Freerider Notes

British Steel Corporation

HBS case

The original case is 12 pages.  This two page summary is comprised of direct quotes that encapsulate the key points of the text.  Bulleted plain text indicates a direct quote.  Bold indicates a key point, as well as the name of the people on the committee. Commentary is added when appropriate. Printed in the case are a number of charts and even pictures of the players we will watch on video come class time.

This case sets the stage for discussion of power politics.  It is mostly background on the state of the British Steel Corporation, the conglomeration of the British steel industry that was combined into one publicly-owned entity by the Labour government (that is how the limies spell it)  in 1967.  In short, there are dubious economics arguments but very strong political argument to build the plant.  Tensions over regional bias, pure political power of the unions and the Labour party and the looming specter of a Scottish Nationalist movement stand to have a great influence on the process, one that will not unfold until we are in class.  The central question is: how will politics effect the action of a for profit business acting under the direction of a publicly owed administrative structure.

· In early 1975 many of the top managers of the British Steel Corporation (BSC) were deciding whether to invest in one or two direct reduction plants at Hunterston (near Glasgow, the largest city in Scotland).  In mid‑1974 Korf, a West German manufacturer, submitted a bid to build one 400,000‑metric‑ton (annual capacity) plant for £26 million. The company later tendered a second option to build two plants for £43 million, resulting in twice the capacity. The savings offered by the latter bid had reopened the discussion, but Korf's bid was to expire on February 15, 1975.

The decision hinged on a critical calculation called the Fe balance‑the amount of iron required, given the anticipated demand for steel.  Calculation show that there would be demand in 1979-1980, the first year the plant was online, but that it might not be needed thereafter. It is not clear whether this analysis is based on one plant or two—the point is there could easily be too much capacity.

· Cost was another critical factor. BSC estimated that pelletized iron from one new direct reduction ,plant would cost £63 per metric ton; from two new plants, the cost would fall to £58 per metric ton. Iron from blast furnaces cost £56 per metric ton. Many other factors were involved: long-term development of iron processing; cost and future availability of natural gas for direct reduction, versus the cost of coal for the blast furnaces; possible export of surplus pelletized iron; Korf's strong order-book position; and the advantage of having a source of iron not tied to blast furnaces or coal.

Background

After World War II, a Labour government was elected in Britain that nationalized several basic industries (coal, transport, utilities), including the steel industry in 1949.  Conservatives took power back in 1951 and privatized the steel industry. Productivity jumped.

· In 1967 over the opposition of the Iron and Steel Board, which represented the interests of the private steel producers much as the AMA represents the interests of U.S. medical professionals, the British steel industry was again nationalized, this time permanently.  

· Holders of securities in the 14 private companies that produced more than a total of 475,000 metric tons of steel in 1964 (1 metric ton = 1.102 tons or 2,200 lbs.) were awarded government stock equivalent to the stock exchange values of their securities. This represented about 90% of U.K. crude steel production at the time 

· A committee formed by the British government to study the issue of nationalization had recommended that, as a matter of policy, capacity follow demand as closely as possible. 

· Two members of this committee were appointed to the BSC: Lord Melchett (who had a career in the Royal Navy after graduating from Eton) was named chairman in April 1967, and Dr. H. Montague "Monty" Finniston (Ph.D., Royal College of Science and Technology, Glasgow) was named deputy chairman.

· "Profitability is the criterion for organization policy" was the headline of the first issue of British Steel in April 1968…. There were about 260,000 people employed at that time in the nationalized industry.

1968‑1969 

· Shortly thereafter Monty Finniston was appointed head of a new planning division at BSC. With him was John Grieve-Smith, who had joined BSC in June 1968 after some years as head of the Iron and Steel Board's economics division.  They emphasized their interest in making the firm flexible and profitable. Aim  to “concentrate” rather than build “any greenfield sites.”

· In November 1969, Monty Finniston was appointed to chair a reorganization committee, which led to six product divisions by early 1970. Herbert Morley, a Yorkshireman with a reputation for toughness, was appointed managing director of one of these product divisions (general steels) in the same year.

Trades Union Congress (TUC), played a major role on the a Steel Committee which oversees the plants. A great many jobs were involved in these decisions. As stated in an article earlier that year. 'There are areas of Britain where not only is BSC the major employer of labour but where the community depends for its very existence on iron and steel making."'

1972-1973

· A third reorganization of BSC in early 1972 placed Lord Melchett as chairman of the corporate office and Finniston as chief executive of the operating organization (the six product divisions). Lionel Pugh, who had been director‑charge of the Product Coordinating Division of BSC since 1968, was appointed a full‑time member of the board of BSC for a five‑year term.

· In January 1973 it was announced that a direct reduction plant, probably at Hunterston (site of the deep‑water terminal), would be built and that 4.5M metric tons of steel per year would be produced in Scotland. That same year the BSC's second development plan was published. The strategy outlined in this plan is summarized below (key points):

· Production will be concentrated at five such existing works‑Port Talbot, Llanwern, Lackenby, Scunthorpe, and Ravensaaig.

· 
While the strategy should more than double labor productivity, it will bring about a reduction in manpower of about 50,000.

·  
More than half the funds for the development strategy will be met, the corporation estimates, from its own resources. The remainder will be financed from public funds.

· The government and the corporation are pursuing policies designed to tackle the problems created by plant closures.

John Grieve-Smith shows an interest in rational evaluation of the industry’s growth and potential with hard-nosed bottom line evaluation.

· Herbert Morley commented: "Looking at the national economy as a whole, I think there is too much emphasis on London and I would like to see more of the total business pyramid in the regions, including Wales, Scotland, and the north of England."

· Lord Melchett… died in late spring 1973. Monty Finniston‑described in the BSC portrait article as "blunt," "sharp," "insomniac," "remarkable scientific career" was ap​pointed as Melchett's successor. At a salary of £ 27,750, Finniston was the highest paid person in the British government.

1974‑1975

· Some industrial and political leaders in Scotland gave steel a central regenerative role. Other commentators were less optimistic: "Too often in its history, Scotland has been misled by a recurring dream of greatness."All agreed that "no domestic issue in Scotland has generated as much controversy in recent years as has the discussion of BSCs plans for steelmaking in Scotland."

· Steel could take on the same role in Scottish Nationalist party plans for devolution of that nation (partial self‑government) as had discovery of North Sea oil. I.e., very large.
Working on this analysis were Jon Martin, senior planner, and Peter Evans, manager of development planning. Their analysis would be reviewed by John Grieve-Smith, director of planning, who would discuss the recommendations with Ron Atkin, director of project engineering (and BSC's chief negotiator with Korf ), and Herbert Morley, then managing director of‑planning and capital development.


Morley would advise Monty Finniston, and the analysis and final recommendations would be submitted to the policy committee (chairman and two deputy chairmen, as well as seven fulltime executive board members It is unclear in the case who this includes).  The policy committee would make the decision on the Korf contract at its meeting on February 11, 1975. The board's role would be to decide whether or not to ratify the policy committee's action; however, the board would not meet until after the deadline had passed.
