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Thesis Summary 

This research seeks to evaluate public policy impacts through a socio-economic indicators 
approach. To explore this, the research focused on the privatisation process of the British 
Steel Corporation. A review of the literature on privatisation confirmed a research gap 
concerning privatisation impacts at local levels. The research also identified the need to 
derive a public policy evaluation methodology that can adequately measure these local 
socio-economic impacts. An appraisal of the methodologies currently in use in public 
policy evaluation and the key findings of several studies of public policy initiatives in 
communities supported the choice of a realistic evaluation approach, originated on the 
causal chain of Context, Mechanisms and Outcomes — CMO. 

This methodology was then developed through the application of four asset-based capital 
concepts (Economic, Human, Social and Physical). These indicators enabled the 
systematic arrangement of social and economic indicators. The research applied the case 
study approach in relation to two English ‘steel’ communities: Wolverhampton (West 
Midlands) and Sheffield (South Yorkshire). Applying the criteria analysis of narrative, 
‘counternarrative’ and Braudel’s three-tied historiographical time concepts, the research 
concludes that the privatisation programme ignored different variables that both 
communities presented before the implementation of the programme. As a consequence, 
privatisation did not generate the desired local outcomes. The realistic evaluation model 
explored in this research interprets the outcome of an intervention in terms of a set of 
generative mechanisms and the contexts in which those mechanisms are set to work. In 
both case studies presented, the privatisation programme was unable to induce appropriate 
local adaptation. Indeed, the programme served to aggravate failures in both communities” 

asset bases. 
Contributions from this research are both theoretic and empirical. Firstly, the research 
applies a CMO model to an economic programme (privatisation) in order to explore not 
only economic, but also human and social consequences. Secondly, the research 
incorporates refined notions of time and of the nature of the value creation process into the 
abstract CMO logic. Finally, the research uses qualitative approaches adopted from other 
social sciences beyond Public Administration to structure and analyse the cases and 
generate appropriate policy-rich findings and conclusions. 
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CHAPTER I —- INTRODUCTION 

The main objective of this thesis is to explore the consequences of a public policy 

through the application of evaluating model’s based on sets of socio-economic indicators. 

The specific policy focus here is the privatisation process of the British Steel Corporation, 

finalised in December 1988 and its attendant general local impacts. 

The author’s interest in researching public policy evaluation began in 1998 when 

she developed a case study at Ipatinga, a medium-sized city in Minas Gerais State, Brazil 

(Gomes and Freitas, 1999). That research sought to understand the socio-economic effects 

of a privatisation at local levels. The next section presents a summary of this earlier 

research, the results, limits and unanswered questions. 

1.1 Privatisation in Brazil: limited analyses and unanswered questions 

Privatisation has been part of Brazilian policy since early 1980s, and has passed 

through several distinct phases. In the 1980s, the main movement was characterised by the 

‘reprivatisation’ of 38 companies that had been absorbed by the Government, in most 

cases, due to financial problems. At this time, the Government did not have plans to 

implement a large-scale privatisation programme. In this phase, the main purpose was to 

keep the government from increasing its presence in the productive sector of generating 

revenue for the Treasury (Gomes, 1996). 

In 1990 the Brazilian’s Government developed the National Privatisation 

Programme — PND (BRASIL, 1990) and privatisation became an integral part of the 

economic reforms initiated by the Government. The magnitude and scope of the 

privatisation process were expanded significantly. The Brazilian steel sector was the first 

of the Nation’s portfolio of public companions to be privatised, with the eight public steel 

companies being fully transferred to the private sector between 1991 and 1993. This 
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privatisation was the most significant in terms of asset values to be achieved to that date. 

The sale of USIMINAS in October 1991, for example, resulted in proceeds of 

more than double that of the entire 1980s. Thus, the PND focused its efforts on the sale of 

companies from the productive sector in sectors previously strategic to the development of 

the country, as illustrated by the inclusion in the programme of companies in the steel, 

petrochemical and fertiliser sectors. Between 1990 and 1992, the priority on fiscal reform 

resulted in the significant use of the so-called ‘privatisation currencies’ (securities 

representing federal public-sector debt) in the purchase of state-controlled companies. In 

the period of 1993-1994 the companies’ privatisation process in the productive sector 

intensified, and the last state-controlled companies in the steel sector were privatised 

(Gomes and Freitas, 1999). 

Between 1995 and 1996, with the new administration entering office, higher 

priority was placed on the privatisation process. The PND was selected as one of the 

fundamental instruments for the reform of the state and became an integral part of the then 

current administration. The National Privatisation Council (CND) was created to substitute 

the Privatisation Commission (then responsible for the PND) and the privatisation of state- 

sector companies in the productive sector was almost concluded (Gomes and Freitas, 

1999). 

Since its creation in 1991, 67 companies and minority holdings in companies 

owned by the federal government have been transferred to the private sector, the majority 

from the steel, chemicals, petrochemicals, fertilizers and electricity sectors. According to 

BNDES (Brazilian Development Bank), the companies also transferred to the private 

sector through the granting of concessions were seven regional networks of the Federal 

Railroad Network (RFFSA), plus Sao Paulo and Rio de Janeiro Docks Companies, Sao 

Paulo Railroad Network, DATAMEC and Port of Salvador (CODEBA). The consolidated 

results of the PND to December 31st 2002 were US$ 39.68 billion (BNDES, 2002).



Brazil’s top-level public agency charged with the control of the public accounts at 

a federal level is the Tribunal de Contas da Unido - TCU. This is Brazil’s Supreme Audit 

Institution. There is also a State Court for each Brazilian state, which is in charge of 

controlling the tasked with controlling public accounts at state and local levels. The remit 

of the TCU includes, inter alias: 

¥ Judging the abilities of public managers with regard to the spending of public 

money, and maintenance of possessions and worth of public assets; 

v Evaluating the enterprises’ privatisation process included in the National 

Privatisation Programme - PND (BRASIL, 1988, 1990). 

Since 1995 the TCU has been improving its analytical techniques, as well as 

acquiring know-how from research institutes in Brazil, the United States and the United 

Kingdom. However, the instruments that have been developed through these exchange 

programmes do not focus systematically on the socio-economic impacts of a public policy 

programme (BRASIL, 2000). Furthermore, eight medium-sized cities (three in Minas 

Gerais State, plus one in each of the following States: Sao Paulo, Rio de Janeiro, Espirito 

Santo, Rio Grande do Sul and Pernambuco) grew up with these Brazilian state-owned steel 

companies, and the potentially significant impact of privatisation on these largely single- 

industry communities has yet to be systematically evaluated. 

This early research defined as focus the privatisation of Brazilian public steel 

companies, and a pilot case study (USIMINAS) was elected among three possible Minas 

Gerais State’s different steelworks, privatised between 1991 and 1993. The primary 

objective of this research was to identify possible benefits of the privatisation process at 

local levels. As a result, the author - a lecturer from Vigosa Federal University at Minas 

Gerais State, Brazil - with the collaboration of an undergraduate student as research 

assistant, developed a social and economic set of indicators. It was intented to be organised 

in time series that could demonstrate how was the community situation before, during, and 
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after the privatisation programme process. 

Based on several relevant time-based indicators’ sets analysis, that earlier research 

highlighted the need to develop a more effective methodology for appraising community 

impacts - one that went beyond merely financial concerns. No such instruments were 

identified in the course of that research. The only evaluative methodology in use at that 

time in Brazil was based on the auditing of the relevant public accounts. 

This research also faced other dilemmas. The fieldwork strategy concentrated in 

one day-long visit at USIMINAS, where four semi-structured interviews were made with 

senior employees that were working in the plant at the time of the privatisation. Another 

three day-long visits were made in Ipatinga, when a further range of interviews was 

applied. Some of these stakeholders were identified in a prior review of the USIMINAS 

privatisation process. This review had the objective to build a picture of Ipatinga — its 

cultural inheritance, its relation with the steel industry and possible confrontations or 

negotiations that the community conducted at the time of the USIMINAS privatisation 

(1991). However, the majority of the stakeholders identified in the local history review 

were unable to be localised. The research then focused on interviewing local social and 

economic representatives and leaders, in an attempt to cover at least comments about the 

years after the privatisation. This situation contributed for a perception of a lack of 

information of the local community prior the privatisation, with its only source being the 

senior USIMINAS employees’ answers and local archives and newspapers’ clippings. Also, 

this limited numbers of day-visits, as a consequence of reduced resources, undermined the 

data collection. Many stakeholders that were not available for interviews during the 

fieldwork were eliminated due to the impossibility of a new day-long visit to be arranged. 

An additional impasse that this research confronted was the lack, or sometimes the 

immaturity and unsuitability of data sets that were available at the time of the research. A 

review, elaborated before the fieldwork, did not accuse any previous research that applied 
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set of socio-economic indicators to evaluate public policy programmes. As a consequence, 

the author decided to use a range of pre-elaborated indicators from various sources: 

> Local information and socio-economic indicators developed by the Minas 

Gerais Government for each of its 853 local authorities and updated 

periodically; 

Vv A local diagnostic of Ipatinga elaborated by the independent agency SEBRAE 

(Micro and Small Enterprise Support Service), elaborated and published in 

early 1998; 

> The Municipal Human Development Index (IDH-M) for the Minas Gerais 

State, developed by the Joao Pinheiro Foundation (FJP - MG, Brazil), the 

Institute of Economic Applied Research (IPEA - RJ, Brazil) and the PNUD. 

Despite these sets of indicators being ambitious at the time of their publication, they were 

not specifically designed to support a public policy evaluation analysis, and most of the 

time series previously proposed were unable to be constructed properly. Specially, the 

author observed a lack of local social information like statistics about education and health 

for the 1980s. At that time, there were few statistics at local level. 

The results of this case study pilot demonstrated that: 

> 

Vv 

Different steel companies conducted different privatisation processes, 

although being inspired by only one programme, the PND. For example, 

USIMINAS was the only one that focused basically in encourage 

retirements, during the five years before the privatisation, using 

redundancies only in very few cases; 

After the privatisation, the company continued to stimulate retirements, with 

a total reduction of personal of 33.3 % by 1998. These vacancies remained 

unfilled. Despite these reductions, USIMINAS continued to produce the 

same volume of steel;



» For the local community, USIMINAS’ privatisation forced a rupture of a 

dependent economic relationship that the city had since the company 

creation, in 1962. For example, after the privatisation, the number of new 

businesses created locally between 1991 and 1998 were 3,548 in 

comparison to 910, between 1981 and 1990. Other numbers confirmed that 

Ipatinga struggled but gradually created a more diversified local market. 

This economic growth reflected on the development of the city as an 

attractive regional market among other communities in the area; 

Vv However, the major challenge that Ipatinga was unable to tackle soon after 

the privatisation, according to this earlier research results, was the 

development of labour market alternatives, especially for the youngsters. 

The ‘old culture’ to stimulate sons and daughters to ‘inherent’ the parents’ 

job at USIMINAS after their retirement finished abruptly and no early local 

alternative was identified. 

Despite these findings, some unanswered questions remain: 

> How to understand the role of the local authority in this process? The 

research did not recognise any particular evaluation methodology where the 

role of the local Government could be properly analysed; 

> How to build a structure of considerable amount of indicators in a visible 

and understanding method, in order to facilitate the analysis? 

>» How to employ these indicators in an evaluation methodology that can 

adequately measure socio-economic impacts? 

> Despite this considerable amount of indicators, there was not sufficient 

length of time since the privatisation. Judgments about the privatisation 

process were still influenced by the ‘heat of the moment’. These opinions 

were radically against or backing of the privatisation, with almost none 
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constructed arguments to support them; 

Vv Finally, how to narrate the ‘local history’? This research did not recognise, 

at the time of the analysis, any method that could facilitate the organisation 

of the amount of data collected in a fluent way to ‘tell’ the history of the 

local privatisation and its socio-economic impacts. 

1.2 Implications of the Previous Investigation for a new Research Proposal 

The unanswered questions in this previous research influenced the decision to 

investigate public policy evaluation methodologies that can adequately measure socio- 

economic impacts at local levels. The author decided to continue to research socio- 

economic impacts of the steel sector privatisation, at this time the case of the United 

Kingdom. There were three main reasons for selecting the United Kingdom as the case 

study location: 

> First, United Kingdom is recognised to be first country globally to make use 

of the privatisation as an economic public policy (Hossain and Malbon, 

1998). 

> Second, the leading Britain steel company - British Steel ple (formerly the 

British Steel Company) and the Dutch private firm, KoninKliike 

Hoogovens, which together formed the Corus Group on October 6, 1999, is 

of global significance. This Company is the third largest steel producer in 

the world, the largest steel producer in Europe and employs 64,600 people 

(with 33,800 of these in the UK) as at April 2000. 

> Third, the length of time that has elapsed since the privatisation of the 

British Steel (in 1988) gives the necessary ‘social space’? in which 

stakeholders’ interactions in given localities may be played out and longer- 

term impacts registered. 

The author expected by the start of this current research, that public policy 
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evaluation methodologies currently applied in United Kingdom could answer this early 

expectative. In fact, a new challenge just became apparent, when the author realised that no 

current evaluation methodology could adequately be applied to investigate socio-economic 

impacts. A proper evaluation methodology might be generated, initially. 

Nevertheless, the opening questions for analysis are: 

¥ What sort of socio-economic impacts are generated by a single economic public 

policy developed at national level and applied in different communities? 

v What are the temporal and causal relationships that underpin the communal 

adjustment process? 

v¥ How might these inter-communal effects be most systematically measured? 

It was also recognised early in the process of scooping and structuring the current 

research that a degree of choice and delineation would be required. The research agenda 

identified in Gomes and Freitas (1999) would in all likehood prove being too ambitious. 

The themes arising from the author’s previous research were set out above. A number of 

these were successively jettisoned. These themes and the rationales for setting them aside 

are set out in Table 1. 

The implications of these choices are now discussed in somewhat greater detail in 

the following Chapters. The next Chapter presents the privatisation as a national public 

policy, and its choice for socio-political and geographic arena to research, derive and test 

an evaluation methodology. Thus, the chapter includes: 

vy An analysis about the steel industry; 

v A historical background about the privatisation; together with a description of the 

process suffered by the then British Steel Corporation; 

v An analysis of the privatisation from a public policy perspective, pointing 

especially the gap in the literature about the privatisation impacts at local levels.



Table 1: Focussing the Current Research 

  
Research Theme Rationale for Exclusion 
  

Analysis of different | Each one of these companies applied different privatisation processes, despite 

steel companies’ being inspired by a unique programme, the PND. To investigate the nature of 

privatisation processes | socio-economic impacts generated, the current research must focuses on a 

single economic public policy applied in different communities. The British 

Steel privatisation offers this condition. 

Dealing with the The previous research required a proper approach to consider the huge 

excessive amount of | indicators previously collected, but unfortunately no indicators was located. 

indicators referentto | In result, these numbers did not offer strong support for the research analysis 

social and economic and conclusions. In order to make a better use of them, it is necessary to 

conditions reduce the numbers and make it more robust. In other words, to apply an 

assemblage of indicators in asset-based capitals. 

Approach for telling The previous research did not identify among the literature review any 

and analysing the —_| appropriate instrument that could assist the author to structure and analyse the 
community experiences | data collected. Consequently, the final report did not expose entirely possible 

relationships and linkages of the privatisation process results. The current 
research chose to apply Braudel’s time-space conceptual framework, seeking 

to explore these possible networks no immediately visible at the time of the 

data collection. 

  

  

        
The next seven chapters of this thesis are structured in this order: second chapter 

introduces privatisation as a national public policy, and clarifies why it was chosen as a 

socio-political and geographic arena to derive and test an evaluation methodology. This 

Chapter therefore, opens with an analysis of the British steel industry, its broad sectored 

development and competitive status. Chapter III examines key public policies evaluation 

methodologies. This Chapter also summarises the methods and key findings of researchers 

seeking to analyse the impacts of public policies initiatives on spatial communities, and 

introduces a synoptic methodology that may be used to further public policy evaluation, 

based upon a basket of indicators derived from secondary research. Finally, Chapter III 

reflects upon the “three-tied historical framework” presented by Fernand Braudel and its 

potential as a tool for structuring a CMO model. Chapter IV discusses the research 

methodology possibilities while researching public administration, and presents the case 

study approach as strategy to collect data. This chapter also portrays the criteria to interpret 

the findings and how Braudel’s time-space conceptual framework is applied to analyse the 

findings. 
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Chapters V and VI present the case narrative of the ‘steel’ communities elected as 

case studies. Each chapter encompasses the political, social, demographic and economic 

developments and the transformation that each community suffered in the starts of the 20th 

century. In addition, Chapters V and VI reveal a detailed account of the respective 

community context in the 1980s, a presentation of the privatisation programme impacts in 

the community in the year of the British Steel privatisation and its outcomes in the 

following years. 

Chapter VII explores the data generated from the case studies, analysing first each 

case separately and then performing a cross-case analysis for both results. This Chapter 

also discusses the relationship between the research findings and scientific rigour 

approaches presented in Chapter IV. Finally, Chapter VIII discusses the empirical and 

theoretical contributions from the research, as well as limitations and suggestions for 

further enquires about evaluating socio-economic impacts of national programmes at local 

level. 
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CHAPTER II - EVALUATING LOCAL IMPACTS: THE CASE OF PRIVATISATION 

This Chapter introduces privatisation as a national public policy, and clarifies why 

it was chosen as a socio-political and geographic arena to derive and test an evaluation 

methodology. The Chapter therefore, opens with an analysis of the British steel industry, 

its broad sectored development and competitive status. This is followed by a brief 

historical overview of the processes underpinning privatisation policy in the UK. These 

insights are then applied to the specific processes by the then British Steel Corporation. 

The final sector of this Chapter addresses privatisation from a public policy perspective, 

seeking to analyse the broad range of impacts arising from the privatisation process. The 

Chapter concludes with an appraisal of the literature on privatisation impacts at local 

levels. 

2.1 The Steel Industry in the United Kingdom — Brief Review 

Hudson and Sadler (1989) argue that the historical development of the steel 

industry may best be understood through a comparative international analytical approach. 

‘Thus, explaining the collapse of steel employment in places such as Consett in 
UK...has to start from a global perspective with the restructuring of this key 
manufacturing sector, mediated in various ways through, the policies of national states 
and on occasion an embryonic supranational state. It also has to incorporate a more 
local dimension and address issues such as: exactly how steel closures came about; why 
campaigns fought in an often bitter attempt to prevent closure almost always resulted in 
failure; and why political strategies devised nationally and fought for locally to 
compensate for loss of steel jobs came to display such an extraordinary degree of 
similarity in different countries and continents’ (Hudson & Sadler, 1989, p.2). 

Globally, the geography of the steel was formed in three main stages: 

1. First, sectoral location was originally largely shaped by nature and the natural 

environment, by the locations of likely resources, given contemporary production 

and transport technologies. 

2. From the 1950s, major technological changes impacted. These included the 

introduction of basic oxygen steelmaking (BOS), cutting the necessary labour time 

to convert liquid iron to steel from around eight hours, using open-hearth 
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technologies, to around forty-five minutes. This invention, more than any other, 

promoted changes in the geography of steel production. In particular, it accelerated 

a move to coastal locations, for two reasons: 

i. Such locations facilitated imports of raw materials, especially richer 

iron ores to help satisfy the greatly increased demands for hot iron; 

ii. They also allowed major modifications to be made to existing 

coastal or quasi-coastal plants or the construction of totally new 

ones, often mirroring the massive innovatory Japanese complexes. 

According to Hudson and Sadler (1989), the UK government seized this chance to 

reorganise the intranational geography of production and simultaneously, to use the steel 

industry as an instrument of regional policy, concentrating investment in new capacitation 

in peripheral problems regions. 

Before this, in 1945, the UK steel industry underwent fundamental changes of 

structure and ownership. It was nationalised in 1949, practically denationalised from 1953 

onwards and then predominantly renationalised in 1967. British Steel Corporation was then 

formed by 14 of the major UK steel producing companies. These qgmpanies together 

accounted for approximately 90% of UK crude steel production and employed more than 

250,000 people in 1967 (Fevre, 1989; Vaizey, 1974). The starting problem was that only 

the risky bulk steelmaking sector was nationalised, against the opinion of steel companies’ 

managers. So, important and profitable sectors of the industry were left in private hands 

(Bryer et al, 1982). 

‘The fourteen firms which were nationalised were not themselves giants, though among 
the bigger British companies. But combined they had a book value of £1,400 million, 
their turnover was £1000 million... There were thirty-nine crude steel producing works, 
including twenty-on that were fully integrated, together with a great miscellany of other 
assets. Some of the firms were mostly located in one area — Colvilles in Scotland for 
example, and SCOW in South Wales; some specialised in broadly one type of steel 
product, such as SCOW in sheet and tinplate, Consett and South Durham in heavy steel 
plate and sections, and Stewarts & Lloyds in Tubes; but the remainder, for example, 
English Steel, John Summers, RTB, and above all United Steel, were geographically 
dispersed and produced a range of products...If the Corporation decided not to continue 
the existing firms, should it seek to have specialist groups, or geographical groups?’ 
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(Vaizey, 1974, p. 181) 

The intention of the government and the then BSC’s chairman, Lord Melchett, soon after 

the nationalisation of 1967, was to pursue an expansionist strategy based on the Japanese 

model: large-scale, integrated steelworks, producing tonnage steels that were marketed in 

sufficient amounts to secure economies of scale (Tweedale, 1993a). Scale economies were 

considered so significant, indeed, that a throughout measure was chosen to divide the 

public and private sectors. Only firms producing 475,000 tonnes a year or more were to be 

included in the BSC (ibid). 

3. After 1974 the global steel demand declined substantially, while the effects of this 

decline were intensified by the pressures of international competition of lower-cost 

procedures. In this way, the future of the older inland plants became an increasingly 

precarious. 

The coastal expansion of ordinary steels’ bulk production was taking place at a 

time of increasing demand for steel so that the longer-term implications of this growth for 

smaller inland plants, using either open hearth or BOS technologies, were substantially 

veiled in the early 1960s and 1970s. Even in those cases where coastal expansion would 

lead to some net loss of jobs, the apparent promise of secure long-term employment for 

most steelworkers neutralized trade union opposition to reorganisation. In fact, steel unions 

were often enthusiastic supporters of plants to invest heavily in new capacity, even if this 

resulted in some alteration in production and employment characteristics (Hudson and 

Sadler, 1989). 

The impact of the post-1973 recession heavily felt in the steel industries of the 

Western Europe and the USA, and accentuated by the growing output of newly 

industrialised countries, as Brazil and South Korea. The situation in the United Kingdom 

reflected these global trends. The UK’s main steel producer, British Steel Corporation 
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(BSC), reduced its output from 25m tonnes in 1971 to 17m tonnes in 1976. The 

Company’s total workforce fell from 250,000 to 210,000 in the course of the same years 

(Hudson and Sadler, 1989, p.64). 

During the 1970s, BSC invested heavily to expand its production capacity in order 

to meet projected demand. However, the production arising from these capital expenditure 

schemes began to come on stream in the late 1970s at a time when demand for steel was 

weak, following the first oil crisis of 1973/74. In 1975/76, BSC incurred the first of a 

series of large losses that continued for ten years. Over-capacity and falling demand 

restricted BSC’s ability to raise prices in order to recover increased production costs, 

resulting in a price/cost restrain. 

Since February 1973, BSC had embarked on a plan called “Ten-Year 

Development Strategy”, when a £3,000 million investment programme (at 1972 prices) 

was to concentrate on the five ‘heritage sites’ of Llanwern and Port Talbot in South Wales, 

Scunthorpe and South Teesside in England, and Ravenscraig in Scotland. One-third of the 

investment was to be allocated to South Teesside creating a giant modern costal works 

with an annual capacity of some 12m tonnes. In parallel with the commissioning of this 

new capacity, however, older plants at inland locations would be closed. Some of these 

closures were made at BSC in the mid-1970s, especially of older open-hearth steelworks. 

Table 2 gives examples of BSC plants closures at this time, and the consequent jobs loss. 
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Table 2: Some BSC's closures 1979-1980 

  

  

  

  

  

Local Year Jobs Loss 

Corby (partial closure) 1979 6,000 

Bilston Steelworks (Wolverhampton) 1979 2,500 

Consett 1980 3,700 

Port Talbot (partial closure) 1980 5,549           

Source: data from research 

The recession that followed the second oil crisis in 1979 was particularly severe in 

the UK and led to a further substantial contraction in domestic steel demand. Between 

1975/76 and 1979/80, the Government provided some £3.3 billion to BSC to help finance 

its activities. In December 1979, the Board of BSC resolved on drastic measures (Aylens, 

1988): 

Y To reduce labour capacity by 30% until 1983; 

Y To utilise remaining capacity fully; 

Y To rationalise working practices; 

¥ To change the principles for determining pay settlements. 

Although the implementation of these measures was delayed by a national steel 

strike in the UK in early 1980, Hudson and Sadler (1987) argue that employment at BSC 

has been cut from 186,000 in 1980 to 54,000 in 1986. In addition, whole market segments 

were sold to the private sector through a series of joint ventures, knew as ‘Phoenix 

companies’ (ibid). 

By the time of the general election of 1987, BSC’s workforce had fallen more 

from 166.400 in 1979 to 51.600. The Conservative Party’s 1987 election manifesto 

signalled further major changes for BSC in terms of detailed proposals for its privatisation. 

The next sections detail exactly how the Government managed the privatisation process. 
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2.2 Privatisation: Historical Background 

The public policies adopted by an increasing number of countries since the 1980s 

have placed a growing emphasis on a process that had its beginnings in the United 

Kingdom and then spread out from there: privatisation. Seeking to reduce its asset base in 

the economy, the State transfers its assets and patrimonies to the private sector. This is a 

quasi-permanent arrangement, as different from the contracting out of public interests — 

knows as ‘temporary privatisation’. 

The objectives of asset transfer are highly contested (see, for example, Hossain 

and Malbon, 1998). However, privatisation was originated by a desire to address multiple 

expectations, one of which was to improve the productivity and yield of the state-owned 

industrial sectors through an injection of entrepreneurial resource and culture 

According to Hossain and Malbon (1998), three distinct tactical approaches have been 

adopted in relation to the process of privatisation. They suggest that these tactics have been 

pursued with different vigour in differing regions of the world economy: 

e The ‘big-bang’ approach being pursued in Latin America and the Caribbean region, 

e The ‘go-slow’ and institutional approach characteristic of the Asian and East Asian 

nations, and 

e The ‘marketisation’ political approach of East Europe. 

In sectoral terms, the most developed countries have directed their privatisation 

strategies towards industries and utilities, like electricity, water and gas. Regardless of 

these distinctions, a momentum to privatise state industries has been apparent across the 

world. What are the claimed benefits that underpin privatisation? Gould (quoted in Hossain 

and Malbon, 1998), claimed that privatisation will: 

e Raise funds and reduce borrowing to improve a nation’s effective fiscal and 

macroeconomic management; 

e Increase efficiency at the enterprise level; 
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e Reduce government and bureaucratic interference in the day-to-day business of an 

enterprise; 

¢ Increase the share ownership dispersion in key enterprises; 

e Create competition in the market; 

¢ Promote discipline in the market place. 

In many nations, regulators have been established during the privatisation process 

to protect the interests and activities of three major players, namely consumers; privately 

owned new companies; and governments. However, such regulation does raise some 

important distributional issues, including: 

¢ How are any benefits to be distributed between these groups? 

¢ How to identify exactly to whom the privatisation will be benefic in what 

circumstances? 

The privatisation implications are complex and depend upon a number of factors, 

including whether or not the enterprise will be more profitable and efficiency under private 

than continued public ownership. In addition, other factors are the change in the market 

value after privatisation; and the performance before and after the privatisation. 

The administrations led by Margaret Thatcher (1979-1990) in the United Kingdom 

have been dubbed the ‘privatisation period’ (Evans, 1997). A 1979 ‘statement of 

intentions’ set out her government’s primary intentions with regard to privatisation (Fevre, 

1989). Vickers and Yarrow (1988) explain that until 1979, there was a clear trend in the 

direction of bringing greater numbers of enterprises under public ownership. This formed a 

part of the so-called “post-war consensus” (Atkinson, 1992). The year of 1979 was a 

decisive breakpoint. Since then, the privatisation programme has produced a sharp 

movement in the opposite direction. The reasons of adopting privatisation as an political 

action of the 1979 Conservative Government are described by Parry (1990) as a 

mechanism to reduce the market power of public employees and to give more scope to 
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private enterprises. Atkinson (1992) indicates that the Thatcher government firmly 

believed that the State’s role (particularly in the industry policy) should be reduced to a 

minimum and that, a priori, the private sector was a more efficient and effective provider 

of goods and services. 

To understand the conviction behind the Thatcherite privatisations, it is necessary 

to recognise the economic situation of the United Kingdom at this time. The 1970s in 

Britain were marked by an important change in the priorities of government economic 

policy, and by a growing disillusion with the Keynesian approach on which much post-war 

policy had been based. Increasing importance was attached to the problem of controlling 

inflation, rather than holding down unemployment. The Keynesian approach had 

emphasised the role of spending (aggregate demand for goods and services) in determining 

the economic activity level. By regulating the spending level, governments controlled the 

unemployment level and the inflation rate; and by maintaining a steady increase in 

spending, the government stimulated increases in productivity and in standards of living. 

According to Dunn and Smith (1992), between 1945 and 1965, the Keynesian policy of 

demand management based on fiscal policy appeared to work tolerably well. In order to 

maintain the exchange rate, however, British governments were then forced to restrain 

public spending, hence slowing down growth. The public spending controls impacted 

particularly heavily on nationalised industries in terms of long-run investment. 

The new Thatcher government took office with three basic economic objectives, 

which they perceived to be complementary: 

e To reduce inflation; 

* Tocontrol the trade unions power; 

e To reduce the government economic role. 

The first of these objectives could be achieved, following the Thatcher government’s 

thinking, only by reducing the government’s spending growth rate by controlling the 
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money supply. The high exchange rate most directly affected those economy sectors 

exposed to foreign competition — that is, primarily the manufacturing sector. Employment 

in the public sector (with the notable exceptions of steel and shipbuilding) was maintained. 

Thus, to hold spending with cash limits, it was necessary to reduce the ‘quality of 

provision’ and investment in public services, and to increase substantially the changes 

made for services (in other words, to privatise services). 

The control of the power of trade unions and the effect labour market reform, 

several successive Acts of Parliament were passed. Table 3 briefly summarises the most 

significant of these. 

Table 3: Labour Market reform under Thatcher 
  

  

  

‘Act Objective 
1980 Employment Act Outlawed secondary picketing and restricted the operation of the ‘closed- 

shop’. 

1982 Employment Act Made unions liable for damages if held responsible for unlawful industrial 
action, while narrowing the definition of a ‘lawful’ trade dispute, and 

strengthening individuals’ protection against closed shops. 
  

        1984 Trade Union Act Required secret ballots and made unions liable for damages incurred during 
a secret ballot. 

1988 Employment Act Gave members still further powers vis-a-vis their trade unions.   
Source: Seldon and Collings (2000) 

The measures brought the unions back within the scope of civil law, reversing the 

immunity from civil action they had acquired in the 1906 Trade Disputes Act. Labour 

market and pay flexibility were assisted by the Wages Act (1986), which reduced the role 

of Wages Councils to fix wage levels, and profit-related pay and decentralised pay 

bargaining procedures were encouraged (Seldon and Collings, 2000). 

The emphasis changes in economic policy started in 1979 may be seen essentially 

as a variation of the monetarist view. In this view, if the money supply in one country is 

growing faster than in other countries, this ‘excess’ money will flow out through the 

foreign exchange markets, causing the exchange rate to fall. 

Privatisation lay at the heart of the economic approach of the 1980s (Dunn and 

Smith, 1992). Privatisation took three specific forms: 
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¥ ‘de-nationalisation’, through the publicly owned assets and equity (shares) sale to 

the private sector (for example British Rail, British Telecom, British Gas); 

Y ‘contracting-out’, by subcontracting the government financed goods provision and 

services to private contractors (for example refuse collection, hospital cleaning); 

Y ‘De-regulation’, by removing inhibitions and regulatory restrictions on enterprise 

and competition. Measures included ending the opticians’ dispensing monopoly or 

diluting coach transport regulations. 

The Thatcher years privatisation could be identified in three phases described in 

Table 4. 

Table 4: The Phases of Privatisation under Thatcher's government 
  

Phase Principal Actions 
  

1979-1982 Sale of council houses, of certain publicly owned assets, and of firms already in 
competitive market. Deregulation to increase competitive pressures generally and 
specially on publicly owned firms.   

1983-1988 Sales of the major public monopolies, notably British Telecom, British Gas, British 
Airways and British Steel. Creation of regulatory agencies. The process of privatisation 
proved successful in terms of wider share ownership involving a broad cross-section of the 
community (the “popular capitalism”). However, many small shareholders kept their 
stocks only long enough to realise quick profits and then sold them back again to large 
institutions, especially pension-funds.   

  
1989-1990 

  
The move to privatise the huge public utilities, particularly water supply and electricity 
generation and supply. Not only does the sheer scale of these sales differ, but also a 

significant change in public attitudes became apparent. Public opinion was no longer 
nearly so much in favour of these privatisations, fearing the consequences of the creation 
of such powerful private monopolies. The record of agencies whilst not itself poor, had 
seemingly failed to convince the public as consumers that regulation would prevent prices 
rising and services declining. 
  

Source: Dunn & Smith (1992). 

According to Dunn and Smith (1992), the utilities privatisation overall impacts 

could probably not be assessed until a full business cycle had passed and the investment 

decisions impact taken under private ownership took effect. The immediate the 

privatisation’s process beneficiaries were, they argue, the initial shareholders, the 

government’s financial and legal advisers, the senior managers in the former public 

corporations and the taxpayers. The shareholders usually obtained their investments at a 

discount, and most of them had their privatisation shares perform better over the period 

1982-1990 than the Stock Market as a whole. Dunn and Smith also argue that the 
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government’s advisers earned large sums working for the companies but being paid by 

taxpayers. The senior managers’ salaries rose some 250% in real terms over 1979-1988. 

Finally, the taxpayers could observe a reduction in public spending and increased 

government income generated by the disposals. There is little in Dunn and Smith, however, 

concerning impacts on specified local communities. 

2.2.1 The Privatisation of the British Steel Corporation 

On 10th July 1983, the Secretary of State for Trade and Industry told the House of 

Commons of the Government intention to denationalise all of those industries reporting to 

him during the life of that Parliament. The privatisation of British Steel Corporation (BSC) 

finally took place in December 1988 — a considerable delay. The principal reason for this 

delay is clear. Until 1988, nobody wanted to buy the firm, because it was unprofitable. It 

took the Government nine years to turn BSC into a profitable company (Fevre, 1989). 

Fevre also notes, however, the Government’s determination to pursue its privatisation 

programme to completion: 

>» The Government showed itself willing to privatise utilities like gas and 

telecommunications, even though many people believe that State ownership of 

these services avoids wasteful duplication of supply networks; 

> The Government continued to encourage privatisation even when it is shown, 

as in the case of the National Health Service (NHS), that this frequently leads 

to deterioration in services and may well cost the nation more in long term 

period. 

The economic recession in the UK deepened in 1980. Output in the manufacturing 

and the construction industries fell by 8.7% and 5.5% respectively, with motor vehicle 

production dropping by around 11%, and total deliveries of steel to the UK market in that 

year from all sources were the lowest since 1951. BSC’s combined losses after exceptional 
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items in 1979/80 and 1980/81 were in excess of £2.5 billion. 

The major causes of BSC’s production loss were not, however, recession-related. 

Rather, an ill-considered investment strategy generated losses of market share and 

revenues to importers. Technological constrains amplified BSC’s loss competitive position 

vis-a-vis the private sector. Private competitors were allowed to undercut BSC by using a 

technology (electric are steelmaking in mini mills) from which BSC was effectively 

excluded. Finally, the ‘economies of scale’ argument put by BSC managers convinced 

both Government and the Civil Service to let them close down what they claimed were 

“obsolete plants” and replace them with new big ones (Rowthorn and Ward, 1979; Bryer et 

al, 1982). 

Against this background, UK volume capacity (measured at the hot rolling stage) 

was reduced by 21% between 1980 and 1985. Steel demand in the western industrialised 

countries is closely related to the level of general economic activity; the recovery from 

recession in those countries, which began in the early 1980s, materially assisted the world 

steel industry. 

Growing recovery in global steel markets did ultimately result in major 

improvements in BSC’s competitiveness and financial performance between 1980/81 and 

1987/88. BSC substantially reduced its steelmaking capacity through a number of 

measures, including major plants total and partial closures. New and more flexible working 

practices were introduced and the principle that pay increases should be largely related to 

the achievement of improved performance and cost reductions was established. 

The preparation for privatisation in the integrated plants (that supply steel not only 

to external consumers but also to other BSC operating sites) took the form of a reduction in 

direct employment and a parallel increase in the work proportion undertaken by private 

contractors (Fevre, 1989). From 1980, BSC brought in increasing number of contracting 

workers in place of direct employees. In consequence, between March 1980 and April 
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1988 the Corporation’s UK establishment fell from 166,400 to 53,000 (British Steel, 

1988). Fevre calls this reduction in direct employment a ‘quiet privatisation’. In his 

analysis, the growth in contracted work at Port Talbot in Wales resulted in downward 

social mobility, falling incomes and periodic unemployment. 

2.3 Researching Privatisation Process in the United Kingdom 

Analysing the privatisation process in the UK in the 1980s/90s and the situation of 

firms transferring into competitive markets, Bishop and Green (1995) conclude that these 

firms took advantage of commercial and managerial freedoms that had been denied to 

them prior to privatisation. In particular, some firms were able to restructure their 

operations and reduce their workforce in recession onset anticipation whilst others were 

able to limit their exposure to recession by diversifying into less cyclical business. The 

authors fail, however, to address at any point the privatisation consequences for the local 

and regional economy, nor consumers’ or customers’ opinions. 

Hossain and Malbon’s (1998) edited contribution is explicitly dedicated to 

analysing the distribution of benefits from privatisation. They seek to explore the 

privatisation impact, and the ramifications in terms of regulatory reform. The benefits and 

costs of privatisation are appraised in a variety of countries from various perspectives. One 

conclusion that the regulators established to oversee privatised services might be judged to 

have failed in their efforts to extract an appropriate or adequate proportion of the net 

surplus from privatisation for domestic consumers. These studies certainly shed light on 

the dynamic efficiency and impact of the privatisation process on monopolistic state firms. 

However, the socio-economic effects of privatisation on public corporations that were 

already operating in deregulated and competitive markets (like BSC) appear to be less well 

explored. 

Wilding (1990), analysing the experience of the three Thatcher administrations in 
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the UK, suggests that privatisation policy can be analysed under three headings: economic, 

political and social factors. The economic focus is based on the belief that market 

provision is always more efficient than public sector provision. Two further propositions 

underpinned this: 

Y That management practice in the private sector is superior to that in the public 

sector and that such practices are transferable to newly privatised industries; 

Y Those in market situations, the consumers have much more power relative to 

producers. This implies that freedom is enhanced when individuals buy and sell 

goods and services in market relationships and reduced when services are publicly 

provided. 

The contention of the beneficence of the free market lay at the heart of the 

government’s privatisation policy in the 1980s. 

Privatisation policies change the incentives structure and the criteria used to judge 

success. In particular, divergent definitions of ‘efficiency’ may fundamentally alter the 

change impacts evaluation. Jackson & Price (1994) are surely correct to argue that the 

literature on privatisation has tended to focus upon technical efficiency and ignore 

allocative efficiency — who gains and who loses. Technical efficiency requires that firms 

produce the output demanded by consumers at the lowest possible cost subject to the 

technical production constrain. The input mix is, therefore, efficient. On the other hand, 

allocative efficiency requires that firms produce the output level, mix and quality at a price 

where it is not possible to re-arrange the outputs of an economy and make one consumer 

better off without making another worse off (Pareto optimality). The singular focus on 

technical efficiency may result in policies that are directed at cost cutting while policies 

that might result in price reflecting costs more closely are often ignored. 

Jackson and Price (1994) pose the following question: has privatisation resulted in 

improvements in efficiency as was hoped for the advocates of the programme? The 
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