2 The steel castings industry

2.1. The only activity of Cook is the manufacture of castings (almost entirely steel castings). Each of
the three acquisitions by Cook, the objects of this inquiry, were of steel foundries.

2.2. In this chapter we describe the steel castings industry. It begins by setting out what steel castings
are, how they are made and what their different uses are. The chapter then describes the structure of the
industry (for example, numbers of foundries and trends in production) and the extent of exports and
imports. This is followed by a description of the United Kingdom market, and the chapter ends with a
discussion of competition in the supply of steel castings in the United Kingdom (including competition
from other production methods such as forging or fabrication).

Steel castings

The product

2.3. In essence, the process of making steel castings consists simply of pouring molten steel or steel
alloy into a mould of the desired shape, dimensionally accurate and of sufficient stability to permit the
steel to solidify in the exact shape of the mould cavity. Intricate and complicated castings of practically
any desired shape or size, and for almost any particular application, can be made in this manner."

2.4. As measured by the volumes produced, the steel castings industry would appear to be of minor
importance, with less than 1 per cent of annual finished steel production each year being in the form of
castings. However, the steel castings industry has had a prominent role in advanced industrial and
domestic development. Many articles, especially turbine diaphragms and shells, pump casings, valve
bodies, and machine parts, are made by casting, not necessarily by choice, but because they could be
fabricated by other processes or from wrought products only with extreme difficulty and at some
economic disadvantage. However, while cast structures may have more stability and rigidity than their
wrought counterparts they may also be less flexible.

2.5. The steel castings industry supplies finished and semi-finished components to a wide range of
engineering and metal-using industries. Steel castings vary in size from the size of a fingernail to
hundreds of tonnes, and cover a multitude of designs and services. The smallest castings might be used
in computer or telecommunication equipment, while some of the largest castings ever produced in the
world have been about 200 tonnes. Castings for steel-mill service alone cover a very large field, and the
transport industry relies on castings for aerospace, railway and marine use. Other applications include
the chemical, petroleum, mining, excavating, agricultural, cement and construction industries.

1
Further information on steel castings can be found, for example, in Chapter 40 of The Making, Shaping and Treating of Steel,
edited by W T Lankford, et al, and published by the United States Steel Corporation (now USX Corporation) (10th edition 1985).
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2.6. Steel castings are primarily components to be incorporated by the purchaser into a larger
machine or piece of engineering equipment or plant. The demand for steel castings is therefore very
much dependent on the demand for the plant or equipment for which they are components. Each casting
is made to order for the particular customer and the design of the casting is determined by that customer.
The ownership of the design drawing and also of the pattern, including all intellectual property rights,
normally lies with the customer.

The process

2.7. A more detailed description of the casting process is given in Appendix 2.1. Briefly, the first
stage of production in the foundry is the making of a pattern from wood or resin which, in the case of a
relatively simple shape, will be a model of the final casting, produced in accordance with the design
provided by the customer. The task of creating an accurate three- dimensional pattern from the
customer's drawing is performed by highly skilled craftsmen, known as patternmakers. The dimensions
of the pattern are not precisely those of the final casting because an allowance must be made for the
contraction, or shrinkage, of the molten steel on cooling, depending on the type of steel used and the
configuration of the pattern. The contraction of the steel is also compensated for by the addition of
feeder heads in the pattern which act as reservoirs of molten steel during the casting process to supply
extra metal to the casting as it cools.

2.8. The pattern is then fitted into a moulding box or flask. The mould for the casting is created by
filling the box with a mixture of sand and binding elements. The sand is compressed and the force of
compression and the chemical reaction within the mix combine to harden the sand so that when the
pattern is removed it leaves a firm mould of the pattern's shape. The mould is made in two halves which
are then sealed together. For a complex casting the contours of the mould are altered by the addition of a
number of cores which are separate, shaped sand blocks which are fitted into the mould after the
removal of the pattern and before the steel is poured in. Some of the largest, most complicated patterns
can incorporate up to 200 cores and the patternmaker will have to have designed the basic pattern to
accommodate these cores.

2.9. The mould is then filled with molten steel (heated, usually in electric arc or induction furnaces,
to a temperature of about 1,600°C). The many different steel alloys used may contain elements such as
manganese, chrome, nickel and molybdenum. These help determine the particular characteristics of the
final casting; its weldability, resistance to heat or cold, to shock or to corrosion. The temperature to
which the steel is heated and the treatment of the casting varies according to the particular alloy used.

2.10. After cooling, the mould is broken away from the steel casting. The casting then normally goes
through a process known as fettling in which it is shot blasted and ground to remove excess steel,
adherent sand and other debris. Some form of heat treatment (eg annealing) is then often required before
the casting is inspected or tested, and any final finishing processes are completed. Although the mould is
destroyed as part of the casting process, the pattern can be used many times to make identical moulds to
reproduce the particular casting design.

Types of steel casting

2.11. Some work carried out by foundries is “jobbing' work (ie the customer requires a one- off or
small batch of items), whereas some is for a ‘running line' where the customer orders many castings
from the same pattern either in a large batch or in a series of repeat orders.

2.12. A wide range of tests can be carried out on steel castings, from a quick visual inspection to a
very time-consuming high-energy X-ray examination. Some castings are described as high integrity,
meaning that they are subjected to a variety of non-destructive tests, for example ultrasonic or
radiographic testing designed to reveal defects such as cracks or impurities within the casting. The
customer determines the acceptable level of defect and all castings supplied must be accompanied by
test certificates verifying that they conform to that standard. To produce high integrity castings, used,
for example, in the power generation industry, offshore and for some defence applications, the foundry
must have access to testing equipment and quality control systems.



2.13. Castings which are subject only to visual inspection are referred to as commercial castings.
These have many different applications including mining, dredging and crushing. Any steel foundry can
make any shape of commercial casting subject only to its having furnaces, boxes and general plant of an
appropriate size, though traditionally foundries have tended to build up experience and expertise in
relation to particular product sectors. In between the extremes of high integrity and commercial castings
a range of castings is produced requiring various degrees of testing.

2.14. Some very small castings are produced using a different technology known as the lost wax
process. In this process a number of identical replicas of the final casting are made from wax and
attached to a wax stem. This ‘spray' is then coated with successive layers of a sand slurry mix which
dries to form a hard crust. The spray is then heated so that the wax runs out leaving a hollow mould.
This mould is then heated and filled with molten steel. Once the casting has cooled the crust is removed
and the individual castings separated. The lost wax process can be used for intricate shapes and can
produce a casting with a high quality finish.

End uses

2.15. As Table 2.1 shows, the main industrial uses (by weight) for the domestic output of United
Kingdom steel castings foundries are in mining, crushing, grinding, quarrying and dredging equipment,
construction equipment, defence, transport and in valves (for pipelines, etc). Even so, a number of other
uses account for relatively large proportions of United Kingdom steel castings output. Exports, which
similarly could be broken down into a range of market sectors, account for about 21 per cent of United
Kingdom output.

TABLE 2.1 Total deliveries of steel castings by United Kingdom foundries, 1989

Per cent
Deliveries of
Market sector (tonnes) total
1. Construction and earth-moving 7,960 6.8
2. Mining machinery 12,667 10.7
3. Mechanical handling equipment 2,226 1.9
4. Crushing, grinding, quarrying, dredging 10,087 8.6
5. Valves 9,307 7.9
6.  Pumps, compressors and fluid power 3,979 34
7. Food, drink and tobacco 230 0.2
8. Power generation 2,104 1.8
9. Other machinery 4,982 4.2
10.  Oil and petrochemical 534 0.4
11.  Other chemical and pharmaceutical 251 0.2
12.  Boilers and boilerhouse plant 187 0.2
13.  Iron and steel 5,338 4.5
14.  Other process plant 1,581 1.3
15.  Ordnance - track links 6,523 5.5
16. - other 1,293 1.1
17.  Road haulage - transmission and chassis 4,543 39
18. - other 1,302 1.1
19.  Aecrospace 209 0.2
20. Railways - locomotives and track 1,896 1.6
21. - carriages, wagons etc 1,618 1.4
22. Oil rig and wellhead equipment 956 0.8
23.  Shipbuilding and marine engineering 1,316 1.1
24. Cast steel rolls 8,561 7.3
25.  Furnace furniture and fittings 598 0.5
26. Other United Kingdom consumers 2,353 2.0
27. Exports 25.169 214
Total gross deliveries 117,770 100.0

Source: SCRATA.




Foundries and their output
Numbers and types of foundries

2.16. In early 1990 there were, according to Steel Castings Research and Trade Association
(SCRATA) data, some 60 steel foundries in the United Kingdom. These are all listed in Appendix 2.2.

2.17. The metal casting process itself is centuries old and the steel casting industry as such dates
back to the late 19th century, with most steel foundries being themselves long- established businesses.
Partly through design, but mostly through historical accident, each foundry is in some way unique (as
the individual foundry details in Appendix 2.2 show).

2.18. The factors which differentiate one United Kingdom foundry from another relate to the
technology used and the customer markets served:'

(a) Size of casting: some foundries can produce very large castings (ie more than 15 tonnes); they
include the Clyde Shaw, Hi-Tec Integrity Castings Ltd (Hi-Tec), Weardale Steel (Weardale),
Firth Brown Castings (Firth Brown) and The River Don Foundry of Sheffield Forgemasters plc
(River Don). Large castings (say, 8 to 14 tonnes in weight) are produced by several foundries.
Most of these foundries also produce smaller castings.

(b) Length of run: some foundries (including Cook's Holbrook Precision Castings Ltd (Holbrook),
Catton & Company Ltd (Catton) and George Blair Ltd (Blair), and the recently acquired Lloyds
(Burton) foundry) specialise in producing long runs of mostly small- to medium-sized castings.

(c) High integrity castings: foundries producing high integrity castings need to have some in-house
non-destructive testing (NDT) equipment, usually ultrasonic, but 18 foundries have radiography
equipment. Most foundries have some equipment to undertake some testing, and foundries are
often able to subcontract testing (including to SCRATA) if they do not have the necessary
equipment.

(e) Another factor which differentiates foundries is that some are able to produce castings with a
good surface finish or tolerance, for example by machining or by technology (investment
castings or spinning). Some have specialised in producing high alloy and other special steel
castings.

While particular foundries have tended to specialise in supplying certain market sectors (eg as listed in
Table 2.1), we regard this as incidental to any classification of foundries given the features mentioned
above.

2.19. We found that, even though only a limited number of firms in the industry have the relevant
production experience to produce any particular casting, the range of castings produced by steel
foundries is so great that each individual foundry can compete with many others in different parts of its
product range. Taking as an example medium-weight castings (about 2 tonnes) of high integrity quality,
we asked SCRATA which foundries in the United Kingdom were capable of supplying them. It said that
15 of the 60 foundries were capable of supplying such castings. These 15 foundries, which are indicated
by an '§' sign against “Specialities' in Appendix 2.2, include four Cook foundries.

1
Rollmaking is a particular customer segment which also requires a special foundry. We were told that whereas a rollmaking
plant could, with some adaptation, produce normal steel castings, adaptation the other way round was impossible. Only the
Tennent and Davy Roll plants are significant in this sector. See paragraph 2.48.



2.20. Of the 60 foundries listed in Appendix 2.2, many fall under the common ownership of parent
companies. Cook currently operates through eight foundry companies, which between them have 11
geographically separate steel foundries. These range from foundries with such facilities as the high
integrity capability at Hi-Tec to the small precision castings facilities at Holbrook, and the large volume
‘running line' facilities at Catton (see Appendix 2.3).

2.21. Other groupings include Sheffield Forgemasters (which operates the River Don foundry), the
Weir Group (which operates the Hopkinsons and Mather & Platt foundries), the Birmid Group, the
Cronite Group, Lake and Elliot Industries, BTR, Dresser, and recently ANI.

Steel castings output

2.22. Since the majority of steel castings are components for use in the engineering industry, the
prosperity of the steel castings industry has been dependent on the health of the United Kingdom
manufacturing base which it has served. It has therefore suffered greatly from the effects of a continuing
decline in the engineering industry. We were told that some of its customers, for example those in the
United Kingdom machine tools sector, have been seriously affected by imports from Japan, Spain,
Germany, France and Italy. Other markets are also now very much smaller: for example, sales to the
coal mining industry, for which foundries have traditionally made castings for coal conveyers and
cutters, are a quarter of the size in 1990 that they were at the start of the 1980s.

2.23. The overall decline in deliveries of United Kingdom produced castings since 1975 is shown in
Figure 2.1. Total deliveries of steel castings by United Kingdom foundries are summarised in Table 2.2.
While deliveries into the United Kingdom market are estimated to have declined somewhat between
1965 and 1975 (from about 280,000 tonnes in 1965 to about 240,000 tonnes in 1975), the decline from
1975 to about 81,000 tonnes by 1986 was much more marked. It should be noted that these figures
overstate the decline in the United Kingdom market in that there was an increase in the volume of
imported castings during this period (see paragraph 2.35). There has, however, been some recovery in
deliveries in the last few years. In 1989 the figure reached almost 93,000 tonnes.

TABLE 2.2 Total deliveries of steel castings by United Kingdom foundries, 1975 to 1989

tonnes
Domestic

Year deliveries Exports Total
1975 239,343 28,998 268,341
1976 224,459 25,253 249,712
1977 211,499 25,540 237,039
1978 172,227 26,264 198,491
1979 164,508 29,540 194,048
1980 143,440 30,634 174,074
1981 119,193 30,816 150,009
1982 114,924 32,859 147,783
1983 93,207 21,698 114,905
1984 95,148 19,161 114,309
1985 89,659 26,781 116,440
1986 85,322 22,647 107,969
1987 80,907 22,907 103,814
1988 93,705 21,384 115,089
1989 92,601 25,169 117,770

Source: SCRATA.







Adjusting to declining demand'

2.24. The decline in demand for United Kingdom steel foundry output was accompanied by
widespread closures of foundries. In 1975, the industry had about 70 firms, and 90 foundries. Many of
these foundries were quite small, but the bulk of the industry's output was accounted for by foundries
producing more than 1,000 tonnes a year. At that time, the largest foundry in the industry was F H
Lloyd's Wednesbury foundry producing 23,000 tonnes a year. The four largest foundries in the industry
accounted for some 25 per cent of the industry's tonnage. In 1975, the largest four firms (with number of
foundries in parentheses) were F H Lloyd (4), Weir Group (5), Davy Corporation (3), and the British
Steel Corporation (3). Together, these four companies accounted for 55 per cent of the industry's output
by value. The next largest producers were APV Holdings (1), Lake & Elliot (2), Johnson and Firth
Brown (4), Blair Group (3), and North British Steel Group (2). The combined share of the largest eight
companies was about 70 per cent. Table 2.3 gives the market shares for individual producers for the
years 1975 and 1981.

TABLE 2.3 United Kingdom steel foundries: 1975 and 1981 market shares (based on turnover)

Turnover as per cent of industry total

1975 1981
Multi-plant
F H Lloyd Holdings 233 13.5
Weir Group 17.3 10.8
Davy Corporation 10.0 7.3
British Steel Corporation*® 5.0 5.0
APV Holdings 52 5.5
Lake & Elliot 39 5.6
Johnson and Firth Brown 34 5.1
Blair Group 2.4 54
NBSG 1.9 5.6
Total above groups 72.4 63.8
Single-plant
W Cook & Sons 1.5 1.7
R Hyde & Son 1.1 2.1
Holcroft Castings 4.4 3.6
Edgar Allen foundry 2.8 34
Wolsingham 22 32
Wilsons 1.6 1.4
W Shaw & Co 1.7 1.1
Total others 15.3 16.5
Small operators 123 _19.7
100.0 100.0

Source: Baden-Fuller and Hill (1984), based on company accounts.

*Shares were estimated at 5 per cent for BSC.

2.25. Between 1975 and 1981, 13 plants closed (see Table 2.4). In 1981 the Department of Industry
(Dol) agreed to support a rationalisation scheme” put forward by the merchant bank Lazard Brothers on
behalf of the industry. It provided for cash payments to firms which reduced capacity, and 14 plants
were scrapped. This scheme, which operated during 1982/83 and is described more fully in
Baden-Fuller and Hill (1984), provided that all the firms in the industry which wished to remain in
business should contribute to a fund which, together with government grants, should be used to pay
smaller firms to close. The Dol contributed about 35 per cent of the £20.6 million total cost of the

1For fuller accounts of the recent history of this industry see: C W F Baden-Fuller and R Hill, Industry strategies for
alleviating excess capacity: the case of the Lazard scheme for United Kingdom steel castings, Centre for Business Strategy,
London Business School, 1984; C W F Baden-Fuller 'Exit from declining industries and the case of steel castings', Economic
Journal, Volume 99, December 1989; and Chapter 8 (*Competition and co-operation: restructuring the UK steel castings industry')
in Managing Excess Capacity, edited by Professor C W F Baden-Fuller, 1990.

In fact it was three ostensibly separate schemes:
—high alloy (chrome-rich) static castings (agreed March 1982);
—carbon and low alloy castings (agreed February 1983); and
—high alloy spun castings (agreed March 1983).



scheme. The scheme was agreed at a time of falling demand, and when order levels predicted further
post-scheme decline in demand. It is likely that a similar volume of closures, and possibly more, would
have occurred in its absence, albeit a little later. The scheme's closure objectives, and capacity closed,
were insufficient for a significant effect on operating efficiency. Some have argued that it may even
have delayed more radical and necessary restructuring, which has gone on since the scheme, as shown

by subsequent foundry sales and closures.

TABLE 2.4 Steel foundries closed, 1975 to 1983

Capacity
Year Foundry Capacity annual
closed Foundry owner (tonnes)* totals
1976 Lloyds (Darlington) F H Lloyd Holdings 2,300
William Oxley Independent 200 } N enn
1977 Dunford Hadfields Dunford/Elliot 100 100
1978 Howard Rotovator Howard Group 700 700
1979 K L foundry The 600 Group 5,500
Sprotborough T W Ward Group 3,500 '
Alston foundry Weir Group 2,000 } 12,200
Glammorfa Independent 1,000 }
Ashlow Engineering Aurora 200
1980 O H Steelfounders Weir Group 10,500 J
Neepsend Castings Independent 300, 10,900
Gardshaw Independent 100
1981 F H Lloyd (Cardiff) F H Lloyd Holdings 5,00 } 5,000
Closures 1975 - 1981: total 31,400
The Lazard schemes
1982 Bonar Langley Alloys Low & Bonar 500
Wellman Alloys Wellman Engineering 400 )
Thomas Carling Independent 200
Jonas Wells Spencer & Halstead 100 }
1983 Sheepbridge GKN 800 )
F H Lloyd Wednesbury F H Lloyd Holdings 12,400 \ 1 a0n
Head Wrightson Davy Corporation
(Thornaby) 6,400 |
(Billingham) 3,600 %
H Broadbent 3i Group 4,400 37,500
Triangle Alloys 3i Group 1,400
Holcroft Castings Reynolds Metals Inc 3,600
Craigneuk Light BSC 2,900
River Don Railway BSC 1,300 i
Ryder Brothers Independent 700}
Closures 19821983: total 38,700

Source: Based on Baden-Fuller (1989), Table 1.

*Based on estimated output in tonnes, 1975. All closures in 1982/83 were within the Lazard schemes.

2.26. Taking these two phases together, about one-quarter of the industry's capacity was closed
down. Almost two-thirds of the reduction in capacity during the first phase (1975 to 1981) was the result
of the closure of four plants by Weir Group and by F H Lloyd. These firms were the two largest in the
industry and, with other plants which they continued to operate, had held a market share in 1975 of
around 40 per cent. Both firms had extensive activities in other areas of engineering. The largest
foundry to close during the second phase (1982/83) accounting for nearly one-third of scrapped capacity
during this periodwas another plant owned by F H Lloyd. Most of the other foundries which closed were
owned by diversified firms with other engineering interests.



2.27. SCRATA told us that between 1983 and 1990 a further 17 foundries closed, namely:

1984 David Craig 1987  E Jopling & Sons
McKellar Alloys Parker foundry
Nicholsons Shell Moulding
Brooks Castings

1985  Cruikshanks 1988 Tredomen Engineering (British Coal)
Hamilton Castings British Rail
Clyde Shaw (Middlesbrough) Edgar Allen foundry

1986  Larkhall Castings 1989  Cronite Advanced Castings
Ford Motor Amblecote foundry

APV Paramount (Crawley)

It should be noted too that during the period 1980 to 1989 some seven new foundries opened, namely:

1982  Shakespeare foundry 1985 McKellar Alloys (now trading as Craigton
Castings Ltd)
1983  Armalloy 1987  Blantyre Castings
Furness & White
Aitchison & Brough

1984 Metakel

These new steel foundries remained relatively small and specialised in supplying castings to particular
markets or customers. In 1989 they together accounted for less than 1 per cent of the total output of all
steel foundries in the United Kingdom. We asked SCRATA for its estimates of what effects these
further closures (together with the foundry openings) had had on industry capacity. This, we recognise,
is not easy to estimate. SCRATA told us that it could only estimate the capacity effects using output in
1980 as the base year (1975 was similarly used in calculating the figures shown in Table 2.4).

2.28. In order to estimate capacity each year SCRATA adjusted base year (1980) capacity
downwards for plant closures and upwards when foundries delivered more than their 1980 tonnages.
SCRATA could not estimate, of course, what partial capacity had been closed by companies that
remained open. However, the limiting factor in plant capacity was most frequently, it said, the ability to
obtain liquid steel, ie furnace capacity, and foundries were most reluctant to sell off such plant. So even
if a furnace was mothballed the theoretical capacity remained. Some foundries actually increased their
deliveries in 1981 and 1982, thereby increasing capacity (no one to SCRATA's knowledge built new
plant at that time so that tonnage capability was probably there in 1980). Further increases again
occurred in 1989.

2.29. On this basis SCRATA tentatively estimated that capacity in the industry declined by about 13
per cent between 1980 and 1989, compared with a decline in total output during the same period of
about 32 per cent. This compares with the decline in capacity of about 25 per cent between 1975 and
1983 against a decline in output over that same period of about 57 per cent.

2.30. While trends in capacity utilisation are difficult to establish, it is clear that, as Figure 2.2
shows, the capacity effects of plant closures in the period 1987 to 1989 were broadly equivalent to those
which occurred during 1983 and 1984. The closures which took place during the years 1981 to 1989
were in total equivalent to at least 35 per cent of the industry's total output in 1980.
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The international market for steel castings

2.31. As Table 2.2 shows, exports of steel castings in 1989 are estimated to have amounted to about
25,000 tonnes (or about 21 per cent of United Kingdom output). While this is below the peak figure of
about 33,000 tonnes in 1982, it is an increase on export levels in more recent years.

2.32. As Figure 2.3 shows, exports rose more or less steadily as a proportion of United Kingdom
production throughout the period from 1970 to 1982. Since 1982 exports have averaged about 21 per
cent of annual deliveries by United Kingdom foundries.

2.33. Figures for Cook less the three acquisitions which are the subject of this inquiry show that its
export sales in 1989 amounted to about 10,000 tonnes, which was about 21 per cent of its total
deliveries that year. In value terms, 20 per cent of Cook's total annual deliveries in 1989 was exported.
Of its foundries, the George Blair and Catton foundries have been most successful in obtaining export
orders.

2.34. We found it difficult to gather accurate statistics as to the true extent of the import penetration
into the United Kingdom market. Many imported castings are not classified in trade statistics under the
description ‘steel castings' but under particular components (which are also capable of being produced
by a number of other processes). Various industry bodies such as the CAEF (Comité des Associations
Européennes de Fonderie) and ISSB (Iron and Steel Statistics Bureau) attempt to compile statistics on
imports. To the extent that they rely on inadequate customs returns or on figures provided by some but
not all overseas foundries these statistics are also not completely reliable.

2.35. Similarly, SCRATA told us that while it did not have any reliable steel castings import figures
for recent years it believed that the major exporting countries to the United Kingdom were probably
Spain, Portugal and France. It also believed that the main overseas suppliers of high integrity castings
were Switzerland, Austria and France. It did, however, show us the results of a survey it conducted in
1980 of various United Kingdom and overseas foundries, and of United Kingdom buyers of steel
castings. This survey found that the level of imports in 1980 was about 10,000 tonnes (or about 7 per
cent of the total United Kingdom market that year) (see Table 2.5), having grown from about 1,000
tonnes in the mid-1970s.
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TABLE 2.5 Imports of steel castings: SCRATA/CAEF data
tonnes

Country 1980* 1989%**

Portugal 450 2,927

Belgium 550 2,682

Spain 2,140 2,589

France 1,100 2,178

West Germany 530 2,027

Italy 225 1,200

Austria 1,000 182

Finland - 27

Norway 125 10%**

Switzerland 1,475

South Africa 1,000

Comecon 700

USA 385

Japan 130

South Korea 110

Brazil 25

India 20

Netherlands 20

Israel _ 15 Others 9.178§
10,000 23,000

Source: SCRATA/CAEF/MMC.

*SCRATA data, based on its survey results.
**Figures for the first nine countries listed are from CAEF, based on returns from some of its member countries
(giving a sub-total of 13,822 tonnes).
***Data for three of Norway's foundries (producing about 18 per cent of its total output), which are not members of
the relevant trade association, are not included.
§MMC estimate, to give a total estimated import figure of 23,000 tonnes (see paragraph 2.41).

2.36. SCRATA found, in its 1980 survey, that the import tonnages tended then to be in two distinct
areas:

(a) high integrity complex castings, castings made in alloys not licensed in the United Kingdom, or
alloys which United Kingdom foundries found difficult to manufacture; and

(b) low integrity castings, where competition was not on quality or mechanical soundness, but
purely on price and service.

SCRATA found the market sectors in which import penetration had been greatest were turbines (19 per
cent), pumps (17 per cent) and valves (17 per cent). The middle sector of the United Kingdom market
appeared at that time to be reasonably untouched, eg mining machinery, automotive equipment and
machinery castings.

2.37. Cook provided us with its estimate of the level of imports in 1989. Imports that year, it said,
based on its market intelligence, amounted to 45,362 tonnes (or about 33 per cent of United Kingdom
demand). Import penetration was greatest, its statistical information indicated, in market sectors such as
road haulage and railway equipment, pumps and compressors, and construction and earth moving, and
least in ordnance equipment. It outlined the impact of import competition in certain market sectors (see
paragraph 2.77).

2.38. In the absence of reliable official trade statistics concerning imports of steel castings into the
United Kingdom we sought by two means to obtain our own estimates of import data:

(a) for likely sources of imports other than from those countries for which CAEF estimates were
available we contacted the relevant British Embassies to establish whether or not they could
provide data on exports of steel castings from those countries to the United Kingdom; and

(b) we included a question about current import volumes in our questionnaire survey of Cook's
major customers.
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2.39. The various British Embassies we contacted were diligent on our behalf but invariably found
that lack of relevant data, or the reluctance of local foundries to reveal their export data, meant that this
potential source of information merely confirmed the difficulties that there are in estimating
international trade data for these particular products.

2.40. As our questionnaire survey was sent to Cook's major customers (see paragraph 2.51), who are
not necessarily major importers of steel castings, we could not rely on information it provided
concerning the volume of imports.

2.41. The data for 1980 and 1989 for the first nine countries listed in Table 2.5 show a growth in
imports from those countries over this period of about 25 per cent. Applying this same growth factor to
all imports suggests that by 1989 imports may have reached about 23,000 tonnes (or about 20 per cent
of United Kingdom demand). We also noted that certain expert sources we contacted in the United
Kingdom suggested that the level of imports was now roughly equal to the level of exports. This implies
that imports in recent years have been averaging about 21 per cent of United Kingdom demand.

The United Kingdom market

Size of United Kingdom market

2.42. The figures for deliveries into the United Kingdom market by United Kingdom foundries
shown in Table 2.2 are an indication of the extent to which the demand for steel castings in the United
Kingdom has declined, particularly during the early 1980s. These figures do, however, overstate the
decline to the extent that imports of steel castings have more than doubled since 1980.

2.43. Table 2.6 shows the size of the United Kingdom market in 1989 to have been about 116,000
tonnes. At an estimated average value of £2,127 per tonne, this suggests that the United Kingdom
market was worth about £250 million in 1989. The figure shown for imports in Table 2.6 is uncertain.

TABLE 2.6 The United Kingdom market for steel castings: 1989

Category Tonnes
UK production 117,770
Less exports 25.169
Net UK sourced 92,601
Imports 23,000*

Total 115,601

Source: MMC.

*This is an estimate (see paragraph 2.41). The figure could well be higher. Cook, based on its own market intelli-
gence, estimated that the figure was 45,362 tonnes, giving a total United Kingdom market of 137,963 tonnes.

Market shares

2.44. Given wide divergences in estimates about the level of imports, the calculation of market
shares in this market is uncertain. But some assessment is essential to our inquiry. We have therefore
taken the Cook figure of about 45,000 tonnes to be the likely maximum level of imports into the United
Kingdom, and the figure of 23,000 tonnes to be the likely minimum level. This suggests the range
within which the actual level of imports lies.
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2.45. On this basis we have estimated the market shares in this market to be as shown in Table 2.7
(using steel castings volume data for the 1989 calendar year). Prior to the three acquisitions which are
the subject of our present inquiry the market share of Cook was between 30 and 35 per cent. The shares
of the three largest individual foundries in Cook were 10 to 12 per cent, 8 to 9 per cent and 7 to 8 per
cent respectively.

TABLE 2.7 Steel castings: market shares, 1989

percentages

Foundries Minimum* Maximum*
William Cook Group 30** 35
Lloyds (Burton) 6 8
Paramount 1 1
Armadale*** 1 1
Total of above 38 45

Next three largest foundries

between them 8 10
Remaining 49 steel foundries 21 25
Imports 33 20
100 100

Source: MMC.

*The terms maximum and minimum indicate the likely range of market shares, given the uncertainty about the
level of imports.
**If centrifugal castings and cast steel rolls are excluded Cook's market share increases: for example, the figure
of 35 per cent in paragraph 6.8 corresponds to the 30 per cent shown above, (see paragraph 2.48).
***Estimate.

2.46. Prior to its acquisition by Cook, Lloyds (Burton) was the largest single foundry outside Cook,
with a share of about 6 to 8 per cent. The share of the Paramount foundry was about 1 per cent. The
North British Steel Group's foundries at Armadale and Bathgate had a combined share of about 4 per
cent (separate figures for the two foundries were not available). The Armadale foundry had some
significant export customers, and we estimate that its share of the United Kingdom market in 1989 was
at most about 1 per cent. There was no provision in Cook's Armadale acquisition for Armadale's order
books to be transferred to Cook, and so it cannot be assumed that Armadale's market share, albeit small,
transferred entirely to Cook (though as Cook's Annual Report for 1989/90 relates, its Hi-Tec foundry is
expected to benefit from approximately £2.5 million total additional sales (including exports) following
the closure of the Armadale foundry).

2.47. The effect of the acquisitions which are the subject of this inquiry was therefore to increase
Cook's market share by about 7 to 9 per cent. After the acquisition of Lloyds (Burton) no other steel
foundry in the United Kingdom outside Cook now has a market share greater than about 3 or 4 per cent
and about half of the remaining foundries have shares of less than 1 per cent.

2.48. The figure of 92,601 tonnes for United Kingdom sourced supplies (shown in Table 2.6)
includes cast steel rolls (8,561 tonnes) and centrifugal castings (2,375 tonnes). Centrifugal castings
require special equipment to make and only a few foundries in the United Kingdom are so equipped
(particularly Paralloy, Firth Vickers, Lloyds (Burton) and Cronite Castings). Cook manufactures only a
very small quantity of centrifugal castings (mainly in bronze at its Hi-Tec foundry). The centrifugal
capacity at Lloyds (Burton) was retained by Triplex Lloyd and it is now run by Cook on a
subcontracting basis. Cast steel rolls are static castings made in sand moulds. They are made by
R B Tennent, Davy Roll, Clyde Shaw, Paralloy and a few others. Some in the industry believe that
because of these differences in production methods, and because they are not ‘engineering shapes',
centrifugal castings and, to a lesser degree, cast steel rolls should be excluded from the steel castings
market. Cook said that while it could understand centrifugal castings being excluded from the market
there was no reason to exclude cast steel rolls. We take the view that both centrifugal castings and cast
steel rolls are sufficiently different from other steel castings, in their production and use, that we
exclude them in our consideration of the steel castings market. Doing so in respect of the output from
United Kingdom foundries has the effect of increasing Cook's market share by about 5 per cent, for
example from 45 per cent (as shown in Table 2.7) to 50 per cent.

16



2.49. As is clear from the range of market sectors listed in Table 2.1, steel castings are purchased for
use in a great variety of engineering equipment and plant. The range of companies which buy steel
castings is also very great. Customers range from major buyers such as Vickers, GEC, Meco Conveyors,
NEI Parsons, Ministry of Defence, British Rail Engineering, Massey Ferguson, Tarmac Roadstone,
Anderson Strathclyde, Rubery Owen-Rockwell and Komatsu, to quite small companies with only
limited numbers of purchases each year.

2.50. To find out more about what buyers of steel castings felt about the possible effects of the three
acquisitions we sent out a questionnaire to a number of them.

2.51. We asked Cook to provide a list of its top 50 customers, and those of Paramount, Lloyds
(Burton), and Armadale. From these lists we obtained a total of 122 addresses. (In addition there were a
further 22 addresses for companies in foreign countries: these were also sent a questionnaire but their
responses (there were five) were kept separate.) We had 67 responses partially or totally completed out
of 122 questionnaires issued (ie 55 per cent).

2.52. Almost 70 per cent of all respondents had changed to new sources of supply for a significant
proportion of their purchases in recent years. Those that had changed gave the main reasons for finding
alternative suppliers as price/cost advantages (50 per cent), better quality and back-up service (41 per
cent), improved delivery/lead times (35 per cent), and foundry closures (26 per cent). About 30 per cent
of respondents said that the main difficulties they encountered in finding alternative suppliers and
changing to them were the costs of transferring, adapting or making new patterns, and about 18 per cent
said that there was now a limited number of adequately sized foundries either able or prepared to
provide a specific service. About 48 per cent of the respondents said that their annual consumption of
steel castings had increased in recent years, due mainly to an increase in their own sales, and a further
36 per cent said that their annual consumption had remained stable.

2.53. Respondents purchased some 38,000 tonnes of steel castings from the United Kingdom
and abroad (about 33 per cent of market). These respondents reported that imports accounted for 9 per
cent of their total purchases. About 45 per cent of all respondents believed that imports were readily
available, accessible and cost effective for non-alloy steels. Also, 28 per cent were similarly aware of
alternative suppliers in the United Kingdom for non-alloy castings.

2.54. About 30 per cent of all respondents believed that competition in the supply of steel castings
had decreased in recent years, and 33 per cent mentioned that considerable numbers of foundry closures
had left fewer independent or alternative sources of supply in the United Kingdom. Some 54 per cent of
all respondents believed that there had not been any significant movement (relative to, say, other iron
and steel products they bought) in the level of steel castings prices, although 34 per cent believed there
had been, and that it had been an upward movement in price.

2.55. Further details of the views expressed by respondents to the questionnaire, together with those
of a number of other customers, are included in Chapter 4 (see paragraphs 4.10 onwards).

Aspects of competition

Entry and exit

2.56. As has already been mentioned, seven new foundries have been established in the United
Kingdom since 1980, but none since 1987 (see paragraph 2.27). None of these new foundries has grown
beyond a market share of 0.5 per cent. We discussed the ease or difficulty of new entry into this industry
with a number of parties. The general view was that new entry or significant growth by existing
foundries would be uneconomic if new equipment had to be installed. It might, however, be possible to
justify the purchase of second-hand equipment if suitable sources could be found.
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2.57. In setting up a new foundry one does not necessarily need to install the complete range of
equipment found in most long-established foundries. While all foundries need moulding facilities, and
steel melting and pouring equipment, some functions of a foundry can be contracted out, eg
pattern-making, and most fettling or testing activities. Even so, in declining industries, or in
circumstances of excess capacity, new entry is anyway more difficult, because of the existing excess of
supply over demand. In this sense, in periods when demand is growing, when supply is more in balance
with demand, or when demand outstrips supply, new entry will be easier.

2.58. Some of the barriers to exit from the steel castings industry are considerable.' The costs of
lay-offs and plant closures include both substantial cash payments (which may exceed the the cash
available to an unprofitable foundry) and management time. Closed plant has to be dismantled (at a
cost) and sites cleared up and made safe. For single-plant firms closure also means the loss of all
management jobs too, and in some cases only bankruptcy can force managers to consider closure. (See
also paragraph 5.7.)

Alternatives open to buyers

2.59. We also considered how easy it is for the buyers of steel castings to move to alternative
suppliers, products or processes should their existing supplier(s) become uncompetitive (by, for
example, being late with orders, or putting up prices too much).

2.60. We found, both from our discussions with various parties and from the responses to our
questionnaire survey, that the main alternatives available to buyers were:

(a) achange to another United Kingdom or overseas supplier;

(b) making the casting from another metal (eg spheroidal graphite or malleable iron); and

(c) making the required steel part by another means, such as forging or fabrication.?

2.61. Changing to any of these alternatives has its costs, and for (b) and (c) these might be
considerable because of the time and effort required to research and test the alternatives. It has
nevertheless been the case that for various reasons these alternatives have been adopted in the past by

buyers who had previously bought steel castings.

2.62. We found that the alternative most commonly mentioned by respondents to our questionnaire
as being likely to be cost-effective was to change to an alternative supplier. Here, the difficulties
included:

(a) either having new patterns made by the new supplier, or transferring existing patterns from the
present to the proposed supplier; and

(b) the time and effort required to identify suitable alternative suppliers in the United Kingdom or
overseas.

'For a fuller description see Baden-Fuller (1990).

The forging process involves the hammering of a piece of hot steel between two dies each of which bears the negative of one
half of the shape to be produced. Although forgings are limited to relatively simple shapes they can be of greater durability and
integrity than castings. Fabrication is the welding together of cut shapes from sheet or tubular steel to form the required
component. It can be used to make large complex pieces. There are many hundreds of forges and fabricating plants in the United
Kingdom and the rest of Europe.
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2.63. As already mentioned (see paragraph 2.52), our questionnaire survey found that the majority of
respondents had experience of changing suppliers in recent years, and that about half of the respondents
thought that alternative suppliers were readily available to them.

Effects of the acquisitions

2.64. In the next nine paragraphs each of the three acquisitions which are the subject of this inquiry
is separately assessed in terms of the particular features of each of the foundries, and the possible
alternatives open to their customers.

2.65. The Paramount foundry at Braintree (see paragraphs 3.14 and 5.18) was originally one of two
foundries owned by Lake & Elliot Industries Ltd (the other being the foundry at Leven in Scotland
which was the subject of a management buy-out in 1983 and now operates as Glencast Ltd (Glencast)).
The Paramount foundry specialised in the manufacture of high integrity castings weighing up to 1 tonne,
although the average weight was 15 kilograms. The vendors, Lake & Elliot, had expertise in the
manufacture of products for the petrochemical industry and the acquisition also allowed Cook, albeit as
a subcontractor, to gain experience for the first time in the manufacture of products for use in this
industry. (See also paragraphs 4.12,4.16,4.17 and 5.4.)

2.66. Lloyds (Burton) was the only remaining steel foundry of the three steel foundries once part of
F H Lloyd Ltd. At the date of its acquisition by Cook the Burton foundry produced approximately 9,600
tonnes of products a year for the following markets:

(a) crushing equipment;

(b) valves;

(c) construction equipment, dragline;

(d) ordnance (armour and track);

(e) mining equipment, tunnelling;

(f) petrochemical products; and

(g) process plant.

The maximum weight of casting produced at the site was 15 tonnes.

2.67. The Lloyds (Burton) foundry had certain capabilities which the existing Cook did not possess
to any great extent, particularly rock-crushing parts, tank parts and complex shapes. In more detail,
these capabilities were as follows:

(a) The Burton foundry had long experience of supplying items for the rock-crushing industry both
to users of such equipment and to the manufacturers, an activity not carried on to any significant
extent elsewhere within Cook.

(b) The Burton foundry also had valuable expertise in the manufacture of whole cast turrets and
certain cast parts for tank turrets. Although other companies in Cook produced ordnance
equipment such as tank tracks (an activity also carried on at Burton) none was able to produce

these other castings.

(c) The other area of Burton expertise was in the manufacture of certain large "custom- built' parts,
especially those having a complex shape and which were in competition with fabrications.

The rest of the activities at Lloyds (Burton) were similar to those carried on elsewhere within Cook (for
example, the manufacture of tank track). (See also paragraphs 4.11, 4.14, 5.5 and 5.21.)
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2.68. Because the Armadale and Bathgate foundries were treated by ANI and North British Steel
Group Ltd (NBSG) as one for most purposes (for example, in its accounts and in its data returns to
SCRATA), we found it difficult to assess the particular strengths and weaknesses of the Armadale
foundry. Cook's principal interest in acquiring the Armadale foundry assets was, it said, the various
items of equipment at the foundry which would be of considerable value to the business of the Hi-Tec
foundry (see paragraph 5.6). The manufacture of railway crossing blocks was an activity transferred by
NBSG from Armadale to its nearby Bathgate foundry, and the only other significant business carried on
at the date of signing of the sale agreement with Cook was the supply of certain castings for pumps and
electrical generating equipment to customers in India, the USA and Norway (though as far as ANI was
concerned, by the date of completion of the sale to Cook, the Armadale foundry had been closed down).
The only major United Kingdom customers supplied were the Dewrance division of Dresser
Corporation, Anderson Strathclyde and Terex. (See also paragraphs 4.27, 5.6 and 5.27.)

2.69. In contrast with the Armadale transaction, we were told, the acquisitions of the Paramount
foundry and of Lloyds (Burton) did involve the acquisition of businesses which were active in the steel
castings market. As Table 2.8 shows, in some market sectors there was a noticeable overlap between
Cook and each of Paramount and Lloyds (Burton). For example, in sectors 4 and 10 both Cook and
Lloyds (Burton) had very significant levels of sales, and in sector 5 both the Lloyds (Burton) and
Paramount foundries noticeably add to the Cook share. In other sectors, for example sectors 7, 12, 13
and 19, the extent of overlap was much less.

2.70. That customers can and do change to alternative suppliers (see paragraph 2.63) appears to be
borne out by the experience of Cook. It told us of its recent experience in a number of market sectors as
follows:

(a) Construction. This covered a wide variety of products (including items such as specialised
draglines used principally for excavating drainage ditches, parts for tunnelling machines and
structural parts used in the manufacture of excavating machines). In this market sector, of the 21
top companies supplied by Cook, none was also supplied by any of the three acquired foundries.
This was a sector of the market where Cook had over the years lost significant volumes of
business to importers, and it cited various specific examples of where this had happened.

(b) Mining. Although Lloyds (Burton) and various other Cook companies were active in the general
area of manufacture of castings for mining purposes, there was no overlap at all between the top
50 customers supplied by each of them. Over 90 per cent of Cook business in this sector was
done by William Cook Steel Castings Ltd and consisted of longwall conveyor equipment and
roof supports. Lloyds (Burton) on the other hand was engaged in supplying equipment for quite
different purposes, principally tunnel borers and coal cutters. Cook cited specific examples of
customers for the various types of equipment which also imported significant quantities of
castings.

(c) Crushing equipment. Of the 27 top United Kingdom customers in this market sector supplied by
Cook, Paramount and Lloyds (Burton) in 1989, only two (Brown Engineering and R B Lincoln)
bought from more than one of these businesses. Lloyds (Burton) had traditionally concentrated
on supplying spares to users of quarry equipment. Where other companies in Cook supplied
customers in this sector, these were often the manufacturers of the crushing machines. The sector
as a whole was one where imports played a significant role.

(d) Valves. Between them, Cook, Paramount and Lloyds (Burton) supplied a total of 44 companies
in this general market areca. Some of those customers purchased significant quantities of valves
from more than one of the three businesses even if the type and size of valves supplied varied
considerably as between the businesses. We were told, with examples, that the sector was,
however, one which had been subject to considerable import competition over recent years. The
44 major customers of the enlarged Cook were thought to buy valves worth £12 million from the
group's foundries and import £9.4 million from overseas.
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TABLE 2.8 Areas of overlap between the total output of Cookand of the Paranount and Lloyds (Burton) foundries*

O~NO O~ WNPF

15
16
17
18
19
20
21
22
23
24
25
26
27

Marketsector**

Constuction and edh-moving
Mining machiney
Mechanical handling equipmnt

Crushing,grinding, quarying and dedging

Valves
Punps, conpressos and fluid power
Food, drink and tobacco
Powergenestion
Othermachiney
Oil andpetrochenical
Other chental and pharraceutical
Boilers and boilehouse plant
Iron and steel
Otherprocess plant
Ordance 4rack links
-other
Road haulage transnission/chassis
other
Aerospace
Railways - loconotives and tack
<cariageswagonsgtc
Qil rig and wellhead equipent
Shipbuilding and rrine engineéng
Caststeelrolls
Furnace furniture and fittings
OtherUnited Kingdomconsuners
Exports

Total gross deliveies

Source: SCRATA.

Cook
Tonnes

51628
78934
1,7543
23714
30175
1,0203
1.0
3723
24893
1064
65.4
400
1,0314
4153
6,1685
6860
45336
12420
4.7
6590
13096
209
683
00
0.0
8070
10,7786
520190

%

649
623
788
235
324
256
0.4
177
500
199
26.1
214
193
263
946
531
998
954
2.2
348
809
22
52
00
0.0
343
428
442

Lloyds Burton)

Tonnes

12194
6436
180
4,8890
9835
6.0
20.0
0.0
2947
979
0.0
0.0
70
1126
3490
1637
8.6
142
245
29
1124
10
64
00
18.8
144

9,7067

%

153
51
08

485

106
02

87
0.0
59

183
0.0
0.0
0.1
71
54

127
02
11

11.7
02
6.9
01
05
00

31
06
28
82

%

Paramount
Tonnes

0.0 0.0
00 00
0.0 0.0
00 00
6744 72
1176 30
37.2 16.2
36 0.2
00 00
0.0 0.0
6.0 2.4
0.0 0.0
2112 40
504 32
00 00
00 00
0.0 0.0
00 00
6.0 2.9
0.0 0.0
0.0 0.0
0.0 0.0
84 06
24 00
7.2 1.2
972 41
__ 88 Q1
12396 11

UK total

Tonnes

7,960
12667
2,226
10087
9,307
3,979
230
2,104
4,982
534
251
187
5338
1,581
6,523
1,293
4,543
1,302
209
1,896
1618
956
1316
8,561
598
2,353
_25]169
117770

21

*All figures for calendar gar 1989 and show the totiéliveries of each foundinto the United Kingdonand export rarkets.
**Sectornumbers corespond with those indble 21.

%

100
100
100
100
100
100
100
100
100
100
100
100
100
100
100
100
100
100
100
100
100
100
100
100
100
100
100
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(e) Oil and petroleum. This sector covered a variety of products from items for use in drilling to
those used in the petrochemical industry. Paramount and Lloyds (Burton) specialised in the
supply of spun tubes and fittings for use in the petrochemical industry, and the customers served
by these two businesses were quite different from those supplied by Cook. The three businesses
had no significant common customers.

() Defence. Cook, Paramount and Lloyds (Burton) were all involved in this market sector. The
main products in this market were links for tracked vehicles and cast items such as turrets for
tanks. The Blair, Catton and Lloyds (Burton) foundries all supplied track for armoured vehicles,
although the vehicles in question are obsolescent and supplies were thought likely to decline
over the coming years. We noted too that Goodwin Steel Castings (Goodwin) is building up
expertise in this area. This was also a market, we were told, in which there was also some
competition for the supply of track from the German company Diehl which already had available
track for all the relevant United Kingdom armoured vehicles, and had a significant design
capability which was more sophisticated than anything possessed by the United Kingdom
industry.

2.71. More generally, we were told that in the heavy high integrity sector Cook faced major United
Kingdom competitors. Clyde Shaw (in Glasgow) constituted a competitor for the Hi-Tec foundry in
Cook.' Similarly, River Don (which used to be part of BSC) now produced very heavy high integrity
castings for power generation, offshore oil platforms, shipbuilding and steel works plant.

2.72. In the small and medium high integrity castings sector Cook said that there were a number of
competing foundries, for example Glencast, Goodwins, Dewramet, Wilsons, Darwins, and Mather &
Platt. There were also a number of specialist valve makers such as Willan Metals, Wilsons, Hopkinsons
and Dewramet.

2.73. As far as commercial castings were concerned, there were, it said, a wide range of alternative
United Kingdom suppliers, for example Mechcast, Bonds, Firth Brown, ASI Castings, Weardale, and
NBSG (Bathgate).

Imports

2.74. Mention has already been made of the difficulties of estimating the current level of imports
into the United Kingdom. Imports may now account for between 20 and 33 per cent of the United
Kingdom market, compared with an import level of only about 7 per cent in 1980.

2.75. There clearly has been an increase in import penetration, and United Kingdom buyers of steel
castings have found it possible to obtain significant quantities of steel castings from overseas suppliers
(see also paragraph 2.53).

2.76. Cook told us that in its view imported castings offered an alternative to the United Kingdom
user. The transport costs of steel castings were relatively low (even the cost of shipping castings to the
United States represented only about 5 to 10 per cent of the value of the goods). There were no tariffs
imposed on steel castings as such either from EC or EFTA countries. The specifications for the castings
and the equipment into which they are incorporated were largely international.

2.77. Tt is clear that overseas foundries have already made a successful entry into the United
Kingdom market. There are a number of reasons for thinking that overseas foundries have the potential
to win further business:

(a) There are a large number and range of them. Appendix 2.4, for example, sets out details of a
number of overseas foundries, including those which Cook regards as its principal competitors.
Many of these foundries produced both high integrity and commercial castings, for example
Sambre et Meuse (France), Breda Fucine Meridionali SpA (Italy), Cometna (Portugal), Fundix
(Spain) and Eisen und Stahlwerk Pleissner GmbH (Germany). Some were also diversified into
iron or non-ferrous castings (for example, Cometna, Voest-Alpine AG (Austria) and Thyssen

'Cook told us of specific examples of customers it had lost to Clyde Shaw and River Don. It also mentioned examples of
customers lost to Clyde Shaw by Armadale immediately prior to its closure.
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Guss AG (West Germany)); and some had additional forgings capacity eg Voest-Alpine). All of
the above foundries had large annual production (over 10,000 tonnes), as did Fonderies
Magotteaux SA (Belgium), AFE (Feurs) (France), Hachette et Driout (France), Breda (Italy),
Fundix (Spain) and FEZ (Spain). In addition to foundries in Western Europe, there was, we were
told, a rapidly growing castings production capability in Korea which already exported to the
United Kingdom, and a foundry with capacity of approximately 35,000 tonnes was nearing
completion in China.

(b) Some overseas foundries, for example Georg Fischer AG, a Swiss company specialising in high
integrity castings, had a good reputation for high quality with reliable delivery times.

(¢) Some foundries, such as AFE, Hachette et Driout, Manoir Industries, Fonderies Magotteaux,
Voest-Alpine and Georg Fischer, had full-time sales executives in the United Kingdom. Others
such as Pleissner, Fundix, Amurrio, Mettalurgica Madrilefia and Cometna (in addition to having
agents in the United Kingdom) also had export sales managers visiting customers and potential
customers in the United Kingdom. We understand that the Korean and South African industries
are also represented by agents in the United Kingdom.

(d) We were told that the view was held by some that while some overseas foundries were
undoubtedly less efficient than the best United Kingdom foundries, they may have advantages
which increase their competitive strength. For example, government support (either in the form
of direct grants for investment, cheaper energy costs or the waiver or deferment of tax or social
security payments) may have given an advantage to steel foundries in some countries. Individual
overseas steel foundries may also have offered prices to ensure that orders were won which kept
the foundry busy even though it meant operating at a loss.

Prices and investment

2.78. Most foundries experience great difficulty in attempting to calculate prices based on standard
costing procedures in the accepted sense (see Appendix 2.5). Of critical importance to unit production
cost is the work mix existing at the time of manufacture. A number of different jobs have to be
processed at any one time. The moulds for these jobs have to be matched to the output of the melting
furnaces. The number of moulds available for that minimum quantity of metal clearly varies according
to the work mix offered by the order book. Thus the unit cost of each casting varies according to the
number of moulds required to consume the output of steel. "Mixing and matching' becomes even more
complex when the wide variety of different metal specifications is taken into accountunlike an iron
foundry where fewer grades of metal are produced. While management seeks to determine the cost of a
particular job, this is not the principal management tool used to achieve the level of profit desired. It sets
a target for the throughput by reference to tonnage and average selling price to be achieved by the
foundry for a week. By allocating costs on a weekly basis it is easy to see whether an overall profit is
being made by the foundry. While this method is subject to variations if the mix of products varies
substantially, it has been found to be the best indicator. Thus, while the foundry will have a clear idea
after the event of the costs of producing each order, it is not easy to estimate costs accurately in advance
as a basis for setting prices.

2.79. [

Details omitted. See note on page iv
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Details omitted. See note on page iv

2.80. [

Details omitted. See note on page iv

2.81. We looked at the Business Statistics Office's Producer Price Indices for steel castings (derived
from SCRATA surveys), but found that because of a change in the methodology underlying the
construction of these series in early 1988 it was not possible to use these indices as a guide to trends in
steel castings prices over the last five or so years.

2.82. Cook provided us with annual price data for five specific steel castings for recent years. These
comparisons showed that the annual price movements varied considerably between these products. This
was the finding, too, of our questionnaire survey (see paragraph 2.54).

2.83. From the annual revenue and volume sales figures for three of Cook foundries we were able to
calculate approximate average unit revenue figures for their sales of steel castings. As Table 2.9 shows,
these figures also illustrate the variability of average realised prices for steel castings. For example, the
average annual unit price achieved by the Catton foundry in 1989/90 was only one-third of that achieved
by Holbrook, but in both cases the 1989/90 prices were higher in real terms compared with 1988/89,
whereas Hi-Tec's average revenue declined in nominal as well as in real terms. The main factor
affecting these average unit selling prices is the mix of castings handled by each foundry during the
year, ranging from those requiring considerable testing and upgrading (giving higher unit revenues) to
those not (with correspondingly lower unit revenues).

TABLE 2.9 Average selling prices (excluding export sales) per tonne achieved by three of Cook's foundries

All iron

Catton Holbrook Hi-Tec and steel

Financial £ per % £ per % £ per % products*

year tonne change tonne change tonne change % change
1986/87 [ 0.5
1987/88 Figures omitted. See note 1.9
1988/89 on page iv. 5.0
1989/90 1 34

Source: MMC, based on data from Cook.

*Based on Producer Price Index: home sales of a wide range of iron and steel products.

Note: Prior to its acquisition by Cook in June 1988, the David Brown foundry at Penistone (now Hi-Tec) was engaged
almost exclusively in upgrading castings and in carrying out subcontracted radiography work. The plant had no melting
facilities of its own. Figures for these earlier years are therefore not considered comparable with those since, and are
excluded from the table.

2.84. In an industry with declining demand, excess capacity, and significant barriers to exit it is
inevitable that some companies, particularly those operating in other markets or industries as well, will
be reluctant to commit themselves to new investment. We noted, however, that Cook was one company
which has been willing to undertake a major investment programme to modernise its plant in order to
improve its efficiency and quality. As the figures in Table 2.10 show, Cook invested considerably more
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TABLE 2.10 Cook: plant and machinery, additions and values1985 b 1990

Catton Holbrook Hi-Tec
Written down Wittendown Wkitten down
value of all value of d value of all
Additions P&M Additions P&M Additions P&M
Period ended during year at year end during year at yea end during year at year end
27 Decerber 1985* N/A 1,499 N/A 411 N/A 237
31 March 1986 - - - - - -
4 Aptil 1987** 470 1,668 241 475 11 2%¥*
31 March 1987 - - - - - -
1 Apiil 1988 918 2233 129 463 57 58
31 March 1988 - - - - - -
1 Apiil 1989 544 2,406 185 505 277 20008
31 March 1989 - - - - - -
21 Januar 199088 - - - - - -
31 March 1990 _1760 2,698 357 702 336 2221
Total additions 2,692 912 681
Tonnage soldgarended
31 March 1990 16962 1631 2671

Source: Cook.

£'000
Lloyds(Burton)
Wrkitten down
value of all
Additions P&M
during year at year end
335 863
190 845
135 800
205 846
395 1,047
__ 088§ 1015888
1,260
2177888

*Pre-acquisition.
**12 months pre- and 3 amths post-aguisition. All additionsare post-acquisition.
***After transfer of 219 to another gup conpany, prior to acquisition byCook.
8After revaluation.
§8mmediately prior to acquisition.
8§88Since acquisitiontwoonths.
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in its foundries (relative to their output) in the last four years than, for example, the previous
management invested in Lloyds (Burton) over the last five years.

2.85. Partly because of this, but mainly because production has been rationalised and foundries
closed so that orders could be transferred and throughput increased, and because of reductions in the
number of ancillary workers, the efficiency of these foundries shows some improvement. Table 2.11
shows, for example, that tonnage sold per employee at the Catton foundry increased by about 13 per
cent over the three years 1987/88 to 1989/90.

2.86. It is difficult to make satisfactory comparisons because of differences in product mix, but as an
example Cook quoted figures produced by CAEF. These showed that for United Kingdom steel
foundries the average figure for tonnes per employee in 1989 was 18.2." The figures for steel foundries
in other European countries, except Sweden and Italy, were lower (eg France 17.6 and West Germany
15.4 tonnes). Part of the explanation of these differences is in the types of casting produced, particularly
as high integrity castings require more man-hours (for example, for testing) than do commercial
castings.

1We noted, too, that in his recent paper on the steel castings industry Professor Baden-Fuller presented a table (see
Baden-Fuller (1990), Table 8.1 (on page 151)) which shows that output per employee in the United Kingdom steel castings
industry stayed in the range 11.4 to 13.4 tonnes during the period 1975 to 1983, but then rose to 15.6 by 1986 and to about 18.7 in
1987 (the last date for which he quoted figures).
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