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gRr7ISH STEEL CORPORATION FINANCES

ittee considered a memorandum by the Secretary of State for

(E(80) 102) on the finances of the British Stee] Corporation (Bsc)

1
ﬂ;e‘Comm
IndustY
THE SECRETARY OF fE TR IN?UsTRY said that the new Chairman, Mr MacGregor,
L) inithe process of reorganising the Corporation into Product~based profit
centres vith responsibility for both production and marketing, The objective
Jas to achieve competitive cost levels, regain domestic market share and
strengthen BSC's position in export markets. In addition BSC had put forward
three alternatives to their present objective of capacity to produce
15 million tonnes of liquid steel a year. Their Cases I and II each involved
reducing capacity to about 122 million tonmes, mainly by the mothballing rather
than the closure of plants. The essential difference between these two options
lay in the location of the plants affected. On present plans the Corporation
vould reduce their manpower from about 150,000 to 100,000 in the course of 1980;
under either Case I or II there would be a further reduction to around 70,000 by
the end of 1981. They had also considered more a radical option (the Lower Case)
of cutting capacity to 7 or 8 million tonnes, but they considered that this
vould effectively amount to the liquidation of the Corporation. They would not
be able to Present him with firm estimates and targets until the end of the year
¥ien they would have fully evaluated the effects of re-organisation and of their
"tons. In the meantime the estimates annexed to his memorandum were highly
pl_novismnﬂl, and took only limited account of the savings for which PG yare
:;:::1 ;ﬂ these circumstances he recommended that a decis::lonlon :t.he :
inancing Limit (EFL) for 1981-82 and the Corporation's financing

Tequj ' th
- tniton the later years should be deferred until January when they
Rz % A It was however already

Clegy that
this ERY,
Iy t, €400 million now - the amount whic
s ) :
Atement, op 26 June - and by a further amount in January

idered in the light of this further report. i
i )

» Mainly because of falling revenue, BSC would need an 1ncrea:e.ncrease

t1ion on their EFL for 1980-81. He recommended that he should i

h he had warned the House to expect

The §

ee,e
digq‘uetital’y of State added that, since his paper was prep
meeting"g development had been brought to his attention. 23
e X .nOt Only: BSC/ butialsobthe private sector steel companies.

= i < to shut downe.
Pl that some private sector plants might have

1
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Their difficulties wer

3 ducts. Tman
ubsidised BSC pro e
s es in the frontiers between BSC and tpe pri

e increased where they were in direct competiti
o i
of BSC
Vate
latter of subsidi”
]

He intended to discuss with the Chaj

e £ ch
the possibility © ) S i ]

tor in order to minimise the damaging effects on the
sector

competition from the BSC.
In discussion, the following points were made -

The Government would be severely criticised if efficient Private
a. i
sector steel firms collapsed because of competition from the heavily
subsidised BSC. for

example specialist steels, were now closed, this could well lead to an

Moreover, if private sector capacity to Produce,

increase in imports when markets picked up. The present memorandum vz
addressed solely to the problems of BSC, but the Committee needed an

analysis of the prospects for the United Kingdom's steel industry asa
whole, leading into an examination of more radical options for the futu::
BSC.This assessment should be prepared by Departments, perhaps on the lix

of the recent work on BL.

¥ i th

b. It was premature for the Government to take a view on which of the

. ir

options BSC should pursue. The Corporation should examine both the n

tions 0

Cases I and II in detail; and when they put forward recommenda 11‘cmw
impli

them Ministers would need to consider the regional and A equer:4

3 ial cons
of the closures involved as well as the industrial and financi? i
but they

18
if Cases port
.niscer-‘

There seemed no point in BSC pursuing their Lower Case;
understand that more radical options were not ruled out
not point convincingly to a viable future for the Corporatio™
voulfl also need to consider the Corporation's Pr°P°sals it
the headquarters of their new product groups.

|
o
e Joesti®

oot
: gubs
eding e
The Government were vulnerable to criticism for ¢o8° - agatt®”

: gor 57
increases in the subsidies to BSC, and to other public sec fact tpot &
but at the same time they were given little credit £o¥ ¢ .t

C.

5 . ris
subsidies were Preserving employment and essential jndust
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gpport‘m

ities should be taken to stress that such supeig;
substit“te for change;

- es were
ey w iti
i Y Were a condition of bringing

Giliugessboutiand & Means o3 acHeving Heed s e oyl aarer o1
changes in an orderly way by financing transitional costs which wer,
e

inevitably high.

A PRIME MINISTER, summing up the discussion, said that the Committee
reluctﬂnﬂy agreed that BSC's EFL for 1980-81 should be increased by
£400 million and that this should be announced when the House returned,
They would consider proposals for any further adjustment of the EFL for
1980-81, for. the EFL in 1981-82, and for the Corporation!'s financing
requirements in later years, when the Secretary of State for Industry put
forvard his recommendations following the further proposals which the
Corporation would be putting to him by the end of the year. He should invite
the Chairman of BSC to proceed to a fwll evaluation of both Cases I and 1855
more fundamental options were not ruled out.

There was no point in pursuing

the Lower Case, But the Government must be able to consider the future of

BSC in the context of the steel industry as a whole. The Committee were
particularly concerned with the problems of the private sector steel industry
vhich had now been reported to them and that good private sector firms should
Wt collapse because of subsidised competition from BSC. The Secretary of
State for Industry should now arrange for an urgent examination by his
Department, in consultation with the Treasury and the Central Policy Review Seatt,
of the Prospects of the steel industry as a whole in the United Kingdom, as a
basis for further consideration of the options for the future of BSC.

The Committee

i'imi Agreed that the British Steel Corporation's m,‘"“’;“’:,tﬁmfmg
t for 1980-81 should be increased by £400 n?lhox{' 9

2 2 : Ijnj.t for
1981-33“"‘1 that a decision on the External Financing
should be deferred until January.
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Invited the Secretary of State for Industry -
them on the draft of his statement Sk
e

iekaiTo consult : : )
External Financing Limit for 1980-g;

increase in the

ii. To arrange for his Department, in consultation with
Central Policy Review Staff and with the Treasury, t, = the
prospects of the steel industry in the United Kingdom ;sss the
basis for further consideration of options for the Br;tish as 5
Steel Corporation, and to report by the end of October,

jii. To report in January in the light of the British Steel
Corporation's further proposals and with particular reference 4,
their financial and regional implications. )
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7 SHIPBUILDERS' FINANCES

RITIS
n

dustry
80) 106) on the

commi €€ considered memoranda by the Secretary of State for In
:80) 103) and BY the Central Policy Review Staft (Cpms) ”
(B

ing requirements of British Shipbuilders (BS),
inan®

g5 SECRETARY OF STATE FOR INDUSTRY said that, although BS'had substamtisly

i i ildi ia
reduced employment 1in merchant shipbuilding, and had closeq Dby Z’
s were still uncompetitive and in need of contimming subsiaies i

Mr Atkinson, they proposed to continue the Tulidowns
’

o Under their

sev Chairman, i in particular
they vere considering the possibility of closure of Smith's Dock on Nihie and;
vithdrawing Intervention Fund assistance for merchant shipbuilding from .

tamel] Laird and Scott Lithgow whose future would then be dependent on naval

vork and 0il rigs. If these two yards were to diversify into oil rigs, they
wuld have to take orders initially at a loss, He recommended that this general
strategy should be endorsed, although he could still give no assurance that BS
vould become competitive. He would review again next year the possibility of
some privatisation of BS, In the meantime it was unlikely that the action
viich BS were proposing to take would be in time to prevent an excess of

{5 nillion on their External Financing Limit of £120 million for 1980-81 and

a St
excess of £50 million on their public expenditure provision for 1981-82.

R TEBS saj ;
et said that it was still not clear that BS were facing up to financial
iti 5 :
1980.31“. £= recommended that before increases in their provision for
a0d 1981-82 were agreed BS should be required to re-examine policies

that jngy

th ueiced their cash requirements and in particular the points on purchasing,
m"time Wi ;

T & ) 106.

Te,

king and pay and productivity discussed in paragraph 3 of E(80

Y turth

stmct‘,:r recommended that BS should be required to produce 2 yard by yard .
in . ; ;

i p"‘ticu]:. Plan as a basis for decisions on the use of Intervention Fund grants

Seaty, ity yards and on the diversification into oil rigs bY Cammell Laird and
gow, :

Uag
W,
“ o was w were

@ SCoeq {1 the 2 pointed out that, if Cammel
3 b md“ctivit iercely competitive oil rig markets
g o ¥ and adopt more flexible manning arrangements- i
Taagy o AMmineq op achieving this objective either by partial Sapasal °

¥ by 4 .
2, hej p entering into partnership with private sector firms for this

1 Laird and Scott Lithgo
they would have to improve
The possibility

5
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summing up the discussion, said that the Couay
ittee

THE PRIME MINISTER,
taking sufficiently tough action ¢, Wepe
Te

that BS were
du,

not yet persuaded
y were slimming down sufficiently in the face of
Poor

costs or that the
The Secretary ©
ons made by the CPRS, o gt
jntroducing private sector involvement ikt

¢ State for Industry should arrange for iy Rarky;
€s

prospects.
and the suggesti
examine the possibilities for
Cammell Laird and Scott Lithgow in the man N 0%
would then reconsider the strategy for BS in the light of this further repﬂ:e

to be examined further,

ufacture of. oil rigs,

The Committee -

Invited the Secretary of State for Industry to arrange for his Departy
n with the Treasury and the Central Policy Review Staff ex:t,
) W0

in consultatio
arrange for a further review, taking account of the points made in

discussion and in
and to report by mid-October.
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e
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d algy |

E(80) 106, of British Shipbuilders' financing and stratyg
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mITISH RAIL FINANCES

i £ €€ considered a memorandum by the Minister of 7
ransport

Co!
d (BR) finances.

e pritish Rail's (E(BO) 105)

I@Mmsm ( TRANSRORT. aaid that BR were now taking a much ¢
ougher line on

prod““i"if‘y and, in the last year, had been persuaded to support
Tt privatisation

neir ginsnces had however suffered from the steel strike, ¢
» irom the general

einction in demand and from the last pay settlement. He would
. 0 require BR to

tind savings to offset some of their increased requirements but, i
stances, he had agreed with the Chief Secretary that their Ext AR tl.xe circum-
Linit (EFL) should be increased by £40 million. He proposed t;::ml Financing
over-shooting on the 1980-81 EFL should be recovered in 1981-82 b a:Yffur'ther
investment unless it could be financed by additional asset sales YHe erring
Io :f:e no iz‘zcreases in the volume investment and financing figln.'es :ofr;’O_s:d
t: frj;@:h:isd:;ua:dl;a: ::r::ther cuts in train sexvicss |(particularly o:
ax 2 g g pressure on them to contain their next pa:
e
oo e (20 | thpecz.al provision, outside the EFL, for borrowing of
ol couect:o:urpose Of covering the transitional costs of with-
taking heavy losses for mt:lnyameladﬂurery e
s“°°e58fu.11y e ¥ .rs. There were no prospects of it competing
Wld in 4ine e e private sector or the Post Office and its withdrawal
vings of over £30 million a year. 6,800 jobs would be
he National Freight Corporation and because of this there was
al action. He would be putting further proposals to the

MWittae e
arly j )
n 1981 in the light of BR's next corporate review.

%t in B ang 4, 4

iy
1sk of industri

Scussjon +
b identi::e:ti:“ Pointed out that, while substantial manpower savings had
Pay s“tl;975, little progress had been made so far in achi.eving them.
o e!!entialent had assumed that productivity improvements would be made
that these should be achieved and that they should be

mi!’nal
iy
i s business,

] lﬂs

0 the

Vernnm X oo flowing from the closure of the parcel
e
Ot was providing additional money to finance that.

[CONFIDENTIAL |




[CONFIDENTIAL |

PRIME MINISTER summing up the discussion, said that the Comm 4
THE ’ by

t fo
the proposals Pu ; 3 .
i t and financing figures f Sep,

vation that the volume TEEERTRSIE or 1981.8o o)

1 the Government had reached final decisions on i d.d oy
i

" e
rward by the Minister of Tramnsport, subject bo 8o aDpru‘,Ed
e

be determined unti

i i indust Stri.
on the total pationalised industry programme for e d

bution of cuts e
should be made clear to BR that the Government expected them to achieye " b
e

productivity improvements assumed at the time of the last pay settlement i

that these should be additional to the improvements which would f]qy fron 4,
~ e
closure of the parcel service for which the Government were Providing g

financial support. The Committee would consider on another occasion the

proposals discussed in E(80) 100 and 101 for rail services between Victoris
Station and Gatwick Airport.

The Committee -

1. Approved the recommendations in paragraph 9(a), (c) and (d) of
E(80) 105.

2. Deferred a decision on the volume investment and financing 1igures
for British Rail in 1981-82 (paragraph 9(b) of E(80) 105) until decisio
were taken on the financing of nationalised industries as a whole for
that year,

| CONFIDENTIAL |
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JATIONALISED INDUSTRIES'

CONTRIBUTION T0 PUBLIC TURE
EXP
b Yog-82 0 1983-84 i

comui ttee considered a memorandum by the Chief Secretary,
The

on the externa
]981’82 to 1983‘8“'

. Treasury E(80
1 financing requirements of the nationalised industries f( ( )10&)
rom

- CEANCELLOR OF THE EXCHEQUER said that it was crucial to convince the markets
{hat the Government would meet its monetary and public expenditure objectives in
the current, and later, years. The increases in the fina.ucing requirements of the
nationalised industries were a root cause of the Government's difficulties in
meting these objectives. It was essential for sponsoring Ministers, and their
Departments, to impress on the industries the urgency with which they needed to
take action to control their pay and other costs, as did private sector companies

vhich vere subject to more effective financial disciplines.

THE CHIEF SECRETARY, TREASURY, said that he now estimated that it would be

necessary to identify measures to offset excesses in the nationalised industries'

Wtal requirements of £413 million in 1981-82, £166 million in 1982-83 and

@0 nillion in 1983-84. He had arrived at this estimate after allowing for

itional finance for the non-loss makers, for the likely net additional bids

::ezh:ﬂsetfi“g action by the coal, rail, steel and shipbuilding industries, and
Provision of £470 million a year which it had been agreed should be made

for o :
mn:he Pationaliseq industries at the expense of other public expenditure pro-
es,

industri oa
up&ndjture

hring aboug,

He recommended that these offsetting measures should be taken by the

themselves, Qtherwise they would have to be found from other public

Programmes; and the Government would be crif,icised for failing to
“nuggq - ththe improvement in the fimmcing.of the mtiouliseddi:d:::i::;
“iagg !h0u1: e Expendiazs M NN 5 !-.ecmn ; attached to
tiy "enorang, be found either from the list of options in hble- dustries of
thoyy, 8 per S E vy generalised squeeze on investment by the 1n b
i cent to which any agreed option cuts in Table 2 would con ,
L P :
n,hi:l!uon 1k argued it} shils RIS had to be offsets and it was

3 i tries
ty desip, nationalised indus
“hiey 3ble that there should be maximum pressure o:hcir fails,

Y e
°Dt1°n ~ Ereatest possible efficiency and economy o b most part on

» f
Proposeq by the Chief Secretary would fall
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tment, and would thus in effect impinge largely on the Privage |
investment,

was preferab

i 1s and f ; ctop,
et i savings' Trom disposals rom cutting rupyg,
Indeed, it could be argued thats rather than seek %o moet cHetyeNg
naeed,

It
g 00“!

K " ) ’ of th
by offsetting measures within pationalised industries, if that entﬂiled da;e,u
y offs i

cuts in investment, it might be preferable to look f(-)r some part of g, Y
further savings in central Government current expenditure Programes, f
THE PRIME MINISTER, summing up the discussion, said that the Committee agregg
the remaining excesses jdentified by the Chief Secretary should bhe covel'e(lliy°
setting measures by the nationalised industries. The Chief Secretary shoulg
discuss with each sponsoring Minister how this should be achieved, and Tepor,
So far as was practicable, the Committee would prefer to find the savings
disposals and cost savings rather than from cuts in investment. Sponsoring
Ministers should, however, satisfy themselves that the cuts they were proposiy
were realistic. They, and officials at all levels in their Departments, should
seek every opportunity to impress on the industries the importance of wvigorous

and urgent action to cut their costs and reduce their financing requirements

The Committee -

1. Agreed that the remaining excesses identified in parﬁzl‘*‘P:;l igogfnilli'
E(80) 104 (£413 million in 1981-82, £166 million in 1982-83 and B0
in 1983-84) should be covered by offsetting measures within the
industry programme.

41y vith 995
2. Invited the Chief Secretary, Treasury, to discuss urgen yto report®

the Ministers concerned how the savings should be achieved an
soon as possible.

Cabinet 0ffice

18 September 1980

10
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