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CONFIDENTIAL
January 1980
INTERDEPARTMENTAL GROUP ON BSC COREORATE PLAN

Report by the Chairman

I INTRODUCTION
1l B3C submitted their 1981 Corporate Plan to

the GSecretary of State for Industry on 12 December

1980. 4An interdepartmental Group of officials
comprising representatives of HM Treasury, the

Central Policy Review Staff, the Department of i
Employment, the Department of Energy, the Scottish i
and Welsh Offices, as well as the Department of i
Industry, has studied the Plan under Department
of Industry chairmanship. This report is ‘based
on discussions in the Inter-departmer
attempts to reflect the views expi
although the Group have exammed

Corporation. The m
the nature of th
it was construc
conventional me
in essence a
maximise the
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Background to Preparation of the Plan

3 The BSC's financial record since the pig
1970's has been extremely poor. ;

In all but op
of the last five years,

the Corporation's loss
(after interest) has been of the order of 10% of
turnover or more. The causes are several and
varied; they include the consequences of the
overambitious 10 year development plan of 1972
(which envisaged a BSC steelmaking capacity of
26-38m tonnes in first half of the 1980's), the
chronic overcapacity of the European steel industr
since 1973 (with the consequent weak price levelsh
delays in closing surplus or obsolete plant, po0f
labour productivity, and lack of vigour in
marketing.

4 1980 was a year of radical change fof 3
i)  In December 1979, the Corporatiot

announced a plan to reduce manned s
steelmaking capacity from 21 £
to 15m tonnes involving the dosureici
of Consett and the halving of cap“:
at Port Talbot and Llanwerd 8% “eies
as the previously announced clos:ou

of steelmaking at Corby and shot"

and the full commissioning of ™
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plant at Redcar/Lackenby and
Ravenscraig, accompanied by a
reduction in manpower in iron and
steelmaking from 152,000 to
100,000.
nearly complete.

This programme is now

The 3 month strike at the beginning

of 1980 worsened BSC's loss in

1979/80 by more than £200m. It also
disrupted the UK steel market for

the rest of the year, first through
restocking after the strike (from
which imports were the main beneficiary)
then through a price-cutting drive

by BSC as the Corporation attempted -
with some success - to regain market

share.

The position was then worsened
further by a very substantial fall in
UK demand in the later months of
1980, intensified by heavy destocking.
In September and October 1980 the I.H(
steel industry as a whole was working

at only about half the level of the

same months in 1979.

The European market for steel has

also been extremely weak in recent months.
Prices have been Very low. Fo:f' the

first time ever the £C Commission had

to impose production quotas on

European steelmakers under Article 58

- 3- A
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v) The financial effects on B3¢
demand and low price levels have 1,
exacerbated by the combinatiop of :eu
rising sterling exchange rate and
UK rate of inflation higher thap that
suffered by its continental competit;n
(notably Germany). :

Of veay

vi) Following the appointment of IHr Mactre o

as BSC Chairman from 1 July, the Corpomtis

was reorganised in September into a
series of distinct profit-responsible
businesses, each covering a specific
product range. The intention is to
bring the production and marketing
functions closer together, and to
devolve more decisions to local manages
5  The private sector of the British steel indqu
did not escape these difficulties. Demsnd o ©
products in 1980 also fell by about half fro®
1979 levels. By the fourth guarter of 1980 £
major private sector steelmakers (ie Dupor™ ™
Hadfields, Sheerness) were known to be makms,tion
heavy losses. Simultaneously with the prepﬂ: i
of their Corporate Plan, BSC have been et.15”5t oi
discussions with these firms to rationsli®’ T
facilities in areas of overlapping imteres®”
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med that there would be Jointly
1ies into which the participants would
sets, and that there would be an

> of closures. The proposals

discussions were not sufficiently

Tor

5C to incorporate them in the
that the major BSC candidates for

closure have been provided for in the Plan. Two

are envisaged, one covering rod

he other (and larger) covering engineering

f both companies come into being they
will together absorb something like 15f of BSC's

predicted turnover for 1981/2.

II The Issues for Ministers

3 The Chairman of BSC has said publicly that
by any normal criteria B3C is bankrupt. The scale
and duration of its past losses coupled with the
present state of the steel market mean that it
would be unrealistic to expect BSC to return to
normal viability quickly, except perhaps by
closing down the majority of its businesses. .
The BSC approach has been to give itself a pern.)d
of up to six months to establish what parts of its
businesses can be made viable by & combination of
cost-reductions and improved efficiency (including
improved product quality) on the one hand, and by
a drive for increased sales on the other. By the
end of the period the Corporation expect ?0 h‘f""
identified those parts of the pusiness which in
its view have a long term future, and to have
disposed or decided toldISHCECRCHEE e

(either by closure or sale)

= e .
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Do
FoTy STRRU e dJustif,
publicly going against the judgement of )

I MacGregor, whom theyappointe

ho",

d o 7 ni
nly nine
months ago, and at unusual expens

€, with terpe
reference "to restore B5 i

C to enduring Profitayi
IMinisters will nave

: ave to
consider on what conditions they are prepared

to provide the finance to carry out the :

If the a ig "
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Plan,

8 In reaching these decision, Ministers should
bie aware that the basis of the Plan is rather
dllffcrent from that outlined when they last
discussed these issues in September 1980
(£(80)34th). At that time, Ministers had befor
them a preliminary assessment, drafted entirely
at BSC headquarters on the basis of informatiol
available in July, with a BSC preferred optio®
of between 121-13m tonnes of manned steelmaki®
capacity, and an alternative of 7-8m tonaes
;’:Pa‘.’it? (the "lower case"). Ministers de
© invite IMr MacGregor to proceed to & full
:::;uation of [ his preferred optionl; mo’re
amental options were not ruled out- il
Was no point in pursuing the lower case':

jded
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9 The rest of this paper assesses the risks to
the Plan, and estimates the costs involved by
reference to the consequences of a more rapid and
extensive rundown of the Corporation, whether now
or later.

T11 ASSESSIMENT OF THE PLAN AND THE RISKS TO IT
10 A summary of the Plan is at Annex A.

11 The success of the Plan requires a major
improvement in the internal performance of the
Corporation, and a stabilisation of the external
environment (volume and price of steel sales) at
rather more favourable levels than existed in

late 1980. For the purposes of this assessment

we have taken "success" to mean achievement
within narrow margins of BSC's financial objectives
(profit/loss and cash), without further major
closures, ie at the envisaged level of 14.4m tonnes

of manned capacity.

Internal Risks

42  The internal risks to the Flan relate to the
achievement of the closures and demanning proposed,
within a short timescale and without industrial
relations problems, and the consequent achievement
of the reduced costs and improved operating
efficiencies the BSC envisages;and the extent 't?,
which the BSC can satisfy its customers on quality,

delivery, and sales services. "

13  Closures and Demannin The Corporation
about 11 1,500 :

envisages reducing manpoweT by s
through closures and shift reductions )

another 10,000 through reducec} m:nni
It hopes to achieve the bulk of t
in some cases

by the end of June;
have been reached but implement:
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longer. Past experience Suggests

closures will for the most Sl bethat the

negotiated than the demanning, i ’:;)re easiy,
€ cage

of

a,
help to secure acceptance for redundyments wily
ancy,
ut

that n

demanning, the generous sSeverance
b

the main risk in some areas wily be
vf:ill have difficulty in negotiating gy,
implementing changed working pr:-.\ct:icesCl %
appears to be no intrinsic technica) 01;
the level of manpower productivity the zt
hopes to achieve in 1982 (8.5 man hours 3
of liquid steel) when compared with receit 3
and rfrench experience (7.0 and 92 respect‘hema[-]
1979). Overall the prospects for success Ml
reasonable. The Corporation has i

Aagener

Sequenty,
There

acle t,
TDoratiy,
€T tonne

manag
some 50,000 employees in the last ’Iga;:t;: =
helped by a change of attitudes following t;le
strike and the arrival of Mr MacGregor. And the
outcome of the BSC and ISTC ballots is in
effect a victory for BSC; the ISTC has said that
there will be no national wnion action to hold
up implementation of the Plan, and sullen
at':quiescence seems likely to be the prevailing
View among national union officials. The Corporatict
l'las already secured agreement to the major closure
in the Plan, at Normanby Park, and to the further
Tounds of demanning at Port Talbot and Llanwers:

W Increased Output This will involve individ®!

B5C plants, and the reduced workforces at them i1
:uCh higher throughputs than in the recent past-

hen combined with the demanning envisageds
1abour productivity should improve from 135 et

PeT man year (TPMY) at the end of 1980/871 (8 £18

- 8-
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depressed by low demand) to 211 TPMY by March 1982.
There is clearly a major management task involved

(which will be helped by the productivity

1s scheme introduced last year), though on
paper the targets look fully achievable. But the
ljow level of throughput on many plants in recent
due to chronic overcapacity, means that

S
le firm evidence is available.

15 Pay B3C proposed a 6 month pay freeze from
1 January, followed by a general 7% settlement on

4 July; the normal settlement date of 1 January
would apply again from January 1982. The gross
cost of the 7% settlement is about £50m in 1981/2
(and £70m for a full year). DNo provision was

made in the Plan as submitted on 12 December, but
the BSC has now asked that the EFL for 1981/2 should
be increased to £800m from the original proposal

of £750m to cover this. In the light of results

of the BSC and ISTC on the Plan and the pay
offer, there now seems to be a good chance that
this offer will be accepted without industrial

disturbance.

16 Attitudes to Marketing Alth

reduction programmes outlined ab
for BSC, by themselves they are nob enoughj In
the severely competitive environment in which
BSC currently finds itself in the wake of the
strike and the drop in demand in 1980, the
Corporation acknowledges that it will need 1:«:f
pay a high degree of attention t0 the need;;
its customers, both on quality and on gene: 3t
This is particulax‘ly true in the strip

ough the cost
ove are crucial

service.
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BSC's longer term success in this area g

It is too soon to expect firm evi

External Risks
17 ) The external risks to thePlan relate botn
L e e
in which they will
be operating and the chances of significant
deviations from these central assumptions.
BSC's macro-economic assumptions about the
development of the UK and world economy, includi%
tl'.le level of demand for steel, accord with the
rlews of officials as set out in the paper
Prospects for the Steel Industry" attached
E(80)139. The risks to the Plan arise in 1%
measure from the sensitivity of the financial
outcome to relatively small deviations frof UL
BSC's assumptions. This in part reflects L
competitive trading environment in which 8%
business operates.

stet)

of
:181 Sales Volume The 5SC basesits estim®"’
1 € range of UK demand for steel as beifé —55 of
12‘;: o +2 nt in 1981/2 on a central forecﬂum
58

tonnes of steel products, and theY 2 1 ¢

“hey can keep a Su% market share. AS % e
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these possible variations, BSC's losses in
1981/2 would be from £45m greater to £75m less

» the £175m they have estimated. In addition,
- every 1% deviation from the 54% market share
i, £17m would be lost or gained. Taken by

ves, however, these figures are highly

theru

theoretical, since profit or loss will depend

predominantly not on volume but on the prices
prevalent in the UK and European markets.

19  Steel Prices The Plan assumes a 1% fall in
average BSC prices between 1980/1 and 1981/2,
masking a 5-7% rise in BSC prices in the course
of 1981/2 from the present low point (which will
still leave BSC's prices only about 10-12%
higher in early 1982 than they were 4 years
earlier at the beginning of 1978). This gradual
hardening during the year contributes significantly
to BSC's forecast of an improving trend on
profit/loss. But steel prices are notoriously
difficult to predict, and will be affected by the
speed and extent of capacity closures in Europe :
and the level of demand in Europe; by the extent

to which a managed market in steel in Europe is
maintained (via the Article 58 measures and by
whatever may follow - see paragraph 21-22 below);

and by movements in the exchange rate. The total
effects of exchange Trate changes are covered.

below, but a 5% shift in average UK steel prices
over the year as a whole would cause a £125m change
in BSC's results) for bhelyeaniNeEaaEEs noschage
In practice, of course, price and

in BSC policy. 3
policy and firmer prices would

volume are interlinked,

-
CONFIDENTIAL
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tend to result from higher lem
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on the B3C's price assumptiop Tt Qur g,
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extent ¢
there is a managed market in Bup, i

our doubts about thne underlvi
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the exchange rate and on the
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20 Exchange kate Eff 7

2 Effe 7
—Xchange ltate bffects The MmOSt cpyas.
currency for EsC in terms of impacs ganl
act on

results is the Deutschmari (DH) which "lmncm
4

. S the
d 1 > B3C! 1% vhe majy
eterminant of B3C's competitiveness with in

producers, since prices on =0

the Contin +
‘:7: s:tl;)y Ge.arman producers and denomi:::e;e:: :0
+he dollar is of muc 5 i in i %
effect on BSC's fina:cz-::br::p;:tam? o
effect on BSC's sales is 1 ey
argely offset by the
effects on dollar-denominated purchases of ray
materials., For the Deutschmark, the BSC have
assumed an average exchange rate for 1981/2 of
4.20 DN to the £ . They have taken this figure
as the centre of a range of forecasts of various
UK and European institutions available in the
autumn of 1980. The Deutschmark now stands at
something over 4.80 and seems unlikely to fall &
far as is implied by an average of 4.20 for the
1981/2 year as a whole. To give some indicatio®
of the effects on BSC's profit/loss, BSC estima®
that a variation of just under 105 (ie to 4.6 %
3.80 from the central 4.20) results in a varisi®
in BSC's profit/loss of some £200m. This is?
Sheoretical calculation, and assumes 5O refft
action by the BsC management. The 1ags cause!
by customer loyalties or inertia will dam®®
the ' effects for a short period. But if nm:sls
2 Bigh pound would tend to make more plaias
Vigble and 50 lead to further closures: jen O
Viability of the proposed joint compani®s

Private sector would also be at riske
A S L CONFIDENTIAL
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ime The Plan assumes the

er 20 June this year of at
rce of protection presently
ndatory production quota

Cer ed by the Coumission under Article
58 of the Treaty of Paris. To the extent that

ar; gements, whether voluntary or

to bring capacity and supply into more
sible balance cannot be made effective on

r of mandatory quotas, the probability of

a relatively high-cost producer)
achieving its planned targets both in the U<

i in other EEC markets is substantially reduced.

Llternative strategies for BSC are expensive;
either they will have to lower prices (but this
will increase losses) or production volumes will
be lower (thus increasing losses on that account).

22 The German government say they will not support
any extension of mandatory arrangements beyond
But they may be prepared to support

June 1981.
r June provided that

voluntary arrangements afte
pts that State hids for steel
should be phased out rapidly, with the effect
that unpro‘i‘itable capacity will be closed.. This
policy would have an immediate and severe impact
on Italy, Belgium and Luxembourg, who are
therefore unlikely to agree. But without sixch
an agreement the German steel industry - wh:.;ll;c
has a competitive edge over the rest of the -
steel industry - would be likely to,'attack al
the markets available to EEC countries.
would tend to drive the rest of the Eur;P:m
industry - and the BSC in particular - into

=3I ks o

the Community acce

This -

. i
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Overall Assessment of Risks
23 On balance, we Jjudge that the ¢,
likely to Y
3 come close to achievin,
objectives on cost reduction. The j i
to the Plan 1i mip
€ on the external side There §
a i 1 : »
-sef'lc-ms risk that the average DM rate will be
significantly higher than BSC's central assumptio
Y s ; 100
ti‘ 4.20, and that it will be markedly higher in
: € early months of the financial year. There
is i i
o an equally serious risk that the present regime
: lfroductlon quotas under Article 58 will not be
a: owed by a satisfactory scheme for retaining
1:hatc')rd(-zrly European steel market - or at least
s there will be an undisciplined interregnud
o, Several months in which BSC (and most other
uropean steelmakers) would stand to lose large
Sums as a result.

1on are
& their interns

24 ctors

tOSet;f::ing all these internal and external fﬂt

i ) & 10% range about the central forec®

;:i:h:oﬁian is well within the bounds of PO

better o d mean results on profit/10ss bem&c

loss bef:r:o?se by some £300m against 2 fo;:is

forecast ur::terest o_.f £175m in.198’|/.2. Buowﬂ“”
dy contains a contingencies
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of £100m (or &£50m if the cost of the proposed
wave increase is taken into account). dhe degree

to which management action would be able to brin:

P/L back on course in 4981/2 would depend on the
extent to which the problem was localised in
particular product areas, and on the extent to
which further closures resulted in better
average margins on sales. Such action could
result in an increased EFL requirement in 1981/2,

and increased PSBR costs.

25 Achievement of B3C's objectives also depends
on the timing of an upturn in steel demand (larzely
linked to the end of destocking) occurring as
predicted. The Dol and Treasury also expect the
stock cycle to turn in 1981 but the precise timing
of these events is notoriously difficult to
forecast. A delay in the upturn would both
adversely affect BS5C's results in 1981/2 and make

sound judgments by July of fubture viability more

difficult.

Risks for Particular Businesses

26  strip Products As the Corporation themselves
recognise, the risks are particularly acute in the

strip business (forecast to employ about 28,000

under the Plan, including Timplate etc). Stnpt
products are to a large extent conmodity products

selling mainly on price. This part of the'st';eel
market is therefore more exposed to competitive
pressures and to exchange rate movements. It

is also (and not surprisingly) an area vherehm
past import penetration has been high, and v» o
BSC lost ground especially hegv%}y_af?!!..' 51’.13: ike.
Coupled with the medium term vulnerability o

some of their major customers (m)h :;::0::.“ that
3 . nufacturers/, 5
domestic appliance m& and the

B3C's sales targets in this sectors

CONFIDENTIAL i
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Corporation's efforts to yi, Tisk geq i v
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with Ford, General NMotors), 5: :ee
has chosen to go for a relative) S, :
programme in this sector, involv:na‘"‘ 1tioyg
retlé?iti.on for ‘the time being of alf the
mﬁ‘j?, ’;utegrated Strip plants (pop hree
Llanwern and Ravenscraig), The cOI‘p::i:.Ot‘
1

ney busip,
I‘Tonet:h._.l,as

_“th:.s dzf‘ tyre‘e main grounds. First O Jugty
three plants have different characte’rie:::ﬂ‘] S8
ics

(eg Ravenscraig's continuous ¢

: p astin, A
Llanvern's acceptability to th ity

€ motor industry,

Boste BE rsugod o Cost steel pay
. ;ffﬁ’ a‘t[ present closure of any one plant i::l:g)
- likely to benefit the prospe 4
BSSEE Wl e foo T OPERTE OF the Témainyg

e .'dn ?(lam?.ge thelﬁ“-“_. S’(e‘con;iiy, if the vl
i} objectives are not achieved then the
T p;’b' iness is at risk "not merely a
nt. Thirdly, the BSC

re of ome plant in Juls

£
-«

ve said that
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tutes, pipes and rails businesses, while
scunthorpe concentrates on meditm and lighter
tions and billets for wire and rod manufacture.
There is rather less flexibility between the two

sites
continuously casts a higher proportion of its out—
put than Scunthorpe. Ieesside also has the
rewest and largest iron making facility in the

on rolling mill capabilities, Teesside i

Corporation, based on the large Redear blast—
furnace; in the Flan, this facility is planned

to operate at the minimum viable level of production
and any further reduction in steelmaking on Tees =
would jeopardise its future and the heavy i restment
lying behind it. The iron and steelmaking ! 4
facilities at Scunthorpe are more mixed in gual
but industrial relatious (even with the cl
of the smaller steelworks at Normanby
historically been better. The new T
Scunthorpe is planned to form.
of the joint companies with t
(in this case GKINN alome). If
off the ground as expected
continuing requirement for

and Scunthorpe h
there are also
the future of e:

28
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Viable join
a7 in thig s
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B3C Stainless ig forecast to e
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in PES and P3BR cost of the Plan is
the BSC request for an EFL of

51/2. There are mo firm estimates
ent years, bub on a tentative basis

that if the Plan succeeds the EFL. x
h of the two following jearsi mightibelt N
350m. These figures are set oub im ther =

[

about &

Table below: e -
£ (out-turn pr
1981/2 1982/3 19B‘§;
J 'S
BSC funding

reguirement 730

(PE and PSER)
There are some additional ¢o
arising from lost tax revenu
payments in respect of tie
proposed. But since tt’;_é;
prospect which would kee
be appropriate to inclu
costs in any comparative
no significant co
adverse emplo;

since B3C's ow
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— 30 Possible remedial neas
by the Plan are under con ?’ures for ,
S1 e
Interdepartmental Group ’“d"I‘aLlon i drre»_;u.
! . e poges p pased on information provided by B3¢ i
being c id Bt BEIpT 23 Y B5C in late 19
; 3 ?nslacred range frop g e 111t1n;; Phere would be additional costs to the P8 e
(involving mainly rephasi lnun pe i : o el G
el 2 phasing of Priopiss Dong, and above those arising from implementation of
R “?-141?77 and derelict Al 1es o the job losses in the Plan, from losses of tax
together with about g0 Clears, ‘ s L
.5m nce revenues and national insurance contributions,

Pa additj )
expenditure M3 “lonay o
SRR measures) and higher payments of unemployment and social

: o " 0 a maxj

including changes in aAssisted ipes 1nug

ing . Brading

cosbing about £20m pa. Majority ops adings gy
i OPiniop 3

1N thg

TE900r;, security benefits, contributions to statuf
utory

redundancy payments; and contributions to the
ISERBS scheme. Tnese additional costs would also

Group inclines towards the minimun

SSERLe; be reduccd by any sales of parts of BSC as going
Costs of a more rapid and extensive concerns, which would cut back the total loss of
1 Wle can only make broad cstimaLefundown jobs. e have made the same assumptions in
PES and PSBR costs of this coursc" ;fu OfAthe PGenty relation to the rate of reabsorption of labour
have estimated on the basis of n‘com i‘”«:lont g as were made in the recent BL study. e have also
of all the Corporation's activities % :;9 w.md.u; taken into account the effect on BSC's suppliers,
theoretical calculation sincari 4 1 lslls‘a where we have assumed (on the basis of input/output
likely that some of the [o) y .pr?ctlceblt is tables) that in a rapid rundown of BSC, roughly
would continue in a ch “OI'I)Oratlon g bus'messu: one job would be lost in supplying industries for
costs of a rapid rund " form.h The Pr%mw every job lost in BSC itself. This assumes that

1down to the B3C comprise the there would be no offsetting expansion in the

private sector of the steel industry, and that

decisions on eg redundancies in supplying industries
ie that

runmning down and closure costs (including

compensation payments for broken contracts), aw
redundancy payments to the workforce (which we
have assumed to be at the bare statutory require=’
continuation of B3G's generous severance terss of

would be taken on normal commercial grounds,
if suppliers could not find alternative markets
they would run down production rather than produce

;::::thsizs Sould cost an additional 2200 3. for stock (one particular problen area in t:;:
Ny also be revenue from the sale of ’ contort WoAIEHETETEE e whexfe ‘
B e elease of working capital. g envisage purchasing some 4p tonnes of coal at il‘

n 1981/2; removal

a lo . |
UEer period there would be receipts fro the muvisage Puroia e
cerbate the NCB's own

sale ! d
be of assets - ve have assumed that this it of this business would exa
Toughly the valye of the land, since financial problems). See Annex B for further

d A :
a::olz.tlon costs roughly equal scrap values: o details. On the basis described above 'ﬂ:xld &
¢ . :

siles as going concerns would be unllkelf A of BSC w

reali. : naximun coats of! efapiofauadonE
S€ significant sums. The figures fof 135!

s indicated!in!ithe) falloWINERUERIESEEE
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PEo AND PSBR COSTS OF 4 RaPID RUNDO o
< Byg
i (outy
Urn Drig,.
1981/

Revenu¢/(Cost)to the BiC

- Realisation of current
assets 700

- Sale of fixed asscts
(assumed mainly
site values)

~ Compensation and
running down
expenses (400)

- Redundancy Payments** (290)

- Interest Payments on
B3C debt (100)

- TOTAL cost to B3C
~(and hence to
PES and PSBR) ( 90) 100, (100) (%)

Additional* pEg Costs
———==7a. 5O Costs

(unemp}oyment and social
segu.r‘zi.ty benefits,

Iedundancy payments )
ISERBS) 5 (610)  (310)  ( 60) (W)

Additional* PSBR Costs
———=2-_ POBR Costs
(Cost tax and NI
Tevenues + additional 2w0)
PES costs) (1230) (970) (st

TOTAL additional*
costs of g rapid

Tundown )(4070)
- PES (160

00 (210) )
~ PSBR o) (70)(257

(1320) (870)

a
* These caleulations show the additional cost orﬁacion
Tapid Tundown of BSC as compared with implEmeD
°f the Corporate Plan job 1osses.

.
basi )
“v:c Statutory Tequirements only, i.e. 1°
Tance Payments eto

Bl s ot

_ZWL
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Comp son _of Costs
Lompar i o . OoRLve

he costs of supporting the Plan and of a
run down of the Corporation over three years are
summarised in the following table:

£M (out-turn prices)
1981/2 1982/8% 1983/4 Total
Funding the
Plan (PES ( 720) (350) (350)  (1430)
and PSBR)
Rapid run

down of the
BSC

( 700) (210) (160)  (1070)
(340) (2520)

S

_PSER (1320) (870)

N.B. In this table no account is taken o%‘ th? costs
to Government associated with the reduction ?n

BSC manpower that flows from the ?mplementatlon

of the Corporate Plan since this is a common
element toA both the PE and PSBR costs of the
Corporate Plan and a more rapid run down.

i down <
Effects of a rapid run direct loss
5r & \5 id rundown of BSC would lead to &
3 A rapi

if closure
of more than 100,000 jobs (about 130;032d e
took place before the present (.:los:r'Ob g
plans were completed). If ind;.r:c ﬂa‘e et
i i i are included, 2
supplying industries i e
could rise to some 200,000, Ihe EP

t

5 ts of Wales, &

. felt in par ham ..
particularly strongly jeld/Rother
Scunthorpe, on Teeside, in the Sheffi

- 2%i=
: 254
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the tables set out in paragraphs 31-32 above.
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area, and in parts of Scotland.
unemployment in Ebbw Vale coulq
on Teeside and in North Lanarksgy,
with a current national rate of
average in Special Developmem; Areag o a
14.4%. There would be strong Pressupe 1,about
package of remedial measures involvj_u8 uox- )
of Assisted Area status for mogt of the aﬁf o
areas not already Special De"elopment Area:md
cost of which would be about £15mpa, ang , e
programme of advance factory building, the othe,
main regional policy instrument available, po:
the latter to provide - as an illustratiop - Space
for jobs for 10%-20% of the Jobs lost woulq cost
about £180m-£360m over 3 years. Mo account hag
been taken of any possible remedial measures ip

&
o Xamp) o
80 ovep L

ire oy 50
o
about; 9.1 ar:dm%

Bajy

' Q@@STB OF DELAYING A RUNDOWN UNTIL JULY
This section compares the costs of a rapid
BSC now against the total costs of
0 in July as a result of the Plan
‘purpose of this calculation is to

CONFIDENTIAL

of B5C's businesses will become potentially

viable as a result of the slimming that has taken
place in the interim. There would be consequential
;avings on PSBR costs from any additional employment
saved, both in BSC and elsewhere.

35 In considering this section it is necessary i
to bear in mind that it is not clear whether a e
rapid rundown now would be within the powers
av:axilable under existing legislation (the Iron

and Steel hct 1975). It would therefore be necessary
to accelerate the passage into law of the forth-
coming Iron and Steel Bill, which will Temove the
BSC's present duty to supply iron and steel

products.

£450m.

VI CONCILUSIONS
37  The view of all De
the Group is that th
to BSC's propos:
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as a whole (unlike BL),

We are n
) ot 9
commit ourselves to a long-tepp i being Aske
. : og ¥
investment - indeed BSC hag Eramne g, %

T
heavy g i CCCELy cop 1
Yy programme of investment (again P eteq ,
u“like Rr
Br)

Mr HMacGregor has assured Ministerg a

his workforce, that he wil] impleme‘ntni Folq
closures and cut-backs if performance a:gther
prospects do not Jjustify the Tetention of
facilities in question. In the Tientbes tﬂ?e
and of the difficulty Ministers woulq go, g
challenging Mr MacGregor's Judgement on e
?rospects of the Corporation (which would pe
implied by a rejection of the Plan or major
modifications to it), the Group see no DPractica)
alternative to accepting the Plan and backing
Mr MacGregor. )

38 If Ministers accept this view and continue
to fund the BSC as a going concern for at least
T:he next 6 months, then a number of consequential
issues arise for Ministerial decision which are
discussed below.

VII CONSEQUENTTAL POINTS FOR DECISION

Profit Target

39 For a trading concern such as BSC, a profit
F&rget is a more relevant objective than an Fi
10 certain circumstances the appropriate comnercis!
response to market conditions, aimed at mediu®
te,mprOfitability , may not be readily compatiitl®
With a previously fixed and rigid constraint o
external finance. 4 clear and announced PNS“W
for loss reduction is also the only one consist”

o6 =
L CONFIDENTIAL
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with our stated policy on State Aids for the
steel industry (see paragraph 45). e therefore
recommend that BSC's primary objective for 1981/2

(and future years) should be expressed in terms

of a profit target, with the EFL as a constraint
rather than the principal objective. The BSC Plan
envisages a loss (after depreciation and contingency
provision, before interest and tax) of £175m in
1981/2, not taking into account the estimated

£50m cost of the pay settlement. Ue suggest that
the figure of £175m should be formalised into a
firm target and announced as such.

40 The Plan implies that the Corporation will be
virtually at breakeven in the final quarter of
1981/2. It seems reasonable to set a target for
1982/3 of breakeven for the year as a whole, and
to announce it now, since knowledge of the target
must affect decisions to be taken in the course

of 1981/2.

External Finance Limits

41 It is also necessary for Ministers to
decide and announce a final EFL for 1980/1, and
to set the EFL for 1981/2. As regards 1980/1,
Ministers have already earmarked a further
£200m for BSC on top of the current figure of
£977m. BSC now tell us that only £150m of this
ing provision for

costing

will be required, includ
accelerated redundancies
about £12m.

~ 2=
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42  As regards 1981/2, the Bgg re
EFL of £750m. The capital Teconst
enable it to be reduced by £60n 04

duesteq an
Tuetion Woulq
n resDect of
Celerated
lon of ,

g )5 the
Corporation has asked for an additiona]

cover the pay settlement.

a
revised total of £730m. Ve recommeng that
Ministers should agree to this total.

reduced interest payments), ang He
redundancies could permit a reduct
further £12m (rounded here to £10m

3 <50 ¢
This leags - 0

It is 4y
practice likely to leave the BSC with Some margiy
for manoeuvre with which to cope with some X
adverse movements either internally or externally,
conversely, if all went well, an undershoot
be possible.

ould

Honitoring Arrangements
43 Ve think it important to establish with

BSC arrangements, based on the management informafin

system the Corporation itself is introducing,
which will enable us to observe progress towards
the BSC's profit and cash targets, and to spob
deviations promptly. The task of monitoring and
decision taking will be particularly difficult
in 1981/2, principally because it is expected
that half the target loss will fall in the
first quarter, leaving little margin for erro”
thereafter, but also because (as noted in
paragraph 25 above), achievement of tiePlal
depends to a significent extent on the b 1uf
stock cycle occurring to forecast. The bas ¢
monitoring progress and taking decisions st

Pe for the BSC and not for Ministers, eVe®
put if ¥

thoug®

ning®
Plant closures may prove necessary-.

CONFIDENTIAL

7 wrong, and B5C is forced into a major

>ar reassessment, then liinisters may well
> to look again at the EFL for 1981/2;

1 egor has promised to give early warning
of any major closures, so that Ministers can
consider the need for a further package of
remedial measures for the areas affected.

44 \ie also recommend that BSC should be required
to give Ministers a progress report in July, and

to submit a further Corporate Plan for the 3
following financial years to the Government as early

as possible in the autumn.

Euronean Aspects

45 (i) As noted in paragraphs 21-22 above,
the Plan assumes continued discipline on the
European market after the present Article 58
measures expire in June. If Ministers endorse
the Plan, they will have to make strong efforts
to secure some form of discipline in Europe for
post-June. It is important to find a form of
discipline which avoids the British consumer
of steel having to pay a higher price for steel

than their European competitors have to pay.

(ii) It will also be necessary to obtain I
the EC Commission's acquiescence to the level :1-
Government finance envisaged, under the terms
the State Aids decision.

CONFIDENTIAL



Other Considerations

46

There are a number of othe
n

i)

ii)

Capital Investment
The capital investment pr
2 Ogramne
;::;gos(ed :y BSC woulg cost
& m (net of RDG) j
It is very modest )b;n01981/-2.
omparig
past levels and largely compy:
the completion of schemes in
progress together with
schemes the Corporations::;:l«r:ew
being essential. But the BSC :rzs
proposing to start preliminary work
on two new projects of major
significance for their future - a
billet caster at Scunthorpe and major
refurbishments to the hot strip mill
at Port Talbot. Since these projects
cannot be assessed against an
approved medium-term plan (as one
does not now exist), and because &
control on new capital expenditure i
certain to be a feature of EC Comnissi®
approval, we recommend that the
Corporation shouldenot be permitted
to commit significant funds tO
either of these projects withou?
providing the Government with foilles
Justifications for them.

on yity
ises

Redundancy Payments
199 %7
The Plan makes provision £0F ™ oy

redundancy and closure costs "

d
o and def or?

(£168m if site clearanc
o) s

COANLCINEAIY A S

= mo
on which we recommend as Folliow re detailed
Si~ Doy
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Consett severance payments are left
out). This high figure reflects

B5C's policy of generous severance terms
in respect of both closures and (since

a year or so ago) major demanning
exercises. They are well in excess of
anything the private sector could afford.
The BSC justify the policy partly on
historical groundS; but also on the
groundsthat it is the only way of
securing agreement to major demanning
proposals. We accept this view. But
generous severance payments are not
normally a privilege afforded to
employees of a bankrupt or near-
bankrupt concern. The majority of the
Group felt that Mr MacGregor or the
Government (as appropriate) should make
clear now that the present level of
severance payments could not necessarily
be maintained if the Plan failed.
The BSC have already used this tactic
to some extent. The main point at
issue is whether or not it would be
helpful for the Government to make the
point in public. A minority of the
Group felt that such a policy was
likely to prove counter-productive in
industrial relation terms and that the
established scale of payments should
only be abandoned or drastically reduced
in the extreme case of & complete

collapse of BSC.

_ i =
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ii4) Companies Act Structure
The BS3C has eg

. < tabllshed a Sexg

new pI‘Oflt—I‘eS]’)OnSible busiy, €5
% Sline

under its reor@anisation of e

September 1980,
Corporation shoul
convert some op a 3
(and some of the Slneg,,
ones) into subsiq
Companies Acts,
advantages

PTeviously ex;
1aries subject
This Would haye

stint
to the

two

(a) It would Trequire each
to produce Separate auditeq
and would therefore €Xpose major
lossmaking businesses to a more

Subsidiapy

accounts,

critical public scrutiny (eg by private
sector competitors). At present the
BSC produces 1ittle detailed informatio
other than at the Corporate level.

(®) It would prepare the way for i
introduction of private capital into
some of these subsidiaries as and whet
circumstances permitted.

dustry
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ANNEX A

MAIN FEATURES OF THE BSC PLAN
MAIN FEATURES OF THE BSC PLAN

A1 Against the background of a disturbed ?nd we&‘:.k
arkeg, a substantially changed plant configuration
:hich had never been fully tested and l'z new
Organisational structure, the Corporation have
concentrated on producing a short-term recovery plan.

2 The main features of the Plan as presented to
A .
Ministers in December 1980 are as follows.

A Financial : , .
('5) It covers the 1981/82 financial year only ::.L:ns
3 . <
no financial or detailed commercial projecti
for future years. . . = 8
(ii) It forecasts a reduction in tradmg 1:;;051 o
interest) from an estimated £480m in
£174m in 1981/2. s
(iii) It proposes an EFL for 1981/2 of zzms i
raised to £800m following DProOgress i
pay settlement from 1 July (cf the Zrto .
for 1980/1 of £971m, which may hav
increased by a further £150m).
ns on the
A4 Commercial The BSC's central assunP:i:he v i
omm
evolution of the UK and world economy Enby PO
for ssesh socced RSN p:p::ed to E(80) 139-
Prospects for the Steel Industry attal
jected
The Corporation has also PI‘O.‘J*?:;mre e
(i) a return to the 5‘*? B B g
joye!
market they enjoy 4 iaports
prinolnelin i) GXP“:: ;old a marginally
ERS than before
indeed they expe e
(mlier share of the UK market
sma
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the strike in the two main
o%‘ the steel market where tsectors
with the Private Sector) Y Compyy,

this recovery has alreaq Much op

but the recovery is not 7 Deen gcp;,

given the low level of

Vi
yet 8Ssureq )

UK stee) den

ang,

(ii) a 1% fall in average BSC
1980/1 and 1981/2, though they g
a 5 - 7% rise in BSC Prices in c]l: o
cotiu'se of 1981/2 from the presente1
po:'mt (which will still leave BSC'sow
Prices only about 10 - 12% higher in
early 1982 than they were 4 years
earlier at the beginning of 1978);

Priceg betyee,

(iii) BSC exports are forecast to increase fro
2.29m tonnes in 1980/1 to 2.72m tomnes
in 1981/2. This compares with a
historical range of 23 - 3im tonnes
of BSC exports in the previous four years:

A5 Production(OEerations Total manned liquid st¢”
capacity will be reduced from 15.2m tonnes per ¥ "
14.4m tonnes per year. This includes the closure of
l;zur:::by Park (the smaller and older works &t
orpe), now agreed, and a major reduction in
t.:apacity at Templeborough (Rotherham); it o
1nvolves significant changes in the rated e
l_evels for almost all the other major petaiste
:::e: » With increases at Port Talbot, m,,nwe::e
X m::::er Scunthorpe plant being offset byﬁad"‘r A
There .r,and a reduced level of working B?ft; e
also a number of closures or Sbl

COAONTCINEA T AL

S =0
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at rolling mills and other downstream or ancillary
operations, notably in tinplate and coke making. The
jntention is to improve the loading of the plants
that remain and thereby reduce unit costs. The
closures and shift reductions involve some 11,500

redundancies.

A6 BSC intend to reduce manning levels at the
remaining plants by about a further 10,000 with the
bulk of the reduction achieved by the end of June.
There are Ipwever a number of new schemes, including
two of major long term significance for the future
of the Corporation: these are a £65m proposal for

a billet caster at Scunthorpe and a £49m,proposal for
a refurbishment of the hot strip mill at Port Talbot.
Expenditure on these projects in 1981/2 is forecast
at £5m and £3m respectively, and the Corporation say
that neither project will be released for other than
preparatory work until it is demonstrated that the
business is on course in its Corporate Plan.

A7 The Corporation proposes to review the progress
made by each business towards the objectives set out
in the Plan by July 1981. If the planned improvements
in performance are not achieved, whether for reasons
internal to BSC or due to external developments over
which they have no control, the Corporation envisage
taking firm action designed to bring them back on to
the financial path they have outlined. The severity
of the action would clearly depend on the nature and
scale of the shortfall in performance; it could ,
involve the closure offlone OTFMOLSHOTRCES Corporation's
major integrated works, mone of which has an assured
future in present circumstances-

CONFIDENJIAL
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THE COSTS OF THE BSC CORPQ
OF A RAPID RUNDOWN OF THE Ségoﬁgom
N

D
THE H‘FECTE

Methodology

B1 The consequences for the Public ge
requirement of the BSC's Corporate Pla;tor borroy;,,
alternatives can be calculateg from th wti
components:
(a) The cost of statutor redundanc
by employers' contributions to the Natiiam i
Insurance Scheme and the remainder ig pa,il:l
by the BSC. In 1980/81 the average paymentl‘or
steel workers is expected to be £1,700; sincto
the payments depends on earnings which’are a:su]e‘
A e i
In addition to this, the Bsce:s o sleia
) Pay a supplement
equal to 50% of the total statutory redundancy
pay.

e following

(b) The loss of taxation and additional uemlE
and Social Security benefits. The methodology ™
to calcdate the public expenditure cost of unes? !
and social security payments and the additionalw
cost to the PSBR caused by lost taxation and 28t®
insurance payments was the same as that used st

analysis of the?&orporate Plan. Inmsoféf - as €

1ost BSC job results in a net addition % e 4
the PSBR cost ig £4,660 per 12 months in 1 ot
1982/83; ang £4,905 in 1983/84 (at outturs ¥

it

. penet
(¢) Iron and Steel Employees Reads) tion .

8 undad
%- Steel workers made redtis

acity
88 Part of schemes designed to reduce cel

B2 In calculating PSBR costs,
elements do not depend on the
worker is without employment,

CONFIDENTIAL

for making ECSC steel products are eligible

for ISERBS payments. The average payment is
currently expected to be £2,300 in 1981/82,

of which the Exchequer pays 55% and the ECSC
the remainder. BSC provide an equivalent scheme
for workers making non-ECSC products, but this
is wholly paid for by the Corporation.

(d) Severance Payments. These are negotiated
between the Unions and the BSC, and under the

Corporate Plan the BSC expect that these will
average about 3600 per worker in 1981/82.

(e) Closure Costs. In the event of & rapid .
rundown =~ - of all or parts of the BSC, there
are associated disposal costs and receipts.
In November last year the BSC provided an
assessment of the financial implications of
_—this (see Appendix I), and many of the
figures used in that paper will be used here.

(f) Regional Development Grant. Insofar as
capital expenditure is jncurred by the BSC

in development areas, this attracts Regional

Development Grant. In 1980 this amounted to

about £30m.

some of the above
length of time the steel
or the extent to which

L 238
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he gains employment at the €xpense o Nl
the statutory redundancy Payments ord] r(,:r “°"kers:
unaffected by this, as are the lump e example]
the BSC. This is not so, however. ; €ats by
social security payments, unemployment Dens
lost taxation, and it is therefore necess
a judgement of the net employment Tepercy
unemployment.

fit, ang
ary to Rake
8siong of

B3 In the review of the BL Corporate p1
Group recommended that in the current ec
it is unlikely that there will be any ne
ofilabour for the first two Years follow

an, the (gpyy,
onomic iy, .
t reabsorbtio:\
ing any reduy)
and/the third year, 25% of those made unemployed as 5

consequence of the steel redundancies will gain emplops
In view of the similarities between the circumstances

of the two concerns, the same assumption has been usei i

B4 Thoseemployed in the BSC are not, however, the ol
ones who would be affected by different courses of sfi®
As can be seen from the Table I, taken from the 1972
Input/Output tables, there are a considerable number !
workers in industries outside the steel industry W A
supply services and materials to the steel industry T
figures are, however, rather old, and there have e :i:i
number of important developments since then. ¢ pﬂz.
change has been the increase in the import componeﬂ:
the purchases of the steel industry. For exampleflron
Proportion of imported coking coal has incressed the
%% in 1992 to about 40% in 1980, and for iFOR '
Proportion has increased from 50% in 1972 0 ne:’ ot
0 1980. The effect of these changes Sugges’™ stee)
Tatio of employees in industries supplyiné e

;"g‘letr’, to those outside is now probably ¥
=2

i
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1: Employees in Industries Supplying the Steel
Table —v per 100 Employees in the Stee dustry.
ource:

Number Employed in Supplier
Industry Industrie§ for every 100
employed in the Steel Industry
Total 128
0of Which employed
in:
Coal Mining 20
Iron Casting 8
Mechanical Eng. 6
Other Metal Goods 8
Building Materials D)
Railways 6
Road Transport 8
Distributive trades 19

BS This does not, however, imply that every 100 redunda:c:;:
in the steel industry results in somewhere betweel.l =0 fi
redundancies outside. Redundancies in the steel mdu:tzier
caused by demanning, for example, have no ?rfwt one: ; But
industries since the same amount of i pmducsi;lple
even where output reductions do occur, there .’Lstn:m1 W
relationship between lower steel industry outpu

3 £
d A the withdrawal O
indu 2 n some instances
stry employment. I jrection of some oF all

BSC business will result in a T outlets; in other’
of the supplier industry output to OvHer itate the liquidation
cases, the loss of BSC business BAY PRESIRHER U KL o, oues
°f a whole company in which non-BSC work i s

fect

. ime to ef

in the NCB, where closures take some time 1oss of BSC
: i os!

Taise industrial relations difficulties, the

s
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business will have a greater apg more
on the NCB's trading losses before any
on coal industry employment.

Drolouge i
These inte“e"s &reD:’:

eractims U
annot be sati
alculating to
made that for ¢
there ig a net

complex and their net effect ¢
computed; for the purpose of ¢ Sr“tomi
tal PSRy
Very 1
< inerege,
eel industry of 4 m&

1 ratio of pey
steel industry to men in supplier industries)

costs the assumption has been
tonnes of steel not produced,
in unemployment outside the st

(this is in line with a 1 for :
10side ty,

Costs of the BSC Plan

B6 The direct public expenditure and PSBR costs of
the BSC Plan are £730m in 1981/2, and (very tentatiyy
£350m in 1982/3 and £350m in 1983/4.

B? There are other additional costs to public expendite

and the PSBR arising from the Plan. These are set o
in Table II below.

Table II: PSER Costs of BSC Corporate Plan (Out-tut

£n
1981/82 | 1982/ @

Additional Costs to
Government arising from
20,000 BsC Jjob_losses

- Loss National Insurance/
Tax/Social Security 100 %

- Redundancy Fund Payments 12
- ngei‘nment contribution

- T SR
Total Aq 00
Ghve eg:tional Costs to 121 ——_1/

1
B

=
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The costs to Government in 1981/82 arise as a dirvect
consequence of the job losses set out in the Corporate
plan. This is a considerable cost and means that measures
designed to improve labour productivity in the industry
will almost invariably entail higher short-term PSBR costs
than would be the case if the redundancies were not made.
For example, if the plan was implemented in all respects
other than demanning, the wage bill would be about £75m
higher (£7,500 x 10,000 men); on the other hand payments
by the BSC would be about £100m lower, and payments from
government about £50m lower. The first year financial
disbenefit to the PSBR of demanning is therefore £75m,
and on the assumptions about labour displacement set out
above, it is only in the third or fourth years that the
cumulative financial balance starts to favour the policy
of improving the productivity of the steel industry.

B8 However, these additional costs to government are for
practical purposes unavoidable; there is no alternative
currently available which would retain these jobs. In
comparing the costs of the Plan with e.g. a more rapid
rundown we have therefore ignored these costs.

Costs and Effects of a Rapid Run’-down of BSC
B9 The PSER consequences of a rapid run-down of the BSC
are set out in Table III. The top half of this table
shows the total costs to the BSC of & rapid run-down o)
(equivalent to liquidation) and the various elements with
the total: these are the costs that would co:'kcern a
liquidator or receiver in & private sector wind-up. i
The lower half of the Table shows the additional FES ;:
PSBR costs associated with making the post-Corporate Plan
number of BSC employees redundant, Plus the costs e

of redundancies in supplier industriesciElO accoun 11
taken in this table of the possible cost of rene(.lia &
measures. In making these calculations we have in soO
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i pgs AND E:PK CCSTS OF & RAPID KUlOM OF hiss ’
|
cases departed from the assumptiong 2 (out-turn prices) '
- . mage
their own estimates (see Ap . by By .
pendix 1 C § 33 T s
(a) Borrowings - In the o e Thege &ren 16381/2 1982/% - 1983/ Total
Pa; b
£300m was included in il fl_’er on liq“idat \
ir t
the repayment of short-terq lst Jear Loy |
Oang Y !
on long-term loan and jp,
S. We haye ignoreq ere pealisation of current
repayment of loans on the &Toung the - Af‘:rﬂs 700 = » 7200
short term borrowing alre S that g, a8 o
e 3 ady countg el ¥ _ sale of fixed assels
e PSER. On interest payments 1 Sl (assumed mainly
calculations assume that the pr, all site values) - 200 - 200
: OPoseqd 3
capital reconstruction has sation and running
taken place. - Compens B (400) > =
but here also the burden of debt ?:Ce, MRS REL R o 5
i nte . 260)
will remain whether or not the BSC COZ:# - Redundancy Payments® (290) - = (290)
%% o 10ues i)
in existence i ) s -
2 by st Payments on ?
1g§(e:rgem i (100) (100)  (100) (300)
(b) Redundancy Pay - The BSC paper discusses t - TOTAL cost to BSC
costs of three alternative forms of Tedundaxy -v}{,“hf?zvﬂvﬁs_“\ cray 100 (100) (90)
pay: the "Hartlepool” level; the statutory :
payment, plus a negotiated supplement; and i
is called "bare statutory". There isa Additional® PES Costs
considerable difference between them EA3s), ¥ (unemployment and social
or the os i nly the thil security benefits, redundancy 7
for the purposes of this paper only the thi¥ iccurity benefits d (610) (310 (60) (980}
alternative of basic statutory payments ™| ~ TTIRES, ISERES) 2
used.
5 Additi * PS3ER Costs
(¢) Non-BSC Payments - The costs advised B #°| ( RS
3 A v urifl Cost y
on national insurance, tax and social ¢ t & a\’sldig?;nggdugéxéoEESnues (12%0) (970)  (240) i)
have been used in Table III in prefer® M0TAL i
5 ix o fVTAL additi 2 sts of
those put forward by the BSC in Append 7 rapid r:nég::I e -
1 = o 210) (160)  (1070)
B10 e cost of 1jquidating the BSC shown i T"": il @00 : T )
‘ 5 B8
almost certainly overstates the level of PSER @ ESIR (1320) . (820}
associated with this option since:
o down of
Thes : 1 cost of a rapid run
of @ g *ltse calculations show the additiona v
(8) No allowance is made for the sales 1t B0 ag A . on of the Corporate Flen Job losses
s 1 5 oncer? 5 ® Ccompared with implementation © yuents etc.
Of the BSC business as a going °© or * busy i.e. no severence P&
s i i et f ¢ statutory requirements only, eS¢ -
possible to g . 26
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business itself, but th
. e
important PSBR Savings 3
ar
lower tax; national insup
F 2
or exc?xmple, if part of the ¢ O8geq
employing 20,000 is Saved thf’rporati%
)
reduce the PSBR cost shown j P
by about £200m. b el

¢ couyg be

-
S10g frop
ance ete

(b) No alloance has been made fop
employment opportunities in th
sector of the steel industry

)

1ncreased
€ Drivate

and
consequent reductions in unemplo, iy
yment

and social security Payments

Y and i
in tax revenues. < HTeas

TABLE IV:

Comparativ ;
and of & Rapy L ofmCOSts of Supporting the Plan

&n (out-turn prices)

1981/82  1982/8%  1983/84 Mot

Punding the Plan

(PES and PSER)  (730) (350) (350 (W

Rapid run-down of

the BSC
- PEs (700) (210)  (60) (@
- PsER (1320) @) @0 @
::émi:n:hi: ‘Cat.’le no account is taken of the Coswo::
that £ sociated with the reduction in BSC n::p)""

et t°"'s from the implementation of the COFPO™®
costs :18 is a common element to both the FE ando ’
©f the Corporate Plan and a more rapid ™
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Ml‘ Public Expenditure and PSBR Costs

B11 The PSBR costs set out in Table III include

some costs that are classified as public expenditure
(redundancy payments, social security payments ete),
and some which relate not to expenditure but to the loss
of government revenue (lost taxation, lost national
jnsurance payments). Table IV distinguishes between
these two types of costs for the alternatives of

supporting the Corporate Plan and running down the

BSC rapidly. It shows that in the event of no

parts of the BSC being salvaged following a run down,

and no addition to employment in the private sector

of the steel industry (the extreme case), public expenditure
under this option would be less than the public
expenditure associated with the Corporate Plan over the
period 1981/2 - 1983/4, but the PSER would be up to

£1.1bn greater over the period .’ 3
No account has been
taken of the possible costs of any package of remedial
measures that might be adopted.

The Wider Effects of a Rapid Run Down

B12 In view of the size of the BSCy decisions on its
future can have wider macro-economic effects. For example,
a rapid run down of the BSC might ultinately affect the
sened trade balance for steelj
might influence real wages

exchange rate via a WOT

higher levels of unemployment

and inflation; and the higher PEER might incresse IR

interest rates. The overall ecomomic impact of these )
ence or precision,

factors - cannot be assessed with any confid
ible to view such problems

fiscal and monetary
is that in the first

particularly since it is not sems
in isolation from developments in
policy. What is clear, however,

3 he BSC
two years or so, following & napid TRl 0:: :el of
there would be a lower JevelNGEIE SN 1e ent then

K 0
exports relative to imports, and nepesr
would otherwise be the case. .
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At a more local level, eXpenditup
e

be substantial. MU1tiplie

T the
- CY Paymentg
closures, it may be some time before

incomes have a significant effect

X )
remedial measures may be having sop,
effects.

However, in view o
generous level of redundan

TS {}
elatively
Clateg .
Wit
lower employmgn
and by that timet
e offsettiug mut);
Dlig

asso

(e

CONFIDENTIAL
epnATEC OF THE COSED OF TICUTIATING BICH(Hims)-
e ER Y million
¢ @) (2)

U,C_Cur:‘f:nt Assets

—jsotich
5 of book value) / 540 -
Scock:r(i en creditors 260~
pebtor= le S
700 - -
, payments
a3

term borrowing (700)

pepayment of

apensation bLroken contracts)
LOEE losses) (200)
kaditional costs of running down
. 13 weeks at £15m per week 200
Redundancy pay (130,000 erployees):
\,) Hartlepool level (730)
l;‘iS:;tutory & ncgotiated supplement (420)
(W) Bare statutory (202)
Net cost of 1 and 2 above: (720) (420) (300)

iB: Cousts incurred immediately,
receipts over a period

} Fixed Assets -

If demolished, cost of demolition
approximates to scrap value.

Lend ‘ When cleared = £20,000 per acr
(East Moors for example) {

10,000 acres of éperational land = &

NB: A 3
"B: The above assumes no sales of BSC businesses as a Going conce

Plaat und Buildinrs

2200,

r
Kepay, )
Payment of short-term borrowing already include

t £650m which would reaul:
) tommie il (Prosatly "

d in 2 above.

~term borrowi N
s rrowing (other than NLF )
yment of servicing at annual cost of about £70m pa.

€OSt of £200 million in 1981/82).

Cont/5 Social Costs .
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r, So~ial Costs

woss of PAYE 125
Loss of National Insurance 1
Employec ; 350

Employer 7200 —LO.ZQ'

: 2280 x 934

HMG cost of redundancy and EC3C . 30,009

Beadaptation 1200 x 130 006
)

Social Security £2080 pa x 130,000 "
BSC employees y i

Effect on service/supoly industries {0

Assume 1:2  50% of (290)+(260)

TOtEJ(S'a..'J Ln/f)

Lo sos
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