional @roject thas will b€ éunded by private equity
capital, without the use of public sector funds.

114 The main shipyards in Turkey are listed in Table 4. The largeds yae located in the Tuzla
area, with the largest yard having annual maximconstruction capacity of 68®0dwt. The
construction capabilities @fll operating yards in Turkey are shown in Annex A.

° Seehttp://www.altinovatersane.com.tr/index.php?lang=en

22


http://www.altinovatersane.com.tr/index.php?lang=en

Table 47 Main shipyards in Turkey

Shipbuilding Deliveries Deliveries
NO | SHIPYARD NAME capacity SHIPYARD NAME 2009 SHIPYARD NAME 2008
(DWT/YEAR) OWT) ©OWT)
. gﬁ%ﬁ':ARD(KALKAVAN) 650000 | SEDEF  (KALKAVAN) | o o0 [SEDEF  (KALKAVAN) | gocoo
: SHIPYARD : SHIPYARD :
ADIK ANADOLU DENKZ | NDUST
2 | UM SHIPYARD 180.000 | A0S o0 59200 (e py appya 76350
TUZLA SHIPBUILDING ADIK ANADOLU
3 |ALTINTAK SHI| 140000 | 2LA SHIFBL 48000 | DI O 59.900
TUZLA SHIPBUILDING TUZLA SHIPBUILDING
g | 2ba SHIPBY 130.000 |¢KMTAk SHI PY| 45600 | 224 SHIEBL 40.900
5 120000 |DENKZ 1 NDUST 45 59 IN;JARRKD-I;E/I%I SHIPYARD | 40 280
BEKKKTAK SHI CKCEK SHI PYA CORPORATION)
90.000 ;
6 |[DENKZ | NDUST USTAOJLU SHI| 40600 |GKSAN SHI PYA 26800
CKCEK SHI PYA
80.000 .
7 | TERSAN-BOSPHORUS TVK SHIPYARD 30400 |[USTAOJLU SHI| 25900
SHIPYARD
75000  |RMK MARINE
8 [¢KMTAK SHIPY RV ARD 28.800 |¢KMTAK SHI PY 19.900
9 |[NACK SELKN 70000 |GKSAN SHI PYA 25800 |UMO SHIPYARD 18.600
SHIPYARD
10 |SELTAK sHI py 70000 | UMOSHIPYARD 23500 |GELKBOLU ARBI| 14.100

Source: UMA, 2011.

Workforce (including training and education)

115 The number of workers employed by the Turkish shipbuildingstrguincreased from around
2800 in 1998 to over8000 in 2008, as thexdustry experienced a period of significant groy@hart6).

In 2007 a report by the IMEAK DTO (IMEAK Chamber of Shipping), prepared before the impact of the
world economic recession was felt by the shipbuilding sector, assumed that by 2013, if allyafdh
construction projects proposed at that time were undertaken, the shipbuilding industry ppold the
employment of 20@000workers (IMEAK DTO 2008).

116 However, the shipbuilding industry in Turkey wagrsficantly affected by the 2008 economic
downturn, and instead of continuing to grow as expected, employmesigigficantly, so that by 2010

the industry employed around 21 000 workers, and there must be significant doubt as to whether the
ambitious ans to construct new facilities will be realised in the near term.

117 The education and training of workers for the shipbuilding sector are activities coordinated by the

Undersecretariat for Maritime Affairs UMA attaches great importance to all kinds of education and
vocational training activities including at high schools;tle&job training and so on, and it has organized
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and supported various training programs. In this context, the Use of Asbestos (witrtitipgtion of

UMA, the Turkish Shigr e c y ¢ | e atisndand/Germanisdher Lloydphi Apr i | 2011 in Tu
Performance Standards for Protective Coatings (Tuzla, -2000), Market Surveillance (Ankara,
February 2011) and Degasification semindiszla, 2009 and 2010) are the most recent examples of those
courses and seminars (UMA, 2011).

118 In part this training is achieved through high schools operating ship construction departments to
facilitate a futire career in the shipbuilding sector. UMA advised that the number of schools with ship
construction departments had increased from 17 in,20031 in March2011. It noted that th&uzla

Maritime High School commenced courses in 2008, and that theve¥Alb t e nova Anat
Vocational High School of Maritime started its training courses in ZDA. The Tuzla
(Istanbul) and Yalov#h| t énova regions are first and seco
that are located there.

119 In addition, there are four universities in Turkey with shipbuilding departments:
- Istanbul Technical University (Istanbuly Y&l déz Technical University
- Piri Reis University (Istanbul) - Karadeniz Technical University (&bzon).

Chart 6 - Turkey shipbuilding industry employees

THE DIRECT EMPLOYMENT IN TURKISH SHIPYARDS
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ROLE OF NATIONAL ASSOCIATIONS
Turkish Shipbufl dersd Association

120 The Turkish Shipbuil der s 6 -G3BR) estaldishedanmT®,(isTur Ki s
the principal shipbuilder association in Turkey. It is a professional organization representing ship and
yacht builders as well as repair and maintenance companies, and acts as the spokesman and representative
of the private shipbuilding industryThe Association has 50 members, which are located in the Tuzla
Shipyard Zone, as well as in Korfez (Izmit), Karadeniz Ereglisi, Gelibolu, and Canakkale.

121 The objective of the GISBIR is to develop the Turkishpbhilding sector to enable it to
effectively participate in the world market, and to play a role in the domestic and foreign representation of
shipyards. The organisation also manages the relationship between government and the industry, and
works with reated industry bodies to address common problems experienced by those industry sectors.
The Associationbés specific goals are as foll ows:

i)  To represent the industry at national and international platforms and to develop marketing
and promotion programs;

ii)  To provide assistance to its members in the development of marketing plans and strategies,
including through the provision of market data and information;

iii)  To further develop industry networks and relations with the Government; and

iv) To assist in the enhanoent of existing technologies and facilities for design,
construction and delivery.

Turkish Association of Ship Industrialists

122 The Turkish Association of Ship Industrialists (GESAD) was establigtithdits own statute

under the Laws for Associations of the Republic of Turkey, and is a member of the European Marine
Equipment Council (EMEC). In this context, ship industrialists are the equivalent of marine equipment
manufacturers in other parts of the world, #mely manufacture and fabricate many of the components that
are used by shipyards to produce new vessels.

123 The Turkish Association of Ship Industrialists was established to:
i)  Enhance the cooperation of ship indiaists and shipyards;

i)  Introduce and promote new technologies and innovations with safe and environmentally
sound solutions;

iiiy  Facilitate active relations between ship industrialists and edueasimingresearch
institutions as well as internationaitiéies; and

iv)  Represent the Turkish ship components industry in national and international for a with
respect to occupational health, safety and environment issues.

10 Seehttp://www.gisbir.com/en/default.asfar more information.

1 http://www.gesad.org.tr/site/hakkimizda.php
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IMEAK Chamber of Shipping of Istanbul and Marmara, Aegean, Mediterranean and Black SegiBn

124 The IMEAK Chamber of Shipping (IMEAK DTO) is a professional organization of the Turkish
maritime sector, with its headquarters in Istanbul and main branch offices in Izmir, Bodrum, Marmaris,
Antalya, Iske d e r un, Fethiye and Karadeniz Erejlisi, (We:

125 The IMEAK DTO has representation in Ankara as well as representation at all coastal towns and
cities in Turkey. It was first established as thimhbul Chamber of Shipping in 1982, but subsequently its
activities were gradually extended so as to cover the region of the Sea of Marmara, the Aegean Sea coast
and the Mediterranean coast of Turkey, and finally the Black Sea coast. MemberkviiE Ate Chamber

of Shipping include shipowners, shipyards, ship operators, shipping agents and marine insurance
companies.

126 The most important aim of the IMEAK Chamber of Shipping is to try to develop commercial
shippingin the public interest and in accordance with the national tratasioor and shipping policieShe

Chamber also promotes the interests of its members, arranges professional development within the sector,
establishes common rules and informs the autherin shipping matters.

127 The major activities of the IMEAK DTO are to:
i)  Establish rules and practices as regards shipping;
ii)  Research and collect information on shipping;
iiiy  Ensure that sea trade develops incadance with national policies on transportation;

iv)  Supply information to foreign organizations on the facilities, services and tariffs of
Turkish ports; and

v) Become a member and follow the activities of the international organisations concerned
with shipping, and to perform other functions as stated in the law.

128 The IMEAK Chamber of Shipping is a member of the Union of Chambers and Commodity
Exchanges of Turkey and the International Chamber of Commerce. Apartthese two national
organisations, the IMEAK DTO is also a member of the International Chamber of Shipping (ICS), the
International Maritime Bureau (IMB), the Federation of National Associations of Ship Brokers and Agents
(FONASBA), the Baltic and Inteational Maritime Council (BIMCO), the European Community
Association of Ship Brokers and Agents (ECASBA), the International Association of Independent Tanker
Owners (INTERTANKO), the Baltic Exchange, ttaternational Council of Marine Industry Associato
(ICOMIA), the European Boating Association (EB#&jdThe Yacht Harbouhssociation (TYHA)

Mersin Chamber of Shipping

129 The Mersin Chamber of Shipping was established in 1989, and is subject to the provithens of
Union of Chambers and Commodity Exchanges of Turkey. The Chamber was established to;

- Meet the needs of members of the Chamber and facilitate their occupational activities;
- Develop maritime sector in accordance with the general interests of menmukrs; a

- Provide standards for occupational discipline and ethics.
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130 The Chamber has a wide range of members drawntfrermaritime sector, including:

- Ship owners and ship operators, and shipping agents;

- Freightbrokersand forwarders;

- Stevedores;

- Ship classification societies, marine insurance institutions and marine surveyors;
- Marine equipment, marine chandlers and fuel supply providers;

- Marine and port operating companies;

- Fishing vessel operators; and

- Yacht builders,submarine water services, tohoats, environmental cleanup companies, and
other associated activities.

Turkish Lloyd

131 Turkish Lloyd is an impatrtial, independent third party organisation having expertise in the
inspection, classification and certification of vessels. It was established in 1962 by the Chamber of Naval
Architects and Marine Engineers to with the aim of assisting the shipbuilding industry.

132 This role incldes the survey odfiulls, machinery and electric components of new vessels in
accordance with IMO requirements, the control and certification of marine equipment, material and
products used in the construction of ships, as well as the application ofrdgdraational requirements

such as the ILO Conventions.

The Chamber of Turkish Naval Architects & Marine Engineers (GMO)

133 Following the entry into force of tHenion of Chambers of Turkish Engineers and Architéatis

the Chamber of Turkish Naval Architects & Marine Engineers (GMO) was established in December 1954
in Kstanbul, a s ginderng ¢hamber bf thp TudkisheNaali Acchitects Assatiation. Its
members are composed of naval architects, marine mechanical engineers and ocean engineers. lIts
objectives are mainly the protection of government and member interests, developing aiif awazed
architecture services and helping to improve the naval architecture profession.

134 GMO is a member of The Confederation of European Maritime Technology Societies (CEMT)
and the IMO Naval Architecture Grougnd also it has eoperation agreements with The Royal Institution
of Naval Architects (RINA) and the German Society of Marine Technology (STG).

CONSTRUCTION CAPABILITY AND PERFORMANCE
Construction/production capabilities

135 As of May2011 there were 70 operaial yards in Turkey (see Tallebelow). Before the
economic global downturn of 2008 there were ambitious goals set by investors to increase shipbuilding
capacity in Turkey in order to take advantage of hbem in new orders experienced by most of the
worl dés shipyards since the early 2000s. At one
by 2013 there would be up to 148rds operating in Turkey, ethaying almost 20@00workers- from a

peakof around 3 000 in 2008 (IMEAK DTO, 2008page 43).
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136. However, Turkish shipyards were severely affected by the global economic downturn, so that by
2010 employment stood at around 200 workers (from a peak ofver 3 000). While the global
economy is showing some signs of recovery (as is the shipbuilding sector), there is still a concern that the
high level of global newbuilding output since 2008 (as yards continue to construct and deliver vessels
already on thir order book) has kept the oversupply of ships high. The implication is that it is unlikely
that the shipbuilding industry will see boom conditions again for some time, especially as new entrants in
the market (especially China) have also taken the rtymity of the downturn to make further gains in

their share of world shipbuilding demand.

Table 57 Turkey Operating Shipyards May 2011

Province/Region Number of Shipyards

Istanbul (Tuzla) 27

Yalova

=
©

Zonguldak

Izmit

Canakkale

Trabzon
Ordu

Samsun

Kastamonu

Sakarya

Hatay

RPlRr|Rr|R|RP|RL|INMIMV O|®

Adana

~
o

Total

Source: UMA, 2011.

137 Therefore, it i s l'i kely that Tur keyds exi st
extensions from improved produdti) are likely to define its capacity over the short to medium term.
Turkeyds main strength in the past has been in

yards are likely to utilise this expertise as a competitive safe haven wridraic conditions around the
world improve. Tl likelihood of this outcome has been strengthened by recent orders received by the
Turkish yards (see later in this section) which are principally composed of these types of vessels.

Role of minor yards andhip conversion/repair facilities

138 Turkish yards tend to be mulurpose, and most offesonversion, repair and maintenance
servicesas well asnewbuildings so that with some minor exceptions there are no signif shipyard
facilities in Turkey dedicated specifically to conversion and/or repair maintenance. Thigunptise
approach facilitates the provision of repair/maintenance services for international and dshigstoers,

and can also assist the garthemselves, as conversion and repair/maintenance activities can keep facilities
in use even if there is a fall in the number of orders received fovasselgas was the case in 2009 and
2010 after the economic downturn).
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139 The importance of this facet of the shipbuilding sector has been recognised by the
Undersecretariat for Maritime Affairs, which includes the ship repair sector as part of its strategic goal.
This recognition i s igraphipahlocationbwhiteisl on,oon nedr,somnme efytlies g €
w o r |n@id shipping routes, and which provides considerable potential for ship repair and maintenance
serviceghat ae not limited to local demand.

Industry Performance
Production record and typed gessels built

140 From a general perspective, in recent years the Turkish shipbuilding industry has shown itself
capable of being quite competitive in the world market {Bagle6). While in 2002 its share of wdr

output had dropped to a low point of 0.51%, this gradually reversed as the yards became more competitive
and capable of attracting orders from both domestic and foreign buyers, so that it share of world output had
guadrupled by 2008 to reach 1.93%, eord high for Turkey. On this basis, there was some justification

for the very optimistic outlook forecast by both the Turkish government and the IMEAK DTO, which (as
noted earlier) mapped out a very significant growth by 2013.

Table 6 - Total completions by Turkish yards i (cgt'® million)

Year 1999 2002 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010

cgt (million) 0.17 011 026 | 034 | 042 | 0.66 | 0.82 | 0.68 | 0.47

World share (%) | 091 051 100 | 1.17 | 1.28 | 1.88 | 1.93 | 1.52 | 0.90

Source Lloyd's RegistefFairplay, ad IHS-Fairplay 'World Fleet Statistics' (several editior

141 On the basis of its 2010 production perfonoa, when Turkey delivered 0.41llion cgt of new

ships, its output accounted for 0.90% of the world outpr that year (of 51.@nillion cgt). This made
Turkey the eighth largest producer in the world in 2010. However, there are some significant issues
associated with the decline in production in Turkey in both92&0d 2A0 which may carry future
repercgsions for the industry in Turkey over the short to medium term.

142 The first issue is that while the 2008 global economic downturn affected all world economies to
some degree, it in fact barely affected shipbugdproduction, which globally has grown significantly

over the last several years, and which in 2010 saw the highest production level in recent memory (see
Chart 7).

12 cgt = Compensated Gross Tons, an OECD measure of shipyard activity widelyg skgibuilding.
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Chart 77 Total world newbuilding completions 1999-2010
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143 The reason for this growing output, even in the midst of one of the most severe global recession
seen in many decades, is that at the time the recession started in late 200i r t ual Iy al | C
shipyards had full order books, the result of very high ordering patterns since the turn of the century.

144 With full order books, and a contractual obligation to deliver the newelgesas specific dates,

yards around the world continued production at record levels, even though ship buyers were frequently
struggling to finance the new ships as capital markets around the world dried up. While some orders were
cancelled (or defaultednd and the delivery of other orders postponed, the majority of orders were
completedand continue to be completed.

145 These market conditions affected shipbuilders in different ways, with some shipbuilding
economeés apparently grasping the opportunity to increase their share of world production, while others
saw outputs fall, wvirtually in contradiction of
part of the latter group, and the impact on theemnse to be greater than shipyards in other parts of the

world.

146 The second issue is that the worl ddés economi
change in world shipbuilding, as shipbuilding economigih formerly modest outputs greatly increased

their participation in the industry, and appear to have positioned themselves to make further inroads into
the shipbuilding activities of established shipbuilding economies.

147. Chi
0

na is the most obvious exampl e, as it mo \
wor |l d I

s a ringhe spiace pf two gears (see table 7 below which shows the top 10 producers in
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the world for 2008 and 2010). However, therrevalso other economies that one way or another seemed
to benefit from the economic downturn, particularly the Philippines and Vietham.

Table7i Wor |l dés Top 10 produkyegts of new ships

RANK 2010 2008

% %
1 China 35.56% Korea 34.59%
2 Korea 28.94% Japan 23.08%
3 Japan 19.04% China 21.88%
4 Germany 1.66% Germany 2.77%
5 Italy 1.50% Turkey 1.93%
6 Philippines 1.19% Italy 1.77%
7 Vietnam 1.09% Poland 1.37%
8 Turkey 0.90% Romania 1.26%
9 Romania 0.88% ChineseTaipei 0.91%
10 Chinese Taipei 0.72% Croatia 0.87%

Source: IHS Fairplay World Fleet Statistics 2009 and 2011.

148 However, because of the exceptionally stng gr owt h o fon b€tlwdem20@sandp r o d L
2010, Tabler only tells part of the story, because while it clearly shows the id¢lkegibbetween the top

10 producers, it does not provide any guidance on the individual changes that occurrethdlivitheal

production outputs, and further analysis is necessary to gain a better appreciation of the dynamics of the
industry over that period.

149 Table8 shows detailed production data for both 2008 and 2010,anpazes the rate of change
of output for the top 16 producers in 2008 over that period.
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Table 8: Outputs and rates of change between 2008 and 2010

Economy 2010 2008 Change cgt Change
cgt '000s cgt '000s 2008-2010 %

China 18.91 9.25 9.66 104.43%
Korea 15.00 14.60 0.40 2.74%
Japan 9.85 9.76 0.09 0.92%
Germany 0.85 1.17 -0.32 -27.35%
Italy 0.77 0.75 0.02 2.67%
Philippines 0.61 0.31 0.30 96.77%
Vietham 0.56 0.26 0.30 115.38%
Turkey 0.47 0.82 -0.35 -42.68%
Romania 0.47 0.53 -0.06 -11.32%
Chinese Taipei 0.37 0.39 -0.02 -5.13%
Poland 0.29 0.58 -0.29 -50.00%
Croatia 0.24 0.37 -0.13 -35.14%
USA 0.34 0.36 -0.02 -5.56%
Malaysia 0.31 0.31 0.00 0.00%
Finland 0.19 0.30 -0.11 -36.67%
Denmark 0.17 0.26 -0.09 -34.62%
World Output 51.87 42.30 9.57 22.62%

Source: HIS-Fairplay World Fleet Statistics, 2008 and 2010.

150 Table8 clearly shows the extraordinary growth of China, which more than doubled in production
over that two year period. This outcome was matched by both the Philippines and Vietnam, although from
a much smaller base. Clearly, thehree shipbuilding economies had accumulated large order books
before the 2008 financial crisisyhich greatly boosted their production over that two year period. It
remains to be seen whether thigputperformance can be maintained, buirtlteederbooks at the end of

2010 (see Tabl@ below) suggest that they can, at least in the short term. They may be joined by India,
which also had a large order book at the end of 2010, but this has yet to be reflected in the production data.

151 For the remainder of the top producers, the period between 2008 and 2010 was very difficult in
the face of the rapid growth of China (in particular), and their production was either stagnantewefell

in the case of Korea andphm), andn some casethe falls wersignificant,. It is also very significant that

these stagnations and contractions in production occurred at a time when world production increased by
over 20% (see Table 8).

152 While in 2008 Turkey was the fifth largest producer, in 2010 it had fallen to eighth, and its
production fell by over 40%. It was not alone in finding itself in this situation, with virtadillgther
producers experiencing similar stagnation or falproduction. On the basis of the end of 2010 order
books it is likely that all with continue to experience pressure from China, the Philippines and Vietnam.

153 While the situation with respect to China was natxpected (as it had been growing strongly for

some time) the surge by the Philippines and Vietnam not quite so obvidon20@8they were in 12 and
15" placerespectively To a large extent this growth was due to significant investments made bgrKore
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Japanese and European shipbuilders in facilities in those economies, to take advantage of the lower cost of
inputs and government support for industrial development.

154 These developments strengthen the alreadilent trend of shipbuilding activity moving
increasingly eastward and further steps may need to be considered by both the Turkish government and the
shipyard managements (as well as other economies that experienced a stagnation or fall in their
productian) to increase the efficiency and competitiveness of yards, so that they can better position
themselves in the world shipbuilding market

Analysis of order books

155 So far the analysis has focused on productionchvbd a large degree is a reflection of past
ordering trends. However, just as important with respect to future prospects, is the statewfent
order books, whicheflect the success or otherwise of yards in capturing new orders.

156, The order books held by Turkish shipyards at the end of December 201ll6dtaeound

1 million cgt, which was the I"largest in the world (Table 9). The order book data represents the
accumulation of orders reiwed by yards for delivery at a future dagddefine the amount of work in
hand at a specific point in time, theref@enstitutinga surrogate measurement of how successful yards
have been in capturing new orders. Finally, order books are also agmber (subject to cancellations
and deferments) of future output performance.

Table 9 - Total World Newbuilding Orderbook - December 2010

Rank No of ships CGT (000s)
1 [China 2 967 48 922 38.22%
2 [South Korea 1,357 39,145 30.58%
3 apan 1,105 19,856 15.50%
4 |Philippines 108 2,686 2.10%
5 [india 257 1,927 1.51%
6 |Vietnam 252 1,877 1.47%
7 |Germany 55 1,449 1.13%
8 |italy 47 1,386 1.08%
9 |Brazil 116 1,278 1.00%
10 |Chinese Taipei 42 1,050 0.82%
11 [Turkey 162 963 0.75%
12 |Romania 80 832 0.65%
13 |indonesia 136 563 0.44%
14 |Spain 83 541 0.42%
15 [The Netherlands 70 461 0.36%
Rest of the World 985 5,167 3.97%
Total 7822 128 013 100.00%

Source: IHS Fairplay "World Shipbuilding Statistics" (December 2010).
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157. On the basis of the data shown Table9, the situation at the end of 2010 must be of some
concern to Turkish yards, because it pointpoasiblechange in the position of the Turkish industry

compared to those of its closest competitors. While in 2010 Turkey wAslac in term®f output, in

the context of the order book it had slipped t8' place, as other shipbuilding economies (India, Brazil
and Chinese Taipedlsomoved ahead of it.

158 Looked at from a different perspective, orstpautput performance the orders held by Turkish
shipyards are equivalent to about two years work. This is consistent with the situation for the major
producers (China, Korea and Japan) whose yards hold orders that would keep their yards operating for
betveen two and three years at 2010 output levels.

159 However, a more interesting comparison is with the Philippines and Vietnam, two economies that
recently moved ahead of Turkey in the production tables. In thess,dse Philippines holds around
4.5years of work, and Vietnam over 3 years of work in their respective order books. This implies a very
significant recent inflow into their order books, captured at a time when traditional shipbuilders (including
Turkey) saw very significant falls in new orders.

160 What this implies for many shipbuilding economies (including Turkey) is that unless there are
some significant changes in existing order books (through cancellatigmrie economies) and recent
ordering patterns (which, like production seem to be heading eastward) then it is difficult to anticipate
significant changes in overall world output foemance in the near future.

Specialisation of Turkish yards
161 The traditional focus of commercial shipyards in Turkey has been in smaller vessels, especially
in chemical/oil tankers of up to 10,000 dwt, and this pattern is certainly evident in the latest order books,

which are dominatkby small tankers and geaécargo ships (see Table 10).

Table 107 Turkey - Composition of order books (December 2010)13

Type of Vessel No gt cgt dwt

Bitumen carrier 1 8,652 8442 15,000
Bulk carriers 2 23,000 17,065 38,000
Chemical tankers 5 36,927 48,586 57,500
Chemical/Qil products tankers| 68 402,624 447,336 592,776
Container ships 10 129,231 116,863 158,500
General cargo ships 21 108,575 131,248 152,469
LPG tankers 3 12,760 21,569 13,700
Oil products tankers 7 15,536 23,858 19,800
Passenger ships 6 3,595 10,162 1,942
Total 123 740,897 825,109 1,049,687

Source:IHS-Fai rplay oWorld Shipbuilding Statisticso (December 2010)

13 Note: order book data differs between different data sets, perhaps indicating differences in the way that

information is collected and collated.
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162 This recent performance of Turkish shipyards wbpect to tankers is shown in Charts 8 and 9,
which track the delivery ofinkers by number and dwt resfieely.

Chart 81 Delivery of tankers by Turkish shipyards (number)
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Chart 9: Turkish Shipyards' Tanker Deliveries (dwt)
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163 This specialisation by the Turkish yards has meant that they have successfully developed a niche
market in these vessels, which could provide a Udmffier at times when new orders might be hard to

win due to reduced shipuyer interest. The strength of the Turkish yards in these-melnkets is evident

in the composition of the current order books, which shows a distinct bulge in the smalttiagery.

164. More important for Turkish yards is the fact that at the moment there are a limited number of
competitors in the category in which they are the strongest. According to detailed data for January 2011
(Clarkson, 2011) Turkish yards Ideorders for 62 chemicalil tankers of less than 10dwt. This

number was second only to China, which held orders for 74 vessels of this category, but more significantly
was that the next largest was Korea, which loglly 24 orders. No other producing economy came close

to double figures for these types of vessels.

165 This must give some comfort to Turkish yards,
adv antrasgal tankérg which may give those yards a reliable base load of work to keep the yards
working, even when otharders might be hard to findhether or not this situation will continue cannot

be deduced from currently available information.

Export peformance

166. Traditionally, and in their early stages of developmentrkish shipyards have principally
constructed vessels to meet domestic demand, and as explored above the yards have specialised in
particular types of vessels to meet that domestic demathalvever, beginning from the early 2000s their
productionpattern changed in favour of export deliveries, and this continued until the 2008 worldwide
economic crisis.Despite this growing orientation towardetbxport market, the latedatashow a strong
domestidbase for the industryhich could be considered to be both a strength, and a weakness.

167. It is a strength because domestic demand reflects the performahe€eTlairkish economy, which

in recent years has been quite strong. In turn, because domestic buyers have shown considerable loyalty to
Turkish shipyardstheyardshave enjoyed a relatively stalWlemestiovork load. This domestic focus also

means that tirkish yards have been able to specialise and develop skills in a market sector where they
have been relatively isolated from external competition.

168 On the other hand this domestic focus could also be consideneshlness, as this relative
insulation from competition has meant that Turkish yards have taken soe&tdevelop their products

to successfully bid for orders on the open market, and will have to work hard to compete with new,
aggressive players in thearket (refer tathe discussion regarding Tablégo 10). However, on the
positive side this situation started to change from the early 2000s, as Turkish yards expanded their
facilities, and moved into the construction of different ships, so that bgntieof 2010, while smaller
chemical and product carriers still dominated the order book, there were a number of other different vessel
types represented, including container ships (see Table 10 above).

169 This divesification and more outward orientation by the Turkish yards meant that they were
better able to compete on the international market, so that the middle of the 2000s there was a much greater
balance between domestic and export demand, including somemeaesexports exceeded buildings for

the domestic market, both in the number of vessels and in terms of dwt (see Charts 10 and 11).
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Chart 10 - Delivery of vessels by Turkish shipyards for the export and domestic markets
(number of vessels)
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Chart 117 Delivery of vessels by Turkish shipyards for the export and domestic markets

(dwt delivered)
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170 Both of these charts show the growing importance of exportsetaltinkish yards, but also
highlight the serious impact of the 2008 economic crisis, which caused global trade to shrink, and the
demand for shipping services to decline. In turn this caused a very significant number of order
cancellations and a collapsé mew orders, which fell by around 80% between 2007 and 2009 (IHS
Fairplay 2007, 2009a). This contraction in new orders also affected petroleum and chemical tankers which
are staple products for Turkish yard

171 In this framewor k, the export performance of
had performed well unt il 2008, started to deteric
fell from a high of US2.6billion in 2008 to USDL.8billion in 2009, a fall of 31%. tifell a further 39%

to USD1.1hillion in 2010.

Chart 127 Turkey i Shipbuilding Industry Exports and Imports (USD billion)
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172 The Undersecretariat for Foreign Trade (UFT) pesvided a more detailed breakdown of the
destination of Turkish exports of new ships and yachts, and these dathoare in Tabldl. It is

assumed from this table that exports are recorded as deliveries to registers other than the Turkish register,
asthe list of destinations in Tablel Includes a number of open registers (for example the Virgin Islands,

the Marshall Islands and Panama), where vessels could be owned by Turkish owners tbgd égithat

open register.
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Table 117 Ship and yacht exports by Turkey i by destination

EXPORTS BY TURKEY (USD m) Change % | Share %
2009 to 2010 in 2010
No Destination 2008 2009 2010

1 | Malta 686.44 517.97 272.17 -47.5 24.4
2 | ltaly 178.63 174.02 118.60 -31.8 10.6
3 | Norway 125.36 158.65 71.06 -55.2 6.4
4 | Virgin Islands 76.68 192.82 69.48 -64.0 6.2
5 | Marshall Islands 265.79 91.26 65.25 -28.5 5.9
6 | Panama 139.34 32.45 58.68 80.8 5.3
7 | USA 46.59 52.15 54.90 5.3 4.9
8 | Emirates 11.02 2.56 41.79 1,534.5 3.8
9 | Germany 186.16 11.78 39.99 239.4 3.6
10 | Singgore 0.41 0.03 38.25 138,460.7 3.4
11 | The Netherlands 147.15 66.71 31.16 -563.3 2.8
12 | Cayman Islands 13.01 42.93 30.26 -29.5 2.7
13 | Liberia 128.52 146.10 25.10 -82.8 2.3
14 | Greece 49.07 22.88 18.12 -20.8 1.6
15 | Syria 3.95 4.20 18.04 329.5 1.6
16 | Netherlands Antilles - 0.35 15.50 4292.9 1.4
17 | Romania 13.38 30.92 13.22 -57.3 1.2
18 | UK 44.42 63.28 11.66 -81.6 1.0
19 | Gibraltar - 5.15 11.35 120.6 1.0
20 | Brazil - 4.30 11.12 158.8 1.0
Rest 531.94 205.74 98.63 -52.06 8.9

TOTAL EXPORTS 2,647.86 1,826.5 1,114.33 -39.0 100.0
First 10 destinations 830,17 74.5
First 20 destinations 1,015.69 91.1
EU 27 1,568.29 930.02 519.10 -44.2 46.6

Source: UFT, 2011.

173 Table 11 shows changes in exports to the 20 teprigions for ships and yachts built in Turkey.
While the WP6 focuses on commercial shipping, the data collected by Turkish authorities aggregates both
commercial vessels and yachts (which is a major activity for yards in Turkey) and it is not passible t
disaggregate that information. However, the majority of the exports contained in the table would cover
commercial ships, so that the inclusion of yacht data is unlikely to significantly skew the data presented
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there. However, some care needs to be takessessing the data, because of the value of individual ship
transactions, whereby a single vessel could result in very large changes in the data from one year to the
next (for example, see the entry for Singapore). Therefore, care needs to be maskimgnextrapolations

on individual export destinations based on these data.

174 On a broader scale, a significant change that has occurred over the last three years has been the
sharp redudon in exports to the E@Q7, which accounted for almost 60% of Turkish shipbuilding and
yacht exports in 2008, but accounted for only 46.6% in 2010. Whether this is temporary change, or a more
significant structural change in the EU members as destinations for vessels buitkay,Tis not clear

from thesedata.

175 However, according to recent t'f exdoe datatfoathé st i c
first four months of 2011 show that shipbuilding and yacht industry exportstbate periodtotalled
USD 526 million, whereas the exports figure of the same period of 2010 was only USD 286 million.

176 During this period 54. 4% of tstwere Hireced towarsidgi p b ui |
EU 27, which could indicate a recovery in this mark@ther significantt i n a | destinations
exports in this sector werblalta (38.2%), Panama (13.6%), the Marshall Islands (10.7%), France (8.3%),

USA (6.5%) and Germany (5%). In the fifsto u r mont hs of 2011 Turkeyobs
almost all countries, with thexception of the Middl&ast and some Asian destinations.

177 Besides the EU 27, the other major regional groupings for Turkighexports in the first four
months of 2011 were the Americas (17.7%) and Oceania (11.1%).

178 In its comments, the UFT noted the importance of the EU market for Turkish shipyards. While
Turkey had captured aroudd. 9% of t he EUOGs tot al shipbuilding ¢
has declined to 0.65 % in 2010, even though the
concern was that this decline occurred at a time whaecording to UFFtheEU6 s t ot al yacht
imports increased by 54 % (UFT 2011).

179 UFT in part attributed this loss of market share to China, which according to UFT increased its
share of EU shipbuilding and yacht importerfr17% in 2009 to 26% in 2010However, while UFT
considers that China wil!/ increasingly dominate t
will be able to exploit their natural advantage in mggehts, and will retain their market share.

180 UFT also commented that due to decline in orders due to the 2008 economic crisis, there was a
severe loss of employment (this was covered in some detail in the sections covering employment in the
shipbuildingand related industries). In addition, there was also a loss of competitive advantage because of
the rise in the cost of production, and the i mpa
benefit from the resurgence (albeit slow) in wenlidle demand for new ships (see Tables 7 to 9 for more
information).

181 From these data it appears that Turkish shipyards are still largely gearadet domestic
demand, with 2¥essels listed for export and 104téd for the domestic mark@iable 12). According to

the available data, only 18 are listed as unconfirmed, which will have little impact on the domestic/export
mix shown in that table.

14 http://www.tim.org.tr/tr/inracathracatrakamlaritablolar.html# 2011 NisarSe k't ° r Bazénda

Rakamldatr& can be fdwnd durfkgermhi svudeyaeference pro
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Table 12 - Domestic/export mix of Turkish yard order books

May 2011
export domestic unconfirmed
Type of vessel
vessels no. vessels no. vessels no.
Dry Bulk - 2 -
Chemical tanker 2 59 9
Container ship 4 4 2
General cargo ship 4 17 1
LPG tanker 3 - -
Qil tanker 1 2 1
Passenger ship - 11 1
Off-shore vessel 7 1 1
Fishing vessel 2 - 3
Passenger Ro/Ro - 4 -
Other - 1 -
Total 23 101 18

Source: Fairplay Solutions May 2011

182 While the recent dip in export earnings can probably be attributed to the effects of the 2008
globd economic downturn, it is not clear for thgailabledata whether the rises (and subsequent falls) in
export revenue attributed to shipbuilding simply reflects overall changes in production levels, or whether
there were changes in the relativities betwdemestic and export production. A casual examination of

the data suggests that increases in export revenue since 2004 grew at a slightly faster rate than overall
production, suggesting that exports increased faster than overall production, but tbisbeanarified

with any degree of certainty.

183 In any event, it would seem that the efforts by the Turkish yards to diversify their products in
order to attract more export orders are very appropriate, espepiatythe recent dips in export earnings,

but it may be that in times of depressed demand (such as is the case at present), the yards may need to look
towards their areas of strength (smaller vessels, especially tankers) in order to consolidate tibaiirposi

the world market.

Productivity and competitiveness

184 Productivity is a significant factor that drives competitiveness in the shipbuilding industry.
However, comparative productivity is difficult to measwaed would require a very detailed study to
produce a reliable assessment, which is not possible in this study of the Turkish shipbuilding industry.

185 The discussion that follows is based on the assumption tlatiridustry output, compared to

total industry employment, provides some indication of the productivity of the shipbuilding industry. On
one level this can be a relatively robust analysis, as it is based on two sets of relatively reliable data sets, as
enployee numbers are provided by the industry, while output (on a cgt basis) is collected from shipyards
worldwide.

186. However, this rather simplistic analysis is unable to differentiate between productivity that coul
be attributed to low cost, efficient manual workers, and that which could be attributed to extensive
investment in automation. In other words, by simply using employment as the sole measure of
productivity, then a business operation (or indeed an eintihgstry) that relies heavily on employees,
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would be Iikely to be considered filess producti
empl oys fewer workers), when in practice their

187. This limitation is understood, and it is accepted that this analysis provides an indication of
yard/industry productivity, and is not a definitive or absolute measure.

Table 137 Turkey: Output per employee

Employees Outputin cgt cgt/employee

1999 3,681 166,207 45.15
2000 5,250 103,986 19.81
2001 5,750 124,185 21.60
2002 13,000 106,687 8.21
2003 14,150 207,843 14.69
2004 14,750 255,487 17.32
2005 25,000 344,328 13.77
2006 28,580 446,674 15.63
2007 33,480 662,720 19.79
2008 34,500 817,982 23.71
2009 19,179 675,642 35.23
2010 21,449 465,462 21.70

Source: UMA, 2011 and IHS-Fairplay World Fleet Statistics (various editions).

188 Tablel3 provides data on the number of employees in Turkish shipyards, and total output by the
industry. The first observatin t hat can be made is that the year
uneven, ranging from a low of &8l cgt/employeeto a high of 45.% cgt/employee, with the average being

just over 4 cgt/employee.

189 The only pattern that can be discerned, is that from time to time the shipyards appear to have
made the judgement that demand was expected to rise significantly, and adjusted their work forces
accordingly (for example in 2002 when the workforce more tloarbleéd). However, at times the expected
increase in demand did not eventuate, resulting in a workforce that might have been too high, leading to a
corresponding fall in the implicit productivity (in that case from 21.60 cgt/employ&@ 1agt/employeg

190 On the other hand, yards also appear to have become much nemtéveffh judging demand,

and reacting much more quickly to adjust employment (in particular in 2009 and 2010), which has led to
significant prodativity increases in recent years. If these productivity gains also produced commensurate
efficiency gains and lower costs, then this could be expected to make those yards more competitive in both
the damestic and international market. This wouppearto be an effective response to the declining
competitiveness of Turkish yards as illustrated by their slippage in the world output and order book
rankings.

191 While internal movements in productivity are useful, revmore potentially useful is the
compari son between the implicit productivity of
competitors.

192 The data in Tablé4 shows employee, output and imputed oufpert employee data for a
number of shipbuilding economies/regions. The data is for 2007 because this is the most recent year for
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Economy Shipbuilding Output Output
Employees (6000 c Cgt/employee

Japan 50,000 8,965 179.3
Korea 119,000 11,91 94.9
European 14° 114,000 4,620 40.5
Chinese Taipei 11,000 369 33.6
Turkey 33,000 663 20.1
China 260,000 6,766 18.8

Sources: USD D C,
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Fairplay World Fleet Statistics, 2007.

193 First of all, there is no intention of examining this table in order to draw fine judgements
regarding the relative productivity of the respective economies and regions; neither the data nor the
methodologyutilised is robust enough to permit that. However, looking at broader indicators, it seems that
Turkey is in the same general productivity range as China,eGhifaipei and the Europebh, which

would allow the conclusion to be drawn that on this megsuhnile Turkey is not in the top league, neither

is it relegated to the lowest productivity ranks.

194 It is stressed again that this assessment is indicative only, but it may indicate an area where
additional anbysis would be useful, as well @®inting toan aspect of the industry where there could be
some room for improvement to strengthen its competitiveness.

195 If productivity is not as high as in some other shipboddeconomiesthenthis could in part be
explained by the generally small scale and diffused nature of the shipbuilding enterprises in Turkey, which
as noted earlier have specialised on the construction of small commercial vessels, mainly small
oil/chemial tankers. Gearing shipyard facilities around this niche etarlay have made more difficult

for example, teexploiteconomies of scale available to larger scale operations.

196. High wages, labour shortages,laaf experience in the construction of aaditional ship types

and the high cost of imported marine equipment could also be factors that could impede competitiveness
and growth, and certainly some of these have been identified in this study. Onitive pmie, efforts to
strengthen the ability of the local support industries to reduce the dependence of shipyards on imported
materials, and the efforts made through the school system to increase the availability of skilled labour, will
address some dfi¢se factors.

15 The M European countries include Croatia, Denmark, Finland, France, Germany, Greece, ltaly, the Netherlands,

Norway, Poland, Portugal, Romania, Spain and the U.K.
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197. A potentially important development to increase both productivity and work safety in Turkey is
the 2008 Regulation issued by UM#at requires shipyards to meet the standards TS EN 1SO-9001
quaity, TS EN ISO 14001 environment and OHSAS 1800bccupational health and safety

SUMMARY AND CONCLUSIONS

198 The shipbuilding indusy in Turkey is considered to be a very significant industrial sector by the
Turkish government, which has set targets and objectives for the sector throufjiDineefpment Plan
(covering the period 200Z013). However, the shipbuilding industry isré¢gely privatised, and there is

very little government involvement in the sector. There are some government support measures available
to the shipbuilding industry, but few are directly targeted to shipbuilding, representing very limited
importance in praate.

199 As well as providing an industrial and technological base for Turkey, the shipbuilding sector and
the associated support industriege also significant employer of labour, and make substantial
contributiors to both the Turkish economy and its exports.

200 The shipbuilding sector in Turkey has grown significantly in recent years, and it has established
itself as one of the nabsignificant ship producers outside oetdominant producers (China, Korea and
Japan). In 2008 Turkey was the fifth largest producer in the world, but was seriously affected by the world
economic downturn, and by 20it had slipped to eighth spot.

201 Peahaps of greater concern was that at the end of 2010 it was only in eleventh position with
respect to the size of the order books held by its yasdsome of its closest competitors took advantage of
the downturn to significantly increase their partitipa in the world market.

202 In part, this outcome could be attributes/éy low level of government support for the industry

in Turkey, which means that on occasiots yardsmight not be able to match pricasd other conditions

offered by builders in countries that may enjoy a greater level of government support. In addition,
Turkeyds yards target ni c h ¢hosmafotheeprogucerahdathis mayrbe qui t
reflected in some fluctuiains in overall production, without necessarily implying a lack of competiveness

by Turkish yards in their specialised market.

203 In Turkey, the shipbuilding industry, particularly with its niche small tanker mahikees geared

itself to meet export demand, and this strong export orientation was reflected in data since the early
2000s. While the figures for industry output were relatively balanced between export and domestic
mar ket s, pr oduct iidhe sméllaankert nfarket was thngedytfar gxpast. This changed
significantly with the onset of the 2008 economic crisis, which saw deliveries to domestic buyers start to
dominate see (Char& 9, 10 and 11). While recent data suggests that export aradimgeagain, only

time will tell whether this reversal will be sustained.

204 Since the economic crisis,sh e Tur ki sh s hi pblas bedonmagmitedmidne st r y 6
market (the small tanker sector, whichDecember 2010 constituted over 60% of the Turkish sha r d s 6
order books see Tabld0) to largely meetlomestic demand (in May 2011stethat 20% of the order

book was identified for export) This situatiorcould be considered as both a weaknessaastcengthfor

the industry

205 On the one hand, this focus on a particular category of vessel can provide a steady base for the
yards while they strive to broaden their product base, and in this they have beeucgatesful as they

have captured a very significant market share for small to medium tankers, in fact second only to China
(see paragraph 163).
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206 On the other hand, #idomestic orientation of the industry medhat it has a strong reliance on

a relatively limited market, hence the need for the yards to broaden their product base and further improve
their competitiveness in order to attract a greater number of export orders, which the yards are certainly
working towards. It is suggested that this is an important issue for the yards in Turkey, which are
relatively small compared to the size of some of their competitors, and may therefore not be able to exploit
economies of scale in the production process.

207. The immediate near future could be crucial as the global economy moves (@faihesitantly

at this stage) towards full recovery following the 2008 downturn, and as new orders eventually move
towards more normal patts. When that happens, the product mix of new orders placed by shipowners
could be very important, especially with respect to future orders for small to medium tankers, which
remain the core business of Turkeyds shipyards.

208 There appears to be a strong relationship between the shipbuilding sector and related industries
(such as the marine equipment sector), which can supply a wide range of low to medium technology
components to shipbuilding yards. However, theigment manufacturers are not yet able to supply-high

end items such as engines and navigation equipment. Advancements in this sector may require a
considerable investment in R&D, manufacturing capability and higher end skills. However, this sector has
considerable potential, and already employs more labour than the shipbuilding sector.

209 The Turkish shipbuilding industry faces the same problems of scale as otheaizedid
economies, and while expanding its prodrangeit may still need to rely on its core niche markets to
expand its industry. As part of an expansion strategy to increase its participation in the world market and
improve its export performance, Turkish yards may also consider:

U Focusing on itsraditional areas of strengtivhile continuing to expand its product market;

U Searching for other niche markets where it can bring its expertise to bear (for example
container ships, where it already has a growing presence, or special purpose ships such as
offshore support vessels);

U Strengthening their technological base through greater R&D, and perhaps by promoting and
seeking joint ventures and other foreign participation;

U Rationalisation of the industry to seek economies of scale in operations, andhsineng
technological capabilities to improve productiviand

U Continue current efforts to improve the skill base of the workforce through education at
vocational high schools and at higher education establishments such as univeysittss
could assisthis process by actively participating in those education initiatives, for example
through apprenticeship schemes.
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ANNEX A

TURKISH SHIPYARDS

SHIPYARD NAME LOCATION SPH'TS;SE;E\IDG FLSSSL\IG [é§;28$$ SLIPWAY LENGHTS (m)
CAPACITY CAPACITY (DWT)
(DWT/YEAR) (DWT)
féllj_'?\l' DAESIZC”‘IK VE TERSANE KSTANBUL |info@ada-shipyard.com 40.000 140
?E:DiNSIZ GEMIINSA SAN. VE ADANA info@akdenizshipyard.com 45.000 180/ 160
ALTINOVA TERSANELERI
IMALAT ITHALAT VE IHRACAT | YALOVA info@vbgshipping.com 66.000 160
LTD.STI.
ALTINTAS MERMER VE . . .
TERSANECILIK AS. YALOVA info@altintasshipyard.com 140.000 180
ANADOLU DENIZ INSAAT
KIZAKLARI SAN. VE TIC. KSTANBUL |info@adik.com.tr 45.000 135/85
LTD.STI
ARIF KALKAVANOGULLARI
GEMICILIK A.S. (NECDET
KALKAVAN YALOVA YALOVA ako@ako.com.tr 70.000 150
TERSANESI)
AYKIN TERSANECILIK
TASIMACILIK IS. SAN. TIC. LTD. | YALOVA aykin.denizcilik@hotmail.com 70.000 170/170
STI.
AZIM OTEL TURIZM
DENIZCILIK METAL INSAAT ZONGULDAK azimshipyard@hotmail.com 8.600 60
SAN. VE TIC. LTD.STI
BASARAN GEMI SANAYII RIFKI . .
BASARAN TRABZON info@basarangemi.com.tr 5.000 40/ 10
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