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Introduction

1. On 1 October 1973 the then Department of Trade and Industry sent to the
Commission the following reference:

Whereas it appears to the Secretary of State that it is or may be the fact that

conditions to which the Monopolies and Restrictive Practices (Inquiry and
Control) Act 1948, as amended by the Restrictive Trade Practices Act 1956 and
the Monopolies and Mergers Act 1965, applies prevail as respects the supply of
building bricks:
Now, therefore, the Secretary of State in exercise of his powers under Section
2(1) of the said Act of 1948, as so amended, hereby refers to the Monopolies
Commission for investigation and report the supply in Great Britain of building
bricks.

The Commission shall investigate and report:

(i) whether the conditions to which the said Act, as amended, applies in fact
prevail and, if so, in what manner and to what extent; and

(ii) on the things which are done by the parties concerned as a result of, or for
the purpose of preserving, those conditions ; and

(iii) whether the said conditions or all or any of the things done as aforesaid
operate or may be expected to operate against the public interest.

For the purpose of this reference, ‘building bricks’ means:
(i) fletton and non-fletton common bricks;
(ii) fletton and non-fletton facing bricks; and
(iii) engineering bricks.
(Signed) C E Coflin
Under Secretary
Department of Trade and Industry
Dated this st day of October 1973

2. On 9 October 1973 the Chairman of the Commission (in accordance with
the provisions of section 1 of the Monopolies and Mergers Act 1965 and para-
graph 9 of Schedule 1 thereto) directed that the functions of the Commission in
relation to this reference should be discharged through a group consisting of
eight members of the Commission. Their names are indicated in the list of
members which prefaces this report.

3. We received evidence from trade associations representing manufacturers
of building bricks in Great Britain and from individual manufacturers. Members
of the Commission and of its staff visited brickworks operated by London Brick
Company Limited (LBC) and members of the staff visited brickworks operated
by other manufacturers.

4. We also received evidence from trade associations representing merchant
distributors and users of building bricks; from individual distributors and users;
from professional bodies; from the Trades Union Congress and certain trade
unions representing workers employed by LBC; from the Institute of Geological
Sciences; and from the Department of the Environment,
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5. We took oral evidence from some of these witnesses after we had considered
their written submissions.

6. On 21 November 1974 we informed LBC of our provisional conclusion
that conditions to which the 1948 Act (as amended) applies prevailed in respect of
the supply of building bricks in Great Britain. We notified the company of the
respects in which it might be concluded that the conditions, or all or any of the
things done as a result of, or for the purpose of preserving, the conditions,
operated or might be expected to operate against the public interest. LBC made
representations to us in writing and on 16 July 1975 representatives of the com-
pany attended a hearing for the purpose of discussing these matters with us.

7. We are grateful for the assistance given to us by all who provided us with the
information required in our investigation. Some of the information related to
confidential business matters and we have been careful not to disclose it in our
report unless it is essential for a proper understanding of the issues. The main
burden of our inquiry fell on LBC who were unfailingly co-operative and helpful.
We were also fortunate in being able to draw upon the knowledge and experience
of the Brick Development Association.



CHAPTER 1

General

1. Qur terms of reference (see Introduction) direct our attention to fletton and
non-fletton common and facing bricks and to engineering bricks. Fletton bricks
(flettons) are bricks made from the lower Oxford clay and are so called because a
process for their manufacture was developed at Fletton, near Peterborough. Non-
fletton bricks (non-flettons) are bricks made from other materials. Common
bricks (commons) are bricks suitable for general building work but having no
special claim to an attractive appearance. Facing bricks (facings) are bricks
specially made or selected to give an attractive appearance without rendering or
plastering or other surface treatment of the wall. Engineering bricks are bricks
having a dense and strong semi-vitreous body conforming to defined limits for
absorption and strength. No fletton bricks are of ‘engineering’ quality.

2. Bricks can be made from a wide range of materials but are classified for
general descriptive purposes into three basic material types—ciay, calcium
silicate and concrete. Clay bricks are composed of clay, brickearth, shale or
similar material and are hardened by firing in a clamp or kiln. Calcium silicate
bricks are composed of a mixture of lime and sand, or silicious gravel or rock,
and are hardened in an autoclave by chemical action induced by steam under
pressure. Concrete bricks are composed of natural or manufactured aggregates,
bound with cement, and are usually dried in a heated chamber although this is
not strictly required as such bricks can be left to dry naturally. A brief description
of the different manufacturing processes is given in Appendix 1.

3. Bricks are normally shaped as rectangular prisms but special shapes, some
of which are in such general use as to be known as ‘standard specials’, are pro-
duced as required. Bricks can be solid, perforated, hollow or cellular and are
acceptable for different constructional purposes within a range of compressive
strength and resistance to water and corrosive fluids. A series of British Standards,
briefly summarised in Appendix 2, prescribes tests for characteristics which can
be specifically established before bricks are offered for sale as of a particular
quality or class. Sound and thermal insulation standards are set by Building
Regulations! by means of ‘deemed to satisfy’ provisions applicable to individual
building materials, including bricks, or combinations of such materials.

4. Bricks are in competition as building units with a wide range of alternative
materials and forms of construction and finish. The main disadvantages of bricks
as a construction material are that they are more labour intensive in erection than
are larger units and provide poor thermal insulation. Their main advantages are

Made, for England and Wales, by the Secretary of State for the Environment under the
Public Health Acts 1936 and 1961 ; for Scotland, by the Secretary of State for Scotland under the
Building (Scotland) Act 1959 as amended by the Building (Scotland) Act 1970,
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their flexibility in use, good appearance, low maintenance costs, structural
strength, combined with good sound insulation and resistance to fire, and

durability.

5. There are bricks other than building bricks, (eg refractory bricks) but we use
the term ‘bricks’ in this Report to mean building bricks within our terms of

reference.



CHAPTER 2

The building brick industry

(a) Production deliveries and stocks

6. The demand for all building materials depends upon the general level of
activity in the construction industry but as bricks are a ‘starting’ material in most
of the forms of construction in which they are used they are amongst the first
materials to be affected as the level of activity rises and falls. During the last
twenty five years there have been frequent and severe fluctuations in the demand
for bricks, reflected in the deliveries to customers shown in the following table:

Table 1: Deliveries of bricks, 1950 to 1974: millions

9% change % change

1950 5,929 1964 8,098 +11-1
1951 6,058 +2:2 1965 7,424 —83
1952 6,655 +99 1966 6,729 —-9-4
1953 7,235 +8-7 1967 7,701 +14-4
1954 7,113 -1-7 1968 7,221 —6-2
1955 7,204 +1-3 1969 6,481 —10-2
1956 7,065 -1-9 1970 6,356 —1-9
1957 6,779 —4-1 1971 6,825 +7-4
1958 6,467 ~4-6 1972 7,023 429
1959 7,191 +11-2 1973 6,998 -0-4
1960 7,232 +0-6 1974 5,011 —28-4
1961 7,356 +1-7

1962 7,075 —3-8

1963 7,287 +3-0

7. 1t can be calculated from these figures that during the period 1950 to 1974
deliveries averaged about 6,900 million a year and that the annual averages in
successive five year periods were about 6,600 million, 6,950 million, 7,400 million,
7,100 million and 6,450 million (or 6,800 million if the exceptionally low 1974
figure is excluded). It can be seen that, for the lowest and highest individual years,
the range was between some 5,000 miltion and some 8,100 million and that the
percentage variation between successive individual years, although less than 5 per
cent in 13 cases, was between 5 per cent and 10 per cent in 6 cases, between 10 per
cent and 15 per cent in 4 cases, and over 28 per cent in 1974. Such variations
were particularly severe during the period 1965 to 1974 when, apart from 1974,
the percentage variation was under 5 per cent in 3 cases, between 5 per cent and 10
per cent in 4 cases and between 10 per cent and 15 per cent in 2 cases. Deliveries
were however comparatively stable during the periods 1953 to 1956 (at around
7,150 million) 1959 to 1963 (at around 7,200 million) 1971 to 1973 (at around
6,950 million).

8. Tt is apparent from these figures that the demand for bricks is not only
unstable, and sometimes severely so, but after rising to a post-war peak during
the period 1960 to 1964 (when average annual deliveries were about 7,400 million)
has tended thereafter to decline. One reason for this decline is considered in
paragraphs 13 and 14.



9. During the period 1965 to 1974 the relative shares of total deliveries obtained
by clay bricks, calcium silicate bricks and concrete bricks, and by commons,
facings and engineering bricks, together with the end-year stock figures in all
cases, were as shown in the following tables:

Table 2: Deliveries of bricks by material type: 1965 to 1974: millions

Year Clay Calcium silicate Concrete Total
1965 6,799 (91-6%) 334 (4-5%) 291 (3-9%) 7,424
1966 6,184 (91-9%) 274 (4-19%,) 271 (4-0%;) 6,729
1967 7,015 (91-1%0) 371 (4-8%) 315 (4-1%) 7,701
1968 6,572 (91-0%) 334 (46%) 315 (44%) 7,221
1969 5,868 (90-5%) 307 (4-7%) 306 (4-8°) 6,481
1970 5,784 (91-0%) 299 (4-7%) 274 (4:3%) 6,357
1971 6,143 (90-0%;) 355 (52%) 327 (4-8%) 6,825
1972 6,209 (88-4%%) 408 (5-8%) 407 (5-8%) 7,024
1973 6,138 (87-7%) 439 (6-:3°%0) 422 (6-:0%) 6,999
1974 4,432 (88-497) 296 (5-9%) 283 (5-7%) 5,011
1975 3,626 (88-3%) 197 {4-8%) 282 (6:9%) 4,105
(Jan.-Sept.)
Table 3: Deliveries of bricks by variety: 1965 to 1974: millions
Year Common Facing Engineering Total
1965 4,258 (57-4%) 2,833 (38-1%) 332 (4-5%) 7,422
1966 3,943 (58-6 %) 2,467 (36°7 %) 318 (4-7%) 6,728
1967 4,259 (55:3%) 3,038 (39.4%) 404 (5-3%) 7,701
1968 3,958 (54-8%;) 2,886 (40.0%) 377 (5:2%) 7,221
1969 3,545 (54-7%) 2,565 (39:6 %) 372 (5-7%) 6,482
1970 3,334 (52:5%) 2,631 (41-4%9) 391 (6:1%) 6,356
1971 3,339 (48-9%) 3,060 (44-8%7) 426 (6-3%) 6,825
1972 3,275 (46-6 %) 3,330 (474%) 418 (6-:0%;) 7,023
1973 3,191 (45-6%) 3,392 (48-5%) 415 (5-9%) 6,998
1974 2,406 (48-:0%;) 2,256 (45-0%;) 350 (7-0%) 5,012
1975 1,832 (446 %) 1,978 (48:2%;) 295 (7-2%) 4,105
(Jan.—Sept.)
Table 4: End-year stocks by material type: 1965 to 1974: millions
Year Clay Calcium silicate Concrete Total
1965 510 (91-19%) 21 3-7%) 29 (5:2%) 560
1966 846 (93-4%;) 36 (4-0%) 24 (2:6%) 906
1967 370 (91-4%7) 13 (3-2%) 22 (549%) 405
1968 583 (91-8%) 25(39%) 27 (43%) 635
1969 819 (93:-4%) 32 (36%) 26 (3-05)) 8§77
1970 540 (93.9%) 19 (3-3%) 16 (2-8%) 575
1971 245 (88-8%) 12 (4-39) 19 (6:9%5) 276
1972 143 (79-4%) 12 (67%) 25 (13:927) 180
1973 319 (88-19%) 19 (5:2%) 24 (6:7%) 362
1974 861 (93-2%) 39 (4-2%) 24 (2:6%) 924
1975 494 (83-4%) 34 (6:19%) 31 (5:5%) 559
(End Sept.)



Table 5: End-year stocks by variety: 1965 to 1974: millions

Year Common Facing Engineering Total
1965 308 (55-5%,) 226 (40-4 %) 26 (4-69) 560
1966 455 (50-2%,) 407 (44-9 %) 44 (499 906
1967 168 (41.4%;) 206 (50-7%) 32 (79%) 406
1968 290 (45-6%;) 310 (48-7%) 36 (3-7%) 636
1969 472 (53-8%) 370 (42:2%) 35 4-0%) 877
1970 271 (47-1%) 279 (48-4%) 26 (4-59%) 576
1971 125 (46:9%) 136 (49-5%) 10 (3-6%,) 275
1972 90 (49-7%,) 84 (46-4°%,) 739%) 181
1973 125 (34-5%,) 225 (622%) 12 (339 362
1974 452 (48-8%;) 423 (45-79%) 51 (5-5%) 926
1975 242 (43:2%) 280 (50-2%) 37 (6:6%;) 559
(End Sept.)

Source of Tables 1-5: Department of the Environment

10. Table 2 shows that, while calcium silicate and concrete bricks increased
their combined share of total brick deliveries during the period from 8-4 per cent
to 11-7 per cent, they presented no serious threat to clay bricks as a whole in terms
of volume and failed to maintain in 1974 the percentage of over 12 per cent which
they had achieved in 1973. It can however be calculated from the figures in Table 7
that calcium silicate and concrete common bricks accounted for 16-8 per cent of
the common brick market in 1973.

11. Table 4 shows that the percentage of total stocks represented by calcium
silicate and concrete bricks tends to fall when total stocks deliveries are high as
in 1966, 1969 and 1974, Stockholding is an investment and financial decision for
each individual manufacturer (see paragraphs 57 to 61) but the manufacturing
processes for calcium silicate and concrete bricks are more flexible than are those
for clay bricks (Appendix 1) and facilitate a more rapid response to fluctuations
in demand.

12. Tables 3 and 5 suggest that the comparative stability of demand for
engineering bricks during the period 1965 to 1973 made it possible for the
manufacturers of such bricks to hold comparatively low stocks. Although
engineering stocks rose in 1974, the proportion of total stocks which they
represented in that year was a smaller proportion of total stocks than was the
proportion of engineering deliveries to total deliveries. The decline in deliveries
of engineering bricks in 1974, as compared with 1973, was 15-6 per cent as
compared with the decline of 28-4 per cent in total deliveries. The demand for
engineering bricks is more stable than is the demand for other bricks because they
are little used in housing, the most volatile sector of the construction industry,

13. The decline in deliveries of commons during the period 1965 te 1973, in
terms both of volume and of percentage of total brick deliveries (Table 3) would
appear to be due mainly to increasing competition from concrete blocks as
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shown in the following figures supplied by the Brick Development Association,
related to the masonry market in which bricks and blocks compete:

Table 6: All building bricks and concrete blocks: deliveries: 1965 to 1974: millions

of brick eguivalents

1965
1966
1967
1968
1969
1970
1971
1972
1973

1974

Clay
6,799
686
6,184
69-0
7,015
68-0
6,572
66-1
5,868
64-4
5,784
62:8
6,143
61-0
6,209
574
6,138
557
4,464
5350

Bricks
Con-

C.S. crete
334 291
34 29
274 271
31 30
371 315
86 31
335 315
34 31
307 306
34 33
209 274
32 30
355 327
35 32
408 407
37 37
439 422
39 38
284 284
35 35

Total
7,424
749
6,729
751
7,701
74-7
7,222
72:6
6,481
711
6,357
69-0
6,825
677
7,024
64-8
6,999
634
5,032
62-0

1,697
102
1,210
110
1,004
124

Blocks

LW.A AC.

1,325
13-4
1,092
122
1,324
128
1,378
139
1,255
138
1,337
14-5
1,589
15-8
1,784
166
1,812
165
1,223
150

471
4-8
504
5-6
599
58
639
64
687
75
714
7-8
815
81
907
§-4
989
9-1
864
10:6

Total
2,480
25-1
2,228
249
2,610
253
2,719
27-4
2,637
289
2,854
31-0
3,252
32-3
3,788
352
4,011
366
3,091
38-0

Table 7: Common bricks and concrete blocks: deliveries:
equivalents

1965
1966
1967
1968
1969
1970
1971
1972
1973

1974

Clay
4,008
603
3,725
61-2
3,985
58-8
3,698
562
3,300
542
3,104
511
3,066
474
2,949
426
2,655
377
2,073
38-5

Bricks
Con-

C.§. crete
134 116
20 18
110 108
1-8 18
148 126
218 191
134 126
20 20
123 122
20 20
120 110
20 18
142 131
22 20
163 163
235 235
198 338
28 48
113 227
21 4-2

Total
4,258
641
3,943
64-8
4,259
62:89
3,958
60-2
3,545
582
3,334
54-9
3,339
51-6
3,275
47-3
3,191
453
2,413
44-8

Blocks

LWA. A4.C.

1,299
19-3
1,070
176
1,297
191
1,350
20-5
1,230
20-2
1,310
215
1,557
240
1,748
253
1,776
2521
1,198
223

471
71
504
83
599
89
639
97
687
11-3
714
117
815
12-6
907
131
989
1404
864
161

Total
2,386
359
2,143
352
2,514
3711
2,621
39-8
2,542
41-8
-2,746
45-1
3,135
48-4
3,642
52-7
3,853
54-7
2,965
552

Bricks and Blocks
As % of

Total 1965 Total

9,904

100 100-0

8,957

100 90-4

10,311

100 104-1

9,941

100 106-4

9,118

100 92-1

9,211

100 922

10,077

100 101-7

10,812

100 1092

11,010

100 111-2

8,123

100 82:0

millions of brick

Bricks and Blocks
As % of

Total 1965 total
6,644

160 100-0
6,086

100 91-3
6,773

100 1015
6,579

100 99.0
6,087

100 916
6,080

100 916
6,874

100 97-4
6,917

100 104-1
7,044

100 106-0
5,378

100 809



Table 8: Facing and Engineering bricks and concrete blocks: deliveries: millions
of brick equivalents
Bricks Blocks Bricks and Blocks

As % of
Clay C.S. Concrete Total DA LW.A. Total Total 1965 toral

1965 2,790 218 157 3,165 68 26 94 3,259

856 67 4-8 97-1 221 08 29 100 100-0
1966 2,458 172 155 2,785 63 22 85 2,870

856 6-0 5-4 970 22 08 30 100 881
1967 3,030 197 215 3,442 69 27 96 3,538

856 56 60 972 20 08 28 100 108-6
1968 2,873 2302 1598 3263 70 28 98 3,361

85-5 68 4-8 971 21 08 29 100 103-1
1969 2,569 180 188 2937 70 25 95 3,032

84-7 6:0 6:2 96-9 23 08 31 100 86-5
1970 2,679 116 227 3,022 81 27 108 3,130

856 40 7-0 966 26 08 34 100 96-1
1971 3,077 179 230 348 85 32 117 3,603

85-4 50 63 96-7 24 09 33 100 1106
1972 3,260 314 175 3,749 110 36 146 3,895

837 81 45 96-3 28 09 37 100 119-4
1973 3,482 236 89 3,809 122 36 158 3,965

87-8 60 22 96-0 31 0% 40 100 1217
1974 2391 171 57 2,619 101 25 126 2,745

871 62 21 95-4 37 09 46 100 84-2

Notes to Tables 6, 7 and 8:

1. Figures for 1964 to 1972 are based on the assumption that the proportions of concrete brick deliveries were
60 per cent facings, 40 per cent commons. Figures for 1973 and 1974 are based on a percentage 20 per cent facings,
80 per cent commons. It is not known when this ratio changed but itis probable that it occurred from 1968 onwards,

2. C.S. = Calcium silicate; I).A, = Dense aggregate; L.W.A. = Light weight aggregate; A.C, = Aerated concrete.

14. Table 6 shows that the total market in which bricks compete with concrete
blocks increased by 11:2 per cent in 1973 as compared with 1965. The share of
bricks fell from 74-9 per cent to 63-4 per cent while the share of blocks increased
from 251 per cent to 366 per cent. Table 8 shows increased deliveries of facing and
engineering bricks from 3,615 million in 1965 to 3,807 million in 1973 but a
reduction in market share from 97-1 per cent to 96-0 per cent. Table 7 shows
reduced deliveries of commons from 4,258 million in 1965 to 3,191 million in 1973
and a reduction in market share from 64-1 per cent to 45-3 per cent. The com-
petitive inroads made by concrete blocks have therefore been almost entirely at
the expense of common bricks which suffered a further decline in market share
during the 1974 recession.

15. We received no evidence that common bricks are likely to improve their
competitive position. It would therefore appear that any significant increase in
total brick deliveries, when the market recovers from the 1974 recession, will have
to be contributed mainly by facing bricks as the market for engineering bricks,
although steady, is comparatively small (Table 3). Facing bricks face competition
not only from concrete blocks but also from a wide range of other materials
and forms of construction. In housing construction in 1973, for example, the
proportions of external walls which materials other than bricks and blocks were
used were: 14-6 per cent in local authority houses and 3-9 per cent in private
houses; 22-5 per cent in local authority flats and maisonettes and 5-3 per cent in

9



similar private dwellings. On the other hand, the market in which facing bricks
compete increased by 21-7 per cent between 1965 and 1973 (Table 8) as compared
with 6 per cent for common bricks (Table 7).

(b) Structure

16. The following table shows the relative contributions which were made to
total brick deliveries, during the period 1950 to 1974, by fletton bricks (made from
the lower Oxford clay) and by non-fletton bricks (made from other materials,
whether clay, calcium silicate or concrete), together with the deliveries made by the
largest single fletton manufacturer, LBC.

Table 9: Deliveries of fletton and non-fletton bricks: 1950 to 1974: millions

Fletton LBCas LBCas Non-fletton

as % % of % of  Non- as %
Year Total Fleiton of total LBC  fletion total fletton  of Nat
1950 5,929 2,034 34-3 1,427 70-2 24-1 3,895 65-7
1955 7,204 2,703 37-5 1,885 69-7 26-2 4,501 62-5
1960 7,232 2,919 40-4 2,012 689 27-8 4,313 59-6
1965 7,424 3,099 41-7 2,164 69-8 29-1 4,325 58-3
1966 6,729 2,873 42-7 2,064 71-8 30-7 3,856 573
1967 7,701 3,238 42-0 2,293 70-8 29-8 4,462 580
1968 7,221 3,094 42-8 2,245 726 311 4,127 572
1969 6,481 2,755 42-5 2,388 867 36.8 3,727 575
1970 6,356 2,746 43-2 2,309 84-1 363 3,610 56-8
1971 6,825 2,981 43-7 2,762 927 405 3,845 563
1972 7,023 3,020 43-0 3,880 954 41-0 4,003 57-0
1973 6,998 3,016 431 2,883 95-6 412 3,982 56-9
1974 5,011 2,050 40-9 2,050 100-0 40-9 2,961 591
1975 4,106 1,724 42-0 1,724 1000 42-Q 2,382 580

(Jan.—Sept.)

Sources: Department of the Envirenment and LBC

i7. These figures show that fletton bricks have accounted for more than 42 per
cent of total brick deliveries in the last ten years (within a range of 40+9 per cent to
43-7 per cent) and that LBC has become the sole producer of such bricks. The
structure of the non-fletton side of the industry is shown in the following table
which has been compiled from information supplied to us by non-fletton
companies responsible for over 98 per cent of non-fletton deliveries in 1973 and
over 97 per cent in 1974. The term, ‘company’ is used to include subsidiary
companies, ie a company controlling a number of subsidiary brickmaking
companies is counted as one company. Of the 156 companies which supplied
information for 1973, 121 made clay bricks, 16 made calcium silicate bricks and 19
made concrete bricks. Three clay brick companies closed down in late 1973 or
early 1974, Both for 1973 and 1974 the information supplied by clay brick
companies covered over 99 per cent of non-fletton clay brick deliveries. The res-
ponse from calcium silicate and concrete brick manufacturers was not less than
86 per cent in either year.
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Table 10: Non-fletton deliveries by size of company: 1973 and 1974: millions

Size of % of total % of total
company Number of Deliveries brick non-fletton
(millions) comparnies (millions) deliveries deliveries

1973 1974 1973 1974 1973 1974 1973 1974
200-349 3 2 847 510 121 102 213 1782
100-199 4 2 582 340 83 6-8 14-6 11-5

75-99 4 3 355 271 51 5-4 9:0 9-1

50-74 8 6 479 381 68 7-6 12-0 12:9

25-49 17 17 691 538 99 10-7 17-4 18-2

5-24 71 60 850 685 121 137 213 231
Under 5 49 63 106 150 1.5 30 2:6 51

Total 156 153 3,910 2,875 558 57-4 982 971

18. The figures for 1973, when demand for bricks was strong, show that
seven companies, each delivering between 100 million and 349 million bricks,
contributed 20-4 per cent of total brick deliveries and 35-9 per cent of non-fletton
deliveries. A further 29 companies, delivering between 25 and 99 million, contri-
buted 21-8 per cent of total, and 384 per cent of non-fletton, deliveries. The
remaining 120 companies, each delivering less than 25 million, contributed
13-6 per cent of total, and 23-9 per cent of non-fletton, deliveries.

19. In 1974, when demand for bricks was weak, four companies contributed
17-0 per cent of total, and 28-7 per cent of non-fletton deliveries. We were informed
that at least 10 companies, representing some 3 per cent of non-flefton
deliveries in 1973, went out of business in the course of 1974 and that a number of
works were closed by companies remaining in business.

20. The information from which Table 10 is compiled revealed no non-fletton
company with more than 5 per cent of total brick deliveries, or as much as 9 per
cent of non-fletton deliveries, in 1973. In 1974 the largest non-fletton company
made 6 per cent of total, and rather more than 10 per cent of non-fletton,
deliveries. There is therefore no single dominant company in the non-fletton
sector of the brick industry although a small number of companies supply a
substantial proportion of the non-fletton market.

21. The effect of the 1974 recession on the capacity and structure of non-fletton
brickmaking cannot be assessed until demand substantially recovers and it is
known to what extent works closed in 1974 will be re-opened.

22, In 1938, there were 1,147 brickworks in Great Britain which produced
6,939 million bricks!, The Department of the Environment informed us that by
1969, when 6,734 million bricks were produced, the number of works had fallen
to 544 and that, in 1973, 357 works were responsible for the production of 7,183
million bricks. In 1973, therefore, rather more bricks were produced than in 1938
but the number of brickworks had fallen to less than one-third.

1First Report of the Committee an the Brick Industry dated 8 December 1941, S.0. Code
No. 70-390.
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23, We obtained information in respect of 346 of the works which were
operating in 1973 (23 fletton, 323 non-fletton) and summarise this information
in the following tables:

Table 11: Fletton brickworks by target capacity: 1973

Target capacity % of total
(millions) Number target capacity
Under 100 13 19-8
100150 3 10-3
150-250 4 231
400-750 3 46-8
Total 23 100-0

Note: As actual fletton production in 1973 fell little short of the total target
capacity set, these figures can be regarded as comparable with the non-fletton
production figures in Table 12.

Table 12: Non-fletion brickworks by bricks produced: 1973

' Production Calcium % of non-fletion
(miilions) Clay silicate Concrete Total production
Under 15 210 4 23 237 41-9

15-24 35 7 5 47 21-5
25-50 26 7 2 35 29-5
50-75 3 — 1 4 71
Total 274 18 31 323 1000

24. Tables 11 and 12 show that the scale of production is much larger in the
fletton than in the non-fletton sector. It can also be seen that if the four categories
in Table 11, and the four categories in Table 12, are regarded as represeniing
small, medium, large and extra-large works in each sector, the proportion of
total production derived from smail and medium sized works is over twice as
high in the non-fletton sector as in the fletton. We examine in chapter 4 the
considerations which affect the optimum size of plant in each sector.

(¢) Distribution through merchants

25. The functions of the merchant in the distribution and supply of bricks
were described by one witness in the following terms: ‘to stock a range of common,
facing and engineering bricks according to local needs for “matching-up”
purposes; to supply in small quantities to the building trade and general public for
small jobs where full loads direct from the manufacturer are not practical
or economic; to hold brick samples, brick displays, in fact a brick library for
architects, local authorities, builders, developers and the general public to select
their requirements; to have qualified and experienced staff to assist in the selection;
to quote and subsequently endeavour to arrange bulk deliveries to site according
to the schedule of the contractor; to grant credit facilities to contractors and others:
this is particularly useful to the small manufacturer where his bricks may only be
required for one particular contract and the builder is unknown to him’,
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26. In addition to merchants discharging ail or most of the functions described
above, not only in respect of bricks but also of other materials, there are other
agenis, known as brick factors, who do not handle bricks themseclves but
concentrate on the organisation of supply from manufacturers to user. One
building and civil engineering company described as follows the advantages of
employing a factor: ‘brick factors’ accounts with manufacturers are far larger
than any contractor’s which places them in a more powerful supply situation in
times of peak demand ; they have the opportunity of obtaining brick requirements,
this being their sole interest, by switching their orders from manufacturer to
manufacturer to coincide with delivery demands and by channelling supplies
from one contractor who is not in a position to receive them to one who is;
they can limit the amount of progressing required by our buyers: for example, on
two large contracts we may have six types of bricks from six different manu-
facturers ordered from two brick factors and it is easier and more effective to
make two telephone calis than six’,

27. The discount usually allowed by manufacturers to merchants and factors
is 5 per cent on the ex-works price, with haulage net. LBC makes flat rate
allowances which represent smaller percentages (see paragraph 181). The
merchant’s price to the customer depends on circumstances and the services
rendered.

28. The attitude of manufacturers towards merchants varies. LBC (see
paragraph 140) regards itself as primarily a direct seller but, nevertheless, nearly
40 per cent of its deliveries in 1974 were made through merchants. One large
non-fletton manufacturer, although maintaining a sales force to seek
specification of its bricks by architects and others, channels all its deliveries
through merchants as a matter of policy. Other manufacturers sell direct, or
through merchants, as occasion requires. Few, if any, manufacturers are content
to rely solely on merchants to promote their product. It would appear from the
information we obtained that at least 60 per cent of all bricks delivered are
channelled through merchants or factors. We made no attempt to assess the
efficiency with which merchants or factors discharge their functions but we
received no complaints except that some witnesses thought that some merchants’
mark up was sometimes too high.

29, As to the extent to which merchants, as distinct from their costomers,
contribute to over-ordering and double-ordering (see paragraph 63) in times of
high demand, we were told that merchants’ order books are discounted at such
times in the light of the individual merchant’s assessment of the true extent
of the customer’s need. It was however, clear from the evidence, that merchants
come under severe pressure from their customers in times of high demand and
that over-ordering, having the effect of exaggerating any apparent shortage of
bricks, occurs.

(d) Representative organisations

30. As shown in paragraph 17 there are over 150 companies engaged in the
manufacture of bricks. Not all these companies are members of any trade
association although many are members of more than one. Trade associations for
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membership of which brickmakers are eligible include the National Federation of
Clay Industries, the Scottish Employers Council for the Clay Industries and the
British Precast Concrete Federation which are concerned with a wide range of
products including bricks. The Calcium Silicate Brick Association, the Northern,
Midland and Southern Brick Federations and the East Midlands Brick Associa-
tion are examples of associations whose coverage is limited by product or by
geographical area. The nearest approach to a comprehensive representative
organisation concerned solely with the production and use of clay and calcium
silicate bricks and blocks is the Brick Development Association (BDA). No
manufacturers of concrete bricks or blocks are members of BDA.

31. BDA was formed in 1954 when the balance of a wartime care and
maintenance fund of public money was transferred to it with two government
appointed directors. BDA was concerned solely with research and education
within the industry until 1964 when this fund ran out and the government
appointed directors were withdrawn. Since then, BDA has been supported entirely
by subscriptions from its members, based on their turnover. In 1969 BDA ex-
panded its functions to include the promotion of bricks as a constructional
material and the interests of the industry as these are seen to be affected by the
ups-and-downs of the national economy and by government policy.

32. BDA told us that the 1964 reorganisation was supported by brickmakers
producing some 85 per cent of all bricks made in Great Britain. In 1973 it would
appear that BDA members contributed about 74 per cent of all brick deliveries and
about 80 per cent of all clay and calcium silicate deliveries. Coverage was complete
in the fletton sector of the industry but BDA members contributed only about
54 per cent of non-fletton deliveries and about 60 per cent of non-fletton clay and
calcium silicate deliveries. In terms of companies engaged in brickmaking, BDA
represented about 48 per cent of all non-fletton clay and calcium silicate com-
panies. With few exceptions, however, the non-member companies were small.
BDA attributed the decline in its coverage since 1964 partly to the acquisition of
brickworks by industrial and financial groups with wider interests and partly to
a feeling amongst some small companies that the subscription required, which
has risen over the years to 60p per £100 of ex-works sales values, was too high
for them to bear, BDA also thought that some such companies would regard
themselves as too small for membership of a trade association in any
circumstances.

33. Although BDA is not a wholly comprehensive representative organisation
it is recognised by the Department of the Environment as broadly representative.
BDA is represented indirectly in the Department’s formal consultative arrange-
ments with the construction industry (see paragraph 36). It is regarded by the
Department as a ‘highly effective’ spokesman.

34. In addition to its representational function, BDA engages in extensive
publicity to promote the use of bricks and sponsors research. Detaiis of the
research projects sponsored in 1974 are shown in Appendix 3.

(e) Responsibilities of the Department of the Environment

35. The Department of the Environment has a number of responsibilities
which affect the brick industry for which, as part of the construction industry and
its suppliers, it performs a sponsorship function throughout Great Britain,
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Amongst these responsibilities are housing (which in 1973 took roughly two-thirds
of total brick deliveries for new housing and about another 10 per cent for
home improvement and maintenance work); the technical requirements of
building including building regulations; planning and pollution controls.
Through the Property Services Agency the Department is also a large construction
client.

36. The Department told us that sponsorship respensibility is not clearly
defined but that it regards itself as the department of government primarily
responsible for looking after the interests of the construction industry and its
suppliers and for consulting with the industry either with respect to Government
policies which affect it or with respect to matters which the industry itself
believes should be brought to the Government’s attention. Thus, an important
part of sponsorship responsibility is communication with the industry which
takes place partly on a formal basis through the National Consultative Council for
the Building and Civil Engineering Industries (NCC) and partly through less
formal contacts at official and, as necessary, Ministerial level. The brick industry
is indirectly represented on the NCC through BDA’s membership of the National
Council of Building Material Producers (NCBMP). Meetings between the
Department and BDA take place several times a year and from time to time the
Department meets individual brickmakers. The Department has no ‘organised
relationship’ with brickmakers who are not members of BDA.

37. The Department forecasts the output of the construction industry as a
whole, and of component sectors including housing, public works, private
industrial and commercial building and repairs and maintenance, up to two years
ahead; revises these forecasts at least every four months; and circulates them
for confidential discussion in the NCC. The Department is attempting to improve
its short term forecasts, and to develop longer term forecasts.

38. The Department told us that its forecasts of construction activity as a
whole had tended to be over-optimistic over the years, although not consistently
so, with an error in absolute terms on average of about 3-5 per cent in forecasts
made 18 months ahead. In forecasts made a year ahead, the corresponding figure
was 3 per cent. The Department thought that it was in a better, but not all that
much better, position to make an overall forecast than was any sector of the
construction industry to make an individual forecast but such sectors
nevertheless tended to prefer their own forecasts. There must, the Department
thought, be doubt about the reliability of any forecast.

39, As to fluctuations in demand for materials, the Department said that,
while Government accepted the general aim of a reasonably stable overall demand
for construction, it was not possible to insulate any sector of the economy from
the general economic situation. There were considerable difficulties in demand
management in the public sector* and not all public sector programmes were
suitable for counter cyclical action. Consideration was nevertheless being given to
the possibility of planning individual public sector programmes on a more stable
long term basis and of introducing greater flexibility in short term adjustments in
suitable programmes.

1Public sector construction work normally accounts for about 40 per cent of all building,
and about 90 per cent of all civil engineering, work.
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40. The Department made no criticism of the overall performance of the
brick industry in adjusting itself to fluctuations in demand by retaining sufficient
capacity, in times of low demand, to make a reasonable response when demand
recovered. The increasing concentration of the fletton sector of the industry in the
hands of LBC had not appeared to the Department to have had any adverse
effect in this respect. The Department had no reason to think that any such effect
would necessarily result from concentration in the non-fletton sector; nor had it
any reason to form a view as to whether such concentration should be encouraged
or discouraged in the interests of the industry as a whole.

41. As a user of bricks through the Property Services Agency, the Department
said that quality rarely gave cause for concern, and that the price of bricks still
compared favourably with that of most alternatives. The Agency’s use of bricks
was declining, in a move towards less labour intensive forms of construction, but,
despite this decline, it was likely that brickwork would continue to be extensively
used by the Agency in the foreseeable future.
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CHAPTER 3

Fluctuations in demand for bricks

42, The demand for bricks, as for other building materials, depends on the
level of activity in the construction industry which in recent years has suffered
. from alternate boom and slump. The severity of the cycles in the case of bricks is
illustrated by Table 1 in paragraph 6, which shows annual brick deliveries since
1950. The figures show no overall growth in the industry, even leaving aside the
exceptionally low 1974 figure, and recurring cycles of varying severity and
length. Between 1955 and 1974 there have been four complete cycles and the
severity of the recent cycles can be seen from the fact that 1966 deliveries were
17 per cent below 1964 deliveries, 1970 deliveries were 18 per cent below 1967
deliveries and 1974 deliveries were 28 per cent below 1972 deliveries. Furthermore,
annual figures are likely to understate the full extent of variations in demand, as
such figures hide intermediate peaks and troughs. The fletton and non-fletton
sectors of the industry have experienced the same cyclical pattern of demand.

43. The inherent problems of coping with cycles are aggravated by difficulties
of forecasting and by changes of direction, not anticipated by the industry, in
construction activity which is particularly vulnerable to changes in overall
economic policy. Moreover, as bricks are a ‘starting’ material in most forms of
construction in which they are used, and particularly in housing, they are
affected sooner, and with less warning, than are most other materials by changes
in the level of activity. From 1969 to 1974, the actual year-to-year changes in
round figures, in housing starts ranged from +42,000 to —110,000 in the private
sector and from 34,000 to —23,000 in the public sector. For this same period, the
Department of the Environment told us that the mean absclute error of its
housing forecasts made, on the basis of Government policy then current in (or
about) the September of the previous year, was 26,000 in the private sector and
28,000 in the public sector.

44, When the demand for bricks and their substitutes falls, producers can
either try to influence the level of demand or react to the downturn in demand.
In theory, it might be possible for companics to adopt a flexible pricing policy to
try to even out the ‘normal’ cyclical fluctuations in demand. However, we were
told by both brickmakers and builders that, in practice, if the prices of bricks and
their substitutes were generally reduced during a cyclical downturn, the total
demand would not be expected to increase at that time. This is because the
demand for bricks is a derived demand, and, with the bricks themselves con-
stituting only about 2-3 per cent of the price of a house for example, lower prices
for bricks and their substitutes would be unlikely to influence the rate of building
and hence the total demand for materials,

45. If brickmakers are unable materially to influence the severity of the cycles,
they must react to them. During a cyclical downturn, they can either reduce
production or increase stocks. We first consider the costs and disadvantages
associated with each alternative and then examine the trade-offs available
bearing in mind that it is open to a producer to adopt an intermediate policy. It
will be seen that the production processes for concrete bricks and calcium
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silicate bricks are much more flexible to changes in capacity utilisation than are
those for clay bricks.

Costs associated with reducing capacity utilisation

46. Output levels can be cut either by reducing capacity utilisation or by
closing a works. We found agreement in both the fletton and the non-fletton
sectors of the clay brick industry that to reduce utilisation below the maximum,
or a very high level, adds considerably to unit costs, because the fixed and semi-
fixed costs of production account, in the short run, for a large proportion of ex-
works costs. We were given estimates of this proportion which ranged from 60 to
90 per cent, depending on different interpretations of semi-fixed costs. As the clay
used is generally owned by the brick companies, it is not, for this purpose, to be
regarded as a cost.

‘47. For the non-fletton clay sector, we were given some information as to how
various items of costs are affected by low utilisation.

48. In the case of labour and management costs (which can constitute about
40 to 50 per cent of total ex-works costs), the impact of lower levels of plant
utilisation depends on the degree of labour intensity at the individual works, the
importance attached to retaining a good labour force, and the possibilities of
negotiating short-time working at given hourly rates. Whatever the degree of
utilisation, certain employees. cannot be dispensed with or reduced in number;
for example, the burners who must man the kilns all the time. The complex of
factors is difficult to quantify, but a number of companies told us that they would
not expect to make much saving, if any, in total labour costs if capacity utilisation
were reduced at a works by, say, 25 to 30 per cent.

49. In the case of fuel costs (in 1974 up to about 30 per cent of total ex-works
costs), there is less scope, when production is reduced, for savings in tunnel kilns
than in other types of kiln. Kilns of any type must, however, be kept at prescribed
temperatures irrespective of volume or speed of throughput; in closed unit
continuous kilns, for example, slower fire travel results in higher exhaust tem-
peratures and lower thermal efficiency. We were given a number of different
estimates of the effect of lower kiln utilisation but all showed a serious adverse
effect.

50. To shut down a complete kiln or kilns, and operate others at full capacity,
is a feasible policy at works with more than one kiln, but reduction of capacity
utilisation by this route still entails considerable costs and disadvantages. There
will probably be some structural damage to an unused kiln and there is some
possibility of collapse, The longer the period of closure, the greater is the likely
damage and the higher the likely re-opening costs.

51, In the case of other costs, it was suggested by one manufacturer that the
cost of stores and of most, but not all, repairs (about 8 per cent of total costs in
his case in 1973) could be reduced pro rata to volume. However, power costs
(5 per cent of total costs) could not be reduced pro rata because the maximum
demand charge for electricity would remain the same and savings would cnly be
available on the units consumed. Irreducible overheads, (18 per cent), mainly
depreciation and interest charges, would, in the short run, increase unit costs pro
rata to lower volume. Where bought-in materials, eg colouring matter, are added
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to the clay, the costs will vary pro rata to volume but such costs are, generally, a
very small proportion of total costs.

52. A number of multi-plant companies closed whole works in 1974 as in
earlier recessions. As in the case of individual kilns, however, such works will
deteriorate. As an example of possible start-up costs if a works is closed we were
told by one company that a small works closed in an earlier recession had cost
£110,000 to re-open even though this works had no kiln and its ‘green’ bricks were
fired elsewhere.

53. In addition to financial costs, including redundancy payments if these are
incurred, there are other disadvantages in closing non-fletton clay works. Each
such works tends to produce a different facing brick, due to the wide range of
clays from which non-fletton bricks are made, so works closures tend to reduce
the range of a multi-plant company’s products. There may also be difficulty in
recrujting suitable labour for a re-opened works. One company suggested that a
company with a history of works closures would be distrusted and would find it
hard to recruit workers of satisfactory quality. This company told us that ‘an
established works usually has a high percentage of steady, reliable workers with a
sense of pride and loyalty to that works. A new labour force recruited for a re-
opened works would probably include a larger casual element and lack co-
hesion’. The new labour force would also be likely to be less experienced in
brickmaking than was the old force.

54, As a result of these various problems and costs, the time lag involved in
re-opening and the possibility that an up-turn in demand may be short-lived,
decisions to re-open works are not hastily taken.

55. LBC described the steps which it takes to reduce output levels when this
seems unavoidablel. It first closes any ‘buffer’ works from which production is
needed only when demand is high. Next comes a reduction of overtime at the
remaining works followed by closures of more efficient works or closures of
selected kilns at such works and a reduction to single-shift working. LBC does
not adopt a policy of slowing down individual kilns because fuel costs would
increase and the quality of the bricks produced would suffer. Closure of works,
or parts of works, curtails the rise in unit costs as overall output is reduced, but
the high proportion of fixed, or near-fixed, costs to total costs results in higher
overall unit costs. As in the non-fletton sector, redundancy payments arise and
kilns and equipment deteriorate; the cost of re-opening two small works in 1972,
after these works had been closed for nearly two years, was £80,000. LBC meets
difficulties as do non-fletton brickmakers, with labour supply in re-opened works
and would expect a time-lag of about four months before a works could be
brought back into full production. As LBC’s clay is reasonably consistent as
between the range of works, however, there is no such loss of variety in product
range as some non-fletton brickmakers may incur.

56. Concrete brickmakers and calcium silicate brickmakers do not face all the
same difficulties as do clay brickmakers in a falling market. As they tend to bay
in much of their raw materials, their ratio of variable to fixed costs is much
higher than it is for clay brickmakers. A concrete brick producer estimated, for

iTn 1973 LBC’s ex-works costs consisted of manufacturing wages: 46 per cent; manufacturing
rr;ateriais (other than clay): 3 per cent; electricity and fuel: 9 per cent ; overheads and othercosts:
43 per cent,
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example, that his materials constituted between 40 and 48 per cent of total ex-
works costs. The labour input for both types of bricks is relatively low (wages
were put at 9 per cent of total costs by the same producer) and is more closely
related to output. As kilns are not used there is not the same inflexibility in fuel
costs when utilisation is reduced and we were told that capacity can readily be
switched on and off, according to demand, without structural damage and
without serious delay in re-starting. Fixed costs, eginterest payments, depreciation
and management, remain, and concrete and calcium silicate brickmakers do not
welcome reductions in demand ; but it is clear that their output can be reduced with
smalter penalties than those incurred by clay brickmakers.

Costs and problems involved in holding stocks

57. Stockholding, as an alternative to reducing utilisation when demand falis,
involves costs and problems of its own. The main cost of holding finished stocks
is the financing of the working capital required. This varies in individual cases
with production costs, the length of time for which the bricks remain in stock and
the rate of interest for borrowing or the opportunity cost of capital. The resulting
charge does not, however, reflect the true cost of holding stocks. As fixed costs
form a high percentage of the total costs of clay brickmaking, the real costs of
financing stocks to cover shortrun demand variations are lower than the immedi-
ate financing costs to an extent which varies with the method used to reduce pro-
duction. Moreover, as stocks are held in anticipation of demand recovering at a
later date, and are likely to be sold at prices higher than those ruling when the
stocks were put down, stock appreciation can be set against the financing costs.
The current real interest rate is possibly negative; and even in the past, when the
rate of inflation was much lower than at present, interest rates were also lower.
Thus, it can be seen that, in real terms, the trie cost of financing stocks can be
regarded as not particuarly high. However, a large sum of money may be required
with detrimental effects on cash flow. There is also the risk that demand will not
recover within a reasonable period, or even at all.

58. Apart from financing costs, stockholding involves a once-for-all cost of
providing hard-standing for the bricks and extra handling costs. The provision of
hard-standing is in some cases limited by lack of space around the works. Handling
costs depend partly on whether the bricks are stocked in packs ready to leave the
works in due course. We were told that where this is possible, additional handling
costs are not significant. If bricks are not so packed the extra handling costs are
higher depending on the degree of mechanisation employed. Mechanisation is
not always simply an investment decision, as certain bricks, such as Kent Stocks,
are so irregular in size that they cannot easily and economically be subjected to
mechanical handling. One company estimated that manual conveyance into and
out of stock of such bricks cost £3-00 per 1,000 bricks in the context of an ex-
works cost of about £44-00 per 1,000 at the time the estimate was made.

59. Protracted stockholding entails a risk of some deterioration which varies
with the type of brick and any protection provided. The cost of protecting bricks
in stock depends on how extensive the required covering is, eg whether or not
straw is sufficient and whether any covering used can surround a pile of bricks or
whether it has to be placed between each layer of bricks. Some companies told
us that a percentage of their bricks would deteriorate if stocked for very long,
whether covered or not,
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60. Thus, stockholding is subject to a number of physical and financial con-
straints of which it would appear that the most important is the effect on internal
cash flow and the availability of supplementary funds, whether at all or at a price
which a company is prepared to pay. This affects all sides of the industry and
appears to cause serious problems for many companies. A relatively small
company told us that the cyclical pattern of demand leads to low confidence in the
industry, and that banks are therefore unwilling to lend money to finance stocks.
At the other end of the scale, LBC also said that finance is the major constraint on
stockholding and, that, after building up stocks to about five weeks production
in 1974, it felt obliged to reduce capacity utilisation as it was nearing its borrowing
limit.

The choice between reduction of output and stockholding

61. Because a flexible pricing policy is not a practical solution, brick producers
have to choose between two short-run responses to down-turns in demand. When
considering which response to make, companies have a number of factors to
consider and balance. Individual reactions will be based on an assessment of the
future prospects of the industry and on forecasts of the length and severity of the
particular cycle. If companies feel that, for whatever reason, they will eventually
have to close a works during a particular down-turn, the earlier they do this the
better. Most brickmakers told us, however, that they would prefer to increase
stocks rather than reduce production, because, on the basis of experience of
previous cycles, they believed this to be cheaper than reducing utilisation if
demand could be expected to recover within a reasonable period. If a particular
recession is long and severe, the balance of advantage between increasing stocks
and reducing production could change. However, there are always risks associated
with holding stocks, and in many cases there are cash flow and physical con-
straints on the levels of stockhelding. Whatever, therefore, they would like to do,
many companies are forced, in the short-run, te reduce production even though
this may be more expensive in the long run. The depth and duration of the 1974
recession enforced retrenchment upon a number of companies which had
continued production during previous recessions, including at least one company
which, as a component of a diversified group, was, in its own view, at an advantage
over independent brickmakers in having access to wider funds than would other-
wise have been available. In this case, as in others, a policy acknowledged to be
advantageous in the longer run was abandoned in the face of immediate financial
pressures.

Shertages of bricks

62. Having reviewed the problems presented to brickmakers when demand
falls and they may feel obliged to reduce production, we turn to the ability of the
industry to meet demand at the peaks. We were told by a number of builders and
builders’ merchants that inability to obtain supplies of any particular building
material results in extra costs and in organisational problems for the construction
industry; it is not easy to change materials once they have been specified or to
avoid waste of operatives’ time and delay in the completion of contracts.

63. There is clear evidence that during past peaks of high constructional activity
there have been considerable, and at times severe, shertages of bricks. This has
been indicated to us by most builders and merchants consulted and it is generally
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agreed in the industry that delivery times tend to lengthen with demand. 1t is
however difficult to assess the overall extent of past shortages as the situation is
confused by the evidence we received that many direct customers and merchants
over-order, or double-order, when bricks are scarce or are thought likely to
become scarce, and then cancel their remaining orders when their demands are
satisfied. We were teld that, on occasions, even established and credit-worthy
customers had been told that they would have to wait up to twelve months, or
even two years, for supplies of some particular bricks but we received no evidence
that alternatives would not have been available within a very much shorter time.

64. We sought evidence from both builders and merchants whether bricks are
more difficult to get than are other materials in times of high constructional
demand. The viewswe received were mixed, the feeling of some witnesses being that
the record of bricks has been worse than that of other materials, whilst others felt
that bricks had a comparatively favourable record. However, the broad con-
sensus was that the performance of the brick industry is about average in this
matter and that producers cannot be expected to do better unless fluctuations in
demand become less violent and more predictable. We received the impression
that both builders and merchants are unwilling, and in many cases unable, to
hold stocks of their own above a current working level. Representatives of the
TUC and of certain trade unions engaged in the brick industry suggested (see
paragraph 233) that continuity of production and employment in the brick
industry, and a corresponding assurance of supply to the customer in all circum-
stances, required the creation of a substantial brick ‘bank’.
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CHAPTER 4

Scale economies; investment ; research and development

(a) Scale economies

65. We have examined the extent to which scale economies are available in
brickmaking. As the availability and extent of scale economies depend on the
manufacturing processes employed, different processes require separate examina-
tion. Paragraphs 66 to 89 are based on information obtained in a series of meetings
between members of the staff of the Commission and representatives of a number
of brick manufacturers.

Production economies

66. Before examining specific economies of scale in production it is necessary
to take account of more general factors which will influence the size of plant
chosen. First, if a new works is to prove economically viable, the working material
available (eg the clay) must be sufficient to allow time for the recovery of capital
costs. Most companies consulted regarded 20 to 25 years as the minimum accept-
able productive life of a new works. Second, the larger the works, the longer is
the average distance which the bricks will have to travel to their market. Because
transport costs are high relative to production costs, and suitable clay is widely
available, non-fletton works may be built which are smaller than they would be
if production efficiency were the sole consideration. Third, there are special
risks associated with a large non-fletton ‘greenfield’ investment because each
clay tends to produce a different brick and market acceptance of a new product
cannot be guaranteed. Fourth, the risks associated with the wide variations in
demand resulting from the construction cycle, and the lead time (at least eighteen
months) for a new works to come into full production, may limit the commitment
which a company is prepared to undertake. Finally, it may be more difficult to
get planning permission for large works than for small.

67. The importance of these general factors in determining optimum plant size
should not be overlooked but our examination of plant size economies showed
that significant cost savings are possible in larger plants. Our examination was
directed to discovering the relationships between size of plant and unit costs of
production, given existing British technology, with each plant designed to
produce its normal output and operated at maximum efficiency.

Fletton bricks

68. The production process for flettons (see Appendix 1) is different in many
ways from that for other bricks. ‘New generation’ LBC works (see paragraph 117)
use Hoffman transverse-arch type kilns built to LBC requirements which produce
some 62-5 million bricks a year. As LBC considers that this is the optimum size
of kiln, it follows that an efficient new fletton works should be conceived in
multiples of 62-5 million bricks a year.

69. LBC provided us with a table showing the labour requirements, on a two
shift basis, at the various stages of production at plants increasing in size by
units of 62-5 million bricks a year. The broad LBC estimate is that an output of
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62-5 million bricks in an efficient new works would theoretically require 80 to
85 men, while a 125 million works would require 138 men and a 250 million works
250 men. Beyond 250 million it is not thought likely that there would be any
further unit labour savings. The labour savings up to 250 million are mainly
derived from more productive working by men operating the pans, hoppers, pit
conveyors and pit hoppers and by navvies and chargehands. Labour costs are an
important element in total ex-works costs (see paragraph 55).

70. In addition to labour savings, relative capital cost savings are made possible
by building larger plants. The main saving comes {rom linking a number of kilns
to one smoke stack but there would also be savings in pit conveyors on outputs
up to 250 million and in the relative costs of providing common services. LBC
estimated that, in terms of 1974 prices, one 125 million works costing £1-9 million
would save about £100,000 as compared with two 62-5 million works; one 250
million works would save about £150,000 as compared with two 125 million
works and a 500 million works would save about £175,000 as compared with two
250 million works. The cost of a 250 million works at 1975 prices would be of the
order of £5 million.

71. There are no fuel savings associated with the scale of operations.

72. All things considered, 2 modern 250 million a year works is probably the
minimumn efficient size for fletton brick-making with the possibility of small
capital savings, but not labour savings, beyond this size. A 250 million a year
works represents 8:3 per cent of total fletton deliveries in 1973, when demand
was strong, and 12-2 per cent in 1974 when demand was weak.

Non-fletton clay bricks

73. The type of non-fletton clay available determines the forming process used
and the speed with which ‘green’ bricks can be made. Most modern plants use
the wirecut extrusion method. We therefore concentrate attention on this, and
we also deal mainly with clay presenting no special difficulties and with bricks
of ‘ordinary’ quality (see Appendix 2). Special clays and special bricks affect the
speed of operation and the choice of size of plant.

74. Works have to be designed around available machinery, We found general
agreement that there are significant scale economies to be gained up to an output
level of at least 25 million bricks per year. On a one-shift basis, this is the output
level of an extruder with a capacity of between 15,000 and 18,000 bricks an hour,
which most witnesses regarded as the most efficient and reliable size!. This size
of extruder is the largest currently produced in Great Britain. As kilng are indi-
vidually built, kiln size is more easily varied than is extruder size, but a kiln with a
25 million annual capacity would be regarded as efficient in itself (see paragraph
76). Ancillary equipment of reasonably efficient size can attain the same output
on one-shift working.

75. Ifitis possible to man two shifts and hence produce 50 million bricks a year,
there are likely to be further savings in unit costs because most of the equipment
for 25 million a year could double its output although a second kiln and drying

11, One manufacturer we consulted, however, preferred the greater flexibility gained by
using more than one smaller extruder. 2. The output of a given extruder varies with the type of
clay used and the guality of bricks required.
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chambers (see paragraph 76) would be needed. We were given the following
examples of the capital cost of building new works at 1974 prices (a) £1-25 million
for 25 million bricks a year rising to £2:0 million for 50 million (on two shifts);
(b) £1-4 million rising to £2-3 million; (¢) £1-9 million rising to £3-2 million. To
some extent capital savings from higher output will be offset by the higher main-
tenance costs of more continuous working. In labour costs, while, on the one
hand, there may be higher wage rates associated with shift working, there may,
on the other hand, be small unit savings in various odd jobs around the works,
and in management; and two-shift working can provide small savings in indirect
costs and some advantages in flexibility of production.

76. It has hitherto been assumed that a 50 million plant would operate with
two kilns. There would be further small savings, at least in theory, in the use of a
single, large kiln, in capital, fuel and labour costs but two kilus each of 25 millien
capacity have other advantages over one kiln with double the capacity. Two kilns
provide greater flexibility than does one, bearing in mind that different quality
bricks may have different firing requirements. Moreover, to begin with one kiln,
leaving room to add a second, is some insurance against the risks involved in
opening new works (see paragraph 66). It reduces the initial capital cost as com-
pared with the cost of two separate 25 million a year works (see paragraph 75) and
expansion can be deferred until a satisfactory market has been found for the pro-
duct, This is important because, as a kiln cannot be run at much below full capacity
without adding substantially to unit fuel costs, it would be expensive to operate a
large kiln at half capacity either when demand was being built up initially or if it
subsequently suffered a cyclical decline. Thus, all but one of the companies we
consulted have built or planned two kilns for a 50 million annual output.

77. A company unable to operate two shifts, but wishing to increase output
from 25 million a year to 50 million a year would have to install a second extruder
and duplicate most of the ancillary equipment. As compared with two separate
25 million a year plants, a two-line 50 million a year plant could, in theory, show
minor capital, iabour and management savings but it is not thought likely that
these would be significant. A two-line works under a single roof could be managed
more flexibly than could two separate plants.

78. New works with capacities in excess of 50 million would probably involve
a mixture of duplication of lines and shift working. There might be further capital
savings at the clay-getting stage and the basic structure of the factory, A 75 million
plant might have two kilns insfead of three and thus gain some cost advantage
whilst retaining flexibility. Otherwise, cost savings and any other advantages
would be related to those achieved in doubling a basic 25 million plant however
this were done. Such savings would however, be of a diminishing nature. Overall,
it would not appear that significant cost savings would be found in works larger
than 50 million, and that any such savings might well be more than offset by non-
production disadvantages (see paragraph 66) unless the works were located close
to a market large enough to absorb the product without incurring high transport
costs.

79. We also examined the possible unit cost savings to be derived from a 25
million a year works operating one shift as compared with smaller works. We
were told by both brickmakers and manufacturers of brickmaking equipment
that equipment, eg grinding mill, extruder and kiln, for the larger works would
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show lower unit capital costs than would equipment for works of lower capacity.
Unit labour costs would also be significantly higher in the smaller works. In
many stages of the process the actual number of machines employed would be
the same and the same number of men would be needed to operate them. Smaller
plants may be expected to have higher unit management and indirect labour costs.
Fuel and power unit costs will also be higher with smaller extruders and especially
smaller kilns. One company estimated that a kiln with 15 million capacity would
only save aboui 20 per cent of the fuel costs of a 25 million capacity kiln, and that
smalier kilns tend to produce a higher percentage of damaged bricks because the
surface area of the bricks exposed is proportionately greater. An additional reason
for higher unit costs in smaller works is that these tend to be more labour intensive
because less automation can be justified.

80, Thus, significant scale economies can be obtained from plants up to 25
million and it would appear from the evidence we received that the unit costs of
an efficiently operated 15 million plant might be as much as 25 per cent higher than
the unit costs of an efficiently operated 25 million plant. We think that works
smaller than 15 million would be likely to have still higher unit costs but have
made no specific calculations,

81. This examination of the plant level scale economies which are available
in the manufacture of extruded non-fletton clay bricks in normal circumstances
and with current British technology, shows that there are substantial benefits up
to 25 million a year, lesser benefits up to say, 50 million a year, and thereafter
little if any, benefit. As compared with the minimum efficient size of fletton works
representing (see paragraph 72) 8-6 per cent of fleiton deliveries in 1973 and 12:2
per cent in 1974, a 50 million a year non-fletton works represents 1-6 per cent of
non-fletton clay deliveries in 1973 and 2-1 per cent in 1974.

82. We emphasise that paragraphs 73 to 81 are derived from information and
opinions related to current British technology and we recognise that technological
changes could raise in the future, as they have in the past, the standard commonly
accepted as representing the minimum efficient size of works; we understand, for
example, that extruders of much higher capacities than those made in this country
are used in Germany and the United States. It is, however, likely that the non-
technological constraints upon size of works (see paragraph 66) will continue to
be important factors in individual investment decisions.

83. We have not made a detailed study of scale economies in non-fletton clay
works using presses instead of extruders, or in calcium silicate works or concrete
brickworks. However, from the limited inquiries we have made we have no reason
to think that the minimum efficient sizes of works in these sectors would be very
different.

Other economies

84. A number of non-production economies in scale in brickmaking were
mentioned to us. These tend to be similar, though different in magnitude and
scope, in the fletton and non-fletton sectors. Most such economies come from
costs which are to some extent indivisible and arise where more sales enable such
costs to be spread over a wider area.
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85. Forexample, after a certain sales volume is reached a company may be able
to justify central engineering facilities which reduce dependence upon external
supplies. This is rare in the non-fletton sector but LBC makes virtually all its own
equipment. Its case for so doing, and the economies involved, are considered in
paragraph 132.

86. Similar considerations apply to marketing and to research and develop-
ment. LBC’s position in these respects is considered in paragraphs 136 and 137,
In the non-fletton sector we were told that research and development could be
undertaken on a more sophisticated scale, and with more highly qualified staff,
in a large company than in a small, and that, the larger the company, the lower its
unit marketing costs should be. Economies are also available if a company
providing its own road transport is large enough to justify aninternal maintenance
organisation. LBC is well able to do this, and has established a comprehensive
coverage, but policy and practice in this respect varies widely in the non-fletton
sector of the industry, some companies preferring to minimise their own transport
commitments and to rely wholly or mainly on outside hauliers and maintenance
services.

87. In both sectors of the industry it was claimed that size facilitates quantity
discounts in purchasing to which LBC, at least, (see paragraph 135) attached
importance. LBC said that negotiating efficiency played its part in the terms it
obtained but felt that it was the size of the LBC orders which was of critical
importance.

88. Inthenon-fletton sector our attention was drawn to the advantages enjoyed
by the multi-works company which could produce, in efficient long runs, a range
of different facings which could be marketed centrally as an attractive package.
It was also suggested that the training of employees could be more complete if
they were able to obtain experience at different works, and that a multi-works
company was in a better position to reduce distribution costs by central control
over empty running of road vehicles. A more general, but no less significant,
advantage conferred by multi-plant organisation is that a multi-works company
may be able to shut down high cost plants in slack periods and keep low cost
plants fully operational.

89. The fact that, at least up to a certain point, both production and non-
production scale economies are available in brickmaking may help to explain
the growing concentration of the industry in recent years. In paragraphs 16 to 24
we show the structure of the industry in 1973, by size of company and works,
and note the drastic reduction in the number of works since the second world
war which is still continuing. Table 12 in paragraph 23 shows that, in 1973,
nearly two-thirds of non-fletton bricks came from works producing less than
25 million. This percentage may be expected to fall as old works are replaced by
new, although it should be noted that some existing works above 25 million use
old techniques, are not designed on modern lines and are therefore not necessarily
low cost producers. On the other hand, the size of some non-fletton works will
continue to be constrained for such general reasons as are mentioned in paragraph
66, and it is likely that some small non-fletton brick-works, producing special
quality bricks for limited markets, will continue to be highly profitable. There
may always be a place for other small works serving routine local needs in areas
unattractive to larger, more distant producers on account of transport costs.
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{b) Investment

90. As shown in paragraphs 6 to 8 there has been no overall growth in the
output of bricks during the last twenty years and demand has been subject to
severe fluctuations. Nevertheless, a considerable quantum of investment has
been undertaken in recent years by large brickmakers and by small. Investment
in fletton brickmaking is considered in paragraphs 209 to 221. In the non-fletton
sector, we summarise as follows the information supplied to us by manufacturers.

91. Investment policy tends to vary with the size of the company concerned
and ranges from the minimum required to stay in business to articulated pro-
grammes related to defined profit objectives and envisaged for completion over a
period of years. Brickmakers who do no more than keep kilns and machinery in
good order seldom produce more than 5 million bricks a year, sometimes high
class facings of which some are hand-made. Small brickmakers producing bricks
of no special quality or appearance typically have a market radius of up to 30
miles and in some cases produce only as orders require. Over 30 per cent of the
non-fletton brickmakers from whom we obtained information in respect of 1973
delivered fewer than 5 million bricks in that year. In some such cases investment
extended to the provision of additional machinery such as forklift trucks because
of difficulties in obtaining suitable labour and with a view to reducing its cost.

92. Many brickmakers, large and small, changed their fuel from coal to liquid
petroleum gas (LPG) and natural gas in the early 1970s. Those who entered into
long-term contracts for natural gas are still operating advantageously as prices
have since then increased very steeply, especially since 1973. One brickmaker
told us that he might revert to coal firing if he could be assured of supplies but
others regarded the changeover from coal as having been essential to maintain
their profitability. Amongst the advantages claimed for LPG and natural gas
are superior fire control leading to increased output, higher thermal efficiency,
lower wastage and easier compliance with pollution controls.

93. A variety of reasons was given for investment in new plant and machinery
short of complete modernisation, or replacement, of a works.

94, We found that calcium silicate and concrete brickmakers were concerned
to increase capacity, improve the quality of the product, reduce labour costs and
improve the recruitment and retention of labour by the provision of easier working
conditions. Machinery for calcium silicate and concrete brickmaking has im-
proved in capacity and reliability in recent years. One concrete brickmaker told
us that installation of such machinery had enabled him to double his capacity
and more than halve his labour force. This increased capacity, he said, was “well
in excess’ of historical demand in his market area but he was prepared, until
additional sales could be promoted, to base his prices and profits policy on a
minimum 66 per cent utilisation.

95. Clay brickmakers have been concerned, over the years, to reduce the cost
of clay winning and preparation by the provision of improved quarry machinery
and material reception and grinding installations in the plant. There has been
some substitution of tunnel kilns for other types but, because of the comparative
inflexibility of tunnel kilns (see paragraph 49) this has usually been done by the
larger companies the demand for whose products is sufficiently substantial and
stable to justify the cost and provide reasonable insurance against the risk of
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under-utilisation. For smaller companies, the durability of existing kilns of other
types, especially if converted to firing by LPG or natural gas, is a factor in the
investment decision. Some clay brick manufacturers have replaced presses by
extruders, where the nature of their clay made it possible to do this, as extrusion
is, mechanically, the more straightforward process and would be more flexible
in the event of any change in the size of standard bricks. There has also been
widespread investment in wrapping and banding machinery for the protection
of facing bricks liable to damage in transit and for greater convenience of mechani-
cal handling to, and on, the building site.

96. Major modernisation of existing works, amounting in some cases to
replacement, or the construction of new works on greenfield sites, is normally
undertaken only by existing companies with a large and established demand or
by companies mainly engaged in other activitics but wishing to diversify into a
new field. In both cases, a strong financial base is required, as a non-fletton clay
works of 50 million capacity could cost over £3 million at 1974 prices (see para-
graph 75) and take at least 18 months to come into full production.

97. The main advantages of a new works are the scale economies available
(see paragraph 81) and the opportunity to minimise unit labour costs as compared
with such costs at many old works. One brickmaker told us that he had budgeted
for 2-48 man hours per thousand bricks at a new 25 million works as compared
with 7-46 and 6-31 man hours per thousand at two of his older works. One com-
pany intends to have major works sited to serve the principal markets in England,
Wales and Scotland and has provided several such works in recent years, Other
companies have built, or are planning to build, similar works. A large non-fletton
producer, however, told us that he preferred to acquire an existing works, for
expansion and modernisation, rather than to invest in greenfield construction.
These various companies have different profits and return-on-investment targets
but all are concerned at least to maintain the margins recently achieved when
demand for bricks was strong and would defer or abandon further investment
unless this were reasonably assured. Much recent new investment in major moder-
nisation or new works has been undertaken when demand was strong and in some
cases it has come into production when demand had fallen. For a multi-plant
company with older works which can be closed in a recession, whether temporarily
or permanently, this is not necessarily disastrous but one company expressed as
follows the difficulties in timing new investment to the best advantage. “Given
that the industry’s cycle has historically proved to be about four years, the ideal
time for the start of such a project would be the bottom of the cycle. This capacity
will then come on stream in time to help augment supplies during the upturn.
However, it is just at the bottom of the cycle that profit levels are reduced and
stock build up drains cash with the result that this ideal start-time for new plant
investment tends to be unused because of an adverse cash flow sitnation, Thus
the decision to invest only follows once there is very clear indication of an upturn
in the cycle. The risk then is that the new capacity may come on stream after
demand has already peaked out or as the next recession develops.’

98. As the circumstances surrounding investment decisions in individual
companies vary so widely we do not venture an opinion as to whether investment
in non-fletton brickmaking in recent years has been adequate, in individual cases
or in the sector as a whole, to enable non-fletton bricks to hold their place as a
competitive building material, There is clear evidence, however, that the need for
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modernisation is appreciated at all levels of the non-fletton sector where it is likely
to yield a reasonable return and evidence, also, of a belief, as one manufacturer
put it ‘that brick is a great construction material with an excellent future’.

99. In addition to being open to the normal risk of market acceptance of a
new product (see paragraph 66) a new entrant to the industry on a ‘greenfield’
site is at the disadvantage of having no established reputation as a manufacturer
of any kind of brick. We found only one case of new entry by greenfield invest-
ment in recent years.

(¢) Research and development

100. Research and development in the brick industry is concerned partly with
manufacturing techniques and partly with structural problems with a view to
enlarging the field in which bricks can be used. It is conducied partly by individual
manufacturers and partly by outside agencies including research associations,
universities and individual consultants. The work done by outside agencies is
paid for either by general subscriptions to such agencies, usually related to the
value of the subscriber’s sales, or by support for specific projects given by indi-
vidual manufacturers or by trade associations. The brick industry benefits from
the activities of the Building Research Establishment of the Department of the
Environment which is concerned, over a wide field, with constructional problems
and the behaviour of building materials.

101. The work done by individual manufacturers is directed mainly to quality
control, improvements in manufacturing techniques and machinery and the
solution of local difficulties presented by the characteristics of different clays.
Some individual manufacturers conduct or sponsor investigations into con-
structional matters which are normaily regarded as more appropriate to outside
agencies. In recognition of the importance of comparative ‘in-the-wall’ costs as
between bricks and competitive materials, and bearing in mind that the delivered
price of materials is a small proportion of such costs, brick manufacturers have
of recent years been concerned to improve the speed and convenience with which
bricks can be transferred from the delivery vehicle to the bricklayer’s hands. This
entails co-operation with builders, who are also concerned to reduce site costs,
with a view to harmonisation of delivery equipment and site equipment. Support
has also been given to investigations of methods of bricklaying. :

102. Apart from the Building Research Establishment, the British Ceramic
Research Association (BCRA) can be regarded as the most comprehensive
research organisation to which the brick industry has access. Its income from
members’ subscriptions is augmented by Government grant. BCRA was for
many years concerned only with clay bricks but now covers calcium silicate bricks
as well; research into the production and use of such bricks is also separately
funded by the Calcium Brick Division of the Welwyn Hall Research Association.

103. The research and development work of the Brick Development Associa-
tion (BDA) is shown (for 1974) in Appendix 3.
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CHAPTER 5

London Brick Company Limited: Technical background

(a) Growth of the business

104. LBC was incorporated in 1900, some 20 years after a method of manu-
facturing bricks from the lower Oxford clay was discovered at Fletton, near
Peterborough. LBC manufactures and sells common and facing bricks, hollow
clay blocks, field drain pipes, and machinery and equipment for brick production
and handling. Through a wholly owned subsidiary, London Brick Land Develop-
ment Company Limited which was formed in 1970, it promotes and develops the
use of worked out clay pits for commercial purposes such as waste disposal and
the provision of recreational facilities. In May 1974 it acquired Banbury Buildings
Holdings Limited (Banbury Buildings} which manufactures prefabricated
buildings for sale mainly to householders for ‘do-it-yourself’ erection.

105. Brickmaking is the principal activity. In 1973 this contributed about
95 per cent of group turnover and group profits. In 1974, following the acquisi-
tion of Banbury Buildings, bricks contributed about 75 per cent in both cases.

106. LBC told us that, before the first world war, the market for fletton bricks
was restricted to the London area, parts of the East Midlands and East Anglia.
Between the wars, LBC sought to extend its market area into the remainder of
Southern England, the Midlands and the North by direct selling to architects and
builders at a time when most bricks were supplied through merchants. Soon after
the second world war LBC was regularly supplying commons and facings to all
areas of England and Wales and was beginning to supply facings to Scotland.
By 1950 (see Table 9 in paragraph 16) it was contributing about 70 per cent of
fletton deliveries and about 24 per cent of total brick deliveries.

107. Between 1950 and 1967 LBC’s share of fletton deliveries remained fairly
constant at around 70 per cent but its share of total deliveries increased to around
30 per cent. At the beginning of 1968 LBC had four competitors in fletton brick-
making—Marston Valley Brick Company Limited (representing about 14 per
cent of fletton deliveries), Redland Limited (about 8 per cent), Whittlesea Central
Brick Company Limited (about 4 per cent) and Flettons Limited (about 2 per
cent). Flettons Limited ceased production in 1970. LBC acquired Marston
Valley in 1968, Redland’s fletton works in 1971, and Whittlesea’s works in 1973.
By 1974 LBC was the sole producer of fletton bricks, supplying (see Table 9 in
paragraph 16) about 41 per cent of total brick deliveries. As LBC does not
produce engineering bricks (see paragraph 109) it is relevant to add that its share
of common and facing brick deliveries in 1974 was 44 per cent (see Table 13 in
paragraph 118).

108. The three acquisitions made by LBC between 1968 and 1973 brought
under LBC control a total annual capacity amounting to some 36 per cent of its
deliveries in 1967. LBC told us that it had been encouraged by a report of the
National Board for Prices and Incomes! to believe that such acquisitions might
prove a sensible and logical step; the original approaches, however, were made by

1Report No 47 Prices of Fletton and Non-Fletton Bricks, Cmnd 3480.
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the other companies concerned. Our enquiries confirmed this, and we found
nothing to suggest that LBC had set out to obtain a complete monopoly as a
matter of policy.

(b) Production facilities
The lower Oxford clay

109. The lower Oxford clay from which fletton bricks are made has both
advantages and disadvantages as a brickmaking material. The advantages are a
low fuel requirement!, due to the carbonaceous content of the clay; a high
strength in the unburnt and in the burnt brick which reduces the number of
distinct manufacturing processes required; a very uniform size in the unburnt
and the burnt brick which allows accurate control over bricks dispatched to the
customer without elaborate size testing; a lightweight burnt brick. The dis-
advantages are that it is not possible to make engineering bricks or bricks of
special quality; fletton bricks are unsuitable for use in certain design situations
where the brickwork is subjected to particularly severe conditions of exposure;
the fact that the faces of most fletton bricks are ‘applied’ makes such bricks more
vulnerable to damage than are ‘through-colour’ bricks; the range of aesthetic
appeal is more limited than is the wide range obtainable from the variety of other
clays available in the non-fletton sector of the industry.

110. The balance of manufacturing advantage in the use of lower Oxford clay
is, however, very favourable so we enquired whether and, if so, to what extent,
LBC’s monopoly of fletton brickmaking might have come about through control
of supplies of such clay and whether a prospective new entrant would be able to
obtain supplies. We were greatly assisted in these enquiries by the Institute of
Geological Sciences, which provided resource evaluation maps, and by the
Department of the Environment which supplied land use maps to show the
extent to which land, prima facie suitable, geologically, for fletton brickmaking
is already developed for other purposes.

111. LBC estimated that the total area of the Oxford clay outcrop throughout
Great Britain is about 1,900 square miles of which about 70 square miles, ex-
cluding land owned by LBC itself, might be workable. LBC has planning
permission for about 9 square miles {about 5,750 acres) but owns significant
surrounding and contiguous areas.

112, In its survey of the potentialities, for fletton brick-making, of the total
Oxford clay deposits, the Institute of Geological Sciences identified four objective
criteria which can be used for purposes of categorisation. Three of these criteria
are geological. The fourth is the existence of active or defunct fletton-type
brickworks. By reference to these criteria, the Institute defined three categories
of area on their resource evaluation maps:

A areas with a history of fletton brickmaking where the geological criteria are
known to be met collectively;

B: areas of probable potential where map interpretation favours the view that the
geological criteria are met;

C: areas of possible potential where ground investigation might confirm the
existence of workable deposits.

1L BC estimates that the fletton brick requires only one quarter of the external fuel needed to
produce non-fletton bricks.
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113. Areas in category A, with two small exceptions, are already owned by
LBC. Areas in category B cover roughly 224 square miles, For the purposes of
this report areas in category C can be set aside as presenting too speculative an
investigation for a potential new entrant to fletton brickmaking to attempt.
Areas in category B are subject to the qualification that, while the possibility of
fletton brickmaking cannot be ruled out by the nature of the clay, exploration
might reveal difficulties and there is no history of brickmaking by reference to
which the likelihood of such difficuities appearing can be assessed.

114. LBC’s ownership of almost all the areas in category A is not surprising as
LBC achieved its monopoly by expansion and acquisition in the traditional areas
of fletton brickmaking. There is no evidence, however, that LBC’s former
competitors went out of business or ‘surrendered’ to LBC because they did not
have, or could not obtain, supplies of clay. The reasons for the absence of any
evidence of fletton brickmaking in the category B areas outside LBC’s control,
much of which are not already developed for other purposes, must be a matter for
conjecture but the advice of the Institute of Geological Sciences is that this cannot
be ascribed to purely geological considerations. It would therefore appear to be
possible, so far as supplies of potentially suitable clay are concerned, for a new
entrant to establish a footing in fletton brickmaking.

Number and capacity of works

115. At the beginning of 1974 LBC was operating 22 works, in the Peter-
borough, Bedford and Bletchley areas, with a total target capacity' of about
3,450 million bricks. Ample capacity was therefore available in relation to total
deliveries of fletton bricks in 1972 and 1973 of around 3,000 million in each year.
Due, however, to the severity of the decline in demand which was experienced in
1974 and which led to deliveries falling to 2,050 million, 8 works were closed, and
production was reduced at 10 others, in the course of the year. Even so, stocks of
finished bricks stood at some 360 million in December 1974. The first production
target for 1975 was set at 1,950 million but this was subsequently increased to
2,150 million in response to an improvement in demand. Target production for
1976 has been set at 2,400 million subject to review early in the new year in the
light of demand at that time.

116. The size of the 23 individual works which were operating in 1973 covered
a wide range as can be seen from Table 11 in paragraph 23 which reflects target
capacity in a year of strong demand for bricks and shows that 13 of the 23 works
then operating were small (under 100 million), 3 were of medium size (100 million
to 150 million), 4 were large (150 million to 250 million) and 3 were extra large.
One small works was closed in September 1973. Of the 8 works closed in 1974, 6
were small in terms of this classification and 2 were of medium size. Of the
remaining 14 works, 6 are small, 1 is of medium size, 4 are large and 3 extra large
although (see paragraph 114) production has, in some cases, been restricted.

117. All but two of LBC’s works are pre-war although many such works have
been modernised to the extent that is possible without complete rebuilding. The
two new works, of which one (New Saxon) is classified as of medium size and one
(Kings Dyke) is classified as large, have been built since 1968. Such works are
referred to by the company as ‘new generation” works.

*Assuming no overtime, a shift week of 40 hours and, in mest cases, two shifts,
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Flexibility to produce facing bricks

118. Table 9 in paragraph 16 shows that LBC increased its share of total brick
deliveries from 241 per cent in 1950 to 409 per cent in 1974, The growth of its
business in common and facing bricks together; in commons alone; and in
facings alone, is shown in Tables 13 to 15 below.

Table 13: Deliveries of common and facing bricks: millions

LBCas %,
Year Total LBC of total
1950 5,744 1,427 24-8
1955 6,965 1,885 271
1960 6,930 2,011 290
1965 7,091 2,164 30-5
1969 6,110 2,388 39-1
1970 5,965 2,309 387
1971 6,399 2,762 432
1972 6,605 2,880 43-6
1973 6,583 2,883 43-8
1974 4,662 2,050 44-0
1975 3,809 1,724 45-3

(Jan.—Sept.)

Table 14: Deliveries of common bricks: millions
Commons as %, of

LBCas % LBC deliveries
Year Total LBC of tfotal of all bricks
1950 4,347 1,117 257 78-3
1955 5,028 1,372 273 72-8
1960 4,623 1,352 29-2 672
1965 4,258 1,328 312 61-4
1969 3,545 1,443 407 60-4
1970 3,334 1,292 388 560
1971 3,339 1,397 41-8 506
1972 3,275 1,408 430 489
1973 3,191 1,363 427 47-3
1974 2,406 1,113 463 54-3
1975 1,831 840 45-9 48-7

(Jan.-Sept.)

These figures show that the increase of 1,456 million (102 per cent) in LBC’s
total deliveries of commons and facings between 1950 and 1973 consisted mainly
of an increase of 1,210 million (390 per cent) in facings; and that the proportion
of facings to LBC’s total deliveries rose from 21-7 per cent to 52-7 per cent during
the period. In 1974 there was a much sharper fall (38 per cent)in deliveries of facings
than in deliveries of commons (18 per cent), due mainly to the severe decline in
private housebuilding for which up to two-thirds of LBC’s output is normally
sold.

119, The proportion of facings to total deliveries in 1973 was two and a half
times the proportion delivered in 1950 but existing production facilities do not
enable this proportion to be increased at will. In the Hoffman transverse-arch type
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of kiln used in the fletton manufacturing process, the bricks in the bottom half of
the kiln must be ‘set on edge’ to give sufficient strength throughout the whole
kiln during the drying process. The faces of bricks ‘set on edge” are often in contact
with other bricks and this results in a blemish. This blemish was not aesthetically
acceptable in the original types of fletton facing bricks so, at one time, facings
could be made only in the top half of the kiln by being ‘set flat’ in such a way that
no facing surface was in contact with another brick. This restricted the production
of satisfactory facings to a theoretical maximum of 50 per cent of total output

Table 15: Deliveries of facing bricks: millions
Facings as % of

LBCas %, LBC deliveries
Year Total LBC of total of all bricks
1950 1,397 310 22:2 217
1955 1,937 513 26-5 27-2
1960 2,307 660 286 32-8
1965 2,833 836 295 386
1969 2,565 945 368 39:6
1970 2,631 1,017 387 44-0
1971 3,060 1,365 44-6 494
1972 3,330 1,472 44-2 51-1
1973 3,392 1,520 44-8 527
1974 2,256 937 41-5 457
1975 1,978 884 44-7 51-3

(Jan.—Sept.)

Sources of Tables 13-15: Department of the Environment and LBC.

which was never achieved in practice. A range of textured facings was therefore
developed in the early 1960s which must still be ‘set on edge’ in the bottom half
of the kiln but in which the blemish is used as a feature of the brick’s appearance.
Such bricks can be ‘set on edge’ throughout the kiln and, at the New Saxon and
Kings Dyke works, can be associated with ‘set flat’ facings with satisfactory

results.

120. Nevertheless, flexibility in the production of commons and facings is still
limited by technical and marketing constraints. At works at which agricultural
drain pipes are produced with bricks, these must be set in the upper half of the
kiln above common bricks as facing bricks cannot be satisfactorily fired beneath
pipes. At all but the New Saxon and Kings Dyke works, experience has shown
that, if ‘set flat’ facings are put on top of “set on edge’ facings, wastage of the
latter is likely to exceed 5 per cent, with lower general quality, and it is therefore
the practice to support ‘set flat facings’ on commons except at these two new
works. The marketing constraint is the continuing demand for ‘set flat’ facings
which prevents concentration on ‘set on edge’ facings.

121. LBC’s production of commons is therefore partly ‘unavoidable’, ie
resulting from technical and marketing constraints on the production of facings,
and partly “voluntary’, ie those produced in excess of the ‘unavoidable’ minimum.
The information supplied by LBC in this connection is summarised for the
period 1969 to mid-1975 in Table 16.
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122. Table 16 shows that the preponderance of ‘unavoidable’ commons
results from their production as a support, in the kiln, for ‘set flat’ facings and
that commons so produced accounted for between 62-8 per cent and 75-8 per
cent of all commons produced throughout the period reviewed, except in 1974

~when the reduction in demand for all facings was more drastic than was the
reduction in demand for commons. If, in the future, commons became difficult
to sell, and ‘set flat’ facings were still required, it would be necessary to build new
works or reconstruct existing works, if high wastage rates (see paragraph 120)
were to be avoided. The two existing new works are nominally capable of 100 per
cent production of facings. In 1973 they produced 49-9 per cent ‘set on edge’
facings, 47-4 per cent ‘set flat’ facings and 2-7 per cent commons.

Production and production costs at individual works

123. The following table shows the number of commons and facings produced
at individual works in 1973 and 1974 together with the relative production costs
per 1,000 bricks. The figures are in terms of ‘gross makes’, ie bricks used at the
works, or unfit for sale, are included as well as bricks sold or put to stock. The
table for 1973 (21 works) does not include the two works acquired from Whittlesea
Central Brick Company Limited in November 1973 as detailed costs for these
works are not available for that year. The 1974 table (22 works) includes those

Table 17: Gross makes {millions); costs per 1,000 bricks indexed from Kings Dyke
as 100

1973 1974
Cost per Cost per

Works Cmns Facings Total 1,000 Cmns Facings Total 1,000
Kings Dyke 4 123 127 100-0 64 ! 135 100-0
New Saxon 3 103 106 1039 37 72 109 95-1
Beebys* 85 79 164 124-1 80 49 129 127-8
Norman Cross* 21 34 55 1264 24 19 43 1268
Dogsthorpe* 1 36 37 1272 4 25 29 1230
Stewartby* 412 326 738 1284 342 221 563  141-0
LB1* 38 54 g2 1299 34 40 74 1325
Calvert* 206 198 404 1310 127 122 249  134-5
Jubilee} 34 29 63 1366 29 18 47 1351
Bletchley 85 123 208 137-8 100 79 179 138-0
Northam 12 23 35 1380 20 8 28 1332
Hicks* 54 37 91 1421 53 16 69 1344
Orton* 25 79 104 1441 34 49 83 1431
LB 2/4% 61 46 107 1500 31 3 34 1467
Ridgmont* 188 218 406 1502 197 138 335 1410
Coronationt 88 33 121 1536 25 2 27 1620
Star Whittlesey} 19 18 37 1594 8 2 10 1432
Victoryt 32 3 35 1610 11 — 11 1536
Kempston* 64 103 167 1655 72 43 115 1713
Elstow 26 — 26  166-8 — —_ — —
(closed in September 1973)
Saxont 26 10 36 2252 19 1 20 2655
Central 11 — — — — 17 6 23 1540
Central 21 _ _ — - 32 22 54 17241

* Reduced to single shift working, and/or kilns put out, in the course of 1974.
1 Closed in the course of 1974.
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works (Central 1 and Central 2) but not Elstow which was closed in September
1973, The cost figures are struck before depreciation and do not allow for certain
small overhead items. As facings are more expensive to produce than are com-
mons, the costs at the different works are affected by the proportions of commons
and facings produced. Costs in 1974 are also affected by closures and reductions
in target capacity in the course of that year.

(¢) Technical developments

124. LBC has been concerned, over the years, to improve the processes, plant
and equipment required for fletton brickmaking and to develop mechanical forms
of delivery of the bricks, by road and rail, and mechanical handling on the
building site.

125. Improved clay preparation, grinding and screening machinery, presses
and ‘green’ brick handling devices have been introduced including a form of
fork-lift truck which, using pneumatic rubber tubes, lifts and conveys a load of
bricks without the use of pallets. Research into kiln design and fire control has
reduced the time spent by ‘green’ bricks in the kiln by up to 50 per cent. The
introduction of a range of facing bricks which (see paragraph 119) can be ‘set on
edge’ throughout the kiln was facilitated by the development by the company of
the necessary production machinery.

126. The ‘new generation’ works at New Saxon and Kings Dyke (see paragraph
117) incorporate all the technical improvements achieved over the years in the
pursuit of lower labour intensiveness and better plant utilisation including
flexibility of production as between commons and facings. Some such improve-
ments are in use at all works; some are in use at some works only; some works
which were operating at the beginning of 1974 were comparatively old fashioned
and, at the date of our Report, were closed.

127. The most important technical development in the production process
which is currently under investigation is the mechanical ‘setting’ of the ‘green’
bricks prior to their transfer to the kiln. This is already mechanised in modern
non-fletton works but the type of setting machine which can be used for non-
fletton bricks would not be suitable for fletton bricks because the setting paterns
for such bricks are more complex than are the patterns for non-fletton bricks.
This is due to the need to allow the unique, endemic carbonaceous gases, given
off by the lower Oxford clay, to clear from the bricks during their firing. LBC has,
however, purchased an experimental machine, is collaborating with the manu-
facturer in its development and is itself developing the necessary associated
equipment and kiln patterns.

128, The ‘selfstak’ equipment for brick handling which LBC has developed
enables units of over 300 bricks to be mechanically loaded on to lorries, and
unloaded at the building site, by the driver of the vehicle alone. Speciai brick
cages and barrows have been developed to enable the ‘seffstak’ units to be passed
through to the bricklayer without recourse to the traditional hod. The develop-
ment of the ‘selfstak’ system was initiated in the 1960s when competition from
alternative materials became increasingly severe and comparative site handling
costs increasingly significant in the customer’s choice between alternative
materials. Other mechanical handling systems were introduced during the same
period by other brickmakers,
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129. Most LBC bricks are delivered direct by road from the works to the
customer’s site but LBC has also introduced what it terms ‘indirect’ delivery
systems with a view to providing a better service to the customer and reducing the
cost of delivery to distant points. A small proportion of deliveries is made in
‘trunking’ vehicles to roadheads where the bricks are mechanically transferred to
smaller lorries which complete the delivery. At two of the three roadheads, the
bricks are finally unloaded by hand. At the third roadhead, ‘selfstak’ (see para-
graph 128) is used. LBC has calculated that, for a roadhead depot to be worth-
while, (a) the majority of deliveries from the depot must be to final destinations
within about 18 miles of the depot and, mostly, further away from the depot than
from the works ; (b) there must be a regular demand in the depot’s catchment area
of about 400,000 bricks a week. Up to 10 per cent of deliveries are made via nine
railhead depots including those served by the ‘fletliner’ system which LBC has
developed. This system enables bricks to be mechanically loaded, alongside the
kilns, into skeletal containers which are transferred, at the distant rail terminal, to
special lorries for mechanical unloading at the building site. LBC has calculated
that the ‘fletliner’ system can normally be profitable, as compared with direct
road haulage, if (a) depots are at least 100 radial miles from the supplying works,
(b) they serve catchment areas with a regular demand of 1-6 million bricks (ie 5
train loads) a week, and {c) a single works, or a group of works in close proximity,
can supply the quantity and range of bricks required. The Liverpool/Manchester
‘fletliner’ service, which was introduced in mid-1973, fulfils these criteria. The
next such service to be introduced will be to the North East. The London service,
introduced in 1974, is a special case, so far as distance from the works is con-
cerned, because of the effect of traffic densitics on the economics of direct road

haulage.

{(d) Scale economies

130. Paragraphs 68 to 72 discuss the extent to which economies of scale in
production are available in fletton brickmaking and suggest that, ali things con-
sidered, a modern 250 million a year works is probably the minimum efficient size
with the possibility of small capital savings, but not labour savings, beyond this
size. LBC’s ‘new generation’ works at Kings Dyke has a capacity of 250 million a
year. The ‘new generation’ works at New Saxon has a capacity of 125 million.

131. LBC told us that it derives significant non-production scale economies
from engineering, transport, purchasing, marketing and research and develop-
ment. The costs for a2 number of these items are to some extent indivisible and
more sales mean that the costs can be spread over a wide area.

132. LBC makes virtually all its own equipment. It is the only customer for the
special equipment required for the unique fletton manufacturing process and the
company estimates that, with no engineering department, the capital cost of the
Kings Dyke works, for example, would have been 20 per cent higher, although
much of this saving is due to the fact that no commercial profit is included in the
value which LBC puts upon the engineering department’s services. Apart from
savings in machinery costs, the benefits to LBC, from having an engineering
department, include closer relations with the production side than outside
engineers could enjoy; greater reliability and regularity of supply and the need to
hold less equipment and stocks; and greater ability to keep fletton production
knowledge within the company, LBC said that, if its output levels fell sharply,
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the pro rata engineering overheads would rise steeply and it would need to re-
examine theflogic of maintaining an engineering department at the present level.
It considered that the cut-off point for maintaining engineering operations at their
present level was annual production of about 2,000 million bricks; output levels
above this helped to spread the engineering overheads. The significance of these
points is uncerfain, however, because LBC also said that any ‘slack’ in the
engineering operations can often be taken up by gaining outside business. Iis
Iranian venture (see paragraph 146) is another example of how LBC’s engineering
facility can be used for wider purposes.

133. Up to 90 per cent of LBC bricks are delivered by road from the works to
the customer’s site, whether direct or through roadhead depots, and road trans-
port is also involved in the final delivery of bricks dispatched from the works to
railheads, including ‘fletliner’ terminals. Nearly half the road haulage required at
times of peak demand is provided by the company’s own fleet of over 600 vehicles,
which are maintained by the company’s transport department. LBC told us that
it saw no transport cost advantages in being above the minimum level of output
required to support an efficient maintenance organisation for its own road
vehicles. LBC considered that each transport garage should serve between 50 and
150 vehicles; in larger units maintenance efficiency fell away. LBC employs out-
side hauliers, as a matter of policy, for the delivery of around 50 per cent of its
bricks at times of peak demand. It believes that its weight as a negotiator may
affect the terms which it is able to obtain for outside road haulage.

134. The advantages of a ‘fletliner’ service (see paragraph 129) are available
only to a large company such as LBC.

135. In purchasing, LBC told us that its size and expertise enable it to secure
considerable discounts. For example, as compared with the prices quoted to, or
paid by, certain other companies it had purchased a conveyor belt for some 39 per
cent less, coal for some 31 per cent less, ‘derv’ for some 10 per cent less. Negotiating
efficiency played its part in such transactions but in the company’s view, its size
was of critical importance.

136, In marketing, LBCsaid thatitssizeenabled it to establish a national market-
ing organisation many years ago and that this organisation, which accounts for
about 2 per cent of ex-works costs, was able to absorb the additional sales of the
works acquired since 1967 (amounting—see paragraph 108—to some 36 per cent
of LBC’s deliveries in that year) without increasing the sales force. In 1973 LBC
salesmen achieved an average of brick sales per man/year nearly three times the -
level achieved by the salesmen of one of the groups of works taken over.

137. LBC told us that it had always been the only fletton brickmaker to main-
tain its own research and development department, in addition to contributing
to the cost of work undertaken by outside organisations, and that its size enabled
itto provide the necessary funds. The sums allocated for research in the company’s
laboratories and as contributions to outside research (about £180,000 in 1973) do
not reflect the full weight of the company’s effort as much of the work is carried
on in the engineering and transport departments and is not separately recorded.
Because of its size, and its dominant position, over the years, in fletton brick-
making LBC has always made itself responsible for that industry’s research into
pollution problems in conjunction with the Alkali Inspectorate of the Department
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of the Environment. The company said that, as the main costs involved in
research and development were the costs of maintaining a unit at all, output
would need to be severely hit over a long period of time before it would consider
reducing research expenditure,

(e) Market areas and methods of distribution

138. LBC supplied us with an analysis of its deliveries by road and rail in terms
of the 60 distribution areas, mainly geographical counties but with separate
figures for roadheads and raitheads, for which it maintains statistics. For the
period July to December 19731, deliveries by groups of counties, including road-
heads and railheads situated therein and collections by customers in their own
vehicles, showed the following pattern in terms of percentages of total deliveries
during the period.

Table 18: Distribution of deliveries by geographical areas: July to December 1973

% of total
Area Counties included deliveries
1. Bedfordshire, Buckinghamshire, Cambridge and Isle of Ely,
Hertfordshire, Huntingdonshire, Northamptonshire, Rutland 15-¢
2, Berkshire, Derbyshire, Essex, Gloucestershire, Hampshire,
Kent, Leicestershire, Lincolnshire, London, Norfolk, Not-
tinghamshire, Oxfordshire, Staffordshire, Suffolk, Surrey,
Sussex, Warwickshire, Wiltshire, Worcestershire. 626
3. The rest of England and Wales. 22:0
4. Scotland, 04

139. LBC does not maintain comprehensive statistics of deliveries in terms of
radial mileage from its works. LBC supplied us with the following figures of
deliveries by road, including ‘indirect’ deliveries by road from road and rail
depots as well as direct deliveries by road from the works. As the mileage travelled
to the rail and road depots is not included in the percentage calculations, the “Up
to 50’ band is overstated, and the wider bands are understated, to the extent that
bricks ‘indirectly’ delivered have travelled considerable distances before reaching
the road and rail depots. Up to 10 per cent of the total number of bricks dispatched
from the works are delivered by road to final destination from road and rail
depots.

Table 19: Deliveries by road: percentages by radial mileage
July]Dec Jan[Dec Janf{July

Radial miles 1973 1974 1975
Up to 50 47-90 49-84 47-41
51-100 37-12 3717 39-01
101 and over 14-98 12-94 13-48
Total 100-00 9995 99-90

1Demand for bricks was relatively high during the period July to December 1973, The
corresponding percentage figures for the period January to June 1974, when demand was
relatively low, were: 157; 63-2; 20:7; 0-4.
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140. As to proportional trading between sales direct to customers and sales
through merchants, LBC told us that it had built up its national market by direct
sales to architects and builders but its former policy of concentration on direct
selling had been progressively modified as it acquired the remaining fletion
brickmakers who had sold mainly through merchants. In 1967 less than 20 per
cent of LBC’s sales were through merchants but this proportion had risen to
nearly 40 per cent by 1974, Part of the increase in recent years is attributable to
increased repairs and maintenance work undertaken by small builders who tend
to trade with merchants.

141. It was suggested to us by some witnesses that LBC supplied merchants
only ‘under sufferance’ and that it appeared to be company policy to confine its
merchants trade to a limited number of selected individuals. LBC told us that it
imposes no general limitation upon new merchant customers except credit
worthiness and willingness to accept deliveries of not less than 6,000 bricks. In
times of high demand, however, a new merchant customer would, in addition to
being given a date-line (see paragraph 223) ‘most probably’ be asked to deal, at
least initially, on a ‘yard-trade-only’ basis, The company’s reason for this last
restriction is its belief that a merchant performing the full range of functions (see
paragraph 25) serves a useful and important purpose in the construction industry
but that the value of what the company termed the ‘brass plater’ (eg the brick
factor—see paragraph 26) is more doubtful. There is also the risk, the company
thinks, of a builder masquerading as a ‘brass plate’ merchant in order to obtain
the merchant’s rebate on the ex-works price; only through experience of a new
merchant customer can any such doubts be resolved.

142. LBC emphasised, however, that once a merchant is accepted as a customer
hereceives the same treatment in times of high demand as does any other customer,
ie the base-line system of allocating supplies (see paragraph 223} is strictly applied
to him without discrimination.

(f) Non-reference activities

143. By non-reference activities we mean activities outside our terms of
reference, which are confined to the supply of building bricks in Great Britain.
The non-reference activities of LBC which are carried on in the United Kingdom,
are mentioned in paragraph 104, Outside the United Kingdom, LBC has recently
entered into a joint venture with Iranian partners to build and operate a brick-
works in Iran.

144, We did not find it necessary, for the purposes of our inquiry, to investigate
these non-reference activities in any detail. As regards the London Brick Land
Development Company Limited, we noted that upwards of 4,500 acres have been
excavated over the years and that excavation continues at the rate of about 100
acres a year. We were told that, up to the second world war, little had been done
to restore derelict pits but that redevelopment schemes since undertaken, or
approved to be undertaken, will result in the reclamation or re-use of over 2,550
acres which are currently excavated. Some 87,000 trees have been planted for
amenity purposes during the last 30 years.

145, Whereas the activities of London Brick Land Development Company
can be regarded as consequential upon the company’s main business of brick-
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making, the acquisition of Banbury Buildings Holdings Limited represents an
attempt to reduce LBC’s dependence upon brickmaking. LBC, however, regards
the Banbury activities as complementary to brickmaking and as its first step into
the field of industrialised building.

146. In the joint venture in Iran, which was publicly announced on 30 Sept-
tember 1975, LBC will take up to 20 per cent of the shares in an Iranian public
company, Tehran London Brick. The brickworks will have an initial capacity of
about 145 million bricks a year and will be capable of expansion to twice that
capacity. EBC will design the works and supply the specialised plant and
machinery.
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CHAPTER 6

London Brick Company Limited: Policy and performance

(a) Prices

147. At Appendix 4 we show *national’ price indices derived from Department
of Industry statistics from 1963 to October 1975 (1963=100) for fletton commons,
fletton facings, all building bricks, and housebuilding materials. We understand
that, for fletton commons and fletton facings, the statistics are compiled by the
Department of Industry from the simple average of delivered prices to five areas
(Bristol, Sheffield, Birmingham, Southampton, and central London) and, in the
case of fletton facings, from the simple average of delivered prices of four facing
brick types (Heather, Hardwick, Tudor, and Rustic). The statistics for all
building bricks (based on delivered prices) and for housebuilding materials (based
on a mixture of delivered and ex-works prices) are compiled by reference to
average prices as reported by individual manufacturers weighted in proportion
to their sales volumes incorporated in Census of Production returns. We were told
by the Department of Industry that the current (1975) weightings are taken from
the 1968 Census of Production; the figures would not therefore include the effect
of changes in the pattern of sales from year to year since then. The indices in
Appendix 4 for fletton commons and fletton facings show lower increases than
would indices relating solely to LBC because of the inclusion of higher priced
non-LBC flettons in the years before LBC became the sole producer.

148. At Appendix 5 we show the changes in LBC’s ex-works selling prices from
1 July 1963 to 21 July 1975 for its commons and for five of its facing brick types
(Rustic, Tudor, Golden Buff, Heather and Dapple Light). This Appendix also
shows, for each brick type, at October 1975, following the latest price change date
of 21 July 1975, an ex-works price index (1 July 1963 = 100).

149. To see how LBC’s prices compare with those of other brickmakers, we
obtained from six clay brickmakers, two calcium silicate brickmakers, and one
concrete brickmaker their ex-works prices at 23 October 1975 for commons and
for the range of facings offered.

Table 20: Selected ex-works selling prices per 1,000 bricks at 23 October 1975
Commons Facings
1. Clay bricks £ £

Fletton LBC 17-42 18-02-21-83
Non-fletton Company 1 18-00 and 30-00 38-15-77-60

2 22-67 28:26-53-00

3 2400 37-00-4700

4 34-40 48-40-60-00

5 23.50 37-30-46-25

6 21-50 and 33-00 35-75-91-00
2. Calcium silicate

7 18-00 26-25-36-75

8 1825 23-25-42-25
3. Concrete bricks

9 17-00 21-25-29-50



(b) Profits and related matters
General

150. We obtained from LBC summaries of sales values, profits, and capital
employed in respect of the company’s brickmaking activities for the six financial
years to 31 December 1974, The company’s allocations of total brickmaking costs
and capital employed between the three varieties of building brick made by LLBC,
namely cornmons, calculon, and facings, arec explained in paragraphs 162 and 163.
Calculon bricks (in effect, large common bricks) contribute about 1 per cent of
ex-works sales values.

151. We alsc obtained some comparable information in respect of the brick-
making activities of five selected non-fletton clay brickmakers, covering the same
period! for comparison with those of LBC. We show below, for LBC, and for the
five non-fletton brickmakers combined, the sales volumes, in 1969, 1973 and 1974,
of commons, facings and all bricks (including any engincering bricks) and the
respective percentages of total deliveries.

Table 21: Sales volumes and percentages, LBC and others: 1969, 1973 and 1974

The five

The five LBC others

Brick LBC others Total (per cent of total

type Year (m bricks sold) deliveries deliveries)

Commons 1969 1,443 311 3,545 407 88
1973 1,363 365 3,191 427 11-4
1974 1,113 313 2,406 46-3 130
Facings 1969 945 225 2,565 36-8 38
1973 1,520 431 3,392 44-8 12-7
1974 937 338 2,256 41-5 15-0
All bricks 1969 2,388 596 6,481 36-8 92
1973 2,883 884 6,998 41-2 12:6
1974 2,050 737 5,011 40-9 147

LBC Group profits

152. At Appendix 6 we show a summary of LBC’s group capital employed and
profit? for the 20 year period 1955 to 1974 with capital employed on both a
‘company’ basis (A) and a Commission historic basis {B)>. LBC has expressed
the opinion that the ‘company’ basis would give more meaningful profit rates
than the historic basis,

1References to calendar years arc in respect of financial years ending at dates nearest to
31 December.

2The group profit rates are compiled after taking into account investments as part of capital
employed and investment income as part of profit. Group capital employed includes all cash
on deposit and fixed assets are shown after deducting investment grants. In other respects the
group profit rates on an historic basis are compiled in the same manner as are the historic profit
rates on brickmaking shown in Appendix 7,

3Capital employed on a ‘company” basis includes a revaluation of fixed assets at the beginning
of 1968, the effect of which was to increase capital employed for 1968 from the historic figure
of £18-8 million to £25'6 million. From 1969 to 1974 the profit rates are lower on a ‘company’
basis than on a Commission historic basis. The latter is subsequently referred to in this Report
as an historic basis.
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153. The company told us that its target profit rate in a period when demand
for bricks was high was a return of 20 to 25 per cent on a ‘company’ basis and a
return of 18 to 20 per cent on turnover. The equivalent target profit rate on
capital employed on an historic basis would be of the order of 25 to 30 per cent.

154. Appendix 6 shows that, in all the years from 1955 to 1965 the ‘company’
and historic returns on capital employed were above 20 per cent, ranging between
22-3 per cent and 29-5 per cent, but, in 1966 and 1967, fell below 20 per cent. The
revaluation of fixed asseis at the beginning of 1968 produced significantly
lower profit rates from 1968 onwards on a ‘company’ basis than on an historic
basis. During the seven years period, 1968 to 1974, the group profit rates in 1971,
1972 and 1973 were within the LBC target of 20 to 25 per cent on capital employed
on a ‘company’ basis and within the historic equivalent of 25 to 30 per cent. In the
remaining years, 1968 to 1970 and 1974, the profit rates were well below 20 per cent
on a ‘company’ basis, and below 20 per cent on an historic basis. Over the 20 years
1955 to 1974 the simple averages of the returns on capital employed were 22-0 per
cent on a ‘company’ basis within a range of 8-3 per cent to 29-5 per cent, and 23-5
per cent on an historic basis within a range of 9-5 per cent to 295 per cent.

155. In 1974 the group historic return on capital employed fell to 9-5 per cent.
The rate for brick-related activities! in that year was 7-7 per cent. The group profit
of £3-4 million for 1974 included the profit from Banbury Buildings (see para-
graph 104) and is stated before charging loan stock interest of £684,000 (equiva-
lent to £927,700 in a full year) on £6-6 million of 14 per cent unsecured loan stock
which was issued in connection with the acquisition of Banbury Buildings.

156. Following pubtication of the report of the Inflation Accounting Committee
we discussed with LBC the implications of the Current Cost Accounting System
(CCA) as recommended by that Committee. We asked LBC to restate its profits
and capital employed from 1969 to 1974 as under the CCA proposals but were
told that this could not be completed in the very short time available. However,
the data to calculate the return for the LBC group as a whole on a Current
Purchasing Power basis (CPP) was available for 1974 and the group accounts for
that year incorporated a CPP statement?. On this basis the 1974 group profit rate
on closing capital employed was 27 per cent; the rate for brick-related activities
was 1-6 per cent.

157. The company chairman’s statement with the 1974 group accounts
reviewed that year’s resuits in the following terms: _

“The year was the most difficult in the long history of the Company. Fietton

brickmaking is a continuous process industry where any disruption in the mass

production techniques employed leads to a disproportionate effect on costs.

All our operations, in production, marketing and distribution, benefit from

economies of scale and therefore, in a situation where demand drops as heavily

and rapidly as it did in 1974, margins are very severely affected. If these condi-
tions are further aggravated by a system of price control which does not allow
rapidly escalating costs to be speedily translated into higher selling prices, then
all the ingredients exist for a most unprofitable year. This is what happened to

London Brick in 1974.

IPrincipally the manufacture and sale of clay products (mainly bricks), and including farming
activities {on land not yet excavated) and operation of waste disposal services and rentals from
‘leisure’ activitics (on land previously excavated).

20n the basis of Provisional Statement of Standard Accounting Practice No 7 issued by the
Accounting Standards Steering Committee.
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158. The 1975 interim report for the first six months of 1975 showed group
tarnover of £32-0 million, including £25-5 million for brick-related activities;
total group profit was £5-6 million (before interest charges and taxation), including
£5-0 million for brick-related activities, equivalent to 19-6 per cent of turnover.
The corresponding figures for the whole year 1974 were total group turnover of
£45-1 million including £36-2 million for brick-related activities; total group profit
was £3-4 million, including £2-5 million profit for brick-related activities, equi-
walent to 6-9 per cent of turnover. The recovery in the first six months of 1975 was
attributed by LBC to a combination of factors, the most important being ‘a steady
rise in the level of housebuilding following the collapse that occurred in 1974,
A gradual improvement in demand had enabled the company to lift some 168
million bricks from stock during the first six months of 1975, out of the total of
bricks stacked of 361 million at 31 December 1974, and had left the company
with what was described as ‘only a working stock of standard bricks’ by the end
of August 1975, We were told that the total profit of £5:6 million shown by the
1975 interim resulits included an element of stock profit, estimated at some £1-2
million.

159. LBC’s forecast for the full year 1975 in respect of all clay products suggests
the likelihood of a return on delivered sales of about 18 per cent (13 per cent
excluding estimated stock profit). This 18 per cent compares with actual returns
on delivered sales of bricks of 19.9 per cent in 1973 and 7-5 per cent in 1974, as
shown in Appendix 4. )

160. It will be seen from Table 22 that in only three years in the eleven years
period from 1963 to 1973 did the group historic profit rate fall below 19 per cent
but in 1974 it fell to 9-5 per cent, The Table shows that, in periods of low demand
for bricks prior to 1974, eg in 1965 and 1966 and again in 1969 and 1970, the
historic profit rate fell to 15 per cent or below in 1966 and 1969 but recovered in
each following vear. In 1967 sales volume increased by 11 per cent compared with
1966; in 1970, sales volume decreased by 6 per cent compared with 1969, There
was a small selling price increase in 1967 and substantial price increases just before,
and during, 1970 (see Appendix 5). The year 1975, in relation to 1974, seems likely
to follow a similar pattern but at a higher level of profitability.

Table 22: Deliveries and profits rates: 1963 to 1974

Group historic
LBC deliveries  profit rate

Year (millions) %
1963 2,054 24-5
1964 2,192 292
1965 2,164 223
1966 2,064 150
1967 2,293 192
1968 2,245 199
1969 1,995 12-7
1970 1,883 18-3
1971 2,321 28-5
1972 2,880 282
1973 2,883 289
1974 2,050 9-5%

* 7-7 per cent on brick-related activities.
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161. LBC hasnot prepared a forecast of capital employed in 1975 which would
enable the forecast profit to be expressed in terms of historic capital employed.
However, if the 1975 profit forecast is achieved, we think it likely that the return
on historic capital employed will approach the 1973 rate of about 29 per cent for
the LBC group (about 30 per cent for 21l clay products).

Brickmaking profits

(i) Allocations of LBC brickmaking costs and capital employed

162. The allocations by LBC of brickmaking costs between commons, calculon,
and facings take account of the ascertained direct costs of facings. However, there
are additional costs relating to certain processes involved in the manufacture of
facings but LBC told us it had not considered it worthwhile to quantify such costs.
These unascertained costs arise in both the manufacture and sale of facings. In
manufacture, for example, they include the costs of double screening the clay at
certain works and the higher costs of depreciation on the machinery developed
to make facings.

163. For the purposes of this inquiry, capital employed has been allocated
between commons, calculon, and facings in proportion fo the respective allocated
costs of delivered sales.

164. Included in the land and farm buildings which accounted for some 10 per
cent of the book value of capital employed in 1974 is unexcavated land temporarily
farmed by tenants of LBC or by LBC itself; in 1974 for example, some 8,900 acres
was so farmed, out of a total land holding of about 17,000 acres including land
previously excavated. The profit on brickmaking in 1974 (£2,558,000 as shown
in Appendix 7) includes an operating profit of £41,000 derived from these farming
activities.

(iiy Profit rates—all LBC bricks

165. LBC’s historic profit rates on delivered sales values and on capital
employed® for commons, facings and all bricks, are shown in Appendix 72. The
different profit rates for commons and facings are discussed in paragraphs 168 to
170. The LBC all bricks profit rates on capital employed are shown at Table 23
together with the historic profit rates for quoted companies in United Kingdom
manufacturing industry compiled on a similar basis;

'For the Commissicn’s purposes in assessing the historic profit rate on brickmaking, capital
employed comprises (i) tangible fixed assets at historic cost (before deducting plant and machinery
investment grants) less accumulated depreciation thereon, ie before taking into account company
revaluations of fixed assets; and (ii) net current assets (including, in the case of LBC, cash on
deposit as a ‘buffer” against downturns of demand) before deducting (a) bank loans and over-
drafts, (b) future tax lLiabilities, and (c) proposed dividends. Historic profit is expressed after
deducting depreciation of fixed assets at original cost and is before deducting inierest payableand
corporate taxation.

2The summaries in Appendix 7 exclude Marston Valley Brick Company Limited from 1969
to 1971 because the Marston Valley figures for those years were not allocated between commons
and facings. Inclusion of the total figures would have a negligible effect on profit rates shown,
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Table 23: Percentage return on capital employed (historic basis): all bricks
1969 1970 1971 1972 1973 1974

LBC
Commons —66 4-1 127 15-6 194 17
Facings 416 363 437 427 41-4 17:¢
All bricks 14-4 197 29-0 29-7 31-5 91
Quoted companies in UK
manufacturing industry 12-4 114 125 149 17-4 17-9%

*Provisional.

The company’s profit rates are struck after taking into account, as capital
employed, a proportion of its bank deposits from 1969 to 19731,

166. Itcanbe calculated from Appendix 7 that the simple average of the historic
profit rates for all bricks over the *cyclical’ period 1970 to 1974 was 23-8 per cent
on capital employed (15:6 per cent on delivered sales). Over the three most
profitable years in that period, 1971 to 1973, the return averaged 30-1 per cent
on capital employed and 19-0 per cent on delivered sales.

167. The 1974 profit of £2-558 mitlion shown in Appendix 7 does not allow for
‘extraordinary’ payments of £716,000 for redundancy and severance payments
arising from the reductions in brickmaking capacity which were made in that
year. Inclusion of these extraordinary payments as a cost would have reduced the
1974 historic profit rate on capital employed for all bricks from 9:1 per cent to
6:6 per cent, and the average of the profit rates from 1970 to 1974 from 23-8 per
cent to 23-3 per cent.

(iii) LBC commons and facings profits

168. Having observed that, in the six years 1969 to 1974, facings yielded higher
profit rates than did commons, we made calculations to ascertain what percentage
changes in the average ex-works selling prices in each year would have been
required to equalise the profit rates for facings and commons on the basis of the
return on ex-works sales?, assuming no change in the respective sales volumes. The
figures below show that the changes required (in percentage points terms) have
been substantially reduced over the period.

Table 24: Changes required to equalise commons and facings profit rates
1969 1970 1971 1972 1973 1974
N % e % W %
On ex-works sales values
(i) Excess of facings profit rate over
commons (in percentage points terms) 48 32 31 27 22 15
(ii) Changes in ex-works selling price to

eliminate the excess in (i) above
Commons (per cent price addition) +30 +19 417 +14 +11 +9

Facings (per cent price reduction) —22 14 11 -9 -7 -8
(iii) Selling price gap in (ii) (in percentage
points terms) 52 33 28 23 18 17

IThe bank deposits treated as capital employed comprise amounts to cover (i) the current
taxation liability, plus (i) up to £2 million of the remainder, as being the least amount (in excess
of a normal working balance) needed to offset the effect of downturns in brick demand.

ﬂﬁ}pprgximately the same results would be obtained on the basis of the return on capital
employed.
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169. The company itself calculated that the effect of its decision to apply the
same flat rate ex-works price increases to commons and facings on 5 August 1574,
9 January 1975 and 21 July 1975 (see Appendix 5) further reduced the selling price
gap from 17 percentage points to 8 percentage points and that this gap would
be eliminated if the commons ex-works price were 4 per cent higher, and the
facings ex-works price 4 per cent lower, than the prices set on 21 July 1975.

170. The company considers that the unascertained costs not included in its
allocation of the additional costs of producing facings (see paragraph 162) may
already bridge the eight percentage points gap without the need for price adjust-
ments. However, we estimated that, for this to be so, the unascertained additional
costs of facings, on the basis of cost increases since 1974 and the level of ex-works
selling prices at 21 July 1975 would have to amount to some £570,000, equivalent
to some 30 per cent of the total additional costs of facings or some 4 per cent of
the total ex-works costs of facings. Some reservation applies to the figure of
£570,000 as the calculation depends to some extent upon the method adopted in
the allocation of costs to facings, particularly overhead costs. LBC commented
on the calculation in the following terms:

‘Whilst it may be a subjective judgement, it is still our view that additional

costs arising from the plant processes, and effect on quality of common bricks

[fired] under facings, more or less equate with the now small difference in profit

percentages between commons and facings.’

(iv) Brickmaking sales and operating profits of LBC’s individual works

171. Full details of the operating profits of its individual works in 1973 and
1974 were supplied to us by LBC and showed that such profits, as percentages of
ex-works sales values, covered a wide range. The sales and profit contributions
from the seven works with the largest profits in absolute terms in 1973 and 1974
together accounted for 71 per cent of ex-works sales in 1974 and 84 per cent of the
total operating profit in that year. Eight of the other 15 works operating in 1974
were closed and production was reduced at 10 works including four of the seven
most profitable (see Table 17 in paragraph 123).

(v) Comparison between LBC and the five selected non-fletton brickmakers

172. We summarise below the historic profit rates on capital employed on
brickmaking activities from 1969 to 1974 for LBC and for each of the five selected
non-fletton clay brickmakers (see paragraph 147). The latter have been designated
A to E in descending order of their profit rates for 1973.

Table 25: Percentage return on capital employed (historic basis}, LBC and others:
1969 to 1974

Company 1969 1970 1971 1972 1973 1974
LBC 14-4 197 29-0 29-7 31:5 91
A i0-8 12-9 227 340 53-0 19-5
B —2-8 31 254 60-2 40-5 i2-3
C 160 17-0 14-4 24-8 301 166
D 65 77 22-8 323 242 14-5
E (not —2:9 57 13-9 206 2-6

available)

Simple average of profit rates
of A-E 7-6 7-6 18-2 330 37 131

30



173. Product mix affects profitability because commons are less profitable than
are facings and engineering bricks. The product mix of LBC and each of the five
selected non-fletton brickmakers is shown below in terms of the percentage
composition of total sales volumes in 1973.

Table 26: Product mix of LBC and others: percentage of total 1973 sales volumes

Brick type LBC Non-fletton brickmaker
A B C D E
Commons 47 18 15 15 17 100
Facings 53 70 77 57 71 nil
Engineering and others nil 12 8 28 12 nil
Total 100 100 100 100 100 100

174. Ttwill be seen from Table 25 in paragraph 172 that the three most profitable
years for LBC, 1971 to 1973, were also years of relatively higher profitability for
the five selected non-fletton brickmakers except in two cases in 1971. In 1974 all
five of these brickmakers suffered drastic reductions in historic return on capital
employed as compared with 1973 but four achieved higher returns in 1974 than
did LBC as compared with two in 1973.

175. Breakdowns of LBC’s sales, costs and profits in 1973 and 1974, in absolute
terms and per 1,000 bricks sold, are given in Appendix 8. LBC’s total ex-works
costs per 1,000 bricks in 1973 compare as follows with those of the five selected
non-fletton brickmakers:

Simple average
LBC A B C D E of A-E
£8-28 £16-24 £22-14 £16-44 £20-07 £11-89 £17-36
To some extent these figures reflect the different product mixes of each company
as shown in paragraph 173.

176. Table 27 below shows the extent to which, in 1973 and 1974, electricity
and fuel costs per 1,000 bricks produced were lower for LBC than for the five
selected non-fletton brickmakers. The percentage increase in such costs in 1974
was also lower for LBC.

Table 27: Electricity and fuel costs per 1,000 bricks produced

LBC Selected non-fletton brickmakers
1973 A B C D E
£ £ £ £ £ £
Commons 061 (not available 2-86 2-46 1-28
separately)

Facings 0-67 (not available 4-84 (production
separately) all commons)

All bricks 0-65 3-10 3-97 277 413 1-28

1974

Commons 0-34 (not available 2:94 515 1-83

separately)

Facings 092 (not available 842 (production
separately) all commons)

All bricks 0-89 5-87 7-69 4-57 7-71 1-83

All bricks

percentage increases

in 1974 37% 89% 94%; 65% 87% 439
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LBC’s sources and uses of funds 1955 to 1974

177. We prepared a summary of LBC group sources and uses of funds from
1955 to 1974 and we show in Appendix 9 the last six years’ figures from 1969 to
1974. The total figures for 1974 are adjusted to exclude the effect of the acquisition
in May 1974 of Banbury Buildings but the figures for earlier years are not adjusted
to exclude the effect of previous acquisitions of brickmaking assets. Sources of
funds from 1955 to 1973 were generated from internal cash flow, apart from some
use of bank overdraft facilities.

178. The period 1969 to 1974 includes the peak years of high profitability from
1971 to 1973 (see Table 22 in paragraph 160); the internal cash flow had risen to
nearly £6 million in 1973. In almost every year from 1955 to 1974 expenditure on
fixed assets exceeded the net change in working capital. Additions to fixed assets
were increasing from 1964 onwards; over the three years 1971 to 1973 there was
an expansion in expenditure on fixed assets which totalled nearly £12m (including
acquisitions for a cash consideration). In historic terms, expenditure on fixed
assets totalled £14.2 million over the 16 years from 1955 to 1970 and over the
remaining 4 years from 1971 to 1974 {excluding the acquisition of Banbury Build-
ings’ fixed assets) was also £14.2 million. Such a comparison does not take account
of the effect of changes in the value of money; even so, capital expenditure would
have increased substantiafly in real terms in the four years from 1971 to 1974.

(c) Pricing policies

179. LBC told us that it secks to increase turnover through volume of sales,
rather than through higher prices and believes that, if its volume of sales is to be
maintained and increased, the price of its product should remain comparatively
low. It therefore sets prices at the lowest level commensurate with a reasonable
return of capital employed. It is assisted in maintaining comparatively low prices
by the advantages conferred by the use of fletton clay and the scale economies
made possible by the size of the business. When setting prices for facings, the
company considers, but in general is not influenced by, the prices charged by
other brickmakers. When setting prices for commons, it attaches importance to
the “in-the-wall’ building costs of commons as compared with those of concrete
blocks. The company is not of course free to set prices at will as, in common with
much of British industry, it has been subject to price control on either a voluntary
or a statutory basis for much of the period since 1963.

180. Redland Limited told us that it had entered fletton brickmaking in 1963
and that one of the reasons why it sold out to LBC in 1971 was that LBC had
always, in Redland’s view, been able to dominate prices for fletton bricks and its
policy of maintaining maximum utilisation of its productive capacity had led to
prices which Redland described as ‘unattractively low’. Redland had more than
once considered whether to re-enter fletton brickmaking but had decided not to
do so. ‘So long as LBC remains in control of that sector of the brick market’,
Redland said, ‘we would not want to be in it as a small No 2. In the opinion of
another brickmaker, the ‘uneconomic’ prices set for fletton commons had been
a factor, over the years, in the decline in production of non-fletton clay commons.

181. LBC does not operate any quantity rebate or similar scheme or any other
form of special allowance for large orders or annual turnover. Its discounts to
merchants are in terms of specific cash allowances per thousand bricks instead of
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the 5 per cent of ex-works prices usually provided by other brickmakers. With effect
from 1 October 1975 the LBC allowances for commons and facings are 45p
and 75p per thousand respectively, equivalent to 2-64 per cent of ex-works prices
for commons and about 4 per cent on average for facings.

Pricing of commons and facings

182. Until the range of facing bricks that could be set anywhere in the kiln was
developed, more than half of total production (see paragraph 119) unavoidably
consisted of commons. As total sales of commons were declining in the face of
competition from concrete blocks, the company tended to protect the sale of its
own commons by applying lower price increases to them than to facings. With
the agreement of the National Board for Prices and Incomes, the company began
to reverse this policy in the 1960s when demand for the new range of facings had
been established and a higher proportion of facings could be produced. The table
of price increases in Appendix 5 shows that, between July 1963 and July 1975,
the ex-works price of commons was increased by a factor of 3:56 as compared
with a simple average of 2-18 for the five varieties of facings listed. The figures in
paragraphs 168 and 169 show that, since 1969, the percentage changes to the
average ex-works selling prices that would have been required to equalise the
profit rates for commons and facings on the basis of the return on ex-works sales,
assuming no change in the respective sales volume, have been reduced from 52to 8
percentage points. The figure of § percentage points is overstated to the extent
that certain additicnal costs in the production of facings are not included but, as
these costs have not been calculated by the company (see paragraph 162), their
effect cannot be quantified.

Transport costs and charges

183. Delivered prices for the company’s bricks are arrived at by adding, to the
ex-works price, a charge for transport which increases with every five radial miles
from the supplying works. The company aims to recover in full the overall cost
of transport and largely succeeds. In 1973, charges to customers were £11-161
million and the residual cost to the company, including a small element of internal
service, was £0-431 million, equivalent to 3-86 per cent of the charges recovered.
The corresponding figures in 1974 were £9-364 million, £0-531 million; 5-67 per
cent. The residual transport costs represented 1-80 per cent of ex-works costs in
1973 and 2-39 per cent in 1974.

184. The transport charges to customers are not calculated to recover the costs
within each radial band., The more distant customer is undercharged for his
transport at the expense of the nearby customer as shown in the following exam-
ples of weighted average road haulage costs and charges:

Table 28: Weighted average road haulage costs and charges: £ per 1,000 bricks

Delivery Overcharge (1)
distance Cost Charge Undercharge (—)
(miles) Dec  April  July Dec  April  July Dec April July
1973 1975 1975 1973 1975 1975 1973 1975 1975
5 1-55  1:90° 219 2:01 236 2:60 +0-46 +0-46 +0-41
30 2:49 3-03 348 2:62 3-22 3-76 +0-13 4019 +40-28
40 2-90 3-55 4:08 2-85 3-45 3-99 -0-05 —010 -—-0-09
60 3-69 449 5-16 332 4-22 5-02 —0-37 027 014
90 462 340 621 397  4-87 567 -0:65 —0-53 —0-54
120 570 665 764 466 581 694 —1-04 ~0-84 —0-70

1These costs do not include the residual costs shown in paragraph 183.
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185. The ex-works prices (£ per 1,000 bricks) to which these delivery charges
were added were:

Commons chings
December 1973 9-28 9-88-14-09
April 1975 15-15 15-75-19-56
July 1975 17-42 18-02-21-83

186. It can be calculated from these figures that the value of the overcharge/
undercharge, as a percentage of delivered prices, was as follows:

Table 29: Overcharge (+) Undercharge (—) as percentage of delivered price

Delivery distance Commons Facings
(miles) Dec 1973 July 1975 Dec 1973 July 1975

5 +4-07 +2:05 +3-87/4+2-86 +1-99/4-1-68

30 +1-09 +1-32 +1-04/+0-79 +1-29/4+1-09

40 —0-41 —0-42 —0-39/-0-27 —0-41/-0-35

60 —2-94 —0-62 —2-80/—2-12 —0-61/—0-52

90 —4-91 —2:34 —4-69/—3-60 —2-28/—1-96

120 —7-46 —2-87 —7-15/—5-55 —~2-80/—2-43

187. For distances in excess of 120 miles the company gave us the following
examples of standard road haulage costs and charges at 30 September 1974 and
21 July 1975 in terms of £ per 1,000 bricks.

30 Sept 1974 21 July 1975
Cost Charge Undercharge Cost Charge Undercharge

150 miles

Rala, Merioneth 770 6-87 —0-83 892 8-00 -0-92
Bampton, Devon 770 6-68 —~1-02 892 7-81 —1-11
200 miles

Haverford West, 975 817 —1-58 1122 930 —1-92
Pembrokeshire .

The value of these undercharges, as a percentage of delivered prices, was:

Commons Facings
30 Sept 1974 21 July 1975 30 Sepr 1974 21 July 1975
150 miles
Bala —4-39 —3-61 —4-26/3-58 —3-53/3-09
Bampton —5-45 —4-40 —528/4-44 —4-20/3-75
200 miles
Haverford West —7-82 —7-18 —7-60/6-45 -~7-03/6:19

188. It will be seen from these various figures that in some cases (30, 90, 150
and 200 miles) the actual overcharge/undercharge was higher in July 1975 than
atthe earlier date of comparison but that, expressed as a percentage of the delivered
price, it was lower in all cases except at 30 and 40 miles. At distances from 5 to
120 miles, this percentage had been reduced, in the case of commons, from 11-53
points (+4-07/—7-46) to 4-92 points (+-2-05/—2-87). For facings, the reduction was
from 11-02 points to 4:79 points for the cheapest and from 8:41 points to 4:11
points for the dearest. At 150-200 miles the reductions were considerably less.
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At 200 miles, the July 1975 undercharges for commons and the cheapest facings
were over 17 per cent of the cost of transport, equivalent to over 7 per cent of the
delivered prices and about 11 per cent of the ex-works prices.

189. These figures understate the amount of undercharge because LBC does
not recover its overall transport costs in full (see paragraph 183). The main reason
for this overall deficit is that it costs LBC more to deliver bricks to certain of its
more distant customers by its own vehicles than by those of private hauliers who
are often able to obtain return loads; and in such cases LBC relates the charge for
delivery by its own vehicles to the rates appropriate to the private haulier.

190. LBC told us that the policy of adjusting transport charges, so as to under-
charge the more distant customer at the expense of the nearby customer, was
originally adopted to assist in extending the area of its operations and has been
continued, since the company became a national distributor, in order to help to
maintain a strong national market for fletton bricks. LBC regards the mainten-
ance of such a market as important for the brick industry as a whole in its resistance
to competition from other materials and forms of construction. The company
also drew attention to the possible effect, in distant areas, upon local authorities,
and others who engage in large, cost limited housing schemes, of higher prices
resulting from removal of the undercharges. The company is of the opinion that,
if fletton prices were increased on removal of the undercharges, the prices of other
bricks and alternative materials would follow. Removal of the undercharges
weould not, in the company’s view, benefit local brickmakers as competition
presented to commons by alternative materials would not be affected and the
undercharges are too small to affect the customer’s choice of facings.

191. We discussed with LBC what effect upon its sales was to be expected if
the arrangements for undercharging the more distant customer at the expense
of the nearby customer were abandoned. The company thought that the effect
would be likely to be no more than marginal, overall, but perhaps a little greater
in the case of commons than in the case of facings. The effect on unit costs would
also be marginal. The value, in terms of percentage of delivered price, of the
departures, in the pricing schedules, from the principle of relating transport
charges to transport costs has recently been much reduced (see paragraph 188).
The policy of accepting lower margins at distant points, the company said, was
now to be regarded as largely historical. The company would not, however, wish
to disturb its price structure in the North East pending introduction of a ‘fletliner’
service there as the economic justification for a ‘fletliner’ (see paragraph 129), is
dependent upon the maintenance of an adequate market.

192. The margins earned (£ per 1,000 bricks sold) between average ex-works
costs and average ex-works prices were as follows in 1973 and 1974:

1973 1974
Commons 1-57 0-11
Facings 3-86 2-30

All bricks 2-80 1-14

Comparison of these figures with the transport overcharge/undercharge figures
in paragraph 184 and 187 shows that a proportion of common bricks sales were
made at a loss in 1974.
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193. The company has had under consideration a new pricing structure to
replace the existing arrangements undergwhich(see paragraph 183) thejdelivered
price increases with every five radial miles from the supplying works. In this new
structure the country would be divided into zones approximately 25 miles wide,
the boundaries of which would be based on postal code designations. Within any
one zone the delivered price for any particular type of brick would be the same
irrespective of the precise location of the customer and of the location of the
works or depot from which the bricks would be supplied. The delivered price to
each zone would be related to the present weighted average cost of supply into
that zone from all works from which the zone is currently suppiied. Provision
could be made for special zones in which the costs differ, or might differ, from
normal road delivery costs, eg areas served by ‘fletliner’. The company estimated
in 1974 that such a structure would entail price steps between adjacent zones of not
less than £1 per 1,000 bricks at the road haulage costs then current; the scheme
would therefore entail customers up to 25 miles apart being charged the same
prices. The company sees several advantages in this proposed restructuring. Under
present arrangements a delivered price must be calculated for each order by
reference to the distance between the delivery point and the works from which
supply is actually made; if supply cannot be made from the nearest works the
additional haulage is charged. Under the new arrangements it would be possible
to issue delivered price lists based on postal codes; the necessity for a customer to
write or telephone for a price whenever he wished to change the delivery point
would be eliminated. There would be a corresponding simplification in the
company’s administrative system. The proposed restructuring would entail some
coarsening of delivered price differentials as compared with the existing system,
but not, in the company’s view, to an extent which could be considered unreason-
able in the light of the advantages. The company considers that a less coarse price
differential would be impracticable because the vagaries of the post code district
boundaries would give rise to proportionally greater zone width variations and to
alikelihood of bricks passing through a higher price zone en rouie to delivery ina
zone with a lower price. It would be open for decision, in the detailed design of the
proposed new structure, whether or not the distant customer should continue to be
undercharged at the expense of the nearby customer and, if so, to what extent.

Small loads

194. A professional organisation concerned with the construction industry
suggested that delivery charges for bricks should include provision for the
surcharging of uneconomic loads. LBC told us that it was well aware of the cost
savings obtainable from larger loads and, in recent years, had been able to replace
a proportion of the smaller vehicles in its road transport fleet by more economical
medium sized vehicles because more customers had come to accept delivery in
larger loads. The company does not, however, offer discounts on large loads or
impose surcharges on customers requesting small loads because, in normal trade
conditions, about half the company’s road haulage is undertaken by private
contractors and the company does not know in advance what size of vehicle the
contractor will use. Discounts for large loads would therefore, in the company’s
view, be arbitrary and impracticable; and surcharges for customers requesting
small loads could result in a customer, so surcharged, seeing deliveries being
made in small loads to other customers who had not been surcharged. The
company has hitherto felt constrained by the practical difficulties as it sees them
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but told us that it recognises the logic and attraction of surcharging customers
who request small loads and would not wish to rule out the possibility of introduc-
ing such surcharges in the future.

(d) Wages and industrial relations

195. In view of the suggestion contained in paragraph 68 of a report by the
National Board for Prices and Incomes!, to the effect that LBC may be under
no pressure to resist wage demands because it can pass on any wage increase to
its customers, we obtained some information as to minimum hourly wage rates
for certain manual occupations in brick manufacture and average hourly earnings
for certain occupations in that industry. This information is summarised in
Appendix 10 and shows higher figures for LBC. LBC offered no comment on
table (a) in Appendix 10 but, on table {(b), it commented that, in interpreting the
figures, account should be taken of differing degrees of skill and of the extent to
which earnings are derived from piecework rather than timework. A comparison
of the average earnings, for a 40-hour week, as at 1 October 1974, of manual
workers in six industries, including fletton brickmaking, involved in building
and construction was supplied to us by a trade union representative. This showed
that, as compared with such earnings in LBC, two were higher, two were lower
and one was level. It was suggested to us by another trade union representative
that LBC craft workers were much worse paid than were comparable workers in
other industries but, as specific evidence in support of this suggestion was not
provided, we did not seek the comments of the company.

196. Represeniatives of the Trades Union Congress and of certain trade unions
representing workers employed by LBC gave evidence to us on working conditions
and the company’s industrial relations. We summarise this evidence as follows:

(a) working conditions for manual workers in open; unheated sheds were
unpleasant and attempts to obtain improvements had been unsuccessful;

(b) the acquisition by LBC of other fletton brickmaking companies had,
however, been advantageous to employees in that safety arrangements and
working conditions had in general been improved by the adoption of LBC
standards;

(¢) there was no prior consultation between LBC’s management and the repre-
sentatives of its workers about changes in the content, or procedure for the
implementation, of the health, safety and welfare code for manual workers;

{d) having regard to the severity of the downturn, in 1974, in the demand for
bricks, LBC could not in general have been expected to do more than it
had done to safeguard the interests of its employees;

(e) when a works was closed, or production was reduced, LBC was ‘extremely
co-operative’ in arranging for transfer and re-deployment of workers
within the company but there was no prior consultation with the unions
before decisions were taken and no opportunity was given to employees to
look for work elsewhere when closure was ‘within sight’;

(f) redundancy payments were no more than ‘normal’;

(g) the arrangements for redundancy, and the implementation of procedures
for prior consultation, were in some respects unsatisfactory;

(h) in general, the attitude of the LBC management was one of ‘benevolent

1Report No 150 entitled Pay and other Terms and Conditions of Employment in the Fletton
Brick Industry and the Prices Charged by the London Brick Company published in July 1970,
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paternalism” but this was no longer as acceptable to the unions as it may
at one time have been and as the management appeared to believe that it
still was.

197. The company commented to the following effect on the criticisms made
by the unions:

(a) during the period 1969 to June 1975 some £400,000 had been spent on
improvements to working conditions, many of which had been requested
by union representatives at Works Liaison Committee meetings;

(c) there have, for many years, been Safety Committees at the various works
which deal with health, safety and welfare matters on a consultative basis;
at the time the TUC and trade union witnesses gave their evidence the
provisions of the Health and Safety at Work etc Act, 1974, did not apply
and no formal code was therefore in being;

(e) trade union representatives were kept fully informed of the deteriorating
situation in 1974; cuts in production could therefore have come as no
surprise; the 1974 decisions as to where production should be cut were
taken by management but timing and implementation was thrown open
to full consultation and negotiation: in any future case, the management
will seek to provide the unions with at least six weeks notice ; the approach
to redundancy in 1974, following negotiation with the unions, emphasised
voluntary and early retirement and therefore left little time for a search for
alternative employment;

(f) in addition to the statutory requirements, payments were made to those
with less than two years’ service and no employee, however short his
service, left with less than two weeks’ pay;

(g) in only one case, to the company’s knowledge, in a total of over 1,600 cases,
was the agreed procedure not observed; the arrangements themselves
were worked out through the consultative machinery;

(h) the company agreed with the unions that ‘benevolent paternalism’ is no
substitute for a good and effective system of industrial relations; it is,
however, a supplement. There could not, in the company’s view, have been
any serious deficiency in the company’s approach or procedures if, as in
1974, it was possible to carry through over 1,600 redundancies without any
disruption of production.

198. The company’s comments in paragraph 197 relate to the evidence which
we received from the TUC and trade union representatives in November 1574,
In November 1975 we were informed by the TUC that certain unions had sub-
sequently reached agreement with the company not only for the rainimum six weeks
notice of redundancy mentioned by the company in paragraph 197(¢) but also for
improved severance pay and the possibility of work sharing as an alternative to
redundancy. As to ‘benevolent paternalismy’, the TUC said, ‘there are signs that
a more realistic approach to present day trade union aspirations is growing’.

199. LBC told us that, for ancillary benefits such as sick pay and pensions (of
which it provided us with details), it regarded itself as an above average employer
with ‘a tradition of caring about people’. It thought that the benefits it provided
were much better than those provided in the brick industry at large but would not
regard the brick industry as the criterion. It would be looking at large companies
outside that industry as a basis for comparison.

58



(e} Efficiency

200. LBC’s claim to technological leadership in fletton brickmaking since its
incorporation 75 years ago, and its main achievements in production and distri-
bution, are summarized in paragraphs 124 to 129. Bearing in mind, however, the
significant natural cost advantages of fletton brick production and the fact that,
as long ago as 1950, LBC was delivering 70 per cent of fletton bricks and had few
competitors, we asked the company whether there might not have been a greater
stimulus to modernisation, innovation and efficiency, over the years, had LBC’s
position not been so strong. We also asked how the company is able o assess its
efficiency now that, as a complete monopolist in fletton brickmaking, it is unable
to compare its performance with that of others in the same field.

201. As regards modernisation and innovation, LBC said that it stood on its
record and that the unique fletton manufacturing process was a stimulus to
innovation and improvement in that these had to be made by those engaged in the
industry in the absence of any outside source of superior knowledge or skill. In
comparison with other fletton brickmakers taken over, LBC claimed that the
evidence available on acquisition showed that in no case was a former competitor’s
manufacturing efficiency as high as the average efficiency achieved at LBC works.
Two of the three concerns acquired since 1968 had been charging higher prices
for some bricks which LBC reduced to its own levels after acquisition.

202. Now that no direct external comparisons exist, overall performance is
reflected in profitability and prices. Internally, performance is monitored between
different works, depots and offices.

203. An overall profit plan is prepared in detail, is monitored monthly and,
normally, is reviewed four times in the year for which it is set. Long-term profit
plans are not prepared in detail and, in the company’s view, could not be, because
demand for the company’s bricks is so much a function of the demand for housing
which (see paragraphs 43 and 208) is difficult to forecast.

204. Financialtargets are set for works managers in terms of target production,
the associated prime costs and wastage rates at the individual works. The aim is
to establish, in each case, a genuine target in relation fo the maximum attainable
level of efficiency, given the estimated capacity utilisation, at each plant. Targets
are set annually, but broken down into monthly periods. Monitoring of perform-
ance relative to target is carried out monthly and major deviations are investi-
gated in detail. In this way, the company aims to monitor the performance
of each manager in relation to his own works but it does not make inter-plant
comparisons of productivity as it does not believe that any two plants are suffi-
ciently alike for this to serve any useful purpose. Unit costs between works in 1973
varied by a factor of up to two (see Table 17 in paragraph 123) but, as the unit costs
of a works are affected by its size and by the age of its plant, no meaningful
comparison of management efficiency could be made by reference to the ranking
of individual plants in terms of unit costs or man hours per thousand bricks.
Moreover, the present accounting system of the company does not provide
calculations of capital inputs at individual works, and there is no satisfactory
proxy measure of such costs. The senior works managers, the District Manager,
the Production Manager and the Works Director are given targets in relation to
the aggregate of the works under their respective responsibility. Monitoring of
results is carried out monthly.
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205. As an aid to production, distribution, pricing decisions and forecasting,
LBC has in recent years developed a linear programmed operational scheduling
model of its production and distribution system. The model incorporates cost
data for each works, split into fixed, semi-fixed and variable elements. For dis-
tribution, it reflects information such as the different road haulage rates to
different areas and rail rates. The model also incorporates any restrictions on
production or distribution, eg minimum quantities for despatch by rail.

206. There are many purposes and uses of the model. It is used in the monthly
scheduling of production and deliveries, including the operation of the base-line
system (see paragraph 223) when this is in operation. In this way the model helps
to allocate orders to the different works so as to maximise total company profits,
taking account of the many interacting cost and production constraints involved.
We were told that use of the model in monthly scheduling has enabled the company
to make substantial cost savings. The model has been used to appraise the effects
on the total profitability of the company of opening new works and of employing
a different transport system. During a recession the model helps to decide which
works should be shut and what level of stocks should be held. It can aiso be used
to help to evaluate alternative pricing strategies. In essence, the model helps to
calculate the chain effect on total profitability of particular changes in production,
distribution or pricing.

207. Production targets at works or groups of works, and the production
schedules derived from the model, are elements of the assessments which the
company makes of the likely demand for its preduct. The LBC view of forecasting,
as an aid to production decisions, is that, because of the sensitivity of the construc-
tion industry, and hence the demand for bricks, to national economic strategy,
forecasts of brick deliveries are largely speculative. LBC attempts to forecast
for up to one year ahead. In assembling an overall forecast, LBC starts with
individual sector forecasts, eg bricks for private house building. Each sector fore-
cast is formulated on the basis of current deliveries, forecasts made by district
sales office managers and a study of forecasts of housebuilding or construction
made by outside bodies such as NEDO. LBC attaches great importance, and
devotes considerable effort, to the development of improved forecasting tech-
niques. Its work in this field has included an unsuccessful joint attempt with
consultants to produce an econometric model.

208. The table below shows, for the period 1971 to 1974, the LBC forecasts
made in the autumn of each year of deliveries {million bricks) in the following

vear:
Error % in

deliveries
Forecast Delivery Actual against
made Jorecast  deliveries  forecasts
November 1970 for 1971 2,325 2,763 +18-8
January 1972 for 1972 2,953 2,880 -2-5
December 1972 for 1973 3,175 2,883 —9-2
November 1973 for 1974 2,867 2,050 —28-5

The results of these year ahead forecasts are a vivid iflustration of the difficulties
presented to brickmakers in production planning. Each year ahead forecast is,
of course, updated as the relevant year progresses.
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(f) Investment

General policy

209. LBC’s capital consists partly of investment in manufacturing and partly
of investment in distribution. Most of the investment in manufacturing is regarded
by the company as a form of modernisation or replacement investment as (a) it
does not expect much growth in future brick production and sales, although it
thinks that flettons will increase their market share; (b) a brickworks has an
economic life much longer than the period for which the future demand for its
output can be forecast. LBC has, therefore, used its technological knowledge to
build new works with unit costs that are lower, due partly to scale economies,
than are those of existing works and has justified new works economically on the
basis of their replacement of less efficient production units. LBC has also improved
the production processes of some of its older works to the extent, in its view, that
this is possible without rebuilding. An important consideration in new construc-
tion and modernisation has been the high and increasing cost of labour, which has
made investment in labour saving plant increasingly profitable. A further advan-
tage has been the opportunity to improve working conditions thus making labour
recruitment and retention easier. New works are environmentally more acceptable
and have a more flexible product mix, with a nominal capability to produce 100
per cent facing bricks if required.

210. LBC told us that it is not its policy to maintain enough plant to meet peak
demands in full, without some delay in deliveries, whatever the level to which such
peaks may rise. However, to help in meeting requirements in pericds of high
demand, older production units, which new plants have nominally replaced,
might be kept in production as ‘buffer’ works until a fall in demand enforced
closure. A closed works might be re-opened, either wholly or partially, when
demand revived. However, as LBC now claims to be capable of building a
works with an output of 125 million bricks per annum in eighteen months at low
capital costs, the necessity, even in the short term, for keeping older ‘marginal’
works in production is reduced. In the field of distribution the development of the
‘selfstak’ and “fletliner’ systems (see paragraphs 128 to 129) is an indication of
the company’s willingness to invest when technical problems have been solved
and projects have been shown to be economically justifiable.

Appraisal of investments

211. Major projects (normally those over £50,000 although smaller projects
may be included on their merits) are subject to DCF appraisal. They must showa
return, which includes a risk premium (see paragraph 214) and some allowance for
capital expenditure, for example welfare, which yields no direct return, appro-
priate to the circumstances of the time when the appraisal is made. In 1974 the
required DCF return was 20 per cent. Lower rates of return would be considered
if necessary to break into a new market. No allowance for inflation is made in the
DCEF appraisals, on the assumption that this will affect prices as well as operating
costs. Decisions are not based solely on DCF calculations but also take account of
considerations which cannot be built into the mathematical appraisal. We were
told that follow-up investigations of selected projects had indicated that decisions
taken on a DCF basis had generally proved to have been well based.

212. The company has no loan capital related to brickmaking and little pre-
terence capital. The cost of brickmaking capital is therefore almost entirely related
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to the rate of ordinary dividends and it is the need to offer an acceptable return to
the ordinary shareholder that dictates the required return on profit making capital
investment. The company does not consider that the cost of capital could be
substantially lowered by higher gearing. The target DCF return is not directly
related to the overall target return on capital employed. LBC recognises that
there can be conflict between the two types of rate of return but said that its
investment decisions had never been constrained by the overall profit target,
partly because investment projects matured relatively quickly and were based on
familiar technology and partly because of the flexible way in which the overall
profit target is used.

213. The case for a new works is examined in relation to the cyclical pattern of
demand and evaluated over a period of years at high, medium and low demand
levels. As production from a low cost new works will affect the need for deliveries
from other works within the area, LBC uses its mathematical scheduling model
(see paragraph 205) to show the effect on the overall production pattern and over-
all company profitability, if new works were introduced, and which works would
be candidates for closure at times of medium and low demand. The DCF calcula-
tions are based on the projected difference in total company profits with, and
without, the new works, for different demand assumptions. If the appraisal
indicates a DCF return of less than 20 per cent for periods of normal demand, the
project will probably be delayed or abandoned. The company said that the main
difficulty in making such appraisals is doubt as to how long a period of low demand
might last and, therefore, what compensatory rate of return would be required
when demand increased.

214. Like other brickmakers whom we consulted, LBC considered that the
main element of risk associated with the manufacture of bricks is uncertainty
about the level of demand. As a high percentage of its output (see paragraph 118)
is sold to private housebuilders, LBC is critically affected by the level of private
house building which is particularly volatile. LBC considersthattherisk associated
with new plant and equipment is negligible as much of this has been developed,
and is made, by the company and all of it is well proven. The labour force required
for new investments can be estimated with a high degree of accuracy. LBC’s
competitive position is such that, in normal circumstances, it would expect to
be able to recover post-investment cost increases by price increases.

Investment projects

215, During the period 1964 to 1974, LBC invested some £10 million in new
works, majorimprovementstoexisting works and major improvementsinhandling
and distribution facilities. The company provided details of its major manufac-
turing investments over the last ten years. During the first half of this period, the
company concentrated on improving and extending existing works. This involved
the application of technical improvements, such as the instrumentation of kilns,
the introduction of fork lift trucks and the conversion of kilns for their use, and
improvements in the operation of pits. It also included the building of manu-
facturing plant and kilns to increase production at selected works. Some £4-7
million was spent on major projects (over £50,000) for such purposes during the
period 1964 to 1973. During the second half of the period, modernisation was
supplemented by a programme for the construction of ‘new generation” works.
Kings Dyke was built in two stages from 1968 to 1971 and 1973 to 1975 and hasa
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capacity of 250 million bricks a year. New Saxon was built in 1971 and 1973
and has a capacity of 125 million bricks a year. The company said that the
acquisition of Marston Valley Brick Company Limited in 1968 and the fletton
assets of Redland Ltd in 1971 fitted into this pattern. LBC was able to absorb
these facilities into its own organisation, and, by rationalisation, investment and
improvements in efficiency, produce economically viable units. LBC told us it
was contemplating the building of a new works on the site of the Whittlesea
Central works acquired in 1973 but would make no decision until there were such
signs of an improvement in demand, and conditions for investment, as, in the
company’s view, would justify the investment. Before building such a new works
the company would bring back into full production the more efficient of its old
works. LBC said that the uncertainties to which fluctuations in the demand for
bricks give rise have not deterred it from its policy of investing in new works but
considered that its financial position would have been much worse during 1974
if all its works had been new.

The level of the company’s investment in new works

216. To provide some indication of whether LBC may be considered to have
invested enough in new works to replace old works, we examined the DCF
returns for the second stage of Kings Dyke (known as Kings Dyke 3 and 4) and
also compared the profitability of New Saxon, adjusted for the costs of capital,
with the profitability (gross of depreciation) of existing works. We recognise that
neither approach is sufficient for the purpose in hand nor a substitute for a fresh
DCF appraisal of another projected new works.

217. To appraise the prospective profitability of Kings Dyke 3 and 4 LBC used
its mathematical operational scheduling model to see what difference the intro-
duction of the new works would make to the total profitability of the company.
The DCF returns, based on three separate assumptions of overall sales, were
calculated by the company in Novembr 1972, as follows:

Demand assumption DCF return
Sales of 3,300 million a year 28-8%,
Production of 2,850 million bricks; sales of 2,550 million taking credit
at ex~works values for putting 300 million bricks to stock 15-714%
Production and sales of 2,550 million bricks 4-58%,

Sales of all fletton bricks averaged 3,100 million a year during the period 1964 to
1968, within a range of 2,873 million to 3,238 million. During the period 1969 to
1973 average sales were 2,900 million within a range 2,746 million to 3,020 million.
In the light of these calculations it was decided to proceed with Kings Dyke 3 and
4. A DCF appraisal of another new works, if made in 1975, would reflect, inter alia,
lower deliveries in 1974 and higher wage costs.

218. A rough guide to whether or not LBC could have justified, or could
justify, yet a further new works, as a replacement for old works, is provided by a
comparison of the profitability of new works, after allowing for depreciation and
for the cost of capital, with the profitability of some of the old works with no
allowance, at the old works, for capital costs. As New Saxon was in full production
by early 1973, but Kings Dyke 3 and 4 was not in full production until late
1974/early 1975, we adjusted, for the years 1973 and 1974, the profits of New
Saxon for its capital costs including both depreciation and a charge for the cost of
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capital employed. The ‘adjusted’ profit to sales ratio (see Table 30) was then
compared with the profit to sales figure (gross of depreciation) of LBC’s least
profitable works in both years. We also adjusted the 1974 profit figures for New
Saxon to allow for capital costs equivalent to the capital costs of Kings Dyke 3
and 4. The latter works shares some common services with Kings Dyke 1 and 2
but, as Kings Dyke 3 and 4 is similar in design and location to New Saxon, we
think that the profit rate resulting from this last adjustment gives the best available
indication of an ‘adjusted’ profit rate of any new works introduced in 1974 for
comparison with the profit rates of the least profitable works at that time.

219. In adjusting the profit rates of New Saxon we used the methods of
depreciation adopted by LBC (whose depreciation policy aims at recovering the
original costs of equipment over its expected lifetime) and LBC’s 1974 estimate of
20 per cent as the cost of capital. There is some question about the base to which
the 20 per cent rate should be applied. As allowance is made for depreciation, the
capital to be regarded as represented by the new works will diminish in the later
years. It would not be appropriate to work on an unweighted average of the net
book value over the lifetime of the works. It is necessary to calculate an expected
‘adjusted profit rate’ for each year of the expected life of the new works, assuming
constant profits and sales, and to judge from this whether further new works
might have been justified, on a return on sales basis, giving appropriate weight to
the fact that more capital is represented in the early years of the new works than
in the later years, In Table 30 we show the profit rates adjusted only on the basis
of the total capital costs, Interpretation of the figures is subject to the following
qualifications: )

The capital costs of New Saxon were below the costs of a new works at end
1973 or 1974 prices; it is designed for a nominal capability of 100 per cent of
the more profitable facing bricks; as it was not fully operationa! throughout
1973, and may have incurred ‘start up’ costs in that year, the ‘adjusted profit
rates’ shown may be conservative; on the other hand, as the capital costs of
new works quoted by LBC and used in our calculations, do not include any
commercial profit margin on the work done by ifs engineering department,
these rates are correspondingly inflated; no allowance is made for the effects
of taxation and capital allowances, for the ‘gestation’ period of new plants or
for inflation, all of which factors influence investment decisions in practice.

220. The figures referred to in paragraph 218 are as follows:
Table 30: Adjusted profit rates for New Saxon

New Saxon with

capital costs
New Saxon New Saxon updated*

1973 1974 1974

Profitt (£000) 667 653 653
minus

Depreciation 71 73 83

209 total capital cost 310 310 374

Adjusted profit 286 270 196

Sales 1,198 1,348 1,348

Adjusted profits as %, of sales 23-9 20:0 14-5

*Equivalent to capital costs for Kings Dyke 3 and 4 and depreciation for a full year for that works.
+Before taking account of depreciation and certain overheads.
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221. We compared the figures in Table 30 with the profit fo sales ratios
{excluding depreciation) of LBC’s least profitable works in 1973 and 1974. For
1973 we used the New Saxon 1973 figure; for 1974, the New Saxon ‘capital costs
updated’ figure. In the 1973 comparison we assumed that certain closures would
be likely to come under consideration as a result of the construction of Kings Dyke
3 and 4. We then found that the relevant New Saxon rates were very similar to the
adjusted rates of the least profitable works in existence at the end of each year;
however, where production was reduced at a works in 1974, the least profitable
parts would be closed and the profitability of the remaining parts would be higher
than the profitability of the whole works for the complete year.

(g) Supply in times of high and Iow demand

222. We received a number of complaints to the effect that, in times of high
demand, large customers receive more favourable treatment from LBC than do
small customers and that, in times of low demand, LBC ‘dumps’ its bricks in
distant areas from which it withholds supplies (or “withdraws”) in times of high
demand. LBC responded to these complaints by explaining the system, known as
the base-line system, by which, since the early 1970s, supply to individuval cus-
tomers is regulated when the need for such regulation exists.

223. Each customer is awarded a base-line by reference to the monthly average
of his purchases over a specified preceding period, usvally three years. The base-
line of a customer with a purchasing record of less than three years is decided in
discussion with him. Allocations are related to base-line expectations pro rata
with changes in the overall level of supplies available. A customer seeking supply
at a time of high demand is given a date-line, ie a date before which he cannot be
supplied. Subject to base-line limiiations, orders are dealt with in rotation
according to the date of receipt. The company claims that its system is dispas-
sionately and strictly operated and that no favour is shown to one customer
against another whether customers be large or small, public or private, builders
or merchants, nearby or distant. The company mainfains that the base-line
system provides an inherent safeguard against ‘withdrawal’ and ‘dumping’, as
every customer receives his fair share of available supplies at all times and the
company does not manipulate its prices according to the state of demand.

224. The company supplied us with details of area-by-area deliveries for most
of the period since 1964. We prepared, from this information, the following table
showing the percentage of the company’s total deliveries which were made to
selected areas in selected periods of high and low demand. Two of the selected

Table 31: LBC deliveries by selected areas in selected periods

Area 1 Area 2
July- Jan— July- Jan-
Dec  June Dec  June
1964 1967 1970 1973 1974 1964 1967 1970 1973 1974
Deliveries (million) 292 302 250 188 166 618 566 485 329 272
% of company’s

total deliveries 13-3 132 133 147 156 281 246 258 257 257
Area 3 Area 4
Deliveries (million) 50 59 50 42 30 37 60 39 25 15
% of company’s
total deliveries 23 26 26 32 28 -7 26 221 20 14
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areas (Area 1: Bedfordshire, Buckinghamshire, Leicestershire, Northampton-
shire, Lincolnshire, Rutland ; Area 2: London, Middlesex, Surrey, Hertfordshire,
Essex, Kent) are nearby, or comparatively nearby, areas. Two are distant (Area 3:
Wales; Area 4: Cumberland, Westmorland, Northumberland, Durham), The
total demand for bricks was high in 1964, 1967 and 1973; low in 1970; very low
in 1974,

225, The company commented that care should be exercised in extrapolating
from such figures as they take no account of regional variations in demand at
different times and it would therefore be unwise to infer that variations in delivery
levels to specific areas at particular times were due solely to the availability of
supplies to cach area. We accept the need for caution in the interpretation of the
figures in Table 31 but we agree with the company’s further comment that the
figures in the table give no support to the allegations of “withdrawal’ and ‘dumping’
which were made. The complaints which we received about ‘withdrawal’ and
‘dumping’ were not supported by statistical evidence.

226. One of the complaints to the effect that large customers receive more
favourable treatment than do small was based on the belief that large customers
with direct accounts with the company are able to reserve supplies of bricks before
actual orders are placed and, in the case of local authorities, before plans have
been finalised or a contractor appointed. The company told us that it encourages
its customers to give advance notice of possible requirements as an aid to produc-
tion planning, and such notifications are discussed with the customer as necessary,
but the company does not operate a reservation scheme whether formally or
informally. A local authority architect can however ‘register’ forthcoming require-
ments and the contractor, when appointed, can refer to this ‘registration’ when
ordering supplies. The date of the order will then be backdated to the date of the
registration. This arrangement recognises the fact that a privaie builder is generally
in a position to place an order at an early stage in his planning but a builder for a
local authority cannot do so until he has been awarded the contract. The company
emphasised however that its ‘registration’ scheme is not a ‘reservation’ scheme.
The quantity of bricks regisiered is not guaranteed to be available in full to the
contractor as and when he requires them. Supply in times of high demand is
regulated by the base-line system (see paragraph 223) and limitations resulting
from the application of that system are not affected by prior ‘registration’.

227. As to the balance of its trade between large customers and small, the
company told us that, in 1973, it traded with 6,958 customers of whom 4,430
(637 per cent) had credit accounts and 2,528 (36-3 per cent) had cash-with-order
accounts. 5,465 of all customers (78-5 per cent) ordered less than £5,000 worth of
bricks, ie from 1 to 50 loads. The 2,528 cash-with-order customers accounted
for only 2-2 per cent of the company’s total sales by value. The balance of trade
between direct customers and merchants, and the question whether merchants
receive the same treatment as do direct customers, is discussed in paragraphs
140 to 142.

(h) Complaints and other matters

Complaints and criticisms

228. The written and oral evidence we received from a total of over 280 wit-
nesses (brick manufacturers, builders merchants, building contractors, profes-
sional bodies and trade associations, local authorities) included 24 complaints or
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criticisms. These referred to the elimination of competitive price quotations and
delivery dates for fletton bricks as a result of the concentration of fletton brick-
making in the hands of LBC; to alleged discrimination by LBC against merchants
(see paragraph 141) and the level of discounts allowed to merchants (paragraph
181); to alleged discrimination, in times of high demand, in favour of large
customers (paragraph 226); to alleged ‘withdrawal’ of supplies from distant areas
in times of high demand and ‘dumping’ in times of low demand (paragraph 225);
to the restrictions imposed on the collection of bricks by customers in their own
vehicles (paragraph 232); to the effect of the company’s pricing policies on the
ability of other manufacturers to obtain an acceptable return, particularly for
commeon bricks (paragraph 189); to shortages of bricks at times of high demand
(see paragraphs 62 to 64) and to the company’s standards of service to the
customer.

229. Most of these complaints and criticisms are covered, as is indicated, in
preceding discussions of the subjects to which they relate. As to shortages of
bricks in times of high demand, the company made it clear (see paragraph 210)
that it is not its policy to maintain sufficient production capacity to meet peak
demands in full without some delay in deliveries, whatever the level to which
such peaks may rise. As to standards of service, the company made the following
comments.

230. The company attaches great importance to the establishment and
maintenance of good relations and effective communication with its customers;
this is a first line responsibility of the sales staff. Customers are kept informed of
any changes in marketing procedures; visits to works and technical discussions,
are arranged which, in 1674, were attended by some 900 individuals representing
local authorities, architects and surveyors and members of the building industry.
Contact with customers is also maintained on a regular basis by senior sales
management and by specialist staff as required. The company strongly repudiated
suggestions that its attitude to customers is dictatorial or autocratic. It agreed that
its base-line system of allocating supplies in times of high demand might be
regarded by some customers, anxious to obtain supplies, as less flexible than more
informal systems, but maintained that all customers benefit from the base-line
system as this is strictly and impartially operated so that no customer, large or
small, direct or indirect, is favoured at the expense of any other.

231. The company supplied us with details of its procedures for investigating
complaints about the quality of its products and of the number of such complaints
received in relation to the number of bricks delivered, The company claims that
complaints are investigated, and the customer informed of the recommendation
to bemadetothe District Sales Manager, within a week of receiptof the complaint;
that this is followed by an investigation at the relevant works; and that, in the
majority of straightforward cases, any reimbursement due is made between one
and two months. During 1973 and 1974 the number of complaints received per
million bricks delivered varied between something under 0-4 to something over
09 on a monthly basis, with a positive correlation between falling demand and a
rising level of complaints. The highest number of bricks per miilion delivered on
which an allowance was made was less than 3,000,
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Collection of bricks in customers’ own vehicles

232. It was suggested to us by a merchant that LBC should be encouraged to
allow customers to collect bricks in their own vehicles when supplies were
available but deliveries were delayed by shortage of other transport. The company
told us that it had no objection in principle to collection by customers in suitable
vehicles at normal {imes, The normal demand for the collection of bricks was
about 1 per cent of deliveries, in contrast to a high proportion of field drainage
pipes collected mainly by drainage contractors. When demand for bricks was
high, the demand for collection of bricks increased but the company was unwilling
to allow collection at such times in the interests of fair treatment of all customers,
the avoidance of vehicle congestion in the yards and the dispatch of the maximum
number of bricks without avoidable delay. If collection by customers were to be
allowed at times of high demand it would be necessary, in the company’s view, to
set up ‘collection stockyards’ for each individual type of brick at every works in
order to ensure that the appropriate type of brick was available when the
customer’s vehicle arrived. Costs would be incurred in the provision of additional
equipment and in the transfer of bricks to the special collection areas. Such costs
would have to be recovered by charging a premium for collection. No estimates
of costs, or of the consequential premium, had been made by the company because
it did not believe there was any genuine demand. In the latter half of 1973, when
there was a shortage of hired haulage, customers had been invited to collect their
bricks but the collection rate rose to only 1-3 per cent.

The creation of a brick ‘bank’

233. The representatives of the Trades Union Congress and trade unions who
criticised the wages and working conditions provided by LBC and the company’s
industrial relations (see paragraphs 195 and 196), suggested that ‘a framework
of public ownership in co-ordination with a public construction corporation
could smooth the problems caused {in the brick industry} by fluctuations {in the
demand for bricks], by production for stock in downturns, themselves of less
depth, and by removing the stress on showing a year-to-year profit, instead of a
longer term return’. These witnesses were concerned mainly, in this part of their
evidence, with the effects upon employment of the peaks and troughs of activity
experienced in the construction industry. So far as the brick industry was concern-
ed, there was a need, in their view, for the provision of guarantees of employment
at a more constant level and for the creation of a brick ‘bank’, perhaps financed
by Government, of a size much greater (say 2,000 million bricks) than the
quantum of the stocks which the brickmaking companies were prepared to hold
before reducing production when demand fell away. It was suggested that the
costs of such a brick ‘bank’ in times of low demand, including the provision of
storage accommodation, the handling costs and the administrative charges, might
be recovered through higher selling prices when the stocks were dispersed in
times of high demand.
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CHAPTER 7

Conclusions and recommendations

The conditions

234. We are required by the terms of our reference first to determine whether
‘conditions’ to which the 1948 Act (as amended and extended) applies prevail as
respects the supply of building bricks in Great Britain.

235. As we have shown in paragraph 16, the London Brick Company (LBC)
supplies over 40 per cent of the market for building bricks in Great Britain. We
conclude therefore that ‘conditions’ to which the Act applies prevail because
LBC supplies at least one-third of the building bricks which are supplied in Great
Britain.

236. There is no other company supplying as much as one-third of the building
bricks which are supplied in Great Britain. Our reference required us to investigate
the supply of building bricks in Great Britain as a whole, and was not concerned
with the possibility that another company, or companies, might supply at least
one-third of the building bricks supplied in any substantial part of Great Britain.

The public interest

Competition

237. LBC’s market power is greater than might be inferred from the statistic
that in 1974 it supplied 409 per cent of the market for building bricks in Great
Britain (see paragraph 16) or 44 per cent if engineering bricks are excluded (see
paragraph 107), since LBC has a complete monopoly of fletton brickmaking.
Although there is a degree of interchangeability between fletton and non-fietton
bricks, the two types do not have precisely the same characteristics and serve
somewhat different markets. The relationship differs as between facings and
commons and is complex because of the variety of non-fletton facing bricks. We
consider that LBC’s dominance of fletton brickmaking has given it substantial
additional market power.

238. LBC’s complete monopoly of fletton brickmaking is relatively recent.
From 1950 until 1968 LBC supplied about 70 per cent of the fletton market. In
1968 the remainder of the fletton market was supplied by the following companies
in the approximate proportions shown:

per cent
Marston Valley 14
Redland 8
Whittlesea Central 4
Flettons Ltd 2

239. Flettons Ltd ceased production in 1970, and between 1968 and 1973
LBC acquired Marston Valley (1968), the fletton brickworks of Redland (1971)
and those of Whittlesea Central (1973). Although in each case the approach was
made by the other party, LBC saw the acquisition of these works as a sensible
and logical step. It was confident that its efficiency could be further increased
if the scale of its operations could be enlarged and it considered this to be necessary
in order to meet competition from alternative materialsand methods of building.
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It is plain therefore that it welcomed the oppdrtunity to acquire its remaining
competitors in fletton brickmaking, but there is no evidence that its present
complete monopoly position was deliberately and specifically sought.

240. New entry into fletton brickmaking now seems unlikely. Redland Bricks
Ltd told us that what it regarded as LBC’s ‘unattractively low prices’ was one of
its main reasons for deciding to sell its fletton interest to LBC; and that it had
considered re-entering the field but had come to the conclusion that it did not
want to enter an activity dominated by LBC (see paragraph 180). In order to
compete with LBC in terms of costs, a competitor would have to erect at least one
modern plant of efficient size. Such a plant, capable of producing 5 million bricks
per week would cost about £5 million at 1975 prices (see paragraph 70). A new
entrant from outside the brick industry would have to build up a marketing organ-
isation and connections, and it would not enjoy the flexibility which LBC derives
from its multi-plant operations. Any new entrant would be dependent on LBC
for LBC’s know-how. Even if it set up at a distance from LBC’s works, it would
probably find itself largely forced to follow LBC’s price leadership. In these
circumstances, and bearing in mind that brickmaking is not a growth industry,
that the market is a fluctuating one and that the refurn on capital would be
uncertain, LBC’s monopoly of fletton brickmaking seems unlikely to be challen-
ged.

241. In relation to non-fletton brickmakers, LBC enjoys advantages arising
from the characteristics of the Oxford clay which is the raw material for its bricks,
Much the most important advantage conferred by this clay is its exceptionally
high carbonaceous content. LBC estimates that this enables it to fire its bricks
with only about one-quarter of the external fuel needed by other brickmakers.
The statistics in paragraph 176 indicate the higher fuel and electricity costs per
1,000 bricks incurred in producing non-fletton bricks and suggest (as might be
expected) that the general increase in fuel costs in 1974 increased the comparative
cost advantage enjoyed by fletton brickmaking. However, as fletton bricks are
transported over greater distances from their works than are most other bricks,
the improvement in LBC’s comparative production costs arising from higher
energy prices is offset in part in the more distant areas by the increased fuel cost
of delivery there.

242, LBC refers also to other, lesser, advantages arising from use of Oxford
clay, namely, ‘green’ brick strength, the uniform size of the bricks, and their light
weight. As against these advantages fletton bricks have some shortcomings (see
paragraph 109) which do not however prevent them from having a wide range of
applications.

243. The principal advantage of fletton facings is their cheapness. They tend
to be used where cost is the main consideration. Non-fletton facings tend to be
chosen where considerations of technical qualities or appearance take precedence
over cost. The demand for fletton facings tends to be unresponsive to changes in
their price, so long as this is kept significantly below that of non-fletton facings.
LBC points out that all facings encounter competition from building materials
other than bricks, including faced concrete blocks, tilehanging to timber and
factory assembled materials and components. So far, however, the use of such
materials in private housing, which constitutes LBC’s most important single
market, has been small (see paragraphs 15 and 118).
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244, In the case of common bricks, there is little to choose between the charac-
teristics of flettons and non-flettons for most applications and the market for
themistherefore much more homogeneousthan that for facings. Asaconsequence,
the range of prices is much narrower. However, LBC considers that the
main competition to its common bricks does not come from other common bricks
but from other building materials, in particular concrete blocks. Its contention
has support from the fact that concrete blocks have gained substantially at the
expense of common bricks during the past ten years (see paragraph 14).

245. In assessing LBC’s competitive strength, account has to be taken of the
cost of delivering bricks, It is a characteristic of most traditional building materials
that they are cheap to make but costly to transport, and it is a matter of observa-
tion that most older buildings were constructed predominantly from local materi-
als. Cheap transport has altered the balance but, because the cost of transporting
bricks is very high in relation to their cost of production, transport continues to
exercise a profound influence on the market for them. Bricks can be made where-
ever there is suitable clay or other material but bricks with particular character-
istics can only be made where the clay giving these characteristics to the finished
bricks is found. Thus, ‘blue’ engineering bricks are largely made in Staffordshire,
and there is a national market for such bricks because of their loadbearing, low
porosity and other characteristics. Other types of building bricks, perhaps made
from a unique clay deposit giving exceptional beauty or colour or texture to the
finished brick, enjoy a national market because cost is not the ruling factor in
their choice. At the other end of the scale are bricks made from clay which does
not confer any special qualities on the finished article and these therefore have to
be sold primarily on price. Such bricks tend to have a purely local market because
the cost of transporting them makes them uncompetitive when sold at any
substantial distance from their place of production. A local market radius of
30 miles is typical for a small brickworks making such bricks. Within these
extremes there are brickmakers, large and small, making bricks having a wide
variety of characteristics and enjoying a market that is not narrowly local but is
nevertheless not wider than regional.

246. Fletton bricks have no special physical advantages other than their
uniformity and lightness. However, because they can be produced so much more
cheaply than other bricks, they can bear much higher transport costs without
ceasing to be competitive. Uniquely therefore they are a common purpose brick
which has come to enjoy a wide national market in England and Wales with
limited sales as far afield as Scotland despite the cost of transport. LBC is confi-
dent that its share of the market for bricks will increase in the longer term. If the
company’s confidence is well founded, its market power would be likely to grow.

247. We go on to consider whether LBC’s market power has or is likely to Jead
to adverse effects or abuses. First, we consider whether LBC’s prices and profits
have, in all the circumstances, been reasonable. We then consider LBC’s invest-
ment policy, its efficiency and its labour relations. This is followed by an examina-
tion of certain of its trading practices, namely its pricing policy for common bricks
and its policy on transport charges; and of other, minor, matters. Finally, we
comment on some problems arising from fluctuations in the demand for bricks.

Prices and profits
248. LBC says that it secks to achieve its profit objectives by increasing the
volume and efficiency of its production rather than by raising its prices. It also
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states that the prices of some of the bricks produced at the Redland and Whittlesea
Central works which it acquired were higher than its own and that, after acqui-
sition, it reduced the prices of these bricks to the LBC level. We have noted that
since 1963 LBC increased the price of its facing bricks considerably less than the
price of its common bricks (see Appendix 5), even though its market power has
been greater in facings.

249, LBC’s prices can be judged by reference to its profits and its efficiency.
We discuss the latter in paragraph 257. In Appendix 6 we show LBC’s group
profits over the past 20 years in terms of capital employed on an historic basis!,
It will be seen that in no year did LBC’s group profits exceed 30 per cent. The
separate calculation of profits over the past five years for bricks alone (see para-
graph 165) suggests that the profitability of LBC’s brickmaking activities tends
to be slightly higher than the profitability of the group as a whole, and in 1973
the return on capital for bricks alone, at 31.5 per cent, was slightly in excess of
30 per cent. The average level of group profit over the 20-year period was 23.5
per cent.

250. LBC says that the most important element in the risk attaching to new
projects is uncertainty about the level of demand (see paragraphs 211 and 214).
We are, however, struck by the consistency of LBC’s profits record. Only in four
years out of the past twenty did group profits fall below 19 per cent, and only in
one of these (1974) did they fall below 10 per cent. This suggests to us that the risks
attached to LBC’s brickmaking activities are smaller than might be inferred from
the vagaries of the brickmaking industry. Such a conclusion would be consistent
with our opinion as to LBC’s market power. The evidence indicates that LBC has
not exploited its market power to raise prices at times when demand for bricks
has been strong but has been able to use its market power to raise its prices in a
recession so as to recover its profitability (see paragraph 160). The resilience of
LBC’s profits in periods of recession also reflects the advantages of operating a
large number of plants of varying levels of profitability (see paragraph 254).

251. While LBC has not in our view exploited its monopoly position to charge
excessive prices or to make excessive profits, we nevertheless consider that it has
the market power to do both these things. If its policies in these respects were to
change, therefore, there might be a case for a further reference to this Commission.

LBC’s investment policy

252. We have no reason to dispute LBC’s claim that it has reached the practical
limit in the modernisation of its old works, (see paragraph 209), and our interest
therefore centres on its policy in relation to the construction of what it calls ‘new
generation’ works (see paragraph 117) of which two, Kings Dyke and New Saxon,
are in operation, '

253, In general, new works may be constructed either for the purpose of
increasing capacity or reducing costs or both. Table 9 (see paragraph 16) shows
that brickmaking is not a growth industry and that for the last ten years fletton
bricks have done little more than maintain their share of the total brick market.
We have referred (see paragraph 246) to LBC’s confidence that it can increase its
market share in the longer term, but the main justification for new works has been

IWe have been unable to compare results on either a Current Purchasing Power basis or a
Current Cost Accounting basis as CPP figures are available for 1974 only and CCA, figures not
at all. (See paragraph 156.)
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to reduce costs rather than to expand overall brickmaking capacity though in-
creased facings capacity has also been an objective. The methods by which LBC
appraises the case for new works projects are explained in paragraphs 211 to 213.
The return of 20 per cent on a discounted cash flow basis for which LBC has aimed
in respect of new projects is not in our view unreasonable after making allowance
for investment on which no direct return is sought and for risk. The level of LBC’s
investment in new works is discussed in paragraphs 216 to 221.

254. LBC says that the uncertainties arising from fluctuations in the demand
for bricks have not deterred it from its policy of investing in new works, but that
its financial position would have been much worse in 1974 if all its plants had been
new with continuing capital charges. The closing of modern plant would not have
cut costs as effectively as the closing of old plant the variable costs of which are
higher. The older, labour intensive, works have therefore acted in commercial,
but not human, terms as a valuable buffer against the vagaries of the cycle. It is
not clear from calculations which we have made that LBC could reduce its costs
overall by building further new works irrespective of the effects of recession. The
fact that it has kept in being works of widely varying performance (see paragraph
123) is understandable,

255. LBC’s present strategy is to get back into full operation the more efficient
of its ‘old’ plants and then to build a further ‘new generation’ works; the timing
would depend on the market and the overall economic situation. We see no
grounds for criticism of the company’s recent investment performance or of its
current strategy.

256. LBC, in common with the brickmaking industry at large, has come under
some criticism for its inability to satisfy the demand for bricks at peak periods.
LBC says it does not aim to meet every peak of demiand, irrespective of its duration
or height. We do not think LBC would have been justified in undertaking greater
investment in fixed plant for this purpose particularly as such a course would
have left it with an even larger amount of unused capacity in 1974-75. Investment
in brick stocks would be an alternative to greater investment in fixed plant, Stock-
ing involves substantial outlays and risks, and we do not criticise LBC’s stocking
policy. We refer again to these matters in our comment on the problems arising
from fluctuations in the demand for bricks (see paragraph 275).

Efficiency .

257. LBC’s efficiency can no longer be measured against fletton competition
because this has disappeared. However, LBC claims that it was able to improve
the productivity and profits of both the Marston Valley and Redland brickworks,
after taking them over, by the injection of funds for further modernisation, by
rationalisation and by the application of LBC’s know-how in fletton brickmaking.
It also states that the evidence on acquisition showed that in no case was the
efficiency of its erstwhile fletton competitors as high as its own average efficiency.
LBC claims that virtually all innovation in the fletton industry has originated
within the company. We have not been able to test these various claims, but we
have no reason to doubt them. We note innovations such as ‘selfstak’ and the
development of the ‘fletliner’ service, and its initiative in the design of ‘new
generation® works. We have noted also its methods of monitoring its internal
efficiency (see paragraphs 202 to 204) and the development of its operational
scheduling model for the efficient control and development of the company’s
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operation (see paragraphs 205 and 206). We have already referred to LBC’s
general investment policy and performance (see paragraphs 252 to 256). Our
broad conclusion is that LBC is efficiently managed.

Industrial relations and wages

258. Representatives of the TUC and the principal unions involved praised
the company for the improvement it had effected to working conditions and safety
in plants which it had acquired and for its efforts to find alternative employment
for redundant labour in other works in the 1974 recession; but in 1974 they were
extremely critical about LBC’s method of industrial relations, in that they alleged
lack of consultation on a variety of matters and an unresponsiveness to trade
union complaints on working conditions, redundancics and other matters. The
company was considered to have an outdated paternalistic attitude towards its
labour and to be unconscious of the bad state of industrial relations which, in
the union’s view, in fact existed. LBC, on the other hand, claimed credit for good
industrial relations and suggested that it could not have carried through smoothly
the difficult operations of production cutbacks and redundancies in 1974 without
the co-operation and understanding of its workers (see paragraph 197). We
found it difficult to assess the effect of the evidence which we received in 1974
because it was so conflicting but it did not justify any complacency on the part
of LBC about the state of its industrial relations at that time. In 1975, the TUC
informed us that there had been some improvement from the union standpoint
(see paragraph 198). In any event, we consider that no connection is established
between the state of LBC’s industrial relations and its monopoly of fletton
brickmaking,

259, In view of the suggestion contained in paragraph 68 of a report by the
National Board for Prices and Incomes (NBPI)! to the effect that LBC may be
under no pressure to resist wage demands because it can pass on any wage
increase to its customers, we made a limited investigation into certain wages
paid by LBC in relation to those of other brickmakers and to those paid by certain
manufacturers of other materials. The evidence we obtained (see paragraph 195)
was insufficient to support any view that LBC has adopted an easy-going attitude
towards wages because it can afford to do so.

LBC’s pricing policy for common bricks

260. For many years LBC has, as a matter of policy, accepted lower margins
on its common bricks than on its facing bricks. The NBPI report to which we have
already referred (see paragraph 259) concluded in 1970 that LBC’s ex-works
prices of common and facing bricks did not reflect relative costs and recommended
that any further increase in prices should be concentrated on the price of common
bricks. In fact, since 1969 LBC has reduced the disparity progressively.

261, Inits original evidence to the Commission, in February 1974, LBC stated
that, as a matter of policy, it would wish to see the margins on common bricks
improved; but, because of the effect of any sharp change in building costs, it
considered that this could only be achieved over a period. Moreover, while the
development of ‘set-on-edge’ facing bricks (see paragraph 119) increased opera-
tional flexibility, a proportion of commons still had to be produced (see paragraphs

1Report No 150 entitled Pay and other Terms and Conditions of Employment in the Fletton
Brick Industry and the Prices Charged by the London Brick Company published in July 1970.
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120 to 121). LBC later claimed (see paragraphs 169 and 170) that price adjust-
ments and additional costs incurred in the production of facings had brought the
margins into line,

262. LBC has been unable to substantiate this claim as it has not in the past
ascertained all the additional costs incurred in the production of facings. On the
basis of ascertained costs alone, a 4 per cent rise in the price of commons and
a 4 per cent reduction in the prices of facings would be necessary to close the gap
in the margins, even after the price adjustment in July 1975. There might well
remain a gap even if all the additional costs, both ascertained and unascertained
could be brought into the reckoning, but it would be smaller.

263. We feel we are entitled to assume that it is now LBC’s policy to keep the
margins in line. We think that this policy is right in present circumstances but that
any present difference in the margins is not important encugh to justify any
recommendation by us.

Transport charges

264. Wehave already observed {see paragraph 245) that the cost of transporting
bricks is high in relation to production costs, and that LBC’s exceptionally low
costs of production enable its bricks to bear much higher transport costs than
other general purpose bricks without ceasing to be competitive (see paragraph
246). In 1973, for instance, the costs incurred by LBC in delivering its bricks
(£11-6 million) amounted to approximately one-half of all its other costs (£23-4
million) (see paragraph 183 and Appendix 8). The method by which LBC recovers
its transport costs from its customers can therefore have a material effect on its
delivered prices and on its competitive position.

265. LBC’s broad policy is to recover the total costs of delivering its bricks
without making either a profit or a loss on its transport account, This is also the
policy of most other brickmakers. Nevertheless, in practice LBC usually incurs
a loss; in 1973 and 1974 taken together, the loss amounted to nearly £1 million
out of £21-5 million of total transport costs incurred (see paragraph 183).

266. Although it is LBC’s broad policy to make neither a profit nor a loss on
its transport operations overall, this does not apply to its individual charges. LBC
has for long maintained the practice of overcharging for delivering bricks rela-
tively close to its works, and undercharging for delivering at a distance. The
NBPI in their report referred to in paragraph 259 recommended that LBC’s scale
of charges at different distances should, unless there were good reasons to the
contrary, reflect the actual costs of delivery. Recently, the amounts of the dis-
parities at most distances have become somewhat less particularly when expressed
as a percentage of the delivered price (see paragraphs 184 to 188). Nevertheless,
LBC’s charges for delivering bricks to the most distant areas are still below the
cost of transport, in some cases by 17 per cent which is more than 7 per cent of the
delivered price and about 11 per cent of the ex-works price (see paragraph 188).
This practice represents unfair competition, and could lead to an inefficient use
of national resources. This could arise if, as a consequence of LBC’s pricing
policy, some builders in (say) Wales were to find LBC’s bricks cheaper than
equivalent locally produced bricks when the costs of producing and delivering
the latter were lower. This would be objecticnable particularly if the importing
area suffered from relatively high unemployment.
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267. LBC’s explanation of the origin of the practice and the arguments for
continuing it are set out in paragraph 190. We appreciate that its abandonment
could entail some increase in LBC’s prices in some distant areas, and that this
in turn might lead to some charging of higher prices by LBC’s competitors in
those areas. However, although the building trade in these areas might have to
pay some higher prices, the building trade in areas close to LBC’s works should
pay lower prices.

268. LBC regards the amount of the undercharges as small in relation to the
delivered price of bricks and would not expect the effect on its sales of their remov-
al to be other than marginal. We do not think the practice can be condoned on
the grounds that the amounts are not great in many parts of the country in view
of the figures which we quote in paragraph 266. We have no wish to discourage
LBC’s further penetration of the brick market, but we think that the company
should, so far as it is reasonably practicable so to do, relate its transport charges
to the customer to the cost of delivery to him.

269. There are some resemblances and some differences between the facts and
circumstances of LBC’s practice in regard to transport charges and those of the
uniform delivered price practice of the BPB group which the Commission criticised
in their report on Plasterboard!. Common to both are the market power of LBC
and the BPB group, the high cost of transport relative to the cost of production
and the failure to relate transport charges to the cost of delivery to the customer.
The fact that the two cases are not in all respects parallel does not in our view?
justify different conclusions.

270. We have been made aware during the course of our inquiry that LBC has
it in mind to change its present zoning system for the calculation of transport
charges (see paragraph 193). Although these proposals will have the effect of
‘coarsening’ the rate structure, we consider that they can be implemented without
material detriment to the principle (see paragraph 268) on which we think trans-
port charges should be based.

271. We consider that an exception to the principle can be justified if lower
transport charges are used for developing a particular market to a point where it
wilt become self-supporting. Thus, provided that a ‘fletliner® service is introduced
in the Neorth-East by LBC in the near future, we see no objection to the continua-
tion of some degree of under-charging these so long as the delivery charges are
not set below the level which would be appropriate with a ‘fletliner’ service in
operation, ‘

Complaints and other matters

272, We received some complaints to the effect that (a) in times of low demand
LBC ‘dumps’ bricks in distant areas but withholds them when demand recovers,
and (b) in times of high demand large customers receive more favourable treat-
ment than do small customers. LBC contends that these allegations are untrue,
and we are satisfied that the available statistical evidence does not support them,
LBC has also explained to us the operation of its base-line entitlement system
which determines allocation at times of high demand (see paragraphs 223 and
226). We are satisfied by the company’s explanations in this respect.

L4 Report on the Supply of Plasterboard published by Her Majesty’s Stationery Office on 21

January 1974,
2See note of dissent in paragraphs 281 to 284.
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273. LBC normally permits its customers to collect from its works at an ex-
works price, but suspendsfthis facility during periods of high demand. It asserts
that in normal times there is almost no demand for this facility; but in times of
high demand customers hope to ‘jump the quene’ by collecting, and the presence
of their lorries would add to vehicle congestion at the works and reduce vehicle
throughput at a time when it was important to maximise it. It says that it would
also add to administration costs, and that to overcome the difficulties it would be
necessary to set up special stockyards at these times for which the collecting custo-
mer would probably be unwilling to pay. We think LBC should consider the
practicability of accommodating in times of high demand those of its customers
who make it their practice to collect in normal times, but have no other suggestion
to make.

274. The NBPI report to which we have already referred (see paragraph 259)
recommended that small loads should attract a delivery surcharge, This recom-
mendation was not followed by LBC for reasons of administrative difficulty. If
the difficulties could be overcome, we would see no objection if LBC, within a
policy of incurring neither profit nor loss on its transport operations overall, were
to surcharge by the amount of the additional eéxpense involved, the customer who
requested delivery in lorries smaller than the company or its private hauliers would
normally select.

Fluctuations in the demand for bricks

275. We have referred in paragraph 256 and elsewhere in our Report (see
Chapter 3) to the fluctuations in the demand for bricks which have been a recurrent
theme during our inquiry. The brickmaking industry tends to suffer particularly
severely from fluctuations which affect the construction industry as a whole.
This is partly because bricks are a ‘starting’ material and brickmaking is therefore
affected by changes in demand sooner, and with less warning, than almost any
other building material. The impact on the industry tends to be exacerbated by
multiple ordering when brick supplies are short followed by a collapse in orders
when the shortage disappears. These rapid reversals pose particular problems
for makers of clay bricks because the economic production of these bricks depends
on continuous flow through the kilns. In time of boom, brickmakers are often
unabie to meet in full the demand for bricks. In a recession, on the other hand,
brickmakers are often faced, because of the high cost of operating below capacity,
with the alternatives of stockpiling bricks for which there is no immediate demand
or shutting down works altogether and dispersing the labour force that operates
them. The fluctuations create additional costs and increase the risks of investment.
Thus, they affect the consumer adversely because they lead to higher prices and
because shortages of bricks can add materially to building costs.

276. There are no remedies short of the creation of a more stable climate for
the industry, for which Government has a special degree of responsibility.
Measures taken by Government to influence the level of demand in the economy
at large affect the industry, and variations in the level of new orders by public
authorities, which may arise as part of the process of central economic manage-
ment, havedirectand substantial impact; public sector construction work accounts
for a substantial proportion of all building (see footnote to paragraph 38).

277. On the assumption that some fluctuation in the demand for bricks is
unavoidable, we have considered whether its effects could be mitigated. We have
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already recorded our view that LBC would not have been justified in undertaking
more investment in fixed plant for the purpose of meeting shortages at peak
periods and we do not criticise LBC’s stocking policy (see paragraph 256). We
take a similar view in relation to the brickmaking industry as a whole. However,
we consider that the creation of buffer stocks of bricks could be a means by
which adverse effects of the fluctuations for both producers and consumers of
bricks might be lessened. The unions strongly supported the creation of a ‘brick
bank’ when demand recedes for the purpose of securing a greater degree of
continuity of employment (see paragraph 233). While the unions, in putting
forward this proposal, appeared to have the problem of redundancy primarily in
mind we think that the stockpiling of bricks in a recession might often be less
costly in commercial as well as in human terms than shutting down works; could
reduce the price of bricks; and make them more readily avaitable when demand
recovers from the depressed periods of the cycles.

278. The policy of different brickmakers towards producing for stock varies
and indeed in some cases the protracted stocking of bricks may not be practicable
for reasons of space or because of deterioration in the product. We have not
discussed with individual brickmakers or representatives of the industry the
practicability of producing bricks for stock in a recession to a greater extent than
at present or schemes by which this might be encouraged, but we suggest that the
Government should consider the desirability of doing so. Considerations relevant
to the success of a scheme would include the reliability of medium-term forecasts
of demand for bricks and the availability of risk capital for investment in stocks.

Summatry of conclusions

279. Our conclusions may be summarised as follows:

(1) The ‘conditions’ of the Act prevail as respects the supply of building bricks
in Great Britain by reason of the fact that LBC supplies at least one-third
of the building bricks which are supplied in Great Britain (see paragraph
235). '

(2) The ‘conditions’ do not operate and may not be expected to operate against
the public interest. (See paragraphs 251 and 257.)

(3) LBC’s practice of overcharging, for transport, customers relatively close
to its works and undercharging customers relatively distant from its works
is a thing done as a result of the conditions and operates and may be expec-
ted to operate against the public interest (see paragraphs 264 to 269)t.

(4) There are no other things done as a result of, or for the purpose of preserv-
ing, the conditions which operate or may be expected to operate against the
public interest.

Recommendation

280. In view of our conclusion (3) above, we recommend that, subject to the
qualifications contained in paragraphs 270 and 271, LBC should in future relate
its transport charges to the customer to the cost of delivery to him (see paragraph
268)L.

1See note of dissent in paragraphs 281 to 284.
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Note of dissent by Mr Ashford

281. I amunable to agree with my colleagues’ conclusion and recommendation
on the subject of transport charges. My colleagues recommend that LBC should
relate its transport charges to the customer to the cost of delivery to him. In my
opinion this recommendation would be likely to result in a restriction in compe-
tition in those areas of Great Britain where LBC’s share of the market is today
smali and in an increase of LBC’s dominance in those areas where LBC’s share
is already large.

282. I do not consider that undercharging for transport on the scale at present
practlsed by LBC is hkely to lead to an inefficient use of national resources in
view of the inherent savings of energy and capital costs in the production of LBC’s
bricks (see paragraphs 176, 70 and 75).

283. Iagree that undercharging for transport by LBC to the extent of 7 per cent
of the delivered cost might be regarded by competitors as unfair competition, but
for the reasons already mentioned I do not consider that on balance such compe-
tition is contrary to the public interest.

284. In my opinion my conclusion is not in conflict with the finding of the
Commission on uniform delivered prices in their report on Plasterboard. In the
Plasterboard reference the company concerned had 100 per cent of the plaster-
board market and of the only competing material which was gypsum plaster. In
the present case LBC has only 40-9 per cent of the brick market and there are
many other competing materials (see paragraph 4). In the Plasterboard report
the Commission attached particular importance to the deterrent effect of uniform
delivered prices on a potential new competitor. In the present case LBC has a
large number of competitors, all of whom are much smaller than LBC but some
of whom are expanding faster (see paragraph 151) and showing a higher return
on capital employed than LBC (see paragraph 172).
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APPENDIX 1
(referred to in paragraph 2)

Manufacturing processes for clay, calcium silicate
and concrete bricks

Clay bricks

1. So called clay bricks can be made from a wide variety of clays, marls,
shales and alluvial deposits. The main stages of manufacture are in principle the
same in all cases and consist of (a) winning the material from the pit or quarry;
(b) reducing the material by grinding, adjustment of the water content and
inclusion of any necessary additives, to a consistency suitable for the formation
of ‘green’ bricks; {c) forming ‘green’ bricks by moulding, by pressing or by
extrusion into a column which is then wirecut to size; (d) ‘setting’ the *greeny’
bricks in formation for transfer to the kiln or clamp; (¢} ‘burning’ or firing the
bricks in a kiln or clamp with or without preliminary drying; {f) sorting out such
burnt bricks as are unsuitable for sale, or suitable for sale only as ‘seconds’, and
assembling saleable bricks into packs for conveyance to the customer.

2. All stages of manufacture, except the grading of ‘burnt’ bricks for sale, are
capable of mechanisation and are, in practice, wholly or mainly mechanised in
modern works. Some non-fletiton clay bricks are moulded by hand to meet the
special requirements of individual customers or for use in repair and maintenance
work in old buildings. It is not as yet possible to ‘set’ fletton bricks mechanically;
because the lower Oxford clay from which such bricks are made has a high
carbonaceous content, it is necessary to ‘set’ the bricks in such a way as to allow
the resulting gases to clear from the bricks during firing and the setting patterns
required are more complex than in the case of other materials, Otherwise, the
degree of mechanisation introduced at a particular works represents a choice
between capital costs and labour costs which is made by each brickmaker
in the light of his individual circumstances.

3. Whether ‘green’ bricks, once moulded, pressed or wirecut can be put at once
into the kiln or clamp without further attention depends on the material from
which they are made and the appearance required in the finished bricks. Fletton
bricks do not require to be dried before introduction into the kiln but many
non-fletton clay bricks do and these are passed, on their way to the kiln, through
drying chambers heated by surplus gases from the kiln iiself. Some non-fletton
materials yield bricks of a sufficiently attractive appearance to be sold as facings
with no special treatment of the surface, eg by scouring, sand-blasting, or the
application of pigments, before they are fired. Other non-fletton bricks, however,
are so treated. All fletton facings are “textured’ or are given an applied face by
spraying with powdered inorganic oxides or similar material. It is possible,
by such methods, to produce facings of widely different appearance from the same
basic material but bricks with applied faces are more vulnerable to surface damage
than are through-colour bricks.

4. Kilns for clay brickmaking can be ‘intermittent’ or ‘continuous’. In
intermittent kilns the fire is lit afresh for each batch of bricks. In this respect the
clamp, now little used, can be regarded as a primitive form of intermittent kiln. In
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continuous kilns the fire is continuously maintained and the bricks are either
passed on cars through the fire in a tunnel or the fire is led through a closed circuit
of chambers in which batches of bricks are set. The maximum temperature
required, and the length of time for which this must be maintained, varies
with the material used and the type of finished brick required. Most bricks now-
adays are produced in continuocus kilns. The tunnel type of continuous kiln is
almost invariably installed in modern non-fletton brickworks but is unsuitable for
the production of fletton bricks. For these, closed circuit multi-chamber
continuous kilns of the Hoffman transverse-arch type are used and variations
of such kilns are also extensively used in the non-fletton sector of the industry.
The intermittent kiln is preferred by some small brickmakers, and, for the
production of special orders, by some larger brickmakers. Such kilns are
also convenient for the production of Staffordshire Blue engineering bricks which
are made from etruria marl and in which the distinctive blue colour is induced
by reduction of the inflow of oxygen at a critical stage of the firing process.

3. Kilns for clay brickmaking, whether intermittent or continuous, have a
long life, given proper maintenance, but, if taken out of production, are liable
to structural damage through shrinkage and distortion to the point, in extreme
cases, of collapse,

Calcium silicate bricks

6. Calcium silicate bricks are composed of a mixture of lime and sand
(sand lime) or lime and siliceous gravel or rock (flint ime). The sand, gravel or
rock is usually quarried from deposits adjacent to the works, The lime is usually
bought in ‘quick’. The quick lime is crushed and mixed with the sand or other
material. The mixture is left in silos to hydrate and the slaked mix is pressed into
bricks. The ‘green’ bricks are transferred to autoclaves where they are hardened
by the chemical action induced by the application of live steam under pressure.

Concrete bricks

7. Concrete bricks are composed of a mixture of cement and either a natural
agpregate, furnace clinker, slag, ash, crushed clay brick rubble or similar material.
Water is added to the dry mix and the bricks are formed in hydraulic presses,
They are then usually ‘cured’ in heated chambers but, unlike the steam treatment
required for calcium silicate bricks, this is not an essential part of the
manufacturing process.

8. The manufacturing processes for both calcium silicate and concrete bricks
are more flexible than are those for clay bricks, the rate of production can more
easily be adjusted to changes in demand and this can be done with little or no
risk of damage to equipment taken temporarily out of use.

81



_ APPENDIX 2
(referred to in paragraph 3)

British Standard specifications for clay, calcium silicate
and concrete bricks

1. The British Standard specifications in force during our inquiry were
BS 3921: 1974: Clay bricks and blocks; BS 187: 1970: Calcium silicate (sand lime
and flintlime) bricks; BS 1180: 1972: Concrete bricks and fixing bricks.

2. In BS 3921: 1974 a brick is defined as a walling unit not exceeding 337-5 mm
in length, 225 mm in width, or 112-5 mm in height. A walling unit exceeding these
dimensions is defined as a block. The standard format of bricks is given as
225 mm x 112-3 mm x 75 mm including the thickness of mortar joints of 10 mm.
The standard work size is therefore 215 mm x 102-5 mm x 65 mm. Compliance
with standard dimensions is tested by reference to the overall dimensions of a
sample of 24 bricks, ie bricks are not required to be tested for size individually.

3. Three qualities of brick are defined; internal (suitable for internal use only);
ordinary (less durable than special quality but normally durable in the external
face of a building); special (durable even when used in situations of extreme
exposure where the structure may become saturated or frozen, eg in retaining
walls, sewerage plants or pavings).

4. Procedures are laid down for testing compressive strength and absorption
of fluid. Loadbearing bricks are classified from 1 to 15 for compressive strength
with no specific test for absorption of fluid. Engineering bricks are classified A
or B according to a combination of high compressive strength and low absorption,
Common and facing bricks of internal, ordinary and special quality are tested for
efflorescence and this must be no more than ‘moderate’. The soluble salts content
of bricks of special quality must not exceed a defined percentage. The manufac-
turer of such bricks must also provide evidence that similar bricks have, in the
past, successfully resisted conditions of exposure at least as severe as the conditions
likely to be experienced by the bricks which he is offering for sale in the location
in which it is proposed to use them.

Calcium silicate bricks; concrete bricks

‘5. BS 187: 1970, for calcium silicate bricks, and BS 1180: 1972, for concrete
bricks, provide definitions and tests for such bricks with the same general
objectives as in the case of clay bricks but with variations appropriate to the
differences in the composition of the bricks and their characteristic behaviour.
Calcium silicate bricks are classified from 1 to 7 by reference to a combination
of the average compressive strength of a sample when wet, uniformity of
compressive strength, and drying shrinkage. Concrete bricks for general use are
classified by reference to compressive strength (equivalent to classes 1 to 6 for
clay bricks) combined, as in the case of calcium silicate bricks, with uniformity and
drying shrinkage requirements within similar, but not identical, limits. BS 1180:
1972 also deals with fixing bricks which are defined as solid concrete bricks of no
particular compressive strength or drying shrinkage but of a consistency to permit
the easy driving of, and provide a good purchase for, nails or screws.
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APPENDIX 3
(referred to in paragraphs 34 and 103)

Research projects sponsored by the
Brick Development Association in 1974

The Association sponsored projects in 1974 included:

(a) Investigating methods of bricklaying designed to increase productivity
(Liverpool University).

(b) Ascertaining the relative advantages and disadvantages of bricks of various
metric formats both on site, with particular reference to dimensional
co-ordination, and in the factory with particular reference to production
costs (Peterborough Building Site in conjunction with DoE and BRE).

(c) Investigating the possible uses for the grouted cavity system of brickwork
construction (Jenkins and Potter, London).

(d) Consideration and evaluation of the various problems of dimensional
co-ordination (a continuous process involving liaison with the British
Standards Institution, Government Departments and International
Standards Organisations) (P D Edmondson, Consultant).

(e) An investigation into ‘creep’ of brickwork (University of Wales).

() A review of existing systems of prefabricated brickwork (Liverpool
Polytechnic).

(g) The effect of damp proof courses on the long term strength of loadbearing
brickwork (Southampton University).

(h) An investigation into the properties of loadbearing brickwork (Edinburgh
University).

(i) Comparison of the masonry codes of various European countries with the
object of providing data for a single code for Europe (Heads of
Laboratories Committee of The Federation Européenne de Tuiles et de
Briques).

(33 The effect of mixing time on masonry cement mortars (Southampton
University).
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APPENDIX 4

Indices of prices of fletton commons, fletton facings, all building
bricks and house building materials (1963=100)

(referred to in paragraph 147)

Year or Fletton All building bricks  House building

month Commons Facings (Aetton and non-fletton)  materials
1963 100 100 100 100
1964 102 105 103 103
1965 102 105 105 107
1966 102 105 107 110
1967 103 106 108 110
1968 112 109 114 117
1969 116 110 114 121
1970 135 117 124 132
1971 150 123 142 146
1972 163 128 163 157
1973 174 141 183 187
1974 201 157 222 236
1975 July 279 209 272 276
1975 October* 306 227 293 286

*Provisional.

Source: Derived from Department of Industry Wholesale Price Indices. .
Note: The indices for fletton commons and fletton facings and all building bricks are based on delivered prices.
In the case of housebuilding materials the index is a mixture of delivered and ex-works prices.
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Changes in LBC’s ex-works prices for commons and

APPENDIX 5
(referred to in paragraph 148)

selected facings: 1 July 1963 to 21 July 1975

Price change date Commons

1 July 1963
1 August 1967
1 January 1968

17 November 1969
13 July 1970
26 July 1971

1 January 1972
1 August 1972
9 October 1972
7 February 1974
5 August 1974
9 January 1975
21 July 1975

2 October 1975

Fletton

450
510
540
615
7-15
795
792
892
9-28
993
12-03
1515

Fletton facings
Golden
Rustic Tudor buff
{Ex-works prices £ per 1,000 bricks)

730 8:80 10-05
7-50 9-00 10-25
7-50 9-00 10-25
7:50 9-00 10-25
8-50 10-00 11-25
8-50 10-00 11-25
8-50 10-90 11-25
950 11-90 12-25
9-88 12:38 12-74
10-53 12-63 12-99
12-63 14-73 15-09
1575 17-85 1821
18-02 20:12 2048

17-42

Ex-works price index, (I July 1963 = 100)

356

247

85

229

204

Heather

10-20
10-40
10-40
10-40
1140
11-40
11-40
12:40
12:90
1315
15-25
18:37
20-64

202

Dapple
light

1043
10-63
10-63
10-63
11-63
11-63
12-43
13-43
1397
14-22
16-32
19-44
217
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APPENDIX 6
(referred to in paragraphs 152 to 156)

LBC group capital employed and profits: 1955 to 1974

(A) Company  Profit before  (B) Historic  Profit beforé (C) Group

basis loan stock basis loan stock turnover
average interest and tax average interest and tax shown
capital Return capital Return in
employed on capital employed on capital  published

Year [see ()] employed: [see (1)} employed: accounts

£000 £000 percent £000 £000 per cent £m
1955 6,964 1,388 271 6,964 1,888 271
1956 7,319 1,734 237 7,319 1,734 237
1957 7,748 2,232 28-8 7,748 2,232 28-8
1958 8,357 2,188 262 8,357 2,188 26-2
1959 9,012 2,381 26-4 9,012 2,381 26:4
1960 9,726 2,499 257 9,726 2,499 257
1961 10,833 3,193 29-5 10,833 3,193 25-5
1962 12,241 3,175 259 12,241 3,175 25-9 192
1963 13,637 3,347 24-5 13,637 3,347 24-5 20-0
1964 15,507 4,527 292 15,507 4,527 292 22-5
1965 17,259 3,857 223 17,259 3,857 22-3 21-8
1966 18,217 2,733 15-0 18,217 2,733 15-¢ 20-6
1967 19,059 3,658 192 19,059 3,658 19-2 229
1968 26,961 3,943 14-6 19,819 3,943 199 24-6
1969 26,309 2,477 9-4 19,497 2,477 127 25-5
1970 26,616 3,674 13-8 20,056 3,674 183 27-5
1971 29,488 6,634 22-5 23,309 6,634 285 36:0
1972 32,727 7,283 232 26,903 7,583 28-2 41-2
1973 36,357 8,927 246 30,851 8,927 28-9 45-5
1974 41,231 3,399 83 35,881 3,399 9-5 451

Notes:
(1) For an explanation of ‘Company’ basis and Commission ‘historic’ basis of capital employed see footnotes 1

and 2 to paragraph 152,

(2) The returns on average capital employed from 1961 to 1967 are calculated after deducting transfers 10 reserves
in lieu of depreciation provisions. .

(3) The return on closing capital employed in 1974 was 27 per cent on the Current Purchasing Power basis advocated
in Provisional Statement of Standard Accounting Practice No 7.
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LBC’s brickmaking sales, profits and capital employed

Commons [see (1)}

Delivered sales value

Profit/-loss
Capital employed

Profit/-losses as return on

Delivered sales

Capital employed

£ per 1,000 bricks sold
Delivered sales value

Profit

Facings

Delivered sales value

Profit
Capital employed

Profit as return on
Delivered sales

Capital employed

£ per 1,000 bricks sold
Delivered sales value

Profit

All bricks

Sales—-Commons
Calculon
Facings

Total

Delivered sales value

Profit
Capital employed

Profit as return on
Delivered sales

Capital employed
£ per 1,000 bricks sold

Delivered sales
Profit

APPENDIX 7

(referred to in paragraphs 164 to 168)

1969 to 1974
1969 1970 1971 1972 1973 1974
£000 9,773 10,006 12,321 16,511 17,606 16,450
—563 316 1,004 1,782 2,337 242
8,529 7,752 8,598 11,451 12,064 14,484
Percent —58 32 89 108 133 15
66 41 127 156 194 17
£ 844 996 1090 11-87 1312 1496
—049 031 097 128 174 022
£000 10,737 11,758 16,578 22,163 24,963 17,053
2,744 2,649 4,155 5493 6,157 2252
6,596 7,283 9,513 12,960 14,860 13,226
Percent 256 225 251 248 247 132
416 363 437 427 414 170
£ 1281 1340 1403 1505 1642 1821
327 302 352 373 405 240
mbricks 1,157-6 1,0049 1,130:0 1,391-2 1,342:0 1,099-4
94 165 206 140
8379 8777 1,181:5 1,472:5 1,5204 9367
1,995-5 1,882:6 2,3209 2,880-2 2,883-0 2,050-1
£000 20,510 21,764 29,126 39,077 43,091 33,892
2,181 2,965 5297 7,338 8,583 2,558
15,125 15040 18,248 24,675 27,265 28,001
Percent 106 136 182 188 199 75
144 197 290 297 315 91
£ 1028 1156 1255 1357 1495 1653
109 157 228 255 298 125

Nores:
(1) Excluding calculon bricks (see Note 2 (o Table 16 in paragraph 121).
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APPENDIX 8
(referred to in paragraph 175)

Sales, costs and profits of all LBC clay products: 1973 and 1974

(a) 1973
Blocks, All
All pipes clay
Commons Calculon Facings bricks and bats products
1. Totalsales, costs and profit £000 £000 £000 £000 £'000 £000
Sales

Ex-works sales 12,408 378 19,144 31,930 1,639 33,569
Transport charges 5,198 144 5,819 11,161 200 11,361
Delivered sales 17,606 522 24963 43,091 1,839 44,930
Costs

Direct costs 5,272 159 6,815 12,246 900 13,146
Indirect costs* 5,035 135 6,464 11,634 659 12,293
Total ex-works costs 10,307 294 13,279 23,880 1,559 25439
Transport charges 5,198 144 5,819 11,161 200 11,361

Total costs of delivered sales 15,505 438 19,098 35,041 1,759 36,800

Profit 2,101 84 5865 8,050 80 8,130
Add: Interest receivable 236 5 292 533 28 561
Total profit 2,337 89 6,157 8,583 108 8,691
Return on delivered sales 13:3% 17-0% 24-7% 199% 59% 193%
2. £ per 1,000 bricks sold £ £ £ £

Sales

Ex-works sales 925 1835 12-59 11-08

Transport charges 3-87 6-99 383 3-87

Delivered sales 1312 25-34 16-42 14-95

Costs

Direct costs 393 772 4:48 4:25

Indirect costs* 375 6-55 4-25 4-04

Total ex-works costs 7-68 1427 8-73 8-29

Transport charges 3-87 699 3-83 3-87

Total costs of delivered sales 11-55 2126 12:56 12-16

Profit 1-57 4-08 3-36 279
Add: Interest receivable 0-17 0-24 0-19 0-19
Total profit 1-74 4-32 405 298

3. Total sales volumes 1,342:0 206 1,520-4 2,883-0
{million bricks)

*Includes the residuat cost of transport (seo paragraph 183).

88



(b) 1974
Blocks, All
All pipes clay
Commons Calculon Facings bricks and bats products
£000 £000 £000 £000 £000 £000
1. Total sales, costs and profit

Sales

Ex-works sales 11,456 274 12,798 24,528 1,456 25,984
Transport charges 4,994 115 4,255 9,364 184 9,548
Delivered sales 16,450 389 17,053 33,892 1,640 35,532
Costs

Direct costs 4,926 110 5211 10,247 928 11,175
Indirect costs* 6,403 103 5,440 11,946 766 12,712
Total ex-works costs 11,329 213 10,651 ’ 22,193 1,694 23,887
Transport charges 4,994 115 4,255 9,364 184 9,548

Total costs of delivered sales 16,323 328 14,906 31,557 1,878 33,435

Profit]-loss 127 61 2,147 2,335 238 2,097
Add: Interest receivable 115 3 105 223 13 236
Total profit 242 64 2,252 2,558 =225 2,333
Return on delivered sales 1-5% 16'5% 132°% 75% 13:7% 66%
£ £ £ £
2. £ per 1,000 brickssold

Sales

Ex-works sales 10-42 19-57 13-66 11-96

Transport charges 4-54 822 4-55 4-57

Delivered sales 1496 2779 1821 16-53

Costs

Direct costs 4-48 7-86 5-56 500

Indirect costs* 5-82 7-35 5-81 5-83

Total ex-works costs 10-30 15-21 11-37 10-83

Transport charges 4-54 822 4-55 4-56

Total costs of delivered sales 14-84 2343 15-92 15-39

Profit 012 4-36 229 1-14
Add: Interest receivable 0-10 0-21 011 0-11
Total prafit 022 4:57 2:40 1-25
3. Total sales volumes 1,099-4 140 9367 2,0501

(million bricks)

*Includes the residual cost of transport (see paragraph 183),
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APPENDIX 9
(referred to in paragraphs 177 and 178)

LBC group sources and uses of funds: 1969 to 1974

: 1969 to
{(£°000) 1969 1970 1971 1972 1973 1974 1974
Sources
Profit before tax and
loan stock interest 2,477 3,674 6,634 7,583 8927 3,399 32,694
Deduct
Loan stock interest -729 729
Tax paid 2,407 2,187 —-1,419 1,976 -—-2,776 2,223 —12,988
Dividends paid -1,178 =734 -1,005 766 —1,391 —1,485 —6,559

Balance of profit/-loss —1,108 753 4,210 4,841 4,760 —1,038 12418
Add depreciation

provisions 920 925 922 955 1,160 1460 6,342
Internal cash flow 188 1,678 5,132 5,796 5,920 422 18,760
Other items —45 -110 64 —91
Total sources —233 1,568 5,196 5,796 5,520 422 18,669
Uses
Changes in working
capital
Stocks 368 —339 269 383 1,219 2,387 4,087
Debtors less creditors  —523 438 909 1,772 2,110 1,145 1,631
Total changes —155 —101 1,178 2,155 —891 3,532 5,718
Fixed assets 1,101 355 3,531 2,919 5463 2244 15613
Investments —2,861 —~180 1,853 291 —897
Goodwill arising on
consolidation 25 55 646 350 1,076
Other items -2 335 333
Together —1,890 309 5,175 5,072 6,775 6,402 21,843
Movement in liquid
funds 1,657 1,259 21 724  —855 -—-5980 -3,174
Total uses —233 1,568 5,196 5,796 5,920 422 18,669
Not.

es.’
1. The total figures shown for 1974 are adjusted to exclude the effects on the balance sheet changes of the
acguisition of Banbury Buildings Holdings Limited in May 1974.
2. The figure for investments in 1974 is the cash part of the consideration for the acquisition of Banbury Buildings
Holdings Limited. The total consideration for the acquisition comprised:

£'000
Book value of net assets acquired from Banbury 3,134
Acquisition expenses 176
Premium on acquisitions 3,622
Total consideration 6,932
This consideration was discharged by:
Issue of 14 per cent convertible unsecured loan stock 6,641
Cash 291
Total, as above 6,932
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Appenpix 10
(referred to in paragraph 195)

Selected hourly wage rates and earnings in the
building brick industry

Table (a) Minimum hourly wage rates for certain mannal occupations in brick
manufacture (pence)

Fletton (Agreements of the Joint Negotiating Committee for the Fletton Brick Industry)

From  From  From From  From  From From
30.9.68 11069 7770 5771 25972 2773 6.1.75%

General labourers 3490 3635 4500 5042 5875 6360 6923

Pan feeders 3636 3791 4694 5260 6129 66-24  72-87
Setters (in kiln

chamber) 38-65 4020 49-82 5581 6503 70-12 7675
Dumper driver

(unlicensed) 3636 37991 4694 52-60 6129 6624  72-87
Forklift operators

(up to 5,000 lbs) 3792 3947 4886 5474 6378 6883 7546

Kiln burners on
continuous shiftwork 45-21 4717 57-51 6674 7773 8738 9633

Non-fletton (Agreement of the Nattonal Joint Council for the Building Brick and Allied
Industries)
From  From From  From  From  From  From
91168 27.12.69 3.4.71 1472 28.10.72 7.11.73 9.11.74

Labourers 2875 3042 4125 4600 5350 5930 7330
Panmen 29-69 3136 4219 4694 5444 6024 7424
Setters 3063 3230 4313 4788 5538 61-18 7518
Dumper drivers 2990 3157 4240 4715 5465 6045 7445

Forklift operators

(mechanicalily oper-

ated gripper fork) 30-31 3198 4281 4756 5506 6086 7486
Kiln burners on con-

tinuous shiftwork 36-50 44-17 46-88 52-00 59-50 65:30 82-90

*This agreement also provided for cost of living supplements amounting to £4-40 per week.

Table (b) Average hourly earnings for certain occupations in the building bricks
industry for the week beginning 6 May 1974 (pence)

Excess of LBC earnings

LBC Non-fletton over non-fletton earnings
General labourers 773 81-1 - 47%
Kiln burners 121-9 100-6 +21:2%,
Machine attendants on timework 81-5 82-5 - 12%
Forklift drivers on timework 96-5 816 +21-9%
Forklift drivers on piecework 151-2 1453 + 419%
H.G.V. drivers on timework 92.7 84-9 +92%
H.G.V. drivers on piecework 121-7 88-1 +3819%

Notes to Tables (a) and (b):

1. The source of Table (a} is Time Rates of Wages and Hours of Work (Department of Employment),

2. Table (b) is derived from a sample survey by Commission staff of 10 LBC works (in¢luding 1 transport depot}
and 11 non-fletton works (including 1 transport depot).
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Ashford, G. F.
note of dissent, 281-284

Automation
economies of scale, 79

Banbury Buildings Holdings Ltd
acquisition by London Brick Company,
104, 145
Blocks, concrete see Concrete blocks
‘Brick bank’ see Stockholding
Brick Development Association
finance, 31, 32
history, 30, 31
membership, 31, 32
publicity work, 34
recognition by the Dept. of Environment,
33
research projects, 34, 103, appendix 3
Brick factors see Distribution
Bricks, calcium silicate see Calcium silicate
bricks
Bricks, clay see Clay bricks
Bricks, common see Commeon bricks
Bricks, concrete see Concrete bricks
Bricks, engineering see Engineering bricks
Bricks, facing see Facing bricks
Bricks, fletton see Fletton bricks
Bricks, non-fletton see Non-fletton bricks
Brickworks see Works
British Ceramic Research Establishment,
102
British Precast Concrete Federation, 30
Building industry see Building materials,
Construction industry
Building materials
substitutes for bricks, 4, 15, 243, 244
wholesale prices, 147, appendix 4
Building regulations, 3
Building Research Establishment, 100
Building (Scotland) Act 1959, 3n
Building (Scotland) Act 1970, 3n

Calcium Silicate Brick Association, 30
Calcium silicate bricks
British Standard Specifications, appendix
2,para. 5
costs, 56
deliveries, 9 (tab. 2), 10, 13, (tabs 6-8)
investment, 94
manufacturing processes, appendix 1,
para.6

Calcium silicate bricks—continued
raw materials, 2
stocks, 9(tab.4), 10
wholesale prices, 149 (tab. 20)
works size optimum, 83
Capital costs see Investment
Clay bricks
(see also Fletton bricks)
British Standard specifications, appendix
2, paras 1-4
deliveries, 9(tab.2), 10, 13 (tabs 6-8)
manufacturing processes, appendix 1,
paras 15
rawmaterials, 2
stocks, 9(tab.4)
wholsesale prices, 149 (tab. 20)
Clay products
London Brick Company sales, appendix 8
Closures
companies, 19; works, 19, 52-55
Coal
fuel costs, 92
Committee on the Brick Industry
First report of the Committee on the Brick
Industry, 22n

Common bricks
definition, 1
deliveries, 9 (tab, 3), 10, 13 (tab. 7), 14, 15,
118 (tab. 13), 119-121 (tab. 16), 122,
151 (tab.21)
homogeneous nature of flettons and non-
flettons, 244
stocks, 9 (tab. 5)
wholesale prices, 147-149, 182, appendix
5; London Brick Company pricing
policy, 260-263
Company closures, 19
Complaints see London Brick Company
Lid
Compressive strength see Standardisation

Concentration
industry structure, 89
Conclusions
note of dissent, 281-284
recommendation, 280
summary of report, 279

Concrete blocks
competitor to bricks, 14, 244
deliveries, 13 (tabs 6-8), 14
Concrete bricks
British Standard Specifications, appendix
2,para.5
costs, 56
deliveries, 9 (tab. 2), 10, 13 (tabs 6-8)
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Congrete bricks—continued
investment, 94
manufacturing processes, appendix 1,
paras?, 8
raw materials, 2
stocks, 9(tab.4),10
wholesale prices, 149 (tab. 20)
works, optimum size, 83
Construction industry
level of activity: effect on the brick
industry, 42; public sector activities,
39n
Corrosive fluid resistance see Standardisa-
tion
Costs see Concrete bricks, Calcium silicate
bricks, Electricity costs, Investment,
Fuel costs, Labour costs, London Brick
Company Ltd, Transport costs, Wages
Criticisms see London Brick Company Ltd
Current cost accounting see Inflation
Accounting Committee

Deliveries
(see also Calcium ssilicate bricks, Clay bricks,
Commeon bricks, Concrete bricks, Fac~
ing bricks, Fletton bricks, Non-fletton
bricks)
annual averages, 7
by companies other than London Brick
Company Ltd, 151 (tab. 21)
by company size, 17 (tab. 10)
by material type, 9 (tab, 2), 10, 13 (tabs
6-8),16{tab.9), 17 (tab. 10)
by variety, 9 (tab. 3), 10, 12, 13 (tabs

(6-8), 14, 15, 118 (tabs 13-15), 151

(tab.21)

concrete blocks, 13(tabs 6-8), 14

London Brick Company Ltd, 16 (tab. 9);
allegations of preference shown to
large customers, 222-228; ‘base-ling’
delivery system, 223, 226, 230; by area,
224, (tab. 31); clay products, appendix
8; common bricks, 118 (tabs 13, 14),
119-121 (tab. 16), 122; facing bricks,
118 (tabs 13, 15), 119-121 (tab. 16),
122; registration scheme for customers,
226; sales by radial distance bands, 139
{tab.19)

supply in times of high and low demand,
222-227 (tab. 31)

market shares by companies, 18-20, 175,
appendix 8

total, 6 (tab. 1), 13 (tabs 6-8), 14, appendix
7

Demand fluctuations
(see also Stockholding)
causes and effects, 6 (tab. 1), 42-64, 275
choice between output and stockholding,
61,256

Demand fluctuations—continued

cost of reopening works, 52

Department of the Environment policies,
39,40

government responsibilities, 276

investment : effect of uncertainty, 66, 256;
risks, 214,250

kilns: cost of retaining out of use, 50

price inelasticity in demand for bricks, 45

reducing capacity utilisation: effect on
costs, 46-51

regional, 225

responsiveness of the London Brick Com-
pany Ltd, 40, 256

shortages, 29, 62-64,275

works closure ¢osts, 52-55

Department of the Environment

Building Research Establishment, 100

forecasts for the construction industry, 37,
38,43

Property Services Agency: use of bricks,
41

publicsector building, 39n

recognition of Brick Degvelopment Asso-
ciation, 33

responsibilities with regard to the brick
industry, 35-41,276

Depreciation charges
effect on costs, 51
Dissent
note of dissent from main conclusions of
report: transport charges of the Lon-
don Brick Company Ltd, 281-284
Distribution
(see also Mechanical handling, Transport,
Transport costs)
directselling, 28
factors: attitude of manufacturers, 28;
functions, 26
London Brick Company Ltd: general
organisation, 129, 133, 134; geographi-
cal organisation, 129, 133, 134; percent-
age of company’s trade handled by mer-
chants, 140-142; road transport, 129,
133,134
merchants: attitude of manufacturers,
28, 141, 228; functions, 25, 140-142
over-ordering, 29

East Midlands Brick Federation, 30
Economic conditions
effect of the ‘derived demand” for bricks,
43
Economies of scale see Scale economies
Efficiency see London Brick Company Ltd
Electricity
costs, 51; London Brick Company, 176
(tab.27)
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Engineering bricks
definition, 1; deliveries, 9 (tab. 3), 12, 13
(tab. 8), 14; stocks, 9 (tab. 5), 12
Engineering facilities
scale economies, 85
Environment
London Brick Land Development Com-
pany Ltd: activities, 144
Environment, Department of see Depart-
ment of the Environment

Facing bricks
definition, 1
deliveries, 9 (tab. 3), 13 (tab. 8), 14, 15,
118 (tab. 13), 119-121 (tab. 16), 122,
151 (tab. 21)
fletton facings: relative cheapness, 243
London Brick Company Ltd profits, 150,
151 (tab. 21), 165, 168-170(tab. 24)
stocks, 9 (tab. 5)
substitutes, 15
wholesale prices, 147-149, 182, appendices
4,5
Factors, brick see Distribution

Farming activities see London Brick Com-
pany Ltd
‘Fletliner’ system, 129, 134
Fletton bricks
definition, 1
deliveries, 16(tab.9),17
facings: relative cheapness, 243
London Brick Co. Ltd monopoly, 108,
228, 237-247
physical characteristics, 246
wholesale prices, 147-149, appendix 4
works, minimum efficient size, 72
Flettons Ltd
closure, 107
Fluctuations in demand see Demand fluc-
tuations ‘
Forecasts see Department of the Environ-
ment,
London Brick Company Ltd
Fuel costs
coal, 92
economies of scale, 71, 79
effect of reducing capacity utilisation, 49
liquid petroleum gas, 92
London Brick Company Ltd, 176 (tab. 27)

‘Greenfield’ investment, 97, 99

Housebuilding materials see Building mater-
ials

Industrial relations
London Brick Company Ltd, 195-199,
258

Industry structure
concentration, 89; non-fletton brick
makers: size of companies, 91
Inflation Accounting Committee
current cost accounting: re-interpretation
of London Brick Company’s financial
performance, 156

Insulation standards see Standardisation

Interest charges
effect on costs, 51

Investment
calcium silicate brick makers, 94
capital costs: costs of new works at 1974
prices, 75 ; economies of scale, 70,79
cash flow problems, 97
concrete brickmakers, 94
London Brick Company Ltd
appraisal by discounted cash flow
techniques, 211,212
capital sources and uses, 177, 178, 212,
appendices6,7,9
criteria for building new works, 213,
214,253-55
general review, 209-221
peak demands: problems of maintain-
ing plant, 210,229
policy, 209,210, 252-256
projects, 1964-74,215-221
mechanical handling equipment, 95
minimum works life to recoup capital, 66
new works, 96, 97, 99, 213, 214, 253-255
non-fletton brickmakers, 90-99
quarry plant, 95
risks caused by demand fluctuation, 214,
250

Iran
London Brick Co. Ltd participation in
brickworks project, 143, 146

Kilng
cost of retaining out of use, 50
flexibility inuse, 76
optimum size, 68, 74

Labour
(see also Wages)
costs: economigs of scale, 69, 79; effect of
reduced capacity utilisation, 48
recruitment: problems with re-opened
works, 53
shiftwork : effect on unit costs, 75, 77, 79
Liquid petroleum gas see Fuel costs
London Brick Company Ltd
allocations of cost and capital employed
between types of bricks, 162-164
capital see Investment
competitors, 107

References are to paragraph numbers, not page numbers: r denotes footnote



London Brick Company Ltd—continued
complaints and criticisms
attitude to collection of bricks in cus-
tomers’ own vehicles, 228, 232, 273
discrimination against merchants, 181,
228
favourable treatment to larger cus-
tomers : allegations, 222-228
fletton bricks: elimination of competi-
tive price quotations, 228; elimina-
tion of competitive delivery dates, 228
general, 222,227-233
restrictions of supply to distant areas at
time of high demand, 225, 228, 272
summary, 228
control of supplies of lower Oxford clay,
110-114,241,242
costs, 55n, 175, 176 (tab. 27), 182194
costs of production at individual works,
123(tab.17)
customer relations, 230, 231
deliveries see Deliveries
discounts, 181
distribution see Distribution
efficiency, 200-208, 257
farming activities, 164
financial targets for individual works, 204
flexibility in producing common or facing
bricks,118-122
funds: sources and uses, 177, 178, 212,
appendix 9; capital employed, appendi-
ces, 6,7,9
forecasts, 207,208
history, 104109
industrial relations see Industrial relations
investment see Investment
joint venture with Iran, 143, 146
Kings Dyke works: capacity, 130; profit-
ability, 216-218
New Saxon works: profitability, 216,
218-220(tab. 309,221
management techniques: linear program-
med operational scheduling model, 205,
206
mechanical
handling
monopoly position with fletton bricks, 17,
108,237-247
‘non-reference’ activities, 143-146
pensions, 199
prices, 148, 149, 179-182, 248, appendix
5; for common bricks, 260-263; rela-
tion to market power, 250
product mix, 173 (tab. 26)
production at individual works, 123 (tab.
17)
production facilities, 109-122
profits, 150-176, 203, 249, appendices
6-8; consistency due to multi-plant
efficiency, 250-251; return on capital,

handling see Mechanical

London Brick Company Ltd—continued

153-160 (tab. 22), appendix 6

purchasing, 135

quality control, 231

reduction of output levels: policy, 55

redundancy payments, 167,197, 198

responsiveness to demand fluctuations, 40

scale economies, 130-137

share of total market, 16 (tab. 9), 106,
235-240

sick pay, 199

takeovers, 104, 107, 145, 239

technical innovations, 124129, 200, 201

transport charges see Transport

transport costs see Transport costs

turnover and profits: contribution of
brickmaking activities, 105

wages see Wages

working conditions, 196,197

works: criteria for establishing new works,
213, 214; individual works profits and
costs, 171; number and capacity, 115-
117

London Brick Land Development Company

Ltd, 144

Management techniques see London Brick

Company Ltd

Manufacturing techniques

research and development, 101--103,

124-129

Marketing

scale economies, 86, 136

Marston Valley Brick Co. Ltd

acquisition by London Brick Company
Ltd, 107

Materials see Raw materials
Mechanical handling

investment, 95

London Brick Company: innovations,
125, 128, 129; ‘Fletliner’ system, 129,
134; ‘Selfstak® system, 128, 129

Merchants see Distribution
Midland Brick Federation, 30
Monopolies and Restrictive Practices (In-

quiry and Control) Act, 1948
relevance to supply to building bricks in
Gt. Britain, 234-236

Monopoly see London Brick Co., Ltd
Multi-plant companies see Scale economies

National Board for Prices and Incomes

Pay and other Terms and Conditions of
Employment in the Fletton Brick Indus-
try and the Prices Charged by the
London Brick Company: report No. 150,
195n,259n

Prices of Fletton and Non-Fletton Bricks:
report No. 47, 108n
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National Consultative Council for the
Building and Civil Engineering Industries,
36

National Council of Building Materials
Producers, 36

National Federation of Clay Industries, 36

Non-brick materials see Building materials

Non-fletton bricks
definition, 1
deliveries, 16 (tab.9),17,18
industry structure, 17, (tab. 10), 18-20
investment policies and criteria, 90-99
wholesale prices, 149 (tab. 20)
wire-cut extrusion method, 73
works, optimum size, 74-81

Northern Brick Federation, 30

Organisations, representative see Rep-
resentative organisations

Pensions see London Brick Company Ltd
Planning permission
limitation on works size, 66
Pollution see Environment
Prices see London Brick Company Ltd,
Wholesale prices, and under the names of
types of bricks, eg, fletton bricks, com-
mon bricks, etc
Product mix
firms other than London Brick Company,
173 (tab. 26)
Productions costs see London Brick Com-
panyLtd
Production economies see Scale economies
Production techniques see Manufacturing
techniques
Profits
(See also London Brick Company Ltd)
firms other than London Brick Company
Ltd, 172,174
Property Services Agency see Department of
the Environment
Public Health Act, 1936, 3n
PublicHealth Act, 1961, 3n
Public sector construction work
effect on brick industry, 276
Purchasing
London Brick Company Ltd, 135; scale
economies, 87,135

Quality control
research and development, 101

Quarry plant
investment, 95

Raw Materials
clay; difficulty in forecasting market
acceptance of bricks made with
different types of clay, 66
house building materials: wholesale pri-
ces, 147, appendix 4
Lower Oxford clay: advantages and dis-
advantages, 109; availability, 110-114;
London Brick Company's control of
supplies, 110-114
materials required for different types of
bricks, 2
Recommendation
practice of uniform transport charges for
customers throughout Great Britain by
LBC should be modified, 280; note of
dissent, 281-284
Recessions
effect of 1974 recession, 21

Recruitment
problems with re-opened works, 53
Redland Ltd
acquisition by London Brick Company
Ltd, 107,180

Redundancy payments
general 53; London Brick Company Ltd,
167,197,198
Regulations, building see Building regu-
lations
Repairs
costs, 51
Representative organisations, 30-34, 36
Research and development
activities, 100-103
London Brick Company Ltd, 124-129,
137
organisations, 100,102, 103
scale economies, 86
Road Haulage see Transport, Transport
COosts

Sales see Deliveries
Scale economies
diminishing scale economies with very
large works, 78
engineering facilities, 85
general, 6689
London Brick Company Ltd, 130-137
multi-plant companies, 88
production economies, 66-89
marketing, 86
purchasing, 87,135
transport costs, 86
research and development, 86

Scottish Employers’ Council for the Clay
Industries, 30
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‘Selftak’ equipment, 128, 129
Shortages see Demand fluctuations
Sick pay see London Brick Company Ltd
Southern Brick Federation, 30
Standardisation
corrosive fluid resistance standards, 3
British Standard specifications for bricks,
appendix 2
sound insulation standards, 3
thermal insulation standards, 3
strengthstandards, 3
water resistance standards, 3
Stockholding
creation of a “brick bank’: TUC propo-
sals, 233,277
costs, 51, 57-61, 256
deterioration of bricks, 59, 278
financing of stocks, 57, 60, 256, 278
handling costs, 58
problems, 57-61, 256,275,278
storagecosts, 58
Stores see Stockholding
Sound insulation standards see Standardis-
ation
Stocks
by material type, 9 (tab. 4), 11; by variety,
9(tab.5),11,12
Strength standards see Standardisation
Substitutes for bricks see Building materials

Techniques see Manufacturing techniques
Thermal insulation standards see Standard-
isation
Tradeassociations, 30-34, 36
Trades unions see Industriai relations
Transport
(see also Distribution, Mechanical handling)
London Brick Company Ltd, 129;
attitude to collection in customers” own
vehicles, 228, 232, 273; possibility of
surcharge for small loads, 274; practice
of making uniform transport charges
irrespective of distance, 182-194 (tabs
28, 29),264-271, 280
Transport costs
high in relation to production costs for
very large plants, 78,245
London Brick Company Ltd, 133, 182—
194 (tabs 28, 29), 245, 246, 264-271,
279-284
relative to production costs, 66

Transport costs—continued
scale economies, 86, 133

Wages
brick industry minimums, appendix 10
London Brick Company Ltd, 195, 259,
appendix 10
Water resistance standards see Standard-
isation
Welwyn Hall Research Association
Calcium Brick Division, 102
Whittlesea Central Brick Co. Ltd
acquisition by London Brick Company
Ltd, 107
Wholesale prices
(See also under names of types of bricks, eg
fletton bricks, non-fletton bricks, etc)
building materials, 147, appendix 4
Department of Industry index nos, 147,
appendix 4
discounts to distributors, 27, 181, 228
inelastic demand pattern for bricks, 44
inelastic demand pattern for bricks, 44
London Brick Company Ltd see London
Brick Company Ltd
Working conditions
London Brick Company Ltd, 196-197

Works
(See also names of individual works under

the London Brick Company Ltd)

calcium silicate bricks: optimum size, 83

closures see Closures

concrete bricks: optimum size, 83

fletton brick works: minimum efficient
size, 72; target capacity, 1973, 23 (tab.
11),24,116

London Brick Company Ltd: number and
capacity, 115-117

minimum working life necessary to
recover capital costs, 66

non-fleiton brickworks: capital costs in
1974, 75; investment in completely new
works, 96, 97, 99; optimum size, 74-81;
production, 1973, 23 (tab. 12), 24

number in operation, 1938, 1969, 1973, 22

reopening costs, 52

size of plant: diminishing economies of
scale, 78, 80; factors affecting invest-
ment in new plant, 66, 67; limitation
due to planning permission problems,
66
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