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STUDY OF THE FINANCIAL AND ECONOMIC STTUATION OF THE LARGE TRON AND STEEL
ENTERPRISES IN THE NIVE

(1) 'The Working Party on General Objectives in Steel asked Arthur D,
Little, London, to carry out a study to see what financial resources the
iron and steel industries in the Nine would require for long-term
investments (1965) and how such reguirements could be met.

It was clear that, for these consultants to be able to prepare the
forecasts, they would have to be in posszession of the most recent
information available on the sources of finance used by such undertakings
and their profitability. The Business Analysis and Multisectoral Studies
Department of the Directorate~General for Industrial and Technological
Affairs in the Commission, has. collected the information using the
analytical data in the tables drawn up by the DAFSA company. One
advantage of these data sheets, which are based on thc European method
employed by financial analysts, is that the basic parameters taken from
the balance sheets of the various undertakings are presented in a
homogeneous form and so medningful comparisons and ratios can be prcduced.

Most of the data sheets (seven) cover five financial years (1968~72),
but some,cover two finamcial years (one sh&et) or four” (two sheets); this
"is because the undertakings concerned existced, in their present legal

form, only for two or four of the years under consideration.
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(2) -The following enterp?ises“aé}efééudied:

August Thysscnhiltte )

Hoesch AG )‘: Germany
Stahlwerke Peine Salzgitter - ) -

Hoogovens Netherlands
British Steel Corporation United Kingdom
Cockerill Belgium
Usinor A ) Freance

Sacilor )

Italsider : . _ Italy

Arbhed : Luxembourg

These enterprises. account for 65% of iron and steel production iun the
Commmity; as they are the largest groups and conpanies, and the industry
concerned is’ fairly homogeneous, it may be assumed ‘that the 1aforma$1on
on them reflects ‘thé generzl tendenoy and. the flnanclal and eoonomlc

situation of the entire integrated iron and steel industry.

The first Annex to this study contains the data sheets for the individual
undertakings or groups, showing the main financial indicators for the
years for which figures are available; +the second Ammex contains a
table summarizing the ratios which are considered to be the most
significant as regards the economic and finanocial situation of the
enterprises and their profitability.
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(3)H‘w1th the help of weighted averages, these ratios provide a fairly
accurate picture of the industry during the period under consideration.

Turnover figures (sales) for the beginning and end of the period show that
the average growth rate (for all the enterprises) was approximately

8.4% per ammume

However, this growth rate varies fairly sharply from one enterprise to the
next, ranging from 2.6% for A. Thyssen to 17.4% for Cockerill, Another
fact revealed by the data sheets in Ammex I is that 1971 saw a general
decline in sales for all the enterprises, followed by a distinct recovery

in the second quarter of 1972,

Production of crude stecl by the ten companies analysed averaged

approximately 86 million tonnes per annum.

Amnex I sets out in full detail the main financial indicators which will
make it possible to examine, with the help of a number of ratios, the
profitability of each enterprise and any growth which might have taken
pla.ce.

The following general formula for the activities of an undertaking:

TeOeBeTe = RuMe + LeCo + Margin

(turnover before (raw materials (labour costs) (or gross result
tax sales) . and other , before depreciation)
purchases)

gives a véry bfoad outline of the.principal aspects of a financial year.

Particular aitentiqp should, however, be paid to the aggregates L.C. +

sy,

margin, which together make up value addsd.

Labour costs show the contribution made by labour, and the gross result
indicates the funds required to keep the plant in good operating condition
(depreciation) and to pay the return on the enterprise’s own capital
(dividends and reserves) and on outside capital (interest on debts).
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Ratios I = II - IIT (see Ammex 2) (weighted averages for the period) are
quite important in this connection:

Value added/turnover (Ratio I) is approximately 40% , which means.that
the cost of production (mainly raw materials) is approximately 60%;

The proportion of labour in total value added is 65% (Ratio II);

The gross result of the enterprise as a proportion of value added is
35% (Ratio III). ‘

However, an examination of Ratio I (value added/ 'hu.mover) for each
enterprise shows fairly marked variations; +the figures range from 25.7%
(Sacilor) to 48.8% (Hoogovens)s In other words, the first enterprise
has much higher raw material costs than the second, : The main factors
behind this are the location of the plants, the ease with whioh supplies
of ores can be obtained and certain market conditions.,

In the case of Ratio II (labour costs/value added — average 65%), the.
differences between enterprises are less appreciable. However, Hoogovens
and Usinor are an exception, with labour costs lower than the average
(54%). This means that for those two enterprises the gross result
before depreciation/value added (Ratio III) is higher, at about 46%
compared with an average of 35%.

The percentage is about the same in the case of Italsider too, but here
the net result is negative (loss). TItalsidep is an enterprise
belonging to the IRI group and formed fairly recently, whioch, when it
first started operetingz, had to boi-row,,large amounts of capltal for its
plént and infrastructure, especially for the Tarente iron and steel
works which is among the most modern in Europe. . Consequently, its -
depreciation and fina.ncial costs are very high. -
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Therefore, even though the gross result before depreciation (result/value
added 46.8%) is satisfactory, profits at the beginning of the period
analysed were«veryylow/and,a net loss has been recorded in the last three
finanoiéityears.«, The company producese a large amount of crude steel
(approximately 8 million tomnes per annum); however, it will have to be
‘re-examined on a‘longefaterm basis if a more accurate picture is to be
obtained and élso to take account of a possible upturn in Italy's general

economic situation.

i

Two other companies have made losses in the last three financial yearss
Sacilor-France (formerly Wendel~Sidelor) and the British Steel Corporation
in the United Kingdom.

The comments made concerming Itaiéider can also be applied to the British
Steel Corporation, although its infrastructure is older: nationalized in
1951, denationalized in 1953 anikrenationalized in 1967, it currently
comprises twelve former iron and steel enterprises. Its result reflects,
above all, the current economic-éituation in the United Kingdom, especially
the effects of the British Govermment®s prices policy.

In the case of Sacilor, the merger of Wendel and Sidelor led to an increase

in capital as a result of new issues and large investments; the figures
?hould therefore be treated wifhkéaﬁﬁion, an improvement in the enterprise®s
 financial result looking likely in the medium term, resulting in particular
. from new investments (Fos).
‘In:the light of the above, Ratio IV, which is a fair guide to profitability,
5can be examined. '
f?he numerator shows current after-tax profits, which are not the profits
';iﬁﬂicated,by the enterprise in the balance sheet, but the result calculated
:E§ the basis of the financial analysts? Eﬁropean method; +the denominator
' ?Qgﬁ§es‘own,resources (company capital + reserves).



-w L T01/111/14-E

The weighted average for all the-enterprises during the period urder

" oconsideration is.;relativelyv low (3.1%); however, fairly considerable -
variations are to.be noted here too: Hoogovens' (7.4%)',‘-Hoesc'h1 (5:1%),
Usinor (5.2%). :In general these enterprises have plants located on the =
"coast or on largs waterways, and this means* that' savings ‘can ‘be made' on
transport costs and therefore on the cost of raw materidls (ores and
furnace ocke)s - - ' e

Ratios V =~ VI VII represent the amount in U.a. of value added, and of

its two components ¢ per unit employee. The figures for Ratiocs V (value
added/employees) and VII (gross result/employees) follow the samé pattern -
as the figures for Ratio I (value added/TOBT), whereas for Ratioc VI {labour
qosts/employees), there are no appreciable variations.

Mhese two enterprises uerged in1972; harmom.zed fls'\lres are not ye'b
available for the new company (called ES‘I‘EL) R
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(4) Link between the financial analysis and the economic situation in 1972

After an cconomic slowdown in 1971, which continued during the first half
of 1972, steel markets throughout the world began to expand again; the
increase in demand during the second half of the year therefore enabled

worl@wprqductionvto rise to a high level.

The total world steel output (including production in the People's
Republic of China,)"gt in 1972 of 628.1 million tonnes was 7.9% higher than
the 582 million tonnes produced in 1971. In almost every country the
previous record production figures were exceeded, except, however, in the

United Kingdom, Germany, Sweden and Luxembourg.

This irregular growth pattern Las marked the general trend, particularly
in the countries and groups of countries with free market economies, where

production developed as follows:

{ Production in % chenge
million tgnnes !
in 1972 ‘ B
de i i A e i,
;'_A1972/71 | 1972/70 l
CEEC- | 1385 .45 | 8.6~ |
USA 120.8 | #10.9 i 0.9 ~§ -
T fepan 7] T 9609 | w94 1 w9

hd

*Source: QECD
*(United Kingdom +4.7)

**(United Kingdom -9.0)
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;
!

The year-to-year incrcase in production in the State-trading countries,
with the exception of the People's Republic of China, which, admittedly,
were not affected by the economic downswing in 1971, was less vigorous.

The figures for the principal countries or groups of countries were as

follows:
i Production in T ¢, change
] ; million tonnes v !
L 1] ;
PP ot [ a2/
USSR I 126.0 S 8.7
Other COMECON | ! . :
countries ; 44.5 ! +5.0 | © +11.0
i
Peoplets Republic i ; !
of China ; 23.0 i 49.5 ; L 424.3
i ! ! )

Output increased in all the Member States ol the Community of the Nine in
1972, but the rates varied considerably from country to country, reflecting
once again the lack of homogencity of market conditions. The 9.4%
increase for 1972/71 shown in the table oﬁ‘the previous page can be broken

down as follows between the various Member States:

{ Production in i |
T i'million tomnes i F change | !
| in 1972 1972/71 | 1972/70
oo e |
Germeny | b a3ee3 L L a8 -3.0
France 24.054 453 C 41,2
Ttaly 19.784 - +13.4 +14.6
Belgium 14,530 +16.8 C 41543
Netherlands 5.580 49,8 +11.0
Laxembourg 5457 e 0
! United Kingdonm 24.200 } 4.7 -9

1Source: ECSC statistics
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However, turnover did not increase in line with the higher tonnages
produced, Prices, which had begun to mark time in mid-1971, mainly as a
result of the slackening in stecl consumption, kecame even more depressed
as users ran cown their stocks and imports fron non-nember countries rose.
The recovery of export demand and the upturn in the economic situation

together helped to restimulate the price trend from autumm 1972.

Some of the factors bechind the slow but sure recovery of the iron and

steel markst were:

- the easing of the prossure of imports from Japan, following the recovery

of the domestic market and the opening up of the Chinese market;

- the reversal of the nrevious tendency in the East-bloc countries,
which resumed pnrchases, after unloading their products in past rears

on the western markets at particularly low prices;
~ the gencral revival of activity in the Community.

However, increased output, better prices and even productivity gains could
do little to offset the soaring production costs in the 1972 financial

year (end of the period analysed).

The large wage increases granted at the beginning of the year by the

entire BEuropean iron and steel industry were the major factor here. In
spring 1972 wages in most European countries were approximately 10%

higher than at the same time in 1971. These increases gave an exceptionallys
sharp twist to the inflationary spiral, a trend that continues to be the

main cause of concern for all European countries,
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Production costs rose still further as a result 6f the upsurge in the cost
of the materials making up the charge, and particularly the further

increase in the price of coke,

Uncer the combined impact of virtualiy stationary selling priceé, increased
labour costs and the rise in the cost of the materials making up the
charge, the results of the iron and stecl companics in 1972 could not in
general be termed saticzfactory. |

Without being over—optimistic, better financial results may be cxpected in
the short term, as industrizl activity has now clearly recovered. In
reality, however, this optimistic forecast could be tempered by a general

increase in raw material prices due to the recent oil crisis.
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