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TO BE RETAINED AS TOP ENCLOSURE

Cabinet / Cabinet Committee Documents

Reference Date

E (80) 139 1.12.80
E (80) 138 2.12.80
E (80) 4rd Meeting, Minute 2 4.12.80
CC (80) 44™ Conclusions, Minute 1 11.12.80
E (80) 144 15.12.80
E (80) 45™ Meeting, Minutes land 3 17.12.80
E (80) 46™ Meeting, Minute 2 18.12.80
OD (E) (81) 1 R
E (81) 11 DAl
L (81) 33 29.1.81
E (81) 13 30.1.81
E (81) 14 2.2.81
EQO (81) 16 2281
E (81) 5" Meeting, Minute 1 3.2.81

L (81) 4™ Meeting, Minute 1 4.2.81
CC (81) 5™ Conclusions, Minute 1 5.2.81

L (81) 39 6.2.81

E (EA) (81) 9 16.2.81

The documents listed above, which were enclosed on this file, have been
removed and destroyed. Such documents are the responsibility of the
Cabinet Office. When released they are available in the appropriate CAB
(CABINET OFFICE) CLASSES

- ' Q Angusy Qo
Signed W@W Date j

PREM Records Team
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DEPARTMENT OF INDUSTRY W
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB

TELEPHONE DIRECT LINE 01-212 7691
SWITCHBOARD 01-212 7676

From the

Minister of State

PS/Norman Tebbit MP

Robin Birch Esq
Private Secretary to the
Chancellor of the Duchy
of Lancaster
Privy Council Office
Whitehall
London SW1 | | February 1981

As you know, my Minister proposes to make a short statement
in the House of Commons prior to introducing the Iron and

Steel (Borrowing Powers) Bill. I attach the text of the
proposed statement.

I am copying this letter to the Private Secretary to all
members of E Committee, the Secretaries of State for .

Scotland and Wales, the Chief Whip and to David Wright
(Cabinet Office).

e

PETER MASON
Private Secretary




BRIVISH STEEL CORPORATION - BORROWING POWERS

With permission I will make a statement on the borrowing
powers of BSC. I will be introducing today the Iron and
Steel (Borrowing Powers) Bill 1981 which will increase thei
British Steel Corporation's borrowing powersbby £500 million.
"his Bill will enable the Corporation to continue in operation

on reaching the current statutory limit of its existing

borrowing powers in the course of the next few weeks.

As the House will know, the Government received the British
Steel Corporation's Corporate Plan shortly before Christmas.
Decisioné on the Plan involve the consideration of very large
sums of taxpayers'money, and will affect the position of a
number of private sector companies whose areas of operation
overlap those of the Corporation. My Rt Hon Friend will be
meking a further statement to the House when the Government
have reached their conclusion on the Corporate Plan. At

that stage, as foreshadowed in the Queen's Speech, the ;

Government will introduce a further Bill which will deal

with the future of its Corporation and its financial reconstruction.

In view of the urgency of the Corporation's need of increased
borrowings and the essentially interim nature of the Bill which
I am introducing I hope that the House will facilitate its

swift passage.

i o it e A W i s e i
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10 DOWNING STREET

TIM

We spoke to Industry again.

As this is a sensitive subject,
they want to let Sir Keith
have a look at it hefore it
comes across to us. I told
them that if they couldn't

get it across tonight they
must speak to you.

11 February 1981
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DEPARTMENT OF INDUSTRY ‘b
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB

TELEPHONE DIRECT LINE 01-212 3301
SWITCHBOARD 01-212 7676

PS / Secretary of State for Industry

/

)Q February 1981

Tim Lankester Esq
Private Secretary to' the
Prime Minister

10 Dowming Street
London  SW1 s

Da/ S

JOHNSON FIRTH BROWN LIMITED

This is to let you know that my Secretary of State learned today
that Johnson Firth Brown Limited intend to announce tomorrow

that their steel-making subsidiary, Firth Brown Limited, is to

get out of production of the loyer value engineering steels -

part of the area covered by the Phoenix II proposal. This will ;
result in 1,250 redundancies in Sheffield. The company has

told the Department that they feel they are too small in 17
engineering gfeels to have a useful role in the Phoenix II

proposals. They think their best course of action is to get

out altogether and concentrate on the high alloy and more exotic
grades which form the larger part of thelr business.

i

2 The company have decided to get out of the production of

lower value engineering steels for sound commercial reasons.

As a courtesy, the company informed the Department of this decision
on Friday. The company did enquire whether any help could be

given on meeting redundancy costs but we have indicated that no

help is available. I should add that the company have not put
forward any propositions to enable them to continue in this sector

of the steel industry.

Vou/ﬁ_ QA/\Q/

CATHERINE BELL
Private Secretary




DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB

TELEPHONE DIRECT LINE 01-212 3301

SWITCHBOARD 01-212 7676
Secretary of State for Industry

|} February 1981

Tim Lankester Esq :

Private Secretary to
Prime Minister

10 Downing Street

London SW1

DUCTILE STEELS
Thank you for your letter of 9 February.

2 I attach copies of the recent correspondence between
the Secretary of State and the Chairman of Ductile
Steels. The paragrgp hs on BSC pricing policy were
obtained from the Corporation. Since the statement

on the BSC's Corporate Plan will contain a stiff passage
on competition between the Corporation and the private
sector, we clearly do not wish to pursue the line which
Mr Sidaway has already received. Nor can we of course
make any reference to what is in the statement. The
draft reply therefore falls back on a more political
approach. -

\fo v/s et

CATHERINE BELL
Private Secretary




DRAFT REPLY FOR THE PRIME MINIS

R Sidaway Esq
Ductile Steels Ltd
Planetary Road
Willenhall

W Midlands WV13 28W

Thank you for your letter of 4
private sector steelmakers and

TER TO SEND /TO

FePruary about the position of

B3C pricing policy. I hawve seen

copies of your recent correspondence with Sir Keith Joseph on
the same subject, but I am afrayd that there is little more that

I can add to what he has alread
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STATEMENT ON BRITISH STEEL CORPORATION'S FINANCES

With permission, I‘will make a statement on the borrowing
powers of BSC. I will be introducing today the Iron and Steel
(Borrowing Powers) Bill 1981 which will increase the British
Steel Corporation's borrowing powers by £500 million. This Bill
will enable the Corporation to continue in operation on reaching
the current statutory limit of its existing borrowing powers in

the course of the next few weeks.

The House will know the Government received the British
Steel Corporation's corporate plan shortly before Christmas.
Decisions on the plan involved the consideration of very large
sums of tax payers' money and will affect the position of a number
of private sector companies whose areas of operation overlap those
of the Corporation. My rt. hon. Friend will be making a further
statement to the House when the Government have reached their
conclusion on the corporate plan. At that stage, as foreshadowed
in The Queen's speech, the Government will introduce a further Bill
which will deal with the future of the Corporation and its financial

reconstruction.

In view of the urgency of the Corporation's need of increased
borrowings and the essential interim nature of the Bill which I am
introducing I hope that the House will facilitate its swift

passage.
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10 DOWNING STREET

THE PRIME MINISTER ) 12 February 1981

(,Lcu~.<:}A Jfkb(cuvicﬁ)‘

Thank you for your letter of 4 February about the position
of private sector steelmakers and BSC: pricing policy. 1 have
seen copies of your recent correspondence with Sir Keith Joseph
on the same subject, but I am afraid that there is little more
that I can add to what he has already said.

I am very conscious that the severe drop in demand for
steel is causing acute difficulties for both the public and private
sector steelworkers in the UK where they have now been faced with
a prolonged spell of severely reduced capacity working. As you
know the problem extends throughout Europe and there is now
excess capacity for the foreseeable future. In such a situation,
competition from sources both at home and abroad is bound to be
fierce, but I do agree that there'are particular problems where
part of an industry is subsidised. It is a matter of great
concern to me that this country Should emerge from the current
recession with a strong and healthy private sector; our economic

strategy is designed with this in mind.

I can only add that the point of view you express is being

given full and serious consideration in the Government's evaluation

t % °“‘“’”>

01TOAAJ/’7 4;145\‘

of BSC's Corporate Plan.

R. Sidaway, Esq. C&}
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PRIME MINISTER

I had a telephone call from Mr. Derek Norton, the Chairman
of Hadfields, yesterday evening. He said that Hadfields were
‘being crucified by unfair competition from BSC, and that
as a consedﬁance, they_yere now at only 50%-35—335acity. The
Government should insist that BSC should not compete as aggfiisively

with the private sector as they currently were doing, and the
Government could ensure this by a faster closure programme for
the Corporation. He said that BSC should be put into liquidation.

Norton went on to say that the Department of Industry were
afraid of him - in the light of the Hadfields strike last year -
and were not prepared to discuss his problems.

I told Norton that you were very much aware of, and concerned
about, the private sector steel companies' problems; and also
about the unfair competition now being practised by BSC. In

reaching a final decision on BSC's corporate plan, Ministers were
taking into account this point. But I said that I would pass on
to you what he had told me.

I have passed on the gist of this conversation to Sir Keith
Joseph's office. They say that Sir Keith has now had a word with
MacGregor on the unfair competition point, and BSC and DOI officials

are now trying to establish the facts. As regards Norton himself,
they say they are not arraid to talk to him; it is more a question
of him being a very difficult customer and the fact that, whatever

the competition from BSC, Hadfields' prospects are pretty bleak.
BSC have not felt able to consider a link-up with Hadfields as -

they are doing under the so-called Phoenix scheme with GKN in the

'bar and rod' business. On the other hand, Lonhro (of which

Hadfields are a subsidiary) may be prepared to keep Hadfields
going.

/ It is possible




It is possible that Edward Du Cann will raise this this
afternoon. If he does, you could say that you are very much
aware of the private sector steel companies' representations
on the unfair competition point and that Sir Keith Joseph is

taking it up with Mr. MacGregor.

12 February 1981




10 DOWNING STREET
PRIME MINISTER

There is a note from
Sir Keith Joseph in your box
about Duport, warning that a
receiver will be appointed very
soon. The latest news is that
he will go in either this evening
or tomorrow. Sir Keith reckons
that "events must take their
course'.
——
Meanwhile, the employers
have sent you the attached letter
asking you to intervene. There
are several hundred signatures

supporting it.
——————

I think you will have to reply
to this one, and I have asked
Department of Industry for a draft.
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Telephone Direct Line 01-213 6400 GTN 21 5

.................................

Switchboard 01-213 3000 / A/

Tim Lankester Esq
Private Secretary
10 Downing Street

LONDON SW1 lL February 1981

s
DQ,Q\/ ((hf\
As you requested by telephone this morning, I am
enclosing some short notes on redundancy payments
for employees in the coal, steel and docks industries.

%mm Ain &/‘d«;
MISS M C FAHEY
Private Secretary
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PUBLIC SECTOR REDUNDANCY PAYMENTS

The schemes for National Coal Board and British Steel Corporation employees

are summarised below. These are in addition to the statutory payment. A

table comparing maximum possible payments at different ages is attached. The
maximum payment under the existing NCB scheme is £24,000; the proposed improve-
ments would raise this to £35,000. The maximum payment under the BSC scheme is

£20,000. Average payments are, of course, very much smaller.

A National Coal Board

ik The existing scheme gives mineworkers aged over 55 with ten years'

service 95% of previous take home pay for 3 years, then weekly payments equal
to unemployment benefit until age 65. In addition pension is paid early.
Miners under 55 get a lump sum based on a sliding scale, equal, roughly,
to half a week'!s salary fo§?§2ar of service up to age 35, 1 week/gggr35—45,
and 171 weeks/gggr#S to 55.

2 The proposed scheme improves benefits for all age groups. All those

under 60 get an additional lump sum, on a sliding scale which varies from
£1,000 for those under 39, to double the statutory payment for those aged
50-55. Those aged 50-60 get an enhanced pension, and for those over 55 the
period for which 95% of previous take home pay is payable is increased to 5

years.

B British Steel Corporation

5 The BSC scheme has three possible elements:
(1) a supplement of some 50% of the statutory payment

(ii) payments under the Iron and Steel Employees Readaptation
Benefits Scheme (ISERBS) of 6 months earnings-related supplement to
workers under 55 who remain unemployed. For unemployed workers over
55, 90% of pre-redundancy earnings for 1 year, followed by 80% for 6
months. For workers in new employment, earnings are made up to 90%
of previous steel earnings for 1}-21 years depending on age. There is
also a training allowance equal to previous take-home pay for up to

1 year, and an early pension option for over 55s. The scheme is
jointly funded with the ECSC and applies to most BEC employees and

some private sector steelworkers




(iii) special ad hoc severance payments may be negotiated between
management and unions at individual plants. At Corby this was 48
weeks? pay plus 10 weeks®! holiday pay and rine weeks®'s wages in lieu
of notice (average payment £6,700). Similar terms were agreed at

Shotton.
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CODE 18-77
Ed 12/77

Reference

Miss Fahey

cc Mr Wake
Mr Ashfold

NATIONAL VOLUNTARY SEVERANCE SCHEME (NVSS)

1 You told me No.10 are asking for brief details of severance payments for

rdws to set beside the schemes currently applying in eg coal and steel.

2 Severance arrangements for registered dock workers are contained in the
National Voluntary Severance Scheme (NVSS). This is an industry agreement
reached within the National Joint Council for the Port Transport Industry and
financed primarily by a levy on registered employers. The Government has however
from time to time made loans to the National Dock Labour Board, which administers

the Scheme, in order to avoid wide fluctuations in levies.

o) Since September 1980 the NVSS has offered meximum lump-sum payments of
£10,500, for rdws with 20 years service. The basic payment for an rdw accepting
severance after one year's service is £1,500, with an additional £450

for each further year up to 20. Unfit men qualify for a basic payment of
£3,700, with an extra £340 for each additional year up to the same maximum.
There are no additional payments under the NVSS eg to maintain income for a

period after leaving the industry, or in relation to early retirement.

il

ot
{

M EMMOTT
16 February 1981
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I am writing to warn you and other colleagues that it is likely

DUPORT LTD

that Duport Ltd will shortly be put into receivership by the Midland

C———TT
L

Bank.

2 As you will know, Duport Ltd has been in serious financial
ST AR
difficulty since mid 1980 because of the performance of its
e ]

subsidiary,Duport Steels Ltd. 70% of Duport Ltd's assets are in

e

this subsidiary which comprises a new steelmaking operation at

Llanelli which employs 1060 people, and an older rerolling Blant,
Nt uss snmcew "y ——

London Works, at Tipton, Staffordshire which employs 575 people.

There are also foundry operations employing some 1400 and other businesses

more remote from steel employing some 3000.

asmpe—

) Those considering the possibility of establishing a Jjoint
public/private sector company in the engineering steels sector,
(GKN, Duport, Hadfields, BSC and TI) decided some time ago that

retention of the capacity at Llanelli would not be required on

any view of future demand. The works is geographically removed

from the wmain steelmaking areas and incurs cost penalties both in

o

transporting scrap from the Midlands and in transporting billets

to the Midlands for rerolling. The works has no continuous

casting facility.

4 The London Works, however, might well be neededina ®w engineering

steels company but Duport has not been able to afford to wait

CONFIDENTIAT /until ...
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2

until the new company is formed. Since BSC would participate

in any Jjoint cowmpapy which is likely to emerge, I authorised

BSC to open negotiations for the purchase of London Works with

—

a view to its inclusion in a new company.

—

15 BSC's merchant bankers, Lazards, advised that London Works

would be worth £15m, if the works were to be amalgamated with

BSC's operations, and £25m if viewed as part of a new company.
S b ittt A

The higher valuation is Jjustified in their view because the contribution

made by London Works to a wider grouping would be much greater.

If and when the new comwpany is formed, it would certainly be

loss making in the early years. BSC decided they could not offer
——

cash in these circumstances but offered to ‘take over £25m of Duport's

indebtedness to the Midland Bank provided that the £25m would not

———

carry interest for the first 21 years and that the loan could be

transferred at BSC's option to the new company when formed.

6 The Bank of England report that the Midland will.ggﬁ accpet
this proposal on the grounds that the amount on offer is inadequate
and that it is unsatisfactory that the proposed loan should be

secured on the assets of the new company.

7 BSC have acted at my request on the assumption that the new
joint public/private sector companies should be based on sound
commercial principles. I have also left the negotiations to BSC
and the private sector companies since they will own the assets

and will have to operate the assets. It would not be proper for

me to seek to change BSC's view on the value of London Works.




' CONFIDENTTAL

Indeed if I sought to do so I am sure the Chairman would ask me

for a direction. The London Works is worth £15m to BSC or £25m

e )

To the joint company; it cannot be made to be worth £25m to BSC

S

which 18 the essence of what the Midland wants. T cannot allow

BSC to retain responsibility for repaying the loan or to
guarantee it, as the Midland would like. As I explained to you
and to colleagues in E, I am aiming to establish freestanding

companies without parent company guarantees.

8 I understand that the Midland would prefer to put Duport
Ltd into receivership, believing that they would be at least

L e

£7m better off by this route. The Bank of England advise, and

I agree, that there is little to choose between the receivership

——

route and purchase by BSC/the new joint company. Llanelli would

be closed in either case with the loss of 1060 jobs. In a

receivership London Works would find a buyer probably with the

loss of some Jjobs. The foundry side, which employs 1,400, is

loss making and would probably find a buyer but some Jjobs would
be lost - Duport had planned a rationalisation involving a loss
of 500 jobs if they survived the present crisis. The other

Duport non-steel making businesses employ about 3000 and would

almost certainly all find purchasers.

9 I much regret that Duport should find itself in this situation

and that closure of Ilanelli will cause redundancies in such

a politically sensitive area. as South Wales. There is no question

of Duport being brought down by subsidised competition from BSC;

the basic fault lies with the company's management who invested

4
e

CONFIDENTTIAL /70%
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70% of its assets in steel and in a geographically isolated wain

plant. We shall inevitably incur some criticism if the Midland

N————————— - r %
does decide to put in a receiver but I propose to make sure that

the Midland takes its share of the blame by indicating that

BSC had made a substantial offer for some of the assets which the

——

Midland had felt unable to accept. I am convinced that there

can be no question of the taxpayer putting in cash to save Duport.

We must allow events to take their course. Since discussions
have reached the end of the road, I have authorised offieials
in the Department t tell the Bank of England, who in turn will
tell the Midland Bank, that no taxpayers' money will be forthcoming.

Receivership can be expected very soon, unless Midland relent.

10 I am copying this minute to members of E Committee, to the

Secretaries of State for Scotland and Wales and to Sir Robert

Armstrong.

K J
Department of Industry |2 February 1981
Ashdown

12% Victoria Street

CONFIDENTTATL
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I wrote to you on Friday asking for'a

draft reply for the Prime Minister to send in
- response to the letter of 9 February from

the Joint Works Committee of the Duport Steel
' Works. The Prime Minister has asked if this

draft can be provided speedily --i.e. within

the next 24 hours - and she has also said

that the content of the Duport letter must be

taken into account in Ministers' consideration

of BSC's funding request.

I am sending copies of this letter (and
also of the letter of 9 February) to Terry
Mathews (H.M. Treasury), Gerry Spence (CPRS)
and David Wright (Cabinet Office).

T. P. LANKESTER

I.K.C. Ellison, Esq.,
- Department of Industry.




MFJ

13 February 1981

I enclose a letter the Prime Minister
has received from the Joint Works
Committee of the Duport Steel Works, which
is also supported by several hundred
signatures by individual employees. 1
would be grateful for a draft reply for
the Prime Minister to send.

TPL

I.K.C. Ellison, Esq.,
Department of Industry.

——
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13 February 1981

I am writing on behalf of the Prime
Minister to thank you and your colleagues
for your letter of 9 February.

This has been placed Before the Prime
Minister and a reply will be sent to you
as soon as possible.

T P LANKESTER

G. Davies, Esq.
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British Steel Corporation

I have been discussing the handling of this with the Department of Industry.
"4 It is now proposed that only the short Bill, to extend the Corporation's

“
borrowing powers, should be introduced tomorrow, and that its introduction should

be announced in a short and low key statement, to be made by Mr Tebbit. No

doubt the text of the statement will be sent to the Prime Minister by the Department
of Industry; it will make it clear that the Corporate Plan is still under discussion
and that there will be a further Bill in due course to deal with the financial
reconstruction of the Cormand other matters required by the Plan,

3. The second reading of the short Bill is set for Monday 16 February, and
the original plan was to have a full day's debate. It would cle;;‘ly be very difficult
to have a sensible debate, or for Department of Industry Ministers to be in a
reasonable position to open such a debate, unless a fuller statement on the Corporate
Plan and the external financing limits had been made. The Department of Industry
have therefore been thinking in terms of clearing the full statement in time for it to

be made as part of the second reading speech on 16 February.

4, I am sure that this timetable is too tight. The Secretary of State will not
p—

have seen Mr MacGregor until tomorrow afternoon and the examination which is

then to take place cannot begin until Thursday. The examination is to be conducted

by Mr Ibbs and an accountant who until recently was with the Department of

Irfdustry and is familiar with the Corporation's finances. It may well take more

than one meeting to complete the examination: even on the basis of one meeting
only, there would be very little time for the preparation of a report, its discussion
by Ministers and agreement upon the terms of a statement to be made on

16 February.

CONFIDENTIAL
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5. We have therefore encouraged the Department of Industry to decouple
o i i

the statement from the second reading of the short Bill, and to seek to arrange

with the business managers to reduce the amount of Parliamentary time allotted
to the second reading of the short Bill. We have suggested that the Bill should
go forward as planned next week, and that the Secretary of State should think in
terms of making his full statement not earlier than 23 February. I hope that it
can be completed in time to be made on 23 or 24 February: I think that we should
try to avoid having this hanging around until after the Prime Minister gets back

from Washington.

ROBERT ARMSTRONG

10 February 1981

CONFIDENTIAL
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' LLANELLI CONSERVATIVE CLUB & ASSOCIATION

TO THE PRIME MINISTER AND MR. IAN MACGREGOR

PETITION

WE, the undersigned urge you to take immediate action to prevent the proposed closure
of the DUPORT STEEL WORKS at LLANELLI, for the following reasons : -

1) Why should the Government allow a comparatively small private business like Duport
Llanelli to be closed, when it pays out billions of pounds to Nationalised Industries in
a completely hopeless state.

2) At Duport Llanelli 1200 jobs will be lost. In fact 5,000 would suffer, including the
unemployed in ancilliary businesses dependant on Duport.

3)  Over the past three years the Company has invested about 35 million pounds in steel
making at Llanelli.

4 A second electric arc steel making Furnace was completed only 12 months ago, which
made Duport Llanelli the most modern factory of its kind.

5) Duport Llanelli did not strike in the early half of last year, in support of the National
Steel strike.

6) Unemployment in Llanelli following the proposed closure of Duport Llanelli would
top 21%.

7)  Additional E.E.C. funds could be sought as an alternative to closure. The sum required
is small indeeed compared with the billions of pounds recently given to the
Nationalised British Steel Corporation.
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CONFTDENTTAL

PRTME MINISTER

BRITTSH STEEL CORPORATION: CORPORATE PLAN

At E Committee on 3 February (E(81)5th) I was asked to circulate
to colleagues a note which set out in more detail the purposes

for which BSC needed external finance in 1980/81 and 1981/82.

2 I attach at Annex A a table giving a breakdown into its main
components of BSC's estimated external finance requirements of
P ———— ——
&1121m  for 1980/81 and &£730m for 1981/82. The main outflows
R —
are funding of a trading loss (after depreciation and before
interest) of £480m in 1980/81 and £225m in 1981/82 (this includes
provigion of £50 million for the z% pay award from July 1981);
provisions for redundancies and closure costs of £350m in 1980/81
and £182m in 1981/82, most of which is likely to be committed by July;
and net capital expenditure of &167m in 1980/81 and £12§m in 1981/82
: -t —
(ebout half of which will be covered by depreciation). The capital
expenditure provision for 1981/82 contains no significant sums for
major new projects, and the Chairman has agreed to consult me before
authorising work on the two new projects he has in mind; no
irrevocable commitments will be made before July. Interest payments

will fall from &179m to £9%m, mainly as a result of the proposed

capital reconstruction.

v The extra &£150 m in 1980/81 is needed primarily to fund current
losses and redundancy payments. It is in fact £50 million lower than

the sum which, last September, BSC expected to need to finance
/their ..
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their operations until the end of the 1980/8l financial year.

4 I was also asked whether the deferred wage increase of 7 per cent
from 1 July could be accommodated within a lower EFL and financial
target for 1981/82. I discussed this, and the possibility of
setting tighter financial targets, with Mr MacGregor before
.)‘Jj.cj;rculati.ng E(81)13, and he made it clear that he did not regard
h" ¥ further tightening as realistic. I do not think that I will be
*'db J;ble to persuade him otherwise (he is at present in North America).
,.NP ls colleagues noted during our discussion in E Committee on
% February, the attainment of the targets for 1981/82 is critically

dependent on external circumstances beyond the control of BSC.

There are some contingency allowances in the Plan which in

principle could be used to cover the £50 million required for the

pay settlement. However, this would leave an unrealistically
D<M Voo Ty

low level of contingencies for external factors such as the

[—

DM exchange rate, which is already at a level which is more

damaging to BSC's prospects that it was at the time the Corporate

Plan was drawn up.

A 5 You will also see from the revised draft statement (attached)

that in the light of E(81)5th I no longer propose to say that,if
s

/’) Mr MacGregor proposes further closures, the Government will not
[ ——y

intervene in that decision. I regret this omission. The

2 ANANA -

underlying thought behind E(81)11 was that we should aim for the

largest British steel industry that is profitable; but that it
is more important that manufacturing industry as a whole should

/have ..
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have access to steel that is competitive (in price, quality,
delivery and so on), wherever it may come from, than that

the steel should be made here. As I emphasised in the E Committee
discussion, I believe that any significant departure from this could
be very expensive. More positively, the profit criterion is

much the best indicator of success in what I regard as our main
objectives for BSC: +to get the Corporation back to normal
commercial viability ( and so to open the way to further
privatisation) in what is a highly competitive commercial
environment; to ensure that the wider manufacturing industry

of this country does not incur a competitive disadvantage; and

to ensure that existing private sector capacity is not driven

out of existence by the long-term maintenance of uneconomic

BSC facilities. Colleagues should understand that some steel

] . ‘l—‘
converting parts of BSC could be and would be sold to the private

— | S— RN I s \
ector if they were not needed in BSC as outlets for steel made in
< e R G RS W

plants that are at present unprofitable. To depart from the

profit criterion will lead to a larger and costlier nationalised
industiry than otherwise. Perhaps less importantly, but still
significantly, the policy I prefer is central to our obtaining
acceptance for our continued financing of BSC from the EC Commission
under the Decision om State Aids for Steel, which we are committed
to support; and the profit criterion is reflected in

,  —
' Mr MacGregor's terms of reference and the basis on which compensation
T

(P

is to be paid to Lazards for his services. I am prepared, if
colleagues insist, to try to work out wider criteria against
which to Jjudge proposals for closure, but I am nervous of the
consequences and would much prefer to stick to the use of a

commercial yardstick and deal separately with the social effects.
CONFIDENTTAT, /6




6 I should draw colleagues' attention to para 14 of the draft
NI TAATET LY e

statement. In E(81)13 I suggested that we approve officials'

recommendations that BSC be asked to consider creating Companies
L

Act companies for some of their activities. I think it would

be wise to mention this in the statement since I am receiving

e ] increasing evidence of disquiet from the private sector at

the new vigour with which BSC is competing with them and of
N I

tAE Tikelihood that thez may be doing so with the help of

taxpayers' money. The formation of Companies Act companies

/

would help to bring a greater degree of transparency to BSC's

operations. Transfer prices between BSC and theirCompanies Acts
subsidiaries will be a crucial issue and I propose to discuss the

e
matber with Mr MacGregor.

i I invite colleagues to agree that I should now make a statement
to Parliament on 11 February on the lines set out in the attached
draft, which takes into account the points raised in our discussion
includingzzeference to redundancy pay which Mr MacGregor has
welcomed in principle. My statement will also introduce the one
clause Bill to raise BSC's borrowing limit and the longer Bill

e

to remove the Corporation's duty to supply and to effect the

capital reconstruction which we discussed in Cabinet on 5 February.

P—

A}rangements are being made for the borrowing powers bill to
complete all its Commons stages in the week beginning

16 February and to obtain Royal Assent by the end of the month.

The Second Reading will in effect be a debate on the Corporate Plan

and my statement.

A s




8 I am copying this to our colleagues on E, to Francis Pym,

George Younger, Nicholas Edwards and Michael Jopling and to

K

Sir Robert Armstrong.

el

Department of Industry (; February 1981
Ashdown House
123 Victoria Street




ANNEX A

BSC Estimates of Cash Requirements 1980/81 and 1981/82

Cash inflow/(outflow)

1980/81 1981/82

Trading Profit/(loss) :
before interest and after depre- (4s0)is
ciation
Interest ( 179)

Redundancies/
closure costs

Working capital an
stocks -

Capital expenditure
(net of RDG)

Depreciation
Disposals

Contingencies

" Notes (1) The reduced interest payments in 1981/82 mainly
reflest the capital reconstruction envisaged

(2) The total working capital requirement for 1980/81
was low, partly because of dicstortions resulting
from the end of the strike, and partly because of
the major contraction in output during the year.
The larger figure for 1981/2 reflects the volume
increase envisaged by BSC.
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Corporation.

2 I am meking available in the ILibrary of the House and in the
Vote Office a report by BSC giving background on its performance

and current plans.

] The past 12 months have been extpaordinarily diffic
the steel industry of this country both the publ#€ sector and
the private - and indeed for steel

There has been a considerable surp

losing money. Hence the de
of a "manifest crisis"

Governments to m

have nonetheless taken

he changed environment. The

orporation undertook a massivq retrenchment programrnj/ln the

course of 1980 ewbbisms manned steelmaking capacitypirom 21% million FolSn
Wen u.

tonnes of liquid steel.te-45-millian. A number of works were

closed and manning levels slimmed down at others in order to bring

productivity at them up towards international standards. In 1950

there were 50,000 job losses at BSC. This.has faoken placo-—eb
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damage caused by the st e. We must all be impressed by the

co-operative and repfistic attitude of the workforce in recent
months in accepjAng these necessary changes and by the vigour
with which {#Me Corporation's management has approached its task.

) I appointed Mr MacGregor in July to be Chairman of the BSC,

with a remit to return it to enduring profitability Me

MacGregor's strategy is to intensify the Corporation's drive to

cut the costs of production, which had become significantly higher
than those of the Corporation's main competitors, and by vigorous
marketing to increase the volume of sales so that BSC can

compete more effectively in European and world markets. To this
end Mr lMacGregor has reorgenised the BSC into a number of separate
businesses, each responsible for the production and marketing of

a specific product range under a decentralised and profit conscious
management team. Towards the end of the year, BSC had come close

to regaining its pre-strike share of the UK market.

6 The Corporate Plan which Mr MacGregor submitted to the
Government shortly before Christmas embodies and continues this
approach. It provides for a manned capacity of 14.4 million tonnes
of liquid steel a year - a slight reduction from the existing
capacity of 15.2 million tonnes; and it envisages that by the end
of 1981/2 the rate of loss will have been substantially reduced
from its present level, estimated for 1980/1 at about £480 million.

To achieve this the Corporation intends to press ahead with its

CONFIDENTTATL
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cost reduction and marketing programmes, so that by the summer
it will have a clear view of whether the objectives of the

Plan cen be met. IMr MacGregor has made it quite clear to the
Government and to all members of the Corporation, both managers
and work-force, that there will be no future for any operations

that are not competitive.

7 To further his plan Mr MacGregor has asked the Government

to provide an extra £150 million in 1980/ (to bring the total
external finance requirement to £1,121 millioé] and for £730 million
in 198472,

@ aims for the largest operation that can be made profitable;
but at the same time he is committed, if the assumptions behind
his Plan are not sustained, to reduce the Corporation to a size

that is profitable.
Reepared Lon themiwom-aipgm—

9 The Government are prepared 6;»4ﬁ&Hﬁﬁﬁ>éébe_ﬂonponata_Elaa—;;a
"\,‘-v

" : : LU Clen, i e ]
to provide the finance needed to implement it. We are setting the

Corporation the target of limiting their loss before interest in

CONFIDENTTAT,
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We shall increase the External Finance Limit for 1980/81 te—LQD 83
1ot miildian. We have also agreed that the EFL for 1981/82

should be &£730 million. This is a high figure, reflecting in part

the substantial though reduced losses, but also including a programme
of essential capital expenditure and continued heavy redundancy

and closure costs. We have been prepared to provide funds to BSC

for the generous level of severance payments which they have

negotiated over the last two years Despite—thefoct—that—no
25

ue—-gpe—preparcd—to—do—so—again Tor 1951/5%3 in recognition of the
urgent need to eliminate surplus capacity and overmanning. But I
do not think it reasonable for the Corporation's employees to
expect that the Government will be willing to ask the taxpsyer
automatically to continue to finance redundancy psgyments on this
scale - which will cost about £350 million in 1980/81 and about
half that in 1981/82 - beyond the end of 1981, dhould substantial

further closures or redundancies prove necessary.

10
e
MacGregor's qntImi3m:ggy-nat;be_gustlilsd-ead his commercial

Jjudgement may then lead BSC to seek further closures or

redundancies in order to achieve the financial objectives they. have

been asgked to meet. The Government will monitor events closely

and we have asked Mr MacGregor to let us have his assessment

CONFIDENTTAT
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of progress in July.

11 In addition, I have published today two Bills, the Iron and

Steel (Borrowing Powers) Bill 1981 aml the Iron and Steel Bill 1981.
I shall be asking the House to pass the first Bill to raise the
borrowing powers quickly, since the Corporation will reach its
current statutory borrowing limit at the end of February. The

second Bill will write off some £3,500 million of BSC's capital
immediately, provide a power to write off a further £1,000 million
later and make certain consequential adjustments to the Corporation's

OVt AN it * 7
borrowing limit. These write-offs will deal with the mistakes of

the past. They do not represent the commitment of additional funds.
The second Bill will also amend the Iron and Steel Act 1975 to ‘
allow the transfer of businesses to the private sector and to permit
a rapid and, indeed, extensive run-down of the Corporation if that

proves necessarye.

12 The Government are aware that implementation of BSC's plans

will result in substantial job losses in a number of areas which
have unemployment above the national average. As they are all
Asgisted Areas considerable support is already available to encourage
new investment and to help those made redundant to find new Jjobs,
though T do not in any wey underestimate the problems for the
communities and people concerned. I shall, if necessary, consider

whether any further measures of assistance would be appropriate.

12 The private sector in this country has also faced severe

difficulties. This has caused particular concern in those areas
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where BSC's operations overlap those of private sector companiese

It is neither just nor sensible that the Government should

subsidise State-owned activities which have the effect of driving
independently owned companies out of business. The Government,
therefore, authorised the Corporation in the autumn to open
negotiations with those private sector companies who were interested
and whose operations overlapped their own with a view to seeing
whether viable joint companies could be created. Two such companies
are under discussion. The Government will continue to give every
encouragement to these negotiations so long as they are on a
commercial basis and result in operations which are commercially
viable; and as T have already indicated, the Bill will contain
provisions to facilitate these and other transfers to the private

sector.

14 There will nevertheless remain substantial areas in which BSC will
continue - in competition with the private sector, particularly

in steel-related businesses such as stockholding and construction

as well as some sectors of steel production. I have made it clear

to IMr MacGregor that he should, as far as possible, ensure that

the businesses concerned compete fairly with the private sector

and that they do not use taxpayers" money = to lower prices

solely in order to take business from private sector competitors.
In order to ensure that such competition is seen to be on a fair
basis, I have asked Mr MacGregor to consider setting up separate
Companies Act companies for these businesses where they do not

already have that form.
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15 We shall also do what we can within the European Community
to ensure that market conditions in Europe are improved., The
House will remember that during the autumn the Council of Ministers

agreed that a state of "manifest crisis" existed in the steel

industry and that production Quotas were imposed under Article 58

of the Treaty of Paris. These quotas expire at the end of June
and we are already in discussion within the Community on the
regime that will replace them. It is our intention to seek to
ensure that any reductions in capacity which are necessary are
equitably shared among the members of the Community and that, so
far as possible, short term market conditions do not invalidate

long term commercial objectives.

16 The financial provision we propose will require approval

from the European Commission.

17 1 am sure that the House will wish the Corporation, its
work-force and its managers success in the difficult task they

face.

CONFIDENTTAT
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9 February 1981

The Prime kinister would like to
reply to the enclosed letter f{rom the Chalrman
of Ductile Steels., osShe understands that he
has already written to Bir Keith Joseph, and
it appears tnat he nas had no reply. In the
circumstances, she has asked for a draft by
close of play this evening.

TPL

Ian Ellison, Esq.,
Department of Industry.
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Qa 05245

To: MR LWKESTER

From: J R IBBS

9 February 1981

BRITISH STEEL CORPORATION: CORPORATE PLAN

1. I have read the minute from the Secretary of State
for Industry dated 6 ngfﬁary to which he attached a revised
draft statement.

2y In paragraph 5 of his minute he speaks of "departing
(which he regrets) from the profit criterion" and of "trying
(if colleagues insist) to work out wider criteria".

Da I do not interpret the views reached at E Committee on

% February as urging departure from the profit criterion but
rather that, if the profit criterion was to be useable in
practice, it needed to be refined in good time by agreement
between the Government and Mr MacGregor on certain aspects.

This was certainly the point made in paragraph 5 of the CPRS note
(E(81) 14) considered at that meeting. A simple profit based
judgement on closure which could not actually be implemented
because of some overriding reason would discredit the whole
concept of a profit criterion.

4, There appear at present to be various potential dangers.
Whether any actually occur will depend on external events

and also on Mr MacGregor's attitude. As extremes, two
alternative dangers are -

(a) that Mr MacGregor and the BSC Board may feel
throughout this year and beyond that viability is
"just around the corner" and so persevere indefinitely
with the level of activity and breadth of operations
which the Secretary of State already describes as
optimistic. This optimism may not be justified but

1
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if everything is left to Mr MacGregor's commercial

Jjudgement, and no dates for making such judgement

are specified, then there is a risk of creating a

repetition of the BL problem with the Government

being unable to institute closure except by open conflict with
the BSC Board's judgement

(b) that Mr MacGregor and the BSC Board, because they
are determined to hit their ultimate profit targets
without fail, may announce closures which are hard

to defend either because current targets are being
missed only because of external factors which are

perhaps temporary, and/or because the closures

affect products or plants which are strategically or
politically extremely sensitive.

Sie It may be helpful if I list some of the points which
I believe need to be clarified -

(a) What is the test which Mr MacGregor is expected
to apply? Although targets have been established,
it is not clear exactly how decisions on viability

and hence closure, are to be taken. Is the test to

be actual performance on a specified date? Or progress
towards a future target level? Or merely intuitive
commercial judgement in the light of events on whether
viability is possible?

(b) How stringent is Mr MacGregor to be in arriving
at this judgement? Is leeway to be allowed either

on a short fall from targets or on delay in achieving
them? If so, how much? (This is the point raised

in my minute to you dated 2 February).

2
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(c) Are there any parts of BSC's business on which,
for strategic or political reasons, straight forward
profit criterion should not be applied?

(d) Is any allowance to be made if external factors
outside BSC's control are unfavourable, but perhaps

only temporarily?

(e) If (¢) and (d) above are relevant, how can
they best be taken into account without undermining
the profit criterion? As I understand it this is the
task which E Committee asked should be pursued.

7S Obviously, the immediate matter to be resolved is the draft
statement. I suggest that the dangers outlined in paragraph 4
might be reduced if paragraph 10 were modified as follows:

"10. I must also emphasise that, as I hwe already
explained, Mr MacGregor's optimism may not be justified,
in which case he will be seeking further closures or
redundancies in order to achieve the financial objectives
he has been asked to meet. The Government have been
provided with details of BSC's performance targets

and will monitor progress closely. We have asked

Mr MacGregor to let us have an assessment by July of

any further steps he needs to take."

It would then be important that the Department of Industry and
Mr MacGregor should reach a clear understanding on the points

in paragraph 5 above.

7% I also have a few suggestions to make on other parts
of the draft statement.

(a) Paragraph 6: I suggest that the profit objective
might be hardened up by changing the second half of the
second sentence to read: "and it envisages that by the
last quarter of 1981/82 trading operations will be

near break-even.'"

3
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(b) Paragraph 1%: Modify line 8 on page 6 to read:
"whether viable joint companies in the private sector

could be created".

(¢) Paragraph 14: Modify second part of the second
sentence to read: "ensure that the businesses concerned
compete fairly with the private sector and that they

do not use taxpayers' money to enable them to take
business from private sector competitors."

Modify second part of third sentence to read: "I have

asked Mr MacGregor to set up where possible separate
n

Companies Act companieS....

(d) Paragraph 15: Delete the last two lines of the final
sentence and replace with "and that they are not brought
about by unfair competitive pressure".

I am sending a copy of this minute to Sir Robert Armstrong.

//f/ |

J

n
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The Secretary of State for Industry has now, as requested by the Cabinet,

Ref, A04217

circulated to members of the Ministerial Committee on Economic Strategy his
draft of the statement which he is to make on the BSC Corporate Plan on
Wednesday, llth February.

) The draft statement describes the Plan's provision for a manned capacity

of 14. 4 million tonnes of liquid steel a year. It gives the loss before interest for

! ———————
A d" 1”1980/81 of £480 million, and the target loss of £225 million for 1981/82 as
!."" Avasea

\» o
~
g

e
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accepted by the Government. It announces an External Finance Limit (EFL) of

£1,121 million for 1980/81 and £730 million for 1981/82. It says that, if

Mr. MacGregor's optimism about the future is not justified, his commercial
judgment may then lead BSC to seek further closures or redundancies in order to
achieve their financial objectives. It says that the Government will monitor
events closely and have asked Mr. MacGregor to let them have his assessment of
progress in July. J

3. In his covering minute, Sir Keith Joseph argues strongly for sticking to
the profit criterion; he says that he is prepared, '"if colleagues insist', to try to
work out wider criteria against which to judge proposals for closure, but would
much prefer to stick to the use of the commercial yardstick and deal separately
with the social effects.

4, The Ministerial Committee on Economic Strategy last Wednesday asked
the Secretary of State for Industry to arrange for his Department to discuss
possible performance criteria with the Treasury and the CPRS., This discussion
has not yet taken place = no doubt because of the Secretary of State's reluctance -
and it would not now be possible to agree performance criteria among the
Departments concerned and with Mr. MacGregor in time for a statement on

1l1th February. The one~clause Bill on the BSC's borrowing limit has to be taken
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as soon as possible, and it is not possible to defer some sort of statement beyond
about the middle of next week. It is difficult to see how any statement can be
made convincingly, if it does not include the revised figures of the EFLs for
1980/81 and 1981/82.
5% I think that there are two possible ways to handle this:
(a) If the Prime Minister thinks - as she well might - that this draft
statement suffers from all the shortcomings which she was criticising
at the meeting of E, she may think that we ought to have another meeting

of E on Monday or Tuesday, to seek to persuade the Secretary of State

Y for Industry either to restrict his statement to those things which

absolutely have to be announced for the purpose of the proposed

legislation or to strengthen it so as to diminish the impression that

. . e
Mr. MacGregor has unlimited access to the Exchequer.

(b) If she reluckantly accepts that it is not now going to be possible to agree

upon objective performance criteria before Wednesday, and there is
unlikely to be any basis for any other figures than those indicated in
the draft statement, she could leave the draft to be dealt with in

- correspondence, herself sending a minute which invites the Secretary of
State for Industry to incorporate in the d.raft a reference to the
Government's intention of agreeing performance targets with the BSC as
a basis for assessing progress in July.

6. If she follows the second course, the Prime Minister will want to
emphasise the need for the Department of Industry, the Treasury and the CPRS
to get down as early as possible to discussing both performance criteria and
possible closures. It may be that other Ministers do not accept that the profit
criterion can be the only criterion for deciding whether to proceed with
closures, and that there are some plants which,for wider economic or social
reasons,ought to be kept in being even if they are not showing a profit, If this is
the view of the Government, the sooner it is worked out and conveyed to the BSC,

the better.

ROBERT MSTRONG /

6th February, 1981 (o o4 é S, R pms
mer 3‘72% on ‘s MQ/‘/)
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10 DOWNING STREET

From the Private Secretary 9 February 1981

t%«iJ Lb'\,

As you know the Prime Minister held a meeting this afternoon
to discuss the proposed statement on BSC's Corporate Plan. The
following were present in addition to your Secretary of State: the
Chancellor of the Exchequer, the Chancellor of the Duchy, Sir Robert
Armstrong, Mr. Ryrie, Mr. Ibbs and Mr. J.S. Steele. They had before
them Sir Keith's minute of 6 February and the draft statement enclosed
with it.

The Prime Minister said she was unhappy with both the substance
and the tone of the draft statement. As regard the former, she had
grave doubts - in the light of the further information provided in
Sir Keith's minute - whether the proposed EFL of £729m. could be
justified. She was surprised such a small proportion of this figure
was accounted for by redundancy and closure costs; and by contrast,
that so much was being allocated to trading losses, working capital
and stocks, and capital expenditure. She wondered whether Department
of Industry officials, before recommending the total of £729m. for
the EFL, had really vigorously examined BSC's plans. With the private
sector steel companies in increasing difficulty, partly because of
competition from BSC, the announcement of an EFL of £729m. for 1981/82
wouldbe politically very damaging.

As regards the tone of the statement, the Prime Minister said it
was essential to get over the point that substantial funding was being
provided to BSC to enable them to be slinmed down and to become more
efficient, and at the same time to enable the private sector steel
companies to flourish. As presently drafted, the statement would arouse
great hostility from the private sector companies and bring maximum
harm to the Government.

In discussion, Sir Keith said that the figures underlying the
proposed £729m. EFL had been thoroughly investigated by his officials,
but he was prepared to look at them again. He pointed out that the
figures were in any case based on Mr. MacGregor's relatively optimistic
view of the market, and that it was quite possible that BSC would need
funding above £729m. If on the other hand BSC were to go for lower
capacity this would also involve additional costs.

/The Chancellor
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The Chancellor of the Duchy said that, in political
terms, it was most important to allay the fears of the
private steel companies that they were being subject to
unfair competition from BSC. Not only should this be covered
in the statement but BSC should be asked to market less
aggressively in product areas where they were competing with
the private sector, and - if possible - to stay out of certain
product areas altogether. The Chancellor of the Exchequer said
that consideration should be given to reducing the scale of
redundancy payments from July 1981, rather than from end 1981
as was currently proposed.

Summing up, the Prime Minister said that your Department
should urgently reconsider the basis of the £729m. proposal.
In partlcular, efforts should be made to reduce the provision
for capital expenditure and working capital. If BSC insisted
on a provision for £50m for their 1981 pay settlement, this
should be taken off somewhere else. Consideration should be
given to changing the scale of redundancy payments as from
July rather than from end 1981, and BSC should be approached
with a view to ensuring fairer competition with the private
sector on the lines suggested by the Chancellor of the Duchy.
When this further work had been completed and decisionson the
substance taken, the statement would need to be recast and
shortened. It would not be possible to make the statement
this week; consequently, the Iron and Steel (Borrowing Powers)
Bill would have to be introduced on Wednesday with a very short
statement which would indicate that the fuller statement on the
Corporate Planwould follow shortly.

I am sending copies of this letter to Private Secretaries
to members of E Committee and to Francis Pym, George Younger,
Nicholas Edwards, Michael Jopling and Sir Robert Armstrong.

I-Ks CovElL ldson e aqs,
Department of Industry.
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9 February 1981

The Right Hon Margaret Thatcher MP
Prime Minister

10 Downing Street

LONDON

Dear Prime Minister

We, the Works employees of the Duport _Steel Works,
Llanelli, Dyfed appeal to you to intervene on our
beha. f with the Department of Industry.

We all feel that we have met the criteria you have
expected of British Industry, and we enumerate them
as follows:

1 Good and sensible Industrial Relations =

We have achieved with a minimum of friction,

a radical demanning level from 2500 to 1000

employees, over a period of 3 years.
ﬂ

2 A Competitive level of Production

The new manning levels have come as a result
of investment in electric arc furnaces and
billet finishing facilities.

This gives figures of 500 tonnes per man year
of liquid steel and 400 tonnes per man year
of sold billets. ey

2 Investment and Future Development

Further projected developments have had to

be temporarily shelved but their intention

was to further enhance our productivity and
output whilst reducing costs, but our

productive efforts have been vitiated by the
financial advantages which BSC now enjoy through
subsidy.

We cannot in the present harsh economic environment
compete against such competitive aggression, funded
as it is by Government finance. Duport Steel Works,

a unit probably amongst the most modern in Europe, at
its level, will be cast aside when it has fulfilled
all the essential criteria.

Cont'd.....




® ¢
" In conclusion we all realise that industry is cyclical in
- its demand; what we fail to understand is why we are

being disadvantaged to such a high degree by the amount
of support given to the BSC to ensure their survival,
when weé Have been unable to be favoured in a similar
manner.

We reiterate'our earnest appeal for your support.

0 |
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6 February 1981

I am writing to acknowledge your letter
of 4 February, which T will place hefore
the Prime Minister., A reply will be sent
to you as soon as possible,

T. P. LANKESTER

R. Sidaway, Esq.




CONFIDENTIAL

Privy CounciL OFFICE

WHITEHALL, LONDON SWI1A 2AT

Chancellor of the Duchy of Lancaster 5th February 1981

éQA,J ﬂJ[oﬂL -
IRON AND STEEL BILLS

The Chancellor of the Duchy held a meeting yesterday evening
with the Secretary of State for Industry, the Chief Secretary
to the Treasury, the Solicitor General and the Chief Whip to
discuss the problem which had arisen earlier in the day at
Legislation Committee about the proposed power relating to
the short term financial position of the British Steel Cor-
poration (BSC).

After a brief discussion it was agreed, subject to reporting
the outcome to Cabinet today, that two Bills would be necessary,
one to increase the limit of the sums borrowed by, or paid by
the Secretary of State, to the BSC, and one to give effect to
the remaining proposals in the original Iron and Steel Bill.
In view of the need to enact the proposed short Bill by the
end of February, it was agreed that the object should be to
conclude discussions on the policy relating to the BSC
corporate plan by next Tuesday at the latest so that a state-
ment could be made on Wednesday to coincide with publication
of the two Bills. The object would then be to secure the
agreement of the Opposition to suspend the two-weekend rule
for the one clause Bill on the basis that the other Bill would
proceed according to the normal timetable. The second reading
of the one clause Bill would take place in the week beginning
16th February and would occupy a day's debate, the remaining
stages being taken after 10 pm the same night. It would then
be sent to the Lords immediately.

If asked for a statement on the BSC corporate plan at Business
Questions today, the Chancellor would confine himself to saying
he hoped that there would be a statement shortly, next week ix
possible. In this way he could avoid being drawn into any
question of a debate on the BSC plan as such. In the event it
was hoped that with two full days for second reading of the

two Bills the case for discussion of matters relating to the
BSC would be adequately met.

CONFIDENTIAL
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Given the very tight timetable made necessary by the short

term financial position of BSC, it was agreed to aim at clearance
of the statement on policy in correspondence rather than at the
next normal meeting of E Committee.

I am sending copies of this letter to the Private Secretaries
of those attending the meeting, of the Lord President, the
Lord Chancellor and Sir Robert Armstrong.

e
R
g

R A BIRCH

N Sanders Esq
Private Secretary
10 Downing Street
LONDON SWi1
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PRIME MINISTER

Parliamentary Affairs

There is one problem, which has arisen today, which will
need to be discussed in Cabinet. At L Committee this morning,
the Solicitor General expressed doubts about the Iron and Steel

Bill, and in particular the proposal to take temporary powers .
TR that Bill which would enable British Steel's funding problem
to be met by recourse to the contingégby fund after the Bill

Hat-received a second Reading. You will remember that the need

for extra funds is expected to arise early in March.

In the light of this unwelcome advice, it seems likely that
Sir Keith Joseph will decide to split the Iron and Steel Bill
into a very short Bill, to be rushed through both Houses, to
deal with the immediate funding requirement$} and a longer Bill
to deal with British Steel's capital reconstruction and so on.
He is meeting the Chancellor of the Duchy and the other Ministers
involved this evening, and we should have a note of their conclusions

before Cabinet tomorrow.

If we do have a short Bill, it may be taken in the Commons
next week. We will let you have a final business timetable tomorrow

morning in the usual way.

The Chancellor of the Duchy should report on the discussion

in L Committee, and the Secretary of State for Industry and the

Chief Whip will wish to comment.

All of this adds a further complication to the problems facing
the Department of Industry in the handling of the announcement of
Government decisions on steel. We now have to fit in two Bills and
a statement on our decision, and to deal with the Opposition's request
for a debate in the House before the Government reaches a decision
on the MacGregor plan. The Department of Industry and the business
managers are giving a lot of thought to all of this, and I hope that
we shall have a clearer idea of the possibilities in the morning.

4 February 1981 ‘US




10 DOWNING STREET
PRIME MINISTER gen: Dol
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Another letter from < £F e

a private sector steel
company complaining about

unfair competition from B.S.C.

They have also written to
Sir Keith, but without - it
seems —_gﬁreply as yet.
Unless I find that HE'Qgg
replied, I think we could

ask him to deal with this
one. Agree? oI

J; MI"" Ml’
o 00
i 1L

’}f g

6 F uary 1981




R. SiDAWAY DucTtiLE STEELS LTD.

|

PLANETARY ROAD,

WILLENHALL, WEST MIDLANDS
WV13 3Sw

TeELEPHONE WOLVERHAMPTON 732244

4 February 1981

The Prime Minister
The Rt Hon Mrs Margaret Thatcher, MP

10 Downing Street rﬂ%)'ttr [

\

LONDON | S

Dear Mrs Thatcher,

On behalf of my company and the Private Sector of the
Steel Industry I have gone through all the channels
open to me with no apparent effect.

You, Prime Minister, are our last hope.

If you cannot do anything quickly to protect the Private
Sector from the grossly unfair competition of the British
Steel Corporation, backed by its billions of pounds of
taxpayers money, there will be no Private Sector left

in a matter of months. I cannot believe that this is
what you want.

It is obvious now that Ian McGregor's policy is to obtain
orders at any price and in so doing to kill off the
Private Sector. We have plenty of evidence to prove this,
some of which you will see from the attached copies of
correspondence, but there is plenty more if you wish to
see it.

I understand that Edward Du Cann, Chairman of Hadfields -
another Private Sector company hard hit by unfair competition-
will confirm to you what I am writing.

I do hope you can do something quickly as it appears that
no one else can.




23 December 1880

The Rt Hon Sir Keith Joseph, Bt MNP
Secretary of State for Industry
Department of Industry :
Ashdown House

123 Victoria Street

LONDON SWIE 6RB

Dear Sir Keith,

High Unfair Energy Charges

Perhaps you will refer to the discussicn the members of
MIAC had with you in the House of Commons way back on 9th
July and at your request the information on this subject,
which was sent to you by Eric Sayers. '

All we told you in July has since been proved torrect'.to
ybhyand the Government.

Big users of energy such as my company are being charged

for more than its competitors abroad. When are you going
to act before it is too late? At least one year has now
passed and I can see no action by the Government.

PRIVATE CEZCTOR STEEL - Manufacturers unfair
Competition from the British Steel Corporation

From all I have read, you and the Government want a strong
profitable, competitive Private Sector to remain in
business when the depression lifts - of course you do.

Ductile Steels is onme of these companies as you can easily
verify if you check our record.

cont/d.oooo




Sir Keith Joseph : Sheet 2

We have never since BSC was finally nationalised in 1967 feared
fair competititon with them, In fact we have consistently made
a profit and they a loss!! Since 1967 my company has done all
in its nower to support the efforts of BSC to put its house in
order, but I do not like what they now appear to be doing.

~ BSC's policy now is becoming apparent and if it receives your
support will kill the Private Sector and lose a lot more
caxpayars' noney.

At Corby money has been cpent to produce tube BSC has never before
produced and at a time when the private sector, which has always
produced this type of tube, has highly efficient plant standing
idle because of the low demand for this product.

To get into this market BSC are quoting our customers 207 less
than our already rock bottom prices. This is "unfair" practice
. and if not stooped at once will cost the taxpayer a lot of money
. @&nd seriously damage the Private Sector.
There are also rumours flying around that BSC would like to
encroach on the Private Sector in other directions - bright
dravn steel for example = could this be the McGregor plan?

Ductile Steels has no objection to competition from BSC or anybody
else of it is fair, but in the case of tube it is certainly
unfair and yocu should ask for a report.
So to sum up if you want a Private Sector:-

1.1 Do something about unfair enercy costs.

2, Look into the Corby affair.

% 5 Ensure that the McGregor plan is fair to the
Private Sector.

Since time is running out - now is the time for action. If you
require any more information or facts concerning "unfair"practices"
and *he effect it is having on Ductile Steels I will be pleased

to give them to you. -

Yours sincerely,




16 December 1980

R Scholey Esq

British Steel Corporation
33 Grosvenor Place
LONDON SWIX 7JG

S

Dear Bcb, e

Following my conversation with you last Thursday you
promised-%o loock into the matter and give me your views
last Friday - n» phone call - not nice. Monday, 15
Decembar I rang you again - no weply.

So here goes. I can only assume that BSC Corby are now
producinz and eelling light walled welded tube acainst
the private sector companics., This seems an uniortunate
time to enter the market to say the least and here are a
few of my personal thoughts on the matter.

To the best of my knowledga:
1. BSC has never previously supplied this market.

2. Demand in rﬁnning at less than 507 of normal -
what a time to start!

34 Prices are already cut to ribbons to fight off
{mports and yet our salesmen tell us BSC are
cutting our prices by 207 plus.

Tube mills can be bought at two a penny prices.

I wonder how much BSC has spent on plant at
Corby?

Cant/do )




‘ R Scholey Esq Sheet 2

L Will BSC losses on this venture be financed by
the Governuent?

As Gordon Sarbrook will confirm to you, the
"private' tube makers purchese approximately

} million tonnas per annum of cold reduced and
hot rolled sheet, most of which comes frem BEC,
The big tube manufacturers are TI, Phoenix (part
of Senior Enz) and Ductils and there are many
snaller ones. llost are highly efficient - ccn
you gea any of them continuing to buy from & "new"
competitor when simjlar material is veadily
availeble from other sources?

Don't vou think Sir Keith Joseph may consider this
as unfair ocmpetition or at least aa encroachiznt
or the private sector which he has recently (27 Nov)
stated he does not want.

I kaow frou the “"grapevine' that what I have put to you in
this letter is the tlinking of the memnbers of tha British
Welded Steel Tube Manufacturers Association if they have got
their facts rizht and due to your ominous silence I strongly
suspect that they have. Soma of them are tig customers of
BSC for other products. 5 ’

I do not like the threats against BSC from the BWSTMA that

I am hearing and I would suggest you ask for a meeting with
the powers that ba = Alan Deacy of TI; Ted Dobson of Phoenix
and our Norman Cukes = Norman is Chairman of the Association
and could arrange the meeting here.

Bring Byron with you and stay the night, I would like to
show Byron the developments at Irombridre the next morning
(and Joan too), but for God's sake do something about this
before things get nasty. All the best

Yours sincerely,

N g 2 . W




'd

BRITISH STEEL CORPORATION

R.SCHULEY : P O BOX 403
DEERY CgMRMAN 33 GROSVENOR PLACE

LONDON SWIX 7JG

CHIEF rXECUTIVE

O1- 238 1212

19th December, 1980

R. Sidaway, Esq.,

Ductile Steels Limited,
Planetary Road,
Willenhall,

West Midlands WV13 3SW

s o

I am writing to confirm our telephone conversation of -
18th December. I am very much of the opinion that what has
happened is a "storm in a teacup".

My information is that the tonnage involved is about
200 tonres and, if we are in error, it is in respect of the under-
cutting of prices, and this I have discussed with Mr. G.H. Armitage.

In taking up this issue, I gather that there is a dividing
line of above and below i4 gauge. Whereby we have operated
primarily in the thicker sizes, over the last few years, we have
suffered a significant loss of market share in this area, both
from imports and from competition with a number of UK compames
who operate primarily in the thinner gauges.

I note your remarks that you believe there is little profit
to be gained in this field but, nevertheless, as I said to you we are
trying to run our various businesses on the same sort of basis that
you, yourself, would do. This exposes us to a dilemma. If we do
not operate competitively in the market we are accused of lack of
commerciality — whilst, on the other hand, if we try to compete we
are accused of cnly being able to do so because we are subsidised.

Natually, we would not wish to prejudice our raw material
supply situation to independent tubemakers and this, again, has to
be part of our balancing act.

Overall, we wish to prescnt a positive front to the success
of the UK manuFactur‘ing industry, as I am sure you are aware.

Finally , on a personal note, many thanks for your inv1tat10n
to come and visit you in the New Year. This I will try to fix for an
appr*opmate Friday sometime after the end of Janue:*y.

@;ﬁ)

Siche S o8
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30 January 1981

The Rt Mon David Howell, MP
Secretary of State for Energy

Dear Minister,

Thank you for listening to me so carafully yesterday
when the members of MIAC visited you for lunch in
the House of Commons.

I am enclosing the questions I put to you and the
answers I gave to then.

I ar sure you realised the extremc urgency as before
you left you assured me you would deal with it quickly,

I also told you that I had written to Sir Keith on

23 December pointing out to him the desperate sitaation
(copy enclosed). I have not received an acknowledcement
from hinm and to prove that what I said to you yesterday
was correct I am enclosing a cutting from the Birminghan
Post which appeared this morning.

This I fear will be the first of many unless something
is done by the Government very quickly to prevent the
total collapse of the Private Sector.

Yours sincerely,




v

CUNFIDENTIAL

8 January 1981

A Mortimer Esq

British Independent Steel Products Association
5 Cromwell Road

LONDON S%W7 2HX

Dear Alec,

Am enclosing copy of a letter I wrote to Bob
Scholey - his reply snd my letter to Cir
Keith Joseph.

They are, of course, sent in strict confidence
s8o please don't use the information even when
you meet Bob privately.

I expect all the enclosed bumph will be added
to your massive file of information on this
gad subject - if you want to use it will you
please first have a word with me.

All the very best,

Yours sincerely,

i e




&I SPA " The British independent Steel Producers Association
| 5 Cromwell Road : London SW7 2HX
Telephone: 01-581 0231

Telegrams : Bispalon London SW7
Telex: 262134

-

AHM/BMW .

13th January, 1981.

R. Sidaway, Esq.,
Ductile Steels Ltd.,

* Planetary Road,
Willenhall,
W. Midlands, WV13 35W.

i
e
t
]

Dear Bill,
Many thanks for your letter of 8th January with enclosures.

In fact, | had heard rumblings regarding your correspondence - more
‘particularly on the tube case = with the Corporation seeking to maintain its 'storm
in a teacup approach'. However, as we all know, unless these things are sorted
out early there is no knowing how far they will spread until it is too late to stop
them.

Thanks also for making the point to Keith Joseph about energy
charges.  Although the Department of Industry appear to be on our side,
continual pressure is needed to persuade the Department of Energy to do something
to help.- They really are being very wooden and obstructive, hut we are confmumg
fo try to drive some krowledge and will to cooperate into their skulls.

| will, of course, come back to you first if | want to use the
correspondence .

Hope to see you in the not too distant future.

Kind regards,

Yours sincerely,

fs,




R. SIDAWAY' DucTILE STEELS LTD.
‘ PLANETARY ROAD,

WILLENHALL, WEST MIDLANDS
WVI13 3SwW

TeLepHONE WOLVERHAMPTON 732244

22 December 1980
The Rt Hon Sir Geoffrey Howe, QC MP W i'

The House of Commons
LONDON SWIA OAA

Dear Sir Geoffrey, : 2 3

re Payment of Wages by Credit transfer : ik

I refer you to the correspondence we had way back in October
1979 - copies herewith. z

On 13 November 1980 there was yet another wage snatch in this
district, but on this occasion the Securicor guard was murdered.

This stirred up the whole matter again and now I am getting
full co-operation from other local indusirialists, the Barks,
the Police and the local newspaper = the Wolverhampton Express [
& Star - but I can detect little or no support from the

Government . ' E

As I understand it the archaic Truck Act staies that we must pay
2 ; 1 "sorkmen" in "current coin of the realm" although there is an
i exception to this under "payment of Wages Act". Under that Act
a workman may make a written request for his wages to be paid
direct into a bank account, but he is entitled by law to reserve
o the right to cancel that request on 4 weeks notice - that is a K
useless law in practice.

I cannot see why the Government cannot alter the Law as it stands
by stating that the company if it wishes can pay wages to
workmen by cheque or credit transfer unless the workman states
in writing he wants cash. :

9
{
l
{
\
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cont/d s s
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' Can't you do something to help to prevent further
murders, injuries, police time and waste of money and
bring this country into line with other countries in

N the EEC, USA and Japan? ' . 4

* . _ : Yy
' ik I hope the possible loss of votes “is not holding vou
back. ‘

Yours sincerely..

SOl )




CONF IDENTTIAL

DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB

TELEPHONE DIRECT LINE 01-212 550’]

SWITCHBOARD 01-212 7676
Secretary of State for Industry

) February 1981

Tim Lankester Esq

Private Secretary to the
Prime Minister

10 Downing Street

London SW1

/Dﬁ’w Tim

BSC - DRAFT STATEMENT

I enclose a draft statement on BSC's
Corporate Plan which the Prime Minister and
colleagues may wish to consider in the light
of the discussion at E Committee this
afternoon.

I am copying this letter and enclosure to the
Private Secretaries to Members of E Committee
and to the Private Secretaries to the
Secretaries of State for Scotland and Wales.

\Zovfs U e
CATHERINE BELL
Private Secretary

CONFIDENTIAL
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DRAFT STATEMENT ON BSC CORPORATE PLAN

With permission I will make a statement about the British Steel

Corporation.

2 The past 12 months have been extraordinarily difficult for

the steel industry of this country - both the public sector and the
private - and indeed for steel industries throughout Europe.

There has been a considerable surplus of capacity; prices have

been extremely low and most major European steel companies are
losing money. Hence the declaration by the European Commission

of a "manifest crisis" and the unanimous agreement of TC Governments

to mandatory production quotas.

% The House will remember that against this badkground the
Government appointed Mr MacGregor in July to be Chairman of the

British Steel Corporation, with a remit to return it to enduring
profitability. Mr MacGregor's strategy is to continue the
Corporation's drive to cut the costs of production, which had become
significantly higher than those of the Corporation's main competitors,
and by vigorous marketing to increase the volume of sales so that

as many of BSC's businesses as possible could compete in the European
and indeed the world markets. This drive has meant many redundancies
and some closures and we must all be impressed by the co-operative
and realistic attitude of the work-ferce in accepting them and by

the vigour with which Mr MacGregor's management has approached its task.

4  The Corporate Plan which Mr MacGregor submitted to the Government

shortly before Christmwas embodies and continues this approach. It

provides for a liquid steel making manned capacity of 14.4m tonnes

CONFIDENTIAT
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a year - a slight reduction from the existing capacity of 15.2m
tonnes; and it envisages that by the end of 1981/2 the rate of loss
will have been substantially reduced from its present level,
estimated for 1980/1 at about £480m. To achieve this the

mm—
Corporation intends to press ahead with its cost reduction and

marketing programmes, so that by the summer it will have a clear

view of whether the objectives of the Plan can be met. Mr MacGregor

p——

has made it quite clear to the Government and to all members of the
Corporation, both managers and work-force, that he will be unable

to keep going any operations that are not competitive.

5 To further his plan Mr MacGregor has asked the Government to
provide an extra £150m in 1980/1 to bring the total external
finance requirement to £1.121 billion, and for £7320 million in 1981/2.

6 The Plan, and in particular the proposed level of output, is
highly sensitive to external economic circumstances such as the level
of the Deutschmark, the state of the European market and the timing
of the upturn in steel ordering in the UK. Mr MacGregor himself
freely admits, indeed claims, that his Plan is optimistic and in the
light of these risks I think he is right. He aims for the largest
operation that can be made profitable; but at the same time he is
committed, if the assumptions behind his Plan are not sustained, to
reduce the Corporation to a size that is profitable. He is aiming

for the best whilst being prepared for the worst.

. The Government are prepared to back the Corporation in this
strategy. We are prepared to approve the BSC's Corporate Plan

and to agree to External Finance Limits of a total of £1.121 billion
for 1980/1 and £730 million for 1981/2. We shall give the Corporation

CONFIDENTIAT
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a loss limit before interest for 1981/2 of £225m - which is in

accordance with the Plan - and a target for 1982/%3 of break-even

e

on the same basis. But T musE’ETES—;ZEE it clear that if

Mr MacGregor's optimism is not Justified and his commercial Jjudgement
leads him, in order to meet these targets, to further redundancies
and closures - which I am sure he will propose only if he can see

no commercial alternative - the Government will not intervene in
those decisions. The Government will of course monitor progress

closely and we have asked Mr MacGregor to let us have his assessment

p—

6f progress in July.

man————_—t e e——————

/"
8 In addition, I have published today a Bill, the Iron and Steel

Bill 1981, which amongst other things will write off some £3,500m
ST
of BSC's capital immediately, provide a power to write off a

further £1,000m later and make certain consequential adjustments to
M —

the Corporation's borrowing limit. These write-offs will deal with

the mistakes of the past. They do not represent the commitment

of additional funds. The Bill will also, however, amend the Iron

and Steel Act 1975 to allow the transfer of businesses to the private

gsector and to permit a rapid and, indeednextensive run-down of the

Corporation if that proves necessary.

9 The Government is aware that implementation of BSC's Plans will
result in substantial job losses in a number of areas which have
unemployment above the national average. As they are all Assisted
Areas considerable support is already available to encourage new
investment and to help those made redundant to find new jobs, though

I do not in any way underestimate the problems for the communities

and people concerned. I shall, if necessary, consider whether

CONFIDENTIAL
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any further measures of assistance would be appropriate.

10 T mentioned at the beginning of this statement that the private
sector 1in this country has also faced severe difficulties. This
has caused particular concern in those areas where BSC's operations
overlap those of private sector companies. It is neither Just

nor sensible that the Government should subsidise State-owned
activities which have the effect of driving independently owned
companies out of business. Phe Government, therefore, authorised
the Corporation in the autumn to open negotiations with those private
sector companies who were interested and whose operations overlapped
their own with a view to seeing whether joint companies could be
created which would be viable, with, &f necessary, an agreed
programme of closures. Two such companies are under discussion.
The Government will continue to give every encouragement to these
negotiations so long as they are on a commercial basis and result

in operations which are commercially viable; and as I have already
indicated, the Bill will contain provisions to facilitate these and

other transfers to the private sector.

11 We shall also do what we can within the European Community to
ensure that market conditions in Europe are improved. The House
will.remember that during the autumn the Council of Ministers
agreed that a state of "manifest crisis" existed in the steel industry
and that production quotas were imposed under Article 58 of the
Treaty of Paris. These quotas expire at the end of June and we

Lo

are already in discussion within the Community on the regime that

will replace them. It is our intention to seek to ensure that

any reductions in capacity which are necessaryare equitably shared

CONFIDENTIATL
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among the wembers of the Community and that, so far as possible,

short term market conditions do not invalidate long term commercial

objectives.

12 The financial provision we propose will require approval from

the European Commission.

15 I wish the Corporation, its work-force and its managers success

in the difficult task they face.

CONFIDENTIAT
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BSC: THINKING THE UNTHINKABLE @ (JSQ

PRIME MINISTER

We believe that, in July, McGregor will start asking for more money;

e ]
and the Government, unprepared and boxed in, will have to agree.

N iilow 3 -

Compare last year's outcome and predictions, which repeat a
familiar pattern: '

Predictions ~ Outcome
19.7.9/80 £54m -£545m
1980/81 Break-even -£480m

WHAT HAPPENS IN JULY?

There are three possible outcomes in July:

) BSC meets its targets and McGregor continues with the Plan.

This outcome is of course possible, though unlikely.

(29 BSC misses its targets and McGregor abandons the Plan.

This outcome is, in our view, unlikely for two reasons.
First, we doubt if the Cabinet would let him do it. Second,
clear criteria to trigger such a decision have not' been

;;tablished. The vague call for a progress report in July
is an invitation to move the goalposts again. All the

"excuses for delay instead of decision are already there:

the financial target is for 1981/2 as a whole; the 3-year

Corporate Plan will not be ready until the autumn; monitoring
is already being described as "véry difficult'.

(i35 BSC misses its targets, but McGregor favours carrying on -

with more Government money. This outcome is the odds-on
favourite. The pound is already higher, against the .
Deutschmark, than BSC's plans assume.

We are all set for a BSC re-run of the BL saga. The question is,

how do we get Cabinet to a point where it could accept McGregor's
abandonment of the Plan; or insist on it if McGregor comes back

for more money? Do we want to be at least in a position to take
such a tough decisionﬁ If we do, tomorrow's'E is the starting

point.
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3. PREVENTING A RE-RUN OF BL REQUIRES ACTION NOW

B.J" Action must start now to provide Cabinet with a real decision point -

rather than a phoney review - in July.

v D e Y B g

3.2 E needs: to make three decisions tomorrow:

(1) \ To require clear decision-making criteria for the July
review. These should be agreed in February.

(2)‘§ To call for a proper cost/benefit analysis of BSC run-down,
' rather than the PSBR-based comparison which is all that is

g |

‘a now availag}e. We have discussed this with Alan Walters and

!‘ e M;’Q":: i
believe he should be involved, with officials. He has
suggested one or two outside experts who could help with this

analysis. It should be ready during March. s

3) To commission opinion‘research during April/May to gauge the

political reaction to BSC run-down. This would avoid making
political judgments, as we had to do on BL, on the basis of

meaningless anecdotes.

4. DISCUSSION AT E

4.1 E members couldnot object to this work being put in hand if the
McGregor Plan is to be backed.

4.2 I don't think anyone could resist the attempt to devise decision-

,makingrcriteria, unless he is arguing that there is no practiggl
‘1imit to the level of losses by BSC which the Government will lﬂ

tolerate.

4.3 v..Some colleagues may argde that it would be wiser to keep things
fairly vague, to '"leave the options open'" (even though nothing
would be published). But this is precisely why Governments must

" stop playing at being main board members (but always prevented by
political considerations from taking the tough and necessary i
decisions which boards have to take) and wherever possible to get
loss-making nationalised industries into the private sector, where

funding depends on performance rather than '"need". The decision to
do it needs only to be made once. The decisions not to do it, but

to keep on paying up, can be made - and so far haVe been made -

indefinitely.
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Copiesfof this minute go to Geoffrey Howe, Keith Joseph and
Robin Ibbs, and to Sir Robert Armstrong.

JOHN HOSKYNS
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Ref. A04162

PRIME MINISTER

British Steel Corporation: Corporate Plan
(E(81) 11, 13 and 14)

BACKGROUND

The Secretary of State for Industry summarises his recommendations

in E(81) 13, E(81) 1l covers a detailed report by an Interdepartmental Group

of Officials. In E(81) 14 the CPRS raise some questions on the proposed
r—————— _—
approach,

oL R

2. BSC have presented a short term recovery plan up to 1981-82 rather

than a Corporate Plan looking to the medium term and discussing the options.

Essentially Mr MacGregor is asking for time until July to decide which

businesses have a chance of viability by March 1982. In the meantime he is

assuming capacity to produce 14.4 million liquid tonnes per annum rather than

the 12£-13 million liquid tonnes per annum which he had in mind last September.
———————————.

3% This assumption of capacity seems optimistic. Officials judge that it

should be possible to make internal improvements in productivity and to achieve
necessary manpower reductions. External factors, however, are strongly

against BSC. In particular:

(i) the Deutschemark is the main determinant of their competitiveness

with European producers. They have assumed 4.20 DM to the £ in
1981-82. Itis 5.0 today. A variation of 10 per cent effects BSC's
—— T —

profit/loss by around £200 million (see paragraph 20 of E(81) 11).

ii The present European Community production quotas run out in
P Y P q

June 1981 and negotiation of their extension will be very difficult - the
T———————— e

German Government have already said they will not support extension

of mandatory, as distinct from voluntary, arrangements (paragraphs
21 and 22 of E(81) 11).

(iii) Demand for steel has to pick up and BSC have to keep their

54 per cent share of the UK market.
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4. The advice is that the costs of a run-down starting in July could be

somewhat lower than one starting now, because in the meantime manpower and

other cost reductions would be made. The Government would however have to
finance continuing running costs over this period and these are put, at the very

outside, between £350 million and £450 million (paragraph 7 of E(81) 13).

Against this background the Secretary of State for Industry recommends that the

Government should accept the plan for the moment and wait for Mr MacGregor's

further recommendations in July. In this way the Govenment would be seen to

be backing MacGregor's commercial judgement and giving the Corporation a
reasonable chance. The decision would not involve long term commitments:

BSC would not enter into major capital investment commitments without the

Government's prior approval; it is practicable to close down parts of the

Corporation if necessary; and plans for joint ventures with the private sector

are proceeding., Itis tentatively estimated that the PSBR costs of funding the

plan from 1981-82 to 1983-84 would be £1, 430 million compared with £2, 530
million for the rapid run-down of the Corporation. (See Table in paragraph
32 of E(81) 11).

5, If this approach were accepted, Mr MacGregor would report further in
July with, if necessary, proposals for major closures to take account of

e
internal and external factors and the financial targets set him, Officials

recommend that he should also be required to submit a Corporate Plan, as

early as possible in the Autumn, for 1982-83 to 1984-85. In the meantime

———
officials are considering possible remedial measures for areas effected, and

they wish to discuss further with the Corporation the levels of redundancy
payments offered by BSC and the possibilities of converting some or all of

BSC's profit centres into subsidiaries subject to the Companies Acts.

6. If the immediate proposals are accepted it is recommended that:-
(1) the 1980-81 EFL should be increased by £150 million to
“

£1,121 million (NB it had been expected that the increase would be

of £200 million).
(i) The 1981-82 EFL should be set at £730 million (which would

~
allow for a wage freeze from January to July 1981 and then a 7 per
: — AN
cent increase).

AN DY

2
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(iii) Financial targets should be announced of a loss limit before
interest of £225 million in 1981-82 (compared with an estimated loss

of £480 million in 1980-81) and break-even for 1982-83. CPRS suggest
(paragraph 3 of E(81) 14) that the 1982-83 figure should be presented as
an "aim'', open to revision, rather than a target.

(iv) The Iron and Steel Bill (which will be discussed by Legislation
Committee on Wednesday) should provide for the writing-off of £3, 509

Y
million of capital immediately with a power to write-off a further
e e s )

£1, 000 million later.
F
(v) The Secretary of State for Industry should announce the

Government's response to the BSC Plan on Monday 9 February and

publish the Iron and Steel Bill at the same time.

[ SN

HANDLING

Tia After the Secretary of State for Industry has introduced his paper the

Chancellor of the Exchequer will wish to comment on the general approach and

to confirm whether he is content with the detailed financial proposals; and
Mr Ibbs will wish to speak to his paper. Of the other Ministers, the main

interest lies with the Secretaries of State for Employment and Wales and

Lord Mansfield (who is representing the Secretary of State for Scotland). The

Foreign and Commonwealth Secretary may wish to comment on the possibilities

for securing the cooperation of our EC partners in the extension of quotas,

8. The first question is whether the Committee agrees that BSC should be

funded until July. If so, they will need to give specific approval to the figures

for the EFLs, the financial targets, and for the capital reconstruction for

which the Iron and Steel Bill will provide. (The Business Managers are

particularly concerned to make urgent progress with this Bill in the interest

of the management of the overall Legislative Programme).,

9. The Committee will also wish to consider the extent to which decisions

in July should rest on the commercial judgement of Mr MacGregor within the

framework of the financial targets set him. As CPRS point out in paragraph

5 of E(81) 14, BSC might by then meet their own internal objectives for

productivity, redundancies and pay, but external factors - the Deutschemark,
e ————————— ————— —————————

3
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failure to agree European Community quotas, and demand - could be against

—

them. If major closures were then proposed the workforce could claim that

they had done all that was asked of them and that major parts of the business

were being sacrificed to short term financial objectives. With that in mind,

the Committee may wish to consider whether they intend that Mr MacGregor

should be left to take decisions on closures according to his commercial

judgement and within the targets set to him, or whether Ministers will wish

to reserve the right to consider this further in July in the light of developments.
If the Committee decides on the latter approach, this will have to be made
clear to Mr MacGregor, together with any particular points which they wish
him to take on board. The Committee might also wish to consider whether in

the meantime officials ought to do further work, preparatory to the July

decisions, on whether any strategic case might be mounted for postponing
closures if seemed that the problem centred on external factors, which might
improve beyond the short term, rather than internal improvements - see
paragraph 6 of E(81) 14, %

10. In any event the Committee will no doubt wish to endorse the

recommendation by officials (which the Secretary of State for Industry does not
pick up in his paper) for the preparation as soon as possible in the Autumn of
a full-scale Corporate Plan looking several years ahead and showing some of
the options. Otherwise there is a risk that Mr MacGregor will present
Ministers with a series of short term propositions to which, each time, it

will be difficult to say no.

16k You may also wish to invite the Secretary of State for Industry to

circulate a draft of his statement to the House., In particular this will need

to strike the right note on the extent to which decisions rest with the BSC Board
rather than the Government and the extent to which they will be determined by

external factors.
CONCLUSIONS

12, You will wish to sum up with reference to the Secretary of State for
Industry's six points in paragraph 14 of E(81) 13: namely approval of the Plan;

EFLs; financial targets; capital reconstruction; support for extension of EC

quotas; and an announcement, with publication of the Iron and Steel Bill, on

Monday 9 February.
4
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1.8 You may also wish to invite the Secretary of State for Industry:~

i) to circulate a draft of his statement, taking account of the points

made in discussion;

(ii) to impress on Mr MacGregor the need for a full-scale Corporate
Plan as soon as possible in the Autumn;
P

(iii)  to commission any further work by officials, which the
Committee may judge to be necessary, in preparation for the July
decisions and in addition to the further work proposed on redundancy
payments and the setting up of subsidiaries under the Companies Act.
(iv) to report further on progress in setting up BSC/private sector

joint ventures - as recommended by the CPRS in paragraph 4 of E(81) 14.

50,/ ROBERT ARMSTRONG

2 February 1981
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Tow MR LANKESTER
From: J R IBBS

BRITISH STEEL CORPORATION

L% A CPRS note has been put in to E Committee and there
is only one additional point T should like to make. This

concerns the standard of judgement to be used when deciding

on closures.

2e I favour taking clear cut decisions at the end of

the summer on which parts of BSC should be closed, so as

not to struggle on indefinitely with loss-makers.

The Secretary of State proposes that the decisions should

be taken by Mr MacGregor on the basis of commercial judgement
and knowledge of the industry. This is fine as far as
iﬁ—éoes, but; 'commerciglly viable' is not a precise term

and in practice much will depend on how stringent the
standard of judgement is. In finely balanced instances,

of which there could be several, Mr MacGregor and the Board
might tend either to harshness or tolerance. It would be
as well before the judgements are made for the Government
to ensure that they and lMr MacGregor are of one mind on the
standard required. This is particularly necessary because

e e kbl

the judgements may be made very difficult by factors such as

—

the exchange rate and efforts by competitors to dislodge
BSC, to which attention is drawn in the -CPRS note.

s I am sending a copy of this minute to Sir Robert Armstrong.

0/
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QUESTION AND ANSWER SESSION WITH A SENIOR CABINET
MINISTER IN THE HOUSE OF COMMONS ON 29 ' JANUARY ]981

BILL SIDAWAY - Ductile Steels - Private Sector for 47 years

- May T ask you some questions -

15 Do you agree that it is your Government's policy to

support strong viable private industxy?

2 Do you know that the private sector of the British Steel
Industry is on the verge of bankruptcy due partly to
unfair high energy costs and unfair competition from their
public sector éompetitors (The British Steel Corporation)
backed by its £1,000m plus your Government has pumped into

it so recently?

Ao das YDur Government any plans 'to ensure that when this
ghastly depression is over there will be a Private Sectcr

steel industry in existence?

4. Can you explain to us the McGregor plan and how it will

affect the private sector of the teel Industry?

If you cannot give me clear answers to these questions I will. be pleased

to give you my views.

After a lifetime in the private sector of the Steel Industry which has
always been highly successful by any yardstick, it is a racing certainty,
that unless your Government takes immediate steps to redress the unfair
competition your Government is allowing'and indeed supporting there will

be no private sector left.
My answars - <

s Of course.




I don't think the Government is aware of the certainty
that large sections of the Private Sector will collapse

within a matter of weeks.

" The Government has no plans.

The McGregor plan becomes more and more obvious, and we
in the private sector have all the evidence to prove its

disastrous effect on the private sector. It is -

(i) With Government financial support to sell its

products irrespective of profit.

(ii) To compete with private sector with downstream
products by spending’a lot of Government money
on new plant at a time when similar or better
plant is lying idle in the private sector and
- then getting into the private sector market by
cutting prices by more than 20% - at the taxpayers'

expense.

I can give'you evidence of this encrouchment
on the private sector's market and have already
written to Sir Keith Joseph on 23rd December -

I have not even received an acknowledgment from him.
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From thefrivate Secretar.y ; . : i . (o ; e 26 January 1981‘.'

gt

' The Prime Minister has read your letter of
23 January proposing that the Iron and Steel Bill
should include a provision which would remove
altogether BSC's duty to supply iron and steel
products and certain other duties. Subject to
other colleagues' views, she agrees with these
proposed revisions - although she has commented
there may be difficulties of presentation.

I am sending copies of this letter to the
Private Secretaries to all members of E Committe,
to Godfrey Robson (Scottish Office), John Craig
(Welsh Office), Robin Birch (Chancellor of the
Duchy of Lancaster's office), Murdo Maclean

"~ (Chief Whip's Office) and David Wright (Cabinet
Office). ; '

T.P. LANKESTER

IoK. C.:Ellison, Esqg.’
Department of Industry.
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB

TELEPHONE DIRECT LINE 01-212 5307

SWITCHBOARD 01-212 7676
1efe! / Secretary of State for Industry

;13 January 1981

Tim Lankester Esq >WL A“:{;L
Private Secretary to the

Prime Minister
10 Downing Street L(M Ve Thpos e preeen
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Ta You will remember that on 17 and 18 December E Committeg ¢
decided that the Iron and Steel Bill should include provisions
to godify the British Steel Corporation's duty to supply steel
g0 as to permit privatisation and reorganisation of the boundary
between the public &Ad private sectors of the steel industry.
It also decided that the Bill should not include provisions
to enable the BSC to be liquidated; the Prime Minister's
summing up noted that the BSC had sufficient powers to make
a reality of their threat to run down the business.

:bm 3TN

TRON AND STEEL BILL

R A minor problem hag arisen in connection with the
drafting of the provisions to modify BSC's duty to supply. It
has been discovered that the duty cannot be satisfactorily modi-
fied in the way intended; the only practicable course is to
remove altogether the duty to supply iron and steel products

set out in Section 2(1)(a) of the Iron and Steel Act 1975. The
removal of this duty would also meke it desirable to remove

some of the other duties in Section 2 (duties not to discrimi-
nate, to promote exports, to promote research, health and safety,
ete). My Secretary of State therefore proposes to delete these
duties and to leave the Corporation with only its financial
duties.

B% In the light of E Committee's decision my Secretary

of State believes that there is po substantive difference between
modification and abolition of BSC's duties and that the drafting
proposals outlined gbove are in line with E Committee's con-
clusions. There is, however, a slight difference of emphasis
and T am therefore writing to check whether there are any
objections to the course of action he proposes.

[He oee
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4. In view of the tight timetable for submitting the Bill
to Legislation Committee it would be helpful to have your
reactions by close of play on Wednesday, 28 January.

5e Copies of this letter go to the Private Secretaries
to all Members of E Committee, to Godfrey Robson (Scottish
Office), John Craiff (Welsh Office), Robin Birch (CDL), Murdo
Maclean (Chief WhiP) and David Wright.

&ww ey
lu ?,Qﬂi&\

I K C ELLISON
Private Secretary
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET
LONDON SWIE 6RB

TELEPHONE DIRECT LINE 01-21277697

Frormsthb J SWITCHBOARD 01-212 7676

Minister of State

Norman Tebbit MP ; ;§~:ﬂ~:v:"
(\/vymbb’v‘ e  wilx b W - LM
"1 ’ /\»-\l\"/\f"" & o Wl reeeivuayg i,

The Rt Hon Nicholas Edwards MP W
Secretary of State for Wales et VY ks,

Gwdry House ; ~ las w1~ S fous nawuha
Whitehall i & ey e
London 8W1 02/ January 1981 you (vt
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DUPORT LTD

I understand that Keith Joseph and my officials have already
warned you and your officials that it was unlikely that there
would be any place for Llanelli steelworks in any engineering
steelg sector COMPENY s F @ s o

As you also know, Duport's financial state was so precarious that
we had authorised BSC to negotiate with them for the purchase

of their rerolling operation, London Works, in advance of being
able to set up the engineering SEEETE'UUmEany. These negotiations
have now broken down. , with the advice of their merchant
bankers, Lazards, were only prepared to offer between £15m and
£18m for London Works, and were not prepared to make an offer at

all for LlanéIli since they did not want the capacity. It seems
likely that some time within the next two or three weekg the
Midland Bank will want to pu uport Ltd 1nto receivership. In

the meantime, Duport's Chairman, Mr Sayers, is seeking an interview
with the Prime Minister (to whose ofTice 1 am copying this letter).

—

As you will appreciate, it is not possible for us to suggest to
BSC that they should pay more public money for assets than they
think reasonable. Even if BSC did purchase London Works, and
Duport Ltd were able to continue, it seems likely that they would
have to close Llanelli, with a loss of the 1,200 jobs there.
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I know you have a debate on Welsh affairs tomorrow, and I
am getting this letter over to you immediately. However,
it is most unlikely that the Midland Bank will take
precipitate action, so you should not be embarrassed by a
receivership being announced tomorrow.
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PRIME MINLSéR

Dale Campbell-Savours and Ian MacGregor A/QA;/'

Mr. Campbell-Savours' motion to refer his complaint to the

Committee of Privileges was agreed this afternoon, without
objection. The whole thing was over in under 10 minutes.

— S,
Mr. Campbell-Savours said that when he met Ian MacGregor on

18 December, Mr. MacGregor interrupted his opening remarks and

said that he took exception to what Mr. Campbell-Savours had said

in the House earlier that week. You may recollect that he alleged

that the BSC had been distorting statistics about the Workington

plant. Mr. Campbell-Savours alleged this afternoon that

Mr. MacGregor went on to say that if this was the way in which

he intended to present his case in Parliament, then further

investment at Workington would be ended.

He said that during the meeting with Mr. MacGregor, he had
realised the significance of what was being said. He had therefore
dictated notes about the meeting to his research assistant immediately
on his return to the House and had described his experience to three
Parliamentary colleagues during the same morning.

Mr. Pym spoke very briefly. He said that he wished to make
no comment whatsoever on what Mr. Campbell-Savours had said but that
he was clear that it would be right to refer the matter to the
Committee of Privileges. John Silkin was equally brief, and said
that the matter should be dealt with as rapidly as possible.

You should also see the attached letter from Ian MacGregor
to Keith Joseph, together with the record of the meeting prepared
by the British Steel Corporation. It gives no support to
Mr. Campbell-Savours' allegations, but it is open to Mr. Campbell-
Savours to argue that the record is only a summary and does not
exclude the possibility that his version is the correct one.

We will keep you in touch with further developments.

"jS
14 January 1981




DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE

123 Victoria Street
London SWI1E 6RB

Telephone Direct Line:01-212 3301
Switchboard:01-212 7676

With the Compliments of the

Private Secretary to the
Secretary of State for
Industry

J Clao,_.
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I vnderstand that the House of Commons will be
considering this afternoon the statement made by
Ir D Campbe?l—Sanurs WP, &nd referred *o by the
sreeler yesterday), redeting to. g neeting which I
held with Mr Campbell-Savours at his request on

18 December 1980. The subjects we discussed were
ESC's operations at Workington, the discontinuance
of the ingot moulg foundry at Distington, and Mr
Ceupbell-Savours' statements concerning the
integrity of the BSC managecment in iis conduct of
the evaluation of the Tfuture of BSC's various ingot
wovld foundries at Distington ang elsewhere.

7 e

nd willing to co-operate f
owmons in whatever investigation

it may decide to undertake into what I am alleged

1o have said at the meeting

Meanwhile, I would simply like to say that I refute
the allegations most strongly. I can best do this
¥ eending you the encloces summary record of the

CImE, wade by the Seer
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The Rt Hon Sir peith JOEED

/contd

about the honesty of some of those collezagues
concerned with Workington, who were present with
me on that occasion, znd T €xXpressed ny concern

&s to the effect which thecee statcuents would have
on the mzintenance of sound relst;

the management and the euployees
regard these sound relations as
plans we are Preparing to ensur
secure future T i
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NOTE OF MEETING BETWEEN THE CHAIRMAN AND MR, CAMPEELL-

?AYQ”§1»¥P=.Alﬁ?BWPECﬁHﬁEB_l?BQ

The Chairman net Mr. Campbell»Savours, b 608 oY Workington, at
his reguest, to discuss the closure of the Ingot Moulg
Foundry at Distington, included in the &nnou

the Corporate Plan on 12th December,

Fr. Campbell-Savours had written {o the Chairman (on

19th Kovemnber), with Jnore than fifty Setailed cuestions
1elating to, the Cperations of the Fourdry and other elements
of plant zt VWorkinoton, He hzd zlso made Very strong
Etatements, both in Parliament ang locally, about the
Foundry closure, including statenents that Ianagement hag
"oeliberately doctoreg statisiics' 1o cos troy V;rkjngtcn,
and had conducted industrial relations so as to bProduce "a
deep and seething contempt" for lany managers on the part of
the workforce.

Mr., Campbell-
long list of
he expressed

put forward by Workington - for
example, mould 1life,

The Chairman said he took the strongest exception to

Mr. Campbell-Savours'® attitude, It was common groungd that
the Corporation must maximise the use of concast and therefore
run down the use of ingot moulds. He and Mr. Bray both '
entirely refutegd the statement that Cumbria hag been dealt
with unfairly. if anything, the bias had been in Cumbria's

favour.

The Chairnan said he hag examined the decicions made and he
Geemed them to be éppropriate in the circumstances. All
cermene fectors had been considered, and he hag absolute
confidence as to the conduct of his ménagement colleagues

in the nztter. Mr. Bray had a@lready e>pressed his readinecg
to go through all the arguments with the loecal vorkforce.

The Chairman said that he was digappointed, discourzged ang
concerned as to the future of Workington in the face of

Fr. Canpbell-Savours' attitude, This had raised unjustified
dovbis in the minds of BSC's employees and hzd seriously
exacerbzted relations in Cumbriz. This could only have the
effect of jeopardizing the future enployment of his
constituents with BSC since the Corporation's survival
cepended crucially on winning the co-operation of its
ernloyeecs everywhere. Without this co-operztion the
Corporetion vould bave to dismantle those plants involved.

Continued/
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‘ .

Ls the local R, P Car;Lell-Savoﬁrs Lad a laree degree
of'rcsponsibility f setting the tone in the a;ea. He
);o;xg-d that he wouilg there fore reio; £e engi and attempt
to repair relatiOnships in Workincton for the ca)e of

the future of ESC's continuing Giiployees there

CoCs Chairman//’
Mr. R, Scholey
Mr DR, Bray
s CCSL P Highton

1¢th Decenber ) 8o




This report was prepared by the Iron and
Steel Sector Working Party at the request
of the National Economic Development
Council, to describe work carried out in
1979. It covers Minimum List Headings
311 (part) and 312.
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Iron and Steel SWP

PROGRESS REPORT 1980

1 The strategic position of the industry
Developments in the industry over the last year

In 1978 the British Steel industry produced 20.3 million tons of crude
steel compared with 20.4 million tons in 1977 and 26.6 million tons in
1973. Production in 1979 will be in the range 21-21.5 million tons.
Deliveries of finished steel products to both home and export markets in
1978 were 16.2 million tons and represented no change over the previous
year. The United Kingdom achieved a surplus of steel exports over
imports of £41 million and half a million tons in volume. Despite fierce
competition in the market, British steel producers held their home market
share at around 80 per cent in 1978. It has remained at this level for the
last four years.

The last year has seen the commissioning of several major investments in
the industry which represent the fruits of its relatively high level of
investment over the last five years. On Teesside the British Steel
Corporation has commissioned its new Redcar blast furnace which is one
of the largest in Western Europe and has the capacity to produce one
quarter of the total United Kingdom production of iron. In 1978 the
total UK iron production came from no less than 29 separate blast
furnaces. The commissioning of the blast furnace at Redcar followed
earlier commissioning of associated sinter, pellet, and coke-oven plants.
The British Steel Corporation also inaugurated its new ore terminal at
Hunterston on the Clyde estuary as part of it’s £400 million expansion of
steel-making in Scotland, and opened its new coated sheet steel complex
at Shotton with a very healthy order book. Three automatic forging
machines were commissioned at works in both the public and private
sectors. Amongst several significant investments in the private sector was
the commissioning of a new electric arc steelworks at Llanelli by Duport
Steels which replaced open-hearth steel-making at both Llanelli and
Briton Ferry.

There were several mergers and takeovers in the industry: for example,
the acquisition of Bidston mini-mill in Birkenhead by Manchester Steel,
the takeover of Edgar Allen Balfour by Aurora who also own Osborns,
and in stockholding the acquisition by the British Steel Corporation of
Dunlop and Ranken, Herringshaw Steels, and the Hall Brothers group of
companies.

There has been a further fall in the numbers employed in the industry
resulting from both job reductions and complete works closures. The
numbers of people employed in the industry (MLH 311 and 312) fell

from 285 000 at the end of 1977 to 258 000 at the end of the June




quarter 1979. Major plant closures in 1979 included open-hearth steel-.
making at Bilston, the Consett plate mill, closures of iron-making plant
on Teesside associated with the commissioning of the new Redcar blast
furnace, and the Lanarkshire section mill in Scotland.

The level of profitability in the steel industry remains inadequate. Whilst
the private sector in general remained in the black the return on
investment is unacceptably low. The British Steel Corporation lost £309
million in the financial year ending April 1979 and is forecast to lose
over £300 million in this financial year.

Prospects for 1980

The short-term general economic outlook for the United Kingdom is not
at all good. HM Treasury is forecasting a fall in gross domestic product
in 1980*. The three most important industrial sectors in terms of steel
demand are construction, mechanical engineering, and motor vehicles.
These last two major sectors of UK manufacturing industry have fared as
a whole much worse than other sectors of manufacturing industry such
as electrical and electronic goods. There has been a strong rising tide of
imports of finished manufactured goods which has had a significant
impact on these sectors and hence on their demand for steel. The
Working Party fear there is a real danger that the present strength of
sterling principally brought about by the build-up in North Sea oil
production will seriously undermine the competitive position of a
significant part of United Kingdom manufacturing industry. In steel, the
high value of sterling combined with a rate of cost inflation above those
of our major competitors, is reducing the profitability of export business.

The consensus of forecasters within the industry is that the United
Kingdom domestic demand for steel is more likely to fall than to rise in
the next couple of years. This means that any expansion of output by the
steel industry in the immediate future can only come from an expansion
in export business.

Although the market prospects for steel on the continent are a little less
gloomy, the European Commission is proposing an extension of many of
the elements of the anti-crisis measures for iron and steel (the so-called
Davignon Plan) until the end of 1980. Whilst some West German steel
companies have returned to profitability in their steel business in recent
months the major companies in Belgium, France and Italy all remain
seriously in the red and are not forecasting breaking even before the end
of next year. Commissioner Davignon has stressed that his package of
measures are not meant to be permanent and increasingly he will be
looking for a progressive relaxation in them over the next two years.

In 1979 world steel production is likely to have surpassed last year’s
figure which was also the highest output ever. Although the United
States steel industry has prospered in the last year as a result of the
United States Government’s trigger price mechanism and higher home
demand for steel, most of this expansion in demand and production has
come from the developing world — particularly Latin America. Although
countries such as Venezuela and Brazil have long-term plans for self-
sufficiency in steel, over the next few years the growth in steel demand is
likely to run ahead of capital expenditure in new steel works meaning
that these countries still offer export opportunities for the most
competitive of the steel producers in the developed industrial countries.

Strategy for the 80s

The Sector Working Party set out the main elements of its strategy for

*Treasury Economic Progress Report, November 1979.




the 1980s in its last year’s report. Nothing has occurred in the last twelve
months to change the validity of this strategy. It may therefore be briefly
restated.

— The industry must react to the fundamental changes occurring in the
market, and further discussions are needed on action to bring supply
and demand into closer relation.

Future sales will be based increasingly on quality rather than
quantity.

New applications for steel will need to be developed and marketed.
Delivery, performance and reliability in the customer’s eyes must be
improved.

The industry should concentrate on the United Kingdom and EEC
customers without neglecting other world markets, particularly for
higher quality steels.

Rationalisation of production facilities may take place in both the
private and public sector.

Major public expenditure will be required to ameliorate the social
consequences of these changes.

Production efficiency must improve through better use of raw
materials, equipment, and manpower.

The industry needs to attract and retain more skilled people —
engineers and technicians to work in the increasingly technically
sophisticated industry of the 80s.

2 Objectives and monitoring

Objectives

In last year’s report the SWP set an objective for the industry of a home
market share of between 80 per cent and 85 per cent in 1980 and 1985
and net exports of steel products of up to 3 million tons. The industry
sees no reason to revise these objectives for either time horizon.

Monitoring

Selected statistics for the industry are set out in the appendix to this
report.

3 The SWP’s 1979 work programme
Productivity

The major part of the Sector Working Party’s 1979 work programme has
been devoted to productivity which it believes is the key to the industry’s
survival. The SWP’s contribution has been a series of international
comparisons of steel works efficiency with the following terms of
reference:

‘To examine relevant variables in specific processes in matched pairs
of steelworks in the United Kingdom and Europe; to assess the
reasons for differences in performance and to report to the Working
Party with proposals for action.’

Six man joint trade union and management study teams under the
leadership of the Sector Working Party’s secretary have visited
continental plants to compare plant operations. Except for the NEDO
representative all study team members work on the UK plant involved.
The continental plants were chosen on the basis of as closely matching
the UK plant as possible in terms of age, technology, and size. No UK
plants were considered which were either under threat of closure or have
obsolete technology. The Working Party has compared the best as well
as the not so good plants in the United Kingdom. The comparisons have




been between individual units of plants within a works rather than a .
whole integrated works. The disadvantage of such an approach being
outweighed by the advantage of studying operating practices in greater
detail, with the increased prospect of identifying specific practical

measures to improve performance. Most importantly the emphasis of the
studies have been on all aspects of efficiency—plant and equipment, use

of materials as well as labour, since one cannot be satisfactorily studied

in isolation without reference to the others.

The first two studies have involved the British Steel Corporation’s
Appleby-Frodingham BOS steel-making plant at Scunthorpe which was
compared with the Ijmuiden No. 2 BOS plant in the Netherlands, and
the British Steel Corporation’s Clydebridge plate mill in Scotland which
has been compared with a Swedish mill. Reports written and agreed by
all the members of the study teams following their overseas visits have
been submitted to the Sector Working Party. These reports and their far
reaching conclusions are presently being considered by the SWP and will
be the subject of wide consultation both nationally and at the individual
plants involved.

Results

The study teams found that both the British plants had notable strengths
as well as areas where their efficiency was not as good as at their
continental competitor. In the steel-making comparison the British plant
matched its Dutch opposite number in the use of key cost items such as
refractories and moulds. Production manning was only 75 per cent of the
Dutch level but maintenance manning was found to be 20 per cent
higher. However, the Scunthorpe steel plant has a design capability far in
excess of that which can be supported by the iron-making plant and was
consequently producing 45 per cent below the Dutch level of output. As
a consequence both the labour output per ton and the capital utilisation
rates were poorer than on the Dutch plant, although in the case of
labour costs, since employment costs per man were twice as high on the
Dutch steel plant, the labour cost per ton of steel produced must have
been lower at Scunthorpe.

In the plate mill comparison the conclusions on physical productive
efficiency of the plant were made more difficult by certain differences in
the types of plate produced on the two mills. Comparisons based on
tonnage produced were more unfavourable to the Scottish mill than
comparisons based on the number of separate plates produced. The
Scottish mill came out well on the use of material and on the quality of
semi-finished steel available to it, but less well on its specific energy
consumption and on manning levels. As at Scunthorpe the greatest
discrepancies were in the number of maintenance staff.

General issues common to both studies

The most important issues to emerge as common to the two plants were
the relationship and demarcation between production and maintenance
employees. The production workers on the continental plants are trained
and willing to work on several jobs as required across the plant and also
provide the semi-skilled support for maintenance work. There are many
fewer separate crafts on the continental plants with a mechancial fitter
typically combining those of the plumber, welder, boiler-maker, etc.
There is a complete absence of ‘mates’. This last factor accounts for the
much higher level of maintenance manning in the UK, even though there
are no more skilled craftsmen employed. (Indeed, the continental plants
employed more in certain skills, for example instrument technicians.)
Flexibility between production and maintenance employees is assisted by
a single trade union covering both, and the existence of common grading
and pay structures.




The significant levels of overtime common in both British plants are not
found on the continental plants. A willingness to work light and rotate
jobs to provide cover on a shift to shift basis may be compared with the
rigid seniority systems and an insistence on manning up or sharing wages
found on the UK plants. Generally terms and conditions of employment
and the standard of amenities provided were much higher on the
continental plants. Employees were generally all treated the same and this
was accompanied by a high degree of responsibility and involvement
shown in their work by employees at all levels.

Maker/user liaison

The Chairman of the Sector Working Party held a meeting with several
other major steel using Sector Working Parties to discuss steel supply
issues. The Sector Working Party also raised the issue of steel imports
with the Ford Motor Company and British Shipbuilders. British
Shipbuilders were approached by the Sector Working Party on behalf of
companies in the private sector who were concerned at the significant
foreign steel content of the Polish shipbuilding contract — particularly
the steel used in components bought by British Shipbuilders. Discussions
with British Shipbuilders revealed a major difference in the price of some
forgings and castings between the United Kingdom and foreign sources
of supply. The Working Party is setting up a further meeting between the
British Shipbuilders and the United Kingdom forging companies to
discuss the issues raised by this.

Import substitution

Work was undertaken to quantify the relative contribution to the overall
decline in United Kingdom steel production accounted for by the steel
industry’s own loss of home market share and that accounted for by the
loss of market share by the major steel consuming sectors of British
manufacturing industry. The analysis indicates that in the early 1970s the
United Kingdom’s own loss of market share was more significant.
However, in the last four years the steel industry has held imports at a
constant percentage level and the main cause for the continuing fall in
steel production has been the poor performance of steel’s major
customers, with the decline in domestic car production being the most
important single sector. The rapid rise in the imports of finished
manufactured goods into the United Kingdom is a very worrying
development for the United Kingdom steel industry since it reflects a
weakness in the competitiveness of its major customers.

Research and Development

The Sector Working Party asked the Office to undertake an initial survey
of R and D in steel. This identified a potential dilemma between the
short term necessity of cutting back R and D expenditure in the face of
low profitability and the longer term strategy identified by the Working
Party for the industry of providing a high value, more R and D intensive
product. There are proposals for further work on this subject in the
Working Party’s 1980 work programme.

Communications

The Sector Working Party has made a major effort to publicise its work
and its strategy for the steel industry in the 1980s. Five thousand copies
of the 1979 end of year report were distributed to managers and
employees in both the British Steel Corporation and the private sector
steel companies, major customers through trade associations, and to full-
time and lay officials of the trade unions through the TUC Steel
Committee. Fifteen thousand copies of a six page leaflet entitled Strategy
Jfor Steel which summarised the full report were distributed widely
amongst people working in the industry. The report was reproduced in




“The industry must aim to provide a level
of customer service, a quality of product,
and reliability in delivery that equals the
best.’

‘The implications of the strategy outlined
in terms of action to bring supply and
demand into closer relation must be given
prompt and careful consideration.’

full or featured in the British Steel Corporation’s internal papers Steel
News and Steel Manager, the Iron and Steel Trades Confederation
journal Man and Metal, and several private sector companies, house-
journals.

The Chairman of the Sector Working Party introduced the work of the
SWP at three joint British Steel Corporation/Trade Union consultative
conferences. One of these at Redcar in July was the first occasion when
all the TUC Steel Committee trade unions had come together with senior
managers in the British Steel Corporation to discuss and debate strategic
business issues. Dr Atterton gave the opening address to this conference
and the National Economic Development Office mounted an exhibition
to accompany the conference which illustrated ‘key issues in steel’ and
described the SWP.

4 Progress on recommendations contained in the 1979
report

Customer service

There is an increasing awareness amongst all those who work in steel that
quality and delivery are crucial for the industry’s survival. Although the
capital expenditure programme has been restricted by low profitability
and cash constraints, significant expenditure is still being undertaken and
overwhelmingly this is concentrated on improving product quality.
Delivery performance has been improving but both the engineering
dispute in August and September and more particularly the road haulage
strike at the beginning of the year caused disruption to deliveries which
took several months to overcome.

Capacity and demand

The Minister of State at the Department of Industry, Mr Adam Butler,
said in the House of Commons on the 23 October 1979 that the United
Kingdom steel industry has come a long way down the restructuring path
and was well ahead of most other European countries. He noted that in
the last two years some 5 million tons of steel-making capacity have been
closed and 24,000 jobs have been lost. This reduction in the size of the
industry has occurred mainly in the public sector. The British Steel
Corporation has announced its intention to end both steel-making and
hot rolling at Corby and Shotton. These closures would cause very grave
social problems for the communities involved since they are so dependent
on steel-making for employment. It is estimated that immediately
following the closures unemployment in the Shotton travel to work area
will rise from 6.6 per cent to 19 per cent and at Corby from 6.4 per cent
to 24 per cent (31 per cent for males). These estimates only take account
of those directly employed by the steelworks and ignore the secondary
employment effects of the closure on the communities. The British Steel
Corporation and the trade unions are in dispute over these closures.

In 1979 United Kingdom steel-making will probably be between 21
million and 21.5 million tons whilst installed capacity is currently around
31 million tons including approximately 3 million tons of capacity at the
Shotton, Corby, and Cleveland electric arc works of the BSC.

Although it is true that a margin is required for fluctuations in demand
and that the trend for ever higher qualities of steel tends to reduce
effective capacities over time, the present gap between capacity and
demand is still large. Management and trade unions do not fully agree on
the emphasis of action to solve this problem. Trade unions emphasise the
need to keep capacity open against the possibility of a change in the
future demand prospects, whilst management, particularly the British
Steel Corporation, believes further plant closures are inevitable.




‘The pressure of the EEC Commission to
extend the Davignon anti-crisis measures
to certain special steels should be
maintained. Industry should give prompt
consideration to measures to improve its
long-term competitiveness.’

‘Historically industrial relations disputes
have undermined the Industry’s image as
a reliable source of supply and on new
plant caused serious delays in their
construction. Within the industry
discussions which have led to recent
improvements in industrial relations
should continue. Similar efforts are
required by unions and management in
the plant construction industry.’

‘Present efforts should be expanded in
promoting the steel industry in schools
and colleges as a challenging and
interesting career for a young person with
the skills required for the technically
sophisticated industry of the 1980s.’

‘The implications of the strategy outlined
Jfor the scrap requirements of the UK steel
industry should continue to be jointly
studied.’

Whatever is the correct balance between these views there is clearly an
urgent need for the UK steel industry to find ways of breaking even at
lower levels of capacity utilisation.

Special steels

Pressure from both the British Government and the United Kingdom
steel producers on the EEC Commission resulted in progress being made
in the early part of this year on discussions between European steel
producers on the market problems for special steels in the United
Kingdom which the SWP noted in its last report. The Sector Working
Party welcomes this development but remains concerned for the survival
of this important sector of the British Steel industry. Market forces led
to the merger of two of the most important companies in this area
(Aurora and Edgar Allen Balfour) during the year which should
strengthen the British industry’s competitive position in the medium
term.

Industrial relations

Industrial relations in steel in the last year have generally been good, and
new plant has been commissioned without major delays. The recent
lighting of the Redcar blast furnace may be contrasted with the long
drawn out wrangles and delays associated with the lighting of the last
new blast furnace in the United Kingdom at Llanwern in 1975.

However, the much-publicised dispute at Hunterston terminal on the
Clyde involved relatively few men but threatened major consequences.
The (£94 million) iron ore terminal was opened in June but no ore carrier
discharged its cargo until mid-November. This long delay undermined the
viability of both the project itself and the associated £300 million
development at the British Steel Corporation Ravenscraig Works which
raises steel-making capacity there from 1% million to 3 million tons per
annum. Ravenscraig steelworks supplies nearly all the bulk steel-making
requirements of the Scottish steel industry.

Recruitment

The SWP sees no value in covering areas of work which are already
competently covered by the Iron and Steel Training Board which is itself
a tripartite body. However, the recruitment of new blood into the
industry is of strategic importance and therefore the Working Party
welcomes the efforts made in the last year by the Iron and Steel Training
Board to improve its contacts with local education authorities and
schools.

Scrap

A joint scrap industry/steel industry Working Party agreed a new set of
specifications for steel scrap supplies last year and these were introduced
this summer. The Government announced that from 1 September 1979
licences for the export of scrap to third countries will be issued freely. Its
preference would be to remove all remaining government controls on the
free market for scrap but in view of the UK steel producers’ concern
about the effects of abolishing controls and continued licensing control
in other Community countries, the government has retained licensing as a
surveillance measure for a trial period of 6 months.

5 Recommendations

Despite the progress recorded in the previous section on the
recommendations contained in last year’s report, the SWP believes that a
lot remains to be done and therefore all their previous recommendations
remain valid. In addition, in the light of the analysis contained in this
report, it makes the following recommendations:




To the industry

Productivity

Notwithstanding the outcome of discussions on the proposed closure of
steel-making at Corby and Shotton, the steel industry is likely to have a
capacity in excess of the likely level of demand for the immediate future.
Accordingly there is an urgent need to introduce changes in working
arrangements to improve the efficiency of the industry and enable it to
break even at lower levels of capacity utilisation than has been the case
previously. The industry is urged to give prompt and serious
consideration to the recommendations contained in the efficiency studies
which the SWP has undertaken.

Image

Because of the large financial losses being incurred in the industry it has
a poor public image which is not helping an informed discussion of its
problems. The SWP believes that those involved in steel can help by
presenting the general public with a more balanced picture of the
industry’s achievements. For example the general public is probably
unaware of the impressive nature of the steel industry’s recent
investments and that the steel industry possesses plants with world
beating performances in many areas. There is a lot to be proud of.

To Government

Scrap

The Sector Working Party recognises the desire of government to reduce
its interference in the operations of the market for scrap. It also
recognises the need to maintain a flow of material for the financial
viability of the scrap processing industry. However, scrap is the basic raw
material for over half the steel produced in the United Kingdom and it is
also an energy-rich material. The government’s decision to retain
licensing for a trial period is matched on a European level by the
Commission’s proposals to the Council of Ministers for at least a
precautionary regime to be maintained. For these reasons the Working
Party would urge caution in dismantling the machinery controlling scrap
exports since at some future date these might be required to ensure a
continuity of scrap and hence steel supplies for UK manufacturing
industry.

Enlargement of the EEC

The accession of Spain (whose steel industry has been greatly expanded
— particularly in scrap-based electric arc steelworks) to the EEC will
require the alignment of the country’s policy for steel with the general
restructuring policy for steel at present operated under the Davignon
plan. The SWP urges the government to have regard for the interests of
the UK steel industry in negotiations over the entry of Spain and
Portugal.

Government support for the steel industry

The industry recognises that a major responsibility for restoring the
fortunes of the industry lies with its management and employees but it
urges the government to adopt an approach as regards the level, type and
duration of support given to the steel industry which is no less
favourable than that adopted by the governments of countries with
whom it has to compete, especially the ECSC countries. It recommends
that the nature of this support should be carefully studied. Further that
the government’s basic objection to intervention in the market should not
prevent it from consideration of sound cases put forward for special
trade measures to match those of other countries to protect the country’s
industrial base.




6 Work programme for 1980

The SWP’s main areas of work during 1980 will be taken from the
following.

Efficiency studies

The Sector Working Party will conduct a major exercise to publicise the
reports of its efficiency studies and to seek action on their
recommendations both at the particular works involved and at a national
level. A third study will be conducted at a British Steel Corporation
plant, and a private sector company may also be studied.

Research and Development

The Sector Working Party will conduct a survey of Research and
Development in the steel industry.

Energy

The steel industry is a major user of energy. The Sector Working Party
will commission a study of energy costs and usage comparing the United
Kingdom steel industry with its major competitors. This will enable it to
contribute to the general debate on energy policy and pricing matters
with specific examples drawn from its own industry.

The impact of imports on steel

The SWP will undertake further work on quantifying the impact on the
British steel industry of the performance of British manufacturing
industry, particularly the mechanical engineering and motor vehicle sectors.

User/maker liaison

The SWP will continue to provide a link between the steel industry and
its customers through its contact with other SWPs. This is to supplement
and to support and not to replace the existing commercial relations
between companies.

Appendix Monitoring statistics for the British steel industry

United Kingdom steel industry share of world trade

Table 1 UK steel exports as a percentage of the exports of 12 main steel producing
countries (Belgium, Luxembourg, France, West Germany, Italy, Netherlands, Sweden,
Japan, Canada, USA, Australia, UK)

UK export
Year tonnage % 12 country
(million tons) total

1975 3.2 3.7
1976 3.7 3.9
1977 4.4 4.6
1978 4.4 4.3

Al The United Kingdom has been holding its share of exports of
industrial countries fairly steady at approximately 4% per cent in the last
two years. This is at a slightly higher percentage than for the previous
period from 1974 to 1976. In tonnage terms exports in 1978 (including
wire and steel castings) were 4.4 million tons with a total value (fob) of
£1027 million.

Table 2 UK steel trade balance — by country/region

Net exports,
000 tons

1977 1978

EEC (1185) (950)
Other Western Europe 278 (218)
Eastern Europe (141) (57)
Africa 263 210
North America 811 600
Latin America 213 189
Asia 302 755
Oceania 6 33

Total
Tons 547 563
Value, £m 56 41




A2 The United Kingdom was a net exporter of just over 500 000 tons
of finished steel products in 1978. The figure was very similar to that
achieved in 1977. However, the surplus in value fell from £56 million in
1977 to £41 million in 1978.

A3 In terms of countries there was a slight improvement in the trade
balance with other EEC countries but the deficit in 1978 was still nearly
1 000 000 tons of finished steel — with West Germany and the Benelux
countries taking the lion’s share. 1978 also saw a dramatic turn round in
our trade with other West European countries moving from a surplus of
278 000 tons to a deficit of 218 000 tons accounted for by increased
tonnages imported from Norway, Spain, Austria and Sweden. Asia was
the major area of market expansion particularly India, China, Iran and
Saudi Arabia.

A4 In terms of products Britain’s success overwhelmingly comes from
rods, bars and light sections where Britain is a significant net exporter.
The most worrying area continues to be flat products — sheets and
plates in both coated and uncoated form and stainless steel where Britain
is a high net importer of steel.

Share of the UK market

Table 3 Import share of UK home market deliveries

Period Deliveries to UK consumers

Total Imports % imports
(Million tons)

1975 15.01 3.03 20
1976 16.656 3.15 20
1977 15.01 2.97 20
1978 15.24 3.24 21
1979—-Qtr 1 3.44 0.54 16

2 4.28 0.93 22

Notes: Seasonally adjusted
A5 Imports took an additional 1 per cent share of the United Kingdom

deliveries to consumers rising to 21 per cent penetration in 1978. A
worrying development was the importation of rails for the first time
because of disruptions to domestic production. This represents some
35 000 tons of rail imports by the British Steel Corporation. Other
sectors showing a favourable trend were: tubes and pipes and heavy
plates. The very heavy import penetration of the market for sheet is a
continuing cause for concern.

QOutput in real terms
Table 4 Steel output

Year Crude steel Finished steel
production deliveries
(million tons) (million tons)

1970 28.3 21.3
1971 24.2 19.2
1972 25.3 19.0
1973 26.6 20.8
1974 223 18.2
1975 20.1 15.3
1976 22.3 16.2
1977 20.4 16.2
1978 20.3 16.2

A6 Crude steel production in 1978 was 20.3 million tons. Net home
and export deliveries were 16.2 million tons of finished steel. This was 22
per cent below the 1973 level. 1978 was the second lowest level for crude
steel production since 1955 whilst blast furnace production at 11.4
million tons was the lowest for 25 years. The drop in blast furnace
output of 800 000 tons compared with 1977 indicates that the integrated
iron and steel works took a bigger fall in production than the electric arc
steel works. The percentage of total steel-making accounted for by
electric arcs rose to a record 35 per cent.




A7 Employment in Iron, Steel and Steel Tubes (MLH 311, 312) fell by
20 000 during 1978 to 265 600.

Productive efficiency

Table 5 Average use of energy per ton of crude steel — UK

10° Joules/ton

1973 24.7
1974 25.0
1975 24.9
1976 24.4
1977 24.5
1978 22.8

Table 6 Average use of coke per ton of iron, kilogram

West Germany  France Italy Belgium Netherlands Luxembourg UK
1977 483 502 477 527 450 497 603

A8 Average use of energy per ton of crude steel produced fell by 7 per
cent in 1978. This resulted from three factors: the increasing use of
continuous casting, the closure of open hearths, and the increasing
percentage of total steel-making using scrap rather than pig iron. Coke
consumption in the blast furnace improved by 2 per cent over 1977 but
remains 23 per cent above the average for EEC countries.

Table 7 Percentage of liquid steel output which is continuously cast

West Germany  France Italy Netherlands Belgium Luxembourg UK

1977 34 24 39 0 15 0 12
1978 Q2 37 28 42 0 20 0 15

A9 The proportion of steel-making which is continuously cast rose
from 12 to 15 per cent in 1978. The British Steel Corporation reports
that it continuously cast 11 per cent of its output in the financial year
1978/79 which implies that the private sector steel companies
continuously cast some 38 per cent of their production. This contrasts
with the figure of 37 per cent reached in West Germany, 42 per cent in
Italy and 28 per cent in France. The United Kingdom is below the
average for all EEC countries, but the proportion should rise with the
new plant now being commissioned.

Table 8 UK labour productivity index — UK

End of year Manpower on books - MLH 311, 312 Productivity index 1970 = 100

1970 333 800 100
1971 312 900 96
1972 302 700 98
1973 299 900
1974 302 100
1975 292 300
1976 287 600
1977 285 200
1978 265 600

Table 9 International comparisons: man-hours to produce 1 ton of crude steel
(manual workers only)

West Germany  France Italy Belgium Luxembourg

1977 6.5 728514 6.2 6.1
1978 5.9 6.4 5.2 5.2 4.8

% improvement 77-78 9% 1% 4% 16% 20%

% of total workforce
made up of manual workers 74% 65% 80% 82% 77%

% overtime working —
manual workers (Oct 1978) 4% na 3% 1% 6%
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Al0 Labour productivity rose in the United Kingdom by approximately
7 per cent in 1978 as a result of plant closures and a reduction in
employment of 20 000. Labour productivity has now risen 16 per cent
since 1975 but remains 13 per cent below 1973 levels. International
comparisons of labour productivity are open to many criticisms —
differing definitions of the industry, the extent to which sub-contractors
are used, etc. For this reason Table 9 restricts the comparison to other
EEC countries and Treaty of Paris products. Despite the 8 per cent
improvement in output per man hour in the United Kingdom recorded in
the statistics between 1978 and 1979 the gap is widening with other EEC
steel producers because of greater percentage improvements recorded last
year there.

Table 10 Capacity utilisation: international comparison: 1977, %

West Germany  France Italy Netherlands Belgium Luxembourg UK
Blast furnaces 57 67 67 56 57 56 70
Steel 58 66 69 60 59 69" 71

Table 11 Output per unit of plant; International comparison: 1977, thousand tonnes
per annum

West Germany  France Italy Netherlands Belgium Luxembourg UK
Blast furnace 658 507 883 1307 449 446 336
BOS vessel 806 492 1045 1538 538 429 834
Electric arc 40 35 76 77 47 6 79

All United Kingdom has a higher capacity utilisation than its EEC
competitors — although this may reflect more conservative rating of
capacity in the UK. Output per unit is above average in the UK for steel

plants but significantly below the average for blast furnaces.
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SECTORAL REPORT: IRON AND STEEL INDUSTRY

Memorandum by Dr D V Atterton, Chairman of the Iron and Steel SWP ="

1 The British Iron and Steel Industry produced 21.4 million tonnes
of crude steel in 1979. It had fallen from fourth in 1960 to eighth
place in the world league table, behind the USSR the USA, Japan, West
Germany, China, Italy and France and in 1980 has fallen dramatically
faster (Table 1). The industry produces the full range of iron and
steel products needed to serve a modern industrial economy, and of
these finished steel products totalling 16.7 million tonnes in 1979,
exports accounted for 4.3 million tonnes valued at £1187 million,

and made a positive contribution to the balance of payments of £128
million. The table below gives a view of the industry over the past

decade:

Crude Steel Finished Steel Manpower1
Output "~ Imports % Share
M Tonnes of UK Market

1970 28.3 6 225,000
1975 20.1 20 184,400
1976 22.3 20 182,300
1977 20.4 20 178,900
1978 20.3 20 165,350
1979 21.4 21 156,600
1980 11.0pP 122,200pP

1ECSC defined Iron and Steel Activities (1980 - Provisional)

Source: Annual Statistics: Iron and Steel Statistics Bureau.

2  The industry is divided into a public and private sector. The

British Steel Corporation accounted for approximately 80% of crude

steel production in 1979, and had a turnover for the financial year

1978/9 of £3,288 million. The private sector, consisting of approximately
140 companies, had a turnover of £2,000m. The private sector has
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a much greater share of special steels within its product range, and
while in output terms it accounted for only 20%, in value terms it
accounts for 387 of total UK steel sales revenue. The industry's

key customers are stockholding merchants, whose share of home steel
deliveries is 40%, motor vehicles, nechanicallengineering, construction
and miscellaneous metal goods etc, and the fortunes of these industries

are vital to the fortunes of steel.

3 The industry has been under pressure during the last five years.
Whilst making tremendous efforts to hold on to its market share, it

has suffered from mounting losses, particularly in the public sector,
but the private sector has not been immune. The response to this
situation has been closures, rationalisation of manpower, and an attempt
to contain labour costs more directly. This culminated in the first
national strike in the industry since 1926. Apart from costing the
British Steel Corporation over £200 million, it had other consequences
in that it encouraged British firms to look to imports for their supply,
and led to orders being placed abroad which were filled after the

strike was over. Thus the weak home market was further diminished

for the UK steel producers. Nevertheless, most recent figures, for
October, suggest that the UK steel industry has returned to close

to its pre-strike share of the UK market, but at a much lower demand

figure.

The matket for steel - an industry in crisis

4 British home demand for steel declined from its peak of around

20 million tonnes of finished steel in 1973 to 15 million tonnes of
finished steel in 1977, and recovered somewhat to 16 million tonnes

of finished steel in 1979. The situation has deteriorated markedly

in 1980, and most recent estimates suggest a figure of around 13 million
tonnes of finished steel demand for the year as a whole. A number

of adverse factors are operating within the home market to the detriment

of the steel industry.

5 The home market for steel has not grown over the last five years.
This is primarily because the key steel-using sectors have hardly
grown in the period, and in 1979, manufacturing output was only 4.2%
higher than in 1975. However, the import share of home demand for
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all manufactured goods has risen from 17% in 1970 to reach 29% in

1979 (at constant prices). Within the manufacturing sector, key steel-

consuming industries, such as motor vehicles, mechanical engineering,
and miscellaneous metal goods all declined. Motor vehicles highlight
the position. 1In 1972, the previous peak in UK home demand for motor
carg, UK output of motor cars was 1.9 million units including exports,
and direct steel deliveries by the industry to vehicle manufacture
totalled 1.6 million tonnes. In 1979, when UK home demand for motor
cars exceeded the previous peak of 1972, the UK motor industry produced
only 1 million units, and direct steel deliveries totalled 1.2 tonnes.
Mechanical engineering has shown an absolute 8.8% decline from its

1975 output figure. The slight increase in home demand has been met
from imports which have shown a 6% annual growth rate since 1975 and
now account for 36% of home demand. Miscellaneous metal goods show

a slight decline of 1% from 1975 in home production, and imports have
risen from 10% to 17% of the home market. The British Steel Corporation,
in their annual accounts for 1979/80 calculate that if the steel=-
consuming industries had maintained their 1975 competitive position

both at home and abroad, they would have consumed a further 2 million

tonnes of steel in the UK in 1979.

Steel Imports

6 Starting from a comparatively low figure at the beginning of the
Seventies, when finished steel imports accounted for only 62 of the

UK home market, the import figure rose quite dramatically to 20% by
1975, as steel users began to source much more from abroad. The figure
was contained at a little over 20% up to the steel strike at the beginning
of 1980 (Table 2). Import penetration of certain categories of special
steel ie high speed steel, tool steel and stainless steel, has risen
from 9% in 1970 to 54% in 1979, and is now, 1980, running at 62% (Table
3). The above is exacerbated by the rise in the value of sterling.

(A recent estimate of uncompetitiveness, engendered by the increase

in the effective exchange rate, is between 35% and 40%Z). A rise of
such magnitude and speed (see Table 4) (with which no other industrial
economy, post-war, has had to cope) has had consequences for imports
and exports and these have not yet fully worked themselves out. Most
commentators expect 1981 to be worse than 1980.
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Export prices and margins

7  Export prices are being driven down, business which was profitable
in 1978 is now being taken against declining, or non-existent profit
margins. Under such pressure marketing directors are forced into a
quest for export business in order to make some positive contribution
to fixed costs (see Table 5). The achievement of the British steel
industry in holding its share of world steel trade constant over the
period 1975-79 must now be in danger of erosion.

The world steel situation

8 The British steel industry operates in a market of worldwide excess
capacity and weak prices. At the root has been persistance in investment
plans, both in Europe and the newly industrialising countries, despite

the first oil crisis of 1973/74. ‘Notwithstanding, world demand reached

a historical peak in 1979 at 751 million tonnes, and is expected to

go back onto a growth path in 198l1. The consequences-of surplus capacity,
particularly in Europe, have been severe - and intensified further

by the USA's imposition of a trigger price mechanism (TPM) to control
imports. 1In re-ponie the EEC, through the voluntary production quotas

of the Davignon Plan, strove to maintain prices at levels which would
offer some return. The measures in USA and Europe have proved inadequate,
and as the crisis héa gathered pace, the Americans have introduced

a new TPM, and in Europe, Article 58 of the Treaty of Paris has been
invoked and "Manifest Crisis" declared for the first time by the Council
of ﬁiniuters. This makes the new production quotas mandatory for

EEC steelmakers. Meanwhile, third countries, barred from the USA

are intensifying their efforts to export steel into the EEC. The
Commission is negotiating voluntary constraint arrangements in an

attempt to control this problem.

The UK's competitive position

9 New technology and R and D: both the public and'private sectors

have invested heavily in new plant and equipment. The British Steel
Corporation spent £2,249m and the private sector about £600m between
1973/74 and 1979/80. Recent closures have removed much of

N
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the older equipment improving quality and efficiency. The industry,
therefore, has a good 'kit' (see map Table 12). Probleme of delivery,
reliability and quality which existed in some parts of the industry
have diminished. Further investment in the British Steel Corporation
is taking place, particularly in continuous casting, at Templeborough,
Stocksbridge and Port Talbot, and vacuum de-gassing and other investment
to improve quality is being initiated at other works. The private
sector has also increased its share of continuous cast steel to 1.6
million tonnes in 1979 or about one~third of its capacity, and more

is under construction or planned. Nevertheless the amount of steel
continuogsly cast in the UK lags behind our competitors (Table 6).
However, to sustain this improvement in quality entails devotion of
resoutceé to R and D. While the British Steel Corporation has resolved
to maintain its R and D spend at 1% of turnover, few private companies'

exceed 0.6% (according to a SWP survey), a figure tending to fall.

10  Energy utilisation: we do not appear to have made as much headway

in this area as some of our competitors, particularly Japan (Table
7). However, the introduction of new coke ovens, blast furnaces and

sinter plants should bring improvement.

11 Manpower efficiency: the heavy investment programme described

above could increase output per man considerably (see Table 10), while
the recent closures, mainly in the public but also in the private
sector, and the productivity demanning which have taken place this

year also imply a rise in output per man. Combining both public and
private sector, the total number of employees who have left the industry
since December 1979 is 36,000. The benefits will come about only as

order books improve and plant can be efficiently loaded, which should

result in a lowering of cost per tonne (Tables 8 and 9). Many plants
are working short-time, in both the public and private sector. The
industry was in the months August, September, and October operating

at 50%, 40% and 45% of total installed capacity, and 65%, 55Z and

60% of manned capacity. Although earnings are low compared with Europe,
unit labour costs are still high and still need reducing.
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Additional factors affecting competitiveness

12 The present world steel situation is exacerbated by the continuous
rise in energy costs. With energy costs ranging between 20% and 30%

of total steel costs, the industry has viewed with concern not only

the rise in energy costs engendered by OPEC, but also UK energy pricing
policies towards industry. Our European competitors have taken steps
to support their indigenous eﬁergy producers, and in the case of coking
coal in particular, to ensure that their steel industries obtain coal
at world import price levels. They have also taken steps to ensure
adequate supply of other fuels, electricity, gas, and fuel oil at
favourable prices to industry. Additionally the European governments
have policies of aid and finance in support of industries such as
transport which assist the steel industry. Government support is

also provided to R and D, particularly in W Germany, but also in France

and Italy.

SWP action

13 (a) The market: the SWP is now addressing itself to the market-

orientation of the UK steel industry as set out in the COuncil's
Steering Brief. This ﬁill involve assessing the present configuration
of steelworks capacity, the range of products made, and the market
sh&re we can expect to achieve in each product, and considering
strategies for the industry to face the problems of the 1980s.

This will require a view about the size of the home market over
the medium term. This means, in turn taking a viewvabout the

- prospects of the key steel-consuming industries in the short

‘and medium term. It is already clear that 1981 ig going to see

- a further decline in steel demand, and some commentators are

gloomy about tﬁe prospects for the economy up to 1984/5. What

view is going to be taken about export markets? The International
Iron and Steel Institute recently forecast surplus world steel
capacity up to 1990. But if the industry could improve its efficiency
and performance; best achieved by loading its plants, utilising

its new capacity, and containing its unit labour costs, it could
obtain a larger share of world trade in export markets, and indeed

achieve some import substitution.
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(b) Efficiency: the SWP has undertaken two international comparisons
of steelworks efficiency. These studies took as their main objective
the examination of all efficiency factors, and not just labour
productivity. They involved study teams drawn from a particular
plant plus the Secretary of the ISSWP studying a plant specifically
matched to their own plant, to assist comparisons. These studies,
the reports of which were published this year were well received,

and the recommendations made are being actively followed up.

For example, the Scunthorpe Basic Oxygen Steel plant study, suggested
more flexible working arrangements between craftsmen, and a new
agreement recently reached which allows for modular training

in new skills and paid release to undergo training, reflects

the influence of the comparison, and the recommendations which

resulted from it. It is also the case that the number of craftsmen

and process workers on the BOS plant has been recently reduced,

and it must now be one of the tightest manned BOS plants in Europe.

A further comparison is now being planned.

(¢) Energy: the SWP, concerned about UK energy prices and

energy policies compared with our European competitors, has commissioned
consultants to undertake an investigation of energy pricing policies

and actual prices paid by steel firms in the main steel-producing
countries of the EEC. A report was completed on 5 December 1980,

which confirmed the SWP's impressions about generally higher

prices in UK, and also supports the information given in Table

11.

(d) State Finance and State Aids: this area of public policy,

both in the UK and in other European countries has been of increasing
interest to the SWP as the steel crisis within the European steel
market has deepened. The SWP has undertaken an investigation

of the amounts of state aid available to various European steel
industries including both direct capital aid, and indirect aid

in the form of subsidies to coal, electricity, transport, R and

D, and tax rebates.
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(e) Import penetration, special steels: the SWP has investigated

the question of special steel import penetration, and commissioned

a consultant who recommended: the European Commission negotiate
import quotas from third countries, stockpile strategic materials

to prevent excessive price fluctuations, and bring special steels
within the Davignon plan. These recommendations were supported

by the SWP. Quotas under Davignon were negotiated, but only

overall steel quotas. This has left certain special steels virtually
.unprotected. Attempts to pursue action on dumping from within,

as well as without, the Community have not been successful.

(f) R and D: the SWP has surveyed the state of research and
development in the private sector of the industry. A study group
is being formed to analyse the recommendations in the report
which are: that companies establish clear criteria for determining
the level of internal R & D; that R & D be fully integrated intb
the decision-making process of a company through the technical
function being represented at a senior level; that an in-depth
analysishshould be undertaken of the availability and application
of UK government research funds; that the British Independent
Steel Producers Association and the British Steel Corporation
Jointly seek to amend the European research budget rules, to
permit assistance to steelworks-based applied research; and that
the UK Government should study the assistance given to R & D
activities in continental steel companies, and to report upon

a course of action.

Conclusions

14  The industry, in company with major European competitors, will
for a period be reliant upon government support. In particular, BSC
will need to complete the investment programme to improve quality,
and to achieve balanced output within plants. Represenfations from

the private sector, some of whose companies with very new plants are

in acute financial difficulties and in danger of closure, merit serious

consideration, particularly in the light of help received by their

European counterparts.
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Looking to the medium term, the principal questions that face the

industry are:

(1) How far can export markets be retained or expanded and
for which products, by cost-cutting improvements in efficiency,
improvements in quality, by innovation and by aggressive marketing?

(11) To what extent, by like improvements can home market share

be sustained? But of greater relative importance:

(1i1) Can it be assumed that the major UK steel-consﬁming industries
will continue to produce as wide a range of engineering and other
metal products as hitherto, or will there be irreversible withdrawal
and contraction indicating that it would be prudent to trim the

steel industry to match?

While answers to (1) and (ii) must be sought primarily within the
steel companies, with whatever assistance the SWP can bring to bear,
point (iii) raises wider issues which g0 to the core of the Council's

macro-economic agenda.

National Economic Development Council 16 December 1980
Millbank Tower

Millbank

LONDON

SW1P 4QX 9
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TABLE TES'SHTHTED COUNTRIES - CRUDE STEEL OUTPUT - METRIC ¥ONNES
@ - ' Ly

COUNTRY 1960 1970 1979 1980

UK 28.3 21.4
Belgium 12.6 1) A
France 23.8 23.4
Germany 45.0 46.0
Italy 157883 24.3

Spéin 152:52

s
Japan . 935 111.8

Brazil
Canada
Mexico
USA

China
India
South Korea

Czechoslovakia
USSR

World Total

(includes other

countries in

addition to above) 346 594

Source: UN Statistical Yearbook and IIST
E = Estimated () = Rank Order

TABLE 2: FOREIGN TRADE RATIOS = DIRECT STEEL

IMPORT SHARE 7

West - France Italy
Germany

26 35
30 41
i 31 42
33 42
32 45

EXPORT SHARE %

1975 15 36 43 25 3%
1976 17 32 39 22 43

1977 23 38 49 26 43
1978 23 42 52 32 39
1979 22 40 50 26 85

Source: Eurostat - World Steel Dynamics June 1980 - Japan Iron and Steel

RELPREEz 1900
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TABLE 3: TIMPORT SHARE OF UK FINISHED STEEL

DELTVERIES - BY PRODUCT
(based on tonnages)

Quarter

Product

Ingot, Blooms Billets, Slabs
Rod and Bar for Re-inforcement

Wire Rods and other Rods in
Coil

Arches and Light Rails

Other Light Rolled Section
and Bars - 18.76

Bright Steel Bars 10.49
ﬁeavy Rails 1.41
Other Heavy Products 12.86
Plates ' 23.81
Sheets 26.86
Narrow Strip 11.04
Tinplate and Blackplate ‘ 8.76
Tubes and Pipes 8.09
Tyres, Wheels, Axles 0.69

Forgings (excluding Drop
Forgings) Ole DD

Castings 2.07

TOTAL 21 18.30

Total Non-Alloy L7500 200 24 18.42
Alloy 155 037 58P 16.70

Source: Tron and Steel Statistics Bureau Monthly Statistics
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TABLE 5A: STEEL COMPETITIVENESS '
THE EUROPEAN MARKET FOR STEEL: THE RISING £

1 2 3
July 1978  July 1979  July 1980

1) UK Sales to Germany
Price in Germany 580 DM 640 DM

= £149 = 2155

BSC Variable Cost £112 £125
BSC Contribution 37 £ 30

£/DM

2) German Sales to UK
Price in UK

+ 217

German Variﬁble Cost + 8%
German Contribution + 98 DM

(+ 50%)

Despite some BSC material cost increases being held down by revaluation, and
improved efficiency, the strong £ had led to a drastic reduction in contribution
from exports to Europe. Conversely, despite UK price increases being less than
inflation and BSC cost increases, the UK market has become congiderably more
attractive to German producers.

. TABLE 5B: SALES TO THE USA: THE RISING £

Per Tonne : 1 2 3
July 1978  July 1979  July 1980

USA Price $400 $432 $460
£212 £196 £193 9%

BSC Variable Cost £139 £155 £179 29%

Contribution £ 73 £ 41 £ 14 - £59
' (- 80%)

USA Producers were giving selective discounts in July 1980, so the USA price
is the average of the range of prices being charged. The range is about + $20
(+£8) so if BSC has to sell at the bottom of the range, the contribution would
be virtually eliminated.
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TABLE 5C: BSC COMPETITIVENESS IN THE WORLD MARKET: THE RISING #

The effect of the rising £ and falling Yen on BSC competitiveness
(per tonne prices for a typical steel product)

1 2 3 3=1
July 1978  July 1979 July 1980 Change

£/$ Exchange Rate ) 2.:20 2eaB + 26%

£/Yen Exchange Rate . 49) 525 + 39%

World Steel Prices , $287 $352 $360 : + 25%
(fob) = £152 = £160 = £151 0

+ Y57600 = Y78600 = Y79300

Variable Costs (fob)
Japan. Y39200

BSC £102

Contribution

Japan Y18400 Y38400 Y17'500
(+ £33 or
95%) -£30

BSC £50 246 (- 60%)
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TABLE 6: CONTINUOUS CAST OUTPUT: AS SHARE OF TOTAL CRUDE STEEL PRODUCTION

million metric tonnes

EEC

OUTPUT ' OUTPUT

1973 9.27 14.09
1974  10.72 19.59
1975 9.65 : 20.74
1876 "E12425 26.95
1877 5 14527 32.06
1978  18.90 | 38.19
1979  20.58 42.69

World Steel Dynamics June 1980

Source: Iron and Steel Statistics Bureau Annual Statistics 1979

TABLE 7: INTERNATIONAL COMPARISON - AVERAGE USE OF COKE PER TON OF IRON

Kilogrammes

USA JAPAN

Source: Eurostat, International Iron and Steel Institute, Japan Iron and
Steel Industry 1980
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LIQUID STEELMAKING COST OF AN INTEGRATED PRODUCER

INTEGRATED PRODUCER B

JAPAN

WG

UK

DOLLARS PER METRIC TONNE

G/
1974
1975
1976
1977
1978
1979

103.82
149.32
161.54
172.69
179.52
191.69
217 .47

87.79
122.17
130.36
135.96
146.30
169.24
175,23

105.24
151.43
159.49
160.65
166 .46
182.72
213.03

91.62
128.54
157 .42
153.45
161.26
185.29
228.91

107.98
154.65
171.46
167.75
169.69
181.14
205.92

Source:

TABLE 9:

World Steel Dynamics, June 1980

HOME -~ COUNTRY STEEL
(per metric tonne)

LIST PRICES

WORLD

CONTRACT
EXPORT
PRICE

$

USA

343
404
404
425
475

(80)
(85)
(78)
(75)
(75)

(100)
(100)
(100)
(100)
(100)

441 (102)
422 ( 89)
424 ( 82)
473 ( 83)
547 ( 86)

426 ( 99)
478 (100)
523 (101)
599 (105)
656 (103)

439 (102)
514 (108)
543 (105)
620 (109)
675 (106)

426 ( 99)
472 ( 99)
515 ( 99)
588 (104)
650 (102)

PRETAX COSTS FOR MAJOR STEEL MILLS AT ACTUAL OPERATING
(per metric tonne shipped, or index value)

1977
1978
1979
1980E
1981E
1982E

379
396
443
501
543
569

(100)
(100)
(100)
(100)
(100)
(100)

337 ( 89)
411 (104)
399 ( %90)
431 ( 86)
S0 92)
335 ( 94)

397
426

(105)
(108)
474 (107)
518 (103)
580 (107)
623 (109)

Source:

World Steel Dynamics, June 1980
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TABLE 10: INTERNATTONAL COMPARISON

MAN HOURS PER TON OF CRUDE STEEL OUTPUT - (MANUAL WORKERS ONLY EXCLUDING APPRENTICES)

1977
1978

1979

% improvement
1977-78

% improvement
1978-79

% of total workforce
made up of manual
workers 1979

LABOUR COSTS PER HOUR

(including pensions etc)
1978 £4.82 £3.82 £6.88 £5.87 |(£3.07

Source: Eurostat : \\\——’///
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TABLE 11: ENERGY PRICES

YEAR ! ELECTRICITY ‘ HEAVY OTL

JAPAN WG ‘ : USA JAPAN WG

MILS PER KWH _ DOLLARS PER MT

1973 12.31 14.52 '19.79 31479 439,30 38.06 31.34 35.81
1974 15309 1120597 22558 61,91 71.57 « 77.60 71.07 63.08
1975 18,99 25,25 426332 70.43 85.34 82,53 83.72 83.02
1976 20.41 27.99 26.89 76.68 91.00 85.54 17535 76.37
1977 22657 £ 35, bLY 9030 87,37 92504 - 94512 95.52 85.81
1978 25.14 44.41 34,93 90.60 83.60 99.93 98.44 96.68
1979 27.54 42.43 39,38 130.68 97.99 142,20 138.34 126.32

Forecast S ‘ : 3
1980E 35.00 65.00 175.00

1981E 40.00 75.00 190.00
1982E 42,00 75.00 : 200.00

Pct change
9 va 78
80 vs 79
81 vs 80
82 vs

NATURAL GAS STEAM COAL

WG UK USA UK FRANCE

DOLLARS PER MCF DOLLARS METRIC TONNE

1973 0.78 . 0.90 17.81 22.6 33.18°
1974 0.92 0.83 26.58 24,83 42.25
1975 ko)) st Eef 29.34 35.28 42.30
1976 1.75 1%39 27.76 35.37 37.84
1977 2.03 1.95 29.04 41.12 39.39
1978 2.45 2.70 31.39 49,88 53.23
1979 2.56 3.47 31.07 63.40 69.39

Forecast
1980E 35.00
1981F 3 40.00

1982E 42.00

Pct change
79 vs 78
80 vs 79

81 vs 80
82 vs 81

Restricted
Source: World Steel Dynamics, June 1980
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TABLE 12

INVESTMENT

BRITATN HAS INVESTED HEAVILY IN ITS STEEL INDUSTRY OVER THE LAST 6 YEARS -
£2,900,000,000 i

Recent Major Investments in British Steel

Ravenscraig - Steelmaking Redcar - Coke ovens
= Continuous = Sinter and pellet plants

Casting - Blast furnace

Hunterston - Ore terminal South Teesside -~ Steelmaking
= D R plants = Continuous Casting

Shotton - Coatings Complex Tinsley Park - Stainless steel

Brymbo - Billet mill Thrybergh - Bar mill

Llanelli = Electric arcs . ' Scunthorpe =~ Coke ovens
T A e Oontintons
Casting ‘ = No. 2 rod mill
= Billet mil1
enchancements

Newport - Alpha steelworks Corby - Small welded tube
Cardiff - GKN electric arcs,
= Continuous Casting

= Rod mill

Ebbw Vale - Tinplate

Restricted
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"Other points.

The following further points were raised:

(i) Sir Keith Joseph said that BSC's Corporate Plan was
optimistic about the Corporation's market prospects. It did
not. include the '"lower case' option, which would involve closing
Llanwern and Port Talbot. Although more expensive in the short
term, it was possible that the 'lower case'" would be more likely
to make BSC competitive again; and his Department would be
~looking at this closely.

(1i) The Prime Minister questioned the need for the NCB to use
Hobart House as their headquarters: wasn't there a strong case
on employment and other grounds for having their headquarters
outside London? Mr. Howell said that their present lease was
on favourable terms, but he would look into the matter and let
the Prime Minister have a report. it e e

(iii) The Prime Minster said that she was concerned that more
progress had not been made by British Shipbuilders in selling
off the ship repair companies. She had been impressed by the
arguments put forward by Mr. Christopher Bailey on this matter;
she would like a report from Sir Keith Joseph as soon as
possible.

I am sending copies of this letter to Ian Ellison (Department
of Industry), Julian West (Department of Energy), Sir Robert
Armstrong and Robin Ibbs.

A.J. Wiggins, Esq.,
HM Treasury.
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Treasury Chambers, Parliament Street, SWI1P 3AG

Rt Hon Sir Keith Joseph Bt MP

Secretary of State ) 'WL‘
Department of Industry \ﬁ1
Ashdown House : i (-
123 Victoria Street

London SW1A OAA 18 December 1980

Do Sac«é‘favj of Shite,

BSC's CORPORATE PLAN: CLOSURES

The proposal in your minute dated 16 December to the Prime
Minister was briefly discussed in E Committee yesterday.

There is cbviously much to be said for not delaying the proposed
rundown, especially if this helps to bring forward some reduction
in the huge costs which BSC is at present imposing on the tax-
payer. I am, however, concerned because of the intense pressure
on public expenditure totals this year that action of this kind
could take BSC over the total of £1,171lm which we have been
assuming they will require in 1980-81. Such an overrun is far
from certain: I understand that, even if Mr MacGregor goes ahead
as proposed, the financial consequences may well be contained
within a total figure of £1,171lm. This would clearly‘be welcome.
However, in view of the public expenditure position, I must insist
that whatever is said to Mr MacGregor stops short of giving him
authority to take action which would cause BSC to go above this
figure in the current financial year. If now or later the figure
seemed likely to be exceeded the issue must come back to the
Treasury for further consideration. '

I am sending copies of this letter to t%7 recipients of yours.

ous sd.we(:s o
1 ﬂattu

%fJOHN BIFFEN

[Approved by the Chief Secretary
and signed in his absence]

CONFIDENTIAL
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Prime Minister 9

BSC CORPORATE PLAN: CLOSURES \p_

\7’]1’
I have seen Keith Joseph's minute of 16 December, proposing that we
immediately authorise Mr MacGregor to proceed with the redundancy
programme proposed in the corporate plan.

It is of course imperative that we achieve some reduction in BSC's
losses just as quickly as possible, and I am sure it is right to proceed
immediately with the demanning proposals and with closures where those
affect plant for which the market has demonstrably totally disappeared.

But some of the closures, eg at the finishing end, imply judgements
about future market prospects in the longer term, and there I think we
might be criticised if by approving them we appeared to pre-empt our
consideration of the corporate plan in the round. In your speech at
Cardiff last week you emphasised that full account would be taken of
the impact of the corporate plan. Furthérmore, we shall inevitably
be asked what measures we propose to take to cushion the effects of
major closures. We shall need more time to consider the latter; but
already it is clear that in some areas, eg West Wales there will be
tremendous pressure for upgrading of assisted area status, as well as
demands for remedial measures. The leader of the Opposition could be
facing an unemployment rate of up to 20% in his constituency.

While not wishing to hold BSC up significantly, I think it would be
helpful if the interdepartmental group of officials which is meeting

on Friday could consider and advise us which measures could safely be
authorised without our being accused of pre-empting our consideration of
the corporate plan; and on presentation of the immediate decisions,
including any holding statement on the prospects and measures to cushion
the effects of the closures. The aim should of course be to make a
statement very early indeed in January.

I am sending copies to the recipients of Keith Joseph's minute.

W

RNE
17 December 1980




PRIME MINISTER c.c. Mr. Hoskyns

BSC's Corporate Plan

This minute from Sir Keith Joseph seeks authority for him to
tell Ian MacGregor tomorrow that BSC should go ahead with the

programme of closures and de-manning proposed in the Corporate

Plan. Sir Keith feels it is necessary to give an immediate
go-ahead so that the BSC do not lose any momentum while the Plan

is being considered by Government. The only issue for Ministers,

in Sir Keith's view, 1s whether the Plan is tough enough - i.e.,
there can be no question of fewer redundancies than 17,000 and

fewer closures than those set out in the Plan.

I am sure this is sensible. The only queestion concerns
funding. Paragraph 4 of the minute says that BSC will need an
;Eafiional 2294“ to pay for the extra redundancies, or perhaps
£20 m if the redundancies do not come through as smoothly as
M;;E;égor hopes. This would be in addition to the further
£200 m which has already been set aside from the contingency
reserve, and which will be needed by February. The Treasury say

4 B ————
that the extra %22_? (or £20 m) would mean that the contingency
reserve would be broken. Although there is a good chance that it
will be exceeded %EEH‘without this additional charge, exceeding

the contingency reserve would be bad for the Government's credibility
on public expenditure. On the other hand, on industrial grounds
there is much to be said for supporting MacGregor's planned

redundancies as a very minimum.

The Chancellor has not yet seen the minute - he will do so

overnight. I think it would be wrong to give the proposal your
blessing until he has a chance to-zgﬁment. Shall I say you are
content provided the Chancgzig;-;;$- If he is not, you could have
a word at E tomorrow afternoon.

(D Thn o ke el before Foor,
i = ~aptnd - '-1_
e lewast :*7“"' /9 = (/P _I_.

16 December, 1980. %4 ‘7

1[—' L ould e

g,A;J
o p¢.~5-¢J~6§7~°L4 02 .
é;) ‘ "-'{ e nna\laA;T—;ye r/ J?




CONFIDENTIAL

PRIME MINISTER

BSC'S CORPORATE PIAN: CLOSURES

1 We have now received the BSC Corporate Plan. I have made

it clear both in a written reply to a Parliamentary Question by

Roy Hughes MP and in the Supply Day Debate on 16 December that

we cannot expect to reach a final conclusion on the strategy

underlining the Corporate Plan much before theend of January.

2 I think there is no need for us to hold up until then in
deciding our attitude on the pruning which Mr MacGregor thinks
necessary within BSC. He intends to reduce the number of Jjobs
by about 17,000 by a combination of closures and de-manning.
The areas for immediate action have been identified in the Plan
and details of the cuts are set out in the attached schedule.
These reductions are the minimum necessary for any continuing
progress by BSC towards commercial viability; there is no
question of our needing to consider whether BSC should be larger
e

than Mr MacGregor has recommended; our essential task will be

to decide whether his optimism about revitalising the Corporation

with so little reduction in size is justified.

) In the circumstances it would impose on the taxpayer an
avoidable cost of at least £10 million for every month for which

the closures and redundancies are delayed. Delay might also

D AR T watare
CONFIDENTIAL
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2

blunt the resolve of the BSC management to implement the Plan.

I therefore propose to tell Mr MacGregor at my meeting with him

on 17 December that, pending final decisions on the basic strategy,
he should go ahead with the necessary pruning as fast as he can.
Jim Prior, John Biffen, George Younger and Nicholag Edwards will
be at my meeting with Mr MacGregor.

4 Officials here have discussed with BSC what implications

this authorisation might have for the Corporation's total finsncial
requirements for this financial year. So far £971 million has
been authorised for use up to the end of January 1981, and we have
recognised that a further £200 million will almost certainly be
required to get the Corporation to the end of the financial year
bringing the total to £1,171. If the unions cooperate and
management action is not otherwise impeded in implementing the
rundown, the Corporation believe that an additional £50 million
would be required. Even if the rundown is not achieved smoothly
the additional amount required is unlikely to exceed £20 million.
I hope therefore that you agree that I should urge Mr MacGregor

to proceed with all speed with the redundancy programme and that
we shall have to meet the costs arising from this programme

within the current financial year.

CONFIDENTIAL




CONFIDENTTAL

5 I am copying this minute to members of E Committee, George

Younger, Nicholas Edwards and to Sir Robert Armstrong.

/Y

K J
[ CIDecember 1980

Department of Industry
Ashdown House

123 Victoria Street
London SW1
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PRIME MINISTER

T have seen a copy of the paper by the Secretary of State for
Tndustry (E(80)144) about the financial problems of the British
Steel Corporation. I_shall /'r‘lot be a'zll{e to attend E Committee
tomorrow afternoanfﬁﬁj;ﬁfshoéid like to record a very strong
preference for dealing with the difficulty outlined by the
Secretary of State w'thout the need for a separate Bill on the
BSC's borrowing limit. Although I accept that such a Bill would
be short and unlikely to be obstructed by the Opposition, it would
give them yet another opportunity for a debate on the stqg}
industry, and would be something of a dress rehearsal for the

——
major and heated debates which we can expect when the Iron and
Steel Bill already in our programme is brought forward early
in the New Year. From the point of view of our own supporters,

T would have thought that we would be less vulnerable to
criticism if the measures necessary to deal with the immediate
fiﬁancial crisis were put in the context of our longer term
strategy for the Corporation than if we bring forward a Bill
which simply acknowledges the existing financial situation.

s
.

I am copying this minute to the other members of E Committee,
to the Chief Whip, and to Sir Robert Armstrong.

Nigs

16th December 1980




wui\s b b ...a N e aAL

Ref. A03817

PRIME MINISTER

Iron and Steel Bill 1981
(E(80) 144)

BACKGROUND
In this memorandum the Secretary of State for Industry advises of the
need for four amendments by the end of June to the present steel legislation.

Nt essaisida
These are:-

L4

(i) To increase BSC's borrowing limit, which is likely to be reached in

February 1981, from £5.5 billion to £6.5 billion (paragraphs 5~7).

i
(ii) To provide general powers for the capital reconstruction and future

financing of BSC (paragraphs 8 and 9).
.. a—- - - - . . - .
(iii) To enable major privatisation measures, and rationalisation betv;%

overlapping BSC and private sector activities, to go ahead (paragraph 10J).

(iv) To enable BSC to be liquidated where the Board so recommends the
————————————————
Secretary of State because it judges that there is no prospect of meeting
its financial duties to break even within a reasonable period
(paragraph 11).

2. There is already provision in the legislative programme for a Bill to
cover (i) and (ii) above. The Secretary of State for Industry now poses the
choice between:-

(i) Ome Bill covering all four changes and for enactment by June 1981,
(ii) A short Bill to deal with the borrowing limit alone and enacted by
February 1981 and a second Bill to deal with the three other provisions
for enactment by June 1981.
< Decisions are needed urgently, because if there is to be one short Bill it
S ————
will have to be introduced quickly, and if there is to be one comprehensive Bill
the drafting is complicated (particularly on the liquidation measures) and

Parliamentary Counsel needs to start work as soon as possible. The longer and

comprehensive Bill would have to reach the Second Reading stage by February to

TIAL
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deal with the borrowing limit - once Second Reading was passed interim drawings
could be made from the Contingencies Fund. The measures would be drafted in
general terms and so they would not pre-empt particular decisions on the

corporate plan.

4, The business managers are likely to argue strongly for one Bill, and I
\

understand that the Chancellor of the Duchy of Lancaster will be minuting you in
this sense today, There is already heavy pressure on the present legislative
timetable, and they would not want to have two separate series of debates on the
steel industry over the next six months. It is also arguable that some Government

supporters would be unhappy about a further single Bill, dealing with the

borrowing limit alone, in advance of any more general policy provisions.

e
)3 On the other hand a single comprehensive Bill has the two drawbacks

discussed in paragraphs 6 and 7 of E(80) 144. The proposal is to win more time to

get all the provisions through by providing for a new power to advance monies

which would not be caught by the existing borrowing limit; once the Bill had

passed the Second Reading stage drawings could be made under this power from
the Contingencies Fund. On the other hand this would be seen, and severely
criticised, as a blatant side-stepping of the present borrowing limit and could run
into difficulties if there were also other competing claims on the Contingencies
Fund which has its own statutory limit.
HANDLING

b3 After the Secretary of State for Industry has introduced his paper you will

wish to ask the Chancellor of the Exchequer or the Chief Secretary, Treasury, for

his views on the financial proprieties in so far as they affect the case for one Bill
or two. The Chief Whip will wish to speak for the business managers. The

Secretaries of State for Employment and for Wales and Mr. Fletcher, who is

representing the Secretary of State for Scotland, will probably wish to comment on
the general tactics.

s The first question is whether it is accepted that there is a case for all four
of the proposed legislative changes by June 1981, The increase in the bormﬁn—g
limit and the capital reconstruction Proposals are essential. If there is to be

substantial privatisation and BSC/private sector mergers it is necessary to put the

S
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powers beyond doubt. You have already asked the Secretary of State for Industry

to bring forward pro;;osals to provide for liquidation (Mr, Lankester's letter of

25th November to the Department of Industry) and these are necessary to give

backing to Mr. MacGregor's agp;ggch.

8. The second question is whether there should be one Bill or two, On this

the Committee will need to weigh the arguments of the business managers, and
the requirements of the Parliamentary timetable, against the disadvantages which
the Chancellor of the Exchequer is likely to see in the proposals for one
composite Bill.
CONCLUSIONS

e In the light of the discussion you will wish to record conclusions:-

(@3 Timn whetier policy approval should be given to the four legislative changes

listed in paragraph 13 of E(80) 144,

(2) On whether these should be dealt with in one composite Bill with enactment
e e —)

by June 1981 or in two Bills, with the first enacted by February 1981 and

covering the borrowing limit alone and with the second enacted by June
1981 covering the other provisions.
If the decision is in favour of two Bills, the business managers will need to
consider the implications for the legislative programme. This should not be
necessary if the decision is for one Bill for which there is already provision in

the programme.

ROBERT ARMSTRONG

l6th Décember, 1950
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" DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB
TELEPHONE DIRECT LINE 01-212 3301
SWITCHBOARD 01-212 7676

PS/ Secretary of State for Industry : :

Tim Lankester Esq VZDecember 1980

Private Secretary to the
Prime Minister

10 Downing Street

London  SWl ‘ TL’
;DQ ow™ TVY\

BSC CORPORATE PLAN ”m vea
“12 12
.. 1 enclose, as requested, a copy of the Corporate
Plans I am also sending copies to the
private secretaries to, the Chancellor and the
Secretaries of State for Employment, Scotland and

Wales.
\/lOUVS '\O/\/"O’\/\
CATHERINE BEﬁfiZL{
Private Secretary
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MR LANKESTER l///\ g\,

¢

Mr Ian McGregor, BSC Chairman, spoke to the Parliamentary Press Gallery
at lunchtime today. His main message was that BSC is bankrupt and should
be liquidated; that he will this week be asking the Board to contract

the business with the closure of "a certain number of plants'"; and that
if costs did not come down in the first six months of next year he will
have to seek "further substantial closures on top of what must be done
now'". (Club tape attached).

2. Other points he made in his speech and in answer to questions were:

it The essential problem for the UK was how to become efficient
again after 20 years in which other industrialised countries
had overtaken us. The UK had been concerned about social
stability and equality and not about producing wealth. Hence,
despite an ability to deliver on educational standards,
technical capacity and management skills, we had fallen
behind.

deds The BSC was a victim of the country's problems. Its customers,
and the consumption of its products, had declined (eg the car
industry).

iii It was possible to start back on the road to being viable
by improving efficiency and reducing costs. The aim was to
get costs down, salvage the maximum number of jobs, provide
security for the remaining workforce and pay them increased
wages.

iv On energy costs, he said that American industry was given
preferential low 'cost of service" tariffs. In the UK
increased energy costs were always passed on to industry.

He wanted energy suppliers to charge industry '"what it costs,
including allowing a return on capital and profit'".

v On sterling, he said the point was now at its 'mormal" level
not at the '"depressed'" level of the mid-70s. Most of the
deterioration in BSC competitiveness in the last year was due
to continuing wage inflation rather than the rate of sterling.

vi On President-elect Reagan, he said he saw George Schultz in
San Francisco last weekend and had no doubt that the new
Administration intended '"to get the engine going again' to
generate wealth.

3 You may wish to draw the Prime Minister's attention to some of
these points.

NEVILLE GAFIIN
10 December, 1980.
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VHORE STEEL CUTS IF RESCUE PsAH FALTERS'

IF BRITISH STEEL'S NEW PLAN TO RESCUE THE INDUSTRY FALLS BERIND
DURING IT5 FIRST SIX MONTHS OF OPERATION. THERE WILL BE NAJOR
CLOSURES OF STEEL PLANTS IN RDDITION TG THOSE ALREADY SCHEDULED:
CHAIRMAN IAK MACGREGOR WARNED TODAY. |

ME JUSTIFIED WIS THREAT BY CLAIRING ''BY ANY axanaaaba THIS COMPANY
15 BANKRUPT AKD SHOULD BE LISUIDRTED.'!

SPEAKING AT A PARLIANENTARY PRESS GALLERY LUNCHEONs HE SAID:
71T 15 NY DESIRE TG SALYAGE. THE NAXINUM FRON THE ENTERPRISE. BUT
IF IN THE FIRST SIX MONTHS OF NEXT VEAR WE FALL RWRY FROM THE PLAN
WE ARE PLACING IN FRONT OF GUR COLLERGUESs IRCLUDING BUR FRIENDS
IN THE MORKFORCEs THE LRBOUR UNIONS: THEW FURTHER SUBSTANTIAL CLOSURES
WILL BE NECESSARY - ON TOP OF WHRT WE HAYE TO DO NOW.'!

MR MACGREGOR 15 DUE THIS WEEK TG UNYEIL HIS BLUEPRINT FOR THE
FUTURE OF BRITISH STEEL. CLOSURES AND CUTBRCKS IN THE WORK FORCE
ARE CERTAIN. BUT TODAY NR WACGREGUR WOULD NOT DETAIL HOW NAKY NEX
OR PLANTS MIGHT BE RED.

- 1647

e ey




Y SVDDFA GYMREIG
GWYDYR HOUSE
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Tel. 01-233 3000 (Switsfwrdd)
01-233 G406 Llinell Union)
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WELSH OFFICE U
GWYDYR HOUSE
WHITEHALL LONDON SWIA 2ER

Tel. 01-233 3000 (Switchboard;
01-233 6106(D1rect Ling)
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Oddi wrth Ysgrifennydd Gwladol Cymru From The Secretary of State for Wales

The Rt Hon Nicholas Edwards MP

Y F e

CONFIDENTIA, Y4 December 1980

l>‘e"‘" \etk
BSC'S CORPORATE PLAN

Jim Prior copied to me his %Sygg: to you datedlgz/ﬁ%vember
about consideration of the C Corporate Plan.

I very much agree that the initial evaluation of the Plan and
presentation of advice to Ministers should be undertaken in a
concerted way by officials of the Departments most concerned,
including the Welsh and Scottish Offices. The employment and
regional implications will need very close examination along-
side the technical and strategic aspects. The decisions on
BSC's proposals will be crucial for Wales, certainly.

I go along too with Jim Prior's point about the alliance of
steel, coal and rail unions to resist steel plant closures.
There is now hard evidence of a much more unified approach than
that seen when the 'slimline' reductions in sieel capacity

were first implemented at the beginning of the year. This may
well receive more than tacit support from the Opposition.

74 Copies of this go to the Prime Minister and to Jim Prior and
recipients of his letter.

<\J/A/—h’ Ty

.

The Rt Hon Sir Keith Joseph BT MP
Secretary of State for Industry
‘Ashdown House

12% Victoria Street

LONDON SW1
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Ref, A03718

PRIME MINISTER

The Steel Industry
(E(80) 138 and 139)

BACKGROUND

At their meeting on 17th September the Committee asked the Secretary of
State for Industry to arrange for an urgent examination of the prospects for the
steel industry as a whole in the United Kingdom, as a basis for further
consideration of the options for the future of BSC (E(80) 34th Meeting, Item 1),

They were particularly concerned that good private sector firms should not

collapse because of subsidised competition from BSC. The Secretary of State
for Industry's memorandum (E(80) 139) covers a detailed report by officials on
the prospects for the steel industry and the economic background. E(80) 138
invites endorsement of the principles which should govern the setting up of
collaborative ventures between the private sector steel companies and BSC.

20 BSC's corporate plan will be ready in about mid-December when,

I understand, the Secretary of State for Industry will circulate copies to
colleagues, There will then be interdepartmental discussion at official level
and the Secretary of State will put proposals to E in mid-January.

3, He will also be putting forward proposals for the BSC Bill, for which
there is a place in the present Session, to provide for a capital reconstruction
and an increase in the borrowing limit, When he does so he will deal with the

// question, noted in Mr. Lankester's letter of 25th November, of whether the

Government should take powers to enable BSC and/or parts of it to be put into

liquidation,

———————

4. E(80) 139 serves as a background paper to the decisions which will have
to be taken, and gives an opportunity for a first general discussion of the issues.
BSC currently supply 55 per cent of the United Kingdom market for steel products
and the private sector 25 per cent with the rest imported. Most of the private

sector companies are losing money and some could go out of business., Continuing

=
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excess capacity in Europe will mean that prices are held down in real terms.

Available capacity in the United Kingdom has fallen from 26-27 million tonnes
in 1979 to 194 in 1980 and it is judged that there will have to be a further

——
r eduction of at least 1-3 million tonnes to match likely demand in 1985 ~ see

—
Table III on page 29 of the Report by Officials. Investment will be needed to get

necessary quality improvement. Closures and mothballing will particularly hit
————————

South Wales. Job losses bring a heavy short-term cost to the PSBR, butitis

—

e e A
judged that the financial risks of under-estimating demand are less than those

e

of over-estimating it., These points are set out in more detail in the summary
which prefaces the detailed report by officials.

5. The need for reduced capacity, and the fact that the public and private
sectors overlap in some areas, leads in to the proposal in paragraph 2(d) of
E(80) 138 that BSC and private sector companies should be encouraged to pool

v———-—-———-‘
some of their assets in new Companies Act companies. There are no specific

proposals at this stage ang the purpose of the paper is to seek endorsement of
the general approach. The intention is that any new company should be
commercially viable from the outset so that it could borrow from the banks in
its own right and without recourse to BSC guarantees (which if given would mean
the loans scoring against the PSBR). There is no chance at this stage of new
investment coming in and the equity would be held by the steel groups
concerned, Some new cash would be necessary over and above the amount the
company could raise on its own account and the Government would have to provide
this via BSC. This amount would come out of the general funds being made
available to BSC; and, itis argued, would be less than would be needed if BSC
assets in question remained in the public sector - see paragraph 9.

6. If the Committee endorses this general approach, negotiations will
continue between BSC and the private sector companies involved. Hill Samuel
will be advising the Department of Industry. Specific proposals are likely to
come forward in January alongside those on the corEorate plan., The paper
deliberately avoids saying which private sector companies are likely to be

involved. The Department of Industry are very concerned to preserve

commercial confidentiality particularly where quoted companies are concerned.

-2
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HANDLING
7. The Secretary of State for Industry will wish to introduce both the general

background paper and his particular proposals for the private sector. I

understand that he met Mr. MacGregor last weekend, and that he will probably
wish to give the Committee some foretaste of the proposals which will be in the
corporate plan,

8. The Chancellor of the Exchequer and the Secretaries of State for Wales,

Employment and Scotland will all want to comment. This will be very much a

second reading discugsion and the only specific recommendation is that the

—

—r—
Committee should endorse the broad approach to collaborative ventures between

BSC and the private sector which is set out in E(80) 138,
CONCLUSIONS
9. In the light of the discussion the Committee will wish:-

(1) To take note of the prospects for the steel industry as set out in the
general background paper E(80) 139 and of any particular points
raised in discussion,

(2) To endorse the proposed approach to collaborative ventures

proposed in E(80) 138,

(Robert Armstrong)

, 3rd December, 1980
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Qa 05196

To: 3 December 1980

From:

Steel

1. At E on Thursday Ministers will be discussing two papers on Steel
by the Secretary of State for Industry. Prospects for Steel (E(80)139)

N

outlines the likely scale of capacity reductions and efficiency improve-

ments necessary to create a viable steel industry. Whilst in the British
Steel Corporation and the Private Sector Steel Companies (E(80)138) Sir
Keith Joseph seeks colleagues' approval to the principles to be followed

by his officials in aiding the detailed negotiations between the interested
parties aimed at a shift of emphasis from public to private ownership through

joint ventures in the billet, bar and rod sector of the market.

Prospects for Steel

2, Clearly it is impossible to take an overall view of future viability

of the steel industry without either the BSC corporate plan or detailed plans
for particular collaborative ventures. However, in assessing future
viability of either BSC or the proposed joint ventures it is worth underlining
the crucial role played by the sterling exchange rate. The level of sterling
has a dual effect on the steel industry:

(i) it has a direct effect on competitiveness against international
competition since prices tend to be Deutsche Mark determined while

the steel industry's costs are largely sterling based;

(ii) but there is also a volume effect to the extent demand from
steel industries consumers is also affected by the relative inter-

national competitiveness of the United Kingdom manufacturing sector.

In view of this, the CPRS would propose that when the BSC plan or particular

joint ventures are considered the sensifivity of their viability be assessed

against a range of sterling exchange rates likely over the medium-term.

1
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5 Even if BSC achieves the goal of European productivity standards

it is clear that this alone will not guarantee profitability. In
addition to being subject to sudden appreciation in sterling it is also
competing in an artificial international market where there is substantial

excess capacity and widespread Government subventions.

The BSC and Private Sector Companies

L, The CPRS believes that the proposals on collaborative joint ventures,

shifting the emphasis away from the public to therprivate sector, deserve

positive support from Ministers. These schemes will obviously require

e —eres e >
very skilful financial juggling to ensure commercial viability and to

make sure that resulting ventures fall outside the PSBR. As Sir Keith

Joseph's paper brings out this will require a flexible approach to meet
L R S —

several types of problem but will inevitably require Government assistance
in one form or another, channelled through BSC. In the view of the

CPRS such dowries deserve serious consideration on the grounds that:

(i) the amounts required are expected to be significantly less
than would be required to finance the business if it remained

within the public sector;

(ii) once in the private sector there should be greater efficiency
from more rational decision-making without political or short-term

PSBR constraints.

In short, this seems a very promising line of approach for moving some
unsatisfactory parts of the nationalised industries into the private
sector.  The provision of a dowry in suitable circumstances should prove

a sound investment.

5. Given the continuing losses some of the private sector companies
are incurring there is, however, an obvious urgency to some of the
negotiations. If, for instance, the Duport Group were to go under,

then an order book which could be a useful element in putting together

2
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a collaborative venture would be lost. There is clearly a danger in

the trading conditions likely to exist over the winter that some options
may disappear and this could jeopardise the objective of an enhanced
private sector share of the billet, bar and rod market. This underlines
the need for strong support for what the Secretary of State is attempting,

so that any sound moves that prove feasible suffer minimum delay.

6. I am sending a copy of this minute to Sir Robert Armstrong.

3
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30 January 1981

, The Rt Hon David Howell, MP
LY : z: : Secretary of State for Energy

Dear Minister,

Thank you for listening to me so carafully yesterday
when the members of MIAC visited you for lunch in
: the liouse of Cormons.

I am enclosing the questions I put to you and the
answers I gave to then.

I aw sure you realised the extremo urgency as before
you left you assured me you would deal with it quickly,

I also told you that I had written to Sir Keith on
23 December pointing out to him the desperate sitaation
(copy enclosed)., I have not received an acknowledcenent .
: from him and to prove that what I said to you yesterday
. was correct I am enclosing a cutting from the Birminchan
Post which appeared this morning,

This I fear will be the first of many unless something
is done by the Government very quickly to prevent the
total collapse of the Private Sector.

Yours sincerely,




