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CONFIDENTIAL
BRITISH STEEL CORPORATION: CORPORATE PLAN
& previous Reference: E(81) 5th Meeting, Ttem 1
She Committee considered a minute of 19 February to the Prime Minister
¢rom the secretary of State for Industry, covering a draft parliamentary
statement oD the Government's response to the British Steel Corporation's

(BSc) corporate plan.

THE SECRETARY OF STATE FOR INDUSTRY said that the head of the Central
Policy Review Staff, together with representatives of the Department

of Industry and of the Treasury, had further examined BSC's cash
requirements in 1981-82. They had concluded that, while BSC's provision
for contingencies was high, it was justified in relation to the
volatility of the steel market.and of the exchange rates, and that, if
BSC's plan were to be accepted, there were no significant cash savings
to be made in 1981-82, He accordingly invited the Committee to agree
that he should announce an increase of £150 million to bring BSC's
External Financing Limit (EFL) for 1980-81 to£1,121 million; an EFL

for 1981-82 of £730 million; a target of limiting loss before interest
in 1981-82 to £225 million; and a planning assumption of aiming to break
even, before interest, in 1982-83. The Iron and Steel Bill 1981, which
would provide for capital reconstruction of the Corporation and other
measures already approved by the Committee, would be published at the
same time as his statement. The statement would draw attention to
Problems of the private sector steel companies in the United Kingdom
and refer, in particular, to the announcement on 20 February of

Phoenix I, a joint venture between BSC and the private sector; and to
the assurances by the Chairman of BSC, Mr MacGregor that it was not
BSC's policy to set price levels for steel below those of imports, but
o8ly to match them, and that he would personally undertake to investigate
any specific allegations of unfair pricing put to him and to keep the
Secretary of ‘State for Industry informed of the results.

I"'dismlssion it was argued that the statement would be severely
::1:;:ised on the grounds that it made massive provision for subsidies
L c:t a \t,ime when the future of some United Kingdom private sector
i, :f:.mes.vas in doubt and most were having to close Plﬁ‘!i? ',N
egations that the private companies were losing
2 L J
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business to subsidised BSC products on the grounds that there vag i
i $ Wi : 8
sharp competition from overseas companies who would move jin 0 may, 3

from which BSC withdrew.
this convincing, since they believed that if the subsid

ket

United Kingdom steel companies diq not ¢ ;
n

ies availap),
to BSC were switched to them they could fight off competition frog
overseas. If, however, the Government were to switch some S“bSidies
to the private sector, they would then have to bear the cost boty ot
these and of continuing to finance spare capacity pending a furthe,
run down in BSC. Since for this reason subsidies could not be SWitchy
to the private sector, the assurances in the statement would need tg y,
strengthened by making clear that it would not be left solely to

Mr MacGregor to deal with allegations but that the Secretary of State
for Industry would himself take the initiative in ensuring that they

were vigorously examined.

THE PRIME MINISTER, summing up the discussion, said that the Commi ttee
reluctantly accepted the figures proposed by the Secretary of State
for Industry for the EFL's and financial targets for BSC. They did so
on the understanding that these figures, and the Corporation's
strategy, would be further reviewed in July in the light of

Mr MacGregor's assessment of pProgress by that time. The Committee
continued to be deeply concerned by the impact of BSC on the competitive
ness of private sector steel companies in the United Kingdom, and the
Secretary of State for Industry should revise his statement to emphasise
that there would be a major review of progress in July and to make clear
that in the meantime he would himself pursue with Mr MacGregor any
allegations of unfair competition.

In revising his statement, the
Secretary of State for Industry sho

uld substantially shorten it.

The Committee ~

Invited the Secretary of State for
on 24 February on the Government !
Corporation's corporate plan, and to revise the draft attached 0

% 19 February on the lines indicated by the Prime
Minister in her summing up of their discussion.

Industry to make a statement
s response to the British Steel
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COAL TRIPARTITE DISCUSSIONS
E(80) 33rd Meeting

1,
Previous Reference:

The Committee considered memoranda by the Secretary of State for Energy on
e
the coal tripartite discussions (E(81) 24) and on colliery closures and coal

strategy (E(81) 21).

THE SECRETARY OF STATE FOR ENERGY said that, before his tripartite discussions
on 18 February with the National Coal Board (NCB) and the National Union of
Mineworkers (NIM), he had been authorised to make the minimum concessions
nlecessary to avoid a national coal strike., At the tripartite meeting he had
re-affirmed the Government's belief in the future of the coal industry;

agreed to look, with a view to movement, at what could be done to reduce

likely coal imports of 5% million tonnes in 1981 towards the irreducible

dininm of those qualities of coal not produced domestically; and, on the
Wderstanding that the Board and the Unions would discuss a pattern of proposals
for colliery closures consistent with Plan for Coal and the severe econmomic
realities, agreeq to discuss the financial implications for the NCB with an open
t, and in resp

nd and with view to movement. In the light of this stat

' the unjontg requests, the NCB had said that they would withdraw their
Sccelerateq o

the Uniong,
he Judgeq 44

losure programme and re-examine the position in consultation with
There would be a further tripartite meeting on 25 February when .
would be necessary for him to make, or agree to consider, a number
Bbortung ¢4sures, if militant opinion in the NIM were to be d:i::ethemg
B‘“il‘d's 1 Y to regain the upper hand with the risk of a national : : ;nu“
tomeg ‘ccel"“ed closure programme had assumed the elimination o

Cﬂpncity in the next year and, if this were now to be reduced to

23 SPecific

1
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closures of only 1% million tonnes capacity as assumed in the NCRB!

s
financial strategy, the costs might be in the order of £150-200 pj

1lioq 0
1981-82 and more in later years., Improved redundancy payments would cgqy
around £20 million a year if 1} million tomnes of closures annually ,,
achieved, The provision of funds for the NCB to discount their gy, Prices
to the Central Electricity Generating Board (CEGB) and to the Britjg, Steg]
Corporation (BSC), and so enable the maximum possible displacement op conl
imports to those bodies, might cost £60 million in 1981-82, There wag a o
for devising a scheme to promote 'the substitution of oil by coal in indugma:
boilers, at a cost of £25-35 million over the next two years, If Presseq, 4
Government should be prepared to restore the cut of £50 million a year mage
earlier on the NCB's investment programme. It would be necessary at a late,
stage to consider proposals to give the Board a reasonable chance of meetin,
their objective of breaking even on revenue account; and possibly to Provige
some funding of research and development projects to demonstrate new tech-
nologies of coal use, The Chairman of the NCB would give his own estimate
of some of these costs in response to questions which the Chairman of the N,
Mr Gormley, would be putting to him at a meeting later today.,

In discussion the following were the main points made - -

3. The statements at, and following, the tripartite discussion on

18 February had focussed on the Govermment's willingness to reconsider
the financial constraints on the NCB in the light of re-examination of
the closure Programme and 91 the reduction of coal imports towards the
irreducible minimum, The Govermment were not committed to make further
concessions and these should not be offered unless they were in retwr? |
for concessions by the NCB and the NIM. If the unions were to be offe
on 25 February a package as extensive as that outlined by the Secretdry |
of State for Energy, they would be encouraged to seek even more. EVe?

the very minimum concessions vhich would be necessary would lead to
high recurring costs in later years ang
costs of fuel to industry,

red |
|

would push up yet further the

b.  If closures were to be no more than

a year, there m Do case for giving enhanced redundancy terms;
Mr Gor_.ley might aruge that this would now

1} million tonnes of cﬂP‘°ity
althov

be necessary to secure the

. o
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t of the more militant members of the NIM to even that level of
eemen
o On the other hand, i

would be well worth offering improved
gurese. g 2 =
clo in return for a high level of closures with a reduction in the
s 1n
term ¢ keeping open uneconomic capacity. It was probable that individual
costs ©

4 s, as distinct from some of their union leaders, would be willing to
mm:r('rmxumlum\ in response to such improved terms, although they would
M‘d:ubt be happy to give the union leaders the opportunity to exact the
:Zsb terms from the current negotiations. Whatever the outcome, care

<hould be taken that the redundancy terms offered to the miners should

not lead to demands, which would be difficult to resist, elsewhere in

the public sector, and particularly in the BSC and British Shipbuilders (BS).
The details should also be checked to ensure that no miner would receive

ore from his redundancy pay than he would from continuing to work.
m

¢. Capital grants to encourage firms to convert their industrial boilers
to use coal rather than oil could increase coal sales by around 1 million
tonnes a year. On the other hand, if such conversions did bring financial
benefits, firms should be ready to make them anyway without the help of a
capital grant. There was also a risk that increases in coal prices,
following the changes now under discussion, could later lead to demands
for current subsidies on coal used in such conversions. Agreement to the
Proposed scheme would be at the expense of other measures, currently under
consideration, for reducing the burden of fuel costs on industry.

d. If the rate of closure of uneconomic capacity were now to be reduced,
there was no case for increasing the NCB's investment programme.

€+ The Govermment was committed to movement towards reducing the level

of coal imports but not necessarily to reducing them to the techmical
mininum, and so the costs could turn out to be less than the present
Provisional estimate of £60 million. The present proposal was confined

to subsidising NCB's prices so that the BSC and the CEGB would buy from

the Ncg, It would be neither possible nor sensible to ban all coal imports
by a1y Uniteq Kingdom companies, and the cost of extending subsidies to
“nable the NCB to match import prices of coal to other consumers, eg cement
*orks, could be high, Tt would be important to avoid going further than

* oPeration confined to CEGB and BSC coal, or entering into any long-temm
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commitments on restraints of imports. The availability of i"‘Nrted :

was an important constraint in keeping coal prices down, anq the o 0g)
ments for coal should not be such as to provide other Sectors, e,
pressure in the recession, with a plausible case for import contl‘ols o
products affecting them or for subsidies to protect domestijc p“’d“Ction
f. Although an increase in the External Financing Limit (EFL) “Ouldm

necessary, it was important that the NCB should understand from the wl
that this increase would not necessarily equal the estimateq additional
costs of delayed closures and of other concessions. The increase in gy,
EFL would have to be negotiated between Departments and the NCB in the

usual way with account taken of offsetting savings,

THE PRIME MINISTER, summing up the discussion, said that the Commi ttee agreg
that, at the next tripartite meeting on 25 February, the Secretary of State

for Energy should seek to focus discussion on a revised closure Programme an
the practical scope for reductions in imports, and to draw out the options fo,
and costs of, action in fulfillment of . the Government's promises under both i
The Committee recognised that it would be worth offering enhanced redundancy |

terms in return for a closure programme higher than 1} million tonnes of cap’
I

the Secretary of Statew

|
free to indicate the Govermment's willingness to consider improvement, thoug
without commitment at this stage as to the precise changes the Govermment woull
accept,

a year and, if the unions were to raise the question,

Given the potential impact on other public sector redundancy schemes
the Secretary of State for Energy would need to keep in close touch on these
matters with the Lord President of the Council, the Secretary of State for
Industry and the Chief Secretary, Treasury. He was also free to take note,
without commitment, of any other measures which the NCB or the NWM might ProP"

The Committee were not, however, yet Persuaded of the case for grants to s
industrial boilers to be converted to coal use,

the case for increasing the Board'
the closure Programme was being de
by the previous Judgement that a national
prepared to be flexible to this end, they
Providing additional cash or otherwise,
purpose, Before the meeting on 25 Fe

nor were they yet convinced d
s investment programme at the same time %

layed. In general, while the Committe¢ o
coal strike was to be avoided ¢ V’:
did not wish to go further, "hewr!
than was absolutely essential foF o
bruary, the Secretary of State for BV oif

.
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s his negotiating priorities and tactics with the Chancellor of
ghﬂ“ld discus or the Chief Secretary, Treasury, and the head of the Central
the Ex:heqx{u:r staff. Following the tripartite meeting he should report further
policy Reﬂ%:[;“ who would wish to approve any proposed measures, and the
4o the C""Tmi“ the EFL, as a package and not piecemeal, Any facts and figures
m""d‘“el"b”mimd“ of the NCB offered to the unions in the meantime would be
vhich the

authority and not that of the Government,
is own
on his

The Committee —
Invited the Secretary of State for Energy -

i to be guided at his tripartite meeting with the National
c;al Board and National Union of Mineworkers on 25 February by
the Prime Minister's summing up of their discussion;

ii, to discuss his negotiating priorities and tactics further
with the Chancellor of the Exchequer or the Chief Secretary,
Treasury and the head of the Central Policy Review Staff prior
to the tripartite meeting fixed for 25 February.,

iii. to consult the Lord President of the Council, the Secretary
of State for Industry and the Chief Secretary, Treasury, on the
terms of any enhanced redundancy payments scheme for mineworkers
before committing the Government to any particular improvements;

iv. to report further to the Committee in the light of the
tripartite meeting on 25 February,

Cabinet 0££4ce

% February 1981






