COMMISSION OF THE EUROPEAN COMMUNITIES

COM(81) 71 final

Brussels, 23rd February 1981

FIRSY REFPORT ON THE APPLICATION OF THE RULES FOR AIDS
TO STEEL INDUSTRY

{presented by the Commission to the Council)'



1.

1.1.
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First Report on the application of the rules for aids

to the steel industry

Part _One: Policy on_aids_to_the_steel_ industry

By deciding on 1 February 1980 to apply a,set.of common rules to atl .
aids granted‘to steel undértakihgs, the Cdmmissidn equipped itself with
one of the instruments which are essential both to its contribution to
supporting and haStening a radical Eestructuring of -the Community steel
industry and to the maintenance of a single Communitx steel market.

In>éttenuating for the period during which the§e rules will be in force
the principles concerning the prohibition of specific aids to the steel
industry under Article & of tﬁe ECSC Treaty, but at the same time.ap-
plying the same rules also to aids granted to the steel industry on

the basis of regional and general aid schemes, the Commission recogni-

zed the need for State financial assistance to restore the competiti~
veness of the Community steel industry and also considered that prio=
rity should be given to the restructuring of the steel industry on

“account of the seriousness of its structural crisis.

The Commission realizes that it has thus'direcfty assumed responsibi-

‘lities. It will continue to fulfil them in the common interest, and in

the convinction that subsidies must not be aimed purely at maintaining

in operation manufacturing plart which, in view of its products, costs ™

and prices, is no Longer adapted to the new market conditions. It wilt

continue to ensure that aids are granted only to the extent that they‘
contribute inuthe long term to the modernization and adaptation of the
Community steel industry, enabling it to face world-wide competitioh on .
the basis.of modern plant, manufacturing at competitive prices pro-
ducts for which there is s demand, without any need for constant finan-

cial assistance from fhe State.



1 3. Although the new rules on aids to the steel 1ndustry have been in
force only since Qarly 1980 and a retat1vety small ‘number of cases
has since been notified to the Comm1551on and exam1ned by 1t, certa1n
pract1cal conclusmons may be draun from the exper1ence ga1ned° also .
some specific problems have arisen in connect1on u1th their operatuon.
1.6, Thé Commission has given its agreement to tﬁe*éids notif{ed to it only
“in so far as they satisfied the criteria {aid down in the rules. The
‘Commission has not authorized any aid not making an overall contribution

to the restructuring of the steel industry.

'Howéver, it has -emerged that although the adjustments carried out by .
Undértakings with financial assistance frdm the.public authorities’
during‘thfs time represent a step in the right direction, the scope of
.the restructuring process is still not sufficientty‘exténsive.' In the
future,;therefore, the Commission will even more than in the past
scrut1n1ze the aids’ conform:ty with the rules 1n the light of the
extent of restructur1ng, and in partvcular of the reduction in capa-
city indispensable to the restoration of an improved balance’ betueen

- supply and demand. The Commission considers that“the‘radicat restruc= '
_tur{ng of the Community steel industry must re-establish this balance
in a relatively short space of time. When it is appraising'aidsvtb'

:'the steel 1ndustry envisaged by nat1onal author1t1es, it therefore

" has to cons1der, first and foremost, the effects of these a1ds at in-

‘dustrial level.

The ma1ntenance of uncompet1t1ve surplus capacity in the long tern, by
-the granting of State assistance to an industry.like steel, contrwbu--
tes neither to genuine regional development nor to the secure and

lasting provision of essential jobs.

1.4.1. These considerations apply both to aid which could prove necessary
at any giQen time to maintaining in operation firms Qﬁich'afe_ba-
sically sound and which have adjusted of could adjust . to‘the new
:market conditions,.but are in difficulty ori -account of the seraous-‘
ness and length of the crisis, and to aid aimed at-averting. severe -

social problems,



The Conmassmon takes the view that 1t 1s essentwal to ensure:
that rescue a1d for 1nstance the grant1ng of Loans on: specwal
terms to enable an undertakxng to keep m1n1mom cash hold1ngs,
b:should only be granted uhen there are genu1neLy acute socxal
iproblems and at’ the same tame that these aids’ should, remain true -
;to their name, 1.e. they should: be granted for a strwctly Llimited
" period, should not be repeated and should enable the. undertak1ng -
_to 1mplemcnt a genumne restructur1ng plan. The Commission. feeLs
“that such rescue aid could well. lose its character if repeatedly
granted by the Member ‘States 2 its real Just1f1catmon havwng
“been abandoned, it could: become permanent a1d ‘to cont1nued ope—:
*Operat1on. Such aid, however, does noth1ng to encourage under-
takings to 1ntroduce the necessary changes dn- thewr product1on
. apparatus. and'performance. More0ver, in the cr1s1s s1tuat1on
“preva1l1ng 1n the industry, 1t can’ somet1mes lead to prace
"levels whose competitiveness does not reflect ‘the undertak1ngs'
competitive strength and not only distorts-conditions of compe-
tition but hampers and delays'the,restrqcturing in the,ﬁndustry
as a whole. The Commission can therefore only tolerate such- aid
to continued operation under stricticonditions, Linked to res-~
tructurfng measures and:reductions.jn capacity.

'1.4.2. Similarly, in the case of investment aid, the Commission will
rigorously ensure that 1nvestment comp11e< uwth rest-ucturnng
2ims. Such aid dwrectly affects the. productwve apparatus. ’f ‘
the Conmwssxon is to agree to the grantwng of State assistance
for new investment andiwnvestment 1n‘nodern1 atwon, urwch often
automatically increases capacityq such«assistance must comply .
in all respects with restructuring rieeds “and the generat cbjec~
tives for steeln The Commission’ u1LL also scrutinize the 1ntenn‘
sity of such aids mainly in the lwght of the extent to nhwch
investment contributes ‘to the overall reduction in capacmty
‘whether at the level of the individual undertaking or within
the wider framework of adjustments between different*nnderte—»
“kings. The Commission firmly ntends to make sure that the rules’
-on investnent aid are observed ; th°se ruies wull be att the
‘more effective as the practical obJertvves of restructur1ng are
-de1ined on the baais of 0 5oir~‘ o 7 of the Commission, thc
Mcmbcr‘States end the undertakinan lpvv lVﬁc



1 5. 'Looking beyond -these questlons of substance, houever, the Comm1sswon
gmust also: po1nt ‘out- that a number of procedural problems arose dur1ngi
?the first year ‘that the rules uere appl1ed It attaches great 1mpor-u
_tance to these quest1ons, not on grounds of pr1nc1ple, but because
robservance of the rules themselves is - cond1t1onal on observance of .
‘the- relevant procedures. In practice, the Comm1ss1on can only fulf1l
;1ts respons1b1l1t1es in adm1n1ster1ng the rules on aids if the Member
fStates scrupulously respect, willingly and in good fa1th the proce- :

dures they have undertaken to follou and that the Commission has de-.

cmded to. apply w1thout exceptwon.

1 S 1.,In the course of the per1od dur1ng which the.rules have been.
,applaed aids . have not. always been not1f1ed in sufficient t1me
.'and in some cases the Comm1ss1on has ‘had to remind certain -

- Member States of their. obl1gat1on to. not1fy. Th1s occurred in
part1cular in cases 1nvolv1ng assistance granted to steel under—
'tak.ngs under. ex1st1ng regwonal or general schemes. Under the
newvrules,.wn con.rast,to,prev1ous procedure,}any aid to the
steel industry must be notified, includingiregional'and general
aids ; ‘some national adm{nistrative:practicesbtherefore had to
be modified. However, the Commission has the -impression that a
number of Member- States have not vetlfully undersfood and accep-
ted their obligation to notify all awds to- the steel 1ndustry.
LThe Comm1ss1on insists on this obl1gat1on and stresses that
aids granted to the steel. 1ndustry 1n appl1catwon of reg1onal
or .general schemes must be not1f1ed,to the Commission-at the
.initiative of the Member States, and not only at its request.
The Commission will take all steps available to it to ensure
observance of this obl1gat1on to not1fy in. advance, for it.is
well aware that in many cases.the steel 1ndustry obtains State
assistance under regional and general schemes. The Comm1ss1on is
therefore.tax1ng the opportunity in this first Report.torremmnd
all Member States of their obligations in this respect. |

.’I



1 6.

1.7.

1.5.2. Another problem concerns the prowswon ‘of funds by public autho-
rities to the1r own undertakwngs, notably in the form of 1ncrea-
sed capital. “In the present situation of grave cr1s1s in the
‘steel industry, there 'is a presumpt1on that 1ncreases in cap1tal
made by States for their own publ1c steel undertak1ngs,,part7-A
cularly when such operations-are repeaied; involve some elemédf
of aid. One Mémber . State has alréady'{nfqrmed-the cOmmission’ -
that on this account it will notify all the funds it makes
avéilable to State-owned steeﬂipndérfakingé. The:Commissioﬁ

.assumes that all Membér}States?ih’the same circumstances ufl@

also make the necessary advance notification.-

In ‘presenting this first Report on the application. of the rules for.
aids to the steel 1ndustry, the Comm1ss1on gives its assurance to the -
qunC1L that it will ensure that.the procedures and .criteria laid down.
at the beginning of 1980 are strictly followed. It is convinced that
”'it?is'onLy_in thfs way fhat it c¢an maké a substantial and essential

‘¢ontribution to the long-term restoration of normal conditions of

competition in the industry.

Part Two of this Report outlines the actual decisions taken by the

Commission during the year on the basis of the new rules. There have

in fact been few cases. This is due'to the fact that a number of mez-~

sures envisaged by the Member States have nct yet been finalized and

are not yet sufficiently precise and def1n11e for notification and

- also because a fairly substantial number of aids had already bzen

granted to the steel 1ndustry, notably undel reg1onal and genera;

'schemes, before the new rules came into force. The Commission there-

_ forg felt it worthwhile to outltine cases of which 1Lnuas 1nformed,

1.3.

- 4n an Annex. to this Report.

As regards these latter aids, the Member States informed the Commission
during 1978 and 1979 of a number of cases of specific aid granted to
steel undertakings befere the new rules were applicable ; the most



A1nportant ‘of these were d1scussed at mult1lateral meetings u1th
experts from the Member States. As the Commxss1on previously pointed
out in.an answer to a Written Quest1on, 1t con51ders ‘that aids gran=—
Lted durwng these two years were in the main conS\stent with the
:obqect1ves pursued by means of the current rules. Certain steel
‘unde?takings may have received regional and general assistance as’
-uell as these specific aids. However, the Comm1sswon has no informa-
tion on the extent to which such ass1stance was -granted, since this

has - only had to be not1f1ed to the Comm1551on s1nce the new rules

cane into force.



‘part 2¢ -Aid:notifications from.1. 2. 1980:to 13.2. 1981

’2.1 Dur\ng th1s period the Comm1ss1on rece\ved n1ne not1f1cat1ons H

*2.];1.1f1ve cases of aids for 1nd1v1dual 1nvestment programmes. two
from the federal Republ1c of. Germany, two. from the Netherlands
and one - from the United. K1ngdom, L ’ 2

"=2 1 1."a'ids vforf'investmentfto reStructue the Italian steel industry;

:2.1.3.fa1ds for contwnued operat1on in Denmark°
2.1;4. aads programmes for the Belgian and Luxembourg steel 1ndustr1es,

é;1;5;iemergency a1ds for the Belgian steel 1ndustry.

'2.2;1A”In jts examination of aids to the steel 1ndustry the Commission' 'S
4 Pprincipal concern is to ensure the. ach1evement of the two
ob)ectwves of the aids "discipline”, 1.e, that aid makes a
‘genuine..contribution to the restructuring of the industry and
_thaf,it does not cause unwarranted distortions of competition.
- These principles have so far been applied in the. following cases.

2.2.1. InueStment aids (Article 2'of.Debieion n°r257/808CSC)

2.2.1.1. Federal Republic of Germany

The Commission received notification of an aid for an invest-
ment programme to restructure and modern1‘e a steeluorks at’ .
»Dortmund by replac1ng open-hearth furnaces by an oxygen plant
and an associated continuous caster..The capac1ty of the new '
plant would be 2/3 of that of the open-hearth furnaces and

the technology adopted uould perm1t a substant1ally h1gher
than normal scrap input as well as reduced -energy conSumpt1on.
There would be important reductions in,employmentxat the works.
The'gommiésion‘gave a favourable opinion on this investment
programme.

e -
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The a1d for this pro;ect would be: 1n the form of a: loan at a reduced
rate of. {nterest from the FederaL and Land Governments. The net grant
reqmval.ent of the aid uas est1mated by the Commsswn to be of the

order of 12 %. The Federal . and_Land. Government would rece1ve a share

of any revenue from the ltcens1ng of the technotogy.

Given the 1mportance of the modern1zat10n and the extent of the capa-
city reduct1on for liquid steel as well- as ‘the existence of certaan
structural problems in the area concerned, the Comm1ss1on consadered
that th1s aid conformed to ‘the cr1ter1a of Artwcle 2 of Dec1s1on n°
257/80/ECSC and accordwngly decided not to ra1se any obJectwons to 1tsl

implementat1on.

1’2.2,1.,2. Italy

The Italian Government informed the Comm1sston of its 1ntent1on to.
assist restructuring investment by the steel. industry both at a. steel-
works near Naples and elsewhere: by using general and regio-

nal aid regimes. Regional aid would be avawlabte in the Mezzog1orno

-§n the form of grants at a rate of 20 % vhtle general aid would be ‘
provwded in the form of interest .relief grants on loans of up to’ 15
years with a f1ve year grace per1od for up to 50.% of 1nvestment costs.
These 1nterest relief grants would reduce the ‘rate of interest to -
.SOVX of the reference rate. The combined-netxgrant.equivalent of -these.

a?ds is about 38 %.
The Commission examined this proposal in two parts.

First, as regards the restructurwng of the steeLworks near Naples,
‘which fnvolved the installations. of. cont1nuous cast1ng equ1pment, the
nodernisation of the works' heavy sectwon m1ll and the: constructwon v
of a hot - wide strip mill, the Comm1ss1on had given a favourable oo1nion
under Article 54 of the ECSC Treaty. In view of the 1mportance of the
restructuring programme, of its compatibwlity w1th the\Communvty 3



- e

arestructuring polmcy and of the locatmon of the works in. an’ area of
,the Italxan Mezzogadrno sufferang from seruous structural problems,
,the Commissxon cons1dered that a1ds of thxs 1ntens1tv were 3ust1f1able
and accordmngly decided not to ra1se any ob;ect1on to the1r 1mplemen-l

tat 10’1. -

Second, as regards the use of these: a1d systens to asswst other steel ;
1nvestment programmes, the Commission was unable to examine the i:."
justificetions and effects of - these aids. in the absence of” 1nformat1ong
‘on the, pgp;ects that the. Italian Government 1ntended to suppoct; Thas i
problem was explained to the Italwan author1t1es, who 1n consequence '
undertook to notffy in advance the other. 1nd1v1dual cases of appl1ca-f
:tfon to steel of the a1d regumes in quest1on. Accord1ngly the Comm1s- ;
sion considered that tliis second part of the or1g1nal notification did,
not call for any further-action at this staae:

2;2.2..Aid‘to continued operation (Article & Of decisiIon AY ¢>7/BU/ELSL)

As indicated in the annex; A the Danish Government had in~1978'

granted aid to assist in the f1nanc1ng a ma;or steel restructur1ng pro-
granme 1nvolv1ng a reduction in capacity. The aids proved to be 1nsuff1-
fient to resolve the company's d1ff1cult1es in financing the restructu-
ring, a fa1lure at*rwbuted to the fact that ferrous scrap pruces had
'risen more rap1dly 1n relat1on to eteel pr1ces than had been expected
in 1978

Accord1ngly the Danish Government dec1ded ‘to provide add1t1onal aad to 2
the’ company in the form of a part1c1patory loan of DKr- 103 m\llaon. Thwsv
is a long term unsecured loan uh1ch will be remunerated at a rate of'
interest equal to the rate of dividend on. share capital uwp to 1985 and
will thereafter bear a market rate of ‘interest.
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:The Comm1ss1onnhad some: reservatwonsm'bout the, 'estructur1ng_plan in

DK‘7450 m1ll1on, the rest of uh1ch uas to be prov1ded by the sharehol-v

ders and the banks.

Accord1ngly the Commwss1on dec1ded that the a1d conformed to the cr1-
l—‘q"

teraa.of Art1cle 4 of Dec1suon n° 257/80/ECSC and dad not ra1se any
obJect1on to 1ts 1mplementation.

12:2.3.°Belgian -aid programme - (Articles 2, 4oand*54of;0ec{§ion‘n°‘257/$Q[$E§C{
{fbefbefgian GoVernment‘not§fied the Cdmb%éE%onfofftneﬁfofLoding;aidsiiﬁ

,Aids for "strategic" investment programmes,'1nvolv1ng est1mated totalf
expend1ture of BF 22 bn, in’ the form of " 1nterest rel1ef grants,-state
guarantees, accelerated deprec1at1on and exempt1on for three years b
from the précompte 1mnob1lier (rates).wThese a1ds, uhwch wouLd be D
granted in appl1gat1on of . the Economic Expans1on Laws of'17 7.; L ‘
and 30. 1.7 1970, were estimated to amount to a net grtnt equuvalent 5
of 14 ‘% to 17 5 A.

.-, Aidsafor ”ninor" investment programmes, involving total expend1ture :
3.5 bn- would bekavailableVOnIthe same'basws ‘i the form of i -
1ntere t relief grants;and stav_




‘- ’A nunber of emergency atds had been granted in the form ofistate gua-
rantees for 15 year loans uith a ftvegyea.:g ace pertod. These guaran-r
tees amountlng in total to around BF.2 bn uere requared in order to
avoid bankruptcy procedmngs be1ng started in- respect of three compa-

nies. .

?The Comn1ss1on exam1ned these aids - 1n the context of the restructur1ng
*plan for the Belgtan steel 1ndustry. The atded 1nvestment programmes
?taken“as a: uhole uould result in an - 1ncrease 1n product1on capac1ty even,
yafter taktng account of. the assoctated closures dec1ded upon by the
'undertakmngs. Furthermore, there were sertous doubts concernmng the effeo-
:tiveness of, the restructurtng plan 1n restorwng the f1nanc1al v1ab1l1ty
of the 1ndustry in the future. For these reasons the Comm1ss1on cons1dered
vthat the 1nvestment atds did’ not meet the cr1ter1a of e1ther Art1cle 2 '
(for notwfted 1nvestment programmes) or Art1cle 4 (for 1nvestment pro-

grannes not not1fied) (1.

:For the emergency aids, the underta&angs 1n quest1on uere all 1mportant
1sources of : employment in, areas suffer1ng.from reg1onal problems. The Com- ‘
Jntssvon accord1ngly consudered that they uere requtred 1n order to cope
fufth acute social d1ff1cult1es pend1ng the 1mplementat1on of the restruc~~.
‘turing plan. In v1eu of thetr m1n1mal 1ntens1ty, 1t therefore ra1sed no
objectionrto_these aids.

'Houever, the Comm1ss1on learned that the Belgxan Government -had ‘decided:: -

to provide further guarantees for loans up to BF: 1 S bn for undertakungs

‘of the Triangle de Charleroi. In view of the effects thatarurther emer-5~

’gency aids of th1s amount could have on the steel market ‘the Comm1sswon
'fconsidered that th1s case should be exam1ned more thoroughly, 1n partv-
"fcular $0 as to ensure that the aids would_ contribute to the’ atta1nment f
ﬂof a better equil1brium betueen supply and demand.:

EW:For these reasons the Commission initmated the procedure of Article 93(2).
“Jfof the EEC Treaty in respect of- the 1nvestment aids and .of. the emergency
f”aids for the. undertakings of the "Tr1anglc de Charler01". '

(1) Aids for investment programmes. uhich ‘do not" require to- be notifmed to the
e “Commlsslon under Decision n® 22/66 do not meet the first. criterion of
"Artiele 2 ond accordingly must be examlned under Article 6 of Deciston no.

..?"s'
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2.3.“.

2.3.5.

“13 -

The Belgian Govérnment has notified the Commiséion of further

_emergency aids in the form of stéte_guarantees for loans

totally BF 6,456 million for five steel undértakings.

The Luxembourg Governuent notified an aid programme for the
steel iﬁdustry involving in particular invéstmcnt ajid for
expenditure of FLUX 20 bn over the périéd 1980—1584 in the
form of grants at a rate of 25 X. Addifibnal measures in the
form of certain tax facitfties, loans ‘at favourable rates of
interest amounting to_FLU* 29'million; sﬁate'guaréntees for
ECSC loans and grants towards the cost: of tﬁe Antifcrisis-
Division. o o



IV/ZDSISD-EN:
ANNEX

%{dsfand;jnterventions prior to the entry into force of Decision n® 257/80/ECSC .

&A 1’“In Denmark the Government decided in 1978 to assist in the f1nanc1ng of
,a restructur1ng programme by prov1d1ng ‘ajds in the form of a part1c1patory'
floan of. DKr 108 million and of guarantees for borrow1ng from Commun1ty
Lsources (EIB and ECSC) up to a total of OKr 105" m1lt1on.

A;Z."In the‘Federal Republic of Germany the Government decided to intervene to

;promote the restructurung of the Saar steeL 1ndustry by providing invest-
;ment\grants payabLe in five. annuaL ﬂnstalments with a present vaLue of .

oM 200 million and guarantees up to DM 900 m1LL1on. The restructuring
hprogramme involved substantial mocernuzat1on and rat1onaltzat1on of two
fof the three steel companies in the Saar foLLow1ng their takeover by an-
'other company and would result in a sagnzfvcant capac1ty reduction (ranging
:from 10 % to 25 % according .to the stage: of product1on) "The cost of the
?programme was estwmated at oM 1.3 bn for 1nvestment and OM 0.5 bn for

isocwal costs.’

A3, In France, Long—term loans totalling FF 1200 million were granted in 1977 and>_
‘19?8 from the Economic and Social Development Fund (FDES) (1) ‘under a re=-
covery programme for the steel - 1ndustry. In add1t1on repayments of pr1nc1—
pal amount1ng to FF 90 meL1on of eaerer FDES loans were deferred, and
{the Government agreed to guarantee ECSC and EIB loans where. necessary. ‘

" .
_Subsequentlyc the Erench Government*decided on a'financial\reconstruction :
to'reduceAthe industry's financial. costs. Ownership of the stee(‘industry
:was transferred to three new hoLd1ng compan1es created by the 1ndustry s
~cred1tors. In’ add1twon the ‘terms of. ex1st1ng FDES Loans were modvaed in
:particular by a reduction in the rate of 1nterest to 2 nominal level.
;Bondsﬁwould bear 3 swm1Lar rate of 1nterest, to be made up to thecoupon
:by a“neu fund created by the State.‘The amount of ‘Loans and bonds affected
;totalled FF. 22 200 m1llion. These were the ma1n elements of the f1nanc1al
t"n"e‘construct'ion wh1ch was expected to reduce the industry s. fwnancval
;charges‘to ‘ leve} romparable to: that in.other Member. States (from 13 % as.
Qa; ercen.age f‘tu-noveri n~1977 to around 5 %). At the -same . tume the 1n~
;dustry was to p-epare and 1mplement a restructur{ng pLan.

‘“

1) onds de Dé.:loppement Economique et Social. r2
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‘ ANNEX

 For, Luxembourg a notif1catwon was made of aid in the form of a grant of
12 S5 % ‘and of tax relief for an {nvestment project 1nvoLv1ng the producs
tion of: treated and coated eheet. The'new plant,uould<replace,steel capa-

city closed in the area. The investment expenditure would be LFR.1.3 bn.:

-Itfis bhderstdod?that'this”aid has not yettbeen:granted.

“The: Netherlands notified aids in- ‘the form of grants totall1ng Hfl. 53. 6

-mill1on for ‘an” 1nvestment pro;ect 1nvoLv1ng ‘the 1nstalLat1on of a cont1—i

nuous caster at ‘a cost of about HfL 250 m1lL1on.

1n the‘Uhited‘Kingdom, the Government decided in March- 1978 to finance.

cap1tal thus. abandon1ng the. prev1ous arrangement by which- the Corpora-

't1on s f1nanc1al requ1rements were met essentwaLly by a m1x of cap1tal

and” loans{ It was recogn1zed that a cap1tal reeomstruct1on wouLd be re-

quired . 1n due course, but it was 1ntended to undertake th1s onLy when the

market s1tuat1on .and prospects became cLearer. At the same t1me the BSC

was to take steps to bring capac1ty more 1nto baLance w\th prospect1ve

'demand._



