‘Events in steel’ from the Financial Times (18 April 1978)

Caption: On 18 April 1978, the British daily newspaper Financial Times analyses the reforms introduced by
the Luxembourg steel group Arbed to mitigate the decline of the steel industry.
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I'L ATAY BI” SOME TIME before
Europe's steel industry mekes
the structural changes needed w0
put it on an competitive foot-
ing -with its non-European
counterparts. But this ycar may
well sev ip that steel making
belt  which siretches trom
southern  Belgium. through
JLuxembourg, to the German
Sasrland, the foundafions laid
for its future in the 1980s. At
‘the pivot of this process is
Arbed. the Luxembourg steel
icompany, big in European ferms
and enormous in Luxembourg

derms, accounting for 90. per.

cent. of the Grand Duchy's
wcrude sfecl production and also
it~ Dbiggest single private
«mnloyer. :

Some of the changes ave
:already teking place. Avbed has
piav:d the major part in saving
Luxembourg’s only other stecl

company, Rodance Athus {rom
extinetion. taking the bigzest

iaingie private shareholding in it
«ith the 2iny of integrating tre
Rodanze mills in with its own
aperations  inside the Ducny.
With the same aim in mind,
Arbed has also earlier this vear
tincreased ils stake in the Saar,
‘In eaddition, the company is
along with the Luxembourg
‘Government now talking to ihe
‘Belgian companies and Govern-
ment about long term co-opera-
tion in produvetinn and invest-
ment between the twao countries.
Arbed is lonking to the
future precisely because the pre-
sent is so bleak. The company
is now making thumping losses
—it has just reported a Lux.
Frs.4.5bn. loss for last year or
slightly more than the com-
bined losses of 1975 and 1976
For the third successive yeor it
ihae not paid a dividend. Arhed’s
ratio of debt to own funds mav
not be as alarming as that of
some French and Belzian cem.
‘penies (quite wpart from nat
snnalicerd enmponies like Rriiich
Lreel), but elearly it cannot con-
e te shoulder this sesle of
onerating Ioss. coupled with #n
cprabitinns investment pro-
feramme, mdefinitely.
1A state
jgovernment and

ha'l nnt gz hinth

sommany offi.
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cials recularly peint out, ic not
pussible  given  the dispamty
between the size of Arbed and
{rat of the duchy. Alj the state
gives the company is virlually
free nse of the small Luxem-
beurg railway network, a gener-
cus but not terribly effective
gesture 1o a company with
distant cxport markets. Arbed
crude steel production fell last
vear by another 6.5 per cent. (0
3.78m. tonnes, with a somewhzt
smaller drop In finished and
rolied products—the difference
being acvounied for by drawing
on the company’'s * steel moun-

‘{ain " stocks. There has, say

Arbed executives, been a pick
up in prices and orders since
the start of this year. which
they put down {u the EEC Com-
mission’s new sysiem of jmport
prolection and minimum prices
on the nternal market. But
dvn"ar hopes of a sustained end
n the post 1974 steel depressinn
ha\e bern raised and dashed
hefore, and Arved in auy case
faces two special handicaps.
Given the exiguity of its
home market, Arbed depends
more than any Eurcpean com-
pany on exports. Markeis out-
side Bureope are becoming
harder and harder to get into,
with for instance the new
“Arigger price " system of pro-
tection introduced in the US.
by the Carter Administration
and the general rise in the
Third World's own steel capa-
city. Even inside the EEC.
Luxembourg steel’s most
important expart market (72 per

cent. in 1976). the depressien
has brought on a creeping,
unnticial  (because in  strict

ferms illeza! under the Rome
Treaiy) protectionism,

The second handicap for
Arbed is the palitical and soeial
mmpossibility for the compsny

of layinz off redundant steel
workers to ma‘ch the |
praduction in the way
smaller fish in 2 bigger nai

P
a:

pond  couid. Avbed sl
eniploys  neariy 20400 n 2
national act've workforee of less

than 150amM.  The fact thal
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Arbed's present workforce is
openly admiti#d 5 be at least
4000 100 many therefore takes
on the proportions of a nationa!l
preblem, and ihe way that
government, uninns and the
company have zouzh* to taclie
'this is also dnstructive of the
lway people in a small com-
‘munity can pull together to
achieve somethinz that would
ilead to social warfare in a
ilarzer country.

The steel problem was what
the governmecnt, unions and
ei.z'oyers all had in mind when
last summer thay reached their
i tnpar;:te agreement.”  As it

Tacts stecl, the hergain thereby
Sh"llck was as follows: the
.goverament weuld finance &
,c.mpulsory early retirement
scheme for <*rp‘ WoTkers over
57, and uze pubiir money further
tn try to diversity the economy
out of steel* tne union: would
‘not bloek the closing of out-
dated cteel nlant by for instenc
brepking  the Dadhy's p
record of having no strikes for
.the past 30 vears; and Arbed
‘would increase ncw steel invest-
ment (creatinz very few new
jobs admittedly), while at the
isame time undericking to do its
jutmost not to lay off any workers
without another job to go 1o,
land in close cn-operation with
‘the government o diversify into
idownstream steel activilies and
-out of steel aitrerther into bnth
.downstream and non-stecl
acti ties.

Arbed l!sst pushed itz steel
investment. whish mpever  ex.
ceeded Lux.FrsOhn, even in the
‘pand years heiore 1974, vp o
Lux.Frs.dbn, lsst vear. and {(he
same is forecazst for (his 3
The money being m ¥
spent on a new 1l-metre hlas
furnzce, with the sums involved
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being raised in public an?
private inans in Germany,
‘Qwitzerland 4 Luxembour
itselZ.  Second. Arbed hss
crested what 7 ralls an “anti
crisis divicion 7 tnside the cnm-
pany. his followed a haz

Innk by the company at & those

inbs not con:id

vvod essential—
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2.000 at the present time.

is lahour

some
Thig reservoir of surp

has up_te know been variausly
n:"1 10 perform ceriain publie
works for the government and

Fpm
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nild jobs the rempany itself.
Bat the basic aim is fo offer
this lalour, retrained if neces-
sary hy Arbed itself, 1o potential
foreizn investors thinkine of
getng up in Lavemwhourz —
along  with  assistan=e  from
Arbed in the form of capital.
industrial sites and technical
help. _ o
" This was the bhait whichi
Prime Minister Gaston Thorn!
and the Arbed  precident
M. Emanuel Tesch put before
4 number of companies on
‘their trip to the U.S. just before
Easter. The pitehh of Arhed
‘and the Government is aimed
not only at sieel-related com-
‘panics hut almost any manhu-
facturing  enterprise  which
could use Arbed’s facilities to
unake a start in Luxembourg.
The U.S. seems to he the main
thope chiefly because quem-
bourg has had more experience

fwith American investors than
vany  other foreizn  investors,

land that experience has been
good. It must be added that
lLu xembourg seems ta be fully
faware  that it is swimming
izgainst the current trend,
created hy the falling dollar,
Jor Lurapeans fo invest in the
U.S. instead.

" But Arbed is not leaving
diversification entirely to those
elusive foreign investors. With
the creation of its Mecanarbed
‘division three years ago, its
downstream steel activities have
wonsiderably inereased. The
‘higgest Luxembourg engineer-
Ying company. Paul Wuorih SA,
fnnw comes under this divisien
‘and is a specialist particularly
in steel blast furnace equip-
‘ment and, among other things,
‘metz] bridges, with a respect-
able turnover of some
Lux.Frs.1.5-2bn, a year. Draw-
also on its Germsn engineering
‘companies. Meeaznarbed is
beginning ‘o provide turn kev
‘steel plants for the Third

World, improbably large though d
this sort of project micht seem
‘for a small country like Luxem-

Thourg to underiake.
. The Arbed group is still
.adding to its interests outside

Europe, which include Brazilian
iron ore and West Virginia coal,
‘by announcing a wire rod joint
venwure in South Korez earlier
this year. Bu: tle resl action
is much nearer home In
the  Szarland, Arbed has
strengthened its financia! stake
by taking 100 per cent in
Roechling Burbach which in
‘turn has a share in Neunkircher
Eisenwerk. The deal had the
. blessing of the Bonn Govern-
| ment, pleased " that Arbed
ireckons it can {urn certain
strengths of the otherwise
-relat'ne]y sick Saar steel sector
110 advantage by integrating
them more closelv with Arped's
+Grand Duchy operations.

! Though the Rodange Athus
'case was thrust upon Arbed last
Isummer by the Luxembourz
Government, ansicus to save
these jobs, the ratinnzle of
Arbad with Redange is exactly
‘the same as with the Saar. The
Rodanze hlast furnaces will be
closed down, and its future
(activity will he mainix thal of
i Tolling Arbed crude steel. arbed
i believes that though Rn'!a“-
may prove a sharbterm fnencial
drag, longer-term benefils will
: follow, The new un*‘ainlv
catchwords are * specialisation,
]restructurmg, ratjonalisation ™
and so0 on—in shor!, a tidier

division of labour hetween
Europe's steel companies.

This could easily smack of
the cteel cartels of the 1620s
and 1930s and which the
language of the Rome Treaiy
expres:iy forbids. On the other
hand, the present EFEC :teel
plan of EEC Conunissioner
Etieane Davignon is in many
ways a producer carigl, with
voiuntary production quoias znd
fixed prices, bul with the
crucial dif{erence that it is run
by the Cammission on a Euro-
pean scal¢. In addition, the EEC
Commission has for some vears

sanctioned the grouping of
German steel producers inio
two rationalisation groups (one
for the north. one far the
south) to plan their future
investments. - Arbed is part of

the southern zroup because of
its Saar interests.

Arbed may soon be part of a |
similar arrangement with
Belgium. It is aiready part of
a study by the U.S. consultants.
McKinseyr, on the future of
Belzo-Luxembourg  steel, he
lozical conclusion  from this
report, oxpected in its final
form this masth, might be a
rationalisztion  group hetween
Arbed and the Belzian steel
companies to plan future invest-
ment and maybe production so
that  tho'r  interestz da  nat
ciash. Indeed talks to this end
have alrcady started under. too,
the aegis of EEC Commiissinner

Davignon.
D.B.
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