COMMISSION OF THE EUROPEAN COMMUNITIE
COM(81) 67 final

Brussels, 20 february 1981

STEEL RESTRUCTURING POLICIES

{Communication from the Commission to the Council)

coM(81) 67 final



COMMISSION OF THE EURQPEAN COMMUNITIES

CORRIGENDUM COM(81) 67 final/3
New page 9

Brussels, 16th March 1981

STEEL RESTRUCTURING POLICIES

(Communication from the Commission to the Council)

coM(81) 67 final/3



COMMUNICATION TO THE COUNCIL

Subject: . Steel Restructuring Policies

I

Foreword -

The Council, at its meeting of- 30 October 1980 decided to dlscuss steel
. s
restructurlno in the context of the dec1s1on to adopt the. Artlcle 58 ECSC.
manifest crisis measures. This Communication has been prepared for the

_Council's meeting on 3 March 1981. It is in three parts:.
.~ . Assessment of the situation - o o ' y
~ ~ Objectives and constraints -

- Community policies. : : o -
The Communication refers to the Commission's first report on the implementation’
of the Dec1s1on concerning State A1ds (1) and to the Annex to ‘this ‘

communication on the soc1al aspects of steel restructurlng policies (2)

This paper 1s also supported by two worklng papers of the Commlss1on s

',;serv1ces which are being addressed to the Council as well (3)

The Commission will continue to review progress and problems in this area -
_ periodically with the Memher‘States' Diréctors-General for Industry,
. without prejudice to- the provisions of--the Treaties.

The ECSC Consultative Committee will be consulted’on this document.

(1) First report on the implementation of'Decision No . 257/80/ECSC _
establlshlng ‘Community rules for spec1ch aids to the steel 1ndustry,
coM (81) 71.
. (2) See Annex. o ' . o o o .
3) Analy51s of Certain Aspects of Steel Restructurlng P011c1es,»
v_February 1981;

Report on Restructurlng in the Steel Industry, February 1981.



Assessment of-the Situation

During the past 5 years substantial efforts have been médé by the
Community and the Member States to adjust the structure of the
European steel industry to the new economic conditions. Thus, the
capacity targets for 1980 which were 214 million tons in 1977 have now-
been brought down to 201 million ‘tons. Furthermore restructuring
plans have been implemented in several Member States. either at the
initiative of the public authorities or the entérprises themselves.

At the same time there has been.a majo; financial eﬁfbrt to modernise
and rationalise the entefprises which has allowed productivity to
ingrease by some 26% during the course of the past 5 years. The fact
that the.gravity of the'present situation has been recognised by fhe
Declaration of the Manifest Crisis only goes to sﬁow that, overall,
these efforts remain insufficient and that a reinforcement of
Community policies is called for;_

The main reasons for the-crisis in “the Community are the deterioration
in international competitiveness and the fall in demand, which used to
increase, but which peaked in 1974 and has never fully recovered -
since. The decline in demand can be explained to a 1arge extent by the
low level of capital investment in the economy at large and by a ‘
marked drop in the specific consumption of‘stgel (l)u Consequently,
the balance between demand; including exports, and capacity has
deteriorated. By how much is to some extent a matter of technical
interpretation of the precise notion of maximum production capacity,
because repdrfed statistips sometimes include reserve plant which will
probablyfnevgr.be brought into production agdin. As long as this
ambiguity'remains, one has to rely on the best estimates available
which 1nd1cate at present that capac1ty utilisation fell from about
807 in 1974 to about 557 in 1980. On this basis there may now be some

40 million tons. of excess capac1ty for crude steel production. On

- present plans in 1983 even under the most favourable assumptions

1

regarding demand there would still be more than 25 million tons of
surplus crude steel capécity (2), for which there is no market at

present cost levels.

’

(H

(2)

i.e. the relationship between steel consumption and the level of
incomes

General Objectives for Steel, SEC(78)3205 final, 20 July 1978.
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‘Thus durlng the past three years, the overall s1tuatlon has deterlorated
to the p01nt that there 'is now no question but that structural '
‘overcapac1ty is affectlng the majority of producers. Th1s requ1res_
1that adequate pollc1es 1nf1uenc1ng the level of - capac1ty be "implemented

-effectlvelyv‘ o - ) . ) | o - 3

The . prospect is for a'véf§ dlfficult employment situation in the -
1ndustry The number of jobs in the steel 1ndustry, which was .
increasing up to 1974, has been falllncr from 792 thousand in 1975 to

605. thousand 1n December 1980 ‘Although it is difficult to,oredlct ’
future employment, because 1t depends on the actual decline in

’ capac1ty and on the 1ncrease 1n product1v1ty, 1t is clear that the
'1ndustry w1ll contlnue to face heavy job 1osses.1 In this- context-lt

' must be borne in mlnd that although the steel industry is an 1mportant
support for. many existing act1v1t1es, 1t is. no longer a leadlng sector-
creatlng growth in the rest of the economy Experlence in certaln
~areas shows that successful restructuring can prov1de a better -
assurance of long~ term economlcally viable employment in thlS industry
Vthan can malntalnlng uncompetltlve structures. In the absence of-a

dellberate restructurlng pollcy, employment could decllne even.

';further.

- Steel policies are part of ‘an overall adjustment strategy Steel -
restructurlng is an 1mportant element in .the. Communlty s approach to

the adjustment of 1ndustr1al structures to new domestlc and 1nternat10nal

N

economic factors. - Thls approach will only succeed if pollc1es and ‘

resourceS'to deal with the, regional afd social difficulties are

T

conmensurate with their gravity. . : S Coe

Objectives' and Constraints - o L.

-The obgectlves of steel restructurlng p011c1es are. qulte 31mple and
are well—known.\ to return the steel 1ndustry in the Communlty to
flnternatlonal compet1t1v1ty,‘torrestoreﬂthe profitability. of" the
-firms,'and to assure‘the stability of employment; Furthermore .

: restructurin° measures must not loseAsight'of the fact that steel
using industries have:- to’ be able to rely on supplles, of the techn1cal
rlgldltles of steel plant nor of the 1ncreas1ng dependence on

1mported energy and raw materlals.
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Restructuring policies are ad&;éssed to enterprises with very
heterogeneous étructure and competitivé_characteristics (1). These
‘policies have .to respond not only to the problems of iﬁtegrated bulk
producers- but also to the specific characﬁerisfics of specialised
firms and of mini-mills.
The objectives of restructuring-policies encounter a number of
substantial constraints,which affect the context within which firms

have to take decisions, and the implementation of Community measures.

I. The economic context

Inadequate investment in modernisation in the past and the
indebtedness and-weak cash flow of most steel enterprises have
inhibited the restructaring process not least by postpohing
decisions. Furthermore, 1nf1ex1b111ty in the structure of
enterprises inhibits ratlonallsatlon or concentration when thlS
would improve compet1t1v1ty, and insufficient information about
each other's plans creates the rlsk that uncoordinated restructurlng

plans result in dupllcatlon and continued excess capac1ty

The 51tuat10n has been aggravated as a result of the enterprlses
pricing p011c1es which have made it 1mp0551b1e to keep up with
comparable internmational costs, such as energy and'raw mgterlals,
to the same extent as in‘the us énd Jaﬁan.
{ . ,
Finally, increasing unemployment in the.CBmmunity as a whole since
1973, and especially in 1980,umaking iestructuring programmes
involving many redundancies even less acceptable than before. .
Efforts to create alternative empibyment’opportunities have so far
encountered uneven results and are insufficiently successful overall.
’Regions depénding for a large part on the steel industry risk paying
too high a price for restructﬁring; whence the general priority for’

the encouragement of diversification and the creation of new jobs.

~

(1) See Chapter C pp. 7- 13 of the "Analysis of Certaln Aspects of Steel
/ Restructurlng Policies" .

[
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2. Iwmplementing Community measures

'Réstructuring has also been inhibited by difficulties in

implementing existing Community measures.

-

~'In the first place, the ECSC instruments are conceived from the
point of view of promoting new investments while rationalisation
also requires that the conditibns be created where firms accept

.to give up capaéity..

Secondly the'disciplinevwhich should. follow from the Decision on
State Alds (l) is indlépgnéabie if the transition is to bé made
towards competitivity. Otherwise, unféir"di$torti0ns in
lcompetiﬁive conditions Qiﬁhin ﬁhe Communitylwould contribute to
the maintenance of uncompéetitive capacity aﬁd'tqrthe creation of
ﬁew,caﬁacity for which the need has‘not béen demonstrated.

:Conéequenfly, reinforcement of réstrﬁcturipg policy, especially -
the aid andiinvestmentAéspects, afe‘a,préfcondition for a return
to a steel in&usffy which would be réally competitive and which
would not need permanent prdtectioh.. Without restructuring of
the indgstf&, the anticrisis measures, the international arrange-
ments and régional.and social policies, although necessary during
the adjustment procegs, would not be effective in the 1onger‘

term. -

- (1) ‘Decision N° BO/ECSC of 1 February 1980, C(80)97 final.



Community Policies

Notwithstanding the present management of the steel market the

enterprises themselves are naturally principally responsible for

jtaking the initiative to respond to the crisis. However, under the

treaties, the Commission is responsible for the management of EEC and
ECSC policies as they affect the steel industry in the Community. A

pre—condition for effectiveness of these policies is the agreement of

the Meﬁber.States to the objectives which are being pursued and the

way they can be attalned.

N

For its part, the Commission is determined to further strengthen the

coherence and rigour of ECSC policies. This approach will focus on

- the implementation of the General Objectives .and on the Community's

regulatory and financial instruments.

1. Information

The first step is to bring together and make available the
relevant information about the. state of the industry. The

‘Commission will: -

- complete and update, as necessary, the General Objectives

for Steel, treating a wider range of products;

- pursue its assessment of the technological characteristics

and competitiveness of existing steel capacity;

- collect from Member States .and entefprises the mecessary
, financial data for the conduct of aids policy, and for

restructuring.’ “

2.  Investment. policies

‘Invéstment policies and particularly Article 54,  ECSC policies, are
- a principal instrument of restruéturing policy. The Commission
- will strengthen the.investment opinions so as to facilitate a more
rigorous application of the aid rules and to use these opinions

even more systematically.in decisions on Community financing.



To do so fhe:rules for investment‘declaratiqns will be changed to
bring the declaration - and the opinion - forward in time, so '
that investment declarations.are addressed to the Commission well
beforé the firm has taken a definitive position on the invest@eﬁt.l
The Commission must have:the Qppdrtenity;'the.nécessary facts and’
the tihe; to relate investment~dee1aratione.from'different fifms

to each other and where appropriate ~to suggest alternatives. The
Commission's appraisal will also check~whether-the investment 1is
eeonomically'viableq' The substance of the Commission'e opinion

will be made known.

In the context of fhe investmeﬁt survey, and the inveStment” . ‘
" declarations, the CommlsSLOn w111 ensure that it recelves

complete 1nf0rmat1on regardlng the enterprlses overall restructuring.

s

“strategiles.

The Commission will'contipue'fq-base'ite Afticle-Sd; ECSC”lending

policies on the implementatien of theiGeneral Objectives and on

, ‘the Investment Opinions.- ECSC lending policy will also continue .

o ﬁo faVour feconversion investments in'fhe steel areas'andvthe
deveiopment of raw materiei‘supplies. '

~ ! AY . . N -

3. Competition policy
The serious problems confronting the steel industry may well lead
to situations where enterprises might wish to enter into arrange-
_ments or forms of commercial cooperation which could prove to be
contrary to the Treaties. Furthermore, -the Member States are granting
substantial aid to the 1ndustry .
However, it is 1n the long term 1nterest of the industry to restructure
so as to become v1ab1e and to return to a fully competitive market.
Consequently, the Commission will conduct its policies regardlng

~cooperation between flrms and state alds giving prlorlty to this

objective..
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Cooperation among firms

In order to permit appropriate rationalisation when the need is
demonstrated, the Commission will continue to apply Articles 65

and 66, ECSC and Articles 85 and 86, EEC with the flexibility
p;ovided for in the Treaties. The'Commission will continue to
favour cooperation which leads to a better utilisation of .the
industrial complementarities, notably through increased V o~
specialisation, joint use of plant to avoid duplication and thrPugh

the common purchasing of raw materials.

The Commission will also positively consider concentration which

leads to capacity reduction and more competitive structure.

The Commission wili have to make sure that ;hese policies are -’
consistent with the loﬁg-term existence of enocugh independenﬁ
integrated steel firms to ensure adeqﬁate competition, protect
consumers' interests and to conserve industry's ability to

- adjust. Moréover, the specific characteristics’and,coﬁpetitivity

’

of specialised producers will be taken into account.

Aids policy

A successful restructuring policy implies that aids may be
granted to the steel industry in conformity with a strict
interpretation of the Decision on State Aidé>on'the basis of-
full and timely information, which the Commission will relate to
the overall data on the extent and intensity of state aids to the
iﬁdustry. Notification of state aids will have to be early and

complete.

Some Mémber States appear to,confest their obligation to notify each
individual case of general and of regional aid. unless specifically

requested to do so by the Commission. The Commission will make sure
fhaﬁ Member States observe pfomptlf and fully their obligafion to

notify all aids.



Moreover, the Commission will give its decision on the proposed aid
only when it is in possession of all the relevant facts and information,
including the necessary financial data, to allow it to appraise the

proposal in the light of the full criteria of the decision on Steel Aids.

In so far as the necessary information is available at the time the
Commission's basic orientation regarding aids will be determined at the
time of the appraisal of the investment declaration and the preparation

of the opinion.

Investments which do not receive a favourable opinion are not eligible

for national or Community aids or public financing.

Reconversion and social policies

It is unavoidable that more Jobs will be lost in the restructuring process,
but the reduction of jobs should be accompained by measures to create new
jobs by companies themselves, by public authorities or together. In this
context retraining facilities and tideover allowances should be assured.

In so far as not enough new jobs can be created adequate social measures
should be taken. An integral part of a restructuring programme on the
company level should be a social plan -~ on which the workers should be
consulted at an early stage of its preparation — which explains clearly
the reduction of employment and measures proposed to resolve the workers'

problems.

Successful management of reconversion is a complex process involving the
organisation of the pre-conditions for industrial investment, promotion

of new projects and the retraining of people. Experience in the United
Kingdom with BSC Industry shows that the effort is worth making and results

can be achieved, not least at the level of creating new small enterprises.

Community resources are contributing to this process and should do so more

in all the areas affected.

Memeber States are invited to use the quota section of the Regional Fund
in a complementary thanner and to introduce requests for contributions
from the ERDF which are additional to national efforts for the areas

most affected by the restructuring of the steel industry.
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On the othef hand, the quota-free section_of the Regional Fund
should be significantly increased so that the Community and the
Member States may jointly make greater efforts in regions
affected by steel closures to promote accelerated infrastructure
pragrammes of and to encourage new gctivities, particﬁlarly in
smaller firms in the context of specific Community actions for
regional development. There should be assurances regarding the

~

additional nature of these programmes.
{

-

The terms and conditions of Article 56, ECSC reconversion loans,

‘which are determined by the Commission could also be improved:

the number of global loan arrangements will be increased, the
threshold for individual apﬁlications under global loans will be
raised so that more medium-sized projects can be handled in this
way, and, subject to available budgetary resocurces the Commission
will consider raising the value of the loan per job created

eligible for the interest rebate. This will enhance the

'aﬁailability.for smaller firms and further streamline the

efficiency of the procedures.

‘The Commission also stands by its proposal for reinforced social

measures for steelworkers, and for a corresponding budgetary

‘provision (1). The failure of the Council to reach a positive

decision on these proposals reinforces the existing substantial
socidl resistance and undermines the credibility_and'feasibility
of any restructuring policies.- It should be underlined that the

reinforced social measures and the budgetary provision are needed

. for workers who have already left the steel industry.

'Further restructuring will lead to new dismissals for which

additional money is needed, and for which the Commission has

already made proposéls.

See Annex



5. Disinvestment incentives .

‘Even 1f all other aspects of a”reetructuring.policy.are carried
out,-there remains the’problem‘that enterpriees are often
‘reluctant to close obsoiete plant which may.stilllbe marginally
",profitable; especially when they have to service outstanding

debts.

To date the Commiesion has offered sone interest rebates on
_ArEicle 54, ECSC*loane for restructuring investments (ll}. This
has had some effect on the related investment and closure
‘decisions but the measure, which has not proved to be as
"eff1c1ent as expected has been abandoned for 1981 for budgetary
reasons. It is therefore urgent to examlne thlS problem and
define a new, approach. ‘Several alternatives could be con31dered.
In the first olace, the Community definition.of closure aids
could include writing off or refinancing debts thereby permitting
‘Member States,to reconstitute in this.casefthe enterprises"
- capltal (2).° Secondly,-the;purchaée aand closure of plant
between flrms mlght 1n any case have an equlvalent effect.
Thirdly, a form of closure premium could be env1saged, possibly
- jointly financed by the Community, which would share part of -
- . these costs prov1ded there was an acceptable counterpart in the

form of reconversion and diversification 1nvestments

In the latter case the consequences for the ECSC budget would

have to be con51dered9 1nc1ud1ng the p0331b111ty of a specific

levy for this purpose

(1) See Official Journal N° Cl74/1 of 22.7. 77

(2) In this case the p01nt should be con31dered when the AldS Dec151on 1s‘
reviewed at the end of 1981. :
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In conclusioﬂ, the problem is pot so much the definition of agreed
objectives as the implementation of coordinated policies in the present
economic situation without . imposing unjustifiable burdens on certain groups
or regions. . Co . '
The Commission's assessment of the situation and its policy proposals
presuppose the coordinated implementation of Community policies. In

particular Community policies include:
- complete, available information;

- more systematic relationship between restructuring objectives

and investment policies;

- using competition policy in favour of positive cooperation between

companies; to restructure and ensuring rigorous implementation of the

o

Aids discipliné€; ‘ .
- active regional and social policies; and

=~ . early consideration of effective forms of disinvestment incentives.

For these policies to be effective the Council must agree on the objectives

and the means.

Annex



I . ANNEX

SOCIAL MEASURES IW THE STEEL SECTOR

1. The following is an'account of the bids received so. far from
Member States for Community financial assistance for social ‘measures

connected with the restructuring of the steel industry.

\

-

2. Some additional material has been received since December’when the

. Council asked the Commission to take this matter further in consultation
with the Member St-tes ctoncerned, but the;bids are far from complete‘and'
7further detailed d1scuss1ons with the Member States w1LL be necessary,

probabLy Last1ng a number of weeks.

“Present state,of bids . ‘ ‘ o ‘ ”:

‘ 3; * The Cowmun1cat1on sent by the Comm1ss1on to the Counc1L on 29
‘October 1980* sets out the appL1cat1ons for support -@lready rece1ved from
france, the UK and BeLg1um. The French application' was for. 300 m1LL1on
ECU, the UK application, for 140 million ECU and the Belgian appL1cat10n

" was put in more general terms. ;According'to'the Commission'staff's cal-
f_cuLation, the total amount eligible for reimbursement by the Community.
was 157 million ECU, of which 112 million ECU should be paid in the’

first year. o o -

b, Since then'the foLLowing-informatiOn has become available:

- The Br1t1sh Government has made a new appL1cat1on for support The
British SteeL Corporat1on plans ‘to reduce employment by a further
20 000 JObS. Extra support is requested,under ECSC rules for -
10 000 jobs resuttﬁng from closures or'reductions tn actijvity. The ‘
total cost could be about t43 million. The Commission staff have not yet

caLcuLated what amount would faLL to be reimbursed by ‘the Commun1ty.

= S0 far'as the French apptioation is concerned, the number of peOple-

~  for whom early ret1rement will- be requested has been 1ncreased by -
~1 600. On the same basis used by the Comm1ss1on for its previous
caLculat1ons, this will increase the amount needed for the French

application by about ¢ million ECU.

*  COM(80)676 final 29.10.1980



Further. discussions are currently taking place between Commission

staff and French and British representatives.

Because. of the very recent developmnents in Belgjum, new discussions
will take place with the Belgian .authorities. Until these have taken
place no.new estimate can be made of the financial imp[icatioﬁs for A

the Community.

Luxembourg has asked for a renewal of the ad hoc agreement for the

. support for steel workers leaving with early pens{ons. .

- . From the Dutch sﬁde no official applﬁcation for support haé yet been
received. In the Dutch steelworks reorganisation is'undér discussion.
This could Lead to a reduction in the workforce for whom ECSC support
might be applied for. It is not certain if the Dutch authorities
intend to make an application for support for shqri-time work, although

half the workforce have been working short-time over the lLast few months.

- As regards Italy the possibitifies for support for short-time work are

under discussion. Nothing has yet been decided.

Fin=l cecisions concerning restructuring in Gérmanz have not atl
been taken and it is not yet possible to determine the level of -bids

. for support from the Community.





